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Point of departure and purpose of the issues paper

In the current enlargement round, negotiations on chapter 7 (agriculture) have been
opened with ten candidate countries. Negotiations with Cyprus, the Czech Republic, Es-
tonia, Hungary, Poland and Sovenia (so-caled Luxembourg group) started in June 2000.
As regards the countries of the so-caled Helsinki group, negotiations with Latvia, Lithua-
nia and Sovakia have been open since June 2001 wheress the negotiations with Mata
garted in December of that year. Negotiations with Bulgaria and Romania are not yet
open. However, Bulgaria submitted a negotiating postion in July and Romania in Decem:
ber 2001. Againg this background and without preudice to the outcome of the negotia-
tions, this paper assumes a scenario of 10 Candidate Countries (excluding Bulgaria and
Romania) joining the European Union in 2004.

In the negotiations on the CAP aspects of chapter 7 the candidate countries requests in
the areas of direct payments, production quotas and other supply management instruments
have not been discussed so far nor has rura development been extensively addressed. It
was indicated in dl EU Common Positions that these questions would be addressed a a
later stage of the negotiations after a thorough examination of dl related aspects. All other
negotiating issues, however, have been thoroughly discussed, examined and, as far as pos-
sible, addressed in the EU Common Positions. Quite anumber of them could be settled or
have been withdrawn. Another round of technical discussons should help to further sort
out S0 far unresolved issues. For the countries of the Luxembourg group the revised EU
Common Postions approved in December 2001 show that solutions could be found or in
some cases a least designed for a significant number of issues of amainly technica nature
or with limited political sgnificance. Regarding Latvia, Lithuania and Sovakia a good
number of negotiating points could be satisfactorily addressed in the EU Common posi-
tions of July 2001. Moreover, it can be expected that further progress can be made during
the first half of 2002 on the basis of the assessment and discussion of additiond informe-
tion which the three countries have recently submitted. Further progressin the negotiations
with Mdtawill largely require the country to specify and explain in grester detail most of

Its negotiating requests.

According to the road-map, which has been endorsed by European Councils and recently
by the Laeken European Council, dl "remaining” negotiating issues arisng under chapter 7
should be "addressed" by the EU during the first haf of 2002. As regards the CAP section
of chapter 7 this primarily requires the EU to establish Common Positions on direct pay-
ments, production quotas and other supply management instruments and rura develop-
ment. Furthermore, it will be necessary to develop EU positions on accession related rules
and procedures for sate aids in agriculture, the rules for taking over by the Community of



the new Member States public stocks of agricultura products and the question of "normal
and abnormal stocks' in the new Member States upon accession.

This paper has been prepared to offer the Member States a solid basis for the discussions
of the issues concerned and the process of defining the EU positions. On the basis of the
discussions on the paper another set of revised Draft Common Positions (DCP) should be
elaborated for as many candidate countries as possible and presented to the Council. The
revised DCPs will aso address dl other remaining negotiating issues. It should be noted
that, as the negotiating process progresses, additiona information and, in particular, addi-
tiond datistics might become available.

General stuation and outlook
2.1. Ovearview

Despite efforts and — in most countries successful developments - restructuring of agricu-
ture and food indudtries is il far from being complete, particularly in the livestock sector.
The competitiveness of agriculture and the agro-food chain in the candidate countries is
generdly much lower than the EU average.

Recent projections for the main commodities show that the candidate countries would
be expected to somewhat increase their surplus production of cereds, oilseeds and
pigmest until 2006 (in a Status quo scenario without accesson). Milk and beef produc-
tion would be expected to decline with many countries becoming net importers as con-
sumer income and demand grows.

The main effects of the gpplication of EU price policy in the candidate countries will be
to encourage cered production and discourage feed consumption. The effects on beef
and dairy production are dightly positive, but not enough to cause a significant increase
compared to current production levels. Pork production is likely to decline, at the same
time as its consumption increases. The mgor impact of direct payments on production
would be a further shift towards coarse grains and a faster development of specidised
beef production, subject to the suckler cow premium cellings.

2.2. Structures

The unfavourable farm structure in the candidate countries, i.e. in particular the large num-
ber of smal farms and the existence of durable semi-subsistence farming combined with
the presence of an emerging commercia farming sector pose a range of adminigtrative and
economic dilemmeas for the Common Agricultural Policy. This dudism of sructures is
likely to exacerbate politica tensons during the restructuring process, when not only farm
Structures but up and downstream infrastructure, services, and off-farm employment qo-
portunitieswill require development.

A key risk during the early years after accesson is that the restructuring process and
Community ingruments will be associated with growing rura unemployment and poverty
without being able to tackle the root problem of aternative sources of income directly. In
this respect, measures that undermine semi-subsistence farming and its wefare function
could be counter-productive, particularly if no other safety net is available.
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3. Formulating EU positions - general principles

When defining the EU’s positions in the agricultural accesson negotigtions the following
badsic criteria should be taken into account:

The EU positions should be compatible with the concept of the application of the ac-
quis as it stands at the moment of accession. This does of course not exclude propos-
ing necessary trangtiond arrangements provided thet they are in line with the relevant
criteria set out in the EU Common Positions.

The EU positions should be designed so as to support in the best possible way the €-
forts undertaken by the candidate countries to restructure and modernise their agricu-
tural economies. It should be ensured, therefore, that the results of the accession nego-
tiations pave the way for a swift and smooth integration of the agricultura sectors of the
new Member Statesin the single market and the Common Agriculturd Policy.

The EU postions should be in accordance with the expenditure ceilings agreed by the
Berlin European Council and incorporate the necessary adjustments for the potential
number of new Member States, without prgudicing future decisons on the CAP and
the financing of the EU.

In generd, the EU positions should make clear both within the EU and to the candidate
countries that in a longer term perspective there will be no two-tier agriculturd policy in
the EU but one Common Agricultura Policy for adl Member States.

4. Direct payments
4.1. Saeof play

Direct payments are granted to farmers in EU-15 for a number of arable crops and cattle
following the support price cuts of the 1992 and Agenda 2000 reform in these sectors. In
the rice sector such payments were introduced in 1995 and they will be extended to milk
from 2005 onwards, in pardld to the support price cuts programmed for that sector.
Moreover, in a number of sectors other types of direct payments can be granted also sup-
porting the farmers agricultura income. The direct support schemes are listed in the annex
to Council Regulation (EC) No 1259/1999.

Although direct payments were introduced initially to compensate for support price cuts,
they have lost part of their compensatory character after 10 years of implementation and
have instead become smple direct income payments. Therefore, the term “direct aid” has
replaced “compensation payment”. Furthermore, Agenda 2000 made direct payments
subject to a range of environmenta conditions notably through the cross-compliance
mechaniam.

The issue of whether and in which way direct payments should be granted in the new
Member States after accesson is of crucid importance for defining the EU postion on
Chapter 7. In their negotiating positions on this chapter al candidate countries have re-
quested that direct payments be granted to their farmers after accesson to the same extent
asfarmersin the EU. In the negotiations the EU has not yet expressed a view on the issue,



but stated that it will take a pogtion at alater stage of the negotiations after a thorough ex-
amination of al the aspects related to the issue.

4.2. Introduction of direct payments

The Agenda 2000 agreement reached by the Berlin European Council in March 1999 did
not contain any explicit satement on this question. Whilst for the purpose of cadculating the
expenditure cellings under the Financid Framework for enlargement direct payments were
not taken into account the agreement did not exclude that direct payments might be intro-
duced.

As direct payments are part of the CAP acquis as it currently stands the permanent exclu-
son of the new Member States from direct payments would not reflect the EC Treaty's
concept of a single market for agricultura products that is inextricably linked with the ex-
istence of a common agriculturd policy. This raises the question of how the introduction of
direct payments should be managed.

Under the present circumstances the EU needs to take into account a number of consid-
erations in defining its position on direct payments:

If direct aids are introduced too quickly in the candidate countries, their short-term
positive effects on farm income could be outweighed by their negative impact on re-
sructuring. There is a Sgnificant risk that necessary restructuring would be dowed or
even stopped, creating a durable vicious circle of low productivity, low standards and
high hidden unemployment.

The problem of restructuring in the candidate countries is directly linked to the duadism
of their agriculturd structures. On the one hand, the commercia sector needs to invest
and restructure. On the other hand, subsistence farming continues to play a mgor role
as a socid safety net in rurd areas. However, part of the subsistence sector may ill
develop and integrate itsdlf in amarket economy.

Yet high levels of direct payments are likely to consolidate existing structures in a pe-
riod of rgpid restructuring. For semi-subsstence farms in particular, high payments
would consolidate a type of production based on private consumption by ensuring its
viability. There would be little incentive to invest thisaid in production or dterndtive ac-
tivities objectivesin al cases better targeted by rurd development programmes.

Excessve cash injections through direct payments in favour of specific ssgments of one
professond group would risk cregting consderable income digparities and socid dis-
tortionsin the rural societies of the new Member States, potentidly creating imbaances
both within rura aress (due to wide differences in land ownership) and between rurd
and urban aress.

Findly, introducing direct payments a a low level would contribute to stabilisng agri-
cultura income without compromising the process of restructuring.



4.3. Theapproach chosen

In the light of these arguments the requests for immediatdly granting direct payments &t the
same level as that gpplicable in the EU a the time of accesson should not be followed.
Direct payments should be gradudly introduced in the new Member States during a tran-
Stion period. Such a phase is hecessary to ensure the smooth integration of the candidate
countries into the Common Agricultural Policy, while maximising the opportunity for the
restructuring of their agricultura sector. The duration of that period should reflect the need
to maintain during asignificant period after accesson sufficient incentives for restructuring.

Agang this background, it is essentid to establish and maintain the momentum of the re-
structuring process - bringing semi-subsstence farms into the market, cregting aternative
jobs off-farm, and ensuring the competitiveness of the commercid sector. The positive €-
fects of rurd development, invesment and structural funds programmes covering infra-
sructure, services and dternative rural employment require time. The effects of high direct
payments would be immediate and negative

It would therefore be preferable to start direct payments a alow level combined with in-
tensfied support for restructuring, in particular through rurd development actions. Since
experience shows that it will be at least five years for the effects of EU programmes to be
fdt, and at least ten for thar full impact to be seen, in the early years levels of direct pay-
ments should remain relatively modest. Ten years would appear necessary before the
norma EU-leve of direct payments should be reached.

To ensure that the level of direct support in the new Member States during the trangtion
period remains at al times proportiond to that in the rest of the EU it should be expressed
as percentage steps. This would aso avoid prgudging future decisons on the CAP and
the financing of the EU.

Since the gpproach chosen for the direct payments resulting from the 1992 and Agenda
2000 reforms is based on reasons that equally apply for the other direct payments listed in
the annex to Regulation (EC) No 1259/1999 the latter should be introduced in the same

way.

In afirgt step, direct payments would be introduced in the new Member States equivaent
to a level of 25% in 2004, 30% in 2005 and 35% in 2006 of the present system. In a
second step after 2006, direct payments would be increased by percentage steps in such
away as to ensure that the new Member States reach in 2013 the support level then gp-
plicable.

4.4. Nationd direct payments

Some candidate countries are aready granting CAP-like direct payments to their farmers.
However, upon accesson such nationa aids would be incompatible with the acquis on
date aidsin agriculture (see No 7 below) and could no longer be paid. Where the national
ads granted prior to accesson were higher than the CAP direct payments under the
phasing-in gpproach this could lead to economic problems for the farmers concerned.
Moreover, accesson would be made responsible for a reduction in agricultura income
support. To avoid these undesirable effects the new Member States should be given the

6



possibility to complement direct aid paid under a CAP scheme up to the totd level gppli-
cable prior to accession provided that the total support per scheme granted in a new
Member State does not exceed the level gpplicable under the same scheme in the existing
Member States. Such nationa top-ups would need to be approved by the Commission
according to appropriate procedures.

4.5. Smplified implementation of direct payments — trandtiona and optiond
45.1. Thestandard direct payments system

According to the common rules regulation (Council Regulation (EC) No 1259/1999) there
are dmost thirty direct payments which are made to producers under the Common Agri-
cultura Policy, with sx basic types of payment done in the Beef CMO. Againg this back-
ground, in the early years after on, a certain number of problems can be anticipated
as regards the implementation of direct payments, particularly if the candidate countries
face problemsto fully apply the Acquis on accesson:

Even once the adminigtrative structures necessary for IACS' are fully in place, there
are likely to be difficulties in controlling cross-sectora requirements (for example, use
of arable land and stocking dengities, suckler cow premia and milk production). In a
number of countries, the presence of informd land letting arrangements and semi-

ubsgtence farming will make it difficult to disinguish land and animas usad for mar-

ketable and non-marketable production.

The scope for errors and even irregularities could be relatively high since farmers would
be gpplying for the firg time, with no higtorica basis for comparison. This would be
compounded by the shift between different types of production encouraged by direct
payments (from potatoes to rye or from dairy to specialised beef production).

There will be many difficulties in determining and then processing the digibility of avery
large number of smdl clams. In most countries, a least hdf of the farms are less than
five hectares. Agricultural ministries will need to expend consderable effort to decide
which beneficiaries are entitled to aids, and those which are not. These adminidrative
problems would be accentuated by low levels of direct payments in early years. For
these smdl payments, adminigrative costs could be relatively high compared to the
amounts of aid concerned.

45.2. TheEU small farmers scheme

The smdl farmers scheme established by Council Regulation (EC) No 1244/2001 would
auffer from smilar problems, since it would be necessary to runiit in pardle with the stan-
dard schemes. Here the small farmers' scheme would add an additional burden to the cal-
culation and control of base areas and premiacallingsin afully operationa 1ACS system.

1

Integrated administration and control system for certain Community aid schemes established by Coun-
cil Regulation (EEC) No 3508/92 (OJL 355, 5.12.1992, p. 1).
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Moreover, the smal farmers scheme, based on the direct aids received during reference
years, is likely to encounter a number of implementation difficulties linked to the determi-
nation of payments. This would be an additiona task in the setting up phase. In practice,
application of the smal farmers scheme in the new Member States would require estab-
lishing virtud ad references and involve farmers submitting information about their produc-
tion in recent years (i.e. before accession) eligible for direct aids. This would be as admin-
igratively onerous and complex as the full scheme, at least in the early years. Furthermore,
there could be difficulties in running the scheme together with the full direct payments
scheme, particularly as regards control.

453. Asmplified approach

To avoid these problems the new Member States should have the option, instead of go-
plying the standard direct payments system, to grant direct payments during a limited pe-
riod in the form of a decoupled area payment applied to the whole agriculturd area. The
envelope for direct aids would be established in line with the percentages specified under
No 4.3. above, according to relevant CMO rules for each direct aid and on the basis of
the quantitative parameters specified in the relevant annexes to this paper. On the basis of
its tota envelope of direct aids and its utilised agriculturd area, an average area payment
would be calculated for each country.

All types of agriculturd land (defined as utilised agriculture area) would be digible for
the payment. There would be no obligation to produce. However, land should be
maintained in a manner compatible with the protection of the environment. The mini-
mum size of eigible areawould be st at 0,3ha

The approach should be optional. However, candidate countries which did not choose
the smplified system would be required to fully implement the standard system for d-
rect payments on accession in accordance with the relevant EU management and con-
trol rules. There would be no trandtiond periods for IACS implementation or other
CMO requirements concerning direct payments a la carte.

The smplified scheme would be available for three years, renewable twice by one
year. Controls of payments would be effected by a smple physica control of land,
through, in principle, the IACS sysem. At the end of the trangtiond period for the
samplified system, the new Member States would enter the regular system of direct in-
come support in the form then applicable.

The smplified option should not lead to a rdaxation in efforts to create well functioning
implementation structures. To this end, if the necessary management and control structures
are not fully in place or do not function properly a the end of the scheme's application
period the smplified scheme would continue to apply. However, the annud increase of the
direct payments rate under the above approach would be frozen until the problems are
solved.

It should be stressed that this Smplified system is not an dternative to IACS, but rather a
limitation of IACS gpplication in the early years to smpler arrangements for direct pay-
ments.



There are anumber of advantagesto this approach. Implementation would be smple, and
relatively easy to verify, reducing possbilities of irregularities. This would provide time to
consolidate in particular the IACS system for direct payments. At the same time it would
reduce adjustment effects: changes in support levels would be more homogenous and
pressures towards intengification and environmenta damage would be atenuated. During
the trangtiona period this would aso reduce the shift from potatoes into rye, or from
grasdand into cereds production. Findly, it would facilitate the access of smaler farmers
to EU funds

Production quotas and other supply management instruments
5.1. Hidoricd references

As regards production quotas (in particular for milk and sugar) and other supply manage-
ment instruments (e.g. arable crops base aress and individua and regiond premium cell-
ings for beef) the candidate countries have used rather heterogeneous judtifications for
their quantitative negotiating requests. In some cases, their requests are based on remote
reference periods in the pag, in others more recent periods are claimed with a margin for
further development of production. There are aso requests, which are not based on any
historica reference data smply referring to unused production potentials or reasonable
production levels.

In the EU Common Postions it has been daed that the quantitative reference levels
should be determined on the basis of past performance, i.e. “historica production figures
during a reference period to be defined”. However, the issue of which reference periods
should be chosen for the various instruments concerned was left open for being addressed
a alater stage of the negotiations.

On this issue it is the Commisson's view that historica references far back in the past
should not be accepted. This applies in particular to periods prior to the year 1990. Poli-
cies and generdl economic conditions in the second half of the 1980s were very different
from those, which preval today and will continue to preval in the foreseegble future.
Moreover, experience shows that the atistica data available from this period are often
not complete and solid enough to be used for the senditive purpose of quota fixing.

It does not appear to be appropriate either to use production references for the early
nineties. This period was largely characterised by the particular problems arisng from the
economic trangtion to a new market oriented system, i.e. in particular a Sgnificant decline
in production and cultivated aress.

It would thus be most gppropriate to determine agriculturd production supply manage-
ment instruments in the various sectors on the bass of most recent historica reference pe-
riods for which data are available, i.e. in the present context the time span from 1995 to
1999. This approach would be in line with the request made to the candidate countries in
the EU Common Pogtions to submit relevant production and other data for the years
1995 to 1999 (where available including 2000). There are sound arguments for using re-
cent periods for reference. First, statistics from the candidate countries for the recent pe-
riod are more reliable than those of the pre-transition period. Secondly, recent production



and consumption levels reflect the adaptation of production structures and consumer tastes
to more open markets and the introduction of WTO congtraints.

5.2. General approach

This approach does not imply that the above-mentioned five-year period would be used
uniformly for al schemes concerned. It should rather serve as the time frame within which
the most gppropriate reference period for each scheme would normaly be chosen. To this
end, it would be reasonable to follow the approach taken as regards the number or com-
bination of years concerned when the relevant scheme were established. The methods gp-
plied in previous accessions should also be considered. Where appropriate, another -
proach can be considered to take account of exceptiona conditions such as naturd dis-
aders or Sgnificant market disturbances.

5.3. Stidica data

As requested the candidate countries have supplied the Accesson Conference and the
Commisson with a consderable amount of Setigtical data on their historica production in
the various sectors and on other relevant ements. Such statistica data is required for the
determination of historica reference quantities in the framework of quotas and other sup-
ply management instruments. It should be noted, however, that in a number of cases and
for different measures such as beef premiums or direct sdes of milk the requested Statisti-
ca information has not been submitted ether in full or in part.

53.1. The Development of the Agricultural Satistics in the Candidate
Countries

The current process of harmonisation of gatistics in the Candidate Countries with those in
the EU isimportant for the improvement of the quality of agriculturd datigtics. The qudity
of officia statistics has substantialy increased in recent years”. However the quaity of EU
datistics has generaly not been reached yet, especidly in the area of livestock and milk
satigtics.

A harmonised agricultura census according to Eurodtat criteria, as a centra eement of
agricultura gatistics, has been carried out in the Czech Republic, Estonia, Hungary, Lat-
via, Sovakia, and Sovenia. The results are dready available for some countries. Cyprus,
Lithuania, Mdta, and Poland plan to carry out the survey in 2002 and 2003 so that results
could be expected for 2003 and 2004 (see Table 1).

The implementation of harmonised methods of, e.g., definitions, sampling, and trestment of
datawill certainly have a positive impact on the quaity of other surveys as well, especidly
for livestock and milk.

2

European Commission. Directorate General for Enlargement. Regular Reports on the Candidate Coun-
tries Progress towards Accession. Country Reports. (2001).
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Table 1: Harmonised Agricultura Censuses in the ten Candidate Countries

data collection com- planned data collec- (expected) full re-
pleted tion sultsavailable
Cyprus 2003 2004
Czech Republic 2000 - 2002
Estonia 2001 - 2002
Hungary 2000 2001
Latvia 2001 2003
Lithuania - 2003 2004
Malta - 2003 2004
Poland - 2002 2003
Slovakia 2001 2002
Slovenia 2000 2001

5.3.2.  Assessment of the Satistical I|nformation

The assessment of the data submitted by the candidate countries included (i) the check of
internal consistency, i.e. by establishing as far as possible market balances including the
relevant components of production, use, and foreign trade and (i) the check for external
consistency, i.e. cross-checks of the data with other data sources including EUROSTAT,
DG AGRI, and FAO. In a series of bilateral meetings with the Candidate Countries Statis-
tical questions have been raised and additiond information and clarification has been re-
quested.

The continuous process of in-depth andysis of the officid data provided by the Candidate
Countries has clarified the Satistical data and helped to achieve consstency and generdly
a so the completeness necessary for caculating reference quartities.

The established market balances for cereals, oilseeds and protein crops as well as for
sugar include area use, yidds, production, domestic use and foreign trade. The submitted
data and information have shown internal consstency as well as external consstency
with other satistical sources.

Livestock, daughtering, and milk statistics are generdly externally consistent, i.e. the pre-
sented data is comparable to the data of other Statistical sources. However, for a number
of countries the submitted data relevant for references for beef and suckler cow premiums
aswdll as the data to establish direct sales of milk are not ways complete. In the process
of establishing internal consstency, some estimates for the missing data on the bass of
officia data by Eurogtet, data by DG Agriculture, and FAO have been made.
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Specific datistical assessments per CMO and explanations of the estimates taken where
necessary are presented in the sector sheets attached to this paper.

5.4. Fixing of quotas and supply management ingruments

On the bagis of the criteria set out above and using, where possible, the statistical informe-
tion submitted by the candidate countries the Commission has established quantified rec-
ommendations for fixing the quotas and other supply management instruments for the can-
didate countries. The methodology followed and the quantities concerned are set out in
annexes 1 to 13 to this paper.

Rural development
6.1. Stateof Play

In the area of rurd development, contrary to most other Community policies, the candi-
date countries dready have the opportunity to gain experience in the desgn and imple-
mentation of a co-financed policy through the pre-accession insrument SAPARD?
(Council Regulation (EC) No 1268/1999).

SAPARD offers the candidate countries® a menu of 15 measures for programming pur-
poses compared to the 22 available under rurd development (Council Regulation (EC)
No 1257/1999). Of the 15 SAPARD measures 11 envisage the same objectives as the
corresponding measures under Regulation (EC) No 1257/1999, while four are specific to
SAPARD (see table below).

Of the SAPARD measures that the candidate countries have chosen to apply, the most
important ones tend to be related to their restructuring needs such as investments in agri-
culturd holdings and in processing and marketing, followed by rurd infrastructure and d-
versfication, athough the picture can differ by candidate country.

Given the short programming period of three years (2004-2006) until the end of the cur-
rent financia perspectives the new Member States will be faced with, it would seem log-
cd to try and build to the maximum on the experience gained with and the implementing
bodies set up under SAPARD. To be able to optimise the use of available Community fi-
nancing for rural development purposes the objective would be to have a flexible instru-
ment building on SAPARD and adapted to the needs of the new Member States.

It should thereby be taken into account that most of the new Member States will fal under
Objective 1 and that a large part of their rurd development measures, al the so caled
non-accompanying measures, will be integrated into their Objective 1 programming and
co-financed by the EAGGF Guidance section, according to the Structurd Funds financid
management and control rules (Council Regulation (EC) No 1260/1999).

3

4

Specia Accession Programme for Agriculture and Rural Devel opment.

Theinstrument is not applied in Cyprus and Malta.
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The four accompanying measures (early retirement, Less Favoured Areas/ Areas with En+
vironmental Regtrictions, agri-environment and afforestation of agriculturd land) will be
co-financed from the EAGGF Guarantee section. With the exception of agri- environment
which can be gpplied on a pilot scale under SAPARD, the other accompanying measures
will be new to the new Member States.

6.2. Specific needs
6.2.1. Differentiated appropriations

The financid operation of EAGGF Guarantee through non-differentiated gppropriations
could pose problems in view of the very short programming period, which leaves little
scope for a progressive implementation of measures. In particular the trestment of individ-
ud farmers dossers for early retirement when linked to farm restructuring and for agri-
environment because of its contractual nature take time. There would be a serious risk that
the new Member States would not be able to make full use of their rurd development e+
velopes under EAGGF Guarantee and lose alarge part of ther initid annua alocations.

To remedy this Situation the Commission proposes to use differentiated appropriations and
to make use of the financid implementation structure established for SAPARD, such as
the SAPARD agencies. Differentiated appropriations would alow more time between
commitments and payments than would be possble under Guarantee rules. The same
automatic decommitment rule of n+2 as that goplying to the Structura Funds (including
EAGGF Guidance) would be used.

6.2.2. Additional measures/adaptations

The co-financed accompanying measures only in part respond to the needs of the new
Member States, although early retirement could be important for the restructuring process
that the agricultural sector is undergoing in a number of the Candidate Countries. Severd
candidate countries face a bipolar farm structure, with many very smal holdings - often of
a subsistence type - on the one hand, and large (former state or co-operative) farm struc-
tures on the other.

In the category of smal holdings, the semi-subsistence farms®, which produce for own
consumption, but still market the larger part of their production, can potentidly evolve into
commercidly viable units. However, the marketed part of ther production will be chal-
lenged as the competitive pressures on the agricultural and food sector as a whole will in-
crease following accession.

To help ease rurd trangtion problems as the agriculturd sector and rura economy of the
new Member States are exposed to the competitive pressure of the single market the
Commission proposes to complement the range of possible actions under rurd develop-
ment by a specific measure for semi-subsstence farms. This measure should take the form

®  For examplein Poland national statistics suggest that the number of semi-subsistence farms in the size

category of 3to 15 hectaresis approximately 350,000.
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of aflat rate aid for semi-subsistence farms®.  Payment of the aid should be conditional on
submitting a business plan demondrating the future economic viability of the enterprise.
The temporary income support would serve to aleviate cash flow congraints and house-
hold income difficulties as further restructuring is undertaken to ensure the future of the
holding.

In addition to the semi-subsistence measure it would be gppropriate to retain under the
‘Guarantee differentiated appropriations financid instrument two of the four SAPARD
specific measures’, which appear to be particularly adapted to the needs of the new
Member States and which are not eigible for any structura fund. These would be the set-
ting up of producer groups (in as far as not covered under certain common market organi-
sations such as fruit and vegetables) and technical assstance for implementation of the
‘Guarantee’ cofinanced Rurd Development plans, which would help smooth the trangtion
from SAPARD to the rurd development acquis. The establishment and updating of land
registers would be digible for support under the European Regiond Development Fund,
while public invesments and strengthening of the adminidtrative structures for qudity, vet-
erinary and plant-hedth controls could be continued under the trangtion facility for inditu-
tion building®.

In view of the precise definitions and digibility conditions set out in Regulation (EC) No
1257/1999 that apply to individua rurd development measures (which have no pardld in
the regulations governing the interventions supported by the Structurd Funds), the Com-
mission proposes to adapt certain of the measures under this regulation and/or its imple-
menting rules, o as to alow support to be granted for extension and advisory services for
farmers beyond the phase of their setting up, in particular, to help with the introduction of
good farming practices’. Also the digibility conditions of certain messures such as invest-
ment aids should be adapted, on an exceptional basis for the new Member States in par-
ticular to take into account the potentia viability of semi-subsistence farms over the longer
term. In Objective 1 regions the adapted rural development measures such as investment
ads would be co-financed by EAGGF Guidance and integrated in the Structurd Funds

Definition and size limits to be set in the context of each country opting to apply the measure. The
maximum for the flat rate aid would be 750€.

These measures are:

— Improving the structures for quality, veterinary and plant-health controls, for the quality of food-
stuffs and for consumer protection;

— Setting up of producer groups;
— Establishment and updating of land registers;
— Technical assistance for the measures covered by the Rural Development plan.

Such a facility is proposed under No 3 (Internal policies) of the Commission’s Information Note on
Common Financial Framework 2004-2006 for the Accession Negotiations.

Non respect of good farming practices, which are to be defined in the RD plans, would make farmers
ineligible for the agri-environment measures and the less favoured area compensatory amounts.
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programming. For an overview of the Community funding sources for the different rurd
devel opment measures see attached table.

The Leader+ Community Inititiative will not be gpplied separately for the 3 year pro-
gramming period but can be integrated in the mainstream programme, in away to alow on
an appropriate scale the financing of locad action groups'®. The Leader+ type actions
would be EAGGF Guidance co-financed and integrated in the Objective 1 programming.

The cofinancing rete for the temporary financid ingrument and for EAGGF Guidance
should be up to 80% as currently applied for the cohesion countries. This would help dle-
viate the financia burden on the new Member States and facilitate the uptake of Commu-
nity funding.

In the design of their three year rurd development plans and of rurd development meas-
ures to be integrated in Objective 1 programming, the new Member States should be e
couraged to be sdective in their choice of measures, to bear in mind the growing impor-
tance of agri-environment and the financing needs for aress of high nature vaue and to
concentrate funding on main priorities and needs. Materialy the whole rurd development
acquis will apply with some tailor made ements, taking into account the specific needs of
the new Member States and the short programming period.

The implementing bodies for the rura development programmes co-financed from the
‘Guarantee differentiated gppropriations financia instrument should be the programme
management authorities in conjunction with the monitoring committees and the paying
agencies set up under SAPARD.

In order to alow the Candidate Countries to prepare themselves for the programming ex-
ercise, the Commission will, in due time, be able to provide for information purposes an
indicative distribution of the commitment gppropriations under the * Guarantee’ financid in-
strument. These indications will be determined in accordance with Article 46 (2) of Cou+
cil Regulation (EC) No. 1257/1999.

10

The measure would be mainly aimed at building experience with a Leader approach as the operational
time for the LAGswould be quite limited.
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Rural Development measures

1257/99 [ SAPARD
inv. agric. holdings art 4 art 2
young farmers art 8
vocational training art 9 art 2
early retirement art 10
LFA/AER art 14, 16
agri-environment art 22 art 2
marketing and proc. art 25 art 2
afforestation art 31 art 2
other forestry art 30, 32
land improvement art 33 art 2
reparcelling art 33
farm relief/management services art 33 art 2
marketing of quality ag. products art 33
basic services rural economy art 33
renovation villages art 33 art 2
diversification of agric. activities art 33 art 2
ag water resources management art 33 at?2
development agric. infrastructure art 33 art 2
tourism/crafts art 33
protection of the environment art 33
restoring ag. prod. potential art 33
financial engineering art 33
control structures quality, veterinary art 2
setting up producer groups art 2
land registers art 2
technical assistance art 2
total measures 22 15
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Community funding Rural Development new MS

_v "Guarantee" differentiated appropriations Gi?diﬁfe
| T::;?J:gm Outside Objective 1 Only Objective 1
1—
. 4 accompanying measures: + Investment in agr. holdings
« Early retirement + Young farmers
+ Less Favoured Areas + Training
+ Agri-environment + Other forestry
+ Afforestation agr. land + Processing and marketing
Il. Semi-subsistence farming support « Adaptation and development
of rural areas (art 33)
1. 2 SAPARD specific measures:
« Setting up of producer groups
+ Technical Assistance

State aidsin agriculture

The Candidate Countries currently apply a wide range of state aids in the agriculture sec-
tor. Againgt this background the EU Common Postions on Chapter 7 of June 2000 ex-
plicitly stressed that “dl state aid measures in the field of agriculture have to be brought in
line with the “acquis’ upon accession”.

7.1. Acguisinthefidd of agriculturd State aids

The acquisin thefidd of agricultura sate adsislaid down in Article 87 of the EC-Treaty.

Article 87 (1) states that “ Save as otherwise provided in this Treaty, any aid granted by a
Member State or through Member State resources in any form whatsoever which digtorts
or threatens to distort competition by favouring certain undertakings or the procedure of
certain goods shdl, in so far as it affects trade between Member States, be incompatible
with the common market.” Article 87 (2) and (3) set out what kind of State aids are (con+

Sdered to be) compatible with the Treety.

Under these provisons it is the Commission’'s respongibility to determine whether a State
ad is compatible with Article 87 (2) or (3). In this context the Commission has laid down
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its policy on the interpretation of these articles in various guiddines, frameworks and
communications.

In this respect State aid rulesin agriculture are characterised by the following specificities:

Article 36 of the EC-Treaty provides that the Tregty rules on competition shal apply to
the production of and trade in agricultural products only to the extent determined by the
Coundil. In practice, al the regulations establishing common market organisations pro-
vide for the gpplication of the State aid rules of Articles 87-89 of the EC-Treaty to the
products concerned. Only a limited number of products is not covered by common
market organisations and therefore not covered by the State aid articles (e.g.: con
sumption potatoes, honey, horsemest).

In the agriculture sector pecific guidelines have been established determining whether a
State aid is compatible with Article 87 (3) of the EC-Treaty. ™

Furthermore, current State aid control in the agriculture sector in the Candidate Countries
has a different legal basis from most of the other sectors of the economy. Via the Europe
Agreements the State aid articles 87-89 EC apply dready now in the Candidate Coun+
tries. However, State aids in the agriculture sector have been excluded from faling under
State aid control (see for instance the Europe Agreement with Poland Art. 63(1) iii).

7.2. Bigingad

Council Regulation (EC) No 659/1999% lays down the rules for the application of the
State aid procedures. In the context of enlargement the difference between procedures for
exiding ad (Article 1b), new ad (Article 1c) and unlawful aid (Article 1f) isimportant.

After accesson, dl new Member States will be required to notify State aids to the Com-
mission before the ad is being granted (new ad). If ad is granted prior to the Commis-
sgon's authorisation, this aid is consdered unlawful. If the Commisson congders such ur
lawful aid to be incompatible with the Treety, the aid has to be recovered (see Article 14
of the above regulation).

However, the Commission cannot order the recovery of aids exigting at the time of acces-
gon. If the Commisson consders such aids no longer compatible with Articles 87-88 EC,
appropriate measures have to be proposed in accordance with Article 18 of the above
regulation.

In order to explicitly classfy certain ads as existing aid and to have an overview of dl
State aids in the new Member States, Article 144 of the Act of Accesson for Austria,
Finland and Sweden provided for the possbility to lis a number of existing agricultura
ads in the last accession round. Article 144 gated that “In the field of the aids provided
forin Articles 87 and 88 EC:

' See amongst others: Community guidelines for State aid in the agriculture sector, OJ C 28, 1.2.2000, as

amended by OJ C 232, 12.8.2000.

2 QJL 83,27.3.1999.
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a) among the aids gpplied in the new Member States prior to accession only those com-
municated to the Commission by 30 April 1995 will be deemed to be ‘exiging’ aids
within the meaning of Article 88 (1) EC

b) exising ads and plans intended to grant or dter aids, communicated to the Commis-
sion prior to accession, shdl be deemed to have been notified on the date of acces-
son.”

Audtria, Finland and Sweden handed over detailed information of the State aid measures
they wanted to maintain before 30 April 1995. These measures were accepted as existing
ads.

The incdluson of Article 144 then created clarity for the beneficiaries of the ad, the new
Member States concerned, and the Commission. Therefore, it could be considered to in-
clude provisions smilar to Article 144 of the previous Accesson Treaty in the Act of Ac-
cession under negotiation. This would oblige the new Member States to hand over, within
4 months after Accession, detailed information** concerning &l the State aid measures that
are to be considered exigting aid.

The number of aid measures listed by up to 10 new Member States would make it Sgnifi-
cantly more difficult to examine dl the measures in detail. To avoid a Stuation, in which
State aids that have not yet been examined by the Commission would continue to exist for
alonger period of time, a specific clause could be introduced in the agricultura chapter of
the Act of Accesson. The new provison on State aid in the Act of Accesson would thus
provide that in the field of the aids provided for in Articles 87 and 88 of the EC Treaty:

(8 among the aids applied in the new Member States prior to accesson only those com-
municated to the Commission by the end of the fourth month from the date of accesson
will be deemed to be 'existing' aids within the meaning of Article 88 (1) of the EC Treaty
until the end of third year from the date of accesson. The Commission shal publish aligt of
such ads. This provison shal be without pregudice to the procedures concerning existing
ad provided for in Article 88 of the EC Tresty;

(b) the new Member States shdl amend any aid deemed to be existing in accordance with
paragraph (a) in order to conform with the guidelines applied by the Commission by the
end of the third year from the date of accession at the latest;

() exiging ads and plans intended to grant or dter aids, communicated to the Com-
mission prior to accession, shdl be deemed to have been communicated or notified on the
date of on.

13

Including the legal basisfor the measure.
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7.3.  Specific requests from Candidate Countries

Almogt dl Candidate Countries have indicated certain State aid measures after accession.
However, mogt of these measures seem to be in line or will be adjusted to the acquis in
thisarea. There are two requests for derogations:

Cyprus wishes to continue its subsidy policy on irrigation water. Furthermore, Cyprus
wishes to mantan cetan annud subsdies to wine  producers.

In both cases it would not be possble to alow such derogations. There are no specific
problems in Cyprus that would justify a different treatment from the trestment received
by farmersin Spain, Greece or Italy.

Hungary has requested a specid provison authorisng the granting of nationd aids in
case of serious difficultiesto be inserted in the Act of Accession.

Accepting the request would deprive the Commission of the possibility of ensuring that
there is conastency and coherence between the Commisson's policy in respect of the
control of State aid and the support which is granted under the Common Agriculturd and,
in particular, rurd development policy.

Stocksof agricultural productsin the new Member States
8.1. Problem

In the framework of the accession negotiations Poland has raised requests in relation to
the taking over by the Community of stocks existing at the date of accesson and bought-in
under Poland's own intervention policy (cereds, butter, milk powder and besf). Although
the issue was only raised by one Candidate Country in its negotiating positions it is of gen-
era relevance and, therefore, needs to be addressed for al Candidate Countries. In the
EU Common Pogtion of 24 July 2001 it was Stated, therefore, that the issue of existing
stocks would be dedlt with horizontaly.

Asin previous enlargement rounds the issue of stocks of agricultural products held in new
Member States at the date of accession needs to be addressed under two different &
pects:

the taking over of public stocks by the Community
ad

the trestment of stocksin free circulation, in particular where these stocks would ex-
ceed the level of norma carry-over stocks.

The arrangements to be developed should avoid market disturbance resulting from uncorn-
trolled release of stocks on the Community market. In particular it should be avoided that
the Community has to bear storage and marketing codts for stocks artificialy accumulated
in the Candidate Countries prior to accesson.
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8.2. Envisaged gpproach

Regarding the current enlargement negotiations the issue of agriculturd stocks should be
addressed taking account of the experience gained from previous accessions, in particular
that of Austria, Finland and Sweden and the accession of Spain and Portugal. The solu-
tions found in the context of the German unification should aso been taken into consdera-
tion.

Relevant provisons were laid down in Article 145 of the Act of Accesson for Audtria,
Finland and Sweden and in Articles 86 and 254 of the Act of Accession for Spain and
Portugd. The provisions established for German unification are Articles 6 and 7 of Council
Regulation (EEC) No 3577/90.

8.3. Public stocks

“Public stocks’ should be defined as stocks resulting from the market-support policy of a
Candidate Country. Such public stocks would be taken over by the Community at avaue
resulting from Article 8 of Regulation (EEC) 1883/78 on the generd rules for the financing
of interventions by EAGGF, i.e. the foreseeable disposa price for intervention products.
With a view to ensuring compdtibility of the stocks to be taken over with the rules of the
EU public sorage schemes, the stocks of new Member States should only be eigible on
condition that there is public intervention in the Community for the product concerned and
that the stocks concerned meet the rlevant EU intervention requirements (Community re-
quirements or, if provided for in the accesson negotiations, specific requirements agreed
for intervention in the New Member State concerned). To set out the above arrangements
as precisaly as possble the relevant provison in the Act of Accession should be designed
aong thelines of Article 6 of Regulation (EEC) No 3577/90.

The Commission sarvices are currently carrying out an inventory of the systems exigting in
the Candidate Countries for public storage.

8.4. Stocksin freecirculation

Any stocks (private as well as public) in free circulation in a new Member State exceeding
the leve of what can be consdered as normad carry-over of stock would have to be eimi-
nated at the cost of the new Member States. This exercise, would in principle concern
products for which export refunds or intervention measures apply.

The leve of norma carry-over sock should be determined for each product in the light of
the criteria and objectives specific to each common market organisation. This does not
exclude to take account of particular effects on these stocks caused by the trade liberali-
sation between Candidate Countries and the EU. In this context Candidate Countries
would be requested to supply baance sheets for the products concerned, indicating nota-
bly production, import, consumption and export as well as the resulting beginning and
ending stocks over a series of successve years.

Moreover, the new Member States would have to carry out a survey of the stocks exist-
ing a the date of accession.
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The financid consequences of the eimination of quantities of products which would be
considered to exceed normal carry-over stocks could be based on aflat-rate eval uation of
their disposal cost e.g. bases the average rate of export refund during a certain period, as
done in the last accesson exercise. The amounts thus to be charged would be set-off in
the framework of the financing system of the EAGGF, Guarantee Section.

To avoid digtortions on the internal market from public stocks not taken over by the EU,
the placing on the market of these stocks should be dedlt with by appropriate trangtiona
Measures.

The Commission should be authorised to implement and gpply the arrangements outlined
above.

8.5. Security stocks

As in past accessons, security stocks should be disregarded for this exercise, assuming
that they will be maintained during a certain period after accesson. Even though these
stocks could be refreshed, this would not create an additional burden for the Communities
budget. Furthermore, one should note that Member States are not obliged to supply i
formation the disclosure of which they condder contrary to the essentid interests of its &
curity (Article 296 of the EC Treaty). However, to avoid digtortions on the interna mar-
ket, the placing on the market of these stocks should be dedlt with by appropriate transi-
tiona measures.

8.6. Speculative transactions

In the current negotiations Poland, the Czech Republic and Slovakia requested an import
safeguard clause in order to be able to avoid disturbance at their market due to excessive
imports from the EU. In the EU Common Pogtion for these countries it was stated that
possible market disturbances due to trade deflection resulting from abusive operations ex-
ploiting differing trade conditions before and after accesson should not be dedt with by
safeguard measures but, in a precautionary manner, by taking appropriate measures pref-
erably before accesson based on a trangtion clause smilar to Article 149 of the Act of
Accesson for Austria, Finland and Sweden. In particular, the EU accepted to address the
risk of deflection of trade due to the candidate's accession, where necessary, through tran-
Stional measures to be decided before accession under the appropriate procedure.

It would be gppropriate to ded with this issue by provisons smilar to those of Commis-
son Regulation (EC) No 3108/94 on transitionad measures adopted on the account of the
accession of Ausdtria, Finland and Sweden in respect of trade in agricultura products (no-
tably providing rules for import and export transactions ongoing at the moment of acces-
sion and for taxation of the holders of surplus stocks).

WTO aspects

The currently applicable WTO arrangements for agriculture and, in particular, the Agree-
ment on Agriculture have been established in the framework of the Uruguay Round and
have been in force snce 1.1.1995. In the meanwhile the Minigeria Conference in Doha
decided in November 2001 to launch a new WTO round and to incorporate into it the

negotiations on agriculture which had dready been mandated in the conclusions of the
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10.

Uruguay Round. According to the negotiating timetable adopted in Doha, WTO members
are required to table their draft schedules in the course of 2003 and the negotiations
should be closed by the end of 2004. This implies that there will be a period when the
WTO obligations of an enlarged Community will be based upon a merging of the current
obligations of the existing Community and those of the candidate countries and then sLb-
sequently our obligations will depend on the outcome of the current round of WTO nego-
tigions.

The direct payments approach outlined in this paper could be realised under the currently
gpplicable WTO arrangements. Since most of the CAP direct payments are covered by
the blue box their gradua introduction would not affect the EU’s AMS reduction commit-
ments. The same would gpply if the new Member States chose to grant direct payments
through the smplified system. As regards the amber box relevant internal support granted
for the new Member States, the headroom under the EU’s AM S appears to be sufficient.

Both the AMS reduction commitments and the blue and green box arrangements will be
subject of the agricultura negatiations in the new WTO round the outcome of which can-
not be predicted in detail. It should be noted, however, that the Commission’s recommen-
dations for direct payments, quotas and other supply management measures have been
designed 0 as to be in line with the EC comprehensive negotiating proposal which was
adopted by the Agricultura Council on 20./21.11.2000, in particular, as regards the re-
duction of the Community’s AMS and the retention of the concept of the blue and green
boxes.

Following enlargement, negotiations under Article XXIV:6 of GATT 1994 should take
place.

Budgetary assessment

On the basis of the approaches outlined in this paper for implementing and applying the
CAP and its instruments in the candidate countries after accesson the Commisson has
edablished the following provisona estimate of the EU agricultural expenditure resulting

from enlargement.

In accordance with the gpplication period of the Berlin agreement of the European Council
and the Interingtitutional Agreement of 6 May 1999 on budgetary discipline and improve-
ment of the budgetary procedure, this provisiona estimate covers the time until 2006. In
contrast to the Berlin agreement, however, it is based on the assumption of up to 10
countries joining the EU in 2004, indluding the entireidand of Cyprus.

As shown in greater detail in the Commisson’s Information Note on the Common Finan-
cial Framework 2004-2006 for the Accession Negotiations, the estimated costs e
lated to enlargement, including agriculturd expenditure, can be accommodated within the
Berlin agreement:
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A: Commitments

mio € - 1999 prices

2004 2005 2006]|
Total direct payment p.m. 1173 1418
Market expenditure 516 749 734|
Rural development 1532 1674 178]]|
TOTAL 2048 3596 3933"

B: Payments mio € - 1999 prices

2004 2005 2006
Total direct payment p.M. 1173 1418|
Market expenditure 516 749 734
Rural development 748 1187 1730)
TOTAL 1264 3109 3882”

10.1. Direct payments

The cogt of direct payments includes expenditure for al the measures listed in the annex to
Council Regulation (EC) 1259/1999. The estimates given here have been based on the
gpproach outlined in this paper and, in particular, on the percentage steps foreseen for the
years 2004 to 2006. Given that according to CAP rules most direct aids may be paid to
farmers only after 15 October the direct payment expenditure to be borne by the 2004
budget can be assumed to be close to zero.

The dairy premium, as decided in Agenda 2000, will be introduced progressively from the
2005-marketing year, in three steps of 1/3, 2/3 and 100% of the full premium. Conse-

quently the dairy premium will first appear in the 2006 budget. In line with the standard
approach determined for al sectors, producers in the candidate countries would receive a
St percentage of the aid granted in the EU15. This amount has been included in the tables
above.

24



Direct payments by main sectors mio € - 1999 prices

2004 2005 2006
Arable crops 861 1014
Beef 254 299
Dairy 38
Tobacco 34 40
Other 24 27
TOTAL p.m. 1173 1418

The arable crops sector is the most important. In budgetary terms, the arable sector ac-
counts for nearly 75% of dl direct payments in 2005 and dightly less in 2006 when the
budgetary impact of the dairy payments will begin. The beef sector is the second most im+
portant accounting for more than 20% of al direct payments.

10.2. Market related CAP-expenditure

The market related CAP-expenditure presented in this document is based on baance
sheets for the different sectors and projections made by the services of the Commission up
to 2006. To make the budget estimates it has been necessary to make assumptions on
world market prices, $€ exchange rate and market development interndly as well as ex-
ternally. Based on these dements the total cost has been estimated at 843 Mio € annudly
(current prices). Since the 2004 budget will only have to cover expenditure incurred from
1% January until 15 October of that year, rather than a full 12-month period, the 2004
budgetary cost has been estimated at roughly 65% of the full amount for afull budget year.

The Commission will keep these estimates under review.
10.3. Rurd development

Rura development expenditure has been based on the Berlin estimates for payments gp-
propriations shifted from 2002, 2003 and 2004 to 2004, 2005 and 2006 respectively,
adjugted for the increase from 6 candidate countries to 10. In order to permit full utilisation
of the rural development dlocations during the period 2004 to 2006, the rurd develop-
ment measures will be implemented through differentiated appropriations.

On this bas's, the corresponding commitment gppropriations estimates have been made
on the assumption that payments as established above will result from a 3-year implemen-
tation of commitments at an annua rhythm of 35%, 45% and 20%. For the year 2004 an
advance of 12.5% is dso taken into consderation.
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mio € - 1999 prices

2004 2005 2006
Commitments 1532 1674 178]J|
Payments 748 1187 1730
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Sector sheets:

1 Arable crops:

2 Rice

3 Potato Star ch

4 Dried fodder

5 Sugar
6 Fibres
7 Oliveail

8 Processed Fruit and
Vegetables

9 Bananas
10 Tobacco
111 Milk
11.2  Milk
11.3 Milk
12 Beef

13 Sheep meat

Annex to | ssues Paper

(i) establishment of base area

(ii) establishment of reference yield

(iii) establishment of eligibility of land for direct
payments

(iv) establishment of durum whesat area

(i) establishment of base area
(ii) area payment based on national average yield

Establishment of production quota
Establishment of National Guaranteed Quantities

(1) fixing of sugar production quotas
(i) fixing of isoglucose quotas

Aid for processing of straw and hemp grown for fibre
Establishment of National Guaranteed Quantities
National and/or Community thresholds/guaranteed
Community areafor processing aid

Establishment of maximum quantity for compensation
for income loss

Establishment of production quota

Milk quota scheme

Granting of direct payments/dairy premia
Fat content of drinking milk

(i) Additional payments

(1) Slaughter premium

(i) Specia premium

(iv) Suckler cow premium

(i) Ewe premium; ceiling determination
(i) Additional payments, global amounts



Sector sheet 1

Sector: ARABLE CROPS

Measure: () Establishment of Base Area

L egal Basis: Council Regulation (EC) No. 1251/1999, Article 2*
l. Background

Council Regulation (EC) No 1251/1999 egtablishes a system of area payments for producers
of arable crops. A regiona base area must be established for each Member State, based on
past production of the relevant crops. If the total igible clams exceed the base areg, then dll
clams are reduced proportionaly.

The regulation introducing direct payments for arable crops, adopted in 1992, states that the
time period to be used for the establishment of the base areas for Member States should be the
years 1989, 1990 and 1991. In the previous enlargement, Austria, Sweden and Finland aso
had their nationa base areas set using the average of these years. At the time, this was the most
recent reference period available.

. Approach chosen

In line with the approach on higtoricd quantitative reference levels st out in paragraph 5.2 of
the Issues Paper, the average of the years 1997, 1998 and 1999 (the three most recent years
for which dataiis available) would be the most appropriate to determine the arable base area for
each candidate country.

[11.  Quantified Commission Position

The data provided have been compared with other statistical sources Eurostat). No wide
divergences have been found.

The table below shows the base area which would be fixed for each candidate country when
the method described above is gpplied to the atistica information submitted to the Accession
Conference by the Candidate Countries.

1 QJL 160, 26.6.1999



Candidate Country Recommendation for Base | Candidate' s Request (ha)
Area (ha)

Cyprus 54,098 89,183
Czech Republic 2,221,844 2,401,845
Egonia 387,233 650,000
Hungary 3,553,200 3,653,353
Lavia 484,700 753,000
Lithuania 1,336,233 1,355,000
Malte’ 4,500
Poland 9,207,667 9,248,000
Sovakia 1,011,627 992,000
Sovenia 94,192 150,000
Tota 18,354,258 19,296,881

For the mgjority of countries, the use of the years 1997-1999 gives results very close to the
candidate countries requests. The exceptions are Estonia, Latvia, Cyprus and Slovenia, where
the requests received are sgnificantly higher than the base area caculated according to the
recommended method.

The firgt two of these countries have asked that the large area of agriculturd land which is
currently lying falow should be included in their base area. This pogtion has been rejected,
since the land has not been fdlowed under a dautory scheme, as foreseen by Council
Regulation (EC) No 1251/1999.

Cyprus has indicated that ‘the year 1997, with very low rainfall, was characterised as the worst
year on record for agriculture. Thus there may be grounds for the reference period for Cyprus
to be adjusted to take account of exceptiona circumstances. Cyprus has also requested that
cereds grown in pure stands, or as mixtures with other crops, and used for forage (either
grazed or as hay) should be included in the base area.  This position has been rejected, since
the products concerned do not correspond to the definition of EU legidation, and so these areas
have been excluded from the caculation of the base area recommendation.

2 Maltahas not yet provided the Accession Conference with any statistical data on arable crops. On the

basis of EUROSTAT datafor 1999, which isthe only year currently available, a base area of 3,464 would
result.




Sovenia has based its request not only on past production, but has aso taken into account the
restructuring process and the need to prevent abandonment of agriculturd land in order to
achieve agri-environmenta and rurd development objectives. These additional congderations
do not however form part of the Commisson's reasoning, and therefore the recommendation
made for the base area for Soveniais based soldly on past production, in line with the generd
approach adopted for all sectors.

It should be noted, however, that in accordance with Article 9 of Council Regulation (EC) No
1251/1999, the base areas of the future Member States will be established by the Commission
following the management procedure.



Sector: ARABLE CROPS

M easur e: (i) Establishment of Reference Yield
L egal Basis: Council Regulation (EC) No. 1251/1999, Article 3°
l. Background

Council Regulation (EC) No 1251/1999 establishes a system of area payments for producers
of arable crops. The standard area payment for each Member State is calculated by multiplying
the fixed payment (63€/tonne”) by the ceredl reference yield established for the Member State
concerned.

The above regulation explicitly states that the time period to be used for the establishment of the
reference yields should be the average of the median three years of the five year period 1986/7
to 1990/91. In the previous enlargement, Austria, Sweden and Finland aso had their reference
yields set usng these years. At the time, this was the most recent reference period available.

. Approach chosen

In line with the approach set out in paragraph 5.2 of the Issues Paper, the average of the
median three years of the period 1994/1995 - 1998/1999 (the five most recent years for which
data is available) would be the most appropriate to determine the appropriate reference yield
for each candidate country.

Reference yidds caculated using a recent reference period are for the most part consderably
lower than those caculated using the earlier years stated in the regulation. Candidate countries
clam that these low yields do not reflect their production potentid. However, thisis not avaid
argument for increesng the reference yield, as the current EU15 average yidd is aso
consderably higher than the reference yidd.

[11.  Quantified Commission Postion

The data provided have been compared with other atistical sources (Eurogtat). No anomalies
have been found.

The table below shows the reference yield which would be fixed for each candidate country
when the method described above is applied to the datistica information submitted to the
Accession Conference by the Candidate Countries’.

5 QJL 160, 26.6.1999

Agenda 2000 introduced progressive adjustments for some crops, but by the 2002/3 marketing year, the
paymentsfor all cereas, oilseeds, linseed, flax and hemp will be 63 €/tonne.

Malta has not yet provided the Accession Conference with any statistical data on arable crops. On the
basis of EUROSTAT data for 1999, which is the only year currently available, Malta would have an
averageyield of 3.47 t/ha.



Candidate Country Recommendation for | Candidate sRequest  (t/ha)
Reference Yield (t/ha)

Cyprus 1.88 2.45
Czech Republic 4.18 4.20
Egonia 1.77 3.50
Hungary 4.26 5.04
Lavia 2.03 3.59
Lithuania 2.27 3.50
Mata Not quantified
Poland 2.96 3.61
Sovakia 4.16 4.99
Sovenia 531 6.12

It should be noted, however, that in accordance with Article 9 of Council Regulation (EC) No
1251/1999, the reference yields of the future Member States will be established by the
Commission following the management procedure.




Sector: ARABLE CROPS

M easur e: (i) Egablishment of digibility of land for direct
payments

L egal Basis: Council Regulation (EC) No. 1251/1999, Article 7°

l. Background

The limit for arable area payments is set at regiond (nationd) level, and individua producers
have the possbility to increase the area of digible crops they grow by usng al land thet is
classed as digible for this purpose. However, if the regiona base area is exceeded, then dl
clams are proportionately reduced. The definition of digible land is therefore more sgnificant in
determining the total production of arable crops, than isthe base area. Establishing the digibility
of individud land parcels is dso important in order to avoid abuse of the set-aside rules on
margind land.

. Approach chosen

Article 7 of Council Regulation (EC) 1251/1999 dtates that applications for payments may not
be made in respect of land that on 31 December 1991 was under permanent pasture,
permanent crops or trees or was used for non-agriculturd purposes. If the principles of the
acquis were to be followed exactly, a date should be chosen on which to make the same
assessment of digibility.

In line with the genera approach, the recommendation is to select 31% December 2000 as the
date on which to gpply the current definition of digible area.

However, uncertainty about the distribution of past land use and the unrdiability of registers,
does make digibility of individud parcels on this date hard to establish in the candidate
countries.

Therefore, in order to achieve a more rigorous application of the concept of digible land, in
cases where a candidate country can demondirate that there is gppropriate justification, an
dternative date, which would lead to more reliable implementation and control of the arable
scheme could be considered. For example, if a country has timetabled completion of a Land
Parcd Identification System by June 2002, this would provide reliable data on parcd eigibility
and therefore could be a more appropriate date to select.

®  QJL 160, 26.6.1999



Sector: ARABLE CROPS

M easure: (iv) Egtablishment of durum wheat area
Legal Basis: Council Regulation (EC) No. 1251/1999, Article 5’
l. Background

Council Regulation (EC) No. 1251/1999 provides for two specific aids for the production of
durum wheset in order to ensure a durum wheet production level which is sufficient to supply
user industries and in order to safeguard a certain level of production in those regions where the
production of durum wheet iswell established.

The firgt of these aids concerns a supplement to the area payment pad for the area down to
durum whest in traditiona production zones (“traditional durum whest aid”).2 The second aid
concerns a specid ad per hectare for the production of durum whegt in regions where durum
whest iswell established (“well established durum whest”).?

The ad for the production of “traditiona durum wheat” islimited to certain regions that are
mentioned in Annex |1 to Council Regulation (EC) No. 1251/99. Per Member State a
maximum areathat may be digible for the “traditiona durum wheset ad” isfixed in Annex |11 of
that regulation.

“Wdl| established durum wheat” can adso only be grown in certain delimited regions. Again, per
Member State limits have been set that fix the maximum area thaet may be digible for the “well
established durum wheet aid”.

The current attribution of the maximum guaranteed aress in recapt of the “traditional durum
wheeat ad’ and in receipt of the “wel established durum wheat aid” was based on specific
criteria. Generdly speaking three types of criteria have been used:

the durum wheat concerned should be produced in view to be used as the raw materia for
pastal semolina production (qudity criterion);

durum wheat should be an important cered crop in the region concerned (importance
criterion);

durum wheat should have been produced during a certain period of time (tradition of
cultivation criterion)

" OJL 160, 26.6.1999
8 The“traditional” aid amountsto an additional 344.50 €/ha.

®  The“well established” aid amounts to an additional 138.90 €/ha.
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. Approach chosen

In line with the criteria above and with the gpproach set out in paragraph 5.2 of the Issues
Peaper, it would be appropriate to apply the following criteria to establish durum whest areas for
the Candidate Countries:

The specid ads should only concern durum wheat to be used for pasta production.
Glasness (vitreous aspect) of the grain mainly determines the suitability for pasta production.
Therefore, a criterion could be introduced that the glasiness of the variety grown should be
higher than 73% to be digible for both the “traditiona durum wheat ad’ and the “well
established durum wheet ad”.

A period of approximately 20 years should be taken as the minimum period in which durum
wheat has been grown to qudify for the “traditiona durum wheet ad’ and the “well
established durum whest aid.”

The criterion concerning the importance of durum whest should be interpreted as follows:

to be digible for the “traditional durum wheet aid” the area under durum wheet production in
the region concerned should be at least 2% of the area under dl cered production in this
region.

If dl conditions are met the Candidate Country concerned should be considered eligible for the
“traditiond durum wheat ad’. If only condition 1 and 2 are met, the Candidate Country
concerned could be digible for the “wel established durum wheet ad’. In both cases the
average area under durum wheat over a recent three year period could be digible for support.

In line with the reference years used to determine the base area for arable crops, areference
period of 1997-1999 should be used.

1. Quantified Commission Position

The data provided have been compared with other statistical sources (Eurogtat). No anomalies
have been found.

Only Cyprus, Hungary and Sovakia requested durum whegt aids. The proposed dlocation of
durum whesat aids is based on the assumption that these countries will provide the necessary
information to show that the conditions as mentioned above are met. Currently the Commission
does not possess such information. As stated above, if Cyprus, Hungary and Slovakia can
demondrate that &l three conditions are met, the attribution of traditional durum whest aid could
be envisaged.

If Cyprus, Hungary or Sovakia were to be attributed a “traditional durum whest ared’, Annex
I — Tradiona production zones for durum whest - and Annex 111 — Maximum guaranteed areas
in recaipt of the supplement to the area payment for durum whest - of Council Regulation (EC)
No 1251/1999 would have to be amended. If Cyprus, Hungary or Slovakia were to be

attributed the “well established durum whesat ad’, Annex IV — Maximum guaranteed aress in
8



receipt of the pecia aid for durum whesat — of Council Regulation (EC) No 1251/1999 would

have to be amended.
Candidate country Traditiona durum whest ad Well-established durum whest
ad
request (ha) proposa (ha) |request (ha) proposa (ha)
Cyprus 15,000 0 5,883
Hungary 15,000 50,000 11,015
Sovakia 5,000 0 4,717




Sector sheet 2

Sector: RICE

M easures: Establishment of (i) base area (ii) area payment based on
national averageyield

Legal basis: Council Regulation (EC) No 3072/95, Article 6.

l. Background

Whereas in the European Community rice is grown in five Member States (France,
Greece, Italy, Portugal and Spain), out of the ten candidate countries for whom posi-
tionsare being proposed rice is grown only in Hungary.

The scheme of compensatory payments in the rice sector was introduced in 1995 and
has no fixed duration (Council Regulation (EC) No 1667/2000). It is based on the
following two elements that have been established for all rice producing countries:

- a nationa base area, representing the maximum area for which payments can be
made in a Member State

- an area payment, expressed in euro per hectare. The level of the area payment is dif-
ferentiated between Member States to reflect differencesin rice yields. National aver-
age yields therefore have to be calculated for each Member State and form a central
element for calculating the level of the area payment.

The line on historical quantitative reference levels now proposed by the Commission
is set out in paragraph 5.2 of the Issues Paper.
. Approach chosen
(i) Basearea
Methodology in generd

The line taken by the EU to date in the accession negotiations is that quantification
of supply management instruments for the candidate countries should be deter-
mined on the basis of past performance during a recent reference period. For ex-
isting Member States, the base area was established on the basis of the most recent
year for which statistics were available.

Choice of actual reference period

On this basis the base area for Hungary should be equal to the area sown to rice in
the most recent year for which production statistics exist, i.e. the year 2000. The

1oJL 329, 30.12.1995



statistical data submitted by Hungary on the area sown to rice has been checked
and can be considered consistent with other sources. The Commission, therefore,
does not see reasons to exclude them in determining the national base area.

(i) Area payment
Methodology in general

For each Member State, the level of the area payment has been calculated by mul-
tiplying the payment per tonne, expressed as euro per tonne, by the national aver-
age yield, expressed as tonnes per hectare.

The payment per tonne is 52.65 euro — this being the difference between the inter-
vention price in 1996/97 and the intervention price in 1999/2000 (and subsequent
years).

The national average yields were fixed for each Member State, according to the
higher of two options. either the average of three years during a recent five year
period (1990/91 to 1994/95), with the exclusion of the year with the highest yield
and the year with the lowest yield or the average of the three years 1992/93,
1993/94 and 1994/95.

Choice of actua national average yields

National average yields have to be calculated for the candidate countries. Supply
management instruments for the candidate countries should be determined on the
basis of past performance during a recent reference period. This approach isin line
with the approach the European Community had chosen in 1995 in the rice sector
for fixing the national average yields for its Member States.

On this basis, national average yields should be the higher of two options. either
the average of three years during a recent five year period (1996/97 to 2000/01),
with the exclusion of the year with the highest yield and the year with the lowest
yield or the average of the three years 1998/99, 1999/00 and 2000/01.

The statistical data on rice yields submitted by Hungary has been checked and can
be considered consistent with other sources. The Commission, therefore, does not
see reasons to exclude them in determining the national average yield.

[1l.  Quantified Commission position
Base area and retiona average yield
The described approach would lead to setting the national base area for Hungary at
3,222 ha compared to 18,000 ha as requested and to using a national average yield

for Hungary of 3.10 tonnes per hectare. (Hungary has not requested a specific re-
tional average yield).



Level of area payment

Hungary has requested a payment of €340 per hectare. On the basis of a payment
of € 52.65 per tonne and a national average yield of 3.10 tonnes per hectare, the
full area payment would be 163.215 euro per hectare.

The amount per hectare payable in Hungary would be fixed according to the go-
proach described in paragraph 4.3 of the Issues Paper.



Sector sheet 3

Sector: POTATO STARCH

Measure: Establishment of production quota

Legal basis. Council Regulation (EC) No 1868/94, Article 2
l. Background

Council Regulation (EC) No 1868/94 limits the production of potato starch, sets ra-
tional quotas and an aid to undertakings producing potato starch for the quantity of
potato starch up the quota limit. Council Regulation (EEC) No 1766/92 provides, un-
der the same limit, for an aid to the producers of potatoes intended for the manufac-
ture of potato starch.

Quotas in the current Member States are based on historical production figures. The
average recent (three year)? production was taken as the basis for derivation of the
national quota.

In the previous accession round quotas were derived from a single year shortly before
accession since using the same reference period as used for the Member States would
not be representative®.

. Approach chosen
In line with the approach on historical quantitative reference levels set out in para-
graph 5.2 of the Issues Paper, the average of arecent three-year period should be

taken to determine the rational quota for the Candidate Countries.

Since the most recent three-year period for which data are available should be taken, a
reference period of 1997-1999 should be used.

The data provided have been compared with other statistical sources (Eurostat). No
anomalies were found.

OJL 197, 30.07.1994
see recitals of Council Regulation (EC) No 1868/94.
see recitals of Council Regulation (EC) No 1863/95.



1. Quantified Commission position

Candidate Country Requested quota Proposed total quota
tonnes tonnes
Cyprus no request 0
Czech Republic 45,000 16,967
Estonia 10,000 250
Hungary no request 0
Latvia 15,000 3,447
Lithuania 8,500 700
Malta no request 0
Poland 260,000 90,546
Slovakia no request 0
Slovenia 2,800 0

In all cases the proposed quota allocation is substantially lower than the requested
quantity. The difference results from the difference of basis to determine the guaran-
teed quantity. The Candidate Countries refer to production before 1990, production
potential, and the wish to develop activities in this subsector. Recent potato starch
production levels are rather low in comparison

Quota application

When determining the quota for Germany, the Council took into account production
resulting from investments irreversibly undertaken in the “new L&nder” before 31
January 1994. In the Candidate Countries starch production is known to be supported
in the Czech Republic and in Latvia. Furthermore, potato starch production is possibly
supported in Estonia and Poland. Producers in these countries may have invested in
capacity increases under the assumption that support for production would be given.
To avoid such cases, the capacity of investments irreversibly undertaken before
1.2.2002 should be taken into account when finaly attributing national quota. The
countries that currently support starch production should be invited to notify all n-
vestment projects in this sector that have been irreversibly undertaken and that have
an effect on total potato starch production capacity.



Sector sheet 4

Sector: DRIED FODDER*

Measure: Establishment of National Guaranteed Quantities

Legal basis: Council Regulation (EC) No 603/95, Article 4

l. Background

Maximum Guaranteed Quantities (NGQs) for dehydrated and for sun-dried fodder
have been established for the Community. These NGQs limit the amount of fodder
that is eligible for support. The NGQs have been divided among the Member States.

The NGQs for the Member States were established on the basis of the average pro-
duction of dried fodder in the years 92/93 and 93/94.3

In the previous enlargement the same method and reference period were used.*

The line on historical quantitative reference levels now proposed by the Commission
is set out in paragraph 5.2 of the Issues Paper.

. Approach chosen

By analogy to the method by which the national guaranteed quantities for the existing
Member States were established, the NGQs for Candidate Countries should be taken

as the average of two recent production years.

The most recent data available on dried fodder production concern the production
year 1999. Therefore the years 1998 and 1999 should be taken as the reference period.

The Commission checked the data submitted by the candidate countries with Eurostat
data. No anomalies were found. In some cases candidate countries have not been able
to produce statistics on the production of dried fodder. In these cases it is assumed
that no production took place.

1. Quantified Commission position (based on a reference period 1998-99):

Following the method explained above, the following national guaranteed quantities
would be allocated.

! The products concerned are the flour and pellets of dried lucerne, lucerne, sainfoin, clover,

lupins, vetches and other similar (possibly dried) fodder products, protein concentrates obtained from
lucerne and grass juices and dried products derived from them. Hay, fodder kale and products contain-
ing hay are excepted from the scope of the CMO

2 OJL 63, 21.03.1995

3 See the recitals of Council Regulation (EC) No 603/95, OJ L 63, 21.03.1995.

4 See the recitals of Council Regulation (EC) No 1347/95 OJ L 137, 15.06.1995.



Candidate country Requested quota Proposed quota (tonnes)
tonnes dehydrated sundried
Cyprus no request 0 0
Czech Rep request not quantified 22,877 0
Estonia 30,000 0 0
Hungary 200,000 0 0
Latvia no request 0 0
Lithuania 20,000 650 0
Malta no request 0 0
Poland 160,000 0 0
Slovakia reguest not quantified 13,100 0
Slovenia 5,000 0 0

Explanation of difference between request and proposed NGQ:

Estonia did have a production of artificially dehydrated fodder in the early 90s. How-
ever, in the period 98-99 no production took place.

Hungary has provided information on the area of crops that could be used for dried
fodder production (lucerne, etc). In the current Member States only afraction of these
crops is turned into dried fodder. As Hungary has not provided any data on actual
dried fodder production, it is assumed that no such production took place.

Lithuania based its request on the production figures during the 80s. In recent times
the production of dried fodder is relatively insignificant.

Poland has provided only data on hay production. However, hay is excluded from
support by Article 1 of Council Regulation (EC) No 603/95.

Slovakia gave figures on artificially dried fodder and sun dried fodder. The sundried
fodder was referred to as hay athough it included lucerne and clover mixtures. As hay
is excluded from support, this has not been taken into account.

Slovenia stated that no production took place but based its request on consumption.



Sector sheet 5

Sector: SUGAR

Measure: (1) Sugar production quotas. quota fixing

Legal basis: Council Regulation (EC) No 1260/2001' on the Common Mar ket
Organisation for sugar, Articles 10-212

l. Background

Apart from intervention prices, production quotas are the key insruments in the CMO for
sugar. The essentid ams of the systlem are to bring production into line with possble market
outlets and to guarantee prices to producers by way of quotas, fixed for each country. Againgt
this background the sugar quotas for new Member states should be fixed on the basis of the
following criteria

0]

Globa quotas. In the sugar sector there are separate quotas for sugar (expressed as
white sugar) comprisng sugar manufactured from beet, cane or molasses, for
isoglucose and for inulin syrop. Since none of the Candidate countries requested a
quotafor inulin syrop separate quotas need only to be fixed for sugar and isoglucose.

Past performance: According to the genera approach set out in paragraph 5.2 of the
Issues Paper, supply management instruments for the acceding countries should be
determined on the basis of past performance during a recent reference period. In line
with this approach, in previous enlargements, 5 years have been considered an
adequate period, thus levelling out fluctuations in production, consumption, trade and
other elements. It would seem appropriate to apply largely the same approach for the
current enlargement round. Countries without production during the five years period
concerned would not be considered for the allocation of quotas.

The line on higtorical quantitetive reference levels now proposed by the Commission is set out in
paragraph 5.2 of the Issues Paper.

0]

0]

Approach chosen

Choice of actual reference period: In line with the above approach, the average sugar
production of the years 1995 to 1999 appears to be the most appropriate basis for
quota fixing in the current enlargement round.

A and B quotas: Thetight control over production is put into place by the setting of A
and B quotas which cover in principle the demand on the internad market and excess
production exported with refunds. Export refunds are financed by a system of
production levies paid in full by the sugar beet producers and the sugar industry. A
and B quotas for the new Member states should be fixed in such away thet this sdf-

1

2

OJL 178 of 30.6.2001, p.1

Sugar quotas were introduced in 1968, first for a transitional period and then prolonged for several
times with the latest prolongation for the period 2001/02-2005/06.



financing system is not endangered. To do this there first should be made a digtinction
between net exporting (PL, CR, HU, LIT, SLK) and net importing countries (EE, SL,
LV, BU, RO). For net importers®, the A quota should equal net production. The B
quota should be 10% of the A quotain line with the standing practice in the past. For
net exporters, however, the A quota should be equd to that part of the net production
which is consumed domestically. The B quota should be equa to the remainder
(corresponding to net exports).

0 These criteria should now be complemented by another aspect: If the above system
were goplied as it gands, the EU may find itsdf with surplus sugar, in particular from
net exporting countries, which cannot be exported with a refund due to WTO
commitments. Therefore, in order to maintain the balance on the sugar market, total A
and B quotas should not exceed internal consumption plus the quantity that can be
exported within the limits of the WTO commitments.

0 Specific requests or problems

Estonia requests a sugar quota. It has, however, no reference production of sugar, but
produces sugar beet for processing in other countries®. In the light of the methodology
proposed, this position is not acceptable.

[11.  Quantification of Commission position

0] Assessment of satistica data per candidate country

— Candidate countries have provided balance shests for the years 1995-1999. Data
have been cross-checked as described under paragraph 5.3 of the Issues Paper.
In addition, production data were compared to basic data such as harvested area,
sugar beet production, sugar content, etc. This comparison shows again that data
are sufficiently consgtent.

— In three cases, the baance sheets were incomplete. HU and SLK did not provide
data on opening and ending stocks. EE limited information to production and trade
of sugar. The Polish and Czech balance sheets had to be corrected to the
Community method where utilisations have to equd avallabilities.

0 Specific gatigticd problems

— Usualy quota determination is based on production attributable to marketing years
(1.7.-30.6.). Quotas proposed below are based on calendar years in order to
streamline the approach with the other sectors and to take into account that most
Candidate Countries provided relevant data on a cdendar year bass. This
gpproach does not change substantialy the quotas proposed. However, for the

3

Such an approach would also apply to balanced countries .

*  Onan average over the period 1995-1999, 388 tonnes of sugar were produced in Finland and Latvia out

of Estonian sugar beet.



Czech Republic and Latvia cdculations are based on marketing years as both
provided data on the basis of marketing year.

Statigtics on trade of sugar in processed goods are not available or not complete in
Candidate countries, except for CR, HU, LV, LT. But their gatistics do not
comply ether entirdy with the Community datigtics and therefore needed
adjustment. In order to have the complete picture of sugar trade of Candidate
Countries on acommon basis and to cross-check trade data provided, sugar trade
data were extracted from the Phare database managed by EUROSTAT. The trade
volume of processed products containing sugar was trandformed in sugar
equivdent on the basis of the aggregated average co-effidents for sugar in
processed products of EU-15. On the basis of this andys's, balance sheets were
adjusted, in particular with regard to tota consumption. This adjustment lead to
lower average consumption levels for most Candidate countries in comparison to
their own data Only for Hungary and Sovakia average consumption became
higher whereas average consumption in Sovenia remained bascdly at the same
level. The adjusted consumption levels were used for quota determination.

— In line with WTO rules, the outlay condraint is more restrictive than the volume

congraint for all candidate countries concerned. In order to adjust the quotas
proposed to WTO congraints, WTO outlay commitments on export subsidies
were therefore converted into volume: 2000 commitments were converted on the
basis of the average annua refunds over the period 1995-1999 and of the average
€ exchange rate applied in 2000.

0 Proposed quota alocations compared to quota requests

In the light of the above methodologica principles, the sugar quota fixing would lead to
the following results:

Candidate Sugar quotgsrequested by CC Sugar quotas proposed
country in tonnes in tonnes

Total A B Total A B
Cyprus No request _ _ _ _ —
Czech 505,000 _ _ 445,237 441,409 3,828
Republic
Estonia 75,000 65,000 10,000 _ _ _
Hungary 480,000 400,000 80,000 380,021 378,791 1,230
Latvia 110,000 100,000 10,000 52,482 47,711 4,771
Lithuania 165,000 150,000 15,000 96,241 96,241 _
Malta No request _ _ _ _ _
Poland 1,866,000 1,650,00 216,000 1,665,017 1,590,533 74,484

0

Slovakia 235,000 190,000 45,000 208,736 189,760 18,976




Slovenia

75,000

67,500

7,500

52,977

48,161

4,816




Sector: SUGAR

Measur € (i) Isoglucose quotas: quota fixing

Legal basis: Council Regulation (EC) No 1260/2001° on the Common Mar ket
Organisation for sugar, Articles 10-21

l. Background

I soglucose quotas have been requested by three Candidate countries (HU, PL, SLK).

Approach chosen

The same generd principles for the isoglucose quota setting should be gpplied as for
sugar quotas, with the exception of the adjustment to WTO condraints. In the field of
sugar, WTO commitments on export subsidies cover both sugar and isoglucose. As
there are no specific WTO commitments on isoglucose the B-quota for isoglucose for
net exporters will therefore adways be zero. The A quota will equa domestic
consumption.

In a smilar way to the approach for sugar quotas, isoglucose quotas should be based
on the average isoglucose production performance over the years 1995-1999.

Two of the isoglucose producers (PL® and SLK) started isoglucose production only in
1998 at alow production leve. In order to fully use the capacity of exiging plants, their
requests are based on production potentia. As for the 1986 enlargement, increase in
Isoglucose pro