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6.
Brief analysis/ assessment of the resolution and requests made in it:
The resolution is based on the European Parliament’s annual own initiative report on protection of financial interests and the fight against fraud. It draws on the Commission’s annual report on the fight against fraud for 2015 ("PIF Report")
, the OLAF annual report for 2015
, the Activity Report of the OLAF Supervisory Committee
, and European Parliament resolutions from previous years on the protection of financial interests.

The resolution addresses a host of issues related to the protection of the financial interests of the EU and is divided into five sections: "Detection and reporting of irregularities" (paragraphs 1 to 13), "Revenue – own resources" (paragraphs 14 to 31), "Expenditure" (paragraphs 32 to 47), "Problems identified and measures required" (paragraphs 48 to 87), and "Investigations and the role of OLAF" (paragraphs 88 to 103).

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:
In addition to the present follow-up fiche, the Commission provides a summary reply to the Parliament’s recommendations in the annual PIF Report.
I.
Detection and reporting of irregularities (paragraphs 1 to 13)

Number of irregularities (paragraph 1)

Interpreting any increase in the irregularities reported by Member States negatively and any decrease positively, is too simplistic and might be misleading. Since the PIF Report 2012, the Commission has clarified that the scope of the Report remains reporting and analysis of actions taken by the Member States and EU Institutions to protect the EU financial interests as well as the results of these actions. The reported irregularities are identified and detected by national authorities or EU Institutions. Consequently, corrective actions have been or are being undertaken to ensure that the financial interests of the EU are protected. The perception of the sharp increase between 2013 and 2015 is due to an editing mistake. In fact, the increase of 48% in 2014 should be read as 4.8%.

Fluctuations of irregularities (paragraph 2)

The Commission has always indicated that fluctuations in amounts are far less explicative than the trends of the number of detected and reported irregularities. They can easily be influenced by single investigations into big projects, which, almost inevitably, lead to very high amounts involved.

Distinction between "errors" and "fraud" (paragraph 3)

EU Regulations in various sectors require the Member States to report irregularities to the Commission and to identify whether these cases involve "suspected fraud"
. Based on the information reported by the Member States, the PIF Report clearly distinguishes between irregularities reported as fraudulent and other irregularities. Error is a term used by the European Court of Auditors.

Increase in resources to justify increase in irregularities (paragraph 5)

The Commission has not indicated that the increase of resources is the only reason for this increase. The 2015 PIF Report stresses that several causes are behind these trends, such as the multiannual nature of a big part of the spending programmes and their spending cycle. In particular, the increase is to be expected when the programmes reach their closure. This "phenomenon" has already been observed and reported in relation to the closure of the programming periods 1994–99 and 2000–06. Furthermore, in relation to the PIF Report 2015, there were specific circumstances linked to reporting from two Member States (Ireland and Spain) which have "blurred" the overall picture.

Timelines for Member States in irregularity reporting (paragraph 6)

The Commission is of the view that the four Implementing Regulations on the reporting of irregularities
 clearly indicate the timing at which the reporting must happen. The Commission recalls that according to the reporting provisions, the Member States are required to send the first report on a newly detected irregularity no later than two months following the end of the quarter in which the primary finding (PACA) was made.
The fact that Ireland and Spain reported a significant number of irregularities late shows on one side that problems have occurred in these Member States in terms of compliance with the reporting obligations, but on the other also witnesses their commitment to addressing the issue.
The situation has improved year after year thanks to mutual efforts. The new regulatory framework (the four Delegated and the four Implementing Regulations mentioned above) and the "Handbook on Irregularity Reporting" under preparation in cooperation with national experts (see Commission's position in relation to paragraph 11) will help further improve the situation.

Report under Article 27(3) of Council Directive 2010/24/EU (paragraph 7)

Article 27(3) of the Council Directive 2010/24/EU provides that "The Commission shall report every 5 years to the European Parliament and the Council on the operation of the arrangements established by this Directive" (emphasis added). The arrangements established by this Directive have to be applied by the EU Member States from 1 January 2012. In line with the above provision, the Commission intends to publish an evaluation report in 2017, relating to the first five years of operation of the new recovery assistance arrangements (for the period that started on 1 January 2012 and ended on 31 December 2016).

REFIT programme (paragraph 8)
With the REFIT programme, the Commission acknowledges the importance to identify opportunities for simplification of EU legislation, related unnecessary burdens and how these can be reduced. Lately, the Commission stepped-up the work on simplifying the EU legislation: 119 REFIT actions were included in the Commission Work programmes for 2015 and 2016, and 93 proposals in the EU legislative procedure have been identified for withdrawal. The Commission Work Programme 2017 includes 34 legislative initiatives under REFIT, 19 withdrawals and 16 repeals. The Commission also applies a policy of evaluating existing legislation before amending legislation with approximately 700 evaluations of existing policies and laws having been prepared since 2010.
National anti-fraud strategies (paragraphs 9 and 39)

The Commission welcomes the Parliament's support on this issue. By April 2017, the number of Member States that adopted a National Anti-Fraud Strategy had increased to 11, while other Member States are in the process of adopting.

The Commission recalls that in 2012, the Commission (OLAF) under the COCOLAF Fraud Prevention Group set up a collaborative procedure with Member States aimed at developing an exchange of experience and good practices between the Member States and the Commission. The working group focuses each year on a specific topic selected by the Member States and drafts practical documents that can be used as guidance for strengthening Member States' anti-fraud measures/ strategies.

In the last three years, the COCOLAF Fraud Prevention Group focused on various aspects of the National Anti-Fraud Strategy ("NAFS"). The NAFS guidelines provide Member States with: (i) a step-by-step method for elaborating a NAFS; (ii) components of the NAFS and template for its structure; and (iii) concrete examples of Member States' practice. However, these guidelines have no binding effect. Moreover, there is no "one size fits all" recipe for drafting a NAFS; it is for the Member States to assess their current anti-fraud situation, set their own goals and prepare their own tailor-made action plan.

Uniform data collection system (paragraph 11)

The Commission points out that a uniform system for the collection of comparable data on detected and reported irregularities and cases of fraud has already been put in place through:

· the adoption in 2015 of the package of four Delegated and four Implementing Regulations on the reporting of irregularities, harmonised to the maximum extent for all areas of shared management; this package aims at improving the quality and consistency of the information on irregularities and fraud reported by the Member States;
· the introduction in 2016 of a common module in the Irregularity Management System for the transmission of irregularities of all areas concerned. In fact, Articles 3 of Commission Implementing Regulations (EU) No 2015/1974, 2015/1975, 2015/1976 and 2015/1977 set out the reporting format; the information referred to in Articles 3 and 4 of Delegated Regulations (EU) 2015/1970, 2015/1971, 2015/1972 and 2015/1973 shall be sent by electronic means, using the Irregularity Management System, established by the Commission;
· the preparation in 2016 of a "Handbook on Irregularity Reporting" under a collaborative approach together with experts from Member States; its purpose is to provide guidance on common aspects of Member States’ reporting of irregularities in connection with European Union budget expenditure as part of shared management for the programming period 2014–2020.

Technical assistance to Member States (paragraph 13)

In order to assist Member State authorities in their fraud prevention efforts, the Commission has prepared a number of guidance documents on different related aspects
. For instance, the ESI Funds Committee and the COCOLAF Fraud Prevention Group have issued guidance on these matters. This includes:

· fraud risk assessment and anti-fraud measures for the 2014–2020 programming period;

· fraud indicators developed for the 2007–2013 structural funds;

· a compendium on anonymised irregularity cases related to structural actions;

· practical guides on conflict of interest and forged documents;
· the role of auditors on fraud prevention and detection.

In addition, the Commission is and will continue actively using technical assistance at its disposal to re-inforce fraud prevention capacities in Member States. Some of the implemented and on-going initiatives include the following:

· A state-of-the-art IT data mining tool "ARACHNE" has been developed (DG EMPL and DG REGIO) and is offered to Member States free of charge.
· At the start of the current programming period, the Commission organised a series of awareness raising seminars in Brussels and 12 Member States, focusing on hands-on tools for dealing with the risks of fraud and corruption.
· The Commission is currently implementing a pilot project called "Integrity Pacts – Civil Control Mechanism for Safeguarding EU Funds"
. An "integrity pact" approach entails an external monitor – a civil society organisation – monitoring the public procurement procedure(s), from the tendering to the contract implementation stages. The project is implemented in co-operation with Transparency International. 11 Member States participate in the pilot, testing the approach in 17 EU co-funded projects spread across different sectors.
· A dedicated instrument has been set up under "TAIEX-REGIO PEER 2 PEER"
 to facilitate the exchange of experience and peer-to-peer learning between Member States' authorities involved in the management of ESIF.
· The Commission has recently commissioned an external consultant to prepare a Study and a handbook on fraud prevention practices in ESI Funds in Member States. Results are expected in 2018.

II.
Revenue-own resources (paragraphs 14 to 31)
Commission action plan on "VAT – Towards a single EU VAT area" (paragraph 17)
The "20 measures to tackle the VAT gap" were published on 6 April 2016 together with the VAT Action plan. The Commission is currently implementing them. For example, the Commission is evaluating the Regulation on administrative cooperation in the area of VAT and will assess the feasibility of including some of the proposed measures into a legislative proposal in the second half of 2017. The Commission organised a workshop on the cooperation between tax administrations and law enforcement bodies in the first half of 2017, with a view to identifying good practices in this area as well as the obstacles to effective cooperation and possible ways of removing them. A legislative proposal to amend the Commission Implementing Regulation on mutual recovery assistance is expected to be adopted in the third quarter of 2017. It would facilitate the cross-border use of precautionary measures safeguarding the recovery of VAT claims.

Originating countries of counterfeit goods (paragraph 22)
The data of the 2015 Results at the EU border – Report on EU customs enforcement of intellectual property rights (IPR) was not available when drafting the Commission report on the protection of the EU’s financial interests 2015 which is correctly cited in the text of the resolution.

The text therefore does not reflect the information contained in the 2015 "Results at the EU border" report on EU customs enforcement of IPR
:
· countries of provenance by articles in 2015: China (around 41%), Montenegro, Hong Kong (around 9%) Malaysia, etc.;
· countries of provenance by value in 2015: China (around 58 %), Hong Kong (around 20%), Malaysia, Turkey, etc.

Revenue losses to EU budget due to cigarette smuggling (paragraph 23)

The Commission would like to point out that cases of smuggled cigarettes have no direct impact to the EU Budget as they do not generate any traditional own resources (TOR) revenue when cigarettes are seized and simultaneously or subsequently confiscated after their introduction into the EU territory. In its traditional resources inspection, the Commission regularly verifies Member States' action to counter smuggling.

Tobacco smuggling in Belarus (paragraph 24)

The Commission Services are intensifying their engagement with the Belarusian authorities to tackle the illicit tobacco trade from Belarus.

Decrease in customs staff (paragraph 28)

The responsibility for the administration and collection of TOR including the allocation of the necessary resources from the national budgets lies indeed with Member States. The Commission recommended several control measures contributing to effective protection of the EU’s financial interests in its PIF report 2015. The Commission monitors the staffing data reported by Member States under Article 6 of Council Regulation 2014/608 and reports on its evolution.

Customs inspections (paragraph 30)

The Commission regularly carries out on-the-spot TOR inspections in Member States aiming to ensure the compliance of the national TOR management and control systems with the EU customs law. To this end, the standardised inspection questionnaires and checklists are used to apply an appropriate and harmonised approach during inspections. The inspection checklists should give the exact scope of the topic concerned, the objectives to be achieved, the applicable legal basis and the approach and the methodology to be followed for the preparation and the execution of the inspection mission. All detected irregularities are followed-up and, whenever required, the Commission takes corrective measures, including legal action when necessary.

III.
Expenditure (paragraphs 32 to 47)
Recoveries of legal residents of non-EU countries (paragraph 32)

The Commission takes note of the interest of more detailed information on recoveries from legal residents of non-EU countries of mismanaged EU funds under direct management of the Commission, and it will try to elaborate more in depth on this specific aspect in the next year's report within the limits of the information available.

Drop in fraudulent expenditure irregularities (paragraph 33)

The Commission is closely monitoring the trends of irregularities reported as fraudulent. In this respect, looking at the revenue side of the fraudulent irregularities, the Commission has noticed a reduction in the resources allocated for controls in a number of Member States in 2015. In this period of budgetary cuts, the same may have happened in relation to expenditure programmes. On the other side, despite this reduction of detected and reported fraudulent irregularities, related amounts have been increasing. This could be explained by the phase of the implementation period (closure of programmes) and possibly by the progressive use of IT tools and risk analysis techniques by controlling bodies.

Increasing number of irregularities concerning EAGF and EAFRD (paragraph 36)

These figures should be looked at with particular caution. The two pillars of the Common Agricultural Policy (European Agricultural Guarantee Fund – EAGF and European Agricultural Fund for Rural Development – EAFRD) are run differently: the first consists of annual payments, while the second entails a multiannual framework similar to other spending programmes (Cohesion policy and European Fisheries Fund). Based on the last four PIF Reports (years 2012–2015), the number of reported irregularities and their impact on the payments regarding the EAGF remain fairly stable. The situation of the EAFRD is different, with very few irregularities detected and reported at the beginning of the programming period and then a continuous increase and acceleration towards the end of the programming period.

Monitoring of the completeness and compliance of the transposition of Directives 2014/24/EU and 2014/25/EU (paragraph 37)

The monitoring of the completeness and compliance of the transposition of Directives 2014/24/EU and 2014/25/EU by the 28 Member States is currently underway. The obligation of the Member States, set out in the Directives, to introduce e-Procurement fully at the latest by 18 October 2018 is expected to significantly contribute to increased transparency of all public procurement procedures.
Furthermore, according to the latest information available (for instance the Court of Auditors' 2015 Annual Report), the incidence of public procurement errors has decreased in the last exercise. As indicated in the Commission PIF Report, the irregularities detected in the area of the Cohesion policy, on average, occurred three years before they were reported to the Commission
. These two sets of data are therefore not conflicting. The Commission will keep monitoring the evolution of the situation in the following years.

Irregularities concerning the European Fisheries Policy (paragraph 40)

The trend concerning the irregularities detected and reported in relation to the European Fisheries Fund (EFF) is particular and highly influenced by the progress in the implementation of the spending programmes. Reporting has been very slow and at very low levels in the initial years of the financial framework 2007–13 and has, consequently, progressed at a faster pace towards its closure. The detection and reporting of the irregularities seems connected to the spending cycle. Until the end of 2015, the overall amounts reported as affected by irregularities represented about 1.5% of the resources allocated for the financial framework 2007–13, in line with or even lower than other shared management policies.

Rise of irregularities concerning cohesion policy (paragraph 42)

The Commission would like to stress that, to a large extent, the sharp increase in 2015 is due to belated reporting by two Member States: Spain, for the period 2007–13, and Ireland, for the period 2000–06. These delays in reporting distort the correct analysis and representation of the actual trends in detection of irregularities, and for this reason the Commission has issued a general recommendation for a further improvement in the quality of the irregularity reports.

Analysis of public procurement errors (paragraph 44)

The Commission notes the reduction in the frequency of errors due to public procurement rules over the past two years. Public procurement rules are applicable for all public spending in the Member States and are not specific to Cohesion policy. Non-compliance with EU or national public procurement rules has been a major source of errors in this policy area over years, in particular for regional and urban policy, mainly due to the types of projects co-financed. The Commission has therefore taken various preventive and corrective actions since the last programming periods in order to address weaknesses identified in that area.

The Commission refers in particular to its Action Plan on public procurement set up in 2013 and endorsed by all relevant Commission services and the European Investment Bank (EIB) in December 2015, which aims at further improving the implementation of public procurement rules in the Member States through additional preventive measures such as guidance, training, sharing of good practices, compendium of errors to be avoided, and integrity pacts
. The Action Plan on Public Procurement was updated in March 2017 to include new actions related to the transposition of the new Public Procurement Directives and a stronger focus on strategic procurement and transparency.
The legal framework for European Structural and Investment (ESI) Funds 2014-2020 has also introduced a specific ex ante conditionality in relation to public procurement which together with the simplified 2014 Directives should lead to further improvements in this area.
In 2015 the Irregularity Management System (IMS) has been adapted to allow an in depth analysis of irregularities reported by the Member States relating to public procurement.
Furthermore, as sufficient data is required to perform a meaningful analysis, the Commission explores ways of establishing at the EU level a database that would also include public procurement irregularities not related to EU funds. A feasibility study, ending in June 2017, was launched to:
a) analyse the technical constraints for interoperability between the EU existing databases and the existing national databases on PP irregularities;
b) propose the functional specifications of the target system; and
c) propose a realistic calendar and budget for the implementation of this project.

EU-citizens' access to EU-co-financed projects (paragraph 45)

Information about the beneficiaries of EU funding managed directly by the European Commission (names and amounts received) is published in the Financial Transparency System (FTS). In addition, national websites provide for the lists of beneficiaries of agriculture and cohesion policy funds.
More information on fraudulent cases concerning R&TD (paragraph 46)

The Commission takes note of this remark and will attempt to look more in depth into this specific aspect. To have a clearer understanding of these trends, the Commission has issued a specific recommendation to Member States in the 2015 PIF Report to obtain more complete information about "priority themes" and "localisation" of projects affected by irregularities.
Irregularities in Pre-Accession Assistance (paragraph 47)

Reporting more irregularities is not in itself a negative sign as it may also signify that the contracting authorities have become more efficient and stringent in applying the rules. It should also be noted that the continuous decrease of reported irregularities in the Pre-Accession Assistance (PAA) programmes is due to the fact that these programmes now are mostly completed and closed. Programmes under the Instrument for Pre-Accession Assistance (IPA) are running and being implemented, and the number of reported irregularities may clearly depend also on the fact that the financial support to a country like Turkey is of a different scale than that for other beneficiary countries.

IV.
Problems identified and measures required (paragraphs 48 to 87)
Uniform reporting principles (paragraph 48)

A working document on the reporting of irregularities, dealing specifically with the issues which have caused the greatest problems, is currently in the final stage, prepared in cooperation with experts from the Member States.

Develop a system to prevent cross-border fraud (paragraph 49)

The Commission is currently conducting the evaluation of Regulation 883/2013 concerning OLAF investigations, which may lead to findings about the cooperation among competent authorities. If the evaluation concludes that there is a need to strengthen provisions with respect to structural funds, the Commission will consider any further steps.

Public procurement in emergency situations (paragraph 51)

The EU procurement rules indeed allow the use of a negotiated procedure without prior publication in exceptional situations which are exhaustively listed in Article 134 of the Rules of Application. The reasons for having recourse to one of these exceptional procedures must be set out in the authorising officer’s decision awarding the contract, either on the basis of the subject of the contract or in view of the circumstances. As a way of preventing its overuse, the procedures used on the basis of Article 134(1), points (a) to (f) of the Rules of Application (notably in cases of extreme urgency) must be included in the Annual Activity Report of each authorising officer.

Ex-ante conditionalities in cohesion policy (paragraph 56)

Member States had until end 2016 to fulfil all applicable ex-ante conditionalities, including on public procurement. As is the case with other horizontal ex-ante conditionalities, this requires arrangements for training and dissemination of information for staff involved in the implementation of the ESI Funds. Member States have, however, until the submission of the Annual Implementation Reports and/ or Progress Report, respectively due by end of June and August 2017, to report to the Commission on their fulfilment. The Commission is closely monitoring the fulfilment of ex-ante conditionalities which have an added value for increasing the efficiency and effectiveness of the ESI Funds
. In case of non-fulfilment, the Commission may decide to suspend interim payments in line with the legal framework.

OLAF regularly holds seminars and trainings with Member States, which cover, among others, public procurement, conflict of interest, corruption, whistle-blowing and other issues related to the fight against fraud. DG AGRI has organised over 50 dedicated seminars since mid-2013, reaching out to more than 5,000 participants. In 2015, DG REGIO, in co-operation with DG NEAR, set up TAIEX-REGIO PEER 2 PEER – a dedicated instrument for capacity building through peer-to-peer learning. Coordinated by the Commission, this tool helps officials involved in the management of ESIF meet their counterparts from other Member States and exchange experience, good practice and solutions on a wide range of cohesion policy issues. DG REGIO is organising training sessions for authorities managing cohesion policy funds in Member States. Different modules have focused on new elements of cohesion policy for 2014-2020, including issues related to management and control, state aid, etc. In addition, the Member States' authorities have been provided with written guidance on the implementation of the new anti-fraud provisions, including risk assessment in high-risk areas and the treatment of fraud and irregularities.

In the area of public procurement, ESIF DGs and DG GROW have set up a special Working Group in order to coordinate actions more effectively. The Working Group has adopted the Public Procurement Action Plan which sets out a number of preventive actions such as:

· transparency initiatives against the corruption in public procurement (e.g. implementation of 17 pilot Integrity Pacts for selected  projects in 11 Member States co-funded by the European Regional Development Fund/ Cohesion Fund/ European Social Fund);
· targeted support to specific Member States in order to assist contracting authorities through "learning by doing" – using the TAIEX-REGIO PEER 2 PEER instrument;
· tailor-made and targeted assistance to Member States to improve administrative capacity in public procurement (e.g. cooperation projects with the OECD to assist Slovakia and Bulgaria to improve their public procurement systems and capacities);
· monitoring and assistance to Member States on the transposition of the public procurement Directives (including training and guidance).

Commission supervisory role (paragraph 59)

Under the current legal framework, the Commission's supervisory role is strengthened, aiming to improve the Member States management and control systems and to reduce the error rates.
Moreover, the Commission has taken the following actions:

· The Commission put in place a robust and thorough process to analyse the error rates reported by Member States.
· The in-depth verification process includes desk reviews of the Annual Control Reports provided for each year by the Audit Authorities and on-the-spot fact-finding missions performed by the Commission.
· Where doubts arise, the Commission can request additional specific information from the managing authorities. An assessment carried out by the Commission with regard to the main ESI Funds showed that 95% of Member States' reported error rates are reliable.

In the area of the common agricultural policy (CAP), the Commission disposes of several instruments for improving the financial management, both ex-ante through interruptions and suspensions/ reductions, and ex-post through net financial corrections and recoveries. Moreover, the CAP regulatory tools were reinforced for the financial period 2014–2020: single system of monitoring and evaluation for both pillars, streamlining/ speeding up of the conformity clearance procedure, better defining the criteria and methodology for applying net financial corrections, and introducing a new model for assurance by the Certifying Body (CB) on the legality and regularity of declared expenditure based on a representative sample. As regards remedial actions and early warning, the Commission has been closely working with the Member States in determining the root causes of errors as well as the preventive and corrective actions in the implementation of the CAP. As a result, paying agencies have been implementing targeted action plans in those cases where risks were detected.
Strict policy on interruption and suspension of payments as a preventive measure (paragraph 60)

In the programing period 2007–2013, a strict and rigorous policy on interruptions and suspensions was followed with a zero tolerance approach in order to minimise the risk to the EU budget. The main preventive legal instrument putting pressure on Member States to put in place effective management and control systems consisted of procedures to interrupt or suspend the payments to an Operational Programme.

The Commission regularly and carefully monitors the functioning of the management and control systems of programmes in Member States. To this end, the Commission conducts system audits and audits of operations. All detected irregularities are followed-up on an individual basis. Whenever appropriate, the Commission takes preventive and corrective measures.

In the 2014–2020 programming period, a new accounting system has been introduced, which entails retention of 10% from each submitted interim payment claim to protect the EU budget. The outstanding balance is only paid after the control cycle has been finished in the Member States. According to the new legal framework, the Member States themselves shall carry out corrections before submission of final accounts to the Commission.
The existing preventive instruments will be complemented with stronger corrective measures. The key components of the Commission’s supervisory system for the 2014–2020 programming period are:

· interruptions and suspensions, existing for Cohesion policy;
· compulsory net financial corrections for serious systems deficiencies on the basis of a new provision introduced in the Common Provisions Regulation (CPR). For instance, in 2015 DG EMPL alone implemented EUR 407 million in financial corrections (composed of EUR 73 million of net financial corrections and EUR 334 million of "financial corrections with replacement of expenditure and other corrections implemented in 2015") – sending a clear message that the Commission is serious and ready to take action to protect the EU budget where needed.

In the area of the Common Agricultural Policy, the Commission continues to apply the interruptions and reductions/ suspensions of monthly payments (EAGF) and interim payments (EAFRD) in order to safeguard the EU financial interests. This preventive mechanism existed before; however, the Commission powers have been significantly reinforced with the entry into force of the CAP financing Regulation 1306/2013 (and the Common Provisions Regulation 1303/2013) in 2013. This allows to efficiently interrupt payment deadlines for the second pillar (EAFRD) and to reduce or suspend the payments for both pillars (EAGF and EAFRD).

The EAFRD payments deadline may be interrupted under Article 22 of Commission Implementing Regulation 908/2014 for verifications due to inconsistent, incomplete or unclear information. If there is a clear indication of a deficiency in management and control system or of the expenditure being linked to an irregularity having serious financial consequences, the expenditure may be interrupted – as for other structural funds – based on Article 83 of the CPR.

The payments for both pillars may be reduced or suspended based on Article 41 of Regulation 1306/2013 when the payments are not effected in accordance with EU rules, or when there is an evidence of a deficiency in the national management and control or recovery systems.

The interruptions and reductions/ suspensions are provisional. When relevant these could be accompanied by an audit by the Commission. If the deficiency is confirmed, the relevant expenditure is definitely excluded from EU financing by application of a financial correction.

In the case of EAGF, in 2015 the reductions concerned 14 Member States and a total amount of EUR 27.19 million. In 2016 the reductions and suspensions concerned 20 Member States and a total amount of EUR 196.4 million.

In the case of EAFRD and considering both programming periods, in 2015 the interruptions, reductions and suspensions concerned six Member States and a total amount of EUR 339.67 million; in 2016, these correction measures concerned three Member States and a total amount of EUR 296.18 million.

Hercule III programme (paragraph 61)

The Commission welcomes the points made by the European Parliament and would like to add that the Programme is now subject to an independent mid-term evaluation. The Commission will submit the results of this interim evaluation to the European Parliament and the Council by 31 December 2017. A further improvement of the implementation of the Programme is expected with an enhanced reporting on the results of the funded actions. In addition, the introduction of an electronic system for the management of grant applications and contract management will further improve the efficiency of the Programme.

Mid-term assessment of cohesion policy (paragraph 63)

As a result of Regulation 883/2013, and in particular the setting up of an Anti-Fraud Coordination Service ("AFCOS") in each Member State, a framework already exists for Member States to enhance their cooperation. The exchange of relevant information for dealing with cases of transnational irregularities and fraud is governed by the relevant national legislation. An example of such cooperation is the anti-fraud co-operation project in the area of structural funds promoted by the Italian AFCOS, co-financed by the Hercule programme, which was presented to the European Parliament on 9 November 2016.
Moreover, legal provisions and procedures related to fraud prevention have been significantly improved in the 2014–2020 period and are now a key element of designation of authorities. Specific guidelines on Fraud Risk Assessment and Effective and Proportionate Anti-Fraud Measures have been provided to national authorities, and they can make use of ARACHNE, the specific IT tool useful for this purpose, developed by the Commission.

Specific instruments exist in the 2014-2020 legal framework, which focus on the efficiency of spending. The most important ones include performance framework and ex ante conditionalities, setting sector-specific and horizontal conditions to be met at an early stage of implementation and by the end of 2016 at the latest. Specific examples of effectiveness of the conditionalities are presented in the Commission Staff Working Document "The Value Added of Ex ante Conditionalities in the European Structural and Investment Funds"
.
There is also strong support from the Commission for exchange of information between the national competent authorities. Such activities are eligible for co-financing from the technical assistance financed from the ESI Funds, and there are numerous specific regular fora and tools targeting such co-operation among authorities, including TAIEX PEER 2 PEER, Evaluation Network, the homologue group of audit authorities, the annual Week of Regions and Cities in Brussels, and the Interact Programme.
The overall objective of the proposed changes under the mid-term review of the multiannual financial framework 2014–2020 is to make the rules governing the Funds as simple as possible from the perspective of the beneficiary. The proposed changes take into account conclusions and recommendations made by the High-level Group on Simplification as well as addressing other bottlenecks and obstacles. Moreover, the proposals also facilitate the combination of ESI Funds and the European Fund for Strategic Investments (EFSI).
Initiatives to strengthen coordination capacities (paragraph 66)

The European Public Prosecutor's Office ("EPPO") intends to address at least some of the shortcomings mentioned. The EPPO will operate as a single office across all participating Member States and be, thus, best placed to particularly fight fraud and corruption which are becoming increasingly transnational in nature and where, to date, difficulties in collecting evidence across Member States persist. The draft EPPO Regulation provides for a close relationship between the EPPO and OLAF, based on mutual cooperation within their respective mandates and on information exchange. The EPPO, once established, will conduct criminal investigations and prosecutions into suspected fraud, corruption and other crimes affecting the EU's financial interests, while OLAF will continue conducting administrative investigations into allegations of fraud, corruption and any other illegal activities. However, OLAF shall not open parallel administrative investigations into the same facts investigated by the EPPO. The draft EPPO Regulation ensures that there will be maximum complementarity and no overlaps or duplication, hence allowing for the widest possible protection of the Union budget.

Whistle-blower protection (paragraphs 69-72)

The Commission is currently assessing the possible scope for horizontal or further sectorial EU action, in full respect of the principle of subsidiarity. To this end, a public consultation was launched on 3 March 2017, running until 29 May 2017. Its results are being analysed, whilst an external study is being carried out to feed the Commission's assessment.

Corruption (paragraphs 73-79)

Over the past years the Commission has strengthened the EU anti-corruption framework, including through Member State-by-Member State analysis of the challenges experienced and the actions taken. Fighting corruption has become a key element of the European Semester process of economic governance, where a number of the country reports now include specific analyses of corruption risks and associated challenges. In relevant cases, these issues have also been reflected in country specific recommendations under the Semester; recommendations which have been endorsed by the European Council. Taking up anti-corruption matters in the context of the main economic policy dialogue between the Member States and EU institutions in the framework of the European Semester of economic governance process is in line with the general approach of this Commission to streamline processes, and provides an efficient and effective approach for strengthening the fight against corruption.
This dialogue is further complemented by a range of proactive measures to support Member States at technical level through the anti-corruption experience sharing programme as well as financial support for a wide range of projects in the field of anti-corruption. National contact points are in place in all Member States, and the Commission will facilitate a further series of workshops in 2017.
The Commission remains fully convinced of the need to combat and prevent corruption and is committed to continuing its work in this field. It is in the common interest to ensure that all Member States have effective anti-corruption policies and that the EU supports the Member States in pursuing this work. An effective fight against corruption within the EU remains essential – delivered through the right vehicle.

The Commission is clarifying the exact legal and institutional questions relating to the review mechanism under the UN Convention against Corruption. In this regard, it is to be recalled that the EU is a unique Regional Economic Integration Organisation, and as such this raises specific and complex legal and institutional questions.

PIF Directive and EPPO (paragraphs 81 and 82)

The Commission also welcomes the political agreement reached by the co-legislators on the Directive on the fight against fraud to the Union’s financial interests by means of criminal law (PIF Directive). It looks forward to the formal adoption by the Council and the Parliament in 2017. The Commission is grateful to the Parliament for its continuous support concerning the inclusion of VAT fraud offences within the scope of the directive.

The Commission shares the view of the Parliament that an independent and efficient EPPO will strengthen the fight against fraud affecting EU's financial interests. 20 Member States reached a general approach at the Justice and Home Affairs Council on 8 June 2017 to set up the EPPO under enhanced cooperation and on the basis of the text agreed in the Council. The EPPO will work hand in hand with the competent national authorities and maintain a close relationship with EU bodies, such as OLAF, Eurojust, and Europol. This will substantially improve the effectiveness of the fight against fraud affecting the EU budget. The Commission also invites Member States that do not wish to take part in the EPPO from the beginning to join at a later stage.

Tobacco agreements (paragraph 83)

The anti-fraud agreements with JTI, BAT and ITL will expire, respectively, in 2022 and 2030.
Track and trace of PMI tobacco products (paragraph 84)

The Commission notes that the track-and-trace of PMI products was terminated in July 2016 at the request of the European Parliament and that tracking and tracing under the Tobacco Product Directive will start in May 2019.

Action plan for tackling illicit tobacco trade (paragraph 85)

The growing problem of so-called "cheap whites" on the illicit tobacco market in the EU featured prominently in the Commission's 2013 Strategy Paper. In addition to the existing Strategy, the Commission continues its reflections on other possible tools to combat cheap whites. The Commission has just presented a report on the implementation of the 2013 Strategy. This report discusses lessons learned with regard to the phenomenon of cheap whites. On the basis of the analysis made in this report and further dialogue with stakeholders, the Commission will complete its evaluation on the Strategy and decide on the appropriate follow-up in 2018.

Ratification of the FCTC Protocol (paragraph 87)

The Commission would point out that by June 2017, 27 parties have ratified the Protocol to Eliminate Illicit Trade in Tobacco Products (FCTC Protocol), including six Member States and the EU as a whole. The Commission is actively encouraging all Member States (as well as third countries) that have not yet completed ratification to do so, to accelerate the entry into force of the Protocol.

V.
Investigations and the role of OLAF (paragraphs 88 to 103)
Duration of investigations (paragraph 88)

It is important to note that, since 2012, OLAF has constantly reduced the overall duration of its investigation cases from an average 23.6 months in 2012 to 18.9 months in 2016. In the last years, OLAF has made specific efforts to conclude older, long-lasting investigations in its investigative portfolio. This is reflected in the statistics the European Parliament is referring to.

Joint Customs Operations (paragraph 89 and 90)

The final results of Joint Customs Operations ("JCOs") are not always fully evaluated at the time of the drafting of the OLAF annual report, and therefore the OLAF report presents the available figures. Joint coordinated operations are frequently organised by OLAF and the Member States, aiming at protecting the financial interests of the Union against fraud. These operational actions are based on the sharing of operational experiences and best procedural practices, successfully implemented by Member States or the Commission. OLAF works closely with the Member States in the planning, execution and evaluation stages of these joint operations in order to improve the methods and procedures to prevent, detect and combat established or newly identified types of cross-border fraud.
Comparison of amounts recommended with amounts recovered (paragraph 93)

OLAF will discontinue reporting on the amounts recovered as a result of its investigations in 2017, as indicated in OLAF's Management Plan 2017
. The recovery is not a direct output of OLAF's work as it depends on the implementation of OLAF's recommendations by the recipients of those recommendations.
A new indicator of the implementation of OLAF's financial recommendations will be introduced in OLAF's Management Plan 2018, notably the amount established for recovery by the recipients of these recommendations. Reporting on this indicator will only be possible in 2018 after a baseline is established for the year 2017.

Cooperation with the OLAF Supervisory Committee (paragraph 94)

The Commission agrees that OLAF's collaboration with the Supervisory Committee needs to be organised in a jointly agreed framework. The Supervisory Committee decided in March 2017 to discontinue the joint working arrangements between the two bodies, in place since June 2014. OLAF will nevertheless continue as before to transfer information to the Committee by adhering strictly to the provisions of Regulation 883/2013 and the Data Protection Regulation 45/2001, and following the Opinion of the EDPS on the processing of personal data in the context of the regular monitoring of the implementation of the investigative function conducted by the Supervisory Committee
. For the provision of information, OLAF will also take into account the recent Joint Opinion of the three Legal Services of the Institutions on the matter.
Follow-up of judicial recommendations (paragraphs 95-97 and 101)

The Commission is currently evaluating the application of Regulation 883/2013, and will submit an evaluation report to the European Parliament and the Council by 2 October 2017. When considering the effectiveness of the Regulation, the follow-up to OLAF reports and recommendations by Member States will also be assessed. The evaluation may therefore provide further data and insights into the reasons for the dismissal of recommendations, and allow identifying possible actions to address it.

Appointment of a new OLAF Director-General (paragraph 98)

On 25 April 2017, the Commission consulted the European Parliament, the Council and the OLAF Supervisory Committee on the draft vacancy notice for the function of Director-General of OLAF. The final vacancy notice was published in the Official Journal on 28 June 2017, and the Commission is providing for adequate publicity in the national and international press.

Revision of Regulation 883/2013 (paragraph 99)

The evaluation of the Regulation is currently on-going with the aim to submit the Commission evaluation report to the European Parliament and the Council by 2 October 2017. The Commission evaluation report will also indicate the need to amend the Regulation. It is too early to indicate which elements of the Regulation would have to be amended. This will be decided on the basis of the evaluation results. The Commission is committed to maintaining a level of resources in OLAF that allows it to fulfil its mandate to conduct administrative investigations into fraudulent and non-fraudulent irregularities in all the Member States.

Information received from public and private sources (paragraph 100)

As stressed in OLAF's annual reports, information from public sources in the Member States tends to be more reliable than that from private sources, given that the latter often relates to matters which are outside OLAF’s remit. However, as also stressed in these reports, the amount and the quality of information received from public sources differs from Member State to Member State. Therefore, the Commission welcomes any initiative aimed at increasing the amount and the quality of information sent to OLAF by Member States' authorities.
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