25 EU Member States and Norway
to Take Part in the Code of Conduct on Offsets

BRUSSELS --- The new Code of Conduct on Offsets will be launched on 1 July, with the
participation of all subscribers to the Regime on Defence Procurement which includes 25
EDA participating Member States (all except Romania) and Norway.

“Today is an important day on our journey towards the establishment of a truly
European Defence Equipment Market”, EDA Chief Executive Alexander Weis said.

“This is a remarkable achievement. Something that was thought impossible just a few
years ago. Now, for the first time ever, European countries will break new ground
introducing much needed transparency, which has often been lacking in offsets”, he
added.

The Code will help evolve towards more transparent use of offsets that help shape the
European Defence Technological and Industrial Base, whilst reducing reliance on them.
It is an integral part of the Regime on Defence Procurement that for almost three years
now has successfully offered armed forces and taxpayers better value for money,
broadened business opportunities for defence companies and strengthened the global
competitiveness of the European industry.

The Agency’s reporting and monitoring system for the Code of Conduct on Offsets will
help to ensure mutual transparency and accountability among subscribing Member
States, so that they can be confident that the Code is working as intended. From 1 July,
the subscribing Member States will also make available on EDA website their national
offset policies and practices.

The 26 subscribing countries are: Austria, Belgium, Bulgaria, Cyprus, Czech Republic,
Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania,
Luxembourg, Malta, Netherlands, Poland, Portugal, Slovakia, Slovenia, Spain, Sweden,
United Kingdom and Norway.

Click here for a fact sheet on the Code of Conduct on Offsets, on the EDA website.

Source: European Defence Agency; issued May 4, 2009
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The Code of Conduct on Offsets

Brussdls, 24 October 2008

Introduction

Participating Member States (pMS) of the European Defence Agency strive to ensure that their Armed Forces
are supported, and, indeed, that the European Security and Defence Policy is underpinned by a strong and
globally competitive defence technological and industrial base. To this end, the European Defence Ministers
adopted on 14 May 2007 a landmark Strategy for the European Defence Technological and Industrial Base
(EDTIB). This Strategy reflects the clear and unequivocal abjective of the pMS to develop and sustain aDTIB
in Europe that is capability—driven, competent and competitive. Moreover, pM S have agreed to develop atruly
open and competitive European Defence Equipment Market (EDEM) as a key means to strengthen the EDTIB,
“which ensures security of supply and dependably supplies pMS Armed Forces' needs even in times of conflict,

and which provides for appropriate national sovereignty and EU autonomy”*.

The pMS share the ultimate aim to create the market conditions, and develop a European DTIB in which offsets
may no longer be needed. Nonetheless, the present structure of the European DTIB and our early open market
efforts require, in the short term, evolving offsets, compatible with EU law, whilst mitigating any adverse

impact they may have on cross-border competition.

Obj ectives and scope

The Code of Conduct on Offsets sets out a framework for evolving offsets, whilst ensuring the right balance
between developing the EDTIB and the need to achieve alevel playing field in the European and global defence

market.

This voluntary, non-legally binding Code of Conduct on offsets applies to all compensation practices required
as a condition of purchase or resulting from a purchase of defence goods or defence services. It is therefore an
integral part of the European Defence Agency’s Regime to encourage competition in the European Defence

Equipment Market and it also encompasses Government-to-Government off-the-shelf defence sales.

! "Characteristics of a Strong Future European Defence Technological and Industrial Base”, agreed by the Steering Board on 20 September 2006.



The principles and guidelines of this Code will be applied equally to all bidders from sMS and non-sMS

including third countries.

Overarching Principles

Within the framework of EU law, the subscribing Member States (SMS) commit themselves to implement this

Code on the basis of the following principles:

Procurement in the defence market remains different than procurement in purey commercial markets andis

strongly influenced by palitical considerations that affect the level playing field.

In a perfectly functioning market offset would not exist. Nevertheless, we recognise that today’ s defence market
is not perfect. Therefore, as a first step, we have to develop and implement measures to both mitigate any
adverse effects of offset in our collective endeavour towards developing a fair and competitive EDEM and to

use offsets mainly to help shape the aspired EDTIB of the future.

The effects of offset on EDEM and EDTIB should not be considered in isolation. There are other, not offset-
related, practices distorting the European and global defence market and influencing the development of the
EDTIB that need to be addressed by the Agency and pM S through various work-strands.

Offsets are a global phenomenon, required and offered for many purposes, and unlikely to abate in the
foreseeable future. Hence, while addressing offset on the EU level, cognisance will need to be taken of the
global practice of offset and in particular the involvement of third parties and their effect on European industry

competitiveness.

Guidelines

This Code of Conduct on Offsets sets out the guidelines that will help us progress towards closer convergence
of offset policies and practices and to gradually reduce the use of offsets. The following guidelines will apply
equally to all compensation practices within the scope of the Code.

Increased transparency:

- Toincrease transparency and mutual confidence, the sMS will provide to other sSMS through the Agency
information on national offset practices and underpinning policies, where they exist. Each sMS will

regularly review theinformation it has provided to ensure that it remains current.

- ThesMSwill provide the Agency with information on all offset commitments (including the percentage and
types of accepted offset) with effect from the implementation date of this Code, whether part of the

procurement contract or agreed upon otherwise.



Evolving use of offsets:

- Offsets will be used to help develop industrial capabilities that are competent, competitive and capability
driven. Therefore, offsets will help shape the aspired EDTIB of the future, notably by facilitating the

development of globally competitive Centres of Excellence and avoiding unnecessary duplication.

- Offsets should, wherever possible, contribute to developing depth and diversity of the European defence-
related supplier base, in particular by supporting the full involvement of SMEs and non-traditional suppliers
in the EDTIB, fostering the industrial cooperation and help promote efficient and responsive lower tier

suppliersin line with the principles of the CoBPSC.

- EBEvolving use of offsets by the sMS will help ensure the right balance between developing the aspired
EDTIB and the need to achieve the level playing field in the EDEM. Therefore:

0 Those sMS requiring offsets as part of the defence equipment contract will clearly stipulate offset

requirements in the contract notice.

0 Those sMS accepting offsets will make clear from the outset if offset is a factor in the consideration of a

company’s bid during the procurement process.

0 When used as a criterion for tenderer selection or award of contract, offsets will be considered of aless
significant weight (or used as a subsidiary criteria in case of offers with the same weigh) in order to
ensure that a procurement process is based on the best available and most economically advantageous

solution for the particular requirement.
o Offsets, both required and accepted, will not exceed the value of the procurement contract.

0 The sMS will allow foreign suppliers providing offsets to sdect the most cost effective business
opportunities within the purchasing country for the offset fulfilment, enabling fair and open competition

within supply chains whereit is efficient, practical and economically or technically appropriate.

0 The sMS will use, wherever practicable and on a voluntary basis, mutual abatements to reduce

reciprocal offset commitments.



