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TUTURE FINANCING ARRAJGEMENTS FOR THE EUXQPEAN COMMUNITY

Commission proposals for a real Community budget
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I. The background

1. Arrangements for financing the Buropean Zconomie Community's common
agricultural policy_ are largely contained in Council Xezulation No. 25
dated 4 April 1962. This covers financing up to the end of the
Community's transitional period, which began on 1 January 1958 and
terminates cn 31 December 1969, This transitional period can be

extended for a maximum of three years, suci a step requiring a decision
of the Council acting by unanimous vote on a proposal from the Commission.,

2. As far os agriculture is coné¢erned the Community's transitional
period was divided into two stages. During the first of these -

1 July 1962 to 30 June 1965 - the Community assumed responsibility for
one-sixth, then for two-sixths and finally for three-sixths of eligible
expenditure under natinnal market and price policies. Agreement on
arrangements for subsequent years was recached on 11 May 1966. It has
been anderstood, however, since 1 July 1967 that on the expiry of the
Community's transitional period, in other words from 1 January 1970, all
expenditurce incurred under the Community's market and »rice policy would
have to be financed by the Community.

3. At present the Community's budget is financed by direct contributions
from the Jember States, these contributions being a charge on the six
nutional  budgets. The financing regulation of 1962, however, embodies
the principle that 'since at the single market stage price systems will

be standardized and agricultural policy will be on 2 Community basis, the
resulting financind implications will fall on the Community-i. It also
states that "revenue Irrom levies charged on imports from third countries
shall be the proverty of the Community and shall be agpropriated to

1 Official gazette of the European Communities No. 30, 20 April 1962,

p. 991.
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Community expenditure; the budget resources of the Community shall ‘}
comprise such revenu2 together with all other revenues decided in
accordance rith the rules of the Treaty as well as contributions of v

Member States in accordance with Article 2CO of the Treaty.!

This is what is known as independent income or ‘own resources!
for the EEC, representing a first step towards a sort of federal budget
for the Community.

b, Structural improvements in agriculture can be in part financed

from the European Agricultural Guidance and Guarantee Fund to supplement
national financing. Bxpenditure here corresponds ''so far as possible™
to cne-third of the amount spent under the heading of market support

and price policy. To cover the possibility of a sharp increase in
expenditure under this heading, the Council has made this one-third
subject to a ceiling of 285 million units of account (or dollars).

5. The claim to own resources arising from Regulation Ho. 25 together
with its corollariecs - wider powers for the European Parliament and
increased responsibility for the Community generally - caused a really
serious crisis in 1965/66.

Under the rclevant Regulation, the transitional financing arrangements
were applicable only up to 1 July 1965. Before this deadline was reached,
the Commission submitted proposals to the Buropean Parliament and the
Council of Ministers to ths effect that the Community skould aissume
responsibility for financing the agricultural policy from 1 July 1965.

A large proportion of the necessary funds was to come frowm the EEC's
own resources - in other words, from farm levies paid directly into the
EEC's common fund and from th-2 CZT duties on imports.

€. If levies and import duties were to be used to give the EEC independent
resources, the powers of the Zuropsan Parliament would have to be widened
to give that body the beginnings of real budgetary control. The Commission

did in fact draft proposals which constituted a first step towards
strengthening the Parliament's powers, but the Parliament itself felt
that the proposal did not go far enough,

7. The Council of Ministers on the other hand declared that the propocals
were not based on the letter of the BEC Trcecaty and that the agricultural
policy could not be financed in the way proposed by the Commission after

1 July 1965,
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The crisis that began over agricultural financing amongst other
things led indirectly to the 'Luxembcurg compromise! reached by the
Council at the ¢nd of January 1966.  Under this agreement the
Commission's powers were reduced and the Treaty provisions on qualified
majority voting within the Council were replaced by the de facto
unanimity rule. All six members of the EEC must bear part of the
responsibility for this turn of events,

8. After this political set-back to the Community, which brought a

sort of permanent crisis in its wake, it did prove possible to find a
compromise solution to the problem of financing the common agricultural
pocligy. The Zurcpean Agricultural Guidance and Guarantee Fund, or

EAQGF, continued to be a sort of clearing house, balancing accounts.

To get around the difficulty of Member States having to pay their receipts
from levies dircctly into a common fund, it was arranged that contributions
to the £\GGF should be in two parts, as follows "The first part of the
contributiuns by Meuber States shall be equal to 90% of the levies on
imports from non-member countries collected by the iember States during
the accountinz period in questizn'. "The second (remaining) part of the
expenditure shall b2 covered by contributions from the Member States
according to a fixed scule of apporticnment."”

These provisions make it possible to avoid direct transfers of levies
to the l"arm Fund. Instcad of surrending their levy receints directly to
the Fund, th: :lember States 'pay" a contributioa which reprosents 90%
of the lovies collected. Thus, a definitive sc¢lution to the agricultural
financing problem, a crucial one for European integration, was postponed
until 1969, Before the end of this year, then, the Council must rcach
a Cecision on financing arrangements for the final stage.



II. The Concept and content of agricultural financing

The Cowmmission submitted its new proposals to the Council on
17 July 1969. Taken as a whole, the proposals - for own resources
and for expenditure - may be regarded as a decisive step towards a

pre-federal Community structure. Thera are three separate proposals
which deal with far nore than the mere question of financing the
agricultural policy. They comprise:

&) A report, incorporating Commission proposals, on the question of
transforming the simple financial contributions hitherto made by the
Member 3States into own resources of the Community;

®) Two proposed regulations, with explanatory memoranda, on expenditure
by the BAGGF.

If approved by the Council, these last two regulations would replace
Regulation No. 25 - the present basic regulation on financing the common
a3ricultural policy - and the rejulations pursuant to Regulatisn No. 25.
This would clear tho way for action to adapt agricultural expenditure to
the agricultural policy that will be pursued in the years ahzad.

Expenditure on export refunds in connection with the Community's
market =2nd orice policy together with any losses arising in connection
with governument buying and s2lling of agricultural products, is all
ciuargeable to the ZAGGF, which is part of the Community's budget.

The item "Financing of Asgricultural Policy', like the Community's
“administrotive budzet, the European Social Fund, the rescarch and
inv_.stment budget, is only one of many items of expenditure ts be met
from the joint budget. The Commission has con.fined its proposals for
the financing of the common agricultural policy to the expenditure side;
incomz is dealt with scparately in a special regulation. Here, for a
start, is one big difference between thiése new proposals and existing

2 The income proposals will be discussed in a later issue of the

""Newsletter on the Common Agricultural Policy".
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regulations which cover both revenue and expenditure.

The Commission's proposals for financing the agricultural policy
ar2 in two parts:

Q) The financial regulation itself which deals with the final stage and

b) The *additional provisions'" which are to provide a bridge between the
present transitional period and the final stage.

The pruposed regulation on financing the agricultural policy - referred
to at (a) above - comprises three titles:

1. The Guarantee S:ction
2. The Guidance Section
3. General provisions,

Ths transitional period provided by the Treaty of Rone will expire
on 31 December 1969. At first glance it might be thought that, because
of this, the new asricultural financing arrangements must come into force
on 1 Januvary 1970. HJowever, closer inspection shows that this is not
S0 since expenditure on the common agricultural policy results from decisions
alrcady taken by the Council, and is in fact a consequence of the commen
market organizations.

Some extrz time will be needed before the new financing arrangements
for agriculture come into force, but the expiry of the transitional period
laid down in the Treaty will not be affected. In its nroposal the Commiss:oxn
expects that this additional time could expire on 1 January 1971.

It would however be highly significant if the political decisions
rcframing agricultural financing arrangements could be taken before the
end of 1969, since this matter could be regarded as one of the basic
activities of the Treaty.

The requirements with regard to the expiry of the EEC's traonsitional
period, the entry into force of all the rules laid down and the completion
of all measures rcequired for the establishment of the common aarket are
set out in Article 8 of the Treaty.
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1. The Guarantece Scction

The most striking feature of the new role assigned to the Guarantee
Section of the EAGGF is that it is to move away from the present clearing
system between creditor and debtor 3tates and assume direct financial
responsibility on a Community basis along classic budgetary lines.

In future the Community's budgetary resources are to be discussed
each aatumn, a change that will be possible because the Fund's accounting
period, which now runs from 1 July to 30 june, is to be altered to coincide
with the calandar year. This will allow the Council, and perhaps the
Furopean Parlisment too, to debate individual items in the budget and
to decidc on measures, to be taken in the common organizations of the
varicus agricultural markets, to vary and redeploy financial resources
in the light of the policy for agriculture.

In this wry the Community's responsibility, financial and otherwise,
will be increased; the present system whereby the Member Statcs incur
expenditure which is later rcfunded will be replaced by full direct
financing from the Community's own budget.

The Commission's prcposals ncke scargsly any change in the measures
to be financecd by the Guarantce Section. Given the presont situation
with regard to agricultural surpluscs, nowever, it is to be expected that
thar: will be 2 shift of ¢xvdenditure towards intervention measures. The
Comnission's groposal states exnlicitly that Articles 5 and 6 of Regulaticn
lo. 17/64/E3C” will continue to apply for th: time being.

In Article 2 of its new draft rezulation, the Commissicn projoscs
th»t dztailed -rransements for financing export refunds be decided on

by th:c Council ncting by qualified majority.

The direct financing of these measures are by the Community, with
the Community immediately responsible inste=d of being responsible at

3 Official gazette No. 34, 17 February 1964, p. 580.
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one remove through the Member States, mezans that financing conditions

must be thoroughly harmonized. Expenditure under the Fund must be !
brought into lines in the six countries. There can no longer be any
questi>n, for cxample, of storage costs for the same quantity of butter 5

under guarantee arrangements for milk producers being 50¢ higher in
one Member State than in another - as they still are today.

Articles 4 and 5 of the Commission's proposal deal with the hcdies
which will be called upon by the Member States to inake payments on behalf
of the Community and with the reports to be made by these oodies on the
responsibility of the different Member States. If the new arrangements
are to work smoothly, the existing bodies will have to be overhauled.

There has been no change in the compctence of the Tund Committee,
which will continue to be a general supervising and authorizing body.

2. The Guidance Scction

On the expiry of the transitional period, the ceiling of % 285 million
placed by the Council on thz resources of the Guidance section will cenase
to apply.

In its proposal the Commission has again been nt pains to point out
to the Council that the uidance 3ection's sphere of activity has widened
now that agzriculture has reached its prescont advanced stage of integration.

The logical way of denling with this development is to widen the
provicicrs of Article 11 of Regulation Nu, 17/64/IEC which lists the

swructurcl monsures to be jointly financed.

Ath - viaw t~ achieving th: objectivos set out in Article 39(1)
o the Tre-ty thz following come within the ambit of the Guidance Section:

(i) Ad-ptation -nd stcering of production structures;
(1ii) Retirement of farmers from agricultural activity and utilization of

the land made available by such retirements to further the aims
of the common agricultural policy;
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(iii) Adaptatin and steering of production;

(iv) Adaptation and improvement of the marketing of agricultural
products, range of uses to which they are put, and
improvement of the available outlets.

Action of this kind can take one of the following forms:
(1) 3tructural measures in the Membar States, to be implemented
by the Community or by the Member States in accordance with
Community rules;
(ii) Mcasures to be implemented within the Community by
private individuals, institutions or associations in
accordance with Community criteriaz;
(1iii) Spocial measures to be taken in the interests of the Community.
For the time being, Articles 12 to 22 of Regulation No. 17/64 EEC
will continue to apply to the financing of schemes to improve the

structure of agriculturce in the Member States,

3. General provisions

The general provisions include very concrete proposals from the
Coumission as to how offective control should be exerciscd. There is
no denying that a number of difficulties and cases of fraud have
arisen in the Member Stntcs in connection with measurcs to implement
the coumon market nrganizations.

Low is the time to plug the administrative loop-hcless Arrangements
must be made for an automatic two-way exchange of information and monies
inproperly ncguired wmust be recovered,

Article 8(3)4cnntaihs an inportant provision, under which the Community
will normally bear acfinitive losses other than those -which .can he
attributed to neszligence on the part of the authoritigs in the individual
States.

The Conmissicn has proposed that the present situation be improved
by means of a Council regulation.  This deals in particular with
arrangements for suditing and. inspection. Accounts are to be checked
on the spot in th: Jdember 3tates, 2 srineciple already implicit in
Article 22 of RQegulation No. 17/64/TeC.
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The introduction of a more flexible and direct method of c¢xamining

any cases which arisc is proposecd. The Commission is thinking in terms
of officials from the Member States conducting enquiries in thz othoer
Membzr States, Audit:ors apoointed by the Coumission must, on giving

prior notice, be allowed access to all documents dealing with expenditure
from the Fund.

This will cnable them to

(a) Confirr that administrative practice has been in line with
Community provisions;

(b) Ensure that necessary vouchers etc., are available and in lire
with th: projects financed from the Fund;

(c) Check the conditions under which the projects financed from
the Fund hav: bezn implemented and verified.

A further proposal is that the Coumission should submit a2 financial
recport to the Council and the Zuropcan Parliament each yesr giving details
of all the Fund's ogperations. The main purvoss of these provisions, like
those dealins with the powers of the Fund Committce, is to give existing
practice a lezal form.

The Commission's aim, in this »roposed regulation, is progress
towards a2 genuinely Community procodure.

I1II. The "Additionzl Provisions®

The Commission's proposil for a regulation embodying =dditional
provisions on financinz the agricultural policy has two aias:

1. It will provide a bridge b.tween present financial arrangements
and the final ones which according to thé Commission's proposals
arz duec to come into foree <on 1 Januery 1971. Tronsitional
arrangoments must be made for 1970.

2. It will solve a number of problems wiaich will arise in connection
with 1969, largely because the Fund's accounting perind has so
far run from 1 July to 30 June. The chungeover to the calendar
year means that the sccond half of 1969 is left hanging in the
air as far as urocedures are concerned.
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It was therefore a good idea to try and find an overall solution
for all of 1969/70, particularly since a backlog of work in connection
with previous accounting pericds has to be clecared, The main reason
for the backlog is 'the severe shortage of staff in the Directcrate
at the Commission responsible for the accounts of the Fund. The
backlog affects the accounts for 1966/67, 1967/68 and 1968/69. The
present Cominission proposal therefore makes provision for the possibility
of clearing arrangements to deal with existing difficulties.

In contrast to the propos=l for new agriculiural financing -
arrangements, the "additional provisions™ regulation can come into
force immediately since all it involves, basically, is the extension
of existing arrangewents.

The Coamission points out-in its explanatory memorandum that the
backloy in connection with the grant of assistance from the Fund is
not 2o bad 28 in connection with payments on eccount to the Member States.
In an attemnpt to make up for some of the delay with regard to assistance
from the Fund, the Commission proposes that with effect from 1 July 1967
advanczs in respect of cligible expenditure be increased from 75 to 85%
and that a “'catch-up" clause be included for cxpenditure not taken
into account in connection with the advances.

The sccond half of 1969 is to be added to the accounting period
cniing un 31 December 1270, thus making this an 18-month instead of
a 12-month period. This would simplify administration by reducing the
amount of accounting work and facilitate the transition to 1 January 1971.
Trom 1 January 1971, then, the Fund's accounting period will, for the first
timz, coilncide with the calendar year.

A regulation of this kind would also avoid the repetition of
exteniing regulatbns, a procedure which kas given rise to anxiety, in
the Suropcan Parliament in particular. Since the long interval between
the time the Member 3tates incur ¢xpconditure and the time they are
rerunded under the rtrescnt system of half-yearly payments on account
is to bs reduced as far as expenditure from the Guarantee Section of the
Fand is concerned, this system is to be retained and reinforced by use of
hisher scale of payments.
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It has not proved possible to observe the time~table for Jdecisions
on assistance from the Fund during the 1966/67, 1967,/68 and 1963/69
accounting periods a new time-table will therefore have to be established.





