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Executive summary
An EDP dialogue visit to Lithuania took place od®<June 2008.

Eurostat carried out this EDP dialogue visit witke taim to analyse the April 2008 EDP
notification, to review the sectorisation of somats, to ensure that the provisions from the
ESA95 Manual on government deficit and debt (MGEDY the recent Eurostat decisions are
implemented and that specific government transastiare appropriately recorded in the
Lithuanian EDP notifications and national accounts.

First, Eurostat enquired about the institutionahagements and division of responsibilities with
respect to the reporting of data under EDP. EDResabre officially reported to Eurostat by
Statistics Lithuania (SL). The Ministry of Finan@oF) compiles EDP tables 2A-D (actual as
well as forecast data), SL compiles EDP tables I8 Tentral bank (LB) does not directly
participate in the EDP compilation process; it jideg data on financial transactions and stocks.
Eurostat took note of the current organisation emcburaged further cooperation betwen SL, the
MoF and the LB.

Second, the data sources for the main sub-secters discussed. Eurostat took note of the
relatively good level of source data availability Liithuania, particularly for the first estimate.
Efforts could be made on balance sheet informagioth on more detailed and comprehensive
information on hospitals.

Concerning the EDP tables, Eurostat invited Slnthcate the nature of the working balance in
EDP tables 2A-D. The adjustments in EDP table 2A"fother accounts receivable/payable
were discussed. Eurostat noted that the adjustni@ntsU flows are booked in EDP Table 2A
mainly under other accounts payable and considbegcamounts of receivables/payables should
be more correctly identified as such in EDP tal#le 2

As regards the adjustment for sector delimitatiéumostat noted that the current system does not
identify if an individual hospital has a profit doss, for both central and local government
hospitals. The adjustments for hospitals were eported in EDP table 2A and 2C. Eurostat took
note that Statistics Lithuania will investigatesthssue and report the results to Eurostat. The
source data used for compilation of EDP tables 3 w&scussed. Eurostat recommended
Statistics Lithuania to consider, for EDP tableu8Sing source data of government units instead
of money and banking statistics, unless there arg &ppropriate and documented reasons for
not doing so.

Concerning the classification of units, Eurostatatoded that the Statistical Business Register
list, used for the EDP reporting, is not systenadlfyc updated and invited the Lithuanian
authorities to do so. Particular attention was give the sectorisation of some units: public
infrastructure companies: railways, road companiemsportation companies, public utility
companies, as well as public hospitals, public T™l &Radio. Eurostat took note of the
classification of the railway compa®B Lietuvos gelezinkeliautside general government and
the classification of Public TV and Radio as wedl Hospitals inside general government.
Eurostat suggested that all public units must beesed to see if they should be classified inside
the general government sector or not. In particulae public transportation companies and
public utility companies are to be checked agathst 50 percent rule. 11 units, motorway



construction companies, should likely be reclasdifinside general government. The sector
classification of agencies that are establisheohinystries is to be checked.

Regarding the recording of accrued interest, Eatdsbk note that the recommendations for the
recording of discounts and premiums and of “coupsmid” are followed for foreign currency
bonds. The Lithuanian statistical authorities stloaheck the recording of discounts and
premiums on Litas bonds and reconcile the data.

Eurostat raised a question about the funds for rdegssioning of the Ignalina nuclear power
plant. The Lithuanian statistical authorities witivestigate the issue and provide a note to
Eurostat.

Eurostat took note of the explanations providedaréigg the treatment of guarantees. Eurostat
acknowledged a very good level of information on ftdds, allowing to correctly record the
flows, and that Eurostat rules in this respectaarorrect deficit (B.9) measurement were fully
followed. Eurostat concluded that further effonte aeeded for regular monitoring of dividends
paid to government by public corporations. Furih@rmation on the alleged quasi-corporations
and clarification of the treatment of capital ifjen into railways will be provided by SL. The
non-existence of securitisation, sale and leask bperations and PPPs was noted.

The meeting was constructive and Eurostat appeztidhe explanations provided by the
Lithuanian authorities during the dialogue visitldhe documentation provided prior to the visit.
Eurostat also thanked the Lithuanian authorities foe comprehensive accompanying
explanations to the EDP notifications, which aratssith each reporting, and encouraged to
continue this good practice in future.



Final findings

Introduction

In accordance with article 8d of Council Regulat{&C) No 2103/2005 of 12 December 2005,
amending Council Regulation (EC) No 3605/93 as ndgadhe quality of statistical data
in the context of the excessive deficit procediarostat carried out an EDP dialogue visit
in Lithuania on 9-10 June 2008.

The delegation of Eurostat was headed by Mr. Luseoh, Head of Unit C.3 Public Finance.
The Directorate General for Economic and Finangiffiairs (DG ECFIN) and the European
Central Bank (ECB) also patrticipated in the meetiagbservers.

The Lithuanian authorities were represented byis$ieg Lithuania (SL), the Ministry of Finance
(MoF) and the National Central Bank (LB).

Eurostat carried out this EDP dialogue visit witie taim to assess the existing statistical
capacity, to review the division of responsibiktieoncerning the compilation of EDP statistics
and government accounts, to discuss the qualityexhdustiveness of primary data sources, to
clarify the issues relating to EDP tables raisethacontext of previous notifications, to review
the progress achieved in implementing ESA 1995 autlogy (sectorisation of units, accrual
principles), to assure that the provisions from B®A 1995 Manual on Debt and Deficit and
recent Eurostat decisions are duly implemented, thatlspecific government transactions are
properly recorded in the Lithuanian EDP tables a&ibnal accounts.

In relation to procedural arrangements, Eurostpltaéxed the new procedure, in accordance with
article 8 of Regulation 3605/1993 as amended, aiotig that theMain conclusions and action
points would be sent within days to the Lithuanian stetéd authorities, who may provide
comments. Within weeks, therovisional findingswould be sent to the Lithuanian statistical
authorities in draft form for their review. Afted@stmentsFinal Findingswill be sent to the
Economic and Financial Committee (EFC) and pubtishre the website of Eurostat.

1. Statistical capacity issues

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

Introduction

EDP tables are officially reported to Eurostat dy. $he MoF compiles EDP tables 2A-D
(actual as well as forecast data), SL compiles BBifles 3. Statistics Lithuania is also
responsible for the compilation of ESA 1995 tablése Central Bank does not directly
participate in the EDP compilation process; it jjdeg data on financial transactions and stocks.



Discussion and methodological analysis

Eurostat recalled the insufficient national intetitutional cooperation observed during the 2005
and 2006 EDP missions, and enquired on progresgwvach since, with respect to formal
arrangements as well as to existing practices.

It was recalled that the Government Resolution N@, Awhich gives the responsibility of

government deficit and debt statistics compilattonSL, has been in force since 2002. In
December 2007 &chedule for the provision of statistical infornoation the general government
deficit and debtwas approved by a joint order of the Minister ahdhce and the Director

General of Statistics Lithuania. This Schedule idies the institution producing statistics
(division or department) and the institution reasjv statistical information (division) and

defines, as well, the deadlines for the submissibrparticular statistical information. The

Lithuanian authorities explained that this Schedsi#e factoa formalisation of the cooperation
arrangements already in place and is meant to ¢gieawiore transparency to the system.

In addition to the aforementioned formal arrangetsietihe statistical authorities work in close
cooperation in the context of a few establishedkmgr groups as well as in less formal working
teams. Although there is no separate working grépEDP and GFS matters as such,
methodological issues may be raised in an Intetutstnal National Accounts Expert group
(INAE), chaired by SL, comprising representativesnf SL, the MoF, LB, the Ministry of
Economy (MoE) and some others. This INAE providetvige directed to SL or LB.
Sectorisation questions are discussed within ao8sation technical group, chaired by the head
of the Business Register Unit of SL, although & hat met for a while. Issues of a more general
nature are discussed within a Methodological commimimscomposed of SL staff.

Findings and conclusions

1. Eurostat took note of the current organisation iniy Statistics Lithuania, the Ministry
of Finance and the Central Bank and encouraged figiher cooperation.

1.2. EDP Inventory and data sources
Introduction

The data sources used for the main sub-sectorglessribed in the EDP inventory, were
discussed.

Discussion

Eurostat noted that the Lithuani&DP consolidated Inventory of sources and methods
updated by SL before publication on Eurostat's \agbp SL confirmed that the EDP inventory
has been published nationally (both in English iandthuanian). Some inconsistencies between
the descriptions in the EDP inventory and the dat&DP tables or other information were
pointed out under various points of the agenda.



Central government

Central government consists of 1212 entities cogethe State budget (comprising budgetary
units, among others also universities and non pnastitutions) and other central government
bodies: hospitals, 6 extra-budgetary funds (Ther&hae Fund, the 1990 Blockade fund, the
Savings Restitution Account, The Privatisation FKufthe Fund for Decommissioning of
Ignalina Nuclear Power Station and Reserve (S&atibn) Fund), as well as Turto bankas and
Turto fondas.

All budgetary units provide statements on theirendture to the MoF, on a quarterly basis
(annual data available end February) and aggregatedial data by central government
transmitted to SL (available end March), on botshcand "actual” basis. On a monthly basis, the
MoF also has information on expenditure on a "ti@ridasis (appropriations transferred to the
appropriation managers) from the treasury accodrfisre are no balance sheets or profit and
loss accounts, just budgetary reporting unit byt amid cash flows statements for budgetary
operations and for the so-called "borrowed funasvéring borrowing as well as off-budget
transactions). Since 2005, the detailed databasxjpenditure covering all transactions grouped
by each appropriation manager (about 250) is trétesmto SL Accounting Division, which
conducts an aggregation. This aggregation, compiadewith some units, is subsequently
verified by the MoF. SL National Account Divisiorses only aggregated information. For
revenue, SL receives reports on a cash basis fnenMbF. Information on financial leasing is
collected on amad hocbasis by a MoF survey.

The information on the extra-budgetary funds isilalbée at the MoF, while Turto bankas and
Turto fondas provide their financial statementseclly to SL. Information on hospitals is
gathered through a survey, which covers all estitieth at central and at local level, though they
comprise only data on expenditure used for the @msitipn of expenditure.

The description provided on the page 6 of the BEMentory on the data used will be clarified by
the Lithuanian statistical authorities, as the vimgd'actual expense on commitment basss
unclear.

Local government

Municipalities report their revenue and expenditiréhe MoF on a quarterly and annual basis,
by end February. Municipal data is on a cash basis.

Eurostat enquired about th8tatistical surveys for extra-budgetary furrdentioned in the EDP
inventory. The Lithuanian statistical authoritiegpkined that since 2005 there have been no
extra-budgetary funds.

In addition, Eurostat enquired about the data ssuon GFCF. The MoF informed that for EDP

tables 2 the information on GFCF is gathered frajgregated budgetary data, Turto bankas
reports and reports on borrowed funds. SL condaisigr'vey on GFCF on a quarterly and annual
basis. For ESA table 2 the budgetary informatioprigileged, and the survey is used for cross-
checking the budgetary information as well as fatiaming breakdown information.



Findings and conclusions

2. Eurostat took note of the explanations provided ahthe relatively good level of source
data availability in Lithuania, particularly for #afirst estimate. Efforts could be made on
balance sheet information and on more detailed anthprehensive information on
hospitals.

3. Eurostat invited SL to correct a typo in the EDRdntory concerning extra-budgetary
funds of local government, as well as to changecthdusing wording "actual expense
on commitment base" on p.6 of the EDP inveritory

2. Actual data — EDP reporting

2.1. Examination of the EDP tables: April 2008 nofication

Introduction

Eurostat thanked the Lithuanian statistical auttesrifor sending the EDP notification table and
the questionnaire related to the notification talda 28 March 2008, ahead of the legal deadline,
following a request by Eurostat for Member Statesld so in spring 2008 when possible — in
consideration of a pressing user request. Detagbgulanations of revisions were provided,
together with the notification tables. The Lithuami statistical authorities also provided
additional information in an Annex (excel) to thequest for clarification, requested on a
voluntary basis.

During the meeting, the EDP notification tablesrirthe April 2008 notification were analysed.
EDP table 2A

Discussion
The working balance

The working balance in Table 2A reflects the executof the State budget as voted by
Parliament and as audited by the State Controt@ffihe measurement of B.9 is based on a top
down calculation using EDP table 2A. The B.9 dativem detailed expenditure and revenue
using ESA table 2 is calculated by Statistics Lathia. The two institutions, the MoF and SL, are
using the same source data, thus the results ysdallnot differ significantly. In case of
marginal discrepancy, SL attributes it to otherrenr transfers D.7 (for the year 2007 the
difference was about 3 million Litas).

Eurostat took note that the working balance in EfaBle 2A is cash-based and suggested to
indicate this in EDP table 2A.

Other adjustments

The item 0ff budget revenue and expenditure (borrowed fuemunts)'was discussed in
more detail. The Lithuanian statistical authoriteplained that this adjustment line shows

! An updated=DP consolidated Inventory of sources and methweals provided on 29 September 2008.



government revenue and expenditure from borrowednfiial resources, which are not in
budget, i.e. not reflected in the working balantlee biggest part of this expenditure comprises
direct payments to farmers. In addition to borrowedds, other sources (marginal part) of
revenues are repayments on guarantees and repayofidatd loans managed by Turto bankas.

Other accounts receivable/payable

Eurostat noted that the Lithuanian Statistical axities provide a detailed split of other accounts
receivable/payable in EDP table 2A.

Eurostat suggested that an adjustment feal"estate restitutions to HH through financial
compensatioh currently reported under the itenother financial transactiorisbe moved for
presentational reasons to the itesther accounts payabléF.7-Table 2A).

(Adjustments for EU flows were discussed under i&1. below).

Adjustments for sector delimitation

The adjustment for extra-budgetary funds as well@aso bankas and Turto fondas are reported
under the item et borrowing or net lending of other central gaverent bodiés The
Lithuanian statistical authorities confirmed thatvgrnment non profit institutions (NPI) and
universities are included in the budget (that Inirt operations are included in the working
balance of the EDP table 2A).

As regards hospitals, the Lithuanian statisticathauties consider them, being non profit
institutions, as having by definition zero deficifsus with no need for adjustment in table 2A. In
case a hospital exceeds the funding assigned freaithiHinsurance fund, some subsidies from
government are to be paid. Only aggregated infaomatrom the survey on hospitals on
expenditure is available at SL. SL does not havermee or balance sheet information. Eurostat
recalled that a non profit institution status does preclude having profits. Statistics Lithuania
explained that the situation is similar for the pitas classified in the local government sector.

Findings and conclusions

4. The Lithuanian statistical authorities in the foctiming notification will report the
amounts pertaining to "real estate restitutionsHbl through financial compensation”
under the item "other accounts payable” F.7 in ED&ble 2A instead of the current
recording under "financial transactions consideiiadhe working balancé"

5. Eurostat took note that the current system doesahotv to see if an individual hospital
has profit or loss, for both central and local gavaent hospitals. Statistics Lithuania
will investigate this issue and report the resutisEurostat. Appropriate adjustments in
EDP Tables 2A and 2C will eventually be introduded the October 2008 EDP
notification by the Lithuanian statistical authaoeis, who will also check whether
hospitals accumulate debt.

2 |ssue solved before October 2008 notification.



EDP table 2C
Discussion

Eurostat took note that the working balance in BBBle 2C is cash-based and suggested to
indicate this in EDP table 2C.

Eurostat took note that an adjustment fdifféerence between interest paid and accrusdiot
implemented, as appropriate information on loan$oo&l government is not available at the
MoF. The MoF noted that municipal loans amountliowt 5% of all government debt, thus an
adjustment would not have a significant impact.dstat recommended making an estimation of
the accrued interest to date, as data on stoattshifand interest paid are available.

The Lithuanian statistical authorities explainedttimunicipalities receive transfers from the
central budget. As a general practice there aralifierences between the data reported by
municipalities and the data available at the Tregsmhich are systematically compared.

There are no adjustments on receivables/payabEBkhtable 2C.
Findings and conclusions

6. Eurostat recommended the Lithuanian statisticahatities to estimate accrued interest
on loans of local government in the absence of@®data.

EDP table 2D
Discussion

Eurostat enquired about the nature of the workialgrixe. The Lithuanian statistical authorities
explained that the Health insurance fund and Enmpéyt fund, although having accounts on a
cash basis, are able to provide to the MoF datanoaccrual basis. Thus the working balance in
EDP table 2D is accrual based.

Conclusion
Eurostat took note of these explanations.

EDP Table 3B
Discussion

The issue of a big discrepancy of 0.5% of GDP regbfor the year 2004 was discussed. The
Lithuanian statistical authorities committed to ued the discrepancy for 2004 for the October
2008 notification.

SL explained that for EDP tables 3A-E informatiooni banking statistics is used. The MoF
pointed out that direct information originating fmogovernment units on the financial side is
available and is used in the fiscal reporting ® itMF (i.e. IMF GFS). Eurostat pointed out that
it would be more appropriate if the same data weperted to Eurostat and the IMF, and invited
the MoF and SL to cooperate towards this objectinarostat advised privileging the use of



direct general government source data when thest.drformation from banking statistics is to
be used in the absence of direct source data iatowm or in case there are good and well
documented reasons to deviate from government salata. And in this case, the difference
with money and banking would be allocated in tHewant items of the financial accounts where
appropriate, and should generally not lead to estim discrepancies. Counterpart information
would also generally be useful for quality checks.

Findings and conclusions

7. Eurostat recommended Statistics Lithuania to carsifbr the EDP table 3, using source
data of government units instead of money and bgn&iatistics, unless there would be
very appropriate and documented reasons for nongla@go. And in this case, any
difference should generally not enter the discreyabut should be allocated where
appropriate in the financial accourits

3. Methodological issues and recording of specifgovernment transactions

3.1. Delimitation of general government sector: chksification of institutional units
according to ESA95 — application of 50% rule in nabnal accounts

Introduction
Eurostat enquired about the institutional arrangemas well as procedures of methodological
decisions on sector classification of units. Thet@eclassification of individual units/groups of

units, such as public infrastructure companies,lipuiospitals, public TV and Radio were
discussed during the meeting.

Sectorisation practises

Discussion

SL is responsible for the delimitation of Generabv&nment. The SL unit managing the
Statistical Business Register follows in principhee methodology set in the ESA 95 MGDD.
Although the Statistical Business Register is nabligly available, it is used by government
institutions. The same unit list of Statistical Biess Register is used for the EDP reporting.

Some complex borderline cases can be discusseth hi Inter-institutional working group on
sectorisation involving the experts from SL, MoFB,Lthe Tax inspectorate and the MoE.
Although it seems that the basic elements for ggreectorisation of units are in place in
Lithuania, nevertheless, no systematic approacctigally followed. There have been no new
reclassifications since 2005 (when the reclassiboaof hospitals as well as Turto bankas and
Turto fondas inside government took place). Thédanian statistical authorities explained that
this unsatisfactory circumstance is due to praktitticulties rather than to policy reasons,
including insufficient human resources at SL (amel lack of capacity due to the increased work
load in relation to changes in NACE classification)

% Issue solved before October 2008 notification

10



SL named some cases as pending for reclassificatt@d companies and certain agencies
established by Ministries. These agencies, estaalidy Ministries, although being separate
legal entities and having separate accounts, peosa&tvices exclusively to their sponsoring
Ministries. SL is considering incorporating theggercies with the units that control them. The
issue of sectorisation of public transportation pamies and utility companies is discussed
further under item 3.1.1.

Findings and conclusions

8. Eurostat expressed concern that the current Siedisbusiness register list is not
systematically updated and invited the Lithuaniatharities to do so.

Sector classification of individual institutional units

Discussion
3.1.1. Public infrastructure companies

Railways
AB “Lietuvos gelezinkeliai” is the only railway cqumany in Lithuania. It was not yet split into

passenger carriers, cargo operators and infrasteiatompany. The Lithuanian statistical
authorities were not aware of concrete plans fottisyg the railway company, but indicated that
there had been such intentions in the past. ABttives gelezinkeliai” is a joint stock company
established by the Ministry of transport and comiation and is currently classified in the sub-
sector S.11011 public non-financial corporationss stated by the Lithuanian statistical
authorities, AB “Lietuvos gelezinkeliai” recordedofits in 2006 and 2007. The Lithuanian
statistical authorities explained that the restithe 50% test indicates that the railway company
is a market producer.

Road companies

The issue of the sector classification of road canmgs had been discussed during the previous
EDP missions in 2005 and 2006. There are 11 roatpanies that are divided by region. Their
main activity is to maintain motorways and roads.

In Lithuania, there are no vignettes or toll roallsere only exists the so called Eurovignette, as
foreseen in thédirective 1999/62/EC on the charging of heavy gowdkicles for the use of
certain infrastructures Road construction/maintenance is financed from $hate budget.
Currently the roads are, in national accounts, len ialance sheets of these 11 companies,
although the investments are recorded in the ad¢sooh government (leading to artificial
reconciliation entries in other changes in volumeBje Lithuanian statistical authorities
explained that from September 2008 they plan ttasedy road assets on the balance sheet of
the State starting from the year 2000. Consumptibrihe fixed capital for roads will be
calculated for the October 2008 notification (lewpio an increase in GDP of close to 1%).

Eurostat noted that a classification of such uwitdside government is debatable, as the
companies may be seen as government units and rageou SL to reconsider their
classification.

11



The financial statements for the road companie®wet available prior and during the dialogue
visit. Reference was made to the information pregids a follow up of 2006 mission showing
that road companies generally had positive B.9. Thbuanian statistical authorities will
provide to Eurostat information on the B.9 of raadnpanies for the period 2004-2007.

Transportation companies

Public transportation companies are owned by mpaiities and are currently classified in the
sub-sector S.11011 public non-financial corporatiddlL informed that for the year 2005 sales
covered costs for the majority of public transpiota companies. It seems that out of 85
companies, 2 or 3 do not comply with 50% rule. Btabnoted that only a preliminary analysis
had been done covering the information for one Y2@05) and invited the Lithuanian statistical
authorities to conduct an in-depth analysis ofdlassification of transportation companies and
to inform Eurostat before the October 2008 nottfaa

Public utility companies

Public utility companies (water, heating companies¢ owned by municipalities and are
currently classified in the sub-sector S.11011 jgubbn-financial corporations. SL considers
that sales are covering more that 50% of productiosts. Eurostat invited the Lithuanian
statistical authorities to undertake an in depthlysis of compliance with the 50% rule and
inform Eurostat of the results.

Seaports, airports

The Lithuanian statistical authorities confirmedttithe sea port “Klaigos valstybinio gry
uosto direkcija”, established by the Ministry ofahsport and Communication, is considered a
market producer and is classified in the sub-se®tbt011 public non-financial corporations.

There is one state owned airport — “Kauno oroutstass considered a market producer and
classified as a public corporation. Other airpdréve private ownership and are classified as
private corporations.

3.1.2. Public hospitals

The Lithuanian statistical authorities confirmedttithe hospitals established by the central
government, about 30, are classified in the ceng@ernment while hospitals and rest
establishments established by the municipalitiesurad 300 units, are classified in the local
government. The issue of data availability for htzdp is discussed under the item "EDP table
2A" (see above).

3.1.3. Public TV and Radio
The Lithuanian statistical authorities confirmedttithe public TV and radio “VieSojstaiga
Lietuvos nacionalinis radijas ir televizija“ is ekified inside general government. This entity is

fully financed from the state budget. There is MliCense fee paid by the public in Lithuania.

3.1.4. Funds for decommissioning of the Ignalina ralear power plant

12



Eurostat raised a question about the funds for rdegssioning of the Ignalina nuclear power
plant. It seems that there are two separate fuardsxtra-budgetary fund for decommissioning of
Ignalina nuclear power plant, for which the Minysaf Economy is responsible, and an Ignalina
Decommissioning Support fund at the EBRD. The Llaihian statistical authorities explained
that the EU financial support goes to the EBRD fundile in the extrabudgetary fund only
national resources are accumulated. Eurostat estjaipout the accumulated amounts and the
type of activities in the fund managed by the EBRDd whether any such flows had an impact
on government finances). The Lithuanian statistasthorities agreed to investigate the issue
further and provide a note to Eurostat.

Findings and conclusions

9. Eurostat suggests that all public units must beeced to see if they should be classified
inside the General government sector or not. Intipalar, the public transportation
companies and public utility companies are to beckled against the 50 percent rule. 11
units, motorway construction companies, shouldhlikee reclassified inside general
government. The sector classification of agendias are established by ministries is to
be checked. The Lithuanian statistical authorit@ee invited to report to Eurostat the
results of these exercises before October 2008icaiton’.

10. The Lithuanian statistical authorities will provide Eurostat a note on the EU funds for
the decommissioning of Ignalina nuclear power plantluding the amounts of stocks
accumulated to date, flows for the period 2004-2@®did the recording in national
accounts.

3.2. Implementation of accrual principle
3.2.1. Accrual taxes and social contributions

Recording of taxes
Introduction

Some aspects related to the recording of taxegidedcin the Lithuanian EDP Consolidated
inventory of sources and methods were clarified.

Discussion

The Lithuanian statistical authorities apply a dienfime adjustment method for recording VAT
and excises (one month lag). All other taxes acerteed on a cash basis. Eurostat enquired on
the reasons why no time adjustment is applied éosgnal income tax (PIT) and Corporate tax.
SL explained that, as PIT is paid every month anparate tax is paid in advance every month,
a one month shift would not be meaningful. For kattes the final tax settlement is recorded on
a cash basis, in the year when it is paid: fint#tlesaents are recorded in the following year to
which the tax liability refers (t+1), benefitingoin the flexibility allowed by ESA 1995
paragraph 4.82.

* A note was provided by the Lithuanian statistaathorities.
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Conclusion
Eurostat took note of the explanations provided.

Recording of social contributions
Introduction

Eurostat enquired about the method of calculatibacorued social contributions, particularly
for the calculation of the amounts unlikely to lodlected.

Discussion and methodological analysis

The recording of social contributions is based sseasments. The method for calculation of the
social contributions unlikely to be collected wasscribed by the Lithuanian statistical
authorities.

Coefficients for uncollected contributions are mstied for each payer of social contributions,
every quarter, according to its past pattern, gakmo account the difference over the last two
guarters between the actually paid contributiordstae amounts assessed as well as the delay in
payment. These coefficients are calculated by $@aaurity fund (SoDra) itself. Thus, the
working balance of the EDP Table 2D excludes an®untikely to be collected.

Eurostat asked whether the coefficients are apptigde stock or to the flow of assessments for
a given period, how exactly the “recent payments’calculated, and what amounts are taken as
numerator and denominator. When changes in pategnobservable, the accountants may
change the level of provisions; the question istiiesuch further provisions on existing claims
or reversals in provisions enter the deficit (B.8).question was raised on the treatment of
penalties. The Lithuanian statistical authoritiels mvestigate this and come back to Eurostat.

Conclusion

11. Statistics Lithuania will investigate if coeffinis used by SoDra are applicable to flows
or to stocks, what is done in case of realisatibioss, and also whether penalties and
reversals of provisions enter the working balarmed(therefore the. B.9). A note should
be provided to Eurostat

3.2.2. Calculation of accrual interest
Introduction

The recording of interest on government bonds hadnbextensively discussed with the
Lithuanian statistical authorities in the contekOxtober 2007 and April 2008 notifications.

Discussion

The Lithuanian statistical authorities confirmedatttthe Eurostat recommendations for the
recording of discounts and premiums and of “coupsmid” are followed for foreign currency
bonds and that there are no further changes expecttée future in relation to the recording of
interest. Eurostat invited the Lithuanian statadtiguthorities to analyse how the premiums and
discounts on domestic bonds were recorded andtitodunce adjustments when necessary. The

14



MoF indicated that the discount/premium amountd_ibas bonds are small (around 3 million
Litas), nevertheless a detailed analysis will beduzted before the October 2008 notification.

Conclusion

12. Eurostat took note of the improvement in the meament of the interest accrued in the
April 2008 notification compared to April 2007. fss as the discounts and premiums on
Litas bonds are concerned, the Lithuanian staudtiauthorities should check the
recording and reconcile the data

3.2.3. Court decisions with retroactive effect
Introduction

The Lithuanian statistical authorities confirmedttithe Eurostat advice on the recording of
transactions related to repayments of unpaid emepl®ycompensations and pensions has been
followed (see Eurostat advice — letter dated 27 draty 2007). Eurostat enquired about an issue
concerning unpaid salaries to judges.

Discussion

The MoF indicated they are monitoring the caseré&hily the case is still in the court under an
appeal procedure. The outcome is unclear and &émnmtbment government has no obligation to
pay these compensations. According to preliminastinates, the total amount for
compensations could amount to 140 million Litas.

Conclusions

Eurostat took note of the explanations provided.
3.3. Recording of specific government transactions

3.3.1. EU flows
Introduction

Eurostat enquired about the application of Eurodéatision on EU grants and treatment of the
funds from the EU.

Discussion and methodological analysis

EU funds transit through the budget and are indudethe working balance, except for some
flows related to EAGGF, e.g. direct payments torfars that transit through borrowed funds
accounts. All the necessary information is avadadilthe MoF.

For the meeting, the MoF provided a detailed sglithe other accounts payable related to EU
Structural funds flows, as well as a detailed g@liating to the adjustments introduced in EDP
table 2A to neutralise the impact of EU flows foetmeasurement of the government deficit
(B.9). The adjustment lines of EDP Table 2A weralgsed and verified with other information

5 Issue solved for October 2008 notification
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accessible to the public. Eurostat noted that,ectity, adjustments for EU flows are booked in
EDP Table 2A mainly undesther accounts payahlexcept for direct payments to farmers from
borrowed funds accounts and some payments relat8APARD (they are reported undgher
accounts receivabjenstead). Eurostat pointed out that the propét kptween receivables and
payables would be preferable to avoid confusiodaté users.

In addition the Lithuanian statistical authoritiesnfirmed that grants from EEA countries and
Norway as well as flows associated with “Transiéibfacility” and “Schengen facility” are
treated accordingly to the Eurostat decision onflals.

Findings and conclusions

13. Eurostat acknowledged that the Statistical authesihave access to a very good level of
information on EU funds, allowing them to correaticord the flows, and that Eurostat
rules for a correct deficit (B.9) measurement weeiéy followed. Nevertheless, Eurostat
considered that amounts of receivables/payablesildhme more correctly identified as
such in EDP table 2A.

3.3.2. State guarantees
Introduction

The issue of the recording of guarantees was diecuwith the Lithuanian authorities during the
2005 and 2006 EDP dialogue visits. On 17 Januady 28 meeting was held with the Lithuanian
statistical authorities. Also numerous email exgestook place in 2007.

Discussion and methodological analysis

The Lithuanian statistical authorities confirmedttiicurostat's recommendation is followed: a
government expenditure is recorded on guarantele aadl in case of repayments by the
company to government, a government revenue ifiotine of a capital transfer is recorded. The
MoF informed that from 2005 onwards there had beeissuance of new guarantees.

From the documentation provided prior to the missialls on guarantees seemed to have been
exercised all along the period 2004-2007 for sormeiaoipal water and heating companies, while
only a few of these companies were making repaysnémtgovernment. Eurostat enquired
whether the repeated call rule had been followée. Oithuanian statistical authorities confirmed
that in general they follow the 3 times rule, wille exception of the utility companies (water
and heating suppliers). Eurostat noted that theuatsanvolved were limited.

In addition, the Lithuanian statistical authoritiesplained the existing arrangements for export
credit insurance. The system is managed by the Ntols budgetary programme the annual
budget foreseen for this purpose is 0.5 million LALcompensation to the insurance companies
of 0.2 million LTL for 2007 has been treated asgmwnent expenditure in national accounts.
Conclusion

Eurostat took note of the provided explanations.
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3.3.3. Debt assumptions, debt cancellations
Introduction

Table IV of theQuestionnaire related to the notification tablas reported by the Lithuanian
statistical authorities in April 2008 notificatiavas discussed.

Discussion and methodological analysis

The Lithuanian statistical authorities confirmedatth_ithuania has no Paris club and third
countries debt. Eurostat enquired about the meafifigot applicable” (M) status for item “debt
cancellation for public corporations”. It was agtethat zeros should be filled in instead. In
2007, there were no debt cancellations.

As regards debt assumptions of the local governreector, Eurostat pointed out the apparent
inconsistency between the description in the EDRnitory (referring to no debt assumptions)
and the reporting in EDP table 2C. Lithuanian stai®l authorities were invited to correct the
EDP inventory accordingly.

Eurostat enquired about the availability of datadebt cancellations. The Lithuanian statistical
authorities indicated that information for centgdvernment sector is available at the State
Treasury, while local government data is obtaimedhfmunicipal reports on borrowing.

Eurostat observed that the stocks of loans had fadlerg faster than implied from transactions.
The MoF explained that a noticeable share in loarabelled in USD (amount reported to be
around half the stock): thus observable other emamdlows result from the movements in
exchange rate (dollar). In case of loans write;dffe MoF records a capital transfer.

Conclusion

14.The Lithuanian statistical authorities will correict the EDP inventory the description of
debt assumptions for Local governnfent

3.3.4. Capital injections, super-dividends and prigtisations
Introduction

The information available at Eurostat, table V loé Questionnaire related to the notification
tables,as well as some additional information providedthg SL prior to the meeting were
analysed under this point.

Capital injections

Discussion and methodological analysis

® An updatecEDP consolidated Inventory of sources and metheats provided on 29 September 2008.
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The source data for capital injections is the ekeouof the State investment programme. This
programme covers 3 year periods, but measuresppreved annualy together with the State
budget. The State investment programme providesrnrdtion on the amount assigned for
certain company or project as well as which goveminentity (Ministry) is the appropriation
manager.

The Lithuanian statistical authorities explainedttas a general rule, a government decision on
each capital injection is taken in a form of Gowveemt Resolution. As an example, Government
Resolution No 25 dated 9 January 2008 was providedding on three capital injections, two
of them being reported by the Lithuanian stati$tazgthorities as equity injections in 2007 (i.e.
below the line). Eurostat enquired the basis fooréing an equity injection. The MoF clarified
that the time of recording of the amounts is whHeytare paid to a company: this particular case
of decision by government taken after the amourgsevspent is more an unusual situation.
Eurostat further enquired how the third capita¢ation mentioned in the Resolution No 25 into
railways (amounting to 355 million Litas) had beaecorded and when. In relation to this latter
point, Eurostat wondered whether this amount wasnepusly reported under item 8&apital
transfers to other sectors and subsectarsthe table Va of th&€uestionnaire related to the
notification tables, instead of under item "4apital transfers to public corporations'The
Lithuanian statistical authorities will check whethhe list of capital injections provided prior to
the mission is exhaustive, and in particular willrify the issue of the capital injection into
railways.

In addition, the Lithuanian statistical authoritiesnfirmed that no capital injection, if any, is
recorded as a financial transaction at local gavexmt level. Budget operations are all booked as
expenditure, borrowed funds financed only acqusiof nonfinancial assets, and Turto Fundas
does not conduct such operations on behalf of Igogernment. Municipalities also provide a
report on their assets every year; they reporstbeks and not the flows. However, SL indicated
that for EDP purposes this information is not used.

Conclusion

15. Statistics Lithuania will review the list of cagitajections, will analyse the capital
injection into railways mentioned in the GovernmBasolution No 25 and will clarify
the time of recording (in 2008 or 2007) before Me02008 notification. In addition, it
will check whether the table Va is correctly regartand will inform Eurostat on its
findings and will implement any required changes.

Super-dividends
Discussion

SL explained that aggregated information on diveders derived from the Structural Business
Survey. It seems that individual data by compawniegh paid dividends to government could be
derived and also actually available. Currentlydatidends from public corporations are recorded
as property income. The Lithuanian statistical arities informed that so far the dividends from
public corporations have not been tested agaimsptbfits from which they were distributed.

Thus the so called super-dividend test was notieghpdxcept for the distributions of the Central
bank where the super-dividend test is regularlydoated. The MoF explained that the Central
bank does not pay interim dividends.
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While Eurostat noted that the amounts of dividepasd by public corporations are not
substantial, the main sources for dividends areetadentified and the super-dividend test is to
be conducted.

Conclusion
16.The Lithuanian statistical authorities are invitéd introduce a regular monitoring of
dividends paid to government by public corporatioasd verify the rule of the super-
divided test.

Withdrawals from income of quasi-corporations (D.42)

Discussion

SL reports in item 28 of table Va of tliguestionnaire related to the notification tabldse
amounts of withdrawals from income of quasi-corpiorss D.422. Eurostat enquired about the
nature of these quasi-corporations and whetheetbasities have no independent legal status.
The Lithuanian statistical authorities explainedttthese entities are State enterprises and that
there were in fact no quasi-corporations in thenwdnian Business Register. The reported
withdrawals of income are a tax paid by these congsaon their "state capital” (nominal
capital). SL reasoned that these companies do aa# genuine share capital and there was a
guestion on whether these were institutional uriiisrostat invited SL to analyse this issue
further and to come back to Eurostat with theidiings.

Conclusion

17. Statistics Lithuania will clarify the issue of tledleged quasi-corporations, enquire
whether these have independent legal status, apesif whether they have autonomy of
decision, and reclassify them accordingly if needed

Reconciliation between stocks and flows of equityf government
Discussion

The Lithuanian statistical authorities indicatedttthe information on privatisations is provided
by Turto fondas (State property fund). Eurostatugmegl about data availability at the local
government level. Eurostat noted that in EDP t&8Bleonly the amount under reduction in shares
and other equity is reported, and enquired whethese are net amounts. SL explained that
Turto fondas provides information on privatisatioyn local government but information on the
acquisition of shares is not readily available.

Conclusion
Eurostat took note of these explanations.

3.3.5. Military equipment expenditure
Introduction

Table VI of theQuestionnaire related to the notification tablas reported by the Lithuanian
statistical authorities in April 2008 notificatiamas discussed.

19



Discussion

SL confirmed that there are no long-term contraats thus no meaningful advance payments for
acquisition of military equipment. There might bases of prepayments, but these are made
within a period of one year, thus at the end ofyisa& cash data and delivery data are equal.

Eurostat indicated that, as some acquisition oitamyl equipment seemed to have been carried
out from the Privatisation fund, the associated @am® are to be reflected in the Part 2 item 12
"amounts in EDP table 2A correction liné df the table VI of theQuestionnaire related to the
notification tables Eurostat asked SL to amend table VI accordingly the October 2008
notification.

Conclusion

18. Statistics Lithuania will report, in Part 2 iten? Df table VI of the Questionnaire related
to the notification tables, the amounts pertaintogmilitary equipment purchase that
were carried through the Privatisation fuhd

3.3.6. Public Private Partnerships
Introduction

Eurostat enquired about the existence of contaasprivate-public-partnership character.

Discussion

The Lithuanian statistical authorities confirmedttthere are currently no PPP contracts as the
legal basis for such contracts has not yet beenatedd Necessary amendments were
incorporated into the Law on Investments, whichtdsabeing discussed by Government.

Concerning concession-type contracts, the MoF iméat that there are about ten such
arrangements at central government level and, raasfahey are aware, a few contracts at the
local government level. For the contracts of lagayernment, no data base is available, but for
the central government the MoF has full information

Conclusion

Eurostat took note of this information.

3.3.7. Securitisation operations

The Lithuanian authorities noted that there has eesecuritisation operation in 2004-2008.
3.3.8. Derivatives

The Lithuanian authorities noted that derivativessed neither on central government nor on
local government level.

" Issue solved before October 2008 EDP notification
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3.3.9. Other government transactions
Introduction

Eurostat enquired about the existence of sale amdeback operations as well as on the
operations on carbon allowances and their treatmamtional accounts.

Discussion

The Lithuanian authorities noted that there arererily no sale and leaseback operations.
Regarding carbon trading right, the Lithuanianistiaal authorities informed that, at the end of
2007, one auction for selling carbon allowances welsl. The proceeds from the sale were
recorded as disposal of intangible non-producedtssseducing the central government deficit
(negative expenditure) in 2007. Eurostat recallet the appropriate accounting recording of
transaction on these carbon trading rights welleustdler discussion in various fora.

Conclusion
Eurostat took note of this information.
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