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The annual budget of the European Union is established jointly by the European Parliament and the 

EU Member States in the Council, based on a proposal by the European Commission.  

 

The decision-making procedure to decide the budget for the next calendar year formally starts 

annually in September, but informal negotiations between the different institutions normally start as 

early as July with a view to facilitating agreement. 

 

This briefing explores the EU budget procedure in greater depth, explaining the procedure, common 

terminology, and practical affects. 
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Introduction 
 

The European Union has the ability to act in a range of policy fields, with its powers ranging from full 

law-making authority in areas such environmental or employment policy to a supporting or 

coordinating role in the fields of public health and education. Accordingly, the EU also has a central 

budget from which it funds its activities. Of the total budget, which annually totals roughly €140 

billion, over 90% is invested directly in the EU Member States through specific investment 

programmes such as Horizon 2020 and the Common Agricultural Policy. The remainder is largely 

used for administrative expenditure, including staff costs. 

 

Like national governments, the EU must establish its budget on a yearly basis. This briefing presents 

a general introduction to the content of the budget, as well as outlining the procedures and general 

timeline followed by the EU’s institutions in adopting the Union’s annual budget. 

 

The EU budget: Revenue and Expenditure 
 

The EU budget is broken down by broad areas such as natural resources, competitiveness or external 

action, and within each of these headings the budget is divided further for specific policy 

programmes such as the Common Agricultural Policy. 

 

Sources of Revenue 

 

Unlike national governments, the European 

Union does not possess direct tax-raising 

powers. It budget is therefore funded by 

direct contributions by the Member States, 

topped up by the proceeds from certain taxes 

(primarily customs duties and VAT) levied by 

individual EU countries which are then 

passed onto Brussels. 

 

Commitments vs. Payments 

 

Multi-Annual Financial Framework 
 

Every seven years, the EU establishes a multi-

annual financial framework (MFF) which lays 

down legally-binding annual budget ceilings by 

policy area for each year it covers.  

As a result, the MFF allows the EU to spend less 

than the budget ceiling in a given area, but an 

annual EU budget cannot exceed the ceilings 

established by the multi-annual framework.  The 

MFF currently in force covers the EU budgets from 

2014 until 2020. 
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For each specific budget line, the EU budget records two separate amounts: commitments and 

payments. The commitments represent the actual budgetary decision, constituting a legal promise for 

a certain amount to be spent on the relevant programme. Payments are the actual amount the EU 

expects to spend on the programme in the calendar year covered by the budget. 

 

In many instances, recipients of EU funding – such as universities, businesses or NGOs – do not 

receive the money up front but claim it back retroactively from the EU. It is also possible for a single 

commitment to cover funding for an activity lasting more than a year, such as a research project. As a 

result, the EU budget can make a commitment for funding in a given calendar year without 

necessarily matching the full amount for the payments. Where payments are less than commitments, 

EU spending does not decrease but the actual payment is deferred until the following calendar year. 

It is the budgetary equivalent of paying a bill later rather than sooner, as the legal commitment to 

spend the money already exists in the form of the commitment. 

 

Procedure for adoption of the annual EU budget 
 

Each year, the EU adopts its budget for the next calendar year, covering the period from 1 January to 

31 December.  Adoption of the budget is the responsibility of the three main policy-making 

institutions of the European Union: the European Commission, the European Parliament and the 

Council of the EU. 

 

Role of the European Commission 

 

The European Commission oversees the day-to-day functioning of the EU, and has responsibility for 

maintaining the Union’s civil service. Under the EU treaties, it is also responsible for the formulation 

and implementation of the EU budget, subject to the approval of the European Parliament and EU 

Member States in the Council. 

 

Each year in June, the Commission tables a draft budget 

for the EU for the next calendar year, taking into 

account the recommendations made by both the 

Parliament and Member States. The draft budget 

estimates the revenue the EU is expected to receive in 

the year ahead through taxation, direct contributions by 

national governments and other sources. 

 

More importantly, the draft budget also sets out for 

each specific area of EU policy how much money the 

Commission recommends be made available for 

funding and investment. This “statement of 

expenditure” is very detailed, breaking the budget 

down into proposed funding for specific policy 

programmes. For example, within the EU’s “Horizon 2020” research and development programme, 

the draft budget will include proposed funding amounts for specific research areas such as 

“leadership in space” or “increasing innovation in SMEs” (see example to the right). 

 

The Commission also acts as the EU’s Treasury, distributing EU funding in line with the budget and 

EU law. However, before it can make grants, the budget must first be adopted jointly by the 

1: Example of the draft budget 
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European Parliament and the EU Member States. 

 

Role of the European Parliament and Council 

 

The European Parliament, which consists of 751 directly-elected Members, and the EU Member 

States in the Council are known jointly as the EU’s “budgetary authority”. This means that the 

budget can only be adopted and enter into force – allowing funding to be granted – after both 

institutions have agreed on a budget for each EU policy area. After the EU Commission submits the 

draft budget in June each year, the Parliament and Council table amendments for changes to specific 

budget lines. After each of the two bodies has settled on its overall position, formal negotiations 

between them begin in October with a view to agreeing on the new budget.  

 

As both institutions have equal authority, the budget can only be adopted if they reach agreement on 

each line of the budget. As a result, the negotiations are usually marked by horse-trading in which 

the Parliament will make concessions to the Council in return for increased or ring-fenced spending 

on its priorities, and vice versa.  

 

Generally speaking, the EU Member States – whose direct contribution account for the lion’s share of 

the EU budget – attempt to reduce overall expenditure. The Parliament is usually keen to 

demonstrate the added value of EU action by ring-fencing spending that directly benefits 

communities and businesses such as Cohesion Policy, research funding and infrastructure 

investment. The European Parliament also pushes most years for commitments and payments to be 

as close together as possible, so that promised payments are not simply deferred until the next year. 

 

Given the complexity and scale of the EU budget, informal talks between the Parliament and the 

Member States usually start as early as June to facilitate reaching a timely compromise. During these 

talks, the European Commission is present to act as neutral broker. A schematic overview of the EU’s 

budgetary procedure, together with an indicative timeline which is occurs annually, is presented in 

the next section. 
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Overview of the annual EU budgetary procedure 
 

Please note that the overview presents the annual budgetary procedure where agreement on the 

budget is found by the Parliament and Council during the first round of negotiations. If such 

negotiations do not lead to an agreement, the Conciliation Committee stage is repeated until a 

compromise is reached.  

 

European Parliament  Council of the EU 

   June: 

Draft Budget 

presented by the 

EU Commission 

   

      

      

 ↓ Formal start of the budgetary procedure ↓  

         

July Budget Committee public debate  Council Working Party debates July 

         

        

August Parliamentary Recess. No EU activity. August 

         

         

 
Budgets Committee prepares 

draft report 
 

Council publishes position on 

draft budget 
 

         

September 
Council Presidency presents position on draft budget to MEPs during Parliament Plenary 

Session 
September 

         

 
Adoption of opinions by the 

standing Committees 
     

         

         

October 

Budgets Committee draft report      

     

Publication of amendments      

     

Vote in the Budgets Committee      

        

Vote in the Parliament Plenary      

        

http://www1.dehavillandeurope.eu/news
https://www.linkedin.com/company/1332371?trk=tyah&trkInfo=tarId:1417535542586,tas:dehavilland,idx:2-2-7
https://twitter.com/dehavillandeu
http://www.dehavilland.co.uk/EUROPE/EUTracker/EUStart.aspx?euid=12001455
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-501.927%2b04%2bDOC%2bPDF%2bV0%2f%2fEN
http://www.dehavilland.co.uk/PoliticalUploads/EUdataprotection/DPRcompamoverview.pdf
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October - 

November 
Parliament-Council Negotiations: Conciliation Committee 

October - 

November 

         

        

November 

Informal agreement on the budget 

November 

       

Vote in the Budgets Committee  
Vote by the Member States’ 

ambassadors 

       

Vote on the agreement in the 

Plenary 
 

Vote on the agreement by the 

Council 

       

        

December  Budget published in the Official Journal  December 

       

     

1 January Entry into force 1 January 
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