EUROPEAN COMMISSION
EUROSTAT

Directorate D: Government Finance Statistics (GFS)
Unit D-3: Excessive deficit procedure (EDP) 2

Luxembourg, 10 October 2013

FINAL FINDINGS

EDP dialoque visit to Portugal

22-23 November 2012



Executive summary

Eurostat carried out an EDP dialogue visit to Ryatwon 22-23 November 2012. The
objective of this visit was to review the complianaf the Portuguese EDP data with the
EDP statistical framework, as well as to review tiga sources used for the
compilation of the EDP Notification tables, to diss different operations related to the
bank recapitalisation that took place in June 28td8 to further clarify some issues
raised in the context of the October 2012 EDP Iatifon.

Eurostat invited the Portuguese statistical autiesri to update the existing
Memorandum of Understanding between INE, BdP andOD&garding their
involvement in compiling EDP notifications and tedin work on drafting the new
format of the EDP Inventory.

As regards data sources, Eurostat took note teabudget reporting system in Portugal
was moving towards an accrual based system. Etiastareviewed the revision policy
in place and took note that no big revisions wexpeeted in the April 2013 EDP

Notification.

Eurostat followed up on some outstanding actiomigdrom previous visits to Portugal.
In this context, it was agreed that the outcomehef investigation of the statistical
misreporting case in the Autonomous Region of Madeiould be communicated to
Eurostat as soon as new information on the casenesavailable.

Also, the EDP tables and the Questionnaire of tbmla®r 2012 EDP Notification were
examined and some issues raised in the assessynadtwere clarified.

As regards methodological issues, the statisticelatinent of "indemnizacdes
compensatériadthe recording of a concession sale in the cortéxtrivatisation, as
well as the statistical recording of a retroactinterest rebate on international loans,
were extensively discussed. Specific governmentnsaetions such as bank
recapitalisations, UMTS licence sales, governmeunarantees and public-private
partnerships (PPPs) were also examifiéa sale of assets of the private bank BPN to
the defeasance structures Parvalorem and Parupalsecasmong the important topics
covered in the meeting. Different transactionsteglao Parpublica were discussed in
detail (the treatment of advanced payments to guowent from privatisation proceeds
and the re-routing to government of operationsiedmut by Parpublica).

It was agreed that INE would send to Eurostat autht information on the concession
sale to the airport operator ANA. Eurostat alsauesfied additional information on the
recapitalisation of the state-owned bank CGD, whichuld bring more clarity on the
statistical treatment of the capital injections.migarly, further information was
requested on the recording of the rebate mechapigrepaid margins in EFSF loans.
As regards the statistical treatment of "indengbes compensatorias”, Eurostat argued
in favour of recording these payments as "subsidie production”, as opposed to
"subsidies on products”. The Portuguese autbsriiigreed to provide Eurostat with
copies of the latest contracts of "indemnizac@espensatorias”.

Among others, the following issues were also byiefivered in the meeting: the public
entity Estradas de Portugal, the reporting of siatil discrepancies, local government
taxes, expenditure for military equipment, secsaiion and sale and lease-back

! Subsidies provided by the State on an annual kasiferent public and private corporations.



operations, derivative instruments and the roleth& Public Debt Agency, equity
injections made by hospitals and the Portuguessi@ersystem, including transfers of
pension obligations.

Eurostat also briefly covered some issues relaidtié Task Force on the implications
of Council Directive 2011/85 on the collection atidsemination of fiscal data.

Finally, Eurostat announced the forthcoming Taskc&oon the "adaptation” of the
current MGDD to the new ESA2010. In this contexirdstat briefly presented the time
schedule for the implementation of the new ESA 2010



Introduction

In accordance with Council Regulation (EC) No 4022 of 25 May 2009 (as amended
by Council Regulation (EC) No 679/2010) on the agtion of the Protocol on the
excessive deficit procedure annexed to the Treattabéishing the European
Community, Eurostat carried out an EDP dialogué tasPortugal on 22-23 November
2012.

Eurostat was represented by Mr John Verrinder (H#adnit D3 "Excessive Deficit
Procedure II"), Mr Viktor Popov (Desk Officer fdtortugal), Mr Luca Ascoli, Ms
Lourdes Prado Urena and Mr Luis Temes Castrillo@ BCFIN and the European
Central Bank (ECB) also participated in the meetingbservers.

The Portuguese statistical authorities were reptedeby the National Statistical
Institute (INE), the Budget Directorate General (@Gand the Treasury Directorate
General (DGT) from the Ministry of Finance, and tBanco de Portugal (BdPh
addition, representatives from the Portuguese Piiebt Agency (IGCP) and from the
state-holding Parpublica participated for somehefdagenda points.

The previous Eurostat EDP dialogue visit to Portogek place on 17-18 January 2011,
followed by two ad-hoc visits on 14-15 April 2014da19-20 September 2011.

The aim of this visit was to review the data soargsed for the compilation of the EDP
Notification tables and to further clarify someuss raised in the context of the October
2012 EDP Notification. The statistical treatment"ofdemniza¢cdes compensatorias”,
the recording of a concession sale in the contegtigatisation, as well as the statistical
recording of a retroactive interest rebate on mmagonal loans, were among the main
methodological issues discussed. Specific goverbnmemsactions such as bank
recapitalisations, government guarantees, publiaj® partnerships (PPPs) and
different operations related to Parpublica were alsamined.

With regard to procedural arrangements, the Mamckssions and action points would
be quickly sent to the Portuguese statistical autbs for their comments. Then, the
Provisional findings would be sent to Portugal feview. After this, the Final findings
will be sent to Portugal and the Economic and RrednCommittee (EFC) and
published on the website of Eurostat.

Eurostat appreciated the documentation providest poithe EDP dialogue visit and the
good cooperation on EDP-related issues from theuBoese Statistical Authorities.



1. Review of statistical capacity issues

1.1. Institutional responsibilities in the framework of the compilation and
reporting of EDP and government finance statistics

Introduction

Eurostat welcomed that the Portuguese authoritees dent an updated note on the
institutional responsibilities in the framework BDP reporting. As explained in the
note, there were no changes in the institutionapaasibilities — the Portuguese
Statistical Office (INE) and Banco de Portugal (Bdfe responsible for compiling
actual data (the general government net borrowaigiending and the financial
accounts and gross debt data, respectively), wih#geMinistry of Finance (MoF) is
responsible for providing planned data. Comparethéoprevious version of the note,
the updated note included information on new naifidegislation regarding statistics
and a short description of the functioning of therhg Group (WG) created within
the inter-institutional cooperation agreemdiite note also included an annex with a list
of the relevant European legislation in the fieldstatistics and a copy of the inter-
institutional cooperation agreement signed in 200& exact responsibilities of each
institution were further specified in a separateeanto the note.

Discussion
Inter-institutional cooperation agreement in tleddiof general government statistics

The Portuguese authorities explained that an ugddatsion of the cooperation

agreement signed between the co-compilers of EBfstats (INE, MoF and BdP) is

under preparation and INE has the will and the aibje to finalise the new agreement
by the end of 2013. It was stressed that the W@tedewithin the inter-institutional

cooperation agreement was useful and the cooperagbween the three institutions
generated positive results. The WG meets 2 to 8gifar the preparation of each EDP
notification and also each quarter for the analgdiguarterly results. In addition, it

meets whenever there are methodological issuesrvilegespecial attention and

discussion.

Cooperation with the Court of Auditors (CoA)

In its September 2011 ad-hoc visit to Portugal,o&tat had stressed the importance of
an enhanced and productive cooperation betweenaiEthe CoA. Eurostat followed
up on this issue in the visit and asked whetheresnarandum of understanding had
been signed between INE and the CoA. The Portugaatbmrities reported that so far
there had been no memorandum of understandingdsigneé expressed their desire to
enhance the cooperation between the two institsitiBarostat provided the Portuguese
authorities with a copy in Portuguese of the resmiuon Supreme Audit Institutions’
cooperation with Eurostat and NSIs, which had gesented in the Working Group on
Quality Management in Government Finance Statistiedd in Luxembourg in
November 2012.

Misreporting of expenditures in the Autonomous Redgf Madeira

In 2011 internal investigations undertaken by tloetlRyuese authorities revealed that
deliberate misreporting of expenditures had occluire the Autonomous Region of

Madeira. This led to backward revisions to bothtdeid deficit data. As a result, an
investigation was launched in September 2011, #ieepublication of the autumn Press
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Release, by the Public Prosecutor to further glatife issue and possibly identify
individual criminal responsibility.

Eurostat has been closely following the developsienthe dossier, being constantly in
touch with INE. Therefore, Eurostat took the oppnity to enquire in the visit on the
results from the investigation launched by the RulBrosecutor. The Portuguese
authorities explained that the investigation wagragching its final phase and that an
internal report on the case was expected to beupsatiby the end of November 2012.
INE was invited by the Public Prosecutor to gigevikew on the case and both DGO and
INE were asked by the Public Prosecutor to prowifiemation on Madeira from 2003
onwards By the end of the first quarter of 2013 a decisiauld be taken, based on the
results from the internal report produced by thbliewProsecutor, as to whether to bring
the case to the Court or not. The Portuguese dtiésowere not aware whether the
internal report would be published.

A number of measures have been taken by the contpBtatuguese authorities to
address the issue and to reform the budgetary gpatting systems so as to prevent
similar cases occurring in the futureGO explained that a new accrual based data
reporting system was being implemented in Madeixpected to be fully operational by
the beginning of 2013. This system is aimed atsfiaming the currently used cash
based system into an accrual based one, bringagetborting in Madeira in line with
the reporting in the State and other general gowent units. Furthermore, INE
provided on-the-spot training to the staff of thegi®onal Statistical Office of Madeira,
with the intention to do the same for the staffti® Regional Statistical Office of
Azores. Finally, the Regional Law was updated amthér reinforced, and a new law
on commitments has been in force since Februarg.201

DGO explained that data for Madeira are receivealggregated level and that they are
not in a position to check individual data. Howeuie Region of Madeira performs

this kind of entity-by-entity check. DGO also canied that the information received is

in line with the current legislation in place.

BdP explained that the Madeira case had been disdus the Statistical Council and
that a document summarizing the main points froendiscussion was available on the
Statistical Council's website. They also pointed that the Portuguese statistical law
foresees sanctions, but it was not clear whethesetlsanctions would be applicable to
this particular case.

Eurostat welcomed the measures taken by the contpBrtuguese authorities to
address the issue and expressed its support tgdhernment's firm intention to
investigate the case and apply sanctions. Eur@fpects INE to inform it on the
progress made in investigating the case, in paatican the findings of the investigation
and the sanctions which have been applied or whigy be under consideration.



Main findings and conclusions

Action point 1: Eurostat welcomes the intentiortted Portuguese Statistical Authorities
to develop an improved inter-institutional protqgcahd INE will provide an update of
the progress made in this respect by end-March2013

Action point 2: INE will keep Eurostat informed aliany developments relating to the
misreporting by Madeira, notably in relation to therk of the Public Prosecutor on the
casé.

Action point 3: The Portuguese authorities willviard a copy of the document on
sanctions prepared by the National Statistics Cittinc

1.2. Source data characteristics and revision policy

1.2.1. Changes in data sources for central governmemllgovernment and social
security funds

Introduction

The Portuguese authorities gave an overview of ghblic accounting system in
Portugal and briefly described the main data saurcsed in the EDP compilation
process. As explained by INE, a number of publicoaating plans exist in Portugal,
each one covering a specific subset of units -tineadlucation, local government, social
security units, etc. Even though they may haveetéffit charts of accounts, they are all
consistent with the main Official Plan of Public dsunting (POCP), which is the
General Public Accounting Plan in Portugal.

Overall, the budget reporting system in Portugamsving towards an accrual based
system, the accrual basis of recording currentlindoemplemented for the whole
general government.

Discussion

Eurostat asked some questions on the SAP-basedcprcglledRede Integrada de

Gestdao Orcamental e dos Recursos do Est@®IGORE), which is currently being

implemented in the Portuguese public sector. DG@la@xed that this project aims at
developing an integrated and comprehensive aceayuaind financial recording system
for all central and local government units. Its mgoal is to implement the POCP in an
integrated way between all central government agional government units, which
would allow more rigorous consolidation of intravgonment flows.

? INE has started the discussion of the update o€tinesnt inter-institutional agreement. Until nawias
not possible to reach a consensus. In particdi,i$ waiting for suggestions from some of its pars.

® This is an outstanding action point. Eurostat ibeédnformed about possible developments. At this
stage, no information has been received.

* Outstanding action point.



Eurostat asked further questions on a data souatkedc Simplified Corporate
Information (IES). INE explained that IES covers ahits with the legal form of
corporations and includes Profit and Loss accoantsBalance Sheet data. These data
are used for both statistical and tax purposes.d¥ew IES data are only available for
the October notification.

As regards the local government sub-sector, theuabbased Official Plan of Local
Authorities Accounting (POCAL) has been fully implented for all municipalities.
However, as the municipalities' accounts are faealiat the end of April (beginning of
May), POCAL data are only available for the Octolmatification. For the April
notification preliminary accrual data (cash datpusittd by payables) are used.

Eurostat took note of the importance of having gaocruals-based data available at the
time of the first EDP notification for local govenent, and therefore strongly
encouraged the Portuguese authorities to bringaavwhe reporting deadline for local
government accounts to March each year.

The Portuguese authorities explained that apam fpayables, adjustments for leasing
contracts may be made if POCAL data are not availab

Eurostat also asked how data on payables from tmemitment system sources
provided by DGO, and used by INE for the compilatad the non-financial accounts,
and data used by BdP for the compilation of tharfmal accounts have been compared.
The Portuguese authorities explained that no saotparisons had been made so far.

As far as the social security sub-sector is corextrthe Profit and Loss accounts and
Balance Sheet data are available but not used sethe Official Plan of Solidarity and
Social Security Institutions Accounting (POCISS)tadare aggregated, while more
detailed data are needed for statistical purpddesce, only cash data are currently
used for the social security sub-sector.

Finally, INE assured that it has access to allgla®s and they explained that Balance
Sheet data are also used for the compilation oe@owent Finance Statistics.

Main findings and conclusions

Action point 4. The Portuguese authorities will yicee a copy of the technical
documents for the RIGORE system to Eurostat as asgossibfe

Action point 5: The Portuguese Statistical Authiestwill compare data on government
payables for 2012 between commitment system souwroesthe Bank of Portugal
sources, reporting to Eurostat by end-March 2013

1.2.2. Revision policy

Introduction

Before the visit, INE sent a note explaining itgisen policy for EDP and National
Accounts purposes. No changes were made to theigevyolicy compared with the

> Action point completed.

® Outstanding action point.



revision policy applied in previous years. As irated in the note, the revision policy
followed by INE for non-financial accounts is castent with the revision policy
followed by BdP for financial accounts.

Discussion

Eurostat appreciated the observed decreasing dizéneorevisions made to data
submitted by INE and said that this could be viewsd sign of an improved quality of
data.

Eurostat enquired about the reasons for the hadiified status of the 2010 year data in
the October 2012 EDP Notification. INE explainedttthese data were not finalized at
the time because there had been a delay in thentiasion of the data from IES. INE
committed to provide finalized data for the yearl@0Oin the April 2013 EDP
Notification’, with no major revisions expected.

Eurostat also took the opportunity to ask about mén@sions made to the central
government and social security subsectors' workialgnces for 2011 in the October
2012 EDP Notification. INE explained that the firalblic annual accounts for both
central government and social security subsecter®maly available in June each year.
Therefore, it is quite common for working balandesbe revised in October. In

addition, revisions in the October Notification malgo stem from recommendations
made by the Court of Auditors. However, finalizeatadfor year 2011 should normally
be available in the April 2013 EDP Notification.

INE also confirmed that no big revisions are expédbllowing the introduction of the
new accounting framework based on IFRS, excepsdane minor changes concerning
some small local government corporations.

Main findings and conclusions

Eurostat took note that no big revisions were etqzem the April 2013 EDP
Notification.

1.2.3. EDP Inventory

Introduction

In its Article 9 Council Regulation (EC) No 479/Z2)0as amended, stipulates that
"Member States shall provide the Commission (Eatpsvith a detailed inventory of
the methods, procedures and sources used to coacpulal deficit and debt data and the
underlying government accounts. The inventoriedl figaprepared in accordance with
guidelines adopted by the Commission (Eurostagratbnsultation of CMFB. The
inventories shall be updated following revisionghe methods, procedures and sources
adopted by Member States to compile their statistata".

’ Fulfilled.



Discussion

In this context, Eurostat recalled that a new ED¥eihtory format had been approved
by the CMFB in June 2012. Eurostat briefly desdfiltiee structure of the new EDP
Inventory format which is composed of a main docotif® be regularly updated) and a
number of annexes which require more detailed métion (for example with respect
to institutional arrangements, data sources, catipil procedures, delimitation of the
general government sector, treatment of specifiosiactions, etc.). One of the aims of
the new format is also to improve the availabibfyinformation on "upstream” data and
to take into account the new powers of Eurostateur@ouncil Regulation (EC) No
479/2009, as amended.

Eurostat recalled that a note had been sent td-ittencial Accounts Working Group
(FAWG) in July 2012 including instructions for cohafing the EDP Inventory,
guidelines for practical implementation and an ¢ative timetable. A template of the
new EDP Inventory format and a template of thedisgeneral government units to be
published together with the Inventory had also st together with the note.

Eurostat explained that before the Inventory islighbd, bilateral communication
between INE and the Eurostat Desk Officer for Ryatwould be highly appreciated in
order to clarify possible issues and to assess hehedll information and details
requested in the guidelines are covered in theomaltidescriptions. In this context,
Eurostat proposed a "step-by-step delivery" apgproto be adopted by INE for
completing and transmitting the new EDP Inventoornfat, with the following

indicative timetable:

- first draft version of the new EDP Inventory wdlde available by February 2013;
- bilateral discussions between INE and Eurosttt Gatober 2013;

- final draft completed by November 2013;

- publication of the new EDP Inventory by the efi@@13.

INE agreed on the proposed timetable and explaihatithey had already started to
work on the completion of the new EDP Inventorfmglish.

Main findings and conclusions

Eurostat agreed with the Portuguese authoritiesadimetable for completing and
publishing the new EDP Inventory. According to ttimetable, a first draft version of
the new EDP Inventory would be available by Febr2ar13.

2. Follow-up of the EDP visits to Portugal

Introduction

One EDP dialogue visit and two ad-hoc visits totace to Portugal in 2011:
» EDP dialogue visit (17-18 January 2011)

» ad-hoc visit (14-15 April 2011)

® INE has provided part of the Inventory and the véfitbe transmitted by October 2013.
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* ad hoc visit (19-20 September 2011)

Overall, the first two visits led to a significampact on both debt and deficit figures in
the April 2011 EDP Notification. The second ad-hesit to Portugal, held in
September 2011, focussed on the deliberate mignegoof expenditure in the
Autonomous Region of Madeira. Most action pointsrfrthese three visits have been
completed. However, there are still some actiomgsdeft for discussion, in particular:

* Action point 4 from the January 2011 EDP dialogusit to Portugal: remove
discrepancies from "Other accounts payable";

* Action point 1 from the September 2011 visit tortegal: follow-up of the
investigation launched by the Portuguese autherdrethe deliberate misreporting of
expenditure in Madeira;

» Action point 4 from the September 2011 visit tortBgal: enhance the cooperation
with the CoA and other institutions.

Discussion

Eurostat pointed out that some action points |lestnf previous visits needed to be
further discussed.

Main findings and conclusions

These outstanding action points were covered utttercorresponding points in the
agenda (see point 3.2 on discrepancies and pdinbri.the Madeira case and on the
cooperation with the Court of Auditors).
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3. Examination of the EDP tables and the Questionnaireelating to EDP tables of
the October 2012 notification

Introduction

Eurostat thanked the Portuguese statistical atig®rfor providing complete and
consistent EDP, ESA and Questionnaire tables CQttober 2012 EDP Notification.

Discussion

Eurostat noted one outstanding consistency issneecning consolidating amounts for
statistical discrepancy. This issue had already lzelelressed in the clarification round
of the October 2012 EDP Notification and could [aysindicate problems of
consolidation of debt.

The Portuguese Statistical Authorities committed faother analyse the issue of
consolidating amounts in the statistical discregarseeking to eliminate them if
possible, and to report back to Eurostat beforeAphrd 2013 EDP Notification.

3.1. EDP Tables
3.1.1. EDP Tablel

Eurostat enquired on the change in the sign obdaerv&DP table 1 for the difference
between EDP D.41 and D.41 in 2011. The PortuguestidDebt Agency explained
that this was due to a decrease of the marketorateortuguese government bonds. In
addition, they explained that Forward Rate Agredsibiad also been included in these
amounts.

The Portuguese Public Debt Agency confirmed thaapsware always linked to
underlying debt instruments.

3.1.2. EDP Tables 2A-D

EDP table 2A

Eurostat enquired about the recording in EDP tablethe reclassification of loans
granted by the National Health Service PaymentéaysSupport Fund (FASPSNS) for
an amount of EUR 430 million, which accounted foe imajor part of the revisions
made to the central government deficit. As expldibg INE, this amount had been
recorded under "Net borrowing/lending of othertrangovernment bodies" in EDP
table 2A. Eurostat took note of this recording anderlined that it should be consistent
with the corresponding recording in Questionnaatsde 8.2.

Furthermore, INE confirmed that the amount of EUSD &nillion reported under the
"Capital injections reclassified to D9" line und®ther adjustments” in EDP table 2A
for year 2011 includes a capital transfer of EUR 6flllion made by the government to
BPN. The difference of EUR 260 million correspondedother capital transfers, not
related to injections made to hospitals.

Eurostat enquired about some injections made bpitads into shares issued by the
FASPSNS (part of general government), in the ye&#88-2011. The Portuguese
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authorities explained that these injections wetessquently repaid to the hospitals and
that the funds collected from the issuance of tieres had been classified as liabilities
in deposits, with an impact on Maastricht debt.

As further explained by the Portuguese statistatahorities, the FASPSNS had been
set up in 2006 as a cash pooling system allowingpitels to reduce their cost of
financing. The fund had been redistributing casimfrfinancially stable hospitals to
hospitals that were experiencing difficulties. iaiy, public hospitals had been the
main shareholders of the Fund. However, as thendia& situation of the public
hospitals started deteriorating, one part of thaitgdheld by hospitals in the fund was
sold to the government. Thus, the government beddmmemajor shareholder of the
fund. At the same time, the fund started providmmgg-term loans to hospitals, which
led INE in 2011 to reclassify these loans from fiicial to non-financial transactions, as
described above.

In this context, Eurostat also discussed the $talstreatment in general of payments
made by government to hospitals, whether classifieside or outside the general
government sector.

The Portuguese statistical authorities explaineat the Servico Nacional de Saude
(SNS) (or the National Health Service) is the mbhady which provides healthcare
services through health centres, public hospitats lacal health units. SNS is not an
Autonomous Fund or Service or an institutional umit its own, but it is rather a
consolidated group of institutional units that gres all public entities providing
healthcare services, namely health centres, phbbpitals and local health units.

In the beginning of each year SNS signs contradis the hospitals, specifying the
prices for each service delivered by the hospitsoughout the year the hospitals send
their invoices to SNS, based on the health servioeg provided. These amounts are
recorded on an accrual basis in National Accowssen if the actual payments to the
hospitals are only made at a later stage. Usulalygbvernment paysach yeaaround
80% of the total amount of the invoices accrued year, while the remaining 20% are
paid in the following 2 to 3 years. Thus, the antsworresponding to these 20% to be
paid in the following years are reported as payallleEDP table 2. In this context, INE
noted that the stock of hospital arrears wouldigeifsicantly reduced by end-2012.

Therefore, it was made clear that any payments ngdgovernment to hospitals
outside the general government sector, which wetended to cover the invoices
submitted by hospitals to SNS, had already beearded on an accrual basis, and
would not give rise to recording capital transfdfawever, any payments made by
government which are not intended to cover the abstvoices submitted by hospitals,
but rather to cover accumulated losses of hospiassild give rise to the recording of
capital transfers.

EDP table 2C

Eurostat requested more details on two debt assomperations reported for 2011 in
EDP table 2C.

In the first case, INE explained that the RegidBalernment of Madeira had initially
planned to sign a PPP contract with a private compgalled Viamadeira for building
an infrastructure asset. Viamadeira started withdbnstruction works, but later on it
did not manage to raise the required financing taedPPP project had finally to be
abandoned. No guarantees whatsoever had beendyantiee Regional Government of
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Madeira to Viamadeira. However, the Regional Gonent of Madeira decided to take

over the half-constructed asset and to assume \diainaés debt at the same time. Thus,
the Regional Government of Madeira booked the assets balance sheet as an
acquisition of a non-financial fixed asset with austerpart recording of debt

assumption (EUR 237 million).

Eurostat recalled that in this case, gross fixgatahformation should be recorded for
the acquisition of the asset. INE committedheck if gross fixed capital formation had
been recorded and to make any necessary changeiding, if needed

As regards the second case, the Regional governofieviadeira had guaranteed the
debt of a health unit called Sesaraks Sesaram became financially unsustainable and
it became clear that it would never be able to beirse its debt, when an additional
guarantee was issued so that the corporation geukldve further bank loans, the total
amount of guaranteed debt (EUR 295 million) waduided in government debt, in
national accounts.

On other issues, Eurostat noted that no adjustninetsoeen made in EDP table 2C for
taxes. INE explained that both central and localegoment taxes are time-adjusted in
EDP table 2A.

EDP table 2D

Eurostat asked for a more detailed breakdown o#tiestments reported under the line
"Other accounts receivable” in EDP table 2D. Ié#plained that the only two items
reported under this line are the adjustments madeEt) funds from the European

Social Fund and the adjustments made for the ongthmoame-adjustment for social

contributions, as evidenced in Questionnaire talfel.

Eurostat also enquired about the small amountsrtegpainder "Other adjustments” in
EDP table 2D. INE committed to provide more detals these amounts by mid-
December 2012.

3.1.3. EDP Tables 3A-E

EDP table 3A

Eurostat enquired about the significant differenobserved between other accounts
receivables and payables reported in EDP tablesd2lese reported in EDP tables 3.
The Portuguese statistical authorities explained BDP tables 2 are compiled by INE,
while EDP tables 3 are compiled by the BdP basedntmrmation from INE. Such
differences could be due to the fact that the arsoueported under other accounts
receivables and payables in EDP tables 3 covegalkeral government bodieShe
Portuguese authorities committed to further ingedé this issue and to reconcile the
differences by end-January 2013.

In line with Eurostat's Decision from 31 July 20d12 "The statistical recording of some
operations related to trade credits incurred byegawent units", the Portuguese
statistical authorities reclassify some trade d¢seth loans, in particular when trade
credits are refinanced without recourse on theimalgholder of the claim. Eurostat

° INE confirmed the recording of gross fixed capftaination for the acquisition of the asset.
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asked how these reclassifications are recorded®ip tables 3. BdP explained that trade
credits which are not part of Maastricht debt agatralized through "Net incurrence of
other liabilities”, whereas trade credits whicle grart of Maastricht debt are not
neutralized and they also appear in the "Chang#ebt” line, with no impact on the

statistical discrepancy.

EDP table 3B

Eurostat also asked about the amounts reportedr ui@iner volume changes in
financial liabilities" in EDP table 3B. BdP expiad that these amounts relate to
revisions due to the fact that past data concerbark lending from the Money and
Banking Statistics are not revised. Eurostat ntted this could have a possible impact
on the level of debt and asked the Portuguese atitisato examine the other changes
in volume on government debt in EDP tables. Theugoese authorities will provide to
Eurostat an analysis of the time series of goventrdebt.

EDP table 3E

It was made clear that the item "Net incurrencetbir liabilities" in EDP table 3E
includes discrepancy amounts. The issue of recgrdiatistical discrepancy under
"Other accounts payable" was covered under it@nor3"Statistical discrepancy".

3.1.4. EDP Table 4

The Portuguese statistical authorities confirmeat thade credits in EDP table 4 are
reported on a consolidated basis and that they alointclude any "Other accounts

payables” (F.79). Part of these trade credits bhaem reclassified to loans, in line with
Eurostat's Decision on "The statistical recordofigsome operations related to trade
credits incurred by government units". Moreovke $tock of liabilities of trade credits

as reported in EDP table 4 is complete and comdisteh the figures reported in ESA

table 7 on stocks of financial liabilities.

Eurostat clarified some aspects of the Decisionspatified that even in the absence of
factoring without recourse operations, some tradmits should be included in the
Maastricht debt, provided there has been a foreragotiation as to when and how the
payment will be made. The Portuguese authoritipdiect that they duly apply the
provisions of the Decision and gave as an exanty@edclassification into Maastricht
debt of some renegotiated trade credits in the ddediGovernment of Madeira, where
no factoring operations were involved.

Main findings and conclusions

Action point 6: The Portuguese Statistical Authest will analyse the issue of
consolidating amounts in the statistical discregarseeking to eliminate them if
possible, and will report back to Eurostat by enaréh 201%°.

Action point 7: The Portuguese authorities will ion by end-December 2012 the
amounts involved, and the statistical classificgatiof the injections by hospitals

1% Action point completed.
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(subsequently repaid) to the National Health SenRPayment System Support Fund
(FASPSNSY.

Action point 8: INE will check if gross fixed capltformation has been recorded for the
acquisition of assets from Viamadeira, and makeratgssary changes in recording, by
the end-2012 transmission of quarterly GFS talldsurostar’

Action point 9: INE will record interest accrualfefts in "Difference between interest
paid and accrued" in EDP Table 2C, moving themnft@ther accounts payable", in the
end-March 2013 EDP notificatibh

Action point 10: INE will detail the "other adjusents” in EDP Table 2D for Eurostat
by mid-December 2012

Action point 11: The Portuguese authorities wilbyide to Eurostat by end-January
2013 a reconciliation of the differences betweeheptaccounts receivables and
payables reported in EDP tables 2 and EDP tabfes 3

Action point 12: The Portuguese authorities wilamine the recording of short time

series revisions of government debt as other volcma@ges in EDP tables, and provide
an analysis to Eurostat of whether or not goverrirdebt may be understated, by mid-
January 2013,

3.2. Statistical discrepancies in EDP tables

Introduction

Eurostat is strongly opposed to the practice ddcalling statistical discrepancies to
different instruments in the financial account, niaF.7.

Discussion

Eurostat enquired about the practice of Portugaépmrt zero for "Difference between
capital and financial accounts (B.9-B.9f)" in ERBles 3.

Eurostat recalled that the inclusion of discrepamagier "Other accounts payable" had
already been discussed in the EDP dialogue vidtadugal in 2011. At that time, the
Portuguese authorities explained that the stadistidiscrepancy was zero by
construction, as B.9f is calculated from B.9, amdstthere was nothing to be removed
from "Other accounts payable" and shown as aapgem in EDP tables 3.

! Action point completed.
2 Action point completed.
13 Action point completed.
 Action point completed.
> Action point completed.

'® Action point completed. As a result, governmenttdetreased in 2009, 2010, 2011 and 2012 by 0.4,
0.5, 0.2 and 0.2 percentage points respectivelis Whs reflected in the April 2013 EDP Notification
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The Portuguese authorities referred to other Menstates that do not show separate
statistical discrepancies. They also recalled thaiber States are allowed to balance
their accounts, as there is no legal basis forbgithem to do so.

Eurostat agreed to prepare a document showingdteaf play as regards the reporting
of statistical discrepancies in EDP table 3 andpfetice followed in other Member
States. Although initially some countries includgidcrepancy amounts under "Other
accounts payable", most countries have alreadgwetl Eurostat's advice to remove
these amounts from "Other accounts payables. Hurostat's view that Member States
should show a discrepancy, even if there is nollebigation for them to do so.
Statistical discrepancy is important for EDP pugmsas a significant statistical
discrepancy could indicate that the deficit anditoe debt had not been correctly
measured.

The Portuguese authorities agreed to show a statisliscrepancy as a separate item,
rather than including it in "Other accounts pagapprovided that clear guidelines and a
common framework are agreed between countriesfiagsa common approach among
Member States. Eurostat committed to check theatsitio in other countries and to

follow up on this issue.

Eurostat also made a comment that negative stafisdiscrepancy, as present under
"Other statistical discrepancies” in EDP table 8duld either mean that the deficit had
been overestimated or that the debt had been wsioeated.

The Portuguese authorities explained that Net bong' lending (B.9) is compiled by
INE, which is then adopted by BdP as the Net boimgiviending of the financial
accounts (B.9f). Thus, there is no discrepancy eetwB.9 and B.9f by construction, as
evidenced in the EDP tables. Moreover, no discrepamformation is available on a
unit-by-unit level.

Eurostat recommended the use of direct data soumcksancial accounts, whenever
possible. Such an approach would allow the stedilstliscrepancy to be reduced in EDP
tables. Moreover, this would allow discrepancy infation to be available on a unit-by-
unit basis. However, Eurostat is aware that sugtagezh would imply a change in the
accounting system and financial accounts wouldb®sotonsistent with Monetary and
Banking Statistics.

The BdP expressed its preference for using inddath sources, which are consistent
with financial accounts. The Portuguese statis@eahorities agreed to further discuss
this issue between themselves.

Main findings and conclusions

Action point 13: Eurostat will inform the PortugeeStatistical Authorities of the state
of play with regard to reporting by EU Member Ssatd statistical discrepancies in
EDP notification tables, and the Portuguese SieaisAuthorities will then respond to

Eurostat’s proposal that such statistical discresnmight also be reported in its EDP
Notification tables, rather than being includeather accounts payable

7 After the mission, Eurostat prepared a table surizinarthe reporting of statistical discrepancies by
Member States in EDP table 3.

In the April 2013 EDP Notification, Portugal repedtthe discrepancy between B9 and B9f under other
accounts payable. Eurostat updated the table Wéhrdporting practices of statistical discrepanaisr
the April 2013 EDP Notification and presented awtoent in the FAWG in June 2013.
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3.3. Other EDP related tables
3.3.1. Questionnaire relating to EDP tables

Table 1

Eurostat enquired about the revisions made to loethiral government and local
government debt in the October 2012 EDP Notificaf{gee action point 17).

Table 2

Eurostat enquired about the acquisition by goventragequity in the FASPSNS for an
amount of EUR 50 million in 2010 (see point 3.1o21hore details).

Table 3

Eurostat asked the Portuguese authorities to confmat the deficit of the two

defeasance structures Parups and Parvalorem fot 2@ included in the Net

borrowing/net lending of Autonomous Services andnd=u INE confirmed this

recording in the October 2012 EDP Notification agteed to show this amount on a
separate line for the April 2013 EDP Notificattin

Table 4

Eurostat enquired about the large amounts repamet®r the line "Time differences
between the financial transaction and the cash payinin Questionnaire table 4.1.2.
The Portuguese statistical authorities explained these amounts related to advance
payments made from Parpublica to the State. NaotaBbrpublica was advancing
privatisation proceeds to government to be matdyeeluity transfers.

Eurostat asked the Portuguese statistical autb®riti elaborate on the nature of these
prepayments. The Portuguese authorities confirrhat the advance payments came
from privatisation proceeds to be matched by ecgatgs. The particularly high amount
reported for 2010 was due to a delay of more thanyear between the cash payment
and the equity transfer to Parpublica.

As explained by the Portuguese authorities, thaydeétween the cash payment and the
equity transfer could sometimes be very long. TletUguese statistical authorities
decided to treat the advance payments for whichamaelay was observed as loans,
rather than payables. Thus, the advance paymerits m&011 for a total of EUR 1.9

Despite the fact that a few Member States repad descrepancies under the line "Difference betwee
capital and financial accounts (B.9-B.9f)" in EMdbles 3, at least they include these amounts under
"Other statistical discrepancies” in EDP tabte 8how them in a separate line in Questionnabie t.

After the April 2013 EDP Notification, only Portugand one more Member State were not reporting
explicit amounts for statistical discrepancy neitimeEDP tables 3 nor in a specific line of questiaire
table 4.

8 Fulfilled.
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billion was split into loans (EUR 0.8 billion) anather accounts payable (EUR 1.1
billion) for shares that should be transferred aopRblica.

The Portuguese authorities pointed out that, asémn in the State Budget, the equity
would be given back (and thus the other accountalpa settled) to Parpublica by the
end of 2012.

The Portuguese authorities agreed to confirm thgagohon debt from the advance
payments made to government from privatisation geds collected by Parpublica. At
the same time, the Portuguese authorities agreedoion Eurostat on the settlement of
the government payables related to the transfeqoity to Parpublica.

Table 9

It had been agreed in the EDP dialogue visit talgal in 2011 that any new guarantees
granted to public corporations, which would mosthably not be able to repay their
guaranteed debt, should be recorded as capitaféerafrom 2011 onwards.

In this context, Eurostat noted the significant amtoof new guarantees provided to
both public and private corporations in 20Ihe Portuguese statistical authorities
explained that one significant part of these guaes had been granted to financial
corporations. There was only one case where thkcprdrporation benefitting from the
guarantee was not able to repay its guaranteedashebthis was properly recorded as a
debt assumption counterbalanced by a capital #arfsée point 3.1, under EDP table
2C).

3.3.2Tables on the financial turmoil

Eurostat asked the Portuguese statistical autbeititi explain the big increase in shares
and other equity (assets) reported in part 2 oftéldes on the financial turmoil from
2007 (EUR 150 million) to 2008 (EUR 930 million).

The Portuguese authorities explained that onewastdue to a capital injection made
into CGD (EUR 400 million), while the rest (EUR 38illion) corresponded to the
nominal value of the BPN shares when nationalised.

Furthermore, the Portuguese authorities explaihatithe assets reported in part 2 for
the year 2010 corresponded to the nominal valuéhefloans, securities other than
shares and shares and equity of the defeasanaustts) reclassified inside general
government from 2010 onwards.

Main findings and conclusions

Action point 14: The Portuguese authorities willkmgresentation changes to certain
EDP questionnaire tables (notably Table 8.2 forr#porting of the hospitals, and Net
borrowing / net lending for Parvalorem and Parup2011 in Table 3), as discussed in
the meeting, in the end-March 2013 EDP notificatieporting®.

Action point 15: The Portuguese authorities wilhfion by end-December 2012 the
impact on debt from the advance payments made vergment from privatisation
proceeds collected by Parpublica. At the same tittne, Portuguese authorities will

¥ Action point completed.
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inform Eurostat on the settlement of the governnpayables related to the transfer of
equity to Parpublic&.

4. Methodological issues and recording of specific gemnment transactions

4.1. Delimitation of general government sector: classifiation of institutional units
according to ESA95

4.1.1. Transtejo, Soflusa ("indemniza¢des compensatfrias

Introduction

The statistical treatment of "indemnizacdes corep&mias" (special subsidies set up by
the Portuguese government to compensate some padudicprivate corporations for
charging prices below the market value as parhefpublic transportation policy) has
been discussed on several occasions over theMastears. Eurostat’'s view has always
been that "indemnizacbes compensatoérias” shautcebted as subsidies on production,
whereas the Portuguese statistical authorities bawvays argued that these should be
rather treated as subsidies on products. Unlikesidigs on production, subsidies on
products are assimilated to sales because thegliely linked to a given unit of a
good or service provided by the producing unit. réfere, the statistical treatment of
"indemnizacdes compensatérias” has direct intpies: for the delimitation of general
government. Depending on whether these governmewyments are treated as
"subsidies on products” or as "subsidies onymti@h"”, the outcome of the 50% test
might be different and in some cases may leaddassifications of units.

Discussion

Eurostat presented its arguments for considerindeimnizacdes compensatorias” as
subsidies on production:

In the first place, "indemniza¢cfes compensatoaas'pre-determined and the payments
are made in advance. The government decides ewanyon the total amount of the
subsidy to be paid and then divides this amountrgnbe beneficiary companies.
However, subsidies on products cannot be fixeddiraace as, by definition, they must
be directly linked to the effective sales or to #ffective level of the service provided.
Thus, they can only be recorded after the salsgmices have taken place.

In addition, "indemniza¢cdes compensatorias" ast-ariented, based on both fixed and
variable costs incurred by the beneficiaries. Havegubsidies on products should be

%® Action point completed. It is the view of Eurostaat the only monetary flows from Parpublica (being
a public corporation) to the State should be inftiven of dividends or loans. The treatment as Btigr
accounts payable) of such flows should not be thenal practice and Eurostat recommends disregarding
this treatment in the future notifications. Whemewhe amounts are considered a financing of
government, they should be recorded as loans, lyotdden the time-lag is long, as it was the casdHe
amounts recorded under F.7 in 2011 (the sharezdnamge of the prepayment were only transferred to
Parpublica at the beginning of 2013). The advarmgments made by Parpuiblica to the State in 2012
(around EUR 2 billion) were recorded as loans inipgdVaastricht debt.
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linked to the effective level of demand and canm®tonly based on the costs incurred
by the beneficiaries.

At the request from Eurostat, the Portuguese statisauthorities had submitted before
the visit a list of public corporations receivingndemnizacbes compensatoérias”.
Eurostat pointed out that the sales of some ofet#ies reported in the list were
negatively correlated to “indemnizacdes compensat) which was one more
argument in favour of treating these payments hsidies on production.

Eurostat also recalled that in many cases no adstexisted between the government
and the beneficiaries, which would allow checkingether the payments had been
based on volume. However, INE informed Eurostatuabihe signature of new
contracts, to be approved by the Court of Auditéxs.explained by INE, these new
contracts establish a link between the paymentsenbgdgovernment and the level of
the service provided. It was agreed that INE waadd the new contracts to Eurostat.

INE explained that even if some units will havebtreclassified due to the change in
the treatment of "indemniza¢cdes compensatérite’, impact on debt from such
reclassifications is expected to be less than W1%DP, while the impact on deficit
will be insignificant.

To support its view that "indemnizacées compemsstdshould be treated as subsidies
on products, INE presented a graph showing sulssidie products expressed as a
percentage of total subsidies paid by Member Stgmsernments in 2011, ranking
Portugal among the countries with a relatively lp@rcentage of subsidies on products
(30% in the case of Portugal). However, Eurostastjaned the value added of this
graph, as it showed no absolute amounts. Eurasgavare that there may be differences
between countries, but a high percentage of sugssioin products in a given country
could be very well justified (for example, if thayments are clearly linked to volume).
Eurostat referred to other Member States that lesah Ipushed to reclassify some units
as there was no link between the payments ancetheess provided.

The discussion then focused on the relevant pgshgrim ESA95. INE made reference
to two ESA95 paragraphs: 3.33 and 4.35. Paragra@® specifies that sales include
payments made by government if they are linkechéoviolume or value of the output,
but exclude payments intended to cover an oveddititl Paragraph 4.35 details other
subsidies on products, notably paragraph 4.35dsliglies to public corporations and
guasi-corporations to compensate for persistenseswhich they incur on their
productive activities as a result of charging mieghich are lower than their average
costs of production as a matter of deliberate gowent or European economic and
social policy;”

INE proposed these two paragraphs to be furtheifiethin the Manual on Government
Deficit and Debt (possibly in the part on the 50&6tY, as to avoid any possible
contradictions between them.

Referring to paragraph 4.33, Eurostat stresseavorimportant features of subsidies on
products - first, the subsidies on products mustlibectly linked (quantitatively or ad
valorem) to a given unit of a good or service pded by the producing unit, and
second, the subsidies on products are payablenréy the good or service is produced
or sold.

Therefore, Eurostat considers that all payments fgovernment to producing units
taking the form of "indemnizacbes compensatodrias'described above, should not be
included in sales for the purpose of the 50% téstthis context, the Portuguese
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statistical authorities may have to re-examine dbetor classification of some public
companies receiving "indemnizacdes compensatorias'

Parpublica

Introduction

Eurostat had been informed of the on-going procésestructuring of the financial
state-holding Parpublica.

Discussion

In this context, Eurostat asked whether ParpUhliaiertakes some operations on behalf
of the government and if some operations have beesuted from Parpublica to
government.

INE explained that there were no operations rewbuteough government accounts.
Moreover, Parpublica was not involved in any PPPs.

Eurostat asked INE to have a closer look at theadipes of Parpublica and to confirm
if any operations would need to be rerouted inftitere.

4.1.2. Estradas de Portugal

Introduction

The sector classification of Estradas de Portugal already been discussed in the
February 2008 EDP dialogue visit to Portugal. It Heeen agreed that Estradas de
Portugal should be classified inside the generakegunent sector, as it was a non-
market unit based on the results from the 50% test.

Discussion

Eurostat asked if there had been any changes &rdse the sector classification of
Estradas de Portugal. The Portuguese authoritigaiard that the introduction of new
tolls did not significantly impact on the resultorh the 50% test and Estradas de
Portugal would remain classified inside the gengoalernment sector.

4.1.3. Local Government public corporations

INE confirmed that the 50% test is regularly paried on local government public
corporations.
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4.1.4. Questionnaire on government-controlled units dféexs$ outside the general
government sector

Introduction

Before the visit, INE provided Eurostat with a cdetpd questionnaire on government
controlled entities classified outside the genegakernment sector. The data on
liabilities were compiled from business accountd egferred to 2009. The Operating
profit/loss figures referred to the year 2009, wlasrthe Market/non market test covered
the years 2007, 2008 and 20009.

Discussion

Eurostat recalled that from 2013 onwards the qoestire should be updated by
Member States on an annual basis.

BdP should not be reported in the questionnairegowernment controlled entities
classified outside the general government sector.

Main findings and conclusions

Action point 16: In the context of its opinion thdahdemnizacoes compensatorias”,
under the existing system, are to be recordedres subsidies on production, Eurostat
will clarify its position in the Manual on GovernmeDeficit and Debt. The Portuguese
authorities will provide Eurostat with copies ofetHatest contract(s) introducing

changes to the "indemnizacdes compensatdriastreth

Action point 17: In relation to the revisions tcethocal Government debt series, the
Portuguese statistical authorities will inform Estad of the main Local Government
controlled units recently reclassified to / outsitte Local Government sub-sector by
mid-December 2012,

Action point 18: INE will examine if any operatioms Parpublica should be rerouted
through the general government sector in natiooeants, and will inform Eurostat by
end-January 20%3

I Action point completed. Based on the contracts idexV by the Portuguese authorities, Eurostat
concluded that "indemniza¢des compensatdriasé wet linked to volume and should be recorded as
subsidies on production. Such contracts includezrlaase foreseeing an adjustment (correction) to be
made to the "indemnizagfes compensatdrias'giinitial estimation of the payment turned out &vidte
from the final payment by less than 5%. This ledthe reclassification of two units (Transtejo and
Soflusa) in the general government sector in thel 013 EDP Notificationln addition, chapter 1.2 of
the MGDD was updated and a footnote was includadfging the definition of subsidies on products.

?2 Action point completed.

 Action point completed. A capital increase from dulica into Sagestamo (EUR 750 million) in the
end of 2012 was recorded as a capital transferadtimmy government B.9 of year 2012 in the April 201
EDP Notification.
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4.2. Implementation of the accrual principle
4.2.1. Taxrevenue and social contributions

Introduction

In 2011 Portugal did not send an updated Questiomnan taxes and social
contributions. Eurostat had been informed befomeisit that there had been no new
taxes in Portugal.

Discussion

Eurostat recalled that, from 2011 onwards, MembateS are under the obligation to
send updated Questionnaires on taxes and sociallzdions to Eurostat at the end of
each year. INE explained that as there were nogdsacompared to the 2010 reporting,
they did not send an updated Questionnaire.

Eurostat also enquired about the types of accujasanents made to taxes in the EDP
tables. INE explained that VAT, excise taxes ardad@ontributions are time-adjusted,
while all other taxes are reported on a cash bdgis. exact time lag of the time-
adjustment is clearly specified in the EDP Inventor

Main findings and conclusions
Eurostat took note of the explanations provided.

4.2.2. Interest

Introduction

The Portuguese Public Debt Agency (IGCP) is thatutsn responsible for compiling
accrued interest.

On 21 July 2011 the European Council adopted asubecito reduce, including
retroactively, the interest rate (margins) in thseof bilateral loans to Greece and also
in the case of the first loans granted by the EBB& EFSM to Ireland and Portugal.
This decision raised the issue of how to treat satioactive interest rebates in National
Accounts, especially as regards EFSF loans, wh@re-paid margin on the loans had
been charged to Portugal. As a matter of princiilayas agreed that the accrued
interest should reflect the one specified in thanlagreement applying during the
period. Thus, Eurostat’s opinion was that any sgiective reduction in interest rate
should be recorded as a capital transfer (recesvidsl government) at the point of the
loan agreement change, except for the case whemtigrest rebate is contingent on
certain future events, in which case a capitalsfi@nwould only be recorded when the
certainty of the rebate is established.

Thus, for EFSM loans it was agreed to book the fieoe this backwards reduction

when the agreement had been ratified (in the cag®rdugal this was October 2011).
This would therefore imply recording a capital star in the 4th quarter of 2011, and
leaving the accrual of interest in quarters 2 aad # the loan agreement.
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Contrary to EFSM loans, the margin charged by E®@E paid by Portugal up-front,
i.e. the amount of the margin was deducted fromnthrainal value of the loan, so that
the disbursed amount was significantly lower. Thergm was treated as interest and
accrued over the life of the loans. However, onraty 2012 the EFSF decided to
remove the margin under a rebate mechanism. Etradtesed INE not to go back and
change the figures for accrued interest.

It was Eurostat’'s understanding that for EFSF Iadhesrebate is contingent on positive
programme reviews by the EU/IMF. That is, the exaotount of the retroactive
reduction of interest will be known with certairdply at maturity of the loans and thus
the rebate will have an impact only at maturitythis case, it was agreed that a capital
transfer should be recorded at maturity, when #rgamty of the rebate is established,
and not before.

Finally, the retroactive reduction of interest aféd Portugal also as a lender, as in 2010
and 2011 Portugal granted loans to Greece undetdhé&reek Financial Assistance
Programme. The formal agreement on the retroactdiction of interest for the
bilateral loans to Greece was signed in March 2012.

Discussion

Eurostat briefly explained its view on the statigti recording of the retroactive
reduction of interest on EFSF and EFSM loans.

The Portuguese authorities pointed out that intdrad been accrued on EFSM loans,
even though there had been no cash payments whetsdéey also explained that

their treatment of interest rebates on EFSM loaas v line with the recommendation

given by Eurostat, and they promised to confirns thy end-2012.

As regards EFSF loans, the Portuguese authorii@aieed that the amount of the pre-
paid margin to be reimbursed to Portugal is notaperdue to the existence of a
contingent penalty component. Firstly, any shdrtfalthe loan repayments would be
deducted from the pre-paid margin to be reimburSedondly, an Incentive Mechanism
is in place, according to which Portugal would bbliged to make so-called
Disincentive payments if a programme review coneldidcty the EU/IMF turns out to be
negative (resulting in a non-disbursement of a egbent tranche of the EFSF lending).
This means that the exact amount of the rebatedvanlly be known with certainty at
the maturity of the loans, and not before.

It was agreed that the Portuguese authorities wputdvide Eurostat with a more
detailed note on the recording of the rebate mashawf prepaid margins. Eurostat
agreed to come back on this issue later, once st draalysed all the available
information on interest rebates.

Main findings and conclusions

Action point 19: The Portuguese authorities wileck how the retroactive interest rate
reduction on EFSM lending has been recorded in 214, and ensure that it follows
the recommended treatment of Eurostat (accruedesiten Q2 and Q3, followed by a
capital transfer in Q4) in the end-2012 reportifiguarterly GFS data to Eurostat

** Action point completed. INE confirmed that the reting had been done in line with Eurostat
recommendation.
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Action point 20: The Portuguese authorities wilbyaide Eurostat with a note on the
recording of the rebate mechanism of prepaid margirEFSF loans, and Eurostat will
discuss the matter with the EFSF, providing itsapi to INE by end-2012.

4.3. Recording of specific government transactions

4.3.1. Government interventions in the context of tharfamal crisis
4.3.2. Recording of EU flows and reporting in EDP tables
4.3.3. Public-Private Partnerships (PPP) and concessions

Introduction

The Portuguese statistical authorities informedoEtat about the reclassification of
three PPPs inside general government in 2011 va@nuwes from tolls turned out to be
lower than initially foreseen. They also pointed that some contracts for ex-SCUTs
may be renegotiated and this would require an mdaait analysis according to the
MGDD.

Discussion

Eurostat recalled that the manual does not cowetrratment of the assets when the
PPP becomes off-balance sheet following a rendgwtialhe manual rather treats the
opposite case, where a PPP becomes on-balance aftezerenegotiation. Eurostat

advised INE to assess any renegotiated contrativas a new contratt

Eurostat also asked about an inconsistency betteelist of on-balance sheet PPPs
provided before the mission and those reportetiénQuestionnaire table 11. INE said
that it would correct table 11.

Finally, the Portuguese authorities explained timahew PPPs had been signed.

Main findings and conclusions
Eurostat took note of the explanations provided.

> INE provided Eurostat with a note prepared by tB€P on the rebate mechanism, together with
additional documentation. Eurostat provided itswign the issue and concluded that no change to the
current treatment should be implemented at thigest&€oncerning Maastricht debt, the level of debt
should not be reduced, as the principal amountrdecbis still to be redeemed. The rebate is cayhi

on the full redemption of the principal of the Isaand it can be refunded only at maturity of the tw
loans. Therefore, as regards the impact on B9 dnly at maturity of the loans that a capital $fen to
Portugal would be recorded.

*® Any renegotiation should be assessed by INE anlysethas a new contract. Eurostat should be
informed of the outcome of the new analysis.
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4.3.4. Capital injections in public corporations, dividéshand privatisations

Capital injections

Capital injections made by the government into julaind private hospitals were
covered under item 3.1.2. Eurostat recalled that Gapital injections made to loss-
making hospitals classified outside the generakgawent should be treated as capital
transfers, with an impact on B.9.

Dividends

Introduction

Prior to the visit, Eurostat requestiedm the Portuguese statistical authorities adfst

all dividends received by government in 2011. Tétaltamount of dividends received
by government amounted to EUR 357.4 million in 20I1is amount is in line with the
total amount of dividends reported in Questionntalde 10.1.

Discussion

Eurostat noted that there had been indicationsha press about early dividend
payments made at the end of 2011, instead of iedhg 2012 when taxes increased. To
clarify this issue, Eurostat asked whether intertiividends had been paid to
government during the 2011 accounting year, befbesfinal annual earnings were
known.

The Portuguese authorities were not aware of sasbs; but had ensured that the super-
dividend test had been regularly implemented, igas of whether the dividend
payments had been made after or before the anmfélgf the corporation was known.

Main findings and conclusions
Eurostat took note of the explanations provided.

Privatisations

Introduction

A number of privatisations took place in 2012. BRis privatised in March 2012. A
few days before the visit to Portugal, CGD had stddhealthcare arm HPP for EUR
85.6 million. The government also sold most ofskares in the electricity company
EDP and in the energy grid operator REN. On tofhese, Portugal had also agreed to
sell its remaining stake (around 15%) in Cahora sBasiydroelectric dam in
Mozambique.

Apart from the Lisbon airport operator ANA, the gonment planned to privatise a few
more companies by the end of 2012 and in 2013n&tenal airline company TAP, the
freight and suburban railways in Lisbon and Pori Carga (the privatisation process
was delayed, waiting for the appointment of a newvarld of Directors) and Portugal’s
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postal services CTT (the privatisation was approvgdhe Board of Ministers in July
2013).

Discussion

The Portuguese statistical authorities explainatlttiere were no related transactions to
these privatisations (pensions, debt forgivenesscessions, etc.), except for the case of
ANA, discussed under point 4.4 of this document.

The privatisation or concession of the cargo hagdéiubsidiary of CP (CP Carga) will
be concluded by mid-2013. The tenders for the pggaton of the national air carrier
TAP and the airport operator ANA were launchedhia third quarter, with a view to
final decisions by end-2012 and the financial catiph of these transactions is
expected in early 2013

Main findings and conclusions
Eurostat took note of the explanations provided.

4.3.5. State guarantees, debt assumptions, debt canoakaand debt write-off

Introduction

Prior to the visit, INE provided to Eurostat a list government guarantees for the
period 2009-2011. The figures reported in thedisjovernment guarantees reconciled
with the figures reported in the financial turmtaibles.

In the April 2011 ad-hoc visit to Portugal, it wagreed that in the case of new
guarantees granted to public corporations experigniinancial difficulties (that will
likely not be able to repay their guaranteed dethtg, total amount of outstanding
guaranteed debt will be recorded as debt assumfaagpital transfer with an increase in
government debt as a counterpart) from 2011 onwards

Discussion

Eurostat enquired about any guarantees providémsgamaking public corporations, in
particular to CP (Comboios de Portugal), Carris ANRAM, which had been subject to
discussions in previous years. The Portuguese ati¢isareplied that there had been no
new government guarantees granted to these entities

Main findings and conclusions
Eurostat took note of the explanations provided.

*’ The privatisation of ANA was completed in the bewiny of 2013. However, the privatization of TAP
was provisionally abandoned in 2012.
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4.3.6. Other government transactions

Purchase of military equipment

Introduction

The Portuguese statistical authorities follow thedstat guidance on the treatment of
military expenditure both with respect to the tigferecording and to the treatment of
leasing operations.

Discussion

The Portuguese statistical authorities explaineat tho large deliveries of military
equipment were expected in 2012 and 2013. Howewere information on possible
future purchase of military equipment would be &lde later on.

Main findings and conclusions
Eurostat took note of the explanations provided.

Securitisation and sale and lease-back operations

Introduction

The Portuguese government had securitised futwentees from uncollected taxes and
social contributions, by selling them to Citigrospme years ago. At that time, Eurostat
had clearly specified the conditions under whioh siale of claims could be treated as
government revenue — a full transfer of risks fribla government to the purchaser and
the absence of any explicit or implicit governmgoarantee. In the particular case of
the sale of uncollected taxes and social contamstito Citigroup, the securitisation
arrangement had foreseen asset substitution clauses

Discussion

Eurostat asked about the status of this operatihifathere had been any unforeseen
transactions associated with its end. The Portwgaeshorities agreed to confirm the
latest position of the securitisation of uncollectaxes and social contributions.

As regards sale and lease-back operations, theudeede statistical authorities
explained that no such operations occurred recemtlg government did not sell any
new a?gets to Sagestamo. On the other hand, Sagestss selling the buildings on the
market”.

?® According to the follow-up of action point 10, sosale and lease-back operations were carried out in
year 2010. However, those sales were not recorsledah in national accounts.
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Main findings and conclusions
Eurostat took note of the explanations provided.

Swaps and other derivatives

Introduction

The Portuguese government has been actively ingoime swap transactions. In
previous visits Eurostat had already discussed thighPortuguese statistical authorities
the treatment of swap cancellations. It had beeeeapgthat the lump sum paid or
received by government should be spread over gmretical remaining life time of the
swap, with an impact on government deficit overstperiod. In the year of the
cancellation, the EDP correction should includehbibie net interest flows accrued to
the date of cancellation and the part of the luomp ¢hat is accrued over this year since
the cancellation. The swap value (the differendsvéen future cash-flows of the two
legs of the swap) should be recorded as capitakfjasses.

Discussion

Eurostat asked several questions on the use andtdhistical treatment of different
types of swaps in Portugal. The Portuguese auib®ritonfirmed the existence of
currency swaps and over-the-counter interest radps.

Eurostat asked about the existence of any kindodateral related to the over-the-
counter interest rate swaps. In this context, Hataxplained that typically two types
of collateral could be involved in over-the-couniigerest rate swaps. Eurostat briefly
explained the statistical treatment of the two gypecollateral in National Accounts. In
particular, if the collateral is under the form oésh, it should not be booked as
government revenue. Repayable margins that arditled of a monetary financial
institution should be rather recorded as depasitsther cases, these should be recorded
as short-term loans. If the collateral is underfthren of securities, and if the transferor
keeps the economic ownership, nothing should barded in National Accounts.

Eurostat also asked about the existence of casésoapon sold” in Portugal. As
explained by the IGCP, there had been such casésislcontext, Eurostat recalled that
the inflow from coupon sold cannot be considerednésrest income. This coupon
should be included in the total amount of the isseaand therefore recorded in the
financial account, without an impact on Net bornog/net lending.

IGCP explained that there had been no operatioladece to off-market swaps in
Portugal.

Main findings and conclusions

Eurostat took note of the explanations provided r@edlled that it should be informed
of any transactions carried out related to swajp@ation or renegotiation.
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Transfer of pension obligations

Introduction

The Portuguese government transferred about EURi@rom the pension funds of
four of the country's largest banks to the statee dssets should have been transferred
between the end of 2011 and 2012.

Discussion

The Portuguese statistical authorities confirmeat the second part of the transfer of
pension obligations from four of the country's Esfybanks to the state was paid in
2012.

They also explained that two more pension transiieesexpected in the near future:
from BPN in 2012 and frormstituto de Financiamento da Agricultura e PeseHdsSAP
in 2013.

Main findings and conclusions

Action point 21: The Portuguese authorities wilhfion by mid-December 2012 the
latest position of the securitisation of tax andialbsecurity contributions, and if there
have been any unforeseen transactions associatetheiend of this securitisation

Action point 22: Eurostat takes note that INE wilestigate the potential expansion of
the tasks of the Portuguese Public Debt Agency B further financial derivative
transactions and will report some elements to Hatpsvhen it obtains the necessary
information, notably on the types of derivativesdam the counter-parties of these
transactions. INE will also send a note on the nemdate of the IGCR

4.4. Important issues from 2012 relevant for the April 213 EDP Notification

Several important issues which took place in 20Etemhoroughly examined: the
recording of the sale of a concession to the airpoerator ANA, bank recapitalisations,
the sale of BPN assets to government and the gateltile phone licences.

* Action point completed.

** The Portuguese authorities clarified the role ef ft8CP and its new task as manager of State Owned
Enterprises derivatives. However, no informatios haen provided at this stage on existing transasii
counter-parties and the on-going swap renegotigtidhis issue will be followed up.
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The recording of the sale of a concession to thmdioperator ANA

Introduction

On 7 September 2012, the Portuguese statistichbaties had requested a view from
Eurostat on the statistical recording of plannedrapons related to the concession and
privatisation of the government-owned airport opardaNA.

Under the Economic Adjustment Programme for Polfuga Portuguese government
committed to privatise ANA. The government plantedarry out the privatisation in
two steps: first, an explicit concession contraotid be sold to ANA', and second, the
entit%zwould be privatised, with the value of th@cession to be recorded on its balance
sheet”.

Based on the statistical rules and principles seirothe European System of Accounts
(ESA) 1995 and the Manual on Government Deficit dnebt, as well as on the
information transmitted by the Portuguese statstwthorities, Eurostat took the view
that receipts from the sale of the concession tAAN the run-up to its privatisation,
should be recorded as a financial transaction itioNal Accounts, and therefore could
not be considered as government revenue reductnBdhtuguese government deficit.

It was Eurostat's analysis that the value of ANAulddoe decreased by the purchase of
the concession contract, as the existing value NAAn National Accounts should
already had taken into account an existing asseitdcsole rights to operate airports.
Indeed, although the government had previously foamally signed® an explicit
concession contract with ANA, in economic terms AMAs already benefiting from
the permission to operate and manage the airpattowt any specified time limit.
Under these circumstances, Eurostat argued thafptnehase and signature of an
explicit concession contract would not add new &ata the company in terms of
national accounts.

Therefore, the proceeds from the concession séteebprivatisation would represent a
reduction of the net value of the company, simptindging forward proceeds to
government that would otherwise had been receix@d the sale of equity at a higher
value at privatisation. Thus, according to Eurqgdta¢ operation has the features of an
equity withdrawal in National Accounts.

At the same time, the MGDD (following ESA95) foresethat certain transactions are
to be treated as financial transactions rather tifamfinancial transactions when in the
context of privatisation, based on the rationalat tthe disposal value of the equity
directly reflects the impact on own funds of thogerations. Therefore, Eurostat is of
the opinion that any concession sale undertakénemun-up to a privatisation of ANA
should be recorded as a withdrawal of equity, witimpact on the government deficit.

Eurostat’s view on the statistical recording of domcession sale to ANA, as described
above, was presented in its reply to the firsetesubmitted by INE on this matter. In a
second letter, the Portuguese authorities raisetk sadditional arguments supporting

* The sale of the concession to ANA in the contextoprivatisation was completed in December 2012.
*? The privatisation took place in 2013.

* Although it was not formally signed, a concessionteact between ANA and the State already existed
and it was published in the official bulletin.
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their position to treat the concession sale as fecideeducing operation. Eurostat
replied to the second letter, maintaining its alittiew that the concession sale should
be recorded as a withdrawal of equity. Finally, Betuguese MoF sent a third letter on
ANA, which essentially quantified the concessiomt lvithout any new rationale
against Eurostat's arguments.

Discussion

INE made a detailed presentation of the Portugpeséion on the case, raising some
new arguments in favour of recording the concessala to ANA as a deficit-reducing
operation.

First, INE argued that no legal document existed tould enable the transferability of
the concession to a third party. The enforcememningfership rights being a prerequisite
for recording an asset in National Accounts, thiieaf the concession could not be
recorded in National Accounts before. Thereforepading to INE, the concession sale
would add new value to the company once the cansaigned.

Second, INE explained the reasons for the signatiréhe concession contract,
emphasizing on the aim to prevent the new privateen from incurring any losses with
respect to ANA's economic value in the absencecoingession contract.

Third, INE pointed out to the arm's length natufetlee principal-agent relationship
between the State and ANA, arguing in this way regjahe recording of the concession
sale as a withdrawal of equity.

Furthermore, INE made reference to the existendertifer information, which was not
yet taken into account by Eurostat. INE also paimtet that the treatment of one-off
operations undertaken in the context of privatisatvas not sufficiently covered in the
MGDD.

Eurostat maintained its position that the concessale should be recorded as a
financial transaction, not impacting the governmeetficit. Eurostat explained that it
would expect that its view would be reflected i tBDP data for 2012 reported by
Portugal at end-March 2013. It was also agreedttiepoints presented by INE in the
meeting would be provided in writing to Eurostat,s®on as possible, as no document
presenting these new arguments had been provided@the mission.

Bank recapitalisations

Introduction

In the second quarter of 2012, the Portuguese gowvant recapitalised three of the
major banks in Portugd| including the state-owned bank CGD. About EUR*5.4
billion were injected in the form of convertibletsrdinated debt instruments, eligible
as Core Tier 1 own funds. The government expeatadigal return of at least 8.5% on

these instruments. At the same time, the EC apdrthesrecapitalisation scheme for the
three banks as a state aid, compatible with tlegnat market.

* BPI, BCP and CGD.
** Of which, EUR 3 billion into BCP, EUR 1.5 billignto BPI and EUR 900 million into CGD.
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The Portuguese statistical authorities classified tonvertible subordinated debt
instruments as "Securities other than shares"toAthe recapitalisations, they were
recorded by the Portuguese statistical authoragedinancial operations, without any
impact on deficit.

On top of these bank recapitalisations, the governiirsubscribed to a capital increase
of EUR 750 million in CGD'’s share capital. This opigon was also recorded by the
Portuguese statistical authorities as a financa@daction in ordinary shares.

The bank recapitalisations were funded from the kB&olvency Support Facility
(BSSF) and from the State budget, with no privatestors involved. The funds that
had been previously received under the BSSF hadl leeerded as general government
debt.

Discussion

The Portuguese statistical authorities briefly akpd their arguments for classifying
all bank recapitalisations described above, incigdthe EUR 750 million capital
increase in CGD, as financial transactions. As neg#he capital increase in CGD, the
Portuguese authorities explained that the operatiath been approved by the EC.
Moreover, before 2011 CGD had always been a phbiétdank, regularly paying
dividends to the State. The loss incurred by thekla 2011 was qualified by INE as an
exceptional loss due to rising financing costs essalt of the financial crisis.

Eurostat briefly recalled the rules on the statidtireatment of recapitalisatidfisIn
particular, if the instruments used (special shasssmilated to debt instruments and/or
convertible instruments) include an unconditionaéd return, then the recapitalisation
is a purely financial transaction. Also, accordioghe MGDD rules, if private investors
participate in the capital injection on the samemte and at the same time as
government, this could also identify a financiansaction. If these two conditions are
not met, then the capital injection would needeabalysed more deeply and this could
lead to a classification as a capital transfer.

While Eurostat agreed preliminarily on the statmitirecording of the EUR 5.4 billion
investment in convertible subordinated debt inseote as a financial transaction, it
raised some concerns about the arguments used ebyahituguese authorities for
recording the EUR 750 million capital increase i®IT as a financial transaction. In
particular, losses incurred due to the bank’'s exposo Greek or Portuguese debt, as
any other losses related to the operational agtofitthe bank, could not be considered
as exceptional, even in times of a financial cri&isrostat recalled that the notion of
"exceptional loss" was defined in the note oh€"Tmpact of bank recapitalisation on
government finance". Losses may be consideread@ptonal only if they result from
unforeseen events which are beyond the respomgibflithe financial institution which
incurs them; it is worth noting that this caseossidered to be extremely rare, even in a
situation of a financial crisis. To further clarifftis notion, Eurostat explained that it
looked at particular events rather than at risimgrfcing costs. An exceptional loss
would be, for example, due to an event like theagliearance of significant market
players, such as Lehman Brothers in 2008, whiclaotgnl the whole market.

*® On 18 July 2012 Eurostat published a note on ‘fiipact of bank recapitalisations on government
finance", providing guidance on capital injectiam®anks and the classification of publicly sugpdr
"bad banks".

34



Eurostat took note that profits were expected torasle in future years. However,

Eurostat was interested to see how the projecfmmfsiture profits were made. Eurostat
also asked for a clear evidence for the existeheesafficient (market) rate of return on

the invested funds. The Portuguese statistical oaitits agreed to provide further

information on the recapitalisation of CGD, inclagian analysis of the projections for
its financial performance. Furthermore, the Porasgustatistical authorities agreed to
provide more detail of the argument that highemriicing costs contributed to an
exceptional loss of CGD in 2011.

Eurostat also enquired about recent articles inptess concerning a forthcoming
government intervention in BANIF. The BdP confirméuat it was aware of the
intention of the government to recapitalise thiskband that it was following the issue
closely. The Portuguese authorities believed thet ¢peration would not lead to the
creation of a bad bari.

BPN
Introduction

Before the visit, INE had informed Eurostat abdwé privatisation of BPN carried out
in March 2012. At the same time, BPN had sold assetth EUR 1 495 million to the
two defeasance structures classified inside gengoakernment - Parvalorem and
Parups. The sale was financed as follows:

- a debt assumption by the State of BPN's deldEEdR 1 billion;
- a loan granted from the Treasury to ParvaloretlRE38 million);
- own funds of the two defeasance structures (E0R#ion).

Discussion

According to the Portuguese statistical authorittke amount paid for the assets was
equal to their estimated market value. Therefohe operation was booked as a
financial transaction. As regards the debt asswnpif EUR 1 billion, it was correctly
recorded as government debt.

Eurostat required further information on the valatof the assets sold to the
government.

UMTS licence sales

Introduction

Before the visit, the Portuguese authorities h&ormed Eurostat about a sale of UMTS
mobile phone licence. The entity (ICP-Anacom), Wahitad sold the UMTS licence in

*” The recapitalisation of Banif took place in thesfiquarter of 2013. The recording of the EUR 1.1
billion injected has been assessed by the Porteguathorities. Eurostat will follow up on this igsonce

it receives the details of the transaction andr#imnales for the recording carried out in thertprly
accounts.
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2011, is the Portuguese regulator of the teleconmation sector and is classified

outside the general government sector. ICP-Anacadthpgassed part of the proceeds to
the government in 2012, while the remainder wasw@d to be transferred to the

government in later years. The Portuguese statistiathorities proposed to book all of

the proceeds in 2012.

Discussion

Eurostat required the detail of the arrangementdenteetween ICP-Anacom and the
government. In particular, it was interested townehy ICP-Anacom had passed the
revenues to the government and whether it had aetémg on behalf of the government.

As regards the time of recording, the Portuguesboaities explained that even if the
auction had taken place in 2011, both the salbeliMTS licences and the transfer of
the funds to government had happened in 2012.

The Portuguese authorities agreed to send to Edrastopy of the supplementary
budget and ordinance relating to the transfer ef WMMTS licence auction receipts in
2012.

Main findings and conclusions

Action point 23: INE will send a letter to Eurostay 30 November 2012 on the
recording of the sale of a concession to ANA, idolg the arguments put forward
during the meeting, and Eurostat will reply to thesints®.

Action point 24: The Portuguese Statistical Auttiesi will provide by mid-December
2012 further information on the recapitalisationG&D in 2012 (the EUR 750 million
element of ordinary share purchase) including thejeptions for its financial
performance, how those projections have been deedl@nd scrutinised, and more
detail of the argument that higher financing casistributed to an exceptional loss of
CGD in 2017°,

Action point 25: The Portuguese Statistical Auttiesi will provide by mid-December
2012 further information on the sale of BPN assetgovernment, most notably on the
valuation of the asséfs

Action point 26: The Portuguese authorities wilbyide Eurostat by mid-December
2012 with a copy of the supplementary budget amhance relating to the transfer of
mobile phone licence auction receipts in 2012 fi@R-ANACOM to governmetit.

* Action point completed. After several further exabas between INE and Eurostat, the issue was
closed in March 2013. The final outcome of theseharges was published on Eurostat's website.
Portugal sent the data for the April 2013 EDP Nedifon in line with Eurostat's view on this issue.

* Action point completed. After some bilateral dissioss, the EUR 750 million capital increase in CGD
was recorded as a non-financial transaction impgadbvernment deficit of the year 2012. This reaagd
was implemented in the April 2013 EDP Notification.

“ Action point completed. New information on the \ation of the assets led to additional estimated
impairments of around EUR 100 million, which weeearded as deficit-increasing for 2012 in the April
2013 EDP Notification. As the final accounts forl200f Parups and Parvalorem were not availablé unti
May 2013, further revisions may be expected inQlestober 2013 EDP Notification.
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4. 5. Other issues

4.5.1. ESA95 Transmission programme

Eurostat raised a question on some revisions madd3IM in the ESA tables. The
Portuguese statistical authorities explained thesé revisions related to loans granted
from the IMF, the EFSF and the EFSM. Initially, WS adjustments had been
calculated for these loans. After discussions \Eitinostat's Directorate C, it was made
clear that no such adjustments should be madehésetloans as the IMF, the EFSM
and the EFSF are not considered as financial irgéiamnies. Therefore, revisions were
made to remove the FISIM adjustments.

4.5.2. Task Force on the implications of Council Direeti®011/85 on the collection
and dissemination of fiscal data

Council Directive 2011/85 of 8 November 2011 on uiegments for budgetary

frameworks of the Member States requires enhanaietton and publication of short-

term public finance statistics and annual off-batassheet information on contingent
liabilities (government guarantees, debt of pulslicporations, PPPs, non-performing
loans and participation of general government ie tapital of public and private

corporations). In this context, Eurostat establisheéask force on the implications of the
Directive on the collection and dissemination aicél data. In 2012, three task force
meetings took place, in close cooperation with DG-EN.

The MoF explained that detailed monthly cash-bdsaél data are already published
on the DGO's website for all sub-sectors. The fraark of the transition from cash-
based data to ESA95 standards is explained in tdte Budget Law report. However,
the methodology used for the transition is not gaplained. A methodological
reconciliation table explaining the transition frguablic accounts to the ESA95 based
government accounts should be published by DeceAties.

The Portuguese statistical authorities explained they would provide estimates for
some small local government bodi€aurostat agreed that estimates could be used
initially. However, such estimates should be subsatly replaced by actual figures,
when available.

Overall, the Portuguese authorities do not see @lostacles to comply with the
requirements of the Directive by end-2013.

Eurostat encouraged the Portuguese authorities t¢ok wout the institutional
responsibilities for collecting and publishing mligtand quarterly fiscal data. Since the
fiscal data would be based mainly on budgetaryntamy it is strongly recommended
that the compilation and publication of monthly aqehrterly fiscal data will be under
the responsibility of the institution dealing withdgeting.

Eurostat informed the Portuguese authorities thapress release on quarterly
government debt for the EU, the Euro-area and iddal Member States is published
now, in line with the Directive.

*! Action point completed.
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4.5.3. Any other issues

Pension funds

INE gave an overview of the Portuguese pensioresystvhich includes the general
social security system (compulsory for employees self-employed) and a voluntary
social insurance system. Civil servants and lawyses covered by special pension
schemes.

As explained by the Portuguese authorities, therena compulsory second pillar
pension scheme in Portugal. There had been a Lapoping three pillars, but it never
entered into force.

There are, however, occupational schemes — pendanshe banking sector, for
example (most of which had been transferred tcthie).

Implementation of ESA 2010

Introduction

Eurostat announced the forthcoming Task Force en"#daptation" of the current
MGDD to the new ESA2010 which would be held on £&waber 2012.

Discussion

In view of the forthcoming implementation of ESA12) Eurostat briefly explained
what should be expected in terms of timing. Eutostglained that ESA 2010 would
not be published until mid-20143 and Regulation 479/2009 amended subsequently.
Therefore, it was expected that the October 2012 Btifications should be the first
to be reported on an ESA 2010 basis, for the wreperting period. At the same time,
Eurostat will also require quarterly data and hisad EDP data on an ESA 2010 basis.

In terms of ESA transmission programme, everythiragpnsmitted before September
2014 should be on an ESA95 basis. Eurostat emm@thsimt Member States are not
expected to anticipate the implementation of ESA®Qunless there is a completely
new case, such as emission permits, for example.

Finally, Eurostat informed the Portuguese statistauthorities that the assessment of
the impact of ESA 2010 would take place in the rdduf 2013% There are a number
of changes that might have impact (not only manket/market) and this impact should
be duly quantified.

*> ESA 2010 was published on the official journalteé €U on the 26 of June of 2013.

* A document providing a preliminary view of the inep@f ESA 2010 was presented in the FAWG in
June 2013. Work is on-going and Eurostat is cagrgint bilateral discussions with Member Stateshis t
issue.
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Main findings and conclusions

On other issues, Eurostat briefly presented its eetgtions as regards the
implementation of the Council Directive 2011/85tbe collection and dissemination of

fiscal data.
Eurostat also made some comments on the futuremepitation of ESA 2010.
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Annex 2

Agenda

REVIEW OF STATISTICAL CAPACITY ISSUES

1.1. Institutional responsibilities in the framewok of the compilation and
reporting of EDP and government finance statistics

1.2. Source data characteristics and revision poljc

1.2.1. Changes in data sources for central govemjriecal government
and social security funds

1.2.2. Revision policy
1.2.3. EDP Inventory
FOLLOW-UP OF THE EDP VISITS TO PORTUGAL

EXAMINATION OF THE EDP TABLES AND THE QUESTIONN AIRE
RELATING TO EDP TABLES OF THE OCTOBER 2012 NOTIFICA TION

3.1. EDP Tables
3.1.1. EDPTablel
3.1.2. EDP Tables 2A-D
3.1.3. EDP Tables 3A-E
3.1.4. EDP Table 4
3.2. Statistical discrepancies in EDP tables
3.3. Other EDP related tables
3.3.1. Questionnaire relating to EDP tables
3.3.2. Tables on the financial turmoil
3.3.3. Table on intergovernmental lending

METHODOLOGICAL ISSUES AND RECORDING OF SPECIFIC
GOVERNMENT TRANSACTIONS

4.1. Delimitation of general government sector: cksification of institutional
units according to ESA95

4.1.1. Transtejo, Soflusa ("indemnizacdes compériaa™)
4.1.2. Estradas de Portugal
4.1.3. Local Government public corporations

4.1.4. Questionnaire on government-controlled ud@ssified outside the
general government sector
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4.2.

4.3.

4.4,

4.5.

Implementation of the accrual principle

4.2.1. Tax revenue and social contributions

4.2.2. Interest

Recording of specific government transactions

4.3.1. Government interventions in the contexheffinancial crisis
4.3.2. Recording of EU flows and reporting in ERBles

4.3.3. Public-Private Partnerships (PPP) and corstess

4.3.4. Capital injections in public corporations, ividlends and
privatisations

4.3.5. State guarantees, debt assumptions, dehtetlations and debt
write-off

4.3.6. Other government transactions
» Purchase of military equipment
» Securitisation and sale and lease-back operations
e Swaps and other derivatives
e Transfer of pension obligations

Important issues from 2012 relevant for the Apl 2013 EDP
Notification

Other issues
45.1. ESA95 Transmission programme

4.5.2. Task Force on the implications of Councilddtive 2011/85 on the
collection and dissemination of fiscal data

4.5.3. Any other issues
* Pension funds
* Implementation of ESA 2010
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