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Introduction

As part of the aid given for rural development under the common agricultural policy (CAP),
provision is made for a specific measure ‘Adding value to agricultural and forestry products’
(hereafter ‘measure 123’). Measure 123 contributes to the objective of improving the
competitiveness of agriculture and forestry as introduced by Regulation (EC) No 1698/20051.

Through measure 123, public money is made available to enterprises that process and market
agricultural and forestry products with fewer than 750 employees or less than 200 million
euro turnover (for enterprises that are not small or medium-sized (i.e. with fewer than 250
employees and less than 50 million euro turnover) the maximum rate of support is halved.).
Support is given to fund investments that should add value to those products with a view of
enhancing the competitiveness of agriculture, for example by developing new market
opportunities for agricultural products. Secondary benefits may include creating jobs in rural
areas and environmental improvements.

For the period 2007–13 the EU budget for measure 123 totals 5 600 million euro. EU aid is
co-financed with national public money and the total public expenditure on the measure will
be around 9 000 million euro. By the end of 2011, 35 % of the planned expenditure for the
period had been spent. The measure is used principally to give grants towards the
beneficiaries’ investment costs. Member States may determine the aid rate, within limits.
Most grants are for between 20 % and 50 % of the companies’ total eligible investments.

Member States draw up Rural Development Programmes (RDPs), at national or regional
level, in which they define a strategy and propose the measures addressing their needs. Once
the Commission approves RDPs, they become operational, and EU and national funds are
channelled to investment projects, using eligibility and selection criteria.

Court's audit scope and approach

The overall audit question was:

 Has the EU support to the food-processing industry been effective and efficient in
adding value to agricultural products?

The sub-questions were:

1 Axis 1: improving the competitiveness of the agricultural and forestry sector; Council Regulation (EC)
No 1698/2005 of 20 September 2005 on support for rural development by the European Agricultural
Fund for Rural Development (EAFRD) (OJ L 277, 21.10.2005, p. 1) and Council Decision 2006/144/EC
of 20 February 2006 on Community strategic guidelines for rural development (programming period 2007
to 2013) (OJ L 55, 25.2.2006, p. 20).
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 Has the measure been designed in a way that provides for the efficient funding of
projects addressing clearly identified needs?

 Have Member States implemented the measure with due regard to value for money?

 Have the Commission and the Member States appropriately monitored and evaluated
the results of the measure?

The Court’s audit covered six RDPs: Spain (Castilla y León), France (Rhône-Alpes region),
Italy (Lazio), Lithuania, Poland and Romania.

The audit work comprised a review of the RDPs and the mid-term evaluation reports for 23
RDPs, an examination of the Member States’ management systems, and separate audit visits
to 24 completed food-processing projects in these Member States, including four projects
nominated by the Member States as best practice examples (the audit focused on support
granted to agricultural products, since only about 5 % of the approved expenditure for the
measure 123 relates to forestry projects).

In the context of this audit, projects were considered as effective, if they were sustainable and
contributed to specific RDP objectives for the measure as well as adding value to agricultural
products. The funding was considered to be efficient if deadweight (extent to which a
beneficiary would have undertaken the investment in the absence of public financial support)
was limited and any displacement (the degree to which an activity promoted by public support
is offset by reductions in activity elsewhere) was justified.

Court's findings

The audit has shown that the design and the programming of the measure makes difficult for
Member States to avoid risks and ensure effectiveness and efficiency when selecting the
individual projects for support, and that there is not a satisfactory basis for monitoring and
evaluation and for accountability.

The Court found that objectives are defined in the EU legislation at the level of the rural
development policy axes only, in this case axis 1, with the objective of improving the
competitiveness of agriculture, and measure 123 aims to contribute to this through adding
value to agricultural products. The legislation itself does not specify what the added value is
intended to be, nor to whom such added value should accrue. Current the legislation only
specifies that there should be a benefit to the individual food-processing and marketing
enterprises concerned.

The Court also found that the RDPs audited did not identify specific needs for intervention in
the food-processing sector, such as instances where the possibilities to add value to
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agricultural products were hindered by inadequate processing capacity. Where needs were
identified, they were of a very general nature. The RDPs did not show why public support
was necessary and how it could achieve the desired change. The rationale for the measure was
therefore missing and the objectives set were necessarily general and were not clearly linked
to the regional strengths and weaknesses identified nor to a clearly identified need for
intervention.

The audit showed that all RDPs set at least some eligibility conditions. These eligibility
conditions have the effect of restricting the scope of the aid to some extent; however, almost
all major food sectors remain eligible, with the risk that the aid will not be sufficiently
targeted.

Despite the weaknesses as identified by the Court, the Commission approved the RDPs in
question. The Commission’s procedures to assess RDPs do not contain any verification that
the Member State or region is strategically targeting measure 123 support to where public
intervention is needed. No checks are made on the rationale for intervention. The Commission
does not assess how effectively or efficiently the proposed measure will generate an added
value for agricultural products and improve the competitiveness of agriculture.

All the audited Member States obtained relevant projections from the applicants showing
expected turnover, profits, cash flows, etc. However, a common weakness was that Member
States relied on the projections made by the applicants without checking that the figures and
the underlying assumptions were well-founded and plausible. In particular, projections were
not tested for different scenarios to ensure that project proposals were sufficiently robust to
withstand foreseeable events, such as downturns in market conditions, for example.

The Court found unrealistic assumptions, calculation errors and other inconsistencies in the
financial projections that had not been detected by the Member State authorities during the
appraisal of the project.

Member States are expected to make a selection from within the population of eligible
investment projects, using selection criteria related to the objectives set. While most of the
selection criteria were relevant to the (albeit general) national and regional objectives for the
measure, few concerned the degree to which the projects added value to the agricultural
products. Those that did were not highly weighted in the evaluation, with an exception in Italy
(Lazio).

With the exception of Romania, at the time of the audit the EU and national budgets
programmed for the measure by the Member States audited was more than sufficient to be
able to support every eligible project application. Instead of limiting support to the most
effective projects these Member States chose to spend the budget on projects that they had
identified as low priority. The selection systems in these Member States have had little or no
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effect.

The Member States audited did not have information to show if the projects to which they had
given financial support were financially sustainable and effective, i.e. that they had achieved
specific RDP objectives for the measure and added value to agricultural products. The
contribution of projects to specific RDP objectives cannot be assessed as the RDPs set only
very general objectives.

All of the 24 projects visited by the Court’s auditors were financially sustainable at the time
of the audit. In two cases, it was too soon to assess the impact of the project, but of the
remaining 22 companies, 15 had improved their financial results since the investment, and
seven of these had achieved or exceeded their financial targets. In seven cases, the company’s
financial results had deteriorated, and in one case among those the future sustainability of the
project was at risk.

The Court found that six of the projects had a clear effect in adding value and classified these
as ‘high added value’. A further 12 projects were assessed as medium by the Court, and the
remaining six projects resulted in little or no adding of value to the agricultural products and
were aimed primarily at increasing the capacity and/or efficiency of the processor.
Displacement is an issue with these projects in particular.

Eight of the 24 projects could demonstrate that the added value at least partly accrued to the
agricultural producers. A further seven beneficiaries in Italy (Lazio) and Poland were obliged
to conclude supply contracts, which may have had some value for the producers. For the
remaining nine projects, the companies could not demonstrate a benefit for their agricultural
suppliers.

A common, horizontal objective of all the RDPs was to create new jobs in rural areas. Three
of the projects had a strong impact on employment, each creating over 20 new jobs and nine
projects created at least one new job. A further 11 projects had no impact on employment and
one project led to a reduction.

The Court found that none of the Member States audited took steps to reduce deadweight in
the programming, as a result measures were open to all investment projects whether public
support was needed or not; also in the project selection process none of the Member States
audited checked whether the applicant needed a grant for the project to be viable and whether
the applicant had sufficient capital or access to capital to finance the entire project.

The Court also assessed the 24 projects visited for the risk of deadweight. Indications of
deadweight were strong in eight of the 24 projects visited with indications of some
deadweight in a further 11.
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The audit found that none of the Member States audited gave any consideration to the risk of
displacement or to the efficiency of the measure in this respect. The Court assessed the 24
projects visited for the risk of displacement. The analysis showed that displacement was likely
in 13 of the projects.

This audit has shown that the design and programming of measure 123, and the systems
implemented by the Member States audited, cannot be relied on to ensure that the measure
will make an efficient and effective use of the EU and national budgets. The effectiveness and
efficiency of the measure would be demonstrated if the projects selected are financially
sustainable, result in an improvement in added value, are not affected by deadweight and do
not cause unjustified displacement. Only two of the 24 projects met all four of these criteria,
and further ten were classed as medium and represent satisfactory value for money. The
remaining 12 projects are classed as low or very low in the Court’s analysis. The success or
failure of the projects cannot be attributed to the design of the measure or the selection
systems implemented by the Member States.

According to the Court, the monitoring and evaluation arrangements do not collect
information on added value or on the effects on competitiveness of agriculture. Consequently,
the current arrangements are unlikely to provide the information necessary to demonstrate the
success or otherwise of the funding allocated to the measure or to provide a basis to assess the
effectiveness of the measure when programming rural development measures for the 2014–20
period.

Commission's replies

The measure has evolved over the time from direct management to shared management and
the legislator has chosen to limit the rules to a minimum to simplify the legislation and to
better reflected the subsidiarity and shared management principle. According to the principles
of subsidiarity and shared management, project selection lies within the responsibility of
Member States. The Commission has insisted on several occasions on the need for greater
selectivity.

All Member States carried out an initial SWOT analysis and needs assessment that served as a
basis for selecting relevant measures and respective objectives. When approving the RDPs,
the Commission carries out an analysis to assess that programmes and measures are consistent
with the Community strategic guidelines, relevant national strategy plans and comply with the
relevant provisions of Regulation (EC) No 1698/2005 and Regulation (EC) No 1974/2006).

The Commission considers that while it is necessary for the Member States to establish
eligibility criteria, they are not the only way to target the measure. Targeting of the aid can be
achieved in many ways; through selection criteria, regional and sectorial differentiation and
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differentiation of aid intensities depending on the type of the investment as well as aid
ceilings by which the Member State can make a preselection among the potential
beneficiaries.

The Commission considers that the interventions selected for support are in line with the
specific priorities of the RDPs, respond to the assessed needs of the territory at the national
and regional level in line with the SWOT analysis and satisfy the objectives of the relevant
regulations on Rural Development in force.

The Member States have the obligation to adopt a strategic approach to programming that
takes into account the specific situation and needs of the different rural areas and beneficiaries
covered by the programme. This helps in limiting the risk of displacement by targeting the aid
to those in real need. In addition, the instrument of the National Strategy Plan further provides
consistency across different regions/areas and should ensure an adequate and balanced
allocation of public resources.

The proposals for the monitoring and evaluation system for the period 2014–20 seek to better
adjust the timing of evaluations to the information available at various stages of the
programming period. There is no longer the requirement of a mid-term evaluation, instead
extended annual implementation reports shall be submitted in 2017 and 2019 in which
(among other things) progress towards achieving the objectives of the programme is to be set
out and assessed (proposal for the Common Provisions Regulation art. 44). In order to be able
to deliver the necessary information, Member States are required to carry out evaluations
during the programming period according to an evaluation plan.

Draftsman's conclusions and recommendations for possible inclusion in the annual
discharge report:

[The European Parliament]

Takes note of the Court’s special report "Has the EU support to the food-processing industry
been effective and efficient in adding value to agricultural products?", and its
recommendations;

Is concerned about the considerable number of shortcomings found by the Court at the time of
audit, in particular, that the design and the programming of the measure makes difficult for
Member States to avoid risks and ensure effectiveness and efficiency when selecting the
individual projects for support, and the monitoring and evaluation arrangements do not collect
information on added value or on the effects on competitiveness of agriculture, and, as a
result, there is not a satisfactory basis for monitoring and evaluation, and for accountability;
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Regrets that limiting the rules to a minimum and simplification has resulted in a measure with
a highly questionable added value: legislation itself does not specify what the added value is
intended to be, nor to whom such added value should accrue;

Believes that the current level of flexibility is excessive, as the measure has lost its focus and
has become a general subsidy, risking to become a handout to the food-processing companies;

Notes with concern that out of 24 projects audited by the Court only six had a clear effect in
adding value and classified these as ‘high added value’, while further 12 projects were
assessed as medium by the Court, and the remaining six projects resulted in little or no adding
of value to the agricultural products;

Believes that Member States should clearly identify in their Rural Development Programmes
(RDPs), where and why public intervention is necessary to improve the added value of
agricultural produce and the competitiveness of agriculture. The RDPs should set specific and
measurable objectives in relation to these needs; Urges the Commission to approve only those
RDPs that present substantiated and comprehensive strategies with a clear rationale to
demonstrate how the financial support for the food industry will improve the competitiveness
of agriculture;

Invites the Member States to define and apply criteria that ensure the selection of effective,
sustainable projects with respect to the Member States’ specific objectives; calls on the
Commission to ensure that these criteria are correctly and continuously applied, and
welcomes the Commission's proposal for the next programming period stipulating that
selection criteria should be defined for operations under all measures;

Underlines that the Commission and Member States should promote the adoption of best
practices in respect of the mitigation of deadweight and displacement risks; invites the
Member States to consider deadweight and displacement risks both when drawing up their
RDP and in project selection, and to target the aid to projects for which there is a
demonstrable need for public support and which deliver added value; Requests the
Commission to report back to the discharge authority on the progress made as regards
exchange of best practices on the mitigation of deadweight and displacement risks with the
Member States;

Endorses the Courts recommendation that in the new programming period the Commission
should improve the Common Monitoring and Evaluation Framework (CMEF) in a way that it
provides useful information on the achievements of the projects and measures financed by
means of enhancement of on-going evaluation activities, and believes that current
methodology using lengthy mid-term evaluation reports has proven to be inadequate;

Welcomes the Commission’s proposals for the monitoring and evaluation system for the
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period 2014–20, replacing the requirement of a mid-term evaluation by extended annual
implementation reports (in 2017 and 2019), which are to assess progress towards achieving
the objectives of the programme, and the provision that the Member States should carry out
evaluations during the programming period according to an evaluation plan; reminds to the
Commission that collecting detailed data at measure level is indispensable for enabling the
CMEF to provide details as to the success of the measures.


