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Executive Summary

A regular EDP dialogue visit to the Czech Reputdmk place on 24-26 August 2009 in order
to review the implementation of ESA95 methodology do assure that provisions of the
ESA95 Eurostat Manual on Government Deficit and tDaatd Eurostat decisions are duly
implemented in the Czech EDP and Government FinStetéstics (GFS) data. The recording
of specific government transactions in the Czedional accounts and EDP notification was
also discussed during the visit.

First, in the context of the institutional arrangarts and division of responsibilities for the
compilation and reporting of data under the EDP &8R95 Transmission Programme,

foreseen changes in information and accountingesygtintegrated Information System of

the Treasury”) were discussed. As was explainethbyCzech authorities, this new system
would improve quality and accessibility of basidadaources for main general government
units and would develop details of the input dagadufor GFS compilation. Introduction of

this system would potentially eliminate the majpf currently observed problems in GFS
of a technical as well as of a methodological rataund thus would significantly contribute to

improvements in quality and reliability of GFS ddtansmitted to Eurostat. The system
should be introduced in 2010. Eurostat welcomedeahactions undertaken by the Czech
authorities.

Next, EDP notification tables and EDP relating duwesaire (April 2009 reporting) were
analysed and the outstanding issues were examinddtail. Most of the outstanding issues
related to hidden inconsistencies between non-fiiaaand financial accounts and were of a
long-term nature, since they had already been sisgtliduring the EDP dialogue in 2007 and
were closely monitored by Eurostat in the conteixfotlowing EDP notifications. In the
meantime, the Czech authorities made an effortaiafg the recording of accrual adjustments
to acquisitions of non-financial assets, recordifiggxtrabudgetary accounts, transactions in
currency and deposits as well as in other accouwstsivable/payable. Nevertheless, as
concluded during the meeting, additional actions & be taken in order to verify
amendments of transactions in currency and dep@sils Money and Banking statistics,
justify adjustments in other accounts receivabldpée and harmonise accrual adjustments in
non-financial accounts with related recordings imaficial accounts. In addition, identified
noticeable inconsistencies between direct datamamdial transactions and those reported in
financial accounts, particularly for local governmeare to be clarified.

Concerning issues of sectoral classification, Batosxpressed worries that the so called 50
% test has not been implemented for public unitangaa “commercial” status. As a general

rule applied by the CSO, the latter are classifietside general government. The Czech
authorities were invited to perform the 50 % testdll those units, and particularly for units

established by the local government and for holspigsemi-budgetary organisations and

joint-stock companies currently classified as niofcial corporations).

As far as recording of specific government trarnisastis concerned, attention was given on
the issue of regular significant revisions of taXesvas claimed by the Czech authorities that
the revisions had an exceptional nature and thatntiost recent data would always be
provided to the CSO, and consequently, EDP datddAmeimore stable.

Regarding foreseen transactions relating to enmemtal guarantees granted in the past to
privatised companies, it was concluded that govemtnexpenditure linked to removal of



environmental damage should be recorded at the miowteen the related cleaning would be
certified at end of each project.

Particular attention was given to the identifiecawdbacks in the recording of specific
transactions undertaken at local level due to ufehity of appropriate data sources. The
Czech authorities would ensure in the near futheg¢ telated information is available and
transactions realised by local governments, sucldedt assumptions, debt cancellations,
capital injections, dividends, guarantees, ete,aways recorded in accordance with ESA95
rules.

In addition, other methodological issues have bemmewed: Public-Private Partnerships
(PPP), sale and leaseback operations, UMTS licencadon trading rights, financial
derivatives. For the latter, the Czech authoritiee invited to examine the reasons for
repetitive negative adjustments to swaps. RegardPigs, no projects have been approved so
far. The Czech authorities were invited to enqudugher on possible sale and leaseback
operations.

Finally, it was confirmed by the Czech authoritibat operations relating to ex-ante advices
provided by Eurostat in 2008 have not occurredgesia court decision on the case CSOB
versus CKA had not yet taken place and legal actsestitution as well on private health
insurance companies have not been approved yet.



Final findings

Introduction

In accordance with article 11(1) of Council Regwlat(EC) No 479/2009 as regards the
quality of statistical data in the context of thecEssive Deficit Procedure, Eurostat carried
out an EDP dialogue visit to the Czech Republi4+26 August 2009.

The delegation of Eurostat was headed by Mr. Luseoh, Head of Unit C-3 Public Finance
at Eurostat. The Directorate General for Economit inancial Affairs (DG ECFIN) and the
European Central Bank (ECB) also participated i@ theeting as observers. The Czech
authorities were represented by the Czech Statishéfice (CSO), the Ministry of Finance
(MoF), the Czech National Bank (CNB), as well as, the specific items of the agenda, by
the representatives of various government depatsmen

Eurostat carried out this EDP dialogue visit inesrtb review the implementation of ESA95
methodology and to assure that provisions of thA35SEurostat Manual on Government
Deficit and Debt and Eurostat decisions are dulyplé@mented inthe Czech EDP and
Government Finance Statistics (GFS) data. In detelmain aims of the dialogue visit were:
to analyse some outstanding technical issues of EEperting; to clarify the sectoral
classification of some units (public hospitals,wamsities, TV and radio companies and some
units established by local government); to revibw application of ESA95 rules, particularly
on taxes, EU flows, financial derivatives, envir@mtal guarantees and on some other
specific government transactions at local levelfasas the technical issues of EDP reporting
are concerned, the following outstanding probleetating to hidden inconsistencies between
non-financial and financial accounts were analyssrtrual adjustments and reporting of
other accounts receivable/payable; adjustments Mamey and Banking statistics; recording
of extra-budgetary accounts.

In relation to procedural arrangements, Eurostptagéxed the procedure, in accordance with
article 13 of Regulation No 479/2009, indicatingttthe Main conclusions and action points
would be sent within days to the Czech authoritisich may provide comments. Within

weeks, the Provisional findings would be sent ® @zech authorities in draft form for their
review. After adjustments, the Final findings wileé sent to the Economic and Financial
Committee (EFC) and published on the website ob&tat.

Eurostat very much appreciated the amount and tguali the very detailed information
provided by the Czech authorities prior to the missas well as the openness and
transparency demonstrated by the Czech authoditiesg the meeting.



1. REVIEW OF INSTITUTIONAL ISSUES

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

Introduction

Institutional responsibilities for compilation obgernment finance statistics (GFS) in the
Czech Republic remain unchanged: EDP tables argitean(current data) and reported by
the CSO, planned deficit and debt data are compietthe MoF. The CSO is also responsible
for compiling and reporting GFS according to theABS Transmission Programme and
according to the EU Regulations on quarterly gowemt non-financial and financial
accounts and government debt. The Czech Nationak BaNB) provides GFS statistics to
the ECB.

The Czech authorities informed Eurostat about treseen changes in the government
accounting/information system, which would potdhtiareate a room for improvements in
GFS.

Discussion

A new ’Integrated Information System of the TregSuand a new accounting system for
government units are currently being developedhim €zech Republic. This system will
cover state and local budgetary organisationse statra-budgetary funds, state and local
semi-budgetary organisations, the Land Fund ardater stage health insurance companies
In addition, selected data on 100% government-owpeldlic corporations will be also
collected for the purpose of compilation of condaled accounts for the public sector. The
system is planned to be introduced in 2010.

The representative of the MoF explained that thistesn would not be based on an
international accounting standard (IPSAS), but wofdllow national accrual accounting

standards. Depending on the precise data, infoomatbuld be available on a daily, monthly,

guarterly or annual basis. Cash flows will also reeorded and a cash flow statement
(reconciliation of cash and accrual balances) wdngldbne of the outputs of the system. The
system would ensure access to various analytitalatadefined by statisticians, which would
be possible to bridge into ESA95 items. Data weél dudited and would ensure complete,
detailed and accurate information which would l&rgeplace existing statistical surveys.

The MoF also stated that an access to individutd dasight be granted to the statistical
authorities.

! According to the information provided by the MoReafthe mission,the Integrated Information System
of the Treasury will include health insurance comipa, but due to differences in accounting systesret
won't be available detailed information in the stture suitable for government financial statist{tisese

are covered by existing statistical survey of CSOnly final accounts will be audited. Certain more
detailed structures of accounting data in accordaneith needs of government statistics (usage of
classifiers) won't be audited".



The CSO confirmed that the requirements for anadyinformation were defined taking into

account statistical needs. However, some furtharssical requests on the new information
and accounting system are still being discussednBa transitional period, while assessing
the first outputs of the new system, the existitafistical surveys will be performed in

parallel.

Findings and conclusions

» Eurostat congratulated the Czech authorities feir ttvork on the new government
information and accounting system, which wouldnodttely result in an increase of
the quality of statistical data and replacemenswiveys. In this respect, Eurostat
encouraged the Czech authorities to continue toparate closely and to investigate
whether all government operations and related #éinalyinformation are covered by
the new system, in order to enable the CSO to hdlvimne necessary data to apply
ESA95 national accounts rules for EDP purposdgtign point 1) Deadline:
continuously

» Eurostat encouraged the MoF to grant, to the CSDtlae CNB, access to the data of
individual units in the database of the new govesniraccounting system in order to
facilitate their needs for classification of unésd recording of transaction#ation
point 2) Deadline: after completion of the new informatgystem

1.2. EDP inventory
Introduction

The current version of EDP inventory has been gubli nationally, as foreseen by the
Regulation No 479/2009. The CSO provided priori® meeting an updated EDP inventory,
where comments from Eurostat as well as a few aments relating mainly to sector
delimitation and to the foreseen changes in thermétion and accounting system have been
incorporated.

Discussion

Due to lack of time, the EDP inventory was not dgsed, but it was agreed that Eurostat
would contact the CSO after the October 2009 ED#ficetion in order to clarify and
improve some descriptions. An amended version dP Ei¥entory would then be published
on the Eurostat website.

In addition, the CSO provided, prior to the meetiagbridge table between the individual

items from public accounts and ESA95 transactidhss bridge table refers to the cash based
budgetary classification which is used by state lagdl budgetary organisations and by state
extra-budgetary funds. In this respect, Eurost@itated that there would be a need to explain

% 1n the framework of the April 2010 EDP notificatiothe CSO expressed strong worries about the trecen
developments in the anticipated new ’Integratedormition System of the Treasury”. Allegedly, the
recommendations of Eurostat expressed during thetingehave not been followed since it seems that th
required details and analytical information on goweent operations would not be available for agion of
ESA95 rules for EDP purposes. This fact, and &&mng into account the recently observed probleniSFS
caused to large extent by the lack of appropriata dources, might constitute a risk of reportihgan-reliable
EDP data by the Czech authorities to Eurostat.



the nature of some revenue and expenditure itehshamir classification in national accounts
and reporting in EDP table 2.

Findings and conclusions

» Eurostat congratulated the Czech authorities faviding a bridge table between
public accounts and ESA95 items, and will ask affee October 2009 EDP
notification clarifications on the classificatiorf some selected items in this table.
(Action point 3) Deadline: after the October 2009 EDP notification

2. Follow-up of the visit of 18-19 June 2007

Following up on the 2007 mission conclusions, theech authorities implemented
recommended revisions of data in EDP tables in @xt@007 and provided Eurostat with the
requested documents.

Extensive bilateral contacts between Czech autbsriéind Eurostat in the context of the

follow-up of the 2007 EDP mission took place andev@cused on the following outstanding

issues:

— Transactions relating to the split of the Czeclways

— Accrual adjustments of gross capital formation YRrd acquisitions less disposals of non-
financial non-produced assets (K.2)

— Reporting of other accounts receivable/payable) @nd hidden statistical discrepancies

— Adjustments of currency and deposits (AF.2) fromnélp and Banking statistics

Except for the issue relating to the split of thee€h railway company, the other outstanding
issues had not been closed by the time of the Augd@9 EDP dialogue visit and were
therefore further discussed during the meeting utiderelated items of the agenda.

3. Follow-up of the April 2009 EDP reporting — analyss of EDP tables
3.1. General review of the April 2009 EDP reporting

Introduction

The CSO provided complete and consistent EDP taridgelated questionnaires, responded
to clarification questions within the set deadlia@d transparently and promptly provided
numerous requested details on a voluntary basithencontext of the April 2009 EDP
reporting. Nevertheless, several outstanding isseesined. Most of them were discussed
during the meeting under the respective items®@fitienda (see below items 3.2- 3.6).

Under this item, Eurostat enquired about finana@ounts compilation practices, since some
issues have been observed and some uncertaintiesext in the context of the previous EDP
reporting.

® The CSO provided Eurostat with an updated bridéetin April 2010.
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Discussion

The issue of consistency of financial transactiogorted in the working balance and in
financial accounts (and thus in EDP table 3) wasedhin April 2009. The working balance in
EDP tables 2A and 2C is cash based and also irglingncial transactions. These financial
transactions should be linked to those reportdohancial accounts, taking into account some
specific ESA95 adjustments, such as adjustmentsaddebt cancellations, debt assumptions,
superdividends, etc. When comparing data for Igoaernment, as notified in April 2009 in
EDP tables 2C and 3D, the following differencesenanserved:

EDP T2C 2005 2006 2007 2008
Loans (+/-) -338 -55 685 74
Equities (+/-) -116 -511 837 977

EDP T3D

Loans (F.4), net -1096 -134 434 | -1138

Shares and other equity

(F.5), net 3220 1414 | -2321 1844
Increase (+) 4815 3752 1366 2227
Reduction (-) -1595 | -2338 | -3687 -383

Eurostat noted that one of the reasons for thdterelces might be different sector coverage,
since local semi-budgetary organisations are rduded in the working balance, while they
are reported in EDP table 3D. However it is assuntemt occurrences of financial
transactions in these organisations should bedanit

The CSO confirmed that they do not use integratedcd data sources for financial
transactions calculations, as they are compiledhasge in stocks derived from balance
sheets. In this respect, Eurostat recalled thatgdan stocks include not only transactions but
also other changes in volume and revaluations, sinelssed that as far as financial
transactions are concerned, these should alsodmchon-monetary flows such as debt
cancellation in case of claims, when relevant. &iactual data on transactions in loans (F.4)
reported by the CSO in EDP table 3D shows negaimeunts, which differ noticeably from
those included in the cash based working balanee,nsight think that some non-monetary
flows (such as debt cancellations) which are rédidan the balance sheets, are not reflected
in B.9 and consequently, the deficit might be uedemated.

The CSO explained that in their experimental caltohs undertaken prior to the mission
(see item 3.5), data from EDP table 2C have beed fr financial transactions calculations
and EDP table 3D. However, since data on specifin;monetary transactions at a local level
are not available, no further adjustments of cémhis have been made. Eurostat noted that in
this case, large other economic flows would nottidboute to the plausibility of national
accounts.

Findings and conclusions
» Eurostat took note of the explanation provided bg tCSO and recalled the

importance of the issue. It is believed that tee information system will ensure the
availability of relevant data.



3.2. Accrual adjustments on gross capital formation (P.pand net acquisition of non-
financial non-produced assets (K.2)

Introduction

At time of the previous 2007 EDP dialogue visig tiepresentatives of the CSO were not in
position to fully justify the noticeable negativalwes reported in the adjustment line on
accrual P.5 and K.2, particularly in EDP T2C. Thadpistments were based on the statistical
questionnaire data. Clarification of this issue waes subject of a detailed follow-up to the
2007 EDP dialogue visit.

Discussion
It was clarified that the "accrual” adjustmentsareed in EDP T2A and T2C refer to:

— the difference between cash data reported in the&kimg balance and accrual data
(reflecting in F.7) for units using cash reportiffgudgetary units and State extra-
budgetary funds), as well as imputed flows for metjuisition of P.5, which are
neutralised by the recording of the related imputagital transfers D.9 (transfers of
buildings free of charge and transfer of flats museholds reflecting the difference
between sale and market prices). The counterpa®) (B reported in a separate line in
EDP T2;

— net acquisition of P.52 (inventories, mainly stataterial reserves). This item does not
refer to a difference between cash and accrual detee related cash flows are recorded
in extra-budgetary accounts and do not enter trking balance.

The CSO provided, prior to the mission, a tablehvgiimplified accrual adjustments on P.5
and K.2, where accrual values which are neutralisedapital transfers (regular imputations
relating to transfers free of charge) were elimedafThis table shows feasible entries for the
accrual adjustments.

As far as previously observed regular revisiondaih on accrual P.5 and K.2 are concerned,
the situation seemed to have improved, since @wsfor t-2 have been almost eliminated,
even if some revisions in October for t-1 are stdserved.

Findings and conclusions

» The CSO will report in the context of the Octob802 EDP notification net accrual
adjustments for gross capital formation (P.5) inFE@2ble 2A and 2C (i.e. excluding
amounts which are neutralised by capital transfeisgtion point 4) Deadline:
October 2009 EDP notificatidn

* The action point has been fulfilled in the contekthe October 2009 EDP notification.
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3.3. Extra-budgetary accounts/funds and their recordingin national accounts and EDP
tables

Introduction

The issue of recording of "extra-budgetary accdumsEDP tables and national accounts
relates to the follow-up of the 2007 discussiortloa recording of "internal transfers" and of
some other adjustments in EDP table 2. The isdatessto state and local budget.

The correction line "internal transfers” in EDP T,2aflects net balance of the transfers from
the working balance into the extra-budgetary actoand vice versa. As clarified during the
2007 mission, this correction line reflects money aside by budgetary units and not spent
during the budget year. Budgetary organizationseat#led to set aside in their own balance
sheet unspent budgetary credit, for subsequentspenAt time of setting aside of funds, a
budget expenditure is recorded, with an impacthenworking balance. Conversely, at time
of actual expenditure, a budget revenue is alsorded, with an impact on the working
balance, neutralizing the budgetary effect of tkpeaditure in that accounting period. So,
the issue of "extra-budgetary accounts" does ret te flows of individual institutional units
such as "extra-budgetary funds". "Extra-budgetargoants" (EBA) refer to the special
purpose bank accounts of the state (or local) adgeinits. These are e.g. accounts of the
reserve fund, the cultural and social needs fumelstate guarantee fund, etc.

However, it was discovered that not all flows of tBBA enter the working balance (WB)
through “internal transfers”, and that some flowwextra-budgetary accounts have not been
fully reflected in national accounts and in EDPl¢ab. Their inclusion would imply an impact
on B.9. The Czech authorities were asked to clahniyissue.

Discussion

The Czech authorities provided prior to the missemote explaining the relationship
between the EBA and the WB and quantifying reldiedncial and non-financial flows.
According to this note and the explanation providedng the meeting, two situations (links
of the EBA with the WB) may occur:

Case A Inflows and outflows of the EBA are always comgeied by the outflow/inflows of
the WB. It means that all revenues of the EBA amaiag from the WB (expenditure in the
WB). And all expenditures of the EBA firstly entire WB (revenue) and then are spent via
expenditure of the WB.

Case B Inflows or outflows of the EBA are not linked the WB. In this case, the EBA
could record revenue from other sources than theats®unt, and when the funds from the
EBA are used, those flows do not enter the WB.

As the Czech note explains, a combination of babkes might occur, e.g. case "A" for
inflows of the EBA (when special purpose funds tamsferred to the EBA from the WB)
and case "B" for related outflows (spending of ¢hegecial purpose funds does not enter the
WB).

Consequently, if "internal transfers”, as reporiedDP table 2 are correctly recorded, and

EBA are completely linked to the WB (case A), thidl not be an issue since all flows are
reflected in the WB, so the impact is neutralidgddwever, in case "B", non-financial flows

10



which do not enter the WB should be imputed inoral accounts and in EDP table 2 with an
impact on B.9.

The MoF provided during the meeting an updatedetahbwing an impact of flows of some

EBA which do not transit via the WB (case B) at el of central government. Those flows

concern the so-called "reserve fund”, "other finanéunds" and the "social and cultural

needs fund". Regarding the latter, outflows of thisd (case B) have been regularly imputed
via an adjustment line in EDP table 2A "wages indkiand reflected in national accounts.
The table was completed on the basis of a spen&loff survey preformed by the MoF. As

far as local government is concerned, the MoF ddirtinat extra-budgetary accounts do not
exist.

The table provided by the MoF showed the followmagenues of the reserve fund for 2005-
2008, which have not been included in governmetibmal accounts so far: 915 mill CZK,
1438 mill CZK, 526 mill CzZK, 1261 mill CZK, respecely. In addition, negligible values
have been reported in other financial funds. TheFMyroposed not to include the latter
amounts in EDP tables in the October 2009 EDP inatibn, since the reliability of the
figures would need further justification.

Eurostat appreciated the work that has been madédyCzech authorities in order to
quantify EBA flows. On the other hand, Eurostatedbthat it seems that there are still some
additional extra-budgetary flows, which have notmeecorded in national accounts and
might require further investigations (e.g. materederves EBA, development fund). However
it is assumed that an impact of those flows mightdsher small.

Findings and conclusions

» Regarding flows of extra-budgetary accounts whiakiehnot been included in EDP
reporting so far, the CSO will include revenueshs reserve fund in the context of
the October 2009 EDP notification, as documenteth@ntable provided during the
meeting. Action point 5) Deadline: October 2009 EDP notificatidn

» Eurostat believes that the new information and acttog system will result in the full
coverage of flows, including those recorded in@&kiudgetary accounts. Eurostat also
understands that, at present, not all extra-budgétawvs enter the working balance in
EDP table 2 and considers that the Czech auth®stieuld jointly work in order to
reconcile transactions in currency and deposit) (®ith inflows and outflows of
budgetary and extra-budgetary accounts of the biadget and report on the results
by September 2010A¢tion point 6) Deadline: September 20710

® The adjustments related to EBA have been incotgdria the October 2009 EDP tables and nationaluats

for 2007 and 2008 only. The CSO intends to revis dor 2005 and 2006 in the context of the nexional
accounts revision. However, the related newly antoueported in EDP table 2A for 2007 and 2008 matidy
differ from those presented during the missionhe/MoF. As was explained by the CSO, it appearatiatpart

of the EBA flows had always been reflected in Bi® the adjustments implemented in the past forinantial
assets based on the statistical questionnairalditien, the original data were also revised by M.

® According to the explanatory note provided by B8O in April 2010, the announced changes in the
accounting system, that would facilitate ESA95 medthve been postponed and would be implemented by
January 2011 only.
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3.4. Adjustments of transactions in currency and deposg (F.2) and other accounts
receivable/payable (F.7) based on information fronMoney and Banking Statistics

Introduction

Starting with 2005, the structure of financial assand liabilities based on public accounts
balance sheet data has been modified by the CS®Dregular basis, using information from
money and banking statistics (MBS), though leavihg totals of assets and liabilities
unchanged. The modifications relate to currency depbsits assets (F.2) and other accounts
receivable (F.7). The amounts involved have begnifssant. Eurostat recommended during
the mission in 2007 to use information from bankstatistics only in the case of an absence
of direct data sources or, possibly, in case geadans and well documented methodological
differences exist.

The issue was closely monitored by Eurostat sifgy 2and the CSO was requested to clarify
and justify the adjustments. Therefore, a specadkTForce was established by the Czech
authorities at national level (the CSO and the GNB)rder to investigate and to solve the
problem. However, due to practical/technical diffiees, significant progress had not been
achieved by April 2009 since exact reasons fordltgerences had not been identified. The
issue was further discussed during the meeting.

Discussion

The following significant adjustments of transangon F.2 based on data from MBS have
been implemented by the CSO for 2005-2008 (mdKE

Adjustments in F.2 2005 2006 2007 2008

S.1311 -3 155 -2 352 30 744 -18 664
S.1313 -635 -335 -25919 26 710
S.1314 -399 -67 -99 -583

The Czech authorities provided, prior to the megtian explanatory note and presented
during the meeting the most recent results of tineestigation. The investigation was based
on quarterly data on stocks AF.2 for 2007 and 2@g@nificant differences between balance
sheets and MBS data were observed for general igonegtt sector as of 31 December 2008,
particularly for central government (28 bill CZKIL was found out that the differences
between data on general government deposits ddrnvedadministrative data sources and as
reported in MBS, fluctuate within the range of -60I CZK to +50 bill CZK. When
comparing outstanding amounts of government depdsit 2008 based on MBS and on
balance sheets, deposits in the CNB are 20 bill @X¥er, while deposits held in commercial
banks are 47 bill CZK higher according to MBS. Aaling to the CNB authorities, data on
deposits held by the CNB are reliable, while dataleposits held by commercial banks have
not been analysed yet. Nonetheless, the CNB stastdanking statistics should be accurate
and reliable given the fact that the sector detinaas fully computerised in MBS.

Due to the unavailability of individual data fromramercial banks, further investigation was
focused on deposits of central budgetary orgawisstistate funds and central subsidised
organisations in the CNB. It was concluded that ®f%he difference (19.3 bill CZK) refer to

the deposit of the MoF (state budget chapter 3E@jther investigations have been carried
out in cooperation with the MoF, but final resuftave not been available yet. The CNB
mentioned that one of the reasons for these difter® might be an existence of a technical,
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so called "regulatory” account, but this stateme&at not confirmed by the representative
from the MoF.

The MoF confirmed during the meeting that the déposf the MoF include not only
accounts of the MoF, but also a big package of @nounts which are under the
responsibility of the MoF: e.g. State financial eiss state debt, National fund, general
treasury administration account (VPS), privatisafiand, other financial funds.

Eurostat appreciated the ongoing work on recornighaof government deposits data based
on MBS and on administrative balance sheets andueaged the Czech authorities to speed
up this process in order to implement the reswts\pril 2010. Since the reasons for such
large deviations have not been clarified yet, Exatoecommended continuing in the current
practise of using the information from MBS for tBetober 2009 EDP notification.

Findings and conclusions

» As far as the present inconsistency of depositd hglgovernment in the CNB and in
commercial banks derived from administrative datarses (balance sheets) and
Money and Banking statistics is concerned, Eurastis the CSO, the CNB and the
MoF to continue in the reconciliation exercise andeport to Eurostat on the output
of this exercise in order to implement the reshitghe time of the April 2010 EDP
notification. The note should include a descriptainthe results and a proposal for
recording, as agreed by all national authoriti@stipn point 7) Deadline: April 2010
EDP notificatior{

3.5. Reconciliation of accrual adjustments from non-finacial accounts with
transactions in other accounts receivable/payableF(7) reported in financial
accounts and EDP table 3A-E; adjustments relatinga the rebalancing; hidden
statistical discrepancies

Introduction

Transactions in F.7, as reported in financial aot®@and EDP table 3, are derived by the
Czech statisticians from balance sheets and cééclitess change in stocks. By contrast, when
compiling non-financial accounts, accrual adjustteeare constructed by the CSO for
selected revenues and expenditures, in order ngitritom cash to accrual basis (e.g. taxes,
social contributions, P.5 and K.2, some transfei8ITS, EU flows entering the working
balance). These adjustments relate to the unitgjwsish reporting (state and local budgetary
organisations and extra-budgetary funds) and gskogly reported in EDP table 2.

Several issues have been identified in this respect
- when comparing accrual adjustments from non-firelrexccounts with those recorded
in financial accounts (F.7), very significant éifénces are being observed (up to
0.8% of GDP);

" Eurostat appreciates very much the progress aathi@v this field, since according to the explanatnote
provided by the Czech authorities in April 2010 thsue of government deposits in the CNB has mgely
clarified. However it was understood that furthevestigations relating to the deposits in comménrsanks
should be undertaken by the Czech authoritiesyrderato close the issue. Eurostat would expectisebefore
the October 2010 EDP notification.
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- a statistical discrepancy has never been repondeDP table 3, even though some
gaps identified in EDP tables should have beenmpeoied by the existence of a
discrepancy;

- data on F.7 are regularly adjusted by noticeableusnts due to the amendments of
data on F.2 form MBS (see item 3.4 of the agenda).

The issue of reconciliation of accrual adjustmefitsm non-financial accounts with
transactions in other accounts receivable/paydhlé) feported in financial accounts and in
EDP tables 3A-E was intensively discussed durimgdilalogue visit in 2007 and as a follow-
up, in the context of EDP clarifications. Since tesue had not been clarified and solved by
the Czech authorities, Eurostat enquired furthemnduthe meeting on the progress in this
field.

Discussion

Experimental exercise

The CSO provided, prior to the mission, severalemlwith experimentally adjusted figures
on other accounts receivable/payable (F.7) for 2@0arder to harmonise financial and non-
financial accounts: (i) a table on split of trartgats in F.7 by subsectors (table 4 from the
new questionnaire) (i) and a table on transaction$.71 and F.79 by units/groups of
government units. In addition, (iii) an experiménEDP table 3 for 2007 was provided,
where transactions in F.7 were also harmonised agttrual adjustments in non-financial
accounts to a large extent, and transactions irmer2 based on balance sheets instead of
MBS. As for other units using accrual profit anddaccounts, F.7 was not revised, since it is
calculated as the change in stocks from balancet stssuming that these should be in line
with non-financial accrual flows in the profit alass accounts.

More precisely, the experimental revision of F.7swandertaken for units using cash
reporting in such a way that data on transactionsther accounts receivable/payable except
trade credits and advance ( F.79) based on thedmkheet for the state and local budgetary
organisations and for the state funds were replagdtie accrual adjustments implemented in
non-financial accounts. However, data on transastio trade credits and advances (F.71)
derived from the balance sheet were kept in EDPag8uming that this aggregated amount
includes also accrual adjustments on P.5 and K2gported in EDP table 2 and applied in
non-financial accounts).

Eurostat noted that the accrual adjustment of Rdth non-financial accounts for the central

budgetary organisations is (+) 0.4 bill CZK. Howeveaccording to the experimental

calculations of F.71 (financial accounts), a tatahsaction in F.71 receivable is (-) 4.8 hill

CZK and in F.71 payable is 0.2 bill CZK, so it seethat a quite significant residual is not
reflected in non-financial accounts. In this respé&mrostat asked further details on what
might be included in this residual and on possiiiiee lags between cash payments and
accrued transactions.

The Czech authorities explained that there shooldbe any large time lags between cash
payments and accrued amounts as far as intermezmbasmption is concerned, which is

reported in national accounts on a cash basissa@he situation should be applicable also to
other current transactions, since special purpoedsf, as included in the budget, are to be
spent by the end of the year. Referring to the tta&t transactions in claims F.7 derived from
the balance sheet might possibly include debt diatioms, the Czech authorities stated that,
according to the national legislation, irrecoveeatlaims might be "written-off" after 5 years
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and the amounts are not available. Besides, itsteded by the CSO that transactions in F.71
also include amounts relating to the net acquisitibthe state material reserves (P.52) which
are also reflected in EDP table 2, but the amodrthe related transaction in F.71 is not

identifiable. Therefore it is impossible to quaytihe residual amount of transaction in F.71

receivable, for the time being.

Eurostat stressed that the accrual adjustmentngltad the inventories in material reserves is
to be quantified and a residual part of transactior.71, which is not reflected in B.9
calculation, should be quantified and further asaty

Consolidation

Concerning consolidation flows of noticeable valuesF.7, the CSO explained that this
relates mainly to consolidation of flows betweea thrmer CKA and the state budget, as well
as the STIF (infrastructure fund) and the RIA (xal infrastructure company).

Discrepancy
Regarding the non-reporting of the statistical ipancy by the CSO, Eurostat informed the

Czech authorities that 24 Member States follow actce of explicit reporting of statistical
discrepancy in EDP table 3 and encouraged the G210 0 in the future.

Finally, Eurostat recommended the CSO to keep timeet approach used in the previous
EDP notifications relating to the reporting of tsactions in other accounts
receivable/payable (F.7), since this issue closaptes to the adjustments in F.2 from MBS.
As soon as a final agreement on transactions imsH&ached, the CSO should reconsider the
current recording of transactions in F.7, whileoregling stock flow adjustments in EDP
table 3.

Findings and conclusions

» The CSO will provide to Eurostat by the end of 2@%o0te on the nature of the
residual left in trade credits and advances (Fi@d)he state budgetary organisations
after taking into account the state material resenfction point 8) Deadline:
December 2009

» The CSO will further investigate the issue of othecounts receivable/payable (F.7)
after the conclusions on adjustments in currena geposits (F.2) from Money and
Banking statistics will become available. The CSID eheck that the introduction of
the new accounting system will allow a thoroughrititaation of the remaining
uncertainties on this issue. The CSO will informrdatat on the results of their
investigations by April 2010Action point 9).Deadline: April 2010

» The CSO will also consider explicit reporting o$tatistical discrepancy in EDP table
3 for April 2010 EDP notification.Action point 10) Deadline: April 2018

8 Some explanations have been provided by the C3i@inontext of the April 2010 EDP notification.
° Eurostat appreciates very much explicit reportifigtatistical discrepancies by the CSO startinti e April
2010 EDP notification.
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3.6. Foreseen revision of debt
Introduction

In April 2009, the CSO revised upwards debt lewelZ007 and reported +3967 mill CZK in
"other volume change in financial liabilities" irDIP table 3. This entry was explained by a
new accounting methodology. Eurostat however espeesloubts about the applied treatment,
since it was clarified that the revision relatedimhato the incorrectly imputed government
debt in the past due to guarantees (-2 bill CZKJ amthe misreporting of the issued state
securities (+ 5 bill CZK) in 2007. The change irbdshould not have been recorded as other
change in volume in 2008, but as transactions,tla@dlebt should have been revised also for
previous years. Eurostat had proposed to the Caatiorities to revise data for previous
years.

The issue on the forthcoming revision of the deas$ Ibeen further discussed during the
meeting.

Discussion

The CSO presented, prior to the mission, a tablehenproposed revision for 2005-2007
including an updated EDP table 3. The revision Wwdl implemented in the October 2009
EDP notificatior’.

The Czech authorities explained that the misrepgrtif the state securities for 2007 was an
exceptional situation relating to erroneous datarcs and would not constitute a risk for
further systematic revisions.

Eurostat also enquired on the related revisiorrafdaction in F.7 for 2007 in EDP table 3.
This revision will be explained by the CSO in O&oB009.

Findings and conclusions

» The CSO will clarify the adjustment in other acctsupayable (F.7) for 2007 relating
to the revision of debt in EDP T3 in the contextlw October 2009 EDP natification.
(Action point 11) Deadline: October 2009

4. Methodological issues and recording of specific gewmment
transactions

Introduction

As a follow-up to the 2007 EDP dialogue visit, Ested enquired about the general approach
applied by the Czech authorities for sector classibn of institutional units. In addition,
Eurostat enquired about the sector classificatibrsame specific units, such as public
hospitals, universities, TV and radio and publimpanies established by local government.

9 The revision for 2005-2007 has been implemente®atober 2009. The CSO is invited to revise also
historical data in this respect.
! Some explanation has been provided by the CSBeirantext of the October 2009 EDP notification.
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4.1. Delimitation of general government, application 060% rule in national accounts
Discussion

While discussing the sector classification of s@pecific government units, it was found out
that the CSO performs the 50% test for semi-budgetmits only and units having a
"commercial” legal status have not been testedasde.g. joint stock companies, limited
companies). When such a unit is established, asidecon sector classification takes into
account the expected financing by government, lmusequent more detailed examination is
not performed in the following years.

The CSO confirmed that the last 50% exercise wasedaout on data for 2002 and 2003 and
was applied in data for 2004 onwards, and inforfaerbstat that next test would be based on
data for 2008-2009.

Findings and conclusions

» As far as the classification of units is concerriedrostat invites the CSO to perform
the 50% test for public corporations with a “comaoig’ legal status (e.g. joint stock
companies, limited companies) and to repeat the 508b regularly for semi-
budgetary organisations and to inform Eurostat fe results by September 2010.
(Action point 12) Deadline: September 20%0

Public hospitals

There are 105 public hospitals in the Czech Repuwsid all are classified outside the general
government sector. The same pricing rule is apdbedgrivate and public hospitals. Public
hospitals are mainly semi-budgetary organisationsadter examining the 50% criterion they
have been considered to be market institutionalsumiowever, there are also 40 public
hospitals which have a “commercidkgal status and following a general rule appligdhe
CSO, the 50% test has not been performed on thote u

The CSO stated that the main revenues of all puidspitals are payments from health
insurance companies, classified as sales. Pubdigitadts can also rent buildings and premises
of hospitals to private persons.

Eurostat asked how the public hospitals cover thesses. The CSO explaingtiat
semibudgetary organizatiothey cannot issue bonds and receive loans. Unavathalofi
funds for payments for goods and services is reftem increases of other accounts payable.

Eurostat recommended to identify hospitals whickehaystematically received subsidies
from government over several years and to carry fouther investigations on their
market/non-market nature in terms of ESA95.

12 The CSO informed Eurostat in April 2010 that ti@&4b5test has been carried out on the basis of dat2007
and 2008 for public non-financial corporationswadl as for semi-budgetary organisations classifiednarket
producers (the latter including 2009 data). Théo3@st took into account also amounts of "net agtr An
analysis of the results and possible sector refizeston will take place in the context of the md&SA revision.
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Findings and conclusions

» The CSO will provide to Eurostat the accounts (prand loss account and balance
sheet) of a few hospitals which are semi-budgetaganisations as well as those
which have a “commercial” legal status by Febru2®g0=. Eurostat encouraged the
CSO to perform the 50% test for hospitals whichsami-budgetary organisations and
for those which are joint stock companies and kohicompanies. The CSO will
inform Eurostat on the results by September 202@tign point 13) Deadline:
September 2010

Public universities

Public universities (28 units) are classified ie tpeneral government sector. There are also
private universities (46 units, of which 31 markéiyrostat asked for further details on non-
profit universities classified in S.15.

The CSO explained that non-profit universities havéreedom in spending funds and in
administrative issues (e.g. on staff), they do neaeive subsidies and are financed by fees
from students and sponsoring.

Findings and conclusions

» Eurostat took note of this explanation.
Public TV and Radio

Public TV and Radio companies are classified irllSThe main revenues of these companies
are licence fees and revenues from advertisemeth assified as sales). Only owners of
TV/radio pay the fee, and the amount of a fee fndd by a special law. If a fee was not

paid, a debtor would pay penalties to TV and raimpanies. Fees are collected directly by
these companies.

Findings and conclusions

» Eurostat took note of this explanation.
Public companies established by local government
The CSO provided, prior to the mission, notes oa #ector classification of public
infrastructure and utility companies establisheddmal government. According to this notes
and explanation provided during the meeting, j@ittick companies and limited companies
are not tested by 50% rule. Regarding semi-budgetaganisations, the last 50% test was
preformed on data for 2002 and 2003 and was appliddta for 2004.
Findings and conclusions

» Eurostat recalled that the 50% test should be eghaliso for public corporations with

a “commercial’ legal status (e.g. joint stock comipa, limited companies) and it
should be repeated for semi-budgetary organisat®es action point 12.

13 Financial statements for semi-budgetary hospitats, results from the statistical questionnaireHospitals
having "commercial" legal status have been seBEutmstat in April 2010.

18



4.2. Recording of specific government transactions
4.2.1. Accrual taxes and social contributions
Introduction

According to the information provided in the pagtthe Czech authorities, time adjusted cash
method is used for calculation of accrual taxes soal contributions. The time lag is 1-2
months, depending on the tax. For corporate inctaxethe final amounts of settlement are
available in July — August of the following year.

Eurostat enquired on regular revisions of taxeschvielate not only to income taxes (D.5),

but also to taxes on production (D.2), even if actiata on D.2 for t-1 should be available at
the time of the first EDP notification, as descdbm the note provided by the Czech

authorities prior to the meeting. The issue on ll@grevisions of taxes was discussed also
during the dialogue visit in 2007 and it was steels®y Eurostat, that the most updated
information on taxes should be used while calcatathe deficit in April for the year t-1.

Discussion

The most recent revisions related to the followtng issues:

a) Revision of excise duties on tobadén214) for 2006 and 2007 in October 2008 and in
April 2009. The revision related to the unusualréase of inventories in tobacco products
due to forthcoming increase of the related tax. retghe context of the October 2008 EDP
notification, the exceptional revenues from tobatao (duty stamps) were shifted into the
following year. However, in April 2009, the Czeclutlaorities decided to change the
treatment and to record revenues from tobacco taxi#® period when they were paid (using
simple time adjusted method), since the tobaccdymts have been part of inventories. The
Czech authorities confirmed that this revision vaaisexceptional one and would not take
place again in future notifications.

b) Revisions due to VAT refund¥he Czech authorities explained that when comgpikDP
tables in April, actual data for t-1 on VAT refungbich is one of the component of the VAT
revenue, have not been processed by the MoF anddpdbto statisticians due to some
delays, therefore the CSO used preliminary estonatiavailable at t+45 days for EDP
purposes. It was agreed during the meeting, the Motd also provide the CSO in March
2010 (and in the following years) with the most aiedl figures on VAT refunds for the
previous year at t+65 days (or at a period closthi® date). This would eliminate further
noticeable revisions observed in the past in tmecd of the October EDP notification.

The Czech authorities raised an issue on the rexpaf accrual taxes in the context of the
global economic crisis, since measures taken bemorent would allow small companies to
postpone payments of corporate income taxes whatdicause a fall in revenues for 2008.
On the other hand, for big companies, quarterlypt@payments for 2008 have been based on
the results for 2007 which would result in highegative final settlements (and consequently
adjustments) for 2008. Eurostat pointed out that iinportant to keep the current recording -
to continue using the time adjusted cash metha@mexy of accrual recording - and to avoid
any exceptional shifting. Anticipating some unusoalvements in tax revenues data, it is
important to document that data on tax revenuesrded in national accounts are based on
actual settlement figures.
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Findings and conclusions

» Eurostat invited the Czech authorities to contitiuase the time adjusted cash method
for the recording of taxes, including corporateome tax and VAT. Eurostat also
invited the MoF to provide the CSO with the actdata on VAT refunds at t+65 for
the April 2010 EDP notification in addition to tipeeliminary estimations at t+45, in
order to allow the CSO to have more stable datghattime of the first EDP
notification and to reduce the size of the Octoberisions. Action point 14)
Deadline: continuously

4.2.2. EU flows
Introduction

The CSO provided prior to the meeting a note on B flows recording (including
information on cash facilities and Jeremie andidasschemé$), as well as completed table
6 on EU flows from the new EDP questionnaire.

Discussion

Eurostat asked the CSO to explain the link betwagjostments relating to EU flows from

EDP table 2 with entries in table 6 of the questmre, and noted that the observed
discrepancy should not appear in the table, evehiifsignificant amounts. Due to the lack of
time, the issue of EU flows recording was not dssad in detail and the CSO agreed to
clarify the link between entries in the questiomaavith EDP table 2 in the context of the
forthcoming EDP notification in October 2009.

Eurostat thanked the Czech authorities for progdime information on Jeremie and Jessica
schemes. According to the note, the issue is netaat for the Czech Republic for the time
being. Eurostat encouraged the Czech authoritiésltav in the future the Eurostat guidance
(when relevant) which is currently being prepared.

Findings and conclusions

» Eurostat encouraged the CSO to reconcile the Bisfi@ported in EDP tables and in
the table 6 of the EDP questionnaire, to removesangll discrepancy in the context
of the October 2009 EDP notification and to refoirefly on the issue in comments in
the EDP questionnaire A¢tion point 15) Deadline: October 2009

4.2.3. Guarantees

Introduction

The CSO provided, prior to the meeting, a tablengjfyang flows relating to guarantees on
borrowing and completed tables 9.1 — 9.3 from tee EEDP questionnaire for 2005-2008.

According to these tables, debt assumptions havéaken place during that period and all
calls have been recorded as repayment of debtquayiassumed in ESA95 accounts.

14 Jeremie: Joint European Resources for Micro toimmedEnterprises; Jessica: Joint European Support fo
Sustainable Investment in City Areas

!> Some explanations have been provided in the questire. However some discrepancies of negligible
amounts, seemingly related to pre-accession fuedsained.
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Eurostat enquired further on details on data pedidy the CSO. In addition, foreseen events
relating to environmental guarantees, involving yvesignificant amounts, have been
discussed.

Discussion

It was clarified that an entry “direct repayment thye original debtor” in table 9.2 was not
recorded as government revenue since it referseaadpayment of debt previously assumed
from the Czech railways by the RIA (railway infragtture company), currently classified in
government sector. Normally, repayments by othan tipovernment units should be recorded
in this item, and these would be recorded as gowenh revenue. In this respect, Eurostat
recommended to record those amounts under caslymepés by government and /or to
provide comments under the table for the next EDtication.

Environmental guarantees

The issue on "environmental guarantees” does rater¢o guarantees on borrowing. The

environmental guarantees relating to possible éuaaological damages were provided in the
past by the National Property Fund (NPF) to preedi companies. Non-negligible amounts

were paid by the State regularly. These payments veeorded as capital transfers payable to
non-financial corporations at the time when thenpagt for incurred damage was approved.

According to the available information, the totah@unt which is still to be paid by
government for a removal of the environmental damisgvery significant (about 100 bill
CZK, i.e. about 2.7% of planned GDP for 26f)9The representative of the MoF explained
that government has recently announced a tendeefiooval of the environmental damage. A
contract (of a "quasi-concession" nature) with avgte partner would be split into 600
individual subcontracts (for 600 localities). Theeall length of the contract would be 10-15
years. The private partner would be responsiblgHerremoval of the damage in individual
localities. It is expected that a first subcontraould be completed in 2-3 years. A company
which will be responsible for this task would bedir economic risks, because government
would pay for the provided service/ for the subcactt only after a certificate on completed
cleaning of the particular locality is issued bg tielevant authority. In addition, if the partner
did not respect deadline, government could canbel ¢ontract without any payment.
Payments of government would be realised fromuhnel$ of the former NPF.

In this respect, a question arises on what is fheropriate time for the recording of

government expenditure. Eurostat supported a view dn expenditure of government is to
be recorded as payment for servica time when a service has been provided by mrivat
partner. In practical terms, the government liaptio pay for the purchased service will incur
at time when authorised institution certifies taatleaning of the locality has been completed.

16 GDP as notified in April 2009 EDP notification.

17 According to the comments provided by the CSO dfterdialogue visit, "the payment should be recdrae
capital transfer from the government (-D.99) tonét which has real benefit from liquidation of teeological
damage (+D.99). The private unit (designate by gawent) ensuring the liquidation of the damage ivese
payment for service (P.1) from final user and thalfuser pays for the service (P.21)". The proddseatment
might be a subject of further discussion, howeteritpact on government deficit would remain ungfeghin
terms of time of recording and amounts for indidbyears, compared to the original proposal of Etato
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Findings and conclusions

» Relating to the environmental guarantees, Euroataeed that the government
expenditure should be recorded at the moment athamicleaning would be certified
at the end of each project, as it is the final iteation process which creates a
government liability in the periodA¢tion point 16). Deadline: continuoush

4.2.4. Transactions at local level - debt assumptions, delbancellations and debt write-
offs; capital injections in public corporations, dividends, privatization

Introduction

The Czech authorities provided, prior to the missinotes on the recording of specific
transactions undertaken at local government I&uglostat enquired further on occurrences of
such transactions at local level and on availabdit related information for the purpose of
application of ESA95 rules.

Discussion

According to the notes provided by the Czech aitieer and as confirmed during the
meeting, specific government transactions such ed# dssumption and debt cancellation
might take place at local government level, buated information is not available. In
addition, detailed information on capital injectsormnd dividends which are needed to
perform the capital injections and superdividendtseis also not available for local
government. The issue on non-availability of detail order to implement ESA95 rules
concerns also operations on sale and leasebackadtiével (see item 4.2.7).

Eurostat stressed that this situation is not satisfy, since Eurostat rules should be followed
for transactions realised by all general governments and recommended that the Czech
authorities should jointly define missing infornmati and ensure that the new information
system would cover those details on transactiotmscat government.

Findings and conclusions

» As far as transactions undertaken by local govemraee concerned, the CSO and the
MoF will jointly examine what additional modificatis are to be introduced in the
new information and accounting system in orderaec all the necessary information
which would allow the CSO to apply ESA95 rules onuanber of operations such as
debt assumption, debt cancellations, capital ilgest dividends, guarantees, sale and
leaseback operations, swaps, sector classificafipublic corporations established by
local government. As an intermediary provisionalmee, the Czech authorities will
examine the final accounts published by big muildies in the Czech Republic in
order to identify and correctly record local goveent operations, and will inform
Eurostat on the results by April 2018.cfion point 17) Deadline: April 2016°

18 As reported by the CSO in April 2010, the new cactthas not been realised yet.
19 See footnote to the Action point 1.
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4.2.5. Public Private Partnerships
Introduction

There is a special unit "Regulation and methodologi?PPs" established at the MoF within
the State Budget Department. The representatiihisfdepartment informed Eurostat that
there is an obligation set up by a law, for gramtoff PPPs, to consult the initiation of a new
project with the MoF and to provide informationdrder to decide whether the PPP should be
recorded on/off government balance sheet. Therasis a special institutional unit (PPP
Centrum) established in the Czech Republic. The EBeRtrum provides consulting and
support to public grantors and is classified ingeaeral government sector.

Discussion

According to the information provided by the Czexlthorities in the background note prior
to the meeting (list of PPPs under negotiations), @ confirmed during the meeting, no PPP
projects have been approved for the time being.

The MoF raised an issue on the recording of thénédoming PPP relating to the building of
D3 motorway. Eurostat noted that a guidance notBRs recording have been recently sent
to FAWG members for comments and encouraged the t¥laBnsult and comment this draft
guidance note. Eurostat also invited the Czechoatibs to send a written request for
methodological advice, when relevant. The requesibi be accompanied by the national
analysis of the case and by the PPP contract.

Findings and conclusions

» Regarding the recording of PPPs, Eurostat expregsedillingness to answer to
written query coming from the Czech statistical hauties concerning the D3
motorway or any other PPP. A query would includmmplete impact assessment of
the project based on the examination of the contfaarostat invited the Czech
authorities to consult a draft guidance note ongPReBording, currently circulated to
FAWG members for commentsAdtion point 18)%°

4.2.6. Financial derivatives
Introduction

The Czech authorities provided, prior to the misstables explaining recording of swaps in
EDP table 2 and 3. Eurostat observed that adjussmien swaps reported by the Czech
authorities are, since 2002, always negative, whathvery frequent among other Members
States. Eurostat enquired about the reason foe t@sinuous negative adjustments.

Discussion

Data on swap adjustments which are reported in EDRs are provided by the MoF to the
CSO. The representative of the MoF explained thatet have been operations in cross
currency swaps, FOREX swaps and interest rate swWdyes MoF confirmed that under the

adjustment for swaps the net flows relating to laginterest rate swaps (IRS) and interest

20 According to the information provided by the C$®,PPP contract has been signed by April 2010.
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component of cross currency swaps are reportedveMer the MoF was not in position to
fully explain the accrual adjustment for swap seténts and the recording of FOREX swaps.

Eurostat expressed a view that the issue mighterétathe recording of long-term FOREX
swaps. It was recalled that when calculating EDRstishents for long term FOREX swaps,
two elements should be distinguished: movemenitstémest rate and exchange rate, and only
the interest rate element should be taken intowadc@\nother issue is how the interest rate
element is spread over time.

Findings and conclusions

» Eurostat invites the Czech authorities to examimeereasons why the adjustments to
swaps in EDP notification tables, based on date ftbke MoF, are always negative
and to report back to Eurostat on this issue attithe of the October 2009 EDP
notification. This note is to be accompanied by ttalculations and accrual
adjustments on swaps undertaken and descriptiothe@fmethodology followed.
(Action point 19) Deadline: October 2009

4.2.7. Sale and leaseback operations
Discussion

The Czech authorities stated that sale and leakadjmrations might have taken place but
information on such operations is not availableroStat explained the methodological
background of the issue and requested that avidjabf such information is to be ensured
for the future in the new information system. Itsadso suggested that, for the time being, the
MoF would enquire further on possible operationstlom basis of available data on rents
payable by individual chapters (for the biggest anis).

Findings and conclusions

» Eurostat encouraged the MoF to share availablerrdton on operating leaseback to
the CSO. See also action point 17.

4.2.8. Carbon trading rights
Introduction

There have not been any transactions in carboringadghts in the Czech Republic
impacting government accounts. In 2008, governngranted for the first time carbon
allowances. They were granted for free and wererdet in national as a disposal of non-
financial non-produced assets counterbalanceddapial transfer payable, therefore without
impact on the government deficit.

Following the previous exchange of correspondentethe issue between the CSO and
Eurostat in the context of the April 2009 EDP noé&fion, some aspects related to the
recording have been discussed during the meeting.

2L The Czech authorities provided in October 200@xgianatory note.
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Discussion

Eurostat noted that the treatment of carbon tradighgts applied in the Czech national
accounts does not follow the options under disaussi the joint OECD and Eurostat Task
Force. As currently discussed by the Task Forcegemees from a sale/transfer of carbon
trading rights are to be recorded as taxes D.29rmtdas disposals of non-financial non-
produced assets. Pending issues which are stiigbdiscussed by the Task Force are
valuation of transaction and time of recording. iAaf recommendation of the Task Force
should be available at the end of 2009.

Findings and conclusions

» Eurostat encouraged the Czech authorities to fotlmvrecommendation of the Task
Force, when available.

4.2.9. UMTS licences
Introduction

The recording of the sale of UMTS licence in thee@rnational accounts has been reviewed
under this agenda point.

Discussion

Sale of UMTS licence took place in the Czech Repuhl2001 and 2005. Transactions have
been recorded as disposal of non-financial nonymred assets at time of sale. Further cash
payments to government have been recorded as repayiother accounts receivable F.7.

Findings and conclusions

» Eurostat found the treatment of UMTS licences imeliwith the existing
methodological guidance.

4.2.10.Specific government transactions in the context dhe global economic crisis
Introduction

The Czech authorities provided prior to the missaotable listing government interventions
in the context of the global economic crisis inghgdindication of ESA95 treatment of each
intervention. The table has been briefly reviewadrdy the meeting.

Discussion

Eurostat noted that those interventions do notctlyeelate to a support of banks which
treatment is currently discussed by Eurostat. Riiggrthe capital injection to the Export
bank, Eurostat asked for further details on thke liatween the government support and a use

of these funds by the bank. The MoF clarified tthe aim of this capital injection is to
support the export lending programme and not tougshe bank.
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Findings and conclusions
» Eurostat took note of this explanation.

4.2.11 Ex-ante advice: claim repurchasing (CKA versus CSORB restitution of
confiscated property to churches and religious orgaisations; private health
insurance companies

Introduction

Eurostat provided several ex-ante methodologic&icad to the Czech authorities in the

course of 2008. The following foreseen cases have been coveded:cprding of transfer of

claims in the context of repeated court decisio®@B versus CKA); (ii) restitution of
confiscated property to churches and religious risgdions and (iii) sector classification of
private health insurance companies administratomgpulsory public health insurance.

Discussion

Eurostat enquired whether any operations relatngxtante advices provided in 2008 took

place. The CSO confirmed that a court decisionhendase CSOB versus CKA had not yet

taken place and that legal acts on restitution @ en private health insurance companies
have not been approved et

Findings and conclusions

> Eurostat took note of this information.

5. Other issues
5.1.1. ESA95 Transmission Programme
Eurostat noted that some drawbacks, mainly relabrnigmeliness, are being observed in the
transmission of annual financial accounts and le@asheets, including the fact that non-
consolidated data for 2007 have not been trangiiit2008.
Findings and conclusions

» Eurostat asked the CSO to send a complete setnofhfinancial accounts including

financial balance sheets by the end of Septemb@®,2és foreseen by the ESA95
transmission programmeAg¢tion point 20) Deadline: September 2089

22 The letters have been published on Eurostat veebsit
http://epp.eurostat.ec.europa.eu/portal/page/goaetrnment finance_statistics/methodology/advicemiver
states

23 According to the information provided by the C36lated activities have not been undertaken byl R0110.
4 The CSO sent a complete set of annual accourtsling balance sheets at the end of September 2009.
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