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Executive summary

Eurostat undertook an EDP dialogue visit to Finlamd25-26 January 2010 as part of its
regular visits to Member States and with the ailagdsess the existing statistical capacity, to
review the division of responsibilities concernitige compilation of EDP statistics and

government accounts, to clarify the issues rajatmm EDP tables raised in the context of
previous notifications, to examine the statisticissification of some units, to assess the
statistical treatment of specific government operat and to assure that provisions from the
ESA 1995 Manual on Government deficit and debt eswbnt Eurostat decisions are duly
implemented in the Finnish EDP notification tabkesd in national accounts.

First, Eurostat enquired about theatistical capacity issues, e.g. the institutional
arrangements and division of responsibilities wébpect to the reporting of data under EDP.
EDP tables are officially reported to Eurostat batiStics Finland. Statistics Finland compiles
all EDP tables, except for the forecast data wlaah prepared by the Ministry of Finance
(MoF). The Central Bank does not directly partitgpan the EDP compilation process.
Eurostat took note of the existing institutionabpensibilities of Statistics Finland, the
Ministry of Finance and the Bank of Finland in theld of GFS, as well as of the good
cooperation within the Group of National Accountperts, together with research institutes
and other researchers and encouraged the Finrtisbriies to continue the good cooperation
in the future.

Eurostat appreciated the quality and transparemhdieosource data, and took note of the
coming revision of the bookkeeping reporting of tBmployment pension schemes and
invited the statistical authorities to update thgPEinventory with the inclusion of additional
new source data.

As afollow-up to the EDP dialogue visit of 29-30 November 2007, Eurostat welcomed the
fact that all the action points agreed had beenpbeted. Two of the action points have been
however discussed during the visit: the classifocaof YLE Ltd and FINNVERA Ltd.

SF explained once again that YLE Ltd (the natiomadadcasting company), is a public
company, classified in non-financial corporatioester (S.11), mainly because most of the
revenue come from television fees collected foheatevision set in use. The government,
through the extra-budgetary Radio and TV fund ctdlehe fees and transfers them to YLE
Ltd, after deducting collection costs. The finamcsystem for TV, radio, telephone, etc was
being reformed and it would be possible that inftliare a so called "media payment" could
be introduced. Eurostat took note that the clasgtibn of YLE Ltd outside government is at
present correct notwithstanding possible futureallegevelopments in the payment of TV
licences.

Eurostat and the Finnish statistical authoritiescalssed the case of Finnvera Ltd. This is a
specialised financing company owned exclusivelyhgystate. Finnvera borrows funds on the
financial market, which are used for granting loafise government bears some of the costs
of the operations. Eurostat took note of the fdet tFinnvera remains classified in the



financial corporations sector (S.12) and of iterol providing loans to small and medium
sized enterprises, undertaken at least partly balbef the government.

As afollow-up of the October 2009 EDP reporting the discussions concentrated on the
adjustments in the EDP tables in relation with@heestionnaire relating to EDP tables.

Given the fact that "other accounts payable" artiéioaccounts receivable” in EDP tables
and in the Questionnaire relating to EDP notificatare provided on a net basis (the amounts
in table 2A are recorded as “receivable” and urgayable” zero is reported), Eurostat
invited Statistics Finland to provide the detaiisall relevant EDP tables as well as in the
corresponding Questionnaire relating to EDP (iniclgcbn taxes, EU transfers and military
expenditure, whenever this is applicable).

Concerning the local government sub-sector it waeed that Statistics Finland will analyse
the statistical discrepancies, which are systemlatipositive.

In connection with the loans provided by socialusig funds to enterprises, Eurostat and the

Finnish statistical authorities agreed that furthealysis was needed. The analysis concerns
especially the type of collateral provided by timéegprises, the rate of interest of the loans as
well as the likelihood that the loans are reimbdrsg the enterprises.

Eurostat and the Finnish statistical authoritiesa$ésed possible improvements in EDP tables
3 for the local government (detail of shares argbioequity) and social security funds (types
of loans).

The discussions of methodological issues focusseathlyn on the delimitation of the
government sector, the recording of specific government transactioasd the
implementation of the accrual principle.

Eurostat enquired about the application of 50%egdon. Eurostat took note of the

conventions applied by the statistical authorifiess sector classification and discussed the
classification outside the government of some iestisuch as: VR Ltd (responsible for

passenger and cargo transport), VR-Track Ltd (mesipte for track construction and

maintenance) and Destia (former Finnish Road Ensap

Eurostat and Statistics Finland discussed alsdrémsactions between the quasi-corporations
and the state budget, in the form of annual digtidms of profits. The discussion
concentrated mostly on the relation between theéralegovernment and Senate Properties.
Statistics Finland explained that the income resgtifrom Senate Properties is recorded in
national accounts as interest (for loans origindteoh the establishment phase of the Senate
Properties) rather than dividends (due to the statshareholder). It has been agreed that the
recording for Destia and Schipping enterprise, Wiseems to be done according to the same
criteria, will be checked by Statistics Finland.

The sector classification of the Municipality fircimg (Kuntarahoitus), a public limited

company, was discussed. Statistics Finland explaihat the institution is registered in the
MFI list of the ECB, as a credit institution. Itvgis loans to municipalities and companies,
especially corporations providing dwelling servicesrostat was doubtful about the fact that
the entity acts on the free market, as the govenhs®ems being the exclusive client and/or
the loans are guaranteed by the government an@@that the entity does not place itself at



risk on the market. Eurostat concluded that furt@alysis of the issue is needed, including
an analysis of the operations undertaken by thieyent

Further discussions focussedspecific gover nment transactions. On the transactions
undertaken in the framework of the financial crigisrostat agreed with Statistics Finland
that the government’s one-off guarantee in the 2688 related to the commercial and credit
risks on the assets of Kaupthing Ltd, is a contmdjability. SF confirmed that the
government did not make any capital injectionstiedpto the financial turmoil.

Eurostat and Statistics Finland discussed trarsactin guarantees relating to student loans
and Finnvera. It was agreed that Statistics Fthiaitl try to improve the quality of data on
guarantees given by municipalities and provideinf@mation to Eurostat in the relevant
table of the Questionnaire relating to EDP.

On the super dividend test concerning Helsinginr@iae Statistics Finland confirmed that the
unit had an operational profit higher than theribstion to the municipality of Helsinki for
the year 2008, so it was confirmed that the incoeteived by the municipality of Helsinky
was to be treated as a dividend for the entire atou

Eurostat enquired about the Espoon Kaivomestajegras well as about new planned PPP
contracts both for central and local governmentwdis agreed that Statistics Finland will

continue investigating existing and planned PPRraots, especially for local government,

and report them in the relevant table of the Quoastiire relating to EDP notification tables.

Concerning financial derivatives, due to the féattin Finland the social security funds are
heavily involved in this kind of operations, theoper adjustments for streams of interest
payments from swaps operations was discussed.sltageeed that Statistics Finland would
send a note on the recording. The discussion onmatpes involving financial derivatives
focussed also on the issue of possible collatgnadgided by the central government in the
form of bonds. Statistics Finland committed itsedf check again all the corresponding
accounts and inform Eurostat on the issue.

Eurostat and the Finnish statistical authoritieseneed theimplementation of the accrual
principle concerning taxes and social contributions and ester

Eurostat took note of the explanation given byiStias Finland that the time adjusted cash
method used for taxes and social contributions dasetd on data from accrual financial

statements. The impact of the amounts unlikelyetadilected is at the moment where there is
an actual insolvency case, which in Eurostat’s iopinmeans a postponement of the
recording, however according to Statistics Finl#repostponement is for a short period.

Concerning the calculation of interest on an addpasis, due to the fact that data for local
government seems of less good quality, Eurostatiissd) if, with the introduction of new
data sources some improvement can be expected.

Other issues covered the ESA95 transmission programme, tahl€s 21, 25, 27 and 28 for
which no major problems were found.

It should be mentioned that all action points adreering the EDP dialogue visit were
implemented by the Finnish statistical authoriaesording to the agreed deadline. All action



points, except one, have been implemented for thel 2010 EDP notification. The only
exception was the analysis of PPP projects for ke agreed deadline was October 2010
EDP naotification.



FINAL FINDINGS

I ntroduction

According to Article 11 (1) of Council RegulatioBC) No 479/2009, as amended, as regards
the quality of statistical data in the context lvé £xcessive deficit procedure, Eurostat carried
out an EDP dialogue visit in Finland on 25-26 Jan@910. The delegation of Eurostat was
headed by Mr. Luca Ascoli, head of Unit C3. Theebiorate General for Economic and
Financial Affairs (DG ECFIN) and the European CahBank (ECB) participated also in the
meeting as observers. The Finnish statistical ailié® were represented by Statistics Finland
(SF), the Ministry of Finance (MOF) and the Bank-ailand (BoF).

The previous Eurostat mission to Finland took plac&9-30 November 2007.

The aim of this EDP dialogue visit was to assessekisting statistical capacity, to review
institutional responsibilities in the field of gavenent finance statistics (GFS) including EDP
reporting, to analyse information on data sourcewiged in the EDP inventory, to clarify
issues relating to EDP tables raised in the contéxrevious notifications, to clarify the
sector classification of some units and to ensluaé provisions from the ESA95 Manual on
Government Deficit and Debt and recent Eurostaisa®ats are implemented and that specific
government transactions are appropriately recordetie Finnish EDP notification and in
national accounts.

Eurostat very much appreciated the quality of imfation provided by the Finnish statistical
authorities prior to the mission.

Eurostat thanked the Finish statistical authorifies the transparent and comprehensive

presentation of the issues during the discussindscangratulated them for the work done in
the field of government finance statistics inclgdlEEDP reporting.

1. Statistical capacity issues

1.1 Institutional responsibilities

Introduction

Eurostat enquired about new developments in thutienal arrangements and division of
responsibilities between institutions in the framekvof compilation and reporting of EDP
tables. No changes occurred since the last EDBglialvisit of 29-30 November 2007.

Discussion and methodological analysis

EDP tables are reported by Statistics Finland (8E{ual data are compiled by SF, while the
MoF compiles the planned deficit and debt datahBuostitutions are the national authorities
officially responsible for EDP reporting.

SF is responsible for compiling and reporting Goweent Finance Statistics (GFS) according
to the ESA95 Transmission Programme (annual andteybatables on government non-
financial and financial accounts as well as on tprBr government debt).



The Finnish statistical authorities confirmed thatual data reported in EDP tables are based
on non-financial and financial accounts of geng@lernment compiled by SF. SF is also
responsible for debt statistics. SF provides to M@F the preliminary data for general
government, before publishing them nationally. M@F uses the most recent statistical data
for preparing the forecasts. SF confirmed thatftihecasts are not used to compile actual data
for government.

The BoF is not involved in EDP tables and GFS cdatipn. However, SF provides regularly
to the BoF national accounts for the general gavent sector as well as EDP tables, when
they are sent to Eurostat. In addition, the BoFetiogr with the MOF and researchers from
four research institutes and universities partigipa the Group of national accounts experts
led by SF. The Group meets two to four times a yeatiscuss general national accounting
methodology, including GFS and EDP issues (e.grd#eg of PPP projects, delimitation of
government sector, etc). The GFS tables requirethé&yeCB are compiled by SF and BoF,
the latter compiling mostly financial statistics.

Eurostat was informed that from December 2010 odsyathe MUFA statistics will be
compiled by the SF, instead of the BoF as is ctiyehe case. The main reason is that it is
considered more efficient to concentrate the cotapénd integrated compilation of the
accounts (non-financial and financial, annual amdrterly data) in one institution. This
action is part of a larger project of revision dketproduction of national accounts. In
implementing this project, SF may face problemkduhto the shortage of staff as there is no
additional budget foreseen for new staff for thiesks. Therefore SF has to rely on increased
productivity of the existing staff.

Findings and conclusions

(1) Eurostat took note of the existing institutibresponsibilities of Statistics Finland, the
Ministry of Finance and the Bank of Finland in firdd of GFS, as well as of the good
cooperation within the Group of National Accountsperts, together with research
institutes and other researchers and encourageéitimesh authorities to continue the
good cooperation in the future.

(2) Eurostat took note of the future changes camogr MUFA quarterly financial
accounts which will be transferred from Bank of I&id to Statistics Finland, without
corresponding increase in Statistics Finland staff.

1.2 Data sources — EDP Inventory

Introduction

Eurostat published the consolidated version oBB® inventory for Finland on its website in
September 2007 and SF published it in October 20@rovides a comprehensive description
of data sources and methods used for EDP statistics

Eurostat had requested, prior to the mission, atatggl version of EDP Inventory. Due to
limited time and resources, it was not possibleupolate the EDP inventory prior to the
dialogue visit. However, it will be necessary talage the EDP inventory, due to some sector



delimitation issues. SF has foreseen a more corapsare revision as planned by Eurostat in
the new version of EDP Inventdry

Discussion and methodological analysis
a) Central government

The central government subsector in Finland comswt the state budget and the
extrabudgetary funds.

The data sources for central government did nohghaince the last EDP dialogue visit and
the last EDP notification, except for Solidium fok which a statistical survey has been
introduced.

(i) For the State budget the following informatigravailable:

- The budget implementation statement which is plypawailable on a monthly basis,
covers detailed information on current and capr@alenue and expenditure and
financial transactions. It is on a mixed (cashfaalfcommitment) basis, and its
balance is used as the working balance in EDP @&bldHowever, this is not used as
the primary data source for the compilation of ESA@nsactions.

- Financial book-keeping (income and expense accandtbalance sheet) is used for
compilation of ESA95 accounts. Data is on an addraais except for revenue from
taxes and expenditure relating to transfers.

- In addition, the State treasury debt reports aszlus compile balance sheets items
and financial transactions (F.3, F.4 liabilities).

The source data available for year n-1 are of bnpirgary nature in April of year n.

(i) For the extrabudgetary funds, financial stagéems (accrual basis) and the investment
report of the State Pension Fund (cash basis) seel d@or the compilation of national
accounts.

Concerning data on taxes, which are available cash basis, usually 60 days after the end of
the month, for the April year n notification of def and debt, SF makes estimates. This is
mainly due to the fact that data for VAT and otteeres on products is not final. However,
final data of year n-1 for taxes on income is ala# in April year n. For the EDP notification
of October, the revisions, in general, are notificant.

Eurostat enquired if forecasts are used for thepilation of taxes. SF confirmed that
forecasts are only used for checking the plausgitoli the calculations.

b) L ocal gover nment

According to the information provided in the EDPventory and confirmed during the
mission, financial statements (profit and loss aot@nd balance sheets) on an accrual basis
are used for ESA95 accounts, except for year n-1.

SF confirmed that some estimations are needed D&t &hd ESA95 data as the data sources
for n-1 for the April EDP notification are not conghensive. For n-1 April EDP
notifications, statistical surveys are used for manits, providing information on a mixed

! Eurostat presented a proposal for a new strucfulDP Inventory at the FAWG of 7-9 June 2010.



basis (some elements are on a cash, others are aoccaual basis). For the government of
Aland only annual data is available, however ita@ans small amounts.

c) Social security funds

Social security sub-sector consists of two fundapByment pension schemes (S.13141) and
Other social security funds (S.13149).

According to the information in the EDP inventopnly main aggregates on revenue and
expenditure are available for the year n-1 forAlpeil EDP notification. In October, accrual
financial statements (profit and loss account aaldrice sheets) are used for the year n-1. The
data is revised between April and October, duéhéodifferent coverage of the expenditure
and revenue, but the revisions in general arempoitant.

SF explained that Financial Supervisory Authorityhiethh supplies source data for
employment pension schemes, will revise its datéectoon. SF will be involved in the
revision process. It is expected that quarterha datl be available from 2011, probably also
including property income data.

Findings and conclusions
(4) Eurostat took note of the plans of revising Kaeping reporting concerning
Employment pension schemes and expects that &st#snland will regularly inform
Eurostat on the future progress.
(6) As far as data sources are concerned, Eurostaiders the general situation as
good and transparent. However, the EDP inventooulshbe updated by Statistics
Finland with the inclusion of additional data seag@specially for central government

sub-sector, e.g. the new survey used in the caSelafium Itd. Deadline: April 2010
EDP notification.

2. Follow-up of the EDP dialogue visit of 29-30 November 2007
Introduction

SF provided all requested documentation accordinipé agreed time-schedule, as a follow
up of the Eurostat EDP dialogue visit of Novemb@d2

Discussion and methodological analysis

Eurostat received all requested answers and intowmeithin the deadline. The follow-up of
two actions (Action 9 relating to the classificatiof YLE Ltd and Action 13 relating to the
classification of FINNVERA Ltd) was discussed irntale

Classification of YLE Ltd

SF explained that the national broadcasting comp¥hfe Ltd, is a public TV and radio
company, classified in the non-financial corponagigector. Most of the revenue of YLE Ltd
comes from television fees collected for each isiem set in use. The payment is collected
by the government through the extra-budgetary Radib TV fund and transferred to YLE



Ltd. The collection costs are deducted from theoine originating from television fees.
Although during recent years YLE Ltd has made |ss#gese have significantly decreased.

SF stressed that ESA95 is not clear on case likeatid the amounts involved are very small
with almost no impact on the deficit and debt @atfthere would be no impact on the debt,
because the only liabilities of YLE are “other agots payable”, which do not enter the

definition of Maastricht debt) of Finland and there SF did not consider appropriate to

reclassify the entity in government sector. SF dquriefer to reopen the issue in the context
of the ESA95 revision.

Moreover, the financing system for TV, radio, tdlepe, etc was under revision and it would
be possible that in the future a so called "mediapent” could be introduced.

Classification of FINNVERA Ltd

SF explained that Finnvera Ltd is a specialisedrfaing company established in 1999 and
owned exclusively by the state. It operates unberauspices of the Ministry of Trade and
Industry. Finnvera acts in two areas:

- export credit and special guarantees

- domestic financing : provide financing services promote and develop business
(particularly SMESs), to promote the exports ancerinationalisation of enterprises and to
implement the government’s regional policy goals

Finnvera borrows funds on the financial market,chiare then used for granting loans (about
EUR 300 million per year). The government bears esaithe costs of operations through

interest support that is passed on to Finnveraénhtd and through compensation of some of
Finnvera's credit and guarantee losses.

Eurostat enquired on the operating balance andafdfihnvera for the years 2007 and 2008.
SF provided the requested information during thesion. The debt of Finnvera slightly
decreases during the period, but remained at arBuRri 1 billion. Due to the financial crisis,
Finnvera increased its borrowing in 2009 in accocgawith the government policies. Since
January 2009 a new arrangement is in force: thergovent borrows on the market and then
transfers to Finnvera, which lends for export ttegprises.

Eurostat took note of the fact that Finnvera remaiclassified outside government (S.12) and
of its role in providing loans to small and medisimed enterprises, undertaken at least partly
on behalf of government. The issue of guaranteagged by Finnvera was further discussed
under the Questionnaire relating to EDP, table®uarantees.

Russian debt

Eurostat had been informed in April 2008 aboutrtmrding of the repayment of the Russian
debt which will impact two years: 2005 and 2006e Tacording will be reconsidered in the
context of a larger revision of time series ateéhd of January 2010.

Findings and conclusions
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(3) Eurostat acknowledges that the explanations additional information on all
outstanding issues identified in its previous visit 29-30 November 2007 had been
provided by the Finnish statistical authoritiesadmng to the requested deadlines.

(5) Eurostat takes note that the classificatiorYbE (TV and Radio Company) outside
government is at present correct notwithstandirgsiiabe future legal developments in the
payment of TV licences.

3. Follow-up of the October 2009 EDP reporting

EDP tables 2A-D and 3A-E

Introduction

The EDP notification tables, the Questionnairetiedato EDP notification tables and the
supplementary tables on the financial turmoil haeen sent to Eurostat on 29 September
2009. Eurostat has sent two requests for clariinatvhich SF has answered according to
Eurostat deadlines.

Discussion and methodological analysis

Eurostat appreciated the fact that SF usually sémdsSurostat, together with EDP tables,
notes explaining the revisions and other compleargntinformation. Also, Eurostat
appreciated the very good cooperation during th® BBsessment period and thanked SF for
always providing clear and timely answers.

A. Revisions

Revisions and major events have been always dodechéy SF in the explanatory notes sent
to Eurostat together with the EDP tables and irQhbestionnaire relating to EDP tables.

Data ondeficit notified in October compared with April 2009 waéiglistly revised for the year
2008 for the central government (S.1311) and thallgovernment (S.1313) sub-sectors. For
social security funds, the revision is more relévalo revision has occurred for the previous
years.

For central governmenthe net lending/net borrowing (EDP B.9) of 200&d a2009 is
impacted by the transfers to university units, Whiége created in the framework of Finnish
university reform expected to be in force at thgitmeing of 2010. In the new system, all
universities operate outside the state budget ahdemoy strong financial and operational
autonomy. Despite the increased autonomy, SF haslumed preliminarily that the
universities will be controlled (and mainly finandy the government also after the reform.

For local governmentthe slight revision (106 mill. euro) of year 20@8ta is due to the
inclusion of investment expenditure, which is noltynaot included in the preliminary annual
margins recorded in the income statement of muaiitips and joint municipalities.

Eurostat took note that revisions always have ighs due to the fact that in April of each
year the data is does not have completely coverage.
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For social security fundshe revision of 785 mill. euro relates to ther@ase in the amount of
property income receivable, especially to reinvég@nings of mutual funds.

Eurostat took note that the preliminary figure iprihis usually not very reliable, although, in
the past, for previous years the estimated andmrelry figures were closer than for the year
2008.

Concerning possible further revisions of data foe tyear 2008 in the forthcoming EDP
notifications, SF stressed that the reclassificatbthe State Pension Fund will result in the
revision of both non-financial and financial acctsurmhis will also be due to the fact that the
financial statements are only available in Novensary year.

Data ongross debt has been revised for the whole period, due to gotassification of
margin deposits received by the State from its segagtract counterparts. SF has investigated
the operations and found out the existence of calaterals for swaps.

This issue was discussed under item 4.2.7 of thadsy

B. EDP table 2A

Relating to the EDP table 2A the following mainuss were discussed:

a) Financial transactions considered in the workinigutee
b) Transfers from extra-budgetary funds
c) Other accounts receivable/payable F.7

a) Financial transactions considered in the workialance

Concerning equity acquisitions Finnair and Sponda and equity sales of KenfieaRinnish
statistical authorities confirmed that an analyss been undertaken for the classification of
the operations as financial transactions.

Eurostat has inquired about the existence of grivatestors, and SF confirmed that the state
participated with about 50-60% of the total, thetrdgeing other investors. Moreover, it was
confirmed that Finnair has been profitable in 2@8d became loss making in 2008.

b) Transfers from extra-budgetary funds

At the occasion of October 2009 notification Euabdtad inquired on the transfers from
extra-budgetary funds for the years 2006, 20072&08. SF had explained that this evolution
was influenced by the government policies concerriive transfers from the State Pension
Fund to the budget (part of the income of the fimthvested and part is transferred to the
budget).

During the discussions, it was underlined thatgbeernment may change the policy every
year and that for 2006 and 2007 those transferdbad very small.

c) Other accounts receivable/payable F.7
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EDP table 2A reports netmounts under other accounts receivable and regoot values
under payables. According to the Finnish statisacahorities due to practical considerations,
a split of net acquisition of F.7 into other acctsureceivable and payable does not make
much sense.

Eurostat stressed that the information on "othepawts receivable” and on "other accounts
payable" is to be provided in EDP tables and inQ@uestionnaire relating to EDP tables, as
the split is needed when analysing the evolutiothete transactions. SF agreed to study if
the data sources can be adapted in order to prédvedeequested split.

C. EDP table 2C

Eurostat enquired on one of the adjustment itemSDR table 2C! capital transfers (net),

not included in the annual margin” for 2005-2008. A positive adjustment of about 10d. is
recorded every year. SF explained that the bigomstof these capital transfers receivable by
local government has been paid by the central govent and it is already included in the
working balance in table 2A. Eurostat agreed whih tecording as a positive adjustment item
in table 2C.

Eurostat requested explanation athér local government bodies’ and the Finnish statistical
authorities were invited to provide the informatiseparately for Aland and for the Finnish
Association of Municipalities, in addition to thetdiled information by transactions, already
transmitted.

Eurostat enquired on the systematic positive siedisdiscrepancies. SF mentioned that a
revision might occur at the end of January 2010.

D. EDP tables 2D and 3E

The working balance in EDP table 2D relates to éotbocial security funds”, S.13149. The
net lending/net borrowing of "Employment pensiohesoes”, S.13141 is shown in the line on
adjustment for sector delimitation, including adihtl information on main revenue and
expenditure (property income, actual social contrdns, receivable, funded social benefits
and other transfers).

Concerning "property income”, during the Octobe@2&DP clarification rounds, the large

increase for 2008 (955 mill, about 27% increasey haen explained by the increase in
interest revenue of the employment pension funds,td the economic situation in 2008. The
funds changed their investment portfolio towardsnest bearing instruments (loans granted
and debt securities). In this context, interest diveends receivable remained at high level
in 2008. This has been observed both in EDP tdblar®i EDP table 3E.

Eurostat requested more information on the loaastgd by the employment pension funds,
the conditions of reimbursement of the loans a$ agethe level of interest. SF confirmed that
the loans are granted to all enterprises payintyitanions to the system, mostly SMEs (those
enterprises whose funded employer's contributionseed the minimum amount to be
granted, which is 10000 euro). The maturity of lkbens is between 1 and 10 years and the
interest rate calculated is close to the marker@st rate. SF also confirmed that the loans are
not used by the beneficiaries to pay social contidms due, but to do their ongoing business
under normal conditions. The lending of the fundgies low risk as the enterprises have to
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provide collaterals to obtain the loandoreover, the general features of the scheme ate su
that capital injection test has not been considerda® relevant.

E. EDP tables 3

The following issues relating to EDP tables 3 hiagen discussed:

a) Split of loans (F4) and shares and other equity (F5
b) Statistical discrepancies

a) Split of loans (F4) and shares and other edE®&Y

The Finnish statistical authorities report longsieloans (F.4) and shares and other equity
(F.5) partly on a net basis in EDP Tables 3A, duertavailability of detailed data for local
government and social security funds sub-sectors.

Eurostat noted that the reporting of the reductod increase of F.4 and F.5 for all sub-
sectors is important for deficit and debt assessiperposes and asked SF to provide in the
future the split according to the structure avadab their own data sources.

b)_Statistical discrepancies

A note on statistical discrepancies was providedSByprior to the mission. The issue of
statistical discrepancies for local government diasussed under table 2C above.

Findings and conclusions

(7) Eurostat invited the Finnish statistical auttes to provide the "other accounts
payable” and "other accounts receivable” in EDHealand in the Questionnaire
relating to EDP naotification (in all relevant tablencluding on taxes, EU transfers and
military expenditure, if applicable). Deadline: A@010 EDP notification

(8) Statistics Finland will complete Table 3 of Qeestionnaire relating to EDP and
provide also the split of "other local governmendies" separately for Aland and
Finnish Association of Municipalities. Deadline: #2010 EDP notification.

(9) Statistics Finland will analyse the reasons ey statistical discrepancies for the
local government sub-sector in EDP table 2C areagwpositive and report to
Eurostat on the issue. Deadline: April 2010 EDRfication.

(10) Statistics Finland will provide Eurostat wiitformation on loans provided by
social security funds to enterprises (type of ¢eli@, rate of interest, likelihood of the
repayment of such loans). Deadline: April 2010 Hidfication.

(11) Statistics Finland will provide the requessgtit of loans (F.4) for social security

funds and shares and other equity (F.5) for thallgovernment sub-sector in EDP
tables 3. Deadline: April 2010 EDP notification.
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4. Methodological issues and recording of specific government transactions

4.1 Delimitation of the general government sector: classification of institutional units
accor ding to ESA95- application of the 50% test in national accounts

4.1.1 Classification of institutional units — gesleipproach

Introduction

Prior to the mission SF has provided Eurostat waithote on the sector classification of
institutional units and with a list of changes ec®r classification since the last Eurostat
dialogue visit. Also a note on the classificatidrgoasi-corporations has been provided.

Discussion and methodological analysis

SF explained that the general approach in the setassification and application of 50%
criteria varies between sub-sectors.

For central governmerihe basic approach is to include all the goverrnnagencies and/or
offices and extra-budgetary funds. Some units dattiis basic set are examined in order to
decide if they should also be included in the @rgovernment sub-sector. The units having
a so-called "commercial" legal status and contdolley central government bodies are
analysed on a regular basis. Solidium Ltd., haarfgommercial”’ legal status is classified in
S.1311.

For local governmenthe classification of units is done on the basistioé 50% test" (sales
over costs) and a qualitative criterion. For thid-sector, a complete unit-by-unit analysis
seems generally not feasible. Therefore the arsalgsdone for groups of units; the quasi-
corporations are analysed on the basis of the br&oc activity) function in which they
operate. The sector classification is assessedadipnu

For social security fundssector delimitation is straightforward as all tredevant units
dealing with compulsory social security can be itjei@entified.

As a general rule, "the 50% test" is undertakedutting a quality analysis, always when a
new unit is established.

Eurostat took note that, in the first half of 201ite convention that all limited or joint stock
companies owned by local government units are ifledutside S.1313 (as they operate in
industries where market conditions prevail, andhey would be anyway classified outside
S.1313 even if they would operate as quasi-corfpors)t will be analysed by the Working

Group on the Application of Sector Classification.

Concerning the recent changes in sector classditatStatistics Finland explained the
reclassification of Solidium from S.11 to S1311dafTV from S.11 to S.1313.

Solidium: At the end of 2008, the State transferred its riategic share portfolio to the
holding company Solidium Ltd. This concerned statmed equities in eight listed
companies, i.e. Kemira, Metso, Outokumpu, Rautkijukampo, Sponda, Stora Enso and
TeliaSonera. Solidium manage the holdings and tgefthe State’s equity investments and
may also invest in other securities and incur delbtsational accounts Solidium has been
reclassified in S.1311, following the guidance c&BID on holding companies.
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Joint municipality YTV: YTV and other public transportation units’ werelassified from
S.11 to S.1313. These units organise public tratespan services, for which they receive
subsidies from municipalities. In the past the siniere erroneously classified in S.11. The
correction caused an increase in subsidies on ptedao the transport service providers. The
change was made in January 2009 and concernsfy@argd 997.

The State Pension Fund: The classification of the pension scheme for cémfogernment
employees changed. Until January 2010 the fundalassified in S.1311; in the new time-
series to be published at the end of January 20 reclassified in S.1314. The change
significantly affects the B.9 of both sub-sectdygt there is no deficit impact at the level of
the general government sector. There is also afisamt shift in the financial assets (notably
the investments of the fund) from one sub-sectahéoother. The change also results in an
increase of central government debt, as centratrmgovent bonds and loans held by the fund
are no longer eliminated from the debt, as wascds® when the fund was classified inside
central government. However, it has no impact onegd government gross debt after
consolidation.

4.1.2 Public hospitals

SF confirmed that all public hospitals are classifin the general government sector (48 in
local government and 2 in central government), pktgo which are public corporations.

4.1.3 Public universities:

Eurostat was informed that the Finnish universitgtesm was reformed in the beginning of
2010. In the new system, all universities operaitside the state budget and they enjoy
stronger financial and operational autonomy thaoree Despite this increased autonomy, SF
has concluded that the universities are contraféedti mainly financed) by the government
also after the reform.

Eurostat agreed that they would remain classifreé€61311 in national accounts and EDP
statistics.

4.1.4 Public TV and Radio:

The classification of YLE has been discussed undar 2 of the agenda.

4.1.5 Public utility companies (railway, motorwaydaransportation companies):

Introduction

The following items have been discussed:
a) Railways

b) Motorway

¢) Public transportation

Discussions and methodological analysis

a) Railways:

SF explained thaRatahallintokeskus (RHK) is a government agency managing the railway
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infrastructure and recorded in S.1311, its accobeiisg part of the state budget.

Concerning th&/R-group, SF explained that it is classified outside theegoment sector, in
S.11. The group consists of rail services operat{®R Ltd), a unit for track construction and
maintenance (VR-Track Ltd) and other units.

Eurostat enquired iR Ltd and VR-Track Ltd are still market producers and therefore
classified outside government sector. @firmed thatvR Ltd (responsible for passenger
and cargo transport) is financed predominantlytbgales. Government provides subsidies in
exceptional cases, e.g. the keeping up of someidefaking railway sections for regional
policy reasons. Passenger railway transport isopen to competition, but cargo transport
competition is opened since the beginning of 200R-Track Ltd (responsible for track
construction and maintenance) - sells its servipedominantly to RHK. However, it
competes on the open market with private unitsigimog track construction and maintenance
services. Therefore SF concluded that these salesigses reflect real market prices, and that
classification of VR Track Ltd in S.11 is appropea

b) Motorway: Finnish Road Administrati@ndDestia (former Finnish Road Enterprise)
Eurostat enquired abouEinnish Road Administration andDestia.

SF explained that theinnish Road Administration is a government agency responsible for
the maintenance and construction of Finland’s heywetwork and classified inside S.1311.
The road assets are recorded in the balance shikRetid Administration.

Destia (former Finnish Road Enterprise) is a governmeratsgtcorporation classified outside

government sector, in S.11. Its main businessagtanning, construction and maintenance
of roads. The Finnish Road Administration is thesminportant customer of Destia but

Destia sells its services freely in the market2@®6 Road Administration accounted for 68%
of Destia’s turnover). On the other hand, Destidhis most important service provider to

Road Administration.

c) Public transportation: SF confirmed that all jprkiransportation units are always

considered as market producers and classified ith Sheir sales to other clients than
government are large and prices economically saamt. Public transportation (organised as
guasi-corporations) in three Finnish cities is glibed by the local government units, but the
prices (sales) cover more than 50% of the costs.

4.1.6 Employment pension schemes

SF explained that the data sources used in thdgraste Employment pension schemes have
led to discrepancies between non-financial andhtired accounts. During the compilation of
national accounts for January 2010 the State perigials has been reclassified to S1314 and
some changes in the data occurred, which will tasusome revisions for the April 2010
EDP naotification, mostly for financial transactiofsee item 4.1.1 above).
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4.1.7 Quasi-corporations

Introduction

Prior to Eurostat mission, SF had provided a nateqoasi-corporations. For the central
government sub-sector only three quasi-corporat{@snate Properties, National Board of
Forestry and Finnish State Pilotage Enterprisegtettie other quasi-corporations having been
gradually transformed into limited liability compas.

For local government, in 2008 there were 160 quaagdorations owned by municipalities and
40 quasi-corporations owned by joint municipalities

Discussions and methodological analysis

SF explained that, at the beginning of 2010, Sinigfnterprise and Finavia (maintenance of
airports and the air navigation system) becametduliability companies. All the quasi-
corporations are classified in S.11, because thki the criterion of sales exceeding 50% of
the costs.

For local government, the most common branchesredvBy quasi-corporations are water
and energy supply and rental services. About 3Giegpaporations are classified in S.11.
Some quasi-corporations (e.g. education servigesglassified inside S1313 since their sales
are not considered as being market sales. SF argldhat the quasi-corporations have been
in recent years profitable and that they distributiwidends. The rules related to
superdividends are applied.

Eurostat enquired about the transactions betweemuhsi-corporations and the state, in the
form of annual distributions of profits to the cexitgovernment, especially for Senate
Properties.

SF explained that the income received from Senedpdpties (which is a real estate quasi-
corporation 100% owned by government) is recordethtional accounts as interest from the
loans provided, rather than dividend due to goveminas shareholder. The loans originate
from the establishment phase of the quasi-corpmrativhen state-owned property has been
transferred to the quasi-corporations. There isnpact from these operations on the working
balance, except for the repayment of loans andhteeest. The assets were recorded by SF as
a interest bearing loan. Eurostat’s opinion was they should have been rather recorded as
equity, bearing dividend. It was agreed that als® tecording for Destia and Schipping
enterprise, which seems being the same, is to éekel.

Eurostat enquired on the Municipality Finance (Kawahoitus) which is a public limited
company public.

SF explained that this is th& Biggest credit institution in Finland in the MF4tlof the ECB
and the owners are 272 municipalities and socialrgg institutions. It gives loans to
municipalities and companies, especially corporetiproviding dwelling services. It issues
"municipal bonds" which are guaranteed by munidiigsl.

Eurostat expressed doubts that the entity actbeifrée market, mostly because the loans are
guaranteed by the government and argued that tiitg dones not place itself at risk on the
market and it is set-up by government to providwises to government. SF explained that
the entity is set-up by the municipalities as atlir institution”, however agreed that it does
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not accept deposits but securities, which is aat#gtin terms of ESA95 in the case of credit
institutions.
Eurostat concluded that further analysis of theass needed in order to take a decision.

Findings and conclusions
(12) Statistics Finland will re-analyse the issderansfer of property from central
government to Senate Property as well as to DastiaShipping Enterprise and report
to Eurostat. Deadline: April 2010 EDP notification.
(13) Statistics Finland will provide Eurostat with note on the classification of
Municipality Finance (Kuntarahoitus) including asdeption of its operations as well
as its legal statute. Deadline: April 2010 EDP fiastion.

4.2 Recording of specific government transactions

4.2.1 Specific government transactions in the cdrdéthe financial crisis

Introduction

SF had sent a note prior to the mission, explaitineggovernment support in the context of
the financial turmoil.

Discussion and methodological analysis

Eurostat enquired on the financial support providgdjovernment to the financial sector for
the years 2008 and 2009. The Finnish governmengraged a one-off guarantee for 115
mill. euro in 2008 related to the commercial andddr risks on the assets of Kaupthing Itd.
Eurostat agreed on the recording as a contingauititiy.

SF confirmed that no fees are received by the gorent on the guarantees granted.

SF also explained a guarantee scheme which haspoéam place, for a maximum amount of
EUR 50 billions available until 31.12.2009 to saitbanks for debt instruments up to 5 years
maturity. The banks did not make use of the guamstheme.

SF confirmed that the government did not make apjital injections with the purpose to
support the financial sector in the context offtihancial turmoil.

4.2.2 Capital injections in public corporations¢idends/superdividends

I ntroduction:

SF informed Eurostat that for local government dhly acquisitions of significant amounts of
equities are monitored, and that it was not possiblmonitor all acquisitions case by case.
However from the cases analysed, no situationsaéssifications of transactions into capital
transfers have been identified. On the other hahd, profits and losses of all public

corporations are monitored and until 2008 only & fess-making corporations have been
identified.
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Discussions and methodological analysis

Eurostat enquired on the super dividend test comogielsingin Energia. SF confirmed that
Helsingin Energia, had an operational profit higtiiem the distribution to the municipality of
Helsinki for the year 2008.

Concerning the information in table 10.1 of the Qigmnaire relating to EDP, Eurostat took
note that the information available does not altbe split for 1.1.2 and for 11.2.2 there is not
detailed breakdown available prior to 2008.

4.2.3 Debt assumptions, debt cancellations andwletsts-off

Discussions and methodological analysis

Eurostat enquired on the completeness of the irdbom provided in table 8.1 of the
Questionnaire relating to EDP.

SF explained that for central government the inftran is complete.

For local government, detailed data on debt assompdebt cancellation and debt write-offs
is not available, so they are not systematicallpfeed also because these operations are not
significant. The large transactions are usuallyceot from the financial accounts.

4.2.4 State gquarantees

Introduction

In addition to the financial turmoil state guaramtall transactions on guarantees relate to
student loans and Finnvera. For student loang c#tis on guarantees are recorded in the
government accounts as acquisition of loan assetdhe expenditure is recorded at the time
of debt cancellation. Finnvera, a public corpomatmassified in the financial corporation
sector, manages the accounts of the extra budgstaty Guarantee Fund (Paris club claims)
and grants guarantees on behalf of governmentStdte Guarantee Fund compensates credit
and guarantee losses of Finnvera.

Discussions and methodological advice

SF explained that the stock data on guarantees diyemunicipalities is available from the
year 2008 onwards and the quality needs to be mepro the future.

Concerning table 9.1 of the Questionnaire relatmBDP, SF explained that the data includes
the guarantees provided by Finnvera. In the futhee guarantees provided by the local
government will also be included.

At the request of Eurostat, SF confirmed that tfaeeno cases of debt assumed or cancelled
for student loans. This is explained by SF in fihgtnote of table 9.2 of the Questionnaire
relating to EDP.

Findings and conclusions
(14) As regards guarantees, Statistics Finland etiick whether the local government

guarantees could be included in table 9 of the Gresire relating to EDP notification
and provide a separate table for FINNVERA on a offi&asis.
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4.2.5 EU Flows

Introduction
Eurostat asked about the recording in national @aasoof EU funds.

Discussion and methodological analysis

The application of Eurostat decision on EU grastbdased on two methodologies, depending
on the final beneficiary.

SF confirmed that for Structural funds (Social Flardl Regional Development Fund) the

final beneficiary is always the government agentyci decides on how the money is spent.
SF corrects the revenue from the EU to match theahexpenditure and records the

difference in AF.79. This recording practice ensutleat EUgrants do not affect the deficit.

The recording is as close to accrual as it is ptessas the time of the recording of the budget
expenditure is close to accrual.

Concerning the agricultural policy funds (EAGGF arlFG), the final beneficiary is the
ultimate recipient of the transfer. All the reverare expenditure appearing in the state book-
keeping is removed from the government accountd,aar shown as paid by the EU and
received by domestic sectors other than governnisfierence between the annual amounts
of removed expenditure and revenue is recordedHT R

Findings and conclusions

Eurostat took note that SF is not able to distiglgupre-payments from interim payments,
although the recording of EU flows seems to benia With Eurostat decision.

4.2.6 Public Private Partnership projects

Introduction

Two motorway projects (the E-18 motorway and thendemtie motorway), have been
recorded as government investments in nationalusdsoFor local government there is one
significant ongoing PPP project called “Espoon Kanestari” which is classified outside the
government balance sheet.

Discussions and methodological analysis

Eurostat enquired about the Espoon Kaivomestajegras well as about new planned PPP
contracts both for central and local governmentnt&itioned that for the central government
some project might start in the future, however ltaral government there might be small

project but there is little information availab®f confirmed that comprehensive information
is available for Espoo, however they are not yehepossession of the PPP contract.

As for local government all statistical data cdiiec will be revised in a future, including also

administrative data, SF expects to obtain moreriéion on existing and future PPP
contracts.
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Findings and conclusions
(17) Statistics Finland will continue investigatirapn existing and planned PPP
contracts, especially for local government and reffeem in the relevant table of the
Questionnaire relating to EDP notification tables.

4.2.7 Financial derivatives

Introduction

SF provided, prior to the mission, a note on cadhaterals relating to derivatives, which
explains the revision of government debt for theéoDer 2009 EDP notification. The revision
concerned the reclassification of collateral mamgposits from swap contracts which have
been previously recorded as other accounts payadikad of loans, as requested by ESA95 §
5.81c. Quarterly government financial accounts detit were revised accordingly. The
revision concerns the years 2002 to 2008. Befof2 20e amounts were negligible.

Discussion and methodological analysis

SF confirmed that derivatives are widely used imlidnd in both the central government and
social security funds sub-sectors. SF also confinas already noted in the context of the
April 2009 EDP naotification, that there were no meences of off-market swaps, swaptions,
options on interest or forex swaps.

The swap cancellations for central government demtifiable in the data source and are
treated according to the Guidance note on finam®alatives and spread over the remaining
life of the instrument.

Eurostat asked for confirmation that in both EDBléa and in the financial accounts the net
interest flows from swaps are recorded under thm itnet incurrence of other liabilities in
financial derivatives (F.34)” for both central gonment and social security funds.

SF also confirmed that the working balance of @ngovernment is impacted by streams
from financial derivatives interest, however thegres not sure if this is the case also for
social security funds.

Eurostat requested to be informed on any cashterdla which might have been provided by
the central government for financial derivativemsactions.

Findings and conclusions
(15) Statistics Finland will check if the B.9 of &l security funds is properly
adjusted for the streams of interest payments Bwap operations and provide a short

note on this issue to Eurostat.

(16) Statistics Finland will check whether cenggavernment provided any collateral
(e.g. bonds) in the context of operations involviimgncial derivatives.
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4.2.8 Other: Carbon allowances

SF confirmed that there are no sales of carborigighd no other transactions with the carbon
allowances (no sales or purchases).

4.3 Implementation of the accrual principle

4.3.1 Taxes and social contributions

Introduction

Following the previous EDP dialogue visit, SF pd®d information on the accrual recording
of social contributions, especially concerning éineounts unlikely to be collected.

Discussions and methodological analysis

SF confirmed that the time adjusted cash methagsésl for taxes. Social contributions are
based on data from accrual financial statements. ififpact of the amounts unlikely to be
collected is recorded only at the moment whereetigean actual insolvency case.

Eurostat took note of the explanation given, howaspressed the opinion that in this case
there will be a postponement of the recording efdhncellation (e.g for amounts relating to
2006 and 2007 and not received, this would meanttfgaamounts of tax revenue would be
higher in 2006 and 2007 and the impact for the answgancelled would be recorded in
2008). SF agreed on this, however it also arguatthie delay was not long.

4.3.2 Interest
Introduction

Prior to the mission, SF had provided a note onctileulation of accrued interest for each
sub-sector of general government.

Discussions and methodological analysis

SF explained that for central governmeant accrual-based source data is used (the central
government book-keeping data from the State Trgasurhe data on premiums and
discounts, on both cash amounts and accrualsyaralale in the source data and streams of
interest payments resulting from swap-contracts &RAs are included in the interest
expenditure in the source data. For local goverrirthencalculation is done on the basis of an
accrual-based source data, however no informasicewvailable on premiums and discounts
and on possible interest swap or FRA payments.Seaial security funds the main accrual
data sources are from the Financial Supervisonhévitly and the book-keeping data of the
Social Insurance Institution. The issue of premiwand discounts is in practice not relevant,
however the source data do not provide informationpossible interest swap or FRA
payments.

The consolidation of interest is done on the badidinancial accounts data on intra-
government debt stocks (AF331, AF332, AF4), ushegdssumption that the interest rate on
intra-government debt is the same as it is fortohe debt for each sub-sector.
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Eurostat took note of the explanations and enquifiethking into account the new data
sources concerning local government national adspuhere are any plans to obtain new
information for the calculation of accrued interfestlocal government. SF confirmed that the
data for local government will not be changed.

5. Other issues

Eurostat mentioned that there are no major probleang-inland relating to the ESA95
transmission programme. However, there are stitiesinconsistencies between ESA Table
27 and EDP tables relating to the October 2009ioation.

SF confirmed that ESA Table 27 is still not cohéretith EDP tables, but improvements
should be expected in the near future.
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