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- SUMMARY

In accordance with paragraph 25 of the Interinétitutiohal Agreement of 29 October 1993
the Commission is presenting this report to the budgetary authority on the application.of
the Interinstitutional Agreement and on the amendments whxch need to’ be made to it in
. the light of experlence

Implementation of the [nterinstitutional 'A'grcementl of 29 ()ctobcr 1993 .

The Comm1551on has reviewed both the apphcatlon of the financial framework-over the
perlod 1993-99 and the 1mplementatlon of the provisions of the Ag,rcement desu,ned to’
1mprove the budgetary procedure :

o The period divides into two ‘as regards application of the financial framework. From -
1993 to 1996 economic growth was not as high as expected, demonstrating that a
margin for unforeseen expenditure of 0.01% GNP was inadcquate; annual budgets
were at levels very close to the financial perspective ceilings and there was éiz,niﬁe(mt
underspending in 1994 and 1995. By contrast, from 1997 onwards. cconomic g,rowlh .

" picked up, a stricter budgétary policy was. introduced leaving substantlal margins

~ beneath the financial perspective ceilings and outturn ﬁg,ures improved dlstmctly

o From the point of view of the 1mprovemenl of the budg,elary prou,dure the 1993
" Interinstitutional Agreement has failed to produce lasting-solutions to the problems of
claséiﬁcation of expenditure and legal bases. On the other hand, in accordance with
their pledge to improve implementation of the 1982 Joint Declaration. the institutions
came to an agreement on the question of entering financial provisions in legislative
instruments (Joint Declaration of 6 March 1995). Moreover, even though the hrst
application rcsulted in a dispute, the interinstitutional collaboration procedure set up
by the 1993 Interinstitutional Agreement worked satisfactorily, going beyond what
“had been agreed by the institutions. This. must, however, still be confirmed in the-
© budgetary procedure for 1999, ‘ ' ‘ )

Guidelines for-a new agreement

Since the verdict on the 1993 Interinstitutional Agreement is broadly posmve 1t is
proposed that the fundamental rules be retained. o _ -l

However, certam provisions could be amended in the light of expenence and also
because of the tighter financial constraints proposed by Agenda 2000. The proposals .
concern the management of the financial framework and the bud}:)ctd_ry procedure proper.

IFor rcasons of simplification and rationalisation, the Commission ‘is also taking thc
© opportunity offered by the renewal of the Interinstitutional “Agreement to propose
updating and consolidating all the interinstitutional agreements and joint du,lamllonx on
budbetdry matters.’ "



e The amendments or additions which the Commission is proposing (o provisions

relating to the management of the financial framework are essentially on three points:

In a context where the financial framework will offer less latitude over the period
2000-2006, the Commission is proposing that the management of the financial
perspective be given an extra margin of flexibility. ~‘Thc aim would be to allow
transfers, during and in accordance with the budgetary proccdure, of allocations
between headings 3 and 4 up to a limited amount, without cscaping the need to leave a
margin unused. Part of any balance remaining at the end of a year could give rise to a
limited amount of additional expenditure in the course of the following year on
requirements of significant political importance to be agreed in advance.

In line with the new financial management arrangements proposcd for the Structural
IFunds, the Commission takes the view that it is no longer necessary (o provide in
principle for the transfer to subsequent years of allocations for the 'unds which have
not been used. Decommitments would be governed by the relevant provisions of the
Financial Regulation.

The financial perspective will have to be adjusted if new Member States join the
Community by incorporating, -beneath the cxpenditure ceilings, the margins lelt
available with an eye to enlargement. The Interinstitutional Agreement should leave
open the possibility of revising the financial framework on this occasion should the
allocations planned for enlargement prove inadequate.

As regards improvement of the budgetary procedure and interinstitutional
collaboration, the Commission is proposing, in addition to the consolidation of
existing agreements and joint declarations,

to determine in the Interinstitutional Agreement the classification of existing budget

headings and to have the classification of new headings agreed by the two arms of the
budgetary authority under the conciliation procedure; should they fail to agree, the
Commission’s proposal would be deemed approved;

to relax the provisions of the Joint.Dcclaration of 6 March 1995 on the entry of

financial provisions:in lcgislative instruments in-order to restore a certain margin of”

manoeuvre to the budgctary authority in a context where the scope of legislative
codecision has been extended by the Treaty of Amsterdam;

to clarify, if it has not already been donc, the issuc of legal bascs;

to formalise the recently observed conciliation practice which has been extended to
cover all expenditure.

Th
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INTRODUCTION o

Paragraph 25 of the Interinstitutional ° Agreement of 29 October 1993 requires the
Commission to present, before 1 July 1998, a report on the appllcatlon of the Agreement
and on the amendments which need to be made to it in the light of experience.

' I he current dgreement Io]lowed on from the one umeluded in 1988. 1t ook over most of

the” prmup]u and objcctives ol th carlicr onc, subjeet o certain clarifications and

_additional provisions. Its aims are twofold:  to-impose budgctary dlsuplme moa’
framework ensuring that adequate resources are available and offering scope for an

-orderly growth in expenditure to match the priorities set in the medium term, and to
‘improve the annual budgetary procedure by means of closer eol]aboratron between the

mstrtutrons ’

This report sets out what can be learned from the application of thc 1993 Agreement and
proposes a number of guidelines for renewal beyond 1999. ‘These proposals- are -
~ consistent with others: presented by the Commission concerniig ‘the new ‘financial
framework, the reform of'the CAP, the new Structura! Funds rcg,u]auons the introduction
~of pre accession aid and the operation of the Guarantee Fund.

Immcd‘iately- -after presenting this rcporl, the Commission will propose a  new
* interinstitutional agreement, with a financial pcrspeelivc framework. to be agreed by the
institutions for 2000-2006, as an integral part. The new agreement should be concluded
in time to be applicd for the preparation of thc 2000 budgcl, the first one to be concerned.
The Commrssnon will also present proposals for appropriatc amcndments to the Counul
Decrsron 0f31 October 1994 on budgetary discipline. : *

L IMPLEMENTATION OF THE INTFRINSTITUTIONAL AGREEMENT
' OF 29 OCTOBER 1993

A. "Application‘of the financial fram’ework'

The financial framework. for l993-99,was set by the Edinburgh uropean Council in

December 1992, It was endorsed by the European Parliament in Ociober 1993 when the - -

Intcrinstitutional Agreement was concluded. At that point some of the 1994 expenditure

. ceilings were raised by small amounts to allow non-compulsory e\purdllurc to grow tlml
' year | in line with the maximum rate of increase. -l :

Apart from the unavoidable adjustment—which had to be made in 1995 to accommodate -
the new resources. and. requirements of a Union with thrce new Mcember States, the
financial framework has not been amended,? whereas the previous financial perspective |,

s

Y The prmcxpal tigures.on the appl!catlon of the financial lramewurk arc shown in the tables and charts-
annexed

e The' financial framework applying from 1993 to 1999, with the. technical adjustments in line with

* movements in prices and GNP and adjustments required by conditions of.implementation, is set out in

) Table 1. Table 2 compares this framework with the appropriations entered in 1he budg,et and the
outturn fi igures.
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table for 1988-92 was revised seven times. What is more, the present framework looks
set to expire leaving substantial margins available beneath the ceilings.

Apart from the specific features of the original financial framework, the main
explanations of these results lic in the development of the macrocconomic situation
throughout the period and the budgetary policy guidelines governing the tnion’s
finances. It is against this backdrop that the actual application of the Agreement’s
provisions on budgctary discipline must be viewed.,

/. The macroeconomic context and budgetary (Quidc/inc.x'

Thé application of the financial framework can be divided into two periods.
(a) 1993 to 1996 | |

. Growth appreciably lower than expected

The growth assumption underlying the financial perspective table was an annual average
rate in real terms of 2.5% over the entire period. Actual growth from 1993 to 1996 in
rclation to 1992, on the basis of the most recent figurcs currently available
(November 1997), was only an annual average of 1.5%. This average did, indeed, cover
some fairly substantial fluctuations which were not accurately reflected in the forecasts
used for the successive annual technical adjustments (sce Chart ).

This unexpectedly low real growth rate had two consequences:

~ the narrow salcly margin of 0.01% of GNP which had been left available between the
own resources ceiling and the limit on total appropriations for payments was used up
completely at the very outset (see Table 2 and Chart 2);

— actual own resources fell well short of the forecasts used for drawing up the budget,
generating negative balances which had to be accommodated beneath the ceiling. -

The adjustment of the financial perspective following enlargement of the Union in 1995
eased these tight constraints which otherwise would probably have mecant lowering the
ceilings in the financial framework itself, as is allowed by the second subparagraph of
paragraph 8 of the Agreement, in order to ensure compliance with the own resources
ceiling.  In addition to raising the cetlings to cover the requirements connected with
enlargement, this adjustment restored the margin available bencath the own resources
ceiling and then raised it to 0.02% of GNP for the end of the period.

o - Annual budgets very close to the expenditure ceilings

During the first four years of application of the financial framework, the budgets adopted
-each year (including supplementary and amending budgets) left only very small margins
in appropriations for commitments beneath the ceilings set in the financial perspective
(see Table 3 and Chart 3). For the most part these margins were bencath the agricultural
guideline. The margins for headings 3, 4 and 5 were negligiblc. Although the margins in
total appropriations for payment were bigger, they were still on the small side. ‘



e Marked underspending in 1994 and 1995

IFor both these years appropriations ‘lnlulling around LCU S billion for commitments and
1:CU 8.5 billion for payments were not used and not’ carricd aver 0 the Tollowing year.
In terms of amounts, two arcas of expenditure, were mainly u)neuned hy this
under-uullsatlon (sce Table 3 and Lhdrls 3105):

- C‘xpendllure on the common a;,rlcu]tura] policy, mainly bccausce of the relatively
. favourable conditions on a number of markets and an increase in costs connected with

' the 1992 reform that was not as high.as expected. The volume of approprlauons not -

- used dropped sharply, however in 1996;

- expendlture on lhe St_ructural Funds, the reason being the time taken to adopt -and
introduce the arrangements for the new programming period which started in 1994,
-This mainly concerned objectives 2, 5a and 5b and the Community initiatives.
Utilisation for objective 1 operations was satlsfaclory In accordance with
paragraph 10 of the Agreement the allocations not used in 1994 and 1995 gave rise to
transfers of ECU 3.1 billion in appropriations for commitments to subscquent years. -
Utilisation ratcs for appropriations for payments were even lower.  However, there
was a marked upturn in 1996: during that ycar th¢ outturn in commitments was
shightly. (ECU 300 million) higher than the initial allocation for the Structural. | ‘unds,
thus-clearing a litte of the accumulated backlog. The improvement in ullhsalmn rates
was cven more marked for payments.

In reiatlve terms there was also an appremable slowdown, from. 1995 onwards in the -
'clearance of commltments for external actlon and to a leSser extent, mternal p011c1es

. (b) - Frem 1997 onwards

. In a.number of respects 1997 marked a major turning point in the application of the
financial framcwork : ‘

) /\ morc favourable cconomic situation

“According to the most reeent economic forecasts available, the réal growth rate for the
“Union’s GNP in the fast three yearshof the period covered by the financial perspective
should average just over 2.5% a ycar (sec Chart 1), “The “margin between the own -

+ resources ceiling and the limit on total appropriations for pllymenls \Iumld lhuelmc be

. 0.03% of GNP as forecast at the time of enlar;:c,mc.nl
e Anew approach to budget policy

‘A new budget policy approach became evident in 1997, was accentuated when the 1998.
budget was established and should continue m 1999,. at least in the prehmmary draft
budget that the Commxssmn wil} be presentmg -

-~

Prior {o this the budget was drafted mainiy by refe‘renee to the ceili\ng set by the financial .

. perspective. The margins which could be left available bencath these -ceilings were

therefore at the heart of the. debate between the institutions and tended inevitably to .
contract as the budgctary procedure advanced and compromiscs had 10 be found on the
prioritics to be set. I rom 1997 onwards the- hmlt on lhe increase m tota! spendmg,, hnked
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to the budgetary restrictions applied by Member States at national level became the main
reference marker for spending both on operations and on the institutions’ staff.

The budgets adopted for 1997 and 1998 are based on a very small increase in total
appropriations for payments of 0.5% and 1.4% respectively in nominal terms, thereby
leaving very substantial margins (0.07% then 0.13% of GNP’) bencath an own resources
ceiling which itself was rising (sec Table 2 and Chart 2).

‘Total appropriations for commitments increased by more (3% in 1997 and 2.1% in 1998),
meaning that the underlying ratio between commitments and payments in the financial
framework was increased. Account was thus taken of the pattern in earlier years of a
slower rate of clearance of commitments. Moreover, as the allocations in commitments
for structural operations had privileged status, they had to be entered in the budget in full..

As a résult, the margins available in the 1997 budget bencath the expenditure ceilings in
commitments are still very small and mainly concern agricultural spending. ‘In the 1998
budget, on the other hand, large margins are left for all the hecadings with the sole
exception of structural operations, where the allocations have privileged status
(sce Table 3).

o ‘The improvement in outturn was confirmed in 1997

The improvement in budget outturn which began to show through in 1996 was by and
large confirmed in 1997, All headings were concerned for commitments with the
exception of heading 2. The improvement was cven more marked in payments for all
headings.

There was a deterioration in the level of utilisation in appropriations for commitments for
structural operations in relation to 1996, with an underspend of around ECU 1.5 billion.
Two points do, however, need to be made.

— First, the appropriations entered in the budget for 1997 included. in addition to the
initial allocation, thc amounts not used in 1994 and 1995. While it was not possible to
climinate the backlog accumulated in these two years, the basic allocation for 1997
was used almost in [ull. A

~ Sceond,  under-utilisation . .in - commitments  essentially  concerned  Community
initiatives, whereas outturn was satisfactory or al any rate better than the previous year
for all the other structural operations.

2. The main conclusions

Since it was renewed in 1992 the financial perspective framework has confirmed its value
as an instrument of budgetary discipline which can be applied in whatever economic and
budgetary context. The -rules of operation now seem well established and accepted.
Some more specific conclustons can nevertheless be drawn from this experience.

e Margin bencath own resources ceiling too narrow to begin with

The margin of 0.01% of GNP left available for contingencics in the linancial {ramework

agreed at Ldinburgh proved inadequatc for coping with the uncertaintics of

macrocconomic developments. In the very first year that the new financial framework
4
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‘was applled the margin was used upasa resul1 of the slowdown in cconomic activity.
and the cxpendlturc estimates in the budget could only be covered in full because “other
revenue” was available in addition to own resources. Had it not been for 1he adlustment
of the financial perspectlve in connection with enlargement, thc amount of own resources
available would have been below the ceiling orlg,maliy set for total dpproprlatlons for -
payments throughout the entire period. -

-

R /\ degree of constraint not chn]y dppll(..d between the dll(un,nl Ldle()rlCS 0[
expendlture

'Thevpriorities‘and the forecasts of budget requirements by major category of expenditure
‘on which the financial framei:vork‘_was originally based can change over time. The
revision procedure provided for in paragraphs 11-13 of the Agreement would allow any
necessary adjustments to be made, provided the own resources ceiling is not exceeded
and due account is taken of the possibilitics of reallocating expenditure.  No use was
made of this procedure during the reference period. It would not have been feasible at -
the start of the period because no margins weré available cither beneath the ceilings for
thc 1nd1v1dual headings or beneath the own resources ceiling. 'I'he proposal which the
‘Commission presented in 1996 for redeploying and reclassifying cxpcndlturc in .
- individual headings in order to strengthen certain internal pOllULb whmh could promotc
- growth and employment was not endorsed by the Council.

All in aIl the degree of constraint 1mposed by the mltlal cellm;,s was uneven as betwc,en
the categorles of expendlture

" — By the end of 1992 it was already clear that a margin would probablybe available at

. the end of the period beneath the agricultural guideline. This has proved to be true,
despite th¢ difficulties on the beef market, and cach: year the actual expenditure:
outturn has ‘been ‘well below the - allocations untuud in the budget.  Although' the
g,mdelme may have imposed some constraint in decisions on agricultural legislation, .
this was not really the case in terms of budget execution. Attention has focused more
on ways of improving expenditure forccasts in this afca and of’ monitoring
dwclopm(.nts when the bud;,t.t is being lmplum.nlgd '

—~. The al’loc,atlons for hcddmg, 2. (Slructuml opc’mlmns) were sel in terms’ of expenditure
targets. They increased significantly over the period (scc Tablc 4).- Implementation of
the Structural Funds fell behind ‘schedule at the start of ‘the programming period
mainly for objectives 2, Sa'and 5b and the Community initiatives. This shows that'a .
rapid rise in planned. allocations can, -initially at least, encounter problems of

" management and of installation of. joint ﬁnancmg, arrangcments Wthh ‘do not
pamcularly concern the main beneficiaries.

— "The allocations for headmg, 4 (External acuon) have the’ hl},htbl raic of increase over -

~ the period (see Table 4). In this connection it should be borne i in mind that there were. -
no upheavals with financial consequences on the international scene on the scale of
the cevents during the carlier period, and the "heading 4 allocations were allorded a
ldf‘b(, measure of protection from various. uncertaintics by the fntraduction of reserves
for emergencey aid and loan guarantees (see below).

~ The growth allowed- for headings 3 (Internal policics) and 5 ~ (Administrative
~expenditure) was much smaller over the period, and the ceilings imposed much more
’ . - T .5 N . B



of a constraint. Evidence of this can be seen in the fact that heading 3 was regularly at
the heart of the budgetary debate between the institutions even though it represents
only about 6% of total expenditure. As regards administrative cxpenditure, given the
major building programmes undertaken by certain institutions and the growth in
expenditure on pensions, ihe ceiling set meant that other than {or enlargement staft
numbers have remained virtually unchanged and sustained c(forts have been made in'
terms of redeployment and rationalisation.

o Relationship between abpropriations for commitments and appropriations for
payments : ’

In the financial perspective( the ceiling on appropriations for payments required is set on
the assumption that the full amounts available under the ceilings of the various headings
in appropriations for commltments ‘will be entered in the budget and actually used. It is
also based on payment scﬂhedules by category of expenditure which are considered
normal for systems which are fully operational with cxisting regulations and experience
acquired. On the basis of actual outturn and development of outstanding commitments, it
is in fact possible, under. the' first subparagraph ol paragraph 10 of thc Agrcement, to
adjust the level of the ceiling on appropriations for payments if this is considered .
neeessary. o

At the start of the period the increase in the volume of outstanding commitments was
much stronger than implicitly. allowed for in the financial perspective, mainly because of
the sluggish progress of implementation of the Structural FFunds, which would cventually
produce, by a catching-up phenomenon, an increase in payment requirements. It was not,
* however, felt necessary to. alter the growth path for the ceiling on appropriations for
payments, since this appeared high enough to cover foreseeable nceds. In addition the
budgetary authority, when adopting the 1997 and 1998 budgets, opted to place much
tighter limits on the growth of approprlatlons for payments than on that of appropriations
for commitments.

But this policy could only go so far, firstly because the utilisation rate in payments
picked up significantly from 1996 onwards, and secondly, unless there is to be a constant
slackening in the rate of clearance of commitments or systematic underutilisation of
commitment appropriations, the growth in appropriations [or payments must inevitably
catch up with that of appropriations for commitments.

s Re-entry. in the budget of allocations not used for structural operations

When the Delors I and II packages were adopted, the institutions wanted to underscore
the priority attached to strengthening economic and social cohesion by giving the
heading 2 allocations in the financial perspective a privileged status. In particular they -
decided that unused allocations should be transferred automatlcally to subsequent years
as amounts in excess of the ceiling.

Experience has shown that there are limits and risks involved with the near automatic
nature of these transfers:

~ re-entry of unuscd appropriations in budgets for subscquent years is possible only if a
margin is available beneath the own resources ceiling.  However, the size of this



margin cannot always be calculated accurately when the transiu decision has to be
taken; - . . . : S ,

= there is a good case for using this mechanism if the reason for the underspend is

_temporary difficultics in implementing programmes. “In the cvent of permarent
implementation and absorption problems, suceessive transfers produce a snowball -
effect and provide no incentive to get to the root of the problems; -

— the effect of such transfers is that the same cxpenditure is GCca[cdly ‘entered in the
financial perspective and successive budgets until it is implemented. This could give

a distorted - image of actual budget developments. When the budget polley linc is to
set an overall limit on the increase in total expenditure [rom one year o the next, as
has been the case since 1997, the need to allow for amounts 1o be re-entered in the |,

- budget imposes further restrrctrons on the p0351ble growth of other categorxes of
expendlture

)

o Implementation of the reserves in heading 6 of the financial perspectiv.e‘
*In ]993 the institutions de01ded to set up two new reserves along,mde the monetary -
_reserve - the emergency aid reserve and the loan guarantee reserve - with two objectives
in mind: first of all to avoid too frequent application. of the revision procedure and
second to make it possible to moblhse quu,l\ly the resources lLL[llII‘Ld to dcal with
unloresc.cn events. : : :

-~ Monctary res‘crvc B

For a temporary perlod up to the end .of 1997 this reserve was given lhe broader
assignment of covering the permanent cost of the monetary redllg,nmenls within the 1:MS

_between ‘1 September 1992 and 31 October 1994. But the reserve was not mobilised -

during the period. In 1995 and 1996 expenditure -resulting from. fluctuations in the
ecu/doliar parity was financed from the appropriations available in heading 1. What is
. more, in 1997 ECU 44 million in savings resulting from the iavourable bhlft in the
ecu/dollar parity was transferred to the reserve.

- Reserve for loan guarantees3

‘The purpose of this reserve is to endow the Guarantee Fund and, should that Fund not
have sufficient resources, to make' additional dircct payments in the cvent. of a debtor
defaulting on a loan guaranteed by the gencral budget. This (Juarantec

" Reserve-Guarantee Fund mechanism performed its-assigned rolc perfectly: '

1t served as a framework for the development’of lendiﬁg, operations {:Lial‘d'lltCLd by the
‘ g,eneral budget, prompting the Council and the EIB to rmprove the programming of thelr
lendmg to non-member countries. :

) he resources available to the mechanism werc ddequatc From 1994 {0 1997 just over
‘ 80% of the reserve’s allocation was used, g,uarantecmg, a total volurm of new lending

3 The operation of the Guarantee Reserve-Guarantce Fund mechanism is analysed in detail in the .
specific report presented by the Commission. o :



operations of ECU 7.5 billion. The Fund’s resources have now rcached the target figure
set in the regulation of 10% of guaranteed loans outstanding. The defaults that the Fund
has had to cover have never resulted in aggregate disbursements in excess of 5% of the
amount outstanding. ' '

The result has been that the allocations under heading 4 of the financial perspective for
expenditure on external action have been shielded from the unforeseeable. impact which
activation of the guarantee would have had if this mechanism had not existed.

— Reserve for emergency aid

This reserve was used, as intended, to cover specific aid requirements in non-member
- countrics, primarily for humanitarian operations, in circumstances which.could not he
foresecen when the budget ‘was drawn up, cither as a result of new events or of a major
and uncxpected development in existing situations. Calls were made on the reserve cach
Cyear except in 1997, when additional humanitarian aid nceds of 1CU 120 million in
appropriations for commitments and [ECU 150 million in appropriations for payments
-were covered by transfers from other items in heading 4. I'rom 1993 to 1996 the average
rate of use of the reserve was just over 75%; without it there would have had to be some
very tricky juggling of appropriations in heading 4 during the year or even revisions of
the ceiling. However, some of the practical arrangements for drawing on the reserve
weakened the specific character of the instrument and hence the reason for its existence.

‘It is not because the reserve exists that there is no need to make adequate allocation under
heading 4 for humanitarian aid to cope with average foreseeable requirements each year.
But it was found that these.allocations were constantly underestimated during the period
and cxtra resources had to be found during.the year by calling on the reserve even though
it was not always clearly demonstrated that the cvents in question were entirely
unforeseen. (

On the other hand the reserve should be mobilised as soon as unforeseen situations arise™
involving large and urgent requirements, in order not to compromisc humanitarian aid
operations already programmed.

B. lmprovenient of the budgetary procedure

The new procedures introduced. in the 1993 Agreement have gradually given life to a
very encouraging practice of collaboration between the institutions. Some difficulties,
connected with the classification of expenditure, were still encountered at the start of the
period, as was demonstrated by the dispute between the two arms of the budgetary
authority -over the 1995 budget. The objective set by the institutions in 1993 of
improving implementation of the 1982 Joint Declaration was not fully achieved.

1. Collaboration between the institutions has gradually gained substance

The 1993 Agreement introduced an interinstitutional colluboration procedure involving
an exchange of views on budget prioritics and conciliation on compulsory cxpenditure.
Although initially this procedure did not live up to the high expectations placed in i, it
did gradually generate a conciliation mentality which tended to gather momentum and
continue throughout the budgetary procedure.



The trialogue- meeting on budget prioritics is held before the Commission takes its
decision on.the preliminary draft budget. The discussion at this stage between the two
arms of the budgetary authority remained fairly formal to begin with, as the Council was
not always in a position 1o express its own priorities. The discussion on the 1998 budget,
~ however, demonstrated that this procedure could produce satisfactory results if it was
launched, upstream, by an informal trialogue meeting coming just after the -
Commission’s internal discussion.on budget priorities and provided the institutions were
prepared to continue discussion in the subsequent stages of the budgetary procedure,
" dealing 1mpart1ally with the entire budget. In this way it was _possible to come to an
agreement for 1998 on the principle and detailed arrang,ements of a strict budgetary
policy covering all items of expenditure.

After the first application of the procedure ended in a dispute in 1994, conciliation on
compulsory expenditure has also gradually produced 'saliQI'aeto‘ry results.. The two arms
.of the budgetary authority were able to agree on the amounts'to be entered in the EAGGE
Guarantee items of the budget in which Parliament had special interest, which made it
possible to overcome, without necessarily scitling, the differences of opinion about
classification of expenditure.  Further advances were made with the conciliation
proccdure as a result of the compromisc reached by the institutions at the trialogue
meeting. on 8 April 1997 on the possibility of presenting a letter ol amendment in
October, after the normal deadline, to adjust the forecasts of agricultural expenditure.
The institutions held a trialogue meeting at the end of November 1997 to dlscuss the
ad-hoc letter of amendment on the EAGGF Guarantee Section.

A further spin-off from conciliation in the budgetary procedure for 1997 was the adoption’
of the Joint Declaration of 12 December 1996 on improving information for the
budgetary authority on fi sherles a{,reements . ) . -

‘Even though the 1993 Interinstitutional Agreement restricts conciliation to compulsory .
.expenditure alone, it has by and large been extended in practice to the entire budget and
shas continued to be applicd by ‘the institutions beyond the Council's first reading. Fven .
though these good results were confirmed with the establishment of the [998 budget,
théy are still fragile and will have to be consolidated in the budgetary procedure for 1999,

2 Continuing prohlcm of the classification of expenditure

Thls issue is still unresolved for the headmg,s on. which no u)mpromlse was reached in -
the Agreement (headings 2 and 3), i.e. essentially headmg, 1.

The new conciliation procedure on compulsory expenditure was initially used by
Parliament as an opportunity not only to discuss the amounts involved (which is what the
Council and the Commission considered was the purpose) but also to argue about -
classification. After Parliament had unilaterally classified certain BAGGE Guarantee
items as non-compulsory expendityre in the 1995 budget, the Council brought an action
- before the Court of Justice which annulled the budget. Since then the institutions have
not really got down to discussing classification of all items of expenditure, desplte the
undertakmg, given when. d;_.,reemenl was reachcd on the 1995 hudbet



3. Improvement of the application of the 1982 Joint Declaration: results still
incomplete

The Joint Declaration of 30 June 1982, which is one of the fundamental instruments for
Community public finances, sets the stage for balanced interinstitutional relations
between the two arms ol the budgetary authority and also between the legislative
authority and the budgetary authority. This includes the undertaking by the Council not
to enter maximum amounts in basic instruments and in return Parliament’s aceeptance of
the need for a proper legal basis before appropriations entered in the budget can be used.

The need for a legal basis was restated in the 1998 Interinstitutional Agreement and then
again in the 1993 Interinstitutional Agreement. What is more a statement annexed to the
1993 Agreement -confirmed the validity of the principles set out in the 1982
Joint Declaration concerning legal bases and maximum amounts and pledged action by
the institutions to improve application of these principles.

On 6 July 1994 the Commission accordingly sent to the budgetary authority a
communication covering the two issues of “amounts deemed necessary” and legal bases.

(a) Entry of financial provisions in legislative instruments
On 6 March 1995 Parliament, the Council and the Commission signed a joint declaration

for the new legal situation resulting from the introduction, in certain arcas, of the
legislative codecision procedure. This joint declaration provides that:

¢ multiannual programmes adopted under the codecision procedure will include
reference amounts which arc binding on the institutions during the annual budgetary
procedure;

e multiannual programmes bascd on instruments not covered by the codecision
procedure will not include such amounts. Should the Council still wish to enter a
financial reference in such an instrument, it will be taken as illustrative of the will of
the legislative authority. The financial reference is not, therefore, binding on the
institutions during the budgetary procedure.

In practice, however, the Council has systematically entered financial references in the
instruments it has adopted.

(b) The issue of legal bases

Article 22 of the Financial Regulation, taking up the wording of Title IV, paragraph 3 (c)
of the 1982 Joint Declaration, lays down the principle that appropriations entered in the
budget for any significant Community action may not be used until a basic instrument
has first been adopted. The interpretation of this hard-won compromise between the
institutions involved in the budgetary debate has given rise to disputes and the budget
even today still has many items without a legal basis which cannot always be clearly
justified. ‘

This has prompted the institutions to try to ncgotiate, on the basis of a Commission
proposal, new rules and procedures in a bid to improve interinstitutional collaboration
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"and sound- financial management. Thesc negotiations. arc currently on hold because of -
the cases brought before the Court of Justice. Agreement needs to be found as a matter of
urgency, otherwise it will not be possible to implement the budget properly.

4. Use of budget reserves

N -

" Article 19 of the Financial Regulation provides that the budget may include “provisional
appropriations” and “contingency reserves”. The Commission’s view is that the purpose_
of such reserves should be to facilitate budget management by makmg it possxble to
allocate appropriations to a budget heading durmb the year for an operation which had
not been fully finalised when the budget was voled, in particular where the legal basis
'had still not been adopted. In recent years Parliament has tended to make morc and morc
usc of this instrument, making the rclcasc of.the appropriations subjcct to all kinds of -
conditions, often very remote from the purpose of thc budgetary hcading concerned. lts
interpretation of the use which could be made of the budgetdry reserve has been. very'ﬁ
broad and debatablc on certain points. :

While the appropriations for a given year are authorised by what ought to be a single-
budgetary act, this widespread use of reserves results in authorisation being given on
various occasions during the year. The mobilisation of the appropriations entered ‘in
' reserve alsoallows the budgetary authority to interfere in budget execution even though
this is a matter exclusively for the Commission. Finally, although budget
implementation” is subjcct 1o ex post control, -Parliament’s practice means that it is
de facto subject to ex ante control, in that the Commission may havc 1o statc how it -
intends to usc approprialions before they can be transferred 1o, thc operatioﬁal hcadings.

There is thercforc a good case for clarifying in lhc Financial Rewlahon the Iu]CS
governing thc usc ofhudgel reserves : :

. ~ .
°

1. GUIDELINES FOR A NEW AGREEMENT

" As the’ Interinstitutional " Agiecement has on thc whole worked satisfactorily, -there is
therefore no need for far-reaching changes to the existing ru]es. '

On the other hand there have in recent years been many declarations and mtermstltutlonal :
agreements on budget matters, and this has rather blurred the legal situation in this area.
Because of this complexity and of the cxislence in certain instruments of: provisions
which no longer have any raison d’étre ‘given past experience or new rules, the -
" Commission believes that the renewal of the Interinstitutional Agreement should be taken

-as an opportunity to update and coordinatc all the mtermstltutional agreements and joint -
‘declarations on budgctary matters. :

The’ Commxss;on’s prop’osal is that various points should be added or clarified to make a
clear distinction between the two purposes of the Interinstitutional Agreement, namely
implementation of the financial perspective and improvement of the budgetary procedure.
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A. Management of the financial framework

The proposals concerning the structure, content and amount of the various headings in
the financial framework arc contained in the communication on the renewal of the
financial perspective.  This communication deals only with the provisions governing
application of the financial framework.

These provisions remain valid for the same length of time as the financial perspective,
and this could be stipulated in the Agreement.

On the question of changes to be made, the Commission believes that maintaining the
own resources ceiling at 1.27% of GNP, as proposed in the communication on the
renewal of the financial perspective, must be offset by more flexible management of the
financial framework, in particular to make it possible to contend with unforeseen
requirements.

l. Retention of existing provisions ,
Subject to certain clarifications or possible redralting, the Commission is proposing that
the principle and procedures for the following provisions be kept unchanged:

— the concept of ceiling applicable to the various headings and, (or heading 1, the
principle of the agricultural guideline for which the method of calculation and scope
are set out in the Decision on budgetary discipline;

— the .establishment of these ceilings in constant prices and the annual technical
adjustment in line with inflation and GNP growth;

- acceeptance of the maximum rate of increase deriving from budgets established within
the limit of the financial perspective; '

- the undertaking by the two afms of the budgctary authority to icave, as a rule, marging
available bencath the ceilings.of the financial perspective;
f
- the possibility of an adjustment in line with the conditions of implementation in order
to ensure an orderly progression between commitments and payments:

~ the possibility of revising the financial perspective by the majority required for budget
decisions;

— the procedures in force for the mobilisation of the reserves.
2. Provisions coricerning certain categories of expenditure
(a) Heading 2

The relatively privileged status of the allocations for heading 2 is maintained in the rules
governing the Structural Funds and the Cohesion Fund, the new Interinstitutional
Agreement should again contain an undertaking by the two arms of the budgetary
authority to comply with the allocations provided for in the financial perspective for the
Structural FFunds and the Cohesion If'und (paragraph 21 of the 1993 Agreement).
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‘Two of the amendments proposed in the new'vStri':ctural-_ Funds regulations .should,
however, be reflected in the new Agreement. - -

The first concerns the conditions of implementation of the Structural 1'unds.. Fach yecar
the bndget commitments would correspond to the annual programming instalments.
Amounts committed but not paid in the two ycars following their entry in the budget
would be automatically cancelled and a decision on whether to make the appropriations
available again would be governed by the existing provisions of the Financial Regulation.
This new approach to the management of the Structural 'unds would mean that it should
no longer be necessary to arrange for the transfer to subsequent years’ of amounts not
used in-a given year, which would involve raising the ceiling of the corresponding
heading of the financial perspective. However, should there be delays at the start of the
period in preparing the programming, such a transfer would be authorised for allocatlons
not used during the first year covered by the financial perspective.

The second amendment concerns the index-linking of the allocations [or the Structural
FFunds. To facilitate-the programming of Structural IFund operations, the deflators to be .
used for adjusting, prior to entry. in the budget, the annual allocations originally set in

constant prices should be set in advance in the new rules. The Interinstitutional
Agreement should therefore provide that for the “Structural Funds™ subhcading - the
annual technical adjustment would be based on the same dellators. Fhere could be a

mid-term review of the index base in the light 0I .actual mﬂatmn but without any. ex post
adjustment of allocations for earher years. :

"(b)_ Heading 6

— Monetary reserve

The usefulness of this reserve was not conﬁrrned during the period- 1993-99. What is
more, fluctuations in the dollar rate should have less influence on  agricultural

expenditure in future as a result of the proposed reform of the CAP and assuming that it -

will be agreed to adjust the curo/dollar parity in the letter of amendment presented in the.
autumn. For this reason it is planned to gradually. climinate the -allocitions for this
reserve as proposed in the communication on the renewal of the linancial le‘Spu..llVL ‘
Durmg, this period the provisions of the Interinstitutional /\;:reunent governing lhe
operatlon of this reserve would contmue to apply - : '

— Reserve for loan g gudrantees

As the Guarantee Reserve - Guarantee Fund mechanism has served its assigned purpose,
it is proposed that the operating rules currently contained in lhe Interinstitutional
Agreement for this reserve be kept unchanged. - C

The new parameters proposed in the report on the operation of this mechanism would
nevertheless result in a reduction in the allocation for the loan guarantee reserve prowded
that thls did not add any further constraint on lendmg, capacity.

- Reserve for emergency aid

In order to restore the emergency aid reserve to its genuine function, Whth is to prowde

-~ "arapid response to specific and unforesecable needs, three amendments arc prop()scd
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Provided that the corresponding operational headings are allocated sufficient resources to
cover average requirements each year, the first step could be to clarify the criterion for
mobilising the reserve. In future the reserve should not be called on to cover needs which
exceed what was expected in existing situations. Only needs arising out of genuinely
new and unforesecable events would be covered by the reserve.

Secondly, it is proposed that it be stipulated that the reserve must be drawn on when such
" a requirement is identified, even if amounts arc still available in the relevant operational
items under heading 4 of the financial perspective, provided that the -programmed
spending indicates that the amounts will be used in full.

IFinally the reserve should be mobilised only for significant amounts. The Commission is
therefore proposing that the text of the Interinstitutional Agreement should leave a
neutral margin of at lcast EUR 15 million to be covered by redeployment.

In this way it would be possible to reduce the allocation for the'reserve as proposed in the
communication on the renewal of the financial perspective.

3. Increased flexibilitly in management of the financial framework

The procedure for revising the financial perspective, the arrangements for which are Lo
remain unchanged, must be reserved for relatively large and lasting alterations to the -
financial framework and must be applicd ahcad of the preparation of the budgets
concerned. For more spcciﬁ(; requirements arising while the budget is being drawn up or
implemented in a financial framework which in futurc will offer less latitude, it is
proposed that the new Agreement offer additional but limited margins.of flexibility.

(a) Between certain headings of the financial perspective

The possibility would be provided of transferring, for a given year, allocations between
~ certain headings of the financial perspective by means of a morce flexible procedure than .
that of revision.

In the light of expcrience and following the same reasoning that was uscd for setting the
various expenditure ceilings, this possibility would be restricted to headings 3 (Internal
policies) and 4 (External action). Heading |1 continues to be governed by the agricultural
guideline, the principle of which is laid down in the Decision on budgetary discipline.
The allocations for heading 2 have privileged status. Administrative expenditure under
heading 5 cannot really be considered interchangeable with operational expenditure.
Finally, heading 6 covers reserves specifically intended to enable the Union to contend
with unforeseen expenditure without jeopardising the financing of current policies.

To ensure that the financial perspective continues to act as an expenditure framework, the
possibility of transferring allocations between the two headings would be restricted as
follows: :

— the transferable amount would be subject o a ceiling, sct as an absolute amount of]
say, EUR 100 million;
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- a margin would at all events have to remain available beneath the ceiling of the -
original heading. This ‘means that the margin beneath the orlgmal hLadm;D would have
to b(. say EUR 100 million more than-the transfcr madc;

- thc fduhty could not be used for thc, same reasons, i.c. o provndc addmonal resources
for the same budget items, the followmg, year. ~

. The transfer would be possible durmg, the annual budf,clary procedure (or the procedure
concermng a supplementary and amending budget), w1t11ou1 formal admstment of the
ceilings concerned. The Commission, however, would not be allowed to make use of the
possibility when presenting its preliminary draft. There would be-conciliation between
the two arms of the budgetary authority, in accordance with the arrangements laid down,
- before this transfer mechanism could be applied.- :

" (b)  “From one year to the next

Underutilisation of appropndtlons for paymcnt% in the outturn for a BIVLH year gives rise
to positive balances which are entered in the budget for the following year by means of a
supplementary and amending budget and are deducted from: the amount of own resources

called in lor that year. An estimate ol the balance can-also be éntered in the drafi budget,
during the budgetary procedure, by means of a letter of amendment. »

The Commission is proposing that the new Agreement should provide for part of any
positive budget balance from the previous year to be used to cover significant political
_requirements agreed in advance. It could be agreed that the budgetary authority would be
allowed to vote expenditure - in appropriations for commitments and outside the financial
perspective ceilings - for a maximum of say EUR 500 million, provided that these
-appropriations were covered by corresponding underutilisation in the previous budget
" "and that the positive balance from the previous year was at least equal to this amount.

The two arms of the budgetary authonty would have to reach explicit a;bregmcnt on the'
use of this p0551b111ty and on the corresponding amount within the hmll set.

. Duratt(m af the fmam,tal perspeuwc
(a) ©  An ad_]ustmcnt clause f_or the l’{nanclul perspective

Thenew financial framework for 2000-2006 comes at a point in time when it will have to
" finance both the development of Community policics and’ the requirements of
cnlargement to include new Member States. -

The financial framework which will be adopted for a filtcen-member Union with
amounts being left available for an initial enlargement will have to be adjusted, by
agreement between .the two arms of the budgetary authority, when the new members
.actually arrive.  This. will mean restoring to the various headings of the financial
perspective all or part of the amounts left available and if these are not sufficient to meet
the needs of enlargement, to revise the financial perspective without exceeding the own
resources cellmg A clause providing for this should be mcluded in the new Agreement.
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(b) Extension of the financial perspective
The rule governing the extension of the financial perspective, as contained in
paragraph 25 of the current Agreement, could be clarified and simplificd.

It should first be confirmed that unless one of the parties expressly refuses any cxtension,
the agreement will continue to be extended year by year until the entry into force of a
new financial perspective. -

As the current Agreement provides that the ceilings will be adjusted on the basis of the
average increase observed over the preceding period, it docs not buarantw compatibility
between expenditure and the own resources ceiling.

In order to be consistent with the general philosophy of the financial perspective, there
should be a link in the extension clause with the past growth of-expenditure and also with
the own resources available. The Commission is thercfore proposing that in the event of
the financial perspective being extended, the ceilings in force will be raised by the
average .annual rate of increase over the period 2000-2006 with the rate of increase of
cach of the headings being restricted to the increase in GNP.

" B. Budgetary procedure and interinstitutional collaboration

The Commission 1s proposing that all the provisions in this arca be consolidated, subject
to appropriate adjustments - -or additions. in particular in the procedures lor
interinstitutional -collaboration. '

As the provisions concerned are not directly linked to the existence of a financial
framework, they must ‘be of .a permanent naturc. This mcans that the legal instrument
constituted by the Interinstitutional Agreement should be concluded for an indefinite
period even if:

— allowance should be made for the possibility -of :adding further provisions if new
agreements were to-be reached between the institutions on specific points;

— the provisions relating to the management of the financial framework would cease to
apply if no such financial framework existed. -

Il The new provisions and the changes 1o be made o the existing agreement
(a) Classification of expenditure

The 1982 Joint Decclaration, which addresses the compulsory - non-compulsory issuc
from the angle of classification criteria and classification procedure, has not produced a
satisfactory solution. ‘

It would appear that any attempt to define new objective criteria, compatible with the
Treaty, for distinguishing between the two types of expenditure and providing an
unassailable classification is doomed to failure.

The Commission therefore believes that the institutions should agree on the classification ‘
of expenditure in the Interinstitutional Agreement. The Commission proposes that rural
development measures and all other expenditure financed by the FAGGF Guarantee
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Sectloh whlch is not linked to common market org:amsalrons (vetermary measures,
promotion schemes) should be included in the category of non- compulsory expenditure.
The same would also apply to headings 2 ‘and 3 expenditure, as ag,reed in.the 1993
Agreement.  Under’ heading 4 the Commxssmn proposcs that “the Community’s
- contribution to the -EBRD capital and to fisheries agreements (other, than those to
international org,amsatlons) should be considered compulsory expendnure For heading 5
the c]assxﬁcatlon would be that of the present budg,et

The Commission is proposmg> that the classnhcatlon ol new budget items be agreed under
_a conciliation procedurc extended to-the entire budbet In the absence of agreement
between the two arms of the budgetary authority on the classification of expenditure, the-
Lommlssxon s proposed classification in its preliminary draft budget would be deemed
- approved (cf. negative codecision procedure” which already applics” lor m()hlllsdlmn of
" reserves). : : - LT

(b)  Interplay between legislative powers and budgctary’po'wc'rs
s Entry of financial provisions in legislative instruments

The Treaty of Amsterdam extends the scope of legislative codecision, to include areas
where ﬁnancral aspects are substantial. This procedure now concerns the following
areas:4.” ' '

non-discrimination on the grounds of nationality (Article 6)
free m()vcmcnl of Union citizens (Article 8a)

-~ [ree movement of workers, 1nelud|n;:, s()ual su,urlty for ml;:mnl wmkus (/\llldL\ 49 .
and 5 l) : : ) '

- right-of. eslabllshment mcludm;, -coordination of speual provisions on gmunds 0(
public pohcy publlc security or pubhe health (/\rlleles 54 and 56) - ‘

< access to activities as self-employed persons. and in parueuldr mutual r(,cog,mtlon of
-~ diplomas, certlﬁcates and other evidence of formal qualxﬁcatlons (Article’57),

~ . services (A_rtlcle 66)
— transport (Articles 75 and 84)

— harmonisation of" national -legislation for thc cstabhshmenl and [unc,llomnz7 of lhe
- single market (Article 100a) . Lo ; .

— incentive measures in the field of employmenl (Article 109r).
— customs cooperation (Article 116)

social policy (Article 118)

4 The Treaty articles mentioned correspond to the old numbering which is still in torce.,
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— equal opportunities and'pay for men and women (Article 119)
— implementing decisioné r;:lgting to the European Social Fund (Article 125)
— cducation, vocational tr.'éivi;ni‘ng and youth (Articles 126 and 127)
— culture (Article 128) | ' .

sublic health (Article 129y

1

— consumer protection (A"rtfi'glc 129a)
— trans-European networkS'(ArticIe 1294d)

— implementing dec1510ns relatmg to the European chonal Development [Fund
(Article 130e) i

— research and techno]ogii;;ﬁibgﬂdevelopment (Articles 130i and 1300)

- envirénment (Article 13Qs)

- — development coéperatiop (Article 130w)

G

— fight against fraud (Article 209a)
- statistics (Arliclc 213a) -

— establishment of an mdependent supcrvisory body for the pmtu,llon of personal data
(Amclc 21 3b) :

This extension of the use ot ‘the- code01510n procedure, combined with the provisions of
the Joint Declaration of 6 March 1995, may severely hamstring the budgetary authority,
even' though it should be allowed a certain amount of discretion for reasons of
institutional balance and budgetary-policy. The Commission: accordingly takes the view
that the content of the: Joint Declaration should be rev1ewed in the light of the new
situatioen created by the Treaty of Amsterdam.

The principle set out in the Joint Declaration of 6 March 1995, whucby the-institutions
undertake to. comply during the budgetary procedure with the reference amounts set in
the legislative -codecision ‘procedure, can be retained. However, the two arms of the
budgetary authority should be given the possibility of agreeing during the conciliation
procedure to depart from these amounts.’ If the Council and Parliament fail to agree on
an amount other than that set by the legislative authority, the arm ol the budgctary
authority which has the last say would be allowed to depart by up to 10% from the
reference amount.

3 This margin of manoeuvre would not, however, apply to Social Fund and ERDF expenditure, given

their privileged status, nor to research expenaiture, since the Treaty states that the allocations set in the
framework programme constitute a maximum amount.
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° Legal bases

The new Agreement could state what is offered in return for recog,mllon of the principle’
that appropriations earmarked for a Commumty operation cannot be used until a ]egal
ba51s exists: ;

— 'items with -an allocatlon of less than a certam amount subject to the principle of
budget specification,
‘—-preparatory action and pilot prolects w1th ‘an lndlCdthI‘I ol how long, they may.
" continue without a leg,al basis, : ;

© — autonomous operatlons x ¢. generic aetlon for which -the Irealy alone ‘constitutes an
adequatce legal basis. :

2. Consolidation of the existing provisions™
(a).  Application of thé maximum rate ol increase

~ “The issues relating to the application of th¢ weighted average rate arc addressed in the
- Joint Detlaration of 30 Junc 1982. The agreement states in pzlrliculaf to what the
“maximum rate of increase applies,- the eir'cumstances in which the (wo arms of the |
budgetary authority can agree to set a new maxnmum rate .and I’arllament s margin of -
manoeuvre.

Ihe Comm1ssion _proposes that these provisions be kept unchanged in the new
Interinstitutional Agreement, since they are only really- relevant il the financial
perspective is not applied. - ' o -

~

(b) - Late presentation of a letter of amendment for agriculture

The"Commission, is proposing that'the new Interinstitutional Agrcement should formalise
the consensus redched that such-a letter of amendment should be given only one reading.

The scope-of the letter of amendment could be extended to cover expenditure on fisheries -
agreements. . [t should be the opportunity to adjust the dlstrlhutl(m between amounts

entered against the heading and those contained-in reserve in the prellmlmuy draft budget
~ on the basis of the a;:,ru.ments which Wl” be in Torce on I lanuary ol the budg,et yun in ‘
question. .

© 'Coordina'tion of the most recent agreements,

e Joint’ Declaratlon of 12 December 1996 on lmprc)vm;D mtormatlon to the budgetary ~
authorlty on fisheries agreements

The i purpose of this declaration was to gnarantee Parliament hetter information about the
budgetary implications of agreements being negotiated. . It also states that Parliament and
“the Council will endeavour to agree on the amount of appropriations involved during the -~
~ad hoc conciliation procedure on compulsory expenditure provided for m Annex 11 of the
1993 interinstitutional Agreement.
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The institutions have not seen eye-to-eye on the distribution of appropridtions to be
entered under the operational heading and those to be held in reserve, and also on
whether authorisation should be given to implement an agreement provisionally without
waiting until Parliament has delivered its opinion. These points should be clarified when
the new Interinstitutional Agreement is negotiated.

— On the first point it should be stated that the operational heading will carry all
appropriations corresponiding to fisheries agreements which arc certain to enter into
force during the year. ‘

~ On the second point, a sufficient lapse of time - 6 months say - should be allowed
between Parliament being informed about the terms and financial implications of the
“agreement and the  corresponding  appropriations actually  being used, so  that
Parliament can deliver its opinion in advance. After the 6 months the appropriations
could be used.

e The Interinstitutional Agrecement of 17 July 1997 on the financing of the coimmon
foreign and security policy

This Interinstitutional Agreement, which was negotiated- in parallel with the Treaty of
Amsterdam, is designed to prevent potential conflicts between the political decision to
initiate a joint action and the financing of such action which is a matter for Parliament to
decide since the expenditure is non-compulsory. The institutions agreed to step up
budgetary conciliation, by trying to securc agreement on the amounts to be entered in the
budget, and the exchange of information on the content of the joint action.

3. Enlarged scope for the conciliation procedure

The Commission believes that the broader scope now given to the conciliation procedure,
which has developed into a key instrument in the budgctary procedure, should be written
into the Interinstitutional Agreement.

This conciliation should be extended to the entire budget, i.e. including non-compulsory
- expenditure. In view of the other proposals made in this report, a number of additional
questions should be addressed by the conciliation procedure.

— The first concerns the classification of expenditure.

~ The second concerns application of the proposed flexibility between headings 3 and 4

. of the financial perspective. At the conciliation stage the two arms of the budgetary

authority should consider whether any “transfers” envisaged by one or other arm of
the budgetary authority should in fact be made and what the amount should be.

— Thirdly, the institutions should use the conciliation procedure to secure agreement on
the amounts to be entered in the budget for fisheries agrcements and the CFSP, as
provided in the Joint Declaration of 12 December 1996 and - the interinstitutional
agreement of 17 July 1997.

— I necessary the institutions could also agree, under this procedure, to depart from the
reference amounts sct by the legislative authority, ‘in dccordance with the Joint
Declaration of 6 March 1995, for multiannual programmes adopted by codecision,
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This conciliation stage would; as at present, come before the Council's. lirst reading. - It
would résume after the two arms of the budgetary authority had cach given the budget its
first reading. This second stage would be held at the same time as the Council’s second
reading,- which ‘would allow the institutions to dlscuss the letter of. amcndmcnt for-

az,rlculture to be presented in October
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TABLE 1

Financial framework actually applied from 1993 to 1999
' APPROPRIATIONS FOR COMMITMENTS

'ECU MILLION

Current prices
L 1993 1994 1995 . 1996 -1997 1998 1999(‘)
1. COMMON AGRICULTURAL POLICY 36657 36465 37944 '| 40828 41805 | 43263 45205
2. STRUCTURAL OP_ERATIONS " 22192 | 23176 || 26329 29131 31477 33461 | 39025
Structural Funds 20627 | 21323 | 24069 | 26579 | 28620 | 30482 |- 35902
Cohesion Fund 1565 | 1853 | 2152 | 2444 | 2749 2871 3118
EEA financial mechanism 0 0 108 | 108 108 108 5
3. INTERNAL POLICIES 4109 4370 5060 5337 - 5603 6003 - 6386
- |[4. EXTERNAL ACTION 4120 4311 4895 5264 5622 - 6201 ‘687'0
5. ADMINISTRATIVE EXPENDITURE I 3421 - 3634 4022 | 4191 4352 4541 4723
6. RESERVES . o 1522 1530 '| 1146 1152 1158 1176 1192
II- Monetary reserve 1000 1000 500 | 500 . 500 500 500 .
' Guarantee reserve 313 . 318 323 328 329 338 346
Emergency aid reserve 209 212 323 § 326 | 329 . 338 346
7. COMPENSATION T 0 |0 1547 | 701 212 99 o
8. TOTAL APPROPRIATIONS F_OR COMMITMENTS 1. 72021 73486 80943 | 86604 90229 | 94744 103401
9. TOTAL APPROPRIATIONS FOR PAYMENTS _68611 | 70352 | 77229 82223 85807 90584 96380
Appropriations for payments as % of GNP 1,20 1,20 1,20 1,20 1,22 1,23 1,23
MARGIN (% of GNP) ' ) 000 | 000 | 6001 0,02 0,02 0,03 0,04
OWN RESOURCES CEILING (% of GNP) 1.20 1,20 1.21 1,22 1,24 1267 | . 1,27
{*) Provisionali amounts Vo;‘heading 2 (proposa! by the Commission for the adjustment to take account of the conditions of .implementation)
IMPAC,T OF REVISIONS AND ADJUSTMENTS IN LINE WiTH THE CONDITIONS OF IMPLEMENTATION
1993 -~ 1994 1995 1996 1997 © 1998 ) 1999
Rev-ision {October 1993) ’ ’ '
|Heading 3: stimulation of economic activity (commitments) . 45
Heading 4. Middie-East peace process (commitments) 75
Heading 5: depreciation of ecu against BEF (commitments) 55
QOverall ceiling - appropriations for commitments 175 -
Ceiling - appropriations for payments . 120
Adjustment in line with conditions of implementation (April 1995) :
Heading 2: Transfer for Structural Funds (commitments) . 869 . BB9
Overail deiling - appropriations for commitments + 869 869 -
Ceiling - appropriations for payments - 935 696 434 173
Adjustment in line with conditions of implementation (April 1396) .
Heading 2: Transfer for Structural Funds (commitments} 380 1000 693
Heading 2: Transfer for Cohesion Fund {commitments) 1~ - ’
Overall ceiling - appropriations for commitments - 391 1000 693
Ceiling - appropriations for payments 186 633 632
Adjustment in line with conditions of implementation (Aprit 1997) .
Heading 2: Transfer for Structural Funds (commitments) . 500 1045
Heading 2: Transfer for Cohesion Fund {commitments) . 17
Overall-ceiling - appropriations for commitments 1062
Ceiling - Appropriations for payments ) - 300 300

a3




Table 2
Comparison between financial persp'ective, budget and outturn, from 1993 to 1998

ECU million
1993 1994 1995 1996 1997 1998
¢ FIUvVIoIA
- FP | Budget|Outturn| FP | Budget]|Outturn| FP | Budget|Outturn| FP | Budget|Outturn| FP | Budget ! FP | Budget | Outturn
Y uttuen

Appropriations for commitments

1. Common agricultural policy 36.657| 35.352) 35.032 36.465[ 34.787| 32.970| 37.944| 36.894 34.503| 40.828| 40.828| 39.360{ 41.805( 40.805| 40.423| 43.263( 40.437
2. Structural operations 22.192| 22.192| 22.178| 23.176| 23.176| 21.430| 26.329| 26.329| 24.243| 29.131| 29.131| 28.614( 31.477| 31.477 30.078] 33.461} 33.461
Structural Funds 20.627{ 20.627| 20.614{ 21.323] 21.323| 19.577| 24.069 '24.069| 22.001| 26.579| 26.579| 26.083| 28.620{ 28.620 27.226( 30.482| 30.482
Cohesion Fund 1.565| 1.565| 1.565| 1.853| 1.853| 1.853| 2.152| 2.152| 2152} 2444| 2.444| 2444 2749 2749 2.749] 2.871| 2871
EEA financial mechanism 108f 108 90| 108{ 108 87{ 108[ . 108 103  108] 108
3. Internal policies 4108| 4.108| 4.086( 4.370f 4.365] 4.339| 5.060| 5.055| 5.018{ 5337 5321 5219 5.603| 50601 5.519| 6.003] 5.756
4. External action (1) 4120) 4.115] 4294 4311 4.297| 4.483| 4.895| 4873 5061 5264 5264 5524; 5622 58601 5.476{ 6.201f 5.731
5. Administrative expenditure 3.421 3417| 3.365| 3.634] 3634 3.581] 4.022] 3.999| 3.924] 4.191| 4.184| 4.121| 4.352| 4.284 4.209| 4541 4.353
6. Reserves 1.522| 1.224 14{ 1.530{ 1.530 2941 1.146) 1.146 251y 1.1582] 1.152 235 1.158| 1.158 286 1.176] 1.176
Monetéry reserve 1.000{ 1.000 0l 1.000{ 1.000 0 500 500 0 500 500 0 500 500 0f 500 500
Loan guarantee reserve 313 15 14 318 318 294 323 323 251 326 326 235 329 329 286 338 338
Emergency aid reserve 209 209 0 212 212 0 323 323 0 326 326 0 329 329 0 338 338
7. Compensation 1.547{ 1547 1547( 701{ 701[ 701| 212{ 212 212 99 99
Total approps. for commitments 72.021| 70.408| 68.949] 73.485| 71.789] 67.098| 80.943| 79.843| 74.546| 86.604| 86.580| 83.773| 90.229| 89.137| 86.203| 94.744| 91.013
Total appropfiations for payments || 68.611] 66.858 64.783| 70.352| 68.355| 58.273| 77.229 75.438| 66.547| 82.223| 81.943| 77.089| 85807} 82.366 79.342| 90.581| 83.529

(1) The outturn figures include the transfer of ECU 209 million from the emergency . aid reserve in 1993. ECU 212 million in 1994. ECU 235.5 miliion in 1995 and ECU 326 million

in 1996.




o - Chart 1
L Cumulatlve GNP growth rates for the Unlon.
‘ Percentage in real terms. Base 1992.
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Chart2

- Total appropriations for payments. Budget and outturn

Percentage of GNP
(November 1997 figures and forecasts)
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‘Table 3

\

Maa‘gms beneath the flnancaal perspectlve ceilings. Budget (B) and outturn (O)

ECU mllllon at current prlces

1995

1996

1993 1994 1997 1998 1999
\ B o | B | o B 0 B | o B |Provis O| B
1. Common agri. policy 1.305( ' 1.625 1.678] 3.495 1.050| '3.441 0| 1.468[ 1.000 1382 2.826
Monetary reserve o 1000 -of 1000 o 500 ol 500 0 500 ol
<2, Structural operations 0 14 " 0] 1.746 0 2.086 -0 517 0 1.399 0} -
Structural Funds - of © 14| o 1746 o 2088 o 498 of 13%f -0
lcohesion Fund o o o o o of o o o of o
EEA financial mechanism N - |- o] - 18 of .- 21f 0 5 0
3. Internal policies 11 43 5 31 5 42 16 " 118 2 - 84 247 -
4. External action” 5 3| 14| 40 22| 157 0 66 21 146  -470
“iEmergency aid reserve 0 oo o| .- 0 o 0 | 0
5. Administration - 4f 58l 0] 53 23| e8] 7| 70| e8] 143] 188
Loan guarantee reserve 298| * 299 0 24 o 72 0 91 o 43 .o
7. Compensation - - - - ol -0 -0 0 0 0 0
Total commitments - 1.613| 3.072| 1.697| 6.389| 1.100{ 6.397| 24| 2.831| - 1.092] 4.026] 3.731
Total payments 1.753| -3.828| 1.997| 11.079| 1.791| 10.682| .~ 280|. 4.910( 3.441|  6.465| 7.052




Chart 3
Margins beneath the financial perspective ceilings. Total expenditure in commitments and payments.
Budget and outturn. ECU million at current prices.
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Chart 4

» Appropriations for commitments not implemented.
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Appropriations for payments not implemented.
Headings 2, 3 and 4
ECU million (at current prices)
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Table 4:
Average annual rate of i mcrease 1993 to 1999 in reai
‘&erms of expenduture cealmgs in initial fmancaal
perspectuve o

. Average annual growth raté (%). ’
Ceilings - = -
. At current prices
Initial financial perspectiveé | Financial perspectivé.aﬁér
for EUR 12 .| adjustment for enlargement
1. Commen agricultural policy - o . - Guideline
" ||2. Structural operations- . . 55 A © 64
113, Internal policies S . 44 t - 58
4. External action | 60 |- 71
5. Administrative expenditure C 29 o L 3,V8.
Total appropriations for commitment - 3,3 \ ' 3.9
Total appropriations for payments L 3.3 . . " 3,9
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