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Executive summary

Introduction

On 20 March 1996, the Secretary of State for Health announced the
possibility of a link between Bovine Spongiform Encephalopathy (BSE) in cattle
and a new variant of Crentzfeldt-Jakob Disease (CID) in humans. The same day.
the Minister of Agriculture, Fisheries and Food announced the Government's
acceptance of scientific advice on measures to reduce the risk to human and animal
health. And on 3 April 1996 he announced his decision to exclude all cattle over
30 months old from the food chain. The Government required the development of
a scheme, in negotiation with the European Union, to provide for the slaughter of
such cattle and the safe disposal of the carcasses, to prevent the collapse of the
beel industry, and to pave the way for the lifting of the ban imposed by the
European Union on the export of British beefl and beef products. The pressure on
the Ministry and the Intervention Board at that time to respond guickly and
effoctively to this catastrophe was intense. There was no precedent for this
situation, which struck uncertainty and fear into thousands of farmers, hundreds

of companies in the trade, and millions of consumers.

2| The resulting Over Thirty Month Scheme was accompanied by eight new
schemes designed to support different elements of the industry, and a further
scheme to meet the European Union requirement for a selective slaughter
programme that would reduce more quickly the incidence of BSE. Implementation
of these schemes is the responsibility of the Ministry, the Intervention Board
Executive Agency and Agriculture Departments in Scotland, Wales and Northern
Ireland.

E In 1996-97, expenditure on BSE-related schemes amounted to £1.5 billion
(see Figure opposite). Of which some £0.8 hillion was eligible for reimbursement
from the European Union, subject to compliance with regulations. Further
expenditure of £1.9 billion is expected between 1997 and 2000. Between
April 1996 and September 1997, these schemes involved the slaughter of

2.6 million animals.
a In this report the National Audit Office examines:
B How the Ministry and Intervention Board have implemented the Over Thirty

Month Scheme, which accounts for nearly 60 per cent of total BSE-related

expenditure;
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On compensation to farmers

In 1996-97 the Board made compensation payments of £670 million to
farmers under the Over Thirty Month Scheme, The rate of compensation was set
by the European Union at the start of the scheme at one ECU per kilogram for
animals presented through markets (liveweight); the rate for animals presented
directly to abattoirs (deadweight) was initially set at twice the liveweight rate,
because carcasses are lighter than live animals. However, this ratio, while
reasonably accurate for dairy cows, was too generous for beef animals. This meant
that farmers who presented such animals directly to abattoirs were
over-compensated. This position was corrected by the European Commission after
the first three months of the scheme, by which time additional costs of some
£15 million had been incurred. [Paragraphs 2.36 to 2.43]

EE By September 1997 the value of compensation payments to farmers had
fallen substantially, for four reasons:

B adjustments in the compensation rates in line with falling market prices;
B successive reductions in the rates used to convert EU payments into sterling;

B the introduction of maximum compensation weights for cattle in
August 1997, which has reduced the incentives for farmers to retain
(heavier) beef cattle for entry into the scheme, or to fatten up ex-dairy cows:
and

B the reduction in the deadweight rate for beef cattle described above.

EEl  The Board implemented an effective range of measures to enable it to hoost
the weekly slaughter rate to over 60,000 animals, and eliminate the backlog by
December 1996. In addition, it offered advance payments to farmers in view of the
difficulty they faced at first in getting their animals into the scheme. The
arrangements applied only for one month, but the National Andit Office considers
it unsatisfactory that of the advances made in July 1996, £2.6 million remained
outstanding at September 1997. By the end of March 1998, the situation had
improved so that £1.5 million remained due, of which £0.3 million was covered
by agreements to repay in instalments. [Paragraphs 2.45 to 2.57]

B  The Board hoped to introduce a computerised system for processing and
paying Over Thirty Month Scheme claims within a few months of the scheme
becoming operational in May 1996. However, the nature of the task changed
substangially and the full requirements were not established until October 1996.
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On cattle traceability

B2 A system for identifying animals and recording their movements was
another of the European Union's requirements for lifting the export ban on British
beel. It is clear that the systems in place before the BSE crisis for tracing animals
for disease control purposes, while adeguate for their purpose at that time, were
not suitable for the more demanding task of implementing the Selective Cull. A
computerised traceability system would have enabled the Ministry to act more
effectively. The Ministry is now addressing this problem through the institution of
cattle passports and the development of a computerised cattle traceability system.
[Paragraphs 3.37 to 3.48]

Administrative and other issues

On the incineration and disposal of stored meat and
bone meal

EZ] The Intervention Board is facing significant problems over the disposal of
meat and bone meal. Almost 260,000 tonnes of this material was in storage at the
end of September 1997, at a cost by that date of £7 million (excluding transport),
and it is likely to increase by at least 65,000 tonnes a year. Efforts by the Board to
obtain sufficient incineration capacity at reasonable cost have not been suecessful.
Expert advice is that it is safe to landfill meat and bone meal. This would be a
cheaper option but would need European Union approval as the Over Thirty Month
Scheme regulations are interpreted by the European authorities as requiring
incineration. The Board is currently reviewing disposal options, concerning stocks
of meat and bone meal which may take five vears to dispose of. [Paragraphs 4.5
to 4.13]

On reimbursements from the European Union

BBl The reimbursements due under the Over Thirty Month Scheme are
dependent on the destruction of each animal - interpreted by the European
authorities as requiring incineration. Because of the capacity problems described
above, this condition posed problems for the Ministry, and they negotiated an
agreement whereby 80 per cent of the European Community contribution would
be paid after the animal had been rendered. [Paragraphs 4.17 to 4.18]
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B3  Because of practical problems in reconciling the quantity of rendered
materials with the number of animals slaughtered, the Board cannot substantiate
the numbers of carcasses on which to base claims for payment. Where there were
discrepancies, the Board used only those figures which could be fully substantiated
when claiming payments. The National Audit Office concluded that, as a result, the
United Kingdom taxpayer may have been disadvantaged. [Paragraph 4.20]

While the Board expects that further development of its payment system
will provide a sound base for future claims. the final 20 per cent reimbursement
from the European Union will not become available until the stocks of meat and
bone-meal are incinerated. [Paragraphs 2.59 to 2.60, 4.20]

On an exit strategy from the Over Thirty Month Scheme

E  The National Audit Office looked at the scope for an exit strategy for this
scheme, in view of the size and ongoing nature of the expenditure involved. Such
a strategy might assist farmers to plan with greater certainty for the future.
Possibilities identified by the National Audit Office included gradually reducing the
value of support payments, seiting a cut-off date for animals which are eligible, or
closing the scheme only when the export ban or the ban on the sales of over thirty
month meat for human consumption are lifted. However, the Ministry is not free
to determine the nature or timing of an exit strategy. Any changes to the Scheme
must be approved by the European Union and have to meet its requirements for
reimbursement of expenditure and the conditions for lifting the export ban. In
addition, the implications for the industry of such changes and scientific advice on
the protection of public health are also essential factors. [Paragraphs 4.21 to 4.23]

On staffing

EE]  With the size of the crisis and the pressure to make early progress, it is not
surprising that significant extra staff have been required - for example, staff at the
Intervention Board increased by 331 (36 per cent) between March 1996 and
September 1997, and stafl numbers in the relevant divisions of the Ministry and
its agencies rose by over 600 (15 per cent). The speed at which exira staff were
transferred or recruited. and the need to train them, may have impacted on the
efficiency and effectiveness of administration in the initial stages of the new
schemes. [Paragraphs 4.28 to 4.33]
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Part 1: Background to the crisis and scope
of the study

Announcement on 20 March 1996 and subsequent events

Confirmed cases of
Bovine Spongiform
Encephalopathy since
1885 based on month
and year of onset of
clinical signs

Source: Ministry. ol Agriculiure

EB} Bovine Spongiform Encephalopathy (BSE) was first identified by the
Ministry of Agriculture, Fisheries and Food in November 1986. Subsequent early
research by the Institute for Animal Health confirmed that BSE was a member of
a group of diseases called Transmissible Spongiform Encephalopathies which
includes scrapie, an endemic disease of sheep. Further early work by the Ministry
indicated that cattle were likely to have contracted the disease from animal feed
containing meat and bone meal infected with the scrapie agent. And that the
incidence of the disease was increased by the subsequent recycling of cattle
material infected with BSE processed into meat and bone meal which was then
used in animal feed, allowing cattle to cattle infection. Appendix 1 of this report

summarises the history of BSE.

EEl Over 170,000 cases of BSE in cattle were confirmed from 1986 to 1997,
with a pnﬂl; in 1992 of some 37,000 cases (Figure 1) The annual number of cases
has fallen significantly to some 4,000 in 1997, following the ban in July 1988 on
the use of ruminant protein in ruminant leed.

_

Mumber of cases
4,000
3.500
3.000
2.500
2,000
1.500
1,000 h
500
e -
1985 1886 1987 1988 1988 1880 1981 1992 1905 1906 1907

Year of clinical onsat

The number of cases of BSE reached a peak in 1992
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Conclusions reached by
the Spongiform

Encephalopathy Advisory

Committee on
20 March 1996

EE] On 20 March 1996 the Secretary of State for Health made a statement to
the House of Commons about the advice received that day from the Spongiform
Encephalopathy Advisory Committee. This Committee was first appointed in 1990
to provide independent advice to the Ministry of Agriculture, Fisheries and Food
and the Depariment of Health. After considering work being done by the National
Creutzfeldt-lakob Disease Surveillance Unit at the Western General Hospital in
Edinburgh, which specialises in monitoring cases of Creutzfeldt-Jakob Disease
(CID), the Advisory Commitiee concluded that, although there was no direct
evidence of a link, the most likely cause of the new variant of CID was exposure
to BSE, before 1989,

E®} Against this background the Advisory Committee made a number of
recommendations (Figure 2) which the Government accepted in full. The same day
and immediately following the Secretary of State’s statement, the Minister of
Agriculture, Fisheries and Food announced the Government's acceptance of
specific measures recommended by the Advisory Committee to reduce further the
risk to human and animal health from BSE and his intention to put them into
operation as soon as possible,

_

It was imperative that current measures ko protect public healih were propery enforced, In partscubar,
the Commities recommended constant supenision 10 ensurg the complete removal of the spinal cord
of slaughtared cattle.

The Commities alse recommendad ;

B that carcasses from cattle over 30 manths should be deboned in licensed plants supenvised by
the Meal Hygiena Sarvica and the inmmings classified as specified bovine offal {that & kept out of
tha food chain);

B a prohibition on the wuse of mammalkan meat and bone meal n feed for all famm animals;

B that the Health and Salety Executive and the Advisory Commities on Dangerous Pathogens
should urgently review their advice in the light of the new lindings; and

B that the Advisory Committee urgently consider what further research was necessary.

The Advisory Committee did not consider that these findings ked 1 10 revige i acvice that milk was
sale o drink

Tha Advisory Comenities concluded that, if its recommendations were carmed out, tha sk from eating
beed was likely 1o be adremely small.
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FARMING INDUSTRY

m The main elements of the beef industry prior to 20 March 1996

Beoa caltie
Cows
Cahves
Bowef cattle Beel cattle
Cows Cows
Calves Calves

Markets
= recewe catthe from farmers

Calves

Cals

= sell animals o abatioirs o
olher users

| Food Processors
E = PrOCess of packaga meal

W

for further sale

Frocessed
Maat

Gelatin Manufacturers
= Uge acid or acid/alkall
procass to sterilize waste

ABATTOIRS AND
CUTTING PLANTS >
; Meat
} =
Degraased
bonas
Hidas Wasta
products
Ei:;.:‘.‘? I Hide from fndes .
opctlel Industry =
boneas

mecibie offal LB
producis
from tides
RENDERERS
al materal and

Maat and
bone meal,
fallon

and produce gelatin
- sell gelalin for various food,
animal feed, cosmetic and

phaiographic usas

Feed Manufacturers etc.

« process meat and bone
rreal or tallow

- el end product, for

Mear and
bone meaal,
talicaw

bone meal

h 4

gxampie feed for animals,
or soap, o the
pharmaceutical and
cosmalics induslries

This figure shews the main elements of the beef industry, including the flow of products between them, prior io the crisis in 1996,

Source: Mational Audit Office anabysis of Ministry and Intervention Boad papers

12






BSE: The Cost of a Crisis

m Aid and BSE-related work for the beef industry since March 1996

Suckler Beel Beel
Cow Spacial Markeling

Premium Pramium Payrment

Scheme Scheme Schema

FARMING

Hill Livestock

Compansatory

Allowances

INDUSTRY

Slaughtering Industry
Aid Scheme

ABATTOIRS
AND
CUTTING
PLANTS

OVER THIRTY MONTH

A

Food Processors l

Gelatin

Manufacturers

SCHEME AMD Coid || Hide
SELECTIVE CLLL Srores | | Industry
SCHEME

{

REMDERERS

—>

> Incinerators

B3E-alated schames
| I Elements of the industry par Figure 3
l Mew adamants
S

—p SCNEME Daymants

=3 Flow af work

o

..,..,..fﬁ;"m e

Animal Fead
Hecall Schame

Rendenng Industry
Suppaort Scheme

Movament of
Hides Scheme

E:elf Proceassing

Retail,
Supermarkets
Domaestic
Market/
Exporters

Beef and Beel
Products (Starage
and Disposal)

reote: More detadls of these schemes are given in Parts 2 and 3 of this reporl. Part 3 also covers (he Beal Assurance and Export

Cartified Herd Schemeas

This figure indicates those elements of the tmm industry which recernsed aid or were invohwad in work undear ihe schemes introduced of

amendead soon alter 20 March 1996
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¢} direct aid to some sectors affected by the eollapse in the beef market: producers,
abattoirs, renderers, the hide industry; temporary extensions to existing
schemes (the Suckler Cow, Beef Special and Hill Livestock Schemes); and
schemes to collect and dispose of unsaleable meat or animal feed held by
traders; most of this aid was transitional and has now ended,

Responsibility for Government action on BSE

In addition to the public confidence and industry support objectives of the
individual schemes implemented after 20 March 1996, the previous and present
Government's policy objectives as regards BSE both before and during the crisis
Wore:

B (o protect consumers of bovine products in the United Kingdom and
elsewhere against any risk, however remote, that BSE may be transmissible
Lo Tnan;

B to eradicate BSE from the United Kingdom cattle population; and
B to prevent its transmission to other animal species.

The Minister of Agriculture, Fisheries and Food is responsible for
agriculture in England, including animal welfare and food safety. and is the lead
Minister for all UK agricultural matters in discussion with the European Union;
the respective Secretaries of State have similar responsibilities for agriculture in
Scotland, Wales and Northern Ireland. The Intervention Board Executive Agency
is responsible for the administration of many of the BSE support schemes including
the largest ones - the Over Thirty Month Scheme, the Selective Cull Scheme and
the Calf Processing Aid Scheme. The Board's remit in respect of these schemes
covers the whole of the United Kingdom with the exception of the Selective Cull
Scheme, which is managed in Northern Ireland by the Department of Agriculture,
Northern Ireland. The Secretary of State for Health has particular responsibility
for public health issues in England and for research into Creutzfeldt-Jakob Disease.
The Secretaries of State have responsibilities for public health issues in Scotland,
Wales and Northern Ireland. Details of the main bodies involved in the BSE-related
schemes are given in Figure 5.

15
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m Main public bodies involved with BSE-related schemes

Public Body

: . T — = |
Ministny of Agricutture, Fisharias

il Food

rocountable o the Minisiny)

Responsibilities

Goverrmen! policy in respect of all BSE-related
actions in the agriculiure sector and negoliations
with the Eurapean Linksn of Commission.

Implameantation of soma schameas.

Responsible for agriculture in thelr areas and ko
the implamentation of some schames,

Responsible for the operation of rules on suspected
BSE cases, including dentification and incanerabon,
and for the operation of rules on specified bovine
materiale and ansmal feed stufls, includng some lor
the Selectve Cull

Schemes directly administered

Beal Markating Payment Schemes, Rendaring
Industry Suppart (19296-87), top ups to Beef Special
Presmeurn and Suckler Cow Premium Schames,
increases o Hill Livestock Compensalory
Allowances and aspects of the salactive cull.

As for the Mmnistry in their respeclive areas, excepl
for rendsrning suppon and the Selective Cull,

Meal Hygiene Senice’, an

itive agency of the Manistry

heat and Livastock

IIIII

nkenaanticon Boand

Motes: 1

Enforcernant of hygene, inspection and welfare
requirements in fresh meat premises licensed by
the Agnculture Departments in Great Britain
Agents of the Intervention Board for the Over Thirty
Month Scheme and other schames,

Agents of the Board for the Chver Thirty Month
Scheme and other BSE-related schemes and for
established operations such as intensenticn.

Implameantation of cartain schemeas, including
arrangememts ko the'storage and disposal of
products from thase schemes. The infervention
purchasing scheme

2 Livestock and Meat Commission performs this roda in Northem Ireland

Implermentaiion throughout the Linied Kingdom of
the throwghput element of the Slawghtering induskry
[Emergency Ald) Schome.

The Cregr Thirky Manth Schema, the Calf
Processing Aid Scheme, Rendering Industry
Suppon Scheme (1997-88), Beel Slocks Transfer
Scheme, the Beef and Beef Products (Slorage and
Disposal Sarvices) Scheme, Animal Fead Racall
Scheme, Movemant of Hides Scheme and the
Selective Cull.

Departrment of Agnculture, Morthern irefand performs these roles in Northemn Ireland

Expenditure on BSE

16

Before March 1996, the costs of the United Kingdom’s control and
eradication measures in respect of Bovine Spongiform Encephalopathy had
amounted to some £240 million. This sum was largely spent on compensation
payments to farmers for animals slaughtered as suspected BSE cases, on the
disposal of carcasses, on inspecting, sampling and testing animal feed and on
reseafch and development. No European Union financial support was received for
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Parliamentary concern

Parliament has shown great interest in BSE, which has been the subject of
debates and parliamentary gquestions covering all aspects ofthe crisis. In July 1990,
the Agriculture Select Committee published a report on BSE and issues relating to
cattle traceability. The Ministry has reported to Parliament since December 1992
on a regular basis about the progress of research and about the eradication of BSE.
Following the March 1996 crisis, the Agriculture and Health Select Committees
jointly took evidence from Ministers, scientists and other interested parties and
published this evidence on 22 May 1996. The Agriculture Select Committee
announced in December 1997 that it would be holding an inquiry into current
issues of concern to the beefl industry. Some Members of Parliament have taken a
particular interest in the selection of abattoirs to participate in the Over Thirty
Month Scheme and have written to the Chairman of the Public Accounts Committee

or to the National Audit Office on that and other elements of the scheme.

Scope and methodology of the National Audit Office examination

18

In view of the rapid growth in expenditure on BSE-related schemes, and
given the continuing high level of concern over BSE and the new variant of CID,
both on the part of the general public and in Parliament, the National Audit Office
decided to study the controls over this expenditure. The aim was to publish an
informed and independent evaluation of the way in which the agriculture
department schemes announced on or after 20 March 1996 were being

implemented.
EBId The National Audit Office concentrated specifically on:

B the Over Thirty Month Scheme; its nature and size; the procurement of
services from abattoirs and renderers; support payments to farmers; and
systems for processing and paying claims;

B the main features and methods for caleulating aid payments under other
schemes and market support measures; and |

B aspects where problems were yet to be solved, were of longer term impact,
were relevant to more than one scheme or were matters of administrative
interest,
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Part 2: The Over Thirty Month Scheme

Introduction

Expenditure on BSE
schemes in 1996-97

EX} The Over Thirty Month Scheme came into operation on 29 April 1996, It
accounted for by far the largest single element of BSE-related expenditure in
1996-97 [Figure 7) and the slaughter of some 1.74 million animals by
20 September 1997, This part of the report sets out the results of the Mational Audit
Office's investigation of the implementation of this scheme:

B iis nature and size;

B the procurement of services from abattoirs and renderers:

B support payments to farmers; and

B the systems for processing and paying claims.

_

Call processing - £51m
Ciher - 6

.
Hill livestock Sompansaio:y
Ly allowance increases - De0m
Cheer Thirty honth Schame
LEREm Support bo nendhring indusiry
E&Tm

h-a-.cn':s*-r-q ndusiry (emergency
ind ) Behemd - EB 1T

Besl marketing - E58m

Puechhases indd imanmanton - £170m

The Ower Thirty Meonth Schame was the largest single element of expenditure in 1996-97

21
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Nature and size of the scheme

m The Natonal Audit Office examined
B why the scheme was introduced and its general structure;

B who was responsible for the design and administration of the scheme and
what were the pressures that impacted on its design; and

B the total scale and cost of the scheme to date,

EX] On 20 March 1996, the Spongiform Encephalopathy Advisory Committee
advised the Government that carcasses from cattle aged over 30 months should
be deboned in specially licensed plants supervised by the Meat Hygiene Service
and the trimmings kept out of any food chain (paragraph 1.7, Figure 2). On
3 April 1996, as an emergency measure in view of the lack of sufficient suitably
licensed de-boning capacity in the United Kingdom, the Ministry banned the sale
for human consumption of all over 30 month bovine animals. [t subsequently
decided to maintain this ban on the basis that such meat would be unsaleable, and
because of the need to restore public confidence.

EX] The ban on the sale of over thirty month meat led to a complete collapse in
the market for over thirty month animals. For example, farmers would normally
have sold each year some 750,000 dairy and suckler cows which had reached the
end of their economically productive lives, and the slaughtering, meat processing
and rendering industries were heavily dependent on this trade. In addition, the
restriction also affected a proportion of the three million beef animals sold for
human consumption each yvear and slaughtered generally between the ages of
18 months and three years of age. Farmers had no time to adjust their production
systems and market such animals before they became over 30 months and subject
to the ban on sale for human consumption. In the light of these impacts on the
market, the Ministry introduced the Over Thirty Month Scheme as part of its
objective of maintaining a viable meat processing industry.

XY The Over Thirty Month Scheme, authorised by European Union Regulation
716/96, enables the Intervention Board to purchase and destroy eligible bovine
animals which are over thirty months. However, farmers are not obliged to enter
animals older than 30 months into the scheme. While farmers may not sell these
animals for human consumption. they may choose to keep them for milking or

breeding, for example. The scheme provides for support payments to farmers for
’
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animals slaughtered, payments for the slaughter, rendering and incineration of
the animals themselves, together with storage and haulage costs. Figure 8
illustrates the Aow of animal material through the various stages together with

those points where financial support is provided.

The components of the Over Thirty Month Scheme

Compensation [ PRODUCERS N - ==
Fail
Payment '
ay Casualy animals which
) ; are kitled an farm and
Live animals, directly incinersted
Liv ight Ma c (i weight) (trvaweaight)
accept elgible animals
from producers and
presant e on i Live arirmals
behalf to the Intervention {dead weight) Il
Board at desgnated
abafiairs which arange Carcass
far their staughier et % - Incinerators
accep! eligible carcasses
CArCa558%5 froem producens ar their
Slaughter
LTt agents; burn whoks
Fee fidas carcasses and landfill any
residues
Hide Markets and R Enis T carcasses A\
Hides | Tanneries | Cold Stores
CArcasses |
bor {_J purchase hides from andbfwdi acl a= a ternporary butfer lor
faan abalttoirs, trim any maal | carcasses awaiing rendering of
sale | off them, and tan them CAICASEEs
4 W
RENDERERS
Meat irimmings
Rendering -, [
B Cold Storage Incineration
Payment
Payments Fees
| Meat and bone
| J & talio
imea Ao Meat and bone meal & tallow
L 4
Meat and MEAT AND BONE
Meat and bone — MEALTALLOW
meal & Tallow INCINERATORS
bone meal - | stores 1. o P
& Tallow Meat
Act as long A
Storage term storage | -
Fees for material -er
awaiting et
incineration | & falow

This figure shows the fiow of material in the Over Thirty Month Scheme from producers via markets, abattoirs, cold stores and
renderers o eventual disposal by incineration or landfill, or by sale in the case of hides. 1t also shows the nature of payments
recaived by participants in the schame.
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EX] During April 1996, Ministers required their staff to implement the scheme
as quickly as possible in order to prevent the widespread collapse of the industry
and to restore public confidence. There was also intense pressure on the Ministry
and the Board from farmers, the meat processing industry and the public.
Implementation involved extensive negotiations with the European Union to obtain
statutory authority and financial support for the scheme; and with trade
organisations and individual companies throughout the United Kingdom in order
to negotiate the design and operation of the scheme. In addition, there was
extensive administrative work in preparing scheme documentation and
procedures, and in recruiting and training staff to operate them. The scheme came
into operation on 29 April 1996 and the first animals were slaughtered on
3 May 1996,

European Union regulation 716/96, subsequently amended several times,
forms the legal basis of the scheme and specifies various aspects of it including the
level of compensation payvments to farmers, the degree of European Union
financial support, and the requirement for animals to be destroyed. The Ministry
has lead United Kingdom responsibility for policy aspects of the scheme, with other
territorial departments fully involved in policy decisions and the co-ordination of
legislation. Ministers delegated the implementation of the scheme to the
Intervention Board, which is responsible throughout the United Kingdom for all
aspects of its operation. The Board has emploved various agents in Great Britain
(the Meat Hygiene Service and the Meat and Livestock Commission] and Northern
Ireland (the Department of Agriculiure, Northern Ireland Veterinary Service and
the Livestock and Meat Commission) to implement the complex checks and
regulations required in markets, abatioirs, renderers and other plants.

EX] !n designing and implementing the scheme, the Board was faced with
sigmificant constraints on how to dispose of carcasses from the scheme:

W it was impossible to incinerate all slaughtered carcasses at an acceptable
rate, as there was insufficient carcass incineration capacity in the United
Kingdom;

B cold storage capacity for careasses was limited; and

B although rendered products could be stored more cheaply than carcasses,
rendering capacity was extremely limited.
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EX] These constraints limited the number of animals which could be accepted
into the scheme. Farmers were expected to present each week around 15,000
animals, but even before the scheme had started there was a large backlog of
animals awaiting slaughter. Estimates of the backlog varied from between 100,000
and 300,000 animals, and it contributed significantly to the difficulties the
Intervention Board faced. Although there was significant over-capacity in the
slaughtering industry, rendering capacity was sufficient for processing only some
25,000 animals a week - insufficient to reduce this backlog quickly. As a result,
the Board was obliged to become heavily involved in the operational management
of the scheme in order to maximise the efficient utilisation of available rendering
capacity.

EXT] Asat 31 March 1997, some 1.35 million animals had been slaughtered and
processed under the scheme. Of these carcasses:

B over 1 million were rendered, resulting in the production of some 180,000
tonnes of meat and bone meal and 100,000 tonnes of tallow now in store;

W 169000 were held in cold storage; and

B 60,000 were incinerated.
EXE] [n the period from 1 April 1997 to 30 September 1997, a further 390,000
animals were slaughtered, bringing the total number since the start of the scheme
to 1.74 million. Reductions in throughput have eliminated the need for any further
cold storage and have allowed the Board to arrange processing of the accumulated

frozen material.

EXE] Scheme costs are shown in Figure 9:

_

1996-97 1587-58 to Total costs
Sept 1997 to Sept 1997
£im £m £m

Compenzation payments o famers 6638 1524 B22.2
Slaughter payments o abations 711 135 85.0
Storage and transpot costs 546 258 80.4
Payments for rendanng 55.2 24.7 7449
Incinerationcosts 6.8 50 218
Total Payments 857.5 23.8 1,088.3
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Procurement of slaughtering and rendering services

As indicated above, the role and capacity of the slaughter and rendering
industries are fundamental to the operation of the Over Thirty Month Scheme. In
setting up the scheme, the Intervention Board’s primary objectives were to obtain
as much rendering capacity as possible with the co-operation of the rendering
industry; and to maximise the use of this capacity in its selection of abattoirs to
participate in the scheme. Negotiations with these two sectors took place in the
midst of a crisis for these industries which had fundamentally changed the market
relationship between them and which had made the future business outlook
uncertain. Rendered products from the Over Thirty Month Scheme had become a
waste disposal problem rather than a profitable source of income. However, the
co-operation of both renderers and abattoirs was essential for the operation of the

scheme.

EXF] The National Audit Office examined the criteria applied, the extent of
consultation with the industry and whether competitive tendering was used in:

B the selection and allocation of work to abattoirs;
B the determination of slaughter fees; and

B the allocation of work to renderers and the determination of rendering fees.

Selection of abattoirs

EXE] At the owset of the scheme, the Intervention Board did not tender
competitively for the provision of abattoir services. Instead, during April 1996, at
the same time as the scheme was being formulated, the Board invited expressions
of interest from abattoirs. The selection of those best placed to participate in the
scheme took account of advice from abattoir trade associations and sought to
identify those capable of dealing with the level of throughput and the quality of
work required. The Board applied the following eriteria:

B a history at the abattoir of large scale trade in cows and heavy steers;

B logistical considerations such as geographical spread, proximity to
renderers, and ease of access for the collection of material;

n y abattoir currently in operation and European Commission approved;
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B commitment by the abattoir for a minimum handling capacity of 100 cows
a day; and

B whether the abattoir was committed to accepting casualty animals eligible

under the scheme.

EET] In England and Wales, there was considerable disparity between the nature
of the relatively few big export-oriented abattoirs and the many smaller ones, The
industiry was characterised by significant overcapacity, which heightened the
desire of plants to participate in the Over Thirty Month Scheme. The Board took
the lead role in selecting abattoirs and managing the slaughter programme, since
there was neither enough time to allow the industry to organise itsell nor certainty

that this approach would be effective in meeting the urgent demands.

There were 21 abattoirs in England and Wales on the initial list which the
Intervention Board drew up and which was used from 3 May to 26 May 1996, The
list included most of the large export-oriented abattoirs which had been most
seripusly affected by the export ban. From 26 May 1996, the Intervention Board
extended the list to 42 abattoirs in England and Wales in response to the concern
of farmers and markets that the original list did not provide sufficient geographic
coverage. However, as renderers could not cope with a greater throughput,
slaughter allocations for abattoirs on the initial list had to be reduced. While there
was a small number of subsequent additions and deletions, this list remained the
basis on which the scheme was operated until 13 July 1997 when a smaller list
hased on the results of a competitive tendering exercise was introduced
(paragraph 2.26).

EXI] Thesituation was slightly different in Scotland and Northern Ireland, where
there were proportionately fewer abattoirs and renderers and where the
relationships between the different industry sectors were stronger. As a result, it
was possible for the meat industry to agree collectively on certain operational
aspects of the scheme, particularly the slaughtering arrangements which would
both safeguard the welfare of animals and maximise the utilisation of the limited
rendering capacity. In Scotland, the Scottish Office advised the Intervention Board
on all aspects of the operation of the scheme including the selection of abattoirs.
The initially approved list included 13 Scottish abattoirs. In June 1996 a sub-group
of the Scottish Meat Industry Liaison Group was set up to advise the Scottish Office
and the Board on allocations of cattle to collection centres and abattoirs. Similarly,
in Northern Ireland the Northern Ireland Meat Exporters’ Association was
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responsible for the allocation of cattle for slaughter under the scheme and an
Industry Liaison Committee, under the chairmanship of the Association, was
established to oversee arrangements and ensure fairness. Only one of the nine
abattoirs in the province did not take part in the scheme.

Muost abattoirs which participated in the scheme in England and Wales and
all eight in MNorthern Ireland also slaughtered under thirty month animals for
human consumption, though the rules of the scheme required this to be carried
out on different days of the week, with prescribed cleaning undertaken in between.
This contrasted with the situation in Scotland. Some of the 13 abattoirs on the
initially approved list dropped out due to objections from supermarkets. From
June 1996, plants where carcasses were chilled before being sent to cold storage
were required to be “dedicated” and not to slaughter any meat for human
consumption. From 27 September 1996, only seven “dedicated” Scottish abattoirs
participated in the Over Thirty Month Scheme. The Scottish Office introduced this
approach to increase consumer confidence in the elimination of risks of meat from
abattoirs participating in the scheme entering the human food chain. It also
considered this would make the control and policing of the scheme easier for
enforcement officers.

Allocation of work to abattoirs

EEZ] In England and Wales, for the reasons set out above, the Board became
heavily involved not only in the selection of abattoirs but also in the operational
management of the slaughter programme. This involved identifying the available
rendering capacity each week and allocating this to participating abatloirs.
Abattoirs were allowed to accept only this number of animals into the scheme from
farmers. Such quotas were required because the numbers of animals awaiting
slaughter were far greater than the available rendering capacity. In Scotland and
Morthern Ireland, slaughter allocations, taking account of available rendering
capacity, were largely managed by the industry itself.

EXE3)  Analysis of abattoir throughput figures by the National Audit Office showed

that some nine abattoirs accounted for over 500,000 animals slaughtered over the
period from 3 May 1996 1o 13 June 1997 (Figure 10). The Intervention Board
allocated work to designated abattoirs on the basis of their pre-crisis throughput
lewels. This reflected the concern of Ministers that the allocation of scheme work
by the Government should not be seen as a means of rationalising the industry.
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There ware over 80 abattows pariicipating in the scheme from May 1296 1o June 1997, During that
period there was a wide variation in the numbar of animals slaughtered at each abattoir

The National Audit Office concluded that:

B despite over-capacity in the abatioir industry, the Intervention Board did mot use competitive
tendering at the outsat of the Over Thirty Month Scheme, The Board thought that such an
approach 1o the selection of abaitoirs would have led 1o unacceptable delays, when there was
inlense pressung 1o implement the scheme quickly,

M instead, ihe Board sought expressions of interes! rom abaiioirs and advice from rade
associations o idantify those capable of dealing with the leved of throughput and quality of work
required. In England and Wales, the Board ook the lead in managing the work programms, This
approach enabled it to maximise the use of rendering capacity, the major determining facior in
alizwing the scheme o proceed smoothhy,

M the Board applied critera in the selection of abattoirs that accorded with 1s approach of seeking o
manimise delay and maamise hroughpud 1o accepiable standards and there was nd évidence that
the Board had acted other than impartially in apphying these critena; and

B the Board tock account of the views of the indusiny and of its patterns of work belore the crisis and
allrered the industry 1o manage the operaton of the scheme where tha industry structure made
this an effeciive option
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Determination of slaughter fees

At the outset of the scheme, as competitive tendering was not used, the
Intervention Board negotiated with abattoir trade organisations a temporary
slaughter fee of £87.50. An initial asking price of £129 had been sought by abattoir
representatives, The Board required that the fee be subject to adjustment based
on the results of an "open books” examination of the costs of slaughtering. This
was conducted by Coopers and Lybrand and submitted to the Intervention Board
in July 1996. The examination covered the fixed and variable costs incurred by
abattoirs in undertaking Over Thirty Month Scheme work.

This examination found that the costs of slaughtering in 12 abattoirs ranged
from £39 to £51 per animal and concluded that reducing the slaughter fee to the
mid-point of this range (£45) would save up to £45 million in a full year and
£200 million over the potential period of the scheme. These figures did not take
account of the value of the hides which Coopers recommended abattoirs should
be free to sell and for which there was then an emerging market. In the light of
these findings, the Intervention Board reduced the slaughter fee to E41 from
26 August 1996. At the same time they agreed a number of supplements to
compensate abattoirs for expenses not reflected in the main fee, relating to
weekend working. heavy animals and the preparation of carcasses for cold
storage. This fee structure remained in force until 13 July 1997 when rates fixed
by competitive tendering were introduced.

EEX] The Board considered backdating the £41 fee to 16 June 1996 and thereby
reclaiming the over-reimbursement of the abattoirs’ eosts, a course which the
Treasury favoured. With the agreement of the Agriculture and Treasury Ministers,
the Board decided not to do so in order to maintain the goodwill of the participating
abattoirs, to avoid the risk of disrupting the throughput of the scheme at a time
when there remained a large backlog of animals awaiting slaughter. Having set
the slaughter fee at the lower end of the range suggested by Coopers and Lybrand,
this resulted in some recovery of the excess cost reimbursement provided by the
initial temporary fee.
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Conclusion

following withdrawal of a legal action by an unsuccessful tenderer. The reduction
in the number of abattoirs from 60 to 26 reflected the much reduced throughputs
required of the Scheme from some 60,000 animals per week at the peak to an
expected average of only 15,000,

The slaughter fees with individual abattoirs ranged from £13.33 to £33 per
animal. taking into account the different terms of each contract. Subject to
requirements for control of waste products, abattoirs were free to sell hides. The
average fee across Greal Britain as a result of the competitive tendering exercise
was approximately £25 - substantially lower than the previous slaughter fee of
£41 and markedly less than the initial fee of £87.50. The new contracting
arrangements will save approximately £12 million in a full year against the former
slaughter fee of £41.

In selecting abattoirs, the Intervention Board endeavoured to strike a
reasonable balance between its objectives of obtaining value for money, ensuring
adequate producer access and addressing animal welfare issues. All abattoirs were
required to accept casualty animals and some offered a specialist casualty service.
Where the Board accepted relatively high bids, this was generally because of the
importance of providing slaughtering services in remoter areas such as Cumbria.

The Board gave priority to clearance of the backlog of animals awaiting entry
into the scheme rather than o competitive tendering. The Board took the view that,
if tendering had been undertaken earlier, this would have been at the expense of
dealing with the backlog before the end of 1996, This would have led to welfare
problems for cattle and severe financial loss for farmers where large numbers of cattle
had to be wintered outdoors pending entry to the scheme and in the absence of a

market for them. The Board suggested to the National Audit Office that this could have

led to pressure to make further compensation payments to farmers which if acted on
would have offset potential savings from competitive tendering.

The National Audit Office concluded that:

B in view of the high cost of the Owver Thirty Month Scheme, and the exient of ower-capacity in the
indusiry. il was to be expected that the taxpayer would sacure consaderable financial benedits by
the setting of slaughter fees n compelition;

W because the Board had o gae prionty to eliminating the backlog of animals awaiting slaughler, it
cauld not inldiate competitve tendanng untl December 1996, aighl months afler the star of the
schemea. Total slaughiar fees paid in 1996-97 ware £71 milion; and

W the results of tendering came into effect in July 1997. The average fee of £25 obtained by the
Intarvention Board was well below the previously negotiated fees of £41 and £87.50 and
represented savings of £12 mullion ayear against the fee of £41.
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Incentivised rendering
payments (October 1996)

34

B identify alternative disposal routes for surplus material from under thirty
month animals;

B provide additional capacity; and

B adopt a collaborative approach in identifying ways of maximising scheme
throughput, for example by changing the mix of the materials being
rendered to increase efficiency.

Payment was to be based on the throughput achieved (Figure 11). All rendering
plants increased throughput sufficiently to qualify for the highest payment rate -
which remained at £105 per tonne. However, the agreement provided for
renderers themselves to pay for the storage and disposal of material from under
30 months old animals which had been rendered with Over Thirty Month Scheme
material during 1996,

_

Tonnes rendered per week in the UK Payment rate (£ per tonne)
greater than 15,250 105
from 13,500 to 15,249 9%
froer 12,500 1o 13,495 85
less than 12,500 FiS

Payment rates o renderers were dependent on guantity of matenal processed each week

In January 1997, a new contract was negotiated with renderers in order to
provide for the disposal of frozen carcasses held in cold store. The incentivised
element of the previous contract was dropped and the payment rate remained at
£105 per tonne regardless of throughput. Up to September 1997, some £80 million
had been paid to 9 rendering companies since the start of the scheme.

EXX] Following the elimination of the backlog of cattle awaiting slaughter, also
in January 1997 the Board sought to obtain integrated tenders from firms who
could provide slaughter, rendering and disposal services. No bids for rendering
were obtained under this exercise. Therefore, in April 1997, the Board sought
tenders from individual renderers. By that time there was a greatly reduced
requirement for capacity, creating the scope for more competitive tendering on a
buyers market. As a result, contracts were let in January 1998 to five rendering
plants at an average price of £E82 to ¥83 per lonne. This will lead to savings of

about’ £5 million a year on the amounts paid to those plants.
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Over Thirty Month
Scheme compensation
rates for beef cattle

Source: National Audit Office
anatysis of Mnistry of
Agtculture dala

EXT] 0 addition to the basic compensation payable, as determined by the
European Union, the United E{ingdum Government made top-up payments to
farmers on beef cattle for the first six months of the scheme. This was because
some producers of steers and heifers normally planned to bring their animals to
market at over 30 months and did not have time 1o adjust their businesses in the
light of the crisis. As such animals produced solely for meat would typically fetch
significantly more than dairy and breeding cows at the end of their economically
useful lives, ministers agreed to pay a supplement to the basic premium at a rate
that reflected the historie dilferences between cow prices and those for steers and
heifers. The supplement would be payable for six months in order to allow
producers time to adapt their marketing programmes to the new circumstances.

The top-up payment was set at 25 pence per kilogram liveweight at the start
of the scheme. The Ministry was responsible for monitoring payment levels against
market prices. In the light of these, they successively reduced the top-up payment
in June, July and September 1996 before it was phased out on 2 November 1996,
Figure 13 shows the reductions in scheme compensation and top-up rates against
the market prices for under thirty month animals sold for human consumption.

_
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Mote:  Tha market price is the average price of under thirty month beef animals which were sold
for human consumption

The top-up element of compensation payable to farmers for beef cattle was phased out between
May and Movembear 1996,
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EXE The scheme regulations originally envisaged that the farmers would
present over thirty month animals to the Intervention Board at specially designated
abattoirs where the animals would be weighed live and compensation determined.
This proposal had the merits of administrative simplicity. However, even before
the scheme had begun to operate it was necessary to make arrangements for
animals to be accepted through cattle markets, because few abattoirs had facilities
for weighing cattle live. In addition, the Regulation was altered to allow farmers
to present animals directly to abattoirs for slaughter, giving a choice of entry points
into the scheme and to provide an option for producers in England and Wales who
had traditionally marketed their cattle on a deadweight basis.

EXT EGvenbefore the scheme had come into operation and the first animals were
slaughtered on 3 May 1996, the crisis had led to a large backlog of unsaleable
cattle, The rate at which collection centres could accept animals into the scheme
wis limited by the available rendering capacity. As a result many farmers were
unable to enter animals into the scheme as quickly as they wished. In consequence
there was immense pressure on the Intervention Board to eradicate the backlog
before the start of winter in 1996.

Initial estimates of the backlog as at May 1996 varied considerably. The
Ministry considered that it might amount to approximately 130,000 animals, while
abattoirs and markets thought it might be significantly larger, The Ministry did not
attempt to estimate the true size of the backlog until September 1996, when it
carried out a telephone survey of producers, which suggested that the backlog was
rather larger than it had expected.

EXE) in view of this uncertainty the Intervention Board introduced a temporary
registration scheme in England and Wales on 21 October 1996. This required
farmers to register animals which were available for immediate slaughter; only
registered animals would be subsequently accepted. The primary purpose of the
registration scheme was to identify the size of the backlog more reliably.
Application forms were distributed to 132,558 farmers in England and Wales. By
8 November, 38,479 applications covering 328,138 animals had been returned
and registration certificates were sent out for these animals. An analysis of the
register by county largely confirmed the Intervention Board's understanding of
where the biggest backlogs lay. It also showed that dairy and breeding cows and
bulls made up 82 per cent of the total with steers and heifers constituting the
remaining 18 per cent. The temporary registration scheme also applied in

I S
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Weekly slaughter rates
under the Over Thirty
Manth Scheme in the

United Kingdom

Source

Mational Audit Office anahssis of
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Intervention Board data

EXT] The result of these measures was to increase the processing capability from
25,000 animals a week to some 60,000 in November 1996. Figure 14 shows this
increase. It also shows how the percentage of beef cattle processed, such as steers
and heifers, fell as beef producers adjusted their production and marketing
systems. These efforts greatly reduced the backlog so that by January 1997
producers faced no delays in gaining access to the scheme. It should be noted that,
while almost 330,000 registration certificates were issued to farmers (paragraph
2.48), only a third had been used for entering animals into the scheme by
November 1996. This suggests that farmers registered more animals than were
eligible for, or were likely to be put into, the scheme. Since January 1997, the
number of animals being entered for the scheme has in the main stabilised at the
average pre-crisis level of about 15,000 a week.

_

Cows
animals slaughtered (000's) B Beet
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woeks from 6 May 1996 o 24 March 1997

Modes: 1. Casualty animals are excluded. Their inclusion would incraasea the slaughber rate 1o over
60,000 in aarly Movember 1896,

2. Figures for May and June are not sepasaledy available on a weekly basis for cows and beel,

Thie weekly slaughier rale increased from an average of 25,000 in May and June 1956 10 a paak of just
under 60,000 in Novembar 1906,

The Intervention Board incurred significant costs in obtaining cold storage
facilities as a temporary buffer for material intended for rendering - in the region
of £30 million in 1996-97, including transport. During 1997, the Board eliminated
stocks of Over Thirty Month carcasses in cold stores by utilising spare rendering
capacity following the clearance of the backlog. The Board has sought to use the
resultant storage space for intervention or to dispose of it by the early termination
of coptracts.
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Administrative and other checks carried out by the
Intervention Board and agents

EXX] /s agents of the Intervention Board, staff from the Meat and Livestock
Commission (Livestock and Meat Commission in Northern Ireland) and Meat
Hygiene Service (Department of Agriculture in Northern Ireland) are responsible
for carrying out various checks at markets, abattoirs, rendering plants,
incinerators, stores, hide markets and tanneries (Figure 15). In addition, staff from
the Board's technical inspectorate regularly visit the same premises in England
and Wales in order to check adherence to scheme regulations, Similar checks are
made in Scotland by part of the Scottish Office Agriculture, Environment and
Fisheries Department and by the Department of Agriculture in Northern Ireland.

EXE] Atthe Intervention Board, elaims from abattoirs and markets are checked
and pavments calculated. Steps include:

B checks to see that there is documentation supporting the eligibility of the
animals and any top-ups claimed. These include a correctly completed
farmer's declaration covering every animal submitted, though this
requirement was only introduced in August 1996,

B checks that claims have been fully authorised, signed and stamped by Meat
Hygiene Service and Meat and Livestock Commission stafl, though the latter
were only required to do so from July 1996;

B calculations of the payment due. This can involve analysing and aggregating
the weights of each class of animal claimed. and separately analysing
top-ups or supplements.

Other work carried out by the Board's verification teams and Anti-Fraud Unit is
covered in paragraphs 4.24 w 4.27.

EXE] The compensation due to the producer is paid by the Intervention Board to
the collection centre where the animals were presented. The collection centre must
operate a trustee account and forward compensation payments to the farmer
within 14 days of receipt from the Board. Collection centres (abattoirs, markets,
incinerators) make claims weekly and a single claim may cover a large number of
animals from many different farmers. In the case of a complex claim, which might



Meat and Livestock
Commission, Meat
Hygiene Service and
Technical Inspectorate
Responsibilities
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_

Meat and Livestock Commission

M checks eligibility of animals against documentation;

| weighs carcasses hot and reconds all weights on docurmnentation, stamps and signs kill sheeis and
sands them with supporting documents o the Board

Intervention Board Technical Inspectorate

W oversees the performance of the operators and agents 1o ansune hat i conoms 1o axpacted
lereets;

B undertakes unannounced visits to each bype of premise used within the scherme;
M reports o the Board on the operations and ensures that deficiencies ame noted and recorded;

M provides technical advice o the Board andfor agents as necessary in the meat and Ivestock area
Meat Hygiene Service

B oversees every slaughier at the abattoir

B undertakes a physical inspection of all animals prior to slaughier, checks documentation for
eligibility and reconcies earags o documentabon;

W checks eligibiliny of animals - fit for human consurmption, free trom clnical signs of BSE and over
30 months;

B checks the staughter of animals and ensures that the disposal is by approved and sealad
methods:

B =afeguards animal welfare;
B undertakes post-marem chack of animals including dentition;

B supervises the drossing of carcasses, removal of specified bovine material, weighing of offal and
Specified Bovine Matenal

B ensures sufiicient disfiguning and staming of carcass and other material

B checks and endarses all relevant scheme documentation with the beal and Livesiock
Commession;

W maintains hygiene rules in premises at all limes;
B ensures the remaoval of all scheme material on day of slaughter by approved renderers;

B maintains security of schame material and ensures separation from other material throughout
oparakions;

B records and reconciles all weights on documentation for amearnd transport of material

hote:  In Northem Ireland, the Livestock and Meat Commission and the Department of Agricuthure
Marthom Ireland are responsible for all checks, In Scotland, the Scottish Office is responssbia

for bechnical inspections,
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cover as many as 1,000 animals, the clerical checking and calculation could take
several days. The Board has set an internal target of 14 working days from the
receipt of a claim to the payment to the collection centre; the Board’s published
target is 21 days.

Mational Audit Office sample testing of transactions

EXA] The National Audit Office examined a statistical sample of 97 payments to
collection centres covering the 1996-97 financial vear. The sample included 64
pavments to abattoirs, 29 to markets, two to incineration plants and two advance
pavments. The total value of the claims examined was £11.6 million and covered
some 17,600 animals. The Mational Audit Office checked whether the
compensation payments and slaughter fees were arithmetically correct; whether
the Intervention Board had confirmed the eligibility of all animals included in the

claim; and whether the claims had been authorised by the Meat Hygiene Service
or by the Meat and Livestock Commission. As the size of claims ranged from

7 animals to one claim for £530,000 involving over 1,000 animals, the National
Audit Office’s testing often involved a complex reconciliation of data.

The National Audit Office found that:

B the Board strengthened its controls in August 1996 by requiring farmers to
submit identification details for all animals in their claim;

B at collection centres, officers from the Meat Hygiene Service or the Meat and
Livestock Commission rejected any animals which did not have ear tags or

where cautle identification documents were incomplete. Inspections are

carried put after the animal has been slaughtered and farmers are notified
if their animal has been rejected;

B the Board rejected any animals within a claim where there was insufficient
supporting documentation to confirm the animal’s eligibility or where the
claim did not match the documentation received from the collection centre.
In such cases, the Board withheld payment until the farmer or collection
centre provided the necessary evidence; and

B abattoirs and incinerators receive slaughter fees and incineration fees for
rejected animals even when farmers cannot provide documentation to
support their claim. In 1996-97 the Board rejected some 5,200 animals,
0.4 per cent of all those slaughtered.
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EXI} The National Audit Office’s transaction testing found a total of 47 payment
calculation errors in the 97 claims examined (Figure 16). Those errors occurred
on 26 claims, ten of which included more than one error and one claim contained
seven errors. All of the errors occurred on compensation payments to farmers via
abattoirs. Errors were more likely to oceur on these payvments to abattoirs, as such
claims were relatively large, and were more complex to process, compared to
claims from markets and incineration plants: the average value of sample claims
from abattoirs was £167,000 on 248 animals, compared to claims of £28,000 on
56 animals from markets and incinerators. While no errors were found on
paymenis to markets or on slaughter fee caleulations in the samples tested by the
Mational Audit Office, 40 per cent of the 64 claims submitted by abattoirs contained

Brrors.

M—

alysis of the types of error found - by number and value

Type of enor

‘Weight recorded irmtre-:!r:.-:
Apimal omitted from payrment
Animal included twice

Arithmetcal amor in payment calculaticn

Mizclassification of animals

Lack of suppoding evidence for animats
Rejected animal included in payment

Total

Overpaymenis Underpayments Total Value of Errors
M0 Value (K] L b Valuea (£) i o] Valua (£}
11 1033.15 2 1337.92 20 237107

- - 11 588629 1 HEBE 29
L+ 5 Tl T L ATIT57

2 79.30 3 2164,13 5 2243.30
1 238 1 STE.45 2 580.87
2 168 ED 2 164889
1 627.53 : . 1 627.53
23 7,108.82 24 10,066.83 a7 17, 175.65

The Mational Audit Office found 47 errors in the calculation of payments amounting o just over £17,000 n tatal

Source: NAD analysts of payments

The gross value of the sample errors was £17,176, which equates to
0.17 per cent of the value of the compensation payments made on the claims
examined by the National Audit Office. Extrapolating this level of error across the
value of compensation payments made in 1996-97 of £670 million would amount
to a gross error of some £1.1 million. The error rate on the number of animals
processed under the claims sampled was very small: the National Audit Office
found that claims for only 49 of the 17.640 animals covered by the sample had
been processed incorrectly, an error rate of approximately one in 360,
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Part 3: Other schemes and market support
measures

Introduction

m The Over Thirty Month Scheme was the largest of the schemes brought into
immediate effect in response to the beef crisis. However, while the scheme would
provide work for abattoirs, renderers and others, the risk of a disorderly collapse
of the beef industry led the Ministry to introduce a series of other schemes to
support the market. These were designed 1o address the immediate short term
problems following the beef export and animal feed bans by cushioning the impact
on some sectors of the industry and on the market relationship between those

SECLOrs.

EE] In addition, the Ministry started work on a selective cull scheme, a cattle
traceahility system and beef assurance and certified herd schemes as measures
with the longer term objective of restoring consumer confidence and securing the

lifting of the beef export ban imposed by the European Union,

EE] This part of the report contains the results of the National Audit Office’s
examination of:

B the Calf Processing Aid Scheme

B other short term market support measures
B the Selective Cull

B cattle traceability systems

B ihe beef assurance and certified herd schemes

a1
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Calf Processing Aid Scheme

m Given that the Call Processing Aid Scheme was introduced immediately
after the collapse in the beel market, the National Audit Office examined:

B the key features of the scheme;

B a sample of transactions.

Key features of the scheme

EX] European Union legislation introduced in 1992 allows member states to
operate a calf processing scheme, aimed at reducing supply following a decline in
the beef market. Prior to 1996, no member state had introduced such a scheme.
Following the loss of export markets for UK calves, the United Kingdom activated
the scheme with effect from 22 April 1996. The European Union subsequently
imposed a requirement on all member states to operate either the Calf Processing
Ajd Scheme or an Early Marketing Scheme for veal. The Call Processing Aid
Scheme provides for the slaughter and safe disposal of very young male calves.

EXd ‘Payment rates are determined by the European Commission Beef
Management Committee and are set in ECUs at a flat rate per calf based on market
prices. Since the scheme was introduced, changes in the eligibility and payment
rates have been made 1o reflect the market position. In addition, fluctuations in
the agricultural exchange rate used in the conversion of ECUs into £ sterling have
led to successive reductions in the payment rates. All these changes are reflected
in Figure 17.

In 1996-97 the Intervention Board paid some £51 4 million for the slaughter
of approximately 540,000 calves. From 1 April 1997 to 30 September 1997 a
further 295,000 calves were slaughtered at a cost of £24 million. Total expenditure
in 1997-98 was forecast to be £54 million. The aid under this scheme is fully
reimbursable by the European Union.

The Intervention Board is responsible for administering the scheme and
the Meat and Livestock Commission, Meat Hygiene Service and State Veterinary
Service act as its agents for making the appropriate physical checks and in checking
or preparing relevant documentation. The role and responsibilities of the various

parties are set out in Figure 18,

i
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Responsibilities in the Calf Processing Aid Scheme

The Intervention Board is responsible for operaling the Calf Processing Aid Scheme by

registering abaltoirs

publismng scheme literature and forms

checking and processing claims for calves from abartoirs
initiating verification programmes al abattoirs

arranging necessary inspection visits 1o farms

[ N N N ]

The State Veterinary Service checks thal abattoirs applying for approval under the
scheme have the tacities suilable lor procassing calves.

The Meat Hyglene Sarvice acis on bahalf of the Infervention Board to:

chack the ehgibilty of every call (ante-mortem)

saleguard animal welfare

overses all slaughtering and disposal of matenal

complate appropriate paperwark

ensura that resullant material is despatched in a sacura form

(N N N N ]

The Meat and Livestock Commission acls on behall af ihe Intarvention Board by

® checking the eligibility of every calf {pest-mortem) in high throughput abattoirs
® in conjunction with the Meat Hygiene Senice, complating scheme documentation

Abattoirs registered to participate in the scheme are responsible for

natifying the Board of intended slaughtar limes
chacking tha ehglbulury aof calves

slaughtering the calves

disposing of the carcasses

maintaining good records

paying the Meat Hygiene Serace for its services

Farmers/producers negotiate direct with markets and abatioirs on the sale of aligible
cahves.

Maote:  In Marthern Ireland, the appropriate checks are carried oul by tha Department of Agriculture Northarn Ireland.
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schemes responding to the BSE crisis

Beaf Marketing Payment

Slaughtering Indusiry
(Emergency Ald) Scheme

{i} Throughput element

{ii) Bewl Stocks Transfer
Scheme

Rendering Industry Support
(1996-97)

Rendering Industry Support
(1997-98)

Eeef and Beef Products

(Storage and Disposal
Services) Scheme

Feed Recall

Support to hide industry

Boef Special and Suckler Cow

Premium Top I.Ipl:|I

Hlmm?cmpm?

Description

To suppont farmers affected by the fallin market prices, flat rate headage
paETENts wane made on adull cattle marksled for human consumption in 1996
between 20 March and 30 June (£66.76 par animal); 1 July and 30 Saptembear
(E55); and 1 October and 9 Moverrber (£34)

Part fundad by Eurcpean Linion

Fart of package of support to help avert isk of collapse of the normal meat
supply chamn by keeping essential inks open

Payments of £8.50 per animal 10 slaughierousss who continued 10 slaughter
bovine animals in 199697, based on 189596 throughpul

Purchasa by the Inlervention Board of unsalsable besd owned by operators of
boanged saughler houses and culleng plants on's Aprd 1996 and armangements
for s storage and disposal

Payment based on loss of income by comparison with 19956 and taking broad
account of changes in renderers’ costs and throughput, Rendenars had 1o
maintain pre-kiarch 1996 prices and charges to the abatiows.

Basad on individual renderers’ producton ol talkow and ensaleable meaal and
bone meal. Phased out by yaar end. ho obligation to maintain prices and
charges. bul Suppon i ranspanant o supphers

Inervantion Board arranged for the storage and disposal of meat made
unsaleable by the crisis which was held by traders who wished o use this
sandica. Traders recaned no payment for their product

Covered the cost of collection, storage and disposal to ensure sale dastruchon of
fesed now banned from use as animal feed

Payable io regsterad tanners and Brilish Leathar Confederation ko compensate
for lass of valus of by-products from hide processing and for additional handiing
costs for the Wimmings and to ensura their safe destruction. (£4.75 per hida)

Syupplementary payments made under exsting procucar Support schemes
invelving headage payments 1o larmers baged ultimately on numbers of animals

eligible under schemes in 1996, Funded by European Linion

Increase io existing payment to holders of bovine animals.

Expenditure
199697  1967-08
asimaled

Em Erm

58 0

30 [i]

51 5!

ar 1?

] 58

1 2

0.3 1!

4 3

120 B

) 4]
continued..
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con
199697 199798
estimated
£imi £
Purchases into Intervantion®  Intended to suppon prices. Such purchazes have increased due to BSE erisis 170 180

and loss of markets. Eligibiliny extended fo cover young bulls

The Intervention Board also repurchased intervention siocks worth £2.4 million
which had been sold just pricr io the announcement on 20 March 1996,

Funded by Eurapean Union

Motes: 1. Estimated expenditere in 1997-98 relates lo continuing costof siorage and disposal
2. Mol including an amount subject io debl recovery action
3 Extension {0 existing schames
Various shorl tenm measures of exlensions 10 existing schemes were implemeanted 1o Suppon s2ciors of the beafl industry

EBE] n view of the variety of schemes introduced and because there was some
urgency behind the development of the new and temporary schemes, the National
Audit Office reviewed:

B whether there was overlap between the schemes, providing apparently
duplicate aid to sectors of the beef industry; and

B whether the schemes had statutory authority and appropriate criteria
against which to determine the eligibility of applicants.

In order to arrive at conclusions on these issues, the National Audit Office
examined the purpose and nature of each scheme as described above and in more
detail how the rates of aid pavable were determined, taking account of the
objectives of the scheme and nature of the market. The results of this examination
are contained in Appendix 2. Although not examined in detail, this review also
indicated that the Ministry and Board had adequdte systems in place for claim
processing and checking.

The National Audit Office also analysed the amounts paid to each sector of
the industry under these and other schemes examined in this report, covering both
direct support and additional work. The results are at Figure 20 on page 60.

r
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m Total amounts paid to elements of the beef industry

Farmers, Slaughterers Renderers Tanners Others' Total
Producers
£m £m £m £m fm £m
Ower Thirty Month Scheme 957 870 i a5 B2 858
ar-a 255 &3 42 4 392
Call Processing 96-7 51 51
a7-8 5
Selectiva Cull Q-7 0 0 1] 0 1]
ar-a 110 2 4 3 119
Beof Marketing a7 58 58
Slaughtering Industry 9G-7 7B 3 a1
(Emergency Aid) a7-8 5 5
Rendering 95-7 ar ar
Industry a7-a 69 i)
Beef & Suckler 96-7 120 120
Cow Premium a7-8 | 8
Hill Livestock 96-T &0 60
Compensatory
Allowances
Other’ 95-7 4 1 5
97-8 3 3 [}
Total 1.281 278 257 T 149 1,973
Mode: 1 Includes Animal Feed Recall Scheme, Beef and Beef Products (Storage and Disposal Services) Schame, and the costs

of incineration, storage and ransport under those and othar achemas. Excludes intenvention purnchasing
2 From the tees received from the Calf Processing Scheme, slaughterers will have paid tarmers for the animals and are
responsible or disposal of carcassas.

Farmers recoved paymants uncder most of the Schames, Some elements of the mdustry recenved payments undern both slaughler schemes
and indusiry suppor schemes

Background to the scheme and its objectives

Spongiform encephalopathies have long incubation periods. The objective
of the Selective Cull scheme is to identify animals most at risk of contracting BSE,
in order to reduce the incidence of the disease further. Concern has primarily
focused on animals born after the ban on feeding ruminant protein to boving
animals, which took effect from 18 July 1988. Experts consider that this ban was
not immediately fully effective and that some animal feed continued to include
infected bovine material. The incidence of BSE in animals born after that date is
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The steps involved in
implementing the
Selective Cull

the scheme lie with the Ministry's Animal Health Division, while the Ministry's
State Veterinary Service is responsible for operating it through its central
headgquarters and its network of regional Animal Health Offices. The Intervention
Board is responsible for making compensation payments to farmers on the basis
of information provided by the Ministry and for the collection, slaughter and
disposal arrangements. The Department of Agriculture, Northern Ireland is
responsible for making payments in Northern Ireland. The total cost of the scheme
is likely to be about £160 million, £0.1 million of which was incurred during
1996-97.

Selection of animals to be culled

EEE] implementing the Selective Cull involves several distinet stages as shown
in Figure 21.

_

B using he epidemiciogical dalabase al the Velermary Labaralories Agency in Weybridge 1o identify
all confimed cases of BSE in animals borm aftér the ruminant protein ban;

B tracing these animals back to the herd in which they were born or reared for the first six months
(the "natal herds”);

B identifying within those herds other animals in the same “cohort” (|.e. bom in the same season) and
asgassing whethar they were exposed 1o the same leed. If more than one cobor is alflectad,
separate natal hard repons are complatad for each cohort year;

B racing all these other "exposed’ animals, or establishing that they have been slaughtared;
[ arranging bae the valuabion and slaughier of "exposed” anmals

The process of racing and identifpng exposed animals is iterative, Since within a single herd thoy
may have come from a vanety of sources

EEZ] In this process a key concept is that of the cohort year. This was intended
to cover all calves which were born in the same season as a confirmed BSE case.
However, for practical purposes the Ministry initially defined it as follows
(Figure 22).



Voluntary and
compulsory cohort years

B3E: The Cost of a Crisis

_

Voluniary cohor year 1985-90 1 Juby 1969 1o 14 October 1800

Compulsory cohort years 198001 15 Ociober 1990 jo 30 June 1991
19002 1 Juby 1991 1o 30 June 1392
190200 1 July 192 10 30 June 19893

This shoaws the cobort years defingd as the bass far identifying animals Bom in the same season as a
confirmed casa of BSE.

EEX] Only animals born within the same cohort year as a BSE case would be
assessed for possible inclusion in the cull. As the requirement to maintain birth
records had been in effect only since 15 October 1990, the Ministry did not consider
it equitable to require farmers to offer animals for slaughter born before that date
though they may do so voluniarily. By contrast, exposed animals in the compulsory
cohort years have to be slanghtered.

EEX] When the scheme was first implemented the Ministry defined potentially
exposed animals as those within the same cohort year as “horn after the ban”
cases; and the cohort years were rigidly defined as in Figure 22 above, While the
National Audit Office appreciated that limits had to be imposed on any selective
cull, the effect of this guidance was illogical as it could exclude animals which may
have been born soon after or before a confirmed BSE case and which were known
o have received the same potentially infected feed. For example. a confirmed BSE
case born in a herd on 20 June 1992 would have been classified as being born in
cohort year 1991-92, Other animals born in the period 1 July 1991 o0 30 June 1992
in that herd would have been considered for inclusion in the selective cull, while
animals born in July 1992 or later would have been excluded - even il it might be
clear that they were given the same feed. This is of particular importance since
most BSE cases have occurred in dairy herds where in some cases there is no
distinct calving pattern, as opposed to beel herds where calving is generally

seasonal.

On 5 June 1997, some four months after the scheme had begun, the Ministry
issued urgent instructions to all its Animal Health Offices to rectify this weakness.
The new guidance redefined the cohort year by stipulating that all animals born
six months either side of a "born after the ban™ case had to be considered.
However, the guidance did not make it clear whether herds already processed
should be re-examined: some Animal Health Offices effectively suspended

operation of the scheme pending clarification of this issue.
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EEZ] Up to 6 June 1997 the Ministry's animal health officers had visited over
2100 herds. Some offices. such as Leeds. had virtually completed all the
compulsory cohort visits and tracing of animals and intended to focus on the
voluntary cohort herds. If the new guidance were to be applied retrospectively,
many herds would need to be re-visited to identify and trace potentially exposed
animals. More detailed instructions issued by the Ministry on 19 June 1997
required animal health officers only to re-visit herds alreadv examined if the
farmer requested a reassessment. Therefore the choice, on the advice of the
Ministry’s lawyers, was left to the farmer on whether to continue with the definition
of the cohort year applied at the start of the scheme or to apply the new definition.

EEZ] The National Audit Office noted a number of other factors relating to the
scope and effectiveness of the Selective Cull:

M “horn after the ban™ BSE cases in the voluntary cohort year affect some |
6,000 herds. By contrast, "born after the ban” cases in the compulsory
cohort years only affect 3,000 herds. The effectiveness of the cull therefore
largely depends on the readiness of farmers to offer animals within the
voluntary cohort year, in the absence of any sanctions which the Ministry
can impose. As at June 1997 relatively few visits had been made to herds
in the voluntary cohort vear and the extent to which farmers were or werg
not offering animals from the voluntary year was therefore unclear.

B the scheme only covers the period up to June 1993, It was not designed to
include "horn after the ban” cases which were born after that date, and the
herds within which they were born.

B the cull was based on the list of "born after the ban™ BSE cases as at 3
January 1997, It was not designed as an on-going programme to follow up
confirmed BSE cases arising after that date, even if their date of birth falls
within the relevant cull cohort years. The list of cases identified comprised

some 16,700 animals.

B about 800 “born after the ban® cases cannot be traced to their natal herd;
therefore other animals within those herds and exposed to the same feeds
cannot be identified. In addition, there are around 2,000 cases where
information about the natal herd could not be corroborated by farm records
in the natal herd, mainly in the voluntary vear before such records were
mandatory. '
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EEX] Compensation payments to farmers amount to 90 per cent of the
replacement value of female animals, or, if higher, the market value; or the market
value for male animals. The replacement value is defined as the value of an animal
of the same breed and quality in its first lactation. On this basis, an eight year old
dairy cow, for example, would be valued as if it were two o three years old. The
National Audit Office found that farmers might typically expect £1,000 for a
non-pedigree animal, but substantially more for some pedigree cattle even though
the animals being culled may have reached the end of their economically
productive lives. The overall average payment per animal is about £1,400. In a
few extreme cases, however, compensation payments have ranged up to £50,000.
Valuation is generally carried out by two independent valuers, one chosen by the

Ministry and another chosen by the farmer.

Taking into account the number of animals slaughtered from April 1996 to

September 1997 and the compensation rate for that period, the average level of 4

compensation paid to farmers under the Over Thirty Month Scheme was about
£475 an animal. The levels of compensation available under the Selective Cull are
considerably higher, reflecting the compulsory nature of the cull and the economic
value to farmers of the animals selected.

EEI} Additional supplements are payable for "closed herds™ (where no female
bovine animal has been introduced since 15 October 1990) and for herds where
more than 10 per cent of the animals are affected by the cull. The latter cases can

become very complex to calculate where, for example, more animals are

subsequently traced to the same herd or where a farmer subject to a compulsory
selective cull later volunteers animals within the voluntary year. In such cases, the

second compensation payment may include top-ups relating to the animals on

which compensation has previously been paid. Payment caleulations are
performed by a dedicated computer system which was subject to testing of sample
calculations before going live. There was no live testing of the accuracy of payment
calculations after the system became fully operational. Data entry is subject to

manual testing and a sample of final payment calculations performed by the

computer is similarly tested. However, for those cases which involve top ups, thesé

checks need to refer back to information on the herd size, which is held by the

Ministry.

EEId in order to maintain a clear audit trail in respect of the cull material and
related documentation, scheme rules prescribe that the slaughter, rendering and

storage of resulting meat and bone meal is kept entirely separate from Over Thirty

Month material.

P
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EEE] A basic prerequisite of a traceability system is the ability to identify
individual animals. This identification is also of benefit in checking claims made
in respect of animals under market support schemes, to confirm eligibility and
avoid duplicate payments. In 1992, the European Commission Directive 92/102
required cattle to be given a unique identification number, to be recorded on a tag
attached to an ear. In addition, farmers were obliged to keep records of those cattle
which moved onto and off their holding. This directive was implemented in Great
Britain by the Bovine Animals Records, Identification and Movements Order 1995
which updated legislation already in place on cattle identification and farm
records. Following the BSE crisis, the Ministry very quickly introduced a second
method of establishing cattle movements, shown on an official passport issued for
each animal born in or imported into Great Britain from 1 July 1996.

f

EET] Tracing animals by using local manual documentation of this kind can be
effective in selective routine checking and physical verification at farms of a sample
of claims under agricultural support schemes. However, in the event of a crisis
where there s a need to trace animals, tracing is difficult, resource intensive and
time consuming in the absence of a central computerised database recording all
cattle movements. The Department of Agriculture for Northern Ireland has.
operated a computerised database of cattle since 1988, This system was developed
from an existing paper-based animal movement system which was introduced in
the early 19705 to deal with bovine tuberculosis and brucellosis eradication
programmes. The system records the movements of every bovine animal in
Northern Ireland from birth to slaughter as well as full details of each animal's
herd number, individual ear tag number, sex, colour, breed, date of birth and
complete disease history. As a result of the BSE crisis, the Ministry considered
introducing a similar system within Great Britain.

In July 1990, the Agriculture Select Committee published a report on BSE
and issues relating to cattle traceability. This recommended that a comprehensive
scheme for identifving and tracing all cattle should be implemented immediately.
In the same year, the Milk Marketing Board in England and Wales and the National
Cattle Breeders Association commissioned a review of existing systems of cattle
identification and recording. This review was published in January 1991 and
recommended a cattle data centre incurpnrntilng a computerised national
database, a unique identification system and traceability for animals. The report
received widespread support from the cattle industry. In response to these reports,
the Ministry carried out a feasibility study, but did not pursue the issue further in
view of the likely costs involved.

iy

oo e






BSE: The Cost of a Crisis

70

with the service delivered by the private sector to prescribed standards. This would
involve a shorter procurement time scale and reduced operational risks to
Government. The report estimated that the cost of converting the paper passports
into an electronic form would grow at about £900,000 for each month of delay.
The consultants recommendations and projected timescale were based on the
assumptions that there would be a single contract with a private sector provider,
a fast track procurement process would be adopted and implementation would
start immediately,

The Ministry submitted a business case to the Treasury in November 1996.
Following Treasury approval, the Ministry sought Ministers’ approval in
December 1996 to consult the industry on proposals for a cattle traceability system
in Great Britain. The Ministry consulted widely within the Agricultural
Departments and with industry representatives. The responses indicated that to
do nothing was not an option as it was inconceivable that the export ban would
ever be lifted without such a system. There was, however, some concern about the ,-
burden on farmers which would result from the requirement to complete forms '
for every animal movement. In an effort to address this, the Ministry modified the
proposals by placing greater responsibility on agents and markets to notify
movements electronically on behalf of farmers. [t considered that the use of agents
would reduce running costs because fewer movements would be reported by post.

The Ministry did not consider the seven month time scale proposed by
PA Consulting feasible in the light of related European developments, the need to
conform to Public Procurement directives, and the need to consult fully and obtain
the willing co-operation of the industry. Further delays resulied as Ministerial
approval was not obtained before the General Election. Detailed planning work
did therefore not begin until May 1997, with the objective of implementing the
scheme as soon as possible. The Ministry decided not to contract out the proposed
British Cattle Movement Service but to establish it as a distinct operational unit
within the Ministry, with the intention of privatising it or turning it into an
Executive Agency after it had become fully operational. The Ministry announced
on 12 November 1997 that the cost of the cattle tracing system would be recovered
through a charge on cattle passports. The charge was expected to be between
£5 and £10 per passport. In February 1998, the Government announced that it
would meet the costs, of some £35 million for setting up the Cattle Traceability
system and of running it in its first full year. The system was expected to be fully
operational by late summer 1998,

R ——




Conclusion

Other schemes
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The MNational Audit Office concluded that:

B it is clear that the systems in place prior to the BSE crisis lor tracing animals for disease control
purposas were inadequats lo ease the difficullies experienced by the Ministry in identifying and
tracing animals for the Selective Cull. Earber mplementation of a computenised traceabsity systam
would have enabled the Minssiny o act more swiltly and effectively in the event of a cnsis; and

M tha Minisiry is now addressing this through the institution of cattle passports, introduced with effect
from July 1896, and the developmend of a computensed raceability system; it will need to enswre -
if the: cattle raceability databasea is 1o be eflective - thal the sysiems for registering cattle are
property oparated, that records are kept up 1o date and that the standard of documentation and
cattle identification maintamed by tarmers is adequale

The Over Thirty Month Scheme introduced by the Ministry reflected the ban
on sale for human consumption of all over thirty month animals. This ban went
beyond the advice of the Spongiform Encephalopathy Advisory Committee that the
carcasses of those cattle be deboned and specified bovine offal be kept out of the
food chain, The Ministry therefore sought to identify whether there were schemes
which could be devised to allow marketing or export of certain animals. The
Mational Audit Office examined the progress made in devising the Beef Assurance
Scheme and the Export Certified Herd Scheme.

Beef Assurance Scheme

Certain extensively reared, specialist beef herds within the United Kingdom
mature relatively late and the animals are not therefore sent for slaughter under
30 months. The nature and management of these herds and feeding practices are
such that the Ministry considered the risk of BSE to be insignificant. It therefore
introduced the Beef Assurance Scheme to allow farmers who specialise in rearing
such cattle to market their animals for human consumption until they are
42 months old.

To be eligible for the scheme, herds must satisfy the following eriteria:

B the herd must be a specialist beefl herd with no dairy cattle for the previous
SEVEN Vears;

B the herd must have been established for at least four years, except where
the herd is sourced from herds already in the scheme;

il
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B thers must have been no case of BSE confirmed in the herd (or in animals
originating from the herd) and the herd may not include animals from herds
in which BSE has been confirmed; and

B animals in the herd must not have received any feed containing meat and
bone meal during the previous seven vears.

EEF] The Ministry consulted the Spongiform Encephalopathy Advisory
Committer who were content that these rules would ensure that the risk of BSE in
such herds was extremely low and that the scheme offered alternative assurance
to that provided by the general thirty month age restriction. The Ministry also
discussed the proposed rules with the European Commission and presented them
to the Standing Veterinary Committee prior to the introduction of the scheme on
1 September 1996. The statutory instrument which forms the legal basis of the
scheme sets out the conditions of eligibility (Statutory Instrument 1996 number
2097).

EXE] The administration costs of the scheme are recovered by charges to
participating farmers. For the first year of operation, to 1 September 1997, these
consisted of a registration charge for the herd of £35 and a charge of
£3.35 per animal. Both are payable annually. Farmers are also required to double
tag each animal with its official ear number. The charges are designed to recover
the Ministry's costs of administering the scheme, including inspecting herds twice
a year to ensure compliance with the scheme rules. In addition, inspectors make
two visits a yvear to each herd to ensure the integrity of records held by the Ministry,

EERl As at December 1997, some 940 applications for registration had been
received. However, many of these were found to be ineligible. Of the
203 applications which passed initial checks, only 77 chose to register, covering
4187 animals. The cost of the scheme in 1996-97 was £1 million, the bulk of which |
were start-up costs, and is expected to be considerably lower in 1997-98. '

Export Certified Herd Scheme

EER] ‘The Ministry has also drawn up proposals for an Export Certified Herd |
Scheme. The aim of the scheme would be to secure the lifting of the export ban for
meat and meat products from herds which have had no association with BSE for
eight years. Such herds would be required to meet a number of criteria similar to
those set for the Beef Assurance scheme. 1
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EEl The National Audit Office also found that;

B in Great Britain, Specified Bovine Material from under thirty month cattle
and Specified Risk Material from sheep, though not Selective Cull material,
had been rendered together with Over Thirty Month material. Specified
Material from under thirty month cattle and sheep constituted roughly
15 per cent of the total meat and bone meal in store. The Intervention Board,
rather than producers and the meat industry, in practice paid for the storage
and disposal of material not from the Over Thirty Menth Scheme although
there was no legal obligation for them to do so. This situation arose because
the Board had to use all the rendering capacity that was available in order
to clear the backlog of cattle awaiting slaughter during 1996. The available
capacity would have been redueced had the Board required that the under -
thirty month material be separately processed.

M by contrast, in Northern Ireland, as part of the agreement with renderers
effective from February 1997, Specified Bovine Material from under thirty
month animals and specified risk material from sheep was rendered
separately to Over Thirty Month Scheme material and was being landfilled
after rendering. The renderers pay for the storage and disposal of this -
material. Such an option offered very substantial savings as the costs of
landfilling were approximately £50 per tonne, compared to £210 per tonne
for incineration. As at November 1997, the Intervention Board intended to
conclude a similar agreement with renderers in Great Britain.

B under the terms of waste management regulations, store operators are.
obliged to obtain a licence from the Environment Agency for each store used.
However, an exemption from this requirement was provided for in
legislation, allowing operators to store up to 60,000 tonnes at any site for
up to 12 months if, as the Board assumed, the material was to be incinerated.
All stores had made use of this exemption and the Board initially expected
the material to be incinerated at a plant with provision for energy recovery
within that time. This proved not to be the case. Therefore since April 1997
the Board has introduced procedures for licensing each store. In the case of
new stores to be used for this material, the operator is required to apply for
a waste management licence within six months of taking material into Eﬂnm
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Incineration capacity

The National Audit Office found that as at the end of September 1997

B forecasts by the Ministry and the Intervention Board assumed that some
750,000 animals would enter the Over Thirty Month Scheme each vear. In
addition, approximately 100,000 tonnes of Specified Bovine Material from
animals not covered by the scheme and Specified Risk Material from sheep
would also require rendering and incineration;

B carcass incineration capacity was only sufficient to process up to 100,000
cattle a year. This was provided for in twelve contracts with operators of
cattle incinerators and was almost entirely dedicated to on-farm casualties;

M meat and bone meal incineration capacity was only sufficient to process
between 15,000 and 20,000 tonnes a year. This consisted of a contract with
a high temperature incineration company, Rechem, following an exercise
by the Department of Trade and Industry to identify the availability of such
capacity. The contract was placed by the Board in January 1997 and runs
for three vears;

B as shown by Figure 24, the volume of meat and bone meal was likely to
increase by more than 100,000 tonnes a year.

_

Mumber of Equivalent weight (tonnes)
Animals
Han' Blatena Meat and Borng
Mleal

Caithe entering schema 750,000 375,000
Orher Specified Malarial 100,000
Less: Direcl carcass incinaration (100,000 (50,000}
Total 425,000 105,000
Less: Meal and bone meal incineralion 15,000
capacity
increase in maat and bone meal awaling 50,000
ncmeration

Mates: 1. Weight of catile estimaled on the basis of an average waight per animal of 05 onres,
2. Weight of meat and bone meal estimated on the basis of a yield ratio of 25 per cent

The estmated increase in meat and bone meal 55 o September 1097 was 90,000 tonnes 3 year
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EX] Inorder to address the requirement for increased incineration capacity the
Board issued tenders in two phases. The first was initiated in June 1996 with the
objective of identifying additional incineration capacity which could be realised in
the short or medium term. Letters of intent were issued by the Board to nine
companies who had offered sufficient capacity to burn 13,000 carcasses a week.
Little of this capacity came on stream quickly, however, because of difficulties
found by tenderers in obtaining planning permissions and the separate need to
obtain environmental authorisations. Nevertheless, with risk assessment work
published by the Environment Agency on 26 June 1997 which dealt with risks
associated with various aspects of dealing with Over Thirty Month materials
including those associated with incineration, there has been some progress. The
Board expected to obtain additional capacity from the first tender exercise, subject
to planning and environmental consents, to process a further 2,000 to 3,000 -
carcasses a week by April 1998,

EEI] A second tender was initiated by the Board in January 1997 with a closing
date of 8 April 1997. The aim was to identify firms who could provide additional
slaughter, rendering, incineration and disposal services. Preference would be ]
given to those who could slaughter and dispose of the animals by direct
incineration or by rendering followed by incineration of the resultant meat and
bone meal and tallow, as an integrated operation. Tenders were still being
analysed in July 1997. Initial results indicated that the tenders in theory could yield
sufficient incineration capacity to directly incinerate all cattle newly joining the
scheme by spring 1999, However, most of the proposed facilities did not then exist
and the Board's experience suggested that not all this capacity might be realised,
due to delays in operators receiving operating consents, and commercial decisions
to withdraw. Moreover, the unit cost of direct incineration substantially exceeded
that of rendering and incineration of the resultant meat and bone meal and tallow.
The Board therefore suspended the incineration part of the tender in summer 1997
to allow comparison with new options, in particular those relating to the large scale
incineration of meat and bone meal.

Rendered material in store is therefore likely to increase to just over
300,000 tonnes of meat and bone meal and 170,000 tonnes of tallow by spring
1998, Thereafter, taking into account the n}f.pﬂﬁledlincreaSB in carcass incineration
capacity and the elimination of non-seheme material for rendering, meat and bone
meal will continue to increase by approximately 65,000 tonnes a year compared
to the estimates of 90,000 tonnes as at September 1997 (Figure 24). The Board is
therefore examining options for its destruction, such as contracts with power
generation companies or building of new incineration capacity. These options will
be subject to policy decisions by Ministers.
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European Union reimbursements

Expenditure in 1996-97
and European Union
reimbursements

EXF] Several of the schemes reviewed earlier in this report are partly or fully
financed by the European Union. In those cases, the United Kingdom are able to
claim reimbursement of amounts paid, subject to compliance with the European
regulations applicable to the relevant scheme. For the schemes examined in this
report, the National Audit Office:

B compared the amount of funds reimbursed by the European Union with that
eligible for reimbursement; and

B where this comparison suggested major difficulty or delay, analysed the
I sOns.

Comparison of amounts reimbursed

ERE] Figure 25 shows the schemes which are fully or partly funded by the
European Union, the amounts paid by the United Kingdom in 1996-97 and the
amount reimbursed by the Unjon up to 30 September 1997,

_

United Kingdom European Union
expenditure  relmbursements

eligible for (o 30/9/97)
EU funding
(1996-97)
£m £m

Eurapean Limion and Linted Kingdom co-fundad schemes
Over 30 Month Scheme - compensation payments fo farmens 370 23
Call Processing Aid 51 51
Salactve Cull 0 0
Beal Marketing Payments 29 29
Beaf Special and Suckler Cow Premium Top Ups 120 120
Intersanlicn 170 102
Repurchase of ex-Intervention Baal 2 0
Total a2 538

Some 70 per cent of expenditure in 1996-97 eligible for reimbursament by the European Linion had
baan recated by the end of Seplember 1997
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In the case of intervention stocks, expenditure reflects the purchase price
paid and the ancillary costs of transport, handling and storage. However,
reimbursement is based on the immediate depreciation in value when the stocks
are frozen together with a contribution towards financing and the ancillary costs.
Later, when stocks are sold, the European Union reimburses any losses, or
recovers any profits, against the book value of the stock. The Intervention Board
confirmed that all amounts reclaimable for the financial year 1996-97 had been
received by 30 September 1997,

European Union reimbursements on the Over Thirty Month
scheme

The European regulation on which the Over Thirty Month Scheme is based
set out a number of conditions for reimbursement from European Union funds:

B reimbursement would only be paid on the costs of purchasing animals into
the scheme, not on any other aspect;

B the compensation to farmers and European Union reimbursement was set
at 1 ECU per kilogram, though it was subsequently reduced in two stages to
0.8 ECUs per kilogram;:

B only 70 per cent of the purchase price would initially be reimbursed. In view
of the large numbers of animals concerned and in the interests of
simplification, the European Union and the United Kingdom agreed that this
70 per cent would amount to a flat rate of 392 ECUs per animal. This was
calculated on the basis of the initial compensation rate and an estimated
average weight of 560 kilograms for a cull cow; and

B reimbursement was dependent on the destruction of each animal. The
European authorities subsequently confirmed that should be interpreted as
incineration of all animal material after slaughter and rendering.

i

EEL] The requirement for incineration created considerable difficulty, due to the
lack of sufficient incineration capacity in the United Kingdom. In October 1996 the
Ministry therefore negotiated with the European authorities an agreement
whereby 80 per cent of the Community contribution would be paid after the animal
concerned had been rendered. Under European Commission regulation 1846/96,
the balance could be claimed after incineration.
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Conclusion  The National Audit Office concluded that:
W becauss of practical difficulties in reconciling the quantity of rendered material with numbers of
animats slaughtered, the Board has been unaible to substantiale the number of carcasses invohved
on which to base claims for payment. The United Kingdom taxpayer has been disacvaniaged o
the exient that the Eurepean Union remmbursements of significant amounts due to the United
Kingelom have been claimed and paid later than thay should have been; and

W while the Board expects further development of ils payments systems will provide a sound basis
fer further claime, the final 20 per cent reimbursement from the Eurapaan Linion will not become
available until thie siocks of meatl and bone meal are incineraled

Exit strategy

Most future expenditure will be on the Over Thirty Month Scheme. At the
time of the National Audit Office’s study, the Ministry had not made proposals to
the European Union to limit access to the scheme or to scale down and end it over
a defined period. This was because the Ministry judged that any mention of an exit
strategy could have adversely affected the operation of the scheme at a erucial
period when it was trying to reduce the backlog and negotiate new contracts with
abattoirs and renderers. Nor did the European Union at the start of the Scheme
specify the conditions which would lead to its eventual closure,

The National Audit Office looked at the scope for an exit strategy, in view
of the size and ongoing nature of the expenditure. The Ministry calculates that
there are some 4.25 million animals born before 1 August 1996 which will not
have reached the end of their useful lives by February 1999 and will not have been
entered into the scheme. The purchase cost of this number of animals, exclud!ng-f
the costs of slaughter, rendering and disposal, is some £1.3 billion. Various
strategies for limiting or ending the scheme are possible in theory but any strategy
would need to be developed in the light of the position reached in lifting the export.
ban and the impact on producer prices. Possible options include:

B gradually reducing the value of support payments to farmers, as has
happened since the outset of the scheme; :

B setting a cut-off date, such that animals born after that date would not
generate any compensation on slaughter. Such a date should not be earlier
than the ban on holding illegal feed which the Ministry imposed from
1 July 1996; and
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B closing the scheme only when the ban on European exports of British beel
is lifted, or when the Ministry decides to lift the ban within the United
Kingdom on the sale of over thirty month meat for human consumption.

EEX] The most important factor for the Ministry is the future of the over thirty
month rule, which will depend primarily upon human health considerations rather
than the desire to reduce expenditure. Any proposals o end or limit the scheme
would first need to be endorsed by the Spongiform Encephalopathy Advisory
Committee and approved by the European Union before implementation. In
particular, lifting the ban on the sale for human consumption of over thirty month
meat could only be contemplated if a number of preconditions were met, including
a low incidence of BSE in cattle and low risk of infection; no further evidence of
infectivity in tissues not included in current Specified Bovine Material controls;
evidence that BSE is no longer ocourring in younger cattle; and the incidence of
new variant Creutzfeldt-Jakob Disease in humans remaining low.

Conclusion The National Audit Office concluded that:

B in view of the high and continuing cost of the Over Thirty Month Scheme and for the purposes of
planning and of asssting famers in heir decsion making, the scope for an exit strategy K this
Schame with proposals for bringeng & 1o an end, is worthy of consideration; and

M the Ministry i not free 1o determine the nature or timing of such a srategy. Ary changes o the
Scheme must be approved by the European Linkon 1o meet s requiremeants for reimbursament of
expenditure and the condiions for [iRing the expedt ban. In addition, the implications for the
industry of such changes and scientific advice on the protection of public haalth are aiso
detarmining factors.

Special investigations

EEZ] As several of the schemes examined were implemented to meet urgent
demands and new payment systems were introduced, the National Audit Office
reviewed the action taken by the Ministry and the Board to carry out special
investigations into allegations of irregularity or impropriety.

EEX] The Intervention Board conducits verification visits to claimants to confirm
that schemes are operating in accordance with the relevant rules and regulations.
Initially, these visits covered transactions in the European Commission financial
vear to 15 October 1996 and involved detailed examination of claim records and
trustee accounts at every collection centre in the United Kingdom. Approximately
130 visits were scheduled from May 1997 until September 1997 but the analysis
of the results was not expected to be complete until later in the year.
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Appendix 1
The history of BSE and its nature

The history

(1) Bovine Spongiform Encephalopathy (BSE) was first identified by the
Ministry in late 1986. Early research findings at the Institute for Animal Health
confirmed that BSE was a newly identified member of an already known group of
transmissible diseases occurring in other animals and in man. Cases have since
occurred in native born cattle in other countries but the incidence in the United
Kingdom is significantly higher than elsewhere. Detailed scientific studies began
in 1987 to obtain better information on the nature of BSE and its origin and causes.

2] Early epidemiological research indicated that confirmed cases of BSE had |
appeared simultaneously throughout the United Kingdom but that the incidence
of the disease reflected regional variations. Scientists thought that the most |ikﬂ134
vehicle of infection was cattle feed containing meat and bone meal made from :
sheep infected with scrapie, a spongiform encephalopathy endemic in sheep.
Exposure of cattle to BSE was likely to have started in the late 19705 and early
1980s following changes in certain rendering practices.

B As a result of these initial studies legislation was introduced in mid-1988:
B making notification of suspected cases of BSE compulsory; and
B banning the feeding of ruminant derived protein 1o ruminants.

B  Detailed monitoring of the epidemic has allowed the effects of the feed ban

introduced in 1988 to be observed and research into the incidence of BSE to be
carried out. By 29 May 1998 BSE had been confirmed in 171,598 cases in Great

Britain. The epidemiec reached a peak in 1992: BSE was confirmed in 36,682
animals placed under restriction in that year. The number of cases of BSE has
fallen to 8,016 cases confirmed in animals placed under restriction in 1996 and

4,296 cases confirmed to date in animals placed under restriction in 1997,
Independent forecasts suggest that the disease may be close to extinction in the
United Kingdom by the year 2001,

g4
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Role of the Spongiform Encephalopathy Advisory Committee

Events in 1996

a The Spongiform Encephalopathy Advisory Committee was constituted in
April 1990, replacing earlier committees, to provide independent advice to the
Ministry of Agriculture, Fisheries and Food and the Department of Health.
Membership of the Committee and its subgroups has been expanded since 1990
to bring in additional expertise to deal with emerging issues. The Committee’s
expertise covers a wide range of veterinary and medical sciences. The Committes
reviews all matters concerned with Transmissible Spongiform Encephalopathies
including the number of cases of BSE and similar diseases occurring, research
findings and other relevant issues; advises the Government on the potential
implications; and recommends action that should be taken.

The epidemic of BSE had led to heightened surveillance in the United )
Kingdom of Creutzfeldi-lakob Disease (CJD), a transmissible spongiform
encephalopathy disease of man, from May 1990 to identify whether there were
any changes in the occurrence of CJD which might indicate an association with
BSE. This work is carried out by the National CJD Surveillance Unit at the Western
General Hospital in Edinburgh, to whom cases of suspected CJD of all types are
referred for investigation.

Bl D occurs in man throughout the world at low levels of incidence but by
early 1996, the Surveillance Unit had identified 10 out of 207 cases since 1990

with features which distinguished them from other cases, such as the age of the
victims, slower disease progression and characteristic brain lesions shown on
microscopic examination. These 10 cases had come to the Unit's attention between
March 1995 and March 1996. The Unit’s findings suggested that these 10 cases
(now 24) represented a new variant of CJD which might be unique to the United
Kingdom. This raised the possibility that the cases might be linked to BSE.
Research findings from the Institute for Animal Health and Imperial Cu]]uga'i-
London published in October 1997 provide the strongest confirmatory evidence
that the agent which carries BSE is the same as that which causes new variant
CJD. These findings do not identify the route of infection but did not affect the view
that the most likely explanation of the cases of new variant CJI) is exposure, prim:

to the specified offal ban in 1989, to food containing beef products carrying the
Bovine Spongiform Encephalopathy agent. Scientists believe that it is likely to be

several years before accurate predictions on the possible future number of cases
of new variant CJD can be made.

v,
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Review of short term market support

1] The risk of a disorderly collapse of the beef industry led the Agriculture
Departments Lo introduce a series of schemes to support the market throughout
the United Kingdom. These were designed to address immediate problems
following the beef export and animal feed bans and to cushion the impact on some
sectors of the industry and the market relationship between those sectors.
‘aragraphs 3.13 to 3.17 and Figure 19 of this report summarise the purpose and
nature of those schemes.

E Because of the need 1o act without delay, for a number of schemes the
departments relied on the statutory authority of the Appropriation Act in making
urgent payments. Approvial by the Treasury was also required as such expenditure
wis mel from the Contingencies Fund. The departments subsequently submitted
supplementary estimates and appropriate legislation in order to obtain
Parliamentary authority for these schemes. The schemes subject to emergency
expenditure in this way were:

B the Slaughtering Industry (Emergency Aid) Scheme;

B the Rendering Industry Support Scheme;

B the Beef and Beef Products (Storage and Disposal) Scheme;
W the Animal Feed Becall Scheme: and

B the Over Thirty Months clean beel top-up supplement
{paragraphs 2.41-2.43)

B In addition the National Audit Office examined how the rates of aid pavable
were determined, taking account of the purpose of the scheme and the nature of
the market. The results of our examination for each of the schemes are given below.
This also includes a brief review of already existing marketl support schemes where
payment rates or levels of activity were increased following the crisis.
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sector and increase the risk of a disorderly collapse of the meat chain. Accordingly,
the Ministry devised a scheme of support for the rendering industry which,
together with the support for the slaughtering sector, was designed to maintain
these essential links in the meat/supply chain.

Initially, the Ministry paid support to full renderers under an interim
scheme, pending the design of a final scheme for 1996-97. This interim scheme
eventually covered the period from 1 April 1996 to 10 November 1996. Payments
were made four-weekly on account with the first payments being made from
15 April. Support was based on the loss of income to individual renderers by
comparison with 1995-96 and the formula used was refined during the period of
the scheme to enable individual renderers’ support to match more closely their
loss of income. In return for receiving support, renderers undertook to maintain
their prices/charges for raw materials at levels which applied before
20 March 1996, The conditions under which support was paid were set out in
agreements with each individual renderer receiving support. Payments on account
were made on the understanding that actual entitlement to support would be
determined by the terms of the final Scheme and that adjustments would be made
as necessary to subsequent payments. Under this interim scheme the Ministry paid
out £66 million to 18 renderers.

EE]  The Ministry commissioned Coopers and Lybrand to produce a report on
the rendering industry. Their report, available in December 1996, concluded that
the crisis had had a major impact on the rendering industry to the extent that its
role in the supply chain might undergo permanent change. This report formed the
basis for advice which Coopers gave on the design of the rendering industry
support arrangements.

EBl  The full scheme for 1996-97 (The Rendering Industry Support Scheme
1996) was made on 17 December 1996. This followed extensive discussions
between the Ministry and representatives of the rendering industry. This further
refined the support calculations used in the interim arrangements with a view to

ensuring that individual renderers were not oversupported, and extended suppurt'

to part-renderers. New provisions were designed, for example to ensure that
renderers did not receive support under the Scheme for rendering material
processed under the Over Thirty Month Scheme, and to make support payments
take broad account of changes in the throughput and costs experienced by
individual renderers in comparison with 1995-96. Adjustments were made to
payments under the full scheme to reflect any differences between individual
renderers’ receipts under the interim scheme and the level of support for the period
1 April to 10 November as calculated under the full scheme.
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EE]l The total expenditure on support in respect of 1996-97 for the 23 renderers
eligible was, following a final verification exercise, about £97 million of which some
was paid in the following year. Coopers and Lybrand were emploved by the
Ministry to verify all support entitlements.

BBl Support arrangements for 1997-98 were made in March 1997, again
following consultation with interested parties. The Government commissioned
another report from Coopers and Lybrand, on the prospects for recovery in the
markets for renderers’ products, in order to inform Ministers' decisions on the
design of a new scheme. The Rendering Industry Support Scheme 1997 provided
for support to be phased out by the end of 1997-98 within a spending limit of
E£59 million for the year. Support was based on renderers’ production of tallow
and unsaleable meat and bone meal. and there was no obligation on renderers to
maintain prices or charges. On 24 July 1997 the Government confirmed that
support would be phased out by the end of 1997-98 within the existing spending
limit.

Beef and Beef Products (Storage and Disposal Services)
Scheme

E As announced to Parliament by the Minister of Agriculture, Fisheries and
Food on 16 April 1996, the Government did not consider that support equivalent
to that given to the rendering and slaughtering sectors should be extended to other
sectors. However, in the interests of public health and market confidence it asked
the Intervention Board to accept responsibility for the disposal of unsaleable stocks
of beef and beef products at public expense. This was put into practice through the
Beel and Beef Products (Storage and Disposal Services) Scheme 1996. Coopers and
Lybrand, in their second report to agriculture Departments, found no substantive
data to cause them to suggest that the policy on extension of support should be

revised.

Under this scheme traders could pass beef and beel products rendered
unsaleable by the disruption to the beef market to the Intervention Board for
disposal or could retain and dispose of the product and be reimbursed by the Board
for doing so. Participation in the scheme was voluntary and there were no
payments for the stocks themselves. Storage costs were normally reimbursed at
£0.35 per tonne per week for material at ambient temperature and £3 per tonne
per week for products in cold storage. The closing date for applications was
originally 27 September 1996, later extended to 31 October 1996. Costs of the
scheme in 1996-97 were £1 million.
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Animal Feed Recall Scheme

KBl  On the advice of the Spongiform Encephalopathy Advisory Committee,
legislation was introduced in March and April 1996 prohibiting:

B the sale or supply of any mammalian meat or bone meal or any feed
containing such material for feeding to farm animals:

B the use of such material for feeding farm animals; and

B from August 1996, the holding of such material and requiring that premises,
machinery and vehicles in contact with the material be thoroughly cleansed
and disinfected.

B  On 10 June 1996, the Ministry introduced the Animal Feed Recall Scheme
whereby prohibited material, registered with the Ministry by 1 July 1996, would
be collected and disposed of, free of charge. The aim was to ensure that residual
stocks of mammalian meat and bone meal and feed containing it were removed
from farms, feed mills and feed merchants before the ban came into effect. The
supply trade organisations. UKASTA and NIGTA, co-ordinated the collection on
behalf of the Ministry and the Department of Agriculture for Northern Ireland,
respectively. UKASTA collected some 11,000 tonnes; 96 per cent came from feed
mills and the remainder from farms and feed merchants. NIGTA collected some
1,200 tonnes in Northern Ireland. All this material was fully disposed of by
May 1997. For 1996-97, storage and transport costs were some £250,000 and
disposal costs were £95,000. Costs for 1997-98 were a further £260,000 for
storage and £220,000 for disposal. The scheme did not provide for payments in
respect of the value of the feed.

Support to the hide industry

BB}  With the exception of hides, all products of Over Thirty Month Scheme cattle.

are destroyed. Hides from over thirty months old animals can be treated and used

in leather production in the UK or exported after partial treatment. This exemption
is allowed on the condition that the by-products, such as the flesh and trimmings
attached to the hide, are destroyed in order to prevent them entering the food
chain. The Ministry introduced the Movement of Hides Scheme and the
Intervention Board was directed to operate it. Under the scheme registered tanners
are paid to operate the appropriate controls on by-products and also in
compensation for the loss in value of the hide. The rate of £4.75 a hide was
detetmined in negotiation with the industry. In addition the British Leather
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Association of Livestock Exporters

Efficient working of the schemes and cattle traceability must be the foundation of the controls
and integrity necessary for the re-opening of the beel export market.

British Leather Confederation

The British Leather Confederation is involved in the processing of controlled hides from
animals slaughiered under the Over Thirty Month Scheme and has worked with hide
markets, tanners and abattoirs to ensure correct administration and practices ol the scheme,
Without the trade in controlled hides, the extra burden on renderers and incinerators would
have made the scheme more dilficult o operate. 11 has also reduced scheme costs by
removing the burden of providing compensation for the hides to the abatioirs. The
Confederation was coneerned about the withdrawal of support for the hide industry, given
the additional costs incurred by it for the separation of hides [rom Over Thirty Month cattle
and ordinary cattle. If the industry were to withdraw from the work, this would throw yet
more costs onto the Intervention Board.

British Meat Manufacturers’ Association

The Association was concerned that cull prices paid were excessive and after the initial
stages should have mirrored market rates, The Calf Processing Ald Scheme would result in
the United Kingdom bearing a disproportionate share of the burden of the European Union’s
aims for reduction of the beef herd. The Association wished 1o see the Rendering Industry
Support Scheme continued so that the burden of disposal of meat and bone waste does not
make United Kingdom industry uncompetitive. Manufacturers were not given support o
pay for the storage of unsaleable stocks held in March 1996 until three months later by when
much of the stock had been destraved. The support was not for the stocks themselves but
for storage and the payments, of claims was exceedingly slow. The Association would like

|

to see a better system of traceability for intervention beel to meet the requirements of

rotailers and thus W create greater demand for such beef.

British Veterinary Association

Although the veterinary profession had had very little to do with the financial operation of
the BSE schemes, the British Veterinary Association did offer comments on the operation
and administration of the schemes which were applicable at that time. The principal
comments were as follows:

The need for formal training of Meat Hygiene Service staff, particularly Principal Officer |
Veterinary Surgeons, had been underestimated. Veterinary surgeons has experienced some

difficulties in ageing cattle as the cattle birth record documents were not always reliable and
ageing cattle from their teeth was an inexact science. Support rates were considered

satisfactory if not generous at times. They should not have been changed at weekends or
Bank Holidays where an influx of cattle could create wellare difficulties in some abatioirs,
Continuing financial support was imperative if the Over Thirty Month cattle were to be kept
out of the food chain. The Calf Processing Aid Scheme had resulted in the slaughter of
500,000 healthy calves, a fact which the British Veterinary Association found abhorrent.
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However, support measures were o be largely discontinued in 1997-98 against a
background of weaker market prices and continued reductions in the value of Over Thirty
Month Scheme and Calfl Processing Ald Scheme animals. The two reductions in the Over
Thirty Month Scheme rate and the introduction of a 560kg weight limit. together with a
rationalisation of the number of abattoirs involved in the scheme, have more than halved
the value of quality cows from their pre-BSE levels.

Inn sum, the Farmers' Union of Wales acknowledged that many of the problems which arose
on the operation of BSE support schemes were ultimately resolved satisfactorily but were
extremely concerned that any further cuts to existing compensatory measures would have
major consequences for already beleaguered beel producers.

Federation of Fresh Meat Wholesalers

The Government responded quickly and effectively in response to the crisis. Payments under
the support schemes undoubtedly contributed to the survival of the beel industry although
some sectors of the industry, such as beel exporters and beef product manufacturers, falt
that the support did not go far enough. Conflicts of interest between plants processing cull
animals and those also wishing 1o process under thirty month old catile, and in some cases
sheep and pigs, were resalved early in the crisis either by plants making commercial
judgements. or by their customers making decisions on sourcing their meat supplies.
Conflicts with regard to the source of cattle for the Over Thirty Month Scheme, that is through
auction markets or direet from farmers 10 abatoirs were eventually resolved but not to
everyone's satisfaction. The Federation believed that there was a need for continued support
until the United Kingdom can compete on equal terms. The impact of the Calf Processing
Aid Scheme will be to create a beef shortage in eighteen months with the British beal industry
bearing a disproportionate share of the reduction in the European Union’s overcapacity.
Overcapacity in the slaughter sector of the beel industry remains.

Hill Farming Initiative

In general terms, farmers were unhappy that so much emphasis was given to the rendering
industry. Information and advice to farmers was initially not available especially on casualty
animals. Consultation was too little, too late and did not sufficiently inform development of
the schemes, Little recognition of the problem of suckler herds. There were instances of late
payments. Some markets received allocations from abattoirs while others received none.
Support to farmers in 1996 helped maintain viability but continuing support is necessary
in view of markel prices. Suckler cow farming is crucial to less favoursd areas. i

Holstein Friesian Society of Great Britain and Ireland

The Society was generally happy with the conduct of the schemes which affected s
members, except for some late Over Thirty Month Scheme payments by the Intervention
Board.
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Institute of Trading Standards Administration

Trading Standards Officers play a very important role in the enforcement of a wide range
of regulations relating to BSE. The cost of the regulatory regime at local level is a maner of
concern to local authorities, The Institute has worked with the Intervention Board in alleged
breaches of the Over Thirty Month Scheme.

Licensed Animal Slaughterers and Salvage Association

Tha selection of abattoirs for the Over Thirty Month Scheme was complicated and needed
to balance proximity of cattle populations, the availability of rendering capacity and cold
storage and livestock collection centres, Given these constraints, then the scheme developed
was close to being optimal. There are anecdolal stories of farmers having difficulty in getting
access (o the scheme in 1996 but this appears o be due to a local shortage of slaughter
facilities, Downward changes in support rates caused premature presentation of stock
resulting in excess slaughter in some weeks, The Over Thirty Month Scheme should remain,
as it seems likely that the United Kingdom market will eventually return to normal, b needs
support at the moment. There may be disposal industry problems in the fuluee when new
additional incineration capacity created to meet current needs is no longer required.

Livestock Auctioneers’ Association

The Over Thirty Month Scheme had been well run, considering that the Intervention Board
had no previous experience of dealing directly with the livestock indusiry. 1i was no mean
achievement by the administrators and the operators to have organised the slaughter of
1 million animals. However Intervention Board payments to collection centres (markets in
particular) were for a long time very slow. The computer problems which were clearly
responsible for this had only been corrected some 12 months later. Many of the forms were
not user-friendly. The registration scheme to assess the backlog was redundant by the time
itwas introduced in the autumn of 1996, The “beltand braces” approach to fraud prevention
could be counter-productive by spending large amounts of money on recovering small sums.

MNational Cattle Association

The Association was generally content with the conduct of the schemes but was concerned
about the slow payment of Over Thirty Month Scheme claims.

National Farmers’ Union and National Farmers' Union
(Wales)

As the Over Thirty Month Scheme was unprecedented there were teething difficulties and
mistakes made, some of which were unaveidable but others had important consequences
for farmers. The use of dentition to determine age is unreliable and caused problems when
it contradicted documentary evidence, With the limited rendering eapacity as the key
bottle-neck, there should have been co-ordinated administrative procedures o monitor
rendering and slaughtering capacity, o ensure fairness between auction markets and
abattoirs in the sourcing of animals, to allocate cattle to individual abattoirs and to ensure
orderly and fair access by farmers to the Scheme, The introduction ofan arbitrary coefficient
of 2 to convert the deadweight to liveweight of animals to determine the payment made
deadweight sales very attractive. The correction of this in July 1996 penalised those farmers
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Intervention did not provide the [ull extent of market support to sustain prices.

To prevent a severe reduction in production capacity, support measures would be necessary
for some time. Scotland had previously exported 20 per cent of its beol production. With the
Over Thirty Month Scheme and the Calf Proeessing Aid Scheme, the United Kingdom has
borne the brunt of the rebalancing of the European Union beel market. The Rendering
Industry Support Scheme should continue, or some other way devised, to prevent the costs
of waste disposal falling on already hard-pressed producers,

Marketing promotions and farm assurances schemes are essential in rebuilding consumer
confidence and improving demand for beef,

Quality Meat and Livestock Alliance

The Alliance remarked on the confusion created by the sudden arrival of a tidal wave of
public money, with powerfil industry interests being (st at the trrough. [Uwas of the opinion
that any investigation which did not question the underiving policy, including the necessity
and appropriateness of the schemes, was not worthwhile.

Scottish Association of Meat Wholesalers

There were tecthing problems with the schemes because of the necessary speed of
implementation and the Intervention Board had significant stalling difficulties to resolve.
Poteniially there may be major problems when the beef export ban is lifted becanse of the
uncompetitiveness of the United Kingdom industry with offal values and rendering income
soverely reduced, With the Calf Processing Aid Scheme, the United Kingdom indusiry
appedars o be bearing an unfair proportion of the European Union reduction of the caitle
herd to meet the loss of beef consumption in Europe existing even before the erisis.

Scottish Consumer Council

Financial support to the abatioir industry in the Over Thirty Month Scheme has exacerbated
the overcapacity already existing. The withdrawal of support to the rendering industry might
resill in more carcasses baing buried in landfill sites with consequent risks especially to
Willer courses.

Smithfield Market Tenants’ Association

The Association was disappointed that no supportwas given for market traders. [Ualso found
that the effect of intervention on demand in the United Kingdom market worked against

market traders” businesses.
United Kingdom Agricultural Supply Trade Association Ltd

The United Kingdom Agricultural Supply Trade Association administered the Feed Recall
Scheme as agents for the Ministry and considered that the system was simple and effective
and ran smoothiy.
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Reports by the Comptroller and
Auditor General, Session 1997-98
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The Comptroller and Auditor General has to date, in Session 1997-98,
presented to the House of Commons the following reports under Section 9
of the National Audit Act, 1983;

Regulation and Support of Charities..........courreimrascnninmassnsasnnsssessnnnsssanne HC 2
Managing the Millennium ThY@at............cccieeaianmusnsescrnmnsssssnaasasae iy HC 3
University of Fortsmonbhi o G e HC 4
The Skya Bridge ... oo it ot bneesiahnnsdanesstto e e HC 5
The Contract to Develop and Operate the Replacement

National Insurance Recording SySteml........ccvcviruimmasssssssnsssmnssnsansasns HC 12
Contingent Liabilities in the Dependent Territories.................. i L P HC 13

Sales of Scottish Mew Towns' Commercial
and INAUStEIal Proportles... v v casesssastscosnamsins dosinsmassnssknessunente RO

Vacant Office Property........... et e b e e T U HC 17
Ministry of Defence: Improving the Efficiency of the

Procurement of Routine ltems .............. By o HC 31
Inland Revenue: Employer Compliance Reviews .............ccocivicniinnnn HC 51
Highlands and Islands Enterprise: Value for Money Review

of Performance Measurement................cccccvimaasninnienisssnssasansssssnanasnss HC 64
Contracting Out of Career Services in England............covvuninninsnnennas HC 113
Protecting Environmentally Sensitive Areas.........coccomeniinnnisssiinimns HC 120
Measures to Combat Housing Benefit Fraud ............oicennincnnini. HC 164
Tenants' Choice and the Torbay Tenants Housing Association........... HC 170
Ministry of Defence: Major Projects Report 1996 ...... FRE R HC 238
The Sale of the Married Quarters ESTAte .............ccovievimmmisminnsssimnssssnns HC 239
The Management of Growth in the English Further

BAuwcation SHCROK .usiuismmeiss sisssesianmsnsinassacuianssbummi ettt SN O 5 L
Further Education Colleges in England:

Strategies to Achieve and Manage Growth ...........ccccoieiniissnnnees HC 260
The PFI Contracts for Bridgend and Fazakerley Prisons ... HC 253
Exchange of Information on Direct Taxation within the

European Union .................. e e e R R HC 276
Prison Catering:......cns i b it Siatssie s TS HC 277
Catacact Surgery i SCoMAnd i st et s oeon el SR HC 275
Examinations at Grant-Maintained Schools in England 1996-97 ........ HC 301
The Sale 0f PSA Projetts:. ... oot iniiisii isssdsinsssismmissiiinsasasui e HC 345
a‘l.ud:mt‘ﬁhumplmns for the Pre-Budget Etepurl November 1997...... HC 361
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