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The Commission today adopted a revised proposal for an inter-institutional agreement
on budgetary discipline and improvement of the budgetary procedure.

The agreement reached by the European Council in December on the Financial
Perspectives 2007-2013 marked an important step forward and established a positive
momentum. It is now our shared responsibility to quickly conclude an inter-institutional
agreement. This is essential if we are to ensure that European programmes are up and
running from the first day of 2007. This represents a challenge which we need to tackle
Jointly and urgently. Without an agreement between our three institutions by the end of
April, the credibility and effectiveness of the enlarged Union’s work will be harmed.

With this objective in mind, and in the same spirit which led to my letters of October and
December of last year laying down principles and proposals on which an agreement
could be found, the Commission is determined to help the negotiations to progress. That
is why we have sought to provide a concrete basis for negotiations. To be clear, this text
is brought forward to fulfil the Commission’s responsibility to support the process of
negotiation in the wake of the European Council. The Commission will set out its own
osition as the negotiations continue.

While I welcome the agreement reached at the European Council, I must restate my
concern about some of the consequences, for instance in terms of our ability to deliver
our growth and jobs agenda. I would like to draw particular attention to actions
targeting citizens directly, notably in the field of culture and youth, public health and
consumer protection: this is the only budget heading where it seems clear that if
unchanged, the amounts available in 2007 will be lower than those in the 2006 budget.
At a time when we are seeking to bring Europe closer to citizens, I continue to find this
approach difficult to justify. An additional effort needs therefore to be made in this field
ifwe are to fulfil our commitments.

Mr Josep BORRELL FONTELLES
President of the European Parliament
Fue Wiertz

1047 Brussels



The attached proposal contains three specific proposals which the Commission had
suggested at the end of last year to help the negotiation progress and for which it has
received a clear mandate from the European Council in December:

> The Commission wants to ensure sufficient flexibility and reactivity in the future
financial framework. We need the tools to react to a fast changing world and to
ever changing challenges for Europe. The text therefore includes a specific
proposal reserving more resources for flexibility and broadening the scope to
cover multi-annual requirements. Flexibility is an essential corollary to financial
discipline, all the more when expenditure ceilings are extremely tight.

> The Commission is also determined to put in place an effective European
Globalisation Adjustment Fund. We need to ensure that citizens fully benefit from
the opportunities provided by today’s global economy. But we also need to have
the means to support those workers suffering from the consequences of major
structural changes in world trade patterns, to assist them with their re-training
and job search efforts. The Commission will shortly provide a legislative
proposal detailing the functioning of this Fund. '

» Finally, there is widespread agreement on the need to ensure a comprehensive
review of our budget, how it is established and how it is spent. This will be a
political as well as a technical exercise and the Commission will engage fully in
its preparation and negotiation. This exercise, to be launched after final
agreement has been reached among the Institutions on all the elements of the next
Financial Perspectives, will be the fruit of detailed preparation and appropriate
consultation. In 2008/2009, we will present to the European Parliament and
Council a comprehensive White Paper, covering the whole structure of the
budget, expenditure and revenue sides.

Let me finally comment on some issues which are not included in the proposal for an
inter-institutional agreement but are of importance for the forthcoming negotiation.

» The Commission supports the idea of a financing facility of at least €10 billion to
be established by the European Investment Bank to foster additional investment in
European research and development. The Commission will continue to work
closely with the EIB fo bring our different financial instruments together to
support the Lisbon objectives of growth and competitiveness.

» The Commission acknowledges the Institutions have a shared responsibility for
the review of the Financial Regulation to improve budget implementation. As in
2002, the Commission will do its utmost to ensure that the review is completed
through a real conciliation procedure.

» The Commission considers that Member States must put in place the necessary
mechanisms to certify the accounts. In this regard, sectoral legal bases
(agriculture and structural funds) already foresee specific provisions. On 17
January 2006, the Commission addressed to the European Parliament, Council
and the Court of Auditors its Action plan for implementing an integrated internal
control framework for Community funds which responds, in particular, to
concerns expressed by the European Parliament.



> On the external front, I regret the fact that the budgetisation of the EDF we
proposed was not supported. As long as Africa is deprived of the benefits enjoyed
by other partners, we will fall short of the policy coherence we are promoting in
Europe’s external action. The Commission will shortly propose a 10" EDF. 4s
for the other external instruments, I am fully aware of the necessity to reconcile
the need for cohererice, simplification, and reactivity with the legitimate
expectations from Council and Parliament. The Commission stands ready to
work constructively on the text of the external regulations proposed and, if
necessary, on the text of the enclosed draft inter-institutional agreement. We
have, however, to avoid going back down the road of unnecessary multiplication
of regulations and rigidity of external action instruments. ‘

> The Commission will have difficulty in taking forward the European Council
suggestions concerning voluntary transfers to rural development. These risk
undermining the fundamentals of the two pillars of agricultural policy. It is
particularly difficult to see how market measures could be included in such a
modulation.

> The Commission also would like to recall that some other technical adjustments
identified in statements attached to the conclusions of the December European
Council still need to be settled.

The Commission intends to act as an honest broker to help move the inter-institutional
negotiations forward towards swift agreement. The revised inter-institutional agreement
is the first step. The Commission stands ready to bring forward further details and
figures as required, so that the Union can deliver its policies effectively by the start of
next year.

Yours sincerely,
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EXPLANATORY MEMORANDUM

On 14 July 2004 the Commission presented a proposal1 for the renewal of the
Interinstitutional Agreement (IIA) on budgetary discipline and improvement of the budgetary
procedure for the period 2007-2013.

On 8 June 2005 the European Parliament adopted a resolution on Policy Challenges and
Budgetary Means of the Enlarged Union 2007-2013%, followed by a resolution on the
Interinstitutional Agreement on budgetary discipline and improvement of the budgetary
procuedure3 adopted on 1 December 2005.

On 15-16 December 2005, the European Council reached a political agreement on the
Financial Perspective 2007-2013".

On 18 January 2006 the European parliament adopted a resolution on the European Council's
position on the Financial Perspective and the renewal of the Interinstitutional agreement
2007-2013°;

The enclosed draft Interinstitutional Agreement is intended as a working paper for the last
phase of the negotiations between the European Parliament, the Council and the Commission
taking into account in particular the conclusions of the European Council of 15-16 December
2005.

The purpose of this Interinstitutional Agreement is to provide a set of agreed rules concerning
the multiannual financial framework and the sequence of operations as regards the annual
budgetary procedure.

1. GUIDELINES FOR A NEW AGREEMENT ON BUDGETARY DISCIPLINE
1.1. Maintaining the fundamentals

Agenda 2000 successfully fulfilled its main purposes as regards financial discipline, the
orderly evolution of expenditure and interinstitutional collaboration during the budgetary
procedure. The Budget of the European Union has been adopted on time each year, and the
two arms of the budgetary authority have jointly adjusted the financial framework 2000-2006
to cater for the enlargement of the European Union to ten new member States.

a) The present Interinstitutional agreement therefore proposes to maintain unchanged
the main features of the financial framework:

_  expenditure is broken down by broad categories of expenditure called
headings; for each year of the 2007-2013 period;

- maximum amounts called ceilings are established in the financial framework
table for the period 2007-2013 in terms of appropriations for commitments and

COM(2004)498 final.
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for each heading; expenditure levels are based on the assumption that Bulgaria
and Romania join the EU on 1% January 2007; in case of their accession at a
later date, the expenditure ceilings may have to be revised accordingly;

_ overall annual amounts are expressed both for commitment appropriations and
payment appropriations;

— the annual ceiling for payment appropriations must respect the own resources
~ ceiling currently established at 1,24 % of the EU gross national income (GNI).

b) In the perspective of future institutional developments, the present Interinstitutional
Agreement proposes to replace the term 'financial perspective' with 'multiannual
financial framework’, also referred to as the 'financial framework'.

c) It proposes to insert a new provision whereby in 2008/2009 the Commission will
present to the European Parliament and Council a wide-ranging review covering all
aspects of EU spending and resources.

1.2, Simplification, consolidation

The present Interinstitutional Agreement provides for the renewal of the Interinstitutional
Agreement of 6 May 1999 in the light of experience acquired with its implementation but also
for the consolidation of all the joint declarations and interinstitutional agreements concluded
on budgetary matters since 1982. It also proposes the simplification of the framework
wherever justified and possible.

a) The present agreement aims at incorporating the Interinstitutional Agreement of 7
November 2002 on the creation of the European Union Solidarity Fund (EUSF),
agreed upon during the current period of the financial perspective as a separate
supplementary interinstitutional agreement. It is proposed that the EUSF maintains
the current rules for its mobilisation whereby, when the Fund is mobilised,
corresponding expenditure be rentered in the budget over and above the relevant
headings' in the financial framework.

b Simplification of the method for the technical adjustment, by extending the pre-
determined 2% annual inflation rate used for structural funds and agriculture, to the
rest of expenditure.

c) The provisioning of the guarantee fund for loans to third countries is rationalised so
that there is no longer any need for a ‘reserve’ to this end. The related (reduced)
expenditure to be budgeted becomes part of the instruments available for the Union’s

external policy.
1.3. Flexibility: taking stock of the experience of Agenda 2000

Flexibility within the agreed multiannual financial framework is the essential corollary to
financial discipline. If properly designed, it contributes to enhancing effective resources
allocation while allowing responding to unforeseen needs or new priorities. Several
parameters influence the degree of flexibility of the financial framework: the length of the
period covered by the financial perspective; the number of expenditure headings; the margins
-vailable within each expenditure ceiling; the margin below the own resources ceiling; the
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share of EU spending pre-determined by 'amounts of reference’ in co-decided legislation; pre-
allocated multiannual programmes; the general attitude towards using the revision procedure.

The degree of flexibility has evolved over time with the changing mix of those parameters.
Agenda 2000 has so far succeeded in answering unforeseen challenges to the EU budget,
though that has been done at the price of greater complexity and lower transparency, without
necessarily improving effective resource allocation. For instance, the existing instrument of
flexibility and the European Union Solidarity Fund (EUSF) had to be created outside the
financial perspective to respond to acknowledged needs.

On 15-16 December 2005, the European Council reached a political agreement which entails
expenditure ceilings significantly lower than those proposed by the Commission. Tighter
expenditure ceilings entail more rigidity in the financial framework and risks undermining the
Union’s ability to address future challenges and hinder rather than encouraging effective
resource allocation. That is why the Commission proposes the following measures to address
future challenges and find the proper balance between budgetary discipline and efficient
resources allocation.

(13 The revision of the multiannual financial framework remains the main instrument to
respond to significant changes of permanent character in the EU policies in a fast
developing context.

(2) Some flexibility instruments to be mobilised within the limits of the agreed financial
framework, in view of facilitating the deployment or redeployment of financial
resources within the expenditure ceilings. These include the following:

(a) The Emergency Aid reserve within Heading 4 to respond to emergency
situations in third countries. Its amount and mobilisation procedure remair
unchanged.

(b) A new European Globalisation Adjustment Fund intended to provide additional
support for workers who suffer the consequences of major structural changes in
world trade patterns, to assist them with their reintegration into the labour
market.

(c) Finally, the possibility for the budgetary authority based on a Commission
proposal, in the framework of the annual budgetary procedure, to depart by up
to 10% from the so-called ‘reference amounts’ concerning multiannual
programmes adopted under the co-decision procedure (except for cohesion
programmes).

3 Some other instruments to be mobilised above the agreed expenditure ceilings within
certain limits. These instruments, to be used in the framework of the annual budget
procedure according to the relevant provisions defined in the enclosed draft IIA,
include:

(a) the European Union Solidarity Fund, with unchanged amount and mobilisation
procedure;

(b) the Flexibility Instrument, whose maximum annual amount is increased to
€ 700 million, with the possibility to cover requirements of multiannual nature.
The mobilisation procedure remains unchanged.
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2. CONSEQUENCE FOR THE REGULATION ON BUDGETARY DISCIPLINE

The experience with the 2000-2006 financial perspective has shown that there is no longer
any need for maintaining the agricultural guideline foreseen in Council Regulation no.
2040/2000 on budgetary discipline, since agriculture expenditure 1is already constrained by
ceilings agreed till 2013. The other provisions concerning budget discipline for agriculture
will be overtaken and reinforced by the new Regulation (articles 18-20) on the financing of
the common agricultural policy. With the shift from market intervention towards direct
payments to farmers and rural development measures agriculture expenditure has also become
more predictable.

The monetary reserve does no longer exist, and the Commission has proposed a new
mechanism for the provisioning of the fund to guarantee loans to non-Member countries. The
provisions concerning the Emergency Aid reserve are set up in the draft IIA enclosed.

Under these conditions, the Commission considers that Council Regulation no. 2040/2000
should be repealed. The Commission will accordingly propose separately the appropriate
legal act in due time.

3. GUIDELINES ON INTERINSTITUTIONAL COLLABORATION FOR THE BUDGETARY
PROCEDURE

Provisions included in Part II aim at improving the annual budgetary procedure. Most of these
provisions result from budgetary practice or previous agreements and declarations. They have
been updated in relation with the new financial regulationé. The annexes I to IV form an
integral part of the present proposed agreement.

3.1. Structure and classification of expenditure

Annex III provides an update of the classification of expenditure between compulsory and
non-compulsory expenditure for the new structure by heading. A provision is maintained so
that the two arms of the budgetary authority determine the classification of new budget items
within the annual conciliation procedure.

3.2 Financial provisions in legislative instruments

The principle set out in the J oint Declaration of 6 March 1995, and incorporated in point 33 of
the Interinstitutional Agreement of 6 May 1999, whereby the institutions undertake to comply
during the budgetary procedure with the reference amounts adopted in the legislative
codecision procedure, is maintained. However, the codecision procedure has been regularly
extended since 1995 and the strict provisions as regards reference amounts impose increasing
constraints for budgetary policy. As mentioned above, the Commission proposes that the
budgetary authority and the Commission, in the course of the annual budgetary procedure, can
depart from these amounts by a limited margin (10%).

¥ 0J L 248, 16.9.2002, p. 1.

EN



EN

4. CONCLUSION

The Interinstitutional Agreement on budgetary discipline and improvement of the budgetary
procedure has proved an efficient tool to frame the annual budgetary practice within an agreed
multiannual financial framework. Its renewal should be taken as an opportunity to update and
simplify the various existing agreements and joint declarations concerning budgetary matters.
Finally, this agreement should aim at finding the proper balance between budgetary discipline
and efficient resources allocation.
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INTERINSTITUTIONAL AGREEMENT
on budgetary discipline and improvement of the budgetary procedure

TABLE OF CONTENTS
PART | — FINANCIAL FRAMEWORK 2007-2013: DEFINITION AND IMPLEMENTING
PROVISIONS
A. Contents and scope of the financial framework
B. Annual adjustments of the financial framework
C. Review of the financial framework
D. Revision of the financial framework

E. Consequences of the absence of a joint decision on the adjustment or revision of the
financial framework

F. Emergency Aid Reserve

G. European Union Solidarity Fund

H. Instrument of Flexibility

1. European Globalisation Adjustment Fund

J. Adjustment of the financial framework to cater for enlargement

K. Duration of the financial framework and consequences of the absence of a financial
framework

PART Il — IMPROVEMENT OF INTERINSTITUTIONAL COLLABORATION DURING THE
BIJDGETARY PROCEDURE

A. The interinstitutional collaboration procedure
B. Establishment of the budget
C. Classification of expenditure

D. Maximum rate of increase of non-compulsory expenditure in the absence of a financial
framework

E. Incorporation of financial provisions in legislative acts
F. Expenditure relating to fisheries agreements

G. Financing of the common foreign and security policy (CFSP)

ANNEX | : FINANCIAL FRAMEWORK 2007-2013

ANNEX II: INTERINSTITUTIONAL COLLABORATION IN THE BUDGETARY SECTOR
ANNEX III: CLASSIFICATION OF EXPENDITURE ,

ANNEX IV: FINANCING OF EXPENDITURE DERIVING FROM FISHERIES AGREEMENTS

DECLARATION on the adjustment of Structural Funds, Rural Development and the
European Fund for Fisheries in the light of the circumstances of their implementation
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ANNEX II

INTERINSTITUTIONAL COLLABORATION IN THE BUDGETARY SECTOR

Comments

A. After the technical adjustment of the financial framework
for the forthcoming financial year, taking into account the
Annual Policy Strategy presented by the Commission and
pricr to its decision on the preliminary draft budget, a
meeting of the trialogue will be convened to discuss the
possible priorities for the budget of that year. Due account
will be taken of the institutions’ powers as well as the
foreseeable development of the needs for the financial year
to come and for the following years covered by the financial
frarnework. Account will also be taken of the new elements
since the establishment of the initial financial framework and
likely to have a significant and lasting financial impact on the
budget of the European Union.

B. As regards compulsory expenditure, the Commission, in
presenting its preliminary draft budget, will identify:
(a) appropriations connected with new or
legislation;

(b) appropriations arising from the application of legislation
existing when the previous budget was adopted.

The Commission will make a careful estimate of the
financial implications of the Community's obligations based
on the rules. If necessary it will update its estimates in the
course of the budgetary procedure. It will supply the
buclgetary authority with all the duly justified reasons it may
require.

If it considers it necessary, the Commission may present to
the two arms of the budgetary authority an ad hoc letter of
amandment to update the figures underlying the estimate of
agricultural expenditure in the preliminary draft budget
and/or to correct, on the basis of the most recent
information available concerning fisheries agreements in
force on 1 January of the financial year concerned, the

planned

amounts and their breakdown between the appropriations |-

entered in the operational items for international fisheries
agreements and those entered in reserve.

This letter of amendment must be sent to the budgetary
authority before the end of October.

If it is presented to the Council iess than a month before the
European Parliament's first reading, the Council will, as a
rule, consider the ad hoc letter of amendment when giving

Modifications and updating:
- § A: reference is made to
the Annual Political Strategy
(APS) communication as
part of the strategic planning
and programming.

- § B: reordering of points.

- §C.4 (B.5 of the current
[IA): modification. In light of
the experience, the trialogue
held before the EP's first
reading is sometimes
unnecessary.

- § D (new) replaces points

37 and 38 of the current
Interinstitutional Agreement.
New figures for pilot
schemes and preparatory
actions have been
calculated on the basis of
current HA figures, which
have been adjusted to 2004
prices and to a 10 %
increase to cater for the
effect of enlargement. The
figure for the total of
preparatory actions has
been calculated on the
basis of 2.5 times the figure
for new preparatory actions
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the draft budget its second reading.
As a consequence, before the Council's second reading of
the budget, the two arms of the budgetary authority will try
to meet the conditions necessary for the letter of
amandment to be adopted on a single reading by each of
the institutions concerned.
C. 1. A conciliation procedure is set up for all expenditure.

2. The purpose of the conciliation procedure is to:
(a) continue discussions on the general trend of expenditure
and, in this framework, on the broad lines of the budget for
the coming year in the light of the Commission’s preliminary
draft budget;
(b) secure agreement between the two arms of the
budgetary authority on:
— the appropriations referred to in point 2(a) and (b),
including those proposed in the ad hoc letter of amendment
referred to at point 2,
— the amounts to be entered in the budget for non-
compulsory expenditure, in accordance with point 41 of this
Agreement,
— and, particularly, matters for which reference to this
procedure is made in this Agreement.
3. The procedure will begin with a trialogue meeting
convened in time to allow the institutions to seek an
agreement by no later than the date set by the Council for
establishing its draft budget.
There will be conciliation on the results of this trialogue
between the Council and a European Parliament delegation,
with the Commission also taking part.
Unless decided otherwise during the trialogue, the
conciliation meeting will be held at the traditional meeting
between the same participants on the date set by the
Council for establishing the draft budget.
4. If necessary, a new trialogue meeting could be heid
before the European Parliament's first reading on written
proposal by the Commission or written request by either the

chairman of the European Parliament's Budgets Committee |

or the President of the Council (Budgets). The decision
whether to hold this trialogue will be agreed between the
institutions after the adoption of the Council draft budget
and prior to the vote of the amendments on the first reading
by the European Parliament Budgets Committee.

5. The institutions will continue the conciliation after the first
reading of the budget by each of the two arms of the
budgetary authority in order to secure agreement on
compulsory and noncompulsory expenditure and, in
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particular, to discuss the ad hoc letter of amendment
referred to in point 2.

A trialogue meeting will be held for this purpose after the
Eurcpean Parliament's first reading.

The results of the trialogue will be discussed at a second
conciliation meeting to be held the day the Council's second
reading.

If necessary, the institutions will continue their discussions
on rion-compulsory expenditure after the Council's second
reading.

6. At these trialogue meetings, the institutions' delegations
will be led by the President of the Council (Budgets), the
Chairman of the European Parliament's Committee on

Budgets and the Member of the Commission with

responsibility for the budget.

7. Each arm of the budgetary authority will take whatever
steps are required to ensure that the results which may be
secured in the conciliation process are respected
throughout the current budgetary procedure.

D. In order for the Commission to be able to assess in due
time the implementability of the amendments envisaged by
the budgetary authority, creating new Preparatory
Actions/Pilot Projects or prolonging existing ones, both arms
of the budgetary authority inform the Commission by mid
June of their intentions in this field, so that a first discussion
may already take place at the conciliation meeting of the
Council's first reading. The next steps of the conciliation
procedure foreseen in this annex will also apply, as well as
the provisions on the implementability mentioned in point 37
of this agreement.

Furthermore, the three institutions agree to limit the total
amount of appropriations for pilot schemes to € 38 million in
any budget year. They also agree to limit to € 36 million the
total amount of appropriations for new preparatory actions in

any budget year, and to € 90 million the total amount of |

appropriations actually committed for preparatory actions.
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ANNEX I

CLASSIFICATION OF EXPENDITURE

HEADING 1

1A

HEADING 2

HEADING 4

HEADING 5

HEADING 6

Sustainable growth

Competitiveness for growth and employment

Cohesion for growth and employment
Preservation and management of natural resources

Except:

Expenditure of the common agricultural policy concerning market
measures and direct aids, including market measures for fisheries
and fisheries agreements

Citizenship, freedom, security and justice
Freedom, Security and Justice
Citizenship

The EU as a global partner

Excebt:

Expenditure resulting from international agreements which the
European Union concluded with third parties

Contributions to international organisations or institutions
Contributions provisioning the loan guarantee fund

Administration
Except:

Pensions and severance grants

Allowances and miscellaneous contributions on termination of
service ’

Legal expenses

Damages

Compensations

Non-
compulsory
expenditure

(NCE)

NCE

Compulisory
expenditure
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ANNEX IV

FINANCING OF EXPENDITURE DERIVING FROM FISHERIES AGREEMENTS

A. Expenditure relating to fisheries agreements is financed by two
items belonging to the 'fisheries' policy area (by reference to the
activity based budget nomenclature):

(a) international fisheries agreements (11 03 01);
(b) contributions to international organisations (11 03 02).

All the amounts relating to agreements and protocols which will be
in force on 1 January of the year in question will be entered under
heading 11 03 01. Amounts relating to all new or renewable
agreements which will come into force after 1 January of the year
in question will be assigned to heading 31 02 41 02 -
Reserves/Differentiated appropriations (compulsory expenditure).

Updating

B. In the conciliation procedure provided for in Annex lll, the
European Parliament and the Council will seek to agree on the
amount to be entered in the budget headings and in the reserve on
the basis of the proposal made by the Commission.

C. The Commission undertakes to keep the European Parliament
regularly informed about the preparation and conduct of the
negotiations, including the budgetary implications.

In the course of the legislative process relating to fisheries
agreements, the institutions undertake to make every effort to
ensure that all procedures are carried out as quickly as possible.

If appropriations relating to fisheries agreements (including the
reserve) prove insufficient, the Commission will provide the
budgetary authority with the necessary information for an exchange
of views in the form of a ftrialogue, possibly simplified, on the
causes of the situation, and on the measures which might be
adopted under established procedures. Where necessary, the

.| Commission will propose appropriate measures.

Each quarter the Commission will present to the budgetary
authority detailed information about the implementation of
agreements in force and financial forecasts for the remainder of the
year.
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DECLARATIONS

Declaration on the adjustment of Structural Funds, Rural Development and the
European Fund for Fisheries in the light of the circumstances of their
implementation

The institutions may decide, on a proposal of the Commission; that in the event of the
adoption after 1 January 2007 of the new rules and programmes governing the
Structural Funds, Rural Development and the European Fund for Fisheries,
appropriations not used in the first year of the financial framework could be transferred
to the following years.
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TRAN/D/2006/3923

Mr Josep BORRELL FONTELLES
President of the European Parliament
PHS 11B011

B-1047 Brussels

Subject: Financial Perspective 2007-2013

Dear President,

I am writing to you on behalf of my fellow members of the TRAN Committee to share
with you our concern about the foreseeable difficulties of co-financing of the Trans-
European Transport Network (TEN-T) that look like increasing in the context of the
policy and budgetary priorities for the European Union for the period 2007- 2013.

I need hardly remind you that the efficient transport of goods and persons is a prerequisite
for economic activity and growth and is the framework within which the European Union
functions as a market and as an economic and political entity. Technical interoperability,
market access and the making of a true Trans-European Transport Network are the three
interacting policy lines which make transport Europe's glue.

The Trans-European Transport Network defined by Decision 884/2004 is being
undertaken throughout the Union, where the quest for better European competitivity,
cohesion and transport sustainability is widening. The hope of seeing TEN-T - the most
powerful factor of European integration after the Euro - completed in the near future is
mobilizing considerable intellectual, financial and political energies. These expectations
cannot be frustrated. The credibility of the European Union is at stake.

Indeed as recently as the 18 January Federal Chancellor Schiissel, President-in-office of
the Council, told the Parliament's plenary session that the TEN-T must be realised and
pleaded for the Parliament's help in this regard: "Helfen wir mit, dass diese
Transeuropdischen Netze endlich einmal gelingen, alles andere ist Rhetorik" (Help us
with this, so that this Trans-European Network can, for once and for all, be successfully
completed, everything else is rhetoric).



As you know the European Council adopted its position on the Financial Perspective for
2007-2013 on 15/16 December 2005.

Examination of the Council's position confirms that it proposes a major and structural
reduction in European Union funding for TEN-T and - which is even worse -allows for
“due account to be taken of [only] some priority projects within the Trans-European
Network” (UK Presidency proposal, n. 10). Should this Council position be accepted, the
very notion of network would be disrupted, the TEN-T aims would no longer be
achievable, and the whole TEN-T programme downgraded to a random collection of
public works.

From a strictly financial point of view the Council's proposal would mean that real levels
of expenditure on TEN-T in our enlarged Union would actually be lower than in the
current period. It must be borne in mind that the initial Commission proposal was for
20.35 billion Euros for TEN-T. The compromise proposed under the Luxembourg
presidency in June 2005 was 12 billion Euros. The Council's agreement in December
further reduces the amount to an estimated 6 billion euros. This runs directly counter to
the stated objectives of all three institutions in the context of the both the White Paper on
Transport, the agreed objectives of the Lisbon Agenda, and the solemn assurance made to
the peoples of Europe with decision 884/2004. Nor is it compatible with strengthening
the Single Market or the realisation of our environmental targets.

Firstly it is necessary to underline that, if EU funding is reduced, Member States' share of
co-financing will have to increase to meet the commitment to complete these projects
given by the Member States and by the Council together with Commission and
Parliament. The Parliament's delegation in any trialogue negotiation on the Financial
Perspective should ask for this principle to be solemnly restated by all three European
institutions.

At the same time, as far as the EU co-financing is concerned, it is necessary, as a
minimum, to insist on a rebalancing of expenditure between the categories of the
Financial Perspective to mitigate the worst effects of the Council's proposal and salvage
at least all of the cross-border sections of the Trans-European Transport Network
programme. In this perspective it is useful to take into consideration the fact that the
Galileo programme is important not only for transport but is vital in securing the Union's
key position in the crucial Research and Development sector. SESAR (Single Sky Air
Traffic Management) and ERTMS (European Rail Traffic Management System) projects
are also very important from an R and D perspective.

The Commission's awaited proposal on the distribution of programmes between headings
in the Financial Perspective following the Council’s agreement should reflect this.
Concomitantly Parliament's delegation in any trialogue negotiation on the Financial
Perspective must insist that the Galileo project, SESAR and ERTMS be fully funded
from the "Research” rubrique under Heading 1A. Support for these projects represents at
least 1.85 billion Euros (from 1 billion Euros for Galileo, 600 million for ERTMS and
350 million Euros for SESAR). This sum thus made available under Transport must be
used for TEN-T projects.



TEN-T projects should also be supported by a flexible approach to combining funding
from the Cohesion and Structural Funds. Additionally a new European Investment Bank
‘nstrument which is part loan and part guarantee can function as leverage for funding
from other sources.

Completion of the TEN-T is crucially dependent on the European Union's ability heavily
+0 co-finance all cross-border sections of these projects. It is vital to maintain investment
in the cross-border sections of all projects. This is more important than attempting to
prioritise between projects. If this does not happen major projects risk being abandoned
not least because effective progress in construction phases from 2010 depends on
adequate commitment to invest from 2007.

The review of the Financial Perspective in 2008/9 will provide an opportunity to adjust
expenditure between headings to reflect progress realised and the EU's priorities. At that
point a further rebalancing between Transport and Research should be envisaged and an
explicit commitment to review this balance in the review in 2008/9 should be given now
by Council and the Commission.

I would be grateful if you could draw this to the urgent attention of all those who will be
involved either in preparing the distribution of funding within the Financial Perspective
or in the trialogue negotiations. I am copying this letter to Mr Schiissel, President-in-
office of the Council, to Mr Gorbach, Vice-Chancellor and Minister for Transport, to Mr
Barroso, President of the European Commission, Commissioner Barrot and the
rapporteur for the Committee on Budgets, Mr Boge.

Yours faithfully
( S
\/\”'é\/\_/
Paolo Costa

C.C./ Mr Bége - Committee on Budgets
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Mr Janusz LEWANDOWSKI
Chairman of the Committee on Budgets

Subject: Draft transfer C 1 - financial year 2006

Dear Mr Lewandowski,

In accordance with the provisions of Articles 24 and 43 of the Financial Regulation of 25 June
2002, please find attached a draft transfer.

I should be grateful if you would present this draft transfer to your committee, if possible at its
meeting on 2 February 2006.

The Bureau will be invited to examine this dossier at its meeting of 1 February 2006.

Yours sincerely,

Josep BORRELL FONTELLES

Anrex: Transfer



TRANSFER REQUEST C 1 FINANCIAL YEAR 2006

L. DESCRIPTION

Transfer of appropriations C1/2006

from: Chapter 101 "Contingency reserve': -€1637658
to: Article 402 "Contributions to European political parties": +€ 1637 658

Il. STATE OF APPROPRIATIONS: according to Finics as at 10/ 1/2006

Initial approps. . Approps. available o
L AR = transfers Commltments Payments made before proposed Amount of proposed| Approps. available after
entered into transfer proposed transfer
transfer
FROM
Chapter 101 "Contingency reserve”
13.175.813] 0] 0] 13.175.813 -1.637.658 11.538.155
TOTAL TO BE TRANSFERRED OUT -1.637.658
T0
Article 402 "Contributions to European political parties"
8.594.000| 0} 0] 8.594.000 +1.637.658 10.231.658
TOTAL TO BE TRANSFERRED IN +1.637.658
il. JUSTIFICATION
402 "Contributions to European political parties" +€1637 658

1. Based on the need for transparency and the necessary reinforcement of the democratic
accountability of the European Union, this item is intended to finance in accordance with the
Treaty establishing the European Community, and in particular Article 191 thereof, political
parties at European level which contribute to forming a European awareness and to expressing
the political will of the citizens of the Union. The amount allocated to the item in the 2006 tudget
1s € 8 594 000.

This proposal is intended to request the transfer of €1 637 658 to article 402 to enable the
Parliament to take into account the increased number of European-level political parties applying
for grants for 2006. The transfer would ensure that the parties would not receive reduced grants in

2006 compared with the previous year, which would be the case without this topping-up.

2. European-level political parties may receive financial support from the budget of the European
Parliament pursuant to Regulation (EC) 2004/2003 on the regulations governing political parties
at European level and the rules regarding their funding and the Bureau decision of 29 March
2004 laying down the procedures for implementing Regulation (EC) 2004/2003.

3. For the financial year 2005, eight parties having 591 Members in the EP were beneficiaries under

this budget item. The total appropriations for 2005 amounted to € 8 400 000. In accordance with
the distribution key as provided for in Art. 10 of Regulation (EC) 2004/2003, 15 % of the
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TRANSFER REQUEST C 1 FINANCIAL YEAR 2006

appropriations shall be distributed to the political parties in equal shares and 85 % in proportion
to the number of their elected Members in the European Parliament. For 2005, these provisions
led therefore to an amount of € 157 500 per party and € 12 081 per MEP. The sum of the two
rates is the maximum amount of the grant for each party, if all evaluation conditions are fulfilled
as well:

Total amount available Amount per party (8) Amount per MEP (591)
€ 8400 000 €157 500 €12 081

Amount for smallest party : € 217 906

4. For 2006, funding was established on the basis of the information available at the time the budget
was drawn up, namely 8 parties having 591 Members in the European Parliament. The
calculation of the parties for their grants was thus based on the following ratios:

[I Total amount available Amount per party (8) Amount per MEP (591)
[» € 8594 000 €161 138 : €12 360
Amount for smallest party : € 222 939

5. It became apparent only shortly before the application deadline of 15 November 2005 that 2 new
parties with 6 and 17 Members respectively had emerged and had applied for grants. In addition,
hetween the call for applications in June 2005 and the deadline of 15 November 2005 a number
of changes occurred in the composition of the pre-existing 8 parties, leading to a combined
increase of 12 members. Following this change in the party landscape, the grants for existing
parties would be reduced substantially owing to the altered distribution ratios if the total available
appropriations remain the same if all all applicants fulfil the evaluation criteria and are awarded a
grant. In general, the smaller the party, the higher would be the percentage decrease. The grants
for all the 8 pre-existing parties would fall in absolute terms as well; all parties would receive less
than in 2005:

[ Total amount available Amount per party (10) Amount per MEP (626)
[_ € 8 594 000 €128910 €11 669

Amount for smallest party : € 187 256

6. In order to provide the smallest party (represented by 5 MEPs) which received a grant in 2005 the
amount it has applied for on the basis of the party landscape at that time, while respecting the
distribution key described in Art. 10 of the Regulation (EC) 2004/2003, it would be necessary to
increase the appropriations by € 1 637 658:

Total amount Amount per party (10) Amount per MEP (626)
€10231658 € 153475 €13893

Amount for smallest party : € 222 939

7. 'The whole additional amount € 1 637 658 will not be spent, since all the parties have lodged their
applications based on the initial availabilities of € 8 594 000, and they can not receive more than

3/4



TRANSFER REQUEST C 1 FINANCIAL YEAR 2006

10.

11

Iv.

they request in their applications, even if funds are topped up now. Therefore, the pre-existing
parties would not receive increased funding. The amounts requested by the 10 parties amount to €
9 228 341. Therefore, a maximum of only € 634 341 would actually be spent from the additional
€ 1 637 658 requested. This is a consequence of the distribution key as defined in art. 10 of the
Regulation (EC) 2004/2003. However, the transfer of the whole amount of €1 637 658 is needed
in order not to violate the regulation in force which stipulates that the distribution of grants is
based on available appropriations.

The € 1 003 317 unspent would remain on the budget line until the Bureau has decided on the
funding applications pursuant to article 4 of the Bureau decision of 29 March 2004 laying down
the procedures for implementing Regulation (EC) 2004/2003. This amount may be used to
finance further transfer requests in the course of the year.

The necessary appropriations are available in chapter 101 "Contingency reserve".

In the circumstances, it is proposed that € 1637 658 be transferred from chapter 101
"Contingency reserve" to article 402 "Contributions to European political parties".

The Secretary-general will submit a note to the Members of the Bureau on "Amendments of the
decision of the Bureau of 29 March 2004 concerning the funding of political parties at European
level" asking that the Bureau inter alia "for 2006, agree with a budget transfer in favour of the
budget item 4020 amounting to € 1 637 658 in order to allow for the funding of the two new
political parties at European level, without diminishing the funding for the previously existing
parties." The Bureau is expected to examine this dossier on 1 February 2006.

REQUEST BY DELEGATED AUTHORISING OFFICER RECEIVING TRANSFER

Roger VANHAEREN

Signature :

Date: :
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