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Executive summary

Eurostat undertook an EDP dialogue visit to Spairlb-16 June 2009 as part of its regular
visits to Member States and with the aim to ases®xisting statistical capacity, to review
the division of responsibilities concerning the gulation of EDP statistics and government
accounts, to discuss the quality and exhaustiveaepsmary data sources, to clarify the
issues relating to EDP tables raised in the condéxirevious notifications, to review the
progress achieved in implementing ESA 1995 metlagdond to assure that provisions from
the ESA 1995 Manual on Government deficit and @elot recent Eurostat decisions are duly
implemented in the Spanish EDP tables and nateewiunts.

Eurostat welcomed the transparent and well stradt@pproach by the Spanish statistical
authorities to EDP related work. Eurostat very mappreciated documentation sent before
the meeting. Eurostat also expressed satisfactontbfe transparent and comprehensive
presentation of the issues by the Spanish statistic¢horities.

First, Eurostat enquired about the institutionabagements and division of responsibilities
with respect to the reporting of data under EDRwvds confirmed that there have been no
changes since the last EDP dialogue visit in 200% Intervencion General del Estado
(IGAE) is responsible for the general government seaoounts and compiles data relating
to government deficiBanco de Espafa (BEgs responsibility for financial accounts and for
compiling data relating to general government ddlie Instituto Nacional de Estadistica
(INE) is responsible for methodological issues relatlngational accounts.

Next, the characteristics of data sources for gowent statistics reporting were discussed.
Eurostat concluded that data source situationdatral government and social security funds
sub-sectors is good. As regards the state goverrsnbrsector, Eurostat took note of the new
IGAE questionnaire. Concerning the local governivgi-sector it was noted that samples
are used, for provisional and also for final acdeun

Concerning the EDP tables, Eurostat took note Hratimputation of the benefits for
government zero interest loans at inception has beeently introduced. It was concluded
that this recording should be considered as prowaiuntil a guidance note on this issue is
prepared by Eurostat.

Eurostat welcomed the progress achieved with adooated work between IGAE arighnco
de Espafiason the improvements @dther accounts receivable / payaldaed Acquisition of
financial assets. Eurostat encouraged the Spanish statistical atigsoto finish the work
before the October 2009 EDP notification.

Eurostat took note of the classification processrnfewly created units based on business
plans, in particular in the State and Local goveentrsub-sectors, and welcomed the follow-
up and close monitoring of these units.

TheBanco de Espafpresented the functioning of regional saving bankSpain.

Regarding the recording of taxes and social camiiobs, Eurostat took note that a statistical
model based on the assessments and declaratiohsawsubsequent adjustment of the
amounts unlikely to be collected, is used. Eurostgtressed some concerns about the
implications of the financial crisis on the methesed and, in particular, how the model is
functioning in such exceptional circumstances. Bpanish statistical authorities explained
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that the short—term movements (positive or negptive not taken into account and that such
implications are neutralised over time. Eurostaited the Spanish statistical authorities to
prepare anote on taxes and social contributions, which ballexamined by Eurostat.

As regards the new VAT refund system for small ameldium enterprises in 2009, the
Spanish statistical authorities agreed to providermation on how many enterprises have
chosen this measure and on the amounts involved.

Government interventions into financial institutprin the context of the financial turmaoil
were also discussed, and Eurostat welcomed thespaaency of the Spanish statistical
authorities in providing to Eurostat all relevamitormation.

Concerning the Public Private Partnerships (PP&pdfat encouraged the Spanish statistical
authorities to complete their analysis of the PRifepts, which are currently under study.

As regards carbon trading rights, Eurostat toole rait their recording, with an impact on
government deficit and explained that this issuk e discussed at a forthcoming OECD —
Eurostat Task Force.

Further Eurostat welcomed the ongoing work on ttesszchecking of direct data sources
with Banco de Espafia data on capital injections.

Some other issues were also discussed such angesmamilitary equipment expenditure,
debt assumptions, debt cancellations and debt -offise It was noted that the recordings
applied are in line with the decisions taken by  dsStat.



Final findings
Introduction

In accordance with article 8d of Council Regulat{&C) No 2103/2005, amending Council
Regulation (EC) No 3605/93 as regards the qualitgtatistical data in the context of the
excessive deficit procedure, Eurostat carried alER@P dialogue visit to Spain on 15-16 June
20009.

The delegation of Eurostat was headed by Mr. Joaniinter. The Directorate General for
Economic and Financial Affairs (DG ECFIN) and tharépean Central Bank (ECB) also
participated in the meeting as observers. Spainreesented by the Instituto Nacional de
Estadistica (INE), Intervencion General del Estd@AE) and Banco de Espafia (BE).

Eurostat carried out this EDP dialogue visit withe taim to review the division of
responsibilities concerning the compilation of EBRtistics and government accounts, to
discuss the quality and exhaustiveness of primatg gources, to clarify the issues relating to
EDP tables raised in the context of previous nmtfons, to examine the statistical treatment
of public interventions relating to the financialrmoil, to review the progress achieved in
implementing ESA 1995 methodology (sectorisationuafts and the implementation of
Council Regulation 2516/2000) and to assure thatipions from the ESA 1995 Manual on
Government deficit and debt and recent Eurostatsies are duly implemented in the
Spanish EDP tables and national accounts.

In relation to procedural arrangements, Eurostptaéxed the procedure, in accordance with
article 8 of Regulation 3605/1993 as amended, atoig that theMain conclusions and
action pointswould be sent within days to the Spanish stasibtauthorities, who may
provide comments. Within weeks, tlirrovisional findingswould be sent to the Spanish
statistical authorities in draft form for their rew. After adjustmentdrinal Findingswill be
sent to the Economic and Financial Committee (EBGJ published on the website of
Eurostat.

In the meeting Eurostat welcomed the transparemt] wstructured and comprehensive
approach by the Spanish statistical authoritieshéoEDP related work. Eurostat appreciated
the documentation provided by the Spanish statisaathorities prior to the EDP dialogue
visit.

1. Statistical organisational issues

1.1. Institutional responsibilities in the framewoik of the reporting of data under the
EDP and government finance statistics compilation

Introduction

Eurostat enquired about the institutional arrangemeand division of responsibilities
in the framework of the reporting of data under B and government finance statistics.



Discussion and methodological analysis

The Spanish statistical authorities confirmed tih@re have been no changes since the last
EDP dialogue visit in 2007. THetervencién General del Estado (IGAHS responsible for
the general government sector accounts and congalk@srelated to government deficit. The
Banco de Espafia (BEgs responsibility for financial accounts and fompiling data related

to government debt. Theénstituto Nacional de Estadistica (INEis responsible for
methodological issues relating to national accaufike three institutions meet regularly to
discuss and resolve methodological or classificajoestions which may arise.

The EDP tables are transmitted to Eurostat by BH{s role is to coordinate the compilation
process.

Findings and conclusions

Eurostat took note that there were no changes ef itistitutional arrangements and
responsibilities, in the framework of the reportiofydata under the EDP and government
finance statistics compilation, since the last Elddtogue visit to Spain.

1.2. EDP inventory
Introduction

Eurostat thanked the Spanish statistical autherfie providing an updated version of the
EDP inventory. The EDP inventory is published he twebsite of Eurostat as well as
nationally in the website of IGAE.

The data sources and methods used for generalrgoeat deficit and debt compilation, as
described in the EDP inventory, were discussed.

Discussion and methodological analysis

It was noted that the update of the EDP inventogmiy related to the financial accounts,
documenting improvements of data sources. Euragkiomed this work.

The Spanish statistical authorities informed Ewbabout their intention to revise the EDP
inventory in order to improve user-friendlinesstbé current format. Eurostat explained its
ongoing project to improve the general format ofFEDventories. In this context Eurostat
invited the Spanish statistical authorities to seair ideas / proposals for a new format of the
EDP Inventory.

As regards data sources in the central governmehtsactoy the Spanish statistical
authorities confirmed that direct sources are usé&tie basic information for the State is
obtained from the Accounting Information Databayst&n (SIC -Sistema de Informacion
Contable) which is an official database containing all mf@tion on expenditure and
revenue of the State.
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It was also confirmed that no estimations are ngddethe independent bodies included in
this sub-sector as all data is already availalidéte first EDP notification (but the accounts
are not yet audited).

As regards the social security funds sub-sedt@ Spanish statistical authorities confirmed
that the accounts @ervicio Publico de Empleo Esta@PEE]J are included in the working
balance. In 2008, an additional extra-budgetaryeeggure for the unemployment benefits
occurred, which was not included in the workingdnake as it was not foreseen in the budget.
This issue was discussed in more detail under 2dn{EDP table 2D).

The Spanish statistical authorities also confirntleat direct information available on the
social security funds sub-sector provides 100 Yerye.

Findings and conclusions

The Spanish statistical authorities agreed to aect the information in the EDP inventory
on estimations for the bodies included in the cealtgovernment sector before the October
2009 EDP notification(Action point 1).

Eurostat invited the Spanish statistical autharite send their ideas / proposals for a new
format of the EDP Inventory.

Eurostat concluded that data source situationHercentral government and social security
funds sub-sectors is good.

1.3. Data sources for state and local government
Introduction

When direct data sources are not available, otttbract data sources are used. This is mainly
the case for the sub-sectors state governm@um(nidades Autonomasand local
government, where there are difficulties to obtdirect information for a large number of
units.

As regards the state government sub-sector, thet fiotification and half-finalised
notification data are collected with g&a8dardised accounting information questionnaifée
guestionnaire is sent by IGAE to all Zomunidades Auténomakinalised accounts are
based on General Accounts of eaclthef Comunidades Autonomas.

Local government non-financial data are based ampkes, for provisional and also for final
accounts.

Discussion and methodological analysis

The questionnaire used in the state governmentsscdior was designed by IGAE and
approved by the Council of Fiscal and FinanciaidoMhich is a coordination body between
the State an€omunidades Autbnomashis questionnaire was further revised / improired
March 2009. This revision will not result in theckaard revision of data, but will provide
additional qualitative information for the existinigta. The IGAE also explained that there is
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no legal obligation for th€omunidade®uténomas to fill in the questionnaire. However, as
it is also in the interest of the regional governtseto ensure a good quality of data, the
response rate is (about) 100 %.

As regards data sources in the local governmentssator it was clarified that the sample is
exhaustive foDiputaciones, Consejos Insulares, Cabildos Insidatapitals of the provinces
and, finally, for local entities whose populatiandver 50,000 inhabitants (and not 5,000 as
previously stated in the EDP inventory and 2007aFfmdings of the EDP dialogue visit to
Spain).

The first notification data of the local governmenb-sector are based on statistical models,
developed by INE. INE further explained that nareotions are made to the results, only
qualitative checks. For half-finalised and finatlsgata, samples are being used as described
above. INE also explained that work is under wayselecting a sufficiently representative
sample of local governments to provide direct infation on the local government sub-sector
for the first notification, within the time limited by the EDP Regulation. The Spanish
statistical authorities also explained that althotigere is no legal obligation for the units to
respond, the response rate is rather high.

The Spanish statistical authorities further exmdinthat almost all source data are already
available for the half-finalised accounts. TB&nco de Espafiadded that data on debt of the
local government for the six biggest city counoisnore than 100,000 inhabitants is checked
every quarter.

Then Eurostat enquired about the accounts revigioness and whether any analysis of the
revisions is being made. Basic information of #eril (first) notification is revised and
complemented with half-finalised data in th@ctober notification (second)For the
completion of the finalised accounts, informatienmproved with flows of other sub-sectors,
additional information supplied by various repogtaiepartments and from annual accounts of
foundations and public corporation©dtober t+1 notificatiofh. The Spanish statistical
authorities said that no analysis of data revisitas been made.

Eurostat also asked whether there is some coorlégtween revisions in state government
and local government data. It was confirmed thatrévision of data in the state government
sub-sector is not directly related to the revissbdata in the local government sub-sector.

The Banco de Espafiaxplained that for these two sub-sectors a tegtmogess has been

established on a quarterly basis in order to compata on debt compiled through indirect
data sources (data obtained from state and locatrgments) with information available

from direct data sources (internal records ofBa@co de Espafja Data on debt are always

validated with an agreement of regional or localegoments. If a discrepancy is found, than
information is checked directly with the financiaktitutions (i.e. bank) involved in order to

find a reason for a discrepancy.

Findings and conclusions

As regards the state government sub-sector, EutirdstZk note of the new IGAE
questionnaire, which will provide additional infoation for this sub-sector.

Eurostat encouraged the Spanish statistical autl@s to make an analysis of data
revisions for state and local government sub-sestby the end of 200@Action point 2).



Eurostat welcomed the established procedure focrbes-checking of debt data by B&nco
de Espafdor the state and local government sub-sectors.

2. Follow-up of the April 2009 EDP reporting — anasis of EDP tables
Introduction

Eurostat analysed the EDP tables and the questremetated to the EDP notification tables,
as reported in the April 2009 EDP notification.

The Spanish statistical authorities informed Ewbgtat they would be ready to fill in the
new version of the EDP related questionnaire imQhber 2009 EDP notification.

EDP table 1
Discussion and methodological analysis

Eurostat noted that there were revisions of datboong-term loans for the period 2005-2007
and that there were no revisions in deficit datae Bpanish statistical authorities clarified
that these revisions were due to the imputatiofoahs in central government sub-sector,
which corresponded to the imputed financial coyp#dr (loan) of Gross Fixed Capital
Formation (GFCF). As the payment of the infrasuiuetis at the end of the period, loans are
imputed during this period. The imputed loans do inolude any interest. The counterpart
GFCF is recorded at the end of the period. Thissiewv was a result of the joint work
betweerBanco de Espafiand IGAE on the improvements of data sources.

Findings and conclusions

Eurostat took note of the revisions of data on {targn loans and congratulated the Spanish
statistical authorities on the improvements.

EDP tables 2
Discussion and methodological analysis

The working balances in tables 2A-D are on a mikasis and correspond to the balance of
non-financial transactions of each sub-sector. &la@e on accrual basis, i.e. allocation of the
transactions is made according to the real flogads / services and not when the financial
flows occur. The Spanish statistical authoritiesfcmed that the only exception is for
interest, which is recorded on a cash basis.

Eurostat took note that an imputation of the besdbr government zero interest loans at
inception has been recently introduced, which $icgmtly worsened the government deficit
in 2008. The imputation was included un@her adjustmenin the EDP table 2A.

The Spanish statistical authorities were of thenigpi that this adjustment is fully in line with
ESA95 rules and the text of tHESA95 Manual on Government Deficit and Dels this
issue is currently being discussed at Bieancial Accounts Working Groyn the basis of
which Eurostat will prepare a guidance note, Eatoabted that this recording should be
considered as provisional. The Spanish statistinfiorities indicated the urgency of having
this guidance before their 2008 data becomes finahe 2010 April EDP notification).



In April 2009 a new adjustmetipcal investment fund/as introduced in the EDP table 2A,
and includes transactions of thEchdo Estatal de Inversion Localcreated by the Royal
Decree-Law 9/2008. This fund is not a legal erdityl it has been designed for funding local
government investments in 2009. In the Budget, edipere was already registered in 2008.
However, for national accounts purposes, it willdoeounted for at the time of the transfer to
the local government, i.e. in 2009.

The Spanish statistical authorities further exdithe expected recording of flows related to
this fund. In national accounts, the transactidrthis fund are considered to be carried out by
the State. A capital transfer (investment grant) e recorded from central government to
local government sub-sector. There will be no ingac deficit of the local government as

expenditure and revenue will be recorded at theestime. Thus the impact will be on the

central government deficit in 2009 (in the EDP ¢abh).

Eurostat noted consistent negative adjustmentearrdw "Difference between interest paid
and accrued" in the local government sub-secto([Eble 2C), although for small amounts.
IGAE explained that this data are obtained fronirtgeestionnaire and has not been analysed
in more detail. Eurostat suggested to monitovéstigate this issue.

As regards the social security funds sub-sectorpgfat took note that transactions of the
Servicio Publico de Empleo Estaf@PEE) are included in the working balance. It aE®
noted that in 2008 there were additional extra-letmty expenditures of 1.9 billion euro for
unemployment benefits, which impacted the defitiihts sub-sector (via other adjustment in
the EDP table 2D). From 2009 onwards these additioasts will be borne by the budget
(central government sub-sector). Thus no additiad@istment is foreseen for social security
funds data in 2009. This recording was chosen asSffanish statistical authorities were of
the opinion that this is an obligation of the cahigovernment and not of social security
funds. In 2009, this extra-budgetary expenditurexigected to amount around 1.7 billion euro
(to be included in the working balance in EDP tdblg.

Findings and conclusions

Eurostat undertook to produce a guidance note oretstatistical recording of government
loans granted at zero or low interest rate by theleof 2009(Action point 3).

Eurostat took note of the expected recording afi$loelating to thé.ocal Investment Funith
2009, and of the extra-budgetary expenditure ferutemployment benefits.

Eurostat suggested monitoring the row "Differenegnveen interests paid and accrued" in the
local government sub-sector (EDP table 2C).

EDP tables 3

Discussion and methodological analysis

During the October 2008 EDP notification round, IMErmed Eurostat about a coordinated
work between IGAE (non-financial accounts) @anco de Espafnéinancial accounts) to

improve the breakdown dther accounts receivable / payatdad Acquisition of financial
assets



All the revisions in the EDP tables 3 were the lesfithis coordinated work. In the April
2009 EDP notification, data ofcquisition of financial asset$oans and shares and other
equity) andOther accounts receivables / payablgsre improved. The revisions were made
only in the financial accounts.

The following problems were identified and improved
- double counting of some transactions (as finarasidl non-financial);
- some transactions did not have a proper countergartnation.

The Spanish statistical authorities also reported they expect to finalise the work by the
October 2009 EDP notification. Expected improversentll relate to further analysis of
Currency and depositthowever no big modifications are expected) &ither accounts
receivable / payableThese improvements will also lead to a reductdrthe statistical
discrepancy.

Eurostat welcomed the progress made in this ardastmassed the importance of improving
the breakdown of receivables and payables and qoesdly reducing the statistical
discrepancy.

Eurostat further enquired about the content oflitteeAppreciation / depreciation of foreign-

currency debtand Other volume changes in financial liabilitie¥he Spanish statistical

authorities confirmed that some government deldesominated in foreign currency, i.e.
mainly in US dollars and Japanese yen. Thus tleeAppreciation / depreciation of foreign-

currency debtelates to the valuation changes caused by theaagehrate fluctuations. As

regards the lin®ther volume changes in financial liabilitigs related to a write-off of peseta

coins in 2008 in EDP table 3B and to early redeamstiof loans in the central government
and social security funds sub-sectors in 2007 &082

Findings and conclusions

Eurostat welcomed the ongoing work by the BancoEspafa on the improvements of the
financial accounts and encouraged them to finishehwork, notably the breakdown of
receivables and payables, before the October 20D® Eotification (Action point 4).

Eurostat took note of the explanations of the lkmpreciation / depreciation of foreign-
currency debandOther volume changes in financial liabilities.

3. Methodological issues and recording of specifgovernment transactions

3.1. Delimitation of general government, applicatio of market / non-market rule in
national accounts

3.1.1. Changes in sectorisation since last EDP ¥ig1 February 2007
Introduction

The creation of a new public unit has to be endbisethe cabinet or by the Parliament, in
the case of the State, or by the equivalent regionkbcal bodies for the remaining general
government sectors. The Working Group composedN#y, Banco de Espaniand IGAE
analyses the sector classification of these udétgrmining which are the units that according
to ESA95 are to be classified inside general gavennt.
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A database (Sectorisation of Institutional Unitstdbase) is available on the website of the
Bank of Spaifl

The Spanish statistical authorities provided an atgl exhaustive list of all general
government units by sub-sector.

Discussion and methodological analysis

As regards the sector classification of units, $ipanish statistical authorities explained that
there were no substantial changes since the laBtdt&logue visit.

The Spanish statistical authorities also explaithed there was one borderline case observed
since the last EDP dialogue visit (ICF Equipameats], after examination, it was judged to
be classified inside general government.

The foundations / public corporations with simitéwaracteristics are classified by "blocs", for
reasons of practicality.

The classification process is composed of three rst@ps:

- step 1: is the entity an institutional unit;

- step 2: does the institutional unit have an autonofrihe decision;

- step 3: are more than 50% of production costs eavby sale (50% rule). As the actual
accounts are not available for the newly createisunsually the business plans are
examined.

All public enterprises are being followed up (monéd) with a systematic check of the 50 %
rule every five years. In the case of the newhatd units, the differences between business
plan and actual accounts data are examined. Ihalysis of the actual accounts reveals that
the unit should have been classified inside gergaérnment, than this unit is re-classified
inside general government from the time when it wrasited.

The Spanish statistical authorities also confirrtiead if a unit does not have any revenue, it is
automatically classified inside general government.

Findings and conclusions

Eurostat took note of the classification processrnewly created units based on business
plans and welcomed the follow-up and close momtpdf these units.

3.1.2. Public utility (water, heating) companies, pblic hospitals, universities
Introduction

There are 12 water companies operating in Spaih dh& included in the non-financial
corporation sector. The government pays each yaauats to these entities and records it as
acquisition of shares. These companies can havateriunding. After analysing its accounts,
in the previous EDP dialogue visits, Eurostat agtbat the water companies were classified
in the non-financial corporation sector.

? http://wwwa.bde.es/bsd/BsdCambioldiomaServletPidisen
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All public hospitals and universities in Spain atassified inside general government.
Discussion and methodological analysis

The Spanish statistical authorities confirmed thater companies are profitable.

Eurostat noted that all public hospitals and ursiiers are classified inside general
government.

No other specific issues were raised at this point.

Findings and conclusions

Eurostat thanked the Spanish statistical autherif@ filling in the questionnaires on
hospitals and universities.

3.1.3. Public corporations controlled by state anébcal government
Introduction

The Spanish statistical authorities provided atshote on the public corporations controlled
by state and local governments. All Comunidades Autonomd€CAA) and more than
9000 local government units (CCLL) have the rightestablish new dependent entities. At
least once per year, IGAE requests information fO@AA and CCLL on the creation of
such new entities.

In the recent years, the competence of the Ministdyinance has been strengthened by law.
CCAAs and CCLLs are obliged to create an inventiryguch units and provide it to the
Ministry. In addition, they also must provide to A& all information needed for the
classification of these units. The responsibility the classification is within the Working
Group.

The Spanish statistical authorities provided datahe debt of public corporations controlled
by government and not included inside general gowent as well as those which are
classified in the general government (and reparigdde EDP tables).

Discussion and methodological analysis

For the classification process of public corponagigee item 3.1.1.

Findings and conclusions

Eurostat took note of the classification procespudilic corporations controlled by state and
local governments.
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3.1.4. Public banks
Introduction

Savings banksGajas de ahorrorsare an old and peculiar form of financial inditas in
Spain, and display a set of particularities retataoth to the significant social content of their
action and to their strong regional roots. Theyrarelisted or traded in the stock market.

They allocate a high percentage of the profits thegerate to financing social and cultural
projects. The close relationship savings banks haith the region in which they are
established is another of their distinctive feature

Discussion and methodological analysis

Eurostat enquired on the extent of the control thate governments have in saving banks.
TheBanco de Espafpresented the functioning of regional saving bank3pain.

Firstly, the similarities with other banks were ggated:

- The same laws apply for saving banks as for othak® and they are the subject of same
obligations. They function under the regulatiortt@dBanco de Espafa

- Their main financing comes from deposits;

- They can operate outside Spain.

The biggest difference between the saving banks aihdr banks is that profits are not
distributed, but are intended for charitable, soaml cultural activities.

The highest governing and decision-making bodyefdaving bank is the General Assembly,
which consists of representative of regional andal (municipalities) governments,
depositors, employees and corporate founders. # evaphasised that there is a limit for
government participations and it can not exceedd().e. representatives of state and local
governments). Hence government can not have a ityagontrol in the General Assembly.

The main purpose of government involvement in theirgy banks is to administrate the
charitable, social and cultural activities of ttenk, and to define general policy of the bank.

The Spanish statistical authorities added thatn#eire of savings banks could be more
assimilated to the private non-profit sector tharthe general government sector. They are
non-profit-making social institutions and are cibsd as monetary institutions (credit
institutions). In general, they are profitable aheéy are increasing their market share in
Spain.

Findings and conclusions

Eurostat took note of these explanations.
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3.2. Implementation of accrual principle
3.2.1. Accrual taxes and social contributions

Introduction

The Spanish statistical authorities use a statistivodel based on the assessments and
declarations with a subsequent adjustment of theuats unlikely to be collected. This
econometric model for the estimation of the amoumitkely to be collected was developed
by INE and it is based on a system of accumulatedages.

There are two types of assessments:

- declarations-settlements: assessments where taspagelare their tax liabilities and pay
the corresponding amount;

- previously contracted settlements: assessmentswheramount of tax due is calculated
by the Tax Administration.

Discussion and methodological analysis

The Spanish statistical authorities explained thate are no updates to report to the methods
used for calculation of accrued taxes.

Eurostat enquired whether there are any implicatiohthe financial crisis on the method

used and, in particular, how the model is functignin such exceptional circumstances as
financial crisis. The Spanish statistical authestexplained that short-term implications are
not taken into account in the model. The model askiovard oriented and self-corrects /

adjusts over time.

As Spanish statistical authorities explained, tharfcial crisis has short-term implications.

Some enterprises might not be able to pay taxésoin2 years, but they will be paying again

in the long-term (i.e. in 5-10 years). It was atsplained that in the past, neither positive nor
negative short—term movements were taken into axtcéurthermore, it was stressed that in
the past there were more positive effects than tneg@anes. All these implications are

neutralised over time in the model.

The Spanish statistical authorities also confirntieat in case the crisis would have longer
consequences then the model would have to be adjust

Eurostat expressed concerns about the timing igsihe government would be cancelling
taxes due to the crisis. The Spanish statisticHiagities assured that so far that were no
cancellations of taxes from government to enteggri@ax amnesties). There was only re-
scheduling of tax payments due to liquidity probdéeimsome enterprises.

In addition, the table 1 o®ther receivables/payables relating to taxes antuacsocial
contributions of general governmesftthe EDP related questionnaire was examined. $fairo
noted that the amounts of transactionsQther accounts receivable relating to social
contributions (D.611have been negative since 1999. Eurostat enquitexther there is a
particular reason for it. The Spanish statistaathorities explained that this is probably due
to the historical impact from the years 1995 -198B6en large amounts of receivables were
recorded. This might still influence the model. &tat noted that the same pattern was also
observed for the total taxes, but there are no theg@amounts of transactions @ther
accounts receivable relating to total taxes
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It was agreed that the Spanish statistical auieentould prepare a note on taxes and social
contributions. This note shall include explanatiohshe historical impact, as well as data on
total revenue from assessment and declarations reasived and amounts of taxes and social
contributions not collected. This will be examinkby Eurostat, also in the context of the
present financial crisis.

Spain introduced a one-off measure (revenue redycannew VAT refund system in 2009
for small and medium enterprises (SMES). In thd ffesse businesses claimed quarterly, but
now they can voluntarily submit monthly claimsthey change to monthly claims, they must
remain with this (with no chance to go back to tgrdy claims). This will have a one-off
impact on the 2009 government deficit. Eurostaedsio receive information on how many
enterprises have chosen this approach and on therdasinvolved.

Findings and conclusions

The Spanish statistical authorities agreed to prepaa note on taxes and social
contributions, including explanations of the histaral impact, as well as data on total
revenue from assessment and declarations, cashiveckand amounts of taxes and social
contributions not collected. This note is to be prded by the end of 200@\ction point 5).
The Spanish statistical authorities agreed to prd@iinformation on how many enterprises

have chosen a new VAT refund system in 2009 andtw amounts involved by the end of
2009(Action point 6).

3.2.2. Accrued interest

Introduction

The methodology for the calculation of governmertraed interest payables was discussed.
Discussion and methodological analysis

The calculation of accrued interest for securitiages across the sub-sectors. For the State, a
"security-by-security" approach is used and in ot@ernment sub-sectors estimations are
made because such detailed information is notawail The interest is accrued across the life
of the security.

Eurostat noted that 90 % of all government seagisire issued by the State.

The Spanish statistical authorities said that @#eyin the process of applying the "security-
by-security" method for calculation of accrued et also in other government sub-sectors,
notably in the State government sub-sector.

Findings and conclusions

Eurostat welcomed the ongoing work on the appbecabdf "security-by-security” approach
for the other government sub-sectors.
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3.3 Recording of specific government transactions
3.3.1 The financial turmoil: actual cases and accauing consequences for government

Introduction

In 2008, the Spanish government adopted severatures to help stabilise the financial

system, such as:

- regulatory changes on the raising of the ceilingyoarantees granted to depositors (from
20,000 to 100,000 euro);

- the creations of a Fund for the Acquisition of Ficial Assets (FAAF)

- granting of State guarantees for new financing apers by Spanish resident banks;

- the acquisition of securities suitable for shonupgcredit institutions™ capital by the State
(not used in 2008).

The Fund for the Acquisition of Financial AssefiSAAF) has no legal personality; it is
assigned to the Ministry of Economy and Financeugh the Secretariat of State for the
Economy and is administered, managed and steeredStgering Council and an Executive
Committee. The aim of the FAAF is "to boost finargiby financial institutions to
individuals and firms". The FAAF is intended to tEmporary and will be wound down
naturally as and when markets return to normalfittancing will arise from the issue of
government debt. The contribution of the fund i®&0vas 9.3 billion euro, extendable to 50
billion euro in 2009. To meet these objectives,FAAF will acquire from credit institutions,
on a voluntary basis and under market conditiongh-guality Spanish financial assets
backed by loans granted to individuals, firms aod-financial institutions. As regards the
classification of the FAAF, it was decided thaisitnot an institutional unit and should be
classified under the general government sectaharcentral government sub-sector.

The activity of theOfficial Credit Institute (ICO)was stepped up in 2008 and, in particular, in
2009 to facilitate credit to businesses. In 2008, $tate guarantees for securitizing loans to
SMEs were increased as well as ICO guarantee foresecuritisation of mortgage loans to
buy social dwelling. In 2009, allocations to exigtilCO funding lines have been increased
and new funding lines were created.

In March 2009, th&anco de Esparfieescued th€aja Castilla La ManchgdCCM), a Spanish
savings bank, in order to tackle liquidity and ¢alpproblems linked to a steady deposit
withdrawal triggered by the increase in defaultspeeially in the mortgage sector. The
executive Commission of tiganco de Espafnadopted the decision to replace the governing
bodies of the institution.

Discussion and methodological analysis

Firstly, Eurostat enquired about the situatior-ahd for the Acquisition of Financial Assets
(FAAF). It was explained that it is not purchasing furteecurities at the moment as there is
no need. It was also confirmed that no securiteagetyet been sold.

Secondly, Eurostat enquired about the rescue operat Caja Castilla La Manchaand in
particular whether there have been any capitatiige by the Bank of Spain. The Spanish
statistical authorities stressed that it was meaglyntervention of th®anco de Espafand
not of government. Further it was assured thataptal injection was given tGaja Castilla

“El Fondo para la Adquisicion de Activos FinanciefeAAF)
16



La Mancha.lf there would have been a capital injection, tlitewould have no impact on
government accounts as it would be given byRbados de garantia de depdsited)ich is
classified outside general government.

This fund was created in the beginning of 1990'd aimce then the Spanish banks are
financially contributing to it. It was also furthelarified that theBanco de Esparidecides if
an intervention of this fund is necessary.

The Spanish statistical authorities confirmed thaovernment guarantee was given to this
bank. Therefore, the only impact of this rescuerai@n on the government accounts would
be if the guarantee would be called.

Finally, Eurostat enquired about ICO operationseutaken on behalf of government in the
context of financial crisis and its recording. Theanish statistical authorities stated that ICO
operations, undertaken on behalf of governmenther dontext of financial crisis, are not
included in the accounts of ICO and are includedha accounts of government. A part of
them are recorded as a capital transfer in the DR 2A. In the case of loans granted by
ICO to non-financial corporations at favourable ditions in the context of the financial
crisis, the difference between the market interagt and favourable interest rate is booked as
an expenditure of government (via capital transfer)

As regards ICO, Eurostat also said that it wouldnexe the 2008 capital injection by
government into ICO during the next EDP notificatfrocess (see action point 7 below).

Findings and conclusions

Eurostat took note th&und for the Acquisition of Financial Assets (FAA$hot purchasing
further securities at the moment and that so fasauurities have been sold.

As regards the rescue operationG#ja Castilla La Manchat was noted that there was no
capital injection and that only a government gutanwas given. The only impact on
government accounts would be if the guarantee weldalled.

Eurostat noted thaOfficial Credit Institute (ICO) operations, undertaken on behalf of

government in the context of financial crisis, ac included in the accounts of ICO and are
included in the accounts of government.

3.3.2. Guarantees

Introduction

The Spanish statistical authorities provided tls¢ &f all outstanding guarantees, by sub-
sectors, guarantees called and repaid. In 2008 utstanding stock of guarantees amounted

to about 1.1 % of GDP. The percentage of guarami@ésd was very low.

Also the list of CESCEoperations, i.e. amounts paid by the State to GES@s provided.

®> Compariia Espafiola de Crédito a la Exportacién
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CESCE was already discussed with Eurostat in teeEp@P dialogue visits and it was agreed
that those amounts are always classified as ottat transfers (undé€dther adjustments
the EDP table 2A).

Discussion and methodological analysis

The Spanish statistical authorities confirmed #daamounts paid by the State to CESCE are
treated as capital transfers. It was also confirtiiad the only operation of government in
CESCE is related to guarantees and that no capjgéation was given to it.

Furthermore there was a discussion of$leeuritisation Fund (Fondos de Titulizaciomhis
fund is classified outside general government (8.12he guarantees granted in 2008 by the
State to the Securitization Funds are guarantessdarities issued by the fund, for the loans
granted by credit institutions to SMEs. Since 199@ State annual budget laws authorize
the guarantees on securities issued by Securtiz&tunds. Moreover, these laws also lay
down the maximum amount of new guarantees (3 hiliaro in 2008) and also the limit of
the guarantees stock (7. 7 billion euro in 200B)e Spanish statistical authorities confirmed
that so far no guarantee has been called. The paysl a guarantee fee to government. The
limit of the guarantees stock in 2009 is 11 billeuwro, i.e. an additional 3. 3 billion euro of
new guarantees can be granted to this fund.

Findings and conclusions

Eurostat took note of the explanations on the guaes granted by the StateSecuritisation
Fund (Fondos de Titulizacion).

3.3.3. Military equipment expenditure
Introduction

The recording of military equipment follows the Bstat rules. Amounts are being recorded
on a delivery basis from direct sources (Ministhpefence).

Discussion and methodological analysis

Eurostat noted that the stocks@ther related assets of governmesgd shown in the Table 6
of the EDP related questionnaire, are very high aedeven increasing. In 2008 it amounted
to about 0.69 % of GDP.

The Spanish statistical authorities explained that high stocks in other related assets of
government are considered as loans. Governmentragidmng cash in anticipation to
constructors of military equipment for the equipitnégrat is being built over many years. The
government recognises the liability, but pays fo equipment later. On the asset side, the
long-term instruments are recordedl@ans and the short-term instruments are recorded as
Other accounts receivableOn the liability side, all instruments are recmtdas Other
payables

The delivery of military equipment being built overany years is foreseen in the coming
years, which will reduce the stocks of other ralassets.
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The Spanish statistical authorities also explaithed all research and development (R&D) is
related to the future manufacturing of military dscand will therefore be recorded at the
time of delivery.

Findings and conclusions

Eurostat took note of these explanations.

3.3.4. Debt assumptions, debt cancellations and dehrite-offs
Introduction

Debt cancellations towards third countries (Pahig)care made by th€ondo de Ayuda
Oficial al Desarrollo (FAD). TheFAD is an entity that is in charge to provide inteioraal
development aid by credits or grants. It is notirastitutional unit and it is included in the
State accounts. Debt cancellation is recorded lasr atapital transfers whenever there is a
cancellation.

ICO (Official Credit Institute)s a “development bank” whose capital is 100% Stataed. It

is entrusted with performing operations orderedhsy State and its credits are recorded on
the assets side of its balance sheet. If debbisrepaid and the State decides to release
borrowers from their repayment obligation, a cdpitansfer is recorded from the State to
borrowers.

Discussion and methodological analysis

The Spanish statistical authorities confirmed thatrecording of the debt assumptions, debt
cancellations and debt write-offs has not changed.

Findings and conclusions

Eurostat took note on these explanations.

3.3.5. Capital injections in public corporations, dvidends, privatization
Introduction

Capital injections are analysed according to thesrestablished in the MGDfinancial or
non-financial). Only injections to profitable conmpas or to certain international financial
institutions are considered to be equity injectiofe list of all capital injections by sub-
sectors was provided by the Spanish statisticéilcaities.

Discussion and methodological analysis

The Banco de Espafaxplained that only total amounts of capital itij@ts are received
from their own data sources and that no informationindividual capital injections is
available. Eurostat enquired how it is then distisged between financial and non-financial
capital injections. Thé&8anco de Espafaxplained that in this case IGAE data sources are
being used. Eurostat took note that IGAE data ssuace used fdhares and other equity

® ESA 95 manual on government deficit and debt
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the EDP tables 3.

The regional and local governments send to IGAEligteof all capital injections that they
consider as capital transfers. The IGAE also adtatithe state governments are obliged to
analyse individual capital injections as e@dmunidad Autonomiaas its own limit on debt.

It was further stressed by the Spanish statistcahorities that the amounts of financial
capital injections are very small, and the majonfycapital injections are classified as a
capital transfers (especially in the state andllgoaernment sub-sectors). The IGAE also
explained that the Working Group decides on thestii@ation of capital injections by the

central government sub-sector.

The Spanish statistical authorities informed Ewbstbout the ongoing work on cross-
checking of direct data source (IGAE) wBlanco de Espafdata on capital injections.

The capital injection to ICO in 2008 was discusdearostat noted that the whole amount of
capital injection was recorded as an equity ingatGtiand it was not split into non-financial
and financial elements as in 2007. The INE stdtatthe part of capital injection in 2007 was
classified as capital transfer due to the Eurostgjuest during the April 2008 EDP
notification. Eurostat was of opinion that a pafrtcapital injection which derived from the
cancellation of a loan granted by the State tol@@ should not be classified as an equity
injection. The Spanish statistical authorities dat agree with Eurostat’s view, but however
agreed at that time to re-classify it. Their opmigas that the conversion of the State loan to
a capital contribution was due to strictly finan@ateria and not a public policy matter.

The IGAE also confirmed that ICO is a profitabletegprise with positive reserves. There
were no conditions attached to the equity injecbgrthe State in 2008. Eurostat concluded
that it will reflect on the equity injection by ti&tate to ICO in 2008.

The Spanish statistical authorities also confirrtiet capital injections by SEPI on behalf of
the State are still recorded as agreed during tbeiqus EDP dialogue visits. All flows
relating to consolidation or restructuring of laesking companies and the flows relating to
the social liabilities of failed companies are oeted via government (under Other
adjustments in the EDP table 2A).

Findings and conclusions

Eurostat welcomed the ongoing work on the cross-gkiag of direct data source (available
in the IGAE) with Banco de Espafia data on capitaljéctions and encourage them to
finalise this work (and send the results to Eurogthy the end of 200QAction point 8).
Eurostat will reflect on the capital injection undeken by government to ICO in 2008,

recorded as financial transaction, before the Oc&sl2009 EDP notification(Action point
7).
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3.3.6. Public Private Partnerships (PPP)
Introduction

The Working group regularly sends letters to erejwn PPP operations at sub-national
levels, with an obligation for government units report PPP at least once a year, with
descriptions of contractual arrangements, admatise and technical details.

In all the cases where the partner is private Spp@nish statistical authorities reported, during

the last EDP dialogue visit, that it was possiblelbserve the following:

- the construction risk is always on the side of pinate partner. The only exceptions
when government might be at risk are exceptiorrguonstances such as terrorist attacks
or natural disasters;

- the demand risk is generally not transferred toptineate partner. Although some contract
might transfer some of the demand risk, this transgfas generally found insufficient.
There was only one case, where the risk was traesf€o the private partner;

- the availability risk is always transferred to trévate investor and it is usually measured
through quality indicators.

During the 2007 EDP dialogue visit, the Spanishidteal authorities confirmed that the
treatment of PPP projects was in line with the Btabrules.

The updated list of all PPP projects was providgdhe Spanish statistical authorities prior
the EDP dialogue visit.

Discussion and methodological analysis

Eurostat noted that several new PPPs had beermledisince the last EDP dialogue visit, and
that most of them are classified on the balancetsbfegovernment. It was also observed that
five PPPs were re-classified on the balance shiegowernment. The Spanish statistical

authorities explained that these individual PPPtremts were analysed in the meetings of
three institutions involved in government finanssues (Working Group) and it was decided
to classify them on the balance sheet of governnignbstat welcomed the progress made by
the Working Group.

Eurostat further enquired about particular PPPegtsj reported in the table 7 of the EDP
related questionnaire - hospitals in Madrid anddmg of highways in some regions - as well
as the justification for their recording in natibaacounts.

The Spanish statistical authorities confirmed thadry individual contract was analysed, and
there was no analysing by "blocks" of contracts.

In the case of the hospitals in Madrid, the Work{aigoup observed that only in the case of
one hospital was the risk not sufficiently tramsfd to the private partner (similar to

hospitals in Valencia); while the PPP projectstfoe other hospitals in Madrid showed that
the risk was sufficiently transferred to the prevagrtner.

Eurostat also noted that all highways in Galiciagcept one are on the balance sheet of
government. The Spanish statistical authoritiedagmed that the contract, which is classified

off the balance sheet of government, does not goatparticular clause on PPP duration. The
opinion of the Working Group was that "clause 6'tled contract'®articular Conditions and
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Technical Specificationeelated to the duration of the PPP has a decisifheence on the
sector classification of the PPP asset. The linmtposed with this clause attenuate
significantly the deductions and rewards mechanimad, therefore the transfer of risks and
rewards to the private partner does not comply #hil required terms in the manual on
government deficit and debt. Eurostat was consultethis issue and agreed with the opinion
of the Working Group

Eurostat also enquired about "clause 77", whiclegigovernment the possibility to amend or
change the contract for public interest purposeschanges the maximum tariffs of royalties
paid to the private partner so to re-establisheb@nomical balance of the concession. The
Spanish statistical authorities explained thaP&P contracts in Spain contain such a clause.
The opinion of the Working Group was that this skawllows government to amend the
contract for duly justified reasons of public irgstr and that it is included in the contract as a
contingency measure. In case this clause woulcctreated it would result in a re-allocation
of the assets to the balance sheet of governmes Wie amendment was approved, with an
immediate impact on government deficit and debt.

It was also explained that all individual contraet® analysed, even in the case that the
partner is a public corporation. There is no rutattin such a case the PPP would be
automatically on the balance sheet of governmeatwever, until now the assets of all such
projects were decided to be on the balance shegva@rnment.

There are currently several contracts under stydird Spanish statistical authorities.

Findings and conclusions

Eurostat took note of these explanations.

Eurostat stressed the importance of completing trealysis of PPP projects, in particular

the PPP Hospital de Burgos, which is currently urdgtudy, before the October 2009 EDP
notification (Action point 9).

3.3.7. Others: EU flows, sale and leaseback operatis, securitisation, Swaps, Carbon
trading rights

Introduction

Eurostat enquired on EU flows, sale and leasebgekations, securitisation, swaps and
carbon trading rights.

" The advice of Eurostat and the reply from the Sgfestatistical authorities is publicly available the website
of Eurostat:

http://epp.eurostat.ec.europa.eu/portal/page/ggoedrnment finance_statistics/documents/ES 2008nSEl|
assification_of _the assets%20in_the PPP.pdf

http://epp.eurostat.ec.europa.eu/portal/page/pooarnment_finance_statistics/documents/ES_200&8nS@l
assification_of the assets_in_the PPP_An.pdf
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Discussion and methodological analysis

EU flows are recorded according to Eurostat ruleshie public accounts for the State

government. For local government, amounts are begangrded on a cash basis as it is not
practical to ask to all the local communities aaaxeporting of these amounts. However the
Spanish statistical authorities confirmed thatah®unts involved are very low.

The Spanish statistical authorities confirmed ttietre were no sale and leaseback and
securitisation operations in recent years.

As regards swaps, it was noted that there is onhegligible number of swaps used by
general government bodies. It was confirmed thafioreal governments also have the
capacity to use them and that information is abéélat theBanco de Espafa

As regards the Carbon trading rights, the Spantatisgcal authorities explained that the
contributions to the Carbon Funds are recorde®ter Capital Transfer¢D.99), as no
future benefits are expected. Eurostat took not@isfrecording and explained that this issue
will be discussed at a forthcoming OECD — Euro$tsk Force. The work of this Task Force
is expected to be completed at the beginning 00201

Findings and conclusions

Eurostat took note of these explanations.

4. Other issues

It was noted that EDP and ESA tables are consistent
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