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1. The EU Funding Universe i

1.1 EU Funding Programmes
1.2 Development EU Budget
1.3 Legal Framework
1.4 Basics EU Budget
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1.1 EU Funding Programmes

The EU provides funding programmes

covering almost all areas. T asium, Migrton snd ntgatonfund © ©

7 lustiebiogamme - w .  CreatveEurope ' yoion Europe
They are implemented through the EU’s "’°“’“€T““‘*’“‘ff‘_f“°f‘"‘_f'f“ s = |
spending plan, the 2021-2027 MFF L
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divided by headings and clusters.
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Public or private organisations, NGOs,
local authorities, networks etc — all

projects can be eligible for EU funding. Selection of almost 40 programmes
and funds from different clusters
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1.1 EU Funding Programmes e

The EU makes funding available in form of grants, subsidies, loans, guarantees
and prizes. The type of funding depends on the respective funding programme.

The Recovery and Resilience Facility (RRF) under the heading “Cohesion,
Resilience and Values” is the key instrument of NGEU (NextGenerationEU) -|j
(more in chapter 2):

- With €723.8 billion in loans and grants available to support reforms and
investments undertaken by EU Member States it makes up the lion’s share.

- It aims to mitigate the economic and social impact of the coronavirus
pandemic

The EU Funding Universe

- And it aims to make European economies and societies more sustainable,
resilient, better prepared for the challenges of the green and digital transitions.
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Where does all the needed money come from?

Actually, some of the EU funding programmes are financed from
the EU budget and NGEU. That is interesting!

Normally it comes from the EU budget.
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1.2 Development EU Budget

1952: ECSC founded. Financed by levy on coal and steel turnover.

1958: European Atomic Energy and Economic Communities founded. Annual
budgeting, with specific roles for Commission, Council, Parliament and Audit
Board. Financed by national contributions. European Social Fund launched.

1962: Agricultural financing started.

1967: Communities merged with single budget procedure, Art. 20 Merger
Treaty

1970: Parliament gained final say over non-compulsory expenditure in the
budget. Own resources were established to finance budget through tariffs
and value added tax (VAT). Council and Parliament jointly grant discharge to
the budget.
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1.2 Development EU Budget

1975: European Regional Development Fund established.

1977: Parliament gained the power to reject the budget. Council and
Parliament co-granting of the discharge replaced by Parliament doing so
alone. European Court of Auditors (ECA) has replaced Audit Board and ECSC
Auditor.

1978: “No budgetary line without legal base” evolved as a dispute, heard in
Court in 1998, and solved by an agreement on legal bases in the Financial
Regulation.

1979: First direct elections of the European Parliament. Parliament rejected
budget of 1980, established Budgetary Control Committee, and passed
discharges for each institution and agency, rather than a single discharge for
the entire budget.
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1.2 Development EU Budget

1988: Interinstitutional Agreement on long-term financial perspectives. Own
Resources Decision reduced reliance on VAT and introduced contributions
based on gross national product.

1993: Court of Auditors gained new power to grant or refuse a Statement of
Assurance to confirm that EU annual accounts are in order.

1998: Court of Auditors’ refused to grant Statement of Assurance for accounts
of 1996, European Parliament refused discharge, 1999 Commission gave up.

2009: Lisbon Treaty. Most significant changes to the budget’s rules since
1977: upgrading European Parliament, changes in the budgetary procedure,
constitutionalisation of the MFF, a single Union budget, Art. 310/ TFEU.

2020: On a Franco-German initiative the NextGenerationEU has been
established.
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1.3 Legal Framework b

We have EU Primary Law

— Treaty on the Functioning of the EU, Title Il “Financial Provisions”:
Articles 310 — 325 TFEU

- Art. 310: The Union's annual budget shall be established by the European Parliament and the Council in
accordance with Art. 314. ... The revenue and expenditure shown in the budget shall be in balance. ...The
budget shall be implemented in accordance with the principle of sound financial management. ...

- Art. 311: The Union shall provide itself with the means necessary to attain its objectives and carry through
its policies. Without prejudice to other revenue, the budget shall be financed wholly from own resources.
...The budget shall be balanced in income and expenditure. ...

- Art. 312: The multiannual financial framework shall ensure that Union expenditure develops in an
orderly manner and within the limits of its own resources. It shall be established for a period of at least
five years. The annual budget of the Union shall comply with the multiannual financial framework. ...

The Council, acting in accordance with a special legislative procedure, shall adopt a regulation laying down

the multiannual financial framework. , Ir
. Jp
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1.3 Legal Framework

We have EU Secondary Law

= under Art. 288 TFEU, regularly passed by European Parliament and Council:

Based on Art. 311 TFEU:
- Council Decision (EU, Euratom) 2020/2053 of 14/12/2020 on the system of own resources of the
European Union, ratified by Member States = “Own resources decision” (chapter 2)

- Council Regulation (EU, Euratom) 2021/768 of 30/4/2021 laying down implementing measures for the
system of own resources of the European Union

Based on Art. 312 TFEU:

- Council Regulation (EU, Euratom) 2020/2093 of 17/12/2020 laying down the multiannual financial
framework for the years 2021 to 2027 = “MFF” (chapter 3)

Based on Art. 314 TFEU:

- Definitive Adoption (EU, Euratom) 2023/278 of 23/2/2023 of the European Union’s annual budget for the
financial year 2023 - “Annual budget”
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1.3 Legal Framework b

More important EU Secondary Law
Based on Art. 322 TFEU:

- Regulation (EU, Euratom) 2018/1046 of the European Parliament and of the Council of 18/7/2018 on the
financial rules applicable to the general budget of the Union = “Financial Regulation” (chapter 4):
There (and in its respective implementing rules) are set out procurement rules, payment rules and
procedures for all EU grants.

- Regulation (EU, Euratom) 2020/2092 of the European Parliament and of the Council of 16/12/2020 on a
general conditionality arrangement for the protection of the Union budget

Based on Art. 324 TFEU:

- Interinstitutional Agreement between the European Parliament, the Council of the EU and the European
Commission of 16/12/2020 on budgetary discipline, budgetary cooperation and sound financial
management and on new own resources, including a roadmap with a view to introducing new own
resources (chapter 2)

The EU Funding Universe
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1.4 Basics EU Budget

From the Commission’s website:

The EU budget has evolved considerably over time and today serves as the EU's
main crisis response tool.

The EU budget has always been about pooling resources, standing together against
common challenges and helping all EU countries, their citizens and beyond.

The EU budget is the tool to ensure that Europe remains a democratic, peaceful,
prosperous and competitive force.

A prime example of how the EU budget helps is its response to the COVID-19 crisis:

Resources from the budget and the NGEU will help every EU country to address
the economic and social consequences and recover from the crisis (see chapter 2).
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1.4 Basics EU Budget

As we can conclude from the legal framework:

The annual EU budget

is agreed by the Council and the European Parliament on the proposal of the
European Commission, Art. 314 TFEU

lays down all of the EU’s expenditure and revenue for one year

provides for the funding of EU policies and programmes in line with the EU’s
political priorities and legal obligations

ensures that the EU receives the revenue it needs to finance its spending
must balance expenditure and revenue, Art. 311 TFEU

has to fit within the expenditure limits (ceilings) set in the multiannual financial
framework (MFF), the EU's long-term budget, Art. 312 TFEU
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1.4 Basics EU Budget

As we have learnt from the development of the EU budget:

Since 1988, the EU functions with long-term budgets, called MFF (7 years).

The MFF sets the limits (ceilings) for EU annual expenditure for:

- total commitments in a given year

- total payments in a given year

- payments and commitments in each area of EU spending (headings)

In February 2023 the EU annual budget for 2023 was definitively adopted:
- total commitments are set at €186.6 billion

- total payments amount to €168.6 billion
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Euro

en in Milliarde

ermachtigung

Verpflichtungs

1.

4 Basics EU Budget

Europdische Union: Finanzrahmen fiir Verpflichtungserméachtigungen von 2007 bis

2027 (in Milliarden Euro)

168.8

162,96

152 5 ‘ 5 152,85 152,9153,39
148,05

140,98

134,72
132,8

Financial framework for commitments from 2007 til 2027

(in billions of euros)
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1.4 Basics EU Budget A

See Art. 311 TFEU

The EU budget shall be financed mostly from the own resources:

- national contributions, a proportion of each country’s gross national income
(GNI) in line with how wealthy they are

- customs duties on imports from outside the EU

- small percentage of the VAT collected by each Member State

- new contribution based on the amount of non-recycled plastic packaging
waste in each country (started in 2021)

& other revenue (including contributions from non-EU countries to certain

programmes, interest on late payments, fines on businesses for anti-competitive

behavior, as well as any surplus from the previous year) FE
ol @
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1.4 Basics EU Budget

other revenue: eg
interest, fines, surplus ....
8%
value-added tax (own
resource)
10%

EU’s sources of income

plastic own resource -
new!
4%

m national contributions GNI-based (own
resource)

= customs duties (own resource)

® plastic own resource - new!

customs duties (own
resource)
10% value-added tax (own resource)

m other revenue: eg interest, fines, surplus

national contributions
GNI-based (own
resource)
68%
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NexGen PFI

EU funding programmes are currently not only financed from the
EU budget, but also from the NextGenEU?

The EU Funding Universe

What is this “new source of other revenue”?
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2. NextGenerationEU (NGEU) - hybrid instrument e

2.1 Political Context: Economic Recovery Package
2.2 Legal Basis

2.3 Financing

2.4 New Own Resources

2.5 Criticism
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2.1 Economic Recovery Package

The NextGenerationEU (NGEU) or European Union Recovery Instrument

- was agreed by the European Council on 21 July 2020 and adopted by the
Council of the EU on 14 December 2020

- is an economic recovery package to support the EU Member States to recover
from the COVID-19 pandemic

- amounts to €806.9 billion in current prices (€750 billion at 2018 prices)
- operates from 2021 to 2026, so it is a temporary instrument

- and finally it is tied to the regular 2021-2027 budget of the EU’s Multiannual
Financial Framework (MFF) (chapter 3).
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2.1 Economic Recovery Package -

The comprehensive NGEU and MFF packages are
projected to reach €2.018 trillion in current prices
(€1.8 trillion at 2018 prices). T8

€806.9
billion
NextGenerationEU
Total COVID-19 recovery package
Multiannual Financial €2_i?18 . d Resili —
ecovery and Resilience Facility
Framework (MFF) tritlion €723.8 billion o~

The EU’s 7-year budget & €338.0 billion grants

@ €385.8 billion loans

NextGenerationEU contribution
to other programmes
EUR 83.1 billion

NextGenerationEU

Note: All amounts are in current prices.

Source: https://commission.europa.eu/strategy-and-policy/eu-

budget/long-term-eu-budget/2021-2027/whats-new en
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2.1 Economic Recovery Package

Total
€2.018
trillion

Multiannual Financial

Looking at that illustration

we can already guess or recognise the hybrid nature of the NGEU instrument:

Somehow the NGEU belongs to the regular budget
and then again not really!

It is worth taking a closer look here....
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2.2 Legal Basis

Council Regulation (EU) 2020/2094 of 14 December 2020 establishing a European Union
Recovery Instrument to support the recovery in the aftermath of the COVID-19 crisis
= “financial assistance to Member States in the event of serious difficulties”

Based on Art. 122 TFEU:

1. Without prejudice to any other procedures provided for in the Treaties, the Council, on a proposal from the
Commission, may decide, in a spirit of solidarity between Member States, upon the measures appropriate to
the economic situation, in particular if severe difficulties arise in the supply of certain products, notably in the
area of energy.

2. Where a Member State is in difficulties or is seriously threatened with severe difficulties caused by natural
disasters or exceptional occurrences beyond its control, the Council, on a proposal from the Commission, may
grant, under certain conditions, Union financial assistance to the Member State concerned. The President of
the Council shall inform the European Parliament of the decision taken.

— Article outside the Financial Provisions on the EU budget!
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2.3 Financing L

As we can see from Art. 310, 311 TFEU and Art. 17 FR:

The Union’s budget may not be in deficit and its expenditure, in principle, may not
be financed by borrowing because of the balanced revenue system of the Union
from - limited - own resources and other revenue of minor importance (see 1.4).

But, borrowing to implement limited earmarked measures appears to be covered
by the EU Treaties.

Thus, to finance grants and loans under the NGEU Recovery Instrument, the
Commission was exceptionally authorised in Art. 5 Council Decision 2020/2053
(“Own resources decision”) to borrow up to €750 billion (at 2018 prices) on the
capital markets for a limited period of time. Net new borrowing is due to expire at
the end of 2026.

Repayment can take place over the long term, at the latest until 2058. FE
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2.3 Financing L

As one can see from Art. 5 “Own resources decision”:

Loans Grants
(back-to-back lending) (non-repayable/lost)

The EU must be able to repay the enormous debts. The EU leaders agreed to
provide the EU budget with new sources of revenue to finance the ‘repay-
ment’ of the grants under the NGEU. They already agreed on a new plastic levy
introduced in 2021 (see 1.4) and project additional new own resources. !E
oll®

-

L

€385.8 billion (RRF) €338 billion grants €83.1 billion to CC)
passed on to the Member States for the RRF other programmes s
(O

will be repaid by the individual EU will flow back through the EU budget E
countries benefitting from them according to Art. 5 Nr. 2 Dec. 2020/2053 8
)

4

<

)

=Z
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2.4 New Own Resources .

The new sources of revenue will come on top of existing own resources.

They will not create new taxes for Europeans, as the EU does not have the power
to levy taxes.

In November 2022, the Parliament accepted the proposed amendments of the
Commission regarding the “Own resources decision” to introduce a package of
three new own sources of revenue (“first basket”):

(1) sale of allowances from the Carbon Border Adjustment Mechanism (CBAM)

(2) auctioning under the EU Emissions Trading Scheme (ETS)

NextGenerationEU

(3) resource based on the reallocated profits of very large multinational companies

An additional “second basket” of new own resources is announced by end of 2023.
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2.4 New Own Resources S

\‘ Possible EU‘s income situation in future

The Commission assumes that these new own funds will make an
average of €17 billion per year available in the period 2026-2030. gﬁ

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

m national contributions GNI-based
(own resource)

m customs duties (own resource)

m plastic own resource - new!
value-added tax (own resource)

m other revenue

m CBAM - new!

m ETS - new!

m reallocated profits MNC - new!

NextGenerationEU
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2.5 Criticism J.

Critical
voices

political legal budgetary

NextGenerationEU
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2.5 Criticism

General political critics — what a novelty!

NGEU is a kind of strategic manoevre by taking the fight against the pandemic —
accounting for only a small part of the funds - as an opportunity to launch an
enormous medium-term economic stimulus programme (esp. for highly
indebted euro countries).

NGEU also intends to enable long-term structural change in the Member States
in areas of climate protection and digitalization.

To this end, the NGEU provides for the first time for substantial borrowing by
the Union itself.

The fund management by the Commission under the NGEU (chapter 4.3) leads

to a shift of balance between Member States and the EU towards a fiscal union.
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2.5 Criticism

Legal arguments — it is a hybrid instrument!

Despite the normative anchoring of the funds for the lost grants in the “Own
resources decision”, they are not included in the budgetary own resources as
other earmarked revenue.

Instead, they are managed through a vehicle based on Art. 122 TFEU, an
exceptional instrument of crisis prevention (“disaster management clause”),
which is not meant for financing individual policy programmes.

The redemption of the Union bonds is to be done via the general EU budget
until 2058, whereby the Member States have committed themselves to a reform
of the own resources system and, at least politically, to increase the EU budget.

Institutionally the construct is at the cost of the Parliament, whose participation
is limited to the basic legal acts.
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2.5 Criticism

Budgetary arguments — a turning point for the European financial architecture!

It appears to be a kind of parallel budget.

The anchoring in the “Own resources decision” is doubtful; there is need for
special contributions of the MS and new “kind of taxes”.

The compatibility with the principle of budgetary unit is questionable.
There is question about the Union’s fundamental debt capacity.

There is question about the Union’s future financing mode > structural break
with the previously applicable EU regulatory framework.

There are conflicting issues in deciding how to use and control the funds: I

shift of paradigm - risk of ineffective and inefficient use (chapter 5) ®
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For 2021-27, the long-term budget (MFF) “is accompanied by”, S
“reinforced by” or “combined with” the NGEU: O

a one-off, limited recovery instrument. )

=

How does this recovery package fit to the regular long-term budget? !IE
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3. Relationship NGEU/RRF - MFF A

3.1 Interlocking of the Funds

3.2 Recovery and Resilience Facility (RRF) ™

3.3 Example Italy’s Recovery and Resilience Plan (RRP)
3.4 Special Feature of the RRF
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3.1 Interlocking of the Funds

The NGEU is a historic novelty for different reasons:

(1) First, the NGEU has a hybrid nature

on one hand it has been launched independently from the MFF, so outside the
budget thanks to Art. 122 TEFU

on the other hand its funding is channelled through programmes that are part of
the long-term budget (MFF)

consequently, several headings are funded both under the MFF and the NGEU

thereby the NGEU reinforces existing EU programmes / policies, also (next slide)

(2) Then, the new instrument of the RRF is entirely performance based and
managed directly by the Commission under specific rules (see chapter 4 and 5).
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3.1 Interlocking of the Funds

Headings

Sinole Market, nnovation and Digital
1295 {(+ 115 from NGEL)

Cohesion, Resilience and Values
4267 (<7765 from NGEL

Matural Resources and Enviromment
401 [+ 109 from NGB

Migration and Border Management
257 €2.018

Security and Defence
lag

Meighbourhood and the World
1106

Epropean Public Administration
B25

trillion

Total: €2.018 trillion

W

MHexthenerationEL Long-term bud
BDE.9 17109

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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Source: The EU’s 2021-2027 long-term budget and NextGenerationEU
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3.1 Interlocking of the Funds

Allocations per heading (all amounts in € billion):

Mixed financing!!

MFF NGEU TOTAL
1. Single Market, Innovation and Digital 149.5 11.5 161.0
2. Cohesion, Resilience and Values 426.7 776.5 1203.2
3. Natural Resources and Environment 401.0 18.9 419.9
4. Migration and Border Management 25.7 - 20.17
5. Security and Defence 14.9 - 14.9
6. Neighbourhood and the World 110.6 - 110.6
7. European Public Administration 82.5 - 82.5
TOTAL 1210.9 806.9 2017.8
TOTAL expressed in 2018 prices 10743 750.0 18243

Source: https://commission.europa.eu/strategy-and-policy/eu-

budget/long-term-eu-budget/2021-2027/spending/headings en
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3.1 Interlocking of the Funds e

The NGEU allows the transfer of its funds to the following EU programmes:

* Heading 1:
* Horizon Europe
* |nvestEU

* REACT-EU

* RescEU

* Recovery and Resilience Facility = lion’s share with €723.8 billion H
* Heading 3:

e European agricultural fund for rural development (EAFRD)

e Just Transition Fund (JTF)

‘ l o
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* Heading 2 “Cohesion, Resilience and Values”: o
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Within the framework of the NGEU, the MFF heading “Cohesion, o
resilience and values” is the most underpinned with funds from the é
RRF programme (Recovery and Resilience Facility). o
As a result, the EU budget will be increased enormously. ©
)
o

Therefore it is worth to focus further on the RRF! FE
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3.2 Recovery and Resilience Facility (RRF

RECOVERY AND RESILIENCE FACILITY

EUR 7238 billion
iift 338.0 in granis

;. POWER UP
= (lean technologies and renewables

RENOVATE
Energy efficency of buildings

i RECHARGE AMD REFUEL

| Sustainable transport and charging
stations
CONNECT
Roll-out of rapid broadband services

- 385.8 inloans

MODERNISE .- ; .
Dicitalisation of public administration NextGenerationEU

€806.9

SCALE UP billion

Data doud and sustanable
processors

RESKILL AND UPSKILL

Education and training to support
digital skills

- around 90% of the NGEU funding
is channelled through the RRF!H

NexTGeneraTiONEU CONTRIBUTION
TO OTHER PROGRAMMES
EUR 83.1 hillion

REACT-EU
506

JUST TRANSITION FUND
109

RURAL DEVELOPMENT
81

INNVESTEU
61

HORIZON EUROPE
54

RESCEU
20

Al amomunts ane in billion EUR, in cument prices, as of Nommber 20240

Sowce- European Commission.
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3.2 Recovery and Resilience Facility (RRF)

The RRF accounts for the bulk of NGEU spending! "”

Thus, this Facility is the key instrument / centerpiece of the NGEU.

It is a temporary recovery instrument for

- providing loans (€385.8 billion) to individual Member States and

- (lost) grants (€338 billion) to EU programmes.

It should help the EU emerge stronger and more resilient from the Corona crisis.

But also, it should help the Member States implement reforms and investments
that are in line with the EU’s priorities.

In fact, it resembles an instrument of cohesion policy in the sense of Art. 174 TFEU.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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3.2 Recovery and Resilience Facility (RRF)

Cohesion Policy Art. 174 TFEU

In order to promote its overall harmonious development, the Union shall develop and pursue its actions leading
to the strengthening of its economic, social and territorial cohesion.

In particular, the Union shall aim at reducing disparities between the levels of development of the various
regions and the backwardness of the least favoured regions.

Among the regions concerned, particular attention shall be paid to rural areas, areas affected by industrial
transition, and regions which suffer from severe and permanent natural or demographic handicaps such as the
northernmost regions with very low population density and island, cross-border and mountain regions.

Actually, the RRF’s legal framework based on Art. 175 TFEU:

- Regulation (EU) 2021/241 of the European Parliament and of the Council of 12/2/2021 establishing the
Recovery and Resilience Facility (chapter 4)

- Commission Delegated Regulations (EU) 2021/2105 and (EU) 2021/2106 supplementing Regulation (EU)
2021/241

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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3.2 Recovery and Resilience Facility (RRF)

The RRF works under heading 2 of the MFF, like the traditional cohesion policy
funds which also support that heading.

Both instruments, the RRF and the cohesion policy funds aim at contributing to the
EU’s political priorities of fostering in particular digital transformation and the
green transition.

Art. 17 Reg (EU) 2021/241

The national recovery and resilience plans should effectively address challenges identified in the European
Semester, esp. the country-specific recommendations (CSRs) adopted by the Council. The plans should also
include measures to address the challenges of the green and digital transitions.

- As a consequence, the RRF is structured around the following six pillars

(next slide), Art. 3 Reg (EU) 2021/241, which must be addressed in the national
plans in order to get money (loans or grants) from the Facility.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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3.2 Recovery and Resilience Facility (RRF) -
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3.2 Recovery and Resilience Facility (RRF)

The RRF is based on a single programming document for each Member State:

the national recovery and resilience plan (RRP)
Art. 18 Reg (EU) 2021/241

The funds under the RRF will be distributed according to national recovery and resilience plans (RRP)
prepared by each Member State and submitted to the European Commission.

Member States prepared recovery and resilience plans that set out a coherent
package of reforms and investment initiatives to be implemented up to 2026
(temporary character!), including so-called “milestones and targets”.

Meanwhile all 27 plans were assessed by the Commission and adopted as a law
by the Council under Art. 19, 20 Reg (EU) 2021/241.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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3.2 Recovery and Resilience Facility (RRF)

Art. 19 Nr. 3 Reg (EU) 2021/241 i.c.w. Assessment Guidelines for the Facility require
the assessment of the relevance, effectiveness, efficiency and coherence of the
plans, taking into account 11 criteria, among others:

* an appropriate contribution to all six pillars

e the addressing of the challenges identified in the country-specific recommendations

* the respect of the ‘do no significant harm’-principle (environmental objectives)

* measures to meet the 37% climate expenditure target and the 20% digital expenditure target

* areasonable and plausible justification of the amount of the estimated total costs and in line
with the principle of cost efficiency

* a proposal of arrangements (not always yet in place / no predefined design) for an adequate
control and audit mechanism acc. to Art. 22

» for monitoring / implementation of the plan, incl. timetable, milestones, targets, related indicators

« for the prevention, detection and correction of corruption, fraud etc.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

at the dawn of new paradigms in auditing and protecting the European budget” “NexGen PFI”

NexGen PFI

Impact Fund Management

TTTTTTTTTT

UNIVERSITA DI PisA



3.3 Example Italy’s RRP

- 22 June 2021: The European Commission assessed positively the Italy’s
“Piano nazionale di Ripresa e Resilienza” (273 pages).

- 13 July 2021: The plan was adopted by the Council opening the door to its
implementation and financing.

- Important step towards the EU to disburse
- €68.9 billion in grants
- €122.6 billion in loans
to Italy.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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3.3 Example Italy’s RRP

PIANO
NAZIONALE
DI RIPRESA

E RESILIENZA

HNEXTGENERATIONITALIA

Interested? g * *_-n
& : Italia

X e K .
Then go to the website of the Italian RRP x *domani
https://www.italiadomani.gov.it/it/home.html

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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3.3 Example Italy’s RRP A

Overview of the Italian RRP

> 6 "missions” 53{2}190 measures
16 components 58 reforms and
132 investments

9 . -~ € 191.5 billion
525 Milestones E WY 6B bnaants

& Targets y
€ 122.6 bn loans

*
*
*

*

"N

Impact Fund Management

m European
Commission
ol ®
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3.3 Example Italy’s RRP B

*

*

Italy's contribution to the six pillars

12%

15%
46%

m Green transition
= Digital transformation

m Smart sustainable and inclusive growth

and jobs
50% = Social and territorial cohesion
m Health, economic, social and
0,
30% institutional resilience
m Policies for the next generation

48%
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3.3 Example Italy’s RRP

Assessment summary

1. Balanced
o response
Green

5y
g o transition

:;/__,CQ

é

Addresses
challenges
identified in CSRs

3. Growth, resilience

/JD| | oand social impact

B

)

6.

Digital
transition

Reasonable and

g
% plausible cost
estimates

,@

Robust
control systems

7. Lasting

Q impact

- 4. Dono
A=) significant harm
Q@)
8. Effective

monitoring and
implementation

il

11. Coherence

&% @

at the dawn of new paradigms in auditing and protecting the European budget” “NexGen PFI”

m European
Commission

N

{

NexGen PFI

Impact Fund Management

DIPARTIMENTO
SC!ENZE POLITICHE
.............



3.3 Example ItaIy’s RRP

RRF supported projects in Italy
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3.3 Example Italy’s RRP AN
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3.4 Special Feature of the RRF

The following can be made out:
The RRF runs concurrently with the EU cohesion policy funding mechanisms.

Like within the cohesion policy Member States are expected to use the RRF to
finance reforms and investments.

In the end, Member States can choose to finance investments using either the
RRF or the cohesion policy funds (ERDF, CF, ESF+).

Double funding must be avoided.

— Challenge to handle the overlap!

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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Figure 2 — EU financial support available through the NGEU and MFF 4 "
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3.4 Special Feature of the RRF

Considering the challenge identified we wonder:

Who cares? Who “has the hat on”? Who is in command?
Art. 8 Reg (EU) 2021/241:

The Facility shall be implemented by the Commission in direct management in accordance with the relevant
rules adopted pursuant to Article 322 TFEU, in particular the Financial Regulation and the Regulation (EU,
Euratom) 2020/2092 of the European Parliament and of the Council.

—> Surprising, because the Cohesion Policy is usually administered under shared
management.

Up to now it was clear, that shared management allows for responsibility to rest at
the appropriate level and thus enables funding to better support EU cohesion
policy objectives in the ESF+, European Regional Development Fund (ERDF),
Cohesion Fund (CF) and Just Transition Fund programmes.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

at the dawn of new paradigms in auditing and protecting the European budget” “NexGen PFI”

TTTTTTTTTT



The implementation of the Recovery and Resilience Facility (RRF)
is directly managed by the Commission.

What does this mean?

‘ l L
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4. Traditional EU Budget Implementation

4.1 Three Fund Management Types

4.2 Differences of the Three Approaches
4.2.1 Indirect Management
4.2.2 Direct Management
4.2.3 Shared Management

4.3 Special Case: RRF — “new fund management”
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4.1 Three Fund Management Types

Art. 62 Nr. 1 FR provides three methods of budget implementation.

All programmes funded by the EU budget fall under one of the three types,
depending on the nature of the funding concerned.

To be distinguished from this is the form of Union contribution, which can differ
under all three management types according to Art. 125 FR.

The range goes from
- financing not linked to costs (FNLTC) of the operations, introduced with FR 2018
- through reimbursement of costs actually incurred (real and proved costs)

- to different kind of simplified cost options (SCO) where expenditure is reimbursed at a
rate calculated in advance.

- A combination of the forms is also possible. (more in chapter 5)
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4.1 Three Fund Management Types e

C

9O

a) Direct management b) Shared management c) Indirect management =
)

& Art. 125-153 FR & Art. 63, 125-129 FR & Art. 125-149, 154-159 FR =

)

Instruments: Instruments provided in the Instruments: Kol

Titles VII, VIII, 1X, X, XII sector-specific rules Titles VI, X =
by the or through by the Commission jointly through E
Commission executive with the Member States implementing partners %0
agencies (tasks delegated) inside/outside the EU S

Art. 69 FR (delegation) o0

D)

financial framework Member States bound to EU financial framework L

partnerships Art. 130 Nr. 1 FR budget law Art. 63 Nr. 1 FR partnerships Art. 130 Nr. 1 FR PE
[ ]
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4.1 Three Fund Management Types

APPROX. ALLOCATION OF MANAGEMENT MODES

MW Direct Man.
W Shared Man.
M Indirect Man.

EU Budget Implementation |

l ®
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4.1 Three Fund Management Types

Art. 62 Nr. 3 FR: As a rule, it is the Commission that has the ultimate
responsibility for the budget implementation in accordance with Art. 317 TFEU.

Since the discharge under Art. 319 TFEU is given only to the Commission, it must
also be solely responsible for budget implementation.

This applies irrespective of the type of fund management.

Consequently, the Commission carries out rigorous and effective controls on how
the EU funds are spent (next slide).

The quality of the Member States' obligation to protect the EU's financial
interest depends on the way in which the funds are managed.

The Financial Regulation only forsees specific rules for shared management:
Art. 63 FR = predefined control & audit design.
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4.1 Three Fund Management Types
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4.2 Differences of the Three Approaches e
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Direct management | Indirect management | Shared management
European Commission |  Entrusted entities Member States
« Commiission + Intemational + Paying agencies/
departments organisations managing

and executive
agencies

- Non-EU countries authorities

« Decentralised « Certification
agencies bodies/ audit
5L authorities
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To understand the differences it is important to understand the
specificities of the three fund management types.
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4.2.1 Indirect Management

Around the 10% are managed indirectly.

This means funding is managed by implementing partners inside or outside the
EU which are entrusted with the implementation after a “pillar assessment”
under Art. 154 FR.

Not involved in the management is the EU!

The majority of the EU budget allocated to humanitarian aid and international
development, for instance, is implemented under indirect management.

Examples:
- financial support (subsidies) to fight Ebola outbreak in West Africa in 2014/15
- financial support to help after the earthquake in Nepal in 2015
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Commission

. 3
4.2.1 Indirect Management [ curopear } L

N
implementing
partner

The Commission delegates budget execution tasks to
different types of implementing partners paying out

the beneficiaries.
beneficiaries

Implementing partners can be

third countries or the bodies they have designated

- international organisations such as the United Nations (UN) family, the World bank,
the International Monetary Fund (IMF)

- the European Investment Bank (EIB) and the European Investment Fund (EIF)

- decentralised agencies such as the European Border and Coast Guard Agency (Frontex)

EU Budget Implementation

- Member State bodies such as Erasmus+ national agencies, i.e. the German DAAD
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4.2.2 Direct Management

Directly managed are around the 20% of the funds.
Programmes are run directly (exlusively) by the Commission.

There are no third parties! No involvement of the Member States!

All tasks are carried out by the Commission's departments, at its headquarters, in
the EU delegations or through EU executive agencies (Art. 69 FR), e.g. the
European Education and Culture Executive Agency (EACEA), which manages also
parts of Erasmus+ programmes, among others the Jean Monnet Modules.

Directly, the EU Commission pays grants to public or private organisations and
institutions with legal personality, such as universities, universities of applied
sciences, companies, interest groups and non-governmental organisations.
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4.2.2 Direct Management

In the case of direct management, the European Commission is directly
responsible for all steps in the programme's implementation:

* launching the calls for proposals

* evaluating submitted proposals ™
Commission /

exec. agencies

* signing grant agreements

* monitoring project implementation

* assessing the results beneficiaries

* making payments to the beneficiaries
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4.2.2 Direct Management

Typically used for grants for specific projects related to EU policies.

For example, these funds go to projects in the fields of research and development,
education, environmental protection, consumer protection, information society,
energy and transport, as well as to EU external aid measures.

Examples:

- InvestEU 2021-2027 supports sustainable investment, innovation and job creation in
Europe (successor instrument to EFSI/European Fund for Strategic Investments)

- Single Market Programme (SMP) 2021-2027 should help the single market reach its full
potential and ensure Europe’s recovery from the COVID-19 pandemic (successor
instrument to the 2014-2020 programme COSME/Competitiveness of Enterprises and
Small and Medium-sized Enterprises)
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4.2.3 Shared Management

Around the 70% of the funds are under shared management.
This is a system of funding managed in cooperation with the Member States.

Both, the European Commission and national / regional authorities in the
Member States, such as ministries and public institutions, are responsible and in
charge of running a particular programme.

Grants are not disbursed directly by the Commission, but through national and
regional authorities. This means that Member States distribute the funds to the
beneficiaries.

The Member States' administrations (at national, regional and local level) choose
which projects to finance and take responsibility for day-to-day management.
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4.2.3 Shared Management

In most cases, these are large infrastructure projects where the EU funds have to
be co-financed with federal, state, municipal and other funds.

Examples:

So far, five main funds have been used for this under the umbrella of the European
Structural & Investment Funds (ESI-Funds)

ERDF (European Regional Development Fund)

ESF+ (European Social Fund+) (see next slide)

CF (Cohesion Fund)

EAFRD (European Agricultural Fund for Rural Development)
EMFF (European Maritime and Fisheries Fund)
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4.2.3 Shared Management

Example — how it works for the ESF+

©)

At the start of each seven-year programming period, Commission and Member States agree on
key priorities for ESF+ investment, which are set out in national or regional programmes.

Member States are responsible for implementing the planned actions — including selecting
concrete projects for funding and paying project organisers; they allocate funding to a wide
range of organisations (public bodies, private companies, civil society).

The Commission monitors implementation, reimburses expenditure and is ultimately
accountable for the budget.

This shared management works under the partnership principle, where partners and
stakeholders should be associated at all stages from programming to implementation,
monitoring and evaluation in order to get spending as effective and efficient as possible.

As a key principle of ESF+ shared management, co-financing allows that both, the EU and a
Member State’s budget, contribute to the total budget of an ESF+ programme.
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4.2.3 Shared Management

Member State

Shared management — characteristics!

managing agencies /
paying authorities

1.Decentralised implementation because of
a multi-level governance: Art. 63 FR

certification bodies /
audit authorities

beneficiaries

- Member States are on the front line, making sure the budget is spent where it
is needed, by setting up the relevant management and control systems for ex
ante and ex post controls.

- Thus, even within the Member States, the responsabilities are distributed on
different levels: paying agencies, managing authorities, certification bodies,
audit authorities, which the Member States have to provide, Art. 63 FR. EE

ol ®

EU Budget Implementation
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4.2.3 Shared Management

Shared management — characteristics!

2. Detailed rules forseen by the Financial Requlation on how the Member States
have to protect the financial interest of the Union

- respect the principles of sound financial management, transparency and non-
discrimination and have to fulfil their respective control and audit obligations

- take all necessary precautions, including legislative, regulatory and administrative
measures to protect the financial interest of the Union

— designate and supervise appropriate bodies to take responsibility for the management
and control of the Union's funds (previous slide)

3.The Commission supervises the management and control systems set up by the
Member States acc. to Art. 63 Nr. 2 last sentence FR.
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4.3 Special Case: RRF - “new fund management* i

New approach: “direct fund management under RRF”
EU

- Centralised management with full responsibility g mmission

with the Commission (typical for direct manag.)

Member State

= beneficiary!
(Final
recipients)

- and: implementation “through” national systems because of the programming
based on national recovery and resilience plans with “milestones and targets”

- but the Member States are the beneficiaries (!)
and directly disbursed by the Commission

— Because of that apparent mixing up the traditional management modes,
following a spending model that is different from all other instruments used by
the EU in its history, the RRF, indeed, has a new funding mechanism. FE

EU Budget Implementation
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The “new fund management” looks like a paradigm shift.

How can we get able to evaluate the obvious implications on control
and audit, that is the protection of the EU budget?

EU Budget Implementation

We need to be precise on the inescapable impact
on the fund management! FE
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5. RRF’s Impact On Fund Management

5.1 New Elements for EU Funding - overview
5.2 Performance-Based Nature

5.3 Arrangements for EU Budget Protection
5.4 Example Germany

5.5 Summary

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

at the dawn of new paradigms in auditing and protecting the European budget” “NexGen PFI”

eeeeeeeee

TTTTTTTTTT
chchchchchchchchchchchch
UNiver



"

NexGen PFI

5.1 New Elements for EU Funding

We have figured out that there are crucial deviations from the previous
system of fund management in Cohesion Policy — an overview:

Governance & .
Overall framework Programming of

) management .
= [GIF e = RRF’s new direct spending

financed - national RRPs
fund management

Conditions for Monitoring & cost
making payments of implementation Control and audit
- performance- -2 linked to —> other provisions
based for RRF milestones & targets

Impact Fund Management

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

policy and the Recovery and Resilience Facility: A comparative analysis,

Based on: European Court of Auditors, EU financing through cohesion
Review 01, 2023
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5.1 New Elements for EU Funding

Cohesion Policy
In Common

Similiar priorities
(but different purposes)

Allocation takes national
disparities into account

Overall framework

5 policy objectives
(long-term investment policy)

also regional disparities

7-year period,
programmes can be extended

6 pillars
(crisis-response tool)

more closely linked to
reforms

financed through bond
issuance

eligibility period is shorter
(6 years!) and does not
extend beyond 2026

"
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5.1 New Elements for EU Funding s

Governance & management

Cohesion Policy
In Common

Grants are part of not RRF loans
the EU budget

disbursements require
Council involvement

Parliament discharge does
not cover RRF loans

deployment under acommon  implementation ,through®
framework = classical national systems = new way
shared management of direct fund management

l [ ]
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5.1 New Elements for EU Funding s

4
. . c

Programming of spending process O

Cohesion Policy ;E)

In Common Qo

qV)

more centralised %

partnership agreement at based on a single >

national level and one or programming document: _g

several programmes national Recovery and =

(national or regional) Resilience Plans (RRP) L

4

L @)
Commission’s assessment 3 months 2 months O
O

Adoption Commission Council c

partnership principle
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5.1 New Elements for EU Funding

Conditions for making payments

Cohesion Policy
In Common

Management declarations
linked to payment conditions

financing primarily based on
the reimbursement of
incurred costs

Yearly pre-financing 0.5%;
max. 6 payments per year

managing authority; yearly;
expenditure legal and regular

co-financing 15-60%

financing soley based on
achievement of concrete
outcomes - not linked to costs

faster disbursement of funds

higher pre-financing (13 %);
pre-defined instalments
(2/year)

each payment request;
achievement of
milstones/targets

no co-financing required

"
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5.1 New Elements for EU Funding s

Monitoring & cost of implementation

Cohesion Policy
In Common

monitoring linked to
milestones & targets

performance disconnected
from financial reporting for
Cohesion Policy

efforts to increase
transparency: Recovery and
Resilience Scoreboard

Impact Fund Management

late ex-post evaluation

Costs difficult to be assessed !E
[ ]
“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors o

;;;;;;;;;
at the dawn of new paradigms in auditing and protecting the European budget” “NexGenPFI” ~ UNiversiza b1 Pisa



"

5.1 New Elements for EU Funding s
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Control & audit
Cohesion Policy
In Common
checks mainly focus on checks focus on satisfactory
regularity of expenditure fulfilment of
declared milestones & targets

2023: method clarified for
cases of non-attainment of
milestones and targets

relies more on effectiveness
of national systems to
protect EU’s financial interest
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Control and audit

—> other provisions

We will focus on the impact on control and audit.

Two aspects should be considered more closely:

(1) The performance-based nature of the RRF
(2) Arrangements for the EU budget protection

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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5.2 Performance-Based Nature

Recital 18, Reg. (EU) 2021/241:

The types of financing and the methods of implementation under this Regulation should be chosen on the basis of
their ability to achieve the specific objectives of the actions and to deliver results, taking into account, in particular,
the costs of controls, the administrative burden, and the expected risk of non-compliance. Non-repayable financial
support under the Facility should take the form of a sui generis Union contribution to be determined on the basis of
a maximum financial contribution calculated for each Member State and taking into account the estimated total
costs of the recovery and resilience plan, which should be paid based on the achievement of results by reference to
milestones and targets of the recovery and resilience plans. Therefore, such contribution should be established in
accordance with the sector-specific rules provided in this Regulation, pursuant to the rules on simplification relating
to financing not linked to costs laid down in Article 125(1) of the ‘Financial Regulation’. Specific rules and
procedure should therefore be laid down in this Regulation, subject to the general principles of budgetary
management under the Financial Regulation, concerning the allocation, implementation and control of non-
repayable financial support under this Regulation. Financing not linked to costs should apply at the level of payments
from the Commission to Member States as beneficiaries, irrespective of the reimbursement in any form of financial
contributions from Member States to final recipients. Member States should be able to use all forms of financial
contributions, including simplified cost options. Without prejudice to the right of the Commission to take action in the
event of fraud, corruption, conflicts of interests or double funding from the Facility and other Union programmes,
payments should not be subject to controls on the costs actually incurred by the beneficiary.
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5.2 Performance-Based Nature

The RRF implementation under direct management follows specific rules:

- grants take the form of “a sui generis Union contribution” to be determined on
the basis of a maximum financial contribution calculated for each Member State
taking into account the estimated total costs of the RRP

- payments are solely based on the progress in the achievement of the reforms
and investments defined in “milestones and targets” of the national RRPs

- payments should expressly not be subject to controls on the costs actually
incurred by the beneficiary
- such financing not linked to costs is possible under Art. 125 Nr. 1 (a) (ii) FR

= RRF is the first instrument foreseeing direct financial support solely linked to
achievement of results by reference to previously set “milestones and targets”
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5.2 Performance-Based Nature o

4
. c

What are milestones and targets? Q
. . Q

For the RRF For Cohesion Policy 00

qV)

c

Milestone gualitative intermediate value in relation to ®
measure of progress towards the an output indicator used under >

achievement of a reform or an a specific objective, to be _8

investment achieved by a pre-determined S

date L

. . . 4_)

Target guantitative pre-agreed final value to be %
measure of progress towards the achieved in relation to an o

achievement of a reform or an indicator used under a specific -

investment objective T
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5.2 Performance-Based Nature

The assessment of “milestones and targets” is crucial for the whole procedure:

- pre-financing rate (up to 13 %) may flow from the Commission to the Member
State at its request after the adoption of the RRP, Art. 13 Reg (EU) 2021/241

- disbursement of further instalments (requests possible twice a year) depends
on the Commission’s assessment (within 2 months!) of satisfactory fulfilment of
the agreed “milestones and targets”, Art. 24 Nr. 2-5 Reqg (EU) 2021/241

- in case of non-satisfactory fulfilment, suspension of a payment (fully or
partially; grace period for the state: 6 months), reduction of the financial
support are possible or theoretically even the termination of the agreement,
Art. 24 Nr. 6-9 Reg (EU) 2021/241

(a security retention mechanism like for the cohesion policy funds does not exist because the assessment
is given before authorising payment)
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5.2 Performance-Based Nature e

The assessment of “milestones and targets” should be based on clear conditions
and requires a detailed analysis to determine if the Member State have fulfilled its
obligation in a satisfactory way.

- responsability for the assessment, thus the “correct payments”, is fully with the
Commission (which discusses the status of fulfilment also with the Parliament)

- for the effective monitoring of the implementation the Member States report
twice a year on common indicators (see next slide) to the Commission in the
context of the European Semester on the progress they made in the
achievements of their RRPs, Art. 27, 29 Reg (EU) 2021/241

- the Commission monitors the implementation, Art. 29 Reg (EU) 2021/241 and
provides an annual report to Parliament and Council, Art. 30 Reg (EU) 2021/241

Impact Fund Management

®
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5.2 Performance-Based Nature e

The set of common indicators related to the objectives of the RRF and linked to the
six policy pillars is set up in the Commission Delegated Regulation (EU) 2021/2106.

- They show key results of the RRPs’ implementation towards common objectives
- They demonstrate aspects of the overall performance and impact of the RRF

— They cover a variety of policy areas addressed in the national RRPs

- They all start with a baseline of 0 and do not have pre-defined targets

- Member States report on them twice a year

- The Commission calculates an aggregate for the RRF on this basis

Impact Fund Management

— Data on the common indicators are published on the recovery and resilience
scoreboard, displaying EU countries’ progress in implementing their RRPs. FE
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5.2 Performance-Based Nature

Efforts to improve the process, made by the Commission in the meantime:

- Adaption of the European Semester process (see next slide) to guide and
complement the implementation of the RRPs in the Member States
(the plans should effectively address challenges identified in the European
Semester, esp. country-specific recommendations (CSRs) adopted by the Council)

- New: Preliminary assessments of the payment requests are published

- New: Publication of the framework for assessing the satisfactory fulfilment,
COM(2023) 99 final, annex |

- New: Publication of the methodology for the payment suspension procedure,
COM(2023) 99 final, annex I
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Interlocking of

5.2 Performance-Based Nature
Nov |Dec [Jan [Feb [Mar [Apr [May [Jun |Jul |Aug [Sep [Oct

RRF

Autumn package
(November)

European Semester
documents with RRF
refevance (ASGS, JER,
EAR, AMR, Opinions on
DBPs of EA Member
States).

European Semester

-
Payment
requests and

2x per year)
L

assessment (max

( integrated

continuing
dialogue and

monitorin
e a

RRAF/Semester

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

RRF scoreboard,

common

indicators

(2x per year)
:2?;::’ Spring packa
it European Semester
> documents with RRF
'r!CI' RRF relevance
mnn_ual (Communication,
t';p‘::;'_'“ proposal for CSR,
A"',” Country Reports, In-

il depth reviews, SGP
\, / documenis)

Stability and
convergence

programmes
(by end-April)

Commission [ Member States J
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annual report

RRF scoreboard,
common
indicators

(2x per year)

RRF bi-annual

reporting
(mid-October)

DBPs of EA
Member
States
(mid-Cctober)

European

Commission

Source: https://commission.europa.eu/business-economy-euro/economic-

recovery/recovery-and-resilience-facility _en#scoreboard
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5.3 Arrangements for EU Budget Protection

Recital 54, Reg. (EU) 2021/241:

The Commission should ensure that the financial interests of the Union are effectively protected. While it is
primarily the responsibility of the Member State itself to ensure that the Facility is implemented in compliance
with relevant Union and national law, the Commission should be able to receive sufficient assurance from Member
States in that regard. To that end, in implementing the Facility, the Member States should ensure the functioning of
an effective and efficient internal control system and recover amounts unduly paid or misused. In that regard,
Member States should be able to rely on their regular national budget management systems. Member States
should collect standardised categories of data and information allowing the prevention, detection and correction of
serious irregularities, meaning fraud, corruption and conflicts of interests, in relation to the measures supported by
the Facility. The Commission should make available an information and monitoring system, including a single data-
mining and risk-scoring tool, to access and analyse this data and information, with a view to a generalised
application by the Member States.
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5.3 Arrangements for EU Budget Protection

The RRF implementation under direct management follows specific rules:
- Art. 63 FR (control & audit framework) not applicable = no predefined design

- According to Art. 19 Reg (EU) 2021/241 the national RRPs have to provide for
an effective and efficient internal control and audit system according to the
Member States’ own practices and national law.

- Art. 22 Nr. 1 Reg (EU) 2021/241 explicitly allows Member States to rely on their
regular national systems of budget management.

- Protection of the EU’s financial interests depends to a higher
degree on the effectiveness of national systems to prevent, detect,
correct irregularities and on the timely information thereof by the
MEMDEr STAteS. et umasms e s e s os v Eupan s v i comor i
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5.3 Arrangements for EU Budget Protection

Under Art. 22 Nr. 2 Reg (EU) 2021/241 Member States have to

regularly check that financing provided has been properly used in accordance
with all applicable rules

take appropriate measures to prevent, detect and correct fraud, corruption etc.

accompany a request for payment by a management declaration that the funds
were used for its intended purpose and by a summary of the audits carried out

collect data on final recipients of funds and make this available upon request by
the Commission, OLAF, EPPO and the ECA.

- On this basis, the Commission may carry out on-the-spot checks on
a horizontal or risk-based approach, covering all countries.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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5.4 Example Germany

Deutscher Aufbay-

und Rﬂsjlicnzp!an

Overview of the German RRP

10 components Egc{}"‘} 40 measures

129 Milestones | (") € 25.6 bn in
& Targets v/ grants

n European
Commission

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

https://www.bundesfinanzministerium.de/Content/DE/Standardartikel/

Themen/Europa/DARP/deutscher-aufbau-und-resilienzplan.html

Source image:
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5.4 Example Germany Ll

» Corruption Milestones and targets:

Double funding » Clear and comprehensive milestones and targets.
» Robust verification mechanisms, data collection and

responsibilities.
E
B

l [ ]
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5.4 Example Germany

Implementation, administration, monitoring/controlling of the German RRP:

Responsible is a central coordination office (project group) in the Federal Ministry
of Finance

» for the monitoring progress against the milestones and targets

» for the monitoring and implementation of control and audit activities and audit
measures

» for the reporting (Art. 20 Reg (EU) 2021/241) on the milestones and targets, the
relevant indicators, but also for qualitative financial information and other data

» for the applications for RRF payments (Art. 19 Reqg (EU) 2021/241)

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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5.4 Example Germany

» Based on the ex-ante evaluation of the German RRP by the independent
economic research institute DIW, an ex-post evaluation of the
implementation will be coordinated and carried out by the DIW.

» The audit and control function is in the hands of a specific coordinating unit
with independent staff: control and coordination of the monitoring activities
with the aim of avoidance of fraud, corruption and conflict of interest, in
accordance with existing national regulations.

» The main actor for carrying out the audit functions and audit activities is the
independent Federal Audit Office (“Bundesrechnungshof”): its auditors will
work closely with the respective audit units of the ministries and rely on their
respective audit results.

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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NexGen PFI

5.5 Summary: Control and Audit

Internal control
and audit

Before payment (1) Member States describe their internal control systems in their
RRPs = no Art. 63 FR
(2) Commission assesses these systems and sets further milestones
if necessary

At payment (1) Member State level
- Legality and regularity of payments is based on achievements of
milestones and targets = only (FNTLC)
- Compliance with the applicable EU and national rules to protect
the EU financial interests—> to be declared
(2) Commission assesses whether milestones and targets have
been statifactorily fulfilled, if not suspension is possible

Impact Fund Management

After payment ... (next slide)

Based on: European Court of Auditors, EU financing through cohesion
policy and the Recovery and Resilience Facility: A comparative analysis,

Review 01, 2023, p. 64
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5.5 Summary: Control and Audit

Internal control

and audit

Before payment ... (previous slide)

At payment ... (previous slide)

After payment Commission carries out:

- Ex post audits of milestones and targets, reported by the
Member States

- System audits of the monitoring data collection systems (before
or after payment)

- System audits of measures to protect the EU financial interests

- Ad hoc audits where serious irregularities are suspected

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors

Based on: European Court of Auditors, EU financing through cohesion
policy and the Recovery and Resilience Facility: A comparative analysis,

Review 01, 2023, p. 64
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Opening of the discussion on the implications for the auditor!

Impact Fund Management
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6. ? Implications For The Auditor ? e

Question 1

What is the difference regarding “control and audit” between the classical shared
management and the “new form“ of direct management under RRF?

Question 2

Who is the contact point for “control and audit®, e.g. for data procurement or spot
on checks, under the RRF?

‘ l ®
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6. ? Implications For The Auditor ? i

Question 3

Reflect the fact, that national independent audit authorities (like for shared
management under Art. 63 Nr. 3 FR) are not foreseen under direct management!

Keep in mind that in the past these authorities have been the cornerstone of the
overall assurance process:
- providing assurance to the Commission that the national management systems and internal

controls for operational programmes function effectively, thereby ensuring the legality and
regularity of expenditure

- responsible for independent ex post controls and acting as an extension of the Commission in
the Member States

- delivering a report which has been the basis for the ECA to determine the error rate !E
. .

“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors
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6. ? Implications For The Auditor ? st

Question 4

Search for the central responsible body in the Italian RRP, as we have seen it for
Germany: https://www.governo.it/sites/governo.it/files/PNRR.pdf

Question 5

What is the challenge of the solely performance-based nature of the RRF
regarding (internal and external) audit and control?

‘ l o
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6. ? Implications For The Auditor ? st

Question 6

How useful are the data on the Recovery and Resilience Scoreboard? Take Italy as
an example. https://ec.europa.eu/economy finance/recovery-and-resilience-
scoreboard/country overview.html?country=Italy

Question 7
Discuss the “milestones and targets“-financing method under the RRF.

‘ l o
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6. ? Implications For The Auditor ? i

Question 8

What other risks do you see for the protection of the EU's financial interests?

Question 9

Do you think, that the Commission gets sufficient information on whether the
funds are used in accordance with national and EU requirements?

Keep in mind that the Court of Auditors under Art. 287 Nr. 2 TFEU shall examine whether all
revenue has been received and all expenditure incurred in a lawful and regular manner and
whether the financial management has been sound. In doing so, it shall report in particular on
any cases of irregularity.

For that the Commission shall forward to the Court of Auditors, at its request, any document or

information necessary. !E
®
“NGEU and safeguarding the EU’s financial interest: the challenging roles for the European and the Italian Court of Auditors !
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