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INTRODUCTION

In accordance with Council Regulation (EC) No 4109 of 25 May 2009 (as amended by
Council Regulation (EC) No 679/2010) on the appiaaof the Protocol on the excessive
deficit procedure annexed to the Treaty establghhe European Community, Eurostat
carried out an EDP dialogue visit to the Uniteddgdom on 24-25 January 2013.

The delegation of Eurostat was headed by Mr Franteqguiller, Director of Government
Finance Statistics (GFS). Eurostat was also repteddoy Mr John Verrinder, Mr Martynas
Baciulis, Mrs Rasa Jurkoniene and Mr Graham LockprBsentatives of the Directorate
General for Economic and Financial Affairs (DG ENJFland the European Central Bank
(ECB) also participated in the meeting as observers

The United Kingdom was represented by the Office National Statistics (ONS), Her
Majesty’'s Treasury (HM Treasury), the Bank of Emglaand the Department for
Communities and Local Government.

Eurostat carried out the EDP dialogue visit witk thain aims of discussing (1) statistical
adjustments made within the recently introduced @RCdatabase for departmental
expenditure and (2) steps which need to be takemetlnce the significant statistical
discrepancy in UK data.

With regard to procedural arrangements,Nfa&n conclusions and action poinagll be sent
to the UK authorities for review. Then, within waekheProvisional findingswill be sent to
the UK authorities for review. After thigjnal Findingswill be sent to the UK authorities
and the Economic and Financial Committee (EFC)waitidbe published on the website of
Eurostat.

Eurostat appreciated the fact that the UK autlesritiontributed to the smooth organisation of
the visit with their open and constructive approatthing the meeting as well as with
documents provided before and during the visit.

1. STATISTICAL CAPACITY

1.1. Institutional responsibilities
Introduction

Eurostat enquired about formal arrangements of e@dion between the UK authorities,
roles of new ONS staff and audit arrangements.

Discussion

As a follow-up to action point 1 from the previousit in January 2011, the ONS confirmed
that its Service Level Agreement (SLA) with HM Tseay had not been reviewed since
February 2009. As the two institutions are jointBsponsible for the measurement of
government deficit and debt (the ONS calculatesohal data for past years and HM
Treasury provides forecasts for future years), Ewatounderlined the need to update this
SLA.



The ONS also confirmed that its SLA with the BarlEagland was being reviewed. As part
of ongoing quality management work, SLAs might [gmed with other data suppliers such
as the Department for Communities and Local GoveminfDCLG), Her Majesty’s Revenue

& Customs, the Debt Management Office and devoladdinistrations. Currently, the

cooperation between the ONS and DCLG (which pravittecal government data for

England) takes the form of quarterly meetings.

The ONS explained that SLAs are not legally bindmg provide references to the existing
legal framework.

The ONS informed Eurostat of its recent reorgaiosatexplaining the functions of
Directorate of Collection and Production and théd@fof Chief Economic Advisor, and the
roles of new staff in the area of Public Sectorahites. An organisation chart and a basic
flowchart of compilation of UK Public Sector Accdsnwere provided for information.
Eurostat requested a detailed flowchart of EDP gsses.

The UK authorities had confirmed in the past tratoaints of all the bodies classified in the
General Government sector were audited by variodependent bodies. These audits take
place immediately after the end of the financiary@arch) and audited accounts for central
government departments are normally published ley énd of July. Local authorities,
devolved administrations and other central govemimigodies generally publish their
accounts later in the year with the accounts ndyntecoming available between July and
February of the following year.

The UK authorities explained that external auditeentral government entities are carried
out by the National Audit Office (NAO) and regionalidit offices (Audit Scotland, the
Wales Audit Office and the Northern Ireland Audifffi@). Until recently the Audit
Commission carried out a similar role for local govment, but it is being abolished. The
ONS and NAO hold regular high-level meetings.

Eurostat welcomed this cooperation in the contdxa ecent resolution on the Supreme
Audit Institutions and enquired about internal cohtespecially in smaller entities, as
required by Directive 2011/85/EU on national fistameworks.

Conclusions

Action 1. The ONS will take steps to update the Meandum of Understanding between
the ONS and HM Treasury by end-2013.

Action 2. A detailed flow chart of EDP processesedsin the United Kingdom will be sent
to Eurostat by end-June 2013,

Action 3. The UK authorities will provide by end-de 2013 a written confirmation of the
arrangements for external audit of general governniébodies, including who makes these
audits and what will happen after the Audit Commiss is closed. At the same time a

! The UK authorities have since provided initiakimhation. The issue continues to be discussed.
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description of internal audit arrangements in UK geral government bodies will be
provided?

1.2. EDP inventory

Introduction

Discussions focused on the new EDP inventory format
Discussion

The current UK EDP inventory was last updated inoBer 2011. The ONS confirmed that
there had been no changes since.

The UK authorities are currently working on the nE®P inventory, having grouped the
chapters as work packages and identified a leadinfor for each of them. The UK
authorities confirmed the first draft of the newentory would be delivered at the end of
February 2013, in line with indicative planning.

Eurostat recalled that this would be followed bhateiral discussions with the UK authorities
and the publication of the new inventory in Decen®@l3. Eurostat also explained that the
new EDP inventory format, notably annexes, allofiegdimely updates and encouraged the
UK authorities to make use of hyperlinks to exigtinformation (for instance, the Public

Sector Classification Guide).

Conclusions

Eurostat noted the ongoing work for the completwinthe new EDP inventory and
underlined the need to update the existing invgrfmrany major changes in the meantime.

1.3. Data sour ces

1.3.1. Online System for Central Accounting and Refing (OSCAR)

Introduction

Eurostat and the UK authorities discussed the ittandrom the previous Combined On-line
Information System (COINS) to OSCAR, statisticajustinents made to OSCAR and the
role of the ONS.

Discussion

OSCAR is the HM Treasury database that collectanfiral information from central
government departments and the devolved admintsafor the purposes of parliamentary

and statistical reporting and spending control.sTthatabase replaced COINS with effect
from the financial year 2012/13.

2 The UK authorities have since provided initiakimhation. The issue continues to be discussed.
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As a follow-up to previous action point 3, the ON&firmed that OSCAR was the source
for the data underlying EDP transmissions for a@ngjovernment spending and a small
number of receipts and lending transactions (ngtaleivenue from other sources than Her
Majesty’s Revenue & Customs).

HM Treasury presented the two phases of the profge of the main achievements in the
first phase (until June 2012) was the introducbbthe standard Chart of Accounts which in

the future will be extended to the whole General/&@oment sector. In the second phase
(until April 2013), the focus will be on additionakeas of functionality, such as links to

Whole of Government Accounts and reports on Pubiicate Partnerships.

Eurostat enquired about initial system issues thaght lead to revisions in the central
government expenditure data. The UK authoritiedicoed that no substantial revisions in
annual and quarterly data were expected.

HM Treasury also explained four types of statistadjustments to OSCAR, relating to: (1)
conceptual adjustments where there was a differentreatment between national accounts
and HM Treasury budgeting (OSCAR) such as financirmediation services indirectly
measured (FISIM); (2) alternative data sources wiiee ONS used a data source other than
OSCAR, for instance, on capital consumption; (3)rréctions of mapping errors
(misreporting by departments); and (4) profilingustinents where monthly data profiles
were not plausible.

With reference to documents provided before thé {(@slist of monthly adjustments and a
full data model for OSCAR, including the Chart a@unts tab with the mapping to ESA95
categories), Eurostat enquired about the ONS rohaaking statistical adjustments. The UK
authorities explained that, unlike in COINS, adpshts were made on the OSCAR system
and so were directly visible to government depantisi@nd the ONS. The ONS has limited
access to OSCAR and keeps an archive of monthlygaaderly extractions from OSCAR,
which are used, respectively, for Public SectoraRoes and for quarterly national accounts
data, upon which the UK EDP notifications are |&ydmsed.

Eurostat noted that a number of adjustments westichl to those discussed as a follow-up
to previous action point 1 (adjustments to COINS)August 2011 and, in some cases,
referred to the same outstanding issues. The Ukoaties explained that resolution of
outstanding issues was linked to ONS revision plsriand priority is given to adjustments
having potentially large impact.

Conclusions

Eurostat encouraged the UK authorities to desdhieesystem of statistical adjustments to
OSCAR in the EDP inventory and to provide clearegtardata explaining individual
adjustments.

1.3.2. Whole of Government Accounts (WGA)

Introduction

Eurostat and the UK authorities discussed the impigation of WGA and a related review
of ONS data sources, notably on public corporatamms$local government.
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Discussion

WGA are a consolidated set of financial statemebotsthe UK public sector. They
consolidate the audited accounts of over 1,500 msgHons across the public sector
(including central government departments, locdhauities, devolved administrations, the
health service, academies and public corporatio$zA are based on International
Financial Reporting Standards (IFRS), the systenaamiounts used internationally by the
private sector, as adapted or interpreted for th@ip sector context.

WGA are different from the national accounts andPEdue to definitional reasons (WGA
include liabilities relating to unfunded pensiomemes and to certain PPP projects that are
statistically considered ‘off-balance sheet’, adlvas provisions and contingent liabilities)
and due to public sector coverage (including putdbigorations, except public banks). WGA
do include, however, a broad reconciliation of istaal public sector debt and deficit
measures with near equivalents within WGA.

As a follow-up to action point 2 from the previodBP visit, the ONS had provided links to
published WGA data. The first audited WGA, for 2@09/10 financial year, were published
in November 2011. The next set of WGA (for 2010/As published in October 2012. The
UK authorities acknowledged that, as a pioneeritigngpt, WGA attracted a range of
gualifications by the Comptroller and Auditor GealerThe qualification relating to the

valuation of schools’ assets was discussed undendag point_4.1.4. Hospitals and
educational institutions.

HM Treasury presented the context and practicallesinges relating to the production of
WGA. Data for WGA are largely sourced from OSCABy, €entral government, and from
local authority and public corporations’ accountgygtems. At the moment, a standard Chart
of Accounts only covers central government bodies.

A link with the statistical discrepancy between +imancial and financial accounts was also
discussed. After sharing the experience of otheM&unber States, Eurostat encouraged the
ONS to compare direct (WGA) and indirect (Bank afnd) data sources.

Eurostat noted the plans to use data from the lpoipic corporations on the WGA system
for the financial years 2008/09 to 2011/12 in te4 2 Blue Book (main UK annual national
accounts publication). The data are supplied dyrdut the relevant corporations in the form
required for the national accounts and so are densd of superior quality to trying to
extract the data from published accounts.

Before the visit the ONS explained that the WGAufgs for local authorities were on a
group basis and so included many subsidiary compafsuch as Manchester Airport and
London Underground) which ONS classified as pubticporations. Therefore, for national
accounts purposes, the existing data sources f@l lauthorities are still considered to
provide more appropriate coverage than the WGA. dataostat encouraged the ONS to
check whether differences between WGA and curretd dources for local government
could be fully explained by consolidation of sulsites.



Conclusions

Action 4. The ONS will undertake a project to compadirect Whole of Government
Accounts and indirect Bank of England (counterpajtydata for certain financial
instruments in general government by end-2014, pdivg the results to Eurostat.

1.3.3. Devolved administrations and local governren
Introduction

Discussions focused on reporting requirements inglab central government part of the
devolved administrations and on local governmema,dacluding the data supplied by the
devolved administrations and quarterly data. P@kbond issues by UK local authorities
and new Scottish borrowing powers were also digzliss

Discussion

In the UK devolution refers to the statutory gragtof powers from the UK Parliament to the
Scottish Parliament, the National Assembly for Waded the Northern Ireland Assembly,
and to their associated executive bodies: the iSho@overnment, the Welsh Government
and the Northern Ireland Executive.

The UK authorities confirmed that data for the degd administrations’ spending included

in the Central Government sector were collectedO&CAR. Eurostat enquired whether the
reporting requirements relating to the devolved iadstrations were the same as those
applicable to government departments in termsrmoéliness and detail. The UK authorities
confirmed this to be the case.

In preparation for the visit, the ONS provided tivescale for receipt of annual local

authority data from the devolved administrationdie TONS explained that data were
generally available only for financial years. Th@yoquarterly data received are supplied by
the Scottish Government and covers capital expereditGenerally, estimates are made for
the quarterly path for the devolved administratibased on the path recorded for England,
for which data are collected by the Departmentommunities and Local Government.

A new Quarterly Revenue Outturn form, providing qedy data on local authority current

expenditure for England, was introduced in Aprill20 According to the ONS, the data
collected so far have shown a virtually flat patlridg the financial year. This path was
adopted for the UK figures, effectively assumingedo the lack of available data, that the
Scottish, Welsh and Northern Irish quarterly patiosild follow the same pattern.

The UK authorities confirmed they would discuss hwilevolved administrations the

possibility of introducing similar Quarterly Reven@utturn forms for Scotland and Wales,
and would also look to cross-check local governnesipienditure data by comparing them to
revenues which mainly come from central governngeamts and locally collected taxes.

Eurostat noted that full annual outturn data faalogovernment were only available for the
October EDP notification of the year t+1 and reg¢egsa report on the local government
source data used in the April EDP notification.



With regard to revisions in local government défanid debt data in October 2012, the ONS
confirmed that this was due to a change in the atetlsed to derive top-up grants for police
and fire pensions (for the deficit) and an improeatof source data on loans (for the debt).

According to the UK authorities, the issue of psigdrbond issues by UK local authorities, to
finance infrastructure investment, is now lessipernt following a reduction in rates charged
by the central Public Works Loan Board. Eurostauested to be informed in due course
about the potential bond issues by UK local autlesriand about the new Scottish borrowing
powers under the Scotland Act 2012 (currently sttlife consultation).

The issue of local government guarantees was disdusnder agenda point 4.3.2.
Conclusions

Action 5. The ONS will provide a report on the alability of local government source data
used in the April 2013 notification by end-March 283

2. FOLLOW-UPOFTHE JANUARY 2011 VISIT
Introduction

Eurostat and the UK authorities discussed progresde since the previous dialogue visit in
January 2011.

Discussion

Out of 25 actions agreed during the previous vish, had been entirely completed.
Outstanding actions (of which three were ‘in pregfeand seven were ‘mainly completed’)
were discussed under the relevant agenda points.

Since the previous visit in January 2011, the UKharities had implemented the appropriate
recording of North-South bodies (previous actioncenfirmed that a quarterly formula was
preferable to calculate forecast data for a caleydar (previous action 6), and complied
with the Eurostat decision of 2000 in relation t&IUS (previous action 18). The UK
authorities also provided more data on capital cigpgs and dividends in the EDP
guestionnaire and carried out an analysis for ptessuper-dividends (previous action 23), as
well as ensured that military expenditure data wemdrded on a delivery basis (previous
action 23).

As a follow-up to previous action point 19, the Obi@hfirmed that local government units
recorded EU grants on an accrual basis and thalialisances were recorded as expenditure
when the relevant notification is received.

With regard to EU grants retained by governmer,@NS provided an extract from OSCAR
relating to central government. The ONS has nohdoavidence of significant retention of
grants by central government units. According ® @NS, the most significant amounts are

® The UK authorities have since provided this infation. Eurostat considers this action point to Hasen
completed.



in the Department for Work and Pensions (DWP) tirgdgto funding by the European Social
Fund. DWP passes the funds to two other governrdepartments, the Department for
Business Innovation and Skills and the MinistryJaktice. The ONS is currently verifying
that these two departments pay the funds to baditssde the Central Government sector.

Eurostat enquired about EU grants potentially netdiby local government, and the UK
authorities agreed to provide this information iafte visit.

Eurostat also underlined that adjustments were ssacg not only for grants retained by
government, but also for other grants due to tindrffgrences. The UK authorities agreed to
confirm the necessary adjustments in financial ants

Conclusions

Action 6. The UK authorities will confirm the modgaies for the flow of EU grants to local
government bodies — seeking a practical exampletia to one local authority — and
confirm to Eurostat by end-May 2013 if resource®fn EU funds may accumulate at local
government levet.

Action 7. The UK authorities will confirm to Eurostt by end-March 2013 if the timing
adjustments for EU funds paid to third parties areeflected by entries in financial
accounts’

3. FOLLOW-UPOFTHE OCTOBER 2012 EDP REPORTING
3.1. EDPtable2
Introduction

Discussion focused on adjustments relating torduesttion between the Central Government
net cash requirement (CGNCR) and the startingdfrieDP table 2A (working balance).

Discussion

The ONS reports an EDP table 2 that is largely gmpiving to the fact that the United
Kingdom is managing its public accounts and budgetain accrued basis. As agreed during
the previous EDP visit in January 2011, the ONS negularly provides the reconciliation of
CGNCR (cash figures) and the EDP working balan@er(ed figures), with each EDP
notification. In preparation for the visit, the ONSovided a description of individual
adjustments in this reconciliation table.

The “Net lending to private sector and RoW” (ANRIke represents lending by government
and to government which has an impact on net caglirement but not on net borrowing.

Similarly, the “Net acquisition of UK Company Seiti@s” (ANRS) line represents the
acquisition and disposal of equity which has anactwn net cash requirement but not on net

* This action point has not yet been completed.

® The UK authorities have since provided initiakimhation. The issue continues to be discussed.
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borrowing. According to the ONS, in recent years ginincipal components of ANRS were
government acquisitions and disposals of equitthenpublic sector banks, British Nuclear
Fuels Ltd, the Nuclear Liability Fund and equitybsaription payments to international
organisations such as international and regionakda

The “Accounts receivable/payable” (ANRT) line reggats the net position of accounts

receivable/payable which leads to differences betwthe net cash requirement and the net
borrowing. The ONS explained that this line difitteetween Public Sector Finances (PSF)
and EDP data presentations because the line imelegant PSF table included national

accounts balancing adjustments which were speltyfiexcluded from the EDP dataset as

part of the statistical discrepancy work. As disads during the October 2012 EDP

clarification, the total accounts receivable/pagafiures in the reconciliation table should

conceptually match the net F.7 position recorde&DP Table 3B. The ONS continues to

investigate the differences, partly explained bg tise of different compilation systems

(monthly systems are used to produce the PSF iubeid quarterly systems are used to
produce the national accounts and EDP statistics).

The “Adjustment for interest on gilts” (ANRU) line the same as the line in EDP Table 3B
entitled “Difference between interest (D.41) acdeand paid(+)”.

The “Other financial transactions” (ANRV) line isresidual. As explained by ONS in April
2012, this line includes the statistical discregaaad any differences between cash and
accrued flows not already included in the othelesgfANRH, ANRS, ANRT and ANRU).

Eurostat enquired about the possibility of usinglitierent (audited) item, and not the
(national accounts-based) net borrowing measuréheastarting line (working balance) in
EDP table 2A. The UK authorities explained thatimas net borrowing measures, notably
the public sector net borrowing, are the main meafnassessing performance against the
government’s fiscal targets on a national leveld dmat cash measures such as CGNCR
conceptually are even further removed from the anldited item, departmental resource
accounts.

Eurostat underlined that all adjustments in th@mediation table between CGNCR and the
EDP working balance, as well as their links withFEEEable 3, should be explained in the
EDP inventory. Eurostat also noted the high votgatih the “Other financial transactions”

(ANRV) residual line and encouraged the UK authesitto provide greater detail in the
reconciliation table.

Conclusions

Action 8. The ONS will complete its work on the oexiliation of other accounts

receivable/payable (F.7), and then for loans (F.d4hd equity (F.5). The results will be
reported to Eurostat by end-September 2013.

Action 9. The ONS will provide greater detail irsiteconciliation table between the central

government net cash requirement (CGNCR) and the ED@tification working balance,
notably splitting “Other financial transactions” ad “Accounts receivable/payable” lines
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into their constituent parts, by the October 201®E notification. A pilot table will be sent
to Eurostat for comments by end-May 203 3.

3.2. EDPtable3
Introduction

Eurostat and the UK authorities discussed progresde since the previous dialogue visit in
January 2011 and a revised adjustment relatingsttances above/below par.

Discussion

The ONS confirmed that no data were currently abdd to provide a breakdown into

increase/reduction of loans (action point 7 frore firevious dialogue). It was previously
expected that the Flow of Funds project would delithese disaggregated. The ONS
explained that the scope of the Flow of Funds ptojgad changed as a result of its
incorporation within the ESA 2010/BPM6 (sixth editi of the Balance of Payments and
International Investment Position Manual) progranoheork and it was necessary to secure
the required data on government loans via a sepaxatcise.

Much of the currently used net loans data are swolufcom the Bank of England, from
counterparty banking data. The ONS therefore plarisvestigate the possibility to provide
the breakdown as part of compliance with actiompdi, which looks to compare WGA
financial instrument data with that from the Barikeagland.

Eurostat requested an update on the results oE8%&10/BPM6, notably as regards data
sources for the implementation of the statisticadl accounting elements of the Directive
2011/85/EU on national fiscal frameworks.

Since January 2011 the UK authorities had provaléarther breakdown of data in part 4 of
the EDP questionnaire and confirmed that directusdadata were used for other accounts
payable (previous action point 8). Amounts relatmghe allocation of special drawing rights

(SDR) by the International Monetary Fund were edelbli from EDP tables 3A and 3B

(previous action point 10). Allocations of SDRs @avo impact on the Maastricht debt.

Under ESA95 rules, they should only be recordedtasr changes in volume (K.10) of

assets in the national accounts and should notapp&DP tables.

The UK authorities also confirmed that data on ricial derivatives are included in EDP
table 3 on a net basis in the line for net acquisiof securities other than shares (previous
action point 12), ensured that the line for othefume changes in financial liabilities
contained no discrepancy/balancing items (prevactgon point 13), and implemented the
revised methodology relating to coupon sold (presiaction point 17).

In the October 2013 EDP notification, the ONS digantly revised adjustments in EDP
table 3, relating to issuances above/below par.UKeuthorities explained that the relevant
adjustment line in EDP table 3 had been previowd#ytifying the difference between the
cash paid at issuance of a gilt (UK government pamt the nominal value of the gilts
issued. This included some double counting as safintlee cash received at issuance related

® The UK authorities have since provided the pide.
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to accrued interest payments and not a premiumdscaunt on the price of the gilt. Under

the new approach, the change in the nominal valueaoket holdings of gilts is calculated

and compared to the accrued flow of gilt paymeassrecorded in net borrowing/lending.

The difference between accrued and cash gilt istgpayments is then removed (as it is
recorded in a separate adjustment line in EDP @bbnd the remainder is recorded in the
issuances above/below nominal value line.

Eurostat underlined that, having in mind recentnges and as part of further work on
separating out different adjustments relating tlh gisuances, redemptions and interest
payments, it might be useful update a one-off qoesaire on the recording of interest in
EDP tables.

The recording of interest was further discusseceuadenda point 4.2.2.
Conclusions

Action 10. By end-April 2013 the UK authorities Wwileport to Eurostat on initial work in
their task force to investigate data sources foretimplementation of the statistical and
accounting elements of the Directive 2011/85/EU mational fiscal frameworks.

Action 11. Eurostat will immediately provide the U#uthorities with a questionnaire on
the recording of interest flows in EDP notificatiotables 2 and 3, and the UK authorities
will complete the questionnaire by end-March 2018 part of the compilation process of
the April 2013 EDP notification table&.

3.3. Statistical discrepancies
Introduction

Discussions focused on two elements of statisticgirepancies: differences between non-
financial and financial accounts, and other statstiscrepancies.

Discussion

Following the last EDP visit in January 2011, thi€ Buthorities improved the transparency
(previous action points 4 and 13) of the statistidescrepancy reporting by excluding
discrepancy/balancing items from other accountsivable/payable and other volume
changes. Statistical discrepancies in the Unitesg#om are mainly attributable to central
government, but they are also comparatively laogddical government.

In response to Eurostat’s request to explain thekkwadertaken since the last EDP reporting
in October 2012, the ONS replied that it focusedeiforts on other statistical discrepancies
for central government, which were driven eitherdaya source differences or missing other
economic flows.

" The UK authorities have since provided this infation. Eurostat considers this action point to Hasen
completed.

8 The UK authorities have since completed the qoestire provided by Eurostat. The issue continodset
discussed.
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According to the ONS, a number of issues were ifledtand did not require further
investigation, notably the incorrect netting offdsta from the Debt Management Office, the
incorrect recording of accrued interest data ferltbndon Continental Railways’ bonds, and
the wrong signage in the accounts for short terrmddoy central government to the Financial
Services Compensation Scheme. The ONS identifiegdrak other issues but said these
needed further investigation before any changedeamplemented: the purchase of London
Continental Railways in 2009 that led to a numldanstances of debt cancellation and debt
assumption, the review of transactions and stoekaing to the Issues Department of the
Bank of England Issue Department, and the reviewrarfsactions and stocks relating to
National Savings liabilities.

The ONS confirmed that, taken together, these ctores would significantly reduce other
statistical discrepancies for central governmentoBktat encouraged the ONS to implement
the results of this work in the April 2013 EDP reprg and to subsequently address other
statistical discrepancies for local government.

The ONS explained that the discrepancy betweenfinancial and financial accounts would
be more difficult to identify, given the accrualata sources used in the UK for the non-
financial accounts. However, the ONS is of the mpirthat that much of the volatility in this
discrepancy over recent years is due to a nhumbemefoff transactions that need to be
reviewed, to identify any gaps between the nondiona and financial recording. These one-
off transactions include the transfer of the Rdyail Pension Plan, the reorganisation of the
Housing Revenue Account, the sale of British Engtlyg reclassifications and restructuring
of London Continental Railways, and the intervemgian the banking sector.

Eurostat said it would follow-up on the investigatirelating to the one-off transactions in the
course of forthcoming EDP notifications.

Conclusions

Action _12. Eurostat welcomes the progress made owestigating other statistical
discrepancies of UK central government and expeth® results of this work to be
implemented in the April 2013 EDP notification tadés. By the October 2013 EDP
notification, the UK authorities will complete annvestigation of other statistical
discrepancies for local government. Eurostat alsnderlines the need to continue work on
discrepancies between financial and non-financiat@unts and will follow this up with
the ONS during the course of forthcoming EDP notifitions?

3.4. Trade credits
Introduction

Eurostat and the UK authorities discussed the teypof trade credits data in EDP tables
and the implementation of the relevant Eurostaisitat of July 2012.

Discussion

° The UK authorities have since provided initiakimhation. The issue continues to be discussed.
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Stocks of liabilities in trade credits and advan@es.71) are reported by EU Member States
in EDP table 4. Since October 2012 Eurostat had alsblished an explanatory note
alongside the EDP news release.

So far the data on stocks of trade credits payabpmrted by the United Kingdom, have been
based on historical estimates. However, duringQhtber 2012 EDP clarification the ONS

confirmed that it would be possible to source tradedits data from annual IFRS-based
resource accounts of both central government dapats and local government bodies. Due
to the large number of such bodies, compiling thiegta would be very time consuming and
the ONS is therefore setting up a working partyhwilM Treasury and other government

departments, to determine the most effective waygadecting these data and other data
relating to contingent liabilities.

The UK authorities explained that the UK Whole a@v@rnment Accounts’ (WGA) balance
sheet included figures for total ‘trade payable#though the WGA were currently produced
with a considerable delay of around 19 months. lakest audited WGA figures showed a
total of ‘trade payables’ of more than GBP 18 biili(around 1% GDP) at end-March 2011.

Eurostat encouraged the UK authorities to provickeia data on central government trade
credits in the April 2013 EDP reporting and to ¢oué the work on the availability of local
government data.

Eurostat also recalled its July 2012 decision andtatistical recording of some operations
related to trade credits incurred by governmentsun line with this decision and subject to

specific conditions, liabilities in trade creditarcbe reclassified as loans (AF.4, part of the
Maastricht debt) in the cases of restructuring egfothancing via factoring operations. The

decision has to be implemented from the April 2EC8 notification.

According to the ONS, the source of trade credaadresource accounts) did not identify
whether trade credits were factored or restructuascconfirmed in the April 2012 response
to a one-off questionnaire on trade credits. TheS@INd the Bank of England confirmed that
they would be investigating possible data souncdhis respect during 2013.

Conclusions

Action 13. The UK authorities will work towards pvaling data on stocks of central
government trade credits on a financial year basg the April 2013 EDP notification.
Results of planned work on local government tradedits will be reported to Eurostat by
end-2013"

Action 14. The ONS and the Bank of England will iestigate available data to apply the
2012 Eurostat decision on trade credits for factogi and restructuring and will inform
Eurostat by mid-June 2013 of their findings and tingoroposals for implementation in the
October 2013 EDP notification.

9 The UK authorities have since provided the datatonks of central government trade credits.
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4. METHODOL OGICAL ISSUESAND RECORDING OF SPECIFIC
GOVERNMENT TRANSACTIONS

4.1. Deimitation of general government
4.1.1. Green Investment Bank, Big Society CapitatdaBusiness Bank
Introduction

Discussions focused on a general issue of natideaélopment banks (NDBs) and three
recent UK initiatives in this area: the Green Inwent Bank, the Big Society Capital Group
and the Business Bank.

Discussion

Eurostat recalled that the issue of NDBs was dssaign the December 2012 meeting of the
Financial Accounts Working Group (FAWG). It was alotty proposed that: (1) the capital
injection test had to be applied to cases of chpijactions by government to NDBs, (2)
under very specific conditions, a capital injectamuld be partitioned into financial and non-
financial components, (3) the rules applicable e tecording of capital injections into
multilateral development banks could not be diseapiplied in the case of NDBs, and (4) all
activities of NDBs performed on behalf of governmeshould be re-routed through
government accounts.

Eurostat also recalled previous discussions witth @NS relating to a general issue of
financial intermediation. When classifying new ficéal intermediaries, it is necessary to
determine whether their business model is to foncéis such. In particular, Eurostat would
examine if a body could and would raise significamtding from the market after the start-
up phase. Other relevant criteria include autonarhylecision making, the possibility of
bankruptcy and potential channelling of subsidiesapital grants as a proportion of all
activities.

In 2012 the UK government created a Green InvedtiBank to attract private funds for the
financing of environmental investments. The Gremvestment Bank has a capital of GBP
3 billion and is fully-owned by the UK governmenrthe entity does not currently have
borrowing powers. The ONS confirmed that the Griesestment Bank had commenced its
operations in October 2012 and that it would besgifeed inside central government
(S.1313).

A similar UK government initiative, the Big SocieGapital Group, aims to improve access
of frontline social organisations to affordabledinte. The group is made up of three separate
entities: (1) The Big Society Trust (BST), a compdimited by guarantee which is the
holding company and has the sole object of protgcthe social mission of Big Society
Capital, (2) Big Society Capital (BSC), a compamyited by shares which is the operating
company of the group, and (3) The Big Society Fatiod, a company limited by guarantee
which will be constituted to receive charitable dbons and develop grant programmes to
support the group’s mission.

According to ONS, all three companies are legaltieat and each will have their own
boards, different roles, different funding arranges and would each appear to qualify as
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institutional units. BST has a controlling inter@stBSC, owning 60% of the equity stake
(although it has 80% of the voting rights). Als& Bwill be the only member of BSF.

From the UK perspective, the classification of bB®C and BSF into the public or private

sector will therefore be determined by whether BST|® public sector or a private sector
body. The ONS explained that BST, like all UK comigs limited by guarantee, had

members and not shareholders. It had eight mem@Fersf whom were private sector

individuals and the eighth was a government appejntand, for some decisions, 75% of the
BST members must be in agreement. The ONS hasehaleyermined whether this power is
sufficient to provide the public sector with coritower BST’s general corporate policy.

According to the ONS, BST is almost entirely gr&umided, as is BSF, so if in the public
sector, both these companies will be classifiedeagral government bodies. BSC, if in the
public sector, appears to be a borderline finanoi@rmediary. Eurostat recalled, however,
that, in the state aid approval of BSC in Decen@tl, the European Commission had
expressed a view that BSC was ‘a mere vehicle’ mélling funds to the intermediary level.

ONS confirmed that the issue of the classificatidrthe three Big Society Capital Group
entities would be resolved by the October 2013 EE@rting.

In the 2012 Autumn Statement, the UK governmentoanned that it would create a
Business Bank, to deploy GBP 1 billion of additiboapital. This would enable UK Export
Finance (operating name of the Export Credits GuiamDepartment, classified as a public
non-financial corporation, S.11001) to provide agaBP 1.5 billion in loans to finance small
firms’ exports. According to the UK government, thestitution would operate on a
commercial basis within a strategic framework seiriinisters.

The ONS explained that there had been very limieyress on the idea of the Business
Bank. The ONS confirmed that it was keeping anyettlgyments under review and agreed to
inform Eurostat in due course.

Conclusions

Action 15. The ONS will inform Eurostat of its claffication conclusions for Big Society
Trust and Big Society Capital by end-September 2013

4.1.2. Network Rail and rail franchises
Introduction

Eurostat and the UK authorities discussed the ifieetson of Network Rail and certain
aspects of rail franchises.

Discussion

Network Rail is the owner and operator of most loé trail infrastructure in the United
Kingdom (England, Scotland and Wales, but not NariHreland and London). It was set up
as a company limited by guarantee, a form of UK gany where members’ liability is
limited to a specified amount which is payable unsigecified circumstances, and where
members have no rights to a share in the compamgfgs or in any surplus on liquidation.
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In response to action point 15 from the previouwsdadjue visit, the ONS confirmed that the
degree of UK government’s influence and controlrdVetwork Rail was not higher than had
been before the Railways Act 2005 and that them been no cases of government
interference in appointing the members, the dirsctw the Membership Selection Panel of
Network Rail after March 2003. The ONS said thatthe financial years 2009/10 and
2010/11 it is possible that Network Rail might paiss the market test, with the majority of
its revenue coming from UK government grants.

Network Rail members (industry members, public memand a special member, the
Department for Transport) appoint the board ofdoes who make the day-to-day decisions.
According to the ONS, the members and/or the dirscare in control of the general
corporate policy of Network Rail which is currenttyassified as a private non-financial
corporation (S.11002).

Eurostat recalled that previous exchange of viewtls the ONS referred to the classification
of Network Rail under ESA95. The ONS was therefasked to review this classification in

light of ESA 2010 (notably, the criteria for goverant control such as rights under special
shares, borrowing from government and control xi@essive regulation).

The views on the classification of Network Rail the ONS and Eurostat under ESA95
guidance were not shared by the UK Comptroller Anoditor General, who believed that

Network Rail was controlled by government, beating risks that would normally be borne
by equity capital. During the visit, Eurostat alewognised that Network Rail had a large
amount of debt (guaranteed by government) whicheased to around GBP 27 billion

(nearly 2% GDP) in the financial year 2011/12 aaxtording to the annual report published
in April 2012, was set to increase to around GBPb8Bon by 2013/14. The guidance

contained within ESA 2010 and its implementatiomvisles an opportunity to evaluate
Network Rail classification against the new guidaaad criteria.

With regard to rail franchises, the discussionsu$ed on minimum revenue guarantees
granted to private sector Train Operating Comparnié® UK authorities confirmed that,
under the new franchise model, it was virtually asgible to receive revenue support in the
early years (for example, 80% of the differenceMeein forecasted and actual revenue) and
to avoid a premium payment in later years by teatmng the contract. Now the UK
government would only pay revenue support if this@cGDP growth and official forecasts
on which the franchise bid was based differed v percentage points.

Eurostat recalled its view that, in the case ofsxice of a minimum revenue guarantee,
government should be considered as bearing therityaf the economic risks, and the
assets should be recorded on government’s baléweet. s

Conclusions

Action 16. Once it has all the necessary methodatagelements, the ONS will analyse the
classification of Network Rail under ESA 2010 andsi accompanying Manual on
Government Deficit and Debt (MGDD). This analysisilwinclude one of control —
describing the differences between IFRS/IPSAS an8A2010 control rules — and also the
application of the revised rules on the market/nomarket distinction.
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4.1.3. Arms Length Management Organisations (ALMC®)d the Housing Revenue
Account

Introduction

Eurostat and the UK authorities discussed the ifilesson of Arms Length Management
Organisations (ALMOs) and the implications of theuding Revenue Account reform.

Discussion

In the UK, social housing is provided by local aartties. Each local authority ring-fences its
housing activity and compiles a Housing Revenueofiot (HRA), which details the relevant
income and expenditure. This information allows tharket/non-market test to be carried
out. The test has traditionally showed that produactosts are covered by rental receipts.
Therefore, in the UK, local government housingasnmally treated as a market activity, and
HRAs are classified as public quasi-corporationsibljc non-financial corporations,
S.11001).

In 2002 some UK local authorities started setting Arms Length Management
Organisations (ALMOs), to manage all or part ofittusing stock. ALMOs are owned by
local authorities, but have an independent legalistand are run independently. Under this
system, a local authority retains its housing stanll controls the allocation policy. Until
now, management fees charged by ALMOs have beerid@yed as sales. As a result,
ALMOs have been classified as public non-financ@bporations.

The key issue of management fees charged by ALM&s leen discussed during the
previous EDP dialogue visit to the United Kingdom January 2011. As a follow-up to
previous action point 14, the ONS obtained copiesnanagement agreements for two
ALMOs. The ONS’ tentative conclusion (subject tornfi@l approval by the National
Accounts Classification Committee) was that in firet case management fees could not be
considered as sales and in the second case thé&y lmeuThe ONS explained that further
work would be undertaken to determine which is tgpehe management agreements was
more common.

Eurostat requested to be informed in due courseeapdessed a view that, if management
fees paid to ALMOs were not sales, ALMOs could gagde consolidated with HRAs. This
would ensure similar statistical treatment of hogsactivity, whether or not local authorities
set up ALMOs.

The United Kingdom also reformed the overall syst#nocal authority housing finance in
March 2012, by devolving it to local authoritiesrtanage themselves. In accordance with
the Localism Act 2011, the HRA subsidy system igland was abolished and replaced with
local government self-financing for council housing

The ONS explained that the transactions involvethis reform were large and broadly fell
into four categories: (1) Local authorities paid F5B3.4 billion to the Department for
Communities and Local Government (DCLG); (2) DCL&dGBP 5.3 billion mostly to the
Public Works Loan Board (PWLB) to discharge locatharity debt held by PWLB; (3)
DCLG paid a further GBP 1.6 billion to PWLB as pamhfor the premia on debt discharged
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early; and (4) PWLB loaned GBP 12.9 billion to Ibeathorities at a reduced rate (as pre-
announced by the government in September 2011).

The first two transactions were treated as capiahsfers between central and local
government. The third transaction was recordedhastarest receipt by central government
and a counterpart interest payment by local govemniThe fourth transaction was recorded
as an increase in local government borrowing fraental government (matched by a
counterpart cash flow). According to the ONS, teéomrm had virtually no effect on the

overall borrowing by general government, as thedaations took place between general
government subsectors.

Eurostat noted the explanations provided by the dukhorities and, due to the complexity
and significance of the transactions, requestddvechart explaining the potential impact on
general government deficit and debt. In this contéxrostat also asked the UK authorities to
comment on the statement by the UK Office for Budge Responsibility that the HRA
reform would“increase public borrowing more than originally @stated”.

Conclusions

Action 17. The ONS will provide Eurostat by end-Mdr 2013 with a flow chart explaining
the transactions for abolition of the Housing Revea Account subsidy system, and will
explain the potential impact on general governmetgficit and debt, if any?

4.1.4. Hospitals and educational institutions
Introduction

Discussions focused on new developments relatingpgpitals, notably the bailout fund for
National Health Service (NHS) Trusts and poterdiasolution of insolvent NHS Trusts, and
to central government-controlled schools. The diaasion of Further Education Colleges
and universities was also discussed.

Discussion

All public hospitals in the UK are currently cladgsil inside the Central Government

subsector (S.1311). There have been discussionthenpast on the classification of

Foundation Trusts. However, during the last visitJanuary 2011 the UK confirmed that
Foundation Trust Hospitals are still classifiedidesgeneral government. Foundation Trusts
have more managerial and financial freedom whenpeoed to NHS Trusts, but government
is deemed to control the general corporate polidyoth types of entities.

Eurostat asked the UK authorities to comment on ribe initiative to set up a GBP
1.5 billion bailout fund for NHS Trusts and the @uatial dissolution of insolvent NHS Trusts
under the regime for unsustainable NHS providetspduced in 2009. Eurostat also recalled
reports that the dissolution of one of the NHS Tgusouth London Healthcare, in 2012
would lead to a “write-off” of GBP 150 million ofedbt.

™ The UK authorities have since provided initiakimhation. The issue continues to be discussed.
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The ONS confirmed that it was aware of the new bgpraents and explained that the
Department of Health’s publically communicated iien to provide support to a small
number of NHS Trusts with significant debts wasitieel as a contingent liability. In addition,
as each of NHS trusts are classified in the Ce@mlernment sector, any payments to and
from these bodies would fall within the central gowment boundary and would consolidate
out for EDP purposes.

The ONS also informed Eurostat of an increased lielating to private income that could be
raised by Foundation Trusts and of NHS PropertyiSes, a new property management
entity, the setup of which was apparently simitathte Bundesimmobiliengesellschaft (BIG)
case in Austria. Eurostat suggested discussing$ioe bilaterally after the visit.

Most of primary and secondary schools in the Unk&ngdom are classified inside Local
Government subsector (S.1313), as they are coedrddly the Local Education Authority.
However, recently there has been an increase imuh&er of schools in England, such as
academies or free schools, that are directly catrdy central government (Department for
Education).

Eurostat recalled concerns, raised by the UK Radid’s Public Accounts Committee, that
academies in particular had not been providingabunting information on expenditure and
assets. The ONS explained that this was a questidata sources relating to relatively new
entities and undertook to investigate how this ddad satisfactorily resolved.

In August 2010 the ONS announced its decision t¢tassify reclassified Further Education
Colleges (institutions that bridge the gap betwsemools and universities, as well as offer
adult education) to the central government se@dat311), moving them from the non-profit
institutions serving households sector (NPISH, B.8bbsequently, the Education Act 2011
amended the powers of government over Further Ednc&olleges in England. According
to the ONS these changes, which came into foro&pnl 2012, were sufficient to remove
public sector control and accordingly the Englishrtker Education Colleges were
reclassified back to the NPISH sector. Similar bedin Wales, Scotland and Northern
Ireland remain classified inside central government

The ONS currently records Further Education Cobagehe NPISH sector; that is to say the
original reclassification decision to move Engliflrther Education Colleges from the
NPISH sector to central government for the peripdauMarch 2012 and Welsh, Scottish and
Northern Ireland Further Education Colleges up he present day has not yet been
implemented in either UK national accounts or ilblRuSector Finances.

The ONS reported that it is currently reviewing whihe classification decision can be
implemented across the UK national accounts andigpabctor finance statistics. Eurostat
confirmed with the UK authorities that, when implemed, the reclassification would have
virtually no impact on the UK government deficis expenditure funded by government was
already captured, and fees received directly byctileges were offset against expenditure in
the public finances.

ONS has previously indicated that the current diaasion of universities is being reviewed,
following the introduction of student fees, and tthmiversities (currently classified as
NPISH, S.15) could be reclassified as non-finanmoaporations (S.11). Eurostat requested to
be informed in due course.
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Conclusions

Action 18. Eurostat takes note of the difficultieencountered in obtaining source
information on academies, and asks the UK authaegito investigate how this could be
satisfactorily resolved, reporting back to Eurostay end-2013.

4.1.5. Questionnaire of general government-conteallentities
Introduction

Eurostat and the UK authorities discussed pracigsales relating to the completion of the
guestionnaire on general government-controllediesti

Discussion

This questionnaire covers non-financial and finahq@ublic corporations controlled by

government, but not included in the General Goveminsector. All EU Member States were
required to complete the questionnaire on a comopylsasis by end-December 2012. From
2013 onwards, the questionnaire has to be updatédliViember States on an annual basis.

Eurostat recalled that the two key aspects of thestipnnaire were its completeness in terms
of entities controlled by government and the cdrigaplication of the market/non-market
test.

Eurostat noted that the UK questionnaire, provitheBecember 2012, did not include non-
profit institutions serving households (NPISH). TOBEIS explained that it followed a stricter
approach based on ESA95 paragraph 2.87 wherelyoedirnment-controlled NPISHs are
classified inside general government.

Eurostat also noted that the UK questionnaire madral 170 entries, as compared to around
350 entries in the latest update of the UK Pubdict8r Classification Guide relating to public
corporations alone. The ONS explained that this @ to the fact that the questionnaire
included entities at a group level. The ONS gave teasons for this: (1) it might be very
difficult to request data from these entities, esugs could have dozens of subsidiaries, some
of them very small, and (2) the sum of stocks ditds a subsidiary level would not be a
good indicator, as a significant part of this débotably, intra-group debt) should be
consolidated.

Eurostat agreed to reconsider this issue aftersiigating the practices in other EU Member
States.

Conclusions

Action 19. By end-May 2013 Eurostat will considdnet treatment of subsidiaries in the
Questionnaire on government-controlled entiti&s.

12 Eurostat has since confirmed that data on subrigdiahould be included in the questionnaire on an
unconsolidated basis and considers this actiort pwimave been completed.
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4.2. Implementation of accrualsprinciple
4.2.1. Taxes and social contributions
Introduction

Issues discussed by Eurostat and the UK authonitghsded a change in methodology for the
recording of tobacco duties, other accounts rebé#payable relating to taxes and social
contributions, new PAYE computer system, Swissagoeement and the impact of Directive
2010/45/EU.

Discussion

As a follow-up to action point 16 from the previousit in January 2011, the ONS now
provides more information in the questionnaire axes and social contributions and EDP
guestionnaire table 5.

In the October 2012 EDP notification the ONS infedrEurostat of a new method for the
recording of tobacco excise duties, that had beptiead back to the financial year 2002/03.
A complicated modelling technique for tobacco dutighich differed from the accruals
methods used by Her Majesty’s Revenue & CustomsREMfor other similar duties was
replaced by the standard accruals methodology.

Eurostat accepted the new approach and recallegl itnaline with Regulation (EC)
No 2516/20005the methods applied and the possible revisiondlsleasubject to agreement
between each Member State concerned and the Coimm{Esirostat)”. The ONS agreed to
notify any future changes in advance and to uptiaequestionnaire on taxes and social
contributions.

Eurostat noted ONS progress in reconciling tramsiastand stocks of other accounts
receivable/payable (F.79) relating to taxes andasamntributions in EDP questionnaire
table 5. The ONS explained that remaining incoasiges related to a historical HMRC
source data for stocks and agreed to work on ergstull consistency.

Eurostat also noted that the ONS reported UK gowent payables relating to social
contributions (D.61) in EDP questionnaire tabléds. such payables are usually limited to
prepayments and tax refunds, Eurostat requested mfmrmation on the reported data and
the accrual method. The ONS confirmed that the datated to National Insurance
contributions, and agreed to provide further infation after the visit. In the same context,
the ONS agreed to confirm the accruals adjustmexthoas used for National Non-Domestic
Rates and Council tax revenues where HMRC accdassare used.

In June 2009 HMRC introduced a new PAYE computstesy relating to the Pay As You
Earn (PAYE) withholding income tax and National urence contributions. The ONS
explained that the system change led to the ideatiibn of previous errors in the calculation
of income tax liabilities. To rectify the identifieerrors, HMRC made repayments over the
financial years 2010/11 and 2011/12 which relatethx liabilities for earlier years (2003/04
to 2009/10). The ONS accrued these tax paymentstbathe year in which the tax liability
arose. In response to Eurostat’'s query on the patampact on other indicators such as
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compensation of employees (D.1), the ONS confirtied D.1 data were also provided by
HMRC and no large further changes were expected.

In October 2011 the UK Government and the Swissf&lmmation signed a tax agreement
relating to assets held by UK residents. Followitsgentry into effect in April 2012, the
agreement will result in four separate paymentsnfrihe Swiss authorities to the UK
government: (1) one-off payments to regularise ngements in the past; (2) an upfront
payment of SFR 500 million; (3) a final withholditgx on interest, dividends and holding
gains; and (4) an inheritance tax payable in casleath of a relevant UK resident.

The ONS indicated their intention to treat the offepayments as capital taxes (D.91),
accruing in May 2013. The upfront payment wouldtieated as a pre-payment, recording a
receipt of cash (F.2) by the UK government in thmearicial accounts, with a counterpart
liability in other accounts payable (F.7) in Febsua013. The final withholding taxes would
be treated as ongoing taxes on income (D.51), axr@as they arise, the inheritance taxes
would be treated as ongoing capital taxes (D.%l)hay arise.

In line with earlier bilateral discussions, Eurastacepted the proposed treatment. With
regard to the upfront payment, Eurostat requedtedfihal version of the relevant NACC
paper, explaining the nature of this payment, ageéed to confirm the time of recording
before the actual payment in February 2013.

Eurostat recalled that that Directive 2010/45/EJ4é implemented by end-2012) provided a
possibility for the EU Member States to apply ahcascounting scheme for the payment of
VAT. Certain companies (depending on their annualdver) would be able to pay VAT to
the competent authority when they receive the paynier supply. This is an optional
scheme that should have a positive effect on teh taw of SMEs and should be limited to
the period of economic and financial crisis.

As the directive could have an impact on the reogrdf government revenue, Eurostat

enquired whether its implementation would resultamy changes to the method used for
recording of VAT revenue. The ONS confirmed that thnited Kingdom made use of the

optional scheme provided in Directive 2010/45/ElMRIC was collecting the relevant data

but the amounts were insignificant and the datéectibn had been stopped. Eurostat noted
the explanation and thanked the UK authoritiegHeir efforts.

Conclusions

Action 20. The ONS will ensure by the April 2013 PDhotification that data on stocks and
flows of taxes and social contributions in EDP quisnaire Table 5 are consisterit.

Action 21. The UK authorities will confirm to Eurdat by end-February 2013 the accruals
adjustment methods used for National Non-Domestiat& and Council tax revenué$.

13 The UK authorities have since improved this caesisy. Full consistency is expected for the endtSaper
2013 EDP reporting.

4 The UK authorities have since provided initiakimhation. The issue continues to be discussed.
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Action 22. The UK authorities will confirm to Eurdat by end-February 2013 the reasons
for government payables recorded for social contriltons, and how accrual of this item is
undertaken®®

Action 23. Eurostat will provide comments on thegmosed time of recording of the
UK/Swiss tax agreement by mid-February 20'F3.

4.2.2. Interest
Introduction

Discussions focused on interest accrued relatidmamcial instruments other than bonds and
on the seasonality in quarterly series of inteaestued (payable).

Discussion

As a follow-up to action point 16 from the previousit in January 2011, the ONS confirmed
that, in relation to accrued interest, only theadan government bonds was included in EDP
table 3.

Progress on other instruments (deposits, loansrepdrchase agreements) was originally
expected as part of the Flow of Funds project (mmerporated into the wider ESA10/BPM6

programme). The ONS assured, however, that thiddvoot affect progress to review the

methodology used in compiling estimates for accrmerest to financial instruments other

than bonds. The ONS commenced a review of primanrces, to assess the valuation
method for loans and deposits, and expects thiswelo be completed in mid-2013.

Eurostat noted the ONS assumption that, for fir@nicistruments other than bonds, the
difference between interest accrued and paid wdssmgmificant, and that the United
Kingdom borrowed mainly by issuing bonds. Nevers| Eurostat repeated the need for
progress in relation to other instruments.

With regard to interest receivable, data on depasit loan flows are mostly provided by the
Bank of England. Eurostat suggested comparing tieset data with information available
in OSCAR (chart of accounts) and asked to be indatrabout the results of this exercise.

The ONS informed Eurostat that data relating teredt on the bonds issued by London
Continental Railway were missing from the adjusttmiam interest accrued/paid in EDP
Table 3. This omission will be rectified in the A@013 EDP reporting.

Eurostat also noted the volatility in quarterlyissy with levels of interest accrued (payable)
in the second and the fourth quarters of a calepédar consistently exceeding those in the
first and the third quarters. The UK authoritiegeveequested to explain the reasons for this
and to check whether interest was being accrueeaby.

5 The UK authorities have since confirmed the reagonthis and made the necessary changes in the en
March 2013 EDP reporting. Eurostat considers tti®a point to have been completed.

18 Eurostat has since provided the comments anddenssihis action point to have been completed.
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Conclusions

Action 24. The UK authorities will examine informain available in OSCAR (chart of
accounts) on interest accrued (receivable) and camgpit with existing sources by end-May
2013. The UK authorities will also explain the reass for seasonality in quarterly series of
interest accrued (payable) by end-March 2073.

4.3. Recording of specific government transactions
4.3.1. Public Private Partnerships
Introduction

Eurostat and the UK authorities discussed a det&@IiNS analysis of several PPP projects,
the interpretation of the Manual on Government @efand Debt (MGDD) and two new
initiatives: a new Public Finance Initiative (PBRIUK national concept which refers to a type
of PPPs) model and a new Pension InfrastructurtéoRia

Discussion

Until April 2009 UK public sector bodies were repog PPPs within their resource accounts
under the Generally Accepted Accounting Princigle&k GAAP, deemed to be sufficiently
close to ESA95/MGDD). Since April 2009 these reseumccounts are prepared under
International Financial Reporting Standards (IFR®)e move had the effect of removing the
original UK GAAP-based data source that ONS rebedfor assessing the economic owner
of the PPP assets. To compensate for this, UK gavent departments started reporting new
deals on a dual basis: according to their IFRSdhas®alysis for resource accounts purposes
and an MGDD-based analysis for national accountsqaes.

As a follow-up to action point 24 from the previo&DP visit in January 2011, ONS
provided a detailed analysis of a pre-IFRS PPPRept@nd two new, post-IFRS projects. For
all three projects assessed, the ONS opinion vaghk PFI project documentation provided
sufficient evidence that both construction risk andilability risk had been transferred to the
private sector and, therefore, under ESA95/MGDDdgnce these PFI projects should be
recorded as on the private partners’ balance sheets

With regard to the pre-IFRS hospital-related PP&egt, Eurostat agreed with the ONS
analysis and accepted that, in line with the reietechnical guidance by HM Treasury, there
was no need to reassess all pre-IFRS PPP contoaatational accounts purposes. Eurostat
also agreed with ONS analysis of the two new PRifegis (related to street lighting and
highway maintenance). Eurostat accepted the proeeftr making a national accounts
determination (on-balance or off-balance), desdribe the HM Treasury’'s technical
guidance. However, the ONS was requested to chetcmy complex cases referred to it by
HM Treasury, but all largest PPP projects abovertam capital value. The ONS agreed to
indicate such a threshold after the mission.

" The UK authorities have since explained the res$onseasonality in quarterly series of interesraed
(payable). The comparison of direct and OSCAR dataces relating to interest accrued (receivalde)riot
yet been completed.
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In response to the ONS comment that a number oé mement PFI did not seem to include a
high proportion of capital expenditure, Eurostatfaoned that, in the case of existing assets,
the expenditure for renovation must represent aomagrt (more than 50 per cent) of the

capital value after the renovation. Eurostat alscalled other PPP-related changes in the
latest edition of MGDD (concessions, terminatioausles and payments by final users).
Eurostat confirmed that PPP-related changes diépylly retroactively and agreed to further

clarify this as part the task force to revise MGDD.

Eurostat recalled that more information on PPPsldvbave to be disclosed under Directive
2011/85/EU on national fiscal frameworks. Accordinghe UK authorities, this should not
be an issue in the United Kingdom, as such infoionatvas already disclosed in the Whole
of Government Accounts. In this context, the ONS wiés0 encouraged to provide more
gualitative information on PPP-related guaranteed ather risks in EDP questionnaire
table 11.

In December 2012, HM Treasury published a revisedehfor PFIs (known as PF2) along
with details of the new standard PFI contractsegafed. The ONS confirmed the intention to
analyse the documents on the new PFI arrangenantiey become available later in 2012,
and to consider their implications for EDP statisti

Eurostat also requested to be informed, in duesepuabout the implications of a new
Pension Infrastructure Platform, announced in &22budget. This initiative which will be
owned and run by UK pension funds is expected themmaitial GBP 2 billion investment in
UK infrastructure in 2013. From the initial inforti@n, Eurostat understands that there is a
link between the Pension Infrastructure Platfornd am new UK Guarantees scheme
(discussed under agenda point 4.3.2 below), artddKagovernment might shoulder the risk
of building the relevant assets.

Conclusions

Action 25. The ONS will send a proposal to Eurostat checking the future largest Public
Private Partnership (PPP) projects by end-Februg913:®

Action 26. The ONS will provide qualitative inforntian on PPP-related guarantees and
other risks in EDP questionnaire table 11 in the Ap2013 notification ™

Action 27. Eurostat will clarify the retroactive ggication of changes in the MGDD as part
of the task force to revise MGDB.

'8 The ONS have since sent the proposal. Eurostaidens this action point to have been completed.

¥ The ONS provided the requested qualitative infdimmain the end-March 2013 EDP reporting. Eurostat
considers this action point to have been completed.

20 Work in the task force is still ongoing.
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4.3.2. Guarantees
Introduction

Eurostat and the UK authorities discussed reporinguarantees in various questionnaires,
guarantees issued by local authorities and theUlkWsuarantees scheme.

Discussion

Following the previous EDP visit in January 201he tONS provided more data on
government guarantees in EDP questionnaire tabled9verified the sources of existing data
(previous action 20). The ONS also confirmed thaargntees could be granted by local
government (previous action 21) and provided mof@mation in EDP questionnaire table 8
((previous action 22).

Eurostat asked the ONS to confirm the source amvegrage of data reported in the EDP
guestionnaire as well as to comment on large stakd2JK government guarantees

(averaging 23% GDP over the EDP reporting periddle ONS confirmed that the EDP

guestionnaire included financial year data on etmovernment guarantees (including those
issued by devolved administrations), sourced fr@source accounts, whilst large stocks
were mainly explained by guarantees granted irctimeext of the financial crisis. The ONS

agreed to provide the relevant split in EDP quesi@re table 9.1.

The ONS also confirmed that there had been no ealiguarantees or debt assumptions since
the 2009/10 financial year when guarantees reldtirtge underground infrastructure project

Metronet were called. As calls on standard guaesnteight be expected in 2012, Eurostat
requested the UK authorities to check the releeatries in OSCAR (chart of accounts). The

ONS confirmed that all currently reported fees tedlato guarantees issued during the
financial crisis, but fees were expected from neargntee schemes.

Eurostat noted that the stock of public corporatiatebt owed to government (i.e. both
central government and local government), as refdrt the Questionnaire on government-
controlled entities, was less than the stock of @antral government claims against public
corporations, as reported in EDP questionnaireetél. The ONS agreed to check the
consistency of the reported data.

Eurostat enquired about the availability of dataguarantees issued by local authorities,
which were currently not reported in the EDP questaire. The ONS explained that details
of guarantees issued by local government bodies wetuded in the notes to those bodies’
resource accounts. The ONS set up a working partly,HM Treasury and other government
departments, to determine the most effective wagotiecting these data. According to the
ONS, information on the most significant guarantesssed by government was included in
the Whole of Government Accounts (WGA). However, qasarantees issued by local
government were at the smaller end of the scady, did not appear separately in the WGA.

Eurostat underlined that progress in this area way important due to new reporting

requirements under Directive 2011/85/EU on natidisahl frameworks and encouraged the
ONS to provide estimates of guarantees issuedda} &uthorities in the EDP questionnaire.
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In 2012 HM Treasury announced a new UK Guaranteegrse, aimed at guaranteeing
borrowing for large infrastructure projects. Accdogl to the UK authorities, this scheme
might be used to guarantee borrowing in respetivoflarge projects: the redevelopment of
Battersea Power Station and the extension to thrth&lm Line. The ONS agreed to consider
EDP implications and inform Eurostat when detagdsdme available.

Conclusions

Action 28. The ONS will provide data on the stock government guarantees issued to
financial corporations in EDP questionnaire table.®, and will ensure that the stocks of
public corporations’ debt owed to government arensstent between EDP questionnaire
table 8.1 and the Questionnaire on government-caflied entities in the April 2013
notification.*

Action 29. When possible the ONS will provide esites of guarantees issued by local
authorities in the comments of EDP questionnairedta 9.1.

Action 30. The UK authorities will check OSCAR (cftaof accounts) in respect of
guarantee calls and debt assumptions and inform Bstat by end-February 201%.

4.3.3. Financial crisis operations
Introduction

Eurostat and the UK authorities discussed the itspaicthe reclassification of two financial
defeasance structures to central government as aseihitiatives relating to the Bank of
England: the Extended Collateral Term Repo Facitlig Funding for Lending Scheme and
the Bank of England Asset Purchase Facility Fund.

Discussion

In line with the revised MGDD chapter IV.5 on firaal defeasance, the ONS reclassified
Northern Rock Asset Management (NRAM) and Bradfé&dBingley (B&B) to central
government, with effect, from January 2010 and R04y0 (the time when B&B lost its
banking licence). The reclassification reducedUlegovernment deficit for 2010 and 2011
(by 0.06% and 0.05% GDP). The UK government detreimsed, respectively, by 3.89% and
2.80% GDP.

Outstanding issues relating to the reclassificatimotably the consolidation within central
government of all NRAM and B&B transactions andck® as well as classification of
special purpose vehicles (SPVs), are expected tedmved during 2013. As a follow-up to
action point 11 from the previous EDP visit in Jaryu2011, the ONS confirmed that central
government assets held at NRAM and B&B consolidatgdrom 2010 onwards.

% The UK authorities have since provided data orsthek of government guarantees issued to financial
corporations and ensured consistency of the stofciablic corporations’ debt owed to governmentdstat
considers this action point to have been completed.

%2 The UK authorities have since confirmed that theze been no recent guarantee calls or debt assns|off
any substantive value. Eurostat considers thisagoint to have been completed.
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In addition, the ONS confirmed that the liabilitieé SPVs were included within the total
liabilities of B&B and NRAM (i.e. within UK centralgovernment debt), and that the
classification of these SPVs would be reviewedightl of the Eurostat's view. Eurostat
believes that these SPVs are not institutionakyai they do not have autonomy of decision,
and should be consolidated with B&B and NRAM. Thsue that some of these SPVs are
foreign-based is covered in the MGDD chapter I.&@onernment-controlled SPVs. Notably,
foreign-based SPVs remain classified in the ReshefWorld sector (S.15), mainly for the
purposes of Balance of Payments statistics, but tperations are re-routed through the
‘originating government’.

Two major financial crisis operations undertakentoy United Kingdom in 2012, the Bank
of England Extended Collateral Term Repo FacilBCTR) and the Bank of England
Funding for Lending Scheme (FLS), have already bseject to bilateral discussions
between Eurostat and the ONS.

ECTR is a contingency liquidity facility enablindiet Bank of England to undertake
operations against a much wider range of collatdrah is eligible under other facilities.
Eurostat and the ONS agreed that ECTR should la¢etieas a liquidity scheme, with no
impact on government debt.

Under FLS, commercial banks can get cheap finantmg the Bank of England and then
use that to increase the level of loans to theapeissector. The scheme will work by the
banks borrowing UK treasury bills for up to fourays, in return for collateral in the form of
loans to the private sector.

Eurostat and the ONS agreed that, based on thialaleainformation, FLS meets the criteria
of the Eurostat’s decision of 2009 on interventidogng the financial crisis for being treated
as a securities lending transaction, with no imgecgovernment debt. Eurostat underlined,
however, this treatment could be reconsideredafd was evidence that the involvement of
HM Treasury extended beyond the oversight of thees®. The UK authorities confirmed

that they were not aware of any further HM Treasnvplvement.

In addition, the UK government announced changaelkdaash management of the Bank of
England Asset Purchase Facility Fund (BEAPFF), sisliary of the Bank of England,
through which quantitative easing takes place. Utiike quantitative easing policy, BEAPFF
has purchased gilts on the secondary market. ®salts in significant, regular interest
coupon payments from HM Treasury to BEAPFF. Inltmger term, it is possible that HM
Treasury will have to pay the Bank of England, unae indemnity that HM Treasury has
provided to BEAPFF. This indemnity provides that Hiveasury will cover any loss of the
Bank of England that may result from returning gfles to the market or from other measures
taken by BEAPFF.

In November 2012, HM Treasury and the Bank of Emgjlpintly announced major changes
to the cash management arrangements of BEAPFFss@nee agreeing to transfer excess
cash to HM Treasury. It is envisaged that the nepon income earned by BEAPFF during
the 2012-13 financial year will be transferred ttMHreasury during the financial year
2012/13. The excess cash that had accumulated APBE up to the end of 2011/12 will be
drawn down over the course of 2013/14. From 2013t on-going cash surplus will be
transferred regularly on a quarterly basis.
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The ONS indicated its intention to request a forexahnte advice from Eurostat. The request
would also cover the treatment of a similar paginpent from the Bank of England to HM
Treasury relating to the end of the Special Ligyiddcheme. Eurostat agreed to urgently
provide such an advice.

Conclusions

Action 31. The ONS will request a Eurostat ex-ardgdvice on the Bank of England Asset
Purchase Facility Fund (BEAPFF) and Eurostat willesek to answer before 21st February
20132

Action 32. The ONS will conclude its investigatiomd the outstanding issues relating to
special purposes entities and the consolidationhvitcentral government of transactions
and stocks of Northern Rock Asset Management (NRAM Bradford & Bingley (B&B)
by the October 2013 EDP notification and will infor Eurostat.

4.3.4. London Olympics
Introduction

Discussions focused on the legacy of London 20l@nPic and Paralympic Games. The
Glasgow 2014 Commonwealth Games were also mentioned

Discussion

The overall cost of London Olympics is estimatethawe been GBP 8.9 billion (around GBP
400 million less than expected).

The Olympic Games have been delivered by two UKlipukector organisations. The
Olympic Delivery Authority was classified to cerdtgovernment (S.1311) and consequently
all relevant construction work was recorded as guwent gross fixed capital formation
(P.51). Future sales of assets would be treatachagative gross fixed capital formation. The
ONS confirmed that long-term uses had been agmedhbst facilities, except the Olympic
Stadium.

The London Organising Committee of the Olympic GarfteOCOG) was initially classified
to central government, but was reclassified as ldipmon-financial corporation (S.11001)
from April 2008. At that point significant sponshig income began to accrue, enabling
LOCOG to pass the market test. Ticket revenue weaiad in the third quarter of 2012.

The ONS mentioned that similar structures wererm@drfor the Commonwealth Games, but
market/non-market distinction of the bodies invalweight be less straightforward.

According to the ONS, much of the post-Olympics kvisrcarried out by the London Legacy
Development Corporation, which is classified a®@al government body (S.1313). Other

% Eurostat provided the ex-ante advice on 19 Febr2@t3 considers this action point to have beenpteied.
The advice is available on the Eurostat website:
http://epp.eurostat.ec.europa.eu/portal/page/ggoedrnment finance statistics/documents/UK-
Treatment of BEAPFF and flows btwn Bank of Englaididf.
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assets used for the Olympic Games have been treewsfeo other public sector bodies,
including the Lee Valley Regional Park (also claedi to local government). These
transactions were treated as capital transfersnd (D.92 investment grants) from central
government to local government.

From the discussions during the previous EDP insifanuary 2011, Eurostat understood that
legacy companies would be classified outside gérgmaernment and asked the ONS to
explain the reason for their current classificatibhe ONS explained that legacy bodies were
controlled by the Mayor of London and their remiasvbroader than initially thought,
including such tasks as strategic planning.

Conclusions

Eurostat noted the information provided by the Uitharities.
4.3.5. Planned transactions

Introduction

Eurostat and the UK authorities discussed the @uci mobile spectrum in December 2012,
Northern Rock Asset Management repayments, impdicatof a new Energy Bill and new
UK government initiatives such as perpetual borraktae New Buy scheme.

Discussion

The ONS confirmed that the auction of the fourtimegation (4G) mobile phone spectrum
commenced in December 2012, with bidders formadlglaring their interest. According to
the ONS, the results of the auction were expeatelet known in February 2013. Eurostat
and the ONS agreed that the transaction was likehe treated as a sale of a non-produced
asset, similarly to the sale of the current thiehegration (3G, UMTS) licences. The 4G
licences do not appear to meet the conditionsherspecial treatment as a rent, notably the
contract is of a long-term type, and the total @t the disposal is known.

Northern Rock Asset Management (NRAM) has recadéwntified a failure to provide all its
customers with the full documentation about theanis, as required by the Consumer Credit
Act 2008. The ONS explained that, as redress fsrféilure, NRAM would be refunding all
interest payments to customers over the affectedgpef 2008-2012. The estimated total
value of all remediationeither through one-off compensatory payments, or tfmse
customers who still have outstanding loan balantesugh the reduction of outstanding
loan) is GBP 270 million (0.02% GDP). Accordingtttee ONS, the redress being paid by
NRAM will be recorded as a current transfer (D.#Bm the UK government to households,
and for those customers who have outstanding loams simultaneous reduction in the
government loan asset/ household loan liabilitg)F.

Eurostat and the UK authorities also discussedhtiptications of a new Energy Bill tabled in
November 2012. If adopted, the bill would transfdhma UK electricity market, by granting a
range of new powers to the Department of Energy @hshate Change in exchange for
subsidies to generators. The ONS explained thantbst relevant aspects were so-called
Contracts for Difference (a means to encouragestnvent in renewable power generation
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capacity by reducing electricity price volatilitgnd a single counterparty body between
electricity generators and suppliers.

Eurostat and the ONS agreed to review the issuenwbtails become available. Having in
mind links with the similar tax and subsidy schenf{sach as the Renewable Energy
Obligations Certificate Scheme), Eurostat also egjr® analyse the treatment of imputed
taxes in the context of tax burden measures.

Eurostat requested more information on the twoiativtes announced in the 2012 UK
budget: perpetual bonds and the New Buy scheme.

The UK authorities confirmed that, following a catation of financial market participants
and in the absence of tangible market demand, Kigdyernment decided not to introduce
new perpetual gilts.

The New Buy scheme, introduced in England in M&@h2, is intended to make mortgages
available for people to buy a new home with a 5%o0dé. The UK government made a
provision to support up to 100,000 households thinothe scheme. 3.5% of the purchase
price would be guaranteed by builders and 5.5%hleyUK government. According to the
UK authorities, separate schemes were currentlygogeveloped in Scotland and Wales.

Eurostat noted the information provided by the UKharities and requested to be informed
in due course.

Conclusions

Action 33. Eurostat will analyse the treatment ahputed taxes in the context of tax burden
measures by end-June 2013 and will inform the OKS.

5. OTHER ISSUES
5.1. ESA95 transmission programme
Introduction

Discussions focused on the issues raised by Etiogi@avernment finance statistics (GFS)
team. Issues relating to the General Lighthousddyities were also discussed.

Discussion
With regard to general issues relating to the ES#&@Bsmission programme, Eurostat noted
significant improvements, notably as regards timeds and completeness, but recalled the

need to fully check consistency, growth rates awikions before reporting the data.

Eurostat also briefly mentioned a number of speddichnical issues relating to the latest
ESA95 transmission. In particular, the ONS was ddeconfirm whether guarantee fees

4 Eurostat is still discussing the issue internaltg will inform the ONS of the results when theg available.
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received by UK government in its role as a guanamtere recorded as service fees (non-
market output (P.131)) and whether recent revisionstax revenue data were also
implemented in the main aggregates and sector atoDue to the lack of time, Eurostat
and the ONS agreed that technical issues relattgSIA95 table 9 (taxes) and the national
tax list would be addressed bilaterally with Euat'stGFS team after the visit.

The ONS informed Eurostat of ongoing changes rejaio the estimation of depreciation of
roads, which would affect EDP and ESA reportinge NS also reconfirmed its intention to
address, in the UK national accounts, the congimbidassues for non-government bodies
referred to in a recent pre-infringement letter.

In response to Eurostat’s query, the ONS confirrtied it had not yet implemented the
decision to classify the General Lighthouse Auttiesiinside general government (S.13) and
to treat the light dues as other taxes on produgin29).

Conclusions

The ONS agreed to address the technical issuesiraisEurostat after the visit.
5.2. Any other business

Introduction

Discussions focused on the main changes relatintheéoimplementation of ESA 2010,
pension reforms and the SDMX (Statistical Data lsietadata Exchange) transmission.

Discussion

Eurostat recalled that EU Member States were eggdetd transmit their first EDP
notification, based on ESA 2010, in September 20 UK authorities could not confirm
any intentions to start publishing ESA 2010-basaia ehationally before September 2014, as
the relevant timetable had not yet been finalised.

Eurostat also recalled the main changes foreseESM2010 (relating to sector delimitation,
standardised guarantees, military expenditure stesrof pension obligations, capitalisation
of research and development expenditure, and sveaqasenquired about their relevance to
the United Kingdom.

The ONS, which has set up a special ESA 2010 imgheation group, confirmed that major
impact was expected from changes relating to myliexpenditure and the capitalisation of
R&D expenditure, notably in the health sector.His tontext, the ONS requested Eurostat to
clarify its approach to data sources for the céipdation of R&D expenditure. Eurostat agreed
to discuss the issue internally and informed theSGiHout a future questionnaire, to quantify
the ESA 2010-related impacts.

With regard to pension reforms, the UK authorite@sfirmed that no ESA 2010-related
changes were expected, apart from the recordintgeotransfer of the Royal Mail pension
scheme to central government in April 2012. As par future reform of the pay-as-you-go
(PAYG) scheme, only changes in level were expeatetinot the transfer to a second pillar
pension scheme.
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In response to technical questions relating to tfatasmission, Eurostat explained that the
SDMX implementation timetable had not yet beenligeal for EDP reporting. However, it is
expected that EDP data will have to be reporte&lDAMIS from end-September 2013.

Conclusions

Action 34. Eurostat will discuss internally the appach to be applied to data sources for
capitalisation of research and development and willorm the ONS.
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