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Dear Minister Zalm,

The Ecofin Council on 9 March 2004 and subsequently the European Council on 26 March 2004 called for the development of a method for measuring the administrative burden on business. This letter presents the EPC’s recommendations on such a method, on the basis of discussion papers prepared by DG ECFIN (reflecting the strong support for the proposals by the Member States). The Ecofin Council of 21 October 2004 is invited to comment on these results.

The EPC has discussed the pros and cons of different methods for measuring administrative burden. The Committee recommends that, in line with the views expressed by Ministers at the September 2004 Informal Ecofin, a method similar but not necessarily identical to the Standard Cost Model (SCM) used by Sweden, Belgium, the Netherlands and Denmark, and based on a set of agreed building blocks, should be used as part of a set of tools available to minimise administrative burden. It may also be possible to combine some elements of the SCM approach with a survey-based approach. There was broad agreement that the cost of applying a methodology is a crucial element to take into account, and that different methods may serve different ends.

1)
The aim of measuring administrative burden
The EPC recalls the views expressed by Ministers at their informal Ecofin meeting in favour of a common, uniform and objective methodology to measure administrative burden in order to inform and assess policy decisions and results. Such a methodology could progressively also allow cross-country or cross-policy area comparisons, and offer the advantages of “economies of scale” through the availability of basic information and experience in the application and interpretation of measurements, and thus help to develop best practices. 

The EPC considers that administrative burden could be defined as the costs arising from the reporting and information obligations resulting from the legislations and regulations that apply to businesses. Therefore, administrative burden is a part of the wider concept of compliance costs that companies face in order to comply with legislation and regulation, and, as such, is a part of the total regulatory costs faced by businesses. The EPC agrees that measuring administrative burden is a useful tool to avoid excessive burdens, but that it is one element of the wider analysis of the overall burden of regulatory costs, which can be addressed later in a second stage (for example, in the context of the work of the Competitiveness Council).   

2)
The application of a common measurement methodology
The EPC feels that, at this stage, the initial focus of application of a common methodology should be on microeconomic (case by case) assessment. The existing Community instruments for better regulation could be strengthened by adding such a microeconomic measurement tool. Experience shows that Member States who already measure the administrative burden on a national level apply their methodologies for either microeconomic assessment or macroeconomic (across the board) assessment, or both; and, macroeconomic measurement remains an important part of an overall approach to minimising the administrative burden in the economy as a whole. 

A common methodology for microeconomic application could be used ex-ante in Impact Assessments (for new legislation and regulation either to inform policy and/or implementation options); and could be used ex-post to help identify potential simplification measures to improve the regulatory environment, and to assess the success of these measures. Moreover, the EPC believes that targeted pilot projects in certain areas which should be defined in co-operation between the Commission and the Member States (for example, some EPC members have suggested agriculture, structural funds, financial services, VAT, administrative requirements to set up a new business, business surveys etc.) could provide useful information on the technical nature of a common methodology and how it would work. In this context, some Member States feel that pilot projects (and perhaps the ultimate methodology), for practical reasons such as data availability, should begin with ex-post applications, while others feel strongly that ex-ante, or both ex-ante and ex-post applications, are equally important. 

In addition, the EPC underlines that the main focus of any common EU methodology should be to measure first and foremost the administrative burden of Community legislation, rather than national legislation. This would require assistance and data input from the Member States to the Commission. Ideally, a common methodology could eventually be applied also at Member State level to enhance credibility and comparability and allow benchmarking.

3)
Building blocks for a common measurement methodology

The EPC considers that the following building blocks are important for any common methodology to measure the administrative burden, for use ex-ante in Impact Assessments, or to evaluate existing legislation. These building blocks were all widely supported by Member States in the EPC:

· Application – the administrative burden as defined above will be considered in microeconomic assessments as also set out above, but the level of detail can vary according to the characteristics of the proposal;
· Judgement/flexibility – it will be necessary to apply a degree of judgement and flexibility to whatever analysis is undertaken. For example, in some cases it may be sensible to apply a variation of the common methodology. This may apply where it is difficult or costly to apply the standard common methodology due to a lack of readily available information. However, the need for credibility and consistency must be considered if one departs from the common methodology. The Commission should be invited to provide guidelines on the basis for deciding in advance which variation of the methodology to use. The reasons for choosing a different approach should be set out clearly and concisely bearing in mind that such a departure may introduce complexity and limit the comparability of the results;

· Proportionality – the amount of work and the depth of the analysis should be balanced against the significance of the proposal concerned and the expected level of administrative burden associated with the proposal. The level of detail that the measurement methodology should go into will depend on the costs of its implementation;
· Transparency – any analysis should be presented in a clear and concise manner in such a way that a non-expert can understand it so that decision makers and external stakeholders can understand the chain of logic in the policy making process. This should include an explanation of the underlying assumptions and the basis on which they were reached;
· Appropriate weight in broader analysis – the administrative burden is only one criterion to be taken into account in evaluations of legislation and so should be given the appropriate weight in the analysis. Benefits should be taken into account. This means that an existing law or a new proposal may still be optimal when total costs and benefits are considered, even if they imply a higher administrative burden than alternative options; 
· Stakeholder involvement – in order to be credible, where appropriate, interested parties and relevant experts should be consulted to benefit from their knowledge. For example, to gather new information, verify existing data or analysis, and consider the provisions needed for compliance and implementation; and  
· Collaboration with the Member States – Member States are in principle willing to co-operate with the Commission to provide and collect the relevant information in order to carry out the assessment. However, in this context, the EPC looks forward to more information from the Commission about what exactly it would expect from Member States given the (initial) focus on Community legislation.

4)
Next steps

In conclusion, there is strong agreement among Member States in the EPC to develop and apply a common approach to measure administrative burden primarily of Community legislation, for use in microeconomic assessment (ex-ante, or ex-post, or both). The EPC recommends to Ministers a set of building blocks, which are important for any common methodology to measure administrative burden. 

The next step is to determine the technical characteristics of a common methodology. Several issues still need to be clarified by the Commission, including the level of detail required given the costs of implementing the methodology and the method of sampling to estimate the cost to businesses. The pilot projects referred to above should help identify the best ways of applying a common methodology, in addition to assessing the costs of applying it. Several Member States have already indicated their support and willingness to participate in such pilots. The EPC recommends that pilot projects are organised (with appropriate deadlines) by the Commission to pave the way for first steps to implement the method in the first half of 2005.

While in principle Member States are also happy to collect and provide the relevant information to the Commission services when Community legislation is concerned, they look forward to further clarification from the Commission as to what exactly it will expect of them in this regard.

The EPC remains committed to support the process of developing a common measurement methodology and stands ready to continue to assist the Council in this respect.

Ecofin Ministers may wish to respond to the following questions:

· Do you agree that the application of a common method for measuring the administrative burden, similar but not necessarily identical to the Standard Cost Model, should be based on the building blocks agreed by the EPC and that this proposal could strengthen existing European and national better regulation instruments (Impact Assessments and simplification programmes)?

· Do you agree to invite the Commission to organise pilot projects (with appropriate deadlines) to pave the way for first steps to implement the common method in the first half of 2005, and, in this context, to return to these issues in the Council also in the first half of 2005?
· Although Member States have requested further clarification from the Commission, can Ministers agree in principle to assist the Commission by providing, on request, the relevant information to assess administrative burden?

(Complimentary close)









(s.) Jan Willem OOSTERWIJK

13494/04 

PSJ/gw
1

DG G I
 EN

