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Executive summary

The EU’s financial landscape has evolved over decades. Its centrepiece is the EU budget
and the instruments fully integrated into it, but it also includes instruments outside the
EU budget. Such newly created instruments have multiplied over the last 15 years. This
was mainly in response to different crises, and was also due to legal and practical
constraints on using existing instruments. The multiplication of instruments has made it
timely for us to carry out a broad analysis of the landscape.

The degree of efficiency and transparency of the EU’s financial landscape have
attracted considerable attention from EU stakeholders in the context of potential
institutional reform. The European Parliament in particular has described the EU’s
financial landscape as a “galaxy of funds and instruments around the EU budget”.

Our audit aimed to provide insight into the design of the current arrangements, and
to identify the potential scope for simplifying and streamlining the EU’s financial
landscape, based on an analysis of selected instruments. We assessed whether the
multiplication and diversity of instruments in the EU’s financial landscape are justified. For
the purposes of our audit, we examined the reasons for creating instruments outside the
EU budget. We also assessed whether the existing arrangements ensure adequate public
scrutiny of funding for EU policies, and if appropriate action is being taken for the 2021-
2027 period to improve the integration of the EU’s financial landscape.

We conclude that, even if there were reasons for creating new types of instruments,
the piecemeal approach to the setup of the EU’s financial landscape has resulted in a
patchwork construction.

We found that the EU’s financial landscape is composed of many instruments with a
variety of governance arrangements and sources of funds, and different coverage of
potential liabilities, leading to a patchwork of different components. There were generally
valid reasons for creating these instruments, but most of them did not follow good
practice by including clear evidence that the option selected and its design were the most
suitable.

We also found that the EU has introduced integrated reporting, but not all
instruments are covered. The ECA does not have the mandate to audit some instruments
outside the EU budget. For some of those instruments there is a gap in the audit of their
performance and no European Parliament oversight. The EU’s financial landscape is
therefore not fully publicly accountable.



We note the recent progress made on consolidating several instruments. However,
the potential for simplification has not yet been fully exploited, in particular for those
instruments providing financial assistance.

We recommend that the Commission should:

(@) ensure that any new instrument it proposes contains an assessment of the design
and options chosen, and share this good practice with the Council;

(b) compile and publish information on the EU’s overall financial landscape;
(c) propose to integrate the Modernisation Fund into the EU budget;

(d) propose the integration and consolidation of existing financial assistance
instruments.



Introduction

In the 1950s, the Member States established the European Coal and Steel
Community (the 1951 Treaty'), the European Economic Community (the 1957 EEC
Treaty?) and the European Atomic Energy Community (the 1957 Euratom Treaty?) with
distinct legal identities, their own governance arrangements and separate budgets.

The 1957 EEC Treaty also established the European Investment Bank (EIB) as a separate
entity to act as the EEC’s ‘lending arm’, as well as the European Development Fund (EDF)
with its own multiannual budget to provide grants and loans to certain non-EU countries.

By 1970, the different budgets were incorporated into the EEC budget, creating a
single Communities budget (the general budget) covering administrative and operational
expenditure, which was mainly used to finance spending programmes. The vast majority
of the EU budget is used to finance spending programmes that provide grants, subsidies
or other non-repayable forms of financial support to beneficiaries. As at 1 January 2021,
there were 43 spending programmes funded by the EU budget.

The 1970 Luxembourg Treaty“ also led to the gradual replacement of Member State
contributions by a system of ‘own resources’ (based on Value-Added Tax (VAT) and
customs duties). In the 1970s, the general budget also provided new types of financial
support. Firstly, the New Community Instrument enabled the Communities to provide
loans, equity and other repayable financial support to small and medium-sized firms.
Secondly, the general budget was used to guarantee EIB loans for micro-economic
purposes in Mediterranean countries. Thirdly, following the 1973 oil price shock, the
Communities’ general budget guaranteed borrowing and lending to provide financial
assistance loans to Member States in difficulties (the Balance of Payments (BoP) Facility).

Treaty establishing the European Coal and Steel Community.
Treaty establishing the European Economic Community (EEC).
Treaty establishing the European Atomic Energy Community.

Treaty amending certain budgetary provisions of the Treaties establishing the European
Communities and of the Treaty establishing a Single Council and a Single Commission of the
European Communities.


https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:11951K/TXT&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:11957E/TXT&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012A/TXT&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=OJ:L:1971:002:FULL&from=FR
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=OJ:L:1971:002:FULL&from=FR
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=OJ:L:1971:002:FULL&from=FR

The 1975 Brussels Treaty® established a budgetary authority — comprising the
Council and the European Parliament—to adopt and scrutinise the implementation of the
general budget, and designating the European Court of Auditors (ECA) as the auditor of all
revenue and expenditure. In addition, the Member States also established the first
decentralised agencies. These agencies carry out technical, scientific or managerial tasks
that help the EU institutions to devise and implement policies. Most decentralised
agencies are funded from the EU budget or charge fees for their services, and are audited
by the ECA and scrutinised by the budgetary authority. As at 31 December 2021, the EU
had 35 decentralised agencies.

In 1988, the Council and the European Parliament agreed the first long-term budget,
the 1988-1992 financial perspectives®, which introduce an annual limit on general budget
expenditure — the own resources ceiling’ — expressed as a percentage of the total Gross
National Product (GNP) of the Member States (1.2 % for 1992).

Under the 1993-1999 Financial Perspectives?, Member States agreed annual limits
for spending on agriculture, structural operations, internal policies, external policies,
administrative expenditure, and reserves (‘headings’). They also agreed a new own
resource based on GNP to act as the balancing resource of the EU budget.

The 2000-2006 Financial Perspectives® included an administrative reform that
entailed new financial management arrangements, including the establishment of
executive agencies (seven at the end of 2021) to manage certain spending programmes
under the Commission’s direct management. Furthermore, Gross National Income (GNI)
replaced GNP as the basis for calculating the balancing own resource.

Treaty amending certain financial provisions of the Treaties establishing the European
Communities and of the Treaty establishing a Single Council and a Single Commission of the
European Communities.

Interinstitutional Agreement of 29 June 1988 between the European Parliament, the Council
and the Commission on budgetary discipline and improvement of the budgetary procedure .

Article 3 of Council Decision 88/376/EEC, Euratom on the system of the Communities' own
resources.

Interinstitutional Agreement of 29 October 1993 between the European Parliament, the
Council and the Commission on budgetary discipline and improvement of the budgetary
procedure.

Interinstitutional Agreement of 6 May 1999 between the European Parliament, the Council and
the Commission on budgetary discipline and improvement of the budgetary procedure.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:11975R/TXT&qid=1670934507565&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:11975R/TXT&qid=1670934507565&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:11975R/TXT&qid=1670934507565&from=EN
https://eur-lex.europa.eu/resource.html?uri=cellar:9d167bc4-593b-4085-b2c5-8b472a45451e.0004.01/DOC_2&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar:9d167bc4-593b-4085-b2c5-8b472a45451e.0004.01/DOC_2&format=PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:31988D0376&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:31988D0376&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:41993A1207(01)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:41993A1207(01)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:41993A1207(01)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:31999Y0618(02)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:31999Y0618(02)&from=EN

The 2007-2013 Multiannual Financial Framework (MFF)'° increased the volume of
emergency reserves (special instruments), in particular the new European Globalisation
Adjustment Fund to help workers after restructuring; the European Union Solidarity Fund
to respond to major natural disasters; and the Emergency Aid Reserve to respond to
crises in non-EU countries. The EU also introduced the first public-private partnerships to
achieve specific technological goals (Joint Technology Initiatives) funded by the EU and
partners from industry or government.

In addition, the 2008-2010 financial crisis led to increased use of financial assistance
instruments. In 2009, the Member States reactivated the BoP Facility to provide loans to
non-euro area Member States. In 2010, for the euro area, the Member States established
the Greek Loan Facility (GLF) based on coordinated bilateral loans; the European Financial
Stability Facility (EFSF) which was used to provide assistance to Ireland, Portugal and
Greece, and was based on direct guarantees of loans by euro area Member States; and
the European Financial Stabilisation Mechanism (EFSM) to support any EU country in
severe financial difficulties, which was based on loans guaranteed by the own resources
ceiling. In 2012, the euro area Member States set up the European Stability Mechanism
(ESM) to take over, from the EFSM and EFSF, the granting of new euro area financial
assistance.

Under the 2014-2020 MFF'!, the Member States and the EU agreed to make greater
use of instruments designed to leverage other sources of public and private finance. This
included setting up Trust Funds outside the EU budget, which combined EU budget
contributions with finance from other donors to provide external aid to specific countries.
The EU also expanded its use of public and private partnerships in research and
innovation, replacing the former Joint Technology Initiatives with Joint Undertakings
(eight as at 31 December 2021). In addition, the EU decided to make greater use of EU
budget contributions to create ‘pools’ of funding to enable financial partners such as the
EIB to provide loans, equity investments or other repayable financial support for projects
and enterprises (financial instruments).

During the above period, EU budget guarantees were used to raise finance for
repayable investment support both within and outside the EU, namely the EIB external
lending mandate in 2014 to support investment projects outside the EU, the European

10 Interinstitutional Agreement between the European Parliament, the Council and the
Commission on budgetary discipline and sound financial management.

11 Council Regulation (EU, Euratom) No 1311/2013 laying down the multiannual financial
framework for the years 2014-2020.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006Q0614(01)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006Q0614(01)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R1311&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R1311&from=EN

Fund for Strategic Investments (EFSI) in 2015 to boost long-term economic growth and
competitiveness in the EU, and the European Fund for Sustainable Development (EFSD)

in 2016 to support sustainable development in Africa and the EU’s neighbourhood.

In 2020, in order to address the socio-economic effects of COVID-19, the Member States
and the EU established SURE, a borrowing and lending instrument, to provide “temporary
support to mitigate unemployment risks in an emergency” with its loans to Member
States guaranteed by the own resources ceiling . The Member States also provided
guarantees that cover 25 % of the total amount of the loans. In addition, the EU set up the
Single Resolution Fund (SRF) outside the EU budget, which was funded by fees levied on
banks to help deal with failing banks.

For the current 2021-2027 period, the EU has adopted a package of legislation
related to the EU’s finances. This includes the MFF'? regulation and the accompanying
sectoral legislation governing the EU’s spending programmes. The EDF has been
incorporated into the EU budget, and the InvestEU programme has replaced the EFSI and
centrally managed financial instruments. The Member States established and financed
the European Peace Facility (EPF) outside the EU budget to finance certain costs related
to the Common Security and Defence Policy. In addition, the EU’s special instruments
were updated and expanded. The Council has also established the NextGenerationEU to
provide additional EU finance for spending and investment from 2021 to 2026 to tackle
the economic effects of COVID-19. During 2022 the ECA has issued opinions 07/2022"3
and 08/2022' regarding the Commission’s and Council’s proposals, respectively to
introduce the Macro-financial assistance plus and the Social Climate Fund.

In this report, we use the term ‘instrument’ to refer to all types of financing for EU
policies, which are called ‘instruments’, ‘mechanisms’, ‘funds’, ‘facilities’ or ‘endowments’
in EU legislative acts. We also use the term ‘instrument’ to refer to specific types of
finance provided by institutions such as the ESM and the EIB. Figure 1 presents the
timeline of creation of the instruments described in the previous paragraphs, and shows
how the number of instruments has multiplied over the last 15 years.

12 Council Regulation (EU, Euratom) 2020/2093 laying down the multiannual financial framework

for the years 2021 to 2027 (MFF regulation 2021-2027).

13 Opinion 07/2022 concerning the proposal for a Regulation of the European Parliament and of

the Council amending Regulation (EU, Euratom) 2018/1046 as regards the establishment of a
diversified funding strategy as a general borrowing method.

14 Opinion 08/2022 concerning the proposal for a Regulation of the European Parliament and of

the Council establishing a Social Climate Fund as revised by the Council.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2093&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2093&from=EN
https://www.eca.europa.eu/Lists/ECADocuments/OP22_07/OP_Funding_strategy_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/OP22_08/OP_Social-climate-fund_EN.pdf

Figure 1 — Timeline of creation of instruments
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Source: ECA.
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The Treaty on the Functioning of the EU stipulates the key principles for budgetary
management’. Those principles are further explained in the Financial Regulation'®. Box 1
presents the budgetary principles included in the Financial Regulation. New instruments
may breach the budgetary principles in a number of ways. For example, establishing
spending programmes by intergovernmental agreement would breach the principle of
unity; dedicating certain revenue sources to specific expenditure would derogate from
the principle of universality; and the complexity resulting from the proliferation of
instruments would undermine performance and transparency.

Box 1

Budgetary Principles included in the Financial Regulation

Principles of unity and budget accuracy: the budget shall forecast all revenue and
expenditure considered necessary for the Union;

Principle of annuality: the budget shall be authorised for a financial year running
from 1 January to 31 December;

Principle of equilibrium: revenue and expenditure shall be in balance;
Principle of unit of account: the budget shall be drawn up in euros;
Principle of universality: total revenue shall cover total expenditure;

Principle of specification: amounts shall be earmarked for specific purposes by
title and chapter;

Principle of sound financial management and performance: economy, efficiency
and effectiveness shall be used, together with a focus on performance;

Principle of transparency: the budget shall be established and implemented, and
the accounts presented in accordance with the principle of transparency.

The EU budget'’ is adopted annually. It must respect the limits on expenditure'® set
out in the MFF regulation and the ultimate ‘ceiling’ on the resources that the EU can

15 Article 310 of the Treaty on the Functioning of the European Union (TFEU).
6 Regulation (EU, Euratom) 2018/1046 (the Financial Regulation).
17" Article 314 TFEU.

18 Article 312 TFEU.


https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:12012E/TXT:en:PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:12012E/TXT:en:PDF
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:12012E/TXT:en:PDF
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collect from the Member States in the own resources decision (see Figure 2), which
requires unanimity in the Council and approval by Member States according to their
constitutional requirements.

Figure 2 — The own resources ceiling

2% OF EU GNI

Safety buffer for negative economic developments

NextGenerationEU

A temporary ring-fenced own
resources ceiling of 0.60% of
EU GNI

Safety buffer for negative economic developments
and unforeseen costs

Margin to cover borrowing for financial assistance
to Member States

A permanent own resources
ceiling of 1.40% of EU GNI

EU budget: amounts under the MFF ceiling
(approximately 1% of EU GNI)

Source: ECA, based on the own resources decision and the MFF regulation.

16 The margin between the expenditure limits set in the MFF and the own resources
ceiling is called ‘headroom’. This headroom, after taking into consideration a safety buffer
to cover potential negative economic developments, is used to guarantee the EU’s
financial obligations and potential losses (‘contingent liabilities’). To be able to borrow the
necessary funds for NextGenerationEU in the markets, a temporary ring-fenced additional
ceiling of 0.6 % of EU GNI was introduced in the own resources decision. The MFF ceiling
for expenditure by the EU budget (approximately 1 %) is now around half of the overall
own resources ceiling (2 %).
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For the purpose of this report, we consider an instrument as included in the EU
budget when it is fully financed (or provisioned) in line with the MFF regulation and
follows the methods of budget implementation presented in the Financial Regulation'’
The following instruments are fully integrated into the EU budget:

spending programmes and funds, financial instruments, and the EU agencies and
other bodies?® (such as Joint Undertakings) funded by the EU budget to implement
EU policies;

the special instruments for responding to events financed by the EU budget, such as
the Solidarity and Emergency Aid Reserve (SEAR), the Single Margin Instrument
(SMI), and the European Globalisation Adjustment Fund for Displaced Workers (EGF);

external assigned revenue. This special type of revenue channels additional funds
from external sources to the EU budget for specific expenditure. It comes on top of
the adopted budget and the MFF, and should be assigned to a specific budget line. It
includes non-EU countries’ financial contributions, the Innovation Fund (raising
money from the Emissions Trading System (ETS) for innovative low-carbon
technologies), and the non-repayable support part of NextGenerationEU financed by
loans;

budgetary guarantee instruments, such as InvestEU and EFSD+, where calls against
the guarantee are paid from the EU budget up to the guarantee limit.

The instruments which lie outside the EU budget (off-budget) and involve borrowing
and lending by the EU, but which are guaranteed under the own resources ceiling, are the
following:

financial assistance instruments for non-EU countries, such as the Macro-Financial
Assistance (MFA) and EURATOM loans, where the Commission borrows funds from
the capital markets and lends them to beneficiary countries on the same terms
(back-to-back loans). These loans are ultimately covered by the EU budget;

financial assistance to EU countries, such as the BoP, the EFSM and SURE, which also
operate as back-to-back loans;

Recovery and Resilience Facility (RRF) loans financed by NextGenerationEU
borrowing.

19 Article 62 Financial Regulation.

20 Article 70 Financial Regulation.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
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The instruments established outside the EU budget and not covered by the own
resources ceiling include:

the financial assistance instruments of the ESM, EFSF and GLF, which are based on
capital, guarantees or loans established under intergovernmental treaties or
agreements;

the various repayable investment instruments of the EIB group (own operations);
other instruments providing the means to implement EU policies:

— the European Peace Facility (EPF);

— the Single Resolution Fund (SRF);

— the Modernisation Fund for Member States decarbonising their economies, and
Member State spending to achieve decarbonisation using revenues from the
Emissions Trading Scheme;

— grants from European Economic Area states, Norway and Switzerland to EU Member
States that aim to reduce social and economic disparities within the European
Economic Area and the EU.

The EU’s current financial landscape, which developed over decades, has been
described by the European Parliament as a “galaxy of funds and instruments around the
EU budget”. Figure 3 provides an overview of the EU’s financial landscape as at
1 January 2021. Annex | provides financial information about the instruments we include
in our analysis, in particular their size/capacity.



Figure 3 — The EU’s financial landscape as at 1 January 2021
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Audit scope and approach

The degree of efficiency and transparency of the EU’s financial landscape have
attracted considerable attention from EU stakeholders in the context of potential
institutional reform?'. Our audit aims to provide an insight into the design of the current
arrangements, and to identify the potential scope for simplifying and streamlining the
EU’s financial landscape.

We examined whether the EU’s financial landscape is set up in a consistent way. In
particular, we assessed whether:

legitimate reasons existed for not fully integrating instruments into the EU budget
when they were established;

adequate provision has been made to ensure public accountability for the EU’s
financial landscape, in terms of reporting, audit, and public scrutiny arrangements;

appropriate action was taken to improve the integration of the EU’s financial
landscape over time.

In the report, we cover instruments lying mainly outside the EU budget which are
available to enter into new operations in the 2021-2027 period, or which continue to
generate significant assets or potential liabilities (‘contingent’ liabilities) for the EU or
Member States (see list in Annex I). We do not analyse the instruments that are fully
integrated into the EU budget and do not generate contingent liabilities or are not based
mainly on external assigned revenue, namely spending programmes and agencies or
other bodies funded by the EU budget. In addition, our analysis does not cover non-EU
countries’ grants and contributions to the EU budget?? and the Member States’ ETS
revenues, as these are spent directly by Member States.

For the purpose of this assessment, we used as criteria the budgetary principles and
rules laid down in the treaties, the own resources decision and the Financial Regulation.
As benchmarks, we used international standards, best practices, and recommendations

2L For example, “The next revision of the Financial Regulation and the EU budget galaxy: How to

safeguard and strengthen budgetary principles and parliamentary oversight”, requested by the
European Parliament and carried out by the Centre for European Policy Studies; “EU Financing
for Next Decade. Beyond the MFF 2021-2027 and the Next Generation EU” European
University Institute in cooperation with the Robert Schuman Centre for Advanced Studies.

22 Review 3/2021: Financial contributions from non-EU countries to the EU and Member States.


https://www.europarl.europa.eu/RegData/etudes/STUD/2022/721500/IPOL_STU(2022)721500_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2022/721500/IPOL_STU(2022)721500_EN.pdf
https://cadmus.eui.eu/handle/1814/69015
https://cadmus.eui.eu/handle/1814/69015
https://www.eca.europa.eu/Lists/ECADocuments/RW21_03/RW_third_countries_contributions_EN.pdf
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on good budgetary governance and public finance management (e.g. the Organisation for
Economic Co-operation and Development??, the International Monetary Fund?4, and
Public Expenditure and Financial Accountability?°).

We reviewed the proposals for the different instruments and the legal acts
establishing them, and carried out interviews with officials from the Commission
departments responsible for proposing or managing the different instruments. We also
gathered information from the European Parliament, the Council, the ESM and the EIB
Group in order to better understand the role of the different stakeholders in the EU’s
financial landscape. In addition, we consulted a number of EU public finance experts to
discuss our analysis and preliminary audit conclusions.

2 Allen, R. and Radev, D. (2007), “Managing and Controlling Extrabudgetary Funds”, OECD
Journal on Budgeting, Vol. 6/4 and OECD’s 10 principles of good budgetary governance (2015).

24 Technical Notes and Manuals from the IMF, in particular the one on “Extrabudgetary Funds”.

25 “Framework for assessing public financial management”, in particular PEFA Indicators Nos 6,

10, 18 and 30.


https://www.oecd-ilibrary.org/docserver/budget-v6-art19-en.pdf?expires=1666365967&id=id&accname=oid040561&checksum=565D9662C8257115CD7FE45550D04C74
https://www.oecd.org/gov/budgeting/Recommendation-of-the-Council-on-Budgetary-Governance.pdf
https://www.imf.org/external/pubs/ft/tnm/2010/tnm1009.pdf
https://www.pefa.org/sites/pefa/files/resources/downloads/PEFA%202016_latest%20version_with%20links%20%282%29.pdf
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Observations

As Figure 3 shows, the EU’s financial landscape has a significant number of diverse
components. To assess the justification for the multiplication and diversity of the
instruments not fully integrated into the EU budget (see Annex I), the paragraphs below
examine the reasons why they were created, the related governance arrangements, and
sources of funding.

Legitimate reasons for creating new instruments, but many lacked
appropriate prior evaluations

There was a legitimate reason for creating most of the instruments

The budgetary principles established in the Financial Regulation?® —in particular the
principle of unity — state that the EU budget must forecast and authorise all revenue and
expenditure considered necessary for the EU. The establishment of instruments outside
the budgetary process should be legitimate and appropriately justified?’. We analysed
whether there was a legitimate reason for the type of instrument chosen and, where
applicable, for it being created outside the EU budget.

We found that, in most cases, the legal, political or economic circumstances at the
time each instrument was created provided reasons for their off-budget aspects. The
instruments based on borrowing and lending that provide financial assistance
(see Figure 3) had to be developed outside the EU budget, because loans cannot be raised
within it. These instruments were mostly created to respond to crises. The GLF was the
political option found to respond quickly to the immediate needs to finance Greece. The
EFSF was a temporary solution to address the 2010 sovereign debt crisis, and was
succeeded by the ESM. Divergences between euro area and non-euro area Member
States led to these three instruments being created outside the own resources ceiling.

%6 Articles 6-38 Financial Regulation.

27 Allen, R. and Radev, D. (2007), “Managing and Controlling Extrabudgetary Funds”, OECD
Journal on Budgeting, Vol. 6/4, section V.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://www.oecd-ilibrary.org/docserver/budget-v6-art19-en.pdf?expires=1666365967&id=id&accname=oid040561&checksum=565D9662C8257115CD7FE45550D04C74
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The BoP was also created in the 1970s to respond to crises and support Member
States that have problems with their balance of payments. Similarly, the MFA was created
to provide financial assistance to non-EU countries. The EFSM was set up at the same
time and with the same objectives as the EFSF, but could be accommodated under the
coverage of the own resources ceiling. SURE and NextGenerationEU were the EU
response to the economic and social effects of the COVID-19 pandemic.

Other instruments were created inside the budget to leverage EU funds by providing
EU budget guarantees. They were established so that to allow using the EU budget funds
to provide repayable support and mobilise the resources needed to finance EU action by
the financial institutions. This type of support goes beyond the non-repayable support
typically provided by the EU budget. It is used to provide economic stimulus in response
to crises by addressing identified investment gaps. InvestEU and EFSD+ are the two
instruments created for this purpose.

The establishment of the European Peace Facility outside the EU budget is justified
by the legal constraints stemming from Article 41(2) of the Treaty on European Union
(TEU), which prevents the EU budget from financing operating expenditure with military
or defence implications. The off-budget nature of the European Peace Facility allows
Member States to overcome this limitation.

The SRF is a resolution financing arrangement. It is one of the measures proposed to
strengthen Europe's banking sector and to avoid the spillover effects of any future failing
banks with negative effects on depositors and taxpayers. The fact that the SRF is fully
financed from contributions from euro area banks (pooling of funds) explains that it is an
instrument created outside the EU budget.

The Modernisation Fund and the Innovation Fund are both financed by ETS
revenues. The two different designs of these funds were set out in the ETS Directive?®
(see Box 4). Even though both funds provide non-repayable support (in a similar way to
the EU budget), creating them meant that EU policies could be financed by pooling funds
that would otherwise be used exclusively by Member States. In addition, these funds
come on top of the EU budget and the MFF ceiling (1 % of EU GNI), and can thus be used
to provide non-repayable support beyond those limits.

28 Article 10a and 10b of the Directive 2003/87/EC.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02003L0087-20210101&from=EN
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No clear demonstration that the most efficient option was chosen for the majority of
instruments assessed

An appropriate ex-ante evaluation is important for justifying the creation of an
instrument and assessing its potential efficiency. In the EU, the impact assessment plays a
key role in this regard, and is envisaged by the Better Regulation Framework for
Commission initiatives that are likely to have significant economic, environmental or
social impacts?’. The Better Regulation Framework envisages situations where an impact
assessment cannot be carried out, or needs to be shortened or simplified. This is the case,
for example, when there is political urgency.

We found that even though there was a justification for their creation (see
paragraphs 27 to 32), the selected design (including the instruments’ off-budget
characteristics) was not supported by impact assessments or similar ex-ante evaluations
in most cases (out of the 16 instruments we analysed, 10 were not supported by impact
assessments). For the instruments covered by the own resources ceiling, the Commission
justified this by the urgent nature of the particular proposals to create the instruments
(i.e. NextGenerationEU, SURE, and the EFSM). For the other cases, we consider that such
an analysis would have been useful although an impact assessment was not formally
required, as the particular instrument was not a Commission initiative (i.e. the European
Peace Facility, the ESM, the EFSF, and the GLF), or was created before the requirement for
impact assessments (i.e. BoP, EURATOM loans and MFA).

The lack of appropriate impact assessments or other similar evaluations also makes
it impossible to justify that the creation of an off-budget instrument was better than using
the EU budget, and to demonstrate that the proposed instrument was the most efficient
one (cost-benefit analysis).

Sunset or review clauses are present in most of the instruments we analysed

Including sunset provisions when preparing a new instrument is good practice, and
avoids unnecessary or redundant instruments in the long run°. The majority of the
instruments we analysed contain a sunset clause specifying the duration of the
instrument, or a regular review clause that requires the reasons for maintaining the

29 Chapter lll — Guidelines on impact assessment, p. 15 of the Better Regulation Guidelines and
Interinstitutional Agreement of 13 April 2016 between the European Parliament, the Council
and the Commission on better law making.

30 Allen, R. and Radev, D. (2007), “Managing and Controlling Extrabudgetary Funds”, OECD
Journal on Budgeting, Vol. 6/4.


https://ec.europa.eu/info/sites/default/files/swd2021_305_en.pdf
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instruments to be reviewed. Our analysis found that these clauses were implemented as
stipulated by the legislative acts. The exception to this practice is the EURATOM loans
facility, which does not contain such clauses (see Box 2).

Box 2

The EURATOM loans facility: the lack of a review clause runs the risk
of the instrument becoming outdated

The EURATOM loans facility has existed since 1977, and its most recent revision
dates back to 2006, when the legal basis was adjusted to take account of the
enlargement of the EU. The instrument was created to provide Member States
with loans for their investment projects relating to nuclear power stations, and
was later extended to provide loans to certain third countries (currently Russia,
Ukraine and Armenia) for projects to increase the safety and efficiency of their
nuclear power stations. Despite developments in EU energy policy and priorities,
as well as changes in the geopolitical context, the Commission and the Council
have not assessed the need to maintain the facility for the last 16 years.

A variety of governance arrangements, sources of funding and contingent
liabilities

The instruments should be as consistent as possible, given their specific
characteristics. The existence of a common framework, laying down general rules for
creating and harmonising governance arrangements, can bring greater transparency,
simplicity and effectiveness into the operation of the instruments?®*.

Governance arrangements vary substantially

In order to assess the level of consistency of the instruments within the EU’s
financial landscape, we examined the different governance arrangements by checking the
basic legislative acts and comparing the decision-making process for similar instruments.
We also analysed the implications of the different governance arrangements.

The various instruments we analysed are grounded in different basic acts. These
range from treaties concluded by a specific group of Member States (such as the ESM,
signed by euro area Member States) to Council regulations (such as SURE). In the case of
the MFA (see paragraph 83), the lack of a framework regulation means that decisions to

31 Technical Notes and Manuals. “Extrabudgetary Funds” Richard Allen and Dimitar Radev, Fiscal
Affairs Department, IMF, June 2010.


https://www.imf.org/external/pubs/ft/tnm/2010/tnm1009.pdf
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grant loans and the respective conditions are taken on a case-by-case basis. The lack of a
common framework for creating any new instrument leads to too diverse a range of
governance arrangements.

While the above difference in governance arrangements might be explained to a
certain extent by the instruments’ varied characteristics, we found that similar
instruments within the EU’s financial landscape also have different governance
arrangements. The governance of financial assistance instruments, for example, differs
from one instrument to another (see Box 3).

Box 3

Different governance arrangements for similar borrowing and
lending instruments

The instruments that provide financial assistance for countries in need have
similar characteristics because of their common objective to provide loans to
Member States or non-EU countries (see Figure 3). Some of the instruments are
covered by the own resources ceiling, and have different governance
arrangements. BoP, EFSM, EURATOM loans and SURE’s main decisions are made
by the Council, following proposals from the Commission. However, in general,
MFA loans follow the ordinary legislative procedure, and require a single joint
decision by the European Parliament and the Council.

The instruments not covered by the own resources ceiling are created by an
intergovernmental Treaty or Agreement. They have different governance
structures and the responsibility of decision-making processes lies solely with
representatives of euro area Member States: the GLF is based on a one-off inter-
creditor agreement, meaning that all decisions are taken by the parties to the
creditor agreement; the EFSF and the ESM are managed by specific boards. This
patchwork arrangement is a source of complexity, and entails the risk of
duplication. It can also lead to a lack of synergies, and weakens governance and
decision-making®?.

In one case, the specific governance arrangements affect the Member State’s debt
positions. The EFSF is a private company subject to Luxembourg law, and it is not
considered an international organisation for the purpose of national accounts criteria.
Therefore, the amounts borrowed by the EFSF must be recorded as government debt of

32 Commission’s proposal for a Council Regulation on the establishment of the European
Monetary Fund, COM(2017) 827.


https://eur-lex.europa.eu/resource.html?uri=cellar:050797ec-db5b-11e7-a506-01aa75ed71a1.0002.02/DOC_1&format=PDF
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the Member States that guarantee its capital®:. This means that the loans obtained in the
markets are reflected as debt in the Member States’ national accounts. This does not
occur for similar instruments such as the ESM, or for those covered by the own resources
decision ceiling (EFSM, BoP, MFA, EURATOM loans and SURE), as international
organisations do not compile national accounts.

Other examples are the Innovation Fund and the Modernisation Fund, which are
recently created instruments with similar sources of funding, type of support and
objectives (see Box 4). Although both are non-repayable support schemes, they also have
different governance arrangements: the main decisions about the Innovation Fund are
taken by the Commission, while decisions about the Modernisation Fund are taken by an
Investment Committee composed mostly of beneficiary Member States’ representatives.

3 Eurostat News release no 13/2011, The statistical recording of operations undertaken by the
European Financial Stability Facility.


https://ec.europa.eu/eurostat/documents/2995521/5034386/2-27012011-AP-EN.PDF/25064294-4eae-4b50-a447-60165ca9718d?version=1.0
https://ec.europa.eu/eurostat/documents/2995521/5034386/2-27012011-AP-EN.PDF/25064294-4eae-4b50-a447-60165ca9718d?version=1.0
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Box 4

The Modernisation Fund and the Innovation Fund: two sides of the
same coin

The EU ETS: funding the two funds

The EU ETS is a system for controlling carbon emissions and other forms of
atmospheric pollution. An upper limit is set on the amount that a given business or
other organisation may produce, but allows further capacity to be bought from
organisations that have not used their full allowances. In 2021, Member States
collected more than €30 billion from auctioning these allowances. A small
percentage is transferred to the Innovation Fund and the Modernisation Fund (the
estimated amount can reach €38 and 51 billion for a 10-year period for each of
the two funds, respectively).

The main objectives of the two funds: a transition to clean energy

Both funds have similar objectives, focusing on the energy sector and the
decarbonisation of economies. The Innovation Fund is available to all 27 Member
States, while the Modernisation Fund can be used only by the 10 Member States
with a per capita Gross Domestic Product below 60 % of the EU average (Bulgaria,
Czech Republic, Estonia, Croatia, Latvia, Lithuania, Hungary, Poland, Romania and
Slovakia).

Governance differs significantly

While the Innovation Fund was integrated into the EU budget, the Modernisation
Fund is managed completely outside it. This means that the Commission has full
management responsibility for the Innovation Fund. Responsibility for managing
the Modernisation Fund lies with the beneficiary Member States. The main
decisions are taken by an investment committee composed of representatives
from Member States. The EIB and the Commission appoint one representative
each.

Sources of funding are diverse

In order to assess the level of consistency of the EU’s financial landscape, we
examined the origin of funds used by the instruments, and grouped them according to the
different sources.

We found that the ESM, EFSF, EFSM, BoP, MFA, EURATOM loans, NextGenerationEU,
SURE and EIB own operations obtain funds by borrowing in the financial markets. The
InvestEU and EFSD+ -supported financing and investment operations are selected and
appraised by implementing partners for financing (albeit covered by a budgetary
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guarantee granted by the EU and partially provisioned by the EU budget). The
Modernisation Fund and the Innovation Fund are financed by revenues from auctioning
EU ETS allowances. The SRF is funded by the financial institutions belonging to the
banking union, and the GLF consists of direct loans from euro area Member States to
Greece. The European Peace Facility is funded by direct contributions from Member
States. Figure 4 shows the diverse sources of funding for the instruments we analysed.

Figure 4 — Sources of funds for the instruments

Borrowing

(funds raised from capital markets) Member States

Member States’
contributions
BoP European Peace Facility
EFSF*
EFSM
EIB own operations*
ESM*

EURATOM loans
MFA
NextGenerationEU Direct loans
SURE from euroarea
Member States
Greek Loan Facility

EU budget
and others

Innovation Fund
Modernisation Fund

EIB or other
financial
institutions

ETS auctioned Banking Union financial
allowances institutions

* EFSF, EIB own operations and ESM are financed by borrowing in capital markets, but Member States also
provided some amounts as paid-in capital.

Source: ECA.
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Contingent liabilities backed up differently

A6 Effective management of assets and liabilities ensures that public investments
provide value for money, assets are recorded and managed, fiscal risks are identified, and
debts and guarantees are prudently planned, approved, and monitored**. This also covers
contingent liabilities which are potential liabilities that may occur in the future, and how
these can be backed up by resources.

27 The instruments that involve borrowing in the financial markets (see paragraph 45)
generate contingent liabilities for the EU and the Member States. These liabilities are
backed up differently, depending on the instrument. This can take the form of a
budgetary guarantee (see Annex Il), using the own resources ceiling headroom

(see Figure 2), exceptionally increasing the own resources ceiling, or using paid-in capital
and additional guarantees by the Member States. Figure 5 shows how contingent
liabilities are backed up.

Figure 5 — How contingent liabilities are backed up

Origin of the contingent liabilities:

@ Budgetary guarantees
@ Financial assistance to non-EU countries
@ Financial assistance to Member States

Common Provisioning Fund Member States’
provisioned by the EU budget  Exceptional increase in Own resources guarantees and
(own resources ceiling) the own resources ceiling ceiling paid-in capital

EFSD+, InvestEU

NextGenerationEU BoP, EFSM ESM, EFSF
(Only euro
EURATOM loans, area)

MFA

Source: ECA.

A& Loans for instruments not covered by the own resources ceiling which are financed
in the markets (EFSF and ESM) have a percentage of amounts paid in capital, and the
Member States provide additional guarantees to support the respective borrowing
operations. In the case of the EFSF, the guarantees cover 165 % of the borrowed

3 PI-13 of the PEFA “Framework for assessing public financial management”.


https://www.pefa.org/sites/pefa/files/resources/downloads/PEFA%202016_latest%20version_with%20links%20%282%29.pdf
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amounts. This over-guarantee was required to ensure the highest creditworthiness for
funding instruments issued by the EFSF. For similar reasons, the ESM capital adds up to
€704.8 billion (of which €80.5 billion is paid in and the remainder is callable capital), while
its lending capacity is €500 billion. Following the accession of Croatia to the ESM in 2023,
the ESM authorised capital will amount to €708.5 billion.

The instruments based on budgetary guarantees (InvestEU and EFSD+) are partially
provisioned. The aim of this provision is to cover net expected losses and, in addition,
provide an adequate safety buffer. As the EU budget (as limited by the MFF ceiling) is the
ultimate coverage for defaults on these instruments, the provision aims to protect the EU
budget from such possible defaults. Similarly, the loans to non-EU countries provided by
the EURATOM or MFA are also partially provisioned and ultimately covered by the EU
budget. The amounts set aside to provision the budgetary guarantees and the loans to
non-EU countries are managed in a Common Provisioning Fund (see Annex Il).

Loans for instruments covered by the own resources ceiling, providing support for
Member States (the BoP and the EFSM), make direct use of ‘headroom’ (see
paragraph 15) as an implicit guarantee to the markets that the funds will be repaid if the
borrower defaults. The amounts concerned must therefore be carefully monitored to
ensure that headroom is maintained at a level that does not interfere with the capacity to
call upon the necessary amounts needed for the EU budget. Similarly, SURE may use the
headroom from the own resources ceiling. In addition, all Member States were asked to
provide an additional guarantee of €25 billion in total (25 % of SURE capacity).

There are notable differences in this respect. In the cases of the BoP and SURE, all
Member States guarantee, via the own resources ceiling headroom, all amounts that have
been lent to the beneficiary Member States. The case of the EFSM is different, as the
EFSM regulation®” stipulates that when financial assistance is granted to a euro area
Member State, the Member States that are not part of the euro area are fully
compensated for any liability they may incur as a result of any failure by the beneficiary
Member State to repay the financial assistance?°.

This creates a difference in treatment between Member States for which we did not
find any justification. Euro area Member States are liable to repay any assistance provided
to non-euro area Member States (through the BoP), whereas non-euro area Member

% Regulation (EU) No 407/2010 establishing a European financial stabilisation mechanism (EFSM
Regulation).

% Article 3(2a) of EFSM Regulation.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02010R0407-20150808&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02010R0407-20150808&qid=1670935355647&from=EN

28

States are not liable to repay the assistance provided to euro area Member States (via the
EFSM).

NextGenerationEU brought a new format for backing the way funding is obtained in
the markets. A temporary increase in the own resources ceiling of 0.6 % made it possible
to obtain the funds in the markets using a diversified funding strategy.

The EU has introduced integrated reporting, but not all instruments are
covered

Annual financial reports for all instruments should be prepared in a comprehensive
and timely manner in order to support decision-making and appropriate scrutiny. These
should be accompanied by a proper overview of the EU’s financial landscape as a whole®’.

The Commission prepares several reports, but none of these includes an overview of all
instruments of the EU’s financial landscape

In line with the Financial Regulation, the Commission prepares an integrated set of
financial and accountability reports®?, including the EU annual accounts. The EU annual
accounts contain information on the instruments that are covered by the own resources
ceiling. In addition, other reports required by the Financial Regulation contain additional
information on those instruments (e.g. the report on financial instruments, budgetary
guarantees, financial assistance and contingent liabilities®?, or the 13 working documents
annexed to the 2022 EU budget). Although these documents present specific aspects in
detail, they do not provide an overview of all instruments of the EU’s financial landscape.
The instruments not covered by the own resources ceiling are not included, namely the
SRF, the EPF, the Modernisation Fund, the ESM, the EFSF and the GLF.

37" Pl 6 and dimension 6.3 of the PEFA “Framework for assessing public financial management”

and Allen, Richard and Dimitar Radev (2007), “Managing and Controlling Extrabudgetary
Funds”, OECD Journal on Budgeting, Vol. 6/4.

3 Article 247 Financial Regulation.

39 Commission report on financial instruments, budgetary guarantees, financial assistance and

contingent liabilities, COM(2021) 676 (‘the Article 250 report’).
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In 2021, the Commission prepared the Budgetary Transparency Report for the first
time“’, as a result of the inter-institutional agreement between the Commission, the
European Parliament and the Council within the framework of the MFF**. The report
includes information on some instruments that are not covered by the own resources
ceiling (e.g. the EFSF and the ESM). The information provides a general overview of the
instruments, aggregated by types and with links to sources of additional information on
each of them. We note that the report does not cover the SRF, GLF, and EIB own
operations. The European Peace Facility and Modernisation Fund were not active at the
time the report was produced.

We noted that the instruments that are not mentioned in the EU’s annual accounts
generally have regular financial reporting as required by the specific legislation that
applies to each of them. The two exceptions are the European Peace Facility, for which
the legal basis does not explicitly envisage any reporting to the general public or to the
European Parliament (regular financial reporting should be made available only to the
Council); and the GLF, for which the Commission prepares quarterly reports on the
amounts owed by Greece and the Member States’ receivables. These are required in the
inter-creditor agreement and are sent to the borrower and lenders for the purpose of
calculating interest, but are not publicly available.

There is a gap in the audit of performance of those instruments not
covered by ECA audit rights

The International Standards for Supreme Audit Institutions (i.e. the INTOSAI
standards) call for all public financial operations, regardless of whether and how they are
reflected in the national budgets, to be subject to audit by Supreme Audit Institutions*.
In order to ensure full accountability and transparency, reliable and extensive external
audit is essential*®. The treaties establish the ECA as the external auditor of the EU**.
Figure 6 shows the instruments for which the ECA has audit rights, and those for which it
does not.

40 Commission’s 2020 Budgetary transparency report.

1 Interinstitutional Agreement of 16 December 2020 between the European Parliament, the

Council of the European Union and the European Commission.

42 Section 18(3) of the Lima Declaration. INTOSAI P 1.

4P| 30 of the PEFA “Framework for assessing public financial management”.

“ Article 287(1) TFEU.
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Figure 6 — ECA audit rights

BoP

_ LEFSF

EURATOM loans

EIB own operations

Innovation Fund Audit rights by

ECA _, European Peace Facility

InvestEU

MFA

NextGenerationEU

and instruments/programmes financed
by NextGenerationEU ESM

SRF

SURE

Greek Loan Facility

Modernisation Fund

Source: ECA.

The ECA has audit rights for most of the instruments included in our analysis.
Annex Ill summarises the external audit arrangements for those instruments not covered
by ECA audit rights. The financial statements of the ESM, EFSF and EIB include the opinion
of a private external auditor, to be prepared in line with International Standards on
Auditing. As the European Peace Facility and the Modernisation Fund were set up only
recently, the public external auditors have not yet produced an audit report. However,
the arrangements envisage the financial statements being audited according to the ISA. In
the case of the GLF, it is the lending Member States’ Supreme Audit Institutions that have
audit rights.

In the past, we have highlighted the importance of the ECA having audit rights**, and
have advocated that “public audit mandates should be established for all types of
financing for EU policies” and that “the ECA should be invited to audit all bodies created
through agreements outside the EU legal order to implement EU policies. This includes
the ESM and the EIB’s non-EU budget-related operations”, further noting that “in some

% Review No 1/2014: Gaps, overlaps and challenges: a landscape review of EU accountability and
public audit arrangements.


https://www.eca.europa.eu/Lists/ECADocuments/LR14_01/QJ0214776ENC.pdf

31

cases, a change in legislation may be required for establishing a public audit mandate”“®.
In our Opinion 2/18%’, we also recommended that the ESM could grant the ECA a
mandate to address the gap in the audit of performance we identified. In its reply to our
Opinion, the ESM mentioned that “the current audit arrangements of ESM [are] in line
with best practice for international financial institutions”. In addition, the ESM Board of
Auditors recalled that the question of whether other audit and accountability
arrangements might be appropriate in the future is for the parties of the ESM treaty to
assess.

Similarly, the European Parliament has called for greater ECA involvement in
auditing these instruments. For example, it called upon the Council to amend Article 12 of
Protocol 5 annexed to the TEU and the TFEU to give the ECA a role in auditing the EIB’s
share capital“®. Another example is the European Parliament resolution on the
Commission’s proposal for the European Monetary Fund“’, which concluded that in cases
where EU budget resources are involved, the ECA should be considered the independent
external auditor, and be given a clear and formal role in the discharge procedure’.

No democratic scrutiny by the European Parliament over the instruments
not covered by the own resources ceiling

Public scrutiny is essential for the creation and oversight of the implementation of
new instruments in order to ensure that those instruments are legitimate, justified and
accountable®'. This should apply to all instruments that engage public funds, even if
outside the budgetary framework.

% Proposal 6 of Review 01/2018: Briefing Paper ‘Future of EU finances: reforming how the EU

budget operates’.

47" Opinion No 2/2018: The audit and accountability considerations concerning the proposal of

6 December 2017 for the establishment of a European Monetary Fund within the Union legal
framework.

“ European Parliament resolution of 7 July 2021 on control of the financial activities of the

European Investment Bank - annual report 2019, 2020/2245(IN1).

49 Commission’s proposal for a Council Regulation on the establishment of the European

Monetary Fund, COM(2017) 827.

Y Paragraph 5 of the European Parliament resolution of 14 March 2019 on the proposal for a

Council regulation on the establishment of the European Monetary Fund, 2017/0333R(APP).

1P| 18 of the PEFA “Framework for assessing public financial management”.
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We found that the European Parliament has general oversight rights over the
instruments covered by the own resources ceiling (see Figure 7). For some of these
instruments, the European Parliament has limited oversight, meaning that although it is
not responsible for a formal discharge procedure, it is informed of key decisions. For
instruments that are not covered by the own resources ceiling (EIB own operations, the
GLF, the ESM, the EFSF, the European Peace Facility and the Modernisation Fund), the
European Parliament has no formal oversight rights, and democratic scrutiny can be
exercised only by national parliaments. However, this creates a gap, since the nature or
degree of public scrutiny — and hence of accountability — may vary according to the type

of financing instrument used.

Figure 7 — The European Parliament’s oversight

BoP*

EFSF

—_—

EURATOM loans
EIB own operations

Innovation Fund European
Parliament _, European Peace Facility

InvestEU oversight

NextGenerationEU*
and instruments/programmes financed by

NextGenerationEU
ESM

_, GreekLoan Facility

Modernisation Fund

* Limited European Parliament oversight

Source: ECA.

The accountability arrangements largely reflect the decision-making arrangement
for creating a new instrument. In particular, the European Parliament was not consulted
about the creation of some of the instruments because they were established by
intergovernmental agreements rather than by an EU legal act (the EFSF, the ESM and the
GLF).



33

In addition, the treaties do not require the European Parliament to participate in the
creation of emergency-related instruments (the EFSM, SURE and NextGenerationEU)>?.
This was recognised and to some extent addressed in a 2020 joint declaration of the
European Parliament, the Council and the Commission>?, in which the three institutions
agreed on and set up arrangements for a procedure of budgetary scrutiny between the
European Parliament and the Council with the active assistance of the Commission. This
procedure should be followed when the Commission presents a proposal for a new
instrument with potentially appreciable implications for the EU budget. Under this
procedure, the European Parliament and the Council would engage in constructive
dialogue with a view to seeking a joint understanding of the budgetary implications of the
legal act envisaged.

This agreement improved European Parliament scrutiny when new instruments are
being created. However, for the reasons explained above, it is only based on a joint
declaration and does not cover off-budget instruments, which have no implications for
the budget.

The EU budget should maintain a balanced level of flexibility in order to reduce the
need for instruments to be created outside it, and it is good practice regularly to assess
the possibility of consolidating the existing instruments>“. In this section, we describe in
greater detail the changes introduced to the EU’s financial landscape by the MFF 2021-
2027. We also identify the areas where we believe there is room for further consolidation.

°2 Article 122 TFEU.

>3 Joint declaration of the European Parliament, the Council and the Commission on budgetary

scrutiny of new proposals, 2020/C 444 1/05.
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Allen, Richard and Dimitar Radev (2007), “Managing and Controlling Extrabudgetary Funds”,
OECD Journal on Budgeting, Vol. 6/4.


https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:12012E/TXT:en:PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020C1222(05)&from=EN
https://www.oecd-ilibrary.org/docserver/budget-v6-art19-en.pdf?expires=1666365967&id=id&accname=oid040561&checksum=565D9662C8257115CD7FE45550D04C74
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MFF 2021-2027: good progress has been made on streamlining the EU’s
financial landscape

Increased flexibility of the EU budget and use of external assigned revenue

In order to establish whether there is an appropriate balance between predictability
and flexibility, we examined the existing flexibility arrangements of the EU budget. These
arrangements offset the limits resulting from the MFF ceiling because they allow a
reserve to be set within existing limits in order to deal with particular and unpredictable
needs (see Annex IV).

The scope and capacity of the flexibility arrangements have increased in the current
MFF, and can reach a maximum of €21 billion in total>°. Using these arrangements makes
the EU budget more agile, and so allows it to respond to crises without the need to create
dedicated instruments.

Another way to avoid creating new non-repayable instruments outside the EU
budget is to use external assigned revenue. The advantage of such revenue is that it
brings additional funds for EU action that the Commission implements according to the
EU’s financial rules. Although this is an improvement over the use of off-budget
instruments, external assigned revenue significantly alters the budget, as it comes on top
of the amounts that were agreed by the Budgetary Authority in the framework of the
annual budget negotiations. It also derogates from the budgetary principle of universality,
according to which total revenue should cover all payments without any earmarking of
expenditure®®,

External assigned revenue deviates from the normal budgetary procedure, as such
revenue is not included in the approved budget. However, both the source and
destination of the funds are set out in specific legal acts, such as the NextGenerationEU
regulation and basic acts establishing the expenditure programmes that benefit from it.
Due to its specific nature, external assigned revenue is not included in the MFF
expenditure headings®’, and the amounts concerned are not ‘negotiated’ annually by the

> Commission: Flexibility and special instruments.
6 Article 20 Financial Regulation.

7 Point 5 of the preamble to the MFF Regulation 2021-2027.


https://ec.europa.eu/info/strategy/eu-budget/long-term-eu-budget/2021-2027/spending/flexibility-and-special-instruments_en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2093&from=EN
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budgetary authority under the annual budget procedure. Nevertheless, the Commission
prepares detailed estimates of assigned revenue every year®.

In the MFF 2021-2027, external assigned revenue will increase significantly. The
overall amount of assigned revenue implemented in 2020 was €7.4 billion in
commitments and €9.7 billion in payments. According to the Commission’s monthly
reports on additional appropriations, in 2021 the amount jumped to €154 billion in
commitments and €62.3 billion in payments. This increase mostly resulted from the
NextGenerationEU instrument that was created to finance the EU’s economic recovery
following the pandemic. The creation of the Innovation Fund>® and its consolidation in the
EU budget is another example of external assigned revenue (see Box 4).

Consolidation of instruments and the effects of the COVID-19 crisis

To ensure continued justification for off-EU budget instruments, it is good practice
to assess whether such instruments could be consolidated in order to simplify the overall
financial landscape®® (see Figure 3).

The MFF 2021-2027 brought significant changes to the EU’s financial landscape. On
the one hand, several instruments were consolidated, while, on the other, the response
to the COVID-19 crisis required new ones.

As regards instruments relating to internal EU policies, InvestEU fund unified the
investment instruments for operations inside the EU, bringing together 13 previously
separate centrally managed financial instruments, and the EU budgetary guarantee
formerly implemented under the European Fund for Strategic Investments (EFSI).

As regards external action, the overarching Global Europe Instrument
(Neighbourhood, Development and International Cooperation Instrument, or NDICI)
brought the majority of existing instruments and programmes together under one roof.
With the NDICI, the Commission ‘budgetised’ the former EDF that had remained outside
the EU budget for 50 years (see Box 5). The EFSD+, also operating under the NDICI,
brought together the EU budgetary guarantee for external actions, the former EIB

8 Draft Budget Working Document Part V: Budget implementation and assigned revenue,

COM (2022) 400.
9 Commission Delegated Regulation (EU) 2019/856 on the operation of the Innovation Fund.

0 Allen, Richard and Dimitar Radev (2007), “Managing and Controlling Extrabudgetary Funds”,
OECD Journal on Budgeting, Vol. 6/4.


https://commission.europa.eu/publications/working-documents-2023_en#:%7E:text=Working%20Document%20XI%20presents%20the,5)%20of%20the%20Financial%20Regulation
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02019R0856-20210811&from=EN
https://www.oecd-ilibrary.org/docserver/budget-v6-art19-en.pdf?expires=1666365967&id=id&accname=oid040561&checksum=565D9662C8257115CD7FE45550D04C74

External Lending Mandate, regional blending facilities, and reflows of money from the

former ACP Investment Facility.

Box 5

“Budgetisation” of the EDF: an achievement 50 years overdue

From 1959 until 2020, the EDF financed EU development cooperation with the
African, Caribbean and Pacific (ACP) Group of States and Overseas Countries and
Territories. The EDF existed independently of the EU budget and the MFF, and was
funded by negotiated Member State contributions.

Both the Commission and the European Parliament had called for the EDF to be
integrated into the general budget since 1970s but the Council did not approve
the proposal. The European Parliament adopted several resolutions®! and the
Commission prepared a number of communications®, but the Council never
reached a consensus that would allow the EDF to be brought into the EU budget.

After 50 years of unsuccessful attempts, the Member States agreed in the Council
that the ACP-EU partnership, which had previously been financed through the
EDF, would be financed by the EU budget from 1 January 2021 onwards. The
actions that had previously been financed by the EDF were included in the new
NDICI-Global Europe and other instruments. The EDF global commitments
concluded before 31 December 2020 will, however, continue to be implemented
until at least 2045 according to Commission estimates, so the old EDF and the new
NDICI systems will temporarily exist in parallel.
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Two other instruments were also terminated: the Facility for Refugees in Turkey and

four EU Emergency Trust Funds (Africa, BEkou, Colombia and Madad). Instead, the

support provided by those instruments was replaced by the NDICI-Global Europe

programme within the EU budget, which was provided with methods expected to respond

better to needs that can emerge.

1 For example, European Parliament Resolution on the integration of the EDF in the EU budget,
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95/C 249/03; European Parliament Resolution on the budgetisation of the European
Development Fund, 2003/2163(INI).

For example, Communication de la Commission au Conseil: La budgétisation du FED et son
financement par les ressources propres da la Communauté, SEC(73) 2149; Report on

arrangements and possibilities for budgetising the EDF, SEC(94) 640; Communication from the

Commission to the Council and the European Parliament: Towards the full integration of co-

operation with ACP countries in the EU budget, COM(2003) 590.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:JOC_1995_249_R_0026_01&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.CE.2004.103.01.0675.01.ENG&toc=OJ%3AC%3A2004%3A103E%3ATOC#CE2004103EN.01083301
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52003DC0590&from=EN
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In addition, two former off-budget defence-oriented instruments — the African Peace
Facility and the Athena mechanism — were merged into the European Peace Facility, thus
bringing all EU expenditure with military implications under one instrument.

Despite efforts to consolidate the EU’s financial landscape, the response to the
COVID-19 crisis led to the creation of two new instruments, SURE and NextGenerationEU.
We note, however, that unlike some previous crisis-response mechanisms (e.g. the GLF,
the EFSF or the ESM), SURE and NextGenerationEU were established under the own
resources decision (using a temporary additional ceiling), and so allowed for more
transparent public scrutiny.

A complex assortment of financial assistance instruments

As Figure 3 shows, there are currently eight financial assistance instruments: the
GLF, the EFSF, the ESM, the EFSM, the BoP, SURE, the MFA and EURATOM loans. Although
they were designed to respond to different needs, overall these instruments are similar,
as they all use borrowed money (except the GLF) to provide financial assistance to
Member States®® and some non-EU countries®®. The following paragraphs present the
results of our analysis of the options for consolidating these financial assistance
instruments.

Unsuccessful attempts to reform or update some of these instruments

We looked into the Commission’s previous proposals to reform financial assistance
instruments, and describe below how such attempts were unsuccessful.

In 2012, the Commission presented a proposal to update the BoP®°. The main
objectives of the proposal were to introduce new precautionary instruments, and to make

® The EU Member States that were receiving financial assistance at the end of 2021 were:

Belgium, Bulgaria, Cyprus, Czech Republic, Estonia, Greece, Spain, Croatia, Hungary, Ireland,
Italy, Lithuania, Latvia, Malta, Poland, Portugal, Romania, Slovenia and Slovakia.

® The non-EU countries that were receiving of financial assistance at the end of 2021 were

Albania, Bosnia and Herzegovina, Georgia, Jordan, Kosovo, Moldova, Montenegro, North
Macedonia, Tunisia and Ukraine.

5 Paragraph 2 (explanatory memorandum), Proposal for a Council Regulation establishing a

facility for providing financial assistance for Member States whose currency is not the euro,
COM(2012) 336.


https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2012:0336:FIN:EN:PDF
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the decision-making process more efficient by reducing the number of procedural steps.
The proposal was not approved by the Council.

The lack of a framework regulation (see paragraph 40) was identified as limiting the
effectiveness of the MFA instrument, as decisions are taken on a case-by-case basis. To
address this limitation, the Commission presented a proposal, but then had to withdraw it
because the European Parliament’s views conflicted with those of the Council (see Box 6).

Box 6

Macro-Financial Assistance: The framework regulation conflict

In 2011, the Commission presented a proposal®® for a framework regulation for
financial assistance to non-EU countries. The proposal aimed to provide a general
set of rules for granting financial assistance that, at the same time, would speed
up the process and provide a legal basis for the largely informal agreements that
had guided it until then.

The proposal was amended by both the European Parliament and the Council, and
introduced the requirement to keep the ordinary legislative procedure for each
individual Macro-Financial Assistance operation. The Commission considered that
this changed the objectives of the proposal, and withdrew it in 2013.

In August 2013, the European Parliament and the Council adopted a Joint
Declaration,®” which was a compromise between the two co-legislators, and
aimed to speed up the approval process. However, it was a political agreement
that was not legally binding: MFA decisions continue to be taken under the
ordinary legislative procedure on a case-by-case basis.

Recent evaluations®® highlight that the lengthy process for approving MFA
decisions makes the instrument less effective, and suggest that a framework
regulation could address this limitation.

Proposal for a regulation of the European Parliament and of the Council laying down general
provisions for Macro-Financial Assistance to third countries, 2011/0176 (COD).

7 Decision No 778/2013/EU of the European Parliament and of the Council providing further
macro-financial assistance to Georgia.

8 Meta-evaluation of Macro-Financial Assistance Operations (2010 — 2020), Final Report,
page 13.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52011PC0396&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013D0778&from=EN
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The EFSM was created as a temporary solution to address the 2010 financial crisis.
However, this ‘temporary’ solution has now existed for more than 10 years. The
Commission indicates that the EFSM should not be used; but it can still be reactivated®”.

Several stakeholders have called for the ESM and EFSF to be incorporated into the ‘EU
legal framework’

We analysed the different positions taken by the key stakeholders regarding the
existing financial assistance instruments, paying particular attention to their suggestions
to consolidate them further.

In previous years, several stakeholders have suggested that the ESM should be
integrated into the ‘EU legal framework’. The Commission presented a proposal to create
the European Monetary Fund, which would transform the ESM and include it in the ‘EU
legal framework’. We have welcomed’® the Commission’s proposal, and the European
Central Bank has also published a favourable opinion’!. However, the Council did not
approve the proposal (see Box 7).

9 Commission: European Financial Stabilisation Mechanism (EFSM).

9" Paragraph 8 of Opinion 2/2018: The audit and accountability considerations concerning the
proposal of 6 December 2017 for the establishment of a European Monetary Fund within the

Union legal framework.

L Opinion of the European Central Bank on a proposal for a regulation on the establishment of
the European Monetary Fund, 2018/C 220/02.


https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/financial-assistance-eu/funding-mechanisms-and-facilities/european-financial-stabilisation-mechanism-efsm_en
https://www.eca.europa.eu/Lists/ECADocuments/OP18_02/OP18_02_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018AB0020&from=EN
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Box 7

The five presidents’ report’> and the Commission’s proposal to create
a European Monetary Fund, replacing the ESM

The five presidents’ report notes that “the European Stability Mechanism has
established itself as a central instrument to manage potential crises. However,
largely as a result of its intergovernmental structure, its governance and decision-
making processes are complex and lengthy. In the medium term, its governance
should therefore be fully integrated within the EU Treaties”.

Based on these conclusions, in 2017 the Commission presented a proposal’® to
build on the well-established structure of the ESM and create a European
Monetary Fund anchored within the ‘EU legal framework’*. The Commission
proposal would, in practice, transform the current ESM into an EU body’ based
on the provisions of Article 352 TFEU.

* Different terminology was used by the various stakeholders when suggesting the
integration of the ESM, such as ‘the EU legal framework’, ‘the EU framework’, ‘the
EU regulatory framework’, ‘the EU acquis’, ‘the EU legal order’ or ‘the EU treaties’.

The European Parliament has previously called for the ESM to be integrated into the

body of common rights and obligations that are binding on all EU Member States (the
acquis’®) or EU law’®, and the ESM also supports the long-term objective of being

integrated into the ‘EU framework’ while preserving the key features of its governance.

This was expressed by former Eurogroup President and Chair of the ESM Board of
Governors in a letter to the then Council President of 25 June 2018”’. Our work confirmed
that these positions are still valid.

72

73

74

75

76

77

‘Completing Europe’s Economic and Monetary Union’, report by Jean-Claude Juncker in close

cooperation with Donald Tusk, Jeroen Dijsselbloem, Mario Draghi and Martin Schulz,
22 June 2015.

Commission’s proposal for a Council Regulation on the establishment of the European
Monetary Fund, COM(2017) 827.

Article 70 Financial Regulation.

Paragraph 11 of the European Parliament resolution on strengthening European democracy in
the future, 2016/C 065/10.

Paragraph 1 of the European Parliament resolution on the proposal for a Council regulation on
the establishment of the European Monetary Fund, 2017/0333R(APP).

Letter from President Centeno to President Tusk.


https://commission.europa.eu/system/files/2016-03/5-presidents-report_en.pdf
https://eur-lex.europa.eu/resource.html?uri=cellar:050797ec-db5b-11e7-a506-01aa75ed71a1.0002.02/DOC_1&format=PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52013IP0269&from=EN
https://www.europarl.europa.eu/RegData/seance_pleniere/textes_adoptes/definitif/2019/03-14/0218/P8_TA(2019)0218_EN.pdf
https://www.consilium.europa.eu/media/35798/2018-06-25-letter-president-centeno-to-president-tusk.pdf
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The EFSF was created with very limited activity time (no new programmes or
agreements could be established after 30 June 2013)’%, and its framework agreement
acknowledges the possibility of integrating it into the ESM’°. The ESM Treaty also contains
enabling clauses®® to allow the EFSF to be integrated into the ESM. The new ESM Treaty
currently under ratification further simplifies these clauses in order to allow for the
integration of the EFSF®'. However, despite these clauses, the EFSF has not yet been
integrated into the ESM.

Financial assistance instruments are not yet consolidated

We examined whether it is justified to keep all existing financial assistance separate,
or if there is room for consolidation.

Most of these instruments were created in response to an emergency, and the GLF,
EFSF, EFSM and SURE were explicitly established as interim or temporary solutions.
Neither the GLF nor the EFSF is active anymore, but their assets are still held and
managed separately from the other instruments. Although all eight financial assistance
instruments were justified when they were created, they are not yet consolidated.

In its proposal for the creation of a European Monetary Fund, the Commission also
expressed the need for consolidation: “A stronger Economic and Monetary Union requires
stronger governance and a more efficient use of available resources. The current system
still reflects a patchwork of decisions taken to face an unprecedented crisis. This has
sometimes led to a multiplication of instruments and an increased sophistication of rules,
which is a source of complexity and creates risks of duplications. Greater synergies,
streamlined procedures and integration of intergovernmental arrangements within the EU
legal framework would strengthen governance and decision-making”®?.

The need for consolidation and thorough review of all these financial instruments
was confirmed by the COVID-19 crisis. Although the ESM created a specific COVID-19-
related credit line to provide quick assistance to euro area Member States, it was not
actually used. However, SURE was created in an emergency, and the related loans were
used by 19 Member States.

8 Paragraph 4 of the European Financial Stability Facility, Statuts coordonnés au 23 avril 2014.
79" Article 13(10) of the EFSF Framework Agreement.

80 Article 40(2) of the current ESM Treaty.

81 Article 40, new sub-paragraph 4 of the revised ESM Treaty (under ratification).

82 Commission’s proposal for a Council Regulation on the establishment of the European

Monetary Fund, COM(2017) 827.


https://www.esm.europa.eu/system/files/document/efsf_status_coordonnes_23avrl2014.pdf
https://www.esm.europa.eu/system/files/document/20111019_efsf_framework_agreement_en.pdf
https://www.esm.europa.eu/sites/default/files/migration_files/20150203_-_esm_treaty_-_en.pdf
https://www.esm.europa.eu/sites/default/files/migration_files/esm-treaty-amending-agreement-21_en.pdf
https://eur-lex.europa.eu/resource.html?uri=cellar:050797ec-db5b-11e7-a506-01aa75ed71a1.0002.02/DOC_1&format=PDF
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Conclusions and recommendations

We conclude that, even if there were reasons for creating new types of instruments,
the piecemeal approach taken to set up the EU’s financial landscape has resulted in a
patchwork construction of instruments with different sources of finance and governance
arrangements.

We found that new instruments were created to respond to emerging policy
challenges and to legal or practical constraints on using existing instruments. However,
most of the instruments we assessed (10 out of 16), including those not proposed by the
Commission, did not follow good practice by including clear evidence that the option
selected and its design were the most suitable (see paragraphs 34 to 36). As a result, the
governance arrangements of similar types of instrument vary substantially, thus
increasing overall complexity (see paragraphs 39 to 43).

The Commission should:

(a) within the existing framework, ensure that any new instrument it proposes contains
an assessment of the design chosen and the need to create that instrument inside or
outside the EU budget, and

(b) share this good practice with the Council with a view to applying it to new
instruments not proposed by the Commission.

Target implementation date: 2024

We also found that not all instruments have adequate public accountability
arrangements. Despite improvements in reporting, consolidated information on all the
instruments is lacking. Although the recently introduced Budgetary Transparency Report
is a positive step, it does not cover all instruments (see paragraphs 55 and 56).
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The Commission should compile and publish information on all instruments of the EU’s
overall financial landscape.

Target implementation date: 2024

In addition, we identified a gap in the audit of performance of those instruments not
covered by ECA audit rights (see paragraphs 59 to 61), as well as a lack of provisions for
European Parliament scrutiny of instruments not covered by the own resources ceiling
(see paragraphs 62 and 63). We have suggested in previous publications that, “public
audit mandates should be established for all types of financing for EU policies” and that
“the ECA should be invited to audit all bodies created through agreements outside the EU
legal order to implement EU policies. This includes the European Stability Mechanism and
the European Investment Bank’s non-EU budget-related operations”, further noting that
“in some cases, a change in legislation may be required for establishing a public audit
mandate”. We also recommended that the ESM could grant the ECA a mandate to
address the gap in the audit of performance we identified. We now reiterate these
suggestions. Similarly, the European Parliament and the institutions concerned could
draw up an agreement to allow scrutiny by the European Parliament, as a complement to
existing scrutiny from national parliaments.

The Modernisation Fund was created outside the EU Budget, unlike the Innovation
Fund (see paragraph 43). This led to different governance arrangements, no oversight by
the European Parliament, and no audit rights for the ECA (see paragraphs 43, 59 to 61
and 63).

Although we acknowledge the recent progress made on consolidating several types
of instruments into the EU budget, the potential for simplification has not yet been fully
exploited. We found that the MFF 2021-2027 yielded good progress in terms of
consolidating the EU’s financial landscape, in particular by integrating the actions that had
previously been financed by the European Development Fund into the EU budget. The EU
also consolidated a number of EU budget investment instruments under InvestEU and the
Neighbourhood, Development and International Cooperation Instrument (including the
European Fund for Sustainable Development plus (see paragraphs 73 to 79). However, we
believe that there is still scope to consolidate the Modernisation Fund into the EU budget.
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The Commission should propose the integration of the Modernisation Fund into the EU
Budget for the next Multiannual Financial Framework, taking into account the specificities
of the Fund.

Target implementation date: 2025

As regards financial assistance instruments, we found scope for streamlining the
current arrangements, which are complex (see paragraphs 80 to 88), and unjustified
different treatments (see paragraph 52). In some cases, we found that the Commission
had identified limitations in the current arrangements, such as the Macro Financial
Assistance instrument and the Balance of Payments facility, and proposed solutions that
were not taken up by legislators (see paragraphs 82 and 83). In particular, the
Commission has recognised that keeping the European Stability Mechanism outside the
‘EU legal framework’ weakens governance and decision-making (see paragraph 91).
Several stakeholders have called for the European Stability Mechanism (and the European
Financial Stability Facility) to be incorporated into the ‘EU legal framework’ (see
paragraphs 85 to 91), including the presidents of the Commission, the Council, the
European Central Bank, the European Parliament and the Eurogroup. The former
Eurogroup president and Chair of the European Stability Mechanism Board of Governors
also shared this view of integration (see paragraph 87). In this context, we note that the
European Stability Mechanism’s COVID-related credit lines were not actually used by
Member States, contrary to other crisis-response mechanisms created by the
Commission, such as the European instrument for temporary Support to mitigate
Unemployment Risks in an Emergency (SURE) and NextGenerationEU (see paragraph 92).

The Commission should:

(a) engage with the European Parliament, the Council and the European Stability
Mechanism with a view to reaching a common position on the integration of the
European Stability Mechanism into the ‘EU legal framework’;

(b) present new legislative proposals with a view to consolidating existing financial
assistance instruments.

Target implementation date: 2025
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This Report was adopted by Chamber V, headed by Mr Jan Gregor, Member of the Court
of Auditors, in Luxembourg on 17 January 2023.

For the Court of Auditors

Tony Murphy
President



Annexes

Balance of Payment assistance
programmes for Member States
outside the euro area (BoP)

European Fund for Sustainable
Development plus (EFSD+)

European Financial Stability Facility
(EFSF)

European Financial Stabilisation
Mechanism for Member States
inside the euro area (EFSM)

European Investment Bank (EIB)
own operations

European Peace Facility (EPF)

European Stability Mechanism
(ESM)

EURATOM loans

Greek Loan Facility (GLF)

46

€50 billion capacity.
Usage at 31 December 2021: €200 million.

No amounts pre-determined. However,
according to Commission internal
calculations, there is a pre-allocated capacity
from the External Action Guarantee that
allows €41 billion for the EFSD+ instrument.

€440 billion capacity.
Usage at 31 December 2021: €194 billion.

* This instrument is not currently active. No
more amounts can be used.

€60 billion capacity.

Usage at 31 December 2021: €46.8 billion.
€249 billion of subscribed capital. Capacity is
not defined.

Outstanding loans disbursed at
31 December 2021: €433.4 billion.

€5 billion to be used in the 2021-2027
period.

€500 billion capacity.
Usage at 31 December 2021: €89.9 billion.
€4 billion of general capacity.

Usage at 31 December 2021: €350 million,
including €300 million for non-EU countries.

€80 billion capacity.
Usage at 31 December 2021: €52.9 billion.

* This instrument is not currently active. No
more amounts can be used.



Innovation Fund (IF)

InvestEU programme

Modernisation Fund (MF)

Macro-Financial Assistance (MFA)

NextGenerationEU - EU Recovery
Instrument and programmes
financed from NextGenerationEU

Single Resolution Fund (SRF)

European instrument for temporary
Support to mitigate Unemployment
Risks in an Emergency (SURE)

It is estimated that around €38billion of
support will be provided from 2020-2030,
depending on the carbon price.

€26.2 billion capacity.

It is estimated that around €51 billion of
support will be provided from 2020-2030,
depending on the carbon price.

No amounts pre-determined. However,
according to Commission internal
calculations, there is a pre-allocated capacity
from the External Action Guarantee that
allows €11.6 billion for the MFA instrument.

Usage at 31 December 2021: €7.4 billion.
Capacity: 750 billion euros, of which

€360 billion in the form of loans and
€390 billion in grants.

1 % of covered deposits of all credit
institutions authorised in all the participating
Member States (estimated to be around

€80 billion).

As of July 2022, the SRF stands at
approximately €66 billion.

Capacity: €100 billion.
Usage at 31 December 2021: €91.1 billion.
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The EU budgetary framework contains three main sources of contingent liabilities:

Budgetary guarantees — guarantees provided to the implementing partners (the
most significant being the EIB Group). For the MFF 2021-2027, these guarantees
were aggregated under two main umbrellas: InvestEU and the EFSD+. There are also
legacy budgetary guarantees from previous MFFs that cover the EFSI, the EFSD and
the External Lending Mandate. Under all these instruments, the EU provides
guarantees for losses in the guaranteed financing and investment operations by
implementing partners;

Financial assistance to non-EU countries — for the MFF 2021-2027, these apply to
MFA and EURATOM loans. In these cases, each loan is funded by a corresponding EU
bond, which fully matches the EU loan. For the EU, the liability is contingent, since no
EU resources are needed to settle the EU debt unless the beneficiary country
defaults;

Financial assistance to EU Member States — as in the cases of the BoP, the EFSM,
SURE and legacy EURATOM loans to Member States. These are similar to financial
assistance to non-EU countries, but the loans are granted to EU Member States.

Contingent liabilities stemming from financial assistance to EU Member States are not
provisioned. Therefore, if a Member State defaults on a repayment, the EU should draw
the necessary amounts from the other Member States, using the headroom between the
MFF ceiling and the own resources ceiling.

By contrast, contingent liabilities arising from budgetary guarantees and from financial
assistance to non-EU countries are partially provisioned. This provision aims to cover the
expected losses, and includes a margin for unexpected losses (the provision rate varies
between 9 % and 50 %, depending on the instrument). This provision protects the EU
budget from defaults, but requires the money to be ‘parked’ in a fund.

In the past, the amounts set aside to provision budgetary guarantees were managed
separately (each guarantee fund had separate management), and in some cases were
delegated to the implementing partners (e.g. the EIB Group). However, the changes
introduced by Article 212 of the Financial Regulation required the provisions made to
cover financial liabilities arising from financial instruments, budgetary guarantees or
financial assistance to be held in a Common Provisioning Fund (CPF). For the MFF 2021-
2027, the Commission has decided to establish the CPF, which so far includes provisions
for all budgetary guarantees and financial assistance to non-EU countries, and is managed
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centrally by the Commission. At the end of 2021, €12.3 billion of assets were under CPF
management.

The Commission views the creation of the CPF, and the management of the respective
assets being transferred to the Commission, as an important step towards consolidating
the EU’s financial landscape, as it brings together several similar instruments (guarantee
funds), existing across different policies and programmes, under a single umbrella.



EFSF

ESM

EIB own
operations

The EFSF has an Audit Committee. It assists the Board of Directors
in discharging its responsibilities in financial reporting, internal
control, risk management, internal audit, and external audit of the
EFSF.

The Audit Committee consists of five members who are appointed
by the Board of Directors from among their number, for a
renewable term of office of one year.

A private audit firm carries out external audit and public audit
reports are published, together with the Financial Statements, as
required by Luxembourg law.

The ESM’s accounts are audited by independent external auditors,
who are approved by the ESM Board of Governors and are
responsible for certifying the annual financial statements. The ESM
has a Board of Auditors, which is an independent oversight body
for the ESM. The Board of Auditors inspects the ESM’s accounts,
and verifies that the operational accounts and the balance sheet
are in order. Under its mandate, it audits the regularity,
compliance, performance, and risk management of the ESM, and
monitors the ESM’s internal and external audit processes and their
results. The Board of Auditors produces a report in respect of the
financial statements addressed to the Board of Governors. The
Board of Auditors consists of five members appointed by the Board
of Governors. It includes two members from the Supreme Audit
Institutions of the ESM’s Members, and one from the European
Court of Auditors.

A private audit firm carries out external audit and public audit
reports are published together with the Financial Statements, as
required by the ESM Treaty.

The EIB has an Audit Committee.

It has three responsibilities: (i) auditing the EIB (the Bank) and the
EIB Group’s accounts, for which it largely relies on the external
auditor; (ii) verifying that the EIB’s operations are conducted in a
proper manner having regard to: the monitoring of the internal
control environment, risk management, compliance and internal
audit activities; and (iii) verifying that the Bank’s activities conform
to Best Banking Practice.

There is a Tripartite Agreement between the Commission, the ECA
and the EIB that determines the ECA’s right of access to documents
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European Peace
Facility

GLF

Modernisation
Fund

and information pertaining to EU budget funds. EIB own
operations are excluded from the ECA’s right of access.

A private audit firm carries out external audit and public audit
reports are published together with the Financial Statements, as
required by Luxembourg law.

External audits of the European Peace Facility are carried out by a
College of Auditors. The College of Auditors is composed of
members of a Member State’s highest national audit body, or
recommended by that body, and offer adequate guarantees of
security and independence. The College of Auditors’ tasks include
auditing compliance and sound financial management. Before
carrying out their task, the persons responsible for auditing the
Facility’s revenue and expenditure must have received clearance
for access to classified information up to at least ‘SECRET UE/EU
SECRET’ level.

No pre-determined external audit arrangements exist for the GLF.
However, individual Member States can carry out audits of the
amounts they have lent.

The EIB prepares the Modernisation Fund’s annual accounts for
each financial year, and those accounts are subject to an
independent external audit. At the time of the audit, there was not
yet any audit report.

The beneficiary Member States have the power to audit, on the
basis of documents and on-the-spot checks, overall project
proponents and scheme-managing authorities, contractors and
subcontractors to whom they have provided support from the
Modernisation Fund.

Source: ECA, based on information available about the instruments.
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The EU budget’s flexibility arrangements can be grouped into five clusters:

(i)

(ii)

(iii)

Budget amendments and adjustments:

Letters of amendment (before budget execution);

Amending budgets (during budget execution);

Technical adjustments, specific adjustments (e.g. because of inflation).
Mobilisation of resources above MFF ceiling:

Special instruments (up to €21 billion for the whole MFF 2021-27);

Thematic: Solidarity and Emergency Aid Reserve , European Globalisation
Adjustment Fund for Displaced Workers, Brexit Adjustment Reserve
(mobilised by decision of the Budgetary Authority);

Non-thematic: Single Margin Instrument (SMI), Flexibility Instrument
(mobilised by decision of the Budgetary Authority, and in the case of
payment adjustments directly by the Commission).

Guarantees for financial assistance to Member States (mobilisation of a guarantee if
a Member State is unable to pay back loans provided as financial assistance);

Procedures for external assigned revenue (top-ups of specific budget lines from
external sources).

Procedures allowing the resources to be moved around the annual budget and from
one year to another:

Transfers (moving the planned amounts around, either autonomously by the
Commission or subject to approval by or notification of the Budgetary Authority,
following Financial Regulation rules and limits);

Carry-overs (carrying unused amounts over from one year to the next, subject to
conditions stipulated in the Financial Regulation);

Re-use of de-commitments (re-use of amounts that were not implemented as
planned and would otherwise have been cancelled, following Financial Regulation
rules).



(iv)

(v)
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In-built programme flexibility:
Non-programmed amounts and flexibility cushions under EU programmes;

Flexibility within headings (15 % flexibility for each programme allocation, while
observing the ceiling of the particular budget heading).

Provisions and reserves:

Provision titles (amounts planned in a provisional way that may be used only after
approval by the Budgetary Authority);

Negative reserve (reserve of up to €200 million).



Abbreviations

APF: Africa Peace Facility

BAR: Brexit Adjustment Reserve

BoP: Balance of payments

EDF: European Development Fund

EEA: European Economic Area

EFSD: European Fund for Sustainable Development
EFSD+: European Fund for Sustainable Development plus
EFSF: European Financial Stability Facility

EFSM: European Financial Stabilisation Mechanism
EGF: European Globalisation Adjustment Fund for Displaced Workers
EIB: European Investment Bank

EPF: European Peace Facility

ESM: European Stability Mechanism

ETS: Emissions Trading System

Fl: Flexibility Instrument

GDP: Gross domestic product

GLF: Greek Loan Facility

GNI: Gross national income

GNP: Gross national product

IF: Innovation Fund

MF: Modernisation Fund

MFA: Macro-financial assistance

MFF: Multiannual financial framework
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NDICI: Neighbourhood, Development and International Cooperation Instrument
RRF: Recovery and Resilience Facility

SEAR: Solidarity and Emergency Aid Reserve

SRF: Single Resolution Fund

SURE: European instrument for temporary Support to mitigate Unemployment Risks in an

Emergency
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Glossary

Assigned revenue: Funds paid into the EU budget which can only be used for a defined
purpose.

Balance of Payments Facility: EU mechanism granting medium-term loans to non-euro
area Member States which are experiencing, or likely to experience, difficulties in their
balance of payments or capital movements.

Budgetary guarantee: A commitment to use the EU budget to compensate for any losses
incurred if a beneficiary fails to meet its obligations, such as by defaulting on a loan.

Common Provisioning Fund: Fund covering potential liabilities arising from financial
instruments, budgetary guarantees and financial assistance.

Contingent liability: A potential payment obligation that may be incurred depending on
the outcome of a future event.

Discharge: Annual decision taken by the European Parliament giving the Commission final
approval for the way a budget has been implemented.

EIB external lending mandate: Mandate given to the EIB by the EU to engage in financing
operations in partner countries, with a guarantee from the EU budget.

Emissions trading system: Emission reduction scheme based on capping total emissions
through the allocation of allowances to companies or other organisations emitting CO2,
which can buy and sell them according to their needs.

EU emergency trust funds: EU-administered fund that pools money from multiple sources
to finance the international response to an emergency or ongoing crisis, generally in the
developing world.

European Development Fund: EU fund, managed outside the general budget until 2021,
that provides development aid to the African, Caribbean and Pacific States, and to
overseas countries and territories that are associated with the EU through Member
States.

European Financial Stabilisation Facility: Temporary crisis resolution mechanism
established in 2010 by the euro area Member States to assist Greece, Ireland and
Portugal.

European Financial Stabilisation Mechanism: Crisis resolution mechanism for providing
financial assistance to any EU Member State in financial difficulties.
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European Fund for Strategic Investments: Programme launched by the Commission
together with the EIB, as part of the Investment Plan for Europe, to mobilise investment
in projects to promote growth and jobs in the EU. Replaced in 2021 by the InvestEU.

European Fund for Sustainable Development Plus: Package of EU grants, guarantees and
other financial instruments to foster sustainable and inclusive economic and social
development and promote socio-economic resilience, mainly in Africa and the European
Neighbourhood.

European Investment Bank: EU bank, owned by the Member States, which provides
financing for projects in support of EU policy, mainly in the EU, but also externally.

European Peace Facility: Instrument funded by the Member States to reinforce possible
joint engagement in non-EU countries in the area of defence and conflict prevention.

European Stability Mechanism: Permanent crisis resolution mechanism for providing
financial assistance to any of the 19 euro area Member States experiencing, or likely to
experience, financial difficulties.

European Structural and Investment Funds: The five main EU funds which together
support economic development across the EU in the 2014-2020 period: the European
Regional Development Fund, the European Social Fund, the Cohesion Fund, the European
Agricultural Fund for Rural Development, and the European Maritime and Fisheries Fund.

Financial assistance: Support to countries in the form of loans that are conditional on the
implementation of policies designed to address underlying economic problems.

Greek Loan Facility: EU instrument comprising pooled bilateral loans from the euro area
Member States, set up in 2010 in response to the Greek financial crisis.

Innovation Fund: EU programme that uses revenue from the EU’s emissions trading
system to support innovative low-carbon technologies.

InvestEU: Programme to mobilise private investment in projects of strategic importance
for the EU.

Macro-financial assistance: A form of financial aid the EU gives to partner countries
experiencing balance-of-payments or budgetary difficulties.

Modernisation Fund: EU programme that uses revenue from the EU’s emissions trading
system to help 10 Member States meet the 2030 energy targets.

NextGenerationEU: Funding package to help EU Member States recover from the
economic and social impact of the COVID-19 pandemic.
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Recovery and Resilience Facility: The EU’s financial support mechanism to mitigate the
economic and social impact of the COVID-19 pandemic and stimulate recovery, while
promoting green and digital transformation.

Single Resolution Fund: Pooled resources from financial institutions in the EU banking
union, used to protect depositors and taxpayers in the event of a bank’s failure.



Replies of the Commission

https://www.eca.europa.eu/en/Pages/Docltem.aspx?did=63502

Timeline

https://www.eca.europa.eu/en/Pages/Docltem.aspx?did=63502
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Audit team

The ECA’s special reports set out the results of its audits of EU policies and programmes,
or of management-related topics from specific budgetary areas. The ECA selects and
designs these audit tasks to be of maximum impact by considering the risks to
performance or compliance, the level of income or spending involved, forthcoming
developments and political and public interest.

This performance audit was carried out by Audit Chamber V Financing and administration
of the EU, headed by ECA Member Jan Gregor. The audit was led by ECA Member
Francgois-Roger Cazala, supported by Dirk Pauwels, Head of Private Office and

Stephanie Girard, Private Office Attaché; Alberto Gasperoni, Principal Manager;

José Parente, Head of Task; Jitka Benesova, Deputy Head of Task, Jan OlSakovsky,

Attila Horvay-Kovacs, Johanna Oehlin, Paul Sime and Jesus Nieto Mufioz, Auditors.

Mark Smith provided linguistic support.

Francgois-Roger Cazala Alberto Gasperoni José Parente Jitka Benesova

Jan Ol8akovsky Attila Horvay-Kovacs Johanna Oehlin Jesus Nieto Mufioz
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The EU’s financial landscape has evolved over decades. Its
centrepiece is the EU budget, which includes a number of
instruments. This landscape also covers instruments outside the
budget, which have multiplied in recent years. Our audit provides
an insight into the design of the current arrangements and
identifies the potential scope for simplifying and streamlining the
financial landscape. We conclude that, even if there were reasons
for creating instruments outside the budget, the piecemeal
approach to the setup of the EU’s financial landscape has resulted
in a patchwork construction that is not fully publicly accountable.
Our recommendations aim at ensuring adequate prior
assessments of newly proposed instruments, further
consolidating the EU’s financial landscape and improving its
accountability.

ECA special report pursuant to Article 287(4), second
subparagraph, TFEU.
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