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Executive summary

Eurostat undertook an EDP dialogue visit to the @K 12-13 January 2009 as part of its
regular visits to Member States and with the aimagsess the existing statistical capacity, to
review the division of responsibilities concernitize compilation of EDP statistics and
government accounts, to discuss the quality anduwestiveness of primary data sources, to
clarify the issues relating to EDP tables raisedh@ context of previous notifications, to
examine the statistical treatment of public intatans relating to the financial turmoil, to
review the progress achieved in implementing ES851®ethodology (classification of units
and the implementation of Council Regulation 2506(2) and to assure that provisions from
the ESA 1995 Manual on Government deficit and @elok recent Eurostat decisions are duly
implemented in the UK EDP tables and national antu

First, Eurostat enquired about the institutionabiagements and division of responsibilities
with respect to the reporting of data under EDPtuAlcdata are reported by the National
Statistical Institute and forecasts are reportgohisgely by the Ministry of Finance. The
needs for information for EDP reporting are spedifin formal agreements of cooperation
("Service Level Agreementddr central and local government data.

UK statistical authorities indicated thathole Government of Accourfi¥¥ GA) are planned to
be published for the first time for the financiaay 2009/2010 for central government and
2010/2011 for local government.

It was also noted that there were still ten pene@icigon points from the EDP dialogue visit in
2007 that need to be completed by the UK statistinthorities. Eurostat took note that the
progress on these has been delayed by the prgvign to financial crisis issues.

Concerning the EDP tables, a few issues were diedud he working balances in EDP tables
2 are on an ESA95 basis and therefore no correctiom needed. However the UK statistical
authorities agreed to provide to Eurostat an amlthli table showing reconciliation Gfentral
government net cash balance with the resource loalaks regards EDP tables 3, Eurostat
invited the UK statistical authorities to reflect the revision of the statistical discrepancy and
to further investigate the calculation @ther volume changes (OCV) in financial liabilities
(K.10). Eurostat welcomed the progress in providing tHe& spequity and other shareshe

UK statistical authorities were also invited to queate the pilot exercise for the EDP related
guestionnaire.

Eurostat welcomed the progress made in sectorifotas®n since the last EDP dialogue
visit. As regards the classification of public pitals, Eurostat took note that a new payments
system for the Foundation Hospitals is being inticetl and welcomed the initiative of the
UK statistical authorities to inform Eurostat ofyawork related the classification of these
hospitals.

Regarding the recording of taxes and social coutiobs, it was concluded that the regulation
2516/2000 was generally satisfactorily appliedhey UK. As regards the methodology for the
calculation of central government accrued inteqgsyables, Eurostat took note that the
interest payments of the Treasury bills (T-bills¢ aot accrued across the life of the bills as
they are typically issued with short maturity. Nekeless it was agreed that if more T-bills
with maturities of 6 - 9 months are recorded therest would be accrued over time.



Several cases of government interventions intonfird institutions, in the context of the
financial turmoil were discussed, and Eurostat wmled the transparency of the UK
statistical authorities in providing to Eurostdtralevant information. Eurostat agreed that the
proposed treatment for some cases seemed to bapaippe.

As regards as EU funds, Eurostat encouraged HMslirgao cooperate with ONS to solve
the issue of the identification of the final reeipt in the case of the EU structural funds

The issue of military equipment was already disedssuring the last EDP dialogue visit and
the possibility was raised of introducing a one-gffiestionnaire in order to collect
information for the largest military projects.

The issue regarding Public Private Partnershipsrdang still remains open and Eurostat
concluded that it is not possible to confirm that accounting guidelines of the UK statistical
authorities are in line with the relevant Eurostatision. ONS agreed to analyse three PPP
projects and provide the results to Eurostat.

As regards nuclear plants decommissioning, the takssical authorities agreed to provide to
Eurostat the existing note on this subject withharts covering note describing the latest
developments.

Concerning the treatment of the UMTS licences, th€é authorities explained that they
maintain their view, and confirmed that they bediglie Eurostat decision is not in line with
the ESA 95. Eurostat underlined that the decissdully in line with ESA95.

Some other issues were also discussed such asalcapjections, guarantees, debt
assumptions, debt cancellations and debt write-affisl swaps. It was noted that the
recordings applied are in line with the relevantisiens taken by Eurostat.

Concerning the ESA95 transmission programme, Earasingratulated the UK authorities
for the improvements achieved in the consistentyéden EDP and ESA tables.



Provisional findings

Introduction

In accordance with article 8d of Council Regulati®@C) No 2103/2005 of 12 December
2005, amending Council Regulation (EC) No 3605/98emards the quality of statistical data
in the context of the excessive deficit procedierostat carried out an EDP dialogue visit
in the UK on 12-13 January 2009.

The delegation of Eurostat was headed by Mr. LusaoA, Head of the Eurostat Public
Finance Unit (C3). The Directorate General for Eooit and Financial Affairs (DG ECFIN)
and the European Central Bank (ECB) also partieghat the meeting as observers. The UK
was represented by the Office for National Stast{ONS), Ministry of Finance (HM
Treasury) and the Bank of England.

Eurostat carried out this EDP dialogue visit witte taim to assess the existing statistical
capacity, to review the division of responsibilticoncerning the compilation of EDP
statistics and government accounts, to discusguhéty and exhaustiveness of primary data
sources, to clarify the issues relating to EDP dsbfaised in the context of previous
notifications, to examine the statistical treatmeftpublic interventions relating to the
financial turmoil, to review the progress achievedmplementing ESA 1995 methodology
(classification of units and the implementation @buncil Regulation 2516/2000) and
to assure that provisions from the ESA 1995 MammlGovernment deficit and debt and
recent Eurostat decisions are duly implementeteniK EDP tables and national accounts.

In relation to procedural arrangements, Eurostptagxed the new procedure, in accordance
with article 8 of Regulation 3605/1993 as amendedicating that théviain conclusions and
action pointswould be sent within days to the UK statisticathawities, who may provide
comments. Within weeks, thBrovisional findingswould be sent to the UK statistical
authorities in draft form for their review. Afted@stmentsFinal Findingswill be sent to the
Economic and Financial Committee (EFC) and pubtistre the website of Eurostat.

1. Statistical capacity issues

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

Introduction

Eurostat enquired about the institutional arrangemand division of the responsibilities
in the framework of the reporting of data under B and government finance statistics.

The UK transmits the EDP notification for financiaind calendar years. The forecasts are
provided only for financial years.

! The UK government 's financial year runs from Tl 31 March.



Discussion and methodological analysis

The UK statistical authorities gave a detailed aotand explanations of the institutional
arrangements in place for the EDP reporting. Th® Edbles (actual data) are reported by the
National Statistical Institute (NSI) ONS (Office for National Statisticend EDP tables
(forecasts) are reported separately by the Ministiyinance -HM Treasury

ONS explained that their needs for information BE@P reporting for central government are
recorded in a formal agreement of cooperatit®efvice Level Agreementbetween ONS
and HM Treasury. The needs for information for EEPorting for local government are
formalised in thé'Service level Agreemenbetween ONS and Department for Communities
and Local Government (DCLG).

It was also explained that Bank of England (BoE9 aaery limited role in the EDP reporting
and does not directly participate in the EDP coatfmh process; it provides banking data.

Findings and conclusions

Eurostat took note of the institutional arrangerseatd responsibilities in the framework of
the reporting of data under the EDP and governringguice statistics compilation.

Action point 1. The UK statistical authorities agreed to provide Eorostat the "Service
Level Agreement” between Office for National Siais(ONS) and HM Treasury and the
"Service Level Agreement” between the ONS and Drepat for Communities and Local
Government (DCLG) before the April 2009 EDP mcdifion.

Action point 2: Eurostat welcomed the agreement of the UK statistiathorities to merge
actual data (responsibility of ONS) and forecasesponsibility of HM Treasury) in the same
EDP notification tables when reporting EDP data forancial years in the April 2009 EDP
notification

1.2. EDP inventory
Introduction

The consolidated version of the EDP inventory catgal by ONS provides a description of
data sources and methods used for EDP data compil&n updated version of the UK EDP
inventory is published in Eurostat's website ad aghationally in the website of ONS.

The UK government runs its business on a full asribasis, following the introduction in
2001 of accrual based system Resource Accountirdy Budgeting (RAB). The UK
Budgeting system uses national accounts sectaritieis.

Discussion and methodological analysis

Central government datare assembled by HM Treasury. According to the sfi#distical
authorities this is efficient because the informatcan be collected once and then used for all
purposes. It also ensures a full consistency latweports compiled by HM Treasury and
national accounts.




The previous system (GEMS) used by central govembimdepartments (also non-
departmental public bodies - NDPBand devolved administrations to report expemditu
data has been replaced by a new system, the CodnBmiene Information System (COINS).

HM Treasury presented in detail the COINS datalzesk explained that quality checks are
built around the system. The database containdletkiadividual accounting entries of each
department on a monthly basis and each line inddtabase is translated into national
accounts. The ONS also has access to the database.

Eurostat further enquired about the reporting tériest as it was not clearly presented in the
EDP inventory. ONS confirmed that the source ddtatrests is on a cash basis and it
converts them to an accruals basis. This will befeéd in the EDP inventory.

Local government dats assembled on behalf of ONS by a number of akgtwvernment
bodies responsible for monitoring the conduct afalogovernment and its finances. The
collection mechanisms are broadly similar for eathhe countries making up the UK, but
the detailed arrangements differ slightly. The &tHtistical authorities presented the position
for England.

The data is collected for the ONS by the Departf@n€ommunities and Local Government
(DCLG), which is the central government departmesgponsible for overseeing local
government in England and Wales. There are redqddé Quality Group meetingsetween
ONS and DCLG, which also involve HM Treasury, tesee the data supply.

Eurostat also enquired about revision paolitiie UK statistical authorities explained that the
sources for the first and second notification dre same. However, the quality of data
improves for the second notification due to updateth sources. ONS explained that it
regularly checks historical data and follows a sen policy.

Findings and conclusions

Eurostat took note of the COINS database used byateggovernment departments to report
expenditure data and welcomed the quality checksdround the system.

Action point 3: The UK statistical authorities agreed to clarifgdrrect the information in
the EDP inventory on the sources and methods usdtié calculation of interest on accrual
basis before the October 2009 EDP notification

Action point 4: The UK statistical authorities agreed to provides thpdated list of Non-
Departmental public bodies within the general goweent sector when completed and
updated (expected at the beginning of February 2009

2 Each non-departmental public body (NDPB) haspitmisoring department, which must ensure that theBID
has a satisfactory system of financial control.



1.3. Whole of Government Accounts (WGA)
Introduction

The WGA project addresses the issue of accrualdbaseounting in the whole public sector.
It aims to improve and present public sector datalfawing up consolidated public sector
balance sheets and financial statements.

Discussion and methodological analysis

The position has not changed much since the laft Bialogue visit. The UK Pre-Budget
Report 2008 announced the Government's intentiahWHGA will be published for the first
time for the financial year 2009/2010. This wilsalbe the year that IFRS (International
Financial Reporting Standardale to be implemented by central government baaesthe
NHS (National Health Service). The Local Governimerplementation of IFRS is foreseen
to follow in 2010/2011. There are still a few tewtah issues to resolve but the key one is the
valuation of infrastructure assets held by localegaoment.

WGA will consolidate the accounts of about 1300ibsdrom within central government, the
health service, local government and public corfiana

Findings and conclusions

Eurostat took note of the planned timetable foritlieduction of the Whole of Government
Accounts (WGA) reporting.

2. Follow-up of the EDP dialogue visit of 25-26 Jarary 2007
Introduction

Eurostat noted that there remained ten action pacmbe implemented by the UK statistical
authorities, as agreed in the EDP dialogue vistheoUK in 2007, of which three have been
partly implemented.

The action points are:

1. to review data on other volume changes (OCV) iarfmal liabilities for years 2002 and
2003 in the EDP table 3 and provide explanatiopartly done

2. to improve data availability of the EDP table 3r(fier breakdown of shares and other
equity and loans) partly done

3. to attempt re-estimating the data series for taddits in local government;

4. to provide the arguments on the treatment of UMit8nkes (treated as rent) in writing
and, if deemed useful, a request for re-examinatfdhe issue;

5. to provide time-series or estimates of the amoahthe EU funds to the government as
final receipt and to make a progress in order toead the error in deficit;

6. to provide documentation and analysis of three RPRBblic-Private Partnerships)
contracts;

7. to report EDP tables 2D and 3E as well as other E®Bfes by showing a social security
sub-sector;



8. to further reflect and investigate the issue onthk&outh bodies partly done;

9. to improve table VI of EDP related questionnairgpexially on equipment built over
many years;

10.to prepare a note concerning the nuclear plantsndetssioning in the UK.

Discussion and methodological analysis

The UK statistical authorities explained that tmegpess on the action points from the 2007
EDP dialogue visit has been delayed by the prigitgn to financial crisis issues.

Concerning the follow-up of the action poirtb "attempt re-estimating the data series for
trade credits in local governmentONS explained that there is no source for traddits by
local government, thus the data series can notsbmaed. However the payment rules in
local government require short payment deadlined there is not a marked surge of
expenditure at year-end, which provides an assartrat the amounts involved are not large
or volatile.

As regards the follow-up of the action poitad feport EDP tables 2D and 3E as well as other
ESA tables by showing social security sub-sectbe UK authorities informed Eurostat that
this is not one of their short-term priorities. Thame conclusion applies to the possible
creation of a State sub-sector.

As regards th&lorth- South bodieONS explained that CSO Ireland was leading aemeaf
these bodies, but there has not been any prodgfesgever, the UK statistical authorities did
some work in order to improve grant receipt andeexjiture reporting and consequently
some of these bodies are now being included in &éd€ipts and expenditure.

The rest of the outstanding action points wereutised under different items of the agenda.
Findings and conclusions

Eurostat took note of the explanations of the fellap of the actions point4d re-estimate

the data series for trade credits in local govermtiend "to report EDP tables 2D and 3E as
well as other ESA tables by showing social secstity-sector".

Action point 5: Eurostat welcomed the work done on the North-Sbotlies andcencouraged

the UK statistical authorities to further co-opegatvith the Irish statistical authorities (CSO)
to complete it for the October 2009 EDP notificatio

3. Follow-up of the October 2008 EDP reporting — aalysis of EDP tables
Introduction

Eurostat analysed the EDP tables and the questremetated to the EDP notification tables,
as reported in the October 2008 EDP notification.

The UK statistical authorities also send a noteeaad to the EDP tables with each EDP
notification, explaining major data revisions, @ill-up of the EDP dialogue visit,
methodological treatments and providing additionaformation to the EDP related



guestionnaire. Eurostat welcomed this note asdiices the number of questions during the
EDP naotification period.

The UK statistical authorities did not provide pilexercise tables for the EDP related
guestionnaire.

EDP tables 2
Discussion and methodological analysis

EDP tables 2 are basically empty for the UK, owim@ situation where the working balances
are on an ESA95 basis and, accordingly need neagn. Thus the transition items in the
EDP tables 2A and 2C are reported as "not appkfatdxcept for swaps for central

government. Eurostat makes the amendment for UMirthe EDP table 2A (under other

adjustments and B.9).

In this respect Eurostat asked if an additionalletakhowing reconciliation of Central
government net cash balance with the resource ¢&lewuld be provided by ONS in addition
to the EDP notification tables (for the EDP tabk).20NS agreed to provide the additional
table as requested.

Findings and conclusions

Action point 6. In the context of future EDP notifications, the Wkatistical authorities

agreed to provide to Eurostat an additional tableowing reconciliation of Central

government net cash balance with the resource loalainom the October 2009 EDP
notification onwards.

EDP tables 3

Discussion and methodological analysis

Eurostat noted that a separate split of shareso#imel equityhas been regularly provided
since the last EDP dialogue visit in a note anndmdtie EDP tables. ONS informed Eurostat

that the split of shares and other equity will beluded directly in the EDP tables 3 in the
April 2009 EDP natification.

The requested split of loans still not possible. In this context Eurostatlicated that
amendments of the EDP notification tables are bngseen, which would be also discussed
in the Financial Accounts Working Group (FAWG). Themposed amendment is to allow
reporting of net transactions in short-term loans.

The issue of a rather high statistical discrepanic§.3% of GDP reported for the year 2007
was discussed. The statistical discrepancies file t8B have been revised for all the years
(2004-2007) in the October 2008 EDP notificatiomN®explained that this revision was due
to the offset of "Difference between interests aedr and paid" in "Other statistical
discrepancies".

Eurostat welcomed the revision for the years 200d62 but was concerned about the
revision in 2007 as it results in a higher statatidiscrepancy. In this respect the UK



statistical authorities informed Eurostat aboutang work on the reduction of the statistical
discrepancies. The statistical discrepancy is eepeto be included in "Ber volume
changes in financial liabilities not elsewhere aeek (K.10)". Eurostat expressed concerns
whether it was appropriate to put a statisticatr@igancy in this line.

Also a large revision of the line "Other volume rbas in financial liabilities (K.7, K.8,
K.10)" for 2006 was observed in EDP table 3D. Eurostdead that this issue was already
discussed in the previous EDP dialogue visits dmgkrved that the amounts in this line are
rather high, especially for local government. Etabslso stressed that most EU countries
report zeroes in this line.

ONS explained that there is no impact on governndefitit or debt as K.10 relates to the
intra-government loans and that new systems haea bet up to correctly calculate K10.
Eurostat recommended to check that the treatmeningifuments in foreign exchange
currency and recording of the financial interactidretween local and central government are
appropriate.

The UK statistical authorities also provided a deth breakdown of Otherccounts
receivable and payabléF.7) and explained th&ther accounts payableclude a hidden
discrepancyThe main reason is that the source expenditueeata on an accruals basis, with
no source for the equivalent cash expenditure. T is estimated, and uses the
discrepancy as a guide.

Eurostat noted high amounts of hidden discrepanc3004, while on the contrary in 2006
they amounted to zero. Eurostat enquired abouteghgons for such big variations. The UK
statistical authorities indicated that the hiddexistical discrepancy might be so high in 2004
due to the late payments. It seemed that in 208@d¢ltounts were balanced.

Findings and conclusions

Eurostat welcomed the progress in providing th& epkequity and other shares.

Eurostat invited the UK statistical authorities reflect on the revision of the statistical
discrepancy, in particular whether it would be ampiate to put statistical discrepancy in line
K.10.

Action point 7: Eurostat expressed concerns about rather high wainethe line "Other
volume changes (OCV) in financial liabilities” (K)1 In this respect, Eurostat encouraged
the UK statistical authorities to further investigathe system for the calculation of K.10
before the October 2009 EDP notification; in padli@r to check that the treatment of
instruments in foreign exchange currency and thecording of the financial interactions
between local and central government are appropriat

Questionnaire related to EDP notification

Discussion and methodological analysis

Eurostat noted that the amount of data providedhim EDP related questionnaire has
increased significantly since the last EDP dialogisé.
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The UK statistical authorities did not provide dagdback on the pilot exercise tables for the
EDP related questionnaire. However ONS indicateat there should be no additional
problems in providing data as required by the matrcise tables.

Findings and conclusions

Eurostat welcomed the progress made in complethy tebles of the EDP related
guestionnaire since the last EDP dialogue visit.

Action point 8: Eurostat invited the UK statistical authorities ¢omplete the pilot exercise
for the EDP related questionnaire in the contexthaf April 2009 EDP notification.

4. Methodological issues and recording of specifgovernment transactions
4.1 Delimitation of general government, applicatiorof 50% rule in national accounts
4.1.1. Sectorisation and follow-up since last EDRalogue visit

Introduction

The ONS has overall responsibility for national aotts sectorisation in the UK, but has
delegated decisions at a decentralised level. ONSHM Treasury have produced guidelines
to help government departments sectorise unitsifes for National Accounts purposes.

In November 2008 HM Treasury announced the creatfoa new arm's Length Company

"UK Financial Investments Limited (UKFlwith the main aim to manage government
investments on a commercial basis. The companydvmainage the government's investment
and protect the value for the taxpayer as sharehdfdr example in Northern Rock and

B&B).

In November 2008 ONS also re-examined the classiin of Financial Services
Compensation Scheme (FS@G®8Y concluded that it should be provisionally lassified to
the central government sub-sector from the findraiailiaries sub-sector.

Discussion and methodological analysis

As regards the sector classification of units, th€ statistical authorities explained that a
complete assessment of public corporations andategbvernment bodies is done by the
ONS with a systematic (automatic) checking of tAé&rule.

The UK statistical authorities also explained ttigre were three borderline cases observed
since the last EDP dialogue visit and, after araeshive examination, these were all judged
to be classified inside general government.

As regards the classification of the newly created UKFI, the UK statistical authorities
explained that it is wholly government owned. Menshé of the UKFI Board comprises
private sector members and government officialmaftdM Treasury. UKFI does not borrow.
The main concern was whether the unit ttael characteristics of a separate institutionalt. uni
The ONS had judged that is should be classifieddengeneral government sector as a
separate institutional unit.
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As to the re-classification of FSCS the UK stateiti authorities explained that the re-
classification was based on the judgement that F&©Scollectively on behalf of households
(depositors) rather than financial corporationsiks. As the fees to be paid by the banks for
participating in the scheme are compulsory, thesdraated as tax and not as sale of service,
which according to the market / non-market testideto the classification as a non-market
unit inside general government.

Eurostat pointed out that in other EU countrieshsdeposit guarantee bodies are usually
classified outside the general government sectdralso recognised that the re-classification
inside general government has been appropriatstifigd by the UK statistical authorities.

Findings and conclusions

Eurostat welcomed the progress made in the selassification since the last EDP dialogue
Visit.

Eurostat took note of the classifications of UKRHESCS.

4.1.2. Public hospitals, universities
Introduction

In 2003 ONS announced that NHS (National Healthviey Foundation Trusts are
provisionally classified as central government ksdiThe decision was based on the
judgement that government has control in the gémemrporate policy of NHS Foundations
Trusts.

The issue of universities was discussed duringctmamon meeting between Eurostat, the
ONS and the CSO (Ireland) during the last EDP diadovisit in 2007. Being non market
institutions, they are classified in the NPISH &.&ector. The conclusion then walsdt this
topic should be further discussed with the Finah&ecounts Working Party and that, for the
moment, Ireland and the UK do not need to changeldissification of universities”

Discussion and methodological analysis

The UK authorities explained that a new paymenttesy for the Foundation Hospitals is
being phased in. The new system is introducing @eysby results, which would probably
be classified as market revenue according to thédBGpecific rules. This might lead to the
re-classification of Foundation Hospitals outside ¢eneral government sector.

ONS indicated that would inform Eurostat ofyamvork that involves revisiting the
classification of these hospitals, but did nothplia revisit the classification until the new
system had been fully implemented and the nepesdarmation was available.

Eurostat encouraged the UK authorities to apply thkes of the ESA95 manual on
government deficit in debt (MGDD), notably to canfithat private hospitals actually provide
services at the same prices as Foundation Hospitals

This issue of classification of the universitiesswet discussed at the meeting as it would be
discussed in the coming Financial Accounts Workargup.
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Findings and conclusions

Eurostat took note of the explanations.

4.1.3. Pension Protection Fund (PPF)
Introduction

During the 2007 EDP dialogue visit the UK statigtiauthorities indicated that the PPF is not
classified in general government, but in the Insaeacorporations and pension funds (S.125)
sub-sector. Government sets the compulsory lelbigsjoes not contribute financially.

The key issue, when classifying this unit, was Wwhetthe PPF was judged as more like a
defined-benefit (social security) or a defined cimttion scheme. The majority of members
of the UK National Accounts classification groupted that the PPF is to be classified as a
Public Financial Corporation.

The UK statistical authorities indicated that cdnitions to the PPF were routed in national
accounts via general government, in view of theix-ltke characteristic and of their

redistributive element. Eurostat provisionally agtdo this classification, although felt that
this might suggest recognizing the entity as a govent unit.

Discussion and methodological analysis

The UK statistical authorities explained that thes¥e no changes to the operation of the PPF
since the last EDP dialogue visit.

Findings and conclusions
Eurostat will examine the documentation and provigepinion on the classification of the

PPF before the April 2009 EDP notification. It walso agreed that additional information /
documentation might be required.

4.2 Implementation of accrual principle

4.2.1 Accrual taxes and social contributions

Introduction

The UK statistical authorities use a time adjustash method although with specific features,
notably for social contributions where an econommdel is being used to estimate National

Insurance Contributions accrued data. VAT cashrmasgs are moved backwards over 3
months, resulting in a 2 months average time adljesst.

13



Discussion and methodological analysis

The UK statistical authorities explained that thesere no updates to report to the methods
used for the calculation of accrued taxes.

With the introduction of WGA, annual accrued dataduced to Generally Accepted
Accounting Principles (GAAP) will be available. ThiK statistical authorities explained that
the current method is based on monthly data andth®aalternative annual accrual will
probably not provide better information as it inxesd treatment of rebates / refunds that are
different from the National Accounts standards.

The comparisons in methodology have already beaferaa part of the process of changing
the accounting estimates (ONS was also part ofgtbap working on this issue). If they
provided better results the process for productagssical and accounting data would have
been merged, as the data for each comes from the saurce. An in-depth examination of
tax data is undertaken in monthly meetings betwkerHM Treasury, ONS and the taxation
authorities. The annual Trust Statement (revenus&)rmation forms part of these
examinations.

It was noted that the reduction of VAT rate from%#o 15 % in December 2008 might have
a small impact on the calculation of the accrualfifgures for the 2008 calendar year data.
ONS agreed to check this data and make an adjustiheacessary.

Findings and conclusions

Eurostat took note of the explanations provided agceed that the methods used for the
calculation of accrued taxes are in line with tleai@cil Regulation 2516/2000.

Action point 9: ONS agreed to check the accrual calculation of YT taxes for the
calendar year 2008 for the April 2009 EDP notificet

4.2.2. Accrued interest

Introduction

Eurostat enquired about the recording of accrutsiest.
Discussion and methodological analysis

The methodology for the calculation of central goweent accrued interest payables was
discussed. ONS confirmed that it calculates theusctinterest for central government.

The UK statistical authorities explained that tiheerest payments on British government

securities (gilts) and National Saving products acerued over time. On the contrary the

interest payments of the Treasury bills (T-bills} aot accrued across the life of the bill. The

UK statistical authorities explained that this noeths applied as the short-term securities are
typically issued with initial maturities of 1 mont® months or 6 months, and it would involve

a lot of work for little effect. The total stocK the T-bills usually does not vary much over

time and the interest rates are rather stabletower

14



Nevertheless the UK statistical authorities ackmalgked that with the introduction of the
Special Liquidity Scheme (SLS), more T-bills withaturities of 6 and 9 months are being
issued. In this context ONS agreed, if necessaryaccrue interest on Special Liquidity
Scheme bills as an exception to general practibe.UK statistical authorities also indicated
that in this case it would probably not be possifllemplement a Security by security
approach and that estimations would be used (basederage maturity and average interest
rate). Eurostat confirmed that such approach nbgha good proxy and it was also being used
in other EU countries.

Findings and conclusions

Action point 10: It was agreed that it might be necessary to moweatds accrual
adjustment for T-bills, if more T-bills with mattkeis of 6 - 9 months are recorded. In this
context ONS would, if necessary, accrue interesBpecial Liquidity Scheme (SLS) bills as
an exception to general practice

4.3. Recording of specific government transactions
4.3.1. Financial turmoil: actual cases and accoumtg consequences for government

Introduction

In the UK were observed several cases of governmtaentions into financial institutions,
in the context of the financial turmoil, i.e. sdecisupport operations to individual bank as
well as general support operations (financial supgpcthemes).

Specific support operations:

- Northern Rock

Bradford and Bingley

Icelandic banks: Heritable, Kaupthing, Singer &f@iander and Landsbanki
London Scottish bank

General schemes

- Special Liquidity Scheme

- Discount window facility

- Credit guarantee scheme

- Loans

- Recapitalisation scheme (Royal Bank of Scotland§RRBloyds TSB and HBOS)

Some of the above mentioned cases, in particuarSirecial Liquidity Scheme were also
discussed at the CMFB Task Force on accountingecpesices for government of the
financial turmoil.

Discussion and methodological analysis

The UK statistical authorities presented the spedbipport operations of government to

individual banks due to the financial crisis alomigh proposed treatments. General schemes
were also briefly presented.
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The Northern Rock (NRrase was already discussed within the Eurostak Fasce on
accounting consequences for government of the dinhturmoil and bilaterally between the
UK statistical authorities and Eurostat. In OctoB808 Eurostat took the provisional view
that a part of the Bank of England lending to Hert Rock should have government as the
principal party of the transaction in the natioaetounts framework as of October 2007. Thus
in the October 2008 EDP notification Eurostat pueservation on the UK data to this issue
with the indication that it has to be clarified twe April 2009 EDP notification.

ONS explained that they are still collecting monéormation from HM Treasury and the
Bank of England in order to clarify whether parttbé Bank of England loan to NR in the
context of a rescue operation in October 2007 shbelre-routed via government.

The cases of Bradford & Bingley, Heritable, Kaupthi Singer & Friedlander, Landsbanki,
London Scottish bank, Royal Bank of Scotland (RBBBOs and Lloyds TSB were
discussed. The proposed treatment by the ONS setonleel appropriate at first sight, but
would have to be confirmed by Eurostat after itsislen on the issues raised in the context of
the CMFB Task Force on accounting consequencegfe@rnment of the financial turmoil.

The government intervention in the case Bfadford & Bingley would increase the
government deficit by £4.6 billion and governmeebdby £18 billion in 2008.

Heritable and Kaupthing, Singer & Friedlanderere UK banks, subsidiaries of the Icelandic
banks, with no contributions from the Icelandic estie. There is no impact on the

government deficit from the transactions in boteesa Government debt in 2008 would rise
by £0.5 billion in the case of Heritable and by=ERBillion in the case of Kaupthing, Singer &

Friedlander.

Landsbankiwas a branch of the Icelandic bank in London arns different from the above
mentioned Icelandic cases as the Icelandic scheasealgo contributing to the protection of
the depositors. As there was a debate whethemidel@uld honour its commitments, the UK
government compensated the depositors. Accordihgl YUK government has a claim on the
Icelandic Scheme (government) of £2.2 billion.Héticelandic government would not pay
back to the UK government, this would be recorde aebt cancelation with a full impact
on government deficit. In 2008 there is no impact government deficit from the
transactions undertaken and the government debdthviimerease by £4.4 billion.

London Scottish Bankvas declared in default in December 2008. The U#tistical
authorities confirmed that the treatment would npysbably be the simplified version of the
Landsbanki case and indicated that the amountsecoed were rather small.

Royal Bank of Scotland (RBS), HBOS and Lloyds TSHtigipated in the recapitalisation
scheme offered by the UK government, i.e. facfiiiyequity injection in preference shares or
indemnity of ordinary share issues.

RBSraised £20 billion, of which £5 billion in preferee shares and a rights offer of £15
billion of ordinary shares at fixed price. The matrbrice at close of the offer was below the
offer price and government therefore purchased stinal the shares. The UK statistical

authorities explained that the share sales weraded at market price (the price at the close
of the offer) with a capital transfer recorded foe difference between the market price and
the price paid by government (£3 billion).
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The UK statistical authorities indicated thadyds TSB and HBO®ould be merged shortly
and that the same recording for the preferenceeshad underwriting impact would be
applied as in the case of RBS. Eurostat agreedgiomally to the proposed recording.

The Special Liquidity Scheme (Sik&)s also discussed. The opinion of the Bank of &al
(BoE) was that nothing at all should be recordethsaccounts of government. The opinion
of Eurostat was, on the contrary, that the seegrissued should be recorded as government
debt. ONS was of opinion that SLS is not a stashdacurity lending operation, but did not
have yet a formal position on the recording. Thé8EBUpported the opinion of the BoE.

However it was acknowledged that this issue wasadly discussed at the CMFB Task Force
on accounting consequences for government of tamdial turmoil and would be the subject
of a CMFB consultation. The UK statistical authest also indicated that it might be
appropriate that SLS would be the subject of arse@a& MFB consultation.

The Bank of England's Discount Window Facilitggs also examined. It provides liquidity to
the banks by allowing them to exchange less liggisets for government securities. It seems
to be similar to the SLS, but the maturity datedachange the assets is lower, i.e. 30 Hays
and there is no government indemnitywas recognised that the CMFB consultation on SLS
may provide a guide for the statistical treatmdrnhe Discount Window facility scheme.

Findings and conclusions

Eurostat acknowledged the transparency of the UHissital authorities in providing to
Eurostat all relevant information on the specificl @eneral support operations of government
to financial institutions in the context of thedmcial turmoil.

Action point 11: As regards the case of Northern Rock the issueinsnmgpen and Eurostat
took note thaODNS is collecting more information from HM Treasand Bank of England in
order to clarify whether a part of the Bank of Eagdll loan to NR should be rerouted via
government. The additional information is intendedoe provided in advance of finalising
the April 2009 EDP naotification in March 2009

Eurostat agreed that the proposed treatment by @N#e cases of Bradford & Bingley,
Heritable, Kaupthing, Singer & Friedlander, Land#balondon Scottish bank and Lloyds
seemed to be appropriate.

It was acknowledged that the CMFB consultation ttoe Special Liquidity Scheme may
provide a guide for the statistical treatment aftaer general scheme of the Bank of England,
the Discount Window facility. Eurostat would examiwhether it would be feasible to have a
specific CMFB consultation for the SLS.

% On 19 January 2009, the UK government announsstand major financial package, also including the
increase from 30 days to 1-year.
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4.3.2. EU flows
Introduction

This issue was discussed during the last EDP dialegsit, where Eurostat concluded that the
Eurostat rules concerning the recording of the Btil§ are not being fully applied by the UK
statistical authorities, although presumably fdatreely small amounts.

The UK statistical authorities indicated a problemidentifying all transfers from the EU

structural funds, especially in the case when guwent is the final recipient. Consequently,
some EU flows are only recorded as government ekper, increasing the government
deficit.

Discussion and methodological analysis

Eurostat expressed concerns that no progress basneede on the treatment of EU funds, i.e.
the identification of the final recipients of EUwsttural funds.

ONS explained that attempts were made in ordenfwove the data source, which failed due
to a lack of information, although there are plamseturn to this as the initial investigation
revealed that the information should exist. Theliappon form does not include information
on the final beneficiary of the EU Structural furadsd thus another source would have to be
used (or maybe somperoxies) It would be necessary that HM Treasury would ab&o
engaged in the process of identification of thalfrecipients.

Findings and conclusions

Eurostat acknowledged that attempts were madedb@ S to improve the data sources.
Action point 12: Eurostat encouraged HM Treasury to cooperate wiNSQo solve the issue
of the identification of the final recipient of Estructural funds before the October 2009 EDP
notification

Eurostat concluded that the Eurostat rules conegrtiie recording of the EU funds are still

not being fully applied by the UK authorities anmhsequently the government deficit might
still be systematically overstated.

4.3.3. Military equipment expenditures

Introduction

The issue was discussed during the last EDP dialogit, where Eurostat concluded that at
first sight, the Eurostat Decision was being brgadispected. However, the issue of the
equipment built over many years should be furtheestigated.

Discussion and methodological analysis

The UK statistical authorities explained that datamilitary equipment built over many years

could be obtained neither from the Ministry of Defe nor from the National Audit Office.
ONS indicated that it would be more appropriateidentify larger military projects and
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acquire all necessary information on them. Euroataeed and stressed the importance of
receiving this information and highlighted the imjamce of the co-operation between ONS
and HM Treasury when obtaining necessary data thenMinistry of Defence.

Eurostat referred to a similar case from another &duntry. The Ministry of Defence
provided only data without any description of thejects in order not to reveal any
information that was considered a secret. For phugpose aone-of questionnairavas
designed in order to receive the information fa Brgest military projects, which should in
the end lead to a regular data reporting. Eurastitated that it could help the UK statistical
authorities with the preparation of such a quesiiome.

Findings and conclusions

Action point 13: The UK statistical authorities agreed to the comnagproach and to the
possibility of introducing one-off questionnaire ander to receive the information for the
largest military projects before the October 2@DBP notification

4.3.4. Public Private Partnerships
Introduction

The issue was discussed during the last EDP dialegit. Eurostat raised some doubts on
compliance with the rules and identified a possimeblem regarding the treatment of the
construction risk. Another possible problem migattbhe recording of work in progress (when
the PPP asset is considered a government as$k® partner accounts instead of recording it
as government expenditure, pending actual delivery.

Discussion and methodological analysis

ONS informed Eurostat that three appropriate |&B®& contracts, covering a variety of asset
types, government departments and accounting tezdfiwere selected.

The legal documents underlying these deals withieysed, along with a generic example of
a standard deal and reporting arrangements, adaursstat's PPP rules. However analysis
had not yet started.

Eurostat asked to receive these individual corgramt at least the most relevant parts of the
contracts, such as balance of risks between partgearantees, termination clauses, etc. ONS
agreed to provide the most relevant parts of tim¢raots together with the analysis.

The UK statistical authorities also informed Euabsabout the changes of the UK's PPP
public accounting standards due to the implemeantattf new commercial accounting
standards (IFRS), most likely by the end of 20MOwas also indicated that this may result
that more projects would be recorded on the balaheet of government; perhaps more than
it would follow from the Eurostat rules.
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Findings and conclusions

Eurostat concluded that the issue regarding PP&tdieg still remains open and that is not
possible to confirm that the accounting guidelinéshe UK authorities are in line with the
Eurostat rules.

Action point 14: ONS agreed to analyse three PPP projects and peotte analysis to
Eurostat. It was also agreed that the most releyaarts of the PPP contracts will be sent to
Eurostat before the October 2009 EDP notification

Eurostat will closely examine the documentation aray require additional information.

4.3.5. Nuclear plants decommissioning
Introduction

The financial aspects of the decommissioning ofrithelear sites in the UK and their impact
on government finance was discussed in 2007 EDPglia visit. The UK statistical
authorities confirmed that it was mainly Britishdétgy (classified outside general government
but in the public sector) who contributes annuédiythe financing of the Nuclear Liabilities
Fund (NLF).

Discussion and methodological analysis

The UK statistical authorities indicated that therere several changes since the last EDP
dialogue visit and agreed to provide a short conenote describing latest developments.

BNFL (British Nuclear Fuels) is in the process eirlg sold off and shut down. The loss-
making parts are generally being shut down or mdwegkneral government. British Energy
is again not profitable and some equity has be&h so

In order to better understand the historical asgpettthe nuclear decommissioning ONS
agreed to provide to Eurostat an existing pap&tional Accounts Sector classification of
British Energy"

Findings and conclusions

Action point 15: As regards nuclear plants decommissioning, the té#tistical authorities

agreed to provide to Eurostat the existing notetlois subject with a short covering note
describing the latest development in this areafigefioe April 2009 EDP notification.
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4.3.6. Capital injections in public corporations, dvidends, privatization

Introduction

Eurostat enquired about the capital injectionheaWkK.

Discussion and methodological analysis

In terms of capital injections there are very feeflecting the small size of the UK public
corporations sector after an era of privatisatitartsig in the 1980s. The UK statistical
authorities indicated that this may change withfthencial crisis leading to nationalisation of

banks and a recapitalisation programme in late 2008

There are very few dividends, either conventiomasuper-dividends. The Bank of England
has an agreement to distribute a fixed percenthgeobts, which is a conventional dividend.

Findings and conclusions

Eurostat took note of the explanations and alsechtitat the quality of data in the Table Va
of the EDP related questionnaire has been impreiext the last EDP dialogue visit.

4.3.7. UMTS

Introduction

The UK EDP notification tables transmitted to Ewab$rave not been following the Eurostat
decision on the accounting treatment of the UMT&eeds since its announcement in 2000
(see News Release No 81/2000, 14 July 2000).

During the 2007 EDP dialogue visit the UK authestiagreed to provide their arguments on
UMTS in writing and, if deemed useful, a requestdae-examination of the issue

Discussion and methodological analysis
The UK statistical authorities explained that thpasition has not changed and are still
planning to request a re-examination of the treatr&UMTS proceeds. It has been delayed

by other high priority tasks.

The UK statistical authorities also questioned Wwheit would be more appropriate to wait
for the revision of ESA (European system of accsunt

Findings and conclusions
There were no changes from the conclusions of & ZDP dialogue visit. Eurostat recalled
that Council regulation (EC) No 2103/2005 explicitbrovided Eurostat with specific

interpretative competences and required consistehtlye statistical data in the government
sector (ESA1995 transmission programme).
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4.3.8. Others: Guarantees, Debt assumptions, detdmcellations and debt write-offs,
Sale and leaseback operations, securitisation, SwgpCarbon trading rights, Payments
for the use of roads

Introduction

Eurostat enquired about the latest developmentiseirabove mentioned specific government
transactions.

Discussion and methodological analysis

The UK statistical authorities confirmed that thateroffs for Paris Club by Export Credits

Guarantee Department - ECGD (classified outsideeiggéngovernment) are rerouted via
government as a capital transfer with an impacthengovernment deficit, as agreed during
the last EDP dialogue visit.

Concerning the cancellation of swaps, Eurostatchtitat Bank of England does cancel swaps
of negligible amounts, which are not being spreadrdime in national accounts. It was
agreed that if these amounts would become nongiblgj the Eurostat guidance on swap
cancellation would be followed.

The UK statistical authorities informed Eurostaattithe UK government had started with
Europe’s first carbon allowance auction in Phas€2008 — 2012) of the EU Emissions
Trading Scheme, which would be reflected in theilApO09 EDP notification. Eurostat
indicated that the methodology of recording of emois permits would be discussed at the
Financial Accounts Working Group.

Findings and conclusions
Eurostat took note of this information.

Concerning the cancellation of swaps it was agtbat if the amounts would become non-
negligible, the Eurostat guidance on swap caneaafiatould be followed.

5. Other issues
5.1. ESA95 Transmission Programme (tables 2, 6,9, 11, 25, 27 and 28)

Eurostat congratulated the UK authorities for timpriovements achieved in the consistency
between EDP and ESA tables.

6. Any other business

Eurostat noted that, despite progress achievedme sssues, a number of action points from
the last EDP visit had not been completed, or heehbonly partially completed. Eurostat

underlined the importance of following up agreeticacpoints, and expressed a concern that
the forthcoming relocation of ONS work dealing wyhblic finance issues might present a
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risk to the completion of the agreed action poiisvertheless, Eurostat explaifietat the
allocation of national statistical resources isattar for national authorities.

The UK authorities explained that it is ONS politwy relocate all statistical work out of

London. While it's likely that the relocation oNS work would present a risk to the follow-

up of action points, methodological work and delywef data, largely because none of the
experienced staff will be relocating, all possibteps would be taken to minimise this risk.
ONS will be approaching Eurostat to discuss thesiptes provision of training. The delivery

of data required under European legislation woudd drioritised above methodological

developments

* The UK statistical authorities proposed to chategelained" to "accepted".

® The UK statistical authorities proposed to repleuie paragraph with the following
sentence: "The UK statistical authorities noted thaas ONS policy to relocate all statistical
work out of London. ONS would meet its Europearngaiions".
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