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1 Introduction 
1.1 In 1980, following a recommendation by the Public Accounts Committee (PAC), the 
Government agreed to present an annual statement to Parliament giving details of the Budget 
of the European Communities (EC Budget). 

1.2 This Statement is the twenty-ninth in the series. It describes the EC Budget for 2009 as 
adopted by the European Parliament; and sets out details of the United Kingdom’s gross and 
net contributions to the EC Budget over the financial years 2003-04 to 2008-09, together with 
estimates for 2009-10 to 2010-11, and over the calendar years 2003 to 2008, together with an 
estimate for 2009. It also includes details of recent developments in EC financial management 
and the fight against fraud. 
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2 The 2009 EC Budget 
The EC Budget process 

2.1 The annual EC Budget is established by the budgetary authority, which consists of the 
Council of Ministers and the European Parliament. 

2.2 The annual Budget procedure usually begins in May, when the Commission proposes  
a Preliminary Draft Budget (PDB) for the following year. On the basis of the PDB, the Council 
makes amendments and establishes its own Draft Budget in July at its first reading. This is 
passed to the European Parliament for its first reading, which is concluded in October. The 
Budget then returns to the Council in November for the Council’s second (and final) reading. 
The European Parliament makes its second reading in December, after which it adopts  
the Budget. 

2.3 The Council has the final say on the amount and structure of compulsory expenditure, which 
is defined as expenditure necessarily resulting from the Treaty establishing the European 
Community or from Acts adopted in accordance with it. Compulsory expenditure amounts to 
approximately 32.0 per cent of commitments in the 2009 budget, of which the Common 
Agricultural Policy (CAP) is the largest part. The European Parliament has the final say on all  
non-compulsory expenditure (i.e. the remainder of the Budget). 

The Financial Perspective 2007-13 

2.4 Since 1988, the annual budget has been set within a multi-annual expenditure framework 
known as the Financial Perspective (FP). The 2007-13 FP sets out annual expenditure ceilings for 
six broad categories1 which the budgetary authority must respect when it determines the 
Budget. The expenditure ceilings are set in terms of maximum commitments, i.e. legal 
expenditure obligations entered into during the year, which will lead to payments either that 
year or in future years. 

2.5 The European Council reached agreement on the FP on 17 December 2005, under the  
UK's presidency of the EU. As part of this agreement, the European Council also agreed  
the following:  

• to increase expenditure on research and development by at least 75 per cent  
by 2013; 

• a number of technical changes to simplify the management of the Structural and 
Cohesion Funds in the poorer Member States; 

• CAP pillar one (market support and direct payments) expenditure should be 
consistent with the October 2002 ceilings; 

 
1 Sustainable growth; preservation and management of natural resources; citizenship, freedom, security and justice; the EU as a global player; 
administration and compensations. 
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• to stabilise expenditure on CAP pillar two (Rural Development) at current levels, but 
allow Member States to transfer up to a further 20 per cent of their CAP pillar one 
allocations without the need for co-financing or minimum spending requirements; 

• that spending on Freedom, Security and Justice should rise by 15 per cent a year 
over the period; and 

• that 90 per cent of the External Actions budget should be official development 
assistance, and the European Development Fund (EDF) should remain outside the 
EC Budget. 

2.6 The European Parliament subsequently approved the expenditure side of the FP, with some 
modifications, which was formalised in an Inter-Institutional Agreement (IIA) between the 
Parliament, the Council and the Commission in April 2006. The IIA made the following changes 
to the agreement reached in December 2005: 

• an overall increase of €1.9 billion (£1.3 billion)2 above the December agreement, 
representing 0.22 per cent of the total budget, divided across headings; 

• removal of the Emergency Aid Reserve and certain pensions elements from the 
budget, worth €2 billion (£1.37 billion) in total, creating additional headroom 
within the budget for programme spending; 

• recognising the need for budget discipline, the Flexibility Instrument remains set at 
€200 million (£136 million) per annum over the 2007-2013 period; and 

• introducing measures aimed at increasing budget discipline, such as the 
certification of national accounts by Member States. 

2.7 The following table shows the breakdown of expenditure by policy heading over the period 
2007-13. Following agreement on the IIA, the total budget was set at €864.3 billion (£586.3 
billion) in 2004 prices, equivalent to 1.05 per cent of EU Gross National Income (GNI) over the 
period 2007-13.  

Expenditure1 IIA 
Total 2007-13, 

€ billion2 

Total 2007-13 as 
share of budget

(per cent)

1a. Competitiveness for Growth and Employment 77.4 9.0

1b. Cohesion for Growth and Employment 308 35.6

2. Preservation and Management of Natural Resources 367.9 42.6 

Of which market related agricultural expenditure and 
direct payments 293.1 33.9 

3a. Freedom, Security and Justice 6.6 0.8 

3b. Citizenship 4.1 0.5 

4. The EU as a Global Player 49.5 5.7 

5. Administration 49.8 5.8 

6. Compensations 0.8 0.1 

Total 864.2 100.0 
1 Commitment appropriations 
2 In 2004 prices 

Source: Commission’s 2009 Adopted Budget 

 
2 An explanation of the exchange rates used throughout this statement can be found in the glossary on page 39-41. 
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2.8 On the revenue side, the European Council agreed that: 

• the rate at which VAT payments are made is fixed at 0.3 per cent of each Member 
State’s GNI, except for the following countries, for the period 2007-13: 

Member State VAT payment rate (per cent) 

Austria 0.225 

Germany 0.150 

Netherlands 0.100 

Sweden 0.100 

Source: Council Decision: 2007 / 436 / EC, Euratom 

  

• for the period 2007-2013, Netherlands and Sweden would have their annual GNI 
contributions reduced by €605 million (£412.4 million) and €150 million (£102.3 
million) respectively; 

• the UK abatement would remain; and 

• by 2013, the UK abatement would be calculated on all allocated expenditure in the 
EU153 and all CAP direct payments, market support and European Agricultural 
Guidance and Guarantee Fund (EAGGF), and guarantee expenditure in the EU124. 
Other expenditure in the EU12 would be progressively excluded from the 
abatement calculation according to the following schedule: 

Year Share of expenditure in EU12 to be excluded (per cent) 

2007 0 

2008 0 

2009 20 

2010 70 

2011 100 

2012 100 

Note: Budgeted in the year shown but refers to the previous year’s abatement calculation as the abatement is paid a year in arrears 
Source: Council Decision: 2007 / 436 / EC, Euratom 

 
2.9 During the period 2007-13, the additional contribution from the UK would not, in 2004 
prices, be higher than €10.5 billion (£7.2 billion) by comparison with the application of the 
current Own Resources Decision (ORD)5. This amount is subject to adjustment in the case of 
future enlargement. 

2.10 The European Council also invited the Commission to undertake a comprehensive review of 
the EC Budget, both expenditure (including the CAP) and resources (including the UK 
abatement), and to report in 2008-09. At that time, the European Council could take decisions 
on any issue covered by the review. This Review would also be taken into account in the 
preparatory work for the next FP (see Box 2.1). 

 
3 EU15: Member States as at 30 April 2004 

4 EU12: Member States that joined on 1 May 2004 and those that joined on 1 January 2007 

5 See glossary for further details relating to the ORD of September 2000 which took effect from 1 January 2002 



 

 

8 European Community Finances 2009 

Box 2.1: EC Budget Review 

The December 2005 European Council invited the Commission to undertake a 
comprehensive review of the EC Budget, both of expenditure (including the CAP) and of 
resources (including the UK abatement), to report in 2008-09. The Commission launched a 
public consultation on the EC Budget in September 2007 with its publication, ‘Reforming 
the Budget, Changing Europe’1. 

The UK strongly welcomes the Budget Review. It is an important opportunity to reform the 
EC Budget so that the EU is better equipped to meet the challenges of the 21st century. The 
UK’s response to the consultation is set out in the publication ‘Global Europe: vision for a 
21st century budget’2.  

The EC Budget has an important role in supporting a number of collective EU priorities, but 
it is essential that resources are used more effectively. The three principles below provide a 
framework for designing a future EC Budget: 

• EU value-added – the EU should only act where there are clear additional benefits 
from collective efforts, or ‘EU added value’, compared with action by individual 
Member States, either individually or in co-operation; 

• Proportionality – where EU-level action is appropriate, it should be proportionate 
and flexible. We must recognise the limits of budgetary intervention. EC budget 
expenditure is just one of a number of policy levers, alongside coordination, 
sharing best practice, and legislation or regulation. In addition, the full range of 
financing options should be considered, including both grant and loan finance; 

• There must be sound financial management at all times, including the highest 
standards of financial control and independent audit, and greater focus on 
delivery of outcomes in programme design and evaluation. It will be important to 
maintain budget discipline. 

In the UK’s view, the EC Budget needs fundamental reform to address the key challenges 
that matter to EU citizens. 

According to the UK’s budgetary principles EC Budget expenditure should be reoriented to 
three priority areas: 

1. Building a prosperous Europe within a strong global economy 

• Supporting EU Member States’ efforts to make the transition to high value added 
economies, with resources focused on those with the greatest transition to make, 
thereby helping to create jobs and prosperity. 

• Making future enlargements a success by helping candidate countries to  
prepare for accession and further supporting their economic transition  
following accession. 

• Complementing Member States' efforts to strengthen knowledge, research and 
innovation, to ensure the EU has the skills and expertise to compete in a low 
carbon global economy. 

• Building the capacity of developing countries to respond to new market 
opportunities. 

 

 

 
1 http://ec.europa.eu/budget/reform/index_en.htm. 
2 http://www.hm-treasury.gov.uk/documents/international_issues/global_challenges/int_global_vision.cfm. 
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2. Addressing the challenges of climate change 

• Supporting well-targeted research, development, demonstration and deployment 
of low carbon technologies, adding value to national programmes to help enable 
the EU to lead in the technologies of the future, maximising the opportunities for 
jobs and growth and avoiding the worst impacts of climate change in a cost-
effective way.  

• Supporting EU Member States in honouring their commitments on  
climate change.  

• Supporting investment in research and monitoring, to help EU Member States  
to adapt to the unavoidable impacts of climate change. 

• Helping developing countries to reduce their greenhouse gas emissions and 
assisting the most vulnerable communities to adapt to the unavoidable impacts  
of climate change. 

3. Ensuring security, stability and poverty reduction 

• Supporting the building of strong, effective relations with all neighbouring 
countries and promoting reform, stability and growth in those countries.  

• Enabling the EU to develop greater capability to deliver civilian assistance to 
conflict zones at every stage, ranging from the threat of instability, to potential 
conflict itself, through to post-conflict stabilisation, recovery and reconstruction. 

• Helping to ensure that EU borders are safe and effective and that migration 
flows are managed efficiently and fairly both within the EU and beyond. 

• Supporting joint working to confront terrorism and cross-border crime. 

• Facilitating ever-greater dialogue and cooperation between Member States on 
common challenges. 

• Showing global leadership in efforts to reduce poverty across the world, in 
particular in low-income countries, and with a renewed focus on realising  
the Millennium Development Goals, tackling climate change and protecting 
natural resources. 

Spending on Pillar 1 of the CAP should be phased out. And against the backdrop of climate 
change, payments under a reshaped Pillar 2 of the CAP should be focused on delivering 
environmental benefits to society that would not otherwise be secured from the market. 

Structural and Cohesion Funds will continue to be an important mechanism for targeted 
redistribution towards less prosperous Member States. Consequently Structural Funds in  
the richer Member States should be phased out. Given that aim, the priority should be  
that standard ‘competitiveness and employment’ funding is no longer available to richer 
Member States. 

Consistent with the budgetary principles, EU policies in the fields of transport, natural 
resource protection, civil justice and citizenship should continue to receive targeted EU 
budget support. 

Improvements to the design and administration of spending programmes should be 
considered to ensure that outcomes are achieved effectively and efficiently. The highest 
standards of financial control and independent audit are necessary, alongside continuing 
budget discipline. 
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The Budget Review must be genuinely fundamental, strategic and ambitious – and should  
be conducted openly, creatively and from first principles, with the aim of helping achieve  
the outward-facing, flexible EU we need to meet the challenges and opportunities of 
globalisation. 

2.11 This FP agreement represents a good deal for the European Union and for the UK, not least 
in its continuing commitment to the principle of the UK abatement:  

• in line with principles of sound public expenditure management, expenditure as a 
share of EU GNI is expected to fall from 1.10 per cent (commitments) in 2007 to 
1.00 per cent in 2013, the lowest level in twenty years, and budget growth is 
expected to be limited to 13 per cent in real terms over the period 2007-13, 
consistent with the Union’s budgetary needs; 

• it provides for a fundamental review of all aspects of the budget, with a 
Commission report in 2008-09 on which Council can take immediate decisions; 

• the UK abatement remains in full on all expenditure in the EU15, and on CAP 
market expenditure everywhere in the Union. Expenditure on economic 
development in the new Member States will gradually be disapplied from the 
abatement calculation from 2009, but the abatement will still be worth more in the 
2007-13 FP than between 2000 and 2006; 

• it completes the transition to full Structural and Cohesion Fund allocations for  
the new Member States, resulting in a sevenfold increase in spending compared 
 to 2004-06;  

• it provides for an abatement that rises in value while the size of the budget is 
declining. This means that for the first time, the UK is paying roughly the same  
as France and Italy; and a process exists to lead to the necessary reform of the  
CAP; and 

• compared to 2006, it provides for at least a 75 per cent real terms increase in 
expenditure on research and development by 2013. 

2.12 Changes to the revenue side were taken forward through a new ORD, which was agreed at 
the ECOFIN Council of 7 June 2007. All Member States have now ratified the ORD. Ratification 
in the UK was undertaken by means of primary legislation (European Communities (Finance) 
Bill), amending the 1972 European Communities Act, which received Royal Assent on 19 
February 2008 (see Box 2.2 for a more detailed explanation). The final ratification was notified in 
February 2009 with the new ORD coming into effect on 1 March 2009, with the changes having 
retrospective effect from 1 January 2007. 
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Box 2.2: Own Resources Decision (Council Decision of 7 June 2007: 2007/436/EC, Euratom), 
amending the arrangements for the financing of the annual budget of the European 
Communities (EC Budget) 

The new Decision agreed by the Council of Ministers on 7 June 2007 amends the current 
arrangements for VAT-based contributions by fixing the call-up rate at 0.3 per cent, thereby 
increasing Member States’ residual contributions based on GNI.  

For the period 2007 to 2013 only, a reduced maximum rate of call on VAT-based 
contributions is introduced for Austria, Germany, the Netherlands and Sweden (the 
Netherlands and Sweden at 0.1 per cent, Germany at 0.15 per cent, Austria at 0.225 per 
cent compared to the general rate of 0.3 per cent). 

For the period 2007 to 2013 only, gross reductions in GNI contributions are introduced for 
the Netherlands (€605m per annum) and Sweden (€150m per annum), both in 2004 prices. 

The new Decision provides for the retention of the correction mechanism in favour of the UK 
(the abatement), along with the reduced financing of the correction benefiting Germany, 
Austria, Sweden and the Netherlands. However, after a phasing-in period between 2009 and 
2011, the UK will participate fully in the financing of the costs of enlargement, except for 
agricultural direct payments and market-related expenditure, and that part of rural 
development expenditure originating from the EAGGF, Guarantee Section. 

The new Decision required adoption or ratification by all Member States in accordance with 
their own Constitutional requirements before it could enter into force. Entry into force dates 
from the first day of the month following notification of the final ratification, retrospective to 
1 January 2007.  

The final ratification was notified in February 2009, with the new Decision coming into force 
on 1 March 2009. Own Resources Decision (Council Decision of 29 September 2000: 
2000/597/EC, Euratom) continued to operate until 1 March 2009.  

UK Ratification of the Decision was undertaken by means of the European Communities 
(Finance) Bill which received Royal Assent, and became the European Communities (Finance) 
Act on 19 February 2008. 

The 2009 EC Budget 

2.13 The 2009 EC Budget was negotiated under the French Presidency of the Council of 
Ministers. Table 2.1 sets out the amounts established at each stage of the budgetary procedure, 
which ran from May to December 2008. Figures for previous years’ Budgets are provided in 
Tables 1A and 1B (pages 50-51) for comparison. 

2.14 The adopted 2009 EC Budget provides for commitment appropriations of €134 billion 
(1.03 per cent of EU GNI) (£127 billion), an increase of 3.6 per cent compared to the 2008 
adopted budget; and payment appropriations of €116 billion (0.89 per cent of EU GNI) (£110 
billion), a decrease of 3.5 per cent compared to the 2008 adopted budget. The commitment 
and payment appropriations agreed were within the limits provided under the FP and the ORD. 
The payment appropriations for each of the six categories of the EC Budget are as shown in 
Chart 2.A (page 14).
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2.15 Details of the levels of commitments in the 2009 Budget, compared to the 2008 adopted 
budget are as follows6.  

• Heading 1: Sustainable Growth. Expenditure in this area is aimed at building 
Europe's growth potential and fostering prosperity across EU regions. Commitments 
in this area have been set at €60.2 billion (£57.3 billion), a 3.9 per cent increase7 
compared to the 2008 adopted budget. Transforming the EU economy into a 
knowledge-based economy requires adequate investment in research, learning, and 
innovation. In 2009, the EC Budget is set to allocate: €6.8 billion (£6.5 billion) for 
research, a 10.9 per cent increase; €1.1 billion (£1.0 billion) for learning and 
training, a 6.5 per cent increase; and €508.2 million (£484.1 million) for 
competitiveness and innovation programmes, a 22.2 per cent increase. There will 
also be €48.4 billion (£46.1 billion) in commitments for fostering regional growth 
and employment, a 3.3 per cent increase, with €39.1 billion (£37.2 billion) made 
available through Structural Funds and €9.3 billion (£8.9 billion) through the 
Cohesion Fund.  

• Heading 2: Preservation and Management of Natural Resources. Expenditure in this 
area includes spending on the CAP and Fisheries, Rural Development, and measures 
aiming to contribute to food quality, and a cleaner environment. Commitments in 
this area have been set at €56.1 billion (£53.4 billion) in the 2009 Budget, leaving a 
margin of €3.5 billion (£3.3 billion) under the relevant FP ceiling. Commitments for 
market related expenditure and direct payments have been set at €41.1 billion 
(£39.1 billion), a 0.6 per cent increase, whereas commitments for Rural 
Development are set at €13.7 billion (£13.0 billion), a 2.6 per cent increase. 
Commitments for EU environmental protection, through the LIFE+ programme, are 
set to increase by 18.8 per cent to €317.2 million (£302.1 million). 

• Heading 3: Citizenship, Freedom, Security and Justice. Expenditure in this area 
includes immigration, migration, security, and fundamental rights and justice. 
Commitments in this area have been set at €1.5 billion (£1.4 billion), a 12.4 per 
cent increase. Commitments in the field of Freedom, Security and Justice (Heading 
3a) have been set at €863.9 million (£822.9 million), an 18.7 per cent increase. 
Commitments for Citizenship (Heading 3b), which includes spending on culture, 
youth, and public health, have been set at €651 million (£620 million), a 5.7 per 
cent increase. 

• Heading 4: The EU as a Global Player. Expenditure in this area includes EC foreign 
policy and international development expenditure, including assistance to non-EU 
partners with the exception of assistance to Africa, the Caribbean, or Pacific 
countries (which is funded from the off-budget EDF). Commitments for Heading 4 
for 2009 have been set at €8.1 billion (£7.7 billion), a 10.8 per cent increase. This 
included €2.4 billion (£2.3 billion) in commitments for the Development 
Cooperation instrument, a 5.5 per cent increase. As part of the 2009 EC Budget 
negotiation, agreement was also reached on financing a new €1 billion Facility for 
Rapid Response to Soaring Food Prices in Developing Countries under Heading 4 of 
the budget, with commitments to be budgeted over 2008 to 2010 and payments 
from 2009 to 2011. 

 

 
6 2008 adopted budget figures used exclude amending budgets. 
7 This and all other changes in this sector are real terms based on current prices. 
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• Heading 5: Administration. Expenditure in this area of the budget includes 
expenditure on the functioning of the EU institutions and includes remuneration 
and allowances for staff and members, pension costs, and rent and other building 
costs. Commitments and payments in this area have been set at €7.7 billion (£7.3 
billion), a 5.7 per cent increase. 

• Heading 6: Compensations. Expenditure in this area is intended to ensure that 
Bulgaria and Romania keep a positive budgetary balance in the years immediately 
following their accession, and no longer includes payments to the EU-10. 
Commitments and payments in this area were set at €209.1 million (£199.2 
million), a 1.2 per cent increase. Compensation payments are temporary measures 
foreseen in accession treaties.  

Chart 2.A: 2009 EC Budget - Payment Appropriations by Budget Heading 
 

Compensation
0.2%

Administration
5.7%European Union as a 

Global Partner
6.1%

Citizenship, Freedom, 
Security & Justice

1.1%

Sustainable Growth
45.0%

Natural Resources 
overall
41.9%

Source: Commission’s 2009 Adopted Budget:  
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Box 2:3: European Economic Recovery Plan 

In December 2008, the European Council agreed on a European Economic Recovery Plan to 
provide a co-ordinated fiscal stimulus package of around €200 billion representing 
approximately 1.5 per cent of EU GDP. The UK Government supports the recovery plan as an 
appropriate and wide-ranging framework, including specific proposals to guide Member 
States and the EU in making co-ordinated responses to the economic crisis, both to deal 
with the immediate impact on the real economy and to promote potential growth in the 
long-term. This EU fiscal stimulus is also in line with the policies the Government has 
pursued nationally and internationally to help the global economy recover. 

The range of EU actions included increased European Investment Bank investments of €30 
billion, and the simplification of procedures and faster implementation of Structural and 
Cohesion funds. The 2009 Spring European Council agreed on financing an additional €5 
billion EC Budget contribution to the recovery plan. The Commission’s original financing 
proposal would have necessitated an increase to the 2007-2013 Financial Framework. 
Working with other Member States, the UK Government secured agreement on an 
alternative solution by which financing the whole €5 billion package drew on existing 
budget resources. At least €2 billion of CAP funds have been reallocated to Competitiveness 
and Growth spending. This represents a good outcome, consistent with our broader aims for 
re-shaping the budget and for a fundamental review of EU Budget expenditure. 

Within the €5 billion package, €3.98 billion will support energy infrastructure projects and 
€1.02 billion will help provide broadband infrastructure and CAP Health Check measures in 
rural areas. These are positive steps, and should help ensure additional investment for UK 
energy projects - for electricity interconnection, offshore wind and carbon capture and 
storage (CCS). Guaranteed access to funding across the EU should also leverage additional 
investment and create jobs, and could make the vital difference between projects going 
ahead or not. CCS technology development in the EU as a whole will receive over €1 billion 
as a consequence of this package. 

 
Activity Based Budgeting  

2.16 Activity Based Budgeting (ABB) was introduced in 2002 to improve budgetary decision 
making by ensuring budget allocations more closely reflect pre-defined political priorities and 
objectives. Similar to Public Service Agreements in the UK, ABB requires the EC Budget to be 
based on a clear justification for intervention and an evaluation of past performance. It also 
requires SMART (Specific, Measurable, Achievable, Relevant and Time-bound) objectives and 
future performance targets that focus on delivering value for money for the EU taxpayer. The UK 
will continue to work closely with the Commission and other Member States to encourage 
further improvements in the use of ABB. 

Community revenue 
2.17 The ORD provides for four sources of Community revenue: customs duties, including those 
on agricultural products; sugar levies; contributions based on VAT; and GNI-based contributions. 
The first two categories are known as ‘Traditional Own Resources’ (TOR). The VAT and GNI-
based contributions are often referred to as the third and fourth resources. A more detailed 
explanation can be found in the glossary. 

2.18 Chart 2.B shows a breakdown of the estimates of how the 2009 EC Budget will be 
financed. Tables 2A and 2B (pages 54-61) show the gross contributions by Member State, after 
taking account of the UK abatement, between 2003 and 2009. The key points to note in terms 
of the UK’s contribution are: 
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• TOR in 2009 are estimated to be around €19.2 billion (£18.3 billion), with the UK’s 
share estimated at 16.2 per cent. In 2008, revenue from this source was estimated 
to be €16.9 billion (£13.5 billion), of which the UK’s share was 16.0 per cent; 

• VAT-based contributions in the 2009 EC Budget are shown as €19.6 billion  
(£18.7 billion), with the UK’s share estimated as 16.1 per cent. In 2008, total  
VAT contributions were €18.1 billion (£14.4 billion), of which the UK’s share  
was 17.0 per cent; 

• GNI-based contributions in the 2009 EC Budget are shown as €75.9 billion (£72.3 
billion), of which the UK’s share is 15.1 per cent. In 2008, GNI-based contributions 
were €73.3 billion (£58.3 billion) with a UK share of 15.8 per cent; and  

•  the estimated value of the UK’s abatement in 2009 is €6.3 billion (£6.0 billion) 
compared with a total abatement in the 2008 EC Budget of €6.6 billion (£5.3 
billion). A detailed explanation of how the UK abatement is calculated, and how it 
operates, can be found in the glossary. 

Chart 2.B: 2009 EC Budget revenue 

TOR
17%

VAT
17%

GNP
66%

 
Source: Commission’s 2009 Adopted Budget  

 
2.19  Chart 2.C shows each Member States’ share of financing the 2009 EC Budget, after taking 
account of the UK abatement. 
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3 Developments in 
Community Finances 

Expenditure 

3.1 Chart 3.A shows the developments in Community spending commitments over 2003 –06. 
The two most significant trends are the increase in structural operations expenditure, which has 
been over one-third of the Budget since 1996; and increased spending on internal policies and 
external actions, which reflects the growing focus on policy areas such as Freedom, Security & 
Justice, Research & Development, Transport and Energy, and International Assistance. 
Additionally, two new Budget categories were created: pre-accession aid, agreed at the 1999 
Berlin Council, to help candidate countries prepare for enlargement; and temporary 
compensations, agreed at the Copenhagen Council in 2002, to help ensure that the ten 
accession countries were left no worse off financially in the first three years of joining the EU 
than they would have been as Candidate Countries receiving pre-accession aid. Under the 
agreement for 2007-13 (see Chart 3.B), Pre-Accession Strategy (Heading 7) is incorporated into 
Heading 4 (The EU as a Global Player), and Heading 8 (Compensations) is discontinued. 

Chart 3.A: Developments in Community Spending (commitments) 2002-2006 Financial 
Perspective (€ billion) 
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4. External action 5. Administration 6. Reserves
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Source: 2000 European Court of Auditors’ Report;Commission’s 2001-2006 Adopted Budgets 

 
3.2 Chart 3.B shows the development in Community spending commitments from 2006 to 
2009, with 2006 commitments under the previous FP converted to the 2007-13 FP budget 
categories or headings for illustrative purposes. The FP for 2007-13 changed many of the 
Budget headings. The Agriculture heading became Preservation of Natural Resources. The 
Structural Operations heading became Sustainable Growth, which is itself split into the two 
subheadings: Competitiveness for Growth and Employment (Heading 1a), and Cohesion for 
Growth and Employment (Heading 1b). Internal Policies was split into the Freedom, Security and 
Justice (Heading 3a) and Citizenship (Heading 3b) sub-headings. The External Actions heading 
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was renamed The EU as a Global Partner while also incorporating both the Pre-Accession 
Strategy and the Reserves headings from the old FP. 

3.3 The most noteworthy change in spending commitments over the 2006-09 period has been 
the increase in the Competitiveness for Growth and Employment sub-heading, which sees an 
increase of €3.68 billion (£2.93 billion), or 49 per cent, over this period to enhance growth in 
the EU. Commitments have increased respectively by 18.6 per cent and 14.8 per cent with the 
aim of transforming the EU economy into a knowledge based economy, and fostering prosperity 
across Europe’s regions by boosting innovation and competitiveness. 

Chart 3.B: Developments in Community Spending (commitments) 2006-2009 (€ billion) 
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Source: 2009 Adopted Budget 
Note: 2008 includes all amending budgets; data for previous years not available by 2007-2013 FP headings 

 
3.4 Further details on spending in recent years are given in Tables 1A and 1B (pages 50-51). 
These illustrate commitments and payments for the years 2001-06. They also show the main 
spending programmes broken down by FP category. 

Reform of the CAP 

3.5 The October 2002 European Council set annual ceilings on total market-related expenditure 
and direct payments for the period 2007-13, as shown in the following table: 

Ceiling for CAP market-related expenditure and direct payments1, 2007-13 (€ million at 
current price)  

 2007 2008 2009 2010 2011 2012 2013 
 

 45,759 46,217 46,679 47,146 47,617 48,093 48,574 
1The amounts are before taking account of modulation and other transfers to rural development 
Source: Statement of estimates of the EC for the financial year 2010 

 
3.6 In June 2003, the Agriculture Council agreed a reform package for the CAP. The chief 
elements, primarily coming into force from 2005, were to decouple direct payments from 
production, and to make them conditional on minimum agricultural and environmental 
standards. The 2005 reform package also introduced a financial discipline mechanism, 
beginning with the 2007 EC Budget, to ensure that the spending ceilings are not exceeded. 

3.7 The UK remains a leading advocate of further CAP reform, for example through extending 
decoupling to the remaining sectors and improving market access for developing countries. 
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Chart 3.C: Profile of UK Gross and Net Contributions (€ billion) 
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Source: HM Treasury 

The UK’s net contribution 

3.8 Chart 3.C shows the volatility of the UK’s net contribution from year to year. This is because 
of variations in payments made due to the nature of the ORD; variations in public sector 
receipts; and, as a result, fluctuations in the UK abatement. For further details, refer to Technical 
Annex 1 (pages 45-46) and the glossary. Table 3.1 shows the UK’s gross contributions, 
abatement, public sector receipts, and net contributions to the EC Budget for calendar years 
2003-09. The figures for 2009 are estimates; those for earlier years are outturns. Table 3 (page 
62) gives a more detailed breakdown. 

Table 3.1: Gross Payments, Abatement and Receipts (Calendar Years)  

    £ million

 2003 
Outturn 

2004
Outturn

2005
Outturn

2006
Outturn

2007 
Outturn 

2008 
Outturn 

2009
Estimated

Outturn1

Gross Payments2 10,966 10,895 12,483 12,426 12,456 12,653 14,106

Less: UK Abatement -3,559 -3,593 -3,572 -3,569 -3,523 -4,862 -6,336

Less: Public sector 
receipts 

-3,728 -4,294 -5,329 -4,948 -4,323 -4,463 -5,269

Net contributions 
to EC Budget3 

3,679 3,008 3,581 3,909 4,610 3,329 2,501

Notes:  
1 The figures for 2009 are forecasts; those for earlier years are outturn. 
2Gross payment figures include TOR payments at 75 per cent. The remaining 25 per cent is retained by the UK to cover the costs of administering 
collection on behalf of the European Community. 
3Due to rounding, totals may not exactly correspond to the sum of individual items. 
Source: HM Treasury 
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3.9 UK public sector receipts in 2009, mainly from the EAGGF and the Social and Regional 
Development Funds, are expected to be around £5.3 billion. The majority of these receipts will 
either be paid to or used in support of the private sector, but are channelled through 
Government departments. 

3.10 The Community makes some payments direct to the private sector which do not appear in 
the public sector accounts. These are therefore not included in Tables 3, 3.1, 3.2 or 3.3. In 
2009, these receipts are expected to be around £715 million. 

3.11 The UK’s 2009 net contribution is forecast at £2.5 billion; the outturn in 2008 was £3.3 
billion. The 2008 outturn figure reflects changes resulting from all Amending EC Budgets 
implemented during the course of the year whereas the 2009 figure reflects only those which 
have been adopted up until the time of preparation of this White Paper. Amending EC Budgets 
in 2008 included the return of the surplus from the 2007 EC Budget, which served to reduce 
Member States’ contributions to the 2008 EC Budget. Any surplus from the 2008 EC Budget will 
reduce Member States’ contributions in 2009 and will impact on the UK's 2009 net contribution 
forecast. An Amending EC Budget later this year will return any surplus. 

3.12 Chart 3.D shows how the UK’s net position compares with those of the other Member 
States in 2006 and 2007. In 2007, the UK was one of ten net contributors to the EC Budget. 
Germany was the highest net contributor, paying more than one and half times as much as any 
other Member State. The UK was the next highest net contributor, with other significant net 
contributions being made by the Netherlands, France, Italy, and Sweden. 



  

European Community Finances 2009 23 

   Ch
ar

t 
3.

D
: N

et
 R

ec
ei

p
ts

/C
o

n
tr

ib
u

ti
o

n
s 

o
f 

M
em

b
er

 S
ta

te
s 

in
 2

00
6 

an
d

 2
00

7 
(€

 m
ill

io
n

) 

-8
00

0

-6
00

0

-4
00

0

-2
00

00

20
00

40
00

60
00

80
00

10
00

0

Greece
Poland

Spain
Portugal
Hungary
Belgium

Luxembourg
Lith

uania
Ireland

Slovakia Czech Republic

Latvia
Estonia

Malta
Slovenia
Cyprus
Finland
Austria

Denmark
Sweden

Italy
France

Netherlands

UK
Germany

20
06

20
07

 

So
ur

ce
: 

Ba
se

d 
on

 d
at

a 
pu

bl
is

he
d 

in
 t

he
 E

ur
op

ea
n 

C
om

m
is

si
on

 R
ep

or
t:

 E
U

 B
ud

ge
t 

20
06

 F
in

an
ci

al
 R

ep
or

t 
pu

bl
is

he
d 

in
 S

ep
te

m
be

r 
20

07



 

 

24 European Community Finances 2009 

Financial year transactions 

3.13 The Community financial year runs from 1 January to 31 December, whereas the UK’s runs 
from 6 April to 5 April. 

3.14 Table 3.2 gives a breakdown of the UK’s transactions with the European Communities on a 
financial year basis between 2003-04 and 2008-09 (estimated outturn). This Table also includes 
plans for 2009-10 and 2010-11. Table 3.3 provides a breakdown of UK receipts from the EC 
Budget over the same period. 

 

 



  

European Community Finances 2009 25 

Ta
b

le
 3

.2
: G

ro
ss

 P
ay

m
en

ts
, A

b
at

em
en

t 
an

d
 R

ec
ei

p
ts

 (
Fi

n
an

ci
al

 Y
ea

rs
) 

 

  
£ 

m
ill

io
n

 

 
20

03
-0

4 
O

u
tt

u
rn

 
 

20
04

-0
5

O
u

tt
u

rn
20

05
-0

6
O

u
tt

u
rn

20
06

-0
7

O
u

tt
u

rn
20

07
-0

8
O

u
tt

u
rn

20
08

-0
9

Es
ti

m
at

ed
O

u
tt

u
rn

20
09

-1
0

Pl
an

s
20

10
-1

1 
Pl

an
s 

G
ro

ss
 P

ay
m

en
ts

1  
11

,3
71

 
12

,1
83

 
 1

1,
78

0 
12

,2
45

 
13

,7
46

 
13

,1
55

  
14

,2
02

 
15

,2
79

 

Le
ss

: U
K 

A
ba

te
m

en
t 

-3
,8

74
-3

,7
22

-3
,6

41
-3

,5
60

-3
,9

60
-5

,5
95

-5
,0

90
-3

,2
57

 
Le

ss
: P

ub
lic

 s
ec

to
r 

re
ce

ip
ts

 
-4

,2
35

-4
,5

55
-3

,7
50

-5
,1

64
-5

,5
85

-4
,5

24
-5

,0
45

-5
,6

69
 

N
et

 c
on

tr
ib

ut
io

ns
 t

o 
EC

 B
ud

ge
t2 

3,
26

1 
3,

90
6 

 4
,3

89
 

3,
52

1 
4,

20
0 

3,
03

7 
 4

,0
66

  
 6

,3
52

 

Co
nt

rib
ut

io
ns

 t
o 

re
se

rv
es

 a
nd

 c
ap

ita
l o

f 
th

e 
EI

B 
0

0
0

0
0

0
0

0 
G

ra
nt

s 
re

ce
iv

ed
 f

ro
m

 E
ur

op
ea

n 
Co

al
 a

nd
 S

te
el

 C
om

m
un

ity
 

-2
0

0
0

0
0

0
0 

Pa
ym

en
ts

 t
o 

EC
 b

ud
ge

t 
at

tr
ib

ut
ed

 t
o 

th
e 

ai
d 

pr
og

ra
m

m
e3 

-7
99

-6
97

-7
04

-7
09

-7
05

-7
81

-8
30

-8
56

 
O

th
er

 a
tt

rib
ut

ed
 c

os
ts

 
0

0
0

0
0

0
-6

8.
5

-4
3.

2 
N

et
 p

ay
m

en
ts

 t
o 

EC
 in

st
itu

tio
ns

 (e
xc

lu
di

ng
 O

ve
rs

ea
s 

A
id

)2 
2,

46
0 

3,
20

8 
 3

,6
85

 
2,

81
2 

3,
49

5 
2,

25
6 

 3
,1

68
  

 5
,4

53
 

N
ot

es
: 

1 G
ro

ss
 p

ay
m

en
t 

fig
ur

es
 in

cl
ud

e 
TO

R 
pa

ym
en

ts
 a

t 
75

 p
er

 c
en

t,
 9

0 
pe

r 
ce

nt
 p

rio
r 

to
 M

ar
ch

 2
00

2.
 T

he
 r

em
ai

ni
ng

 2
5 

pe
r 

ce
nt

, 1
0 

pe
r 

ce
nt

 p
rio

r 
to

 M
ar

ch
 2

00
2,

 is
 r

et
ai

ne
d 

by
 t

he
 U

K 
to

 c
ov

er
 t

he
 c

os
ts

 o
f 

ad
m

in
is

te
rin

g 
co

lle
ct

io
n 

on
 

be
ha

lf 
of

 t
he

 E
ur

op
ea

n 
Co

m
m

un
ity

. 
2 D

ue
 t

o 
ro

un
di

ng
, t

ot
al

s 
m

ay
 n

ot
 e

xa
ct

ly
 c

or
re

sp
on

d 
to

 t
he

 s
um

 o
f 

in
di

vi
du

al
 it

em
s.

 
3 Fo

r 
do

m
es

tic
/p

ub
lic

 e
xp

en
di

tu
re

 p
la

nn
in

g 
pu

rp
os

es
, p

ar
t 

of
 t

he
 U

K'
s 

co
nt

rib
ut

io
n 

to
 t

he
 C

om
m

un
ity

 B
ud

ge
t 

is
 a

tt
rib

ut
ed

 t
o 

th
e 

ov
er

se
as

 a
id

 p
ro

gr
am

m
e.

 T
he

 a
id

 p
ro

gr
am

m
e 

al
so

 in
cl

ud
es

 p
ay

m
en

ts
 t

o 
th

e 
ED

F,
 n

ot
 in

cl
ud

ed
 h

er
e.

 
So

ur
ce

: 
H

M
 T

re
as

ur
y 



  

26 European Community Finances 2009 

 T
ab

le
 3

.3
: P

u
b

lic
 S

ec
to

r 
R

ec
ei

p
ts

 f
ro

m
 t

h
e 

EC
 B

u
d

g
et

 (
Fi

n
an

ci
al

 y
ea

rs
) 

 
£ 

m
ill

io
n

 

 
20

03
-0

4
O

u
tt

u
rn

20
04

-0
5

O
u

tt
u

rn
20

05
-0

6
O

u
tt

u
rn

20
06

-0
7

O
u

tt
u

rn
20

07
-0

8
O

u
tt

u
rn

20
08

-0
9

Es
ti

m
at

ed
O

u
tt

u
rn

20
09

-1
0

Pl
an

s
20

10
-1

1 
Pl

an
s 

A
gr

ic
ul

tu
ra

l G
ua

ra
nt

ee
 F

un
d 

2,
83

7 
2,

77
1

1,
70

5
3,

31
2

3,
45

5
3,

04
7 

3,
35

4 
3,

12
5 

A
gr

ic
ul

tu
ra

l G
ui

da
nc

e 
Fu

nd
 

22
 

30
85

53
26

5
29

9 
51

0 
50

1 

So
ci

al
 F

un
d 

34
5 

69
2

73
9

44
9

83
1

51
9 

56
0 

1,
13

0 

Re
gi

on
al

 D
ev

el
op

m
en

t 
Fu

nd
 

1,
01

7 
10

49
12

06
13

24
10

29
65

6 
53

9 
81

2 

O
th

er
 R

ec
ei

pt
s 

13
 

12
15

26
5

3 
83

 
10

2 

To
ta

l 
4,

23
5 

4,
55

5 
3,

75
0 

 5
,1

64
 

5,
58

5 
4,

52
4 

5,
04

5 
5,

66
9 

N
ot

es
: D

ue
 t

o 
ro

un
di

ng
, t

ot
al

s 
m

ay
 n

ot
 e

xa
ct

ly
 c

or
re

sp
on

d 
to

 t
he

 s
um

 o
f 

in
di

vi
du

al
 it

em
s.

 
So

ur
ce

: 
H

M
 T

re
as

ur
y 



 

 

European Community Finances 2009 27

3.15 Payments to the EC Budget are scheduled on a monthly basis, but the Commission can ask 
Member States for earlier payments of VAT-based and GNI-based contributions, and the UK 
abatement, to take account of the high CAP payments, which take place in the first months of 
the calendar year. At the time of the 2008 Pre-Budget Report (PBR) a draw-forward of 
1.45/12ths was estimated for the first quarter of the 2009 EC Budget year. A draw-forward of 
2/12ths was subsequently requested, which meant that a total of 5/12ths was paid in the first 
quarter of the 2009 calendar year. As a result, payments for the rest of 2009, which will all fall 
into the 2009-10 financial year, will be lower. 

3.16 UK net contributions to the EC Budget in 2008-09 are estimated to be £1.0 billion higher 
than they were in the PBR, while UK net contributions in 2009-10 are estimated to be £0.1 
billion lower. The estimates for 2010-11 are unchanged from the estimates in the PBR. These 
changes are primarily the result of the use of later information on the size of the final EC Budget 
for 2008 and the likely pattern of payments to the 2009 EC Budget, e.g. the drawing forward of 
Member States’ 2009 VAT-based and GNI-based contributions into the first quarter of the year. 
For the UK, this is partially offset by a draw-forward of the abatement into the first quarter of 
2009. Other factors include increases in estimates of contributions resulting from changes in 
exchange rate forecasts. 

Measuring net contributions 

3.17  In accordance with a commitment to the PAC, Technical Annex II (pages 47 and 48) 
explains the main differences between the Government’s figures and those which can be derived 
from the European Commission’s EU Budget 2007 Financial Report.





 

 

European Community Finances 2009 29

4 Financial management and 
anti-fraud issues 

European Court of Auditors’ Annual Report on the 2007 Budget  
4.1 The European Court of Auditors’ (The Court) Annual Report and Statement of Assurance on 
the implementation of the 2007 EC Budget was published on 10 November 2008. The report 
provides an assessment of each of the EC Budget areas and forms an essential element in the 
European Parliament’s oversight of the Commission’s management of the EC Budget. 

4.2 The Court reiterated its view that the key to adequate management of the EC Budget was 
through sufficient, appropriate internal control systems operated by the Commission and 
Member States. The Court recognises the continuing efforts of the Commission in promoting 
and applying improved control and management procedures. It notes that the 2007 annual 
report identifies areas of improvement, some of which have been significant, but also points out 
the areas of expenditure where the situation remains unsatisfactory. 

4.3 In response to the move to ABB, the Court has modified the structure of its report to centre 
assessment round ABB policy areas. As a result, there are two new assessments: one on 
Education and Citizenship and the other on Economic and Financial Affairs, and the merging of 
Pre-Accession Aid and External Actions into one on External Aid, Development and Enlargement. 

4.4 The Court makes reference to their contribution to the review of the EC Budget launched by 
the Commission in 2007. They state that the review should address the quality of budgetary 
transactions (legality, regularity and value for money), as well as spending priorities and equity. 
Furthermore, they welcome the Commission’s view that EU spending must add value, list key 
principles to be applied to EU spending; and encourage authorities to consider the outputs of 
programs, the level of management and the issue of tolerable risk. 

4.5 The Court noted that complicated or unclear legal requirements have a considerable impact 
on the legality and/or regularity of underlying transactions in the areas of: Agriculture and 
Natural Resources; Cohesion; Research; Energy and Transport; and Education and Citizenship. 

4.6 Whilst the implementation of the budget is the responsibility of the Commission, the Court 
notes that there is a tendency towards an increased role for Member States. This is evidenced by 
the increase in the role of National Supreme Audit Institutions and the requirement, for the first 
time in 2007, for each Member State to produce an Annual Summary. 

4.7 The Court believes that voluntary initiatives by Member States to issue declarations and have 
these audited by their national audit body could stimulate improved management of EU funds. 
The Court hopes to improve cooperation with National Audit Institutions by developing 
common auditing standards, and to make increasing use of their work. 

European Court of Auditors’ Statement of Assurance (DAS) 

4.8 The Court gave an unqualified positive opinion on the accounts for the first time. This shows 
that they faithfully reflect the revenue and the expenditure of the Communities for the year, and 
their financial position at the year-end. This is a significant improvement and the Government 
welcomes this achievement.  
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4.9 The Court analysed the Commission’s internal control system and commented that the 
Commission’s implementation of internal control standards, which has a direct link to the 
legality and regularity of the underlying transactions, has not been sufficiently implemented  
by the Commission in numerous policy areas. The Court also recognised the progress made  
by the Commission in the implementation of its Action Plan towards an Integrated Internal 
Control Framework. 

4.10 The Court gave a positive opinion on the areas of revenue, administration and other 
expenditure, and economic and financial affairs. The Court found the underlying transactions in 
these areas to be free from material error, and estimates that errors have a financial impact of 
less than 2 per cent. In addition, for CAP expenditure, the Court’s audit found that the 
Integrated Administration and Control System (IACS), where properly applied, provided an 
effective system to limit the risk of irregular expenditure. In all other expenditure areas, the Court 
found a material level of error and commented that the Commission and Member States need 
to make further efforts to implement adequate supervisory and control systems in order to 
reduce the risk of illegality and irregularity. 

4.11 The Court gave an assessment of each of the EC Budget areas: 

• Revenue: The Court found that Member States’ declarations and payments of TOR, 
the Commission’s calculation of Member States’ contributions based on their GNI 
and VAT data, and other types of revenue, are free from material error. As in 
previous years, the Court detected problems with the ‘B’ accounts regarding goods 
being released without the customs debt being paid. The Court recommends that 
the Commission strengthen the underlying controls used in TOR, particularly in 
reference to customs warehouses, and put further pressure on Member States to 
provide sufficient information to enable them to lift outstanding reservations about 
the calculation of VAT-based own resources.  

• Agriculture and Natural Resources: The Court found a material level of error in 
agriculture and natural resources, but noted that, once again, IACS was an effective 
control system for limiting the risk of error and irregular expenditure, where 
properly applied. The Court also noted that rural development accounts for a 
disproportionately high percentage of the overall error rate. The Court recommends 
that issues underlying the reliability of payments under the Single Payment Scheme 
are improved, and efforts must increase to ensure that beneficiaries of rural 
development programmes respect their obligations. 

• Cohesion: The Court noted that there was a high risk that declared costs of 
Structural Policies projects are misstated or ineligible for reimbursement. They 
found that control systems in Member States were generally ineffective or had only 
limited effectiveness, and that the Commission maintains only moderately effective 
supervision to mitigate the risks. The Court recommends preventing errors at the 
early stages of a project by working with program coordinators to familiarise them 
with the requirements, assist them in setting up their systems and in training staff 
to detect errors in cost declarations and make them aware of the risk of errors. The 
Court also recommends that the Commission place more emphasis on supervising 
the controls within Member States, and on the use of feedback mechanisms (by 
both the Commission and Member States) to eliminate systemic causes of errors. 

• Research, Energy and Transport: The principle risk to legality and regularity in this 
area is that beneficiaries overstate their costs and this is not prevented, or detected 
and corrected by the control systems of the Commission. The Court recommends 
that the Commission ensure rigorous desk checks prior to giving payments, 
continue to provide support to beneficiaries and auditors in completing the audit 
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certification process, and address the persistent errors in payments, supporting the 
use of sanction mechanisms at their disposal. 

• External Aid, Development and Enlargement: The Court found that the 
Commission’s system of ex-ante checks provided a generally effective check on 
transactions but found weaknesses in the monitoring of implementing 
organisations, external audits of project claims and internal audit. The Court 
recommends that: (a) EuropeAid should provide more training and support to 
project finance staff and increase the monitoring of their work; (b) budget support 
programmes managed by the Commission should be based upon measurable, 
achievable, timely and relevant indicators providing a clear link between funding 
and performance; and (c) urgent steps should be taken to correct the weaknesses in 
the management of EU funds in Bulgaria, and the necessary monitoring maintained 
in Turkey.  

• Education and Citizenship: The Court audited the assessment process of the 
Commission for ex-ante declarations and found that the process provided little 
assurance. However, the Court does consider that the design of the system, if 
properly applied, could provide adequate assurance in the future. The Court 
recommends that the Commission improve its assessment of supervisory and 
control systems set up by Member States for the Lifelong Learning Programme and 
European Refugee Fund by increasing monitoring visits and assisting them in 
improving their declarations of assurance. 

• Economic and financial affairs: The Court’s audit did not reveal material errors 
affecting the legality and regularity of administrative expenditure. They did 
however, recommend that weaknesses found in their audit of payment transactions 
and in the supervisory and control systems, be carefully analysed and given  
further attention. 

• Administrative and other expenditure: The Court concludes that all institutions’ 
‘administrative and other expenditure’ is free from material error. EU Agencies are 
also covered under this chapter and the Court gave unqualified opinions on the 
reliability of the accounts and the legality and regularity of the underlying 
transactions for all Agencies1 except the European Police College2 and the European 
GNSS Supervisory Authority3.  

 

 

 
1 The Court’s annual reports on the Agencies accounts are presented on its site (http://www.eca.europa.eu) and will be published in the Official Journal, 
except for the Euratom Supply Agency. 
2 Qualified opinion with regard to the reliability of the accounts and the legality and regularity of the underlying transactions. 
3 Disclaimer of opinion with regard to the reliability of the accounts. 
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Box 4.A: UK Consolidated Statement and Audit Opinion on the use of EU funds in the UK: 
2007-08 

The UK’s second Consolidated Statement on the use of EU funds in the UK for the financial 
year ending 31 March 2008, brings together the payments and receipts, of EU-sponsored 
projects in the UK, into a single set of accounts. These accounts are fully audited by the 
National Audit Office, and the Comptroller and Auditor General’s audit opinion and report 
accompany the Statement.  

The Government’s commitment to produce an annual Consolidated Statement on the use of 
EU funds demonstrates the importance it attaches to ensuring that EU funds in the UK are 
spent correctly and that any weaknesses in control and management systems are identified 
and rectified as quickly as possible. This will lead to improvements in the UK’s management 
of these funds.  

The statement also increases audit and scrutiny of EU funds in the UK: 

• UK Consolidated Statements are laid before Parliament and therefore provide 
increased opportunity for Parliament to scrutinise the Government’s management 
of EU funds. 

• The National Audit Office audits these Consolidated Statements, increasing their 
overall audit of EU funds down to the final beneficiary. The Comptroller and 
Auditor General’s audit opinion and report accompany the Statement.  

• UK Consolidated Statements provide a greater degree of assurance to the Court 
and Commission auditors when they perform their own audits of the UK’s use of 
EU funds.  

The production of the Consolidated Statements is a response to the repeated inability of the 
Court to give a positive DAS to the majority of expenditure in the EC Budget. In view of the 
fact that Member States share (with the Commission) responsibility for managing around 80 
per cent of EC expenditure, and given that the number of beneficiaries and complexity of 
these programmes poses particular challenges for correct implementation, the Government 
believes that Member States must reinforce their own management and control of EC funds. 

In November 2006, the Government therefore announced that it would take a lead in 
showing how Member States can improve their management of EC funds and how national 
parliaments can be more closely involved in the scrutiny of EC spending. The Government 
thus intends to continue to present an annual Consolidated Statement to Parliament of the 
UK’s receipts and use of EC funds.  

The published document brings together the figures currently published in many different 
departmental reports. It includes: a statement of purpose; a statement of responsibilities; 
auditors’ report; expenditure account; balance sheet; cash-flow statement; and notes to the 
statement to aid interpretation. The statement shows, at an aggregate level, the income 
from each EC fund and the related amounts of expenditure by each main UK public sector 
entity. The format, content and timing of the statement will be kept under review in order to 
refine the concept and its usefulness for subsequent years. 

Although HM Treasury takes responsibility for performing the consolidation of the 
Statement, the relevant Government departments and devolved administrations will remain 
accountable for the propriety of the reported spending. The Consolidated Statement is not 
intended to replace the more detailed reporting by departments of how EC funds are used. 
In preparing its audit opinion, the National Audit Office audits the expenditure of EC funds 
by Government department and devolved administration, drawing where appropriate on the 
work of the National Audit Institutions in Scotland, Wales and Northern Ireland. 
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Council recommendation to the European Parliament 

4.12  The Council’s recommendation to the European Parliament on the terms of the discharge 
to be granted to the Commission for implementation of the 2007 EC Budget was discussed by 
ECOFIN on 10 February 2009. As in previous years, the Council recommended that the 
Parliament grant discharge. Council’s recommendation was accompanied by detailed comments 
highlighting weaknesses in financial management and providing recommendations to resolve 
these. The Council remains disappointed that the Court is still unable to give a positive 
Statement of Assurance to large areas of the Budget. The Council’s approach, as in previous 
years, is to work constructively to bring about improvements. This reflects an awareness that 
failings and responsibility for action rest with all parties: the Commission, the Council, Member 
States and the European Parliament. 

4.13 The Council’s recommendations include: 

• recognition of the key role of Member States in improving financial management 
and accountability of EU funds under shared management, in particular through 
sufficient and appropriate internal control systems;  

• further simplification of legislation to contribute to efficient implementation of 
programmes. The Council invites the Commission to make proposals aimed at the 
simplification of the procedures and guidelines governing programmes and to avoid 
complex rules and regulations and administrative burdens;  

• inviting continued collaboration between the Court and National Supreme Audit 
Institutions. The Council considers that the work of independent National Supreme 
Audit Institutions could, where appropriate, continue to be usefully taken into 
consideration by the Court;  

• urging the Commission to intensify its cooperation with the Court to promote a 
common understanding of legal provisions and rules in order to prevent differences 
in interpretation and achieve a common approach for their implementation; and  

• recognition that improvement is needed in the cost-benefit ratio of controls and 
urging the Commission to assess the costs of control by expenditure area.  

European Court of Auditors’ Special Reports 

4.14 The Court’s Annual Report is complemented by a number of ‘Special Reports’ on selected 
EC Budget sectors or issues. These reports examine the impact and effectiveness of policies, and 
whether they give value for money. The Commission is required to produce a written response, 
which is normally published with the Special Report. The Council considers the reports in the 
appropriate working group and may also consider these during the discharge process.  

European Parliament’s report on Discharge for 2007 

4.15 The European Parliament’s Budgetary Control Committee considered the Council’s 
recommendations on discharge and issued its own resolution, including a number of detailed 
recommendations. The European Parliament voted in favour of granting discharge on 22  
April 2009. 

UK Government’s response to the European Court of Auditors 

4.16 The UK argued in 1995 for a procedure for Member States to respond to the Court’s 
observations in its annual report. This has now become established practice. The Commission 
also invites Member States to comment on general issues in the report. A copy of the UK’s 
response is sent to both Houses of Parliament. 
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4.17 The Court’s 2007 report included several specific criticisms of the UK. Remedial action has 
been implemented where necessary, but not all the Court’s findings were accepted, for example: 

Agriculture 

Audit finding: The Court’s report included various references to apparent anomalies in the UK’s 
use of agricultural funds, for example, entitlements allocated under SPS and the aid paid to 
landlords, not engaged in farming.  

Response: The UK did not agree with the Court’s findings and feels that the approach adopted 
is consistent with the regulations. The UK is committed to ensuring that all payments are valid 
and has fully co-operated, and will continue to do so, with the Court and the Commission in 
follow-up audits.  

National Audit Office report on the Court’s report 
4.18 The National Audit Office published its annual report on “Financial Management in the 
European Union” on 27 March 2009. The report explains the findings in the Court’s Annual 
Report and Statement of Assurance, and considers other relevant financial management issues. 

2007 Fight against Fraud Report 
4.19 Every year, the Commission in collaboration with the Member States publishes an annual 
report comprised of statistics and the new measures taken to meet their shared obligation of 
protecting the Communities’ financial interests and the fight against fraud in areas where they 
share responsibility. The report covering the 2007 calendar year was as usual prepared by the 
European Anti-Fraud Office (OLAF) and published on 22 July 2008. It included two 
supplementary reports: Statistical Evaluation of Irregularities and Implementation of Article 280 
of the Treaty by Member States in 2007. 

4.20 The report gives a statistical overview of all irregularities together with those cases where 
fraud was suspected. The report sets out the existing fraud control measures and highlights the 
most significant measures taken in 2007 by the Member States and the Commission to improve 
the prevention of and the fight against fraud. 

4.21 The report analyses management checks made to detect fraud and other irregularities in 
the field of Structural Funds, limitation periods for proceedings and the various recoveries made 
in all the budget areas. 

4.22 The report shows a reduction in the number of irregularities reported for all expenditure 
areas (6,113 compared to 6,905 in 2006) with the exception of Structural Measures. The 
estimated financial impact of the irregularities increased for every sector. In the cases of Own 
Resources and Agriculture, the increases were in part due to irregularities that occurred in the 
past but were only reported in 2007. In addition, a number of irregularities with a high financial 
impact were detected during the closure of the programming period concerning Pre-Accession 
Funds for the 10 new Member States. The table below compares the number of irregularities 
and the amounts involved between 2006 and 2007: 
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Table 4.1: Number of irregularities and estimated financial impacts 

 20061

No. of cases
Amounts 

(€ millions)
2007 

No. of cases 
Amounts 

(€ millions)

TOR 5,705 353 5,321 377

Agricultural 3,294 87 1,548 155

Structural Funds 3,216 703 3,832 828

Direct Expenditure2 - - 411 33

Pre-Accession Funds 395 14 322 32
1 Figures shown for 2006 may differ from those published in last year's report as OLAF constantly updates its databases 
2 Figures are not available for 2006 
Source: 2007 Fight Against Fraud Report 

 
4.23 As always, care should be taken in interpreting these figures, as they are in most cases 
approximate and preliminary only. Also a sharp rise may simply reflect the inclusion of figures for 
long-running cases, which may have only just been resolved. 

4.24 The number of total irregularities reported in TOR fell from 5,705 in 2006 to 5,321 in 
2007. The total estimated financial impact rose from €353 million (£336 million) in 2006 to 
€377 million (£359 million) in 2007. Suspected fraud decreased to 0.62 per cent of the total 
amount compared to 0.94 per cent in 2006. As in previous years, the goods mostly affected 
were tobacco products and TVs. 

4.25 Regarding Agriculture expenditure, irregularities reported decreased by 53 per cent to 
1,548 compared to 3,294 in 2006. This sharp decrease was anticipated due to the application 
of a new Regulation that raised the threshold for reporting irregularities from €4,000 to 
€10,000. The financial impact however increased by 44 per cent to €155 million (£148 million) 
due in part to cases with high financial impact which were discovered in previous years but were 
only reported in 2007. Suspected fraud accounted for approximately 10 per cent of reported 
cases with a financial impact of €45 million (£43 million) compared to €30 million (£29 million) 
in 2006. The highest number of irregularities related to milk and milk products, fruit and 
vegetables, sugar and rural development. 

4.26 Concerning Structural Measures and the Cohesion Fund, irregularities reported were up by 
19.2 per cent to 3,832 compared to 3,216 in 2006. Suspected fraud accounted for 12.4 per 
cent while the estimated financial impact increased by 17.7 per cent (€828 million, 789 million). 
As in previous years, the ERDF and ESF accounted for most irregularities (around 83 per cent). In 
the objective 1 and 2 regions, affected projects and operations accounted for 76 per cent of 
irregularities reported. 

4.27 Regarding Pre-Accession funds, irregularities reported and related to the PHARE, SAPARD 
and ISPA funds, decreased by 13 per cent to 332 compared with 395 in 2006. The estimated 
financial impact of the irregularities increased from €14 million (£13 million) in 2006 to €32 
million (£31 million) in 2007. Suspected fraud accounted for 15.5 per cent of irregularities 
reported in 2007 with an estimated financial impact of €5 million (£4.8 million). The most 
frequently reported type of irregularity related to non-eligible expenditure. 

4.28 As a first step towards integrating the areas of the budget directly managed by the 
Commission into the fight against fraud report, statistics on fraud and other irregularities 
detected by the Commission departments in the areas of the budget directly managed by the 
Commission were included. The total value of contracts in which irregularities were detected 
(411 cases) amounted to €300 million (£286 million) of which €33 million (£31 million) was 
identified as irregular, €19 million (£18 million) for the External Actions area and €13 million 
(£12 million) for the Internal Actions area. Of this amount, €18 million (£17 million) (136 cases) 
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was suspected fraud. The financial impact of these irregularities amounted to 0.30 per cent of 
the total value of contracts managed on a centralised direct basis by the Commission. 

4.29 The number of cases opened by OLAF has remained stable (210 in 2007 compared to 194 
in 2006 and 216 in 2005). OLAF’s own-initiative investigations accounted for 75 per cent of all 
cases opened since 2005. The number of active cases however fell to 408 cases compared to 
431 in 2006. 

4.30 Major developments in 2007 include the following: 

• progress was made in the customs area to reduce costs and allow easier and 
quicker access to data that included the adoption of various legislative measures in 
2007 and 2008;  

• the Hercule II programme, set up to promote activities to protect the financial 
interests of the Communities, was extended for the programming period 2007-13 
with an increased budget;  

• in December 2007, the Commission and 26 Member States signed a cooperation 
agreement with Japan Tobacco International to combat the smuggling and 
counterfeiting of cigarettes; 

• as part of the European Transparency Initiative, Member States were obliged to 
publish lists of beneficiaries and amounts received from the agricultural funds and 
of the European fisheries fund; 

• the Commission adopted a communication that contained key elements to combat 
VAT fraud, in particular missing trader fund;  

• Slovenia ratified the Convention on the Protection of the European Communities’ 
Financial Interests and its protocols in 2007. Romania and Bulgaria automatically 
acceded to it when they joined the EU; 

• the Commission signed an administrative cooperation agreement with the 
competent authorities in certain third countries in order to combat fraud, 
corruption and other illegal activity that affects the financial interests of the 
Community; and 

• the Commission introduced a new approach to its fraud-proofing mechanism4to 
help to identify shortcomings not only in legislative proposals but also in the 
implementation of EU legislation and in the management and controls systems.  

Checks to identify fraud and other irregularities 

4.31 The legislation on Structural expenditure (applicable since the start of the 2007-13 
programming period) simplified and clarified aspects of granting and the payment of funds. It 
also defined internal control systems more clearly with Member States compelled to designate a 
managing, certifying and audit authority. They are also now required to produce annual 
summaries of all declared expenditure and audits carried out. The Commission evaluates the 
assurance provided by the systems in place in the Member States through its annual activity 
report of each competent Directorate-General. 

4.32 In the agricultural sector where Member States are responsible for paying subsidies to final 
beneficiaries through their paying agencies, all aid applications are subject to administrative 
checks before any payment is made. Member States must also send the annual accounts of each 

 
4 In 2001, the Commission put in place a fraud proofing mechanism to make the legislation and the management of contracts more resistant to fraud. 
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paying agency accompanied by a statement of assurance. The Commission then verifies the 
completeness, accuracy and veracity of the paying agencies’ accounts as well as their 
conformance to Community rules. 

4.33 The Member States are responsible for recovering TOR, keeping accounts and conducting 
the necessary checks and investigations. Many debts appearing in the ‘B’ accounts (register of 
either unpaid and/or guaranteed debts (or debts guaranteed but contested)) are the result of 
fraud or detected irregularities. The Commission monitors the correct functioning of the system 
by ensuring they are made available on time, and charges interest for non-compliance. 

4.34 OLAF carried out 74 on-the-spot checks in 2007. With the exception of one that concerned 
External Aid which was carried out in a third country, these were all within the EU. 

Limitation periods 

4.35 The responsibility for initiating proceedings against parties culpable for irregularities 
committed in areas covered by shared management and TOR, including the application of any 
penalties or administrative measures imposed as a result of such proceedings, rests with the 
Member States. Although Limitation Periods provide legal certainty, when the period expires the 
irregularity cannot be proceeded against or the penalty applied. 

4.36 In order to identify which national laws make provision for longer periods of limitation 
than the minimum periods stipulated by Community laws, Member States were asked to state 
their positions through the Article 280 questionnaire. 21 Member States responded that they 
provided for longer periods (between 5 and 10 years and, in exceptional cases, 12 or even 20 
years) than those set by the Community rules (four years from the time when the irregularity  
was committed). 

Recovery 

4.37 For the 2007 financial year, Member States recovered: €154 million (£147 million) for the 
agriculture sector with €1,438 billion (£1,370 billion) yet to be recovered; €509 million (£485 
million) for the structural funds area; €150 million (£143 million) for Own Resources; and €4 
million (£3.8 million) for Direct expenditure with €11 million (£10.5 million) still to be recovered. 

4.38 OLAF formerly closed the financial follow-up for cases worth €203 million (£193 million) in 
2007. However, €198 million (£189 million) was recovered in the field of structural funds 
following the closure of 53 cases of which 35 were part of the backlog of “old” cases.  

OLAF’s 8th Activity Report 
4.39 OLAF is required to publish annual reports on its independent operational activities during 
the previous year, which is distinguished from the Commission’s “fight against fraud” report. 
The activity report for 2007 was published on 22 July 2008 and illustrates OLAF’s work inside 
and outside the EU in 15 case studies and many statistical tables. 

4.40 The report showed that like last year, OLAF continued its strategy of focusing on bigger 
and more complex cases in sensitive areas of the EU Budget. 

4.41 The volume of information received by OLAF has risen considerably (886 cases) since 2003 
(529 cases). The number of decisions taken in the year rose by 17.5 per cent to 543 of which 
210 (38.6 per cent) resulted in the opening of a case. This increase is attributable to the 
increased awareness of OLAF’s competence as a trusted office for dealing with new information 
on potential irregularities, fraud and corruption.  
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4.42 Direct expenditure and external aid cases represented a significant proportion of new cases 
opened (75 cases out of 210 or one third of total cases), confirming OLAF’s activities are more 
inclined towards areas in which Member States do not have specific responsibilities. 

4.43 The introduction of the ‘simplified procedure’ in 2004 along with other changes in 
operational policy in deciding whether or not to open a case according to its seriousness and 
complexity, has contributed to an increase in the duration of time for completing a case. The 
number of cases completed has therefore declined over time, reverting to its 2005 levels with 
the average ‘active stage’ duration increased slightly from 27 to 28 months in 2007. OLAF 
however remains committed to tackling the issue in order to bring the average duration down 
below 24 months. 

4.44 The proportion of cases closed with follow-up continued to increase (65 per cent in 2007 
compared to 61 per cent in 2006 and 41 per cent in 2003), the majority of which concerned 
financial recovery and judicial follow-ups (jointly 75 per cent of total follow-up activities). The 
increase recorded in the disciplinary follow-up paths reflects OLAF’s continued determination to 
support the zero tolerance policy applied within the EU institutions and bodies when serious 
misconduct arises. 

4.45 Over €478 million (£455 million) recovered from OLAF’s cases stemmed from closed 
follow-up paths (€203million (£193 million)), and from follow-up actions that were still ongoing 
(€275 million (£262 million)) at the end of 2007. These sums however, represented only a 
fraction of the total amount recovered following fraud or other irregularities in the year, as 
Member States made most of the recoveries with no direct link to OLAF cases. 

4.46 In 2007, the strategic intelligence capability of OLAF continued to strengthen with better 
facilities to support operational activities, and reinforced its policy role. On request, the 
Operational Intelligence Unit provide specialist support and assistance to OLAF investigators  
and Member States. Legal and judicial advice also played a significantly increased role in 
operational cases.  

4.47 The report showed that OLAF made good progress in working with Member States, other 
institutions and third countries in ensuring the success of investigations to combat fraud, and 
that further improvements had been made to its case management system.  

4.48  OLAF provided assistance to five joint customs operations, during which the customs 
authorities of the participating Member States discovered a considerable number of serious 
offences designed to deprive the European Budget of revenue.  

4.49 In 2007, OLAF’s administrative budget was over €52 million (£49 million), over 60 per cent 
of which was accounted for by the heading ‘Personnel’ expenditure. Its operational budget 
amounted to over €20 million (£19 million) in 2007, mainly due to the entry into force of  
the Hercule II Programme (extended for the 2007-13 programming period with an  
increased budget). 
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A Glossary 
Budget Procedure 

A.1 The Community’s financial year runs from 1 January to 31 December. The rules governing 
decisions on the EC Budget are set out in Article 272 of the EC Treaty, June 1997. These rules 
have been built on by the IIA. 

The timetable is as follows: 

• establishment of the PDB by the Commission, normally in May; 

• establishment of the draft Budget by the Council in late July; 

• second reading by the Council in mid-November; and 

• second reading by the Parliament and adoption of the Budget in mid-December. 

Commitment and payment appropriations 

A.2 The Budget distinguishes between appropriations for commitments and appropriations for 
payments. Commitment appropriations are the total cost of legal obligations that can be 
entered into during the current year, for activities that, in turn, will lead to payments in the 
current and future years. Payment appropriations are the amounts of money that are available 
to be spent during the year, arising from commitments in the Budgets for the current or 
preceding years. Unused payment appropriations may, in exceptional circumstances, be carried 
forward into the following year. 

Compulsory and non-compulsory expenditure 

A.3 EC expenditure is regarded as either “compulsory” or “non-compulsory”. Compulsory 
expenditure is expenditure necessarily resulting from the Treaty or from acts adopted in 
accordance with the Treaty. It mainly includes agricultural guarantee expenditure, including 
stock depreciation. The Council has the final say in fixing its total. 

A.4 The Parliament has the final say in determining the amount and pattern of non-compulsory 
expenditure. The growth of this expenditure is governed by the “maximum rate”. Article 272(9) 
of the EC Treaty provides a formula for determining this rate, unless the budgetary authority 
agrees an alternative figure. Under the IIA, the Council and Parliament agree to accept the 
maximum rates implied by the FP ceilings. 

Discharge procedure 

A.5 The European Court of Auditors’ annual report is subject to consideration by the budgetary 
authority (Council and European Parliament) under “discharge procedure” set out in Article 276 
of the EC Treaty. In particular, it considers how the Budget for the year in question was 
implemented. The European Parliament, acting on a recommendation from the Council, 
considers whether to grant the Commission a discharge in respect of the Budget in question, 
thus bringing the budgetary process for that year to a formal close. The Commission is obliged  
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under Article 276 of the Treaty to take “all appropriate steps” to act on comments made by the 
European Parliament and by the Council during the discharge process. If so asked, it must also 
report back on its actions, with such reports going to the Court. 

Flexibility Instrument 

A.6 The Flexibility Instrument was established under paragraph 24 of the 1999 IIA, which allows 
for expenditure in any given Budget year of up to €200 million above the FP ceilings established 
for one or more Budget headings. Any portion of the Flexibility Instrument unused at the end of 
one year may be carried over for up to two subsequent years, but the flexibility instrument 
should not, as a rule, be used to cover the same needs two years running. The Flexibility 
Instrument is intended for extraordinary expenditure and may only be used after all possibilities 
for reallocating existing appropriations have been exhausted. Both arms of the budgetary 
authority must agree to a mobilisation of the Flexibility Instrument following a proposal from  
the Commission. 

Fraud and irregularity 

A.7 Fraud (as defined by the Penal Convention) covers intentional acts or omissions, in respect of 
both expenditure and revenue, which involve the use or presentation of false, incorrect or 
incomplete statements or documents, or specific non-disclosure of information, or 
misapplication of funds or benefits. 

A.8 Irregularity (as defined by Council Regulation 2988/95) covers both simple omissions due to 
errors or negligence, which undermine the EC and are intentional and deliberate acts. For 
example, a genuine payment made after the closing date for claims represents an irregularity; 
but import of goods under false papers is fraud. Member Sates are required by regulations to 
report irregularities in the three main Budget sectors (own resources, agriculture and structural 
funds) on a quarterly basis. 

Inter Institutional Agreement (IIA) 

A.9 The IIA is a politically and legally binding agreement that clarifies the EC’s budgetary 
procedure. Under the Treaty, the Council and the European Parliament have joint responsibility 
for deciding the EC budget on the basis of proposals from the Commission. The IIA sets out  
the way in which the three institutions will exercise their responsibilities in accordance with  
the Treaty, and their respect for the revenue ceilings that are laid down in the ORD. In  
particular, it provides for the annual EC Budget to be set in the context of a multi-annual 
financial framework. 

Own Resources Decision (ORD) 

A.10 The existing arrangements for financing the EC Budget are set out in the Communities’ 
ORD. The current ORD was agreed in June 2007 and took effect from 1 March 2009, 
retrospective to 1 January 2007. The current ORD entered into UK law by virtue of the European 
Communities (Finance) Act 2008, which received Royal Assent on 19 February 2008. The current 
ORD sets an Own Resources ceiling on the amount the Communities can raise from Member 
States in any one year. This ceiling is currently fixed at 1.24 per cent of EU GNI for payments and 
1.31 per cent for commitments. As the Communities are not allowed to save or borrow, revenue 
must equal expenditure. Budget payments are therefore limited by the amount of Own 
Resources that can be called up from Member States.  
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Own Resources 

A.11 The ORD lays down four sources of Community revenue, or ‘Own Resources:’ 

• Customs duties, including those on agricultural products. These are paid on a range 
of commodities imported from non-Member countries. Following the agreement 
on agriculture during the Uruguay GATT round, most duties are now fixed. 
However, for some key commodities, they continue to vary in line with changes in 
world prices. 

• Sugar levies: These are charged on the production of sugar to recover part of the 
cost of subsidising the export of surplus Community sugar onto the world market. 

• Contributions based on VAT: Essentially, the VAT resource is the amount yielded by 
applying a notional rate of 1 per cent to a VAT base, assuming an identical range of 
goods and services in each Member State. The VAT base is calculated on the basis 
of a notional harmonised rate and reflects finally taxed expenditure across the EU. 
The method for calculating the VAT-based resource is set out in the ORD. 

o the starting point is the total amount of net VAT collected in each Member State; 

o a weighted average of the rates at which VAT is charged in the Member State is 
then applied to the net total to produce the Member State’s intermediate 
national base; 

o the intermediate base is then adjusted for derogations operated under the Sixth 
VAT Directive to produce the harmonised base; 

o a notional rate of 1 per cent is then applied to this base. The base is, where 
necessary, then capped at 50 per cent of 1 per cent of the Member State’s  
GNI; and 

o a call-up rate (currently a maximum of 0.5 per cent) is applied to produce a 
Member States’ VAT-based contribution. 

• GNI-based contributions: The amount due is calculated by taking the same 
proportion of each Member State’s GNI. Because the Community is not allowed  
to borrow, revenue must equal expenditure. The GNI-based resource is the budget- 
balancing item; it covers the difference between total expenditure in the Budget 
and the revenue from the other three resources, subject to the overall Own 
Resources ceiling. 

The first two Own Resources are known collectively as “Traditional Own Resources” (TOR). The 
VAT and GNI-based contributions are often referred to as the ‘third’ and ‘fourth’  
resources respectively. 

Sterling figures 

A.12 The Sterling figures for 2003-09 in this White Paper are based on actual Sterling cash 
receipts, or payments where these took place and are known. Elsewhere, the appropriate 
average annual Sterling/Euro exchange rate has been used to convert Euro figures into Sterling1. 

 
1 The annual average rate for 2003 is £1 = €14320 
 The annual average rate for 2004 is £1 = €1.4742 
The annual average rate for 2005 is £1 = €1.4629 
The annual average rate for 2006 is £1 = €1.4669 
The annual average rate for 2007 is £1 = €1.4615 
The annual average rate for 2008 is £1 = €1.257509 
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Generally, the 2009 Euro figures have been converted into Sterling using the Sterling/Euro 
exchange rate on 31 December 2008, namely £1=€1.049869 (regulations state that VAT-based 
and GNI-based payments will be made using the exchange rate on the last working day of the 
preceding year). However, there may be some exceptions, for example where figures have 
previously been published at a different exchange rate, but these are noted where necessary.  

Structural Funds and the Cohesion Fund 

A.13 At present, there are four Structural Funds through which the EU grants financial 
assistance to resolve structural economic and social problems: 

• the European Regional Development Fund (ERDF), which promotes economic and 
social cohesion within the Union through the reduction of imbalances between 
regions or social groups; 

• the European Social Fund (ESF), which promotes the EU’s employment objectives  
by providing financial assistance for vocational training, retraining and job  
creation schemes; 

• the European Agricultural Guidance and Guarantee Fund (EAGGF – Guidance 
Section), which contributes to the structural reform of the agriculture sector and  
to the development of rural areas; and 

• the Financial Instrument for Fisheries Guidance (FIFG), the specific fund for the 
structural reform of the fisheries sector. In addition, the EU supports Member States 
whose GDP is less than 90 per cent of the European average through the Cohesion 
Fund, which finances projects linked to the environment and trans-European 
transport systems. 

Substantive and formal errors 

A.14 The Court has always distinguished between ‘substantive errors’ and ‘formal errors’ in its 
audit reports. A ‘substantive error’ is a quantifiable error directly affecting the amount of the 
transactions underlying the payments made from EC funds. A ‘formal error’ is an infringement 
of regulatory or control mechanisms, such as an overdue, but otherwise eligible payment.  
For both types, some of the errors may represent deliberate fraud, but most will represent 
genuine misunderstandings made in good faith, perhaps because of ambiguously drafted and 
complex regulations. 

UK Abatement 

A.15 The UK’s VAT-based contributions are abated (reduced) according to a formula set out in 
the ORD. Broadly, this is equal to 66 per cent of the difference between what the UK contributes 
to the EC Budget and the receipts, which the UK gets back, subject to the following points: 

• the abatement applies only in respect of spending within the EU. Expenditure 
outside the EU (mainly aid), is excluded; 

• the UK’s contribution is calculated as if the Budget were entirely financed  
by VAT; and 

• the abatement is deducted from the UK’s VAT contribution a year in arrears,  
e.g. the abatement in 2008 relates to UK payments and receipts in 2007. 

The formula for the calculation of the abatement is set out in the ORD and in a Working 
Methods Paper first published in 1988 and revised in 1994, 2000 and again in 2007. 
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The Commission is directly and solely responsible for determining the UK’s abatement. It 
calculates the abatement on the basis of a forecast of contributions to the EC Budget and of 
receipts from it. This is subsequently corrected in the light of outturn figures. 

Corrections may be made for up to three years after the year in respect of which the abatement 
relates, with a final calculation then being made in the fourth year, e.g. a final calculation of the 
abatement in respect of 2007 will take place in 2011. 

The effect of the abatement is to reduce the amount of the UK’s VAT-based and GNI-based 
payments to the EC Budget. It does not involve any transfer of money from the Commission or 
other Member States to the Exchequer. 
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B Technical annexes 
Technical annex I 

Determining the value of the Own Resources Elements  

B.1 The budgetary process relating to revenue has to respect the rules governing the size and 
structure of Own Resources. It involves a chain of inter-related calculations. These can be 
summarised as follows: 

• at the beginning of the budgetary process, which occurs in the year prior to the 
Budget in question, the amounts due from each Member State are assessed in that 
Member State’s national currency, i.e. Sterling for the UK; 

• the initial process involves estimating the amounts due to be received in respect  
of the TOR, the amount relating to VAT if it were applied at 1 per cent across the 
Community, and the amount of 1 per cent of each Member State’s GNI. These 
estimates rely on the Member States’ estimates of their economic activity during the  
Budget year; 

• the Member States’ national currency estimates are, where necessary, then 
converted into Euro at a rate known as the “Budget exchange rate”. This is the 
exchange rate at the time the estimates are being drawn up – nowadays this is 
usually an early May exchange rate; 

• the amount of VAT and GNI each Member State has to pay to the EC Budget is 
then determined by the limits described above for these Own Resources, so that 
when added to the amounts for the TOR the total does not exceed the value of the 
Own Resources required to fund the proposed Budget for the coming year, subject 
to ensuring that the value of these Own Resources does not also exceed the Own 
Resources ceiling for the year in question (e.g. 1.24 per cent in 2008); 

• the sum produced (in Euro) is entered into the PDB, in the year preceding the 
budgetary year; 

• the sum entered in the PDB is adjusted as necessary during the remainder of the 
Budget process, essentially to reflect changes on the expenditure side of the 
Budget, but still on the basis of the Budget exchange rate and still respecting the 
Own Resources ceiling; 

• the Sterling/Euro exchange rate on the last working day prior to the start of the 
Budget year is established as the rate by which UK VAT-based and GNI-based 
contributions will be converted for the whole Budget year. The Sterling amount 
which the UK has to pay in respect of these two resources will be different from its 
original estimates, if the rate on the last working day is different from the Budget 
exchange rate; 
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• during the course of the Budget year, the UK pays its VAT and GNI contributions to 
meet its obligations as denominated in Euro in the adopted Budget. These 
payments are made at the Sterling/Euro rate on the last working day prior to the 
Budget year. As Member States pay only what they collect, their TOR payments are 
not determined by the Euro amounts in the Budget; 

• Member States pay their contributions for a given Budget year in monthly 
instalments (VAT and GNI-based contributions on the first working day of each 
month, TOR on the first working day following the 19th of each month). The VAT 
and GNI-based contributions are subsequently adjusted in the light of a number  
of factors, such as outturn figures for VAT. If outturn expenditure is below the  
amount raised from Member States, excess contributions are refunded in an 
Amending Budget; 

• since there are generally differences between the Sterling/Euro exchange rates (a) 
used to set the Budget and (b) to make VAT-based and GNI-based contributions, 
the UK would generally have paid more or less in Sterling compared with the 
amount established for them for the budgetary year in question. These exchange 
variations are accounted for in-year under arrangements in place since 1998. 
Member States re-estimate their 1 per cent VAT and GNI bases during the course of 
the budgetary year and the conversion of their national currency estimates is carried 
out using the exchange rate on the last working day prior to the start of the Budget 
year. The revised figures are then included in an Amending Budget to the budgetary 
year to which they relate. In practice, converting the revised figures using the 
exchange rate on the last working day means that in-year contributions are no 
longer affected by exchange rate differences. Furthermore, re-estimating the value 
of the 1 per cent base using much later information means that any differences 
between these estimates and the actual outturn for the year are very much reduced. 
The Member States thus contribute in-year virtually what they should on the basis 
of their national currency obligations. In the year following the budgetary year, any 
adjustments to correct for any under or overpayment should be relatively small, 
compared to the adjustments made in years prior to 1998; and  

• numerous small further adjustments are however, required to be made over several 
years following the Budget year, for example, to reflect later adjustments in the 
amount of GNI statistics.  
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Technical annex II 

Explanation of the difference between the Government’s cash flow outturn for 
the UK’s net contribution for 2007 and the figures in the European 
Commission’s EU budget 2007 Financial Report  

B.2 When converted at the average exchange rate for 2007 of £1= €1.4615, the figures in the 
European Commission’s report break down as follows: 

 (€ million) (£ million)

UK gross contribution before abatement 18,618 12,738

UK abatement -5,189 -3,550

UK receipts -7,413 -5,072

UK net contribution 6,016 4,116

Source: HM Treasury 

 
B.3 The Government’s figure for the UK’s net contribution in 2007 is £4,610 million. 

B.4  A number of factors contribute to the difference between the two net contribution figures. 
The probable main causes for the difference are as follows: 

• the UK figure includes only transactions between the EC Budget and the UK public 
sector, whereas the European Commission’s figures include receipts paid direct to 
the UK private sector. It is estimated that this accounted for around £745 million of 
the difference in 2007; 

• the late adoption of Amending Budget No. 6/2006 meant that associated changes 
were not implemented until January 2007. The result of which leads to the 
Government’s figures for 2007 being some £855 million lower than if the 
Amending Budget changes had been implemented in 2006; 

• the late adoption of Amending Budget No. 7/2007 meant that associated changes 
were not implemented until January 2008. The result of which leads to the 
Government’s figures for 2007 being around £686 million higher than if the 
Amending Budget changes had been implemented in 2007; and 

• the UK’s outturn figure is based on cash flow within a calendar year, whereas 
European Commission figures attempt to match transactions to a particular 
Community Budget. Some receipts from a Community Budget for a given year take 
place in the early weeks of the subsequent year. These are scored in the UK to the 
year, in which the transactions happened, and by the European Commission, to the 
Budget for the previous year. Up to £173 million of Structural Funds payments to 
the UK in 2007 may have been in respect of the 2006 EC Budget, and up to £87 
million of Structural Funds payments in 2008 may have been in respect of the  
2007 Budget. 

There may be other factors, which cause the two sets of figures to differ.  

The table overleaf reconciles the two figures. 
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 (£ million)

UK Government cash-flow outturn for 2007 4,610

Private sector receipts -745

Late implementation, in January 2007, of Amending Budget No. 6/2006 855

Late implementation, in January 2008, of Amending Budgets No. 7/2007 -686

Structural Fund receipts paid in 2007, which may have been from the 2006 Budget 173

Structural Fund receipts paid in 2008, which may have been from the 2007 Budget -87

UK Cash-flow figure adjusted to reflect main differences compared to European 
Commission’s figure 

4,120

European Commission figure for 2007 outturn 4,116

Net difference due to other factors (such as exchange rate) 4

Source: HM Treasury 
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