The EU has to try and adopt a new budget for 2007-2013 at the summit of EU leaders in Brussels on 16 and 17 June. 
What are the main questions to resolve? 
The arguments are about the framework budget, known as a financial perspective, which places limits on spending in each of the EU's policy areas for each of the seven years from 2007 to 2013. 

At issue are both the overall level of spending and the breakdown between the various headings. 

Where are battle lines drawn on the overall spending figure? 

The European Commission wants the EU to spend up to one trillion euros (£668bn) over the seven years, or 1.24% of member states' gross national income (GNI). It has the support of some of the less wealthy EU states, who are net recipients of EU funds. 
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How the money is spent


On the other side are the main net contributors to the EU budget - the Netherlands, Sweden, Germany, the UK, Austria and France. They want the upper limit on spending to be 1% of GNI (815bn euros / £545bn). 

Various compromises have been floated: the European Parliament has proposed 1.18% (975bn euros / £652bn); Luxembourg, which currently holds the presidency of the EU Council of Ministers has suggested 1.06% (873bn euros / £584bn) and may come up with another proposal before the summit. 

All these figures refer to financial commitments that would be made over the seven-year period. 

Figures for money that would actually be paid out within that period are slightly lower, for example the Commission's figure for payments is 1.14% of GNI (943bn euros / £630bn). 

Which budget headings are most controversial? 

No country wants to accept any reduction in the handouts it receives from Brussels, and net contributors to the EU are keen to shoulder less of the burden. 

For example, the UK has said it will veto any proposal to abolish its budget rebate; France has said it will not tolerate a reduction in aid to its farmers; the Netherlands has threatened to veto any deal that does not reduce its payments. 

Spain, Portugal, Greece and the new member states from Central Europe are likely to fight calls for a reduction in aid to poorer regions, but may disagree among themselves on how it should be shared it out. 

Where might cuts be made? 
The two biggest items in the framework budget proposed by the European Commission are direct subsidies to farmers (301bn euros / £201bn over seven years), and aid to poorer regions (339bn euros / £227bn). 

Since a 2002 agreement holds farm subsidies level until 2013, attention could focus on rural development aid (89bn euros / £59bn). 

The regional aid budget looks vulnerable - but cuts here would be bitterly opposed by the poorer countries which receive most of the money. 

Luxembourg, the current holder of the EU presidency, has suggested freezing the UK rebate at its current level (5bn euros or £3.5bn per year), and possibly phasing it out. But UK Prime Minister Tony Blair says he will only discuss the rebate if the whole issue of farm spending is re-opened, and big cuts can be achieved. 

Luxembourg has also proposed cutting 50bn euros (£33bn) from the Commission's programme to increase the competitiveness of the EU economy, and 10bn euros (£6.7bn) from the foreign policy budget. 

How important is it to get an agreement now? 

Politically, very important. The EU has been thrown into disarray by the rejection in France and the Netherlands of the draft constitution. A deal on the budget would send a signal that it can overcome the crisis. Failure to agree on the budget would only deepen the sense of gloom. 

Also it is very unlikely that the UK, which takes over the EU's rotating presidency on 1 July, will be able to strike a deal on the budget during its six months at the helm because of the controversy over the UK rebate. 
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Why has debate about the UK rebate been re-opened? 

The European Commission first suggested abolishing the UK rebate in its proposals for the 2007-13 framework budget, published last year. Luxembourg has now come up with a variation on the original proposal. 

The UK is the only EU state that does not want to see an end to the rebate. 

Other nations that contribute more to the EU than they get back, such as Germany, the Netherlands and Sweden, believe it is unfair for the UK to get a rebate, while they do not. 

The enlargement of the EU in 2004 has also brought a number of relatively poor Central European countries into the union, which do not like having to contribute to financing the UK rebate. 

The French President, Jacques Chirac, also has a tendency to raise the issue of the rebate whenever the UK joins attempts to cut farm aid. Critics in the UK accuse him of trying to divert attention from France's rejection of the European constitution. 

What arguments can be made for the UK rebate? 

The UK won the rebate in 1984, for two main reasons. 

Firstly, it did not get much agricultural aid from the EU because its farm sector was relatively small. 

Secondly, it paid a relatively large amount to the EU because it raised more revenue than most other countries through VAT, and had a high level of imports. 

The UK still does not receive much farm aid - as a proportion of the country's gross national income, it received less than any country except Luxembourg, in 2003. 

Without the rebate, the UK's net contribution to the EU would be larger than any other country's, when measured per head of population or as a proportion of gross national income. 

Even with the rebate, it comes in fourth by these measures. 

Its net contribution in 2003 was 1.5 times France's and more than three times Italy's. Multiplied over the years since 1984, this comes to a lot of money. 

What arguments can be made against the UK rebate? 

When the rebate was agreed in 1984, the UK was the third poorest country in the European Community and was set to become the largest net contributor. 
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However, it now ranks fourth in the EU in terms of gross national income per capita - behind Luxembourg, Denmark and Austria - thanks partly to sustained economic growth above the EU average. 

Things have also changed in relation to agricultural aid. This accounted for 70% of EU spending in 1984, now it accounts for less than 50%, and it is destined to fall further. 

The European Commission calculates that the UK rebate will grow from its current level of about 4bn to 5bn euros to an average of 7bn euros (£4.7bn) in the 2007-13 period. At the same time, the UK will drop from being the fourth largest net contributor, as a proportion of GNI, to ninth - behind France and Italy. 

The Commission also says that, even without the rebate, Germany, Sweden and the Netherlands would make net contributions "of a comparable order of magnitude" to the UK's and, as it points out, all three are "currently less prosperous" than the UK. 

If the EU leaders do reach agreement in Brussels, is the 2007-13 financial perspective home and dry? 

No. It then has to be approved by the European Parliament. The president of the parliament, Josep Borrell, has warned that MEP's will not pass a budget that makes big cuts in research or regional aid. 

The upshot could be that the EU moves ahead without a financial perspective, agreeing budgets year by year. 

