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Preliminary remarks
• One outcome of the recent Staff Satisfaction Survey is that a number of our colleagues consider that the
reasons for some past reforms were not sufficiently explained nor discussed with all stakeholders. This is why
the Office has decided to devote all time necessary to discuss the entire methodology and findings of this
study with all internal and external stakeholders, in-depth, over three months (May – July 2019). This is an
unprecedented effort.
• As many EPO colleagues are neither financial experts, nor familiar with these questions, the Office is investing
a lot in producing didactic material. It is a prime duty of all EPO Managers to read all this material* and be
capable of providing the first elements of an answer to the staff. A list of more than 40 Q&A covers the most
frequently asked questions. PD Finance can provide further support as required (financialstudy@epo.org).
• This process, aimed at ensuring the long term financial sustainability of the EPO, has four key stages:
1/ Q2 2019: presentation of the financial study; 2/ Q3 2019 – Q2 2020: discussion of a package of potential
measures; 3/ June 2020: adoption of the package by the Council; 4/ January 2021: earliest implementation of
the measures.
• In March 2019, the President announced the four main principles to be applied in any further actions (see
his presentation made during the March AC, accessible from the intranet), namely that:
- they are transparent, with full explanations as to what measures are being carried out and why;
- they are proportionate and fair, responding with the right level of action;
- they are based on the principle of shared effort;
- wherever possible, any measures will be implemented gradually.
* See list of prepared material included as an Annex
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Why was the Financial Study 2019 conducted?
a) A sound management practice is to have such a study undertaken every 3-4 years as the environment keeps evolving.
b) The recent evolution of some important elements has made the Financial Study 2019 essential:
Changes in the EPO’s operational and macroeconomic environment1

1 (-)

Persistently low interest rates since 2016 which could not be anticipated

2 (-)

Quicker maturity of pension schemes with annual contributions beginning to be lower than the value
of annual benefits (foreseen by end of 2019, early 2020)

3 (+)

Introduction of the treasury investment fund (EPOTIF) in 2018 generating new incomes

4 (+)

Operational efficiency gains achieved in the past few years at a quicker pace than expected

These changes, especially 1 and 2, have a huge impact on the EPO’s long-term financial sustainability.
1. Not exhaustive
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Most Frequently Asked Questions (1/2):
Following the consultations and inputs received from the different stakeholders, the Office has established
in coordination with the consultants a list of FAQs available on the dedicated intranet page of the Financial
Study. The following ones concern issues often raised:
Why has no inflation adjustment for fees been
assumed within the Study while salaries are
adjusted on a yearly basis?

Salaries and fees are determined by different regulations and thus are reflected differently in the Financial Study 2019.
Since the end of the 80's, salaries at the EPO are adjusted yearly according to a formula which has a certain duration (6
years currently), regularly renewed with few modifications. Once agreed, the formula commits the different stakeholders
and its yearly implementation is solely adjusted to updated factors. This is why the Financial Study adjusted the salaries
according to the mechanism implemented in 2014, as there is no indication that such a practice should be stopped. No
such mechanism has been set for fee increases. In 2005, the Office proposed to consider regular inflation based
adjustment of the fees, which was confirmed as a general orientation in 2011. However when this adjustment is
proposed by the Office every two years with the budget, the Council can always refuse to apply it. An automatic fee
increase was therefore not assumed in the Financial Study. Moreover, for decades the political environment in Europe
is rather to optimise the efficiency of public services and to reduce the fees to be paid by the users. Finally, the patent
owner can decide at any moment to stop maintaining the patent and paying the fees. He can also decide to file more via
the national routes to be protected in the same jurisdiction if EPO fees are too high. There is a clear trend that
European patents are protected in less countries than it used to be. However, potential fee adjustments beyond the fee
increase in 2020 may be considered as measures in the context of an encompassing package and a shared effort.

Why did the Study not consider a 5% biennial
increase as it used to be?

Fee increases when approved by the Council every two years are based on actual EU inflation as reported by the
Eurostat for the previous 24 months (Harmonized Index for Consumer Prices for the EU countries). For some years, the
trend of this index went down, amounting to +0,8% for the period 2013-2015 and +1,55% for 2017-2018. This is why in
2017, taking into consideration this low inflation rate combined with the overall improvement in the financial situation,
the Office proposed to suspend the application of the inflation-based fee adjustment for the period April 2018 - April
2020, representing a loss of incomes of 15 MN€ in 2018 (to be compared with to a 2.1 BN€ budget). So there would
have been no strong justification to take a flat 5% inflation rate to be compensated via the biennial fee adjustment as a
credible assumption for the Study. The assumed inflation rates in the Study based on past observed trend are ranging
from 1,2% in the Stress Scenario to 1,9% p.a. in the Optimistic Scenario. As the study models status quo and already
taken decisions at this point this assumption is correct. The fee increases in 2020 (4%) correspond to a proposal of the
Office in the Budgetary Orientations for 2020 whilst further fee increases have not yet been legally committed to.
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Most Frequently Asked Questions (2/2):
Why does the Study assume asset return
rates lower than the already very prudent
long-term return of 3.5% in view of the
4.84% return achieved by the RFPSS over
the last 33 years, a period with several
financial crisis?

We had two financial studies in 2011 and
2016. How reliable are the findings of this
study and what is the probability that the
2019 study is correct?

How did the productivity increases of the
recent years contribute to the EPO's
financial situation?
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When evaluating asset returns, it is crucial to note that the past returns are no predictor for the future.
This concept is widely accepted within the financial community. Capital markets today are in a
significantly different interest rate environment. For example, 10-year German government bonds
(usually considered as very high quality and very low risk) offered an almost risk-free interest rate of up
to 9% nominal in the year 1990, while as of today, the yield on these bonds is close or even below 0%.
This means, while 30 years ago one could achieve (nominal) returns above 9% with relatively low risk,
achieving any positive return in today’s environment is significantly harder for any institutional asset
manager. In addition, it should be underlined that a target return of 3,5% is at the top range of targets for
international organizations, most of them being at lower levels such as 2,85% for the coordinated
organizations or 2,90% for the EU.
No one has a crystal ball and as future developments are subject to uncertainty, we need to continue to
monitor these developments regularly. Financial Studies are produced in a given economic environment
and develop scenarios based on past observed trends and a cautious and professional estimation of
potential future evolutions. Their main focus lies in the sensitivity analysis and impact assessment on the
financial basis of an entity. Therefore in the new Financial Study, four scenarios have been developed to
model a broad range of realistic future developments. Please note that no worst case scenario has been
considered (e.g. a persistent low interest rate over the next 10 years, comparable to the Japanese
economy). The new study should provide the Office with necessary information to address current
challenges.
Thanks to efficiency and costs control measures, the EPO has achieved success in important
productivity and production increases in the recent past. The sharply diminishing backlog generated an
important increase of incomes from procedural fees. As at end of 2016, incomes from PGP fees
amounted to €1,813m (€766m from procedural fees, €558m from internal renewal fees, €489m from
national renewal fees). It increased by 6,7% by the end of 2018 to reach €1,936m (€873m from
procedural fees, €520m from IRF, €543 from NRF). For Q1 2019 incomes from the PGP showed a
further increase of + €10m compared to Q1 2018. Additionally, SEO products per examiner evolved
from 76 in 2014 to 99 in 2018 and 400 posts were transferred from the support areas to DG1. Therefore
the Office did not need to increase its workforce, keeping EPO overall staffing stable at 6,800. This is
important as staff costs account for more than 80% of the total costs of the Office.
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Calendar / Next steps
Topic

Date

Presentation to Managers

8 May 2019

Presentation to Staff

9 May 2019

Publication of the Financial study on MICADO

10 May 2019

Presentation of the Financial study to the Budget and Finance Committee

21 May 2019

Focus Groups / Deep dive sessions

May / June 2019

Presentation of the Financial study to the Administrative Council

26/ 27 June 2019

Discussion on potential measures with all stakeholders
Presentation of a potential package to the Administrative Council
Earliest implementation of measures
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Q3 2019 – Q2 2020
June 2020
1 January 2021

13

If there are additional
questions not covered in
the FAQ, please encourage
your team to send them to
financialstudy@epo.org
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