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Foreword

It is my pleasure to present the 2016 financial report
of the European Union. This report gives an overview
on the EU spending in 2016, a year full of achieve-
ments but also challenges for the European Union.
The European economy and labour market conditions
improved and unemployment in the EU went down. At
the same time, the European Union was confronted
with a considerable investment gap, youth unemploy-
ment, unprecedented security threats and migration
pressures resulting from the state of intense geopoliti-
cal uncertainty. In this context, the EU budget continued
striking the right balance between traditional policies
focusing on productive investment to support the economic recovery and job creation,
while increasing the share of new investment priorities, as well as putting in place
transparent instruments that ensure sufficient flexibility to act and react in a constant-
ly changing environment.

Less than a year and a half after its launch, the European Fund for Strategic
Investments (EFSI), the centrepiece of the investment plan for Europe, has already
delivered tangible results. Active in all 28 Member States this fund mobilised more than
EUR 236 billion of investments by the end of September 2017 (*), which is around two
thirds of the target of EUR 315 billion set for mid-2018, contributing to the economic
recovery.

In budgetary terms, the European Structural and Investment Funds (ESIF) and the com-
mon agricultural policy (CAP) remain the main investment instruments of the EU. The EU
budget spent EUR 57.4 billion in 2016 on farming and rural development and, despite
earlier delays in the start-up of the current multiannual financial framework (MFF),
EUR 37.8 billion was spent on the economic, social and territorial cohesion. The current
positive catching-up in implementation of the 2014-2020 cohesion programmes gives
confidence that the programmes will reach cruising speed in 2018 so that Member
States and their economies can fully benefit from these investments.

Boosting jobs, growth and investment remains the overarching priority for the EU
budget, as reflected in the expenditure linked to the youth employment initiative as
well as financial support to start-ups and small and medium-sized enterprises (SMEs).
A good example is the Loan Guarantee Facility under the competitiveness of enter-
prises and SMEs (COSME) programme which continued to be very successful in 2016,
also thanks to the additional risk-bearing capacity from EFSI. At the end of 2016, more
than 143 000 SMEs in 21 countries have already received financing of more than
EUR 5.5 billion with the support of the COSME programme.

The research and innovation programme Horizon 2020 is key for building an innova-
tion and knowledge-based economy and society within the EU. It succeeded in reaching

(*) EFSI dashboard: http://www.eib.org/efsi/
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49 000 participations and signed grant agreements for a total of EUR 20.5 billion. Over
21 % of all participations were from SMEs.

Following the declaration of Initial Services in 2016, the Galileo programme, setting
up Europe’s own global satellite navigation system, transitioned from the deployment
to the exploitation phase in 2016. The synergies between Galileo and Horizon
2020 programmes led to 13 innovations being brought to the market, five patents,
34 advanced prototypes, two products on the market and 223 published scientific
papers. The Global Navigation Satellite System market is expected to grow from 5.8
billion devices in use in 2017 to an estimated 8 billion by 2020.

The Connecting Europe Facility (CEF) for transport with its objective to facilitate in-
frastructure project access to financing in the sectors of transport, telecommunications
and energy contributed to the 64-km-long Brenner Base Tunnel which will be the long-
est high-capacity rail tunnel in the world. The CEF Debt Instrument offers risk-sharing
for debt financing in the form of senior and subordinated debt or guarantee as well as
support for project bonds.

In 2016 the European response to new challenges emerging from the shifting geo-
political situation continued. The EU budget provided support to Member States in
properly managing migration flows, addressing the root causes of migration and
safeguarding the Schengen area. The implementation of Member States’ national pro-
grammes under the Asylum, Migration and Integration Fund (AMIF) and the Internal
Security Fund (ISF) gathered pace in 2016.

The Commission also established the Facility for Refugees in Turkey which be-
came operational on 17 February 2016 and for which EUR 630 million of Member
State contributions were received in 2016. This enabled the Commission, among other
initiatives, to launch an innovative programme called the Emergency Social Safety
Net (ESSN), aiming at assisting up to 1 million of the most vulnerable refugees in
Turkey with regular cash allocations. This is an example of an increasing use of as-
sistance from the EU budget as an efficient and effective way of getting aid to people
in emergency situations.

In June 2016, the Commission proposed a new partnership framework with non-EU
(third) countries under the European agenda on migration. The framework is a Europe-
an approach to deepening cooperation with countries of origin, transit and destination
of migratory flows. It is supported by most of the ‘Global Europe’ programmes of the
budget, and also by the relevant EU trust funds, in particular the trust fund for Syria.
Adequate funding for the partnership framework is essential to be able to intensify
cooperation with the priority partner countries and continue the efforts on the central
Mediterranean migration route.

Other global challenges, such as addressing climate change, continued to be
a priority of the EU budget. In 2016 the total contribution to taking climate into
account in all EU policies (mainstreaming) was estimated at 20.9 %, in line with the
target set for the current multiannual financial framework (MFF) period 2014-2020.

The Commission has launched a debate on the future and priorities of an EU with 27
Member States. We will continue working together to build a more prosperous, com-
petitive and secure future.

Giinther H. Oettinger
European Commissioner for Budget and Human Resources, European Commission
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Key achievements of
the EU budget

Growth, jobs, education and skills

» EUR 236 billion (*) in expected investments in all 28 Member States was mobilised
by the European Fund for Strategic Investments (EFSI) in 2 years; this is two thirds of
the targeted EUR 315 billion by mid-2018.

» More than 140 000 SMEs in 21 countries were supported with EUR 5.5 billion in
loans from the COSME programme for small and medium-sized enterprises (SMEs)
by the end of 2016.

» Some 235 000 people were back in employment, 180 000 gained qualification and
100 000 received education or training by the end of 2015 thanks to the European
Social Fund (ESF) and the youth employment initiative.

» A total of 1.2 million jobs were created with the support of the European Regional De-
velopment Fund (ERDF) and the Cohesion Fund. Of the people included in ESF actions,
9.4 million gained employment by the end of 2014 according to provisional analysis.

» An additional 4 % gross domestic product (GDP) growth estimated in 2015 for the
EU-12 as a result of the cohesion policy and rural development fund investments in
2007-2013.

» Over 570 000 Europeans participated in youth exchanges and other learmning opportuni-
ties abroad thanks to Erasmus+ in 2016. Erasmus+ students proved to be more success-
ful than their peers in achieving management positions within 10 years of graduation.

() Figures for September 2017.

110304 — na3aydelboloud @
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» The Nobel Prize in Chemistry was awarded to three scientists who have been receiv-
ing EU funding from the framework programme (FP) for research.

» The first European Galileo-enabled smartphone and a number of Galileo-ready de-
vices and applications are already on the market. The launch of Galileo Initial Ser-
vices in 2016 has made it possible for chipset and receiver manufacturers to use
Galileo signals and expand their activities.

» The world-longest (64 km) rail tunnel, Brenner Base, is among the 450 transport
projects supported by the Connecting Europe Facility (CEF).

» In the field of energy 75 projects, such as the 140-km electricity line in Bulgaria or the
Balticconnector gas pipeline between Estonia and Finland, help to eliminate bottlenecks.

» More than EUR 60 million was invested in 120 digital infrastructure projects, al-
lowing citizens, businesses and public administrations to benefit from cross-border
online services such as e-health, online dispute resolution and e-delivery.

» Around 7 million farmers were supported with direct payments in 2016, with
EUR 150 million made available to compensate for milk crises. EU agri-food exports
reached a new record level of EUR 130 billion, more than 1.5 % higher than in 2015.

A European response to global challenges

» Some 174 500 lives were saved in the central Mediterranean alone with the joint
efforts of EU Member States and the newly established European Border and Coast
Guard Agency (Frontex).

» Hotspots with 7 450 places in Greece and 1 600 places in Italy were created with the
support from the Internal Security Fund (ISF) and the Asylum, Migration and Integration
Fund (AMIF). Out of 38 000 returned people, 70 % joined voluntary return programmes.

» Thanks to initial support from the Facility for Refugees in Turkey, 60 000 children
received educational material and more than 10 000 received psychosacial and
social aid.

» Over 35 000 people were sheltered and more than 400 unaccompanied children
were protected in safe spaces in Greece thanks to the new Emergency Support In-
strument (ESI) within the EU.

» Moare than 45 000 people have received financial support from the European Glo-
balisation Adjustment Fund (EGF) since 2014.

» Around EUR 2 billion in humanitarian aid was provided to over 120 million vulnerable
people in more than 80 countries, including those most affected by the Syrian crisis
such as Syria, Lebanon, Jordan, Turkey and Greece.

» More than EUR 200 million in assistance for 19 disaster-stricken regions has been
provided by the Solidarity Fund since 2014 with EUR 2 million in support for Greece,
following the earthquake in the lonian Islands and more than EUR 30 million for
Germany after the floods in Bavaria.

» Of the EU budget 2016, 21 % was devoted to fighting climate change.

Source: 2016 annual management and performance report for the EU budget, programme statements accompanying the
draft general budget of the EU for 2018 and other European Commission sources.
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Multiannual financial
framework

The overarching objectives and principles that guide the EU and the institutions are set
out in the treaties. To attain its objectives and carry out its policies, the EU provides
itself with the necessary financial means. The Commission is responsible for imple-
menting the EU budget in cooperation with the Member States and in accordance with
the principle of sound financial management.

Since 1988, EU leaders have agreed on long-term spending plans — now known as
MFFs — that provide a stable basis for appropriate planning and implementation of
programmes throughout a period of at least 5, and usually 7, years. The MFF allows
the EU to complement national budgets by funding policies with an added European
value. The current MFF was adopted for the 2014-2020 period.

Ceilings — maximum annual amounts

The MFF lays down the maximum annual amounts (ceilings) which the EU may spend
in different categories of expenditure (headings).

These ceilings set limits for commitments appropriations for each category of ex-
penses (legal pledges to provide finances) and overall payment appropriations (actual
money to be paid from the EU budget to beneficiaries) for each of the 7 years. Total
annual ceilings are expressed in millions of euros (million EUR) and as a percentage of
EU gross national income (GNI).

For future budgetary years this percentage is updated every year on the basis of the
latest available GNI forecasts.

Headings — categories of expenditure

For the period 2014-2020, the MFF sets a maximum amount (*) of EUR 1 083 bil-
lion (%) for commitment appropriations and EUR 1 024 billion () for payment appro-
priations (in current prices).

The 2014-2020 MFF is divided into five headings corresponding to different areas of
EU activities.

(*) Relevant figures for EU budget 2016 (before the technical adjustment for 2018).
(%) EUR 1 087 billion in figures adjusted for 2018 and following years.
(*) EUR 1 026 billion in figures adjusted for 2018 and following years.
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1. Smart and inclusive growth:

(@) competitiveness for growth and jobs includes research and innovation;
education and training; trans-European networks in energy, transport and tel-
ecommunications; development of enterprises, etc,

(b) economic, social and territorial cohesion covers regional policy which
aims at helping the least-developed EU Member States and regions to catch
up with the rest, strengthening all regions’ competitiveness and developing
inter-regional cooperation.

2. Sustainable growth: natural resources includes the common agricultural poli-
cy (CAP), the common fisheries policy, rural development and environmental measures.

3. Security and citizenship includes justice and home affairs, border protection, im-
migration and asylum policy, public health, consumer protection, culture, youth, in-
formation and dialogue with citizens.

4. Global Europe covers all external action (foreign policy) by the EU such as devel-
opment assistance or humanitarian aid with the exception of the European Devel-
opment Fund (EDF) which provides aid for development cooperation with African,
Caribbean and Pacific countries as well as overseas countries and territories. As it

Competitiveness for growth and jobs
dudl EUR1421
W Education
W Energy
W Industry and small and medium-sized enterprises
B Networks and technology
M Research and innovation
W Transport
M Others

Economic, social
and territorial cohesion
EUR 371.4

Research and innovation
Information and communications technology

. ) _ Administrati
Small and medium-sized enterprises ministration

&

EEEEEEEN **

EUR 69.6
Low-carbon economy
Climate change and risk
Environment and resource efficiency @
Transport and energy =" glljori)ngE;rope
Employment . :
Social inclusion Development and international cooperation

Humanitarian aid
Neighbourhood and enlargement
Foreign policy instruments
Others

Vocational training
Other

Security and citizenship
EUR 17.7

M Migration and home affairs
M Health and food safety
Sustainable growth: natural resources W Culture
EUR 420 W Justice
Others

B Agriculture

M Rural development
Fisheries
Environment and others

Note: Commitments; adjusted for 2018
Source: European Commission
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is not funded from the EU budget but from direct contributions from EU Member
States, the EDF does not fall under the MFF ceilings.

5. Administration covers the administrative expenditure of all the European institu-
tions, pensions and European Schools.

Flexibility and special instruments

The MFF provides for some flexibility to mobilise the funds necessary to react to un-
foreseen events.

» The Emergency Aid Reserve (EAR) finances humanitarian, civilian crisis manage-
ment and protection operations in non-EU countries.

» The Solidarity Fund releases emergency financial aid following a major disaster in
a Member State or candidate country.

» The Flexibility Instrument can provide additional funding for a given year for clearly
identified expenses that cannot be covered by the EU budget without exceeding the
ceilings. The European Globalisation Adjustment Fund helps workers reintegrate
into the labour market after they have been made redundant.

New flexibility measures have been introduced in the 2014-2020 MFF such as the
global margin for commitments (the difference between the final adopted budget
and the ceiling of a given year), the global margin for payments (the difference
between the executed payments and the payment ceilings of a given year) and the
contingency margin. The latter is a last-resort instrument to react to unforeseen
circumstances and amounts to a maximum of 0.03 % of the EU’s GNI every year. If
mobilised, the same amount has to be offset against the margins in one or more MFF
headings for the current or future financial years so that the overall amount of the MFF
remains unchanged.

Over the years, the scope of some special instruments, such as the Emergency Aid Re-
serve (EAR) has been broadened, the maximum allocation increased and the carrying
over of unused amounts to the following year(s) has been allowed.

Multiannual financial framework revision

The MFF can be revised in the event of unforeseen circumstances. The framework may
also be revised if new rules or programmes managed by Member States (mainly in the ar-
eas of cohesion and agricultural policy) are adopted after the adoption of a specific MFF.

As a result of the agreement on relevant legal acts in 2014, during the first year of
the new MFF, a significant number of programmes could not be adopted. Therefore
EUR 21 billion had to be transferred to 2015, 2016 and 2017 by means of a revision of
the MFF (}). In total EUR 4.5 billion was transferred to 2015, of which EUR 4.3 billion in
heading 2 (Sustainable growth: natural resources) and EUR 0.2 billion in heading 3 (Se-
curity and citizenship).

() Council Regulation (EU, Euratom) 2015/623 of 21 April 2015 amending Regulation (EU, Euratom) No 1311/2013 lay-
ing down the multiannual financial framework for the years 2014-2020 (0J L 103, 22.4.2015, p. 1).
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Multiannual financial framework midterm review

The EU revised its multiannual framework for 2014-2020 in the midterm review (MTR)
to meet new priorities. After the agreement by the Council and the consent of the Eu-
ropean Parliament the new MFF regulation entered into force on 14 July 2017.

The revised MFF increased the resources earmarked for the EU's main priorities by
EUR 6 billion for the years 2017-2020. The European Union can devote more resources
to help boost jobs and growth and to address the migration crisis. It has also strength-
ened its capacity to react to unexpected events.

Multiannual financial framework technical adjustment
For the 2014-2020 MFF, a fixed deflator of 2 % per year was applied for the whole
period to express the ceilings in current prices.

The Commission makes a technical adjustment to the financial framework each year
to take account of the changes in EU GNI based on the latest economic forecasts

available.

The technical adjustment for 2016 was published in June 2015.
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The budgetary
procedure

Every year the European Commission prepares a draft EU budget respecting the annual
ceilings set by the multiannual framework and following the priorities of the EU leaders
for the coming year.

The annual budget is usually below the MFF ceilings in order to provide for some mar-
gin to cope with unforeseen needs.

Commission’s draft budget

The Commission proposed on 27 May 2015 a 2016 EU budget of EUR 153.5 billion
in commitment appropriations and EUR 143.5 billion in payment appropriations. The
budget proposal aimed at boosting innovation, creating jobs and helping convergence
among Member States and regions, as well as at dealing more effectively with migra-
tion and further strengthening the role of the EU as a global player.

On 26 June 2015, the Commission amended the 2016 draft EU budget to reflect the
political agreement on EFSI reached between the European Parliament and the Coun-
cil. The overall level for payments in the draft 2016 budget remained unchanged, while
commitments were increased by EUR 303 million.

Council’s and Parliament’s positions

The Council agreed on its position by unanimity on 9 July 2015 and adopted it by
a written procedure on 4 September 2015. The Council proposed to increase the mar-
gins and cut commitments by EUR 0.56 billion and payments by EUR 1.4 billion, with
cuts on all parts of the budget but most particularly in headings 1a (Competitiveness
for growth and jobs) and 4 (Global Europe).

On 14 October 2015, before the adoption of the position of the European Parliament,
the Commission presented Amending letter No 2 which included measures to ad-
dress the refugee crisis and the problems in the dairy sector. The net effect was to
increase the draft budget by EUR 1 070.6 million in commitment appropriations and
EUR 914.5 million in payment appropriations.

The European Parliament adopted its position on 28 October 2015. Its position largely
restored the amounts proposed in the Commission’s draft budget and amending let-
ter. The Parliament proposed increases for EUR 3.6 billion in commitments, notably
to restore the originally planned allocations for Horizon 2020 and the CEF which had
previously been lowered to ensure necessary resources for the EFSI. The European Par-
liament also restored most of the payment cuts introduced by the Council, and went
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further to reach an overall level of EUR 146.5 billion, EUR 2.9 billion above the Com-
mission’s position and EUR 1.3 billion above the payment ceiling for 2016.

The European Parliament and the Council then engaged in a negotiation process
(known as conciliation) in order to find a compromise so that the EU budget could be
adopted before the end of the year. During preparatory meetings in November, both
institutions expressed their support for Amending letter No 2, but differed over how to
finance the priorities of youth employment and boosting competitiveness. The Com-
mission presented three compromise proposals which took into account some of the
Parliament’s requests, reinforcing measures to promote jobs and growth, and the EU
as a global player.

Adopted budget

An agreement was found on 13 November 2015 and the 2016 EU budget was
adopted by the Council and the European Parliament on 24 and 25 November 2015
respectively.

In the adopted 2016 budget, the overall level of commitment appropriations was set
at EUR 155 billion. The overall level of payment appropriations in the 2016 budget was
set at EUR 143.9 billion.

Key features of the 2016 voted budget

» EUR 69.8 billion in commitments (nearly half of the annual budget) to stimulate
growth, employment and competitiveness.

» EUR 2 billion in commitments and EUR 500 million in payments to unlock EUR 315 bil-
lion of investments for Europe with the guarantees from the EFSI.

» EUR 10 billion in payments (11.6 % more than in 2015) to invest in research and
innovation mainly through the Horizon 2020 programme.

» EUR 1.8 billion in payments (30 % more than in 2015) to enable young people to
work and study across the EU through Erasmus+, the European programme for edu-
cation, training, youth and sport.

» More than EUR 4 billion to address the refugee crisis both in the EU and in the coun-
tries where refugees are coming from.

» EUR 9.2 billion to respond to developments in Europe’s neighbourhood and beyond,
supporting the EU’s capacity to respond to external crises, such as those in Ukraine
and Syria, and providing humanitarian help to those in need.
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EU budget adoption procedure

The Member States in the

Council examine the draft and
express an opinion

4

Negotiations

The European Parliament
examines the draft and
expresses an opinion

The Commission

Agreement reached * Annual budget approved

proposes a draft budget

From the draft budget to the agreed initial budget for 2016 (million EUR)
Commitments

million EUR
Description Final budget MFF Draft (ou.nfil’s Parlia.m.ent’s Voted Difference

2015 ceiling budget position position  budget 2016

m )] ®3) (4) (5) (9) 9)/(1)=(10)

1a Competitiveness for growth and jobs 17552 18467 18926 18781 20327 19010 83%
Margin 84 229 1317 0

1b Economic, social and territorial cohesion 60403 50837 50822 50819 51304 50831 -158%
Margin (after the use of flexibility instrument) 15 18 —467 6

2 Sustainable growth: natural resources 63877 64262 62616 62904 63615 62 484 -22%
Margin 1646 1358 647 1778

3 Security and itizenship 2522 2546 4050 2645 3601 4052 60.7 %
Margin 0 0 -937 0

4 Global Europe 87N 9143 9032 8718 9143 9167 52%
Margin 11 425 0 0

5 Administration 8660 9483 8933 8878 8913 8935 32%
Margin 550 605 570 548

Total commitment appropriations 161725 154738 154378 152744 156 903 154 480 -4.5%
Margin 2406 2636 — 1498 2331

Special instruments 548 525 525 525 525 -43%

Grand total 162273 154903 153 269 157 427 155 004 -4.5%

Final budget 2075 without carryover. Administration comprises expenditure of all EU institutions.
Draft budget: includes amending letter No 1/2016 and amending letter No 2/2016

The voted commitment appropriations represented 1.05 % of GNI.
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From the draft budget to the agreed initial budget for 2016 (million EUR)
Payments

million EUR
Description Flnazl(l)):l : get Draft budget f:;g:::: Pa;l(l):ir::z:t's Votegol;%dget Difference

m @) ) () 9 (9)/(1)=(10)

Ta  Competitiveness for growth and jobs 15729 17523 17083 18010 17418 10.7 %

b Economic, social and territorial cohesion 51125 49060 48 840 50224 48 844 —45%

2 Sustainable growth: natural resources 55979 55378 55615 56386 55121 -15%

3 Security and citizenship 1927 3018 2225 2846 3022 56.8 %

4 Global Europe 7478 10154 9089 9672 10156 35.8%

5 Administration 8659 8934 8879 8913 8935 32%

Total payment appropriations 140 896 144 067 141731 146 050 143 496 1.8%
Margin (after the use of flexibility instrument) 1427 2954 —-1320 2022

Spedial instruments 385 389 389 409 389 12%

Grand total 141 280 144 456 142120 146 459 143 885 1.8%

Final budget 2015: without carryover. Administration comprises expenditure of all EU institutions.
Draft budget: includes amending letter No 1/2016 and amending letter No 2/2016

The voted payment appropriations represented 0.98 % of GNI.
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Budget management

Budget management modes

Once the budget is adopted, it is implemented either:

» directly by the Commission (at headquarters or in EU delegations to non-EU coun-
tries) and other EU bodies such as executive agencies (‘direct management’);

» indirectly by other international organisations or non-EU countries (‘indirect
management’);

» by both the Commission and Member States (‘shared management’).

Three quarters (*) of the EU budget expenditure is managed by Member States under
shared management in areas such as agriculture, cohesion policy, growth and em-
ployment. However, ultimate responsibility for implementing the budget lies with the
European Commission.

The EU budget lifecycle

» The cycle has three major steps:
» preparation (year N-1),
» implementation (year N)
» reporting (year N+1).

Draft budget » The annual budget is an inherent part of

(April) policy decisions: spending is driven by
policies. For this reason, appropriations and
human resources in the budget are
organised by 34 ‘policy areas’.

Source: Directorate-General (DG) for Budget

(!) 2016 annual management and performance report for the EU budget.
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Once a new year has started, the Commission may propose to modify the budget to
respond to changing conditions. Usually this is done either through transfers (money
from the reserves added to the budget or transfers between the lines () of a chapter or
between budget headings) or through amending budgets (amendments to the adopted
budget of a given year, for example in order to mobilise assistance from the European
Solidarity Fund).

Similar procedures to those used for adopting the budget apply to the adoption of
subsequent amendments to the budget. A budget of a given year can thus only be
considered as final once the year in question has ended and all its changes have been
adopted by the European Parliament and the Council. These changes therefore are the
reflection, at the end of the financial year, of active budget management.

The following can cause changes in the annual budget of the financial year.

» Carry-overs are amounts from the previous year's budget that have not been used
and that are therefore carried forward to the current financial year. The Commission’s
decision on carry-overs was taken on 11 February 2016.

» Amending budgets take into account political, economic or administrative needs
which could not have been foreseen at the point at which the budget was prepared
and adopted. They ensure more precise and economical financing of the EU budget
by the Member States. Six amending budgets were adopted in 2016 (see table).

Summary table of amending budgets in 2016 (million EUR)

Amending A
Parliament date Main subject Official Journal
budget ’
of adoption
12016 315 CreaFe the budget structure fot th.e proposed new instrument to 0JL 19003152016
provide emergency support within the European Union
2/2016 159 Surplus 2015 0JL 248 0f 15.9.2016
3/2016 306 Security of the institutions 0J13430f 16.12.2016

Update of appropriations to reflect the latest developments on
migration and security issues, reduction of payment and commitment
4/2016 01.12 appropriations as a result of the global transfer, extension of EFS|, 0JL520f 28.2.2017
modification of the staff establishment plan of Frontex and update of
revenue appropriations (own resources)

52016 01.12 Implementation of the new own resources decision (No 2014/335/EU) ~ 0JL520f28.2.2017
P e 0JL500f28.2.2017
6/2016 01.12 Mobilisation of the European Union Solidarity Fund (EUSF) OIL520f28.2.2017

Total without reserves
Reserves

(!) The Commission budget is structured via titles, chapters, articles and items.

Impacton Impact on

commitment payment
appropriations  appropriations

85 73
2292 —71267.6
315 315
269.2 -72434
-38 -6.7
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Transfers

Transfers between budget items () are by definition neutral in their effect on the over-
all budget. They may increase the amount of appropriations available in operational
budget lines when reserves are mobilised.

Decisions relating to transfers are generally made by the European Parliament and
the Council, but institutions are allowed to carry out internal transfers under specified
conditions.

Changes in payment appropriations by heading in 2016 (million EUR)

c Initial Carry-over Amending
budget from 2015 budgets
1a. Competitiveness 17418 103 -16
1b. Cohesion 48 844 15 -6956
2. Natural resources 55121 430 —148
3. Security and itizenship 3022 9 0
4. Global Europe 10156 33 0
5. Administration 8935 756 16
Subtotal 143 496 1345 —-7104
9. Special instruments 389 1 -139
Grand total 143 885 1345 -7243

Figures without unmobilised reserves

From an accounting point of view, the budget outturn is, in general terms, the difference
between total revenue and total expenditure, a positive difference thus indicating
a surplus. Payments cannot exceed receipts. Of the EUR 138 billion available, EUR bil-
lion 131.4 (almost 95 %), has been used (?).

Following several years of constrained payment appropriations and accumulation of
unpaid claims (mostly in cohesion), the abnormal backlog was fully phased out in
2016, in line with the payment plan agreed with the Parliament and the Council in
2015. The Commission had already identified the risk of under-implementation of pay-
ment appropriations for cohesion in March 2016 and increased its surplus estimates
considerably in September, following Member States’ updated forecasts from July. In
addition, the Commission took into account the delays in designating national authori-
ties, the implementation pace on the ground and the average forecast implementation
rate for previous programming periods. It then proposed Amending budget 4/2016
to decrease the level of payment appropriations by EUR 7.3 billion, mostly in budget
lines under heading 1b (Economic, social and territorial cohesion). The level of payable
claims actually submitted by the end of the year by Member States for 2014-2020
programmes proved to be an unprecedented EUR 8 billion lower than the forecast, with
26 Member States submitting claims below their forecast.

(!) The Commission budget is structured via titles, chapters, articles and items.
(%) The voted budget for payment appropriations was subsequently reduced by amending budgets.

Transfers
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Active budget management 2000-2016 (million EUR)
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Financial requlation

The financial regulation applicable to the general budget, complemented by its rules
of application is a central act in the regulatory architecture of the EU’s finances setting
out EU financial rules. It provides the general principles governing the EU budget. It was
last amended in 2015 (*) to be aligned with the procurement directives and to intro-
duce the early detection and exclusion system (EDES) — a system designed to protect
the EU’s financial interests against unreliable economic operators.

As part of the midterm review of the MFF, the Commission proposed on 14 Septem-
ber 2016 a significant review of the financial requlation and 15 other sectorial regula-
tions (omnibus) in order to improve the implementation of the EU budget in two main
objectives: simplification and flexibility. A political agreement is expected in autumn
2017 so as to allow that the new rules enter into effect as of 1 January 2018.

The revision would significantly facilitate the use of simpler procedures. It would re-
duce the burden for beneficiaries and implementing authorities via the alignment and
streamlining of reporting requirements, the transition towards a single audit frame-
work, the cross-reliance on assessments and the increased use of lump sums. Finally,
the reform would allow for a more efficient combination of existing programmes, man-
agement modes and instruments as well as the use of a single set of rules

The financial regulation will be easier to read and 25 % shorter than at present.

() Regulation (EU, Euratom) 2015/1929 of the European Parliament and of the Council of 28 October 2015 amending
Regulation (EU, Euratom) No 966/2012 on the financial rules applicable to the general budget of the Union (OJ L 286,
30.10.2015, p. 1).

2013

2014
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Accounting framework

The EU is accountable to its citizens via their representatives in the European Parlia-
ment and the Council for the money invested in the EU programmes. As a steward of
the EU budget, the European Commission has a duty to report on how it has carried out
this responsibility. The annual accounts document is key with regard to this transpar-
ency and accountability obligation.

The EU accounts are prepared according to the highest standards, the International
Public Sector Accounting Standards (IPSAS), ensuring that the accounts provide rel-
evant, reliable, comparable and understandable financial information for citizens.

Annual accounts

The accounts provide information on the financial position (the balance sheet) of the
EU with detailed explanations of assets, liabilities, financial commitments and obliga-
tions of the EU. They also show how the EU budget was implemented during the year.

To clearly present this important information, the accounts comprise two main
elements:

» consolidated financial statements that show the EU’s assets and liabilities and the
revenues and expenses of the period;

» budget implementation reports.

The annual accounts are audited by the EU’s external auditor, the European Court of
Auditors, which gives its opinion both in a public report and directly to the European
Parliament and the Council, thus making the accounts available to citizens. For 10 years
in a row the EU has received a clean opinion on the reliability of the accounts.

Treasury management

Own resources, the main source of EU revenue, are credited twice a month to the ac-
counts held with Member States’ treasuries or central banks. From there, the Commis-
sion transfers the necessary funds to its accounts with commercial banks, from which
payments are made to EU beneficiaries. However, the Commission only transfers the
funds needed to carry out its daily payments (the ‘just in time’ principle).

Member States make their contributions to the budget in their national currencies,
while most of the Commission’s payments are denominated in euro. The Commission
therefore needs to make foreign exchange transactions in order to convert contribu-
tions from Member States which have not yet adopted the euro and to be able to make
payments in non-EU currencies.

In 2016, 0.2 % of more than 2.5 million payments made were executed through treas-
uries and central banks, representing 62 % of the total amount paid (EUR 141.6 bil-
lion). The remaining 99.8 % of payments were made through commercial banks (rep-
resenting 38 % of the total amount paid). The Commission’s funds are mainly kept in
accounts held with Member States’ treasuries and with central banks.
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Control of the
EU budget

Efficient financial management and control systems

In order to maintain the highest standards in financial management, the Commission is
consistently improving its rules and procedures, organisational fitness and agility. The
aim is to further increase the efficiency and lower administrative burden, review the
cost of checks/audits (controls) and shorten the time to grant and pay beneficiaries.

The Commission’s persistent efforts in cooperation with Member States to improve
financial management of programmes and to keep the error level below 2 % (materi-
ality threshold) have led to declining levels of errors over the past years.

The Commission estimates the levels of error that would remain at the end of the
programmes after implementing all corrective mechanisms (amount at risk at closure).
This approach reflects the multiannual nature of the programmes and the check/au-
dit cycle which covers more than just the year of funding and implementation of the
projects. For the 2016 expenditure the amount at risk at closure is estimated to be
between 0.7 % and 1.1 % of the expenditure.

Protecting the EU budget

The Commission gives the highest priority to ensuring that the EU budget is well man-
aged and that all the necessary measures are in place to protect taxpayers’ money.
There are different types of safeguards in place to prevent, detect and rectify incorrect
expenditure.

» Preventive measures include control before payments, interruptions and suspen-
sions of payments.

» Corrective measures are being used when preventive measures have not been ef-
fective. They concern primarily financial corrections and recoveries from recipients of
EU funds. EUR 3.4 billion of financial corrections and recoveries were implemented
in 2016. For more information, see Annex 4.



FINANCIAL REPORT

The budgetary discharge procedure

Every year the European Parliament, after a recommendation by the Council, decides
on whether to give its final approval, known as discharge, for the way the Commis-
sion has implemented the EU budget. This procedure ensures full accountability and
transparency and when granted, the discharge leads to the formal closure of the ac-
counts for a given year. When deciding to grant, postpone or refuse a discharge, the
Parliament takes into account the integrated financial reporting package prepared by
the Commission along with the European Court of Auditors’ annual report on how the
budget has been invested and other reports published by the Court.

The integrated financial report package comprises the following documents.

» The 2016 annual management and performance report for the EU budget: the re-
port provides an overview of the performance, management and protection of the
EU budget. It explains how the EU budget supports the EU political priorities and
describes both the results achieved and the role of the Commission in ensuring the
highest standards of financial management.

» Consolidated annual accounts of the European Union 2016: they contain financial
information on the activities of the year, the assets and liabilities, the revenue and
expenditure of the institutions, agencies and other bodies of the EU. They are pro-
duced in accordance with the IPSAS.

» Report from the Commission to the European Parliament and the Council on the
follow-up to the discharge for the 2015 financial year: the Commission reports on
its follow-up to the requests made by the Parliament and the Council during the
discharge procedure.

The European Court of Auditors examines:
» the reliability of accounts;

» whether all revenue has been received and all expenditure incurred in a lawful and
regular manner;

» whether the financial management has been sound.

During the discharge procedure, relevant Commissioners reply to written questions
from the Committee on Budgetary Control in the European Parliament and appear
before its members for an exchange of views (hearings) about the EU budget in their
respective policy areas. The Commission is obliged to report on its follow-up to the
requests made by the Parliament and the Council during the discharge procedure. They
cover wide-ranging topics and help the Commission further improve the way it man-
ages and implements the EU budget. They also form a part of the overall discussion/
evaluation (reflection) process to prepare the next MFF.

The European Parliament will decide on the discharge for the 2016 budget in May 2018.
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Revenue

According to the equilibrium principle the total budgeted EU revenue must equal the
total budgeted EU expenditure. When determining Member States’ own resource con-
tributions the starting point is the total amount of authorised expenditure.

A small part of this amount is covered by other revenue (taxes levied on the salaries
of EU staff, interest on late payments and fines, contributions from non-EU countries
to certain programmes, etc.). The remainder is mostly financed by Member States’ own
resource contributions which account for around 92 % of all revenue.

Whereas the EU budget must always be in balance, at the end of the year there can
sometimes be a positive difference (surplus) in comparison to the budget estimates.

In 2016, the EU had own resources of EUR 132.2 billion and other revenue of 1.4 bil-
lion. The surplus carried over from 2015 was EUR 10. 6 billion.

Own resources

The bulk of the EU funding comes from own resources: funds that Member States
make available in advance to the EU but which are collected on behalf of the EU by the
Member States. Own resources can be divided into the following categories.

Evolution of EU revenue over the last 60 years

Development of own resources
% of GNI

29

12— ———— -

0htr———————————————— ———— - A :

08%ft-—————— —— — —— — — — -

06%t+———————"

VAT-based own resources

04% 4= — — — — — —

02% {3 —— — — —-

Financial Sugar levies and customs duties (TOR)
contributions
0.0 % A

1958 1963 1968 1973 1978 1983 1988 1993 1998 2003

* Until 2016 the figures correspond to the executed budget.
Source: European Union, Reflection paper on the future of EU finances, 2017.

Other revenue

2008

2013

2018



30 FINANCIAL REPORT

» Traditional own resources (TOR), including customs duties and sugar levies.
» A participation in the national collection of value added tax (VAT own resource).

» The GNI own resource, which serves as the balancing resource: it finances all spending
not covered by other sources of revenue so that revenue and expenditure are always
in balance.

The total amount of own resources cannot exceed 1.20 % of EU GNI based on the statisti-
cal reporting system of the European system of integrated economic accounts (ESA) 2010.

The key for determining the own resources is the own resources decision. The current
one (}) was agreed on 26 May 2014 and, ratified by all Member States, entered into
force on 1 October 2016 with retroactive effect from 1 January 2014.

Traditional own resources (customs duties and sugar
levies)

TOR are levied on economic operators and collected by Member States on behalf of
the EU. These payments accrue directly to the EU budget after a 20 % deduction that
Member States retain as collection costs. Customs duties are levied on imports of ag-
ricultural and non-agricultural products from non-EU countries, at rates based on the
Common Customs Tariff (CCT).

In 2016, the EU’s revenue from customs duties was EUR 19 961 million (13.85 %
of its total revenue). A production charge paid by sugar producers brought revenue
of EUR 133 million. Total revenue from TOR (customs duties and sugar levies) was
EUR 20 094 million (13.95 % of the EU’s budget total revenue).

Value added tax own resource

The VAT bases of all Member States are first harmonised in accordance with EU rules.
They are then capped at 50 % of the GNI base (in order to remedy the regressive
aspects of the VAT-based resource). Finally, a uniform rate of 0.3 % is levied on each
Member State’s harmonised VAT base, with the exception of Germany, the Netherlands
and Sweden which benefit from the reduced call rate of 0.15 %.

In 2016, four Member States saw their VAT contribution reduced thanks to this 50 %
cap (Croatia, Cyprus, Luxembourg and Malta).

The EU’s total revenue from the VAT own resource was EUR 15 895 million (11 % of
total revenue) in 2016.

Gross national income own resource

The GNI own resource balances budget revenue and expenditure, i.e. to finance the
part of the budget not covered by other revenue. The amount of the GNI own resource
needed therefore depends on the difference between total expenditure and the sum
of all other revenues.

(*) Council Decision 2014/335/EU, Euratom of 26 May 2014 on the system of own resources of the European Union (0J
L 168,7.6.2014, p. 105).
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The same percentage is levied on each Member States’ GNI, established in accordance
with EU rules. The rate is fixed as part of the budgetary procedure. In 2016, Denmark,
the Netherlands, Austria and Sweden benefited fr