
































MINUTES OF EVIDENCE

TAKEN BEFORE THE ENVIRONMENT, FOOD AND RURAL AFFAIRS COMMITTEE: RURAL
PAYMENTS AGENCY SUB-COMMITTEE

TUESDAY 28 JANUARY 2003

Members present:

Paddy Tipping, in the Chair

Mr Colin Breed Mrs Gillian Shephard
Mr David Drew Mr Bill Wiggin

Memorandum submitted by the Department for Environment, Food and Rural AVairs (L 2)

Executive Summary

1. RPA was successfully established on 16 October 2001 as an executive agency of the Department for
Environment, Food and Rural AVairs (Defra). It was formed by the merger of the Regional Services Group
(RSG) of Defra and the Intervention Board (IB). It is now the single accredited Paying Agency responsible
for CAP Schemes in England and for certain schemes throughout the UK. It accounts for £2.02 billion—
some 75% of CAP expenditure in the UK.

2. From the date of accreditation on 16 October 2001 until the abolition of IB on 15November 2001, RPA
operated as a joint enterprise between IB and Defra.

3. Johnston McNeill, RPA’s Chief Executive, assumed responsibility for CAP payment administration
from 1 April 2001 which enabled RPA to be fully functional by its formal establishment date. By the time of
launch the relationship with core Defra was well defined and was understood by both parties.

4. The establishment of RPA forms a key part of the restructuring of Defra and is an important element
in theDepartment’s response to theModernisingGovernment agenda. The SR2000 settlement providedRing
Fenced funding of £130 million to streamline and modernise the system of administering claims under CAP.
A Business Case for the RPA Change Programme provides for a substantial investment in new systems so
that significant savings in processing costs will be realised by 2005. The timing of the delivery of the main
eYciency savings is reflected in Defra’s value for money PSA target. The Change Programme is on schedule
for completion by December 2004. RPA plans to deliver benefits of £23.7 million per annum against the
2000–01 baseline cost, which will be achieved by pay, accommodation and IT savings.

5. RPA has taken a number of significant steps to ensure that it will be in a position to deliver the financial
and non-financial benefits outlined its Business Case once its new IT systems are delivered. These include
structural changes, use of the European Foundation for Quality Management Excellence Model (EFQM) to
baseline business performance and process improvement. A programme of “quick wins” is being used to
make early savings and introduce some examples of the technology and work practices that will be delivered
through the Change Programme.

How well established is the Rural Payments Agency’s role as the agency responsible for all CAP payment
functions, and to what extent its relationship with the Department for Environment, Food and Rural AVairs has
been clearly understood by both the Agency and the Department.

First Year’s Performance

6. RPA was successfully launched on 16 October 2001 with a clear purpose and identity as an Executive
Agency of Defra and an EU accredited Paying Agency. The first year of operations was severely aVected by
the impact of FMD, which required the transfer of resources to disease control duties, and a campaign of
industrial action involving ex-RSC staV in response to the 2001Defra pay oVer.Despite these challengesRPA
achieved 16 out of 18 of its key performance targets.

7. RPA has experienced a number of diYculties in making 2001 bovine scheme payments principally as a
result of disparities in claimed animals revealed when implementing the EU requirement to cross check claims
against the CTS database held by Defra’s British Cattle Movement Service (BCMS).

8. At the time of writing, a number of issues remain outstanding, which are being investigated. We have
received a number of representations, particularly from theNational Farmers’Union (NFU). These concerns
are being actively pursued with the NFU and other industry representatives.

9. RPA will be better placed to update the Committee once these investigations have been completed.
Additional briefing will follow.
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Accreditation

10. Although both IB and the Defra Paying Agency had been accredited separately as Paying Agencies
under EU legislation, EC Regulation 1663/95 requires all “new” agencies to undergo a formal process for
accreditation. By agreement with the Commission, a pre-accreditation audit of RPA was undertaken in
August 2001. The audit concentrated on areas of risk but no major weaknesses in controls were identified.
The UK Competent Authority (UK Agriculture Ministers) granted RPA full accreditation status as a UK
Paying Agency. The formal Instrument of Accreditation was signed-oV to coincide with RPA’s launch on 16
October 2001.

Governance

11. RPA’s governance arrangements ensure that it operateswith direction and engagement fromkeyDefra
oYcials and external stakeholders.

12. RPA’s Ownership Board (OB) provides a forum for the RPA management team to be advised and
supported by Defra and others with a major interest in RPA. The OB is chaired by Brian Bender and meets
quarterly. Its membership includes representatives from each of the Devolved Administrations and three
external representatives with extensive business, industry, academic and e-government expertise. The OB is
soon to benefit from the appointment of a second farmer representative nominated by the NFU.

13. RPA’s Audit Committee is an advisory body to the Chief Executive, chaired by Professor Georges
Selim who is also a non-executive member of the OB. It advises in respect of RPA’s accounts, internal control
systems and internal and external audit. In particular, the Committee reviews the practices and standards
adopted in RPA’s internal and external financial statements and reports to ensure that they reflect generally
accepted practice. It also ensures that RPA’s Internal Audit Unit fulfils appropriate standards.

14. TheAudit Committee’s main focus, to date, has been in relation to the governance issues resulting from
the merger of the two former organisations, the progress of the Change Programme and the development of
risk management procedures.

15. The Regional Overview Board (ROB) has oversight of progress with the restructuring of the
Department’s regional operations, including RPA’s Change Programme. It is also chaired by Brian Bender
and brings together RPA and Defra oYcials together with the NAO and Treasury. The Select Committee
receives regular reports from Defra on the overarching Restructuring Programme.

Organisational Structure

16. RPAhasmade considerable progress to ensure that it is well positioned tomaintain business continuity
and the successful delivery of the Change Programme. In particular, RPA has:

16.1. established a new corporate structure comprising of one corporate centre and fourmain processing
sites. Themanagement of downsizing sites has operated successfully through a pairing arrangement
with a permanent site;

16.2. completed the appointment of a strong senior management team that includes operational
managers with experience in Defra, IB and the private sector. The majority of the team were
appointed in April 2001 to manage the joint organisation and subsequently RPA;

16.3. established a Central Scheme Management Unit (CSMU) to provide overarching controls and
accreditation standards across all operational sites. The CSMU works alongside Scheme
Management Units (SMU) at each of the four main processing sites to provide vertical structures
for scheme implementation and management;

16.4. established a national Inspectorate for compliance monitoring across all operational areas;

16.5. taken operations out of Reading, Bristol and Worcester (ex-RSC sites) as a first stage in the
rationalisation project. Further operational work is being transferred out of RPA’s Reading
Corporate Centre in support of an agreed organisational design. RPA’s oYce in Newcastle was the
first to be transformed into a multi-processing site in September 2001 and is undertaking both ex-
IB work and worked transferred from the Worcester ex-RSC site. The Exeter oYce followed suite
when it took on Milk Quotas work from Reading in May 2002 and School Milk in July 2002.

Policy Advice

17. RPA provides Defra with operational advice in support of CAP policy formation and is represented
on various DEFRA policy groups, including the CAP Reform Group, Agriculture Steering Group of
Regulation of Agriculture and the e-Business Steering Committee. RPA has also supported the Permanent
Secretary at the Public Accounts Committee and gave evidence to the Anderson Enquiry.
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What costs were associated with the creation of the Rural Payments Agency, and what savings have resulted
from it, and in particular whether the creation of the Agency has brought real cuts in bureaucracy and a more
eYcient and speedy system (and whether target times for claims are being achieved).

Launch Costs

18. The direct cost of establishing RPA was £386,065. This covered the costs of rebranding, customer
mailing and launch preparations.

RPA Business Case and Change Programme

19. The cost of modernising CAP Payments byRPA has been well documented, as indeed have the savings
that will result from it. The Business Case for the Change Programme that supported the release of £130
million Ring Fenced funding under SR2000 was updated in September 2001 and will be refined further prior
to RPA undergoing the OYce of Government Commerce (OGC) Gateway 3 Review in December 2002. The
Change Programme remains on schedule for completion by the end of 2004.

20. RPA plans to deliver benefits of £23.7 million per annum against the 2000–01 baseline cost, which will
be achieved by re-engineering business processes to eliminate duplication and deliver productivity
improvements and by pay, accommodation and IT savings.

21. RPA has undertaken an exercise to define the baseline costs for 2000–01 against which future eYciency
savings will be measured. These have been included as comparative expenditure figures in RPA’s 2001–02
audited annual accounts. The baseline costs were drawn from:

21.1. the 2000–01 audited resource accounts for the Intervention Board; and

21.2. extracts from Defra’s Resource Accounting Management Information System (RAMIS)
representing the direct expenditure of the former RSG and the associated overheads of Defra
corporate divisions.

22. For the baseline year (2000-01), the cost of administering the CAP attributable to RPA was £138.9
million. This represents slightly under 7% of the value of CAP payments made.

23. By 2005, RPA will form the cornerstone of Defra’s strategy for achieving electronic service delivery.
Other benefits that RPA will deliver include:

23.1. producing a single customer interface to handle queries and provide advice to customers;

23.2. providing a high quality service, processing claims eYciently, accurately and promptly, allowing
customers to track claims and payments progress;

23.3. reducing the “claim to cheque” time for CAP payments claimants, with a two-week payment
window for electronically submitted claims within the payment periods prescribed in the
regulations;

23.4. reducing the risk of disallowance and the burden of inspections; and

23.5. improving overall levels of staV and customer satisfaction.

24. OGC has recognised the commitment from RPA’s senior team to ensure the successful delivery of the
Change Programme which is also demonstrated across the organisation. Johnston McNeill is Senior
Responsible Owner (SRO) for the Change Programme and is supported by a Programme Director (Simon
Vry, Business Development Director) and the other RPA Directors in their role as Programme Board.

25. To ensure that the benefits are realised, the Change Programme is managed in line with OGC
“Managing Successful Programmes” best practice, and all projects within the Change Programme are
managed in accordance with PRINCE 2 methodology. In addition, given the level of risk associated with the
Change Programme it is subject to OGC Gateway Reviews. To date, RPA has successfully negotiated
Gateway 1 and 2 Reviews, which confirmed the business case and the procurement strategy. OGC was
recently invited to conduct an informal health check of progress, which confirmed that the Programme was
on track to achieve OGC Gateway 3 in December 2002.

26. Good progress is being made with the main procurement of new business and IS systems. The OJEC
notice was issued in October 2001, and the project is on track to let the contract following OGC Gateway 3
inDecember 2002. Once the contract has been let, the chosen supplier will begin to build the claims processing
system in early 2003. The first phase will go live at the beginning of 2004, with the remaining phases being
implemented during 2004.

27. Given the scope of the changes, a number of projects have already been initiated within the Change
Programme. These projects are being progressed under existing framework agreements to ensure that the
essential underlying systems are in place prior to the main contract being let for the development of the new
business and IS systems. The projects that have been initiated since April 2001 include:

27.1. Finance and Accounting System (FAS) Project that will deliver a single Finance and
Accounting system.
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27.2. Rural LandRegister Project that will develop aRural LandRegister holding digital maps of IACS
holdings in England.

27.3. Customer Registration Project that will provide a single Defra-wide customer register to replace
the numerous customer databases that exist today.

27.4. Customer Relationship Management (CRM) Project that has defined RPA’s CRM strategy and
is currently implementing the necessary business changes to ensure that RPA is a customer focused
organisation.

27.5. Customer Service Centre Project that has established a prototype Customer Service Centre (CSC)
in Newcastle. Following the successful testing of the CSC, phase 1 is now going live with farmers
in Hereford and Worcester, initially for two specific schemes.

27.6. Knowledge Management (KM) Project that will enhance RPA’s Intranet and internal
information systems.

Quick Wins

28. Although RPA’s principle focus is on realising the benefits from the Change Programme, work
continues with a number of “quick win” projects. Some examples being:

28.1. RPA has successfully introduced the capability to electronically input data from abattoirs and
slaughterhouses for the Over Thirty Month Scheme (OTMS). This initiative was taken in order to
reduce staV costs and give economical improvements in the eVectiveness of a legacy system. The
development rapidly provided a solution to import electronic data securely from OTMS scheme
abattoir operators toRPA.Manual data entry was replacedwith automated processes. The finished
system provides an Internet upload and feedback solution for abattoirs, verifies validity of imported
data files and inputs and processes verified data through the OTMS claims system. The benefits
anticipated due to this implementation include costs savings through releasing 23 staV from scheme
posts and extending useful life of a legacy system. Time taken to input the data has been reduced
to less than 20 seconds per animal claimed for, with the possibility of continuous processing.
Reductions in data input errors are also expected. The development will deliver savings on running
costs which will exceed development costs by the end of its second year. There are possibilities for
extending this solution to other areas of the business beyond application to the OTMS scheme.

28.2. One such area where a similar technical solutionwill be employed is that concerning the automated
payment processing of export refund claims. This initiative will build upon an existing project which
provides for the electronic transfer of export refund claims and licensing data between the RPA and
HM Customs and Excise. That project is being funded by the Treasury under the Invest To Save
Programme and is due to go live at the end of April 2003. Automated payment processing within
RPA will:

28.2.1. maintain the existing business rules and logic embedded in the current computer system that
has been developed over many years;

28.2.2. allow a large proportion of claims to be processed straight through to payment with the
minimum need for manual intervention;

28.2.3. ensure that all control and accreditation requirements continue to be met;

28.2.4. go live shortly after April 2003 to coincide with the introduction of the electronic links to
Customs and should yield savings in the region of 22 posts. It will also bring benefits to our
customers by reducing paperwork and speeding up the entire claim and payment process.

28.3. RPA has delivered elements of its Finance and Accounting project that is integrating the dual
systems (ex-Defra and ex-IB) to provide a base for renewal (Oracle 11I re-implementation). Two
rationalisation stages have been applied, to date, that have driven up the quality of service delivery
and reduced costs. The physical transfer of Defra’s ledger work from Resource Management
Division was achieved seven months ahead of schedule followed by local integration of a dual
system. The final stage will be to re-implement Oracle Financials using a re-engineered process and
redesigned accounts structure by June 2003. This system will provide the keystone of RPA’s Paying
Agency functions.

28.4. RPA has responded to the potential risk of postal strike action by successfully increasing the
number of farmers who receive their payment by BACS (8,500 new recipients, 21% of the target
group). RPA has also shortened the ex-RSC payment cycle by two days and has a planned further
two-day reduction through rationalising the overall file handling processes.

28.5. RPA continued with a commitment made by Defra to provide a target group of farmers with the
capability to submit their IACS forms electronically.Whilst it is recognised that e-IACS is operating
on legacy systems, some valuable lessons have been learnt for future service delivery. For example,
an improvement in development is the facility to complete the submission oV-line for later
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transmission. A helpdesk handled 3628 calls and emails during its four-month existence. The design
of the web-based form worked well. 45% more submissions were made this year than last, or 12%
of the target customer base made up of the 10,000 claimants who initially expressed an interest in
2001. Over 400 submissions were made by Agents and more than 2000 RPA customers are now
registered with theGovernment Gateway. All submissions were automatically transferred to RPA’s
systems with no manual re-keying.

29. Any shorter term cost savings have been more diYcult to procure. In particular, some of the savings
have been oVset by additional work on Cattle Tracing System (CTS) and IACS/Agri-Environmental cross
checks and the loss of experienced staV following oYce closures.

Target Times

30. As far as target times for claims are concerned, a number of diYcult issues have arisen because of the
impact of foot and mouth disease and the significant industrial action taken by civil service unions in the
autumn of 2001. The industrial action within Defra was largely concentrated on RPA’s main processing sites
with the result that the payment deadline for Arable Area Payments Scheme (AAPS) was not achieved. RPA
continues to monitor the union’s response to the current Defra pay negotiations and should further action be
taken has contingency plans aimed atminimising the impact on service delivery. As referred to in paragraph 7,
RPA has experienced a number of diYculties in making 2001 bovine payments. Investigations are still
ongoing in respect of these, and we are keeping the NFU and other industry representations appraised of
developments.

31. RPA has introduced a comprehensive risk based approach to managing known and potential CAP
disallowance (reduction in EU re-imbursement) imposed by the EU to address accounting corrections or for
non-compliance with scheme rules. RPA’s open approach to reporting this risk has been welcomed by the
OB and Audit Committee. RPA has also had some encouraging responses on disallowance cases from the
EU through early identification of issues (for example, the impact of industrial action on AAPS payments)
and through conciliation and bi-lateral discussions.

32. However given that legacy systems are still in operation there are limits to savings that can be
undertaken in the mid-term. The main success has been in shortening lines of communication between the
customer and the administration. In this context, the establishment of the Industry Forum and Experts
Groups for the various areas of operation have been of significance. This has allowedmuch closer and quicker
dialogue with the industry and promoted greater understanding and more eYcient operation. This has been
particularly the case for the development of scheme literature and correspondence.

33. Another major change has been the introduction of an independent appeals system. This has been
welcomed by the industry.

What staV training has been put in place, and what other administrative steps have been taken to bring together
the functions of the Regional Service Centres and the Intervention Board?

34. RPA has put a great deal of emphasis on creating a unified workforce with a new culture and identity.
This has involved changes to working practices and systems. As part of a RPA’s Quality Strategy, the
European Foundation for Quality Management (EFQM)Model has been used to assess the performance of
the business. A balanced scorecard approach to business planning has ensured an equal focus on the four
business areas—customers, finance, operational services and processes and people.

35. RPA has retained Investors in People status having undertaken two in-year assessments since its
creation. This demonstrates that RPA has made good progress to unify its working practices. However, there
are improvement areas that will be addressed before the assessor’s next visit in six months’ time.

Staff Training

36. A comprehensive range of skills-based and developmental training products is provided for staV at
each RPA site to support business aims. Learning and development in RPA is centrally managed from
Reading HQ by the Learning and Development Unit (LDU) and locally at other RPA Operational sites by
Learning and Development Co-ordinators (LDCs).

37. The LDU is committed to ensuring that all RPA staV have equality of opportunity as far as learning
and development issues are concerned and that a consistent approach is taken across the whole organisation.
In addition, it is important that all training, whether job-specific or developmental, is linked to the RPA’s
Customer Relationship Management (CRM) strategy and accords with the principles of the EFQM. To this
end, a Learning and Development Group (LDG) has been formed, consisting of representatives from each
of the sites, to be the vehicle through which training and development policy is delivered. The LDG will also
act as a test-bed and a resource for identifying training needs and developing policy.
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38. Some actions to develop RPA’s approach to staV training include:

38.1. preparation of a corporate training plan to meet identified training needs so as to enable staV to
deliver an eVective and eYcient customer focused service andmeet the business needs of theAgency;

38.2. development of a LearningManagement System (LMS) on theRPA Intranet, available to all staV,
enabling people to see their training records and book courses on-line;

38.3. design of First Line Manager (FLM) programme to include and promote the new RPA culture of
openness and transparency. Since the creation of RPA, eight programmes have been delivered at
various locations to a mix of delegates from all the sites. Four more are planned to be delivered over
the next six months;

38.4. Learning andDevelopment Co-ordinators (LDCs) on all sites have been identifying training needs
from Personal Development Plans (PDPs), which are in place for all staV and arranging relevant
training, with both in-house delivery and the use of external providers;

38.5. development of a pilot Leadership Development Programme, again linked to promoting the new
RPA culture;

38.6. rolling out of “Diversity” training delivered by the Agency’s Equal Opportunities Group to all
managers;

38.7. providing all staVwith access via the Intranet to the EuropeanComputerDriving Licence (ECDL)
to allow them to demonstrate their competence in computer skills. This is a widely recognised
qualification that will help RPA staV with their current jobs and enhance career prospects;

38.8. providing all staV with access via the Intranet to the Ashridge Virtual Learning Centre as a self-
study resource; and

38.9. establishing Open Learning Centres at all sites.

Other Administrative Steps

E-mail links

39. All RPA staV at its five main sites now use a single e-mail system and can link to the main RPA shared
computer drive. This means that it is now possible for these members of staV to share and view calendars,
files and other features of the Outlook and Microsoft Exchange system. Work is now underway to connect
the staV at downsizing sites, which are shared with RDS to the single e-mail system. Although this is only an
interim arrangement, pending the creation of a full RPA-wide network, it is now allowing better
communication between the various RPA locations.

Services Provided by Defra, Information Technology Directorate (ITD)

40. RPA has established a Service Level Agreement (SLA) that defines a formal customer-supplier
relationship between RPA as user and ITD as provider of IT services to RPA, which did not exist between
former RSCs and ITD.

41. The definition of the SLA was based on:

41.1. analysis of service requirements;

41.2. assessment of the service quality delivered by ITD previously;

41.3. definition of services and improved service levels required by RPA users;

41.4. setting up an “intelligent customer” role within RPA to manage the SLA;

41.5. definition of new and improved processes and procedures to manage services; and

41.6. setting up new processes for budget management and control.

42. RPA has gained substantial qualitative benefits from implementing the SLA, in terms of improved
quality of service, more responsiveness and better control. The implementation of formal programme
management and budgetary control also resulted in savings of over £1.5 million on original budget bids for
2001–02, which were re-directed to other priority IT projects within RPA.

43. In addition, having set up an Intelligent Customer role formanaging an external service provider, RPA
has gained valuable experience in setting up similar structures for managing the RPA Change Programme
suppliers.
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Pay and HR Records

44. RPA has taken over responsibility for Pay processing, Travel and Subsistence claims and personnel
records for all RPA staV. Further developments are planned in terms of an automated self-serviceHR system.
This will lead to greater eYciencies in this area.

Appraisal and Performance Management

45. To address and unify staV appraisal, RPA has developed a single staV reporting system that will assess
staV against a framework of core competencies and the achievement of objectives; full implementation is
planned for April 2003.

Terms and Conditions/Industrial Relations

46. Work is progressing well on the development and negotiation of harmonised terms and conditions of
service for staV and an important part of this eVort is being directed to the production of a unified RPA StaV

Handbook. RPA has also established its own Industrial Relations Whitley structure and has good relations
with its local trade union representatives.

Accommodation/Facilities Management (FM)

47. RPA’s Estate Management functions are now managed by Defra’s Building and Estate Management
Division (BEMD), negating the need for the former IB estate management contract. RPAHQ has joined the
Defra professional FM contract for the south-east thereby achieving economies of scale in procuring major
and some minor FM services. The Agency is also developing its long-term accommodation strategy to take
into account the expected reductions in staV numbers and new ways of working.

Health and Safety

48. An RPA Health and Safety Committee has been established to cover health and safety issues across
RPA. Its membership is drawn from the Trade Union and OYcial Sides. A network of health and safety
contacts has been set up across RPA sites and regular meetings are being held.

7 November 2002

Annex

Late Payments under the 2001 IACS (Integrated Administration Control System) Bovine Subsidy Schemes

Background

1. Member States are required under European legislation to cross-check all bovine subsidy information
against their cattle tracing databases. The Rural Payments Agency (RPA) has accordingly cross-checked
claimed animals against the British Cattle Movement Service (BCMS) Cattle Tracing System (CTS). All
cross-checks have been completed and a large number of discrepancies have been discovered. Many of these
arise because of the failure by cattle keepers to notify the CTS when animals are born, die or are moved. This
has resulted in RPA being unable to meet the statutory payment deadlines in all cases on bovine schemes,
although every eVort is being made to ensure all outstanding payments are made as soon as possible.

2. The Commission have indicated that all cross-checks should be carried out prior to payment as they
view these checks as a key control to the fund. Consequently RPAmust act on the findings of the cross-checks
before payment is made. Failure to do so would inevitably result in disallowance.

Key Points to Note

— RPA has paid the bulk of this money already over 95% of entitlement across the schemes has now
been paid.

— All cross-checks were completed some time ago and the majority of claims that did not contain a
discrepancy were paid by the deadline of 30 June.

— The delay in paying the remaining claims is due to the diYculty in resolving the thousands of animals
claimed for which there is no match on the CTS and for which there is no basis for payment until
the discrepancy has been resolved.
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— Every eVort is being made to ensure payments are released as soon as possible—teams around the
country are working long hours, including a twilight shift at the British Cattle Movement Service
(BCMS) at Workington made up of staV from RPA and BCMS

— The requirement to carry out cross-checks to ensure that only valid subsidies are paid out is set out
in Article 6(2)(b) and 6(2)(c) of the Commission Regulation 3887/92 as amended by 2801/99.

— Failure to undertake such checks for the last scheme year (2000) resulted in proposed disallowance
for England alone of between £14–15 million. It is almost certain that disallowance would be at a
significantly higher rate this year if checks were not completed prior to making balance payments.

Position in Relation to 2002 Advance Payments

— The application of penalties is diVerent for 2002 following changes to the EU regulation. Advances
on 2002 claims that do not contain penalty animals have already started. For claims to qualify for
advance payments they must have completed their retention period, be free from error and have
successfully passed the CTS cross-check. The progress of preparations for payment release is being
kept under constant review and industry will be kept informed of any changes to the plan.

— The gradual cleansing of the CTS database as a result of the 2001 cross-checks should improve the
position for 2002. Cross-checks of 2002 claims have already started and preliminary indications are
that less anomalies are being discovered.

Supplementary memorandum submitted by the Department for Environment, Food and Rural AVairs (L 2a)

First Year’s Performance

1. The original Memorandum was submitted to the Select Committee in the early part of November, in
which a commitment wasmade to provide the Committee with additional briefing in respect of bovine scheme
payments.

2. As noted in paragraph 7 of the original Memorandum, RPA experienced a number of diYculties in
making 2001 bovine scheme payments principally as a result of discrepancies identified between claimed
animals and data notified by producers to the British CattleMovement Service (BCMS). These discrepancies
were revealed when implementing the EU requirement to cross-check claims against the CTS database held
by BCMS. These checks resulted in delays to some payments and a significant number of farmers having
penalties applied to their subsidy payments.

3. Since the original Memorandum significant progress has been made. By working closely with the NFU
(and other industry representatives), taking into account the advice and views of the Commission, we have
reviewed the various categories of penalties. A number of categories have been identified where a review of
the earlier decision to penalise is now judged to be appropriate. It has also been agreed that there will be a
review panel made up from representatives from RPA and the NFU, who will examine and review any
diYcult or contentious cases. Full details of the review were announced on 20 December and RPA are now
beginning to work through the cases aVected.

4. RPA will make compensation payments in the form of interest on those claims paid in full after the
statutory deadline. This has been announced to the industry and payments will be made after the review of
penalties has been completed.

5. Following on from the discussions with the NFU and the review of penalties there will be a lessons
learned report produced. RPA are working closely with BCMS to ensure future scheme payments are not
delayed. We have also undertaken to work with BCMS, other GB paying agencies and industry
representatives to improve the quality of data captured by BCMS and to look at ways of simplifying and
improving the CTS database.

Additional Briefing—Achievement of Target Times for Claims: 2002 Scheme Payments

6. Payments of Sheep Annual Premium (SAPS) to sheep producers and Arable Area Payments (AAPS)
to arable producers were made in record time. The SAPS payment window opened on 16 October and 97%
of payments worth £88 million were made in the first few days. Payment of the Less Favoured Area
supplement began on 4 November and 98% of those qualifying received their supplementary payment
amounting to £13.5 million by the end of November.

7. On AAPS, the payment window for the main scheme opened on 16 November and within the first three
weeks payments to over 80% of producers had been made, worth in excess of £700 million. This honoured a
commitmentmade to industry representatives to enhance performance in this area and has beenwell received.
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8. The payment window for advances on the main bovine subsidy schemes opened on 16 October. Because
of ongoing discussions with the NFU on how to avoid a recurrence of the problems encountered with 2001
bovine claims, a decision was taken in consultation with the NFU to pay only clean claims, ie those not
containing an ineligible animal. This was designed to avoid rejecting animals and imposing penalties on
claims, which might subsequently be overturned following the review of 2001 bovine claims. Payment of
“unclean” 2002 claims will commence on 31 January. This should allow producers time to ensure that the
details on the Cattle Tracing System agree with those on their claim forms and will not give rise to loss of
subsidy and the application of penalties, because of a failure to complywith the identification and registration
regulations.

9. There are however particular problems with the suckler cow premium IT system where payments did
not commence until end December. The suckler cow IT system is old, inflexible, at the end of its useful life
and extremely diYcult to maintain. Were it not for the RPA Change Programme the system would have to
be redeveloped, but it would not represent good value for money to do so now with the redevelopment of
RPA IT systems about to start.

Rural Payments Agency

January 2003

Examination of Witnesses

Mr JohnstonMcNeill, Chief Executive,MrHughMacKinnon, OperationsDirector andMrAlexKerr,
Finance Director, Rural Payments Agency, examined.

3. You have oneNFUmember on your board. AreChairman
you about to appoint another or have you just1. Welcome to you all, Mr McNeill, the Chief appointed another?Executive, Mr Kerr, the Finance Director and Mr (Mr McNeill) Yes. The NFU have recommendedMacKinnon, the Operations Director. Thank you another appointment which has now been made.very much for coming. We would like to use the next
4. You have a variety of consumer groups, forums,couple of hours to chat with you about how the

that you talk to.organisation is going, a new organisation with a
(MrMcNeill) Yes. We think we have worked verymission statement which puts customers right at the

hard to get involved with the thinking of the NFUbeginning. Your mission statement is to be a
and other stakeholders in the organisation. We havecustomer focussed organisation which pays valid
the Industry Forum which has now been established,CAP claims accurately on time. How are you dealing
which meets quarterly. As you say, we have externalwith those two distinct parts?
representation on the Board plus oYcials from the(Mr McNeill) It is important that farmers do
National Farmers’ Union and others. And also fromcomplete the forms in the proper manner and follow
the meat industry and other interested bodies. Wethe procedures that are required. We are scrutinised
have a number of special groups which assist us in theby the Commission and others who take a dim view
development of briefing and instructions for farmersif we do not deal with poor applications in the proper
and other customers in terms of the various schemes;manner and can disallow us and cost the Treasury
we work closely with them. We think we have spentsubstantial penalties if that is the case.We say that we
quite a lot of time and eVort trying to get close to ourrequire valid forms in that we do our best to keep our
customers. In the summer we undertook a customercustomer base informed of what is required. We
satisfaction survey, the first for the Rural Paymentsspend a lot of time on our guidance notes which are
Agency. It was undertaken for us by an independentissued with the claim forms. On our part we
body and followed best practice. There was an RPAundertake to process those forms as accurately and
satisfaction index of 71.7%. That might sound quiteas quickly as possible.
good, but in actual fact it is not very good. Our2. Who are your customers? Is it the people who understanding is that that would place the Ruralare claiming? Is theCommission a customer in away? Payments Agency in the bottom 17% of companies

(Mr McNeill) We have spent some time as a new and public sector organisations.We havework to do.
organisation giving this careful thought. We have One of our performance targets in our corporate plan
defined customers in our customer relationship is to improve customer satisfaction by 5%.We intend
management strategy as individuals, organisations to work towards that. We will be undertaking
or intermediaries outside of central government who another customer satisfaction survey this year to
submit forms to RPA in relation to CAP (Common monitor the progress.
Agricultural Policy) schemes and we distinguish that
from our stakeholders who we identify as those
organisations or individuals indirectly aVected by or Mr Breedinterested in ensuring that RPA delivers eYcient and
eVective services/benefits to its customers. We have 5. I am not very happy about that at all, to be

honest. I think your mission statement at the presenttried not to take the view that all parties are
customers and focussed on those that actually receive time is nothing like what you have written there. It is

more to do with: We are an EU Treasury basedpayments from the Rural Payments Agency.
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focussed organisation that attempts to pay our (MrMcNeill) I understand your concern and I can

assure you we are not complacent. I see all the MP’scustomers if they manage to dot every “i” and cross
every “t” on the most complicated form we can correspondence, the minister’s correspondence

relating to concerns about payments. I take adevise, at some time in the future according to our
timetable and not theirs. That is what the reality is. If personal interest in checking through the responses

that we are making and have challenged a number inyou get back to that we might be able to have some
sort of sensible discussion on that. To talk about asking if we really have to take such a robust line.

Audit advice from the Commission and others is thatincreasing by 5%, that means it is going to be
something in the region of about ten or fifteen years we have to take that approach. We do hope to

improve the situation. We are trying to make theto get something like reasonable customer
satisfaction. I think you are extremely complacent in process much more user friendly to our customers.

We are trying to enable them to make application bywhat we have heard so far, bearing in mind the
extraordinary amount of correspondence I get from using e-technology, on-line, where intelligent systems

will inform them if they are putting the correctsome of my farmers and I know you get from an
awful lot of other MP’s as well. information into the forms. We do hope by that, by

a customer service centre and by other means to(Mr McNeill) I can understand why a number of
improve the service that we oVer. That is ourour customers would have that perspective. We do
intention.take a robust line in terms of accurate information

being supplied; it is a requirement of the schemes.

6. There are several schemes that I have written
Mr Drewabout and have taken them up in Europe and they

have said that is a false interpretation. 13. To what extent is there a real—or is it a
(Mr McNeill) I can only say that we work very perceived—problem with fraud?

closely with the Commission and the various (Mr McNeill) You will be aware from recentauditors that we have visiting us on a regular basis. attendances at the Public Accounts Committee inThe advice that they give us is that the approach we regard to the Bowden case that instances of fraud doare taking is the correct one. occur despite our best eVorts and the amount of
7. The last time I wrote I had a letter back which checking that we put in place. We have some four

consisted of two sentences. The last sentence said hundred inspectors who undertake inspections on
that if I did not like it go and complain to the farms and on traders’ premises. We have a counter-
Commission. Having gone to the Commissionwe are fraud compliance unit which is heavily involved in
now waiting for their recommendation. I think that checking out concerns regarding applications and
is an abdication of your responsibilities. potential fraud.We have a significant number of staV

(Mr McNeill) All I can say is that we have, on a involved in checking, again following the best
number of instances, had the case where someone has practice and the advice we receive from the
approached amember of Parliament or someone has Commission, the European Court of Auditors and
approached the Commission, been give some— others, who feel that that is the appropriate action to
usually oV the record—advice, but when we look at take. We know the committee—certainly the Public
the audit reports that we receive we are advised that Accounts Committee—was very concerned if we
the actions we are taking are appropriate and correct were doing enough to check applications for theCAP
and are what is required to avoid significant payments.
disallowance. That is obviously, as you say, an 14. When will your new annual report be out? Weinterest of this organisation. I do not think the have the report for the year before last.Treasury or anyone else would be very pleased if we

(Mr McNeill) Our financial year ends on 31incurred what could be a very substantial
March. As soon as we have our accounts cleared wedisallowance.
would hope to publish.

8. You are an EU and Treasury based focussed (Mr Kerr) The expectation is that we will have the
organisation. new report for 2002–03 by September next year,
(Mr McNeill) They are significant stakeholders in which is in advance of the normal departmental

the organisation. timescale.
9. So the mission statement is totally wrong then. 15. In that report is it possible for you to put a
(Mr McNeill) No. We are customer focussed. figure on how much fraud there has been? Clearly

here there are no figures.10. But your customers are the Treasury and the
(Mr McNeill) We can certainly identify theEU.

number of successful interventions that we have(Mr McNeill) As I said earlier, we define those as
made in terms of checks, inspections, legal casesstakeholders as opposed to customers.
taken and the results of that. We could certainly11. So when you talk about customers you really provide some information on that if the Committeemean stakeholders, and as far as the stakeholders are felt it would be appropriate. In terms of the amountconcerned that includes the EU and the Treasury. of fraud that takes place, obviously we do not

(Mr McNeill) No. We define the EU and the necessarily know where we have instances of fraud;
Treasury as stakeholders as opposed to customers. we can only do our best using our significant
Our customers are those to whom we make investment in terms of inspections and the use of
payments; we do notmake payments to the Treasury. counter-fraud compliance unit staV to investigate

every area of concern. It could well be that we still12. I do not want to labour the point, but I think
you get the drift. have instances of fraud that we are not aware of.
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16. Other parts of government and government (Mr McNeill) If I could just touch on the issue of

disallowance and then I will ask my colleague Hugh,agencies are able to put a figure on the level of fraud ,
who is the Operations Director, to touch on theparticularly Housing Benefit, the issue of the benefits
specific issues of the Bovine schemes. We have put inmigration at the Post OYce. They may be notional
place now a comprehensive disallowance risk registerfigures, but they actually put a figure to it. One of the
where we have logged all of the areas which weproblems with the Common Agricultural Policy is
believemay result in potential disallowance.We havethat we deal with such colossal numbers that when
identified how that has come about and what actionwe hear about the fraud it sounds in its own way to
we are taking. I am very happy tomake that availablebe huge. I would like to have a feel for the degree to
to the Committee for your perusal. We think that iswhich it is a problem in this country by some
quite a major step forward for the Agency comparednumerical calculation, but also how that compares to
to the previous Intervention Board and the Regionalour other sister states and what sort of measure by
Service Centres. Hugh, could you move on to thewhichwe are actuallymore successful or as successful
Bovine schemes?or less successful. Is that going to be possible?
(MrMacKinnon) For the year 2000, which was the(Mr Kerr) It is possible. Each year we present a

year inwhich the cattle tracing systemdatabase at thereport on fraud to Treasury and there is no doubt
British Cattle Movement Service was not fullythat we could extract information from that in some
populated, we could not cross-check the bovineform which would inform you about the level of
claims in that year with the cattle tracing system.fraud. Information is available, it is a question of

presenting it in a way that is digestible.

Chairman17. Did you get those figures from this? Could you
give me some idea of what level of fraud we are 20. What do you mean by “not fully populated”?
talking about? Could you just explain that to us?
(Mr Kerr) We have not analysed fraud as such. (MrMacKinnon) All of the bovines in the national

Last year, for example, the report that we put up was herd were not on it at that stage. The UK had been
nil return to Treasury on specific fraud. That does building the database up through recording births
not mean to say that there is not a case load of and movements, but there were some animals which
suspected or potential fraud underway. The Bowden were still on the holdings but at that point had not
case was one case in particular where there is a been captured.
specific example of that. I do not have information
readily to hand that could get you an
interpretation— Mrs Shephard

21. Can you give us any idea of the sort of scales of18. I think it would be very useful if you couldwrite
how many were on and how many were oV? In otherto the Committee so that we get some feel about the
words, what was the level of inaccuracy? After all,level of the problem. Presumably that is one of the
that is rather important.things the Public Accounts Committee picked up,
(Mr MacKinnon) This was not so muchthat you have to be more definitive in exactly what

inaccuracy; there had been no eVort to collect thethe level of fraud was, and obviously that involves
details of the older animals. That was done duringdoing something of a calculation on it to know the
the year 2000 and completed by the end of 2001.level to which you have to chase people.

(Mr McNeill) I think it is best if we were to write 22. When you say “there had been no eVort” that
to you with the information we have. We have taken is nicely impersonal. By whom?
on board one of the other recommendations of the (MrMacKinnon) The Ministry of Agriculture had
Public Accounts Committee and that is to discuss enacted legislation—or was responsible for

legislation at that time—which required all newwith colleagues in the Benefits Agency their reaction
births to go on the database and all movements to beto fraud and how they deal with that. We should try
recorded on the database. During 2000 it enactedto learn from the best practice that they use.
legislation to require the older animals also to beChairman: Earlier on we had a fairly robust
registered. That exercise was completed by the end ofexchange about relationships with stakeholders. Mr
January 2001. During 2002, had we cross-checkedMcNeill youmentioned disallowance. Could we now
subsidy claims with the database we would havemove on to the area of disallowance.
found animals missing which were the subject of
subsidy but were not on the database. We took the
line for that year that we would operate other
controls—farm inspection visits and so forth—andMrs Shephard
we took the position with the European Commission

19. The Rural Payments Agency did not meet the that we had eVective controls at least equivalent to
EC targets on some of the bovine schemes and the that required by cross-checking and certainly
Arable Area Payments Scheme—as you know— equivalent to what we had done in earlier years and
during 2001 and 2002. Have the EC yet proposed a which was acceptable in those years. However, the
disallowance amount related to the Arable Area Commission took the line that there was a regulatory
Payment Scheme for 2001 and is there any requirement to cross-check through a fully
comparison between the potential disallowance operational database and they are proposing very
between 2001–02 compared to previous years? Could substantial disallowance for that year. Currently the
you answer that first, then I am going to askwhat you figure is about £14 million. That was for the year

2000. In order to avoid that in 2001—the claims weare doing about it.
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were working on last year—we did cross-check the disallowance and have to explain how it has come
claims before making the balance payment. It led to about and do our best to mitigate and reduce that
the delays which you will obviously have read about disallowance.
and heard about from your constituents. The first
round of checking of the 2001 claims led to an 28. What is your total budget then? What eVect
enormous number of anomalies between the claim will this £14 million reduction have?
details which came to us and the animals on the (Mr McNeill) My understanding is that the final
database. That cross-checking was completed within disallowance figure has not been agreed. We are still
the time required for the scheme timetable in the debating with the Commission what that figure will
regulation, but because it threw up so many be. I mentioned our disallowance risk register earlier
anomalies payments were late as a result as we had to and we have identified that. There were earlier views
check out where those diVerences arose. taken by the Commission which were much more

significant than that, but we have managed to23. You are saying that the incompleteness of the
persuade them in negotiations that those were notrecord—because some records had not been required
appropriate. That process is not finalised as yet.by legislation—has led to the disallowance.

(Mr MacKinnon) Yes, indeed.
29. Do you directly negotiate with the

24. Who is actually accountable for this? Is it Commission?
Defra? Is it the Government for failing to legislate (Mr McNeill) Yes, it is part of the RPA’s role to
and therefore causing itself—or yourselves or liaise with the Commission, to argue our case as to
Britain—to be fined? how things have been managed and try to reduce
(Mr MacKinnon) The disallowance is born on the their proposals regarding disallowances.

RPA’s vote for which Johnston is the additional
accounting oYcer. The principal accounting oYcer is 30. Is it your impression that your counterparts
Brian Bender of Defra. elsewhere in Europe perhaps have similar problems

that involved them being disallowed for diVerent
reasons?

Chairman (Mr MacKinnon) Yes. Their databases are in
diVerent states of completeness, but it is our25. Was there not a matching up of the Cattle understanding from the Commission—although weTracing System and your payments? Clearly that was
have not seen anything published—that some othergoing to happen. You told us earlier on, Mr
member states have significant amounts ofMacKinnon, that in a sense the Commission insisted
disallowance for the same broad area of lack ofupon it which was a sort of voice from across the
control (as the Commission sees it).water. Why was that not anticipated?
(MrMcNeill) To keep the level of disallowance to(Mr MacKinnon) The database was set up in the

the minimum is a performance target for the Ruralwake of the BSE crisis clearly for animal and public
Payments Agency. I think it is very much in ourhealth purposes. It was further along the track that
interests to achieve that target, not just to save thethe Commission took the view that because the
public purse, and to argue and negotiate as robustlydatabase existed, because it was required to be
as we can with the Commission.complete for all bovines, it was common sense that

one should check the subsidy claims against it, to
31. Yes, but I do think there is a diVerence incheck the validity of the claims; and also a good spur

principle between being disallowed because, say, youto producers to make the proper notification to the
have been ineYcient or hopeless or on strike for adatabase.
year, and not having the machinery in place to allow
you to do so.
(Mr McNeill) Certainly we are aware of that butMrs Shephard

we are part of theDefra family and it is for us to work
26. It seems deeply unfair that the legislative with our colleagues to do our best to reduce the

machinery was not in place to enable you to collect impact. I am sure you will touch on the concerns
the information for which you are now being about diYculties we have had this year in terms of
penalised. Have I got that right? bovine payments and we have been working very
(Mr McNeill) I am not sure whether unfair closely with the British CattleMovement Service and

decisions were taken at the time. Defra to try to resolve those diYculties. In this case
it is really not going to take us very far in terms of our27. You do know. Either the Government decided
customers as to who is responsible for this in terms ofto legislate to enable you to collect this information
the delays in payment and, as a consequence,or it did not and you just said that they did not. And
disallowance.We take the view thatwe are part of theyou are being penalised.
Defra organisation and have to work with them to(Mr McNeill) I am not sure we can comment on
get this ironed out.that. The decision was taken and the legislation was
Mrs Shephard: It is very much the business of thisput in place as it was. I do not think it is for us to

Committee as to whether or not Defra performscomment. It was before the time of this Agency.
eYciently and provides its agencies with the relevantThose decisions were taken; we were not involved in
tools of the trade. That is why we are pressing you onthe discussions. What we are aware of is that it has
this. It is of extreme relevance to the work we areresulted in concerns about the disallowance and, has

been mentioned, I am responsible for that doing.
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we have paid compensation to producers. All of theChairman
industry has that firm undertaking from us.Wework32. Can we just check one point, Mr MacKinnon.
very closely with the National Farmers’ Union inYou negotiate disallowance with the Commission. I
agreeing the procedures that we would use for theam not entirely sure whether it is you who is doing
review. But we need to go on from there. We need tothat or Mr Bender or a mixture of both.
find ways of making the database more accurate,(Mr MacKinnon) I will talk you through the more responsive, so that it is up-to-date and one canprocess. The Commission comes on an audit in the call on it at any moment in time and know that oneUK; it is a fairly thorough audit in which they look is getting an accurate picture.at our accounts within the RPA. They then go out on
35. You are not saying that your particular datafield visits so they look at farms, the quality of

inputs were any less eYcient than a normalfarming, records and so forth. They look at our
organisation? In other words, the failures of input—inspection. At the end of that they reach conclusions
there are always going to be failures in input—thatabout the standard of our controls, how eVective
you experienced on your side were no higher thanthey are, how widespread they are, whether we have
would normally be expected in many organisationscovered the right ground. They propose some
inputting data?correction to our accounts. At that stage we normally

write back to them and make our defence about this (Mr McNeill) The British Cattle Movement
issue which, I can assure you, always happens. We Service is not part of the Rural Payments Agency. I
are usually then invited to a bi-lateral meeting with am sure you are aware of that.We dowork very, very
the Commission which, typically, I would lead the closely with them. They have been under a lot of
RPA delegation in that. We would take and present pressure for some time, as you are possibly aware, in
further evidence that we had to show that we had terms of setting up what is one of the largest
done more than they were saying or that the eVect of databases in Europe, dealing with millions of
what we had done and they had noted was greater movements every year. They have had a number of
than they were saying. Usually, as a result of that, the diYculties, not least of all a large number of their
Commissionwill then come upwith a diVerent figure. staV being deflected to deal with foot and mouth
We hope it would be a lower figure. If, at that point, disease duties and running a call centre with some
we are still unhappy with it, we can go to a further two or three hundred staV to assist farmers during
body, a conciliation body, and present our case that diYcult time. They have had many pressures
separately. The Commission would also present their upon them and I think they would accept—were they
case. They would come up with a report at the end. I here—that their database is not as accurate as they
have to say that in that process we very often got a would wish it to be. There are a number of diYculties
sympathetic report from the conciliation body but with it. Substantial investments are being made to
the Commission is not bound to act on the improve the database, not least of all its operational
conciliation body’s report. The only other port of call platform; the current platform is not robust enough
at that stage is the European Court of Justice. So at to deal with the demands upon it. There is a
the point the Commission reach their decision they substantial plan of investments to be made to
will simply take the money out of our account by improve the database, its operation and the accuracy
docking it from the next payment which they make of the data. We spent a lot of time and eVort with the
to us. British Cattle Movement Service this summer. We

had large numbers of our staV working with them to
clean up the database to enable us to engage in these

Mr Breed cross-checks and to get as many claims through as
possible. The department is now considering the best33. Let us go back to these inaccurate records, as
place for the future governance of the British Cattlesuch. How many of the inaccurate records were due
Movement Service and a decision will be made in theto the failure to put the correct data onto your
very near future as to whether it might be moredatabase? Failure of your inputs rather than a failure
appropriate if it were to be a part of the Ruralof farmers to provide you with the information.
Payments Agency; after all we are very heavily reliant(MrMacKinnon) Are you talking about the Cattle
upon it, it is extremely important. Our customers areTracing System?
pretty unconcerned whether it is a problem with the

34. Yes. database which is one part of Defra, or a problem
(Mr MacKinnon) It is not strictly our database with us. We feel, certainly from the RPA side, that

now; it is the British Cattle Movement Service, a working with our colleagues in BCMS we could
Defra database. I think it is very diYcult to say to improve things and improve the service to our
what extent each has contributed. It is something customers. We would like to be more involved in the
that, in the process of reviewing all the penalties day to day management of BCMS and to improve
which applied to 2001 claims, is something that we standards.
are finding out a lotmore about now. I would not like
to draw a general conclusion. Certainly I can tell you
that both things are happening. There are very poor Chairmannotifications from farmers and also there are errors

36. When you say you are working closely withon the database. I can certainly say that both of those
them, what does that entail? How often do you meetthings are true. Where we have discovered in the
the head of the British Cattle Movement Service?review of penalties that the error is in the database or

in the handling of the notification from the farmers, (Mr McNeill) The British Cattle Movement
Service is part of Defra. Hugh sits on a steeringwe have undertaken to put that right, to restore

penalties and where the payment was late as a result committee which has actually been working with the
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management of the BCMS—the director of BCMS NFU representatives—they are reasonably content

that we have put in place a procedure whichand others—to improve the operation. That is a very
useful step forward, but we feel that there is more addresses their concerns. The final mechanism is an

appeals panel where the farmers’ particular cases—that could be done and that is something which is
under consideration by the department at this time. the residue, the very small number—will be

carefully considered by a combined group of37. In a sense some of the hostility you are getting farming representatives and civil servants and ais because you are reliant upon poor data from an view will be taken as to whether or not a particularorganisation for which you are not responsible. case stands.(Mr McNeill) You could say that.
41. The fact that you have the opportunity to38. I have said it.

appeal to a conciliatory body, you would support(Mr McNeill) It is irrelevant to the customers. At
the fact of an appeals body or ombudsman so thatthe end of the dayDefra, as an organisation, we as an
a farmer has the same opportunity that you have.Agency have not got our act together as perhaps we
You can go to a conciliatory body in Europe; heshould and we have been considering ways to
will be able to go to an appeals panel. When is thatimprove that for next year. As Hugh has said, this
going to be introduced?year we have had a substantial number of our staV

(Mr McNeill) We have already put in place theworking with BCMS and doing cross-checks and
IACS appeal system and we intend to put in antrying to clean up the database. We have spent an
appeal system now for non IACS based on theinordinate amount of management time in trying to
principles I have outlined. We have a number offind the best way ahead and to improve this. From
representatives from the farming community whoour customers’ perspective I think they are pretty
sit in on our IACS appeal panel along with theunconcerned as to who it is.
chairman. They are proving very eVective. We have

39. The reality is that you are not satisfied with the had a relatively small number of cases so far, but
present situation and you know it can be improved. that mechanism has been put in place as part of our
It will require, you think, some organisation. customer service.
(Mr McNeill) We think it is a good fit with our

operation. We are heavily reliant for all our bovine
payments on that database and we feel that is
important. Mr Drew

42. What happens to disallowance? The £14
million that is not claimed or gets penalised. WhatMr Breed
does the EU do with that?

40. In response to the Chairman a little while ago (Mr MacKinnon) It certainly reduces the call on
talking about negotiating with EU you said that the community budget and, I suppose, to some
you go in and argue the case robustly and extent, it probably reflects back in member states’
demonstrate to them that you are doing all that you contributions. I could not track it from where we
can. Therefore, it seems to me that as part of that sit.
evidence you have to provide to them it would be
significant to say that you have found x number of 43. There is no incentive not to get things wrong.
cases of farmers and you have made x number of There is not incentivisation to improve things the
penalties and you are clamping down; so you are following year?
fighting the case by using the farmers who have (Mr MacKinnon) There are some horrendous
fallen foul of the system as part of your evidence. complexities in the UK contribution which I would
Who actually fights the farmers’ case when they not attempt to try to get my head round here but
come to you? because of the substantial rebate which the UK has
(Mr McNeill) I can assure you the National secured the actual eVect of disallowance is scaled

Farmers’ Union is probably the lead player in down. We get some of that money back anyway in
defending the position of the farmers. There have terms of a rebate. In our accounts it looks pound
been meetings at the highest level with the NFU for pound so that if we lose £14 million in our
who have expressed grave concern about the accounts it would show disallowance of £14 million.
situation and have robustly defended their To us it is a very significant sum.
members’ positions. We could spend a lot of time

44. I am not sure I understand that. Is it reallyon this particular issue and the detail of it, but there
£14 million? Or is it a cash transfer? Or is moneyhave been hours of discussions with the Farmers’
that farmers do not have in their pockets?Union representatives at all levels. They have been
(Mr MacKinnon) Very often it would not havevery, very forceful in bringing it home to us that

aVected the farmer as such. It would be thethey believe that where we have not got the data in
exchequer, not the farmer. Because themany cases it was because things had been lost in
Commission’s argument normally is the that thethe post, a farmer has claimed twelve passports were
eVectiveness of our control was across the board;in an envelope but only ten were received. There are
there is no way we can go and get that back froma number of points put forward which we have
individual farmers. They have simply said, the “levelcarefully considered and I think we have now taken
of your inspection, the quality of your inspectiona very understanding view that we think is
was not good enough across the board and we aredefensible with the Commission and taking on
going to disallow you 2% of your expenditure”. Weboard the representations made, my understanding

is—following negotiations that Hugh had with cannot then go and get 2% back from every farmer.
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No way could we show that any individual farmer they are front line oYces, they are an obvious target

for the unions—we again had the Commission’shas contributed to that. If it was an invalid claim
by a particular producer we would recover it. indulgence to be later that we would normally be,

but we went well beyond that. We suVered
disallowance on that. We did not suVer any
disallowance in terms of the quality of our controlsChairman
or the quality of our systems; it was simply the delay

45. Can you just check out the scale of and that was occasioned simply by staV
disallowance because I think you told us in 2000 it withdrawing their labour or working to rule or
was £14 million on bovine schemes. Two thousand whatever.
and one on bovine?

51. What was the penalty?(Mr MacKinnon) We are at the end of the
(Mr MacKinnon) I do not have a figure with me.payment process—we have not finished it yet—so

We can let you have the figure on that.there is no figure for disallowance for 2001. Some
years the Commission do not look at particular 52. The figure in the press was £120 million.
schemes; they are looking at other schemes. There (Mr MacKinnon) I would doubt that.
is no way that one could look year on year on year. (Mr Kerr) We can confirm that figure.
They may come back next year and look at bovine (Mr MacKinnon) I cannot say it is wrong, but it
schemes and throw back to 2001 in doing so. The does sound high.
pattern is that the Commission inspects and then

53. It does sound high, yes. Will you write andproposes disallowance.
let us know.

46. At the moment there is no threat of (Mr MacKinnon) Yes.
disallowance for bovine 2001, but there could be.

54. In the current year, the year you have just(Mr MacKinnon) There is a threat to it because
paid, you have done better because there has nota number of the payments are being made late. We
been so much industrial action and there should beexplained to the Commission what our diYculties
no disallowance.were this year with late payments. We explained
(MrMcNeill) If I could just assure the Committeethat cross-checking had delayed them. We asked for

that we took every possible step and put in positionan extension to the period during which we could
what we thought were very good contingency plansmake the payments. We were allowed an extra two
to try to get past the industrial action and tomonths. We have gone well beyond that two
improve performance. I am afraid it was just themonths. Following on from that period the amount
wrong time; they hit us at a bad time. When Hughthat the community then reimburses reduces the
says that the PCS union’s action was very muchmore our delay occurs. There will be some loss in
focussed on RPA I can assure you it certainly was.funding as a result of the delay. Not strictly
They realised it was a tremendous impact on thedisallowance in the penalty sense, but nevertheless
department if they were to influence the paymentsit hurts as much.
department. Despite out best eVorts I am afraid we

47. Would you care to put a figure on that? were not able to make the timetables.
(Mr MacKinnon) We could not put a figure on it

until the end. It scales up. It is 10% in the first
month late and so on up. Mr Drew

48. Presumably, Mr Kerr, this is something you 55. I would like to look at the other side of this.
will keep an eye on. One of the complaints of farmers is that when there

is late payment they seek recompense from(Mr Kerr) This year our forecast for total
yourselves and you say you cannot do that. Can youdisallowance for that period is likely to be just
clarify the situation. Are there such things as lateslightly over point 5 of 1%. Our target for the year
payment recompense for farmers. If so, what formis 2%. We are well within that target area. There
does it take? If not, why is that the case?will always be a level of disallowance; it is almost

inescapable, but it is at a level that we consider is as (Mr McNeill) Our position in terms of the
reasonable as can be at this particular point in time. industrial action and the AAPS payments was that

that was legally constituted industrial action. Proper49. The big issue on disallowance now is Arable
balloting had taken place and our legal advice wasArea Payments.
that as a consequence we were not liable for interest(MrMacKinnon) We paid 2002 claims well within payments for the delay. That was legal advice thatthe timescale. In fact it was a record year for paying we had to follow. We were not able to make interestArable Area Claims. After the mess we got into in payments. Where we accept—and we have in athe earlier years because of industrial action we said number of cases accepted—that it is due toto the farmers that we would re-profile the administrative error on our part or diYculties onprocessing scheme so that we hit the payment our part we will make interest payments. Followingwindow on 15 November last year with a very large discussions with the NFU on the CTS cross-checksproportion of the claims cleared for payment at that where we have accepted the arguments put forwardstage. We paid over 80% of the claims within the by the NFU and particular cases from farmers, wefirst three weeks of the window. have accepted that on reflection this is more

50. What about the previous year? administrative error on our part than the farmers
and therefore we have agreed to pay interest(Mr MacKinnon) In the previous year we were

suVering industrial action by staV across Defra— payments. Where it is industrial action, legally
constituted, the view was that we could not.which was heavily targeted on our oYces because
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56. The form that these late payment equal pay claims or, indeed, the variations that arise

between departments with separate negotiations.recompenses take, is it based on the overall sum that
the farmer had not been paid? Or is it a grace and Recent cases would seem to point to tribunals

taking a view that perhaps this is not correct. I thinkfavour payment? What form does it take?
the unions have a concern that they would not like(Mr MacKinnon) Calculated as interest.
to see this happen. Obviously that is why they asked57. Statutory rate of interest?
for the dispensation until 2004–05. The way legal(Mr MacKinnon) From the final date for making cases are going we will obviously watch carefully tothe payment within the regulatory period until when see whether we can undertake negotiations. Whatthe payment is actually made, calculated at a rate we do see is that in 2004–05 we plan to roll outof interest. significant investments in new IT and new ways of

58. Is it the farmer who has to initiate the working. We will have a workforce that has moved
complaint or would it be done automatically? away from the current methods of operation
(Mr MacKinnon) For 2001 bovine claims where (largely people based processing) and using

we had announced that that would be paid, that substantial new systems. We will have, for example,
would be paid automatically. a customer service centre and new areas of work for

the organisation. I can see certain advantages in
shaping our pay deal to actually suit the new

Chairman organisation. That is an attraction. But at the same
time we do not want to demotivate staV and have59. What was the scale of that payment across
them thinking they are the poor relation of thethe board?
department.(Mr MacKinnon) I have not got a figure with me,

but it is not a diYcult figure to come by. 64. All this is slightly confusing. You have a big
change programme which is costing £130 million.60. Could you let us have that.
(Mr McNeill) The total program is about £130(Mr MacKinnon) Yes.

million. That includes substantial funding for
61. We have talked a bit about industrial action. redundancy costs and downsizing the organisation.

I am not entirely sure who the staV are responsible
65. That clearly is going to have an impact onto, the staV that you have inherited, the Defra staV.

staYng. Could you just take us through the figuresYou run your own organisation. You have an
on that?industrial dispute going on which in a sense is
(Mr McNeill) The intention is that we move frombeyond your control, can you take us through how

the current number of about 3,400 down to justthis has been handled?
under 2,000. It is of that order and the redundancy(Mr McNeill) The relationship is identified in the
payments for the staV who will leave theframework document for the agency. We have
organisation is a major part of the £130 millionresponsibility for all staV below senior civil service
funding made available by Treasury. We haveand have pay delegation. That is in the framework
already closed sites at Bristol and Worcester anddocumentation and agreed. As part of the
plan to close the site at Cambridge later thisnegotiations on the pay deal for 2001–02, we agreed
summer.with the department to resolve the dispute with

PCS. We agreed we would not take up that 66. But you are not your own boss on pay
delegation until 2004, allowing them some time for negotiations at the moment.
Defra to put right in the view of the PCS the (Mr McNeill) Not until 2004–05, no.
inequalities that had risen with the creation of Defra 67. This is quite a diYcult conflict, is it not?and the bringing in of a number of DETR staV who

(Mr McNeill) Yes, but to resolve the industrialwere paid at the upper end of the pay scales, as
action the view was taken—and we agreed—that weopposed to the former MAFF staV who were paid
would have to give up the right to have payat the lower end of the pay scales. We have not
delegation.taken up that delegation as part of that agreement

and so are still tied to the Defra pay deal, as we
were this year. We will be tied to the Defra pay deal Mr Drewuntil the 2004–05 financial year. In terms of senior

68. When we came up to see your predecessorcivil servants, of which we have eight in the whole
organisation I think we were somewhat taken abackof the Rural Payments Agency, they are the
at the nature of the bureaucracy, but one of theresponsibility of Defra. There is no requirement for
points about having a number of oYces round thethe Agency to manage them in terms of staV

country was that farmers like to come in person toappraisals, pay, negotiations, et cetera.
actually hand their forms in and to get them

62. Ultimately, in 2004, you will be running your checked, but not necessarily in great detail. Has that
own shop. all gone now? It is now done by post, moving
(Mr McNeill) Yes, that is the intention. We then towards by computer. Is there no personal service

would negotiate with the unions, we believe, on pay. any more?
63. Would that be better than the present (Mr McNeill) Our long term plan is to provide

situation? other channels for our customers to have access to
us. As I have mentioned there is the Internet; they(Mr McNeill) The concern we have—as I think

there is a concern growing across Government—is can fill in their forms with assistance from the
customer services centre. We are trying to movethat the trade unions are taking a view now as to

the legality of agencies negotiating pay in terms of away from the face to face contact which is
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expensive and has required a significant amount of (Mr McNeill) I think it was a damned if you do

and damned if you don’t situation.oYces throughout the country. During the foot and
mouth disease epidemic our oYces were closed and

71. If you had 10,000 expressions and they all didwe discovered that many farmers—the majority of
it, that would be a damned if you did situation,farmers—were very capable of making their
would it?applications without having that face to face
(Mr McNeill) Our diYculty is that we wanted tocontact. We felt this was an interesting experience.

gather experience and get some feel for how manyWhen we re-opened the oYces we moved to more
farmers would be interested in making theirof a drop-in service where they could literally drop
application on the Internet, rather than have a bigin their forms and were able to get the assurance
bang in 2004–05 we wanted to start the process ofthat they had arrived and had been received. We
learning and getting feed-back from farmers. Theintend to work with the NFU and others to ensure
diYculty we had was that we do not have the newthat we still provide a range of channels. The NFU
systems. All we were doing was putting on a smartare also conscious that a large number of farmers
front end to the system to enable farmers to fill indo now have Internet access. During the foot and
the forms. Unfortunately the old legacy systemsmouth disease we were advised that farmers used
which back that up were not as well connected asthat Internet ability to e-mail each other, to
they might be. So we are trying to use old systemscommunicate when they could not move oV their
to gain feed-back in terms of how much take-upfarms. They believe, from discussions we have had
might we have. We were very pleased with thewith them, that there is the possibility of a
10,000 expressions of interest. I think a number ofsignificant up-take. If we can provide a form on
farmers became extremely frustrated with thescreen that comes filled in with as much information
slowness of the system, the diYculty in actuallyas we have—for example, in terms of bovine claims,
accessing the information that was held in theif we can access the BCMS database and say, “This
various data registers and in the legacy systems.is what we understand you have” without a farmer
They were fed up with it hence we ended up with ahaving to sit and fill in perhaps two hundred, twelve
relatively low take-up. This year that improveddigit cattle identification numbers on a form—so
somewhat. We had the president of the NFUthat they only have to check it and keep the amount
himself who made a number of very constructiveof new input to the minimum and have the system
comments about how this might be improved,smart enough (and this is part of our requirements
which we have taken on board. We have taken thisand the contract we will be placing with suppliers)
on board for the third year now and we are rollingto prevent unnecessary or incorrect information
out. For example, things like the ability togoing in, we think this will go a long way to
download the form, fill it in oV-line and then putaddressing a number of the areas that have come
the information back in. We have taken on boardforward which then have to be resolved by face to
and we have learned. We have had useful feed-back.face contact or telephone calls. That is really the
The point I am trying to make is that we do runway we would like to go. We think, given the high
the risk of people thinking that this is what we arelevel of farmers who have Internet access at this
spending the money on. That is what I mean bytime, that that is possible. Our business case relies
damned if we do and damned if we don’t. We needon 20% take-up of farmers and from then we plan
the experience; we need the information. We couldto grow it by a number of strategies to improve take
put a lot of people oV actually using the system andup with the farming community. There will always
the real systems that we want to work with will notbe the farmer who does not have a computer, who
be on-line until 2004–05.is not interested in technology, whatever, and we

still have to continue a system where they can access 72. What does 20% of your customer base
us, get information and make their claims. represent in numbers roughly?

(Mr McNeill) About 20,000.

73. So you have to get from 842 to 20,000?Chairman
(Mr McNeill) Yes.

69. If they cannot come to you, do you have
74. The IACS form itself, do you think you couldpeople who go to them?

make it more diYcult?(Mr McNeill) That is a possibility. It could be
(Mr McNeill) I accept that it is a particularlythat we have to work with the NFU or the livestock

complex form. I have not tried to fill one in becausemarket to devise a system where we can actually
I have no personal experience of farming. I am veryarrive at a market on a certain day and oVer some
much aware that it is a very complex form andsupport to farmers when putting in claims. That is
farmers would find it very diYcult.part of our take-up strategy. We need to work with

the NFU and others to develop before we roll out 75. Are there any proposals to simplify it?in 2004–05. (Mr MacKinnon) The main eVort that we are
making in terms of improving the IACS system is
to simplify the form, to fill more intelligence intoMr Breed the forms so that it is self constructing in that if you
have fed data into it once it will repeat in all the70. As a customer focussed organisation, how is

it that there were 10,000 expressions of interest in places it need to repeat. We will enter onto it all the
data we have already got. We will have ourInternet access and only 842 submitted

electronically? Do you think that as a customer databases talking to each other so that we get the
data once and we use it several times. We have tofocussed organisation you have that right?
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collect the information which the regulation Mr Wiggin
requires otherwise we risk farmers not getting their

80. I want to ask about the 842 claims that weresubsidy. There is a minimum amount of data that
submitted electronically. They were paid first, wereyou have to get, but the forms can be much more
they not?user friendly.
(Mr MacKinnon) They were not, no.

81. Why was that?
76. Is the data required diVerent for each (Mr MacKinnon) I cannot tell you the technical

country? reasons. They were not paid last either. It was no
(Mr MacKinnon) No, it is the same for each part of the promise that was made at the time. I

country. have to say this was before my time in charge of
that, but my understanding of it—going round the
oYces where they were actually being processed—

77. So why do we have a form which is so was that they were coming through during what you
complex compared to others? might call the processing season. My understanding
(Mr MacKinnon) They may have other data of that was that the new receiving system within

sources. This is the sort of thing we are working on. Defra—or MAFF as it was when this was
Johnston mentioned that you have the bovine data introduced—and there was a lot of validation being
at Workington. We will have our own land register done within the confines of the MAFF system. But
that we are currently building. Half of the IACS I could not tell you exactly what the problem was.
parcels of land are already digitised on our own

82. Ten thousand people expressed an interest inrural land register. That sort of data we will have
doing their claims electronically. There was noavailable. We will have a common understanding of
incentive to encourage them to do so and as a resultwhat the land is between ourselves and the farmers.
only 842 people submitted an electronic claim. AndBasically we want to collect the same data using our
yet there is a target of 95% by the end of Marchdata where we can, getting it from the farmer where
2004–05. Why was there not an incentive to do this?we cannot, make the form more intelligent in the
(Mr McNeill) The intention is that in 2004–05 wesense that it validates as the farmer goes along

will have the proper systems and the incentive willentering the information, and making our literature
be that if you put in the accurate data your claimas user friendly as we can as well. That is something
will be processed and you will receive your paymentwe do make quite an eVort on now, but there is still
probably much quicker than others using paper-some way to go on that; we could still be better
based applications or whatever. That is ouron that.
intention. With the legacy systems we had and the
technology diYculties, I am afraid this system just

78. I am going to put a scenario to you. You then cannot deliver that type of process. The 10,000
put information onto the IACS form and then get number to us was very pleasing; that is about 10%
that down to one of the farmers who has expressed of our customer base who were interested. That was
an interest. He then goes through the form but of a good start. One of the diYculties we had at that
course misses one of the bits of information that time was that they were required to get a digital
you have provided, sends it back and, of course, at certificate. In other words, to engage in a financial
that miraculous time you spot that there is a transaction over the Internet you must have the
mistake. Then, of course, he is penalised because digital certificate. We arranged with the chambers
you are saying that he has made a mistake and he of commerce to issue digital certificates at no cost
is saying that it was you who provided the to the farmers so that they could actually make that
information. Whose fault would that be? application. Of course, we had foot and mouth

disease and numerous other problems and it meant(Mr MacKinnon) It would be the farmer’s fault.
going and queuing in the chamber of commerce et
cetera. All of those diYculties made it almost as
diYcult as making the application on a paper-based79. Yes, because he is supposed to check it but

you have provided all the information. system. I think that put a lot of our customers oV.
Can I just touch on the issue of 20% take-up?(Mr MacKinnon) You cannot have a process in
BCMS have developed an e-business applicationwhich you ask somebody to sign saying that he has
where farmers can notify them for passports andread and checked and that he is right, and then
movements. They have at this time about 20% ofignore that signature. There is a lot we can do to
their customer base making applications. That, weminimise the situations in which the farmer will get
think, is a good example of take-up with theit wrong, to make it more helpful to him, less likely
farming community.that he would actually miss important things like

that. Where there are cross-checks within the form
to point them out to him to say, “If you are putting
this number in this box the number in the other box Chairmanought to be bigger; do check that”. It is the sort of
thing which all government departments which are 83. Let us just go back to a simple matter. The
going down this route now are exploring; we are forms that Mr Breed was pressing you about. We
learning from others. We could do a lot more to have all seen diVerent examples from diVerent
help. We cannot simply ignore the signature nor countries. I think, as Mr MacKinnon was saying,
where the onus lies. If we ignore it we take it onto the form has to be simplified. What kind of time
the tax payer and that is an invidious choice. frame are you working in?
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(MrMacKinnon) We should have our new system 86. The change process is going to drastically

reduce the number of staV. You are in diYcultysupplier on board with us hopefully from as soon
with your staV because of pay and conditions. Youas next week. We will be sitting down with the
are closing oYces down. You are going to reducesupplier who is going to develop the new system.
substantially the number of staV. Morale, I guess,The new forms ought to arise as a result of the
is not entirely high. How are you going to handlesystem development. There is certain work which
this transition? You have to keep your staV onwe have done on specifying what our requirement
board, have you not?is and clearly that carries a significant element of
(Mr McNeill) Although we had industrial actionsimplification in it, but we need to sit down with the

over pay I would say we had probably the bestsupplier, discuss how the thing is going to look on-
industrial relations of any organisation I have everline; how the thing is going to look on paper. It
worked with. We have the formal Whitley Councilshould be next year.
arrangements fully recognised and in place, but we
have an excellent informal industrial relations
framework as well. I have an open door policy with84. Are you in a position yet to tell us who the
our trade unions. They sit on our managementnew supplier is?
group. They are fully engaged in all management(Mr McNeill) That decision will be taken by the
board papers. They are fully engaged on the changepermanent secretary within the next day or two and programme. They are quite aware—we have madewe would hope to sign the contract on Friday. I can no secret of the fact—that it is our intention to laycertainly tell you who the three bidders were if that oV a thousand-plus staV. We do point out that wehelps. Xansa, CSC and Accenture were the three have a substantial amount of funding available to

short-listed bidders. There has been evaluation and make sure that we part with those staV in an
proposals written which have gone forward to the appropriate manner, to their satisfaction. We have,
permanent secretary. I think, excellent industrial relations. The industrial

action was not of our making. They accept that; we
accept that. We met with them at the time they

85. This is a big change process. You are proposed to take industrial action and cause us
changing from an antiquated system to an all damage and cause our customers diYculties. We
singing all dancing system and the Government is considered with them what course of action that we,
not good at developing new systems. I have seen as management, might take and had a very frank
figures that suggest yours is one of the most risky. discussion on that. I think our relationship has
What kind of confidence have you got that you will strengthened following that, as opposed to
be able to handle this? weakened. In terms of the Trade Unions we think

it is a good story. In terms of the programme itself,(Mr McNeill) I am very pleased to be able to tell
this is not a big bang approach. Hugh has alreadythis Sub-Committee that the OYce of Government
mentioned the significant investment we have madeCommerce undertook reviews of our various
in the land register. About 50% of the 1.7 millionprogrammes and we have had green lights for all of
parcels of land have now been digitally mapped.our Gateways and the final Gateway Three which
That piece of work is going on remarkably well. Weis required to have their approval took place last
have invested in a new finance system which is anweek. On Friday we received a green light; not an
Oracle development. We brought down the financesamber, not a red, a green. I have to say that the
previously managed by MAFF in York andreport is very, very positive. We have spent a lot of
combined them with the Intervention Boardtime looking and reading the NAO reports, what
finances. We now have in place an Oracle upgrade.went right, what went wrong; we have undertaken
That has gone well ahead of time and in budget;a large number of best practice visits (as I was
that piece of work is now complete. We haverecommended to do so by this Committee). We have
invested in a serious piece of change managementfollowed best practice. We have been to the
with our Inspectorate and that has gone well and ispassport oYce. We have been to all the in place. The final piece—the most important pieceorganisations that have had major problems and probably—is this investment we are making. Wehave sat with the management and had very frank think we have a very good, top-class companydiscussions as to what went wrong and how can we which is very enthusiastic about the work. In

avoid it. We have given a commitment as a senior particular they are very attracted to potential
management team to spend a very substantial market opportunities in Europe and can see that,
amount of our time getting this programme right. with the expansion of the EU, this has got certain
I think as a result of that and the enthusiasm and attractions and have made great play of that. They
eVort that we bring to this we have received very have come in within our pre-tender estimates over
positive reports from OGC. But we are not a 17 month procurement and we think they have a
complacent. I have to say we are very pleased with good deal, we have a good deal and that is going
the supplier that we have on board. If you had to assist us in making this work.
asked me two years ago if we would have been
content to have the three suppliers I mentioned

Mr Breedearlier even bidding for this work I think we would
have been very pleased. We think we have a very 87. You mentioned digital mapping which was
good supplier. We think we have everything in place going on last year and is going on now. There was
that OGC consider correct. We have followed all of an August 2002 deadline for farmers to return the
OGC’s best guidance. Green lights all the way maps you sent out. What proportion of those maps
through to date. We think we are well placed to were returned on time and what proportion came

back without any changes on them?make this work.
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(Mr McNeill) We have 841,000—that is about 50 (Mr Kerr) That is right. There have been one or

two instances where there has been a specific requestper cent—of parcels that have been digitalised. We
have only recently started sending out maps to for payment in euros and we have accommodated it.

There is not a diYculty with that. Clearly, if 100,000farmers. We have sent out 19,000 IACS applicants
of a total of 67,900. So we have sent out about customers say they would like to be paid in euros

there would be major implications and it would be20,000 out of about 70,000. On average each
applicant received three maps. Just under 15,500 impossible, but where there is a specific need we can

make that happen.applicants have already returned their maps to the
RPA. So we have sent out 19,000; 15,500 have sent
them back, which is about 81%.

Mr Wiggin
88. Those that came back, were they perfectly

92. What rate do you use?all right?
(Mr Kerr) The prevailing rate for the payment(Mr MacKinnon) The time limit was of our own

when it is made.setting and clearly when we set it we misread the
market in the sense that farmers were fairly upset
that they were being given a short period of time,

Chairmanas they saw it. I do not think we have any diYculty
with that. There is no penalty for being late coming 93. Mr McNeill I think it is about 18 months
back. We sent out that signal and clearly if we were since you came to the old Agriculture Committee.
doing it all again we would be talking to farmers Would that be about right?
before we put the time limit on. You need a bit of (Mr McNeill) It is of that order, yes.
discipline in this thing because you are building a

94. If you were to come in 18 months’ time whatmajor database with suppliers on board. You want
progress would you have wanted to make?to keep the flow of work to them. We did want a
(Mr McNeill) In 18 months’ time our plans aredate, but we could have spent a bit of time just

to be rolling out the new systems, IACSagreeing with the farmers what would be reasonable
applications will be made on the new systems. Weat that time of year. Hands up to that. No penalties
would hope to point to a significant take-up andarose from any that were late; most people rang and
certainly application over the Internet. We wouldwe just gave them extra time.
hope to still have a customer base that was content

89. Presumably there will be some people who are with our day to day operation and the way in which
going to refuse to send it back. What are going to we continue through this diYcult change
do about those? programme—this challenging change programme—
(Mr MacKinnon) The level of irritation is falling to make payments as best we could. As Hugh has

away. I have to say that when I first saw the quality mentioned, despite all of our diYculties this year we
of the maps that we were producing and sending out have made the IACS payments in record time. We
I actually thought that they would be very well hope to keep the existing business going. We would
received and farmers would be quite glad of a very hope to have implemented the change programme
high quality product, a map of their holding. But and have a successful application in place so that
there was a bit of reaction, a lot of it born out of we could start doing business in the way we plan to
concern that the area of the farm was going to be in the future.
found to be diVerent from the area that they had 95. What challenges are there in that 18 months?been claiming and that somehow penalties would (Mr McNeill) We are certainly not complacent.arise from that. We are using the most modern OS The fact that a top team from OGC (and I do meanmapping so it is more accurate and there may be a top team) have spent time with us—we are one ofdiVerences. The figures are that 88% of the maps the top 31 programmes in terms of risk in
that we have sent out or have been returned are government and challenge—we are not complacent.
within plus or minus 5% of the area before. There Despite having a series of green lights at the various
are no penalties being applied. stages so far we accept that much can still go wrong.

I can only say that we think we have a very
enthusiastic and dedicated management team and
we are very focussed on making this work.Chairman
96. In terms of customer satisfaction, you told us

90. If I were one of your farmers and I wanted you had had a survey which was 75%?
to be paid in euros, is that possible? If it is not (Mr McNeill) That is correct, yes.
possible when will it be possible?

97. Where will it be in 18 months’ time?(Mr Kerr) The intention is that the new systems
(Mr McNeill) Our plan is that we increase thatwe are developing will have a euro payment

by 5% each year. Can I just go on to add that thecapability as and when the Government decides that
independent company identified that we have athis is a direction it wants to go in. We can actually
customer base that is very demanding. It is goingmake payments in euros now, but we are, through
to be a challenge to improve our performance to athis process, building the capability should that
standard where the customer satisfaction willdecision be taken then we will be able to pay in
increase. They think to increase it by even 5% iseuros once the new change programme systems are
quite a challenge for us. We are happy to make thatin place.
report available to the Committee if you would like
to read it.91. So I could be paid in euros now?
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98. That is very helpful. Is there anything you (Mr McNeill) Certainly. And the disallowance

risk register which we think is a major step forward.want to tell us?
(Mr McNeill) I think we have had a very Chairman: Thank you. That is very helpful. I

guess we will be meeting again at some time in thecomprehensive discussion. I do not think there is
anything else at this time. future. Best of luck with all you are trying to do.

99. You are going to send us some information
about disallowance. You are going to let us have
the customer satisfaction survey.

Memorandum submitted by the Rural Payments Agency (L 4)

I enclose the additional information, which we undertook to forward to the Sub-committee:

— Customer Satisfaction Survey 2002—Initial Headline Report [not printed]1;

— CAP Fraud;

— The Disallowance Report;

— Late 2001 Bovine claims.

The disallowance figure in respect of 2001 AAPS disallowance totals £226,127.77 (made up of non-food
set aside £179,967.24 and non-textile flax seed £46,160.53). The details are included in the Disallowance
Report (Annex 2, Item 9).

Cap Fraud

1. Counter fraud activity is much wider within RPA than the work of the Counter-Fraud and Compliance
Unit (CFCU). Scheme controls, operational vigilance and on the spot inspections ensure that the scope for
fraud is limited and deal with many claims that are incorrect without resort to a criminal investigation.
Inevitably as with any organisation that pays out substantial funds some “customers” seek to obtain funds
to which they are not entitled or avoid the payment of levy due.

2. The RPA Enforcement Policy sets out the general principles and approach to enforcement that the
Agency expects its entire staV to follow. This document is underpinned internally through the issue of
guidance on referring suspected irregularities and relevant enforcement issues to the CFCU and periodic
fraud awareness programmes.

3. The main types of fraud dealt with by RPA are the external abuse of schemes administered by the
Agency through the making of false claims for aid, or hiding production to avoid payment of levy. Potential
oVences can be under scheme regulations or common theft, forgery, deception etc.

4. The combination of ex-IB and ex-Defra CAP schemes, together with the English Rural Development
Programme, has increased the number of potential subject areas looked at by the CFCU from 49 to 68. In
addition, a joint working agreement exists with HM Customs & Excise who initially have the option of
investigating suspected CAP import/export irregularities.

5. Criminal investigation cases involving financial irregularity range from £1million plus to £70 due to the
wide range of schemes and scope of potential frauds involved. In addition the unit’s 16 investigators are
required to deal with enforcement issues such as failure to keep proper records which have no direct financial
irregularity. The approximate caseload per investigator is 2-3 ongoing cases at any one time with an average
of eight per year (total 128). On completion of the investigation appropriate cases are referred to Defra Legal
Directorate in Whitehall who are responsible for any subsequent prosecution proceedings.

6. The number of cases investigated has remained constant over the last five years toMarch 2002 although
identified monies have risen considerably—to a cumulative total of £6,275,101.12 reflected enhanced
intelligence and tasking methods. Forty successful prosecutions have been conducted over the last five years.
Formal warning letters and the numerous forms of potential administrative action available are however seen
as equally important forms of deterrent and have been utilised as enforcement remedies.

7. It is worth pointing out that there is a major diVerence in fraud committed against RPA andmany other
Government Organisations. Other Departments can often identify levels of fraud or other irregularity by
extrapolating results of audit/investigation across the relevant population eg if an audit reveals that 5% of
prescriptions examined are irregular it may not be unreasonable to assume that 5% of all prescriptions are
also irregular. RPA is dealing with 68 diVerent and often complex schemes governed by diVerent regulations

1 See http://www.rpa.gov.uk/rpa/custfocus.nsf
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where the evidence or sequence of events is much harder to establish. The risk profile of each scheme is
diVerent and such extrapolation is not considered reliable. It is for this reason that it is not possible to quantify
the deterrent value that exists from our counter-fraud activity.

8. Although there is a current requirement to report annually to the Commission on instances of suspected
fraud against the CAP there is no available data on the success or otherwise of member states to pursue
such cases.

Disallowance Explained

1. The European Court of Justice is the final arbitrator on the application of disallowance proposals made
by the Commission. StaV from the agriculture and financial Directorates-General audit member states’
EAGGF accounts. Commission auditors may propose financial corrections (disallowance or non-
reimbursement of eligible expenditure) to address accounting corrections or for non-compliance with scheme
rules. Amounts disallowed do not necessarily coincide with amounts incorrectly paid and often reflect
Commission conclusions that the member state has carried out insuYcient checks on claims or there are other
control weaknesses which pose a risk to the Community budget.Where control weaknesses are evident, a flat
rate correction of 2%, 5%, 10% or 25% can be applied depending on the severity of the weakness.
Exceptionally, higher rates up to 100% can be applied. The European Court of Auditors audit the
Commission’s own accounts and can revisit member states’ controls. The Commission’s anti-fraud unit
OLAF canmake recommendations to the Commission’s agriculture and financialDirectorates that can result
in disallowance.

2. Disallowance looks backward to when a weakness in control was first established and forward to when
the weakness is addressed. There are several old cases still going through the process, otherwise the
Commission is reasonably up to date and applying disallowance for weakness fromEAGGFyear 2000. There
are currently two circumstances in which disallowance may arise:

As a consequence of ad hoc compliance audits by Commission auditors; the predominant source of
disallowance. The Commission’s procedures provide for financial correction in respect of the expenditure
declared up to a maximum of 24 months preceding written notification of the weakness by the Commission
together with expenditure in the months following the communication until the member state remedies the
deficiency identified. This period may shortly move to 36 months. Ad hoc decisions also cover disallowance
for late payments.

During the annual Financial Clearance of EAGGF accounts, normally consisting of financial corrections
that are infrequent and minor.

In-year penalties—refusals on payments made after deadline dates

3. The UK Co-ordinating Body holds responsibility for obtaining and collating information from the
Paying Agencies about refusals due to late payments. Each month the Table 104 expenditure is monitored
for potential refusals by the Co-ordinating Body to advise Paying Agencies of any large potential refusals and
any errors (eg mispostings) that might cause refusals. Commission documents concerning refusals and late
payments are distributed by the Co-ordinating Body with a request for explanations as to why the late
payments and subsequent refusals were incurred. The Commission impose penalties for late payments on the
UK and not each individual Paying Agency. The penalty rates are contained in Regulation 296/96 Article 4
paragraphs 2, 2(a) and 2(b):

“2 Advances against booking shall be reduced for expenditure eVected after the deadlines laid down as
follows:

2(a) where expenditure eVected after the deadlines is equal to 4% or less of the expenditure eVected before
the deadlines, no reduction shall be made, irrespective of the number of months’ delay,

2(b) above the threshold of 4%, all further expenditure eVected with a delay of up to:

— One month shall be reduced by 10%

— Two months shall be reduced by 25%

— Three months shall be reduced by 45%

— Four months shall be reduced by 70%

— Five months or more shall be reduced by 100%”

4. In practical terms, all Paying Agencies should look at their total farm-based payments made by the
deadline date for each scheme (eg SCPS 30/6/02) and calculate 4% of that total by Budget Poste. This
establishes a “reserve” to cover late payments from July onwards. The total payments made in July (m!1)
are subject to a 10% penalty for the amount exceeding the reserve. In the event that there is still a balance
remaining in the reserve, there will be no penalty incurred and the remaining balance carried forward to
August (and onwards) until the reserve is exhausted. If the reserve is exhausted in September (m!3) a penalty
of 45% is applied to the amount exceeding the reserve balance.
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5. As the UK is penalised for its collective late payments, the 4% reserve is calculated on the UK payments
made by the deadline date. As a consequence, a single paying agency could exhaust the UK reserve in the first
month. Payments made by the other paying agencies in the second month would find nothing in the reserve
and be liable to a penalty. In that case the penalty is apportioned to each paying agency’s payments in that
month against the UK’s total payments.

6. This is a collective exercise for the UK as a whole and relies on good performances by all Paying
Agencies. All should aim tomake 96.16%of all farm-based payments by the payment deadline date to provide
a UK “reserve” suYcient to meet any late payments. It should also be noted that the total disallowance and
penalties for late payments are borne by RPA on its Resource Estimates.

Audit wash-up discussions and exchange of correspondence

7. This is a key stage in the negotiating process that allows the audit team to discuss their findings and to
provide the paying agency with the opportunity to correct any misunderstandings. Further dialogue
continues after each audit through extensive exchanges of correspondence and the provision of
supplementary information to support the paying agencies argument and to further correct any factual errors.

Bilateral Discussions and the Conciliation process

8. When the Commission initially notify member states that they have found a control weakness, that
would have an eVect on the EC budget, they formally request comments from the member state and oVer the
option of bilateral discussions. This process from notification to completion of talks takes around two
months. Member states also have the right to an independent hearing to the Conciliation Body (six weeks
after bilateral discussions). The Commission also makes a presentation to the Conciliation Body. The
Conciliation Body has four months to report. The Commission is not bound by the Conciliation findings.

Role of UK Co-ordinating Body

9. As UK has six paying agencies the regulations require a Co-ordinating Body to act as a link with the
Commission. They circulate papers to relevant paying agencies, issue replies to the Commission, notify RPA
of forthcoming Commission visits and attend bilaterals and conciliation hearings. They are also contract
managers for the Certifying Body audit contract. The UK Co-ordinating Body oVer advice and guidance at
each stage in liaison with all six UK paying agencies. They also act as Secretariat to the UK Competent
Authority (the UK agriculture ministers) to advise on all aspects of accreditation policy.

Role of the Certifying Body

10. The Certifying Body (CB) undertakes the annual audit of all UK EAGGF accounts on behalf of the
Commission, under contract to UK Co-ordinating Body. This audit comprises scheme compliance and
accounting checks. The CB provides an annual report and an assurance to the Commission that the paying
agency systems and controls are adequate. They can recommend control improvements and in exceptional
cases point out weaknesses which in their view need to be addressed to ensure accredited paying agency status
is not jeopardised.

Compensation for the Late Payment of 2001 Bovine Claims

1. RPA will make compensation payments to those producers who have experienced delays beyond 30
June 2002 in receiving their 2001 scheme year bovine balance payments as a result of a failure by RPA or
BCMS.We are still finalising how the arrangement will be implemented. However, compensation will not be
paid in any other circumstances for example, payment delayed because the CTS database had not been
notified of changes prior to cross-checks being undertaken. Payments will be calculated automatically.
Producers are not required to apply.

2. We have estimated that the total value of compensation payments under the 2001 bovine scheme is likely
to be around £800 thousand. All payments will be subject to a £50 de-minimis and this will reduce the number
of producers qualifying for payment. However, the total payable is very much an estimate at this stage. We
will not be calculating and making the payments until early April 2003 so we will not be in a position to
confirm that actual level of compensation paid until after that point.

Rural Payments Agency

7 February 2003
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Annex 1

SUMMARY OF ACTUAL DISALLOWANCE IN FY 2002–03: RPA

EAGGF pre-RPA P/ RPA Corrective action being taken
Item Year Scheme Agency Areas of concern to EAGGF Disallowance Comments Estimated cost

PART 1.1 ACTUAL DISALLOWANCE (confirmed by Commission Decisions of 12.6.02 (2002/461/EC); 28.6.02 (2002/523/EC and 2002/524/EC) and 5.11.02 (C2002/881/EC))

1 1999 Livestock Defra Livestock Extensification (Field £9,240.00 Decision 2002/523/EC of 28.6.02 9th
Extensification Checks) lack of cross-checks. ad hoc decision. For clearance in FY

(EAGGF 1999 16.10.98–15.10.99) 2002–03. Reduction in the forage
area had not been correctly
transposed in the IACS database for
bovine premiums, leading to an
undue payment on extensification
premium.

2 2000 AAPS Defra Arable crops non-food set-aside, £284,712.87 Decision 2002/523/EC of 28.6.02 9th Instructions to staV reviewed and
non-respect of payment deadlines. ad hoc decision. For clearance in FY reinforced to stress the payment
(EAGGF 2000 16.10.99–15.10.2000) 2002–03. Explanation provided to deadlines and the need for timely

the Commission “diYculties with processing. Payment targets re-stated
internal procedures” not accepted. and performance monitoring and

management reporting increased.

3 2000 AAPS Defra Arable crops soya, colza and £9,498.40 Decision 2002/523/EC of 28.6.02 9th As above.
sunflower seed, non-respect of ad hoc decision. For clearance in FY
payment deadlines. 2002–03. Explanation (see item 2)
(EAGGF 2000 16.10.99–15.10.2000) not accepted by the Commission.

4 1996 OTMS IB OTMS 20% following incineration £4,827,612.00 Decision 2002/524/EC of 26.6.02 All relevant action was taken in
1997 (EAGGF 1996 16.10.95–15.10.96) 10th ad hoc decision. For clearance 1996–98 when the original

(EAGGF 1997 16.10.96–15.10.97) in FY 2002–03. May increase once all disallowance was imposed. All audits
material (including tallow) has been since 1997 have cleared the scheme.
incinerated (possibly by a further £1
million).

5 2000 Various IB Bad debts and Milk Quotas trader. £28,357.39 Decision 2002/524/EC of 26.6.02 New and stricter regulatory
Release of Guarantee. £6,072.41 10th ad hoc decision. For clearance requirements were introduced
(EAGGF 2000 16.10.99–15.10.2000) in FY 2002–03. following pressure from the UK.

6 2001 Financial Defra Unreconciled items arising on the £26,703.32 Decision 2002/461/EC of 12.6.02.
Barclays bank account. Financial clearance of the EAGGF
(EAGGF 2001 16.10.00–15.10.02) Guarantee Section accounts for 2001.

Accepted by RPA.
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SUMMARY OF ACTUAL DISALLOWANCE IN FY 2002–03: RPA—continued

EAGGF pre-RPA P/ RPA Corrective action being taken
Item Year Scheme Agency Areas of concern to EAGGF Disallowance Comments Estimated cost

PART 1.1 ACTUAL DISALLOWANCE (confirmed by Commission Decisions of 12.6.02 (2002/461/EC); 28.6.02 (2002/523/EC and 2002/524/EC) and 5.11.02 (C2002/881/EC))—continued

7 1999 Agri-Environment Defra Lack of cross checks and IACS £564,763.47 Decision 2002/881/EC of 5.11.02 CSMU and Scheme Manager to £1,100,000.00
2000 Measures controls (reinforced with Rural £489,378.05 11th ad hoc decision. For clearance maintain pressure on RDS to

Development audit). in FY 2002–03. Failure by Defra to complete the cross check work and to
(EAGGF 1999 16.10.98–15.10.99) introduce a system of automated ensure both the interim and final
(EAGGF 2000 16.10.99–15.10.2000) cross checks between agri- reports are sent to the Commission

environment scheme agreements and by the set deadlines. Depending on
claims and IACS database for the Commission assessment of these
EAGGF years 1999 and 2000. reports, bilateral talks with the
2% flat rate disallowance on UK Commission may be needed.
total expenditure in 1999 and 2000. Conciliation is a further option if the
(See also Potential Disallowance threat of disallowance is maintained.
Item 10 for 2001 EAGGF year.) The final progress report was

submitted on 29.1.03 and provided
the status as at 10.1.03. This reported
on the diYculties and the need to
resolve an average of 10 warnings on
each agreement, all of which required
full investigation and resolution by
some 200 staV dedicated to the task.
The exercise is now substantially
complete with 89% (21,929) cross
checks completed with a further 7%
(1,789) investigated and awaiting
final completion. The remaining 4%
(1,050) are currently under review for
early completion. Costs so far
amount to some £1 million.

ACTUAL DISALLOWANCE (confirmed and applied during FY 2002–03): £6,246,337.91

PART 1.2 ACTUAL DISALLOWANCE REIMBURSED (confirmed by an ad hoc clearance decision)

ACTUAL DISALLOWANCE REIMBURSED: £0.00 Possible reimbursement of FY
2000–02 disallowance (refer to Annex
B Items 11a/11b).

PART 2. ACTUAL DISALLOWANCE (accepted but not yet confirmed by Commission Decision)

8 2001 AAPS Defra Aid for Producers of Maize m/y £15,400.44 Financial clearance of the EAGGF Instructions to staV reviewed and
2000–01. Set-aside (per Hectare Aid) £32,161.99 Guarantee Section accounts for 2001. reinforced to stress the payment
m/y 1999–2000 non-respect of Not contested by RPA. Anticipate deadlines and the need for timely
payment deadlines. inclusion in 12th ad hoc decision to processing. Payment targets re-stated
(EAGGF 2001 16.10.2000–15.10.01) be issued by 31.3.03. and performance monitoring and

management reporting increased.

ACTUAL DISALLOWANCE (accepted but not confirmed): £47,562.43

TOTAL DISALLOWANCE: £6,293,900.34 Performance against Target of 2% % 0.16% (see Note below)
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Annex 2

SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE

Status Report: Annex D
Local Risk Register Number
Carlisle 46

1 2001 Bovine Schemes Defra Red CTS (Livestock including CTS was not complete when This went to the Conciliation Body £800,000.00
Claim Year 2000 Extensification) early indicators year 2000 claims were paid. (see below). Automatic cross £3,600,000.00
(16.10.00–30.6.01) suggested for UK a 2% flat rate Final amounts for Claim Year checks between the CTS and

disallowance (UK £13.6 million 2000 paid in EAGGF Year 2002 Bovine Subsidy Claims have been
with Defra/RPA proportion £6.7 (16.10.01–15.10.02) to be taken built into the system and will
million). Formal notification into account in a future operate from EAGGF 2002
(D(2002)00813 of 29.01.02 AGR Clearance of Accounts decision. onwards. Consideration is being
002924) based on total given to undertaking manual
expenditure in England of: checks for EAGGF 2001
SCPS £73,373,012.60 £7,337,301.26 10% of exenditure (16.10.2000–15.10.01). There will
BSPS £101,173,113.39 £2,023,462.27 5% now revised to 2% be an ongoing staV cost each year
SPS £18,359,085.18 £367,181.70 5% revised to 5% OTM, 2% UTM of £0.8 million to cover the
Extens. SCP £19,468,939.70 10% of expenditure automated checks and the
Extens. SBP £27,540,616.97 £1,946,893.97 5% of expenditure resolution of the queries arising.
Agri-money SCP \ Revised by the Commission to The estimated cost of the
£29,502,708.14 b £1,377,030.85 reflect 10% SCPS and 5% SBP retrospective checks for EAGGF
Agri-money SBP ` First formal notification (002924 2000 and EAGGF 2001 has risen
£40,680,908.82 ^ dated 29.1.02) £21,622,152.26. from £2.6 million to £4 million.

£1,114,727.92Total £310,098,384.80 Following adjustment to Agri- The Conciliation Body reported
(EAGGF 2001 money by the Commission in and asked why RPA had not fully
16.10.00–15.10.01) August 2002 £17,752,563.93. implemented the regulations. They£14,166,597.97

Following Conciliation and bi- suggested further talks be held with
lateral meeting on 18.9.02 the Commission to reach an
proposed adjustments to SPS agreement to reduce the level of
and BSPS £14,166,597.97. disallowance. RPA held another
Note: Retained as potential bi-lateral meeting with the
disallowance until 12th ad hoc Commission on 18.9.02. The
Decision finalised. When Commission proposed further
confirmed this will transfer to reductions against SPS UTM
the Actual Disallowance if animals (5% to 2%) with OTM
clearance is likely to occur in FY animals remaining unchanged, and
2002–03. against BSPS from 5% to 2%. The

Commission would extend the
corrections to Scotland and Wales
(if appropriate). OV the record, the
Commission indicated that they
would prefer RPA, SEERAD and
NAW not to undertake cross
checks for 2000
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SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Annex D
Local Risk Register Number
Carlisle 46—continued

(particularly as this would not
aVect the current levels of
disallowance) and concentrate
eVorts on sorting out cross checks
for CY 2001 and beyond. The
Commission also confirmed that
issues arising from the ECA report
regarding the accreditation of the
CTS database was a matter for
DGSANCO.

Status Report: Annex E
Local Risk Register Number
Carlisle (Bovine) tbn
Northallerton (SAPS) tbn

2 2001 IACS RPA Red DG AGRI Audit of the Sheep The audit was primarily to look Bovine SMU (RPA Carlisle) have
2002 SAPS Annual Premium Scheme in at the implementation in Wales taken account of the findings of

SCPS Wales. of the new IACS regulation and the Welsh SAPS audit in planning
BSPS (EAGGF 2001 the new Sheep regulations. for bovine inspections this year.
(Claim years 2000–02 16.10.00–15.10.01) Comments from the audit team CSMU co-ordinated a UK-wide
payments made May (EAGGF 2002 advised that retrospective checks response to the Commission in
2000–15.10.02) 16.10.01–15.10.02) be taken on bovine premia July 2002. This included full details

similar to those undertaken/ on all measures put in place to
envisaged for sheep. Commission overcome the absence of on-the-
anticipate diYculties for the UK spot checks in 2001 due to FMD
(not limited to Wales) in the and provided the results of on-the-
implementation of Regs 3887 spot checks for claim year 2001
and 2419, particularly given the carried out in 2002.
number of outstanding It is not possible to quantify any
inspections due to FMD. 2001 appropriate level of disallowance
claims inspected in 2002 would which may arise. For indicative
attract penalties under Reg 3887. purposes only, the total SAPS
2002 claims to attract penalties expenditure for RPA in EAGGF
under Reg 2419. Inference is that 2000–02 on Sheep Premiums was
inspections on claims relating to £173.816 million. (10% % £17.382
2001 and 2002 would need to million; 5% % £8.691 million and
apply penalties under both 2% % £3.476 million.)
regulations. This raises questions A bi-lateral meeting with the
on the approach to whole bovine Commission and UK (RPA and
inspections and the imposition of NAW) was held on 20.11.02.
penalties. Initial thoughts suggest that a 2%

flat rate correction may be applied
to Wales only. Specific audit
recommendations and proposals
for disallowances have yet to
emerge.



m
i
n

u
t
e
s

o
f

e
v
i
d

e
n

c
e

t
a
k

e
n

b
e
f
o
r
e

t
h

e
e
n

v
i
r
o
n

m
e
n

t,
f
o
o
d

a
n

d
E
v
28

28
January

2003]
[C

ontinued
SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Annex F
Local Risk Register Number
Carlisle 9

3 2002 BSPS RPA Amber All Bovine schemes non-respect £4,972,000.00 RPA was unable to achieve the RPA wrote to the Commission £3.6 million
SCPS of payment deadline of 30.6.02. target of 96.14% of Bovine requesting an extension of the (include with Item
EPS (EAGGF 2002 payments by the deadline date of deadline to 30 September. The 1)
SPS 16.10.01–15.10.02) 30 June 2002. This was due to Commission response on 6 August
Claim year 2001 the inaccurate CTS and the 2002 indicated that expenditure up
(16.10.01–30.6.02) problems this creates when cross to the end of August 2002 on

checking; a backlog at CTS; Bovine CY2001 schemes would be
cross checking software is still considered without penalties for the
being rolled out for some two months beyond the normal
schemes; and the weaknesses in deadline date. There was a need to
legacy systems and the further complete the cross check work
problems that creates. For most quickly and make as many
bovine schemes advances of 80% payments as possible in August to
were paid earlier in the year. establish a reserve for the later

payments in September and 1–15
October. The cost of the cross
checks has been in the order of £3.6
million. Against a forecast of £243
million some £245 million was paid
by 31 August, a further £26.993
million was forecast by 31.12.02
with £30.437 million actually paid.
Increased payment performance by
31.12.02 should reduce the liability
for further late payments from
January 2003 onwards which
attract penalties at 100%.Latest
forecasts (December 2002) provide
for a further £0.094 million still to
be paid.
The performance of the UK as a
whole was better than expected and
this resulted in a higher reserve to
cover late payments by all paying
agencies. The revised in-year
penalties falling to RPA take
advantage of this overall
performance.Without the extension
to the deadline date for the UK,
penalties applied to RPA could
have been as high as £22 million.
The Commission’s response
included a strong statement that it
would be extremely diYcult to
provide the UKwith a similar
concession to extend the deadline
date for bovine schemes next year
(CY2002)
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SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Annex G
Local Risk Register Number
Carlisle 45

4 2001 Beef Extensification RPA Amber Beef Extensification Scheme £229,975.48 RPA was unable to achieve the The Commission granted the UK
Scheme non-respect of payment deadline target of 96.14% of Bovine a one month extension to the
Claim year 2000 of 31.7.01 (following one month payments by the deadline date of payment deadline date from
(16.10.00–30.6.01) extension from 30.6.01). 30 June 2001. This was due to 30.6.01 to 31.7.01. Late payments

(EAGGF 2001 additional work on FMD cases in the period 1.8.01–15.10.01
16.10.00–15.10.01) and the Commission, at the attracted penalties of £2,210,705.27
(Proposed penalties request of RPA, granted an which were not imposed in the
16.10.01–31.7.02) extension of the deadline date to EAGGF 2001 Financial Clearance
Suckler Cows £107,015.89 31.7.01. of accounts. Penalties for the UK
Male Bovines £70,772.17 UK reimbursement for during the period 16.10.01 to
(Penalties TBN for December 2002 reduced by 31.7.02 total £745,150.32 (of
1.8.02–15.10.02) £745,150.32 of which which, RPA is responsible for
Suckler Cows £12,581.22 £177,788.08 falls to RPA. £177,788.06). RPA will also incur
Male Bovines £29,059.50 Invitation to bilateral should further potential penalties for the
(Estimated penalties TBN for follow before clearance in period for the period
16.10.02–31.12.02) FY2003–04. 1.8.02–15.10.02 of some £6,226.31
Suckler Cows £7,398.71 (these have yet to be reported by
Male Bovines £3,147.99 the Commission and will form part

of the financial clearance of
EAGGF 2002 accounts.The
impact of FMD and the problems
with CTS cross checks (see Item 1)
continue to have a major impact
on the Bovine CY2000 and 2001
schemes. This has been recognised
by the Commission who have
granted a two month extension for
CY2001 payments (see Item 3).
RPA have submitted a strong case
to the Commission (through UK
Co-Body) based on the significant
disruption caused by FMD and
that the impact was not fully
appreciated by either the UK or
the Commission services at the
time the one month extension to
the payment deadline date was
requested. The submission also
asked the Commission to look
again at their treatment of CY2000
and CY2001 payments and the
inconsistency with which they have
treated this case. If successful, these
penalties would be removed.
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SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE
Status Report: Annex H
Local Risk Register Number
Northallerton tbn

5 2001 AAPS Defra Amber Arable crops and forage areas— £11,484,000.00 Commission perceived serious RPAmade a robust defence of its
Market Year 2000–01 Remote Sensing (See note (1)) deficiencies in EAGGF 2001 position during a bi-lateral meeting
(16.11.00–31.1.01) (EAGGF 2001 remote sensing controls. These with the Commission on 18

16.10.00–15.10.01) concerned technical tolerances September 2002. RPAwere satisfied
for area measurement and with images provided to the
quality problems with the contractor; RPA were aware of the
contractor. contractor’s performance problems
No formal proposal on the level and before the audit had already
of disallowance but given the implemented a recovery programme;
Commission’s view of the field checks were prevented by
seriousness of the findings, it was FMD. Digital mapping provided by
assumed that they may propose Ordnance Survey was first used in
anything up to 10% of the total 2001, and provided an exceptional
AAPS expenditure unless they level of accuracy on a par with and
are satisfied by the UK response. sometimes better than aerial photos.
Note (1): No payments were made where
Initial calculation was based on irregularities discovered, and no
the Defra T104 ending 15.10.01 credit given by the Commission for
all AAPS m/y 00–01 totals corrective actions taken before,
£854,016,506.67 therefore 10% during and after the audit. RPA
disallowance to be £85,401,651— strongly refuted a suggestion that it
worst case scenario based on was the intention not to comply
widest possible application of the with the requirements of
Commission’s guidelines on the Regulations 3508/92 and 3887/92.
Clearance of Accounts. For 2002 the remote sensing
The Commission have given contractor will use digital maps and
further consideration to RPA’s orthophotos to ensure that
argument and following a bi- Commission tolerances are fully
lateral meeting on 18.9.02 has met. A higher risk weighting has
proposed a reduced level of also been included in the risk
disallowance amounting to a 2% analysis/selection procedures in
flat rate correction confined to respect of the four zones examined
those regions controlled by the by the previous year’s contractor.
one contractor (HTS) who This will provide additional
covered 33% of the land based assurance on the standard of control
area. This expenditure totals in these areas.
£574.2 million and a 2% flat rate As a result of the bi-lateral meeting
correction could reduce the the Commission have requested
disallowance to around £11.5 further information relating to the
million but RPA still consider expenditure figures for the 2001
this to be unacceptable. harvest years for those regions of
Negotiations with the England controlled by the
Commission continue. contractor (HTS). This information

is being compiled and will be
forwarded as requested. At the same
time RPAwill be returning to the
charge made by the Commission
with further robust argument in an
attempt to overturn this
disallowance.
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SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Annex I
Local Risk Register Number
Newcastle (Not applicable)

6 1999 Intervention IB Red Public storage of beef in £492,176.90 Problems perceived by OLAF There were follow up visits by the
Northern Ireland regarding the classification by Chief Technical Inspector to check
(EAGGF 1999 16/10/98–15/10/ LMC of the intervention beef in that the standards for carcase
99) Northern Ireland. classification overseen by

Initial proposal was DARD(NI) were reviewed and are
disallowance amounting to checked annually, and there is
£1,004,511.76. Following the regular dialogue between the
Conciliation Body report, the classification staV and RPA. This
Commission were asked to limit has been re-inforced through the
the period of disallowance to a Accreditation requirements that
maximum of 24 months prior to cover technical/delegated functions.
the Article 8 letter. RPA The UK received a positive
provided the Commission with conciliation hearing on 7 June
revised expenditure for period 2002 during which RPA argued
under query which amounted to strongly on three points (extent of
£4,921,768.96. The rate of the problem was not as large as the
disallowance remains unchanged Commission stated; UK was being
at 10%. treated diVerently to other member
Note: Retained as potential states; and the Commission’s view
disallowance until 12th ad hoc on the eVect the issue may have
Decision finalised. When had on market prices). The
confirmed this will transfer to Conciliation Body did not support
Actual Disallowance if clearance the size of the 10% proposed
is likely to occur in FY2002/03. disallowance which they viewed as

excessive. The Commission do not
have to abide by this finding and
are at liberty to impose the full
disallowance of £1 million when
reaching their decision.
Following issue of the Conciliation
Body report the Commission
conceded that a maximum period
of 24 months prior to the Article 8
letter dated
15.2.00 was appropriate in this
case. They did not agree that a
reduced level of disallowance
below 10% was appropriate. The
details have still to be formally
ratified by the Council of Ministers
before disallowance is notified
through a Commission Decision.
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SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Not raised
Local Risk Register Number
Reading tbn

7 1999 Fruit and Vegetables IB Green Fruit and Vegetables—Producer £1,097.61 RPA taking recovery action. Robust response sent to the
2000 Green Organisations £6,619.82 Overpaid only £930.32 recovered Commission correcting the

Amber (EAGGF 1999 £159,126.37 RPA took legal advice on this auditors findings. Previously
16.10.98–15.10.99) issue. The disallowance proposed unknown factor relating to
(EAGGF 2000 initially by the Commission was management costs has been
16.10.99–15.10.00) £318,252.74 (based on overhead resolved and the overstatement

administrative costs of 2%). This reported to the Commission.
should have been limited to 1% The Commission are yet to
and the overstatement of confirm the outcome of the bi-
£159,126.37 was reported by lateral meeting held with RPA
RPA to the Commission in July on 28 January 2003.
2002.

Status Report: Not raised
Local Risk Register Number
(Not applicable)

8 1998 UK Honey Defra Green Measure to improve the The Commission consider that A bi-lateral meeting between the
1999 Programme Horticulture production and marketing of the system in place to administer Commission and RPA
2000 Division honey in the UK (24 months and control the UK Honey (supported by Defra
2001 prior to Art. 8 letter Programme is not entirely in Horticulture Division) was held

6.5.02 covers period EAGGF accordance with Community on 20.11.02. The discussion
2001 to 2002) legislation. clarified a number of
(EAGGF 2001 No assessment of disallowance misunderstandings raised by the
16.10.00–15.10.01) has been entered owing to the Commission on apparent
(EAGGF 2002 nature of the Commission’s discrepancies in reconciliation
16.10.01–15.10.02) request for further information. tables; weakness in control by

All charges have been rebutted Central Science Laboratory and
and the suggestion that VAT has an allegedly undue charge of
been claimed against EAGGF VAT against EAGGF. A
firmly denied. The total detailed note responding to the
reimbursement for the UK on Commission’s request for further
this measure is under £0.5 information was submitted and
million in each EAGGF year discussed during the bilateral
with EU monies claimed to meeting. Discussions are to
oVset the cost of bee health work continue before any decision is
(laboratory costs etc). No taken.
payments are made to UK
Beekeepers.

Status Report: Annex J
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SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Annex J
Local Risk Register Number
Northallerton tbn

9 2002 AAPS RPA Green Arable schemes non-respect of £226,127.77 Revised assessment on penalties The Commission were kept
2000 Market Year 01–02 payment deadlines £26,373.03 for late payments up to 31.12.02 informed at regular intervals of

(16.11.01–31.1.02) (EAGGF 2002 following the extension of the RPA’s performance in
NFSA m/y 99–00 16.10.01–15.10.02) payment deadline from 31.1.02 attempting to make 96% of
(16.10.99–31.3.00) Proposed penalties to 28.2.02 for main AAPS. Non- payments before the payment
NFSA m/y 01–02 16.10.01–31.7.02 Food Set Aside (NFSA) was not deadline date. The Commission
(16.10.01–31.3.02) Non-textile flax seed £37,757.36 granted extension and remained declined to derogate from the

NFSA m/y 01–02 £166,091.61 at 31.3.02. payment deadline but agreed to
NFSA m/y 99–2000 £26,373.03 Includes NFSA m/y 99–2000 (see take into account the diYculties
Penalties TBN for Annex J Item 2). UK encountered by RPA in regard
1.8.02–31.12.02 reimbursement for Dec 02 to the Defra industrial action
Non-textile flax seed £8,403.17 reduced by £232,844.24 of which within the context of Regulation
NFSA m/y 01–02 £9,111.19 £230,222.00 falls to RPA. 296/96 when they audit the
Estimated penalties TBN for Invitation to bilateral should accounts.
period follow before clearance in DiYculties in meeting the
16.10.02–31.12.02 2003–04. deadline date for Non-Food Set
NFSA m/y 01–02 £4,764.44 Aside are to be investigated. No

further action is proposed.



m
i
n

u
t
e
s

o
f

e
v
i
d

e
n

c
e

t
a
k

e
n

b
e
f
o
r
e

t
h

e
e
n

v
i
r
o
n

m
e
n

t,
f
o
o
d

a
n

d
E
v
34

28
January

2003]
[C

ontinued
SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Annex K
Local Risk Register Number
Exeter 5

10 2001 Agri-Environment Defra Amber Lack of cross-checks and IACS £1,718,150.00 Failure by Defra to introduce a CSMU and SchemeManagers to
Measures controls. Reinforced with Rural system of automated cross maintain pressure on RDS to

Development audit. 5% flat rate checks between agri- complete the cross check work and
disallowance on UK total environment scheme agreements to ensure both the interim and
expenditure in EAGGF 2001 and claims and IACS database final reports are sent to the
(see Actual summary for for EAGGF 1999 to 2001. Commission by the set deadlines.
EAGGF 1999 and EAGGF Disallowance figure for UK Depending on the Commission
2000). UK expenditure in includes modulation for assessment of these reports,
EAGGF 2001 was £32.663 EAGGF 2001 (query raised with bilateral talks with the
million plus Modulation of £1.7 EU on whether this element can Commission may be needed.
million be subject to penalty). Conciliation is a further option if
(EAGGF 2001 the threat of disallowance is
16.10.00–15.10.01) maintained.

Reasonable progress being made
by RDS on introducing cross
checks and by RPA in processing a
proportion of checks following
successful inspection. RPA
provided the first interim report to
the Commission on schedule at the
end of September 2002. A final
report was to be sent by end-
November 2002 but progress has
slowed. A worst case scenario was
sent to the Commission in mid-
November forecasting that 72% of
cases will be complete by the
deadline with a further 10%
awaiting sign-oV by an authorising
oYcer.
The final progress report was
submitted on 29.1.03 and provided
the status as at 10.1.03. This
reported on the diYculties and the
need to resolve an average of 10
warnings on each agreement, all of
which required full investigation
and resolution by some 200 staV
dedicated to the task. The exercise
is now substantially complete with
89% (21,929) cross checks
completed with a further 7%
(1,789) investigated and awaiting
final completion. The remaining
4% (1,050) are currently under
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SUMMARY OF POTENTIAL DISALLOWANCE IN FY 2002–03 ONWARDS: RPA—continued

Status of
EAGGF pre-RPA P/ RISK

Item Year Scheme Agency (R/A/G) Areas of concern to EAGGF RPA Disallowance Comments Corrective action being taken Estimated cost

PART 1. POTENTIAL ISSUES GIVING RISE TO A RISK OF DISALLOWANCE—continued

Status Report: Annex K
Local Risk Register Number
Exeter 5—continued

review for early completion. A
response from the Commission is
awaited but it now looks likely
that disallowance will rise from
2% (£0.69 million) to 5% (£1.72
million). Risk status has
therefore been raised to Amber.
(See Annex A Item 7 for
EAGGF 1999 & 2000)

POTENTIAL DISALLOWANCE: £33,455,871.92 Performance against target of 2.0% % 0.83%

PART 2. POTENTIAL DISALLOWANCE REIMBURSED

Status Report: Annex L
Local Risk Register Number
Northallerton tbn

11a 1996 AAPS Defra Green Arable crops 2% correction m/y "£1,459,492.27 Cleared in Financial Year The case was taken to
1995 and 1996. Lack of 2000–01 pending ECJ Case Conciliation and although UK
supervision of Field OYcers at which had still to be decided. arguments were supported, the
Bristol RSC. Commission declined to change

it’s position. The case was
subject to ECJ hearing on 20
June 2002.

11b 1997 AAPS Defra Green Arable crops 2% correction m/y "£1,460,205.99 Cleared in Financial Year Although early indications were
1995 and 1996. Lack of 2000–01 pending ECJ Case encouraging it now appears the
supervision of Field OYcers at which had still to be decided. Advocate General (AG) has
Bristol RSC. Both cases related to inadequate suggested to the Court that the
(EAGGF 1996 field inspections by one inspector UK’s case should be rejected. A
16.10.96–15.10.96) in ex-Defra Bristol Regional final decision is awaited from the
(EAGGF 1997 Service Centre. Disallowance ECJ which could reverse the
16.10.96–15.10.97) was extrapolated at a rate of 2% AG’s recommendation.

by the Commission to include all However, this is thought to be
AAPS claims to be paid by unlikely.
Bristol RSC.

POTENTIAL DISALLOWANCE REIMBURSED: "£2,919,698.26

TOTAL POTENTIAL DISALLOWANCE: £30,536,173.66 Performance against target of 2.0% % 0.78% (subject to items 11a and 11b)

Notes:
(a) Based on current Treasury method of calculation, ie Rolling two year programme. Therefore for 2002–03, performance is calculated by disallowance applied during 2001–02 and 2002–03 against EAGGF expenditure 2000

and 2001.
In monetary terms, based on eligible EU reimbursement in EAGGF years 2000 (turnover £2,113.50 million) and 2001 (turnover £1,822.53 million), total turnover of £3,936.03 million. The ceiling for FY 2002–03 will be:
Target of 0.5% % Maximum disallowance of £19.68 million.
Target of 2.0% % Maximum disallowance of £78.72 million.

(b) Continuing with the current method of calculation, performance will be calculated for 2003–04 by disallowance applied during 2002–03 and 2003–04 against EAGGF expenditure in 2001 and 2002. In monetary terms, EAGGF
2001 (turnover £1,822.53 million) and EAGGF 2002 (provisional turnover £1,726.85 million) resulting in total turnover of £3,549.38 million. The ceiling for FY 2003–04 is provisionally:
Target of 0.5% % Maximum disallowance of £17.75 million.
Target of 2.0% % Maximum disallowance of £70.99 million.
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APPENDIX 1

Memorandum submitted by the National Farmers’ Union of England and Wales (L 1)

Introduction

1. The performance of the Rural Payments Agency (RPA) is a matter of key interest to Britain’s farmers,
impacting significantly upon both their economic well-being and international competitiveness. The NFU
therefore welcomes the decision by the House of Commons EFRA Committee to undertake an Inquiry into
the Agency’s role and administration and is grateful for this opportunity to contribute to its deliberations.

Overview of the RPA’s Performance

2. The NFU supported the decision to create the RPA because of the functional synergy that we believed
could be achieved from the change. This has been at least partially realised, but we do believe that there has
been a deep inconsistency in way that the RPA has performed to date. We commend the way in which the
Agency has distanced itself from the culture of the old IBEA and signalled its determination to become a
modern, open and customer focused organisation. It has embarked upon an ambitious change programme
which, if delivered, has the clear potential to deliver savings, cut bureaucracy and provide a better service to
its customers, whom the Agency correctly identifies as being “a person or persons that RPA provides grants
and subsidies to.” (Quotation from the RPA Business Plan 2002–03). Many of the projects being undertaken
as part of this process, such as the digitisation of IACS land parcels and creation of single business identifiers,
also have wider strategic importance and can make a significant contribution to the future delivery of rural
and agricultural policy across the whole of government.

3. The NFU does not question the determination and commitment of the RPA management and staV to
deliver on these objectives and has been happy to work closely with the Agency as a key stakeholder
organisation. Butwe do have to draw attention to the inherent contradiction that, at the same time these plans
are being made and the foundations laid for their achievement, the Agency’s actual performance to date in
making payments to farmers on behalf of the UK government has been extremely poor.

Payment Problems

4. What farmers need from the RPA in terms of payment can be summarised as follows:

(a) To satisfy their banks and manage their cash flows, British farmers must know when payments will
be made and be able to rely upon the agreed timetable being adhered to.

(b) To maximise the value of the payments, whose importance to the immediate survival of Britain’s
beleaguered farming industry cannot be over-stated, and to compete successfully with farmers in
other parts of the EU whose governments do set a high priority on paying promptly, payment must
also be made as early within the permitted payment window as possible.

5. Neither of these conditions is currently being satisfied by the RPA. Payments arrive erratically and are
frequently late. It is also frequently diYcult, if not impossible, to understand from the remittance advice notes
sent to farmers exactly which schemes and claims a particular payment relates to. Particularly serious
problems occurred with both the 2001–02 arable payments and the 2001 bovine scheme payments, which
meant that many farmers were not paid at all until well after the final EU deadline had passed. These sorts
of problems cause real financial hardship, damage farmers’ relations with banks and creditors and could
easily be responsible for the failure of otherwise viable farm businesses.

6. In the two cases highlighted above, particular factors were at work that led to problems occurring.
However, these situations arose against a background of chronic and persistent under funding, which is
compromising theAgency’s ability to deal with crises and undermining its ability tomake payments eYciently
and quickly to its customers even in normal circumstances. For instance, there is a chronic problem with the
recruitment and retention of qualified staV within the Agency. Many of those who do work in the RPA
regional oYces have close connections with the rural community and tell a sorry tale of budgets being juggled
and casual staV being recruited and trained, only to be laid oV again because funding has run out. We also
have concerns about the funding of capital projects, particularly those relating to the upgrading of
information technology and the implementation of the RPA’s change programme.

7. All of this means that the RPA management is being forced to operate on a fire-fighting basis, taking
operational and budgetary decisions that leave very little contingency for error or unforeseen occurrences, in
a way that fewmanagers in the commercial sector would tolerate. In our judgement there is a very real danger
at present of a snowball eVect developing, with the carry-over eVect from one year’s problems blighting the
following year’s operations from the very outset.
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8. It should also be stressed that, in contravention of its own code of practice for themaking of payments to
small businesses, and despite a critical ruling by the ParliamentaryOmbudsman in July 2000, theGovernment
resolutely refuses to even partially compensate farmers for its failures by paying interest on late payments, a
decision that it has taken out of the hands of theRPA.Webelieve strongly that theGovernment should accept
immediately the case for it to pay interest in all cases where payments by the RPA are unreasonably delayed
through no fault of the claimant.

9. We believe there is a strong case to be made for the operation of the RPA to be independently reviewed,
to see how far the financial basis on which it is operating currently is viable and sustainable. This review
should include both current and capital expenditure. Having regard for the outcome of that review, Through
Defra the Government should undertake to fund the operation of the RPA at a level that will allow the
Agency to discharge the responsibilities it undertakes on behalf of the UK government eYciently and
promptly. As long as the requirement tomake these payments exists under the CAP, farmers have a legitimate
right as citizens to expect this to be done.

Staff Training and Morale

10. Full regard must also be paid to the training, motivation and development of the RPA’s staV at all
levels. It will be obvious to anyone examining the operation of the Agency that the external pressures
operating upon it canmake it a diYcult and highly pressurised environment within which towork.We believe
that the people who work for the Agency at all levels are trying to deliver what is being asked of them. In
return, the Agency’s management must be given the resources and support to continue the positive work that
is already going on to improve staV morale and performance.

Relationship with Brussels

11. The regulatory framework within which the RPA operates is set out in European regulations. We
recognise that it is a key part of the RPA’s responsibilities to operate the management checks and controls
required of it in these regulations and to protect the UK government from the financial penalties that would
be imposed if the Commission’s auditors were not satisfied that this was being done. It is also important for
farmers that it is demonstrated that public money is being spent properly and accountably on the operation
of CAP schemes.

12. However, both the Agency itself and its customers are now running on a regulatory treadmill being
driven from Brussels. The regulatory regime is being made ever more sophisticated and demanding, with
requirements being imposed by policy makers who are several stages removed from the interface between the
farmer and the Agency and who, as a consequence, often pay scant regard to the practical problems being
imposed on both of these parties by their deliberations. The end product of all of this is all too often bad
government. Changes are rushed in to protect the Agency from financial disallowance and are then
implemented in an ad hoc and improvised fashion that discredits the RPA, de-motivates the Agency’s front
line staV and causes serious stress and hardship to farmers.

13. This, again, is an issue of joined up government. When significant regulatory changes are being
contemplated in Brussels, it is essential that there is proper co-ordination between whichever part of Defra
is involved in negotiating the changes, the RPA and the industry itself. A proper assessment must be carried
out of the practicability and desirability of the change and, if necessary, the UK must be prepared to stand
out against it being promulgated. If the change is agreed, there must be a proper implementation plan drawn
up, again discussed with industry stakeholders and scrutinised to ensure that it is practical and feasible. Only
in this way will we be able to avoid a repeat of some of the worst episodes that we have experienced in
recent times.

The Example of the British Cattle Movement Service Cattle Tracing System

14. Most of our submission has been about the need for improved co-ordination and support between the
RPA and other parts of Defra when planning the delivery of services and policy. A prime example of the
consequences that can result when co-ordination does break down has been the making of bovine support
payments for 2001. The Cattle Tracing System operated by the British Cattle Movement Service (part of
Defra) was designed primarily tomeet animal health policy objectives. Despite it being known since 2000 that
its role would have to change to encompass the verification of support claims, little if any action has been
taken to date to ensure that it is capable of carrying out this function. In particular, a planned investment
programme to increase the robustness of the database and allow the production of regular update statements
for producers has been delayed, so that this improved functionality will not be available before next April.
This delay has cost both RPA and BCMS dear in additional costs to sort out the resultant operational
problems. It has also imposed a major burden on livestock farmers at a time when they simply cannot aVord
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it. This situation is now so serious that we have written formally to the RPA, asking for it to undertake
immediately to suspend the use of the Cattle Tracing System for the verification of claims until the necessary
remedial action has been undertaken to correct its failings.

Conclusion

15. The NFU believes that much of what is going on within the RPA is worthy of support and
encouragement. However, there are also serious issues to be resolved, requiring immediate action from core
Defra as well as from within the RPA itself. If this action is not forthcoming, farmers will pay a heavy price
in terms of continuing poor service and unacceptably delayed payments.

October 2002

APPENDIX 2

Memorandum submitted by Mr Michael Read (L 3)

I enclose two packs of correspondence [not printed] for your perusal, relating to my own situation, and to
my near neighbour Hedley Needler, whose letter, informing him of the seriousness of his error, is addressed
to Mr Cooper. Not a confidence-building start to such a letter!

Perhaps I could start by trying to explain the current state as to cattle identification, especially as it relates
to pedigree animals, particularly relevant to Mr Needler’s case.

Pre-autumn 1994, every pedigree society ran a system of a unique herd prefix, followed by a year letter, and
an individual number . So, in Mr Needler’s case, the first line of the RPA discrepancy list shows a cow
L6944NHKM81. TheNHKbeing the prefix, and theM81 being the year letter and individual number . Also,
every herd and flock in the country has its own Ministry number, which in Mr Needler’s case is L6944.

Since the above date, virtually all societies have moved on to a system of using the ministry passport
numbers for the pedigree registration of each animal, but there was an overlap . In the Lincoln Reds’ case,
we finished using the prefix system on 1 January 2000. So there are three groups of cows in every pedigree
breed . A rapidly dwindling pre-autumn 1994 group, identified solely by the prefix system. A group from
autumn 1994 to whenever the breed society stopped using the prefix system, who have two identification
systems, the prefix one and the passport one and the last group, solely using the passport number.

When passports were issued to all pre-autumn 1994 animals, Mr Needler eventually ended up with his
Ministry number plus year letter and individual number, so his first cow’s passport reads L6944 M81.
Unfortunately, he has always registered his cows on his subsidy claim with the NHK inserted, and has had
no problem until the RPA started checking with BCMS. He has also always registered a lot more females on
the form to cover any sales or losses during the six months’ retention period but has omitted to notify the
RPA of the sale and replacement, which he should have done.

As you will realise from my attempt to explain, we are dealing with an extremely complicated system, but
one that will simplify itself as the older animals are replaced, and we finish up with an all passport number
system. The silly thing is that the RPA have, for 2002, introduced a much less complicated cow subsidy form,
involving returning tear-oV slips for each cow claimed, so errors should be virtually impossible.

My own situation is much less serious but does involve several issues, as I hope my letter to the RPA
explains.

These are not issues of fraud, as theRPAare claiming, but simple human error.We and thousands of others
have had the correct number of females on our farms during the residency period, but have, for a variety of
reasons, mainly not fully understanding them, not kept entirely to the most complicated rules set out by the
RPA for cow subsidy claims.

Could I close by drawing your attention to the second page of theRPA’s letter tome, and thewords: “When
these rules require premium payments to be reduced, we have no scope for discretion”. I took this to mean
that there is no right of appeal. This is not true, as I found out when I rang the RPA, but I was advised that
80% of cases were thrown out.

TheRPA appear to have a very low opinion of our trustworthiness and have, from the word go, introduced
the most complicated forms imaginable. All this has achieved has been to increase the amount of errors by
farmers. I was interested to learn that the Danes have a paper free, voice recognition passport system.

Michael Read

9 December 2002
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