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1. INTRODUCTION

1.1. Following the resolution of the European -

Parliament of 17 March 1995 that decisions by the

. Commission on the clearance of the accounts of the
. European Agricultural Guidance and Guarantee Fund,
-Guarantee - Section “be the subject of the .discharge

procedure, the President of the European Parliament

_requested the European Court of Auditors by letter of 26
. June 1996 to produce a report on the Commission
. Decision of 10 April 1996 concerning the clearance of
the accounts of the 1992 expendlture and part of the '
- 1993 expendxture( ).

1.2. This decision made ECU 825,1 million of °

corrections (see Table 1) and included two individual

"corrections . concerning 1993 : - expenditure (ECU
. 106,9 million). Owing to the fact that part of the 1992
expendlmre was still subject to the conciliation procedure '
as at April 1996.(see paragraph 3.6), the Commission

also took a second decision concerning the 1992
clearance. This second decision, which made ECU 70,0

million of corrections (see Table 2) and amended that of

10 April 1996, was taken on 20 November 1996 (3).

1.3.  Article (2) (b) of Counc1l Regulation (EEC) No

729/70(3) requires the: Commission to clear the annual -
accounts submitted by the Member States of payments
made' by them under the Guarantee Section of the '

EAGGEF. The aim is to ensure that only expenditure

- legally incurred in conformity with Community rules. is
financed. To. achieve this, the Commission department
responsible (DG VI) carries out audits of the expenditure,

using generally accepted auditing standards. Any errors

- or weaknesses detected are notified to the Member States

in writing. The Member States have the opportunity to
reply. Bilateral . meetings are also held between the
services of the’ Commission and the Member States to
enable’ the parties concerned. to clarify their respective
positions. - After this bilateral phase, the Commission
notifies its conclusions, which opens the way for the

conciliation procedure (see paragraphs. 3.1-3.7). The.

Commission then finalizes its summary . report(*) (%), .
. which is presented to the EAGGF Committee of Member
States® representatives. The “final clearance decnslon is

taken by the Commrssxon as a college '

1.4, Significant charrges have been made to the
- clearance of accounts procedure by Council Regulation

-~ . s

(') Commission Decision 96/311/EC (OJ No L 117, ‘14 S. 1996
“p. 19). ‘

(?) Cornmission DCCISIOH 96/701/EC (OJ No L 323, 13 12
1996).

“(*) O] No L 94, 28. 4. 1970

(*) VI/6355/95 of 27 March 1996. .. .

- (5) VI/5112/96 of 14 June 1996. -

(EC) No 1287/95(5), which amends Council Regulation

-(EEC) No 729/70(7). These changes will only come into -
- effect for the EAGGF year beginning.16 October 1995,

1.5.  Both'Decisions mentioned in paragraph 1.2 are

:"the subject of this report, which is the second one
produced by the Court on the clearance of the accounts-
- of a particular financial year(!). To produce it the

summary reports of the Commission were examined,
together “with its .audit . mission reports and
correspondence with Member States. The work of
Financial Control (DG XX) was reviewed and discussions
held with representatives of the conciliation body. No

audit visits were made to the Member States by the

Court

.2. METHODOLOGY OF THE CO-MMISSION ‘

Staff resources ’

2:1.  The Commiséibn' service responsible for the 1992

clearance work continued to be’ constrained by the
human resources available. A maximum of 40 staff,
allocated by markets, were available (of which 19 were at

‘A’ grade) to express an opinion on a total of more than
~ ECU 30000 million of expenditure. incurred in 12

Member. States. Even though the work programme
submitted to the’ EAGGF Committee (°) stated that the

“number " of staff. available was insufficient to ensure
- coverage of all’ 51gmf1cant measures, there was no
. redeployment of staff to this task.

2.2.  The European Parliament, in its resolution giving g

discharge to the Commission in respect of EAGGI
clearance of accounts for the 1991 financial year(?),
agreed with the Commission’s recognition of the need for
more staff for clearance of accounts work and called for

- the . redeployment of 15 extra staff or, if this were not

possible, to come forward to the budgetary authority

-with an appropriate proposal. To date no action has been

taken to do this.

Risk analysis

2.3.  The lack of sufficient  staff ‘meant that risk
analysis was. a’ vital consideration for allocating these
scarce resources. The risk analysis was first carried out .

(!) OJ No L 125, 8. 6. 1995. -

(7) OJ No L 94, 28. 4. 1970.
{¢) O] No C 10, 15. 1. 1996
(°) VI/193/93.

. (') O] No C 141, 13. 5 1996, p. 107, paragraph 7.
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for each budget line by market and not at a central level
The priorities were set, and the work planned, according
‘to the staff resources per market

2.4. Moreover the Court considers that:

- (a) export refunds, represented a thrrd of the budget and
. is -an area’ which the Commission’s analysxs
" recognized as being a hrgh risk.- For six of the
Member States-with the largest amounts of export

refunds. (DK, D, F, IT, NL, UK) the audits’

undertaken were'in the context of physical controls

. and/or prefinancement and did . not - cover " the

supporting documentation in the payrng agency,

(b) . in Italy, only olive oil and sunflower seeds - were

audited. in the oils and.fats sector. Aid for. soya, -

considered by the Commission to be as risky as both

olive oil consumption aid and production aid, had ~ -
more expenditure (ECU 428 million compared with -

"~ ECU 368 million and ECU 219 million respectively)
and yet was not audited.. Moreover this. budget line
_was not audited in the context of the clearance of
accounts of any year in any Member State during the
perrod 1988 to 1992 » .

(c) in Germany and the United” Kingdom, only ‘dried
* fodder was audited out of the oils and fats measures,
yet expenditure on this was low-and risk assessed as

low or ‘average. Peas and beans (D, UK) and rape

seed (D) ‘were far more deserving of scarce audit
resources, as based on "the results of the risk
analysis. : e .

2.5.  The risk analysis was not put into practice in the
milk sector because the available resources were engaged

in following up the consequences of the Council Decision

on the milk-quotas in Italy, Spain and Greece. There was
only limited coverage of other measures in the milk sector
and no audit plan identifying priorities for the audit of o

1992 expendrture was prepared.. . L

Execution of the work -

2.6. For various reasons, the work programmed was

not carried out to the extent necessary

_(al ina mission' to Belgium. only"64 of the planned 129"

substantive tests were exhaustively carried out. In
addition a particular aspect was exammed m a
" further 60 cases;

(b) in Ireland, it was 1mp0551ble durmg the first mission .
to carry out a satxsfactory examination of beef :

,\Vorking methods - -

export -refund files because of thedisarray in the
supporting documénts. A second mission took place
in -September 1993, -inter " alia, to test' the
_corresponding - files,- but, ‘due to the continuing

disarray and the lack of time, this was not done. The.

resulting report’ concluded that, as the supporting
documents were not in good enough order to allow
the Commission’s auditors to complete the work,

Ireland ‘received an unequal, more favourable

* treatment when clearing the accounts. A further
mission in October 1994 concerning the prefinancing

. regime noted some improvement, but did not carry |

" out the substantive tests. No correctlons have been
made in thrs context : .

(c) - the audit plan for oils and- fats to Italy foresaw a
~ mission for dried fodder which did not take place in
‘the context of the 1992 clearance, -

~ (d) in-the oils and fats: sector a systems audit in- -

‘Denmark concluded that substantive tests on actual
payments needed to be carried out in order to obtain
assurance as to the regularity of the’ expendlture No
such tests have taken place,

(e} a mlssmn'report to Greece concerning. the 1991
financial year identified the need for further work on
olive oil consumiption aid because of cases’ of fraud

_detected by the national Olive Oil Control Agency.
No follow-up was made until 1996 and as.a result

~there was no audit for this measure in Greece in -

) connect1on w1th 1992;.

' (Af), a l‘inancial correction of DM 5.8 millionb-(EéU )

3,1 million) was made on beef export refunds in
. Germany. - The Jamount - of the - correction finally
" decided - was based on figures provided in a report

from . the German . authorities. . Although . the

.Commission service responsible planned to check the

basis for these flgures on-the- spot, thrs was_ not
- 'done. - v

27 A significant delay (18 months) sometimes .

occurred between missions-and the report conveying the

" results “to the Member: State. This undermined the
. Commission’s position in applying corrections, as was

noted by -the conciliation body (cases FR/OO9 IT/OIO

- UK/011 and IR/013 beef pubhc storage)

. v
' . NN .

2.8. Staff in charge of markets, except for that.of

~export refunds, do not* follow up systemancally all
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potential corrections, including  replies from Member -
 States. A correction for casein in the Netherlands, already
agreed by the Dutch . authorities, would have-been -

forgotten had the. Court ' not brought -this to thc
/Commrssxon s attentxon in _]anuary 1996 :

2.9. There is no minimum limit for corrections. The -

Commission’s .1992 Decision contains at least three

corrections of less than ECU 1 and one of less than ECU-

0,05. Such corrections are not material. However, in the
case of the correction for olive oil production aid in
Spain, Financial Control, after checking the correction,
found that an extra Pta 3,3 million (ECU 20 000) needed

*to .be disallowed. Although DG VI agreed with this
analysis, in view of the ‘small’ amount involved and the
fact ‘that the procedure for the renotification of the

 Member State would be so cumbersome, it d1d not alter
the correction. v

N CON(;ILIATION BODY

3.1. Commission Decnsxon 94/442/EC() created a

conciliation procedure which was available to Member
‘States for the first time in the context of the clearance of
accounts .of the ﬁnancxal year 1992 :

- 3.2, Thc concrhanon body is an mdependent body,’

made up of four members ‘and a Presrdent who are
" experts in- EAGGF Guarantee ' matters.  They are
appointed . by the Commxssxon, after consultmg the
EAGGF Committee. :

3. 3 The aim of this body is to reconcile thc dlvergmg '
positions of - the Member State concerned and the _

Commission before the  Commission takes its eventual

decision” on_the correction to be made.’ The " body

produces a report for each- case. However, . the
Commlssnon is not bound by its conclusrons

34. A request for conciliation is admissible only where -

- the financial correction recommended by DG VI either

exceéds ECU 0,5 million, or represents more than 25% .

of the Member State’s total annual expenditure for that_
budget line. :

-

35. - Ih relation to financial year 1992, 34 cas;es were

submitted to the body, (see Table 3). Three cases (two-
_ Greek, . one -Danish) were not considered - because the -
Commission. had - already removed the correction. A -

- further three were not considered because the cases were

not -submitted within - the time limit set out in"~

Commission” Decision 94/442/EC(!) (two Italian,_ one

(1) OJ No L 182, 16. 7. 1994, .

; _'Officihal ]ournal of the‘»Europea’nl C-onlrrxunltl-es -

s 'Portugese);,The results of the 28 cases actually considered
by the body are detailed in Table 4." -

3.6. The existence of the conciliation .body has
brought extra discipline to the work of the Commission’s

* auditors as it obliges them to analyse their findings more

thoroughly. However, the conciliation procedure has

" caused additional delay to the clearance procedure. The

supplementary  decision regardmg 1992, taken . in
November 1996, was, in the view of the Commrsswn,
necessary, because 13 cases were still before the body in

‘March 1996. Three of these cases (ECU 17,2 million)

could still not be finalized by that -time and will be

B ‘cleared as part of the 1993 clearance decrsron

3.7.. - A further aim of the creation of the conciliation
body is to reduce the number. of cases referred to the
European Court of Justice. By.the end of 1996 it is too

“early to assess whether this*has been achieved.

4. EVALUATION OF THE AMOUNTS DISALLOWED .

General remarks .

4.1.  The clearance of the 1992 expendlturc, included
Stwo  corrections
(ECU 106,9 million). It would séem more appropriate to

" concerning 1993 - expenditure

deal with these two corrections wrthm the 1993 clearance

. procedure.

'42. In its opinion No 6/95 on the -Commission’s
_ clearance” decision for the- financial year 1991(%) the

Court stated that -priority ' should be given  to audit”

" methods which provide .an objective basis for a
“ correction, such as extrapolations of results found by

statistical sampling methods.

4.3. " The Commiesion replled that it had introduced
advanced computer. tools, which would, inter alia, allow:

- statistically valid sampling techniques. However, there is

little evidence of this in respect of the work carrled out to

: support the 1992 clearance decxsrons

rl

44, The Commission’s clearance of 19»92 expenditure

led to three ‘general types of correction: flat-rate

().0] No C 10, 15. 1. 1996, -
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- corrections, ad hoc. corrections (a: refusal -to finance
certain expenditure) and routine accounting corrections.

Flat-rate corrections

4.5. As m resp‘ect‘ of 1991, many ‘corrections were -
. applied using flat-rate corrections.. Out of a total of ECU -

895,1 million (see Tables 1 and 2), ECU -336 million
(37,5 %) were flat-rate corrections in- the 1992 clearance
decisions.

v 4.6. The Commission has established an internal grid' .
5% or 10%, -

leading to flat-rate corrections of 2%,
depending on the seriousness of the systems weakness

identified. In the view of the Commission remedial action '
© — if effective — by the Member State concerned may - -
- only be taken into account in cases where there is doubt -

as to which of the three categories (2%, 5% or 10%) to
apply. Higher rates may be -applied in- exceptional

circumstances. An internal document, agreed by the .
. EAGGF Committee, governs - the use of these flat rate
' correctlons() .

AL

“4.7.  Recourse to ‘the flat-rate corrections is necessary'

in cases where the actual financial Jimpact of systems
weaknesses cannot be established. However, the flat-rate

corrections were applied inconsistently, in-particular the -

rewarding  of subsequent ‘improvements, which were

" sometimes not" even' tested. - Thus, a 'correction  was.

reduced ‘or - even - withdrawn if the. Member ' State

concerned  could show that remedial action had ‘been .

. taken to correct any identified weaknesses, even if such

remedial action had taken place long after the year under . -

examination;

 4.8. This practice fails to take account of the

conclusions of the European Parliament in’its resolution

A4-0058/96 giving ‘discharge to the Commission in . = -

respect of the EAGGF clearance of accounts for the 1991
financial year (2). This resolution deplored the practice of
assessing the rates of financial corrections on the basis of

“criteria other than objective evidence of the actual loss - -

borne by the Commumty budget in the year under

- review. ) ) . ] Dol

4.9. " In the following cases the Court’s audit revealed R
that the flat-rate corrections were not based on the loss,

(') Doc. No VI/216/93 Rev.-1, 12. 9. 1994..

(%) OJ No C 141, 13. 5. 1996, p. 107, paragraph 7...

or assessed risk of loss, to the EAGGF budget in the year
under exarnmatlon : :

(é’)'loliv_e‘ oil broductioh aid: Greece -

- The. implementation of. this measure has been
“repeatedly criticized by the Commission (e.g. 1990
and 1991 ‘clearance) and the catalogue of
fundamental weaknesses' were found to persist in

1992, The 10% -flat-rate correction- imposed
. (Dr 5252 million, ECU 17,2 million see Table 2) is
. the - maximum normally - allowed under the
Commission internal grid. However, .the summary

. report (%) states that the Commission may reduce this
. percentage under a future clearance procedure if the
recently introduced changes in. management and
. control constitute a significant response to the need
to_protect Community funds against the risk of ~
irregularity and fraud. Such a reduction should not

. be ‘made until the required improvements are in
place, and the assessed risk to the EAGGF budget is
. reduced '

E (b) -Cbttd_fi. prbductio;j,aid:_ Greece -

"The" opinion."on the 1991 clearance” decision(*)
" describes- how the 25% flat-rate correction for
- cotton in_Greece could be reduced to-10% if the
Greek authorities strengthened the control system
and re-established cooperation with the Commission
by 31 December 1995. The same 25% correction .
‘was originally proposed in relation to 1992.°
. .However, the eventual decision for 1992 () reduced .
"~ the 1992 correction to 10%. The 1991 correction
. was snmllarly revised downwards, thus leading to a -
" positive correction in 1992 to reimburse the
" ‘overcorrection’ in 1991. The reason given for this
was that the enquiries undertaken in 1995 and 1996
* confirmed that, as from the 1996/97 campaign, the
control system is working correctly and that there
“"has been a good collaboration between the Greek
“authorities and the Commission. In particular this is
" the case with regard to the conducting of ex- post
controls of the marketing years ‘concerned. The
Court’s auditors found evidence in the Commission’s
reports that improvements were only effectively in
place from 1993/94 and that the 1992/93 campaign
. was carried out almost without any effective
_controls. The combined effect of these reductions is
" Dr 29 405 million (ECU 96,2 million). i '

- (%) VI/6355/95 of 27 March 1996.

() O] No C 10, 15. 1. 1996.

%) Commlssmn DEC]S]OII 96/701/EC (Oj No L 323, 13 12.

1996)
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for 1992 or 1993 because missions to Greece in -
‘August 1995 had revealed improvements in the
. Greek system. The letter states, however, that serious
. weaknesses still - persist. Thus, no correction was

‘(c)« Bééf public storage:

(i) Germany -

: v(iv)lUnited Kingdom .

The flat-rate correction was limited t_o'IZA%
(DM 19,59 million, ECU 10,1 million: see

.Table 2) largely because the German' authorities

“had taken measures after 1992 to improve the
- “deficiencies in their application of the system.

(i) Traly

" The clearance audxt work for thlS measure was

carried out in 1990 and 1991 in Italy. The
Commission limited the corrections to 10% of .

* -the expenditure for 1990 and 1991 (total Lit
" °54 927 million, ECU 28,4 million) ‘in view.of
. the Italian authorities efforts’. No correction

has been made for 1992, even though the
. improvements made in ltaly (which commenced
~ at the earliest in 1993) were considered by the

Commission to be unsatisfactory. -

- (i) France

The Commission limited the flat-rate correction

to'5% (FF 189,4 million, ECU 29,2 million) .

because of the efforts of the French authormes
~to. improve ' their buymg in and monitoring

procedures. The plan “to - implement such
" improvements was only submltted to the
" Commission in March 1994.

The Commission. originallyil limited ~the
correction to 5% because of the efforts made
subsequently by the UK authorities to improve . .

monitoring procedures. This was eventually
~ reduced to 2% (£ 4,98 million, ECU 6,1

million) following a reexamination of the |

British. control - system. This correction was

applied to- 1991 expenditure .only. No°
correction was applied to 1992 expenditure, -
_even though the audit missions -took place - -

" during EAGGF year 1992 and the weaknesses

“discovered existed in both years: Moreover, the © . -

United Kingdom authorities only undertook a
‘radical - overhaul of their system after

~ discussions with the Commlssmn at the end of -

fmanc1al year 1992

(d) Withdrawal of peaches: Greece

The mission reports for this ‘measure. describe -
significant systems’ weaknesses and a 10 % flat-rate -
correction was at first proposed for 1992, 1993 and

1994. However a letter- from the: Commission to

Greece announced that no correction was proposed

(b)

-+ and " Spain ‘contained fundamental weaknesses,

(€

applied for 1992, even if the budget was exposed to
serious risks in that year, .

"Grubbing-up of vines: Greece .

Thé,Cémmissioﬂ originally proposed a correction of
10% but finally imposed a:2% (Dr 61,1 million, .

- ECU 0,2 million: see” Table 2) flat-rate correction,

after considering the conc111atlon body’s report.
However: ‘

(i) ‘any improvements (which in any case the
Commission deems to be madequate) took place
well after 1992;

(ii) - the vine regxster,Awhich‘ is the  fundamental ™

" 4.10.

means by which this measure can be controlled
and which the Member State ‘was obllged to
mamtam, is stlll not in ex1stcncc

" There were also cases where flat-rate corrections .

were not necessary as it was.feasible to determine the
exact loss to the Fund or  the exact degree of

» ~ non-

case

-compliance with a Regulation. For instance, in the.
of production refunds for starch and for sugar in

Germany, -the Commission applied -a - 5% flat-rate
financial correction in both cases (DM 5,2 million, ECU
2,7 million). The case concerns certain flrms submxttmg

appl

ications for refund certificates after the processing of

the starch (or sugar), contrary to the.provisions of the -
Regulations. However,.it would have been more accurate

to d

411,

etermine the amount of producnon refunds actually -

 affected in this way.-

So that: Member States accept flat-rate

corrections, there must be coherence and transparency in
theu' apphcatnon .

" (a)

in the case of p'ro-dudion refunds for starch and for .
sugar in Germany and notwithstanding the facts ~
referred to in paragraph 4.10, the: 5% flat-rate:

_correction was applied simply because such a'rate .

had been applied in previous years, (before the

- introduction of the criteria established by VI/216/93
- Rev. 1(!)) without considering whether it was still

appropriate, in the light of these criteria;

for the beef special premium, the systems in Ireland

- particularly in Ireland, where weaknesses™ included

the inability.to determine the precise numbers of

" (") Doc. No VI/216/93 Rev. 1, 12. 9. 1994.
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animals claimed and unjustified retagging of animals.
Yet the flat-rate corrections applied were 5% for
Spam (ECU 0,96 million) and only 2% for Ireland
(ECU 0,91 million). Moreover, in view of ‘the

seriousness of ‘the weaknesses both cases merited a

higher correction.

The overrullng of the Fmancxal Controllers Dec1ston o

beef public storage in Ireland

412, Between 1990 and 1993 Commission -services
- investigated public storage.of beef and veal in Ireland.
The Irish authorities did not contest-the extent of the

"+ deficiencies found, but stressed that they took immediate

steps to remedy the situation as early as 1991.

4.13. DG VI wrote to Ireland stating " that a S%
flat-rate correction would be imposed for 1990 and 1991 -

only. This commitment was made without consulting the
Financial Controller, thus undermining the position of
the Commission in cases such as thts where the Fmanc1al
Controller takes a dlfferent view,

4,14, In this case, the Financial Controller considered
. that the weaknesses discovered were of a fundamental
* nature and merited a-10 % correction for both 1990 and
1991. The Irish authorities were ‘notified accordingly.

Ireland submitted this case to-the conciliation body, as
did Italy, France and the United Kingdom who had also

~received increased corrections for ‘this measure. The

conciliation body stressed that it would favour a.

differentiation of the rate of correction in line with the
year from which improvements had been made. However
by letter of 13 November 1995 DG VI informed the Irish

" authorities that it could not see any scope for reducmg. '

the corrections.

4.15. “The " Irish authorities consideredAI the: 10%

correction for both 1990 and 1991 to be financially and
~ politically unacceptable. They set about demonstratmg

how. they had improved their system from 1991 -

onwards.

4.16. . These improvements were never tested by the -

Commission and there is conflicting evidence concerning

the implementation dates of these improvements.. The-
Commission documents indicate that nothing of.
substance was carried out before early autumn 1991,
. which is part of EAGGF year 1992. The Irish authorities

vouched that their Control Enquiry Teams had carried

out 21 unannounced -inspections during EAGGF year

1991. This was the system 1mprovement for that year

4.17.  The final decision on the clearance of a}cc'ounts_;' :
submitted for the approval of the Financial Controller

did differentiate betwéen _ 1990 (10 % - correction) ‘and.
1991 (5% correction). This reduction represented £ Irl

‘24 miillion’ (ECU 30,3 million). No differentiation was

made for the other three Member States mentloned in
paragraph 4. 14 ‘

- 4.18. 4 Tl’llS dlfferentlatxon led dlrectly to the Financial

Controller withholding his approval, citing the need to

‘verify the improvements whlch were supposed to have

taken place

4.19_.‘ By its bunpublished‘ Decision of 10 April 1996 -

C(95) 2786, final) the Commission overruled -the
ananc1al Controller’s decision to withhold approval for
the clearance of the 1992 accounts.

420. The Commission took the decision to overrule
the  Financial - Controller, citing the Irish authorities®
‘willingness - to stgmftcantly 1mprove its control system’

and how they had ‘started to put into place the measures
necessary to remedy the deficiencies found’.

.

4.21. - The principle of recognizing improvements in

" systems is justifiable, but  any reduction in flat-rate

corrections can only take effect from' the date of such
improvements. Furthermore, there are no corrections-at

~ all proposed for 1992, although it is clear from a mission

report relating to 1992 expenditure that there ‘were still
s:gmﬁcant deficiencies in that year.

. Ad hoc corrections

4.22. - The Court is concerned by the manner in which
certain ad hoc corrections were arrived at.

'423. - The correction' for_ late payments of the beef

special premium in Italy was reduced by Lit 2 855 million
(ECU.1,5 million) on the basis of further documentation
from the Member State. However; thls documentatxon
drd not ‘justify the reductlon

4.24. The Commission had detected an error rate of

10,53 % in two Nomos in Greece for the ewe premium

for 1992, In its reply to the opinion on the 1991
clearance decision('), the Commission stated that the )
1992 correctton would be made in that year’s decision.
However, the Commission' has only applied a 5%

~ ()"0J No C 10, 15."1. 19%.
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(Dr 221,5 million, ECU 0,73 million: see Table 1)
correction for the two Nomos. . IR

4.25.  For the cereals co-responsibility levy in Denmark
the. Commission, using figures sent by Denmark. to -

Eurostat, calculated that Denmark needed to pay the levy -
. on an extra 710 000 tonnes. Howeverg the Member State

contested these figures (calculated in accordance with the
same method used 'and accepted for all Member States)
and provided other data ‘to ‘reduce the deficit to

206 000 tonnes. The Commission accepted the revised. -

figures without question. Furthermore the. Danish

. authorities informed the Commission that standing crops
are not subject to the levy (based on a discussion of
experts in 1988 for which there exists no evidence) and -

demanded that a further 147 840 tonnes be reduced. The
actual correction only relates to 58 160 tonnes ‘which
makes a difference ' of Dkr 49,3 - mlll10n (ECU 6,7
mxlhon)

S. CASES WHERE NO CORRECTIONS WERE APPLIED

e

5.1. There were cases where, in spite of evrdence ‘of

“weaknesses in Member States® systems which put the -

EAGGF budget at risk, no correctxon was made in

 respect of 1992

(a) Significant work was carried out by the Commission

into the prefinancing of beef and cereals -export

- refunds. The many weaknesses: resulting from _these -
enquiries will only be taken into account in the 1993.

clearance decision, according to the Commission. No

~ correction has been made on the 1992 expenditure,

" even though the weaknesses also affected that year.

(b) An enquiry on the application of physical controls at

export - also revealed many deficiencies. - The
- Commission proposed no corrections in respect of
. 1992, although it reserves its .position regarding
" subsequent  years - if recommended
measures are not applied. It must be emphasnzed
that:

(i) the Member States had to comply with the
relevant Regulations from 1 Octobe_r 1990 and
that, as the audits carried out in all Member
States in 1992 and 1993 found the application

" of these -Regulations to be unsatisfactory, a-

. financial correction should have been made;

(il) in the domain of export refunds the proportion

. of EAGGF funds at risk and their absolute

() In Limburg (NLj

corrective :

6.. CONCLUSION

61 Artile S - (2) (b) of
. (EEC)..No 729/70(') states that ‘the accounts of .a
. particular year must . be. cleared by the end of the

. value vary significantly from Member. State to
Member State. - To make no financial
corrections at all amounts to unequal treatment
of Member States, : :

: .»‘;(iii)‘ DG VI wrdte to Member States in early 1994

stating that no correction would be made. if
corrective action were taken by .1 July 1994,
‘Financial Control was not consulted on this
commitment, which has a 51gmf1cant impact on
the budget. " , .

Lo

(c)* In Belgium a'Commission audit mission concerning -

export - refunds revealed payment delays, which

- would normally lead to a correction. In this case no

. correction was-made.

* (d) Both the mission report and the letter to-the national

authorities . in the case of Germany beef special
- premium conclude that the very serious weaknesses
undoubtedly led to an increased and undue charge
on the Fund. However, no corrections were applied.
No justification for the non-application of penalties
was provided, except that 1992 was the last year in
- which Germany . administered - the scheme in this
way.

00 of ‘the 800 ewe premium

~ claims were lost. It was not considered useful

therefore to .conduct a file . examination. No
- corrections were imposed. It is not acceptable that

o adequate tests could not be carrled out.

: (f) The 1992 accounts of .19 of the 44 payihg agencies

. were audited by private audit firms. Their main tasks

were to reconcile the annual declarations of -

expenditure to the underlying accounting records
" and to review the internal organization of the paying
agency. The private firms provided useful system
- descriptions and identified serious deficiencies in
respect of 1992. However, no financial corrections
"were made.

Council

following year. Thus, as for the 1991 decision, the 1992 -

clearance clecmon was three years late

- (') OJ No L'94, 28: 4. 1970.

Regulation -
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6.2. The introduction of the conciliation body may be -

considered as a positive *development. It should be
emphasized that the body’s existence has 1mposed a
greater discipline on the work of the Commission’s

. auditors. However, it caused some additional delay to the -
clearance procedure in respect of 1992 (see paragraph .
. 3.6). . . L

6.3.  Further improveinénté could be at_hievéd by

: (a) redeploymg the Commlssmns staff in order to
allocate the necessary staff resources to the audit

work (see paragraphs 2 1-2.2);

1997

“(b) 'appl5rihg a centrally performed risk.analysis in order

- to allocate staff to key areas (see paragraph 2.3);

Lo (o) applying - flat-rate “corrections only when it is not

- possible to ascertain the actual loss to the EAGGF
“budget. . Their.> use - should be transparent and .
equltable (see paragraphs 4. 10-4 11),

. (d) “ensuring that there is no financial incentive to carry

. out what a Member State was already obliged to do
under existing legislation (see paragraphs 4. 7 4.9 and
41242n

ThlS report was adopted by the Court of Audltors in Luxembourg at its meetmg of 9 ]anuary

For the Court of Auditors
Bernhard FRIEDMANN .

" President .
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TABLE2 . -
- ' L. ' L 1 o o
Supplement to clearance of accounts 1992 (Commission Decision 96/701/EC of 20 November 1996, O] No L 323, 13. 12. 1996, p. 26)

‘Additional expenditure disallowed by markgt/Member State in national currency and ecu

Market SR o o " Total

Member St_até Oils, fats, protein| ~ Wine Tobacco mi?l:iialigggcis ‘Meat and fish - . . Cotton. National currency ECU
Germany SRR A R o 19591000 | 19591000 10 109 240
Greece 5251911509 | 61090105 | 3896221860 | 415093451| ... . | | 2869149359 |12493 466 284 | 40870916
Spain 721255271 I R S | 721255271 4424065
laly 12921589179 - . - | C 0 14924750756 | 1 |27846339935| 14 587255
, 69991476

‘urce: European Court of Auditors. .!_ - ] ' e L RN -

_ TABL'E 3 .

Number of cases submltted to the concxhanon body per Member State in the context of the 1992 clearance |
. of accounts -

Member State | ‘B-| DK | D. | GR'| E [ F [RL | T | L |'NL | P | UK |Total

N\‘meerofca'sesh ‘ R R T O R
submitted = . -0 2 2 7,01 1.3 2 12 0 o |-2.1]-3 34

Source: European Court of Auditors.

1’ | L TABLE4 R T T
) RN Summary of -the 28 cases * considered by the conciliation body in the context of the 1992 c]earance of - o
" accounts

' Correction‘m:iinta‘ined with the agreement of the body o : o8

" Correction mamtalned desplte the bodys recommendanon to reduce it or re-examine the

case 11
Correction reduced at least indirectly because of the body’s recommendations =~ R 9
Total number of cases considered . . - . .- . L T .28

Source: European Court of Auditors. " -




21. 2..97

CoNoCs12° [EN] L

s

THE COMMISSION’S REPLY

1. INTRODUCTION

1.1-1.5.
the clearance of the 1992 financial year, and some

expenditure relating to the 1993 year. The Commission .
performed the major part of the work underlying this

- decision between March 1993 and March 1994. Certain
.enqumes required additional work and missions on the
spot in ‘later months. The Commission’s. working

" methods have continued to be developed and refined .

since 1994, 'and, as the Court'notes in paragraph 1.4,
- significant changcs to the procedure were proposed. by
the Commission in-1994 which, after consultation of
Parliament and adoptlon by Council of the necessary -
legal bases, came mto force in the 1996 financial year,

The Court’s comments concern essentially the financial

. Official jbﬂr‘nél éf the Eﬁrdﬁeéﬁ Communities .

The Court’s report concerns the decision on~ .

There is a general lack of resources for the Commission’s

. controls in the Member States. In addition to staff for the

clearance procedure, the Commission lacks staff for the
corps of inspectors in the wine sector and the fruit and
vegetable . sector. These two corps are responsible for

monitoring the controls over quahty and" labelling, -

regarding both commercial activities in the two sectors
and produce presented for Community subsidies. Each
corps has at present a staff of two, and each needs "at

~ least three more if any meaningful programme of work is

© Risk analysis C S

consequences decided by the Commission following its

audit of the 1992 year. Corrections are only one aspect
of the clearance procedure, if the most visible to the
_ public. In addition to the ex-post audits which in some,
but not all, cases give rise to corrections, the Commission
undertook  many : ex-ante ' missions aimed  at

recommending improvements to the Member States’

‘procedures before payment took place, and thus to avoid
control failures, to reducde the risk of losses to

Community funds, and hence to avoid the reasons for &

correction - of the expenditure. - For - .example, .
considerable effort was deployed from 1993 onwards to
- encourage Member States to ‘put the integrated control’
system into’ " place properly, and- to monitor the
.procedures in place for verifying the clalms introduced
" under the reform of the CAP.

The Court’s report concentrates more on the amounts of
the corrections, and less on the other aspects of the -
clearance work, such as preventxve audits, or the often

to undertaken. These requirements are not 1ncludcd in’
the abovementioned 15 posts. : :

2.3.” The Court refers to only one element considered

during the allocation of staff:-and planning of the
" Commission’s

.work, being . the' weighting * of the
expenditure on each budget line by the evaluated risks of

- the measure and of each-Member State’s administrative

procedures.: The final plan- was established at central
level, and took account of this analysis, but also many

‘other elements such as the need to undertake preventive
~audits in new areas of expenditure, and of the obligation

to have a reasonable coverage of the many areas at risk if

. the’ Commission’s* clearance decision. on the year’s
'expendlturc as a whole is to be meaningful. The plan as
-adopted contained a reasonable balance between these

considerations. One objectivé of the reform of the

« clearance procedure, referred to in paragraph 1.4 of the
“Court’s report, is to allow the Commission to concentrate

- on fewer enquiries at any one time, as its enquiries will -

- no longer need to be linked to an annual clearance-

extensive work undertaken in ordér to determine ‘the ™ -

- amount at which the correction should be established, or

_ the issues discussed during the conciliation procedure.

2. METHODOLOGY OF THE COMMISSION -

Staff resources -

2.2.
- Parliament’s resolution regarding 15 extra posts, DG VI
-has allocated three additional posts to that task, being its

entire - increase of staff posts for the 1996 year. The -

Commission is seeking a- solution to the need for
~ additional staff and will raise the matter in
_ negotiations in respect of the 1998 budget.

Since 17 April 1996, the date of the European

its .

- decision. This reform did not come into effect until the
1996 financial year, so all work plans up until the 1995
".year were established on the same basis as for 1992.

2.4.(a) As is explamed in paragraph 4.2.1 of the.

summary report, it was fully justified to give
- priority to the verification of the application of
Regulation - (EEC) ‘No 386/90 and of the
-prefinancing regime,
* controls over export refunds. -Most .of the
paying agencies concerned were examined under
the programme of financial audits, and in view
" of the lack:of staff resources in DG .VI,
. Financial Control is undertaking a’programme
- of audits in 1994 and 1995 accounts of these
agercies.

“Aid for soya was managed under the same
- dispositions as production aid for oil seeds, the
latter having been examined by the Commission.

in- the 1990 1991 and 1992 clearances. The N

as  these are the key -
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‘soya regime was abolished on 30 June 1992,
and replaced by the ‘fast-track’ aid to surfaces
cultivated in oil seeds. In view of the high risk-

presented by a new measure, and the fact that

this 'measure was the precursor to the CAP -
reform, it was seen as a greater priority than a-:

continuation of audits of the superseded soya

production aid, and was.examined .in depth by :

both DG VI and DG XX audltots.

(c) The Commission endeavours to achieve equality

- of treatment by examining the implementation " -

in all' Member States principally concerned

before drawing its final conclusions. For this
reason it undertook its enquiry into dried -
fodder in.all six Member States concerned by =
this measure, including the United I\mgdom and -
. Germany. The fact that expendtture in" these -’

“two Member States was: mcreasmg rapidly was

a further )usnfxcanon for examining the control - -

_measures in each. The Commission does not
therefore ‘agree that dried fodder was less
deserving for priority in 1992, particularly as

rape seed had been examined in the 1988 and

1989 clearances in Germany, and was'assessed

as a low.risk, and as an examination of the

ex-post scrutinies of peas and beans undertaken
. by the UK showed that nattonal controls had
L been thorough ' : .

2.5. The 1mportance given by the Commxssmn to
ensuring the full introduction of the milk quota regime in
Italy, Spain and Greece cannot be contested. The interest

in this matter of both the Parliament and Council =
demonstrates the priority which this subject deserved, in
. the full knowledge that the Commission would be unable

- to examine other measures in the mxlk sector untll later o

fmancxal years.

Execution of the work . -

A

2.6.  The. Commission’s ~annual
when deficiencies are found on the spot, so the annual
programme has to be rescheduled accordingly, and new
priorities appear during the year. There is.no reserve of
humian resources available to absorb unforeseen activities.

The work plan is-a planning instrument, and.cannot

confine the clearance work .to a programme to be .
followed blindly. Unfinished work -scheduled for one

" year’s clearance - must necessarily. be - completed in a

‘following year, lf still )ustlfled under that - year s rev1ew of .

priorities. - S el

“work ' plans "are’
necessarily indicative. Some enquiries need to be extended

adequate to complete all desirable work.”

"(b) _Tlte improvemente vrequired of the Irish authorities in

its supporting documents and files were verified in
the subsequent mission- in October 1994, and the

. Commission was satisfied that.the records permitted

-an audit.to be carried out. It.is correct, however,
that .the planned substantive . tests. were not
completed. ' ‘

(c) Due to lack of staff tesources, dried fodder was

-examined in-a mission ‘'under the 1993 work plan,
‘Vmstead of that for 1992 ] .

(d) A further mission to Denmark to examine the .

" supporting documents concermng oils and fats was
not . undertaken, in view of the  limited " staff
 resources, the relatively low level of expenditure, and
“the fact that all expenditure declared by Denmark
" had been audlted under the financial = audit
" programme, . )

) (e) AS‘taff'_ resources do not permit the undettaking of all

desirable missions.. The Commission considers that
the “irregularities found by the Olive Oil Control

Agency are evidence that national  controls were -

effective. Accordingly, priority was given to missions
- in"the sectors of olive oil ‘production aid and of
cotton, where national controls had been found to

be particularly weak. Member States would be -

deterred from reporting irregularities if these reports
: led to an mtensxflcatton of clearance audits.

(f)  The Commlssxon made three missions to examine the

~ export of beef from Germany, and in partlcular the
outcome  of .enquiries undertaken by the - German
.. authorities into the aid ‘claimed. Following the
"+ Commission’s findings, the’German authorities were
“ “requested . to undertake further -enquiries, and
presented in July 1995 their detailed report on these

. enquiries. After - complementary information was
requested and obtained, the Commission had a

- sound basis for appraising the conclusions of the "

-, ‘report submitted, and ‘for evaluating the financial
consequences which amounted in total to DM 30,0
-million, including the DM 5,8 million mentioned by
the Court. Furthermore, in paragraph 4.2.9.5 of its

~summary report, the Commission reserved. the right-
- to -recover further sums if - the ongoing enquiries

undertaken by .the German authorities were not
. satisfactorily completed and the necessary recoveries
. made .

“(a) ‘It is. correct that staff resources are not always .
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Working methods

2.7. . The delay'in 'conveying results was an exc'eption-

rather than the rule, as it concerned a fraud and
irregularities enquiry into the public storage of beef

which was alengthy procedure involving.six -Member

States. In view of the need to demonstrate an equitable
approach, ‘and to-keep the findings confidential, the

results were not communicated formally until the enquiry -

. was well advanced. It should be stressed that findings
~were brought to the national authorities® attention at the

time of the on-the-spot visits, and in subsequent meetings
in Brussels.

2.8. The ‘point concerns a -mere ECU 6000 and
appears contradlctory to its comments on lmmatenal
correcnons in its followmg paragraph

2.9.  One should distinguish between the numérous

" arithmetical corrections made to the figures declared by

the Member States, which can often be small, and the
refusals to finance part of the expenditure “declared

because . of " failures ‘to comply, with Community =

leglslauon, which are almost always significant. While no

minimum_ has been set for the complxance corrections,

. the Commission gave- some guidance in its decision

" the budget line concerned for that Member State would .

\

“setting up the conciliation procedure, when it decided

that corrections of less than ECU 0,5 million, or 25% of

not ‘be eligible for conciliation. ' Furthermore, the
guidelines concerning flat-rate corrections set 2% of the

_expenditure under the measure concerned as the lowest

rate of flat-rate correcuon

The Commission is prepared to examine further the issue
raised by the Court. Tt is aware that the many corrections
imposed on ' Member- States. serve to  prevent the

"development of a constructive relationship between the

Commission ‘and the Member States’ services as regards
the constant improvement of the effectiveness of their
control procedures. The limitation’ of - ‘compliance’
corrections to only those cases where there have been

-particularly serious failures in controls, warrantmg a

sxgmfrcant financial consequence, may well improve the

receptiveness of ‘these services .to the Commission’s

recommendations. But in taking such a- line, “the
Commission risks criticism for not systemancally makmg
a correction for every imperfection, as is: made by the
Court in paragraph 4.7 of this report.

As regards the particular case mentioned by the Court,
the errortin calculating the correction was found after the
final conclusions had been notified to the Member State,

- and after theconciliation procedure had been opened.

" procedure by a new notrflcatron was not .worth such a.

The delay which would be caused to the clearance

small sum.

3. CONCILIATION BODY -

3.6.  The existence of a- conciliation procedure
inevitably lengthens the clearance procedure, as up to six

" .months can elapse between the date of notification of a
“correction and the end of the time limits applying to
conciliation. . The cause ' for- the - delay  to the

complementary decision, taken in November 1996, was

the need to conduct additional enquiries or to obtain~
further information, in “particular in the cases concermng ‘

Greece.

‘

The Commission considers that. the conciliation

_procedure has operated satisfactorily in its first year, in
_ particular- as time is necessarily required for - the

Commission and the members of the conciliation body to

introduce such an innovation. The implementation of the -
" procedure is " kept "under - constant review, and any -

adjustments which prove necessary will be made after the

- three-year trial perrod for which this procedure was

mtroduced

4. EVALUATION OF AMOUNTS DISALLOWED .

General remarks -

< /

41. Two itemslof 1993-expenditure were included

with the 1992 clearance, both particularly significant
cases of irregularity (imported olive oil in France, ECU
7,7 million; and cereals storage in Italy, ECU 99,2
million), because it was considered that clearly irregular

sums of this magnitude should ‘be recovered by the ‘
.. Community budget in.the shortest possible time. There i is
. no legal obstacle to tl’llS approach,

.

“The Commission’s computer tools allow it to

4.2§4.4.

undertake a wide variety of analyses and methods for the.
selection of - transactions or beneficiaries to audit.

Statistical sampling of the whole of the declared

'expendxture was requxrcd in the financial audits of the -
paying agencies, but not in all the compliancé audits, as
‘such. sampling is not appropriate for the many audits .
~ which aim to examine and test the operation of a control

system, partlcularly when only a small number of reglons,
or customs offlces can be exammed in the time

~ available.

~ As regards .the evaluation of financial corrections, the

examination of supporting documents rarely allows the
loss to Community funds to be evaluated, as the goods or
animals which were inadequately checked by the Member

. State are no longer present at the time of the

Commission’s audit. The Commission therefore adopts
the generally accepted "approach of first analysing and
testing the system and procedures and then evaluating the

'rrsks Because of the heavy burden of staff resource costs
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"in testing a sufficient number of beneficiaries selected by

statistical ', sampling ~methods throughout .a Member
State’s territory, and because of the problems in finding

physical . evidence, the Commission has in many cases -

necessarily relied on its best assessment of appropriate

flat-rate financial corrections, based on the results of its -
systems tests and risk evaluations. Following the Court’s -

remarks on the 1991 clearance, the European Parliament
accepted, in its resolution on the 1991 discharge, that
" such financial corrections are a legmmate means of
recovermg funds. :

’

Flat-rate corrections .

4.7. ‘The Commission does not agree that flat-rate

corrections were applied inconsistently. The rates ofr'

correction are decided with a great deal of care, and in
most significant cases after close scrutiny by - the
independent conciliation " body. Corrections ~initially

proposed have been reduced when the Member State.,

" could -demonstrate that the risk to the fund was lower
than that initially assessed, and, whenever staff resources’

allow, the Member States’ arguments are verified on the-
spot. In the example of the correction for production aid

for cotton, in paragraph 4.9 (b) of the Court’s report, the

- Commission undertook five further missions, and held

four meetings of a joint working group, to verify the
measures taken to improve controls and to determine the

actual losses incurred in the 1992 year. In one case, that '

of the public storage of beef in Ireland (paragraph 4.17),
_it was unable to undertake further enquiries as purchases
of beef into intervention had stopped. It would not be

reasonable to refuse to give a Member State the benefit of .

doubt as the -reasons were beyond - control.
Furthermore, in the one case of wrthdrawmg a correctxon

~ - in 1992, a correction was finally propose'd for. the 1994 -
year instead of for the 1992 and 1993 years as initially -

envisaged (see paragraph 4.9 (d)

4.8. The Commission' does not agree
evaluation of the actual loss to Commumty funds. The
- evidence supporting this evaluation was 'examined in
great- detail, and tested as far as sraff resources and

crrcumstances permltted .

3

v o . -

'4.9.. The Commission considers that all corrections are
based on the . assessed nsk of loss to the EAGGF
budget

" (a) Olive":oz'l prdduétion aid:'gree_cé .

" A correction of 10% of every ‘year’s expenditure ©
from 1990 is a severe consequence of the deficiencies” "~

that “any
correction was made on a basis other than an objective

.

\

in the Greek control system. The Commrssron will

- continue ‘to -apply the criteria as described in

paragraph 4.6 of the Court’s report when deciding

" on the amount of the corrections, in the light of the -

evidence available regarding each. individual year.
Effective remedial action will be takeninto account -
in cases of doubt as to the real risks to the Fund in "
the years concerned as provrded for under these

- criteria.

~

Cotton production aid

In its clearance decision on.the 1991 year, the

Commission ' decided a correction of 25% of the ..
expenditure declared, with a reserve permitting the

_rate of correction to be reduced to 10% if the

. reinforcement of controls was brought into operation

" before 31 December 1995. This rate of correction

was exceptionally severe, and reflected the fact that
the reality - of a-20%:increase in the quantity of

- cotton declared for aid in the 1991/92 was put into

" question. The severe financial consequences were one

factor which brought the Greek authorities to

improve their control systems. They also undertook
enquiries into’the reality of the quantities declared

" for aid in 1991/92, in particular by comparing the

quantities of ginned cotton sold with the equivalent
quantities of raw- cotton declared. Whenever there

" was a discrepancy between these two quantities, a

“recovery of the aid on the discrepancy was initiated.

The recoveries - initiated totalled Dr 1208 million.
The results of this enquiry demonstrated to the .

"Commission’s satisfaction that the risk of loss due to

the deficient control systems i in 1991 and 1992 did
not exceed 10%..

" The Commission’s enquiry into irregulafities in the

cotton sector took place between September and
December 1992.- The Greek authorities —took

- immediate steps to improve their controls over the

cotton sector, with effect from November .1992.

" These measures largely put a stop to the irregularities

" which had occurred in the previous rnarketmg year.
"The

" aimed at checking the effectiveness of the control

Commission undertook numerous missions

systems, . at verifying the conduct and results of .

" ex-post .controls of beneficiaries in the 1992/93
 marketing year,

and at recommending further
improvements to the control procedures.

’

The . Commission . is - satisfied that ‘the. Greek

_authorities did begin to improve their procedures as

- from  November 1992, and that they undertook

- . maintained. .. - .

~enquiries into the reality of the cotton on which aid
- had been claimed 'in the previous marketing year,.

and to demonstrate that the risk of loss to the Fund
did® not -exceed 10%. In these. circumstances, a
financial correction'-of 25% could "not- be
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(i) .Germany
In the interest of fairness the Commission
-always recognizes the fact in its summary report
when a Member State does improve its'system
_followmg a -mission as attaining - such

improvements is one of the objectives of the

- clearance * procedure. As allowed ‘under the
guidelines, improvements can influence the rate

of correction when there is doubt as to the rate -

to be applied. In this case, there was little doubt
-as to the rate of correction to be applied. An

. examination of the mission reports, and of the

" .documents presented ' "during the bilateral
meetings and ‘the conciliation procedure shows
that the weaknesses found in the. system were °

not sufficiently severe as to justify a rate of

correction higher than 2%, and, unlike the-

‘other Member . States - corrected .under this
. clearance decision, no meat of ‘irregular. quality
was found during the'Commission’s enquiries.

(li)r(iy)' Italy,: France f and th'e o Unitied' j

ngdom

The corrections followed an anti-fraud enquiry
into the quality of meat in intervention at the

" time of the enquiry in 1990 and 1991 (Italy), -.
1991 (UK) and 1992 (France)..In some ‘cases a -
later mission was made to examine  meat

selected earlier ‘which . required thawing. The

* . enquiry could not be repeated in the following
years, as intervention purchases ceased in early
1993, so there were no.findings on which to
base a - financial - correction. . Intervention.
-reopened in mid-1996, and purchases - are .

- cufrently being examined in clearance audits.

. (d) Withdréwal of pedches: G'reece

Correctrons were proposed for the 1994 ﬁnancral
year only, as thrs was the year actually covered by .

the enquiry.

(e): Gmbbmg up of vines: Greece

The. rate of correction was reduced from 10% to

2%, subsequent to the report by the conciliation
body, as the Greek authorities had complied with all
'control'requirements other than the constitution of a

- vine register, and had verified 100 % of all aid claims

- before and -after the grubbing-up of vines, followed
~ bya second check of 1% of the related ﬁles.

~ ~

4.10. The flat-rate correction - of "5%.‘von’ the - t_wo

measures in Germany had been confirmed by the Court

-

(c) Beef pitblic storage . .. " -of Justice in 1993, and so was maintained in each

. clearance decision untrl the German authormes amended

their irregular system.

4.11(b)  There are fundamental differences between
the two cases, not only because Ireland 'applied the

‘on-farm ' scheme whereas -Spain adopted the - slaughter
.model but also because Ireland took 'good note of the

Commission’s criticismis and rectified them from the 1992
year (payable 1993) while Spain did not. To this must be"

added the fact that Ireland .conducted .on-farm-

inspections at a rate of about 50% in 1991, far
exceeding the regulatory minimum of 10%, and also
based its system on a cattle identity scheme — factors

" which greatly: reduced the risk -of payment on
_ non-existent animals. Spain on the other hand singularly

failed to guarantee the security of its system for certifying .
slaughter. Neither country failed to conduct the controls
actually specified, the problem lying .more in the

. conception .and ‘quality of controls rather than their

physical execution. Higher corrections were thereforée not
considered appropriate. The responsible services continue

~ to monitor the procedures in both Member States.

The overruling of the Fina_nci‘al'Controller

~

413 DG VI now systema'tically invites the Financial

Controller’s observations before communicating proposed

~corrections to the Member States, and there is an -

agreement on the procedure to be followed whenever the

" two servrces contmue to hold dlffermg views.

-4.14. Between the DG VI letter of 13 November 1995 .
~and the ‘Commission’s clearance decision of 27 March

1996, the  Irish authorities - presented voluminous

- correspondence supporting their contentions.
R e [N . ) . i .

416 The defrcrencres in the qualrty of meat found in
.intervention stores was ascribed by the Commission

mainly to the weakness of the Irish system which relied

.-on a permanent presence of its officials in the

intervention ~centres, but “with neither = effective
supervision, -nor rotation of its officials. The

* improvements ‘claimed by the -Irish “authorities to have

been .introduced as from the beginning of the 1991

_ financial year. aimed "at remedying this weakness, and

reducing the consequent risk to the Fund, by assuring an
effective_supervision and control over their staff in the .
field, and at ensuring consistent and correct grading of .
meat at . purchase. The unannouncéd inspections,
mentioned by the Court, were part of the reinforced

. control* . claimed by the Intervention' Agency’s
management. . The effectiveness of these - claimed’
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improvements could not be tested as no subsequent

enquu'y was undertaken in Ireland before 1993 when
intervention purchases ceased -

. 417, No Member State other than Ireland could claim d_

to have improved their control system in the year being

* corrected; . which is - why no differentiation of the
corrections was decided for other Member States. There:

was no - doubt that Ireland - had introduced some

o 1mprovements The doubts.were raised on the sufficiency

of these improvements to justify applying a lower rate of
correction. , The .. Commission . finally gave the Irish

‘authormes the benefit of the doubt :

4.18-4.19;

in 1993, and at the time of the Commission’s dCClSlOﬂ,

there was no expectation of intervention reopening: The :
Commission considered it inequitable to penalize Ireland
for an inability to verify this effectiveness for a reason

beyond Ireland’s ‘control, and therefore overruled the

- Financial Controller. Due to the BSE scare, intervention
did reopen shortly after the Commission’s decision, and

an enquiry: on the spot has now: confxrmed a very

~ substantial remforcement of controls

 421.  The Commission does not disagree with the -
., principle that corrections should be reduced only from

the year in which i improvements are made. The reduction
in the flat-rate correction for 1991 was decided precisely
for the reason that the claimed 1mprovements in Ireland
dated from that year. No reduction‘was made for the
other Member States concemed as their 1mprovements

_ were made in a later year

The corrections followed an ‘enquiry into the quality of
meat in intervention at the time of the enquiry. The

~ enquiry could not be repeated in the following years as
_intervention purchases had ceased in 1993, and so there
were no findings on which to base a financial correction |
*_in later years. o D Vs ;

Ad boc corrections

4.22,  All corrections are arrived at with great care,

and on the basis of the mformatmn avallable at the tlme .

of decxslon

4.23. Accordmg to the Itallan authormes, a sxgmflcant

_proportion of the late payments proposed for ‘correction

¢

The effectiveness . of the lmprovements

‘could not be tested, as intervention purchases had ceased " " . 1o s
- . (and which the Court examined) for the other schemes:

425, ",Tllle" calculations aifnir’xg‘. at

- respect.

‘in the 1992 clearance arose as a result of commune by

commune enquiries .undertaken in. Sicily from. 1988

- onwards, the :intention being to safeguard Community

funds by extensive controls prior to payment. .This
argument was accepted. by the Commission as a valid
reason for delaying payment, providing that this -

explanation could be evidenced. Unfortunately the central
authorities in Italy encountered great difficulties in

obtaining information from Sicily in 1996; several years

- after the event. Initially proposed corrections for late

payments of livestock subsidies totalled Lit 20767
million and, after examining the evidence supplied, were

" reduced to Lit 14 925 million, 1r1cludmg a reduction of

Lit 2 855 million for special.beef premium.

It is true that’information'sulpplied‘by Italy in fespect of

special ‘beef premium was not as clear as that produced

but, in the knowledge that the extensive enquiries had
been undertaken in Sicily and had caused payment delays,
Italy was given the benefit of the doubt. It is not in the

" Community’s’ interest to oblige’Mémber States to effect

payments when a doubt exists as to their regulamy This
doubt certamly ex1sted in Slc11y

verifying the

. reasonableness of the levies collected by every Member
- State were based -on the statistics communicated by the
- Member ~ ‘State to = Eurostat, ~taking into. account

subsequent corrections of these sta_tistics.&_The clearance
of the accounts unit.did not have the resources to check
the validity of the figures by undertaking an audit of the
Member.  States’ statistical services. The Commission '

‘confirms that-it had agreed, in 1988, that standing crops
“were not subject to the levy. In a mission of May 1994 it

verified the reasonableness of the Danish figures in’ this
:Furthermore, . it - did .. examine the evidence
submitted. for the reduction of.the deficit to 206 000
tonnes  based on updated statistical information. The.
reduction of the deficit from 710 000 to 206 000 tonnes
represents 5,5 % of cereals production. -

'S5 CASES WHERE NO CORRECTIONS WERE APPLIED

5;1\(2)» The Commission cannot systematically extend

the results of its enquiries back. to the earliest
financial year remaining uncleared at the time of °
the enquiries. If it did, clearance decisions would
be -delayed indefinitely, as yet more enquiries
... would. be completed . while- the. bilateral and
.. conciliation procedures were being undertaken
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for earlier enquiries.. The prefinancing enquiry

"~ examined customs. procedures in force in - the

(b)

1993 and 1994 financial years, and the results” |

are being dealt.with under the clearance of those
years. There is no legal obstacle to this

approach. -

The . enquiry into physical controls aimed at .
verifying whether the Member States were: -
_complying with Regulatlon (EEC) No 386/90,

which required that a minimum.of §% of
exports attracting “refunds were physically
examined by the customs services. The
Commission’s auditors found no significant
failures to comply with this percentage, and so
there was no-firm legal basis for a correction.

. They did, however, find that the nature of the

examination varied w1dely, and so DG VI wrote’
to the Member States'in early 1994 to inform -
 them .of the nature of examinations which it-

" considered  effective,  and . insisted that such

. position was provided by Regulation (EC)°

, examinations be undertaken’ uniformly by all
Member States, stating its intention to propose -

financial corrections if these standards were not
respected. A firmer legal basis for DG VI's

No 163/94, and by Regulation (EC) No 2221/95

applicable from 1 January 1996: Financial . °
corrections can only be imposed if the Member-
State has failed to comply with a legal provision, -
“and - these legal provisions cannot- be applied -
" retrospectively. The letter of 1994 serves -to: -
. -provide a certain - interpretative basis for
‘corrections - as from the 1995 year, but not "

retrospectively, and an enquiry has been

.undérway since early 1996 to verify compliance -

with 'its terms.: The -approach adopted by the

Commission- led to some improvement in the -
quality of customs controls in a much shorter -

time_than it takes for formal legislation to be
adopted. Financial Control is now systematically

 consulted before the ~audit conclusions are

(e)

(d)

communicated to the Member States.

~

The delays were justified by the Belgian
“authorities by ongoing Court proceedings - for

half the ECU 1 million concerned, and by the

need to complete supplementary controls_on the-
-other half. The Commission cannot sanction a
~ Member State . for not paymg dlsputed or.

doubtful clalms -

Apart from the on-farm inspections made by the
Commission . services, most of -the' negative
comment arises from examination of claims and

inspectioh'statistics relating to the 1990 claim
year payable in 1991. The mission report deals

" in much more detail with the 1991 financial year

(o).

when expenditure was indeed corrected. The

German authorities “took several important .

administrative . steps to  bring. about

improvements within days of the audit mission
_of May 1991 when deficiencies initially came to

light (i.e. in time for the retention. period for
1991 claims payable " in 1992). Germany
conducted on-farm inspeétibns which ~ were

- effective, and at a rate superior to the minimum

"10% required. In these circumstances, a
correction of the 1992 expendlture was not :

. consxdered )UStlflCd

To support their clair for allowing the ECU 1,0 N
million concerned,. the. Dutch were able to

present lists substantiating that there had been
no loss to the Fund, and further informed the
Commission that their Agriculture Ministry’s

- own audit body had conducted, on a national

basis,"an audit of 80 % of ewe premium claims

for = completeness and -accuracy -and ° that

payments were made correctly. -

©Taking into "account the explanations and

. documentation supplied and . being of the

s

opinion that the risk of undue charge on the
Fund was minimal, the Commission services

‘proposed no' correction, but conveyed the

unsatisfactory’ nature of the situation and that
similar occurrences in the future would be

unacceptable.

“Private’ firms audited the financial systems and
" procedures of the paying “agencies, but were
. precluded- from verifying the compliance of the

underlying - expenditure with the Community
regulations, ‘as Article 9 of Regulation (EEC)

.No 729/70 requires that only officials mandated
by the Commission may- undertake such

checks.There were in any case, in 1992, no

. explicit legal - requirements determining the
systems which paying agencies should adopt,’
" and therefore no legal basis for corrections. The .

Commission took measures to provide this legal
basis, and for. requiring Member States to

" . comply - with detailed guidelines on financial

control systems. This legal basis came into force

in the 1996 financial year, and compliance by
the Member States is being cIosely momtored by

- .. the Commxssxon
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6. CONCLUSIONS

6.1-6.3.
. improvements to the guidelines it currently applies when
“assessing the amounts of the corrections, and on the

degree to ‘which .the corrections’ can be used as a

pedagogical tool. While the Commission has the duty to
recover misspent money, not. every recommendation for

improvement in the Member States’ procedures can.

justify a financial correction.

i

The Commission notes with.interest the Court’s view in
paragraph 2.10 of 'its report that-there should be a

_.minimum limit to corrections. This view is compatible.
with the principles of the reform of " the. clearance
- procedure, adopted : by the: Commission in 1993'.

following the ‘Belle’ report, receiving the favourable

opinion of the Parliament and the legal bases. being -

adopted by ‘Council 'in 1995. This reform aimed at

directing the clearance work towards the prevention of:

non-compliance by the Member States, and so'.to the
avoidance of the conflicts which arise from  corrections

which .are decided long" after the Member State has .
already 1mproved its procedures. A preventive audit will
naturally result in a number of recommendations for .
_improvements, -but this does not necessarily mean that .

there had been a risk to the Fund of such significance
that a correction must be made. There is a good case for

applying corrections only in those cases of serious failures .- "

-to comply with Commumty rules, which ]ustlfy a
material correction.

~ -

6.1. Expenence over many years has ‘shown that the' :

time limit for taking the clearance: decision ‘was

.impossible to respect under the procedures in force before -

1992, and with. the addition of the conciliation
procedure, the time required became even longer. This is
one of the reasons for reforming the clearance procedure,

a reform Wthh was appllcable from the 1996 fmancnal ’

year. .

The Commission remains open to debate on :

"6.3. The Cpmmission agreles' with . the objectives

- underlymg the Court’s v1ews expressed in this conclusxon .
. However-" : :

ka) The Commission is seeking a solution to the need for
additional staff, and will raise the matter in its
negotiations regardmg the 1998 budget. There is a .

- lack of resources for the Commission’s controls in -

the Member States, regarding both clearance of
accounts and the corps of inspectors;

‘(l')) it considers that risk analysis was épplicd centrally to

allocate staff to key areas of the 1992 clearance
procedure, as far as was compatible with the
" requirement to clear the entire expenditure declared
*and to conduct preventive audits of new measures -
with significant future “expenditure;

N

(¢) it is rare that the actual .loss to the Community

budget caused by a control deficiency can be
-ascertained, so the Commission must rely on its
‘assessment of the risk of this loss, and apply flat-rate
‘corrections, Wthh the Parhament agrees is a val1d
approach

(d) - the existence of a risk of financial corrections is itself

a particularly effective incentive for Member States
to comply with the Community Regulations. The
-guidelines provide that. improvements -in control.
systems he allowed as a mitigating factor when there

- is doubt as to the level of correction to be applied.
The corrections finally decided must stand up to
legal scrutiny by the Court of Justice, and must
represent a fair and equitable ‘assessment of the
seriousness of the infringement and of the real loss to

- the Fund. A great deal of care is taken by the
" different Commission services, by the conciliation
body and by the college itself to.arrive at this
assessment, without losing sight of the principal
_ objective, which is to bring the Member States to put
into place procedures which fully protect the Fund

- from the risk of fraud and irregularity.
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Gospodarskl Vestnik Bernan Assoclates
uplna dd. 4611-F Assembly Drive
S| 1000 'IM? 37026Ii592255 toll free teleph
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Fax 386 611339128
E-mail: belicd@gvestnik.si
URL: www.gvesinik.si

ISRAEL

R.O.Y. International

17, Shimon Hatarssi Street
6Pd Box 13056

Fax 972:3 546 14 42
E-mail: royil @netvision.net.il

Sub-agent for the Palestinian Authority:

Index Information Services
PO Box 19502

Jerusalem

Tel. (972-2) 27 16 34

Fax (972-2) 271219

RUSSIA

E-mal I: query @bemal
URL: www.beman. oom

MEXICO

Mundi-Prensa Mexico, SA de CV
Rio Pédnuco, 141

Delegacién Cuauhtémoc
ME-06500 México DF

Tel. (52-5) 5653 56 58/60

Fax (52-5) 514 67 99

E-mail: 104164.23compuserve.com

REPUBLIQUE DE COREE

Kyowa Book Company
1 F1, Phyung Hwa Bidg
4;:-2 Ha Jeong Dong, Mapo Ku
Tél 82 2 322 678011
82 2 322 6782

CCEC

60-letiya Oktyabrya Av. 9
|l731% Mofacokfy w’y

Tel. (095) 135 52 27

Fax (095) 135 52 27

OTHER COUNTRIES

Please address yourself to the sales
office of your choice

More information is available on the European Union via the INTERNET: http://europa.eu.int
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OFFICE FOR OFFICIAL PUBLICATIONS OF THE EUROPEAN COMMUNITIES
L- 2985 LUXEMBOURG




