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EXECUTIVE SUMMARY 

The financial management of EU Cohesion 

Policy has been a perennial problem for all 

stakeholders involved in European 

Structural and Investment Funds. On the 

one hand, the EU institutions have been 

under pressure to demonstrate that 

Cohesion Policy funds are spent both 

effectively and properly. On the other 

hand, those implementing the Funds in the 

Member States have found the regulatory 

framework for financial management and 

audit increasingly burdensome.  

The administrative burden linked to audit 

and control is particularly high when 

implementing traditional cost-based 

financial management options. Therefore 

simplified cost options and financing not 

linked to costs were introduced 

incrementally as new instruments aiming to 

simplify the implementation of Cohesion 

Policy and reduce the administrative 

burden.  

In this respect this IQ-Net thematic paper 

gathers and analyses programme 

managers’ plans and ideas on how to 

improve financial management and 

translate newly emerging simplification 

measures into programming practice. 

Overall, the introduction of Simplified Cost 

Options (SCOs) has been praised as a 

major step in the achievement of real 

simplification and FNLTC represents a 

radical simplification option, as it changes 

the focus from reimbursing costs and 

checks to tracking deliverables and results. 

In terms of implementation, IQ-Net 

programme managers have highlighted a 

high overall uptake in programmes and 

projects of SCOs. There is however, a 

significant variation in the share SCOs 

represent in terms of total eligible 

expenditure.  

Trends in use of SCOs  

 The overall share of expenditure of SCO 

is higher under ESF programmes than in 

ERDF programmes. 

 In terms of uptake of the different types 

of SCOs, flat rates are widely 

implemented and are clearly the most 

frequent type of SCOs under the ERDF.  

 Lump sums are the least used SCO type 

under all Funds. However, in cases 

where lump sums are implemented 

they usually represent a high share of 

total expenditure. 

 SCOs are particularly beneficial to use 

in operations that include staff and 

indirect costs.  

 Challenges to implement SCO persist 

such as the need to change the mind-

sets of both Managing and Audit 

Authorities, the lack of experience and 

the fear of corrections by auditors.  
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  It is essential to start thinking about 

implementation at early stages of 

programme planning and to build on 

experience. 

 There are advantages of applying 

existing rates of other programmes to 

the implementation of Cohesion Policy 

programmes 

 Concerning standard scales of unit 

costs (SSUC), own methodologies and 

calculations are usually applied under 

the ERDF. SSUC are frequently used for 

staff costs and training activities under 

the ESF. 

 Good experiences were made 

combining SSUC with flat rates for other 

costs. 

 Lump sums, have a more limited uptake 

but positive experiences were made 

when implemented. 

Financing not linked to costs (FNLTC) 

Concerning FNLTC interest from Member 

States to implement FNLTC in the 2014-20 

programme period has been limited but a 

succesful pilot project was carried out in 

Austria. 

Experiences in 2014-20 have led to two 

general lessons. 

 Take beneficiaries specific needs and 

preferences into account. 

 Coordination and cooperation (in 

particular with the audit authority) is 

crucial. 

Financial Management in 2021-27 will 

remain stable but will see an extended use 

of SCO and FNLTC. It is too early to evaluate 

the exact degree of changes, however, 

given the positive experiences using SCOs 

in the 2014-20 period and the new 

possibilities offered by the regulatory 

framework the use of SCOs is expected to 

be extended in the next programme 

period. 

Concerning FNLTC there are still many open 

questions and concerns amongst IQ-Net 

authorities and some understandable 

hesitation to implement FNLTC in 2021-27, 

given the lack of past experience. Still, 

several IQ-Net countries are actively 

assessing the potential for FNLTC in their 

future programmes. 

No decisions have yet been taken about 

the Priority Objectives or types of projects 

for which FNLTC might be suited. In most 

cases, programme managers remain open 

to the idea in principle. Others do not have 

any plans to make use of FNLTC at this 

stage 

In terms of implementation, several IQ-Net 

authorities are considering using both 

results and conditions (as offered by the 

regulation), aiming to find a balance 

between the two and a number of 

programmes consider using FNLTC for TA 

support for administrative capacity 

building. Coordination with the domestic 

audit authority is seen as crucial, 

particularly at an early stage. 

Other changes to the financial 

management system concern reducing 

the number of management verifications, 

and improving the implementation of the 

single audit approach and adaptation of IT 

systems to manage financial data. 
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1 INTRODUCTION 

The financial management of EU Cohesion Policy has been a perennial problem for all 

stakeholders involved in European Structural and Investment Funds (ESIF) from the EU level 

down to the end beneficiary. On the one hand, the EU institutions have been under pressure 

for two decades to demonstrate that Cohesion Policy funds are spent both effectively and 

properly. On the other hand, those implementing the Funds in the Member States have found 

the regulatory framework for financial management and audit increasingly burdensome.  

In each period of regulatory reform, a key question is whether the EU can 

achieve the twin goals of demonstrating regularity in spending while 

simplifying the administration of the Funds – or whether these goals are 

irreconcilable. 

This paper examines efforts to improve the financial management of Cohesion Policy 

Operational Programmes. Improving financial management in a context of Cohesion Policy 

means finding more effective and efficient implementation options for administrative 

procedures within managing authorities (MAs) and intermediate bodies (IBs). However, it also 

entails improving the financial links between implementing bodies and the European 

Commission (EC) on the one hand and beneficiaries and final recipients of ESI Funds on the 

other. Ultimately, the aim is to achieve better projects and better value for money, finding the 

right balance between sound financial management and a simplified control scheme. 

In broad terms, improving the financial implementation of Cohesion Policy programmes can 

be achieved by two possible paths of action. First, it can involve the reinforcement of 

performance elements such as the introduction of performance indicators, reporting 

requirements and measures aimed at ensuring better performance of funding programmes. 

In Cohesion Policy, several measures of this type were introduced in the 2014-20 programme 

period, e.g. performance framework/reserve, ex-ante conditionalities, additional monitoring 

and reporting requirements.2  

Second, the financial implementation can be improved by simplifying rules and procedures, 

thus freeing up additional resources for strategic and performance management and better 

project implementation, while at the same time reducing errors. This simplification path of 

action has gained significant attention during the implementation of the 2014-20 programme 

period3 and became a main guiding principle for the preparation of the 2021-27 period.  

In part, the high pressures for simplification are due to additional administrative requirements 

introduced in the context of reinforced performance elements in the 2014-20 programme 

period, which in combination with other administrative requirements have created a 

perception of unacceptably high implementation complexity.4 The EC has reacted to this 
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criticism by setting up a High-Level Group on Simplification and through adjustments of the 

rules via the so-called Omnibus regulation.5 However, in order not to disrupt implementation 

continuity most simplification measures were only introduced in the legislative proposals for the 

2021-27 programme period.6  

Many of the simplification efforts fall under the area of financial management, such as 

extension of the use of Simplified Cost Options (SCOs), financing not linked to costs (FNLTC), 

lighter audit and control requirements and the possibility to rely on existing domestic systems.  

The aim of this IQ-Net thematic paper is to gather and analyse programme 

managers’ plans on how to improve financial management and translate 

newly emerging simplification measures into programming practice. 

Looking at financial management now is timely despite the fact that the Cohesion Policy 

regulations are not yet adopted. In fact, budgetary and regulatory parameters for the new 

period are still in flux, initially because of difficulties to agree on the MFF, and institutional 

differences on the regulatory package, and most recently because of the new elements 

introduced in the EC proposals for European recovery in reaction to the Covid-19 crisis. In 

February 2020, an agreement on the overall budgetary allocations could not be found during 

a European Summit on the MFF. Moreover, the European Parliament has suspended trilogue 

negotiations on the Cohesion Policy proposals in protest over the likely cuts to the Cohesion 

Policy allocation and because the Council decided to include substantive elements of the 

Common Provisions Regulation (CPR) as part of budgetary negotiations on the MFF rather than 

in the trilogues on Cohesion Policy. Furthermore, the Covid-19 outbreak has further disturbed 

preparations and negotiations of the next programme period and has led to a temporary 

suspension of negotiations. The final approval of the Cohesion Policy legislative framework and 

thus its rules for implementation will therefore be further delayed.  

Nevertheless, despite the absence of approved legislation, decisions on the application of 

financial management procedures and options will be taken within the next couple of months. 

In fact, many technical elements of the future CPR have already been decided or are likely 

not to change significantly during negotiations. Member States and Cohesion Policy 

programme managers are therefore continuing their preparations and drafting of the 2021-27 

programmes in view of a swift adoption once the legislation is in place.7 It is thus timely to take 

stock of simplification experiences and IQ-Net programme managers’ ideas and preparations 

on how to make full use of new financial management options in view of improving the 

implementation of Cohesion Policy. 
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2 FROM REAL COSTS TO SIMPLIFIED COSTS 

2.1  Financial management in Cohesion Policy  

The question of how to organise financial management is dependant on a number of factors 

such as the legislative framework and domestic contexts and choices. Primarily, financial 

management of Cohesion Policy OPs is determined by the EU-level requirements outlined in 

the CPR, which describes institutional roles and responsibilities as well as a number of basic 

procedures.  

Financial flows in ESIF can be distinguished into three levels (see  

Figure 1). 

The EC provides liquidity to the MA in the form of different types of payments (number 1 in  

 Figure 1). Initial pre-financing, annual pre-financing and interim payments which are 

dependant on project implementation and the submission of payment claims.  

The MA pays beneficiaries (operations) (number 2 in  

 Figure 1) based on project implementation and payment claims. However, if 

intermediate bodies have been designated in the OP an additional level (2a) may be 

established. 

 A third level concerns beneficiaries’ costs linked to project implementation. This 

involves, for example, the payments from a project promoter to a construction 

company in the case of physical infrastructre projects.  

 

Figure 1: Financial flows in ESIF 

 



 

6 
 

Source: EPRC based on CPR. 

A fundamental question of financial management relates to the basis for payments. Article 67 

of the 2014-20 CPR provides for the three approaches to financial management analysed in 

this paper. Article 67.1(a) “reimbursement of eligible costs actually incurred and paid…” 

constitutes the traditional cost-based approached while point (b) “standard scales of unit 

costs”, (c) “lump sums” and (d) “flat rate financing…” are the so-called Simplified Cost Options 

(SCO). Finally, point (e) “financing which is not linked to costs…” (FNLTC) provides for the latest 

addition to the list (since 2018) and the third financial management option. These options may 

be applied at all three levels of financial flows but choosing one option at one level does not 

necessarily mean that the same option needs to be applied at all other levels. 

Figure 2: Basis for reimbursements: main options  

 

Source: EPRC. 

Figure 2 illustrates the three main options providing the basis for reimbursement. Both traditional 

approaches and SCOs are based on costs, while FNLTC is based on performance, using either 

results or conditions as triggers for payment. While the framework of financial management is 

determined by the Regulations, Member States, however, have the flexibility to choose which 

financial management option(s) (traditional cost-based, SCO, FNLTC) to use for which parts of 

their programmes, just as they choose the practicalities of implementation such as the 

designation of the authorities involved in administration and delivery. Experiences and 

challenges under each of these options, as well as plans for 2021-27 are discussed in the 

sections below. 
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2.2  Traditional approaches need simplification 

Regardless of the financing options chosen the legality and regularity of spending needs to be 

ensured. However, in practice, ensuring the legality and regularity of spending has been 

identified as one of the main sources of complexity and administrative burden.8 Specific issues 

in relation to checking regularity and legality are: ensuring proportionality between checks 

and financial risks; multiplication of layers of control (EC, national auditors, regional auditors, 

management verifications); and complex rules are more prone to errors in implementation. In 

practice, all projects are subject to management verifications by the responsible MA or IB, and 

checks by the Certifying Authority are done at least once a year and whenever an 

expenditure declaration is made. These checks may also include on-the-spot checks. In 2015 

alone, Member State authorities had to carry out more than one million management 

verifications of projects and Member States also carry out the vast majority of checks and 

audits on the spot. In 2015, over 12,000 projects were checked by domestic AAs compared to 

less than 500 checks and examination by the ECA and the ECA.9 In Bizkaia, for instance, the 

2014-20 period has seen an increase in the intensity of financial management and control work 

due to changes in the EU regulatory framework and concerns about ensuring regularity of 

spending. 

The administrative burden linked to audit and control is particularly high when 

implementing traditional cost-based financial management options. Cost-

based options are based on the assumption that all eligible expenditure will 

be reimbursed precisely to the euro. This means on the one hand that every 

euro spent needs to be traceable through invoices and proof of expenditure. 

In particular for small amounts this creates significant administrative burden. On the other 

hand, some costs are difficult to attribute directly to a project. These concern overhead costs 

or other indirect costs, such as administrative support, office supplies, electricity, 

communication tools (telephone, internet subscription), etc. In cases where a beneficiary 

implements several projects which are all benefiting from the same support structures making 

the division between projects in order to implement traditional cost-based options may be 

rather complicated. 

A practical example of how implementation of traditional cost-based implementation options 

may lead to challenges can be illustrated by the question of how to deal with value-added 

tax (VAT). VAT eligibility has been a matter of controversial discussion for some time but gained 

new prominence further to the publication of new guidelines on VAT eligibility in October 

2018.10 On the one hand, VAT may be effectively a cost born entirely by a beneficiary of ESIF. 

In those cases the argument goes that VAT should be considered as eligible expenditure. On 

the other hand, VAT is in many cases recoverable according to domestic legislation. If VAT 

were eligible in cases where it can be recovered, ESIF would effectively reimburse costs which 

have not occurred. In practice, however, it is challenging and linked to significant 

administrative burden to determine if and under which circumstances VAT can be recovered, 

as various compensation schemes indirectly linked to VAT may nevertheless also qualify. 
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The issue reached new prominence when on 30 October 2018, the EC issued a guidance note 

on VAT eligibility.11 Further to a Court of Justice12 ruling on the matter, the guidance note seeks 

to clarify changes to the interpretation of applicable law in relation to VAT eligibility, which 

resulted in tighter rules and the introduction of the concept of direct and indirect use of 

infrastructure. 

The new guidance note on VAT eligibility has led to differentiated consequences. In a number 

of IQ-Net programmes no changes and no problems were reported (AT, DK, Biz, Eng, NRW, 

Vla, Wal). The situation is quite straightforward for example in Denmark and NRW where VAT 

simply is not eligible.  

In many cases, however, a differentiated approach is applied to VAT eligible and VAT is eligible 

if non-recoverable (FI, HR, NL, Sco, W-M).  

 In Finland, VAT is in practice an eligible cost if the approved project plan states that 

VAT will remain a final cost and the beneficiary has provided a statement from the tax 

administration or a sufficient explanation that the costs related to the activity in 

question are not recoverable.  

 In Warmińsko-Mazurskie, a strict approach and systematic checking is applied as the 

VAT eligibility is subject to examination on a case-by-case basis both at the stage of 

the application for co-financing, on-the-spot controls and at the end of the project’s 

implementation. This examination is based on various sources of information and 

documents, i.e. the beneficiary's statement, information from the Tax Portal of the 

Ministry of Finance and interpretations of the relevant Tax Office.  

In some IQ-Net programmes, the overall approach to VAT eligibility has led to changes and is 

viewed critically: 

 As noted in the Czech Republic, the eligibility of VAT is of particular concern for 

municipalities due to the significant potential impacts on their budgets. If VAT were not 

eligible, municipalities would no longer be able to realise all envisaged projects. 

 In Pomorskie, the new guidelines led to far-reaching changes as Poland’s national 

guidelines also had to change and the MA was forced to withdraw a call for 

applications. From the beneficiaries’ point of view, especially NGOs, or local 

government, a broader, more flexible, approach to VAT eligibility was needed. 

Moreover, VAT eligibility verifications cause high administrative burdens. 

Overall, the question of VAT eligibility stands as an example of how traditional approaches to 

financial management options lead to complexity and need simplification. This might come 

from new financial management options which detach ESIF financing from a detailed 

verification of eligible expenditure and focus on project implementation and performance 

instead. In Denmark, for example, difficulties concerning VAT eligibility were avoided 

altogether by defining VAT as ineligible costs but introducing a flat rate on indirect costs, which 

was seen to provide sufficient compensation for a wide range of indirect costs including VAT.  

Given the overall administrative burden linked to implementing traditional cost options, SCOs 

and FNLTC were introduced incrementally as new instruments aiming to simplify the 
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implementation of Cohesion Policy and reduce the administrative burden. The following 

section will briefly introduce these instruments.  

2.3  The main purpose of SCOs and FNLTC is simplification 

Traditionally, payments were based on costs incurred, i.e. reimbursement after providing proof 

of expenditure. To this traditional cost-based approach, so-called Simplified Cost Options 

(SCOs) were offered as an alternative in the 2014-20 programme period. Although still cost-

based, SCOs have been a welcome simplification for programme managers and 

beneficiaries, who do not have to provide proof of expenditure for all costs incurred but apply 

predetermined standard rates.  

Given the strong need to simplify implementation, the EC is increasingly promoting the use of 

SCOs and FNLTC as frameworks that are potentially capable of significantly simplifying the 

financial management of Cohesion policy programmes. The Common Provisions Regulation 

(CPR (EU) No 1303/2013), as amended through the so-called Omnibus regulation, sets the 

framework for when and how to use SCOs in 2014-20 programmes. 

When to use SCOs? 

Essentially, the use of SCOs is optional and, until recently, MAs were free to choose whether or 

not to use them. However, the Omnibus regulation introduced an obligation to use SCOs, if an 

operation does not exceed €100,000 of eligible costs (only if non-de-minimis State aid is 

involved).13 By contrast, relying exclusively on public procurement excludes the use of SCOs 

(Article 67 (4), likely to be changed in 2021-27). 

How to use SCOs? 

When choosing to use SCOs the MA has three possibilities of implementation. First determine 

the applicable amounts themselves. Second, implement a SCO used in another EU or 

domestic programme. Third, use a predetermined off-the-shelf SCO provided for by the CPR 

or by a delegated act. These options are provided for by Article 67(5) which describes the 

ways to determine applicable amounts under SCOs through: 

- a fair, equitable and verifiable calculation method; 

- draft budgets (max. €100,000);14 

- the application of corresponding scales in Union policies or under schemes applied by 

the Member States; 

- rates established by the CPR or the Fund-specific rules; or 

- other specific methods. 
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In terms of using off-the-shelf SCOs, MAs may either rely on predetermined rates calculated by 

the EC and directly applicable by MAs adopted through delegated acts (see Article 67 (5a)), 

or through options provided by the CPR regulation directly. The latter mainly concern indirect 

costs (Article 68) and staff cost (Article 68a) (Figure 3). 

Figure 3: Types of predetermined SCOs (off-the-shelf) as provided for by the CPR 

 

Source: EPRC, based on CPR. 
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The introduction of SCOs15 has been praised as a major step in the achievement of real 

simplification.16 Still cost-based, SCOs aim to lighten the burden linked to providing evidence 

of expenditure. They predetermine the cost of certain items, measures or services so that only 

the realisation of those need to be evidenced. Collecting and retaining numerous invoices for 

small amounts and onerous audit procedures can thus be avoided. Overall, there are three 

potential benefits of using SCOs: 

 

an increased focus on better results; 

 

less bureaucracy; and 

 

a reduced error rate.17 

These benefits have also been confirmed by IQ-Net programme managers. For example, in 

Vlaanderen, it was noted that SCOs lead to simpler controls as the focus shifts to the phase of 

project approval, with less staff costs and receipts required and thus reduced workload and 

complexity. In Finland, SCOs have been found to reduce the workload for beneficiaries, 

accelerate the processing of payment applications and reducing the need for further 

clarifications. In NRW, the advantages for beneficiaries were highlighted as they were 

generally satisfied with the simplification that SCOs bring.18 

However, SCOs are still operating within cost-based systems. Alternative delivery mechanisms 

have been discussed repeatedly over the past years,19 and a model in which payments are 

based on defined achievements was finally presented in 2018 as part of the Omnibus 

Regulation.20 Instead of basing payments on costs, either via real costs (e.g. proof of 

expenditure) or SCOs, Member States can choose to make use of the so-called financing not 

linked to costs (FNLTC) approach. According to Art. 125, FNLTC can be based on the fulfilment 

of conditions or the achievement of results. 

FNLTC has since been included as an option in the regulatory framework for Cohesion Policy 

2021-27 (see Section 3.2). It represents a radical simplification option, as it changes the focus 

from reimbursing costs and checks to tracking deliverables and results.21 Its introduction is also 

seen positively by the ECA, which recommends payments based on fulfilment of condition or 

achievement of results to become the preferred option across the EU budget.22 Similar 

approaches are used by the World Bank, which recommends moving away from defining 

results and rather looking into procedural aspects, e.g. defining implementation steps that 

need to be fulfilled to trigger payment.  
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3 FINANCIAL MANAGEMENT IN 2014-20 – GAINING 

EXPERIENCE WITH NEW OPTIONS 

3.1  Use of SCOs 

The efforts by the EC to promote the use of SCOs has resulted in a significant uptake and 

increasingly mainstreamed use. In autumn 2019, the vast majority of ESIF programmes made 

use of SCOs to at least some extent, particularly under the ESF (see Figure 4): 95 percent of ESF 

programmes, 73 percent of ERDF/CF programmes and 64 percent of EAFRD programmes. 

SCOs are used for approximately 33 percent of ESF expenditure, while only for nine percent of 

the EAFRD and four percent of the ERDF / Cohesion Fund. More Developed Regions make 

greater use of SCOs than less developed regions.23  

Figure 4: Use of SCOs under different ESI Funds 

 
Source: Grant C (2019) 

In order to support and strengthen the uptake of SCOs, the EC’s DG REGIO has set up the ERDF 

Transnational Network on SCOs, in which representatives of ERDF and Cohesion Fund 

programmes exchange experiences, and a similar network exists for the ESF. 24 Since its launch 

in November 2018, the ERDF SCO Network has been organising five events in different Member 

States. Amongst other activities the network organises peer-to-peer exchanges under the 

TAIEX-REGIO PEER 2 PEER instrument25 and has produced a SCO database covering ERDF and 

Cohesion Fund.26 
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The advantages of using SCO are increasingly accepted as IQ-Net 

programme managers have highlighted a high overall uptake in programmes 

and projects. For example, in Pomorskie, flat rates are used in every project 

because indirect costs are systematically settled through them. In NRW and 

Vlaanderen, all projects claiming staff costs use SCOs. In Finland, 67 percent 

of ERDF and 91 percent of ESF-funded operations use SCOs. Similarly, in the Czech Republic, 

reliance on SCOs is particularly high under ESF projects. 

There is, however, a significant variation in the share of SCOs in terms of total eligible 

expenditure. High shares were reported in Vlaanderen, where a systematic usage of SCOs for 

staff costs and related indirect costs leads to a relatively large extent of SCO use 

(approximately 36 percent of claimed costs). In NL East, standard scales of unit costs (SSUC) 

comprise 20 percent of the total costs and the flat rate two percent of total costs. In many 

cases, however, high overall uptake does not necessarily translate into high shares of total 

expenditure. In the Czech Republic, estimation for a new integrated regional programme, 

assume that flat rates will cover three to seven percent of the entire OP's allocation. According 

to the SCOs reported on SFC2014,27 Portugal declared under SCOs 32 percent of the total ESF 

costs and one percent of the total ERDF costs until the end of 2018.  

The overall share of expenditure of SCO is higher under ESF programmes than in ERDF 

programmes (see also Figure 4). In Denmark, for example, the applicable flat rate represents 

0.35 percent of total ERDF expenditure and 3.78 percent under the ESF programme. In Finland, 

the share of total costs is around five percent for the ERDF and 12 percent for the ESF despite 

67 percent and 91 percent uptake respectively. Also in Portugal, a higher share was observed 

for the ESF as compared to the ERDF despite the number of projects using SCOs being roughly 

equal.  

Regardless of the share of total eligible expenditure, the research found a high share of 

achieved simplification throughout IQ-Net programmes.  

For example, in Finland, the annual implementation report of 2019 notes 

that the extensive use of SCOs has enabled processing payment 

applications significantly faster than in the allocated 90 days.  

Vlaanderen regards SCO use to be the only way to reduce the administrative burden for all 

parties involved, given the increasingly rigorous and far-reaching audits. In Scotland, the use 

of SCOs is even relied on to resolve broader structural implementation challenges linked to the 

EC decision to suspend payments. The EC offered the approach of ‘off-the-shelf unit costs’ to 

do so. Moreover, the Scottish example illustrates that different funding streams between the 

EC and the MA and between the MA and beneficiaries do not necessarily need to rely on the 

same financial management option. In fact, the MA still pays out on the basis of expenditure 

but claims back from the EC on the basis of unit costs.  
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Figure 5: Use of different SCOs under ERDF and CF in different countries 

 

Source: ERDF SCO Network. Notes: data excludes the Netherlands. Last updated September 2019. 

Notes: FR = flat rates, SSUC = standard scales of unit costs, LS = lump sums 

In terms of uptake of the different types of SCOs, flat rates are widely implemented and are 

clearly the most frequent type of SCOs under the ERDF. According to a database compiled 

by the ERDF SCO network, flat rates account for 61 percent of all SCOs used, while SSUC 

account for a share of 29 percent.28 Lumps sums are only used in nine percent of cases. Figure 

5 provides an overview of SCO use in different countries under ERDF and CF. Under the ESF the 

uptake is more balanced between flat rates and SSUC.29  

Lump sums are the least used SCO type under all Funds. However, in cases where lump sums 

are implemented they usually represent a high share of total expenditure like in Warmińsko-

Mazurskie, where it is estimated that about 68 percent of all projects in TO 10 investing in 

education, training and vocational training for skills and lifelong learning are based on SCOs. 

In cases in which SCOs are used approximately 60 percent are implemented using lump sums 

(as compared to other types of SCOs). 

There is, however, some variation across Member States, which mainly concerns the balance 

between the use of flat rates and SSUC. While in some countries (e.g. SK, ES, PT, FR) flat rates 

are used almost exclusively under ERDF, other countries also use SSUC to a significant extent 

(BE, DE, HR, UK). Lump sums are not used at all in 17 countries and where they are used their 

share remains low. 
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Table 1: Use of SCOs under different TOs (selected IQ-Net countries and regions) 

TO  AT BE  

Vla 

CZ DK ES  

PV 

FI HR NL 

East 

NL 

North 

NL 

West 

PL 

Pom 

PL  

W-M 

PT SK 

OPII 

UK 

Eng 

1 FR                

 SSUC                

 LS                

2 FR                

 SSUC                

 LS                

3 FR                

 SSUC                

 LS                

4 FR                

 SSUC                

 LS                

5 FR                

 SSUC                

 LS                

6 FR                

 SSUC                

 LS                

7 FR                

 SSUC                

 LS                

8 FR                

 SSUC                

 LS                

9 FR                

 SSUC                

 LS                

10 FR                

 SSUC                

 LS                

11 FR                

 SSUC                

 LS                

Source: IQ-Net research. Notes: 1. FR = flat rates, SSUC = standard scales of unit costs, LS = lump sums 2. 

Cells are shown as empty if no SCOs are used, but also if the TO is not addressed by the programme(s) 

in a certain country or region.  

 

Now looking at a selection of IQ-Net countries and regions (Table 1), SCO use by Q-Net 

authorities confirms the EU-wide pattern: flat rates are most common, SSUC less so and lump 

sums are only used in a limited number of cases. It also appears that SCOs are used more in 

some Thematic Objectives and less in others. There is higher prevalence to use SCOs under TOs 

1, 4, 8 and 9, less so in TOs 2, 7 and 11.30  

IQ-Net programme managers have highlighted that SCOs are particularly beneficial to use In 

operations that include personnel and indirect costs. The reasons for this are the complexity to 

establish a link between occurred costs and eligible expenditure especially in cases where 

other activities not linked to the project funded by ESIF are also ongoing. An example would 

be indirect costs such as electricity, telephone, maintenance of the building etc., which are 

difficult to subdivide and attribute to different activities of beneficiaries. Moreover, the 

availability of predetermined off-the-shelf SCOs facilitates their implementation in practice. 

However, some challenges to implement SCOs persist. According to previous IQ-Net 

research,31 the main challenges to increase the uptake of SCOs are the need to change the 

mind-sets of both MAs and AAs, the lack of experience in using SCOs and the fear of 

corrections by auditors.32  
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In this respect, it is essential to start thinking about implementation at early stages of 

programme planning and to build on experience. For example in Portugal, where the start of 

the 2014-20 period was able to build on considerable experience and relevant knowledge in 

the use of SCOs under ESF, including among beneficiaries. As a result under TOs 8, 9, 10 and 11 

(ESF), there is a more extensive use of ‘more sophisticated’, more complex options of SCOs 

(SSUC, lump sums), and less use of flat rates. In Wales the role of past experience was also 

acknowledged. However, there the lack of experience with SCOs led to a limited use, as large 

projects (i.e. projects that were large enough to make the investment in establishing audit-

proof rates worthwhile) were already underway when the possibilities offered by SCOs 

became clear.  

  Flat rates 

Among IQ-Net programme managers flat rates are the most frequently used type of SCO. They 

have led to overall positive assessment thanks to the fact that they are easy to apply and their 

significant simplification impact. For example, in Denmark, where a 18 percent flat rate (Art. 

68 (b)) on indirect costs is widely used in ERDF and ESF projects and is considered to significantly 

reduce the administrative burden for both the MA and for beneficiaries. Because they are 

straightforward to apply, flat rates are the only used SCO by the Basque Government. In 

Portugal, under ERDF TOs, there is almost exclusive use of flat rates for the same reasons.  

Flat rates are by far used most frequently to cover indirect costs such as overheads 

(administration, electricity, communication, etc., see Figure 6). Indirect cost lend themselves 

well to be covered by SCOs because it is difficult to determine the exact amount of the costs 

that are linked to the project in particular if facilities are also used for non-project activities. 

Moreover, the existence of predetermined off-the-shelf flat rates further facilitate the uptake 

of flat rates. 

The flat rate which is easiest to implement is also the most used flat rate. An analyses of the 

SCO database collected through the ERDF SCO Network reveals that a 15 percent flat rate of 

direct costs in order to cover indirect costs (as provided by Art 68 (b) of the CPR) is used in 136 

programmes (e.g. in HR, NRW). It is the easiest option as it can be applied directly without the 

requirement for any calculations. However, in cases in which the 15 percent flat rate is not 

sufficiently high to cover indirect costs, the rate can be extended to up to 25 percent following 

a justified calculation (Art 68 (a)). This option is used in 33 programmes.  

There are, however, also limits to the use of this pre-determined SCO. In Finland, for instance, 

the 15 percent flat rate (both for ERDF and ESF) is only suitable for those projects which have 

high travel costs (e.g. due to international cooperation, network type activity or long 

distances) and are thus used to a limited extent. 
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Figure 6: Number of flat rate practices used for different purposes 

 

Source: SCO Network. Notes: data excludes the Netherlands. Last updated September 2019. 

In addition to these options IQ-Net programme managers have highlighted the advantages 

of applying existing rates of other programmes to the implementation of Cohesion Policy 

programmes (Art 68(c)CPR). For example, in Portugal, the use of experience of Horizon 2020 in 

applying flat rates under the ERDF is considered a good practice example serving as an 

‘example of security’ and thus encouraging them to use this option in similar projects. In 

England, the Horizon 2020 model of 25 percent of eligible costs for indirect costs has 

successfully been applied for projects on research and development and innovation. 

While staff costs are frequently implemented using SSUC, it may also be useful to implement 

flat rates for staff costs. In the Netherlands, a single flat rate for staff costs is being applied in all 

Dutch regions and in Pomorskie, the MA is going to introduce the use of flat rates in all Priority 

Axes for expenditure related to administrative staff. In Finland, the most common cost option 

is the flat rate option, which is viewed to be particularly suited to projects that have salary 

costs.  
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  Standard Scales of Unit Costs 

Concerning SSUC, the second most frequently used type of SCO, own methodologies and 

calculations are usually applied under the ERDF (69 percent of total SSUC use, see Figure 7). 

The available pre-determined off-the-shelf instrument (Art 68a(2)) is used in 27 percent of 

overall SSUC usage and a combination of different options only accounts for four percent.  

Figure 7: Type of SSUC used 

 

Source: SCO Network. 

IQ-Net programme managers highlighted the use of SSUC for staff costs (e.g. DK, HR, NRW) and 

training activities under the ESF (e.g. Pom, PT).  

 In Denmark, SSUC are used in the form of two fixed hourly rates, one for employed 

persons and one for persons receiving unemployment benefits or allowances.  

 Croatia made good experiences with the pre-determined off-the-shelf SSUC (Art 

68a(2)), where the latest documented annual gross salary cost was divided by 1720. 

The resulting unit costs are being used horizontally for staff costs in most calls for 

proposals where salary costs are eligible, where simplification is particularly 

appreciated such as in complex projects with many components and where 

beneficiaries have limited administrative capacity due to their small size.  

 In NRW, official data from the national statistical office was used to determined 

applicable rates for staff costs.  

 Portugal noted positive experiences in the use SSUC in the field of higher education and 

training, in integrated investment projects with a training component, or integrated 

projects in the area of public administration. For example, an investment project with 

a training component with considerably segmented costs used to generate a heavy 

administrative burden. The recent introduction of unit costs, however, is seen to have 

helped to reduce administrative burden and at the same time boost the investment 

potential of the projects. 
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Finally, IQ-Net programme managers have made good experiences in combining SSUC with 

flat rates for other costs (DK, NL West, NRW, Vla).  

In Denmark, in cases where projects consist of only few external costs the 40 percent 

flat rate of direct staff costs to cover all other costs has been successful when combined 

with unit costs. The flat rate has been introduced in both ERDF and ESF projects and contributes 

to achieving significant simplification.  

NL West also uses the SSUC option, in particular with knowledge and research institutes 

and the option to apply a 40 percent rate on other costs is regarded as very attractive 

for beneficiaries. Project partners, for example, use this to set up field labs whose equipment 

(partly used for this particular project) is then paid for.  

In Vlaanderen, all projects that have personnel costs are using the standard hourly 

rate, the 15 percent overhead costs and usually also mileage costs. This leads to a 

relatively large extent of SCO use: 36 percent of claimed costs and c. 24 percent of 

the total budget.  

  Lump Sums 

The third type of SCO, lump sums, have a more limited uptake but positive experiences were 

made when implemented. In Denmark it was noted that lump sums have not been used in the 

current programme period because they were more complex to introduce than other SCOs. 

Moreover, the applicants would need to manage their project based on a different logic. 

However, their introduction will be considered for the forthcoming programme period. West 

NL has undertaken an experiment using lump sums in the field of smart technologies with 

positive experiences. In Pomorskie and Finland, the use of lump sums is limited to projects below 

€100,000. Moreover, in Finland it has been noted that lump sums are not necessarily the most 

flexible option as they allow only limited changes. This has been problematic especially during 

the current Covid-19 context when the delivery of certain outputs (such as the organisation of 

events) may not have been possible. 

3.2  Financing not linked to costs (FNLTC) 

Interest from Member States to implement FNLTC in the 2014-20 programme period has been 

limited. So far, only Austria has made practical experiences by implementing a pilot approach 

to implement CO2-saving measures.33 There was interest in a number of other Member States, 

e.g. in the Czech Republic. However, the Czech authorities decided that it would be too 

demanding to define realistic and achievable results in the area of energy savings.  

The Austrian FNLTC pilot has been approved by the EC in October 2019 and is regulated via a 

Delegated Act.34 In the pilot, which is implemented by the Austrian IB KPC (Kommunalkredit 

Public Consulting), payments are based on achieving the initially agreed condition of tonnes 

of CO2 saved. A price of €250 per tonne was calculated on experiences made in similar 
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domestic funding schemes. The key innovation is the payment in stages – five in this case – 

based on conditions defined in advance. The first two payments were based purely on jury 

meetings, but from the third payment onwards these will depend on the achievement of 

defined outputs. For instance, the payment of 75 percent of the funding is carried out after 

achieving 50 percent of the output in 2021 (see Figure 8). 

Figure 8: Austrian FNLTC pilot: financing conditions and triggers for reimbursement 

 

Source: ÖROK. 

While FNLTC based on Art. 125 of the Omnibus Regulation has not been used anywhere else 

so far, a number of IQ-Net authorities have engaged in similar approaches based on results or 

milestones. For instance, Portugal launched a pilot Joint Action Plan (JAP) in 2018 (see Box 1). 

JAPs have been introduced in the 2014-20 programme period and are based on a results-

based logic. They allow Member States to implement parts of a programmes using a results-

oriented approach towards a predefined goal. However, the option of JAP has not been used 

by any Member State, at least not until May 2018.35 At the same time, the MA in the 

Netherlands West experimented with milestones that unlock funding for successive phases (see 

Box 2). 
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Box 1: Portuguese experience with a results-based approach under a pilot JAP in 2014-20 

The implementation of a project under an EC call for a Pilot Joint Action Plan 

is considered an interesting experience. This was part of a call for proposals 

VP/2018/010, launched in April 2018 and financed by EC TA, aimed at testing 

a result-based approach and demonstrating that it can work. Under the terms, 

reimbursement had to be based on outputs and/or results, and eligible areas 

linked to CSRs of the applicant Member State relevant to the ESF under TO 8, 9 and 10 (long-

term unemployment, youth unemployment, migrants, skills). 

The Portuguese project “Training2Work”, as one of the two projects selected, aimed to test 

a result-based approach; gather experience and share with national partners and Member 

States; use know-how acquired during the pilot project for future policy decisions. It was 

presented by the consortium comprised by IEFP (National Public Employment Service, 

applicant organisation), MAZE (Association for Development), TESE (non-profit organisation) 

and UCP-CESOP (Centre for Studies & Opinion Surveys of the Portuguese Catholic University). 

Main objective: increase the employability of the final graduates of the Apprenticeship 

Courses and facilitate their transition into the labour market. Specific Objective 1: enhance 

the quality of the training experience and particularly the practical training in the work 

context for 200 trainees. Specific Objective 2: increase the transversal skills of 200 trainees. 

Regions covered: Regional Delegation of the Centre (Coimbra and Viseu) and Regional 

Delegation of Lisbon and Tagus Valley (Amadora; Lisboa, Seixal). 

Considering the interventions that foresee “Training for young people between 16 and 24 

years old and 9 years of schooling or higher attending the final-year of 3 year VET”, 3 unit 

costs were established based on a draft budget as synthesised in the following table: 

 

Based on this experience (largely presenting an intermediate degree between SCOs and 

FNLTC) as well as a significant experience with the application of SCOs, Portugal is 

considering the potential areas for FNLTC application under ESF-related thematic areas in 

2021-27.  

Source: AD&C Portugal and IQ-Net research. 
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Box 2: Setting milestone conditions in the Netherlands 

In the Netherlands, the MA in NL 

West has already experimented with 

setting milestone conditions that 

unlock funding in 2014-20: meeting 

the milestone of phase 1 would 

unlock the funding for phase 2, and so on. In the 

case of a project that developed remotely 

piloted aircraft technology for emergency 

droppings, the MA performed an on-site check 

on the milestone conditions during a test flight. For example, a ‘smart technology scan’ 

would check if the project results met the milestones* and thus whether the project could 

receive an interim payment to progress to the next phase. A milestone for this particular 

project would be that ‘the drone drops x amount of goods in a straight line from x metres 

altitude’.  

This experimental approach is generally regarded positively, as it was possible to use the 

scan results instead of invoices in the payment system. However, not all projects can be 

divided in clear phases in advance or would fit in a standardised description of results 

eligible for FNLTC. This will especially be the case in larger projects / projects that have a 

consortium of partners. As such, call description will have to be very specific, whereas the 

West NL programme is used to preparing broad, non-prescriptive calls. 

Source: MA Kansen voor West, the Netherlands, and IQ-Net research. 
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4 FINANCIAL MANAGEMENT IN 2021-27 – TAKING THE 

NEXT STEP 

4.1  Limited changes: reform not revolution 

Stability is an important consideration amongst IQ-Net programme managers. There will not 

be any fundamental reviews to the financial management approaches or the management 

and control systems. Instead, there will be a number of rather targeted modifications. 

Accordingly, financial management approaches are not expected to fundamentally differ 

from the current period. The majority of funding will continue to be implemented through a 

cost-based system, predominantly grants based on real costs. 

IQ-Net programme managers indicated that expected changes will be limited. Most 

envisaged only minor changes (AT, CZ, NL East, NL West, NRW), with some programme 

managers foreseeing a number of more significant changes (FI, HR, Pom, Vla, W-M). Most 

envisaged modifications relate to the increased use of SCOs (e.g. AT, FI, Pom, SK), continuing 

the trend from the current programme (Vla).36 A limited number of programmes also considers 

exploring the use of FNLTC (e.g. DK, PT) or increasing it (AT). Stability is important, for instance 

in Bizkaia, where project managers consider that making changes to established procedures 

could lead to implementation risks, e.g. reducing demand for support by potential 

beneficiaries. Project managers in Bizkaia are not convinced of the benefits of moving towards 

SCOs, as domestic schemes are based primarily on real costs and there are no plans to 

change this. 

Similarly, stability can be observed looking at the co-financing approach (CZ, FI, NL, Pom, PT, 

Vla, W-M) as the traditional sources of co-financing (central, regional and municipal budgets 

or a combination thereof) will be continued in the 2021-27 programme period. Moreover, 

efforts to mobilise private funding will remain an important element of IQ-Net programmes. 

Changes to the co-financing approach follow the broad trend for the 2021-27 period of 

simplification. In Denmark, for example, the ongoing streamlining of domestic programme 

funds also involves defining opportunities for using domestic funds for co-financing of Structural 

Funds projects. It is the intention of the Danish Executive Board for Business Development and 

Growth to simplify and thus strengthen synergies between the use of EU and domestic funds.  

It must be noted that, in most IQ-Net programme, preparations on the possible modifications 

to the financial management system are still ongoing and it is too early to provide information 

on the expected degree of change (Biz, DK, NL North, PT), As Denmark highlights, the thematic 

focus of programmes needs to be defined first, before decisions on the appropriate financial 

management approach can be taken. In some cases, such as in Austria, the programming 

process was quite advanced, but this has changed in the first half of 2020. The main reason is 

the Covid-19 crisis, but also the introduction of the JTF, which are both likely to impact on the 

programme content, thereby shifting thematic priorities. 



 

24 
 

4.2  Use of SCOs: further expansion 

The regulatory proposals for ESI Funds 2021-27 encourage an increased use of SCOs, especially 

for small projects.37 The Explanatory Memorandum of the CPR proposal emphasises their 

potential contribution to lower administrative costs and a reduced control and audit burden. 

 

 

‘Greater use of simplified cost options (or payments based on conditions) for the ERDF and 

the Cohesion Fund could substantially reduce total administrative costs – by 20-25% if 

these options are applied across the board. 

The more proportionate approach to control and audits would imply a major reduction in 

the number of verifications and the audit burden for “low risk” programmes thus reducing 

total administrative costs of the ERDF and the Cohesion Fund by 2-3% and costs for 

affected programmes by a much greater amount.’38 

 

 

Several measures are envisaged to increase the uptake of SCOs. 

 A flat rate approach to the financing of Technical Assistance (TA) of Member States 

was envisaged by the legislative proposal (see CPR proposal Article 31). However, the 

application of the flat rate might remain optional as some Member States have 

expressed reservations during the negotiations given that a flat rate would be difficult 

to implement in the case of dedicated TA OPs. 

 It is envisaged to double the limit to €200,000 under which the use of SCO would 

become obligatory (see CPR proposal Article 48).  

 The limit for draft budgets should also be raised to €200,000 (€100,000 in 2014-20). 

Given the positive experiences using SCOs in the 2014-20 period and the new possibilities 

offered by the regulatory framework (introduced with the Omnibus regulation and likely to be 

continued in the next CPR) the use of SCOs is expected to be extended in the next programme 

period. As a consequence of an increase of SCO usage, traditional cost-based approaches 

based on real costs are expected to decrease. 

One reason for the expected increased use of SCOs will be due to contextual changes, which 

is expected to increase their uptake even in programmes were the extension of SCOs is not 

actively sought (e.g. Biz, NRW, Pom).  

 In Portugal, the post-2020 EU regulations are expected to bring more legal assurances 

for putting in place SCO methodologies under various thematic areas, including by 

easing limitations in terms of public procurement and State aid. This, combined with the 

accumulated knowledge due to the practice of implementing SCOs, should in 

principle encourage an increasing use of SCOs. 

 The EC’s plans to make the use of SCOs mandatory for operations not exceeding 

€200,000 is expected to further increase their uptake (HR, NRW, Vla). 
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Another reason for the expected increased use of SCO is due to the voluntary decisions and 

actions made by fund managers. As the positive role of SCOs in terms of simplification (easing 

requirements associated with expenditure, particularly heavy for small expenses) is recognised 

by both beneficiaries and MAs, many programme managers are aiming to use SCOs as much 

as possible (e.g. DK, NL), and continue to ‘normalising’ the use of SCOs by integrating them 

into ‘day-to-day’ practices. Moreover, in the Czech Republic, the Netherlands and 

Vlaanderen dedicated working groups were set-up in order to elaborate ways to extend the 

use of SCOs in the next programme period. An increased use of SCOs is also expected in 

programmes in which SCOs are already used very extensively, such as in the Netherlands or in 

Finland, where the use of traditional cost-based approaches will be completely abolished in 

the area of TA.  

The increased use of SCOs will unfold through extending the use of existing approaches but 

also by introducing new types of SCOs and approaches.  

Table 2: Examples of planned modifications to SCO use in IQ-Net programmes 

IQ-Net programme Changes as compared to previous programme period 

Vlaanderen Intention to make more use of SCOs, using the EC’s ‘off-the-shelf’ SCOs as 

much as possible, but the introduction of an own SCO (not ‘off-the-shelf’) is 

also envisaged, involving a flat rate of 1.2 percent on personnel for all travel 

and accommodation costs. This would be mandatory for specific calls (e.g. 

internationalisation), while keeping the option to allow exceptions. 

Netherlands  Plans to make more use of SSUC. In the North, the MA is developing new SCOs 

by changing the fixed hour rates and designing a new cost system for 2021-

27. The current system is found to provide limited information for control and 

programme management.  

Denmark Introducing lump sums is considered for the first time 

Finland New flat rate model replacing the previous flat rate options. In addition, the 

lump sum option will be continued and unit costs are also planned to be 

adopted, especially under ESF+ and in relation to verifying salaries. 

Intention to have a separate application form for lump sum projects. 

Czech Republic (OP 

Enterprise and 

Innovations for 

Competitiveness) 

Plans are under consideration for using unit costs in this OP for participation in 

trade fairs and marketing actions. 

Austria ÖROK is currently working on flat rates for staff costs in the area of R&D. It also 

considered making use of a flat rate of up to 40 percent of the eligible direct 

staff costs to cover any remaining eligible costs of an operation without 

calculating the applicable rate (in accordance with Art. 67(1) and (5) CPR). 

However, this is unlikely to be used. 

Source: IQ-Net research. 
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While the specific use of SCOs is naturally dependant on a given context and priorities of a 

programme, IQ-Net programme managers have nevertheless pointed to a number of general 

lessons. 

 

Take beneficiaries’ specific needs and preferences into account. 

 The MA in Netherlands East regards its SCO approach as reasonably successful. 

However, the requirement that all partners within a consortium must opt for the same 

financial management option may hinder the attractiveness of the programme to 

consortia. 

 Portugal argues that the reasons for the use of SCOs instead of real costs might differ 

depending on type of beneficiary. For instance, for public entities some liberation 

regarding verifications associated with public procurement might serve as a significant 

incentive for abandoning real costs (and using SCOs), while for private entities, issues 

related to State aid might be an important factor. 

 In Finland, it was noted that universities are not that keen on the cost models because 

ERDF is not seen as ideal for covering indirect costs. A similar issue was observed in NRW 

where non-university research institutes have obtained an exception on the obligation 

to use SCOs for staff costs.  

 

Coordination and cooperation (in particular with the audit authority) is crucial. 

 In Vlaanderen, one of the functions of the programme is to include ‘seed money’ to 

fund experimental initiatives. The results of this practice vary: this may stimulate projects 

that turn into successful businesses, but also carry a higher risk of failure. To this end, 

clear ex-ante arrangements with the AA are crucial to avoid time-consuming 

discussions. E.g. an agreed standard hour rate avoids questioning and provides clarity 

to beneficiaries and the lead partner. 

 Portugal noted that it is important to maintain good relations with the AA in the process 

of designing an SCO methodology, in order to provide some certainty to stakeholders. 

The Portuguese AA cooperates with the AD&C and the MAs at an early stage, sharing 

its experience when it comes to identify any risks of a SCO approach. In this context, 

audit risks are discussed and problems are identified and solved pro-actively, which 

means less discussions afterwards about the audit of projects with SCOs. Such 

coordination has helped elaborate SCO methodologies that are transversal to the OPs, 

which eases the administrative burden for MAs and stimulates effective use of SCOs. 

 The simplification that SCOs bring is welcomed and the benefits are clear in the 

Netherlands West. However, it takes time for all stakeholders, including subsidy-

advisors and other intermediates, to be aware of the changes. The establishment of a 

unique front office for all Dutch regions but a region-specific workflow option has 

helped coordination and reaching local actors. 
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Finally, some caveats were highlighted when preparing the use of SCOs in 2021-27. In the West 

of Finland it was noted that IBs will have to predefine which cost options are used in each call. 

In comparison, the current approach allows somewhat more flexibility as the cost options can 

be discussed with the applicant prior to the submission of the application (i.e. they have the 

possibility of discussing these options before submitting their application form). In the Czech 

Republic, some questions as to the compatibility of the SCO approach with domestic 

legislation and audit requirements have emerged. 

4.3  FNLTC: cautious interest 

The 2021-27 proposals build on the FNLTC approach that was made possible through the 

Omnibus Regulation in 2018. The use of FNLTC is also recommended by the EC’s Simplification 

Handbook for 2021-27.39 These non-cost-based approaches allow for payments to take place 

on the basis of either achieved results or fulfilled conditions, as described in the draft CPR (Art. 

46 and 89), which in turn is based on the Financial Regulation (Art. 125): 

“Financing not linked to costs of the relevant operations in accordance with Article 89 and 

based on either of the following: (i) the fulfilment of conditions; (ii) the achievement of 

results.”40 

The key aspect of this innovation is the option of fulfilling conditions or results regardless of the 

real costs occurred in achieving these conditions. As basing payments on results brings its own 

particular challenges (e.g. time-lag until results can be measured, external factors influencing 

the achievement of conditions, etc.), particularly the term “conditions” is the most innovative 

aspect and can offer opportunities for Member States. 

In order to use FNLTC, Member States must submit a proposal to the EC using the 

template in Annex V, Appendix 2 of the CPR.41 This can either be done at the start 

of the programme period as part of programme submission or at any point during 

the programme period. It needs to provide information on the conditions to be 

fulfilled or results to be achieved, as well as related definitions of indicators and units of 

measurement (Figure 9). An EC decision will approve the proposal if all the required elements 

are fulfilled. A major advantage of FNLTC is that audits and management verifications will 

exclusively aim at verifying that the conditions of reimbursement by the EC have been fulfilled. 

Although FNLTC is entirely optional for the majority of the funding, FNLTC is compulsory for TA if 

used for administrative capacity building (Article 32 CPR proposal): “Support for such actions 

shall be implemented by financing not linked to costs in accordance with Article 89.”  
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Figure 9: Template to be used for each FNLTC operation 

 

Source: CPR draft, Annex V, Appendix 2: https://eur-lex.europa.eu/resource.html?uri=cellar:26b02a36-

6376-11e8-ab9c-01aa75ed71a1.0003.02/DOC_3&format=PDF 

https://eur-lex.europa.eu/resource.html?uri=cellar:26b02a36-6376-11e8-ab9c-01aa75ed71a1.0003.02/DOC_3&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar:26b02a36-6376-11e8-ab9c-01aa75ed71a1.0003.02/DOC_3&format=PDF
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Using FNLTC implies that the EC would limit its checks and controls to the fulfilment of the 

agreed conditions. It should be noted that the legislative provisions on FNLTC originally only 

applied to the Union contribution to the programme and not to beneficiaries. Article 48 of the 

draft CPR did not foresee FNLTC as one of the forms of reimbursement of project beneficiaries, 

but it seems that this possibility might be introduced during the negotiations. The practical 

implications of using FNLTC for the reimbursement of beneficiaries is to date not yet clear.  

  Considerations about FNLTC are at an early stage 

There is some understandable hesitation to implement FNLTC in 2021-27, given the lack of past 

experience. Still, several IQ-Net countries are actively assessing the potential for FNLTC in their 

future programmes (e.g. DK, PT), but planning is often in early stages. There are concerns that 

the concept has not been defined sufficiently by the EC, while the regulatory provisions on the 

issue remain very open and there is a large number of unanswered questions with regard to its 

implementation. It is up to the Member States to operationalise FNLTC and there is hope that 

any still open questions are going to be resolved. 

At the time of writing, only Austria has explicitly expressed their plans to implement FNLTC, i.e. 

to continue their pilot. The MA is currently evaluating the potential to extend its use to other 

types of intervention, e.g. in the area of R&D infrastructure.  

FNLTC is intended primarily as a model for the relation between the EC and the Member State. 

In Vlaanderen, the MA is reluctant to use FNLTC in MA-beneficiary relations. Also in Austria, the 

domestic systems used by the IBs are still based on real costs. 

Yet, several IQ-Net programme managers see the value of FNLTC particularly in simplifying 

domestic reimbursements between the MA or IB and beneficiaries (DK, East NL, FI). Denmark 

and the MA in Finland are of the view that simplification should be done especially for the 

benefit of the beneficiaries. Beneficiaries could potentially be able to avoid direct control of 

costs by delivering on outputs and results indicators. Portugal aims for parity: both EC-MA and 

MA-beneficiary relations should use the same principles. Considering that the financing 

conditions will be agreed between the EC and the Member State, the replication of the 

conditions at national level would be a possibility to give more legal certainty. 

No decisions have yet been taken about the Priority Objectives or types of projects for which 

FNLTC might be suited. In addition to CO2 reduction measures already implemented in Austria, 

other potential fields considered include RTDI (AT, FI) and unemployment (FI). In the 

Netherlands, the MAs in NL East and NL West do not plan to link FNLTC to specific themes in 

advance. 

Although Austria plans to expand the FNLTC approach to other themes, the extent of its use will 

depend on how the MFF will turn out in the end. The current Covid-19 crisis might lead to new 

thematic foci, meaning that other themes will receive less funding, thereby making it difficult 

to ensure a critical mass of funding available. Setting up a complex FNLTC framework only 

makes sense if it is in reasonable relation to the funding implemented through it. This is currently 
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the case in the Austrian pilot for the implementation of CO2 measures. But in the Austrian 

system there are not many other areas where there is the sufficient critical mass. The future 

Austrian ERDF programme will have a modest budget and needs to cover a wide range of 

themes, which are then delivered via several IBs at both federal and Land-level.  

To trigger reimbursements under FNLTC, the regulatory proposals offer two options: 

achievement of results or fulfilment of conditions. While no decisions have been taken, IQ-Net 

programme managers have been weighing up pros and cons of the two variants. At first 

glance, the application of FNLTC by defining results might appear easier than using conditions, 

since a results-based logic is easier to communicate to all partners involved in implementation. 

Conditions instead are entirely new and would require additional work in order to 

operationalise the concept. For Portugal, basing FNLTC on results would be less disruptive and 

make it easier to be welcomed by all stakeholders. In case of a positive decision about FNLTC, 

also Croatia would prefer the option of results. 

However, the achievement of results is complicated by the limited leverage of Cohesion 

funding, especially in countries with small budgets. Also, there is often a significant time-lag 

between investment and visible and measurable results, making the use of conditions a much 

more attractive option. Hence, Austria and Vlaanderen would prefer the use of conditions. The 

Vlaanderen MA expects it to be easier to use conditions to be fulfilled rather than results to be 

achieved. The former would be easier to define and faster to control, whereas the latter would 

require a very precise definition of something that is difficult to estimate in advance. Also 

Austria would prefer to move away from results and towards conditions. The current Austrian 

FNLTC pilot is making use of a mix of both. It defines tons of CO2 to be saved (results), but also 

has jury meetings as conditions.  

Several IQ-Net authorities are considering using both results and conditions (FI, NL East, NL West, 

PT, W-M), aiming to find a balance between results and conditions. In Portugal, there are some 

considerations about potential benefits of using the two options jointly, focusing predominantly 

on results (especially in the first instance), but also potentially integrating a component built on 

conditions. An exclusive use of conditions appears to imply a high risk for the whole system. 

A number of IQ-Net authorities consider using FNLTC for TA support for administrative capacity 

building, based on Art. 32 of the draft CPR (CZ, HR, Vla). However, in the Czech Republic, the 

EC did not agree with the proposed conception of the Czech Republic. The idea was to fund 

capacity building of already established territorial partners in the context of their framework 

Community-led Local Development (CLLD). Yet, the EC's view was that this would mean only 

preserving existing capacity and not build new capacity and thus, the EC would not support 

this case for application of FNLTC. 

In most cases, programme managers have not yet taken any decisions about the use of FNLTC 

(e.g. DK, FI, HR, NL North, NL West) and remain open to the idea in principle. Others do not 

have any plans to make use of FNLTC at this stage (Biz, CZ, NL East, NRW, Pom, Vla). In NRW, 

there are no considerations to use FNLTC. Past experiences in setting indicators as part of the 

performance framework were seen as complicated in some cases. Moreover, changing 
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contexts and unintended implementation challenges may lead to modifications, which are 

incompatible with the FNLTC approach. In Bizkaia, there is preference for the continuity of the 

current model, which is perceived to work well. FNLTC is not seen to fit with the domestic 

schemes based on real costs and there are concerns that it may reduce demand for support 

from potential beneficiaries. 

Coordination with the domestic audit authority is seen as crucial, particularly at an early stage 

(AT, DK, NL, PT). It is also a requirement deriving from the FNLTC template in Annex V of the 

draft CPR, where information about the arrangements to ensure the audit trail needs to be 

provided. In Portugal, there is a long practice of working with the AA at early stages and no 

final decisions will be taken without getting the preliminary opinion of the AA. In the 

Netherlands, the use of FNLTC is being prepared in an all-ESIF and country-wide working group 

in which the AA also has a seat. Finland uses both informal consultation and a formal ex ante 

assessment. The MA in Warmińsko-Mazurskie is planning to consult with the AA, which has 

already agreed to cooperate in the pre-evaluation of methodologies. 

  Perceived advantages and disadvantages of FNLTC 

According to IQ-Net programme managers, the main anticipated advantages of FNLTC are: 

 

1) a focus on results instead of reimbursement of expenditure (FI, PT, 

SK OPII), potentially leading to greater effectiveness (W-M); and 

2) a simplified programme implementation (AT, CZ, HR), including 

a) a reduced administrative burden for both programme 

management bodies and beneficiaries (AT, CZ, NL East, 

SK OPII, W-M), as well as 

b) easier verifications and audit (AT, FI, W-M).  

 

Yet, others are questioning the contribution of FNLTC to simplification. Setting up an FNLTC 

system is complex, requiring a lot of time. For instance, the obligatory use of a very detailed 

template is adding to the administrative burden during programme preparation (W-M). In 

many cases it might be more efficient to use an approach based on real costs (HR). After 

implementation, there are also high requirements for documenting that results are achieved 

or conditions fulfilled (DK). 

There are also a number of expected disadvantages of FNLTC: 
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  Significant risks through ex-ante setting of objectives. Defining the 

results and conditions, as well as their measurement is a crucial 

step, as future payments will depend on the achievement or 

fulfilment of these (CZ, PT, W-M).  

 Suitability is limited to certain types of projects. Projects 

achievements need to easily measurable (e.g. infrastructural 

investments). Complex or ‘soft’ projects, e.g. in the area of social 

innovation or innovation and entrepreneurship, that involve a 

wide range of actors and themes might not be suited (NL North, 

PT). 

 Measuring the achievement of results or fulfilment of conditions is complex. Providing 

prove of achievement/fulfilment can be difficult and there can be a significant time-

lag between investment and visibility of outcomes (CZ, PT). 

 Accountability of contribution. In complex projects involving a consortium with many 

partners, there will be a need to identify which partners have contributed to which 

degree to results or conditions (NL West and East).  

 Adjustments to the implementation system are needed. The monitoring and evaluation 

systems need to be adjusted to FNLTC, while at the same developing a different 

auditing and evaluation culture (PT). 

 Bias towards experienced actors. FNLTC could lead to ‘creaming’ of participants, 

choosing those most capable of reaching agreed results (PT). 

 Potential asymmetry between MA-beneficiary and MA-EC relations. This would be the 

case if FNLTC is used for payments by the EC, but financial flows between the MA and 

beneficiary are organised on the basis of real costs (NL East). 

 Loss of control. The MA does not have control over project implementation, which is 

left to the beneficiary (Vla). 

  Open questions and concerns 

At this stage in programme preparation, there are still many open questions and concerns 

amongst IQ-Net authorities. These relate to the following points: 

 Limited applicability of FNLTC. It is not an option for all parts of a programme and it 

looks like it is more suitable for some POs and less for others (AT, DK, Vla).  

 Realistic and measurable objectives. The definition of results that are both achievable 

and ambitious is challenging, as is the identification of conditions that can not only be 

fulfilled but their fulfilment can also be measured (AT, Vla, W-M). 

 Assessment of achievement of objectives (results or conditions). It is open who 

determines whether or not the set objectives have been achieved, and how and when 

this is done (NL East, NL West, Vla). 

 Link between funding and achievement of objectives. Other factors can interfere, such 

as external economic factors, institutional disruption or unexpected events (e.g. Covid-

19 crisis) (Vla). 
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 Unsuccessful interventions. The outcome of projects is difficult to estimate in advance 

and often not in the hands of programme managers or beneficiaries. It is not clear 

what happens if results of conditions are not met (Vla). 

 Requirement for different projects. Common current types of projects might not fit into 

the FNLTC logic and specific other types of projects and results might be needed (NL). 

 Audit and control. The operation of audit and control is not clear yet (DK). For instance, 

it appears that the audit risk is transferred from the beneficiary to the programme 

management bodies, as is the case also with SCOs (W-M). 

 Creation of new mind-sets. All actors involved in implementation, including auditors, 

need to be on board (AT), ideally establishing partnerships between all relevant 

stakeholders (PT). 

 Lack of concrete examples. There is insufficient experience, both at EU and Member 

State level. EC guidance with concrete examples of FNLTC is required, including 

examples for result indicators and milestones (Vla). 

 

4.4  Other changes 

  Audit and control practices 

Reducing the number of management verifications is an explicit aim for the 2021-27 

programme period. Making management verifications risk-based, instead of covering 100 

percent of operations would allow a more proportionate approach to management checks. 

This is expected to result in an important reduction of the control burden, reducing total 

administrative costs by 2-3 percent.42 

In Vlaanderen and Warmińsko-Mazurskie, a reduction of the number of verifications is 

envisaged in view of reducing the administrative burden. It will entail a more proportionate 

approach by making management verifications risk-based, instead of covering 100 percent 

of operations. Also the Netherlands is considering an increased use risk-based methods, 

provided there is a country-wide agreement amongst MAs. 

Yet, there is some scepticism with regard to risk-based sampling methods for desk-based 

management verifications. For Vlaanderen, applying risk-based methods instead of a 100 

percent control mechanism, would lead to new questions for the MA. For instance, on-site 

controls might need to be expanded. Yet, the increased use of SCOs is likely to relieve desk 

control, as the focus shifts to thorough research during project approval.  

More generally, there is good experience with risk-based methods of sampling in IQ-Net 

programme managers (e.g. DK, FI, HR, NL, W-M), as many are already using risk-based 

sampling methods for on-the-spot management verifications. 
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Where FNLTC will be used, a change from detailed cost-based control work towards the 

assessment of achieved results can be expected (NL East). This means that management 

verifications would require more knowledge on substantial project content rather than just 

financial expertise. For the MA in West Netherlands, this could require bringing new expertise 

into the MA. Vlaanderen feels that the use of FNLTC would strengthen the link between risk 

analysis and control. Control is now taking place entirely desk-based (document control), 

whereas on-site control is done on the basis of risk analysis in over 50 percent of the cases.  

IQ-Net programmes also aim to implement a single audit approach (e.g. CZ, DK, FI, NL). In the 

Netherlands, the West MA does so already, and Vlaanderen usually aligns its internal audits 

with those of the AA. North MA in the Netherlands has been trying to implement a single audit 

approach for the past few years, with limited success. Also Bizkaia considers this to be a positive 

development and has been calling for genuine implementation of a single audit approach 

for many years in terms of better coordination in the audits undertaken by different institutional 

levels. According to the MA in Finland, this is an important approach to ensure that there are 

no duplicate audits. In the past, there may have been occasions in which a project was 

audited several times: by the IB, but also by the MA as well as by the EC. Similarly, in Warmińsko-

Mazurskie, projects have been audited several times in the same accounting year in some 

instances. 

  Management of financial data 

Member States use their own administrative procedures such as various IT systems for 

managing financial data. While types and functionalities of IT systems differ significantly, IQ-

Net programme managers pointed to significant advantages of maintaining a centralised 

system for the management of financial data (DK, Eng, FI, NL, Sco). However, this may be costly 

and thus not suitable for small programmes (FI, Vla). 

 In the Netherlands, the centralisation of the IT system has been an important 

component of the current programmes and has significant benefits for beneficiaries. 

However, different ways of working in MAs of different programmes need to be taken 

into account when preparing further modifications.  

 In the Czech Republic there is a central monitoring system into which the MAs are 

entering all financial (and factual) data and which enables basic data analyses of 

financial management. This may be complemented at OP level, as in the case of the 

Integrated regional OP, a further internal tool for financial management was 

established which allows the MA to define milestones in the programme/project cycle 

and to make prognosis of financial flows. 

 Financial data management in Vlaanderen is partially automated, but manual 

operations are still necessary. This will continue to be the case given the small size of 

the OP, as it would not be cost efficient to make changes. 

Even if centralised IT systems exist the management of financial flows between the MA and 

the EC remain largely separate as compatibility of domestic IT systems with the EC’s IT system 

(SFC) are difficult to establish. Indeed, most IQ-Net programme managers have reported that 

there is no direct link with the SFC system, and reporting to the system is done manually (DK, 
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CZ, Eng, FR, HR, NL, NRW, Sco, Wal, W-M). The main reasons for this are incompatibility of 

systems and practical challenges. In England automatic links with SFC were initially planned 

but turned out to be very expensive and in Scotland difficulties to account for the €/£ 

conversions were the reason. In Finland, the possibility of an automatic digital interface 

between the domestic IT system and the SFC is being considered.  

IT systems and domestic implementation arrangements are subject to adjustments and 

modifications in view of improving functionality and adapt to contextual changes. While some 

IQ-Net programme managers only anticipate minor changes to their financial management 

systems (Biz, NRW, Vla, W-M) others are envisaging some significant changes (FI, FR, HR, NL 

East). 

 In France, a number of high level evaluations have concluded that domestic 

institutional arrangements should be simplified and the distribution of competences 

streamlined. In this respect, efforts are ongoing to adapt the implementation 

architecture and a dedicated working including a wide range of stakeholders and 

institutional actors has been set up.  

 In Finland, the number of IBs will increase as most Regional Councils are taking (back) 

the IB functions from the ‘coordinating’ councils which have been in place in the 2014-

20 programme period. Changes are also expected with respect to processing 

payments. In 2014-20, the payment has been transferred to the account of the IB, 

which have then been responsible for carrying out the payment to the beneficiary. In 

the future period, the payment will be processed directly by the MA. 

 In Croatia, changes in the number of IBs also requires a re-distribution of delegated 

functions. There will also need to be an adjustment of methodologies for management 

verifications and the MA’s methodologies for supervision of delegated functions to the 

new monitoring and control system and the related risks.  

 In Austria and NRW, digitalisation and e-cohesion is high on the agenda and will lead 

to adjustments of the financial management system in the 2021-27 programme period. 

The objective is to harness potential simplification opportunities which lie in the 

digitalisation of procedures and paperless interactions between MAs project promoters 

and final beneficiaries. 
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5 CONCLUSIONS  

The financial management of Cohesion Policy programmes is an important element of overall 

implementation. Effective financial management is critical for the absorption of the funds 

(including compliance with the decommitment rule), for ensuring the legality and regularity of 

spending, and for effective management of the performance requirements. If designed well, 

financial management can also contribute to reducing the administrative burden on 

beneficiaries and implementation bodies. In this respect, this report has analysed the uptake 

of the different financial management options, traditional cost-based, simplified cost options, 

and financing not linked to costs, as provided by the legislative framework. The main message 

of IQ-Net programmes is that while stability is important, as established systems and 

approaches provide continuity and confidence, the 2014-20 programme period served to 

gain first experience with new financial management options to provide for their extension in 

the 2021-27 period. 

  

The main messages concerning the 2014-20 programme period are: 

 

Simplified Cost Options (SCOs) 

 The introduction of Simplified Cost Options (SCOs) has been praised as a major step in the 

achievement of real simplification 

 The overall share of expenditure of SCO is higher under ESF programmes than in ERDF 

programmes. 

 Regardless of the share of total eligible expenditure significant simplification was achieved. 

 Pre-determined off the shelf SCO are easy to implement and are thus widely used. 

 In terms of uptake of the different types of SCOs, flat rates are widely implemented and 

are clearly the most frequent type of SCOs under the ERDF.  

 Lump sums are the least used SCO type under all Funds. However, in cases where lump 

sums are implemented they usually represent a high share of total expenditure. 

 SCOs are particularly beneficial to use in operations that include staff and indirect costs.  

 Challenges to implement SCOs persist, such as the need to change the mind-sets of both 

managing and audit authorities, the lack of experience in using SCOs and the fear of 

corrections by auditors.  

 It is essential to start thinking about implementation at early stages of programme planning 

and to build on experience. 

 There are advantages of making use of established SCO approaches used in other EU 

programmes (e.g. H2020) for the implementation of Cohesion Policy  

 Concerning SSUC, own methodologies and calculations are usually applied under the 

ERDF. SSUC are frequently used for staff costs and training activities under the ESF. 
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Financing not linked to costs (FNLTC) 

 FNLTC represents a radical simplification option, as it changes the focus from reimbursing 

costs and checks to tracking deliverables and results. 

 Interest from Member States to implement FNLTC in the 2014-20 programme period has 

been limited but a succesful pilot project was carried out in Austria. 

 

In view of extending the use of new financial management options in 2021-27 

programmes, IQ-Net authorities have indicated the following ideas and preparations. 

 Financial management in 2021-27 will remain stable but will see an extended use of SCO 

and FNLTC. 

 It is too early to evaluate the exact degree of changes, however, given the positive 

experiences using SCOs in the 2014-20 period and the new possibilities offered by the 

regulatory framework the use of SCOs is expected to be extended in the next programme 

period. 

 Concerning FNLTC there is some understandable hesitation to implement the new option 

in 2021-27, given the lack of past experience. Still, several IQ-Net countries are actively 

assessing the potential for FNLTC in their future programmes. 

 There are still many open questions and concerns amongst IQ-Net authorities, but many 

programme managers see opportunities in how FNTLC can contribute to an increased 

result orientation and simplified implementation.  

 Other changes to the financial management system entail reducing the number of 

management verifications, and improving the implementation of the single audit 

approach. In terms of IT systems for managing financial data, types and functionalities of 

IT systems differ significantly, but IQ-Net programme managers pointed to significant 

advantages of maintaining a centralised system for the management of financial data, 

however, this may be costly and thus not suitable for small programmes. 

 

In general terms, it can be concluded that all types of financial management options have 

their advantages and disadvantages (see Figure 10). Traditional-cost based options may entail 

significant administrative burden linked to providing evidence of all expenditure. However, 

they have the advantage to reimburse all costs precisely as they occurred. SCOs may lead to 

significant simplification in implementation but the expenditure reimbursed may diverge 

slightly from the real costs occurred. Finally, FNLTC potentially offers the highest simplification 

gains as well as the strongest link between spending and performance. However, due to the 

novelty of the approach implementation experience is still lacking. Moreover, FNLTC entails 

some risks that occurred costs might not be fully reimbursed if unexpected circumstances 

prevent the realisation of payment conditions. In this respect, Cohesion Policy implementation 

bodies face a difficult choice between ‘real costs or real simplification’. 
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Figure 10: Advantages and disadvantages of different reimbursement models 

 

Source: EPRC. 
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