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Minutes of Evidence
TAKEN BEFORE THE SELECT COMMITTEE ON THE EUROPEAN UNION

(SUB-COMMITTEE A)

TUESDAY 2 MAY 2006

Present Alliance, L Jordan, L
Blackwell, L Kerr of Kinlochard, L
Cobbold, L Maclennan of Rogart, L
Inglewood, L Radice, L (Chairman)
Jones, L Steinberg, L

Memorandum by HM Treasury

The Government welcomes this inquiry. The Government has attached a high priority to securing
improvements to the financial management and control of the EC Budget, in order to ensure it provides
value for money for UK and other EU tax payers. There have been some important achievements in recent
years, including during the UK Presidency in the second half of 2005. But it is clear that more eVort is
required. The Government looks forward to the findings of this Inquiry, which will further inform ongoing
policy eVorts.

Questions

What are the fundamental problems that have led to 11 successive years in which the accounts have not
been given a positive statement of assurance?

There are two fundamental issues: first, the audit methodology is very precise and so tends towards a
negative assessment; and second, the quality of financial management is not consistently good enough. This
is a shared responsibility between the Commission and Member States.

There is always a small element of the budget that could be subject to financial mismanagement, and an
even smaller element that may be subject to fraud. But it is fair to say that most of the budget is managed
satisfactorily.

However the nature of the ECA’s DAS audit, which relies primarily on old-fashioned transaction testing
selected via a method of random sampling, is such that it tends to focus on errors and therefore tends not
to take notice of the strength of the internal control system. It also tends not to distinguish between errors
and minor irregularities, making it more likely that the audit will give a negative assurance.

The ECA has recently expanded its approach to include an assessment of internal control systems and an
examination of the declarations in the Commission Directorate-Generals’ Annual Activity Reports. Where
appropriate, the ECA also reviews the findings of other external auditors. But it is still heavily reliant on
transaction testing. The ECA sets a materiality threshold of between 0.5 per cent and 2 per cent of gross
expenditure or revenue: this means that a very small level of discrepancy can lead to whole categories of
expenditure failing to achieve a positive DAS.

EC expenditure is complex and notoriously diYcult to manage. Any expenditure involving a subsidy or
multiple sources of funding is open to abuse. And any spending that is controlled by complex legislation will
be prone to confusion and error. A further factor is the complex nature of the chain of control, especially in
those budget sectors where management of funds is shared between the Commission and the Member States.
The Treaty establishing the European Community (Article 274) puts the Commission in charge of
implementing the budget “on its own responsibility”. The same Article also states “Member States shall
co-operate with the Commission to ensure that the appropriations are used in accordance with the principles
of sound financial management”. But in practice many Member States regard financial management as
solely for the Commission, even though some 80 per cent of the EC Budget is subject to shared management
responsibility. This means the Commission is not always able to obtain adequate assurances from Member
States about shared financial management in order to satisfy the ECA.
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Are the mechanisms which have been suggested by the Commission to improve management of the budget
appropriate?

Yes. The Government supported the “roadmap to an integrated internal control system”1 and, broadly,
the measures that it proposed for the Commission, for Member States, and the ECA. But the key challenge
will be to integrate control systems better, in order to fill the gaps in the chain of responsibility. The
November 2005 ECOFIN conclusions laid out detailed measures to take this forward.

Are these mechanisms likely to lead to a positive statement of assurance on a set of accounts by the end
of the tenure of the Barroso Commission?

The Commission’s strategic objective to strive for a positive DAS by 2009 is indeed an ambitious and
challenging target and will require considerable eVort by itself alongside the co-operation of Member States.
It is encouraging that the 2004 report gives assurance on a greater proportion of the budget than ever
before, because of improvements on financial management and control in key areas of expenditure, but
there is still a long way to go. The Commission’s Action Plan2 oVers the prospect of further progress towards
the achievement of a positive DAS, perhaps most significantly through launching a dialogue between the
Council and the European Parliament on the risks to be tolerated in the underlying transactions. The
continuing eVorts to simplify complex legislation are also likely to have a beneficial eVect on the level of
assurance achieved. But ultimately it is for the ECA to consider how any proposed changes impact on its
approach and the level of assurance it can give. It is not possible to say categorically that a 100 per cent
positive DAS will be achieved by 2009. However, there is a clear ambition by all EU institutions to work
towards a positive DAS in 2009.

Are there further steps which need to be taken?

We intend to ensure that there is substantive discussion of Commission’s Action Plan–this is provisionally
tabled for the May ECOFIN. However, we believe that many of the measures proposed would begin to
make an impact as soon as they are implemented. In particular it is important to make progress against:

— a principle of internal control in the general Financial Regulation;

— agreeing on the requirement to provide an annual control statement (including an opinion on the
legality and regularity of transactions) in the structural funds, to match the existing certificate for
CAP funds;

— an inter-institutional dialogue on the basic principles to be considered regarding the risks to be
tolerated in the underlying transactions; and

— facilitating the greater involvement of Supreme Audit Institutions in providing assurance.

In brief, the Commission and all Member States need to improve their compliance with the legislation.

Can lessons be learned from accounting procedures and practices in other countries?

The Commission’s and ECA’s audit practices already comply with international standards to some extent.
But they tend to rely more on transaction testing than the risk-based and/or value-for-money approach
that most Member States use.

Worldwide accounting and auditing practices tend to fall into two forms:

— a legalistic/regularity approach where the audit is primarily concerned with the legality and
regularity of transactions; and

— a results or outcome focused approach where there is more interest in the eVectiveness with which
objectives are achieved as well as accountability for how the money has been spent.

In practice, these are matters of emphasis rather than absolute diVerences.
1 10326/05, COM(2005)252 final of 15 June 2005, Communication from the Commission to the Council, the European Parliament and

the European Court of Auditors on a roadmap to an integrated internal control framework; EM submitted on 20 July 2005.
2 5509/06, COM (2000) 9 final of 17 January 2006: Commission Action Plan towards an Integrated Internal Control Framework, EM

submitted on 7 February 2006.
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The ECA’s approach tends to detect errors and irregularities, not all of which are of equal significance. It
means that the ECA tends simply to end up with an error level, regardless of the nature or cause of the
error, and is unable to comment more positively or constructively on the adequacy of the control systems.

We can and do look at the diVerent control regimes that apply in member states. Indeed, the NAO has
edited a book “State Audit in the European Union” which gives an overview of all the diVerent audit
systems. The UK has been influenced by developments in risk management that have taken place in for
example Canada and Australia. The UK system also has some similarities to practice in Sweden, Denmark,
Finland and The Netherlands, where central control is relatively light and audit concentrates more on
controls which should ensure achievement of objectives rather than compliance with application of rigid
rules. We have also learnt from worldwide developments in both the public and private sectors in the use
of audit committees.

We suggest that the ECA should attach more importance to whether money is being spent eVectively in
such a way as to achieve the objectives and less to the detail of compliance with detailed regulations. This
would be more in keeping with the way member states seek to control expenditure, particularly as there
is co-funding.

In the UK, we have a clear concept of local accountability and expect local management to have systems
of control that ensure proper compliance and value for money. They should therefore be capable of
monitoring the level of errors so that corrective action can be taken. The audit process is an independent
control additional to these management control processes. Between them, management, control and audit
should be capable of delivering the sort of assurances needed by the European Commission, and which
can fit with the “single audit” concept. The Netherlands and the US already practice this operating a chain-
based system of internal controls.

The ECA should recognise the complexity of the funding streams and should seek to take more assurance
from auditors and controls at the lower levels.

Are the working methods, staffing and organisation of the European Court of Auditors appropriate?

The Government considers that the ECA’s current organisation in the form of a Court of 25 members is
unwieldy and ineYcient. The ECA, like other independent audit bodies, works to international auditing
standards. But the ECA’s focus on legality and regularity does not include value for money audits, which
examine and report on the economy, eYciency and eVectiveness of public spending, as the National Audit
OYce would do. The Government believes it is important to consider how well money is spent as well as
whether it complies with the rules. Moreover, the European Parliament drew attention to this aspect in its
resolution on discharge last year (“money may be totally wasted even though it is used in an absolutely
legal and regular manner”). The ECA does produce some excellent Special Reports, which do consider this
“value for money” aspect, but they contribute little to the DAS.

The Public Accounts Committee drew attention to the eVectiveness of the ECA’s work in a report last
year3. It suggested, as had the European Parliament, that the ECA should consider arranging a peer review
of its approach and work to test the quality and relevance of what it does and to demonstrate its willingness
to learn from others. The Government agreed that there would be benefits in carrying out a review, or in
introducing systems for ongoing external review. Processes of ongoing review and feedback similar to those
recently agreed for our own National Audit OYce could also be considered for the ECA. The ECA has
since begun to carry out a self-assessment to establish its own strengths and weaknesses, and develop an
action plan for remedial measures. A peer review of its organisation and methods will then be carried out
by professional experts from other Supreme Audit Institutions. We await the outcome.

4 April 2006

3 18th report, Session 2004–05.
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Examination of Witnesses

Witnesses: Mr Ivan Lewis, a Member of the House of Commons, Economic Secretary; Mr Chris Austin, Head
of EU Finance, and Mr Chris Butler, Head of Assurance, HM Treasury, examined.

Q1 Chairman: Good morning, Minister. Is there
anything you want to say to us by way of
introduction?
Mr Lewis: Yes, apart from “good morning”, I wanted
to say a few opening remarks, and to say I am
delighted to have the opportunity of appearing before
you for the second time; I think previously we were
talking about the Financial Perspective and the
Budget. This issue was a priority during the course of
the United Kingdom Presidency, and we were pleased
to succeed in agreeing conclusions at the November
Ecofin Council that will commit the European
Commission and Member States to take forward
important improvements in financial management
and control. The Commission signals its intention to
make progress by releasing its Action Plan towards an
Integrated Internal Control Framework. This will be
presented to the Ecofin Council this week on Friday.
Although the Austrian Presidency plans to have no
substantive discussion on this occasion—that will be
for a later date—we will nevertheless express our
strong support. The action plan focuses on a number
of the proposals made by Ecofin. Some of these
actions can be implemented relatively quickly and, I
hope, painlessly, for example, the Commission’s
proposal to add a general principle of internal control
to the general financial regulation. We expect to
receive a revised proposal to amend the financial
regulation from the Commission next month and we
will look closely at the proposed text. Other actions
are more substantive and far-reaching. We think it is
important to consider the cost and benefits of controls;
even the European Court of Auditors has pointed out
that any control system is a trade-oV between the cost
of operating the defined intensity of checks, on the one
hand, and the benefit these procedures bring on the
other. In other words, it is possible to reduce or even
eliminate the risk of error by increasing the intensity of
checks and controls but the costs may be prohibitive.
We want to strike a balance between the level of risk
we are prepared to accept and the cost of the controls
that are necessary to achieve this. The ECA [European
Court of Auditors] at the moment cannot define this.
It has to be a political decision, and the Commission
proposes to launch an inter-institutional dialogue to
consider these issues. This will include consideration
of what an acceptable level of materiality is and
whether it would be acceptable for this to vary so that
a higher level could be acceptable for a higher risk of
spending, such as humanitarian aid, and converted to
a lower level for low risk spending such as
administration. We intend to play a very active role in
these discussions. It is probably also worth explaining
why Ecofin was not able to obtain agreement to the

Commission’s proposals that each Member State
should produce an annual declaration of assurance on
its systems for managing community funds and how
they performed. The European Parliament wanted
these Member State declarations to be signed by the
Finance Minister in order to demonstrate
accountability and responsibility. I personally have no
problem with accountability and responsibility, it is
right that this should be demonstrated, but there are
significant problems with the European Parliament’s
concept. Firstly, legal problems. In many Member
States it would not be possible under national law or
government accounting laws for a Minister to sign
such a declaration of assurance. Secondly,
organisational problems. Some Member States have a
highly delegated federal or regional structure, for
example, in the United Kingdom we have the devolved
administrations. The third problem was that the
European Court of Auditors themselves did not say
that national declarations would be the solution or the
answer, and without such an indication from the
Court there was little or no chance that Member States
would be persuaded. It was vital that Ecofin agreed
unanimously a way forward; therefore, as the
Presidency we were obliged to withdraw the reference
to the proposal on declarations. Finally we must
remember that ultimately it is for the Court of
Auditors to consider how any proposed changes
impact on its approach and the level of assurance it
can give. I do not think that anyone can say definitely
that a 100 per cent positive DAS, despite what has
been said, will be achieved by 2009, although I hope
obviously to be proved wrong. But I do believe the
road map, the integrated framework that was agreed
during our Presidency, does represent a very
important and significant step forward. I also believe
that this Commission is taking this issue far more
seriously than its predecessor Commissions. Thank
you, Chairman.

Q2 Chairman: Can I ask you about the last point that
you were covering? You were saying that the Council
was not prepared to agree to the Commission and
Parliament’s proposals that the finance ministers
should be associated with saying that things were okay
in each national state. Just as a layman that sounded
rather a good idea, frankly. Has the Council actually
just ducked out of this?
Mr Lewis: You said I think originally that the
Commission had a problem. It is not the Commission;
it is the Council that had a problem with it—

Q3 Chairman: Sorry. If I said that it was just a slip of
the tongue.
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Mr Lewis: There were very few countries in our
negotiations that were willing to agree to the concept
of ministerial sign-oV—

Q4 Chairman: You do not know who did agree?
Mr Lewis: I think The Netherlands was one country
that thought it was acceptable?

Q5 Chairman: And we agreed?
Mr Lewis: In principle we were happy. I think we
need to be clear, though, the Chief Accounting
OYcer in each government department in this
country is the Permanent Secretary, so to be
consistent we would have argued that, whilst we
accept the concept of a statement of assurance on
behalf of a national government, it ought to be
consistent with our usual procedures, but we were
happy with the concept and the principle and we still
believe that, in terms of transparency and
accountability, that would be the best way forward.
But as the President, as I found out during the
tortuous budget negotiations, you have to be able to
sustain in this case I think unanimity but generally,
obviously, if you are going to make progress on the
rest of the package, you have to be able to secure a
majority.

Q6 Lord Inglewood: What, please, Minister, is the
nature of the objection from other Member States to
the kind of thing you are describing, which you
yourself perfectly fairly qualified—the way in which,
if it were to come in, it would probably be done in the
United Kingdom?
Mr Lewis: I did try and cover that in my earlier
remarks but I will try to make it a bit clearer. In some
countries it appears that the law, statute, prevents a
Minister from signing a declaration. That is what we
are told.

Q7 Lord Inglewood: But given the new law you
would get round that?
Mr Lewis: But also Member State parliaments could
adjust their laws accordingly, if necessary, if they
signed up to a European agreement, so that was one
reason that was given. One of the other reasons was
this question of—and I think this is perhaps a more
reasonable argument—where you have federal
structures, and this delegated authority; where you
have a long chain of command and therefore
accountability, which is two-way, there is a question
over whether it is actually a Minister sitting in a
national government that is the most appropriate
person to vouch for money that may be spent by a
devolved administration or elected body of some
kind. That is another objection. The third issue,
which is weaker really but is one that was raised in
terms of our capacity to persuade other Member
States that this was the right thing to do, was that the

European Court of Auditors have refused to say
really consistently that that in itself is the magic
bullet, if that is the appropriate term; that if we got
these national declarations of assurance somehow
that would tackle the fundamental problems that are
being defined which are causing the audit diYculties.
I think the response to that, however, would have to
be there is an argument for saying that Member
States would tighten up their controls and take this
issue far more seriously if, at a national level, there
had to be sign-oV. So I think that argument could be
used in both directions. But my own view is while the
European Court of Auditors is probably right to say,
“Simply by having a national statement of assurance
that is not going to solve the problem”, where it is
missing the point is if you do have such a high level
of accountability then it seems to me that inevitably,
whether it is national government or devolved, they
are going to have to take this issue perhaps more
seriously than in the past. If you are asking me what
are the reasons and arguments thrown at us as to why
we could not secure unanimity, those were the
arguments.

Q8 Lord Inglewood: Slightly thin reasons, on
balance?
Mr Lewis: Not very persuasive, in some cases.

Q9 Chairman: In your written statement you say to
us that the quality of financial management is not
consistently good enough. Are you really concerned
here with financial management at Member State
level, or is it simply occurring at European level, or
both?
Mr Lewis: There is a shared responsibility in many of
these budget headings between the Commission,
national government and local administrative
structures, so all of those organisations share some
responsibility for much of the expenditure. It says
here that 80 per cent of expenditure is in that
category, where there is shared responsibility, so it is
extremely diYcult to be totally clear always about
where the accountability lies. It is also true that, to
say the least, the performance of individual Member
States is variable. Some countries are far less adept at
having the kind of systems that, for example, we
would have in place to ensure proper accountability
and scrutiny, so there is that issue as well, and I think
it is true to say that where the Commission has almost
total responsibility, and external relations is one
example of that, by no means are their accounting
procedures perfect either, so there is a whole range of
examples where things need to be improved, frankly.
The biggest issue is this concept of shared
responsibility that makes it very diYcult, but it
should not be insurmountable.
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Q10 Chairman: We know that the National Audit
OYce has qualified the accounts of the Department
of Work and Pensions for the last 16 years, so even in
the United Kingdom it is not perfect.
Mr Lewis: No. That was a very pro European
comment to make!

Q11 Chairman: No, it was not a very pro-European
comment. It was just making a comment—
Mr Lewis: No, but I think it is a fair comment to
make because the point is the balance of coverage
and reaction to the fact that you have just identified
is nowhere near the weight of reaction, the volume of
reaction to the situation in terms of the EU Budget,
and the presentation of course is that it is all fraud,
essentially, which is a nonsense. Now, that does not
by any means understate the importance of getting
this issue sorted out because my own view is the
credibility of the European Union is one of the major
factors. The credibility of the European Union will
never recover if it does not get its accounts sorted out,
so it is not an excuse, but I do think it is an
opportunity to bash the European Union, which is
why I said it was a pro European comment. It is an
annual opportunity to bash the European Union for
those people who would want every opportunity to
undermine the European Union, but that should not
be used as an excuse for saying that this is a minor
issue, it is not a significant problem, not something
we have a responsibility to tackle, because in my view
it is something that we have a responsibility to tackle.
Finally, and this is important, if we were talking
about the private sector, it would be clear that
auditors do sign oV accounts in the private sector for
companies where there are errors discovered.
Virtually no clean accounts of a private sector
company will be 100 per cent transparent and
accountable without explanation—

Q12 Lord Steinberg: I do not know whether I would
agree with you there, I am sorry to interrupt, but the
standard of accounting practice in Britain
particularly, and remember that the major
accounting practices operate all over Europe, are
very insistent on clean accounts. The wording that
they use now has changed dramatically over the years
because of new things like corporate governance and
human resources and all that kind of thing, but
basically most private companies do have a clean bill
of health from their auditors.
Mr Lewis: The point I was trying to make, and I am
sure your companies have always had 100 per cent
clean bill of health, is that an auditor can say that a
company’s accounts are acceptable—whatever the
phrase is—acceptable or a true and accurate record,
true and fair, yet they will not be 100 per cent satisfied
with every element of those accounts in many cases.
However they are still permitted, even under our tight

and stringent accountancy rules, to give that clean
bill of health, even where there is some evidence—not
of fraud, because obviously if there is evidence of
fraud they would not get a clean bill of health, but
simply an inability to account for every penny that is
spent. That is the point I am making. It is not an
excuse, but it is a point that is worth making.

Q13 Lord Cobbold: In your written response you say
that the Government welcomes our inquiry. Given
the distance of the Road Map and the Action Plan
and things happening next week, is there really any
useful role that this Committee in our inquiry could
perform, do you think?
Mr Lewis: It would not be sensible for a Minister
appearing before a Select Committee to say that there
was no use or purposeful role, would there, not if I
was to be invited back a second time, and not with a
reshuZe potentially looming, although that is
speculation of course! But the answer is yes because I
think that every opportunity that can be used to
apply pressure in this area, frankly, to the
Commission and to Member States is helpful and
supportive. Interestingly, I appeared before one of
the European Parliamentary Committees on this
issue, and they referred at this Committee to a Select
Committee of the House, I think it was a Lords Select
Committee actually, that had made some comments
and recommendations on these issues—

Q14 Chairman: That was us.
Mr Lewis: That was you—and they used those in a
very assertive and forceful way to say that we ought
to be making a more rapid and accelerated progress
on these issues. So, frankly, I really do believe that
every opportunity should be taken to make it clear
that the status quo is not acceptable and that this
issue is at the heart of the EU’s struggle to retain
credibility with the electorate in Europe, and that is
why it is essential that this is dealt with more
eVectively than it has been in the past.

Q15 Lord Cobbold: On that point of credibility and
reputation of the European Union, it seems to me
tremendously important to have a greater separation
between what is happening at Commission level
with all the distribution of finance, and can we not
clean up the Commission’s house so that the
representational and reputational issue is solved and
have a somewhat slightly diVerent system for seeing
how the Member States deal with the cash they
receive?
Mr Lewis: Would it help if I just very quickly
identified what this new reform programme will do,
which includes reference to some of the comments
you have just made? I think it would be useful and it
will take me a couple of minutes. There are essentially
five elements to the new Internal Control Framework
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that is being proposed. Firstly it provides a solution
to the problem of getting an assurance for funds
where management is shared with Member States,
the point I have made throughout, a chain-based
system of control where each level can rely on the
assurances given by the next lowest level. Secondly, it
requires auditors and financial control oYcials to
work to common standards, e.g. internationally
accepted audit standards. Thirdly, although there is
hostility, as we have said, to the concept of annual
declarations, the Commission can take this forward
by working with declarations and reports required
under existing agricultural and structural funds
legislation. Then there is the question of the quality
of internal control, both for funds directly managed
by the Commission and those shared with Member
States. The November Ecofin conclusions and the
Commission’s Action Plan take forward related
issues which will contribute to the control framework
such as an agreement on the level of tolerable risk.
Finally, the aim ultimately is to achieve an Integrated
Internal Control Framework where the Commission
and Member States work together to manage the
funds eVectively. So those are the elements that this
new approach is designed to clean up, and I think in
response to your question clearly that is one of the
major issues, clarifying who is responsible for what
and how the diVerent—

Q16 Lord Cobbold: These suggestions slightly seem
to make it more complicated rather than less and less
straightforward in respect of the Commission’s own
aVairs. I do not know whether there is any way of
really formally isolating the Commission to get that
bit right and then deal with the other more
problematic bits in a slightly diVerent way.
Mr Lewis: Certainly where the Commission has
almost total control over expenditure, in a sense that
is already isolated and—

Q17 Lord Cobbold: But it is the 80 per cent that is
not.
Mr Lewis: Sure, which is why there is an attempt to
define in this new framework exactly how the
transparency will work, where the accountability will
lie, who will be responsible, and until you do that you
cannot then get to a situation where you can hope to
have a statement of assurance, because until you can
hold people to account and identify who are the
responsible organisations and individuals you are
never going to get to a situation where you are going
to be able to have a positive statement of assurance.
So I agree with you, you do need to do that. Maybe
it does not sound as though it is but I think it is an
attempt to simplify accountability and responsibility
in terms of that chain of command.

Q18 Lord Inglewood: Can I go along the same road
we have been travelling up till now? I have not got a
copy with me but if you look at the Treaty the
responsibility of the implementation of the budget is
vested in the Commission, and yet a combination of
practice, Member State amour propre and
subsidiarity means that the de facto responsibility for
a fair amount of the implementation of the budget is,
in fact, in the hands of the Member States, so you
have a paradox where legal responsibility,
constitutional responsibility is vested in the
Commission, yet in reality they have practically no
way currently of exercising the kind of powers that
somebody in responsibility would have over a
substantial part of the expenditure. So we have got
either to change the Treaty basis for the
implementation of the budget and make it a joint
responsibility, or to go down the road of something
along the lines of these confidence contracts we are
talking about, or I suppose, as a possible last resort,
for the Commission to be able to say to the Member
States: “Quite honestly, your way of organising this
is such a shambles that in exercising my responsibility
for the implementation of the budget I am not going
to give you the money”. Would that be right?
Mr Lewis: I think the point you make is very
important. These confidence contracts are a potential
way forward, I think. It seems to me that the
Commission has every right to say: “We need to be
assured that your systems, your controls, the way you
approach this, are meeting acceptable standards”.
The Commission also has the right, as it does, to
report on situations where there is dissatisfaction or
unhappiness, and the Commission can do a
comprehensive report. Would we want to give the
Commission direct responsibility for expenditure by
a Member State, I think that is a little bit more
dubious really, in terms of—

Q19 Lord Inglewood: Is that not what the Treaty
says it has already?
Mr Lewis: But not to micro manage. The
Commission’s job is to create a framework where we
can be assured that EU money is being spent
appropriately. Imagine how many more bureaucrats
it would be suggested to us the Commission would
need to employ in order to carry out these functions?
A lot, is the answer. So I am not sure that that is the
solution. I think the solution ultimately is Member
States being able to demonstrate that their systems,
their levels of accountability, meet certain specified
standards. That should be a starting point. I agree
with your almost name-and-shame view. The
European Court of Auditors, as I understand it, does
have the power to identify where programmes are
being poorly spent by individual nation states, or
where a nation state is simply not accounting in a
responsible way. The European Court of Auditors
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can do that. Now, my own view is there is a lot of
fudge around these institutions, as you will know,
and that naming and shaming is not something which
comes comfortably with it, but I do think there is a
place for it. We have to be careful because it is not
about saying that all of the programmes spent by this
member state are mis-spent, but it could be that
individual programmes are not being run in a
responsible and accountable way, so how you define
the Commission’s responsibility in this area is quite
important. It is responsible, in my view, for securing
an appropriate framework which delivers the right
outcomes. I am not sure I want the Commission
micro managing every Member State’s expenditure.

Q20 Lord Inglewood: But it is the case, is it not, that
on your definition of responsibility in this context the
Commission has not actually fully come up to scratch
yet. There are still parts out there where it is not
quite right.
Mr Lewis: There is OLAF, the organisation that has
been established specifically to look into the question
of fraud. I personally think that has made some
progress; it has opened up areas that were previously
not being scrutinised, but if we are honest I think the
tripartite institutional framework has not delivered
on these issues, and to be fair you could argue—and
in terms of the budget negotiations I would not be a
great advocate of the European Parliament and the
way it does its business, believe me, but you could
argue—on this issue that the work the European
Parliament has done, particularly Terry Wynn MEP,
has been very progressive and very positive and in a
sense has been leading, but I do think this control
framework is a very important step forward. The one
thing it lacks is this concept of national assurance.
Other than that, if it is implemented and delivered, it
does represent a very important step forward.

Q21 Lord Inglewood: Do you think OLAF is too
close to the Commission? Should it be taken out of
the Commission?
Mr Lewis: I do not think it is necessary at the moment
to do that but it is something that may be considered
in the future.

Q22 Lord Maclennan of Rogart: There appears to be
very great sensitivity to the revelations at the national
level of unsatisfactory behaviour and unwillingness
to take responsibility at that level manifested by these
cases which you drew our attention to, countries that
are not willing to accept the annual declarations. One
of the arguments that you produce seems to me not
acceptable, which is that in a federal state the actual
responsibility is elsewhere. Even in a federal state the
international liability and responsibility must rest
with the state member of the European Union, and
surely that argument ought to be challenged. If it

were applied in this country, which is a partially
devolved state, the fact that the Scots have made a
mess-up of the development agencies’ spending of
European money would not be something which we
would be able to go to the Union about and say, “It
is not our fault”—I mean by “we” you. It seems to me
we ought to be robust about insisting that it is
Member States that belong and not the provinces or
the la£nder, and that it is the Member States that
must take responsibility for misfeasance or
incompetence.
Mr Lewis: How would it be if the Secretary of State in
the Cabinet with responsibility for local government
was held to account for the expenditure of Bury
Metropolitan Borough Council?

Q23 Lord Maclennan of Rogart: Well, the Secretary
to the Cabinet is ultimately responsible to the Prime
Minister. That is the person who, with the Council of
Ministers, should be held responsible. I do not see
how they can duck out of that. If there is a
misfeasance at a lower tier of government it is totally
impractical to follow it up across the Community.
Mr Lewis: Our position was anyway to say that the
principle of national assurance we support, and the
only diVerence really was whether it ought to be
consistent with what the Chief Accounting OYcer in
each department is currently, which is the Permanent
Secretary, or whether it ought to be a Minister, so we
are on the side of those who argue that we should
have these annual statements of national assurance.
This argument was put by other countries as a reason
why they were not willing to sign up to the concept of
a statement; it is as simple as that. So in a sense I am
not going to defend the fact that other countries were
not willing to sign up to this; I simply would defend
our position as the Presidency in that we had to
facilitate an agreement on the way forward, and there
is no way we could get anywhere near unanimity on
the question of a statement of national assurance.

Q24 Lord Maclennan of Rogart: How do you
anticipate, or how would you foresee that Member
States would accept, be made to accept,
responsibility for their misfeasances or
incompetences? If they are refusing on that, what
are the—
Mr Lewis: What are the sanctions that are available?

Q25 Lord Maclennan of Rogart: Well, yes. The
Court of Auditors does, from time to time, produce
adverse reports on particular individual countries,
but there is no follow-up. They are just there on the
record.
Mr Lewis: One of the key elements of the new
framework that has been adopted is to say that is a
nonsense. If we identify that there are serious failings
and weaknesses in individual programmes or
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individual Member States, then clearly there has to
be a mechanism to tackle those issues and that
problem. One of the elements of the new Control
Framework will be that these issues will not just
simply be identified and lie on the record; they will
have to be tackled.

Q26 Lord Maclennan of Rogart: By whom?
Mr Lewis: Well, by the Commission in conjunction
with the relevant Member States.

Q27 Lord Maclennan of Rogart: Are you prepared to
give the Commission power in those circumstances to
have any kind of authority over the defaulting
member?
Mr Lewis: Could I ask Chris Austin to come in on
this?
Mr Austin: Thank you, my Lord Chairman. If I could
go back a step to what Lord Inglewood was saying
about the Treaty first. The Treaty is very clear, that
ultimate responsibility for the Budget rests with the
Commission; but the same article, I think, also
recognises that this responsibility is shared with
Member States for an awful lot of expenditure. The
dilemma we encountered as Presidency talking about
these proposals was that a number of Member States
chose to have a diVerent interpretation of what that
shared responsibility would mean. The big sticking
point was a proposal from the European Parliament,
not from the Commission or the Court of Auditors
but from the European Parliament, that the Minister
of Finance in each country should sign the
declaration of assurance. Countries like Spain and
Germany with heavily devolved financial systems
said that was unworkable in terms of their
constitution; you could not just have one Minister
taking that responsibility, and there would be huge
costs as well as political implications for them. What
we are advocating; and what we feel is a way forward
to have some controls that bite, is to have the
technical level statements of assurance already
required under the regulations for agriculture
spending to be required in the new Structural Fund
regulations, so at an operational level and accounting
oYcer level each Member State will have to say what
arrangements they have for managing funds. In
terms of what can happen if the Court of Auditors or
the Commission finds that a Member State’s
performance is unacceptable, the Commission has
some powers. I am not sure exactly how it would
exercise those, whether it can act on its own initiative
or whether it needs to check with Council, but the
Commission in the regulations can withhold
payments from Member States that are found to be
not managing funds they are receiving already
acceptably. I do not think that has been exercised
very often or at all, but the provision is there. So the
route that we are pursuing that we feel has best

chance of improving financial management is to get
these technical level statements of assurance
embedded in the regulations and implemented. The
debate about political declaration I think has been, if
I can drift a little bit into political territory, seen by
some Member States as a way of extending the
constitutional debate through a technical means and
they are very reluctant to see the European
Parliament take control of what they see as national
aVairs.

Q28 Lord Maclennan of Rogart: It seems to me that
if one wants to improve the situation there has to be
some sort of answer and I was not entirely clear from
your original answer whether there was a legal basis
for the Commission to exercise this power. If there is
any doubt about that, would it be open to the
Government to seek an advisory opinion from the
Court of Justice?
Mr Lewis: I think the first thing we need to do is seek
advice to give you a clear answer to your question. If
there are powers that the Commission does have in
statute then my own view is that they have never been
used and, frankly, in this whole debate, because they
have never been used, they are never taken seriously.
If we find there is not clear power in statute for the
Commission to act—and I personally think there is—
then you are right to make the point that that is a very
important missing part of this whole jigsaw, that if
there is no way in law of enforcing it, it is always
going to be diYcult to hold people to account. My
own instinct is that the Commission does have the
power, but I suspect has never used it.

Q29 Chairman: You will drop us a note on this issue?
Mr Lewis: Yes.
Chairman: That would be very helpful.

Q30 Lord Maclennan of Rogart: But I do not want to
let rest the issue of impracticality of a member
country taking responsibility for something that is
happening within that country because it has a
devolved or federal system. That seems to me to be a
totally unacceptable excuse. The federal German
constitution allows representatives of the länder to
participate in delegations to Council of Ministers if
they have a big issue, but there is no doubt that it is
the federal delegation that is the decision-making
body for the Germans and the Germans should be
required to be held to account.
Mr Lewis: I am not being disrespectful but you really
need to have that conversation with the German and
French governments—

Q31 Lord Maclennan of Rogart: But you are our
representative in these discussions—
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Mr Lewis: We have made these points strongly. We
argued for a statement of national assurance. We
were on the side of those arguing for it.

Q32 Lord Maclennan of Rogart: You seem to be
arguing that it was an indefeasible rebuttal.
Mr Lewis: No. What I was asked earlier on was to
explain why other Member States raised objections,
and I listed a whole series of reasons why other
Member States were arguing this was not practical.
This was not the United Kingdom’s position. I was
explaining why other Member States refused to sign
up to the statement, and I think the record will clearly
demonstrate that.

Q33 Lord Maclennan of Rogart: I am not failing to
understand your point; I quite respect it and
understand it. What I am trying to say—
Mr Lewis: What you are saying is we should have
done better in our persuasion of other nation states.

Q34 Lord Maclennan of Rogart: No. I do not expect
you to carry this oV at one Council meeting,
obviously, but if you are going to make progress then
that is a road block that seems to me to have to be
moved.
Mr Lewis: I cannot disagree with that. Ultimately I
would hope that we are in a position to achieve
unanimity on the concept of these annual statements
of assurance. That is the United Kingdom’s position;
that is where we want to get to. But we are not in a
position at the moment to achieve that in terms of
what we require which is unanimous support in the
Council. I am not even sure, frankly, we have
majority support. We also need to be clear again that
we did not support the European Parliament’s view
that a Finance Minister’s name should be on the
statement of assurance because that would be
inconsistent with our current practices. We believe
that in our case such a statement of assurance should
be signed by a responsible accounting oYcer, or the
equivalent who in this country is the Permanent
Secretary. We ultimately want to get here; it is just a
question of practical politics that we cannot get
suYcient Member States who want to be in that
place.

Q35 Chairman: But your general formula that the
statement of assurance has to fit the circumstances of
our country is also relevant to all the rest of them, if
you like.
Mr Lewis: Yes, and that is why they argue that they
have such a devolved, such a federal structure in these
countries that it is not the same as the United
Kingdom—
Chairman: That is not an overriding argument.

Q36 Lord Cobbold: Does the Commission deal
directly with the devolved—
Mr Lewis: I can give you one example which might be
helpful. One of the ways forward is this concept of a
“contract of confidence” between the Commission
and nation states which was about systems and
controls and processes. The Commission is about to
sign such a statement with Wales, for example, in
terms of the Welsh Assembly. Now, that reflects well
on the Welsh Assembly’s administration of the EU
funds they are currently responsible for, because the
Commission is willing, I think, in the next few weeks
to sign up to this contract of confidence but they are
doing it directly in this case with the Welsh Assembly
because the Welsh Assembly are directly responsible
for the spend on structural funds.

Q37 Lord Inglewood: Coming back on two small
points? Firstly, on the response you are going to give
Lord Maclennan about sanctions, can you please
specify precisely and with care what sanctions there
may be and what there are not, because it may be
there are powers of sanction but they are not really
the ones we think are the most useful. Secondly, I
would like to comment on some of the remarks about
the constitutional aspects of this. Having spent 10
years in the Legal AVairs Committee of the European
Parliament and quite a lot of years in the
Constitutional Committee I have more sympathy for
you than some of the other members of this
Committee, because we tend in this country to think
of countries being what I call “top down”. Where you
have countries that are “bottom up”, where for want
of a better way of putting it the federal government
only has the powers that have been expressly handed
to it by the component parts of that country, if there
has been no transfer of some of the things for which
assurance is sought they really are in a diYcult
position, but you are right, it is possible to find a way
through some sort of statement of assurance, to join
together all the necessary people in a bundle for each
Member State in order to deliver what everybody
wants to see.
Mr Lewis: I am going to say gently to this assembly
that the kind of model or vision of the way a country
is organised that Lord Inglewood just identified I
always thought was the view of the Liberal
Democrats in terms of the way this country should be
organised!

Q38 Lord Maclennan of Rogart: I totally agree but
the consequence should not be a denial of
international or European responsibility. The buck
has to stop somewhere in a member country.
Mr Lewis: Let’s explore this for a minute. If you
believe in maximum devolution—if—then it is
completely contradictory, in my view, to say, having
supported the concept of maximum devolution, that
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an individual sitting in an oYce in a federal or
national government should ultimately be the person
signing oV the accounts. It seems to me a
contradictory view of the world.

Q39 Chairman: Yes, but we do not necessarily have
to go down that road of having one individual. As
you yourself have said we do not believe in that
position, so there must be a way in which, to take the
Germans, for example, people can actually deliver an
assurance for their country which is in line with their
own traditions. This is quite a simple point.
Mr Lewis: Absolutely. To put it bluntly, in my own
view some of these justifications and reasons that
were given were an excuse. That is my own view.
There is always a way forward in terms of each
Member States for itself agreeing an acceptable
process system which would deliver the outcome that
we require in terms of these statements of national
assurance. If there was a will to do it then, in my view,
it would be do-able, and that was the United
Kingdom position. The politics of this were that as
the Presidency of the Council we could not deliver
anywhere near unanimity to achieve that.

Q40 Chairman: In a way you are in a better position
to argue the case now than you were then.
Mr Lewis: Absolutely.

Q41 Lord Steinberg: The Minister has, I think, said
that there was no query on 80 per cent of the budget
and the remaining money is spent properly, and you
said that to suggest, I think, that the remaining
amounts of money spent were all fraudulent was
completely incorrect, and I go along with that. But
there is a straightforward conception, certainly by
this Committee, I think by the Government and
certainly by the public, that there is a great deal of
fraud occurring within the EU. If that is the case and
if you agree on that, then are you really happy with
the OLAF, which is really an internal organisation,
checking on the spending of the money? Is it the case
that you are happy with an internal organisation
doing that? Should it not really be done on an
external basis? For example, where a business has a
problem they do not normally get their own auditors
to investigate the problems that there are; they
generally bring in another firm to oversee what is
happening. Now, I am not going to go into
bureaucracy on that point but what I am going into,
if the general view is that there is a lot of fraud, is it
not better that some organisation other than OLAF
deal with it? Surely you must be very concerned at the
degree of fraud because we do not actually know
what it is, and when you do not know what it is it
makes you more concerned rather than less
concerned. Could you comment?

Mr Lewis: Certainly.

Q42 Chairman: Could you start just on the issue of
fraud saying how much there is and what you are
asserting? Do you have an assessment?
Mr Lewis: Yes, and I can give figures in a second, if I
may. The European Court of Auditors themselves
have looked at this question of OLAF’s structure,
status, independence, relationship with the
Commission. They have argued, and they did a
report relatively recently, that the current status, the
current relationship between the Commission and
OLAF is about right and to completely remove
OLAF from the Commission would not necessarily
be a good thing. That is the view of the auditors.
There is a perfectly respectable opinion that says that
OLAF should be entirely independent from the
Commission and then maybe it would have more
credibility. That is an opinion and is not our position
at the moment. OLAF is a relatively new
organisation and it deserves to be given the
opportunity to demonstrate it can do the job that we
are asking it to do. If I can give you some figures on
the question of fraud, I have figures here for
agriculture and the Structural Fund budgets, and this
refers to 2004. It is said that irregularities, which by
the way are not fraud, so anything other than what
would be an acceptable norm, accounted for 0.19 per
cent of the agricultural budget and 2 per cent of the
structural fund’s budget. That is irregularities. Now,
if we turn to fraud, in agriculture the estimated figure
is 0.02 per cent, so it is obviously considerably less
than the irregularities—

Q43 Lord Steinberg: Could you convert that into
actual money?
Mr Lewis: Yes, and in structural funds it is regarded
that fraud is evident in 0.4 per cent of the total
Structural Funds. What are the figures? In
agriculture we are talking about 11 million euro/£7
million; in structural funds we are talking about 118
million euro/£80 million. So if you said to the public:
“Well, this fraud is all exaggerated, it is not very
much” and you gave them the actual figure, the
public would regard it as a very important serious
matter, and therefore we should not ever be seen to
dismiss or minimise the problem the scale of the
problem. I also think Lord Steinberg is right,
although my briefing does not say this: how can we be
certain that we are totally aware, however good
OLAF is, of a full 100 per cent audit of the level of
irregularities or fraud? We cannot be, because by the
very nature we are not monitoring every single
payment. I assume there will be a lot of sampling
taking place in these exercises.
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Q44 Lord Steinberg: It does not help that the EU’s
accounts have not been signed oV for so many years,
does it?
Mr Lewis: In terms of the credibility and the
reputation of the EU, it is a disaster really. It is wrong
that it is presented as mainly being about fraud
because that is not accurate; we know that.

Q45 Lord Steinberg: But that is the perception.
Mr Lewis: But that is the perception, and as long as
the accounts cannot be signed oV appropriately then
that sense of a lack of confidence and that unease
over accountability for the way taxpayers’ money is
being spent by the European Union will continue to
be there. It is part of the bigger picture about the
great unease of the citizens of Europe with the
institution that is the European Union at the
moment. The disconnect between the electorate and
the institutions is extremely worrying. I think the
question of accountability in terms of spend is a very,
very important element in that disconnect.
Lord Cobbold: It is a wholesale/retail problem in a
sense by comparison and one hopes that the
Commission will be able to deal with its wholesale
customers now with an absolutely clear boundary
and show how the retail side of it is not Commission’s
fault. The Commission can make statements about it,
it can complain about it, but it is not their fault. That
seems to me a better way of getting the reputation
aspect of the Commission back.

Q46 Chairman: It may not be their fault but the fact
is that the ordinary citizens take European money
misspent at a national level as still the European
Union getting it wrong.
Mr Lewis: They blame Brussels, do they not? It is
Brussels; that is the way it is presented. You could say
to me the way we really need to do this is to get our
communication clearer and to make it clearer that it
is not the Commission. In a way that is almost
impossible. The public will see this as part of their
sense that the European project is at a great distance
from their everyday lives, and we have to be much
better at making the case for why the European
Union adds value and makes a diVerence to the
standard of living, the quality of life, and the peace
and security for all of the citizens of Europe. Those
people who believe in Europe have got to make their
case more eVectively than they have been able to do
hitherto. This issue does not help make that case. In
fact, it very much erodes that case.

Q47 Lord Inglewood: Minister, the Lord Chairman
in his opening remarks referred to the problems of the
Department for Work and Pensions’ budget.

Mr Lewis: I am not going there!

Q48 Lord Inglewood: You probably do not have
them with you, but have you got the same figures for
the Department for Work and Pensions as you have
just given us for the EU?
Mr Lewis: The diVerence between irregularity and
fraud?

Q49 Lord Inglewood: Yes, it would be quite
interesting to see them, please.
Mr Lewis: I can get you those. I assume I can get
you them.

Q50 Lord Inglewood: They were looking rather
unenthusiastic behind you, but if you could it would
be interesting to have them and to compare them in
absolute terms.
Mr Lewis: I will write to the Committee with that
information.

Q51 Lord Maclennan of Rogart: I wonder if you
could tell us a little more about these fraud figures.
Where did they come from? Are they British? Are
they Commission figures? Are they based upon
successful prosecutions or are they estimates? What is
the nature of those figures? As a farmer, I am
conscious of irregularities all round but deliberate
fraud is something else. I know that there have been
highlighted cases in some countries of whole areas
being classified wrongly for agricultural support
grants and so forth, but it would be very helpful to
know how solid those are as figures.
Mr Lewis: These figures that I have quoted, as I
understand it, are a combination of OLAF’s work
and the European Court of Auditors’ work and it is
their best estimate. I think that is all it can be. It is
their approximate estimate.
Mr Butler: In terms of the irregularities themselves, I
think we have a problem in the sense that there is not
a clear definition of what an irregularity is
necessarily, so even though the fraud itself is a small
proportion of that, the definition of irregularity is not
an international accounting issue or auditing issue, so
the interpretation of what constitutes an irregularity
is not really that clear-cut either, but these are the
figures that I think have been quoted in the ECA’s
report.
Lord Steinberg: Backing up my colleague here, the
diVerence between irregularity and fraud is a very
narrow one. 80 million, which was the quoted
figure—
Chairman: —For the Structural Funds.

Q52 Lord Steinberg: —Yes, this figure for the
Structural Funds would result in any company
chairman being put in jail for at least 10 years, so it is
not a small matter. In terms of the overall budget, of
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course I accept it is a very, very small percentage, but
it is a big figure. It is something which we as one of
the leading members of the EU should try and get to
grips with to try and solve it because although some
of my colleagues in the Conservative Party might not
be too happy with Europe generally, I think that we
all share the view that Europe is good for the reasons
that you, Minister, have stated and we want to try
and remove this blot that exists.
Mr Lewis: It is perturbing this morning, Lord
Chairman, because I find myself agreeing with almost
everything that Lord Steinberg says. It is not
something I am used to!

Q53 Lord Steinberg: I understand. I am grateful for
that nevertheless.
Mr Lewis: I absolutely agree with you. In my briefing
there is an attempt really to say, “Minister, this is all
very small and piZing and it does not matter very
much”, but I will not minimise this. In my view, it is
serious and it has to be taken seriously. I think all we
are trying to do is counter the misinformation which
is put out through the media and through the euro
sceptics, which would imply that 100 per cent of the
failure to have a statement of assurance on an annual
basis is to do with massive institutional fraud within
the European Union, because that is equally
nonsense. That is all I am trying to do. I certainly
would not approve of any attempt to minimise them.
Chairman, I can help you with these DWP figures.
Would it be helpful to do so now?

Q54 Chairman: Yes.
Mr Lewis: I hope this is not some sign about the
imminent reshuZe, but the most recent annual
accounts of the DWP would suggest that there is £2.6
billion—and this is where it gets diYcult—which is a
combination of fraud and error. So it seems to me in
their accounts they merge the two.
Lord Maclennan of Rogart: Billion, did you say?

Q55 Chairman: It is much larger.
Mr Lewis: Let me give the percentage—

Q56 Chairman: —much larger than for the whole of
the EU; is that right?
Mr Lewis: Based on the figures we have available. It
is 2.2 per cent of the net expenditure budget of the
Department for Work and Pensions for the last
financial year. You have to remember that this is a
combination of fraud and error. It is not
disentangling the two.
Mr Austin: The comparable figure for the European
Union budget that the Minister gave is about 1 per
cent of the total. The total for irregularity and fraud
in 2004 was about 1 per cent of total EU spending.

Mr Lewis: My colleague is telling me that out of the
2.6 billion, 0.9 billion is regarded as being directly
related to fraud.

Q57 Lord Steinberg: That is a huge sum, is it not?
Mr Lewis: Out of the 2.6 billion, 0.9 billion is
regarded as being fraud.

Q58 Lord Inglewood: In terms of the percentage,
what is the relative comparable percentage between
the two?
Mr Austin: 2.2 for the Department for Work and
Pensions’ budget.

Q59 Lord Inglewood: Per cent, not billions.
Mr Austin: 2.2 per cent.
Mr Lewis: Which is £2.6 billion.

Q60 Lord Inglewood: Compared to as near an
equivalent basis as we can get, it is 1 per cent in the
European Union budget?
Mr Lewis: Yes.

Q61 Chairman: Can I just return to the point you
made about Structural Funds. I think you said it was
80 million euro?
Mr Austin: £80 million.

Q62 Chairman: £80 million for fraud?
Mr Austin: Yes.

Q63 Chairman: And it was related to Structural
Funds. That rather suggests that if you are looking at
the EU spend that it is this area that we should be
concentrating on. This is where the problem is. This
is obviously something we will have to focus on
ourselves, why is it so diYcult here, what is the
problem. Can you give us some guidance?
Mr Lewis: Why Structural Funds are a particular
problem?

Q64 Chairman: Yes.
Mr Lewis: I suspect it is part of this debate about the
chain of spend in terms of devolved administrations,
devolved bodies, local organisations. I think that is
one of the reasons that the Member States are not
developing appropriate national frameworks which
allow them to monitor suYciently eVectively from a
European Court of Auditors’ point of view that that
money is being spent properly. If they are not
developing appropriate systems of control and
accountability, not only will they struggle to account
for them, that lays you open to a much greater risk of
fraud, inevitably, if the systems are not there. So that
is why we have to address the Structural Funds issue
as a priority.
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Q65 Chairman: The regulations are also quite
complex which probably means that they are easier
to—
Mr Lewis: —manipulate.

Q66 Chairman: Manipulate, yes.
Mr Lewis: Yes, I would agree with that.

Q67 Chairman: Are there any further questions that
my colleagues have? We have already had an hour.
Mr Lewis: I am enjoying it; I am happy to have
another. I have got a dental appointment after this!

Q68 Chairman: What you have established for us is
that it is important that we produce a report on this,
particularly, as you mentioned, as our earlier report
is still being quoted across the European Union.
Mr Lewis: Somewhat embarrassingly at the time.
Yes, the MEPs were citing your excellent report
really against the Presidency in a way in saying,
“Hold on . . . ”

Q69 Chairman: “ . . . what are you doing about it?”
Mr Lewis: “Back in the UK, your scrutineers, your
Select Committee, are saying this is what is required.”
Of course, it is diYcult when you are the Presidency
because you are not advocating your own national
position. You are having to explain the reason for
often—not always—for compromise, some would
say fudge. On this issue I think it is important—and
I do not want to give an entirely negative downbeat
view—to mention Commissioner Kallas who
brought forward this Roadmap on the new financial
controls, the Integrated Internal Control
Framework, because he has personally given an
awful lot of commitment and time to this. He has
made it his number one priority. I met with him very
early on in our Presidency and I promised him that I
would as the Minister in the Government responsible
in terms of the Presidency for this issue also give this a
great deal of priority. In terms of the constraints that
were there I think we have achieved quite a lot.
Whether it will be enough ultimately, I do not know.
I hope it will be, but it is lacking this statement of
national assurance, I accept that.

Q70 Lord Steinberg: Could I ask one final question.
Lord Maclennan mentioned about this 80 million;
how much of it was attributable to the UK?
Mr Austin: None of it, I think.
Chairman: No doubt you can drop us a note on that.

Q71 Lord Maclennan of Rogart: I wanted to ask
about the simplification exercise. Are the member
governments in any way participating in that? There
are diVerent traditions of legislative drafting in the
diVerent countries and the generality of drafting in
the European Union leads usually to a much greater

discretion in the way rules are interpreted, which in
itself could allow departures from the norm. I am not
doubting that it is important, but how is it being
approached?
Mr Lewis: Do you mean in terms of regulation?

Q72 Lord Maclennan of Rogart: Yes, simplification
of regulation. For example, we have got the Single
Farm Payment in place of a whole raft of production
grants. The trouble is I do not know what the
answer is.
Mr Lewis: I think you make a perfectly valid point
that at the moment there is an exercise being
undertaken which is about simplification of financial
regulations and we do believe that is part of the
solution. As I understand it, there are some new draft
regulations which have been agreed which represent
simplification, but they are only draft at this stage
and there has not been final ratification and there will
need to be final ratification. Yes, there is an appetite
for simplification and there is a sense that one of the
diYculties in this whole area is that the regulations
which are being applied are incredibly complicated
and technical. There is an appetite but there has not
been a great deal of progress made yet. There are
draft regulatory reforms around, if you like, which
will represent simplification.

Q73 Lord Maclennan of Rogart: But it is something
in which we participate?
Mr Lewis: We have argued for, yes.

Q74 Lord Maclennan of Rogart: I know that in
principle, but in actually preparing the legislation so
that it does not lend itself to greater avoidance by its
very generality?
Mr Lewis: When you say “we”, do you mean the
United Kingdom?

Q75 Lord Maclennan of Rogart: Yes I did in this case
mean the UK.
Mr Lewis: Have we written some of these regulations?
Have we helped to frame them?

Q76 Lord Maclennan of Rogart: Have we helped to
approach them with a view to enforcement as well as
to general simplification?
Mr Austin: There has been a lot of discussion over the
last two years about the new regulations for spending
programmes that will start in January 2007. The DTI
is technically in the lead on Structural Funds
regulations. The Commission had an agenda to
simplify, but I think we should regard the term
“simplify” with some caution. I think the outcome of
negotiations of all the Member States involved in
working groups going up to the relevant Councils is
an improvement in the regulations. But the
regulations themselves try to tie down the policy
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proposals and to get over the concern that Lord
Maclennan raised about diVerence of interpretation.
The regulations tend to be quite detailed and precise;
and therefore complicated rather than simple, to my
simple layperson’s view of it. So there has been some
improvement, but these are still complicated
spending programmes with quite detailed rules which
attach to them.

Q77 Lord Inglewood: I think I am right, am I not,
that the regulations—using that word in a layman’s
sense—are in Community legal terms regulations
that take direct eVect and, secondly, they are
secondary Community legislation, are they not, so all
these proposals are in fact not scrutinised by this
Committee or the European Parliament in any

Supplementary memorandum by HM Treasury

Question:

Clarification of whether the Commission has the legal authority to take action where Member States are failing
and not managing funds acceptable (see question 28 and 37).

Response:

The Commission does have this authority, and has exercised it in relation to agriculture and structural fund
payments as explained below.

In the Agriculture sector, the main sanction is disallowance. This means that a Member State would be
responsible for bearing the cost of any expenditure not recognised by the Commission. Regulation 1258/99
(soon to be superseded by 1290/05) allows the Commission to exclude from Community financing expenditure
that has not been eVected in compliance with Community rules. Disallowance can be applied for two main
reasons:

(i) an error on an individual claim where the Commission has established through an audit that the claim
was not compliant with Community regulations; and

(ii) deficiencies in the Member State’s controls, where the Member State fails to carry out the controls
specified by the regulations or ensure the regularity of the expenditure, in which case a flat rate
correction would be applied.

The level of disallowance would fall into the following categories:

(a) ancillary controls (2 per cent correction);

(b) key controls (5 or 10 per cent) correction; and

(c) if there is evidence of wide-spread irregularity, negligent or fraudulent practices then a 25 per cent
correction could be applied. In exceptional cases corrections up to 100 per cent may be applied.

In terms of respecting budget discipline, the Commission may also:

(i) apply corrections to payments made after the date limit or for claims submitted after the date limit,
in which case corrections would be applied according to the relevant regulations; and

(ii) apply adjustments to the annual budget allocation where the Member States incur expenditure at a
level that too closely approaches or exceeds an amount fixed for the annual budget. The impact of
this correction is normally applied in the following financial year.

The Commission applies disallowance three times annually, with two ad hoc clearance decisions and a further
correction following the annual Clearance of Accounts exercise. The amounts disallowed for each Member
State are published in the OYcial Journal.

general sense? It is secondary Community legislation,
is it not?
Mr Austin: I think that is the case. I will have to
check. My understanding is that the regulations have
to be applied by Member States; they do not have to
be transposed.

Q78 Lord Inglewood: Exactly, but they are made
under Community secondary legislative procedures
not under the normal procedures—comitology?
Mr Austin: I suspect you are right but we will need to
clarify that.
Mr Lewis: We will clarify that.

Q79 Chairman: Any further questions? Thank you
very much; it was very helpful.
Mr Lewis: Thank you very much, Chairman, and
members of the Committee.
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The Regulation also covers the situation where accreditation may be withdrawn from a Member State’s paying
agency, unless the agency is able to correct problems within a suitable time limit. This decision would be for
the Member State’s Competent Authority to enforce. However, if the Competent Authority did not act as the
Commission would have expected, then the Commission could withhold 100 per cent of the funding
concerned.

The Commission is also able to eVect infraction proceedings against a Member State in those situations where
it feels it necessary to prevent/curb a practice that is deemed to be non-compliant with Community law.

The system in the Structural Funds sector is similar. Member States and the Commission are both able (under
Regulation 448/01) to make financial corrections where individual or systemic irregularities are detected.
Where Member States make the correction, this will involve cancellation and/or recovery of the sum involved.
Where the Commission makes the financial correction, it can make a correction based on either the precise
amount of the irregularity (which may be calculated from an extrapolation of similar funds involved).
Alternatively, the Commission can make a flat rate correction, depending on the seriousness of the case.

The Commission’s own guidance on flat rate corrections suggests that rates of 100 per cent, 25 per cent, 10 per
cent, 5 per cent and 2 per cent can be levied, and gives examples of cases in which each of these rates might
apply. For example, a 100 per cent correction would be appropriate if the Member State’s management and
control system were so deficient that there was a complete failure to comply with legislation. A 2 per cent
correction might be levied if the Member State’s performance was generally adequate, but there was a failure
to operate one or more elements of the control system eVectively.

In all of these cases the Member State is still obliged to pursue recovery of funds wrongly paid out.

It is more likely that financial corrections will be applied towards the end of the Structural Funds
programming period, when the Commission steps up its audit work as closure approaches. We are not aware
that any corrections have yet been made for the 2000–06 programmes, which must be closed by 2009. However
the Commission did make corrections to structural fund payments aVecting the UK and other Member States
for the 1994–99 programming period.

Question:

Figures for the Department of Work and Pensions in regard to irregularity and fraud—we would appreciate
confirmation of the figures quoted in the transcript (see question 49).

Response:

The figures that Ivan Lewis quoted of £2.6 billion and £0.9 billion were estimates for “fraud and error” and
“fraud” respectively. As stated in its Annual Accounts for 2004–05, the Department for Work and Pensions
estimates that there was approximately £2.6 billion overpaid through fraud and error in social security benefit
payments in 2004–05. This represents approximately 2.3 per cent of total benefit payments, of which
£0.9 billion (0.8 per cent) was fraud, £0.8 billion (0.7 per cent) customer error and £0.9 billion (0.8 per cent)
oYcial error.

Question:

Details of how much of the quoted £80 million lost via fraud in Structural Fund expenditure is attributable to the
UK (see question 70).

The £80 million figure relates to the 2004 Fight against Fraud Report (OLAF). Of this total, nine cases with
a total value of £281,279 were in the UK.

Question:

Whether regulations, that take direct eVect, are classed as secondary Community legislation and so are not
scrutinised by our Committee or the European Parliament in any way (see question 78).

The Council Regulations concerned are primary legislation, which is directly applicable in all Member States
and does not require transposition into national law. All draft Council Regulations are of course subject to
national Parliamentary scrutiny. The relevant “implementing regulations” which provide greater details of the
application of the provisions in the Council Regulations also constitute primary legislation, but are not
normally subject to Parliamentary scrutiny.

25 May 2006
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Supplementary letter from Ed Balls MP, Economic Secretary, HM Treasury

Thank you for your letter of 13 June 2006.

I have consulted the National Audit OYce on the questions you asked. Firstly, the Government accounts have
always been audited on an individual department basis and have never been presented as a whole.

Secondly, you asked whether the National Audit OYce would ever have been in a position to give an
unqualified opinion, were the Government accounts to be audited as a whole. I understand that it might be
possible to provide an overall unqualified opinion even if the accounts of some public bodies had been
qualified. This would depend on the nature and materiality of the issues at stake. If these were suYciently
serious, the overall opinion might well be qualified. Should this happen, the audit certificate would indicate
clearly which areas of the account had been qualified and the reasons for the qualification.

6 July 2006
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TUESDAY 16 MAY 2006

Present Cobbold, L Maclennan of Rogart, L
Inglewood, L Radice, L (Chairman)
Jordan, L

Examination of Witnesses

Witnesses: Mr Hubert Weber, President, Mr Vitor Manuel da Silva Caldeira, Member, Mr David

Bostock, Member, and Mr Josef Bonnici, Member, European Court of Auditors, examined.

Q80 Chairman: Good morning and thank you for
inviting us.
Mr Weber: Allow me first of all to tell you that the
European Court of Auditors appreciates very much
this visit of the delegation of the European Union
Select Committee of the House of Lords. Let me
begin by saying that the Court has no power of
enforcement. This is all right for us. For the
recommendations of the Court to be accepted they
must be formulated in a very convincing way.
Sometimes even this is not enough. Therefore a
report to the European Parliament on our findings
will ensure extensive information and discussion and
create a more favourable climate for realising our
recommendations. Close contacts with the European
Parliament are therefore of vital interest to the Court
of Auditors, but it is also of great interest to us to hear
the views of Member States’ parliaments. Once
again, you are very welcome to this exchange of views
between your Committee and the Court of Auditors.
Now I would like to introduce my colleagues: Mr
Bostock, whom you know very well; Mr Caldeira
who is my Portuguese colleague. He is the Dean of
the CEAD Group and responsible for ADAR, which
stands for Audit Development and Reports; then Mr
Bonnici, who is the member responsible for the
Declaration of Assurance, one of the main topics of
our exchange of views.

Q81 Chairman: Again, thank you very much for
receiving us; it is a great honour for us. As you know,
we are conducting our inquiry into the Court of
Auditors and its work on the audit of the European
Union. It might be a useful way for you to start by
giving us an outline of how you conduct the annual
audit of the accounts.
Mr Weber: I think this is the duty of Mr Bonnici, the
member responsible for the preparation of the
Declaration of Assurance (DAS).
Mr Bonnici: The basis of the Declaration of
Assurance comes from an assessment of the various
sectors or aspects of the accounts relating to various
financial categories—the agricultural sector,
Structural Funds, and so on. We have developed a
new approach now which is an improvement of what
we were doing. Basically what we are doing now is to
take, first of all, a sample of transactions from the

various categories. We also assess the systems that
are used. We also look at the financial reports from
management, basically the declarations from the
Directors General and so on and any other audit
reports by the national audit institutions that are
relevant. On this basis we do our assessment. We
assess the risk. In our new approach we also follow a
strategy which minimises the statistical assessment
that is done in cases where there is minimum risk or
where there is the probability that the systems are
working well. Basically we build up our opinion on
the basis of this information. In developing the
approach that we will be using next year, which is the
so-called development of the DAS, we have also
looked at what a number of audit institutions do, in
particular we have visited national audit institutions
including the National Audit OYce in the United
Kingdom where we also looked at the structure of
what they are doing. We do some things slightly
diVerently but it is in some ways very similar to the
approach that is taken in the UK. So this is the basis
of our Statement of Assurance. Apart from that,
though, there are also a number of specific reports
which relate to the performance audit and value for
money kind of aspects. That also is a very important
part of the Court’s role.

Q82 Chairman: For the general public—and
obviously parliaments are very interested in what the
general public thinks—the Statement of Assurance is
an absolutely central. Do you see it as central to
your work?
Mr Bonnici: First of all the Treaty imposes this, so—

Q83 Chairman: The Maastricht Treaty?
Mr Bonnici: The Maastricht Treaty. So essentially
this leaves little room for us to interpret. It is quite
clear. We need to provide a Statement of Assurance
on the legality and regularity of the underlying
transactions. Doing that for the whole EU is quite a
challenge. There is no doubt about it. We believe that
this is a fundamental aspect of our work, a priority if
you like, because then the Treaty also says that this
Statement may be accompanied by other statements
relating to performance. Basically, yes, it is a
fundamental element. Our worry is that it can
sometimes be misunderstood.
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Chairman: Can I just take that up. As you probably
know, in the UK it is the key element and it allows the
opponents of the European Union and British
membership of it to say that the whole of the EU is
riddled with corruption and ineYciency. The fact
that you are not able to give a Statement of
Assurance means that people say, “Well, the EU is no
good at all and we should leave it.” So it is very
important from the point of view of publicity, as a
symbol if you like. Which one of my two colleagues
wants to come in first?

Q84 Lord Cobbold: I would just like to follow up on
that point and go to the general issue. I was interested
in a statement in your Opinion in 2004 where it says:
“Whereas the Court of Auditors is the external
auditor of the European Union and therefore not an
element of internal control.” It seems to me that there
is a bit of a conflict. You have two roles, you are both
an external auditor responsible to the public but also
you have an internal audit function, and maybe these
two things should be separate because it is the
diYculties of the internal audit function which
complicate the external audit function, the value
judgments and things, all of which are on the internal
audit side of your business.
Mr Weber: I think this is a misunderstanding. It is
very clear that we are an external auditor but we are
also dealing with issues of internal audit. That is
because external audit reviews all areas including
internal audit but it is not our internal audit; it is the
audit of other institutions, like for instance the
Commission and so on.
Mr da Silva Caldeira: In the Opinion you have just
quoted, there is a diagram which provides an
overview of the internal control and external audit of
the European Union budget. This diagram is very
illustrative of the question which you have put. That
is on page five of this Opinion. You can see there that
things are not easy because we have the European
Union level and the national level and both internal
control and external audit are spread across both
levels. Perhaps I could clarify this point. The
European Court of Auditors is the external auditor at
the European level and is not part of internal control.

Q85 Lord Cobbold: In a sense internal control
reports to the Commission. It is the Commission
trying to make sure that its policies are adhered to,
but that seems to me to be a slightly diVerent function
to the external auditor coming in and not working for
the Commission but working for the Parliament and
working for the people through the Council of
Ministers.

Mr da Silva Caldeira: That is the key message from
this Opinion. When there is an external audit, the
external auditors are not part of internal control, by
definition.
Lord Cobbold: Exactly, but that is where the
confusion arises when you are unable to qualify the
accounts because you are trying to cover both sides
of it in that report.

Q86 Chairman: That is not the main reason, is it?
Mr Weber: I will give you one example. Our
American colleagues, for instance, had the General
Accounting OYce in the old days and now they have
the General Accountability OYce. They are also the
external auditor of the US. At the same time they are
the standard-setting organisation. Very often you
will find in Europe too that the responsibility of an
audit oYce is combined with the ministry of finance
(this is the case in my country for example) where
they are the standard setters, this is not a hindrance.
It is for the external auditors to verify whether the
auditor follows these standards. This is the audit
function. To carry out the internal audit is another
issue. It is diVerent levels.

Q87 Lord Maclennan of Rogart: As a scoping
question, you mentioned that it is a very diYcult task
to produce these Declarations of Assurance. Is the
diYculty to do with the multiplicity of operations or
the diVerences within the systems being applied? The
totality of the monies is not particularly large when
viewed against the expenditure of national treasuries
and departments. Is the diYculty due to the
complexity of your operations? As a second question,
what is your overriding aim in tackling that diYculty?
Within the opinion which has just been quoted you
have advocated a single audit model. I would be
interested to know whether that is what you see as the
solution or a partial solution to the diYculty and how
that fits in, if it does at all, with the Commission’s
more recent Roadmap.
Mr Weber: I will take the historic part. It was not our
demand, I can tell you. The Court of Auditors was
not involved in this process. The first impression is
that it looks somewhat like a statement in the private
sector where a private audit oYce gives an opinion on
the financial statements of an enterprise, but we are
the public sector so there is a diVerence. For the first
part there was no problem at all because checking the
reliability of accounts is very much the classical work
of auditors; but then the second part, the regularity
and legality of the underlying transactions (and here
my colleague Mr Bonnici mentioned a budget of
more than 100 billion euro) is very complicated and
unique. This is because you might find similar rules
but dealing with more homogenous areas, like in The
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Netherlands there is something about social aVairs
and so on, but here we are speaking about all the
diVerent expenditures and also the income of the
European Union. This is unique and this makes for
these problems. We have been trying to overcome
them for 10 years.

Q88 Chairman: Are you saying that your diYculty in
doing your audit is because of the complexity of the
European Union and its diVerent levels?
Mr Weber: Not only.

Q89 Chairman: You are not saying that?
Mr Weber: We are in the unique situation of giving an
opinion on the underlying transactions which happen
at the levels of Brussels, in the Member States, and
the other 155 countries where EU money goes. From
agriculture, which is already complicated enough, to
Structural Funds, which are also already complicated
enough, to internal policies, research, and then
external aid going to Thailand or going to Siberia, all
the diVerent levels. This is why it is complicated. We
have to do it within a very, very tight framework.
Mr Bonnici: To complement what the President is
saying, there is of course in every report, if you look
at our reports, a statement where we say that there
needs to be greater simplification of the rules, and in
certain areas, like internal policies and research and
so on, simplification would be extremely important.
So there is that aspect that you are dealing, as the
President has said, with a budget which spans not
only 25 Members but also spans so many other
countries and so many other areas. This leads to a
certain degree of complication. I think the fact is that
there is also a certain element which is a bit unique
compared to individual countries, this shared
management aspect, which is also a relevant point,
and is what we also focus on. The response from the
Commission to our reports is often that aspects that
they manage they claim are more easily handled when
they manage them completely but when there is
shared management there is greater room for
diYculties to arise.
Mr Bostock: Might I add two things perhaps. Firstly,
it is interesting to compare the rubric under which we
operate with the rubric under which the UK National
Audit OYce (NAO) operates. The Treaty says that
we must give an opinion on the legality and regularity
of the underlying transactions, and we have always
interpreted that to mean going right to the recipient,
going to the farmer, going to the farm in some cases,
going to the Structural Fund recipient to see what has
actually happened on the ground in as large a number
of cases as we can find the resources to look at. The
NAO operates under a slightly diVerent rubric. They
are required to say whether the money has been used
in accordance with the wishes of Parliament. That of

course does raise issues about how eVective
management systems are in coping with, for example,
benefit fraud. I think it gives the NAO a slightly wider
range of methods and a slightly greater degree of
discretion in how far it goes down the payment chain.
It is an issue which your Lordships might wish to
explore with the NAO when you see them to see how
much diVerence that makes. The other comment is
that, tiresome though it is to have to go to individual
Structural Fund recipients and individual farmers,
and quite often individual farms, that is where one
finds the errors quite frequently. On the whole we find
that the machine deals satisfactorily with the
paperwork. Sometimes the Commission or paying
agency makes a mistake but it was what was on the
application for payment, what was on the description
of the holding of the farmer, what was on the
description of the Structural Fund project, where
problems arise and there are misstatements, either by
accident or deliberately, by the beneficiary.

Q90 Lord Cobbold: Should that not be a national
responsibility? I know it is your responsibility under
the Treaty but do you think that is a correct
allocation of responsibility?
Mr Weber: I will give you one example. I recall very
well Sir John Bourn mentioned that in the old days
we only presented our system. For several years
because of co-operation in Intosai and Eurosai we
are looking at how to improve our own systems. Sir
John claimed at a Eurosai meeting, “I would like to
get a mandate like the European Court of Auditors
to also look at the final beneficiaries.” However, this
complicates it.

Q91 Chairman: Can I take up what Sir John said. Is
Sir John saying that this is a pretty searching test, if
you like, that you as the Court of Auditors and it is
maybe it is this searching test which leads to your
diYculty in producing the Statement of Assurance?
Mr Weber: Before I give the floor to Mr Caldeira, I
recall the argument came up not in relation to us but
it was more general because, as you explained, this is
an additional tool to go to the final beneficiary but it
was not mentioned in our context. In an audit oYce,
if you do not have the mandate, you have to ask the
institution responsible, “Please show me how you
audit,” and you get information. Let us say in land X
the minister of, let us say, agriculture is invited by the
audit oYce to “please show me one farmer because I
want to learn.” This is the diVerence. Our European
audit oYce can go directly without asking permission
for this. This is the diVerence. Mr Caldeira will
explain this further.
Mr da Silva Caldeira: If you will allow me, Mr
President, taking the question of issuing the DAS.
The problem is not only for the European Union. The
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Court is expected to issue an unqualified opinion.
That is not a matter of diYculty just for the European
Court of Auditors or any auditor; that is the reality.
There is indeed the problem you have raised. Our
audit environment is rather complex. We have the
European level, we have the national Member State
level, and we have beneficiary countries, et cetera. So
we have a complex framework to audit. Then we have
all the sets of legislation and regulations for diVerent
management schemes for diVerent areas—
agriculture, Structural Funds—as the President has
already said. Each one of these has a diVerent
managerial system. There is shared management for
agriculture and the Structural Funds, direct
management by the Commission for research and
other internal policies, environment, transport, and
so on. Then you have to pass the money to financial
intermediaries, namely in the external relations field.
On revenue you delegate the collection of resources
to Member States. So if you compare this with a
Member State it is completely diVerent; it is much
more simple in Member States. So it is a complex
management and this is due to the outline and the
way we have built it in the European Union. What
the Court has proposed in its single audit Opinion is
that one of the key factors that may enable you to
have an audit environment through which we
manage the funds and which allows for a more
eYcient system (and to give at the end of the day an
unqualified opinion) is to begin with an improvement
of the internal control framework within Member
States. Indeed, Member States have the first
responsibility for managing the funds that are
allocated to them. Then the Commission has to
ensure adequate supervision of the systems for
managing the funds within Member States and
beneficiaries. Then at the end the Court of Auditors
has to be in a position to build assurance in that
system. What we want with this concept of single
audit is to say first of all we must put the house in
order. Let us have a system that is coherent for
managing funds, let us have the Member States (as
far as possible in respect of their constitutional
organisation and administration) managing the
money properly. Also let us have common reporting
standards. That will allow us as the Court of
Auditors to have a more eYcient and eVective
approach towards the Statement of Assurance but
also in the other aspects of our audit, value for
money, for instance. So I would be more in favour of
saying that if we want to have, as the Commission has
said as a political objective for this term, an
unqualified Opinion, we cannot forget that the
present system is highly risky because it depends on
the information that beneficiaries of the funds
supply. That is the diYculty, as the President has
underlined.

Q92 Lord Maclennan of Rogart: Has that view been
accepted by the other institutions of the Union? Is
that goal of a single internal control framework
adopting common principles and standards
something that has been embraced by the
Commission in its Roadmap?
Mr da Silva Caldeira: Yes, indeed.

Q93 Lord Maclennan of Rogart: Because I have not
been able to see it explicitly embraced. There are all
sorts of particular proposals made but they do not
seem to be saying we need a template, which if I
understand you right, is what you are saying, of
procedures to be followed universally within the
Union in all 25 member countries. Is that right?
Mr da Silva Caldeira: In the Action Plan that the
Commission has issued following the Roadmap
initiative in January this year, it is recorded at least in
one action that one of the objectives when addressing
the issue of simplification and common principles is
“to establish and harmonise the presentation of
control strategies and evidence providing reasonable
assurance”.
Lord Maclennan of Rogart: That does not sound the
same as what you were saying.
Chairman: That is a fairly generalised remark.

Q94 Lord Maclennan of Rogart: It does not say the
same thing as you are saying.
Mr da Silva Caldeira: It is a summary of what follows
the Court’s proposal. To what extent this is put into
practice is a matter yet to be seen because it depends
not only on the Commission; it depends on the ability
and willingness of Member States to go in that
direction. If you see the Council recommendation
and conclusions on the Roadmap you will see huge
scepticism on this way forward.

Q95 Lord Maclennan of Rogart: The phrase you
have read out does not strike me at all as being a
replication of the view that you expressed in your
2004 Opinion on “an internal control framework
containing common principles and standards”. That
is really not quite the same.
Mr da Silva Caldeira: I do not wish to repeat myself
but this is one of several actions in the Action Plan
that goes in that direction. I have not seen—

Q96 Chairman: So you are basically saying that the
Commission is in favour of a single audit system?
Mr da Silva Caldeira: That is also written at the
beginning of this communication.

Q97 Lord Maclennan of Rogart: A single internal
audit.
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Mr da Silva Caldeira: “The communication proposed
an integrated framework that would help to ensure
more eVective and eYcient internal control of EU
funds and, because it would be consistent with ECA
opinion No 2/2004 on an eVective and eYcient
integrated internal control framework, could provide
a sound basis on which the Court could rely to draw
up its statement of assurance.” So the Commission
shared the Court’s views because these are actions
that will move in the direction the Court proposes.
The Parliament in its Resolution of 2003 also has
underlined its agreement on what the Court
proposes. The Council in its conclusion of November
2005 also endorses and agrees with the main elements
of our opinion.

Q98 Lord Cobbold: But in one statement it makes
the Council emphasises the need for a “strict
distinction between internal control and external
audit and external bodies are not part of the internal
control framework”.
Mr da Silva Caldeira: This is a quotation of the
Court.

Q99 Lord Cobbold: It is from ECOFIN in
November.
Mr da Silva Caldeira: It is a quotation of our Opinion
on the single audit also. We clearly stated that.

Q100 Lord Cobbold: It seems to me that you have
two separate functions and they do get confused. By
confusing them, it is extremely diYcult for you ever
to come up with a coherent total policy or total
opinion.
Mr Weber: Maybe we should explain what it means
here. Member States have already excluded the
possibility that their supreme audit oYce could be
involved against their own will. At the European level
we have the European Court of Auditors and at the
Member States’ level, we have independent audit
oYces, the Cour des Comptes or the National Audit
OYce and so on. Member States really do defend the
independence of these institutions. So we have to
distinguish. If we, from the European side, demand
something, we can demand only from the internal
audit side because ministers can give instructions to
their institutions. This is not the case in other
situations where the SAIs, the supreme national audit
institutions, are concerned. In the old days, 30 years
ago in Scandinavia, there were still some audit oYces
reporting directly to the government but nowadays
they are linked either with parliament or they are
independent. They are two diVerent worlds—the
external audit world and the internal audit world. I
hope that this has become a little bit clearer.

Q101 Chairman: We will come back to it.
Mr da Silva Caldeira: Just on this topic, that point is
in reaction to a topic in the Roadmap where it is
foreseen that the national audit institutions would be
asked to provide the kind of statement on the
operation of systems within the Member States and
that statement would be forwarded to the
Commission. So in that sense there is a confusion
there because you are putting the external auditor
within the framework of internal control. The
national audit institutions have reacted strongly
against this idea and the Council has endorsed their
view.

Q102 Chairman: Endorsed the position of the
national audit institutions?
Mr da Silva Caldeira: Yes, and then reflected it in the
conclusions by saying that there is no confusion
between external audit and internal control. The
European Court of Auditors has said that since the
beginning, in its Opinion, that external audit
institutions, national audit institutions, are not by
definition part of the internal audit framework but
they have a professional interest in the smooth
running of internal controls because they have in an
ideal situation to rely on the results of that internal
control framework.

Q103 Lord Inglewood: Can I ask a question that
slightly leads on from some of the things we have
been talking about. You have explained first of all
that your work is governed by the provisions of the
Treaties, your essential tasks are outlined in the
Treaties. Secondly, you have explained, again quite
fairly, that it is a particularly complicated set of
circumstances with which you are dealing. By virtue
of ever having been appointed here you all as
individuals and also by virtue of the work that you
are doing are now, by any measure, experts in the
problem. Do you think that the questions that you
are meant to answer set out by the Treaties are in fact
the right ones in order to ensure the financial integrity
of the European Union system? Do you think you are
being asked to do the right tasks or do you think in
fact it would be better, for example, to have less
emphasis on the discharge of the Statement of
Assurance?
Mr Bostock: We will have a vote on that one perhaps!

Q104 Lord Inglewood: I did say I did not necessarily
expect you all to say the same thing.
Mr da Silva Caldeira: I can give my personal views. I
was in charge of the Statement of Assurance for the
last four years until March, and indeed interpreted
the Treaty in the way we have explained to you. I
suppose that when the Maastricht Treaty was agreed,
the Council had not foreseen all of the consequences
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of it. Generally the Treaty puts good questions to the
Court. The Court will audit the way the budget is
managed and spent and the revenue collected, and it
should emphasise value for money and performance
of the policies, and it should point out cases of misuse
of funds. On top of that it provides each year a
Statement of Assurance, and that is a new element. It
is normal for an external auditor to provide an
opinion on the accounts, as has been stated. What is
new to some extent is to ask to supplement that by
specific assessments on transactions regarding the
legality and regularity of the operations.

Q105 Chairman: That is the Statement of
Assurance?
Mr da Silva Caldeira: It is the Statement of
Assurance and this would perhaps be easier,
although we do not know exactly, when in a world
where you use accruals accounting. However, until
2005 the accounts of the European Union have been
drawn up on a cash basis. So the link between this
operation and a line of accounts that is not legal or
regular has no direct impact on the way you draw up
the final accounts. Since the change we could have
developed it diVerently. If one thinks of changing the
Treaty in any way simply on this questions of results,
the point would be to allow for each year an opinion
on the accounts, which is normal, and how the funds
have been used throughout the year according to the
set objectives, because now we are working in an
environment where the European Union is setting
out the budget according to ABBM, Activity Based
Budgeting and Management, so that would be
feasible. Regarding compliance with legality and
regularity, it would be appropriate for the Court to
have specific tasks on that but not on the earlier basis.
What is diYcult is that each year you have to tackle
the compliance programme with the accounts. A
normal situation would be to address the question of
compliance and the question of value for money
according to a plan where you can adjust towards the
priorities of the work in the programme, and one of
those would be the auditing of the accounts. Of
course, if there are problems of compliance you
would be accountable but you would not be obliged
to perform a deep audit on that topic every year. The
Court has now interpreted the Treaty to require that
this is a compulsory task that has to be performed
each year. Indeed, if we want to have representative
results and findings soundly based on good evidence
we need to do the work properly. To do the work
properly we need to put our resources into that. Of
course, at the end of the day people might say, “But
your opinion is not what we expected,” but that is not
dependent upon the fact that the Treaty is drafted
like it is. So to have an unqualified opinion is not
solved by changing the Treaty. It is not solved by

changing the methodology because we are following
the latest developments on audit standards. The
question is the underlying environment where
operations are passing through and are managed.
That is the problem. Speaking very personally, I
suppose that when discussing the new Financial
Perspectives and regulations on Structural Funds
and on agriculture, we have missed an opportunity to
follow the lines of our Opinion and to solve it on a
single audit basis. The Council and the Commission
were not fully co-operating in those regulations on all
the basic elements and principles that would allow for
a more eVective management of the funds. There
have been steps forward but essentially they have not
gone as far as we propose in our Opinion. We have
already compared ourselves to the United States. The
General Accounting OYce of the United States has
issued a disclaimer or an adverse opinion on the
accounts of the United States federation for seven
years in a row. The situation there is even worse than
in Europe so we can say that the fundamental
problem is not with the Treaty. However things could
be done diVerently. That would allow more eYcient
use of the audit resources for evaluating the problems
or for developing issues or topics, but as things stand
at the end of the day, if I correctly understood the first
question, that in itself will not change the scenario.

Q106 Lord Inglewood: I do not want to speak out of
turn but you have explained there are shortcomings
at the heart of the system from your point of view.
Are there any things from a personal perspective that
you would recommend that should be done?
Mr da Silva Caldeira: We have always
recommended—and this is not a personal opinion,
but is reflected in diVerent Opinions of the Court—
that we should aim to simplify the regulations that
govern the diVerent policies and programmes. The
more complex the rules you have to follow, the higher
the risk, at the end of the day, that you will have
irregular transactions. There is a tendency to break
rules to simplify things. That is a key point. As far as
we have seen, this issue was not suYciently addressed
by the Commission when proposing the new
framework for the 2007–13 programming period. We
believe that if the financial regulations followed the
Court’s advice and the diVerent Opinions the Court
has put forward, the last one in 2005, things would be
easier to manage because the rules would be clear and
simple. We believe also—and this is in the Action
Plan—that if the financial regulation sets out the
basic principles of these internal controls it could be
a step forward in order to provide a better
background for the management of the funds by all
actors involved, from the Commission level through
to the Member States and interested parties. So I
would say in summary that the problem I feel
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personally is that our Opinions are not fully regarded
by those who are addressing the problems. The most
recent examples are that of the financial regulations
and the regulations on the management of the
Structural Funds and agricultural policy.

Q107 Lord Inglewood: Presumably in the future you
will continue to emphasise these points when you
have the appropriate forum in which to do so?
Mr da Silva Caldeira: Yes.
Lord Jordan: You very graphically described the
complexities of the system as being one of your bigger
problems and you have called for simplification.
Does simplification mean standardisation and is this
compatible with the degree of autonomy that the
national audit systems have with your own
autonomy? Does that autonomy prevent you from
getting at some of the problem that seems to beset the
Structural Fund expenditure, which seems to be one
of the bigger and more publicised problems of the
European accounting system? I repeat: does
simplification mean standardisation? You have
asked for it and there is the review of the budget
coming up. Will you be pressing and how much
further can you go than to press? Can this
standardisation or simplification be imposed, which
seems to be at the heart of trying to get a system that
you can regulate and people can understand?

Q108 Chairman: You seem to be having a bad time!
Mr da Silva Caldeira: I am not sure if we can reduce
the idea of simplification to standardisation. I am not
sure of that. I would be much more in favour of
saying that simplification would be the call for more
eVective management of the European Union
budget. That is indeed a recommendation of the
Court. Standardisation is a concept that we have not
used in our work. What we have called for is to have
common principles and standards and in referring to
common principles and standards we are addressing
those which are internationally recognised and
accepted, namely those in the audit institutions field,
those from the international organisations or
supreme audit organisations or those from the
International Federation of Accountancy for the
Public Sector. So the standards are there and we can
follow them. When we call for a greater involvement
of the national audit institutions in the process of
auditing European Union funds, of course there we
need to have common approaches and to follow
international standards. If you look at the Resolution
that the Supreme Court of Institutions of the
European Union has issued last December—and I do
not know if these are available to you but I expect we
can provide that for you—it is clearly stressed that all
25 heads of the supreme audit institutions are willing
to move in that direction. However, independence

should not be lost. That is a clear point. So we are not
building in in the external audit domain in the
European Union a kind of pyramid where the
European Court of Auditors is at the top. We are
working at close co-operation. All the institutions are
at the same level and when they wish to co-operate
they co-operate with due regard to their
independence and to the use of common standards
and approaches and principles when we define
common objectives.
Lord Jordan: The problems posed by the Structural
Funds, as I said, seem to be one of the most publicised
failures of proper auditing. I see the CAP reforms and
that seems to be making it easier as far as CAP is
concerned but nothing on the table seems to suggest
that you are going to have as much progress with the
Structural Funds. What are the real reasons for this
and is it anything do with the autonomy of the
national audit institutions?

Q109 Chairman: Can I add to that before you
answer. If I could pretend to be a British Euro-sceptic
they might say, “Well, this is inherent in the CAP
and/or the Structural Funds that you will get
irregularities, fraud, et cetera, and that nothing that
any of you can do—standardisation, common rules,
single audit, all of that stuV—will ever eradicate this,
it is in the nature of the programmes.” That is the
kind of thing that they are likely to say. What is your
answer to that?
Mr Bostock: What is our answer to UK Euro-
sceptics?
Chairman: I am not saying you have to answer them
but what I am saying is that there is clearly a problem
in the programmes that the European Union adopts.
Lord Jordan: The direction of my question was not
from the Euro-sceptic position. There are problems,
as you say yourself. What do you see are the causes of
those problems, particularly in the Structural Funds
which seem to be one of the worst advertisements?
What are the problems and are you any nearer to
dealing with them?
Lord Inglewood: Could I pick up briefly on my Lord
Chairman’s point. I think the real British Euro-
sceptic will not say that the problem lies in the
programmes. The real Euro-sceptic will say that it lies
in the culture of other countries and that their
national audit institutions may pay lip service to
financial probity as we understand it but the reality,
and of course we all know it and the Court of
Auditors knows it in its heart of hearts too, is that the
national audit institutions are not reliable.

Q110 Chairman: This is not necessarily what we are
saying. We are acting as devil’s advocate.
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Mr Weber: We should start by distinguishing those
areas a little bit. Mr Bostock could be very helpful
here because there may be a misunderstanding. All
the policies of the CAP are moderated from Europe.
If we look at the programmes, the Structural Funds
of course are driven by national policies. I think on
this basis we can explain a little bit your concerns.
Mr Bostock: This is a very complicated area. Does
simplification equal standardisation? Yes, sometimes
and to some extent. In the Common Agricultural
Policy, simplification, for example, does involve
replacing lots of individual regimes for diVerent sorts
of crops and diVerent sorts of animals and diVerent
sorts of animals kept for diVerent purposes by a
single payment. You could call that standardisation,
and why not? In the research field we are in the
process of presenting an Opinion which suggests that
some simplification and standardisation of the way in
which research payments are made would be helpful.
We do not have a complete blueprint for how to deal
with the Structural Funds. The underlying problems
there are as Mr da Silva Caldeira described some time
ago: you have a system in which payment is
dependent upon information supplied by
beneficiaries—there is therefore an implicit high risk;
you have very complex rules—there are therefore
more rules to break so more chance of making errors;
and also you have the problems of complicated
management. I cannot give you a simple answer as to
how you deal with that, but it does seem to me that
a world in which for 2000–06 we had 600 individual
operational programmes for the Commission to
approve or not approve, in which we had three lots of
appraisal processes, one at the beginning, one in the
middle, and one at the end, in which we had rather
complex eligibility rules and we have complicated
decision procedures, is pretty complicated. If the
political authorities—that is not us, that is the
Commission and the Council and the Parliament—
sat down and asked the question: “Are the Structural
Funds designed and run in a way that is appropriate
to a Union of 25 in which it has become politically
important to have a good “positive” DAS?” one
might get some interesting answers. I do not think we
have a common view on this but I hope that one of
the things that will happen in the forthcoming “no
taboos” review of the Community spending in 2008
and 2009 is that there will be an attempt to ask the
question: “Are our schemes, including particularly
the Structural Funds, more complicated than they
need to be and are there ways in which simplifying
them could help in what has become a new political
objective for the Commission, the Council and the
Parliament and that is the move towards a positive
DAS?” One can speculate about what the
simplification might involve but we are not really
speculators here, we are auditors, a rather diVerent

kind of beast. Will the Court be pushing this? The
Court is not a political body and it is perhaps not the
greatest pushing body in the world, but I hope that
we can take some opportunities to point out that if
there is to be a fundamental review of Community
spending, and if it is important to obtain better
management of Community spending, then that
should be an important element in the review.
Mr da Silva Caldeira: Just on the question of the risk,
you raised the point that eventually we will need to
recognise that there is some implicit or inherent risk
when you have programmes that are managed in a
decentralised way or in a shared management way.
That is not a question of being Euro-sceptic or not—

Q111 Chairman: It is just part of the scenery?
Mr da Silva Caldeira: It is a question of reality. That
is a relevant issue when evaluating the costs and the
benefits of all these controls and complex rules we
have put in to ensure that the funds are well managed
and spent in accordance to the objectives and
purposes that have been set out. This balance
between the costs and benefits of putting in place all
these arrangements, which are indeed complex, is a
major topic that the Court is underlining in its
Opinion on internal control. One of the elements that
can be helpful in this context when addressing the
case where the Parliament and the Council and the
Commission are putting forward new proposals, or
budgets, or programmes that allow for spending
more money, is to ask from the beginning what are
the risks that may be tolerated in the underlying
transactions. In this way you put your eVorts towards
ensuring that at the end the programme is successful
in obtaining its objectives. Considering the external
assistance for the catastrophe in Sri Lanka and the
whole region aVected by the tsunami (and the Court
is waiting to publish a report on that) of course in that
process of help there is a risk of hindrance to the
operation of humanitarian aid in very diYcult
conditions. It is not the same when you are dealing
with agriculture as when you are dealing with non-
governmental organisations which are in a war field
or in a catastrophe field.

Q112 Chairman: The risk is much greater, by
definition.
Mr da Silva Caldeira: By definition, and the
budgetary authority should clearly define it from the
beginning in the policies and programmes for
spending money exactly to underline this point.

Q113 Lord Maclennan of Rogart: Having heard
what you have all had to say, it raises in my mind a
question as to whether the inter-institutional
arrangements are apt to take on the diYculties and
resolve them. Typically it seems to be the case that the
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Union proceeds by a series of statements which
emanate in turn from the diVerent institutions,
including yourselves, and it is not exactly an
adversarial process but there is an element of
adversarialism about it and there is a kind of self-
justificatory tone in all of these statements, including
the ones we have had around this table, that the
problem is that the Commission is not suYciently
taking on board the problems that are faced by those
who have to scrutinise the operation after the event in
devising their schemes. It may be that that is a
transparent way to proceed and that it does enable an
open debate to take place, but as it does not seem to
be getting appreciably nearer to dealing with the
overriding political concern about the lack of
qualification or the desirability of having no
qualification. I was bound to ask could there not be
better inter-institutional arrangements so that, for
example, if programmes are being devised for
expenditure there is an automatic process of
consultation which goes back and forward between
the two sides—in this case the Court and the
Commission—to iron out the problems in advance.
That may be putting you too much in an
administrative role or political role.
Mr Bostock: The problem is not inter-institutional; it
is partly intra-institutional. The academics talk about
the vertical division between policy communities in
the European Union. Here is ECOFIN, there is the
General AVairs Council, there is the Agriculture
Council, and that is quite a useful insight into what
happens. The Agriculture Council agrees agricultural
regulations. In its deliberations it has to be said that
auditibility of expenditure and more rigorous rather
than less rigorous financial control is not always top
of the agenda.

Q114 Chairman: That is an understatement!
Mr Bostock: So we find ourselves with a set of
agricultural regulations that is simpler than in the
past but more complicated than would be desirable.
Then we produce an audit report which says that
things are too complicated and in the discharge
procedure the ECOFIN bit of the Council says, “Yes,
yes, yes and we must improve things”, but do those
parts of the institution and the Council of Ministers
join up in a satisfactory way? Structural Funds are
negotiated at the very highest levels of government,
and yet even though there are complexities that get
introduced in the process of negotiation, and that
again may be an intra-institutional problem. There is
a diYculty of reconciling diverse policy objectives
with the European Union.

Q115 Chairman: And diverse interests.

Mr Bostock: And diverse interests. It is not a problem
unique to the European Union. It is a problem to be
found in all governments everywhere but probably
more diYcult to do in the EU than, say, in HMG. So
I think I would answer your question that way: that
it is not really an inter-institutional problem as such,
it is more one of reconciling diVerent policies.

Q116 Lord Maclennan of Rogart: Coming back to
the point you made earlier about the failure of the
Commission in its reconsideration to go all the way,
what was the operative mechanism for taking into
consideration the kinds of issues that we have in
mind? Is there an iterative discussion that goes on
saying this is a proposed draft to which you can say,
“Well, if we go down that route that would create
that kind of problem”?
Mr Bostock: We provide Opinions on some sorts of
legislation. We provided an Opinion on the draft
financial regulation setting out the basic rules for
running the Community budget. We provided an
Opinion on a recent regulation on the finances of the
Common Agricultural Policy, but we do not provide
an Opinion on whether the Suckler Cow Premium
should be one of the subsidies replaced by the Single
Payment for Agriculture or whether it should remain
as a separate and glorious piece of the Common
Agricultural Policy, for example. I think it would be
quite diYcult for us to do that.

Q117 Chairman: That is not normally the role of
auditors.
Mr Bostock: No, but that is the sort of territory in
which better co-ordination within the Commission as
proposer and the Council as part of the legislature
could help in being less irregularity-prone by having
less complex legislation to start with.
Mr Weber: To give you one other example: the
preservation of documents. We tried to convince the
Council that documents should be kept for some
years. In some countries it is seven years and they
wanted to reduce it. There was the argument for
Structural Funds that after a three year period we
could carry out an audit. That would mean that we
would look at any programme that is finished now
and we would have to audit it immediately. It makes
much more sense to have a look at the whole
programme period and audit the whole programme.
There is a danger now because it is only three years
that documents are preserved. So we try to defend
ourselves.

Q118 Lord Inglewood: Is there any evidence that the
Commission and the Council are focused on the
points about the systemic form that administrative
regulation should take, bearing in mind what you
have said?
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Mr Bostock: There are the ECOFIN conclusions
from last November, but has there been a change of
practice? I do not have evidence for or against.
Lord Maclennan of Rogart: Are you actually asking,
President, for a change in your relationship widely
between yourselves and other institutions or are
you content?

Q119 Lord Cobbold: Is your brief as set out in the
Treaties a brief that you think is correct and would
like to live with or could it be amended?
Mr Weber: In the proposed Treaty there are some
doubts as to whether we still preserve our position as
it was. There are some doubts because they are
speaking about a certain framework of so-called big
institutions and then there are other institutions that
could cast a shadow on our situation. When this
question comes up again to discuss the Treaty I think
we should try to fight to preserve the situation that we
had. I will just give you one example. The Prime
Minister of this country, Mr Juncker, told me,
“Look, I have seen the rise of the Court when the
Court became an institution and I am disappointed
to see that the situation might change.”

Q120 Lord Maclennan of Rogart: Are you happy
and do you want to stick with what you have got or
are there any improvements that you would seek?
You do not want the Court to be undermined in
any way.
Mr Weber: This is the biggest concern we have.

Q121 Lord Maclennan of Rogart: It might be even
less capable of influencing events but how would you
like to bring about a greater capacity to influence
events? What particular changes would suit the goal
that you have described of having greater influence
over the shaping of the instrumentalities which lead
to the diYculties?
Mr Bostock: I am not sure we described that as a goal.
We are an external audit institution operating in a
rather complex system in which there is a Parliament
to which we report. I think we have the characteristics
of an eVective, independent public audit institution.
The members are independent and not subject to any
direction from anybody. The Court decides its own
work programme. The Court has extensive rights of
access to documents, more extensive than those of the
UK National Audit OYce for example. The Court
also has the right to give Opinions on certain sorts of
draft legislation. Do we want more? Do we want in a
sense to become part of the political game? I think we
would say no, because becoming part of the political
game would compromise our independence. In all of
this exercise about the Commission’s Roadmap and
subsequent Action Plan, we are always conscious
here of the need not to become too involved, so as not

to become a party to something whose results we will
have to audit in due course. If we did that then we
would find ourselves, I think, compromised. Seen
from the Commission, the politics are no doubt
rather diVerent. They would quite like us to be signed
up in some sense to the Action Plan.
Mr da Silva Caldeira: Maybe my expressions before
were not well understood but I fully agree with
David. The point is the Court provides Opinions and
the Court issues recommendations based on all the
evidence it is gathering and the experience it has
accumulated through the years. When I said that we
are not followed, it is to say that we have to continue
to point out those problems in the future because
when the Court, according to the Treaty, is asked to
provide an Opinion on financial issues or on other
pieces of legislation that the Council or the
Parliament wish to have our opinion on, that opinion
is not binding. They may disregard it. Our
recommendations are recommendations. We have to
follow up afterwards and see to what extent those
recommendations have been followed or not and why
they have not been followed. So this is our job. I
suppose we would be in a very diYcult position if we
were part of an institutional arrangement where we
act as a decision body and then afterwards we audit
it in reports. However, I suppose to some extent the
Court takes the initiative and provides its views on
cross-cutting issues like single audit, although this
was also a request from the Parliament for our views.
Indeed, the Court has pushed all the actors—the
Parliament, the Council and the Commission—so
they have reacted to our position and they have a
common interest in going in the same direction. I
suppose the great step forward in three or four years
is that all the institutions for the first time have agreed
that the question is not to have a positive DAS or a
negative DAS like this but that we must build
something from the outset that is coherent and is
eYcient and is cost eVective. That is indeed a major
commitment for all those institutions which are
decision makers who have initiatives to propose
legislation and the Court is indeed being followed on
that, but we are not part of the legislative process.

Q122 Chairman: Sorry, can I just go back to the
Statement of Assurance. You are the expert on that.
Mr da Silva Caldeira: I am guilty!

Q123 Chairman: And you are responsible at present.
In a way, it looks to me as though the Maastricht
Treaty has given you a task which puts you in the
front-line and also creates a problem in a way for the
EU because it throws into relief irregularities and
fraud. Maybe that is a good thing. As I understand it,
it is the British and the Dutch who were responsible
for giving you this task so in a sense we are hoisted by
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our own petard here. Firstly, do you think it is likely
that by 2009, which is the Commission’s ambition, we
will be able to achieve a clean bill of health and, if not,
how are you going to get there? What are you going
to do to do that? It is going to be on your watch.
Mr Bonnici: Well, indeed. The fact is that it is true
that the Commission has set this as a task but it is a
success for the Court that this has been put on the
agenda. So from that aspect, in my opinion, it is very
good that the Commission has drawn up a Roadmap.
Is it the right Roadmap? That is obviously something
that is a bit more delicate and a bit more diYcult to
prejudge, but certainly the fact that there is this trend
towards improving the management of the final
outcome of the funds and improving the rules and the
regulations should improve the situation. Whether it
will achieve it by the end of the Commission’s term is
more diYcult to judge. We have expressed the point
that it does not depend just on the Commission but it
is good to have these goals. We cannot prejudge the
situation by saying they will or they will not. In a
sense, one of the things I would like to add is if you
take a longer term view of things over the past, say,
10 years, I think the situation has improved in terms
of management.

Q124 Chairman: Can you give us the evidence for
that?
Mr Bonnici: For example, if you take Structural
Funds, in the period 1994 to 1999, the regulations for
the Structural Funds were not even put forward by
the time the funds started being dispensed and
therefore there were a lot of problems. There were
some diYculties in coming up with the regulations
and so on. We are also catching the tail end of this
period because some of the projects are still not
completed, some of the big projects especially. The
point is if you look at the current period 2002–06 this
problem was not repeated. If you look at the next
period, there seems to be a willingness to make sure
that the regulations are in place and are simple
enough and so on. Whether it is suYcient to make
much improvement we will have to wait and see.
Again, it is not really our job to prejudge. It would
not be quite right for us to do that, but definitely in
looking at the overall situation I think there have
been a lot of changes that have taken place and this
augers well for the future. It may be that there are
some aspects which require further attention and
further refinement to be able to reach a better
situation, but fundamentally our DAS, our
Statement of Assurance is also reflecting not only the
complexity and diYculty of what we have, as has
been mentioned, but reflects the fact there needs to be
better management both from the Commission and
from the side of the Member States. We can see some

signs of that. Is it suYcient? Well, this is the question
that we will have to look at.

Q125 Lord Inglewood: Arising out of that,
presumably the Court has no target to give a positive
assurance. You presumably feel that the Union’s
finances were being dealt with in a good manner if an
assurance can be forthcoming, but you have got to
stand back from the Council and Commission’s
wishes and simply say, “We will judge them on what
they are.” Is that not right?
Mr Bonnici: Exactly, yes.
Mr Bostock: We would be acting in a way that was
contrary to the Treaty if we did not.

Q126 Lord Inglewood: Exactly.
Mr da Silva Caldeira: Very briefly I will provide an
example. Last year the Court’s Statement of
Assurance recognised that one of the major systems
for managing agricultural payment provides
satisfactorily assurance that the funds that pass
through it are managed in a way that the risk of
irregularity is controlled at an appropriate level. That
integrated control system for agriculture has been in
place for 10 years.
Mr Bostock: 1992 was the legislation.
Mr da Silva Caldeira: So we are dealing with the
accounts for 2004 and in 2004 we were in a position
to say things are okay: the system has proved its value
and we can rely on it. Now we are initiating a process
that claims to address the Court’s opinion for 2009
when we have not yet put in place the actions needed
for the Action Plan adopted in January. So if you
build on experience, I would say that it is a scenario
that will not be for the short term. Now we have 25
Member States and with IACS we have 150
institutions, so it is more complex now and that will
take time.
Chairman: So you are basically saying in 2009 it is
unlikely? That is what I read that as saying.

Q127 Lord Jordan: Could I ask about the single
audit model. Would you describe to us what you
think might be the principal elements of such a model
that is likely to emerge? Could it include requiring
national accounting oYcers to certify as correct the
money they have received from Europe and
distributed? If it did, would you approve of that? In
these elements that are emerging who will have to
make the biggest adaptation of their present systems,
because that presumably is where the resistance will
come from?
Mr da Silva Caldeira: The Court’s proposal did not
address the role of the external auditor within that
framework. We have addressed the fact that our
national authorities could be responsible for ensuring
that the management of the funds within their remit
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and responsibility has complied with the regulations
that apply and have achieved the objectives set out
there. The Commission afterwards in the Roadmap,
as I said, has pushed forward this idea and has
introduced the concept of a national declaration of
assurance issued by the national audit institutions to
comfort the Commission’s assessment of the overall
function within the European Union Member States
of the diVerent areas of spend, namely shared
management. The Court has not proposed that to the
European Union. What the Court proposes is that we
think the Member States should have a clear line of
responsibility for the management and control of
funds, taking care of the specific conditions and the
constitutional framework of each Member State, to
have a model that could lead at national level to a
kind of horizontal overview of all of the diVerent
layers of regional or sectoral or local management.
At the Member State administrative level you would
have a kind of overview, a statement, that says indeed
during the financial year X things have been properly
followed, we have spent the money according to the
rules, we have made our audit, and we have found
these problems or we have not found any problems.
That will provide the Commission the assurance that
it needs to say in its responsibility for ensuring that all
the systems are running well across the Union, what
we call supervisory responsibility of the Commission.
The Commission can also certify that according to
the information provided by those in the chain
(because we are within an internal control chain) the
Court of Auditors can also rely on it. We have not
foreseen any particular role within this chain for the
external audit institutions or the national audit
oYces or any other supreme audit institution in the
Member States, but we have not addressed in the
Opinion the case in the context of the network of the
heads of supreme audit institutions that meet
regularly and can work together on that. So this is
clearly our position. When the Commission tries to
substitute these horizontal national overviews or
declarations by a system of declarations by the
minister of finance first and then calling on the
national audit oYces to issue a certificate on this
declaration from the finance minister, that has been
immediately rejected by the Council. Even the
Parliament, which was initially supportive of the
idea, has withdrawn its support on that. So as things
stand now our Opinion has been directed to some
extent to the need to have a national overview
because it is not viable with 600 programmes across
25 Member States to have a statement on each
programme each year. That is the supervisory
responsibility of the Commission and the added
value of it at the end will be lost. If we want to have a
useful exercise we need to have some kind of national
horizontal overview. Politically those who have the

decision-making power within the European Union
framework decided “no finance ministers” and now
what is foreseen is to have a kind of administrative
level which issues those declarations. The
Commission proposal is to call on a voluntary basis
the national audit institutions who may wish to do so
to issue a kind of certificate on the declaration. What
will be the added value from the point of view of our
single audit proposal? We think that there will be no
immediate one that may comfort the Commission
but our job will be diYcult because we have the
problem of a timetable to respect. We are now in the
phase of concluding our annual report on the 2005
financial year and in June it has to be sent to the
Commission for contradictory procedures. I believe
the national declarations by Member States will be
provided more or less at the same time for the same
year, so we cannot take account of that for the
purpose of our Statement of Assurance. We can take
stock of them in our risk assessment on how the
systems have performed and what are the findings
that national audit institutions or national
authorities have identified and then that can help us
on better identifying the risks, where they are, and
address that in the context of our audit, but no more
than that.

Q128 Lord Jordan: So the principal elements then of
your preferred single audit system are what?
Mr da Silva Caldeira: If I may refer to the Opinion,
we think that we should have a control chain with
clearly defined responsibilities and tasks where at
Member State level we introduce the concept of the
single audit of the final beneficiary. That depends on
the diVerent Member States’ arrangements for
government and administration. You might have an
intermediate level where payments are made where
you operate primary controls or secondary ones,
depending on the local and regional level, ensuring
that the payments are done correctly (that being the
responsibility of the paying agencies). Then you have
a central level where you must ensure strong co-
ordination that ensures that controls are
implemented at the structural level and the funds are
managed correctly. Then we will issue a report that is
addressed to the Commission which is responsible for
the provision and operation of these internal controls
across the 25 Member States and which will report on
that chain so that afterwards the Court of Auditors
or external auditor responsible to the Council and
Parliament would be then in a position to assess the
overall chain within 25 Member States. If you want
to have a simple and graphic view of this, in our
Opinion at the end you have two diagrams with
internal control levels for the chain-based model. It is
diagram III on page 19 where we try to explain who
does what, how and when, and then there is a more
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graphic view of how these could be run, the
responsibilities and tasks. So that is our concept. This
concept, of course, is a model that you cannot apply
exactly to all the 25 Member States. This could serve
as a base for inspiring a model that is built up on these
principles and may provide at the end the purposes of
the single audit system. Of course, there are some
attributes that have to be respected and we develop
that in the opinion but the basic concept is
underlined.

Q129 Lord Jordan: Who are its principal opponents
at the moment?
Mr da Silva Caldeira: To this model?

Q130 Lord Jordan: Yes.
Mr da Silva Caldeira: I believe there are no
opponents. I believe from our interpretation that the
Commission has considered that this is the right way
to see it. It considers however that some external
audit comforts from national audit institutions may
be useful.

Q131 Lord Jordan: For them.
Mr da Silva Caldeira: For them. Then that puts the
question that your Lordships have already raised,
the conflict of the external auditor being part of
the internal control, so that is a bit bizarre. The
Parliament has also viewed favourably this model
and the Council in its recommendation has expressed
also some recognition for the model, although the
Council do not want to impose on Member States
new arrangements for financial control over funds;
let us deal with what exists and try then within that to
accommodate as far as possible the lines you have put
forward in addressing the Commission’s Roadmap.
That is not our opinion but since the Opinion is taken
on board by the Commission’s Roadmap, at the end
of the day they came to this conclusion.

Q132 Lord Maclennan of Rogart: We have been
looking at the possibility of adjustment of proactive
kind. However, from time to time the Court has
taken one or perhaps more member countries to task
in its reports and criticised their performance. In the
Roadmap the Commission did advance a proposal
that there should be a framework of incentive and
coercive measures for compliance and non-
compliance. What view do you take about coercive
measures? What view would you take about the role
that the Court might play? If they were in the
background and you had produced adverse reports
on a particular country, would you see that as
triggering the need for coercive measures? Would the
fact that there were coercive measure possibilities
constrain you from freely reporting lest you were seen
as counsel for the prosecution? I think it would be

interesting to know how you view these sanctions
issues, if you like.
Mr Weber: It is exactly against the model of SAIs. If
you look at the Lima Declaration we distinguish
between those audit institutions which deliver
recommendations and those which have jurisdiction,
where there are indeed sanctions. These are two
diVerent worlds but with the same objective.

Q133 Chairman: So you are against it, in other
words?
Mr Weber: From our side, yes.

Q134 Chairman: So in a sense the idea is that you are
not a court really. You are called a court but you are
not one because courts usually have sanctions.
Mr da Silva Caldeira: That was the point I wished to
stress. The model of the European Court of Auditors
is not a classical model of the Cour des Comptes, like
in Portugal for instance.

Q135 Chairman: Or France.
Mr da Silva Caldeira: Where we can judge like in a
tribunal for financial responsibility those who have
failed to comply with their duties and responsibilities.
Following what the President has said, I would say
that it is indeed true that in our annual reports we
stress that for those Member States falling within the
framework of our work. We give a more or less an
objective picture of the situation. But then it is not up
to the Court to take corrective action. It is for the
Commission to draw—

Q136 Chairman: It is for the Commission?
Mr da Silva Caldeira: It is the Commission’s
responsibility. For instance, last year and the year
before, you know very well of course, we said that for
the Integrated Administrative and Control System in
agriculture it is okay, except for one Member State—
Greece—and we said that year after year after year
after year and the Commission knows that. The
question is the corrective or coercive measures taken
by the Commission towards the Greek authorities
have not been eventually those which were
appropriate to tackle the problem, but it is the
Commission’s responsibility to take that up
according to the regulations.

Q137 Chairman: So Greece has not been taken to
task?
Mr da Silva Caldeira: There have been sanctions and
corrections but they have not proved eVective.

Q138 Chairman: So the same practice has gone on.
Mr da Silva Caldeira: It is a problem that is not
solved by applying coercive measures, at least those
which have been applied.
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Mr Bostock: What has happened is that the
Commission has withheld certain agricultural
payments from the Greek agricultural paying
agencies, eVectively putting on to Greek taxpayers
the cost of running part of the Common Agricultural
Policy in Greece that would normally, if things were
running properly, be borne by Community
taxpayers. This does not seem to have had the desired
eVect or as at last year it had not had the desired eVect
of making large and rapid improvements in the
administration of the Common Agricultural Policy
in Greece. You could have a long discussion about
the politico-economic consequences and implications
of that.

Q139 Lord Maclennan of Rogart: Although I quite
understand that it is not the role of your Court to
impose coercive measures, it does seem that if the
responsibility is that of the Commission that there are
two possibilities: either they rely upon their own
evidence of infraction or irregularity or whatever; or
they rely to some extent upon what you have said.
Have you any objection to their using your reports as
the evidence?
Mr Bostock: They do. That is one of the sources of
evidence. They have their own audit service and
investigation services into what goes on, but we send
details in advance of preparing the annual report of
the audit findings to the Commission and to Member
States. In some cases our draft findings are contested;
in others they are not contested and they are quite
often acted upon as a basis for corrective, rather than
coercive, measures. “Coercive” sounds a little
physically violent.

Q140 Chairman: If there was fraud, say, in Greece
amongst tobacco farmers or whatever it is, what
happens? Does the European Commission take those
farmers to court?
Mr Bostock: The European Commission’s sanction
for agricultural policy is to withhold payments from
agricultural policy.

Q141 Chairman: That is not necessarily a sanction if
the Greek government continues the payment
because even though the payment may be financed by
the Greek taxpayer, the Greek farmer is still getting
the money, so for the Greek farmer this is not really
a problem.
Mr Weber: You mentioned fraud. If there is enough
material to think that there is suspicion of fraud, we
will follow the agreement between the Court and the
Commission and submit all this to OLAF. OLAF is
in charge then and can take up the issue. The
agreement requires them to report to us within six
weeks on whether they will take action or not. They
might say, “Well, we have investigated this and there

is no basis for continuing,” or they might say, “Yes
there is a case” and then they make the contact with
the national judiciary institutions in Greece for
instance. Then things can go on in terms of criminal
law.

Q142 Lord Inglewood: So it is through the Greek
courts. But in these circumstances if in this
hypothetical Greek case the Greek government pays
to the farmers the money they would otherwise
receive from the Community, that of itself does not
pose a problem, does it? If they were paying more it
would be an unfair state aid, would it not? Indeed,
you could argue from the perspective of those
countries that are contributors to the Union that the
more fraud of this sort that there is (which means that
the Community is not paying the money) that
mitigates their contribution, but I would not wish to
take that argument very far! The thing I would like to
touch on in this debate is if you have a single audit
model of the kind you are describing, it seems to me
there are two essentials. The first one obviously is
that all the EU institutions must have confidence in
it. Secondly, I think it follows too, does it not, that
each of the Member States must be confident that the
rules if they are not similar under the general
principles of mutual recognition are equivalent, and
they must also be satisfied by the systemic rigour of
the way in which the process is carried out. Are you
satisfied that that would in fact be the case as we
are now?
Mr Weber: You said confidence and confidence is
good but control is better. It is not based on
confidence, it is based on international standards
where you have to fulfil all the conditions, then it all
has to be recognised as a professional audit report. If
there is some error or some element missing there are
very clear conditions.

Q143 Lord Inglewood: Bearing in mind Member
States are very jealous of their sovereignty in these
matters so there is bound to be a degree of adjustment
politically. I am talking as a politician now and not as
an auditor.
Mr da Silva Caldeira: I believe you are right when
you say Member States and the institutions at
European level must be confident and must at least
have in common the same understanding of the
objectives we want to achieve when going through
this because if we do not from the starting point share
the same objectives and we have a diVerent
interpretation of what is meant by the single audit
model, its success will be compromised from the
beginning. That needs confidence and mutual
understanding. Of course, when it comes to the end
and things are running well, we must view this single
audit concept as the key and also to base it on
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standards that are internationally accepted and
recognised otherwise the single audit will be lost
somewhere. If you look at the United States’
experience the main role of the national GAO is
indeed to issue standards and then to collect all the
single audit reports and based on that issue its
opinion.
Mr Bostock: But it is not just a question of trust and
faith. It is also a question of checking up a bit. If you
look at the visual aid in Opinion 1/2004 and look at
the responsibilities of the diVerent links in the chain
of control you will find that each link except the
bottom one has a task that involves checking up on
how things are going one link lower, so the
Commission check the operation of the CICF in
Member States; analyse information etc. The
proposition is not that the Commission simply takes
what it receives from, say, the UK co-ordinating
body for the Common Agricultural Policy, a body
which exists and which is alive and living in Reading,
but it also has a critical look at some of what it has
received and so on down the chain.

Q144 Lord Inglewood: So you check the independent
audit oYce by virtue of, one, the standards and, two,
independent examination of the systems that they are
looking at?
Mr Bostock: You check the operation of a link in this
chain of internal control.

Q145 Lord Inglewood: Yes, exactly.
Mr da Silva Caldeira: The national audit oYce is
not part.
Lord Inglewood: Precisely. That is exactly the point.

Q146 Lord Jordan: If we can go back to the analogy
of the court, you clearly describe yourselves as
investigating oYcers. Why can there not be a level
imposed at the very top which administers or deals
out a range of penalties that have been decided by the
Commission to meet what your investigations show
to be mismanagement, fraud, or something of that
sort, in particular making sure that what we have just
heard about the Greek example that somebody else
does not actually pay for the crime?
Mr Bostock: That is a system in which you have a very
strong judicial audit institution with judicial powers
that decide what can be done?

Q147 Lord Jordan: From penalties decided by
government. They do not think up the penalties. The
government decides the penalties.
Mr Bostock: We decide whether they should be
applied?

Q148 Lord Jordan: No, you are the one that applies
them after your investigating oYcers have put people
in the dock?
Mr Bostock: The position is that . . .

Q149 Chairman: Can you just explain when there is
a bit of fraud and OLAF comes in. That is a new
organisation, is it not?
Mr Weber: No, in the early days of structuring
agricultural and the general divisions and so on there
was a unit called UCLAF. Now there is a very
interesting situation. On the one side we co-operated
with them, less because we had detected something,
more because we got denunciations. Sometimes
people have more confidence in the Court of
Auditors as compared with the Commission. We
submitted these papers, documents and findings to
UCLAF in the old days. On the other side UCLAF
was also audited. One member of our Court was
already co-operating with UCLAF and another
member of the Court was to carry out the audits. On
the basis of the audits of UCLAF there was the
impression that things had to be changed.
Independence was not guaranteed. There was a lack
of professional activity. Files were not very correct.
The Court published a report and on the basis of this
report the European Parliament took a lot of interest
in this issue, especially members of COCOBU.
OLAF was then developed on this basis. Once again,
we are co-operating but also we carried out only last
year an audit of OLAF in order to prove once again
the strengths of OLAF. OLAF has become a
considerable body of about 300 employees with
strong links and a network with the Member States.

Q150 Chairman: As a result of your reports and as a
result of OLAF’s work, do people go to prison? Are
they fined? What happens?
Mr Weber: It is a long chain. First you detect
something. You have a suspicion of fraud. We call it
an “irregularity” at the beginning because only a
judge can say it is fraud. We might have a suspicion
of fraud. We submit it to OLAF and OLAF takes up
the case. Then there is co-operation with the national
judiciary and then it depends on the penal system.

Q151 Chairman: The national judiciary is brought
into play?
Mr Weber: Yes, if the activity in question took place
in Belgium then it is a Belgian case, but if it takes
place in Greece the farmer of Greece should be
charged by whom? By the Greek authorities
certainly.
Mr da Silva Caldeira: We need to distinguish clearly
what are the powers covered by the regulations of the
Commission between those financial corrections and
sanctions and administrative sanctions and those
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which are dealing with the cases of fraud. That is
completely diVerent.

Q152 Chairman: That is helpful.
Mr da Silva Caldeira: It is not appropriate for the
Court to be involved with this administrative
competence to apply financial corrections. We have
not raised the point. If we look at what the financial
regulation foresees regarding the financial
responsibilities of the authorising oYcers or the
institutions, those who have responsibility to handle
the money of the European budget directly, it was
found not appropriate to put onto the Court that
responsibility. That would be a case for the European
Court of Justice and now there is this Tribunal de la
Fonction Publique or Public service tribunal. It is
brand new and it will be competent to take decisions
on cases of financial responsibility and also cases of
non-compliance with those duties foreseen by the
financial regulation. So oYcials who are not
complying with their duties will be judged by the
Court of Justice. Thus, in order to be better in a
position to be objective and independent, for the
European Court of Auditors it is appropriate that
those cases should be dealt within the European
Court of Justice or similar institutions.

Q153 Lord Maclennan of Rogart: Just a quick
follow-up on the question of Greece and what we are
supposed to draw from that.
Mr da Silva Caldeira: It was unfortunate to
mention Greece.

Q154 Lord Maclennan of Rogart: Are you trying to
say that you cite Greece as an exception to the
judgment that the coercive arrangements work
reasonably well?
Mr Weber: We just gave it as an example. Mrs MEP
Morgan always says name and shame. We did the
first but we do not like to shame.

Q155 Lord Maclennan of Rogart: But is it the
exception or the rule?
Mr Bostock: We were talking about the specific
context of the Integrated Administrative Control
System for agriculture and in that context we said
IACS was working satisfactorily in most places of the
EU 15 but not Greece. That was what we said.

Q156 Lord Maclennan of Rogart: The narrower
question then is the failure of coercive measures in
that case an illustration that coercive measures
generally are not eVective?
Mr Bostock: I would not want to draw such a strong
conclusion from that.

Mr Bonnici: On this issue looking at the Structural
Funds last year there was an agreement reached by
DG Regio and the Greek authorities for payment of
ƒ500 million, which is a reduction from future
programmes on the basis of irregularities that were
found in past programmes. So this was an agreement
that was reached and an agreement also from the
Greek authorities that they would reduce their—

Q157 Chairman: This was Structural Funds, which
is diVerent.
Mr Bonnici: Structural Funds, which is diVerent. The
Commission has the capability to withhold funds and
also to try and reach an agreement when there is some
kind of irregularity, which is of substance of course.

Q158 Chairman: This is very late in the day because
it is practically one o’clock, but just one issue: when
we produced a report a few years ago we made a
proposal that we were worried about the large
number of members of the Court and we wondered
whether it was workable. I understand from what we
have heard that in fact you have adapted your
working methods to accommodate enlargement and
that you work in teams and groups, so it is not 25
people meeting all the time or operating right across
the board but that you in a sense delegate to smaller
teams. Is that right?
Mr Weber: What you say is correct. We had to find
a new formula for decision-making. Decisions are no
longer taken only by the College at Court level but by
groups. We have distinguished between documents
classified A or B depending on whether we discuss
them with or without debate. That has reduced the
burden of the Court. Also members are now not
responsible for an entire sector but more specifically
for certain tasks. We should not forget that the whole
discussion about EU enlargement does not just mean
that we get some more members and maybe some
more auditors; we get also some additional audit
tasks. Looking at the future, looking at Bulgaria or
Romania, Romania is a rather big country with a not
very well developed infrastructure. To move around
and to audit in Romania might not be the easiest
task. Also you mention that the administration is a
very young one.

Q159 Lord Inglewood: That is diplomatic!
Mr Bonnici: Very diplomatic.

Q160 Chairman: There is a very interesting article in
today’s Financial Times about not just Romania but
about Bulgaria.
Mr Weber: Can we continue then at lunch?
Chairman: Thank you very much indeed for a very,
very interesting morning.
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Present Cobbold, L Radice, L (Chairman)
Inglewood, L Steinberg, L
Jones, L Watson of Richmond, L

Memorandum by Siim Kallas, Commissioner for Administrative Affairs, Audit and Anti-Fraud,
European Commission

I welcome the letter of 15 February 2006 announcing the inquiry into the mechanisms to manage and audit
the revenue and expenditure of the European Communities. You invite the Commission to provide evidence
to your subcommittee on the inquiry and to address six questions. I would be willing to be heard by the
subcommittee on these questions. I submit my initial reactions to your questions below and attach relevant
documents.

1. The Problems

The Commission also regretted that the Court of Auditors was unable for the 11th time in its Annual Report
of November to present an unqualified annual statement of assurance (or a DAS) on the legality and regularity
of the transactions underlying most of the payments for the EU budget. The Court did give a positive
statement of assurance this time as regards the reliability of the accounts, with one qualification. As regards
the legality and regularity of commitments, revenue and payments, a positive statement was given for pre-
accession strategy, administration and for agricultural payments covered by the Integrated Administrative
Control System (IACS), where properly applied.

This marked progress in comparison to recent years but we are still short of the target of an unqualified
statement of assurance on all aspects of the budget. The Court eVectively gave reasonable assurance on about
one third of payments, compared to 6 per cent last year. It was also satisfied with development aid spending,
some ƒ 2.4 billion in the European Development Fund, outside the budget.

2. The Mechanisms for Improving Management

The Court of Auditors acknowledged that the Commission is implementing tangible improvements in its
management systems. The Commission reform has had a significant impact, and will continue to do so as the
new practices, standards and rules become fully established in the management culture. Allow me to briefly
summarise the initiatives which have been taken to implement the reform of the Commission as presented in
the White Paper of March 2000. Financial management has been overhauled; an independent internal audit
service has been established; a recast Financial Regulation entered into force in 2003, and is now being
improved in the light of experience; clear lines of responsibility and clear internal control standards applied;
risk management has been upgraded; public annual financial and resource management reporting is made;
activity based budgeting was introduced in 2004; the StaV Regulations were overhauled in 2004; accrual based
accounting has been applied as of 1st January 2005, much of the legislative environment for Community
programmes is being simplified and changed ready for the next financial perspective period starting in
2007. Progress can already be seen, but it will inevitably take time for these changes to be firmly “embedded”.

3. Strategic Objective to Strive for Positive Assurance

Many areas still need to be improved, however. While recognising that it is to the European Parliament, acting
on a recommendation from the Council, that the Commission is finally accountable for the implementation
of the annual budget through the discharge process, the Commission decided to strive for an unqualified
statement of assurance (DAS) from the European Court of Auditors as part of its strategic objectives for
2005–20091. Such an improvement should make Parliament’s discharge decision somewhat easier.

While the Commission cannot pre judge decisions which belong to other institutions, through an integrated
control framework, more comprehensive risk management, certification of the integrity, consistency and
reliability of the EU consolidated accounts, and other measures, the Commission does commit itself to make
1 Commission Communication “Strategic Objectives 2005–09, Europe 2010: A Partnership for European Renewal, Prosperity, Solidarity

and Security—COM(2005) 12, 26.1.2005.
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fully eVective the improvement in its performance brought about through its reform. The success of the
Commission’s ambitions will be measured through the eVective functioning of its management and its internal
control, confirmed by the appreciation of other EU institutions, such as the Council, the Court of Auditors,
and the Parliament.

This is why the Commission launched its roadmap to an integrated internal control framework in June 2005
and analysed the gaps between our current practices and our understanding of the requirements of the Court
of Auditors, so as to agree on remedial action to be taken where necessary. The gap analysis in the form of a
Commission services working document identified the gaps. I enclose a copy of the two documents, the
Communication and the gap analysis.

Council agreed a statement on the roadmap in November 2005, which though somewhat short of our hopes
in some respects, has provided useful avenues for the Commission’s next steps. As this was the first time the
Council has ever addressed the issue of internal control frameworks in this general way, I was grateful to the
UK Council Presidency for the commitment and success that it had on a diYcult issue, where Member States
practices diVer markedly.

We had the cooperation of national and regional administrations, with which the Commission shares
management responsibility for some 80 per cent of the funds, in preparing the action plan which was agreed
in January this year. The plan has two sides, one addressing the other institutions and Member States, and the
other addressing the Commission’s internal administration. That, too, I enclose.

4. Further Steps

The Action Plan completed the Road Map to a positive Declaration of Assurance and is now being
implemented. All the relevant EU institutions have outlined their opinions on making the EU financial control
architecture credible and robust: the European Parliament gave us crucial support and guidance in its 2003
Discharge resolution of 12 April 20052. The ECOFIN Council3 gave the view of Member States. The Court
itself, in its Annual Report 2004, welcomed the Road Map as the answer to the Court’s own opinion4 on what
needs to be done. Finally, the Supreme Audit Institutions in the Member states have given a very constructive
collective proposal for their role in checking that EU funds are well spent5.

A wide range of actions have been developed as part of the action plan, in line with the principles put forward
by the Court of Auditors:

1. simplification of legislation in order to contribute to more eYcient control at a lower cost;

2. improving monitoring and reporting, so that existing controls can be better understood and verified;

3. operational level management declarations and synthesis reports by national coordinating bodies
will improve the level of assurance obtained from the Member States;

4. a new budgetary principle for eVective and eYcient internal control is proposed in the Financial
Regulation;

5. sharing of control and audit information between the diVerent control levels in the Commission and
Member States will be enhanced;

6. common guidelines per policy family will be further promoted;

7. the potential added value of audit work done by the supreme audit institutions of the Member States
will also be examined.

As the bulk of the EU Funds is spent under shared management arrangements with Member States, much
focus is put on simplification of legislation for the programming period 2007–13, the harmonisation of the
control principles and standards implemented by the Commission and Member States, and the use of existing
operational-level management declarations at Member States level as an important means of assurance for
the Commission and, ultimately, the Court of Auditors.
2 European Parliament resolution containing the comments which are an integral part of the decision on the discharge for implementing

the general budget of the European Union for the financial year 2003. Section III—Commission (SEC(2004)1181—C6-0012/2005—
2004/2040(DEC)—SEC(2004)1182—C6-0013/2005-2004/2040(DEC)).

3 2688th meeting of the Council of the European Union (ECONOMIC and FINANCIAL AFFAIRS), held in Brussels on 8
November 2005.

4 Opinion No 2/2004 on the “single audit” model (and a proposal for a Community Internal Control Framework) (OJ C 107,
30.4.2004, p.1).

5 Meeting of the Contact Committee of the Heads of the Supreme Audit Institutions (SAIs) of the European Union, with the
participation of the Heads of the SAIs of the EU candidates countries Stockholm, 5–6 December 2005.
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The Commission calls on the other institutions to support the common ground set out in the Action Plan. We
need to give the EU citizens the confidence they deserve that EU funds are well managed. Once implemented,
the Commission feels the Court should have more than adequate assurance for their Statement of Assurance,
and Parliament should have an easier task to convince EU citizens that funds are well managed.

5. International Practices

Public administrations have usefully learnt much from best management practices in the private sector and
the Commission is no exception. The Commission’s financial management reforms have put in place internal
control standards, tested mechanisms and procedures inspired by and on a par with international standards.

Nevertheless, these standards have been adapted to the public sector’s aims and purposes because in the public
sector we pursue a variety of complex public policy objectives and we are then exposed to greater specific and
inherent risks. The Commission’s use of standards can be outlined as follows:

(a) The Commission’s internal control system is based on the internationally acknowledged COSO6

model that gives management primary responsibility for control;

(b) We have reformed our planning methods, and set clear management accountability expressed in
Directors’ General annual reporting;

(c) We have established a comprehensive risk management approach, based on the COSO ERM, and
UK best practices (the Commission conducted a fact-finding exercise consulting the UK Treasury
and OGC);

(d) We have modernised our accounting system and introduced accrual accounting, in keeping with the
International Public Sector Accounting Standards (IPSAS), under the International Federation of
Accountants (IFAC).

(e) We have introduced internal audit with standards of the Institute of Internal Auditors (IIA), and an
audit progress committee operating with the participation of external members;

(f) And we have also updated our human resources management to modem standards.

We still have to improve performance management and measurement and have set ambitious targets to ensure
that we are able to measure progress. We keep abreast of the evolution of the available management tools,
and we monitor developments in both the public and the private sectors in order to improve the Commission’s
management processes and procedures, bearing in mind that we already have a very complex governance
structure.

6. The Court’s Methods

I would like to conclude with comments on the methodology for the statement of assurance. This has been
further developed by the Court from the methodology which was applied when the DAS concept was
introduced by the Maastricht Treaty in 19937, namely based on sampling transactions and auditing the chosen
ones down to the level of the final beneficiary. This method tracks all errors, important or not, with or without
a financial impact: a payment may arrive too late, final checks on the completeness of the project funded may
not have been properly made; the wrong sum may have been paid out and then recovered in the subsequent
year; procurement procedures may not have been followed correctly; research staV time sheets may not have
been correctly filled in by research teams in Universities working on Community research projects, but
nevertheless the Commission may have paid the claimed amount.

Thus, checks have a diVerent, more legal focus than those on private companies, which are generally only
audited on the way their accounts are drawn up and whether they give a fair view of the assets, liabilities,
financial position and profit or loss. On this last point, the Court considers that the Commission’s accounts
are on the whole reliable, and it only has one reservation which has been resolved through the introduction
of accrual accounting in 2005. This means that the accounts met their primary objective of showing the reader
how the EU budget was spent during the year and what its financial position was at year-end.

The Court finds that there are too many errors in spending, but many mistakes are corrected, in particular
when it comes to clawing back sums unduly paid. In the area of the Common Agricultural Policy for instance,
some ƒ400 million are clawed back annually in particular, following clearance of accounts decisions covering
6 Committee of Sponsoring Organizations of the Treadway Commission.
7 The first statement of assurance submitted by the Court of Auditors related to the implementation of the 1994 budget.



3458082006 Page Type [O] 08-11-06 22:32:55 Pag Table: LOENEW PPSysB Unit: PAG2

37financial management and fraud in the european union: evidence

6 June 2006

previous financial exercises. In 2005, in the area of structural funds, the Commission asked the Greek
authorities to pay back some ƒ518 million because of irregular tendering of public works between 2000 and
2004. Since the Court’s mandate is to look at payments in the year when they are made, the methods used by
the Court do not take these later corrections into account. The Commission would of course prefer the Court’s
judgement to take full account of the multi-annual framework of management of programmes.

The Court’s DAS methodology has evolved, and now takes account of four sources of evidence:

(a) an examination of the way in which the supervisory and control systems set up both in the
Community institutions and in the Member States and third countries work;

(b) a testing of samples of transactions for each major area by carrying out checks down to final
beneficiary level;

(c) an analysis of the annual activity reports and declarations of the Directors-General and of the
procedures applied in drawing them up; where possible, an examination of the work of other
auditors who are independent of Community management procedures.

The Court will I am sure be able to provide you with more information on how these four sources interact in
practice. This evolution is in keeping with the Court’s opinion on the single audit that it produced in 2004. The
Commission welcomed this opinion, which has inspired many of the actions that the Commission has
undertaken since.

7. Concluding Comments

It is the European Parliament to whom the Commission is finally accountable for the implementation of the
budget. We are concerned to maintain Parliament’s confidence in the Commission’s ability to implement the
budget with the help of the Member States and other intermediaries. Member States’ parliamentary bodies
can provide useful support in that. I should like to conclude with a quotation from a long-time observer of
European aVairs, Professor John Pinder :

“The Commission has performed its legislative role well. But its performance as an executive has
been heavily criticized. Much of the criticism has been unfair, where the execution is in fact delegated
to the member states. ( . . . ) [M]ember states tend to resist the Commission’s eVorts to supervise them.
The answer is surely not more direct administration by Brussels, but enough Commission staV to
undertake the supervision and stronger powers to ensure proper implementation by the states8.”

I look forward to discussing these matters with you, and I repeat that I would be quite pleased to appear before
the Committee to give evidence on this important matter.

21 March 2006

8 The European Union: a very short introduction, John Pinder (2001), Professor at the College of Europe and Chairman of the Federal
Trust, London, former Director of the Policy Study Institute from 1964 to 1985.
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Examination of Witnesses

Witnesses: Commissioner Kallas, Mr Kristian Schmidt, Mr Brian Gray and Mr Reijo Kemppinen,
European Commission, examined.

Q161 Chairman: Welcome. We are going to ask you
some questions but is there anything that you would
like to say to us first of all?
Commissioner Kallas: I would like to say a few
words. Thank you for the invitation to give evidence
before this Committee. Real dialogue and
cooperation between Member States and the
European Commission is essential if we are to
succeed in our mission to obtain a better rating on
the management of EU funds. The conclusions of
your inquiry will be a valuable contribution to the
Commission in this respect. I sent you a written
contribution in March with an overview of the
initiatives taken by the Barroso-Commission in
order to achieve its strategic objective of striving for
a positive statement of assurance from the European
Court of Auditors. Due to the support oVered by
the UK Presidency, we have made good progress
and have adopted our action plan towards an
Integrated Internal Control Framework. We will
present regular progress reports on the
implementation of the action plan. Allow me to
focus on three new elements in order to complete
the picture. First of all, a significant step towards
better management of EU funds was made when the
European Parliament and the Council quite recently
agreed on the inter-institutional agreement relating
to the financial framework 2007–13. The new
agreements put much stronger emphasis on the need
for sound financial management and Members
States have agreed to provide an annual summary
of audits and declarations in the area of structural
funds as well as that of agricultural funds. Secondly,
the Commission has just presented its revised
proposal for the financial regulation. This aims to
introduce simpler, more eVective and transparent
financial rules. Thirdly, the Commission has
launched an open public consultation on its
transparency initiative which aims at better
informing taxpayers about the use of their money,
also in the area of shared management. We will
decide on how to drive this issue forward when the
open consultation ends in August this year. I am
often asked if I truly believe it is possible to achieve
a positive declaration of assurance. Of course, there
are good days and there are bad days. It was a good
day last year when the Court clearly stated that we
had made progress in the financial management of
agricultural policy and it will be a bad day if the
Court this year finds that we have not met all the
objectives on time that we set ourselves on our new
state-of-the-art account system. Like any politician,
I believe in taking the necessary risks in order to
move towards the overall goal, which is to give

taxpayers value for their money. Without new
initiatives and without demanding timetables we
will not make any progress at all. I hope you will
agree with me and will look forward to our
discussions today. Thank you very much.

Q162 Chairman: Thank you and thank you very
much for coming and bringing your team with you.
Turning to what you have already mentioned, the
declaration of assurance, do you think it was wise
for the Commission to state their objective which is
that you want to achieve an unqualified annual
statement of assurance by 2008? Was it 2008?
Commissioner Kallas: No, 2009.

Q163 Chairman: Do you think that was wise?
Commissioner Kallas: You never know. You must
have an ambition. If the Commission does not
receive a positive declaration of assurance after
these five years, which is of course quite likely, I do
not know if that will be considered as a failure. I
was strongly recommended not to refuse to put this
objective in our working programme because it was
considered that we probably cannot achieve it and
because afterwards this will be considered as a
negative moment in our achievements during these
five years. I decided to put it in the objectives,
because if you put it as high profile, I believe that
politically we can achieve more and we can fight for
something and of course I would like to fight for
this objective.

Q164 Chairman: Where do you think the weakness
in achieving this objective is likely to be because you
have just said that you may not achieve it?
Commissioner Kallas: There can be a narrow
interpretation and a wider interpretation. The wider
interpretation is the basic philosophy which is the
basis of this whole exercise. The Maastricht Treaty
says, “The Court of Auditors must examine the
sound financial management . . .” but this sentence
was before the Maastricht Treaty. The Maastricht
Treaty adopted an additional sentence, “. . . and
must examine the legality and regularity of
underlying transactions”. Now the question is, how
big is the volume of underlying transactions? We
have at least 4.9 million beneficiaries in agriculture
and we have some millions of beneficiaries in
internal policies directly financed from the
Commission. How many transactions? I am afraid
nobody has counted. There are in fact tens of
millions of transactions. If you take it literally, you
must have evidence that all these tens of millions of
transactions are legal and regular. Of course,
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resources of control exist but nobody has the
resources to audit this huge amount of transactions.
Before the Court of Auditors started to examine the
system, they took 600 or 800 samples for evidence
and, if you have tens of millions of transactions and
some hundreds of samples, as a politician, you can
say that is enough. The focus is to have a more
systemic approach and to overview the systems of
control and auditing and not the transactions. If
you want to have very centralised management and
financial control systems, then we should just have
10,000 auditors in Brussels who can control and
audit these transactions on the spot. The main idea
is to form a system which is based on the national
authorities and cooperation which will mean that
the national authorities will finally have a system in
place where it can be said that these moneys are
under control because the systems are under control
and there is no need to control and audit more
examples. This is a basic philosophical point. The
second point is that of course we do not deny the
mistakes and errors we make in our policies and of
course our famous Roadmap, the Integrated
Control Framework, also addresses these
weaknesses and we are weak in controlling and
auditing the spending of money. I can of course add
details to what I have said.

Q165 Lord Jones: Has any national leader or any
national finance minister told you of his or her
concern at the 11 years’ inability to have a
declaration? Do you find nations are genuinely
concerned at the inability to get that declaration?
Commissioner Kallas: Yes. I have been in the
Economic and Financial AVairs ECOFIN Council
on several occasions and the United Kingdom,
Netherlands and Denmark have been the most vocal
amongst the Member States at expressing their
concern on all these issues. They have expressed
their concern with those countries that have had
excellent cooperation in elaborating this whole
exercise.

Q166 Lord Jones: Have you heard the concerned
voice of Chancellor Gordon Brown and have you
exchanged any views with Lord Kinnock?
Commissioner Kallas: Lord Kinnock was my
predecessor and he was responsible for all
administrative reform, which includes substantial
changes in fiscal management and therefore his
concern is quite natural. I have not met him since
the start of the new Commission and I have not
personally met Mr Brown but, during the British
Presidency, I have met Mr Alexander—I have
forgotten his position.

Q167 Chairman: The European Minister.
Commissioner Kallas: He was very cooperative in
these issues and very supportive.

Q168 Lord Steinberg: You talked about millions
and millions of transactions. Some of us who are
still in business have companies. My company has
approximately 150 million transactions a year. We
are able to trail those properly and have a proper
unquestionable audit certificate. Why can you not
do the same?
Commissioner Kallas: This does not depend too
much on the management. I know about the logic
of auditing in private companies because I have
worked in banking and I know that auditing
practices in banking are quite diVerent. Finally,
the auditors will say, “Your accounts are fair and
reliable” and that is all. They do not say, “You
must be dismissed immediately”. It is very simple,
but behind all this is the real hard work of
auditors with management. In private companies
and banking it is the same. There are key points
which are audited and controlled and there are
systems which must secure the legality and
regularity of transactions. We are fighting for the
same idea and, if we interpret the Maastricht
Treaty literally, you really come to the conclusion
that you must have these tens of millions of
transactions checked on the spot, which is of
course not possible.

Q169 Lord Watson of Richmond: In your letter to
the Chairman of 21 March, you make the point
that you are still short of the target of an
unqualified statement of assurance on all aspects
of the budget, but you then went on to say, “The
Court eVectively gave reasonable assurance on
about one third of payments, compared to 6 per
cent last year”. I am interested in your rate of
progress. If you have this 2009 ultimate objective
and you jump from 6 per cent to a third, what goes
wrong somewhere between now and 2009?
Commissioner Kallas: It is very nice to read it in
that way but it is one specific area where the Court
gave a positive assurance. The system is IACS, the
Integrated Administrative Control Systems in
agriculture, which is really working well. They can
given an assurance that where the expenditure of
agriculture is controlled by this IACS system,
these transactions are legal and regular, and most
Member States are using sophisticated techniques
using satellite images of land and use and
whatever. This is a progress. It is always
mentioned that Greece has not been able to
introduce the system. Unfortunately, we do not
foresee that we will have a large, new systemic
approach during this year but of course, if we go
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ahead with cooperation from the national
authorities, then we can increase the systemic
approach to auditing.

Q170 Lord Watson of Richmond: Thus, the key
factor from your perspective is what the individual
Nation States do, what they bring to this process.
Which States are the slowest and why?
Commissioner Kallas: Most of the Member States
have been quiet; they have not expressed their clear
opposition. As I said, the most vocal supporters
have been the UK, the Netherlands, Denmark and
some other small countries have been supportive.
Spain has been quite critical. There are some specific
systems such as paying agencies. In federal states,
they have larger powers and responsibilities. Spain
has been quite vocal against them. Mr Terry Wynn
MEP proposed a solution in the 2003 discharge
resolution of the European Parliament; he proposed
to have a national declaration at the highest
ministerial level. I went with his proposal to the
ECOFIN Council and this was strongly rejected.
We can still have positive results. There must be
some kind of approach that we can take such as
national management declarations and to have them
summed up with people in policy areas who could
report on these national declarations but not at the
ministers’ level. This has been discussed and several
ministers have been reluctant but some ministers
have been ready to sign this kind of declaration and
this number has increased. The Austrians, during
their presidency, have started to be more positive
about things but others have not been so active.

Q171 Chairman: Am I right in saying that Greece
was mentioned by the Court of Auditors when they
were looking at agricultural payments?
Commissioner Kallas: Yes. It is mostly Greece that is
mentioned in the reimbursement of aid money
which they received for the reconstruction of an
airport and they must pay back 518 million. The
agricultural control systems are considered to be
weak. Tomorrow, the Commission will adopt the
synthesis report of its management; there has been
communication between the President and myself
on management issues. There are reservations on
certain things concerning countries. My colleague
tells me that the Commission, for instance, has a
reservation on how the funds from the European
Social Fund are managed in the UK. So, it depends
on the systems. Also, the regional development fund
in the UK. Greece is mentioned on many occasions,
but probably all countries have their own weak
points.

Q172 Lord Inglewood: I ought to preface my
remarks by saying that I am one of the recipients,
one of these transaction people, because I am a
farmer and, as an aside, one way to avoid fraud,
which the United Kingdom Government seem to
have adopted, is to not pay the money out! You say
that one of the problems that the Court seems to be
facing is that you end up not being able to give a
declaration of assurance because of the multi-
annual nature of quite a lot of programmes and
that, if you look at it over time, you unravel the
problems and solve them. Therefore, almost by
definition, in the year in question, there will be
something which you cannot account for properly
and therefore you cannot get a declaration of
assurance and then, the following year, the
diYculties are resolved, so you actually solve that
problem but of course you are repeating the process
on a cyclical basis. Is that a right analysis and, if it
is a correct analysis, is there a sensible way of
dealing with this problem in auditing terms that
does not impugn the basic integrity of the whole
system?
Commissioner Kallas: That is more or less correct,
but the whole system is very large. Of course, we
have a huge and complicated system of spending
money and of course there are issues. First of all,
the complexity of programmes and policies. There
is a great desire in the Commission, in the European
Parliament and in the Member States to have good,
new ideas and new programmes. When I have been
in the European Parliament, I have quite often used
this argument, “Please, look a little at auditing
requirements. Please, make the rules as simple as
possible and easy to follow”. This is not the case in
many programmes. Next is of course the
implementation rules which are very complicated
and the Commission has put strong emphasis on the
simplification of rules, but I have discovered that
simplification is a very complicated exercise, very
complicated.
Lord Inglewood: Is the methodology of audit as
applied in the case of the community accounts
appropriate for the purpose which it is intended
to achieve?

Q173 Lord Watson of Richmond: Is it fit for
purpose?
Commissioner Kallas: The audit is carried out by the
Court of Auditors and it is very diYcult for me to
evaluate the methodology. Their auditors may
become a little sensitive. Of course, I am responsible
for the internal auditors who are quite respectful
and respected inside the Commission and of course
we try to make the audit as much as possible on
substance. That is diVerent. You can have an audit
manual of 120 pages and you will make crosses that
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this is done, this is done, this is not done, this is
done, this is done and finally you can say, “Look,
I have here 150 points and 125 are implemented, so
it is good”, but in fact it can still be a waste of
money. You should really ask the Court of Auditors
about the methodology of how to achieve this
combination of policies and the implementation of
policies with proper financial auditing. I can only
say that we in the Commission try to be as
substantial as possible and not to be formally just
crossing boxes, these rules have not been followed,
these rules have been followed, these rules have not
been followed, and that is the result.

Q174 Lord Inglewood: Do you consider that there
is a fundamental diVerence of approach between the
Commission’s view in audit and the way it carries
out its internal audit and the approach adopted by
the Court in terms of doing its function in the
community system?
Commissioner Kallas: European institutions are all
very, very independent. We try to defend our
approach when we have so-called contradictory
procedures when they come and there is heavy
debate with them and with the Court of Auditors
and the auditors. Our colleagues in services try to
be as substantial as possible, but the Court has the
right and power to decide what kind of
methodology they will use and what their approach
will be.

Q175 Lord Inglewood: But it is true to say, to gloss
your previous remarks, that there probably is a
diVerence of, let us say, emphasis in the approach
adopted by the two institutions.
Commissioner Kallas: If you were to say that to the
Court of Auditors, they would be very angry.
Lord Inglewood: They might be if I asked them.

Q176 Lord Cobbold: Following on from the last
question, would you accept that the Court of
Auditors has at least two main functions: one is the
straightforward external audit on the Commission
and everything it does and the other, post-
Maastricht, is looking into the flow of events right
down to the end user through the Member States?
As that is so diYcult to agree, would it not be
sensible to separate the DAS into two, so that at
least the Court of Auditors would be able to give
a positive judgment on the Commission’s accounts
which would improve publicity and prevent anyone
thinking that the Commission is upside down and
subject to all sorts of mismanagement?
Commissioner Kallas: That would be an interesting
idea but it is not in the hands of the Commission
to make such a proposal. Where you have shared
management—and this is 78-something per cent of

all the European budget—you would need to have
some kind of cooperation between the national
audit oYces and then separate out the audit of the
Commission which is actually the administrative
expenses and internal policies. These are social
policies and research and development, and are
surprisingly penetrated by irregularities, which is
one of the weakest points but is very interesting and
very popular. Research and development and
education are really penetrated by errors and to
have this separated into two parts—and let us think
about it because this is the Court of Auditors—then
there should be a proposal from the Member State
side to undertake a serious revision of the functions
of European institutions and this can be so great
that you will never achieve it. However, it is an
interesting proposal.

Q177 Chairman: You just made quite an interesting
statement, that research and development and
education has some problems. What is the evidence
of that?
Commissioner Kallas: The last Court of Auditors’
report shows that we are mostly focused on the
agriculture and structural funds. Agriculture is well
under control, perhaps because this has obviously
been after so much pressure and control. The sixth
framework research programme is very popular, but
research and development is quite penetrated by
errors and obviously things are not simple because
there a huge number of small programmes and a
huge number of people involved in the paperwork
which must be precise. They just make mistakes and
it is not their fault; it is just irregularities. In
particular in this area we suggest to our colleagues
in the Commission and services to promote
simplification and to have more simple rules but
they are historically complicated because
simplification in this area is even more complicated.
I will give you one example. The Commission has
proposed, “Please, increase the lump sum which can
be delivered to the recipients of grants in research
and development” but this has been opposed by the
scientific community. Why? Because they say that if
there is the same lump sum for Oxford and for an
Estonian University, it cannot be the same. So, you
once again come to the issue that you should have
some kind of documentation about costs and this
makes life more complicated. Still, there are new
financial regulations which have proposed
simplification in this particular area.

Q178 Lord Watson of Richmond: Would you not
agree that as there must be some real likelihood that
EU funding for research and development and
involvement in universities increases in years ahead
between now and 2009 and certainly thereafter
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because it is of such competitive performance, it is
really critically important that we manage to get
things sorted out in these areas as the volume going
through these programmes increases?
Commissioner Kallas: Of course. I must add that it
is not at all promising because the new accounting
system is a significant step in the area of science and
research but there are also large problems in
introducing new accounting systems but, if there is
a proper accounting system, it will strengthen the
control and audit but of course it must be sorted
out. This is not a question of fraud because
everywhere we have some examples of fraud, but
this is a question of irregularity which compromises
and discredits the whole exercise.

Q179 Lord Cobbold: On the subject of fraud, what
is the exact role of OLAF and is it right that OLAF
should be part of the Commission or should it be
more independent and part of the Court of
Auditors?
Commissioner Kallas: The Court of Auditors opposes
this idea strongly. When I was designated as the
Commissioner for this huge area of responsibility
including the fight against fraud, people said to me,
“You will have OLAF and you will have troubles;
you will have some real troubles”. First of all, the
situation has been changed. There was huge
turbulence which surrounded OLAF when I was
appointed but it is now calming down. The
Supervisory Committee chaired by your former
head of the Serious Fraud OYce, Mrs Wright, has
been undertaking some serious work and everything
is calming down. The major part of this question is
that OLAF was created as an institution but should
not have been created like that. It was created under
emotions in a very nervous environment and related
to the crisis of the Santer Commission but the main
point is not finished. OLAF can finish their
investigations but they cannot finish the cases.
OLAF depends on the goodwill—not only goodwill
but also some obligations—of Member States’ law
enforcement agencies and that is the basic weakness
of OLAF. There are other issues. On 24 May we
adopted some amendments to the OLAF
regulations which will improve the work of OLAF
substantially. This is improving and OLAF is
working well especially in the area where Union
money is involved. Parliament wants OLAF to
concentrate more on fraud issues inside the
Commission. We probably do not have that many
issues that we can employ 350 people, and Member
States are more interested in OLAF being more
active in fraud and in Customs’ fight against
counterfeit products. OLAF has been very
successful in cooperating with Member States and
using very sophisticated tools in this particular area.

We have also proposed that there should be more
political guidance and that their interests must be
focused on internal issues and their resources should
be focused on the money angle. We in the
Commission can work with whatever the solution is,
but that is the situation today. We are trying to
secure the work of OLAF and are trying to dissolve
the turbulence surrounding OLAF. In the summer
of last year we had some very important hearings in
the European Parliament and one matter that did
come out of those—and everybody has repeated it—
is that OLAF’s independence has never been
violated and, on matters of investigation, they are
independent and secure. However, the eYciency of
OLAF is a big question.

Q180 Lord Inglewood: I would like to move on and
turn to the Commission’s Roadmap to an
Integrated Internal Control Framework because
you are clearly trying to move towards a
reconfiguration of the relationship between Member
States, the Commission and probably the supreme
auditing institutions within the Member States. Do
you feel that the say-so of the national supreme
audit institutions should be suYcient for
guaranteeing the integrity of the accounts and the
spending of European money at Member State level
or do you feel that it is necessary to have stronger
systems than that?
Commissioner Kallas: National audit institutions and
supreme audit institutions are very independent.
They are responsible before the parliaments and are
based on their own legislation, but of course our
idea is actually to have a proper system of auditing.
The single audit means that an audit must be carried
out once. In my previous life, I worked in an oYce
where I had auditors or controllers from six
institutions at the same time and that was crazy. My
idea is to have this framework of audits and of
course the supreme audit institutions can make a
valuable contribution. We have had discussions
with many supreme audit institutions and they have
been very enthusiastic about cooperation in this
field, and that includes the United Kingdom which
was one of the first. Again, the United Kingdom,
Denmark, the Netherlands and Estonia have been
very active to have their contributions heard and
there have been others who say that this cannot
happen and who have been quite reluctant.
However, what is important is that we have sent
information to all the supreme audit institutions
about all the money which is coming into their
country and whoever is willing to audit this money
now has the additional information and that has
been very much welcomed by the audit institutions
with whom we have cooperated. Again, there is a
complicated structure. National audit institutions



3458082006 Page Type [O] 08-11-06 22:32:55 Pag Table: LOENEW PPSysB Unit: PAG2

43financial management and fraud in the european union: evidence

6 June 2006 Commissioner Kallas, Mr Kristian Schmidt, Mr Brian Gray
and Mr Reijo Kemppinen

are very independent but this information has been
met positively in many supreme audit institutions.
They have made a declaration at Stockholm in
December 2005 when they also urged supreme audit
institutions to cooperate in auditing of European
money and I will meet them in December this year
in Warsaw where they have regular meetings. I have
tried to gain support and hope to have some final
contributions and I have to say that the United
Kingdom has been very, very cooperative.

Q181 Lord Inglewood: You mentioned the Member
States whose audit institutions have shown a degree
of enthusiasm for what you are arguing. What are
the kind of arguments advanced from those
Member States’ supreme audit institutions that are
not enthusiastic?
Commissioner Kallas: Formal. There have been very
formal arguments, the independence argument.
They argue in some circles that they will become
part of some kind of European control structure and
this will seriously harm their independence. Of
course, some details are there which must be
examined. The methodology must be readable. If
you are in a supreme audit institution, at least you
should have the same timetable. Again, it is always
possible. If you wish, you can find solutions.
However, there could be a situation where, for
instance, the European Commission will say,
“Please, look at the spending of money in this way”
and this may be considered as an insult against their
institution. So, there is a need to change the
methodology in order that they remain only
responsible to national parliaments. As I said,
goodwill exists and, where goodwill exists, we can
move ahead.

Q182 Lord Watson of Richmond: Perhaps I ought
to declare an interest because I worked at the
Commission at one point and my division was
indeed examined by the Cour des comptes and I
have lived to tell the tale! I would be interested in
your judgments of the financial management within
the Commission and the degree to which the
auditing procedures inside the Commission are
adequately comprehensive.
Commissioner Kallas: I am responsible for auditing
within the Commission. I am trying to be as honest
as possible but, at the same time, I have the desire
to show things in as positive a light as possible. In
1999, there was a huge crisis which initiated large
reforms and OLAF was established which was some
kind of a deterring power. Then the Internal Audit
Service was established. Today, the Internal Audit
Service is a very well respected and reliable service
within the Commission. In my view, this is a
preventive role, that is if it works properly and

eVectively. The Internal Audit Service is working
seriously. We have an Audit Progress Committee
and I have been told by experienced people that,
during the last period, there was not very good
cooperation between the members of the Audit
Progress Committee. We have had very serious
cooperation but the follow-up is not good. So, audit
reports are good. The Director Generals promise to
make changes, but the changes are delayed. The
Internal Audit Service are focusing their activities
on these main weaknesses. This is my side of
matters. On my left is Brian Gray who is the Deputy
Director General in the Directorate-general for
Budget who are responsible for the accounting
system. What we have done is introduce a new
accounting system. It is not the panacea of course,
I make that absolutely clear. However, over the
course of many years, this will bring a much more
reliable picture as to the use of European money. I
do not know how many Member States have an
accrual system; I suspect not very many. With the
Internal Audit Service, the accounting system will
improve as will the financial management. It is the
same with the system of the declarations of
assurance because we have decided—and this is in
the financial regulations—that the accounting oYce
will have an increasing role.

Q183 Lord Watson of Richmond: I would like to ask
specifically on that matter. There was an
acknowledged failure in 2005, the Internal Audit
Service report, really about whether or not the
Director General’s annual activity report was an
adequate basis for measurement and I am interested
to know whether you feel that has been resolved and
the present reporting system is working or do you
have real questions about that?
Commissioner Kallas: It is improving. It is clearly
improving. We can send you the synthesis report of
the Annual Activity Report. There is one interesting
annex about the reservations of the Director
General and you easily can see that there is a more
concrete and clearer picture of reservations. It
brings us problems because there is a huge desire not
to write these kinds of reservations. Of course, for
outside people, it is easy to say that they are not
satisfied about these things, but the same
reservations have disappeared as this year the table
shows and some reservations have become much
more concrete. I can bring in a very interesting point
here. In 2004, it states a reservation for the
management and control systems for cohesion fund
in “one Member State”. In 2005, the report said the
country was Spain, so it is already much more
concrete, and also in some other areas. So, you
should look. Experienced people within the
Commission say that the declaration has
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tremendously improved the thinking of managers,
the Director General in this case.

Q184 Lord Watson of Richmond: It is important, is
it not, for the credibility of the Commission?
Commissioner Kallas: Of course and, within this
report, we also say that the Commission assumes
political responsibility. I have to say very clearly
that the Commission has a number of bodies within
it and we do not have the right of a single signature,
we have 25 altogether, and we assume clear political
responsibility for what we are doing. As politicians,
you cannot act otherwise.

Q185 Lord Steinberg: I want to ask you some
questions about fraud. We had a treasury minister
here about a month ago who indicated to us that
known fraud was about £80 million sterling per
annum. I would like to know if you agree with that
figure or not. I would like to know, purely on fraud,
how many prosecutions have taken place and what
the results of those are and I would also like to
know whether there are any frauds currently being
investigated and how many. I would also like to set
the picture, which has already been mentioned
several times, that the authenticity of the European
Commission is very much weakened by the fact that
there has been no sign of accounts. I see you shaking
your head. Here in this country, it is something
which concerns us very much. Would you like to
comment on the points that I have made, please.
Commissioner Kallas: All cases of fraud are
prosecuted in Member States and sometimes we do
not have follow-up and feedback from Member
States as to what the results have been. Under
OLAF, there is an obligation on the Member States
to inform us as to what happened in fraud cases. I
have to say that fraud has not penetrated the
European budget. There are a number of people
who believe otherwise, but what kind of numbers do
we have? We have evaluated that the rate of possible
fraud in agriculture is 0.2 per cent. You will
probably ask whether that is a big or small number.
In my previous capacity, I had the pleasure of being
on a BBC talk show with Tim Sebastian; we had a
very good show and a good talk. I can easily
imagine that if Tim Sebastian had asked me, “How
big is the rate of fraud in the European budget?”
and I had said, “0.2 per cent from the agricultural
budget and this is practically nothing”, he would
have calculated immediately and said, “This is 8
million euros. Look, these people say that 8 million
euros is nothing. Do you believe that these are
responsible people in Brussels?” We cannot actually
work with these kinds of rates. We must make two

points. The first point is that we cannot tolerate any
case of fraud. Secondly, we must improve the
systems to prevent fraud and ensure that the audits,
controls and internal policies are in place and that
the cases are handled properly. I was asked how
many cases of fraud are currently being investigated.
There are several of them. In OLAF practice, if I
remember correctly, there are 300 cases currently
under investigation.

Q186 Lord Steinberg: How many have actually
been prosecuted?
Commissioner Kallas: I cannot answer that question.

Q187 Chairman: Perhaps you can drop us a line on
that one.
Commissioner Kallas: Of course, we will give you this
answer. It is diYcult to say how many have been
prosecuted. I can say that several of these cases are
very small. Which are the most vulnerable areas?
Vulnerable area number one is definitely all foreign
aid.

Q188 Chairman: I am sorry, foreign what?
Commissioner Kallas: Foreign aid, for instance. You
will operate via NGOs; you will sometimes have not
very reliable partners; you have people in delegations
who are sometimes not so reliable. This is by
definition a very diYcult area and there we are
investigating several cases and OLAF is involved in
the most important ones. I can tell you that OLAF
informs me about serious cases of fraud and, during
this year, OLAF has informed me about two serious
cases of fraud which are under investigation. So, the
number is not so big and the fraud is not so big in
European funds, but the problems in some areas are
irregularities and we must improve the reliability of
all systems.

Q189 Lord Steinberg: Can I interrupt you and ask
what your understanding is of the diVerence between
an irregularity and a fraud?
Mr Kallas: It is quite clear. An irregularity is just a
mistake, which can happen, which is not deliberate;
it is just an irregularity. There are delays, not
following the procedures some money is not spent
correctly. Fraud is clearly where there is a criminal
investigation expected, or even where an
investigation has already started.
Chairman: Are there any further questions my
colleagues would like to ask? We actually have the
National Audit OYce following you, so we will be
able to test some of your ideas on the National Audit
OYce. Thank you very much for coming. I am most
grateful for the way in which you have answered the
questions.
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Supplementary memorandum by Commissioner Kallas

OLAF currently has 447 active investigations. From investigations concluded, OLAF has recorded that
593 cases and 884 actions are being given judicial follow-up.

These 884 actions are in diVerent stages of follow-up. Please see the table below for details:

JUDICIAL ACTIONS BY STAGE

Stages Total

Review within OLAF 96
Report sent to National Authorities 1
National Criminal Investigation 520
Trial 111
Ruling 100
Appeal 29
End of Proceedings 27

Total 884

28 June 2006

Memorandum by the National Audit Office

What are the fundamental problems that have led to 11 successive years in which the accounts have not been given a
positive statement of assurance?

1. Under section 248 of the Treaty of the European Union, the European Court of Auditors (the Court) is
required to examine all revenue and expenditure of the Community, and of bodies established by the
Community, and whether the financial management has been sound. The Court is also required to provide
the European Parliament and the European Council with a Statement of Assurance on the accounts. The
Statement of Assurance covers two elements:

— the reliability of the accounts; and

— the legality and regularity of the transactions underlying the accounts.

Assessing the reliability of the accounts

2. The Court has concluded that, generally, the accounts faithfully reflect the Communities’ revenue and
expenditure for the year and the financial position at the year end. The Court had, however, over successive
years qualified its view in a number of areas. The European Commission has made significant progress in
tackling the problem areas and for the 2003 and 2004 accounts the Court reported only one exception to its
overall opinion—relating to the recording of sundry debtors.

3. The Court’s qualification of sundry debtors was attributed to limitations in the Commission’s accounting
system. As part of the reforms intended to improve financial management in the European Union, the
Commission has introduced an accruals accounting system which will be used to compile the financial
statements for 2005 and beyond. If this is properly implemented the Commission should be able to improve
the recording of sundry debtors and avoid this qualification.

Providing assurance on legality and regularity

4. Providing assurance on the legality and regularity of the underlying transactions is a much more diYcult
issue and where most of the problems with European Union financial management lie. For 2005, the Court
concluded that taken as a whole, the transactions underlying the accounts were legal and regular with respect
to revenue, commitments, administrative expenditure, expenditure on the pre-accession strategy and certain
parts of expenditure under the Common Agricultural Policy (CAP). The Court identified four areas of
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expenditure—the remaining parts of CAP expenditure, Structural Measures, Internal policies and External
actions—which were materially aVected by errors.

5. There have been two key reasons for the problems:

— First, inherently complex financial management arrangements. The European Union budget (£67.9
billion) covered six expenditure headings9 spent in 25 Member States and other countries. The rules
and regulations governing programmes are detailed and complex, particularly under the Common
Agricultural Policy and the Structural Measures for which there is shared management and often
long and complex delivery and accountability chains exist. Transactions also have to comply with
other European Union regulations (for example, on procurement and state aid) and with national
legislation.

— Second, weaknesses in the management and control systems for European Union in Member States,
specifically in areas of shared management such as the CAP and Structural Measures. For example,
the Court has noted that in some instances day to day management checks have not been working
or contained shortcomings. And, in some instances, an audit trail was absent.

6. The combination of these characteristics has almost inevitably resulted in the Court finding transactions
where it could question whether all the conditions for payment had been met. In some such cases this is because
the Court’s interpretation of complex rules diVered from that of national institutions.

Are the mechanisms which have been suggested by the Commission to improve management of the budget appropriate?

7. Some improvements to financial management have already been reported. In recent years, the Court has
noted, for example, improvements to the quality of Annual Activity Reports—these are reports from each
Director-General to the Commission on the performance of the Directorate-General in relation to the budget.
The Court has also recorded significant improvements in implementing internal controls introduced following
the Commission’s White Paper on Reform in 200010.

8. Despite these developments significant challenges remain if the Commission is to achieve its objective of a
positive Statement of Assurance by the end of the current Commission, in 2009. For the last two years the
Commission has made considerable eVorts with contributions from the European Parliament and Council of
Ministers on a series of consultation papers and plans aimed at improving the current position. This
culminated, in January 2006, with the publication of the Commission’s “Action Plan towards an Integrated
Internal Control Framework”.

9. The Action Plan identified four key themes for action and, within each theme, a number of action points
within each theme with deadline dates. The four themes are:

— simplification of the management of European Community funds and establishing common control
principles;

— strengthening management declarations and audit assurance;

— developing a single audit approach and determining the costs and benefits of controls; and

— addressing known weaknesses in specific programmes.

10. These themes are designed to tackle the two major problems—complexity and the weakness of the
management and control systems. Much of the eVort, however, has focused on the second of the two
weaknesses. The Committee of Public Accounts recommended in its 2005 report, Financial Management in
the European Union11, that simplification should be the top priority. Addressing weaknesses in management
and control systems may be more within the Commission’s immediate control but the problem of simplifying
EU programmes should not lessen the priority given to its achievement.

11. The Action Plan also states that Member States should invite their national and regional Parliaments to
ask their State Audit Institutions for audit and assurance on EU-funding at their level. If asked, the National
Audit OYce would respond positively to such a request from the UK Parliament and would endeavour to find
appropriate ways of providing the necessary assurance (action point 8).

12. For the Commission to achieve all the action points, it will need the commitment and cooperation of the
Council, the Parliament, the Court, and Member State national authorities.
9 Common Agricultural Policy (£29.6 billion); Structural Measures (£23.2 billion); Internal policies (£5.0 billion); External actions (£3.1

billion); administrative expenditure (£4.0 billion); and pre-accession aid (£2.1 billion).
10 White Paper on Reforming the Commission—COM (2000) 200, 1 March 2000.
11 Financial Management of the European Union, Committee of Public Accounts. Eighteenth Report, Session 2004–05, HC 498.
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Are these mechanisms likely to lead to a positive Statement of Assurance on a set of accounts by the end of the tenure
of the Barroso Commission? Are there any further steps which need to be taken?

13. The Committee of Public Accounts, in its report last year, welcomed the commitment by all the parties
concerned to progress towards a positive Statement of Assurance but warned that the scale of the task ahead
was formidable. The Commission’s Action plan, particularly the two-pronged approach in tackling both
complexity and weak management and control systems, oVers potential for significant improvement. But
improving financial management will take the long-term commitment of not just the Commission but the
other European institutions and Member States.

14. While working towards this important aim, the Commission should report progress in achieving its action
points against key milestones and the deadlines set. In this way, it will be possible to monitor progress and
both recognise improvements and address problems. One of the most important action points for the long-
term will be the results of the inter-institutional dialogue and the agreement reached on the risk of irregularity
to be tolerated in the underlying transactions (action point 8).

Can lessons be learned from the accounting procedures and practices in other countries?

15. The Court’s single audit model, on which the Commission based its roadmap, proposes that the Court
would place an increased reliance on the work of other auditors, for example internal audit. This is a welcome
development. In the United Kingdom, auditing standards permit auditors to place reliance on the work of
another auditor. The responsibilities of the principal auditor with regard to relying on the work of another
auditor are set out in auditing standards12. Ultimately, the decision on whether to rely on the work of another
auditor must reside with the principal auditor.

Are the working methods, staffing and organisation of the European Court of Auditors appropriate?

16. The European Court of Auditors was established in 1975 by the Treaty of Brussels. In 1993, the
Maastricht Treaty enhanced the Court’s authority and independence by making it a Community institution
in its own right. The Court consists of 25 Members, one from each Member State, headed by a President (who
is elected from among the Members). The Members are appointed by a decision of the European Council after
consultation with the European Parliament. The Court currently employs some 750 staV.

17. In its 2005 report on financial management in the European Union, the Committee of Public Accounts
concluded that it would be helpful if the Court’s annual report could indicate more clearly its assessment of
the legality and regularity of each area of the budget and provide a clearer indication of the progress or
otherwise as a whole and by expenditure heading and Member State. The Committee also suggested the Court
could consider the scope for producing separate Statements of Assurance for each expenditure heading and
each Member State. The Comptroller and Auditor General’s 2006 report on financial management in the
European Union welcomed the continuing improvements to the Court’s Statement of Assurance and Annual
Report which, for the 2004 accounts, contained more information on the Commission’s progress in improving
financial management. The report particularly welcomed the Court’s initiative in drawing separate
conclusions on the agriculture expenditure covered by the Integrated Administration and Control Systems as
distinct from the Common Agricultural Policy as a whole.

18. The Committee of Public Accounts also considered that there was scope for more value for money work
by the Court and recommended that the UK government should, with other Member States and the
Commission, encourage an increased focus on value for money work at the Court. The Committee further
suggested that the Court should consider arranging a peer review of its approach and work. The Comptroller
and Auditor General reported in March 2006 that the Court is currently completing a self assessment exercise
to identify its strengths and weaknesses and is arranging a peer review of its approach and work. However,
the Court had no plans at that point to develop its value for money work.

19. The real problem is that if all these improvements happen then it will not be realistic, years later, for either
the Community or the Court to second guess what the Community and Member States have done.

13 April 2006
12 Statement of Auditing Standard 510 The relationship between principal auditors and other auditors. International Standards on Auditing

contain a similar requirement.
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Examination of Witnesses

Witnesses: Sir John Bourn, Comptroller & Auditor General, Ms Caroline Mawhood and Mr Frank

Grogan, National Audit Office, examined.

Q190 Chairman: Welcome, Sir John. I have had you
in front of me before actually, when I was on the
Treasury Select Committee. It is very good of you to
take the time to come and answer our questions. As
you know, we are doing this investigation, this
inquiry into the management and auditing of EU
funds. What is your view of the European Court of
Auditors and the fact that for very many years they
have not been able to give what is called the
déclaration d’assurance to the European funds?
Sir John Bourn: Chairman, thank you for your
welcome, but of course, I and my colleagues are
delighted to have the chance of serving your
Committee and doing everything we can to assist
your inquiry. You ask me what I think of the
European Court of Auditors and I suppose my first
point is to recognise that the Court comes out of a
diVerent tradition from the National Audit OYce; it
does come out of the Roman law tradition, a
tradition which sees auditing as essentially about
legality and regularity rather than a tradition which
looks at the accounts and asks whether they give you
a true and fair view. Of course, my second point
would be to say that, in many ways, over time the
procedures of the European Court of Auditors have
come closer to those of the United Kingdom, if I can
use that as a point of comparison, in that if you say
the essence of what I do in the UK is to look at
whether accounts give a true and fair view, to look at
the legality and regularity, and to look at the
statements on internal control and to do this by the
auditing standards of the profession in the UK. The
European Court of Auditors in their statement of
assurance have also looked at the accounts, they have
also looked at regularity and legality and at the
annual activity reports of the Directors General.
Having noted—and I go on to my third point—the
points of similarity, there are some very considerable
points of diVerence, and the first one is that the Court
aims for a statement of assurance, one verdict on the
whole of the expenditure of the Commission, whereas
I in the United Kingdom have 500 accounts
representing the expenditure of British central
government. In the last year I qualified 13 of the 500.

Q191 Chairman: If I could just interrupt you there,
if you had a similar system to the European one, you
would have to qualify the overall national accounts?
Sir John Bourn: Indeed.

Q192 Chairman: So in fact, they are setting
themselves quite a high test. That is the point you are
making. Is that right?

Sir John Bourn: Yes, and I think it is a test which, in
a way, will be very diYcult actually to meet. By
setting a test which is so high, when you explain or
put this out publicly, people feel how hopeless it all
is; year after year they cannot give their statement of
assurance. Will they ever do it? If you are trying to
wrap up all the expenditure in one statement, it will
be very diYcult to get there, exactly as you say,
Chairman. It is as if I have to say, because I qualify
13 accounts, I have to qualify the whole of British
government expenditure as not fit for purpose. There
is one big diVerence. Another diVerence is that we do
in the UK a much greater amount of value-for-
money audit. At the request of the House of
Commons, we do some 60 value-for-money reports a
year. The special reports of the Court are much fewer
in number. In 2005, for example, there were only five
of them. Thirdly, an important point of diVerence is,
how do you evaluate the performance of an external
auditor? The main way of evaluating the NAO’s
performance that the House of Commons looks at is
in terms of the financial savings derived from our
work. The target is that each year the financial
savings from our work should be eight times the cost
of running the NAO, not just us saying so. We make
recommendations, the PAC endorse them, the
Government accept them, they are costed out and
then examined by my external auditor. That is again
a big diVerence in how you evaluate the performance.
Another diVerence, of emphasis perhaps rather than
principle, is that in our work we do place a particular
emphasis on systems for the management of money
and the risks in those systems rather than examining
a sample of transactions. As I say, this is a diVerence
of degree rather than principle, because we do
examine transactions. The Court does examine some
systems, but the balance is that we put more of the
emphasis on examining the systems of financial
management and control, the areas of risk, as against
taking some transactions. The Court perhaps is a bit
the other way round. We do rely on other external
auditors for our work where that is appropriate. For
example, in the work that we do in the audit of the
summarised accounts of the National Health Service
we rely on the work done by the Audit Commission,
who are the auditors of the trusts. We do not repeat
their work; we rely on it. There is not very much of
that in the work of the European Court of Auditors,
although I know it is their intention to do more. A
final point which I think is important is that all our
financial audit is done by professionally qualified
people, people employed by the NAO who have a
professional qualification to be an auditor. The
Court does have some people who are professionally
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qualified, but the whole cadre is not completely made
up of qualified people. Chairman, those are a number
of points where we have similarities with the Court, a
number of points where we have diVerences from the
Court. Perhaps if I were just to sum up my view of
what the future might be, how I think it would be
advantageous for the Commission and for the
European Union to be able to proceed, it would be a
system under which each of the member countries
had a European Union account which set out the
money they had received from Brussels and what
they had spent it on. This account would be prepared
according to International Accounting Standards,
audited by the national audit oYce of the country
concerned according to International Auditing
Standards. So you would have 25 accounts, one for
each of the countries, audited by the same
methodology. The European Court of Auditors
would by the same methodology audit the
Commission’s expenditure directly, and then it
would be possible for the Commission to reach a view
on the generality or perhaps for the Commission to
produce a report which contained the reports of the
25 countries and their own reports. Some of those
might be qualified, but in that way, you would have
a system throughout Europe where accounts were
prepared on the same standards, audited on the same
standards, the diVerent countries would have to be
more explicit about what they did with the money
that they received and the Commission would not
necessarily have to try and give a verdict on the
whole lot.

Q193 Lord Cobbold: Does some of that not happen
now? How does the money flow through the Member
States’ accounts at this present time?
Sir John Bourn: It does, but it is not always easy, and
the European Court and the Commission itself often
deplore the fact that it is not really possible to follow
how the money, once having been despatched from
Brussels, had got to the olive tree farmer in Greece. I
am not saying that to attack a particular country but,
with the cascading of money down in many of the
countries, it is not clear how it gets from one level to
another. So it does not happen like that in all the 25
countries.

Q194 Lord Cobbold: It must be paid into an account
of some sort.
Ms Mawhood: If I could help here perhaps with an
example in the United Kingdom, we receive about
£4.7 billion. About £2.8 billion goes through the
Rural Payments Agency, which is a substantive
amount of that account, but the other amounts go
through the Department of Work and Pensions’
accounts or what used to be the OYce of the Deputy
Prime Minister and are very small in comparison to
the total expenditure going through those accounts.

The EU expenditure is around one per cent of the
DWP accounts, so they do not all get brought
together in one member state, UK account for
European moneys. I think that is what we are trying
to say, that in the future, it would be better if all the
EU moneys were accounted for in the UK European
account, the French European account. That is what
we are suggesting here.

Q195 Chairman: Have you put this, if I can call it, Sir
John Bourn Plan to anybody? How does it square
with the Road Map of the Commission and indeed
with the European Parliament’s ideas on this?
Sir John Bourn: It does square with it quite well,
Chairman. I will ask Caroline to fill in on that.
Ms Mawhood: Essentially, it is a development of the
idea that was proposed through the UK presidency
and the Commission’s Road Map. There was a
proposal from the European Parliament, discussed
during the UK presidency, that there should be a
declaration by the finance minister in each Member
State about the controls in that Member State over
EU funds. And if you like, this is a development of
that, saying that what you should have is an account
of EU funds which—and I do not know the
technicality of how it would work in practice—for
example, in this country might be signed oV by one of
the lead departments as far as European matters are
concerned, or indeed perhaps I suppose the Ministry
of Finance. It is a development of that idea which, as
you know, did not find favour with Member States in
terms of the declaration being signed by a politician.

Q196 Lord Jones: Do you find that British ministers
are genuinely interested and concerned about the
inability to have that declaration over the 11 years,
and do you find Continental ministers determined to
improve things? Are they genuinely concerned that
other people’s money is being spent to best eVect?
Sir John Bourn: You ask me to reply on what I think
about ministers. I will respond to your point. I think
British ministers want to see it done better, and they
have been prepared to expend a certain amount of
capital to press this. Under the British presidency a
lot was done because that provided the impetus to get
to the Commission action plan which was published
in January this year. At the same time as ministers are
keen on it, in the press of business I think it would be
not unfair to say that sometimes an initiative for
better financial control is traded oV against the
beetroot subsidy—I put it in rather graphic terms.
That is my view of British ministers: essentially they
want to see it done better. It is very hard to talk about
ministers in other countries, but certainly my
impression, for which you ask, is that this is not seen
as such an enormous problem. The money may not
have been spent exactly as it was thought that it might
have been, but it has been spent, there are some
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people who have benefited from the spending, most
of them are Europeans, and that is perhaps as much
as you might be able to get. Yes, we must look at this
and move it on but there is not the same interest in the
systems and in accountancy and audit matters. I have
certainly not seen it.

Q197 Lord Watson of Richmond: From what I have
heard from you, I would be a strong supporter of the
Sir John Bourn scheme. I wish you every good
fortune with it. But I would be particularly anxious to
see something along those lines introduced before the
next stage of enlargement of the European Union,
and I wonder whether that would also be your basic
feeling, that if there were clear EU accounts
established for Romania and Bulgaria, for example,
for membership, that would be reassuring to
everybody and would certainly clarify the picture.
Would you agree?
Sir John Bourn: I certainly do agree, but I think if
Romania and Bulgaria come in in 2007, reform will
not have reached that. Perhaps I could make the
point that, if you and the members of the Committee
are interested in what you have been kind enough to
call our scheme, we could set it out in a paper and
submit it to you.

Q198 Chairman: I think that would be very, very
helpful, because we are looking at possible reform
plans and solutions to the issue and so it would be
very helpful to have yours.
Sir John Bourn: I should be glad to prepare and
submit it to you.

Q199 Lord Inglewood: If I may make four small but
discrete questions, the first is, you tell us that you
have 500-odd accounts that you audit, of which 13, ie
about 2.5 per cent, would fail the DAS test. In the
most simple way, how do you see the performance of
this country vis-à-vis the performance of the
European accounts in general? The second question
is, we have talked to Commissioner Kallas, and he
expressed the view that a number of supreme audit
institutions find the idea of producing reports for
which they are answerable to somebody other than
their own national parliament as something they are
very unhappy about. How do you feel about that
proposition, as if you were doing something not for
the UK Parliament essentially but for, shall we say,
the European Commission or the European Court of
Auditors?
Sir John Bourn: On your first point, Lord Inglewood,
I do think that the performance of this country so far
as public sector accountancy and audit is concerned
is of a higher quality than most of the other countries.
Scandinavia and the Netherlands have systems which
are broadly on the same lines as our own but, as I say,
I think that others are coming at it from another

tradition. I am not one to criticise that tradition but
in terms of the performance you get in the
management of public money, you get a less good
performance. In terms of reporting to another
jurisdiction, the way in which I would see that is that
if there were to be a European Union account, the
government would produce it, I would audit it, my
report would be available to the British Parliament;
if the Committee of Public Accounts wished to
discuss it, they would be able to do that. I would not
see that I had lost my sovereignty by doing that any
more than the Audit Commission lose their
sovereignty when I use their work in my own. So I
would not feel personally threatened by that, though
I do know that some of my colleagues feel that in
some way it is the thin end of the wedge and gradually
they will be sucked into the Court and just become
subsidiary organisations. But I do not think that
would necessarily happen. I certainly do not see it as
a danger for us.

Q200 Lord Inglewood: You made the point that one
of the diVerences between your team and the
European Court of Auditors is that you are all
qualified auditors, they are not, and that that is a
weakness. We have heard from those involved in the
Court of Auditors that, as long as you have a
suYcient number of qualified auditors, to have a
number of people who are qualified, but in other
things, actually makes it more eVective in analysing
some of the value for money type aspects of what is
involved. What is your gloss on that, please?
Secondly, is there a diVerence, do you think, towards
the spending of European money between those
countries which are net contributors to the budget
and those which are net beneficiaries? If it goes walk-
about in a country that is a net beneficiary, it is still
money they otherwise would not have had.
Sir John Bourn: I think, on the first point, again, the
approach we have in the United Kingdom is that all
the financial audits are done by financially qualified
people. The teams which do our value for money
audits are likely to include one or two professionally
qualified people but others as well—economists,
statisticians, doctors, whatever you need. So I think
that the European Court of Auditors could work to
a position where all its financial audit was done by
financially qualified people, and yes, it could have
other kinds of people, either directly employed by it
or brought in, as we do, for particular value for
money assignments. So I do not see it is an either/or
question. I think you can have them both. On your
second point, of course, it is logical to think that
perhaps the balance of thought in the country would
be as you indicated, although I do think, because of
course I do know all my colleagues, the presidents
and auditors general of all the member countries,
they are people who want to do good work but of
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course, their conception of what good work is tends
to be the product of their background and culture of
the legislation in their own countries, and their
suspicion of Brussels and of the Commission as well.

Q201 Lord Inglewood: On the last point you make
about suspicion of Brussels—presumably this is
going back into what Douglas Hurd called the nooks
and crannies—you sense there is a genuine concern
about the tentacles of the centre digging deep into
their sovereign countries?
Sir John Bourn: Yes, there is, yes.

Q202 Lord Cobbold: I wonder if you could tell us a
bit more about what happens at this moment. Do you
conduct an investigation into the agricultural funds
flowing through? Do you have to report on that
performance to the Court of Auditors?
Sir John Bourn: We certainly do. The money comes
from Brussels for the agricultural policy subsidies. It
is then paid by the Rural Payments Agency, and we
are the auditors of that, and in order to do that work,
we are particularly concerned with looking at the
systems they use, look at the risks. We do examine
some transactions. We produced a report a few years
ago about a man who in the end went to jail for
£130,000. He had claimed a subsidy for growing flax
on what turned out to be the sea, and we reported on
that and the PAC discussed it. So we certainly do
attend now, and of course, currently the Rural
Payments Agency are having a lot of diYculties and
we are preparing a report on that for the Public
Accounts Committee of the House of Commons,
which will be ready by the time the House returns
from the summer break.

Q203 Lord Cobbold: Do you qualify any of the
payments and do you therefore contribute to the
inability of the European Court of Auditors to
present a clean assurance?
Ms Mawhood: Agriculture that is covered by what is
called the IAC system is actually one area where the
Court does not consider that there is a risk of material
error, and in fact, the C&AG gives, if I can put it this
way, a clear opinion on the Rural Payments Agency
account—or at least, in the past; we are not so sure
for this year for other reasons. So in that sense, he
comes to a similar view as the European Court of
Auditors does across the Union on agriculture, but
that is because agriculture consists of the main part of
the Rural Payments Agency account.

Q204 Lord Watson of Richmond: Sir John, I was very
interested in what you were saying about the diVerent
culture and background of your opposite numbers
from diVerent part of Europe, and of course, as we
move to an ever larger EU, that is going to become
clearer and clearer. At just an organisational level,

how often do you actually all meet together, and
what attempt is there amongst you all to arrive at a
shared culture?
Sir John Bourn: There is an annual meeting between
the European Court of Auditors and all the auditors
in the Union. We discuss, for example, things like the
rules concerning state aid, what is justifiable
expenditure by governments on state aid, to seek to
ensure that we are interpreting those rules as the
auditors on the same basis, but we do have, as well as
that collective identity, bilateral relations. For
example, we have very close relations with the
French, even though their traditions are diVerent. We
have seconded people to them and their people have
come to us. I would like to think that we have perhaps
been able to introduce into the Cour des Comptes
some of our experience on the value for money side
but also things from their side about the legality,
which they have a very considerable tradition in. Mr
Grogan deals with the whole range of relationships so
perhaps I could ask him to amplify.
Mr Grogan: Just perhaps to supplement Sir John’s
comments, at a working level we have a wide range of
contacts with the audit institutions of other Member
States, and specifically around European Union
issues we do work with other oYces around
structural funds. We have done work—a couple of
years ago now—on arable payments. We are working
exchanging experience around the audit of VAT.
We are also involved in work done by a group of
audit institutions around the application of EU
procurement rules. So at that level there is a lot of
activity.

Q205 Lord Watson of Richmond: If I may just ask a
supplementary to that, I was a little concerned when
the Commissioner was speaking to us that he seemed
to indicate that in areas where there is increasing
activity at European Union level, for example,
support for research and development and support
through universities, which could become much
more important in the future, there was really a great
deal of diYculty in making sure that one really
tracked where the money went and how it was used,
and that in other words, areas like agriculture, where
they have been going on for a very long time, there
are established procedures and all the rest of it, but
the future may well point us much more towards
areas like research and development. I wonder
therefore whether in your context of these meetings,
either bilateral or multilateral, is the United
Kingdom able to say “We would really like to look at
this area and try and get this down a bit”?
Sir John Bourn: We certainly are.
Mr Grogan: Again, perhaps to illustrate the point,
within the structure that has been established of work
of the European Union audit institutions, we chair a
group whose aim is to try and encourage and
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facilitate cooperation between Member States, audit
institutions, and one key element of that work is to
identify precisely the sort of topics that you have
mentioned, and to give them some profile and
encourage colleagues to engage in that.

Q206 Lord Jones: Sir John, I have heard the phrase
“structural funds”, and I wondered if you were able
to comment on how well you feel that the local
government structure in Britain is up to the job of
spending the moneys that come in in an eVective way.
Are you able to measure the improvement in our
communities? For example, I come from Wales. Are
we up to speed on that?
Sir John Bourn: The first instance of what local
authorities do and how they manage the money, of
course, in England would be for the Audit
Commission and in Wales would be for the Auditor
General for Wales. I think, as a generality, local
authorities have not always seen when there was
money that they could have got and in that sense an
opportunity has been lost. When they have actually
got the money, of course, what they have done with
it has tended to vary but overall, I would say,
advantage has been secured for those communities
who benefited from it. Perhaps sometimes it could
have been better spent but certainly good use has
been made of it and the Audit Commission, the
Auditor General for Wales, also for Scotland and
Northern Ireland, are the people who would deal
with the details of it.

Q207 Lord Jones: Sometimes the board of
management of the average county council is not
quite good enough to really get the opportunities to
enhance life in our communities?
Sir John Bourn: I would think that is true. I am saying
this not only as Auditor General but as a citizen. In a
way, the point you make, Lord Jones, is true of the
money that they get from within the United
Kingdom.
Lord Jones: We all pay council tax.

Q208 Lord Inglewood: Sir John, it seems that the
defining factor of what I think we might have called
the Bourn Plan is that the performance of supreme
audit institutions implementing agreed International
Auditing Standards should provide assurance that
what is going on is satisfactory. I imagine for you, as
a professional man, that is your professional
judgment. Do you suppose that that test would be
deemed satisfactory by the Daily Mail?
Sir John Bourn: I would like to think that the Daily
Mail would see within the scheme the scope for
improvement on the position that we now occupy. I
do think that it is one of the oddities that the
European Commission has said so far as the private
sector is concerned that all companies listed within

the 25 countries must prepare their accounts
according to International Accounting Standards,
and it is very likely that the Commission will say in a
year or so that all the accounts of listed companies
must be audited by International Auditing
Standards. So one could say it is perhaps odd that the
regime contemplated for the private sector has not
been one that is seen as appropriate for the public
sector. Of course, we would know that in some ways
it is easier to impose this on other people than to
accept it yourself, but it is a diVerence and the
concern for International Accounting Standards and
International Auditing Standards, which is a
worldwide, global concern, not simply in Europe but
Europe taking part in it would be an important
adhesion to the principle.

Q209 Lord Inglewood: I was Rapporteur for the
International Accounting Standards to the European
Parliament. What you are really saying is that you
feel that a consistent form of public sector accounts
across the Member States of the European Union,
and possibly more widely flung than that, is
something that would be desirable in the wider
public interest?
Sir John Bourn: Yes.

Q210 Lord Inglewood: That in a sense would, by
itself, go a long way to providing the kind of high
auditing standards that European citizens want to
see.
Sir John Bourn: Yes.
Ms Mawhood: I think the important issue there is that
there is consistency of the standards that are being
applied across the European Union and not diVerent
standards in diVerent Member States, or indeed
diVerent standards at diVerent levels in the
European Union.
Lord Inglewood: You need an interpretation of the
rules that is similar throughout, do you not?

Q211 Chairman: That would make the job of the
European Court of Auditors very much easier.
Sir John Bourn: Yes, it would.

Q212 Chairman: Basically, what they would be
doing would be summarising the public sector audit
in each country.
Sir John Bourn: And of course, there would be their
own report on the Commission money for
administration and for external aid and matters of
that kind.

Q213 Chairman: This is a very interesting plan but it
is going to require, of course, the support of the
Member States as well as the Commission if it is
going to be implemented, and so far the Council
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itself, the Member States, have been very chary of
agreeing to something like this.
Sir John Bourn: They certainly have, and I certainly
do not think that it would be immediately agreed, but
I do think, for the reasons that we have discussed this
morning, that it would be a reasonable thing to aim
for, especially because, as far as the private sector is
concerned, essentially European institutions have
said “We want to see this.”

Supplementary memorandum from the National Audit Office

1. During the Committee’s hearing on Tuesday 6 June 2006, the Comptroller and Auditor General (C&AG)
promised to let the Committee have a note explaining his proposal for the preparation of an account by each
Member State detailing how it had used European Union (EU) funds. (Question 197). This would follow up
and build on proposals in the European Commission’s January 2006 “Action Plan towards an Integrated
Internal Control Framework”. The plan included:

“Member States should invite their national and regional Parliaments to ask their State Audit
Institutions for audit and assurance on European Union funding at their level. The conclusions of
these reports should also be made available to the Commission and the European Court of
Auditors.”

2. In 2004 the United Kingdom received ƒ6.9 billion from the EU budget. As background information,
further details on the current accounting arrangements within the United Kingdom are at Annex A.

The Proposed New Accounts

3. The C&AG’s proposal envisages bringing together the various figures for expenditure of EU monies in a
national account for each Member State. It would be prepared annually on the basis of international
accounting standards, which the Commission has already mandated for private sector companies across the
Union. The accounts would be audited on the basis of international auditing standards. These accounts and
their accompanying audit certificates would be a public document and available to the European Commission
and European Court of Audit (ECA). The Commission would prepare accounts on similar lines for its own
expenditure, eg on staV and administration of European institutions and programmes like Overseas Aid.
These accounts would be audited by the ECA, again applying international standards.

4. The ECA would then be able to use all these accounts and audit reports in preparing its own reports on
EU Expenditure. International Auditing Standards provide a framework enabling an auditor to rely on the
work of others. The Commission and the ECA could choose to rely on the work of the external auditors in
Member States. The extent to which they would do so would, of Course, be for them to decide.13

5. In the UK the account would consolidate the accounts shown at Annex A and be signed by an Accounting
OYcer. The C&AG would audit the account and would report the results to the UK Parliament. The account
and the C&AG’s Report would therefore be in the public domain.

Benefits of a Consolidated Account

6. Consolidating the expenditure from the various EU funds into one account for each Member State would:

— enable a common standard of account preparation and audit across the whole of European Union
expenditure; in this way meaningful comparisons by country and activity would be possible, and
Parliament and citizens would have greater information and assurance about the quality of oversight
over public expenditure, which should therefore, lead to greater transparency and improved
accountability for EU funds;

— provide national Parliaments with a single statement giving an overview of the use of EU funds in
their country;

13 For an auditor to rely on the work of another (per International Auditing Standards) s/he has to satisfy themselves that the scope of
the work performed matches their own needs and that the work is conducted to a high standard.

Q214 Chairman: That has been extremely helpful. I
do not know if any of my colleagues have any further
points to ask you. If they have not, we would be very
pleased to receive from you your plan, as it were, on
paper so that we can have a look at it.
Sir John Bourn: I will be very glad to prepare it and
submit it to you, Chairman.

Chairman: Thank you very much indeed.
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— encourage improvements in financial management and control of EU funds by the National
Departments and Agencies responsible which in turn could reduce the amount of disallowance
imposed by the Commission for weaknesses in national procedures;

— would preserve the independence of the Audit bodies in each country and would not prevent them
from preparing other audit reports and material for their national jurisdictions.

Issues

7. The following issues would need to be considered by HM Treasury, and the Departments and other bodies
involved in the UK, and in due course with their counterparts in other Member States and with the
Commission and the ECA:

— the precise scope, content and form of an Account;

— the responsible government authority for preparing and presenting the Accounts;

— the nature and wording of the Audit Report or opinion;

— for Member States with regional governments with substantial independence whether there would be
a single account or one for each region, consolidated into a single account for the country concerned.

Annex A

CURRENT ACCOUNTING ARRANGEMENTS WITHIN THE UNITED KINGDOM

EU Expenditure Within the UK

In 2004 the United Kingdom received ƒ6.9 billion from the EU budget (Figure 1).

Figure 1: Expenditure of EU monies within the United Kingdom, 2004 ƒmillion

Common Agricultral Policy 4,056
Structural Measures 2,209
Internal Policies 619
External Actions 17
Pre-accession Strategy 2
Total 6,903

All figures are for the 2004 calendar year and are on a cash basis.

Source: European Court of Auditors’ annual report for the 2004 financial year.

Current Accounting Arrangements

In the United Kingdom, EU funds are currently accounted for within the financial statements of central
departments and other public bodies and audited as set out below:

— Common Agricultural Policy. The C&AG audits the annual resource account of the Rural Payments
Agency, one of the six Paying Agencies14 in the United Kingdom, which includes CAP expenditure.
The financial statements of the other Paying Agencies are audited by the relevant audit body for
devolved functions. In addition, each Paying Agency produces a separate account for submission to
the Commission limited to expenditure on the CAP. The C&AG is the United Kingdom’s Certifying
Body for these accounts.

— Structural Measures. In England funds are accounted for as follows:

— the European Regional Development for Communities and Local Government;

— the European Social Fund by the Department for Work and Pensions;
14 Rural Payments Agency for England; Scottish Environment and Rural AVairs Department; National Assembly for Wales; Department

for Agriculture and Rural Development Northern Ireland; Forestry Commission; and the Countryside Commission for Wales.
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— the European Agricultural Guidance and Guarantee Fund (Guidance) by the Rural Payments
Agency; and

— the Financial Instrument for Fisheries Guidance by the Marine Fisheries Agency.

The C&AG audits all these bodies. The Scottish Executive, Welsh Assembly and Department of
Finance and Personnel (Northern Ireland) account for the funds received by the devolved
administrations and the accounts are audited by the relevant audit body.

— Internal Policies. Payments are accounted for by a number of government departments and agencies:
the Department for the Environment, Food and Rural AVairs, the Home OYce, the Department for
Transport, the Department for Trade and Industry, the OYce of Science and Technology, the
Scottish Executive and the Department for Finance and Personnel (Northern Ireland).

3 October 2006
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TUESDAY 13 JUNE 2006

Present Blackwell, L Jordan, L
Cobbold, L Radice, L (Chairman)
Inglewood, L Steinberg, L
Jones, L

Memorandum by Ashley Mote MEP, European Parliament

The House of Lords Select Committee on the European Union has set up a sub-committee to enquire “into
the mechanisms and audit of the revenue and expenditure of the European Communities”. This is my written
submission to the Committee. It omits references to the revenue side of the EC’s accounts since that is directly
controlled by the governments of the member states.

As an active member of the European Parliament’s Budget Control Committee since my election in June 2004,
I have made a close study of the EU’s lax financial management. I have had the invaluable assistance of a
highly experienced British forensic accountant, Christopher Arkell, who has freely given of his time.

I have also worked closely with two other MEPs with a track-record in this field—Paul van Buitenen, a former
whistle-blower himself and now a green MEP from the Netherlands, and the Austrian socialist MEP Hans-
Peter Martin. Both were elected on financial transparency mandates.

We have all had the benefit of advice, information and guidance from Marta Andreasen, the European
Commission’s former chief accountant who was dismissed by vice-president, Neil Kinnock, for whistle-
blow!ng on financial mismanagement within the commission itself.

Mrs Andreasen sacrificed her career following several incidents when she was “told” to authorise substantial
payments without any information as to the purpose, probity or budget line on which to base each
authorization. Being ultimately responsible, she refused and paid a heavy price.

It was and is Mrs Andreasen’s view, to which we MEPs now concur, that the core of the EU’s financial
mismanagement problem lies within the commission and its opaque structure. All the public focus on what
happens downstream—important through it is in its own right—appears a calculated distraction.

My oYce is now stocked with many files of original documentation. This includes numerous reports by
commission oYcials and others (some leaked), and several lengthy submissions to the Serious Fraud OYce in
London. I also hold much correspondence with the president of the commission, Jose Manuel Barroso; the
commissioner responsible for the fight against fraud and corruption Siim Kallas of Estonia; Dalia
Grybauskaite from Lithuania who is the budget commissioner; Hebert Weber, the president, and other
members of the EU’s Court of Auditors; the president of OLAF, Dr F-H Bruner; Douglas Alexander MP and
his predecessor as minister for Europe Denis McShane MP; the CEO and senior staV at the National Audit
OYce in London; and Stephen Timms MP, junior minister at the Treasury who answers for the Chancellor
on these matters.

In addition I have reports, documents, letters and records of meetings with individuals and organisations who
have had to cope with the EU’s financial mismanagement, sometimes with catastrophic personal
consequences.

Should the sub-committee so decide, I would be more than willing to provide copies of any of this material.
And, of course, I am more than willing to give oral evidence if the sub-committee wishes. Were this to occur,
I ask that Mr Arkell be invited to accompany me. His expert knowledge will be of far greater assistance to the
sub-committee than any of my layman’s comments.

I enclose my statement as requested, with some ideas about finally resolving this huge problem.
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THE PROBLEMS WITH EU FINANCIAL MANAGEMENT

What are the Fundamental Problems?

Basic Enforcement Weaknesses

1. The Court of Auditors (CoA) admits that 80 per cent of all taxpayers money is never properly accounted
for. Some estimates put the figure as high as 95 per cent, based on the CoA’s admission that only
administrative expenses (5 per cent of the total) are fully audited and signed oV. One CoA member freely
admitted—in answer to my direct question—that the EU was already too big ever to be audited properly.

2. At a meeting of the Budget Control Committee (Cocobu) last year, the president of the Court of Auditors
said that responsibility for combating fraud was a matter for the commission, not the court. The commission’s
representative at the meeting then directly contradicted him and said that control of fraud was a matter for

the member states. The president did not respond.

3. The EU admits to having 662 bank accounts in 45 diVerent countries. It admits some of them are oVshore,
but refuses to say how many, where they are, or why they are there. It also admits to having “dealings with”
another 214,000 bank accounts across the globe.

4. And 416 of its accounts are imprest accounts, which means the recipients of public funds can draw down
the money on their own signatures. According to Mr Barroso, the president of the commission, all imprest
accounts can be and are audited by the EC’s own Court of Auditors. The CoA is adamant they are not audited
because the funds are then outside its remit. Do they ever talk to each other?

5. If fraud is suspected, the EC’s financial investigation team known by its French acronym as OLAF is
toothless. It has to rely on action by the member state. In 2004, some 9400 cases of fraud were reported. Yet
in the seven years of OLAF’s existence there has been no successful conviction of any major wrongdoer and
funds recovered. Indeed, recovery of public money from scams is derisory.

6. One of the EU’s financial regulations (2342/2002, Article 87(4)) says there is no need to attempt recovery
of any sum less than a million euros. There is clear evidence of this loophole being ruthlessly exploited. OLAF
knows, the commission knows. Nothing has been done.

7. The loophole can best be described as “separation of financial responsibilities”. The commission prefers to
say “shared responsibilities”. The net eVect is that no-one is ever to blame. Let me explain.

8. The EC makes a payment on a project to a “responsible” local public authority which is expected to release
funds to those running the project. They may be co-signatories on the account, but not necessarily. If
suspicions arise, the cash is now beyond the reach of the CoA. The member state’s own auditors may decide
not to act—“not our problem, it’s EU money”. In such cases, there is no enforcement of accountability on
local oYcials. When money disappears, everyone involved blames everyone else. Much argument,
investigations and reports later—little or nothing is likely to happen.

9. How can there be real improvement when each EU institution or department, and each national audit
oYce, works to diVerent standards and criteria, and they all pass the buck? Is the UK’s NAO’s “liaison” with
the CoA and OLAF over fraud cases in the UK anything more than an exchange of information? The NAO’s
March 2006 report talks of numerous British government departments reporting suspected fraud, and passing
the information to OLAF. But OLAF says the investigation, prosecution and recovery of funds is a matter
for the member states. If each department in Brussels, and each NAO or equivalent in the member states, takes
such a narrow view of its responsibilities where, exactly, does final accountability lie? Nowhere. Such a
structure must be deliberate.

10. OLAF can only advise member states, and the CoA can only advise the commission. Both are answerable
to the commission. Neither have genuine independence or powers of enforcement. This is a merry-go-round
of Alice in Wonderland proportions. It is also deeply oVensive to millions of British tax-payers.

11. Which brings us to the biggest question—who is watching Brussels, where the real problems are?

The Heart of the Problem

12. With the help of expert forensic accounting analysis, we now know much more about the way the EC
manages its finances. Massive annual cash surpluses, which were supposed to be returned to the member
states, have routinely been hidden by the use of three unlawful accounting strategies.
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13. The first involves retrospective adjustments of the annual accounts anything up to two years later.
Example: 750 million euros-worth of sundry debtors simply disappeared oV the accounts between 2002 and
2003, of which 663 million were cash advances to “financial intermediaries”.

14. The second entails making and later amending unspecified “provisions” on the balance sheet. The third
involves recording billions of euros-worth of pension liabilities on both sides of the balance sheet. This grossly
distorts the accounts. It also means the member states are liable to fund the generous pensions of 39,000 past
and present Eurocrats twice over, having already paid for them—like all other EC expenditure—via the UK’s
normal “club subscription”.

15. All three of these financial devices are specifically prohibited by all recognised international accounting
standards. Two other routine practices of the EC are also highly irregular. Advances are treated as
expenditure, and loans which disappear are written oV.

16. So what are the structural weaknesses at the centre? There is no paper trail recording transactions,
agreements, commitments, payments, receipts or evidence of delivery of the goods or services paid for.
Inconvenient information is deleted from the records—reports simply disappear.

17. None of which is helped by a lack of eVective security controls over access to accounting systems and
records. Certainly up to 2005 there was no way for management or auditors to trace when, why and by whom
changes had been made to the records. Post January 2005 procedures are cloaked in secrecy, doubtless to give
the impression all is now well.

18. The introduction of double-entry accounting on 1 January 2005 has been presented by the EC to the
outside world as a panacea—the answer to all their problems. It is nothing of the sort. There are still no oYcial
accounting records. There is still no consolidation of accounts or central control. There is still no eVective
transactional accounting. The commission’s accounts are merely the sum of the numbers proved by the
directorates, most of whom might say—next year—sorry we got some numbers wrong last year. Hence the
retrospective amendment of accounts published for the year before.

19. Each directorate has its own financial staV who answer to one of 37 Directors General, not to the
commission’s chief accountant. The internal departmental auditors are administrative rather than
investigative. They control rather than check. There is no eVective departmental separation of functions. The
authorizing oYcer, who is responsible to the treasury, is also the authorizing oYcer who originates a payment
order, without having to check supporting documentation. He then records the transaction in that
department’s accounts. These insecure procedures were introduced by Neil Kinnock when vice-president of
the Commission, following the Santer scandal.

20. According to Marta Andreasen, this structure enables senior oYcials to use the system for their own
purposes, knowing they are unlikely ever to be held fully accountable. That is why loans suddenly disappear
between one year and the next, or suddenly reappear as expenditure. That is why pre-payments, loans and
expenditure keep turning one into the other in a perpetual merry-go-round. To make matters worse, two
sources have confirmed that DG’s are not averse to demanding changes in their annual accounts, and deleting
written criticism from their internal auditor’s reports.

Cash and Tax—More Serious Problems

21. DiYcult though it might be to believe, the potential and actual mismanagement of cash is even more
serious than the problems addressed above.

22. There is no central check on the authority of oYcials making payment orders. There is no central list of
authorised oYcials entitled to make payments from the commission’s bank accounts. Nor are any security
checks made on counter-signatories either concerning their level of authority or even their physical existence.

23. This lack of security and suspect integrity of the banking function was heavily criticized in 2004 by the
European parliament. To date no evidence has emerged suggesting that either banking security or the
segregation of duties has been addressed.

24. Never in the last 14 years has the Treasury department of the EC been subjected to an independent audit
by professional accountants. Yet it is at the heart of financial operations. The same individual was in charge
throughout, until he quietly retired immediately after questions about the non-auditing of his crucial function
were first raised in Cocobu in 2004.

25. A Treasury operation with 21 billion euros-worth of cash in hand at the balance sheet date would be
externally audited two or three times a year, as well as at year end, as a matter of routine.
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26. Little of the EC’s annual expenditure of some 100 million euros is paid in advance. So to retain 21 billion
euros in cash on its balance sheet is extraordinary, especially as its debtors are the member states—which do
not go bust. The maintenance of such huge cash and near-cash balances suggests:

(a) the deliberate retention of member states’ surpluses against EU rules;

(b) the establishment of “own-state” resources—the hallmark of an emerging independent state; and

(c) no justification for the EC asking member states to make substantial increases in funding from 2007.

27. Even more extraordinary was the Court of Auditors’ reaction when asked if– given the huge cash sums
sitting in the EC’s bank accounts—the overnight money markets were used to maximise the value of public
funds. No-one present knew what we were talking about! Eventually a few mumblings about “risk”
confirmed it.

28. Of course the EC’s own accounts are not subject to tax. Because they are never fully signed oV EC accounts
live in a sort of legal limbo-land. However, the EC “trades” with taxable bodies. By implication, this must
directly encourage tax fraud, since the tax authorities in each member state must find it almost impossible to
establish with certainty what was paid to whom, when and on what basis.

29. At one time the EC established a Contracts Committee to oversee the issuance of contracts and to call for
and analyse tenders. That committee has been disbanded. The implications are inescapable—opaqueness is
preferred to transparency.

Are Proposed Improvements Adequate?

30. No. The doubtless well-intentioned “road map” towards an “Integrated Internal Control Framework”,
championed by Commissioner Kallas, is regarded in Brussels as little more than a rearrangement of the
deckchairs on the Titanic. Fundamental flaws will remain, as indicated above.

Will They Lead to a Positive Statement of Assurance?

31. No. The Court of Auditors has openly admitted it cannot enforce change. It could not even oblige the
commission to reconcile closing and opening balances when the computer system switched from cash to
double-entry accrual accounting at end 2004. Previous annual bulk entries on the accounting records
attempted to reach a year-end balance of sorts. As a result, the opening 2005 position on the new system cannot
be trusted. Thus future accounts can never be signed oV as a “true and fair view”.

What Else Should be Done?

Credit Rating

32. The EC’s triple AAA credit rating in the financial markets must depend on “true and fair” annual
accounting statements. The credit rating agencies might reasonably be asked to explain their inertia over the
last 11 years. They might also be reminded that the EU is a regulator, expected to observe the International
Financial Accounting Standards it enforces on others. It plainly has not done so.

33. Failure to meet these standards opens it to the risk of challenges by EU citizens in the ECJ or via the EU
Ombudsman, or possibly via the courts in member states where financial probity is demanded of the
government by force of law. A successful challenge via any one of these routes would finally oblige the EC to
prepare audited accounts or risk a collapse in confidence.

Urgent Action on Fundamentals

34. All the major weaknesses identified above should be addressed as a matter of urgency and on behalf of
the millions of hard-working, long-suVering taxpayers who fund the EU—a point the Commission routinely
forgets. This is not EC money—it is taxpayers’ money.
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35. In addition, an injection of commercial reality is needed. The treaties do not require any cost:benefit
analysis of any project or proposal. No oYcial ever seems to stop and ask “do we need to do this? What will
it cost to implement, what will it cost the target group to comply, what will member states enforcement cost,
and will the perceived benefits outweigh those costs by a worthwhile margin?”

36. Such questions are not diYcult. Every commercial organization asks itself its own versions of these
questions every day of the week. So should governments—especially the unaccountable EU.

Specific Proposal

37. On a more pro-active and fundamental level, there is much the British government could do to improve
EC financial management. It could all have been addressed during the British presidency. A golden
opportunity was lost.

38. The British government is required by law to produce accounts which provide a “true and fair view” of
its financial aVairs. Where in British law is exemption given to the funds sent to Brussels?

39. The UK government could unilaterally set a time limit to complete basic reform of the EC’s accounting
structures and procedures so that they comply fully with International Financial Reporting Standards.

40. Meanwhile, all British contributions to EU funds could be halted or diverted into an escrow account,
pending the introduction and enforcement of proper IFRS auditing on the commission.

41. The legality of such action was established by Nigel Lawson when he was chancellor. Mrs Thatcher’s
government planned exactly such a move during negotiations over the original British rebate. A Bill was
drafted. So the present British government knows it can take such action.

42. To add pressure, the UK government could invoke, or threaten to invoke, Article 49 of the 1969 Vienna
Convention on Treaties. This says that “If a state has been induced to conclude a treaty by the fraudulent
conduct of another negotiating state, that state may invoke the fraud as invalidating its consent to be bound
by the treaty.”

Lessons from Other Countries?

43. New Zealand routinely produces fully audited and signed oV annual accounts, usually within three
months of the end of its financial year. It has done so by creating a financial infrastructure that uses exactly
the same accounting criteria demanded of any large company.

Are Methods, Staffing and Organisation of Court of Auditors Appropriate?

44. No. At present, the Court of Auditors (CoA) is a creature of the EU system. At the end of the annual EC
“audit”, the court answers to the commission and reports to parliament. The CoA’s membership is 25
placemen and women, each nominated by their member state—academics, civil servants, former politicians.
Only a few are experienced accountants used to working to international standards.

45. The EC’s relationship with the CoA needs to be completely reversed. The CoA should be fully
independent and answerable directly and only to its ultimate paymasters—the member states.

46. The court should consist entirely of senior professionals in the relevant fields of accountancy, financial
management and the law. It should have full powers to investigate and audit the EC’s financial activities at
every level, with the authority to enforce change and compliance.

47. Only then will the EU be directly and fully accountable to the member states and their taxpayers.

11 April 2006
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Examination of Witnesses

Witnesses: Mr Ashley Mote, a Member of the European Parliament,
and Mr Christopher Arkell, examined.

Q215 Chairman: It is very kind of you to come to
give evidence to us. Is there anything you would like
to say at the beginning?
Mr Mote: My Lord Chairman, I would like to make
a brief opening statement—and I promise it will be
brief.

Q216 Chairman: I assure you it will be brief, if I have
anything to do with it!
Mr Mote: I am used to one minute slots in the
European Parliament. My political views on the
European Union are well known, but I want to
emphasise to this Committee that I am not anti-
European. I am opposed only to the system of
government called the European Union. In my view,
the Europeans are our neighbours. They ought to be
our friends, but they cannot be our masters. As
Members of the European Union, at least for the time
being, we have to ensure that there is proper financial
accountability to the British taxpayer. Today, my
colleague Christopher Arkell, who is my expert
witness, and I intend to deal only with the facts and
let them speak for themselves. I have left my political
views at the door. Thank you.

Q217 Chairman: What assessment do you make of
financial mismanagement in the European Union
and where does this mismanagement take place?
Does it take place at Commission level or in
transactions for which Member States are
responsible?
Mr Mote: First of all, I think we have to separate two
elements. The first is what happens at the centre—
and that is a huge problem which has never yet been
addressed properly by anybody—and the second is
what happens downstream of the European Union’s
financial departments, in what is known as shared
responsibility with the Member States. They are two
entirely diVerent sets of problems. We would be
happy to discuss both of them separately but not
together because they are fundamentally diVerent.

Q218 Chairman: We are looking at both, of course,
in our inquiry.
Mr Mote: I understand. If I may start with shared
responsibility or shared management? The net eVect
of the current process is that we see neither the
Member States nor the Commission itself taking
ultimate responsibility. There is a huge crack through
which vast amounts of money fall, in the sense that it
is not properly accounted for—and perhaps here I
should make the distinction between fraud and
incompetence. I am not here to say that there is
massive fraud necessarily—although there is

undoubtedly fraud and some significant fraud at
that—but the routine of shared management does
not work, and, where it does work, it is spasmodic
and haphazard. I do not know if you want me to go
into the details of how shared management is
supposed to work, or can I take it that everyone here
is aware of the procedure or the theoretical
procedure?
Lord Inglewood: I think I understand it but it might
be helpful to be clear that we are talking about the
same thing.
Lord Jones: We know all about shared management
in Wales.

Q219 Chairman: Would you like to tell us and then
say where it falls down.
Mr Mote: Let us take an example—because I think it
is best illustrated by an example, and I have been very
closely involved in several. I refer to a company called
Blue Dragon, of which some of you may be aware as
well, a small enterprise which applied for funds to
generate a small business in an area of Northern
Spain which was in desperate need of economic
support. It was a very worthy cause. It was proposed
by a French company but in a Spanish location. The
two directors were bright, young entrepreneurs. I
have met them several times and I believe their
integrity to be absolute. They applied for a grant and
they were granted a modest sum of money initially of
some 40,000 euro. On the basis of being given the
grant, they then started to commit themselves to the
costs that they would incur and which the grant
would be partially able to refund.

Q220 Chairman: That was, presumably, under
structural funds.
Mr Mote: Indeed it was on this particular occasion.
That money disappeared. I will not bore this
Committee with the detail of how it disappeared.
A second tranche of 40,000 euro was also paid
four months later, apparently on the same
documentation—all of which I have seen—and that
disappeared as well. The company never received a
single cent. The project collapsed, the company went
out of business and the two young men lost a great
deal of personal money as well. What happened
afterwards is the significant bit of the story because
that is where the shared management inadequacies
kick in. Bear in mind that the money left Brussels and
was paid to an intermediary in Spain, the signatories
of which were local Spanish oYcials. That money, as
I say, disappeared, in the sense that it never reached
the Blue Dragon company. We do not know where
the second tranche went. The Spanish authorities
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were, under shared management, therefore
responsible for investigating what had gone wrong.
But nothing has happened. In several years, nothing
has happened. They have eVectively shrugged their
shoulders and said, “It is European money, we do not
care” or “We do not care enough.” The French
authorities, relevant because the company was
registered in France, have taken the same view: “It’s
nothing to do with us.” What has happened is that
80,000 euro have disappeared; the European
Commission does not want to know; OLAF does not
want to know. I, and the Committee on which I sit,
have jumped up and down and tried to create a
situation which will force some kind of action. But
nothing has happened, and nor will it. That is an
example of how this gap opens up, because the
Spanish and the French authorities are saying, “It is
not important, it does not involve us, we are not
going to waste time on it” and the Commission—

Q221 Chairman: The French because you have
another example which is French?
Mr Mote: No, because it was a French company. The
French were on the periphery, if you like. That is a
typical example of the kind of problems that are
arising all the time. If I may just finish this thought:
it is, in my view, a problem of motivation as much as
anything else, in that the Member States are made
responsible for pursuing these shortcomings or
problems when they arise, they have to incur all the
hassle and all the expense. But, at the end of the day,
if they do recover any money, it is then passed back
to Brussels. In a sense, on a purely practical level,
they have very little incentive to get involved. If you
look at the record of OLAF, you will see this problem
occurring regularly.

Q222 Lord Cobbold: Why should OLAF not be
more involved in a situation such as that?
Mr Mote: That is a very good question, which I have
asked several times. I have also put that very same
question to the new chairman of the OLAF
supervisory committee, Mrs Rosalind Wright, a
former head of the Serious Fraud OYce in this
country, and her view is that she is not in a position
to interfere. OLAF’s view is that it is not a suYciently
important problem for them to exercise time and
money on.

Q223 Lord Steinberg: Are you saying that if the
fraud is small enough nobody is concerned about it.
Mr Mote: Not only am I saying that, Lord Steinberg,
but it is in the regulations based on the treaties that
they do not have to worry, and they do not have to
pursue sums of money less than one million euro.

Q224 Chairman: OLAF do not have to?
Mr Mote: No, the Commission. I think I have
referred to that in my written submission and I have
the documents here if you wish to see them.

Q225 Lord Inglewood: In the context of the story
you have told us, can I ask you to go through it step
by step, to see where it went wrong. Are you arguing,
just so that we are clear, that the money should not
have been disbursed by the European Commission to
the Spanish intermediary, or are you saying that it
was a perfectly legitimate transaction up to the point
the money passed to the Spaniards? In terms of the
sequence and where you might point the finger, which
are the particular things you are anxious about?
Mr Mote: On reflection—and I have been trying to
recall all the documents that I have seen –I fear in this
particular case—and I am not suggesting it is the
norm—there is an element of fraud at both ends.
There is one authorisation document for one
payment of 40,000 euro, but there were two payments
made on separate dates and we have all the written
evidence to prove that. So there were undoubtedly
irregularities, may I put it that way, within the
Commission’s own procedures. At the other end, I
can only quote the opinion of the directors of the
company. They feel that they were used as innocent
dupes by oYcials at local government level in Spain,
because they know the money was paid—and, as I
say, we can prove that it was paid over—but it never
appeared on their accounts and they were never able
to gain any proper explanation for where it had gone
and why.

Q226 Lord Inglewood: In this particular case, you
are saying that we have a Spanish scam.
Mr Mote: Yes.

Q227 Lord Inglewood: Where it appears, in your
judgment, that certain oYcials in the Spanish
administration ran a fraud and the Blue Dragon
directors were innocent dupes.
Mr Mote: Coming back to Lord Radice’s question,
that is the fundamental weakness of the current
system: you have this supposed shared management
which in reality turns out to be shared non-
management.

Q228 Chairman: Basically you are arguing from this
particular case that this is widespread.
Mr Mote: I have other cases, but it would be
repetitious to go into them. I am looking into one at
the moment which involves a very, very large sum of
money, but I am not in a position to raise it this
morning.

Q229 Lord Blackwell: What would be your remedy
for this? How can this problem be avoided in future?
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Mr Mote: I think one has to start right back at the
beginning and ask what sense is there in our
providing funds to the European Union which they
then give back to us with strings attached. It really is
quite an extraordinarily ineYcient and potentially
corruptible system in itself. Changes of that
fundamental nature are not going to happen, I am
aware.

Q230 Lord Blackwell: Do you think an organisation
like OLAF could be expanded and re-jigged in order
to provide better protection against this type of issue?
Mr Mote: OLAF is a deeply compromised
organisation. Its President, Dr Bruner, has just been
reappointed in the most curious circumstances.
I have documentary evidence about those
circumstances and I have questions at the moment in
front of Commissioner Kallas from Estonia who is
supposedly responsible for the fight against fraud
and corruption. Those questions remain unanswered
about the reappointment of Dr Bruner. Whilst he has
been President of OLAF for the last seven years,
OLAF has not yet succeeded in a single successful
prosecution and the recovery of the monies involved.
Not one.

Q231 Lord Cobbold: Is OLAF too close to the
Commission? Should it be responsible to the
European Parliament, as is the Court of Auditors?
Mr Mote: They would argue that it is, but it does not
work in reality much like that.

Q232 Chairman: You say it has not been responsible
for a single prosecution but of course it is not meant
to be responsible for prosecutions, as such. It is
the Member States who are meant to take up
prosecutions.
Mr Mote: Yes. I was using a piece of shorthand. You
are quite right. Again, it is shared management. They
do the investigation and they then have to pass it to
the Member States to pursue that prosecution in the
courts of that country.

Q233 Lord Cobbold: If that is where the fraud is
supposed to have happened. It sounds in your case as
though there is an element at the centre as well.
Mr Mote: There is a serious problem at the centre as
well. Just to give you an illustration of the OLAF
problem, you may or may not be aware of the butter
scandal which originated in Italy some 10 years ago.
The Italians started diluting butter with animal fats
and chemicals and then shipping them to France,
Belgium and Germany and elsewhere and claiming
the export rebate. We are talking about hundreds of
millions of euro over several years. None of those
countries has achieved a successful prosecution of the
villains. The Italians have not done so, although most
of the mischief took place originally in Italy and,

worse than that, DG Agriculture whose funds were
being looted in this way, have never taken any steps
whatsoever to attempt recovery of the public funds
that went astray. This all illustrates the weakness of
what is called shared management. It does not work.
It cannot work.

Q234 Chairman: What is your answer, then?
Mr Mote: You tempt me greatly.

Q235 Chairman: That is what we have you here for.
Mr Mote: My answer is not one you would want to
hear. My answer is that we should not be a part of
this, but I did say I would leave politics at the door. I
do not know whether there is an easy answer. It
requires an enormous change of culture. It
undoubtedly requires a substantial change in senior
management. There are a lot of good, honest,
hardworking people who work for the European
Union. Since I started working in this particular
committee, the Budget Control Committee, and my
determination to get to the bottom of some of these
things became apparent, I have to say—and I pay
credit to them—a number of those oYcials have
quietly come through my door carrying information
and asking me to push on, because they know there
is a problem that needs addressing. That I have done.
I know that in some cases they have put their careers
on the line.

Q236 Lord Jones: From your investigations, which
nations, in your view, are practising fraud? Which
nations in the Community?
Mr Mote: Who are the worst oVenders? Could I ask
my colleague, Christopher Arkell, who has done a lot
of analysis on this to answer that, please.
Mr Arkell: My Lord Chairman, I have a table of
information on the errors that arose in the processing
of budgetary payments in 2004. This was taken from
the DAS final error list of accounts that was laid
before the European Parliament. In 2004, of 462
million euro in which substantial errors of payment
were found, 210 million euro fall at the door of
Portugal. In one particular payment of 209 million
euro from the structural fund, those payments were
substantially mispaid. There is no separate evidence
in this list that those payments were paid
fraudulently, but, where mispayments arise, the
opportunity for fraud is very much greater. So
Portugal heads the list in 2004, followed by Spain at
129 million euro, then Greece at 39 million euro, and
the United Kingdom at 31 million euro mispaid—
and so the table continues, but those would be the
four top line countries.

Q237 Chairman: Can you tell us about the ones in
Britain.
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Mr Arkell: There are certain elements which have
been disclosed. They state that they are either
substantial mispayments or they have been paid
under a misapprehension or misreading of the
legislation and regulations governing the payment.
The table that I have seen just has a one-line
description, so it is impossible to give any detailed
review of what the causes for those mistakes were.

Q238 Lord Jones: Is it fair to assume that Britain,
generally speaking, is a very clean nation in the
comparisons that you are making from your
investigations.
Mr Arkell: From my work with Mr Mote and on this
subject for more years than I have been working with
Mr Mote, the United Kingdom payments are
generally strictly controlled, and, where there have
been mispayments, it is because the United Kingdom
is interpreting the rules on payments quite strictly.
The interpretation of the rules concerning
mispayment varies across the European Union, and
so other countries have perhaps a looser
interpretation of this. Take for example, Greece,
which is required to have introduced a tightening of
the agricultural payments and the system of
agricultural subsidies paid under the CAP; their
interpretation of the new tighter system has been
criticised by the European Court of Auditors as being
far too loose, therefore if one were to look at
mispayments in Greece, according to their
interpretation, one would find a correspondingly
lower level of mispayments than you would in the
United Kingdom, where the interpretation of the
rules is very tight.

Q239 Lord Jordan: We have read extensive accounts
of what has been going wrong, some of the scandals.
It concerns us that the one main instrument that
should be calling those things to account, that is the
European Parliament and its Members, is failing to
do that. I, and I am sure others in this room, are party
to a group that would say we are not “stop the bus, I
want to get oV” but rather seek reform. Our
concentration at this Committee has been around the
Court of Auditors, and the Court of Auditors has for
over a decade now been failing to sign oV the
accounts and Parliament still has not managed to call
the European Commission and all the other bodies to
account about this. Can you tell us how you feel the
Court could make its point more forcibly? Could you
perhaps tell us why the European Parliament is not
supporting it more strongly.
Mr Mote: Perhaps I may take the last point first. The
Court of Auditors is a part of the system. The Court
of Auditors answers to the Parliament but it is also in
a real sense answering to the Commission. It is part of
the system. That is why I have made the quite specific
proposal that there are only, in my view, two steps

which can be taken which are going to eVect real and
substantial change. Far be it from me to try to
improve the European Union, given my political
views, but, given that is what could happen, in my
opinion, if the role and responsibilities of the Court
of Auditors were reversed and it was made directly
accountable to the Member States and they were
given some powers which are not to do with auditing
but are to do with enforcing compliance, then there is
just a chance that you might eVect fundamental
change or improvement. But, so long as the
European Union or the Commission has an endless
flow of funds into its coVers, and there is no eVective
way in which we have been able, so far, to bring them
fully to account on these matters, I go back to the
proposition which Baroness Thatcher first came up
with with Lord Lawson, in the 1980s, that we should
withhold our funding of the European Union until
such time as the Commission puts its house in order.
Because nothing, but nothing, better than the cutting
oV of funds, would concentrate their minds on what
needs to be done. So long as this four billion euro a
fortnight keep pouring into the coVers in Brussels, it
is not going to happen, in my view, because there is
not suYcient pressure on them. If I can come back to
your first question now, the Parliament has no great
power. I have described my role as being part of an
elaborate democratic fig leaf. We do not have the
power to create legislation. We do not have the power
to repeal legislation. The best we can do is to try to
amend or improve or minimise the damage to be
done by the legislation that comes in front of us.

Q240 Lord Jordan: Do you have the power to
withhold approval for the budget?
Mr Mote: In theory we can vote down the budget; in
practice it does not happen because there is a
coalition between the socialists and the centre right,
which is essentially pro-federalist in its make-up. The
chances of the budget being voted down are, in real
terms, close to nil, but, yes, in theory they could. Of
course, on one occasion, years ago, the Santer
Commission was brought down on the question of
fraud and corruption and changes were made, but,
according to at least one of the people who was
directly involved immediately after that—and I am
talking about Marta Andreasen—the changes that
were made, in some respects, made the situation
worse rather than better.

Q241 Lord Jordan: The Court of Auditors’ refusal to
sign oV the accounts is perhaps one of the biggest
statements that something was not right. Why does
Parliament not make this a bigger issue than it is?
You have told me about the conspiracy within the
Parliament but surely as long as this goes on the
Parliament is not doing its job.



3458082011 Page Type [O] 08-11-06 22:34:21 Pag Table: LOENEW PPSysB Unit: PAG3

65financial management and fraud in the european union: evidence

13 June 2006 Mr Ashley Mote and Mr Christopher Arkell

Mr Mote: The Parliament does the job that the
people who are elected to that Parliament feel is
appropriate. I would agree with you, in the sense that,
no, we are not doing the job, but I am one amongst
732, and, when there are votes of this kind—and
there are votes of the kind you are describing—there
is a hard core vote of about 80 people who stand up
to be counted and are not prepared to vote for a
continuation of the financial status quo. But that is
not enough. It is just over 10 per cent. There is a
distinct hard core amongst all the 25 Member
States—and there are people from many of the other
Member States who feel very much as I do—and we
do what we can, but we do not have the power to
eVect the sort of major changes that I believe are
essential.

Q242 Lord Inglewood: In the first case you talked
about, the Blue Dragon case, you said that the
problem seemed to be that there was no proper
investigation and no prosecution at Member State
level. In the second case you referred to, the Italian
butter case, you said the problem appears to be that
there was in fact prosecution and investigation but
they failed. Are you trying to tell us that the reality of
it is that you think the system, systemically, given the
personalities involved and the relationships that exist
between the Member States and the Commission, is
such that this will never in practice work? Or are you
saying that there is not a proper political steer? For
example, it seems to me, in both the instances you
have quoted, that it was open to the Commission to
disallow the expenditure, which would pass the cost
of this particular chapter back to the Member State
concerned. It seems that nothing like that happened,
from the way you have described it. Secondly, what
is the view of the Council of Ministers about this?
You have not mentioned the Council of Ministers
yet. They are the principal political engine of the
European Union as a whole. Do you think they have
abrogated their responsibilities in regard to these
issues? What, if anything, do you think they ought to
be doing?
Mr Mote: Just to touch on the Italian butter scam,
there have been minor convictions, 12 of them, and
there have also been two murders involving people
who were part of it. But there has been no recovery of
public funds beyond less than 0.1 per cent of the total
that was known to be skimmed oV—and we are
talking about hundreds of millions of euro. As I think
I mentioned, the inertia of the agricultural
department there, the Director General Agriculture
chose not to involve himself or his department in the
recovery of that money. Why that happened, I do not
know, but it seemed to be, quite clearly, a lack of
financial rigour, a lack of commitment. It is an
intolerable situation, I think, that his department
should be allowed just to wash their hands of

something which was so blatant. As for the Council
of Ministers, as you will appreciate, I am a long way
from there. I read what is reported and most of the
time I get the impression that the issue of finance and
financial regularity and so on does not feature
particularly high on their agenda. The only time it
made any significant impact in recent months has
been when Mr Blair renegotiated the rebate on our
behalf. In my view, he gave away rather more than
was necessary, because there is huge surplus cash in
the system. We know that—and Mr Arkell can
clarify that if you wish. But, to answer your question
specifically, there does appear to be a lack of concern
at that level with what is undoubtedly a
fundamentally flawed system. If I may, my Lord
Chairman, I would like to come back to the fact that
we have not yet talked about the problems at the
centre. I said there were two halves to this. We have
talked about shared management at length but I
would like the opportunity at some point to talk
about the centre.
Chairman: All right.

Q243 Lord Blackwell: First of all, I apologise for
being late, and so my question you may have covered.
The figures Mr Arkell was quoting were the 2004
errors. Since then you have obviously had the
accession of the countries from former Eastern
Europe, which, just because of the journey they have
come through, one might suspect would have more
diYculty putting controls in place. Have you any
observations about the way in which the European
Union may have set about ensuring that this
additional dispersion of funds into those countries
was being well controlled, given the experiences, and
whether you have any concerns about that?
Secondly, yes, I would be interested to hear what role
you think the centre has that could be better played
in dealing with it.
Mr Mote: Taking your question about the accession
of the new Member States, I do not see anything to
suggest that the system of shared management is any
more eYciently practised in the new Member States
than elsewhere. Do we have some figures on the new
Member States?
Mr Arkell: In my head, we do. As I remember, the
figures for Poland and Romania were substantial.
The misapplication of pre-accession funds, as I
remember the figure, was somewhere in the region of
874 million euro for Poland, and the figure for
Romania was also substantial but I do not have that
to mind at the moment. The other countries were not
particularly substantial in the reports that I have read
of pre-accession expenditure. From accession, from 1
May 2004, the misapplications of funds and the
errors have been included in the table that I read out
the headlines from. There are small amounts that
were misspent in those countries.
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Q244 Chairman: Are you saying it is not very much?
Mr Arkell: For the eight months of 2004, those
countries do not feature very highly in that table but
they feature highly, obviously, in the pre-accession
expenditure because that was the money spent on
those particular countries, and there were particular
concerns in Poland and in Romania. One will have to
look at the 2005 list, which will be produced
sometime this year, to see how those countries are
getting on.
Mr Mote: May I come back to your second question
about the centre. There is a fundamental weakness in
the management of public funds at Commission
level. Has Marta Andreasen been invited to attend?

Q245 Chairman: She has already sent written
evidence and we are inviting her to give oral evidence
if she is able to come.
Mr Mote: I am delighted to hear it because much of
my initial information two years ago came from her.
One of the things which she made very clear to me—
and I believed rightly so at the time—was that in her
view the bigger problem was in the centre rather than
downstream. When she was the Chief Accountant,
she told me that anything up to 80 per cent of the
authorisations—and as Chief Accountant, of course,
she was only involved in authorising the larger
payments—gave her “a problem of one kind or
another”. Those were her exact words. On more than
one occasion, when she started to question what an
allocation of funds was to be used for, she was given
the response, “Just sign and please do not ask
questions.” I am sure she will confirm that to you if
she does come to this Committee, and I am delighted
to hear that she has been asked. There is, beyond
that, a fundamental weakness in the administrative
structure and this is the key to it, in my view. The
Directors General have enormous powers of decision
making over their area of responsibility, but their
financial staV, including their internal auditors,
answer to them. They do not answer to the Chief
Accountant; they do not answer to the Court of
Auditors. In other words, we have a situation which
is utterly impossible for any responsible subordinate
to carry out his duties responsibly. He cannot
complain of his boss to his boss. It is asking the
impossible.

Q246 Lord Blackwell: Just to be clear, you are saying
there is no independent, internal audit function.
Mr Mote: Correct.

Q247 Lord Blackwell: Reporting to the Court of
Auditors. The internal audit function—
Mr Mote: Is to the Directors General. Obviously
there is liaison upstream, and it may be that on an
unoYcial basis things are mentioned. But, in terms of
the formal structure, this is a profound weakness in

the system. It means, of course, that if there is
irregularity of payments, if there are double
payments or payments to non-existent organisations
or whatever it might be, within that department it is
extremely diYcult for information to be identified
and then eVectively dealt with.

Q248 Lord Blackwell: Has this lack of independent
reporting line ever been raised with the Commission
and have they justified it?
Mr Mote: If I may say so, I have been rabbitting on
about this for the last two years. But I am one
amongst 732. I am regarded largely as a confounded
nuisance. Yes, I have been asking questions and
generally to no practical eVect. Nothing happens.
Going back to Lord Jordan’s question, we have no
means of enforcing change. The mechanism does
not exist.

Q249 Lord Cobbold: In her article in The Times,
Marta Andreasen talks about the “Brussels culture of
graft, secrecy and corruption that so tarnishes the
European dream.” Do you believe there is a culture
of corruption or is it just bureaucratic ineYciency?
Mr Mote: I fear that it is a culture of corruption.

Q250 Chairman: You are saying in the Commission
there is a culture of corruption.
Mr Mote: There is—

Q251 Chairman: It is a large charge you are making.
Mr Mote: There is a significant element of corruption
within the Commission. No—correction: within the
Commission’s administration. I think one has to be
precise here.

Q252 Lord Inglewood: In what sense are you using
the word “corruption”? Is it backhanders in brown
paper envelopes?
Mr Mote: No, I think it is worse than that. We need
to bear in mind that the European Union is free to
run its own businesses and does. If I can take another
example to make my point, you may be familiar with
the Eurostat scam. In that case, the Commission’s
oYcials, who had a duty of care to the Commission
and to the general public, to taxpayers, set up their
own companies and paid themselves out of
Commission funds as company directors. This went
on for some considerable time. We also know that
they had an oYce in New York which had a separate
American company, a subsidiary, and monies were
. . . I do not want to use the word “laundered” . . . but
processed through New York, and disappeared. That
was all part of a culture of corruption which
emanated from the administration itself.

Q253 Chairman: We will obviously have to raise
your charges with the Commission.
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Mr Mote: They are well documented, my Lord. I am
not telling you anything that is not already on the
public record, I fear. It may not be well known, but it
is on the record.

Q254 Chairman: I understand that no money
actually disappeared in the way you have described.
Anyway, it is clearly something we will have to raise.
Mr Mote: May I come back to that.

Q255 Chairman: Yes, do.
Mr Mote: According to the reports that I have read,
there were 14 separate cases of fraud identified as part
of the Eurostat scam. One of them involved a
subsidiary called Eurogramme, which was registered
here in the UK, run by a man nobody now can trace.
There were 54 contracts let by the Commission to
Eurogramme after it became apparent that
Eurogramme was acting fraudulently. I have to say—
and I am happy to put this on the record—that the
Serious Fraud OYce in London was invited by me
and others to investigate that and failed to do so.
There were 10 internal investigations into the
Eurostat aVair and there has been to date five sets of
findings forwarded by OLAF and others to the
criminal prosecution authorities in Luxembourg and
France. There has yet to be a single major
prosecution. Furthermore, one of the major reports
on this particular scandal by a man called Jules Muis
was withheld and a new sanitised version of another
report was published only last month which has
serious errors of fact and serious omissions and about
which I have written at length to Commissioner
Kallas. It is a disgraceful state of aVairs and it has
received almost no serious internal financial
discipline.

Q256 Lord Jordan: I do not think there is any doubt
that many of the things you are telling us have taken
place. You and others have recorded it and
regrettably not everything has been denied.
Recognising that perhaps the grand measure of
dissolution will not take place, what significant
measures could be taken, particularly involving the
Court of Auditors, that you believe would start to
have an impact into this financial mismanagement
and culture of corruption? What few significant
measures would start to bite into this culture?
Mr Mote: I must come back to my main point, that,
until and unless the Court of Auditors is freed, in the
sense that its relationship with the Commission is
reversed and it becomes directly accountable—

Q257 Chairman: I do not quite understand you on
that one, because the Court of Auditors is entirely
independent of the Commission and is able to take up
issues which the Commission might not wish it to
take up. Indeed, as I understand it, the Commission

is not entirely happy with the fact that the Court of
Auditors keeps not passing its accounts. I think it is
not quite as simple as you suggest. You are
suggesting the Court of Auditors is somehow totally
under the thumb of the Commission and the evidence
does not suggest it. It might suggest that the Court of
Auditors is not as strong as it might be and it does not
have the powers it might have, but that is a slightly
diVerent point.
Mr Mote: My Lord Chairman, the reality is that the
Court of Auditors cannot and never will sign oV the
accounts until and unless the shared management
weakness which we discussed earlier is resolved,
because 80 per cent of all the European funding is
going through that shared management procedure.
By definition, the minute funding moves outside of
the Commission the Court of Auditors loses any
authority to pursue what happens next. That even
applies to the imprest accounts through which the
money is paid.

Q258 Lord Cobbold: It ought to be able to govern at
the centre—the central problem, not the shared
responsibility. Surely we ought to get that right and
get a new financial system and proper treasury
management at the centre.
Mr Mote: Yes. If I may put aside the diVerences
between us on the role of the Court of Auditors just
for a minute, certainly there ought to be a separation
of the treasury and accounting functions. At the
moment that does not properly exist. Total
separation. The internal auditors should report to the
chief accountant, at the very least. There are auditor
liability laws now in this country. They should, in my
view, be applied to the Commission’s auditing staV.
That would produce a degree of rigour which does
not exist at the moment. The treasury management
should be replaced at least every two years. As you
will have seen from my documents, the previous
incumbent was there for 14 years and his function
was never independently audited at any time during
that time. That is a scandal in itself. I am not
suggesting anything improper, but the procedure was
fundamentally inadequate. The financial control
function, which was abolished in the changes that
followed the Santer scandal, should be re-
established, in my view, with real powers to enforce
internal compliance. It was a quite extraordinary
decision, in my view, to abolish the one department
or the one function which seemed to have a handle on
what was going on. That might be a question you
would care to raise with Mrs Andreasen, if I may
suggest it. Beyond that, of course, the Court of
Auditors, whatever its relationship with the
Commission and its Department, undoubtedly needs
to be strengthened with the highest possible calibre
knowledgeable people in terms of accounting, in
terms of international financial law and so on. At the
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moment, the Court is made up of the 25 nominees of
the 25 Member States, some of whom fit that bill and
several of whom, frankly, do not.

Q259 Lord Inglewood: On this very same point, we
have a Court of Auditors who have a role under the
system set out by the treaties. I sense, from looking at
the evidence you have given us in writing, you
somehow feel that they should be more proactive,
that they should be doing things rather than simply
looking at what is happening. Surely, the very point
of audit, whether it is in the public sector or the
private sector, is to analyse what happens. It is for
others then to follow up the consequences or the
shortcomings that they identify. That is why I
mentioned earlier the Council of Ministers, who, in
the face of some criticism from the Court of Auditors,
seem to be doing very little about it. Are you right, I
am putting to you, to think it is for the Court of
Auditors to start implementing changes? I am
doubtful.
Mr Mote: May I ask my colleague Christopher Arkell
to make some comments in answer to that because he
has much more knowledge of the function that you
are talking about than I do.
Mr Arkell: My Lord Chairman, the Court of
Auditors I would compare to outside auditors of a
large public corporation in the United Kingdom, a
plc. At present, auditors report to the shareholders
on the report provided to them and the accounts
of the directors of that company. They also have
other, what are called these days, “stakeholder
responsibilities”. Essentially they are reporting on
the aVairs of that company’s activities to the
shareholders, those shareholders who have a stake in
and whose money is invested in that company. I
would draw a comparison and I would say that the
Member States have their money, their taxpayers’
money invested in the European Commission and the
European Union. At present, the European Court of
Auditors reports on the activities of the Commission,
which I will call the directors, to the directors and
to the European Parliament. It does not report to
the shareholders in the European Union. Those
shareholders happen to be the Member States, and so
the point that Lord Inglewood has raised is a very
good point, that the Court of Auditors, in my view,
should report to and be responsible for reporting to
the Council of Ministers and it is for the Member
States themselves to take notice of the money spent
and the report that the auditors are making on the
expenditures; because that money has been spent in
the Member States and the Member States’ own
audit oYces, the National Audit OYce here, for
example, are occasionally asked by the European
Court of Auditors to join in those auditing activities.
So the National Audit OYce has joined with the
European Court of Auditors teams in investigating

and in following through certain activities in the
United Kingdom. But that follow-through is not an
absolute requirement. It is not legislated for, and in
certain countries the follow-through is going to be
less eVective than others. In the United Kingdom, I
believe, it is eVective; in other countries it is not. That
is a function of the culture, the general commercial
culture of the country in which the money is being
spent. You cannot combine and align the cultures of
25 diVerent countries in their attitude towards public
expenses and towards auditing and other standards.
That is unlikely. It has never been done.

Q260 Chairman: And yet we do that, do we not?
There are international standards of auditing.
Mr Arkell: There are, indeed.

Q261 Chairman: They combine the cultures of a
number of diVerent countries.
Mr Arkell: International auditing standards have
generally arisen from a small handful of countries.
They have arisen from the United States, the United
Kingdom and the countries of the Commonwealth.
There are very few international auditing standards
that have arisen directly from the countries that now
make up the bulk of the European Union and there
are no auditing standards that have arisen from
Eastern European countries. The influence on
auditing standards, the international ones, has been
largely that of the Anglo Saxon countries and the
international auditing standards set minimum
standards which are to be applied and there are
minimum standards set for the reporting of accounts
once those accounts have been audited. If in the
United Kingdom, for example, we take those reports
and accounts seriously, that is because the tradition
of the United Kingdom happens to be one of taking
such things seriously.

Q262 Lord Jones: In your campaign as an MEP in
Europe, do you find you are gaining more support
amongst other MEPs of various nations that make
up the European Union?
Mr Mote: I think there is a change towards a culture
of responsibility which perhaps did not exist in the
same way. It is diYcult for me to make comparisons
because I have been a Member of the European
Parliament for only two years and a great deal of the
time I am hearing, “Ah, yes, but it was not like that
before” in all sorts of contexts. I think that is part of
the way the European Union has developed over the
years. There is a kind of five-year slot, and anything
that is a big problem gets left at the end of that five
years for the people who inherit it next time—some of
whom may be the same but many will not. I get the
feeling—and this is just an opinion—that the
Barrosso Commission has somewhat lost its way.
There is no “vision thing”, if I may put it like that,
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coming from them at the moment. I think there is real
concern about the issues we have been talking about
today. As you will have seen from my accompanying
note, I work closely with at least two other MEPs: a
Dutchman, Paul van Buitenen, and an Austrian
socialist called Hans-Peter Martin, who is a
committed federalist—or was—but is quite horrified
at what is going on at the moment. I think there is a
growing awareness that there is an urgent need for
fundamental change, in the sense of there being some
genuine accountability. The people who like the idea
of a continuing successful European Union now do
recognise that it cannot go on like this in terms of its
financial mismanagement.

Q263 Lord Jones: Regarding the reportage you have
for your eVorts in this sphere, is it measurable, say, in
Britain? Have you advanced? Are you being listened
to? Do you encounter hostility?
Mr Mote: Surprisingly little hostility. I try to separate
the issues from the politics, as I said right at the
beginning. I do not think we have been listened to
very much—although, ironically, this Committee’s
activities and my being asked to submit evidence has
slightly changed that situation, for which I am
grateful to your Lordships.

Q264 Lord Inglewood: To go back to Mr Arkell,
talking about international accounting and auditing
standards, I understood you to say, which I concur
with, that the impetus for much of this has come
from, if we use it in the most general sense, the
“Anglo Saxon” section of the globe. Given what is
going on, is this not an example of Anglo Saxon ideas
taking root elsewhere. Is this not, perhaps, an early
part of the process which will help clean up a lot of
problems round the globe as a whole?

Mr Arkell: In that a number of Anglo Saxons are
presently engaged in reviewing critically the
Commission’s accounts, that might be the case. That
critical review by Mr Mote, for example, and others
like him, needs to be followed through into changes
and those changes do not depend upon the Anglo
Saxon world; they depend upon the Continental
countries and the European Union, which is not
preponderantly Anglo Saxon. In the adoption of
international accounting standards into the
European Union’s version of international financial
reporting standards and so on and so forth, some of
those international standards which were very clear
to begin with have become rather complicated, and
the big four accountancy firms have criticised in a
number of cases the standards that now appear to be
applicable within the European Union as leading to
confused accounts, rather than the clarity that we
had and still enjoy in certain circumstances under
UK generally-accepted accounting principles. The
Anglo Saxon impetus towards clarity of accounting
and responsibility of the expenditure accounted for,
can meet other influences which may blow it oV
course.

Q265 Lord Inglewood: It is the case, is it not, that the
adoption of international accounting standards in
Europe was done by these various groups of people,
some of whom you consider to be rather antithetical?
Mr Arkell: Very true. Yes, indeed, the international
accounting standards which have an Anglo Saxon
source have been adopted but they have been
adopted in such a way as to dilute in certain
circumstances their clarity. If one has something
which is clear and then one adopts an unclear version
of it, you cannot necessarily or would not necessarily
wish to claim credit for that. It depends on how
things are adopted. If they are not adopted in a
particularly clear way, then it is no use adopting
them.
Chairman: Thank you very much.
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Memorandum by Terry Wynn MEP, European Parliament

What are the fundamental problems that have led to 11 successive years in which the accounts have not
been given a positive statement of assurance?

1. The question needs clarification. The Treaty of Maastricht required the European Court of Auditors
(ECA) to “provide the European 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 ( . . . )”. (Article
248 of the Treaty).

2. The major questions raised by the Court do not concern the reliability of the accounts but the legality
and regularity of the underlying transactions.

3. In broad terms, the ECA has concluded every year since 1994, which was the first year it had to produce
a Statement of Assurance that the accounts are reliable—although criticism has been raised of the
accounting system leading to the reform which was concluded by the installation of a new accounting system
on 1 January 2005.

4. It is therefore not correct to say that for 11 successive years the accounts have not been given a positive
statement of assurance. The qualified Statement of Assurance concerns mainly the underlying transactions.

5. In 2004, the Statement of Assurance was positive for transactions relating to administrative expenditure,
pre-accession aid and that part of agricultural expenditure subject to the Integrated Administration and
Control System (IACS).

6. For other underlying transactions—that part of agricultural expenditure not subject to IACS, structural
measures, internal policies including research, and external actions—the level of errors and irregularities
were too high to enable the Court to issue an unqualified Statement of Assurance.

7. Having clarified the diVerence between accounts and underlying transactions let’s turn to “the fundamental
problems” as to why the Statement of Assurance on the underlying transactions have been qualified for
11 years.

8. Although under Article 274 of the Treaty the Commission is responsible for the implementation of the
budget, it is not itself implementing on a daily basis a substantial part of the budget. The fact that
transactions are financed by the EU budget does not automatically imply that they are also implemented
by EU bodies. The way in which implementation is carried out varies between the diVerent management
systems. “Shared management” (Article 53 of the Financial Regulation) is the model which handles the
most money.

9. All actions under the Common Agricultural Policy and all Structural measures (about 80% of the budget)
are implemented under “shared management”. This means that implementation tasks are delegated to
Member States and that Member States are responsible for the controls on funds in shared management
as described and defined in sector regulations.

10. It is important to note that Member States are free to organise these controls in the way each considers
best, given its institutional and administrative structure. In practice, responsibilities are allocated to a large
number of diVerent bodies reporting to Ministries of the national government or to regional governments.

11. Article 274 of the Treaty requires Member States to cooperate with the Commission to ensure that
appropriations are used in accordance with the principles of sound financial management.

12. However, the Commission does not have suYciently eVective means at its disposal to request assurance
from each Member State that its control responsibilities have been fully shouldered, and in particular that
the risk of error in the underlying transactions is being adequately managed.
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13. The fundamental problem that has led to qualified Statements of Assurance as regards payments in
shared management is, therefore, weaknesses in Member States’ control systems and the absence of
adequate accountability at Member State level.

Are the mechanisms which have been suggested by the Commission to improve management of the budget
appropriate?

14. Not only the Commission but also the Court of Auditors and the Parliament have proposed measures
to improve management and control of the budget.

15. The Court published in March 2004 a proposal for a Community internal control framework.1 This
document together with Parliament’s 2003 discharge resolution inspired the Commission to publish first
its communication on a “roadmap to an integrated internal control framework” in June 20052 which in
January 2006 was followed by its “Action plan towards an integrated internal control framework”.3

16. In its 2003 discharge resolution Parliament put emphasis on what it considers to be the main problem—
weak implementation of control systems in Member States and absence of adequate accountability at
Member State level—and presented a proposal to remedy this fundamental weakness.

17. Parliament took the view that the Commission’s insight into Member States’ management and control
systems could and should be enhanced by an ex-ante Disclosure Statement and an annual ex-post
Declaration of Assurance.

18. The ex-ante Disclosure Statement should confirm that the organisational structures put in place by the
Member State comply with the requirements of Community legislation and are expected to be eVective in
managing the risk of fraud and error in the underlying transactions.

19. The ex-post Declaration of Assurance should take into account the multi-annual dimension in the
accountability process and the multi-annual nature of most Community programmes while at the same
time giving assurance that the control systems have worked eVectively during the year in question.

20. Parliament further proposed that both the ex-ante Disclosure Statement and the ex-post Statement of
Assurance should be signed by each Member State’s highest political and managing authority. As a general
rule, Parliament found that this role would normally be performed by the Finance Minister.

21. Both instruments as well as the political signature were rejected by the Council at its meeting on 8
November 2005. This is obviously a problem for some Member States. However, even if a majority of the
Member States are opposed it is encouraging that the Dutch government has announced that it will present
the results of a study on the feasibility of a national statement on the expenditure of EU funds in the
Netherlands before Summer 2006.

22. The Commission is in favour of the principle of national management declarations at “operational”
level and has included it in the list of 16 actions which should lead to an integrated internal control
framework as proposed by the Court in its Opinion 2/2004.

23. It seems that the proposed actions in the action plan are “appropriate”, but it is not possible to say
if they are adequate. First the actions have to be implemented which is not possible without the active
participation of the Council and the Member States.

Are these mechanisms likely to lead to a positive statement of assurance on a set of accounts by the end
of the tenure of the Barroso Commission?

24. As regards shared management it seems unlikely that the Commission will be able to achieve its results
alone as regards the legality and regularity of the underlying transactions. The active cooperation of Council
and the Member States is required. The speed of reform in this area is mainly in their hands.

Are there further steps which need to be taken?

25. On the basis of the findings of the audit work the Commission already carries out in the Member States
as well as of the quality of the information presented by Member States (including the quality of the
1 Opinion 2/2004 on http://www.eca.eu.int/audit–reports/opinions/docs/2004/04–02en.pdf
2 COM(2005) 252.
3 COM(2006) 009.
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proposed national management declarations) the Commission should produce indicators with which the
quality of Member States’ administrative systems as regards EU accountability can be measured. The results
should be published.

26. Further to this measure the Court of Auditors should include in its observations concerning the
Statement of Assurance an evaluation of the correctness of the information presented by the Commission
and the individual Member States. On this basis it should be evaluated whether progress has been achieved
in each sector and by each Member State.

27. Such a benchmarking would also allow for insight into the complexity of the regulations. If there would
be a low score in the same sector in many Member States it could indicate that legislation was (too) complex.

28. National certifying bodies (CAP and SF):

The Court of Auditors is not convinced that the mandate of these bodies is adequate in so much as they
do not provide direct assurance that the information supplied by claimants and used by paying agencies
to calculate the payment due, is correct and therefore that payments are legal and regular. The certifying
bodies’ mandate, their independence and quality of work should therefore be evaluated.

29. Commission internal control system:

Five years on from the administrative reform, the Commission’s Internal Audit Service concluded in its
2004 Annual Report to the Discharge Authority (COM(2005) 257 page 14):

“Despite important progress in internal control, important weaknesses still exist in areas such as grant
management and tendering, management supervision and ex-post controls. These weaknesses should be
addressed with urgency.”

Therefore, an independent evaluation of the Commission’s internal control system and the role and mandate
of the main actors should be undertaken. At the same time it should be looked at whether the reform has
brought about a more eVective management of EU programmes.

Can lessons be learnt from the accounting procedures and practices in other countries?

30. Yes and no. The European context is in many ways diVerent from national practices. “Shared
management” does not exist in a national context where, on the other hand, the accountability structure
seems to be more direct (and eYcient). It could well be that many EU procedures—ie the discharge
procedure—are cumbersome and relatively ineYcient because they have been “copied” from national
practices and not developed specifically in the European context. However, lessons could perhaps be learnt
from new Member States where “financial management procedures” and “internal control systems” have
been set up from scratch with the assistance of international and professional organisations.

Are the working methods, staffing and organisation of the European Court of Auditors appropriate?

31. It seems evident that if the Court should be invented today it would be very diVerent from what it is
today. A working group of international experts to look at the Court’s mandate, working methods, staYng,
organisation and whether it should have a body of 25 (soon 27) members should be set up.

10 March 2006
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Examination of Witness

Witness: Mr Terry Wynn, Member of the European Parliament, examined.

Q266 Chairman: Good morning. May I begin by
expressing our Chairman’s regrets today. Thank you
also for the written evidence which you submitted to
us earlier, which we found interesting, and about
which we are very anxious to hear from you further.
It may be that you would like to introduce your
colleague, Mr Wynn, for the record, and it may be
that you might like to make an opening statement?
Mr Wynn: Thank you, my Lord Chairman. Mr
Adamsen is from the Secretariat of the Budget
Control Committee in the European Parliament. I
asked if he would come along, not to give evidence
but to nudge me in the ribs if I forgot to say relevant
things, or whatever. I hope that I will be able to give
everything myself, but if there are relevant issues that
I do miss out I hope that he will remind me of them.
Also, we have worked very closely on the 2003
Discharge Report, which was in my name. The only
comment I wish to make is if you would pass on my
best wishes for a speedy recovery and a successful
treatment of your Chairman.

Q267 Chairman: I will. Would you like to make a
statement?
Mr Wynn: I am quite happy to respond to the
questions which are put.

Q268 Chairman: Very broadly, over the 11 years in
which we have had the Declaration of Assurance
System, and during which time the Court of Auditors
has qualified the statement each time, there has been
a lot of attention paid to this publicly, and I would
like to ask you generally why do you think that these
irregularities, which are being identified, are noticed
so much more than those of national departments of
state, such as the Department of Work and Pensions
in this country?
Mr Wynn: In the first instance the Department of
Work and Pensions probably has a bigger budget
than the European Union. Even so when the Court of
Auditors’ report is presented, it will make page one of
British newspapers, whereas the National Audit
OYce’s report on any department here will make
page 5 at best and will be forgotten the day after. For
whatever reason the annual report of the Court of
Auditors is eagerly awaited by a Euro-sceptic Press
and those who are anti-European, if I am being
honest. I hope I am not sounding too paranoid about
this, my Lord Chairman, but the example I always
remember is 11 years ago when the first DAS report
was published by the Court, it was about four weeks
before Norway had its referendum on whether it
should join the European Union or not, and the
headlines throughout were, “Three billion fraud in
the Union”. Of course, it was not three billion fraud,

it was about the Statement of Assurance, it was about
the underlying transactions—it was not about the
accounts—and yet those headlines were spread
across Europe. I am still convinced that that aVected
the Norwegian referendum, which was very, very
narrowly lost. No matter what you try to say about
the accounts, those who want to knock the European
Union will always be able to use the annual report of
the Court of Auditors, the problem being that the
budget of the European Union is a complex issue,
and unless you understand it it is pretty diYcult to try
and explain it in simple terms. That is what I have
tried to do with some of the information that I have
printed and in fact is on my website. Unfortunately
only those who want to read it will read it.

Q269 Chairman: Do you think that it was perhaps
an error to require the Court of Auditors to give a
global Statement of Assurance?
Mr Wynn: It was the Treaty of Maastricht which
actually said that they had to give a Statement of
Assurance. It did not outline the methodology, but
the Court decided to go along to give this global
statement. Over the years we have always asked—we
being the Budget Control Committee—the Court,
“Why can you not give a segmental DAS, why can
you not give us a breakdown of the Member States or
of the diVerent areas like agriculture, structural funds
or whatever?” Their answer has always been,
“Because that is not what we have been asked to do;
we have been asked to give a Statement of Assurance
on the budget, as a whole, of the European Union;
consequently, that is what we are doing.” Having
said that, it was interesting that in the 2004
Discharge—I think it was the 2004 Discharge—
where they actually began that move, when they said
that as far as administration expenditure was
concerned, there was a positive Statement of
Assurance, and on that section of agriculture, which
was 60-something per cent, which used the IACS
control system, that also had a clear, positive
Statement of Assurance. That was the first time that
they had ever done it and we would hope that they
could actually broaden that out in the future; but
whether they will remains to be seen.

Q270 Lord Cobbold: My question follows on from
what you have just said because you say in your
written evidence that the Court of Auditors really has
two functions: one to test the reliability of the
accounts and the irregularity underlying transactions
and, as you have just said, it seems to me it would be
very important to split this into at least two separate
factors because the fact that it is much more diYcult
to get agreement on the underlying transactions than
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it is on the accounts gives bad publicity to Europe, as
you said at the beginning. If it can be separated in a
proper, finite audit of the accounting system then
that would be a very good PR for Europe.
Mr Wynn: It would and I am sure that when the
Court set out on this course 11 years ago they
expected a lot of help from national audit
institutions, and that has not been forthcoming.
Hence this is the crux of the matter, this is the
weakness in the system. If the European Court of
Auditors were to audit the European Union
accounts, as we would all like them to do so, they
would need an army of accountants to do that. They
do not have that and it is very unlikely that anybody
is ever going to give them the money to stack up to
those levels. Consequently, they need the Member
States to do the work within the Member States and
that is just not happening, and it is not happening for
a variety of reasons. One, it was an assumption by the
Court, I think, in those early years, that national
audit bodies would give that information; but
secondly I think there is a fear by the equivalent of the
National Audit OYce—not only in the UK but in
other Member States—that this would be seen as a
takeover by the European Court of Auditors. There
is not that much respect for the ECA in a lot of
Member States, if I am being honest. There is a lot of
suspicion and a lot of—I am trying to choose my
words carefully—mistrust I think that a lot of the
Member States, when the DAS first came out, saw
that the ECA had a vision that they would be the
supreme audit institution with the Member States
reporting to them. I think that is what the Member
States’ auditing institutions have tried to avoid—and
have avoided—and what we have to overcome is that
fear. I actually addressed the annual gathering of the
Supreme Audit Institutions and the European Court
of Auditors and those from Bulgaria, Romania and
Turkey in Stockholm in December. I tried to alleviate
their fears. Parliament has never called for this and
the Commission has never called for it, but unless we
get those bodies working in a cohesive way with the
European Court of Auditors you will never get
anything resembling a positive Statement of
Assurance, and you will never get the European
Union accounts audited as they should be. That is my
honest feeling.

Q271 Lord Cobbold: You said that the Court of
Auditors does not have suYcient staV merely to do
the accounts of the Commission.
Mr Wynn: The Commission is the body that makes
the money available. The Commission is not the body
that administers most of those funds. So when you
say what the Commission does, if the Court were to
monitor every euro that went down to local level they
would need an army of auditors, that is what I am
saying.

Q272 Lord Cobbold: Just the central account. One
hears rumours of irregularities, ineYciencies in the
actual processes, the systems within the European
Commission in Brussels. That is a slightly separate
issue from money flowing down to—
Mr Wynn: I am happy to touch on that but that is
covered in one of your later questions, but if you
want me to cover it now I can do.
Chairman: We will come back to that. Lord Jordan.

Q273 Lord Jordan: Could you expand a little on this
idea which does not ring true to non-auditors. That
you can have a unqualified Statement of Assurance
yet have poor and non-true underlying transactions.
To the non-auditor that would sound as though all
the sums underneath do not add up, but when you
come to the total it can suddenly can be right.
Mr Wynn: In fairness, what the Court says is that first
of all the accounts themselves—I would not say there
is not a problem with the accounts—get a positive
statement, the accounts in general, with reservations
on some certain aspects—and I will find the exact
wording in my report. The Court also says that as far
as revenue is concerned—that is the money that
comes in—they get a positive Statement of
Assurance. They also say that on commitments—
because the European Union budget works on
commitments and payments—they get a positive
Statement of Assurance. What they do say is that
they are not satisfied about the legality and regularity
of the underlying transactions on payments, 80-plus
per cent of which is administered by the Member
States. They talk about the reliability of the accounts.
The accounts themselves, from the Court of
Auditors’ point of view, with some corrections which
they have asked to be made in recent years and which
were fully implemented on 1 January 2005, are not
the problem. It is what happens within the Member
States mainly—and it is not as though the
Commission is perfect and has no faults, there are
weaknesses and we will come back to that later, my
Lord Chairman, when we come to that question. One
of the questions that I posed to the Commission in my
2003 Discharge Report was: if after 11 years we have
had this problem of these underlying transactions,
then how can you say that the accounts are reliable?
They do, and we have not had a reply from them—
we have not had a written reply from them, we had an
oral statement, which I still do not understand even
now.

Q274 Lord Jordan: It has been suggested strongly
that the individual States should in fact have their
underlying transactions verified and you said that
this would take an army to do this. Why would that
be the case if it is only the Commission’s money that
they are chasing, following the trail? Why would it
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take an army? You say an army, exactly how much is
that? Is it feasible that such a force could be raised?
Mr Wynn: You now have 25 Member States; you
probably will have 27 Member States; you have a
budget of ƒ110 billion and if you are trying to
monitor every single euro you cannot do it with
about 400 auditors right now, that is what I am trying
to say.

Q275 Lord Jordan: Would it ever be possible?
Mr Wynn: You do not need the Court of Auditors to
expand their staYng if the Member States’ audit
institutions played their role in it; that is what I am
trying to say.

Q276 Lord Jordan: So you would be giving the
Member States’ national audit the role of checking?
Mr Wynn: Absolutely. There are literally millions of
final beneficiaries.

Q277 Lord Jordan: Who checks the checkers? That
is what people would say with some States.
Mr Wynn: One of the contentious things that I said is
that when it comes to a Member State the final
responsibility should be with the relevant finance
minister. That has gone down like a lead balloon, I
have to say, amongst the Member States. For some
Member States, such as The Netherlands, that is not
a problem, it would be the Minister of Finance who
actually signed oV those audited accounts, the
European Union accounts, but for some Members—

Q278 Chairman: If I could just ask you this?
Maastricht provided for joint audit specifically and
that has not happened. I am trying to ask you if it is
not just because of the attitude of the Member States
but because the Commission itself is being diYcult.
Mr Wynn: Article 274 of the Treaty spells out whose
responsibility it is, and the first part of Article 274
stresses what the Commission’s responsibility is. The
second part of that Article lays a responsibility on the
Member States. What is happening is that the
Member States are not adhering to that second part;
too many of them will say that it is the Commission’s
job to monitor. I can give a good recent example of
that. The UK Presidency held a two-day hearing in
Brussels on this very issue, prompted by the 2003
Discharge Report, but unfortunately it was attended
mainly by—I was going to say by civil servants, but
there were no politicians there, they were either civil
servants or from the audit oYces. There was a
groundswell starting with the French, the Germans
and the Spanish, who did not want to see any changes
whatsoever or any talk of a move of responsibility to
the Member States. Within the new Inter-
Institutional Agreement for the new Financial
Perspective we have a paragraph, paragraph 44,
which says that there has to be some kind of national

declaration from the Member States. We had the
Spanish delegation getting signatures from, I think,
at least six other Member States saying that they
would not abide by this—I can leave this for you for
your records, Chairman. The reality is that the
Council have agreed an inter-institutional agreement
which talks about the Member States giving—it does
not use the word “Statement of Assurance”—
statements about the way they are spending
European Union funds, and we had six or seven
Member States saying that they would not abide by
this, which leaves us in something of a dilemma.

Q279 Lord Kerr of Kinlochard: One can see that in
respect of the part of the budget which is in practice
implemented by Member States considerations of
subsidiarity do come in and must be balanced or to
be weighed against considerations of accountability.
You have described in your very helpful written
evidence, Mr Wynn, the Parliament’s proposal for
constructing that balance with your two-part
system—with an advance declaration about systems
and a subsequent Declaration of Assurance. The
proposal is, as you say, not wonderfully popular, it
seems, with some Member States. But could you, for
our record, give us a succinct summary of the
proposed system, and why do you think that it is not
rather complex? Could you also address the question
of why it has to be a supreme political authority like
the Finance Minister that signs oV? You know that in
some Member States, like this one, the accounts are
signed for each Department in Whitehall by the
accounting oYcer, who is a civil servant. If the
accounts raise questions in the National Audit OYce,
the Comptroller and Auditor General cross-
examines the Permanent Secretary and brings him in
front of the Public Accounts Committee. Ministers
are not directly involved in that process. Following
that analogy—and our system seems to work quite
well here—one might envisage a system of certifying
Courts of Audit, Cours des Comptes, in the Member
States, certifying that they have suYcient authority
and are independent, rather than the alternative of
politicising the process by insisting that a Finance
Minister sign oV. Could you explain why you have
not gone that way?
Mr Wynn: If I can take the second part first? If I have
one regret about the 2003 Discharge Report it is the
fact that I included the statement asking for a
political signature. That scared more people oV than
any other single issue. I saw it as one of those
negotiating ploys that we could use with the Council
to say, “Okay, we do not need it, we will go
for whatever suits your national systems.”
Unfortunately it did not work like that and too many
have seen it as being a rigid demand for a particular
signature. I recognise in each of the 25 Member States
that people do things diVerently. The reason why the
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Spanish and the Germans have such an antipathy
towards this process is because of their regional
governments because they have a lot of autonomy
within their regions and they would want to be
responsible. Quite frankly, that would not matter to
me. If we had 20 diVerent statements from Germany
or Spain or whatever, fine, as long as someone is
taking the responsibility for that and actually saying
to the European Union, to the Commission, “We are
happy that this money has been spent correctly and
here is a Statement of Assurance from us to say that.”
You ask how the system would work, and it is
twofold. One would be a Disclosure Statement in the
first instance, which would say to each Member State,
“We want to be assured that your control systems are
as they should be”. Therefore the managing
authority in the Member State would have to give a
description of their control systems for European
Union funds; they would have to give an assurance
that they could be assessed eVectively. You would
have to have some kind of audit on that system, the
fact that it was okay. What it is trying to establish is
that there are systems in place for actually controlling
the money when it is within the Member States—that
would be the first one—and it could be reviewed and
if it was not working it could be corrected.

Q280 Lord Kerr of Kinlochard: That seems to me to
be eminently a ministerial responsibility, to respond
to the legislation by certifying that systems were in
place, and I understand that part. My concern is over
why you have insisted, in the second part of the
process, on again politicising and insisting that a
senior Finance Minister should be the signatory,
rather than the Cours des Comptes.
Mr Wynn: Hopefully I have corrected that. As I say,
if there was one mistake that was in the report it was
that. I recognised then that it was used as a political
tactic with the Council, which just did not work.

Q281 Lord Kerr of Kinlochard: So you think that the
European Parliament might be ready to settle for the
second part, the ex post Declaration of Assurance,
coming from the National Audit Authority?
Mr Wynn: Yes. I certainly would, because right now
we have nothing and we are not likely to get—I
should not say we are not likely to get it, that is the
pessimistic approach, but right now we do not have
anything. If it were to come from the equivalent of
the National Audit OYce that is a major step forward
and that would be welcomed and I would not have a
probably with that. But in some Member States, of
course, it would be a politician who did it, and I quote
the example of The Netherlands again.

Q282 Lord Kerr of Kinlochard: If one went that way
it would clearly be very desirable to keep an eye on
Courts of Audit, national Courts of Audit. The

oYcial certification of the system, the political act by
the Member State saying that it had a suYcient
system, probably ought also to be scrutinised by
somebody. Do you see a role for the European Court
of Audit, as the consultant that keeps an eye on the
national Courts of Audit and gives some kind of
certificate to the Council, Commission and
Parliament, that a suYcient system has indeed been
introduced in the country in question?
Mr Wynn: I think if I said yes to that that would put
the frighteners up every single national audit body
within the Member States. As I said before, a lot of
them do not trust the European Court of Auditors,
and they certainly do not want to see the Court as
being an authorising body over them. Each supreme
audit institution has its own independence, and it
would see that approach, I think, as losing part of
that independence to the European Court of
Auditors. But I think we have to find a system that
says, “This is or is not being done correctly, but we
are working within systems.” For all that they have
their autonomy and their independence and their
independence cannot ignore what is going on around
them and I think that they have to realise, as does the
European Court of Auditors have to realise, as does
the European Parliament, that to get something
along these lines would need agreement rather than
imposition. I think that is the line I would try to go
down, because of the uncertainties and the fears that
I have heard expressed from national audit bodies.

Q283 Lord Blackwell: Mr Wynn, I would like to
move on in a minute to the internal control system,
but can I ask first ask a follow-up on this area? I have
a lot of sympathy with the view that expenditure
controls within national government, within national
countries cannot be better than they are for their own
expenditure—the EU cannot force countries to
operate better controls than they operate over their
own spending, and that is their business. But is there
not a case for saying, since what we are talking about
here is money raised from taxpayers in other
countries to be spent, that the Commission should
simply take a view that unless a country can satisfy
the Commission that it has eVective controls that
budgets should simply be withheld and the money
should not be given to any country that cannot satisfy
the Commission?
Mr Wynn: Personally I have no problem with that
but unfortunately the Treaty does not say that, nor
does the Financial Regulation. However the
European Parliament, the Budgetary Control
Committee has said on many occasions—I am not
too sure we have put it in a report—that if there are
concerns about the way the money is being spent, if it
is being misappropriated then money should not be
paid to that Member State. I have no problem with
that. In fact, one of your questions speaks about



3458082013 Page Type [O] 08-11-06 22:35:10 Pag Table: LOENEW PPSysB Unit: PAG4

77financial management and fraud in the european union: evidence

27 June 2006 Mr Terry Wynn

sanctions—should the European Union have the
right to sanction Member States who do not apply to
this Declaration of the Statement of Assurance? And
the easiest sanction is to do exactly what you have
said, “That if you cannot supply the information, if
you cannot convince us that the money is being spent
correctly and being monitored correctly, then why
should we hand the money over?”

Q284 Lord Blackwell: But that need a change to
the Treaty.
Mr Wynn: It would need a change to the Financial
Regulation and also the Treaty.

Q285 Lord Blackwell: Can I move on to the internal
control system. I think you recognise that even if you
think the major problem is out in the nations there
are still weakness, and potentially following the
administrative reforms, those weaknesses do still
exist and they have been exacerbated. I guess for us
the question is: is talking about the problems in the
Member States to some extent a diversion from
addressing real problems that do exist in the centre?
And one extreme is, you will well know, Marta
Andreasen, formerly the Commission’s Chief
Accountant, at the time making severe criticisms and
was indeed suspended as a result of these. This raises
at least the concern that the Commission may not
want to look openly at what is going on in its own
backyard. You talk about the possibility of an
independent review. Against that background how
could one go about having an independent review
that was suYciently independent to give everyone the
confidence that things were not being covered over
and that irregularities were being brought to light?
Mr Wynn: First of all, I am not going to speak about
Mrs Andreasen. That is one point. I have a lot of
comments I could make but I certainly will not. Let
us be clear where the Commission has started from
and where it is at now. The reforms, which are known
as the Kinnock Reforms, were fundamental in
changing systems and attitudes within the European
Commission. The European Commission is a
bureaucracy like any other bureaucracy and within
that bureaucracy there are internal politics—within
the civil servants, I mean. I think what Commissioner
Kinnock achieved what was then achievable, if that
makes sense? This super tanker that had to be turned
around, which everybody talks about, was actually
turned around and probably turned round 178
degrees rather than 180 degrees. However at least
those things that were politically achievable within
the Commission were achieved, in spite of the
resistance from many quarters. I think what we have
to do is to continue those reforms. I do not criticise
the Kinnock Reforms, I welcome them. I am not
saying that just because I am a member of the same
party but someone who has lived for 17 years with the

European Union budget and I was actually glad to
see those reforms in place. Having said that, if you
read the reports of the Commission’s own internal
audit service—never mind the Court of Audit or
anybody else—they are still critical of what is
happening within the Commission. One of the
reasons is that whilst power for spending has been
taken from the centre and devolved to the periphery,
the control side of that is still not centralised and
there is no one who has that main responsibility of the
control aspect of 39 diVerent Director Generals. That
is where the reforms still have to be continued and put
in place. I think within the Commission the internal
audit service under its previous Director, Mr Muis,
and under the present one, Walter DeVaa, they are
doing a very good job and actually highlighting some
specific weaknesses that still remain within the
Commission’s structures. So those do need to be put
right. Interestingly, when the European Parliament
in its 2004 discharge, which it voted on this year, was
talking about an internal audit service, it asked the
European Court of Auditors to give it a report back
within two months and that two months is actually
today, from 27 April when the discharge was voted—
so two months on we are still awaiting from the
European Court of Auditors for their opinion as to
whether they would be prepared to do some kind of
internal audit service on the Commission.

Q286 Lord Blackwell: From your own experience do
you think the issues are that there are not eVective
control procedures and systems or that the control
procedures and systems are not always applied?
Mr Wynn: I think we still need more. We still need to
better the existing systems. To say that they are not
applied—there are, because the internal audit
services, there are weakness within the systems, so if
I read that literally then there must be some that are
not being applied. I am not trying to dodge the issue;
I am not trying to defend the Commission.

Q287 Chairman: I wonder if you would like to
exemplify some of those weaknesses that you see?
Mr Wynn: I have a comment from the latest internal
audit service somewhere, which says: “The internal
audit conclusions”—this is 2005—“show that the
Commission’s services have made considerable
progress in internal control. However, these audits
also identified major remaining weaknesses in the
design and the set-up of control systems and in the
eVective implementation of standards and controls.
Examples include . . .”—and I hope this is what you
are looking for, my Lord Chairman—“. . . the proper
set-up of financial circuits, segregation of
functions”—and that is what I have said before about
what is on the periphery and what is in the centre—
“risk analyses, supervision and the respect of control
and documentation requirements in contract and



3458082013 Page Type [E] 08-11-06 22:35:10 Pag Table: LOENEW PPSysB Unit: PAG4

78 financial management and fraud in the european union: evidence

27 June 2006 Mr Terry Wynn

grant management, information, security and
business continuity and IT management and
planning.” So those are remaining weaknesses within
the Commission, which is a long way from being
perfect. But at least something can be done about
those; those are achievable. The fact that they have
been identified, they can be rectified. What we cannot
do is anything about the Member States unless the
Member States agree to do something.

Q288 Lord Blackwell: Do you think there is a will to
do something about this?
Mr Wynn: In the Commission?

Q289 Lord Blackwell: Yes.
Mr Wynn: If there is reluctance within the
Commission the European Parliament has the right,
as one half of a budgetary authority, to put pressure
on the Commission to do something. I am saying that
we could restrict monies to certain areas, or
whatever; we have done it before in the past to make
the Commission at least be aware of what we are
thinking about. You cannot run away from
statements like that, from the Commission’s own
internal audit service, and pretend nothing is
happening, and that is why we think it would be a
good idea if the European Court of Auditors as an
independent body could actually give an overview on
what it thinks.

Q290 Lord Inglewood: Staying on the same area
which Lord Blackwell has been talking about, we
have heard evidence from those who are deeply
critical of the internal workings of the Commission
who have said—and I paraphrase, but I think it may
well have been used by them—that “The Commission
as a whole has a culture of corruption.” You have
been talking about what goes on in the Commission
and it seems to me that in terms of financial control
it is a tripartite, ultimately, set of arrangements. First
of all you need what I call the bookkeeping systems
end of it to be signed oV; secondly, you need to have
a sound system of internal audit; and thirdly, as a
result of an external audit, you need to have an
appropriate set of arrangements which deal with
things when they go wrong, which I think ultimately
takes us to OLAF. You have accurately and fairly
pointed out that we think that there are a series of
weaknesses within that chain, but the real question is
how serious in the overall scheme of things are those
weaknesses? A “culture of corruption” is a pretty
emotive and pretty damning epithet. Is it like that or
is that in fact simply spin by someone who is a
polemicist?
Mr Wynn: In the 17 years that I have been a member
of the European Parliament my opinion is that like
any organisation the vast majority of people within it
are decent, honest people who want to do the job. To

use a phrase like “culture of corruption” I find quite
frightening. It is totally exaggerated and the only type
of people who use that are the type of people who
want to do a lot of harm to a lot of honest, decent
people. From your own experiences, Lord
Inglewood, you would know that for a lot of the
people that you had to work with, whilst there were
criticisms from outside, their integrity was beyond
question. I have to say that the oYcials that I have
always had to work with, even from the
Commission—and it is not my job to defend the
Commission, it is our job to keep the Commission
accountable—there are very few and I cannot bring
any immediately to mind—where I could say that I
have seen a culture of corruption within the
Commission. To those who make those statements, I
think you would have to say, “Give us the evidence,
name names and say exactly who you are talking
about.” It is easy to throw out statements like that,
but without giving facts and backing up that evidence
I do not think it really stands a great test.

Q291 Lord Inglewood: The second question I would
like to put to you is one that you have just touched on
before, and really to ask you whether you think that
the Council of the Ministers is taking this whole area
seriously enough? You have told us a lot about the
Court of Auditors, about the Commission, but
throughout the whole of the time we have been
looking into this topic there seems to be a noticeable
silence about the contribution, it seems to me, of the
Council of Ministers, who, after all, are ultimately
the paramount political force in the European
Union. Do you have any views about the seriousness
or lack of seriousness that they are taking in these
subjects?
Mr Wynn: If I had any hair to pull out I would be
pulling it all the time on this very issue. You have hit
the nail on the head. The Council are not particularly
interested—and I say the “Council” as a collegiate
body; some Member States are better than others.
The UK, I think, would go along with what we are
asking for; the Danes, the Dutch, the Finns, the
Hungarians—quite a few Member States would
actually go along with what we are asking for—but
the Council will never agree in its totality to what we
have been asking for. They have been dragged
kicking and screaming to agree this paragraph 44 in
the new Inter-Institutional Agreement, and even
when that is signed you have half a dozen Member
States saying that they are not going to abide by it,
and we have a serious problem. I could never
understand—and maybe Lord Kerr could enlighten
me on this—in the drafting of the Constitution why
the Court of Auditors was omitted because one of the
problems is the way that the Court of Auditors is
structured is also part of the problem. I could never
understand why in the Constitution it was omitted,
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that nothing was ever suggested about changes
within the way the Court of Auditors operates.
Budgetary and control seemed to be an issue that was
not on the agenda for a lot of people.

Q292 Lord Inglewood: Do you have any idea why
those Member States, are apparently uninterested,
are not prepared to engage on this topic, what the
underlying rationale for it is? You have mentioned
the problem about genuinely federal states with
divided constitutional responsibilities and I can
understand you can get round that problem, but it
goes more deeply than that, does it not? Do you have
any understanding of what the real sticking point in
their minds was on this topic?
Mr Wynn: Without sounding flippant—and I am
conscious of Lord Kerr’s presence—“Yes, Minister”
is alive and well and kicking. I have dealt with a lot of
Finance Ministers over the years: when I was
Chairman of the Budget Committee I dealt with 10
diVerent ones in direct negotiation. However in all
my dealings with British Treasury Ministers that
have had to come over the reality is that those
Ministers have their own portfolios in their Member
States, which they have to do something about. They
are sent to Brussels for one or two days maximum
and all of a sudden they are supposed to be an expert
on the European Union budget, and they are up
against—dare I say it—people like me who live and
breathe the European Union budget. All they can do
is rely on the expertise and the advice that they get
from their civil servants. The politicians are not
making the decisions on this. There is a feeling within
the Permanent Representatives that this is not a good
idea, certainly in a two-day hearing. I repeat, the two
great fears that came out of the hearing that the UK
Presidency held along with the Commission, one
came from the national audit institutions, which had
this fear of being taken over, subsumed or whatever,
by the European Court of Auditors; the other
certainly was that those Member States did not want
a Statement of Assurance to be given by any political
authority—this is not the role of the politicians this is
the role of the National Audit OYce, or whoever—
and then of course we have the likes of Spain and
Germany who, because of their federal structures,
did not want anything changed. Their argument is
clear: that existing provisions under the structural
funds, under the common agricultural policy are
suYcient to monitor and control European Union
money. If that were the case then we would get a
positive DAS every year unless the funds are being
spent so abysmally badly.

Q293 Lord Inglewood: Would it be a fair comment—
and it may well be an unfair comment—to say that
any Member State which is a net beneficiary, as long
as it remains a net beneficiary, is a bit casual about

the financial procedures involved because they are
winning come what may?
Mr Wynn: I cannot answer that.

Q294 Lord Kerr of Kinlochard: There is of course the
disallowance procedure. The question I was going to
ask was to take you back to the area in which Lord
Blackwell and Lord Inglewood took you a moment
ago, internal to the Commission. Your colleague, Mr
Ashley Mote, giving evidence to us, told us that there
was a fundamental weakness in the administrative
structure of the Commission in that the Director
Generals have enormous powers of decision-making
but their financial staV, including their internal
auditors, answer only to them. I do not recall that.
Can you comment on that? I thought that internal
audit staV throughout the Commission, though
correctly embedded because they should be having a
look at the Directorate Generals’ accounts, also are
members of the internal audit service and report to
the head of that service. So I had thought it was
precisely the same as in Whitehall, where one’s
financial staV report to the boss, the Minister or the
Permanent Secretary of the Department, but also, as
financial staV, their papers are seen by the National
Audit OYce.
Mr Wynn: Part of the reform was to make sure that
within each Directorate General there was someone
doing the monitoring, the auditing, and that is where
that comes from. However, that the likes of the
present Director of the Internal Audit Commission,
Mr DeVaa, is responsible to individual DGs is not the
case. The internal audit service is there for that, but
each Directorate General has its own internal
auditors, for want of a phrase.

Q295 Lord Kerr of Kinlochard: They owe a
responsibility to the head of the audit service as well
as the Director General, in whose bit of the
Commission they are working?
Mr Wynn: I would have to check on that, Lord Kerr.
I would assume yes but I would have to check on that.
I would think the answer is yes. But that Director
General is then responsible for making his or her
Statement of Assurance, hence that is why they need
that advice. It is up to that individual Director
General to say, “I am satisfied that the accounts I am
dealing with are correct,” and he has to get his
information from somewhere, hence for having
someone who is doing the budget control within his
directorate.

Q296 Chairman: The Commission is supposed to
produce an annual synthesis report.
Mr Wynn: Yes.

Q297 Chairman: Does it cover this point, or could it?
Could it play a greater role?
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Mr Wynn: It could do and it should do, but the
synthesis report should be turned into something
more than it is. What we have been asking for from
the Parliament is that the synthesis report should, in
eVect, become the Statement of Assurance from the
Commission. In fact I think in my report I said that
the Secretary General should then sign that oV, but
the then Secretary General was not very keen on that,
his argument being that, “I am getting 39 diVerent
DGs saying this is correct; am I going to say it is not
correct?” That is what you are being paid to do, but
the then Secretary General was not keen to be signing
oV the Statement of Assurance, which is to turn the
synthesis report into the Statement of Assurance. I do
not know what the new Director General’s attitude
is—I am not quite sure.

Q298 Lord Watson of Richmond: Mr Wynn, my
apologies for arriving late. First of all, if I may pick
up on your last statement, and declare an interest
having worked in the Commission for four years,
how urgent do you think it is to try and persuade the
new people involved that this synthesis report could
indeed be turned into a Statement of Assurance
because the weakness in the structure, as it exists at
the moment—and I sense your frustration—is that at
the end of the day you have a Director General
getting the reports from his directors and his heads of
division against the execution of the budget, and
unless he is really willing to dive in in detail an awful
lot of that is just going to be accepted, and he then
passes it to the next stage up where there is even
greater disincentive not to get further detail. So I
would be interested whether, from the perspective of
the European Parliament, you really feel you can
take this further?
Mr Wynn: I will come back to the politics of the
Commission again, and you will be well aware of how
they operate. If we could get the present synthesis
report into this Statement of Assurance that would
help the Court of Auditors tremendously, if the
Court could see that the Commission were saying
this, and I think it would help the Court’s work
tremendously and help towards getting a positive
DAS.

Q299 Lord Watson of Richmond: It would flag up the
things that needed to be investigated.
Mr Wynn: That is exactly what it would need to do
because it is not just about saying everything is
perfect, everything is 100 per cent correct, it is
actually a statement saying, “Look, we recognise a
weakness in these areas, this is what needs to be
done”. At least we, as part of the budgetary
authority, would also be more aware of what needs to
be done. We did make a recommendation that the
accounting oYcer should actually sign oV the
accounts—this is Mrs Andreasen’s complaint,

nobody ever signed oV the accounts—and we put in
the 2003 Discharge Report that the accounting
oYcer should be the Chief Financial OYcer and he
should therefore sign oV the accounts, rather than the
addendum that comes with the accounts because the
accounts are signed oV by the Commission as a
collegiate body, but that we should give the
responsibility to one person. Believe me, the
resistance from the Commission on that one
recommendation, which I think from a political point
of view would have solved a lot of problems—a lot of
problems—was bitterly resisted. We still have to see
how it is going to pan out even now because whilst the
Commission has given us an assurance that the
accounting oYcer will sign oV these accounts we have
not seen it done yet and we are still not sure what he
is going to sign oV. So we watch this with great
expectation.

Q300 Lord Watson of Richmond: It is surely
extremely important in reputation terms as well
because if, as you are arguing, we are not dealing with
a culture of corruption the likelihood, given human
nature, is that what we are actually dealing with is a
culture of partial competence; not everybody is going
to be totally competent, and they are not, of course,
and that is where things can develop and grow. So
this would be a very important step. May I, Mr
Chairman, ask one further question? I sense that
your frustration, however, is not principally focused
on the Commission but on the Council of Ministers
and the Member States. You were talking about the
sanctions that could be applied to Member States,
and I believe I am right in saying that Greece, last
year, had to return ƒ500 million to the Commission
because they had been misspent. I am interested in
the sanction that was applied to achieve that end, and
I wonder if you could clarify that?
Mr Wynn: Lord Kerr touched on this before. The
clearest of the accounting systems is in agriculture: it
has a good mechanism and a mechanism that works,
so a lot of the monies that are paid out incorrectly—
not necessarily fraudulently but incorrectly or
incompetently—can actually be clawed back, and are
clawed back. In the case of Greece they have been
criticised for the last 11 years for not even having land
registries. It is the one Member State that does not
have land registries, which makes it pretty diYcult
when you are trying to make payments on
agriculture.

Q301 Chairman: I wonder how we could reconcile
your statement about the reluctance of the
Commission on the signing oV with your earlier
statement about the fundamental change in the
culture and the behaviour of the Commission
following the Kinnock Reforms? Is this not slightly
denting that happy image?
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Mr Wynn: I did say that the then Commissioner
Kinnock had a major battle to bring about changes.
We now have a new Commission but we still have the
same Director Generals and those people in place,
who would be quite happy to see step-backs in some
of those reforms, I have to say. But I think there
is a willingness amongst some of the new
Commissioners, and Commissioner Kallas, who is
responsible for budgetary control issues, I think is
worthy of support in trying to change the systems and
make the systems better. However Commissioner
Kallas, is responsible for budgetary control and of
course not for budgets. It is budgets where some of
the resistance is actually coming from.

Q302 Lord Steinberg: I have been listening with
great interest not only to you but to other witnesses
who all seem to highlight the same kind of problems
that exist. One of the first things I want to suggest to
you is that I do not know how many tens of millions
or hundreds of millions of businesses there are in
Europe, but every business has to file audited annual
accounts, and here in Britain I think it becomes a
punishable oVence if you do not file them after eight
months. We have in the European Union no signed
oV accounts for 11 years, so it is no wonder that
everybody believes that there is a culture of
corruption because the mere fact of that would
suggest it. That is a statement I am making with
which you may or may not agree. I am now going to
go on and ask you about fraud. Fraud can happen in
a number of diVerent ways, as I am sure you now, but
I am particularly concerned that you mentioned
Commissioner Kallas. When he was here with us I
asked him how many prosecutions had been made
through OLAF and how many investigations there
were that were ongoing. He told me that there had
been no prosecutions and he was going to write to us
and let us know how many investigations were
pending. All this collaged very much words like
irregularities, incompetence and ineYciencies. If each
of those happens once one can get away with it but if
it happens more than once then one has to say that an
irregularity on two or three occasions becomes fraud.
It is the same thing with incompetence: if the
incompetence is a serious thing the person or
department should be kicked. IneYciencies have the
same result as well. So my question to you is that
although the Commission says it is only losing a
comparatively small amount of money the general
impression that I am getting is that the situation is
much worse, and we have heard from a number of
people. I know exactly what you have said and what
you are trying to do, but it is an unwieldy beast which
is yet to be brought under control. What we are
desperately trying to find a way of is to bring it under
control. I have no doubt that the UK operates its
systems as well as is humanly possible but I do know

that some of the countries you have mentioned are
the complete opposite and they are well known for
being corrupt states, whether they blame it on federal
items or not. Is it not about time that we started
to take a proper stick to frauds, continuing
ineYciencies, continuing incompetence and
continuing irregularities, to try and clean up the
image, which is where I started at the beginning?
Mr Wynn: There are two sections to the question and
this may take some time, my Lord Chairman. One, to
say that the accounts have not been signed oV for the
past 11 years is not a true statement. It depends
whose argument you are using; if you are using Mrs
Andreasen’s then you may say that. The fact is that
the Court of Auditors say that the accounts
themselves are not the problem as far as the Court of
Auditors are concerned. If we talk about the signing
oV, the reason I put in my report that the Chief
Accounting OYcer should sign oV was to kill this
very myth; it is the fact that the signing oV is done by
the Commission as a collegiate body. So to say they
have not been signed oV for 11 years is not an
accurate statement, but it is a perception that
everyone has and that, quite frankly, is what people
remember. People do not react to reality but their
perception of reality, and if the perception is that
these accounts have not been signed oV for 11 years
the EU has a problem, it really does. On the second
one about irregularities and prosecutions, first of all
prosecutions are a matter for the Member States. One
of your questions, which has not been asked, is
whether OLAF should have the right to prosecute, or
whatever. Right now the prosecutions are a matter
for the Member States, so if no prosecutions are
being done it is a matter for the Member States. But
also the fact that the DAS—and we come back to the
very beginning, Lord Chairman, when you raised this
issue—is not segmental means that when we get the
annual Court of Auditors’ report each year it does
not say which Member States are the worst culprits;
it does not say which sections, apart from this very
recent one, have the worst records, and the Court
should be able to do that, and until we get that
information we cannot act specifically on it.

Q303 Lord Steinberg: I think my colleagues round the
table have a pretty clear idea of which countries have
irregularities.
Mr Wynn: But let me give you one example—it is an
example which I quoted in the booklet that I did—and
it is a UK example which goes back to 1994. It was of
a farmer who was raising cattle and there was a
premium to be paid if you raised cattle extensively—
that is free range cows to me and you—rather than
being fed in sheds. So if you were feeding them on
grass you got an extra premium, but to get the extra
premium I think you had to have 15 hectares of land.
He made his application to MAFF, which was the
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paying agency, and he put in his application that he
had 15.1 hectares of land and therefore MAFF paid
him his money. The Court of Auditors came along and
they were doing spot checks—15.1 looks close but
check it—and it was too close a call so they got a firm
of surveyors in with their little wheels, or whatever,
and they got 14.9 hectares of land. Therefore the
money should not have been paid and therefore that
amount went into the pot, which was then
extrapolated, which is where we got this 3 billion fraud
in the headlines for the 1994 discharge. Two questions
arise from that. One: was that fraud? Two: was it the
Commission’s responsibility. It was an irregularity
rather than fraud and, as far as the Court is concerned,
yes, it is the Commission’s responsibility because they
have to monitor every euro. The point I am trying to
make is that the UK authorities should have been
keeping their eyes on that and we would not have got
into that type of situation.

Q304 Lord Steinberg: But if the money is being
distributed by the European Union, which is the case,
they should show a much greater degree of interest in
what each Member State is doing and that does not
appear to be happening.
Mr Wynn: We come back to the army of auditors then.

Q305 Lord Jordan: I for one am very grateful, you
have identified what you see as a number of
deficiencies in the system and you have pointed
towards the number of reforms, and we know the
Council of Ministers just will not grasp this issue. To
what degree of unity and determination is there within
the European Parliament to sort this out?
Mr Wynn: We have actually done it, Lord Jordan.
Parliament when voting through my Discharge
Report in 2003, in voting through Mr Mulder’s
Discharge Report of 2004, and I have set out all the
things that we need to be done. It has actually gone
one step further in that within the Inter-Institutional
Agreement for the new financial framework from 2007
to 2013, within that paragraph 44 it actually says that
Member States have to take this seriously. I do not
have it with me but it is asking them to give the
equivalent of a Statement of Assurance on EU funds,
and it is that one that the Spanish and six others have
actually said, “No, we ain’t going to play ball,” so we
will have to see what happens. The Council have
signed an agreement but how legally binding that is we
will have to wait and see. As a Member of the
European Parliament I get fed up with everybody
thinking that I am some sort of crook or I work for
some sort of crooked organisation.

Q306 Lord Steinberg: I do not think that.
Mr Wynn: No, but the trouble is because of the image
that Europe gets because of its budget, and that is
what has to be sorted out. The vast majority of it is

absolutely not a problem; but how it is monitored is a
problem. I just wish we had the ability to do something
about it. I come back to what Lord Blackwell said,
that as far as the Commission goes we can do
something about the Commission but we cannot do
anything about the Member States unless the Member
States are prepared to help themselves.

Q307 Chairman: In November 2005 the Council of
Ministers agreed to the Court of Auditors’ 2004
communication on a new internal control framework.
Was that a significant breakthrough with the Council?
Mr Wynn: Yes, but you have to see it put into action.
I am sorry to sound flippant. The answer is yes, it was,
but I will be a lot happier when I actually see the
Member States acting upon it.
Chairman: We might want to ask you a few questions,
if you still have the time, about the Court of
Auditors itself.

Q308 Lord Inglewood: Before doing that, do you
think that national Parliaments are taking the issue
seriously enough with their own governments?
Mr Wynn: If you have to ask me to sum up, Lord
Chairman, that was one of the points that I was going
to raise, the fact that what we do need are national
Parliaments actually getting more involved in this, to
actually raise the issue. The fact that the governments
of the Member States are not prepared to act as the
Council then what we are now trying to do from the
Parliament is actually to encourage and work with
national Parliaments. I come back to the Dutch again.
The Dutch have said that they will give a Statement of
Assurance and they are working on that now. They
have said they will produce one for this summer. If the
Dutch can do that then you may get others who will
follow. The British may well follow suit, and having
spoken to the National Audit OYce we may get a
similar thing from the National Audit OYce on that.
But we really do need the national Parliaments taking
a real interest in budgetary control of EU funds. I
know EU funds are miniscule compared to national
budgets but someone has to take the responsibility for
them. It is fair to say that on 9 and 10 October there
will be a hearing in the Budget Control Committee
and you should be getting an invitation to that. But
more than that, my Lord Chairman, could I suggest
that when your report is actually concluded that we
will pass the message through to the Chairman of the
Budget Control Committee and that the Chairman of
this Committee be invited to present that report to the
European Parliament Budget Control Committee and
we could have a debate on it, and to me that is one way
of getting national Parliaments involved.

Q309 Lord Inglewood: If I could now go to the Court
of Auditors? You have made some general
criticisms—and I use that word not in a pejorative
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sense—of the role and the modus operandi of the
Court of Auditors. How do you feel that the working
methods should change? How do you see them in the
European architecture, particularly?
Mr Wynn: You certainly need an audit body but do
you need a Court of Auditors of 27 Members? You
do not. I do not know what they do—I do not know
what the 25 do, in all honesty. That is the reason for
my question to Lord Kerr; I was always amazed that
the Court of Auditors was left unscathed in the
Constitution. In fact your own Committee did a
report on this five years ago and you said it all then.
Your own fellow Lords have actually set out what
was needed. You certainly need an audit body but
whether you need 25? We have 25 Members of the
Court now; they have two A grades, each within their
Cabinets, out of a total of 700 people working at the
court, with the linguistic services, but with the A
grade, the actual auditors, there are fewer than 400—
380 or 350. But 50 A grades actually work within the
Cabinets of the Members of the Court. Members of
the Court are paid the same salary as that of a
Commissioner. I am not getting into trivialities but I
am trying to stress that I just do not know what they
do for that type of money; the workload that they
have does not seem to be that onerous, and a lot of
them are not even auditors but ordinary politicians
like myself, and that is the way the system works.
Quite frankly, the Court’s own working methods
need to be looked at. You also have the problem that
it is a political organisation as well. The fact that they
have to take collegiate decisions. We come back to
the countries you mentioned, Lord Steinberg: the
Court will not criticise individual Member States
because the Member of the Court from that Member
State will not let them. In other words, you are not
going to criticise Greece in a Court of Auditors’
report to any great degree unless the Greek Member
agrees to it. It could be that the Greek Member does
agree to it, he may not like the present government
and may be from the opposition who was appointed
before the present government came in and therefore
they can be quite happy to do that. But you have this
political context within the Court itself which
determines what will and what will not be published,
and that to me is a problem. It should be more like the
National Audit OYce, which should be independent
of political control.

Q310 Lord Inglewood: Are you diVerentiating in this
regard between the ECJ and the Court of Auditors
because the ECJ is pretty good at criticising Member
States pretty indiscriminately?
Mr Wynn: I can think of instances when they have
not done, and I always used to think that even
Members of the ECJ would not criticise their
Member States because they jobs were on the line if
they did.

Q311 Lord Kerr of Kinlochard: Forgive me, but I
think history shows that is not true. I think there is
quite a lot of evidence that the ECJ acts
independently. It would be contrary to their oath and
contrary to their practice for Members of the ECJ to
take instructions from Members of the Council or
national governments. I do not think the analogy
works terribly well, but I also do not feel that
whatever problems there are in the Court of Auditors
are really terribly relevant to the issue that we are
dealing with. I think the problem of budgetary
control and accountability in the European Union is
not that we do not have a proper Court of Auditors;
it is for all the reasons that you have set out in your
admirable evidence, Mr Wynn. I feel myself that this
is a bit of a sidetrack.
Mr Wynn: At least in the ECJ they are all
professionals in their field, which is not the case with
all the Members of the Court of Auditors.

Q312 Chairman: The Parliament has the power of
approval or disapproval of the Members of the Court
of Auditors and has occasionally exercised that
power. Do you think it needs to do it more?
Mr Wynn: I do not think there is a problem with the
Members of the Court who can answer the relevant
questions. I do not think the Budget Control
Committee, when they have their hearings on
Members of the Court that it is that onerous for them
or that strenuous, but there have been one or two
instances in the recent past where those Members
have just not come up to scratch on what they should
be doing. At the end of the day Parliament only gives
an opinion, it is the Council that decides. There was
one instance where Parliament decided that two
candidates were not suitable and one did the decent
thing and withdrew their name but the other one did
not and was consequently appointed.

Q313 Lord Cobbold: You did just mention OLAF.
Do you think that they should be more independent,
perhaps part of the Court of Auditors?
Mr Wynn: No, they should not be part of the Court
of Auditors, certainly not, no. They need
independence. OLAF is a strange beast, to whom it is
accountable and what its legal role is. I think it does
a decent job under the circumstances under which it
has to work. But then you begin to talk about
whether you need a European Union Public
Prosecutor. If we get control of European Union
funds properly then OLAF’s job will be made
simpler. You would not talk about fraud if control
was as it should be. Fraud will always happen but it
would not happen on any large scale if you could
control the funds within the Member States, and if we
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could do that then OLAF would not need 500 staV if
we could actually control the funds properly, and
that comes back to the very beginning, how the
Member States help in that issue.

Q314 Chairman: Mr Wynn, I think you have given
us a very generous hearing and I am most grateful for
the time and for the way in which you have answered
our questions.
Mr Wynn: It has been my pleasure. I just hope that
when your report does come out, I repeat, that you
can actually present it—yourself or Lord Radice, or
whoever may be Chairman when it is finally

presented—and that you can actually come to the
Budget Control Committee to talk about it.

Q315 Chairman: We shall continue to follow the
debate with great interest.
Mr Wynn: Right now it just seems to be that the
European Parliament deals with this issue in
isolation, and I repeat that if the Member States of
the Council are not going to deal with it then national
Parliament should be asking relevant questions
about it.

Q316 Chairman: Thank you.
Mr Wynn: It is my pleasure.
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Present Blackwell, L Steinberg, L
Cobbold, L Watson of Richmond, L
Inglewood, L O’Cathain, B
Jones, L Waddington, L
Jordan, L Willoughby de Broke, L
Kerr of Kinlochard, L Weatherill, L
Maclennan of Rogart, L Monson, L

(Chairman)

Memorandum by Brian Gray, Accounting Officer, European Commission

1. Briefly, could you please outline what the role of the Commission’s Chief Accounting Officer is?

(a) Are you responsible for the reliability of the Commission’s accounts?

(b) What is the role of the Annual Activity Reports and annual synthesis reports in this process?

Answers

(a) I am responsible for preparing and presenting the accounts (article 61 of the FR), which present a
true and fair view (article 123) and comply with generally accepted accounting principles (article
124). The information necessary for this purpose is supplied by the authorising oYcers, who
guarantee its reliability, through accounting systems which I must validate (article 61).

(b) The budgetary and accrual-based accounts are analysed by responsible DG, and each DG annexes
its figures to his or her AAR, due by 31 March, and gives a statement of assurance as to their
reliability. Each AAR has a chapter which describes the control procedures in place, and the basis
on which the DG gained the necessary assurance. Each AAR is read by my service, and if necessary
the final accounts are adjusted to take account of their comments. The annual synthesis due by
15 June identifies cross-cutting issues. By the time the final accounts are established, there is a
substantial body of information on the reliability of the accounting data.

2. Could you explain how the Commission’s transactions, and those of its Directorates General are authorised,
recorded, controlled and audited?

(a) Who, within Directorates General, can authorise expenditure?

(b) Are there accounting and auditing oYcers within each Directorate General?

(i) What is their role?

(c) Are consolidated accounts of the Institutions produced annually?

(d) Does the Commission’s accounting and audit system conform with international standards?

Answers

(a) only the Director-General, and persons with his or her formal sub-delegation. In practice, most are
at Directors or Heads of Unit, or in case of absence their deputies.

(b) there are no persons in DGs who can undertake the responsibilities of the accounting oYcer.
Financial matters are the responsibility of the Director of Resources. Each DG has an accounting
correspondent responsible for liaising between the DG and myself.
Each DG has an “internal audit capacity”, generally a small team headed by a qualified internal
auditor. Its role is to provide the Director-General with elements of assurance that the systems in the
DG work as intended, and hence a basis for his or her statement of assurance.

(c) yes: the consolidated accounts of the institutions, of the agencies receiving EU subsidies, and of joint
ventures such as Galileo.
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(d) I believe they comply with some of the highest standards for the public sector, and comply creditably
with those for the private sector.

3. What are the role and powers of the Commission’s Internal Audit Service?

(a) How are the independence of this Service and the objectivity of its reports, guaranteed?

(b) What is the nature of the working relationships with OLAF and the Court of Auditors?

(c) Is there scope for further enhancement of these relationships?

Answers

The role and powers are defined in articles 85 to 87 of the Financial regulation. He advises the College on
dealing with risks, principally by undertaking audits of the systems and internal controls. He is responsible to
the College, which in turn is advised by the Audit Progress Committee.

(a) Under the IAS charter, he may exercise no operational responsibility, and no authority can interfere
in his work nor request a change to his reports.

(b) He would report any suspicion of fraud to OLAF. The relationship with the ECA is principally one
of exchange of information on work plans and working methods. This year the IAS undertook one
audit because the ECA lacked the resources. Every IAS audit report is copied to the ECA.

(c) Under the “single audit” concept, the ECA should seek to gain assurance from the work of the IAS
before undertaking its own audits, and in any case use the work of the IAS as a means of gaining
annual assurance for its DAS.

4. Some of the submissions we have received indicate that the accounting system being used is unreliable. Do you have
any concerns over this system?

(a) Evidence from one of your predecessors, Martha Andreasen, suggests that a number of deficiencies in
the accounting system existed during her tenure and still persists. Specifically she considers that (i)
some basic accounting principles—eg double entry bookkeeping—are not adhered to; (ii) the computer
system is unreliable and insecure; and (iii) there is a lack of segregation of duties between financial and
operational management. What is your view of this?

(b) She also argues that the Commission’s accounting and internal control systems are less secure now than
they were before the 1999 Kinnock reforms because the 2003 Financial Regulation eliminated the review
function of the Chief Accounting OYcer in respect of the adequacy of payment documentation. What
is your view of this?

Answers

Ms Andreasen occupied the function for a short time. I wonder whether she had gained enough experience to
put comments made by the Commission’s auditors, and others, into perspective. The system has its faults,
which the modernisation project has addressed, but is a very reliable record of budgetary expenditure.

The ECA has every year given the accounts a positive opinion, with qualifiations which arise from the accounts
being cash-based.

(a) (i) the general accounts have always been based on double-entry. This assertion may come from the
third dimension of the accounting for payments (CR bank, DR expense account ! charge to the
budgetary commitment). We use rock-solid commercial software (SAP R/3) which does not
allow single-entry accounts.

(ii) the accounting software is reliable. We had discrepancies between reports coming from two
separate datawarehouses, which have now been resolved. The problem was not caused by the
accounting software, but by the way the reports were prepared. The system is secure. The
assertion originates from a time when there was an over-generous allowance of accesses to the
accounting system, which has now been corrected. The log of computer use shows that these
access rights were not abused.
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(iii) there is at present an excellent segregation of duties, both between accounting and operating
staV, and within the accounting service itself. The assertion comes from the fact that certain
powers to implement payments are given to my staV, for example to repay amounts received by
error, which are not the responsibility of operational management.

(b) The Commission’s administrative reform removed all controls at central level over the authorisation
of payment requests, and replaced them with the requirement that each authorising service set up
appropriate and eVective controls within its own service. The Director-General was made personally
responsible for the legality and regularity of the service’s management of budgetary funds. This clear
allocation of responsibility to the authorising service added more assurance than was lost through
abandoning central controls. Central controls deresponsibilised the operational services. The reform
occurred while I was Director of Resources in DG REGIO, and I witnessed the salutary eVect it had
on authorising oYcers.

Of course, the central level is not passive. The accounting system does not allow a payment to be authorised
without electronic signatures which attest a suYcient division of duties, payments can only be made to the
bank account of the contracting entity, the amount of the contract cannot be exceeded . . . You would need
extensive collusion in order to execute a fraudulent payment, The accounting oYcer validates local systems,
is a member of the Audit Progress Committee. No system is risk-free, but I have no particular concerns over
the Commission’s payment system.

5. Article 87 of the [Implementing rules of the] Financial Regulation authorises officials to waive debts of less that
ƒ1 million. Evidence we have received is critical of this. Do you think that it is reasonable to allow officials to waive
such debts?

(a) Are records of the debts waived kept?

(b) How many debts have been waived in this way and to what total value since the agreement of the
Financial Regulation?

(c) Can you give us some examples of the debts waived and the reaons for doing so?

(d) What procedures and safeguards must be satisfied before a debt is waived?

Answers

Recovery orders under ƒ1 million can be waived by the authorising oYcer by delegation, ie the Director-
General or the person to whom this power has been sub-delegated. As the Accounting OYcer is responsible
for recovering debts, he is aware of all waivers, and can ensure that the required consultation of his service
and of the Legal service has been undertaken. I believe that this procedure presents enough guarantees, and
that even for sums higher than ƒ1 million, the presenting of the decision to the College adds little value and
detracts from the responsibility of the AO.

(a) yes, the full procedure for every recovery order is tracked in the “dunning” records of the
accounting system.

(b) According to Article 87(5) of the Implementing Rules “Each institution shall send to the budgetary
authority each year a report on the waivers (. . .) involving ƒ100,000 or more. In the case of the
Commission, that report shall be annexed to the summary of the annual activity reports referred to
in Article 60(7) of the Financial Regulation”. On this basis, the information is sent yearly to the
Parliament and to the Council. The number of cases is:

— 2 in 2003 (first year of application of the 2002 Financial Regulation).

— 30 in 2004.

— 15 in 2005.

(c) Apart from the cancellation or reduction of fines by the Court of Justice, most cases concern the
bankruptcy of the debtor, or a successful challenge of the grounds for recovery. Smaller amounts
may be written oV if the cosy of forced recovery is disproportionate.

(d) The AO is alone responsible for determining the adequacy or otherwise of the grounds for the debt.
Before a debt is abandoned through refusal to pay or through bankruptcy, the Accounting OYcer
and the Legal Service must be convinced that all means of forced recovery have been exhausted. If
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a debtor disappears, we request OLAF to trace the entity, which it often can. We employ debt
collection experts in each Member State. We pursue associated companies, and can compensate
against payments due by the Commission. Once a recovery order is issued, it is not waived lightly.

6. Some of the evidence we have received indicates that the Commission’s Treasury department has never been audited
by professional accountants1. Is this true?

Answer

The President of the European Court of Auditors has written to the EP to confirm that his services, as the
Commission’s external auditors, have audited the Commissions’s treasury function annually. In particular,
the Court circularises annually every banker holding Commission bank accounts and imprest accounts.
The Internal Audit Service undertook a comprehensive audit of the treasury function in 2002, and of the
Accountant’s IT systems.

This information has been given to Mr Mote.

7. Do you agree with the suggestion that has been made to us that it is the role of the Commission to ensure that
regulations governing expenditure within Member States are sufficient to guarantee proper financial management?

Answer

Yes, but without diluting the Member States’ general responsibility for ensuring sound financial management,
and preventing and detecting errors. I was very largely the author of the regulations prescribing the present
controls in the agricultural and structural funds sectors. The control requirements were fairly detailed, as
otherwise the Member States did not given the priority necessary to ensuring adequate controls over “Brussel’s
funds”. As the Commission’s power to enforce adequate controls is through the clearance of accounts
procedure, it was necessary to have a means of presenting objective evidence that prescribed controls were not
undertaken. Given the diversity of the national administrative systems, the approach taken was prescribe a
control, but not the means of implementing this control.

The controls required were largely the first principles of sound financial management, such as division of
duties, clear definition of responsibility, regular reporting on the controls undertaken etc.

8. How would the Commission’s Roadmap assist in improving financial management in Member States?

(a) What is the Commisson’s estimate of the length of time the proposals outlined in the Roadmap would
add to the annual discharge process?

Answers

Actions 5, 7, 8, 9, 10, 12, 13, 14 and 15 require the collaboration of the Member States, and will all help the
Member States to provide to the Court of Auditors better evidence of an eVective management of the risk of
error in the underlying transactions.

The proposals should not aVect the Discharge timetable, provded that the Court can be satisfied with evidence
that the internal control framework was in place, and working eVectively, during the year for which it has to
give its statement of assurance. If however the Court requires certificates from every Member State regarding
every one of the 100s of paying agencies and managing authorities as evidence of the regularity of the
underlying transactions in a given year, this can never be done within a reasonable timeframe.

9 July 2006

1 Written evidence from Ashley Mote MEP.
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Examination of Witness

Witness: Mr Brian Gray, Accounting Officer, European Commission, examined.

Q317 Chairman: Good morning, Mr Gray. May I
express our gratitude to you for coming. May I also
thank you for kindly letting us have your note on
some of the questions that we advised we might be
asking today. It has only been possible to circulate
this note just before the meeting, so I think your
answers to any questions should not assume that we
have absorbed what you have said. For the record, it
would be helpful to have complete answers, so please
add or subtract from these answers as you see fit. I
think it would be helpful, however, before we get on
to that, to have a clearer outline of exactly how your
role as Chief Accounting OYcer is described and seen
by you.
Mr Gray: My task is firstly to make sure that the
Commission’s Treasury system functions. In other
words, once payments are authorised, we have to
ensure that they are paid rapidly to the right people.
That is the Treasury function. We also have to
recover debts. Debts are recorded by the authorising
departments and it is my job to ensure they are
recovered then to keep the accounts of the European
Community, and also the European Development
Fund, on a day-to-day basis. I prepare the accounts
of the Commission; and also the consolidated
accounts of the European Communities, which
include all the institutions and agencies at the
moment. These are broadly the responsibilities.

Q318 Chairman: Would you say you were
responsible for the reliability of the accounts?
Mr Gray: Yes. My responsibility for how reliable the
accounts are is something which is being debated. We
look to find the right balance between the
responsibilities of the authorising oYcers to ensure
that each individual operation is legal and regular,
and the responsibility of the accounting oYcer to
ensure that the annual accounts do show a true and
fair view of the Community’s situation. This
responsibility of ensuring that the accounts are
reliable and show a true and fair view, I exercise by
setting the accounting rules, by giving guidance on
what the control systems should be, and by validating
these systems in each authorising service. This
validation concerns not just the computer systems
but also the administrative systems. This validation
takes the form of ensuring that certain criteria are
met. These criteria concern essentially the controls in
place to ensure that the financial information is
timely, accurate and complete. We ensure the control
systems meet these basic tests. If the systems are
good, then I would accept all the payments
authorised by these authorising oYcers, execute them
and pay them. At the end of the year when we are
preparing the accounts, and in particular when we are

calculating the accruals, the cut-oV provisions, there
I rely very much on the information coming from the
authorising services. Although it is under their
responsibility, I have a team that goes and looks to
make sure that they understand what is expected of
them and appear to be doing it correctly. I do not
actually audit the figures, that would be an audit
function, but I do get my own personal assurance
that, in principle, the figures that I am given, which
appear in the accounts, are materially accurate.

Q319 Chairman: You give your own personal
assurance. How do you do that?
Mr Gray: Through the validation of the systems. I
am in the Audit Progress Committee so I have a say
on the internal auditor’s work programme. I see all
his audit reports. Included in the internal auditor’s
audit reports there are summaries of the audit reports
and the Internal Audit Capacities, these are the
internal auditors for each DG. I validate the systems
so I know if they are working or not. I also have staV
who pick up anomalies and question them. There is a
system in place which, in principle, should give
reliable figures.

Q320 Lord Cobbold: We had a written
communication from Ed Balls from the Treasury and
I would like to quote you a paragraph and ask a
question on it. “UK payments are made into a
European Commission bank account held in the UK.
This account is held with the oYce of the Paymaster-
General and is administered on behalf of the
European Commission by the Exchequer Funds
Accounts Team here in the Treasury.” That sounds
very much as if the funds never get into the EC
accounts at all. How do you cope with that flow in
and out in your accounts?
Mr Gray: It is a cascade. We call up funds from the
Member States monthly, and those funds are held, as
you describe, in a central bank account, in the UK’s
case in the Paymaster’s accounts. We have
commercial bank accounts in each Member State and
we ask money to be transferred from the treasury’s
funds to this commercial bank on a just in time basis.
I have a payment run which goes through once, or up
to three times, a day. Each payment run gives
instructions to the bank to pay in three days time, and
within those three days funds are called up from our
accounts in the Treasury. The commercial bank
executes the payments. The Treasury holds the funds
until the payment is required.

Q321 Lord Cobbold: They inform you what is going
into the account and you have control of what goes
out.
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Mr Gray: Yes. It is an account in our name held by
the Treasury until we need it to have funds on our
own commercial bank accounts.

Q322 Lord Watson of Richmond: You have spoken
about the authorisation of payments, and I would
like to ask you quite straightforwardly whether, in
your experience, you have ever been instructed to
authorise substantial payments without any
information as to the purpose, probity or budget line
in which to base such authorisation?
Mr Gray: I have never authorised a payment in my
life. The accounting oYcer executes payments which
are authorised by the authorising services, of which
there are about 39. I have never had instructions to
do anything which is the slightest bit irregular. The
authorising oYcers can only authorise payments
through my computer system, and that system
requires a division of duties, so before anything is
formally authorised there are at least two, normally
four, validations. I know there is a division of duties
and no payment can be made unless there are
appropriations available and there is a commitment
available. The computer checks all this. Before a
payment is allowed into the payment system, my
system, then there are checks, yes.

Q323 Lord Watson of Richmond: You are confident
in your computer system?
Mr Gray: In the computer system, yes. Nothing is
risk free but I am confident we have minimised the
risk.

Q324 Lord Cobbold: The computer system is not in
the process of updating all the time and improving.
There was some doubt about its credibility and its
safety.
Mr Gray: For the last three years we have had a
project to modernise the Commission’s accounts.
Part of that project was to improve security, in other
words the rights of access, that only certain people
are allowed to authorise payments, so as to make sure
that all these accesses were properly controlled.
There was a time three years ago when these controls
were not good enough and we have improved them
since then. From the time when the controls were not
good enough, it was people from DG Budget who
had a wider access than they needed. We did make
sure afterwards that these accesses were not misused.
We had a log of all operations and we could see who
authorised and who initiated transactions.

Q325 Lord Watson of Richmond: You have checked
those payments and you are clear that there was no
abuse, is that what you are saying?
Mr Gray: We have tightened up the security of those
payments, yes.

Q326 Lord Watson of Richmond: You checked
retrospectively.
Mr Gray: We checked retrospectively the logs in the
computer system of who authorised or initiated those
payments and nobody who was not supposed to did
so.

Q327 Lord Inglewood: In your response to the
questions that you had, you talked a bit about the
Commission’s Internal Audit Service. You have, in
general terms, answered some of the questions we put
but I would like to ask you two things. In the time
that you have been in your present position, have you
had reason to report anything to OLAF or to have
serious doubts about what was going on? More
generally, as a qualified chartered accountant, how
do you compare the generality of the nature of the
systems of control in the Commission with the
equivalent in the UK administration here? Do you
feel they are state-of-the-art, could be improved in
certain regards or what?
Mr Gray: The first question, have I reported
anything to OLAF, the answer is yes, in two
situations: one, I am responsible for recovery of
debts. When a debtor vanishes and letters are
returned with address unknown, then I ask OLAF to
trace these debtors and this has often resulted in the
successful collection of debts. In other circumstances
we have imprest funds throughout the world. There
have been two occasions recently where an imprest
account holder has committed an irregularity and we
informed OLAF straight away. These are not large
amounts but these things happen. As for the quality
of our systems, I have not worked for the UK public
sector but I have had the occasion to audit it when I
was in DG Agriculture and DG Structural Funds. I
know the people at HM Treasury are behind me. I
think our controls compare very well with those in
the UK public sector. Regarding the private sector, in
my view, we are reaching the benchmark without
going above it.

Q328 Lord Inglewood: To put the questions in a
slightly diVerent way, you feel confident that the
internal control systems within the Commission, as
far as the expenditure and the monies that pass to the
Commission itself as compared to the ones passed on
to Member States, are fit for purpose?
Mr Gray: Yes. No system is risk free but I am
confident that we would need extensive collusion
within the Commission for any fraud to occur within
our walls.

Q329 Lord Inglewood: The phrase “culture of
corruption” has been bandied about by some about
the atmosphere that surrounds the working of the
Commission. You do not see any evidence of that.
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Mr Gray: No, not at all. I have worked for
development fund areas, agricultural area, structural
funds area, I know the people, and I would say there
is not this culture. There could be, on occasion, better
financial management; but on the level of irregularity
and fraud, no, there is no culture of corruption. There
were irregularities and this why is the Santer
Commission felt obliged to resign. There were
relatively isolated cases where there was abuse of
power by a certain Commissioner. There was the
Eurostat aVair, which happened in 1990s, before the
Prodi reform, where the budgetary rules were
seriously bent but no money was misused, that we
found, for any personal gain; it was just to get around
the budgetary rules to achieve a business objective.

Q330 Chairman: You mentioned benchmarks in an
earlier answer. What are the benchmark standards to
which you think the Commission aspires?
Mr Gray: The accounting standards we not only
aspire to, but we consider that we respect is the
IPSAS, which are the International Public Sector
Accounting Standards, set by IFAC. In the
application of those, I am advised by the Accounting
Standards Board, on which sits an expert who is the
deputy chairman of the IPSAS board. That is on
accounting standards. For internal control
standards, these are very much based on COSO
standards and sound internal control.

Q331 Lord Kerr of Kinlochard: Could you, for the
record, set out for us how the Commission’s
transactions, by which I mean those of its
Directorates General, how they are authorised,
recorded, controlled and audited. Could you just
spell out to us how the system works? To what extent
is authority devolved? Who inside the Directorate
General carries out these tasks authorising
expenditure?
Mr Gray: The powers of authorising oYcer are
delegated by the Commission to the Directors
General, the Heads of Service, so the Director
General is responsible. Everything is authorised
under his responsibility. He delegates this
responsibility to specific persons. He does not do all
the work himself. His power to authorise is delegated
very normally to the Directors, as in the case of DG
REGIO, or other places to the Head of Unit, who
formally authorise. There is a work flow within the
computer system, because nothing can be authorised
except through the computer system, which normally
requires four steps: two steps to initiate and validate
the substance of the file—was the study any good;
and two steps to initiate and validate the financial
aspects—are we paying the right amount to the right
people and do we have the commitment. Those are
substance and financial aspects, and then the fifth one
is the formal authorisation by the Head of Unit or the

Director. That is the basic system. On top of that we
recommend an ex post check by the authorising
service, more to have a feedback on the quality of the
circuits within his system. If parts of the system are
not working, the ex post checks should pick this up
and allow the Director General to improve his
systems. Then the Director General has, to help him,
an Internal Audit Capacity: an internal auditor for
each Directorate General. The Director General can
use this capacity to make sure that the systems within
his service are working as he intended. Outside this
system you have the Internal Audit Service auditing
periodically, and you have my services coming along
to validate the systems, to check the systems have
enough controls, to guarantee the operations are
recorded in a timely, complete and accurate way.

Q332 Lord Kerr of Kinlochard: You have inside each
Directorate General, and therefore working for the
Director General, someone who is an accounting
correspondent who, in fact, works for you, so has two
masters, correct?
Mr Gray: No, he only has one master, which is his
Director General, but as accounting standards are
fairly ethereal he is the one whose job it is to explain
what are my requirements, the DG Budget’s
requirements. He is our interlocutor but he is
responsible to the Director General. He is the one
whose responsibility it is to explain within his service
what we need and then try to get it done.

Q333 Lord Kerr of Kinlochard: It has been alleged to
us by somebody else that there is a fundamental
problem in that there is not a basic segregation of
duties between financial and operational manager.
Operational managers, that is Directors General,
approve payment orders. I cannot myself see much
wrong with that. That seems to me to be rather
similar to the procedures that I recall as Accounting
OYcer of a Whitehall department. Could you
comment on that allegation? You have explained the
devolution by the College of Commissioners to
Directors General of operational decision taking and
management, and of financial management. Can that
be criticised as failing suYciently to segregate these
two duties?
Mr Gray: No. The authorising departments can
authorise but they cannot execute payment. Only I or
my accounting service can execute payments. I
cannot authorise anything but I can execute
payments. They cannot execute anything but they
can authorise. There is division of responsibilities
between the authorising service and the accounting
service. What was abolished as part of the
administrative reform was central control as it was
felt that central control was deresponsibilising and
ineVective. Obviously it picked up a few odds and
ends but the authorising services used them as an
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umbrella: if it gets through the financial control, if it
gets through the accountant, it must be OK. The
reform brings the responsibility back to the
authorising department and it gives you more
assurance over legality and irregularity as a whole
than it does to have these central controls. In my
service the accountant used to check every payment
request before executing. What did he check? He
checked that he got a copy of the invoice and made
sure that the payment was to the person who sent the
invoice, which was such a mind-numbing job. We
had five or six people who did this all the time. It was
a mind destroying job with no value added that we
ever discovered, although I suppose a few payments
were corrected. It is much better to have
responsibility where it belongs and then the
accusation of the wise men is no longer valid. There is
always somebody who is responsible, which was not
necessarily the case when you had 25 people all
signing something but no signature really mattered.

Q334 Lord Kerr of Kinlochard: That 1999 reform
brought practice in the Commission closer to the
practice that we are familiar with in the British
government and Whitehall than it was before.
Mr Gray: Absolutely.

Q335 Lord Kerr of Kinlochard: You yourself do not
agree with this criticism that it introduced inadequate
segregation; in fact, it did not.
Mr Gray: Yes, I agree with you. It brought in a
respect of the fundamental criterion which was to
have a clear division of responsibilities and a clear
definition of responsibilities, which is what we now
have.

Q336 Lord Kerr of Kinlochard: There does seem to
me to be an area where practice does diVer from
Whitehall quite strikingly. When I was an
Accounting OYcer, I signed the FCO account. Who
signs the Commission account?
Mr Gray: I believe in the UK the accounting oYcer
is, in fact, the Head of Service, the Permanent
Secretary, the equivalent of our Director General.
Our Directors General sign the declaration annexed
to their Annual Activity Report which certifies they
have reasonable assurance that all the funds they
used were properly used in the legal and regular way.
What I do is chop up the Commission’s budgetary
and general accounts by department, by Director
General, so for example DG REGIO gets some
accounts from me which show everything they have
authorised and paid for during the year, and the
assets and liabilities they are responsible for, and the
Director General signs that he has reasonable
assurance that this is legal, regular and a true and fair
view of his operations. I get these 39 declarations of
assurance by each Director General and they are part

of the assurance on which I base myself to say that the
accounts are true and fair. Nobody signs on the
accounts that these are true and fair because the
procedure is laid down in the Financial Regulation
which says it is the Commission which adopts the
accounts. In practical terms, I send the accounts to
the Director General saying these accounts comply
with rules and regulations, and then he sends them on
to the Commissioner who then adopts them on behalf
of the Commission. I take responsibility for the
accounts within the procedure. The Commission has
proposed a modification to the Financial Regulation
which would require me to give a certificate of
assurance on these accounts. There is still some
discussion as to what form that should take and on
what I should base myself to get that assurance.
Should I set up a whole internal audit department in
parallel to the Internal Audit Service, or what should
I do? The wording is more or less that I should certify
that the accounts are true and fair and I have made
such checks as I believe necessary in order to check
this to be so. Then you will have a formal certificate
of assurance from the accounting oYcer on the
accounts. The procedure is I take responsibility for
them. I take responsibility for the accounts which you
see for 2004 and you will see 2005, but it is not
formally written, and is not required to be formally
written, on the accounts.

Q337 Lord Cobbold: Are those changes being made
with the blessing of the Court of Auditors?
Mr Gray: They are in favour of it, yes. Our Internal
Audit Service is in favour and the Budgetary Control
Committee is in favour.

Q338 Lord Kerr of Kinlochard: Did the Budget
Control Committee not prefer that it be the Secretary
General of the Commission who would sign the
account, which would in some way be more
analogous to practice in a Whitehall Department?
You say the Directors General are the equivalent of
Permanent Secretaries, heading Departments. But
there is no Directorate General that is as large as the
smallest Whitehall department, so one could say that
it is the Commission itself which is more like a
Whitehall Department. You could say that a precise
analogy would have you, as Accountant-General,
saying the accounts are true and fair, and the
Secretary General of the Commission signing every
page, as the Permanent Secretary signs every page in
Whitehall. Did the Parliament not think that would
be a good idea?
Mr Gray: In their most recent discharge
recommendation they did not say that. They said the
accounting oYcer should sign up for the accounts,
that the head of the DG Budget should sign up for the
systems, and the Secretary General should sign up for
the whole process of the Annual Activity Reports,
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being a sort of super Director General, the signing up
on behalf of the Commission that the Annual
Activity Report system that worked correctly. That
was the diVerence. The Secretary General would not
sign the accounts, but sign up for the correct
application of the systems for an Annual Activity
Report.

Q339 Lord Kerr of Kinlochard: Do you agree with
that?
Mr Gray: No. The situation parodies Catch 22:
everybody has to sign that they have done their job
properly. I think the accounting oYcer should certify
the accounts, I am happy to do that, and that is
enough.

Q340 Lord Blackwell: Can I take you back to the
way the system works, as you explained to Lord
Kerr. You made very clear you do not authorise
things, the General Directorate authorises, and you
just execute. One of the concerns about the way you
describe it would be that since all those signing are
within the Directorate, indeed as you also described
the internal audit capability is managed within that
Directorate, if that Directorate had a liberal view of
the way they were going to interpret the way payment
should be paid, if they took the view it was right and
proper, for whatever reason, to be flexible on the
conditions or the rules, there would be nobody
outside that division who would, in the process of
authorising it, challenge it. Is that fair?
Mr Gray: It is fair to say that the rotten apple could
occur. There would have to be some collusion before
anything irregular or fraudulent would be done.

Q341 Lord Blackwell: I am not suggesting
necessarily fraud. I am suggesting a view that the
rules were a bit fussy and they would be liberal in the
way they interpret it.
Mr Gray: There is one Director General at the
moment with which we are in close discussion
because their control systems are unacceptably poor
and have to be improved. If it is the system which is
poor, then we can shake up the Directorate General
and get them to give the priority which is necessary to
improve things. If the culture imposed by the
Director General is lax, then you have to wait for the
Internal Audit Service to come around, to put this
Directorate General’s on its audit programme, to
find out. It would be found out within a reasonably
short time.

Q342 Lord Blackwell: Do you not think there is a
case for you doing more than executing, for at least
significant payments, before you execute that you did
go back and challenge and make sure they were
meeting the rules?

Mr Gray: Deresponsibilising again?

Q343 Lord Blackwell: A check.
Mr Gray: To get through the auditor. There is always
a case for yet another double-check, but we consider
it is best to make sure that the Director General is
fully and personally responsible. That is the best
defence against his department becoming lax.

Q344 Lord Blackwell: Can you clear up this issue
raised about whether or not double entry
bookkeeping of the conventional kind does or does
not operate?
Mr Gray: The accounting system is on software
called SAP, which is the software used by companies
by preference. It is so rock solid that the idea of
having single entry accounts is risible. We have never
had single entry accounts. The general accounts are
on the software and for every payment there is a debit
expenditure and a credit bank account.

Q345 Lord Blackwell: You know for every cash
disbursement which expense code or which
authorisation code it is being disbursed on.
Mr Gray: Yes. It would not accept anything else. We
have other accounting records which are budgetary
accounts. If we debit expenditure and credit cash, the
debit for the expenditure at the same time the
computer system charges it against a commitment, so
within the budgetary area of the IT system that is a
single entry, but it is not single entry accounting, it is
treble entry accounting. It is double entry in the
general accounts and a charge to the budgetary
appropriations.

Q346 Lord Inglewood: How long has this system
been in place?
Mr Gray: We have had SAP software since 1997–98.

Q347 Lord Inglewood: It is the same programme
since then?
Mr Gray: Yes, totally. I asked because when I saw
this rather odd accusation that we should have single
entry bookkeeping, I went back to the old system in
place in the early 1990s. We still have people who
used to work on that, and they said everything was
double entry.

Q348 Lord Watson of Richmond: You have clarified
very clearly this diVerence between authorisation and
execution, but I am intrigued by these interlocutors,
as you describe them, whose job appears to be go to
Directorates General to explain, in eVect, what you
require, but they are answerable only to the Director
General and never seem to come back to you. Is this
is an entirely one way street? They go out as your
evangelists to explain what is required but never
come back to you if anything concerns them?
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Mr Gray: They are interlocutors; they are people you
talk to. We explain things to them and if they have
questions they come and ask us. It is just the financial
expert. All our day-to-day discussions or day-to-day
work is with this expert who is normally attached to
the Director of Finances for the DG. At the end of
the day when we want the Director General to certify
or confirm that the figures they have sent us that year
are correct, we ask the Director General to sign them.

Q349 Lord Watson of Richmond: To be absolutely
clear, these interlocutors, who are within the DG,
you have constant, as I understand it, contact with
these people. Therefore, you would be sensitised
rather soon if anything was amiss?
Mr Gray: If they had any concerns, yes.

Q350 Lord Steinberg: In your opening remarks you
talked about responsibility for debts. I am informed
that Article 87 of the Implementing Rules of the
Financial Regulation authorises oYcials to waive
debts of less than ƒ1 million. We have evidence that
is critical of this. Do you think it is reasonable to
allow oYcials to waive such debts? Are records of the
debts waived kept? How many debts have been
waived in this way, and what is the total value? Can
you give us some examples of the debts waived and
the reasons for doing so? Finally, what procedures
and safeguards must be satisfied before a debt is
waived?
Mr Gray: First of all, the ƒ1 million issue, above
ƒ1 million the decision to waive must go to the
College, below that the authorising oYcer, the
Director General, can take the decision under his
own responsibility. I wonder whether going to the
College has any added value because the system is the
same. I have responsibility to recover debts, so
whenever a recovery order is issued it comes into one
of my departments and we follow the recovery of this
debt from cradle to grave. Any proposal to waive this
debt comes to myself. For example, we have tried to
recover the debt but the guy is bankrupt, and we have
had confirmation from the liquidator there are no
assets for the unsecured creditors. Any proposal to
waive must be approved by myself and by the lead
service before it can go through. If it does not have
this approval, I would know and my service would
raise questions. I know why every single debt is
waived. If could be waived for reasons of substance,
in other words the authorising oYcer is convinced
that the debt was too high or should not have
occurred. Examples of that are when we externalise a
lot of our audits, so we check a research contract and
the external auditors come back and say “We think
you have overpaid by ƒ10,000”, so a recovery order
goes out for ƒ10,000. Later on the beneficiary
appeals and produces evidence to show it was not,
ƒ10,000, but ƒ5,000 or nothing. All this debate is the

responsibility of the authorising service. They know
the substance. If it is for the irrevocoverability of the
debt because of bankruptcy, disappearance of the
debtor or whatever, then that is something which I
follow and for which I am responsible. Generally
most cases of waiver concern the bankruptcy of the
debtor, or successful challenge of the debt, but also,
for small amounts, when we consider that the cost of
recovery is totally disproportionate, then we would
give up. We would make a few attempts to get the
money and then give up. If it is owed by someone in
Ecuador or Africa for a small amount, we may give
it up.

Q351 Lord Steinberg: Can you give us some
examples of those?
Mr Gray: I see them every day. You mean
individual cases?

Q352 Lord Steinberg: Yes, so we can know in what
areas debts are? Is it right across the board that you
have debts from all kinds of suppliers? How do you
deal with debts from Member countries, for example?
Do you deal with that? Those are the kind of things I
would like to know.
Mr Gray: Very few debts concern commercial
relationships, buying and selling things; it is mainly
for grants. The Commission has to collect debts if
they are grants which we have granted ourselves
under our internal policies. When we give a grant, we
very often give an advance, a pre-finance, and there
are cases where the debtor disappears with the
advance. It is rather rare but it does occur. More
usually there are cases where they use the advance
and incur expenditure on the project which they then
reclaim. We look at it and say “I am sorry, a lot of this
money is ineligible. You have not spent the money on
the right thing, we would like it back.” If they are
incapable of paying it back, we have to write it oV.
That is a fairly usual case, where they incur ineligible
expenditure and the money is gone and they cannot
pay it back.

Q353 Lord Steinberg: Can you tell me how many
debts have been waived in this way approximately?
Mr Gray: We have to declare those over ƒ100,000,
we have to give a report to Parliament on those over
ƒ100,000. Last year there were 15 of those cases, and
in 2004 there were 30. For the exact number of cases
waived last year, including those under ƒ100,000, I
would have to inform your secretariat of that. I did
not have time to dig it out of the system but I can.
Chairman: If you could, we would be grateful.

Q354 Lord Jordan: We have received evidence
that indicates that the Commission’s Treasury
Department had never been audited by professional
accountants. You said this is not true. You have
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referred to the Court of Auditors, although it is true
to say not all the individual members of the Court of
Auditors are professional auditors. To be more
specific, which professional auditors perform the
task, and are the professionally audited accounts of
the Commission’s Treasury Department made
public?
Mr Gray: The last point, yes, that is the
Commission’s accounts, everything that is paid
through the Treasury. Our external auditors are the
Court of Auditors. We are not going to insult the
Court of Auditors by saying they are not professional
enough and we are going to get Deloittes or Price
Waterhouse Coopers. Within the Court of Auditors
there are professional auditors. I know the chap who
did it for a number of years is a qualified auditor.

Q355 Lord Jordan: They are not all professionals.
Mr Gray: In the Court of Auditors, no, not all of
them.

Q356 Lord Kerr of Kinlochard: I was going to ask if
we could move away briefly from the area of the
budget for which the Commission alone is
responsible, where you are paying the citizen or
charging the citizen, to the area which is about 80 per
cent of the budget where you are acting through
governments or entities in Member States. The
Commission believes it has a role in ensuring that
regulations governing expenditure inside Member
States of money that has come through the EU
budget is suYcient to provide proper financial
management. I think you played a personal role in
drafting the current regulations in respect of
agricultural expenditure, i.e. the control in Member
States of agricultural expenditure from the EU
budget. If I am wrong, correct me. I would like you
to tell us whether you think the present regime should
be heavier. I speak as a prophet of subsidiarity. I
believe that there is a very delicate balance to be
struck here between suYcient assurance about
expenditure and what is seen as excessive interference
inside a Member State. How do you think that the
balance should be struck, and is it correctly struck
now in your view?
Mr Gray: I was responsible for designing the control
systems in the agricultural sector which have been in
place since 1995. It is called the reform of the
clearance of accounts. I did the same job in Structural
Funds in 2001. I designed the regulations which
define the control systems. It is a fascinating area for
the reason you say. You are on the frontier between
what the Commission should be doing and should
not be doing. It should be exercising its responsibility
within the Commission budget and it should not be
interfering in what the Member States are doing. It is
one thing to design the regulations and another thing
to get them adopted by the Member States. They

were both adopted in the end and all Member States
agreed with the regulations in their final form. I had
this discussion with the Member States on exactly
where we should be going, and in all cases the UK
was as active was anybody. The approach we
adopted was to define the objective. In other words,
if we say the objective is to have a good control
system, that is not enough. Then the Member State
will say “I put in a good control system. It is good.”
We had to define what a good control is. We said it
must have the basic principles of division of duties, a
clear definition of responsibilities, internal audit, the
classic organisation you would find anywhere. We
defined the objectives and the Member States had to
go away and put them in place. Having defined the
objectives in quite a detailed way in Agriculture but
less so in Structural Funds, we then have to make
sure that the objectives are met. We have teams of
auditors who go around the Member States. There
are around 200 of them at the moment (just over 100
on the Agriculture side and just under 100 on the
Structural Fund side) who audit the Member States
to ensure that they do meet these objectives; often in
very diVerent ways but they do meet them. If they do
not meet them, then we have fairly clear criteria we
can measure them against. We say you are supposed
to do such and such and you have not. You have
exposed our funds to a risk, so then we will recover
funds from the Member State to take account of the
risk irregularity to which you have exposed us. This
is the Clearance of accounts procedure. In the
Financial Regulation, it does say that this is how the
Commission discharges its responsibility for funds
spent in shared management. That is how it works.

Q357 Lord Kerr of Kinlochard: The Court of
Auditors every year finds most of the problems to
which it draws attention in this bit of the budget, the
bit that the Member States are responsible for
implementing. Presumably they believe you have
been too lax, that your regulations are either
insuYciently interfering in the Member State or are,
in practice, not operated honestly across the Union.
What is your answer to that?
Mr Gray: What the Court has actually said is that the
systems take 10 years to become eVective. We have
had this procedure of explaining to Member States
what is expected of them, seeing if they are doing it,
if they are improving and eventually, after 10 years,
you have achieved your objective, which is why the
Court gave us a pretty clear bill of health for the
IACS system in Agriculture. I do not believe it takes
10 years but it certainly takes four or five years. If you
improve the control systems very much, as we did
with Structural Funds in 2001 and 2002, it is now we
should be reaping the benefits. The expenditure now
should be better controlled, which is not always the
case. Even closer to home, the Director General for
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the Regional Funds has qualified his Annual Activity
Fund this year because of controls in England—not
Scotland and Wales but England—so it is not just the
foreigners. I read the transcript of Mr Mote, whom
you invited here, and his expert produced a few
figures on the errors which were made in Structural
Funds. I was interested to see what was behind them.
He mentioned that ƒ209 million in Portugal. The
information comes from the list of errors which the
Court finds in its DAS audit. A figure of ƒ209 million
was quoted and this concerns a payment made during
the period when you had two Structural Funds going
at once, the 1994–99 period to be paid until end of
2001, and you had the 2002–06 period which was to
be paid from 2000. From this ƒ209 million which was
mentioned, ƒ20 million was found by the Court as
paid after the final date for the first Structural Fund
period. It was paid too early, of which ƒ8 million was
our funding. ƒ8 million of the Structural Fund
funding was paid early because of a mix up between
the two Structural Fund periods. It concerned the
Metro in Porto. For Spain it mentioned a number of
errors. We looked at those and the two biggest ones
concern the same issues, the 1994–99 period, where
the controls were not yet good enough, but the last
payments were made in 2004. A ƒ67 million error
was mentioned, that is total payment. ƒ2 million of
that was actually paid after the last date of December
2001. Another error was ƒ38 million. The payment
was ƒ38 million and ƒ2 million of that was under a
contract signed after it should have been done. What
Mr Mote mentioned are typical cases where we find
where the payments are, in principle, legal and
regular but some payments are ineligible for one
reason or the other. They are paid a bit late or a bit
early; whether this is by design or by the complicated
rules, I do not know. There were also errors in the
UK and Scotland. In West Scotland there was a total
payment of ƒ1.8 million.
Chairman: I do not know how much more evidence of
this kind you had in mind to let us have, but it might
be helpful if you could add that to the note. We are
now under a little pressure of time and I still have four
people who have indicated they would like to have a
question.

Q358 Lord Cobbold: You would agree that the
Court of Auditors has to two main functions: one is
looking after Member States, the big areas of
performance and the value for money issue, and then
the specific function of auditing the accounts of the
Commission. Would it not be better if this was split
into two distinct areas, and would the Court of
Auditors be able to give a positive bias on the
performance of EC accounts and that would be good
PR for the whole of the Community?

Mr Gray: I question what you are suggesting. The
Court does give a positive declaration on the
accounts itself; the accounts are more or less true and
fair. Their problem is the underlying transactions.

Q359 Lord Cobbold: The press and the outside world
get the impression that it is chaos.
Mr Gray: What would be most helpful, if you still
stayed with the Maastricht Treaty, which is unlikely
to change, if the Court were to give an opinion on the
eVectiveness of our management of the risk of error
rather than saying yes there are errors. Have we tried
to manage the risk suYciently well? Then the answer
should be the Commission is doing a good job, 24
Member States are doing a good job, maybe one or
two are not. That would help most.

Q360 Lord Cobbold: It could just give a positive
agreement on the accounts of the Commission itself,
could it not?
Mr Gray: It does.

Q361 Lord Cobbold: That does not come through.
Mr Gray: No, good news does not.

Q362 Lord Jones: In one of your answers you
mentioned the CAP and Structural Funds, and I
think for the CAP there were some 200 people going
around various nations and perhaps 100 with regard
to Structural Funds, looking at the accounts and
seeing the money was well spent. What is the quality
of those people? How are they recruited and what is
their status within the apparatus within which you
work?
Mr Gray: There are about 100 for Agriculture and a
few fewer than 100 for Structural Funds, so 200. We
try to recruit from the lists of specialised
competitions from auditors. We try to recruit
auditors, but some of them are more experts in a
particular field, viticulture or in remote sensing using
satellites. We try to recruit professionals but we have
some experts and some generalists.

Q363 Lord Jones: They are not permanent?
Mr Gray: They are all permanent oYcials, yes.

Q364 Lord Inglewood: Lord Kerr asked you some
questions about expenditure which is made via the
Member States. You explained that we were on the
cusp of good and bad practice and good and bad
legality with respect to subsidiarity. It was a diYcult
area and I appreciate that. You then went on and said
something interesting which was that the Financial
Regulation defines how the Commission discharges
its responsibilities in this area. If you stand back from
the question of the division of responsibilities and
look at this as an exercise in tracing the proper
expenditure of public money, do you think that the
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rules in the Financial Regulation properly, from an
accountancy and auditing perspective, bearing in
mind you are a chartered accountant, actually meet
the case in terms of properly stewarding this money?
Mr Gray: For what is managed direct by the
Commission, yes; by what is managed in shared
management, no. The Financial Regulation has very
basic first principles which are then transposed into
financial regulations for Structural Funds and
agricultural funds.

Q365 Lord Inglewood: Forgetting about the political
and other problems and sensitivities, in terms of
tracing public money, there is a problem here?
Mr Gray: No, there is not a problem. I think the
financial regulations for agriculture and Structural
Funds, which are the ones I was saying I designed so
I may be biased, they do attempt to provide exactly
that assurance: that Community funds are properly
controlled by the Member States.

Q366 Lord Inglewood: I know they try and do it, but
the test from the perspective we are coming from is
trying to see whether they actually do it.
Mr Gray: When the Member States fail to comply
with prescriptions and do not meet our benchmarks,
then we recover money from the Member States so
the European tax payer is not out of pocket. The local
tax payer may be, but the European tax payer is not.

Q367 Lord Inglewood: You are confident it works as
it ought to?
Mr Gray: Yes. These financial corrections are quite
salutary. Ireland had quite a severe one in the mid-
1990s and from then on they were very, very careful
about Community funds.

Q368 Lord Watson of Richmond: I want to ask
whether in what ways you think the Commission’s
Roadmap could assist in the financial management
by Member States. Could I preface that question by
asking you to clarify one thing? It is clearly very
important if a Member State is lax in the way it
administers these funds that there is a sanction. Not
so long ago Greece had to return ƒ500 million. What
we are concerned to know is your judgment on the
eVectiveness of the sanctions. If the problem is
spotted, can we really be assured that the Member
State will have to return the money?
Mr Gray: If we are convinced they have not exercised
suYcient control over Community funds, we put
through a Clearance of Accounts correction. There
are contradictory procedures, there is a conciliation
body, but once a decision is taken we take the money
back from the next advance.

Q369 Lord Watson of Richmond: It is deducted from
the next advance and the Commission Roadmap
proposals?
Mr Gray: Again I am biased because I did design the
regulations. I worked in the DG AGRI’s clearance of
accounts. I worked in Structural Funds as directly
responsible for this. Now I am in the central position
responsible not only running the accounts but also
relations with the Court of Auditors and the
Budgetary Control Committee. I do feel that now is
the time when the measures we have taken should be
eVective, whereas I do not see any help from the
Court of Auditors to say whether they are eVective or
not, or if they are eVective but not working
everywhere, where they are not working. I do not get
feedback from the Court. The Roadmap is an
attempt to say to the Court of Auditors that we think
the Commission has done what it should do, we think
the Member States have now had enough time to do
what they should do, tell us what else you need before
you can give us a declaration of assurance.
Lord Watson of Richmond: A lot rides on you,
Mr Gray.

Q370 Lord Kerr of Kinlochard: I want to persuade
you to say something in a personal capacity. You said
you thought what the Maastricht Treaty introduced
into the system, in respect of the area we are talking
about, should be changed. What we did in the
Maastricht Treaty was to introduce a requirement
for looking at the underlying transaction. As a result,
the Court of Auditors has been unable to certify the
annual account ever since, not because of any of the
things that we were talking about inside the
Commission but because of what goes on in the
Member State’s side of the budget, the bit where it is
shared management. The change that was introduced
in Maastricht was introduced at the urging of the
British Government, the Dutch Government and the
German Government. Did we get it wrong? Would
you want to go backwards and take the Court of
Auditors away from a responsibility of looking at the
underlying transaction as well as whether the
accounts are true and fair in respect of that
expenditure, or do you want to amend the Treaty in
some other diVerent way, increasing the powers of
the centre? Would you like the powers or duties of the
centre to be reduced, because you think we took them
too far in Maastricht, or would you like them to be
increased?
Mr Gray: I believe the objectives sought in the
Maastricht amendment are very valid and had a very
salutary eVect because it did send the Court out, they
equipped themselves with auditors, and they did go
out and took their samples of transactions and said
things are wrong. The Commission reacted by trying
to improve the control systems. We reacted over a
number of years and we improved the control
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systems over a number of years. The time has not
come to change the Treaty, because that is not
something we should even think of doing, but to
reinterpret that phrase. A happier phrase would have
been not are there errors in the underlying
transactions but are we correctly managing the risk of
those errors. There will always be errors, and no
auditor can ever get assurance there is no error. It is
whether to rephrase the sentence in the Treaty, which

Supplementary memorandum by Brian Gray, Accounting Officer, European Commission

I enclose some information on recoveries, as requested under question 353. One table concerns the recovery
orders issued by each Directorate General in 2005. Of the total number issued (10,483), 70 per cent were paid
by the due date, and only 375 were still to be collected by end-June 2006. Of the 10 108 closed recovery orders
totalling 1777 million ƒ, 35 were waived, for a total of 0.47 million ƒ.

The second table presents the number of “negative” recovery orders issued in 2005. 384 of these concerned the
cancellation of all (160) or part (224) of the debt, generally because of a successful appeal against the grounds
for recovery. There were 358 waivers, which are all justified by the illiquidity of the debtor or, for small sums,
by the disproportionate cost of forced recovery proceedings. I annex a copy of the Commission’s instructions
in this respect.

As regards the evidence of Ms Andreasen, I would like to clarify a few points.

In reply to question 371, she refers to DG Budget’s SINCOM system, and to other DG’s local IT systems, in
the context of double-entry bookkeeping. These systems are designed to record the administrative process of
authorising a transaction, and to verify the availability of funds, before the transaction is authorised and
entered into the accounting records. It is normal that double-entry accounting is initiated only at the stage of
authorisation.

In reply to question 377, she infers that there is no check that goods are received, or that they are priced in
accordance with the contractual documents, before payment is authorised. It is correct that this check is not
eVected by the Accounting OYcer, but it is systematically eVected by the authorising services, and attested in
the supporting documents for each payment. The accounting system ensures that payment is made only to the
entity with which the Commission has contracted the legal commitment.

Question 400 concerns the apparent conflict between the Court of Auditor’s clean opinion on the accounts,
and its inability to provide assurance on the legality and regularity of a substantial proportion of payments.
The best simile is that of a chain of supermarkets, for which the auditors state that the accounts show a true
and fair view of the profit (or loss) of the year, and also report that the level of shoplifting during the year was
too high.

As regards the reply to question 404, it is correct that diVerent bodies in the Member States address their claims
to the Commission, but as a rule the Commission makes its payments to a single national body, which then
passes the funding on.

As regards the reply to question 413, the loans were not written oV. Ms Andeasen is referring to a provision
which was made in the accounts to reflect the doubts regarding their recoverability.

27 July 2006

Annex: extract from the Commission’s “Internal Procedure provisions for the recovery of entitlements
arising from direct management”

Article 14

Waiving recovery of a Community entitlement

1. The authorising oYcer responsible may waive all or part of an established Community entitlement in the
cases listed in Article 87(1)(a) and (b) of the detailed implementing rules, provided that all appropriate steps
have been taken by the departments responsible but have failed to secure full recovery of the Community

is very diYcult, or to interpret it as the management
of the risk of error in the underlying transactions. I
would be happy with this and that would be
something we would like to demonstrate we could do,
and we should be able to do it.
Chairman: Thank you very much for a most helpful
session. I am also appreciative of your willingness to
provide us with a little more further factual
information arising from these sessions.
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entitlement and provided that OLAF has not initiated the procedure under the second subparagraph of
Article 13(2).

2. For the purposes of paragraph 1, the decision to waive recovery of an established Community entitlement
shall be taken by the authorising oYcer responsible for this type of implementing measure under the internal
rules on the implementation of the budget, on the basis of the accounting oYcer’s notes provided for under
paragraphs 4 and 5.

The authorising oYcer responsible shall draw up a file setting out the grounds for the waiver, using the model
in Annex 5. Before waiving recovery of an established Community entitlement, the authorising oYcer
responsible shall first inform the Legal Service and, wherever the Community entitlement arises from cases of
presumed fraud or irregularity to the detriment of the financial interests of the Communities or other funds
administered by them, OLAF. If no information is received from these departments within a reasonable time
calling into question the planned waiver, the authorising oYcer responsible shall draw up a negative recovery
order in accordance with Articles 3 and 4, which he shall send to the accounting oYcer. He/she shall inform
the Legal Service of the waiver and, in the abovementioned cases, OLAF.

3. The authorising oYcer responsible may, pursuant to the principles of regularity, sound financial
management and proportionality, waive recovery of a Community entitlement in accordance with Article
87(1)(c) of the detailed implementing rules in the circumstances and in accordance with the procedure set out in
the guidelines on the application of the principle of proportionality to the waiving of recovery of entitlements2.

4. For the purpose of paragraphs 1 and 2, the accounting oYcer shall, at the end of each quarter, send the
authorising oYcers responsible reports with relevant indicators for analysis showing the age-based balance of
established recovery orders.

5. Each year the accounting oYcer shall send the authorising oYcers concerned a note drawing their attention
to a list of Community entitlements for which those authorising oYcers may make a waiver proposal in the
following cases.

— namely, old entitlements, established three or more years previously, involving small amounts;

— and where all appropriate steps have been taken but have failed to secure recovery.

2 SEC(2001) 1857 final of 21 November 2001.
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Recovery orders generated in 2005 by DG (except for the collection of Own Resources and of fines) Paid before due date
DG Initial amount Open today Cleared Closed Open Total No Yes Total

ADMIN 846.075 1.550 844.525 77 1 78 30 47 77
AGRI 78.137.278 369.320 77.767.958 57 1 58 25 32 57
AIDCO 98.720.149 14.930.119 83.790.031 666 68 734 215 451 666
COMM 723.061 39.585 683.476 18 2 20 8 10 18
DEV 442.173 171.117 271.056 18 8 26 10 8 18
DGT 284.915 0 284.915 10 10 9 1 10
DIGIT 2.533.775 0 2.533.775 73 73 24 49 73
EAC 121.585.203 2.221.327 119.363.876 1464 106 1570 557 907 1464
EACEA 2.631.289 2.032.532 598.757 61 72 133 43 18 61
ECFIN 143.720.804 49.577 143.671.227 111 2 113 8 103 111
ECHO 5.878.949 597.560 5.281.389 130 3 133 57 73 130
ELARG 98.329.704 27.795 98.301.909 221 5 226 79 142 221
EMPL 88.036.268 236.810 87.799.458 276 7 283 76 200 276
ENTR 9.029.001 318.000 8.711.001 14 1 15 8 6 14
ENV 10.621.955 1.434.988 9.186.967 42 8 50 19 23 42
EPSO 127.665 0 127.665 4 4 1 3 4
ESTAT 2.391.241 102.585 2.288.657 46 3 49 20 26 46
FISH 27.326.139 162.129 27.164.010 13 2 15 4 9 13
IAS 379 0 379 1 1 1 1
INFSO 6.483.560 715.296 5.768.264 266 11 277 94 172 266
JLS 3.950.473 10.070 3.940.403 42 2 44 15 27 42
JRC 33.894.066 287.237 33.606.829 591 10 601 285 306 591
MARKT 87.478 0 87.478 6 6 4 2 6
OIB 7.903.985 263.352 7.640.633 452 3 455 188 264 452
OIL 3.214.112 495 3.213.617 321 1 322 113 208 321
OLAF 13.574 0 13.574 7 7 4 3 7
OPOCE 15.114.304 157.259 14.957.046 342 8 350 181 161 342
PMO 120.331.593 1.143.792 119.187.802 3943 19 3962 625 3318 3943
PRESS 348.433 0 348.433 92 92 49 43 92
REGIO 406.747.482 41.012 406.706.470 112 1 113 35 77 112
RELEX 71.161.342 26.811 71.134.531 83 3 86 24 59 83
RTD 381.617.050 1.445.813 380.171.237 215 16 231 67 148 215
SANCO 3.976.074 1.912 3.974.162 27 1 28 9 18 27
SCIC 43.179.498 0 43.179.498 132 132 63 69 132
SG 559.165 0 559.165 9 9 2 7 9
SJ 672.236 26.614 645.622 47 5 52 19 28 47
TAXUD 2.055.322 0 2.055.322 54 54 17 37 54
TRADE 287.963 0 287.963 7 7 5 2 7
TREN 11.188.176 355.262 10.832.914 58 6 64 30 28 58

1.804.151.908 27.169.916 1.776.981.993 10.108 375 10.483 3.022 7.086 10.108
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Total cancellation or reduction in 2005 of recovery orders issued by the Commission

Reason Number Amount Mio ƒ

Cancellations 160 23,24
Waivers 358 22,07
Adjustment of the amount 224 98,37

Letter and memorandum from Marta Andreasen

In response to the request in your letter dated 5 May 2006, I hereby enclose the report with evidence relating
to the management and audit of EU expenditure and accounts.

As qualified Accountant I have prepared the report strictly from a professional point of view and experience
covering the aspects suggested in your letter. My contribution is aimed at helping resolve the fundamental
failures of the EU budget management in an eVort to achieve the welfare of the European Union as well
as the protection of European citizens’ interest.

All the information in the report is already in the public domain and my observations had been brought
to the attention of the EC hierarchy—up to the highest level—during my tenure as Chief Accountant of
the EC.

I will appreciate that when circulating the report this letter is also included as an integral part of my
submission.

I am willing to expand on each and any of the aspects covered if need be, so do not hesitate to contact
me for this purpose.

Prepared by Marta Andreasen, CPA/Economist, former Chief Accountant of the European Commission

Abbreviations: EC%European Commission; EP%European Parliament; ECA%European Court of Auditors;
EU% European Union

Failure of EU Accounts to Obtain Clearance

- What are the fundamental problems that have led to 11 successive years in which the accounts have not
been given a positive statement of assurance?

1. The fundamental problem: that has led to 11 negative statements of assurance is the vulnerability of the
accounting system on which the EU budget is managed and the lack of basic internal controls at EC level. In
awareness of this situation the European Court of Auditors performs tests on samples, which, showing high
levels of error, confirm the vulnerability mentioned, consequently leading them to refuse clearance of 90 to
95 per cent of the annual budget.

Financial Management within the EC and within Member States

2. Vulnerability of the Accounting System and Internal Controls: The deficiencies that I highlighted during my
tenure as Chief Accountant of the EC, all of which as of today remain unresolved (as per annual reports from
the ECA), and for which I proposed urgent and specific actions, can be summarised as follows:

— No basic accounting principles (such as double-entry bookkeeping) respected. The much publicised
“accrual accounting” is not based on double-entry bookkeeping.

— Insecure, unreliable computer system: the computer system on which the funds are managed and the
payments out of the budget are made is not secure (allows unauthorised access), is not coherent
(output diVerent to input) and does not allow audit tracking.

— Lack of basic segregation of duties: between financial and operational management (operational
managers, that is, Directors General, approve payment orders sent to the bank).
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In this context, in 2002 I was asked to sign the 2001 accounts which I could clearly see did not represent a true
and fair view of the assets, liabilities, income and expenses of the EU, moreover when I observed that the closing
balance for the year 2000 was diVerent from that shown as the opening balance for the year 2001, the diVerence
being explained by the “erroneous reporting of loans” for £130 million. Note that the ECA audited and issued
opinion on the first set of accounts for 2000 BUT NOT on the second set that became the opening balance
for 2001.

3. Responsibility for sound financial management: In the latest years the European Commission has resorted
to blame the member countries for the situation above mentioned. However it is useful to recall that art. 274
of the Treaty of Rome states that “the Commission shall implement the budget, in accordance with the
provisions of the regulations made pursuant to Article 279, on its own responsibility and within the limits of
the appropriations, having regard to the principles of sound financial management”. While the irregular use
of funds may take place in a member country, the responsibility for the lack of appropriate controls that allow
this to happen, resides with the European Commission. Indeed the member countries should cooperate in the
sound financial management but it is the EC who has the power to demand the necessary supporting
documentation to verify the adequacy of the expense and in the absence of such proof, it also has the unique
power to suspend payments and recover the non eligible advances.

4. Structure of the EU budget: 85 per cent of the budget is dedicated to Structural and Agricultural
programmes which the European Commission manages indirectly (in the sense that the programmes are
actually run by the member countries). In this important portion of the budget the European Commission can
add no other value than the adequate control and accurate accounting of the proper use of the European
budget. As for the rest 15 per cent this is managed directly by the Commission, 10 per cent corresponding to
Internal Policies designed by the institution and 5 per cent corresponding to administrative expenses. No
doubt that in this portion the EC has full responsibility both in the running of the programme and the control
of the use of funds. But in both cases—direct or indirect management of the funds—the EC should perform
the control of the adequacy of the expense against the supporting documents that, previously determined by
the EC, will prove the legality and regularity of the payment made and its qualification for accurate accounting
as an expense. It is worthwhile to mention at this point that, while the EC blames member countries for failures
in the management of funds, the Eurostat scandal which broke out in May 2003 (referred to in point 8)
occurred within this 15 per cent where member countries have no intervention at all.

5. Advance Payments: Most of the budget, notably the 85 per cent dedicated to structural and agricultural
programmes, is paid in advance (before it reaches the hands of the final beneficiary and before the programme
is completed). Under this modality, no documentation is presented to support the eligibility, legality,
regularity of the said payment. However, amazingly, this advance payment is accounted for as an expense and
not as advance (see reference to ECAs reservation in point 26 below). And from there onwards all control is
lost on its eligibility, legality, regularity. It follows from here that the EC has no mechanism of determining
which funds should be recovered (as the historical low levels of recovery evidence).

6. The budget surplus: Important amounts of the budget are not used, not even committed at the end of each
year. These surpluses, which for example in 2001 amounted to 15 per cent of the total budget, put into question
the need for the successive increases demanded in the EU budget, the adequacy of the planning of the budget
and not least the final destiny of those unused funds.

The Level of Fraud

7. A vulnerable system is an open door to fraud: Other than making it impossible to control the correct use of
the EU funds, a vulnerable system, such as described in the paragraph 2, in practice inhibits fraud prevention,
obstructs fraud detection, and hinders fraud proof and the determination of its magnitude.

8. The Eurostat case: The statistics oYce of the EU was involved in 2003 in a scandal related to the existence
of slush funds in unoYcial bank accounts and which were used for unauthorised purposes. The failures are
quite representative of the lack of controls for example in the existence of “unoYcial bank accounts”. However
the most worrying aspect is that no independent investigation could be completed due to the lack of audit trail
and the size of the fraud could never be determined.
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- Are the mechanisms which have been suggested by the Commission to improve management of the budget
appropriate?

Current Proposals to Improve the Management of European Money

9. The mechanisms suggested by the Commission to improve the management of the budget give rise to
consideration of: (A) The Administrative reform decided back in 1999 by the Prodi Commission and (B) The
“Roadmap” proposed in June 2005 by the Barroso Commission.

(A) The Administrative reform (1999)

10. Non-Accountability: Initiated in 1999 it was supposed to respond to the main criticism made by the Wise
men who evaluated the level of financial mismanagement that caused the resignation of the Santer
Commission. Their most important conclusion was: “It is becoming diYcult to find anybody who has the
slightest sense of responsibility within the European Commission.”

11. Decentralisation of responsibility: To address this lack of accountability the Prodi Commission decided to
decentralise the responsibility on the EU budget, on the Accounts and on the internal controls to the diVerent
Directors General. However upon implementing this reform the EC failed to address fundamental needs for
such reorganisation to be successful, the most important of which are: (a) a reliable accounting system, both
in what relates to generally accepted accounting principles and in what relates to a secure and coherent
computer system to manage the funds and (b) an adequate separation of functions between operational
managers and financial managers and functional reporting of the latter to the Chief Accountant. The result
of this failure is that Directors General avoid taking full responsibility on the budget, accounts or controls due
to the unreliability of the accounting system for which they are not responsible.

12. The implementation of the Reform weakened the controls: In reality, the implementation of the reform
(please note I refer to the implementation and not to the principles of the reform itself) did not correspond to the
spirit of further accountability, transparency and strengthening of controls of the said reform. The new
Financial Regulation which started to be implemented in January 2003 in fact weakened the control
environment in an alarming way. For example: The action plan of the Reform provided for the elimination
of the ex-ante approval of expenses by Financial Control but in no manner did it provide for the elimination
of the Chief Accounting OYcer responsibility on the control of the adequacy of the payments or the accuracy
and reliability of the Accounts. The new Financial regulation eliminated the “validity of the discharge for
payment” a control exercised by the Chief Accountant by reviewing the supporting documentation before
approving the processing of the payment by the bank. As Accounting professional with 25 years of experience
I have known of no organisation in the world that has ever decided to abandon such basic control.

13. The Chief Accountant’s responsibility: While there is no statement in the new Financial Regulation saying
that the Chief Accounting OYcer is NOT responsible for the accuracy and reliability of the amounts shown
in the EU accounts, the explicit mention of this responsibility that existed in the old financial regulation has
been blurred. The result of this is that the present Chief Accounting OYcer does NOT assume responsibility
for the reliability of the accounts.

14. Changes in the Financial Regulation: I tried to make the EP and Council aware of the weakening
of controls embedded in that new Financial Regulation before they would approve it back in June 2002
but was not heard. However, today in 2006 the EP, in the document for the discharge of year 2004
(http://www.europarl.europa.eu/comparl/cont/adopt/discharge/2004/commission en.htm) is claiming that the
Chief Accountant should assume responsibility on accounts and controls and the financial regulation should
be reformed to reflect this. The question here is how can the Parliament give discharge on Accounts for which
nobody assumes any responsibility. No organisation in the world would ask the Board of Administration to
approve accounts that are not signed by the Chief Accountant assuming responsibility on the reliability of
its content.

15. Accrual Accounting: As great improvement in the EU Accounts the EC publishes the introduction of
“accrual accounting” as a modern element. Looking back at least six years the EC has published a statement
of Assets and Liabilities, that is a statement of rights and obligations (not yet cashed) which is exactly what
Accrual Accounting records. So how could the EC report these assets and liabilities if it did not operate accrual
accounting? The amount shown was not derived from a double-entry bookkeeping system or any oYcial
record, the information being totally unreliable (Note ECA avoids making any statement in relation to the
“truth and fairness” of the value of those assets and liabilities).
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16. Opening balances for 2005: In its annual report the ECA now expresses concern on the inability to obtain
the “new” balances for the closing of 2004 which should be same as the opening for 2005. Considering what
is mentioned in point 15, the introduction of the “new accounting system” in 2005 is bound to produce new
balances diVerent from those reported at the end of 2004. ECA has audited the old ones and the EP has given
discharge on the old ones. (http://www.eca.europa.eu/audit reports/annual reports/docs/2004/ra04 en.pdf)
What will happen when the new balances are reported?

(B) The 2005 “Roadmap”

17. This Roadmap is yet another “promise of improvement for the future” issued in the light of the failure—
after a long promised and publicised reform—to obtain a positive statement of assurance for 11 years. It does
not address the long standing and fundamental shortcomings that I have referred to above. It only proposes
as a solution, the requirement for ex-ante Disclosure Statements and annual ex-post Declarations of
Assurance at Member State level for funds managed by national agencies. It puts the burden of defining the
control elements on the Member States while this should be clearly the ECs responsibility in line with art. 274
of the Treaty. While there is no agreement as of today, from the Member States on the issuance of the proposed
declaration of assurance, such proposal may involve a conflict of interest as well as face a divergence of criteria
on what are the right controls. The EC is substituting its role in defining and controlling the necessary
documentation for the payment, for a blanket declaration by the Member States.

- Are these mechanisms likely to lead to a positive statement of assurance on a set of accounts by the end of
the tenure of the Barroso Commission?

The Ability of the European Institutions to Address Identifed Financial Management Problems

18. The CULTURE: A high oYcial of the EC has publicly been quoted as stating: “One can change the system,
but it has proved impossible to change the culture”. The reality is that NO EFFECTIVE CHANGE has been
made to the SYSTEM nor will ever be made as long as the culture does not change. And no eVective change
will be led by those high oYcials who are part of the said culture (including the one who made the above
statement). The hierarchy of the EC has adopted an attitude of permanent state of denial of the depth and
nature of the problems and from this point no real resolution can be pursued. All we have is window-dressing
and promises for the future.

19. The independence of the institutions: Independence and conflict of interest are concepts that are unknown
in the EU institutional environment. It is not the role of the ECA to contribute to the setting of an internal
control framework. Similarly, it is a breach of the independence required by its function that the anti-fraud
oYce (OLAF) would report to the EC where the centre of the EU financial management resides. OLAF very
seldom finds “enough evidence” to prosecute those involved in irregularities.

20. EP discharge: The EP who should look after the interest of taxpayers discharges the EC each year while
deeply concerned about the lack of opening balance for 2005; while deeply concerned that the Chief
Accountant does not sign the accounts; while it finds the uncertainty as to who has final responsibility on the
amounts shown in the accounts unacceptable; while the amount disbursed but not yet approved as eligible
amounts to µ of the budget. It appears that taxpayers deserve less respect than shareholders because no board
of any company would discharge its management in such state of aVairs. http://www.europarl.europa.eu/
comparl/cont/adopt/discharge/2004/commission en.htm

- Are the working methods, staffing and organisation of the European Court of Auditors appropriate?

21. ECA’s working methods: The audit methods as generally described in paragraph 1 are in line with generally
accepted auditing rules around the world. Auditors first evaluate the internal control environment and
soundness of the accounting system and then determine the size of the sample on which they will make specific
checks. The problem lies with the vulnerable accounting and internal controls at the EC, which therefore
require expanding the sample.

22. The problem lies in EC’s lack of controls on the budget: and NOT on the ECA’s methods. While not
accepting their responsibility the EC and the EP have attempted to blame ECA for the negative assurance,
an incredibly awkward position as nowhere in the world would any organisation blame its auditors for their
accounting and control failures.
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23. StaYng and organisation of ECA: while the staYng may be adequate for a reasonable control environment
it may be insuYcient given the status of controls at the EC.

24. ECA’s language: When issuing their annual reports many key observations appear in a language which is
unintelligible for the public. ECA declares the accounts reflect reliably the revenue and expenses with the
exception of what is recorded in the line of “sundry debtors” which corresponds to miscellaneous revenue and
advances. Considering that the EU budget is mostly paid in advance such reservation in their opinion is
putting into question the entire EU annual budget. Moreover the ECA refuses to clear the legality and
regularity of 90 to 95 per cent of all payments in which case the Accounts would be reflecting expenses not
deemed to be regular and/or legal. Would this statement from the auditors allow any organisation to assume
that the accounts reflect a true and fair view of its financial position?

- Are there further steps which need to be taken?

What More Needs to be Done to Improve Budgetary Management

25. Change of Culture to change the system: Following from what is indicated in the paragraph 18 the first
action that needs to be taken is changing the culture. This change of culture requires the incorporation of
professionals whose experience has been acquired in transparent and accountable environments, to lead the
changes needed from the highest level of management.

26. Political support from the College of Commissioners: As essential as the incorporation of accountable
professionals to change to a culture that will allow the change of the system, is the need for absolute support
from the College of Commissioners who hold the political power. From my own experience, without this
uncompromised support no change in culture or system will be possible.

27. Change of the computer system: Once there is compromise to support a real change the most urgent step
is to change the computer system on which the funds are managed. No reform will achieve adequate
management of the funds if the computer system used is not coherent and is not secure. The system used today
is a “face-lift” of the old internally developed (by non-experts) SINCOM.

28. Independent Treasury Audit: Considering that the EC collects the contribution from the Member States
and gives back 85 per cent of the budget to them in the form of agricultural and structural subsidies it is clear
that at the EC the Treasury function is the most important. The EC has the fundamental responsibility to
ensure that this Treasury is managed adequately through safe procedures and systems, ensuring at all times
that checks and balances are duly exercised. The level of errors found by the ECA indicates that there are
important flaws in the Treasury management flow, aVecting the quality of payments, which I myself was able
to experience as Chief Accountant. An independent Treasury audit—which has never been performed—would
produce evidence of these flaws allowing their resolution and therefore is urgent and indispensable. Note that
the ECA raises concern on the lack of any resolution of the weaknesses of the system in what refers to the
treasury management. (http://www.eca.europa.eu/audit reports/annual reports/docs/2003/ra03 en.pdf)

- Can lessons be learnt from the accounting procedures and practices in other countries?

29. EC financial administration, the least evolved in the EU: The EC’s financial administration of the budget,
far from being an example to follow by the Member States, is the most poor of them all. Any of the 15 Member
States of the EU (prior to the incorporation of the last 10—as for these little information exists yet on the
quality of their public accounting) have accounting procedures and financial management practices from
which the EC can learn. While there is no room to describe them here, the information published by the
Finance Ministry of the OECD countries is of great value to learn about the accounting practices of its
members. The OECD itself has published various documents about the best accounting practices in public
management (PUMA directorate).

30. The British example: From my own experience and having reviewed the financial statements of public
entities in the UK I believe there are a number of practices that the EC does not currently observe and which
are of great importance. As an example, UK Treasury has regulated that all financial statements of public
bodies be signed by the Chief Accountant or Chief OYcial who has to include his/her declaration that the
financial statements reflect a true and fair view of assets and liabilities, the income and the expenses. Your
Treasury requisites of documentation to justify the approval of any and each disbursement of funds also
constitute a practice that should be followed at EU level.

23 May 2006
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Examination of Witness

Witness: Ms Marta Andreasen, examined.

Chairman: Good morning, Ms Andreasen. We thank
you for the submission you have already made, which
we are very pleased to have received. Our numbers
are quite large and we will hope to do full justice to
you in the time you very kindly oVered to make
available to us. I think because we are so large I must
ask all my colleagues to be as succinct and pointed in
their questions as they can be. I have an indication
from Lord Inglewood that he would like to ask the
first question.

Q371 Lord Inglewood: Thank you for coming. You
have kindly submitted a statement to us, which we
have read, and it seems from it that you are arguing
that there are two fundamental problems with the
European Union accounts: first, there is the
vulnerability of the accounting system itself, and,
secondly, the lack of certain basic controls. Could
you please explain to us how and why you think the
system itself is not reliable and satisfactory, and in
particular what the shortcoming is in respect of
controls and what you would do to make them right?
Ms Andreasen: I would first like to make a statement.
I am in a very special position. I think you know my
background. My comments today, as was my
submission, are limited by certain restrictions I have
in this special situation. I am a qualified accountant
and have prepared this report and my comments
from a professional point of view and experience
covering the aspects you have suggested in your
request. My comments today will also be limited to
professional accounting and financial issues. My
contribution to this inquiry is aimed at helping to
resolve the fundamental failures of the European
budget management in an eVort to achieve the
welfare of the European Union, as well as the
protection of the European citizens’ interests. Such
has always been, and continues to be, my aspiration.
All the information I have included in my submission
and that I read or comment on today is already in the
public domain. My observations have been brought
to the attention of the European Commission
hierarchy up to the highest level during my tenure as
chief accounting oYcer. I would also like you to bear
in mind that I can speak and express myself in your
language but this is not my mother tongue. I may use
incorrect wording and I ask from you that you ask for
clarification if something does not sound right.
Going to your question, I basically referred to two
problems around the financial management of the
European Union budget. The first one relates to the
accounting system. Basically what I found was that
the accounting system was vulnerable. It was
vulnerable, first, because it did not respect basic
accounting principles; I refer notably to the lack of

double entry bookkeeping. I also refer to the
vulnerability of the system in light of the computer
system on which the funds are being managed. I will
be more precise because there have been questions
before about the issue of double entry bookkeeping
or not double entry bookkeeping. The European
Commission asked SAP to develop a system for the
public sector for their own use in 1995. The European
Commission bought this system from SAP but
decided to use only the general accounting module
while the rest was developed internally by the
European Commission. The whole compound of this
general accounting by SAP, and the internally
developed system (known as SI2), has been known as
the SINCOM system. The issue is that indeed SAP
operates on double entry bookkeeping and would
not accept any entry into the system if it is not in
double entry. However, the transactions are not
processed initially in SAP. They are processed in the
local systems that the diVerent Directors General
have, and they are not processed on double entry
bookkeeping. What happens is that to transfer this
information from the internally developed system
SI2 (where the local systems feed their information in
single entry) into SAP they use what I would call, a
fictitious double entry because the SAP system would
not accept this. In my almost 25 years of professional
experience as an accountant and chief financial
oYcer in the public sector and in the private sector, I
have understood that double entry bookkeeping
requires that for every transaction that aVects the
finances of any organisation you require a debit and
a credit. This is not what happens at the European
Commission. The introduction of a transaction does
not require a debit and a credit. Moreover, the
systems that feed the central system do not collect the
entire group of transactions that are eVected in each
Directorate. This is a weakness which I found
fundamental and which makes the accounts of the
European Union to start with, not exhaustive and,
therefore, not reliable. I now refer to the computer
system. The computer system obviously was
developed internally by people who are not
accountants, and I am not sure if they were
experienced IT professionals. It was not developed
with the basic accounting principles in mind,
therefore there is a clash between the two systems,
and there has always been, because SAP is a very
accounting-minded system. This has created in all
these years a lot of problems of interface where the
amounts would probably end up being diVerent in
one system or the other, or the budget line, or the
detail of the expenses itself. This is another reason
why we cannot render the accounts reliable.
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Q372 Lord Inglewood: Could I check that? I am
neither an accountant nor am I a software expert, but
it seems to me that what you have told us is that the
basic system on the computer does not provide
proper guarantees which meet proper contemporary
accounting standards.
Ms Andreasen: Correct.

Q373 Lord Inglewood: We have also received
evidence that changes that have been made to the
system have given it a degree of credibility which is
diVerent from what you have described. Is it a matter
of fact, or is it a matter of opinion, whether the
system is or is not appropriate for the purpose to
which it is being put?
Ms Andreasen: I believe it is a matter of fact. I cannot
refer to the evidence that you have received because I
have not seen it, but I have seen responses from the
European Court of Auditors, and the European
Court of Auditors continues to say today that the
basic or primary recording of transactions happens in
the local systems of the Directors General, and those
local systems are not compliant with generally
accepted accounting principles. The Court of
Auditors goes on to say that those systems were
designed for management purposes, whatever that
means. They confirm today, very recently, that those
systems do not comply with accounting standards.

Q374 Lord Inglewood: Who defines these accounting
standards to which you refer? Where do they come
from? I am not an accountant and I do not know
anything about it. Who sets the rules by which you
are judging the appropriateness or inappropriateness
of the particular systems?
Ms Andreasen: There are international bodies who set
the accounting standards.

Q375 Lord Inglewood: Do they all agree or do they
diVer amongst themselves?
Ms Andreasen: They may at times diVer amongst
themselves. Basically we have two bodies: one in
Europe and one in the US, so to speak. They are
diVerent in certain aspects, I would say in very
specific and sophisticated aspects, but I would say
none of those bodies would accept that accounting
transactions that are not registered by a debit and a
credit originally would respond to generally accepted
accounting standards.

Q376 Lord Inglewood: Are you saying to us that
neither the American nor the UK and European
accounting standard bodies on your measure would
accept the appropriateness of the systems which are
in place in the Commission?

Ms Andreasen: Correct.

Q377 Lord Blackwell: Could I move on to the
controls and the audit procedures. We have heard
that the Directorates are responsible for authorising
expenditure, and the Chief Accountants OYce today
does not authorise, it simply executes payments to
that authorisation. You are suggesting this morning
that the systems that collect the primary data in
the Directorates are not proper double entry
bookkeeping, although by the time they are put into
the central system, the SAP system, then they are put
into double entry form. The concern one might have
is in those Directorates where the authorisation takes
place, what controls are operated to ensure that the
rules on expenditure are governed properly and
implemented properly, and what level of independent
audit there is to satisfy the Commission of that
control.
Ms Andreasen: Explaining the control environment is
pretty diYcult but basically there are minimum
controls that any organisation, and even ourselves in
our daily life, would execute before we make a
payment. Basically if you have to make a payment
you would ask for documents that support, first, that
the service or the goods have been received. You
would like documentation that supports that the
amount is reasonable and is according to prior
quotations or advanced pricing. You would also ask
for the documentation that supports that you are
making the payment to the right person in the right
organisation. This is a control that does not happen
in the European Commission. Whether it is assumed
that a Director General puts a payment order having
checked all this, is a matter of confidence, but the
control eVectively is not exercised. I think this is a
basic control. I could go over and get more
sophisticated about other controls missing, but I
think this is the minimum you can expect. Whether
the decison of the reform commission to decentralise
is a good or bad decision, I am not going to judge, but
centralisation or decentralisation requires certain
types of controls that ensure that the transactions are
regular and legal. I believe, and I have the experience,
that the so-called financial people in the Directorate
General, if we can call them finance people, all report
to the Director General who is, at the end of the day,
an operational director very much oriented, as a sales
director in a private company, to perform his
programme or perform his duty in regards to the
substance of these Directorates. These people putting
on the payment orders into the system do not have
functional reporting to the Chief Accounting OYcer
of the European Commission. Worse, when I was
there, the accounting services performed what is
called the “validity of the discharge for payments”,
which is basically checking against invoices, against
contracts, that you are making the payment to the
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right person, for the right amount, and for the right
service. There was a team of about 15 people doing
this check, and this check would be the last
authorisation before the payment was executed by
the bank. The payment is not executed by the Chief
Accounting OYcer but the payment is executed by
the bank. The payment order goes directly to the
bank. Prior to the reform of the Financial Regulation
there was this check. This check happens in any
organisation. I know of no organisation that would
release a payment without having somebody in the
finance department checking the invoice, the name of
the beneficiary, and looking that the service or the
goods have been received, whether it is decentralised
or centralised. You have the same rules in your own
House because I have read your financial rules.

Q378 Lord Kerr of Kinlochard: The point with which
you take issue is that responsibility is decentralised
and you think it should be centralised? You are
against the decentralisation that resulted from the
1999 changes?
Ms Andreasen: I am saying that if you decide on
decentralisation you need to ensure that the right
controls are there. Even if it is decentralised, there
should be a check at the Chief Accounting OYcer’s
oYce in the accounting services before the payment is
made. Your Treasury does this check.

Q379 Lord Blackwell: Your concern is all the people
authorising it before it gets paid are within the
Directorate and will interpret it the way the
Directorate wishes to.
Ms Andreasen: Yes.

Q380 Lord Watson of Richmond: Do you have a
fundamental problem with the Director General
being the person who is the point of authorisation? Is
that the heart of what you are saying?
Ms Andreasen: I have a fundamental problem with
the fact that for a financial control to be eVective
there has to be a separation of duties between the
person who is operational and the person who finally
authorises the payment.

Q381 Lord Watson of Richmond: You do not accept
that the present functionality of this distinction
between authorisation and execution, on which we
have already heard evidence in this Committee, is
eVective.
Ms Andreasen: No.

Q382 Lord Blackwell: The internal audit process,
you might expect that the internal audit would be a
check or safeguard on this. Do you have a concern
about the way the internal audit operates or do you
think it can be eVective?

Ms Andreasen: There are two internal audits in the
European Commission: one is the IAC, which is the
Internal Audit Capability, and this Internal Audit
Capability reports to the Director General; and there
is the IAS, which is the Internal Audit Service. This
Internal Audit Service is a separate directorate and it
usually reports to the Reform Commissioner, the
Administration and Personnel Commissioner, and at
this point it is reporting to Commissioner Kallas. It
reported in my time to Commissioner Kinnock. I will
not be judging the eYciency of the Internal Audit
Capability. I have experienced the Internal Audit
Capability within the directorate where I worked,
which is the Budget Directorate. I do not think this is
eVective obviously, because it does not have
reporting lines to the Internal Audit Service and,
therefore, does not have the opportunity to claim or
to defend certain principles because they (the IACs)
are evaluated and report to the Director General. I
will not comment on the rest but my concern
continues to be the same: if there is no functional
reporting to the head of the Internal Audit Service, if
there is no functional reporting from the “finance
people” in the Directorate General to the Chief
Accounting OYcer, the controls will not work. It is as
simple as that. I have to say that I have not seen such
a structure in all my years of work.

Q383 Lord Watson of Richmond: It has been alleged
that while at the Commission you were told to
authorise substantial payments without any
information as to the purpose, probity or budget line
on which to base each authorisation. This Committee
has taken other evidence which has said that this
simply is not the case now. I am asking you about
your own experience. Can you be quite specific to this
Committee on when this occurred and to what
amount of money?
Ms Andreasen: I began my comments with an opening
statement and I indicated that I was restricted, to a
certain extent, because of my legal situation at this
point. As you are aware, I have been suspended not
dismissed by the European Commission, and I am in
litigation. I will comment as much as I can comment.
I have referred at the beginning to the fact that the
minimum controls that need to be exercised on each
payment would be checking the invoice that the
services have been received and the beneficiary. I
experienced the inability to be able to check before
authorising a payment those type of documents. This
is all that I can say.

Q384 Lord Willoughby de Broke: Could you say if
any pressure was put on you to sign accounts which
you were unwilling to sign for any reason? What sort
of pressure, if any, was put on you to pass and sign
accounts?
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Ms Andreasen: Again, I am limited but basically, yes,
there was pressure. There was pressure to authorise
payments, and there was pressure to sign accounts
which I did not believe to be accurate, so to speak.

Q385 Lord Watson of Richmond: We all understand
the diYculties under which you are giving this
evidence, and I am sure you will be appreciative of the
diYculty on our side as well. Unless there is any
specific evidence behind any of these general
accusations, what we are left with is just an assertion
that corruption lies at the heart of the system.
Without the evidence it is very diYcult to accept the
assertion.
Ms Andreasen: Who made this assertion?

Q386 Lord Watson of Richmond: It is not an
assertion you would make?
Ms Andreasen: I am asking you who made this
assertion.

Q387 Lord Watson of Richmond: It has been
reported frequently in the media that this assertion
has been made.
Ms Andreasen: I have not made this assertion.

Q388 Lord Watson of Richmond: We had a written
submission from Ashley Mote, a Member of the
European Parliament, on this.
Ms Andreasen: I respond to my submission and my
declaration. I will not respond to assertions made by
other people in my name.

Q389 Lord Watson of Richmond: That is extremely
important. Are you saying this is not an assertion you
would make?
Ms Andreasen: I have never made this assertion.

Q390 Lord Watson of Richmond: You are not
making it now.
Ms Andreasen: I am not making it now.

Q391 Lord Inglewood: In responding earlier to Lord
Watson’s question, and you were talking about the
system of checks and balances prior to authorisation
of the money, you drew our attention to an instance
where you said that somebody relatively low down
the hierarchy had an inability properly to check a
proposal for payment. I hope that is a fair way of
describing what you told us. Was this something
which happened, are you telling us, just from time to
time, or was the system generally operated in a
manner where checking could not and was not
properly carried out?
Ms Andreasen: I do not know if I understand your
question.

Q392 Lord Inglewood: It goes back to a remark you
made to Lord Watson where I understood, but
perhaps I was not correct, that you said you could
think of a case where the person who was meant to
check had the inability to do that properly. Then you
said, quite rightly, that is not a proper way to look
after money. My question to you, to follow up that
remark, is to say was this particular case to which you
are referring an isolated incident or was it an example
of a general state of aVairs?
Ms Andreasen: I think there is a misunderstanding. I
said that I personally had had instances where I had
an inability to check that I was making the payment
for the right amount or the right person, I myself.
This happened in more than one case. How often, I
cannot tell exactly but quite often. A separate
comment that I made is that before the reform was
implemented there was a group of people making the
check for each payment that there was supporting
documentation that made the payment legally
eligible (validity of discharge for payment), and that
this group of people were not there any more. This is
what I said. While they were there, if they would not
get enough documentation, they would have to stop
the payment and start asking for more
documentation. The instances that I referred to were
my own experiences.

Q393 Lord Kerr of Kinlochard: I should say if I
attempted to ask my question in Spanish it would be
a total failure. Your English is very good. I would like
to move to the area of shared management, the area
of Article 274. As I read your evidence, you take a
very strict reading of Article 274 and 279 which lay
full responsibility for the implementation of the
budget on the Commission. You say, for example, in
your written evidence “When an irregular use of
funds takes place in a Member State the
responsibility for the lack of appropriate controls
that allowed this to happen resides with the
European Commission.” In a way that takes us, on
the face of it, in a centralising direction. We require a
much bigger, more powerful, more interfering
Commission if alleged misuse of the Structural Funds
somewhere in the United Kingdom by a local
authority is the responsibility of the European
Commission and not the responsibility of the local
authority or the United Kingdom Government.
There is a conflict here between the strict reading of
the Treaty and the way the Treaty has been
interpreted down the years, which is taking account
of what people now call subsidiarity. Am I right that
yours is a very strict reading? You think the
Commission has to exert the responsibility which it is
given in the Treaty, but which it has never exercised
in practice, for looking into the paying authorities to
whom it pays money for use on particular projects in
particular countries. You say, for example, that
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payments are often made as advances. You are
correct, they are, but you make that as a criticism.
Should all payments be in arrears so that one can
look at all the evidence, check that the bridge was
built in the place where people said it should be built,
before the European Commission pays for it? Can
you explain your philosophy on this?
Ms Andreasen: First of all, I will start with your final
statement. I am not criticising that the payments are
made in advance. As I was explaining for the
centralised and the decentralised structure, we have
to be coherent. Once you decide on a certain
structure, then apply the principles that are coherent
with this structure. We cannot be in the middle of the
river all the time, and this is what we have. The
problem with giving advances is that the money goes
out and we do not ask for any documentation. I am
not saying that the countries are not responsible for
correct administration. I am saying that the control
starts with the Commission. Why, because the
Commission is given the responsibility by Treaty but
it also has the power. The local authorities, and many
times public organisations within the local
authorities—because the payments are not made to
the central government, not even made to the
regional government but to public bodies within
them—will not feel the pressure to comply with the
controls if the European Commission does not say “I
gave you 100. Where are the papers to justify that you
planted olives in the south of Spain?” It should start
with the Commission and then it will have to be
cascaded. If they do not reply to this, then they do not
receive any money. But this does not happen and this
is the problem. There is no execution of the minimum
initial fundamental control. This happens all over the
place in our lives. If you are not requested to deliver
an invoice or a receipt for a certain expense, you just
ask for payment all the time and everybody is happy
ever after.

Q394 Lord Kerr of Kinlochard: The doctrine that
most people in the Council seem to believe in these
days is that it would be good to have a check on the
systems in the Member State, but not necessarily on
the actual detail, transaction by transaction. The
check of the Commission should be a spot check and
not a comprehensive check on every transaction,
because the doctrine of subsidiarity says that once the
decision has been taken that this is the kind of
expenditure that the European Union should do, the
centre should not interfere too much. Yours is a very
logical, but perhaps rather harsh and detailed,
interpretation of the Treaty. You are Philip II in the
Escorial. You are looking at the detail of everything
across the Empire, including across the Atlantic. This
is a very Colbertian, a very centralised, system you
are describing to us as your ideal.

Ms Andreasen: I will not respond to political
comments.

Q395 Lord Kerr of Kinlochard: It was not meant to
be political.
Ms Andreasen: It is political to a certain extent. It is
your opinion that I am being too strict or centralised.
I am not saying it is to be centralised. I am saying that
the people who hold the responsibility have to
execute the responsibility, and this happens in any
organisation. I have worked for a number of
organisations that were adequately decentralised. I
was director for finance of a region in Europe and I
had to sign the accounts for my region. The Director
General or the CFO in the United States, required my
signing the accounts.

Q396 Chairman: Could I ask a factual question
myself? You said that the Commission did not ask for
documentation from Member governments. Are
there not regularly submitted Member States
operational programmes which are documented and
without which the payments cannot be made? If you
think that is not suYcient, why do you not think it is
not suYcient?
Ms Andreasen: The documentation that the
Commission receives is, as you have mentioned, on
operational programmes, so to speak. It does not
receive concrete documentation that specifies that the
programme has been executed, that it has achieved a
certain result, and that for example it is Mr Gonzales
in Seville who needs to get the payment or who is
supposed to receive the subsidy. I am questioning the
lack of substantial documentation that justifies the
payment. The documentation of the programmes
is received by the Commission and, in fact, it
is according to this documentation that the
Commission books the payment into a certain budget
line, but this is not what justifies the correctness of the
payment.

Q397 Chairman: My understanding on that is there
are mid-term reports which are ex post facto required
by the regulations for the giving of money in these
circumstances. I am trying to find out why it is you
think those requirements are not adequate.
Ms Andreasen: I do not know how to explain it any
more. There are specific documents where people
sign oV that they have received the money and they
have executed a certain programme. It is not a list of
activities that have been performed; it is somebody
taking ownership that the programme has been
executed and the money has gone to these specific
people.

Q398 Lord Inglewood: I have one point arising from
something Lord Kerr said. If we go back to the
Treaty and look at the obligation on the Commission
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to be responsible for the implementation of the
budget, which I think is the core of your whole
argument that this responsibility is carried out
extremely precisely, I understand that it is general
accountancy practice that qualified auditors accept
as a good audit from another qualified auditor, in
much the same way that when you were producing
regional accounts for a head oYce in America your
accounts were accepted, if you signed them oV, by
the head oYce. In terms of dealing with the
Commission’s responsibility under the Treaties, is it
acceptable, do you think, for the Commission to
accept the findings of the National Supreme Audit
Institution of the recipient country, or do you think
the Commission has to do it all itself at firsthand?
Ms Andreasen: I have to make a distinction here. I
think there is quite a lot of confusion about auditing
and accounting. I have read, even in relation to my
experience, a lot of confusion. An accountant is
responsible for the registration of the transactions
which are legal and regular. He is responsible for the
preparation of accounts that provide for a true and
fair view of the financial situation of an organisation.
In the case of the Commission, the accountant is also
responsible for the Treasury, so for the authorisation
of payments. An auditor reviews transactions on a
sample basis and expresses an opinion. To answer
your question, on the basis of what I have explained
before it is enough if the audit oYcers of the diVerent
countries give the reports to the European Court of
Auditors—not to the Chief Accountant—and on this
basis the European Court of Auditors expresses their
opinion. I believe so. If you are saying is it enough
that the accountant of the UK oYce who receives the
money signs for the purpose of the Chief Accountant
of the EC, that this has been correctly implemented
and the payment is correct, yes, but we cannot mix
audit with accounting.

Q399 Lord Cobbold: Do you think the Court of
Auditors is doing a good job or do you think it could
and should be better?
Ms Andreasen: I think the Court of Auditors has a
diYcult job. Normally auditors express an opinion
on the accounts and on the controls, but they
basically analyse the controls to be able to establish
what is the size of the sample they are going to take
that will allow them to decide if they sign oV on the
accounts. The European Court of Auditors knows
perfectly well—and I am witness to this because I
received their claims in writing—that the state of the
controls in the European Union budget is less than
acceptable. Therefore, having determined that the
state of the controls is not acceptable, it would
require from them to take a huge sample, and they do
not have the people to take this huge sample. What
do they do? They take a small sample, or what they
can achieve, and they extrapolate the results. This is

not a good job. The question here is do we ask the
European Court of Auditors to hire 10,000 people to
do the audit, or do we ask the European Commission
to strength the controls. My response is you should
ask the European Commission to strengthen the
controls.

Q400 Lord Cobbold: Can they perform a proper
positive declaration on just the accounts of the
European Commission itself, the central aspects?
Ms Andreasen: There has been a discussion here
which, from an accounting point of view, I have
trouble understanding. There cannot be any
separation between the reliability of the accounts and
the regularity of the transactions. You only account
for regular and legal transactions. The Enron CFO is
being prosecuted and convicted for accounting and
booking into the accounts irregular and illegal
transactions. This diVerentiation that accounts are
reliable but the expenses are not deemed to be illegal
or irregular, is something, for an accountant, very
diYcult to understand.

Q401 Lord Cobbold: That second responsibility
could be the responsibility of the Member States or
Member State’s chief audit function, could it not?
Ms Andreasen: What responsibility?

Q402 Lord Cobbold: The responsibility for
approving the activities at the Member State level.
Ms Andreasen: The legality and regularity? I think
this is the responsibility of the Commission at the
point of making the payment and according to the
transaction.

Q403 Lord Cobbold: The payment is made in gross
terms to an account belonging to the nation or
whatever other institution is being funded.
Ms Andreasen: The payments are being made to
diVerent institutions, most of them public, but
neither to a central nor a regional government.

Q404 Lord Cobbold: They are paid in gross amounts
which are separated by the Member State, is that
right?
Ms Andreasen: No, they are made directly to diVerent
bodies. The money does not go directly to the
Member State and the Member State decides, no; the
payments go to the diVerent bodies. Asking an
assurance from the central government is not logical
and, if I was a central government I would not accept
this because the money goes to the diVerent bodies
directly from the European Commission treasury.

Q405 Lord Waddington: Speaking for myself, it does
seem strange to put forward as a definition of
subsidiarity the right of Member States not to check
properly on fraud. Surely in the sane world a
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Commission which is responsible for implementing
the budget should not dispense money unless it is
sure, or as sure as any reasonable person can expect
to be sure, that the money is going to be properly
spent. You have come to some conclusion, have you
not, as to the amount of money which has
disappeared improperly from the Commission’s
money over the years. Can you tell this Committee
about it?
Ms Andreasen: First of all, it is very diYcult for
anybody to be able to determine the amount that is
subject to fraud. If anybody comes here and tells you
that they have any idea at all of an amount, this is not
true. When there is an accounting system that does
not operate correctly, that does not register properly,
that is not exhaustive, therefore does not register all
the transactions that aVect the European Union
budget, it is very diYcult to determine the size of the
fraud, if any. I am not asserting that there is fraud. I
am saying it would be very diYcult to determine.
Over the years the European Court of Auditors has
refused to admit that the expenses up to 95 per cent
of the budget, that is the Structural Funds the
Agricultural Funds, plus the internal policies, can be
deemed to be legal and regular. 85 per cent of the
budget on 100 billion EUR average in the last years
per year is 95 billion EUR risk.

Q406 Chairman: You are basing your statement
entirely on published evidence, as you put it, of the
Court of Auditors?
Ms Andreasen: Yes.

Q407 Chairman: Is that what you are saying?
Ms Andreasen: Yes.

Q408 Chairman: This is not your own view.
Ms Andreasen: I have indicated, firstly, that I am
limited to certain comments which would involve my
knowledge of certain internal aspects. Secondly, I
have said clearly that in the state of an accounting
system which is unreliable, which is not exhaustive,
and is not coherent at points, it would be very diYcult
for anybody to give you an exact amount of the size
of the fraud.

Q409 Lord Jordan: The best part of my question was
answered in response to Lord Waddington about the
potential for fraud. You have described that without
the controls you cannot really say how much fraud
there is. What single measure could transform the
situation that you see occurring which leads to the
lack of control? What single measure could be taken,
because it would have to be a measure approved
eventually by Council of Ministers if it was to
transform what is seen as an unsatisfactory situation?

Ms Andreasen: I would not say it is the single but it is
the most important, and may be the first, measure
that needs to be taken is the empowerment of the
Chief Accounting OYcer to the level that the treaties
envisaged at the beginning of the EU times.

Q410 Lord Kerr of Kinlochard: I think you may have
heard the last exchange we had with a previous
witness where we were looking at the Maastricht
Treaty and thinking about Article 274 and 279. You
heard his answer that he thought that a better
language than the language inserted in Maastricht
would have been language that was risk based and
laid a risk-based responsibility on the Court of
Auditors. What would be your answer to the same
question?
Ms Andreasen: Can you ask the question again?

Q411 Lord Kerr of Kinlochard: The question that
was asked was did we get it wrong in Maastricht
when we amended the Treaty and inserted the
articles, of which you have a rather a strict reading,
laying a stronger duty on the Court of Auditors than
before to look at underlying transactions? Did we get
it right? Should we have gone further or did we go too
far? You heard the previous witness’s answer to that
question, what would your answer be?
Ms Andreasen: My answer is referring to something
that I commented on before. You cannot separate the
legality and the regularity of underlying transactions
from the opinion on the accounts. It would be
impossible to ask the Court of Auditors to give an
opinion on the accounts if they have not reviewed the
underlying transactions. If they give an opinion, they
cannot say the accounts reflect a true and fair view.

Q412 Lord Kerr of Kinlochard: I remember your
previous answer, but it is a curious coincidence that
in 1994, when the Maastricht Treaty came into eVect,
the Court of Auditors found it impossible to give
clearance to the accounts, and never have since. Up
to then they always did but from then on they never
did. The reason is that we laid on them a new duty in
Maastrich, and that ever since; in attempting to
discharge it, they have found it impossible to clear the
accounts. I would like to know what would be your
solution to that problem? I understand that you are
saying you would like to greatly strengthen the
central accounting function of the Commission and
extend its purview much further into the Member
States. I understand that. But would that, in your
view, enable the Court of Auditors to carry out the
full task laid on them by an enthusiastic British
Government in the Maastricht Treaty?
Ms Andreasen: Obviously if the controls are
strengthened at the level of the accounting of the
transactions this would reduce the load of work for
the European Court of Auditors. If they would find
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an internal control structure which is reliable, the
level of the samples would be much smaller. This
would reduce the load of work and would make it
easier for them to arrive at a conclusion on how
sound the financial management and how reliable the
accounts are. I do not think you need to make any
change in the Treaty itself. It is always a matter of
interpretation because you are saying that I am very
strict in interpreting the Article 279 or 274. It is a
matter of interpretation.

Q413 Lord Blackwell: In your evidence you point
out the discrepancy you found between the closing
balance of the accounts in 2000 and the opening
balance in 2001, which you say is £130 million. Can
you elaborate on what conclusions we should draw
from that? Are you saying that is evidence of
inadequacies in the account that that diVerence
arose?
Ms Andreasen: I will tell you what my conclusions
were because I was the new accountant. The first
accounts I received five months after I had been in the
job, and after having requested repeatedly to have a
statement of account, because obviously the finances
of the European Union were passing from one hand
to the other. I was requiring from the Commission,
who had appointed me chief accountant, that they
provide me with a statement of account of what was
the financial situation I was taking over. That is
reasonable in any organisation, but I did not get it. I
had to pull out all the articles in all the financial rules
to be able to prove to the Commission that they
needed to give me a statement of account. The first
statement of account was the closing accounts for
2001. The first thing I see is that the balances
published at the end of 2000 were diVerent from the
balances published at the point of publishing 2001 for

Ms Andreason also provided the Committee with a supplementary memorandum relating to the oral evidence from
Lord Kinnock. Copies of this supplementary memorandum were considered by the Committee however they are
not printed here. Hard copies are available on request from the Clerk to the Committee.

2000, and diVerent by ƒ130 million. It was really a
matter of concern for me, first, because I wondered
what were the accounts that were audited by the
European Court of Auditors and on which amounts
they gave their assurance or non-assurance. I asked
the European Court of Auditors about this and they
just ignored my question. As an accountant, a
diVerence of 1 may be the addition of 101 million and
the subtraction of 100 million, so this size of a
diVerence in the balance sheet is terribly important. I
sought explanation for this diVerence and the
explanation I got is “We gave these loans but now we
decided to write these loans oV.” I was then severely
shocked. Who authorised the writing oV of these
loans? Who are the beneficiaries of these loans? Why
did we give them the loans? There was no explanation
at all. This was a matter of concern for me. I think the
concern is very valid even today because at the close
of 2004 the European Court of Auditors has issued
an opinion on the accounts of 2004, and the
Commission has implemented a reform on the
accounting which will surely bring a whole set of new
balances in the assets and liabilities of the European
Commission. What are the amounts? What are the
balances that the European Court of Auditors has
audited, the ones we got at the end of 2004 or the ones
we are going to provide at the opening of 2005? These
are things that in the private sector you could be
convicted for.

Q414 Chairman: We are extremely grateful to you
for giving us such a helpful account of your
experience and your judgments. Thank you very
much.
Ms Andreasen: Thank you for giving me the
opportunity to speak to you and to somehow tell my
side of the story.
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TUESDAY 18 JULY 2006

Present Cobbold, L Kerr of Kinlochard, L
Inglewood, L Maclennan of Rogart, L (Chairman)
Jones, L Watson of Richmond, L
Jordan, L

Memorandum by Jules W Muis, former Director General and
Internal Auditor of the European Commission

Introduction

With reference to above hearing of 18 July 2006, and the specific questions submitted, I will first briefly set out
some contextual issues as I see them; followed by my answers to the specific questions raised. My responses
are predicated on the assumption that the House already has a wealth of historic information and views on
the fiduciary EU landscape. Hence, I will try to complement, or influence them where I think that to be of
relevance based on my specific vantage point and inputs as the Commission’s Internal Auditor, from April
2001 till April 2004; and my subsequent involvement as EU controls framework discussant on various
platforms in the subsequent two years; most recently on 12 July 2006, as moderator for the EP/COCOBU
Workshop on “tolerable risk and error”; risk appetite debates often being a tipping point in any discussion
on controls framework. I will do so by way of systemic observations only, skipping the anecdotal, respecting in
the process the standard terms of confidentiality that go with public expressions of views of former EU public
servants, without holding back on my own views.

As a user friendly “heads up” for what is to follow, in order to intrinsically understand why we are where we
are in the EU’s state of the art of good housekeeping, a quadruple PhD in organisational behaviour and
psycho-analyses, in macro and micro governance of the public and private sector, a 1.01 course in accounting
and public finance, mandatory reading of Machiavelli and Luigi Pacioli, a few life courses in street-fighting,
successfully passing the Washington DC drivers license test and, if none of that is of adequate assistance in
one’s grasp of the issues, a frontal lobotomy would be a recommendation or certainly be of assistance. I rely
on the Committee’s ability to deal with these requirements.

The Heart of the Matter

Change fatigue and aversion, whatever its direction

Throughout my association with the European Commission the Internal Audit Service (IAS) tried through
its (Annual) Audit Reports, the Internal Audit Service organised annual “Verstehen” Conferences, various
personal speeches and papers (the most salient of which for the issue at hand I attach for reference purposes)
to identifiy the structural barriers and openings the European Commission had in order to achieve the least
reasonably qualified—reasonable assurance predicated—fiduciary peace of mind (as apposed to “world class”
or “best practice” turbo-language usually in vogue in response to a crises). Some of the pertaining views can
also be gleaned from Commission internal correspondence that found its way into the public domain through
addresses or their proxies; or as the result of the discovery process in the context of legal action the
Commission was involved in.

The main thrust of my remedial recommendations to the Commission, consistently and right from 2001
onwards, has been a mix of:

(a) lowering the bar eg by seeking up front recognition for the medium till high risk profiles inherent to
the Commission’s activities; and/or by putting its challenges into a comparative US Federal or
Multilateral mutual learning perspective; and by insisting on researching some key architectural
issues such as the disconnect between the Treaty stipulation of the Commission having full budget
end-responsibility on the one hand; yet introducing through “Maastricht” the subsidiarity principle,
predicated on member states executing responsibilities, without the indispensable controls link, a
Country Assurance Statement by member states, to make it all work. Paradoxically, except for the
multi-lateral comparators, even lowering the bar has not always been warmly welcomed initially,
because its implied unnerving paradigm shifts in vested wisdoms;
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(b) putting the bar higher, by insisting on due recognition of internal good governance constructs, a
healthy system of checks and balances and empowerment of the bean managers as well as the bean-
counters; the importance of understanding the organisational culture, business incentive and des-
incentive systems to really get it right; and the weaknesses in the Commission’s accounting systems
of a Commission in denial; all to become a key part of the Commission’s overall controls framework
revamp consideration. This is not a popular entrée for an organisational flush in money, as the
Commission was at the time. What interest does one really have in such situation in looking for
skeletons in one’s own closet; or having eVective systems that uncover those skeletons; and/or to seek
subsequent recovery? Or having accounting, controls and audit professionals with their independent
mandate and professional attitudes, starting chipping away on traditional power structures eg by
seeking mandatory co-sign oVs? Why would the powers that are help in that process?

(c) putting the bar where it belongs, by pointing out that going for accrual accounting “big way” is not
a fix per se for deficient accounting and controls systems under a less ambitious accounting construct.
It is simply going for what accounting regulation—and the Commission’s own financial
statements—had claimed the Commission already did for at least a decade. Not for popular
observation, but an important one to table since this non-compliance situation unduly exposes the
Commission; whilst going for a right solution for the wrong reasons may lead to a wrong emphasis
when fixing the fragile accounting systems; and keep it fragile; both under the EC modified cash
system as applied for many years; as well as under an accrual systems.

Change, including change that lowers the bar to more realistic levels, or change in perspective only by pointing
out the Emperor’s Clothes, is never popular. It challenges vested wisdoms beyond vanilla Reform
programmes; programmes which many institution’s too often have seen come and go and come and go away,
without much eVect on the institutional culture, modus operandi, and, most importantly its eVective power
base. The Prodi Reform programme was ambitious, and already more than many at the Commission could
digest. It took some time for the penny to drop, and find acceptance for the fact that Reform is more than
introducing change programmes carved in stone. Reform, any reform, is also a discovery process that can lead
to new surprises, more than one bargained for. Leading to a lack of traction in the Reform process as designed,
the process itself being seen a threat as it is rolled out.

The universal and perpetual war between dealers in hop, and reality checkers

The resulting (healthy, but occasionally also ugly) organisational tension is nothing else than an index of what
we see everywhere when politicians/leaders (“dealers in hope”), meet reality-checkers, be they accountants
and/or auditors; national security agencies; or space-flight controllers. Not only can reality checkers be seen
enroaching on sacred territory; they also never seem to have enough; and indeed, sometimes may be
overplaying their hand; or misuse their position of trust for their own benefits. This ongoing confrontation of
two very diVerent mindsets and agendas is part of a perpetual war between politicised hope expressed and
garden variety bean counters reality as seen, reality often standing in the way of our leaders promises, rallying
cries, or choreographed expectation management; “dealers in hope” residing by definition high in the
institutional food chain, sometimes having ever greater diYculty accepting reality checkers with their own
professional responsibility; sometimes not, and, exceptionally, seeing its synergies. Reality checkers in turn
sometimes quietly—or not so quietly—assuming their responsibility, whatever the consequences; or
sometimes (allowing themselves) being used or misused as fig leaves; or getting power-drunk. That is when the
headlines pop up in the press. And a new scandal is born; with confusion abound.

On the importance of being a realistic reality checker

Since in our scheme of things reality checkers always play, and will continue to play, second fiddle—for very
good (organising principle) reasons that is—they more often than not will be the losers in confrontations they
seek, or simply run into, or even when they try to avoid it. Structural evasion of that responsibility can even
give some collective cover, or legitimacy, witness the audit profession in the private sector having diYculties
explaining how it is possible that all of the great financial scandals we have seen over the last decade have been
preceded by clean audit opinions . . .

I will leave it to this Committee to look for other examples eg in the world of national security: September 11
and its aftermath, and the interaction between politics and intelligence agencies, oVering a superb analogy or
illustration of the point I am trying to make.
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At the European Commission this non-level-playing-field duality is best illustrated by looking at the only
Treaty-designated fiduciary fonctionaire of the Commission, the Accountant, an A2 in the pegging order,
recently upgraded to A1, status; not even being at par with a platoon of Directors-General/Head of Services
(s)he is to be held to account and on whose behalf (s)he will professionally be held to account. Plus, I have
seen in the first two years of my job as Internal Auditor five diVerent Commission Accountants—the internal
Auditor’s countervailing power that is—of which four come and go; none of whom ever signed, or wanted to
sign, or was even expected to sign oV, or should not even dare to suggest or ask whether he was allowed to
sign oV on either the Commission’s accounts or a letter of representation from the European Court of
Auditors; vouching for the veracity of the accounts as submitted for audit. This goes to the heart of one of the
root causes raised in the House opening question (1): We are talking about an unequal war between dealers
in hope and their reality checkers. The Commission model not catering to its prime Reality Checker in Chief,
the Accountant, to carry out his/her functions—getting things right at entry level—with authority,
empowerment, and through proper sign-oVs. That is asking for trouble; ongoing trouble.

Prodi reforms potentially oVered a platform for the better, but even the Santer demise instilled sense of
urgency was not strong enough to change above situation fundamentally; it proved one political bridge too
far. The Commission eVectively has/had never an Accountant, other than in name. That, I understand, may
now change. Good, we will believe it when we see it, and see it work.

The politeness-conspiracy

Multi-laterals are multi-cultural villages, also in their controls approaches, their particular blend of fiduciary
processes mostly being legal/process, rather than results driven. Add to that multi-cultural picture, the, what
I have coined on an earlier occasion, “politeness conspiracy” (career patterns driven by staV and management
awareness that surfing the waves is a more secure route towards ones’ next career move than causing them),
and the scene is set for too many good people tweaking messages that impact the King, the Village Chief, or
his next of kin; to the point that too often the truth gets easily lost, and gradually become a post closing entry
on the institutional value ladder. Which is not very conducive to fact based, informed management.

It takes a village

This Committee will need no Dutch Uncling on the power dynamics between a well-established, hard working
but occasionally also self-serving bureaucracy on the one hand; and its flux, five year widowed political senior
management on the other; each and each one with its own agenda. Add to this mix the Commissioners’
Cabinets: Internally carrying the eVective authority of one’s Commissioner, but probably the least
transparent/accountable—sometimes self-propelling—management layer of the Commission, sometimes for
the better, sometimes for the worse. Equally, Commissioners, their Cabinets and/or Director Generals not
always being hindered by expert knowledge in the areas they have responsibility for; Commission-historically
in particular in the area of financial/fiduciary money management which for too long was not recognised for
what it was: A reputational-risk vulnerable lubricant of the Commission’s overall policies; its fidcuiary and
quality decision-making aspects too low on the Commission’s radar, except when it visibly failed. But even
then the Commission not always showing the political will and gumption it takes to fundamentally break
vested interests and push through, top-down, a reasonably independent professional community of
scorekeepers.

The price of maintaining the illusion of absolute assurance

To understand what that means to fiduciary sanity, one has to understand the incentive and disincentive
systems of institutional and individual actors to really get it right; even the barriers, politically and
bureaucratically, to openly recognise and acknowledge the inherent, manageable and non manageable risk
profiles of (EU) fund flows negotiated long long before being specifically designated; and the political courage
it takes to accept informed decision-making based on reality predicted programmic risk profiles; and to put
those profiles transparently on the table, whatever the political fall out of showing one’s hand: It takes eg
political courage to disburse 10 billion plus in development grants, acknowledging up front the high risk of
leakage, whatever project management ring-fencing done. One acknowledgement too far out, so far.
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From programme driven to distribution of wealth driven: The “bold move”?

One has to understand the distorting eVect of stated overall programme objectives being corroded and
overtaken over time by member states’ entitlement attitudes: EU Funds becoming political footballs in a field
with ever shifting goalposts (agriculture, to name one; or member states contribution “discounts” to name
another, closer this House). One has to understand that money can be spend meticulously, pass any audit and
controls test, but be based on flimsy, formal criteria (advances) that say nothing about the ultimate use of the
funds; process becoming a substitute/alibi for common sense and purposes intended; and hence funding de
facto degenerating into an inter-member state redistribution of wealth game under the veil of programme/
sector specificity.

I have on a diVerent occasion put out trial balloons that may be one could solve the EU’s chronically painful
walk through fiduciary land, by simply recognising that as far as the EU’s money management dynamics goes,
it is de facto in the business of redistribution of wealth, full stop. Complemented by specific policy performance
indicators for member states to achieve, annually and/or over longer periods. This “bold move” would allow
the Union to do away with its convoluted input driven spaghetti of rules and regulations—set the mother of
all deregulations into motion—and put the emphasis on outputs, policy achievements instead, duly monitored
and (des)incentive system driven. I get a lot of support for the idea, but not for its implementation; Too
revolutionary, three political bridges too far.

In sum

If any such organisation spends a hundred billion plus annually, and the Treaty designated chief fiduciary
oYcer, its Accountant, has never had to sign oV on the integrity of the numbers as a whole; has never had to
even sign a letter of representation for its auditors because none has ever been required by some inexplicable
historic slight of ECA audit hand, one should not be surprised that we are were we are in terms of good
housekeeping hygiene: Definitely not good enough; thanks to the Prodi reforms further than we used to be,
albeit also not far enough; but with the recent EU institutional proposals well on our way towards a semblance
of expensive “normalcy”. Conceptually at least things are falling into their place, but with a lot of diYcult
terrain still ahead of us. Prodi reform has overall played a constructive role in that change process, but in terms
of debugging “the system” on all fundamentals, Prodi reform has also been a sad story of missed
opportunities. We could/should learn from that experience with some mother of all fiduciary reform battles
still ahead of us.

Professional-technically, managing the EC money machine need not be rocket science, or overly cumbersome,
if the will is there. The EU is now gettng, under EP prodding, with a much more open mind of the Commission,
incrementally and mostly crises driven, very close to a viable overall controls formula. But one has always to
remember that we promised we would also be “there” by way of the Prodi reforms; “getting there” having
been frustrated by a very eVective but unaccountable coalition of the unwilling. For this House, or anyone
for that matter, to properly and convincingly understand how that works in practice, and to prevent it from
happening again, the Commission would have to be willing to open its archives of internal correspondence to
analyse the exact decision-making process of its various Reform programmes, for intelligent scrutiny.

On a personal note

I have thoroughly enjoyed my modest but exiting three years contribution to the Prodi Reform programmes,
and beyond, despite also its set-backs. But I also obviously failed to be persuasive or astute enough in helping
push some key new change concepts through at the time. I am pleased to see many come to fruition at this very
moment thanks to a new determination and evolution in thinking in three key EU institutions, Parliament,
Commission and Court of Auditors. The jury is still out on Council. But I now have good hopes we will get
there, the only question left being: By design or, again, by next default?

Which is a good juncture to start answering the House specific questions.

1. What are the fundamental problems that have led to 11 successive years in which the accounts have not been given
a positive statement of assurance?

(a) inadequate recognition/felt need for the importance of checks and balances by nurturing an
independent professional presence, at adequate level, of accountants, controllers and auditors; next
to management;
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(b) belated recognition of the Commission of its emerging role as a multi-billion money management
entity, next to and facilitating its policy setting tasks, in a rather complex business and fiduciary
setting; over-reliance on process, rather than outcomes;

(c) feeble leadership and anticipatory financial management and leadership, both at College level and
DG level; leading to too much muddling through, reactionary defensive management; hardly ever
ahead of the curve. Prodi Reform was bold in concept, potential and set up; mixed in
implementation; but failed in taking its own discoveries on new essentials wholeheartedly on board;

(d) major good governance disconnets within Commission’s own set up: a Secretary-General acting as
primus inter parus, rather than Chief Operating OYcer; senior management meetings having the
nature of mini town hall meetings with limited decision making structure; Cabinets acting as crucial
decision making black boxes; little appetite initially within the DG establishment to protect the
College by proper sign oVs; and little understanding at College level that the bureaucracy is there to
protect it against undue exposure; feeble checks and balances between bean counters and bean
makers; none of which is conducive to pro-active management, pre-empting the next financial
scandal; the Prodi Reform concept of decentralisation being abused for de-responsibilising central
actors, as if decentralisation means one can do away with all central eyes and ears; hence an
organisation weary of new structural steps that do not conform with the established language of
business; that business having had ongoing problems with accountability, specific and for the whole;

(e) sordid lack of leadership DG Budg, too long for medium term fix comfort, on the fiduciary front.
Understandably but irresponsibly, budget money management was its more sexy, first priority; the
fiduciary was a poor second, if a priority at all. If the eVective CFO of the institution cannot or will
not inspire the troops, there will be no inspired troops, whatever the good eVorts of the Commission’s
Accountant; traditionally reporting to the CFO/DG Budg;

(f) unncessary denial for too long that the EU is in a medium-high risk business, operating in a complex
environment;

(g) absence of a real Champion for the fiduciary, the Accountant being eVectively an aggregator of
financial data, a tremendous catch up challenge; the Accountant’s postion having to be upgraded to
DG level;

(h) too much posturing: “we have opened another can of auditors or OLAF investigators, see how
serious we are”; too much firefighting equipment, too little fire prevention; not properly addressing
the systemic issues that ensure that one can get it as much as possible right at entry level first;

(i) slow-witted on the Country Assurance Statement front; too hot a political potato;

(j) a pretty dysfunctional Audit progress Committee, from my perspective, chaired by the main Auditee,
aimed at keeping the internal auditors in check; never querying the accounts, or Accountant, or DG
BUDG on its work, independent of Internal Audit Reports; and waiving responsibility for vetting
the Commission accounts. Tremendous energy has gone into this process. Audit Committees are
vital links in the system of checks and balances and I am pleased to note that the Barroso
Commission has fundamentally restructured its set up;

(k) as mentioned above: An only partially eVective start-up Internal Audit Department, I take full
responsibility for and the reasons for which I will leave others to judge.

NB: Question 1 suggests that all situations in which one sees less than a clean opinion on the controls and
accounts there has to be a problem with the auditee. This is a dangerous fallacy. As mentioned before, we have
seen in the private sector all or most financial calamities being preceded by clean audit opinions of its auditors,
thus whether the auditor could well be the problem.

Qualified opinions, if given for the right (hence not responsibility/liability evasive) reasons can be much more
informative than unwarranted clean opinions. Equally, qualified opinions given for the wrong reasons—
auditors happily freewheeling on past practice without due cause, seeking the protection of the open-
endedness of their opinion—are not helpful either. The best added value comes from (qualified) opinions
expressed for the right reasons; with qualifications specific enough to understand the “portee” of the
exceptions. Hence one should first strive for the right opinion first, only then a clean opinion. I will expand
on that when answering the question on the European Court of Auditors.

But not without highlighting, repeating and saluting the irony of the situation that both in the US and at the
EU the audit profession in the (federal) public sector (GAO, the ECA), has over the last decade shown
considerably more audit reporting teeth and eVectiveness than private sector public accountants.
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2. Are the mechanism as proposed by the Commission for better budget management adequate?

I refer to Terry Wynn’s sensible overview of the fundamental issues at hand, as submitted to your Committee;
and the complementary proposals by other EU institutional actors. None of which should lead to declaring
victory, unless we can neutralise some of the powers that are and which might stand in the way of really getting
there. Most importantly, we will need a Commission internal fidiciary Champion to roll out these concepts,
persistent, inspiring, daring, and committed to bring this ambitious programme to a satisfactorily conclusion.
The most important barrier will not be professionally–technical, but organisational–behavioural. A public
section institution that is willing to be up front about its own risk profile has yet to be born, just to mention one.

3. Are these mechanisms proposed likely to result into a positive statement of assurance on a set of accounts by the end
of the tenure of the Barroso Commission?

I hope not. A postive assurance statement will most likely mean that someone is less than frank again.
Theoretically, if the Commission—in its own reporting—were to be up front in its assurances, including the
don’t knows and its wrongs; and if all member states were to be up front in their Country Assurances
Statements (CAS), up front, about their weaknesses and exceptions, duly counter-signed by their Supreme
Audit Institutions, a clean DAS would be a (real and ideal) prospect. But I doubt we will ever see such an
Angelic situation, although we may come very close to it. First we will have to get the Country Assurance
Statements accepted; because without it any clean DAS, or any clean Commission Management Assurance
Statement will hollow at best and utterly misleading at worst. Second we will have to wean the Supreme Audit
Institutions (SAI) of member states oV their cold-water fear in co-signing the CAS. Any Country Assurance
Statement that is not counter-signed by a Supreme Audit Institution should be considered with healthy
skepticism, if not deep suspicion.

As mentioned before, the EU’s stakeholders fascination should not primarily be with a clean DAS, but a right
DAS; with a Commission (probabilistic) management assurance statement reporting framework first; one that
is reflective of the Commission’s risk profile, self-inflicted (eg accounting systems) or inherent to the nature of
its business (foreign aid, with a reasonable assumption of substantive leakage). The DAS is no more than a
second opinion on such a probabilistic management statement. If it is qualified, it means the Commission has,
in the view of its auditors, not been as frank as it should be; or there simply is a diVerence in risk assessment
between auditors and Commission, which can always happen.

I have argued in the past for a “reasonably qualified reasonable audit assurance statement” meaning that the
Commission should share its inherent risks, but only be held to account for not managing the manageable part
of it.

So when I answer this question—tongue in cheek—“I hope not” I only want to say that, despite of tremendous
progress possible; despite the recognition of the formidable residual key issues still to tackle by all institutions,
let us try to avoid equating clean opinions with reporting Nirvana. And hold on to an ambiance of frankness
without pressure, lest we want the public sector to become like the private sector, where clean opinions have
lost too much of their glamour exactly because “public” accountants have forgotten to say: “we do not know”;
or “we know better”.

4. Are there further steps that should be needed?

Reforms are for 50 per cent discovery processes, and I am sure that the roll out of all good strategic
institutional papers presently on the table, will lead to further discovery of matters heretofore unaddressed. I
would venture to say that the Commission’s decision for accounting systems reform in 1995 will prove to be
too thin for future long term comfort if the Commission’s allocation of resources were to be driven by
institution wide risk management considerations. This would require one institutional risk language, and
accounting systems accordingly, held together by one data architecture. This simply has not been addressed
by the 2004 Accounting Reforms, which were too much predicated in their implementation on quick (political)
wins, hence left the Commission’s disparate local systems in tact. One should give the institution some rope
on that score, but to suggest we are there, would simply not be of this world: The assumption being that all
barriers to change, described above, would miraculously have disappeared cannot be but a stretch.

For other primordial conditionalities, I refer to my paper presented to the COCOBU on the occasion of its
12 July 2006 workshop. It lists a number of conditions to meet before we can be expected the EU controls
framework to reach a reasonable state of maturity.
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5. Can lessons be learnt from the accounting procedures and practices in other countries?

Yes, and I believe the Commission has been reaching out to tap the wealth of experience in other countries,
inside and outside of the EU, and through IFAC. But the accounting reform proposals of 2004 were
formulated under considerable political pressure to show results and plans for improvement; hence left little
room to take all lessions to heart. The fact that accounting reform remained incremental, leaving “local”
systems intact, and not going for the bold move in also putting the budget language on an accrual basis, will
come to haunt us at some future point of time; and call for a new round of accounting and budget systems
reforms. Moreover, the 2004 reforms were sold as a paradigm shift towards accrual accounting; which it was.
But just moving from a cash based system of accounting to an accrual system of accounting does not address
the systems compliance weaknesses resulting from the observations by the ECA; accrual accounting can be
conducive to that; but it is possible to have accrual accounting, with ongoing sub-standard regulatory
transaction implementation compliance; which is obviously not good enough.

For me the most useful country comparators are to be found with Australia, New Zealand, Canada, UK and
the US; other Continental countries now also showing some very useful experience in transitioning towards
accrual accounting; and lessons to be drawn.

6. Are the working methods, staff and organising principles of the European Court of Auditors adequate?

I have carefully stayed out of arguing the Court’s working methods. As one member of the Court once put it:
“We are your auditors, it is not the other way around”, and he was right. But I have made clear what my
questions were: how is it possible to arrive at overall audit conclusions based on 360, recently pumped up to
500 plus, transaction testing samples, with such a varied risk profile, non homogenous massive population,
and if not starting from a systems approach. If I remember well, the Court, when the Eurostat case broke,
acknowledged in Parliament Eurostat had been subject to three transaction tests . . . It took the Internal Audit
Service of the Commission exactly six working days, after three years institutional denial, and after much arm-
twisting to get its terms of reference to meet political expectations and promises, to find the smoking gun on
Eurostat . . .

The Story of Reporting Syntax, Semantics, Pragmatics

The Court has been a powerful force for the better in identifying inherent weaknesses in EC controls; it has
been less successful explaining the results of its work. Auditors, in particular when they start explaining, hence
detailing their work, mostly raise more questions than they answer because ours, like many other professions,
is just as much art as it is science. And what is good professional judgment for the one is jumping to conclusions
for the other. Even if we were only to focus on the definition of “error” and try to dissect form from substance,
we run into diYculties. I much welcome the Court’s methodological shift towards more analytical and high
end governance issues. Although I felt I have had by and large much support of the Court during sometimes
diYcult times, I regretted its de facto silence on matters such as governance, the role of the Accountant, letters
of representation etc.

The part where our views diVer, and I have made no secret about it, is on the reporting syntax of the Court;
which also led to some observations by Terry Wynn in his submission to this House, and which reinforce
my views.

The Court gives an adverse opinion on spending controls. I think there is no disagreement on that by whatever
party; even though the cryptic language used by the Court makes reading the DaVinci Code look like a picnic.
It gives first the 10 per cent good news in half of the text; and then the 90 per cent bad news in the other half.
There is no way to find that out other than creeping into the details of the Commission’s budget itself. No
surprise the press pokes fun with this totally unnecessary convoluted and misty expression of its audit opinion,
the important result of otherwise much hard and good work. Which may only be explained from the fact the
Court in its EU Treaty imposed governance construct is as much a political institution as a professional. It
might be the “politeness conspiracy” at work in optima forma, inter-institutional; and not in a very smart way.

The type of opinion expressed by the Court on the Commission’s accounts is multi-interpretable. The
Commission claims, and much of Parliament sees it, as a clean opinion, a “yes”. The Court, when challenged,
says, no no, it is a qualified opinio, a “yes with a serious but . . .” And indeed the Court qualifies for, mainly,
“other assets”, but is not particularly clear on what that means, in particular not the impact of the
qualification. All are right because in the taxonomy of audit opinions, qualified opinions are a subset of clear
opinions. It is just that the Commission prefers not to draw attention to the warts and all, on its “clean”
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opinion. My objection to the Courts reporting mode go beyond these semantics. Why should it not follow the
example of the American GAO, which for 10 years in a row dares say: “lousy controls?: Adverse opinion (‘no’)
on controls. An adverse opinion on controls?: A disclaimer of opinion (‘don’t know’) on the accounts as a
whole”. And that is how we find the GAO’s audit opinion attached to the US federal governments accounts;
for 10 years now.

One of the complications is that the Commission’s accounts, so far, are not really full accounts, ie made up of
a balance sheet and a profit and loss account. The “accounts” are mainly a balance sheet of some sort, prepared
historically on the basis of the modified cash or accrual basis. There is no profit and loss account, at most a
bridging document from opening to closing balance sheet. The Commission’s budget accounts come closest
to a profit and loss account. The Commission’s balance sheet is blessed with a “clean” opinion, plus an open-
ended qualification; its “profit and loss accounts” (read: budget) for more than 10 years is cursed by the ECA
with an adverse opinion. There is a major disconnect if the Court presents an adverse opinion on the
Commission’s controls/transactions/profit and loss account, as it does; yet a “clean opinion” on its balance
sheet. I have never heard a good explanation for that, nor seen it tolerated in professional literature. Balance
sheet and P&L are too much organically intertwined for that. It goes beyond this submission to try to explain
this evasive round peg in a square hole conundrum.

The importance of all this for me as Internal Auditor was that, when occasionally challenged on my own audit
findings, some Commission staV and management, and BUDG management would wave the Court’s “clean
opinion” in front of my eyes. Which just proves that indeed, I may have been the auditee and not the auditor
from the perspective of the Court, but as a key user of the Court’s Report I had an interest in squaring the
circle, for the protection of the Commission, even if the argument seems to go against its perceived interest;
rather than spending my time defending myself based on an external audit opinion which is fallacious. I am
looking forward to the day one can see the light on this topic. The US GAO is much more professionally
consistent and astute on this score.

The Court’s (Dis)organising Principle

Finally, the question on the Court’s organising principle: I have always been pleasantly surprised, if not
bewildered, with the Court’s productivity when comparing its outputs with its resources (some 600 staV); and
when comparing it to the EU’s ever mushrooming anti corruption (OLAF) forces—that will soon outstrip that
of the Court if the same trend continues (the Union should only do so if it really prefers to be in the good
housekeeping business of mopping the floor with the faucet open).

From a real world resourcing perspective, this “brigade” of nominal ECA manpower should first be stripped,
halved, to account for its tremendous overhead, ranging from a battalion of translators, two platoons of
Cabinets and their staV, two platoons of secretaries and administrative support staV, one platoon of drivers
and maintenance; two barmen, which leaves one, eVectively, with close to 220 foot soldiers, 20 sergeants, some
five lieutenants, and a captain or two, some in ceremonial, some in battle-dress. These are by Treaty wisdom
put under the institutional—inevitably scatterbrained—strategic command of all its 25 Generals—most not
professional soldiers—nominated by 25 diVerent member states for 25 diVerent reasons; its key decision-
making based on consensus management, hence by definition lowest common denominator driven. Each
General having, with luck, on average, two handful of eight frontline and two support soldiers under his/her
direct command.

This quantitative comparator benighly assumes that 25 Chefs de Cabinets/Chiefs of staV do spend their time
usefully to fight the enemy on the outside rather than each other—not exactly what Cabinets usually do. And it
assumes—perhaps lightly—that the Court’s political rather than audit-professional mental footprint does not
interfere with the quality of its outputs.

In short, the ECA has the organising principle of the proverbial Mexican Army, inclusive horsepower. And
I do hope if the EU were to ever set up its own EU army, it will not try to replicate the Court’s model. This
is not an ideal set up to win a war; even if it is only a war on poor housekeeping hygiene.

The ECA missed in my view an opportunity, or leadership, for an imaginative overhaul (requiring some self-
sacrificial talent beyond the normal call of duty), when the draft EU constitution was being discussed. It
distinguished itself by its absence of initiatives. It will have another opportunity through it present 2006–07
self assessment exercise; prior to subjecting itself, prodded by Parliament, to an outside peer review. It is not
hard to see that the EU, as well as the Court itself, will be better served with a professional business model,
rather than a political. But that may be too much asked to come from within, with privileges and benefit
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packages for each and all of the 25 members of the Court approximating benefit packages of each and all
Commissioners.

Thus the seeds for fundamental organisational change from within are not there. One may need a deus ex
machina for the Court to continue to play its potentially constructive role as an EU change agent, for the
better. Not without also recognising that the Court’s formidable contribution to instilling a sense of urgency
in fixing EU good housekeeping shortcomings was realised in spite of its own feeble organising principle.
Which should be seen as a compliment to many who are, and have been, part of the Court.

8 July 2006

Examination of Witnesses

Witness: Mr Jules Muis, examined.

Q415 Chairman: Mr Muis, thank you so much for
coming. You come at an interesting stage of our
inquiry. I understand you have seen some of the
evidence that we have had already because you make
some references to it. Thank you so much for your
written submission. We have, as you know, a limited
amount of time this morning. I am going to invite my
colleagues to be brisk in their questions to you, and
we will see how we get on. First, I thought it would
be helpful if we could ask you to say a little bit about
institutional arrangements from the point of view
that you had. You did say in the past that the
Commission was “in a state of denial” about the
eYcacy of its accounting and control systems.
Perhaps by way of introduction you might indicate
what you meant by that?
Mr Muis: First of all, it is a privilege being here. I will
speak as openly as I can but I am constrained still by
the normal rules of confidentiality. There are also
enlightened rules in the Commission still which
basically say “Thou shall only speak well of the
Commission”, and I will do so if you are willing to
add it all up, the balance will be that that is. I have
had great pleasure working for the Commission, and
I still do once in a while. After the Santer
Commission fell and the shock eVect of all that, the
Reform programme was excellently defined; the
systems of internal control and the roll-out etc were
very well defined in terms of its parameter, thrust and
also the recognition of organisational behaviour. It
had not identified weaknesses in the accounting
systems, and that is because there was an extremely
powerful DG called Budg, which basically ran not
just the accounting systems but also the
accountant—the accountant being pretty low in the
pecking order, A2. So it took a long time before the
Commission could come to terms with the fact that
things basically were not the way that they “were”.
The second element that Reform really missed out on
was the fact that if you talk about controls you also
talk about power structures; you talk about internal
governance of the Commission; and, hence, tinkering
with the existing power basis as it has always “moved
forward”. Those were the Achilles heels of reform, as

defined. That was the uphill battle that I basically had
in getting the Commission to recognise this.

Q416 Lord Jones: In 2001 you were appointed as
Director-General of the Internal Audit Service at the
Commission. Asking you on behalf of colleagues,
could you say what the role involved, and say a few
things about the relationship between the Head of the
IAS and the Commission’s Accounting OYcer?
Mr Muis: The role of the Commission’s Internal
Auditor was the role as of any internal auditor in
terms of its terms of reference, which is to give a
second opinion on the quality of the controls of the
Commission. The irony is that most terms of
reference do not set out whether that is piecemeal or
whether that implies controls as a whole. What is the
final product in the end? Is it your individual reports
or do you express an opinion at the very end about
the quality of the controls as a whole? That makes a
tremendous diVerence because the one is a best eVort
and the other is results-based. Since this was also a
new service and since we still have to build the service
and recruit people, the secondary objective is
basically to bring us on a par with state-of-the-art
internal auditing, in other words to build the
capacity; and to ultimately (which I accept as my own
objective) to express an opinion on controls as a
whole after five years, after we have gone through the
whole territory. My unit was nominally 70; on
average I worked in those three years with about
30-40 professionals. There were another 150 in the
so-called internal audit capability (IAC) spread over
the Commission within the DGs, which is the other
audit community. The governance construct of the
IAC, was basically that they were fully in the hands
of and accountable to their DG, which I did not think
ideal in the beginning, but I accepted because it was
an excellent opportunity for DGs to get accustomed
to the function of internal audit for their own benefit.
There were no functional reporting lines to me so, in
other words, I had no say about the recruitment; I
had no say about the in career progress. I had some
say about their work programme but very, very little.
Basically: self-propelling, independent units; which
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has been a constant topic of discussion with the
Commission about the wisdom of that particular
formula.

Q417 Lord Cobbold: Can you elaborate on that
about the relationship between yourself and the
Commission with OLAF and how that all fitted
together?
Mr Muis: Normally in a mature governance
construct of an organisation you will have the bean
makers and the bean counters; a part of the bean
counters are the auditors who actually audit the other
bean counters. You have then a relationship between
the managers, the bean managers, with the bean
counters down the line through dotted reporting
lines. If you are organised into 25 diVerent units, like
the diVerent Directorates General you will have a line
of responsibility dropping down vertically, and you
have a functional line responsibility or dotted line
responsibility as between the accountant and the
accountants within the DGs, or between the internal
auditor and the internal auditor in the DGs. This was
a very weak concept in the Commission right from
the beginning, because the Commission historically
was built into silo structures, where each DG got its
own budget and basically the Director-General was
God. Reform challenged that to some extent, but
Reform did not really define that this construct
should change. One of the discoveries of the Reform
process, which mainly came through my service, was
that this was not good enough. Intra-Commission
you had a number of individuals who I think were
very important for the eVectiveness of the control
construct as a whole; but had you had proper lines of
reporting from accountant to controller in the DG,
from the chief internal auditor to the internal
auditors in the DGs etc. Your question goes beyond
that: your question goes to the intra-institutional
relationship with OLAF. OLAF’s mandate was to
look at fraud and error. Our mandate was to stay out
of fraud and error. There is obviously a very close
relationship between the two. I had a deep interest in
the systemic observations of OLAF because they
would give me an extremely good indication of what
the systemic weaknesses were in controls. I have had
an excellent relationship over that time because I
have basically kept out of the politics of OLAF.
OLAF was very big; OLAF was three times as big as
internal audit, and I used the expression at some
point in time that it is like mopping the floor with the
faucet open. What I am basically trying to say is that
the EU was very keen to counter the impression that
it did not want to fight corruption, and it set up a
huge big unit that spent time mopping the floor. My
interest was in making sure that we got things right at
entry level. We also had helpful discussions with
OLAF and if we found something that did not smell
right we would hand it over to OLAF. I have tried

with OLAF, in answer to your question, to be as
constructive as possible and to push them into a
direction to let their good work result in systemic
observations that could be termed as “preventative
observations”, so that we could build better controls
upfront, rather than just fishing for all the
malfeasance after the fact.

Q418 Lord Cobbold: From your perspective, do you
think OLAF was doing an adequate job?
Mr Muis: I will not in sit in judgment on OLAF. I am
sorry to disappoint you on that, because I think
OLAF had an extremely diYcult mandate in an
organisation that was very scandal-averse obviously.
There is a whole crowd out there, with every ripple,
who will misuse it. The Commission itself was a little
to be blamed for that, because the Commission
basically only wants to bring a good message. My
role in this has been expectation management
upfront—that absolute assurance is not of this world.
In specific answer to your question—I would really
have to disclaim an opinion on whether OLAF was
doing good work. I have pushed very hard for it to
come to better systemic observations. In one of the
papers you have had I remind everybody that you
simply cannot go on throwing resources at OLAF
but not getting systemic observations back. If there
was a point of inferred criticism that any EU citizen
can see, I am a little disappointed in the extremely
fire-fighting focus of OLAF. The view comes out:
what would you really do to prevent it?

Q419 Lord Inglewood: In the evidence we have had
we have received very diVerent opinions about the
system the Commission uses for actual accounts.
Given your experience in the Internal Audit Service,
I hope you will be able to help us a bit. First of all in
general terms: are you satisfied with the systems used
by the Commission, to ensure that expenditure is
properly controlled and monitored; and, in
particular, to what extent do those systems adhere
to contemporary internationally recognised
accountancy standards? Secondly, we have heard
evidence there are some aspects of the software that
the Commission uses which, frankly, are not good
enough. Thirdly, in particular, that some of the
primary software used is not in fact able to support
double entry bookkeeping. Do you have thoughts
about that?
Mr Muis: To start with the double entry
bookkeeping, obviously if your whole system is
predicated on asking at the end of the year the
diVerent DGs to list their assets and liabilities, and
that has to be done basically by opening a drawer and
trying to find out what my assets and liabilities are, it
is like any grocery—that you have one that actually
takes stock at the end of the year, a counter-
inventory, and has a system where they can actually
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match that with the paper inventory so, in other
words, they know what they should have based on
purchases, sales etc; to a grocer that does not have
that system and basically says, “My profitability is
the opening inventory plus purchases” etc. The risk
of that system, of course, is if you do not know what
your inventory should be, and that you have got a
lesser system. The system of the Commission, by my
definition, was not double entry bookkeeping. One
could argue over the long-run that at one point in
time you have to make your entries on the debit and
on the credit side, but this was not what Luigi Pacioli
had in mind when he designed it in the 13th century.
As far as the software is concerned, again I am a little
dated, obviously. I have not been kept up-to-date,
but I have been a major voice in alarming the
Commission about the software system, I think you
are referring to. I labelled it on one occasion as the
“iron horse”. It was basically developed internally
within the Commission; it was proprietary software,
and it was neither user-friendly nor very agile and I
think untenable in the long-run. The answer to your
question is basically, no, the software was not good
enough because we are replacing it at this particular
moment. It is almost a dated question. I think the
Commission itself has come to the conclusion that
that software was not good enough.

Q420 Lord Inglewood: Was it so bland that it was a
scandal in accounting terms?
Mr Muis: Let me say that it was “fragile”. That is a
word I have used before. Do not forget you are
asking someone who was building a service and I had
to spread myself very thin in those first years in terms
of getting an overall impression of the whole
landscape. I think it is no secret that it was definitely
not good enough and did not meet standards. I think
everyone would agree with that. If you read the
Commission’s own self-diagnosis during the
Andreasen crisis on its accounting systems, that is
just telling. The starting point of your question is on
the accounting overall. There is some confusion: the
diVerent ways in which we use to see accounting.
First of all, there is transaction testing and
transaction processing, and how it actually enters
into the books and how that goes to the software etc
etc. Then there is the third dimension which is the
language of accounting that you use: is it cash based;
or is it accrual based? There is mostly a lot of
confusion on both. I think none of them are
particularly strong on transactions. You have the
verdict of the European Court of Auditors. On the
software you have basically the self-assessment by
the Commission once it was forced to acknowledge
that the systems were not good enough. On
accounting, on the language of accounting we have
made a move, as part of the accounting reform, from
basically modified cash to accrual accounting. The

question is: is that a good move; or is it good enough?
I have always said to the Commission and to the
Court: I do not understand why that is so much
“progress” because it had been required since the mid
1990s. If you look at the regulation of the
Commission, the regulation simply required accrual
accounting all along. We were just catching up. It was
something we should have been doing for a long, long
time. I hope that answers your question.

Q421 Lord Inglewood: I am not an accountant. I find
the ideas diYcult to get clear in my mind. Is the
manner in which the detail is carried out one which,
in your view, meets good contemporary standards,
internationally recognised standards, as being
appropriate for the kind of organisation which the
Commission is?
Mr Muis: I will answer through the silence of others.
The Accountant so far has never signed oV on the
systems. The internal auditors of the Directorates
General have never signed oV for the adequacy of the
systems as a whole. The Chief Internal Auditor has
never signed oV the accounts as a whole. The Audit
Progress Committee, the Audit Committee itself, has
exempted itself from responsibility for the accounts.
You are asking me whether I would substitute for the
wisdom of all these people who have gone for the
exits so far; and I will not do that. I will follow their
wise advice. At this moment there is simply no basis
to give positive assurance on your question.

Q422 Chairman: You have said those individuals
have not signed oV, is that because of a particular set
of accounts or because of their concerns about the
system?
Mr Muis: It is both. I figure it is because of the
weakness of the underlying systems, but also because
of the accounting system itself. You can have an
excellent transaction-testing process—Enron was a
superb case. Enron had a fantastic state-of-the-art
system but it ended up with pretty lousy accounting. I
think there are weaknesses throughout, inherent, that
make people nervous volunteering for sign-oVs. That
also makes senior management within the
Commission nervous of actually sponsoring even the
idea of sign-oV, not just that they have not signed
oV—they have not been asked to sign oV; which is a
pretty important index.

Q423 Lord Watson of Richmond: My apologies for
not being here at the start of your evidence. You have
said you were going to answer through the silence of
others—I think that sounded a rather deafening
silence to me. It is an old axiom in accounting:
rubbish in/rubbish out. What we do seem to have
here is really great confusion, uncertainty and
unwillingness to sign oV about what goes in to the
system. I understand that the Commission acquired
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an SAP programme in 2005, a technically perfectly
adequate system, but of course it can only be as good
as the material it gets. If there is still this problematic
nature about the material that is going in and the
unhappy wedding of a series of domestic systems with
a technically able system, surely this must now be
addressed because it is a continuing problem?
Mr Muis: Whether it is a continuing problem we will
find out because the pressure is very high. Parliament
in its two excellent resolutions, last year and this year,
(and, I would like to say, playing a real leadership
role) has now forced the Commission basically to
require the Accountant to sign oV. You could even
require it now. It is one of the big mysteries that we
have had: 50 years of an Accountant without any
sign-oV. Your observation of garbage in/garbage out
is a little rough, in that, I myself think I would have a
high error tolerance if I were in a Commission or EU
situation; but it is obviously not good enough. One of
the things the Commission decided in 2003–04 with
the accounting reform (and I warned them for it) is
exactly that. Which is that they have put through the
accounting reform leaving the local systems intact,
and results will be seen very shortly. Plus they did not
want to go as far as introducing one data
architecture. Both of them are matters where reality
will catch up with us. I made that prediction a couple
of years ago. For the sake of going to double entry
bookkeeping and accrual accounting, we have cut
some corners in terms the accounting reform process.
I would like to keep emphasising here, and your
question started on a negative note, that there is an
enormous amount that has happened and progress
has been made based on a best eVort basis; it is just
that what we are talking about are the results.

Q424 Lord Watson of Richmond: Clearly a lot of real
progress has been made but we are still in the position
after all these years of, let us not say garbage in/
garbage out, let us say imprecision in/imprecision out
or something like that. The trouble though is that,
whereas with the accounting of the Member States
you were in an area of devolved authority, in the case
of the Commission, the Commission really has to
respond to what the Parliament is saying. What I find
diYcult to understand is that the progress seems to be
incremental but quite leisurely, whereas actually this
is a matter, certainly in terms of the reputation of the
Commission, of very considerable urgency. As long
as there remains this doubt there is going to be a
fundamental question of those who are hostile
perhaps to the whole process of European
integration, who of course will use it as a stick to beat
the Commission and the institution. I cannot
understand why the Commission has not really
gripped this and resolved it for all these years?

Mr Muis: I could not understand why it was so
diYcult. It was one of my big uphill battles to get the
Commission convinced, and we have two
Commissions: we have the political commission, the
“College”, and we have the apparatus, the
bureaucracy. I thought that I was protecting the
Commission in basically saying it is the apparatus
that should protect you against undue
embarrassment; and they should take responsibility
for good housekeeping hygiene standards. You do
not have to be a Euro-sceptic to try to slow down the
process and to misuse the situation that we continue
to be in. We are now six years after Santer, the
Director General of BUDG, which is the main driver,
he never signed oV and he will probably leave his job
never having had signed oV for the integrity of the
BUDG process as a whole. He signs oV for his own
administrative budget. It is the tone at the top which
is the lead. And if it is such that one is sceptical about
everything and maybe even cynical, you get the
wrong leadership at the bureaucratic level. Not all
Commissioners that come in are really acquainted in
the state-of-the art of “normality”—what they could
reasonably expect. One of the sad parts of my
contribution is that I have not been astute enough,
and I have not been persuasive enough in telling the
Commission, “You are entitled to be protected”;
before the hot potato runs into your front oYce you
should have the accountant in between. At least in
the Prodi Commission I was not able to make
suYcient headway—some headway but not
suYcient. I understand in the Barroso Commission
there is a little more understanding for that. You
have an Accountant reporting; and it is all the tone at
the top. If the tone at the top is not good then you can
drag on for many, many years without there being an
alternate result that we are all looking for. We are
now in our eleventh year and the Parliament can do
very, very little. It is what I call the “mutual hostage”
situation. In a cynical scenario, as long as the
Commission keeps it bad enough, Parliament cannot
simply close the business of EU government by not
giving discharge. Parliament has very few tools, if any
tools at all, to really leverage this into something
more acceptable because the ultimate sanction is not
there. Even the fall of Santer was not caused by
Parliament. Santer was a self-inflicted suicide by the
Commission based on the wrong bottom line in the
report of independent experts.

Q425 Lord Jordan: Do you believe that the Kinnock
reforms have broken the back of the main problems
that beset the system? Has it begun to change the
culture you have talked about? Has it started to get at
the system deficiencies that have been enumerated by
so many people? Finally, if that is not the case that it
has gone far enough, what more specifically needs to
be done?
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Mr Muis: I think the Kinnock reform was bold. Let
me just also mention the one area he was responsible
for, which is human resources—very diYcult and
stubborn material he had to bite through. On
financial controls and accounting reform, the
Kinnock reform said all the right things and did a lot
of good things. I think one of the best things it did as
a starting point was what I call the “silver bullet”, the
assurance statements by the Directors-General, that
money has been used for the purpose intended. They
have then a possibility to make reservations and
qualifications etc. The Kinnock reform has also been
healthy and good in terms of its control framework,
at least nominally. The big question out there is still,
“What about compliance?” The Kinnock reform I
think has simply not had the courage (I wish it had)
just to build that healthy architecture I am talking
about. It is so simple. You have a designated
accountant (the architects of the Treaty saw it
correctly by separating the bean-makers and the bean
counters) who has accountants in the diVerent DGs,
and who have an open line of communication with
him. These accountants are responsible to the DG’s
management and they sign oV, and the DGs sign, and
they sign-oV together. Yet the opposition against this
has been very, very strong. At this moment the
accountants and controllers only co-sign but in the
very small print. The internal auditors only sign
piecemeal but not for controls as a whole. The Audit
Progress Committee itself has carved out
responsibility for the accounts not being part of its
terms of reference. One of the main weaknesses where
I have had some diYculties, and I am absolutely
grateful to see that it is now coming to the fore, was
my conclusion at the very, very end that this
disconnect between the Treaty assumptions of full
responsibility for this ƒ100 billion budget, and the
Member States subsidiarity principle as introduced
by Maastricht. You cannot combine the two and say
“We’re responsible at the centre and at the same time,
the Member States are responsible for 80 per cent of
the money spent”. You can only try to do that by a
spaghetti of rules from Brussels down into Rome,
Kalamazoo or whatever other place you can find in
Europe; or the individual farmer. But I came to the
conclusion at the very end that you do need a country
assurance statement in between, where the countries
have to take responsibility. I have got some very, very
nice news for you—and I am not trying to sell my
own country—but the government in Holland
decided to accept the idea of a country assurance
statement, the first country. The Minister of Finance
should sign oV for EU money being adequately spent
ex ante, which is what I worked at for a long time i.e.
certifying that systems are in place that will ensure
that monies will be used for the purpose intended
(you can always follow that up with an ex post). He
will cascade it down to his colleagues; and the

government will ask a co-signature by the Dutch
Court of Auditors. It is absolutely great as a first
example. I hope that that will snowball through to a
full completion.

Q426 Lord Jordan: You have said all the things that
you feel still ought to be being done. Is there one
silver bullet reform that you would make that is not
at this moment due to be made?
Mr Muis: The results-based sign-oV—because
otherwise you will keep walking around in circles;
and you still will not have an accountability
construct. I do not expect people who sign oV to give
a clean opinion; but I do expect them to be very clear
on why they either qualify or give a disclaimer of
opinion. I have had a rather controversial
relationship on this with my old colleagues in the
private sector, public accountants, and I am basically
telling them that all calamities we have seen in the
private sector have been preceded by clean opinions.
A disclaimer of opinion is much more informative
than a clean opinion, if properly motivated and
properly explained. I think all these calamities had
they been preceded by disclaimers—

Q427 Chairman: I am not an accountant either but
it sounds to me, however, that what you are saying is
these people are not signing oV?
Mr Muis: They are not even asked to sign oV.

Q428 Chairman: And are in a sense acting
unprofessionally?
Mr Muis: Take the framework, first of all, of not
asking them to sign oV:—senior management has a
duty of care to create an enabling environment, on
the one hand, but in return to ask for proper products
of accountability, on the other. Senior management
in the Commission, the Audit Committee, were not
willing to actually impose that requirement. I think it
as a lot to do with why at the World Bank I also had
great diYculties in asking for these sign-oVs. The
question is: do we really want to hear the answer? If
you get a proper hierarchy of sign-oVs and everybody
says, “We don’t know”, then ultimately it will end up
on the doorstep of the Commission itself, ie “Do you
really want to know?” This may sound very cynical
but if you look at the UN’s Oil for Food Programme,
that is a typical example of where had one had
upfront sign-oV, ex ante sign-oVs you would have
known. Anyone required to sign-oV on a programme
like Europe did with Iraq would have said, “You
make an agreement with the Devil, should anybody
be surprised that any time you shake his hand that
you miss a few fingers?” Of course we would have
known upfront that that is going to happen and
would have expectation-managed this thing. It is the
same with the loans of the World Bank: does the
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public sector really want to know? That is why there
is not this incentive system.

Q429 Lord Kerr of Kinlochard: If I understand what
you are saying, you are not saying that the fact that
many people were silent and did not sign oV means
that they knew that documents they were looking at
were defective; it means there was no requirement for
them to sign oV?
Mr Muis: Right.

Q430 Lord Kerr of Kinlochard: Secondly, you are
not saying that it was wrong in the Kinnock reform
to devolve responsibility to the Directors-General
and embed alongside the Directors-General financial
managers? You are not saying that was an error?
Mr Muis: Right. If I can just add to that
“decentralisation”, and what we did with the ex ante
sign-oV on the transaction basis; we decentralised
that.

Q431 Lord Kerr of Kinlochard: I will come back to
that. I would like to ask you whether you are sure of
what you say in your written evidence, that the CFO
of the organisation (using a private sector analogy)
should be the Director-General of the Budget
Directorate. You say that in your written evidence.
To me it is surprising and does not fit with the tenor
of your evidence today. The Budgets Directorate is
responsible for raising the revenue, the own resources
system, and managing the process of resource
allocation inside the Commission, between the
programmes. Why should it also be responsible for
the process of managing the accounts and ensuring
financial probity? You have followed private sector
practice, I agree, where the same chap does both jobs.
But why should you not build up the position of the
Accountant-General of the Commission, the
principal advisor to the President and the Secretary-
General on the probity of the process and the
Accounts, ie the man who is now doing your job?
Mr Muis: We have no disagreement on that.

Q432 Lord Kerr of Kinlochard: I would like to know,
are you sure they must be the same person?
Mr Muis: No, they do not. The present construct
historically has it that the accountant reports to the
CFO i.e. the DG of Budget. That is the present
situation. I have argued that one should consider
actually bringing the function of the Accountant to
DG level, which would be automatically splitting the
bean managing from the bean counting.

Q433 Lord Kerr of Kinlochard: I agree.
Mr Muis: There will be a more healthy situation. It
does not have to be like that because the CFO
actually does do the management and the
accounting; he combines the whole construct. So it is

possible to combine it. In the European Union
situation this has gone on for so long that I think it
would be healthy to split them for a number of years
at least, and instead of one DG to have two DGs. I
even wonder whether the Budget DG should be a
Budget DG because it is a political process. DG Budg
has never had the appetite—

Q434 Lord Kerr of Kinlochard: It is not a question of
appetite, surely, is it? The Budget DG has a very
fulltime job of resource allocation and of managing a
very political and sensitive own resources system?
Mr Muis: Yes.

Q435 Lord Kerr of Kinlochard: His talents are not
necessarily the same talents as are required for what
we are talking about?
Mr Muis: Exactly.

Q436 Lord Kerr of Kinlochard: If you were the
Secretary-General of the Commission, would you
feel that you should be signing oV at the peak of a
cascade of responsibility, with all the Directors-
General signing oV; but you would also like to have
somebody else made Accountant who is giving you
an assurance, that “the system is ok. Now here’s your
pen, you can sign”?
Mr Muis: Yes, we are on the same wavelength. I
cannot remember the phrase that I have used. I think
they should both sign oV. The CFO should sign oV
and the accountant should sign oV. Your question on
the Secretary-General is an interesting one. I had a
long discussion on that. The Secretary-General and
the Commission is a primus inter pares. He or she has
no oYcial—he is not a CEO with empowerment. This
is the model which would be ideal for the
Commission. If anything goes wrong you first go to
the DG and his Comptroller. If it aVects the
Commission as a whole you also call in the
Accountant of the institution, and maybe the
Secretary-General, and then you have a normal
construct as you have it in the public and private
sector, and I believe as you have it in the UK.

Q437 Lord Kerr of Kinlochard: Can I take you now
into the area of shared management of expenditure,
an area which has got much more complex since the
Maastricht Treaty laid down a new duty.
Responsibility for the financial probity of shared
management projects obviously rests with Member
States, and yet the Treaty says that the Commission
are responsible for implementing the budget. You
discuss this, if I may say so, very interestingly in your
memorandum and you go on to hint at a “bold
move”, where you seem to be saying that in order to
get away from your “convoluted input-driven
spaghetti of rules and regulations” one should move
to a simple resource transfer system, whereby one
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forgets the policy-based systems that the institution
has used since the European Community began,
accepts that the purpose of the exercise is to transfer
resources from richer to poorer countries, and says
that is all that we shall do. I do not believe you
seriously mean what you propose there in your
memorandum: I think it is a tease. Am I right?
Mr Muis: It is a tease. I hoped you would see it as a
tease. I wish I could generate enough enthusiasm in
the Commission. It is a zero-based assumption. It is
stepping back from all these rules—rules which
create their own vested interest; because once you set
the rules people will game the rules and know the
rules better; and will have an interest, to maintain the
rules because they know how to game them. When I
listen to the real negotiation dynamics on how we not
only negotiate the budget as a whole but also how we
negotiate the budget among Member States, then I
think with the present budget should we just not
admit that they are more redistribution-of-wealth-
driven, with certain limits and how far we want to go,
and only programme-driven secondary? If that is the
case, why do we not do what we actually do by the
billions with developing countries? Why would we
not trust the EU countries to throw the money that
we have thus allocated into their own national
budget—

Q438 Lord Kerr of Kinlochard: Yes, but you do not
actually mean that, do you, because they would then
simply reduce their domestic taxation?
Mr Muis: No, I would definitely attach to that
very, very strict policy-driven conditionalities. On
agriculture square acreage, or whatever you want to
use as conditionality, but everything that would
ultimately lead to the EU’s own programmes, the
EU’s own policies, to be met. The development banks
do it by the billions with developing countries. We
call it structural adjustment lending. We put it in the
national budget and then put conditionalities there. I
am using it as a tease and I wish that it was actually
picked up on a good round table to say, “What will
we actually lose? How much does it cost to keep these
rules etc intact?”

Q439 Lord Kerr of Kinlochard: I am glad I detected
that it was a tease, but I am not laughing. It does seem
to me that it is an extremely dangerous proposal. I
think we have to find a way of ensuring that
taxpayers regain or retain respect for the system. I
think taxpayers would not be prepared simply to see
budgetary support programmes. I think they do wish
them to programme-related. After Maastricht we are
in an uneasy territory in the middle where
subsidiarity has to be balanced against Commission
duty. We have had various witnesses giving evidence
to us, some suggesting that it is subsidiarity that must
give away; that the Commission must have a massive

land army of accountants spreading out through 25/
27 Member States. I find that diYcult to visualise. I
would like to know, what is your view of how best to
achieve the balance? I detect in your evidence three
components of it: first that there must be ex ante and
ex post assurance statements?
Mr Muis: Right.

Q440 Lord Kerr of Kinlochard: Second, that the
Member States, plus their audit authorities, must
take responsibility for expenditure in their areas?
Mr Muis: Correct.

Q441 Lord Kerr of Kinlochard: That is, for you,
fundamental?
Mr Muis: Fundamental, yes.

Q442 Lord Kerr of Kinlochard: I detect unease about
payment in advance. You do not say this explicitly in
your evidence, but could I ask you whether you
would prefer that payment should be on a refund
system, once the expenditure has taken place; or are
you simply making an accounting point that there
may be a disconnect between accounting for what the
programme is meant to do and then, subsequently,
accounting for what is actually done? Which are
you on?
Mr Muis: On the advances you simply have to look
at the scenario where we throw money on an advance
basis to Member States, or non Member States, (of
the PHARE programme, very much based on
advances too); and you get a settlement and an
accountability, one, two, three, sometimes 10 years
later. I simply do not believe as an ex-auditor, but
also a controller, that—

Q443 Lord Kerr of Kinlochard: That is PHARE, is it?
Mr Muis: No, I am also talking about regional fund
and everything else.

Q444 Lord Kerr of Kinlochard: So for regional fund
expenditure inside the European Union you would
argue it should be on a refund basis?
Mr Muis: I think it should be on a refund basis
because that would lead to a much healthier eyes and
ears from those who are actually going to be
refunded, because the accountability structure will be
stronger. I do not like a situation where you have got
tens of billions of advances outstanding, and will just
have to wait and see for many, many years.

Q445 Lord Kerr of Kinlochard: If I may say so, I
entirely agree with you. The third element I thought
I detected in your evidence is that you believe that
there needs to be a much more scientific assessment of
risk, and that the Commission should be more open
about risk. I suppose I should be asking you how far
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should risk assessment be built into the design of the
regulations which govern each programme?
Mr Muis: I think there are some ideas floating within
the Commission, which I think are great, with every
new programme proposal to do a risk analysis. If I
were to take, for instance the example of foreign
aid—and I have been close enough into that during
my time at the World Bank—I think we are spending
about ƒ10–12 billion on foreign aid through
interalia, the Economic Development Fund; and any
such programme that is not prefaced with the words
that authoritative literature indicates there is a high
percentage of leakage in foreign aid, simply is not
telling the truth upfront. That risk of leakage, either
through fungeability, is simply there, so just admit it.
The same is the Food for Oil Programme. You take
a calculated political risk when you take a political
decision to nevertheless push that money out. Rather
than putting accountants or Directors-General into a
position with zero risk and do all the rhetorics that we
would like to hear. So being upfront about the risk
profile. I myself would have a very high risk appetite,
because I have seen no organisation built without it.
You go to the history of the United States and you see
how corrupt the railway system were—

Q446 Lord Kerr of Kinlochard: Thank you. You
were very interesting in your memorandum about
risk. Do you think programme by programme it
would be possible to identify and get the Council, the
Parliament and the institutions to agree what level or
risk in relation to a particular class of programme
should be tolerated?
Mr Muis: I do not think by way of consensus
management. Especially in the beginning it would be
an interesting circus. Your Clerk attended one last
week when we, for the first time had a workshop on
it with the European Parliament; but it would also be
a necessary thing. If we cannot do it in a quantitative
way, then we should do it just in a qualitative way.
We should acknowledge in qualitative terms that this
is a high risk area, and we accept that or we do not.
There is just a fourth element that I will keep
emphasising, because you have got all three right,
which is the sign-oVs. For me the whole process of
sign-oV is just incredibly important to get the
attention for good quality systems.

Q447 Lord Cobbold: Surely the reputation of the
Commission with the European taxpayer is
everything we have been saying this morning and
talks about the complexity of the whole system. Is it
just a question of administrative complexity, or is
there within it all still a culture of fraudulence; or is it
honest ineYciencies that you have, or is there an
element of corruption still?

Mr Muis: I have always been very cautious by
phrasing it with a one-liner that fragile systems are
conducive to fraud and error, but it does not mean
that you have fraud and error. If you phrase it in that
way then you can simply expect that once people see
there is easy money with a low discovery risk that
they will go for it; which is diVerent from saying that
this all happens on purpose. A lot of this happens
because of very tight budget management. I think
Eurostat was a very interesting case. Eurostat started
with a bureaucracy not being able to meet all the
formal requirements of procurement etc etc and
started cutting corners; and, from cutting corners,
discovering it is very easy to cut corners. Then it goes
from building slippery slopes on slippery slopes and
then you may get a climate of corruption, or at least
inappropriateness. I do not believe, and I may be
proven wrong, in the big conspiracy—that some
silent hand is trying to keep us all less equipped on
controls because they are siphoning it oV. I think
people will misuse a low discovery risk in a
situation—that is very self-evident for me.

Q448 Lord Inglewood: My question follows from
that and it is perhaps the other side of the coin. You
have told us, and I entirely understand, some form of
non-positive assurance can actually be much
healthier than positive assurance. In this context you
have explained your perspective on the relationship
between the modus operandi of the Commission and
the systems in place. I think the question every
member of the public would like to know is: alright
we understand that systems in place are not those you
would have in an ideal world. You have said it is
conducive to all sorts of things going wrong. Given
the reality of the world we live in, is it worse than it
should be in actual money terms? Think about it in
terms of custodianship of public money. Are things
happening on a scale that, once you have applied
appropriate risk management and risk analysis, you
would have said, “This is simply unacceptable”? Are
there other weaknesses which are manageable?
Mr Muis: Yes, there are weaknesses which are much
better manageable, and I think we have just listed the
four levers that I would use to get things into better
shape. I have also lowered the bar for the
Commission on many occasions ie by having the
right attitude for upfront acknowledgement of the
inherent risk in some of the businesses we are in; and
having an upfront acknowledgement on the
redistribution of wealth features of some things we
do, like agriculture, which is for me a typical example
where we have slowly built in, through very sincere
programme objectives, an entitlement mentality; and
it becomes in the end a political negotiation rather
than programme-driven—hence my little tease or
toy: why do we not call it all redistribution of wealth
based on power politics?



3458082027 Page Type [E] 08-11-06 22:55:47 Pag Table: LOENEW PPSysB Unit: PAG6

130 financial management and fraud in the european union: evidence

18 July 2006 Mr Jules Muis

Q449 Lord Inglewood: I should enter a disclaimer
that I myself am a farmer but I do not think it has a
direct bearing. You are arguing that the systems are,
if not flawed, not necessarily fit for purpose, and that
you have then some political consequences of that. If
I might come back to the point I think the wider
world is interested about, which is not that the
systems may be leading to flawed policymaking or
flawed approaches to policy, but rather that a series
of ill-intentioned, dishonest, corrupt functionaries,
and their confederates, are, to put it crudely,
“milking the system” in a systematic way. Do you
think that that kind of comment which we see in the
tabloid newspapers in this country has any scintilla of
justification?
Mr Muis: Fragile systems are conducive to error at
least and also fraud. We are making ourselves
unnecessarily vulnerable by not being realistic
upfront about what that fragility is in order to take
the wind out of the sails of those would like to suggest
that there is fraud because you do not hear them
make that next step. When I read the OLAF reports
and the billions that are mentioned in there then
obviously somebody is using the fragility of the
system or the “not-good-enoughness” of the system.
Would I want to equate myself with the tabloids? No,
thank you very much.

Q450 Lord Kerr of Kinlochard: Surely we need to
break that problem down. All the evidence, although
I agree that the evidence is probably unsatisfactory
because of self-reporting, suggests that the great bulk
of fraud against the European budget takes place in
the Member States, it does not benefit somebody in
the Commission. It seems to me that there is a kind
of trade-oV that we need to be thinking about. If
inside the Commission—I agree with you about the
sign-oVs—a structure of taking responsibility and
signing for responsibility was created, the
counterpart should be that for the 85 per cent of the
budget that is jointly managed the Member States
should do as the Dutch Government has just decided
to do and take responsibility, establishing a system.
That seems to me to be the complete answer to our
problem. Nothing that is done inside the
Commission will deal with the bulk of fraud against
the EU budget because that lies in the Member States
and the Commission cannot find it.
Mr Muis: I am being much more cautious if I say
fragile controls are conducive to fraud and error but
I would not exempt the fact that could also happen
through the bureaucracy. When I joined the World
Bank in 1995 their slogan was “We have never had
fraud and corruption at the Bank” and it took me six
months to get to the first case.

Q451 Lord Watson of Richmond: Would it be fair to
characterise what you are saying now in the following
way: you are not saying that there is a culture of
corruption at the Commission.
Mr Muis: Definitely not.

Q452 Lord Watson of Richmond: But what you are
saying is that the present systems are vulnerable to
corruption.
Mr Muis: I am saying that I have found no-one to say
there are good systems, hence there are fragile
systems which lead to being conducive to fraud and
error. I am being very cautious about this because I
am not saying that there is massive fraud. I do not
want to be associated with that because I would like
to think my ex-colleagues are not, but the fact is that
some of my ex-colleagues may be tempted because of
the looseness of some of those systems.

Q453 Lord Watson of Richmond: Would you not
agree that we have got to be realistic?
Mr Muis: Yes.

Q454 Lord Watson of Richmond: You can have the
most sophisticated accounting and audit systems and
they are still, as we know from Enron and everything
else, liable to fraud. There has been no evidence that
we have heard that there has been any systematic,
sophisticated attempt at fraud within the
Commission but it does seem to me what you are
saying is that even without that and without a culture
of corruption this system could be made much more
robust than it is now because at the end of the day we
have to look at this and say, “Do we think it is
acceptable that the Commission is running an
accountancy system which is described as fragile?”
Mr Muis: It could be made much more robust in an
extremely cost-eVective way because, quite frankly,
the country assurance statements do not cost the
Commission much and lead to a fantastic
convergence of concepts of public sector governance.
That is a fantastic by-product that comes out of it.
The sign-oV by the accountant and all the other
actors that we talk about top down does not cost
much but it focuses their attention and all of a
sudden, free of charge, they have to put on the table
what they do not know, which is a fantastic piece of
information.
Lord Watson of Richmond: I think you have
persuaded us.

Q455 Chairman: I wonder if we might conclude with
a particular question about the Eurostat aVair. You
did an inquiry and report into it. I wonder whether
there are any lasting lessons that we ought to draw
from that which might throw light on the generality
of what we are considering.
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Mr Muis: There were some lessons drawn by the
Commission in terms of the Financial Irregularity
Panel. I do not know whether the custom stills exist
but every six months the DGs confirm with their
Commissioners that they have got things under
control, et cetera. The part where my
recommendations were not followed through was the
establishment of reporting lines between the
controllers of the Commission and the accountant, in
other words functional reporting lines next to
operational lines, so basically moving close to a
matrix structure. The same applies for the internal
auditors. If you have 25 chief internal auditors in the
diVerent DGs, the internal auditors can be used for

their own purposes and they can be used for
institutional purposes; can be gatekeepers against the
central internal auditor or they can be conducive to
better controls for the Commission. You could rid it
of all the politics in the world and there are some very
easy wins. I wish the Commission had gone a little
further. It was mainly a procurement issue and I left
shortly after this investigation so I do not know what
the Commission has done on the strength of its
procurement rules.

Q456 Chairman: Thank you very much indeed, it
has been most helpful.
Mr Muis: My pleasure.
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Examination of Witnesses

Witness: Rt Hon Lord Kinnock, a Member of the House, examined.

Q457 Chairman: Good morning, Lord Kinnock.
May I, on behalf of the Committee, express our very
great appreciation to you for coming today. We
realise this is a unique opportunity for the Committee
to hear from the architect of some of the reforms
which we have been considering. I believe you have
seen some of the evidence we have had. We will try
not to keep you too long.
Lord Kinnock: My Lord Chairman, may I say it is a
pleasure as well as an honour to be able to appear
before your Committee, of which I had some
experience when I was a Commissioner. The
occasions on which you came to Brussels were
convivial but, more to the point, I think, also very
productive. Naturally, I am as sorry as you are that
Lord Radice cannot be with us. I understand the
reasons; I have been in touch with Lord Radice,
obviously, and wished him a very full and speedy
recovery.

Q458 Chairman: Thank you very much. I think my
first question is really by way of introduction and
inviting you to give us your view about some of the
evidence on the reforms that you introduced which
suggested that they understood the culture of the
Commission rather well. In particular, we would like
to ask if the Committee of Independent Experts’
report on the Santer Commission, which described
“fraud, nepotism and mismanagement” was a fair
account? Can you give us some indication of what
you thought were the reasons that lay behind this
situation?
Lord Kinnock: There were actually two reports
of the Independent Experts’ Committee—or
Committee de Sages, as it was known colloquially.
The second report which was produced in
September 1999 was full and, some would say, more
balanced. It was certainly more perspicacious and
thorough, and indeed it was one of the ingredients
that we employed in the design of the reform White
Paper between September 1999 and the publication
of the reform paper on 1 March 2000. So far as the
reference to the phrase that you employed is
concerned, first of all that phrase, in my view, is not
a fair reflection in any respect of the nature or
personality of the Commission; and, more

particularly, the people working in the
Commission. In the one case of nepotism that the
independent experts specified, the one case of a
Commissioner, there is a certain full cycle in that.
On July 11 this year, the European Court of Justice
concluded, in keeping with the submissions that I
had made through the Commission, that Madame
Cresson had actually acted in serious breach of her
obligations under Article 213 of the Treaty. The
compilation of the evidence to secure that outcome
took me some years. I take a degree of satisfaction
in the conclusion and the judgment of the Court,
although naturally I feel no vindictiveness towards
Madame Cresson. So far as the first Experts’ report
is concerned, a phrase was employed right at the
end of the report that it was “diYcult to find
anyone with a sense of responsibility.” Reliable
witnesses inform me that that phrase was not in the
final draft of the report on the Sunday before it was
published, 15 March 1999, and that it was included
overnight. We can only speculate about the reasons
for that. In one respect, that phrase was hideously
misleading because the Commission personnel have
many characteristics, which include a policy
priority, an excessive inclination towards long
hours and a hierarchical structure. However, the
idea that people did not bear a sense of
responsibility for their duties simply is not justified.
In one other respect the phrase used in less
melodramatic circumstances had justification. It is
that, such was the inheritance of the organisation,
such was the hierarchical structure, such was the
inadequacy of the system of financial control and
accountability that, because responsibility was
allocated to everyone, it was borne by few. So
whilst the phrase was misleading in press reporting
terms, it did have a degree of justification as a
reflection on the inherited nature—culture, if you
like (although I am reluctant to use that term)—of
the European Commission.
Chairman: Thank you.

Q459 Lord Inglewood: You have commented on this
phrase. I would like to ask you, in what language was
the report originally drafted?
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Lord Kinnock: The original draft of the report was
mainly in French, as I understand it, with some
in English. Naturally, there was simultaneous
publication in all the working languages on 15
March.

Q460 Lord Jones: My Lord Chairman, Lord
Kinnock. One of our witnesses in our proceedings in
these last few weeks has been Mr Brian Gray. I
personally thought he was fine value. I was
wondering if you encountered any diYculties over his
appointment, and has he been the success that he
appeared to us to be?
Lord Kinnock: Mr Gray has been the Accounting
OYcer of the Commission and Deputy Director
General of DG Budget since late 2002. It struck me
in the previous period, especially following the
experience of Ms Andreasen, that the person
required to be the Accounting OYcer of the
Commission had to be of the very highest
accountancy calibre, preferably with extensive
experience in the international public sector, and a
recognised reformer. Brian Gray, who is a United
Kingdom citizen, as you know, conformed to all of
those requirements. I was the Vice President for
Personnel and Administration, together with several
other duties, and when I pressed the case of Mr Gray
it was felt, in some quarters, that I was being
nationally partisan. The accusation was levelled that
my preference for Mr Gray related to his citizenship,
which of course was utter rubbish. I would not have
cared if he had come from Mars; this man had the
full equipment. I think your Lordships, having
interviewed Mr Gray, will come to the same
conclusion. In addition, if you examine the work that
he undertook from the outset in the design and
implementation of the action plan for the radical
modernisation and reform of the accounting system,
and much else, I think that my trust in and respect for
Mr Gray and his qualities has been richly fulfilled. So
whilst I could not say that I experienced arm-
wrestling resistance it was necessary to be assertive in
support of the appointment, on merit and through
the normal procedures, of Brian Gray. He has been
a seriously substantial asset to the reforming
Commission.

Q461 Chairman: We have heard some positive
remarks about, in particular, the reforms involving
human resources, and I would be most grateful if you
could indicate what eVect you think those reforms, in
particular, might have had on financial management.
Lord Kinnock: The Commission as it existed in 1999
was a place where the strongest emphasis had always
been, in the jargon, on les tâches noble (the noble
tasks—the policy preparation and development
tasks) and was an institution that had put little
emphasis on the skills of management, particularly

trained skills of management. In addition, whilst
using the rhetoric that “the personnel of the
Commission are its greatest asset” (which is not
unknown in any organisation) little had been done to
invest in that asset. Part of the reform (one of the
most important features of the reform) was radically
to change that. Consequently, we undertook the
series of changes, which I am happy to go into detail
on, in our requirements on management, in training
for management as well as more general,-four fold
multiplication of the investment in human resources
training, particularly in the financial management
sector. A host of other changes were also made to
ensure that the evolving obligations of the
Commission, particularly in the management of
resources as well as in the duties of policy
development, were at the highest level. We saw the
beneficial eVects of many changes even during the
period up to December 2004 when I was in the
Commission. Those progressive changes have
continued, I am reliably led to understand, with very
positive results.

Q462 Lord Watson of Richmond: Lord Kinnock, I
was very interested, having had my own experience of
four years’ work in the European Commission, in
your remarks about Mr Gray and the resistance that
you had met on the grounds of his nationality. I had
comparable experience with one appointment.
Standing back from it and being thoroughly
objective on it, do you think the Commission has
paid a high price in terms of eYciency, including
managerial eYciency, from the custom of senior
posts having national flags on them?
Lord Kinnock: In, I think, the first action in the first
meeting of the Prodi Commission, we took flags oV
all jobs. If you look at the rotation of senior posts in
the subsequent years, you will find that that reform
has been rigorously implemented. When I became the
Commissioner for personnel and administration at
the same time as being Reform Commissioner—and
Linguistic Services Commissioner and several other
things (if there had been a Commissioner for kitchen
sinks I would have been the Commissioner for
kitchen sinks; sometimes I thought I actually was)—
there was a Director General who had held his job for
14 years, the Director General for Agriculture. He
was an excellent oYcial, who had on two occasions
sought movement to other Director General-ships,
and this had never occurred. Despite his excellence—
and he went on to become the Director General for
External Relations—he was the first to recognise that
his movement should have taken place a long time
before. In the case of others who had been in post
nine years and so on we made immediate changes and
the convention that particular posts went to civil
servants of particular nationalities, was shredded and
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replaced by a new system of mandatory “rotation”
which continues, I am very happy to say.

Q463 Chairman: We have also had some evidence
indicating that perhaps the internal structures within
the Commission were not suYciently addressed by
these reforms. I wonder if you thought that was a fair
assessment.
Lord Kinnock: I do not think it is a fair assessment by
any standard of examination. What can be copiously
established is that the structures of organisation
and management, the systems of organisation
and management, and the means of examining
performance of systems, structures and management
were all radically changed by the implementation of
reform and by some adjustments to reform which we
naturally and necessarily made when experience
taught that further demands could be imposed
and further improvements could be achieved.
Structurally and systemically the Commission has
therefore changed profoundly as a result of the
reforms. If I can oVer an observation: one of the first
words you used in your questions related to
“culture”. As I indicated, I have reservations about
using the word “culture” because I think that it can
become a spray-on excuse. However, I use the
term simply because it is shorthand that is
comprehensible. In an organisation, not only a public
sector organisation, in any organisation, the
“culture” is a product of structures, systems and
management. Where the structures, systems and
management are forward-looking, continually
capable of evolution and show flexibility and
relevance then the culture can be said to be positive
and productive. However, systems, structures,
attitudes and practices of management can atrophy,
and I think it is also understandable why that
happens in a human organisation. What remains the
case is if the mission of reform is to alter a culture to
one of service, to one of accountability, to one of
transparency, to one of—most of all—responsibility,
individual responsibility, then it is the systems,
the structures and the skills and attributes of
management that have to be changed. That was the
fundamental core around which I, together with my
colleagues in the reform taskforce, in my cabinet and
in the Directorates General that were particularly
relevant, built the reform and around which the
reform was applied and continues to be implemented.

Q464 Chairman: One of the witnesses we had, Jules
Muis, whom I believe you might have appointed?
Lord Kinnock: I appointed Jules Muis. He had been
Vice President of the World Bank. Mr Wolfensohn
explicitly recommended him to me.

Q465 Chairman: He said to us in evidence that no
one actually signs oV the accounts and it is
consequently diYcult to allocate responsibility.
Would you agree with that?
Lord Kinnock: No, I do not. That might have been
the case or, rather, that might have been one
interpretation of the circumstances, when Mr Muis
was appointed in 2000 or even when he eventually got
the Internal Audit Service up and going in mid-2001,
as an entirely novel service and system in the
Commission. I think subsequently all the facts, the
rules and the practices, would contradict that
assertion. If I can add this, as someone who hopefully
continues to enjoy friendship with Jules Muis, Jules
was somewhat preoccupied with governance systems
in the Commission. Of course it is necessary to be
interested in governance and to try to secure the most
resilient and eYcient governance in any organisation.
Where we, to some degree, diverged was in the fact
that I put the very strongest emphasis on making
the new Internal Audit Service (for which I was
responsible—that was another one of my portfolios)
operational at as high quality as rapidly as possible,
and then ensuring that over the years of the service it
was fixed upon producing the necessary variety of
very high quality audit reports, whatever the subject
of examination. My feeling was that too much
preoccupation with the necessary but more ethereal
question of governance could distract time and
energy from a small internal audit team working in
new and challenging circumstances. Consequently, I
think that Jules and myself did not see eye-to-eye
over the degree of attention that should be given to
governance. I think probably his remarks, like those
that you have just referred to, were a product of some
frustration of a governance crusader who I wanted to
give priority to the highly practical and pragmatic job
of securing thorough, high quality internal audit.
Chairman: Your presence this morning, Lord
Kinnock, has drawn to our Committee one or two
Members of our House who are not always here. I
would like to invite Lord Willoughby de Broke to put
a question.

Q466 Lord Willoughby de Broke: Lord Kinnock,
following on what you have just said about the
systems and the excellence of the audit process and
that sort of thing, you were part of the Santer
Commission that had to resign and you were
reappointed in 1999. Therefore, you were in a strong
position to know what needed to be done. Why did
it take nearly three years to appoint the first qualified
accountant as chief accountant to the European
Commission?
Lord Kinnock: It would be wrong to suggest that this
was the first qualified accountant. We are speaking of
Mr Brian Gray—or, rather, we are speaking, in the
first instance, of Ms Andreasen, and I am happy to



3458087001 Page Type [O] 08-11-06 22:57:06 Pag Table: LOENEW PPSysB Unit: PAG7

135financial management and fraud in the european union: evidence

25 July 2006 Rt Hon Lord Kinnock

recount my experience there if the Committee has the
time. First of all, (and I say this without any form of
personal excuse,) the accounting reforms and the
changes within DG Budget, particularly at the time
that I took over as Vice President, were in the charge,
rightly, of the Budget Commissioner, Mrs Michaele
Schreyer. Consequently, the main body of my reform
obligations and actions did not relate directly to
activities, functions and appointments inside DG
Budget. In addition, in 2000 (it may have been 1999)
DG Budget had established an independent analysis
of the accounting system under Professor
Montessini. Professor Montessini reported in 2000
on the basis of which DG Budget drew up and
published a list of essential accounting reforms in
2001. It was on the basis of this that—at Michaele
Schreyer’s correct insistence, in my view—the post of
Accounting OYcer of the Commission at director
level was internationally advertised. Mrs Schreyer
encountered huge diYculties in securing the
appointment of a person of the right calibre—not so
much securing the appointment but in getting before
the appointing authority people of the required
calibre. There was some diYculty encountered in
satisfying themselves that Ms Andreasen was up to
the task. The reason for the delay, insofar as I have
insight into it, was simply to do with the fact that the
preoccupation was with changing the system; of
realising that in the course of doing that it was
critically important to get a formally qualified
accountant instead of someone whose qualifications
were recognised by accounting bodies, which had
previously been the case. That eventually led to Ms
Andreasen taking up the post on 1 January 2002.

Q467 Lord Pearson of Rannoch: Lord Kinnock, you
have mentioned the Marta Andreasen saga twice
now, first in your reply to Lord Jones and now to
Lord Willoughby de Broke. The Committee has a
copy of her CV, which is very impressive, and you
clearly appointed a very high level international
accountant when you appointed her. I imagine you
would like to take the opportunity to underline that
you are not casting any aspersions on Ms Andreasen
or her ability while she was there.
Lord Kinnock: None at all.

Q468 Lord Pearson of Rannoch: That being so, why
is it that when she wrote to you on 7 May 2002,
setting forth the urgent changes which she felt were
needed to the system, you did not call her in and talk
to her about it? Why did you not allow the College of
Commissioners to decide on her removal and only see
her on 23 May, (this is her version of events) in eVect,
to suspend her and eventually, of course, to dismiss
her? This is one of the episodes that, rightly or
wrongly, in the public image has not done the
European project much good.

Lord Kinnock: No, particularly in the way in which it
has been represented. I have got a choice, my Lord
Chairman. It is to go into detail in the case of Ms
Andreasen from my perspective as the Personnel
Commissioner, and it is fair to say, of course, that Ms
Andreasen has made absolutely no complaint about
the way in which I conducted fastidiously the
procedures relating to her and her position in the
Commission. Or I have another course, which is to
say that Ms Andreasen originally brought several
cases before the Court of Justice against the
Commission and now, I think, she remains with one
case against the Commission. So I wonder whether
detailed reference to her case is necessarily wise in the
circumstances.

Q469 Chairman: The focus of this Committee’s
inquiry anyway is not primarily historical, save
insofar as the history casts any light upon the present
because we are trying to look at what is being done,
what can be done. So I would not wish you to feel
obliged to go too far into that, and I quite understand
the reasons you are putting forward.
Lord Kinnock: For accuracy and in order not to stray
into areas that might cause diYculties so far as Ms
Andreasen’s right to natural justice is concerned
before the Court, I will opt for a very brief reply. The
reply is this: if you have the CV of Ms Andreasen, and
I am sure you do, you will see that at the time she
applied for the post in the Commission she referred
to the fact that “since” a previous date she had been
employed as the accountant for the OECD in Paris.
In the course of the investigation arising from her
alleged breach of her duties as a European Union
civil servant it was established that she had not
actually been employed by the OECD at the time she
made the application or for some considerable period
before. That was one of the factors that had to be
taken into account alongside the alleged breaches of
her duties under the terms of the staV regulations
when we came to make the investigation and present
the case to the disciplinary board which, of course,
does not include any Commissioners. The second
point is Ms Andreasen was interviewed following the
letter she wrote to President Prodi and myself on 7
May, and she was interviewed by my chief de cabinet.
My next encounter with the name Ms Andreasen was
when her Commissioner, the Budget Commissioner
Michaele Schreyer, told me early in the week 23 May
(so it must have been about 20/21) that working
relationships between Ms Andreasen and the
Director General of Budget and the Budget
Commissioner had utterly broken down. On
investigation that proved to be the case, and so I did
not do what I would normally have done in such
circumstances, which is to insist that all parties got on
with the job and fulfilled their duties. I took other
action which was to recommend at the Commission
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meeting on 22 May that their power under the StaV
Regulations be exercised to move Ms Andreasen with
her post and no loss of income to another position.
That featured in the discussion that Mrs Schreyer
and I had with Ms Andreasen on 23 May. A series of
events unfolded after that, which eventually meant
that Ms Andreasen was suspended in her post with
her salary intact, and I am sure that Members of the
Committee are familiar with what you have correctly
described, Lord Pearson, as the saga that followed
from that.

Q470 Chairman: I think we might move on, if I may
suggest, Lord Kinnock, to some of the more
substantive issues rather than personnel issues. I
would like to ask Lord Kerr—
Lord Kinnock: I am sorry, could I interrupt? There
was a point I meant to make to Lord Willoughby de
Broke earlier on which is relevant to the point that he
made. When the appointment of Mr Gray was made
in 2002 I secured a change in the arrangements
to ensure that the Accounting OYcer of the
Commission will now always be someone in top
management, of A1 rank, either a Director General
or a Deputy Director General, and will always be an
accountant with formally recognised qualifications.
That remains the case. Mr Gray is a pre-eminent
example on both counts.

Q471 Lord Kerr of Kinlochard: When Ms Andreasen
gave evidence to us she had one substantive criticism
of the reforms that you introduced. She argued
against the abolition of ex-ante payment
authorisations at the centre. As I understand your
reforms, the essence of them was maintaining a
segregation between the authorisation of expenditure
and the accounting for expenditure, but with
devolution of the authorisation responsibility to the
directorates general. Am I right that that is a fair
summary? Is the criticism right that in abolishing ex-
ante central control of authorisations you weakened
something?
Lord Kinnock: The summary that you oVer, Lord
Kerr, is very fair. The claim that the abolition of ex-
ante centralised financial control weakened the
apparatus is fundamentally wrong. As I indicated
earlier, one of the absolutely critical missions of
reform was to introduce and sustain individual
responsibility throughout the Commission,
particularly in the area of financial management and
control. The existence of an ex-ante central financial
control function always meant that responsibility
could be allocated elsewhere and was allocated
elsewhere—not as a result of malignancy or laziness
but simply because, in the very nature of an
organisation, if the assumption must be that there is
a top level, centralised system of examination then
anything that gets through that is held by the people

in that organisation to be valid and viable. That was
a fundamental weakness in the pre-2000 system of
financial control. In a phrase that has been employed
by Brian Gray elsewhere, DG Financial Control
examined some trees but never the woods. That
system had to be changed. I do know that apart from
Ms Andreasen, who I think has misunderstood the
need for, the nature of and the implications of
reform, there are people in the Parliament of
goodwill and fastidious attention who make the same
case that there should be a restoration of central
financial control. I rebut that on the grounds that if
even a modified system of centralised financial
control was reintroduced it would demolish the
whole construction of and emphasis on the bearing of
individual responsibility. That would occur at every
level from the most junior case handler and the most
junior handler of finance—whether credits, cash,
cheques or whatever else—right through to Directors
General and the Commission itself. So the change
that has been made in the allocation of devolved
responsibilities, subject to audit, subject to
validation, and subject to a host of other controls,
including the internal control standards which I
introduced, must be persisted with if we are really
going to see the full flourishing of the system of
individual responsibility, which I think is critical to
coherence in financial management, integrity in
financial management, and the accountability inside
the Commission and by the Commission, which was
a basic part of the mission of reform.

Q472 Lord Kerr of Kinlochard: Thank you. I rather
agree. I have not quite grasped, though, the corollary.
I do not quite see why the Directors General do not
sign for the expenditure. I do not quite understand
the complicated system of the management plan and
the annual activity report. That is all new since my
time, I think. It is probably a work of genius but I
have not quite grasped it. Why could it not be a
simple system whereby the Director General who has
authorised the expenditure (in my view, quite rightly)
on his responsibility, should, advised by his in-house
accounting staV, sign at the year’s end the account
for that expenditure, so that from the top of
the Commission there would be a cascade of
responsibility; and somebody at the top would sign,
again advised by the accountant, on the propriety of
the systems? Maybe that is what the annual activity
reports do, but they do not seem yet to permit
somebody at the top to sign the accounts the way, in
a Government department in London, a Permanent
Secretary signs the account.
Lord Kinnock: The Annual Activity Reports—which
I would not claim were a “work of genius” since
I introduced them—are comprehensive and
demanding. They are now in their sixth year of
operation. They require every single Director
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General or Head of Service to testify to the fact that
the money spent in his or her department was spent
for the purposes intended and according to the
highest standards of financial management. In
addition, that Director General has to attest, with
their personal signature, a declaration of assurance.
Now, that was the position, which remains, that we
introduced in the initial reform. I modified that in
2003 by requiring that the Annual Activity Report is
countersigned by the Director of Resources in each of
the Directorates General in order to further
strengthen the explicit focus on the financial integrity
of the system. As you will know, with the Annual
Activity Reports two things happen. They are all
submitted by an explicit date, obviously, to the
Commission. The Secretary General then makes a
synthesis report of them, and both the individual
Annual Activity Reports and the Synthesis Report,
are then sent unchanged, unexpurgated, unamended
to Parliament and to the Council—and, also,
obviously, to the Court of Auditors to assist in every
form of examination. I believe that through such
means we retain full individual responsibility and I
also think that the requirement of the Directors-
General satisfaction, which is the purpose of “signing
oV”, is fulfilled by that system without any risk of
there being an accidental or deliberate overlooking of
what the statement of assurance and the annual
activity report actually implies in terms of the
individual responsibility of that authorising oYcer,
the Director General. It should be remembered that
right from the start in the Annual Activity Report
Directors General are also required to specify areas
where they consider that there are weaknesses or
deficiencies in financial management inside their
directorate general, and also put alongside the
identification of those weaknesses an action plan for
the rectification of the deficiencies. Of course, what
was interesting was that the first time that these
Annual Activity Reports were published a few in
Parliament, and more widely in the press, said: “Even
the top managers of the European Commission
recognise that there are 31 major weaknesses”—
overlooking (deliberately, I guess) the fact that the
whole intention of the rigour of the annual activity
report was to identify the weaknesses so that they
could be put right. I actually think that what I have
tried briefly to describe as a comprehensive and
exacting system achieves the purposes of the so-called
sign-oV more rigorously without any more risk than
is possible in any human institution that weaknesses
could be neglected or not subject to examinable
treatment.

Q473 Lord Kerr of Kinlochard: So if you were the
Secretary General of the Commission and the
systems were as you have described them, with no

change from the present situation, you would
personally be perfectly happy to sign oV?
Lord Kinnock: No, because under the system as it
currently exists the Secretary General of the
Commission is not the equivalent of the Chief
Executive OYcer of a private organisation.

Q474 Lord Kerr of Kinlochard: That is my
question, really.
Lord Kinnock: And not equivalent because the rules
are diVerent to a Permanent Secretary inside a British
department or their counterparts in The Netherlands
or, presumably, Slovakia, Italy or anywhere else.

Q475 Lord Kerr of Kinlochard: The rules are
diVerent, Lord Kinnock, because Emile Noel came
from the French public service. If the first Secretary
General of the Commission had come from the
British public service he would have been signing the
accounts. The place has since got quite anglophone;
it has got quite anglicised in its practices. Is there any
reason why, if the systems underneath him are as
good as you describe—and I do not disagree, they are
perfectly adequate to give him the assurance he
needs—why should not the Secretary General be the
accounting oYcer for the Commission?
Lord Kinnock: I have got no great reservation,
provided, of course, that the rules are changed in
order to give the Secretary General a responsibility
which closely approximates to that of a Permanent
Secretary inside the British system or their
equivalents in other systems, But at the moment,
under the terms of the rules governing the
Institutions, not just the Commission, obviously, the
Secretary General of one of the institutions including
the Commission does not have that form of
responsibility for the heads of department, the
Directors General or Heads of Service inside the
Institution. I would not have—I am not there now
patently—any great reservation about changing that
in order to further promote individual responsibility.
The one caveat I would add is that any danger that in
the course of making that change responsibility of the
Directors General could be diminished would have to
be safeguarded against.

Q476 Lord Kerr of Kinlochard: I think, in my
experience, as a former Permanent Secretary and
accounting oYcer, that risk is very low. The man who
serves you up duV information does not thereby
assist his career. So the fact that it is his Permanent
Secretary who is going to sign-oV, on his say so, if
anything, leads him to look rather more closely.
Lord Kinnock: Can I follow it up with a degree of
reference to history since you have mentioned Emile
Noel? A man of great attributes but obviously a man
of his time and background, and it is the system that
he left that had not been significantly changed that we
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have had to alter. Crucial in that is a fresh concept
and practice of individual responsibility. In one sense
a traumatic change had to take place with an
absolutely emphatic and explicit reference to
individual responsibility in order to get the alteration
in management attitudes, expectations and
obligations to make the reform and the
modernisation of the Commission as an organisation
that was required and which continues to thrive.
Now, that is the only reason why I say any
amendment to that would have to be introduced with
a degree of care, but I certainly have not got any
ideological resistance to the emulation of good
practice in Member States.

Q477 Lord Kerr of Kinlochard: Can I ask you a
completely disconnected question—I apologise for
this. One area that we have been looking at very
closely in this inquiry is the area of jointly managed
expenditure, expenditure inside the Member States,
where most of the problems to which the Court of
Auditors has drawn attention arise. In a way we have
been looking through the wrong end of the telescope
when we have been talking about the Commission’s
internal structures, since actually the problem lies
more in the Member States. We have taken a lot of
evidence about how this problem should be reduced.
Witnesses have drawn attention to some actual and
some potential reforms which might help. There is
clearly seen to be, for example by the Parliament, a
requirement for ex-ante and ex-post declarations of
assurance by the Member State governments or
regional entities and audit oYces. I would like to
know what you think about that. We have also heard
witnesses (not Ms Andreasen, who favoured central
control by a team of Commission accountants
moving round the Member States), Mr Muis, for
example, who argued, as did Mr Gray, that the
Member States must take more responsibility for
expenditure inside Member States. Mr Muis was
particularly strong on the need to have risk-based
expenditure provisions and a proper statement in the
regulations for particular categories of expenditure
of the degree of risk which should be accepted.
Finally, of course, most of our witnesses here (I come
back to the last point) have tended to favour a
cascade of sign-oVs, which is why I raised that point.
Looking at the Member States and the other three
parts of that prescription, would you agree with it (I
hope I have not caricatured what our witnesses have
been saying to us), and what would be your
prescription?
Lord Kinnock: First of all, on the idea of the
establishment of a wandering central control
function, I am entirely with Jules Muis and Brian
Gray; both on the grounds of subsidiarity but, also,
eYciency in trying to ensure that there are true,
accurate, dependable and legal accounts. The second

thing that has to be said is that—thanks to the way in
which, since the early 1990s, the report of the Court
of Auditors has been treated, particularly by some
political sectors and by some of the press across the
European Union—the real problem of dealing with
the proper accounting form and the reliability of
underlying transactions has been obscured by
generalised and, often, misleading statements. So I
think we should be concentrating particularly on that
area of activity, substantially managed within the
Member States, not to shift blame but firstly to
ensure that there is some testimony to the quality of
control in the Member States (the European taxpayer
has got the right to demand that, absolutely) and,
secondly, to therefore gain satisfactory evidence that
the risk analysis and risk management arrangements
in Member States are at a suYcient level of adequacy
to facilitate the work of the Court of Auditors. I think
the best guide to the changes that are justified and
would be practical is provided by the document
which Mr Gray and his colleagues authored and was
published at the beginning of this year, which is the
roadmap (there is a roadmap about everything)
towards securing a positive DAS (Declaration
d’Assurance) from the Court of Auditors. The
purpose of taking that path, of course, is not cosmetic
or public relations exercise; it is to ensure that there
is a proper focus on what is identified to be wrong and
an eVective means of rectifying that in addition to the
claw-back mechanisms that currently regain
anything up to 600 million euro a year for the
taxpayers of the Union by the operation of current
mechanisms. When the Member States consent to
engagement in the changes that are set out in that
roadmap we will get eVective risk analysis, much
more eVective risk management, a much better
system to enable the Court of Auditors to identify
where inadequacies exist. Then I think the European
taxpayer will be better oV and the reputation of the
European Union will be more secure. It is the former
that is to me the matter of the highest priority,
although I would quite like to see the reputation of
the European Union burnished somewhat. The main
thing is value for money that is seen to be value for
money; honesty in the use of money that is seen to be
honesty in the use of money.

Q478 Lord Kerr of Kinlochard: If I can ask one
supplementary, Lord Kinnock, it seems to me that
the system for financial restitution, where there has
been some impropriety or irregularity of expenditure
inside the Member State, is on paper admirable,
but basically relies on self-reporting. Perhaps
particularly with the enlargement of the European
Union, the reliability of self-reported numbers which
are going to result in a deduction from the future
financial allocation to that Member State has to be
thought about. One way that this Committee is
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thinking about for dealing with that problem would
be to have the National Audit OYces of the Member
States playing the role of auditing expenditure, as if it
were expenditure by the government of the Member
State of money raised by taxation in the Member
State, and to have the Court of Auditors perhaps
given some role in certifying to Commission, Council
and Parliament that the procedures and standards of
the National Audit OYces were up to scratch. Do
you think that is a good idea?
Lord Kinnock: I have a lot of sympathy with that
approach. Certainly it would mean that there was
reassurance about the quality of systems introduced
and operated, and everybody introducing them and
operating them would understand that they were
subject to checks by the Court of Auditors, including
of course on-the-spot checks. The system of
examination for each Member State could simply
exclude the Member of the Court who happens to be
from that Member State. Various systems of
reassurance could be introduced. Then, so far as the
quality is concerned, I would also, without
centralising, like to ensure that the Internal Audit
Service of the European Commission, or a
comparable body, has got the function of assisting in
the development of systems where it is felt inside the
Member State that that kind of support or helpdesk
facility would be relevant. I have not got any
resistance to it. The problem is, as you know, Lord
Kerr, the resistance comes from the Member States.
Some of that resistance comes from the classic
safeguarding of subsidiarity, and as a missionary for
subsidiarity I certainly would not argue with that.
There is one other reason that I have encountered
when I have had discussions, for instance, with
finance ministers, and some representatives of
national audit oYces, who responded to my
sometimes urging, sometimes less decorous,
statements that since the European Union gets such
a bad name from the inability of some or several
Member States to eVectively deal with underlying
transactions: “It is about time they did something
about it”. One highly articulate finance minister said
to me, and this sentiment has been echoed elsewhere:
“Look, the budget of the European Union
constitutes about 1 per cent of the gross national
income of all the Member States”. (This is when there
were 15 Member States but it is still obviously true.)
“Of that 1 per cent the Court of Auditors estimates
that irregularities relate to about 5 per cent. Each
Member State will have within its borders a fraction
of that 5 per cent of 1 per cent, and you are asking us
to enter into the expenditure of a new system of
management and control in order to deal with an
infinitesimally small fraction of the assumed 5 per
cent of irregularity which itself is only a tiny fraction
of the 1 per cent of the total budget. We could not
justify that kind of expenditure.” Now, as you can

imagine, I have said: “You can justify it, you must
justify it and you must undertake it because the
enterprise in which your country is engaged is yearly
battered by misleading accounts of what actually
goes on in the course of the examination by the Court
of Auditors.” So far there is stalemate on that; I am
hoping for further progress. So the resistance to an
improved system which your Lordships, I think
justifiably, will advocate will come from the Member
States; I do not think it will come from the
Commission or indeed from the Court of Auditors,
although there may be additional operational
burdens on them.

Q479 Chairman: Thank you very much, Lord
Kinnock. We will probably come back to the issue of
shared management.
Lord Kinnock: Which was not explicitly, of course,
my business, but I am interested as a European
taxpayer and formerly as a Commissioner.
Chairman: Your perspectives are immensely helpful.
Before that I think we would like to come back to a
few questions about your own reforms, again.

Q480 Lord Watson of Richmond: If I may, just to
observe, on that last answer you just gave, when you
were quoting finance ministers from diVerent
countries, of course, in fact, it would not be a new
system because we are talking about their own
national audit systems, so it is a very weak excuse.
Anyway—
Lord Kinnock: It is a weak excuse, but that does not
mean it is not reiterated.

Q481 Lord Watson of Richmond: No—bang the
table when the point is weak.
Lord Kinnock: Absolutely.

Q482 Lord Watson of Richmond: I would like to
come back, if I may, to the absolutely key role in your
reforms of the position of the Directors General. I am
still puzzled whether we are here dancing on the head
of a pin or whether there is actually a major issue to
be resolved. You have said the Director General
authorises; the question is, if that is the case, why
should he or she not sign oV? If I understood your
answer right, it seemed to me that what you were
saying was that the Annual Activity Reports are very
robust, the Directors General have to give a
declaration of assurance against those reports and
that that, in eVect, is the equivalent of signing oV.
This is my question about dancing on the head of a
pin: what is the reason for simply not saying: “In that
case, let’s make it formally a signing oV process”,
which externally would be, I guess, rather well
received because it would apparently simplify the
system, and we would know exactly where
responsibility sat? What is the resistance in moving



3458087001 Page Type [E] 08-11-06 22:57:06 Pag Table: LOENEW PPSysB Unit: PAG7

140 financial management and fraud in the european union: evidence

25 July 2006 Rt Hon Lord Kinnock

from what is in eVect signing oV to actually signing
oV?
Lord Kinnock: All I would identify is the potential risk
for the obscuring of responsibility, given where we
started from and that the evolution in individual
responsibility of senior managers, including
Directors General, continues to be implemented and
further evolved. I am wary of dancing on the head of
a pin but, without over-emphasising it, the clarity of
the obligation of responsibility is so crucial that I
would have to think long and hard about any further
development that could possibly dilute or obscure
that. That is why I would not shut my mind against
the possibility, as I indicated to Lord Kerr, but it
would have to be a very carefully thought out
addition. The other thing that has to be said is that,
of course, there is a signing oV process. The
Commission, on the basis of the submissions from
the Directors General and of an internal audit
process, is the body charged with signing oV the
accounts as submitted—

Q483 Lord Watson of Richmond: As a body?
Lord Kinnock: As a body. As a college. The next
process then is, of course, to submit the accounts
together with the report of the Court of Auditors,
including their conditions and reservations, to
Parliament and the Council in the discharge
procedure. So it is a pretty rigorous system following
through even from the collegiate signing oV of the
accounts by the members of the Commission. Which
is why I say that, eVectively operated, the reform
system does not leave the loopholes that would be left
obviously if there was no system of validation,
authentication or explicit statement of the acceptance
of responsibility and declarations of assurance.

Q484 Lord Watson of Richmond: The other area of
concern about the Director General’s role, and to try
and understand what the position of the IAS is—and
I suppose this goes back to what you have just been
saying, really—is that it is obviously not entirely
satisfactory if the Director General is, so to speak,
judge and jury in his own case and on his own
expenditure, and the protection against that
happening. We had explained to us that—and I hope
this is correct—the IAS, in eVect, seeks an individual
within each service or Directorate General and that
this person is a kind of ambassador, at one level, I
suppose—even evangelist—for the IAS, but at
another level is obviously looking with a trained eye
at what is going on in terms of the implementation.
What has not emerged clearly is whether this
individual has the ability to blow a whistle if anything
is not right, or do they have the ability to go to the
Director General or Head of Service and say: “Look,
I have a serious concern and my concern will stay
until I have got a fully acceptable explanation”?

Lord Kinnock: If I could very briefly summarise the
system of responsibilities and relationships so far as
the Internal Audit is concerned. At the same time as
I established the Internal Audit Service as an explicit
commitment of reform, we also established in every
Directorate-General so-called “Internal Audit
Capabilities” (IAC’s). Those capabilities are within
the DGs and, in the first instance, responsible to the
Director-General. However, in addition to that, the
Internal Audit Capabilities must submit all their
reports to the central Internal Audit Service, the
Director-General of that Service, previously Jules
Muis and now Walter Defaa, for analysis and
reporting. In addition to that, what started quite
informally at the commencement of the reform as an
informal network called “audit net” between the
Internal Audit Capabilities was formalised by me
into a regular system and pattern and obligations of
meeting (I have to say, with the greatest cooperation
from the people carrying out the IAC function); and
then, just before I left the Commission, we resolved
that the chair of that audit net should be the Director-
General of the Internal Audit Service. What you have
now got is Internal Audit Capabilities with people of
increasingly sophisticated skill—because we had to
embark on a huge programme of training for a
qualified internal auditors skill that was virtually
unknown, in the Commission; Internal Audit
Capabilities in each Director-General reporting not
only to their own DG but to the internal auditor—

Q485 Lord Watson of Richmond: That is the point, is
it not?
Lord Kinnock: and that that is conducted against the
background of a formalised audit net which is led by
the internal auditor. In addition to that there is an
Audit Progress Committee which I proposed
explicitly as an Audit Progress Committee; which has
got four Commissioners and now two, because we
added one, external internationally recognised
internal audit experts with experience in the public
sector and the private sector. I am sorry to go into
such detail but that is now the internal audit
framework of the Commission. Whilst the Director-
General could, I suppose, seek to act as judge and
jury over the IAC in his Department, there are a host
of safeguards that would forbid that possibility. And,
of course, they also include the whistle-blowing
obligations specifically allocated to every single
European Union civil servant who has the facility not
only of reporting inside the internal audit framework
but also, under the whistle-blowers’ Charter that we
introduced, has the ability and the right to report any
suspected improprieties outside his or her own
Director-General department and, if necessary, to
the President of a diVerent institution. There are
several safeguards.
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Q486 Lord Watson of Richmond: Thank you very
much for that answer because, frankly, I think that is
the clearest explanation we have had along these
lines. If I may on this Audit Progress Committee—-
Lord Kinnock: It is called the APC, the Audit Progress
Committee, since everything has got to have an
acronym!

Q487 Lord Watson of Richmond: That seems to be
almost the ultimate check in a way. The APC falls
under the general whistle-blower charter?
Lord Kinnock: Everything does.

Q488 Lord Watson of Richmond: Who chairs the
APC?
Lord Kinnock: The chair of the APC is the Budget
Commissioner. The other Commissioners on the
APC are: the Personnel and Administration
Commissioner—while I was there, me obviously; and
two other Commissioners, one from a spending
department, which in our case meant the Education
and Culture Commissioner, and one from a “non-
spending department”, which was Justice and
Home AVairs.

Q489 Lord Watson of Richmond: The two external
members, where do they come from?
Lord Kinnock: They are selected by public tender. The
post is advertised; it carries very, very small
remuneration and it is on a per diem basis. Nobody is
doing it because they are seeking to supplement their
income. We started with one who was highly eVective
as an external analyst, particularly of the quality of
the process and outcome of the internal audits that
we were introducing right at the beginning. I
subsequently thought that the increase in the size of
the Commission, not in the size or numbers of
Directors-General, and the increasing sophistication
of the work necessary meant that an additional
external expert was justified, so the net was cast
again.

Q490 Lord Watson of Richmond: APC produces a
report?
Lord Kinnock: Yes.

Q491 Lord Watson of Richmond: The report is
public?
Lord Kinnock: The report is public. Now of course,
under a further change that I introduced, the
secretariat of the APC is from the Secretariat-
General. For the first two years the secretariat came
from DG Budget.
Lord Watson of Richmond: We are edging a bit closer
to Lord Kerr’s line of responsibility. Thank you.

Q492 Lord Inglewood: I would like to put my points
into four bite-sized bits, if I may. First of all, in your
exchange with Lord Kerr you referred to the
beginnings of the Commission back in the 1950s and
the way that Emile Noel introduced what might
basically be described as a French system of
administration?
Lord Kinnock: Franco-German anyway.

Q493 Lord Inglewood: Would it be true to say that
when you joined the Santer Commission that you
were very much operating an administrative set of
arrangements that was this 1950s unchanged Franco-
German hybrid?
Lord Kinnock: That is certainly the case, with the
most modern bits emanating from the 1977 Financial
Regulation and on the basis of staV regulations
introduced in 1961, so there were problems.

Q494 Lord Inglewood: If I heard you rightly, when
you were talking about the time that Marta
Andreasen was recruited as accounting oYcer, I
think I heard you say that actually you found it hard
to find good quality fully qualified candidates which,
on the face of it, seems to me surprising, because I
would have thought that was a good job. Was that
partly, bearing in mind that accountancy owes much
of its origins to the Anglo-Saxon world, because a lot
of accountants were, let us use a neutral word,
“anxious” about the nature of the systems that were
then in place in the Commission?
Lord Kinnock: I think it is a very long time since the
profession of accountancy could be thought of as an
Anglo-Saxon preserve.

Q495 Lord Inglewood: Its origins. There is an Anglo-
Saxon history to it.
Lord Kinnock: A very long time ago; but there are
large numbers of highly qualified accountants—in
fact Brussels is jam-packed full of them from all parts
of the globe, certainly from a parts of the European
Union, ancient and modern; but I understand the
point you were making. So far as we can establish,
two of the most evident reasons for encountering
diYculty in attracting candidates of high calibre were
to do with linguistic requirements, which may have
caused more diYculty in the accounting profession
than in one or two other professions, lawyers for
instances; and that was held to be one reason. The
second was, despite the fact that the job was oVered
at a Director’s rate of pay, which would start and be
something in the region of 80,000 euro a year, really
good accountants, of the kind we were looking for in
the public or private sector, could knock that down
in three days as consultants; and consequently there
were constraints on that. I did not think the
constraints should be broken—I am not speaking
specifically of this job but directors’ jobs in general—
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because in addition to prowess you also need a degree
of public service motivation and that, to some extent,
is the test of it. After a very exhaustive process, Ms
Andreasen, having been one who was interviewed,
then not called back for the final shortlist, and then
chosen individually on the best motivated grounds by
Michaele Schreyer, was appointed at the end of an
extended procedure in which Commissioner Schreyer
was getting more and more and more worried about
the fact that this director level post, crucially
important accounting oYcer post, had not been
filled.

Q496 Lord Inglewood: If I could more on then, in a
sense slightly leaving those two points behind, one of
the things that you were involved in introducing was
the accruals based accounting system, which a
number of our witnesses seem to believe has been a
major advance. Do you have any thoughts about
that? Do you think it actually has had the beneficial
eVects that you would have hoped and hinted to us it
may have done?
Lord Kinnock: I do not profess to be an expert in
accounting systems; and I frankly confess that the
first time in my life I ever heard the term “accruals
accounting” was about 2000 AD. From what I know,
the introduction of accruals accounting on the
general accounts fully satisfies the justified proposals
made by the Court of Auditors that, unless and until
accruals accounting relating to all the general
accounts was introduced, they would always have
to introduce their singular reservation on the
accounts—the only area in which they introduced
reservations on the accounts. The reform certainly
fulfils that requirement. Secondly, I would say that
the statements made to me, by people who have
expertise in this area from outside the Commission,
are that they regard it to be quite remarkable that a
very comprehensive and necessarily complex new
system of accruals accounting was introduced and is
satisfactorily operating although, as Mr Gray would
testify, not operating to the perfect standards that he
wants, in such a relatively short time. Indeed, the UK
National Audit OYce, although always supportive of
the proposal to introduce it and the developments
that took place in order to make it workable, always
entered the caveat that “We wonder whether it can be
done in the time available”. I think they conclude that
it has satisfactorily been done. As a layman with an
interest, rather than any form of expertise, that is the
conclusion that I draw.

Q497 Lord Inglewood: If you first heard about
accruals accounting in 2000 that is substantially
earlier than I ever did! It has been suggested to us that
in certain cases corners have been cut a bit in the way
in which things are administered. In particular, and
this is not meant to be used in an emotive way, it

appears that the way in which the decisions about
expenditure are carried out in the Commission is
that, when decisions are taken to go forward in the
Directorates-General, the computer system that they
use internally within the DGs is diVerent from
software in the central financial control software, the
SAP system. Once you enter expenditure proposals
on the central system you are operating in accord
with the proper principles of double entry
bookkeeping; that the bit of the process that is
carried out before you ever get there on the DGs
internal systems is not and, as such, can be
vulnerable. Is that a fair comment? If it is a fair
comment, do you think it is a real risk?
Lord Kinnock: I can only speak as a layman on this
and, very briefly, use terminology employed by Brian
Gray and others. First of all, the European
Commission has always used double entry
bookkeeping. The SAP system has been in use since
the mid 1990s, adapted naturally for the explicit
requirements of the European Commission and the
EU accounts; and anyone examining the host of
changes made in reform generally and explicitly in
the accounting area would have diYculty in
demonstrating that any corner has been cut; in fact,
I think that some corners may be slightly larger than
originally intended but for good reasons. All that I
say to you as a layman whose reputation,
nevertheless, depended to some extent (fairly or
unfairly) on the viability and the integrity of these
systems, whether I had directly, as a portfolio
Commissioner, anything to do with them or not. You
have heard Mr Gray. I am certain that every
statement he made in response to comparable and
wider questions are absolutely authentic and honest
responses. I would add that any flaw or inadequacy
that Brian Gray and his team discover in any system
that is within their responsibility is focussed upon
and, insofar as is humanly possible and
technologically possible, rooted out; that is the way
they operate now.

Q498 Lord Watson of Richmond: On that specific
point, one of the real diYculties we are finding as a
Committee on this is that we have had statements to
this Committee (and, it will not surprise you, in
particular from Ms Andreasen) which absolutely say
the opposite of what you have just said. She did assert
indeed that the Commission’s input into the system is
not double entry, and that raises the classic
accounting problem of course of rubbish in/rubbish
out; in other words, if the information going into the
SAP system is flawed then there is nothing that the
central system can do about it. That is just common
sense. I do not quite know how we name this one but
I think it is very important that we do one way or
the other?
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Lord Kinnock: I would simply say this, again speaking
as a layman and having read these kinds of
statements by Ms Andreasen here and elsewhere, that
I can only take a choice between Ms Andreasen’s
treatment of aVairs and the accounts given not just by
Brian Gray, but now by a host of other people inside
and outside the Commission who are experts in the
operation of financial systems and accounting, who
simply come to a diametrically opposite view. I can
only let my view rest on that. I would acknowledge
that I bear absolutely no individual personal ill-will
towards Ms Andreasen at all; in fact, as I think she
would testify, I went to great lengths to try and
safeguard her rights of natural justice over a two and
a half year period. She did however say at the outset
of her case that both Commissioner Schreyer and the
Director-General of Budget were introducing a
Financial Regulation that was “open to irregularity
and fraud”. This is a Regulation which had been
designed in DG Budget in consultation with the
Court of Auditors, had been through the mill of 15
finance ministries in 15 Member States; had been
examined word by word by the European Parliament
and the Committees of the Council, who had come to
a legislative conclusion to adopt the financial
regulation proposed by the Commission and
amended through those legislative procedures.
Nobody else agreed with Ms Andreasen. I am certain
that the lady is, in her view, speaking authentically—

Q499 Lord Watson of Richmond: She believes what
she says?
Lord Kinnock: I am certain, but you would find few
others who do. I can only make a judgment as a
layman on that basis.

Q500 Earl of Liverpool: On the subject of Marta
Andreasen, about a week or two back she gave
evidence, as you know, to this Committee and she
was asked if any pressure was applied on her to pass
or sign oV accounts; she said she was basically
somewhat limited in what she was about to say, for
perhaps legal reasons, but she did say, “Yes, there
was pressure. There was pressure for authorising
payments and there was pressure for signing
accounts which I did not believe to be accurate, so to
speak”. I was just wondering if you could give any
indication to the Committee of what sort of direction
that pressure took, and whether in fact you would
agree that it may or think that might have resulted, as
you said earlier in your evidence, in a complete and
utter breakdown in the relationship between
Commissioner Schreyer and the Director-General?
Lord Kinnock: As I understand it—and of course I
examined it, as I said before, as the Commissioner for
Personnel and Administration and not as the Budget
Commissioner—the source of the irretrievable
breakdown in working relationship by May 2002,

five months after Ms Andreasen had taken up the
post, related to reform design work that she was
asked to do, as Accounting OYcer and a Director in
DG Budget by her Director-General, which failed to
come up to the required levels of acceptability despite
two tries and oVers of help. That was the
fundamental thing. I have heard the allegations of
pressure; I have actually never seen them
substantiated, but I am certain that if there is a case to
answer then the people who allegedly sought to apply
pressure on her would be accountable. There is only
one other thing I can say on the issue. Ms Andreasen,
to the best of my knowledge, did not make a
submission in her defence alleging that she had
undertaken the course that she had taken because of
pressure. If she had that would have to have been
investigated. Secondly, by the time Ms Andreasen
took up employment with the Commission there was
in existence a comprehensive system of whistle-
blowing procedures which utterly safeguarded the
professional position and integrity of a person
making a complaint through the established
channels, which, as I said earlier, included the
President of the Commission or the Presidents of
other institutions. At no stage did Ms Andreasen seek
to defend her conduct in breach of the staV
regulations on the basis that she had been subjected
to unacceptable pressure. That is my complete
knowledge of it. I believe if there was substance in the
claim, people responsible for attempting to pressurise
her would have to answer for it.

Q501 Lord Pearson of Rannoch: It would be helpful
to pin down very simply really where the
responsibility lies for any problems which there may
be, indeed there are, between the Commission, on the
one hand, and the Member States, on the other hand.
It is fairly widely claimed over many years that the
responsibility lies as much with the Member States or
more with the Member States than it does with the
Commission. I imagine you would agree that Article
274 of the TEC, which I have with me and I can quote
but I will not in order to save time, lays the
responsibility for the EU’s financial probity very
firmly with the Commission. I understand that the
Commission can even withhold payments to the
Member States if it is not satisfied that those
payments are being properly used. Would you agree
with that analysis, that really it is up to the
Commission to start by putting this straight; that it is
in a position to insist that the Member States fall into
line; and then, of course, we have the Parliament at
the end which, in a way, has to produce the final sign-
oV. What would happen in your view if the
Parliament refused to sign oV the accounts and
maintained that refusal? What would be the eVect of
that? Is that eVect so catastrophic that that may be
the reason why the Parliament has never done that?
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Article 274 seems to me to lay the responsibility
firmly with the Commission.
Lord Kinnock: On the subject of probity, as you will
see in the Treaty, Article 274 is even-handed. Yes, the
probity defined in some financial management of the
Commission is explicit—so is the probity of the
Member States who shall “cooperate with the
Commission to ensure that the appropriations are
used in accordance with the principles of sound
financial management”. For reasons that you will I
am sure appreciate, the question of definition of the
obligation of probity is fairly straightforward under
Article 274. The issues of diYculty relate to the
practicality of the enforcement of those requirements.
I do not think the Commission has got too much
diYculty in demonstrating its commitment to
enforcement in that the Court of Auditors, the
external auditor, will accept as legal and regular the
accounts for revenues and the accounts for
commitments. The problems relate, as I said earlier
and as I am sure you will recognise, to underlying
transactions. What can be done about the Member
States who, it appears, do not have adequate systems
of financial management control and, indeed,
auditing to provide satisfaction in the context of the
examination by the Court of Auditors. The Court
itself could be very explicit—compiling the sin list
which has been asked for by Parliament many times;
the Court will not do that because they consider it
would be invidious to directly categorise Member
States. There are references throughout every report
of the Court but not a name and shame list. That is
the practicality of the international relationship.
Secondly, to some extent the Commission is in a
similar position but that does not govern the attitude
of the Commission. What governs the attitude of the
Commission is the fact that penalties can be and are
levied through the claw-back mechanism, and that
has always been felt to be an adequate system of
denying substantial resources to a Member State,
then requiring a Member State to be able to explain
to its own democratic public why they are not getting
the same entitlement in year n plus one as they did in
year N. So far as the Parliament is concerned, you are
familiar with the variety of demands, many of them
justifiable in my view, made by the Parliament, but
the Parliament ultimately has discharged (sometimes
after a pause for further reflection) the accounts as
presented subsequent to the report of the Court of
Auditors in order to facilitate the functioning of the
European Union. Even after the period of imposition
of additional conditions, negotiation of new
developments, fresh policies, alterations, if the
Parliament then did not oVer the discharge what we
would have is a constitutional crisis—the outcome of
which I could not foresee since I am not writing a
political science novel. Nevertheless, you could
imagine; that the explosion of concern would be

substantial. I think it true to say that all those three
Institutions have not pursued to the point of
paralysing punishment the Member States whose
systems are felt to be more risk-prone or less
adequate than others simply because of the
practicality of the continuity in conducting the aVairs
of the European Union.

Q502 Chairman: Thank you very much. I have to
advise you we are moving a little bit over time.
Lord Kinnock: I can say this in one sentence. I am also
mindful, without entering any form of excuse for
reasons I said earlier, of the fact that Member States
still see any irregularity and misapplication of
expenditure within their borders as a fraction, an
estimated five per cent fraction, of one per cent of the
total wealth of the European Union. I do not accept
that excuse but, nevertheless, that is the case.
Chairman: We have another bid from another of our
colleagues. I think it is related to the matters which
are under discussion. I wonder if we can be fairly brief
in this exchange because we have got to draw our
proceedings to a conclusion soon.
Lord Gilbert: Perhaps I should start by declaring an
interest in that I have, since 1958, been a member in
good standing of the Institute of Chartered
Accountants of Ontario, so I follow these things with
considerable interest. May I congratulate Members
of your Committee in drawing from Lord Kinnock
such a lurid description of the structure of these
matters. If I may say so, I was far more interested in
the line of questioning adopted by Lord Inglewood
because I am sure Lord Kinnock would agree with
me that when you look at any structure of any sort,
whether it is the Boy Scouts, the Roman Catholic
Church or the British Cabinet, what matters is not
the structure, what matters is the quality of the
people who inhabit various points in that structure. It
was only when Lord Inglewood was asking questions
that I first felt that your Committee, if I may say so,
was seriously addressing those particular points. It is
a very sad fact, as I think Lord Kinnock was candid
enough to grant, that there are virtually only a
handful of fully qualified accountants of the sort
qualified for the level that a proper institute as
understood in the English speaking union and North
America would take as their peers. If I understood
Lord Kinnock correctly, he said one of the diYculties
was of course that salaries had been rather trivial
compared with the outside world. That is not going
to change, is it? I rather infer from Lord Kinnock’s
evidence that there is a counsel of despair.

Q503 Chairman: Have you got a question for Lord
Kinnock?
Lord Kinnock: I entirely understand the point which
Lord Gilbert is making except that the European
Commission does have the current accountant who,
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by any judgment, is a man and a professional of the
highest calibre. His background is extensive, it
includes experience in the private sector but also in
the Court of Auditors and two of the big spending
Directorates-General of the Commission into which
he introduced radical and very eVective reforms, that
is to say DG Regional AVairs and DG Agriculture. I
think we are seeing, for instance in this year’s Court
of Auditors’ report, the harvest of the seeds which he
planted when in the late 1990s, he was director of
resources making reforms in DG Agriculture.
Sometimes reform, which is always a process, takes
longer to bear fruit than on other occasions. On the
counsel of despair, I do not think it is that, partly
because there are people of excellence there now,
partly as a result of the changes made and, secondly,
the post itself and the surrounding accounting posts
are more attractive not because there is any wage
factor but because they are working inside a more
coherent and rational, international and accountable
accounting system. Consequently, some of the
undergrowth that might have deterred, say, younger
accountants who wanted to manifest their practice
in the international private sector have been
diminished. I am not pessimistic about the future.
Obviously, if you could double the accountant’s
salary the chances are you could magnetise a larger
number of applicants. I think you could also lose
something in terms of instincts and professional
commitment to public service in the process.

Q504 Lord Pearson of Rannoch: Why do they not do
just that? The salary that Lord Kinnock has indicated
of £50,000 or ƒ80,000 a year, you would not get
anyone in a medium sized company in the City for
that. Surely you could aVord to double or triple it.
Lord Kinnock: In fact, you give me the opportunity to
correct that because since he is the Deputy Director-
General, Mr Gray’s salary will be higher than that,
slightly in excess of ƒ100,000 a year, so about
£70,000 give or take. However, the staV regulations
simply, and in my view rightly, would not permit the
European Commission or any other European
institution to go to the market and ask what the going
rate is, whether it is a £0.5 million, £300,000 or
whatever it is and pay that. I think that is entirely
justifiable in the nature of the necessary equity of the
public service.

Q505 Lord Watson of Richmond: If I may say so, I
thought your description of the structure was
extremely helpful not least because it did show the
ability of the Commission to bring in expert advice,
and I think that is very important so it does not all
ride on Mr Gray’s broad shoulders. If I might put this
on the record: when Ms Andreasen appeared before
us on 11 July, and indeed just after your question to
her, I gave her five opportunities to say whether or

not she thought there was a culture of corruption in
the European Commission and she said quite
unequivocally, “I am not making that assertion”. I
think that is quite important for the record.
Lord Kinnock: I do not think anyone could with any
support or evidence, and it is to Ms Andreasen’s
credit that despite her immensely unfortunate series
of experiences she does not take a poisonous attitude
which would exploit those kinds of phrases which
have been used by others.

Q506 Lord Watson of Richmond: I remember I was
told when I went to work in the European
Commission by a French Civil Servant that I would
have to become accustomed to swimming in glue and
I think Ms Andreasen’s experience may be rather
more than that. I want to ask you a question about
the European Anti-Fraud OYce. The 2005 report
that they produced said that they had recovered ƒ203
million which struck me as being rather a small
amount really. I wonder, given the nature of these
things, what sort of percentage of what ought to have
been recovered is that figure? An awful lot of the
cases which were pursued were indeed without
follow-up at all, over 100.
Lord Kinnock: On the question of percentages I
cannot volunteer any meaningful figure in the nature
of the attempt to apprehend the irregularity or crime.
I think the figure could be slightly bigger if the OYce
de Lutte Anti Fraude (OLAF) was bigger. I think it
might be more conclusive and bigger if we had a
European Public Prosecutor capable of working in
each of the legal systems, and not breaching or
diverging from the legal systems of the individual
Member States, but working closely with OLAF and
its qualified investigating magistrates. I think there is
an improvement to the system that can be made
without any sacrifice of sovereignty at all and with
much greater menace to wrong-doing—

Q507 Lord Watson of Richmond: That would
certainly sharpen the edge, would it not?
Lord Kinnock: Yes, I think it would. At the moment,
and this has not changed radically since I was there,
OLAF inquiries into what, by definition, are
irregularities and potential white-collar crime are as
exacting, as thorough and as diYcult as they are for
any anti-fraud part of any police force in the
European Union. That can be very frustrating on two
grounds. One is the delays, especially when OLAF is
embarking on the inquiry as a result of a report from
a whistleblower because whistleblowers have got the
right to go to OLAF and the right, under the system
which I established, to inquire of OLAF at intervals
how the inquiry is going. People can get justifiably
frustrated when the message comes back “No
change”. The second problem, which has only to
some extent been rectified as a result of changes we
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introduced in 2004, is that of communication from
OLAF to the Institutions. We drew up an agreed
Memorandum of Understanding on communication
between OLAF and the Commission which did
improve the possibility of OLAF being able to tell the
Secretary-General of the Commission whether there
was anybody in the Civil Service or the Commission,
come to that, who was the subject of inquiries
without identifying that person or the area in which
the inquiry was taking place. Believe me, that was an
improvement on what happened before. The reason
for such information being necessary, of course, is to
provide the Commission with the possibility of not
allocating to an individual additional, especially
financial, responsibilities or awarding a promotion
when it is conceivable that in two years’ time that
person could be appearing before a court of law
in one of the Member States. There still are
improvements to be made but, of course, OLAF is a
very significant improvement on what occurred
before 1999.

Q508 Lord Inglewood: You outlined the advantages,
as you saw them, that would flow from the
establishment of the European Public Prosecutor,
which I can see. I have always wondered whether if
there was proper liaison between OLAF, the
prosecuting authorities and the Member States you
could not, in practice, achieve the same without
engendering the constitutional debate that the
proposal for the public prosecutor has done.
Lord Kinnock: I would find that desirable. As I say, I
do not think that the establishment of an oYce of a
European Public Prosecutor would infringe upon
sovereignty but if we could get that connection
between OLAF, as the investigating body, and
prosecuting authorities in the individual Member
States that was so direct and comprehensive as to
enhance the possibility of investigation, trial and,
where appropriate on the basis of the evidence,
punishment, that would be wonderful. I quote you a
case, without identifying individuals, of detailed
evidence brought against an individual, a citizen of
the Union, not an employee of the Commission
though at one stage contracted to the Commission in
1999 in Luxembourg. No trial has ever taken place
and yet, from what I have seen of the evidence in

connection with other inquiries that I was
conducting, I would say there is at least a case to
answer which would justify the apprehension and
cautioning of the individual concerned. I remain
convinced of that. But because of the right of
prosecution remaining entirely within the Member
State, there is nothing really that OLAF or anybody
else can do to trigger the process if there is any
resistance or reluctance for whatever reason inside
the Member State. I can think of another case, this
time involving two Commission oYcials whom I
suspended and who subsequently retired, in what at
the time was a widely reported case. They are the
subject of proceedings in the French system but have
not yet been brought to trial. This is four years after
their original apprehension. Apprehension, and the
action arising from it, largely took place from a very
rapid inquiry which I instituted by our own Internal
Audit Service. I am not saying that there is any
perfect place inside the European Union, including
our own, that could ensure relative alacrity with
proper procedures of the use of evidence against and
the trial of people who are held to oVend against the
financial interests of the European Union. I am
saying that with the complexity of finance now, with
soon to be 27 Member States, with global financial
arrangements and what is still only an infant
investigatory capacity, we really do need to
strengthen, in defence of the financial interests of the
European Union and its taxpayers, the existing
system. It is entirely feasible to do it without
contradicting, diverging from or compromising
either the judicial systems in the individual Member
States or the principle and practice of subsidiarity.

Q509 Chairman: Lord Kinnock, may I thank you
very much indeed for a very long session. We are
grateful for your insights, candour and clarity and we
hope that our deliberations will be strengthened by
what you have said to us.
Lord Kinnock: That is very kind of you, thank you.
Can I strongly commend, if it is not precocious, the
Committee on their choice of witnesses, not including
myself I emphasise, because I think it really will assist
the House and, more importantly in many ways, the
public to get nearer to the core of the truth about the
management of accounts. Thank you very much.
Chairman: Thank you.
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Present Blackwell, L Jordan, L
Cobbold, L Maclennan of Rogart, L
Inglewood, L Radice L (Chairman)
Jones, L

Examination of Witnesses

Witnesses: Ambassador de Marchant et d’Ansembourg, Dutch Ambassador at the Court of St James’s,
London, and Mr Peter Bartholomeus, Ministry of Finance, Director of the Government Audit Policy

Department, The Netherlands, examined.

Q510 Chairman: Ambassador, welcome. Is there
anything you would like to tell us before we start?
Perhaps you would like to introduce your
colleagues?
Ambassador d’Ansembourg: Yes, and thank you for
inviting us. I have with me three members of our
Ministry of Finance: Mr Bartholomeus, who is
sitting to my left; and behind me I have two
members of the Ministry of Finance and a colleague
from the Embassy, the Head of our Economics
Department.

Q511 Chairman: It would help the Committee if
you would tell us about this proposal or scheme that
you have, the national declaration of assurance.
Could you tell us how it is going to work and
perhaps why you did it and so on.
Ambassador d’Ansembourg: If you do not mind, I will
make a short statement and then we are, of course,
prepared to answer your questions. I will give a
short introduction on the Dutch feasibility study on
the roadmap initiative, with which of course you are
familiar, and the national statement for EU funds
in shared management. The Dutch national
declaration will be built on fund specific sub-
declarations. In the Dutch system the (financial)
management of EU funds is spread out over various
ministries concerned: EAGGF, which are the
agricultural guarantee funds at the Ministry of
Agriculture; ERDF, which is the Regional
Development Fund at the Ministry of Economic
AVairs; and ESF, the European Social Fund at the
Social AVairs Ministry in The Netherlands. Actual
structural fund management is decentralised to local
government under loose guidance of the Ministry of
Economic AVairs. Recently, the decision has been
taken to start centralising the management of
structural funds. This is an element of the strategic
reference document outlining the structure for the
new period. The most notable element in this
centralisation is the move towards one certifying
body for both the agricultural and the structural
funds. Within The Netherlands, we are currently
working towards centralisation of the audit
function. The general idea is that centralisation will

allow for an easier introduction of the national
declaration as the stream of information (especially
that related to financial and audit reporting) will be
more transparent. The structure we intend to
develop for a national declaration is as follows: the
ministries concerned will provide sub-declarations
on the funds for which they are responsible. The
Ministry of Finance will consolidate these
declarations into one national declaration which it
will send, on behalf of the government, to the
Commission and the national parliament. Our
supreme audit institution (SAI) will provide an
audit certificate on the national declaration, but this
will not be integrated in the reporting chain as
envisaged in the original roadmap proposal. The
audit certificate will be given for the benefit of our
national parliament to whom it will be sent. The
Ministry of Finance will send the SAI (the Supreme
Audit Institution) statement as an annex of the
national statement to the Commission. The national
declaration is intended to be both a declaration on
the proper functioning of the control systems
(henceforth, the system declaration) and a
declaration of assurance on the legality of the
transactions (henceforth, the legality assurance
declaration). It will cover the EAGGF (including
the fisheries fund), ERDF, ESF and Life! and
Interreg IIIA. The design of the national statement
will be built as much as possible on existing
structures and practices or the adaptation thereof in
the new regulatory regime for structural funds. The
system declaration, as mentioned above, could be
built on the new annual control report as foreseen
in the new structural fund regulation. With regard
to the legality assurance in the field of structural
funds, we are still exploring several options: we
could build on the annual financial report, but we
also foresee a possibility for an increase in sample
testing beyond the current 5 per cent controls in
order to assess the legality of expenditure in the field
of structural funds. Possibly there will be a
combination of both where we also take into
account our current national practices concerning
legality on top of the requirements of the existing
EU legislation regime. However, we are aware of the
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fact that legality assurance already exists for the
EAGGF guarantee division (that is the agricultural
fund) in the form of an annual declaration of
assurance at the operational level. With the new
financial regulation for the Common Agricultural
Policy, this practice will be extended to the multi-
annual rural development funds as well. Because of
this, the Dutch national declaration is set to be
introduced in two stages: first, in 2007, a declaration
over the expenses in 2006 will be given only on the
agricultural funds and, secondly, in 2008, structural
funds will be added providing a declaration looking
back on 2007 on all funds mentioned above. I would
be glad to give you a copy of this short introduction.

Q512 Chairman: That would be helpful to our
inquiry. I wonder if your colleague has anything
to add.
Mr Bartholomeus: These are the main features of our
project and our proposals. In The Netherlands, we
are still discussing the final topics on the structure
of our proposal. We hope that within a few weeks
the final document will be before our Cabinet and
the government, and then a decision will be taken
and we will build the system. We hope that we can
introduce the first annual national declaration on
the agricultural fund within a couple of months.
That is the overview for our proposal. I would be
pleased to answer your questions.

Q513 Lord Inglewood: I would like to ask you a bit
about the traditional Dutch approach to public
sector accounting like this. In particular, under the
terms of the European legislation, you cannot get a
discharge on the budget if there is one flaw
somewhere across all the accounts. On the other
hand, in the United Kingdom we divide our public
sector accounts into sections and they are given a
discharge section by section, so that most of the
accounts are cleared and yet there are some bits
where there problems are identified. In your system,
in Holland, do you approach auditing these
accounts from the perspective that everything must
be all right to get a clean discharge or is it
sectionalised so that bits can and bits cannot?
Mr Bartholomeus: In our system, for each ministry
we have an audit department and each minister is
responsible for the financial management of his
ministry. Also, with regard to European funds in the
policy field in which the fund is working, the
minister involved is responsible for the financial
management. His audit department will perform the
audit on the transactions of the fund. That will be
built up by the audits of the department and the
minister involved will have an overview and the
results of the audit of his own audit department. He
will use the results of the audit as an input for his
declaration, his sub-declaration. A decision has to

be made within a couple of weeks about
implementing a central audit authority within the
Ministry of Finance. The audit department of our
Ministry of Finance in cooperation with the audit
departments of the ministries involved will develop
the audit policy. It will also have the co-ordinating
responsibility for the audits of EU funds. The sub-
declarations of the Ministers of Economic AVairs,
Social AVairs and Agriculture will be sent to our
Minister of Finance. He will consolidate those sub-
declarations into the national declaration. He will
receive advice from his central audit department.
We will have a view from several parts from within
central government where EU funds are spent and
about the financial management of those funds.

Q514 Lord Inglewood: I know that Holland has a
high reputation for financial regularity. In the
unlikely event of one of the sub-accounts not
achieving a good standard, what will the national
auditor say about it?
Mr Bartholomeus: Of course we will have to report
the results of any irregularities that are found. We
will give advice to the ministry involved so that he
can improve his financial management system. The
minister involved in that will not only say what
irregularities have been found but he will also make
a proposal about how to improve the financial
management. Any proposals for improvement will
be reported by the Minister of Finance. In the
national declaration, he will also announce a plan to
improve the financial management of that particular
fund. That will be sent to parliament and to our
national audit oYce, our Court of Auditors, which
will audit the national declaration. Our Court of
Auditors will give an opinion on the solidity of that
proposal to improve the financial management. The
national declaration will be discussed in parliament
and then it will be sent to the European
Commission. Our minister will also send a copy of
the opinion of the Court of Auditors. It will be a
transparent process. If one of the funds covered will
have shown to be subject to structural problems on
a transaction level, and/or on the malfunctioning of
control systems then a general reservation with
regard to that specific fund can be made within the
declaration.

Q515 Chairman: I can see that but I think what
Lord Inglewood was hinting at was this. Would the
fact that one set of accounts, if you like, was said
not to pass, mean that the whole lot was qualified?
What would you say about the national assurance?
Would that result in a qualified opinion, if you like?
Mr Bartholomeus: That depends on the materiality
of the errors found. We will use the same materiality
thresholds of the European Commission and the
European Court of Auditors and when errors are
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higher than the thresholds set down by the
European Commission, we will report that and then
it will not be an unqualified opinion

Q516 Lord Inglewood: Do you intend to apply the
European standards through your domestic
arrangements?
Mr Bartholomeus: Yes.

Q517 Lord Inglewood: The way you conduct the
national audit I imagine is in line with the best
international practice?
Mr Bartholomeus: Yes, we have standards that are
internationally accepted.

Q518 Chairman: So that I have it absolutely right,
if one set of accounts is qualified, then the whole lot
is qualified? Is that right?
Mr Bartholomeus: If a certain amount of irregularity
transcends the materiality threshold of the
European Commission, then the whole lot is
qualified.

Q519 Lord Blackwell: Can I ask you about the
motivation of the Dutch Government’s decision to
proceed with this unilaterally and the impact that
may have on other members of the Council? As we
are all aware, you have done this against a
background where a number of Member States have
expressed reservations about doing this. I am
interested in what motivated the Dutch Government
to go ahead on its own and, having done that,
whether you expect your decision to have an impact
on other Member States, and whether, for example,
you are proving that some of their objections do not
stand or if there were other motivations. In
particular, here we are interested in the United
Kingdom Government, which has expressed
sympathy with this but has not yet gone down this
route. Do you have any exchanges with the UK
Government on picking up from your lessons?
Ambassador d’Ansembourg: The short answer is: yes.
Mr Bartholomeus will give you the long answer.
Mr Bartholomeus: Our minister was very concerned
about the fact that in the last 11 years there has been
no positive declaration of assurance given by the
European Court of Auditors. He has been the
Minister of Finance for 12 years, and so he has
heard all the discussions in ECOFIN and in the
Council of Ministers in Brussels. During that time,
he was our Minister of Finance and he is a strong
believer in improving the financial statements of the
European Commission. He was also a strong
supporter of the roadmap initiative proposed last
November in the ECOFIN Council. Before the
ECOFIN Council, we had a lot of contact with your
people from the Treasury and the National Audit
OYce, and so we have had good co-operation with

the UK. We learnt that one of the countries in
favour of the roadmap initiative was the UK.
Denmark was also a strong supporter. In November
2005, the decision was taken in the ECOFIN
Council but other countries were not in favour of
approving the proposal. We were happy that there
was a proposal to allow the introduction of a
national declaration on a voluntary basis for each
country. Our minister immediately said, “We will
have that national declaration and be a pilot,
perhaps with other countries, for those European
countries”. He is a strong believer in the national
declaration. He immediately talked with our
national parliament and promised to introduce the
national declaration within two years. Our hope and
goal is to work together with other countries, with
Denmark and the UK in particular, which are
developing in another way but with the same intent,
to introduce a national declaration. We hope that
with the countries involved we will succeed in
putting forward three pilots so that we can prove
that it is possible, politically and at an operational
level, to develop a national declaration. We are
talking about those things in Brussels, with the
European Commission, and also in Luxembourg at
the European Court of Auditors. We hope that we
will have strong support from the European
Commission. We do not want just their support for
our pilot in thinking about all the projects but some
evidence that when we succeed in implementing the
system of national declaration, which will involve
extra audit work within our own system to make
improvements, and once we have proved the system
is working well, the European Commission will give
us the advantage of having fewer audits than we
have had in the past. We have talked about this with
the European Commission and the European Court
of Auditors. They have told us that they are
supportive of our pilot and interested in the results.
In a couple of years, when our pilot is approved and
is in place, they have said they will discuss the
possibility of lowering what we call the inherent
risk. It might be possible, from a sample taken by
the European Commission, the audit department of
the European Commission or the European Court
of Auditors, that we will have a lesser degree of
auditing in the sample they have taken for Europe.
I hope that will be the case for the other countries
that have the pilot for a national declaration.

Q520 Lord Blackwell: Do you think there are other
changes that the Commission could make in the way
it releases funds and the conditions under which it
releases funds to favour those countries that do have
a national audit or national certification, as an
incentive?
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Mr Bartholomeus: We hope so, but at this moment
we only have the main features of our pilot. We
have had our first talks with the Commission. At
this moment, they are not promising more than I
answered to the last question. When we prove it is
a success and there are improvements in our system,
perhaps in a few years’ time, we can gain more
advantage from the European Commission or the
European Court of Auditors, but at the moment
that is not the case.

Q521 Lord Cobbold: How do you see your
admirable system being adapted to countries where
there is a regional parliament or a strong regional
structure and various ways of distributing
European money?
Mr Bartholomeus: That will be diYcult. At this
moment in The Netherlands, we are looking for a
solution where everything will be centralised. We
will have a central certifying authority, a central
audit authority, and everything will be at a national
level. In a country where there is a lot of regional
decentralisation, then you have to have another
system. Maybe that system will not be as good at
change as our system to meet the requirements of
the European Commission regarding the national
declaration. I have talked with my colleague in
Germany, and they are dealing in a decentralised
way with those EU funds. It is hard to have the
same solution in Germany as the one we have
chosen in The Netherlands. I think each country will
have to make its own choices on how to deal with
such an initiative.
Ambassador d’Ansembourg: It is a national
responsibility. We cannot determine how the
Spaniards or the Germans, who are very
decentralised, will want to arrange their own system,
I suppose. We are trying to do it nationally. We
have a tendency to re-centralise.

Q522 Lord Cobbold: Has this country thought
about it because we have the Scottish and the Welsh
Parliaments?
Ambassador d’Ansembourg: With devolution, you
have a problem too.

Q523 Lord Maclennan of Rogart: I wondered
whether the motivation was more to move towards
the lightening of the load of audit from the
European Union or to make assurance doubly sure.
The picture of your own national practices does not
suggest that you have great problems in this area in
auditing nationally European expenditure. Do you
find the European Union’s audit intrusions
oppressive or in some way unacceptable?
Mr Bartholomeus: No, that is not the case. There are
two main reasons for introducing this project. First,
it is the wish of our minister to perform this audit as

a first pilot perhaps to get more follow-up by other
countries in Europe. We hope that this is a first step
towards a positive declaration of assurance. There
is another reason, and that is our own financial
management of EU funds within The Netherlands.
We do not have severe problems but we have
problems with our EU funds. A couple of years ago,
we had a problem with the European Social Fund.
We had a claim from the European Union. We had
to pay back a lot of money. At the present time, we
are having some discussions on the European
Regional Development Fund with the European
Commission. Our minister is very motivated to
improve our system. In particular with the
European Regional Development Fund, we have
the use of a decentralised system. In our new
centralised system we will have an overview at a
national level as to how we perform within that
system and to what degree we have problems with
irregularities. Our minister has said, especially as we
have a new programme period, that we will
introduce a centralised system in which we will take
the lead for the regions; we will develop the audit
approach; we will appoint the auditors to conduct
the audits in the regions; and we will have a
centralised certifying authority. This is to get a
system where financial management at a national
level will be more transparent.

Q524 Lord Maclennan of Rogart: In your answer to
an earlier question, you did say that you would
anticipate that if this all went well and some years
down the track, you would hope you would
experience less audit at European level. Would you
accept or would you take the view that there would
still be a requirement or a capability for the
European Union to check that the system was
continually operating as well as it appeared to be at
that point?
Mr Bartholomeus: We accept that but we hope that
in a couple of years if the European Union wants
to check our system, there will be a system of single
audit. Of course, the European Union will conduct
an investigation on our system and they will look at
the consequences of what we have developed. When
they see that our system is working well, then we
hope that they will allow us to perform our own
audit and that they will introduce the single audit
principle for our country. At this moment, they have
not promised that that will be the case within a
couple of years. We heard last week at the European
Court of Auditors that some members of the Court
are in favour of a single audit but there are other
countries that do not believe that a single audit is a
good instrument. We will have to wait. There is no
guarantee that we will get the single audit.
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Q525 Lord Jones: As the Union expands and moves
east and as we look more and more at structural
funds and agricultural funds, in the hard-pressed
regions, if there are any, possibly if there are any in
The Netherlands, does public opinion foresee that
in the future these funds in the hands of the rich
nations are going further east? Is public opinion
aware that there will in time be fewer structural
funds and less agricultural subsidy to assist your
own? Do you find that emerging in the debate?
Ambassador d’Ansembourg: I think, generally
speaking, yes, that is the case. This is already taking
place, of course. This will not come as a surprise.
We did not have very much in the way of structural
funds in the first place. There is only one region
which has this advantage. I am not quite sure how
much we receive at the moment, but, no, this will
not be a surprise for the Dutch public. It is also true,
and the public does play an important role, in the
problem of audits because, after all, these are public
funds and the people want to know what happens
with these funds. That is one of the reasons that
motivated our Minister of Finance to be as precise
and as accurate in this field as he is.

Q526 Lord Inglewood: In his helpful comments, Mr
Bartholomeus explained quite fairly that the system
that you are devising in Holland is based on a
centralised system of audit. He commented that of
course in countries with a federal structure that
would not work properly. Is it not the case that the
key components of the Dutch approach are that you
should have competent independent audit applying
appropriate agreed international standards?
Therefore, if you apply those principles to federal
countries, you ought to be able to find a way, within
the constitutional frameworks that they have, of
delivering the kind of financial assurance that I
think we are all looking for.
Mr Bartholomeus: Yes, that is true. In The
Netherlands, we have a system of audit which is
slightly diVerent from most other countries in
Europe. We have our audit department within the
ministry. The minister has an overview of that whole
department. The audit department already meets
international standards, and our national audit
oYce, our Court of Auditors, meets those standards
as well. When you have another system at the
regional level, there should be a system where there
is an independent audit body that also meets
international standards. That is true.

Q527 Lord Jordan: You spoke earlier about the
diYculties that devolved systems pose for your
scheme, but there is another serious problem in that
the scheme requires that the national statement is
signed oV by the minister of Finance. Across the
European Union there are long-established

practices, even constitutional objections, to such a
move. Do you think in your discussions on this issue
that that can be broken down or are you prepared
to amend your own proposals to the fact that it may
not be a politician but it could even be a senior civil
servant that signs oV?
Mr Bartholomeus: We are aware that the solution we
have chosen is a solution that only works within our
system. There are a lot of countries where the
constitution does not permit having a national
declaration given by a minister. We do not think it
is necessary for a minister to give the national
declaration and that it is also a very good system
when other bodies, and that could be a civil servant
but also the court of auditors, give an opinion that
could be the national declaration. In our case, we
took the decision for the national declaration to be
given by the minister. It is a fact that in our own
national system our minister also gives the
statement on the account of the ministry. A few
years ago, we introduced a new system in which
each minister has to give a statement on his own
national accounts for his ministry. In that statement
he declares that there is sound financial
management and when that is not the case, then he
has to describe the problems and the improvements
he will make. He has to report the amount of
irregularities that have been found by his own audit
department and he has to give an overview of the
eYciency and eVectiveness of the policy he is taking.
That statement is part of our annual statement
which the minister has to send each year to
parliament. Our national audit oYce audits that
statement. We do have a tradition now in our
country that ministers are used to giving statements.
In that way, it is not a big step in our country for
the Minister of Finance now to give the declaration
himself. I can imagine that in other countries where
the case is not as in our country that the minister is
not permitted to give the declaration himself. Then
there will be another solution. I have learned from
the results of the ECOFIN that the Commission is
a strong believer in having statements from
ministers, but I also learn that many countries
cannot fulfil that responsibility.

Q528 Lord Jordan: It seems to me that providing
responsibilities accepted for a statement by the
government ultimately is what is required. That is a
bit diVerent from having what is called an
independent audit where the government is not
necessarily taking the ultimate responsibility for it.
Mr Bartholomeus: Yes. Our minister is giving his
national declaration on behalf of the whole cabinet,
the Council of Ministers. It is also a decision of the
Council of Ministers to approve the national
declaration that our minister will send to the
parliament and also to the European Commission.
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As for the way that other countries develop their
national declaration, there is one thing in my
opinion that is absolutely the same in each country
and that is the responsibility of the government for
the spending of EU funds.

Q529 Chairman: The Dutch court of auditors in
your scheme will actually have an input, of course,
will they not?
Mr Bartholomeus: Yes. When our minister has sent
his national declaration to the national parliament,
then the court of auditors will perform an audit on
that national declaration. The report of the
national audit oYce will be sent to our national
parliament and our minister of Finance will send
the national declaration with a copy of the report
of the court of auditors to the European
Commission. It is not the case that our national
court of auditors sends the report immediately to
the European Commission.

Q530 Chairman: Have you done a cost analysis on
this scheme?
Mr Bartholomeus: We have done more or less. We
have incurred costs and more will be spent to
improve the system. We will centralise the
certification authority. In a few years, we will have
centralised the audit of the funds. I think that
money will be needed to improve the system. At
this moment, we do not have a clear view of what
those costs will be. Then there is the question about
what benefits there will be coming out of this pilot.
We hope that we will have the benefit of more
sound shared financial management of the
European Fund, that we will have fewer
irregularities and less chance of receiving a claim
from the European Union. We think that in a
couple of years when we have a centralised
certification authority working well and a
centralised audit authority, then that will be more
eVective and eYcient than what is the case now
where everything is decentralised and every body is
doing its own audits.

Q531 Lord Blackwell: On the broader question of
the problem we are trying to deal with, the
irregularities in the EU accounts, you said at the
beginning that the Dutch Government had been
concerned for a number of years that the court of
auditors had not signed oV the EU accounts. I
wonder how big you feel that problem is and
whether you think the risk of misuse of funds and
indeed potentially fraud of funds in some parts of
the EU is significant and whether you think we
actually have a reliable measure or estimate of how
big the problems could be.

Mr Bartholomeus: Our minister had a discussion in
the ECOFIN Council over several years about the
reason why there is no positive declaration of
assurance. We learnt from the people in the
European Court of Auditors that they have
exceeded the materiality thresholds a great deal, by
several per cent. Our minister is concerned that in
a couple of years, and it has already gone on for
11 years in the same way, there can be no good
feeling about the amount of irregularities all over
Europe. We also learnt that the European Court of
Auditors has assembled a sample; it is not a
mathematical sample but only 500 audits. Maybe
they have results from that sample that are not
good enough to give a positive audit opinion, but
maybe there are more problems than they can see
as a result of their audit. Our minister has a strong
feeling that the improvement has to be in the
system because when you have a good system, then
your transactions will be regulated. He is in favour
of improving the system, not only in the European
Commission in Brussels but also in the European
countries. That is why he is in favour of the
roadmap initiative. When that was not agreed last
November at ECOFIN, he thought that if our
country and others were to give a good example,
maybe in a couple of years other countries will also
be interested in following our example.

Q532 Lord Blackwell: The implication is that if
you do not have confidence in the systems, you
cannot have confidence that you have identified the
scale of any irregularities that may be going on?
Mr Bartholomeus: At this time, we think that every
country needs the same interest in having sound
financial management with regard to EU funds and
taking responsibility. In practice, we see that there
are diVerences. We think that, given the example,
other countries could improve and maybe they will
follow our way of doing this in a couple of years.

Q533 Lord Inglewood: You have touched on a
point which I wanted to raise with you if there was
time, which is: does the Dutch Government have
a view about the adequacy or otherwise of the
Commission’s internal systems of financial control
and internal audit? We have heard a lot of
evidence, with some saying it is quite good and
other people saying that no, it is not. Does the
Dutch Government have a view about it?
Mr Bartholomeus: We think that, in the last couple
of years, it has improved a lot. There has been an
introduction of management statements of
Directors General in the European Commission.
At this time, there is an internal control division
within the European Commission which audits the
statements and there is improvement. They have
also introduced new systems of financial
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management within the Commission. For example,
the European Commission will be introducing in
the next year a new accounting system based on
international accounting standards. That is one
example. There are not many countries in Europe
that have already adopted those accounting
standards for their own national accounts. The
European Commission is really setting a good

Examination of Witnesses

Witnesses: Mr Graham Meadows, Director General, Directorate General for Regional Policy,
Mr Nicholas Martyn, Director of Audit Directorate, Directorate General for Regional Policy, and
Mr Marco Panigalli, Member of the Cabinet of Mrs Danuta Hübner, Commissioner for Regional Policy,

European Commission, examined.

Q534 Chairman: Welcome, would you like to
introduce your team, Mr Meadows?
Mr Meadows: May I say that Commissioner Hübner
regrets that she is unable to attend the Committee this
morning but we have with us Marco Panigalli who is
her adviser on budget and financial management
aVairs in her Cabinet. Nicholas Martyn is the
director of our audit directorate in DG Regional
Policy and he controls a team of 65 auditors. May I
mention colleagues behind? We have two of Mr
Martyn’s colleagues: Androulla Ioannou and Frank
Rawlinson, who work on the co-ordination of audit,
and Jonathan Denness who is of a “diVerent species”;
he is a geographical person who will help the
Committee and us if any of the questions turn to
programmes in the United Kingdom.

Q535 Chairman: Obviously regional policy (regional
funds) is a very big issue in our inquiry. What is your
assessment of the quality of financial management in
this area?
Mr Meadows: If we look at the annual activity reports
over the last two or three years and the declaration
which I as the Director General make on the way in
which the funds have been managed in that time, you
will see that we have a very small number of
reservations covering an amount of expenditure
which I think last year was slightly in excess of 2 per
cent and the year before that was slightly below 2 per
cent. This can be interpreted as a fairly high level of
assuredness in the way in which the systems both in
the Commission and in the Member States operate.

Q536 Chairman: Are you saying that you are happy
with the present situation?
Mr Meadows: Happy is probably the wrong word
because we are constantly trying to improve and I do
not want the Committee to think that when we read
the observations of the Court of Auditors or any
other body that we take, as it were, a combative view
and say that we are right and they are wrong. We are
always trying to learn, but we are more or less content

example on that point. With the introduction of
management statements and the start of an internal
audit department with internal control, we see that
this has improved a great deal. Perhaps it has to
improve more but there have been many
improvements.
Chairman: Thank you very much indeed. We are
very grateful for your help and advice.

that we are doing the best we can at the particular
moment, although we always hope in any one year to
do better than we did in the year before.

Q537 Chairman: Is it right to say that this is in fact
the most diYcult area or the most intractable area if
you are looking as an auditor at what is happening?
Mr Meadows: It may be diYcult in the sense that it is
an area for the most part of shared management, and
so the responsibility which the Commission has for
the management of the budget has to be shared in
practice—although it can never be shared, as it were,
politically—with the Member States. As the years go
by, we get better and better at co-ordinating our audit
eVort with the audit eVort which is being undertaken
by the Member States themselves. We get better at
harvesting the results from the Member States and
using those results in our own declarations of
assurance. Although, we may be faced with a
situation of complexity in the sense that we will soon
have 27 Member States; something in excess of 300
programmes often operated in regions; Member
States operating diVerent systems and diVerent types
of system, we are looking for the same degree of
assurance. So although it may look complex from the
outside, we are becoming more confident that we
actually are able to harness the advantages that the
situation brings, the advantage being that, in
addition to the European audit force, either from the
Directorate General, from the Court of Auditors, we
are able to call on the audit forces of the Member
States, which means that we have a very considerable
team of auditors watching over the operations of
European regional policy.

Q538 Chairman: Could you talk us through an
individual case and how your relations work with a
Member State, the communications between the
Commission on the one hand and the Member State
on the other?
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Mr Meadows: I will start oV with one Member State
with which we currently have diYculties and then I
will ask Nicholas Martyn to complete the answer. If
we take the case of our latest annual activity report,
in other words the report from last year which was
signed oV in March, we had three reserves: two
concerning Spain and one concerning England. If
we look at the reservation concerning Spain, the
reservation grew out of audit work which we carried
out in Spain. The Commission had doubts about the
degree of thoroughness which was being exercised
in the initial declaration of payments. We were
trying to make sure that these payments were in
conformity or were legal and regular with respect to
Community law. As a result of that, we began talks
with the Spanish authorities. We drew up an action
plan with them, which is basically a list of actions
which they will undertake by a particular time in
order to put right the problems which we have seen.
Whilst this is going on, because it aVected so much
of the expenditure in Spain, we have maintained a
reservation on the expenditure there. We are still
carrying on conversations with the Spanish
authorities. We think that we are getting to a
position now where they have actually carried
through most of the things required in the action
plan. We are now starting audits in Spain to verify
that this is in fact the case. If those audits confirm
what the Spanish authorities are saying, then we will
lift our reservation on their expenditure. A similar
process is being undertaken in England. Perhaps
you would like Nicholas Martyn to talk about more
normal relations with Member States as opposed to
cases where things are not as we would wish.
Mr Martyn: Perhaps I can just explain the idea of
building up assurance. This is how shared
management works. In the first instance it is the
Member State which is responsible. So if we take a
structural fund programme, an ERDF programme,
then it is the managing authority for that
programme that has the primary responsibility for
implementing the programme and carrying out all
the first level checks on selecting the operation,
checking that the beneficiaries can implement the
operation, and then when the expenditure is
declared for that operation, carrying out the checks
on that expenditure—desk checks in the oYce but
also on-the-spot visits to make sure that it is really
happening. That is the responsibility of the
managing authority. That is the first level of
assurance that things are working properly in the
system. The second level is then that for every
programme there is also a paying authority. The
paying authority has to be independent of the
managing authority and it is the paying authority
that certifies expenditure to the Commission. So the
paying authority formally certifies.

Q539 Chairman: This is at national level?

Mr Martyn: All this is at national level. For an
individual programme, the beneficiaries all declare
their expenditure up the line; it is declared by the
managing authority to the paying authority, and the
paying authority then certifies this expenditure to
the Commission, which then triggers a co-financing.
There is a formal declaration signed by the paying
authority saying that this expenditure is legal and
regular. The paying authority has the job of making
sure that it has adequate evidence that the first level
checks have been done. It has to satisfy itself that
the checks by the managing authority have worked
properly so that it has this assurance. When we pay
out the ƒ20 billion a year that we pay out in the
DG, the first assurance we have is that this has all
been certified by the paying authority. Then for each
programme there has to be regular audit work
carried out. There have to be audits of systems and
there have to be audits covering a minimum of 5 per
cent of the expenditure. This is carried out on a
rolling basis during the implementation period. The
auditing bodies in the Member States send us copies
of the systems audit reports and they also send us
an annual report summarising the audit work that
has been carried out and the main results and
conclusions from that. Then we have an annual
meeting with each audit body in order to discuss
these results. If that audit work has been done
properly then checks of this certification process are
something that can be relied on. We then, as the
audit directorate in the regional policy DG, have
our own programme of audits where we also check
the system and check the reliability of what is being
done. If these diVerent levels of control are
functioning properly then we have a good basis for
assurance. If we find that things are going wrong
then, as Mr Meadows explained, we have systems
in place in order to correct the problem either by
implementing remedial action at the Member State
level, by correcting expenditure for the past and/or,
as a last resort, we have the power to apply financial
corrections.

Q540 Chairman: “We” being who?
Mr Martyn: The Commission.

Q541 Chairman: And the auditor inside the
Commission?
Mr Martyn: A financial correction decision is a
formal Commission decision by the college but it is
based on the results of audit work that has been
carried out.

Q542 Lord Cobbold: You have been talking about
it. It seems to me the problem is this shared
management concept whereby nobody has the
ultimate responsibility. Can you expand a bit more
about what is meant by shared management? How
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can it be got rid of, that seems to be where the
problems arise.
Mr Martyn: Shared management is the only way one
can implement a policy like the structural funds
because it is clearly not possible for the Commission
to manage a process involving the delivery of
hundreds of billions of euros through 27 Members
States; so it is the starting point, it is the way of doing
it. It poses particular risks because of the multiplicity
of bodies involved and the fact that there is a long
control chain down to the lowest level but we have
mechanisms in place through our regulations which
address this as I tried to explain.

Q543 Lord Cobbold: You cannot pass the
responsibility for the delivery to the Member State
concerned in the first instance?
Mr Martyn: They have the responsibility to deliver
and they have the responsibility to give an assurance
that it has been delivered correctly, to audit it
themselves and to report to us. We have the overall
responsibility, the Commission has the overall
responsibility under the Treaty. Clearly, the
Commission has what is called a supervisory role to
make sure that the system is working properly and if
it is not working properly to take the appropriate
measures, which ultimately can be a financial
correction. It is perhaps important to remember that
programmes are implemented over a period of nine
years and then there is the closure of a programme
and so the control process is not just year-on-year, it
is a rolling process. The ultimate check can be done
at programme closure, with ex-post audits after the
closure of the programme to, if necessary, claw back
the money that has been incorrectly used. We have a
series of ways in which we can ensure, finally, that the
Community budget has been properly protected.
Mr Meadows: My Lord Chairman, if I can underline
one point, there is no confusion about responsibility
under shared management. The responsibility for
managing the European Union budget lies with the
Commission. The diYculties flowing from shared
management are not confusion as to who does what,
the diYculties flowing from shared management are
the extent of operations which one is trying to audit
and to control.
Mr Panigalli: If I can also add a comment to this. The
Financial Regulation explicitly states which are
the diVerent modes of implementation of
Community funds. You have the centralised
management which could be either direct or indirect
and you have the shared management together with
Member States, you have joint management with
international organisations and you have the
decentralised management which is the one applied
for the external co-operation. The term which is used
in the Financial Regulation of shared management
means that the implementation of the funds is

delegated to the Member States so there is the
delegation act but, as Mr Meadows and Mr Martyn
have just said, the final responsibility lies with the
Commission.

Q544 Lord Inglewood: In his remarks about shared
management Mr Martyn said that the whole thing
goes fine if the audit work in the Member States is
done properly. Do you find that is generally the case
and, if it is not generally the case, are some countries
rather more lax about this than others? In this audit
work that is done at Member State level, is each
Member State applying international standards or
are some of them applying local standards which are
at variance?
Mr Martyn: My Lord Chairman, first, I think the key
thing is not to focus on the audit work but the
controls at all levels because in fact our experience is
that you can have situations where audit work may
be quite good but the auditors are only finding
problems at the lower levels. In fact, our focus is on
the first level of controls, done by the managing
authority being good because that is the heart of the
internal control system. If the controls at the primary
level are good, then everything above that is going to
work. If the controls at the primary level are not good
then, however many times you audit, you are only
going to find that they are not working. Our focus is
on making sure that those controls at the first level
are working eVectively and that is the diYcult job in
Member States, to do that with the large number of
operations concerned. Clearly, there is a diversity of
risk between Member States and the amounts of
money being managed are very diVerent and the
assessments we have also vary. We make an
assessment in the annual activity report which is
produced by the Directorate General and signed by
the Director General. We set out an assessment on
the basis of our work to date of what the situation is.
As I say, we are building up assurance over a period
of time. We say “this is the amount of audit work we
have done so far” and “this is the assessment we
have”. We have a group of countries where we
consider we have reasonable assurance that the
systems are functioning eVectively to ensure legality
and regularity. We have a group of Member States
where, if you like, things are okay but there are some
improvements to make. As Mr Meadows said, in
2005 we had reservations in two cases for Spain and
for England because we considered that there were
important deficiencies which would require some
time to remedy. Clearly we take account of the
assessment for the further audit work that we are
doing and in particular we work to make sure that
where we have identified deficiencies, those are
adequately treated. We aim to achieve assurance that
there is evidence that the risks are being managed
properly in all Member States or if there is a problem
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that is intractable, that we have taken the necessary
action; ie we have used the powers which the
Commission has to suspend the payments and make
financial corrections.

Q545 Lord Inglewood: Is it right then to draw the
conclusion from your remarks that, in general, you
are satisfied where money is being disbursed, that the
money is then being spent properly.
Mr Martyn: I would put it that we are satisfied, and
this is what comes out from the annual activity
report, that the Commission is able to exercise its
supervisory role in a way that is giving us reasonable
assurance at a particular point in time bearing in
mind the length of the implementation period. We
cannot be sure for every programme, for all of the
370-odd programmes, that all the systems are
working optimally. We cannot do that year-on-year;
it is not possible to do that. We are satisfied that the
strategy which we have to build up this assurance is
one which will ensure that during the implementation
period we will have that assurance or that we will
have taken steps to claw money back where it is
irregular.

Q546 Lord Inglewood: Some of the stories that one
hears told and reads in the newspapers about
widespread irregularity in various branches of the
regional policy are basically misplaced.
Mr Meadows: Yes. The first thing to have in mind is
the diVerence between irregularity and fraud.
Irregularity is a very wide catch-all term. We are as
sure as we can be that each year we are able, as I said
at the very beginning, to give a reasonable assurance
to the Commission and to the public at large that in
fact the money which is being spent through
European regional policy is being spent for the
purposes for which it is intended by the legislation. If
I could draw one point out of Mr Martyn’s remarks.
Inherent in what he is saying is a diVerence of
approach between us and the European Court of
Auditors. The European Court of Auditors builds up
its assurance, or lack of assurance, by looking at one
particular year. It treats the European Union budget
as an annual budget, as an annual exercise. We say
that this is not an appropriate way of auditing
European regional policy because European regional
policy, as Mr Martyn has explained, is implemented
over a number of years and a programme will be in
operation for nine years and there will be a further
three years before it is closed. At any time in that nine
or twelve years we can audit that programme and if
we discover some irregularity which has taken place
in the past, we can correct the system and if needs be
in order to protect the European Union budget, we
can claw back money. When Mr Martyn talks about
building up assurance over time, he is referring in a
coded way to the way in which we view the assurance

which can be given for European regional policy
which is diVerent from the approach of the European
Court of Auditors which is always auditing on an
annual basis. One of your previous witnesses from
The Netherlands referred to the sample of
programmes taken by the European Court of
Auditors and, of course, this is greatly aVected by
whether you take a multi-year approach, which is
ours, or an annual approach which is the Court’s.

Q547 Lord Maclennan of Rogart: I find the answers
that you have given in response to the Lord
Chairman’s enquiries about a real life example
generally comprehensible but I wonder if you might
be a little more particular in just conveying clearly to
me exactly what the mechanisms are. You said that
there was obviously a heavy reliance on the
management agency to ensure regularity and they
report in turn to the paying authority. Where does
the Commission intervene to check on those two
bodies? These are national bodies presumably, for
example, perhaps the Highways and Islands
Enterprise Agency, certainly the department of the
Scottish Executive, the paying authority. How do
you go behind the paying authority’s assurance that
all is for the best and that is the best of all possible
ways or do you?
Mr Meadows: If I may start the answer and Nicholas
can again complete it. There is a distinction between
our work in Spain and our work in the Highlands and
Islands, which you may be aware of from the
newspapers. In the Highlands and Islands we are
auditing the closure process for a programme from
the 1994–99 period and the audit which has taken
place in the Highlands and Islands has been at a level
of projects, something like 40 projects, to try to test
whether in fact the system operated correctly through
the lifetime of the programme. If we look at the
Spanish case, which is related to ongoing 2000–06
programmes, the diYculty that we discovered
through our own audit work is at the first level of
checks which Mr Martyn referred to; in other words
the checks carried out by the people in the Spanish
regions, the people in the regions who certified
expenditure as being regular and legal, were not
carrying out, in our view, suYcient checks. They were
making this certification on an unsound basis. The
work which we have undertaken with the Spanish
authorities is, at that level, to try and make sure that
their first level certification is accurate. This is work
which is carried out by the paying authorities.
Mr Martyn: How do we get the assurance from our
audit work that we can rely on what we get from the
paying authority? We carry out audit work which
first of all involves checking the systems as described
by the Member State. The Member State has to send
us detailed descriptions of its systems, who is the
managing authority, how it works; who is the paying
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authority and how it works; we do a desk check on all
systems for all bodies. Then, we would go on the spot
to look at a sample of programmes and that is
normally done in two phases. We go on the spot to a
given programme, walk through the procedures of
the managing authority or other bodies involved
such as the paying authority, check that they are in
accordance with the description, check that they are
in compliance with the regulations and in compliance
with proper control standards. Then we would take a
sample of operations of actual projects so we test the
system in practice. We would visit a selected number
of projects in order to see whether the expenditure
that has come all the way up the chain and has been
declared and certified as legal and regular actually is.
This is a way of then testing the system which enables
us, from the level of error we find, to draw a
conclusion as to whether the managing authority and
the paying authority are indeed performing correctly,
and then we have an appropriate follow-up
depending on the results of the audit work. We would
be expecting the national audit body to be doing
something similar and wherever possible we would
then seek to rely on the results of the national audit
work so that we are not duplicating that work. This
would be in-line with the single audit approach, that
I am sure you have heard about in the course of
evidence.

Q548 Lord Maclennan of Rogart: You rather beg the
question by saying wherever possible you will rely on
the national audit process. What are the signals or
what activates this kind of international inquiry that
looks behind the certification of the paying
authority? Is it just spot checking in a fairly random
way or how do you do it? Sorry, it seems rather
pernickety of me.
Mr Martyn: I am happy to have the opportunity to
explain how we do it. We work on a multi-annual
strategy so we work on a three-year rolling plan and
we decide on how we are going to use our audit
resources on a risk basis. We do a risk assessment at
a global level. Then within a Member State we would
have a more detailed risk analysis to see which of the
programmes we would consider high risk, bearing in
mind the amounts concerned, the volume of the
expenditure and known information that we have.
We would seek to audit, as a priority, the riskier
programmes so that we have an assurance that those
systems are working eVectively. In terms of relying on
the audit work of the national audit bodies, as I
explained, we have co-ordination arrangements to be
able to have contact with audit bodies but there is a
big diVerence in how the audit work is done in
diVerent Member States. You just heard from the
previous witnesses from The Netherlands that
currently they have a very decentralised approach so
that in each province in The Netherlands the system

is completely diVerent and they have diVerent audit
bodies in each province. This makes it more diYcult
for the Commission to rely on that work because it is
harder for us to go around and audit each of those
bodies in order to see whether we can rely on them.
In other Member States they have one single central
audit body which is responsible for all the audit work
throughout all the programmes. There, it makes it
easier for us to do the work necessary to gain an
assurance that the audit work of that body is reliable;
so you have a variety of diVerent arrangements in
place.

Q549 Lord Jordan: It is said that the financial
management obligations in the new Member States
are more demanding than those for the rest of the
Union, is this true?
Mr Meadows: No. It may be more demanding for the
new Member States to achieve the same level of
eYciency as the older Member States but the level of
management which we expect from all the Member
States is the same. If you take, as an example, our
work in Romania and Bulgaria over the last few
years. We have worked with both of these candidates
to help them to understand the requirements that the
Commission has for their national audit and
management authorities. We have audited them
several times to monitor their progress to the level of
operations required by the Commission. We arrived
at a position with Romania last June where we were
able to agree a period of free flight so that, instead of
managing the resources Romania receives through
the pre-accession instrument together with the
Commission, they can manage solo. We were
suYciently satisfied by June that they had mastered
the techniques, had the systems in place, and people
to operate the systems that we certified them to go on
operating these systems on their own, with us
obviously watching to make sure that things continue
to work out. In Bulgaria we have not arrived at the
same level of confidence. The standards that would
be applied in Romania and Bulgaria, are the same as
those to be applied in the United Kingdom, Denmark
or Sweden. The way in which they operate the
systems may be diVerent, but the requirements are
the same. It is no stronger and it is no weaker.

Q550 Lord Jordan: You have mentioned a couple of
cases you were looking at, at the moment, Spain and
England. Are there any persistent oVenders in what is
called the “old Community”; and have you any
actions you can take that are, in a sense, punitive,
rather than telling them they must do it a bit better?
Mr Meadows: The first point to make about Spain
and England is to remember we are trying to build up
the assurance over a number of years. The misfortune
of Spain and England is that we just happened to
have looked at them at the moment. It may be, that
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later we may have similar problems with someone
else, which we have not looked at yet. We should not
take the view that Spain and England are worse than
everyone else—although we did find problems in
their methods in the last year. Do we have any
persistent problems? The answer to that is no. Do we
need a system of sanctions? We do not have a system
of sanctions. We do not look upon our teams of
auditors as some kind of financial police force which
is out to catch wrongdoers and, having caught
wrongdoers, to make some sort of sanction or some
sort of fine as a warning to everyone else to do better.
The approach is more of trying to detect errors in
systems and, having detected the errors, put them
right; and, having detected the errors, tell all of the
other Member States of the things that we have
discovered so that they can make sure their systems
do not contain the same errors. To the extent that we
make financial recoveries, it is because it is the only
way we can give an assurance that we have properly
protected the European Union taxpayer. But it is not
as a way of punishing the Member State concerned. If
there is a punishment, the punishment is to the policy
because this money was voted to the policy by the
European Council; it was allocated to the Member
State concerned on the basis of need and if, in the end,
we cannot use this money to actually bring about an
improvement to the quality of the life of the citizens
concerned basically we are failing. Taking the money
back is not something we view with great delight. We
do not behave like Dixon of Dock Green and let out
an “hurrah” every time we catch a wrongdoer; we do
not see the problem in that way. We are anxiously
always trying to help the Member States to make sure
that their systems give as great a surety as possible.
Mr Panigalli: On this very point, my Lord Chairman,
the simple fact that each year in the annual activity
report and the annual declaration by the Director
General the Member States which have weaknesses,
or where weaknesses are detected, are not the same,
has at least two causes: one is that the work which is
done is serious, and it means that the controls which
are made allow us to detect some weaknesses in some
Member States; and, on the other hand, it means that
the Member State for which weaknesses were
detected in previous years have been subject to action
plans with concrete corrective measures which have
been taken into account and implemented. This
explains why each year you see diVerent Member
States mentioned in the annual activity report.

Q551 Lord Cobbold: From what you have been
saying you do not sound as though you agree with the
proposals that the Dutch are making, which we heard
earlier this morning, which centralise responsibilities
at a national Member State level and a possible
template for similar structures in other Member

States. You are saying that the existing systems are
perfectly adequate?
Mr Meadows: We have heard from the Dutch of the
system they are planning to implement and we think
that would be an improvement and we welcome it. I
said at the beginning the fact that we sign oV the
annual activity report and we assure the Commission
that in any particular year we have got a reasonable
degree of assurance does not mean that we feel we
have reached some level of perfection. We are always
trying to do better. The most positive way to live in
the audit climate in which we find ourselves is to
constantly seek improvement. I would hope that our
operations this year are more certain than our
operations of, say, three years ago. I think the
improvements which the Dutch Government is
planning to introduce will contribute towards a
climate of improvement.

Q552 Lord Blackwell: One of the issues we have to
address is the extent to which the irregularities which
you raised in the Court of Auditors Report are the
only irregularities on an otherwise clean bill of
health, or whether they could possibly represent the
tip of the iceberg in terms of other things which have
not been exposed—and I come back to the
eVectiveness of your controls and audit processes.
Generally I suggest if those are going to be more
eVective, the clearer one is about the risks you are
trying to address; and you mentioned that you go
through a risk assessment. Is there a process where
every significant programme, both at a Commission
level but also at a national level, has to have a proper
risk assessment; and to what extent are those used to
drive the local as well as the Commission level audit
programmes? Secondly, could you give us an idea, as
you look at it, of what you see as the two or three
biggest risks at a generic level which you are trying to
deal with in the control and audit processes?
Mr Martyn: My Lord Chairman, on the question of
obligations to carry out risk assessment, at the
national level there is a limit to how prescriptive the
Commission can be in telling Member States how to
do their job in terms of internal controls; so we have
regulations which fix a framework and which fix a
certain level of detail but we do not say to Member
States exactly from A to Z what they have to do to
run an eVective internal control system. At the level
of the audit work of the Member State then there is a
requirement that the selection of audit work must be
based on a risk analysis. We have provided guidance
to Member States on how to do that. We have
produced an audit manual which was the result of
discussions with Member States; and the audit
manual contains examples of good practice about
how to carry out a risk assessment. At the lower levels
of control, and the first levels of control by the
managing authority, there is no formal obligation to
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carry out a risk assessment; but, again, the
Commission has issued guidance to Member States
about what the Commission expectations are about
how those first level controls should be done. In that
guidance there is advice that the way in which the
checks are carried out of operations should be based
on a risk assessment which is reviewed annually. At
the level of the Commission in our own work, as I
explained, we carry out a risk assessment on an
annual basis which we review and update as we
review our audit strategy. In terms of the biggest
risks, obviously one of the main drivers is simply the
amounts involved because if you are looking at how
you are going to use, by definition, limited audit
resources then in the current period you have Spain
as the major recipient, on the one hand, and you have
Luxembourg on the other. Clearly you have extremes
in terms of the amounts involved, which is one of the
main elements. Within that I would say that one of
the key risks relates to the number of bodies involved.
Again, you have this very, very wide diversity in
implementation. You have some Member States very
centralised, where you can get an assurance on the
whole system by carrying out a limited amount of
audit work, and then you can have assurance that the
same controls are being rolled out everywhere. You
have other Member States that institutionally are
regionalised or decentralised. The way in which you
carry out audit work in Germany is, by definition,
quite diVerent because you can audit in one of the
Länder but it does not give you an assurance about
the situation in a diVerent one; so there you have to
devise new audit methods which we have tried to do.
As I say, the main focus we have is on getting an
assurance at the first level checks. This we see as a
risky area because it is the complicated bit of the
work. When we do our annual review we use the
information we have from our own audit work and
from the audit work of the Court of Auditors in order
to establish which of the programmes or which of the
bodies we consider at the highest risk.

Q553 Lord Blackwell: How big a risk do you think it
is that in some Member States, or in some parts of
some Member States, the controls are deliberately
circumvented in order to use the funds?
Mr Meadows: Thinking about the answer to your
earlier question, what are the biggest risks, the
biggest risk is quite clearly that a chasm opens up
between what people say they do and what they
actually do. This is one of the reasons why we place
such importance, as Nicholas has said, on these
controls at the very, very lowest levels, so we are able
to actually make sure that the systems reach right
down to the operator within the region or within the
city concerned. The only thing we can always
maintain, as it were, is this awareness that, as you
point out, there may be this diVerence between what

people say they do and what they in actual fact do.
We try to make sure that our controls meet that
point. This explains why Nicholas says we associate
risk with the amount of money concerned because,
quite clearly, the injurious eVects of this chasm
opening up would be greatest in those areas where
our expenditure is highest. We are aware of this and
we do try to take it into account in assessing the
programmes that we should look at. As I say, we try
to build up this assurance over time. Just because a
programme has escaped a control in 2004 it does not
mean it has got away with whatever it is doing,
because if we come along in 2006 or 2007 and
discover that something is wrong we can act
retrospectively to correct the system, first of all. If we
feel there has been a danger to the European Union
budget and the money is being wrongfully used we
can claw it back and, in fact, we do. In the evidence
which Mr Gray gave to you earlier he mentioned that
because of public procurement diYculties in Greece,
for example, we have clawed back 518 million euro
which is a sizeable sum of resources. As I say, we do
not do that with joy because then that is lost for the
policy, but at least we are able to say to the Court and
to the European taxpayer that their money is being
properly used.

Q554 Lord Blackwell: The incidence of this gap
opening up between what people say they do and
what they actually do in those audits you conduct,
are you suggesting that is a low incidence?
Mr Meadows: Yes, and this is partly an answer to
Lord Maclennan’s question earlier; we do not only
have information coming from our audit work, there
are questions posed by members of the European
Parliament and these often, as it were, relate to
articles in newspapers or things of this sort. Mr
Denness, who is here, is an example; we have our own
teams of geographical desk oYcers who tend to work
within a region for, say, four or five years and build
up a quite close knowledge of what goes on in the
region; and sometimes these desk oYcers come back
from a visit to a region and say, “We would like you
to audit something or other”, and we always make
sure that in Mr Martyn’s work programme there is
spare capacity for us to be able to do these ad hoc
audits. We are fairly sure that, what with the systems
we have and with these more ad hoc methods with
which we can support them, we are able to keep a
closer watch on making sure that people actually do
what they are required to do and what they say that
they do.
Mr Martyn: My Lord Chairman, perhaps I could
add something to make it a bit more concrete in the
types of issues. I would say it is not that we audit and
we find that simply what has been presented to us as
a description is complete fabrication and nothing is
going on; it is not that there are no controls but that
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there are certain gaps in the way the controls are
done. For example, there are controls going on but
they are using procedures or checklists for this work
that do not cover all the issues that should be
covered. Perhaps there is not suYcient attention
given to the risk of failing to comply with proper
public procurement procedures; or failing to deal
with certain eligibility rules or some such. There are
certain gaps that we detect; or the controls are not
properly evidenced and you cannot actually see an
audit trail to track the controls that have been done;
you do not see the reports that have been made.
These are the typical kinds of weakness that we find,
that we then make recommendations about how to
improve.

Q555 Lord Inglewood: I was wondering, in your
activities around the various Member States, whether
(from dealing with those you have an interface with)
you find that the basic understanding of concepts of
financial integrity and probity are more or less the
same; or is there quite a wide variation in the
underlying understanding of what people are talking
about? Equally, is there a general agreement about
the importance of adhering to proper standards of
auditing and financial control, or in some countries is
there an attitude of “it doesn’t really matter”?
Mr Meadows: This is in part an answer to Lord
Cobbold’s earlier question. It may well be that when
we began to deal with, for example, Romania and
Bulgaria, their view of financial management and
financial control was diVerent from the rest of the
Union; but by the time they become a Member their
view will be more or less harmonised with that of
everyone else and they will understand the
importance of what they have to do. We would say
there are not any lasting pockets in Member States of
people who take these controls lightly. I think the
most impressive feature of the whole exercise is in fact
the degree of diligence which Member States do show
in trying to operate within a common framework
which is mutually agreed between them and the
Commission.

Q556 Chairman: Is the complexity of some of the
regulations a contributory factor to problems arising
either in terms of irregularities or within fraud?
Mr Meadows: It is sometimes, or it may be sometimes.
What is required of a programme manager in a part
of England or a part of Greece, say, is an
understanding of Community laws about public
procurement, the environment and competition
policy as well as national laws and perhaps, if one is
the Federal Republic, laws at the Länder level also.
So the requirement on the programme manager is
quite heavy. Is it complex? Complexity is something
which, in my view, you can always try to reduce, you
can always try to simplify, and we do. We view

complexity as something which is reducible by the
eVort of everyone involved. We shall never escape
that the programme manager is required to
understand Community law as well as national law
and perhaps conditions in the region. But we have to
work constantly to try to make sure that with this
layering of requirements you do not get unnecessary
complexity.

Q557 Lord Cobbold: How does your relationship
with OLAF work out in practice?
Mr Meadows: It works out well in practice, apart
from the fact that we have tried to have a code of
conduct with OLAF for a number of years and we
have not been able to agree it, and that is frequently
mentioned in our annual activity report. OLAF itself
has recently gone through some change in its
organisation and in the scope of its work. We have
taken over some of OLAF’s work, but we work well
together. Nicholas is more at the cutting edge.
Mr Martyn: We have regular contacts with OLAF.
OLAF has a unit responsible for structural funds so
we have regular meetings with them. They have two
roles: one of their roles is carrying out specific
inquiries on cases; and sometimes if we in our audit
work find a case that we think they should investigate
then we notify them about it and they may then
follow it up, and we obviously collaborate and
provide information. When they have the results of
their inquiries sometimes there are financial
implications that we then need to enforce as we are
responsible on the budget side. We help them in terms
of their own risk analysis work through the wider
information that we have. Then the other part of
their work is to do with the communication of
irregularities because Member States communicate
through OLAF irregularities that they detect. We use
the database that OLAF has in order to get
information about irregularities reported and, in
particular, to ensure that the financial follow-up is
complete. Especially when a programme is closed,
one of the activities is to make sure that all
irregularities that have been reported during the life
of that programme have been properly dealt with by
the Member State. The Member State has to give a
declaration about that and then we do a verification
of closure to make sure all of those cases have been
properly closed oV: either an amount has been
recovered and paid back to the Commission; or it has
simply been taken out of the programme; or, if it is
underway, that we track the process to the closure.

Q558 Lord Cobbold: Do you think OLAF should
have the right of prosecution?
Mr Meadows: It is not really a question for us, my
Lord. I can give you an example of recent work
between us and OLAF. The Commission received
allegations concerning our own delegation in the
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capital of one of the candidate countries. We did two
things: firstly, we immediately carried out audit work
ourselves to try to verify whether, in fact, we needed
to take immediate action to protect expenditure; and,
secondly, at the same time we handed the dossier over
to OLAF to look into it in a more thorough-going
way to try to decide whether there was a case to
answer (and it turned out there was not) and what
should be the correct way to proceed. Whether
OLAF should be able to bring court proceedings
itself is really not a question for us.

Q559 Lord Maclennan of Rogart: Reviewing the
process from the sharp end as you do, can you give
any indication as to what timescale you might regard
as practical in respect of any member country for the
issuance of contracts of confidence prepared by the
Commission?
Mr Meadows: I will let Mr Martyn talk about this in
a moment. We have been talking about contracts of
confidence with Member States for quite some time
and we have now managed to sign one—the first one
has been signed and it is with Wales. So Wales has
become the path breaker in the European Union
entering into a contract of confidence which says that
we are suYciently satisfied with the way things are
done in Wales, that we will step down our own audit
activity; which means that we in the United Kingdom
find ourselves in the strange position of having a
reserve with respect to a programme in England and
a contract of confidence with respect to Wales. There
are other Member States which may soon sign these
contracts, so perhaps Nicholas could give a fuller
answer.
Mr Martyn: It is useful just to explain that this idea
was initiated some three or four years ago in order to
have some kind of annual assurance from Member
States. There is nothing in the regulations which
provides for the audit body to give a formal audit
opinion every year; there will be for the next period
but there is not for the current period. To try to fill
this gap and to get a formal assurance, the way
forward was to do it by agreement through this
contract of confidence. The prerequisites were that
we had evidence that the system was functioning
properly and, in particular, that we could rely on the
work of the national audit body, the audit body in the
region or the part of the Member State, as in the case
of Wales. We have worked on that with Member
States and, although we have not signed contracts of
confidence until this year, in a sense the whole process

has actually significantly improved the way in which
we have worked with national audit bodies; that it
has driven a process by which we have improved the
methodology of the work done by national audit
bodies and the reporting, so that we can get a reliance
from it. There are a couple of other Member States
who are in the final stages and are still interested; so
I think Wales will not be the only body to sign. The
other result of the whole process has been that for the
next structural funds period we have eVectively built
into the regulations the same mechanism, so that in
the future regulations the Commission will be able to
draw a conclusion that it can rely principally on the
work of the audit authority, the national audit body,
for its assurance, and can reduce its own audit work
as a consequence of that.

Q560 Lord Blackwell: I was intrigued earlier when
you referred to England rather than the United
Kingdom, and you have now referred to Wales. Is the
United Kingdom the only Member State where you
deal with the component parts separately in this way;
or are there other Member States where you seek
audit relationships with diVerent parts of the
Member State? Why is it that that is appropriate,
rather than the United Kingdom?
Mr Meadows: Purely technical.
Mr Martyn: My Lord Chairman, it is a question of
systems. As auditors we are interested in systems. In
some Member States you have one system; in some
Member States you have five or six systems; and in
some Member States you may have 20 or 30 systems.
In Germany there is a diVerent system for each of the
Länder. In the United Kingdom it is a separate
system in terms of delivery of the structural funds, in
England, Scotland, Wales and Northern Ireland. If
we go and audit in Scotland and find everything is
perfect it does not give us any assurance that what is
happening in England is perfect, or in Northern
Ireland is perfect. The reason we were able to arrive
at a positive conclusion for Wales was that there we
did audit work; (we worked with the authorities
there); and we have reached a position where we are
satisfied that the systems are working well. The audit
work is very well done and therefore we were satisfied
that we could enter into a contract of confidence. On
the contrary, in England we have done a substantial
amount of audit work over the last few years and we
have found some systematic weaknesses which have
led to diYculties there.
Chairman: Thank you very much indeed. We are
most grateful to you.
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Memorandum by OLAF

1. The Remit, Organisation and Powers of OLAF

OLAF is both a Directorate General within the Commission with general responsibility for assisting the
Commission in developing anti-fraud policy and legislation and an operational anti-fraud service, which
conducts administrative investigations in full independence, into cases of fraud, corruption and any other
illegal activity within the Community Institutions, oYces and agencies as well as into fraud or irregularities
aVecting the EC budget. It provides the Member States with assistance in organising regular and close
cooperation between their competent authorities in order to coordinate their activities for the purpose of
protecting the European Community’s financial interests against fraud.

This submission concentrates mainly on OLAF’s functions as an independent service.

OLAF would refer to the report published by the European Committee of the House of Lords, Sub-
Committee E (Law and Institutions) on 13 July 2004 entitled “Strengthening OLAF, the European Anti-
Fraud OYce”, which looked at the Commission’s initial proposal to amend Regulation 1073/1999 made in
February 2004.

It should be noted that the Commission adopted on 24 May 2006 a proposal for a regulation amending
regulation 1073/1999 concerning investigations conducted by OLAF, thus replacing its proposal of February
2004. The new proposal is intended to clarify OLAF’s accountability, in particular political governance and
cooperation between the Institutions and the OLAF Supervisory Committee. Improvements are to be made
to the eYciency of investigative activities, respect for procedural and individual rights at all stages of the
investigation and the flow of information relating to investigations, while OLAF’s independence and the
confidentiality of its investigations are preserved.

The main elements of the proposal

The Commission proposes including in the Regulation a set of basic guarantees applicable to all OLAF
investigations. The aim of these provisions is to secure full respect for procedures and for the rights of persons
under investigation and to provide for review by an independent Review Adviser who can receive and
scrutinise requests for opinion at all stages of an internal or external investigation, thus ensuring that a rapid
administrative review scheme applies across the board to all OLAF’s investigative activities.

The OLAF Supervisory Committee is an existing group of independent experts who guarantee the
independence of OLAF’s investigations. The Commission proposes that the Supervisory Committee meet
regularly with representatives of the European Parliament, the Council and the Commission in a structured
dialogue to review OLAF’s strategic priorities for investigation, to ensure good relations between the
Institutions and to ensure the eVectiveness of the OYce’s investigation work. This dialogue is to provide an
opportunity for the OYce’s Director-General and the Supervisory Committee to report on their programmes
and activities.

Provisions are proposed to enable the OYce to concentrate on its priorities for action and to clarify the
procedures for opening and closing investigations (proportionality and appropriateness principles). To
improve the eYciency of OLAF’s investigations, new measures are proposed for monitoring long-term
investigations.

The Commission proposal reflects certain parties’ “need to know”, while preserving the confidentiality of
investigations. In particular, Community Institutions concerned by an OLAF investigation must be informed
by OLAF that an investigation is in motion so that they can take appropriate measures to protect the
European Union’s interests. As part of the enhanced protection of procedural rights, people who are directly
implicated in an investigation will be informed that an investigation has been opened and will be able to make
their views known on the conclusions before OLAF’s report is sent to the relevant authorities, unless this
would prejudice the investigation.
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The proposal also provides for measures relating to transparency as regards the findings of the OYce’s
investigations. Member States will be required to inform OLAF of the follow-up action they take when OLAF
passes cases to them. This provision is aimed both to allow OLAF to assess the value of the information it
passes on, and to ensure that Member States take appropriate follow-up action in line with their Treaty
obligations.

2. The Level of Fraud in the Union, Together with the Information on How you Collect this

Information

OLAF does not have an overall estimate of total fraud. There is no reason, however, to suppose that the level
of fraud against the Community budget is higher than the level of fraud against Member States’ own
expenditure with an equivalent level of risk.

It is important to distinguish between fraud and irregularities. Fraud is defined as an irregularity that is
committed intentionally and constitutes a criminal act that only a judge may define as such.1 Much of what
is sometimes described as “fraud” is not in fact “fraud” in the sense of criminal oVences committed against
the budget, but other types of “irregularity”. Irregularities can range from gross negligence and serious
mistakes to minor technical errors. The actual financial impact of fraud can be confirmed only at the end of
legal proceedings. Only a small proportion of irregularities are likely to constitute fraud; probably less than
one fifth.

The relevant figures published in the Commission’s anti-fraud report for 2005 are summarized below. These
should be interpreted with caution for a number of reasons; they relate only to information provided by the
Member States to irregularities identified by the Member States; the reference year is the year in which the
irregularity was identified rather than the year in which it was committed; and the level of fraud is based on
OLAF’s statistical analysis, not on the outcome of judicial proceedings, some of which could not be concluded
for many years.

As regards own resources, suspicions of fraud notified by Member States account for no more than
approximately 20 per cent of the cases of irregularities notified in 2005 and involve an amount of some ƒ95
million. For agricultural expenditure, suspicions of fraud account for approximately 13 per cent of the cases
of irregularities notified and involving an amount of some ƒ21.5 million, equivalent to 0.05 per cent of the
total EAGGF Guarantee Section appropriations. For the Structural Funds, approximately 15 per cent of the
irregularities notified and involving an amount of ƒ205 million were attributed to fraud and accounted for
some 0.53 per cent of the total appropriations for the Structural Funds and the Cohesion Fund. For pre-
accession funds, fraud accounted for approximately 18 per cent of the irregularities notified and involving an
amount of some ƒ1.77 million, equivalent to 0.06 per cent of the total appropriations under the PHARE2,
SAPARD3 and ISPA4 funds.

Table—Number of irregularities and amounts—year 2005

TOTAL 2005

Number of Total financial
irregularities impact (amounts

Sector communicated in millions of ƒ)

Own resources 4,982 322

EAGGF-Guarantee 3,193 102

Structural Funds and Cohesion
fund 3,570 601

Pre-accession Funds 331 17

Total 12,076 1,042

1 See the definition in Article 1 of the Convention on the protection of the European Communities’ financial interests of 26 July 1995
(OJ C 316, 27.11.1995).

2 Poland-Hungary: assistance for economic restructuring, Regulation (EC) No 3906/89, OJ L 375, 23.12.1989.
3 SAPARD (Agricultural Pre-accession Instrument), Regulation (EC) No 1268/1999, OJ L 161, 26.6.1999.
4 ISPA (Structural Pre-accession Instrument), Regulation (EC) No 1267/1999, OJ L 161, 26.6.1999.



3458088002 Page Type [E] 08-11-06 22:59:38 Pag Table: LOENEW PPSysB Unit: PAG9

164 financial management and fraud in the european union: evidence

24 October 2006

3. The Methods OLAF Uses to Investigate Cases of Suspected Fraud

OLAF would again refer to the previously mentioned report of the House of Lords entitled “Strengthening
OLAF, the European Anti-Fraud OYce” and in particular to its chapter 2, which has illustrative OLAF case
studies, one of which relates to expenditure.

In addition, OLAF would refer to its own sixth Activity Report for the period ending December 2005 and in
particular its section 2 on operational activities, paragraphs, 2.2.2, 2.2.3, 2.2.4, 2.2.5 and 2.2.6 of which are
particularly relevant. The link to the report in question is http://ec.europa.eu/anti fraud/reports/olaf/2005/
en.pdf

OLAF carries out administrative investigations either on its own or in cooperation with national authorities
to detect and prevent cases of fraud or irregularities aVecting the EC budget (revenue and expenditure). This
investigation and collaboration takes place not only in the Member States of the EU, but also in third
countries. Frauds and irregularities in respect of EC expenditure can occur anywhere in the world. One
example is EU humanitarian aid, which is at particular risk given the nature of the circumstances in which it
has to be disbursed. The results of OLAF’s investigations are passed to the parts of the Commission
responsible for the expenditure programmes concerned so that money which has been irregularly used can be
recovered, and so that any weaknesses in programmes or related legislation can be eradicated. Where evidence
of possible criminal activity is discovered, it is passed to the appropriate judicial authorities for their action.

OLAF also investigates fraud, corruption and any other illegal activity within the Institutions, oYces and
agencies established by the Treaties with a view to ensuring that any oYcials involved can be made liable to
disciplinary or criminal proceedings.

OLAF divides its cases into 5 diVerent types: (i) internal investigations, (ii) external investigations,
(iii) coordination cases, (iv) assistance cases and (v) the monitoring of national cases.

Internal investigations

OLAF carries out administrative inquiries within the Community Institutions, bodies, oYces and agencies
under its own responsibility and on its own initiative or following a request from the Institution concerned.

External investigations

These administrative investigations are carried out by OLAF outside the Community Institutions, bodies,
oYces and agencies for the purposes of detecting fraud or other irregular conduct of natural or legal persons
detrimental to the EC’s financial interests, ie resulting in loss of revenue or expenditures from the EU budget,
under either general horizontal or sectoral (eg agricultural) legislation.

Coordination cases

Coordination cases are cases that could be the subject of an external investigation but where OLAF’s role is
to contribute to investigations being carried out by other national or Community services by, among other
things, facilitating the gathering and exchange of information and ensuring operational synergy among the
relevant national or Community services; the main investigative input is provided by other authorities. OLAF
acts here as a service platform to provide added value to the Member States, in particular by facilitating
contacts and encouraging the responsible authorities to work together.

Criminal assistance cases

These are cases in which the competent authorities of a Member State, candidate country or third country
carry out a criminal investigation and request OLAF’s assistance or OLAF oVers its assistance.
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Monitoring cases

These are cases where OLAF would be competent to conduct an external investigation but where a Member
State or other authority is better placed to do so (and is usually already doing so). Monitoring cases are passed
directly to the authority judged competent to handle them. No OLAF investigation resources are required
but, as EU interests are at stake, OLAF follows up the cases by asking for reports on developments at regular
intervals.

4. Any Recommendations you have for Improving or Simplifying the Management and Control of

European Funds

OLAF is directly responsible for preparing some EU legislation relating to the duty for Member States to
communicate irregularities relating to EU funds they implement. In this area, as regards anti-fraud legislation
in the field of shared management, the Commission (OLAF and the Directorates General responsible for the
policy areas concerned) has started a comprehensive review of various regulations (1290/2005, 1681/94, 595/
91) as well as of the black-list (exclusion) of beneficiaries in the area of Agriculture, dealing with reporting
obligations for Member States and Candidate Countries, as regards communications of irregularities and
frauds aVecting the EU budget. The overall purpose is to harmonize and simplify the reporting obligations,
thus limiting the administrative burden, and at the same time improving the relevance of the information
received for the purpose of (intelligence) analysis. Generally speaking, OLAF’s experience suggests that
simple legislation which is clear about responsibilities and accountability is more likely to be proof against
fraud than complex legislation.

OLAF has also suggested improvements in information exchange to facilitate debarment of fraudulent
contractors in the Member States and third countries. The aim is to allow for sharing of information and
prevention of repetitive fraudulent behaviour. It is further proposed to establish a legal basis for exchange of
information with other international donors who often co-finance projects together with the Commission and
have their own debarment procedures to protect their interests and prevent fraud. This has been incorporated
in the Commission’s proposal for a new Financial Regulation for the EU budget.

In 2004 the Commission submitted a proposal on mutual administrative assistance for the protection of the
financial interests of the Community against fraud and any other illegal activities, which is currently in the
legislative process. In particular complex trans-national fraud schemes in the areas of VAT fraud, laundering
of the proceeds of EC fraud and structural fund fraud, the criminal activity is carried out by organised crime
taking advantage of the freedoms provided by European integration. This initiative aims at creating a
framework for general administrative mutual assistance necessary to strengthen the protection of the financial
interests of the Community. The fight against fraud aVecting the Community financial interests is a shared
competence of the Community and the Member States and OLAF’s powers are limited to administrative
investigations. For this purpose the Member States and the Commission shall cooperate, coordinate and
assist each other and exchange information to allow swift investigations and appropriate action. An improved
cooperation and access to information would indeed contribute to better results.

Fraud proofing; improving the legal instruments in the various budget sectors

The Commission put in place in 2001 a mechanism to improve the quality of legislation and the management
of contracts in order to make them more “fraud proof”. The prevention mechanism (fraud-proofing) focuses
on legislation.

OLAF contributes at the early drafting stage of legislation in all sectors.

An inter-departmental group was set up to identify each year legislative initiatives and model contracts in the
process of being drawn up that could present a major risk to the Community’s financial interests. An
examination of the Commission’s work programme makes it possible to determine, in agreement with every
DG concerned, the projects which call for upstream co-operation with OLAF.

The lead Directorates-General have the duty to involve OLAF in the preparation of drafts selected by the
inter-departmental group as early as possible, by communicating to OLAF a preliminary draft (in advance
of the interservice consultation).

After four years of implementation, the fraud-proofing exercise has been shown to be eVective and has
strengthened the protection of the Community’s financial interests.
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The European Transparency Initiative

Transparency supports in general a better management of European funds. Enhancing accessibility of
information on beneficiaries of EU funds will improve its management.

The Commission adopted a Green Paper on the European Transparency Initiative on 3 May 20065, in which it
proposes that information on beneficiaries of EU funds should be disclosed in order to enhance transparency.

The Commission already provides this information for the EU-funded policies which it manages centrally and
directly and has given a commitment to do so in a more user-friendly manner. However, the majority of the
EU budget is not spent centrally and directly by the Commission but in partnership with the Member States
(“shared management”). The Common Agricultural and Fisheries Policies, the Structural Funds, the
Cohesion Fund and the European Refugees Fund are implemented under this shared management formula.

In order to allow better scrutiny of use of EU funds under centralized management, a dedicated internet site,
providing easy access to existing information about the beneficiaries of projects and programs, is being
created. The site will also contain links to websites of the Member States where data on the beneficiaries of
EU funds under shared management can be found.

17 August 2006

5 COM (2006) 194 final.

Examination of Witnesses

Witnesses: Mr Nicholas Ilett and Mr Nick Revill, OLAF, examined.

Q561 Chairman: Good morning. Is there anything
you would like to say to us at the start?
Mr Ilett: My Lord Chairman, thank you very much
for the invitation. I would just like to say very briefly
that OLAF has 360 degree responsibility for anti-
fraud within the European Commission. We are
independent in our operational investigative
functions but we are not independent in our policy
function. I say that at the beginning because in some
areas of the possible line of questioning we would
clearly be within the policy function in which I
respond as a Commission oYcial rather than as a
representative of OLAF. I would also like to repeat
a point made in our letter in August The point is
that your Lordships are looking into financial
management, as I understand it, rather than
principally into fraud. Although OLAF is part of
the financial management family and we are proud
of it, and we have our origins in the financial
management family, we nevertheless have a
specialised role. We concentrate on fraud, that is to
say criminal activity, defined in the 1997 Convention
as intentionally obtaining European funds to which
one is not entitled or misusing them for the wrong
purpose or depriving the EU of revenue. That is
very much our area of activity, rather than broader
financial management. This means that, unlike
auditors who express their views on systems and
explain what they think has gone wrong in a
systemic sense, OLAF investigators aim to
determine to the standards of criminal proof in the
relevant jurisdiction whether or not a case should be
brought against a specific natural or legal person.
That type of inquiry, that type of investigation, is

fundamentally diVerent from the audit process.
That, my Lord Chairman, is all I would like to say
by way of general introduction.

Q562 Chairman: That is very helpful, though of
course we are looking into fraud as well; it is not
only financial management. You write in your
written evidence that you do not have an overall
estimate of total fraud but that only a small
proportion of irregularities are likely to constitute
fraud, probably less than one-fifth. How do you
come with that one-fifth estimate? Is it a
guesstimate?
Mr Ilett: We have diVerent knowledge of diVerent
parts of the picture. So it is more than a guestimate
but it is not quite an economic forecast. We have a
great deal of data about irregularities in the
structural funds and in agriculture; we have tens of
thousands of pieces of data on that subject sent in
by the Member States. By detailed statistical
analysis of that material, we can form a view as to
the probability that individual notifications are
likely to indicate criminal activity as opposed to the
other range of behaviour which falls within the
definition of irregularities but outside that of fraud.
Looking at this material over a period of several
years, in both agriculture and structural funds, we
can reach conclusions which are pretty reliable, in
an economic sense if not in a legal sense as to the
level of fraud relative to irregularities as a whole. It
comes out at rather under 20 per cent, and so under
1 in 5, by number; maybe slightly closer to 20 per
cent by value. Given that agriculture and the
structural funds form the greater part of spending,
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it is not too diYcult to go on to make general
observations about the probable overall level of
fraud, even though I do not yet have the same
degree of detailed knowledge of some other parts of
the budget, which are very important to my OYce
because they are the areas of expenditure which the
Commission manages and also, in part, the areas of
highest risk. I would mention in that context in
particular overseas aid but also expenditure in the
research area. Putting all of this together, on a
personal basis, because this is a policy matter not
an investigation matter, I would say that I am
confident that the overall level of fraud is about the
same order of magnitude as one sees quoted in
relation to other types of public sector expenditure.
I would put 2 per cent as a ceiling, as a personal
observation.

Q563 Chairman: To write a headline, what is the
total figure then?
Mr Ilett: One of the diYculties with entering into
this sort of discussion is that encourages the writing
of headlines which, as an oYcial, it is not really my
function to do, but any mathematician would
conclude that we are talking of at most ƒ2 billion
on the expenditure side of the budget.

Q564 Chairman: That is the top limit?
Mr Ilett: In my personal view, that is the likely
ceiling, but it is a statistical estimate based on partial
evidence and should not be taken more seriously
than it deserves.

Q565 Chairman: In which area between the two big
blocks of spending, agriculture and structural funds,
is the fraud most likely to be? Do you have a view
on that?
Mr Ilett: We would say that the overall level of
fraud in the structural funds is likely to be higher
than in agriculture. We have some evidence that the
fraud rate in agriculture has been falling since the
mid-1990s. One of the diYculties of looking at the
structural funds is that they come in waves, as you
heard last week. There is a period of activity and
then there is a period of closure and reflection on
what has happened, so it is very diYcult to draw
lessons from that on a year-for-year basis. Within
agriculture, clearly there are some areas that are a
higher risk than others. It is also true within the
structural funds that some areas, the social fund in
particular, provide us with a lot of custom; the
regional fund with rather less, even though the
social fund spends a lot less money. There is a whole
range of diVerent risks within the funds, which I will
not take up your time with now.

Q566 Lord Inglewood: In the past this Committee
and the House has been concerned about the way
that levels of fraud are estimated. As you yourself
have said in your statement, you rely and everybody
relies significantly on information reported by the
Member States. Do you consider what Member
States are bringing to your attention to be basically
reliable or do you, as it were, have a way of
discounting information from diVerent states? If
you find it unsatisfactory, do you consider it your
role to try to improve the public knowledge of what
you consider to be the scale of the problem?
Mr Ilett: I certainly consider it my role to improve
the quality of the information. As OLAF has
acquired more resources over the past five years, I
have, in my previous role as Intelligence Director up
to the end of August, reinforced the people who
examine the information as it comes in about
irregularities in the structural funds and in the
agricultural area. If we do not like the look of a
particular piece of information, we will go back and
discuss it with the Member State in question. We do
not take the Member State’s word for it in the sense
that we simply transcribe what they say about
probability of fraud or otherwise into our statistics.
This is because a lawyer civil servant in the Member
State, and as you know in some Member States the
civil service is generally reserved to the legal
profession, will never say, “This is a fraud” unless
a conviction has taken place. In the nature of things,
a conviction has probably not taken place by the
time the notification is made; it should certainly not
have taken place when the notification was due to
be made, and any conviction may occur much later.
We look at the details of the notifications. We have
computer programmes and data mining techniques
and other tools to assist in this. Then we look at the
data in the round and we try to assess what is the
likely level of fraud, criminal activity. This view is
not necessarily, or indeed in some cases ever, shared
by the Member State, but that is how we reach our
conclusion. So I am confident that this conclusion
has been reached independently, even though the
data has necessarily come to us from the Member
States. There are diVerences in reporting behaviour
between Member States. The United Kingdom
reports at about the median level in relation to
expenditure on structural funds in this country.
Some Member States report much more. Other
Member States report much less. I would not draw
the conclusion that because a Member State reports
more that the level of fraud is higher in that Member
State; it could be the other way round. To go
outside of the context of the structural funds, I
would say that we have many more cases in
Romania at the moment than we do in Bulgaria, but
I do not conclude from that Romania is higher risk
than Bulgaria; rather the contrary.
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Q567 Lord Inglewood: Do you feel that in some
Member States they are just less good at picking all
this up and it is not a matter of the habit of
reporting. Is there a consistency in identifying where
things are going wrong across the Union as a whole
or do you think there are parts where a lot more
shenanigans are taking place and it just never gets
through the system at all and therefore it does not
come to your attention as being anything of a
problem?
Mr Ilett: I would not put it in quite those terms.
There are obvously diVerences of behaviour; there
are diVerences of tradition. Some of the so-called
southern Member States report more often than
some of the so-called northern Member States.
There are clearly diVerences in the quality of public
administration within Member States and between
them. I would assess my own expertise in this matter
as less than that of the Director General for
Regional AVairs whom you saw last week because
that is his bread and butter; it is not my bread
and butter.

Q568 Lord Inglewood: To conclude with this line of
questioning, despite all the problems that you have
identified in trying to make your mind up about
what you consider to be the state of the diYculties
across Europe, the combination of your experience
and your techniques is such that you reckon that the
figures you have given us are real life?
Mr Ilett: I think those are real life figures, yes. That
is my personal view.

Q569 Lord Jones: In specific Member States are
there particular high levels of fraud? Can you give
us instances of high levels of fraud?
Mr Ilett: No, I would not say that any Member
State consistently is victim to a higher level of
criminal activity than another. I would say that
from time to time one gets very high profile and very
large cases in particular Member States, mainly of
course on the revenue side of the budget. A major
discovery of cigarette fraud, a customs fraud, can
obviously influence the picture considerably. I
suspect your Lordships may be more interested in
this context in the expenditure side of the budget,
but even there one can sometimes come across quite
large frauds.

Q570 Lord Jones: Are there any cases you could
put to us in this context?
Mr Ilett: We have published quite a lot of material
in our successive annual reports about particular
case histories. A long time ago there were milk
quota frauds in Italy. The sort of case which tends
to attract attention tends to be the case which has
a significant reputational risk for the Institutions,
and this does not necessarily, or indeed often,

coincide with cases with significant financial
implications.

Q571 Lord Jones: Are there particularly high levels
of fraud in any Commission Directorates General,
services or agencies?
Mr Ilett: In relation to agencies, I think the
Commission has identified a higher level of risk
which comes simply from the fact that these bodies
are very small and are dispersed, so we have had a
number of cases in some of the agencies, particularly
the European Agency for Reconstruction. In
relation to Commission Directorates General, it is
very largely an issue related to the level of risk in
the type of expenditure concerned. These are, on the
whole, areas which I would recognise from my
previous experience as a national oYcial. The so-
called RELEX family (the overseas delegations, the
European embassies if you like) tends to be a
relatively high risk area, as overseas representation
is for Member States because it is harder to control.
One has to deal with people in a diVerent cultural,
political and economic context; one has to employ
people who would not necessarily employ if one was
back in one’s national capital. Also, of course, I
have already referred to aid expenditure. In the
business of humanitarian aid, clearly one is taking
a much higher risk than one is in the business of, I
was going to say computer procurement but perhaps
that is a bad example, much of the business which
one does in the comfort of one’s oYce in the
national capitals. We do not think that there are
areas of the Commission’s business where the level
of fraud is disproportionate to the relative risk, of
the activity in question.

Q572 Lord Jones: In the answers that you have
given so courteously now, shall we draw the
conclusion that whilst there are cases of fraud, you
and your colleagues are not desperately concerned
as to the amounts of fraud? You are content, you
are at ease?
Mr Ilett: We are not at ease because our task is to
get the level down. We are certainly not complacent
because, as an operational service, we know that
complacency is the last thing in which we can allow
ourselves to indulge. We have to operate in the
context in which we are one of the few operational
parts of the European administration, which is an
administration which, on the whole, is not attuned
so much to operational matters as to high level
policy-making factors. We do not regard the level
of fraud as excessive in relation to our experience in
national administrations. Unlike myself, my
Director General (who is a German magistrate by
origin) and some of my colleagues from other
Member States have spent their lives doing this kind
of work. They do not come to Brussels and say, that
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things are much worse than they were at home, in
some instances they say things are rather better, in
Brussels. Nevertheless, our professional duty is to
achieve improvements, and we are not doing quite
well enough at the moment. We must do better;
because the reputation of the European project, as
we are very clearly aware in our OYce, depends to
a significant degree on the extent to which we can
demonstrate that we are delivering. So it is not
suYcient just to deliver; we have to show you that
we are delivering, and I shall endeavour to do so.

Q573 Lord Jones: Do you have the quality and the
number of staV to give you the confidence to address
the issues?
Mr Ilett: Yes, we have been the recipient of a
considerable injection of resources. We doubled our
size in two or three years. We have some recruitment
diYculties which follow from the rather technical
and strict requirements imposed in the European
public service, which mean that the recruitment
requirements are rather lengthy and rigid. We
understand the reasons for that of course:
prevention of cronyism and the promotion of the
independent merit-based European public service.
Nevertheless, we have to work our way through this
to get the people we need. We would like to have a
few more. We are in the process of recruiting.
Overall, we are content with the level of resources
we have and the quality of our staV who come from
many diVerent services in the Member States and
elsewhere.

Q574 Lord Cobbold: When you conduct an
investigation inside the Commission itself, I
understand that you have to inform the Director
General that you are doing this. Surely, this would
discourage whistle-blowing or any information
coming forward on irregularities or fraud within the
Commission itself?
Mr Ilett: No, I do not agree with that, my Lord,
because, first, in those rare cases where there is a
good reason not to inform the Director General, we
would not do so. We are not absolutely obliged to
so inform the Director General under all
circumstances. There is the occasional allegation
about a Director General, which we are bound to
investigate. I am pleased to say such allegations are
almost always unfounded or malicious, but we
would not inform him until we were sure that the
right moment had come. Second, we work very
largely with the Directors General in the
Commission because they have the same interest as
we do in dealing with fraud in their services. It is
not a stand-oV relationship like an audit
relationship. We go in there, very often at their
invitation or suggestion, in order to provide a
specialist service which they need in order to be sure

that their operation is clean. We would not disclose
the identity of a whistle-blower. We have special
arrangements for whistle-blowers. In practice, most
of our information from the Commission comes
from Commission oYcials in the context of doing
their job: auditors and others, programme managers
who say, “This is something we would like you to
look at”, or, “This is something we think you will
wish to consider”, and we then take it from there.
I can assure you that in those cases where
confidentiality has to be kept, we have the ability to
keep that confidentiality, and we will seize the
necessary information, whether computer based or
paper based, without giving any kind of notice if we
think there is any danger that the evidence might be
suppressed.

Q575 Lord Cobbold: Are you satisfied with the
degree of independence within your structure and
what are your relationships for example with the
Court of Auditors and your own supervisory
committee?
Mr Ilett: With the Court of Auditors, we have a
range of relationships. They audit us themselves,
which is a standard auditor-customer relationship,
but we have a memorandum of understanding
which says that if they come across something which
they would consider to be fraud or might be fraud,
they will notify us; we will open the case; we will
investigate it. Equally, we give them information. I
have talked perhaps at excessive length about our
databases in agriculture and structural funds. We
make that data available to them. They use it. So
there is a flow of information both ways. We also
of course have power to investigate within the
Court, and have done so on occasion. In relation to
our Supervisory Committee, they protect our
independence; they give us valuable advice based on
their experience and expertise in this profession.
They look after us in a helpful sense. Perhaps I
could leave further explanation to Mrs Wright when
she sees you later this morning. We have never, to
come to the critical point of independence, been
subjected to any kind of pressure by the
Commission, either to open an investigation or not
to open an investigation or to take any action
otherwise aVecting our operational business. My
Director General has been on the record several
times to confirm that. Possibly to anticipate another
question, personally, I am absolutely convinced that
it is very valuable to be within the Commission
because without that we would not have anything
like the access to information, the access to contacts
and the access to the expertise we need in order to
carry out investigations in the diVerent areas
covered by the Commission’s work.
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Q576 Lord Cobbold: Is it a problem that you are
not permitted to proceed to prosecution? Is that
something that you are happy with?
Mr Ilett: This is obviously, and forgive me for
saying so, a highly political issue. The Commission
is on the record as being in favour of the proposed
European Public Prosecutor, though that body,
were it to be created, would not necessarily, or
indeed probably, be created out of OLAF. Going
back two or three years when this proposal was still
very much at the front of people’s mind, I think
OLAF would have been an assistant, as it were, to
the body which would actually have carried out the
prosecutions. It would be easier for us to do our job
if we could take the decision to prosecute ourselves.
We would have to be constituted diVerently, from
the way in which we are at present constituted. We
already have in fact suYcient public prosecutors
within the OYce from various Member States to
give advice on these matters because they have to
do that now given the way in which we are already
working, but giving OLAF prosecution powers is
not on the agenda at present. We are happy that
most of the cases which we refer to national
jurisdictions lead to prosecutions; not all but most,
though of course this does sometimes take a very
long time. In summary, I do not think it is a realistic
prospect to expect a part of the European
Commission to be given prosecution powers at the
present state of the evolution of the European
family.

Q577 Lord Inglewood: Following up what you have
just told us, just so that I am clear, I think you have
told us that in most but not all cases where you
would hope that some criminal prosecution might
proceed, it does in fact do so.
Mr Ilett: Yes.

Q578 Lord Inglewood: Then, once the decision to
prosecute has taken place, are you, generally
speaking, happy about the competence of the
manner in which it is taken forward?
Mr Ilett: The answer to the last question is that I
do not really think it is for our OYce to express a
view on the eVectiveness of national judiciaries.

Q579 Lord Inglewood: Given that you do not want
something to go forward where you are not satisfied
that there is at least a case to answer, do you find
that the view of what has occurred is normally
shared by the judicial authorities of the Member
States themselves?
Mr Ilett: If every one of our cases was pursued to
conviction successfully, the conclusion I would draw
is that we were not sending enough information to
national judicial authorities, obviously. We can give
you some detailed statistics. Our total score, if you

like, since we have been in this business over the last
six years—and in fact some of this will come from
our predecessor UCLAF because we had a case the
other day of a conviction which originally dated
back to an investigation in 1994 (that is
exceptional)—is that we are aware of 851 diVerent
judicial actions, in our jargon. These related to 563
separate investigations. Of these 851 judicial
actions, 313 have been or are being prosecuted in
the Member States; 450 are still under investigation
by the Member States, so they are still with the
police or a prosecuting judge; 88 have been dropped
for a variety of reasons. So that gives you an order
of magnitude. Certainly three out of four we would
expect to see to go to court on average. However
this is partially unknown territory for two reasons.
Firstly, our knowledge is not perfect since,
particularly several years ago, we were not always
acquiring the information about what had actually
happened in detail after a case had been sent to the
Member State because it takes a lot of resources,
and maybe it is not always the best use of specialist
legal resources, to phone up and find out what has
happened. Somebody might forget to tell us at the
end of the case what had happened. Indeed, the
Commission is thinking of proposing a legal
obligation on Member States to provide such
information systematically. We have been
improving our record-keeping, but I would not
claim that we have knowledge of everything which
has happened in relation to all UCLAF and OLAF
cases over the last 10 years. The second is that there
is a sort of iceberg. Because it takes cases so long
to go through the system, we are already finding to
some extent and we are going to find more over the
years to come, that a lot more of the cases we have
put to Member States will actually have led to a final
court decision, and in some jurisdictions that is not
the first conviction but it is the confirmation by the
second level appeal court several years later, in Italy
for example. I would not like to leave your
Lordships with the impression that the three out of
four cases is an exact figure. It is the sort of
magnitude which I see coming out of these figures.
If, when I check the figures afterwards, I find I am
wrong, I will write to you but that is how I see it at
the moment.

Q580 Lord Inglewood: The one thing I do not think
you have touched on in your comments is: of those
that go to court, how many acquittals are there? Do
you have any information about that? You may not
and I appreciate you have to treat the figure with
some care.
Mr Ilett: We will look for a precise figure. Whether
we can separate acquittals from cases which have
been dropped, I do not know. I see that of the 88
actions dismissed before trial—I appreciate that is
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not your question but the information may be of
interest—57 were on the grounds of insuYcient
evidence; eight were time-expired; eight were
described as low priority; and there were a couple
of others. We will look for that information and I
will write to you on it.

Q581 Lord Cobbold: In recent years there was quite
a strong feeling of corruption being endemic in the
Commission and new accounting systems were
introduced. Are you of the opinion that things are
getting much better now?
Mr Ilett: I share the view expressed by some of your
other witnesses that the new financial management
systems are much better. I have been observing this
detail for twelve years now in diVerent capacities,
including as a national oYcial. I do not agree that
as a matter of fact as opposed to a matter of
perception there was ever endemic corruption in the
Institutions. We believe that the level of corruption
in the sense of oYcials or members of Institutions
deliberately enriching themselves unlawfully is very
low and probably always has been very low. I think
this is a matter on which maybe for a long time the
Institutions did not explain themselves as clearly as
they should have done. There was certainly a view
that these matters are best not discussed in public.
That view is now over. We have had some very high
profile cases in recent years, and I am thinking of
Eurostat in particular, where the perception of what
appeared to have happened was actually much
greater than what actually did happen. I must
express myself with some caution because this is still
under investigation in national jurisdictions, but
that is a typical case where language was used in
public debate, which was, with hindsight, clearly
excessive. It was more in the nature of a grossly
improper, unauthorised trading fund type of activity
than of personal enrichment. That is not to say it
was unimportant. It was a very serious matter
indeed but nevertheless it was not, so far as I am
aware, a matter on which personal enrichment
played a part. I think that a perception that the
Institutions are corrupt beyond the point which is
observed in any well-run public administration
would be false.

Q582 Chairman: Just one last point: do you think
that the complexity of the various funds,
particularly, say, the structural funds, actually is a
contributory factor to having fraud, or does it result
in fraud?
Mr Ilett: Complexity is certainly a contributory
factor to errors and declared irregularities. It is
almost certainly a contributory factor to fraud. It

is easy to say that legislation should aim at simple
principles like accountability, like giving clear
responsibility to identifiable individuals, like
imposing a duty to be accountable for what one
does and of course transparency. Nevertheless these
are the principles which I and my colleagues think
are the most important in writing legislation. It is
more important to get those principles right than to
attempt to set out in detailed legislation provisions
for every foreseeable contingency. In the nature of
the European decision-making process, indeed as in
the nature of any complex decision-making process,
there is obviously a risk that we will be faced with
compromises, which make our lives more diYcult.
If I had to pick one area in which complexity is a
real problem and unenforceability is therefore a real
issue, I would choose the rules of origin in Customs
and trade policy where, for essentially political or
diplomatic reasons, a decision may be taken to
favour or privilege in some way the export of a
particular type of good from a particular type of
country. My intelligence oYcers will, rapidly
identify interesting changes in the EU’s pattern of
trade with neighbouring countries in that product or
in products which look like it or can be described
as appearing to be the same. That is an extreme case
of complexity which certainly favours fraud. The
arguments are less vivid on the expenditure side but
they are nevertheless there. In our policy-making
function, we try to strengthen the fraud proofing of
Community legislation so as at least to reduce the
risks.

Q583 Chairman: Is there anything you would like
to say that you have not said?
Mr Ilett: In relation to the earlier question on
acquittals, my Lord Chairman, I can now say that
we have six acquittals recorded; we had in the year
2005 six acquittals; we had nine convictions, 23
persons convicted, 17 sentenced to terms of
imprisonment, 33 fines (the latter obviously involves
both persons who were sent to prison and persons
who were not), and three cases were settled out of
court in jurisdictions where that is possible. All of
this is in our published reports. I saw a statistic
recently that we have a total of prison sentences
imposed of 100 years during the last few years.
Obviously, as we are not in the United States; these
relate to one individual. We are therefore starting
to get the flow of criminal convictions and penalties
which we would expect. It has been a long time
coming but that reflects the time it takes to get
through the system. That is all I would like to say,
my Lord Chairman. Thank you.
Chairman: Thank you very much indeed. That is
very helpful.
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Q584 Chairman: Welcome. Is there anything you
would like to say to begin with?
Mrs Wright: Not really, my Lord Chairman, except
just to explain perhaps what the role of the
Supervisory Committee essentially is.

Q585 Chairman: That was going to be my first
question to you. Please do that.
Mrs Wright: If I could anticipate that then, our role
essentially is to reinforce the independence of OLAF
by regularly monitoring the implementation of its
investigatory function. We are also there to deliver
opinions to the Director General of OLAF
concerning the activities of the oYce, but we are
limited because we are not allowed to interfere in the
conduct of investigations in progress. That is what we
are. We are a newly constituted supervisory
committee. We took oYce on 1 December 2005. We
have, in eVect, only been working for about the last
10 to 11 months. We are a committee of five
independent persons, wholly independent of all
institutions. We like to think of ourselves as experts
on our own field. Four out of the five of us are former
criminal lawyers, all on the prosecution side. We have
two academics; one of our number is a very
experienced parliamentarian in the European field,
and she also chaired CoCoBu, the Committee of the
Control of the Budget, for 10 years; and the others of
us—and you probably have the list of us there—are:
Mr Gyorgyi, who was Commissioner for the
codification of the new criminal code in Hungary; Mr
Lopez Sanz-Aranguez, who is the public prosecutor
at the Supreme Court in Spain; Peter Stromberg
whose is a director of the supervisory board of public
accountants in Sweden; and Mrs Theato who is the
former MEP and former chairman of CoCoBu; and I
was formerly the Director of the Serious Fraud OYce
here. Mr Brandt is the head of our secretariat to the
supervisory committee. I think you have his CV. He
is a very experienced person in European aVairs.

Q586 Chairman: As you say, you have not been
there a long time. Have you formed a view as to the
eVectiveness of OLAF?
Mrs Wright: To an extent I have. I think I can say,
hand on heart, that OLAF is a very eVective
organisation in what it does. It has limitations
obviously on what it can do because it is an
administrative investigator rather than a criminal
investigator, so it does not have, for example, in
relation to its external investigations, the power, for
example, to demand bank accounts or to break down
doors and to demand answers to its questions.
However, in its internal investigations (those are the
ones in relation to corruption and other infractions

within the institutions) it does have compulsory
powers, and also, as was discussed with Mr Ilett just
now, it does not have the power to initiate
prosecutions or to bring any prosecutions. The
judicial legal follow-up is outside its powers.

Q587 Chairman: In fact, one of our witnesses said
that OLAF is a deeply compromised organisation
and then went on to say, “and it has not yet succeeded
in a single successful prosecution and recovery
of the monies involved”. In a sense, that is
misunderstanding the role of OLAF because, as you
rightly say, it is not a prosecutor. So it is not
surprising, as we have been hearing from the figures,
that on the basis of work by OLAF there have been
quite a number of successful prosecutions.
Mrs Wright: Indeed there have and OLAF has of
course got the legacy, and it has now I think cleared
nearly all the backlog, of UCLAF, which was its
predecessor body, which was not an eVective
investigatory body at all, more of a co-ordination
and an information-sharing body, but it did amass
quite a number of cases, about 1400 cases, most of
which had to work through the system when OLAF
took over in 1999. OLAF has taken on a considerable
workload and it covers now a considerable workload.
It gets through that workload I think eVectively and
with professionalism and thoroughness. I have seen
presentations made to the Supervisory Committee by
senior staV and I have been very impressed by what
I have seen of the professionalism and the
thoroughness with which they have addressed the
problems that they have. As you have heard from Mr
Ilett, there are no easy problems. Some of the cases
that they presented to us demonstrated extraordinary
complexity, involved a number of Member States,
and indeed a number of third countries in the ambit
of their investigations. What they are doing is
complex work.

Q588 Lord Jones: Looking at the speech by Mrs
Wright in February 2006, which you have kindly
supplied, have you had any challenges to your
independence because you bluntly say it is an
independent, eVective and eYcient investigator?
Have there been hints of challenge or any direct
challenges to your independence?
Mrs Wright: No, my Lord, there have not, and I
would be extremely wary of such jeopardisation of
our independence and of the independence of OLAF
because that is exactly what we are here to prevent.
There is obviously a danger in any body which is
attached to the Commission although independent of
it in relation to its investigative function that some
attempt may be made somehow to compromise that



3458088003 Page Type [O] 08-11-06 22:59:38 Pag Table: LOENEW PPSysB Unit: PAG9

173financial management and fraud in the european union: evidence

24 October 2006 Mrs Rosalind Wright and Mr Eberhard Brandt

independence, whether by limiting its budget or its
numbers of staV, or in any other way trying to
influence the work it does. We are very conscious of
any attempt that might be made in that regard. We
see its budget. The draft budget of OLAF is given to
us each year. In fact, we have looked at next year’s
draft budget already. We are satisfied that there is no
interference as far as resources are concerned and
that OLAF has the freedom to operate fully within
the resources it has, and it has assured the European
Court of Auditors that it has suYcient resources and
they are satisfied as well. From that point of view they
are independent. From the point of view of freedom
to carry out investigations without fear or favour,
again I am quite satisfied that no compromise has
been made of that independence, and indeed Mr
Brüner, the Director General, has been quoted as
saying that he has not been conscious of any
infringement of his independence in any way at all in
relation to his investigative function. I am sure that is
absolutely right. Indeed, if there were any evidence
that independence on the part of OLAF was
compromised, I am sure Mr Brüner would be the first
one to bring this forward and indeed to take the
person or the body that was compromising his
independence further to the European Court of First
Instance, for example: there is that channel to take up
any complaint of that kind. I am quite satisfied there
has not been such an attempt.

Q589 Lord Cobbold: To whom is your committee
actually ultimately responsible?
Mrs Wright: We are responsible to all four
Institutions, including the Court of Auditors, which
actually created us. The members of our committee
were nominated by the three Institutions—the
Parliament, the Council and the Commission—and
we are answerable to them. We do ourselves have our
own independence, so that again I would be very
wary of any kind of attempt to compromise our
independence, but we do have an annual activity
report, which we present to the Institutions at the end
of each year. That is the way we are accountable to
the Institutions so that they can see what we have
been doing. Our work and our minutes are fully open
to inspection by all the Institutions. We publish our
minutes on the OLAF intranet and we publish them
quite openly to the Institutions as well. Anybody who
wants to see our minutes within the Institutions is
entitled to do so.

Q590 Lord Cobbold: What is your relationship with
the Court of Auditors? Are you happy with the
structure as it stands?
Mrs Wright: We do not have an oYcial relationship
with the Court of Auditors but, their being one of the
Institutions within the European Union, we want to
maintain a good relationship with them. We are a

fairly new body. We intend to have meetings with all
the Institutions. We have had, as Lord Jones
mentioned, a meeting with CoCoBu earlier on in
February. I intend to have a meeting with the Court
of Auditors and also with the Council. I meet
regularly with Commissioner Kallas of the
Commission, but I have not yet met with the
European Court of Auditors, but of course we
are very cognisant of their report and the
recommendations made in their report about OLAF
and the follow-up to that report.

Q591 Lord Inglewood: I have two questions. The
first one really follows on from some of the remarks
I made to Mr Ilett. I am fully conscious of the politics
of which he has to be conscious about the
relationship between OLAF and national
prosecutors and the idea that possibly there should be
a Community prosecutor of some sort. From your
perspective, do you think that the interface between
OLAF and the prosecution authorities in the various
Member States is working satisfactorily?
Mrs Wright: I think it is too early for us to tell that. I
can speak from my own experience of the
relationship with, say, prosecutors in this country.
There is a very cordial relationship particularly
between OLAF and the Serious Fraud OYce, which
is their main point of contact in the UK. Also of
course they have very close contact with HMRC, but
I know from my own experience that the relationship
with the SFO is extremely fruitful and very
constructive. With other Member States, I cannot at
the moment tell you really what the relationship is
with each one of them because I am not in a position
to tell you that, but one of the objectives of the
Supervisory Committee is to try to assist OLAF in its
relationship with the judicial authorities of the
Member States. One of the ways they do this is that
they have a very active magistrates’ unit, which
contains members of the magistracy or senior lawyers
in various jurisdictions who have good relationships
and good liaison with their own jurisdictions, who
can explain the nuances of what would be required in
a national jurisdiction to OLAF’s investigators in a
particular case, so that they would know, in relation
to each, case what the judicial authorities in their own
mother state, if I can put it that way, would expect.
That facilitates, I think, the take-up of an
investigation by the Member State. One of the
suggestions that the Supervisory Committee has
made to OLAF is that they have some form of
stakeholder survey, so we would perhaps operate
that from the Supervisory Committee point of view,
that we would operate a stakeholder survey within
the Member States asking them how they receive
OLAF’s reports, whether they are in a usable form,
whether there is anything else they would like to see
in them and whether they can use them to form the
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basis of prosecutions. You have heard indeed from
Mr Ilett that there is a very high number of cases
which have been taken up by the Member States and
I think that is very encouraging. If I were to use the
equivalent and look at the way police reports in this
country are taken up by the prosecuting authorities
here, I think three out of four is a pretty high number
to reach trial, so I think that is pretty impressive.

Q592 Lord Inglewood: What you are telling us is in
the negative, that you do not know of any serious
problems?
Mrs Wright: No.

Q593 Lord Inglewood: I assume that in your remarks
when you referred to the ‘magistracy’, you were using
that in the context of the Continental magistracy
rather than our domestic one?
Mrs Wright: Yes, they are examining magistrates.

Q594 Lord Inglewood: Exactly. If I may move on to
a separate question, you have heard from Lord
Cobbold that there is criticism levelled at OLAF that
it is part of the Commission and that is the wrong
place for it to be. From your perspective, if it were not
to be in the Commission, where do you think it ought
to be?
Mrs Wright: I think that is very diYcult. I think it
would be diYcult to have OLAF as a stand-alone
body, which I suppose is the alternative, or attached
to, say, the European Court of Auditors. I think it
would be an uneasy fit because it is not an auditing
organisation and the function of audit and the
function of administrative investigation are two
completely diVerent, separate things, so I think there
is an uneasy fit there. I think from the point of view
of the good working relationship and the point of
view of the day-to-day workings of OLAF, there is
nothing to suggest to my mind that there is anything
damaging to OLAF’s interest in being part of the
Commission, although independent of it in relation
to its investigative function.

Q595 Chairman: So it is in a sense semi-independent?
Mrs Wright: It is. It has been called a ‘hybrid’
organisation. It is not independent as regards to
policy, but it is independent as regards to its
investigatory functions, and I think that is the
important part because that is their core business

Q596 Chairman: That is the distinction?
Mrs Wright: Yes.

Q597 Lord Inglewood: If I could just come on from
that and dig a bit more deeply, clearly its function is
to carry out these investigations, but where does the
borderline between policy and its investigatory
activities fall?

Mrs Wright: Well, first of all, there is the question of
priorities. There is pressure at the moment on OLAF
from the Parliament to concentrate more on internal
investigations and less on external investigations, and
that is something they have resisted.

Q598 Lord Inglewood: Internal being inside the
Commission?
Mrs Wright: Inside the institutions.

Q599 Lord Inglewood: And external being in the
Member States?
Mrs Wright: That is right. The external investigations
are ones which are much more likely to prejudice the
financial interests of the EU and that is OLAF’s main
objective, to safeguard the financial interests of the
EU. Also, of the investigations that come to them, a
much larger number come from the Member States
externally, they are the external investigations, rather
than the very small number, of the internal
investigations it is about 75 to 25 that sort of ratio. I
think they have got the balance about right and they
are, quite rightly in terms of policy, resisting that sort
of pressure to give more resources to assisting the
internal investigations. They certainly do investigate
internally, allegations of internal corruption, internal
malpractice and infringements and financial
infractions, but they also of course put a lot of
resource behind the external investigations and I
think that is quite right. I think the diVerence between
the policy and the practice is that the practice is the
actual carrying out of the investigations and the
policy is the priorities that they give to it. I do not
know if I can put it any higher than that. I do not
know if Mr Brandt has further views.

Q600 Chairman: You were talking about the
personnel on your own Supervisory Board. I have
here a document which is the EM, the Explanatory
Memorandum, on the report of the European Anti-
Fraud OYce, this year’s report. From 1 July 2004 to
31 December 2005. This talks about the renewed
appointment of Mr Brüner as Director of OLAF. On
behalf of the Treasury Ed Balls, the Economic
Secretary, says, “Although we welcome the renewed
appointment of Franz-Hermann Brüner as Director
of OLAF, we note that the appointment process took
some considerable time and lacked some
transparency. OLAF needs to re-evaluate and
improve its recruitment process for the future”. Is
this a point that you recognise?
Mrs Wright: Well, we were not, as the new
Committee, personally involved in the
reappointment or the appointment of Mr Brüner.
This was something that the old Committee indeed
did have a say in. I quite agree that the appointment
process took a very long time.
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Q601 Chairman: How long did it take?
Mrs Wright: About 18 months at least and while that
process went on, there was considerable disquiet and
general sort of unease within OLAF itself and it
certainly aVected the morale of those working in it to
a very great extent because they were practically
headless with Mr Brüner’s freedom to operate really
as an acting head over the last six months because his
period of appointment had expired in March and it
was not in fact renewed until one year later which was
always very diYcult for him, so he had very little
discretion and very little power. I think that had a
very serious eVect on the morale within OLAF.
Whether this process will take place again in five
years’ time, I do not know. Mr Brüner himself cannot
stand for re-election, that is the end of his term of
oYce, so from that point of view again his
independence is to that extent safeguarded because
he has nothing to gain from pandering to anyone.

Q602 Chairman: Who does appoint?
Mrs Wright: The three Institutions together.

Q603 Chairman: So it is the three Institutions that
make it?
Mrs Wright: Yes, it is the consensus of the three of
them.

Q604 Chairman: But you do not have a say in this?
Mrs Wright: Well, the Supervisory Committee does
have a say. They are allowed to have a look at the
shortlist of those who are put forward as appointees
and to give an opinion, and certainly the last
Committee did. I do not know that that is
particularly a good thing to do, but it is enshrined in
the rules and the Supervisory Committee does have
that ability to give its opinion.

Q605 Lord Jones: In your interesting and
informative speech which I referred to, it is rather
interesting to see that at one point when you went to
visit, the keys to the files were not available. Do you
all have keys now as the supervisory body?
Mrs Wright: Well, we do not, but—

Q606 Lord Jones: Can you get access to the files?
Mrs Wright:certainly Dr Brandt and his staV do and
they certainly do have access. We have access to the
CMS, which is the case management system of
OLAF, which I think is a great improvement, so that

we can actually look through their files and look
through their cases. I think that is a huge
improvement because one of our major functions is
to monitor the investigatory functions, so we look at
the cases and we do that particularly for what we call
the ‘nine-month cases’ which are the cases which have
lasted for more than nine months and we look at
those on a regular basis.

Q607 Lord Jones: You have had several members of
staV who have been rather unwell, but they are in
good health now and the Board has access, they have
the keys?
Mrs Wright: We have a completely new secretariat
with new staV and we have all the keys. Indeed all the
papers are now in Brussels because at one stage they
were all in Luxembourg, but we have transferred
them all to Brussels so that we have control over
the lot.

Q608 Lord Cobbold: Do you think the fact of OLAF
having to inform Community institutions that an
investigation is in progress is an inhibiting factor and
how do you get around it?
Mrs Wright: I would have thought it was not. I would
not have thought it was an inhibiting factor and
indeed I think OLAF would welcome whistleblowers
and I think they are ready to come forward. I think
the word “whistleblower” is now a pejorative one and
I think the term now is “to speak up” and that is to
be encouraged, that people should speak up if they
see any irregularity. The fact that we have to inform
institutions or they have to inform institutions of
what they are doing I do not think is an inhibitory
factor at all.

Q609 Chairman: Is there anything further you
would like to say to us?
Mrs Wright: I do not think so, my Lord Chairman. I
think we have covered the ground. We ourselves are
producing our own activity report at the end of this
year, so you will see what the Supervisory Committee
is doing. We are kept very active working with OLAF
to improve performance indicators, to put in all sorts
of, if I may say, good UK management tools like
SWOT analyses and generally trying to assist them in
improving their performance which is I hope what is
meant by the role of “critical friend” which I referred
to in my speech to CoCoBu.
Chairman: Thank you very much indeed.
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Written Evidence

Memorandum by the Dutch Senate

The Dutch Senate had taken the initiative in May 2005 to draft a contribution for COSAC on the importance
of good, confidence-building budget management, and the need for strong improvements to the management
and control systems used for EU budget expenditures. This contribution was welcomed by all the delegations
of the national parliament in the EU and it was agreed that a follow-up was needed. The Dutch Senate intends
to propose the Finnish EU presidency to place it on the agenda of COSAC in the fall of 2006.

Regarding the issues mentioned in the call for evidence, we would like to bring under your attention the
considerations and proposals made by the Dutch Senate (and endorsed by COSAC) in May 2005.

The considerations (and with that the problems of the current system) are that:

— progress has been made with the reform of the internal control system of the European Commission,
but greater eVorts are needed to improve control of expenditures carried out by more than one actor
and/or through (indirect) decentralised and shared management;

— in order to achieve more eVective control and, eventually, more eYciency, it is necessary that all
actors take a long-term commitment. This is the essence of taking responsibility for the control of
the EU budget;

— the current arrangement, in which (part of) the EU budget is spent through (indirect) decentralised
and/or shared management whereas the European Commission has final responsibility, leads to
control risks;

— budget procedures which are more comprehensible, clearer and transparent for citizens, will also
lend greater legitimacy to the EU’s finances;

— continuing underexpediture of several European budget lines also contributes to the EU’s confidence
deficit with its citizens;

— more actors, especially on the national level, should be held to account for a better communication
to our citizens regarding the EU’s finances;

— several forms of cooperation could be set up between the national Courts of Auditors, for instance
on the matter of financial management;

The proposals to eventually come to a good, confidence-building budget management are:

— The responsibility structure regarding control of the EU’s budget must be improved within the
Member States. The division of responsibilities should in real terms match the provisions in the
Treaty establishing a Constitution for Europe. It is necessary to strengthen the management, audit
and control structures and to improve the accountability of the Member States.

— The European Commission, in cooperation with other EU institutions and the Member States, must
step up its eVorts to increase this sense of responsibility in real terms, in order to improve the
eYciency and eVectiveness of future EU budgets.

— As a first step towards better control and responsibility and for that purpose to enhance the position
of the European Commission, COSAC supports the proposal to introduce “a single audit model” in
the European Union. Although the European Commission has the final responsibility, Member
States have to fulfil their obligations and therefore the COSAC would welcome the introduction of
a comprehensive ex-ante Disclosure Statement and an annual ex-post Declaration of Assurance
from the European Ministers of Finance12.

— Calls upon the EU institutions involved and upon the Council in particular to do their utmost in
order to introduce the single audit model in the nearby future.

— In addition to the necessary improvement of the budgetary control system in the European Union,
more eVorts are needed to tackle the confidence deficit with European citizens. More actors,
especially on the national level, should undertake eVorts to address citizens’ concerns on the EU’s
finances. Stepping up cooperation between the national Courts of Auditors (and the European Court
of Auditors) can make a valuable contribution. The COSAC therefore welcomes the working group

12 Report on the discharge for implementing the European Union general budget for the financial year 2003, Committee on Budgetary
Control of the European Parliament (A6-0070/2005 FINAL; 22 March 2005).
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on national reports on EU financial management set up by the national Courts of Auditors, and calls
upon its members to stimulate that every national Court of Auditors publishes an annual report on
the EU expenditures in that Member State.

— The members of the COSAC will do their utmost to place the communication with European citizens
on the EU’s finances and a better control of EU finances on their national parliamentary agenda’s.

The Netherlands Court of Audit issues an annual EU Trend Report since 2003. This report examines the
financial management in the EU on the level of the EU institutions, the member states and the Netherlands.
The Court of Audit makes recommendations to improve the financial management. For the inquiry of the
House of Lords a (electronic) copy of the EU Trend Report 2006 is enclosed. The executive summary and main
conclusions and recommendations will be sent in hard copy.

29 March 2006

Letter by Dennis Harrison

I am writing to you, in relation to the House of Lords’ Select Committee Inquiry into EC Accounts, arising
from the submission to you of Mr Ashley Mote, MEP. He has let me have a copy of the submission in view
of my keen interest in the subject matter, following a recent meeting and correspondence. Although I have no
direct experience of the matter—I am the retired Town Clerk and Chief Executive of Chesterfield and a
solicitor—I have in recent years found myself on the periphery of the EU in view of my frequent visits to
Brussels, where my son was a partner of a large British law firm, but last year transferred to London as the
Head of EU and Competition Law also in a large firm. I have not discussed this matter in particular with him.

My purpose in writing to you is mainly to illustrate the validity of three of Mr Mote’s following statements:

— In paragraph 16, he said “So what are the structural weaknesses at the centre? There is no paper trail
recording transactions, agreements, commitments, payments, receipts or evidence of delivery of
goods and services paid for. Inconvenient information is deleted from the records—reports simply
disappear”.

— In paragraph 17, he said “None of which is helped by a lack of eVective security controls over access
to accounting systems and records. Certainly up to 2005 there was no way for management or
auditors to trace when, why and by whom changes had been made to the records. Post January 2005
procedures are cloaked in secrecy, doubtless to give the impression all is now well.

— In paragraph 18 (part), he said “The introduction of double-entry accounting on 1 January 2005 has
been presented by the EC to the outside world as a panacea—the answer to all their problems. It is
nothing of the sort. There are still no oYcial accounting records. There is still no consolidation of
accounts or central control. There is still no transactional accounting . . .”

My original interest stemmed from The Times’ article of 6 December 2004 of Mrs Marta Andreasen, the
former chief accountant of the EC, a copy of which is enclosed for ease of reference, plus a copy of the
supportive part-article of Ms Patricia Wheatcroft, the then Times’ Business Editor on the following day. It was
not clear from Mrs. Andreasen’s article that her main complaint—of the inability of the EC’s computerised
accounting system to permit proper audit trails—would be addressed with the changes introduced with
double-entry accounting on 1 January 2005. Being very concerned about this, I raised these questions in letters
to Mr Brian Gray, the successor to Mrs Andreasen, and to the Chancellor of the Exchequer. Neither letter
was even acknowledged, which indicated perhaps a conspiracy of silence between the EC and HM Treasury,
and certainly no acknowledgement of accountability to the British taxpayer.

Even more significant is the fact that Mr Mote has not been able to obtain this information from the EC,
despite the respect which should have been due to him as a member of the European Parliament’s Budget
Control Committee since his election in June 2004. The irresistible inference is that the EC’s computerised
accounting system is still as wide open to fraud as it ever has been.

As to the main whistleblower on this state of aVairs, Mrs Andreasen, I very much hope that your sub-
committee will be able to discover the exact circumstances of her dismissal. It occurred to me at the time that
this could have been timed particularly to coincide with the near-approach of the end of the term of oYce of
the EC’s vice-president, Neil Kinnock, to minimise the extent to which he was questioned by the media on the
subject. Whilst he made the announcement of the decision, he was doubtless little more than a pawn in the
decision-making process. The oYcial who made the critical recommendation to him should be revealed, if he
(or she) is still in oYce, for that is where the main culpability lies, and, if possible, he (or she) should be named
in the report of your sub-committee, and brought to account. The dismissal of a whistleblower should be seen
as a grave oVence, justifying removal from oYce, for it will usually end the career of a person of principle.
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Amongst the many other extremely concerning features of Mr Mote’s submission, that which I find
particularly acute is the appalling situation of OLAF. Several years ago, the statistics branch of the EC was
found to be riddled with fraud, and several oYcials were suspended, according to press reports. Yet I have
heard of no resulting prosecutions. The figure (para. 5) of 9,400 references to OLAF in 2004, without a single
prosecution, is appalling. It seems (para 9) that OLAF contends that the responsibilities for investigations,
prosecutions and the recovery of funds rests with the member states, but that these states do not uniformly,
or perhaps even predominantly, accept these responsibilities. Mr. Mote rightly contends that the confusion
can only be deliberate. Your sub-committee will, I hope, do its best to get to the heart of this parlous situation,
with the aid of the best available advice from those best qualified to make judgements.

My own relevant experience is that of one who for several years in mid-career was the senior police prosecuting
solicitor in Norwich, before the introduction of the Crown Prosecution Service. This experience to tells me
that the only solution is the establishment of a free-standing law-enforcement agency responsible to the
member states, adequately resourced with police investigators (with powers of arrest) and lawyers.

On proper references (including from, say, the member states, the CoA, the EP and its committees, MEPs,
local authorities, companies and even private individuals) such an agency would investigate alleged oVences
and, without unreasonable delays, bring prosecutions before a special court, as an arm of the ECJ, with powers
to imprison and fine, and with proper rights of appeal. Only by transferring accountability to the member
states, for both the CoA (reconstituted with professionals) and such a new law-enforcement agency, under
well-defined structures, can there be any prospect of solutions to the present problems. To the extent that
existing laws and Codes of Conduct for the EC may now be too lax, consideration should be given to the
provision of more rigorous laws and codes, with criminal sanctions where necessary, admittedly a very long-
term task.

My intention here is, to raise some questions which could be amongst those put by your sub-committee to the
witnesses appearing before it. I am sure, incidentally, that the sub-committee would be very well advised to
include amongst those witnesses Mr Mote, in view of his acuity and the most useful relevant experience he has
garnered in the period of less than two years since he was elected to the European Parliament and appointed
to its Budget Control Committee. It goes without saying that it would be of great advantage if you could
persuade Mrs Andreasen to appear before you.

It would be most unfortunate if your sub-committee’s terms of reference were such that it were later to feel
itself precluded from considering anything other than the accounts of the EC, and is therefore unable to
consider the situation of OLAF. Any consequential anti-corruption measures are, of course, the other side of
the coin to that of inadequate or improper accounting. Of course, your terms of reference may already be
suYciently wide to embrace such practical measures of law enforcement. If not, you might think it wise to
agree on a suitable extension, to, say, “any required anti-corruption measures”, with the possible
augmentation of the sub-committee with one or two Law Lords, and/or peers who have been senior police
oYcers. Please forgive me for mentioning these ideas if they have already been considered.

22 April 2006

Memorandum by Danuta Hübner, Commissioner for Regional Policy, European Commission

Thank you most sincerely for the opportunity to provide written evidence for the deliberations of your Sub-
Committee on the mechanisms to manage and audit the revenue and expenditure of the European
Communities.

I am particularly pleased to respond to the questionnaire because your Committee is well-known well beyond
the confines of the United Kingdom for its authoritative work on the European Union and is therefore a
valuable forum for debate also for the European Commission.

I hope that the attached submission will be of assistance and am prepared to contribute further to your
deliberations in any way that I can.

What are the fundamental problems that have led to 11 successive years in which the accounts have not been given
a positive statement of assurance

In the Structural Measures area of the budget, which has not yet been given a positive statement of assurance
from the European Court of Auditors, the fundamental problem has been the inability of the control system
to address satisfactorily the risks inherent in “shared management” of these funds. The management of
Structural Funds is largely delegated to Member States’ authorities. The delegation of decision making is a
deliberate policy, under the principle of subsidiarity. Member States receive a budget for programmes covering
a period of years. The Member States’ authorities select the projects on which the funds are spent. There are
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many thousands of projects and hundreds of bodies involved in delivering the funds. The projects report
expenditure to the national authorities, which in turn report it to the Commission. The Commission transfers
money from the Structural Fund budget to the Member State authorities to reimburse a share of this
expenditure.

The Commission introduced the key elements of the present control framework for the Structural Funds in
the late 1990s. The regulation laying down requirements for management and control systems for the
Structural Funds entered into force on 1 January 1998. The regulatory framework was strengthened for the
2000–06 programme period in 2001 and further refinements are proposed for the new programme period
2007–13.

The problems the European Court of Auditors finds with transactions involving the Structural Funds lie
mainly in the management “on the ground” in the Member States13. The Court does not find adequate
evidence that the Member States are managing the risk of irregularities satisfactorily. In many cases the
“irregularities” relate to failure to comply with financing conditions, including rules of general application
such as the public procurement rule, the environmental directives, or state aid. They appear to be due to
inadequate information and lack of eVective controls, especially at the lowest management level.

Are the mechanisms which have been suggested by the Commission to improve management of the budget
appropriate

In its annual report for 2004 the European Court of Auditors recognised that the legislative framework
provides a sound basis for the management and control of Structural Measures expenditure.14 The
Commission considers that the present control system can manage Structural Measures expenditure
satisfactorily, provided that the requisite eVorts are made by Member States. The Commission’s role in the
control system is to:

(a) set standards for Member States’ management and control systems:

The regulatory requirements prescribe the checks and audit work that have to be done to ensure that
the expenditure declared to the Commission for payment is legal and regular. When national control
bodies find errors (such as breaches of funding conditions, invoices charged twice, inflated charging
of overheads, ineligible expenditure, or failure to keep documentation supporting claims), they make
corrections and if the grant has already been paid it has to be paid back. The Member States are
responsible in the first instance for auditing systems and samples of projects; the latter audits must
cover at least 5 per cent of Structural Fund expenditure during the life of the programme. At the
closure of a programme an independent body gives an audit opinion on the validity of the final
expenditure declarations;

(b) provide advice and guidance:

The Commission issues advice and guidance and disseminates good practices;

(c) supervise, audit and apply “financial corrections”:

The Commission’s audit staV audit national management and control systems and samples of
transactions in the Member States. They also supervise Member States’ audit work through annual
reports and meetings. Where the Commission finds weaknesses in the systems, it agrees action plans
with the Member States to remedy them and orders claw-back of the Community contribution
(“financial corrections”) in certain cases.

The further improvements to the control system the Commission has proposed involve increasing the
accountability of Member States’ authorities and further coordination and integration between the work of
the Commission and the Member States. The improvements in the first category are to be introduced with the
new regulations for the 2007–13 period. They include:

— the appointment of a single audit authority for audit work under a programme, which will establish
an audit strategy at the beginning of the programme period and also issue the audit opinions;

— an assessment by the Member States of the compliance of the management and control system with
the regulatory requirements at the start of the programme period before funds are disbursed (a new
requirement);

— an annual opinion by the audit authority on the eVective functioning of the management and control
system (at present an audit body only delivers an opinion at the closure of a programme).

13 See, for example, point 5.48 of the Court’s 2004 annual report. The European Parliament in its resolution granting the Commission
discharge for its implementation of the 2003 budget deplored “the failure of some Member States to control and manage taxpayers’
money for which they are responsible.”

14 Point 5.9 of the Court’s 2004 report.
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In the second category—improvements in the area of integration and coordination between the Commission
and the Member States—are initiatives, some of several years’ standing, which have been given momentum
by the exercise of the “Roadmap towards an integrated internal control framework” and the Action Plan of
17 January 2006, to which Mr Kallas refers in his submission. The improvements include harmonisation of
audit standards, improvements in the consistency and relevance of national control reports, work on the costs
and benefits and the eVectiveness of control requirements, and work towards the definition of a tolerable level
of risk of error. In order to obtain for the current programme period the benefits of these enhanced obligations
and standards—such as submission of an audit strategy and an annual audit opinion—the Commission has
proposed “Contracts of Confidence” under which it will reduce its own audit work in those countries prepared
to make the commitment and rely to a greater extent on that of the national authorities. Discussions are
currently under way with five Member States including the UK.

Are these mechanisms likely to lead to a positive statement of assurance on a set of accounts by the end of the
tenure of the Barroso Commission?

The objective implies a positive statement of assurance on the 2007 financial year, when most of the
expenditure will still be under 2000–06 period programmes and rules. The Commission cannot prejudge the
decision of another institution, but through the actions described above is seeking to create the conditions for
a positive statement.

In its last few reports the Court of Auditors has recognised the improvement achieved so far, especially in the
Commission’s own management. Member States have made considerable progress in strengthening their
systems, but a positive statement will depend on whether the Court judges that there is adequate evidence of
progress suYcient to manage the risk of errors in day-to-day operations.

Are there further steps which need to be taken?

The Directorate General for Regional Policy and the other departments responsible for the structural
measures budget are involved in many of the actions set out in point 4 of Mr Kallas’s letter. One of them is
the “Contracts of Confidence” initiative already referred to, which is a direct application of the “Single Audit”
approach.

Can lessons be learnt from the accounting procedures and practices in other countries?

Drawing on outside experience, the Commission has made considerable progress in modernising its internal
procedures. These improvements are confirmed by the European Court of Auditors in its 2004 report.15 A
number of initiatives to standardise audit methodology both within the Commission and between the
Commission and the Member States are under way.

In its supervisory role the Commission comes across good practices in the audit and control work of Member
States. It seeks to disseminate such experience to all Member States through good practice notes. In February
2006 two such notes—on day-to-day checks of projects by managing bodies and on those to be performed
by the paying authority which certifies expenditure declared to the Commission as correct and regular—were
discussed with Member States in the Committee for the Development and Conversion of Regions and the
Technical Working Group of the European Social Fund:

Are the working methods, staYng and organisation of the European Court of Auditors appropriate?

The Treaty requirement to produce an annual Statement of Assurance not only on the accounts but also on
the legality and regularity of the underlying transactions is extremely demanding because of the limited time
available to the Court to perform audits in the Member States and finalise the audit conclusions in cooperation
with auditees before writing its annual report. Another diYculty, also noted in Mr Kallas’s letter, is the extent
to which the Court feels it can take into account, in an audit of annual expenditure, the multi-annual time
frame within which the control system operates. This is particularly relevant for the structural measures area,
where a substantial proportion of the corrections arising from the detection of errors in transactions through
control and audit work are made in later years and particularly when programmes are closed at the end of
the period.

12 April 2006
15 See, eg points 1.71 and 5.34 respectively.
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Memorandum by John Purvis MEP, European Parliament

I have received an email announcing your enquiry into the EU’s accounts. This is not my area of specialisation,
but is, of course, of concern to all of us who are interested in the EU’s good name and reputation.

I understand that most of the exceptions, which cause the auditors not to approve the accounts, relate to
relatively minor infringements of the terms of EU funding—for example, a mistake in the area measurement
of a field by a farmer—often innocent but possibly could be malicious. Most of these monies (eg CAP) are
disbursed by member state governments and their controls are not always adequate. Surely member states
should take responsibility and absolve the EU in this regard or alternatively guarantee to the Commission that
this money has been properly spent. In such cases the auditors should reprimand the member state rather than
the Commission if there are errors. I understand that so far the member states, including the UK, have refused
to accept this. The same problem arises with Third World aid, when recipient governments or NGOs are
unable or unwilling to guarantee funds disbursed. This can even be understandable in an emergency situation
(eg Darfur, Congo, Tsunami), where insisting on full and proper documentation would be counter-productive
to the need for and intention of the help. And yet the accounts will still be qualified according to the letter of
the law.

I hope you will be able to bring a sense of proportion to this situation. I understand HMG’s social welfare
budget has not passed muster for longer than the EU budget and for similar reasons. It is almost impossible
to expect every single item of expenditure to be perfect without making normal operations impossible. Already
we suVer from reluctance among Commission oYcials to approve payments on (for example) R & D projects
for fear of retribution. Clearly there are areas to be improved, including computer and book-keeping systems,
sometimes there will be serious shortcomings, but it is certainly not as bad as it is painted in the anti-EU press.

13 February 2006

Memorandum by Lord Williamson of Horton

While strongly supporting the Sub-Committee’s inquiry into the management and audit of the European
Union’s expenditure and accounts and the potential for improvement, I would like to draw attention to three
points, which are largely of presentation but are important in the UK’s relations with other Member States
and the institutions of the Union.

1. It is a matter of concern that much comment in the UK on EU accounts and expenditure is often on the
lines that that part of expenditure which has not received a statement of assurance from the Court of Auditors
is expenditure lost by fraud or corruption. This is, of course, completely wrong. The Court of Auditors, whose
actions we should strongly support, does not work like a private auditor examining and certifying the accounts
of a public or private company. First of all, it tracks all errors, important or not, with or without a financial
impact; secondly it cannot of course give a statement of assurance in some cases where it does not have the
full information, but without implying that these are cases involving fraud or corruption and, thirdly, it does
not take account of the sums which the commission often claims back in later financial years following errors
by Member States (last year about ƒ400 million on agriculture and ƒ518 million on certain public work
contracts for 2000–04).

It is well known that in the United Kingdom the National Audit OYce similarly qualified its opinion or could
not confirm the accounts of very important Government department accounts (House of Commons,
document 1015 for 2005–06 indicates that in consequence, the Comptroller and Auditor General qualified the
resource accounts of the Department of Work and Pensions and the Home OYce and 11 other public
accounts) but without implying that all the problems in the United Kingdom were due to fraud or corruption.

2. More specifically, in its 2004 report the Court of Auditors:

(a) certified that the accounts of the European Commission are reliable (subject to one point now
resolved by the introduction of accrual accounts). This positive declaration had been given to the
Court of Auditors in every year since 1994, the first year when it was required to make a statement
of assurance;

(b) gives a positive declaration on all the revenue collection and on all administrative expenditure of the
European Commission;

(c) gives a positive declaration on pre-accession aid, on the European Development Fund and on a large
part of agricultural spending. This latter point is because of the eYcient work of the EU’s Integrated
Administration and Control System (IACS) which is expected, as a result of the reform of
agricultural policy now being implemented, to extend to a much larger share of agricultural
expenditure.
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3. It is surprising that little attention or comment is focussed on the discharge procedure which, for the
European Institutions, is the key element in financial control. The European Commission is not responsible
to the Court of Auditors. It is responsible each year, in relation to financial management and the use of
resources voted by the budgetary authority (European Parliament and the Council) to the discharge authority
which is the European Parliament with the recommendations of the Council. The annual report of the Court
of Auditors serves as one of the bases for the annual discharge procedure but the Parliament does not have to
accept all of it. The discussions between the Parliament and the Commission leading up to the discharge are
serious and often diYcult, but normally the Parliament has given the discharge. It is the conditions and
recommendations made in the discharge procedure which the Commission has to follow up and to deal with
any shortcomings.

I hope that the Sub-Committee, while seeking important improvements in financial management, will also do
its best to encourage a balanced presentation by the media and others on these issues.

26 June 2006
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