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R&SD Executive Group Item 6.1
COSLA final response EU Cohesion Policy
Purpose

1. To advise members of the Executive Group about the latest developments regarding future EU Structural Funds negotiations and to seek written endorsement of the draft COSLA response before the 31 January deadline.

Recommendations

2. Members of the Executive Group are invited to:

i. Note the recent developments and next steps regarding the discussion on the future EU Structural Funds, 
ii. Discuss and agree a number of key lobbying messages to guide COSLA work in the months to come and the submission to the last EU consultation before draft legislation is tabled.

Background

3. For reference, the EU Cohesion Policy, which with €347bn amounts to 37% of the EU Budget for 2007-2013, is up for review.  In Scotland, the Highlands and Islands will receive £117million while the rest of Scotland (the ‘Lowlands and Uplands’ area) will receive £434 million of EU Structural Funds. Similar amounts will be received for Rural Development. Other policies such as CAP farm payments or research and energy projects also support individual bodies and undertakings across the country.

4. After three years of discussions the European Commission finally tabled the 5th Cohesion Report on 9 November in which it outlines its proposals for future EU funds post 2013. 

5. As Members have already been given advance intelligence on the Commission proposals we would recall that the Commission is proposing the continuation of an ambitious EU Cohesion policy for all regions (including a new transition Objective for those areas which now longer qualify for “Convergence” priority funding).  However the EU Structural Funds need to change significantly, starting with refocusing towards the new Europe2020 Strategy for smart, sustainable and inclusive growth that has been agreed by Member State leaders in June 2010. 

6. However this is not easy as some of the Europe2020 are difficult to deliver in a defined geographical fashion. Similarly a too excessive focus on these 2020 objectives, which will be agreed between the EU and the Member States would reduce flexibility to deliver programmes in each region.

7. The reform of the policy also requires a more outcome-based policy, more extensive use of loan instruments rather than grants.  The EU Structural Funds (the Regional and Social Funds) will be integrated with the Rural Development Fund and the Fisheries Fund in a Common Strategic Framework. This should improve consistency and avoid overlaps that currently exist among these EU funds. The new concept of “smart specialisation” aims at doing more with less.
8. For Scottish Councils, the proposals have certain elements of great potential, most notably the new focus on Local Development approaches (in which COSLA has been influencing at EU level) which should facilitate a more localised managed of the EU funds. However this concept needs still to be fine tuned, particularly as regards to its relationships with  the also new Urban agenda and the new focus of “functional areas” (groups of councils, agglomeration of Local Authorities, councils along river basins, etc.). At this stage these different agendas are being developed separately which will create problems in the future.

9.  In that regard the several CPP models that exist in Scotland, the Business Gateways, the Local Area Groups in rural areas, groups of councils forming a “functional area” etc could be now used more thoroughly to deliver these funds in Scotland. We could legitimacy have an aspiration that future EU regional funds reaching Scotland post 2013 be primarily addressed to local challenges.   Finally some of the Scottish practice such as the Single Outcome Agreements could also be translated to better and more flexibly deliver EU funds in the future.

Lobbying activities

10. Following the launch of the 5th Cohesion Report the European Commission has launched a consultation ending on 31 January (to which a draft response is tabled below) in the major Cohesion Forum, a summit of national ministers in charge of the Structural Funds. COSLA Vice President Cllr McChord is part of the UK official delegation. 

11. Over the last few months Regional Policy Commissioner Johannes Hahn has undertaken a number of meetings and conferences, including a public debate with CoR members where Cllr Garvie spoke on behalf of Scottish Councils. He is also the shadow liberal Rapporteur (draftsperson) on the CoR Opinion on the 5th Cohesion Report.

12. Back in Scotland, the many of the councillors who are members of the Scottish Locally Elected European Representatives where able to brave the snow conditions on 9 December to coordinate lobbying activities both in Scotland/UK and in their engagements in the EU-wide networks and bodies in which they are member of (CEMR, CPM, Eurocities, etc). 

13. At officer level, in addition to participating at a meeting with Commissioner Hahn, COSLA as coordinator of the CEMR task force on Cohesion has drafted the response from this EU-wide organisation. On the same capacity we were invite as keynote speaker at a European Parliamentary Hearing on Simplification on EU funds. Thanks to the active input of Councils and Consortia we have also helped in the drafting of a Parliament report on this subject. 

14. Looking ahead, officers have meetings with the Scottish Government aiming at launching negotiations of the future shape of the Scottish programmes. Discussions will continue this side of the election and later, gaining speed when the draft EU Legislation is tabled in July 2011. We are also meeting UK and EU officials in a workshop organised with our counterparts across the UK.  Finally COSLA and the Improvement Service have been selected as advisors to the Reference Framework of Sustainable Cities, which may lead to SOA arrangements being developed across the EU.

Political context

15. As the Commission proposal is not as radical as feared and proposes continued funding for areas such as Scotland the crucial discussion is actually the amounts that will be available within the EU Budget review that is going on in parallel.  

16. The first salvo on these negotiations  was launched when the UK Government sent a joint letter with five other Member States (including Germany and France)  calling for a reduction of the EU budget post 2013. This is somewhat a re-enactment of a similar move five years ago. However rather than a drastic cut, what is being proposed is that the EU budget be reduced from €120bn a year to about €100bn, which is a manageable reduction. The UK Treasury confirmed this on 18 January to the Lords EU Committee , while calling for a significant reduction of CAP (except Rural Development) and Cohesion, it agreed that areas of deprivation in the UK should continue receiving some funding .

Draft COSLA response

17. Members are invited to agree by written procedure before 31 January the attached COSLA response on the future of EU Cohesion Policy. 

18. This response has been discussed in detail in several rounds with Scottish Councils and Consortia and, particularly the first key messages (in roman numerals) express the baseline points of agreement across the country.  In addition to send this as its final submission to the European Commission, in the coming months COSLA will use this as its negotiating stance with the current and future Scottish administration.

Serafin Pazos-Vidal







Head of COSLA Brussels Office

serafin@cosla.gov.uk
January 2011


   COSLA Response 

5th Cohesion Report 

Purpose

The Convention of Scottish Local Authorities (COSLA) is the representative voice of all Scottish Local Authorities both nationally and internationally and it has long being advocating strong, consistent EU-funded and EU-wide Territorial Cohesion policies in which local communities are given the means to prosper and where the partnership principle, whereby Local Authorities are fully involved in the design and implementation of the programmes, is fully applied.

The messages below reflect pre-existing COSLA positions following the tabling of the Budget Review and which have been politically agreed. In addition specific points in relation to the  5th Cohesion report its content has been subject of officer level discussion with representatives of the regional consortia of Scottish Councils as to ensure a balanced representation of priorities from across the country.  We are working with the Scottish Government, our CoR members, MEPs and the Council of European Municipalities and Regions (CEMR) to make Cohesion work for local communities.
Key Messages:

 

Europe 2020 and Cohesion

I. The EU2020 Strategy and the Budget Review demarcate in great deal the scope of action for EU Cohesion Policy post 2013. However we believe that the Lisbon Treaty obligations towards Territorial Cohesion, which are permanent, cannot be legally undermined by this strategy which is of a political nature and time-limited. 

II. Regional policy needs to fully reflect the territorial cohesion principle as set out in the Lisbon Treaty Objectives (Article 3 TEU and article 174TFEU) 

III. We equally call on the retention of Convergence, Competitiveness Objective and support transition arrangements such as for the Highlands and Islands NUTSII. We believe that future support for those regions should come from the Convergence objective which should allow for greater flexibility in what the funded in achieving EU2020.

IV.  Cohesion challenges also exist in many areas within large NUTS level 2 regions and the new phase of cohesion policy needs to empower national regional and local authorities to tackle these intra regional disparities. Similarly the South of Scotland is a case in point where NUTS II classification does not reflect the area specific problems and shared working arrangements. 

V. While endorsing the overall thrust of the Europe 2020 strategy, COSLA points out that Cohesion Policy cannot in itself deliver all of the EU 2020 objectives as some of them are high level ones which are by definition difficult to measure or define in a territorial basis.

VI. COSLA is also against the new macro-economic conditionalities to be attached to EU2020, the new EU Budget and the Cohesion Programmes as they will unfairly penalise Local Authorities for issues that are not of their responsibility.

VII. Similarly, COSLA also perceives a clear intention to use the Europe 2020 Strategy to establish a very top down approach when it comes to implementing the future EU funding programmes.  

VIII. Such an approach would actually be contrary to the principle of Territorial Cohesion, which is a permanent constitutional objective of the EU, in contrast to the Europe EU2020 strategy which is a time-defined policy strategy.   

IX. Introducing the Europe 2020 Strategy into Cohesion or Rural Development will also pose challenges in terms of our current spending priorities. COSLA agrees with the UK Government and other Member States that any future EU27 Cohesion funding should clearly demonstrate European Added Value and concentrate in the areas most in need.  

X. In so doing we believe that there are many local areas at sub regional level where domestic funding is not available or is insufficient, and where there are either local pockets with multiple-deprivation or structural handicaps (also in rural areas) that act as a drag on economic performance. Crucially, EU Territorial Cohesion policy can help deliver the EU2020 throughout the territory of the EU and not just in existing “growth poles”

XI. Nevertheless the Scottish Local Authorities believe that, far from providing a reason to centralise EU spend, Local Authorities should be given further responsibility to implement a territorialised Europe 2020 Strategy.  The emphasis here should be on what supported activities will achieve (in terms of job creation and business growth etc.) rather than on the detailed nature of the inputs (e.g. whether the expenditure is capital or revenue in nature).

XII. We fear that that the National Reform Programme
 currently being prepared by Member States will frame the EU2020 objectives in such a way that it would be very difficult for subsequent dossiers, notably the new National Investment Contracts and the Operational Programmes, to depart from it when trying to advance the a sub regional local agenda particularly in relation to the Cohesion Policy. 

XIII. COSLA calls on the National Reform Programme and the Contracts to be jointly developed with Local government.   This is very important as, in contrast to the Lisbon agenda, the NRP that will develop the Europe2020 strategy in each Member State will have a much more binding nature.  We certainly advocate a solid strategic dialogue in the next stages and crucially in the Scottish chapter of the UK Development and Investment Partnership contract. 

XIV. There is an ongoing debate about changing the length of the funding programmes to replace the current 7 years. Wee feel that it is a discussion that is currently not grounded on practical evidence but on political principle; we advocate that the length of the funding period be defined based only on a realistic judgement on how fast and efficient EU funds can be effectively deployed on the ground, particularly having into account the transitional costs and delays that follow the launch of each programming round. 

Local Development should become a cornerstone of Cohesion Policy: 

XV. We strongly welcome the 5th Cohesion Report clear recognition for Local Development  Partnerships to directly manage allocated EU funds.

XVI.  We strongly believe that the existing Scottish Community Planning Partnerships model not only should be continued and its use generalised for the Scottish Programmes but it should be promoted at EU level as a tried and tested template to implement the new Local Development approach proposed by the 5th Cohesion Report.  

XVII.  Local Development should be a horizontal and holistic policy intervention precisely to ensure consistency across the given country or region. 

XVIII. The urban agenda, in particular, cannot be seen in isolation of other dimensions within the wider Local Development approach that the Commission is also proposing, alongside as urban-rural links, smaller / market towns or problems in regions with a high concentration of socially marginalised communities as identified in the 5CR.   In this context it also needs to be recognised the potential of rural areas in assisting the sustainable development of city regions as well as in its own right 
XIX. The increased focus on exclusively urban areas (even metropolitan) that is proposed by the 5CR should come with a health warning in applying it to Scotland.   Defining an urban area in the context of Scotland is not straight forward and ought to be defined in flexibly by Managing Authorities in consultation with Local Government. 

XX. At the same time and in line with the Commission proposals on functional geographies, groups of individual LAs/CPPs would need to be allowed to decide to team up as to deliver EU2020 objectives by pooling together complementary resources. Local Development partnerships should be allowed to deliver a variety of related EU funds locally (ERDF, ESF, LEADER, EFF in rural areas or ERDF, ESF, FP8 etc in urban areas). This would ensure local alignment of all these EU interventions (as well as the national ones) in the local area. This would be ideal scenario to achieve local delivery of Europe 2020. 

Scottish issues

XXI. Scotland currently receives €220m per year from the EU cohesion funds delivered territorially (i.e. Regional, Social, Rural, Fisheries). While it is expected  that post 2013 EU allocations will be less generous, given the difficult state of public finances EU funds will continue being a very valuable source of investment in activity which will compliment economic recovery and development activities, particularly at local level. 

XXII. Currently only 33% of EU funds in Scotland have some local development dimension.  We strongly advocate generalising Local Development as the main driver of the future Programmes. Therefore, in the context of the current discussions on medium term finances for Local Authorities we are keen that the issue of future EU funds for Scotland be integrated into these discussions, particularly as to influence the UK NRP
.

XXIII. COSLA welcomes the recognition that Cohesion should be a policy for all regions and the creation of a new transition Objective. Both are expressions of Territorial Cohesion as a permanent EU objective. Indeed we also welcome the increased signs of a more open stance on the policy within the UK Government. 

XXIV. We are concerned about the proposals on differentiated co-financing rates depending the regional affluence. This would have direct implications for countries like Scotland: if the Commission were to propose an increase in the match-funding requirements that public agencies, including local councils would need to put forward to access EU funds this could seriously put in jeopardy the possibility of accessing EU funds at all, due to the scarce domestic resources, public or private, at the moment and indeed for the foreseeable future.  

XXV. Aside from the fact that match-funding is already difficult to find in Scotland based on current grant rates, reducing the grant rate further would also make it difficult to prove genuine additionality. .Counter to this move, we would like to see greater use on the “non-profit principle” while using in-kind contributions such as existing staff-costs.  In addition, issues surrounding income generation and the “non-profit” principle should also be clarified.  Many projects become reliant on grant funding because any income they generate is automatically lost which is a perverse situation. 

A  Common Strategic Framework should harmonise the existing EU funds

XXVI.  We welcome the Commission’s this proposal of setting up a Common Strategic Framework (CSF). However it should not only bring together the EU Structural Funds, Rural Development and Fisheries funds but also some aspects of related funds (Transport, Energy, Environment, Innovation funds). This is seen by practitioners as of great importance as it will simplify and reduce red tape associated with managing these EU funds

XXVII. We that the ”decoupling” European Social Funds interventions from Cohesion policy is a regressive move – such a move would put at risk the benefits of integrated ERDF/ESF actions. Furthermore, it makes even more difficult to align the Rural Development Fund interventions with the Structural Funds. We strongly ask for the new Common Strategic Framework to harmonise the legal provisions governing each EU fund. The variety of practice across EU funds should be the exception to the norm rather than the rule as it is at the moment. This is a strong call from practitioners as the current artificial distinctions hamper the effectiveness of the EU funds.

XXVIII. The Commission proposals with regards to local development in the Rural Development Programme have been disappointingly conservative. The proposed Common Strategic Framework is an opportunity to align programme activity and strengthen local and regional development approaches. This will hopefully lead to more synergies and better demarcation of the funds in their implementation.
Improving concentration and performance 

XXIX. We see the logic for a strengthening performance culture both via an outcome based policy delivery and through a more focused set of priorities.

XXX. We note the merits of the “smart specialisation” concept
. We are keen to explore this in relations to our own “territorial capital” (i.e. local advantages). However we strongly warn against using this concept to award promising regions or local authorities leaving others not supported, particularly in the EU Objective 2 Regional Competitiveness. This would be against the overriding principle of EU Territorial Cohesion. 

XXXI. Single Outcome Agreements is a Scottish case of best practice to improve the performance of policy delivery via shared outcomes between the national and local government. We believe that this model could be used at EU level as this neatly reflects the delivery structures that the EU institutions are trying to formulate in order to prove the added value of EU funds while simplifying their implementation.

XXXII.  In Scotland, the existing SOAs should be adapted to deliver the objectives set in the future Scottish Operational Programmes therefore eliminating unnecessary checks and red tape with regards to the strategic eligibility of activity at local level. 

Detailed response to the 5th Cohesion Report Questionnaire:

Building on the above politically agreed principles, detailed response is provided to the Commission´s questionnaire.

Commission´s Questions: How could the Europe 2020 Strategy and cohesion policy be brought closer together at EU, national and sub-national levels? Should the scope of the development and investment partnership contract go beyond cohesion policy and, if so, what should it be? How could stronger thematic concentration on the Europe 2020 priorities be achieved?

Cohesion Policy contribution to EU2020  

1. The Budget Review, and its subsequent policy proposals, is the result of a very difficult balance. Rather than opting for a radical overhaul (and indeed in reflection of some strong lobby in which COSLA has participated), the Budget Review keeps the basic architecture and incrementally alters the proportions of budget headings. 

2. As a result  the big spending policies, which are incidentally those affecting Local Authorities the most, Cohesion and CAP, and  while they will be reduced,  they will nevertheless remain the largest component of the EU budget.  

3. With the agreement of the Europe 2020 Strategy in June 2010 we are now faced with establishing new and quantifiable objectives to replace the Lisbon Strategy goals as well as having a stronger focus on additionality and a regime of conditions and sanctions attached to the EU transfers to consider in future programming. 

4.  On other hand Cohesion Policy, can deliver, on a territorial basis, EU 2020 Objectives such as social inclusion, increase of the EU research output, energy efficiency. A crucial, and yet unresolved issue, is how the CSF, the Contracts and the Operational programmes are related and cross-referenced with the EU2020 flagship initiatives that are being developed in isolation to the Cohesion and Budget Review discussions.

5. In this context it is important to note that much of the EU 2020 agenda will be addressed by means other than budgets – for example legislative reform at both EU and national levels to improve competitiveness and the functioning of the EU Single Market. 

6. Member States and regions, in close consultation with local partners, should be given the flexibility to determine the balance between actions under the three main headings of the EU 2020 strategy (smarter, more sustainable and more inclusive). We believe that the absence of prior consideration of the local priorities at a national level would hamper the implementation of EU2020. This requires a solid strategic dialogue between the local and national authorities.

7. Conversely, we agree that at a time of stagnant or even decreasing EU resources, a prioritisation and a reduction of priorities needs to be undertaken. 

8. While recognising this, we are clearly opposed that this situation and the introduction of the EU2020 objectives via the CSF and the Development Contracts being used as an excuse to introduce narrow top-down measures , thus rendering the Operational Programmes mere implementing provisions. This is against subsidiarity, and moreover, would render many of the proposed measures unable to be effectively implemented on the ground. 

9. We strongly argue for the establishment a strategic dialogue with Local Government while the National Reform Programmes are still being discussed, as we otherwise fear that by the time the CSF and the Development Contracts are discussed the room of manoeuvre for local flexibility would be effectively undermined. Conversely and in the full application of the Partnership Principle the same involvement of the local and regional representatives need to be undertaken when scoping the CSF, Development Contracts and of course the Operational Programmes. 

10. Crucially the new European Commission-UK Investment and Development Contracts that will succeed the NSRF should be structure as to be composed of national chapters including a Scottish chapter where the Scottish priorities would be already highlighted through prior discussion with Local Government.

11. Contrary to some statements about making European Social Fund (ESF) and Europe2020 programme out-with the Structural Funds, it is important that the ESF is delivered in a regional policy context as opposed to national context. Indeed, where ERDF and ESF  can be used together to compliment a measure of activities there is often success.  Future programmes should be looking at how to strengthen their complementarity not their distinctiveness.  

12. A crucial concern is the 5CR proposal on differentiated co-financing rates. We believe that if this argument is open it could lead to unpredictable consequences that might ultimately render EU funds inaccessible in some regions, particularly in the Competitiveness Objective, as it is clear that domestic finances will not be able to support increased rates of national co-financing.

Commission’s Question: How can cohesion policy take better account of the key role of urban areas and of territories with particular geographical features in development processes and of the emergence of macro-regional strategies?

Local Development 

13. Local Development should be the defining feature in the next generation of EU Programmes (particularly on Structural Fund, Rural Development). The Scottish model should be leading example on this. We welcome that the 5CR has agreed that more responsibilities, accompanied with appropriate resources, should be allocated to local and regional authorities. This is particularly the case in programmes such as the Scottish ones with relatively small EU funds involved and where the case for concentration and additionality would be better served by local delivery. The 5CR outlines Local Development as part of a menu of options. We strongly believe that it should be horizontal, permeating the programmes.   

14. Local Development is a horizontal concept.  The Urban agenda is a relevant but it is in essence one of the components of Local Development  EU  support for the urban agenda, as well as the urban-rural links, functional areas or places with geographical features must be informed and support a holistic Local Development approach..

15. We therefore welcome the 5CR  new focus on Local Development approaches, together with a renewed urban agenda, support for urban-rural links, functional areas and places with specific features.

16. We strongly disagree with the fact that the 5CR outlines these different levels of intervention in isolation.  Local Development should be a horizontal and holistic policy intervention. The urban agenda in particular, cannot be seen in isolation of other dimensions on this larger Local Development approach, such as urban-rural links, or problems in regions with a high concentration of socially marginalised communities.  

17. We believe that the 5CR is still not ambitious enough as regards to Local Development. Local Authorities (either in their own right or in cooperation with their neighbours), irrespective of whether they are urban (including inner urban), semi urban, peri-urban,  rural, groups of municipalities  should play the lead role in designing and implementing local development strategies and programmes.  

18. We welcome the rather wide scope foreseen for Local Development which we would like to see specifically mentioned in the forthcoming EU regulations and the National Development Contracts. Local authorities, irrespective if they are urban, rural or urban-rural should support social innovation, social inclusion, developing innovation strategies with companies, universities, and researches, prevent environmental degradation as well as designing and implementing schemes for regeneration of deprived areas. Therefore we find the distinction of tasks between the urban and local development conceptually inconsistent.

19. In line with the Europe 2020 Strategy we will welcome that Local Development and Local Authorities be leading on: 

·  strengthening the links between: innovation strategies and local development (smart growth);

· promoting green, compact and energy-efficient communities (sustainable growth);

· combating multiple deprivation, poverty and the segregation of ethnic groups and rehabilitating disadvantaged local areas (inclusive growth); 

· addressing ageing population issues and demographic change in cities (inclusive growth).

20. Local Development can bring real additionality to EU2020 interventions, particularly in smaller programmes. In our experience it is often the case that small scale activities in local areas leads to greater economic growth per Euro than many expensive investments in more “flagship” projects such as R&D

21. We welcome the 5CR explicitly advocating earmarking of EU funds for local development. We strongly demand clearly ring-fencing of expenditure for Local Development as a holistic dimension of the future Cohesion policy, and not just for experimentation as stated in the 5CR.   

22. On the Urban Agenda (which we insist should be one among several pillars of a larger Local Development approach), we endorse the view that defining what an urban area should be left to the domestic arrangements. We want to warn against any urban proposal having a metropolitan bias as this could make such agenda impracticable in many Member States and regions and actually resulting in EU interventions working against the overriding EU Territorial Cohesion objective. 

23. On rural-urban issues we would tentatively support a partnership model between primarily urban and primarily rural local authorities that could benefit from EU Cohesion support. Such partnerships should identify and support common challenges and areas of cooperation between public and private actors concerned in the area. The urban-rural approach should be delivered via a functional area approach.  Moving into a rural-urban approach is welcome in the areas where this is geographically or functionally possible. In Scotland as elsewhere Cohesion policy will also need to cater for specific issues in rural areas. 

24. On functional areas we welcome the proposals for them to be better used in the future of the EU Structural funds, both at regional scale and macro-regional dimension. It is worth noting that Scottish Councils are very much engaged in the discussions eventually leading to a North Sea and Atlantic Strategies. For Local Government the bottom-line is to ensure that a Macro-Regional strategy does not reduce our scope for action, let alone our statutory powers but by contrast allow us to address issues that go beyond our geographical and policy scope. Similarly they should not be automatically viewed as the successor to transnational cooperation programmes.

25. Territorial Cooperation Programmes are challenged by geography in terms of the number of opportunities for partners to get together in terms of planning and delivery of the Programme, in addition to very significant degrees of partnership culture within each country. While there is no easy solution to the former we believe that the latter can be overcome with the use of ICT and closely engaged National Contact points very effectively. 

Sub delegation:  

26. Sub-delegation in the shape of global grants should be possible in Scotland. We would support that in relatively prosperous areas (such as Scotland) with small EU fund allocations could use the existing “Rotterdam model” (Kansen voor West). Sub delegation can and should be widely available in most of future regional programmes including in Scotland.  We also welcome that the 5CR indicates that financial engineering for Local Development would be possible and also be enhanced. However we are keen that this should be agreed with local government from the outset rather than decided throughout the period.

27. We cautiously welcome the 5CR on functional areas. We acknowledge that the right level of intervention might vary and should not depend on administrative borders.  They should be defined by the spatial scale of the problems to be tackled as well as by existing local and regional development strategies. However functional areas must be linked where possible to existing local governance structures so as to enable proper democratic accountability and consistency with domestic policy interventions.   Crucially, and contrary to what the 5CR states, not only should groups of towns should be allowed to design and manage cohesion programmes, but any group of local authorities whenever they constitute a functional area and national or regional institutional settings allow for it.

Local Targeting: 

28. We believe that Local Development and local targeting are clearly interlinked to ensure aid intensity. Therefore we strongly welcome the recognition on the 5CR on the need to tackle problems in regions with a high concentration of socially marginalised communities   (including in rural areas) and the need to support urban-rural linkages in terms of access to access to affordable and quality infrastructures and services. It needs to be clear that we endorse the principle of local targeting – the precise methodologies to be use in the next round need to be jointly devised with Local Government.

29. Therefore We support the introduction of additional indicators with a particular emphasis in below the NUTS II level both in order to better identify the territorial challenges but also, if consensus is reached, to better target EU funds to the local level We believe that more data needs to be obtained below the NUTS II level as current statistics fail to identify the bigger divergence between local areas of a single region. 

30. Particularly in financially smaller Operational Programmes when considering thematic concentration and geographical targeting together and, given the small EU amounts involved, both rationales (thematic and geographical) can work against each other. This could result in  not sufficient financial mass or linkages being exploited on mere grounds of eligible areas.  The moral of this story is simply when it comes to targeting activity the stakeholders and end-users of the funds need to be properly consulted throughout.   

31. We clearly welcome the Beyond GDP Communication and the Valcarcel Opinion from the Committee of the Regions. We call on the Commission to reflect its main recommendations, notably that GDP is too a rough indicator to set eligibility or orientate EU policy interventions.

32. Finally we confirm our view that, notwithstanding of the recognition in the 5CR of the special number a certain number of geographical areas as defined in the Treaties, having a geographical feature could not in itself be an automatic guarantee of EU support.  However as the 5CR indicates geography can be one of the factors that can require, prior a solid evidence based that is, targeted measures.  
Scottish specific 

33. In our view this means an endorsement on the particular focus on the LUPS programme. We are keen to work with the Scottish Government to promote at EU level the Scottish model of local targeting using the SMID and the urban-rural classification (although the latter requires refinement as per rural areas. We believe that building on an improving the existing arrangements will prove as  more workable than the model  proposed in the 5CR which are too rough.  – for instance in the UK they  NUT3 actually measures groups of councils, which provide a excessively rough assessment as to provide any meaningful result that could orientate policy interventions. 

Commission´s Question: How can the partnership principle and involvement of local and regional stakeholders, social partners and civil society be improved?

Scotland’s Local Development model: The Community Planning Partnerships

34. Scottish model of CPPs, sub regional targeting with additional indicators and the Single Outcome Agreements is perhaps the most comprehensive approach to tackle the requirements of priority concentration, local development, performance, outcome based policy, and integrated approach, which are the parameters of the Commission proposed structure of the future EU cohesion Policy,   

35. As the REGIO (and EMPL) team in charge of drafting the regulations has just been formed, time is right for this to persuade the Commission to use Scottish-style local development provisions in the Regulations.    

36. Therefore we would like to work with the Scottish Government in shaping the EU regulations, and subsequently the national implementation provisions, using the Scottish local development model both to shape future EU proposals according to our needs while showing other countries and regions that local development is possible, therefore enhancing profile and links for the country. 

37. The best example of local development partnerships at local level in Scotland during this programming period are the Community Planning Partnerships (CPPs). The CPPs deliver a range of projects across 13 local authority areas in the Lowland and Upland Scotland ESF Programme area (LUPS) and are doing so as a large strategic partnership made up of Councils, Further Education Colleges, Health Boards, the Third Sector and other core partners. 

38. In the current programmes with more limited resources than in previous EU programming periods there was a need to maintain a local responsiveness characteristic but also to use the more limited funds in a more strategic way. Therefore using the Scottish Index of Multiple Deprivation and the Rurality index, part of regional funding was targeted within NUTS II to specific local authority areas. 

39. We believe that the wider use of the CPP model can improve both delivery and additionality. Historically the additionality of Structural Funds interventions has tended to vary inversely with the size and geographic scale of the project. At one end of the spectrum the additionality of national standardised programmes is almost impossible to verify. On the other hand the additionality of CP support to localised partners is usually fairly easy to demonstrate. In general the principle of additionality is more likely to be respected if the project is developed and financed on a “bottom up” basis. On the other hand the co-finance model risks EU resources merely substituting for national/regional funding streams with neither scalar increase in neither activity nor policy innovation. 

40. Cohesion policy support has been the “glue” that has cemented partnerships that have come together to pursue EU funding for activities that meet their common priorities. It has also facilitated innovative approaches, particularly in ESF (£38 awarded to 13 CPPs until 2010, and 2.3 in Highlands and Islands, with additional £13.7m been awarded last January). At 31st March 2009 (one year into the model) the CPP projects had supported 26,865 participants – the target for the whole priority over the entire 2007-2013 period being 26,000. Nearly 3,500 of these participants had entered employment against an overall programme target of 8.800. Similar good results exist in the South of Scotland.Given the rapidly worsening labour market situation in 2008/09 this is a very creditable performance. 

41. We believe that the CPP model is a case of best practice. An independent evaluation of the CPP approach as a means of channelling Structural Funds was commissioned by the Scottish Government from the consultancy Blake Stevenson in 2009 with very positive conclusions. 

Future use of the CPP model to deliver EU2020: 

42. Arguably a key advantages of the CPP model is that it is up and running.  Even areas which have not been able to use them to deliver EU funds can benefit from the lessons learnt by those which had.  The other one is the open nature of its partnership arrangements enabling other bodies to join (universities, research centres) in as to ensure consistency and smart specialisation. This would be a unique advantage as to deliver EU2020 locally using the EU Structural Funds.  Together with the CPPs, other instances such as the Local Area Groups and Fisheries Local Action Group used so far to deliver local development via other EU funds could and should be linked both via the Common Strategic Framework but crucially in terms of delivery in Scotland.

43. A crucial advantage that Scotland has to deliver locally on the EU2020 Strategy is the Business Gateway that each Council (or group of councils) manages to provide business start up and growth services. An enhanced Business Gateway
 could be a crucial element for future delivery of innovation and enterprise objectives of Europe 2020 using Structural Funds. Given the common factor of local authority  leadership linkages with the CPPs structures should be feasible and generate value added – for example in linking ERDF supported business growth measures with ESF assisted workforce training measures.

44. Finally, the LEADER approach should be used in conjunction with an enhanced CPP model. Indeed the LEADER model offers a suitable framework for delivery of such approaches given its current EU wide delivery  in 3 model types and several hybrids approaches

Commission´s question: How could stronger thematic concentration on the Europe 2020 priorities be achieved?

Local smart specialisation 

45. As highlighted above we believe that a realistic boundary should be defined between what parts of EU2020 can be deliver by Cohesion Policy on a territorial basis and what could only be delivered via thematic interventions. However this is not to say that Scottish Local Authorities do not acknowledge the need to integrate EU2020 objectives in its future Local Development initiatives. Rather the opposite. The Councils and the European consortia have already identified an initial list of priorities which there is already a strong local record:  

Menu for Scottish local smart specialisation

· Establishing at local level effective “triple helix” interventions. That is, involving business, local authorities and public sector organisations, and Higher and Further Education, particularly via the establishment of local Knowledge Transfer Partnerships that can maximize the local territorial capital in R&D and innovation, particularly gearing to commercialisation; a good test case would be Life sciences, Marine bioscience and low carbon technologies.

· Realise the full potential of the indigenous business sectors and maximise the contribution to Scotland’s priority industries and in particular the food, tourism, textiles, health and social care and renewable industries.

· To provide an effective transition for young people from schools to employment and Further and Higher Education opportunities. 

· Improve micro-business support and growth potential.

· Pursue the EU2020 Social Inclusion agenda particularly in local areas with high concentration of multiple deprivation, notably via skills development, reducing poverty and addressing social exclusion, particularly via Local partnerships that offer one-stop-shop delivery of domestic and EU sources and linking with the local private sector needs.

· Develop and attract young people in rural or semi-rural areas via  the development of schools and transition opportunities to further and higher education and employment.

· Build a distinctive high quality sustainable place to live, work and visit and enjoy

· Increase the demand for learning and skills development amongst the workforce and wider community

· Development of local creative industry clusters via collaborative activities assisting local small and micro-businesses to develop niche specialisation in areas of strong local  potential 

· On sustainable development, local development strategies geared in maximize smart specialisation in Renewables, renewable technologies and local climate adaptation measures;

· Maximise the benefits of connections to city regions and other economic centres including mainland Europe

46. The Commission rightly notes that defining smart specialisation on a given area depends not only on an appreciation of a region’s own strengths and weaknesses, but also on an appreciation of external threats and opportunities, which in turn calls for a comprehensive overview of global developments in potential areas of interest. In turn some regions can invest in advancing a generic technology or service innovation, for others, investing in its application to a particular sector or related sectors is often more fruitful. 

47. The bottom line for us to prevent smart specialisation as an excuse to award better off/ growing regions or local authorities while leaving other areas not supported. This would be against the overriding principle of EU Territorial Cohesion. 

EU2020 priority concentration - Share of Local Development in future Scottish Programmes

48. The above non-exhaustive list shows the great deal of work that local authorities are undertaking on EU2020 objectives, in some cases already using Structural Funds. Clearly, it shows an initial template on what the next programmes (Regional, Social, Rural, etc. should aim for. 

49. Clearly, even going beyond the Structural Funds and considering  the rest of EU funds linked to Territorial Cohesion, the most likely scenario is that the overall allocation of such EU funds to Scotland will decrease from the current total of €1.3bn. 

50. Therefore we note the very clear message that in the future the programmes in relatively prosperous areas would be focused on a maximum of 3 priorities as to ensure concentration and aid intensity of the funds. 

51. We believe that the best way of ensuring concentration and additionality would be by significantly increasing the proportion of these EU funds aimed at local development. At present, the share notionally aimed at Local Development in Scotland in the programmes is around 33% in the four ERDF/ESF programmes
 .  

52. However the real figure directly earmarked for local development is much smaller than that   as CPPs in particular have a very small albeit increasing share of the allocated EU funds. 

53. Clearly we believe that in consideration of the small amounts of funds coming from the EU in the future its additionality is better served by targeting it for Local Development via  CPP and global grants rather than main-streaming it through ministerial budget or those of its national agencies.

54. We shall stress that we do not want to be overly critical over the current proportions or delivery arrangements not aimed at local development.  We simply stress that in the future the small EU transfers would be better served by concentrating them in Local Development to deliver the Cohesion and EU2020 objectives.  A crucial issue to be retained is that, contrary to common perception, while the Cohesion budget would overall be reduced, a significant part of it would not disappear but be transferred to other “thematic funds” FP8, CIP, LIFE, etc.  If anything these thematic funds are, by definition much more easily accessible by those national agencies, NGOs, HEIs or research sector than by local government. Likewise the voluntary and research sector interests can be integrated into the Local partnership delivery structures we are proposing. Therefore what we are proposing can be a win-win situation for the overall Scottish interest.  

55. Finally we want to stress that making Local Development the priority would not in any way hamper the responsibilities of the Managing Authority, as we would propose this local delivery arrangements to be tied into the Single Outcome Agreements that Councils jointly agree with the Scottish Government. This would also ensure consistency between EU and domestic interventions.

Case study: Cohesion and Innovation

A good test case for the relationships between Cohesion and EU2020 is that off Cohesion and Innovation:  There is a view that the Europe2020 "Innovation Union" flagship initiative gives scope to improve how tasks and responsibilities are shared between support for excellence in basic and applied research at European level on the one hand, and support for innovation at a decentralised level on the other, in a bid to develop the necessary range;

The future Research & Development Programmes will obviously have innovation as a central theme.  There is a whole lot of work needed after that stage to take products to market and then to commercialise that activity.  Beyond that there is main-streaming of innovative approaches which features in the softer EU Programmes such as the Territorial Cooperation objective and the Intelligent Energy Europe Programme etc.    So in many ways the regional operating programmes are an opportunity to address the structural gaps not addressed in EU sectoral Programmes or those not prioritised by national/regional initiatives.  EU regional policy can act as the gelling agent which brings the EU, national and sub-national together.

A key issue is demarcation. Although the recent European Commission proposal on future of EU Cohesion policy clearly aim at extending the scope of what Cohesion Policy should do to deliver EU 2020 objectives, including innovation, the reality is that most of innovation policies will continue to be delivered by thematic EU funds, open to EU-wide calls, rather than via Cohesion which block grants are allocated to regions. 

In the current period, a budget of €86 billion is potentially available for research and innovation-related measures. The Structural Funds have now become an important source of support for research and innovation in many European regions. Measures contained in some Operational Programmes span the whole innovation chain, including support for research and technological development, for entrepreneurship and start-ups, for advanced support services and for the development of human capital, to name just a few of the relevant categories

Therefore, the challenge is to identify which aspects of innovation can be delivered by integrated territorial development plans.  A criteria that is widely recognise d is to focus the part of EU innovation to be delivered by Cohesion Policy on the innovation aspects most closely related to the wider sustainable economic development of a given area, such as clusters.

For instance, in the Scottish context  in order to bringing innovation to the market to create successful SME start ups SMEs would significantly benefit from Universities and Business gateway working within the CPPs. 

 We insist on our opposition to measures that restrict the main focus of Structural Fund only support to the structural bottlenecks identified under the Europe 2020 strategy unless such measures are themselves consistent with the objectives of Cohesion policy.

 Commission’s questions: How could conditionalities, incentives and results-based management make cohesion policy more effective?   How could cohesion policy be made more results-oriented? Which priorities should be obligatory?
Performance arrangements – the Scottish model: 

General

56. We clearly endorse a major change of emphasis within the management of Cohesion Policy in which more attention is being given to the results achieved by structural fund supported interventions rather than, as is currently the case in the Operational programmes, the micro scrutiny of expenditure.

57. In order for this to happen much more effort should be expended on establishing the socio-economic baseline for each programme and then setting out a series of challenging but credible indicators for each of the priorities within the programme, otherwise we frequently find OP targets being wildly exceeded early in some cases while little progress is made on other targets within the same programme. Neither situation is desirable.

58. We would  be cautious on the reintroduction of the  “performance reserve”. While no one can object to the logic behind it, the experience of the 2000-2006 programming period showed its limitations in the practice as the period between the reserve being allocated and these project delivering outputs is too long for the exercise to be practical. We believe than an EU-wide reserve will only make this worse. We call on the Commission to clarify how it would envisage such mechanism to be working, particularly taking into account obvious subsidiarity concerns.

59. Financial rewards can be of limited interest if applicants are struggling to find the match funding or if programmes are poorly aligned to regional priorities. So, as with conditionalities, incentives require to be developed in partnership and must reflect regional and programme contexts. 

60. The requirement to provide performance information should be proportionate and not overly onerous to avoid any disincentives to programme delivery. Similarly reporting on agreed targets needs to reflect their likely delivery in the time-frame of the activities approved. Sight ought not to be lost of the value of ex-post evaluations in demonstrating programme results nor of the experiences or applicants to previous programmes when designing the systems and processes of the future programmes

Scottish model

61. We call on the SG/HMG to promote for adoption at EU level a system that learns from the Scottish Single Outcome Agreement model that is already in place in Scotland as a straightforward and tested way of improving performance.  

	Each Council and the Scottish Government have jointly signed a Single Outcome Agreement (SOA). It encourages each council and their community planning partners to address 15 key national outcomes, and decide on which local indicators are used to measure their achievement at a local level. Each SOA covers a rolling three year period. Each party to the Agreement (local authority, Scottish Government, and Community Planning Partners) has a shared interest in the delivery of the agreed outcomes, and they will jointly take ownership and responsibility for their respective contributions to these outcomes. Therefore, the parties to the Single Outcome Agreement will be able to measure performance, and crucially, to hold each other to account for the delivery of specific commitments they make to enable the delivery of the agreed outcomes. 


62. This is precisely what the EU is looking for and we believe that Scotland can offer its experience and our tried and tested model for to the EU institutions

Commission´s Questions: How can the right balance be struck between common rules for all the Funds and acknowledgement of Funds' specificities when defining eligibility rules?How can it be ensured that the architecture of cohesion policy takes into account the pecificity of each Fund and in particular the need to provide greater visibility and predictable funding volumes for the ESF and to focus it on securing the 2020 objectives?

Simplification and Consistency of European Territorial Cohesion Funding

63. We strongly support the simplification of funds, less bureaucracy and concentration on results. Fragmentation of EU funding programmes generates difficulties for local and regional authorities in achieving coherence of their projects and in efficiently addressing social, environmental and economical problems in an integrated way. 

64. Therefore we welcome, in principle, the proposed Common Strategic Framework (CSF) between the Territorial Cohesion funds. Indeed, as the 5CR also tries to suggest, we would strongly support that the CSF includes other “thematic” funds as insofar they have a territorial cohesion element within then such as TEN-T, Research and crucially, new local initiatives being launched by “thematic” DGs such as “Smart Cities”. On this we are very concerned about the proliferation of small “local” schemes such as smart cities in a variety of funds being developed in an interconnected fashion with the main policy and funding source that are the Structural Funds – We call on the SG/HMG to press for consistency across the Commission programmes.

65. The CSF should include operational provisions. At the very least the Commission needs to develop the CSF jointly with the Flagships and other Strategy documents (Energy Strategy 2020, Transport White Paper, TEN-T Guidelines) which will look practically at how all the various EU programmes fit within a pipeline of activity to avoid duplication between the EU’s different programmes. 
66. The Common Strategic Framework would be a great improvement to address local government call for related funding programmes to be simple and consolidated in order to lower the administrative burden for local and regional authorities and to shift resources from administration to concrete action. 

67. The Common Strategic Framework needs to undertake a fundamental review of regional development funds after 2013. It is important that the Commission does not simply propose minor changes to the current structures. Disappointingly, the Commission is only proposing  a very “strategic” alignment of the funds as insofar they help better deliver EU2020 objectives.  We believe that this falls shorter of what is needed.  The CSF needs to sort this out for good.  

68. The CSF should effectively be a General Regulation including most detailed implementing provisions (eligible costs, financial issues
, audit) whereby the specific regulations would be very small pieces of legislation dealing only with the exceptions, those unavoidable implementing measures that are specific for a given fund. 
69. We call on the Member States and the Commission to make the CSF a robust and detailed exercise ensuring consistent implementation of the EU funds. Scottish local government can certainly advise on the technical provisions that need to be modified.

70. Irrespective of the final arrangements at EU level, in Scottish terms there is a great scope of action that the SG can pursue to ensure simplified and integrated implementation of EU funds. The most obvious one is to set up a single Scottish Operational Programme those groups in an integrated fashion ERDF, ESF, EAFRD, EFF allocations and policy interventions as well as the SG bidding strategy for the EU “thematic” funds
. In operational terms, and considering the smaller programmes in the future, Scotland should lead the way by channelling all these funds via a single European Funds Directorate this would increase consistency and reduce the transaction costs both for the administration and for the potential applicants.  

Commission’s Question: How can the partnership principle and involvement of local and regional stakeholders, social partners and civil society be improved?

Partnership principle 

71. It is a classic demand that local and regional authorities by nature play a prominent role in regional and economic development. Therefore responsibilities, accompanied with appropriate resources, should be allocated to them. We welcome that the 5CR moves into this direction by including a specific proposal as part its recommendations and we expect the regulations to clearly enshrine this principle.

72. However the  partnership principle should be much more emphasised than it is currently emphasised in the 5CR. There should be a legal and detailed requirement for Member States to involve the local and regional level in planning, decision-making, implementation, monitoring and evaluation, as the 5CR recognises  only as a general principle. We believe that many of the defects of the current Operational Programmes stem from the very limited application of the partnership principle, particularly at the early stages of the process 

73. While all tiers of government in principle recognise the added value of working in partnership, practice shows that multilevel governance tends to be reduced to administrative procedures. With a proposal such as featured in the 5CR , and due to the centralistic drive of the EU2020, as things stand Local and Regional authorities will continue to have  only limited opportunitities to provide input and to be proactive during the negotiations of the new Common Strategic Frameworks and operational programmes. In other words the substance of partnership has to be embedded in the new arrangements rather than merely the form. Moreover, the burden of proof should therefore be on Member States/Managing authorities to justify why a local development approach is NOT appropriate at both programme and priority levels.

74. Scotland’s CPP and other local partnership models are indeed a case of good practice comparatively speaking. However even in Scotland we are looking into stronger provisions as to ensure that Local Development becomes the foremost logic element of designing and implementing the programmes though a sound and solid Strategic Dialogue first between the Scottish Government and Local Government and then with rest of stakeholders from the private, academia and voluntary sector.

· Partnership and Operational Level: A more concrete and legally binding definition of the partnership principle in the Regulations would reduce arbitrary or inconsistent interpretations of this principle across the Member States.  This would not only enhance arrangements in the UK but also ensure value-for-money of the UK contributions to the EU Budget. These standards could include, specific requirements to ensure that local and regional authorities can effectively participate in the implementation of all Structural Fund programmes, ensuring that all public sector partners do have the same status and voting rights and in determining the criteria by which projects for local development are selected, as well as having direct access to all guidance notes agreed between the EU and the MS.

-We call for the Regulations should include minimum compulsory standards for the partnership principle and monitor its application.  

· Partnership and macro level: However an even more critical issue is the fact that the 5CR proposals on the Partnership Principle, bears no relation with the other proposals of new development and investment partnership contract between the EU and Member State administrations without any local and regional authorities engagement required. This would render effectively invalid the 5CR provisions on the Partnership Principle as these contract will be very detailed and will have conditions attached leaving the Operational Programmes with very little margin of manoeuvre 

 We demand that the National Development and Investment Contracts also use the partnership principle, by allowing the local and regional bodies to participate in the negotiations via their national associations.

Commission’s question: How could application of the proportionality principle alleviate the administrative burden in terms of management and control? Should there be specific simplification measures for territorial cooperation programmes?

Simplification of implementing provisions 

75. Overall we feel that the 5CR recommendations on implementing provisions go in the right direction, following the recent review of the EU Financial Regulation and the proposals already outlined in the EU Budget Review as a whole.

76. If the Common Strategic Frameworks need to specify in detail  how the various funds would complement each other in raising output, income and employment in the territory concerned. This may address one of the frustrations experienced by stakeholders 

77. The use of global grants, coupled with an outcome based delivery (through the SOAs) should reduce the existing difficulties faced by practitioners and MA’s alike. We would welcome the suggestion of common rules on calculating overheads covering different EU funds to be an adequate  safeguard of European taxpayers’ money  

Lump sums and flat rates

78. The 5CR suggestions are welcome and we are keen for this idea to be developed further. If an applicant specifies the outputs of a project and then delivers those outputs then the flat rate specified in the application should be awarded. This would reduce the task of tracing payments back to bank statements and payrolls.  It should also reduce the amount Programme budgets which are spent on administration

79. The flat rate system would be suitable for local development approaches in particular, where working in partnership with a number of organisations can easily become an auditing nightmare.  They also have the advantage of reinforcing an outcomes based approach.  

	Case-Study: Lump sums and flat rates in Scottish Community Planning Partnerships

Utilising lump sums and flat rates together with the suggestion for costs to be covered on the basis of expected outputs, suggests a move towards a commissioning approach to project activity as opposed to the competitive challenge fund approach which is currently the most prevalent approach used in EU Programmes.  Commissioning projects can be highly successful.  

In the Lowland and Upland Scotland ERDF and ESF Programmes this approach has partially been applied with our Community Planning Partnerships for the delivery of certain activity within these Programmes.  

However, the approach that partners involved in the Community Planning Partnerships expected they would deliver (i.e. collective funding for a number of community partners for the delivery of a series of collective outputs and results) was not possible based on the current rules.  Instead, each partnership must provide transaction lists for each partner who is responsible individually for a certain number of results and outputs.  The amount of staff time which is required to collate that information for verification checks is excessively disproportionate; similarly the audit and reporting burden of marrying the projects with the Structural Funds work-streams under the current rules results excessively complicated and subject to long negotiations and clarifications. 

All this could be greatly avoided by moving to a lump sum and flat rate model.  


80. Whilst we are fully supportive of a move towards lump sums and flat rates, we appreciate that this approach is not suitable for all Programmes. It is understandable that Managing Authorities do need flexibility to pick and mix their approach to management based on the size of their allocations and levels of risk (proportionality).  In Scotland, we have had a long history of generating innovative structural funds projects through the challenge fund approach. Therefore we could envisage a combination of both systems which could retain an open competitive challenge fund approach but be married with the lump sum and flat fee system. 

81. Also, innovative projects which are de facto experimental require an element of risk which is not always easy to build into the EU system of accounting.  EU funds should continue to address market failure and linking project costs to outputs in this particular area may serve as a disincentive to any level of risk.  In this situation, it might be worthwhile building in fallback criteria, so that if an innovative project completely does not deliver on its outputs, despite high spend, a minimum allocation of the total project award could still be paid out.

In kind contributions

82. The 5CR report does acknowledge the difficulties public sector will have for the foreseeable future in finding match-funding and makes some suggestion of reviewing the verification of the additionality principle.  We would like staff time to be eligible as match-funding across all the Programmes on a permanent basis.  We feel that additionality can be proven while using permanent staff’s time as an in-kind match to EU funds, providing of course that supporting evidence is provided to prevent abuse.  It is also possible to adhere to the “non-profit principle” while using in-kind contributions. 

Commission’s Question: How can financial discipline be ensured, while providing enough flexibility to design and implement complex programmes and projects?

Decommitment and N+2/3

83. Similarly we would welcome that the positive lessons on automatic decommitment being introduced as part of the EU recovery measures be applied for the next period, as there will always a backlog at the beginning of the programming period.

84. In line with the above we welcome the recognition by the 5CR of the inevitable deadlines and backlogs that implementation of programmes entail in real life, particularly as regards the N+2 rule being too blunt instrument to achieve performance, particularly at the start of the period.  Past experience shows that programmes rarely start on time and the resulting hiatus compounds the meeting of N+2 targets This often also results in a rush of allocations to prevent the funds being lost..  We call for at the very least N+3 be considered for the first year.

85. On the Territorial cooperation programmes, greater account needs to be taken of the long preparation time (sometimes in excess of 12 months) that high quality transnational/interregional applications require. The flexibility in the transnational programmes for the involvement of partners outwit the programme zone has been a useful innovation in the 2007-2013 period and perhaps could be further extended, also for cross border programmes .

86. We are aware that there is a distinct possibility that the many of the future ERDF transfers to Scotland be compulsory set via a financial engineering. Indeed the 5CR already make quite detailed indication of the way forward. In Scotland latest figures show that €100m of EU funds are channelled through financial engineering. While recognising the logic of greater use of financial engineering models COSLA would of course oppose compulsory use (or imposed quotas) of financial engineering being imposed on us without previous discussion with local government on the best way to ensure delivery and additionality but in any instance Scottish and Local Government should look jointly on the good and bad lessons learn in deploying the JESSICA Scotland fund.  

Commission’s question: How can the audit process be simplified and how can audits by Member States and the Commission be better integrated, whilst maintaining a high level of assurance on expenditure co-financed?

Audit and control

87. We call on the establishment of mutually agreed financial reporting, monitoring and audit systems prior to programme launch as a pre-requisite in developing future programmes. Any future programme financial systems should be developed based on the experiences of the last programmes and should be built upon those systems currently in place as opposed to starting from scratch.

88. We clearly support a further cultural change as per financial control requirements: We advocate the generalisation of a flat rate system for Local Development programmes as this would avoid the current problems when engaging with wider local partners and would facilitate an outcome based delivery while doing away the existing red tape. 

89. At present, a significant amount of EU funding is wasted on tracking payments through organisations’ financial systems to the bank statement.  Often this is for a relatively small amount of money, hence the costs required to track these payments can be higher than the grant received. It takes as much time to track a payment for €1 as it does for €1,000,000.   

90. We would therefore like to see simpler verification rules introduced where each project would be subject to an audit upon completion (as opposed to each claim).  Provided that the auditor (approved by the Member State as compliant the European Commission rules) is satisfied with the records provided, the project should be deemed as closed and the results accepted by the Commission.  

91. A key issue to ensure this is to  pre-empt implementation problems through transparency and partnership. A key measure would be that Commission-Member States coordination committees (such as COCOF) should, make publicly and electronically available the Guidelines to implement the funds that they jointly agree.  This should be coupled with  the relevant Managing Authorities to consulting on a continuing basis - with local stakeholders when preparing detailed guidance notes (and their interpretations) around each call for applications

92. On audit, we welcome the signs provided by the 5CR but we call for the future audit to be proportionate, predictable and its terms mutually agreed: it needs to be ensured the stability of audit systems for the lifetime of programming periods with the use of systems audits to ascertain expenditure and accuracy  to be agreed at the outset of programme delivery, adoption of common rules as to the interpretation of eligible expenditure and proof of defrayment and to be in place prior to programme launch; we call on the greater use of nationally approved auditors to provide comfort to the EU as to the veracity of financial controls within a member state; 

93. Where possible, we would like to see an approach developed which allows for a degree of experimentation with associated risk of failure. Linking project costs to outputs in this particular area may serve as a disincentive to any level of risk so some flexibility is clearly required..  

94. Irrespective of final architecture, we believe that the way forward should mean a reduction of verification checks and are keen to discuss the merits of a commissioning model and decentralisation of audit purposes via contracts of confidence in Scotland. 

January 2011.
� National Reform Programmes are now being agreed by the UK and rest of MS with the European Commission to implement the new Europe2020 agenda. Together with the National Investment Contracts between the UK and the Commission to be negotiated next year they will effectively frame how EU funds would work in the UK. Although the Scottish Government will be involved , if Local Government is not this means that the room for manoeuvre to decide local development strategies post 2013 will be severely reduced.


� National Reform Programme agreed by the UK and the European Commission on main lines of domestic economic policy to deliver the Europe2020 agenda for small, sustainable and inclusive growth.


� The Commisson has come out last October with a proposal to establish Smart Specialisation Strategies: “it is about making (hard) choices and defining a regional vision: where it wants to go in terms of competitiveness through innovation. It is about focusing minds, efforts and (scarce) public resources on the development of a limited number of thematic or (cross) sectoral R&I priorities in each region.It is not about picking winners from above but about making sure efforts are not wasted being too dispersed and opening up opportunities for all. 


� It is worth noting that in addition to Business Gateway other exiting Local Authority Economic Development functions should be brought to the fore on this issue. We simply highlight business gateway as it is a new flagship initiative for local economic development that needs to be better tied up with the new Cohesion delivery arrangements. 


�	50% of the 376 ERDF LUPS, 15% of  270 ESF LUPS, 25% of 122 HI ERDF, 52% ESF HI : 33% of 820 ERDF/ESF. The proportion is only slightly larger when considering Axis 3 of the SRDP.


�	Such as .Calculation of hourly rates,  Revenue generation,  Storage of electronic evidence and purchasing, etc


� However the issue of different eligibility of the H&I NUTS II and the rest of Scottish NUTS II is an obvious issue here. Nevertheless this should not be an unsurmountable barrier to ensure Structural and Rural programmes to be better integrated with the thematic EU funds interventions.





