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Eurostat Follow-up methodological visit to Greece,
15-19 September 2008

Main conclusions and action points

Background

In the News release of Eurostat on the provisiogovernment deficit and debt no 54/2008 of
18 April 2008, reservations were expressed witlpeesto the notified deficit by Greece in
the following terms: Eurostat is in the process of clarifying, in clas@operation with the
Greek statistical authorities, some issues relatimghe recording of EU grants in 2006 and
2007, the existence of a substantial statisticatmipancy in 2007 of 0.6% of GDP and the
insufficient coverage of source data for extra-betdgy funds, local government and social
security funds achieved for the first estimatenef2007 balancg.

On 2-3 June 2008, Eurostat conducted a visit teeAghwith a view to address these issues.
Progress was made notably with respect to a bhetiderstanding of the source data used for
the recording of EU grants which led to an upwandsion in the deficit of 681 million euro

in 2007. The June 2008 visit also concluded that2®07 figure notified in April 2008 was
based on insufficiently complete source data aatldHarge discrepancy had appeared in the
accounts of central government (budgetary centakmment and extra budgetary funds),
which required more detailed investigation. Moréads can be found in the Main Findings of
the June 2008 EDP visit.

It is recalled that an EDP Methodological Visit@eece was conducted in 2006, following
the expression of reservations in the News releagihe provision of government deficit and

debt of April 2006, which led to a detailed Actiétlan that was accepted by the Greek
Statistical Authorities. Eurostat wished to monit@rogress with respect to the

implementation of the Action Plan. It is also réedl that progress made in the second
semester of 2006 led to the removal of the resemnato the Greek data on the occasion of
the October 2006 notification.

The new reservations expressed in April 2008 corezbcertain issues that had not been the
focus of the 2006 investigations: methods for rdogy EU flows, and the accounts of
budgetary central government.

Objective of the visit

The general objective of this visit was to revidwe progress made by the Greek authorities
with respect to the recommendations from the EDEhaumlogical visit undertaken in 2006
as well as from the EDP visit undertaken in Jun@32ith the view to solve all outstanding
issues before the October 2008 EDP notification.

The main focus of the visit was to agree on ther@pyate corrections with respect to EU
flows and to solve the problem of the discrepanagtimg in central government for 2006 and
2007: this implied reviewing in detail the compitat of budgetary central government
statistics, and investigating a more complete dsthe Survey for the compilation of extra
budgetary funds statistics.



Main findings

The Eurostat delegation was headed by Mr. Luca IAgEl@ad of unit C3, Eurostat) and
included Mr. Jean-Pierre Dupuis (C3, Eurostat), Stylianos Pantazidis (Eurostat) and Mr.
Philippe de Rougemont (Banque de France). Eurdetht discussions with the National
Accounts Department (NAD)of the National Statistical Service of Greece (8$Sthe
Ministry of Economy and Finance (MEF) (General Aacting Office — GAO — and Greek
Single Paying Agency — G-SPA) and the Bank of Gee@®0OG). Eurostat appreciated the
high level of cooperation from the Greek statidtanathorities, particularly a quick and broad
access to source data.

Eurostat conducted a detailed investigation of tien source data for budgetary central
government: the budget outturn, the so-called TngaBalance sheet and the Extra budgetary
accounts.

Eurostat also reviewed the source data for the datigm of the extra-budgetary funds and
social security funds, and found insufficient pexgg with respect to a more comprehensive
exploitation of the results of the Survey.

Agreed short and medium term actions for the Greelauthorities
(A) Short term actions (for the October 2008 EDP notification)

(1) Upward revision of the government deficit by083mill due to updated data sources [for
extra-budgetary funds and social security funds.

(2) Correction of the recording of taxes paid byK2Ewhich should appear as expenditure of
extra-budgetary funds, raising the government ddfig €326 mill in 2006 and €122 mill in
2007.

(3) Reduction of the annual surplus of the socgusity sub-sector by €150 mill over the
period 2004-2007 related to a debt assumption Gparandertaken by government in 2001
for trade credit liabilities of public hospitals.

(4) Correction of the recording in Table 3B of taecrual indexation relating to inflatign
indexed bonds for the period 2004-2006 resulting neduction of the statistical discrepancy
for central government.

(5) Inclusion in the financial accounts of two Tsaey accounts relating to the EU floys
(account 242174 in debt and account 4071 in pagable

(6) Clarification of the statistical treatment dfetbalances of the remaining accounts. [The
General Accounting Office (GAO) decided after thseitvto include half of the remaining
extra-budgetary accounts in the deficit and theokfalf in the financial accounts

! See page 2 for the acronyms used in this report.



(7) A clarification of the reporting by the publiospitals of State payments related to |the
2001 trade credit liability operation.

(8) A report to Eurostat with monthly cash inforioaton taxes for the period 2006-2008.
(B) Medium term actions
(1) The Greek statistical authorities will decida the final classification of the extra-

budgetary accounts and report accordingly theiarads either in EDP Table 2A or in Table
3B (for the April 2009 EDP notification)

(2) The Greek Statistical authorities will examitie classification of various entities pf
government within Money and Banking statistics ¢foe April 2009 notification)

(3) The NSSG will make a fuller exploitation of thesults of the Survey and resend
systematically imbalanced questionnaires, givingrygy to the imbalanced questionnaires| of
big units. The NSSG will intensify its efforts imd®r to improve coverage for social security
funds in October (for the October 2009 notificaji@md to ensure a satisfactory minimum
coverage in April (for the April 2009 notification)

(4) The Greek statistical authorities will corrabe figures for the period 1998-2001 by
including tax refunds that did not enter the wogkbalance (for the April 2009 notification)

The above table is a summary of actions. More ketdindings and actions are presented
below.

Furthermore, a matrix including all the recommeiudet made to the Greek statistical
authorities by Eurostat during the EDP dialogue lsiethodological visits of May — June and
September 2006 (Report) as well as during the #wellp Methodological visits of June and
September 2008, is attached to this report. Eurostgested the NSSG to fill out the matrix
(enclosed), as well as to update the July 2008 NB&@Gress Report to Eurostat before April
2009 natification.

A. Findings agreed with the NSSG:

A.1l. Updates in source datawill lead to a reduction in the notified surpludes year 2007
by around 200 million euro compared to April 20@8 Extra-budgetary funds (EBF) and
by around 100 million euro faocial security

The coverage as of 15 September 2008 concerningi&B&tisfactory, at this stage, for the
year 2007 but is insufficient for year 2006. Cogeraoncerning the social security fund is
somewhat insufficient, reaching 88% of revenuedmnly 70% of the surplus.

A.2. An anomaly has been identified witdxes paid by DEKA, which were not reported as
expenditure in the EBF, leading to a revision wonsg the deficit by -326 million in 2006
and by -122 million in 2007.



A.3. Concerning a debt assumptioperation conducted in 2001by central government for
trade credit liabilities of public hospitals, Eurostat noted that flows of payables/receivables
had not been included in central government andaks®@ecurity accounts, leading to a
reallocation of the discrepancy between governreghtsectors, by about 200 million euro a
year over 2004-2007. Further NSSG investigatioter d@he visit showed that % of hospitals
reported as "revenue" the central government davice payments, which is inappropriate.
This leads to a reduction in the annual social sgcsurplus of around 150 million euro.

A.4. Eurostat agreed with the Greek statisticalhauties that the accrual indexation
pertaining toinflation indexed bonds had been erroneously entered in Table 3B for years
2004-2006, which leads to a reduction of the dpaney of central government by 100-200
million Euros a year.

A.5. With respect tdreasury accounts Eurostat agreed that:

A.5.1 two Treasury accounts relating to EU flowswdd be entered in the financial accounts:
one in debt (account 242174) and one in payabtE@at 4071), with a scope to reduce the
discrepancy (account 4071 had already been intemtidier 2007 following the June 2007
visit).

A.5.2 the remaining Extra-budgetary Treasury actoumay also be entered in EDP table 2A
or 3B, with a reduction in the discrepancy, pendarg investigation on the likely 2007
impact.

B. Actions agreed in time for the October 2008 notification:

B.1 The General Accounting Office (GAO) and Eurostdl clarify the likely impact for
the 2007 accounts of the inclusion of the extra bgetary accounts and will decide the
way forward, and notably the extent of the inclasad these accounts in Table 2A, with an
impact on the deficit.

After the visit, the GAO decided to include all temaining accounts in EDP tables, %2 in the
deficit and ¥z in the financial accounts, leadingatoupward impact of +/- 100 million euro a
year on the deficit and +/- 200 million euro a yeaduction in the discrepancy.

B.2 The NSSG will clarifywhether and how hospitals report, in the Survey, ta State
payments covering the debt service related to theDR1 trade credit liability operation.

After the visit, it turned out that % of hospitaéport these payments in their deficit, which
would lead to a reductionf about 150 million euroy@ar in the 2004-2007 social security
surpluses as well as in the discrepancy.

B.3 The NSSG will report to Eurostat montldgsh information on taxescovering 2006-
2008, both from the tax directorate and the GAOd(dat).

C. Actions agreed for the medium term:

C.1 The Greek Statistical Authorities neectliassify each of the Extra budgetary accounts
to decide where to report them: in EDP table 2Austthent to the deficit) or Table 3B (in
debt or in payables). This requires the full suppdrthe BoG and should be completed by
April 20009.



C.2 The Greek Statistical Authorities needetcamine more carefully the classification
within money and banking statistics of various enties of government This should be
completed by April 2009.

C.3 Concerning th8urvey,the NSSG needs to:

C.3.1. exploit more fully the results of the Sunmfance sheet.

C.3.2. resend systematically imbalanced questioesastarting from the biggest ones.

C.3.3. improve coverage for social security in ®@eto(for October 2009) and ensure a
minimum coverage in April (for April 2009).

C.4 The Greek Statistical Authorities need carrect the years prior to 2002 for tax
refunds that were not entered in the working balance gftotal of 5 billion euro, mostly over
1998-2001). This is without effect on the 2002-2@@Zounts.

The impact on the deficit

The impact on the notified deficits of the findirdpove (as of 25 September 2008) was
expected to be be close to the following (pendinghkr investigation by the Greek
authorities and further provision of data to theeék statistical office): the deficit is revised
upward by around 1460 million euro in 2007 (or £0.6f GDP) from 2.85% to 3.48%, by
355 million euro in 2006, 46 million euro in 20068298 million euro in 2004

The origin of the revision by 1460 million eurotbke 2007 deficit results from:
» Updated source data for 430 million (taxes, EBF soaal security)
» Corrections in compilation relating to the EU f@l6million
» Corrections for the recording of certain operationshospital debt and DEKA taxes
for 266 million and
* New methods to capture Extra-budgetary account83anillion

2004 2005 2006 2007  2004-2007
Deficit April 2008 -13672 -10204 -5646 -6514 -36038
GOP 185225 198609 213985 228949
%% By | -5.1 264 -2.85
EL 231 -231 0
EL -280 -280
EL -160 -fa0
Taxes -130 -130
EEBF =200 =200
=5 =100 -100
DEKKA -326 S22 -448
Extrabudgetary accounts -145 104 -114 -83 -237
Hospitals -153 -149 -146 =144 -583
Sum of corrections -298 -46 -355 -1460 -2158
Deficit 256 September 2008 -13970 -10250 6001 7974 -38104
%% 7.5 5.2 -2.80 -3.48

25/09/2008 19:35



The impact on the discrepancy

The impact on the notified discrepancy of the fingdi above (as of 25 September 2008)
would be as follows: the discrepancy is revised meards by 1074 million euro in 2007,
1100 million in 2006 and 483 million in 2004, angwards by 184 million in 2005.

The origin of the revisions by -1074 million eurothe 2007 discrepancy results from:
* Updated source data for -300 million euro (EBFjasecurity);
» Corrections for the recording of certain operationshospital debt and DEKA taxes
for -266 million euro; and
* New methods to capture Extra-budgetary accountss6 million euro.

The revision in discrepancy can also be descrisdadlews:

* Anincrease in the deficit of 649 million euro (tremaining 811 million euro, out of
the total 1461 million euro revision, being neutfal the deficit, also reducing
financial flows);

* Alower increase in debt for 357 million euro; and

* Anincrease in the flow of payable/receivable f8rmgillion euro.

| 2004 | 2005 | 2006 | 2007 | 20042007
Discrepancy Central government April 2008 | 474] 81| 456 1251] 1374
EEBF source data -200 -200
DEKA taxes -326 -122
Hospitals -204 -199 -195 -192 -780
Index securities 77 -107 -126 -310
EU account 242174 153 216 -295 -357 -283
El account 4071 -117 17 20 417 337
El account 4071 -403
Other accounts -289 207 -227 -165 -474
Discrepancy Central government 25 September 2008 -1008 215 £93 229" -{257
Discrepancy Local government | 34| 392] 42| -256] 656
Discrepancy social security April 2008 | 44| 81| 148] 299 410
S5 deficit change -100 -100
Hospitals 51 50 49 43 788
Discrepancy social security 25 September 2008 95 31 197 247 508
Discrepancy General Government April 2008 [ 396] 392[ 562] 1294 1068
Discrepancy General Government 22 September 2008 879 -208 538 220 1405 5
Difference f 483" 1847 11007 -1074 24735
Impact deficit -298 -6 -586 -649 -{577.5
Impact debt 153 216 -295 -357 -283
Impact F.7 ar other -339 14 -220 -69 613
Control Q Q Q Q Q

25/09/2008 2019



Main Report

1. Budgetary Central Government — source data and ethods

Eurostat recalled that preliminary indications pded by the Greek statistical authorities
suggested that a large discrepancy existed indbeuats of budgetary central government.
Eurostat thus aimed at documenting to the largetsne possible the source data available
and exploited as well as the methods used.

1.1 Access to source data by the NSSG

Eurostat noted that there was a practice wher®&8®G was not provided with any database
on the budget execution and/or other relevant decnm time for the first notification
(April) or for the second noatification (October)hd Greek authorities indicated that budget
expenditure is recorded in the Budget Outturn afilgr “validation” by the Court of Auditors
(until April of the following year) and that the Bget Outturn was finalised only in October.
The NSSG staff had a practice of taking deliveryhefkey data necessary for the compilation
of the EDP and ESA table 2 by routine visits to @#O.

Eurostat noted that it would be appropriate tha MSSG receives a full database by
electronic means, even through exchange of spreatishto ensure that the NSSG can
monitor and if necessary question the recordingasfsactions in the budget. Eurostat noted
that it was common practice in Europe that theomati institute receives comprehensive
databases from the MOF, sometimes covering locaémment, as soon as February/March
T+1.

Upon request by Eurostat, Division 20 of the GAOvdled Eurostat with provisional budget
execution data by main headline.

Conclusions and recommendation: Eurostat found th@rrangement concerning source
data transmission to the NSSG as insufficient, anctecommended that a comprehensive
database be provided by the GAO to the NSSG by eleonic means in March and
September T+1. It was well understood that data wdd be provisional, until the third
notification.

1.2 Description of key source data for budgetary central government

Eurostat reviewed some of the key source dataablajl examining the broad ways these
source data function: the budget outturn, and thg the working balance is drawn; the so-
called treasury balance sheet (TBS); the sub atsadrnhe Single Treasury Accounts.

The budget outturn

The budget outturn describes all the inflows antlaws authorized by the budget, with two

fundamental characteristics: (1) total inflows dqtatal outflows and (2) the basis of

accounting is cash if and only if validated by toairt of auditors.

Cash expenditure in the Greek budget are validaittda delay of a few months, with a large
part validated in the 4 months of the following ye@here exists a complementary period



during which certification leads to the recordinghe budget of the expenditure concerned. If
validation takes place after April of the followingar, the expenditure is accounted in the
following year and not in the year of payment. Mehite, cash expenditure is accounted for
as an "asset" on the TBS.

Eurostat wondered whether this practice may leabitoe underreporting of expenditure (due
to a delay in recording). The GAO indicated that tion-validation of cash spending was
either concerning negligible amounts, or concerr@pecific transactions that were subject to
ad hoctreatments.

However, Eurostat noted that the TBS at end-2004vel entries that implied non validated
Public Investment Program (PIP) spending pertairimgrevious years: 81 mio euro for
2003; 107 mio euro for 2002; 20 mio euro for 200Imio euro for 2000; 1 mio euro for
1999; 0.1 mio euro for 1998; 1 mio euro for 1990;nGio euro for 1996; 7 mio euro for 1995;
0.2 mio euro for 1994; 2.3 mio euro for 1992; 1 rawo for 1991. Eurostat requested to be
informed of the amounts pertaining to 2004-2007

The budget outturn shows inflows and outflows ifabee, as borrowings are accounted for in
inflows (account 5000) and repayments in outfloascbunt 6200 mostly), but also because
the net result of the year is entered within infoor outflows in a manner to obtain balanced
inflows and outflows. Eurostat verified that thésier balancing entries are not considered in
the working balance: as an example, the “deficit”2006 (of the State deficit on an
inflow/outflow basis) of 3406 million enters thecacints 5113, 5191 and 9112, which are
excluded from the revenue/inflow considered inwloeking balance — as is appropriate.

The inflows show budget tax revenue and other negeras budgeted and as realised,
including on a gross and net basis, as well assasdeamounts, amounts written off, and

amount assessed and not yet collected. Until 288Irefunds were accounted as expenditure,
and non validated tax refunds would appear on 8@ flather than in the budget — see below.
Since 2002, most tax refunds are netted from rexveémuhe Budget Outturn presentation. It

should be noted that Greece uses a time adjusgtdneathod for recording ESA taxes — see
below.

The Treasury Balance Sheet (TBS)

The Treasury Balance Sheet is a document thattseBom the accounting actions of the
various public accountants across Greece. In esstire document is very different from a
balance sheet in the usual terms, in business atinguwor in national accounts: it does not
purport to show all assets and liabilities. As aample, the Treasury bank account at the
central bank would not necessarily be observal@desthand if it were, it would not necessarily
be in accordance with BoG reporting; this is beeahe TBS would reflect an accumulation
of entries since 1927 that would not be reconadatith the observed bank accounts, at least
in levels. The GAO indicated that reconciliationesises were routinely conducted for
internal purposes, but only for flows, and notdtocks.

Eurostat had nonetheless recommended during the id@thodological visit that the TBS be

studied, as some valuable information might exat the compilation of the financial
accounts, notably with respect to third party retahips.
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In addition, the monitoring of the TBS belongs tbraader monitoring of fiscal operations,
and of the realised budget, although requiringexifisc expertise.

In the TBS presentation, expenditure spent in a peanot validated by 31 December will
show on the TBS as an asset, with a consequenciartia amounts appear on the TBS.

The TBS shows on the balance sheet the tax reaatoslly paid but not yet validated (see
below), within the position “cashier”, which alsacludes currency at hand in cashiers offices
but not deposits at the BoG.

The debt appears on the liability side, togetheth wihe account that is used to reach an
accounting balance of the budget, among others.

Eurostat took note of the architecture of the Budgeand of the TBS in Greece and
encouraged the NSSG and the GAO to explore furthetio what extent the monitoring of
the TBS might add value to the EDP monitoring procss.

Eurostat took note that the GAO considers that nonsalidated spending concern
negligible amounts or specific transactions that a subject to specific treatments. The
GAO is to provide the amounts of non validated casPIP spending pertaining to 2005,
2006 and 2007, and for 2003-2007: the stock of nealidated spending for previous
years, the flow of non validated spending, and th8ow of spending of previous years
validated in a given year.

The Special Treasury Accounts

The Greek government maintains a Treasury Sing®iat (TSA) (Account 28) at the BoG
that comprises a number of sub-accounts, whicmpertant for the resolution of the existing
discrepancy in the EDP notifications.

Types of accounts

Account 28 is composed of account 200 as well agdillies of other accounts, that have a
character of extra-budgetary accounts.

Account 200 (as well as the account related to NAWi@in 234) captures all transactions
that transit via, or that are reported in, the lmidgash transactions in revenue, expenditure,
borrowing, debt redemption etc. As indicated ab@asount 200 will be impacted by cash
expenditure not yet validated and thus not reparietie budget as they will be added as an
asset to the TBS.

In contrast, the other sub-accounts (203, 209, 232, 234, 240, 242, 4071, 611451, 651/1)
of account 28 report cash inflows that do not leadlirect entries in the Budget Outturn.
Many have a suspense account nature: depositesgdnsible officers” who received funds
from the budget but have not spent them; depasiilscting revenues not yet passed on to the
budget, as in the case of the suspense accouhedbiteek Single Payment Authority (G-
SPA) dealing with the EU flows. Some have a natdir@rrespondent accounts: deposits held
by third parties at the Treasury.
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These classes of sub-accounts encompass hundtadusiands of individual accounts, and
the GAO could not be sure at the time of the vidithe exact composition of each class,
although the predominant activity was often ideedif

Account 231 contains money held for investmentgutg financed by the PIP that benefit non
state entities (project funds that benefit the &Stk sub-accounts of account 200). Account
232 contains petty cash from ministries or otheneys managed by “responsible officers”,
when deposited at the central bank. Receipts obuate 231 and 232 originate from the
budget, and there was a question as to whetheintleeof recording of the expenditure (when
recorded in the budget, instead of when spentfoata@unts 231 and 232) was appropriate.

Account 234 contains special accounts such asuaragtees, for airports (fees), for coinage
etc. Account 242 comprises suspense accounts dregtéhe BoG for practical purposes,

notably with respect to PIP spending. Account 2#fudes accounts for Eurocontrol, public

lottery, EU funds and dividends from the Credit &ilwdns Corporation.

Account 4071 notably contains the G-SPA suspenseuat, with a large jump of more than
400 million euro mostly related to the advance loe 2007-2013 Programme received from
the EU but not yet entered in the budget 2007. &ataecommended recording a payable in
EDP table 3B in 2007 for this amount (403 milliomyhich led to an increase in the
discrepancy.

The GAO staff indicated that the account 242174n&ekto be an account controlled by the
EU, where the Greek government deposits its EUritmritons and from which the EU
commission makes transfers (i.e. for agricultutdissdies, or even transfers abroad). Eurostat
agreed that this 242174 account should be includlddaastricht debt, under currency and
deposits.

Account 611451 reflects a tax collected on banksaations, whilst expenditure, originally
for subsidizing export insurance, are limited, wile effect that the account has large annual
surpluses.

Analysis

Eurostat noted that the EDP table 2A reported amsofor extra budgetary accounts, as a
(positive) adjustment to the deficit, but this adjuent only encompassed one subset of all
these extra budgetary accounts, the biggest becwuat 611451.

Eurostat noted that neglecting any of these acsowat a certain cause of discrepancy. This
is because the financial accounts report the whot®unt 28 as government deposits, and
thus its change during an accounting period sca®sfinancing, while the matching
expenditure is on a realised budget basis. In tihiate was a time of recording issue of
expenditure. It remained to be seen if some revesmmusome expenditure could remain
permanently excluded, although the GAO staff ditlthmk so.

By the same token, some accounts with a financaigra were not included in the financial
account as they should, thus also leading to aepsacy.

Eurostat noted that in concept the whole of theseunts (their annual change) should enter
either Table 2A or Table 3B:

12



* When the time of recording of the budget expenditr revenue is inappropriate in
national accounts, an adjustment is to be entareflable 2A, leading to either a
higher or a lower deficit, and an impact on theipancy;

* When the account can be interpreted as a thirg/ gaxtount, an amount should be
reported in change in debt (liabilities in depdsigth an impact on the discrepancy;,

* In other cases, an entry in payable/receivable evbel appropriate. In the case of the
G-SPA accounts the payable recorded is simply plieggion of the Eurostat decision
on EU flows (cash advances are not revenue, biabdity to the EU, pending actual
EU financed expenditure). In the case of a suspaoseunt relating to expenditure,
the interpretation is that the beneficiary of tkkpenditure has acquired a claim when
the cash leaves account 200, whereas he has récetvecash: these would be
conceived as similar to the issue of a cheque.

The GAO observed that the relative heterogeneityhefaccounts, even within a single class,
meant that there was uncertainty as to the typeoofection required for each class of
accounts, and felt it may not be prudent to chahgedeficit at this stage. It suggested that
these accounts be reported in the financial acsppending further investigation.

The EU delegation noted that some of these accoumitd necessarily enter the deficit, and
that a non negligible negative adjustment was ofadde for 2006 and 2007.

Eurostat reasoned that the whole account shouid B®P Table 2A or Table 3B. It did not
feel that corrections should be made only for the EU related accounts. Eurostat felt that
three alternatives were possible at this stage:
* Option a.Put in the EDP tables, aside from the two EU antgyleverything into EDP
Table 2A — with an impact on the deficit.
* Option b. Aside from the two EU accounts, recordrgihing in EDP Table 3B — with
no impact on the deficit (GAO proposal).
e Option c. Aside from the two EU accounts, recordf ma EDP Table 2A and the
remainder in EDP Table 3B — with an impact on tagait, but half the size of option
a.
The EU delegation felt that this third option would generally more prudent, and would
most certainly limit the size of revisions onceailed information is eventually available.

During the visit, some uncertainty existed as ® itnpact on the year 2007. The meeting
concluded that clarification of the impact for 20@duld need to be made shortly after the
visit.

Amounts

This section describes the amounts in million eoff@a selected number of Treasury sub-
accounts of account 28, as of end of each year.

The comparison between the change in these acgoextspt accounts 200, 4071, and
242174, and the amounts reported in EDP table Zfeuthne item “extra budgetary accounts”
leads to a potential impact on EDP table 2A (ondescit) or Table 3B (outside the deficit).

Account 200 enters negatively, because it is tedllyiin overdraft position. This is without
effect given that the BoG considers the TSA ireitsirety.
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The reduction (or increase in 2005) in the disanegaesults from the previous amount, plus
the impact of the two EU related accounts, minasrémoval of the entry already existing for

2007 with respect to one of the EU accounts (4071).

In 2006 and 2007, the impact on the deficit cowddabound 200 million euro a year or 0.1%
of GDP. The reduction in discrepancy achieved isheforder of 0.5 billion euro a year or

more than 0.2% of GDP.

Dec-03
Account 28 55
Account 200 -3974
Account 4071 145
Account 242174 302
Total net 3582

Total net

Accounted in EDP table 2A
Impact on EDP T2A or 3B*

* Potential impact on the deficit (-)

Impact on the discrepancy

Impact on EDP T2A or 3B*

Impact on debt

Impact on payable / EU

Payable EU already accounted

Total*

** a minus reduces a positive discrepancy

Memo
Discrepancy in April notification
After taking account EBA

Dec-04 Dec-05 Dec-06 Dec-07
472 823 401 670
-3485 -3830 -4166 -4444
28 45 65 482
455 671 376 19
3474 3937 4126 4613
2004 2005 2006 2007
-108 463 189 487
181 256 416 652
-289 207 -227 -165
-289 207 -227 -165
153 216 -295 -357
-117 17 20 417
-400

-253 440 -502 -505
-474 81 456 1251]
-727 521 -46 746

Eurostat concluded that the exclusion of many subezounts of the TSA from the EDP
notification had been a cause of discrepancy, foubstantial amounts. It recommended
that the Greek statistical authorities make an effd to take these account into

consideration.

* In the middle term: the BoG should provide the detded list of these accounts to
Directorate D49, which will then return to BoG a chssification (suspense account
to enter the deficit, deposits of third parties — pssibly by subsectors, accounts to
enter as payable or receivables etc..). BoG will &#m provide to the GAO a regular

compilation of these sub-accounts according to theggreed classification.

* In the short term: (1) the two EU related accountsare to be reported in the
financial accounts (2) clarification is to be madef the eventual impact for year
2007 and (3) all the remaining accounts should entéhe EDP tables according to
one of the options above (a, b, or c), after condation of Eurostat.
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1.3 Expenditure process

The GAO recalled that there exist 300 taxes andhgayffices (TPA) in Greece, spread over

the territory, including one cashier. The cashierorites expenditure and collects revenue. A
cashier at the GAO is in charge of debt operatamwell as other special operations (i.e. EU-
related transactions).

Each line ministry hosts a team of GAO staff, tisedl audit office that vets spending against
ministerial decisions, in accordance with the appation, and, after various checks, issues a
payment order that is transmitted to the relevaA.T

Each TPA reports a monthly statement of operatitmghe GAO, via the Centre of
Informatics of the Ministry of Finance (KEPYO).Bctorate D24 verifies and conducts the
aggregation of these statements.

There is a practice where responsible officersagointed to carry out expenditure, which
leads to the opening of accounts in which cash aposdited, within account 200, or

alternatively in extra budgetary accounts or ewercommercial banks, and sometimes in
banks abroad. For investments (PIP), a similarguore exists with accounts opened in the
names of projects. Cash for PIP investment projeetsefiting the State remains within

account 200 (blocked amounts); cash of projectsefiterg other entities is maintained

outside account 200.

When sub-accounts are opened within account 2@Qprctice is without impact on the EDP

tables. When accounts are opened as extra budgeteoyints, a discrepancy occurs unless
these accounts are fully captured within EDP tabM#en accounts are opened in

commercial banks, a discrepancy may arise to tienexhat money and banking statistics

capture the movement of these accounts. When atcau® opened abroad, the situation is
more complex.

The GAO noted that there is a practice where uridpeds are returned to the budget, which
would mitigate the extent of the problem, althotigére are extensions and exceptions to this
rule.

Eurostat took note of the reporting arrangement wih respect to expenditure and of the
practice in Greece of responsible officers keepindeposit accounts. It encouraged the
Greek statistical authorities to investigate whethedeposits held in commercial banks
may be a noticeable cause of discrepancy and, acdorgly, whether a specific reporting
should be envisaged to track the appropriate amoust

1.4 Various unitsinvolved and the expenditure chain

The GAO of the Ministry of Finance (MOF) has a leagdrole in establishing the accounts of
the State in Greece, notably the General Direaordt Treasury and Budget, with its
directorates D20, D23, D24, D25 and D.49.

Directorate D24 (State Accounts) acts as the désitrg accountant, exploiting the monthly
returns provided by the various reporting entitsésred by the KEPYO. D24 carries out
consolidation and verification of the accountspribduces the Budget Outturn and the TBS,
which leads to two crucial MOF publications. D.2#tsaas a middle and back office for debt

15



management, whilst front office activities are coctgd by the Public Debt Management
Office.

Directorate D49 (Financial planning) follows thesbaflow of the State, monitoring all
inflows and outflows, and makes projections (1 ttag months). D49 may place excess cash
in commercial banks, overnight or up to 1 month.il¢/lkepos have been used in the past, 6
years ago, this is not currently the case.

Directorate D23 (Public Debt) is in charge of deperations: borrowing, and debt service. It

issues payment instructions directly to the BoGsidie usual procedures, and a reconciliation
payment order is issued ex-post; BoG then noti28 and D24 of the operation conducted.

Reconciliation is conducted between D23 and D243 Bintains a debt database, as well as
information on derivatives.

Directorate D20 (Budget) is in charge of the budgetd coordinates the drafting of the
Budget Report, that introduces the proposed budyédtst estimate of current year and a
preliminary outturn of the previous year. D20 takeslead in the compilation of the working
balance of Table 2A, which is also a key policy swea featured in the Budget Report.

Directorate D25 is in charge of guarantees.
Eurostat took note of the various responsibilitiesvithin the GAO.
1.4 Content of the working balances

Eurostat verified the content of the “working balah an item that is the subject of a core
reporting in the Budget Report of the MOF.

It excludes from the Budget Outtuinflows of the accounts 5000 (proceeds of ordinary
budget loans) and 9000 (proceeds of PIP loans).

It excludes from the Budget Outtuonitflows of various accounts:

e 6200: amortization

e 5282: amortization related to securitization operet conducted in 2001

e 2435 part: grants to schools (extra-budgetary futidg are partly amortization

e 6629: payments related to hospitals arrears, patidha2001 by banks on the basis of
a central government commitment to pay the amodnts over 2003-2007. The
amounts transit via the accounts of hospitals.

e 6900: cash payment for military expenditure. Ihited that the deliveries are then
added as a negative adjustment item to the wolkatgnce in EDP Table 2A.

* 6800: transfer to social security of bonds — in @0 the farmers' social security
funds. This item is added as a negative adjustntemt to the working balance in
EDP Table 2A.

e 3100 part: reflects the late validation by the tafrauditors of tax refunds paid out a
long time ago and in the main in 1998-2001, whiichrebt enter the working balances
at that time, but instead were entered in the TB8dmg the court of auditors’
validation.
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Tax refunds

The GAO recalled that, until 2001, tax refunds weaoeounted as expenditure — entering
account 3100, unless these refunds were not bdatetl by the Court of Auditors: non
validated tax refunds would appear on the TBS rathan in the budget. Since 2002, most tax
refunds are netted from revenue in the Budget Quibpuesentation. For some reasons, large
amounts of refunds were not validated by the CotiAuditors, specially in the years 1998-
2001, so that a considerable amounts appearecifiBi$ at end-2001: 5.0 billion euro (an
increase of +0.6 billion in 1998), +0.6 billion 1999, +1.4 billion in 2000 and +1.2 billion in
2001.

Since 2002, refunds are mostly netted from reveand,at the same time, the non-validated
amounts are progressively amortized or written lefiding to non cash budget outflows in
account 3100. These amortizations and write-offseacluded from ESA 1995 expenditure as
well as from the working balance (EDP Table 2A)isagppropriate.

The GAO provided Eurostat with an extract of ace®&00 and of the stock of non validated
tax returns over the period 1990-2006.

Eurostat agreed that the amounts related to theise oifs (e.g. 1.98 billion euro in 2006)
should not score in the deficit at time of writé-(#.g. in 2006). It however noted that these
amounts should have entered the government bafantlee years prior to 2001. The NSSG
staff thought that this had not been the case. $atranoted that this would explain a
significant proportion of the discrepancy in thgsars. Eurostat recommended that this issue
be one of the priority topics of the task forceabsshed for the revision in historical data
related to government accounts (1990-2001).

Eurostat concluded that the exclusion from the defit of the non cash amortization of

non-validated tax refunds was appropriate for the griod until 2001. It recommended

that ESA tax revenue prior to 2002 be revised to aount for all cash refunds (even if not
validated), with an increase in deficits, notably ver 1998-2001, of up to 1.3 billion euro a
year, and for a cumulated total of 5.0 billion euro

Hospitals

Account 6629 is related to budget payments witheesto hospital arrears, paid out in 2001
by banks. Central government committed to pay bae&r 2003-2007, the amounts due. The
amounts transit via the accounts of hospitals.

The amounts of arrears assumed by government véamBiBon euro and should have led to
a capital transfer from central government to daggaurity at that time, with the incurrence
of a payable by the former and a receivable bylakier. The accounts payable/receivable
were redeemed in five instalments over 2003-200%: rhillion euro in 2003, 204 million in
2004, 199 million in 2005, 195 million in 2006 ah@2 million in 2006.

Eurostat noted that it was appropriate that thayents by the budget should be excluded
from the working balance and from ESA expenditimg, that a redemption in payables was
missing in the financial accounts of central goweent (and symmetrically in receivables in

social security). As a consequence, an elemertieofliscrepancy should be displaced from
central government to social security.
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The consequence on general government itself waepeénd on recording practices in social
security and in the survey..

Eurostat recommended that the Greek authorities reognise flows of payables
pertaining to the debt of hospitals, thereby reducehe discrepancy in budgetary central
government by 200 million euro a year over 2003-2030

1.5 Reform of the State budgeting and accounting

The General Director of the Treasury and Budgeefed Eurostat on the progress with
respect to State budgeting and accounting in Greece

He recalled that there was an ongoing reform oflinégeting and accounting of the State,
towards Programme Budgeting and Accrual Accountivigch was expected to facilitate the
quality of EDP reporting, and was in the context ridw legislation emphasizing the
transparency of the data. This widespread refonitiaied in 2005, would be subject to a
staged implementation over 2009-2012. In 2009,dgbuby programme will be presented in
parallel to the usual budget. New accounting wéldnforced in 2009-2010. A pilot project
was carried out involving the Culture ministry.

He indicated that there was an intention to haveakinclusive approach in terms of

coverage, with the merger of the PIP and the orgibadget, and with on-budget recording
of the extra budgetary accounts. Eurostat askedheheall suspense accounts would be
included and whether there was an intention to cotker public entities, such as extra-
budgetary funds or even local government and se@alrity funds. The General Director
indicated that the all inclusive approach wouldbased in by stages.

He indicated that various subgroups had been éstabl since 2005, to work on various
issues, and notably to liaise with 3 contractorwith EU financing. Hardware has been
purchased and a new computer room establisheé &AID.

He indicated that the project received advice ftoenIMF in 2005 and was subject to a rather
positive 2007 OECD review (2008 Report).

A new Committee, composed of the GAO, National €ofirAuditors, academics and legal
experts, will be established soon to advise orre¢leired changes in legislation, notably the
organic budget law.

The new arrangement foresees to have a comprekeinmsancial statement, with profit and
loss, balance sheet and cash flow. With the refathtate units, including the NSSG, will
have access to budget information.

This progress should not be confused with progmessle towards accrual accounting
concerning local government and social securitydfirwhere an advisory Committee had
been established in early 2008.

Eurostat took note of the ongoing progress of a 280nitiative with respect to the reform

of State budgeting and accounting. The change in bgeting and accounting is to be
carried out in stages, over 2009-2012. It hoped th#éhe new reform would facilitate the
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EDP and ESA reporting with respect to central govemment, and encouraged the NSSG
to stay apprised of developments.

2. Extrabudgetary funds

Extra-budgetary funds (EBF) are not to be confusél Extra-budgetary accounts (EBA).
The former have the legal personality, keep thaghcoutside the Treasury accounts (with a
few exceptions), are deemed to have autonomy oiside¢ and their surplus/deficit is
reported under the line "other central governmentids" of EDP table 2A. The latter do not
have the legal personality, generally keep theshcat the Treasury, are not deemed to have
autonomy of decision, and their surplus/deficiteported under other adjustments in EDP
Table 2A.

The source information for EBF, comprising 385 shi$ the Survey.
2.1 Timeliness, coverage, and reduction in balance

As of mid September 2008, the NSSG had survey rsgsofrom 365 units for 2005 — which

is deemed definitive — 319 units for 2006 and 28Rsufor 2007. The NSSG considers that
the biggest units are included for 2007. Eurosketeoved that the growth rate in unadjusted
expenditure from 2006 to 2007 was +3%, despite E&%reporting units.

Eurostat took note of the satisfactory level of@@age, considering some practical difficulties
met by staff in charge of this compilation, and mnaged further progress in 2009. It noted
the considerable progress made compared to thaisitiexisting in 2006 and prior years.

Responses to the survey 2002 2003 2004 2005 2006 2007
Extra budgetary funds (385 units)

September 2006 286/385 | 348/385 = 240/385 0/385

March 2007 348/385  247/385 281/385 0/385

June 2007 348/385  306/385 311/385 233/385
September 2007 348/385 | 376/385 318/385 269/385

March 2008 348/385  376/385 321/385 292/385 154/386
September 2008* 365/385 319/385 283/386

* 15 September 2008

The NSSG staff reported a preliminary reductiorthia expected surplus for 2007 of -200
million euro from 465 million euro in April 2008 t854 million euro. It is recalled that the
April estimate was based on an extrapolation oftgua results covering 3 quarters only.

The NSSG recalled that the technique used is tb fstan 2005, which is considered final,
and use the annual results of common units bet2866 and 2006 and between 2006 and
2007 to extrapolate the 2005 result, based on aapoiation of each individual component
of the survey.

It was recalled that the Disaster Fund, create2Oi/, received 160 million euro in revenue
but had no expense, which is masking a noticeagtieridration of the surplus of other EBF
from 2006 to 2007 — this is also observable ingtuss results (see below).

Eurostat took note of the reduction in the estimaté surplus of the EBF, with the
consequence of reducing the discrepancy by a samen@unt. Eurostat welcomed the
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level of coverage reached, compared to the situaticexisting in 2006 and prior years,
and agreed with the compilation approach.

2.2 Exploitation of the survey

The NSSG staff indicated that a new programme legah Iset up giving online access for the
national accounts directorate to the Survey databas

Limited financial transactions activity

The results of the survey indicated limited finahactivity. Apart from DEKA, financial
transactions reach a few million euro only, in aggte, on the asset side for loans granted or
repaid, and purchases or sales of bonds or ofyedAstordingly, the balance sheet items are
often empty / set to zero.

Similarly, the borrowing (net of repayments) repdris limited to +30 million euro in 2006
and +101 million euro in 2007.

It remains to be seen if this situation reflectsieanisreporting by EBF, given the remaining
imbalance.

Imbalances

Eurostat noted that the survey still exhibits redigcle imbalances, between inflows and
outflows and change in cash, both on an aggredatetiand unit by unit.

The aggregate imbalance reached -171 million eu907 and +84 million euro in 2006.

In euro
Revenue F_inancial _ Financial _ _ _
inflowes [Ewpenditure | outflows Met survey  |Change in cash |imbalance |Surplos/deficit
2007 283 units 2,343 799 549| 153 492 198)2 305 978 945 51,980,361] 139,332 541 310,564 358 [-171 531,818 37,820,704
2006 319 unit 2410304 205| 74337 434)2 235 819,714 54,159,263| 194 B6Z 662 110,625,514 84037 148] 174 484 491

23/09/2008 23:10

Eurostat noted that few units had zero or neglgibibalances and that a large number had
noticeable imbalances (more than 0.5 million eur@% of total expenditure plus revenue), a
significant number had large imbalances (5 milleuro and more), and a number of units
very large imbalances (20 million or more).

Number of EBF units with imbalances in the Surveydr year 2006 and 2007

Total Imbalance of | Imbalance off Imbalance of +/1 Imbalance of
number of| more than +/-| +/-0.5 to +/-5| 5 to +/-20| more than +/-2Q
units 0.5 million million million million

2007 282 50 39 6 5

2006 319 77 55 18 4

Eurostat recalled that the database on governnmatd’ vesults needed to be arithmetically
balanced. It indicated that a policy of resendimg questionnaire to respondents would need
to be followed, starting with cases of large imbaks. The NSSG staff reported having
resent 12 questionnaires for the year 2006.
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Eurostat noted that this work would be facilitatédhe responsibility of contacting the
respondent was more fully entrusted with the naficaccount directorate of the NSSG,
instead of the survey directorate of the NSSG, emsns currently the case. Questionnaire
respondents should be accustomed to answer toequgyinational account directorate staff.
Eurostat also suggested that whereas calling resms was a time consuming exercise, it
was likely that respondents would gradually leaow o properly complete the Survey and
that cases of mistakes would fall over time.

Use of balance sheets

Eurostat observed that balance sheets was notisutfy studied — even though they tend to
be rudimentary in the EBF.

It recalled that monitoring horizontal checks (thk between the change in stocks and the
associated flows) was an essential quality stdpese were often more useful for plausibility
checks than rigorous checks. By way of illustrati@urostat identified a unit that had

reported a noticeable increase in debt, withoubntépy an associated flow. It recalled the
checks proposed by the 2006 Methodological Repaige 63).

Eurostat suggested verifying whether respondents e@nfusing stocks and flows of cash by
comparing account 31+32 and 60. It suggested cangpéne borrowing minus repayments
with the change in debt position.

To facilitate this work, Eurostat suggested an appate presentation of the database. In the
absence of an automatic extraction, during theé MSISG staff conducted, a time consuming
manual preparation of these data.

Eurostat welcomed the situation whereby the nationaaccounts directorate of the NSSG
now has online access to the results of the Survdy.encouraged further development
towards more user-friendly downloads of balance sle data and pointed to useful
horizontal-checks and plausibility checks. Eurostateiterated the need to systematically
resend imbalanced questionnaires and the need foné¢ NSSG to ensure full ownership
of the survey, with a complete monitoring of both hove and below the line items, and
balance sheets.

2.3 DEKA

Eurostat enquired about an apparent anomaly whereSurvey reported a net surplus of
about 20/30 million in 2006 and in 2007, whilst vatisation proceeds concerning the
Commercial Bank of Greece were deemed to have teeeived for 336 million euro in 2006

and recorded in the books of DEKA. Nonetheless, BHtad reported a fall in deposits in

2006. Eurostat recalled that the financial statdmehDEKA showed a similar picture.

Eurostat reasoned that those anomalies might expléarge part of the positive discrepancy
observed in 2006 in EBF, and accordingly asked3reek statistical authorities to clarify the
matter. In particular, Eurostat drew the attentibthe Greek statistical authorities to the fact
that the financial statements of DEKA showed sutigthtax expenses, which would need to
be accounted for.
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The GAO reported that in 2006 DEKA repaid 124 raillieuro of exchangeable bonds (as
described in the 2006 Methodological Report). Eiatogsked the Greek statistical authorities
to verify if the change in debt reported in TabB&hd Table 3B1 included this repayment. In
2007, DEKA purchased a patrticipation in PiraeuskBfmm 36 million euro, recorded as an

addition to equity.

The GAO reported that 326 million euro in taxes baén paid in 2006 by DEKA, and 122
million euro in 2007 (74 million euro accruing 0@ income, and 48 million euro accruing
on 2007 income). Eurostat noted that these tax patgnwere not reported in the Survey, and
should be addressed by an entry in the adjustnmesd between the Survey balance and the
ESA deficit/surplus. This would lead to an increasénhe deficit of 326 million euro in 2006
and 122 million euro in 2007.

Eurostat noted that the Survey did not foresee paymof taxes — notably income tax - which
is generally not applicable to public entities. DEKoeing an incorporated entity, is liable to
pay income tax, which may be largely due to thedingl gains generated at time of
privatization proceeds. Eurostat suggested thaSthreey be complemented with an entry for
tax, or that guidance be provided to compilers whermecord taxes paid by EBF.

To conclude, Eurostat recommended that taxes paidybDEKA should be taken into
account, decreasing the EBF surplus (increasing thgeneral government deficit) by 326
million euro in 2006 and by 122 million euro in 20@, reducing the discrepancy by the
same amount. Eurostat noted that this correction ahost led to the elimination of the
statistical discrepancy for EBF for 2006 and a redction in the discrepancy for 2007.
BoG will verify that DEKA debt redemption is appropriately reported in Table 3B as
well as Table 3B1.

Eurostat recommended to amend the Survey, or to prade guidance, for tax paid by
units.

3. Social security funds
3.1 Timeliness, coverage, and reduction in balance

As of mid September 2008, the NSSG had survey resgsofor social security covering 95

units out of 126. The 31 missing units were howegenerally small units — except for

TAPOTE (telecommunication), for which results wesgected to arrive soon —representing
11% of total revenue, although a much bigger sbatiee reported surplus (about 30%).

The 95 units reported a surplus of 1325 millionogwagainst a nearly 1900 million euro
surplus estimated for the 126 social security fUTdsPOTE's surplus was 99 million euro in
2006).

Eurostat took note of the level of coverage. Itaweled the considerable progress made
compared to the situation in 2006 and prior yelevertheless it was concerned by some
slippage in coverage compared to the year 200lgctefg practical difficulties with turnover
of staff in charge of this compilation, and enca@eam further progress for next year.
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The preliminary results showed a slight revisionvdeards of the surplus, by 100 million
euro compared to the April 2008 notification. Itrescalled that the April 2008 figure was
based on the incomplete results of 3 quarters 0720

Given the existence of a large discrepancy, pdatilyuin 2007, Eurostat asked about the
possibility to speed up the collect of missing gyrvesponses, notably that of TAPOTE. The
results of TAPOTE were received on the last dathefvisit, showing a small fall in surplus

compared to first estimates, and they were expentddto noticeably change the 2007
estimate.

Social security funds (SSF + hospitals) 2002 2003 2004 2005 2006 2007
September 2005 2837285 2837283 2837283 | 0r283
of which S5F (149) 1497149 149449 1437148 07149
April 2007 2830283 2837253 283283 0SB
of which SSF (2003-2005:145; 2006:123) 1494149 1457143 1457143 0125
June 2007 283/283 283/253 283/283  179SE2
of which 35F (2003-2005:149; 2006:123) 1494149 1491148 1491149 97128
September 2007 2837283 |283/283 2837283 2100262
of which S5F (2003-2005:149; 2006:123) 1494149 49448 149443 111428
March 2003 283/283 2837253 283/283  2B2MMEZ 1334260
of which S5F (2003-2005:149; 2006:125; 2007:126) 1494149 1497149 149143 1281258 441126
September 2005° 2837283 283/253 (283283 ZB2LEZ HOUZED
of which S5F (2003-2005:149; 2006:125; 2007:126) 1494149 1491149 149049 12828 951126

* as of 15 Septernber 2003

Eurostat took note of the limited reduction in theestimated surplus of the social security
funds, with the consequence of reducing the discrapcy by the same amount. Eurostat
noted the progress in coverage compared to the sétion in 2006 and prior years but
indicated that by September the survey responsesrfall social security funds should be
available.

3.2 Exploitation of the survey

The NSSG staff recalled that a new program had Iseemp, giving online access for the
national accounts directorate to the Survey databas

Imbalances

Eurostat noted that the survey still exhibits rediole imbalance, between inflows and
outflows and changes in cash, both on an aggre¢atetiand unit by unit.

The imbalance reached +355 million euro in 2007.

Survey results for 2007 (95 units)

In million euro

revenue financial inflow expenditure financial outflow net imbalance surplusfdeficit
35440.6 1018.0 371154 663.6 1660.4 3551 13253
24/09/2008 17:53

Eurostat noted that less than half of the units e or negligible imbalances and that a
large number had noticeable imbalances (more thaiilidn euro or 1% of total expenditure
plus revenue), a significant amount had large ien@és (10 million euro and more) and a
number of units had very large imbalances (50 amllor more).
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A third of units report an imbalance below 1% dbtaevenue plus expenditure.

Number of social security funds with imbalances irthe Survey for year 2007

Total Imbalance of| Imbalance off Imbalance of +/4 Imbalance of
number ofl more than +/-2| +/-2 to +/-10| 10 to +/-50| more than +/-5(
units million million million million

2007 95 36 19 11 6

Eurostat recalled that the database of governmeittresults needed to be arithmetically

balanced. It indicated that a policy of resendimg questionnaire to respondents would need
to be followed, starting with cases of large imbaks. Eurostat noted that this work would be
facilitated if the responsibility of contacting thespondent was more fully entrusted to the
national account directorate of the NSSG, instdatth@ survey directorate of the NSSG, as
seems the case today.

It also suggested that whereas calling respondeassa time consuming exercise, it was
likely that respondents would gradually learn howedspond properly to the Survey and cases
of mistakes would be fall over time.

Use of balance sheets

Eurostat thought that the balance sheet data warsufficiently studied. The NSSG noted
that the reported stock of payables of hospitals wsed to estimate trade credit liabilities to
suppliers and thus the corrections to intermediatesumption (P2) and to the deficit that the
NSSG carries out.

It recalled that monitoring horizontal checks (thk between the change in stocks and the
associated flows) was an essential quality stepeset were often more useful as plausibility
than rigorous checks. It recalled the checks pregpdsy the 2006 Methodological Report
(page 63).

To facilitate this work, Eurostat suggested an appate presentation of the database. In the
absence of an automatic extraction, during the XWSISG staff conducted a time consuming
manual preparation of these data.

Eurostat welcomed the situation whereby the nationaaccounts directorate of the NSSG
now has an online access to the results of the Segv It encouraged further development
towards more user-friendly downloads of balance sle data and pointed to useful
horizontal-checks or plausibility checks.

Eurostat felt that the situation with respect to inbalanced questionnaires was still not
satisfactory, with noticeable imbalances remainingEurostat reiterated the need to more
systematically resend imbalanced questionnaires anithe need for the NSSG to ensure
full ownership of the survey, with a complete monitring of both above and below the
line items and balance sheets.
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3.3 Debt of hospitals

As described above, Eurostat asked about the atngumpact of the debt assumption by the
State benefiting hospitals in 2001. In 2001, basisled debts of hospitals to their suppliers
for about 1 billion euro, based on a commitmenthgyState to pay back the banks.

According to the NSSG, the hospitals' liabilitysioppliers had already been accounted for as
expenditure, entering the deficit in previous yeavéa a correction to intermediate
consumption made on the basis of payables. Thusvidiagt was without impact on the general
government deficit, either in 2001 or later on. Heer the event has an impact on the general
government debt levels because of the compositiogogernment liabilities. In 2001, the
government debt increases matched by a redempfiggayables. In 2003-2007, the debt
levels fall back, matched by cash outflows.

According to the BoG, banks recorded a claim agasosial security in 2001, instead of
against central government, which is observablaaney and banking statistics. The national
accounts followed this presentation, with the dffaat, in 2001, central government incurred
a liability in payables against social securitydart a debt liability against banks. Social
security acquired a receivable as a counterparly eft the debt incurrence vis-a-vis the
banking sector. In 2003-2007, those receivabletpagagradually unwound by about 200
million euro.

Eurostat observed that central government accalititsot report any redemption of payables
over 2003-2007, leading to a positive discrepar&ymmetrically, social security did not
report any disposal of receivables, leading togatiee discrepancy.

Eurostat recommended to record flows of payables a@hreceivables over 2003-2007
related to the hospital debt assumption operationfa2001, with the effect of reducing the
discrepancy of central government and increasing #discrepancy of social security.

Eurostat expressed concern that the discrepansgaidl security had risen to 400 million in
2007, and for a cumulated 1100 million over 2008720against a more manageable 410
million over 2004-2007 reported in April 2008.

Eurostat asked how the Survey respondents accouhteaash flows coming from the
Treasury and passed over to banks: whether they augiside the Survey, accounted for as
revenue and expense, or recorded as revenue asrdpadn of a liability.

In thae latter case, the bridge from the SurvethéoESA deficit/surplus should be corrected
for the amounts received, with the consequencediaing the social security surpluses (and
increasing the general government deficit).

The NSSG will verify how the cash flows pertainingto the 2001 hospital debt
assumption, received from the State and passed ovéw banks, are recorded in the
survey, and assess if a correction to the social cseity funds surpluses would be
required.?

2 After an enquiry by the NSSG in the week followthe visit, the NSSG considers that the percenvédfee
hospitals that report the cash received from ckgtregernment as revenue in the survey is aboufu&dally
under the code 1210 and 1310 of the questionndihgd.implies reducing the surplus of social sagutinds by
¥, of 200 million, or about 150 million a year — uethg by the same amount the discrepancy.
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Eurostat expressed its concern over the possible-mmergence of a discrepancy in the
social security sector.

4. Reconciliation with money and banking sources

Eurostat emphasized that one of the key reasoranfpdiscrepancy existing in the accounts
in Greece lies in the difference between the infttram available in indirect source data, such
as money and banking statistics, and informatiavided directly by each government unit.
It was thus important to clarify the type of infaation being used and their potential
weaknesses and biases.

4.1 Composition of the deposits of government
Eurostat was informed that the deposits of govenmroemprise:

1. The MOF deposit at the BoG
2. The MOF deposits in commercial banks (for liglyidhanagement purposes)
3. The MOF deposits abroad (notably to service sobtigations)

4. The deposits of other State entities at the BoG
5. The deposits of other State entities in commaébanks
6. The deposits abroad of other State entitiesafipto service some obligations)

7. The deposits of EBF at the BoG, if any
8. The deposits of EBF in commercial banks
9. The EBF deposits abroad, if any

10. The deposits of local government and socialrsgdunds at the BoG
11. The deposits of local government and socialr@gdunds in commercial banks
12. The deposits of local government and socialydunds abroad, if any

Information on 1, 2, 3 and 4 is consistent betwaeney and banking statistics and GAO.

The BoG noted that information on 5 comprised tgecaltural ministries’ deposits within
the Agricultural Bank, and the Ministry of the Inte at the Deposit and Loan Fund. Eurostat
noted that it would have expected to see some ammoelating to other ministries as well as
to responsible officers. Eurostat suggested tleaBthG investigate the issue further.

Information on 8 in money and banking statisticvghaoticeably higher figures than in the
Survey. The BoG felt that there might be misclasaiion of clients by banks, between social
security funds and extra budgetary funds. This @dnd neutral from the point of view of the
general government discrepancy but would shiftrdjsancies between these two sub-sectors.
The BoG also found it plausible that some miscfesdion occurs between EBF and Church
deposits (the latter being classified outside gargvernment).

Eurostat noted that the size of the imbalance efEBF Survey and the insufficient balance

sheet / transaction plausibility checks carried mgant that the information on deposits
reported by the Survey could not be seen as suptriondirect information. However,
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Eurostat thought that the size of the remainingrdigancy in some years suggested that there
existed non-negligible classification issues in eypand banking statistics.

Eurostat wondered whether banks may have diffesilith appropriately classifying between 5
and 8, thus potentially explaining the structurehef discrepancy between budgetary central
government and Extra-budgetary funds. The BoG thbtigs generally not very likely.

Item 6 encompasses deposits abroad, notably byléfence ministry, the foreign affairs
ministry and the education ministry. ltem 6, 9 d®&lare not appropriately captured, which
may cause some discrepancies, but probably toitetirextent.

It should be noted that the Survey provides sonf@nmation for items 7 to 12, which are
particularly relevant for 8-9 and 11-12.

As customary for the October notification, the NS&@&l the BoG used the results of the
Survey to amend some of the flows in Table 3E, dogedeposits in commercial banks as
well as the net purchase of nongovernment bondsr@vtine information is not available in
April).

Eurostat took note of the coverage implied in theealevant deposits statistics and in EDP
tables, and requested that the statistical authongés examine ways to collect
comprehensive information with respect to deposits notably in commercial banks and
abroad — by entities other than the MOF-.

Eurostat suggested that the BOG enquire on the depits of the State entities in
commercial banks and on EBF deposits in commercidlanks.

4.2 Borrowing

Eurostat noted that the loan liabilities as regbity money and banking statistics showed
different amounts than in the Survey. Differenageflows amount to about 100 million euro
for each of the years 2006 and 2007 for EBF. Thee&Suincludes (and separately reports)
borrowing from abroad, which may explain this réskurostat recommended downloading
systematically the breakdown of borrowing by tydelemder existing in the Survey, and
examining if this information could be considerear the compilation of the financial
accounts.

Eurostat noted that the insufficient balance shdeinsaction plausibility checks prevented
establishing a preference for the use of Surveyg daectly in the EDP tables, at least for the
time being.

4.3 Cooperation

Eurostat reemphasized that the BoG and the NSS®eglaas the GAO) should more actively
cooperate with respect to the survey results, enfittancial side. It was noted for instance
that the BoG had not received results of the Qugrtgurvey, and had just received the
results for annual data in the week prior the rorssi

Eurostat recommended reinforcing cooperation betwae NSSG, BoG and GAO with
respect to the exploitation of the financial sidefahe Survey.
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5. Other methodological issues
5.1 EU grants
Follow-up methodological visit, June 2008

One of the major issues discussed during the J0O8 Bllow-up methodological visit to
Greece was the correct recording of EU flows. Tiseussions on this particular issue led to
an agreement on increasing the general governnedititdby 0.3% of GDP in 2007 and
reducing it by 0.1% of GDP in 2006 due to:

() The withdrawal and resubmission of claims antiogrnto 231 million euro that were first
introduced in 2006, withdrawn and then resubmitte@007. It was agreed that this amount
(equal to 0.1% of GDP) initially recorded, for thApril 2008 notification, as 2007
government revenue, should be moved back from 29Q006.

(b) Some double counting identified by Eurostatiefamount of 160 million euro (or 0.07%
of GDP) of receivables from the Cohesion Fund thats responsible for apparent
inconsistencies with DG REGIO data (relating to €ibn Fund flows).

(c) The cancellation of an amount of 290 milliorregequal to 0.13% of GDP) reducing
payables in 2007, corresponding to internal esesatf amounts claimable but not actually
claimed.

Methodological visit, September 2008

After reviewing the agreement reached during thee 2008 visit, G-SPA informed Eurostat
that on 15 September 2008 it had received a pesithswer from DG REGIO regarding the
possibility of sending to the Commission claimdb#&defrayed from advance payments, after
the 88% limit of the financing of the project fraime EU sources has been reached — a point
made by Eurostat during previous exchange but wimes contrary to the previous
understanding of the Greek authorities.

Eurostat pointed out in the previous visit thaeintal reports of expenditure to be defrayed
from the advance payment, for projects that haxeadly reached the EU financing limit of
88% and therefore are not reimbursable, shouldbeaecorded as a revenue and reduction in
payables. However, after the confirmation by DG RE®Gf its agreement to receive claims,
the G-SPA asked Eurostat how these claims shouldeberded. Eurostat indicated that
submitted claims should be recorded as governmneeenue, and as a reduction in payables.

The G-SPA welcomed this proposal and informed Batoghat in 2008 a reduction in

payables of € 700 million would be recorded as sulteof claims submitted against the
remaining advance payments from the Community Sagp@amework (CSF) made by the

Commission in 2001 (amounting to 1550 mill euro total). Furthermore, the G-SPA

informed Eurostat that from the 650 million eurotofal advance payments made by the
Cohesion Fund, claims equal to 300 million euro Mdoe submitted to the Commission
within 2008. Thus, in total, claims amounting tbillion euro are expected to be submitted to
the Commission and recorded as a revenue andeaiietion in payables in 2008.

Eurostat noted that the actual impact on the 2@&itd would however depend on the net

impact of the flow of receivables and of payablés/en that one is drawing close to the
termination of the 2001-2006 programme, Eurostasaaed that the stock of receivables was
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likely to fall noticeably and possibly sharply i0@8, leading to negative adjustment entries in
EDP Table 2A — thus compensating in some meas@@akitive adjustment amount of 1
billion expected under payables, mentioned above.

5.2 Swaps correction and interest measurements

Eurostat asked about the exact reasons for the laegg EDP correction for swaps, the
highest in Europe as a % of GDP in 2006 and 206xu(al 0.6 billion a year), as well as for
the high level in net liabilities in derivativesatireached 8.6 billion euro at end-2007 — and is
growing rapidly by more than 1 billion euro a year.

MOF practice with derivatives

The GAO informed Eurostat that, by law, governmenits could not enter into “fictitious
derivative transactions" and could only engagecrnvatives in the context of hedges.

The types of derivatives in which the State engage plain vanilla interest rate swaps,

Quanto interest rate swaps (few), cross curren@pswrelated to large hedging operations on
foreign currency debt, prior to entry into the eamn@a), inflation swaps (after 2004), and

swaps involving embedded options with no upfroeihpium settlement.

The State does not engage in options, forwardardstor FOREX swaps, nor in off market
swaps (swaps with non-zero market value at inceptibhe GAO indicated that the State
does generally not engage in non-standard swapsnwit-linear cases or varying fixed leg or
spreads; those existing were very marginal in artsoun

No margin calls exist on these swaps, and the Stateages the credit risk by setting
exposure limits towards the 22 primary dealers Iveg.

The notional value of derivatives contracted hasied 50 billion euro, with a practice of

being long: receiving the fix rate and paying theafing. Eurostat reasoned that this may
explain the large cash inflows recorded, given abserved vyield curve during the period.

There also exist substantial price index derivatif@ose to 4 billion euro in notional value)

designed to swap a large share of the exposurtedeta the indexed bonds issued by the
Greek State since 2004.

The GAO noted that the importance of cross curreswgps has been rapidly diminishing,

after being predominant at the end of the 90s, wherGreek State had a practice of hedging
most of the exposure related to foreign currenaydsoas an example, in 2001, the foreign
currency exposure before swaps was 20% of deledssund after swaps only 1%. Entry into

the euro area, and the gradual redemption of foreigrency debt, led to a rapid decline in
the relative importance of these derivatives. Ewatothought that, given the interest rate
structure existing at that time, these currencypssshould have been paying noticeable
amounts of cash. It therefore wondered why the se@pection in EDP table 1, i.e. the

difference between EDP interest and ESA intereas, rglatively small.

Eurostat took note of the current practice in Greee, with respect to use of derivatives.
The GAO is to enquire on the swap correction in thgears 1998-2003.
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Eurostat noted that Greece was amongst the fewtmesirthat compile a comprehensive
market value position of its derivatives, notabhy the context of the quarterly financial
accounts for general government regulated by Coamci Parliament Regulation 501/2004.
Eurostat congratulated the GAO for setting suchigh fstandard. The GAO felt that the
figures for both the swap correction and for tleektoutstanding were accurate.

Eurostat reasoned that given that the swaps posies generating about 600 million euro
net cash inflows in 2005 and 2006, and given thatstock position of the net liability was
increasing faster by around 1 billion euro, a r@tlimg loss of 400 million a year had been
incurred. These losses reflect changes in markeé\that were not expected at inception, are
often volatile and are easily reversed into gains.

The EDP correction for swaps and the stock in dgiries
In million euro

2004 2005 2006 2007
EDP D41 9192 8702 8740 9288
ESAD.41 8986 9020 9304 9938
Swap correction -206 318 564 650
Market value of derivatives liabilities 5058 5512 446 7512 8604
Change in market value 454 933 1067 1092
of which transaction -26 369 564 650
of which revaluation* 480 564 503 442
memao: cancellations (+cash received) 180 51

* a positive revaluation in liabilities is a loss
MOF source data

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

In contrast, the budget presentation presentsesttegxpenditure after swaps only, without
distinguishing the swap impact.

Eurostat conducted a reconciliation exercise batwbe budget amounts and the amounts
reported under EDP, that seemed broadly satisfackurostat noted that the amounts of
consolidated interest seemed implausibly low (theserelated to social security holdings in

Treasury bonds/bills) and encouraged the NSSG &ndrthe reported data, although with no
impact on the reported deficit (reducing both cdidsted interest revenue and expenditure).
Eurostat noted that the largest share of the isteexeived (more than 1 billion euro) by

Social security would presumably be on governments. One of the complicating factors is

that some FISIM adjustment is compiled by the NS8wices (item 9 of the table below).
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Reconciliation of the budget interest expenditurd #he notified interest
In million euro

2006 2007
ESAD.41 - S13 1 9304 9938
Swaps 2 -564 -650
EDP D41 — S13 3=1+2 8740 9288
Local government debt interest 4 -61 -67
EBF debt interest 5 -30 -25
Social security debt 6 -19 -11
Consolidation of interest 7 329 373
Budgetary central government 8=3+4+5+6+7 8978 9569
FISIM 9 364 411
accrual adjustment (Table 2A) 10 190 -300
Implicit Budget / cash after swap 11=8+9+10 9532 9680
Budget 12=13+14=11 9532 9680
Interest 6100 13 9441 9602
securitisation 5281 14 91 78

Eurostat suggested that the GAO provides for main ategories of derivatives, in the
format the easiest possible to the MoF, the flow ahterest on a cash basis and on an
accrual basis, both before and after swaps — ovef0@4-2007. The GAO staff will enquire
if this is possible.

Eurostat suggested that the NSSG revise the congstdtion of interest.
Recording in EDP tables

The GAO thought that the EDP correction for swagsenin EDP Table 3 neither under the
item Net incurrence (-) of liabilities in financial demtives (F.34)or Securities other than
shares (F.3)nor underDifference between interest (EDP D.41) accrued@y @aid(4)(+)
Eurostat noted that this was one way to presesetfigures.

The GAO indicated that the itemlifference between interest paid (+) and accrue®RE
D.41) (-) of table 2A deviated from itemifference between interest (EDP D.41) accrued(-)
and paid(4)(+)of Table 3B mainly because of the uptick in indekedds that score in Table
2A (being an expenditure) and not in Table 3. Th&OGhoted that this cause justifies the
difference for 2007, and indicated that for therge2004 to 2006 differences of about 77
million euro, 107 million euro and 126 million eunad be omitted.

Eurostat recommended that corrections for indexedecurities, which have been omitted
for 2004-2006, be entered in table 3B, with an ingzt towards the reduction in the
discrepancy, of about 77 million euro, 107 millioreuro and 126 million euro over 2004
to 2006.
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The GAO reasoned that the accrual adjustment ferast did not exhibit systematic negative
amounts despite a consistently growing debt, becthes overall interest rate bill had tended
to be stable over the period, owing to a gradualfamplicit interest rate on the debt, due to
the influence of the roll-over of debt at lowerardst rates.

Swaps cancellation

The GAO observed that two entries for swap canweia of -180 million euro (9 years
remaining maturity) and -51 million euro (17 yeasgypear in Table 3B.The cash received
was accounted for as financial transactions at tfreancellation.

However the recent guidance note by Eurostat oousting for the swap correction dated 7
March 2008 suggests that these lump sums shoutd 8@ EDP deficit/surplus spread over
the original period of the swap.

The Greek authorities indicated a willingness tplaphe Eurostat Guidance note, with the
effect of slightly improving the government balargeabout 20 million euro a year.

5.3 Military expenditure

Following a considerable source data collection @othpilation effort, Greece started
compiling military equipment expenditure on a detiy basis from 2006 onwards. Greece
uses the transitional period foreseen in the Eatd3tess release, where prepayment already
recorded as ESA expenditure can be deducted fraualageliveries, so to avoid counting
expenditure twice.

The transitional period leads to the recording aftificial flows of accounts receivables”
designed to eventually reach the real stock ofivabées at the end of the transitional period,
starting from a zero stock at the beginning. In¢hse of Greece, the transitional period adds
350 million euro and 620 million euro to the flow ceceivables in 2006 and 2007
respectively (improving the deficit by this amount)

In order to monitor the accounting entries reldanilitary equipment expenditure in EDP
tables, the GAO routinely provides a confidentiatento Eurostat. During the June visit,
Eurostat requested that the note provides a spihta flow of receivables, as well as amends
the last paragraph, which the GAO implemented.

Eurostat took note of the sound recording of the ntitary equipment expenditure in
Greece and of the transparent manner in which the @horities report the impact of the
transitional period. Eurostat thanked the GAO for the amendment to the note.

Currently, the GAO deducts from each delivery thheppyment made at time of delivery.
Eurostat wondered to what extent this may leadotoesvolatility in the ESA expenditure

measure, and whether a linear amortisation woutdorgoreferable. The GAO was open to
considering the subject for future years and wauddt for an opinion of Eurostat. The GAO

indicated that the impact of the transitional penwas difficult to estimate for 2008 because
some deliveries may be delayed.

Eurostat will reflect on the better way to apportion the prepayment on deliveries.
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5.4 Taxes

The NSSG indicated that they were planning to re@omccrual adjustment to tax receipts, in
EDP table 2A, of 520 million euro in 2007, revismvnwards from the 650 million initially
reported in April 2008. This implied a correctiohl®0 million euro, increasing the deficit.

After some explanations of the NSSG, it seemed tiatmonthly figures used, which are
budgetary figures, were not yet final, and that #eerual adjustment was based on a
percentage of tax collectable in January and Fepraad on estimated tax collections in
2008.

Eurostat expressed a concern that in October 2@08dcrual adjustment for taxes based on a
time adjusted cash basis would still be based omates. It wondered if the tax directorate
general could assist the NSSG in this matter. Earosoted that Greece subscribes to the
SDDS and disseminates some monthly tax data wahen month. Eurostat wondered why
this information could not be used.

The NSSG staff provided some information relatiogircome tax on a monthly basis
originating from the GAO, which did not seem tofbly conclusive.

Eurostat requested to receive data on monthly casiax receipts, by main categories, for
2006-2008, based on information from the tax direcrate general separately from
information of the GAO.

6. Follow up to the Recommendations

Eurostat recalled that the 2006 Methodologicalt\hsid incorporated a detailed action plan.
In June 2008, Eurostat conducted a follow up Vst led to an assessment of progress as
well as to some additional recommendations or taesprecisions with respect to previous
recommendation. In July 2008, the NSSG provided&tat with an update of the progress on
this action plan.

Prior the September 2008 visit, Eurostat circuldatethe NSSG a matrix (annexed) showing
the recommendations of the 2006 visit, as well Aagdume 2008 visit, indicating (1) an

assessment by Eurostat of progress and (2) actoonmdertake. There is a column, left
empty, for the NSSG to provide its own assessmieptagress.

Eurostat requested the NSSG to fill out the matrix(enclosed), as well as to update the
July 2008 NSSG Progress Report to Eurostat beforephil 2009 notification.
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