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M ain conclusions and recommendations

0. Introduction

Eurostat carried out a short technical visit to INE 24 May 2012 and an Upstream
Dialogue Visit (UDV) to Spain from 18-22 June 2Q0d2clarify in particular the issue of
previously unreported arrears by Autonomous Comtias{AC) and local governments.

Eurostat met representatives of Instituto Nacioel Estadistica (INE), Intervencion
General de la Administracion del Estado (IGAE), 8anle Espafia (BAE), Tribunal de
Cuentas (Supreme Audit Office), regional Courtaodit, ACs, Municipalities, Instituto
Nacional de la Seguridad Social (National Sociatusigy Institute), Intervencion
General de la Seguridad Social (Inspectorate Geok&ocial Security) and the Consejo
de Politica fiscal y Financiera de la Comunidades6oAomas (Fiscal and Financial
Policy Council —-FFPC). Eurostat received full coapien from all these authorities.

The objectives of the missions were three fold:

» The first objective was to assess the recent @visto the Spanish 2011 general
government deficit,

* The second objective was to review the reportingexgpenditure by ACs and
municipalities and the system of public accountsnational, regional and
municipal levels, and discuss the necessity fourtutimprovements of these
systems in order to avoid for 2012 and future yedrat has happened for 2011.

» The third objective was to review the capacityhef Spanish statistical authorities
to ensure the quality of the statistical reportaygACs and local authorities.

The present report is organised alongside these thsjectives.

Eurostat concluded that some expenditure which fdake in 2011 and in prior years
was not reported at the time it incurred and coaneetly was not recorded according to
the accrual principle of recording. Eurostat coessdhat this is a consequence of serious
weaknesses of the statistical reporting chain.

Eurostat considers that significant improvements @&cessary in order to achieve a
robust statistical reporting system.



1. Recent revisions to the Spanish general gover nment deficit

Eurostat concluded that revisions to the deficit #8911 (and to earlier years) are
primarily the consequence of two distinct deficiesdn the public accounting and in the
statistical reporting of the expenditure of ACs.

* Not all arrears of ACs in 2011 were reported to lIN& timely manner

» Specific accounting rules in the AC of Valenciabaléd the delayed reporting of a
part of health expenditure over a longer period.

This situation was highlighted by the implementatiof the Supplier Payment
Mechanism (SPM) for the payment of AC arrears byt Government. Thereby, the
data sources used for the compilation of the defitei the March 2012 notification for
the Excessive Deficit Procedure (EDP) were compaiiéit the data on arrears resulting
from the Suppliers Payment Mechanism based on midas from Autonomous
Communities and local governments of unpaid billthe end of 2011. It was found that
some expenditures incurred before the end of 2@t ot been reported in the March
2012 EDP natification. This more exhaustive collatiof data on arrears put in evidence
some drawbacks of the accounting systems, repaatidgcompilation procedures.

The majority of the unreported arrears relate taltheexpenditure and the arrears are
concentrated in two regions — Madrid and Valenlkighe first AC there was essentially
a problem of timeliness and in the second one $eeofi specific accounting rules, which
led to expenditures not being reported in line VP requirements

Global estimation of the unpaid bills reported in 2012

INE announced on 18 May 2012 an estimated incred<24% of GDP of the 2011
government deficit for the Autonomous Communitisenpared to what was reported to
Eurostat on 30 March 2012. The special supplieysngat mechanism for the arrears of
ACs and regional governments revealed higher unipidlsithan reported to Eurostat in
the context of the April 2012 EDP notification.

The total amount of the unreported unpaid billsorggd in 2012 amounts to about 4.5
billion euro. A major part of these unreported udphills were attributed to the year
2011 and about 40 % of the expenditure occurre@dfhO, or in the case of the

! In Valencia the problem related to the existence of a spemtabunting law which allowed that not all extra-
budgetary expenditure would be included in the Awts 409/413, as would be the case in other Autmusm
Communities. This special system of accountindifancing health care had existed for many yeand,led to some
delays in the reporting of expenditures in pastrgebut the amounts concerned by the delayed iegaricreased
significantly in recent years. Féadrid data on expenditure and arrears was reportedA& B January 2012 for the
March 2012 notification. At that time the amourisbe imputed to account 409/413 "Creditors pendifggation to
budget" were still under scrutiny and not reporiedull. There was a problem of timeliness but atforeporting
procedures, since there was no obligation to reperrevised amounts to IGAE although by the enéeifruary the
revised amounts were already known by Interven@eneral de La Comunidad de Madrid.



Autonomous Community of Valencia, even before. Bpanish statistical authorities
confirmed that no 2012 expenditure have been irdud the 2011 deficit figure.

The Spanish authorities are currently finalising ttross checking of the amounts
reported by suppliers in the context of the SPiVhwiite updated information received
directly from the ACs in May 2012, in order to arsthat the amounts of unpaid bills
are exhaustive. The first results have shown thatrécent past situation is now being
clarified for the Autonomous Communities as regdhgsrecording of unpaid bills.

The situation of the municipalities (local govermts® has also been assessed. As the
final data from the SPMas well as updated data on the statistical reppraf the
municipalities to the Spanish statistical authesitiwere not available at the time of
Eurostat visits in May and June 2012, Eurostatase Spanish statistical authorities to
provide data on the unreported unpaid bills as sm®ithe necessary information was
processed and assessed by the Spanish statistilcatities.

INE confirmed that the final updated data on theegoment deficit for the Autonomous
Communities, as well as for the municipalities, w8 be reported to Eurostat in the
October EDP notification data, was expected tovadlable during the summer 2072

Overall, Eurostat has received assurances by theiSp statistical authorities that the
essential part of the 2011 and pre-2011 unpaid bidlve now been accounted for as
expenditure in the government deficit of ACs anchiaipalities.

Action point 1: Eurostat recommended to the Spanish statisticahaiiies to finalise
the cross-checking of the unpaid bills reportedhi@ SPM with their own statistical data,
in particular in the case of municipalities, andarm Eurostat about the final results as
soon as available (end-July 20£2)

Split of global amount between 2011 and previous years

The largest part of the unreported unpaid billsorsggl in 2012 in Autonomous

Communities was generated in 2011, but some urplsdalso refer to the years prior to
2011. The amount of 2.8 billion euro, or 0.26 %G&dP, was attributed to the year 2011
while 1.7 billion euro or 0.16 % of GDP was attiibd to the years prior to 2011 as
follows: 28 million euro refer to the year 2008,83million euro (around 0.035% of

GDP) to 2009 and 1, 3 billion euro (around 0.12%06fP) to 2010.

2 Note that the 2011 data to be reported in the @ctBIDP notification will still be half-finalised dmay be subject
to further revisions.

3 The note on the impact on government deficit duaéounregistered unpaid bills for municipalitieasaprovided to
Eurostat on 2 August 2012. The total amount ofutieported unpaid bills in municipalities reporte®012 amounts
to about 946 million euro, of which about 50 % watgibuted to the year 2011.



According to the ESA95, flows are recorded on arwal basis when economic value is
created, transformed or extinguished, or when cfaiand obligations arise, are
transformed or are cancelled.

On the basis of the ESA95 definition of the timeedording, the unreported unpaid bills
should be recorded as expenditure with impact areigonent deficit in the year when
obligations arose, i.e. in 2011, 2010, 2009 and320le Spanish statistical authorities
informed Eurostat that expenditure related to tbary before 2010 will be recorded in
2010, due to practical reasons.

Therefore, the estimated impact on government iefie to the unreported unpaid bills
in the Autonomous Communities is estimated to Bebf@lion euro (0.26 % of GDP) in
2011 and 1.7 billion euro (0.16 % of GDP) in 2010.

As regards the municipalities, 493 million of uroeted unpaid bills (0.05 % of GDP)
was attributed to the year 2011 and 453 milliorog0r04 % of GDP) of unrecorded bills
was attributed to the year 2010.

Thus, on the basis of the information providedhmsy $panish statistical authorities and to
be in line with the ESA95 rules on the time of meliog, Eurostat estimates that the
impact on general government deficit due to theecorded unpaid bills is estimated to
be ab%lljt 3.3 billion euro (0.31 % of GDP) in 20htl 2.1 billion euro (0.21 % of GDP)
in 2010.

Action point 2: Eurostat requested the Spanish statistical autlewito record the
unreported unpaid bills in the year in which obligeas arose in order to follow the
accrual principle of recording. Eurostat also askd the Spanish statistical authorities
that in case 2009 and previous years cannot be aeeg for practical reasons, then
expenditure related to years before 2010, coul@ptionally also be recorded in 2010.

2. Changes in the public accounting system needed to ensure that this will not
happen in 2012 and onwar ds

Eurostat concluded that substantial improvementpuiolic accounting and statistical
reporting, for both ACs and Municipalities, are de@ to ensure this situation or similar
issues will not arise in 2012 or later years. Tiparish Central Government and ACs
have already designed and begun implementing essefiimprovements, which must be
followed by other initiatives in order to achieveodust statistical reporting system.

At the central level, the Organic Law 2/2012 of &gril 2012, Financial Stability and
Sustainability Budget (LOEP), whose scope is theegd government sector according
to ESA, provides for a series of improvements ia girovision of information and
transparency.

* Note that the 2011 data reported by the Spanidfstatal authorities in the April 2012 EDP notifi@an are only
provisional. For example, the Spanish statistic#tharities noted an increase of investment expereltty 405 million
(0.04 % of GDP) for ACs, due to source data updatate the 2011 local government deficit is expdcte increase
by a further 219 million euro (0.02 % of GDP) doegource data updates.
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Moreover the law on the State Budget for 2012 megugovernment departments and
managing bodies and the common services of soe@lirgy to ascertain, by audit

techniques, that the data and information provideth economic importance fairly

reflect the operations arising from their activity.

In the area of the ACs, the Council of Fiscal amdgafcial Policy plans to adopt an
agreement to ensure that the governments of theeA@st the policy measures necessary
to include that the internal auditors of the finahand economic management carry out
annual controls to entities not otherwise subjecadcounting audits, allowing to check
any obligations or expenditures for goods and sesvireceived which have not been
covered in budget allocations.

Further improvement actions planned from 2013 ideluhe continuation of the
initiatives on transparency, on reinforced repgrtirequirements and on measures to be
applied in the case of infringements.

Within the ACs a series of initiatives were repdrtecluding the following taking effect
in 2012:

Autonomous Community of Madrid: Resolution from the Interventor General de la
Comunidad de Madrid, concerning instructions foe thandling of evidence of
expenditure. All documents are received througheaegnl register (in the E-REG
system) and no more than a week elapses from ra&gist to the issuance of the
"justifying document for the expense" in the systefdso an Instruction of the
Interventor General de la Comunidad de Madrid imde@repared to enter in force in
July 2012 to control expenditure not charged tolihdget. These controls will provide
reinforced quality and exhaustiveness of the dadh @ strict application of accrual
principles.

Autonomous Community of Valencia: As a consequence of the Law of budgetary
stability and sustainability, an interdepartmem@anmission has been created to pursue
the follow-up of the policies of rationalisation and austeintgxpenditure.

Some legislative measures are also being prepastdas:

- Adecree by the Council creating and regulatingcéaralised general registry of
invoices of the AC. This registry is connected wilie accounting system and will
allow a better knowledge and control over expemseumpaid bills;

- An amendment of the Council Agreement from 27 J20@8, to extend some of
the measures to verify the proper control of somgenditure records such as
PPPs and public procurements through administrabweessions;

- The revision of Decree 40/1992, from 16 March bythar Decree of the
Council, reinforcing guarantees on the managementpublic resources,
increasing the content and scope of the investmémtde made by the
Intervention to the wording of the provisions ofiee 57° of the revised Law of
Public Finances foGeneralitat Valenciana.

From 2013the Spanish statistical authorities as well asAbtonomous Communities
(Madrid, Valencia and some other ACs) explained thaasures were already taken to
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improve the current system, such as, a new budgketar compulsory quarterly auditing
of the accounts (including the extra-budgetary ant®such as Account 409, 411, 413), a
single point of registration of all the bills atetthevel of the Autonomous Communities,
etc. These are the improvements being preparechéycéntral government and are
foreseen to be applied from 2013 onwards. Regafdiadyid and Valencia, the following
measures were reported:

Autonomous Community of Madrid: A new financial accounting IT system will be

implemented progressively from 2013 onwards, stgrtwith some health care

institutions. In terms of controls, it was highligd that all invoices must be registered
through the portal registration system of the Aotaous Community, providing more

reliable and accurate information on bills pendapglication to the budget.

Moreover, the implementation of the logistics madfdr all purchases of hospitals and
centralized purchasing for the rest of the AutonesnGommunity will reflect directly in
financial accounting the delivery of goods and s&w.

Autonomous Community of Valencia: Changes will be made to the legal text of the
Law of Public Finances with the purpose of incogtimg the same required instruments
and procedures to guarantee the appliance of thve &fa budgetary stability and
sustainability, including expressly a liability rege eligible to those responsible for the
various departments and entities for the breacuoh rules and principles.

Moreover an expansion of the Annual Permanent &&inancial Control will cover the
verification of the information recorded in the gea registry of invoices, including
cross-checking data directly with providers.

Eurostat considers that these improvements arg fdtessary and seem sufficient for
the expenditure covered by the Suppliers Paymerthi&ldsm. However, in order to
ensure that all arrears are reported in a timely emmplete manner already in the
October 2012 and April 2013 notifications, Eurosetommends that:

Action Point 3: An independent assessment or audit be carriedt@wdstablish the
completeness of reporting deficits by ACs by Sdmer012. An external audit is
ongoing in the AC of Valencia and Eurostat recomusehat this should also be done for
all ACs with significant amounts of previously ypoeed arrears.

Action point 4: An analysis be provided by INE for those typesntities not covered by
the Suppliers Payment Mechanism by September 20&h, as government controlled
entities which are less than 100% owned.

In the case that evidence is found of any furthareported expenditure, the
corresponding amountgill be includedwvithout unnecessary delay

Action point 5: A review be undertaken by INE, in cooperation W@AE and FFPC by
November 2012, of the data reporting arrangemenitsAlCs and municipalities during
the first quarter of each year (period of prepacatifor April notification) to ensure that
deadlines set better reflect availability and coetphess of data and moreover to verify
during February and March that the amounts of exjweme notified reflect latest
available information.
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Action point 6: A review be undertaken in cooperation betweenHRBC, IGAE and
INE to mitigate any residual risks which may derfir@m a potential lack of consistency
between corrective measures being implemented nougm AC to fix the issue of late
reported or unreported arrears, in that differemgpmoaches may be taken to the same or
similar problems pending decisions at central le¥girostat welcomes the fact that the
FFPC plans to look into this issue and requestsort by INE by November 2012.

Action point 7: Eurostat recommends a review by INE in cooperatiith IGAE (who
are the setters of public sector accounting staddpiand the FFPC on the differences
between the accounting standards implemented i@ and the standards of the new
General Government Accounting Plan, implementeah flan 2011, in order to:

(a) achieve a harmonised treatment of extra-budgetacounts such as accounts
409, 411 and 413, and;

(b) assess the potential scope for inaccuracies medmparability and their
impact of EDP data so as to propose amendmentsctouating plans and
standards.

Eurostat also recommends that the new set-up dieduselow ensures that INE's views
and needs are taken into account with respect ter@img existing or developing new
public sector and business accounting standardgo&at requests that a progress
report on this matter be provided by INE by Decen2d 2.

3. The system of statistical reporting®

Eurostat noted the progress made this year witHitsiepublication of ESA 95 based
quarterly deficit/surplus data for ACs. This is ign#ficant step forward in terms of
transparency and should allow a better quality robiof the data of ACs.

Notwithstanding the progress mentioned above, fsogmt shortcomings remain in the
governance of the chain of statistical reporting.

Eurostat's UDV visit confirmed the findings of tB807 peer review, notably the major
concern expressed therein resulting from the compistitutional and administrative
structure within which INE operates and noted timpartant role of the internal audit
offices at all level of government (central, ACsldacal level) which are not subject to
any direct control by INE with respect to statiaticeporting for GFS/EDP purposes. The
UDV visit also confirmed that in practice GFS/EDRitstics are not within the
responsibility of INE nor, from a legal perspectivdoes INE have the necessary
methodological and coordination responsibility tieese statistics.

Cooperation between the three key players involwediata collection, compilation and
notification of GFS and EDP data, INE, central IGARd BdE, is informal and the GFS
Working Group that coordinates EDP work is an inspor body but it operates in

®The Spanish statistical authorities requested tangent on this section. Those comments appear iarthex to this
report.



practice on an informal basis. Eurostat also ntitas under the current set-up, central
IGAE and the IGAEs of ACs are not subject to thatistical legislation forming the
European Statistical System.

Action point 8: Eurostat recommends that a platform under thedestuip of INE is put
in place in order to carry out a review of the instional set-up on which GFS/EDP
statistics are based which should be linked toptaened reform of the European and
Spanish Statistical Laws. The review should desigmew data collection and
compilation system for GFS/EDP statistics that msmpliant with the European
Statistical Law, the EDP regulation, the EuropedatiStics Code of Practice, and COM
211(2011). It should ensure a clear definition @ponsibilities, both at institutional and
operational levels, between INE, IGAE and BdE. drtipular, it should give to INE the
right of access to, and to collect, data of allrpary sources, including for Autonomous
Communities. The GFS Working Group needs to bernpgr the lead of INE, be given a
formal and clear mandate, and efficient rules obgadure. Eurostat requests that a
progress report on this matter be provided by INED@®cember 2012.

Action point 9: Eurostat also recommends redesigning the procedioe GFS data
collection, in particular for Autonomous Regions,the current GFS reporting system is
based on partly voluntary or non-binding data refopoy arrangements. To this end the
Fiscal and Financial Policy Council should adoptnemon and binding agreements
following the guidelines set up by the GFS WorkBmup. Eurostat requests that a
progress report on this matter be provided by INED@cember 2012.

Action point 10: The new set-up should also ensure that upstream sigppliers are
aware of their duties and responsibilities with pest to quality, in particular the
reliability of the data they supply. Eurostat notkat this is not the case for all suppliers
and sees a significant risk therein that may afféxet quality of the reported data.
Eurostat therefore recommends that INE take effecction to mitigate this risk both in
the short term under the existing set-up and in rifedium term in context of future
developments. Eurostat requests that a progressrren this matter be provided by INE
by December 2012.

The GFS/EDP data collection and reporting systenmreatly in place seems
unnecessarily complex and seems to reflect thetstal complexity of the institutional
set-up mentioned above.

Action point 11: Eurostat recommends a review of the rather com@ES/EDP data
supply chain to ensure the integrity, robustnessidparency and timeliness of that data
supply at all stages before it is delivered to INHtrostat requests that progress report
on this matter be provided by INE by December 2012.

Eurostat also notes that data supply for the EBP notification is done informally by e-
mail, outside and parallel to the formal GFS daigpdy chain.

Action point 12: Eurostat recommends to document and formalise ghigess with
effect from the September 2012 EDP notificatiah should not be possible to integrate
it into the established formal reporting chain.

More specifically, the data clarification process fthe EDP notification between
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upstream suppliers and IGAE is fully informal aadks documentation.

Action_point _13: Eurostat recommends devising and documenting aifickion
procedure that registers the exchanges and docusexmianations and changes made to
the supplied data during notification periods, watfect from September 2012.

4. External audit arrangements

From a GFS/EDP data quality point of view, agathst background of the late reporting
of arrears, Eurostat notes that the budgetary fnaries directive (Council Directive
2011/85/EU) requests that all general governmehtipaccounting systems are subject
to internal control and independent audits. Agdathss background Eurostat is of the
opinion that, with a view of transposing the saidebtive into national law, a review of
the audit system may be necessary.



Annex: Comments of the Spanish statistical authorities on section 3 of
thereport

During the necessary exchanges with the Spanisist&tal authorities in the process

of

finalising this report, the Spanish statistical rewities proposed several amendments.

Eurostat took utmost account of those proposalsieftieeless at their request t
following comments by the Spanish statistical atitles are annexed to this report:

he

INE and the GFS/EDP Working Group are aware of tieed of improvement in the
collection chain. Therefore, Spain assumes Eur@stacommendation to improve the

working methods for the EDP data collection. Howgvkere is one main limit tha
cannot be crossed (even changing the Spanish t&takisaw), which is the distributio
of competences sets up in the Spanish Constitearing this in mind, Spain wants
make the following comments for clarification:

1. The ACs have budgetary autonomy recognisedticies 156 and 157 of the Spani
Constitution and this competence is ruled by thangples of instrumentality an

coordination. The mechanism set up in order toofelthese principles and to comply

—+

N
to

sh
d

with the EU stability pact and EDP rules is the REPThis Council has been established

in 1980 in an Organic Law and all the *“harmonisedheasures related to th

competence of the ACs have to be adopted in thisxfavhich can just give orientations

S

and adopt agreements. This is why we propose thdifgy nature of those agreements

linking them with the new Spanish Organic Law omdaiary Stability and Financial

Sustainability.

2. The statistical competence is a shared competdafined in article 338 of the Treaty

(TFEU), therefore, the EDP regulation, the statiatilaw and the CoP must be follow
according with the specific idiosyncrasy of each MB8d its own administrativ

organisation. In the name of the respect of thesslidrity principle, we accept criticism

ed

al

-

and recognise some gaps in our statistical repgrtohain, but we have to solve these

issues respecting our National Constitution.

3. The Spanish statistical law will be probably awhed in a near future. Neverthele

we have to analyse in deep if this is the corréateto develop national rules for EDP

purposes (as well as Regulation 223/2009 is theeggnframework for Europea
statistics but it does not go into the details &ach specific sectorial statistic). As
consequence Spain will take all the measures needadidress these shortcomings.

4. It seems that the responsibilities of the GF$BDNorking Group and those of the

three institutions participating in it have beensomderstood by Eurostat team. These
responsibilities are laid down in the National $&#tal Plans. These legal acts state

clearly that Non-financial National Accounts arespensibility of INE, Financia
Accounts and EDP Debt compilation are responsipibf Banco de Espafa, Gene
Government Accounts are responsibility of MinistfyFinance (IGAE). Therefore, th
role of the GFS/EDP Working Group in this issudimgited to classification of units
clarification on the implementation of methodol@jicules, coordination among th
above mentioned statistics, special transactiors@her horizontal issues.
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As a result and taking into account these commeyajn thinks that, first, it is veny
difficult to follow action points 8 and 10 and sadp more time is needed to address|the

action points 9 and 11. In the latter case, Decerib&3 could be a better deadline|to
report on the improvements reached.
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