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TABLE 1: BUDGET OUTTURN 2005

114,214,258.00

106,976,423,690.19

107,090,637,948.19

EUR

Revenue for the 103,511,946,247.35
-| financial year

Payments against 2005 (109,322,504.07) | (103,438,913,336.24) | (103,548,235,840.31) | (99,195,366,915.32)

appropriations

Payment appropriations 0.00 (2,686,900,905.51) (2,686,900,905.51) | (2,829,903,395.29)

carried over to 2006

EFTA payment (91,242.32) 0.00 (91,242.32) (338,136.00)

appropriations carried

over from 2004

Cancellation of unused 54,451.65 1,518,545,998.54 1,518,600,450.19 1,302,286,952.09

payment appropriations

carried over from 2004

Exchange differences 0.00 40,924,144.37 40,924,144.37 (50,047,046.15)

for the year

Budget Outturn 2005 4,854,963.26 2,410,079,591.35 2,414,934,554.61 2,738,577,706.68

The budget surplus for the European Communities is returned to the Member States during the
following year through deduction of their amounts due for that year.
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Consolidated reports on
implementation of the budget revenue

The figures in blue are included in the calculation of the outturn
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Final Annual Accounts of the European Communities 2005

Consolidated reports on
implementation of the budget expenditure

The figures in blue are included in the calculation of the outturn
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FINAL ANNUAL ACCOUNTS
VOLUME 1: FINANCIAL YEAR 2005

22. AGENCIES

2005 BUDGET OUTTURN INCLUDING AGENCIES

The budget cutturn for the European Communities is contained in tem 1.A.1 on the liabilities of the consolidated balance sheet

EUR

Revenue from the year

European
Communities

Agencies

Eliminationof
subsidies to
agencies

Total

107,090,637,948.19

466,987,755.75

332,263,060.56

107,225,362 643 .38

Payments from 2005
appropriations

European
Communities

Agencies

-103,548,235,840 .31

-540,868,721.77

ey oy

Appropriations carried over
to 2006

European
Communities

Agencies

-2,686,900,905.51

-111,989,055.12

-2,798,889,960.63

Canceliation of unused
appropriations carried over
from 2004

European
Communities

Agencies

1,5618,509.207.87

214.717,545.20

1,733,226,753.07

Exchange rate differences for

European

the year Communities Agencies
40,824,144 .37 1,549,054.11 42.473,198.48
European .
Budget outturn Communities Agencies

2.414 934 554 61

30.396,578.17

244533113278
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PART II

SECTION B: Explanatory notes

to the reports on implementation of the budget

1. BUDGETARY PRINCIPLES, STRUCTURES AND APPROPRIATIONS

2. COMMENTS ON THE CONSOLIDATED REPORTS ON THE
IMPLEMENTATION OF THE BUDGET FOR THE FINANCIAL YEAR
2005
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1.1  BUDGETARY PRINCIPLES

The general budget of the Communities is governed by a number of basic principles:

- unity and budget accuracy: all Communities' expenditure and revenue must be incorporated in a
single budget document, must be booked on a budget line and expenditure must not exceed
authorised appropriations;

- universality: this principle comprises two rules:

. the rule of non-assignment, meaning that budget revenue must not be earmarked for
specific items of expenditure (total revenue must cover total expenditure};

. the gross budget rule, meaning that revenue and expenditure are entered in full in the
budget without any adjustment against each other;

- annuality: the appropriations entered are authorised for a single year and must therefore be used
during that year;

- equilibrium: the revenue and expenditure shown in the budget must be in balance (estimated
revenue must equal payment appropriations);

- specification: each appropriation is assigned to a specific purpose and a specific objective;

- unit of account: the budget is drawn up and implemented in euros and the accounts are
presented in euros;

- sound financial management: budget appropriations are used in accordance with the principle
of sound financial management, namely in accordance with the principles of economy, efficiency
and effectiveness;

- transparency: the budget is established and implemented and the accounts presented in
compliance with the principle of transparency - the budget and amending budgets are published
in the Official Journal of the European Communities.

1.2 BUDGET STRUCTURE

The budget consists of:

a) a general statement of revenue;

b)  separate sections divided into the statements of revenue and expenditure of each Institution:
Section I: Parliament; Section II: Council; Section III: Commission; Section IV: Court of Justice;
Section V: Court of Auditors; Section VI Economic and Social Committee; Section VII: Committee

of the Regions; Section VIII: Part A. Ombudsman, Part B. European Data Protection Supervisor.

Each Institution's items of revenue and expenditure are classified according to their type or the use to
which they are assigned under titles, chapters, articles and items.

A part of the funds of the ECSC in liquidation were placed at the disposal of the operational budget of
the ECSC in liquidation. This operational budget was adopted annually by the Commission, after
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consultation with the Council and the Furopean Parliament. The last budget was drawn up for the
period of 1st January to 23 July 2002. As from 24 July 2002, the revenue and charges connected with the
operational budget are included in the revenue and expenditure account of the ECSC in liquidation.
The remaining commitments to be fulfilled are shown on the liability side of the balance sheet.

1.3 STRUCTURE OF THE BUDGETARY ACCOUNTS

Only the Commission budget contains administrative appropriations and operating appropriations.
The other Institutions have only administrative appropriations.

The budget distinguishes between two types of appropriation: non-differentiated appropriations and
differentiated appropriations. Non-differentiated appropriations are used to finance operations of an
annual nature (which comply with the principle of annuality). Differentiated appropriations were
introduced in order to reconcile the principle of annuality with the need to manage multi-annual
operations.

a) Non-differentiated appropriations cover:

- all the administrative sections of the budget (Chapter 1 of the Commission Section and the whole
of every other section);

- EAGGF Guarantee appropriations of an annual nature; and

- certain technical appropriations (repayments, borrowing and lending guarantees, etc.)

In the case of non-differentiated appropriations, the amount of commitment appropriations is the same
as that of payment appropriations,

b)  Differentiated appropriations are intended to cover multi-annual operations and comprise the
appropriations in all Chapters except Chapter 1 of the Commission Section (not including
EAGGF.)

These differentiated appropriations break down into commitment appropriations and payment
appropriations:

- commitment appropriations: cover the total cost of the legal obligations entered into for the
current financial year for operations extending over a number of years.!! However, budgetary
commitments for actions extending over more than one financial year may, in accordance with
Article 76(3) of the Financial Regulation, be broken down over several years into annual
instalments where the basic act so provides. For the differentiated appropriations, budget
commitments not yet made for future years are shown as a contingent liability in the off balance
sheet.

- payment appropriations: cover expenditure arising from commitments entered into in the
current financial year and/or earlier financial years.!?

1.4  ORIGIN OF APPROPRIATIONS

The main source of appropriations is the Communities' budget for the current year. However, there are

other types of appropriations resulting from the provisions of the Financial Regulation. They come
from previous financial years or outside sources.

1 Appropriations for commitment = commitment appropriations + non-differentiated appropriations.
12 Appropriations for payment = payment appropriations + non-differentiated appropriations.
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1.4.1 Final Budget Appropriations
Initial budget appropriations adopted

Transfers
Appropriations may be transferred between lines in accordance with the rules Jaid down in Articles 22
to 24 of the Financial Regulation.13

Amending budgets
The budget adopted may be amended or increased by an amending budget. The rules are set out in
Articles 37 and 38 of the Financial Regulation.

1.4.2 Appropriations carried over from previous year or made available again

Appropriations automatically carried over

These are non-differentiated payment appropriations which may be carried over automatically for one
financial year only (no limits for the ECSC in liquidation) in accordance with Article 9(4) of the
Financial Regulation.

Appropriations carried over by decision of the Institutions

An Institution may decide to carry over appropriations from the previous budget in one of two cases: if
the preparatory stages have been completed (Article 9(2)(a) of the Financial Regulation) or if the legal
base is adopted late (Article 9(2)(b)). Both commitment and payment appropriations may be carried
over (Article 9(3)).

Appropriations made available again as a result of decommitments

This involves the re-entry of commitment appropriations concerning structural funds which have been
decommitted. Amounts can be re-entered by way of exception in the event of error by the Commission
or if they are indispensable for completion of the programme (Article 157 of the Financial Regulation).

14.3 Assigned revenue

Refunds

These appropriations arise from the refund of amounts paid in error, proceeds from the supply of
goods/ services to other Communities' bodies, insurance payments received and revenue from lettings
and publication sales - the amounts are assigned revenue on the budget line which incurred the initial
expenditure, (Financial Regulation Article 10 and Article 18(1)(e), (f}, (g), (h), (i), and (j}), and may be
carried over without limit.

EFTA appropriations

The agreement on the European Economic Area provides for financial contribution by its members to
certain activities in the Communities' budget. The budget lines concerned and the amounts projected
are published in Annex III of the Communities' budget. The lines concerned are increased by the EFTA
contribution. Appropriations not used at the year-end are cancelled and returned to the EEA countries.

Revenue from third parties

As with the EFTA appropriations other countries have concluded agreements with the European
Communities involving a financial contribution to Communities' activities. The amounts received are
considered to be revenue from third parties which is allocated to the budget lines concerned (often in
the field of research) and may be carried over without limit (Article 10 and Article 18(1)(a} and {d) of
the Financial Regulation).

1 Regulation No 1605/2002 of 25 June 2002.
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Work for third parties

As part of their research activities, the Communities' research centres may work for outside bedies,
(Article 161(2) of the Financial Regulation). Like the revenue from third parties, the work for third
parties is assigned to specific budget lines and may be carried over without limit (Article 10 and Article
18(1)(d) of the Financial Regulation).

Appropriations made available again as a result of repayment of payments on account

These are Communities' funds which have been repaid by the beneficiaries. Repayments of payments
on account are entered as assigned revenue {Articles 10 and 18(2) of the Financial Regulation) and may
be carried over without limit. In the area of Structural Funds the re-inscription is based on a
Commission Decision (Article 18(2) of the Financial Regulation and Article 228 of its Implementing
Rules).

1.5 COMPOSITION OF APPROPRIATIONS AVAILABLE:

- Final budget appropriations = initial budget appropriations adopted + amending budget
appropriations + transfers;

- Additional appropriations = assigned revenue (see above) + appropriations carried over from the
previous financial year or made available again following decommitments;

- Total appropriations authorised = final budget appropriations + additional appropriations;

- Appropriations for the year (as used to calculate the budgetary result) = final budget
appropriations + assigned revenue.

1.6 BUDGET IMPLEMENTATION

Article 48(1) of the Financial Regulation states: "The Commission shall implement ... the budget in
accordance with this Regulation, on its own responsibility and within the limits of the appropriations
authorised."

Article 50 states that the Commission shall confer on the Institutions the requisite powers for the
implementation of the sections of the budget relating to them.

1.6.1 Execution of revenue

The budget takes over the revenue forecasts subject to any changes resulting from the adoption of
amending budgets which adjust the forecasts in the initial budget in line with the reductions or
increases in revenue established during implementation. The budget revenue covers appropriations for
payment.

The revenue outturn comprises established entitlements, revenue actually collected against these
established entitlements and the balance to be recovered.

The actual revenue for a financial year corresponds to the revenue collected against entitlements

established in the course of the year and amounts collected against entitlements still to be recovered
from previous years.
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1.6.2. Execution of expenditure

As with revenue, expenditure is forecast in the initial budget. The execution of expenditure shows how
appropriations for commitments!* and appropriations for payments!® are changed, used, carried over
and lapse during the year,

- Utilisation of appropriations:

Appropriations for commitments: The appropriations authorised are available during the financial year for
entering into commitments.

Appropriations for payments: The appropriations authorised are available during the financial year for
making payments.

- Carryovers to the following year:

Appropriations for commitments:
Some types of appropriation which are not committed may be carried over automatically, as is the case
with assigned revenue (Article 10 of the Financial Regulation).

Carryovers may be authorised by the Institutions:

- if most of the preparatory stages of the commitment procedure have been completed by
31 December (Article 9(2)(a} of the Financial Regulation); or

- if the legal base is adopted in the final quarter of the financial year (Article 9(2)(b}) of the
Financial Regulation.)

The budgetary authority must be notified of this decision (Article 9(5) of the Financial Regulation).

Appropriations for payments:
As is the case for commitment appropriations, unused payment appropriations from assigned revenue
are carried over automatically.

- non-differentiated appropriations: carryover is generally automatic if it is to cover
outstanding commitments {Article 9(4) of the Financial Regulation});

- differentiated appropriations: unused payment appropriations usually lapse; however,
they may be carried over by Commission decision if the payment appropriations for the
following financial year will not cover existing commitments or commitments linked to
commitment appropriations which have themselves been carried over (Article 9(3) of
the Financial Regulation).

- Cancellation of appropriations:

Any appropriations for commitment and for payment not used and not carried over are cancelled at
year-end (Article 9(1) of the Financial Regulation).

14 Commitment appropriations + non-differentiated appropriations.
15 Payment appropriations + non-differentiated appropriations.
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1.7 BUDGET OUTTURN FOR THE YEAR
171 Revenue

The amounts of own resources and financial contributions entered in the accounts are those credited in
the course of the year to the accounts opened in the Commission's name by the governments of the
Member States.

The difference between the amount of VAT own resources, GNI-based resources and financial
contributions entered in the budget and the amount actually due is calculated by 1 July of the following
year and entered in an amending budget for that year.

The other revenue entered in the accounts is the amount actually received in the course of the year.

1.7.2 Expenditure

For the purposes of calculating the budget outturn for the year, expenditure comprises payments made
against the year's appropriations for payments plus any of the appropriations for that year that are
carried over to the following year.

Payments made against the year's appropriations for payments means payments that are made by the
accounting officer by 31 December of the financial year. In the case of the Guarantee Section of the
European Agricultural Guidance and Guarantee Fund, the payments are those effected by the Member
States between 16 October 2004 and 15 October 2005, provided that the accounting officer was notified
of the commitment and authorisation by 31 January 2006. EAGGF guarantee expenditure may be
subject to a clearance decision following controls in the Member States.

1.7.3 Budget Outturn for the year

The budget outturn comprises two elements: the result of the European Communities and the result of

the participation of the EFTA countries belonging to the EEA. In accordance with Article 15 of

Regulation No 1150/2000 on own resources, this outturn represents the difference between:

- total revenue received for that year;

- and total payments made against that year's appropriations plus the total amount of that year's
appropriations carried over to the following year.16

The following are added to or deducted from the resulting figure:

- the net balance of cancellations of payment appropriations carried over from previous years and
any payments which, because of fluctuations in the euro rate, exceed non-differentiated
appropriations carried over from the previous year,

- the balance of exchange-rate gains and losses recorded during the year.

The budget cutturn is returned to the Member States the following year through deduction of their
amounts due for that financial year,

1.8 OUTSTANDING COMMITMENTS

With the introduction of differentiated appropriations, a gap developed between commitments entered
into and payments made: this gap, corresponding to outstanding commitments, represents the time-lag
between when the commitments are entered into and when the corresponding payments are made.

16 In the case of the EFTA-EEA countries, the volume of appropriations carried over from year n to year n+1
is known after the accounts have been closed. As a result the calculation of the balance includes
carryovers of appropriations from year n-1 to year n.
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LEGAL BASIS AND THE FINANCIAL REGULATION

The budgetary accounts are kept in accordance with Council Regulation (EC, Euratom) No 1605/2002
of 25 June 2002 (O] L 248 of 16 September 2002, p. 1, with a corrigendum in OJ L 25 of 30 January 2003,
p. 43) on the Financial Regulation applicable to the general budget of the European Communities and
Commission Regulation (EC, Euratom) No 2342/2002 of 23 December 2002 laying down detailed rules
for the implementation of this Financial Regulation.

Article 128 of the above mentioned Financial Regulation stipulates that the Commission's accounting
officer must submit the consolidated provisional accounts to the Court of Auditors by 31 March of the
following year, on the basis of the provisional accounts that each Institution and other consolidated
body have sent to him by 1 March. The Court of Auditors must make its observations on these accounts
by 15 June (Article 129). On the basis of these observations, the Commission adopts the final
consolidated accounts by 31 July and they are then published in the Official Journal by 31 October
together with the Court of Auditors' statement of assurance.

Both the provisional and definitive annual accounts for 2005 are presented as follows: Volume I
contains the consolidated accounts, and Volume II the Commission's accounts.

The general budget, the main instrument of the Communities' financial policy, is the instrument which
provides for and authorises the Communities' revenue and expenditure every year.

The budgetary procedure is set out in Article 272 of the EC Treaty which stipulates the sequence of
stages and the time-limits which must be respected by the two arms of the budgetary authority: the
Council and Parliament. Every year, the Commission estimates all the European Institutions' revenue
and expenditure for the coming year and draws up a preliminary draft budget which it sends to the
budgetary authority. On the basis of this preliminary draft budget, the Council draws up a draft budget
which is then the subject of negotiations between the two arms of the budgetary authority. The
President of Parliament declares that the budget has been finally adopted making the budget
enforceable. The task of executing the budget is mainly the responsibility of the Commission.

FINANCIAL PERSPECTIVE

The 2005 financial year was the sixth covered by the financial perspective 2000-2006, concluded on 6
May 1999 between the European Parliament, the Council and the Commission, on the basis of the
conclusions of the Berlin European Council of 24 and 25 March 1999 which called for tighter budgetary
discipline and improvement of the budgetary procedure.

In concluding an agreement of this type, the Institutions agreed in advance on the main budgetary
priorities for the following period and established a framework for Communities' expenditure in the
shape of the financial perspective. The financial perspective shows the maximum amount and the
composition of foreseeable Communities' expenditure.

As the initial financial perspective was drawn up in constant 1999 prices, point 15 of the Agreement
states that each year the Commission will make a technical adjustment to the financial perspective in
line with movements in the Gross National Income (GNI) of the European Union and prices. However,
it was agreed that a deflator of 2% would be used for agriculture and the Structural Funds.
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The overall ceiling on appropriations for commitments for 2004 comes to EUR 119,419 million,
equivalent to 1.14% of GNI. The corresponding ceiling on the appropriations for payments comes to
EUR 114,060 million, i.e. 1.09% of GNL

The following table shows the adjusted financial perspective for EU-25 at 2005 prices:

FINANCIAL PERSPECTIVE 2000-2006

EUR million

‘!Commitment appropriations: BU-25 93,792 97,189 100,672 102,1455 115,434 119,419 120,876
Lagieanee | am  wsw|  geswr 47378 4005 51l 51587
;2. Structural operations 32,678 32,720 33,638 33,968 41,035 42,441 43,701
3. Internal policies 6,031 6,272 6,558 6,796 8,722 9,012 9,138
4. External action 4,627 4,735 4,873 4,972 5,082 5119 5,130
5. Administration 4,638 4,776 5,012 5,211 5,983 6,185 6,356%
6. Reserves 906 916 676 434 442i 446 446I
7. Pre-accession aid 3,174; 3,240% 3,328 3,386 3,455 3,472 3,472
8. Compensation l 1,410 1,305 1,046
Total payment appropriations: EU-25 91,322% 94,7302 100,078;5 102,767 111,380 114,060) 116,555

A new financial perspective was agreed between Member States at the end of 2005 and covers the
period 2007-2013. It foresees a maximum Community expenditure for this period of EUR 862,363
million, representing 1.045% of EU GNL

BUDGETARY CONSOLIDATION

The consolidated reports on the implementation of the general budget of the European Communities
include, as in previous years, the budget implementation of all Institutions since within the
Communities’ budget a separate budget for each Institution is established.

Agencies do not have a separate budget inside the Communities’ budget and they are partially
financed by a Commission budget subsidy. In order to provide all relevant budgetary data for the
Agencies, the budgetary part of the consolidated annual accounts include separate reports on the
implementation of the individual budgets of the traditional agencies consolidated. Those reports are:

- A table on budgetary income, indicating the amount received from the Commission budget;

- Two tables on budgetary expenditure (commitments, payments) giving the detail by agency
and splitting budget and additional appropriations;

- At the bottom of each table a sub-total has been inserted that gives information on the Agencies
total financial impact by type of expenditure/income;

- A budget outturn table, adding the Agencies” budget result to the Communities’ result (by
eliminating subsidies paid from Communities’ expenditure and subsidies received as Agencies

revenue.)

172



Final Annual Accounts of the European Communities 2005
REVENUE

The revenue of the general budget of the European Communities can be divided into two main
categories: own resources and other revenue. This is laid down in Article 269 of the Treaty establishing
the European Communities, which states that: "Without prejudice to other revenue, the budget shall be
financed wholly from own resources." The main bulk of budgetary expenditure is financed by own
resources. Other revenue represents only a minor part of total financing.

There are three categories of own resources: traditional own resources, the VAT resource and the GNI
resource. Traditional own resources, in turn, comprise agricultural duties, sugar levies and customs
duties. A correction mechanism in respect of budgetary imbalances is also part of the own resources
system,

21 TRADITIONAL OWN RESOURCES

Traditional own resources: All established amounts of traditional own resources must be entered in one
or other of the accounts kept by the competent authorities.

- In the ordinary account provided for in Article 6(3)a) of Regulation No 1150/2000: all amounts
recovered or guaranteed.

- In the separate account provided for in Article 6(3)(b) of Regulation No 1150/2000: all amounts
not yet recovered and/or not guaranteed; amounts guaranteed but challenged may also be
entered in this account.

For the separate account, the Member States send the Commission a quarterly statement that includes:

- the balance to be recovered during the previous quarter,

- the amounts recovered during the quarter in question,

- rectifications of the base (corrections/cancellations) during the quarter in question,
- amounts written off,

- balance to be recovered at the end of the quarter in question.

The information sent in by the Member States does not allow the amounts recovered during the year to
be assigned to the year in which the entitlements arose. Hence the column for amounts received against
carryovers in the table "Summary of the implementation of general budget revenue, 2005" includes
amounts received during the year and the amount of entittements cancelled and replaced by the new
amount of entitlements declared by the Member States when making their new statement. A value
reduction is applied to own resources entitlements.

When the traditional own resources from the separate account are recovered, they must be entered in
the Commission's account with the treasury or the body appointed at the latest on the first working day
following the 19th day of the second month following the month during which the entitlement was

recovered.

Member States retain, by way of collection costs, 25% of traditional own resources.

2.2 VAT RESOURCES AND GNI RESOURCES

VAT own resources derive from the application of a uniform rate, for all countries, to the harmonised
VAT base determined in accordance with the rules of Article 2(1)(c) of the Council Decision of 29
September 2000. The VAT base is capped at 50% of GNI for all Member States.
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The GNI resource is a variable resource intended to supply the revenue required, in any given year, to
cover expenditure exceeding the amount collected from traditional own resources, VAT resources and
miscellaneous revenue. The revenue derives from the application of a uniform rate to the aggregate
GNI of all the Member States.

VAT and GNI resources are determined on the basis of forecasts of VAT and GNI bases made when the
preliminary draft budget is being prepared. These forecasts are subsequently revised; the figures are
updated during the budget year in question by means of an amending budget.

The final figures for the VAT and GNI bases are available in the course of the year following the budget
year in question. The Commission calculates the differences between the amounts due by the Member
States by reference to the final bases and the sums actually paid on the basis of the (revised) forecasts.
These VAT and GNI balances, either positive or negative, are called in by the Commission from the
Member States for 1 December of the year following the budget year in question. Corrections may still
be made to the final VAT and GNI bases in subsequent years. The balances calculated earlier are
adjusted and the difference is called in at the same time as the VAT and GNI balances for the previous
budget year. It should be noted that corrections made in 2005 relating to the period 1995-2004 for GNI
resources were EUR 2,049 million. Similarly, corrections relating to the period 1991-2004 for VAT
Resources were EUR 399 million.

2.3 UK CORRECTION

This mechanism reduces the own resources payments of the UK in proportion to what is known as its
"budgetary imbalance" and increases the own resources payments of the other Member States
correspondingly. The budgetary imbalance correction mechanism in favour of the United Kingdom
was instituted by the European Council in Fontainebleau (June 1984) and the resulting Own Resources
Decision of 7 May 1985. The purpose of the mechanism was to reduce the budgetary imbalance of the
UK through a reduction in its payments to the Communities.

The explanatory table for Chapter 15 in the consolidated summary of the implementation of the
revenue budget shows each Member State's contribution to the UK correction.

EXPENDITURE

2.5 CATEGORIES OF EXPENDITURE

2.5.1 Financial perspective headings

This section describes the main categories of Communities' expenditure, classified by heading of the
financial perspective 2000-2006,

Heading 1 - Agriculture

Expenditure under heading 1 is financed by the Guarantee Section of the European Agricultural
Guidance and Guarantee Fund (EAGGF).

Heading 2 - Structural operations: the objective of economic and social cohesion
This expenditure is for structural aid measures, designed to promote better economic and social

cohesion within the Communities. The Communities' contribution must be accompanied by national
funding and so involves cooperation between the Commission and Member States' authorities.
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Heading 3 - Internal policies

It is primarily since the adoption of the Single European Act and with a view to speeding up the
completion of the internal market that the Communities has broadened some of its existing policies - in
the field of research, for example - or launched new policies. Since 1993 these internal policies have
been brought together under a single heading of the financial perspective, forming an extremely
diversified group.

Heading 4 - External action

This heading of the financial perspective covers all Communities' expenditure in favour of third
countries, except for enlargement-related expenditure on the candidate countries and expenditure
under the European Development Fund (EDF). Enlargement-related aid has been given a specific
heading in the financial perspective for 2000-06 (see "Heading 7: Pre-accession aid"). Some of these
measures are of a horizontal nature (thematic), whereas others are defined by geographical areas.

Heading 5 - Administrative expenditure

This heading of the financial perspective covers all the expenditure on the running of the Communities'
Institutions. For the Institutions other than the Commission, these costs make up the total of their
expenditure, but the Agencies and other bodies make both administrative and operational expenditure.

Heading 6 - Reserves

This heading covers three types of reserve designed to leave the necessary margins available, beneath
the total ceiling on expenditure of the financial perspective, to meet expenditure which could not be
foreseen when the budget was drawn up. Each reserve has a clearly identified object in a specific field.

Heading 7 - Pre-accession aid

As regards enlargement-related expenditure for candidate countries from Central and Eastern Europe,
heading 7, has been created to cover pre-accession expenditure established in the financial perspective.

Heading 8 - Compensation

In accordance with the political agreement that the new Member States should not become net-
contributors to the budget at the very beginning of their membership, compensation of EUR 1,410
million was foreseen under this heading in 2004. This amount will be available as transfers to them to
balance their budgetary receipts and contributions.

25.2 Policy areas

As part of its use of Activity Based Management (ABM) the Commission has implemented Activity
Based Budgeting (ABB) in its planning and management processes. ABB involves a budget structure in
which budget titles correspond to policy areas and budget chapters to activities.

ABB aims to provide a clear framework for translating the Commission's policy objectives into action,
either through legislative, financial or any other public policy means. By structuring the Commission's
work in terms of activities, a clear picture is obtained of the Commission's undertakings and
simultaneously a common framework is established for priority setting. Resources are allocated to
priorities during the budget procedure, using the Activities as the building blocks for budgeting
purposes. By establishing such a link between activities and the resources allocated to them, ABB aims
to increase efficiency and effectiveness in the use of resources in the Commission.

A policy area may be defined as a homogeneous grouping of Activities constituting parts of the
Commission's work, which are relevant for the decision-making process. In total 31 policy areas have
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been identified, each policy area corresponding, in general, to a DG, and encompassing an average of
about 6 or 7 individual Activities. These policy areas are predominantly operational, since their core
activities aim at benefiting a third-party beneficiary, each within their respective domains of activity.
The operational budget is completed with the necessary administrative expenditure and staff for each
policy area.

26  UTILISATION OF EXPENDITURE BY THE EUROPEAN COMMUNITIES
2,6.1 Appropriations carried over relating to contributions by and work for third parties

Appropriations carried over from the previous financial year in respect of contributions by and work
for third parties, which by definition never lapse, are included with the additional appropriations for
the financial year. This explains the difference between carryovers from the previous year in the 2005
budget implementation statements and those carried over to the following year in the budget
implementation statements,

2.6.2 2005 budget outturn

The payment appropriations for re-use and appropriations made available again following the
repayment of payments on account are disregarded when calculating the outturn for the year.

The EFTA-EEA part of the payment appropriations carried over by the Communities from 2005 to 2006
could not be included in the 2005 balance as this is subject to the approval by EFTA of the amounts in
question, and this will not be given until mid-2006.

Total budget revenue for the year comes to EUR 107. 1 billion (2004: EUR 103.5 billion.) Total budget
expenditure comes to EUR 103.5 billion (2004: EUR 99.2 billion), when the negative expenditure under
EAGGF Guarantee EUR 1.1 billion (2004: EUR 1.4 billion) is taken into account. This negative
expenditure comprises: amounts recovered as a result of fraud and irregularities, correction of
advances made on the basis of Article 7(4) of Regulation (EC) No 1258/1999, any profit deriving from
sales from public stocks, the additional levy on surplus milk production and the financial consequences
of clearance of accounts decisions.

The payment appropriations carried over which the Communities have cancelled include the
appropriations corresponding to contributions by and work for third parties carried over from 2004 to
2005 (EUR 1.2 billion) as these appropriations are included with the appropriations for the financial
year (see also note 1.4.3 above, Assigned Revenue).
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