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Annex 1 —Methodological issues

1. Working balance of the State budget
Introduction

It is recalled that in most Member States, data on the working balance for the state budget for the
previous year (n-1) are quite stable, even if some revisions regularly occur in the second reporting of
the year in October, since data on the budgetary execution for the year n-1 reported in April are not
finalised at that time. Similarly, the Greek budget outturn seems to be approved by Parliament in late
autumn and some revisions of data in October for n-1 originally notified in April could be expected.
However, it appeared that in the case of the Greek data, also the content of individual items impacting
the working balance might be changed upon a political decision and thus might differ from one year to
another.

Situation before 2004

It is recalled that the issue of the centra government accounts and compilation of EDP table 2 for
central government had been on the agenda of each EDP mission to Greece. However, the issue of the
recording of inflows and outflows of the state budget, and their link with the working balance, was
more intensively discussed in 2006 and 2008.

Situation after 2004

It isrecalled that the issue of the recording of intra-government transfers from the State budget to other
government bodies was intensively discussed during the mission in 2006, since an asymmetrical and
incorrect recording, implying an underestimation of the government deficit, was observed. The budget
outturn and its link with the working balance of the State budget was analysed in depth by Eurostat
during the mission in 2008.

As clarified during the missions in 2006 and 2008, the budget outturn of the state budget describes all
the inflows and outflows authorized by the budget, with two fundamental characteristics: (1) total
inflows equal total outflows and (2) the basis of accounting is cash if and only if validated by the court
of auditors. The starting line of EDP table 2A (the "working balance" of the state budget), which
should show the budget execution reported to Parliament or as audited, is compiled using a selection
of budget nomenclature codes. Financial transactions such as loans granted/repaid and privatisation
proceeds seemed not to be included in the working balance for the state budget, as reported in EDP
table 2A.



It is also recalled that one of the issues relating to the working balance for the state budget was the
issue of the reporting of intra-government transfers, as discussed in the 2006 mission. Improper
accounting of intra-government transfers had been identified as one cause of the discrepancy for the
social security funds and also for central government (notably transfers with DEKA). Eurostat
discovered a practice of changing government net lending/net borrowing using counterpart
information from the general budget. Regarding the issue with DEKA® (see item 4.12 of this report),
it was discovered that transfers from the state budget to DEKA were not reported in the working
balance of the state budget, while these were included in the revenues of DEKA in 2003 and 2004.
This reporting implied an underestimation of the central (and general) government deficit. Eurostat
requested the Greek authorities to ensure a symmetrical recording of intra-governmental flows and to
revise the figures. Eurostat continued to monitor the flows between DEKA and the state budget at the
occasion of the requests for clarification sent in the context of the submission of EDP notification
tables by the Greek authorities.

Revision on 21% October 2009

One of the reasons for the revision of EDP data notified by the Greek authorities on 21% October 2009
was the revision of the working balance of the state budget by 722 mill for 2008 (increase of the
deficit) compared to 2™ October 2009. The Greek authorities explained during the EDP
methodological visit in November 2009% and in the report provided by the GAO after the mission that
the revision reflected mainly the inclusion of previously neglected expenditure (710 mn €) - transfer
from the state budget to the social security fund, originally established by DEH® (OEP-DEH). In the
past, the deficit of this social security fund had been financed through privatization receipts collected
by central government. It was stated by the Greek authorities that for 2008 the total amount of transfer
was 710 mn €, however since the privatization receipts were only 500 mn €, it was decided that the
remaining 210 mn € should be financed through the ordinary budget expenditure. Eurostat stated that
the change in recording of this transaction associated to a political decision taken in the following year
made no sense, as in any case the amount provided by central government to this socia security fund
should have been treated as expenditure whatever the source of revenue for government. Moreover,
the new government could not possibly change, by administrative decision, in October 2009, ex-post,
the recording of expenditure which had taken place in 2008.

According to the explanations of the Greek authorities provided during the November 2009
methodological visit, it was not clear whether the revision of the working balance reflecting transfers
to OEP-DEH was appropriate and moreover, additional uncertainties had arisen in the meantime on
the recording of the transfers from the state budget to the social security funds and the related
privatization proceeds in the previous period. Therefore Eurostat asked the Greek statistical authorities
to produce a report on the issue, indicating the amounts included in the working balance for
privatization proceeds and for transfers to this social security fund, as well as the reason for the
revision between the 2™ and the 21% October 2009.

Eurostat received two separate replies from the NSSG and the GAO. The replies of these two
institutions contradict each other and the answer of the GAQ is also internally inconsistent:

e Privatisation receiptsincluded in the working balance
The following explanation was provided by the NSSG: "Since the year 2002 the treatment in the NAD

was to record both the revenue and the expenditure side as financial transactions in the subsector of the
state. Please note that nor the revenue nor the expenditure from DEH was included in the cash balance

! DEKA isclassified inside general government

2 Eurostat undertook a methodol ogical visit in Greece between the 16th and 18" November 2009. The mission was headed by
Luca Ascoli, head of unit C3, Public Finance, Eurostat. Statistics Netherlands, DG ECFIN and the ECB also participated to
the mission.

3 DEH isapartialy privatized electricity company



of the GAO and this might have contributed in the decision to classify both revenue and expenditure
of DEH as a financial transaction in the EDP tables." "... privatisation proceeds have not been
included in the working balance in EDP T2A , as reported by the NSSG according to ESA95
treatment.”

However, according to the GAO, significant amounts of privatisation receipts are included in the
working balance for 2002-2007: "...As aresult, the amounts of privatisation proceeds recorded in the
working balance (3 b) ii + 3 b) v) are the following: 2002= 275,9 million; 2003= 288,3million;
2004=300,0 million; 2005=370,0 million; 2006= 857,5 million; 2007=745,0 million; 2008= 0,0
million™. If this were the case, the deficit would be at present underestimated in each reporting period,
since those privatisation receipts have not been excluded when calculating the ESA95 based deficit.

o Transfer to OEP-DEH (social security fund), included in the working balance

According to the answer provided by the NSSG, it is not clear whether the transfer to OEP-DEH from
the state budget has been recorded in national accounts as government expenditure or not. Indeed, this
transfer has not been the subject of consolidation of intra-governmental flows. It seems that the NSSG
does not acknowledge the transfer expenditure being in the working balance for the whole reporting
period, since it assumes that the counterpart revenue of OEP-DEH is not recorded, thus having a
neutral impact on the deficit.

On the contrary, according to the GAOQ, the transfer from the state budget to OEP-DEH is equal to 710
mn for 2008, as reported in EDP tables on 21% October 2009. This corresponds to the amount of the
revised working balance between the 2™ and 21% October 2009. However, as reported by the GAO in
the table provided on 11 December 2009, the amount of 500 mn € has already been recorded in the
working balance in EDP tables reported on 2™ October 2009. Consequently, if this was true, the
revision of the working balance between the 2™ and 21% October 2009 would be only 210 mn € and
not 710 mn €. In addition, according to the GAO, it seems that the transfers from the state budget to
OEP-DEH were recorded as expenditure in the working balance during the whole reporting period,
which contradicts the statement of the NSSG.

Conclusion

The explanations provided by the NSSG and the GAO contradict each other and the issue would
require further investigations, which might have implications for the recording of government deficit
for 2008, but also for the previous years. Doubts about the correctness of the revision implemented on
21% October 2009 are also supported by the fact that the statistical discrepancy changed from positive
to a strong negative on 21% October 2009.

Finally, it is recalled that, as required by Council Regulation (EC) 479/2009, the working balance
should refer to the measure most commonly used in the country public accounts or in the budget
presentation. For the central government sub-sector it should correspond to the public accounts
outcome usualy presented to the national parliament, and should be ideally aso independently
audited. It isto be considered as worrying that in Greece the content of the working balance might be
changed by apolitical decision on an ex-post basis.

2 Revision of Treasury accounts
Introduction

It is recalled that accounting difficulties in the recording of extra-budgetary accounts of the state
budget have been observed in several Member States, since evidence and book-keeping records on
flows passing through such accounts and not entering the working balance are in most cases
insufficient or even not available at al. The main problem with the recording of extra-budgetary
accounts in EDP tables and national accounts relates to the fact that extra-budgetary accounts include



not only non-financial transactions impacting the deficit, but also financial transactions not impacting
the deficit. The non-availability of details on individual transactions entering the extra-budgetary
accounts introduces a risk of misreporting deficit/surplus figures and might lead to discrepancies
between non-financial and financial accounts.

Extra-budgetary accounts should not be confused with Extra-budgetary bodies, which are institutional
units in ESA95 terms. On the contrary, extra-budgetary accounts have no autonomy of decision and
are therefore considered within the State (i.e. budgetary central government) even though off-budget.
In Greece, the Single Treasury Account consists of numerous extra-budgetary accounts.

Situation before 2004

The issue of the recording of extra-budgetary accounts in the Greek national accounts and EDP tables
was not discussed in detail before 2004. Nonetheless, the adjustment item "extra-budgetary balances"
has been reported in the EDP table 2A, impacting the deficit of central government, and has been
assessed by Eurostat. However, the recording of the Treasury accounts was analysed in depth only in
later years, particularly in 2008.

Situation after 2004

During the mission in September 2005, Eurostat enquired about the noticeable “Extra budgetary
balances’ reported in EDP table 2A, implying a positive impact on the central government deficit.
Those reflected off-budget activities of state entities that transited via dedicated “bank accounts’.
Surpluses of those accounts hence corresponded to the change in on the balances of these bank
accounts. At Eurostat's request, the MOF provided information on the bank balances, estimated at 1.2
bn € at the end of 2004.

The issue of the Treasury accounts was also discussed during the mission in 2006. It was clarified that
the Treasury accounts exist to support specific operations that do not transit via the budget, via other
central bodies or via extra-budgetary accounts, such as for military expenditure or for payments on
guarantees. These are reported in EDP Table 2A (also under "other adjustments'). According to the
2006 mission findings, most of the other operations in these other Treasury accounts are financial in
nature.

Eurostat conducted a detailed investigation of the main source data for budgetary central government:
the budget outturn, the so-called Treasury Balance sheet and the extra budgetary accounts, during the
methodological mission in 2008.

According to the findings from the mission, the Greek government maintains a Treasury Single
Account (TSA) (Account 28) at the BOG that comprises alarge number of sub-accounts.

Some flows recorded in the TSA transit via the budget: cash transactions in revenue, expenditure,
borrowing, debt redemption etc. In contrast, the other sub-accounts of account 28 report cash inflows
that do not lead to direct entries in the Budget Outturn. Many have a suspense account nature: deposits
of "responsible officers' who received funds from the budget but have not spent them; deposits
reflecting revenues not yet passed on to the budget; accounts dedicated to the EU grants and
contributions to the EU. Some have a nature of correspondent accounts: deposits held by third parties
a the Treasury. These classes of sub-accounts encompass hundreds or thousands of individual
accounts, and the GAO could not be sure at the time of the 2008 methodological visit by Eurostat
about the exact composition of each class, although the predominant activity was often identified.

Eurostat noted that the EDP table 2A reported amounts for extra budgetary accounts, as a (positive)
adjustment to the deficit, but this adjustment only encompassed one subset of al these extra budgetary
accounts, which was a cause for statistical discrepancy. This is because the financial accounts report



the whole account 28 as government deposits, while counterpart non-financial and financial
transactions recorded in the TSA were not reported in the EDP tables.

The GAO observed that the relative heterogeneity of the accounts, even within a single class, meant
that there was uncertainty as to the type of correction required for each class of accounts, and felt that
it might not have been prudent to change the deficit at that stage. It suggested that these accounts be
reported in the financial accounts, pending further investigation. However, the EU delegation noted
that some of these accounts would necessarily enter the deficit, and that a non negligible negative
adjustment was observable for 2006 and 2007.

Eurostat concluded that the exclusion of many sub-accounts of the TSA from the EDP notification had
been a cause for statistical discrepancy, for substantial amounts. It recommended that the Greek
statistical authorities make an effort to take these accounts into consideration in the EDP reporting.
The whole TSA account should be in EDP Table 2A or Table 3B and corrections should be made not
only for the two EU related accounts, but for all sub-accounts. Eurostat proposed that, as a temporary
solution, the most prudent option for the proper recording of extra-budgetary accounts would be to
record, aside from the two EU accounts, half of the amounts in EDP table 2A impacting the centra
government deficit and the remainder in EDP table 3B. It was assumed that this approach would most
certainly limit the size of revisions once detailed information would be eventually available.

Finally, the following short term and medium term actions were agreed in this context to be
undertaken by the Greek authorities:

A) Short term actions (for the October 2008 EDP notification) - Clarification of the statistical
treatment of the balances of the remaining accounts. The General Accounting Office (GAO) decided
after the visit to follow the option recommended by Eurostat and to include half of the remaining
extra-budgetary accounts in the government deficit and the other half in the financial accounts.

B) Medium term actions - the Greek statistical authorities were reguested to decide on the final
classification of the extra-budgetary accounts and report accordingly their balances either in EDP
Table 2A or in Table 3B (for the April 2009 EDP natification).

As aresult, the Greek authorities started reporting half of the extra-budgetary accounts in the deficit
and the other half in the financial accounts. However, the final classification of the extra-budgetary
accounts was concluded just before 21% October 2009.

Revision on 21% October 2009

One of the revisions reported by the Greek authorities on 21% October 2009 was the revision of "other
accounts payable" implying an increase of the centra government deficit, due to the revision of the
Treasury accounts. The revision was noticeable for 2008 (-192 mill) and minor for the years 2005-
2007. A note describing some elements of the revision was provided to Eurostat on 26 October 2009.
According to the note, the accounts were divided into three general categories: (i) accounts through
which financia transactions are carried without impact the deficit, (ii) accounts impacting the deficit
and (iii) accounts impacting the level of debt.

During the methodological visit to Greece in November 2009, Eurostat enquired further on the
revision of the Treasury accounts between 2™ and 21% October 2009. The GAO informed Eurostat that
it had concluded before the 21% of October the examination of the balances of the extra budgetary
accounts and that as aresult it had imputed a correction, as was requested by Eurostat during the 2008
EDP mission. This was surprising, given the fact that on 10" October 2009 the GAO had written that
“the task of investigating and identifying each account is estimated to have been concluded by the end
of the year”; the task had nonetheless been completed only a few days later. The GAO informed
Eurostat that this was due to the fact that the new political authorities had instructed the GAO to



complete the examination of the Treasury accounts as soon as possible, and that as a result extra
resources were devoted to clarifying the issue during the days before October 215,

Conclusion

The revision of the Treasury accounts between the 2™ and the 21% October 2009 seemed to follow the
Eurostat’s recommendation from the 2008 EDP methodological visit. However, there is a need to
discuss with the Greek authorities further details on the classification of individua extra-budgetary
accounts and to analyse their impact on the deficit.

3 Revenues from abolished extra-budgetary accounts
Introduction

It is recalled that in most Member States, transactions realised by the state budget are recorded in
different accounts, and some of those accounts (so called "off- budget”, or "extra-budgetary” accounts)
are not included in the working balance of the central government sector. In many cases, inflows and
outflows recorded in extra-budgetary accounts do not have any link with budgetary accounts, and thus
do not enter the working balance. There are however many cases when funds are transferred from
budgetary to extra-budgetary accounts (or vice versa). Such transfers should be consolidated and thus
the impact on deficit should be neutralised. Accordingly, appropriate adjustments should appear in
EDP table 2A, when transiting from the working balance to deficit/surplus, as defined by ESA95.

It was observed in many Member States that the outstanding amount of funds on the government bank
accounts might enter the working balance, implying a positive impact on the balance based on public
accounts (the working balance). However, such positive entry in the working balance should not
impact the deficit as defined by ESA95, since this entry refers to the accumulated surplus on the bank
account resulting from various transactions undertaken in the past (including inflows from borrowing)
and does not refer to government revenue. Therefore, if such an entry appears in the working balance,
the relating amount is to be eliminated when calculating deficit/surplus according to ESA95. Usually,
such an inflow impacting the working balance is clearly marked according to the budgetary
classification of inflows and outflows and thus is easily identifiable.

A similar situation seemed to take place in Greece, when the outstanding amounts of funds from the
abolished extra-budgetary accounts were recorded as revenue in the working balance for 2008.

Situation before 2009

In Greece, the transactions undertaken by the state budget, transit via thousands of different accounts
(see above in section 2). The issue of the recording of extra-budgetary accounts was discussed during
the EDP missions in 2005 and 2006, but mainly in 2008. During the mission in 2008, a very detailed
investigation of the main source data for budgetary central government - the budget outturn, the so-
called Treasury Balance sheet and the extra budgetary accounts - was conducted by Eurostat. The
composition of the state budget working balance was also discussed in detail during the EDP
methodological missionsin 2006 and 2008 (see part 4.3 of this report).

However, there was no past case in Greece in which the outstanding amounts of funds from extra-
budgetary accounts were recorded as revenue in the working balance, and a relating adjustment has
never been recorded in EDP table 2A.

Revision on 21% October 2009



It appears that the Greek authorities increased the deficit for 2008 by 300 mn € due to the exclusion of
the "revenues from written-off extra-budgetary accounts' from the working balance of the state
budget. The revised figures have been submitted to Eurostat on 21% October 2009.

During the methodological visit to Greece in November 2009, Eurostat enquired further on this
revision. It was confirmed by the Greek authorities that the government decided in 2008 to abolish
some extra-budgetary accounts. The outstanding amounts of funds from the extra-budgetary accounts
were transferred to the government as revenue in the working balance. As explained by the Greek
authorities, since this constituted a financia transaction, an adjustment should have been recorded in
EDP table 2A. Nevertheless, it was discovered during the meeting that this information in fact never
reached the NSSG, which could not therefore introduce the corresponding correction. The GAO stated
that the information was aready available in April 2009, but it appeared that it was withheld at the
level of the GAO and it was not sent by the hierarchy of the GAQO to the NSSG.

In this respect, additional uncertainties arise about the correctness of the recordings in the past, since,
as was explained by the GAO during the mission in November 2009, every year some extra-budgetary
accounts are abolished. However, appropriate adjustments have never been recorded in the Greek EDP
tables.

Eurostat asked the Greek statistical authorities to report on the issue as a follow-up to the 2009
mission. The replies were provided separately by the NSSG and by the GAO.

The GAO communicated on 30" November 2009 to Eurostat the following explanation about the
revision: "The EDP figures communicated by GAO in this way were the correct ones. Given this
practice, GAO is not in a position to know how or under what circumstances wrong figures for swaps,
extra-budgetary accounts and interest accrued were recorded in the EDP tables of April 1% and
October 2™."

According to the reply provided by the NSSG on 11" December 2009: "...we record all the figures as
received from the GAO during the EDP Notifications of April, 2 October and 21 October 2009. The
NSSG received the figures as transmitted by the GAO, reported them in the relevant cells of Table 2A
of the EDP and in no case proceeded in any kind of changes, concerning swaps, extra budgetary
accounts, accrued interest adjustment or on any other data received from the GAO". The fact, contrary
to the statement by the GAQ, that the information was not communicated by the GAO to the NSSG in
April 2009 and on October 2™ 2009, was confirmed on 11" December 2009, when the NSSG provided
Eurostat with e-mails from the GAO (dated March 2009), including attached EDP tables, where those
amounts on abolished extra-budgetary accounts were not excluded form the working balance while
calculating the deficit. It appears therefore that the GAO has deliberately misreported figures related to
extra-budgetary accountsin the April and 2™ October EDP notifications.

Conclusion

Although the exclusion of the inflow from the abolished extra-budgetary accounts from the state
budget revenues seems to be appropriate, the correctness of the revision between 2™ and 21 October
2009, implying a negative impact on the deficit for 2008, should be further analysed. It should be
checked whether a corresponding outflow was recorded in the adjustment item reflecting the balance
of extra-budgetary accounts, as reported in EDP table 2A. If such an outflow was recorded, the
revision implemented on 21% October 2009 would be incorrect, since flows between different accounts
should be neutralised (consolidated). Doubts about the correctness of the revision implemented on 21%
October 2009 are aso supported by the fact that the statistical discrepancy increased considerably on
21% October 2009. In addition, it should be verified whether and how such flows have been recorded
in the past, which might have implications for the level of the deficit of previous years.

This issue aso closely relates to the revision of treasury accounts (see part 4.2 of the report) and also
of the working balance (see part 4.1 of the report).



4 Swapswrite-offs
Introduction

The recording of financial derivatives according to ESA95, and related methodological manuals and
guidance notes, has been discussed by Eurostat with the Greek statistical authorities both during the
EDP missions at least from 2005 onwards, or in the context of the requests for clarifications in the
April and October EDP notifications, following the provision of deficit and debt data by Greek
statistical authorities. However, the revision of swap write-offs recorded between April and October
2009 is simply an issue about misreporting of figures rather than a methodological issue. During the
methodological mission undertaken by Eurostat in November 2009 it was stressed by the Public Debt
Division that normally there should have been no revision at al of figures between April 2009 and
October 2009 as there was no change in the calculation of swap write-offs.

Situation after 2005

It is recalled that the issue of the cancellation of a swap and the treatment of its remaining streams of
future interest payments was discussed in the 2005 September EDP mission and was the subject of a
request by the Greek authorities for Eurostat advice on the appropriate accounting treatment for EDP
purposes. Following the description of the issue provided by the Greek statistical authorities, Eurostat
recommended the recording of such swaps cancellations as financia transactions, with no impact on
the deficit/surplus.

It is recaled that in May 2008, after publishing the Guidance notes for the recording of financial
derivatives (dated 7 March 2008), Eurostat launched a questionnaire, through which Member States
described the practice of recording of main financial derivatives (swaps) and provided the figures of
financial derivatives transactions over the period 2003-2007.

It is aso recaled that during the Eurostat methodological visit of September 2008, the issues of swap
correction and interest measurement were discussed. Eurostat asked about the exact reasons for the
very large EDP correction for swaps, the highest in Europe as a % of GDP in 2006 and 2007 (around
0.6 bn € a year), as well as for the high level in net liabilities in derivatives that reached 8.6 bn € at
end-2007, and which was also growing rapidly by more than 1 bn € ayear.

The GAO informed Eurostat that, by law, government units could not enter into "fictitious derivative
transactions' and could only engage in derivatives in the context of hedges.

The GAO indicated that the State generally does not engage in non-standard swaps with non-linear
cases or varying fixed leg or spreads, and that those existing were very marginal in amounts.

The notional value of derivatives contracted had reached 50 bn €, with a practice of being "long":
receiving the fix rate and paying the floating rate. Eurostat reasoned that this may explain the large
cash inflows recorded, given the observed yield curve during the period. There also existed substantial
price index derivatives (close to 4 bn € in notional value) designed to swap a large share of the
exposure related to the indexed bonds issued by the Greek State since 2004.

The GAO noted that the importance of cross currency swaps had been rapidly diminishing, after being
predominant at the end of the 90s, when the Greek State had a practice of hedging most of its exposure
related to foreign currency bonds: as an example, in 2001, the foreign currency exposure before swaps
was 20% of the debt issued, and after swaps only 1%. The entry into the euro area, and the gradual
redemption of foreign currency debt, led to a rapid decline in the relative importance of these
derivatives. Eurostat thought that, given the interest rate structure existing at that time, these currency
swaps should have been paying noticeable amounts of cash, whereas the swap correction in EDP table



1, i.e. the difference between EDP interest and ESA interest, was relatively small. The GAO was
asked to enquire on the swap correction in the years 1998-2003.

Eurostat noted that Greece was amongst the few countries that compile a comprehensive market value
position of its derivatives, notably in the context of the quarterly financial accounts for genera
government regulated by Council and Parliament Regulation 501/2004. The GAO felt that the figures
for both the swap correction and for the outstanding stock were accurate.

Eurostat reasoned that, given that the swaps position was generating about 600 mn € net cash inflows
in 2005 and 2006, and given that the stock position of the net liability was increasing faster by around
1 billion euro, a net holding loss of 400 mn € ayear had been incurred. These losses reflect changesin
market value that were not expected at inception, are often volatile and are easily reversed into gains.

The GAO Directorate D23 indicated that it maintained an instrument by instrument debt database,
which included both the underlying instrument and the accompanying derivative, if any. Accrued
interest expenditure was calculated from this database, and can be calculated before swaps and after
swaps. In addition the database can provide the cash interest before and after swaps. The accrued
interest before swaps is communicated to the NSSG for national accounts purposes.

In contrast, the budget presentation presents interest expenditure after swaps only, without
distinguishing the swap impact.

Eurostat suggested that the GAO should provide, for main categories of derivatives, in the easiest
possible format for the MOF, the flow of interest on a cash basis and on an accrual basis, both before
and after swaps — over 2004-2007.

Concerning the swap cancellation, the Greek statistical authorities expressed their willingness to apply
the Eurostat Guidance note on the issue, with the effect of dlightly improving the government balance
by about 20 million euro ayear.

The discussion during the Eurostat methodological visit on 16-18 November 2009 focussed on the
reasons of the revision of swap write-off figures by 210 mn € between April (and 2 October) and 21
October 20009.

The amount resulted from swap cancellations which took place in 2008. The lump sums received by
government should not have been considered in national accounts as government revenue, according
to rules. As such amounts entered the government working balance, a negative adjustment should have
been imputed in the EDP notification for the same amount. Nevertheless, this was not the case neither
in April nor on October 2™ 2009, but only on October 21%. It was revealed during the November
methodological visit that the Public Debt Directorate of the GAO transmitted the correct information
to the hierarchy of the GAQO, but it seems that this information was withheld by the hierarchy of the
GAO and did not reach the NSSG. As a conseguence government deficit was underestimated in 2008
in April and on 2 October 20009.

Eurostat asked the Greek statistical authorities to report on the issue as a follow-up to the 2009
mission. The replies were provided separately by the NSSG and by the GAO. Surprisingly, the GAO
communicated on 30" November 2009 to Eurostat the following explanation on the revision: "The
EDP figures communicated by GAO in this way were the correct ones. Given this practice, GAO is
not in a position to know how or under what circumstances wrong figures for swaps, extra-budgetary
accounts and interest accrued were recorded in the EDP tables of April 1% and October 2™."

According to the reply provided by the NSSG on 11" December 2009: "...we record all the figures as
received from the GAO during the EDP Noatifications of April, 2 October and 21 October 2009. The
NSSG received the figures as transmitted by the GAO, reported them in the relevant cells of Table 2A
of the EDP and in no case proceeded in any kind of changes, concerning swaps, extra budgetary



accounts, accrued interest adjustment or on any other data received from the GAQ". The fact, contrary
to what stated by the GAO, that the information has not been communicated to the NSSG in April
2009 and on October 2™ 2009 was confirmed on 11" December 2009, when the NSSG provided
Eurostat with e-mails from the GAO (dated March 2009), including attached EDP tables, where a
correction for swaps cancellations had been originaly imputed by GAO in the table but then
neutralised by the GAO by a corresponding amount with the opposite sign.

Conclusion

The revision of swap write-off recorded between April and October 2009 was due to the misreporting
of figures by GAO, both in April and on 2 October 2009, while the figure reported on 21 October
seems to be the correct one, as previously calculated by the Public Debt Directorate of GAO. The
GAO transmitted wrong figures in this respect to the NSSG in April and on 2™ October 2009.

5 Adjustment for interest payments
Introduction

The recording of interest according to ESA95 and to related methodological manuals has been
discussed by Eurostat with the Greek statistical authorities in several occasions, either during the EDP
missions at least from 1996 onwards, or in the context of the requests for clarifications in April and
October EDP notifications, following the provision of deficit and debt data by Greek statistical
authorities. However, the revision of interest recorded between April and October 2009 turned out
being a case of misreporting of a figure rather than a methodological issue. Indeed, during the
methodological mission undertaken by Eurostat in November 2009 it was stressed that normally there
should have been no revision of figures at al between April 2009 and October 2009 as there is no
change in the calculation of interest after March of each year.

Situation before 2004

It isrecalled that the recording of interest was discussed between the Greek authorities and Eurostat on
several occasions since at least 1996. According to the minutes of Eurostat’s mission of 8 and 9
February 1996, Eurostat concluded, on the basis of the statements by the Greek authorities, that
capitalised interest was not an accounting issue and that the ESA rules were being respected. However,
as some doubts persisted, Eurostat wrote to the NSSG on 21 March 1997%. The letter stated: “The
following points should be corrected: Capitalised interest should be included as increasing the deficit
at the moment they are paid, where paid means credited to the account of the holder of such an
instrument”.

The EDP mission report of 1997 stated again that “It was agreed that the 1997 notification should be
corrected for ... capitalised interest”. In that occasion, it had become clear that the Greek government
had issued bonds which did not carry any interest during the first years. After that period, the principal
was increased and the bond subsequently carried a coupon on the increased capital. In the EDP
notifications, capitalised interest was recorded only when the bond was redeemed, but not when the
capital uplift was credited to the holders of the bond. As a consequence, it was decided that the Greek
authorities had to work on correction of these data.

In 1998, it became clear again that the recommendation of Eurostat had not been followed in the
context of the EDP notification of March 1997. It turned out that in that notification capitalised
interest was not recorded on an accrual basis during the grace period. The Greek authorities promptly
promised again to comply. As aresult, during the 1998 EDP mission, it was stated as a conclusion in
the minutes that: “The Greek authorities stated that from now onwards it (capitalised interest) would

4 Letter by Alberto de Michelis (Director at Eurostat) to Mr. Karavitis (General Secretary of the National Statistical Service

of Greece)
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always be recorded on an accrual basis during the grace period”. As a consequence, Eurostat had
reason to believe that there was no accounting difficulty from that moment onwards with the correct
recording of interest expenditure.

It was only in September 2004, however, that the Greek authorities informed Eurostat that capitalised
interest had been systematically under-recorded during the preceding years and a correction had
therefore to be imputed both for deficit and debt. The Greek statistical authorities admitted in
September 2004 that, starting in 1995, government reached an agreement with some magjor banks,
mostly owned by government. It was decided that interest payment on government bonds could be
postponed year after year. In this way, interest was never paid and it was capitalised every year. ESA
95 rules on the recording of capitalised interest were not followed. As a consequence, debt and deficit
figures had been underreported since 1995. These have since then been corrected.

Situation after 2004

It isrecalled that the recording of capitalised interest and the difference between the interest accrued
and paid was discussed with the Greek statistical authorities during the Eurostat EDP missions to
Greece in 2005 and in the context of follow up letters between Eurostat and NSSG in the same year.

It isrecalled that during the Eurostat methodological mission of September 2008, the GAO Directorate
D23 indicated that it maintained an instrument by instrument debt database, which included both the
underlying instrument and the accompanying derivative, if any. Accrued interest expenditure is
calculated from this database and can be obtained before and after the recording of swaps. In addition,
the database can also provide the cash interest before and after swaps. The accrued interest before
swaps is communicated to the NSSG for national accounts purposes. In contrast, the budget
presentation presents interest expenditure after swaps only, without identifying the swap impact.

Eurostat conducted a reconciliation exercise between the budget amounts and the amounts reported
under EDP tables, which seemed broadly satisfactory. Eurostat noted that the amounts of consolidated
interest seemed implausibly low (these were related to social security holdings in Treasury
bonds/bills) and encouraged the NSSG to amend the reported data, although with no impact on the
reported deficit (reducing both consolidated interest revenue and expenditure). Eurostat noted that the
largest share of the interest received (more than 1 bn €) by social security would presumably be on
government bonds.

Eurostat suggested that the GAO provide for main categories of derivatives, in the easiest possible
format for the MoF, the flow of interest on a cash basis and on an accrual basis, both before and after
swaps — over 2004-2007.

The GAO reasoned that the accrual adjustment for interest did not exhibit systematic negative amounts
despite a consistently growing debt, because the overal interest rate bill had tended to be stable over
the period, owing to a gradual fall in implicit interest rate on the debt, due to the influence of the roll-
over of debt at lower interest rates. The discussions on recording of interest led to the conclusion that
there was no major problem relating to this issue in the Greek national accounts.

However, during its methodological visit to Greece in November 2009, Eurostat enquired on the
revision of the figure for accrued interest between April (and 2 October) and 21 October 2009. A
negative adjustment for accrued interest in EDP tables, was revised to 495 mn € from a previous
recorded amount of only 45 mn €, as reported in the April and October 2™ notifications. It was
revealed during the meeting that the Public Debt Directorate of the GAO communicated already in
April 2009 the correct figure to its hierarchy, but that for some reasons the figure communicated to the
NSSG was changed by the hierarchy of the GAO to 45 mn € from 495 mn €, reducing the deficit for
2008. It seems that the NSSG was not aware of the issue.
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Eurostat asked the Greek statistical authorities to report on the issue as a follow-up to the 2009
mission. The replies were provided separately by the NSSG and by the GAO. The same explanation as
for swaps issue was given by the GAO on 30" November 2009 "The EDP figures communicated by
GAO in this way were the correct ones. Given this practice, GAO is not in a position to know how or
under what circumstances wrong figures for swaps, extra-budgetary accounts and interest accrued
were recorded in the EDP tables of April 1% and October 2™."

According to the reply provided by the NSSG on 11" December 2009: "...we record al the figures as
received from the GAO during the EDP Noatifications of April, 2 October and 21 October 2009. The
NSSG received the figures as transmitted by the GAO, reported them in the relevant cells of Table 2A
of the EDP and in no case proceeded in any kind of changes, concerning swaps, extra budgetary
accounts, accrued interest adjustment or on any other data received from the GAO". The fact, contrary
to that stated by the GAO, that the information has not been communicated to the NSSG in April 2009
and on October 2™ 2009 was confirmed on 11" December 2009, when the NSSG provided Eurostat
with e-mails from the GAO (dated March 2009), including attached EDP tables, where the amount of
the accrued interest adjustment had been misreported and reduced only to 45 mn € instead of 495 mn
€.

Conclusions

The revision of interest recorded between April and October 2009 was due to the misreporting of
figures by the GAO, both in April and on 2 October 2009, while the figure reported on 21 October
seems being the correct one, as calculated already since March 2009 by the Public Debt Directorate of
GAO.

6 Debt assumptions and guar antees
Introduction

It is recalled that ESA95 contains specific rules on the recording of debt assumptions. According to
paragraph 4.165(f): “Other capital transfers include (...) cancellation of debts by agreement between
ingtitutional units belonging to different sectors or sub-sector (for example, the cancellation by the
government of a debt owed to it by aforeign country; paymentsin fulfilment of guarantees which free
defaulting debtors from their obligations) (...). Likewise, the counterpart transaction of debt
assumption is another capital transfer”.

Accordingly, the basic general accounting rules on the recording of debt assumptions are well
established since at least 1995. Their implementation has been relatively straightforward in most EU
Member States. In the case of Greece, this has not been the case.

Situation before 2004

Debt assumptions were one of the most frequently discussed issues between Eurostat and the Greek
statistical authorities from 1996 to 2002. Eurostat made clear already from 1996 which were the rules
to be followed. However, such rules were not applied in a consistent way in Greece and data have
frequently changed between 1996 and 2002. It was concluded in the 2004 mission report, that
Eurostat’ s recommendations had not been followed.

Situation after 2004

After 2004, Eurostat regularly insisted in receiving further details on transactions relating to guarantee
calls and on the stock of guaranteed debt that was under call by company for 1997-2003°.

S Eurostat letters of 29/10/2004 and 17/11/2004
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During the EDP mission in March 2005, the Greek authorities claimed that there were no cases when
it is clear from the beginning that the state will have to reimburse the debt for a company, since the
state takes measures to force companies to pay their debts. The issue of the recording of guarantees
was discussed also in the EDP mission in September 2005. As claimed by the Greece authorities, no
flows related to guarantees transit via working balances. A correction entry appears in table 2A and
captures cash payments on calls on guarantees, net of occasional repayments by the debtor and other
receipts such as fees. However, Eurostat noted that no debt assumption is carried out even when these
cash calls are repeatedly made.

Very intensive communication between Eurostat and the Greek authorities took place as afollow-up to
the September 2005 EDP mission®.

The issue on guarantees recording was further analysed by Eurostat during the EDP mission in
November 2005. Discussion was focused on the analysis of stocks of guarantees (8% GDP for 2004).
Following the mission, a letter was sent by Eurostat to the Greek authorities” asking for detailed
information on guarantees in order to assess whether the recording was correct in the past. The
following information had been requested for 2001-2005: total stock of guaranteed debt by company
and by year; calls on guarantees (government payments) and reimbursements made to the state budget,
by company; financial statements for the selected companies benefiting from guarantees.

Information on the total stock of debt under repeated call has been provided by the Greek authorities
for the first time in the questionnaire relating to the notification tablesin April 2007. Related questions
have been regularly raised by Eurostat in the occasion of request for clarification when assessing EDP
notification tables.

Revision on 21% October 2009

The Greek authorities provided Eurostat on 21% October 2009 with the revised deficit figures due to
transactions in debt assumptions for 2005-2008. As stated in the explanatory note provided by the
Greek authorities on 21% October 2009, "Debt assumptions are revised due to guarantees that became
claimable..." Theimpact of the revision on the deficit for 2005-2008 is as follows: -218 mn (2008), -
190 mn (2007), -40 mn (2006) and +4 mn (2005) €, respectively.

The revision seems to relate to the revision of the recording of transactions reported in the Single
treasury account’. As was further explained during the methodological visit to Greece on 16-18
November 2009, the revision of treasury accounts showed that in addition to the previously reported
adjustments in EDP tables due to transaction in guarantees (payments from the state budget and
repayments by the original debtors), additional flows in guarantees have been identified in the treasury
accounts. As claimed by the GAO, since the revision of the Treasury accounts was concluded just
before 21% October 2009, the amounts on debt assumptions transiting via the Treasury accounts could
not be included in EDP tables before.

Eurostat pointed out that noticeable amounts of outstanding guaranteed debt under repeated call are
reported in the questionnaire relating to the EDP notification tables for the whole reporting period.
Eurostat also enquired further why this debt has not been assumed in national accounts, as
recommended by Eurostat and done by other Member States. It was agreed that a report on guarantees
will be provided to Eurostat explaining (i) what happened in the April and 2 October EDP
notifications and on the revision of data on 21 October 2009 as far as the calling of guarantees is
concerned, which rules were applied in the past concerning the calling of guarantees and which rules
will be applied in the future. (ii) why Eurostat's rules on the recording and calling of guarantees were

® Eurostat letters of 12 and 19 September 2005 and 6 October 2005 ; the NSSG letters of 14 and 20 September 2005 and 19
October 2005

! Eurostat letter of 16 December 2005
8 The revision of Treasury accounts was requested by Eurostat in the September 2008 EDP mission.
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still not applied. (iii) A list of companies benefitting from government guarantees, by amount, by year
and by amount of guarantees called. (iv) A list of repayments by company, by amount and by year and
the recording in national accounts.

The reply provided by the GAO on 30 November 2009 has brought additional uncertainties about the
recording of transactions in guarantees in the Greek national accounts and EDP tables in the past.
According to their reply, it seems that in case it was assumed that a guarantee called would be repaid
by a beneficiary, nothing would be recorded in EDP tables, "...When there is strong evidence that the
company having benefited from the guarantee will repay the amount, then such assessment (and of
course the recording of the guarantee called) is delayed. In such a case when the amount is actually
repaid, no recording takes place. This treatment used to create statistical discrepancies in the stock-
flow adjustment..."

According to the explanation provided by the GAQ, it seems that the wrong recording applied in the
past has been corrected in the EDP of October 21% 2009 as "payments and repayments show the actual
amounts paid and repaid within the calendar year, and not the amounts assessed in the Tax Offices
because of guarantees called". Also the NSSG confirmed in the report of 11 December 2009 that the
amount revised for 2008 on 21% October 2009 should be recorded as expenditure. However, The
NSSG also stated that "...data are provided by the GAO, while the NSSG did not omit to include any
information received by the GAO and in any case the relevant code number of the Budget and Budget
Outturn for the years prior to 2008 was always included in Table 2A as any other expenditure”. This
statement might however evoke some doubts on possible double counting by the GAO relating to the
recent revision of the past data, since "...the relevant code number of the Budget and Budget Outturn
for the years prior to 2008 was always included in Table 2A as any other expenditure”.

Conclusion

The appropriate recording of guarantees is verified by Eurostat during each EDP notification in April
and October by way of exchange of Request for clarification and by way of analysing Table 9 of the
Questionnaire relating to the EDP notification. The issue of the revision for 2005-2008 due to
guarantee cash calls on 21% October 2009 still needs to be investigated further. In addition, the issue of
debt under repeated calls should be further analysed. The result of this analysis might imply arevision
of the deficit and debt of government.

It is surprising that in the past, guarantee calls and repayments have been recorded in EDP tables only
partidly, since it is assumed that the related information on guarantees provided by the state budget
would be dealt by one responsible unit at the MOF having complete information on all guarantees
provided and related transactions. ESA 95 rules concerning the recording of guarantees do not seem to
have been implemented in this respect in the past by the GAO.

7 Capital injections

Introduction

It is recalled that the recording of capital injections (as a capital expenditure, "above the ling", having
an impact on deficit/surplus, or as an equity injection, "below the line", without an impact on
government deficit/surplus) is tackled by Eurostat regularly in its bilateral discussions with Member
States. This has been an issue of disagreement with the Greek statistical authorities in several
occasions and at least since 1998.

Situation before 2004

14



It is recalled that in its 2002 EDP Mission, Eurostat® “underlined the need for the Greek statistical
authorities to consider each share capital increase using the recommendations set down in the ESA 95
Manual on government deficit and debt”. The Greek authorities reassured Eurostat, stressing that “this
type of anadysis is undertaken annualy and Greece had actually been testing the new
recommendations contained in the Manual before they had been formally introduced” adding that they
agreed to “look again at these transactions’.

In the mission of 12 and 13 October 2004 and in the letters of 21 and 29 October 2004, Eurostat
requested the NSSG to provide a list of capital injections undertaken by the Greek government from
1997 to 1999 and distinguishing those that are to be recorded as capital transfers and as financial
transactions according to the accounting rules.

During the mission of 10 November 2004 the Greek authorities provided information on the amounts
of capital injections to be added to the deficit figure between 1997 and 1999. This correction was
made according to the same guidelines followed in the reclassification as capital transfers of some
amounts previously recorded as share capital increases, in 2002.

On several occasions Eurostat made clear to Greece the rules to be applied. However, it appeared that
the statements by the Greek authorities were not always complete and rules were not always applied.

Situation after 2004

Eurostat continuously monitored the recording of capital injections and made clear to Greek
authorities what the rules to be applied in this context were. In February 2005 Eurostat launched the
second questionnaire on capital injections and dividends, to which the NSSG provided the figures of
capital injections for the period 2000-2004.

During the EDP mission of March 2005, Eurostat questioned the recording of capital injection into the
company ATHOC, as capital expenditure, with an impact on the government deficit and asked the
NSSG to check on whether these were correctly recorded.

Since April 2008, the NSSG provided some of the requested information on the capital injections (as
capital transfer and as equity injection) in table V (since October 2009 called table 10) of the
Questionnaire relating to EDP notification tables. Since then Eurostat always asked the NSSG to
provide more accurate detail of capital transfers and equity injections into public corporations and
other units.

In April 2009, an amount of 50 mn € recorded as equity injections with no impact on the deficit were
reported for Themis S.A. and Tram S.A. At that time it was explained by the Greek statistical
authorities that the recording followed the Manual on Government Deficit and Debt rules. At the
request of Eurostat on whether the two companies were profitable and if their investment yield a
market rate of return, the Greek statistical authorities answered: "The accounts show a profit and
indicate a market yield of return”.

However, during the methodological visit to Greece on 16-18 November 2009 Eurostat inquired again
on those capital injections and the answer from the Greek statistical authorities this time was different.
The NSSG confirmed in the meeting that some capital injections in the public companies Themis and
Tram had been incorrectly recorded as financial transactions instead of capital transfers. It was
revealed that in fact those two companies were not profitable at all and the Greek statistical authorities
confirmed that a capital transfer would be recorded in the accounts of government having as aresult an
increase of the deficit for 2008, as well as possibly for previous years. Moreover, in a short answer to
the "List of reportsto be provided by the Greek statistical authorities” asked by Eurostat as afollow up
of the methodological visit, it was again confirmed that some capital injections will be reclassified as

®  EDP mission to Greece on 15 January 2002
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expenditure for year 2008 and probably for previous years, not only for the above mentioned
companies, but also for other companies, without specifying the amounts, but stating that the amount
of revision was not substantial. Eurostat did not receive neither any information about which are the
other companies, if confirmed, for which a capital transfer from the government will be recorded, nor
on any amount possibly concerned.

Conclusion

The figures of deficit for the year 2008 and possibly for previous years will still be revised with the
amounts of capital injections into Themis and Tram, and possibly for other companies, however the
amount, contrary to 2004, is not expected this time to be very significant, according to the NSSG. This
issue is regularly monitored by Eurostat mainly through the Questionnaire relating to EDP
notifications due twice a year, before April and before October, as well as through the rounds of
reguest for clarifications for the assessment of deficit and debt figures.

8 Social security funds
Introduction

The sub-sector of social security funds (SSF) is particularly important in the case of Greece as the
surpluses of this sub-sector have constantly been the main contributor to the reduction of the deficit
generated by the central government sub-sector. The reliability of the reported data on net lending/net
borrowing of SSF has been constantly challenged by Eurostat.

It is recalled that Eurostat has expressed for several years reservations on the amounts of the surplus
transmitted by the Greek authorities. As it is mentioned in the Eurostat 2004 report, the Greek
estimates of the net lending/net borrowing of SSF rested on old information sources (the previous
survey was conducted in 2000) and fragile estimation hypotheses.

Situation before 2004

The discussions between Eurostat and Greece on the social security accounts started in 1998. The
topic was not initially raised by any specific accounting problem, but because of the surprise of the
magnitude of the social security surplusin comparison to other Member States.

During the EDP mission of 24 and 25 August 1998, Eurostat noted that the social security surplus for
1996 had been considerably revised upwards between the notifications of March and September 1997.
The Greek authorities considered that the social security accounts did not raise any specific accounting
issue, but acknowledge that “the real problem stems from the delay in collecting data, as some of them
are communicated only after a two years interval”. Therefore, the first outcomes for social security
accounts included in the EDP reporting were based on estimates made on the basis of incomplete
information. However, it was also assed that “in the future, nevertheless the quality of the data should
be further improved”.

Situation after 2004

Data on social security in the March 2004 notification were still those compiled and estimated on the
basis of an old survey. However, Eurostat had aready been informed that Greece was undertaking the
necessary stepsto have more reliable datain time for the September 2004 reporting. It was therefore in
this context that Eurostat noted when publishing the press release of 16 March 2004 that “due to
ongoing discussions with the statistical authorities in Greece, notably on the surplus of social security
funds, the notified figures for debt and deficit were to be considered as provisional and could be
revised”
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On 6 September 2005, Eurostat sent to the Greek statistical authorities a "list of main findings and
action points" of the EDP visit of 3-5 March 2005 raising questions among others on issues relating to
SSF. Nevertheless the information received by Eurostat lacked any quantitative data.

Eurostat underlined the importance of exploiting the survey as a whole as well as the "assessment of
the consistency of the revenue/expenses with financial information, both at the aggregated level and at
the unit level". Eurostat asked the NSSG to indicate "if thiswork is done and by whom".

Eurostat indicated several weaknesses in the financial part of the survey: (i). noticeably low apparent
yields on its bond portfolio, (ii) the apparent yield on equity seemed implausibly high, (iii) the
dividend income falls which sat ill with alleged massive equity purchases. Thus, Eurostat expressed its
concerns regarding the consistency of the data provided by the survey.

The Greek statistical authorities sent to Eurostat explanations on 14 September 2005. Eurostat, in its
reply to thisletter (16 September 2005), concluded its observations on the SSF issues as follows:

"On the basis of the above, the accounts of social security do not seem fully trustworthy. We suggest
that more reasonable equity flows be recorded, although noticeably higher than those reported in the
social security survey, and that action to be taken to reduce the flow of unexplained receivables and
discrepancy. This would seem to require a revision in net lending/net borrowing, pending a more
comprehensive inquiry on consistency of the social security survey."

In 2006, Eurostat undertook two methodological visits to Greece (on 29/5-2/6 and 27-29/9). One of
the aims of these missions was to clarify the issues relating to the accounts of SSF. In fact, one clearly
identified cause for reservations expressed on the reliability of the Greek EDP data was social security
fund accounts. Although a new Survey had been commissioned, Eurostat still observed a persistently
high discrepancy.

Eurostat found a systemic failure in the use of the Survey and shortcomings in its design™. Eurostat
observed a clear lack of ownership on the part of the NSSG, which did not feel responsible for the
internal consistency of the Survey. Consistency checks carried out by Eurostat mainly at the aggregate
level exhibited large inconsistencies between inflows and outflows on the one hand and between
stocks and flows on the other hand (the "vertical" and "horizontal” checks, respectively). Eurostat
nonetheless observed that those large inconsistencies tended to offset each other to some extent.
Eurostat requested the NSSG to carry out internal checks, unit by unit.

Eurostat also concluded that the current use of Surveys could be acceptable on condition that they
provided sufficient coverage of units and were sufficiently timely. The NSSG was asked to take
overall responsibility for the results from both the non-financial and financial parts. In the long term,
the law had to be amended to ensure that public units would provide accrual financial statements to
their supervisory body or to the NSSG and publish them.

In the Report on the Methodological missions of 2006, Eurostat made 7 recommendations for the
improvement of the quality of data on the transactions of the SSF subsector. In four cases the
regquested actions were fully completed. In two cases, actions were amost completed while one was
still in progress (see Annex 5).

Situation after the 2006 methodological visit
In the April 2007 EDP natification rounds of requests for clarification, Eurostat asked the NSSG to

explain the observed discrepancy in the EDP table 3E (socia security sub-sector). The NSSG
explained that the discrepancy was due to "the provisional nature of the data for social security funds

10 Followi ng Eurostat's observations, the survey was amended and some of the shortcomings were eliminated.
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since the coverage of the questionnaire is at this stage incomplete. We expect an improved qualitative
result, taking into account the changes in the questionnaire with the addition of the control tables."

In the April 2008 EDP natification rounds of requests for clarification, Eurostat pointed out the low
coverage of social security for year n-1 as of the first Notification, given the commitment of the
NSSG following the Methodological visit to accelerate the process and ensure full or nearly full
coverage of Social Security Funds.

On 2-3 June 2008, Eurostat undertook an EDP mission to Greece. During the meeting the issue of
timeliness of the information contained in the Survey was discussed among other issues. Eurostat was
informed that in 2008, the Greek statistical authorities sent the annual Survey to all public units in
January (on 11 January) for the first time, and would continue to do so in future (the sending in 2007
was done only in April due to printing delays of the new survey). Whereas the deadline had been set
for the 20" of February, a significant number of units did not answer, including some of the biggest
units of social security.

In the same context, the Greek statistical authorities indicated that the new law reforming the social
security funds system was expected to facilitate the reporting, as it foresaw a reduction of social
security funds from 126 to 13. Annual data for these 13 units were first expected for 2009, to be
reported during the first notification of 2010.

The Greek statistical authorities mentioned that, with alaw that was expected to pass by the end of the
year, public units would be obliged to properly and timely fill in the survey questionnaires.

Eurostat expressed its concerns that the annual n-1 data had been based on 3 quarters of survey results,
for both the 2006 data and the 2007 data whereas the understanding at Eurostat was that the annual
survey would be available in time for April. Eurostat noted that the methodological mission (of 2006)
had not envisaged such an outcome and had reasoned al along on the basis of the annual survey: the
annual survey questionnaire was supposed to be sent early enough and processed speedily enough for
a least the biggest units, so to ensure a good estimate in April. In fact, Eurostat recaled that the
Methodological report had reported on an intention stated by the Greek Authorities to discontinue the
quarterly survey, on which Eurostat had cautioned against.

The NSSG indicated that many socia security funds closed their accounts between April and October,
which may create difficulties for respondents to answer.

In this context, Eurostat recommended setting up an arrangement where results of annual surveys
would be used as a priority, supplemented by quarterly results, in order to estimate the most recent
developments. This however called for an effort at the NSSG to ensure prompt loading of these annual
data. Eurostat, furthermore, recommended that the BOG be more proactive in assessing and exploiting
all the survey results on the financing side and at balance sheet level.

On 15-19 September 2008, Eurostat conducted another methodological visit to Greece. During the
mission Eurostat, among other issues, reviewed the source data for the compilation of the accounts of
social security funds, and found insufficient progress with respect to a more comprehensive
exploitation of the results of the Survey.

In the April 2009 EDP natification rounds of requests for clarification, the Greek statistical authorities
were reminded of the agreement of the September 2008 mission on the action that had to be taken
regarding the fuller exploitation of the results of the Survey. The NSSG replied as follows.
"Unbalanced (or problematic in general) questionnaires are being resent. The coverage for the year
2008 is better than the corresponding coverage for year 2007 of April 2008 EDP Notification. For the
first time annual data are used (see below for methodology, percentage of replies, coverage etc)."

Revision of 21% October 2009
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On 16-18 November 2009, in the context of its EDP methodological mission to Greece, Eurostat
discussed the downwards revision of the SSF surplus for 2008 by 600 mill euro between the April
and the EDP October 2009 natifications. In fact, Eurostat expressed surprise for the size of this
reduction given the fact that it was reported by the NSSG in April 2009 that “all big SSF and
hospitals have been collected for the year 2008”. Given the above, and the fact that the coverage of
SSF (in terms of total of revenues and expenditures) was aready 90% in April, it was clear, Eurostat
concluded, that there was something wrong, given also the fact that without the correction imposed by
Eurostat in April, in order to decrease the discrepancy of the Social security sector, the difference
would not have been equal to around 600 mn € but to amost 1.1 bn €. It was surprising therefore that
with such a large coverage already achieved in April 2009, the data could change so much between
April and October only due to the new answers received by socia security funds during this time.
Given the situation and the doubts on the explanations provided by the NSSG, Eurostat asked the
NSSG to produce a report on the issue providing details on how the deficit/surplus (B.9) of SSF and
hospitals was calculated, in April and in October 2nd 20009.

In the report sent by the NSSG to Eurostat on 30 November 2009, the revision was attributed mainly
to (a) updated data (new questionnaires received between April and October 2009, increasing the
coverage of financial and non-financial revenue and expenditure by about 2%), (b) the fact that
quarterly gquestionnaires on which estimates for April are based on are not exploited as thoroughly as
the annual affecting thus the quality of the estimates reported in the April notification, and (c) the
process of the unification of the SSFs which seems to have complicated the reporting of data by the
surveyed public units.

In asecond report sent to Eurostat by the NSSG on 11 December 2009, it appears that for the SSF, 85
guestionnaires were received (out of 126 units in total) up to the October 2009 EDP reporting. 3 of
these were returned (apparently because of serious imbalances) and 60 were corrected via telephone
and fax.

Conclusion

The SSF is a particularly important sub-sector of general government in the case of Greece as it is
continuously generating a surplus partially covering the sizeable deficits constantly generated by the
central government sub-sector. The basic data source for compiling the accounts of the SSF is the
annual and the quarterly survey conducted by the NSSG covering both the financial and non-financial
transactions of the SSF. In addition, information on financial transactions is also provided via the
Money and Banking statistics compiled by the Bank of Greece.

As outlined above, Eurostat undertook many initiatives for ensuring the quality and reliability of the
information on the accounts of SSF. In fact, Eurostat has contributed substantially by providing its
advices on the design of the Surveys, indicating furthermore methods for checking and controlling the
internal consistency of the information contained in the questionnaires. Eurostat also made
suggestions on issues relating to the administration of the Survey.

In spite of these efforts, Eurostat encountered significant problems with respect to the quality of the
SSF data reflected repeatedly in the statistical discrepancy in the EDP table 3E (social security sector)
in the April EDP notifications. The main reason for the reappearance of discrepancies (usualy
positive indicating overestimation of the reported surplus) seems to have been the incompleteness of
information derived from the questionnaires during the first notification due to the fact that a
significant number of SSF do not respond timely. As a result the working balance (WB) of the SSF
was significantly revised downwards in the October 2009 EDP notification and for lower amounts,
also in previous years.

It appears that the coverage of the survey, despite the improvement made over the years, remains not
satisfactory while at the same time the imbalances (difference between inflows and outflows and the
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reported change in cash) in the filled questionnaires remain substantial. The NSSG in the context of
the April notifications receives incomplete information and reports figures for SSF based on
estimations.

9 Local government sub-sector
Introduction

It isrecalled that in many Member States, compilation of the local government accounts according to
ESA9S is a difficult exercise and is a weak point in general for most Member States. Administrative
data are available at the NSls rather late, and/or the quality is not always good and therefore statistical
surveys are used by some Member States, either to fully replace administrative data or in order to
check their quality.

Situation before 2004

It is recalled that the issue of the local government accounts had been on the agenda of EDP missions
between Eurostat and the Greek authorities since at least 2002, although more focus was put on the
compilation of these figures since June 2006.

Situation after 2004

It isrecalled that there are 1 033 municipalities and about 1 000 public corporations belonging to local
government in Greece. Information on municipalities is gathered via an exhaustive annual
guestionnaire, called the "census', after a long delay (however improved from four to three years
delay). For recent years the Greek authorities use extrapolation techniques, based on the annual
Surveys and on the results of specific quarterly administrative return to the GAO. Local government
units have a specific chart of accounts. Accounting results are not centralised by the relevant
supervisory ministry. Budget outturns are sent to the Ministry of Internal Affairs only after approval
by the loca government councils. Under Law 3463/2006 local councils must approve the budget
outturn and balance sheet (for year t-1) by the end of September at the latest. After they have given
their approval, the budget outturns and balance sheets are submitted to the audit council in October at
the latest.

The Survey was changed in 2005, to adapt to the new classification system applicable to local
government accounts. The Survey was adapted to local government circumstances and deviates from
the questionnaire applicable to other public entities. The questionnaire is used to provide indicators for
projecting the results of the census data available to date.

It is recalled that during the methodological visit undertaken by Eurostat to Greece in June 2006, the
compilation practice for local government accounts was discussed. In this context, the "Questionnaire
on quarterly and annual survey of general government body"'* (called "the Survey") built up by NSSG
in order to obtain necessary information from all public units, including local government units, was
discussed in detail.

The Survey provided incomplete coverage, with fewer than half of the units replying. To the extent
that the biggest units have replied, the coverage by total expenditure was somewhat higher.

Following the discussions, the NSSG committed to validate the Survey results after the individua
consistency and plausibility checks are completed and to contact the largest municipalities showing
substantial inconsistencies, initialy for the questionnaires for 2005 and thereafter also for the other
years. Moreover, the NSSG committed to undertake a unit-by-unit comparison of the Census and the

1 The annual questionnaire (Survey) is mostly used.
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Survey, at least for the largest municipalities, to assess the quality of the Survey and the link with the
Census. Moreover, such a comparison was to be done with data collected by Division 39 of the GAO.
Eurostat recommended shortening the delays for replying to the Survey.

Since the methodological visit in 2006, Eurostat recommended improving the coverage of the Survey
and also the use of the budget reports provided to the Ministry of Internal Affairs for cross-checking
with the Survey and Census, however, the Greek authorities considered that cross-checking with data
from the Ministry of Internal Affairs"was not feasible."

Extrapolation techniques were used for calculating recent years, based on the Survey as well as on
special reporting to the GAO. Eurostat made some recommendations on these techniques.

Concerning the coverage of the survey, Eurostat found that this was quite incomplete and did not
recommend using a sampling procedure in the future, as planned by the NSSG.

Eurostat observed differences between the results of the census/Survey and money and banking
statistics. Eurostat suggested that the BOG should make some concrete comparisons, if possible,
similar to the work done for socia security funds. The BOG however considered that this was a rather
difficult exercise, given the large number of these institutions and the fact that their deposits were
widely spread over commercia banks.

As an outcome of the methodological visits in 2006, Eurostat and the NSSG agreed on a number of
actions to be implemented by the Greek statistical authorities, with the aim, among others, to improve
the compilation of local government sub-sector accounts. The actions are listed in Annex 5.

For the October 2006 deficit and debt notification, the NSSG confirmed having checked the net
lending/net borrowing extrapolation, based on broad indicators and decided to keep the current
procedure, which produced a more conservative result. Also since the October 2006 notification the
NSSG submits an EDP table 2C showing the steps for the transition from the working balance in the
Census to net lending/net borrowing.

Since 2007, in the occasions of the requests for clarifications relating to April and October deficit and
debt notifications, the Greek statistical authorities were asked often to provide to Eurostat information
on: aggregated results of the survey (inflows, outflows, and change in cash), the coverage ratios of the
survey, the reasons for increases in working balances of local government, etc.

During the Eurostat methodological visit to Greece in November 2009, the discussion about data
obtained from the survey on local government, did not relate so much with the revision of figures for
the year 2008 between April and October (alimited amount of 50 mn €) 2009 notifications, but on the
fact that the management of the NSSG apparently decided in August to stop, or was at present
considering to stop, the quarterly survey. This survey alows a reasonable estimation of the
surplus/deficit of local government for year n-1, to be available at the end of March of year n. Instead
of running both a quarterly and an annual survey, it was decided, or considered, to merge the two and
to have an annual survey earlier on in the year. Eurostat expressed its disagreement with such a
decision because:

- such adecision should never have been considered as the survey had been agreed as one of the
main conclusions of the methodological visit in 2006, as part of the measures needed to obtain
reliable statistical datafor local government;

- if considered, the decision should have been discussed with Eurostat beforehand;

- if taken and not discussed previously with Eurostat, Eurostat should have been at |east
informed about the issue.
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On 11 December 2009, the NSSG gave some explanations relating to the new survey. However, the
answers were not very satisfactory, and Eurostat will continue inquiring on the issue. According to the
NSSG, the data on municipalities at present "is gathered via an exhaustive annual questionnaire, called
the "census’, after along delay (only data for 2006 were available for the October 2009 notification)".
The proposed new deadline for transmitting the questionnaires by the concerned units will be mid-
February of year n for data of year n-1. If the financial assessment of the responding municipalities has
not been completed until the submission deadline, "provisional data will be send under the obligation
of the corresponding units to send follow up final questionnaires as they become available. The Greek
authorities intend to send a preliminary pilot survey to the largest local authorities, which will
facilitate to evaluate the response rate and the timeliness of the responses.”

A better timeliness is supposed to be achieved by the electronic implementation of the survey.
According to the NSSG, "concerning the March 2010 deficit and debt notification, only the short
survey will be used, encouraging the municipalities to send answers till mid-February". The new
questionnaire will not be used for the March 2010 EDP notification. As regards the short survey, the
corresponding questionnaire will be tagged provisional if the corresponding municipality has not
finalized the balance sheet (which may happen in most of the cases). The concerned reporting unit will
be obliged to send the final data as soon as its budgetary outturn is finalized.

Conclusion

The appropriate recording of the local government accounts is verified by Eurostat during each EDP
notification in April and October through the Requests for clarification. Before the November 2009
methodological visit, Eurostat was never informed about the intention of the NSSG to change the data
source for the local government sub-sector. It is very disappointing that such a decision is taken or
envisaged without taking into consideration all the shortcomings that this might create.

Eurostat will now analyse if the new questionnaire covers al the information needed to compile
reliable data for local government and if such a change would really lead to improvement in coverage
and timeliness as argued by the NSSG. However, it can be expected that an annual detailed
guestionnaire can not provide in March of year n reliable data for year n-1 and instead compilation of
quarterly accounts for local government might be difficult using the new survey.

10 Expenditure on military equipment
Introduction

It is recaled that, in the past, the accounting difficulties in the recording of military expenditure in
Greece concerned military durables (e.g. battleships, tanks, missiles, fighters, etc.). This issue had
been on the agenda of discussions between Eurostat and the Greek authorities since at least 1994.

The ESA 95 paragraph 3.70 (e)-3 implies that military expenditure should be recorded according to
the rules on intermediate consumption which “should be recorded and valued at the time they enter the
process of production” (according to so called "delivery method"). In case of unavailability of data on
deliveries, cash data were to be used as the best proxy. Despite of lack of reliable data, the Greek
authorities had been using the delivery method and therefore severely underestimated reporting on
expenditure on military equipment between 1997 and 2003.

Situation before 2004

Starting in 1996 the Greek authorities were providing Eurostat with contradictory information and
inconsistent data on the purchases of military equipment and stated in 2002 that the Genera
Accounting Office and the NSSG had full information on deliveries and that they did not have any
specific difficulties in complying with the ESA95 rules and implementing the delivery method.
Nevertheless, and in contradiction to the statement of 2002, in the reply to the Eurostat Questionnaire
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on long-term contracts for military equipment in April 2004, the Greek authorities acknowledged that
the information on deliveries was confidential. It became then clear that the ESA95 rules relating to
this issue had not and could not be correctly and fully implemented.

Situation after 2004

After the thorough analysis of the situation in 2004, Eurostat allowed to the Greek authorities to use
the cash data (on atemporary basis) in order to guarantee that no expenditure were left unrecorded. At
the same time, a task force was established at the national level, in order to improve the data
availability for the transition from pure cash to the delivery method. Eurostat was asking about the
progress report in each of its dialogue visits.

On 9 March 2006, Eurostat published its decision on Recording of military equipment expenditure®.
This decision aimed at specifying the time of recording of government expenditure, and thus the
impact on the government deficit, for borderline cases of military equipment under long-term
contracts, notably in cases of leased equipment, complex systems or heavy equipment built over many
years. The decision provided for a transition period, alowing using cash as a proxy in case of
difficulties to obtain reliable data on deliveries. The Greek authorities profited of this transition period
and provided the data on deliveries (starting from the year 2006) in the April 2007 EDP natification
for thefirst time.

In May 2006, the Greek authorities addressed to Eurostat a request for advice with respect to the long-
term contracts for purchases of military equipment in a non-euro currency. The analysis and reply of
Eurostat can be found on its website™.

In April 2007 the Greek authorities transmitted to Eurostat, along with the EDP notification tables, a
confidential note with details about the transition from the cash recording to the delivery method
applied on the data for 2006. This note and the supplementary information provided in the Requests
for clarification explained that expenditures for purchases of military equipment are recorded under
the item "Military expenditure" in the so called EDP Table 2A'. The amounts shown under the
abovementioned line do not transit via the State budget, but contribute to the level of the notified
deficit as "Other adjustments®. The Greek authorities aso confirmed that the special borrowing used
for financing of purchases of military equipment are included in the government debt as appropriate.

Conclusion

The appropriate recording of the military expenditure is verified by Eurostat during each EDP
notification in April and October by way of exchange of Request for clarification and Table 7 of the
Questionnaire related to the EDP natification. In addition, with every EDP transmission, the Greek
authorities provide a note detailing the calculations and adjustments made from the source data for the
appropriate reporting period.

11 Recording of tax revenues

Introduction

The Greek statistical authorities used coefficients to estimate the amounts of taxes and socia
contributions unlikely to be collected. These coefficients were established on the basis of

“cancellations” which corresponded to a sum of legal decisions by which, sometimes very tardily,
government recognised that atax or social contribution assessed in the past would never be collected.

12 ttp://epp.eurostat.ec.europa.eu/cache/ TY _PUBLIC/DEFICIT DEBT 2006/EN/DEFICIT DEBT 2006-EN.PDF
13 http://epp.eurostat.ec.europa.eu/portal/page/portal/government_finance_statistics/eurostat_advice

14 This table shows the adjustments from the public account balance (e.g. State budget balance) to the "EDP B.9 net
lending/net borrowing" (deficit in the ESA95 concept).

23



Eurostat disagreed with this practice, as the meaning of Regulation 2516/2000 was that a part of taxes
and socia contributions assessed in the past should be neutralised in the same year, and not several
yearslater, in order to express areliable expectations of recovery.

Situation before 2004

It is recalled that in the 2004 Eurostat's Report on the revision of the Greek government deficit and
debt figures there is a detailed anaysis of the accounting difficulties in the recording of taxes in
Greece.

In particular, as is mentioned in the Report 2004: " In November 2002, Eurostat came to the
conclusion that the implementation of the formula defined by the Greek statistical authorities in order
to record taxes and social contributions in ESA 95, did not seem to be in line with Regulation (EC) n°
2516/2000 of the European Parliament and of the Council, and with Commission Regulation (EC) n°
995/2001."

As a consequence, Eurostat asked the Greek statistical authorities™ to record taxes and socia
contributions using the time-adjusted method, which seemed to be the only reliable method that could
be applied in the case of Greece. The Greek statistical authorities complied. The Greek authorities
decided to use as average time-adjusted difference for recording taxes, in most cases, a period of two
months.

Situation after 2004

On 6 December 2004, the European Commission transmitted to the Greek authorities a letter of formal
notice because of their failure to provide the Commission with statistical data in accordance with
Article 3 of the Protocol on the Excessive Deficit Procedure annexed to the Treaty, Council
Regulation (EC) No 3605/93 on the application of the said Protocol and Council Regulation (EC) No
2223/96 on the European system of national and regiona accounts in the Community (ESA 95), as
well as Article 10 of the Treaty. The letter expressed concerns on the manifest over-estimation of the
amounts of taxes collected as well as the insufficient system of recording.

On 18 May 2005, Eurostat sent a letter to the Permanent Representative of Greece to the EU with the
aim to clarify certain aspects of the information submitted by the Greek authorities in order to allow
the Commission to take a decision on the follow up of the procedure. Eurostat expressed its concerns
as the application of the time adjusted cash method adopted by the Greek authorities had produced
unreliable figures, as proven by the large over-estimation of receipts for the first months of 2004. It
was concluded that to the Commission’s knowledge no remedial actions had been taken in order to
ensure that the provisions of ESA 95 will be complied with in the future.

Eurostat recalled that in the reply to the letter of formal notice, Minister Alogoskoufis mentioned that
in February 2003 Greece brought itself into line with the rules for recording taxes and socia
contributions set out in Article 3 of Regulation (EC) 2516/2000, and it chose option (b) (time-
adjusted) as being most appropriate.

Eurostat took note that the Law 3220/2004 has been repealed and asked about the specific measures
that have been taken in order to ensure that the method mentioned above provides reliable figures.

In the mission on 3-4 March 2005, Eurostat discussed the issue of recording tax revenues with the
Greek statistical authorities. In particular, Eurostat reviewed the Questionnaire on recording taxes and
social contributions and the Greek statistical authorities confirmed that they used the time adjusted
cash for recording taxes.

15 | etter of Eurostat to the General Secretary of the National Statistical Service of Greece, on 26 November 2002
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In the April 2008 EDP notification rounds of requests for clarifications on the reported data, Eurostat
observed that tax revenue was reported to have grown at a rate of around 8% in the last 3 years
without accelerating in 2007. However, in 2007 the stock of receivables increased by 14%. Eurostat
asked the Greek dtatistical authorities to justify the size of this accrual adjustment. The Greek
statistical authorities replied that these adjustments were justified by the norma increase in tax
revenue due to the growth rate of the economy and the intensified tax audits.

Eurostat asked the Greek statistical authorities to clarify whether the January 2008 cash data were
estimates as it was thought that only the February 2008 cash data were estimates. The Greek statistical
authorities replied that the January cash data were provisional data received from the General
Accounting Office while the February cash data were estimates.

On 2-3 June 2008, Eurostat conducted a follow up methodological mission to Greece. During the
meeting Eurostat recalled that the accrual adjustment in EDP table 2A made for tax revenue in the
April 2008 notification which implied an increase of 14% in the stock of receivables, though not
implausible, was considered quite optimistic compared to the growth of taxes over the past three years
(around 8%). Eurostat recommended that the MOF provides in time the data needed on cash tax
receipts (with aminimum level of detail) by the third week following the month.

On 15-19 September 2008, Eurostat conducted a second Methodological visit to Greece. The issue of
accrual adjustments for taxes was again discussed and Eurostat drew the attention of the Greek
statistical authorities to the importance of using correctly the cash time adjusted method for recording
taxes. In the same context, Eurostat recaled its recommendation to the Greek statistical authorities
made in the previous methodological visit to Greece.

After some explanations provided by the Greek statistical authorities, it seemed that the monthly
figures used, which were budgetary figures, were not yet final, and that the accrual adjustment was
based on a percentage of tax collected in January and February and on estimated tax collections in
2008.

Eurostat expressed concerns that in the October 2008 EDP notification the accrual adjustment for
taxes would still be based on estimates. The NSSG staff provided in reply some information relating to
income tax on a monthly basis originating from the General Accounting Office.

In the April 2009 notification rounds of requests for clarification, Eurostat asked the Greek statistical
authorities to confirm that the time adjusted cash method was still used for the accrual adjustment for
tax revenue. Eurostat asked also for explanations on the reported big increase in D.5 (current taxes on
income, wealth, etc.). The Greek statistical authorities confirmed that they continued using the same
method and that for the recording of D.5 the accrual basis was applied by using provisional and
estimated cash data for January and February 2009.

In the October 2009 notification, data on tax revenue were revised downwards by 650 mn €. The issue
was discussed thoroughly during the methodological visit to Greece on 16-18 November 20009.

During the discussions it became clear that the cash time adjusted method cannot in reality be used in
areliable way for the April EDP notifications. In fact, at the end of March, contrarily to what had been
indicated before by the Greek authorities, the data on direct and indirect tax revenue of January and
February are simply not known, and even the ones for December are still provisional.

Eurostat asked the National Statistical Service of Greece and the General Accounting Office of the
Ministry of Finance to report on the issue.

The National Statistical Service of Greece in its reply for the accrua adjustment, described the
calculation made by the National Accounts Division (NAD) for arriving to the reported figures for tax
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revenues in 2008. The main sources for the calculation of accruals adjustments according to the report
of NAD, are the cash data contained in the Budget Introductory Reports of 2009 as well as annual
accrual figures for taxes included in Table 6 of the Stability and Growth Program prepared by the
Macroeconomic Policy Division of the Ministry of Finance. As mentioned above, the NAD has used
more conservative rates of growth for tax revenue compared to the other two above mentioned sources
for estimating taxes collectable in January-February 2009. However, even these estimates proved to
have been rather optimistic leading thus to a downwards revision of tax revenue in 2008.

Conclusion

From 2003 onwards, the Greek statistical authorities changed the method for calculating tax revenue
for government from the method of assessments and declarations (using coefficients for determining
the amount of unpaid taxes) to time adjusted cash following the advice of Eurostat (2002). They have
adopted a time adjustment period of two months for calculating tax revenue on an accrual basis. The
method used complies with the provisions of the Regulation (EC) No 2516/2000 of the European
Parliament and of the Council of 7 November 2000.

However, due to administrative constraints related to the lack of timely information on cash tax
revenue for the first two months of year t, the reported figures for taxes in year t-1 in the April
notifications tend to overestimate tax revenues of year t-1 with revisions in the October notifications.
Although the revision are usually not very big between April and October for year n-1, this time the
revision for 2008 was unusually big and equal to 650 mn €. According to the Greek authorities, the
problem will be solved from the April 2010 notification onwards, as by that time cash data on tax
revenues for the months of January and February of the same year will always be available.

12 Extra-budgetary funds (DEKA)
General aspects of extra-budgetary funds
Introduction

It is recalled that there are approximately 385 extra-budgetary funds included in the sector of general
government.

Situation after 2004

The source of information for EBF is the Survey. As it had been suspected for severa years, the
coverage of the results from the survey was rather weak to provide areal picture of the deficit/surplus
of EBFs. During its methodological visit in 2006 Eurostat discovered that in the very first Survey
conducted in 2004, only 290 units responded on the data for 2003 and 197 units for 2004. Despite of
the arguments of the Greek authorities that the largest units were covered, Eurostat considered this
coverage as very low and unsatisfactory. After an effort made by the Greek authorities between the
two methodological visits of Eurostat in 2006, the coverage for 2003 and 2004 was increased to 348
units for 2003 and 240 for 2004. Besides coverage, the timeliness of receiving the Survey returns was
not satisfactory as the results remained preliminary for several years (e.g. results for 2003 could be
considered fina only at the end of 2006) and therefore in each EDP reporting the figures for "net
borrowing net lending” relating to the extra-budgetary funds needed to be revised, and the results for
the year t-1 had to be extrapolated. In addition to this, after the examination of the available results,
Eurostat found some imbalances and therefore advised that thorough consistency and plausibility
checks should be carried out on a unit by unit basis before summarizing them.

During the methodological visits in 2006 Eurostat requested the Greek authorities to provide, along
the regular EDP reporting tables also Table 3B1 showing the stock-flow adjustment only relating to
EBF resulting from the financial part of the survey results. This table hel ps detecting possible mistakes
or misreporting and therefore detecting possible source of a part of the discrepancy in the central
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government sector. The table was submitted by the Greek authorities for the April 2007 EDP
notification for the first time and since then has been provided on aregular basis to Eurostat.

Between 2006 and 2008 Eurostat, by away of Requests for clarification during the examination of the
EDP notification and a Progress report after the first methodological visit, monitored the coverage of
the survey returns.

In September 2008 Eurostat concluded that an improvement had been made in the coverage as the
NSSG had received responses from 365 units for 2005, 319 for 2006 and 283 for 2007. On the other
hand Eurostat detected again imbalances between inflows and outflows and change in cash on an
aggregated level and unit by unit. Eurostat also observed that the balance sheets information was not
sufficiently used and that the horizontal checks might suggests that in some cases the respondents
confuse the stock and flow information. The recent progress report received from the Greek authorities
on 29 November 2009 states that the fulfilment of the recommendation given by Eurostat on this issue
is“in progress’.

It could be argued that the Survey is not a proper source of data for such entities and that direct
sources should rather be used. However, in normal circumstances, a well built questionnaire with a
good guidance on how to fill it and strict deadlines for return followed by detailed verification of
responses on the side of Statistical institutes could serve well as a reliable source of data. During its
methodological visits Eurostat discussed and advised on both the questionnaire itself as well as on its
processing. The two Reports from the methodological visits (2006 and 2008) published on the
Eurostat website mention several recommendations to be fulfilled in order to improve the quality of
the questionnaire, the rate of response as well as the quality of responses returned from the entities.
Eurostat suggested several improvements to the questionnaire so that al the necessary information on
financial and non-financial transaction would be correctly captured in order to be properly reported in
the EDP Tables. Eurostat also insisted on the consistency checks to be done on individual returns
received from the entities before further processing of the questionnaire by the NSSG. In addition
Eurostat regularly requested to be informed on the timeliness and coverage of the Survey of the EBF.

Conclusion

The management of surveys in general remains in the hands of the countries and relies on their
competence and statistical experience.. The Greek authorities are expected to make further progress
with respect to improvements of the timeliness, coverage and also in verifying the responses for
elementary plausibility and consistency checks before their further use for compilation of the EDP
tables. Eurostat advised repeatedly the Greek statistical authorities on the designing of the
guestionnaires, the collecting of returns and their processing In addition, Eurostat also underlined the
importance of crosschecking the information for the biggest EBF through their financial statements
and by other possible sources (money and banking statistics, state budget).

DEKA
Introduction

DEKA is aunit created by the Greek government in 1997 with the purpose to deal with enterprises to
be privatised. The government moved those enterprises in the balance sheet of DEKA. Consequently
DEKA injected capital in some of them and paid dividends to government. Eurostat had had long
discussions with the Greek authorities between 1997 and 2002 on the correct classification of this
entity, when it insisted that DEKA, as it was an entity acting as a government body, should therefore
be classified inside the government sector. The Greek authorities opposed this argumentation and only
in 1999 accepted a partial solution — to reclassify "grants of DEKA to general government" and
"payments of DEKA on behalf of general government” as requested by Eurostat, keeping DEKA
outside general government.
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Situation before 2004

In 2000 and 2001 DEKA remained classified outside the government sector; in addition no amounts
were imputed as transfers and payments of DEKA in the March 2000 natification for 1999. Some
amounts were later recorded in the following EDP notifications in 2000 and 2001. In 2002 Eurostat
requested again that the classification of DEKA be reconsidered and finally the Greek authorities
accepted and reclassified DEKA inside the government sector from the September 2002 EDP

reporting.

In 2004 Eurostat questioned the Greek authorities whether the impact of the reclassification of DEKA
inside the government sector was properly recorded for the period from 1997 to 2001. This happened
not to be the case. Eurostat detected that some amounts previously classified as share capital increases
should have been rather treated as capital transfers, with an impact on the deficit for that period. In
addition Eurostat requested to verify that the intra-government transfers (e.g. between DEKA and
social security funds) were properly reported and appropriately consolidated.

Situation after 2004

During the methodological visits in Greece in 2006, Eurostat discussed the reporting of DEKA in the
context of the discussions on Extra Budgetary Funds (EBF) and undertook a detailed examination of
DEKA's balance sheets and profit and loss accounts for 2002-2005. Although these seemed consi stent
with DEKA's reporting in the survey, Eurostat detected an asymmetry in the reporting on intra-
government transfers between DEKA and the state budget, when a transfer from the state budget was
reported in the survey as revenue to DEKA but did not affect the working balance of the central
government as an expenditure in 2003 and 2004 (for 763 mn € and 640 mn € EUR respectively). This
asymmetry was subsequently corrected by the Greek authorities in their reporting. In addition Eurostat
spotted that very large outflows classified as share acquisitions (partly financed by inflows from
disposals of shares) were reported in the EBF Survey but not in the EDP tables. These operations
concerned DEKA and it was clarified by the Greek authorities that those amounts were
reimbursements of convertible bonds issued by DEKA during 1999-2001 and matured in 2003 and
2004. In DEKA' s accounting books, such bonds were treated as disposals of shares at the time of issue
and as acquisition of shares at the time of redemption. According to ESA95 these should have been
treated as debt and in the EDP tables they should have been reported as reimbursement of bonds and
not as acquisition of shares. In September 2006 during the EDP methodological visit of Eurostat, the
Bank of Greece confirmed that the bonds were included in the Maastricht debt. Eurostat questioned
why those bonds were not reported in the draft EDP Table 3B2 and also investigated about the
recording of the privatisation proceeds of DEKA in Tables 3B.

Between 2006 and 2008, Eurostat regularly asked information on DEKA during the April and October
EDP notifications assessment.

During the methodological visit in Greece in 2008 three issues were discussed: 1) the fall in deposits
in 2006 reported by DEKA; 2) the financial statements of DEKA showing substantial tax expenses
while those were not captured in the survey; 3) the correct recording in Table 3B of the redemption of
the convertible bonds in 2006. The Greek authorities clarified that 326 million of taxes, not reported in
the Survey, had been paid in 2006 by DEKA. This clarification led also to the decreasing of the EBF
surplus (thus amost to the elimination of the discrepancy) and consequently to the increase of the
government deficit in 2006. As regards point 3), the Bank of Greece was to verify whether the
convertible bonds had been correctly recorded.

In the EDP natification provided by the Greek authorities on 21 October 2009, one of the revised
items was related to an amount received from government by DEKA (230 mn €), as cash facility to
pay its obligations. According to the explanations provided by the GAO during the methodological
visit of 16-18 November 2009, the new Minister of Finance decided to record this amount not as a
loan but as expenditure of government, writing off the claim from DEKA (it should be noted that the
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NSSG stated not to be aware at al of this issue). Eurostat noted that if such was the case, then the
amount should have been recorded in 2009, at the moment of the decision of assuming the loan, and
not in 2008. Furthermore Eurostat also pointed out that DEKA is classified inside general government,
therefore the transaction had to be consolidated at the level of the general government sector and no
revision should have been imputed at all. However, due also to the uncertainties of the recording of
flows between government and DEKA, Eurostat requested a note on this issue to verify and clarify
also what had been recorded in past years. Moreover, Eurostat asked to be informed on the reasons for
submitting incorrect figures in April 2009 and 2 October 2009 EDP natifications. The reply of the
Greek authorities on this issue provided on 29 November 2009 was assessed by Eurostat as
insufficient and further details were sent by the Greek statistical authorities at Eurostat request, on 11
December 2009.

The problems occurring with DEKA follow the problems arising with the processing of the EBF
survey listed above. Even if DEKA could be considered as one of the good respondents in terms of
timeliness, it seems that imbalances and anomalies in its Survey returns happen very often. One
possible solution to overcome this problem would be to devote more resources from the NSSG to
check 1) the plausibility of the figures reported in the questionnaire; 2) the vertical checks for sum of
items; 3) the crosschecking of the figures reported in the questionnaire with the financial reports of
DEKA; 4) the crosschecking of the information from the questionnaire with other sources of
information (such as state budget and social security funds for intra-government transfers; money and
banking statistics for relevant financial transactions).

Conclusion

According to the explanations given by the Greek statistical authorities on 11 of December 20009, it
seems that the revised recording was correct, leading to an increase of the deficit for 2008, not
because, as stated by the Greek authorities, government decided in 2009 to assume the loan in 2008,
but because flows between DEKA and government are to be consolidated as DEKA belongs to the
general government sector. Nevertheless the issue of what has been recorded in previous years due to
transactions between government and DEKA still remains open.

13 EU grants
Transactions with the EU budget
Introduction

The problem with transactions with the EU budget concerns the appropriate time of recording of the
transactions. The Eurostat decision'® on the recording of EU grants requires that transactions with the
EU budget (payments from national Treasuries in advance of the EU or, conversely, payments
received from the EU prior to the national expenditure) should have no impact on the government
deficit, with cash flows recorded as financial transactions.

Given the size of the structural funds for Greece, it is important to monitor whether the rule is being
followed properly. Greece follows generally the practice of issuing claims for expenditure made from
the state budget for projects co-financed by the EU, in order to record EU grants.

Situation before 2004
It is recalled that already from 1998 it was agreed that structural funds provided by the EU to non

government units, should not transit through the non-financial accounts of government. Nevertheless,
in 1999 Eurostat found out that payments received from the EU in favour of institutional units outside

16 News Release 22/2005 of 15 February 2005: The treatment of transfers from the EU budget to the Member States.
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general government were entering the government accounts as revenue (with an impact on the deficit),
without exiting them as expenditures, but as financial transactions (without an impact on the deficit)’.

In case the final beneficiary is agovernment unit, EU grants can be recorded as government revenue at
the moment in which they enter government accounts, but must be recorded as government
expenditures in the moment they are used to finance the activity for which they were earmarked.

In spite of the recommendations of Eurostat on the fact that EU grants entering the government
accounts as revenues could not have been subsequently imputed as share capital increases of
institutional units outside government, in the EDP notification of September 1999, the Greek
authorities kept recording EU grants as revenue for government, even when the government was not
the final beneficiary.

Contrarily to national account rules and Eurostat's recommendations’® EU grants were not only
transiting through the non-financial accounts of government, but these amounts were entering as non-
financial in the government accounts (increasing government revenue) and exiting them as financial
transactions, (with no impact on government deficit) in the form of share capital increases to state-
owned companies.

Following Eurostat’ s intervention, a correction was undertaken by the Greek authorities. However, no
correction was made for the amounts relating to the years 1998 and 1999, where the whole amount of
EU grants earmarked for institutional units outside government was treated as government revenue,
improving government deficit/surplus.

Situation after 2004

The Greek authorities in a letter sent to Eurostat on 18 October 2004 stated that in the case of EU
grants “data recorded as revenues intended to finance capital expenditures in the EDP March 2000
notification, correctly reflect the final accrued payments received from the EU”. Eurostat disagreed,
and recalled how this contradicted what had been reported by the Greek delegation to Eurostat during
the meeting in Athens on 12-13 October 2004, namely that a correction would have to be imputed for
the years 1997 and 1998.

During the Eurostat mission of 10 November 2004, it was ascertained that the NSSG classified now as
capital transfers al amounts relating to projects co-financed by the EU. Therefore the Greek
authorities explained that all EU funds were now correctly recorded.

On 3-4 March 2005, Eurostat carried out an EDP mission to Greece. During the discussion, Eurostat
delegation reminded of the Eurostat Press Release on the recording of EU grants and asked whether
the its decision had been respected already in the past. The Greek statistical authorities confirmed that
Greece complied with the decision and that delays in payments were recorded as F.7. However,
figures for adjustments reported in the breakdown for “Other financial assets’ showed an increasing
trend that raised doubts.

Eurostat underlined that figures for F.7 as they were recorded, were only correct if amounts
reimbursed were deducted in some other item. In that case it would be necessary to make a proper
adjustment. The Greek statistical authorities promised to re-examine the figures and to send an answer
on the issue.

1 The report of the mission of 13 and 14 May 1999 states that: “ Eurostat underlined that... the amounts received by the EU
must have a negative impact on the deficit, asif they are paid on capital transfers they increase the deficit. For this reason,
taking into account this additional factor, explanations were asked again on how the large positive amount of net capital
transfer could be explained”.

18 | etter of Eurostat to the NSSG on 21 February 2000.
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Eurostat reminded that already in March 2004 the Greek notification was not validated due to
overestimated figures for EU Transfers, and it seemed that the NSSG was still solving problems from
the past. In Eurostat's view the whole system of recording was wrong. The NSSG however, was
convinced that flows were recorded correctly and perhaps subtractions of amounts reimbursed were
made in some other places.

On 26 April 2005, Eurostat replied to aletter sent by the NSSG (on 31 March 2005) on the issue of the
treatment of EU prepayments. Eurostat mentioned the following:

"According to Eurostat’s decision on the treatment of transfers from the EU budget to the Member
States (see news release No. 22/2005 dated 15.2.05), in the case of prepayments by the Commission to
Member States at the beginning of a multi-year programme, these initial payments are always to be
treated as financial advances. This liability remains unchanged until the total payments (excluding the
prepayment from the EU) have reached 79% (in case the prepayment was 16%) or 88% (in case the
prepayment was 7%) of the total amount agreed by the EU Commission on all the multi-year period
(as the EU Commission keeps 5% of the total amount agreed and pays 95% of the total value during
the programme period.)"

In the EDP follow up mission to Greece on 1-2 September 2005, the Greek statistical authorities
informed Eurostat on the changes in the notified deficit between March 2005 and September 2005.
One of the two reasons referred to the corrections for the EU transactions. Concluding the discussion
of the issue, "Eurostat found difficult to assess whether the Greek accounts followed, in the main, the
Press release decision on EU transfers from the EU budget to the Member States'. Eurostat agreed
with the NSSG on two actions: (a) the NSSG would investigate what was the amount of EU related
expenditure actually impacting the working balance in 2001, and (b) the NSSG would report to
Eurostat the stock of certified claims existing at the end of each year for the period 2000-2004 as well
as the flow of new claimsin 2001-2004. The NSSG would report an updated table.

On 9 September 2005, the NSSG replied to Eurostat's letter of 6 September 2005 providing
information on the EU transaction related issues mentioned in the previous paragraph.

Eurostat replied to the NSSG on 12 September 2005. Eurostat noted that it was understood "from
contacts between our services that those answers correspond to preliminary answers that need to be
refined and complemented.”

The Greek statistical authorities replied on 14 September 2005. They provided a table on EU funds
"with the methodological treatment as suggested by Eurostat on 9 September 2005."

On 16 September 2005, Eurostat sent a letter to the NSSG expressing its concerns regarding a series of
statistical treatment of EU transactions proposed by the Greek statistical authorities for the period
2001-2004. Moreover, in the summary list of actions attached to this letter, from alist of 5 pending
issues, Eurostat considered that only one had been completed, the "justification of the profile of
receivable followed".

To follow up on the reservation expressed on Greece's fiscal data in the Eurostat News Release on
government deficit and debt of 24 April 2006, a Eurostat EDP methodological visit took place in
Athens from 29 May to 2 June 2006 and from 27 to 29 September 2006.

Overall, during the mission, Eurostat observed that transactions with the EU budget in connection with
the Community Support Framework were having a noticeable impact on government accounts from
one year to the next on an order of magnitude of about 1 bn €. Although over the long term the impact
of these transactions was neutralised correctly, the timing of recording seemed questionable.

During the September visit, after the explanations given by the G-SPA, Eurostat felt that even though
the impact of the EU transactions was clearly not neutral and for very large amounts, with the implied
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impact expected to increase further over the next couple of years, there seemed to be no reasonably
solid source data for estimating sound accrual-revenue recording. On this point it therefore felt that
measuring the revenue at the time the claim is submitted to the Commission was the appropriate
second-best solution.

In the Action Plan four recommendations were made on the issues relating to the transactions with the
EU budget (see annex 5, part on EU transactions).

In the October 2006 EDP notification rounds of request for clarification, Eurostat observed some
mistakes in the recording of EU Transactions. The Greek statistical authorities agreed with these
observations and asked to submit a new notification "corrected for the items a), b) and ¢)".

In the April 2008 EDP notification, there has been a long exchange of questions and answers
regarding the treatment of a series of transactions with the EU budget and in particular the statistical
treatment of EU advances. However, the issues were not completely clarified and uncertainties about
the correct recording of these transactions remained. Thus, in April 2008, Eurostat expressed
reservation on reported EDP data from Greece due to "the recording of EU grants in 2006 and 2007",
among other issues.

On 2-3 June 2008, Eurostat carried out an EDP methodological visit to Greece. The recording of the
EU flows was one of the aims of the mission. Following the discussions Eurostat requested the NSSG
to correct a series of EU transactions. Moreover, Eurostat explained that there were only two options
for the Greek authorities. Either they would apply the expenditure basis for all the transactions or they
would continue applying the claims basis of recording, but consistently for all transactions. The Greek
authorities confirmed that they would continue to apply the claim basis time of recording.

In the April 2009 EDP notification, Eurostat asked the NSSG to clarify the amount recorded under
other accounts receivable for the accrual EU revenue. The NSSG provided data on cash received from
the EU budget and on the claims submitted verifying the reported receivables. In the second round of
request for clarification, Eurostat asked for additiona information contained in tables that the Greek
statistical authorities compile for the transactions with the EU budget as requested by Eurostat. The
tables were submitted and the information seemed to support the reported datain the EDP tables.

In the October 2009 EDP notification, Eurostat observed a downward revision to the accrua EU
revenues in 2008 (from 1636 mn € in April to 1450 mn € in October). Eurostat asked the NSSG to
explain this revision. The NSSG explained that the revison was "due to the narrowing of the
difference between applications submitted to the EU and cash receipts’.

In the second request for clarification, afew days later, Eurostat asked for further explanations for this
revision and asked the following questions (and received the following answers):

(1) We understand that in fact fewer applications were submitted in 2008 than you thought in April
2009 or that in the meantime it was found that more cash from the EU was received. Could you please
explain?

The Greek authorities answered that "the amounts are due to new information on applications
submitted".

(2) Please provide us with the relevant detailed table on claims submitted and cash received

The answer was that "claims submitted for the year 2008 amounted to 3149 mil. euro compared with
cash received of 4599 mil.euro , giving an accruals adjustment of —1450 mil.euro".

It should be noted that the requested table in question 2 was never sent but that figures (not detailed)
were provided in the answer.
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On 16-18 November 2009, Eurostat carried out and EDP methodological visit to Greece. During the
discussion on the issue of the EU transactions, it was revealed that there has been no change at al in
the data on applications submitted between April and October. The Single Payment Authority (GAO)
confirmed that the figures communicated in October to the NSSG had been the same as in April.
Apparently, as it was revealed during the meeting, the decision to revise the figures in October
(improving the deficit by approximately 200 mn €), had been taken by the NSSG.

The Greek statistical authorities were subsequently asked to report on EU flows describing the reasons
for revisions and the recording of EAGGF flowsin EDP tables.

In the report received on 30 November 2009 from G-SPA, it was explicitly stated:

"In 2009, Single Paying Authority submitted to the NSSG two triangle tables, one in April and onein
September. In both tables the amount of applications submitted for the year 2008, arrived at 2.933
million euro.”

The NSSG, in its report refers to the complexity of the issue recalling the conclusions of the previous
discussions. However, the NSSG does not explain why it took the initiative to change the data on
claims submitted in October (effectively improving the deficit by about 200 mn €) whilein the triangle
table provided by the G-SPA in September there has not been such a change as the G-SPA confirmed.

Conclusion

The issue of the correct recording of the transactions with the EU budget in the EDP tables was
considered to have been solved after al the actions taken and the advices given by Eurostat over the
last five years. The Greek statistical authorities, as they declared in the June 2008 EDP mission, chose
to use the submission of claims as the basis of recording. An entry in receivables was made resulting
from the difference between the cash receipts from the EU budget and the claims submitted. EU
advance payments (prepayments) were considered as financial advances which when (or if) entered
the working balance (as revenue) had to be neutralized by recording a payable (liability of Greece
towards the EU).

Regarding the institutional arrangements, the G-SPA is the main provider of required data on
transactions with the EU. The G-SPA provides the NSSG with all the information on claims submitted
to EU, cash receipts for the EU and advance payments made at the beginning of EU co-financed
programmes. The G-SPA aso compiles al the tables used as supporting material for checking the
reporting of EU transactions in the EDP tables.

The revision to EU related receivables between the April and 2™ October 2009 notification was not in
line with ESA 95 rules. It turned out that this revision was decided by the NSSG for unexplained
reasons given that, according to the G-SPA, there has been no change in the EU related data
transmitted to the NSSG in April and October 2009.

14 Hospitalsliabilities

Introduction

It is recalled that in Greece al public hospitals (134 units) are classified in the social security sub-
sector which is a part of the government sector. The source of data for hospitals is the same survey as
that for the social security funds.

Situation before 2004
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There was no particular issue raised with respect to the public hospitals before 2004 and in the
Eurostat Report of 2004. Hospitals were dealt with as a part of reporting for the social security sub-
sector.

Situation after 2004

In the March 2005 EDP notification, Eurostat observed a substantial revision of other account payable
of hospitals, increasing the government deficit in 2002-2003 comparing to the September 2004 EDP
notification. During the Eurostat dialogue visit in Greece on 3-4 March 2005 it was explained by the
Greek authorities (MOF) that this revision was due to a new Law obliging government to pay old
obligations of public hospitals to manufacturing companies (providing hospitals with medicaments
and other supplies). An estimated amount (500 mn € in 2002, 500 mn € in 2003 and 300 mn € in 2004)
were recorded as accounts payable (trade credits) of government, affecting the deficit in the relevant
years but having no impact on debt. It was specified by the Greek authorities (MoF) that the law did
not define an exact amount, therefore a revision of these figures for the September 2005 EDP
notification was expected. Nevertheless it was estimated that a final amount to be redeemed would be
around 2 bn €. After a question of Eurostat, the Greek authorities stated that the issue was not a new
assumption of a liability and that it related only to repayment of old liabilities. During the discussion
the Greek authorities stated that the MOF confirmed that this delayed recording of expenditure would
not be repeated in future and that the issue had also been referred to Parliament. A new accounting
system for hospitals, along with an improved quarterly survey, would help the NSSG to collect better
information on hospitals.

The issue was discussed again during Eurostat visits on 1-2 September 2005. When explaining the
revisions made in the deficit data comparing with March 2005 EDP notification, the Greek authorities
explained that a figure relating to the old debt of hospitals was included for 2001 (360 mn €) and that
the figures were revised for 2002-2004. At the same time it was stated by the Greek authorities that
final figures would be known only for the March 2006 EDP notification, although only minor changes
were expected.

In the period between April 2009 and October 2009 EDP notifications, Eurostat contacted the Greek
authorities to clarify an issue relating to the recording of debts of public hospitals to their suppliers.
More specifically, Eurostat asked the Greek statistical authorities to certify that the reported
information on the hospitals debts to suppliers in EDP tables was not underestimating the actual
amount. The Greek authorities provided Eurostat with two official letters signed by the Ministry of
Health (see annex 5) certifying that the reported amounts were those recognized by the Greek
government.

Nevertheless, in the EDP notification of 21 October 2009 the Greek authorities suddenly added 2500
million EUR to government deficit in 2008 due to hospitals liabilities originating from hospitals debts
to pharmaceutical and medical procurement companiesin past years.

During the Methodological visit of 16-18 November 2009 two facts emerged:

1) The NSSG had in the past misreported the amounts obtained from the surveys. More precisely, it
turned out that the figures reported for hospital liabilities obtained through the survey, were much
higher than those reported in EDP tables. In 2006, 2007 and 2008, hospital liabilities increased
respectively by 630, 936 and 1152 mn € instead of by 575, 603 and 535 mn € as reported in EDP
Tables. Hospital liabilities appear therefore to have been underestimated by amost 1 billion
EURO between 2006 and 2008, resulting in an under-estimation of the general government deficit
for those years.

2) It was revealed that the figure of 2500 million EURO added to government deficit in 2008 was

introduced after a direct instruction from the MOF. Although the new government has stated that
it will repay all illegal past hospital liabilities (a Law approved in May 2009 provides for this
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possibility, however does not specify any amount), this amount should not be recorded in 2008,
due to the following reasons: 1) the amount of 2500 mn € is doubtful and the real figure is not
known; the NSSG revealed during the meeting that it had explicitly told the MOF that this 2500
mn € figure was not reliable; 2) as the unrecorded amount refer to several previous years, the
decision on the repayment was taken in 2009 and the cash flow will take place in 2010, thereis no
justification to record it al in 2008 and the correct time of recording remains to be decided after
further analysis of the issue by Eurostat; 3) the NSSG voiced its objections to the GAO and MOF
on the issue before the 21 October 2009 EDP notification to Eurostat.

Following the methodological visit, Eurostat asked for a report describing how the figures for
hospitals were derived as well as for a note on actions to be taken from now on to solve the problem of
underestimation of hospital liabilities.

The reply received from the Greek authorities on 29 November 2009 was assessed by Eurostat as
insufficient and the Greek authorities were requested to provide more relevant information relating to
the issue. More precisely, Eurostat requested information on the actual amounts coming from the
results of the survey, on the background for modifying amounts and on the accounting basis for taking
a decision to report 2500 million EURO in 2008 as well as for the determination of responsibility for
reporting the amounts in EDP Tables in the 21% October 2009 EDP notifications. A more detailed
reply was received on 11 December 2009.

In this context, the NSSG provided the following information on the figures of the debts of hospitals
resulting from the survey and on the figures finally used for the EDP notification of 2 October 2009:

Liabilities Reported in EDP tables

2005 2006 2007 2008 Total

Liabilities 563 575 603 535 2.277

Million euros
The values resulting from the survey are

Liabilities derived from the Survey

2005 2006 2007 2008 Total

Liabilities 563 629 937 1153 3.282

Million euros

The NSSG further explained that it relies more on the nonfinancial side of the survey, than on the
financial side. Based on this judgment the NSSG had concluded that the amount of liabilities deriving
from the survey was overestimated and therefore it reported lower figures in the EDP notifications.
The NSSG reply of 11 December 2009 also stated that: “In the April of 2009 an official letter from the
Ministry of Health was sent to NSGG reporting an outstanding debt of the hospitals to providers of the
magnitude of 2,2 billion €, therefore by that time this decision seemed correct. Nonetheless, that was
not a National Accounts Division (NAD) decision”, implying that the final decision was taken at a
different decision-making level.

The NSSG also admitted that it did not agree with the time of recording of the “newly recognized”
debt and that it intended to proceed similarly as in 2005 (see above) when the amounts of the debts
(trade credits) were appropriately distributed into the years they were supposed to relate to. The
amount, however, is not known yet and a committee consisting of the representatives of MOF and the
Ministry of health are investigating the issue.

Conclusion

The problem of using survey as the main source of information is similar as to that for EBF. Greeceis
not the only Member State using surveys for compiling data for the social security sub-sector. In some
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countries the survey serves as a complementary data source. A good survey processing and systematic
crosschecking information provided by the survey with other sources —financia statements at least for
the biggest units, state budget, money and banking statistics - could ensure the reliability of the data.
Eurostat’ s role remains limited in the verification of the source data as, for example as in the issue of
unreported debt of hospitals, it would go beyond its competences and powers. In this case there is
evidence that the results of the survey were modified without informing Eurostat.

In addition the decision taken by government of recording 2500 bn € of hospitals liabilities in 2008 is

incorrect, both from the point of view of the total amount imputed and from the one of the year in
which it is to be recorded.
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