Consultation on the European Financial Requlation r eview

London, 2nd October 2009

“Progress in the European Union comes when the diff erent
players involved share a common vision and a common
direction. [...] To tackle the complex challenges we face, we
need to mobilise all sectors of society: EU Institu tions,
national, regional and local authorities, business, trade unions
and civil society.

José Manuel Barroso, President of the European Commission in Political
Guidelines for the Next Commission (Brussels, 3™ September 2009)

For any questions please contact filippo.addarii@eu clidnetwork .eu
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Executive Summary

Early in 2009 the European Commission began its review of the financial
regulation (FR) that also governs the way that it awards roughly 50 billion for
civil society® every year.

Euclid Network (EN) welcomes this initiative and has undertaken an informal
consultation of its members and other related and interested parties with a
view to submitting proposals to the review process.

While not comprehensive or fully representative of all European member
states’ civil society, the responses to the consultation (conducted principally
using the internet) showed that there is great consensus about the concerns
that civil society has with the current regulation.

These concerns are set out below they formed the input for the
recommendations that Euclid Network is now submitting.

Findings:

1. Administrative Burden : time consuming procedures act as a
disincentive for organisations to apply for funding — especially for
smaller organisations - and increases core costs which can undermine
financial sustainability and lead to the development of a costly and
unnecessary internal bureaucracy.

2. Application Procedure : The large number of documents combined
with the level of complexity is of significant concern for organisations. It
acts as a disincentive from applying, especially for smaller
organisations.

3. Co-financing and contribution in kind __: The percentage is often too
high for CSO’s penalizing the quality of applications and leading
organisations to look for less transparent solutions. The method for
calculating eligible costs is far too restrictive. While the concept of in
kind contributions is too limited as volunteers must be considered as
eligible costs since they represent an unique added value of the third
sector.

4. Non-profit Constraint _: The requirement for a precisely balanced
budget undermines the long term sustainability and effectiveness of
organisations. It is obsolete, unrealistic and unnecessarily harsh. It

! In this paper the terms civil society, third sector, social economy, solidarity economy,
voluntary sector, non profit, social enterprise, NGOs, NPOs, CSOs are used collectively and
interchangeably.



prevents organisations from showing even the smallest reserve,
whereby it also prevents creating strategic reserves or making
investments.

5. Language : The use of sophisticated technical language acts as a
deterrent to applicants.

6. Indirect Costs : The current cap on indirect costs is arbitrary and too
restrictive. It has lead to a situation where organisations have to
subsides projects or hide indirect costs.

7. Bank Guarantees : The requirement of indefinite bank guarantees is
impractical for smaller organizations and for those from less
economically advanced countries where such instruments are not
usually available.

8. Auditing : although necessary the auditing system of the EC should
build on national systems instead of adding to the administrative
burden.

9. Exchange Rates : The use of fixed exchange rates does not allow for
actual fluctuations in the financial markets.

10.Transparency: Although transparency is a guiding principle of the
grants application process, it is neither defined nor currently enshrined
in the existing regulation.

Summary

Civil society is better placed to articulate the issues that grant funding seeks
to address than it is resourced to develop solutions to these problems. This is
primarily because of its limited finances and the technical and practical
difficulties.

Euclid Network’s Recommendations:

A bipartite task force _ with third sector leaders who have technical expertise
and officials with knowledge of the process should be able to exchange
information and formulate solutions in a relatively short time-frame. While it is
clear that civil society organizations can identify the practical problems with
the current grant-funding regulation, the EC must be best placed to deliver
reform.

A new culture based on social investments and innov ation would improve
outcomes from EC grant-funding of civil society. This should help smaller
organizations within the sector and enhance delivery. In the same way, by
capitalizing on the success of programmes such as Erasmus, the EC can




demonstrate and foster a sense of European partnership that must, in turn, be
of great benefit to civil society in the EU. This new culture is part of the stress
on social innovation in the New Lisbon strategy.

More flexibility in _funding in return for better go vernance in the third
sector . A proposed deal between European institutions and the third sector.
The sector calls on institutions to develop a culture of social investment, which
in turn would respond with an increased focus on accountability and
transparency. A European certification would be the solution, especially if it
would include fast track access to funding.

Clearer information _ from the Commission about how much the EC invests in
civil society should also show how and where the money is spent along with a
proper evaluation of the social return on investment.




Backaground to the review of the European financial
requlation

At the end of 2008, in the middle of the global financial crisis, the European
Commissioner responded to calls from all sides and committed the European
Commission (EC) to a comprehensive review of its budget, and, in the
process, to meet more effectively the needs of member states, including civil
society’. The repeated rejections of the Lisbon Treaty in national referenda
added pressure for such a review.

In 2009 the EC started a comprehensive review of its financial regulation and
implementation rules - the stringent code which governs all grants and
contracts awarded worldwide. The review of the budget and financial
regulation are two parallel but distinct processes, although the General
Directorate for Financial Programming and Budget (DG Budget) leads both of
them.

The focus on financial regulation is particularly important owing to the EC’s
status as the largest donor in the world - allocating roughly 50bn per year to
civil society (lain Begg, European Institute, London School of Economics) —
and especially in an economic climate where governments, corporations,
foundations and households are all cutting their budgets.

However, many third sector leaders find the current regulation to be both
expensive, in terms of administration, and unfriendly, since it is difficult to
understand, manage and monitor. This has resulted in a situation where a
large number of organisations have felt discouraged, and even prevented
from applying: an effect especially noticeable amongst grass-roots
organisations.

Civil society includes voluntary and community organisations, associations,
charities, cooperatives, mutuals, foundations and social enterprises. Ranging
from small, local community groups to large, established, national and
international organisations.

Civil society is one of the main stakeholders of the European project, as
spelled out by president Barroso in his opening speech at the European
Parliament in September. It is considered ‘the cornerstone of the European
Social Model”. An idea reaffirmed recently in a publication launched by the
European Economic and Social Committee.

Traditionally civil society is an engine of social cohesion promoting
volunteering and active citizenship, providing services for underprivileged and
marginalised groups, with a strong focus on health and education. It has been
at the forefront of campaigns for human rights and gender equality, and
engine of social innovation in areas such as fair trade and micro credit. Civil

2 Composed of officials coming from a variety of EC Services



society has been, and remains, the leader in international development and
environmental issues.

These are some figures from the UK which exemplify the size of the sector®;
In 2006/07 there were over 137,000 general charities in England with a
total income of £33 billion of which 51% was earned, 41% was
voluntary and 8% was investment income; a 40% (£9 billion) increase
since 2000/01.
464,000 full-time employees were employed in the sector in England in
2007/08, an increase of over 50,000 FTEs since 2000/01.
73% of adults took part in some form of volunteering in England in
2007/08; this level is unchanged since 2001.
Income from Government totalled £12 billion in the UK in 2007/08
including £7.8 billion from contracts and £4.2 billion from grants; an
increase of £3.6 billion since 2000/01.
In 2005, 78% of people in England had given to charity in the four
weeks prior to interview.

In 2005 a coalition of Brussels-based civil society organisations launched the
report Striking a Balance* on the reform of the European financial regulation
but this came too late as the new text had already been approved.

As far as we know the EC’s Financial Regulation are reviewed every three
years. Owing to the aforementioned circumstances this current review is
increasingly important. Formally, these revised Regulations are due to be
adopted by the Council, based on a proposal to be made by the Commission -
which itself has the right of initiative.

Based on the information we have collected, the Commission (DG Budget)
started work on its proposal last spring. Notably, an inter-service2 working
group has been set up to identify difficulties experienced by participants with
the Commission’s services and to propose recommendations to the DG
Budget by early October. These proposals will be examined by DG Budget
during the creation of the first draft of the revised financial framework, with a
view to reaching internal agreement on any major issues by the end of
December 2009. During the first quarter 2010 the Commission’s proposal will
be fine-tuned, followed by its formal adoption by the College of
Commissioners® in May 2010.

The Commission’s proposal will then be sent to the European Council (and, if
the Lisbon Treaty is adopted, the European Parliament). Its recommendations
will be subject to negotiations between the Member states until an agreement
is reached.

As we understand, the best opportunity to influence the process would
necessarily arise before the first draft is finalized (October-November 2009)

® http://www.cabinetoffice.gov.uk/third_sector/resg and_statistics/facts_figures.aspx
* http://www.euclidnetwork.eu/data/files/striking tmlance__final.pdf
® Collective term for the 27 Commissioners



even though in negotiations in the European Council changes introduced in
the new text might be undone.

Since a public consultation hasn’t been confirmed Euclid Network (EN) has
decided independently to consult third sector leaders about what changes are
needed in the financial regulation to make European funding more effective
and better value for money.

The contributions of civil society from across the EU and beyond have been
collected and EN has identified 10 recommendations which have been drafted
with the help of a pro bono lawyer (identified with the help of Advocates for
International Development®) and which appear below.

The contributions have been limited in number because of the short notice
(from 17 August to 18 September 2009) and also the limited capacity of EN,
but responses have been consistent and relevant.

The recommendations will be submitted to DG Budget and other
stakeholders: namely the civil society working group on European funding (set
up by DG Education and Culture); the British, French, Swedish and Spanish
governments; and the European Parliament Committee on Budget Control.

EN will work with European Centre for Not-for-profit Law and other networks
in the next phases.

EN aims to champion a new partnership between European institutions and
civil society. Developing mutual trust and a culture based on social
investments and innovation for the sake of European society and its projects
worldwide.

General Comments from the general secretariat of
Euclid Network

These comments are from the general secretariat and aren’t forcibly backed
by members or contributors in EN consultation but are inspired by the results
and conversations had as a result of the consultation. They aim at improving
the nature of the relationship between the European institutions and civil
society.

Perceived assumptions:

Civil society finds the review of the financial regulation irrelevant
because of the belief ‘you can’t change Brussels’: European institutions
are bureaucratic and don’t care about civil society, only about
processes.

® http://www.a4id.org/



Contributors tend to be reticent for fear of repercussions or unable to
make constructive analyses and propose solutions for lack of technical
expertise or time.

Recommendations:

1. A mixed task force of experts to look at issues from the EC and third
sector and solutions with expertise and pragmatism.

2. A clarification of the differences between the needs of small grass-root
organisations and big professional organisations.

3. Reduction of the administrative burden of small grants targeting small
organisations (for instance minimal co-funding).

4. Altering of perceptions in order to make European institutions ‘civil
society friendly’ and ready to help.

5. Changing the funding culture within the European institutions. Moving
to social investment and results rather than grants and process.

6. Increase the level of research and analysis. In areas such as how
much the EC spends on civil society. Where and how this is spent and
the impact of every change in the financial regulation (saving money by
diminishing administrative burdens).

7. Increase the Erasmus type funding. It's a limited budget allocated to an
individual selected in partnership with local/national organisations and
freely managed by the recipient. The Erasmus is the most successful
programme of the EC which has developed the first genuinely
European generation of citizens through a social investment funding
model. It's a direct investment by the EU in the development of a
citizen.

8. Develop a European certification for good third sector governance

(accountability and transparency) which guarantee European
institutions and tax payers’ money.

10



Introduction

The following paper sets out the results from the consultation process
undertaken by EN. Due to the short timeframe available for the process and
limited capacity to undertake a wide range consultation of stakeholders on the
issue the following may be considered to not be fully representative of the
views held on this subject. However, this is no reason to dismiss the validity of
the consultation as it has received a considerable level of input from a number
of individuals, organisations and umbrella organisations from across Europe,
and a limited number of responses from outside of Europe. A notable number
of responses have come from the UK, the Balkan region, the Baltic region and
a number of pan-European organisations.

The consultation was undertaken primarily via the internet with an online
survey being hosted on the EN website, but there was also the option for
respondents to interact directly with EN via email to develop points. A number
of reports on this topic were also referenced, most significantly the 2005
“Striking a Balance” launched by a collation of Brussels-bases civil society
organisations including Solidar, Open Society Institute, Women’s Lobby,
Concord and Social Platform.

The number of respondents, in any form, is currently 39 but the consultation
process is to remain open to allow further contributions and the development
of certain points in the following document. This is an important point to state
as EN has continually being receiving, and using, feedback throughout the
process of writing this paper. The choice of quotes used in the following paper
are a selection which best articulate and are the most representative of the
problems all respondents frequently referred to.

The issues raised have frequently appeared in respondents answers and
there is a high level of consistency in the specific details discussed. The
following issues are ranked in order of the frequency they appeared
throughout the entire consultation process. We have also respected some
respondent’s desire for anonymity within this final report.

Contributions have come from a variety of sources working in a wide range of
areas including law, policy, the environment and sustainability, children,
housing, international development, enlargement, regional cooperation,
volunteering, human rights, sport, gender equality, sustainability, health,
consumer rights and communication. With contributions coming from umbrella
bodies, international groups, national, regional and local organisations
amongst others. A full list of contributors is provided in the appendix.

Additionally, a full list of electronic resources are available on the Euclid
Network website www.euclidnetwork.eu including links to the current financial
regulation.
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Euclid Networks recommendations based on the

findings from the consultation.

Have you applied for European funding?

Yes: 82.4%
No: 17.6%
| Yes
m No
Do you think the European funding process should be improved?
Yes: 100%
No: 0%
| Yes
m No

12




1. Administrative Burden

A) Recommendations

The acceptance of electronic data as evidence to re  duce
costs and unnecessary waste

A reduction in the number of documents required as
preparation as part of project documentation

Need for information must be reviewed — what is tru ly
needed, what will evidence results or fraud

Are the documents required by way of support set ou tin
further guidance not in the FR or IR

When criteria for funding is being developed, we su ggest
the EC should seek input from frontline organisatio ns in
order to minimise burdens which neither add value n or lead
to better outcomes

Simpler application process including some sort of
passport for future applications

B) Cases

“The burden of document retention is a nightmare for the sector, currently
records for the Agenda 2000 programme are due to be kept until 2015, the
cost of archive aside, it is unrealistic to expect relevant staff to be in place in
15 years after the project has run and indeed an NGO to have the unrestricted
income to repay ineligible amounts. National audit standards should
apply...The language of calls is unclear as the texts are inevitably the fruit of a
collaborative process. Sometimes they are so arcane only a handful of
individual seem to be able to prepare applications as was reported of
Intelligent Energy recently...Application procedures are unnecessarily
complex, submit on line (form may not be compatible) but accompany with
two hard copies, a summary in French and English, signed partnership
declarations and special extract from accounts for certain finance levels all by
precise date.”

Tamara Flanagan, Community Service Volunteers

“Bureaucracy, heavy workload. Rule of Origins for the equipment does not
consider local economic context in terms of choice and prices. Process of
obtaining derogations is long and complicated. Derogation letters should be
replaced by simple notifications.
-Application process is really heavy, especially when it comes to the
requirement of submitting a Concept Note and Full Proposal together. No
considerations of staff time and enormous efforts for putting it together with no
guarantees of success.”
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Robert Hurd, National Democratic institute for Inte rnational Affairs.

“It is overly complex and bureaucratic. It also does not allow for cost recovery
since it often requires up to 40% be provided by the applying charity. Both the
bureaucracy and the lack of more realistic cost recovery principles make it
impossible for some of the most grass-roots and community based charities
that can really produce the impact the EU wants to see in under-privileged
communities. A passport system needs to be set up so that once a charity is
vetted, it does not have to go through the same process again and again in
future/subsequent applications.”

The author does not wish to be disclosed

C) Lawyer’s view

| don't see a problem with these proposals since simplification of the
application process will mean that the principles set out in Article 109 FR are
being followed properly. In particular it is important for the Commission to
bear in mind that Article 172 c (1) of the IR provides that:

The means of communication chosen shall be non disc riminatory in
nature and shall not have the effect of restricting the access of
applicants to the award procedure.

Clearly an overly bureaucratic system does not sit well with the above
provision, and the rules on transparency and equality set out in Article 109
FR. Further, it is important for the Commission to bear in mind the fact that it
already has stringent evidential requirements and fraud prevention
mechanisms at its disposal once the application for a grant has been
approved. See Articles11l7 FR; 180 IR; 182 IR

2. Applications Procedure

A) Recommendations
Simplified financial and budget planning for a proj ect proposal

Special allowances to be made for small and microN  GOs
Separate submission of a concept note and full prop osal

B) Cases

“[S]Jome improvements in the procedure would be suitable for the following
reasons):

14



1) The very short deadlines for filling documents (and the late knowledge of
the exact format of these documents). It happened that we were informed
about a deadline in advance but the deadline was shortened at the last
moment (less than one week before its expiry); moreover, the forms to be
filled in were not available so it was not possible to prepare the document in
advance.

2) The fact that requests for answering questions/making some points more
precise are not always made systematically, but at different times. In at least
one case, a document was submitted to the European Commission and then
the Commission asked for questions and complements.”

Pierre Garrone, Venice Commission

“Pador’ can damage partnerships if a lot of information is required of partners
prior to receiving funds”

British Overseas NGOs for Development, EC Funding R eform
Consultation

“The format and the criteria to access EU funding is not favourable to small
organisations like ours in the continent [Africa]. The EU should design and
have tailored programmes for small community based organisations to build
capacity and multiply benefits.”

Gbenga Oluwatuyi, Centre for Rights and Policy Deve  lopment

“Application process is really heavy, especially when it comes to the
requirement of submitting a Concept Note and Full Proposal together. No
considerations of staff time and enormous efforts for putting it together with no
guarantees of success”

Robert Hurd, National Democratic institute for Inte rnational Affairs

“It is overly complex and bureaucratic. It also does not allow for cost recovery
since it often requires up to 40% be provided by the applying charity. Both the
bureaucracy and the lack of more realistic cost recovery principles make it
impossible for some of the most grass-roots and community based charities
that can really produce the impact the EU wants to see in under-privileged
communities. A passport system needs to be set up so that once a charity is
vetted, it does not have to go through the same process again and again in
future/subsequent applications.”

The author does not wish to be disclosed

“For Southern NGOs the EC funding lines are often crucial potential pots of
money. However, particularly the smaller CSOs face difficulty in applying due

"PADOR is an on-line registration service of the Ebimmission for organisations working for the
development of developing countries.
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to the cumbersome application procedures. Smaller CSOs also lack the
resources and understanding of the complicated EC rules and regulations, in
some cases even leading to them losing scarce money.”

The author does not wish to be disclosed

“Institutional capacity building funds and support would be most welcomed by
ECD

- Length of the selection procedure: most of the time it takes more than a year
between application process and award, and it would be good at last to speed
up this process.

- Much has been done in terms of support through technical assistance and
capacity building of targeted organizations, but additional efforts are required,
as most of organizations simply don’t understand the procedures, and as such
can't apply for EC for funds

- There is a need for additional networking between existing and new projects,
as in the field organizations have the impression that there is not much
cooperation between different organizations implementing EC financed
projects, even if they are similar or implemented at the same area.”

Goran Bubalo, The NGO Council for Bosnia and Herzeg  ovina

“Application procedures are unnecessarily complex. Submit on line (form may
not be compatible) but accompany with two hardcopies, a summary in French
and English, signed partnership declarations and special extract from
accounts for certain finance levels all by precise date... Decision making is
slow with decisions frequently taking 6 months and subject to delays which
can mean projects have to be redrawn or withdrawn, with decisions on
significant changes also taking a long time”

Tamara Flanagan, Community Service Volunteers

C) Lawyer’s view

The Commission needs to focus on what documentation/information is
actually needed in order for it to be in a position to properly assess the
application. If such a consideration is not undertaken there is a risk that the
application process will fall foul of the principles of transparency and equality.
(Article 109 FR).

3. Co-financing and contribution in kind

A) Recommendations:

Withdrawing the co-financing requirement completely , or
lessening the percentage required.

16



Provide guidance on the availability of the potenti al co-funders.

An option of 100% funding where the project can dem  onstrate its
value — drop the requirement that it is always matc ~ hed funding.
Encourage EU to consider appropriateness of co-fina ncing on a
project by project basis, and not as a universal re quirement.

B) Cases:

“The Technical Assistance fund enable Third Sector Networks to perform
three essential functions:
Representation on monitoring committees and strategic input in the
design implementation and monitoring of the funds
Information dissemination to the Third Sector
Technical support to optimise the participation of the Third Sector in the
delivery of funds
[..]
The fund is now in serious danger of going underused because of the
apparent lack of cash match (50% intervention rate) as it sits outside the rest
of the programme which is co-financed by Government Departments,
guangos and local authorities. This is a huge challenge in particular in the
English Regions which have struggled and continue to struggle to find the
necessary cash to draw down Technical Assistance Funds.

Why is this challenge now? In the previous programmes, before the
introduction of co-financing, third sector networks still needed to source match
funding but this was done through a mechanism of ‘pooling’ regional
resources. The European Commission however has advised that for the
current programme such arrangements are not acceptable and this is has
rendered the TA financing of regional networks very problematic, despite the
explicit endorsement of such activity in the ESF Regional Frameworks and the
Operational Programme. We call for 100% intervention rate in relation to
Technical Assistance funds for third sector networks in Member States.”

Sandra Turner, Third Sector European Network

“Finding co-financing is often difficult, especially when the requirement is
25%, rather than 10%. This makes it especially hard to run advocacy projects,
which struggle to find co-funders, and many do not go ahead even though the
EC does commit to funding them, because the co-funding cannot be found. If
the EC likes a project, it should provide 100% support to ensure that it goes
ahead; ‘just fund it'. Also it was requested that in-kind contributions should be
eligible as co-financing”

British Overseas NGOs for Development, EC Funding R  eform
Consultation

“By requiring co-financing on each and every grant, the EU expects that the
implementing organization will provide significant cash or labour contribution
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to the project. Given that in-kind contributions are often not considered as
eligible expenses, the EU is unduly restricting participation in its programs to
organizations that possess significant financial resources, which often
precludes the involvement of community-based groups, not-for-profit
organizations, and other need-based entities. Also, many non-profit
organizations do not receive “core” funding or support from their governments
and rely solely on grant funding to implement programs.

We encourage the EU to consider the appropriateness of a co-financing
requirement on a project by project basis, and not to include it as a universal
requirement on each and every program. While certain programs might
naturally lend themselves to a co-financing provision, others, particular for
programs in post-conflict countries or in countries with dire development
concerns, may not. We believe that flexibility on this issue would greatly
expand the range of organizations that would apply for future EU funding and
offer the EU a broader range of expertise to address local developmental
concerns.”

Robert Hurd, National Democratic Institute for Inte rnational Affairs

“Requirement of 15% co-funding is very high and unrealistic considering the
fact that: a) NGOs, at least in Albania do not have an organization surplus,
because of their weak organization capacity, limited donor funding and
unclear legal financial regulations; b) matching another donor funding with EC
is extremely difficult because of very bureaucratic procedures and
uncertain disbursement cycles of this last one; c) there is no tradition and/or
experience here for the NGOs to get bank loans.

[-]

Most applications require the co-funding to be in cash. This undermines the
nature of non-for-profit sector and the importance of volunteer work in an
organization, including ours. We have volunteers and interns whose work we
can not factor in the budget. Our organization also owns the office, which for
us is a tremendous investment in the sustainability of the organization, but
that does not get appreciated in the evaluation and does not count as a
contribution.”

Juliana Hoxha, Partners Albania

C) Lawyer’s view

It is clear from the examples given by Third Sector European Network,
National Democratic Institute for International Affairs and Partners Albania
that the co financing requirement can operate in a manner which is prohibitive
and counter productive. This is because the less well resourced
organisations are vulnerable in this respect and often fall foul of a requirement
that is difficult and at times impossible to comply with. To my mind the co
financing requirement as it stands does not fit in with the guiding principles for
grants set out in Article 109 of the Financial Regulation (FR), in that the co
financing requirement can result in smaller less well resourced organisations

18



being subject to indirect discrimination, in that the Commission is imposing a
requirement that smaller organisations will find it difficult to comply with
compared to larger and well established organisations. The Commission
needs to bear in mind that there are other ways of limiting financial risk, many
of which are already set out in the Financial Regulation.

4. Non-Profit Constraint

A) Recommendation:

Scrap the non profit constraint in core cost grants to allow
organisations to build reserves and assure long ter m financial
sustainability and investments.

B) Case:

“The requirement to have a precisely balanced budget at the end of each
year, because it is artificial and it would be better and more realistic to allow
some smaller variations in the balance, for example +/-3%. NGOs can never
be allowed to build up a surplus and improve their solvency because the
Commission cuts their budget if they are as much as 1 Euro in surplus at the
end of the year. Similarly, if they have a deficit the budget is cut. Thus
organisations cannot build up their assets.”

Elizabeth Bisland , European Policy Centre

The non-profit constraint is counter-productive. With core costs being so
central to an organisations operations, especially for small and new
organisations who have not yet developed a strong administrative base, the
strict limits on building up any reserves are very prohibitive to an
organisations long term sustainability. A more appropriate system would
enable (and should encourage) the build up reserves within the boundaries of
good practice, i.e. 3-6 months’ running costs, enabling grantee organisations
to have a more sustainable future and securing the donors’ investment.

Ben Rattenbury, Euclid Network

C) Lawyer’s view

My view is that | agree that small variations in balance should be allowed by
the Commission. To my mind the problem with this requirement (like many
others included within the current financial regulation), is that it imposes an
unduly harsh burden on smaller organisations that are, because of resource
issues less able to cope with budget cuts than more established properly
resourced organisations. This clearly results in indirect discrimination, which
is contrary to Article 108 of the Financial Regulation. Building in a small
degree of flexibility into this requirement would work better as it would ensure
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that the Commission actually supports less well established organisations in
improving their long term solvency prospects.

9. Language

A) Recommendation:
Simplification, transparency and consistency

B) Cases:

“Guidelines for EU funds are convoluted and overly long. They tend to involve
cross referencing several long documents and are not written in clear English.
Reporting requirements are overly complicated, and again guidance on how
to do it is overly long and complicated.”

Nick McAllister, Association of Chief Executives of Voluntary
Organisations

“I would like to see consistency of interpretation of the financial regulation
across programmes and across countries. | have had experiences where the
rules have been interpreted differently by national agencies such as being
able to hold partners meeting in a central location such as Brussels when
there is no Belgium partner. One programme says yes the other says no.
Other experiences on the youth programme where the Icelandic agency lets
travelling day be include as a day in a project and the UK agency does not
and so the differences go on which makes it confusing for those running
programmes.”

Anita Prosser , British Trust for Conservation Volunteers

“The sheer complexity and duplication in their language, websites, processes,
intentions, monitoring and inspections.”

Jazra Nelly, Association des Femmes de I'Europe Mér idionnale and
Forum permanent de la société civile

C) Lawyer’s View:
Article 109 (1) FR provides that:

Grants shall be subject to the principles of transp arency and equal
treatment.

The whole process of applying for grants and the award of grants should be
subject to the principle of transparency in accordance with Article 109 of the
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FR. If applicants find the language used in the application process to be
difficult, this to my mind would cast doubt on the transparency of the
application and award process. The point being, if applicants cannot
understand the rules or how they apply because of opaque language — then
the application process in my view cannot be considered as being
transparent.

6. Indirect costs

A) Recommendations:

Recognition that there needs to be limitations on t he charging
of indirect costs- consider raising the level of in direct cost
recovery to higher level — 15% such as that utilize d by the
Gates Foundation, or to accept the rates already ne  gotiated
with their domestic governments — for instance Full cost
Recovery as adopted by British government

B) Cases:

“The 7% cap on indirect expenses for implementing an EU grant does not
allow, in the majority of cases, for NPOs to recover full overhead costs on the
project. As a result, it negatively affects the financial sustainability of NPOs;
prompts them towards less transparent practices of allocating overheads;
and prevents NPOs with smaller operational budgets to apply for EU grants.
We recommend that the EC should allow for higher indirect cost ratios on a
broader basis than the current practice.

The 7% cap on the indirect (or administrative) expenses for implementing an
EU project is lower than the actual overhead ratio for many NPOs, especially
those which are smaller and medium-sized. Since there is no way to
compensate for these costs (they cannot be charged to the project) it results
in an inevitable deficit for the project that the NPO undertakes. In our opinion,
it is extremely counter-productive to have a financing scheme with a built-in
loss for NPOs. For instance, the administrative expenses of the European
Center for Not-for-Profit Law (ECNL) in 2007-2008 equalled on the average
20% of the operating budget. During this time, ECNL implemented an
EU project financed by EIDHR, and since it could only allocate 7% of the
project related administrative costs to the project, it had suffered 13 cents loss
on every one euro spent on (or 13% of the total cost of) the project. As a
result, our board decided that the organization should not apply for EIDHR
funding despite the fact that it could greatly contribute to the objectives of the
EIDHR in several regions.

In our view, an overhead rate anywhere between 10 - 30% can be considered
as normal, depending on the situation; in fact, a professional NPO needs
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proper systems for accountability and monitoring of its projects, which in
themselves contribute to the administrative expenses and come at a cost. We
know of several other NPOs which have had the same problem; some of them
overcame the problem through a less transparent allocation of its overhead
costs, which runs counter to the EC's efforts to increase transparency and
accountability. Arule that produces a loss for NPOs undermines the
organisations' financial sustainability and/or integrity, and does not contribute
to the well-being of the NPO sector as a whole.

The Implementing Rules of the Financial Regulation already contain a
provision that allows exceeding the 7% ceiling "by a reasoned decision of the
Commission” [Art. 181.(3)]. However, this provision lacks any
further instructions or guidance as to how it should be carried out and is
hardly implemented in practice; in fact, the large majority of projects under the
current instruments limit administrative expenses chargeable to the project to
7%. We recommend that a) the generally applicable indirect cost ratio be set
higher; and b) that the Implementing Rules elaborate on the procedures to
determine when and how a different ratio can be applied.”

Nilda Bullain, European Center for Not-for-Profit L~ aw.

C) Lawyer’s view

Increasing the amount of compensation in respect of administrative costs
would be in line with the principle of equality set out in Article 109 of the FR.
This requirement has the potential to cause difficulty to smaller organisations
in comparisons to those that have more financial resources at their disposal.
Given that a higher level of 15% is already in operation (Gates Foundation),
the Commission now has to justify its 7% ceiling and explain how this fits in
with the equal treatment provisions set out in the FR.

7. Bank Guarantees

A) Recommendations

A revision not only of its function, but also as a concept. It may
be logically appropriate if initial disbursement is equal to 100%
of a grant but not if the commission is withholding 20%.

Explore alternatives to protecting EU financial int erests such
as references in managing similar programmes of siz e and
scope; a prequalification process to asses project
management and accounting systems of prospective
applicants.

B) Cases:
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Bank guarantee or insurance company charges (requested by majority of EC
rules for the grantee being eligible to receive the advanced payment) should
NOT be requested, and if so remains in certain cases, they should be
applicable for EC compensation. 2d. In Lithuania the issue of such bank
guarantee costs about 1000 Euro. It may be issued only if the NGOs has
“spare” money that can be frozen by the bank administration for the period
requested by the EC funding agency or if the NGO can bond its property or
capital. Both cases are completely impossible for NGOs that do not earn
additional income.

It should also be noted that according to Lithuanian legislation, NGOs do not
have any exemption rules from the taxes and received income if any is
undergoing ordinary taxation. NGOs being public non-profit organizations
cannot redistribute or use the profit for other purposes and must be
transparent and accountable to the founders and society. Thus if someone
would be planning to establish an organization for receiving income, NGO
format would be the least option. This is why Lithuanian NGOs do focus their
activities on projects.

Neda Leonaviciute, Sustainable Development Initiati  ves

“For any project that contains a yearly budget of over 1 million, the EU
requires the implementing partner to obtain a bank guarantee for that
particular year to safeguard the EU’s financial interests. Under the terms of a
bank guarantee, the implementing partner would be required to deposit an
amount of money equal to the budget for that particular year in a separate
bank account, which the bank would hold as a guarantee of performance.
Similar to the co-financing requirement, this provision limits participation in
EU-funded programs to organizations with significant cash reserves that have
the financial resources to put forth such as guarantee.

Rather include such prohibitive requirements, we would encourage the EU to
consider alternatives to protecting their financial investment in the project,
perhaps by checking applicant references in managing programs of similar
size and scope for other international donors, or by performing some sort of
prequalification process that would the EU to assess the project management
and accounting systems of perspective applicants in order to reduce the
possibility of project mismanagement or fraud.”

Robert Hurd, National Democratic Institute for Inte rnational Affairs

“Our Bank made it clear that in their mind at least there is no such thing as an
open (or potentially unlimited) duration for a guarantee. Revise the bank
guarantee not only in its functioning but also as a concept. For example, a
bank guarantee might logically be appropriate when the initial disbursement is
equal to 100% of a grant, but not if the Commission is withholding 20%
anyway. It would be useful to have data on the number of times guarantees
have been actually called upon by the Commission in recent years”
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Mark Lister, personal view (One World Action truste e & Grove House
Hospice CE)

The current structure is very strict. The requirement for organisations,
especially small ones, to secure indefinite bank guarantee is impossible to
meet in most cases, especially in an economic climate where financial
institutions are being increasingly cautious. There obviously does need to be
safeguards in place that attest to an organisation’s financial suitability for
receiving funds, but an alternative model based on that currently used by the
UN could be considered. Under this system suitability is based on the
“‘comfort letter”, a document signed by an accountant declaring that an
organisation has appropriate financial systems in place to receive a grant.

Ben Rattenbury, Euclid Network

C) Lawyer’s view

| agree — this requirement can be prohibitive and counter productive — in that
some organisations (especially small organisations — those most in need) may
experience difficulty in raising the bank draft. Further, | agree that there are
alternative ways of limiting the financial risks connected with prepayment. Not
least the fact that there are already good mechanisms in place for auditing,
checking the financial paper trail etc even before the application is accepted. |
am of the view that the bank guarantee requirement could result in smaller
less well resourced organisations, being subject to indirect discrimination, for
the same reasons as set out above in respect of co financing. This means
that potentially the bank guarantee requirement is not in line with Article 109
of the FR.

8. Auditing / Project Audits

A) Recommendations

Auditing systems that do not duplicate and assess t he quality
and impact of work as well as the financial papert rail.

Suggest the EU develops audit guidelines that take into
consideration an organisation’s institutional audit
requirements as well as the risk level of the organ  isations.

B) Cases:

“Draconian audit regimes are difficult for NGOs and retrospective decisions
and provisions, e.g. lowering the acceptable error rate for EU funded projects
run during Agenda 2000 has played hard in the UK in recent years.”
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Tamara Flanagan, Community Service Volunteers

“Auditing systems that do not duplicate and assess the quality and impact of
work as well as the financial paper trail.”

Jazra Nelly, Association des Femmes de I'Europe Mér idionnale and
Forum permanent de la société civile

C) Lawyer’s view:

Recomm. 1: This seems to make sense as auditing should be restricted to the
financial paper trail as there are already separate mechanisms built into the
regulation to ensure that these checks are carried out properly. The selection
criteria enable the Commission to assess the applicant’'s financial and
operational capacity to complete the proposed action/work programme. See
Articles 115 of the FR and Articles 176 and 178 of the IR.

Recomm. 2: This makes sense as it would help reduce the risk of fraud if the
organisation’s internal audit requirements are assessed.

9. Exchange Rate

A) Recommendations
Between partnerships, where one is expressed in a ¢ urrency

other than Euro, exchange rates should be fixed at the date the
partnership was agreed.

B) Cases

“There are problems with exchange rates, as the InfoEurope rate not
always accurate.”

British Overseas NGOs for Development, EC fundingg  roup meeting

“‘EURO exchange rate: EU grants asks to use European Bank exchange
rates, while national banks apply own exchange rates, which has to be used
to fulfil national bookkeeping requirements However, this leads to financial
losses due to currency exchange operations, but the losses may not be
attributed to the project as costs.”

Heidrun Fammler, Baltic Environmental Forum Group
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“When there is a partnership agreement and the partner's contribution is
expressed in a currency other than the Euro, the rate of exchange applicable
to that contribution should conventionally and for the duration of the project be
the one applicable at the date the partnership agreement was formed and not
the one current when the expenses were actually borne. Recent massive
fluctuations in rates of exchange have highlighted this.”

Guido Orlandini, Intercultural Communication and Le adership School

“All NGOs compile their financial reports according to the unique exchange
rate given by the DEC at the beginning of each month. It happens that the
exchange rate given is not real, i.e. there are exceptions to the official
exchange rate and to the exchange rate according to with others prepare our
reports. To be more specific, we are allocated resources in foreign currency
which we exchanged into dinars according to the exchange rate of the
national Bank of Serbia, which was 87.00 dinars that day. However, the
exchange rate set by the DEC for that month was 93.1625 dinars. This
caused great differences between amounts, which significantly influenced on
the real available resources.”

Dubravka Velat, Federation of Serbian NGOs

C) Lawyer’s view

| agree with the proposals as set out. It seems incongruous for the
Commission to allow exchange rate fluctuations to result in losses to
beneficiaries. Article 109 (2) of the FR states that:

Grants may not have the effect of producing a profit for the beneficiary.

To my mind it must logically follow that grants should not have the effect of
reducing profit for the beneficiary. Moreover, the current position as regards
exchange rates is contrary to the aims and objectives set out at Article 108(1)
FR. A grant will not fully meet the aim of helping an organisation achieve an
objective forming part of a European Union Policy or pursing general
European interest, if the rules on exchange rates reduce the amount of grant
awarded to an organisation.

10. Transparency

A) Recommendations:

Draw and build on Transparency International
recommendations to arrive at a common charter for a Il
regional bodies like the EU — the EU could provide a leadership
role for others too in this way.
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Build on the model of Extractive Industries Transpa rency
Initiative to develop charter as well.
B) Cases:
“Transparency: is a one way road for the EU: Organizations who have signed
contracts can be stripped down to the bare minimum, but the EU will safe

guard EU officials and staff. Even OLAF is questionable.”

Rosa Vercoe, Consumers International

C) Lawyer’s View

Transparency is a guiding principle in respect of grants, as set out in Article
109 of the FR. It is worth noting that no definition of transparency is given in
the FR. The Commission needs to build on the transparency provisions set
out in the FR by giving clarity of definition to this guiding principle..
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Appendix 1- Other financial procedures

Proposal: A definitive point for publishing and re viewing all grants.

| don’t think there is any problem with this proposal given that it fits in with the
guiding principles of transparency as set out in the FR, and also the
Commission’s duty to make available information on the beneficiaries of
funds. See Atrticle 30(3) FR.

Payments in advance not in arrears.

You need to give express examples of how a new payments system would be
administered so as to reduce risks of fraud and ensure that proper auditing is
possible. In addition you need to set out what difficulties the arrears system
causes for beneficiaries. See the principles of sound financial management
set out at chapter 7 of the FR.

Bankruptcy of a partner should not entail the reduc tion of an agreed
grant.

[My only view is that if co financing is ditched it is likely that this requirement
will go as well. My comments do not need to be included in the final dratft.
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Appendix 2

- Contributors

Name Organisation Country / Website
Region based
Sandra Turner| Third Sector European| Europe http://www.tsen.org.uk
network
Elizabeth European Policy Centre| Europe http://www.epc.eu
Bisland
Ben Euclid Network, Europe | Europe http://www.euclidnetwork.eu
Rattenbury
Pierre Garrone| Secretariat of the Venic&urope http://www.venice.coe.int/site
Commission main/Presentation_E.asp
Robert Hurd National Democratic USA http://www.ndi.org
Institute for International
Affairs
Rosa Vercoe Consumers International  Internationdittp://www.consumersinternalt
onal.org
Tamara Community Service UK http://www.csv.org.uk
Flanagan Volunteers
- British Overseas NGOs | UK http://www.bond.org.uk
for Development
Nilda Bullain European Centre for Not-Hungary http://www.ecnl.org.hu
for-Profit Law
Partners Albania Albania http://www.partnersalbania.or
Goran Centre for Development| Montenegro | http://www.crnvo.cg.yu
Djurovic of Non-Governmental
Organisations
Stefanie Schiffer | European Exchange Germany | http://www.european-
exchange.org
Anita Prosser | British Trust for UK http://www.btcv.org
Conservation Volunteers
Heidrun Baltic Environmental Baltic Region | http://www.befgroup.net
Fammler Forum Group
Goran Bubalo | The NGO Council for Bosnia- www.bihngocouncil.ba

Bosnia-Herzegovina

Herzegovina

Nick
McAllister

Association of Chief
Executives of Voluntary
Organisations

UK

http://www.acevo.org.uk

Bernard Clarke

Manchester Institute of
Sport and Physical
Activity

UK

http://www.leadchange.co.uk

Jazra Nelly

Association des Femme

de I'Europe Méridionnale

and Forum Permanent d

pg-rance

D

e

http://afem.itane.com
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la Société Civile

Simon Institute for Electronic | Slovenia. http://www.inepa.eu
Delakorda Participation
Guido Intercultural Italy http://www.intercivilization.net
Orlandini Communication and
Leadership School.
Not supplied Sahara Communities | UK http://www.sacoma.org.uk
Abroad
Not supplied Grenfell Housing UK http://www.grenfell-
Association housing.co.uk
Florence Orban National Skills Academy| UK http://www.sportactivensa.co.
for Sport and Active k
Leisure
Jennifer Aird The Domini Corporation CommonweaN/A
th of
Dominica
Paolo Ferraresi Paolo Ferraresi Italy N/A
Consulting
Oluwatuyi Centre for Rights and | Africa N/A
Gbenga Policy Development
Dubravka Federation of Serbian | Serbia N/A
Velat NGOs
Neda Sustainable DevelopmentLithuania N/A
Leonaviciute | Initiatives
Anonymous 1 | Not supplied Not supplied  Not supplied
Anonymous 2 | Not supplied Not supplied  Not supplied
Anonymous 3 | Not supplied Not supplied  Not supplied
Anonymous 4 | Not supplied Not supplied  Not supplied
Anonymous 5 | Not supplied Not supplied  Not supplied
Anonymous 6 | Not supplied Not supplied  Not supplied
Anonymous 7 | Not supplied Not supplied  Not supplied
Anonymous 8 | Not supplied Not supplied  Not supplied
Anonymous 9 | Not supplied Not supplied| Not supplied
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