






 

 

  

Sterling figures 

A.8 The Sterling figures for 2004 to 2010 in this White Paper are based on actual Sterling cash 
receipts, or payments where these took place and are known. Elsewhere, the appropriate 
average annual Sterling/Euro exchange rate has been used to convert Euro figures into Sterling.1 

Generally, the 2010 Euro figures have been converted into Sterling using the Sterling/Euro 
exchange rate on 31 December 2009, namely £1=€1.125999 (regulations state that VAT-based 
and GNI-based payments will be made using the exchange rate on the last working day of the 
preceding year). However, there may be some exceptions, for example where figures have 
previously been published at a different exchange rate, but these are noted where necessary.  

Structural Funds  

A.9 At present, there are four Structural funds through which the EU grants financial assistance 
to resolve structural economic and social problems: 

 the European Regional Development Fund (ERDF), which promotes economic and 
social cohesion within the Union through the reduction of imbalances between 
regions or social groups; 

 the European Social Fund (ESF), which promotes the EU’s employment objectives  
by providing financial assistance for vocational training, retraining and job  
creation schemes; 

 the European Agricultural Guidance and Guarantee Fund (EAGGF – Guidance 
Section), which contributes to the structural reform of the agriculture sector and to 
the development of rural areas;  

 the Financial Instrument for Fisheries Guidance (FIFG), the specific fund for the 
structural reform of the fisheries sector: and 

 In addition, the EU supports Member States whose GDP is less than 90 per cent of 
the European average through the Cohesion Fund, which finances projects linked to 
the environment and trans-European transport systems. 

UK abatement 

A.10 The UK’s VAT-based contributions are abated (reduced) according to a formula set out in 
the ORD. Broadly, this is equal to 66 per cent of the difference between what the UK contributes 
to the EU Budget and the receipts, which the UK gets back, subject to the following points: 

 the abatement applies only in respect of spending within the EU. Expenditure 
outside the EU (mainly aid), is excluded; 

 the UK’s contribution is calculated as if the Budget were entirely financed  
by VAT; and 

 the abatement is deducted from the UK’s VAT contribution a year in arrears, e.g. 
the abatement in 2010 relates to UK payments and receipts in 2009. 

 
1 The annual average rate for 2004 is £1 = €1.4742 
The annual average rate for 2005 is £1 = €1.4629 
The annual average rate for 2006 is £1 = €1.4669 
The annual average rate for 2007 is £1 = €1.4615 
The annual average rate for 2008 is £1 = €1.257509 
The annual average rate for 2009 is £1 = €1.123291 
  



 

 

  

A.10.1 The formula for the calculation of the abatement is set out in the ORD and in a Working 
Methods Paper first published in 1988 and revised in 1994, 2000 and again in 2007. 

A.10.2 The Commission is directly and solely responsible for determining the UK’s abatement. It 
calculates the abatement on the basis of a forecast of contributions to the EU Budget and of 
receipts from it. This is subsequently corrected in the light of outturn figures. 

A.10.3 Corrections may be made for up to three years after the year in respect of which the 
abatement relates, with a final calculation then being made in the fourth year, e.g. a final 
calculation of the abatement in respect of 2009 will take place in 2013. 

A.10.4 The effect of the abatement is to reduce the amount of the UK’s VAT-based and GNI-
based payments to the EU Budget. It does not involve any transfer of money from the 
Commission or other Member States to the Exchequer. 

 



 

 

  

B Technical annexes 
Technical Annex I 

Determining the value of the Own Resources Elements  

B.1 The budgetary process relating to revenue has to respect the rules governing the size and 
structure of Own Resources. It involves a chain of inter-related calculations. These can be 
summarised as follows: 

 at the beginning of the budgetary process, which occurs in the year prior to the 
Budget in question, the amounts due from each Member State are assessed in that 
Member State’s national currency, i.e. Sterling for the UK; 

 the initial process involves estimating the amounts due to be received in respect  
of TOR, the amount relating to VAT if it were applied at 1 per cent across the EU, 
and the amount of 1 per cent of each Member State’s GNI. These estimates rely on 
the Member States’ estimates of their economic activity during the  
Budget year; 

 the Member States’ national currency estimates are, where necessary, then 
converted into Euro at a rate known as the “Budget exchange rate”. This is the 
exchange rate at the time the estimates are being drawn up – nowadays this is 
usually an early May exchange rate; 

 the amount of VAT and GNI each Member State has to pay to the EU Budget is 
then determined by the limits described above for these Own Resources, so that, 
when added to the amounts for the TOR, the total does not exceed the value of the 
Own Resources required to fund the proposed Budget for the coming year, subject 
to ensuring that the value of these Own Resources does not also exceed the Own 
Resources ceiling for the year in question (e.g. 1.24 per cent in 2010); 

 the sum produced (in Euro) is entered into the PDB, in the year preceding the 
budgetary year; 

 the sum entered in the PDB is adjusted as necessary during the remainder of the 
Budget process, essentially to reflect changes on the expenditure side of the 
Budget, but still on the basis of the Budget exchange rate and still respecting the 
Own Resources ceiling; 

 the Sterling/Euro exchange rate on the last working day prior to the start of the 
Budget year is established as the rate by which UK VAT-based and GNI-based 
contributions will be converted for the whole Budget year. The Sterling amount 
which the UK has to pay in respect of these two resources will be different from its 
original estimates, if the rate on the last working day is different from the Budget 
exchange rate; 

 

 



 

 

  

 during the course of the Budget year, the UK pays its VAT and GNI contributions to 
meet its obligations as denominated in Euro in the adopted Budget, or subsequent 
Amending Budgets. These payments are made at the Sterling/Euro rate on the last 
working day prior to the Budget year. As Member States pay only what they collect, 
their TOR payments are not determined by the Euro amounts in the Budget; 

 Member States pay their contributions for a given Budget year in monthly 
instalments (VAT and GNI-based contributions on the first working day of each 
month, TOR on the first working day following the 19th of each month). The VAT 
and GNI-based contributions are subsequently adjusted in the light of a number  
of factors, such as outturn figures for VAT. If outturn expenditure is below the  
amount raised from Member States, excess contributions are refunded in an 
Amending Budget; 

 since there are generally differences between the Sterling/Euro exchange rates (a) 
used to set the Budget and (b) to make VAT-based and GNI-based contributions, 
the UK would generally have paid more or less in Sterling compared with the 
amount established for them for the budgetary year in question. These exchange 
variations are accounted for in-year under arrangements in place since 1998. 
Member States re-estimate their 1 per cent VAT and GNI bases during the course of 
the budgetary year and the conversion of their national currency estimates is carried 
out using the exchange rate on the last working day prior to the start of the Budget 
year. The revised figures are then included in an Amending Budget to the budgetary 
year to which they relate. In practice, converting the revised figures using the 
exchange rate on the last working day means that in-year contributions are no 
longer affected by exchange rate differences. Furthermore, re-estimating the value 
of the 1 per cent base using much later information means that any differences 
between these estimates and the actual outturn for the year are very much reduced. 
The Member States thus contribute in-year virtually what they should on the basis 
of their national currency obligations. In the year following the budgetary year, any 
adjustments to correct for any under or overpayment should be relatively small, 
compared to the adjustments made in years prior to 1998; and  

 Numerous small further adjustments are however, required to be made over several 
years following the Budget year, for example, to reflect later adjustments in the 
amount of GNI statistics.  

 

 

 

 

 

 

 

 

 

 

 



 

 

  

Technical Annex II 

Explanation of the difference between the Government’s cash flow outturn for 
the UK’s net contribution for 2008 and the figures in the Commission’s EU 
budget 2008 Financial Report  

B.2 When converted at the average exchange rate for 2008 of £1= €1.257509, the figures in 
the European Commission’s report break down as follows: 

 (€ million) (£ million)

UK gross contribution before abatement 16,365.9 13,014.5

UK abatement -6,252.0 -4,971.7

UK receipts -7,309.9 -5,813.0

UK net contribution 2,804.0 2,229.8

Source: HM Treasury 

 
B.3 The Government’s figure for the UK’s net contribution in 2008 is £3,294 million. 

B.4  A number of factors contribute to the difference between the two net contribution figures. 
The probable main causes for the difference are as follows: 

 the UK figure includes only transactions between the EU Budget and the UK public 
sector, whereas the Commission’s figures include receipts paid direct to the UK 
private sector. It is estimated that this accounted for around £975 million of the 
difference in 2008; 

 the late adoption of Amending Budget No. 7/2007 meant that associated changes 
were not implemented until January 2008. The result of which leads to the 
Government’s figures for 2008 being some £686 million lower than if the 
Amending Budget changes had been implemented in 2007; 

 the late adoption of Amending Budgets No. 8/2008 and 9/2008 meant that 
associated changes were not implemented until January and February 2009. The 
result of which leads to the Government’s figures for 2008 being around £805 
million higher than if the Amending Budget changes had been implemented in 
2008; and 

 the UK’s outturn figure is based on cash flow within a calendar year, whereas 
Commission figures attempt to match transactions to a particular EU Budget. Some 
receipts from an EU Budget for a given year take place in the early weeks of the 
subsequent year. These are scored in the UK to the year, in which the transactions 
happened, and by the Commission, to the Budget for the previous year. Up to £87 
million of Structural Funds payments to the UK in 2008 may have been in respect of 
the 2007 EU Budget, and up to £54 million of Structural Funds payments in 2009 
may have been in respect of the 2008 Budget. 

There may be other factors, which cause the two sets of figures to differ. The table overleaf 
reconciles the two figures. 

 

 

 



 

 

  

 (£ million)

UK Government cash-flow outturn for 2008 3,294

Private sector receipts -975

Late implementation, in January 2008, of Amending Budget No. 7/2007 686

Late implementation, in January and February 2009, of Amending Budgets No.8 /2008 
and 9/2008 

-805

Structural Fund receipts paid in 2008, which may have been from the 2007 Budget 87

Structural Fund receipts paid in 2009, which may have been from the 2008 Budget -54

UK Cash-flow figure adjusted to reflect main differences compared to European 
Commission’s figure 

2,233

European Commission figure for 2008 outturn 2,230

Net difference due to other factors (such as exchange rate) 3

Source: HM Treasury 

 

 



 

 

  

C Tables 
 
Tables below. 
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