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Notice to the reader:

This brochure was produced by the
External Relations Department of the
European Court of Auditors purely
for information purposes. it is not,
therefore, in any sense an official
interpretation of the functions
conferred upon the Court by the

Treaties.

For practical reasons, only the
provisions of the Treaty establishing
the European Community (EC) have
been cited. Similar provisions exist in
the Treaties establishing the
European Coal and Steel Community
(ECSC) and the European Atomic

Energy Community (EAEC).
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AUDITING THE MIANAGEMENT OF PUBLIC FUNDS

‘

.. the specific objectives of auditing
[are] the proper and effective use of pub-
lic funds; the development of sound finan-
cial management; the orderly execution
of administrative activities; and the com-
munication of information to public
authorities and the public through the
publication of objective reports... ."!

The above definition sums up the func-
tion of auditing very well, namely to
examine the acts of those responsible
for management, with the double aim
of improving results and accounting to
the taxpayer for the managing authori-
ties' use of public funds.

Under the constitutional systems of
modern States the auditing function is
generally considered to be one of the
elements which ensure that the activi-
ties of the public sector are conducted
democratically. Within the organiza-
tional framework of public-sector fi-
nancial management, it normally takes
two separate but complementary
forms, known respectively as internal
control and external auditing.

INTERNAL CONTROL AND
EXTERNAL AUDITING

In the context of the separation of pow-
ers that normally characterizes the im-
plementation of national budgets (the
management of funds is kept separate
from the monitoring of their utiliza-
tion), internal control is carried out in-
dependently, ex ante or ex post, within
the body responsible for management.
When it is carried out ex ante, as is

generally the case in the Community
system, its role is to verify in advance
the legality of each item of revenue or
expenditure and provide the manage-
ment authority with an assurance that
measures concerning, in particular, the
safeguarding of the assets and the
reqgularity of the accounting are ade-
quate. The fact that such controls have
been carried out is usually indicated by
some form of signature and the check
itself is normally the final stage pro-
vided for in the management systems
before the operations in question are
carried out.?

External auditing, on the other hand,
implies the existence of a body which
is entirely separate from and inde-
pendent of the authority responsible
for management. The institution in
question is usually responsible for the
whole public sector and its activities
include comprehensive audits, which
usually combine auditing the accounts
and examining the legality of revenue
and expenditure with consideration of
the soundness of the management.
This type of auditing may be termed
‘global’, because its ultimate aim s,
firstly, to provide an assurance as to the
transparency and reliability of public
accounts and the legality of the opera-
tions carried out and, secondly, to
evaluate the results achieved in relation
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to the objectives targeted and the re-
sources employed.

In principle, these two types of control
are complementary: the external audit
looks at the results of internal control
checks and carries out a broad evalu-
ation, using this as a starting-point for
more thorough checks and thus avoid-
ing unnecessary duplication, if internal
control is found to be functioning sat-
isfactorily.

This type of public finance review gives
the external auditors an overview of the
situation, enabling them to situate the
various failings and shortcomings
found in a global context and to iden-
tify the underlying management sys-
tem weaknesses that give rise to them.

It is not the function of an external
auditor to make judgments of a politi-
cal nature on the policies that manag-
ing authorities intend to pursue. His
task is to comment on the implemen-
tation and concrete results of these
policies and to call for any changes that
may be deemed necessary by indicating
where and why they should be made.
In accordance with the principle of the
separation of powers, the external
auditor will then leave it to the authori-
ties responsible for management of
public funds to establish how to make
them.

In conclusion, auditing in its broadest
sense does not only involve uncovering
shortcomings or devising sanctions; it

European Court
of Auditors

External audit of
the finances of the
European Union

is primarily an efficient way of improv-
ing management and hence of improv-
ing the results it is intended to achieve.

Annual
report

Opinions

Special
reports




WHY IS A EUROPEAN COURT OF AUDITORS NEEDED?

The observations made in the preced-
ing chapter point to the conclusion that
external auditing is a necessary corol-
lary of the management of public
funds, especially where the amounts
involved are very high.

The existence of an autonomous Euro-
pean Union budget, separate from that
of the Member States, and the fact that
this budget is managed independently
by the European institutions are two
arguments in favour of the creation of
a specific external institution with spe-
cific responsibility for the audit of Com-
munity revenue and expenditure.

THE DEVELOPMENT
OF THE EUROPEAN UNION'S
PUBLIC FINANCES

The creation of a European Court of
Auditors' coincided with two particu-
larly important events — the extension
of the European Parliament's powers in
the field of budgetary control and the
use of own resources to finance the
whole of the European Union budget.

With regard to the first of these points,
it should be noted that the Treaty
which created the Court of Auditors

also invested the European Parliament
with the power of granting discharge
to the Commission in respect of the
implementation of the budget, which
is the latter's responsibility.?

A further resource, the VAT own re-
source, based on the application of a
uniform rate to the Member States'
VAT assessment bases, was added to
the existing own resources (customs

‘ aYaYay,
61607946323

9583378
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Own resources 1995

(Mio ECU)

Total: 75 438 of which

. Sugar and isoglucose
| 1017.6

Customs duties
12 942.1

VAT
39 894

GNP
15 444

Agricultural levies
946.2

duties and agricultural levies). The VAT
resource was planned for 1975, but did
not actually make its appearance until
several years later, and was then fol-
lowed by a fourth own resource based
on GNP.

A FULLER AND BROADER
FORM OF CONTROL

In parallel with the increase in own re-
sources and the granting to the Euro-
pean Parliament of the power to grant
discharge for the implementation of the
budget, it became essential to make a
qualitative change in the external audit
of the latter, which had hitherto been
carried out by an audit board (for the
general budget) and an auditor-general
(for the budget of the European Coal and
Steel Community (ECSQC)).

At the functional and structural levels,
it became necessary to create an inde-
pendent organization with adequate
resources. At the initiative of Mr H.
Aigner, President of the European Par-
liament's Budgetary Control Commit-
tee, who since 1973 had strongly
argued the case for a Community-level
audit body, the European Court of
Auditors was established by the Treaty
of Brussels of 22 July 1975. Having
become operational in October 1977,
the European Court of Auditors was
promoted to the rank of a Community
institution on 1 November 1993 with

the entry into force of the Maastricht
Treaty. As regards audit powers, this
body was granted the right to organize
its own audits independently and to
extend them explicitly to include the
field of sound financial management
(which is not yet the case for some of
the national audit institutions (NAIs)).

The object of all these provisions was to
ensure that the ever-growing Commu-
nity resources would be subjected to a
level of control that was at least the
equivalent of that provided by the NAIs
with regard to the budgets of their coun-
tries. At the same time, there was a need
for the body in question to be able to use
its audit work as the basis for proposals
to encourage the institution responsible
for management (the Commission), and,
to a similar extent, the legislative author-
ity (the Council of the European Union
and the European Parliament)® to make
the necessary improvements.

In short, the creation of the European
Court of Auditors illustrated the Com-
munity's need for a ‘financial con-
science’, as Mr H. Kutscher, the then
President of the Court of Justice, de-
fined it at the time of its inauguration
in October 1977.

! The Treaty of Brussels was signed on 22 July
1975 and the Court of Auditors took up its
duties at the end of 1977.

? See Articles 205 and 206 of the EC Treaty,
which are quoted in Annex 1.

! The Treaty on European Union, which en-
tered into force on 1 November 1993, granted
legislative powers to the European Parliament.




THE STRUCTURE OF THE EUROPEAN COURT OF

AUDITORS

THE MEMBERS

The European Court of Auditors is or-
ganized and functions in accordance
with the principle of collective respon-
sibility. The EC Treaty states that there
are to be 15 Members of the Court.!
The Members are appointed for a (re-
newable) term of six years by the Coun-
cil of the European Union, acting
unanimously after consulting the Euro-
pean Parliament.?

As for the principles governing the ap-
pointment of the Members, the EC
Treaty specifically mentions three crite-

ria: they must be qualified and inde-
pendent and they must work full time
at the Court.

In fact, the Members of the Court of
Auditors are chosen from among per-
sons who belong or have belonged to
external audit bodies in their respective
countries, or who are especially quali-
fied for this office.?

They must be completely independent,
and, in the performance of their duties,
they may neither seek nor take instruc-
tions from any government or any
other body. They must also refrain from

List of Presidents of the Court since its foundation in 1977

Sir Norman Price (UK)
Senior Member — 18.10.1977-10.11.1977

Michael Murphy (IRL)
11.11.1977-17.10.1981

any action that is incompatible with
their duties.*

During their term of office, the Mem-
bers of the Court of Auditors may not
engage in any other occupation,
whether gainful or not.>

THE PRESIDENT

The President of the European Court of
Auditors is elected by the Members for
a term of three years and may be re-
elected. His role is that of a primus inter

Pierre Lelong (F)
18.10.1981-17.10.1984
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pares and he ensures that the various
departments of the Court operate
smoothly and that the institution dis-
charges its duties correctly. He is also
its representative in its external rela-
tions, especially with the other Euro-
pean institutions and the NAls.

THE COURT'S INTERNAL
ORGANIZATION

The European Court of Auditors enjoys
organizational autonomy and has
adopted its own rules of procedure. Its
audit functions are carried out by audit
groups which divide up the various
auditing sectors among the members
in each group and, first and foremost,
are responsible for the groundwork for
the Court's subsequent deliberations.

Marcel Mart (L)
18.10.1984-8.1.1990

Each Member of the Court, except for
the President and the two Members
responsible for the ADAR audit (devel-
opment and reports) sector and, the
SOA (statement of assurance) sector
respectively, is also appointed counter-
rapporteur for an audit sector other

Aldo Angioi (1)
9.1.1990-20.12.1992

than his own. The counter-rap-
porteur's brief is to deliver an opinion
on the audit planning memorandum,
the draft chapters for the annual report
and the draft observations or opinions
that the rapporteur intends to submit
to his audit group and to the Court.

André Middelhoek (NL)
21.12.1992-20.12.1995




General budget for the
European Union

79 845 (Mio ECU)
3 %
Administrative
appropriations for the
European Union
3999

Mio ECU)

The fact that the Court is collectively
responsible for its actions means that
the individual Members are answerable
to it for the activities of their sectors
and, more especially, that the Court as
a whole decides how the observations
that emerge from its audits are to be
followed up and is thus responsible for
adopting its annual reports, special re-
ports and opinions.

Taking into account all categories of
staff (both permanent and temporary
posts), the Court's establishment com-
prises approximately 500 people. As is
the case for all European institutions,
staff distribution takes account of the

10

Costs of administration — 1995

- European Commission

European Parliament

» Council, ESC and
Committee of the Regions

I Court of Justice
- European Court of Auditors

multilingual context of the Court's
work.

The seat of the European Court of
Auditors is in Luxembourg.

THE ADMINISTRATIVE BUDGET

In 1995, the appropriations in the Euro-
pean Court of Auditors' section of the
general budget of the European Union
(which are managed directly by the
Court itself) amounted to ECU 52.1
million, or about 1.3% of the adminis-
trative expenditure of the European in-

stitutions as a whole (or 0.06% of the
general budget total).

External audits of the utilization of
these appropriations are carried out by
the same members of the Court's staff
who are responsible for auditing the
administrative expenditure of all the
institutions. These audits may give rise
to the publication of observations in
the Court's annual report.

In order to guarantee the greatest pos-
sible transparency in the implementation
of the European Court of Auditors' sec-
tion of the budget, a further audit is
carried out every year by a private firm of
accountants. The results of this audit are
forwarded to the European Parliament
and are published in the Official Journal
of the European Communities.®

EC Treaty, which is
e Member for

e Europ Jni
eeting at Brusselson 10 and
firmed this principle and
the .number of Members'

nResnlut%on A3-0345/92 of
; C33'f ':1992, P 51) the

‘ fmanda! year 1992. :
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EUROPAISCHES PARLAMENT

ENTWURE EINES BERICHTS

Uber

den vom Rat vorgeschlagenen Entwurf eines

: Bestimmungen {iber die Schaffung
uropdischen Rechnungehofs (Dok. S01/74)

Berichterstatter: Herr Heinrich Aigner

The rapporteur:
Mr Heinrich Aigner,
President of the Committee on Budgetary Control

PE 41 183

Facsimile of the first page of the draft report
of the European Parliament on the draft Treaty
establishing a European Court of Auditors



THE ROLE OF THE EUROPEAN COURT OF AUDITORS
IN THE INSTITUTIONAL FRAMEWORK
OF THE EUROPEAN UNION

Alongside the European Parliament, tions independently and autono- establish the extent of publicity to be
the Council of the European Union, the  mously. It is free to organize its own given to its special reports and opin-
Commission and the Court of Justice, work, and, in particular, to plan itsown ions.

the European Court of Auditors carries  auditing activities, to decide when and

out its control and consultative func-  how to present its observations and to




The Treaty on European Union, which
came into force on 1 November 1993,
enhanced the Court's authority and
strengthened its position of inde-
pendence by raising it to the rank of a
Community institution. The Court's
new status gives it access to the various
forms of legal redress that are available
to the institutions and has thus rein-
forced the safeguards which ensure
that it is able to perform effectively.

THE EUROPEAN UNION'S
‘FINANCIAL CONSCIENCE’

The Court of Auditors' main task is to
monitor the European Union's finances
and point out areas where the man-
agement needs to be improved.

The EC Treaty stipulates that the Court
of Auditors is to assist the European
Parliament and the Council of the Euro-
pean Union in exercising their powers
of control over the implementation of
the budget and, more generally, that it
may, at any time, submit observations
on specific questions and deliver opin-
ions at the request of one of the Euro-
pean institutions.!

The Court's task of assisting the Euro-
pean Parliament and the Council of the
European Union is carried out mainly
within the procedure for the discharge
in respect of the implementation of the
budget, which provides the Court with

the most appropriate opportunity to
present the observations contained in
its annual report? for the previous fi-
nancial year to the competent authori-
ties. Immediately after its adoption, in
November each year, the President of
the Court presents the report to the
European Parliament. Itis the key factor
in the Parliament's decision on whether
to grant discharge to the Commission.?

The Court normally exercises its right to
submit observations on specific ques-
tions by way of special reports,* which
record the audit results obtained, usu-
ally over several financial years, in spe-
cific management areas. These reports
are also taken into consideration as
part of the discharge procedure.

13



The other Community institutions may
also request the Court to deliver opin-
ions® on particular guestions. The opin-
ion of the European Court of Auditors
is also an obligatory requirement for
the adoption of any legislation that is
financial in nature, especially legislation
concerning financial regulations and
the making available of own re-
sources.®

The Treaty on European Union has
added a new and vital element to the
European Court of Auditors' tasks. Itis
now required to provide the Council of
the European Union and the European
Parliament with a statement of assur-
ance as to the reliability of the accounts
and the legality and regularity of the
underlying transactions and revenue
received and payments to final benefi-
caries, in particular.” It is designed to
attest to the regularity of the use that
is made of the Union's finances, by
giving a general assurance as to the
degree to which the European taxpay-
ers' money has been used in the in-
tended place and for the intended
objectives. These provisions have thus
further enhanced the formal status of
the opinion which the European Court
of Auditors is required to provide con-
cerning the implementation of the Un-
ion's budget.

14

A PROCEDURE WHICH TAKES
ACCOUNT OF THE AUDITEE'S
REPLIES

The observations which the Court of
Auditors publishes in its annual and
special reports are accompanied by the
replies to them that it has received from
the Commission and the other institu-
tions concerned. As soon as the initial
findings are known, the institutions
that have been audited are, in fact,
given the opportunity to justify their
management and formulate such
counter-arguments as they feel to be
necessary. The Court then takes them
into account before it adopts the final
observations.

t See Article 188c(4) of the EC Treaty, whicht is
guoted in Annex 1.

2 The report is published in the Officlal Journal
of the European Communities. it also contains,
for the record, a fist of the reports and opinions
adopted by the Court during the previous five
yeats.

3 See Article 206 of the EC Treaty and Article 89
of the Financial Regulation, which are quoted
in Annexes 1 and 2.

4 These documents are normally published in
the Official Journal of the European Communi-
tes.

5 See Article 188c(4) of the EC Treaty, which is
quoted in Annex 1. The Court's opinion is com-
municated only to the institution which re-
quested it. The Court does not publish these
opinions.

6 See Article 209 of the EC Treaty, which is
guoted in Anniex 1. These opinions are publish-
ed inthe Official Journal of the Eurapean Com-
rmunities.

7 See Article 188¢(1) of the EC Treaty, which is
quoted in Annex 1.

EUROPEAN COURT OF AUDITORS




"

c?s:.a
LD

s



REVENUE AND EXPENDITURE SUBJECT TO SCRUTINY
BY THE EUROPEAN COURT OF AUDITORS

The European Court of Auditors exam-
ines the revenue and expenditure of
the Communities and of all bodies set
up by them, in so far as the relevant
constituent instrument does not pre-
clude such examination.!

The Court therefore audits not only the
general budget of the Union, but also
Community loans and borrowings, the
revenue and expenditure entered in
the ECSC budget, as well as the reve-
nue and expenditure of the European

Development Funds (EDFs), the Euro-
pean Centre for the Development of
Vocational Training (Cedefop), the
European Foundation for the Improve-
ment of Living and Working Condi-
tions, the Euratom Supply Agency, the
Joint European Torus research under-
taking, the European Schools and cer-
tain other bodies.

The Agreement concerning the crea-
tion of the European Economic Area
(EEA)? was concluded between the

Member States of the European Union,
on the one hand, and six member
States of EFTA. Three of them, Iceland,
Norway and Liechtenstein, are still
EFTA members. Austria, Finland and
Sweden, on the other hand, have
joined the Union. The Agreement pro-
vides for the latter to participate in
various areas of Community activity
and accordingly make financial contri-
butions to the Union budget. As re-
gards the question of auditing this
additional revenue and expenditure,

General budget of the European Communities for 1995
Breakdown of appropriations by subsection
(appropriations for commitment)

L Total: ECU 79 845.6 million ]

(Million ECU and %)

B1: EAGGF-Guarantee Lt

37 397.5 (46.9%)

A: Administrative expenditure
3999.3 (5.0%)

BO: Refunds,
guarantees and

reserves 1 870.0 (2.3%) 110.0(0.1%)

f_’_/-’

L

B8: Common foreign and B7: Cooperation with developing
security policies

countries and other
third countries 5 085.5 (6.3%)

B2: Structural operations,
other agricultural and

regional operations, transport
and fisheries 26 649.7 (33.5%)

B3: Training, youth,

culture, audiovisual

media, information and other
social operations

757.9 (0.9%)

‘/84; Energy, Euratom nuclear
P |

B6: Research and

technological development
2991.7 (3.7%)

safeguards and environment
226.4 (0.3%)

B5: Consumer protection,
internal market,

industry and trans-European
networks 758.3 (0.9%)

16
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the Agreement provides that the Euro- ~ Other appropriations that are subject to audit by the European Court of Auditors
pean Court of Auditors is to retain the  are shown in the following table:

audit powers which it enjoys with re-
gard to the implementation of the gen-

eral budget.? - Planned expenditure
Description 19955

(million ECU)*

Overall Community lending and bor-
rowing activities, particularly in the
fields of the European Coal and Steel Budget of the European Coal and Steel Community 291
Community (ECSC), the New Commu-
nity Instrument (NCI), measures in sup-
port of Member State balances of | Joint European Torus’ 88.1
i the_ European Atomic En- European Centre for the Development of Vocational
ergy Community (Euratom) and meas- | Training’ 10.1
ures in support of the countries of : —
Central and Eastern Europe, amount in European Foundation for the Improvement of Living and
1995 to a total of approximately Working Conditions’

ECU 29 000 million.

General budget of the European Union® 75 438

European Schools’ 140

135

To this should be added the appropria-
tions allocated to the European Devel-
opment Funds which represent an

The general budget of the Union, which is the largest item, is made up as follows
(1995 figures):

overall allocation of ECU 10 950 mil- (million ECU)
lion for the period 1991-95 (seventh Clistoifs
EDF). i
) Revenue i % i % du_tles ki % | Sundry | %
resource resource agricultural
levies
75 438, of which: 39894 | 53 | 15444 | 20 14905 [19.8| 5194 | 6.8

" EAGGF
8
Expenaitre Guarantee| % Stretural % '”te,”.‘a' % Extgrqal % |Sundry | %
Bagtien measures policies policies

: See Artecle 7

whichis quotedin Annex3. | | 75438,
' ECU 1 = approximately BFR/LF of which:
 ° In payment apprc s .

37394 |49.5| 23480 [31.1| 4497 |59| 4197 |55|5870|7.8

The volume of revenue and expenditure subject to audit by the European Court

gets ¢ bod
'_ﬂancedﬁﬂmthegeﬂefalbudge’ﬁ . of Auditors represents approximately 4 to 5% of the total budgets of all the
fme e 0 | Member States




THE AUDIT OF THE ACCOUNTS AND THE EXAMINATION
OF LEGALITY AND REGULARITY AND THE SOUNDNESS
OF THE FINANCIAL MANAGEMENT

THE EUROPEAN COURT OF
AUDITORS' AUDITING POWERS

In accordance with the provisions of
the EC Treaty, the audits carried out by
the European Court of Auditors are
based on records and may, if necessary,
be performed on the spot in the other
European institutions and the Member
States. The documents and informa-
tion which the Court needs to carry out
its task are forwarded to it, at its re-
quest, by the other European institu-
tions, the NAIs and the competent
national departments.' This includes, in
particular, access to accounting and
administrative documents — including
data held on the computer systems of
the Commission and the Member
States — in connection with operations
under the Union budget.?

THE NATURE OF THE COURT'S
AUDITING RESPONSIBILITIES

In accordance with the provisions of
the EC Treaty, the European Court of
Auditors examines the accounts of

18

Community revenue and expenditure
and considers whether the revenue has
been received and the expenditure in-
curred in a lawful and regular manner
and whether the financial manage-
ment has been sound.?

The purpose of the examination of the
accounts is to check that the amounts
due to and owed by the Union have
been duly established, recorded, en-
tered in the accounts and, respectively,
recovered or paid, and to verify that the
operations carried out have been
backed up with supporting documents
and that the available information is
sufficient to enable the management
and control authorities to carry out
their respective tasks to the full.

The accounting system must conform
to generally accepted standards and, in
particular, must incorporate measures
and procedures which ensure that all
transactions are recorded, the assets
are safeguarded and there is provision
for preventing and detecting fraud.

The Court's examination as to legality
and regularity, on the other hand, is
based first and foremost on checking

Legality

Sound financial
management

whether individual acts of assessment
and payment of revenue, and, in paral-
lel with these, individual commitment
and payment operations, have been
carried out in compliance with the rele-
vant legal provisions (sectoral regula-
tions, conventions, mandates,
agreements and contracts). The audit
of legality — which is one of the fun-
damental elements of the Court's remit
— also includes a review of the man-
agement as a whole. It therefore in-
cludes not only an assessment of the
extent to which revenue and expendi-

EUROPEAN COURTOF AUDITORS



ture conform to the underlying legisla-
tion, but also checks as to their legality
in relation to the Treaty and secondary
legislation (the budget and the budget
nomenclature, the Financial Regulation
and internal management rules).

As for the question of establishing
whether the financial management is
sound, it is possible to identify certain
general aspects of the question; tradi-
tionally it seeks to establish whether, to
what extent and at what cost manage-
ment objectives have been attained.
For example, the European Court of
Auditors has already had occasion to
explain that the mere availability of
commitments under a budget heading
can never constitute proper justifica-
tion for the use of those commitments
if the principles of sound financial man-
agement have not been taken into ac-
count.4

An analysis of this type must be based
on a thorough investigation and evalu-
ation of the internal mechanisms and
systems that govern the revenue and
expenditure in question and must also
take into account their nature and in-
dividual characteristics. This implies an
analysis of various types of data and
information, according to the sector
under investigation: data that are both
internal and external to the administra-
tion or organization in question,
macroeconomic data and comparative
studies of other management systems.

‘The money broker and his wife’ by Quentin Massys (1514): the handling and control of money has inspired many
painters over the centuries

19



Rather than seeking to impose his own
judgmental criteria, the auditor must
try to ascertain the extent to which the
managing authority has equipped itself
with resources and taken steps which
are appropriate to the attainment of
the predefined objectives.

In practice, the auditor must examine a
significant number of operations and
gradually arrive at a judgment, which
must be as objective as possible, which
will enable him to express an opinion
as to whether the system that has been
implemented is likely to lead to the
results that it was meant to achieve. It
is also part of his task to uncover any
shortcomings and obstacles that stand
in the way of the achievement of the
best possible result, by pointing out, for
example, the inadequacy of the re-
sources with respect to the objectives,
the existence of weak points in the
system and any conflict with the objec-
tives of other policies. In this way, the
management authority is able to ac-
guire precious information which will
enable it to make the necessary correc-
tions.
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' See Asticle 188c(3) of the EC Treaty, which is
quoted in Annex 1.

z As regards the making available to the Court
of documents held by the institutions, see Arti-
cle 87, fifth paragraph, of the Financial Regula-
tion of 21 December 1977 {quoted in Annex 2),
which states that the grant of Community funds
to beneficiaties outside the institutions is sub-
ject to the agreement in writing by the benefi-
ciaries to an audit of the utilization of the
amounts granted being carried out by the Court
of Auditors. ‘

3 See Article 188¢(1) and (2) of the EC Treaty,
whith are quoted in Annex 1,

* See paragraph 0.8 of the annual report con-
cerning the financial year 1990 (0 C 324,
13,12.1991, p. 6}, Artidle 2 of the Financial Regu-
lation of 21 December 1977 states that the
budget appropriations must be wsed in accord-
ance with the principles of sound financial man-
agement, and, in particular, those of economy
and cost-effectiveness. Quantified objectives
must be identified and the progress of thelr
realization monitored.
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THE PROCEDURES AND TIMETABLE
FOR THE COURT'S AUDITS

THE COURT'S AUDITING METHOD

Since 1977, the Court of Auditors has
held that the limited means at its dis-
posal do not enable it to investigate all
operations. Furthermore, it would not
even be desirable to check every trans-
action because the cost would out-
weigh the benefits. The Court has
therefore adopted a systems-based
audit approach, except where other
methods seem more appropriate.

Systems-based auditing is based on the
idea that every organization must cre-
ate its own internal control mechanism
or, in other words, a structure, along
with manual or computerized proce-
dures, thatis able to guarantee that the
system is functioning properly and that
the transactions involved are legal. If
the systems and procedures used for
internal control appear to be valid, the
auditor will identify and examine their
essential features, which enables him
to limit the number of samples that
needs to be taken before he can arrive
at a conclusion. These tests include
compliance tests (to check that the sys-
tem's fundamental procedures are op-
erational), analytical review procedures
(comparisons between various types of
data) and substantive tests (to check

whether there is anything missing from
the accounts or whether they contain
evidence of any significant errors).

The Court has chosen the same
method with regard to the question of
sound financial management auditing.

In this field, however, systems-based
auditing not only consists of verifying
how management information is pro-
duced and checked but also extends to
assessing the procedures underlying
decisions. Thus, checks are made on
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decision-making, planning, implemen-
tation and control procedures.

Where both financial and financial
management audits are to be carried
out at the same time, the Court holds
that it is logical and efficient to carry
out a comprehensive audit combining
both types of investigation.

There is an internal controller to inves-
tigate the control systems and proce-
dures applied within the Court of
Auditors itself.

22

THE ADVANTAGES
OF SYSTEMS-BASED AUDITS
OF INTERNAL CONTROL

This method offers two main advan-
tages:

(i) The way in which the managers dis-
charge their responsibility and account
for their management is also included
in the audit, thus enabling the Court to
acquire information by means of which
it can assess their options and deci-

sions. Systems-based auditing makes it
possible to establish a link between
individual errors and the inadequacies
in the system that caused them or al-
lowed them to be made. This sort of
investigation makes it possible to give
an overall assessment of the probable
consequences of shortcomings in inter-
nal control and make constructive sug-
gestions for corrective measures for the
future.

(i) Despite its relatively meagre re-
sources, the Court of Auditors is able
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in this way to audit a wide area of
activities with a greater degree of effi-
ciency than would be possible with a
methodology based on isolated sam-
ples.

CONSTANT MONITORING

The Court of Auditors' audits may be
carried out before the closure of ac-
counts for the financial year in ques-
tion." The audits thus take place during
the financial year and may begin as
soon as the event giving rise to the
revenue or expenditure in question has
occurred. It should also be remem-
bered that it is even possible for the
Court, at any time, to submit observa-
tions on specific questions on the basis
of these audits.? The result of this is that
management and monitoring are car-
ried out with a greater degree of simul-
taneity than would otherwise be
possible.

It should also be stressed that the
Court's auditing activity is continuous
and thus goes beyond the limits of any
given financial year. In particular, this
occurs, asis the case with infrastructure
investments, where the financing and
implementation of Community opera-
tions are spread out over a period of
several years. The result of this is that
the Court's checks must take into ac-
count the state of progress of the op-
erations in question and will inevitably
cover more than one financial year.




In more general terms, the Court's
audits are more a starting-point than
an end in themselves: previous audits
form the basis for later checks, further
investigations and horizontal audits re-
garding several sectors and national
administrations. The result of this is
that the Court's control function is, in
fact, constant and continuous.

The independent character of the
Court of Auditors is directly expressed
not only by the fact that it decides
autonomously on when and how to
carry out its audits, but also by the fact
that it can do so both at the European
institutions, on the basis of documen-
tary material, and by means of on-the-
spot investigations at the actual place
of origin of the item of revenue or
expenditure in question. In general,
audits involve both of these to a greater
or lesser extent according to the nature
of the checks being made.

A WORLDWIDE AUDITING
ACTIVITY

Although the auditing activities of the
European Court of Auditors are di-
rected principally at the Commission,
and are therefore concerned chiefly
with revenue and expenditure for
which the latter is responsible, it should
not be forgotten that the Union dele-
gates a large proportion of the man-
agement of Community policies to
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national authorities (corresponding
currently to almost 90% of Community
revenue and expenditure). The implica-
tion of this is that the European Court

of Auditors cannot limit its audit activi-

ties to the European institutions but
must also examine the numerous bod-
ies and national administrations that
play a role, at every level, in the collec-
tion of Community revenue and the
implementation of Community expen-
diture.

However, despite the wide scope of
this field of activity, it does not cover
the whole of the Court's role, because
the European Court of Auditors also
monitors activity outside the geo-
graphical boundaries of the European
Union. Examples of this are the meas-
ures provided for by cooperation
agreements between the European
Union and numerous developing coun-
tries (African, Caribbean, non-Com-
munity Mediterranean, Latin American
and Asian countries, in particular) or
Community aid to Central and Eastern
Europe. The Court's brief also includes
the effects that the activities of the
authorities of non-member States may
have on customs revenue and import
levies (e.g. the preparation of docu-
ments certifying the place of origin of
merchandise) and also on the exporta-
tion of Community agricultural pro-
duce to non-member States in receipt
of Community aid.

In practice, given the fact that it exam-
ines the ultimate transactions that gen-

erate Community revenue and expen-
diture, the Court actually carries out its
checks throughout the world, even
though the bulk of its work is obviously
carried out within the European Union.

COOPERATION WITH THE
NATIONAL AUDIT INSTITUTIONS

The Treaty lays down that the Court of
Auditors is to carry out its audits in
liaison with the national audit bodies
or, if these do not have the necessary
powers, with the competent national
departments.

The objective of this provision is to
establish a functional link between the
European Court of Auditors and the
national audit institutions. The latter
are entitled to participate in the Court's
audits and constitute an essential point
of reference, given the human re-
sources available to them,? for the in-
formation available from their own
checks, and for their knowledge —
which is indispensable for any auditor
— of the legislation and the workings
of the administration of their own
countries.

The increasing decentralization of
Community management towards the
national authorities is gradually shifting
the centre of gravity of the Court's
audits towards the Member States.
Thus, cooperation between the Court
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of Auditors and the Member States is
becoming less of a legal obligation and
more a necessity dictated by the fact
that Community and national manage-
ment competences have become inti-
mately  linked. This  form  of
management makes it virtually impos-
sible to carry out an adequate audit
except by means of a horizontal ap-
proach that integrates and coordinates
the resources of both the national audit
institutions and the Community. In this
way, fruitful relationships have devel-
oped between the national audit insti-
tutions and the Court of Auditors
which have already resulted in the car-
rying-out of joint audits.

[t should be added that the Court of
Auditors is also in contact with numer-
ous audit institutions outside the Euro-
pean Union. In particular, it participates
in the work of Intosai, the International
Organization of Supreme Audit Institu-
tions and Eurosai, its European equiva-
lent, which the Court helped to found.

 Anpex 1. .
2 In all, the Member State NAIs employ a total

! See also the fourth subparagraph of Article
188¢(2) of the EC Treaty, which is quoted in
Annex 1.

2 See also the second subparagraph of Article
188c(4) of the EC:Treaty, which is quoted in

number of auditors which is more than 20 times
greater than the Court's auditing staff.
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THE COURT'S WORK PROGRANMME

The areas of management that are to
be subjected to a detailed and rigorous
analysis are listed in the work pro-
gramme that the Court adopts, each
year for the next, on the basis of a
periodically updated multiannual work
programme. The Court's work pro-
gramme is drafted on the basis of vari-
ous criteria, including, for example, the
representativeness and/or financial sig-
nificance of the measure in question, a
high probability of irregularities being
found, the results of any previous
audits, and also, of course, the avail-
ability of resources. Any requests re-
ceived from the other institutions, and
in particular from the European Parlia-
ment and the Council of the European
Union, are also given due considera-
tion.

The annual work programme thus de-
termines, to a broad extent, the con-
tent of the next annual report and such
special reports as may be drawn up,
because, in general, they may only
cover the subjects included in the pro-
gramme.

Allthe areas of intervention are audited
once every four to five years.
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THE ROLE OF THE EUROPEAN COURT OF AUDITORS
IN THE PREVENTION OF FRAUD

Fraud is clearly prejudicial to the Euro-
pean Union's budget and therefore
constitutes a particular phenomenon,
which, like the unproductive use of
public funds and the inadequacies of
internal control systems, is one of the
means by which financial resources are
wasted. Similarly, inadequate and pas-
sive management systems are an ideal
breeding-ground for fraudulent behav-
iour.

Thus, the European Court of Auditors,
whose activities are basically directed
towards defending the European Un-
ion's financial interests, tries to point
out all the aspects of both the systems
under investigation and the current
and proposed legislation that may be-
come sources of inefficiency, irregulari-
ties or fraud.

For example, as regards the common
organization of agricultural markets,
the Court has pointed out that certain
regulations do not provide for any ad-
ministrative sanctions aimed at deter-
ring fraud. The only risk faced by aid
recipients who tried to defraud the Un-
ion was that their applications might
have been refused.
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The Court considers that the Member
States are responsible for the detection
of fraud and irregularities, for carrying
out investigations of such matters and
for applying penal or other sanctions,
as provided in their national legisla-
tion.” Moreover, with a view to elimi-
nating any economic advantage that
might be derived from an infraction,
the Court has recommended, as a mat-

ter of urgency, the introduction of a
system of interest charges and admin-
istrative sanctions in the field of fraud
and irregularities prejudicial to the
EAGGF, as well as the definition of
common criteria for the harmonization
of the sanctions they impose.

More generally, the European Court of
Auditors must stress the importance of
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prevention in the fight against fraud.
To achieve this, close cooperative links
must be forged between the national
authorities and the Commission and it
isimportant that the regulations them-
selves should not become a means of
encouraging fraud, as a result, for ex-
ample, of the vagueness of the objec-
tives pursued or because there are
inadequate checks or sanctions for per-
petrators of fraud.

! It should be noted that since the entry into
force of the Treaty on European Union the
Member States have been obliged to take the
same steps to combat fraud that is prejudicial
to the Community budget as they would take
to combat fraud that is prejudicial to their own
financial interests. To this end, the relevant
national administrations and the Commission
are required to collaborate closely.

See Article 209a of the EC Treaty, which is
quoted in Annex 1.
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THE RESULTS OF THE WORK OF THE EUROPEAN
COURT OF AUDITORS

The Court of Auditors has no jurisdic-
tional powers, so its pronouncements
do not have any res judicata value.
Indeed, it should not be forgotten that
the institutional development of the
European Union has not yet reached
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the stage where it can act inde-
pendently of the national courts, espe-
cially as regards the sanctions

(particularly penal ones) to be imposed
on persons found guilty of violating
Community law.

This is not surprising, considering that
the Court's auditing activities, which
are made public in the form of the
observations set out in both the annual
and special reports, are directed more
at the management as a whole than at
individual items of revenue and expen-
diture, although, of course, any irregu-
larities uncovered during an audit are
promptly reported to the institution in
guestion to enable it to take the neces-
sary corrective measures and the ir-
regularities are also the subject of
special attention.

It would, however, be wrong to think
that the fact that the Union's audit
institution cannot directly impose sanc-
tions means that its observations are
not taken into account by the manage-
ment authorities. It may, furthermore,
be pointed out that the management
authorities and, more generally, the
national and European authorities in-
volved in various ways in the implemen-
tation of the European Union's budget
very often voluntarily take the neces-
sary corrective measures as soon as the
Court has drafted the preliminary ob-
servations that immediately follow its
audits, and such measures include the
recovery of sums paid out wrongly.

EUROPEAN COURT OF AUDITORS



The results of the Court's analysis of the
quality and reliability of the systems of
management and internal control that
are published in the Court of Auditors'
reports are forwarded to the budgetary
authorities (the Council of the Euro-
pean Union and the European Parlia-
ment) so that they can draw the
necessary conclusions, both from a leg-
islative point of view and from the point
of view of determining the areas of
management in which improvements
are necessary.

In this connection, the Court must lay
special emphasis on those areas of Un-
ion intervention where its previous ob-
servations have not produced — or not
to the requisite extent — the changes
that proper management would be
bound to bring.

THE RESPONSIBILITIES OF THE
BUDGETARY AUTHORITIES

It is above all in the context of the
G annual procedure for the discharge in

he Nﬂt‘t‘a respect of the management of the pre-
=== vjous financial year that the European
: ' ' ) Courtof Auditors' observations, set out
in its annual and special reports, pro-
vide the basis for the decision taken by

the European Parliament, and, more
specifically, for its discharge resolution.

Moreover, in accordance with the Trea-
ties, the discharge procedure includes
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an assessment of the responsibility of
the Commission in the implementation
of the budget.! The European institu-
tions are required to follow up the
observations contained in the Euro-
pean Parliament's resolution? and take
steps to safeguard the European tax-
payers' money by improving the quality
of management systems and adopting
the necessary measures to protect Un-
ion finances.

The Financial Regulation also stipu-
lates? that the institutions must give an
account of the measures taken.

The essentially horizontal character of
the Court of Auditors' observations
means, however, that accepting them
not only implies rectifying a few specific
operations but sometimes also involves
the management systems themselves
and may therefore imply a revision of
the systems in question, which, in turn,
may require the adoption of new legal
measures. This effectively illustrates
how the institution which audits the
European Union's finances also repre-
sents the financial conscience of the
European Union.
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The discharge authorities:
the European Parliament (Strasbourg)
and the Council (in Brussels).

e Artu:le 206(2) and @3) of the EC Treaty,
which are quoted in Annex 1. -
2 Asarule, the discharge resolution is adop’ted :

before aﬂ’Apr of the second year following
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EXTRACT FROM THE EC TREATY

ARTICLE 4*

1. The tasks entrusted to the Community shall be carried
out by the following institutions:

— a EUROPEAN PARLIAMENT,
— a COUNCIL,

— a COMMISSION,

— a COURT OF JUSTICE,

— a COURT OF AUDITORS.

Each institution shall act within the limits of the powers
conferred upon it by this Treaty.

2. The Council and the Commission shall be assisted by an
Economic and Social Committee and a Committee of the
Regions acting in an advisory capacity.

ARTICLE 188a

The Court of Auditors shall carry out the audit.

ARTICLE 188b

1. The Court of Auditors shall consist of 12 Members.

2. The Members of the Court of Auditors shall be chosen
from among persons who belong or have belonged in their
respective countries to external audit bodies or who are
especially qualified for this office. Their independence must
be beyond doubt.

3. The Members of the Court of Auditors shall be appointed
for a term of six years by the Council, acting unanimously
after consulting the European Parliament.

However, when the first appointments are made, four Mem-
bers of the Court of Auditors, chosen by lot, shall be
appointed for a term of office of four years only.

The Members of the Court of Auditors shall be eligible for
reappointment.

They shall elect the President of the Court of Auditors from
among their number for a term of three years. The President
may be re-elected.

4. The Members of the Court of Auditors shall, in the
general interest of the Community, be completely inde-
pendent in the performance of their duties.

In the performance of these duties, they shall neither seek
nor take instructions from any government or from any other
body. They shall refrain from any action incompatible with
their duties.

5. The Members of the Court of Auditors may not, during
their term of office, engage in any other occupation,

'»_As amended by Article GO TEU, -~ .
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whether gainful or not. When entering upon their duties
they shall give a solemn undertaking that, both during and
after their term of office, they will respect the obligations
arising therefrom and in particular their duty to behave with
integrity and discretion as regards the acceptance, after they
have ceased to hold office, of certain appointments or
benefits.

6. Apart from normal replacement, or death, the duties of
a Member of the Court of Auditors shall end when he
resigns, or is compulsorily retired by a ruling of the Court of
Justice pursuant to paragraph 7.

The vacancy thus caused shall be filled for the remainder of
the Member's term of office.

Save in the case of compulsory retirement, Members of the
Court of Auditors shall remain in office until they have been
replaced.

7. A Member of the Court of Auditors may be deprived of
his office or of his right to a pension or other benefits in its
stead only if the Court of Justice, at the request of the Court
of Auditors, finds that he no longer fulfils the requisite
conditions or meets the obligations arising from his office.

8. The Coundil, acting by a qualified majority, shall deter-
mine the conditions of employment of the President and the
Members of the Court of Auditors and in particular their
salaries, allowances and pensions. It shall also, by the same
majority, determine any payment to be made instead of
remuneration.

9. The provisions of the Protocol on the privileges and
immunities of the European Communities applicable to the
Judges of the Court of Justice shall also apply to the Mem-
bers of the Court of Auditors.
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ARTICLE 188¢

1. The Court of Auditors shall examine the accounts of all
revenue and expenditure of the Community. It shall also
examine the accounts of all revenue and expenditure of all
bodies set up by the Community in so far as the relevant
constituent instrument does not preclude such examination.

The Court of Auditors shall 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.

2. The Court of Auditors 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.

The audit of revenue shall be carried out on the basis both
of the amounts established as due and the amounts actually
paid to the Community.

The audit of expenditure shall be carried out on the basis
both of commitments undertaken and payments made.

These audits may be carried out before the closure of
accounts for the financial year in question.

3. The audit shall be based on records and, if necessary,
performed on the spot in the other institutions of the
Community and in the Member States. In the Member States
the audit shall be carried out in liaison with the national audit
bodies or, if these do not have the necessary powers, with
the competent national departments. These bodies or de-
partments shall inform the Court of Auditors whether they
intend to take part in the audit.

The other institutions of the Community and the national

audit bodies or, if these do not have the necessary powers,
the competent national departments, shall forward to the
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Court of Auditors, at its request, any document or informa-
tion necessary to carry out its task.

4. The Court of Auditors shall draw up an annual report
after the close of each financial year. It shall be forwarded
to the other institutions of the Community and shall be
published, together with the replies of these institutions to
the observations of the Court of Auditors, in the Official
Journal of the European Communities.

The Court of Auditors may also, at any time, submit obser-
vations, particularly in the form of special reports, on specific
guestions and deliver opinions at the reguest of one of the
other institutions of the Community.

It shall adopt its annual reports, special reports or opinions
by a majority of its Members,

It shall assist the European Parliament and the Council in
exercising their powers of control over the implementation
of the budget.

ARTICLE 205

The Commission shall implement the budget, in accordance
with the provisions of the regulations made pursuant to
Article 209, on its own responsibility and within the limits of
the appropriations, having regard to the principles of sound
financial management.

The regulations shall lay down detailed rules for each insti-
tution concerning its part in effecting its own expenditure.

Within the budget, the Commission may, subject to the limits
and conditions laid down in the regulations made pursuant
to Article 209, transfer appropriations from one chapter to
another or from one subdivision to another.
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ARTICLE 206

1. The European Parliament, acting on a recommendation
from the Council which shall act by a qualified majority, shall
give a discharge to the Commission in respect of the imple-
mentation of the budget. To this end, the Council and the
European Parliament in turn shall examine the accounts and
the financial statement referred to in Article 205a, the
annual report by the Court of Auditors together with the
replies of the institutions under audit to the observations of
the Court of Auditors and any relevant special reports by the
Court of Auditors.

2. Before giving a discharge to the Commission, or for any
other purpose in connection with the exercise of its powers
over the implementation of the budget, the European Par-
liament may ask to hear the Commission give evidence with
regard to the execution of expenditure or the operation of
financial control systems. The Commission shall submit any
necessary information to the European Parliament at the
latter's request.

3. The Commission shall take all appropriate steps to act on
the observations in the decisions giving discharge and on
other observations by the European Parliament relating to
the execution of expenditure, as well as on comments
accompanying the recommendations on discharge adopted
by the Council.

At the request of the European Parliament or the Council,
the Commission shall report on the measures taken in the
light of these observations and comments and in particular
on the instructions given to the departments which are
responsible for the implementation of the budget. These
reports shalf also be forwarded to the Court of Auditors.

37



ARTICLE 209

The Council, acting unanimously on a proposal from the
Commission and after consulting the European Parliament
and obtaining the opinion of the Court of Auditors, shall:

(a) make Financial Regulations specifying in particular the
procedure to be adopted for establishing and implemen-
ting the budget and for presenting and auditing ac-
counts;

(b) determine the methods and procedure whereby the
budget revenue provided under the arrangements rela-
ting to the Community's own resources shall be made
available to the Commission, and determine the meas-
ures to be applied, if need be, to meet cash requirements;

(0) lay down rules concerning the responsibility of financial
controllers, authorizing officers and accounting officers,
and concerning appropriate arrangements for inspec-
tion.

ARTICLE 209a

Member States shall take the same measures to counter
fraud affecting the financial interests of the Community as
they take to counter fraud affecting their own financial
interests.

Without prejudice to other provisions of this Treaty, Member
States shall coordinate their action aimed at protecting the
financial interests of the Community against fraud. To this
end they shall organize, with the help of the Commission,
close and regular cooperation between the competent de-
partments of their administrations.
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EXTRACT FROM THE FINANCIAL REGULATION

NB: The consolidated text of the Financial Regulation was
published in OJ C 80, 25.3.1991.

ARTICLE 83

1. The Court of Auditors and its Members may, in carrying
out the task of the Court, be assisted by officers of the Court.
The Court itself or one of its Members shall notify the
authorities with which the delegated officer is to work of the
tasks delegated to him.

2. The European Parliament, the Council and the Commis-
sion shall inform the Court of Auditors, as soon as possible,
of all decisions and rules taken pursuant to Articles 4(3), 7(2),
{3)and (6), 9, 17(1) and 26.

3. The institutions shall transmit to the Court of Auditors
any rules of procedure they adopt in respect of financial
matters.

4. The Court of Auditors shall be informed of the appoint-
ment of authorizing officers, financial controllers, account-
ing officers and administrators of imprest accounts and of
the acts of delegation or appointment under Articles 22, 24,
25 and 54.

ARTICLE 84

Each institution shall forward to the Court of Auditors every
three months and at the latest within the month which
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follows the end of the quarter, and, in the case of the fourth
guarter, at the latest within the month which follows the
close of the financial year, the documents supporting the
accounts, in particular the documents and certificates in
respect of the correct application of the provisions which
govern the implementation of the budget and relating to
commitments and payments, to the establishment and col-
lection of revenue, subject to Article 18 of Council Regula-
tion (EEC, Euratom) No 1552/89 and to Article 85 of this
Financial Regulation. The Court of Auditors may question
each institution on the subject of the said supporting docu-
ments.

ARTICLE 85

The audit carried out by the Court of Auditors shall be based
on records and, if necessary, performed on the spot. Its
purpose shall be to establish that all revenue has been
received and all expenditure incurred in a lawful and proper
manner having regard to the provisions of the Treaties, the
budget, the Financial Regulations and all other Acts adopted
pursuant to the Treaties, and that the financial management
has been sound.

For the performance of its task, the Court of Auditors shall
be entitled to consult, in the manner provided for in Article
87, all documents and information relating to the financial
management of the departments or bodies subject to its
inspection; it has the power to make enquiries of any official
responsible for a revenue or expenditure operation, and to
use any of the auditing procedures appropriate to those
departments or bodies.
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The Court of Auditors, in order to obtain all the necessary
information for the performance of the task entrusted to it
by the Treaties and the Acts taken to implement them, may
be present, at its request, during the operations carried out
by the Commission in implementation of Articles 8 and 9 of
Regulation (EEC) No 729/70 and Articles 17 and 18 of
Regulation (EEC, Euratom) No 1552/89. This measure shall
also apply to the inspection of any fund set up by the
Communities.

At the request of the Court of Auditors, each institution shall
authorize finance organizations holding Community depos-
its to enable the Court to ensure that external data tally with
the accounts.

ARTICLE 86

The Court of Auditors shall ensure that all securities and cash
on deposit or in hand are checked against vouchers signed
by the depositaries or against official memoranda of cash
and securities held. The Court may carry out such checks
itself.

ARTICLE 87

The Commission and the other institutions shall afford the
Court of Auditors all the facilities and give it all the informa-
tion which the Court may consider necessary for the per-
formance of its task, and shall in particular provide all the
information obtained as a result of the checks which they
have carried out, as required by the rules laid down by the
Community, within the departments responsible for the
management of the Communities' finances and for effecting
expenditure on their behalf. In particular they shall place at
the disposal of the Court of Auditors all documents concern-

40

ing the conclusion and implementation of contracts and all
accounts of cash or materials, all accounting records or
supporting documents, and also administrative documents
pertaining thereto, all documents relating to revenue and
expenditure, all inventories, all lists of posts in the depart-
ments, which the Court of Auditors may consider necessary
for auditing the revenue and expenditure account on the
basis of records or on the spot and all documents and data
created or stored on a magnetic medium.

To this end, the officials whose operations are checked by
the Court of Auditors shall in particular:

(a) show their records of cash in hand, any other cash,
securities and material of all kinds, and also the suppor-
ting documents in respect of their stewardship of the
funds with which they are entrusted, and also any books,
registers and other documents relating thereto;

(b) present the correspondence and any other document
required for the full implementation of the audit referred
to in the first subparagraph of Article 85.

The information supplied under (b) may be requested only
by the Court of Auditors.

The Court of Auditors shall be empowered to audit the
documents in respect of the revenue and expenditure of the
Communities which are held by the departments of the
institutions and, in particular, by the departments responsi-
ble for decisions in respect of such revenue and expenditure.

The task of establishing that the revenue has been received
and the expenditure incurred in a lawful and proper manner
and that the financial management has been sound, includes
the utilization by bodies outside the institutions of Commu-
nity funds received by way of aid.

The grant of Community funds to beneficiaries outside the
institutions shall be subject to the agreement in writing by
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the recipients to an audit being carried out by the Court of
Auditors on the utilization of the amounts granted.

ARTICLE 88

The annual report of the Court of Auditors provided for in
Article 78 of the ECSC Treaty, Article 206a of the EEC Treaty
and Article 180a of the Euratom Treaty shall be governed by
the following provisions:

1. the Court of Auditors shall transmit to the Commission
and the institution concerned, by 15 July at the latest, any
comments which are, in its opinion, of such a nature that
they should appear in the annual report. These comments
must remain confidential. Each institution shall address its
reply to the Court of Auditors by 31 October at the latest.
‘The replies of the institution other than the Commission shall
be sent simultaneously to the Commission;

2. the annual report shall contain an assessment of the
soundness of financial management;

3. without prejudice to any summary report or general
comments which the Court of Auditors may see fit to make,
the annual report shall include a section for each institution.
The Court shall take all the necessary steps to ensure that
the replies of each institution to its comments are published
immediately following those comments;

4. the Court of Auditors shall transmit to the authorities
responsible for giving discharge and to the other institutions,
by 30 November at the latest, its annual report accompanied
by the replies and it shall ensure publication thereof in the
Official Journal of the European Communities.

ARTICLE 89

1. The European Parliament, upon a recommendation from
the Council acting by a qualified majority, shall, before 30
April of the following year, give a discharge to the Commis-
sion in respect of the implementation of the budget. If that
date cannot be met, the Parliament or the Council shall
inform the Commission of the reasons for the postpone-
ment.

If the European Parliament postpones the decision giving
discharge, the Commission shall make every effort to take
measures, as soon as possible, to facilitate removal of the
obstacles to that decision.

2. The discharge decision shall cover the accounts of all
revenue and expenditure of the Communities, the resulting
balance and the assets and liabilities of the Community
shown in the balance sheet. It shall include an assessment
of the responsibility of the Commission's budgetary man-
agement over the past financial year.

3. The Financial Controller shall take account of the com-
ments in the decisions giving discharge.

4. The institutions shall take all appropriate steps to act on
the comments appearing in the decisions giving discharge.

5. Atthe request of the European Parliament or the Council,
the institutions shall report on the measures taken in the
light of these comments, and, in particular, on the instruc-
tions given to those of their departments which are respon-
sible for the implementation of the budget. Such reports
shall also be transmitted to the Court of Auditors.

The institutions must give an account, in an annex to the
revenue and expenditure account for the next financial year,
of the measures taken in the light of the comments appear-
ing in the decision giving discharge.
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6. Supporting documents pertaining to the accounts and
the preparation of the revenue and expenditure account and
the balance sheet shall be kept for a period of five years
following the date of the decision giving discharge in respect
of the implementation of the budget.

However, the documents relating to transactions not finally
closed shall be kept for longer than the said period until the
end of the year following the year in which such transactions
are finally closed.

Each institution shall decide which department will keep the
supporting documents.

ARTICLE 90

1. In addition to the annual report, the Court of Auditors
may also, at any time, submit observations, in the form of
special reports, on specific questions and deliver opinions at
the request of one of the institutions of the Communities.

2. The special reports shall be transmitted to the institution
or body concerned.

The institution concerned shall have two and a half months
in which to inform the Court of Auditors of any comments
it wishes to make on the observations in question.

Should the Court of Auditors decide to have such observa-
tions published in the Official Journal of the European
Communities, it shall include after them any comments
submitted by the institution or institutions concerned.

The special reports shall be transmitted to the European
Parliament and the Council, each of which shall decide in
conjunction with the Commission what action, if any, is to
be taken in response.
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3. If the opinions referred to in paragraph 1 do not relate
to proposals for legislation or draft legislation on which it
has been consulted, they may be published by the Court of
Auditors in the Official Journal. The Court shall take its
decision on publication after consulting the institution which
requested the opinion or the instititution concerned by the
Court's analysis. Opinions published in the Official Journal
shall be accompanied by the replies of the institution or
institutions concerned.
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EXTRACT FROM THE AGREEMENT
ON THE EUROPEAN ECONOMIC AREA

ARTICLE 7 OF PROTOCOL 32
TO THE AGREEMENT ON THE EEA

CONTROL

1. The control of the determination and of the availability
of all income as well as the control of the commitment and
of the scheduling of all expenditure corresponding to the
participation of the EFTA States, shall take place in accord-
ance with the provisions of the Treaty establishing the
European Economic Community, of the Financial Regulation
and of the applicable regulations in the fields referred to in
Articles 76 and 78 of the Agreement.

2. Appropriate arrangements shall be established between
the auditing authorities in the Community and in the EFTA
States with a view to facilitating the control of income and
expenditure corresponding to the participation of EFTA
States in Community activities in accordance with para-
graph 1.
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