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Environment and Rural Affairs Department Pentland House
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Your ref:
Our ref: ECE 4/22

24 January 2003

Dear Sir/Madam

CAP REFORM: CONSULTATION ON MID TERM REVIEW OF AGENDA 2000

In August 2002, we began a public consultation seeking comments on the European
Commission’s initial proposals for reform of the Common Agricultural Policy (CAP), the Mid
Term Review (MTR) of Agenda 2000. We are grateful for all of the comments received, a
summary of which will shortly appear on our website:-

http://www.scotland.gov.uk/views/views.asp.

We indicated in the consultation letter that we would seek further comments when additional
information became available. On 22 January, the Commission published seven draft Council
Regulations, covering:-

horizontal issues (decoupling, modulation etc);
rural development;

cereals;

rice;

dried fodder; and

dairy reform (2 regulations).

As part of the consultation process, we are now seeking views on these draft legislative texts.
The Commission’s summary of the reform package, comparing it with the current
arrangements and their July 2002 proposals, is attached to this letter together with a copy of the
Commission's Explanatory Memorandum and press release which accompanied the publication
of the legislative texts. The full texts can be found on the Commission’s website at
www.europa.eu.int/comm/agriculture/mtr/index_en.htm. We would welcome comments on
any aspect of the proposals, but it would be helpful if your responses could focus on the
economic and practical effects, with particular regard to decoupling, modulation, farm audits
and dairy reform.
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To assist your consideration of the proposals, you may wish to study the European
Commission’s impact assessments of their July 2002 proposals which are available via their
website at www.europa.eu.int/comm/agriculture/mtr/index_en.htm.

The Greek Presidency is aiming for agreement on the proposals to be reached by the end of
June, so there will be intensive negotiations at Ministerial and official level over the next few
months. Because of this we would be grateful for comments on the draft legislation by the
end of February, although comments at any time would be useful. The sooner we receive
your comments, the sooner we can take your views into account in developing our negotiating
position.

There will be an initial discussion of the Commission’s proposals at the EU Agriculture and
Fisheries Council of Ministers meeting on 27/28 January, in the form of a televised debate.
Subsequent Council meetings will be held monthly thereafter. There will also be technical
discussions on the proposals at Council Working Group meetings starting on 30 January.

Any comments you wish to make on the proposals should be sent in writing to Joe Kirk at the
above address or by e-mail to joe.kirk@scotland.gsi.gov.uk. If you have difficulty accessing
the Commission's documents from their website, please contact Joe Kirk either as indicated
above or by telephone on 0131 244 6457, or fax on 0131 244 6551.

In accordance with Scottish Executive practice, in order to inform debate on these matters and
to accord with the Code of Practice on open government, all consultation responses will be
made publicly available. If you wish all or part of your reply to be kept confidential, therefore,
you should indicate this clearly in your response.

Under the Data Protection Act, information provided by respondents to this consultation
exercise will be held and used for the purposes of the administration of this current exercise. If
you submit comments in response to this consultation exercise we may keep your name and
address on a list to be used for future consultation exercises on related topics.

Should you have any questions relating to the Commission's proposals or the consultation
exercise, please contact me.

Yours faithfully

Derek Muir
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CAP MTR CONSULTATION - LIST OF CONSULTEES

Association for the Protection of Rural Scotland
British Pig Association

Church of Scotland

Council for Archaeology (CSA)

COSLA

Crofters’ Commission

Deer Commission for Scotland

Forestry & Timber Association

Forestry Commission

FWAG Scotland

Game Conservancy Trust

Heather Trust

Highland Council

Highlands and Islands Agricultural Network
Highlands and Islands Enterprise

Institute of Auctioneers and Appraisers in Scotland
Institute of Chartered Foresters

Meat and Livestock Commission

National Sheep Association (Scottish Region)
National Trust for Scotland

NFU Scotland

Organic Farmers Scotland

Quality Meat Scotland

Ramblers” Association Scotland

Royal Environmental Health Institute of Scotland
Royal Institute of Chartered Surveyors in Scotland
Royal Scottish Forestry Society

RSPB Scotland

Rural Forum

Scottish Agricultural Arbiters’ Association
Scottish Agricultural College

Scottish Agricultural Contractors’ Association
Scottish Agricultural Organisation Society
Scottish Association of Meat Wholesalers
Scottish Association of Young Farmers’ Clubs
Scottish Beef Council

Scottish Consumer Council

Scottish Crofting Foundation

Scottish Dairy Association

Scottish Egg Producers Retailers Association
Scottish Enterprise

Scottish Environment LINK/SWT

Scottish Federation of Meat Traders

Scottish Food Quality Certification Ltd
Scottish Grocers’ Federation

Scottish Landowners’ Federation

Scottish Natural Heritage

Scottish Organic Producers’ Organisation
Scottish Potato Trade Association

Scottish Quality Cereals Ltd

Scottish Whisky Association

Scottish Wildlife and Countryside Link
Shetland Islands Council

SEPA

SSPCA

TGWU

UKASTA (Scottish Council)

Western Isles Council (Combhairle nan Eilean Siar)
Woodland Trust Scotland

WWEF Scotland
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EU cereal production is foreseen to slightly decline in all analyses owing mainly to the
implementation of the decoupling of direct payments, the carbon credit proposal and the cut
in support price level. These developments would mainly result from lower cereal area as
average yields are expected to increase in most analyses. Wheat would appear to be less
affected than coarse grains as it should benefit from better world market price prospects than
most coarse grains.

The effects of the MTR proposals on oilseed production are more mixed although most
analyses would tend to show a small decline in "food" oilseed production. According to
Commission analysis, the carbon credit payments would lead to an increase in the production
of energy crops, particularly of oilseeds, mainly at the expense of cereal production.

The implementation of the decoupling of direct payments in the livestock sector would entail
some decline in beef and sheep production as it would favour the extensification of
production systems, generating an increase in market prices, with positive income effects for
the livestock farms concerned.

The effects of the MTR proposals on agricultural income are generally found to be rather
limited for the EU agricultural sector as a whole, with nevertheless potentially diverging
impacts across the various commodity sectors and regions.

While the implementation of the decoupling of direct payments would entail an income
increase in the livestock sector (through higher market prices), this increase would be broadly
offset at the sector level by the negative income impact of the decline in coarse grains market
prices due to the abolition of rye intervention.

2.2. The budgetary impact

For EU-15, the proposed measures involve a saving which is estimated at 337 Mio EUR for
the financial year 2006 and of about 186 Mio EUR as from 2010. This impact results from the
fact that the savings under the proposals for market measures are greater than the effect of the
proposals concerning direct aids estimated at + 729 Mio EUR in 2006 and around
+ 1610 Mio EUR as from 2010.

However, for the new accession countries, the financial impact in 2010 is for an additional
expenditure of around 88 Mio EUR which increases annually to reach 241 Mio EUR in 2013,
as a result of the increasing share of direct aids in their total expenditures.

In order that total expenditures remain within the new ceiling decided at Brussels for the
financing of market measures and direct aids for an enlarged Europe of 25 Member States, a
reduction in the direct aids for EU-15 is proposed, as from the financial year 2007. This is
presented in the following table:



EU-25: Expenditure forecasts for heading 1a - Reform proposals

Mio EUR
Heading 1a 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
EU-25 Ceiling 42979 | 44474 45306 45759 | 46217 46679 | 47146 | 47617 | 48093 | 48574

EU-25 Expenditure 41681 | 43642 | 443951 45156 | 46123 | 47568 | 48159 | 48805 | 49451 ] 50099
of which EU-15| 41320 | 41339 41746 | 42183 ) 42802 | 43569 | 43513 43513 43513 43513
CC-10 361} 2303 2649 2973| 3321 3999 4646 5292) 59381 63586

Difference 1298 832 911 603 94 -889| -1013] -1188) -1358) -1525
Degression 228 751 2030| 2420| 2810f 3200f 3343
of which available for| 228 475 741 988 1234 1481 1481
rural development
3. MID-TERM-REVIEW AND ACCEDING STATES

In accordance with the Internal arrangements to implement the information and consultation
procedure for the adoption of certain decisions and other measures to be taken during the
period preceding accession the Commission will transmit the attached proposals on the Mid-
Term-Review to the acceding states after their transmission to the Council. Each acceding
state may rec&uest a discussion on these proposals according to the terms of the above
arrangements.

4. DESCRIPTION OF PROPOSALS

4.1. Stabilising markets and improving common market organisations
Arable sector

Cereals

A final 5% reduction (of the 20% proposed in Agenda 2000) is proposed to bring the cereals
intervention price down to EUR 95.35/t from 2004/05 to ensure that intervention is a real
safety net. To avoid a further accumulation of intervention stocks, rye shall be excluded from
the intervention system.

With the diminishing role of intervention, a seasonal correction for intervention price will no
longer be justified. It is therefore proposed to abolish the monthly increment system.
Production refunds for starches and certain derived products will no longer be applied.

As a consequence of the cut in cereal intervention price, area payments for cereals and other
relevant arable crops will be increased from EUR 63 to EUR 66/t. These will be included in
the single farm payment.

The Internal arrangements to implement the information and consultation procedure for the adoption of
certain decisions and other measures to be taken during the period preceding accession have not yet
been adopted by the Commission.



Protein crops

The current supplement for protein crops (EUR 9.5/t) will be maintained and converted into a
crop specific area payment of EUR 55.57/ha. It will be paid within the limits of a new
Maximum Guaranteed Area set at 1.4 million ha.

Durum wheat

The supplement for durum wheat in traditional production zones will be brought from EUR
344.5/ha to EUR 250/ha and included in the single farm payment. The specific aid for other
regions where durum wheat is supported, currently set at EUR 139.5/ha, will be phased out.
The cuts will be implemented over three years, starting in 2004.

A new premium will be introduced to improve the quality of durum wheat with regard to uses
for semolina and pasta production. The premium will be paid in traditional production zones
to farmers who are using a certain quantity of certified seeds of selected varieties. Varieties
will be selected to meet quality requirements for semolina and pasta production. The premium
amounts to EUR 40/ha and is paid within the limits of Maximum Guaranteed Areas that are
currently applying in traditional production zones.

Starch potatoes

Regulation (EEC) No 1766/92 provides for a direct payment for producers of starch potatoes.
Its amount was fixed at EUR 110.54 per tonne of starch in the framework of Agenda 2000.
50% of this payment will be included into the single farm payment, on the basis of the
historical deliveries to the industry. The remainder will be maintained as crop specific
payment for starch potatoes. The minimum price is abolished.

Dried fodder

Support in the dried fodder will be redistributed between growers and the processing industry.
Direct support to growers will be integrated into the single farm payment, based on their
historical deliveries to the industry. National ceilings will apply to take into account current
National Guaranteed Quantities.

During a transitional period of 4 years, a simplified single support scheme for the dehydrated
and sun-dried fodder industry will apply with a degressive aid, starting from EUR 33/t in
2004/05. The respective National Guaranteed Quantities will be merged.

Seeds

Regulation (EC) No 2358/71 established an aid for the production of selected seed species.
The aid, currently paid per tonne of produced seeds, will be integrated into the single farm
payment. It will be calculated by multiplying the number of aided tons by the amount
established in application of Article 3 of the above-mentioned Regulation.

Rice

In order to stabilise market balances due notably to the impact of the Everything but Arms
(EBA) initiative, the Commission proposes a one step reduction of the intervention price by
50% to an effective support price of EUR 150/t in line with world prices. To stabilise
producers' revenues, the current direct aid will be increased from EUR 52/t to EUR 177/, a
rate equivalent to the total cereals compensation over the 1992 and Agenda 2000 reforms. Of



this, EUR 102/t will become part of the single farm payment and paid on the basis of
historical rights limited by the current maximum guaranteed area (MGA). The remaining
EUR 75/t multiplied by the 1995 reform yield will be paid as a crop specific aid. The MGA
will be set at the 1999-2001 average or the current MGA, whichever is lower. A private
storage scheme will be introduced to be triggered when the market price falls below the
effective support price. In addition, special measures will be triggered when market prices fall
below EUR 120/t.

Nuts

The current system will be replaced by an annual flat rate payment of EUR 100/ha granted for
a maximum guaranteed area of 800 000 ha divided into national guaranteed areas. This can be
topped up by an annual maximum amount of EUR 109 per hectare by Member States.

Dairy

In order to provide a stable perspective for dairy farmers, the Commission proposes the
prolongation of a reformed dairy quota system until the 2014/15 campaign.

In Berlin in March 1999 the European Council decided to delay the entry into force of reform
in the dairy sector due to budgetary considerations. Since unanticipated budgetary resources
have become available in the current financial perspective, the Commission strongly believes
the dairy reform agreed in Berlin should be advanced by one year in order to achieve the
objectives and benefits of the reform at the earliest possible date. Furthermore, it is necessary
to reduce the support price for milk with a corresponding quota increase of 1% per year in
2007 and 2008 based on reference quantities after the full implementation of Agenda 2000.

The foreseen uniform reduction of 5% per year will be replaced by asymmetric intervention
price cuts of 3.5%/year for skimmed milk powder and 7% per year for butter over the five
year period. On the whole this 35% reduction in butter prices and 17.5% reduction in
skimmed milk powder prices correspond to a global reduction of 28% for EU milk target
prices over 5 years. Intervention purchases of butter will be suspended above a limit of 30 000
tonnes per year. Above that limit, it is proposed that purchases may be carried out under a
tender procedure.

Additional compensation in 2007 and 2008 through direct payments will be made, using the
same method of calculation as in Agenda 2000. All dairy payments will be integrated into the
single farm payment.

4.2. Decoupling of direct aids — establishment of a single farm payment

A single farm payment will replace most of the premia under different Common Market
Organisations. Farmers will receive a single farm payment based on a reference amount
covering payments for arable crops, beef and veal (including POSEI and Aegean Islands),
milk and dairy, sheep and goats, starch potatoes, grain legumes, rice, seeds, dried fodder in a
reference period of 2000 to 2002.

This single farm payment will be broken down into payment entitlements in order to facilitate
their transfer. Each entitlement will be calculated by dividing the reference amount by the
number of hectares, which gave rise to this amount (including forage area) in the reference
years.



A claim for payment under entitlement must be accompanied by an eligible hectare defined as
any agricultural area of the holding. Eligible hectares will not include area under permanent
crops, forests and area used for non-agricultural purposes on 31 December 2002. For
livestock production without an equivalent land base or where the entitlement is above
EUR 10000 a special payment entitlement will apply with corresponding conditions.
National ceilings for the single farm payment and the special payment will be established. 1%
of this amount at member state level will be reserved for hardship cases.

Entitlements may be transferred, with or without land, between farmers within the same
Member State. A Member State may define regions within which transfers are limited.
Moreover, it will be open to Member States to adjust entitlements with respect to regional
averages.

Farmers may use this land for any agricultural activity except permanent crops. Any
entitlement which has not been used in a period of a maximum of 5 years, apart from force
majeure and exceptional circumstances shall be allocated to a national reserve.

Reinforcement of environmental, food safety, animal health and welfare and
occupational safety standards

Compulsory cross-compliance will apply to statutory European standards in the field of
environment, food safety, animal health and welfare and occupational safety related to the
farm level. As a necessary complement to decoupling in order to avoid land abandonment and
subsequent environmental problems, beneficiaries of direct payments will also be obliged to
maintain all agricultural land in good agricultural condition.

This will be applied as a whole-farm approach, and sanctions will be applicable to any case of
non-compliance on a beneficiary's farm. It will apply to all sectors and apply to used as well
as unused agricultural land.

Farmers receiving the single farm payment or other direct payments under the CAP who do
not comply with these statutory standards will be subject to a system of sanctions. The penalty
will take the form of a partial or full reduction of the aid (depending on the severity of the
case).

Farm Advisory System

The farm advisory system will be mandatory as a part of cross-compliance requirements. Its
introduction, in the first instance, will be limited to producers receiving more than
EUR 15 000 per year in direct payments or with a turnover of more than EUR 100 000 per
year. Other farmers will be able to enter the system on a voluntary basis. This service will
provide advice through feedback to farmers on how standards and good practices are applied
in the production process. Farm audits will involve structured and regular stocktaking and
accounting of material flows and processes at enterprise level defined as relevant for a certain
target issue (environment, food safety, and animal welfare). Support for farm audits will be
available under rural development.

Long-term environmental set-aside

Producers currently subject to the set-aside obligation will be obliged to continue set-aside on
an area equivalent to 10% of their current COP area as a condition for receipt of the single
farm payment. Organic farming will not be subject to this obligation for the area concerned.
Set-aside will be non-rotational and should not be used for agricultural purposes nor produce
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crops for commercial purposes. However, member states will be able to allow rotational set-
aside where this was necessary for environmental reasons. In the case of transfers of land, it
shall continue to be set-aside.

Support for energy crops - a carbon credit

The Commission proposes an aid of EUR 45/ha for energy crops. This will apply for an EU
MGA of 1 500 000 ha. The aid will only be granted in respect of areas whose production is
covered by a contract between the farmer and the processing industry except where the
processing is undertaken by the farmer on the holding. Within five years of the application of
the energy crops scheme, the Commission will submit a report to the Council on its
implementation, with proposals if appropriate.

Integrated administration and control system (I.A.C.S.)

The integrated administration and control system will have to be adapted on the basis of the
new provisions relating to direct aids. In particular, the introduction of the single farm
payment will lead to a simplification of a key component of the present IACS, since the
identification of COP and livestock production will no longer condition the new single farm
payment, except for those products continuing to benefit from a crop-specific payment such
as rice or durum wheat. The current monitoring and control system for payments will be used
to facilitate cross checks between payment entitlements and the surfaces needed to activate
them. The system for identifying agricultural parcels therefore remains fundamental to the
new IACS.

Aid applications will need to be subject to administrative controls relating to the eligibility of
surfaces and the existence of the corresponding payment entitlements. These administrative
controls will have to be complemented by on-the-spot checks, made on a sample basis, which
could employ teledetection methods to control surfaces. Together these controls and checks,
which will have to be co-ordinated by a designated competent authority, will give rise to aid
reductions or exclusions where it is found that the eligibility conditions have not been met.

It should be noted that controls relating to cross compliance will also be covered by the new
IACS, which therefore will not be limited to eligibility conditions. In this way, the proposal
represents a fully integrated administration and control system. It is foreseen in this respect
that the control systems already existing in the Member States to verify respect of statutory
management requirements and good agricultural conditions may be used in the framework of
IACS, with which they will also have to be compatible. This concerns infer alia the
identification and registration system for animals pursuant to Directive 92/102/EEC and
Regulation (EC) No 1760/2000. The system for administering and controlling those aid
schemes laid down in Annex IV of the proposal for the horizontal Regulation will also have to
be compatible with IACS.

4.3. Degression
In order to ensure a better balance of support and to provide a predictable and transparent
framework to meet future financing needs, a system of degression is proposed for the period

2006-2012.

The payments granted to a farmer in a given year will be reduced in the following manner:
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DEGRESSION and MODULATION
Percentage reduction of direct payments
A: Degression
B to D: By tranche of direct payment
E: Modulation — Destined for the Rural Development budget
F: Destined for financing future market needs

2006 2007 2008 2009 2010 2011 2012

A % General reduction in direct payments 1 4 12 14 16 18 19

% Total reduction applying successively to the different tranches of direct payments
B From 1 to 5 000 EUR 0 0 0 0 0 0 0
C=(A+E)/2 |From 5 001 to 50 000 EUR 1 3 7.5 9 10.5 12 12.5
D=A Above 50 000 EUR 1 4 12 14 16 18 19
E Of which % of the direct payments destined for the Rural Development budget

From 5 001 to 50 000 EUR 1 2 3 4 5 6 6

Above 50 000 EUR 1 2 3 4 5 6 6
F Of which % of the direct payments destined for financing future market needs

From 5 001 to 50 000 EUR 0 1 4.5 5 5.5 6 6.5

Above 50 000 EUR 0 2 9 10 11 12 13

Within the system outlined above the modulation part resulting from degression, starting at
1% in 2006 rising to 6% in 2011, shall be made available to the Member States as additional
Community support for measures to be included in the their rural development programming.
These amounts will be allocated between member states according to criteria of agricultural
area, agricultural employment and GDP per capita in purchasing power. The remaining
amounts will be available for additional financing needs for new market reforms. Degression
and modulation would not apply in the new Member States until the phasing-in of direct
payments reaches the normal EU level.

44. Consolidating and strengthening Rural Development

The Commission proposes to widen the scope of Community rural development support by
introducing new measures, without prejudice to the upcoming debate on the reshaping of rural
development policy.. These additions will be made to the 'menu' of measures available under
the second pillar without changing the basic framework under which rural development
support is implemented, which the Commission considers would be counter-productive at this
mid-way stage in the current 2000-2006 programming period.

The new measures proposed are all accompanying measures and will be financed by the
EAGGF-Guarantee Section throughout the EU territory. They are all targeted primarily at
farmer beneficiaries. It will be for Member States and regions to decide if they wish to take up
these measures within their rural development programmes. The new measures will comprise:

First, introduction of a new Chapter in Regulation (EC) No 1257/1999 entitled 'Food Quality'
comprising two measures:

- Incentive payments will be permitted for farmers who on a voluntary basis
participate in Community or recognised national schemes designed to improve the
quality of agricultural products and the production process used, and give assurances
to consumers on these issues. Such support will be payable annually for a maximum
5-year period, and up to a maximum of EUR 1 500 per holding in a given year.

- Support for producer groups for activities intended to inform consumers about and
promote the products produced under quality schemes supported under the above
measure. Public support will be permitted up to a maximum of 70% of eligible
project costs.
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Secondly, introduction of a new Chapter entitled 'Meeting Standards', comprising two
measures:

- Possibility for Member States to offer temporary and degressive support to help their
farmers to adapt to the introduction of demanding standards based on Community
legislation concerning the environment, public, animal and plant health, animal
welfare and occupational safety. Aid levels must be modulated to take account of the
level of additional obligations and operating costs for farmers associated with the
introduction of a particular standard. Aid will be payable on a flat-rate basis, and
degressive for a maximum period of 5 years. Aid will be subject to a ceiling of
maximum EUR 10 000 per holding in a given year. In no case will aid be payable
where the non-application of standards is due to the non-respect by an individual
farmer of standards already included in national legislation.

- Support for farmers to help them with the costs of using farm advisory services.
Farmers may benefit from public support of up to a maximum of 95% of the cost of
such services the first time they are used, subject to a ceiling of EUR 1 500.

Thirdly, introduction within the current agri-environment Chapter of Regulation (EC)
No 1257/1999 the possibility to pay support for farmers who enter into commitments for at
least 5 years to improve the welfare of their farm animals and which go beyond usual good
animal husbandry practice. Support will be payable annually on the basis of the additional
costs and income foregone arising from such commitments, with annual payment levels of
maximum EUR 500 per livestock unit.

In addition to a further series of technical modifications arising from the introduction of new
measures, the Commission proposes to use the opportunity of the amendment of Regulation
(CE) No 1257/1999 in the context of the current proposals to also simplify and clarify certain
provisions at the level of the Council regulation. These amendments concern a clarification of
the scope of the Forestry and Training Chapters and the adding within the Chapter on the
adaptation and development of rural areas (the so-called Article 33 measures) a new indent to
cover the management costs associated with local partnership groups.

In 2004, the Commission shall review the extent to which rural development is contributing to
these objectives of sustainable development in particular in relation to bio-diversity and the
implementation of Directive 92/43/EC (i.e. the Habitats Directive). Moreover, the same
review will consider the possibility of extending the support provided to farmers to meet
newly enacted Community food quality standards also to small, traditional food producers. If
necessary, the Commission will make proposals to enhance the contribution of the Common
Agriculture Policy to these objectives.
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