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Brexit Adjustment Reserve

OVERVIEW

As part of the preparations for the United Kingdom's withdrawal from the European Union, the
European Council agreed in July 2020 to create a Brexit adjustment reserve within the special
instruments outside the budget ceilings of the European Union's multiannual financial framework,
with a budget of €5 billion to counter unforeseen and adverse consequences in Member States and
sectors that are most affected. The Commission adopted a proposal for a regulation on the Brexit
adjustment reserve on 25 December 2020. The reserve will support publicexpenditureincurred by
Member States from 1 January 2020 to 31 December 2023 for eligible measures, which include
support for affected sectors, training, and new border facilities. Funding will be available for all
Member States, distributed in several allocation tranches, with 80 % of the resources due to be
allocated to Member States in the form of pre-financing, to be disbursed in 2021, 2022 and 2023,
and the remainder to be made available in 2025, where applicable. Each country's allocation is
calculated based on theimportance of its trade with the UK and, where applicable, its dependence
on fisheries in UK waters and the size of the population of maritime border regions with the UK.
Following the agreement on the final text between Council and Parliament on 17 June 2021,
Parliament adopted its first-reading position on 15 September 2021, with the act adopted by
Council on 28 September. Theregulationwas published in the Official Journalon 8 October 2021.

Proposalfor a regulation of the European Parliament and of the Council establishing the Brexit
adjustmentreserve
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Introduction

While the sealing of the EU-UK Trade and Cooperation Agreementon 24 December 2020, one week
before the end of the transition period, avoided the spectre of a no-deal Brexit, wide-sweeping
changes nonetheless cameintoplace on 1January 2021, marking a watershed momentin relations
between the United Kingdom (UK) and the European Union (EU). With the UK having left the EU
customs union and the single market, bringing an end to the free movement of people, goods,
services and capital, the UKand the EU now constitute two separateregulatoryand legal regimes.

This has created new obstacles to trade, mobility and exchange with the UK, with the loss of barrier-
free access to the UK market affecting many businesses, citizens and publicadministrations across
the EU. Adopted on 25 December 2020, the proposed regulation on the Brexit adjustment reserve
seeks to addressthis issue by providing financial supportfor Member States, regions and economic
sectors to help cover the costs incurred in connection with the UK’s withdrawal fromthe EU.

Existing situation

The close economic, social and cultural ties that have developed between the UK and the EU over
the last few decades have led to a high degree of interdependence between the countries of the EU
andthe UK, particularly in the area of trade. The new changes introduced on 1 January 2021 mean
that many businessesacross the EU are beingforced toadjustto these new circumstances, entailing
significant costs for their everyday operations. These additional burdens are impacting on
companies doing business with the UK across a wide range of sectors, with the fisheries sector
particularly affected following the introduction of reducedfishing rights for EU vessels in UK waters.
In addition, in those Member States that serve as the main entry andexit points for UK trade, public
authorities have been forced to create new infrastructure for customs, indirect taxation or border
inspection facilities, entailing significant investments, particularly in terms of human resources. All
this is leading to a surge in public expenditure, with several Member States also launching
employment supportmeasures to help thoseeconomicsectors mostaffected.

Yet while the 2021-2027 multiannualfinancial framework, Next Generation EU and other initiatives
such as the post-2020 cohesion policy funds, Just Transition Fund and the Recovery and Resilience
Facility focus largely on helping Member States address the impact of the coronavirus crisis and
making their economies more resilient and better prepared for the future, there is at present no
instrument that provides Member States with support that is linked directly to dealing with the
economic, social and territorialimpact of the UK's departure from the EU. To help address this gap,
the Brexit adjustment reserve will concentrate specifically on the direct effect on the Member States
of the UK's withdrawal from the EU. Building on the work carried out by the EU institutions to help
Member States and their nationaladministrations prepare for the end of the transition period, the
proposed reserve draws on the experiences of the EU Solidarity Fund and cohesion policy based on
aframework that takesaccountofthe unprecedented nature of the UK's departure and the need to
ensure that Member States can address the related challenges in a swift and flexible manner. The
reserve introduced under the proposal will provide support for Member States, regions and
economic sectors in the form of funding (€5 billion in 2018 prices) to help cover the cost of
additional publicexpenditure borne by Member Statesin connectionwith measuresrelatingto the
UK's departurefrom the EU.

Parliament's starting position

The European Parliament has adopted a number of resolutions in recent years calling for action to
support those sectors and businesses affected by the UK's withdrawal from the EU. In light of the
uncertainties created by Brexit, in its resolution of 14 March 2018 on the framework of the future
EU-UK relationship, Parliament called for measures to target a maximum number of sectors and
people concerned. These should cover the preparednessof SMEs and small operatorstrading with
the UK, such as agri-food producers and producers of fisheries products, which, for the first time



https://ec.europa.eu/info/sites/default/files/brexit_files/info_site/com_2020_854_final_act_v1.pdf
https://ec.europa.eu/info/strategy/recovery-plan-europe_en
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https://ec.europa.eu/info/business-economy-euro/recovery-coronavirus/recovery-and-resilience-facility_en
https://ec.europa.eu/info/business-economy-euro/recovery-coronavirus/recovery-and-resilience-facility_en
https://ec.europa.eu/regional_policy/en/funding/solidarity-fund/
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ever, would be confronted with export procedures and certainrequirements, also of a sanitaryand
phytosanitary nature. Welcoming the European Commission's proposals set out in its
communication on finalising preparations for the UK's withdrawal from the EU, in its resolution of
18 September 2019 on the state of play of the UK's withdrawal from the EU, Parliament committed
itself to dealing swiftly with the proposals and to ensuring that the burdens arising from
administrative procedures were kept to a minimum, particularly in terms of providing small and
medium-sized enterprises with financial assistance.

Counciland European Council starting position

The European Council conclusions of 17-21 July 2020 provided for the creation of a Brexit
adjustment reserve, within the special instruments outside the budget ceilings of the EU's
multiannualfinancial framework, to counterunforeseenand adverse consequences in the Member
States and sectors worst affected. The European Council invited the Commission to present a
proposal by November2020.

Preparationof the proposal

Given the urgency of the proposal, no stakeholder consultation was organised, but a number of
meetings were held with representatives of the Member States as part of the preparation of the
proposal. For the samereason, noimpact assessment was carried out. Nonetheless, as outlined in
the text, the proposal has taken account of a number of recent economic analyses such as the
European Commission'sautumn 2020 economic forecast and research carried out by the European
Central Bank.

The changesthe proposalwould bring

Objective

According to article 3 of the proposal for a regulation, the Brexit adjustment reserve will 'provide
support to counter the adverse consequences of the withdrawal of the United Kingdom from the
Union in Member States, regions and sectors, in particular those that are worst affected by that
withdrawal, and to mitigate the related impacton economic, social and territorial cohesion'.

Eligibility
All Member States will be eligible for support from the reserve. As setout in the proposal, use of the

reserve will only be allowed to support public expenditure directly related to measures taken by
Member States to addressthe adverseimpact of the UK'swithdrawal fromthe EU. More specifically:

(@) measures to support the most affected economic sectors, including businesses and local
communities and, in particular, those dependent on fishing activitiesin UK waters;

(b) measures to support employment, including through short-time work schemes, re-skilling and
training in affected sectors; and

(c) measures to ensure the functioningof border, customs, sanitary and phytosanitary, security and
fisheries controls, certification and authorisation regimes, as well as communication, information
and awareness-raising for citizens and businesses.

The proposal also identifies expenditure that is not eligible for support, with value added tax,
technical assistance and expenditure supporting relocation excluded from support under the
reserve, including where the contribution fromthereserve represents state aid. Expenditure will be
considered eligible if it is incurred and paid during the 30-month period from 1 July 2020 to
31 December 2022 for measures carried out in the Member State in question or for its benefit.


http://www.epgencms.europarl.europa.eu/cmsdata/upload/6da1f1d0-82bc-41f0-8283-308fe876ea77/TA-9-2019-0016_EN.pdf
https://www.consilium.europa.eu/media/45109/210720-euco-final-conclusions-en.pdf
https://ec.europa.eu/info/business-economy-euro/economic-performance-and-forecasts/economic-forecasts/autumn-2020-economic-forecast_en
https://ec.europa.eu/info/sites/default/files/brexit_files/info_site/com_2020_854_final_act_v1.pdf
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Financial management

Financed as a special instrument outside of the budget ceilings of the EU's multiannual financial
framework, thereservewill be activated in two rounds of allocation, with a total amount of €5 billion
available (€5370 994 000 in current prices). The first round will be allocated in 2021, taking the form
of a substantial pre-financing payment of €4 billion (€4 244 832 000 in current prices), with the
remaining amountto be allocated during a second round in 2024 for the payment of an additional
contribution fromthereserve. The financial contribution from the reserve to a Member State will be
implemented under shared management, with the contribution used to reimburse eligible costs
actually incurred and paid by Member Statesin implementing measures eligible for support.

Pre-financing

The allocation method used to calculate the pre-financing amount seeks to reflect the expected
impact of the end of the transition period on each Member State's economy by taking account of
theimportance of trade with the UKand the importance of fisheriesin the UK's exclusive economic
zone (EEZ), based on reliable and official statistics. Each Member State's share of the pre-financing
amount available under thereserveis calculated as the sum of a factor linked to the fish caughtin
the waters that belong to the UKEEZ and a factor linked to trade with the UK. The factor linked to
fish caughtinthe UK EEZ will be usedto allocate €600 million while the factor linked to trade is the
basis for the allocation of the remaining €3 400 million. The factor linked to fisheries is determined
based on each Member State's share of the total value of the fish caught in the UKEEZ. This share is
then adjusted by multiplying it by the Member State's'indexof dependency’, which represents the
value of fish caughtin the UKEEZ as a percentage of the total value of fish caught by that Member
State, expressed as anindex of the EU average. The factor linked to trade, meanwhile, is calculated
by taking each Member State'sshare of total EU trade with the UK and multiplying it by the Member
State's index of dependency, determined on the basis of the sum of trade flows with the UK
expressed as a percentage of the Member State's grossdomestic product (GDP) and subsequently
expressed as anindex of the EU average. This figure is then adjusted by dividing it by the Member
State's gross national income (GNI) per capita, expressed as a percentage of the EU's average GNI
per capita.

Application for a financial contribution from the reserve

Each Member State must submit an application to the European Commission for a financial
contribution from the reserve by 30 September 2023, providing information on the total public
expenditure incurred and paid by the Member State from 1 July 2020 to 31 December 2022 and
detailing how the pre-financing amount was used. The application will be accompanied by an
implementation report, which will, among other things, identify the regions, areas and sectors most
affected and include a description of the measures taken to counter the adverse consequences of
the UK's withdrawal from the Union, as well as a justification of the eligibility of the expenditure
incurred and paid and its direct link to the UK's departure fromthe EU. The supporting documents
will also include a management declaration and anindependentaudit opinion.

Assessment by the Commission of the application for a financial contribution,
clearance of the pre-financing and calculation of additional amounts

The Commission will assess the application by examining the eligibility and accuracy of the
expenditure declared, its link to the end of the transition period and its economic impact, the
measures putin place to avoid double financing, and the supporting documents. The assessment
will identify the total amount of eligible public expenditure and establish whether any additional
amounts are due to the Member State or whether any amounts need to be recovered by way of an
implementing act.

Where the eligible public expenditure exceeds both the amount paid in pre-financing and 0.06 % of
the nominal GNI of 2021 of the Member State in question, an additionalamountwill be due to the
Member State from the secondallocation tranche.Any amountsrecovered or carried over fromthe
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pre-financing amount may be used for the reimbursement of additional expenditure by Member
States. The Commission will clear the pre-financing amount and pay any additional amount due
within 60 days of the adoption of the relevantimplementing act.

Management and control

Member States will be required to take all necessary measures to protect the financial interests of
the Union. This involves designating a body responsible for the management of the financial
contribution from the reserve and an independent audit body, and also setting up management
and control systems for the reserve in accordance with the principles of sound financial
management, including systemsthataim to prevent, detect and correct irregularities and fraud.

Reporting

The Commission will carry out an evaluation to examine the effectiveness, efficiency, relevance,
coherence and EU added value of the reserve by 30 June 2026. In addition, by 30 June 2027, the
Commission must submit a report to the European Parliament and to Council on the
implementation of thereserve.

Figure 1 - Allocation under the Brexit adjustment reserve in 2021, in the form of pre-
financing (€ million)
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Source: European Commission.

On 12 January 2021, the European Commission published a detailed breakdown by Member State
of the pre-financing allocation under the Brexit Adjustment Reserve in 2021. This is set out in
Figure 1, which shows the totalamount for each country, covering the allocation for trade with the
UK and for fish caughtin UK waters. Ireland will be by far the largest beneficiary in absolute terms,
receiving a total allocation of €1.051 billion, followed by the Netherlands, Germany, France and
Belgium. Eleven Member States will receive an allocation for fish caught in the UK EEZ: Belgium,
Denmark, Germany, Ireland, Spain, France, Lithuania, the Netherlands, Poland, Portugal and
Sweden. Denmark will receive the largest amount, €147.5 million, followed by the Netherlands,
France and Ireland, at €130 million, €108 million and €106 million respectively, with these four
countries alone accounting for over 80 % of the budget available.

Advisory committees

In its opinion adopted on 19 March 2021, the European Committee of the Regions (CoR) warmly
welcomes the proposed establishmentofa Brexit adjustmentreserveand the flexibility given to the
Member States to design measures that best meet their needs. In particular, it calls for local and
regional authoritiesto be placed at the heart of the establishmentof this newfinancialinstrument.


https://ec.europa.eu/commission/presscorner/detail/en/ip_20_2536
https://cor.europa.eu/EN/our-work/Pages/OpinionTimeline.aspx?opId=CDR-718-2021
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It recommends introducing criteria that take account of the regional intensity of the impact and
ensure a fair distribution of the resources, based on the size of the economicimpacton each region.
This involvement on the part of local and regional authorities will help to target needs and
implement the Brexit adjustment reserve effectively. The CoR also calls for the additionalamounts
made availablein the second stage under article 11 to beincreased by €1 billion in order to respond
more effectively to medium-term needs, and calls for the eligibility period to be extended to
June 2026, noting that there is no provision forresources to mitigate the impact of Brexit from 2023
on.Highlighting the exposure of the fisheries and seafood sector, for which there will be a transition
period of five and a halfyears, it stressesthatthe sector is facing a direct threatto an entire segment
of its activities, which requires an impact assessment reflecting regional realities as closely as
possible. In addition, the CoR finds it regrettable that the Commission's proposal does not reflect
the partnership principle applicable to cohesion policy since it does not provide any guarantees
regarding therole of local and regional authoritiesin governance. It also highlights the exposure of
regions dueto loss of trading opportunities with the UK, which affects a wide range of sectors and
has a cross value-chain effect, for example in tourism, hospitality and agri-food, translating to job
losses on the ground.

Adopted on 24 February 2021, the European Economic and Social Committee's opinion on the Brexit
adjustment reserve welcomesthe creation of the Brexit adjustment reserve (the 'reserve') within the
special instruments outside of the budget ceilings of the EU's multiannual financial framework
(MFF). It considers that cohesion and solidarity between Member Statesare fundamental EU values
and appreciates the retroactive application of the reserve going back to July 2020. The EESC
suggests that the fisheries sector should have a completely separately designed reserve that will
support this sector only. It considers thatspecial attention should be paid to other sectors, such as
tourism and agriculture, for example, with the Committee noting that appropriate infrastructure
investments and support for EU citizens who are returning to their home countries after Brexit
should also be considered. It calls on all Member States to act responsibly and direct the available
funds towardsthe regions, companies,workersand citizensthat need them themost. The EESC also
believes that the eligibility period could be extended by two more years to make sure that the
Member States have adequate time to make use of their share of the reserve. It strongly believes
that the bulk of the reserve should be allocated tosupporting employment and economic activities
and asks for measures to be tailored to support SMEs, which are particularly affected by the newly
introduced customs procedures, regulatory burdens and rising transport costs. The EESC also
considers that the €5.4 billion reserve will not be sufficient to mitigate the negative effects of Brexit
and asks the co-legislatorsto increasethe proposed ceiling.

National parliaments

The proposalfor aregulation was submitted to national parliaments, with the subsidiarity deadline
of 11 March2021. The Spanish Parliament's EU Affairs Committee issued an opinion dated
9 March 2021, which declared that the proposal was in accordance with the principle of subsidiarity
established in the Treaty on European Union. The Portuguese Parliament's Financial Affairs
Committee issued an opinion on 10 February 2021, which stated that the proposal did not violate
the principle of subsidiarity, as the objective to be achieved would be more effectively achieved
through action by the Union. An opinion of 2 March 2021 of the Portuguese Parliament's EU Affairs
Committee took the view that the proposal upheld the principles of subsidiarity and proportionality,
as its objective would be more effectively achieved through action by the Union, and that the
proposal did not go beyond what was necessary for this purpose.

Stakeholder views'

In a letter sent to EU Chief Negotiator Michel Barnier on 16 December 2020, the European Trade
Union Confederation highlighted the insufficient nature of the amount allocated for the Brexit
Adjustment Reservein light of the Brexit-related challenges facing the EU in terms of lost jobs and
revenue. It called for a strongincrease in this allocationand forassurances that the funds in question


https://www.eesc.europa.eu/fr/our-work/opinions-information-reports/opinions/reserve-dajustement-au-brexit
https://secure.ipex.eu/IPEXL-WEB/dossier/document/COM20200854.do#dossier-COD20200380
https://data.consilium.europa.eu/doc/document/ST-7025-2021-INIT/x/pdf
https://data.consilium.europa.eu/doc/document/ST-6979-2021-INIT/x/pdf
https://data.consilium.europa.eu/doc/document/ST-6979-2021-INIT/x/pdf
https://www.etuc.org/en/document/etuc-letter-eu-chief-negotiation-michel-barnier-brexit-adjustment-reserve
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would reach workers rather than companies alone, and be accompanied by support for
employment. Followingits political declaration of December 2020, which called on the Commission
to putlocal and regional governments 'in the driving seat' when it came to implementation, and to
ensure that funds were deployed quickly and efficiently, focusing onwhere they were most needed,
the Conference of Peripheral and Maritime Regions publisheda preliminary assessment of the Brexit
adjustmentreserve proposalin January 2021. While noting that the reserve would seem to havea
concrete territorial focus and incorporate a shared governance approach, the CPMR stressed that
owing to a lack of fund allocation at territorial level, national governments would have some
discretion regarding the distribution of funds, highlighting also a lack of clarity regarding the
involvement of local and regional authorities in terms of governance. It put forward a number
recommendationsin this light, suggesting, interalia, territorial earmarkingin the form of minimum
targets for the areas most affected, the introduction of a provision requiring Member States to
involvelocaland regional authoritiesfromthe affected areasin selecting measures to be supported
under thereserve and highlighting the need to consider whetherthe reserve should cover a longer
time period, possibly the whole programming period.

The European Commission launched a public consultation on the proposalfor a regulation on the
Brexit adjustment reserveon 24 February 2021; it was open for a period of eight weeks, with a total
of 17 contributions received. Calling for specific earmarking for the private sector, Eurochambres,
the Association of European Chambers of Commerce and Industry, urges greaterflexibility when it
comes to the term 'publicexpenditure' so that the proposed regulation can ensure that funding is
used to support the private sector.Noting thatthere is no legal basis for the payment of retroactive
company subsidies in many Member States, Eurochambres also calls for the addition of the words
'including retroactive compensatory grants' under article 5(1)(a) of the proposed regulation to
provide a firm legal basis, a point also raised by SME United, the Association of Crafts and SMEs in
Europe. While expressing its support for the allocation method proposed by the Commission, SME
United stresses the need to target SMEs with specific measures and extend the proposedeligibility
period by two years. The European Sea Ports Association, meanwhile, considers that transport in
generaland maritime ports in particularshould be explicitly mentioned as eligible sectors under the
regulation, and argues that adaptive measures taken by European ports before 1July 2020 to
manage the anticipated effects of Brexit should be eligible under the Brexit adjustment reserve.
Noting that companies had already begun preparing for Brexit in 2018 and 2019, the Dutch
Association for Transportand Logistics calls for the start date of the eligibility period to be brought
forward to mid-2019 while France's Confederation of Smalland Medium Enterprises underlines the
importance of taking account of the needs of SMEs, calling for the rollout of specific support
measures for SMEs, the balanced distribution of funds between public institutions and businesses
andanincreaseinthereserve's budgetto €6 billion.

A number of regional authorities also contributed to the public consultation. Highlighting that
Brexit will also have an impact on sectors such as tourism and the agricultural export sector, the
government of the Canary Islands, for instance, calls for an additional allocation factor to take into
account the high dependence of some territories on economic sectors heavily affected by Brexit,
such asisland and outermostregionsdependent on tourism, and urges Member States to take into
account the relative importance of trade flows in each region when designing support measures.
Several French regions also participated in the public consultation.The Grand Estand lle-de-France
regions stressthatitis vital for Member States to involve the regional level and take account of the
needs of the sectors most affected when allocating resources, with France's northern coastal
départements noting that they should be able to access this fund to enable them to continue to roll
out long-term projects to transform and redevelop their economic sectors and address their
accessibility problems.


https://cpmr.org/wpdm-package/cpmr-political-declaration-brexit-adjustment-reserve/?wpdmdl=27943&ind=1610530219000
https://cpmr.org/fr/wpdm-package/cpmr-technical-note-cpmr-analysis-on-the-brexit-adjustment-reserve/?wpdmdl=28120&ind=1612367280179
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12917-Brexit-adjustment-reserve-to-help-Member-States-cope-with-adverse-effects-of-UK-withdrawal/feedback?p_id=22177547
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Court of Auditors

As thelegal basis for the Commission proposal, Article 322(1)(a) of the Treaty on the Functioning of
the European Union, requires consultation of the Court of Auditors, the European Parliament and
the Council invited the Court of Auditors to issue an opinion on the proposal. Adopted on
25 February 2021, the Court of Auditors' opinion considers that the proposal's architecture would
meet the objective of providing Member States with flexibility, making significant amounts of the
reserve available through pre-financing so as to enable countries to respond quickly. It notes,
however, that this flexibility, especially the lack of any requirement for Member Statesto informthe
Commission which regions, areas and sectors may be most affected and to identify which measures
will be funded before they receive pre-financing under the Brexit adjustment reserve, entails a
number of risks. More specifically, the opinion argues that the reserve could be used to support
measures thatare not actually eligible, noting also that the selected measures could prove to be
sub-optimal and therefore fail to deliver on their objectives. The Court of Auditors also makes a
number of more specificcomments regarding the contentof the proposal. While emphasising that
the chosen eligibility period should facilitate the use of the reserve to support preparedness
measures and help limit the economic impact of Brexit, the Court of Auditors argues that the
proposal does not explain clearly why this eligibility period was chosen or examine whether it is
suitable in light of the Brexit adjustment reserve's objectives. When it comes to the pre-financng
calculation, the Court of Auditors considersthatthereis arisk that the allocation method set outin
the proposalmay not trulyreflect the exposure of a Member State's economy, given the numerous
uncertainties still relating to the impact of Brexit, including the transfer of certain economic sectors
from the UK to the EU.On theissue of reporting and evaluation, the opinion raises questionsas to
the exclusive use of output indicators, which, it considers, can provide only limited information
about the extent to which a measure actually helped to address the negative impact of Brexit.

Legislative process

The European Commission adopted the legislative proposal on 25 December 2020. In Council, the
proposal was examined by the Working Party on Structural Measures, with a first meeting taking
place on this topicon 26 January 2021. In light of the differences existingamong the Member States,
afirst presidency compromise proposal was examined at the meeting on 5 February 2021, followed
by a second presidency compromise proposal, discussed at the meeting on 19 February, with the
meeting also including an exchange of views on the allocation method. Examination of the file
continuedin the Working Party on Structural Measures during the monthsof March and April, with
Coreper agreeing on a mandate for negotiations with the European Parliament on the Brexit
Adjustment Reserve on 29 April 2021.

In the European Parliament, the file was allocated to the Committee on Regional Development
(REGI) and the rapporteur is Pascal Arimont (EPP), with the Budgets and Fisheries Committees
appointed as associated committees under Rule 57 of Parliament's Rules of Procedure. At the
REGImeeting on 14 January 2021, the European Commission representative presented the main
elements of the proposal and an exchange of views took place. MEPs expressed support for the
Brexit adjustment reserve, welcoming its simple and flexible approach, and agreed on the need to
move swiftly to ensure that funding can reach those in need as quickly as possible. They raised
questions however about therole of local and regional authorities in the process. The rapporteur's
draft report was published on 2March2021 and presented in the REGI committee on
16 March 2021. The amendments prepared by the rapporteur introduced a number of changes to
the text of the proposal. These include moving forward the start date of the reference period to
1 January 2019, earmarking the pre-financing amounts linked to fisheries to ensure that Member
States allocate, as a minimum, the share of funding in question to businesses and communities
dependent on fisheries, and providing assistance for Member States to help them prepare the
measures tobe supported. The draft report also proposed that the Brexit adjustmentreserve should
support expenditure relating to measuresthat support SMEs and the re-integration of EU nationals


https://www.eca.europa.eu/Lists/ECADocuments/OP21_01/OP21_01_Brexit_adjust_reserve_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-7996-2021-INIT/en/pdf
https://www.europarl.europa.eu/doceo/document/REGI-PR-680711_EN.pdf
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who have left the UK as a result of Brexit, and it removed the reference to 'public’ expenditure so
that all expenditure relating to such measures is covered. Other changes included introducing a
requirement for Member States to establish a multi-level dialogue with social partners, civil society
and localand regional authoritiesin the most affected areas, with the draftreportalso stressing that
the creation of new structures should be avoided and that funding should not be used to support
sectors thathave profited from Brexit suchas the finance sector. The rapporteur supports the overall
structure of the reserve, including the large pre-financing share and the principle of the second
tranche, and considersthat the allocation method should notbe revised.

During the exchange of views on 16 March 2021, there was agreement among MEPs regarding the
need to move the start date of the eligibility period forward to 1 January 2019 and to extend it until
31 December 2023, with many MEPs also expressing support for a multi-level dialogue involving
localand regional authorities and the exclusion of financial services fromthe reserve. The allocation
method remained a contentious issue, however.Some MEPs argued that the distribution key for
fisheries, which was based on the share of EEZ catches in a Member State's total catch, would lead
to the differentiated treatment of fishermen based on their country of origin, with others
highlighting that the distribution key for trade, which compares a country's UK-related trade with
its GDP, would favour Member States with significant port activity. The distributionthreshold set for
the additional amount - public spending exceeding 0.06 % of national GDP - was also criticised,
with some MEPs taking the view that this could block access to this funding for many Member
States, calling for the same criteria to be used for pre-financing and the second tranche. A third
exchange of views took place at the REGI committee meeting on 22 April 2021. Noting that those
countries most affected by Brexit should receive the most support, the rapporteur argued that the
allocations and distribution key underthe first tranche should remain unchanged but stressed that
he was open to reaching a compromise onthe second tranche, asmany of the amendmentsrelated
specifically to this point. There was general support among MEPs for maintaining the allocations
under thefirst tranche and for ensuring the swift distribution of funds, with some MEPs concerned
that reopening the issue of the budget allocation could delay the whole process, preventing the
delivery of funding in 2021. Differences of opinion remained on issues such as extending the
eligibility period, blocking amountsfor technical assistance and earmarking for specific sectors, with
some MEPs calling for a changein the allocation method to ensure no fishermen lose out.

Adopted on 10 May 2021, the opinion of the Committee on Budgets suggests extending the
eligibility period from 1January 2020 until 31 December 2023, as well as the timeframe when the
pre-financing amount of €4 billion (2018 prices) will be made available, with €1.6 billion to be
allocated in 2021, €1.2 billion in 2022 and €1.2 billion in 2023. It also proposes that the additional
amount of €1 billion should only become available in 2025, and includes measures to support the
re-integration of EU citizens as well as technical assistance for bodies implementing the reserve as
eligible for support under the Brexit adjustment reserve. In particular, it puts forward a new
allocation method for resources under the reserve, to be determined as the sum of a factor linked
to fish caught in the UK EEZ, a factor linked to trade with the UK and GDP, a factor linked to the
population of maritime border regions and a factor linked to trade with the UK in the internal
market.

The opinion adopted by the Committee on Fisheries on 10 May 2021 calls for the extension of the
eligibility period until 30 June 2026 in line with the quotareductiontimetable forthefisheries sector,
and supports the exclusion of the financial sector from the allocation key as well as the earmarking
of minimum support for thefisheries sector. Other changesinclude the recognition of expenditure
relating to support for the temporary or permanent cessation of fishing activities as eligible under
the reserve and the development by the Commission of a method for allocating additional funds
that takes into account the extension to 30 June 2026 of the eligibility period for pre-financing for
thefisheries sector.

Two sets of amendments were tabled to the draft report, on 26 March and 31 March 2021,
numbering a total of 321 amendmentsto the Commission proposal.
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With the adoption of its report in committee on 25 May 2021, the REGI committee put forward a
number ofimportantamendmentsto the Commission’s proposal.

Compared to the original proposal, the report extended both the eligiblity period, which would
apply from 1 July 2019 to 31 December 2023, as well as the deadline for submitting an application
for a financial contribution from the reserve (30 June 2024), and recommended that the pre-
financing amount of €4 billion should be made available and paid in two instalments of €2 billion in
2021 and €2 billion in 2022, with the remaining €1 billion to be paid in 2025. The report
recommended that the financial contribution from the reserve should, in addition, support
measures taken by Member States to support private and publicbusinesses, in particular SMEs and
self-employed people, measures to support regional and local organisations and communities
dependent on fishing activities in UK waters, measures to suppport job creationand protection, and
to facilitate the reintegration of EU citizens who have left the UK as a result of Brexit. Lastly, it
proposed that measuresthat mitigate the disruption caused by Brexit for cross-border cooperation
programmesshould also be eligible for support, recommending, meanwhile, that the financial and
banking sector be excluded from support. The committee also proposed that each Member State
would be able to use up to 2.5 % of its allocation from the reserve for technical assistance, while
those countries that receive resources under the BAR in respect of fisheries should allocate at least
7 % of their national allocation tolocal and regional communities dependent on fishing, in particular
the small-scale fisheries sector. Whenit comes to the payment of the additional amount, the report
removed the threshold of 0.06 % of the nominal GNI of a Member State, and shortenedthe delay for
the payment of the additional amount from 60 to 30 days after the adoption of the relevant
implementing act.

The report also proposed a new allocation method covering all resources under the reserve. This
was determined as the sum of a factor linked to fish caughtin the UK EEZ, to be used to allocate
€600 million, afactor linked to trade with the UK, to be used to allocate €4 150 million, and a factor
linked to the population of maritime border regions with the UK, used to allocate €250 million.

The committee’s decision to enter into interinstitutional negotiations was confirmedby plenary on
9 June 2021, pursuant to Rule 71 of the EP’s Rules of Procecure, paving the way for the launch of
interinstitutional negotiations with the reportsetting outParliament’s negotiating mandate. A total
of five technical meetings took place, on 9, 10, 11, 14 and 15 June 2021. One political trilogue
meeting was held on 17 June 2021, resulting in a political agreement between Parliament and
Council. A further technical meeting was held on 18 June 2021 in order to introduce the necessary
modificiations and alignments betweenthe compromises achievedand the recitals andannexes of
theregulation on the Brexit Adjustment Reserve.

The compomise text agreed between Parliament and the Council providesthat the total budget of
€5 billion, rather thanjust the pre-financingamount, will be distributed usingthe allocation method.
In keeping with the EP’s position and Council’'s negotiating mandate, the allocation method will be
determined as the sum of a factor linked to fish caught in the UK EEZ (used to allocate €600 million)
and a factor linked to trade with the UK (for the allocation of €4 150 million), and will also factor in
the size of the population of maritime border regions close to the UK (to allocate €250 million).

In line with Council’s negotiatingmandate, the compromise text fixes the eligibility period as being
from 1 January 2020 to 31 December 2023, six months shorter than Parliament’s proposal, and
extends the deadline for submitting anapplicationfor a financial contribution from the reserve until
30 September 2024, with both changes called for in Council’s negotiating mandate. Alsoreflecting
Council’s position, the agreed text establishes that the pre-financing amountwill be paid over three
years rather than the two years called for by Parlament, with €1.6 billion to be made available and
paidin 2021, and an amount of €1.2 billion to be made available and paid in 2022 and in 2023.

When it comes to the measures eligible for support under the reserve, the final text extends the
scope of support toinclude businesses and local communities and organisations, including small-
scale coastalfisheries, dependent on fishingactivities in all UK waters, in the waters of UK territories
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with special status orin the waters covered byfisheries agreements with coastal states where fishing
opportunities have been reduced due to the UK’s withdrawal, changes that were all specifically
called for by Parliament.

The compromise text retains the amendments by Parliament that introduce measures to support
job creation and protection in adversely affected sectors, and that support the reintegration of EU
citizens who left the UK as a result of Brexit, with the latter also in line with Council’s position. The
text does not, however, take account of the EP’s calls for measures to support businesses, in
particular SMEs and self-employed people adversely affected by the withdrawal, or to mitigate the
disruption caused by Brexit for cross-border cooperation programmes, with Parliament’s proposal
to exclude financial and banking sectors from support also not included in the final text. The
compromise text also provides that 2.5 % of the contribution from the reserve for each Member
State shall be paid as technical assistance, reflecting both Parliament’s position and Councils
negotiating mandate.

In particular, Parliament’s call for compulsory earmarkingfor the fisheries sector was alsotaken into
account in the final agreement, with the compromise text establishing that Member States that
receive more than€10 million in fisheries allocation shall spend atleast 50 % of their fisheries-related
allocation or 7 % of their total allocated amount (whichever is lower) to support localand regional
coastalcommunities including thefisheries sector, and in particular the small-scale fisheries sector
dependent on fishing. The agreed text also reflects Parliament’s callto shorten the deadline for the
payment of the pre-financing amount and any additionalamountdue, from 60 to 30 days after the
adoption of the relevant implementing act. With regard to evaluation and reporting, the
compromise text extends the Commission’s deadline for carrying out an evaluation of the Reserve
(30 June 2027) and incorporates Parliament’s call for a two-stage process for reporting on
implementation:the Commission will be required to inform the EP and the Council on the state of
play of the implementation process by 30 June 2024, and to submit a final report on the
implementation of the reserve by 30 June 2028.

For the Council, the Committee of PermanentRepresentatives endorsed the text agreed in trilogue
on 28 June 2021, with Parliament’s REGI committee approving the text at its meeting on 13 July
2021.Following a debate on the Brexit Adjustment Reserve which took place during the EP’s plenary
session on 14 September 2021, the European Parliament adopted its first-reading position on the
file on 15 September 2021. With the act adopted by Councilon 28 September 2021after Parliament’s
first reading, the regulation was signed on 6 October 2021 and published in the Official Journalon
8 October 2021.Theregulation entered into force on the day following that of its publication in the
Official Journal.
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ENDNOTES

' This section aims to provide a flavour of the debate and is not intended to be an exhaustive account of all different
views on the proposal. Additional information can be found in related publications listed under 'European Parliament
supporting analysis'.
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