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EXECUTIVE SUMMARY

The financial management of EU Cohesion
Policy programmes has long faced criticism
for excessive administrative complexity. In
response, the 2021-2027 programming
period infroduced measures aimed at
simplification, notably through Simplified
Cost Options (SCOs) and Financing Not
Linked to Costs (FNLC). These tools seek to
reduce documentation, streamline
procedures, and shift focus toward
performance and outcomes.

SCOs have been widely adopted across IQ-
Net programme authorities, with many
reporting improved financial predictability,
reduced verification demands, and beftter
alignment  with  outputs. Nonetheless,
challenges remain: setting up SCOs
involves considerable upfront effort, they
are not universally applicable, and audit
practices often remain misaligned with the
simplification logic.

FNLC represents a more radical shift, linking
payments to outputs or milestones rather
than actual costs. While promising in theory
and already fully applied under the
Recovery and Resilience Facility (RRF),
FNLC’s uptake under Cohesion Policy is still
limited. Early adopters acknowledge
benefits like enhanced efficiency and
flexibility but also face challenges with
indicator design, legal clarity, and audit
uncertainty. Successful implementation
depends on strong administrative capacity
and clear regulatory guidance.

Despite these simplification tools,
administrative burden remains a significant
issue. Most MAs perceive limited reduction
in effort compared to the previous period,
with  some even reporting increased
difficulty. Beneficiaries experience mixed
outcomes—some see tangible benefits
through digitalisation and flat-rate systems,
while others sfill face confusion and
administrative overload, especially with
mandatory SCO use in complex projects.

The overall findings suggest that while
simplification measures like SCOs and FNLC
hold potential, their benefits are often
undermined by broader systemic
complexities. New procedures,
fragmented rules, overlapping funding
mechanisms, and risk-averse verification
systems have added layers of difficulty.
Even beneficiaries, though generally well
supported, sometimes face burdens that
negate expected simplifications.

Looking forward, [Q-Net programme
authorities emphasise the need for more
systemic and proportionate reforms post-
2027. Priorities include expanding resulfs-
based approaches like FNLC where
appropriate, aligning audit practices with
simplification goals, improving digital
systems, and ensuring rule clarity and
stability. There is a shared recognition that
simplification must go beyond technical
fixes and address structural governance
issues.



1 INTRODUCTION: FINANCIAL MANAGEMENT OF EU
COHESION POLICY - FINALLY SIMPLIFIED?

The financial management of EU Cohesion Policy programmes has long been criticised for its
complexity. One of the main concerns is the high administrative burden experienced by both
programme authorities and beneficiaries. In response, the regulatory framework for the 2021-
27 programme period infroduced several measures infended to reduce documentation
requirements and, consequently, ease the administrative burden of implementation.

Among these, two measures have generated the highest expectations for simplification:
Simplified Cost Options (SCOs) and Financing Not Linked to Costs (FNLC). As nofed in the 2020
IQ-Net thematic paper':

“Overall, the introduction of Simplified Cost Options 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.”

Now that implementation of the 2021-27 programmes is well underway and mid-term
evaluations are ongoing, the 2025 IQ-Net thematic paper aims to assess the practical
application of SCOs and FNLC to determine whether they have lived up fo their promise. In
addition, other elements of the current regulatory framework - such as those linked to the
Green Deal and enabling conditions or increased frequency of reporting requirements - may
also affect financial management practices23. This paper aims to evaluate their impact and
provide an overall assessment of whether simplification has been achieved.

Such an evaluation is timely, as debates on the future of Cohesion Policy are intensifying. These
discussions include considerations of further strengthening SCOs or even shifting fully to results-
based financial management models, inspired by instruments such as the Recovery and
Resilience Facility (RRF)4.

The structure of this report is as follows. Section 2 provides a brief overview of financial
management in Cohesion Policy. Section 3 explores the implementation and practical
implications of SCOs, highlighting both their benefits and the persistent challenges faced by
programme authorities. Section 4 furns to FNLC, examining its uptake, perceived potential, and
early experiences among Member States. Sectfion 5 considers wider influences on
administrative burden beyond SCOs and FNLC, including implementation conditions, digital
systems, and audit practices. The final section (Section 6) synthesises findings and outlines
priorities for future reform, with a particular focus on achieving more proportionate, efficient
and outcome-oriented financial management.

Financial management in Cohesion Policy refers to the procedures and condifions governing
financial flows between beneficiaries and Managing Authorities (MA), Infermediate Bodies
(IB), beneficiaries, as well as between MAs and the European Commission (EC). These financial
flows follow two distinct tracks:

1. Af the programme (or ‘lower’) level, beneficiaries incur project-related expenditure
and typically submit supporting documents to MAs or IBs o request reimbursement.



2. Atthe EU (or ‘upper’) level, MAs aggregate payments to beneficiaries and periodically
submit claims for reimbursement to the EC.

Although these two processes are inferlinked, they are governed by different rules but
decisions made at one level inevitably impact the other. All payments are based on one of
the following modalities (as per Arficle 53 of the Common Provisions Regulation (CPR)):

a) Reimbursement of eligible costs actually incurred by a beneficiary or the private
partner of PPP operations and paid in implementing operations, contributions in kind
and depreciation;

b) Unit costs;

c) Lump sums;

d) Flat-rate financing;

e) A combination of the forms referred to in points (a) to (d), provided that each form
covers different categories of costs or where they are used for different projects forming
a part of an operation or for successive phases of an operation;

f)  Financing not linked to costs, provided such grants are covered by a reimbursement
of the Union contribution pursuant to Article 95.

Option (a), known as the ‘real cost’ method, requires extensive documentation to justify
expendifures. This can be especially burdensome for projects involving many small cost items.
SCOs were infroduced to address this issue, eliminating the need for detailed justification for
specific cost elements.

While SCOs offer clear simplification benefits, several implementation challenges remain.
These include the risk of double financing, data availability, developing robust methodologies,
and ensuring audit frails' 5. Additionally, SCOs are not universally applicable - their feasibility
depends on the type of expenditure and availability of supporting data. Setting up SCOs also
entails upfront administrative effort, which must be weighed against the long-term
simplification they provide. This paper will explore these challenges, identify innovative
solutions, and assess whether SCOs have led to a reduced perception of administrative
burden.

Option (f) FNLC goes a step further by entirely decoupling payments from actual costs. Instead,
payments are based on predefined outputs or milestones. While still gaining traction under
Cohesion Policy, FNLC is the sole delivery mode under the RRF. The European Court of Auditors
has raised concerns about the RRF model, particularly regarding the risk of double financings
and challenges in fracking policy outcomes of funded projects’. Nevertheless, the RRF model
is seen by some as administratively simpler. A recent European Commission communication
on the future Multiannual Financial Framework noted that “stronger focus on performance has
helped align EU policy objectives and EU spending”4.

Arficle 95, which is referred to, allows the European Commission to fund parts of a programme
based on results achieved or conditions met, instead of actual costs incurred. To use this
simplified approach, Member States must submit a detailed proposal outlining priorities,
expected outcomes, timelines, and how results will be verified. Once approved, the
Commission reimburses the Member State based on those agreed deliverables. Audits will only
check whether the targets or conditions were met—not how much was spent. The Commission
can also set general rules for this type of funding through a delegated act.



In this context, evaluating different financial management options in Cohesion Policy not only
provides practical insights to improve current implementation but also contributes valuable
evidence to inform the design of financial management systems in the next programme
period.

2 SIMPLIFIED COST OPTIONS (SCO) - EXPECTATIONS MEET
REALITY

Simplified Cost Options (SCOs) represent one of the most significant changes intfroduced to
streamline the financial management of EU Cohesion Policy programmes, referring to options
b), c) and d) of Article 53 under the Common Provisions Regulation:

b) Unit costs;
c) Lump sums;
d) Flat-rate financing.

They stand in opposition to option 'a) reimbursement of eligible costs actually incurred’, which
requires proof that every cost item has actually been incurred. SCOs by contrast pre-determine
applicable reimbursement rates based on standardised calculations. To complement the
legal provisions on SCOs, the EC has issued a guidance document to clarify their use, share
good practices and thus encourage Member States to use them more broadlys.

The guidance document® provides the following definition of SCOs:

Simplified cost options are amounts or percentages, defined ex ante, that represent the best
possible approximation of actual (real) eligible costs incurred in practice when implementing
an operation.

Therefore, they are an alternative method for reimbursing the eligible costs of an operation,
as opposed to the fraditional method where costs actually incurred by the beneficiary and
paid and are justified by invoices or payment slips (Article 53(1) (a) CPR, hereinafter referred to
as ‘real costs’) are reimbursed.

This shift towards predefining reimbursable amounts is seen as a major step towards simplifying
the implementation of EU Cohesion Policy programmes as the number of documents and
justification to be produced by beneficiaries can be reduced significantly.

To encourage the uptake and facilitate implementation of SCOs, the EC has established
transnational working groups on SCOs under the ERDF and ESF+?. These groups serve as a
regular forum for discussing all issues related to SCOs and FNLC. Implementation evidence
suggests that these efforts have paid off as SCO use in 2021-27 programmes has significantly
increased as compared fo 2014-20, building on experience in 2014-20 and due to extended
possibilities for their uptake (see Figure 1).



Figure 1: SCO and FNLC use across programme periods

ERDF 7,7 %
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Source: DG Regio (2024) SCOs and FNLC - State of play and example; 18th REGIO TN — Marseille
— 14 & 15 November 2024

However, further efforts to apply SCOs more widely are currently under preparation. For
example, the ESF+ transnational group on SCOs has drafted a position paper advocating for
a shift towards 'no more real costs'.’0. The position paper includes a roadmap outlining the
steps needed to gradually phase out fraditional cost-based reimbursement methods. While
there are no plans to completely phase out real costs under the ERDF, programme authorities
are nevertheless encouraged fo further increase the uptake of SCOs.!!

The following sections will outline the various ways in which SCOs can be operationalised in
practice, highlighting the advantages they offer as well as the challenges encountered during
their implementation.

2.1 Types of SCOs used

All Cohesion Policy programmes are using SCOs to some extent as their application was made
obligatory for operations below €200,000 (see Arficle 53.2 CPR). The real question for
programme authorities therefore is not whether to use SCOs but how to use them. The
regulations provide three different possibilities for using SCOs.

Regulatory so-called ‘off-the-shelf’ SCOs represent the first possibility. Indeed, MAs may
choose to use SCOs at the programme level based solely on Articles 51-57 of the CPR or by
relying on a Delegated Act. These provide for example pre-established flat rates for indirect
costs (Arficle 54 CPR), a calculation method for direct staff costs (Article 55), or a flat rate for
eligible costs other than staff costs (Article 56).



The second possibility are flat rates, unit costs or lump sums based on own methods and
calculations relying on ‘a fair, equitable and verifiable' calculation method, based on:

e (i) stafistical data, other objective information or an expert judgement;
e (i) the verified historical data of individual beneficiaries;
e (iii) the application of the usual cost accounting practices of individual beneficiaries;

(Article 53 CPR).

Finally, programme authorities may set up own SCOs at the EU level, meaning that
reimbursements by the EC to the MAs will be based on these SCOs. Setting up this type of SCO
requires prior approval from the EC through a dedicated appendix to the programme
(Template Annex V of the CPR). While this type of SCO primarily concerns MA - EC relations,
the Commission’s guidance note on SCOs recommends applying the same SCO also to MA -
beneficiary relations.

2.1.1 SCOs used among IQ-Net programmes

The stocktaking of SCO use among IQ-Net programme authorities revealed that all types of
SCOs are being implemented. The most frequently used SCOs are the off-the-shelf instruments
provided for by the regulations or Delegated Acts, with IQ-Net programmes indicating 29
applications by IQ-Net programme authorities of one or more SCOs in this category. SCOs
based on own methodologies are also commonly used (mentioned 18 times), while SCOs
derived from upper-level sources are less frequently applied (see Figure 2).

Figure 2: Types of SCOs used in IQ-Net programmes

Own SCO
(lower level);
18
Off the shelve
SCO:; 29
Upper level
SCO; 7

= Off the shelve SCO = Upper level SCO Own SCO (lower level)

Source: authors based on fieldwork
Note: Several sub-types of SCOs may be used under each category

2.2 The Appeal and Practical Use of Off-the-Shelf Simplified
Cost Options (SCOs)

Off-the-shelf SCOs have emerged as the most frequently used and preferred type of SCO
across Cohesion Policy programmes during the 2021-27 programme period, with 1Q-Net
programme authorities reporting some use or extended use across all types of off-the-shelf



SCOs (see Figure 3). As highlighted by multiple IQ-Net programme authorities, these instruments
offer a wide range of operational and legal advantages that have contributed to their
widespread adopftion.

Figure 3: Off-the-shelf SCO types by IQ-Net programme authorities, 2021-17
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Ease of implementation is one of the key benefits of off-the-shelf SCOs. Their pre-defined nature
allows MAs to apply them without needing to develop programme-specific calculations or to
engage in lengthy consultations with Audit Authorities (AA). As noted in , their
clarity and legal certainty reduce the need for discussion and interpretation: “the definition
has been written down in a clear way by the Commission, there is no need for discussions or
to get the Audit Authority involved.” IQ-Net programme authorities such asin and

emphasized that these SCOs present fewer challenges than other types, particularly
in management verifications. This simplicity franslates info immediate usability, both for MAs
and beneficiaries.

# In , a key simplification for the ERDF was the infroduction of a 7 percent
flat rate on indirect costs. Under the ESF+, SCOs for salaries and flat rates
provided significant simplification. The extended use of off-the-shelf SCOs is
seen as beneficial.

Flat-rate financing options have become the most popular among the various types of off-the-
shelf SCOs. This is especially tfrue for indirect (Arficle 54 CPR) and other remaining costs linked
to grants (Article 56 CPR).

In , the 40 percent flat rate for salary-based projects has been
aftractive, as it applies to a wide range of development initiatives and offers
a generous percentage. It was noted that this flat rate has become the
dominant SCO model in the multi-fund national Innovation and Skills
programme for 2021-27, even overshadowing lump sum models, which were
initially expected to play a larger role.

Frequently salary costs themselves are covered by another off-the-shelf SCO
such as unit cost hourly rates (Article 55 CPR) meaning that a SCO is being
calculated based on another SCO.



In , the compulsory use of SCOs for projects receiving less than €200,000
in funding has led to the widespread adoption of flat-rate models, including

‘ a 40 percent rate applied across several programme measures. These SCOs
are generally perceived positively, as they simplify administrative processes
and provide greater legal certainty. The availability of off-the-shelf options

' facilitates implementation and opens up a range of opporfunities. However,
choosing the most suitable optfion can be complex. A recurring challenge,
for instance, is determining the appropriate cost base to which the flat rate
should be applied.

Similar feedback came from . where flat rates have been
adopted to reduce the burden of managing third-party costs under €250.
These small expenses, although individually minor, generated
disproportionate verification work in the 2014-20 period. The flat-rate model
now simplifies their treatment, making the process less time-consuming and
more efficient for both the MA and beneficiaries. In terms of administrative
efficiency, unit costs and flat rates significantly reduce the workload during
management verifications. In particular, unit costs eliminate the need to
check pay slips, offering not only operational efficiency but also improved
data privacy protection.

While off-the-shelf SCOs are generally seen as a promising tool for reducing administrative
burden and increasing efficiency, several limitations and implementation challenges have
emerged in practice. These challenges reflect both the structural constraints of SCOs
themselves and the context-specific difficulties linked to national regulatory environments and
project realifies.

Limited availability and adaptability restrict their usefulness in more complex or atypical
projects. A narrow set of predefined models offen fails fo meet the diverse needs of all
beneficiaries ( ). particularly where State aid rules prevent flat-rate application rates -
notably for indirect costs - making them unusable in certain contexts (AT).

Another recurring issue relates to the rigidity in adapting SCOs to specific project situations,
particularly when it comes to salary reimbursement models.

Misalignment with project timelines has emerged as a technical obstacle.
Hourly cost models based on fixed annual hours, for example, can clash with
project start dates or part-fime employment rules, requiring modifications that
reinfroduce procedural burdens. In , for instance, challenges have
been reported with the hourly cost model based on 1,720 hours. Projects are
often planned according to calendar years, whereas implementation follows
an operational year starting from project approval. This misalignment can lead
to ineligible costs, particularly if beneficiaries incur salary expenses before the
official project start date. Beneficiaries must then formally request project
modifications, which adds procedural complexity. Moreover, the model is ill-
suited fo part-time employment, a common setup in universities and other
knowledge-based institutions in Finland.

Legal and procedural overlaps further complicate simplification efforts. Even
when SCOs remove the need for cost justification at payment stage, public
procurement rules still apply. In , even with a 7 percent flat rate for
indirect costs, beneficiaries must justify the categories of expenses that are
presumed to fall within this rate. This undermines the very logic of simplification,
as beneficiaries sfill need to provide supporting information —albeit less
detailed than with real-cost models.

()



Public procurement adds another level of complexity as noted in Austria. While
SCOs eliminate the need to justify procurement legality at the payment claim
stage, beneficiaries remain fully subject to procurement rules, and MAs often
lack the means to verify compliance when SCOs have been applied. This
creates a grey zone of accountability, potfentially increasing legal
uncertainty.

Several IQ-Net programme authorities have also reported that domestic accounting rules (HU)
and legislation (Fl) - particularly in the public sector -confinue to impose documentary
requirements, even when SCO regulations at EU level do not. This legal and administrative
layering weakens the simplification effort, as national procedures reinfroduce documentation
burdens that the EU rules sought to avoid.

The application of ‘up to' flat rates (e.g., up to 40 percent, Article 56 CPR) in Austria has
infroduced additional ambiguity. The AA often demands supporting analysis even when the
rate is predefined, thereby reinfroducing complexity info a supposedly simplified system.

In summary, off-the-shelf SCOs - particularly flat rates - are widely seen as tools that enhance
legal certainty, and efficiency, thus supporting the broader objectives of simplification in
Cohesion Policy implementation. Nonetheless, their practical impact is sometimes limited by
regulatory misalignments, rigid application practices, and domestic legal constraints.

2.3 Designing Own Simplified Cost Options (SCOs): Flexibility
Versus Complexity

Beyond the widely adopted off-the-shelf SCOs, some IQ-Net programme authorities have
reported opting to develop their own SCOs to better adapt to the specific needs and
operational contexts of their programmes (AT, CZ, DK, Fl, NL, PL W-M, PT). The primary
advantage of developing programme-specific SCOs lies in their customisability - allowing
programme authorities to tailor unit costs or flat rates to local redalities, project types or sectoral
characteristics (see Figure 4).

Figure 4: Own SCO types
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Autonomy and speed of implementation is often cited as a key benefits of own SCOs. For
instance, noted no prior approval from the EC is required for own SCOs when Annex V
notification is not used according to Article 94 CPR, enabling a faster and more autonomous
implementation. However, this decision comes with trade-offs, as skipping formal nofification
means foregoing certain benefits such as increased legal certainty. In fact, when coordination
with the AAprior to applying own SCOs is not possible, there is no legal certainty about their
use until auditors check the regularity of SCOs during audits after projects have been
completed.

Audit acceptance and system adaptability can pose constraints. Prior coordination between
the MA and the AA on a planned SCO model in led to a rejection of the
proposed model by the AA. The rejection was largely due to concerns about the flexibility and
long-term adaptability of these methods. Any significant change - such as fluctuating market
condifions - had required a burdensome programme modification and reapproval process.
Ultimately, the MA adopted a national-level own SCO model presented in the form of
guidelines rather than embedded in the OP, which was nearly identical to the original proposall
but easier to amend in practice.

Concerns about legal certainty and data requirements are commonly raised. One of the most
frequently mentioned issues is the low legal certainty they offer compared to off-the-shelf
SCOs. In . stakeholders expressed concerns that audit authorities could challenge the
underlying methodology, especially in the absence of formal Commission endorsement. This
risk is compounded by the need for sufficient historical data, which may not always be readily
available. Similarly, noted an additional challenge regarding the level of assurance
by national AAs when implementing SCOs under Article 53 of the CPR. Unlike Annex V
notifications, which enforce a formal opinion by the AA, national-level SCOs may lack
harmonised oversight mechanisms, thereby reducing confidence in their robustness.

Reliance on high quality data is essential for justifying own resources. In , Wwhere own
SCOs are used selectively, primarily for fixed salary rates. This is due to the availability of high-
quality, reliable historical data in that domain, which is a prerequisite for justifying own
methodologies. As noted in Denmark, developing a robust own SCO requires a solid empirical
base, and its use is only considered when both the data quality and expenditure significance
justify the effort.

Moreover, the administrative effort required to create and implement own SCOs is non-
negligible. As illustrated by experiences in , defining own SCOs necessitates
anficipating which project types will apply fo the programme and ensuring that the expected
volume of eligible projects justifies the investment in designing tailored models. For broad or
diverse programmes, predicting future project demand is particularly challenging. The design
work involved must also remain proportional to the budget envelope concerned —an own
SCO designed for a minor funding strand may not deliver sufficient return on investment in
simplification.

In sum, while own SCOs provide programme authorities with greater flexibility and the potential
for a closer fit to operational redlities, their development demands careful planning, robust
data and substantial administrative capacity. Without strong alignment between national
rules, audit expectations, and programme design logic, the use of own SCOs may end up
being more resource-intensive and risk-prone than anticipated.



2.4 Upper-Level SCOs: Legal Certainty Versus Procedural
Rigidity
In contrast to off-the-shelf or programme-specific own SCOs, upper-level SCOs - those
adopted under Article 94 of the CPR - offer a high degree of legal certainty, as they are
formally approved by the European Commission. However, this legal assurance comes at the

cost of a more demanding, fime-consuming, and administratively complex process for their
development, validation, and amendment.

Figure 5: Upper level SCOs

Lump sum

Flat rate
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Robust audit backing enhances trust in these models. As observed in Porfugal, the approval of
an Article 94 SCO requires a clear and unequivocal opinion from the natfional AA before
submission to the Commission. While the procedure is lengthy, the resulting legal guarantee -
backed by the Commission’s audit services - is highly valued. Once approved, these SCOs can
be applied to reimbursement of beneficiaries’ costs, thus extending legal certainty not only to
programme authorities but also to beneficiaries.

Nevertheless, the Portuguese experience highlights several challenges. First, constructing a
robust and defensible data set to underpin the methodology is essential, yet often difficult.
Second, any modification to a Commission-approved SCO - such as applying it fo a new
infervention area - requires a programme amendment and a renewed opinion by the AA,
significantly slowing implementation. This procedural rigidity has discouraged many
programme authorities from adopting upper-level SCOs in the first place (AT, HU).

Austria similarly reported that although Article 94 SCOs provide legal clarity regarding
methodological correctness, they are less user-friendly due to lengthy negotiafion timelines
with both the national AA and the EC. Every change requires a corresponding programme
amendment, adding further administrative burden.

Procedural inefficiencies in the approval process create additional challenges. In Czechia, a
range of programmes have incorporated upper-level Article 94 SCOs, particularly in sectors
such as technology, environmental protection, regional development and cross-border
cooperation. However, concerns were raised about the appropriateness of the current
approval process. Because the approval of upper-level SCOs and FNLC methods is fied to
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programme amendments, these very technical matters - usually negotiated between the MA
and the AA - end up being presented to Monitoring Committees, which are not always
equipped fo assess or meaningfully comment on them. It would be more appropriate o
decouple the approval of SCOs and FNLC schemes from the programme approval process.
Instead, these could be submitted directly fo the Commission after agreement with the AA,
with clarity needed on whether the Commission would adopt them via implementing
regulation, decision, or formal letter.

A further example of efforts to streamline upper-level SCO implementation was reported in

Under the previous ESF framework, a dual-level system for indirect costs was operated. At the
beneficiary level, payments were issued in instalments - 30 percent upfront, followed by further
franches based on spending thresholds. At the Commission level, however, 25 percent indirect
costs on certified expenditure were claimed, irrespective of actual beneficiary disbursements.
This misalignment proved problematic and inconsistent with Commission expectations.

To address this, it is now planned to adopt a unified system aligned across both national and
EU levels. The new payment structfure includes an advance at grant signature, tranche
payments upon reaching predefined disbursement milestones (e.g., 60 percent), and a final
adjustment (e.g., 5 percent) to account for possible corrections. This process will be mirrored in
Malta’s reimbursement claims to the Commission, ensuring greater alignment and
administrative coherence.

In summary, while SCOs adopted under Article 94 CPR provide a strong legal safeguard for
programme authorities and beneficiaries, their use is often constrained by complex and rigid
approval procedures that can slow implementation and limit flexibility. These challenges have
led some IQ-Net programme authorities to favour more agile approaches, even at the cost of
reduced legal certainty.

The following section explores how SCOs are applied across specific thematic areas,
highlighting both the diversity of implementation practices and the contextual factors that
influence their effectiveness.

The effectiveness of SCOs in delivering simplification depends on the type and thematic areas
of intervention. According to the EC’s guidance, SCOs are most appropriate where the
following conditions are met:

e For operations where real costs are difficult and/or burdensome to verify (many
supportive documents for small amounts with little or no singular impact on the
expected oufput of the operations, complex apportionment keys, etc.);

e Where reliable historical or statfistical data on financial and quantitafive
implementation of similar operations are easily available as a basis to build sound
calculation methods;

e fFor operations belonging to a standard framework, such as repetitive activities with
stable terms of conditions and standard forms of implementation;



e Where SCO methods already exist for similar types of operations under a nationally
funded scheme or under EU policies.

The use of SCOs across IQ-Net programmes is shaped not only by regulatory or institutional
factors but also by the type and thematic focus of interventions. While some authorities apply
SCOs broadly, others adopt a more targeted approach based on project characterisfics.

Blanket application models rely on flexibility and mature implementation systems that allow
SCOs to be embedded across the full spectrum of projects and priorities. In regions such as

( ). , and , programme authorities do not restrict SCO
use to specific priorities or project types. In these cases, SCOs can theoretically be applied
across all priorities, projects and expenditure categories. This blanket application reflects both
a flexible interpretation of SCO potential and a mature implementation culture.

Project diversity across expenditure categories can limit the usefulness of such broad
theoretical applicability. For SCOs to deliver meaningful simplification, funded operations must
be sufficiently similar in structure and cost composition. As noted by and

SCOs are most commonly tied to specific expenditure categories - especially staff or operating
costs. If operations within a single call are too diverse, the benefits of simplification may be
offset by the complexity of managing multiple SCOs simultaneously. This can lead to increased
administrative burden, particularly when SCOs are relevant only to a narrow subset of
beneficiaries.

Projects with a high share of staff costs consistently emerge as the most straightforward and
widely used type of project suitable for SCO application. In , and , any
measure involving staff costs is considered a natural candidate for SCOs. In ., ESF+
priorities are viewed as particularly conducive to SCO use due to their high proportion of staff-
related costs. There is both a longer fradition and stronger incentive to shift toward SCOs in
these areas, aligning with broader EU-level objectives to reduce reliance on real-cost reporting
under ESF+. The further development of SCOs for ESF-type activities was also seen as a
preparatory step for future policy directions that may mandate financing not linked to actual
costs. This observation is echoed in ( ). where vocational education and training as
well as labour market measures under ESF+ have seen the most consistent application. This is
aftributed to:

e Experience gained during the 2014-20 period by both MAs and beneficiaries;
e Predictable and recurring cost structures (e.g. staffing, unit costs);
¢ Strong implementation capacity of entities like regional labour offices.

Standardisation of inputs and outputs facilitates broader SCO application. In , SCOs
have been applied successfully across several policy areas with clear and quantifiable
outputs, particularly where inputs and costs - especially those related to personnel and
operations - are relatively standardised.

Complex investment-heavy projects present greater challenges. Despite the widespread and
successful use of SCOs under ESF+, replicating these models in ERDF-funded programmes has
proven more difficult as reported in . While ESF+ projects tend to involve regular,
structured costs that lend themselves to standardisation, ERDF operations often entail complex
infrastructure or capital investments, making simplification more challenging.

Innovation-focused projects with repeatable elements can be a suitable ground. In some
programmes such asin and , SCOs have been used in enterprise innovation
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(RD&I) projects. These projects often share repeatable structures and eligible costs, making
them suitable for flat-rate models (e.g. 15 percent of staff costs to cover indirect expenditure
according fo Arficle 54 CPR) or for lump sums in small-scale activities like studies or pilot
research - both of which are common under RD&I-focused objectives (Fl).

Thematic experiences across IQ-Net programme authorities show that while SCOs offer strong
potential in areas with predictable, repeatable cost structures - such as staff-infensive ESF+
measures or standardised innovation activities - their applicability is more limited in complex
or investment-heavy contexts. These differences underscore the importance of aligning SCO
use not only with regulatory frameworks but also with the practical realities of programme
implementation.

To better understand the strategic value of SCOs in Cohesion Policy delivery, the following
section explores their overall advantages and challenges as experienced by |IQ-Net
programme authoritfies.

Previous research on SCOs has identified various advantages and challenges related to their
practical implementation.’s With the mid-term review of programmes currently underway,
implementation is now sufficiently advanced to assess whether the initial expectations
surrounding SCOs have been realised in practice’2.

2.6.1 Enhanced focus on objectives and results as a result of
reduced administrative burden

Reduction in administrative costs and burden for beneficiaries is consistently seen as the most
significant benefit of SCOs, primarily by decreasing the amount of documentation required for
checks and verifications. This benefit appears to have largely materialised in practice,
according to IQ-Net programme authorities, all of whom reported that it had been achieved
at least to some extent. In and , it was observed that the advantage of
reduced administrative costs has grown over fime, as both programme authorities and
beneficiaries have gained a clearer understanding of the logic and operation of SCOs. In
, the use of SCOs is currently under evaluation, but initial feedback confirms their value
in easing the administrative workload for beneficiaries and, also, in simplifying the financial
management of EU Cohesion Policy in 2021-27 compared to the previous period.

Improved focus on project outcomes linked to reduced administrative burden has been
another gain | ).

In , it was noted that both the MA and beneficiaries can spend less
‘ . fime on administration and documentation when using fixed salary rates and
the 40 percent flat rate for other costs (Article 56 CPR). This simplification,
‘ ' particularly for small expenses, allows both parties to focus more on project
objectives and results.

In and , the regional programme authorities place a greater
emphasis on the quality of the project and on indicator monitoring. This
increased focus on objectives and results is also well understood by the
beneficiaries. However, as noted by the central level MA, failing to meet
targets does not automatically lead to a reduction in payments, as this is not




allowed under the current legislation. Consequently, the results-orientation is
not as strong as it could be.

In , it was noted that thanks to SCOs beneficiaries are not required
fo maintain separate accounting records or submit purchase invoices and
other documents related to justifying costs. Moreover, administrative burdens

' are also reduced for MAs, who have fewer documents to check and are no
longer required fo verify the correct application of public procurement rules.
As a result, the use of SCOs is likely to enhance the quality of project
implementation.

Lighter audits and a lower error rate were expected benefits, but evidence from IQ-Net
programme managers suggests that these have only partially materialised in practice (see
next section).

2.6.2 SCOs and audits

Lower error rates are reported under SCOs but the evidence is unclear. The reduction in the
number of documents required for verification has naturally decreased the occurrence of
errors although it is not clear whether there are fewer errors or if only fewer errors are detected
( ). Moreover, several IQ-Net programme authorities ( ) have
pointed out that establishing a clear link between the use of SCOs and lower error rates
remains challenging due to limited data and available evidence.

Importantly, a lower error rate due to operating SCOs does not necessarily equal lighter audits.
Only in Denmark, and Finland was it reported that lighter audits thanks to SCOs were fully the
case. Others have noted that this was only partially the case ( ) as
several challenges in the relationship between auditors and programme authorities have been
reported. These include for example a risk that auditors misunderstand the underlying logic of
SCOs ( ) or more general uncertainties with regards to the scope of audits and their
interpretation of implementation rules ( ). In for example, the domestic
AA asked for plausibility checks of the 40 percent flat rate for remaining costs in spite of the
regulations stating that this is not necessary. Given the high percentage (40 percent) of the
flat rate for remaining costs (Article 56 CPR), any financial corrections applied to this SCO can
easily result in very substantial amounts. In , capacity constraints within the AA and
programme authorities could lead to challenges related to the relations between them.

Avoiding double financing remains one of the most significant challenges when implementing
SCOs. Nearly all 1IQ-Net programme authorities have identified issues related to double
financing as a concern, atf least fo some extent.

A key difficulty lies in the lack of documentation - such as invoices or detailed accounting
records - required under SCOs, which limits the ability to cross-check expenditures. For
instance, in region, less supporting documentation is required
for ERDF projects, making it difficult fo assess payment claims accurately. Similarly, for ESF+
projects, the absence of spending records restricts visibility over how beneficiaries actually use
the funds.

In , authorities noted the impossibility of proving the absence of double financing
without invoices, especially when staff costs are simplified - such as through SCOs for research
personnel - raising the need for strict fracking of who works on what and when. This challenge
also applies to part-time staff whose time may be spread across multiple EU-funded projects,
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risking cumulative allocations exceeding 100 percent of working time. In Finland, the cenftral
level MA acknowledges that such a risk exists, and vigilance has increased in this respect.
Moreover, regional level authorities in South Finland note that the reduced checks in the
current programme period have made the situation somewhat more challenging. In contrast,
programme authorities in West Finland trust their well-established working methods, including
frequent cooperation with other funding authorities, shared project lists, and coordination
meetings to flag potential overlaps. In Denmark similar verification issues were faced, though
the use of public registers allows for targeted audit sampling. In Czechia, risks were mitigated
by clearly defining cost categories and conducting thorough checks during both application
and implementation phases, including inter-institutional coordination. In the Netherlands,
concerns about double funding risks were raised when a single beneficiary is involved in
multiple projects, especially if similar SCOs are applied across them. Without strong cross-
project monitoring, verifying the exclusivity of funding can become an administrative
challenge.

Challenges to the use of SCOs can arise during auditing; however, it was also noted that
difficulties can occur earlier in the process, particularly when setting up SCOs initially.

2.6.3 Challenges related to Data Availability and the Adoption of a
Fair, Equitable, and Verifiable Calculation Method

Data limitations are a major challenge in setting up SCOs, including developing a calculation
method that is fair, equitable, and verifiable. This issue is parficularly prominent in cases where
historical data is lacking or where new programmes or activities are being infroduced.

In Austria, the MA noted that significant effort is required to calculate unit costs,
such as hourly rates for researchers.

Similarly, in Hungary, calculating unit costs was described as the most difficult part
of SCO implementation.

Czechia also highlighted problems in new programmes or activities where reliable
historical data is missing or incomplete. Moreover, even when SCOs have been
used for a longer period, updating them correctly for future application poses
additional challenges.

00

In Ireland (SRA), the use of SCOs has remained limited, largely due to insufficient
data, especially in newly launched schemes.

A
-

Poland (W-M) echoed these concerns, reporting difficulties in determining
appropriate amounts for SCOs in ERDF projects and challenges in establishing a
uniform methodology for quality verification in ESF+ projects.

Robust domestic databases reduce setup difficulties. In Denmark, for example, the widespread
availability of wage data - largely due to a highly regulated labour market supported by
collective bargaining - makes it feasible to adjust standard wage rates based on general
labour market trends. Similarly, in Finland, the MA reported that calculation methods were
developed using existing data sources. Nonetheless, they noted that for certain models, such
as travel reimbursements, having access to practices from other Member States would have
been helpful to refine their own approaches.



A paradox was reported in where data availability was seen as crucial, however
data availability and SCOs were stuck in a negative feedback loop, since SCOs are based on
historical data: the more you make use of SCOs, the less historical data on which to base future
SCOs is available.

Overall, the ability to implement effective SCOs is closely tied to the availability and quality of
data. Where robust datasets exist, authorities are better equipped to develop calculation
methods that are both credible and practical. Where such data is lacking, SCO design
becomes more complex and resource intensive.

2.6.4 Otherimplementation Challenges in the Use of SCOs

Beyond technical calculation and data-related issues, legal uncertainties can complicate the
use of SCOs. These often stem from ambiguity around how horizontal themes - such as public
procurement, State aid, and conflicts of interest - should be interpreted and managed when
SCOs are applied.

In , forinstance, MAs have expressed concerns about how to address

horizontal issues such as public procurement requirements and potential

conflicts of interest in the context of SCOs. It remains unclear what standards

- - gpply to these elements, especially when such projects are subject to audits.

Similar concerns exist in . Where doubts persist about whether

general rules and regulations - particularly those related to State aid and

public procurement law - are fully compatible with the use of SCOs. Although SCOs aim to

reduce administrative burdens, the CPR sometimes requires data collection that is nof

automatically generated through SCO use. As a result, even when beneficiaries are given the

option to use SCOs, many opt for real cost reporting due to the perceived legal certainty it
offers.

In it was also reported that the inconsistent interpretation of EU

\ legislative requirements undermines the core simplification principle of SCOs.

\ Specific legal obligations, such as State aid compliance or the need to report
on procurement contracts and ownership structures (even for indirect costs

Jdb calculated via flat rates), are often sfill applied - even when public

procurement documentation is not otherwise required under SCO rules.
National legislation also creates hurdles, particularly for publicly-funded beneficiaries. For
example, budgetary rules can complicate the classification of expenditures under flat-
rate systems, potentially skewing reporting to the EC. While such problems only affect a
minority of projects, they can significantly deter wider SCO adoption.

In ( ). specific issues arise in ESF+ projects administered by IBs.

Adjusting projects based on lump sums proves to be more complex and fime-

consuming compared to those using real costs. Beneficiaries are often

unaware that budgets approved at the start of the project cannot be

modified during implementation. This lack of flexibility, combined with the

need for detailed review of any requested change, infroduces delays and
uncertainties. Moreover, there are concerns about how such changes might be perceived
during audits, particularly if auditors fail to fully grasp the logic of SCOs and instead focus on
identifying 'savings’ that could be deemed ineligible.

Overall, these examples illustrate that despite their intfended purpose of simplification, the
effective deployment of SCOs is often hindered by legal ambiguities, rigid administrative
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structures, and limited awareness among stakeholders. Addressing these issues through clearer
guidance, improved coordination between national and EU rules, and enhanced training for
all actors involved could facilitate more widespread and confident use of SCOs.

2.7 Simplified Cost Options: A Welcome Innovation
Simplification with Complex Realities

Across the IQ-Net countries, there is broad satisfaction with the implementation of SCOs. Their
use has expanded in the 2021-27 programme period and is widely recognised as a key
instrument to reduce administrative burden, improve financial management, and facilitate a
stronger focus on outputs and results. In most IQ-net programmes SCOs have been actively
embraced, often as a result of national strategies (Fl, IE, PT) aimed at simplifying programme
implementation and building the capacity of both MAs and beneficiaries.

Positive experiences include increased predictability in fund management, reduced need for
detailed cost justification, and more efficient verification processes. In Pomorskie (PL), the use
of flat-rate financing has notably improved financial management and addressed issues in
project budget preparation. Similarly, in Porfugal and Finland, SCOs have helped overcome
historical difficulties related to the complexity of EU fund implementation, while in Ireland (SRA),
the manageable learning curve associated with SCOs has facilitated their adoption. In
Hungary, a national strategy is actively promoting further expansion of SCO use.

However, the general safisfaction is tempered by several challenges that complicate
implementation and sometimes offset the intfended simplification. Chief among these are
concerns around flexibility, compatibility with existing legal and procedural frameworks, and
the ongoing uncertainty related to audits and controls. For example, some authorities,
particularly in Austria and Czechia, expressed concerns that the audit process still applies
standards that limit the simplification potential of SCOs. In Warminsko-Mazurskie (PL),
managing lump sum-based projects has proven fime-consuming due to limited flexibility
during implementation and the need to anficipate auditors’ reactions to changes.

Another layer of complexity stems from the need to adapt both administrative practices and
mindsets. In Finland, the shiff away from verification of incurred expenditures to reliance on
SCOs required a significant cultural and operational fransition. Likewise, MAs in Denmark and
Ireland (SRA) noted that broader application of SCOs would require increased instfitutional
capacity, particularly in terms of data management and training.

Furthermore, SCOs are not universally suitable for all types of projects. In some contexts—such
as long-term or complex investment projects under the ERDF - SCOs can be particularly difficult
to apply. In Hungary, the relevance of SCOs decreases for long-term projects with dynamic
implementation processes. Similarly, in Warminsko-Mazurskie, the imposition of SCOs on all ERDF
projects below €200,000 was seen as problematic due to the diversity of project types and their
associated cost structures.

In conclusion, while SCOs are a powerful tool for improving programme implementation and
are generally welcomed by both authorities and beneficiaries, their benefits are conditional
on adequate capacity, legal clarity, and flexibility in application. Their effectiveness could be
further enhanced through targeted capacity building, greater alignment of audit practices
with the simplification logic, and clearer guidance on how SCOs interact with broader
regulatory requirements. Bridging these gaps will be key to unlocking the full potential of SCOs
and ensuring that simplification translates intfo tangible improvements in both efficiency and
effectiveness across all programme types.
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3 FINANCING NOT LINKED TO COSTS (FNLC) -
UNEXPLOITED POTENTIAL?

With the EU’s increasing focus on performance-based budgeting - particularly under the post-
2027 Multiannual Financial Framework and the experience with RRF- interest in FNLC has grown
among EU policy-makers and practitioners across Member States. Infroduced by the
Commission in 2018 as a pilot and continued in the 2021-27 period, FNLC represents a shift from
traditional cost-based reimbursement to payments triggered by the fulfiment of specific
conditions or predefined results.

Unlike SCOs, FNLC does not require mandatory cost calculation methods, as reimbursement is
based on conditions or results in line with the principles of ‘sound financial management.’
Additionally, while an ex-ante assessment by the AA is not mandatory (as it is for SCOs) it
remains recommended.

FNLC was first infroduced during the 2014-20 programme period. However, due to its late
introduction in the period, uptake was low as the OPs had already been adopted and
committed. In addition, there was concern about the legal certainty in ferms of checks and
controls, especially in ferms of complying with State aid and procurement rules. Another issue
for programme authorities was identifying suitable operations for the FNLC scheme.!3 During
the 2014-20 programme period, there was one FNLC pilot in ERDF, in (see Box 1).

Box 1: Pilot project Austria in 2014-20 programme

Source: European Commission, FAMENET Working paper on Simplified Cost Options (SCO) and

The FNLC pilot was implemented under Austria’s 2014-20 ERDF OP. It was part of Measure 11, which
supportfs investments in renewable energy and energy efficiency.

The primary goal of the scheme was to reduce CO, emissions by simplifying the funding process
through FNLC. Both EU and national funds follow financing conditions that are not cost-based. Thus,
instead of separate invoicing and cost verification processes, funding is friggered based on milestones
(e.g. CO, reduction achieved). This means that beneficiaries do not have to manage two different
sets of financial reporting requirements, reducing administrative burden.

Yet, this creates audit challenges. Although audits by national and EU authorities (DG REGIO) were no
longer required due to the pre-agreed financing condifions, the MA still needed to verify financial
conditions, and external auditors were involved to ensure compliance with national regulations.
However, audits and compliance checks follow a single verification process, reducing the redundant
confrols.

Other challenges relate to the fact that the FNLC scheme was introduced midway through the 2014-
20 period, leading to parallel systems where older projects followed traditional cost-based auditing,
while new projects used FNLC. This dual-systemn complexity created confusion and operational
challenges for auditors and the MA. The timeframe to set up the scheme was more than two years
and required extensive coordination with EU authorities. Also, fo deal with potential
overcompensation, the funding per tonne of CO, was set below the actual average costs, potentially
affecting the attractiveness of the scheme.

39 Forum for Managing Authorities building administrative capacity (2021-2027)
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In the 2021-27 programmes, FNLC can be applied at two distinct levels in the Cohesion Policy
Financial Management system.

e Af the upper level, the EC provides funding fo Member States based on the
achievement of predefined results or milestones rather than reimbursing actual costs.
This potentially simplifies the financial management process and reduces the
administrative burden for Member States. Payments are made once Member States
demonstrate that the established targets are met. The rules for payments to Member
States are set out in Section Il of the CPR, and the union confribution based on FNLC is
outlined in Article 95 (see Section 1.1).

e Af the lower level, performance-based financing is used, where beneficiaries are
granted funds upon achieving predefined project results. As at the upper level, there
is no need for beneficiaries to justify individual expenses; the focus is solely on achieving
measurable outcomes. When using FNLC at the lower level, the EU contribution should
be in accordance with Article 95 of the CPR, meaning that FNLC can only be applied
to the lower level when it is also applied at the higher level (Article 53.1).

The template for submitting data for the consideration of the Commission to use FNLC can be
found in Appendix 2 of the CPR and consists of:

e a summary of the main elements such as types of operatfion, amounts covered,
indicators and units of measurement; and

e the details by type of operation, such as verification of the achievement of the result
or condition and arrangements to describe audit trails.

FNLC can also be used for Technical Assistance (Art.37 CPR), if in accordance with Art.95 of
the CPR.

The FNLC performance models shifts the focus from cost verification fo the achievement of
measurable results. This addresses key shorfcomings of cost-based models, such as high
administrative burden linked to the justification of costs and procedural inflexibility. Its benefits,
according to the Commission include4:

e Redirecting focus to the achievement and quality of results

e Enhancing accountability and visibility of outcomes

e Encouraging adaptive and effective implementation

e Providing efficiency incentives for partners

e Supporting better risk-sharing between funders and implementers
e Lowering administrative and transaction costs

e Improving the relevance of performance reporting

Although it is still early to fully assess FNLC effectiveness, Member States are gradually gaining
experience with performance-based approaches (see Section 3.3) under the RRF, and inifial

experiences provide useful insights on the potential of FNLC.

Redirecting focus to the achievement and quality of results. Many programme authorities

agree that FNLC can foster more results-based thinking ( ). It
encourages a more strategic and impact-oriented approach (PT) and is seen as the main
principle of the funding approach (CZ). However, experience with the RRF indicates that
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performance-based approaches do not necessarily eliminate the administrative burden linked
to EU rules (e.g. procurement, checks, paperwork, costs and specifications) to solely focus on
outcomes and can even increase the complexity of administration (MT). In ( ) a
there is concern that focusing strictly on results may limit regions’ ability to pursue their own
strategic objectives under shared management.

Reducing the administrative burden for MAs/IBs and beneficiaries. FNLC is intended to reduce
administrative costs and burdens for both programme authorities and beneficiaries by
reducing the need for auditc and cost verification especially at beneficiary level ( ).

's 2014-20 pilot demonstrated that FNLC can partially reduce administrative burden, as
beneficiaries no longer need to adhere to two separate financial reporting systems. Instead of
managing distinct invoicing and cost verification processes for EU and nafional
funding, payments are friggered by shared milestones at both levels. However, certain
obligations remained, such as anti-fraud measures, and MA/IBs must still record actual costs
for Commission reporting, implying a dual administrative approach.

The extent to which FNLC reduces paperwork depends on how the funding systemis structured
natfionally and on the clarity of rules set in advance by the EC (CZ). Conversely, some
authorities (DK, ) perceive arisk of increased administrative burden due to the
complexity involved in tracking units of measurement. A study on the uptake of SCOs and
FNLC across the EUS shows that over 70 percent of MAs idenfified the reduced administrative
burden as medium or high relevance to FNLC. However, a similar share viewed the
administrative burden of designing FNLC schemes as a significant barrier to implementation.

Enabling a paradigm shift in financial management and performance reporting. FNLC is widely
perceived as a step-change in financial management

perceives the shift towards the wider use of SCOs as a transitional phase to FNLC which would
be the next stage of the fundamental change in financial management. It is also highlighted
that the paradigm shift to performance-based approaches can make financial management
more predictable ( ). especially when ongoing financing from EU funds is ensured,
thereby avoiding excessive pressure on the national budget (C7). Performance-based
milestones also allow for good planning and frontloading with early milestones, which has a
positive effect on liquidity (AT).

However, not all Member States are convinced. FNLC success is very much dependent on the
delivery model of each MS (Fl) and the evidence underpinning the need to change
approaches has not yet been recognised by project managers ( ). There is also a concern
that a shift fowards lower risk standard projects may conflict with political priorities of Cohesion
Policy (DK, NL).

Enhancing risk-sharing between funders and implementers has been pointed out as one of
the main barriers in FNLC among IQ-Net programme authorities, particularly in relation to legal
certainty and audit requirements. For example, it remains unclear what exactly will be subject
fo audit and what the implications are of potential findings (AT). Even though Austria had
planned an ‘early preventive system audit’ the AA interpreted this differently, and no audit
has taken place to date. Other programme authorities ( ) stress the importance of national
and EU-level audit bodies aligning with the new approach and redefining audit activities within
the FNLC framework, to provide security for both beneficiaries and MAs. This entails establishing
adequate control and audit measures to mitigate risks (PT), clarifying what data will be
measured and whether it meaningfully contributes to outcomes or risk management for MAs
( ). A related concern is how to handle non-achievement or partial achievement of
results or conditions - adjusting targets when conditions evolve may be key to managing such
risks (CZ). Legal certainty, especially regarding follow-up checks, public procurement, and
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State aid compliance, has also been identified as a major obstacle by the European Court of
Auditors.é

While significant questions remain regarding FNLC, and Member States are not yet fully
convinced that it delivers the promised benefits, the 2021-27 programme framework includes
a (slowly) increasing number of programmes using this financing method. This evolving
experience provides valuable insights info the practical application of FNLC, discussed in the
next section.

In contrast to the 2014-20 programme period, when only implemented FNLC, five
Member States currently apply FNLC schemes across ERDF/CF/JTF funds, with an additional
five Member States currently in the process of doing so (see Figure 6). The figure includes the
schemes based on the Transnational Network on Simplification -including ERDF, JTF and CF
schemes, and thus excludes approved FNLC for ESF+ and the preparation of an
FNLC for ERDF in (see Section 3.3.1).

Figure é: FNLC in use or in process of being programmed

Source: Draft maps of FNLC schemes in ERDF/CF/JTF programmes (19t meeting of the DG
REGIO Transnational Network on Simplification).

3.3.1 Types of operations using FNLC

Of the implemented FNLC schemes, see Table 1, two are applied to Specific Objective (SO)
1.1 (AT, CY), one to SO 2.1. (AT), and one each to SO 4.3 (HU) and SO 4.8 (ESF+) (PT). and
are using FNLC schemes for Technical Assistance (Reinforcement of the capacity of
Member State authorities, beneficiaries and relevant partners). Of all twelve implemented and
programmed schemes, five of them also apply FNLC at the beneficiary level ( , HU, LV).

Table 1: Overview of types of operations covered by FNLC

_Specific Objective Types of operations covered by FNLC

Austria RSO1.1 Developing and  Investments in facilities, including research facilities, in

enhancing research and public research centres and higher education

innovation capacities and institutions directly related to research and innovation
activities.
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the infroduction of
advanced technologies

RSO2.1. Promoting energy
efficiency and reducing
greenhouse gas emissions

RSO1.1 Developing and
enhancing research and
innovation capacifies and
the infroduction of
advanced technologies

RSO2.1. Promoting energy
efficiency and reducing
greenhouse gas

emissions

RSO1.5 Enhancing digital
connectivity

RSO 2.7 Enhancing
protection and
preservation of nature,
biodiversity and green
infrastructure, including in
urban areas, and
reducing all forms of
pollution

Technical Assistance
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Energy efficiency and demonstration projects in SMEs
or large enterprises and supporting measures
compliant with energy efficiency criteria.

The programme supports various activities, including
research projects, innovation aid for SMEs, and
infrastructure investments. Eligible beneficiaries
include research organizations, SMEs, and
public/private sector bodies. The programme covers
staff costs, equipment, fravel, and innovation
expenses.

The operation aims to promote deep renovations of
apartment buildings in order to increase energy
efficiency, reduce energy consumption and improve
the living conditions of their residents. The renovation
measure targets older apartment buildings and seeks
fo bring them up to modern quality standards. These
standards include lower energy costs, improved
indoor climate, and better accessibility, contributing
to an overall enhancement of the quality of living
spaces.

The support provided under FNLC aims to contribute
fo the construction of very high-capacity electronic
communications access networks, enabling end users
to access at least ultra-fast broadband services. The
scheme supports the construction of access networks
in markeft failure areas, i.e., in locations where no
access network offering a download speed of at least
100 Mbit/s exists and where telecom operators do not
plan fo build such networks by the end of 2027.

The measure is intended to promote the rewetting of
moors. The funds are to be used to subsidise moorland
protection projects in their entirety; this includes
planning services, approval costs, construction
measures, aftercare and monitoring.

Action A: Support activities by specialized experts,
who will provide on-site support to beneficiaries that
design, implement, manage, and operate projects,
plans, and strategies in the sectors of Water, Urban
Solid Waste (ASW), and Integrated Territorial

22



Latvia

Lithuania

==
Q
<<

RSO4.3. Promote the
socio-economic inclusion
of marginalized
communities, low-income
households and
disadvantaged groups,
including people with
special needs, through
infegrated measures,
including housing and
social services.

Technical Assistance

Technical Assistance

RSO2.7. To enhance
protection and
preservation of nature,
biodiversity and green
infrastructure, including in
urban areas, and
reducing all forms of
pollution

Technical Assistance

Investments/Sustainable Urban Development
(ITl/SUD).

The "Catching Up Seftlements” programme
(hereinafter referred to as the program) aims to
improve access to public services and employment in
the 300 most disadvantaged settlements selected
based on socio-economic complex indicators, as
defined in Government Resolution 1057/2021. (Il. 19.).
The programme provides new services and models,
on the one hand, and gap-filing activities, on the
other hand, through coordinated interventions. The
people living in the seftlement have access to the
program’s services at the pace of settlement
inclusion.

The operation involves the design, organization and
provision of consultancy services necessary for the
implementation of the European funds of the
Cohesion Policy. The services are provided, remoftely
or directly on site in the areas concerned, by the
Service Center (CS) of territorial support for the
beneficiaries (and potential beneficiaries) of
European funding under the regional programmes of
the Less Developed Regions (RMS) co-financed by the
2021-27 Structural Funds, mainly under the ERDF.

Capacity-building measures — Development of the
Cohesion Policy Fund Management Information
System (CPMIS). CPMIS improvements focus on
reducing the overall administrative burden, improving
the efficiency and quality of the processes. The
innovations carried out will enhance the flexibility of
processes by allowing for the adaptation and
updating of the forms incorporated in the system.

The activities "Establishing, strengthening and
managing Natura 2000 sites" and "Maintaining and
restoring of good condition of species and habitats
outside of Natura 2000 sites" aim to conserve and
restore biodiversity and the quality of ecosystems and
their services, through the establishment of protection
agreements and compensation payments to land
and forest owners for the limitations on their activities
in protected areas or through agreements with
landowners on private protected areas.

The cost of implementation of the programme in 2029

by all beneficiary institutions of the programmes
technical assistance

23



Helg[Vlele| NI SO 4.8. Promote active This FNLC tackles Social Innovation measures,
inclusion, with a view to  specifically Social Impact Bonds, supporting
promofing equal innovative projects with measurable social outcomes
opportunities, non- and pofential positive impact on public budget
discrimination and active savings in the justice and child protection sectors.
participation, and

improving employability,

particularly for

disadvantaged groups.

Source: Nineteenth meeting of the SCO Transnational Network — Background Documents
(Consolidated draft maps of FNLC), and EPRC fieldwork

Despite ongoing concerns about FNLC, Member States have started to implement schemes
across different funds and themes. While some countries use FNLC for specific sectors - such as
investing in R&D facilities or Estonia expanding broadband access - others, such as
, apply it more broadly to support social inclusion and regional development, or, as in
, who has an approved FNLC under ESF+ Specific Objective 4.8. Several countries
( , Italy, Latvia and ) also make use of FNLC for Technical Assistance, which
highlights the potential of FNLC for of strong administration and effective fund management.
's ongoing work to prepare a FNLC (not included in the table) focuses on research
infrastructure following a model similar to

3.3.2 Experiences with FNLC among IQ-Net programmes

Experience with FNLC among IQ-Net programmes remains limited for different reasons:
inexperience with FNLC (CZ) coupled with a lack of capacity ( ) and insufficient
information on the schemes | ); the diversity of beneficiaries in ERDF programmes |

); insufficient data on which to base an FNLC scheme (Fl); the effort to design an FNLC
scheme not being proportional to the size of the programme ( ) and uncertainty
whether FNLC can be applied to reforms (C7).

As of Spring 2025, FNLC is used in three IQ-Net programmes:

e the IQ-Net programme is using FNLC in ERDF
° is using two FNLC schemes in Cohesion Policy programmes other than
GINOP+, and

e Portugal has an approved FNLC for ESF+ (under SO4.8), with first calls expected to be
launched in June; however, Social Impact Bonds are already implemented on a resuli-
oriented basis, though still financed in real costs.

are also using a form of performance-based budgeting, however in the form
of lump sums (see Section 3.3.3).

‘ In , there are two FNLC schemes in the Austrian ERDF/JTF programme. The
first is for CO2 reduction, based on the pilot project (see Box 1), but adapted to
the 2021-27 CPR and with different beneficiaries. The milestones are similar to the

' 2014-20 period for the project. The second scheme is for R&D infrastructure,
infroduced in April 2024. The milestones focus on process; the funding agreements

are registered in the monitoring system and the planned R&D facilities or systems that were

part of the funding agreement are now actively functioning.
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Austria’s prior experience streamlined the setup in 2021-27 period, taking one year compared
to two yearsin 2014-20. The conditions for payment are the same asin 2014-20, i.e. CO2 savings
and successful meetings with the EC. Unforeseen or unexpected circumstances are
incorporated in the scheme by reviewing the price for CO2 as part of the mid-term review in
accordance with Art. 18 CPR based on the last three published environmental aid reports.
Designing the new scheme for research facilities was more complicated due fo an ongoing
audit which caused delays. In hindsight, the definition of the indicators (number of R&D
infrastructures funded and put info operation under the respective funding agreement
(implementation of the individual operations in accordance with the funding agreement))
that tfrigger payment in this scheme could have been done more effectively.

programme to finance a salary increase for teachers and higher education staff.

A target has been set to increase teachers’ salaries from 50 percent to 80

percent of average salaries in similar professions by 2025. Milestones friggering

payment include the adoption of corresponding legislation and actual
achievement of salary raises at pre-established rates. The FNLC has established milestones
linked to the number of individuals in most disadvantaged areas who have received
professional training activities.

‘ An FNLC approach is applied in Hungary under the ESF+ Human Resources

3.3.3 Performance based financing other than FNLC

Some Member States are experimenting with performance-based financing models that do
not fall under Articles 94 or 95 of the CPR.

e In Portugal, first calls under the approved Article 95 FNLC system for ESF+ will be
launched in June 2025. However, Social Impact Bonds are already implemented on a
result-oriented basis, although still financed in real costs. Their specific financing
scheme made it easier to establish milestones triggering payments since impact is a
goal in Social Impact Bonds. Potential savings data are already available, and
innovation actors are willing to embrace new ways of operating and are used to taking
risks. Portugal is currently working on FNLC schemes in ERDF, however the definitions of
indicators are more challenging than in ESF+.

e In the Netherlands (West), an alternative to the cost-based approach is used in
Community-Led Local Development (CLLD) projects and for innovation projects in the
form of vouchers. This means that the MA makes a deal with the beneficiaries based
on performance, however the agreement between the MA and the EC is still based on
costs. In general, the performance-based approach for the innovation vouchers and
CLLD projects are well received. The administrative burden for beneficiaries is
significantly reduced; there is no need to track working hours or invoices and small
discrepancies in costs compared to the budget do not immediately cause problems.
This approach only requires more thinking at the programming stage.

The approach works well for smaller and standardised projects. For larger projects, this

approach calls for a tailored agreement for every individual project. A recurring question is
whether a project result or performance can be captured by programme indicators.

3.4 FNLC: Promising in theory, yet to be proven in practice
FNLC represents a potentially promising evolution in EU Cohesion Policy funding by shifting the

emphasis from traditional cost reimbursement to performance-based results. Though still in
early stages of implementation and met with varying levels of enthusiasm and preparedness
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among Member States, it is gradually gaining ground. The benefits identified, such as
increased accountability, greater flexibility, and enhanced efficiency, are appreciated by
many programme authorities. The experience of countries such as Austria, which has piloted
FNLC, reveals that while there can be a reduction in administrative costs at the beneficiary
level, the overall administrative burden af the MA level may not be significantly lessened.

Key challenges that remain include

Legal uncertainty and audit complexity, especially the absence of clear rules on what
is auditable under FNLC

e The difficulty of designing robust indicators, measurable indicators
¢ Ongoing hesitation around risk-sharing continues to hinder broader adoption

e Experience from early adopters suggests that successful implementation hinges on
capacity, clear regulatory guidance and alignment between national and EU-level
regulation and audit.

FNLC is conftributing to the reshaping of financial management practices and delivering a
more result-oriented approach to funding. However, broader implementation will require
careful adaptation to national contexts, clearer guidance from the European Commission,
and continuous reflection on the practical challenges of reducing complexity while ensuring
effective oversight and risk management.

4 OTHER FACTORS INFLUENCING ADMINISTRATIVE
BURDEN

While SCOs and FNLC have received much attention, they are not the only elements
influencing the financial management of EU Cohesion Policy implementation. In fact, all
condifions and requirements of EU Cohesion Policy programme implementation can be
considered as having an impact on financial management.

Previous |Q-net reports have analysed challenges related to enabling conditions, green
conditionalities, fraud risk management, monitoring and evaluation and implementing
innovation, among others. These elements may influence overall perceptions of the
administrative burden linked to implementation and potentially offset simplification gains
achieved through SCOs and FNLC. This section explores recent evidence concerning changes
to the overall perceptfion of programme administration and identifies areas that are
considered most challenging.

4.1.1 For programme authorities

A majority of all IQ-Net programme authorities consider that the different conditions and
requirements of programme implementation impose a medium or high administrative burden
( ). The general perception is that financial
management practices remain largely similar fo those in previous periods, but that the
requirements and conditions that must be met have become increasingly stringent and
complex. This has made it more difficult to fulfil obligations ( ). leading torisk-averse
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approaches to management verification by not following risk-based cost verification, and
adding to the administrative burden.

When comparing all challenges evaluated by IQ-Net programme managers, the selection of
operations is seen most often as highly burdensome, followed by the drafting of calls for
projects and selection criteria, setting up SCOs and fulfilling green conditionalifies. In contrast,
verifying the respect of the Charter of Fundamental Rights and evaluation were most often
classified as low administrative burden. In general, most aspects of financial management are
classified as a high administrative burden by most programme authorities (71 times, thus 44
percent of all responses and 19 percent (i.e. 31 times) as low.

Table 2: Other factors influencing administrative burden for programme authorities

Managing stakeholder relations

Drafting of calls for projects and selection 2 4 8 14
criteria

Selection of operations 3 2 9 14
Setting-up SCOs & & 8 14
Management verifications 1 S5 6 12
Operating IT systems 2 8 4 14
Evaluation 4 6 3 13
Monitoring and reporting 2 8 7 14
Audit 2 4 6 12
Fulfilling enabling conditions 3 7 3 13
Fulfiling green conditionalities, e.g. DNSH, 2 5 8 15
climate proofing

Verifying the respect of the Charter of 5 3 3 11
Fundamental Rights

Other 1 1 1 3
Total times mentioned 31 61 71 163

Although audit was not the most frequently cited challenge, most 1Q-Net authorifies
mentioned audit as a challenge that plays an important part in the perceived administrative
burden and as an area in need of reform. For instance In Bizkaia, the EU co-funds projects from
domestic strategies that are subject to multiple audits at different levels, creating inefficiencies
and challenges due to the absence of coordination and duplication which can discourages
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participation in EU funding. This lack of coordination is also recognised by Austria, which
proposes a better coordination between MA and AA and emphasises the importance of the
AA seeing themselves as part of the FNLC/SCO system. This also applies to coordination
between the Commission and the ECA (DK, CZ).

The main suggestions for improvement were

e reduce the frequency of audits (HU)

e relying more on national audits (BE-Via, ES-PV), especially for low-error, smaller-scale
programmes.

4.1.2 For beneficiaries

From the perspective of programme authorities, the perceived administrative burden for
financial management amongst beneficiaries is mostly classified as medium by programme
authorities. Interactions with the MA/IB are most often classified as lower burden, followed by
drafting payments.
The most burdensome tasks for beneficiaries are

e learning about financing opportunities under EU Cohesion Policy

e Drafting funding applications

e Providing supporting documents and justifications.
Importantly, the burden varies by experience. First-time beneficiaries face more difficulty than
experienced beneficiaries, especially in terms of providing supporting documents (DK, Fl

(West)).

A further factor to consider when looking at the burden for beneficiaries is that in some cases
almost all beneficiaries rely on external consultants to deal with the drafting of funding
applications and payment requests, and understanding criteria for reimbursement (HU, NL
South).

Table 3: Other factors influencing administrative burden for beneficiaries

Learning about financing opportunities under EU

Cohesion Policy (Awareness) 2 / 6 15
Understanding policy objectives and goals 2 7 4 13
Understanding selection criteria and procedures 3 7 5 15
Drafting funding application 3 4 6 13
Interactions with MA/IB during application S 6 3 14
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Understanding criteria for eligible costs and procedures

for reimbursement 3 7 3 13

Drafting payment request(s) 4 8 2 14
Providing supporting documents and justifications 2 7 6 15
Interactions with MA/IB during payment phase

. L 5 9 0 14
(managing verifications)
Responding to audits 0 5 3 8
Other 0 ] 0 1
Total times mentioned 29 68 38 135

Source: EPRC fieldwork

The datain tables 2 and 3 reveal that administrative burdens in EU programme implementation
are not only widespread but are shaped by structural inefficiencies and risk-averse practices.

For programme authorities, financial management practices are similar to previous periods,
but the requirements and conditions attached to them have become increasingly stringent
and complex. This escalation in procedural demands is not matched by a corresponding
simplification or adaptation of management systems, making it considerably harder for
authorities to fulfil their obligations.

For beneficiaries, the burden is most acute during the application stage - especially amongst
first-time participants - where complex documentation and eligibility criteria often require
external consultancy support. However, overall, the administrative burden is mostly rated as
medium, compared to high for programme authorities.

5 CONCLUSION: PERSISTING PERCEPTIONS OF BURDEN
DESPITE SIMPLIFICATION EFFORTS

Despite simplification being a central goal of the EU Cohesion Policy reform for 2021-27 -
particularly through the wider adoption of SCOs and FNLC - the experience of programme
authorities suggests that perceived implementation burdens remain high. Evidence form 1Q-
Net programme authorities show that for most programme authorities, the administrative effort
required to implement Cohesion Policy is largely unchanged when compared to the 2014-
2020 period. Only a few consider the current period ‘easier’, while some find it ‘more difficult.’
This suggests that, despite regulatory changes, simplification is not being consistently franslated
intfo tangible simplification for Managing Authorities (see Table 4).
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Table 4: Perceived complexity of financial management of EU cohesion policy in 2021-27
compared to 2014-20 for MAs

Easier About the More
same difficult

Austria v

Belgium (Vla) v
Czechia v

Denmark v

Spain - Bizkaia v

Finland v

Hungary v

Ireland v

Malta v

Netherlands (South) v
Netherlands (West) v
Poland (Pom) v

Poland (WM) v

Portugal v

Programme authorities have pointed to several persistent or new challenges. In Belgium (
). for example, the move towards risk-based management verifications was infended to
streamline control processes but has paradoxically added complexity. Similarly, in
the negotiation and design of SCOs has been seen as burdensome, despite their benefits. In
and , addifional coordination challenges - such as overlaps between Funds or
the infroduction of the NGEU - created additional complexity and diluted perceived gains
from simplification.

For beneficiaries, this picture is more positive but still mixed. Many IQ-Net programme
authoritfies (e.g. , ) report that implementation has become somewhat
‘easier’ for beneficiaries, particularly due to SCOs, higher flat rates and simplified digital
platforms. In , for instance, beneficiaries value the digital system for guiding them
through applications and reporting, with the notfing a clearer risk-based
management verification process and reduced reporting requirements under flat-rate
arrangements. In , the increased use of standard salary rates and the 40 percent flat
rate for remaining costs was considered a ‘win-win’, facilitating both auditing and beneficiary
implementation.

Table 5: Perceived complexity of financial management of EU cohesion policy in 2021-27
compared to 2014-20 for beneficiaries

Easier About the More
same difficult
Austria v
Belgium (Via) v
Czechia v
Denmark v
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Spain - Bizkaia v
Finland v
Hungary

Ireland v

Malta v

Netherlands (South) v

Netherlands (West) v

Poland (Pom) 4
Poland (WM) v

Portugal v

(\

However, these simplification benefits have not been universal. Even where SCOs are in use,
the practical burden is not always reduced as expected in terms of reduced documentation.
As observed in ., “if a project has 100 invoices, and only 10 of them are checked,
they still have to hand in the other 90", In ., the mandatory use of SCOs in
ERDF projects under €200,000 infroduced new complexities, particularly for inexperienced
beneficiaries, who faced confusion af the application stage.

These findings suggest that while SCOs and FNLC have potential to reduce administrative
burden, their benefits are often offset by other sources of complexity in implementation - such
as risk management, digital adaptation or reporting requirements. The transition to simplified
mechanisms itself entails significant learning curves, and in some cases, simplification on paper
does not translate into reduced administrative burden. As the implementation phase
progresses, the full extent of simplification may yet materialise. However, current experiences
indicate that simplification is neither linear nor automatic. In some cases, it may infroduce new
forms of administrative burden.

Looking beyond 2027, there is broad consensus that more ambitious and systemic changes
are needed to deliver genuinely simplified and effective financial management. While
measures such as SCOs and FNLC have infroduced positive steps, they are often implemented
within systems that remain fragmented, risk-averse, or excessively focused on compliance
rather than outcomes. There is a shared understanding that simplification must be supported
by coherent rules, coordinated audit systems, and a better alignment between European and
national requirements.

There is strong support for expanding results-based approaches such as FNLC. Authoritfies in

and see FNLC as a promising direction fo reduce administratfive burden and
better align funding with strategic outcomes. In . the central-level MA has also notf ruled
out the use of FNLC in the future programme period if they are able to identify relevant areas
where this could be applied. As noted in , success will depend on the clarity of
performance fargets and evaluation rules, and on the ability fo adapt them fo evolving
project conditions. However, FNLC should complement - not replace - existing tools like SCOs,
which remain relevant for many types of interventions.
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Equally crucial is the principle of proportionality in audit and control. Several programme
authorities, including in , stressed that multiple layers of
(often duplicate) control create unnecessary complexity. As noted in effective
simplification also depends on auditors seeing themselves as part of a coherent system rather
than external enforcers.

This call for proportionality also extends to risk-based verification systems, which, while
welcomed in principle, have sometimes been applied inconsistently or alongside new burdens
such as climate proofing and DNSH (Do No Significant Harm) requirements. As noted in
‘mandatory ways of working’ should not undermine well-functioning
programme practices. In this regard, a more flexible and context-sensitive application of EC
guidance is needed - supporting simplification without imposing unnecessary uniformity.

Digital systems also play a critical role. Feedback from and

underlines the importance of user-friendly digital plaﬂorms to support simplified
reporting and financial flows. Recent experiences show that poor interface design (e.g.
generating excessively long reports, lack of automation) can negate many of the intended
simplifications. In contrast, infuitive digital tools can reduce administrative effort and improve
beneficiary engagement.

Finally, clarity and stability of rules - especially regarding eligibility criteria and audit
expectations - remain a key priority. Programme authorities in , and

highlight the importance of consistent application of rules and the need to resolve remaining
ambiguities in how new tools such as FNLC can be implemented.

Overall, the review of financial management of EU Cohesion Policy across IQ-Net programme
authorities suggests a strong appetite for deeper reform in financial management -- one that
embraces outcome orientation, respects proportionality and reduces procedural duplication.
For simplification to truly deliver on its promises, the next programme period must go beyond
technical adjustments and address the underlying complexity of the governance system itself.
This includes better cooperation between MAs and AAs, fewer thematic silos, smarter
digitalisation, and above all, clear and predictable rules for implementation.
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