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1 About this report

1.1 Background

The member states of the European Union (eu) implement common policy 

in many fields. European policy is rooted in the European Treaties and the

secondary legislation based thereon. Some €  100 billion is spent on

implementing common policy each year. As the eu’s executive body, the

European Commission accounts to the European Parliament each year on the

implementation of policy. Since 1994, the European Court of Auditors has

issued a statement of assurance on the Commission’s accounts. With regard

to their legality and regularity, however, it has so far been unable to issue a

positive statement of assurance. The Commission announced in June 2005

that it wished to improve the situation at both European and member state

level (European Commission, 2005).1 One of the instruments the Commission

has proposed to bring about the required improvement is to have the member

states’ finance ministers issue a member state declaration. The Commission

also proposed that supreme audit institutions (such as national audit offices)

be asked to submit a report to their national parliaments on the member state

declaration. 

The Netherlands backed the proposal for a member state declaration. In the

Ecofin Council of 8 November 2005, however, the Commission’s plans

received insufficient support from the other member states. The Dutch

government therefore decided in 2006 that it would introduce a member state

declaration on a voluntary basis (Finance, 2006). This declaration is addressed

to the Commission and to the Dutch Parliament. The Court of Audit has

honoured the Minister of Finance’s request that it express an opinion on the

declaration (Court of Audit, 2006). This report presents the findings of our

audit of the member state declaration for 2006.

1.2 Audit objective 

We intend to express an opinion on the member state declaration each year.

Our audit objective is to verify the soundness of the preparation of the

member state declaration and the soundness of the assertions made in the

member state declaration. We recognise that the member state declaration is

in a growth process and our recommendations for improvement should be

seen in this light.

1.3 Audit questions

In this report we address the following audit questions:

1   To what extent was the preparation of the member state declaration sound?

2   To what extent are the assertions in the member state declaration sound as

regards the operation of the systems in place in the Netherlands and the

measures they contain to manage and control funds received from the

European Agricultural Guidance and Guarantee Fund – Guarantee section

(eaggf Guarantee section)?

1 The proposals are elaborated upon in the action plan towards an integrated internal control framework (European

Commission, 2006).
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3   To what extent are the assertions in the member state declaration sound as

regards the legality and regularity of the underlying transactions?

1.4 European standards and terminology 

We have based our opinion on audit work using standards derived from the

relevant European legislation. We also took into account a number of general

principles regarding transparency and public accountability. For our audit of

the member state declaration for 2006, we concentrated on expenditures and

revenues relating to the Common Agricultural Policy (cap). This policy is

financed almost entirely by means of European funds. To determine whether

the collection and use of these funds comply with eu requirements, European

rules are indicative. The standards applied in our audit for 2006 are therefore

derived chiefly from European regulations governing the cap.

Wherever possible, the terminology used in this report is the terminology

customarily used in the eu. We accordingly use the term ‘member state

declaration’ rather than ‘national statement’. We also use the European term

‘legality and regularity’ (in Dutch: wettigheid en regelmatigheid) rather than

‘regularity’ (in Dutch: rechtmatigheid), which is more customary in the

Netherlands. ‘Legality and regularity’ means that cap expenditures and

revenues comply with relevant Community legislation. 

1.5 Structure of this report

Part i of this report describes precisely what we audited and the conclusions

we drew. The conclusions and resultant recommendations are followed by the

responses of the ministers concerned and our afterword. Part ii presents the

findings underlying the conclusions drawn in part i. We have organised part

ii in accordance with the information chain we found. 
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2 Preparation of the member state
declaration

2.1 Dutch initiative

The Dutch government decided in 2006 that it would introduce a member

state declaration. The United Kingdom, Denmark and Sweden have also

announced similar initiatives. A group of countries has thus arisen that can

serve as an example to the other member states. The government informed the

House of Representatives of the introduction of the member state declaration

by letter of 4 December 2006 (Finance, 2006). The main points of the letter are

considered below.

Content of the member state declaration

The Dutch member state declaration is referred to as a ‘national statement’ 

in the Netherlands. It is an annual statement on both the quality of financial

management systems and the legality and regularity of transactions at final

beneficiary level. The national statement is issued in respect of the European

funds that the Netherlands spends under shared management with the

European Commission (structural funds and agricultural funds) and on

remittances to the eu (‘own resources’). If an irregularity is detected, it will

be referred to in the national statement in the form of a reservation,

improvement measure or comment. The text of the member state declaration

for 2006 is presented in appendix 1 of part ii. The statement is submitted 

to the European Commission and Dutch Parliament each year. It is our task to

express an opinion on the statement and submit a report to the Dutch

Parliament each year.

Objectives

According to the government, the objectives of the member state declaration

are:

• to improve the quality and transparency of the financial management of eu

funds;

• to improve accountability to the European Commission and the House of

Representatives regarding the regularity of transactions at final beneficiary

level and regarding the quality of management and control systems; 

• to reduce the risk of irregularities and recoveries as a result of short -

comings in the implementation of and accountability for Community policy

in the Netherlands;

• to improve financial management in the member states so that the

European Court of Auditors is in due course able to issue a positive

statement of assurance;

• to show that a member state declaration is technically and politically

feasible;

• to organise audit as efficiently as possible through the use of single audit

principles.
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Reducing the audit burden

The Minister of Finance wrote in the letter to the House of Representatives

that the member state declaration was motivated not only by the Commission’s

aim of having the European Court of Auditors issue a positive statement of

assurance but also by the opportunity to reduce the audit burden. It has been

agreed at official level that in due course the Commission’s officials will study

the Dutch system in order to reach agreement on how the audit burden can be

reduced. To form its own opinion, for example, the Commission could place

more reliance on Dutch audits or review the Dutch audit work. This agrees with

the single audit principle of avoiding the duplication of work by relying

wherever possible on the work of the various audit layers in the chain.

Phased introduction

The Netherlands has decided to introduce the member state declaration in

phases. The 2006 declaration considers expenditures and revenues relating 

to the cap. Here, ‘2006’ means the cap’s financial year, which ran from 

16 October 2005 to 15 October 2006. During this period, the Netherlands

claimed expenditure of € 1.2 billion from the eaggf Guarantee section. 

In the years ahead, the Netherlands will gradually extend the statement so that

it also covers structural funds expenditure and the collection and remittance

of own resources. 

2.2 Common agricultural policy

The objective of the cap is to safeguard agricultural production within the

borders of the eu. To this end, schemes have been introduced to provide

income support in the agricultural sector. To qualify for assistance from these

schemes, beneficiaries must ensure that their eligible products and activities

satisfy certain conditions and must also provide certain information. In recent

years, beneficiaries have also had to meet certain requirements regarding the

environment, health, food safety and animal welfare (cross compliance). 

Non-compliance with these requirements can lead to a cut in the income

support received by the beneficiary.

2.3 Implementation of the CAP in accordance with European rules

The Dutch agricultural sector receives about € 1.2 billion in agricultural

support each year. As at 15 October 2006, the aid schemes were implemented

by six paying agencies and compliance with the aid conditions was checked

physically by a number of inspectorates. The paying agencies submit accounts

of their expenditure and revenue each year. Their accounts are certified by 

the audit department of the Ministry of Agriculture, Nature and Food Quality 

(ad Agriculture). The certifying reports are submitted to the Commission

along with the annual statement of expenditure. We concluded from our audit

that, in broad lines, the Dutch government implements the cap in accordance

with European rules.

2.4 Preparation of the member state declaration

To prepare the member state declaration, the accountability and audit

structure already in place for the cap was augmented with a series of

additional measures:
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•   the Minister of Agriculture issued a member state sub-declaration 

(‘sub-declaration’) on the operation of the cap management systems and

transactions;

•   in addition to the regular certifying reports on each paying agency, at the

request of the Court of Audit, ad Agriculture issued a report on the legality

and regularity of cap revenues and expenditures for 2006 as disclosed in 

the consolidated annual statement of expenditure; 

•   the Minister of Agriculture also refers in the section on operational

management in the ministry’s annual report to the points raised in the sub-

declaration;

•   the audit department of the Ministry of Finance (adf) audited the Minister

of Agriculture’s preparation of the sub-declaration;

•   the Minister of Finance consolidated the Minister of Agriculture’s sub-

declaration into the member state declaration on the basis of the adf’s

report and other information.

The accountability and audit structures in place for the cap and for the

preparation of the member state declaration are shown in the figure below.

The bottom half of the figures shows how the existing accountability and

audit system was already organised so that the Netherlands could comply with

eu regulations. The top half was introduced at the end of 2006/beginning of

2007 in order to issue the member state declaration. 



2 The auditor’s report on the consolidated annual statement of expenditure is included in appendix 5 of part II of this

report. 
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To issue the sub-declaration for 2006, the Minister of Agriculture relied on the

reports of the paying agencies and inspectorates and on the certifying reports

issued by the certifying authority (ad Agriculture). These reports are part of

the compulsory European administration and control system. The Minister of

Finance had adf carry out a number of specific activities to audit the sub-

declaration.

The Court of Audit has examined the member state declaration and relied 

– following a review – on the work of the audit departments of the Ministry of

Finance and the Ministry of Agriculture.

The accountability and audit structures must be compatible with each other

and efficiently generate sufficient information to prepare and review the

member state declaration. 

A complicating factor in the preparation of the member state declaration is

that it covers a very wide field with a large number of actors. We think it is a

testament to the government’s determination that it has been able to set up 

a system in such a short period of time that enables these actors to make

optimal use of each other’s work. It is also very encouraging that the Ministry

of Agriculture provides additional assurances on the member state declaration

in the form of an auditor’s report on the eu conformity of the expenditures

and revenues disclosed in the consolidated annual statement of expenditure

for 2006.2

Further information on the accountability and audit structures is provided in

appendix 2 of this part and in part II of this report. 

Our opinion on the member state declaration for 2006 is given in the next

chapter.
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3 Court of Audit’s opinion on the Dutch
EU member state declaration 2006

Introduction

We have audited the member state declaration for the year 2006, with total

expenditure and revenue of on balance € 1,216.6 million, and have expressed

an opinion thereon. We audited the member state declaration for 2006 in

conjunction with the accompanying letter from the Minister of Finance to the

President of the House of Representatives of the States General dated 16 May

2007 (Finance, 2007). 

We would first note that the Netherlands has shown that it is capable of

introducing a member state declaration to account for compliance with

applicable European legislation, which is sometimes highly complex in

nature, and has done so at short notice. We have great admiration for this

initiative and the results achieved so far. 

Our opinion on the member state declaration for 2006 considers three

aspects:

•   the preparation of the member state declaration;

•   the assertion about the systems and the measures in these systems to

manage and control eu funds;

•   the assertion about the legality and regularity of the financial transactions

accounted for. 

Opinion on the preparation

In our opinion, the member state declaration for 2006, as issued by the

Minister of Finance on behalf of the government, was in broad lines prepared

in a sound manner. We have the following comments, however: 

•   to obtain sufficient assurance in an efficient manner, an auditor’s report

should be issued on the sub-declarations prepared by the line ministers, in

this present case by the Minister of Agriculture; 

•   for the proper interpretation of the member state declaration, users should

be provided with an insight into the criteria used by the Minister of

Finance, on behalf of the government, when deciding whether or not to

raise certain matters;

•   in the Minister of Finance’s opinion, some of the matters considered fall

outside the scope of the member state declaration, for example because

they do not relate to the year in question (eu fines) or because they do not

lead to actual irregularities (risks in systems). These matters are often

raised in the reports issued by European and Dutch auditors. In our

opinion, one of the steps in the accounting process should be the provision

of timely information on the main points of these matters to Dutch

Parliament, including their potential financial consequences.

We make these comments in the light of the growth process the member state

declaration is currently undergoing. 
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Opinion on the assertion about the systems

In our opinion, the 2006 member state declaration provides a sound assertion

of the operation of the systems in place in the Netherlands for eu agricultural

assistance from the eaggf Guarantee section and the measures in those

systems to manage and control expenditure and revenue. We would note,

though, that certain points in the organisation and operation of these systems

require attention.

Opinion on the assertion about the financial transactions

In our opinion, the 2006 member state declaration provides a sound assertion

about the legality and regularity of the eaggf Guarantee section expenditure

and revenue down to the level of the paying agencies, insofar as the

expenditure and revenue relate to public bodies in the Netherlands. A total of

on balance € 1,216.6 million was granted in European aid to finance cap

schemes. This aid must comply with specific conditions set for each scheme.

Some of the aid must also comply with administrative requirements.

Furthermore, the Commission has introduced a number of cross compliance

requirements relating to the environment, food safety and animal welfare.

With regard to the final beneficiaries’ compliance with the aid conditions, 

we would make the following comments:

•   We found that reasonable assurance was available on compliance with the

specific conditions set for each scheme that was physically inspected in

full. With regard to the export schemes, which had a financial volume of 

€ 313.8 million, we found that 100% of the consignments had been offered

for customs control and that the scope of the customs control complied

with the Commission’s standards. No estimate was made of the financial

volume of possible irregularities in these funds. A reasoned estimate was

made for the other schemes that were not physically inspected in full 

(€ 317.9 million) and the total potential financial volume of irregularities

was found to be below the tolerable threshold (1%). We have to work with

reasoned estimates because the existing eu-compliant monitoring systems

permit a substantial number of physical inspections but are not yet

designed to arrive at a verifiable and statistically reliable opinion on legality

and regularity at final beneficiary level. 

•   Certain schemes, which had a total financial volume of € 357.7 million in

2006, must comply not only with scheme-specific aid conditions but also

with set administrative requirements. These schemes are subject to ex post

checks. The inspectorates drew up draft irregularity reports on about 40%

of the inspected administrations kept by the final beneficiaries. On the

basis of the information currently available, however, the financial volume

of the irregularities is thought to be limited, so limited in fact that it 

does not exceed the tolerance threshold. Here, too, we have to work with

reasoned estimates because the existing eu-compliant monitoring

structures are not designed for the formulation of opinions at national level.

•   In addition, farmers must comply with a number of requirements regarding

the environment, food safety and animal welfare (cross compliance). 

Non-compliance with these requirements can lead to a cut in the aid

received. The member state declaration includes a reservation on this

point. We share the reservation. 
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In the following chapters we provide further information on our opinion and

the aforementioned points, followed by recommendations for the years ahead. 
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4 Notes to our opinion

4.1 Value added by a member state declaration

Significant step forwards

In our opinion, the Netherlands’ publication of a member state declaration is

a significant step forwards to improve the management of and accountability

for European funds in the Netherlands. By means of the member state

declaration, the Netherlands has provided the European Commission with

additional assurance on the legality and regularity of the management of these

funds. Furthermore, the government has accounted to Parliament for the first

time specifically about the management of eu funds. 

Value added

In our opinion, the member state declaration has the following value added:

•   the government as a whole assumes official responsibility for the

management and control of eu funds in the Netherlands;

•   additional assurance is provided to the European institutions on the legality

and regularity of transactions; 

•   the Parliament is better informed about management and accountability

regarding the implementation of the cap and associated funds in the

Netherlands.

Work in progress

The member state declaration is a new product, one that is embedded in

complex legislation and one that requires official bodies to work with each

other at several levels. The Netherlands has opted for a growth model that

provides for the gradual evolution of the member state declaration. The points

we raise in this report should be seen in this light. In other words, the points

raised in this report are not due to a lack of effort or commitment by those

involved. On the contrary, they have been raised thanks to their commendable

efforts to increase transparency.

4.2 Points for consideration in the preparation of the member state declaration

4.2.1 Auditor’s report on the sub-declaration of the Ministry of Agriculture

The Court of Audit recommends that auditor’s reports be issued on the sub-

declarations prepared by the line ministers, in the present case by the 

Minister of Agriculture. The European Commission also makes the same

recommendation in its policy documents (European Commission, 2005). 

The line ministers could then provide the Minister of Finance with greater

assurance on the soundness of the sub-declarations.

In the letter of 16 May 2007 in which the member state declaration was

submitted to the House of Representatives, the Minister of Finance wrote that

the points made in the member state declaration were also included in the

section on operational management in the Ministry of Agriculture’s annual

report for 2006. He then notes that the preparation of the operational

management section had been audited and that the auditor had declare that

the annual report gives a true and fair view. We would note, though, that the
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audit of the annual report verifies only that the information in the operational

management section is not inconsistent with the financial statements in the

annual report.

In our opinion, issuing an auditor’s report on the sub-declaration would be a

positive step forwards. Greater assurance would also be provided if the full

scope of the sub-declaration were a distinct audit object and a separate

auditor’s report were issued on the sub-declaration. We would be willing to

discuss the various options open for the coming year when more experience

has been gained in the Netherlands with the audit of specific-purpose grants.

4.2.2 Definition of materiality

The Minister of Agriculture explained in a clear and understandable manner

how the points raised in the sub-declaration were analysed and weighted.

Transparency could be increased further if also the weighting criteria used for

each point were disclosed. The Minister of Finance has also explained these

weightings and provided a number of general criteria and clear reasons for

each point. 

For a meaningful interpretation of the member state declaration we also

believe that all users of the member state declaration should have a clear

understanding of the materiality limits. Such understanding will be necessary

at European level, too, particularly when more member state declarations are

issued. Member state declarations can be compared with each other only if

their materiality limits are known. In this respect, talks might be held in the

years ahead to reach agreement on the declarations’ scope and materiality

limits. We suggest that the Minister of Finance initially consider these 

matters in, for example, the cover letter sent to the Dutch Parliament and the

European Commission and then publish the information on the internet in

subsequent years. Publication of the information would also facilitate

communication with interested parties in the Netherlands and with the

European institutions.

4.2.3 Provision of information to Parliament

The European Commission is informed in detail about the implementation 

of the common agricultural policy in the Netherlands. It is informed by 

means of the reports of the national eu bodies, annual certifying reports 

and visits by European inspectors to the Netherlands. The Commission

receives considerably more information than the Dutch Parliament on the

implementation of the cap. It must have this information because it bears

final responsibility at European level for policy implementation and must

account to the European Parliament each year. 

To some extent, we believe the information would also help Parliament form

an opinion on the Dutch government’s management of European funds.

However, most of the information is so detailed that it is not suitable for use

as accountability information. To further improve the account rendered to

Parliament, we therefore recommend that the main points of findings of the

Dutch and European auditors be set out in the letter accompanying the

member state declaration each year, with an explanation of the financial

volume or the potential financial consequences. With regard to timing,
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information on the findings of the European audits could perhaps best be

provided when the European Commission issues its first formal report on

those findings. 

4.3 Points relating to the assertions about the systems

We would note that there are several shortcomings in the design and

operation of the cap management and control systems. In our opinion, they

are due to the inadequate mitigation of risks arising from the paying agency’s

position within the Government Service for Sustainable Rural Development

and the backlog in the processing of the technical services’ inspection 

reports by the paying agencies of the National Regulations Agency (dr) and

the Government Service for Sustainable Rural Development (dlg).

4.4 Points relating to the assertions about the financial transactions

4.4.1 Legality and regularity at final beneficiary level

Specific reference in the member state declaration

The member state declaration states that ‘the expenditure and assigned

revenues (…) included in the (…) accounts (… ) submitted (…) by the paying

agencies are, to the best of my knowledge, legal and regular’. On this point,

the Minister of Finance clearly stated in December 2006: ‘The national

statement is an annual statement on both the quality of the control systems in

place for financial management and the regularity of the transactions at the

level of the final beneficiaries’. This scope agrees well with the European

Court of Auditors’ requirement that audits of the legality and regularity of

transactions should include physical inspections at final beneficiary level

(European Court of Auditors, 2006) and with the European Commission’s

action plan towards an integrated internal control framework (European

Commission, 2005).

We recommend that the text of the member state declaration specifically state

that assurances are provided down to the level of the final beneficiaries. 

We accordingly recommend that the Minister of Finance ensure that all

underlying sub-declarations state that they have the same scope. 

Inspections and opinion at final beneficiary level 

In line with Community regulations, the Dutch inspectorates carry out

inspections at many final beneficiaries. They report to the paying agencies and

directly to the Commission. We found that neither the European nor the

Dutch rules require the inspection findings to be expressed in an opinion on

compliance with European rules by the entire population of final beneficiaries

in the Netherlands. 

Legality and regularity at final beneficiary level: three sets of conditions with

their own inspection methods 

Legality and regularity at final beneficiary level requires compliance with three

sets of conditions:

•   firstly, compliance with scheme-specific conditions: compliance is verified by

means of physical inspections carried out on behalf of the paying agencies;
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•   secondly, compliance with administrative requirements: accounting

records are inspected ex post as an independent task of the Ministry of

Agriculture’s General Inspectorate (aid);

•   thirdly, compliance with cross compliance standards on the environment,

food safety and animal welfare: inspection is again an independent task of

the aid. 

Since the various conditions do not apply to all expenditures, the financial

volume of the relevant schemes is considered below.

Physical inspections

We found that there was reasonable assurance of compliance with scheme-

specific conditions to an amount of € 587.2 million because the schemes

concerned were physically inspected in full. Export refunds totalled € 313.8

million. We found that all consignments in these schemes had been offered

for customs control and that the number of customs controls had met the

Commission’s standards. No estimate had been made of the financial volume

of possible irregularities in these funds. For the schemes that were not

physically inspected in full, which had a financial volume of € 317.9 million,

however, a reasoned estimate had been made, with approximately € 10.0

million as a reasonable upper limit of the total financial volume of possible

irregularities. We have to work with reasoned estimates because the existing

eu-compliant monitoring structures provide for a substantial number of

physical inspections but are not yet designed to express verifiable and

statistically reliable opinions on legality and regularity at final beneficiary

level. In particular, the provision of information on the findings of physical

inspections is not yet appropriate and is not audited in the same way as, for

example, the provision of financial information.

Ex post administrative checks

The inspectorates reported possible shortcomings in approximately 40% of

the inspected administrations kept by the final beneficiaries. These

shortcomings are referred to in ‘draft irregularity reports’. They are ‘draft’

because the ultimate amount might be lower if compliance with the

conditions is established by other means. However, the financial volume

based on the information currently available is said to be limited:

approximately € 1.6 million in draft irregularity reports (the total volume of

aid relevant to the administrative requirements is € 357.7 million). Here, too,

we have had to work with reasoned estimates because the eu-compliant

monitoring structures are not adequate to express an opinion at national level.

Cross compliance

In addition, farmers must comply with a number of requirements regarding

the environment, food safety and animal welfare (cross compliance). 

The member state declaration contains a reservation in this respect. 

The reservation also applies to our opinion on the member state declaration. 

We would note that these comments are due in part to the current eu-based

planning, implementation and reporting structure for inspections and audits.

The structure has not yet been redesigned for the new information

requirements of the member state declaration. There is still no procedure in

place to generate a reliable and aggregated overview at national level of the
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final beneficiaries’ compliance with European aid conditions in the

Netherlands. 

4.4.2 Translation of findings to national level and CAP rules

Since the government wishes the member state declaration to extend to the

final beneficiary, we believe it would be advisable, where possible, to

aggregate the information from the inspectorates so that an opinion can be

expressed at national level. We think this will generate appreciable value

added without increasing the audit burden. In our opinion, this information

on aggregate audit findings should then be verified independently.

The situation is complicated by the fact that implementation of the cap must

first comply with the rules set by the Commission on the minimum size and

selection of observations. If Community legislation represents a concrete

obstruction to forming an opinion at member state level, we suggest that the

minister consider reporting the situation directly to both the Commission and

the Dutch Parliament. A solution at European level might then prove

indispensable.
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5 Points for the years ahead

In our opinion, improvement measures are still necessary for the further

development of the member state declaration in the years ahead. These

measures are essential points that we believe are relevant to express an

opinion on the member state declaration in the coming years. 

5.1 Matters to be considered in the member state declaration

5.1.1 Formulation of reservations

In keeping with the Minister of Agriculture, the Minister of Finance has

formulated a reservation regarding compliance with the statutory

requirements related to on the environment, food safety and animal welfare

(cross compliance). In our opinion, this reservation could be formulated in

more concrete terms. We recommend that the minister ensure that any

reservations in future member state declarations are formulated in such a way

that it is clear to every user precisely what is meant.

5.1.2 Improvement measures

In his letter of 4 December 2006 the Minister of Finance wrote, on behalf of

the government, that he intended to propose improvement measures for the

reservations on uncertainties and irregularities made in the member state

declaration. Such measures have been proposed in respect of the main

reservation on compliance with the cross compliance rules. In our opinion,

however, improvement measures should also be proposed for the reservation

on long outstanding receivables. 

5.2 European legislation

5.2.1 Simplification of legislation 

European agricultural rules are extensive, complex and sometimes include

open standards. There is therefore a risk that they will be applied incorrectly

and claims will accordingly be brought. The European Commission has taken

initiatives to simplify the legislation and to reduce the administrative burden,

something the Netherlands warmly supports. 

5.2.2 Uniform audit systems

One of the complications is the fact that audit systems are still not fully

compatible with each other at European level. To obtain a positive statement

of assurance (das), one of the aims of the member state declaration, the audit

structures sought by the European Commission should satisfy the European

Court of Auditors’ information requirements. 

During the debate of the 2002 budget execution in March 2004, the Council of

Economics and Finance Ministers (Ecofin) asked the European Commission

to take measures to improve the Director-Generals’ declarations so that they

would meet the European Court of Auditors’ wishes. The European Court of

Auditors could then use the DGs’ declarations in its audit for the statement of

assurance (Ecofin, 2004). 
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There has been some movement on this point in Europe. In response to the

European Court of Auditors’ report for 2005, for example, the European

Commission said it was prepared to adopt the European Court of Auditors’

recommendation that bodies that issue declarations should pay greater

attention to the verification and validation of inspection statistics and post-

payment checks (European Court of Auditors, 2006). This has not yet had any

effect, of course, in respect of the year 2006. 

We therefore encourage the government, and in particular the Ministers of

Finance and Agriculture, to continue to press at European level for both a

simplification of the rules and the introduction of uniform accounting and

audit requirements for the European Commission’s Directorates-General and

for the European Court of Auditors.
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6 Response of the ministers and the
Court of Audit’s afterword

A draft of this report was sent for comment to the Minister of Finance, who

had prepared the member state declaration on behalf of the government, and

to the Minister of Agriculture, Nature and Food Quality, as the line minister

responsible for the implementation of common agricultural policy in the

Netherlands. The Court of Audit asked the Minister of Finance to respond on

behalf of himself and the Minister of Agriculture. We received his response on

14 June 2007. A summary of his response and our afterword are considered in

this chapter. The full text of the letter with the joint response can be read on

our website at www.rekenkamer.nl. After sending the draft report to both

ministers, information became available on the physical customs controls

carried out. This led to certain changes in the sections concerned in our report.

6.1 Response of the ministers

The Ministers of Finance and Agriculture were pleased with the Court of

Audit’s positive opinion and its appreciation of the initiative and the results

achieved. They confirmed that the national statement was still evolving and

the experience gained would be used to improve the national statement and

the related process in the years ahead. They found it important that the initial

principles should be borne in mind, namely that the statement should be

based on European legislation and should be consistent with current practice

and criteria laid down in this legislation.

The ministers refer to the importance of other countries participating in the

initiative. Setting the bar too high during this growth phase, however, might

discourage other countries from accepting and adopting this Dutch initiative.

This might be the case if the national statement led to a substantial increase

in audit work in comparison with that required under European legislation.

The ministers considered the points we referred to in our opinion and to the

action points and follow-up measures.

Opinion on the preparation and opinion on the assertions about the financial

transactions

With regard to the opinion on the preparation, the ministers noted that the

current supervision and control structure provided an adequate basis for the

national statement to include an opinion on regularity at final beneficiary

level:

•   The scope and intensity of the prescribed physical checks are relatively high.

•   The system includes a strict sanctioning system for final beneficiaries.

•   The Commission itself also monitors the conduct of inspections.

•   Full, 100%, physical inspection is neither realistic nor necessary in view of

the assurances built into the systems prescribed by the Commission.

•   The audit department of the Ministry of Agriculture issued a separate

auditor’s report that the accounts submitted by the paying agencies and on

the legality and regularity of the cap expenditures and revenues disclosed

therein, are true, complete and accurate.
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The ministers said they would seek further improvements in the national

statement and would also work on reducing administrative burdens. 

They then considered the two points we had raised regarding the member

state declaration, namely the introduction of auditor’s reports on sub-

declarations and the adaptation of inspection methods to the member state

declaration. The ministers think these measures would produce an additional

audit burden and note that the current risk-based sampling method provides 

a wide and safe margin in the estimate of irregularities. The ministers also

write that the dg responsible at the Commission, Agriculture and Rural

Development, shares their opinion that the system of monitoring, inspection

and audit is adequate.

With regard to our recommendation that auditor’s reports with the same

scope be issued on the sub-declarations, the ministers write that they would

first consider whether this is consistent with the principles of the national

statement and that a balance must be sought between the level of assurance

and the level of the administrative and audit burden.

According to the ministers, the points raised by the Court of Audit on the

preparation of the national statement and the ministers’ own response apply

equally to the assertions about the transactions.

The ministers said they were not yet ready to consider our conclusions; they

would first seek more insight into the consequences of the proposals but they

also wrote that they would like to discuss the various options for the future.

In anticipation of the next stage, the ministers would like to consult the 

Court of Audit to discuss the coordination of European monitoring structures

and the audit work necessary for the national statement. The European

Commission and the European Court of Auditors’ interpretation of the term

‘regularity’ would also have to be considered. The ministers said they would

approach the European institutions regarding this issue.

Refer specifically to legality and regularity down to the level of the final

beneficiary

The Court of Audit recommends that the declaration specifically state that it

considers legality and regularity down to the level of the final beneficiary. 

In response to this recommendation, the ministers note that the text of the

statement for 2007 will be reviewed and revised where necessary. 

Provision of information to the Dutch Parliament, meaning of the term

‘matters of material importance’

To prepare the national statement, information is assessed each year as to its

materiality and status, with a qualitative consideration being made that is

difficult to encompass in advance in criteria.

With effect from 2007, the ministers intend to include the following

information in the national statement:

•   the criteria applied for the quantitative assessment of materiality;

•   a summary of the results of the certifying reports;
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•   the criteria applied for the inclusion of possible points for attention and

reservations in the national statement and the sub-declaration;

•   the Commission’s final decisions on disputes with the Commission or

financial adjustments based on investigations of eu conformity conducted

by the European Commission;

•   the relevant points for improvement and other relevant information.

The national statement is based on European legislation. The materiality limit

for irregularities in 2006 was 1%. In addition, the ministry of Agriculture

applied the following criteria:

•   Is there a significant political or financial risk?

•   Is the matter of general importance to Agriculture’s operational

management? and/or

•   Has there been a significant improvement in the quality of operational

management? 

The main measures to improve the Ministry of Agriculture’s operational

management will be included in the sub-declaration and the national

statement next year. 

Pressing for greater uniformity and simplification of EU rules

The ministers agree with our recommendation to press for simpler rules at

European level and greater uniformity in audit systems. Insofar as there are

differences between the European Commission and the European Court of

Auditors regarding the application of these rules, the ministers will raise the

matter with them. The ministers will consider whether comments on such

matters are appropriate for inclusion in future national statements.

6.2 The Court of Audit’s afterword

Effective and efficient supervision and control structures 

We read the joint response of the two ministers with interest. We share their

views on the significance of the member state declaration to the Netherlands

and Europe. 

The ministers also point out the risk of setting the bar too high, namely if the

national statement demands substantially more audit work than necessary 

to comply with European legislation. We wish to be very clear on this point:

how high the bar is set is determined by European legislation and the eu’s

interpretation of legality and regularity. It is then up to the member states to

work efficiently with this legislation and its interpretation. Subject to

European legal requirements, in our opinion full 100% physical inspections

are neither necessary nor efficient. We call for an effective and efficient

organisation of the supervision and control structures. They should not be

distinct from each other but planned and implemented so that they comply

with the European Commission’s requirements and can be used for the

member state declaration. 

On this point and on a number of others, the ministers indicated that they

first needed to consult, in part with us, on the possibilities and consequences

before they could reach a final conclusion. We understand their position given

the growth curve that still has to be undergone and we are pleased that the
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ministers have taken an active approach in this respect. We are therefore more

than willing to work with the ministers to seek the best solutions in the

coming period.

Auditor’s reports on sub-declarations

The ministers wrote that in the coming year they would consider the

feasibility of issuing auditor’s reports on each of the sub-declarations. We

understand from this response that they intend to work towards such reports

but recognise that they cannot make a definite undertaking until there is

sufficient insight into the practical opportunities and consequences. We are

pleased with the ministers’ intention and, with a view to utility in a European

context, we would again underline the importance of issuing suitable

auditor’s reports on the sub-declarations. We are willing to participate in the

consultations on the further development of such auditor’s reports in the

coming period. 

Recommendations on the formulation of the member state declaration and

other information submitted to the Dutch Parliament

We read with pleasure that the ministers would take the following measures

in response to our recommendations:

•   The text of the member state declaration will be reviewed and, if

appropriate, will specifically refer to legality and regularity down to the

level of the final beneficiary.

•   In future, more insight will be provided into the meaning of the term

‘matters of material importance’. 

We are pleased that the ministers provided a summary of the information that

will be included in the member state declaration for 2007. We would repeat

our recommendation, however, that the main points made by the European

auditors should not be provided when a final decision is taken but as soon as

the European Commission issues its first formal report.

On the whole, we approve of the follow-up measures. They are appropriate in

the growth process that the member state declaration is undergoing and, in

our opinion, offer a good prospect for its further development in the coming

period. 



Appendix 1 Action points for the member state
declaration

Action point and follow-up Undertaking by the ministers Court of Audit’s afterword

Regarding the national statement issued by the Minister of Finance (on behalf of the government)

Ensure that an auditor’s report with the

same scope is issued on all sub-

declarations.

Partly in consultation with the Court of

Audit, the ministers will consider the

consequences of this recommendation.

We are pleased with the positive intention

and look forward to the consultation with

confidence.

Consider stating specifically that the

member state declaration covers the

legality and regularity of transactions at

final beneficiary level.

In response to this recommendation, 

the text of the national statement for 2007

will be reviewed and revised if necessary.

We are pleased with this positive intention

and await further developments with

interest.

Make it clear to the users what ‘matters 

of material importance’ means, increase 

the transparency of each point and seek 

a member state declaration that provides 

more insight into the main points and

improvement measures. Consider using the

internet in the years ahead to provide this

information to everyone in the Netherlands

and Europe who is involved in the further

development of the member state

declaration.

In the preparation of the national

statement, more insight will be provided

into the criteria used to include comments

and improvement measures where

applicable. The suggestion of using the

internet will be considered. In other

respects, all public documents on the

national statement are available on the

Minister of Finance’s website.

We are pleased with the proposed

improvement measures.

Provide the Dutch Parliament with an

insight into the main points. Parliament

should be just as well informed of the main

points and improvement measures as the

European institutions.

The ministers write that the information

provided to Parliament is carefully

considered. A comparison with the

European Commission is not applicable

given the Commission’s specific role and

tasks. 

We are pleased that the ministers provided 

a summary of the information that will 

be included in the member state declaration

for 2007. However, we repeat our

recommendation that the main points made

by the European auditors should be

provided immediately the Commission

issues its first formal report.

Regarding the sub-declaration issued by the Minister of Agriculture

Organise the inspection work so that it is

both eu compliant and the results can be

used in a member state declaration that 

also covers legality and regularity down to

final beneficiary level, as intended by the

government.

Partly in consultation with the Court of

Audit, the ministers will consider the

consequences of this recommendation.

We are pleased with the minister’s positive

intention and look forward to further

consultation.
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Action point and follow-up Undertaking by the ministers Court of Audit’s afterword

Increase transparency by stating the

weighting criteria used for the

consideration of each point. Consider

providing, in the sub-declaration or in a

note to it, more insight into the main

improvement measures in respect of the

reservations made in the declaration.

The ministers have provided an insight 

into the criteria used by the ministry of

Agriculture and indicated that the main

measures to improve the ministry’s

operational management will be included 

in the sub-declaration and in the national

statement next year.

We are pleased with this undertaking.

Other points

We would encourage the government to

continue to press at eu level for a reduction

in administrative burdens, a simplification

of rules and greater uniformity in

accounting and audit standards. Consider

stating in the notes to the member state

declaration any aspects of eu rules that

hinder the member state declaration.

The ministers will continue to press the

Commission to simplify rules and introduce

greater uniformity. They will consider

whether it would be appropriate to

comment on this in the national statement.

We are pleased with this undertaking.
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Appendix 2 Implementation of the member state
declaration 2006
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Part II

Findings



1 The proposals are elaborated upon in the action plan towards an integrated internal control framework (European

Commission, 2006).
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1 About this report

1.1 Background

The member states of the European Union (eu) implement common policy 

in many fields. European policy is rooted in the European Treaties and the

secondary legislation based thereon. Some € 100 billion is spent on

implementing common policy each year. As the eu’s executive body, the

European Commission accounts to the European Parliament each year on the

implementation of policy. Since 1994, the European Court of Auditors has

issued a statement of assurance on the Commission’s accounts. With regard

to their legality and regularity, however, it has so far been unable to issue a

positive statement of assurance. The Commission announced in June 2005

that it wished to improve the situation at both European and member state

level (European Commission, 2005).1 One of the instruments the Commission

has proposed to bring about the required improvement is to have the member

states’ finance ministers issue a member state declaration. The Commission

also proposed that supreme audit institutions (such as national audit offices)

be asked to submit a report to their national parliaments on the member state

declaration. 

The Netherlands backed the proposal for a member state declaration. In the

Ecofin Council of 8 November 2005, however, the Commission’s plans

received insufficient support from the other member states. The Dutch

government therefore decided in 2006 that it would introduce a member state

declaration on a voluntary basis (Ministry of Finance, 2006). This declaration

is addressed to the Commission and to the Dutch Parliament. The Court of

Audit has honoured the Minister of Finance’s request that it express an

opinion on the declaration (Court of Audit, 2006). This report presents the

findings of our audit of the member state declaration for 2006.

1.2 Audit objective 

We intend to express an opinion on the member state declaration each year.

Our audit objective is to verify the soundness of the preparation of the

member state declaration and the soundness of the assertions made in the

member state declaration. We recognise that the member state declaration is

in a growth process and our recommendations for improvement should be

seen in this light.

1.3 Audit questions

In this report we address the following audit questions:

1 To what extent was the preparation of the member state declaration sound?

2 To what extent are the assertions in the member state declaration sound as

regards the operation of the systems in place in the Netherlands and the

measures they contain to manage and control funds received from the

European Agricultural Guidance and Guarantee Fund – Guarantee section

(eaggf Guarantee section)?
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3 To what extent are the assertions in the member state declaration sound as

regards the legality and regularity of the underlying transactions?

1.4 European standards and terminology 

We have based our opinion on audit work using standards derived from the

relevant European legislation. We also took into account a number of general

principles regarding transparency and public accountability.2 For our audit of

the member state declaration for 2006, we concentrated on expenditures and

revenues relating to the Common Agricultural Policy (cap). This policy is

financed almost entirely by means of European funds. To determine whether

the collection and use of these funds comply with eu requirements, European

rules are indicative. The standards applied in our audit for 2006 are therefore

derived chiefly from European regulations governing the cap.

Wherever possible, the terminology used in this report is the terminology

customarily used in the eu. We accordingly use the term ‘member state

declaration’ rather than ‘national statement’. We also use the European term

‘legality and regularity’ (in Dutch: wettigheid en regelmatigheid) rather than

‘regularity’ (in Dutch: rechtmatigheid), which is more customary in the

Netherlands. ‘Legality and regularity’ means that cap expenditures and

revenues comply with relevant Community legislation. 

1.5 Structure of this report

Part i of this report describes precisely what we audited and the conclusions

we drew. The conclusions and resultant recommendations are followed by the

responses of the ministers concerned and our afterword. Part ii presents the

findings underlying the conclusions drawn in part i. We have organised part

ii in accordance with the information chain we found. Our conclusions on

each link in the chain are included at the end of each chapter.

2 These principles are laid down in our Strategy for 2004 — 2009  (Netherlands Court of Audit, 2003) and are elaborated

in standards  (“essentials”) of good governance (Netherlands Court of Audit, 2005).



3 Articles 32 to 38 of the ec Treaty provide the legal basis for the cap.
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2 Common agricultural policy

The Dutch agricultural sector receives more than € 1.2 billion in European aid

each year to implement the common agricultural policy (cap). Farms must

comply with exceedingly detailed and complex requirements that sometimes

give rise to differences of interpretation between national and European

institutions. In this chapter we provide background information on the cap.

We first consider the European agricultural regulations (section 2.1), the

source of nearly all agricultural policy. In section 2.2 we look at the size and

allocation of cap funds. In section 2.3 we provide a schematic overview of the

cap’s implementation in the Netherlands.

2.1 Agricultural policy and regulations

2.1.1 Agricultural policy

Agriculture has been a key policy field ever since the European Economic

Communities were established in 1957.3 For many years, the cap accounted

for two-thirds of the Community budget. In June 2003 the eu agriculture

ministers agreed upon a fundamental reform to drastically reduce

expenditure. The new cap is being introduced in phases. The Netherlands

introduced the single farm payment with effect from the 2006 financial year

(ending on 15 October 2006). The payment is based on historical aid receipts

and will be made as from 2007. To qualify for aid, farmers must comply with

certain conditions relating to the environment, health, food safety and animal

welfare (cross compliance). The reforms have also reduced the aid available to

large farms but increased the aid available for rural development. 

The main objectives of the cap are:

• to increase the competitiveness of European agricultural products within

Europe itself and on the world market; 

• to guarantee a reasonable standard of living for farmers; 

• to guarantee price stability to protect consumers and producers from large

price fluctuations;

• to bring about rural development (as the second pillar of the cap); 

• to protect nature and the environment; 

• to improve food quality and safety.

The cap is financed from the European Agricultural Guidance and Guarantee

Fund – Guarantee section (eaggf Guarantee section). 

2.1.2 Agriculture regulations

The cap is based largely on European standards laid down in various

Community legislative instruments such as regulations and directives.

Standards are also set in Commission guidelines and working documents and

in national regulations. Agriculture regulations, in brief, are extensive and

complex. The material basis of the member state declaration is anchored in

the regulations but no rules have yet been set at European level regarding the

document or its preparation. The declaration agrees, however, with the

Commission’s original proposals (European Commission, 2005 and 2006).
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2.1.3 Complex regulations

The frameworks of the cap are laid down in several general regulations. 

Of relevance for the member state declaration is Council Regulation (ec) 

no. 1258/1999 on the financing of the common agricultural policy. It states

which measures are financed from eaggf Guarantee section: export refunds,

market interventions, rural development, veterinary measures and the

provision of information. This regulation states that the member states must

satisfy themselves that transactions are actually carried out and are executed

correctly. It also includes provisions on the coordinating body and the

accredited paying agencies to be established by each member state. 

The general provisions are worked out in a number of specific regulations

such as Regulation (ec) no. 1782/2003 establishing common rules for direct

support schemes under the common agricultural policy,4 Regulation (ec) 

no. 1663/1995 on the clearance of accounts and Regulation (eec) no. 4045/1989

on scrutiny of transactions.5 There are also regulations on each farm product;

these include the common market organisation for cereals, dairy products,

beef, pork, etc. Amendments to the regulations are laid down in separate

regulations.

This legislation is supplemented with non-legislative instruments such as

guidelines and working documents issued by the Commission containing

specific rules on certain schemes, for instance on animal and vegetable

products, landscape development and sustainable agri-environment schemes.

Ten guidelines have also been issued on auditing. Public access to the

Commission’s working documents is sometimes limited by the fact that they

are posted on a protected website.

Other European regulations are also relevant; various environmental

guidelines, for example, set cross compliance conditions. These guidelines

might not be specific agriculture regulations but non-compliance with them

can lead to a reduction in the farm aid received.

Finally, there are national regulations. eu directives must be transposed into

national legislation and several ministerial regulations elaborate the European

rules in more detail, such as the cap Income Support Regulation 2006 and the

policy rules on the standards for cap cross compliance.

The regulations are frequently changed and sometimes have retroactive effect.

All concerned must constantly ensure that they comply with the latest

regulations and the changes must be recognised in audit programmes,

checklists and the information provided to final beneficiaries. For audit

purposes, moreover, a historical record must be kept of the regulations.

Changes in the scheme-specific regulations are recorded by the paying agency

that implements the scheme in question.

All these circumstances make it difficult for the paying agencies, audit

institutions and, of course, the farmers themselves to ‘know the law’. Despite

the usually high degree of detail, in practice the rules are open to several

interpretations. There is therefore an inherent risk of the European

regulations being applied incorrectly.

4 This regulation is worked out in a number of implementing regulations, such as Regulation (ec) no. 795/2004 and

Commission Regulation no. 796/2004 of 21 April 2004.

5 Regulation (eec) no. 4045/1989 is worked out in Regulation (ec) no. 4/2004.



6 This is the case with the conditions on ‘good agricultural and environmental condition of the land’ (GAEC). See article

5 and annex IV of Council Regulation (ec) no. 1782/2003. The European Commission thought the Netherlands had 

not fully implemented the GAEC requirements. The Netherlands therefore implemented the GAEC requirements in

accordance with existing obligations under other legislative provisions. Source: Regulation of the Minister of

Agriculture of 28 March 2007, no. TRCJZ/2007/972, regarding an amendment of the cap Income Support Regulation

2006, Government Gazette, 30 March 2007, no. 64, p. 11.
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2.1.4 Interpretation of cross compliance conditions

For the member state declaration, the Minister of Finance requested a sub-

declaration from the Minister of Agriculture. In it, the Minister of Agriculture

made a reservation on the interpretation of the cross compliance conditions in

the audit model chosen by the Netherlands (see section 3.4.3). 

The conditions themselves are also open to interpretation. According to the

General Inspectorate (aid), open standards (for example, ‘should satisfy

hygiene requirements’) sometimes make it difficult to determine whether the

conditions have been satisfied. The auditor must then personally define and

interpret such open standards. The Netherlands could solve this problem

nationally. Certain conditions actually have to be formalised nationally.6 In

addition, the Netherlands has the option of formalising eu standards when

transposing eu directives into national legislation (which lay down a large

proportion of the conditions). National regulations can generally be stricter

than European regulations.

2.2 Agricultural funds in the Netherlands

Financial volume

Agricultural funds have for many years been the Netherlands’ largest source of

income from the Community budget. In 2005 the Netherlands received more

than € 1.3 billion for agriculture and rural development. In 2006 it claimed

more than € 1.2 billion from Brussels. 

The table below shows the total expenditure declared by the paying agencies

for the 2006 financial year. The paying agencies’ receipts are netted in their

declarations.



35 R e p o r t  o n  t h e  D u t c h  eu m e m b e r  s t a t e  d e c l a r a t i o n  2 0 0 6 ,  p a r t  I I

Table 1. Funds/schemes and financial volume per paying agency in 2006

This table is included in the consolidated annual declaration 2006 that the

Netherlands submitted to eaggf Guarantee section for eaggf Guarantee

section’s 2006 financial year. The Ministry of Agriculture’s Audit Department

issued an auditor’s report on the declaration. It includes an unqualified

opinion on the veracity, completeness and accuracy of the accounts and the

legality and regularity of the expenditures and receipts disclosed in the

accounts.7

Paying agency Fund / scheme eu annual declaration 2006

Government Service for

Sustainable Rural

Development (dlg)

Rural development 43,952,079

National Service for

Implementation of

Regulations (dr)

Rural development

Vegetable schemes

Animal schemes

Intervention schemes

Other schemes

Recoveries

Total

31,631,263 

164,246,194

131,579,635

30,752,245

9,811,172

- 2,687,977

365,332,532

Dairy Board (pz) Milk and dairy

Other direct support

Recoveries

Total

204,459,241

252,049,646

- 9,097,769

447,411,118

Livestock, Meat and Eggs

Product Boards (pve)

Export refunds

Calf slaughter premium 

scheme

Total

14,359,165

39,926,281

54,285,446

Horticulture Marketing 

Board (pt)

cmo financing

Intervention

Export refunds

Recoveries

Total

71,617,271

218,511

582,478

-44,826

72,373,434

Arable Farming Marketing

Board (hpa)

Export refunds

Aid schemes

Total

94,377,242

139,132,995

233,510,237

Total 1,216,864,845

Financial corrections following Commission audits of prior

financial years

-279,370

Grand total 1,216,585,475

7 The auditor’s report on the consolidated annual declaration is presented in appendix 5 of this report. 
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2.3 Implementation of the CAP in the Netherlands

2.4 Conclusion on CAP regulations

We conclude that the European cap regulations are extensive, complex,

detailed and subject to frequent change. The regulations are accordingly

difficult to understand. There is therefore a risk that the rules will not be

applied correctly and that compliance will not be audited correctly. Some

standards are set in non-legislative instruments such as working documents

that are not always freely accessible. This does not seem to be in accordance

with the principle of legality.

The conditions are sometimes formulated as open standards, which makes it

difficult to determine cross compliance with the standards. To a large extent

the Netherlands can resolve this problem nationally by formalising the open

standards in national regulations. 
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3 CAP management, accountability and
control

3.1 Main points of the CAP management, accountability and control structure

The previous chapter explained how the cap is implemented in the

Netherlands. The main points of the management, accountability and control

structure are considered below. The requirements are laid down in a number

of regulations. The most important ones for the cap are Commission

Regulations (ec) nos. 1258/1999 and 1663/1995. These name certain bodies

that must be established in the member states. Table 2 shows how the

Netherlands has implemented the European requirements regarding the

management and control structure.

Table 2. Bodies in the Netherlands responsible for cap management and control

Implementation of the cap in the Netherlands can be shown schematically as

follows.

Management and control

bodies cf. eu regulations

Tasks Implementation in the

Netherlands

Coordinating body To promote the harmonised

application of eu regulations,

provide the Commission with

information on paying

agencies 

Agriculture Coordinating

Bureau 

Paying agencies’ supervisor To accredit and monitor the

paying agencies’ performance 

Agriculture Financial and

Economic Affairs Dept. 

Paying agencies To assess applications, make

payments to beneficiaries 

dlg, dr, pz, pve, pt, hpa

Certifying body To audit paying agencies 

(audit annual accounts, 

assess accreditation criteria)

ad Agriculture

Technical service To perform physical checks on

behalf of the paying agencies 

aid, Customs and other

technical services

Scrutiny under Regulation

(eec) no. 4045/1989

To scrutinise commercial

documents 

aid and Customs

Checks under artt. 3-5

Regulation (ec) no. 1782/2003

To check cross compliance

with conditions on nature,

environment, animal welfare,

etc.

aid and other bodies



8 Members of the assistance teams are: staff from the paying agencies, the cb, Legal Affairs (jz), Financial and

Economic Affairs (fea), the ministry Audit Department (ad) and the General Inspectorate (aid). For rural

development (pop), the provincial authorities and the pop coordination bureau also take part in the consultation.

9 The coordinating consultation is made up of staff from the cb, fea, jz, ad and aid. 
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The remainder of this chapter considers the main actors in the control and

accountability structure and the points we identified for improvement.

3.2 Coordinating Bureau

The Coordinating Bureau (cb) of the Ministry of Agriculture coordinates the

activities of the European Commission and the paying agencies and is

responsible for the harmonised application of eu regulations, ensuring eu

compliance and thus preventing financial corrections from Brussels. 

The cb’s main activities for the sub-declaration are:

• Coordinating the consultation

The cb is responsible for the organisation of several consultations with the

bodies involved, such as assistance teams, the coordinating consultation and

consultation with the paying agencies. Assistance teams8 discuss, amongst

other things, problem dossiers and new European regulations. They work the

latter out in risk analyses and decide on questions of interpretation raised by

the paying agencies. The cb also chairs the coordinating consultation,9 which
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discusses long-term themes, insight into new and existing regulations and

inspection visits. 

• Supervising the preparation and validation of audit memoranda

The approval procedure for audit memoranda10 sometimes demands a great

deal of time because the memoranda must be approved by all services and

directorates concerned. A paying agency might therefore sometimes work

with audit memoranda that have not yet been formally approved. Some paying

agencies have commented on this in their in-control statements. 

• Reporting irregularities

Another of the cb’s tasks is to pass on reports of irregularities from the

paying agencies to the European Anti-fraud Office, olaf. The system in place

to report irregularities has several built-in controls. The cb receives reports

from aid and the paying agencies and informs them of what it passes on to

olaf. Although this ensures completeness, the Audit Department found

omissions at three paying agencies (Dairy Board, National Regulations

Agency and Government Service for Sustainable Rural Development)

regarding the timeliness of irregularity reports. The certifying report for the

National Service for Implementation of Regulations states that, ‘the National

Service for Implementation of Regulations is still not fully familiar with the

term ‘irregularity’. Partly for this reason, not all irregularities are reported’

(Audit Department lnv, 2007b).

3.3 Paying agencies

The Netherlands had six paying agencies until 15 October 2006: National

Service for Implementation of Regulations (dr), Government Service for

Sustainable Rural Development (dlg), Dairy Board (pz), Horticulture

Marketing Board (pt), Arable Farming Marketing Board (hpa) and Livestock,

Meat and Eggs Product Boards (pve). These paying agencies handle, 

record and check applications for the various schemes and make payments.

The paying agencies analyse the risks in each scheme and implement the

necessary internal controls. Paying agencies are services or bodies that

provide sufficient assurance for the payments to be made in their sectors that:

• the eligibility of the applications and their compliance with eu regulations

are checked before authorisation is given;

• the payments made are recorded in the accounts correctly and in full;

• the required documents are submitted within the term and in the form laid

down in the regulations. 

The ‘accreditation body’ in the Netherlands is the Ministry of Agriculture’s

Financial and Economic Affairs Department (fea). Only paying agencies

accredited by fea may make payments from eaggf Guarantee section to 

final beneficiaries. fea monitors the continuous compliance with the eu

accreditation criteria by means of its own observations, the paying agencies’

periodic management reports (the in-control statements) and the Ministry’s

Audit Department’s work as certifying body. The accreditation criteria for

paying agencies are laid down in Regulation (ec) no. 1663/1995. A paying

agency must adequately segregate its payment authorisation, execution and

accounting duties. It must also establish two services: an internal audit service

and an external technical service. 

10 Audit memoranda consider the risks identified in new regulations and the associated risk management measures for

the implementation of the regulations in the Netherlands. 
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The technical service must verify that the farms correctly qualify for the

assistance requested.

In-control statement

To retain its accreditation as a paying agency, the agency’s management must

issue an annual in-control statement (see appendix 4). This statement was not

required by the eu in 2006 but was used as a source for the sub-declaration.

The statements for 2006 declare that during the reporting period: 

• the main accreditation criteria and guidelines were complied with and

observed respectively; 

• there were no changes that led to non-compliance in full or in part with the

accreditation criteria.

In its certifying audit, the Ministry of Agriculture’s Audit Department 

(ad Agriculture) verifies that the paying agencies observed guideline 1 on

accreditation criteria. In the in-control statement, the paying agencies also

consider the follow-up to ad Agriculture’s recommendations. The in-control

statement itself is not audited. 

3.3.1 AD Agriculture’s recommendations to paying agencies

Based on the findings, ad Agriculture’s certifying report makes

recommendations to improve financial management. In accordance with the

obligatory European format, ad Agriculture makes a distinction between

three categories of recommendation: a, b and c. 

a recommendations must be considered immediately at senior level in the

paying agency. 

b recommendations must be considered immediately at the appropriate level.

c recommendations are relatively less important. 

Table 3. ad Agriculture recommendations in certifying reports11

No a recommendations were made in respect of 2005 and 2006. We confine

ourselves here to the b recommendations.

Report 2005 2006

Category A B C A B C

dr - - 2 - 1 2

dlg - 1 3 - - -

hpa - - - - - -

pt - - - - - -

pz - - - - - 2

pve - - - - - -

11 Certifying reports, 2005 and 2006 financial years.
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The only b recommendation made in respect of 2005 concerned the

supervision system at dlg. dlg is the only body that is both a paying agency

and a project implementer. The head of Projects manages the agency’s staff

and coordinators and is also in charge of implementing dlg’s own rural

development projects. The Ministry of Agriculture is satisfied that the risk of

conflicts of interest within dlg is adequately mitigated.

We have doubts about dlg’s dual role since there is a risk of a conflict of

interest. In our opinion, ‘Chinese Walls’ should be in place up to the highest

management level, i.e. up to dlg director level. dlg Implementation

declared € 7.1 million in pop funds as project implementer in 2006. 

No irregularities were found at dlg in respect of this risk. dlg is currently

studying the paying agency’s position within the dlg organisation.

According to a statement from the Ministry of Agriculture, dlg’s paying

agency function will be further centralised in the pop 2007-2013

programming period. Regional managers will no longer have line

responsibility and the paying agency will report as a separate service directly

to the director. The changes will be implemented in 2007.

The only b recommendation made in respect of 2006 concerned the records

and accounts kept for dr’s annual declaration. ad Agriculture recommended

that ‘an extensive evaluation be carried out and organisational measures be

taken for the preparation of the eaggf annual declaration to ensure that the

annual declaration process is better, more controlled’. dr has undertaken to

evaluate the preparation of the 2006 annual declaration in mid-March 2007

and to make arrangements for the trial closures in 2007 that address the

points raised in the recommendation. 

ad Agriculture’s b recommendation to dr was due in part to last-minute

changes in the obligatory tables 1, 2 and 5 on outstanding balances in the

certifying reports. In accordance with eu regulations, these reports must be

submitted to the Commission by 10 February each year. In January 2007,

however, the Commission introduced a new classification system for the

tables. As a result, a file containing 85,000 records had to be re-processed and

all changes had to be made manually. 

3.3.2 Other findings 

Rural development projects (pop)

ad Agriculture found and reported to dlg that the declarations submitted 

by provinces and municipalities included VAT as an eligible expense. 

The eligibility of these expenses within the context of the European Regional

Development Fund (erdf) is still being discussed with the Commission. 

The financial volume is estimated at € 2.5 million. 

The monthly pop declarations made by dlg and dr in 2006 together

amounted to € 72.7 million.12 This is € 1.6 million higher than the available

budget of € 71.1 million. Regulation (ec) no. 817/2004 allows member states

to transfer budget surpluses to other member states. It is not yet known

whether this € 1.6 million can be covered by budget surpluses from other

member states. 

12 €43.952 million (dlg) + €31.631 million (dr) — €2.924 million = €72.659 million.



42 R e p o r t  o n  t h e  D u t c h  eu m e m b e r  s t a t e  d e c l a r a t i o n  2 0 0 6 ,  p a r t  I I

In the notes to the annual declaration, dlg reported a difference between the

annual pop declaration for 2006 and the total sum of the monthly

declarations. The total annual declaration (€ 75.6 million) is € 2.9 million

higher than the aggregate monthly declarations. The annual amount also

includes a (possible) € 2.9 million reduction in the monthly declaration for

September 2006. This € 2.9 million relates to a temporary overrun of the pop

budget detected by the eu before the Commission issued its final decision on

12 April 2006. This decision confirms the appropriation of modulation funds

and additional budget for 2006. The remaining difference between the

monthly and annual declarations is made up of ‘other corrections’. The

Netherlands has objected to the possible reduction in the monthly declaration

for September 2006 and is still waiting to hear from the Commission. 

National Service for Implementation of Regulations

At the National Service for Implementation of Regulations (dr), there were

arrears in the processing of the reports on physical checks of pop schemes

prepared by dlg’s technical service. Since these annual reports are not issued

until 1 November, the declaration might include irregular transactions. 

ad Agriculture has referred to this risk in its certifying reports since 2004.

3.3.3 Situation in the Netherlands as from 16 October 2006

Until 15 October 2006 there were six paying agencies in the Netherlands that

implemented eu schemes jointly with the Minister of Agriculture.13 The

reform of the cap reduced their number to two as from 16 October 2006: the

Government Service for Sustainable Rural Development for payments from

the European Agricultural Fund for Rural Development (eafrd) and the

National Service for Implementation of Regulations for payments from the

European Agricultural Guarantee Fund (eagf).

The product boards (pz, hpa, pve and pt) have acted as delegated bodies

since 16 October 2006. They are still involved in implementing the schemes,

handling dossiers and making payment recommendations but they have lost

their payment function. The head of each paying agency issues a ‘statement of

assurance’ on the declaration at the end of each financial year.14

The Ministry of Agriculture’s Audit Department is the certifying body for

European farm aid, fea the competent authority responsible for accreditation

and cb the coordinating body. 

3.4 Inspections

There are three types of inspection:

• physical checks on behalf of the paying agencies;15

• scrutiny of commercial documents (the ‘4045 scrutiny’);16

• checks of cross compliance.

The 4045 scrutiny is an ex post examination carried out after the end of the

financial year. At least a year elapses between the payments and the scrutiny. 

13 National Regulations Agency; Government Service for Sustainable Rural Development; Arable Farming Marketing

Board; Horticulture Marketing Board; Dairy Board and Livestock, Meat and Eggs Product Boards. 

14 Regulation (ec) no. 1290/2005, article 8 (1) (c, point iii). See also annex II to Regulation (ec) no. 885/2006 for the

model text of the statement of assurance.

15 Administrative checks made on behalf of the paying agencies are not considered here. 

16 Checks carried out in compliance with Council Regulation (eec) no. 4045/1989 of 21 December 1989 on scrutiny by

member states of transactions forming part of the system of financing by the Guarantee Section of the European

Agricultural Guidance and Guarantee Fund.
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The other two types of inspection are carried out before payments are made.

The first type of inspection is carried out on the order of the paying agencies.

The other two are autonomous tasks of the inspectorates.

3.4.1 Physical checks 

The technical services (inspectorates, one being aid) carry out physical

checks on the instruction of the paying agencies. The paying agencies remain

responsible for the checks and supervise the work delegated to the technical

services.17 Customs also carries out physical checks. Since the Ministry of

Agriculture cannot review Customs’ work directly it relies on a third-party

statement issued each year by the Ministry of Finance’s Audit Department.

The technical services and paying agencies (with the exception of dlg)

conclude management agreements each year. An agreement is also concluded

in respect of Customs’ checks (lnv, 2004).18

The physical checks determine whether aid applicants are actually entitled to

assistance. They include on-the-spot verifications of, for example, the area of

farmland and the type of crop declared. At least 5% of the farmers submitting

a declaration must be checked each year.19 The actual percentage of checks in

the Netherlands is far higher:

Table 4. Physical checks of eu funds carried out on the instruction of paying agencies 

17 European Commission, dg Agriculture, Guideline no. 10 — Physical Checks.

18 This agreement of 22 June 2004 is automatically renewed each year for a further period of 12 months.

19 Regulation (ec) no. 796/2004, article 26. This Regulation also lays down the percentage of checks to be made of

individual schemes.

Paying agency Fund / scheme eu annual declaration 2006 Percentage of physical checks

Government Service for

Sustainable Rural Development

(dlg)

Rural development 43,952,079 100% (44% by technical service,

remainder by paying agency

itself).

National Service for

Implementation of Regulations

(dr)

Rural development

Plant schemes

Animal schemes (131,579,635): 

- slaughter schemes

- other schemes

Intervention schemes

Other schemes

Recoveries

Total

31,631,263 

164,246,194

81,199,971

50,379,664

30,752,245

9,811,172

- 2,687,977

365,332,532

10% of the applications

6,723 applications (ca. 13%)

100% physical checks

10% of the applications

100% physical checks

physical checks n.a.

physical checks n.a.

Dairy Board (pz) Milk and dairy products (export)

Other direct support

Recoveries

Total

204,459,241

252,049,646

- 9,097,769

447,411,118

Customs checks

100% physical checks

physical checks n.a.

Livestock, Meat and Eggs

Product Boards (pve)

Export refunds

Calf slaughter premium scheme

Total

14,359,165

39,926,281

54,285,446

Customs checks

100% physical checks
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The table above shows the extent to which each scheme is physically checked.

This information is summarised in the table below.

Table 5. Coverage by physical checks 

As soon as an irregularity is detected during a physical check, a draft report is

drawn up that results in a reduction. Funding irregularities in the applications

are therefore corrected during the checking process. In accordance with the

eu’s requirements, the items checked are selected largely on the basis of risk

and to only a limited extent on a random basis. A reliable view therefore

cannot be given of the quality of the applications that have not yet been

checked. Since the checks are risk-based, it can be assumed that there will be

fewer irregularities in the unchecked applications.

To gain an understanding of the possible quality of the funds that have been

physically checked in part, we asked the Ministry of Agriculture to make an

estimate. It should be borne in mind that the outcome is pessimistic: a high

estimate of the errors.

Coverage by physical checks Financial volume (x € 1 million)

100% physical checks 587.2

Partial physical checks (10-30%) 317.9

Customs checks 313.8

Physical checks not applicable -2.3

Total 1,216.6

Paying agency Fund / scheme eu annual declaration 2006 Percentage of physical checks

Horticulture Marketing Board

(pt)

cmo financing

Intervention

Export refunds

Recoveries

Total

71,617,271

218,511

582,478

-44,826

72,373,434

30% of the applications

100% physical checks

Customs checks

physical checks n.a.

Arable Farming Marketing

Board (hpa)

Export refunds

Support schemes

Total

94,377,242

139,132,995

233,510,237

Customs checks 

100% physical checks

Total 1,216,864,845

Financial corrections following Commission audits of prior financial

years 

-279,370 physical checks n.a

Grand total 1,216,585,475
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Table 6. Estimate of the upper limit of the financial volume of possible 
irregularities in the funds (€ 317.9 million) subject to partial checks

The table shows that even a high estimate of the volume of irregularities is

relatively small: approximately € 10 million of the € 1.2 billion (less than 1%).

This amount is not based on audited information but on a reasoned estimate

that € 10 million is a reasonable upper limit of the overall total of potential

irregularities. 

aid issues an annual mcs (management control system) report to account for

the management agreements concluded with the paying agencies. In the 2006

financial year, 95.5% of the planned physical checks were carried out. This

means that 852 of the 18,819 planned verifications were not completed within

the financial year (aid, 2007a). By the beginning of December 2006, 

the percentage had risen to 99.7%. aid and the paying agencies are still

discussing the accuracy of the number of checks disclosed in aid’s

management reports. The management report refers to the outcomes of the

checks only superficially. The irregularities reported were detected chiefly

during the ex post scrutiny of commercial documents (see section 3.4.2).

Physical checks of export refunds take the form of Customs controls. The

paying agencies ensure that all assignments eligible for export refunds are

reported to Customs. Accounting records are checked in full using the forms

with Customs stamps. Implementation of the checks is an autonomous task

of Customs itself. The checks are accounted for in the Tax and Customs

Administration’s annual management report. No estimate was made of the

financial volume of potential irregularities in these funds in 2006, which

themselves have a financial volume of € 313.8 million. This is not necessary

under European regulations. We therefore cannot express a reasoned opinion

on the ultimate quality of these funds. We noted, though, that all transactions

sent had been presented to Customs for physical inspection. 

The Tax and Customs Administration’s general management report for 2005

contains several pages on the physical checks carried out by Customs. The

number of refund and substitution checks largely satisfies the eu standard of

at least 5% and 1% respectively. The substitution checks in Rotterdam do not

record the goods being checked. The Ministry of Finance’s Audit Department

stated that checking virtually all consignments of outgoing agricultural goods

each day satisfied the requirement of carrying out at least one substitution

check every calendar day (Finance Audit Department, 2006).

Scheme Estimated upper limit (x € 1,000)

Rural development 450

Plant schemes 9,100

Other animal schemes 415

cmo financing 0

Total 9,965
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The Tax and Customs Administration also notes in its management report

that the European Court of Auditors had audited the effectiveness of the

physical checks. The Commission has ordered the Netherlands to repay € 26.7

million owing to shortcomings in the execution of refund checks in 2001 and

previous years. The Administration also expects further recovery actions to be

taken in respect of 2002 and 2003 because the number of substitution and

physical checks carried out in those years was inadequate (Tax and Customs

Administration, 2006). The Administration’s management report states that

Customs had tightened up its inspection programme in 2004 in response to

these findings. 

3.4.2 Scrutiny of commercial documents

The designated bodies for the 4045 scrutiny are aid and Customs.

Commercial documents are scrutinised at exporters, growers associations,

municipalities, provinces, processors and, to a lesser extent, farms. The

documents of at least half the undertakings whose receipts or payments

amount to more than € 150,000 in the financial year concerned must be

scrutinised.20 Table 7 shows that in the Netherlands these checks must be

carried out for a limited number of cap schemes.

Table 7. Schemes subject to scrutiny

aid issues a report on the 4045 scrutiny each year.21 We noted that a relatively

high number of errors were found. The latest report states that 59 draft

irregularity reports22 were drawn up following 143 checks at Dutch

undertakings that receive payments from Dutch and, sometimes, foreign

paying agencies. This is equal to about 40%. The percentage in previous years

had been similar. The total amount to be checked is € 800 million and

comprises eu funds from both Dutch and foreign paying agencies. Of this 

€ 800 million, € 655 million had been scrutinised by 8 January 2007 (aid’s

reporting date). Of the € 655 million checked, 59 draft reports were prepared,

Paying agency Fund / scheme Financial volume (x € 1 million)

dlg Rural development 44.0

dr n.a. --

pz Milk and dairy products 204.4

pve Export refunds 14.4

pt Export refunds 0.6

hpa Export refunds 94.3

Total 357.7

20 Regulation (eec) no. 4045/1989, article 2 (amended by Regulation (ec) no. 2154/2002).

21 Customs does not issue a separate report on the 4045 scrutiny. Within aid, the Control Coordination Unit (CCU)

reports on all checks of commercial documents including Customs check.

22 Regulation (ec) no. 2988/1995 on the protection of the European Communities financial interests, article 1, paragraph

2, defines ‘irregularity’ as: ‘any infringement of a provision of Community law resulting from an act or omission by an

economic operator, which has, or would have, the effect of prejudicing the general budget of the Communities or

budgets managed by them, either by reducing or losing revenue accruing from own resources collected directly on

behalf of the Communities, or by an unjustified item of expenditure’.
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46 of which (with a financial volume of € 2.8 million) were submitted to the

paying agencies for assessment. The errors found therefore had a relatively

small financial volume: 0.43%. When applied to the relevant funds of 

€ 357.7 million for 2006 (see table 7), this rate produces an estimated error 

of € 1.6 million. Since the scrutiny is risk-based, it can be assumed that the

irregularities in the funds not scrutinised will be lower. The estimated error of

€ 1.6 million is therefore a reasonable upper limit of the total amount of

possible irregularities.

The report also states that the draft irregularity reports that have not yet 

been submitted to the paying agency have an indicative financial volume of

approximately € 5 million. These reports could considerably increase the 

error rate but we did not take them into account because aid first wishes to

establish that its interpretation of the dossiers is correct. Secondly, the 

funds that had not been scrutinised by the reporting date might also include

‘difficult’ dossiers that need longer to settle and might lead to relatively more

and financially more significant draft reports. 

The mirror image of the aforementioned uncertainties are the ‘difficult’

dossiers from previous years that might have led to draft reports at aid in the

2005/2006 scrutiny year. The table below shows the aggregate amounts

reported per paying agency for 2005/2006 and previous years.

Table 8. Irregularities in aid draft reports23

The total amount of draft reports is accordingly significantly higher: 

€ 11.7 million. We did not take this amount into account for our opinion in

respect of 2006 because the reports relate largely to scrutiny before 2006. 

The table, which is based on aid’s management report, also shows that by 

far the majority of the irregularities (more than 95%) arise from the scrutiny

of commercial documents for schemes administered by the hpa and the rural

development programme (pop) insofar as it is implemented by dlg.

Irregularities Number Amount (€) Percentage

- 4045 scrutiny hpa 8 6,469,137 52.8%

- 4045 scrutiny dlg 35 3,827,652 31.2%

- 4045 scrutiny pz 15 1,369,607 11.2%

- 4045 scrutiny pt 7 34,847 0.3%

- 4045 scrutiny pve 3 11,845 0.1%

aggregate 4045 scrutiny24 68 11,713,088 95.5%

- other25 41 547,146 4.5%

Total 109 12,260,234 100.0%

23
aid, mcs Beheersverslag EOGFL-begrotingsjaar 2005/2006, p. 15. The figures relate to draft reports issued by aid

on the eaggf 2005/2006 financial year. A number of irregularities were below the threshold of €4,000.

24 The dr paying agency was not required to carry out 4045 scrutiny.

25 ‘Other’ includes the remaining irregularities arising from non-4045 scrutiny at all paying agencies.6
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Pursuant to Regulation (ec) no. 1290/2005, a member state must settle 50%

of the outstanding amount recoverable with the European Commission within

four years of the claim arising. The date on which an undue payment is

detected (by a technical service) is taken as the date on which the recovery

term begins. Where the recovery is subject to legal proceedings, the term is

eight years. Owing to these new provisions on the faster settlement of long-

term recovery actions, the Netherlands as a member state runs a greater risk

of default if it does not commence and report a recovery action on time.

The Minister of Agriculture’s sub-declaration refers to a compulsory payment

to the Commission of long-outstanding balances of approximately € 6.2

million. In view of the long-outstanding balances from 2000/2001 and

2001/2002, there is a risk that 50% of up to € 1,830,000 will have to be repaid

to the Commission.26

A considerable amount of time is needed to scrutinise commercial

documents. According to the aforementioned report, this is due largely to the

need to carry out counter-checks at other undertakings. pz’s certifying report

states that there were limited arrears in the processing of the technical

services’ reports. dlg’s reports include tables showing that a considerable

length of time is required to deal with the reports issued by aid. 

3.4.3 Cross compliance

Farmers must comply with a number of conditions on environmental

protection27 and human, animal and plant health, animal welfare and good

agricultural and environmental condition of the land (cross compliance).

Non-compliance with these conditions is reported to the National Service for

Implementation of Regulations, which calculates and applies a reduction in

the aid received. At least 1% of farmers must be checked each year.28

The European regulation provides for two control models:29

• each specialised control body checks at least 1% of the farmers; or

• the paying agency is responsible and it checks at least 1% of the farmers.

The Netherlands has opted for neither of these two models but has instead

introduced a ‘hybrid model’: compliance with about 90% of the conditions is

checked centrally by aid and the remainder by a series of other bodies.30

aid is responsible for coordination with those other bodies. It is also

responsible for risk analysis, the selection of undertakings to be checked and

the collection of the results of the checks. Cooperation between these other

bodies and aid, however, is not yet optimal. The main problem is whether the

various bodies actually carry out the checks and how they report them to aid.

aid also reports if there are no findings (zero report) but the other bodies

usually do not, according to aid.

26 NLG 4,027,814, consisting of NLG 2,337,124 and NLG 8,590,033 less NLG 1,875,055 and NLG 5,024,288. Figures are from

aid’s report (aid, 2007b). Agriculture notes that the amount might be different if legal action is taken. 

27 They must comply, for example, with Directive 91/676/eec concerning the protection of waters against pollution

caused by nitrates from agricultural sources (Nitrate Directive) and Directive 92/43/eec on the conservation of

natural habitats and of wild fauna and flora (Habitat Directive). See Annex III of Regulation (ec) no. 1782/2003.

28 Article 44 of Regulation (ec) no. 796/2004.

29 Article 42 of Regulation (ec) no. 796/2004.

30 Cross compliance with the conditions is also checked by, amongst others: municipalities, provinces, water boards, the

police, the Dairy Products Quality Assurance Board, the Poultry, Eggs and Egg Products Supervisory Board and the

Inspectorate for Transport, Public Works and Water Management.
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It is open to question whether the Commission finds the current 1% check

rate in the hybrid model adequate. Another interpretation of the regulation is

that each control body must check 1%. It is still uncertain whether the

Commission will accept the Dutch approach.

aid does not issue a management report on the execution of the checks of

cross compliance31 but it has prepared a table of the checks carried out and a

brief explanation of the execution of checks (aid, 2007c). These documents

show that most of the errors related to the identification and registration (i&r)

of cattle. In second place came non-compliance with fertiliser legislation 

(ban on spraying). The Minister of Agriculture informed the Parliament 

about the corrections made to the income support received by farmers who

did not comply with the conditions in 2005 (lnv, 2006). A 1% reduction was

imposed at 420 farmers following checks of cross compliance. In two cases, 

a 2% reduction was imposed. 

Table 9. Checks of cross compliance (2005)

In the 200535 application year, 71,964 farms in the Netherlands applied for

aid. At least 1% of them must be checked. This is equal to at least 720

applicants in 2005.

Most checks of cross compliance are carried out by aid. The table of cross

compliance checks shows that aid and the provinces checked more than 1%

of the applicants. The municipalities and water boards, by contrast, checked

0.04% and 0.05% respectively. These figures are based on the very limited

number of reports issued by the municipalities and water boards. It is

therefore possible that more checks were carried out in respect of 2005 but

the municipalities and water boards have not reported on them despite

repeated requests from aid. 

3.4.4 AID Auditing Bureau

The Auditing Bureau is one of aid’s central departments. It audits both

primary processes and support processes based on risk analyses. aid’s

management report for 2005/2006 considers the inspection of schemes

31 As from 2007, aid will account each year for the execution and coordination of the cross compliance checks in a

separate management report. The first report will be on 2006.

32 Based on six European directives and two European regulations. See annex III of Regulation (ec) no. 1782/2003.

33 Directive 80/68/eec (Groundwater protection), implemented in the Netherlands in the Soil Protection (Discharges)

Decree, art. 25.

34 Directive 91/676/eec (Nitrate Directive), implemented in the Netherlands in the Open Cultivation and Livestock

(Discharges) Decree, artt. 13 and 16.

35 This was the most recent year for which information was available when this report was prepared.

number of 

applicants

1% executed % actual

(reference 1%)

number of

conditions in 200532

Municipalities 71,964 720 27 0.04 133

Provinces 203 2 3 1.50 8

Water boards 58,351 584 27 0.05 134

aid 71,964 720 1207 1.68 98
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subject to Regulation (ec) no. 1663/95. It does not refer to 4045 scrutiny or

checks of cross compliance. The Auditing Bureau checked the quality of the

verification process that culminated in the 2005/2006 management report and

reported upon its findings. Two of the paying agencies’ internal audit

departments reviewed the Auditing Bureau’s work. The review led to the

following findings (IAD dr and IAD pt, 2007):

• the management report does not provide an insight into the proposed

improvement measures and their planning;

• the management report does not consider information security or EDP

management;

• the management report contains few if any audit findings for 2006.

3.5 Certifying audit by AD Agriculture

3.5.1 Audit approach for paying agencies

The Ministry of Agriculture’s Audit Department (ad Agriculture) audits and

certifies the six paying agencies’ annual declarations. ad Agriculture prepares

audit programmes for each paying agency in accordance with international

standards on auditing, Regulation (ec) no. 1663/95 and Commission

guidelines containing detailed guidance on auditing and reporting.

ad Agriculture’s activities are designed to arrive at an opinion, stating that:36

• the design, existence and operation of the internal organisation and

accounting system provide reasonable assurance that the accounts are true,

complete and accurate;

• the accounts are true, complete and accurate.

With regard to the scope of the audit we would note: 

• ad Agriculture checks the correct disclosure of information and the final

beneficiaries’ actual compliance with aid conditions by reviewing the

misuse and improper use policy. This means that ad Agriculture does not

carry out checks down to the level of the final beneficiary but assesses the

measures taken by the paying agencies, such as their steering of the

technical services. This approach is in accordance with the Commission’s

rules.

• In its certifying reports, ad Agriculture states that the scope of the work

was restricted by uncertainties arising from the interpretation of European

regulations. 

• ad Agriculture checks the accounts of each paying agency and their

preparation. These checks do not cover the entire operation of the systems

in place in the Netherlands to manage eaggf funds. aid and Customs, for

example, carry out their own autonomous inspection tasks, for example

cross compliance checks and the 4045 scrutiny. ad Agriculture does not

audit these checks. 

3.5.2 Checks of paying agencies

Checks are carried out in accordance with the planning and the

aforementioned European and international standards. Our audit found that

the checks were carried out correctly. The checks considered not only the

systems but also the financial transactions themselves. A substantial number

of observations were made, largely by means of statistical sampling.

36 The full text of the standard certifying auditor’s report on the paying agencies is presented in appendix 6.
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The table below shows how ad Agriculture checked the underlying

transactions. Checks were made of the transactions carried out under the

responsibility of the paying agencies. Of the total amount paid to final

beneficiaries by the paying agencies (€ 1.2 billion), 91% was checked by

means of statistical sampling. ad Agriculture checked the remainder by

means of another sampling procedure. In view of the limited number of

transactions at pt for the Common Market Organisation scheme (cmo), 

all these transactions (having a financial volume of 6%) were checked in full.

ad Agriculture also decided to check a number of other schemes (having a

total financial volume of 4%) by means of non-random sampling. The item

‘Recoveries’ was checked by establishing the relationship with the inspection

results that formed the basis for the recoveries.

Table 10. Checks of cap financial transactions

Source: Information from the paying agencies’ certifying auditor’s reports 2006

The table shows that all payments made by the paying agencies in 2006 were

audited as to their legality and regularity down to the level of the paying

agencies themselves.

3.5.3 Auditor’s reports on paying agencies

Auditor’s reports are issued on each paying agency fully in compliance with

European regulations. In accordance with these regulations, the auditor’s

report37 states that ad Agriculture audits whether the systems provide

assurances on the regularity of payments and receipts. 

We would make two comments on the certifying reports:

• Pursuant to Regulation (ec) no. 885/2006, to the end of the 2007 financial

year ad Agriculture is required to include comments and conclusions, using

a scoring mechanism, on the measures put in place by the paying agencies

for information systems security. The 2006 certifying reports did not refer

to such a scoring mechanism. It should be noted that the paying agencies

rely on the Ministry of Agriculture’s ict Implementation Service (dictu)

for the centralised part of the it systems. dictu’s activities are included in

the scoring mechanism. 

Checks by means of: x € Relative volume Number of items

checked

Number of items

with errors

Error in €

Statistical sampling 1,106,460,524 91% 2,040 1 9,331

Other sampling procedures:

— of which: cmo

— of which: other schemes

122,234,894

71,617,271

50,617,623 

6%

4%  

100%

146

0

2

0

46,843

Total payments 1,228,695,418

Recoveries - 11,830,572 -1%

Total annual declaration

2006 by paying agencies

1,216,864,846 100% 2,186 3 56,174

37 The text of the certifying auditor’s report on the paying agencies is presented in appendix 6 of this report. 
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• The paying agencies are required to monitor the technical services. 

They check that the technical services implement sufficient controls. 

ad Agriculture determines whether the paying agencies’ monitoring is

adequate and refers to the monitoring in its certifying reports. Of the six

certifying reports, however, the report on hpa does not disclose the extent

to which the physical checks required under European regulations were

carried out. The Court of Audit subsequently received this information from

ad Agriculture (see section 3.4.1).

Legality and regularity38 is part of the audit but is not referred to specifically

in the certifying auditor’s report.39 This would entail a departure from the

model required by the eu. At the Court of Audit’s request, ad Agriculture

issued a report for the member state declaration that includes a specific

opinion on the legality and regularity of the expenditures and receipts

disclosed in the accounts. This report is considered further in section 4.2.3. 

3.6 Conclusion on the management, accountability and control of CAP funds 

The accountability and control chain is made up of a relatively high number of

actors. A comprehensive structure of accountability systems is in place for eu

farm aid and the management of expenditures and receipts. 

In view of the nature and number of recommendations made by ad

Agriculture in respect of 2005 and 2006, we can conclude that financial

management is in order. Monitoring is transparent and is based chiefly on the

in-control statements issued by the heads of the paying agencies and on ad

Agriculture’s audits of the paying agencies. Improvements can still be made in

the reports of irregularities at the paying agencies and in the speed at which

audit memoranda of the Coordinating Bureau are approved.

There is a risk of a conflict of interest in dlg’s role as both paying agency and

project implementer. This risk is clearly present in the current segregation of

duties. In our opinion, “Chinese Walls” should be in place up to the highest

level within the organisation, in this case the director of dlg. It should be

noted that no irregularities relating to this risk were found at dlg.

European regulations provide for two control models to check cross

compliance; instead, the Netherlands has opted for a hybrid model. It is still

uncertain whether the Commission will accept the Dutch model. aid’s

cooperation with other control bodies in the chosen control model is not yet

optimal. In 2005, the other bodies, such as municipalities and water boards,

did not comply with the requirement to check and report on 1% of the

applicants.

ad Agriculture’s certifying audits were fully eu compliant. The quality of the

audits is such that we were able to rely on them. The findings presented in our

report are therefore based to a large part on ad Agriculture’s reports. 

38 ‘Legal and regular’ means that cap expenditures and receipts are in accordance with relevant Community legislation

and regulations. 

39 The text of the certifying auditor’s report is presented in appendix 6 of this report. 
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4 Preparation of the member state
declaration

The previous chapters have shown that many actors play a part in the cap. 

A number of additional measures were taken to arrive at the member state

declaration. 

• The Minister of Agriculture issued a sub-declaration on the operation of

management systems and the transactions in her policy field. 

• In addition to the existing certifying reports on each paying agency, ad

Agriculture issued a statement on the regularity of cap receipts and

expenditures for 2006. 

• The Minister of Agriculture collected and processed the outcomes of the

inspectorates’ work to provide an insight into the final beneficiaries’

compliance with European rules (grant conditions).

• Furthermore, the Minister of Agriculture referred in the operational

management section of the ministry’s annual report to the points raised in

the sub-declaration.

• The Ministry of Finance’s Audit Department (adf) then investigated the

Ministry of Agriculture’s preparation of the sub-declaration. The Minister of

Finance used this report to form an opinion on the Minister of Agriculture’s

sub-declaration so that it could then issue the national statement (the name

given to the member state declaration in the Netherlands). 

The procedure is shown schematically in figure 3 (see next page).

In this chapter we consider the content and scope of these actors’ statements

and declarations and indicate where improvements can still be made.

4.1 Additional structure established for the member state declaration

In our opinion, to issue a member state declaration the Netherlands must

establish a comprehensive accountability and control structure to obtain

adequate assurance at government level on compliance with European

conditions regarding the collection, management and application of

European funds. To obtain such assurance, the government uses the existing

management, accountability and control structure, which is designed and

maintained in accordance with European rules, and, additionally, an

accountability structure in the form of sub-declarations issued by the

ministers concerned and an additional monitoring mechanism in the form of

audits of the sub-declarations by the Minister of Finance’s Audit Department

(adf).

The division of accountability and control tasks is in line with the Dutch

practice that the person rendering account is also responsible for the

provision of the required assurances (as to reliability and regularity) on the

accounts. Figure 3 shows that the internal audit departments of the bodies

and ministries provide these assurances. We act as the external auditor and,

based on reviews, use the work of these internal audit departments.
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4.1.1 Formulation of opinions and reports 

To gain an understanding of the agreement between accountability and

control, we drew up the following table. Where possible we quote key sections

from the reports in which opinions are expressed on the management and

control systems and on the transactions.

Table 11. Scope of the reports

Reporting party Re management and control systems Re financial transactions

Court of Audit The member state declaration provides a

sound assertion of the operation of …

systems in place for eu agricultural

assistance from eaggf Guarantee section.

Also … a sound assertion of the measures

to manage and control the expenditure of

European aid

The member state declaration also provides a sound

assertion of the … legality and regularity of the

underlying transactions

Ministry of Finance (national

statement)

The functioning of … systems and …

management and control procedures … as

regards the European Agricultural

Guarantee Fund and the European

Agricultural Fund for Rural Development for

the financial year … provide, to the best of

my knowledge, reasonable assurance on the

legality and regularity of the underlying

transactions, including the eligibility of the

demands concerned 

The expenditure and … revenues for the European

Agricultural Guarantee Fund and the European

Agricultural Fund for Rural Development …

included in the accounts for the financial year …

submitted to the European Commission are, to the

best of my knowledge, legal and regular 

Ministry of Finance: AdF (report of

findings)

No opinion or declaration No opinion or declaration

Ministry of Agriculture: sub-

declaration

The operation of the … management and

control systems and measures in place for

eaggf Guarantee section funds for the

financial year … provide, to the best of my

knowledge, reasonable assurance on the

legality and regularity of the underlying

transactions and on the eligibility of the

demands concerned 

The expenditures and … revenues … from the

eaggf Guarantee section included in the accounts

… submitted by the paying agencies to the

European Commission are, in the context of the

aforementioned certifying reports and to the best 

of my knowledge, legal and regular

Ministry of Agriculture: ad 

(report on consolidated annual

declaration40)

In our opinion, the design, existence and

operation of the paying agencies’ internal

organisation and accounting systems are

such that the paying agencies provide

reasonable assurances that the accounts

submitted to the European Commission 

for the eaggf 2006 financial year are true,

complete and accurate and that the

expenditures and receipts disclosed in the

accounts were legal and regular in

accordance with European legislation and

regulations

We also declare that the accounts submitted to

eaggf Guarantee section for the eaggf Guarantee

section 2006 financial year are true, complete and

accurate and that the expenditures and receipts

disclosed in the accounts were legal and regular in

accordance with European legislation and

regulations

40 The text of the auditor’s report on the consolidated annual declaration is presented in appendix 5 of this report. 
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We investigated the extent to which the accountability and control chain:

• is a closed system of connected links;

• is adequate to produce the member state declaration as originally intended;

• and provides us with adequate audit information to express an opinion. 

The additional structure is still a work in progress. In the following sections

of this chapter we consider the links in the chain and note where further

measures can be taken. A brief summary of the chain as a whole is presented

in the final section of this chapter.

Table 11 shows that the reports sent to the European Commission consider 

the systems in place to ensure the veracity, completeness and accuracy of the

accounts. The sub-declaration and declaration, by contrast, consider the systems

in place to ensure the legality and regularity of transactions. The member state

declaration therefore provides greater assurance on legality and regularity.

In accordance with eu rules, certifying auditor’s reports are issued on the

paying agencies. The autonomous controls (4045 scrutiny and cross

compliance) are therefore outside the scope of the declaration. Since the 

sub-declaration and declaration consider these controls in their opinions, 

the member state declaration also provides value added in this respect.

Reporting party Re management and control systems Re financial transactions

Ministry of Agriculture: ad

(auditor’s report on the paying

agencies’ accounts)41

In our opinion, the design, existence and

operation of the paying agencies’ internal

organisation and accounting systems are

such that the paying agencies provide

reasonable assurances that the accounts

submitted to the European Commission for

the eaggf Guarantee section 2006 financial

year are true, complete and accurate

We also declare that the accounts submitted to

eaggf Guarantee section for the eaggf Guarantee

section 2006 financial year are true, complete and

accurate

Paying agencies (in-control

statement)42
The presence of procedural descriptions;

the segregation of duties; the keeping of

adequate accounting procedures; the use of

adequate information security measures

The use of an adequate control procedure for

payments and receipts; the use of an adequate

payment procedure

Technical services (aid and

Customs)

The management and control systems

satisfy the requirements

Reports to paying agencies on outcomes of physical

checks and visits 

aid: checks of cross compliance 

(aid is coordinator)

No report on systems Overview of checks carried out and results to dr

aid and Customs: 4045 scrutiny Annual report considers organisation of

system 

Report on checks carried out and results to

European Commission 

41 The text of the certifying auditor’s report on the paying agencies is presented in appendix 6 of this report. 

42 With effect from the 2007 reporting year (i.e. in the reports to be issued as from 1 February 2008) the heads of the

paying agencies must issue ‘statements of assurance’. They must declare that ‘the accounts submitted provide, to the

best of my knowledge, a true, complete and accurate view of the expenditures and receipts in the […] financial year’

and that ‘the system established by me provides reasonable assurance on the legality and regularity of the underlying

transactions and the eligibility of the applications and, in the case of rural development, that the procedure to grant

assistance is managed, controlled and documented in accordance with Community rules’. See Annex II of Regulation

(ec) no. 885/2006 and Draft Guideline no. 4 on the Statement of Assurance, AGRI J.1 CK/ec; undated
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In accordance with its engagement, the adf issued a report on its findings of

the audit of the Minister of Agriculture’s sub-declaration. We used this report

as an important source of information to express our own opinion.

4.2 Sub-declaration by the Minister of Agriculture

The member state declaration for 2006 relates solely to the accounts kept by

the paying agencies for the cap. For the member state declaration, the Minister

of Finance asked the Minister of Agriculture to issue a sub-declaration.

4.2.1 Sub-declaration 2006

The Minister of Agriculture signed the ‘Sub-declaration of the Minister of

Agriculture, Nature and Food Quality’ on 22 February 2007. The sub-

declaration is included in appendix 3. 

The minister declares in respect of the 2006 financial statement that:

• the operation of the systems and the measures they contain to manage and

control eaggf Guarantee section funds provide reasonable assurance on

the legality and regularity of the underlying transactions and the eligibility

of the applications concerned;

• the expenditures and assigned revenues disclosed in the accounts prepared

by the paying agencies and submitted to the European Commission are legal

and regular.

The sub-declaration contains two reservations: 

• The findings of cross compliance audits43 may lead to reductions in aid

payments made to farmers. Furthermore, there might be political and

financial risks in the political and policy choices made in the

implementation and execution of cross compliance. Further to an audit by

the Commission in January 2007 of the application of cross compliance in

the Netherlands, the head of the Commission delegation found that

implementation and execution were not eu-compliant in certain areas

(provisional conclusion).44

• The declaration also notes that the Netherlands must transfer

approximately € 6.2 million45 to the Commission in 2007 in connection

with long-outstanding balances.46

The declaration closes by stating that the confirmations and comments are

limited to ‘significant matters’. We recommend that in future years the precise

criteria should be provided, i.e. ‘significant’ should be defined. 

In our opinion, the first reservation in the sub-declaration – on cross

compliance – is not formulated clearly. We recommend that the Minister of

Agriculture formulate reservations more clearly in future sub-declarations so

that the user understands precisely what is meant.

4.2.2 Basis of the declaration

The sub-declaration is drawn up by the Ministry of Agriculture’s Financial and

Economic Affairs Department (fea). A comprehensive document was

43 See section 3.4.3.

44 At the time this report was prepared, the Court of Audit had not yet received a written report from the Commission on its

audit findings and conclusions or on the financial consequences.

45 The situation as at 31 January 2007 regarding the position as at 15 October 2006.

46 Pursuant to Regulation (ec) no. 1290/2005: member states must transfer 50% of amounts not recovered to the European

Commission.



47 Source: Annual declaration 2006, Netherlands member state consolidation, Ministry of Agriculture.

48 The text of the auditor’s report on the consolidated annual declaration is included in appendix 5 of this report. 
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prepared for the sub-declaration entitled ‘Analysis and weighting of points in

the national statement’. In the same order as the points set out in fea’s

‘Accreditation of paying agencies evaluation framework’, this document

provides an insight into the points considered by fea and whether (and to

what extent) they influenced the Ministry of Agriculture’s sub-declaration. 

The sub-declaration is based on:

• the in-control statements issued by the paying agencies;

• the certifying reports issued by the Ministry of Agriculture’s Audit

Department on the annual declarations submitted to eaggf Guarantee

section for 2006;

• information from the cb of the International Affairs (iz) Department;

• information from the Legal Affairs (jz) and Agriculture (dl) Departments;

• aid’s management reports;

• fea’s own experience. 

On the basis of this informative document, we found that all points relevant 

to 2006 were weighted. The document considers all points together, stating

whether or not they are relevant to the Ministry of Agriculture’s sub-

declaration. The reasons why the points were or were not ultimately included

in the sub-declaration – for example, the point’s financial volume

(materiality) and the year to which they relate – are not stated.

4.2.3 Auditor’s report on CAP annual declaration 2006

ad Agriculture issued an opinion on the annual declaration for 200647

regarding the veracity, completeness and accuracy of the accounts submitted

by the paying agencies and the legality and regularity of the cap expenditures

and receipts disclosed for the 2006 financial year.48

The report considers legality and regularity down to the level of the paying

agencies. This includes all activities within the paying agencies relating 

to cap expenditures and receipts, including supervision of physical checks 

of final beneficiaries carried out on the order of the paying agencies. 

The execution of autonomous tasks – cross compliance and scrutiny of

commercial documents – by the inspectorates and the activities of the final

beneficiaries themselves fall outside the scope of the declaration. 

The Netherlands thus provides assurance that the paying agencies had

implemented all measures required by the eu to ensure the legality and

regularity of expenditures and receipts. To some extent, the paying agencies

rely on physical and administrative checks of the interested parties carried out

by inspection services. Each year, the paying agencies make agreements with

these services on the scope and nature of the checks and reports. Despite this

meticulous, eu-compliant procedure, there are inevitably residual risks as to

the legality and regularity of expenditures and receipts. 

We find it positive that the Ministry of Agriculture’s Audit Department issued

an auditor’s report specifically for the member state declaration. It is an

important pillar that we can rely upon to determine that legality and regularity

is assured down to the level of the paying agencies.



59 R e p o r t  o n  t h e  D u t c h  eu m e m b e r  s t a t e  d e c l a r a t i o n  2 0 0 6 ,  p a r t  I I

4.2.4 Auditor’s report on sub-declaration of Ministry of Agriculture

We would like to see the auditor’s report on the cap annual declaration evolve

in the years ahead into an auditor’s report on the Ministry of Agriculture’s

sub-declaration. The scope of ad Agriculture’s audit would then fully match

the scope of this sub-declaration itself and the Minister of Agriculture would

thus be able to provide the government with additional assurance on the

soundness of the sub-declaration. 

The Ministry of Agriculture referred to the sub-declaration on the cap in the

operational management section of its annual report for 2006 (lnv, 2007a)

and included the points raised in the sub-declaration in the same section.

In the letter of 16 May 2007, in which the member state declaration was

submitted to the House of Representatives (see appendix 2), the Minister of

Finance referred to the points raised in Agriculture’s operational management

section. He then noted that the preparation of the operational management

section had been audited and that a ‘true-and-fair-view opinion’ had been

expressed on the annual report. We would specifically note here that the

auditor’s report on the annual report indicates only that the information in the

operational management section does not disagree with the information

presented in the financial statements in the annual report. In itself, the letter

from the Minister of Finance is correctly formulated but an inattentive reader

might think that a true-and-fair-view opinion had been issued on

Agriculture’s sub-declaration, which was not the case.

As noted above, we think it would be very positive if an auditor’s report were

issued on the sub-declaration, something that the European Commission also

recommends in its policy documents.49 There would be greater clarity if the

sub-declaration were audited separately and a separate auditor’s report were

issued on it. We would be more than willing to discuss other variants for the

coming year once the Netherlands has gained more experience with the audit

of specific-purpose grants.

4.2.5 Auditor’s visits by European institutions and resultant claims

The sub-declaration includes a reservation on interpretation differences that

are inherent in the application of European regulations, particularly

concerning cross compliance, and refers to the compulsory transfer from 

the Netherlands to the Commission of long-outstanding balances. There are

also uncertainties regarding the interpretation of other rules and regulations.

In general, there are differences of opinion between the auditors from the

European institutions and the Netherlands on the Netherlands’ interpretation

and application of the rules. See chapter 2 regarding the complexity of the

regulations and the open standards they sometimes contain. 

In our opinion, the outcomes of auditor’s visits are important for two reasons.

Firstly, they provide information on the possible incorrect application of

management, accountability and control rules. Secondly, they can lead to

payment obligations on the Dutch state. For these two reasons, the outcomes

should be included in reports submitted to the European institutions

(although the institutions will already know about them) and to the States

General. We therefore think that the Ministry of Agriculture should act more

openly so that the Minister of Finance, as the person who prepares the

49 Communication from the European Commission, A Roadmap to an Integrated Internal Control Framework, COM

(2005) 252 final (15 June 2005).
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member state declaration, has an insight into the possible claims facing the

Netherlands. 

The Ministry of Agriculture thinks that the Commission’s checks of eu

compliance are integral to routine and controlled operational management.

The member state declaration is akin to a statement on operational

management and this entails reporting by exception. It does not include the

early reporting of matters that are still ongoing. Claims are reported, of

course, if it is absolutely certain that action was not eu compliant and the

financial consequences must be borne by the member state. Until a final

opinion is expressed by the conciliation body and the European Court of

Justice, the Ministry of Agriculture assumes that execution is eu compliant. 

In our opinion, more insight can be provided to the States General into

possible claims. We think:

• A difference of opinion should be reported immediately it is known and the

financial volume of the scheme concerned should be stated.

• The amount of the claim submitted by the Commission should be reported

immediately the first decision is received from the Commission. 

• The claim should ultimately be recognised in the accounts in the year in

which it is paid. 

All ministries should follow the same line on this point. In our opinion, the

Minister of Finance should make government-wide agreements on this.

4.2.6 Statement at final beneficiary level in Agriculture sub-declaration

In December 2006 the Minister of Finance defined the scope of the member

state declaration (Ministry of Finance, 2006) as follows: ‘The national

statement is an annual statement on both the quality of the control systems in

place for financial management and the regularity of transactions at the level

of the final beneficiaries’. Regularity of transactions at the level of the final

beneficiaries means that the member state declaration must also provide

assurance on the final beneficiaries’ compliance with European conditions. 

The text of the Minister of Agriculture’s sub-declaration seems to depart from

this definition. In addition to the statement on the systems, it declares that

the expenditures and receipts ‘included in the accounts … submitted by the

paying agencies are, in the context of the aforementioned certifying reports and to the

best of my knowledge, legal and regular’. The phrase ‘aforementioned

certifying reports’ refers to the minister’s summary of the reports issued by

ad Agriculture to prepare the sub-declaration (see appendix 3 for the text of

Agriculture’s sub-declaration). As noted in chapter 3, the scope of the audit

opinion in the certifying reports does not include the autonomous tasks of the

inspectorates, and the final beneficiaries’ compliance with aid conditions is

determined by means of the paying agencies’ monitoring policy50 rather than

by ad Agriculture’s own checks. The sub-declaration therefore seems to cover

the final beneficiaries to only a limited degree.

In our opinion, a sub-declaration by a line minister is a very important basis

for the member state declaration and it, like the member state declaration

itself, should extend in full to the level of the final beneficiaries. We

recommend that in the years ahead the Minister of Agriculture refrain from

50 In particular, the policy to combat the misuse and improper use of public funds by beneficiaries. This policy uses rules,

information, controls and sanctions as instruments to reduce the risk of misuse and improper use. 
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referring to the context of the existing certifying reports but state specifically

in the sub-declaration itself that the sub-declaration also covers legality and

regularity at the level of the final beneficiaries. 

4.2.7 Extrapolation of inspection results

In accordance with European rules, inspection results can have direct

consequences for the beneficiaries inspected. Infringements of the rules are

corrected. The number of inspections is relatively high. At least 5% of the

applicants are inspected physically51 and cross compliance is checked at 1% of

the applicants. Furthermore, the commercial documents are scrutinised of at

least half the undertakings that receive or pay more than € 150,000 in the

financial year in question. The previous chapter considered the inspections’

coverage of the funds and concluded that, in broad lines, the Commission’s

requirements were comfortably satisfied, although a reservation was made on

cross compliance.

Community rules, however, do not require the results of these inspections to

be expressed (extrapolated) as an opinion on the total population checked. 

If they were, an insight would be gained into the extent to which cap

implementation is legal and regular at the level of the final beneficiaries.52

We think this relatively minor change would create far more insight into the

quality of implementation in the member state without requiring additional

controls. By means of adequate random sampling, the inspection results

could culminate in opinions on the legality and regularity of the funds in

question. Reporting on these results, the sampling and the extrapolations

would considerably improve insight into the population as a whole and the

inspections would generate significant value added. For the member state

declaration 2006, this insight was gained in hindsight by means of the

additional work carried out by the Ministry of Agriculture. We recommend

that the Minister of Agriculture ensure that the provision of this information

is included in the routine inspection processes.

4.3 AdF audits

4.3.1 AdF audit goal, engagement and approach

To consolidate the sub-declaration, the Minister of Finance relies on an 

audit carried out by the Audit Department of the Ministry of Finance (adf).

The audit examines the preparation of the Minister of Agriculture’s sub-

declaration on cap funds. 

The purpose of adf’s audit is to provide additional assurance on the Minister of

Agriculture’s sub-declaration. The Minister of Finance takes this audit and

other information into account when preparing the member state declaration.

adf’s audit is concerned chiefly with ad Agriculture’s audits (certifying

audits) but also with other sources that the Minister of Agriculture used to

prepare the sub-declaration: other investigations within the Ministry of

Agriculture, operational management statements issued by the paying

agencies and management reports issued by the technical services.

The audit engagement states that the audit must result in a report of findings:

a report that summarises the work performed and the actual findings.

51 Schemes also have their own check rates, such as the 1% substitution checks by Customs.

52 This is also the government’s intention for the member state declaration, namely to improve accountability to the

European Commission and the House of Representatives ‘on the regularity of transactions at the level of the final

beneficiaries’ (Ministry of Finance, 2006).
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adf’s audit was carried out in accordance with an activity plan. The planning

phase consisted of an environmental analysis, a risk analysis and the drafting

of a risk-based audit plan. The activity plan was completed and amended

during the preparations, an acceptable procedure during this ‘pioneering year’.

The environmental analysis considered the legislation and regulations, the

organisational units involved, it aspects, the financial volume of the funds

and developments in the cap. The risk analysis mapped out the main audit

subjects and risk areas. Three overarching audit subjects and risk areas were

identified (regulations, it and cross compliance) and eight audit subjects and

risk areas at the six paying agencies (formulation and implementation of

misuse and improper use policy, potential conflicts of interest at product

boards, substantive testing/sampling, checks of accreditation criteria/internal

controls, monitoring of technical services, use of IADs, irregularities,

reconciliation of financial statements).

adf audited:

• ad Agriculture (reviews of audit files);

• the paying agencies (to obtain additional information on processes, risks

and audit by ad Agriculture, and the IADs of the paying agencies and

technical services);

• aid’s eu desk (regarding 4045 scrutiny and checks of cross compliance);

• The Ministry of Agriculture’s fea Department (to obtain information on the

preparation of the sub-declaration and the exchange of knowledge on

regulations and amendments);

• Agriculture’s Coordinating Bureau (to obtain information on possible

differences of opinion between European audit institutions and the

Netherlands as member state).

4.3.2 AdF audit reports

adf’s findings were presented on 3 April 2007 in the Report of findings, audit of

the Minister of Agriculture’s sub-declaration 2006. It is clear from the title that the

report presents findings, not a final opinion. The report explains the

procedure adopted and presents findings on 13 themes: the quality of files and

reports at ad Agriculture and the IADs, the regulations, it, cross compliance,

the implementation of misuse and improper use policy, conflicts of interest,

sampling/substantive testing, accreditation criteria, monitoring of technical

services, use of IADs, irregularities, reconciliation of financial statements,

expected and announced claims further to visits by the Commission.

4.3.3 Conduct of the audit 

The Court of Audit was closely involved in the conduct of adf’s audit and

reviewed the files at adf when the audit had been completed. On the basis of

our audit, we concluded that adf’s audit was sound. We therefore made use of

the work of adf to prepare this report. 

4.4 Member state declaration 2006

The member state declaration is issued by the Minister of Finance. 

The declaration for 2006 relates to cap expenditures. The member state

declaration is based on the sub-declaration issued by the Minister of

Agriculture.
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4.4.1 Objectives of the member state declaration

The government’s objectives for the member state declaration are (Ministry of

Finance, 2006):

• to improve the quality and transparency of financial management;

• to improve accountability to the European Commission and the States

General regarding the regularity of transactions at the level of final

beneficiaries and the quality of management and control systems;

• to reduce the risk of irregularities and the recovery of undue payments as a

result of weaknesses in the implementation of and accountability for

Community policy in the Netherlands; 

• to promote improvements in financial management in the member states so

that a positive das can be issued in due course; 

• to show that a member state declaration is technically and politically

feasible;

• to organise audits as efficiently as possible through the application of single

audit principles.

The member state declaration for 2006 considers expenditures and receipts

for the implementation of the common agricultural policy. The Netherlands

declared expenditure of € 1,216.9 million to the European Agricultural

Guidance and Guarantee Fund, Guarantee section (eaggf Guarantee section)

for the financial year ending 15 October 2006.

The government is introducing the member state declaration in phases. In the

years ahead, the declaration will also consider own resources, the European

Regional Development Fund (erdf), the European Social Fund (esf) and the

European Fisheries Fund (eff).

4.4.2 Issuance of the member state declaration 2006

In conformity with a decision by the cabinet, the Minister of Finance signed

the ‘national statement’ on 7 May 2007. The member state declaration is

included in appendix 1. 

Using the same wording as the Agriculture sub-declaration, the minister

declares in respect of the 2006 financial year that:

• the functioning of the systems set up by the Netherlands, including the

management and control procedures put in place, as regards the eaggf

Guarantee section provide reasonable assurance on the legality and

regularity of the underlying transactions, including the eligibility of the

demands concerned;

• the expenditure and assigned revenues that are included in the accounts as

established and submitted to the European Commission by the paying

agencies are legal and regular.

The two reservations made in the Agriculture sub-declaration are included

verbatim in the declaration. In our opinion, the reservation made in the

member state declaration regarding cross compliance is not formulated

clearly. We recommend that the Minister of Finance formulate reservations in

future member state declarations in more concrete terms. The Minister of

Finance should also ensure that reservations made in sub-declarations issued

by the line ministers are clearly formulated.
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The declaration closes by stating that the confirmations and reservations are

limited to ‘significant matters’. We recommend that in future years the cover

note to the member state declaration describe the precise criteria used to

define ‘significant’. Specifying the criteria and the materiality limits would

increase the member state declaration’s transparency since it would be clear

why certain points were or were not reported to the House of Representatives.

The member state declaration does not include improvement measures

regarding the two reservations. We recommend that future member state

declarations include improvement measures. This would be in keeping with

the government’s intentions, as set out in the Minister of Finance’s letter to

the House of Representatives of 4 December 2006 (Ministry of Finance, 2006).

4.4.3 Opinion at final beneficiary level in the member state declaration

One of the objectives of the member state declaration is to enable the

European Court of Auditors to issue a positive statement of assurance (das)

in due course. To this end, the scope and definition of the member state

declaration should agree with the scope and definition of the das. 

A consequence of this for legality and regularity is that the audit must be

carried out down to the level of the final beneficiaries. The European Court of

Auditors’ latest annual report also refers to this: ‘Audit of the legality and

regularity of transactions relies on the existence and accuracy of data in the

final beneficiaries’ declarations, a large proportion of which can be verified

only by physical inspections at the final beneficiaries’ (European Court of

Auditors, 2006). 

This scope was adopted by the European Commission in its communication

on a Roadmap to an Integrated Internal Control Framework (European

Commission, 2005): ‘Indeed, the Court of Auditors is not able to give a

positive das unless it has reasonable assurance that transactions down to the

level of the individual beneficiary, i.e. payments made by member states to the

final beneficiary such as the farmer, the student, the enterprise and in some

cases a public body, are legal and regular. Thus, the supervisory systems and

controls must provide reasonable assurance that the risk of error at this level

is properly managed, and include an appropriate level of on-the-spot checks

at the premises of claimants’. 

In December 2006, the Minister of Finance defined the scope of the member

state declaration as follows (Ministry of Finance, 2006): ‘The national

statement is an annual statement on both the quality of the control systems in

place for financial management and the regularity of transactions down to the

level of the final beneficiaries’. Regularity of transactions down to the level 

of the final beneficiaries means that the member state declaration must also

provides assurance on the final beneficiaries’ compliance with European

conditions. 

The scope of the government’s member state declaration is clarified in the

explanation given on 4 December 2006 (Ministry of Finance, 2006). We

suggest that the Minister of Finance consider formulating future member

state declarations so that they specifically state that they consider legality and

regularity down to the level of the final beneficiary. 
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4.4.4 Provision of information to the European Commission and the States General

We would note that the member state declaration for 2006, the first such

declaration to be issued, limits itself to the main points, as might be expected

of a declaration. The European Commission is informed in detail about the

implementation of the cap in the Netherlands, for example through the

national bodies’ accounts, the annual certifying reports and visits by European

auditors to the Netherlands.53 This information might lead to the

Commission carrying out further investigations and possibly to the recovery

of undue payments. The Commission and the European Court of Auditors also

carry out regular audits. The European institutions are therefore well

informed about possible shortcomings in compliance with European rules.

The Commission must have this information because it bears final

responsibility at European level for the implementation of the cap and must

render account each year to the European Parliament. It therefore receives

considerably more information than the Parliament.

In our opinion, the States General should in broad lines receive the same

information as the Commission. The following findings, for example, might

have financial consequences: 

• Checks of cross compliance with environmental, food safety and animal

welfare conditions are not yet adequate. The General Inspectorate (aid)

carries out most of the checks but certain schemes must be checked by

other parties, such as municipalities and water boards. This rarely happens

at present. Only a few schemes are concerned but together with the other

schemes they form the conditions that must be satisfied to receive

assistance from the largest groups of cap schemes (arable farming, milk

premiums, export refunds, etc.). 

• aid’s management report shows that administrative shortcomings were

found in 40% of the cases scrutinised in 2006. The scrutiny was on a test

basis. According to the information currently available, the financial volume

of the shortcomings is relatively modest: € 1.6 million. 

• At the Government Service for Sustainable Rural Development (dlg), the

paying agency’s regional departments report chiefly to the project

implementation departments. The paying agency’s independence is

therefore at risk when it is involved in projects implemented by dlg itself.

dlg is evaluating the positioning of the paying agency. In 2006, dlg paid

out € 44 million. Of this amount, € 7.1 million related to projects in which

dlg was involved in their implementation. No irregularities were found,

incidentally, that related to the risk of a conflict of interest.

• There are arrears at dr and dlg’s paying agencies in the processing of

reports of physical checks carried out by aid. The maximum financial

volume concerned is € 13.3 million and the corrections proposed as at 

15 October 2006 amounted to € 1.8 million.

• Following an audit visit, the Commission concluded that the system of

substitution checks had not satisfied requirements between 1999 and 2001.

The Commission accordingly commenced an action to recover 

€ 26.7 million from the Netherlands. Customs has since amended its

approach.

• The Netherlands has designed a good structure for the harmonised

implementation of European rules. All parties concerned are consulted on

the schemes to be implemented, the risks identified and the controls that 

53 The certifying reports are also referred to in the cover note issued by the Minister of Finance on the member state

declaration. They are therefore known and available on request to the members of the House of Representatives. 

The findings of the European auditors are not yet considered in the cover note.
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have to be implemented. Paying agencies say that final and approved audit 

memoranda are sometimes late, which can lead to uncertainties during

implementation.

These findings shed some light on the main issues regarding the management

and control of eu funds, in this case those provided from eaggf Guarantee

section. We suggest that the Parliament be routinely provided with this kind

of information in the cover note. 

4.4.5 Basis of the member state declaration

The 2006 declaration is based principally on the sub-declaration issued by the

Minister of Agriculture and the audit carried out by Agriculture. The Minister

of Finance can decide to have its own Audit Department (adf) carry out an

audit in order to give the Minister of Finance additional assurance. adf’s

engagement is limited to a report of findings. The Minister of Finance takes

the information in the sub-declaration and other sources into account to

arrive at the member state declaration.

4.5 Conclusions on the preparation of the member state declaration

4.5.1 Conclusions on the structure in place for the member state declaration

In our opinion, the member state declaration generates demonstrable value

added in comparison with existing accountability documents by specifically

expressing an opinion on the legality and regularity of transactions.

With regard to the control structure, we would note that the implementation

of autonomous tasks falls within the scope of Agriculture’s sub-declaration

(and thus of the member state declaration) but not within the scope of

Agriculture’s audit. In our opinion, the implementation of autonomous tasks

should be subject to audit.

4.5.2 Conclusions and recommendations on the Agriculture sub-declaration 

The Minister of Agriculture issued a positive declaration that specifically

covers the legality and regularity of cap expenditures. The minister made two

reservations in the declaration. 

The declaration is based in part on the certifying reports issued by ad

Agriculture. The process of identifying and weighting the points raised is

transparent because it is specifically referred to in a document. Transparency

could be further increased if the criteria applied to include or omit a point in

the sub-declaration were explained. 

The Ministry of Agriculture has not yet provided any information on action 

the Commission might take to recover undue payments from the Netherlands.

Such information is therefore not included in the Minster of Agriculture’s

sub-declaration. The Court of Audit recommends that more insight be

provided into the current disputes with the Commission regarding the

interpretation of rules and the potential financial consequences.

We recommend that a study be carried out on whether the phrase on the

context of the certifying report, which apparently limits the sub-declaration’s

scope, can be omitted.
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Measures (such as partial random sampling) could be included in the

inspectorates’ operational processes in order to standardise and simplify the

formulation of opinions at final beneficiary level. We recommend that

multiyear data be included to provide an insight into long-term trends. 

We think such information would better meet the users’ needs. 

4.5.3 Conclusions on AdF’s audit

In accordance with its engagement, the Ministry of Finance’s Audit

Department (adf) issued a report of findings rather than an opinion. 

4.5.4 Conclusions and recommendations on the information surrounding the member state

declaration

The Minister of Finance issued a positive declaration that specifically covers

the legality and regularity of cap expenditures. The minister adopted the two

reservations made by the Minister of Agriculture. In our opinion, the

reservation made in the member state declaration regarding cross compliance

is not formulated clearly. We recommend that the Minister of Finance

formulate reservations in more concrete terms in future member state

declarations.

We recommend that the users of the member state declaration be clearly

informed of the materiality limits and be given an insight into the criteria

applied for the inclusion of points in the member state declaration. These

criteria could be stated, for example, in the cover note and the cover note

could also be submitted to the European institutions. At European level, this

information could be used to increase uniformity in the future when more

member state declarations are issued. 

The member state declaration does not include improvement measures

regarding the two reservations. We recommend that improvement measures be

included in future member state declarations. This would be in keeping with

the government’s intention as set out in the Ministry of Finance’s letter to the

House of Representatives of 4 December 2006 (Ministry of Finance, 2006).

Furthermore, we recommend that the States General be provided with more

information on the management and control of eu funds. A summary should

be provided of the main points of the reports issued by Dutch and European

auditors, stating the financial volume and the potential financial

consequences. 

4.5.5 Conclusions on the chain

The Netherlands has taken additional measures to prepare the member state

declaration. It has done so in a short period of time and on a voluntary basis.

In our opinion this is a reflection of the government’s determination.

On the basis of the Minister of Agriculture’s sub-declaration, the Minister of

Finance prepared a member state declaration in accordance with the agreed

formulations. Agriculture’s considerations for the formulation of its opinion

are clearly documented. We greatly appreciate the fact that ad Agriculture

issued an auditor’s report on the consolidated annual cap declaration for

2006. The accounting and control chain established for the member state
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declaration has already generated demonstrable value added: it is based on

and agrees with the cap structures already in place and provides an insight

into the legality and regularity of transactions down to paying agency level.

Additional work also provided an overview of compliance with European rules

down to the level of the final beneficiaries.

To further improve the chain in the years ahead, we would recommend the

following steps:

• build measures into the operational processes to provide assurance down to

the level of the final beneficiaries;

• in the cover note to the member state declaration, explain what is meant by

the term ‘significant matters’ in the member state declaration and the sub-

declaration;

• have the internal auditors express an opinion on the line ministers’ sub-

declarations. 
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Appendix 1 Member state declaration 2006

NATIONAL STATEMENT54

To: the Commission of the European Communities

Regarding the decision of the Council of Ministers dated the 20th of April 2007 I hereby

state, on behalf of the government of the Netherlands, in my position and capacity as

Minister of Finance, and based on the information at my disposal, that:

(1)    the functioning of the systems set up by the Netherlands, including the

management and control procedures put in place, as regards the European

Agricultural Guarantee Fund and the European Agricultural Fund for Rural

Development for the financial year 16.10.05 – 15.10.06, provide, to the best of my

knowledge, reasonable assurance on the legality and regularity of the underlying

trans ac tions, including the eligibility of the demands concerned;

(2)    the expenditure and assigned revenues of the European Agricultural Guarantee

Fund and the European Agricul tural Fund for Rural Development, that are included

in the enclosed accounts for the financial year 16.10.05 – 15.10.06, as established

and submitted to the Commission by the competent Dutch paying agencies, are, to

the best of my knowledge, legal and regular in conformity with the relevant

Community rules

However, the following reservations should be noted:

(a)    Under the terms of the reform of the Common Agricultural Policy, the Council

decided at the end of 2003 that the demands concerning the Integrated Control 

and Management System for the audit of the application data of farmers on cross

compliance with regard to the compliance with the legal regulation on the

environment, food safety en animal welfare to apply for income support or

company subsidy have to be tightened. The minister of Agriculture has indicated

that the implementation process is complex due of the fact that regulation 

itself is complicated and leaves room for interpretation differences while a 

number of parties (also outside the ministry of agriculture) are involved in the

implementation and execution. The outcome of audit on cross compliance can lead

to fixed cuts on the financial support payments towards farmers. Potential political

and financial risks are connected with political and policy decisions which have

been made in the process of the implementation and execution process within the

Netherlands. In January 2007 the Commission has performed an audit on the

application of cross compliance in the Netherlands. From the provisional, orally

communicated conclusions of the chairman of the Commission’s delegation it

shows that the implementation and execution – according to the Commission – is

not in accordance with eu regulations.

(b)    In the framework of the implementation of the new regulation concerning the

financing of the Common Agricultural Policy, Member States are obliged to

transfer 50% of the long outstanding balances, in accordance with eu-regulation

1290/2005, to the European Commission. At the knowledge of 31 January 2007  the

Ministry of Agriculture  will have to transfer  an amount of €  6.192.777,73 to the

European Commission, due to balances of 15 October 2006. The Ministry of

Agriculture will continue the recovery of these amounts due from the beneficiaries

2006. 

54 This appendix contains a translation of the original Dutch national statement. Only the Dutch

version is authentic and signed.
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This statement and the reservations made are based on the information made available

and put at my disposal by the Dutch minister responsible, not withstanding the

inherent uncertainties regarding the interpretation of European regulations. The

conformations and reservations made in this statement are limited tot to significant

matters. 

Place: Brussels

Date: 7 May 2007

Signature:

…
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Appendix 2 Letter from the government to the States
General 

LETTER FROM THE MINISTER OF FINANCE55

To the President of the House of Representatives of the States General

The Hague, 16 May 2007

On behalf of the government, I hereby submit the first national statement on the

financial management of the Guarantee section of the European Agricultural Guidance

and Guarantee Fund (eaggf). The Minister of Finance thus renders account to the

House of Representatives for the financial management in the Netherlands of the sums

received from this fund for 2006. This national statement was announced in my letter of

4 December 2006.56

Introduction

The national statement on the eaggf Guarantee section is the first step towards 

an account of all eu funds under shared management and the remittance of own

resources in the Netherlands. In the remainder of the 2007-2013 programming period,

the national statement will also consider own resources, the European Regional

Development Fund, the European Social Fund and the European Fisheries Fund. 

The phasing is explained in the aforementioned letter of 4 December 2006. 

This present national statement declares that, with regard to eaggf Guarantee section

for the financial year ended 15 October 2006, the financial management systems

provided reasonable assurance on the legality and regularity of transactions and that the

expenditures and receipts were, to the best of my knowledge, legal and regular. The

statement is considered further below, as is the volume of expenditures and receipts

from this fund.

European developments in financial management

The Ecofin Council of November 2005 did not approve proposals made by the European

Commission to improve financial management, for example by means of a national

statement. Thanks in part to an initiative by the Netherlands, some progress is

nonetheless being made in this area. Although the majority of member states are still

not in favour of the Council decision to improve accountability for eu funds at

member’s state level, the momentum created by the Netherlands, like-minded member

states and the European Commission has already led to concrete results. They can be

seen, for example, in the growing interest in improving financial management and the

member states’ accountability for European funds, and the growing sense of urgency.

As well as Denmark, which has already developed a national statement, the United

Kingdom has taken a similar initiative. The number of member states is growing:

Sweden and Austria indicated during Ecofin meetings in recent months that they 

would investigate the opportunities within their national frameworks to improve

accountability for eu expenditures. Together with like-minded countries, the

Netherlands will continue to work actively on improving financial management at

member state level. It will be supported by the measures taken by the European

Commission to implement its Roadmap to an Integrated Internal Control Framework.

In the progress report the Commission presented during the Ecofin Council of March

2007, the Commission stated that one of the Roadmap’s priorities for further

55 House of Representatives, 2006-2007, 30 455 and 24 202, no. 6. This appendix contains a translation of the original

Dutch letter. Only the Dutch version is authentic and signed.

56 House of Representatives, 2006-2007, 30 455 and 24 202, no. 5.
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elaboration was the structure of the Annual Summaries of audit reports that the

member states must prepare. 

National statement: Financial management of EAGGF in order

On behalf of the government, the Minister of Finance declares to the House of

Representatives and the European Commission that the Dutch part of the financial

management of eaggf Guarantee section in the Netherlands is in order, with due

regard for the following comments. As noted in the aforementioned letter to your

House of 4 December 2006, the Minister of Finance – as coordinating minister for

financial management in central government – bases the national statement principally

on the declaration made by minister with primary responsibility for the fund concerned.

In this regard, the former Minister of Agriculture, Nature and Food Quality

(Agriculture) declared for 2006 on the basis of the information available to him and to

the best of his knowledge that the financial management systems provided a reasonable

degree of assurance on the legality and regularity of transactions and that the

expenditures and receipts, to the best of his knowledge, were legal and regular. 

The minister made two reservations (see below). 

The Minister of Agriculture’s statement is founded on certifying reports issued by his

Audit Department. This opinion, which is also included in the operational management

section in the annual report, is covered by the true-and-fair-view opinion issued by the

Audit Department on the annual report 2006 (Budget chapter XIV). For the preparation

of the national statement, the Minister of Finance had the ministry Audit Department

carry out an additional audit of the sub-declaration on eaggf Guarantee section.

The comments made in the statement relate to the following reservations:

1)    potential political and financial risks arising from the implementation and

execution of checks of cross compliance. Farmers must comply with certain

conditions or standards if they wish to avoid their assistance from the eu being

reduced. The standards are concerned with environmental protection, human,

animal and plant health, animal welfare and the good agricultural and

environmental condition of the land. The Ministry of Agriculture has indicated that

the cross compliance implementation process is complex owing to the fact that 

the regulation itself is complicated and leaves room for interpretation differences

and a number of parties (also outside the Ministry of Agriculture) are involved in

implementation and execution. If it is ultimately established that parts of the

implementation and execution were not eu compliant, fixed cuts can be made in

the financial support payments to farmers. The financial risk to the member state 

– if repayments ultimately have to be made – is at least 1% of the expenditures

concerned. The Ministry of Agriculture is holding talks with the municipalities and

control bodies to determine what the European Commission’s conclusions entail

for the control function in 2007.

2)    the member states are obliged to transfer 50% of long-outstanding balances to the

European Commission. The balances are amounts recovered by the member states

from beneficiaries owing to irregularities detected during on-the-spot inspections.

As at 31 January 2007, the Netherlands had to transfer € 6,192,778 to the European

Commission in respect of the situation as at 15 October 2006. The recovery

procedures with the final beneficiaries will be continued. 

The confirmations and reservations in the statement are limited to significant matters.

Nevertheless, there might be inherent financial uncertainties regarding the

interpretation of European regulations relating to the year 2006. 
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Financial importance of the EAGGF Guarantee section, 2006 

The Guarantee section of eaggf finances expenditure principally for the common

organisation of agricultural markets, rural development measures taken to support the

market and rural measures implemented outside the Objective 1 regions,57 expenditure

for certain veterinary measures and actions to provide information on the common

agricultural policy. In recent years, production-based aid payments have been largely

replaced with direct payments to farmers. In 2006, farm aid constituted the majority of

the aid received by the Netherlands from the European Commission. In total € 1.217

billion was declared to the European Commission. The money was spent on income

support, export refunds and rural development.

In concrete terms, the following expenditures were declared:58

57 Objective 1: Promote the development and structural adjustment of regions whose development is lagging behind.

58 Source: Annual declaration 2006, Netherlands member state consolidation, Ministry of Agriculture.

Description Final 2006 €

Cereals

Rice

Refunds for products not named in annex 1 of

the ec Treaty (processed farm products)

Food programmes

Sugar

Olive oil

Fibre crops

Fruit and vegetables

Wine products

Sales promotion

Other vegetable products/other measures 

Milk and dairy products

Beef

Sheep and goat meat

Pork, eggs, poultry, beekeeping products

Recoveries

38,267,183.53

0.00

47,543,239.96

708.32

42,947,012.10

0.00

1,674,263.55

72,418,260.01

0.00

1,627,695.02

5,618,932.48

268,834,306.30

5,729,055.91

0.00

8,440,793.43

-10,371,370.20

Total 482,730,080.41

Decoupled direct support

Other direct support

Extra support amounts

Direct support in residual category

Recoveries

0.00

654,057,208.39

6,727,373.48

-304,926.39

-1,553,293.53

Total 658,926,361.95

Rural development eaggf Guarantee section

Transitional financing instrument for rural

development

75,047,584.47

0.00

Total 75,047,584.47
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Procedure

As well as to your House the national statement will be submitted to the European

Commission in view of its accountability to the European Parliament for the European

budget. The Court of Audit will express an opinion on the national statement for the

benefit of your House. The Minister of Finance will also submit a copy of that opinion to

the European Commission as additional assurance on the account rendered by the

Netherlands. 

Conclusion

This present national statement is the first national statement to be made by a member

state to the European Commission. By means of this – voluntary – national statement,

the government bears its shared responsibility for the financial management of eu

funds, in this case eaggf Guarantee section. The preparation of this first national

statement has been a positive awareness-raising and learning process for all involved.

The experience gained from this first national statement will contribute to the further

development of the instrument for other funds and own resources. 

The Minister of Finance,

W. J. Bos

Description Final 2006 €

Administrative approval of prior year accounts

Regularity approval of prior year accounts

Administrative approval of prior year accounts

36,764.51

-158,235.60

-157,899.34

Total -279,370.43

Interventions for fisheries products

Other measures

Fisheries programmes for the outermost regions

160,818.21

0.00

0.00

Total 160,818.21

Grand total 1,216,585,474.61
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Appendix 3 Agriculture sub-declaration

Sub-declaration by the Minister of Agriculture, Nature and Food

Quality59

I hereby state, in my position and capacity as Minister of Agriculture, Nature and Food

Quality and on the basis of the information made available to me by the Agriculture

Audit Department in the form of certifying reports reference trcad/2007/65,

TRCAD2007/137, TRCAD2007/138,  trcad/2007/139, TRCAD2007/140 and

TRCAD2007/141 of 8 February 2007, and all other information and with due regard for

the comments made after point 2, that:

1)    the functioning of the systems set up by the Netherlands, including the

management and control procedure put in place, as regards the European

Agricultural Guidance and Guarantee Fund Guarantee section for the financial year

16 October 2005 to 15 October 2006, provide, to the best of my knowledge,

reasonable assurance on the legality and regularity of the underlying transactions,

including the eligibility of the demands concerned; 

2)    the expenditure and assigned revenues of the European Agricultural Guidance and

Guarantee Fund Guarantee section that are included in the enclosed accounts for

the financial year 16 October 2005 to 15 October 2006, as established and submitted

to the Commission by the competent Dutch paying agencies, are, in the context of

the aforementioned certifying reports and to the best of my knowledge, legal and

regular in conformity with the relevant Community rules.

However, the following reservations should be noted:

Audit of cross compliance

Under the terms of the reform of the Common Agricultural Policy, the Council decided

at the end of 2003 that the demands concerning the Integrated Control and

Management System for the audit of the application data of farmers on cross

compliance with regard to the compliance with the legal regulation on the environment,

food safety en animal welfare to apply for income support or company subsidy have to

be tightened. The Minister of Agriculture has indicated that the implementation process

is complex due of the fact that regulation itself is complicated and leaves room for

interpretation differences while a number of parties (also outside the ministry of

agriculture) are involved in the implementation and execution. The outcome of audit on

cross compliance can lead to fixed cuts on the financial support payments towards

farmers. Potential political and financial risks are connected with political and policy

decisions which have been made in the process of the implementation and execution

process within the Netherlands. In January 2007 the Commission has performed an

audit on the application of cross compliance in the Netherlands. From the provisional,

orally communicated conclusions of the chairman of the Commission’s delegation it

shows that the implementation and execution – according to the Commission – is not in

accordance with eu regulations. 

Long outstanding balances

In the framework of the implementation of the new regulation concerning the financing

of the Common Agricultural Policy, member states are obliged to transfer 50% of the

long outstanding balances, in accordance with eu-regulation 1290/2005, to the

59 This appendix contains a translation of the original Dutch sub-declaration. Only the Dutch version is authentic and

signed.
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European Commission. Currently, for a period from 31 January 2007 till 15 October

2006 the ministry of Agriculture will have to transfer an amount of €  6.192.777,73 tot

the European Commission. The Ministry of Agriculture will continue the recovery of

these amounts due from the beneficiaries.

The confirmations and reservations made in this statement are limited to significant

matters. 

Date: 2 February 2007

Signature: 
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Appendix 4 Model in-control statement 2006 for the
paying agencies

Integrated management statement/in-control statement 60

I, (name), Director of …… (name of paying agency), declare on the basis of the

information at my disposal, such as the outcomes of the work of the internal Audit

Department, that the financial and non-financial information in respect of the

Agency/implementing body presented to eaggf for the financial year ended 

15 October 2006 and the Agriculture policy directorates (Agriculture/dgf budget

holders) for the year ended 31 December 2006:

• Give a true, complete and accurate view of the Agriculture/dgf budget expenditures

and receipts;

• Give a true, complete and accurate view of the eaggf expenditures and receipts;

• In particular, that all obligations assumed, advances paid, claims made, assurances

requested, stocks, obligations and guarantees given as at year-end 2006 are disclosed;

• Reasonable assurance is provided that Agriculture/dgf/eaggf obligations

assumed, expenditures and receipts comply with legislation, orders in council,

ministry regulations and Community regulations;

• The Agriculture/dgf policy and non-policy information presented to the policy

directorates (performance indicators) was prepared in an orderly, auditable and

reliable manner;

• The financial information presented in respect of … … (name of paying agency) gives

a true and complete view of policy implementation and, in particular, all assets and

liabilities as at balance sheet date;

• The system put in place by me complies with the accreditation criteria for paying

agencies, provides reasonable assurance on the legality and regularity of the

underlying transactions and that the eligibility of the applications and, in the case of

rural development, the procedure for granting aid are managed, audited and

documented in accordance with Community regulations.

I confirm that the internal and audit measures functioned adequately throughout the

calendar year. I do not expect any developments in the coming period that would affect

the accreditation criteria.

The Director

60 This example text is modelled on one of the in-control statements for 2006. The texts of the paying agencies’

statements are variants of this model.



61 This appendix contains a translation of the original Dutch Auditor’s report. Only the Dutch version

is authentic and signed.
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Appendix 5 Auditor’s report on the Netherlands
member state consolidation 2006

AUDIT REPORT61

Engagement

We have audited the Netherlands member state consolidation for the eaggf 2006

financial year, as included in the appendix immediately following this report, and the

design, existence and operation of the paying agencies’ internal organisation and

accounting systems. The Netherlands member state consolidation 2006 consolidates

the annual declarations for 2006 of the following paying agencies: National Service 

for Implementation of Regulations , Government Service for Sustainable Rural

Development, Dairy Board, Arable Farming Marketing Board, Horticulture Marketing

Board, Livestock, Meat and Eggs Product Boards and the clearance of accounts agreed

between the Netherlands as a member state and the European Commission. The

Netherlands member state consolidation 2006 was prepared by the Financial and

Economic Affairs Department (fea) of the Ministry of Agriculture, Nature and Food

Quality (Agriculture). 

Responsibility of the heads of the paying agencies and fea 

The heads of the paying agencies are responsible for the systems’ compliance with the

accreditation criteria for paying agencies so that they provide reasonable assurance on

the legality and regularity of the underlying transactions and so that the eligibility of 

the applications and, in the case of rural development, the procedure for granting aid

are managed, audited and documented in accordance with Community regulations. 

The heads of paying agencies are also responsible for the adequate functioning of

internal measures and controls throughout the eaggf 2006 financial year. The heads

of the paying agencies are responsible for the preparation of the annual declarations.

fea is responsible for the consolidation of the annual declarations. 

Auditor’s responsibility

The Minister of Agriculture has designated the Ministry Audit Department of

Agriculture as the Certifying Body. Following our designation as Certifying Body, we

audited the paying agencies in accordance with Commission Regulation (ec) 

No. 1663/95 and the guidelines issued by the European Commission. The audit

considered the 2006 financial year, which commenced on 16 October 2005 and ended

on 15 October 2006.

Basis of audit opinion

We conducted our audit in accordance with European legislation and regulations. This

legislation and the regulations require that we comply with ethical requirements and

plan and perform the audit to obtain reasonable assurance whether the Netherlands

member state consolidation 2006 is free from material misstatements. An audit involves

performing procedures to obtain audit evidence about:

• the paying agencies’ procedures, in particular to determine that the accreditation

criteria provide reasonable assurance that the amounts declared to eaggf Guarantee

section comply with European legislation and regulations;
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• the Netherlands member state consolidation 2006, based on the annual declarations

referred to in article 5 (1) of Regulation (ec) No. 1663/95 and the clearances agreed,

in order to determine that they agree with the paying agencies’ accounting records

and give a materially true, complete and accurate view;

• the proper protection of the Community’s financial interests regarding advances paid,

assurances obtained, intervention stocks and amounts collectible;

• the adoption of audit recommendations to improve the paying agencies’ systems. 

The procedures selected depend on the auditor’s professional judgment, including the

assessment of the risks of material misstatement, whether due to fraud or error. 

We believe that the audit evidence we have obtained is sufficient and appropriate to

provide a basis for our audit opinion.

Opinion

In our opinion, the design, existence and operation of the internal organisation and

accounting systems of the paying agencies and fea are such that the paying 

agencies and fea provide reasonable assurance that the Netherlands member state

consolidation for the eaggf 2006 financial year is true, complete and accurate and

that the expenditures and receipts disclosed in the Netherlands member state

consolidation 2006 were legal and regular in accordance with European legislation and

regulations. We also declare that the Netherlands member state consolidation for the

eaggf 2006 year is true, complete and accurate and that the expenditures and receipts

disclosed in the accounts were legal and regular in accordance with European

legislation and regulations.

Without qualifying our opinion, we draw attention to the following:

• ‘conformity audits’. There is no certainty regarding the European Commission’s

interpretation and evaluation of the outcomes of supplementary conformity audits.

There is therefore no certainty regarding the reductions the Commission might

ultimately impose on the Netherlands as a member state in respect of the

implementation of Community regulations;

• the accounts disclose expenditures that are based on information provided by

interested parties. To adequately reduce the inherent uncertainties arising from this,

the paying agencies carry out checks and impose sanctions. The policy on checks and

sanctions complies with the applicable requirements. Nevertheless, there is

inevitably a residual risk regarding the legality and regularity of expenditures and

receipts for the implementation of Community regulations;

• ‘independent tasks’. The inspectorates’ implementation of independent tasks is not a

responsibility of the paying agencies and therefore falls outside the scope of the audit

of the paying agencies. 

The Hague, 13 June 2007 

acting director of the audit department of the ministry of

agriculture, nature and food quality

B. Alblas ra

trcad/2007/381
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Appendix to the audit report, reference trcad/2007/381, 13 June 2007

Chapter Description Expenditures 

16 October 2005 — 

15 October 2006 €

Corrections € Final 2006 €

05 02 01

05 02 02

05 02 03

05 02 04

05 02 05

05 02 06

05 02 07

05 02 08

05 02 09

05 02 10

05 02 11

05 02 12

05 02 13

05 02 14

05 02 15

05 02 99

Cereals

Rice

Refunds for products not named in annex 1

Food programmes

Sugar

Olive oil 

Fibre crops 

Fruit and vegetables Wine products 

Wine products

Sales promotion

Other vegetable products/other measures

Milk and dairy products

Beef

Sheep and goat meat

Pork, eggs, poultry, beekeeping products

Recoveries

38,267,183.53

0.00

47,543,239.96

708.32

42,947,012.10

0.00

1,674,263.55

72,418,260.01

0.00

1,627,695.02

5,618,932.48

268,854,313.50

5,729,055.91

0.00

8,440,793.43

-10,371,370.20

-20,007.20

38,267,183.53

0.00

47,543,239.96

708.32

42,947,012.10

0.00

1,674,263.55

72,418,260.01

0.00

1,627,695.02

5,618,932.48

268,834,306.30

5,729,055.91

0.00

8,440,793.43

-10,371,370.20

Total 05 02 482,750,087.61 -20,007.20 482,730,080.41

05 03 01

05 03 02

05 03 03

05 03 04

05 03 99

Decoupled direct support

Other direct support

Extra support amounts

Direct support in residual category

Recoveries

0.00

653,768,025.81

6,729,303.86

-304,926.39

-1,333,996.80

289,182.58

-1,930.38

-219,296.73

0.00

654,057,208.39

6,727,373.48

-304,926.39

-1,553,293.53

Total 05 03 658,858,406.48 67,955.47 658,926,361.95

05 04 01

05 04 04

Rural development eaggf Guarantee section

Transitional financing instrument for rural development

72,673,460.00

0.00

2,374,124.47 75,047,584.47

0.00

Total 05 04 72,673,460.00 2,374,124.47 75,047,584.47

05 07 01 06

05 07 01 07

05 07 01 08

Administrative approval of prior year accounts

Regularity approval of prior year accounts

Administrative approval of prior year accounts

36,764.51

-158,235.60

-157,899.34

36,764.51

-158,235.60

-157,899.34

Total 05 07 01 -279,370.43 0.00 -279,370.43

11 02 01

11 02 02

11 02 03

Interventions for fisheries products

Other measures

Fisheries programmes for the outermost regions

160,818.21

0.00

0.00

160,818.21

0.00

0.00

Total 11 02 160,818.21 0.00 160,818.21

Grand total 1,214,163,401.87 2,422,072.74 1,216,585,474.61
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Appendix 6 Model certifying auditor’s report on the
paying agencies

Auditor’s report

Engagement

We have audited the accounts (excluding Table 105) referred to in article 5 (1) of

Regulation (ec) No. 1663/95 and the tables referred to in article 6 (f ) of Regulation

(ec) No. 885/2006 for the eaggf 2006 financial year of [… name of paying agency...] as

submitted to the Guarantee section of the eaggf and the performance of [… name of

paying agency...] as a paying agency. The head of the paying agency is responsible for the

preparation of the accounts. It is our responsibility to issue an auditor’s report on the

accounts. A certified copy of the accounts is attached to this report as appendices 1 to 3.

Basis of audit opinion

We conducted our audit in accordance with international standards on auditing and

article 3 of Regulation (ec) No. 1663/95. These standards require that we plan and

perform the audit to obtain reasonable assurance that the accounts are free from

material misstatement. Our audit was conducted throughout the 2006 financial year and

completed as of the reporting date. An audit includes examination, on a test basis, of

evidence relevant to amounts and disclosures in the accounts. It also includes an

assessment of the extent to which the paying agency’s internal organisation and

accounting system provide assurance that regularity is adequately assured before

payment is made. We believe that the audit evidence we have obtained is sufficient and

appropriate to provide a basis for our opinion. 

Opinion

In our opinion, the design, existence and operation of the internal organisation and

accounting system of [… name of paying organisation..] are such that the paying agency

provides reasonable assurance that the accounts submitted to the Commission for the

eaggf 2006 financial year are true, complete and accurate. We also declare that the

accounts submitted to the Guarantee section of eaggf for the eaggf 2006 financial

year are true, complete and accurate.

The Hague

audit department of the ministry of agriculture, nature and food

quality

Audit manager Acting Director
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Appendix 7 Abbreviations

Abbreviation Meaning

ad Ministry audit department

adf Audit Department of the Ministry of Finance

aid General Inspectorate

apc Audit Policy Coordination Directorate (Ministry of Finance)

cap Common agricultural policy

cb Coordinating Bureau (Agriculture)

CCU Control Coordination Unit

cmo Common market organisation

das Déclaration d’assurance (statement of assurance issued by the European 

Court of Auditors) 

dg Directorate-General 

dgf Animal Health Fund

dictu ICT Implementation Service (Agriculture)

dl Agriculture Service

dlg Government Service for Sustainable Rural Development

dr National Service for Implementation of Regulations

eafrd European Agricultural Fund for Rural Development (as from 2007)

eagf European Agricultural Guarantee Fund (as from 2007)

eaggf Guarantee section European Agricultural Guidance and Guarantee Fund Guarantee section

eaggf Guidance section European Agricultural Guidance and Guarantee Fund Guidance section

ec European Community

ECA European Court of Auditors

Ecofin Council of economics and finance ministers 

eec European Economic Community

eff European Fisheries Fund (as from 2007)

erdf European Regional Development Fund

esf European Social Fund

eu European Union

fea Financial and Economic Affairs Department (Agriculture)

GAEC Good agricultural and environmental condition 

hpa Arable Farming Marketing Board

IACS Integrated Administration and Control System

IAD Internal Audit Department (of the paying agencies)

ISA International Standards on Auditing

jz Legal Affairs (Agriculture)

lnv Ministry of Agriculture, Nature and Food Quality

olaf European Anti-fraud Office

pop Rural development programme

pt Horticulture Marketing Board

pve Livestock, Meat and Eggs Product Boards

pz Dairy Board
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