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The current situation 
 
1. The Temporary Committee was given the mandate to define the European Parliament’s 

negotiating position for the new financial framework both in legislative and budgetary 
terms. After the European Council has taken a position, the negotiations will start between 
the European Parliament and the Council. They will lead to one of two results: either there 
will be an agreement between EP and Council on the new financial perspective or there 
will be no agreement. 

 
2. In the case of agreement, it should occur before April 2006 in time to allow the 

Commission to prepare the Preliminary Draft Budget for the year 2007 on the new basis. 
In the case of no agreement, two possibilities exist: either the Interinstitutional Agreement 
(IIA) of 6 May 1999 is denounced by one of the parties (i.e. the Parliament, the Council or 
the Commission), or the provisions of its article 26 apply. If the Interinstitutional 
Agreement is denounced, the provisions of the Treaty, and in particular article 272 
thereof, would apply. 

 
3. This means that there is no possibility that a non-agreement could lead to the absence of a 

budget for the Union. The main difference is that, in the case of no agreement and 
application of articles 26 of the IIA or 272 of the Treaty, the budgets would be decided on 
an annual basis without multiannual framework. This working document aims to make an 
analysis of the “fall back” options in case of no agreement.  

 
4. Your rapporteur believes that the European Parliament should continue to have a new 

financial framework after 2006, to guarantee the ordered management of European 
finances. Naturally the new financial perspective after 2006 should provide the European 
Union with sufficient resources to allow a normal development of its activities. Therefore 
the European Parliament should agree on it only if it guarantees sufficient resources and 
margin for each annual procedure. 

 
5. The European Parliament should define at the end of the work of the Temporary 

Committee the balance between legislative priorities and budgetary means. Then it will be 
ready to enter into serious negotiations with the Council in a spirit of loyal cooperation 
and will be prepared to compromise if Council is willing to demonstrate the same 
constructive attitude. 

 
6. Your rapporteur notes that in case no agreement is reached on the financial perspective, 

the Interinstitutional Agreement of 6 May 1999 (art. 26) and art. 272 of the EU Treaty will 
constitute the framework to guarantee the annual procedure for 2007 and following years, 
although with different results in terms of margin, as indicated further down. 

 
 
What could happen if no agreement on a new financial perspective is reached before the 
beginning of the budgetary procedure 2007? 
 
7. The comparison for the year 2007 is made in relation with Parliament's room for 

manoeuvre between the application of art. 26 of the IIA (no agreement between the 
Parliament and the Council) and of art. 272 of the Treaty (IIA is denounced). 

 



DT\547355EN.doc 3/6 PE 349.852 

 EN 

8. Your rapporteur points out that that in both hypotheses (art. 26 IIA and art 272 of the EU 
Treaty), the figures indicated in the table can always be increased by mutual agreement of 
the two arms of the budgetary authority. Under art. 26 of the IIA, the possibility to 
mobilise the flexibility instrument will still be in force. Under art 272 of the EU Treaty the 
possibility to fix a new maximum rate of increase for non compulsory expenditure, by 
agreement between EP and Council, is foreseen as well. 

 
 
Scenario Art. 26 of the Interinstitutional Agreement 1  
 
9. The Rapporteur would like to underline the following: 
 
- As foreseen by article 26, the cost of enlargement (adjustment and revision for 2004 -

2006) is not included in the calculation of the rate of increase.  

- It would be logical to include in the calculation the mobilisation of the flexibility 
instrument and of the Solidarity Fund, which, once agreed, increase the ceiling. 

- Although heading 8 is only foreseen for the period 2004-2006, the strict application of 
article 26, which refers to the "ceiling of the last year", would make provision for this 
heading. 

 
10. The application of art. 26 of the IIA, will allow an increase of appropriations for most of 

the headings except for Structural Funds. The margin for the European Parliament in the 
2007 budgetary procedure will be limited to Heading 3, where a large part of 
appropriations could be absorbed by agencies (especially if Council continues the trend of 
creating agencies) and possibly by the prolongation of multiannual programmes. 

 
11. Appropriations for heading 4 could possibly be sufficient, but only if no new crises arise 

before the current  crisisis over, and if Council refrains from increasing the CFSP budget. 
 
12. The increase for administrative expenditure should allow all the Institutions to fulfil their 

obligations, especially if Council puts an end to the recent trend of constant increases of 
its budget. 

 

                                                 
 
1  
Art. 26 Duration of the financial perspective and consequences of the absence of a financial perspective 
Before 1 July 2005, the Commission will present proposals for a new medium-term financial perspective. 
Should the two arms of the budgetary authority fail to agree on a new financial perspective, and unless the 
existing financial perspective is expressly denounced by one of the parties to this Agreement, the ceilings for the 
last year covered by the existing financial perspective will be adjusted in accordance with paragraph 15 by 
applying to these amounts the average rate of increase observed over the preceding period, excluding any 
adjustments made to take account of enlargement of the Union. This rate of increase may not, however, exceed 
the rate of growth of Community GNP for the year concerned.  
 



PE 349.852 4/6 DT\547355EN.doc 

EN 

 
Heading FP 2006 FP 2007 DIFF; % 

1 50 575 50 725 150,0 0,3% 

1a CE 43 735 43 867 132,0 0,3% 
1b NCE 6 840 6 858 18,0 0,3% 
2 NCE 42 930 42 284 -646,0 -1,5% 
2a NCE 37 086 36 480 -606,0 -1,6% 
2 b NCE 5 844 5804 -40,0 -0,7% 
3 NCE 9 093 9 312 219,0 2,4% 

4 NCE/CE 5 104 5 115 11,0 0,2% 
5 NCE/CE 6 325 6 444 119,0 1,9% 
6 NCE/CE 442 442 0,0 0,0% 
7 NCE 3 455 3 455 0,0 0,0% 
8 CE 1 041 0 -1 041,0 -100,0% 

tot; 118 965 117 777 -1 188 -0,0 
 
 

Scenario Art. 272 of  EC Treaty 1 
 

13. The provisions of the current  Treaty do not foresee any “headings” but only make a 
distinction between  two types of expenditure: compulsory expenditure, on which Council 
has the last word (CE) and non compulsory expenditure (NCE), on which the Parliament 
has the last say within the limits of the maximum rate of increase (MRI). 
The MRI is based on macro economic parameters communicated each year by the 
Commission to the budgetary authority.  

 
14. The 2007 budget under art. 272 of EU Treaty and without an agreement between 

                                                 
 
1 Article 272  
9. A maximum rate of increase in relation to the expenditure of the same type to be incurred during the current 
year shall be fixed annually for the total expenditure other than that necessarily resulting from this Treaty or 
from acts adopted in accordance therewith. The Commission shall, after consulting the Economic Policy 
Committee, declare what this maximum rate is as it results from: 
— the trend, in terms of volume, of the gross national product within the Community; 
— the average variation in the budgets of the Member States; and 
— the trend of the cost of living during the preceding financial year. 
The maximum rate shall be communicated, before 1 May, to all the institutions of the Community. 
The latter shall be required to conform to this during the budgetary procedure, subject to the provisions of the 
fourth and fifth subparagraphs of this paragraph. If, in respect of expenditure other than that necessarily 
resulting from this Treaty or from acts adopted in accordance therewith, the actual rate of increase in the draft 
budget established by the Council is over half the maximum rate, the European Parliament may, exercising its 
right of amendment, further increase the total amount of that expenditure to a limit not exceeding half the 
maximum rate. 
Where the European Parliament, the Council or the Commission consider that the activities of the Communities 
require that the rate determined according to the procedure laid down in this paragraph should be exceeded, 
another rate may be fixed by agreement between the Council, acting by a qualified majority, and the European 
Parliament, acting by a majority of its members and three fifths of the votes cast.  
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Council and Parliament to increase the MRI, will be about EUR 500 million less than a 
budget adopted under art. 26 of the IIA. Under the Treaty scenario, the calculation of 
compulsory expenditure and in particular agriculture and pensions, includes the figures of 
article 32 of the Accession Treaty for enlargement.  

 
15. However, in order to evaluate the European Parliament's interest in this option, it is 

necessary to calculate the non-compulsory expenditure, and a number of assumptions 
must be made:  

 
- all NCE in 2006 is budgeted; 
- the estimated MRI for 2007 is 3.9 %. 
 
16. Based on the above assumptions, the EP can increase non-compulsory expenditure in the 

Budget 2007 without the agreement of the Council, by the following amounts: 
 
Total amount of NCE in the 2006 budget (Estimation)  72 170 
Maximum Rate of increase 2007(Estimation) 3.9% 
half of the MRI  1,93% 
Council half margin 1 395 
Maximum theoretical expenditure possible for the Council's DB 73 565 
If Council does not use its half margin this can be used by Parliament in addition to 
Council DB 
Minimum NCE appropriations allowed for EP 2007    1 424,83 
Maximum NCE appropriations allowed for EP 2007 2 789 
 
 
17. The only variable that cannot be assumed is the level of Council's Draft Budget. The 

procedure under art. 272 of the Treaty may drive the two arms of the budgetary authority 
towards a “tactical” first reading in order to reach an agreement on a new MRI in 2nd 
reading. 

 
Consequences for the legislation 
 
18. The application of either scenario would have consequences for EU legislation : 
 
- Community programmes terminating in 2006 (i.e. the majority of them) would have to be 

prolonged at least for the first year. 
 
- Multiannual programming foreseen by the Commission would still be possible, but only 

with indicative amounts fixed by the legislative authority (since the reference amounts are 
linked to the financial perspective and the Interinstitutional Agreement) and confirmed in 
the annual budgetary procedures. 

 
- Concerning the Structural Funds, the Commission should present a proposal for their 

prolongation (unanimity in Council, consent of EP). The rapporteur is aware that the 
nature of the functioning of the Structural Funds - which are based on development 
contracts between the Commission and the Member States - implies that the financing is 
ensured throughout the whole period of programming and therefore the current legislation 
should be prolonged for a defined period.  
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19. The rapporteur points out that a situation of conflict within Council and between the 
Institutions could lead to the risk that no legislation would be prolonged beyond 2006. 

 

Final considerations  
 
20. Recalling that the aim of the European Parliament should remain to have a new financial 

perspective, your rapporteur would like to set out the following considerations before 
drawing conclusions: 

 
- a financial perspective allows an orderly development of Community policies through 

multiannual programming. 

- an Interinstitutional Agreement guarantees budgetary discipline and avoids conflictual 
negotiations on annual budgets. 

- in case of no agreement on the next financial perspective, the current IIA provisions 
apply for the year 2007. 

- the Treaty keeps primacy over the Interinstitutional Agreement and allows for the 
adoption of annual budgets. 

- in the case of no agreement in time for the budgetary procedure 2007 negotiations will 
continue during the annual procedure 2007. 

- the procedure under art 26 of the IIA will not only give the EP very limited room for 
manoeuvre (margin zero), it could also give Council the impression that the EP is 
ready to accept a low-profile financial framework for the period 2007. 

- the real challenge for 2007 will be how to organise the prolongation of expiring 
legislative programmes, including the Structural Funds, in order to prevent a legal 
void which would risk interrupting implementation. 

 
21. The rapporteur considers it premature to take any conclusive position at this stage but 

nevertheless considers that: 
 

- a denunciation of the Interinstitutional Agreement as foreseen by art. 26, and the 
beginning of the procedure 2007 on the basis of art 272 of the Treaty will offer a better 
basis for the negotiations with Council (minimum EUR 1,4 billion to a maximum 2,8 
billion); 

 
- even in the case of a budgetary procedure based on art. 272 of the EU Treaty, the EP 

could establish unilaterally a financial framework in order not to prejudge its position in 
the negotiations on the financial perspective. 

 
- article 26 of the IIA is not realistic. Article 272 of the EU Treaty is more favourable for 

EP, at least as a negotiating position. 
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