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2003 discharge and follow-up of the 2002 discharge: EC general budget, section III Commission

PURPOSE : to present the revenue and expenditure accounts and the financial statement concerning the 2003 budget - Section III -
Commission : policy analysis of expenditure.

CONTENT : this document presents a summary of the use of the appropriations of the Commission in 2003. A separate summary (dated
11/01/2005) deals with the expenditure of each financial heading which should be read in parallel with this summary.

The EU budget 2003 was the first to be established, implemented and controlled according to the new Financial Regulation. This new
regulation entered into force in January. It provides a comprehensive rulebook for modern financial management in all aspects of the EU
budget.

For the budget year 2003, EUR 99.8 billion was committed from total available appropriations of EUR 101.2 billion, an implementation rate of
99 %, slightly better than the outcome for 2002. Payments amounted to EUR 90.6 billion from total available appropriations of EUR 98.3
billion, an implementation rate of 92 % compared with 86 % in 2002.

About EUR 5.4 billion more payments were made than last year, relating mostly to Structural Funds. Of the appropriations not used in 2003,
the Commission decided to carry forward to 2004 EUR 155 million for commitments and EUR 348 million for payments.

This budget successfully combined budgetary rigour while meeting European policy priorities. The funds were used to prepare for
enlargement, to foster stability and security in the EU and outside, as well as to encourage sustainable and inclusive economic development.

As in previous years specific new demands occurred in the field of foreign policy. Funding was secured for humanitarian aid and a first tranche
of reconstruction aid for Iraq after the war. The role of the EU in foreign policy was strengthened when the EU budget took over financing of a
joint European police force in Bosnia-Herzegovina, asserting the Community aspects of joint actions to ensure stability.
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Moreover, the exceptional heat and drought in summer 2003 had an impact on spending on agriculture. To help farmers, payments normally
scheduled for 2004 were advanced to 2003. The climatic conditions also caused major forest fires in Portugal, Spain and France. The new
Solidarity Fund instrument, only created in 2002, provided Union aid for the affected regions.

At the end of 2003 a total of EUR 90.6 billion had been spent. EUR 5 billion was already handed back to Member States during the year, EUR
2.2 billion was carried over to 2004, and a surplus of EUR 5.5 billion entered into the 2004 budget thus lowering the contributions from
Member States to that budget. Important steps for the preparation of enlargement to 10 new Member States were taken in 2003. In December
2002 agreement was reached at the Copenhagen European Summit on amounts for the new Member States for the period 2004-06. In spring
2003 the Financial Perspective was adjusted accordingly, to have all necessary preparations ready in time for the signing of the Accession
Treaties in April 2003 in Athens as planned. The adjusted Financial Perspective also includes budgetary provisions for the Turkish Cypriot
Community in the event of the settlement of the de facto division of the country.

In 2003 the Commission started to prepare the next financial framework for the years 2007-13 as the current financial perspective, decided at
the 1999 Berlin Summit will expire at the end of 2006. The Commission has focussed on the objectives that the Union wishes to achieve in the
next years. The EU is aiming to become the most competitive and dynamic knowledge-based economy in the world by 2010. It aims to create
an area of freedom, security and justice. Europe has decided to take on more responsibilities in the wider world and the integration of the new
Member States should make a success of enlargement. At the same time, the

proposal must respect budgetary discipline and rigour.

The Commission's proposed figures are both ambitious and sensible. Despite enlargement and a reorientation towards new priorities, they
fully respect the ceiling for the size of the EU budget that currently applies, and which the Member States agreed for a Union of 15 several
years ago. They even stay well below this maximum of 1.24 % of EU national income with an average of 1.14 % of EU GNI over the period.

2003 discharge and follow-up of the 2002 discharge: EC general budget, section III Commission

PURPOSE :to present the report from the Commission on theMember States' replies to the Court of Auditors' 2002 Annual Report.

CONTENT : since the 1996 Dublin European Council, and in line with its conclusions on sound and efficient financial management, the
Commission had requested Member States to reply to the observations made by the Court of Auditors in its Annual Report and special reports
and to provide information on any corrective measures they have adopted. Article 143 (6) of Council Regulation 1605/2002/EC, Euratom has
taken over this practice by requiring the Commission to inform the Member States concerned immediately of the details of that report which
relate to management of the funds for which they are responsible under the rules applicable. The present report, which is transmitted to the
Court of Auditors, the Council and the European Parliament, summarizes the Member States' replies to the Court of Auditors' 2002 Annual
Report.

CONTEXT : in its 2002 Annual Report, the Court of Auditors has once more pointed out that the areas of the budget for which management is
shared between the Commission and the Member States pose particular challenge due to their complexity and the many layers of
administration involved. For its part, the Commission has taken steps to ensure that weaknesses are corrected. The 2001 Synthesis Report
action has been achieved and will be complemented by concrete steps to promote a convergence of audit methodologies. Besides, in its 2002
Synthesis Report, the Commission has committed itself to making all appropriate recommendations to clarify the respective responsibilities of
Member States and of the Commission in case of shared management.

Furthermore, given the importance of shared management and subsequently the place it occupies in the Court of Auditors' reports, it is
particularly necessary to know the Member States' positions on the problems raised by the external auditor. Firstly, it allows the Member
States to give their opinion on the observations and recommendations drawn up by the Court. Secondly, Member States can present the
corrective measures they have implemented or are planning to implement. Lastly, It should also give the Commission a general picture of
various problems encountered at national level and allow it to take proper remedial action.

RELEVANT INFORMATION : this report is based on the contributions from the Member States. It should be pointed out that despite the
creation of the general framework, these contributions remain fairly heterogeneous both in form and especially in substance. The Member
States thus replied in full or in part to the points or DAS errors submitted to them and in a few cases made recommendations or more general
observations. The time limits set by the Financial Regulation were not fully complied with and some contributions arrived several weeks late. In
so far as some Member States either fail to reply to specific observations concerning them or give only fragmentary information related to the
failures highlighted by the Court of Auditors, it is sometimes difficult to get a complete picture of Member States' positions regarding important
findings. Only 4 Member States made general comments on specific matters dealt with in the Court's Annual Report. One Member State did
not transmit any reply at all.

OPERATIONAL CONCLUSIONS : the first part of the report concerns the own resource sectors, from agriculture to structural funds. The
second part deals with the areas of agreement and disagreement between the Member States and the Court of Auditors.

The report concludes that there was a relatively limited number of conclusions, lessons and recommendations may be drawn from an analysis
of the Member States' replies to the Court of Auditors' Annual Report for 2002.

These replies principally defend the validity of their management and the controls they carry out. This approach occurs at a number of levels:
formal disagreement with the Court of Auditors, playing down the significance of its findings and the conclusions it draws, and presentation of
specific or structural corrective measures to remedy the shortcomings detected. This stratification of arguments presented in their defence
varies from one Member State to another; some are more inclined to question the Court's critical observations against them.

This attitude is not particularly surprising, since the Member States - apart from their replies to sector letters - do not have the possibility to
defend contradictorily their point of view before the Court of Auditors when the latter question their management of EU funds.

The number of structural corrective measures announced is limited. For instance, in the Own Resources area, Member States have taken
steps to improve the accounting and control procedures. As regards Agriculture, the need for better legislation and good control systems is
expressed. Several Member States also expect more input from the Commission in the Agriculture and Structural funds areas, as regards
simplification of legislation, timely issuing of guidance and better monitoring of management and control systems.



2003 discharge and follow-up of the 2002 discharge: EC general budget, section III Commission

PURPOSE : to present the revenue and expenditure accounts and the financial statement concerning the 2003 budget - Section III -
Commission : analysis of the budget headings.

CONTENT : this document presents an detailed summary of the payment appropriations used by the Commission in 2003. This document
should be read in parallel with the summary (dated 30/11/2004) of the analysis of the Commission's expenditure.

GENERAL AMOUNTS : for the budget year 2003, EUR 99.8 billion was committed from total available appropriations of EUR 101.2 billion, an
implementation rate of 99 %, slightly better than the outcome for 2002. Payments amounted to EUR 90.6 billion from total available
appropriations of EUR 98.3 billion, an implementation rate of 92 % compared with 86 % in 2002.

The implementation rates by heading were as follows:

- Agriculture : 98%

- Structural operations : 90%;

- Internal policies : 9% ;

- External action : 88% ;

- Administration : 87%

- Reserves : 41%

- Pre-accession aid : 80%.

That is a total of 92% implementation rate.

ANALYSIS OF EXPENDITURE 2003 HEADING BY HEADING :

Heading 1 - Agriculture : Agricultural expenditure for the year was EUR 44.4 billion, or 98 % of total available appropriations, compared with 97
% in 2002. For common agriculture policy-related expenditure, underutilisation mainly concerned: the beef and veal sector (EUR 417 million);
the sugar sector (EUR 205 million); the wine sector (EUR 168 million). For rural development, the implementation of commitments was 99 %.

Heading 2 - Structural operations : Payment appropriations in the 2003 budget for the pre-2000 programmes of the Structural Funds were
reduced by EUR 5 billion following the approval of an amending budget (AB). This amount was based on the estimated needs and
decommitments in 2003 relating to the pre-2000 programmes, as the Member States' payment claims were considerably lower than the
outstanding commitments (RAL).

Total payments for the heading amounted to EUR 28.5 billion, or 90 % of available appropriations, an underutilisation of around EUR3.3 billion.
For the Structural Funds in 2003, the unused appropriations mainly concerned Objective 1 (EUR 1 billion) and Objective 3 (EUR 800 million)
programmes, as well as Community initiatives (EUR 880 million) because payment requests from the Member States were lower than initially
envisaged. The unused appropriations in 2003 mainly related to the earlier programmes 1994-99, where payments amounted to EUR 3.5
billion of the EUR 5.9 billion available, whereas for the new Structural Fund programmes 2000-06, payments of EUR 22.7 billion were made,
an implementation rate of 96 %, compared with 91 % in 2002. After a steep increase of outstanding commitments (RAL) in previous years, the
situation in the Structural Funds almost stabilised in 2003, with an increase of around 3 %, from EUR 60.5 billion at end-2002 to EUR 62.4
billion at end-2003.

Heading 3 - Internal Policies : Commitments made amounted to EUR 7.2 billion, or 93 %. The EUR 550 million not used was spread across
the heading, with EUR 400 million concerning ?other appropriations' mainly for research and technological development (B6). These
appropriations are, as a rule, carried over to the next financial year. EUR 105 million was transferred from the EU Solidarity Fund to cover
emergency aid following natural disasters in Italy, Spain and Portugal.

Payments made amounted to EUR 5.6 billion, an implementation rate of 78 % as against 83 % in 2002. Excluding ?other appropriations',
which, as a rule, are carried over to the next financial year, the unused appropriations for the heading were in the region of EUR 700 million,
dispersed across the heading but mainly concerning: EUR 200 million for research and development, mostly related to completion of
programmes prior to 1999 and the fifth framework programme; EUR 56 million for the EU Solidarity Fund; EUR 50 million (excluding current
reserve) for area for freedom, security and justice, mainly EUR 18 million for the European Refugee Fund, of which EUR 10 million was to be
carried over to 2004.

Heading 4 - External Action : Under this heading EUR 5.1 billion was committed, an implementation rate of 97 %, similar to last year. Unused
appropriations mainly concern EUR 50 million for macrofinancial assistance for cooperation with the Balkan countries. Payments Payments
made in 2003 totalled EUR 4.3 billion, an implementation rate of 88 %. Unused appropriations amounted to EUR 600 million.

Almost half of this amount related to the programme for cooperation with the western Balkans. This chapter faces the transition from fast
disbursing reconstruction aid to more traditional cooperation programmes which renders the payments forecasts more difficult during that
period. An impressive increase in payments (+ 60 % or + EUR 108 million) was recorded in the budget lines for the benefit of Latin America.

Heading 5 - Administration : The commitment appropriations for administrative expenditure were practically fully implemented. EUR 562 million
of payment appropriations were automatically carried over to 2004.

Heading 7- Pre-accession : An implementation rate of 98 % was achieved for this heading, similar to the result in 2002. Payments amounting
to EUR 2.8 billion were made, an implementation rate of 80 %, compared with EUR 1.7 billion or 67 % last year. This represents an
underutilisation of around EUR 480 million, made up of EUR 288 million for ISPA and EUR 170 million for Sapard due to late payment
requests.

2003 discharge and follow-up of the 2002 discharge: EC general budget, section III Commission



This document presents the Council?s recommendation on the discharge to be given to the Commission on the implementation of the
Community budget for the financial year 2003 (Section III ? Commission).

The recommendation recalls that according to the revenue and expenditure account for the financial year 2003:

- revenue amounted to EUR 93 468 554 436;

- expenditure disbursed from appropriations amounted to EUR 88 394 813 758;

- cancelled payment appropriations (including earmarked revenue) carried over from 2002 amounted to EUR 2 765 220 289;

- appropriations for payments carried forward from 2003 to 2004 EUR 2 246 023 739;

- the negative balance of exchange-rate differences amounted to EUR 108 988 964;

- the positive budget balance amounts to EUR 5 483 948 264;

- cancelled appropriations for the financial year amount to EUR 5 535 238 460;

- EUR 2 081 756 100 (50%) of the EUR 4 155 854 793 in appropriations for payments carried forward from 2002 to 2003 have been used;

Based on the observations made in the Curt of Auditors? report, the Council recommends that the European Parliament give a discharge to
the Commission in respect of the implementation of the budget of the European Union for the financial year 2003.

Firstly, it should be noted that the Council is disappointed that the Court was still unable to give a Statement of Assurance (DAS) in relation to
most of the expenditure.

The Council appreciates the Court's continued work for improving its audit methodology and tools, in order to better fulfill its mission to
contribute to improving the financial management of the Union at all levels. It looks forward to being regularly informed on the DAS
methodology applied by the Court globally and within each sector, in particular regarding concepts, methods, indicators, appraisals and
presentation of the results.

It shares the Court's consideration relating to further improving the design of control systems by establishing clear and consistent objectives
and responsibilities. In this context, the Council notes with great interest the Court's proposal for the development of a Community internal
control framework as presented in its opinion on the single audit model.

The Council takes note of the progress achieved by the Commission in designing the new regulatory control framework and its positive impact
on the legality and regularity of operations subject to direct management of the Commission. In the framework of the administrative reform, the
Council notes that the annual activity reports required by the Financial Regulation have been of some usefulness for the Court's audit work.
However, further improvements are needed to make them into a reliable indicator of the Commission's performance in order to enable the
Court to use them as a basis for its statement of assurance.

The Council expresses great concern regarding the continued increase of outstanding commitments for differentiated expenditure. The Council
finds it unacceptable that at the end of 2003 outstanding commitments represented 2.5 years payments at the current spending rate.

As this trend affects the credibility and sound management of the Community budget, the Commission should, with Member States'
assistance, endeavour to give budget estimates closer to capacity for use of appropriations and corresponding to real needs. The Council will
monitor closely how the Commission and Member States progress in coming years to avoid over-ambitious budgeting and the inability of
Member and beneficiary States to absorb EU funds, which result in the low spending rate.

As regards the expenditure plan on a heading by heading basis, the Council has made the following comments:

- : the Council regrets that CAP expenditure was materially affected by errors. It endorses the Court's view that theCommon agricultural policy
Commission should work more actively with Member States in order to improve the control systems, especially for those categories of CAP
spending with higher risk (animal premium schemes and subsidies paid on the basis of quantity produced) or those subject to recurrent errors.
The Council calls on the Commission to review certain control procedures, identify subsidies that are particularly subject to fraud and error,
improve the supervisory checks and use these checks as a tool for comparison and have their results included in the annual activity report of
the Director-General for Agriculture and if relevant in the Synthesis report.

- : the Council welcomes the reinforcement of the Commission internal control system for the financial year 2003 andStructural measures
invites the Commission to improve on the basis of the principle of proportionality the effectiveness of the financial control framework for
structural measures.

Concerning the closure of programmes for the 1994-1999 period, the Council regrets the fact that progress in 2003 remained limited, because
of delays in the Member States and problems for the Commission's examination of files. The Council is concerned by the fact that the
Commission's checks on the compliance of the Member States' control system for the 2000-2006 programming period are not yet complete.
The Council urges both the Commission and the Member States to implement all the necessary improvements, in order to avoid the repetition
of the problems encountered at the closure of the 1994-1999 period.

- : the Council regrets that the late approval of the FP6 model contracts and the incomplete deployment of the commonInternal policies
information technology (IT) system during 2003 affected the implementation of FP6. It notes that an analysis of the ex-post financial audits in
the field of RDT expenditure shows a considerable incidence of errors in the declarations of costs by final beneficiaries, which were not
detected by the Commission's internal controls at the time of payments. The Council shares the Court's concerns about the weaknesses in the
management and control systems for the European Refugee Fund in the area of freedom, security and justice. Moreover, the Commission did
not give clear instructions to national intermediate managing bodies during the starting phase of the programme. It urges the Commission to
remedy the internal control weaknesses in this field and to provide direction to Member States on how to achieve a harmonised control
environment at national level.

- : the Council regrets the relatively high number of irregularities detected in the transactions of implementing organisationsExternal actions
and shares the Court's view on the necessity for a comprehensive approach to the supervision, controls and audit of these organisations.

- : the Council welcomes the progress achieved in the field of the pre-accession instruments Phare, ISPA andPre-accession aid



2003 discharge and follow-up of the 2002 discharge: EC general budget, section III Commission

 The committee adopted the report by Terry WYNN ( PES , UK ) on the 2003 discharge and the follow-up to the 2002 discharge for the
Commission. Although it recommended granting discharge to the Commission, the committee was also firm about the need for Member
States' financial control systems to be reviewed swiftly and for the failings to be remedied. It made a number of recommendations:
- to deal with the weaknesses in the Member States' management of EU funds, the "highest political and managing authority" of each Member
State (e.g. the Finance Minister) should have to provide a formal Disclosure Statement every year that proper control systems, "capable of
providing adequate assurance for Commission accountability purposes", are in place;
-  Commission should draw up a report to look at ways of agreeing a protocol on this matter with Member States.the
MEPs warned the Council and Commission of the "difficulties" that would be involved in reaching an agreement on the next financial
perspective if the principle  statements by finance ministers was not fully accepted. Such a system was needed, they said,of disclosure 
because current supervisory systems and controls could  the  where Community funds arenot guarantee legality and regularity of transactions
jointly managed by the Commission and the Member States . Centrally imposed controls could not solve the problem on their own, while
Member States did not always manage EU funds with the same care as  funds."national"
Better control systems were also needed because the annual Statement of Assurance (DAS) by the Court of Auditors does not assess how
effectively EU funds are spent. The DAS says whether the money has been used  but gives no indication about value for"regularly and legally"
money. Funds could thus be wasted even if they have been used in an absolutely " .regular and legal" manner
Referring to the single audit model demanded by Parliament since 2002, which is designed to improve budgetary control mechanisms, the
committee welcomed  of Auditors' recommendations for an effective and efficient internal control framework.the Court 
Lastly, MEPs asked the Council  setting up an expert group to rethink the functioning of control andto work with Parliament and Commission in
audit in the EU, in particular in the areas of shared management between the Commission and the Member States .
 

2003 discharge and follow-up of the 2002 discharge: EC general budget, section III Commission

PURPOSE : to grant discharge to the Commission for the implementation of the 2003 general budget.

LEGISLATIVE ACT : Decision 2005/529/EC, Euratom and 2005/530/EC, Euratom of the European Parliament on the discharge for
implementing the general budget of the European Union for the financial year 2003 and the closing of the accounts of the same budget
(Section III ? Commission).

CONTENT : with the present decisions, the European Parliament grants a discharge to the Commission for the implementation of the general
budget for 2003 and closes the accounts for the year.

This decision is in line with the European Parliament?s resolution adopted on 12 April 2005 and comprises a series of observations that form
an integral part of the discharge decision (please refer to the summary of the opinion of 12/04/2005).

2003 discharge and follow-up of the 2002 discharge: EC general budget, section III Commission

The European Parliament adopted the resolution drafted by Terry  (PES, UK) on the 2003 discharge by 563 votes for, 40 against andWYNN
38 abstentions. (Please see the summary of 16/03/2005). Parliament grants the discharge for the European Commission's accounts for 2003
but stressed in the attached resolution that it is also firm about the need for Member States' financial control systems to be reviewed swiftly
and for the failings to be remedied.

RALs: Parliament regretted the Court's misleading statement as regards the outstanding commitments on the structural funds, which at the
end of 2003 represented ?five years? worth of payments at the current spending rate. This figure included the years 2004 to 2006, which in
2003 could not be committed. Parliament recalled that unused funds are reimbursed to the Member States at the end of the period. It
welcomed the fact that the introduction of the rule n+2 (year of commitment + 2) had largely contributed to solving this problem, such that for
the last two years there has been absorption of more than 99% of the structural funds. Also bearing in mind the post-2006 Financial
Perspective, the Commission was invited to find a balance between the preparation of policy and the process of accounting for its proper
implementation, and calls on it to undertake a critical analysis by reconsidering the distribution of power within the Commission (governance
set-up) as well as administrative processes.

Parliament went on to note that the distinction between the financing and the implementation of a Community policy gives rise to the so-called
"delegation risk", which concerns matters such as: the fact that Member States and beneficiaries do not always give the same attention to the
spending of European money as to the spending of national money; and the heterogeneous quality of Member States' control standards and
the notable absence of involvement of most national audit institutions in seeking assurance that European funds are being used regularly and
legally for the intended purposes.

Parliament took the view that these problems could not only be resolved by centrally imposed controls, and that the current situation clearly
demonstrated the need for new instruments to enhance the Commission's insight into the Member States' management and control systems.
Only sufficiently comprehensive ex-ante disclosure in a formal Disclosure Statement and an annual ex-post Declaration of Assurance as
regards the legality and regularity of the underlying transactions from each Member State's highest political and managing authority (Finance
Minister), as suggested several times by the Commission's Internal Audit, would enable the Commission to fulfil its obligations under Article
274 of the Treaty.

Parliament invited the Commission to present an initial report exploring the road map to a protocol with Member States in which the managing
authority (finance minister) would declare, prior to disbursement and on an annual basis, that proper control systems, capable of providing
adequate assurance for Commission accountability purposes, are in place. It advised the Commission and the Council of the difficulties
involved in concluding an Interinstitutional Agreement on the new Financial Perspective until the principle of disclosure statements from each
Member State's highest political and managing authority has been fully accepted and its operational implementation given status as a matter
of priority. Progress in the European Union's financial management is not possible without Member States' active participation, and this



"participation" must be anchored at political level. Parliament was convinced that a finance minister would prefer to establish properly
functioning supervisory systems and controls instead of running the risk of having to explain to his/her Parliament why the national purse has
to repay substantial sums to the European Union.

DAS: Parliament notes that the central question should be whether the supervisory systems and controls that have been implemented at
Community and national level provide the Commission with a reasonable assurance as regards the legality and regularity of the underlying
transactions. It invited the Court of Auditors to further improve the presentation of the global Statement of Assurance and the specific
appraisals by continuing the trend towards a more comprehensive description of the reservations, and to include more explicit and specific
information on weaknesses in the different sectors and Member States with a view to establishing an operational listing, drawn up on a
risk-based approach, of the reservations which can be monitored over time.

Single audit model: this model demanded by Parliament since 2002 is designed to improve budgetary control mechanisms. Parliament
welcomed  the Court of Auditors' recommendations for an effective and efficient internal control framework. However, it regrets that the Court
has not presented any bold proposals as regards national audit institutions' participation in enhancing transparency and accountability at
Member State level. The Commission is invited to initiate discussions with the discharge authority , the Council and - with due respect to its
independence - the Court of Auditors as an observer, and to draw up an action plan for the implementation of a Community internal control
framework as soon as possible. Furthermore, it invites the Commission to make sure that the detailed proposals setting out the legal
framework of the policy proposals made by the Commission as part of the political project for the Union until 2013 take full account of the
elements contained in the "Community internal control framework" and the principle of annual disclosure statements by each Member State's
highest political and managing authority.

Lastly, MEPs asked the Council to work with Parliament and Commission in setting up an expert group to rethink the functioning of control and
audit in the EU, in particular in the areas of shared management between the Commission and the Member States.

Sectoral issues: many points have been examined in this resolution such as:

Agriculture: it notes that the Commission is responsible for having failed to recover, at least, EUR 1 120 million during the period from 1971 to
September 2004. It considers this to be an unacceptable situation and that the Member States and the Commission have shown a lack of due
diligence. It expects to receive a report, in time for the 2004 discharge procedure, on how and when this money will be recovered. Member
States are invited to report cases of irregularities on time every 3 months;

Structural measures:   Parliament deplores the failure of some Member States to control and manage taxpayers' money for which they are
responsible, and points to the hypocrisy of some Member States in blaming the Commission for failing to control expenditure for which those
Member States are responsible. The Commission is asked to inform Parliament of the countries which have failed to rapidly implement agreed
improvements in their control systems. Parliament also encourages the Commission to suspend interim payments to Member States in cases
of serious irregularity or when serious failings in the Member States' management control systems are found;

Internal policies: Parliamentconsiders the overall implementation rates for this heading to be satisfactory even if there were a considerable
incidence of errors under the research heading, mainly due to over-declarations of costs which were not detected by the Commission's internal
controls;

External Policies: Parliament declares the reform of the management of external aid has been a success. However, the observance of tender
and procurement procedures by project management units and NGOs remains an area of concern and Parliament expects the Members of the
Commission with responsibility for external aid to submit an action plan by 1 September 2005 in order to bring those problems under control.
Parliament recognises the need to strike a balance between reporting and procedural requirements for NGOs on the one hand and the
feasibility of NGOs meeting these on a regular basis on the other hand, and would welcome reflection by the Court on how these interests
could be better reconciled. It also finds it unacceptable that only EUR 198 million (2,4%) was earmarked for basic education and EUR 310
million (3,8%) for basic health, therefore, it urges the Commission to increase funding for these sectors and calls for 20% of the European
Union's development cooperation expenditure to be earmarked for basic education and health in the developing countries;

Pre-accession aid:Parliament commends the Commission for the efforts it has made so far through the PHARE programme in helping to
prepare the candidate countries for managing the structural funds. It is nevertheless concerned by the failure to ensure that the accreditation
process for many PHARE and ISPA agencies in the new Member States was completed before accession. It welcomes in principle the
proposal for a new single instrument for preparing for management of the structural funds. Moreover, the aims and objectives of SAPARD, as
the first pre-accession aid to be fully decentralised, were excellent, even if it did not fully achieve them. Lastly, Parliament acknowledges that
the decentralised management system used to implement the programme generally functions well, but urges the Commission to improve it
further by learning from the problems encountered so far, providing more support to accession states when problems are found and doing
more to follow up the programme.


