Meeting of the ESF Committee Ad-Hoc Group on the Future of the ESF

8 March 2010, Brussels

Future of simplified costs options, result based management

Background

Once again simplification is at the top of the agenda of the revision of the Cohesion Policy. The necessity for simplification stems from the fact that the current ESF system is perceived as a complex one, requiring a lot of human resources for financial management and control and still not assuring that funds are always spent in a proper manner. Furthermore the current delivery system is to a certain extent audit driven instead of content driven. 
The ESF Regulation 2007 2013 included the possibility to reimburse indirect costs on the basis of a flat rate of direct costs. Further to the recovery plan two additional options to reimburse operations (or part of operations) were introduced: use of lump sums or standard scales of unit costs. For the first time on structural Funds these two additional methods made it possible to pay operations on outputs and results rather than financial input, paving the way towards a management more focused on results.

A very large majority of experts agree that these possibilities are real simplifications, especially for the beneficiaries, given that the actual expenditure is not controlled any more. However some authorities are still reluctant to apply them for different reasons:

· Difficulty to make a clear distinction between operations and projects considered as granted or as tendered (the simplified cost options are applicable only in the case of grants): standards could be contested by an audit.
· Initial workload to establish the system is too high;

· Lack of legal certainty (for the authorities) in the case of lump sums and standard scale of unit costs;

· Lack of reliable "historical" data to establish the rates / standards.

In addition some authorities do not want to use the system because they do not want to risk to over finance or under finance individual operations: such a risk is the price to pay to use the simplified cost options because it is not mitigated at operation level but at an overall level.

I. FUTURE OF SIMPLIFIED COST OPTIONS

Guiding principles for the future of simplified cost options

Where possible:

- Improve legal certainty for national authorities: the options have to be calculated on a fair, equitable and verifiable basis that is considered as a source of legal uncertainty for national authorities 

-  Extend the scope – where possible - to all operations. It is currently restricted to grants only.

-  Reduce the initial administrative burden to establish the system.

Possibilities

The main possibilities are the following ones:

· adjustments of the current system (see points 1, 2, 3,  4, 5)

· introducing standards within the Regulation ( see points 5 and 6)

· ending reimbursement on the basis of actual costs for grants (see point 7).

All these possibilities (except 7) could be created in addition to the existing ones. However some of them could have an impact on the current rules: defining direct / indirect costs to apply a specific percentage rate (see possibility 1 a) could reduce the flexibility of the current system where national authorities define themselves what they consider as indirect costs. 

Adjustments of the current system

1. Flat rate for indirect costs
· a) introduce a rate (for example 7% as in the Financial Regulation), below which it is not necessary for a MS to justify the calculation. BUT this would require a minimal definition of the basis to which the rate is applied, for example 7% of the personnel cost. Some flexibility would be lost compared to the current system with, in addition, a risk of systematic under-financing of the operations.
·  b) Change the current maximum of 20%: delete it given that the rate has in any case to be justified? Align it with higher rates of the RTD area (60%) with the risk to concentrate ESF on "non strategic" expenditure? 
2. For standard scale of unit costs / lump sums: define a ceiling (e.g. 150 000 € of public support) under which a draft budget approved by the Managing Authority is considered as sufficient to justify ex ante that the standard scale of unit cost / lump sum is considered as fair, equitable and verifiable. It would considerably decrease the initial workload to establish the standards but would go against the principle of standardisation. 

3. Use the national / EU standards or rates for all simplified cost options where they exist for the same type of expenditure and operations. It could include the use of flat rates approved by the Commission for 2007 2013. The justification would be to demonstrate that the type of expenditure and operations are similar. 

4. Flat rate applied to direct staff costs 

Instead of applying a flat rate to direct costs with potential inflation of what is considered as direct costs, a flat rate could be applied to a smaller basis of costs, more clearly defined but with a higher rate: for example, the cost of the operation could be calculated as a % of direct staff costs (60% already used in some other policy areas).

More radical move by also introducing some standards within the Regulation

5. To rely on national / European statistics (for example the Labour Market Policy database) regarding the definition of the standard scales of unit costs or lump sums for some types of operations, by Member State.

They would be directly introduced in the Regulation thus (1) giving legal certainty (2) could eventually be applied independently of grants or public tenders if payment of the Commission is not directly linked to the payment of MS to beneficiary (see the option). 
	Advantages
	Weaknesses

	- Legal certainty for MSs

- Less administrative burden to define the unit and to check the audit trail and.

- Eurostat monitoring => accuracy and comparability of costs across EU (for example: costs of training in Sweden different from the one in Spain)


	- Balance to find between too many standards to cover the diversity of operations and standardisation that would be too different from the costs really supported.

- Less flexibility

- Negotiations of a Regulation with standards will be difficult


6. Simplified cost option: 

The standard included in the Regulation could specify only the ESF contribution, already taking into account the co-funding rate. For example if the statistics gives a result of 100 € / trainee / day covering all the eligible costs, for convergence regions the ESF standard would be 75% x 100 = 75 € / trainee /day.

The Commission would directly reimburse the training on the basis of the number of trainees x days without checking any more the amount paid by Member State or how it was managed. At EU level the payment to national authorities would be made on the basis of simplified cost options but the Member State could apply different rules to pay the beneficiary.

Ending reimbursement on the basis of actual costs for grants

7. End reimbursements on the basis of actual costs for grants given the risk of errors linked to justification of actual costs 

	Advantages
	Weaknesses

	- Lowers the overall error rate

- Some MSs and beneficiaries still reluctant to use the system


	- not adapted to all types of operations

- would create a risk of errors to force the simultaneous move of all the operations at the same time.




This approach could be restricted to "small" operations for example by combining it with the possibility to define lump sums / unit costs on the basis of a draft budget (see 2). 

II. MORE FOCUS ON OUTPUTS / RESULTS

Concerns about result based management combined with budget support 

· One year ago, during the second and the third meetings of the ad-hoc group on the future, the possibility was discussed to move the delivery system from an input / financial approach towards a system that is more oriented on outputs and results by combining budget support and result based management.

· Such an option presented some important advantages, simplifying radically the management, reducing the level of risk on EU payments, focussing the human resources on the outputs and the results. However it also presented some important problems for example to delay payments until results are reached. In addition methodological difficulties were also expected to establish and measure the targets during the negotiation of the OP, to identify and establish the causal links between actions and results (see annex 1 for the SWOT analysis of the result based management combined with budget support).

More focus on outputs / results: a political priority

· Simplification and increase the focus on results are high priorities on the political agenda of the Commission: in the Budget review, in the revision of the financial regulation and also in the Cohesion report. The conclusion of the fifth cohesion report specifies that programmes or parts of programmes - not only operations – could be paid according to the outputs or results achieved.

· So a solution has to be found to develop a simple delivery system that rewards outputs and results rather than financial compliance: the use of lump sums and standard scale of unit costs to grant the operations is part of this answer but one could go a step forward by coupling it with budget support. A key condition would be that such a system does not create additional work: if outputs or results are assessed, financial details should not be audited any more.

A possible way forward

· The feed back received from Member States on the possibility to pay programmes on the basis of results is rather negative. Experiences around the world on linking at a large scale payments to results are rather negative. In fact it seems nearly impossible to define and commonly agree results at the scale of an OP, with a great variety of objectives, types of operations and within a multi annual time span. There are too many dimensions to be factored in, especially with a perspective of 7 or 10 years.

· An alternative approach could be to introduce result based management for parts of OPs, for a given time period: this could cover a series of consistent activities or services intended to serve an overall purpose. These parts would be called "ESF joint action plan". The objective of a joint action plan would be to stimulate results to achieve the major priorities of the EU and the MS, especially for key priorities or where the implementation is lagging behind. 

Examples could be the reform of curricula to increase the labour market relevance of education, the modernisation of the PES, administrative capacity building, Roma integration…

Practical arrangements

· The Commission would negotiate with the Member State/region the different stages in the implementation of the action plan: the objectives, the overall strategy to reach the objectives, the expected outputs and results with their quantification, milestones and deadlines to be met. The payments would be carried out on these bases, jointly agreed between the Commission and the Member State. 
· The plan could be created at the initiative of the Member State or of the Commission in agreement with the Member State. It could be decided during the implementation of the OP, for a specific duration during the eligibility period of the OP (the longer the plan is, the sooner it should be negotiated). It would give time to discuss the plan and its specific characteristics; it would not slow down the implementation of the OP.

· The action plan should be regularly followed up (ex: specific meetings every 3/6 months) with a certain level of flexibility to adapt the joint action plan depending on the evolution of external factors.
· The measures envisaged could cover many types of operations such as studies, trainings, consultancy fees, support to people, legislative reforms, etc. They would be discussed in order to establish the financial part of the plan, the mile stones and the results. The amount of the action plan would be commonly agreed on the basis of a draft budget detailing the measures and actions planned. The draft budget and the quantification of planned deliverables would be used to calculate the amount of standard scales of unit costs and lump sums (without capping).  All the former financial management would be based on them, not on the budget. Being approved by the Commission there is legal certainty for the Member States on standard scales and lump sums. One could draw a parallel with a public tender for a study where the payment is issued when the study is delivered without verification of the expenditure of the consultant.

· The details of expenditure would not be auditable.

How to manage? 

· Two options are possible in terms of management:

· "Budget support" approach (see an example based on World Bank practice in annex 1): For this approach there could be no reference to the individual operations but to the milestones, the outputs and the expected results (operations are just used to define the budget, the milestones, the outputs and results, etc). The implementation of the individual operations would be under the sole responsibility of the Member State with its own rules. It requires a strict separation between the OP mainstream and the action plan in order to guarantee ex ante that the same operation is not supported twice by European Funds.

· "Approach by operation": With this approach references to the individual operations defining the budget would remain allowing to verify the outputs and results achieved, operation by operation according to the pre agreed plan.

	Advantages
	Weaknesses

	- Result oriented

- More flexible than an application at OP level (scope, time period, can be negotiated later)

- Incentive for MS to deliver on priorities

- Legal certainty for MSs

- Less administrative burden in terms of audit to define the unit and to check the audit trail.

- Limit errors due to eligibility rules on expenditure. The Commission does not check any more what has been paid by MS to the beneficiaries.


	- Additional workload to negotiate and follow the action plan (role of the GU)

- Balance to be found on the opportunity to create a joint action plan.

- Need for reliable reporting systems


Question the ESF Committee ad hoc group on the future of the ESF?

1. What are the approaches that might be interesting for the future?

2. What kind of practical difficulties do you envisage?

3. What kind of additional incentives could be introduced to fight reluctance to use joint action plans?

Annex 1:: An example of joint action plan (World Bank example in Bulgaria)
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