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Executive summary

An EDP dialogue visit to France took place on 2%&ber 2010 with the aim to assess the
existing statistical capacity, to review the diuisi of responsibilities concerning the
compilation of EDP statistics and government actquto clarify issues relating to EDP
tables raised in the context of the previous ru#tfons, to assess the classification of some
units and to ensure that the provisions from théd BE895 Manual on Debt and Deficit
(MGDD) and recent Eurostat decisions are implententnd that specific government
transactions are properly recorded in the FrencR Ebles and national accounts.

Eurostat discussed with the French statisticalaittbs the division of responsibilities for the
compilation of EDP statistics and government act®amd the improvements since the last
EDP dialogue visit which took place in June 2008SEE is responsible for the data for
previous years (national accounts of the generakemonent sector) and the "Direction
Générale du Trésor et de la Prévision EconomiqD&STPE) in the Ministry of Finance
(MoF) is responsible for the forecast of the currerar, including for the government debt.

The status of implementation of the action poirgsead during the EDP dialogue visit of
June 2008 was also discussed. In this context, sEatraecommended INSEE to further
improve the reporting of the year N-1 data in ti@PRables of April notifications relating to
local government. Eurostat took note that for thea security sub-sector, the complete data
is not available and encouraged INSEE to estimlage missing information rather than
waiting for half-finalised accounts. Information ehares for the local government should be
provided by "Direction Générale des Finances Pubbf (DGFiP) to INSEE in order to
allow systematic analysis of financial transactioBsrostat inquired about the compliance
with provisions of MGDD relating to EU flows to thhegion of Corsica, as well as whether
the sale of Polish debt to the financial marketsbeen recorded in national accounts.

Concerning the EDP notification tables, Eurostaug®ed mainly on the reconciliation of the
financial transactions between EDP tables 2 amh 3he reclassification of some transactions
from shares (F.5) to loans (F.4) and others fromresh or loans to transactions in other
accounts receivable/payable (F.7). The reportingntérest accrued and other accounts
receivable and payable were also discussed. Thistatgnt transactions for local government
and social security subsectors in Tables 2C andw#de discussed as well. Eurostat
encouraged INSEE to use estimation in the cas@afailability of sufficiently detailed data
for the previous year when reporting EDP tabled\pmil. Eurostat also requested to have
more breakdowns for loans (F4), especially in Tal#3® and 3E. INSEE committed to
improve the situation.

The issue of recognition of RFF's (Reseau Ferrérdace) debt as government debt was
discussed again. Eurostat's opinion was that &t lpart of the debt of RFF should be

considered as government debt, based mainly oadteomic and financial situation of RFF

(negative own funds, yearly capital transfers chosthe level of the interest paid on its debt),
on harmonisation with the recording in most MemB¢ates as well as on the Court of
Auditors report. INSEE expects on the contrary thateconomic and financial situation of

RFF will improve in the near future and sees diffies in calculating the exact amount of the
debt which should be taken over by the government.

For guarantees, Eurostat requested that tables theofQuestionnaire related to EDP
notification are completed for the April 2011 EDBitification. As far as the recording of
military equipment expenditure is concerned, it \agseed that INSEE will provide data on
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payables and on stocks for both receivables andpey.

Concerning the sub-sector classification of CADEZSi¢se d'amortissement de la dette
sociale) and FRR (Fonds de réserve pour les mtjaibased on the explanations given by
INSEE and on the note provided prior to the EDRodwae visit, Eurostat agreed that both
entities are to be reclassified from the centralegoment sub-sector into the social security
sub-sector for the April 2011 EDP notification.

On Public Private Partnerships (PPP), EurostattaBKSEE to inquire on PPP projects at the
level of local governments and requested more mé&bion on the risk analysis, including
penalties, of some projects and expressed its corme the instrument "Cessions Dally"
introduced for some projects in order to facilitéteancing by banks, which might be in
contradiction with the provisions of the relevanhapter of the MGDD. Eurostat
recommended to the French authorities to analyséstue of government guarantees granted
in the context of the financial crisis.

The main issues discussed for taxes and sociakilsotions related to the recording of
penalties and interest on late payments and thdabiliy of information for social
contributions for the year n-1. It was agreed NSEE will investigate the possibility to
obtain the information and report in the Questioreneelated to EDP notifications.

Concerning derivatives, specific contracts in tlomtext of toxic assets and non-standard
swaps at the level of local government were disstisBNSEE explained their difficulties to
obtain such information from a considerable nundiéocal government entities.

On the sales of government real estate and rekdsdts, the discussion focussed on the
consequence of possible "clauses d"intéressemerdpecially concerning "prestige”
buildings. Eurostat mentioned that such clausesnatentradiction with the principle of sale
in national accounts. Eurostat took note that adeen sale of a telecommunication satellite
by the Ministry of Defence to private partners ahd subsequent renting of the needed
frequency is not considered as a true sale by INSEE

Finally, the impact of the "précompte mobilier" tthre French accounts was discussed.

The meeting was appreciated as constructive andsEtrwelcomed the explanations given
by the French statistical authorities. Eurostab @ppreciated the cooperation demonstrated
and the documentation provided by the French attig®prior to the dialogue visit.

It should be mentioned that most of the action {soagreed during the EDP dialogue visit
have been implemented by the French statistichloaities according to the official
deadlines. The French authorities have committechfielves to implement the remaining
action points for the April 2012 notification, &t latest.



Introduction

According to Article 11 (1) of Council RegulatioBC) No 479/2009, as amended, as regards
the quality of statistical data in the context lué £xcessive deficit procedure, Eurostat carried
out an EDP dialogue visit in France on 29 Noven#fdi0.

The delegation of Eurostat was headed by Mr. Lusaoh, Head of the Eurostat Unit C3
(Excessive Deficit Procedure 1). The Directoraten&@al for Economic and Financial Affairs
(DG ECFIN) and the European Central Bank (ECB) glsaticipated in the meeting as
observers. The French authorities were represebjedNSEE, "Direction générale des
finances publiques" (DGFiP), "Direction généraletdisor et de la politique économique”
(DGTPE) and Banque de France (BF).

The previous Eurostat EDP dialogue visit to Fraiwoi place on 13 June 2008.

The aim of this EDP dialogue visit was to assessttisting statistical capacity, to review the
division of responsibilities concerning the compda of EDP statistics and government
accounts, to clarify issues relating to EDP tabiased in the context of the previous
notifications, to assess the classification of samiés and to ensure that the provisions from
the ESA 1995 Manual on Debt and Deficit (MGDD) aratent Eurostat decisions are
implemented, and that specific government transastare correctly recorded in the French
EDP tables and national accounts.

The visit focused on: 1) a follow-up of the EDPIldgue visit of June 2008, 2) an analysis of
the October 2010 EDP notification tables and of Qestionnaire related to the EDP tables,
3) a review of the delimitation of the general goweent sector and sub-sectors, and 4) a
clarification of the recording of specific governmbetransactions, in particular local
government toxic assets, sale of government rewdteesand public private partnership
projects.

Eurostat appreciated the explanations provided Hey Erench statistical authorities and
considered that the meeting was constructive.

Eurostat thanked the French statistical authorfoeshe documentation sent before the visit
and for the cooperation demonstrated during thié vis

1. Statistical capacity issues

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

* Responsibility to provide planned data (forecastttirostat
Introduction

The planned data (forecast) were sent to Eurostat ©ctober 2010. This is an improvement
as compared to past transmissions of EDP tableg wigeplanned data were sent to Eurostat
only after some delay.

Discussion and methodological analysis

This issue has been also discussed at the prekibBsdialogue visit (in 2008) and an action
point had been agreed (see Action point 1 of the Ealogue visit of June 2008).

Eurostat questioned why there has been no impravesngce the last EDP dialogue visit for
the April and also for the October deficit and deobtifications, with the exception of the one
of 1 of October 2010.
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The French authorities explained that this is #sult of the fact that the share of work in
France has been maintained: INSEE is responsibléhé national accounts of the general
government sector and the (DGTPE) in the Ministr{Fimance (MoF) is responsible for the
forecast of the current year.

Eurostat inquired how the planning of the work da improved between participating
authorities and between different data providerthab the EDP tables can be sent according
to the European legislation (before the 1 April amefore the 1 October, including the
forecast data).

The French authorities explained that, for the Getcsubmission of data, it is more feasible
to send the complete set of tables, including tredast, and at the same time respect the
deadlines. It is more difficult for April submissis. This is mostly due to confidentiality; the
MoF receives the data compiled by INSEE only skdogfore the end of March and it is
difficult to prepare the forecast for each linelué EDP tables 1 and 2A before 1 April.

Eurostat recalled that France has been criticinethe EFC report for the late delivery of

complete set of EDP tables. Also, it explained oagain that its database includes both
actual and forecast data to serve the needs aigbes and in particular of DG ECFIN. The
separate reporting and the delay is an inconveaiamd entail a risk of error. All other

Member States can in fact produce a combined setpoirting tables even if the forecast and
data for previous years are compiled by differenbarities, respecting the legal deadlines.

The French statistical authorities agreed to mak#hér efforts to improve the situation and
provide one set of complete tables as soon aslpessi

Findings and conclusions

Action point 1 In order to avoid two different data submissiotie Ministry of Finance will
provide to INSEE the planned (forecast) data retpeesn EDP tables 1 and 2A as soon as
they are available. INSEE will include the planr(garecast) data in the EDP tables, for all
subsequent transmissiohs.

2. Follow-up of the previous EDP dialogue visit
Introduction

The previous EDP dialogue visit to France took @laa 13 June 2008. In addition to the
action point relating to the transmission of thenptete set of EDP tables covering both
actual figures and forecast data, discussed umelar 1.1, further action points had not been
implemented and had to be discussed again in tletimge

Discussion and methodological analysis

Action point 2 — June 200&urostat recommended INSEE to report an estimata#ing
balance and a full reconciliation to B.9 in EDPIlégb2C and 2D for the year N-1 in April
notifications, as INSEE seems to have the techriaphcity to do so. Eurostat noted the
specific sensitivity of this issue in France and¢amaged INSEE to approach DGFIP to
coordinate on the issue of whether and how sucimatgd working balance would be
released, at the time of notification.

Eurostat remarked that it should be possible infitsework of the provisional accounts to
estimate the working balances of the local goventraed social security sub-sectors, given
that a detailed database is available.

! Action points 1 and 2 implemented in April 2011.
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Eurostat inquired why there has been no progregganmiding the working balance of the
local government and social security funds subesedor the April submission of data, and if
any information, which could be considered to lveoaking balance, would be available.

The French statistical authorities recalled that,@ctober, the working balance is provided.
For the April notifications, the statistical dataed to compile non-financial and financial
accounts for the two sub-sectors do not contaiorinétion on a working balance; therefore
tables 2C and 2D are incomplete. The procedure isompile non-financial and financial

accounts for the sub-sectors and then fill in tbification tables.

Eurostat noted that data on accounts receivablepaydble are available, since they are
reported in tables 3.Therefore it should be feastbl estimate a working balance using a
bottom-up approach.

The French statistical authorities informed Eurbskeat, for the local government, some
progress can be made in the near future, as thecdatbe obtained in March, even if it is not
published. For the social security funds, an imprognt is more difficult because the figures
from the social security bodies are obtained wotigldelays.

Findings and conclusions

Action point 2 Eurostat took note that INSEE is not in a positio complete EDP table 2D
for year n-1 for April notifications due to lateldery of basic information from social
security funds, but will do it for the local gonenent sub-sector in EDP table 2C.

Discussion and methodological analysis

Action point 3 — June 2008INSEE promised to study the operations betweenlloca
government and public corporations further, esplgc@oncerning share acquisitions and
dividends paid, at the level of local government.

Eurostat asked about the results of the investigathade since October 2008, when the
French statistical authorities had informed thattdlansactions between local government and
public corporations, namely transactions in sharesdividends, were under examination.

INSEE confirmed that no specific analysis was daéough the needed information is
available.

Eurostat asked if a systematic analysis of thenfira transactions of local government is
done, at least for the acquisition of shares alaosertain threshold.

INSEE expressed their openness to do so in thesfubased on the information which will be
given by DGFIP.

Eurostat noted that, in the notification tableg, dlata on acquisitions of shares is not reported
with the requested detail (increase/reduction)dmly net amounts are provided.

The French statistical authorities explained tligficulties to obtain the information on the

increase and decrease of shares and that for rihacfal accounts they use "net" figures.
However, as the information on increase and deerefishares of local government in public
corporations can be obtained from DGFIP, prograssatso be made in this area.

Findings and conclusions

Action point 3 Concerning the reporting of "net" figures on sear(F.5) of local government,
INSEE will cooperate with DGFIP and will report April 2011 separate amounts of increase



and reduction of sharés

Action point 4 DGFIP will systematically provide to INSEE theéb government operations
on acquisitions of shares above 50 millions eurbe@nalysed by INSEE

Discussion and methodological analysis

Action point 4 — June 2008n the case of unavailability of sufficiently ddea data for the
previous year when reporting EDP tables in Aprilr@stat encouraged INSEE to estimate the
receivables and payables for the social securitgdisubsector.

Eurostat inquired why the other accounts receivallé other accounts payable for social
security funds are not provided in table 2D (theylaowever reported in table 3E).

The French statistical authorities explained that, the compilation of the non-financial
accounts, the half-finalised data from the socedusity bodies are used, and these are not
available for the April notification. The procedurethat the social security bodies compile
their accounts before April of each year, and ey are submitted to the Court of Auditors.
INSEE uses the accounts as soon as they are apdrgvibe Court.

Findings and conclusions

Action point 5 Eurostat regrets that the availability of infortan for social security funds is
not improving and encourages the French statistmaihorities to make steps forward in
order to solve the situation, possibly by makingnestions rather than waiting for the half-
finalised accounts of the social security botlies

Discussion and methodological analysis

Action point 7 — June 200&urostat noted the fact that INSEE exploits irdégd source data
which explained why no discrepancy arises. Eurcst@fgested that this should be better
reflected in the EDP inventory. INSEE agreed to enalome efforts in codification to
eventually obtain a minimum breakdown in payabésivables.

Eurostat was disappointed that there is no nevasel®f the EDP Inventory, which should
include a detail of the receivables and payablesgybgs of expenditure and revenue and
asked for progress on this issue.

INSEE explained that, due to the heavy workloadnduthe last year for the regular revision
of the national accounts (change of the base yelaangement de la base), it was not possible
to update the existing EDP Inventory or to paratgin the pilot exercise for the new EDP
Inventory.

Findings and conclusions

Action point 6 INSEE agreed to make an effort on codificationdfmtain a minimum
breakdown in payables/receivables and to reflerd issue better in the EDP inventory (see
Action point 7 of the EDP dialogue visit of Jun@®g) .

Discussion and methodological analysis

Action point 12 — June 2008INSEE will check that Eurostat's guidance fororging EU
flows are followed for recording special supportai®ed from EU to the regions of Alsace
and Corsica.

2 Action points 3, 4 and 6 are not yet implementS&EE committed itself to implement them by AplZ2.
3 Action point implemented in April 2011.
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During the Eurostat EDP dialogue visit of June 2008re was uncertainty on whether the
EU flows for Alsace and Corsica were recorded itiomal accounts according to MGDD

provisions. An answer concerning Alsace was ser®dtober 2008, in the context of the
request of clarification.

Eurostat inquired about the recording of EU flows €orsica (the regional government of
Corsica manages the EU agricultural funds - FEADHRYBEE still does not have precise
information on the financing circuit for Corsica.

Findings and conclusions

Action point 7 Before October 2011, INSEE will check that Euatistguidance for EU flows
is followed for recording special support receivikdm EU to the region of Corsica (see
Action point 12 of EDP dialogue visit of June 2008)

Discussion and methodological analysis

Action point 16 — June 20080n the issue of the sale of Polish debt to tharftial markets
in the early 1990's, INSEE promised to further stigate the issue and to report on how the
transactions have been recorded in the EDP tablssial accounts.

Eurostat asked about progress on the investigafitime securitisation agreement relating to a
claim held by COFACE (Companie francaise d'ass@aour le commerce extérieur), which

had not been recorded as an asset in national rstscand therefore it was not clear if it had

impacted government accounts. In October 2008 Ftkach statistical authorities informed

Eurostat that the issue was still under investigati

During the discussion the French statistical autilesrexplained that the recording is still not
clear.

Findings and conclusions

Action point 8 Before October 2011, INSEE will report to Eurdsta how the sale of Polish
debt to the financial markets in the early 90's bhagn recorded in national accounts and
EDP tables (see Action point 16 of EDP dialoguét giJune 2008

3. Analysis of EDP tables - the October 2010 EDP perting
Introduction

The aim was to examine the EDP tables and the @uesire relating to EDP tables. Special
attention was given to issues that arose from ttteli2r 2010 notification.

For EDP table 2A, the discussion focussed on fimhtiansactions included in the working
balance, on the accounts receivable and payableratite reconciliation with EDP table 3B,
as well as on the correction for the differencenveein interest accrued and paid.

For EDP table 2C, the discussion focussed on thes fda accounts receivable and payable
and on recording of accrued interest.

EDP table 2D was not completely filled in for theay 2009.

In EDP tables 3, there was no split of loans inmease and reduction and the recording of
some advances to the hospitals were to be rectaksif

Prior to the EDP dialogue visit, the French stetagdt authorities provided tables and
explanatory notes on the reconciliation of casiw$fland the EDP B.9 based balance for the

* Action points 7 and 8 are not yet implemented.
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State budget, on the recording of interest flowEDP tables and on the reconciliation of
transactions in F.7 in EDP tables 2A and 3B. THeyg arovided a note on the reconciliation
of financial transactions (loans and shares) in E&es 2A and 3B, as reported for the
period 2006-20009.

Discussion and methodological analysis
Table 2A (central government)

Eurostat recalled that in the context of the Oatd@# 0 clarifications (as in the past years)
some of the adjustment lines were not properhedill Eurostat also explained that there
should be a direct link between the EDP notificatiables and the Questionnaire related to
the EDP tables.

1) financial transactions included in the workbmance: loans, equity, other financial
transactions and reconciliation with table 3B

At the request of Eurostat, INSEE provided, proitiie EDP dialogue visit, a table on the

reconciliation of cash flows (F.2) with the EDP B@ the State and a note describing the
recording of financial transactions in table 2Aafls - F.4 and shares and other equity - F.5)
and the link with the corresponding adjustmentsbie 3B.

Eurostat asked about the loans for an amount ofn@ilCeuro relating to SPPE (Société de
prise de participation de I'Etat) for the year 20§f8wn in the table and in the note provided
prior to the EDP dialogue visit.

INSEE explained that the amount of the reimburséroéan advance to SPPE was recorded
as transactions in shares in EDP table 2A instéaciosactions in loans, as recorded in table
3B. Therefore, the accounting of this transacticas wnconsistent between the two tables.
Eurostat agreed with the correction for the Ap@iL2 EDP notification.

Eurostat agreed that the financial operations 6828nhd 2009 relating to ODAC (organismes
divers d'administration centrale) are correctlyorded in table 3B. They should not appear in
table 2A.

INSEE explained the recording of a transfer of ekdrom ERAP (Entreprise de recherches
et d'activités pétroliéres - classified as ODAC)He State, as well as dividends in the form of
securities (2.363 bn euro in 2009), which in talBlld are recorded as non-financial
transactions, while in table 3B they appear asstetions in shares and other equity. The
State reimbursed the debt of ERAP in exchangeHares of France Telecom.

Eurostat stressed that the transaction should ¢d@ded in a consistent way in both EDP
tables 2 and 3 and asked INSEE to correct the detgpr

Eurostat took note of the explanations providedhgyFrench statistical authorities about the
recording of the amount of 1160 mill euro for 208@assets transferred to the FSI (Fonds
stratégique d’investissement - classified as ODACIts creation. During the October 2010
assessment of the deficit and debt, Eurostat hscused this recording with the French
statistical authorities. This operation has beeonged under “other adjustments” in table 2A.

Findings and conclusions

Action point 9 INSEE will provide Eurostat with a note on theeogtions between SPPE and
the State budget for 2008 and 2009. The note mallde the link between the information in



table on reconciliation of cash flows provided lefthe mission and EDP tables 2A and.3B

Action point 10 Eurostat took note that, for the April 2011 EDPotification, the
"remboursement de l'avance SPPE" of 600 mill. ewrlb be reclassified in loans (F.4),
instead of shares and other equity (F.5), in EDBleé&®2A .

Action point 11 Eurostat took note that INSEE will correct thecoeding of transfers of
shares from ERAP (classified in ODAC) to the Shaen transaction in F.5 into transactions
in F.7, in EDP table 2A, with no impact on EDP B.9

2) other accounts receivable/payable and recotioitiavith table 3B

INSEE provided Eurostat, prior to the mission, wathote and a table on the reconciliation of
other accounts receivable/payable (F.7) in EDRetaBA and 3B.

Eurostat mentioned the difficulties to reconcilee thransactions in other accounts
receivable/payable between tables 2A and 3B. Sdrttedlifferences can be the result of the
time coverage ("période complementaire”) or univerage (State and ODAC). However,
others can not be so easily explained and neeeiuainalysis.

While recognising that a change in the recordinl mave no impact on the deficit, Eurostat
enquired on the nature of some transactions uniileantial transactions included in the
working balance", and wondered if those transastishould not be reclassified to other
accounts receivable/payable (F.7), for example ha tase of correction for military
expenditure.

INSEE agreed that the correction for military exghiéure (time lag between the cash payment
and deliveries), which has been recorded undenanéial transactions included in the
working balance », has the nature of a receivadilleer than "other financial transaction”.
Eurostat asked INSEE to correct the reporting lnhet2A.

Eurostat explained that the amounts reported idetab “Military equipment” of the
Questionnaire related to EDP notification, shoutditp line with the correction for military
equipment in table 2A and asked INSEE to imprower#porting. Eurostat also mentioned
that the amounts payable and the stocks of redels@amd payables are missing in table 7.

Findings and conclusions

Action point 13 Eurostat took note that the correction for mitgaequipment will be
recorded in EDP table 2A, in April 2011, in theds"other accounts receivable" and "other
accounts payable" rather than "other financial teactions". Table 7 of the Questionnaire
relating to the EDP notification will be improved khe reporting of the amounts payable as
well as the stocks for both receivable and payable

3) correction for interest accrued

At the request of Eurostat, INSEE sent a note atable on the recording of interest for the
year 2009, prior to the mission.

Eurostat asked the French statistical authorittegxplain the inconsistency between the
figures reported in tables 2A and 3B for year 2009.

INSEE explained that the inconsistency was dueh&ofact that "primes et décotes" were
recorded as F.7 and not in the financial instruselBtirostat agreed with a correction in the
forthcoming EDP notification.

® Action points 9, 10, 11 and 13 were implementedpnil 2011.
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Eurostat also requested the detail of interestnByruments: loans, securities, etc. as well as
on interest reported in other adjustment linesewothan “difference between interest accrued
and paid”, in EDP table 2A.

Findings and conclusions

Action point 15 INSEE will send to Eurostat, before March 201ie tables on interest by
instruments provided prior to the mission, correcémd completed by instrumehts

Table 2C (local government)

Eurostat took note that the working balance ofltdmal government is on an accrual basis,
however it stated that, possibly, some accrualections are necessary due to the ODAL
(Organismes divers d'administration locale) anddymis annexes, communes, regions et
départements”.

Eurostat asked for an explanation on why thereoicarrection for the difference between
interest paid and accrued and other accounts dadepayable for local government. INSEE
stressed that, in principle, there is no need thentlae correction because the working balance
is on an accrual basis.

Eurostat asked for a confirmation that financiahsactions are never included in the working
balance of the local government.

INSEE was not in a position to confirm this andmreed to investigate the issue.
Findings and conclusions

Action point 16 INSEE will improve the reporting in table 2C fasther accounts
receivable/payable and will check that the workimglance of Table 2C does not include
financial transactions

Table 2D (social security funds)

Eurostat wondered why data on the adjustments fioe2009 are still not available and
insisted that INSEE should estimate other accowutsivable and payable.

INSEE explained that for the October EDP notificatian estimation can be done, but for
April it would not be feasible.

Eurostat inquired if the interest for social seyurs calculated on an accrual basis. INSEE
was not sure and promised to investigate.

Findings and conclusions

Action point 17INSEE will check and inform Eurostat if inter@stable 2D is calculated on
an accrual basis and will provide, from now onwardscounts receivable/payable for year
n-1 in EDP tables of October yeafn

EDP Table 3 (A, B, D and E)
Introduction

In addition to the issues relating to the link bedw some adjustments, mainly financial
transactions and interest, already discussed, ei@ects related to tables 3 were analysed:
detail of loans (increase/reduction) in table 3&j ahort term loans in table 3E.

® Action points 15 and 17 are not yet implemented.
" Action point implemented in April 2011.
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Discussion and methodological analysis
Table 3B
Eurostat enquired on the work to collect data andgase and reduction of loans.

INSEE confirmed that the required information exiat DGFIP and that some progress can
be done by compiling, at first, the data for that&for the forthcoming EDP notification.

Eurostat required INSEE to produce a complete talbaly for the State (EDP table 3B1) as
a first step. In the future, an improvement woutd dxpected also for the other sub-sector
tables on the transition from the deficit/surploghe change in debt.

Table 3E

Eurostat asked for explanations about the increashort-term loans due to "avances sur
investissements par les hopitaux”. This had alem lobescussed in October 2010.

INSEE explained that these were amounts paid inaol (5% of the amount of the
contracts) by hospitals for some investment prejeathich were considered as short term
loans. For the April 2011 EDP notification they Mak reclassified as F.7.

Findings and conclusions

Action point 12 Before March 2011 INSEE will provide EurostatwEDP tables 3B1 and
3B2, using data reported in October 2610

Action point 14 Eurostat took note that, for the April 2011 EDBMBtification, "primes et
décotes a I'émission " for 2009 will be revisedEDP table 38 .

Action point 18: INSEE will do the necessary to split the figuogsloans into increase and
decrease, starting with the EDP notification of Ag011 for EDP table 3B and of April 2012
for table 3D; the same split should be also prodlifter EDP table 3E in the futufe

Action point 19 For the April 2011 EDP notification, INSEE wileclassify "avances sur
investissements par les hopitaux" from loans (F4ther accounts (F.7), in EDP table 3E

Other issues relating to local government sub-secto

Discussion and methodological analysis

Eurostat enquired to which extent INSEE makes tharkat/non-market test for public
corporations for local government. Eurostat alskedsabout capital injections to public
corporations undertaken by the local authorities.

INSEE explained that there are many public corpomatat the local government level and
that the 50% test is normally done at the levedaivity (on the basis of NACE data) rather
than for individual entities. When a new entitycigated, it is classified as market or non-
market, according to the classification of the #xgsunits in the same activity.

Eurostat requested information about the divideedsived by local government and wanted
to know if INSEE regularly applies the superdividdgst.

INSEE explained that an analysis of the dividend superdividend test is very difficult at the
level of local government due to the considerabimimer of units.

Findings and conclusions

8 Action points 12, 14, 18 and 19 were implementedyril 2011.
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Action point 20 INSEE will provide Eurostat, as soon as possikligh a note on sub-sector
delimitation of local government (including expléina on market/non-market distinction and
super-dividend test for local government entifies)

4. Methodological issues and recording of specifgovernment transactions
4.1 Debt assumptions, debt cancellations, debt wetoffs and foreign claims
* Recognition of part of the debt of RFF as pubbbtd
Introduction

The issue of recognition of part of the debt of RREéseau Ferré de France) as public debt
had already been discussed in the previous EDBgiial visit and it has been a subject for
discussion and exchanges of documentation betweeostat and INSEE since then. The
discussions were based on the report of the Fr@ueht of Auditors ("Cour des Comptes")
for 2008, about the reform of the railways in Franio that report, it was stated that, because
RFF seems not being able to reimburse all of theags infrastructure debt for the "dette
non-amortisable”, the government should necesdaiky over this part of the debt.

Eurostat stressed that INSEE should analyse theoeto/financial situation of RFF to
decide on whether it should be reclassified in gowernment sector, as a non-market
corporation, or whether to include at least paitfiebt into the government debt.

Discussion and methodological analysis

Eurostat explained that, to the extent that govertrvas making large annual transf@ts
RFF, which are almost equal to the interest pai®bB¥ on its debt, this should be regarded as
if, de facto, government is servicing the debt 6FR

INSEE recalled the fact that the report was an iopirof the Court, with no amount
established with full certainty. They wondered,case some amounts could be reclassified,
how to estimate the exact amounts to be recladsif®SEE also recalled that the capital
injections into RFF are recorded as capital trassie national accounts, thus impacting the
government EDP B.9.

Eurostat recalled that in similar cases, in other Member States (for example the case of
ISPA- Infrastrutture S.p.A in Italy), the whole ddiad been reclassified as government debt.

Eurostat analysed RFF's financial report for yegdi®and the "rapport sur le remboursement
progressif de la dette de RFF" of 23/09/2009. BHatasformed INSEE about the hearing of

the CEO of RFF, by the French Senate in Septem®iHd, 2vhen it was recognised that RFF

is not in a position to reimburse its debt befo@@ ('une partie de cette dette sera
perpetuelle™).

Eurostat also mentioned that the losses accumulayeBFF since 1998, as well as the
negative own funds (fonds propres négatifs) ingradit and balance sheet of the year 2009,
should be taken into consideration. Eurostat advifldSEE to envisage at least a
reclassification of part of the debt of RFF as gawgent debt, based on the evolution of the
economic/financial situation of RFF in the receetass and on the report of the Court of
Auditors.

° Action point not yet implemented.
9 The contribution is called "contribution au désefteiment" (debt reduction grant) and is attributethe debt
servicing.
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INSEE argued that the economic and financial staadf RFF had improved in 2009 and
that RFF had 40 bn euro "d'immobilisation (37%) &bdbn euro of "dette financiére". Also
INSEE stressed that the amounts which might bessifled as government debt can not be
determined in an unquestionable way.

Eurostat suggested to INSEE to estimate the amaefdted to the “subvention
d’'investissement” and “immobilisations”, which cha assimilated, at least partially, to debt
to be assumed by the government.

INSEE recognised that the issue of infrastructamamanies deserves more reflection and that
it needs more description and guidance about tterdeng of the transactions.

Eurostat recalled that, in the EU, public railwajrastructure companies are in almost all
Member States either classified inside the goventreector, or that all or part of their debt is
recorded as government debt.

Findings and conclusions

Action point 21 Eurostat express doubts on the capacity of RFés@au Ferré de France) to
reimburse its debt, on the basis of the accounth®fenterprise, recent declarations of the
PdG of RFF at the French Senate and comparisonadeet the case of RFF and cases
concerning similar entities in other Member Statesently reclassified in the general
government sector. Eurostat will send a letter NSEE taking into account a number of
factors for possible reclassification of part oétebt of RFF as government debt.

4.2 Government guarantees
Introduction

At the request of Eurostat, INSEE provided a setibfes on debt of companies benefitting
from government guarantees. These were analysednnection with the tables on claims
and guarantees of the Questionnaire related to &®tober 2010.

Discussion and methodological analysis

Eurostat inquired about the coverage of the talledebt of companies benefiting from
government guarantees, as it seemed that RFF waschaled.

INSE confirmed and explained that this is normalR&F does not benefit from government
guarantees. Also in table 9 of the Questionnail&ting to the EDP notification, only data
concerning the State are reported.

Eurostat requested that the information in tabnQuarantees be more detailed, including
data by beneficiaries and by nature.

Eurostat enquired if data from the local governnvemtild be available. INSEE explained that
this kind of information is not available.

Findings and conclusions

Action point 22 For the April 2011 EDP notification, INSEE willomplete the tables on
guarantees (tables 9.1-9.3) in the Questionnaitatireg to EDP notification".

4.3 Delimitation of general government sub-sectors
* Sub-sector classification of CADES and FRR

1 Action point implemented in April 2011.
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Introduction

During the EDP notification of October 2010, INSEfs asked to reconsider the recording
of the debt of ASSO (administration de sécuritéaey assumed by CADES. The operation
has been recorded in EDP tables 3B and 3E as @eharsub-sector classification, without
impact on the EDP table 3A, due to consolidatiamr: 2008 and 2009 the impact on the
change in sub-sectors' debt was about 0.8% of GD®Rever there was no impact on the
general government sector.

Discussion and methodological analysis

At the request of Eurostat, INSEE explained theionale of the initial sub-sector
classification of the CADES and the reasons forgidassification. INSEE stressed that in
April 2011, CADES will be reclassified from ODAC &SSO and argued that the revision of
the sub-sector data in October 2010 would be diffito explain to the data users. In
April/May 2011 there will be a revision of all natial accounts data ("changement de base")
and the recording will be corrected. At the sameetianother entity (Fonds de reserve des
retraites - FRR) will be reclassified.

Eurostat inquired if the social security bodies! vaé financed from taxes or from social
contributions.

INSEE explained that the financing for FRR has dealh from UMTS, privatisations, etc, to
social contributions.

Findings and conclusions

Action point 23 Based on the explanations provided so far by Emench statistical
authorities, Eurostat agrees with the reclassificatof CADES and FRR from the central
government sub-sector into the social-security sedtor for the April 2011 EDP notification.

4.4 Public Private Partnerships (PPP)
Introduction

Since the last Eurostat EDP dialogue visit, then€ne authorities reported, in the
Questionnaire related to EDP, several PPP progecteerning the building of prisons. All of
them are recorded on balance sheet of the govetnseetor. However, Eurostat wondered
whether the list is exhaustive and also asked alheuanalysis of the risks undertaken by the
French authorities, the treatment of guaranteedimglto PPP contracts in the context of the
financial crisis and the "Cession Dally".

Discussion and methodological analysis
a) Risk analysis/penalties

At the request of Eurostat, INSEE confirmed thatltkt provided in table 11 (on PPPs) of the
Questionnaire related to the EDP notification welsagistive, and that it contained all PPPs
for prisons which have been delivered.

Eurostat inquired if INSEE has information aboué tARPP projects at the level of local
government. Eurostat recalled that other MembeteStanalyse the projects from the
beginning, and record work in progress for PPPgatsj

INSEE explained that all data on PPP projects alleated by the Ministry of Finance and
that the assets in the PPP projects are recordgdibthe moment of delivery.

Eurostat explained that it had been observed,arcfse of some contracts related to prisons,
15



that the level of penalties was low, almost withetfect on the profitability of the partner.
This would be an indication that the private parta&es a low risk.

Findings and conclusions

Eurostat took note that the French authorities a record work in progress for the PPP
projects.

Eurostat invited INSEE to find out if other PPP tants contain the low penalties
provisions.

b) Investment expenditure/design
Introduction

Eurostat recalled that in a PPP contract, therd s significant initial capital expenditure,
including in the case of refurbishment of an ergfpublic asset. In some long term contracts,
in France and in other Member States, it seemsthigatnitial expenditure is rather small, so
that the contracts could be rather considered @maact for service provision and not as a
PPP.

Discussion and methodological analysis

Eurostat asked if INSEE was aware of such contrdotsexample in the case of street
lightning (éclairage public).

INSEE explained that Gross Fixed Capital Forma{®RCF) is recorded only at the moment
of delivery.

Findings and conclusions

Eurostat took note of the explanations providedNSyEE.
c) Cessions Dailly

Introduction

Eurostat recalled that this instrument had beerodiniced in the 90s to simplify the bank
financing of commercial claims held by firms, reptay for heavier and traditional

procedures. The application has been extendedaimslheld on government units. PPP
contracts often include such clauses for the pérthe future payments related to the
amortisation of the cost of the construction, takercharge by the private partner. This
normally results in a lower cost of financing, s banks will hold a claim on government
units, when refinancing takes place.

Discussion and methodological analysis

Eurostat expressed its concern about this issudhatdt could be in contradiction with the
provisions of the new MGDD chapter on guarantees.

INSEE explained that the "Cession Dailly" is coxkby the regular payments.

Findings and conclusions

Eurostat took note of the explanations providedNSyEE.

d) Guarantees in the context of the financial srisi

Introduction

Eurostat recalled that, in the context of the feiahcrisis, the Law 2009-179 of 17 February
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2009, allows a public financing of PPPs that maynoee that 50% of the final cost.

Eurostat drew the attention to the fact that thevigions of this law should be applied
temporarily in case of shortfalls of financing rases; otherwise its application would raise
strong reservations concerning the implementatfd@DD provisions.

Discussion and methodological analysis

Eurostat recalled that the rules strictly forbiduaarantee of more than 50% and wondered
how INSEE would apply the provisions of the Law 2674 of 30 December 2009 which
allows government guarantees for PPP contractsndiuéxclusively) that could cover up to
80% of the financing obtained from banks on markets

e) Planned PPP projects

Eurostat inquired about the existence of contract2010 and in the near future, and if a
specific financial body for the relief of the fineing of PPPs has been already set up.

INSEE was not aware if a decision has been takehegetting up of a financing body.
Findings and conclusions

Action point 24 INSEE will obtain, as soon as possible, inforraaton the availability of
data on PPPs for the local government sub-séétor

4.5 Accrual taxes and social contributions

* New questionnaire on the methods used for recordimges and social
contributions

Introduction

According to the INSEE's reply to the new questairen for recording taxes and social
contributions, the time adjusted cash method il bbyeFrance for VAT (D211), excise duties
(D.214), taxes on the income and profits of corpors (D51B), and assessments and
declarations are used for taxes on employment (D5bfher taxes, as well as for social
contributions (D611). For the assessments and médas method, a capital transfer is
recorded for the amounts unlikely to be collected.

The main issues discussed were the recording ddliies and interest on late payment of
taxes, as well as the availability of informatiam $ocial contributions.

Discussion and methodological analysis

Eurostat enquired about interest in case of payrmdelatys (intérets de retard) and penalties
and on whether they are recorded as D.41 or as INBEE explained that these are recorded
as D.75.

Eurostat enquired about the time lag for taxes,nMie method for recording in national
accounts is the time adjusted cash method, antethiNSEE to complete the list of national
taxes in the questionnaire and resend it to Eurosta

INSEE explained that this depends on the type>dgand agreed to provide the information
in the questionnaire, before the end of the year.

Eurostat inquired on the recording of social cdmitions and why that part of the
guestionnaire is not filled in.

21n October 2011 INSEE informed Eurostat that tsedf PPPs for the local government was available.
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The French statistical authorities explained thatdetail is not available for the provisional
accounts and suggested to retransmit a revisediomsire.

In relation to table 5 of the Questionnaire relatedhe EDP notification tables, Eurostat
inquired on the reason why the data for year n-Dd@11 is not provided and if INSEE can
make progress on this issue.

Findings and conclusions

Action point 25INSEE will complete the new questionnaire on $axed social contributions
and resend it to Eurostat before the end of 2810

Action point 26 INSEE will investigate the possibility to repotte information on
receivables for D.611 for the year n-1, in tableobthe Questionnaire relating to EDP
notification”.

4.6 Derivatives: Swap cancellations, Off-market saps, Options
. Local government (“toxic assets”)
Introduction

The French statistical authorities answered toadrte previous requests for clarification by
Eurostat related to off-market swaps, specifyingt tthe central government (AFT and
CADES) did not contract off-market swaps, intergstions or swaptions. Swap cancellations
have occurred only for CADES.

Discussion and methodological analysis

In the context of the so-called "toxic assetshas been reported that some local units entered
into specific contracts where swaps could be patiestructured loans.

Eurostat inquired if INSEE can obtain informatidnpossible "non-standard" swaps for local
government.

INSEE explained the difficulties to obtain completermation from the big number of local
authorities at regional, departmental, municipaditand communes level.

Eurostat also asked if INSEE has been informedamtractual revisions or amendments of
some "structured products”. INSEE told Eurostatt thahad no information on those
products. Eurostat considers that some progresiseoissue should be made.

Findings and conclusions

Eurostat took note of the lack of information om flssue available to French statistical
authorities.

4.7 Other:
a) Sales of government real estate and all rekzedts
Introduction

Eurostat explained that, from a methodological pectve, it would need more information
on the implications of the “clauses d’intéresserhatiserved in some cases, notably for
“prestige” buildings. Eurostat wondered if such usles (whose extension has been
recommended by the Court of Auditors) are not intiadiction with the “true sale” principle

13 Action point implemented in December 2010.
14 Action point not yet implemented. INSEE committeéélf to implement it by April 2012.
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in national accounts.
Discussion and methodological analysis

Eurostat asked about the current status of thergmouge of sales of real estate owned by
central government units and whether local govenirhas made such sales.

INSEE explained that they are not informed aboist igsue but that the information on those
clauses could be obtained from France Domaine.illtoeck if the clauses are applied
systematically to the sales of assets by the goventh bodies.

Findings and conclusions

Action point 27 INSEE will investigate and inform Eurostat on tlotause d'intéressement”

in the case of "cessions de biens immobiliers @ste par France-domaine”, in view of the
relevant future classification and possible recifsations of the operations already

undertakerr.

b) Sales of military telecommunications satellites
Introduction

From 2008 onwards, in the context of “financement®ovants”, the French economic press
has several times mentioned the project of thesiyof Defence to sell a military satellite
to a private partner, and then to rent the neeckiéncy.

Discussions and methodological analysis

Eurostat asked if this project (mentioned agai20d0) was still under consideration and if
INSEE has been consulted about the recording dféimsaction.

INSEE has indeed been consulted and its opinionthatsthis can not be considered a true
sale.

5. Any other issues — “précompte mobilier”
Discussions and methodological analysis

Eurostat inquired about the decision of the Higlu€of the Administrative Justice to require
the State to reimburse the “précompte mobilie®of(e 900 millions euro) and stressed that it
is important to know in which year the accountd d impacted: 2009, 2010 or 2011.

INSEE mentioned that the rule to be applied say®tord the amount in the year when the
final Court decision takes places, which in thisecahould be 2010.

Findings and conclusions

Action point 28 INSEE will investigate the impact of the "précaenpobilier" for 2010
provisions®.

15 Action points 27 and 28 not yet implemented.
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