% %

RAE

X %

WA W

EUROPEAN COMMISSION
EUROSTAT

Directorate A: Cooperation in the European Statistical System; Resources
Unit A3: Strategic Planning; Learning and development

EUROSTAT

ANNUAL ACTIVITY REPORT 2010

ol
eurostat
"



Eurostat's mission is to provide the European Ummath a high quality
statistical information service. Our core work etproduction of statistics,
improving the quality of our products and relationgh our partners i.e.,
the European Statistical System.

Part 1: Policy achievements in 2010

In 2010 the European Statistical System (ESS) fanedy challenges due to scarce
resources and the simultaneous emergence of ngstistd demands.

For Eurostat, 2010 was marked by the necessitmpwdve the quality of public finance
statistics following the situation of Greece. This|as an important factor in the
discussions with Member States, as was the deveopaf a common understanding of
the vision for the future of European Statistics@eé in Communication 484and of its
subsequent implementation.

Furthermore, th€ommission strategy Europe 2020 for smart, sustdénand inclusive
growtt?, establishes a number of headline targets and oitngicators such as
employment rates, R&D investment levels, climatergp targets, early school leavers,
risk-of-poverty rates where Eurostat will be callegon to deliver the necessary
underlying statistics. The initial work on theselicators was already launched in 2010
but will also constitute an important priority fttre coming years.

In addition, in 2010, Eurostat reinforced its rake coordinator of European statistics to
ensure the integration of the ESS in the globalistieal system and to assist the
development of national statistical systems throgigtater international cooperation and
technical assistance.

Finally, significant efforts were needed to meet frincipal objectives set for 2010 in
the Management Plan. These achievements could an@ made without the strong
commitment of all Eurostat staff. The strengtheniofg their technical skills and
motivation have been essential elements.

Economic and financial crisis — public finance stastics under the spotlight

Last year, the "Greek" crisis had a huge impadhenEurostaverification program of
debt and deficit statistics and furthermore, in the whole work programmehef DG. In
particular, Eurostat stepped up its verificatiomdiion regarding the debt and deficit
notified to the Commission. The powers of Eurostatthe verification process of
Excessive Deficit Procedure (EDP) statistics wereereded with the adoption of the
Regulation 679/20f0and Eurostat was reorganised in order to reinfdahee EDP
function.

! Communication (2009) 404 final on the productioetiod of EU statistics: a vision for the next dexad

2 Communication "Europe 2020 - A strategy for smamistainable and inclusive growth”, COM
(2010)2020 final of 3.3.2010

% Council Regulation (EU) No 679/2010 amending Retipita(EC) No 479/2009 as regards the quality of
statistical data in the context of the excessivicil@rocedure, JO L198 , 30/07/2010
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Concrete actions undertaken by Eurostat includes itfiensification of the visits
conducted in situ, with a significant focus on &esethe publication of the report on
"Greek deficit and debt statistics” used to laurtbk infringement procedure and
"reservation” on Greek data, reservation liftedhet end of the year, after a series of
methodological visits and substantial revision leé tlata. The Joint Overall Statistical
Greek Action Plan (JOSGAP) was set up and strizibnitored during the year. Other
countries were also visited and their data monitavéh constant attention, in particular
during the two notification processes.

The verification ofown resource statistics(gross national income and value-added tax
data) was pursued successfully. The European ©bd&uiditors gave an explicit positive
assessment on the conduct of this program.

A more efficient production system - Vision

Following the adoption in 2009 of the Communicatid®4 on the new production
methods of EU statistics (the "Vision"), severahcete actions and steps were taken in
2010 to ensure the necessary tools, infrastrueioderesources to implement the Vision:

- An agreement on a joint strategy between Eur@stdt Member States, providing the
basis for the elaboration of a realistic and caiecreadmap for action in the years to
come;

- The setting-up of several Vision Infrastructummjects (VIP), focused on efficiency
gains in order to achieve an integrated statisbaalness process in the ESS;

- The consolidation of a strategic management syséamd the introduction of an
integrated approach to policy development, progrargrand resource allocation in order
to allow the organisation to adapt to a procesatinual change;

- The setting up a Coordination Group at high-leéwetoordinate the implementation of
the Vision;

- The launching of the "new dissemination chainsdshon a new common reference
database (Eurobase) used by all statistical donai&sirostat, improving efficiency and
facilitating the integration of statistics acrosedtent domains.

- The creation of a "Laboratory" within Eurostatr fdevelopments in cross-cutting
statistical domains.

- The drafting of a strategy to modernise sociafistics, which will provide the basis for
a roadmap of priority actions for the period 2012-2.

The European Statistical System (ESS) - looking fagxcellence inside and outside

The ESS is theartnership between Eurostat, and the national statisticditiries and

other authorities responsible in each Member Statéhe development, production and
dissemination of comparable statistics. This pastmp also includes the EEA countries.
Member States collect data and compile statisticedtional and EU purposes. The ESS
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functions as a network in which Eurostat’s roléoisead the way in the harmonisation of
statistics in close cooperation with the nationatistical authorities.

In 2010, progress was made in supportingdfaeacity of the ESSto deliver relevant
high-quality statistics by consolidating and imgraythe work of the governing bodies
of the ESS; by the development of a more effectiv@em for prioritisation, deepening
the reflections on a legislative strategy; securingpigh execution of the budget and
developing simpler procedures for the disburseraghinds.

The ESS also coordinates its work with candidatenttees, Switzerland and at European
level with other Commission services, agencies dmed ECB and international
organisations such as OECD, the UN, etc. The grafiithe ESS on the global stage
has been raised by contributing in major intermatigrojects such as the UN Summit on
Millennium Development Goals, strengthening linkghwlarger emerging economies
through the signature of Memoranda of Understandiing also involved in capacity
building projects such us the global strategy Ifer development of agricultural statistics
and efforts to promote Civil Registration in Africa

Production and development of statistics to satisfgustomers' needs

Supporting the implementation of the prioritiestbé Commission for 20fpand, in
particular, the Commission strateGyrope 202Q represents one of the main challenges
for Eurostat. Europe 2020 establishes a numbereafllime targets and Eurostat is
requested to provide the necessary underlyingsstati In close cooperation with other
Commission services, the set of headline indicdtorthe strategy was defined.

In addition a first update of the set Blistainable Developmenindicators has been
agreed and implemented in order to take into adctlum headline targets. Eurostat
actively participated in the work on the design swforeboard of macroeconomic
indicators for the macroeconomic surveillance wittiie European semester. Eurostat in
cooperation with the UNSD continued the work onlyeararning andbusiness cycle
indicators as a response of the internationalssiizdi community to the economic and
financial crisis."

Social statisticsdata in support of a number of the Europe 202@llivess targets and
flagship initiatives were made available in 201@Juding employment, social exclusion,
education, R&D, innovation and information socidtyparticular a new indicator related
to the population at risk of poverty or social essibn was adopted by the Council with a
substantial contribution by Eurostat.

Significant work has been performed to develop Rdifhensional indicators faguality

of life measurement in the context of the Quality of lafgenda, which seeks to build
indicators on societal progress based on sociagcésguch as income distribution, social
inclusion, social protection, living conditions anealth status.

Important developments have been reached concertliegsustainable growth
initiative : the streamlining of environmental indicators, thevelopment of methods to
properly capture the share of renewable energytangroduce fast estimates of €O

* "Commission Work Programme 2010, time to act", C010) 135 final of 31.3.2010
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emissions, and the launching of new projects oemission measurement from air, road
and maritime transport.

Following theGDP and Beyond and the Stiglitz-Sen-Fitou§sieports, a task force was
set up on enhancing the household perspective tionah accounts. A report will be
delivered at the beginning of 2011.

The efforts to produce European supply-and-useirgmna-output tables were continued,
as was the implementation of productivity indicatdior EU-KLEMS. Quarterly
Balance of Paymentsdata were streamlined to avoid duplications andimise
synergies between Eurostat and ECB.

The Commission adopted the new version of the Eran@lSystem of AccountEFA
2010’. This is a major step for this framework regulatiaf more than 800 pages. Work
is progressing as planned and it is foreseen tieahéw ESA will be fully implemented
by 2014. Furthermore three regulations were adoptetegards education and lifelong
learning statistics, and progress was made to magethe legislative framework for
social, business and trade statistics.

Eurostat launched most actions included inNHEETS program for the modernisation
of European enterprise and trade statistics, & With the "vision". The progress report
presented to the European Parliament and to thaedclauas adopted by the end of 2010.

Concerning spatial and regional statistics, an atpmral version of thdNSPIRE
Commission portal has been developed and it platodae fully deployed in March
2011.

Several cross-cutting projects were launched in order to increase the efficienty
statistical processes in the areas of agricultnceemvironment. They are well advanced
for fishery, and the extension of the projects toeoagricultural domains has been
agreed. Important achievements were also reacheshasds the Farm Structure Survey,
Land Use Survey and agro environmental indicateith, new data available.

Finally, Eurostat continued to support new Memb&ates as well as candidate and
potential candidate countries to strengthen thaiissical system and build sustainable
capacities to produce good quality statistical dAitivities on advocacy for statistics
and donor co-ordination for projects outside Eurapé its neighbourhood were also
high on the agenda.

Dissemination — high quality of service for all uses of statistical information

In order to attain its objectives regarding disseation Eurostat based its strategy on the
guiding principles of free access and free re-ubeEwropean Statistics, impartial
treatment of all users, dissemination via the weh and availability information on how
data were collected and how the should be useéattyr

In 2010 the number of visits by users to Bwgostat websiteincreased by around50%
compared to 2009r, reaching around three milligityviper month. The content and use
of the Statistics Explained section grew and ewbltewards a general-purpose

> Communication of the Commission "GDP and beyorileasuring progress in a changing world",
COM(2009) 433 final of 20.8.2009

® Report on the Measurement of Economic Performamme Social Progress, J.E. Stiglitz, A.Sen,
J. -P. Fitoussi, 2009

" COM(2010)774 final
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"publications hub”, new and improved sections waveailable in 2010 including the
sections for "Europe 2020" and "GDP and Beyond".aAsexample of re-use of data,
Google makes available Eurostat data through tpeblic data service and search
function.

In 2010, Eurostat issued a record numbeNeivs Releasef201 compared with 187 in
2009). From a media perspective, the year was rddrikehe impact of the Greek crisis,
leading to a growing interest among journalists #mel public in EU public finance
statistics and the role of Eurostat itself. In fabe total number of requests addressed to
the media and institutional support increased [# 392010.

Finally, more than 10Qublications were released, including the flagship Eurostat
Yearbook, the Regional Yearbook, the Statistics Hacus series. Other major
publications included "Income and living conditioirs Europe” and "Environmental
statistics and accounts” as well as the pocketbawkghe candidate and potential
candidate countries and on the Mediterranean desntr

Quiality, methodology and information systems

Progress continued in the implementation of Eutss@uality Assurance Framework

in 2010. A total of 32 statistical processes weseased to identify strengths, weaknesses
and the resulting improvement actions. The mid-tegwaluation of the five-year
Statistical Programme 2008-2012 was conducted landeport adopted in June 2010. At
ESS level, the Sponsorship on Quality focused skvon quality frameworks and the
communication of quality to users.

Colloquia and conferenceson key issues related to the production and aisalyk
statistics were organised. It is worth mention @feEurostat Colloquium on "Modern
Tools for Business Cycle Analysis: the lessons frglobal economic crisis”, activity
reacting to the crisis and of close contact with tisers, analysts and the academic
community.

A significant part of the methodological activitiemrgeted thestandardisation of ESS
production process aiming at efficiency and quajgyns, in particular the Euro SDMX,
to harmonise, release and implement methodologit@mation. The implementation of
the SDMX progressed within a series of domains sschviation and fishery statistics.

The ESS governance structure #tatistical confidentiality was consolidated and the
access to confidential data for scientific purposas widened and improved. Research
activities were further developed in collaboratiovith DG Research and other
stakeholders.

Based on théata Life Cycle (CVD), Eurostat aims to further align and integrés
statistical IT applications and IT structure byngsia coherent set of concepts and IT
tools. In 2010 the usage of CVD components wasnele® in the areas of social,
agriculture, fisheries, environment and energyistas. Currently 25% of databases are
compliant with CVD. The medium term goal is that @\Vs applied in all statistical
domains.

* k k% %
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Part 2: Management and
Internal control systems

2.1. Introduction to Eurostat
Overview

Eurostat is responsible for ensuring the productibEuropean statistics for EU policy
purposes. To this effect, the statistical productovers the whole range of EU policies
and supports the functioning of key activities sashthe Excessive Deficit Procedure
(EDP), the calculation of own resources, energydingiate change, etc.

Eurostat carries out these tasks in cooperatioh wie statistical authorities in the
Member States and other national authorities, tflousiing the European Statistical
System (ESS). The ESS refers to the functionahpeship comprising Eurostat, National
Statistical Institutes (NSIs) and other nationaldiee responsible for developing,
producing and disseminating European statistieach Member State.

Regulation (EC) No 223/2009 on European statiSéssablishes the legal framework for
the production of European statistics, inter alfadbfining the ESS and by establishing
the ESS Committee as the coordination committégdaevel.

The ESS functions as a network in which one of EBiatés roles is to lead the way in the
harmonisation of statistics in close cooperatiothwhe national statistical authorities.
The environment of Eurostat is thus characterigeth® close cooperation with the NSIs
for the production of European statistics. The ES8& coordinates its work with
international organisations such as the OECD, tRetbe IMF and the World Bank.

The production of European statistics by Eurostdiased on data supplied by Member
States. Confidential statistical data transmittedd Eurostat are covered by the
confidentiality requirements established by thevabmentioned Regulation on European
statistics. To ensure respect of the confideniagjuirements, Eurostat and the national
authorities coordinate and cooperate closely, amgichl and physical protection
arrangements are put in place.

The Community Statistical Programme (2008-281dfines the approaches, the main
fields and the objectives of statistical actionsviesmged for the duration of the

programme. It also establishes their financial @pe It provides that "the Commission
can support the development of statistics and thkldop of capacity in the ESS by

awarding service contracts or concluding grantemgents”. In addition, Regulation (EC)

No 223/2009 gives the Commission the possibility decide on temporary direct

statistical actions and to award grants to NSIs atheér national statistical authorities
without a call for proposals. The Community StatetProgramme and Regulation (EC)
No 223/2009 may be considered in all cases asasie hct for own credits.

8 Regulation (EC) No 223/2009 on European statisfi€sL 87 of 31.3.2009
° Decision 1578/2007/EC of the European Parliamedttae Council , OJ L 344 of 28.12.2007
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Furthermore, the Programme for the Modernisatiorcofopean Enterprise and Trade
Statistics (MEETS 2009-201%)adopted in April 2009 also provides a legal frargw
for the financing of statistical work defined inetlscope of the MEETS Programme,
constituting a separate financing decision.

From a financial perspective, Eurostat awards eotdrmainly to firms specialised in
statistics or informatics services and grants ngaimINSIs and to entities designated by
each Member State to produce official statistics.

In 2010, Eurostat pursued its strategy to streamdind simplify the grant-management
processes. In particular, the Commission adoptedasion on 30 November authorising
the use of a standard scale of unit costs for gramiarded to seven National Statistical
Institutes and increasing the flat-rate financiog iindirect costs for the producers of
official statisticd”.

The organisation of its internal Financial Circuites been modified, as Eurostat
centralised the financial aspects of the paymeotgss as of 01.07.2010. (See section
3.1.1)

Budgetary commitments in 2010, concerning both oswd sub-delegated credits
amounted to 79 million (compared to 80 million eur®009). These commitments were
financed 73 % by Eurostat own credits and 27 %ulydelegated credits (67% and 33%
respectively in 2009).

Working arrangements between the Cabinet of Commissner Rehn and Eurostat

In line with the Principles governing working retats between the Members of the
Commission, their Cabinets and the Services of @oenmission detailed working
arrangements have been established between theeCabid the Directorate General on
11 May 2010. These are regularly reviewed and naadédable to all staff via Eurostat's
intranet, and also externally via Eurostat's webslhey lay down general principles
guiding the relations between the Commissionerlsir@@ and Eurostat, as well as more
detailed rules linked to administrative and infotimia procedures.

With regard to the development, production and edigsation of statistics, these
arrangements reaffirm, in line with the professliomalependence principle, the sole
responsibility of the Director-General of Eurostat deciding on statistical methods,
standards and procedures, and on the contentramdjtof statistical releases.

With regard to the management of financial resautbey stipulate inter alia that the
Commissioner shall be regularly and properly infednof any proposal to make changes
in the financial circuits and control systems adlae all audit work (and related risk
assessment) undertaken by the various control §g@ied, in particular, the Internal
Audit Capability (IAC), the Internal Audit Servic@AS), the European Court of
Auditors, the Directorate-General by way of ex-posntrols and OLAF). In 2010,
management meetings with the Cabinet were heldllaelavant matters falling under
the responsibility of the Commissioner.

1% Decision No 1297/2008/EC of the European Parlidraad of the Council , OJ L 340 of 19.12.2008

1 Application of a flat rate of 30 % of the totalgéhle direct staff costs for grants awarded bydstat to
bodies identified in Article 5 of Regulation (EC)°*223/2009 of the European Parliament and of the
Council.
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2.2. The functioning of the entire internal controlsystem

2.2.1. Compliance with the requirements of the cantstandards

With a view to better integrate internal controtieties and to reinforce the role of
senior and middle management in this process, twpes of the Annual Risk
Management Exercise was extended in 2009 to ceverel the prioritisation of Internal
Control Standards (ICS), updating of the list dfical processes and projects, and the
state of play of improvement actions following daugicommendations and possible ICS
weaknesses (when appropriate).

In 2010, it was decided to cover all aspects afipilag, programming and strategy in one
seminar for senior management which would takeepiad®ctober each year. Therefore,
all issues related to risk management and intezaatrol activities were discussed by

senior management in October 2010 together withrifigs, resource allocation and

other strategic issues. Critical risks and ICSnrged to be included in the Management
Plan 2011 were agreed as well as a list of crificaJects and processes. In addition, at
the beginning of 2011 Eurostat carried out a cohmgmeive self-assessment on the
compliance and effective implementation of the &8ised ICS introduced as from 1st
January 2008.

Overall, both exercises confirmed compliance wité tequirements of the 16 standards
and a satisfactory level of effectiveness of cdnttaking full account of risk
management principles.

Weaknesses in the ICS 4, 11 and 12 were reportetthenAAR 2009, as well as
improvement actions performed in 2009. Progresthénimplementation of remaining
actions from the action plan drafted is reportetblwe Needs for improvements have
been identified for ICS 14 and corrective actioreyavimplemented in 2010 as further
explained below.

» ICS 4 - Staff Evaluation and Development:

Human Resource Policy is one of the top prioritregurostat, e.g. ICS No 3 on staff
allocation and mobility was prioritised in the Mgeanent Plan 2010 and ICS No 4 was
prioritised up to 2009. A global analysis of theisting resources and future
shortcomings in the core business profiles in otdevaluate the HR needs in the future
and detect gaps between required and available skil competences was conducted in
2010. The report was presented to the senior mamagein its strategic seminar in
October 2010. The next step is to carry out a etainalysis of the different profiles in
Eurostat to prepare career development plans. pitdggct has been included in the
global HR strategy and further progress will ber¢f@re treated in the context of ICS 3
compliance and effective implementation. (See EI$®3 in section 2.2.2)

 ICS 7 — Derogations to the mandatory staff mobilityin relation to
sensitive functions

With the implementation of the Mobility Managemé&han, staff with sensitive functions
approaching five years on the post, are identifeed their mobility planned. An

12 Self-assessment was based on the information gedvin Communication SEC (2007)1341 and
guidelines provided in the Standing Instructions tlle Annual Activity Reports related to the cohtro
standards.
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inventory of all sensitive functions is availabledamonitored regularly. Sensitive
functions beyond authorising officers by sub-delega (AOSD) and Appointing
Authority (AIPN) have been identified.

In 2010, the pending mobility for Heads of Unit wadved by a retirement, mobility to

another DG and internal mobility. In addition, anfier Head of Unit was nominated

Director. A further mobility round is planned forigni2011 swapping the responsibilities
of two Head of Units. One Head of Unit is subjextderogation due to closeness to
retirement in the forthcoming two years. This ditawill be reviewed before the end of
2011.

* ICS 11 — Document Management: document managemeniles

The introduction of ARES, the new system for docotagon in the Commission, has
been an important challenge for the Document Mamagé capacity. The situation in
Eurostat has improved in 2010, and the percenthgeauments registered and filed in
ARES was 94%, but it is considered that thereilisssbpe for improvementand efforts
will be pursued in 2011. During the first half bktyear, actions will be mainly related to
the implementation of ARES in Eurostat, which pd®s an opportunity to increase the
awareness of the importance of Document Managenagnt simplification and
modernisation of procedures through the introduactd e-signatories. The regular ex-
ante and ex-post control function will be reinfatogith the aim of providing staff with
enhanced and more focused support, and thus impbm@ment Management in
Eurostat.

¢ |CS 12 — Information and Communication

To ensure an effective implementation of the neadpction method of EU statistics
(which is a critical project for Eurostat), a conmuation plan has been designed to
ensure staff are appropriately informed and invblve

In 2010 several communication activities were eariout, i.e. two Staff meetings on the
state of play of the implementation of vision 4@4March and in June), four Open Space
sessions where staff could discuss and give itsiapion key topics related to the new
production system, various articles in the intemelsletter, a dedicated page on the
Intranet, wikis etc. as well as presentations bgsgspeakers.

Information and communication actions will be cagriout regularly in coming years to
keep awareness and commitment from staff. It issiciemed, therefore, that no further
measures are needed and that Eurostat is fully lcamhpvith this standard.

 ICS 14 - Evaluation of activities: ex-ante evaluatns and planning
processes

Evaluation techniques at project level need totengthened to improve efficiency and
effectiveness of expending activities. Several oagti have been already undertaken
during 2010, e.g. ex-ante evaluation for expendifpnogrammes and ex-ante evaluations
are prepared systematically for each project abd®@ 000 € funding, a process
description of the Community Statistical Programesepost evaluations has been
prepared to ensure the monitoring of the use oluatian results, ... (See also section
3.1.3.). Further actions will take place in 201tading to the Action Plan drafted, i.e.

13 See Note from SG, Ares(2009)395063
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the revision of Eurostat’s project management nuetlogy to take into account the
changing regulatory and operational environment.

2.2.2. Effectiveness of implementation of the pitsed control standards

In the Management Plan 2010, Eurostat identifie8 IC"Mission and values”, ICS 3
"Staff allocation and Mobility" and ICS 5 "Objectis and Performance indicators" to be
prioritised for 2010. The decision of the Directdvieeting in this respect was based on
the Internal Control Standards Assessment caruea@tthe beginning of 2010 as well as
in the DG's annual risk management exercise of iz 2009.

To ensure an effective implementation of the neadpction method of EU statistics,
existing structures and mechanisms need to bewedieincluding a reflection on the
mission statements, staff allocation and introdurctf a new management system.

e |CS 1 - Mission and values

With the adoption of the Communication 404 it wasided to review and update as
needed the mission statements for the DG, Diretg®@nd units. Eurostat has decided to
base the revision on a broad reflection on its noléhe changing political and societal
environment and to take into account recommendstioh various stakeholders,
especially Conclusions of the ECOFIN Council of Bmber 2010. This reflection goes
hand in hand with the drafting of the Communicafim@m the Commission to the EP and
the Council "Towards robust quality managementoropean Statistics".

After the first round of internal discussions, aftwill be prepared and discussed in
March 2011. Some stakeholders will be informallynsdted to assure clarity of the
mission statement. The target is the adoption@félised mission statement in April.

* ICS 3 — Staff allocation and mobility

During 2010, actions continued to improve the ahgnt of organisational structures and
staff allocations with priorities and workload. Ate end of 2009, Eurostat's senior
management approved a new strategy for the altwtadnd redeployment of posts
(FRAME) in the context of the Vision for re-engimeg statistical production
(Communication 404) and of zero growth in HR foz treriod 2009-2013.

The need for reinforcing certain priority areasnitieed was the basis for the allocation
of resources. The FRAME project was fully implensehin 2010 together with the first
HR plan for Eurostat, describing how to match Etats objectives with the resources
available. Other issues such as staff skills néestaff redeployment and reconversion
where needed, attracting young talent and thellexallocation of human resources to
high workload areas were also covered, improvirg ghovision of a high quality HR
service.

Furthermore a half-day seminar on the integratibragministrative approaches was
organised in June and a senior management workshagtopt relevant decisions related
to planning and resource allocation took place @o®er 2010. Directors concluded that
it was necessary to continue and intensify thereffof redeployment of human resources
in 2011, in particular in order to be able to reseyroperly and substantially the critical
area of public finance statistics and deepen thesmres related to the implementation of
vision projects and the development laboratory. phecess to realise this by gradual
implementation was agreed. In addition, senior gameent drew the first conclusions as
to the main principles for a forward-looking HR j@glon issues such as the future staff
composition and rewarding flexibility and versayili

estat_aar_2010 _final -10-



* ICS 5 - Objectives and Performance indicators

The introduction of a global management system dase the Balanced Scorecard
approach was approved by senior management in r8bpte 2009 and the new
management system (MOVE — Management of the Visidfurostat) was implemented
during 2010. The system produces objectives for ibgt 18 months that help to
implement the vision. Indicators will monitor pregs towards these objectives. These
objectives have to be integrated in the normal mpta;n and programming work of
Eurostat, i.e. the Annual Work Programme and then@anity Statistical Programme.

The reflection on an integrated management tookdiat better aligning resources with
priorities was completed during 2010 with the iduotion of the strategic seminar for
senior management in October each year.

The management system will be supported with tleatmn of a modular IT system
(Galaxy) that will bring together planning and resme allocation. The system will,
among other things, support management in resalloeation processes and priority-
setting.

Within the Galaxy framework, the planning modul&ARle) is now under development.
Sub-modules for updating processes and projects@npreparing the MP 2011 were
tested over summer and successfully implementeditumn 2010. The AAR 2010 sub-
module was implemented in January 2011 and the R0F2 sub-module is planned to
be rolled out in February 2011.

The FIDES module concerning the Financial Decissoourrently under development in
the framework of Galaxy, and work to develop the iHBdule should start soon. Further
modules, i.e. risk management, evaluation, legsisbamay be developed as well.

2.2.3. Conclusion

Taking into account the above information, it candoncluded that the internal control
system of Eurostat is functioning well. Internahtrol standards are being complied with
and effectively implemented in the Directorate Gah¢éo an acceptable level. Where
weaknesses have been identified, action plansnaptace to redress the situation and
progress is considered satisfactory. Moreover rtiwill be continued to ensure an even
more effective implementation. Particular areas ehdeen identified and will be
addressed on priority. In particular, ICS No 1 @ros and values) remains a priority in
the 2011 MP. The ICSs No 8 (Processes and Procdanel No 14 (Evaluation of
activities) have also been prioritised.

The conclusion takes account of the following eletse

= the opinion of the IAC;
= the analysis of registered exceptions in 2010;

= the reporting by AOSD in support of the Directorrf@gral's declaration, in particular
their appraisal of the internal control system;

= the self-assessment of the ICSs;
= the bi-annual progress reports on the follow-upudit recommendations.
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2.3. Information to the Commissioner

The main elements of this report and assuranceadgidn have been brought to the
attention of Commissioner Rehn.

estat_aar_2010 _final -12 -



Part 3: Building blocks towards the declaration
of assurance (and possible reservations to it)

3.1. Building blocks towards reasonable assurance

Reasonable assurance is the personal judgemdm éiuthorising Officer by Delegation
(AOD) based on all information at his/her dispoddiis information can be structured
around four pillars or "building blocks": the ass®&nt by the management of the
DG/service, the results from independent auditsnduthe reporting year, the follow-up
of action plans which address weaknesses identifigatevious years and the assurance
reported to the AODs for the implementation of betdines by other AODs in the case
of crossed sub-delegation.

In order to identify material weaknesses that nede disclosed on the declaration of
the AOD, Eurostat has taken into account a sefigsiaitative and quantitative criteria,

assessing whether the weakness is significant Aodld lead to the reporting of a

reservation. The materiality level used is 2%. Ehesteria are detailed described in
annex 4.

3.1.1. Building block 1. Assessment by management

Re-organisation of financial circuits:

Based on an assessment of the suitability of thenfial circuits in use, on 8 December
2009 Eurostat's management approved the re-orgianis# the financial circuits of the
DG. Following this decision, as of 1 July 2010 fhmancial initiation for payments was
moved to the Financial Management Unit and findnaiéiation for commitments was
moved to financial cells at Directorate level. Qalgrin terms of financial circuits,
Eurostat now applies a more centralised model &yments (centralisation of financial
initiation and verification) and a partially decealised model for the commitments. This
organisation aims at economies of scale, allowingetaffect posts from administrative
support to priority operational activities; to stneline and strengthen Eurostat's payment
process in line with the objectives of the Commatan on streamlining financial rules
and accelerating budget implementation to help ena recovery?, and to improve the
DG's financial management overall. An assessmenesilts achieved is planned in
2011.

In accordance with the Guidelines on Financial @iscissued by DG BUDG in June
2010 and based on a risk analysis, Eurostat starfalbt project in November 2010, to
simplify the financial circuit for de-commitmentsAs of November 2010, de-
commitments are initiated, verified and authorigedhe Financial Management Unit,
involving one financial agent initiating the transan and another financial agent
verifying and authorising it.

14 SEC(2009) 477 final, Communication to the Commissin Streaming financial rules and accelerating
Budget implementation to help economic recovery.
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Control strateqy

In 2009, Eurostat decided to better balance ex antk ex post controls. In 2010,

reinforced ex ante controls have been implementedietect before payments risks of
errors and irregularities. These controls are mamgaAs far as ex post controls are

concerned, there were no new controls launchedi® 2the focus has been put on a
review of the ex post process and methodologyhabénd, some controls have been re-
performed and finalised, with no errors and irregties detected.

The 2005-2009 multi annual ex post control prograimas been extended in 2010 to
allow for an appropriate coverage of Eurostat nieneficiaries.

KEY INDICATORS SUPPORTING REASONABLE ASSURANCE FOR DIRECT
CENTRALISED MANAGEMENT — GRANTS 2010

Input: resources devoted to ensure legality andil&gty of underlying transactions
2010

Number of DG's internal staff5
dealing with ex-ante verification

Number of DG's internal staff2
dealing with ex-post controls

Number of DG's internal staff inl
Internal Audit Capability

Financial resources used to funa/a
external audit activities

Number of financial transactioffs | Commitment’ | Payments: |Recovery Orders linke
234 485 to ex-post control:

Amount of financial transactions | Commitments | Payments 78,878,5
27 230393 € | 19 318 566 €

Average 116 369 € 39832 € 39.439.25

Output: controls during project implementation
2010

Number of rejected financial reports fromN.A.
beneficiaries compared to total humbers
of financial reports processed

Number of financial transactions being@
subject to a non favourable opinion during
ex-ante financial verification

Number of financial transactions beindN.A
subject to a 2nd level ex-ante verification

!5 Financial unit only
18 Figures refer to Eurostat credits 2010
" Only level 2 commitments on Eurostat credits 2010
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Number of registered  exceptionlO
procedures in year n
Number of instances of overridingl

controls in year n

Output

: controls carried out during the ex-post paaf projects

Amount  of financial
concerned by ex-post control (populatio

transactionsNo new controls in 2010, results of ex-p
nontrols 2009 under analysis

DSt

Amount of financial transactions actua
controlled ex-post (sample)

IWN.A. (No new controls launched in 2010)

Results of controls

Amount of net financial

with amount of financial transaction

actually controlled ex-post

correctionsN.A. No ex-post controls launched in 2010.
identified by ex-post controls/compared

S

Amount of recovery orders issued in 20

2005-2010

1@ 78,878,50
linked to ex-post controls conducted

Amount actually recovered in 201
compared with recovery orders issued
the same cases

0E 78,878,50

for

KEY

INDICATORS SUPPORTING REASONABLE ASSURANCE FOR DIRECT

CENTRALISED MANAGEMENT — PROCUREMENT 2010

Input: resources devoted to ensure legality andil@gty of underlying transactions:

2010

Number of DG's internal staff dealir
with ex-ante verificatioh

B

Number of DG's internal staff dealir
with ex-post controls

ono ex-post controls on procurements 2010

Number of DG's internal staff in Intern
Audit Capability

al2

Financial resources used to fund exter
audit activities

nal

Output:

Number of financial transactions Commitments: Payments:
315 637
Amount of financial transactions Commitments: Payments:
29614 317 € 26 778 449 €
controls during project implementation
2010
Number of rejected financial reports fron®
beneficiaries compared to total numbers
of financial reports processed
Number of financial transactions beind

subject to a non favourable opini
during ex-ante financial verification

i
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Number of financial transactions beindN.A.
subject to a 2nd level ex-ante verification

Number  of registered exceptigd
procedures in year n

Number of instances of overriding0
controls in year n

BUDGETARY EXECUTION IN 2010

Budgetary execution in 2010 concertiee implementation of the two programmes
managed by DG ESTAT: the Community StatisticalgPaonme 2008 — 2012 and the
MEETS programme 2009-2013, as well as the clostirth@ Community Statistical
Programme 2003 -2007 (payments only).

As a service DG, Eurostat uses own budget apptaprga as well as budget
appropriations sub-delegated to it by client D@sprder to provide the European Union
with a high-quality statistical information service

Budgetary commitments in 2010, concerning both awd sub-delegated appropriations
amounted to 79.32 million euro (compared to 80.4élian euro in 2009). These
commitments were financed 73% by Eurostat own tgeaind 27% by sub-delegated
credits (67% and 33% respectively in 2009).

40% of those commitments concern the awards ofracist mainly to firms specialised
in statistics or informatics services. 60% concegrants, mainly to National Statistical
Institutes and to other national authorities resgaa in each Member State for the
development, production and dissemination of Eumopé&tatistics as foreseen by
Regulation 223/2009 on European Statistics.

The amount committed for procurements slightly dased compared to last year
(-10 %). The amount committed for grants increadsgd4 % compared to 2009, due to
the heavy use of the grant instruments for subgagédel funds. The picture for own
appropriations committed by Eurostat is differemtith the use of procurements
procedures amounting to 52 % (55 % in 2009).

Commitment appropriations

Details of budgetary implementation, which togettezrched 87.3%, were as follows for
own and sub-delegated commitment appropriationprésenting a global amount
committed of 79.32 million euro):

Budgetary implementation for own commitment appiapons reached 90.8% (54
million euro) of the budget available. More spemfly, the annual budgetary
implementation for the Community Statistical Pragnae 2008-2012 reached 96.14%,
whereas implementation of the MEETS programme Z2Z00EB allowed committing
66.55% of the appropriations available for thisiaist Budgetary implementation for
sub-delegated commitment appropriations reache2®921.11 million euro).

Furthermore, a 31.43 % budget implementation oemegs was achieved for the Suisse
contribution to the Community Statistical Programme
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Payment appropriations

Payments in 2010 (Eurostat Statistical ProgrammMdEETS and sub-delegated
appropriations) amounted to 72.72 million euro,ighér amount than in 2009 (70.3
million euro). Execution of payment appropriatidas2010 was as follows:

- Eurostat Statistical Programme voted budget: 92 %
- Eurostat revenues: 33 %

- Meets: 82 %

- Subdelegated appropriations: 93 %

Execution of payment appropriations in 2010 (€)

1.824 :
MEETS own budget j] 0.396
|

Subdel. Credits 26.624 | | 2.052

T T

1 |
® own budget 36.305 | | w
Q= ‘ ‘ ‘ 2.199
2 8 2.088 : : ’ :
| | |

| | | |

. | | | |
3 - own budget -]]] 1.095 | | |
o | | |
N § 1.925 ! ! !
8 revenues -] 10.474 ! ! !
| | |

| | |

| | |

| | |

| | |

| | |

| | |

|

|

|

1

Millions

O Consumed @ Notconsumed

Own budget= voted budget + EFTA credits if appraieri
Revenues = Recovery orders from current year, andarstumed amount from last year recovery ordersediGr
from the Swiss contribution

Payment Delays

The number of payments made in 2010 complying wathtractual delays reached 88%
of all operational payments, which represents aifsognt improvement compared to
2009 (67 %). The Commission set even stricter tatgkys. As concerns the number of
payments respecting those Commission targets,igiuees are 77 % (57 % in 2009),
which correspond to an improvement but is stilblaethe Commission average.

In 2010 Eurostat made 5 requests for reinforcerakits payment appropriations, for an
amount of 4 € mio, all of which were accepted by Budgetary Authority.
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RESULTS OF REINFORCED EX-ANTE CONTROLS BEFORE FINAL PAYMENT OF GRANTS
IN 2010 (INCLUDING ERROR RATES)

Ex-ante verification is mandatory on all transatsioln 2009, Eurostat defined a strategy
for reinforcing financial ex-ante control of granfhe objective was to strengthen the
internal control system, taking due account ofrémilts of ex-post controls in 2008, and
therein better support the assurance of the AugimgyiOfficer by delegation (AOD)
within the context of Eurostat's Annual Activity Ret. Additional ex-ante checks of
payments made on a sample basis were carried autrahsaction level, on the basis of
additional documentation requested from the beiaefes for the purpose of the financial
initiation. This approach allows for correction twf payment, therefore avoiding time-
consuming recovery actions, and offers the ex-aatdrol team the possibility to better
understand the recurrent errors made by the béawédis previously identified as bearing
a higher risk.

In 2010, 99 cost claims (concerning nine benefiegrwere covered by the reinforced

ex-ante activities: 74 of them have been suspemd2dl10, while 25 had been suspended
in 2009 but were not yet solved. Among those 92 ctsms, 2 were based on the

approach of a minimal coverage of non-high riskaar@andom sample) and had been
suspended in 2009. No new payment suspensions mvade in 2010 based on the

random sample approach, as the ex-ante control beahto deal with a high number of

cases emerging from the coverage of high risk &&acost claims). The combined

approaches, where controls of high-risk elements lheen complemented by controls in
lower risk areas (to confirm and inform the risls@ssment), will provide evidence and
argumentation on the error in the rest of the pajorh on the long-term.

Risked based approach (situation on 31/12/2010 —ese¢able below cost claims
revised before payment)

In 2010, 97 cost claims (concerning eight benefies have been subject to reinforced
ex-ante activities on the basis of a risk analyBigese costs claims covered both Eurostat
own payment appropriations and sub delegated ones.

For 71 (concerning 7 beneficiaries), payments ha@en done based on the revised
amounts by the Commission or revised cost claime H@een received to correct the
errors detected.

For 42 of these files (concerning 6 beneficiariéb® weighted error rate was 3.19%
(66 797 EUR not paid). Among them, 25 had an eata >2%.

The other 29 files, concerning a sole beneficiaugre paid with a negative correction of
10% applied to a subcategory of costs (headquapensonnel costs) and no error rate
has been calculated.

Twenty-six cost claims were still under review andary 2011, mainly due to the length
of reception of the supporting documents and regdedarification.

Main findings: higher hourly rate declared baseEds funds; impossibility to submit

presence sheets for staff working on the actiom elagibility of declared direct costs

(occupancy costs). Concerning one beneficiary uegeante control, there were no files
closed in 2010.

estat_aar_2010 _final -18 -



e Invoice Gross Paid/revised

Beneficiaries closed/revised Weighted Error rate*

payments Amount (Eur) amount

6 42 2,137,082.34 2,070,285.00 3.19%

* Sample error calculated following the "Standimgtruction for AAR - Relevant notes and guidance" =
error rate for each control * weight of the paymiarthe sample.

Random sample approach (situation on 31/12/2010 eestable below for cost claims
revised before payment)

The random sample included two cost claims amogrtn99 770 EUR. One file was
paid (86 548 EUR) and it had an error rate ofH%

s Invoice Gross i
i Amount (Eur) Paid amount Error rate

1 86,548.00 86,548.00 0%

EX-POST CONTROLS

Ex post controls in Eurostat are performed accogrdim a multiannual work plan
(2005/2009), implementing a detection strategy damf a risk based approach and
coverage of main beneficiaries which are long tgyartners in the production of
European statistit¥ Controls have covered grants awarded for impléimgnthe
Community statistical programmes 1998-280nd 2003-2007. In 2010, there were no
new controls and the focus was on analysing theost-controls 2009, in particular:

- checking the quality of ex post control repomstead of launching new controls. An
analysis of the financial support provided to tlzenk Structure Surveys 2003, 2005 and
2007 has been performed. It clarified that payméras to be based on a lump-sum
approach instead of the real eligible costs ap@m@thr. All open files concerned by this
control will be closed in 2011.

- recruiting competent staff members, which fronl2ill be in charge of finalising
pending controls.

- identifying the basis for a control strategy, well as major changes on the
management of grants, before the definition of & meulti annual ex post control
programme,

'8 This was calculated following the "Standing instion for AAR - Relevant notes and guidance".
!9 This as been further emphasized in the RegulativBU statistics
% Decision 2367/2002/EC of the European Parliamedttae Council , OJ L 358 of 31.12.2002
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Recoveries

All recovery orders issued in the past, i.e. #1102, have been cashed (see AAR 2009). In
2010, two recovery orders were issued and cashetivio ex-post controls finalised in
2009. They refer to the Community Statistical Paogme 2008-2012.

Ex-post controls on internal transactions concernig the award of contracts in 2009

In line with Internal Control Standard for EffedivManagement n°® 9 (Management
Supervision), Eurostat carried out ex-post contosisnternal transactions. The controls
covered the award of contracts in 2009. The resilteese controls became available in
2010 and suggest the absence of any material @scentrol weakness to report in the
context of the Annual Activity Report.

Multi-annual programmes

In 2010, the internal control system covers muiigal programmes managed by
Eurostat by combining ex ante controls; ex postirods] and internal audit (IAC and
IAS). The assessment of the effectiveness of manegeand control systems for multi-
annual programmes is included in the key indicatorgegality and regularity and sound
financial management and other instruments predentthis section to present evidence
that the management and control systems are e#eduilding on the lessons learned
from implementing the Community Statistical Prograen2008-2012 so far, Eurostat is
preparing a control strategy that will be adoptedhe organisation in early 2011.

Accounting quality

DG BUDG carried out a diagnostic of Eurostat's aotimg quality for the 2009 exercise
leading to an overall positive assessment of thés@counting Environment. Eurostat
performed accounting controls according to the awoting revision plan in 2010.
Reinforced controls were made for Income and Intdegssets (IT projects in Eurostat).
Accounting of intangible assets was granted a teampaexemption until 31 December
2009, and therefore new accounting rules were egpppis from 1 January 2010. The
accounting quality overall was assessed by DG Budgebe of a good quality.
Centralisation of payments has improved the acaogmuality in terms of fewer errors
detected in the accounting controls.

Identification of the financial risks associated wih ongoing litigation proceedings

A limited number of ongoing litigation proceedifiysconcern activities related to
Eurostat. The potential risk in case of judgemantfavourable to the Commission's
interest can not be calculated at the current sihtfee procedures.

21 Ares(2010)344613
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Reporting from Authorising Officers by sub-delegaton

AAR 2010

» Procedure of exception related to MEETs programme

Two commitments concerning the implementation & 8tatistical programme for the
Modernisation of European Entreprise and Trade {M2@09-2013), amounting to 1 423
568 €, have been authorised on the budget lineeoCommunity Statistical Programme
(2008-2012). Related prefinancing and final paymmevitl also be done, by exception, on
the budgetary line of the Community Statistical gdasnme. The budget lines of both
programmes are under the same chapter of the Bthistics 'of the EU budget.
Corrective measures have been implemented to shemgontrols performed by actors
of the Financial Circuits, and avoid repetition.

+ Staff issues

Eurostat, like other Commission DGs, is clearlyeefitd by the Commission's zero
growth in HR. In order to cope with this situatidfyrostat undertook several important
initiatives in 2010. One was the centralisatiorfieéncial initiation for payments, which
allowed organising the financial circuits in a mefécient way, to improve performance
and free up a number of posts. (See above). Sggdhdlintroduction of a new approach
for the redeployment of human resources (Framewlmk Resource Allocation
Management in Eurostat) has allowed Eurostat tweetchuman resources to those areas
of work considered of highest priority. As a lodic@nsequence, lower priority areas
have experienced cuts. Moreover, in the areas ofnd some statistical domains
specialised expertise is difficult to find. Diffities linked to the substantial reliance on
contractual staff for some permanent core busiaesss also persisted.

Staff issues are also addressed in the frameworkthef effectiveness of the
implementation of the internal control standardgennal control standard 3 — staff
allocation and mobility was prioritised in the MP1D (See also section 2.2.2.)

FOLLOW UP PREVIOUS ISSUES

* Follow-up of exception procedure on provisions reliégng to Article 172a
(2)(e)— link to AAR 2008

Article 172 a (2)(e) of the Implementing rules betFinancial Regulation that entered
into force in May 2007 stipulates that "administratexpenditure, staff and equipment
costs, including the salary costs of personnel afional administrations” may be
considered as eligible to the extent that theyteela the costs of activities which the
relevant public authority would not carry out ifethprojects concerned were not
undertaken.

An exception procedure was recorded in 2008, wisiglcifies that provisions under

Article 172 a(2)(e) were not checked for calls pooposals launched from May 2007 up
to December 2008 and will not be checked when paymegjuests for grants agreements
resulting from these calls for proposals are resgbilAt the same time, the decision has
been taken on measures to implement these prosigrom 2009 onwards. Relevant

information has been provided to stakeholders, @argystem of certification has been
implemented since 2009, in order to allow contrmiscompliance at each step of the
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grant process (calls for proposals/invitation Istt® submit proposals; grant agreement;
request for payment).

The volume of payments on grant agreements follgwialls for proposals launched
from May 2007 up to December 2008 corresponds & bf the total volume of
payments in 2010. It is observed that since 20@Bp$Eat grants policy excludes the
financing of actions for the implementation of gtion when no explicit provision for
financing is made in the legislation. Moreover, rgsaare awarded in accordance with
basic acts as defined in Article 49 of the FinanRiagulation (the Community statistical
programme, as well as other specific basis suchhasMEETS programme). As a
conclusion, the level of risk (impact of the cohtdeficiency) is assessed as limited and
consequently acceptable from the point of viewafrsl financial management.

» Grants to National Statistical Institutes for usersupport

Starting in 2010, the network of user support antis based on contracts awarded
following an open Call for Tender (open proceduas)substitution of the former system,
i.e. a network of support centres in National Statal Institutes (NSIs) which were co-
financed via grants. The system was operationdiigcive but the processing of
payments under the grants was long and complex.

Following the Call for Tender, as of December 20ttre were ten active (ie with
specific contracts) framework contracts with oneszgie company and six NSIs. The
outstanding payments from grants of years 2006-200@%pproximately 300 000 euro.

» Calls for funds for contributions by Switzerland

The EU-Switzerland Agreement on Statistfcioresees a financial contribution from
Switzerland. In 2009 this was estimated at 3.8iomlleuro. Switzerland disputed the
calculation and only paid two-thirds of the owedoamt. Eurostat made further efforts to
recover the remaining third and Switzerland paiel ttmaining amount of 1.3 million
euro in 2010.

The calculation of financial modalities of the EMASs Agreement was reviewed and the
revised calculation method was adopted on the Euiz8iand Joint Committee of 1st
October 201%. Its implementation will in the future speed updamake the call for
funds less liable to dispute.

* Financing of the HICP implementing measures by Memér States

In the framework of the better legislation initisj work to re-cast the HICP legislation
(basic act and its 17 implementing regulationsjtathin 2010. The legal basis will be
modernised and streamlined to become more efficéent financial aspects will be
reviewed.

In addition,IAC performed a risk analysis on HICP, the engagenagmed to identify
potential risks related to the financial supporbvyided for the implementation and

22 pgreement between the European Community andwligsSConfederation on cooperation in the field of
statistics OJ L 90, 28.3.2006

%3 2010/627/EU: Decision No 3/2010 of the Europeariob#$witzerland Statistical Committee of 1
October 2010 amending Annex B to the Agreement d&etwthe European Community and the Swiss
Confederation on cooperation in the field of statis
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development of the HICP, regarding in particulardompliance with the financial rules
applicable.

The risk analysis carried out by IAC identified tthlae most significant risk areas relate
to (i) the interpretation of certain concepts of tHICP regulation and their coherence
with the current rules of the FR; (ii) the duratioh certain implementing measures
compared to the requirements of the basic act @ndfdrecast of expenditure and
programming of grant actions.

The corrective measures undertaken should limit gbeential risk derived from the
obsolete HICP legislation currently in force, andowld increase efficiency and
cooperation in the EES. Therefore, the situatiosassidered acceptable and it is not
appropriate to issue a reservation.

3.1.2. Building block 2. Results from independentudits during the
reporting year

Opinion of the IAC

On 15 February 2011, the IAC transmitted its AnrDplniorf* on the state of control of
the Directorate-General as for 31 December 20168e@an the results of the audits and
scope of the engagements carried out during 2080AC states that the internal control
system in place provides reasonable assurancednegdhe achievement of the business
objectives set up for the processes audited, exoegbme specific issues relating to the
Compliance monitoring and Procurement in Eurostat.

To address recommendations issued action plans beee defined by the relevant
services of Eurostat. The synthesis of main achieves and state of play is provided in
section 3.1.3 of this report.

Relevant IAS/IAC audits reports

Results from the audit work on compliance monitgrin Eurostat was released in the
second half of 2010. The report includes two venpartant recommendations to be
addressed in 2011 referring to the scope of comgdianonitoring exercise and the need
to include quality and methodology aspects, andd¢bponse to emerging needs, with the
enhancement of compliance monitoring to fit Eurbdtasiness objectives in the
framework of the Communication 404 and the new petidn method.

The follow-up report of the consulting engagemeanttee "assessment of risks in relation
to the quality of the presentation of findings lbé tex-post controls” was issued in July
2010. The recommendation on the partial coveragebpéctives of ex-post controls
gualified as very important was assessed as notnyémented and will be followed-up
in 2011.

The Second follow-up Audit report on Eurostat mamagnt and control of PHARE
credits sub-delegated by DG ELARG was issued ineBdxer 2010. It was considered
that the recommendation (important) on -"Utilisatide la Compliance Database dans la
phase de programmation des activités”, must rempén with regard to its third part

% Ares (2011)167337
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related to the "Processus de préparation de lassidacd'approbation du programme
statistique multi- bénéficiaire”. This recommendatwill be addressed in 2011.

Follow up of the recommendations issued from previ@udit works are reported
hereinafter.

Relevant findings of the European Court of Auditors

In its annual report concerning the financial y2@@%>, the Court of Auditors includes
some observations as regards its yearly assessoieMAT and GNI-based own
resources. This is a recurrent issue for the cithatt assess yearly on its report on the
implementation of the budget the own resourcesahdr revenues. Actions related to
this issue are described under 3.1.3. Otherwisena#tioned in Chapter 1, the Court
gave an explicit positive assessment on the comafuittis program and provides with a
positive DAS on the functioning of the control ®ystin Eurostat.

3.1.3. Building block 3. Follow-up of previous yesa reservations and
action plans for audit from previous years

Follow-up of previous years' reservations

There is nothing to report in this section.

Follow-up of European Court of Auditors' findings and recommendations

In a previous report, the Court of Auditors had maecommendations relating to
detailed information on GNI reservations, data anderlying systems and priorities of
GNI and VAT verification work.

As a response to the recommendations to includelel@tinformation and regulatory and
legality indicators on Gross National Income (GMi)the AAR, Eurostat established a
list of indicators on statistical control in consion with DG BUDG. Results for the last
4 years are:

REGULATORY AND LEGALITY INDICATORS ON OW N-RESOURCE GNI STATISTICAL
CONTROL

Indicators 2007 2008 2009 2010
1 | Inventories receivéd 12 1 0 2
2 | Inventories to be checked 24 25 25 227
3 Amount of inventory pages to be checked 12000 2500 12500 13500
4 Number of inventories translated by the 1 3 1 3
Commission
5 Number of questions sent to the member 254 2809 2391 909
states in preparation of the mission
6 Missions carried out 3 16 19 9
7 Missions carried out with participation of 3 14 16 9
observers from other member states
8 Number of men/women-mission days

% Annual Report concerning the financial year 2009,C 303 of 9.11.2010
% 27 Member States have transmitted their inventpfi2of them were received in 2006.
%" The verification of the 27 inventories is ongoing.
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carried out

a)Eurostat 55 134 146 65
b)Observers from Member States 60 102 76 53
9 Direct verifications 1 6 16 6
10 | Mission reports presented to the GNI 1 10 16 12
Committee
11 | Action points presented to the GNI Afull 225 331 135
Committee in the mission reports report on
the mission
in 2007
including
recommend
ations was
presented
12 | Number of specific reservation points| - 43 25 10 4

start of year
13 | New specific reservation points

14 | Specific reservation points solved 18 15 6 0

15 | Number of specific reservation points|— 25 10 4 4
end of year

16 | General (cross-country) reservation 1 1 1 1
points®

17 | Visits from Court of Auditors 3 4 4 4

As regards GNI data used for budgetary purposesydhdation work on the reliability,
comparability, and exhaustiveness of the natiocabants data continued for all Member
States in 2010.

The Commission conducted a thorough analysis ofpibtential impact of the issues
which emerged from the deficit and debt verificatior Greece on the GDP/GNI levels.
The work on 4 remaining GNP reservations for theigge 1995-2001 continued in
cooperation with the Member States concerned.

With regard to the Court's observations that then@assion should perform more direct
verification in the context of checking the GNI emtories and questionnaires, direct
verification was performed in six countries in 20I®total, 29 direct verifications have

been carried out since 2007 covering all MembenteStaxcept for Bulgaria and

Romania. These two countries transmitted theirntoges in 2010, and will be subject

to direct verification in the near future.

Concerning national supervisory and control systeimes Commission collected, during
the GNI verifications, information on Member Statpsactices in particular for the
purposes of the workshop it organised in Decemli#)92 In accordance with the
objectives of this workshop, the Commission is sanhg its efforts to identify and
develop best practices for use in the Member Statewell as assessment procedures in
this domain. The conclusions from the workshop wiseussed by the GNI Committee
in October 2010.

Concerning National Accounts data for the VAT owesaurces, Eurostat actively
supported DG BUDG and carried out control visitd 8ocountries.

% General reservation set pending finalisation wéitiory verification.

estat_aar_2010 _final -25-



Follow-up of weaknesses reported by the Internal Adit Capability and the Internal
Audit Service and in the previous Synthesis report

In June 2009, the senior management adopted @estand more structured approach
aimed at further streamlining the process of follgpvof audit recommendations, starting
with the initial phases of acceptance of audit nece@ndations and preparation of action
plans. In addition, actions to address ICS wealasesdentified in the self-assessment
were also included in the follow-up process and ghmgress reports presented to and
discussed by the senior management. As result, ribmber of open audit
recommendations has been significantly reducedngu2009 as have delays in
implementation of audit recommendations. Therefargear later, in July 2010, senior
management agreed on lightening the exercise ahateethe reporting to the year-end
report (from twice a year), supplemented if neeavlik ad-hoc ones.

Open recommendations beginning 2010 concern awegiorts on IT risk analysis,
Evaluation function in Eurostat, Grant-Awarding, magement and control of PHARE
sub-delegated credits and Risk Management in Stati®roduction.

IAS AND |IAC RECOMMENDATIONS (CRITICAL AND VERY IMPO RTANT
RECOMMENDATIONS)

From the above mentioned audits, nine recommendatiualified as very important
related to reports issued in 2010 "IT Risk Analysi€valuation function in Eurostat”
and Grant awarding”. No critical recommendationsenapened.

¢  Critical recommendations
None.

* Very important recommendations
IT Risk Analysis

Four Very Important (one originally Critical, bubwngraded to Very Important) audit
recommendations related to the 2006 IAS/IAC auditl® Risk Analysis considered
implemented by the auditee were considered asatomplemented by the auditors after
the second follow-up of this audit. The recommeiaet related to service support,
protection of personal data, dataflow integrity @edregation of duties. The action plans
drawn up to address these recommendations congiéteeveral sub-actions of which
most were implemented, but certain sub-actions tooger to implement, either because
specific IT tools had to be developed to propeddrass the recommendation (Service
support); because of resource constraints or irvobnt of other services (Segregation of
duties); dependency on information from many safpersonal data protection); or due
to other events/issues that had an impact on tiena®ata flow integrity). Action plans
for the four recommendations should be fully impéerted by mid-2011.

Evaluation function in Eurostat

IAC issued two very important recommendations ie #udit report on the evaluation
function in Eurostat. One of them concerned thepetpof the units carrying out
evaluations of expenditure programmes. To addiessécommendation the Evaluation
charter in Eurostat has been revised and publisfied approval on the website. This
recommendation is therefore considered implemenyetie auditee.
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The second very important recommendation requixesnée evaluations of expenditure
programmes to secure compliance with the finarr@gulation. Preparation of the ex-
ante has been launched and it is expected thattion will be completed end 2011.

Grant-Awarding

Two very important recommendations were still op&n the beginning of 2010
concerning the ex-ante evaluation of projects ivwg resources above a certain amount,
documented assessment of financing procedure a@destablishment of a proper
inventory as well as enhancement of the awardinggss to ensure proper application of
selection criteria. Actions have already been paot place to address these
recommendations. A second follow up was carried mutinternal audit Service in
December 2010. The follow-up concluded that albremendations can be considered as
implemented.

New/ongoing audits

Results of the audit report on procurement werelaa at the beginning of 2011. In
addition, an audit of Internal Audit Capability Eurostat is ongoing on GNI statistical
process. The recommendations issued will be incatpd in the follow-up process in
2011.

3.1.4. Building block 4. Assurance received fromhet Authorising
Officers in case of crossed sub-delegation

In 2010 Eurostat managed funds sub-delegated Ity &1 Directorates-General. The
Director-General of DG Estat, Authorising Officey Bub-delegation, reported to the
Authorising Officers by Delegation (Notes to DGs RIGof 8/02/2011; DIGIT of
28/01/2011; EAC of 2/02/2011; ELARG of 9/02/201IMEL of 3/02/2011; ENTR of
31/01/2011; ENV of 9/02/20%8 INFSO of 4/02/2011; HOME of 2/02/2011; REGIO of
31/01/2011; SANCO of 7/02/2011) that there were material matters to report
concerning the management of these funds.

Furthermore, DG DIGIT made a payment using appatiprs subdelegated to it by
Eurostat. In this context, Eurostat received a ricien DG DIGIT, dated 3/02/2011,

confirming that there were no material mattersgport concerning the management of
these funds.

3.1.5. Completeness and reliability of the infornmat reported in the
building blocks

As regards the information reported in the buildiolgcks (sections 3.1.1- 3.1.4.), it can
be stated that the information is complete andaléi and the analysis carried out
provides the necessary elements in order to supp@®OD in preparing his declaration
of assurance and draw a conclusion whether oionssue a reservation.

% Credits paid in the first half of 2010 were inchadin the 2009 report, as being part of the payment
workflow. No payments have been made in the sebaifcbf 2010.
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Outcome of the evaluation

Further efforts have been pursued in 2010 to imgribwe_internal contratystem. In
particular, the financial initiation of paymentsshheen centralised, together with
reinforced ex-ante financial control of cost claimsreview of the ex-post control
process has been initiated, together with a chéoken files. It is considered that the
financial managemermnd control systems are effective.

In its opinion, the 1AChas provided qualified reasonable assurance oftdie of
control. Recommendations issued to mitigate rigkd improve the internal control
system, are addressed with specific action plantdding a description of corrective
actions and a target date for the completion ofi eation.

The reduction of the number of open audit recomragodscontinued during 2010.
Open recommendations now only concern three aepldrts and none are qualified as
critical. Action plans have been drawn up to adslithem.

In their appraisal of the risks related to operadioactivities and internal control
system AOSD did not report any weaknesses, malfunctigron deficiencies with
significant impact in monetary or reputational ternsome difficulties have been
expressed as regards staff allocation and recrottnae issue addressed actively by
HR policy.

The outstanding issues from previous AARSs. exception procedure regarding the
application of the implementing rules of the Finah&egulation relating to Article
172 a(2)(e), grants to National Statistical Ins&tufor user support, call for funds
2009 for the patrticipation of Switzerland and tleaRcing of the HICP implementing
measures by Member States) have been monitoredgd@010. The situation is
considered under control, with a risk level limitedd consequently acceptable from
the point of view of sound financial management.

No significant material matters have been repodedregards the management of
crossed sub-delegations.

Conclusion

All in all, it is considered that no specific issuand weaknesses or shortfall in the
management and internal control systems that geeeto material reservation that would
have an impact on the assurance contained in theahdeclaration have been identified.
Weaknesses identified do not represent any sigmfideficiency in the system. In

addition, corrective actions have already beennddfiand implemented. Therefore, it
was concluded that a reservation would not be gpjate.

3.2 Reservations

N.a

3.3 Overall conclusions on the combined impact ofhe
reservations on the declaration as a whole

N.a
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Part 4: Declaration of Assurance

I, the undersigned, Walter Radermacher, Direct@n€ral of Eurostat, in my capacity as
authorising officer by delegation

Declare that the information contained in this repgives a true and fair view.

State that | have reasonable assurance that theuress assigned to the activities
described in this report have been used for theiended purpose and in accordance
with the principles of sound financial managemant that the control procedures put in
place give the necessary guarantees concerningldggality and regularity of the
underlying transactions.

This reasonable assurance is based on my own jusigieamd on the information at my
disposal, such as the results of the self-assedsmerrpost controls, the work of the
internal audit capability, the observations of thieernal Audit Service and the lessons
learnt from the reports of the Court of Auditors fgears prior to the year of this
declaration.

Confirm that 1 am not aware of anything not repdrteere which could harm the
interests of the institution.

Luxembourg, 30 March 2011

Signed

Walter Radermacher

Director General

% True and fair in this context means a reliablenpiete and correct view on the state of affairshia
service.
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