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This paper has been drawn up on the basis of the proposals for regulations adopted by the European Commission on 6 October 2011. It does not prejudge the final nature of the act, nor the final content of any delegated or implementing act that may be prepared by the Commission.
1. Introduction
The objective of the paper is to outline the main elements of the performance review process and the allocation of the performance reserve, as well as the specific elements that could be contained in the delegated act referred to in Article 20(4) to establish the criteria and a methodology for determining the level of financial correction to be applied for a serious failure of a programme to achieve the targets set out in the performance framework.
2. Measures to Achieve Performance under the CPR

Performance framework 

Milestones and targets are monitored by reference to indicators which can include, according to annex 1 of the CPR, key implementation steps and financial, output and result indicators. These indicators and targets are a subset of those in the programmes which are monitored regularly and reported in the Annual Implementation Reports and so will not create an additional administrative burden. Milestones and targets set out in the performance framework can be modified in duly justified circumstances, such as a severe economic downturn, following the reviews referred to above and following the procedure set out in Articles 15 and 26 of the CPR.
Monitoring and review of performance
The regulatory provisions on the performance of programmes on the one hand incentivise the achievement of the milestones through the allocation of the performance reserve, and on the other hand encourage preventive measures to avoid their underachievement.

Under Article 19(2), the Commission and the Member States undertake a first formal review in 2017, on the basis of the elements included in the progress report (Art 46 2 b CPR), in order to identify any priorities which are falling behind their milestones. This will lead to recommendations by the Commission. Recommended actions could include actions to accelerate implementation, address bottlenecks, reprogramming of funds to ensure achievement of the overall strategy and objectives, etc.
In addition, Member States and the Commission monitor the implementation of programmes and progress towards the achievement of milestones [Article 44(2)] even before the performance review points fixed in Article 19. Based on annual implementation reports the Commission may also issue recommendations to address issues, including issues of performance, which affect the implementation of the programme [Article 44(7) of CPR]. These issues may also be addressed during the annual review meeting (Article 45 of CPR).
Following the 2019 review the Commission will allocate the performance reserve to performing priorities and it may issue further recommendations for priorities which fail to meet their milestones.
Allocation of the performance reserve
The performance reserve consists of 5% (by Member State, category of region and CSF Fund) which is not allocated to programmes at the beginning of the programming period. The resources are allocated following the second performance review among priorities which have achieved their milestones. As long as a Member State has provided information on the achievement of all milestones, the entirety of the reserve for the Member State is allocated among performing priorities. 

The Commission will review performance of the programmes in co-operation with the Member States, based on the progress reports submitted by the Member States by 30 June 2019, related to performance to end 2018 [Article 19(1)]. The Commission may ask for further information if it is incomplete or unclear within 3 months [Article 46 (3)]. If information is not provided under Article 46 (2) and (3), the performance reserve for the relevant programmes or priorities is not allocated.

In the second half of 2019, the Commission will adopt a decision for each CSF Fund and Member State setting out the programmes and priorities which have met their milestones. Member States will then propose to the Commission the successful priorities and programmes to which the reserve should be allocated and the Commission will approve the amendment of the programmes concerned (Article 26). The revision of the programmes will involve the allocation of the reserve to successful priorities with appropriate changes to targets for 2022. 
Suspension of payments
Article 20(3) CPR provides the Commission with the possibility to suspend all or part of the interim payments of a priority where there is evidence, resulting from the performance reviews, that a priority has failed to achieve the milestones set out in the performance framework. 
Suspension of payment is a measure that will not be applied automatically merely because the milestones have not been achieved. Managing Authorities will have had adequate opportunity to take corrective measures in response to the Commission's recommendations. The Commission will suspend the payments only in cases where the Managing Authority has failed to take corrective measures in due time. 
Financial corrections
Financial corrections [Article 20(4) of CPR] will be applied solely at closure of the programme in serious cases of underperformance. 
In order to reduce complexity and to increase legal certainty, it is envisaged that:

· financial corrections will be based on those indicators in the performance framework specifically identified as relevant for this purpose (in principle, output indicators). This ensures that only indicators which are under the control of the implementing authorities can lead to financial consequences;
· for each priority there should be only a limited number of output indicators representative for the range of actions undertaken. 
3. Specific elements for the delegated act under Article 20(4) of CPR

Serious failure
According to Article 20(4) of the CPR financial corrections may be applied when the Commission, based on the examination of the last annual or final implementation report, establishes a serious failure to achieve the targets specifically identified for this purpose and set out in the performance framework. 
The determination of serious failure will take account of the efficiency of spending. Reference targets levels may be reduced pro rata to the absorption of funding in the priority. The determination of serious failure will take into account whether the underachievement of the targets was due to justified circumstances (e.g. force majeure or significant unforeseeable external factors) and if corrective actions were taken in response to Commission recommendations. In addition, serious failure will be where two or more of the identified indicators related to a priority fail to achieve 75% of their targets (at least 25% underperformance). In the case that there is only one target for 2022 for a priority and it fails to achieve 75%, this would also be considered a serious failure.
Methodology for financial correction
The level of financial correction will take account of the absorption of funding and of the level of achievement of indicators as set out above. The level of corrections will be determined on a flat rate basis in relation to the percentage of underachievement (ratio targets/spending) as follows: 
	Percentage of Achievement
	Rate of Financial Correction

	Above 75%
	0

	Above 60% 
	5%

	Above 50%
	10%

	50% or below
	25%


In any case the financial correction cannot be higher than 25% of the EU support for a priority. If the percentage of achievement of different targets leads to different rates of financial correction, the lower rate of financial correction will be applied in line with the principle of proportionality.
Where the correction resulting from a strict application of this methodology would be manifestly disproportionate, a lower rate of correction may be proposed (borderline cases). This will take account of an assessment of the reliability of data provided and any qualitative information provided by the Managing Authority.
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