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For more than 40 years, the common agricultural policy 
(CAP) has been the European Union’s (EU) most impor-
tant common policy. This explains why traditionally it 
has consumed a large part of the EU’s budget, although 
the percentage has steadily declined over recent years 
to presently 50.5 % (�005)�. The agricultural expenditure 
is financed by two funds, which form part of the EU’s 
general budget: the European Agricultural Guarantee 
Fund (EAGF) finances direct payments to farmers and mea-

1 .  I n t r o d u c t i o n

sures to regulate agricultural markets such as interven-
tion and export refunds, while the European Agricultural 
Fund for Rural Development (EAFRD) finances the rural 
development programmes of the Member States. The 
maximum total amount which may be allocated for the 
�007–�0�3 period is EUR 86�,4 billion�, of which EAFRD 
expenditure accounts for EUR 88.3 billion3 (incl. Bulgaria 
and Romania).

� EUROPEAN COMMISSION, DG Budget: Allocation of �005 budget by Member State, September �006,  
http://ec.europa.eu/budget/documents/revenue_expenditure_en.htm

� COUNCIL OF THE EUROPEAN UNION, Financial Perspective �007–�0�3, �59�5/05
3 http://ec.europa.eu/budget/library/documents/multiannual_framework/�007_�0�3/tab_rural_devt_�007-�0�3_en.pdf;  

The figure includes allocations under the European Agricultural Fund for Rural Development (EAFRD) and the money transferred from direct aid to farm-
ers to Rural Development under so-called “Modulation” and other agreed transfers (cotton and tobacco).

4 http://ec.europa.eu/budget/library/publications/budget_in_fig/dep_eu_budg_�007_en.pdf

Figure 1:  EU budget 20074 (126 . 5 b i l l i o n E U R)

The European taxpayer rightly expects that these sums are correctly spent. It is therefore of paramount importance that 
management and checking systems are in place which give reasonable assurance that the sums are spent properly and 
that any irregular payments are detected and recovered.

Other expenditure

Agricultural  
expenditure and direct aids

Rural development
(��.4 billion EUR)

(4�.7 billion EUR)

(70.4 billion EUR)

Mariann Fischer Boel, Commissioner for Agriculture 
and Rural Development
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2 .  H o w  d o e s  t h e  
s y s t e m  w o r k

The basic rules for the financial management of the 
CAP have been laid down by the Council of Ministers5. 
Under these rules, the Commission is responsible for the 
management of the EAGF and the EAFRD. However, the 
Commission itself normally does not make payments to 
beneficiaries. According to the principle of shared man-
agement, this task is delegated to the Member States, 
who themselves work through 85 national or region-
al paying agencies. Before these paying agencies can 
claim any expenditure from the EU-budget, they must 
be accredited on the basis of a set of criteria laid down 
by the Commission. If you want to know more about 
this accreditation process you will find further details in 
point 3 below.

The paying agencies are, however, not only responsible 
for making payments to the beneficiaries. Prior to doing 
so, they must, either themselves or through delegated 

bodies, satisfy themselves of the eligibility of the aid appli-
cations. The exact checks to be carried out are laid down 
in the different sectoral regulations of the CAP and vary 
from one sector to another. You will find the most impor-
tant control rules described in point 4 below.

The expenditure made by the paying agencies is then 
reimbursed by the Commission to the Member States, in 
the case of the EAGF on a monthly basis and in the case 
of EAFRD on a quarterly basis. Those reimbursements are, 
however, subject to any subsequent corrections which the 
Commission may make under the clearance of accounts 
procedures explained in point 5 below. 

Paying agencies are the authorities and bodies of 
the Member States, whose role is to provide suffi-
cient guarantees that:

• The admissibility of claims and compliance with EU 
rules are checked before payment is authorised;

• The payments effected are correctly and fully 
recorded in the accounts;

• Requested documentation is submitted within 
deadlines and in the way stipulated in EU rules;

Compliance with a set of accreditation criteria is 
designed to ensure that the paying agency provides 
sufficient guarantees that:

• The eligibility of aid applications is checked 
 before any payment is made;
• Accurate and exhaustive accounts are kept;
• The checks required by the sectoral regulations 

are made;
• All requisite documents are properly kept, acces-

sible and presented in time.

Box 1:  The role of a paying agenc y

5 Regulation (EC) No ��90/�005, OJ L �09, ��.8.�005, p.�.

This fact sheet provides an overview of the systems for the management and checking of agricultural  
expenditure, both at national and EU level, and describes the roles and responsibilities of the different actors.
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3 .  A c c r e d i t a t i o n  o f  
p a y i n g  a g e n c i e s

The responsibility for the accreditation of a paying agen-
cy lies with the Member State which for this purpose 
appoints an authority at ministerial level. Accreditation 
may only be granted if the paying agency complies with 
a set of detailed criteria laid down by the Commission6, 
which concern the agency’s internal environment and 
control activities, information and communication as well 
as its monitoring activities. 

Once a paying agency is accredited, the task of the 
Member State is not over. Constant supervision remains 
the rule and the Commission must be informed about 
the results of this supervision. In case of deficiencies in 
respect of the accreditation criteria, the Member State has 
to remedy the situation. If this is not the case, the accredi-
tation has to be withdrawn. If the Member State does 
not remedy adequately the deficiencies nor withdraws 
the accreditation, the Commission can impose financial 
corrections on the Member State under the conformity 
clearance procedure. 

Where more than one paying agency exists in a Member 
State, a so-called coordinating body has to be appointed 
which acts as the Commission’s sole interlocutor for all 
questions regarding the management and control of agri-
cultural expenditure.

From the financial year �007 onwards the head of the pay-
ing agency must sign a statement of assurance declaring 
that his accounts give a true, complete and accurate view 
of the expenditure and receipts and that his management 
and control system provides reasonable assurance on the 
legality and regularity of the transactions. The accuracy of 
that statement is then verified by the certification body 
and by the Commission in the framework of the clearance 
of accounts.

6 Regulation (EC) No 885/�006, OJ L �7�, �3.6.�006, p. 90.
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4 .  H o w  d o  c h e c k s  a n d 
r e d u c t i o n s  w o r k ?

Member States are obliged to ensure that agricultural 
payments are carried out and executed correctly, to pre-
vent and deal with irregularities and to recover amounts 
unduly paid. 

For each aid scheme, the relevant sector regulations lay 
down detailed rules on checks and reductions of final 
beneficiaries which reflect the specific features of the 
scheme in question and the risk involved in its administra-
tion. The checks are carried out by the paying agencies or 
by delegated bodies operating under their supervision.

The systems generally provide that before any payment 
is made, all aid applications are subject to administrative 
checks, including cross-checks with other data where this 
is considered appropriate. Moreover, a sample of trans-
actions which normally ranges between 5 % and �0 %, 
but may go up to �00 %, depending on the risk associ-

ated with the aid regime in question, is checked on-the-
spot. If these on-the-spot checks reveal a high number 
of irregularities, additional checks must be carried out. 
Effective, dissuasive and proportionate reductions are to 
be imposed on the final beneficiary if the checks reveal 
non-compliance with Community rules.

Amongst the different systems, by far the most important 
one is the Integrated Administration and Control System, 
commonly known as the IACS. It covers all direct pay-
ments to farmers7, such as the single payment scheme 
(SPS) and applies to a large extent to the new Member 
States having the single area payment scheme (SAPS), 
as well as those rural development measures which are 
based on the number of hectares or animals held by the 
farmer. This is for instance agri-environmental measures 
and less-favoured area payments. In financial terms, these 
schemes presently account for more than two-thirds of 

7 Council Regulation (EC) No �78�/�003, OJ L �70, ��.�0.�003, p. �.

In order to gain reasonable assurance that the 
accounts transmitted to the Commission are true, 
complete and accurate and that the internal control 
procedures have operated satisfactorily, the certifi-
cation body, which operates independently of the 
paying agency and coordinating body, draws up a 
certificate stating whether it has gained reasonable 
assurance in this respect. 

The audit certificate is based on an examination of 
the paying agency’s administrative structures and 
procedures as well as a sample of transactions. This 
examination covers the question whether the pay-
ing agency’s administrative structure is capable of 
ensuring that compliance with Community rules is 
checked before any payments are made. The exami-
nation is carried out according to International 
Audit Standards both during and after the end of 
each financial year.

The certification body reports its findings and sends 
an opinion on the paying agency’s statement of 
assurance to the Commission. The report shall state 

• That the paying agency complies with the accredi-
tation criteria;

• That the paying agency’s procedures are such as 
to give reasonable assurance the expenditure was 
effected in compliance with Community rules;

• That the annual accounts are in accordance with 
the paying agency’s books and records;

• That the statement of expenditure and interven-
tion operations are materially true, complete and 
accurate;

• That the financial interests of the Community are 
properly protected.

Box 2:  The certif ication procedure 
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the expenditure financed by the EAGF, a figure which is 
expected to rise to more than 90 % by �0�3, and almost 
half of the expenditure financed by the EAFRD.

For aid schemes which do not fall under the IACS such as 
storage of products or export refunds, complementary 
checks must be carried out after the payment to the ben-
eficiary has been made. These checks are carried out by 
a body in the Member State which is independent of the 

departments within the paying agency responsible for the 
pre-payment checks and the payments. They are a very 
important tool used to detect irregularities as they permit 
the controllers to investigate a wide range of documents 
and this not only at the level of the beneficiary but also at 
the level of, for example, trading partners of the benefici-
ary. Similar checks are foreseen for certain rural develop-
ment measures which are not covered by the IACS.

The Integrated Administration and Control System 
(IACS) of Member States consist of different elements 
which are needed in order to receive and process  
aid applications. 

IACS includes:
• A computerised database;
• An identification system for farmers, agricultural 

parcels and for animals in case of payments linked 
to animals;

• A system for identification and registration of pay-
ment entitlements, aid applications and integrated 
controls system (checks and if needed calculation 
of reductions).

The Member States shall have this system to ensure 
a unique identification of the farmers as well as of 
all agricultural parcels and, if needed, of animals. 
It shall also cover the processing of the aid applica-
tions. The fulfilment of the criteria for aid is assessed 
through administrative checks and through checks 
carried out on-the-spot. 

The administrative checks consist of a number of 
cross-checks of information in the farmer’s appli-
cations. The cross-checks are done automatically 
within a computerised database linking the differ-
ent systems. 

For the purpose of on-the-spot-checks Member 
States shall visit the farms chosen either randomly 
or through risk analysis. However, by means of avail-
able techniques such as aerial or satellite photos of 
the agricultural parcels it is in many cases possible 
to measures the size of a parcel and to check the 
plant cover without going to the field. 

The databases have to be regularly updated by the 
Member States, but historical data for the farmers 
must also be saved. A substantial part of the system 
is now paperless and in some Member States farm-
ers can apply for aid on-line. The requirements to 
the system are regularly updated in order to take 
new available techniques into account and to sim-
plify the system. 

The Member States report annually to the Com-
mission supplying detailed statistics on applica-
tions, checks and reductions. 

The European Court of Auditors has repeatedly con-
firmed that, where properly applied, the IACS is an 
effective control system to limit the risk of irregular 
expenditure.

Box 3:  Soon, 90 % of expenditure will  be managed via the Integrated 
Administration and Control System (IACS)
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5 . 2 .  C o n f o r m i t y  
c l e a r a n c e  –  c h e c k i n g 
t h e  s y s t e m

In contrast to the financial clearance, the conformity 
clearance is designed to exclude expenditure from EU 
financing which has not been paid in conformity with 
EU rules, thus shielding the EU budget from expenditure 
that should not be charged to it. These so-called financial 
corrections are recovered from the Member States. The 
conformity clearance is, therefore, not a mechanism by 
which irregular payments are recovered from the final 
beneficiaries, which according to the principle of shared 
management is the sole responsibility of the Member 
States. However, financial corrections are a strong incen-
tive for the Member States to improve their management 
and control systems and thus to prevent or detect and 
recover irregular payments to final beneficiaries. The 
conformity clearance thereby contributes to the legality 
and regularity of the transactions at the level of the final 
beneficiaries.

Whereas the financial clearance is an annual exercise, 
conformity clearance does not follow an annual cycle. It 
covers expenditure incurred in more than one financial 
year, with the exception of expenditure made more than 
�4 months before the Commission officially notifies the 
Member State of its audit findings.

5 .  C l e a r a n c e  o f  a c c o u n t s  
–  a n  e f f i c i e n t  t o o l  
f o r  t h e  C o m m i s s i o n

The control chain would, however, not be complete with-
out a mechanism which ensures that the Member States 
carry out their work properly and, if they fail to do so, draw 
the necessary financial consequences. This mechanism 
consists of the clearance of accounts procedures operated 
by the Commission, which include an annual financial 
clearance of the accounts of each paying agency and a 
multi-annual conformity clearance covering the conform-
ity of the transactions with EU rules. 

5 . 1 .  F i n a n c i a l  c l e a r a n c e 
–  t r u e ,  c o m p l e t e  a n d 
a c c u r a t e  a c c o u n t s

The financial clearance is based on an examination by the 
certification body, a body which is independent from the 
paying agency. This body draws up a certificate stating 
whether it has reasonable assurance that the accounts of 
the paying agency are true, complete and accurate and 
that the internal control procedures have operated sat-
isfactorily (see above point 3). They also give an opinion 
on the statement of assurance signed by the head of the 
paying agency.

The financial clearance covers the annual accounts of each 
paying agency and the control systems set up by these. 
Within this framework, particular attention is paid to the 
certification bodies’ conclusions and recommendations 
(where weaknesses are found), following their reviews of 
the paying agencies’ management and control systems. 
This review also covers aspects relating to the accredita-
tion criteria for the paying agencies. 

The Commission adopts an annual clearance of accounts 
decision, by which it conveys that it accepts the paying 

agencies annual accounts on the basis of the certificates 
and reports from the certification bodies, but without 
prejudicing any subsequent decisions to recover expendi-
ture which proves not to have been effected in conformity 
with EU rules (this is reserved for the conformity clear-
ance). The Commission must adopt this decision by 30 
April of the year following the financial year in question 
(for agricultural expenditure a financial year starts on 
�6 October of one year and ends on �5 October of the  
next year). 
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Financial  Clearance Conformit y Clearance

Compliance with Community law 

Ad-hoc compliance decisions cover up to 24 
months prior to Commission’s notification of 

audit findings to the Member State

Audit to check: 
• Whether the paying agency’s annual accounts 

are kept as required;
• Whether the internal control procedures have 

operated satisfactorily.

Audits to check:
• Whether the expenditure is effected in compli-

ance with Community rules;
• Whether the paying agency has carried out the 

checks as required.

Financial clearance decision  
by the Commission

Annually, by 30 April of the year following the 
financial year

Conformity clearance decisions 
by the Commission

2 to 3 times per year

CLEAR ANCE OF ACCOUNTS
Two independent procedures

Box 4:  Clearance of accounts procedures

Trueness, completeness and accuracy of the 
accounts of the paying agency

Annual exercise  
after the end of the EAGF financial year 

(starting on �6 October of one year and ending on 
�5 October of the next year)

Every year, the Commission’s Directorate-General for 
Agriculture and Rural Development carries out over 300 
audits, about half of which include on-the-spot missions 
to the paying agencies in the Member States. The pay-

ing agencies to be visited are selected on the basis of a 
detailed risk analysis, and the audit work normally concen-
trates on the functioning of the agencies’ management 
and control systems.
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5 . 3 .   H o w  d o e s  t h e  
p r o c e d u r e  w o r k  i n 
p r a c t i c e ?

If an audit reveals deficiencies in the functioning of the 
national systems, the Commission initiates a conformity 
clearance procedure with a view to determining whether 
to impose a financial correction on the Member State in 
question and, if so, what the amount of that correction 
should be. Such a procedure comprises the following 
steps:

• First, the Commission officially notifies the Member State 
of its audit findings and indicates the corrective mea-
sures which the Member State should take to remedy 
the deficiencies found. The Member State then has two 
months to reply to the Commission’s findings.

• Second, the Commission arranges a bilateral meeting 
with the Member State where both parties shall endeav-
our to reach an agreement on the corrective measures 
to be taken as well as on the gravity of the infringement 
and the financial damage caused to the EU budget. 
Again, the Member State has two months after having 
received the minutes of the meeting to react and pro-
vide further information.

• Third, the Commission formally communicates its 
conclusions to the Member State, including the finan-

cial correction which it envisages to impose on the  
Member State.

• Fourth, within 30 working days following receipt of these 
conclusions, the Member State may submit the case 
for conciliation to the so-called Conciliation Body. The 
Conciliation Body has four months to try to reconcile 
the positions of the Commission and the Member State 
and, at the end of this period, to draw up a report on the 
results of its efforts and any recommendations it may 
wish to make to the parties.

• Finally, after having examined the Conciliation Body’s 
report, the Commission notifies the Member State of its 
final conclusions.

The Conciliation procedure was set up in order to 
reconcile the divergent positions of the Commission 
and the Member State, occurring during the con-
formity clearance procedure.

The Conciliation Body is composed of five members, 
who are highly qualified in matters regarding the 
financing of the CAP or in the practice of financial 
audit and originate from different Member States. 
The chairman and the four other members are nomi-
nated by the Commission, after having consulted 
the Committee on the Agricultural Funds. They are 
appointed for three years (renewable for a year at a 
time only). The secretariat of the Body is provided by 
the Commission.

Only reasoned requests from the Member States 
are accepted by the Conciliation Body. A request 
for conciliation is only admissible when the correc-

tion proposed by the Commission services either 
exceeds EUR 1 million or accounts for more than  
25 % of the Member State’s total annual expenditure 
under the budget headings concerned or, if these 
thresholds are not reached, if the request concerns 
a matter of principle relating to the application of  
Community rules. 

The Conciliation Body has four months to reconcile 
the positions of the Commission and the Member 
State. At the end of its work – which takes place 
as informal and rapid as possible – the results are 
to be reported to the Member State concerned, to 
the Commission and to the other Member States 
through the Committee on the Agricultural Funds.

The Conciliation Body is completely independent; it 
carries out its duties neither seeking nor accepting 
any instructions from Member States or other body.

Box 5:  The Role of the Conciliation Body
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5 . 4 .   H o w  d o e s  t h e 
C o m m i s s i o n  c a l -
c u l a t e  t h e  f i n a n c i a l 
c o r r e c t i o n ?

Financial corrections are determined on the basis of the 
nature and gravity of the infringement and the financial 
damage caused to the EU budget. Where possible, the 
amount is calculated on the basis of the loss actually 
caused or on the basis of an extrapolation. Where this is 
not possible, flat-rates are used which take account of the 
severity of the deficiencies in the national management 
and control systems in order to reflect the financial risk for 
the EU. In order to ensure equal treatment of all cases of 
this kind, the Commission has adopted guidelines which 
provide for standard correction rates of � %, 5 %, �0 % or 
�5 % of the expenditure at risk, depending on whether the 
deficiencies concern key or ancillary control requirements 
which are determined for each aid schemes.

Once this procedure has been completed, any result-
ing financial correction is included in a formal decision 
adopted by the Commission, after having consulted the 
Member States through the Committee on the Agricultural 
Funds. Such a conformity decision can then be challenged 
by the Member States before the Court of First Instance  
in Luxembourg.
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On this basis, the guidelines provide that:

• A correction of � % is justified when a Member State has 
failed to take measures to improve the application of 
ancillary controls;

• When all key controls are applied, but not in the number, 
frequency or depth required, then a correction of 5 % 
is justified as it can reasonably be concluded that the 
checks do not provide a sufficient level of assurance of 
the regularity of claims and that, therefore, the risk of 
loss to the EU budget was significant;

• When one or more key controls are not applied or applied 
so poorly or so infrequently that they are completely 
ineffective in determining the eligibility of the claim or in 
preventing irregularity, then a correction of �0 % is justi-
fied as it can reasonably be concluded that there was a 
high risk of widespread loss to the EU budget;

• When a Member State’s application of a control system 
is completely absent or gravely deficient and there is 

Box 6:  Key and ancillar y controls

Key and ancillary controls are defined as follows:

• Key controls are the physical and administrative 
checks which are required to verify substantive 
elements and in particular the existence of the 
subject of the claim, the quantity and the qualita-
tive conditions including the respect of time limits, 
harvesting requirements, etc. They are performed 
on the spot and by cross-checks of independent 
databases such as land registers.

• Ancillary controls involve the administrative oper-
ations required to process claims correctly and 
include verifying the respect of time limits for the 
submission of claims, identifying duplicate claims, 
risk analysis, the application of sanctions and the 
appropriate supervision of the procedures.

evidence of widespread irregularity and negligence 
in countering irregular or fraudulent practices, then a 
correction of �5 % is justified as it can reasonably be 
assumed that the freedom to submit irregular claims 
may lead to exceptionally high losses to the EU budget.

The rate of correction may be fixed at an even higher 
rate to exclude all expenditure when weaknesses are so 
serious that they constitute a complete failure to comply  
with EU rules.
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5 . 5 .   H o w  m u c h  h a s  t h e 
C o m m i s s i o n  c h a r g e d 
M e m b e r  S t a t e s  s o  f a r ?

Between �999 and April �007, �4 conformity decisions 
have been adopted. The Commission has clawed back 
financing to a total of about 4,�70 Million EUR. The break-
down of financial corrections is shown in the following 
graphs.
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Figure 2:  Conformit y decisions 1–24 (1999 –2007) by Member State
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Figure 3:  Conformit y decisions 1–24 (1999 –2007) by sector
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7 .  F u r t h e r  i n f o r m a t i o n

Website for further information:  
http://ec.europa.eu/agriculture/index_en.htm

6 .   I r r e g u l a r i t i e s  
–  r e c o v e r i e s  f r o m  t h e 
f i n a l  b e n e f i c i a r i e s

As previously stated, Member States are obliged to recov-
er sums lost as a result of irregularities following their 
national rules and procedures. If they succeed in getting 
the money back from the beneficiaries, they have to credit 
the recovered sums to the Funds.

However, it is not always easy to recover the sums spent 
irregularly. If the Member State needs more than four years 
to recover, or eight years in case of national court proceed-
ings against the beneficiary, the Commission charges 50 % 
of the outstanding sum to the Member State concerned 
thereby protecting the financial interests of the EU (the 
so-called 50/50 rule). This is done via the financial clear-
ance procedure described above under point 5.�. 

After this accounting exercise, the Member State is obliged 
to continue its recovery actions. 50 % of the sums thus 
recovered are to be handed over to the EU budget.

Under all circumstances, the Commission keeps an eye 
on the Member States’ recovery actions. If a Member 
State does not pursue the recovery or is not diligent in its 
actions, the Commission may decide to intervene via the 
conformity clearance procedure and to impose a financial 
correction on the Member State concerned.
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