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undertakings, because the people who qualify for early
retirement are often the most experienced workers. To
sum up, early retirement is undoubtedly the lesser evil for
people who have been declared redundant, but it has
many drawbacks. This is the standard situation that is by
far the most frequently used. It will be less so in future,
because of the decline in the number of workers who
meet the requisite conditions of age or seniority.

Regularity audit

3.33.  Various on-the-spot audits by Court officials in
the main beneficiary Member States did not reveal any
irregularities. In the area of redeployment aid, the risk of
irregularity, whether deliberate or not, is relatively
limited, for the three reasons set out below.

3.34.  Firstly — the main reason — the fact that the
Member States pay a special contribution that is at least
equivalent to that of the ECSC (and, in reality, is often
much higher) is an incentive for them to apply their own
controls. This was how one case of presumed fraud was
discovered in a Member State recently.

3.35. The expenditure co-financed by the ECSC (for
early retirement, unemployment, etc.) is manifold and
varied. On the whole, however, the justification for it is
relatively simple to verify, with the exception of
vocational training expenditure.

3.36. Various Commission departments check the
industrial eligibility aspect (the reality of the economic or
technical environment that led enterprises to make staff
cuts) and the number of workers eligible. The
departments in question have a good knowledge of the
coal and steel sectors, which enables them to cross-check
the information supplied with aid applications.

Application of the bilateral conventions

3.37. The bilateral conventions were drafted out of a
desire to harmonize aid among the Member States while
taking account of the individual -characteristics of
national social security legislation. Nevertheless some
clauses are still specific to each country (for example, the
age and seniority requirements for early retirement):
Moreover, the actual content of certain terms varies from
one Member State to another (e.g. the ‘previous salary’
used to calculate the ECSC contribution may be the

H

average for the previous three, six or 12 months or a set
salary per sector or per enterprise, etc.).

3.38.  This diversity is accompanied by a complexity
which sometimes makes the bilateral conventions difficult
to implement. Some administrations are not always fully
conversant with the conventions, even several years after
they took effect. Sometimes they do not request all the
aid to which they should be entitled, either because of
ignorance, or because the necessary management effort is
considered too onerous and too expensive in relation to
the amount that would be received. The Commission
should therefore provide them with more explanations
and, possibly, technical assistance. For example, one
Member State’s applications for external redeployment
aid were found to have been undervalued for many years,
because the amounts applied for had been badly
calculated. The State in question was receiving such a
small amount for this standard situation that it was
considering abandoning it. Another . Member State
continued to apply rules that had appeared in previous.
agreements, but were no longer included in the new
conventions. These problems did not lead to significant
wrong payments by the ECSC, because the pecuniary
impact was limited by the ceilings applied. The situation
should, however, be rectified.

Functioning of the management unit at the Commission

3.39.  The supporting documents submitted with aid
applications by national administrations vary between
Member States and are often inadequate. The officials
concerned are obliged to ask for further information,
which often requires numerous telephone calls and an
increased amount of correspondence. Standardizing the
information required from Member States would speed
up and simplify the processing of applications, and thus
reduce the risk of error. Moreover, files would be more
readily understood by those who might need to consult
them for information and audit purposes, even though
they did not compile them.

3.40. The Commission management unit should make
other checks on payments, which means that it must hold
the necessary documents. The problem of obtaining the
documents that should accompany aid applications
occurs again at the level of requests for payment. In
addition, Article 13 (3) of the bilateral conventions,
which specifies the documents to be submitted with
requests for payment, stipulates that ‘the Commission
shall be given access to the necessary documents proving
that the payments relating to each programme have been
made; the said documents shall include identification of
workers having qualified for such payments and
justification of their entitlement to ECSC aid’. In reality
the Commission does not always ask for this
documentation to be made available. However, a simple
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review of a suitable listing could make it possible to
detect simple factors such as the absence of the necessary
seniority or the special contribution from the Member
State.

3.41. The absence of some checks is partly due to lack
of time and staff; it is also explained, and to some extent
justified, by the checks carried out. by mnational
administrations. The latter apply the criteria and ceilings
specified in the bilateral conventions in order to filter,
and often calculate, the commitments and payments for
which they are applying to the ECSC. However, if the
Court is to rely on checks by third parties, it must have
information concerning their systems and must be able to
audit them. On this point, as on many others, it is not
possible to generalize for all the Member States, but the
information concerning these national systems is often
inadequate. This shortcoming can be attributed, in
particular, to recent staff changes and failure to pass on
information. In order to redress the situation, a
permanent file should be compiled for each Member
State. It should contain- a description eof the national
procedures (which are often very complex), any special
characteristics, the strong points and, above all, the
weaknesses for which the Commission must compensate
by means of its own controls. It should also specify the
situations where the eligibility criteria for State aid are
less restrictive than the criteria for Community aid, in
which case national administrations could attach less
importance to the controls on Community aid.

3.42. The management unit for redeployment aid
carries out on-the-spot audits of the administrations and
enterprises concerned. The individual files that are
audited on these occasions should be selected by the
auditor systematically and independently. That is not
always the case. The audit visits usually result in
interesting reports. The Court was unable to obtain a list
of all the audits carried out since 1989, because the
information is not centralized within the unit. In
consequence, it was possible to consult only a few reports
in certain files. It would be preferable if there were a full
and more systematic filing system for this aspect.
Furthermore, the Court is not systematically advised of
the unit’s mission programme.

3.43. The transactions coricerning redeployment aid
are recorded in two systems: the general accounts of
Directorate-General XIX, which centralize all the
transactions concerning the ECSC operating budget; and
an internal accounting system within the management
unit for this form of aid. The first is the official
accounting system. It is this system which generates the
figures that are included in the ECSC’s financial
statements. Its purpose is to enable the Financial
Controller to check that the balance of commitments is
sufficient to cover the payments in question. The second
system is used by the staff responsible for management of
commitments and payments and gives them direct access

to the system, so that they can consult account balances
at any time.

3.44. The management unit’s accounts are no longer
up-to-date and, therefore, no longer reliable. This
statement can be modified for certain accounts, but,
generally speaking, the balances produced by this system
should be reconciled regularly with those from DG XIX’s
system. This was not done in 1994. One of the reasons
given to explain this problem was that the official who
was most familiar with the system had left the service.
This shows that there is a problem with familiarization.

Conclusion

3.45.  The various forms of aid for the redeployment
of ECSC workers constitute a measure that has multiple
objectives (social, regional, industrial). As regards the
primary objective of providing a satisfactory level of
welfare benefits for workers who lose their jobs in the
coal and steel sectors, the effectiveness of the aid in
question is satisfactory. Several hundred thousand jobs
have, in fact, been eliminated with only limited social
conflict. On the other hand, the restructuring objectives
for the steel ‘industry (and the capacity reduction
objective in particular) have not been achieved, and it is
difficult to evaluate the impact of the social measures in
this sector. Moreover, presentation of the results of the
social measures for the coal sector is confined to their
primary impact — the social impact — and does not
cover regional aspect.

3.46. The ECSC’s suspension of the aid measures for
vocational training and for enterprise creation has
enabled it to focus its resources on the measures which
are still funded by it. In future, other measures, and more
especially those which are designed to encourage
workers’ geographical and vocational mobility, could also
be co-financed by the European Social Fund, insofar as
their aim is to sustain employment. On the other hand,
the reasoning behind the early retirement and redundancy
aid measures is completely different, so that they could
not, therefore, be replaced by any other general budget
measure, as the legislation stands at present.

3.47.  The bilateral conventions that have been in force
since 1989 have improved the redeployment aid measures
substantially, but they have also made them much more
complex. This calls for increased vigilance in the
application of them and the national administrations
concerned also require more assistance.

3.48. During its audits in the Member States, the
Court did not detect any problems that could have a
significant impact on ECSC payments. The involvement
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of national administrations whose contribution is often
higher than that of the Commission provides an
additional safeguard as regards the controls applied.

3.49. At Commission level, a number of operational
problems were noted in the management unit. The
Commission has already adopted measures for remedying

several of them. The measures mentioned in paragraphs
3.39 to 3.44 should be adopted as soon as possible, in
order to speed up the processing of applications, reduce
the risk of error, extend the controls based on the
documents received and establish files that can be
consulted more easily. Moreover, improved working
methods would free time for on-the-spot audits and the
preparation of reports on the redeployment measures.

This report was adoptedby the Court of Auditors in Luxembourg at the Court meeting of 25-26

October 1995.

For the Court of Auditors
A. J. MIDDELHOEK

President
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THE COMMISSION’S REPLIES TO THE COURT’S OBSERVATIONS
ON THE FINANCIAL YEAR 1994 (ECSC)

CHAPTER 1

OBSERVATIONS CONCERNING THE AéCOUNTING

The ECSC’s solvency

Risk spreading

1.5. As a matter of principle, the Commission has
always complied with the directives on credit institutions
even if, from the strictly legal standpoint, they do not
apply to the ECSC, because of its statutes and the special
character of its activities.

On the matter of risk spreading, the Commission would
remind the Court that in 1992 it brought out a manual

of procedures for monitoring overall internal risk in the .

ECSC. This manual takes account of the ECSC’s
peculiarities (its Treaty-dictated concentration on
particular sectors, the political background to certain

special operations and so on) and came out too early to

incorporate the principles of Directive 92/121/EEC,
which did not come into force until 1 January 1994.

The Commission accepts that the Court’s arguments are
valid, but before it can contemplate adopting a. new
approach to the handling of large risks it needs some
additional information, for example:

— the. effect of applying the directive on all the
commitments which flow from the implementation of
the Decision of 22 June 1994 on the ECSC’
borrowing and lending activity;

— the advisability of altering the level of the solvency
ratio referred to in paragraph 1.4, in view of the
imminent expiry of the ECSC Treaty.

The Commission hopes, as far as possible, to be able to
apply the results of this analysis before the financial
statements for 1995 are produced. :

Value adjustments

1.6. On 31 December 1994 the Commission decided
to hold the solvency ratio at the same level as in the
preceding year, primarily because of the improving
economic situation in the steel industry in 1994 and the
strengthened position of a number of ECSC debtors. To
achieve this, and having regard to the amount of own
funds taken as the basis for calculating the solvency ratio,
it could have reduced the non-specific value adjustment
or the guarantee fund. It preferred to cut the non-specific
value adjustment by ECU 28 million rather than touch
the guarantee fund, which is equivalent to the ECSC’s
capital.

At all events, the non-specific value adjustment comes to
1.7 % of debts not backed by first-class guarantees,
which, for the reasons stated above, was regarded as
adequate.

Changes in application” of ECSC funds and budgetary
resources

Changes in ECSC resources

1.11. The recovery in the bond markets in the first
half of 1995 enabled a sizeable proportion of the value
adjustment on bonds and other fixed-interest securities
made on 31 December 1994 to be taken back on 30 June
1995 (ECU 38 million out of ECU 70 million).

Other items

Tangible assets

1.16. On 11 June 1992 - the Commission took a
decision specifying the framework within which the
ECSC acquires property for the EEC. This decision,
which merely formalized existing practice, laid down that
the EEC would pay the ECSC rent calculated so as to
guarantee an income on the invested capital equal to that
achieved by investing the funds on the market. The ECSC
continues to own the property until the last payment has

" been made, when ownership is transferred to the EEC. In

the case of the building in Paris, which was acquired in
1958, the procedure was different in that ownership was
split between the three Communities, which at the time
were separate entities. The object of the exercise was the
same, however, the agreement being that the Institutions
renting office space and garages in the building paid a
rent calculated in such a way as to write off the premises,
pay interest on the tied-up capital and make a flat-rate
contribution to the fixed and variable running costs. The
point, in other words, was to secure a proper return on
the money the ECSC had invested. When the building
was paid for in full and the ECSC’s investment had been
paid off, the Commission was able to transfer ownership
to the EEC pursuant to the 1992 decision.

Recovery of subsidies

1.17. Regarding the subsidies paid to two British
minés which were closed at the instance of the British
Government after the investment schemes had been
carried out, the Commission’s Legal Service and an
independent lawyers’ office have confirmed that the
subsidies cannot be recovered under thé terms-of the
contracts.



7.12. 95

Official Journal of the European Communities

No C329/19

Closure timetable

1.18.  The late presentation of the ECSC accounts was
due to an unusual combination of circumstances. The
Commission has taken steps to ensure that it does not
happen again.

Conclusion

1.19.-1.20. The Court of Auditors repeats the
criticisms already made in paragraphs 1.5, 1.6 and 1.11

- and answered by the Commission.

Regarding risk spreading (paragraph 1.5.), before it
considers adopting a new approach to dealing with large
risks, the Commission believes that a.certain amount of

-additional information is needed.

As far as possible the Commission hopes to be able to
apply the results of this analysis before the fmanc1al
statements for 1995 are produced. _

Regarding the non-specific value adjustment (paragraph
1.6.), the Commission decided on 31 December 1994 to
hold the solvency ratio at the same level as in the
preceding year. To achieve this, it preferred to cut the
non-specific value adjustment by ECU 28 million rather
than touch the guarantee fund, which is equivalent to the
ECSC’s capital.

Regarding the changes in resources (paragraph 1.11.), the
recovery in the bond markets in the first half of 1995
enabled a sizeable proportion of the value adjustment on
bonds and other fixed-interest securities made on

" 31 December 1994 to be taken back on 30 June 1995

(ECU 38 million out of ECU 70 million).

" CHAPTER 3

REDEPLOYMENT AID

Effectiveness of ECSC redeployment aid

3.18.  The information in the reports is general and is
particularly suited to publication at intervals of several
years. The 1993 report contained a wider range of
information. The plan for the next one (coming out in
1996) will be based on that and will include information
about 1994 and 1995, plus a paper setting the steel
industry social measures in their proper perspective,
against the background of the results of the Community
programme of steel plant closures. Theteafter the
Commission proposes to bring out this type of report
every two years.

3.19.  Aid given under Article 56 of the ECSC Treaty
can certainly be used for one or other secondary purpose,
but the social objective is still, of course, paramount. The

-3.23.

priority for this type of aid, whether traditional aid or a
combination of it and supplementary programmes, can be
seen as being to achieve an individual objective, i.e. to
provide workers who lose their jobs with a decent level
of social protection or help them find new jobs; on a
wider stage, it also helps to cut down industrial disputes
by making it easier to achieve consensus on the need for
restructuring.

Effectiveness of traditional aid

It is indeed difficult to imagine what the effects
of reducing ECSC aid on workers would be, when
situations vary so much between Member States. In the
case of Spain, at any rate, even if there are similar social
security measures for workers in a number of industries
in difficulty, the amount of aid is not necessarily the same
in each one.

Effectiveness of the Rechar programme (1990-1993)

3.25.  Any indirect contribution which redeployment
aid, either, traditional or additional, may have made to
assisting economic activity in mining areas is impossible
to identify in isolation, especially since a great deal of
such aid was for early retirement and its contribution to
assisting economic activity was in the form of support for
individual living standards.

Effectiveness of the social measures (steel) 1993-1995

3.27.  The social measures for the steel sector expire at
the end of 1995. Since expected job losses after 1995,
whether due to production capacity cuts or not, will in
any case cease to be eligible, the ECU 240 million
allocation will therefore still be adequate.

Effectiveness of various standard situations

3.30. An implementation report including a summary
assessment of the results of the programme receiving aid
is generally sent in with applications for payment of aid
committed.

Application of the bilateral conventions

3.37. At the meeting on 26 September 1991 the
Commission and the national government departments
responsible for aid under Article 56 of the ECSC Treaty
agreed on a way of calculating the previous salary used
to calculate the ECSC contribution. The method in
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question is based on a uniform definition -of salary in
terms of its components and allows for national, not to
say local, practice in relation to the transmission of
company data.

3.38. The Commission has regular and frequent
exchanges with the national administrations concerned,
at the annual meetings with all the Member States, on
official joint committees, during audits and through many
direct contacts.

The Commission is also at the moment making an extra
effort to simplify and harmonize the system, which
should prevent any further occurrence of the types of
anomalies referred to in the Court’s report.

Management of aid by the Commission

3.39. The standardization the Court advocates is
being carried out. A form to be sent out with all aid
applications from 1996 onwards has been produced.
Some of the Member States have already started
attaching it to their official applications in 199S5.

3.40. Here, too, standardization is under way. A
standard form to be sent in with every application for
payment has been sent to national administrations. It
contains all the data specified in the Court’s suggested
listing.

3.41. The Commission encourages mobility among its
staff. Unfortunately, this always means that there is a gap
between the departure of one official and his replacement
by another, which rules out a direct handing on of
experience acquired on the job. For an individual
Member State, however, as responsibility for aid
management is shared between two people, one of them
responsible for making awards and the other for making
payments, know-how about national procedures and
situations can in most cases be passed on via the other

member of the team. Even so, the department will make
sure that there is actually a mechanism for passing on
knowledge about particular Member States’ systems, and
will incorporate the Court’s suggestion.

3.42.  On-the-spot audits serve a number of purposes:
(1) to carry out direct checks, possibly on a sample basis,
to find out whether information is correct, particularly as
regards workers’ eligibility, and supporting documents
are valid; (2) to widen the Commission’s knowledge of
the sector; (3) to exchange practical information,
especially about procedure, with national administrations.
In future the Commission will routinely send the Court
of Auditors its audit reports and audit programmes. As
regards preparation of the audits, now that it is becoming
general practice to notify Member States of all the
documentation they need to have ready and to select
individual files from the sample in advance, there should

be improvements. -

3.44. The data processing system in the management
unit is being redesigned, particularly as regards the data
base for day-to-day monitoring of payments and
cancellations. It would be difficult to carry out an
accounts reconciliation exercise as long as the system is
not operational, which it should be in autumn.

Conclusion

3.45.  Even supposing the supplementary programmes,
besides their primary objective, which is clearly social,
had some other, secondary objective relating to a
particular Commission policy, their impact in that
respect, basically because it would by its very nature be
marginal, would be impossible to separate out from the
impact of other measures implemented as part of that
policy. :

3.49. Some of the measures the Court of Auditors
suggests are already being carried out or will be shortly.
The expected return to stable staffing levels should make
it easier for the management unit to achieve this.
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