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1.   Introduction

I am pleased to present my annual report to the Board of Governors covering the period to March 2006.  The report describes the work of the financial control unit and comments on the way in which budget managers in the schools have exercised their responsibilities.

Further information on financial administration can be found in the latest report of the Court of Auditors (2005-D-157), which gives a general overview of the accounts for 2004, together with observations arising from audits carried out during 2005 at Bergen, Brussels I, and the Office of the Secretary General.

2.   The role of the financial controller

As specified in the Financial Regulation, the financial control unit is responsible for giving prior approval to all items of budgetary expenditure and revenue, and to all transfers of appropriations.  The aim is to ensure that the budget is implemented in accordance with the rules decided by the Board of Governors and the principles of sound financial management.

The financial control unit continuously monitors the entries on the budget accounts and selects a sample of items for detailed examination.  The unit also provides advice in response to enquiries from the schools, and issues general guidance aimed at encouraging best practice and reducing error.

The unit consists of three posts.  The financial controller and assistant financial controller are appointed by the Board of Governors and are seconded.  The third post, for which a recruitment procedure is currently in hand, is for a locally recruited administrative assistant.

The system of internal control in the European Schools is one of the points covered by the decision of the Board of Governors of April 2005 in response to the report of Troika Working Group I on Financial Burden-Sharing and Co-Financing.  The Working Group’s report recommended an evolution of the financial control system, with a switch to ex-post audit for certain budget items and a more specific responsibility for the provision of advice and guidance.  This was one of the proposals endorsed by the Board subject to technical amplification and to changes to the Financial Regulation to be worked out by the Administrative and Financial Committee.  Discussions in the AFC have subsequently led to bilateral contacts between the Office of the Secretary General and the Commission with a view to proposing a more substantial modification of the Financial Regulation.  In the course of these discussions, the Commission has proposed among other things the creation of an internal auditing function.  These discussions are continuing. 

3.   Expenditure

3.1   Seconded staff - salaries and allowances

For the new intake of seconded staff in 2005, the financial control unit revised the forms used for the determination of salaries and allowances and drew up new guidance notes for Directors and administrators, taking account of the revision of the regulations in October 2004.

The financial control unit also circulated current examples of national salary statements, showing for each nationality how to calculate the deduction from the European salary, taking account of the distinction that needs to be made between tax, compulsory social deductions and voluntary deductions.  These explanatory notes still need to be prepared for some of the new Member States.

Each year, I verify the salary and allowances of all newly appointed seconded staff, and all staff transferred from one school to another, by a check on each individual file. This can be a time-consuming task, and I still have a backlog of cases outstanding.  However, the number of cases has fallen somewhat this year (160 new or transferred staff in 2005/2006 compared with 231 in 2003/2004) and work to deal with the outstanding cases is in hand.

In general, the determination of entitlements to salary and allowances is carried out correctly with the proper supporting documents.  A common weakness is still inadequate documentation on the place of origin.

Particular difficulties have arisen with regard to the expatriation allowance.  Article 56 of the staff regulations is worded differently from the equivalent article in the regulations for Commission staff and excludes payment of the allowance to staff if they were already resident at the place of the school at the moment when they were appointed.  The terms “place” and “moment” are not defined but the former is less restrictive and the latter generally more restrictive in practice than the Commission’s rules.  Two cases have been taken to the Complaints Board by staff who were seconded after a period of employment at a European School as a chargé de cours.  One case has been found in favour of the teacher and a decision on the second case is awaited.

With regard to the meal allowance paid to Luxembourg teachers by their national authorities, I reported last year a decision of the Complaints Board that the schools are entitled to deduct this allowance from the European supplement, even if it is not shown on the national salary statement.  Contrary to the advice of the Office, two schools (Brussels III and Luxembourg I) had not previously deducted the allowance, waiting until the decision of the Complaints Board was known.  The Board has now ruled that in such cases the allowance cannot be retro-actively reclaimed from the staff in question.  This means that the overpayments made by these two schools cannot now be recovered.

Under article 49.2.a of the staff regulations, the national authorities are required to send direct notification to each school of all national emoluments paid to seconded staff.  A survey of schools at the end of 2005 showed that this notification is not received in all cases.  Bi-lateral contact will be taken with the delegations concerned.

The provisional accounts for 2005 again show a significant underspend on salaries, only slightly less than the underspend in 2004.  Taking Chapters 1 and 5 together, expenditure was € 178 611 423 against an initial budget of € 189 960 494.  Table 1 shows the variation between schools.

Table 1.  Expenditure on salaries (Chapter 1 & Chapter 5): difference between initial budget and final expenditure

	
	2002
	2003
	2004
	2005

	
	Difference (euro)
	% of budget
	Difference (euro)
	% of budget
	Difference (euro)
	% of budget
	Difference (euro)
	% of budget

	Al
	148.517
	14,1%
	712.352
	15,9%
	1.335.920
	16,4%
	815.478
	9,1%

	Be
	775.360
	7,5%
	753.364
	7,2%
	797.911
	8,0%
	1.245.145
	13,2%

	Br I
	1.789.155
	8,7%
	597.911
	3,1%
	1.561.240
	7,4%
	1.389.410
	6,1%

	Br II
	-123.359
	-0,6%
	-566.490
	-2,7%
	177.301
	0,8%
	1.089.689
	4,5%

	Br III
	418.940
	2,6%
	237.276
	1,2%
	1.015.287
	4,9%
	1.286.172
	5,9%

	BSG
	145.395
	6,4%
	165.075
	6,7%
	212.555
	8,3%
	316.385
	11,0%

	Cu
	719.944
	6,5%
	1.230.118
	11,4%
	1.208.977
	11,3%
	504.794
	5,2%

	Ff
	302.238
	26,3%
	1.207.395
	25,7%
	1.315.492
	18,0%
	890.360
	11,2%

	Ka
	843.110
	8,5%
	396.091
	4,1%
	457.014
	4,6%
	-326.705
	-3,4%

	Lu I
	632.880
	2,3%
	669.867
	2,4%
	1.650.342
	5,5%
	1.999.160
	6,8%

	Lu II
	
	
	
	
	658.689
	29,4%
	660.316
	11,7%

	Mol
	330.712
	3,8%
	369.162
	4,1%
	734.464
	7,9%
	347.307
	3,9%

	Mun
	124.627
	1,0%
	70.133
	0,5%
	1.370.093
	9,1%
	1.481.749
	9,5%

	Var
	343.112
	2,8%
	90.320
	0,7%
	166.620
	1,3%
	-350.189
	-2,7%

	Tot
	6.450.631
	4,2%
	5.932.574
	3,6%
	12.661.905
	6,9%
	11.349.071
	6,0%


3.2   Differential adjustment

The differential adjustment (article 49.2.c of the staff regulations) remains a complicated area of salary administration, but good progress continues to be made in establishing procedures and completing the calculations.

The adjustment can be either an addition or a deduction in the European salary of seconded teachers, according to the amount of national tax that they pay.  The adjustment is calculated provisionally during the year, and a definitive calculation is made after the year-end when final national tax assessments are available.  In 1998, the accounts unit of the Office of the Secretary General took over from the individual schools the task of making the definitive calculations.  At that time, there was a considerable back-log of cases, which has now been reduced but not fully cleared.

Following remarks of the Court of Auditors, the Administration Boards of all the schools have reviewed the outstanding cases and are continuing to monitor the situation on a regular basis.

For the period 1990-2004, there are at the time of writing 2,934 cases remaining to be dealt with.  Of these, around 2,475 cases are waiting for tax documents or further information. The Office depends on the schools to obtain the necessary documents from the teachers.  I reported last year that Culham and Brussels II have a higher than average proportion of documents not supplied, and this continues to be the case.

There are now around 1500 new cases to be calculated each year.  In 2005, the central Office completed 1831 cases, compared with 1100 cases in 2004.  The higher  completion rate indicates the success of new computerised procedures that were introduced during the year.

The Court of Auditors particularly drew attention to the number of open cases dating from the period 1990 to 1994.  There are currently 373 such cases, compared with the figure of 405 noted last year and 475 the previous year.  There is currently also a particular back-log with regard to Luxembourg teachers for whom adequate documentation could not be obtained.

In January 2006, the Board of Governors laid down specific measures to be taken in cases where tax statements are not supplied.  Instructions will soon be issued to the schools aimed at clawing back payments made in past years for which staff have not supplied the relevant tax statements.

3.3   Allowances on arrival and departure

The financial control unit carries out sample checks on a high proportion of the allowances payable on arrival and departure and on reimbursement of removal expenses, in view of the substantial amounts involved.

With regard to transfers of staff from one school to another, there were several cases where it was not certain whether the transfer was in the interest of the service or for personal reasons.  This information is relevant to the payment of the installation allowance.  It would be helpful if the national authorities would explicitly cover the point in the written notice of transfer.  It should be noted that the staff regulations specify that staff should not normally be transferred until after 5 years’ service.  In 2005, there were 8 transfers after less than 5 years.

In one case, when allowances were being checked at the same time as school fee invoices, the financial control unit questioned why a resettlement allowance was proposed when the child of the teacher was still recorded on the school roll.  The allowance has not so far been paid. 

For removals, the average cost in 2005 was € 5 524, an increase of 0.5% compared with 2004.  Three schools were significantly above the average; Bergen (€8 505), Brussels III (€7 068), and Varese (€6 638).  For Brussels III, the difference clearly lies in 8 removals to or from Greece.  Taking all schools together, there were 200 removals, of which 16 cost more than €10 000 each.  The highest single cost was €22 320 (for which the teacher concerned initially presented 3 offers all above €41 000).   Very few removals have so far been carried out from the new Member States.  The budget line was underspent by 25% compared with the initial allocation. 

With regard to departure allowances, there were many financial control refusals (41 cases) in 2005, resulting from incorrect entries following changes to salary, correcting coefficients and exchange rates.  It would be preferable for changes to salaries data to be recorded centrally rather than locally in each school.  There were also errors in the calculation of basic national salary, which is often made up of several elements and is not the same figure as that used for the monthly salary supplement.
Through confusion with article 85 of the staff regulations, which lays down transitional measures applicable only to staff appointed before September 1996, several schools incorrectly continued to calculate departure allowances for staff appointed after that date who reached 9 years’ service and remained in post (for example where a 10th year was agreed).  Most of these exceptional cases were identified before payment, but in a few cases an incorrect payment was actually made.  The incorrect advance payment will need to be taken into account when the final amount of the departure allowance is calculated.

3.4   Complaints Board

Since my last report, the Complaints Board has taken the following decisions on appeals by seconded staff:

· the refusal of a Director to propose an extension of secondment for a 10th year under article 29(a) of the staff regulations – appeal rejected;

· the validity of certain provisions of the new staff regulations approved by the Board of Governors in October 2004 (exchange rates for national salaries, family allowances and the special contribution, in the absence of transitional measures) – appeal rejected;

· the refusal to pay a departure allowance on the grounds that the secondment was terminated for disciplinary reasons – appeal rejected as inadmissible for procedural reasons;

· the refusal of a request for a point to be added to the agenda of a meeting of the Education Committee - appeal rejected as inadmissible for procedural reasons;

· back-dated deduction of the Luxembourg meal allowance following an earlier decision of the Appeal Board - appeal allowed (see section 3.1);

· payment of the expatriation allowance to a teacher who was seconded after an initial period of employment as a locally recruited teacher – appeal allowed (see section 3.1).

In February 2005, the Board of Governors amended the General Rules to allow contentious appeals to be brought before the Complaints Board on certain educational matters.  Since then, the Complaints Board has issued decisions on eight appeals concerning non-promotion of pupils to the year above; seven were rejected and one was allowed.  The financial implications, if any, of this last decision are not yet known.  The Complaints Board also rejected two appeals on other pedagogic matters (level of support for an SEN pupil and a complaint relating to the Baccalaureate), and decided that it was not competent to re-open an appeal on the Baccalaureate that had been brought before the change in the rules.

 At the time of this report, appeals by seconded staff have been introduced but not yet decided on the following subjects: 

· how to calculate the compensation awarded in a previous decision of the Board of Appeal to a teacher who was misinformed by the school before his appointment about the amount of European salary that would be paid (the appeal is currently in abeyance for negotiation of an agreed settlement);

· application of article 56 of the staff regulations regarding payment of the expatriation allowance to a teacher previously employed as a locally recruited teacher;

· the refusal of a Director to propose an extension of the secondment for a 10th year under article 29(a) of the staff regulations.

A proposal of the Office to extend the competence of the Complaints Board even more widely was not supported by the Administrative and Financial Committee. 

3.5   Locally recruited staff

Problems arising from the regulations for locally recruited teachers were reported to the Board of Governors in October 2004 in document 2004-D-299-2.  The Board set up a Working Group to review the regulations.  The Chairman reported on the work of the Group to the Board of Governors in October 2005, since which time there has been no further meeting of the Group.  During the year, the Belgian appeal court upheld a complaint from a teacher on the question of holiday pay, and it was decided not to attempt a further appeal in that particular case.  In December 2005, a group of teachers introduced further legal action in the Belgian courts on the question of holiday pay.  These cases could have significant financial implications.

As I reported last year, the school of Brussels I has undertaken a valuable pilot project to use the services of a secrétariat social (an organisation in Belgium which assists employers with salary calculations and provides advice on employment legislation).  A final evaluation report from the school is still awaited.

3.6   Staff replacement

The initial budget for replacement staff to cover absences is set by the Board of Governors at a standard amount of 1.15% of the budget for basic salaries; an amount which is consistently overspent.  In April 2005, the Board of Governors rejected a proposal from the Working Group on the Replacement of Teaching Staff to increase the standard allocation to 2%, only on the grounds that sufficient funds were available on other budget lines.  In 2005, expenditure in most schools remained within the figure of 2%, but 3 schools (Brussels III, Luxembourg II and Munich) exceeded even this amount. 

3.7   Use of staff resources

The maximum number of weekly teaching periods in years 4 - 7 of the secondary cycle is fixed by the “time credits” formula.  Table 2 summarises figures taken from the Rapports de rentrée.  These figures have a direct relation with the amount of staff time used and the cost to the budget.  Broadly speaking, 21 periods equate to one full-time teaching post.

Table 2.  Time credits 2005/2006

	4th and 5th YEARS

	
	Pupils
	Language sections
	Teaching periods covered by formula
	Total teaching periods organised
	Teaching periods per pupil

	
	
	
	Periods authorised
	Periods organised
	Under / over
	Under / over (%)
	
	

	Al
	138
	4
	381
	307
	-74
	-19,4%
	314
	2,28

	Be
	108
	5
	409
	337
	-72
	-17,5%
	346
	3,20

	B I
	427
	8
	827
	804
	-23
	-2,8%
	872
	2,04

	B II
	516
	8
	916
	891
	-25
	-2,7%
	992
	1,92

	B III
	446
	6
	738
	755
	17
	+2,3%
	822
	1,84

	Cu
	120
	5
	414
	324
	-90
	-21,7%
	338
	2,82

	Ff
	100
	4
	373
	291
	-82
	-22,0%
	314
	3,14

	Ka
	169
	4,5
	404
	387
	-17
	-4,2%
	416
	2,46

	Lux I
	585
	11
	1080
	1103
	23
	+2,1%
	1195
	2,04

	Mol
	118
	5
	413
	331
	-82
	-19,9%
	339
	2,87

	Mun
	230
	5
	479
	481
	2
	+0,4%
	533
	2,32

	Va
	204
	5
	453
	445
	-8
	-1,8%
	499
	2,45

	Tot
	3.161
	 
	6886
	6456
	-430
	-6,2%
	6980
	2,21


	6th and 7th YEARS

	
	Pupils
	Language sections
	Teaching periods covered by formula
	Total teaching periods organised
	Teaching periods per pupil

	
	
	
	Periods authorised
	Periods organised
	Under / over
	Under / over (%)
	
	

	Al
	87
	4
	353
	328
	-25
	-7,1%
	334
	3,84

	Be
	91
	5
	398
	341
	-57
	-14,2%
	353
	3,88

	B I
	354
	8
	886
	850
	-36
	-4,1%
	890
	2,51

	B II
	400
	8
	947
	956
	9
	+1,0%
	1022
	2,56

	B III
	419
	6
	868
	852
	-16
	-1,8%
	914
	2,18

	Cu
	100
	5
	411
	377
	-34
	-8,3%
	396
	3,96

	Ff
	79
	4
	339
	301
	-38
	-11,2%
	318
	4,03

	Ka
	166
	5
	510
	504
	-6
	-1,2%
	533
	3,21

	Lux I
	558
	11
	1255
	1231
	-24
	-1,9%
	1320
	2,37

	Mol
	109
	5
	425
	413
	-12
	-2,7%
	421
	3,86

	Mun
	213
	5
	576
	581
	5
	+0,9%
	635
	2,98

	Va
	177
	5
	527
	531
	5
	+0,9%
	584
	3,30

	Tot
	2.753
	71
	7494
	7265
	-228
	-3,0%
	7720
	2,80


The underspend in the small schools, particularly in years 4 & 5, suggests that the formula is not meeting its objectives.  There is moreover no objective analysis on which to justify the allocations in the large schools.  A Working Group on time credits has prepared a preliminary report on the issue.  In addition to this, my remarks of previous years remain valid, in that there is still uncertainty and inconsistency in the use of the formula, and difficulties remain in verifying the figures from the ELEE database.

The tables highlight the difference between the large and the small schools in the number of teaching periods organised per pupil.

3.8   Sickness insurance fund

Under article 66 of the staff regulations, the Board of Governors fixes the rates of the contributions to be paid by seconded staff and by the schools to the Sickness Insurance Fund.  The Fund is managed by the Commission.  From January 1995, taking into account the growing surplus in the Fund, the Board of Governors reduced the rates of the contribution.  Table 3, which is based on figures supplied by the Commission, shows that the reserves are falling as intended.

Table 3.  Sickness insurance fund (€ million)

	
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003 
	2004

	Contributions

Interest

Total income
	2.4

0.9

3.3
	1.2

0.9

2.1
	1.1

0.6

1.7
	1.1

0.5

1.6
	1.1

0.6

1.7
	1.2

0.4

1.6
	1.2

0.6

1.8
	1.3

0.6

1.9
	1.3

0.5

1.8
	1.4

0.4

1.8
	1.5

0.4

1.8

	Expenditure
	2.1
	2.2
	2.6
	2.7
	2.6
	2.9
	2.8
	2.9
	2.5
	2.8
	2.4

	Annual surplus / deficit
	+ 1.2
	- 0.1
	- 0.9
	- 1.1
	- 0.9
	- 1.3
	- 1.0
	- 1.0
	- 0.7
	- 1.0
	-0.6

	Total reserves at year end
	16.0
	15.9
	15.0
	13.9
	13.0
	11.8
	10.8
	9.8
	9.1
	8.1
	7.6


The figures for 2004 were examined as in past years by the Sickness Fund Management Committee, chaired by the Deputy Secretary General.  The Committee noted that there was still a substantial accumulated reserve in the Fund of € 7.6 million at 31.12.2004.  The Committee took the view that the reduced rates of contribution do not endanger the financial situation of the Fund in the short term.  Figures for income and expenditure for 2005 are not available at the time of writing but it seems likely that these will follow the trend of previous years with a continued reduction in the reserves.  In the medium term, it seems clear that the rates of contribution will have to be increased in order to balance income and expenditure, but no change is necessary at the moment.  

3.9   Other running costs and capital expenditure

For expenditure in Chapters 2 and 3 (non-staff running costs and capital expenditure), the financial control unit selects a sample of transactions for verification and prior approval.  The procedures specified by the Financial Regulation are generally correctly applied.

The rules for the purchase of goods and services are currently under consideration in the context of the revision of the Financial Regulation.  The current rules are not the same as those applicable to the Commission, although – with certain specified exceptions - they do require competitive tenders for purchases above €6000.  In anticipation of a change in the rules, calls for tender in several recent cases have been published in the Official Journal.  However, this hybrid approach could lead to difficulties; moreover the schools would need a considerable amount of information and training to be able to adopt the rules of the Commission in full.  Indeed, it is for consideration whether a centralised purchasing unit would need to be established to ensure that the formalities were respected. 

Even under the current rules, the financial control unit frequently finds it necessary to remind the schools of the basic principles (for example, the need for sealed bids, a formal procedure for opening such bids) and has in several cases refused proposed purchases where these rules were not respected.

It is to be regretted that, whereas in past years the schools have organised grouped purchases of computers, this initiative was not continued in 2005 and each school made its ICT purchases separately.  The potential savings to be made from the purchasing power of combined orders could be a further argument for the creation of a centralised purchasing unit, which could also look for co-operation in other fields, such as cleaning, maintenance, photocopies, etc.  

3.10   Cost per pupil

Table 4 shows the cost per pupil of certain budget items, grouped to exclude some of the costs that the schools cannot influence, for example the correcting coefficient for the country of the school, employers’ social charges which vary from one country to another, allowances which vary according to the circumstances of each teacher, etc.  These figures may provide a more useful comparison of the efficient use of resources than the total budget figures.

Column B of table 4 shows the high cost per pupil of administrative and service staff (PAS) at Mol - almost double the average - and also at Bergen.

Taking only the selected budget lines, there was no change in the overall cost per pupil from 2004 to 2005.  Taking the total budget, there was a fall of 1.1%. 

Table 5.a illustrates for the selected budget items (column F of Table 4) the correlation between the cost per pupil and the number of pupils at the school.  Even leaving aside schools where special factors apply (Alicante and Frankfurt which had no 7th year until September, and Luxembourg II which has only nursery and primary cycles), the progression is not even.  The graphs show in particular the sharp difference in cost per pupil for the two smallest schools, Bergen and Mol.

Table 5.b shows the picture for total budget expenditure.  On this basis, the costs of Munich and Varese seem high in comparison with Karlsruhe and Culham.
Key to table 4

A: Budget items 1001 + 1201 to 1205 + 7101

B: Art. 13

C: Art 20 (The figure for Varese excludes costs funded by the special contribution of the Italian government, to aid comparability.)

D: Art.21 to 26 + 28 + 29

E: Art 27 + Chapter 3

H: Total budget

Pupils: (Number in October of year n -1 x 8/12) + (Number in October of year n x 4/12)
Table 4.  Comparative cost per pupil (€) in 2004 and 2005

	
	A
	B
	C
	D
	E 
	F
	G
	H

	
	Basic salaries: teaching and direction
	  Basic salaries: admin & teaching support (PAS)
	Buildings: cleaning, heating, improve-ments
	 Other running costs & consum-ables
	 Material & equip-ment
	 Total: selected budget lines      (A+B+C+D+E)
	  Other
	 Total budget

(F + G)

	Alic
	2004
	5403
	654
	520
	380
	461
	7418
	1884
	9301

	
	2005
	5968
	643
	544
	310
	204
	7669
	1967
	9636

	Berg
	2004
	8970
	943
	663
	323
	313
	11212
	4364
	15576

	
	2005
	8951
	1015
	690
	308
	244
	11208
	3047
	14255

	Br I
	2004
	6036
	686
	834
	195
	174
	7925
	2474
	10399

	
	2005
	6227
	665
	810
	188
	162
	8053
	2282
	10335

	Br II
	2004
	5826
	543
	540
	151
	107
	7167
	2195
	9362

	
	2005
	5790
	545
	409
	147
	132
	7024
	1812
	8836

	Br III
	2004
	5540
	519
	697
	158
	113
	7027
	1837
	8865

	
	2005
	5630
	514
	573
	163
	104
	6983
	1756
	8739

	Cu
	2004
	7373
	757
	463
	268
	285
	9147
	3110
	12257

	
	2005
	7058
	747
	503
	239
	153
	8700
	3474
	12174

	FF
	2004
	6224
	819
	797
	256
	544
	8639
	2099
	10738

	
	2005
	6317
	666
	918
	237
	294
	8432
	1783
	10214

	Kar
	2004
	6929
	592
	502
	226
	451
	8699
	1617
	10316

	
	2005
	7167
	686
	495
	257
	289
	8894
	1687
	10581

	Lux I
	2004
	5801
	652
	487
	94
	192
	7225
	2009
	9233

	
	2005
	6423
	652
	474
	113
	77
	7739
	2132
	9871

	Lux II
	2004
	3912
	686
	445
	119
	877
	6040
	1393
	7432

	
	2005
	3905
	779
	373
	122
	367
	5547
	1726
	7273

	Mol
	2004
	9238
	1270
	1361
	263
	322
	12453
	3497
	15951

	
	2005
	9343
	1258
	1392
	271
	178
	12441
	3545
	15986

	Mun
	2004
	6631
	549
	511
	395
	292
	8378
	3047
	11425

	
	2005
	6679
	599
	562
	202
	299
	8341
	2930
	11272

	Var
	2004
	6867
	778
	618
	226
	209
	8698
	3099
	11797

	
	2005
	7129
	821
	631
	252
	160
	8992
	3318
	12310

	Aver-
	2004
	6266
	661
	623
	204
	238
	7992
	2373
	10365

	Age
	2005
	6371
	668
	593
	190
	172
	7994
	2260
	10254

	% increase 04-05
	+1,7%
	+1,1%
	-4,8%
	-6,9%
	-27,7%
	0,0%
	-4,8%
	-1,1%


Table 5.a. Cost per pupil (selected budget lines only - Column F of Table 4) and number of pupils
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Table 5.b. Cost per pupil (total expenditure - Column H of Table 4) and n° of pupils
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4.   Receipts

4.1.   School fees

The three main elements in the correct calculation and collection of school fees are:

· the classification of pupils into one of the three categories fixed by the Board of Governors, which determine the level of fees payable;

· decisions on exemption from school fees on grounds of financial hardship;

· the follow-up of unpaid invoices.

The financial control unit verifies school fees through checks on the data in the ELEE/FEE computer system and by sample checks on individual invoices.
In 2005, the Board of Governors made various changes to the rules on school fees, including a new requirement that 25% of the fees for category III pupils should be paid in advance.  For the 2005/2006 school year, this rule was applied only to new Category III parents seeking enrolment of their children for the first time.  It could not be applied to existing parents because the Board did not finalise the new rules on fee exoneration until after the start of the school year and because of anticipated administrative problems in organising the invoices for all existing parents at relatively short notice.

The advance payments from new parents were collected without any change to the computer system but such a change will be essential to extend the system to all parents for the next school year.  Work is currently in hand to implement the required changes.  

Co-ordinated legal action is being taken in the Belgian courts by groups of parents in the schools of Brussels and Mol to contest the recent rises in school fees.  All the written depositions have now been made and the hearing is expected to take place in April.  Another case is being pursued in Germany, after it became clear that the competence of the Complaints Board would not be extended to hear such cases.  I reported last year that similar legal action was expected in Luxembourg and Varese, but this has not materialised.    

4.1.1.   Classification of pupils

The Court of Auditors has emphasised the need for an annual check to verify the status of pupils in Category I (parents employed by EU institutions or other qualifying employers, not subject to school fees).  It is important that the Directors should countersign the summary record of these checks.

Examples of issues that arose in 2005 on the classification of pupils were: missing information on the start and end-dates of short-term contracts; confusion about the date when a contract of less than 12 months becomes Category I if it is extended; status of satellite organisations of the institutions; a number of individual cases of special circumstances; classification of pupils by reference to their guardians.

4.1.2.   Exemption from fees

Exemption from school fees on grounds of financial hardship requires the schools to verify the annual income of applicant parents.  This can be a complicated and time-consuming process.  Normally the schools require tax statements as proof of income, but a number of difficult cases arose where recent tax documents were not available.  It then becomes a matter of judgement whether other more recent documents may be used instead.

The new rules on exoneration decided in October introduced additional complications, particularly regarding the transitional measures for existing pupils.  The financial control unit identified a number of errors, and the computer software was modified as a result.  

Tables 6 and 7 show the number of pupils receiving total or partial exoneration of fees and the amount of revenue foregone.

Table 6.  Exemptions from school fees (number of pupils) - 1999/2000 to 2004/2005

	
	99/00
	00/01
	 01/02
	02/03
	03/04
	04/05
	5 year change
	99/00 Exempt / Cat III
	04/05 Exempt / Cat III

	Alic
	
	
	
	42
	49
	48
	 
	 
	7,5%

	Berg
	124
	104
	112
	116
	142
	118
	-4,8%
	17,7%
	21,6%

	B I
	46
	43
	37
	31
	36
	34
	-26,1%
	6,3%
	6,4%

	B II
	27
	30
	30
	35
	39
	31
	+14,8%
	9,2%
	13,5%

	B III
	20
	28
	38
	53
	61
	48
	+140,0%
	7,5%
	11,5%

	Cu
	53
	52
	51
	57
	68
	79
	+49,1%
	7,1%
	10,8%

	Ff
	
	
	
	3
	7
	7
	 
	 
	1,6%

	Ka
	207
	211
	182
	182
	177
	156
	-24,6%
	20,1%
	19,3%

	Lux I
	25
	19
	30
	35
	36
	26
	+4,0%
	3,6%
	4,5%

	Lux II
	
	
	
	
	
	5
	 
	 
	3,6%

	Mol
	188
	198
	192
	183
	184
	194
	+3,2%
	32,8%
	39,4%

	Mun
	43
	28
	32
	29
	29
	42
	-2,3%
	9,5%
	11,5%

	Var
	53
	58
	58
	60
	54
	63
	+18,9%
	6,9%
	12,5%

	Total
	786
	771
	762
	826
	882
	851
	+8,3%
	12,6%
	13,3%


Table 7.  Exemptions from school fees (euro) – 1999/2000 to 2004/2005

	
	99/00         €
	00/01         €
	 01/02        €
	02/03         €
	03/04         €
	04/05         €
	5 year change

	Alic
	
	
	
	57.688
	84.412
	98.371
	 

	Berg
	160.609
	136.137
	171.244
	196.808
	337.313
	328.171
	+104,3%

	B I
	59.087
	56.374
	57.379
	48.490
	80.791
	81.171
	+37,4%

	BII
	49.308
	50.484
	48.444
	54.802
	87.478
	88.415
	+79,3%

	B III
	35.718
	46.443
	64.997
	89.263
	124.515
	116.546
	+226,3%

	Cu
	78.731
	76.926
	71.099
	86.531
	128.477
	183.403
	+132,9%

	Ff
	
	
	
	3.115
	19.373
	16.689
	 

	Ka
	153.139
	175.482
	184.755
	235.151
	321.139
	333.334
	+117,7%

	Lux I
	28.186
	28.878
	39.039
	43.311
	66.031
	54.961
	+95,0%

	Lux II
	
	
	
	
	
	2.816
	 

	Mol
	293.384
	296.458
	311.023
	334.367
	468.415
	551.111
	+87,8%

	Mun
	51.231
	42.183
	52.586
	55.061
	74.232
	124.995
	+144,0%

	Var
	79.909
	92.117
	99.253
	111.616
	130.093
	175.375
	+119,5%

	Total
	989.302
	1.001.482
	1.099.819
	1.316.203
	1.922.269
	2.155.358
	+117,9%


The figures show that the overall proportion of pupils with exoneration in relation to the number in Category III has remained almost stable over the 5-year period, increasing from 12.6% to 13.3%.  Mol, Bergen and Karlsruhe have the highest rate of exempted pupils.  Mol and Bergen also have the highest amounts of school fees written off as unrecoverable, as shown in Table 8.

Over the same period, the average amount exempted for the pupils concerned has more than doubled  from € 1,259 to € 2,533.  This is no doubt to be expected as a result of the increase in the fee rates over the same period.

4.1.3.   Unpaid invoices

The financial control unit monitors the decision of the Board of Governors that, if the fees are not paid at the end of the school year, the pupils in question should not be admitted for the following year, unless the Administration Board extends the time to pay.  In 2005, there were 7 cases where this rule was not respected (Brussels III, 3 cases; Alicante, 2 cases; Mol, 2 cases.)

Table 8 shows the amount of unpaid school fees outstanding at the end of each of the last 5 school years.  The amount outstanding in September 2005 shows a significant increase compared with previous years; it is more than double the figure for 2003.  This now represents around 1.8% of fees invoiced.  The amount finally written off as unrecoverable over the past 6 years averaged around €29,300 per year, which is around 0.15% of the budget for school fees.

It should be noted that, of the unpaid fees of around € 45,000 outstanding at Alicante at the end of the school year 2003/2004, €19,600 was subsequently written off by decision of the Administration Board.  There is nevertheless again a high amount of almost €50,000 outstanding at the end of 2004/2005.  It is understood that a proposal will be made to the Administration Board to write off a further amount of €40,000.  These high amounts of unpaid fees, particularly at a new school, are a matter of concern.

Table 8.  Uncollected school fees and amounts written off (euro) 

	
	Outstand-ing at Sep. 00
	Outstand-ing at Sep. 01
	Outstand-ing at Sep. 02
	Outstand-ing at Sep. 03
	Outstand-ing at Sep. 04
	Outstand-ing at Sep. 05


	Written off Apr. 2000 – Mar. 06

	Alic
	
	
	
	1,071
	44,821
	49.325
	19.622

	Berg
	14,797
	26,401
	19,533
	30,470
	53,453
	62.358
	32.856

	B I
	45,161
	42,773
	43,221
	52,678
	50,978
	68.984
	31.193

	B II
	2,910
	7,688
	8,837
	4,759
	1,232
	1.340
	4.255

	B III
	6,640
	8,212
	8,278
	6,650
	17,342
	28.548
	11.476

	Cu
	7,900
	8,351
	4,951
	16,732
	3,984
	3.305
	10.231

	Frank
	
	
	
	38
	5,347
	10.112
	38

	Ka
	2,396
	1,349
	0
	7,066
	5,116
	2.299
	2.009

	Lux I
	9,720
	11,715
	11,296
	7,823
	26,737
	25.462
	2.862

	Lux II
	
	
	
	
	
	17.376
	0

	Mol
	18,947
	17,961
	16,123
	18,974
	23,832
	52.074
	40.391

	Mun
	0
	1,403
	0
	0
	770
	0
	1.403

	Var
	676
	775
	2955
	4,226
	8,583
	6.248
	19.412

	Total
	109,147
	126,628
	115,194
	150,488
	242,195
	327.431
	175.748


4.2.   Receipts from the Commission

It is worthy of note that, mainly as a result of the underspend in recent years, the call on the balancing contribution from the Commission has been considerably less than forseen in the intial budget.  Despite this reduction, there have still been substantial surpluses. (See Annex A which summarises expenditure and receipts for each school in 2004 and 2005.)

Table 9.  Receipts from the Commission

	Commission contribution A/c 70 2001

	
	Initial budget
	Actual receipts
	Difference        €
	Difference %

	2002
	108.024.760
	102.066.107
	-5.958.653
	-5,5%

	2003
	114.786.531
	109.805.050
	-4.981.481
	-4,3%

	2004
	127.424.022
	118.357.032
	-9.066.990
	-7,1%

	2005
	127.000.000
	116.388.280
	-10.611.720
	-8,4%


4.3.   Other receipts

In my previous reports, I have drawn attention to the substantial amounts still owed to the schools by certain teachers seconded by Belgium.  These amounts relate to arrears of national salary received more than ten years ago and all the staff concerned have left the schools.  Apart from some small amounts paid off by instalments, there has been no significant change in the situation in recent years.  In September 2005, the total amount still outstanding was around € 345,000 (Brussels I, € 242,000; Brussels II, € 35,000; Mol, € 43,000; Luxembourg, € 24,000).  In my view, the Administration Boards should now decide whether any recovery action is possible or whether these amounts should be written off.

Despite the interest shown by the Administrative and Financial Committee last year, there has been no change in the situation regarding the cost of furniture and equipment at Brussels II and Brussels III which was charged to the budget although, in the view of the European Schools, it should have been provided free of charge by Belgium under the terms of the Agreement of 1962.  The total amount shown in the accounts as outstanding is € 832,000.

As I reported last year, following a back-dated change in Belgian legislation on family allowances, a substantial payment is expected from Belgium to the schools.  The information requested by the national authorities was supplied towards the end of 2004 but no payments have yet been received.

5.   Accounting and administrative procedures

5.1.   The new schools

In my report last year, I noted that further progress was needed at Luxembourg II to establish adequate financial procedures.  While there are currently no specific issues to report in this respect, it should be noted that the new administrator-bursar, selected in December 2005, is still not in post.

With regard to Frankfurt, the national authorities have still not taken the necessary implementing measures to enable the school to benefit from exemption of Value Added Tax, as foreseen in the host country agreement.  The amount in question now stands at around € 400 000.  There is also an unresolved dispute with the national authorities over the cost of certain maintenance carried out for the school.

5.2.   The Reserve Fund

One of the functions of the financial controller, specified by article 85 of the Financial Regulation, is to give advance approval to use of the Reserve Fund to meet short-term cash-flow problems in the schools.  In 2005, advances were made to Varese and Karlsruhe.  For a period of several months, it was necessary to advance almost the full amount of the Reserve Fund (€ 2.03 million) to resolve the liquidity problems at these schools.  There would seem to be a structural problem at Karlsruhe, where a relatively high proportion of the budget is financed by fees which are received only towards the end of the financial year.  A complete record of the use of the Reserve Fund is included each year in the final accounts of the Office of the Secretary General. 

  5.3.   Follow up to the Report of the Court of Auditors

In its report of November 2005 published in the Official Journal, the Court of Auditors stated with regard to the European Schools, “For the financial year 2004, the audit of the Court did not reveal any material issues to be reported in its annual report.”

In its specific report addressed to the Board of Governors, the Court of Auditors noted that, in the course of its audit, it found no material errors such as might call into question the reliability of the accounts it examined and the legality and regularity of the underlying transactions.

The Court of Auditors nevertheless commented in its report to the Board that the accounting rules for fixed assets were not harmonised and the results of inventories were not reconciled with the accounting records.

In response, the financial control unit drew up new guidance notes on administrative and financial procedures for the inventory, which were issued by the Secretary General in February 2006.

The Court of Auditors also commented on the differential adjustment (see section 3.2 above).

In its previous report, the Court of Auditors recommended that, with regard to the validation of transactions by financial control, a risk analysis should be prepared.  This question is linked with the analysis that would be required to give effect to the proposal endorsed by the Board of Governors in April 2005 to modify the responsibilities of the financial controller.  Work is on hold while discussions continue on the revision of the Financial Regulation.  

In response to the previous report of the Court of Auditors, the Secretary General confirmed that the COBEE accounting software would be up-dated.  The project for the renewal of all administrative software has been approved and the work began at the start of the year.

6.   Conclusions and recommendations

I am pleased that I am again able to report that, in my opinion, satisfactory systems and procedures are in place in the schools to ensure that financial administration is carried out in accordance with the regulations.

The action points listed in my previous reports are set out below, up-dated in accordance with this present report, with notes on the current position.

	1.  In addition to confirming the regularity of specific operations, the financial control unit should continue in its function of providing advice and developing new procedures.
	Proposals have been endorsed in principle by the Board of Governors but are linked to a review of the Financial Regulation.  

	2.   Further management inspections should be carried out.
	A management inspection was carried out at Brussels I in November 2003, with a follow-up in December 2004.  The report has been submitted to the Board of Governors.  This completes the first cycle of inspections (except for the new schools).  The future of these inspections needs to be reviewed.

	3.  The financial regulation and financial procedures should be reviewed.
	In hand, as part of the follow-up to the report of the Troika Working Group on Finance.

	4.   The financial control unit should continue to give a high priority to the verification of salaries and allowances.  The school administrations should themselves carry out periodic checks.
	Continuing.  There is a backlog in completing the checks on personnel files of newly appointed teachers.

	5.   Although the administration of salaries is in general satisfactory, there are potential weaknesses in the system.
	The question of improvements to the MIK system, or its replacement, should be re-opened.

	6.  The application of article 37 of the staff regulations (overtime limits) should continue to be monitored.
	Continuing.

	7.   The COBEE accounting system needs to be up-dated.
	In hand, as part of the project to renew all administrative software.

	8.   The ELEE system needs to be refined and extended to the primary.
	See point 7.

	9.   Some Member States are not fulfilling the requirement of article 49.2.a of the staff regulations to notify national salaries direct to the schools.
	The difficulty remains.

	10.  The schools should maintain their personnel files in accordance with annex II of the staff regulations.
	The files are generally in good order, but do not always fully comply with the regulations, which seem unduly stringent for routine administrative documents.

	11.  The differential adjustment is still a difficult area.
	Uniform procedures are now in place and good progress is being made in reducing the backlog of old cases

	12.  No change is needed in the rate of contribution to the Sickness Insurance Fund, but the situation should be kept under review.
	Continuing.

	13.  The time credits formula should be clarified. The management reporting system should be developed to confirm that the rules are respected on creation of classes and courses.  
	A Working group on time credits has been set up and has submitted a preliminary report.  See also point 7.

	14.  The cost of replacement staff should be kept under review.  Absence on sick leave should be closely monitored within the schools.  Training courses and meetings should be held outside term-time if possible, should be less frequent and affect fewer staff at any one time.  The memorandum on unpaid replacement should be strictly applied.
	The Board of Governors has accepted the recommendations of a Working Group on replacement of teaching staff.

	15.  Joint purchasing should be encouraged.
	Previous initiatives have lapsed.  Some form of centralised purchasing may be desirable.

	16. The limit of € 6000 for competitive tendering should be kept under review.
	See point 3.

	17.  The percentage of appropriations carried over from one year to the next should be kept under review.
	Continuing.

	18.  The Board of Governors should consider whether the present rate of budget subsidy to the canteens is appropriate.
	Budget allocations to the canteens of some schools were reduced in 2005. 

	19.  The schools should continue to carry out careful checks to verify the status of pupils in Category I (pupils not subject to school fees).  Applications for exemption from fees on grounds of financial hardship should be dealt with as quickly as possible.  High priority should be given to following up unpaid invoices.
	Continuing.

	20.  Arrears of salary are still owed by some Belgian teachers.
	The Administration Boards of the schools concerned examined the question in 2002 but there has been no further progress.

	21.  The question of Belgian family allowances should be resolved.
	The central Office has provided the national authorities with the information they need to make payments back-dated to 1995.

	22.  Action should be taken to follow up the amount claimed from the Belgian authorities for equipment at Brussels I and Brussels II.
	No progress.

	23.  Further progress is required in the revision of the Manual of Accounting and Administrative Procedures.
	The Troika Working Group on Finance has proposed that this work should be included more explicitly in the remit of the financial controller.

	24.  The inventories must be improved.
	Revised instructions on administrative and financial procedures for inventory management were issued in 2006.

	25.  The regulations for chargés de cours need to be reviewed.
	A Working Group has been established.


A H DAVIS

15 March 2006

2006-D-472-en-1 Annex A

	2004 : RECEIPTS, EXPENDITURE AND SURPLUS : € 000

	
	A

Budgeted receipts
	B

Actual Receipts
	C

Differ-ence

B - A
	D

Budgeted expenditure
	E

Engage-ments
	F

Differ-ence

D - E
	G

Surplus

C + F


	H

Ex-change differ-ence
	I

Credits brought forward from 2003 and not used
	J

Total surplus

G + H + I
	K

Trans-ferred to Reserve Fund
	L

Surplus carried forward as receipt to 2005

J - K

	Alicante
	9.921
	10.718
	797
	9.921
	8.268
	1.653
	2.450
	0
	4
	2.453
	0
	2.453

	Bergen
	11.484
	11.075
	-409
	11.484
	10.677
	806
	398
	0
	21
	418
	0
	418

	Brussels I
	26.022
	25.704
	-318
	26.022
	24.203
	1.819
	1.501
	0
	39
	1.541
	0
	1.541

	Brussels II
	27.066
	26.723
	-343
	27.066
	26.389
	678
	334
	0
	11
	345
	0
	345

	Brussels III
	24.246
	23.263
	-984
	24.246
	23.546
	701
	-283
	0
	12
	-271
	0
	-271

	Culham
	12.277
	10.945
	-1.332
	12.277
	10.862
	1.416
	83
	72
	5
	159
	0
	159

	Frankfurt
	8.798
	9.085
	287
	8.798
	7.440
	1.358
	1.645
	0
	31
	1.675
	0
	1.675

	Karlsruhe
	11.753
	11.308
	-445
	11.753
	11.229
	525
	80
	0
	3
	82
	0
	82

	Lux I
	34.562
	32.779
	-1.784
	34.562
	32.671
	1.891
	107
	0
	26
	133
	0
	133

	Lux II
	2.723
	2.438
	-285
	2.723
	2.059
	664
	379
	0
	0
	379
	0
	379

	Mol
	10.995
	10.469
	-525
	10.995
	10.245
	749
	224
	0
	23
	247
	0
	247

	Munich
	18.572
	16.900
	-1.672
	18.572
	16.815
	1.757
	85
	0
	1
	86
	66
	20

	Varese
	15.795
	15.363
	-432
	15.795
	15.585
	210
	-222
	0
	3
	-219
	0
	-219

	OSG
	7.987
	7.831
	-156
	7.987
	7.287
	700
	544
	0
	233
	777
	185
	592

	Total
	222.202
	214.600
	-7.602
	222.202
	207.275
	14.927
	7.325
	71
	411
	7.807
	251
	7.556


	2005 : RECEIPTS, EXPENDITURE AND SURPLUS : € 000 (provisional figures at 15/03/2006)

	
	A

Budgeted receipts
	B

Actual Receipts
	C

Difference

B - A
	D

Budgeted expenditure
	E

Engage-ments
	F

Difference

D - E
	G

Surplus

C + F


	H

Ex-change differ-ence
	I

Credits brought forward from 2004 and not used
	J

Total surplus

G + H + I
	K

Trans-ferred to Reserve Fund
	L

Surplus carried forward as receipt to 2006

J - K

	Alicante
	10.387
	10.456
	68
	10.387
	9.273
	1.114
	1.183
	0
	3
	1.185
	Not yet decided
	Not yet decided

	Bergen
	10.752
	9.658
	-1.094
	10.752
	9.285
	1.467
	373
	0
	13
	386
	
	

	Brussels I
	27.090
	25.900
	-1.189
	27.090
	25.510
	1.579
	390
	0
	36
	427
	
	

	Brussels II
	27.333
	26.679
	-653
	27.333
	26.060
	1.272
	619
	0
	4
	623
	
	

	Brussels III
	25.617
	24.799
	-818
	25.617
	24.257
	1.360
	542
	0
	33
	575
	
	

	Culham
	11.209
	10.902
	-307
	11.209
	10.689
	520
	213
	37
	6
	257
	
	

	Frankfurt
	9.399
	9.861
	462
	9.399
	8.491
	907
	1.370
	0
	13
	1.383
	
	

	Karlsruhe
	11.759
	11.639
	-120
	11.759
	11.258
	501
	381
	0
	32
	413
	
	

	Lux I
	33.272
	31.559
	-1.713
	33.272
	30.901
	2.371
	657
	0
	26
	683
	
	

	Lux II
	6.566
	6.895
	330
	6.566
	6.170
	396
	726
	0
	10
	735
	
	

	Mol
	10.703
	10.439
	-264
	10.703
	10.167
	536
	273
	0
	10
	282
	
	

	Munich
	18.712
	17.669
	-1.043
	18.712
	17.152
	1.560
	517
	0
	5
	522
	
	

	Varese
	16.429
	16.313
	-115
	16.429
	16.216
	212
	97
	0
	1
	98
	
	

	OSG
	8.535
	8.187
	-347
	8.535
	7.778
	757
	410
	0
	383
	792
	
	

	Total
	227.761
	220.957
	-6.804
	227.761
	213.207
	14.554
	7.750
	37
	575
	8.362
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