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Executive summary

An EDP dialogue visit to Romania took place on 83Ftbruary 2008. The main aim of the
EDP dialogue visit was to assess the existingssizdl capacities; to review institutional

arrangements in the field of government financeissies (GFS), including EDP statistics

compilation; to analyse the October 2007 EDP ra#ttfon, particularly the large revisions in

revenues and expenditures observed for 2006; tewethe sector classification of the

Property Fund and the recording of related trams@cto clarify the sector classification of

numerous, mainly infrastructure units; to ensui the provisions from the ESA95 Manual
on Government Deficit and Debt and recent Eurodeatisions are implemented and that
specific government transactions are appropriatedgorded in the Romanian EDP

notification tables and in national accounts.

Eurostat appreciated the efforts made by the Raamaauiithorities, with a noticeable progress
achieved during 2007 in the field of the compilatiof the Questionnaire related to EDP
notification tables as well as of the EDP inventdrigese deliveries to Eurostat are explicitly
foreseen, in addition to EDP tables, by Council iR&iipn 3605/93, as amended.

The cooperation among statistical authorities isedaon a Protocol that establishes the
responsibilities of each institution concerning @GS compilation and data sources provision
and which is signed by the President of the NatiGmatistical Institute (NSI), the Minister of
the Ministry of Finance (MOF), the Governor of tNational Central Bank (NBR) and the
President of the National Commission of PrognasiSR). An addendum to the Protocol has
been recently prepared further specifying the resiilities of each institution in the field of
data circulation and the thematic working groups.

Non-financial accounts for general government anamled by the NSI; financial accounts
for general government are compiled by the NBR. dkécit (EDP B.9) is measured in
parallel by the NSI when compiling government expme and revenue in ESA Table 2 and
by the MOF by way of using the bridge from workioglances, i.e. EDP Table 2. EDP tables
are officially reported to Eurostat by the NSI.

While discussing institutional arrangements, Ewbskpressed concern for the insufficient
amount of human resources employed by the NShi®icompilation of annual and quarterly
non-financial accounts for general government, ioe EDP notifications and for the

monitoring of relevant methodological issues. Thenber of personnel involved in the above
compilation is much below required standards amadtpre in other EU Member States.

The analysis of the October 2007 EDP notificaticesviocused on the examination of the
large revisions in revenues and expenditures obddnr 2006. Eurostat expressed concern in
this respect. The Romanian authorities explainadl tthe revisions have been caused mainly
by updated data sources and by errors in conswmiijaand stressed that it had been an
exceptional situation and that measures were takewoid a repetition of the problem. The
Romanian statistical authorities indicated that thational Statistical Institute and the
Ministry of Finance have retained a common and owed consolidation method.
Furthermore, in April 2007, some data sources weteavailable and estimations had to be
made. Eurostat took note of a new "emergency ondiglastipulating shortened deadlines for
data reporting by all government units, which wouydbvide the Romanian statistical



authorities more time for data processing and G&& dompilation in the April 2008 EDP
notification

Eurostat reviewed the Property Fund issue, confirtiee appropriate classification of the
Property Fund inside the general government seator verified the correct recording of
restitutions (government expenditure relating tanpensation of claimants at time of
"compensation titles" issuance).

As far as the sector delimitation is concernedoEtat expressed a general concern about the
proper application of the 50% rule by the Romarsgatistical authorities. In particular, it
seems that no systematic test has been carrigdraait big public “commercial” units by the
Romanian statistical authorities during the lastrge

Eurostat examined a sector classification of nummeranstitutional units. The sector
classification of public hospitals, universitiesjbfic TV and radio and Termoelectrica has
been acknowledged by Eurostat. However, Eurostgtined the Romanian authorities to
further examine sector classification of railwaksyer administration of the Lower Danube
Galati, Metrorex, airports and District heating tsniand to ensure a proper sector
classification for the April 2008 EDP notification.

Eurostat expressed concerns about the correctcapph of ESA95 rules and the relevant
methodological decisions relating to the recordiolg some specific transactions. The

Romanian authorities have been asked to correotdiey of UMTS licences, revenues from

previous years and military expenditures. In additthe superdividend test is to be applied,
most notably for dividends for 2005 and 2006 aredresult is to be incorporated in the April

2008 EDP notification.

As regards other specific government transactialedyt cancellations stipulated by the
government act which took place in 2007, are tedrefully reviewed at the occasion of the
April 2008 EDP natification (foreign claims and icies against Termoelectrica).

Finally, the Romanian authorities committed thews®lto revise the historical data series
and to ensure consistent reporting starting witla dar 1995, since historical data series are
not consistent for the time being.

It should be noted that the Romanian statisticahaities provided revised data in the
context of the April 2008 EDP notification and tneost outstanding issues have been
clarified and solved. Eurostat appreciated allithprovements that have been realised by the
Romanian statistical authorities in a short timeider to comply with Eurostat conclusions
from the EDP mission. The main follow-up actionsisbhhave been carried out by the
Romanian authorities are indicated in the finatliings under each related item.



Final findings

Introduction

In accordance with article 8d of Council Regulati®@C) No 2103/2005 of 12 December
2005 amending Council Regulation (EC) No 3605/98egards the quality of statistical data
in the context of the excessive deficit procedtngrostat carried out an EDP dialogue visit in
Romania on 18-19 February 2008. The delegationusb&at was headed by Mr. Ngrlund,
Director of Directorate C, National and Europeancéunts. The Directorate General for
Economic and Financial Affairs (DG ECFIN) and therépean Central Bank (ECB)

participated also in the meeting as observers. Rbeanian statistical authorities were
represented by the National Statistical Institid81j, the Ministry of Finance (MOF) and the
National Bank of Romania (NBR). The list of panpiants is attached (Annex 1).

The previous Eurostat mission to Romania took ptac8-6 March 2007.

The aim of this EDP dialogue visit was to assessetkisting statistical capacity and review
institutional responsibilities in the field of gavenent finance statistics (GFS) including EDP
reporting; to analyse information on data sourgasticularly data availability for the April
EDP notification; to analyse the October 2007 EDHfication and to clarify large revisions
of revenues and expenditures; to review issuesingléo the sectorization of the Property
Fund and to the recording of the restitutions; leoify sectoral classification of some units
(particularly public infrastructure companies); atwd ensure that the provisions from the
ESA95 Manual on Government Deficit and Debt andemécEurostat decisions are
implemented and that specific government transastiare appropriately recorded in the
Romanian EDP notifications and national accounts.

Eurostat appreciated very much the requested exfolgnnotes and financial statements
provided by the Romanian statistical authoritiésrmio the mission.

1. Statistical capacity issues

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

Introduction

The cooperation among statistical authorities iseddaon a Protocol that establishes the
responsibilities of each institution concerning @ES compilation and data sources provision
and which is signed by the President of the N& Minister of the MOF, the Governor of the
NBR and the President of the National CommissioRrofgnosis (NCP).

Non-financial accounts for general government amamled by the NSI; financial accounts
for general government are compiled by the NBR. dkécit (EDP B.9) is measured in

parallel by the NSI when compiling government expme and revenue in ESA Table 2 and
by the MOF by way of using the bridge from workimgjances, i.e. EDP Table 2.

EDP tables are officially reported to Eurostat Img tNSI. All statistical authorities are
involved in EDP notification tables compilationetMOF compiles EDP tables 2; the NBR
compiles EDP Table 3; the government debt is cadpiy the MOF and is cross-checked by



the NBR; the NSI provides data on GDP and on GFQF gerforms a coordination role in
GFS compilation, data reconciliation and transrissi

Eurostat inquired about further details on coopenain the field of GFS, compilation
practice, about dedicated human resources and whatmew Protocol, which was being
prepared in 2007, has been introduced.

Discussion and methodological analysis

The Romanian statistical authorities informed Etabthat an addendum to the Protocol has
been recently prepared. The aim of the addendum figrther specify the responsibilities of
each institution in the field of data circulationdathe thematic working groups. The NSI
stated that the Protocol should be signed witHemaweeks and stressed that the cooperation
among institutions is already organised as if tddeadum was in place. The Romanian
statistical authorities pointed out that the coapien is very effective. The institutions are in
daily contact and all methodological, as well ashtecal issues, relating to GFS data
compilation, are discussed in regular meetings.

As regards the human resources, it was obvioughbkadtaff available at the NSI in the field

of GFS compilation is insufficient. In practicalrtes, only two persons are dealing with
compilation of annual and quarterly non-financiet@unts for general government (tables 2,
9, 11, 25 of the ESA95 Transmission Programme),\aitid relating methodological issues.

Eurostat stressed the importance of GFS statistigsh is one of the most priority statistics

and underlined that provision of reliable and gyatFS data including EDP tables refers
also to the sufficient human resources.

As far as the compilation practice is concerned, NSl uses a bridge table for converting
data from public accounts items into ESA95 codeserwcompiling national accounts for

general government. The nature of the transactemsrted in public accounts and the bridge
table is discussed with the MOF in order to finé tmost proper classification of items

according to ESA95. The result (B.9) from non-fici@ahaccounts is compared with the result
derived from EDP table 2. Discrepancies betweesetheo results are examined by the NSI
and the MOF and are eliminated by the thresholdl@t% of GDP.

Findings and conclusions

(1) The Romanian statistical authorities will send tor&stat the addendum to the
Protocol establishing the responsibilities of eaastitution (NSI, NBR and MOF)
concerning GFS compilation and data sources provisi

(2) Eurostat expressed strong concern for the insefficamount of human resources
employed by the NSI for the compilation of annuad guarterly non-financial
accounts, EDP notifications and relevant methodigialgissues. The number of
personnel involved in the above compilation is mbelow required standards
and practice in other EU Member States.

3) Eurostat asked the Romanian authorities to prottdebridge table between items
used in public accounts and in national accofints

! The Addendum to the Protocol establishing the aesibilities of the NSI, NBR MOF and NCP concerning
GFS compilation and data sources provisions has pew/ided on 30 July 2008.



1.2. EDP inventory and data sources
Introduction

During the last EDP mission in 2007, the EDP ingenbased on the Eurostat template was
not available. As it had been agreed, the NSI plexvi Eurostat with completed EDP
inventory that was afterwards published on Eurostdisite on 28 September 2007.

The information on data sources and methods usedeioeral government deficit and debt
compilation, as described in the EDP inventoryywal as other related issues were discussed.

Discussion and methodological analysis

The Romanian statistical authorities stated thay timtend to publish nationally the EDP
inventory in Romanian as well as in English as sasnt is translated into the Romanian
language. The envisaged date of publication ie 2008.

As far as the delimitation of the general governtsattor is concerned, Eurostat observed
some inconsistencies in terminology used and imgrgs of units classified in the central
government subsector, as described in differeris pdthe EDP inventory, as well as in other
documents. The NSI agreed to uniform the definibbthis subsector in all documents.

Findings and conclusions

4) Eurostat congratulated the Romanian statisticalhauities for their effort in the
field of the EDP inventory completion and encoudhglee NSI to translate the
inventory into the Romanian language and to publishto its website as soon as
possible. The publication of the EDP inventory ational level is foreseen by the
CR 3605/93, as amended

(5) Eurostat invited the NSI to update the EDP inventor order to uniform the
definition of the central government sub-sector.

1.2.1. Data sources by subsectors

The question of data sources availability by sutzsecas described in the EDP inventory,
was discussed. This matter was linked to the is§g@gnificant revision of GFS data for 2006
between the October and the April 2007 EDP notifices, which the Romanian authorities
explained in terms of updated data sources.

In addition, Eurostat inquired further about retetellow-up issues from the previous mission
and EDP natifications (technical format of data rees, financial transactions data, and
consolidation issue).

2 The bridge table between items used in public @etoand in national accounts has been providegDoiuly
2008.

% The NSI informed Eurostat on 30 July 2008 that E/ntory has been translated and will be pubtishtethe
NSI website in August 2008.



a) Central government

Central government consists of the State budgetanather central government bodies:
Treasury budget, privatisation bodies, National @any of Roads, Public institutions
partially or totally financed from own revenues subnated to ministries, Own revenue
institutions, Property Fund. Basic data source®ara cash basis.

The Romanian authorities confirmed the informatwondata availability that was provided
during the previous EDP mission in March 2007. Thegplained that in March, data for the
state budget are available but that as far as tiéidPinstitutions partially or totally financed
from own revenues subordinated to ministries andesother central government bodies are
concerned, only data sources for the three quantdise year t-1 are available. Data sources
for the whole year t-1 had been available in Majyotherefore for the April 2007 EDP
notification, estimations had been done.

Regarding the October 2007 EDP notification, alltadaources were available and
consequently, data reported in April were revised.

b) Local government

Local government consists of the Local governmeudigiet and Institutions partially or totally
financed from own revenues. Basic data sourcesragecash basis.

In October 2007, a substantial revision was obskfee the Local government working
balance (by — 0.25% of GDP). In April, compilatiabased on the "operative execution”
while in October, almost definitive data are aualga Eurostat expressed concern about the
reliability of data sources for local governmentl about future risks of revisions. DG ECFIN
stressed the importance of having stable and densidata for the purpose of forecasts.

The MOF explained that Local government bodies spgmificant amounts at the end of the
year. These expenditures are financed by loansitargd very difficult to make reliable
estimation on the level of these expenditures.h&t $ame time, the MOF stressed that the
revision for 2006 was an exceptional situation thaitild not be repeated in the future.

c¢) Social security funds

The Social security funds subsector consists ofSigal Security Fund, the Unemployment
Fund, Public institutions partially or totally fineed from own revenues and the Health
Insurance Fund administrated by the House of HeBHbic data sources are on a cash basis.

1.2.2. Other issues relating to data sources andropilation practice

a) New administrative rules on data reporting

The Romanian statistical authorities pointed oat #hnew "emergency ordinance" has been
introduced that stipulates new, shorter deadlimesdata reporting by general government
bodies starting with data for 2007. The rules fixedhis legal document would noticeably
speed-up delivery of data and would ensure a camplet of data in time for the April 2008
EDP notification. The NBR explained that accorditogthis legal document, all general
government units are obliged to submit data (regsrand expenditures, balance sheets and
profit and loss accounts, if relevant) for the yedr by the end of February of the year t.
Quarterly data are to be submitted within 45 ddier ¢he end of the quarter and annual data
within 60 days after the end of the year (previpudhta were delivered 90 days after the end
of the quarter). In addition, reporting units Wik penalised through fines in case of late data
delivery. Data will be processed using specialvgarfeé elaborated by the IT team that would
guarantee verification of data including correlatichecks. The Accounting department had



elaborated instructions and had organised trainfogslata providers in order to ensure the
requested quality of figures. The Romanian auttesristressed that this new administrative
procedures would provide more time for data prdogsand for GFS compilation and would
reduce the risk for future revisions.

Findings and conclusions

(6) Eurostat took note about the explanations on the raministrative rules
stipulating shorter deadlines for data reporting dpgvernment units, which would
provide the Romanian statistical authorities witloren time for data processing
and GFS data compilation in the April 2008 EDP fio#ition.

(7) For the purpose of the April 2008 EDP notificatidhe NSI will provide Eurostat
with the list of general government units (or grewgs units) indicating the date of
availability data sources (revenues and expendgulelance sheets, profit and
loss account, if relevant) for the year 2607

b) Technical format of data sources

Regarding the basic data sources availabilityMid and the NSI indicated during previous

EDP missions in 2007 and in 2006 that detailed dataces transmitted by the Accounting
Directorate are in the form of a pdf file (insteaidan excel format), which required costly,

time-consuming and error prone duplications. Eatolsad repeatedly requested quick action
in order to make the data compilation process nmicte efficient.

The NSI stated that some steps had been realisaden to find technical solutions, however
data sources for 2007 that will be used by theiN®ie April 2008 EDP notification, will not
be available in excel yet and will be recorded iexcel sheets manually by the NSI.

Findings and conclusions

(8) Eurostat encourages the Romanian statistical autiesrto use Excel files, instead
of PDF files, for the compilation of GFS, so to make data compilation process
more efficient and potentially less error pronekifg into account the insufficient
human resources of the NSI, effective and urgembrecare to be taken by the
responsible Directorate in order to facilitate theSI with the appropriate
technical format of data sources.

c¢) Financial transactions data

Eurostat enquired whether the NBR uses data sauradirect flows from budgetary reports
and to which extent counterpart information is usBde NBR declared that data from the
budget reporting are used for the EDP table 3 &edHSA table 6 (financial accounts)
compilation as a primary data source. These d&alaecked with counterpart information.
Counterpart information is used mainly for specityfinancial instruments classification and
could influence only the structure of financial etsdiabilities.

Findings and conclusions

4 List of units of general government, indicating itafaility of data sources for the April 2008 EDPtifioation
compilation, has been provided for the purposehefrisk assessment of possible revision due totingdaf
data sources for the October EDP notification.



9) Eurostat took note of the explanations providedh®yNBR that the primary data
sources that are used for EDP table 3 and ESA t&bl@inancial accounts)
compilation are originated from the budget repogtirCounterpart information is
used only for checking purposes and possibly fangks in the structure of
financial assets/liabilities.

d) New accrual accounting system

The Romanian authorities informed Eurostat thatetle an ongoing project on a new accrual
accounting system that will cover the whole gengmiernment sector. Accrual data sources
would supplement cash information and would be @ibbpused in 2009 for the first time.

Findings and conclusions

(10) Eurostat took note that a new accrual data sounedsnot be used for the April
2008 EDP notification.

e) Consolidation issue

The NSI stated that problems with consolidationjcwhad been discussed during the last
EDP mission, have been solved. Due to the lackrabgr information, all current transfers

were previously recorded as miscellaneous curremmsters D.75 and had not been
consolidated. This was the reason for differentrgg reported by the NSI and the MOF.
Following bilateral clarifications between the M@Rd the NSI, both institutions use now the
same approach for data consolidation. The NSI atdat that the different approach in

consolidation was one of the reasons for the sobatarevision of data on revenues and
expenditures between the October and the April ZDP notification.

Findings and conclusions

(11) Eurostat took note of the explanation that the Bi®1 the MOF now use the same
approach for consolidation, that the consolidatiossue would not cause
significant revisions in the future and that bottional institutions would report
consistent data.

2. Follow-up of the visit of 3-4 March 2007

Following up on the conclusions of the EDP dialogisst, which took place on 3-4 March
2007, the Romanian authorities provided Eurostah valmost all requested documents
(explanatory notes and data).

The extensive follow-up bilateral contacts betwdenNSI and Eurostat were focused on the
following issues:

= The Property Fund (PF) issue (sector classificaiuh recording of transactions).
= Sector classification of the passenger railway camypCFR Calatori, Termoelectrica and
District heating units.

As a follow-up of the 2007 EDP dialogue visit, foowing issues were discussed during the

mission:

= Qutstanding issues on the sector classificatioBFR Calatori, of Termoelectrica and of
District heating units.



= The issue of the Property Fund (sector classibcatnd restitution recording) was
reviewed.

= Following up on the recommended actions relatindata sources, guarantees recording,
military expenditures, privatisation and PPPs wexgewed.

The follow-up issues are described in detail unlderappropriate items of the Agenda.

3. Follow-up of the October 2007 EDP reporting — aalysis of EDP

tables

Provision of EDP tables and of related questionnaires

Introduction

The EDP notification tables and the questionnastated to the notification tables were sent
to Eurostat on 28 September 2007. The Romaniamatigis provided also information in an
Annex (excel) to the request for clarification, waliniwas introduced by Eurostat for the first
time in October 2007. Provision of these data heghlrequested on a voluntary basis.

Findings and conclusions

(12) Eurostat appreciated the effort of the Romanianhatties and the noticeable
progress achieved during 2007 in the field of tbepilation of the questionnaire
related to the notifications. Eurostat appreciatedso the provision of the
supplementary data in the Annex to the requestcfarification, which was
introduced by Eurostat for the first time in Octol2®07 and was on a voluntary
basis.

Largerevision in total revenues and expenditures, ESA table 2
Introduction

A considerable upward revision was observed in t@eenues and expenditures for 2006 in
ESA95 table 2 in October 2007 (about +3% of GDmoit sides) compared to data reported
in April 2007. Despite the fact that the revisiohtloe deficit for 2006 was not significant,
Eurostat observed many upwards and downwards oegish the structure of revenue and
expenditure items as well as for individual itenrms EDP tables 2. According to the
guantification provided by the Romanian authorifieshe table on revisions, annexed to the
request for clarifications provided in October 20@e revision of deficit for 2006 relates
only to the updated data sources. The largestioegsof data sources include mainly the
revision of the cash working balance for local goweent (-0.25% of GDP), the revision of
the balance of Public institutions partially oraby financed from own revenues (-0.17% of
GDP) and of the Own revenue institutions (+0.10%0fP), the revision of payables that are
used for accrual adjustments (+0.11% of GDP), d=&drevision of receivables on social
contributions (+0.11% of GDP).

As for the revision of the structure of the ESA@vanues and expenditures, revenues from
taxes were revised upwards by 1.6% of GDP and &31€s7%. Expenditures on GFCF were
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revised upwards by 2.1% of GDP, social benefit9B¢o of GDP, etc. The impact of these
upwards and downwards revisions had compensatiegtef so that the deficit was only
slightly revised.

Discussion and methodological analysis

This issue was to a large extent related to itelrof the agenda on statistical capacity issues.
As was stated by the Romanian authorities, thesi@viwas caused by the revision of
consolidation methods and by the revision relatmgipdated data sources for some other
government bodies (since in April 2007 only data3oquarters of 2006 had been available
and estimations had to be done). As far as thd pmzernment is concerned, the Romanian
authorities stated that the revision had to be idensd as exceptional (see also point 1.1).
Regarding the revision of revenues from social @ouations, as was explained by the
Romanian authorities, this revision was caused rbyemor in records and should also be
considered as exceptional. The Romanian authordiesssed that the new administrative
rules stipulating shortened deadlines for data nteqgp by government units would provide
the Romanian statistical authorities with more tifioe data processing and GFS data
compilation in April 2008 EDP notification (see @lgoint 1.1).

Findings and conclusions

(13) Eurostat expressed strong concern for the largasirens for 2006 undertaken
between the April and October 2007 notifications far as the working balance
and net lending /borrowing of local government @cerned, as well as for the
revision of other indicators, for the year n-1. $helarge revisions are of
particular concern for DG ECFIN for which the fidaaotifications are the basis
for policy assessments and forecasts. In this abnEurostat wishes to receive
more explanations about the estimation methods usetthie April 2008 EDP
notifications.

(14) Eurostat took note on the explanations providedheyRomanian authorities, that
the situation should improve in 2008 due to thet fdat an "emergency
ordinance" has been introduced to oblige all gehg@ernment units to provide
financial statements (revenues and expenditurelgnba sheets and profit and
loss accounts, if relevant) for 2007, by the enBedfruary 2008.

(15) Eurostat took note on the explanation provided h®y Romanian authorities that
the revision was partially related to the applicati of more appropriate method
for consolidation in October 2007.

EDP table 2
Introduction

The following issues relating to EDP table 2 hagerbdiscussed during the mission:

a) composition of the working balance in EDP table @#e follow-up issue from the
previous EDP mission)

® See footnote 4.
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b) other accounts receivable/payable (the follow-upués from the previous EDP
mission)

c) recording of "revenue from previous year"

d) delimitation of other central government bodies

e) accrual recording of other central government b®die

Discussion and methodological analysis

a) Working balance

The reported working balance was, before the 20DP Eission by Eurostat, a statistical
construct adding to the working balance of the @éiBudget balance as reported in the State
Account, other balances and corrections. DuringdB® mission in 2007, Eurostat asked the
MOF to reconsider the content of the EDP table 2Akimg balance for the April 2007 EDP
notification, in order to improve the clarity andansparency of the Romanian EDP
notification.

Findings and conclusions

(16) Eurostat took note that the Central Budget balamsereported in the State
Account, which is audited, approved by Parliamemtl @rominently reported in
the law to Parliament, is now used as the workiaabce of the EDP table 2A.

b) Other accounts receivable/payable

Significant amounts of negative payables are rembid the EDP table 2A for 2003, 2005
and 2006 (-1497, -3130 mill, -1071 mill RON respeatty).

These figures are derived from balance sheets amdused for accrual adjustments of
expenditures. Eurostat had pointed out during D€ Eission in 2007 that changes in stocks
of other accounts receivable/payable derived fraharice sheets could be influenced by other
changes in assets (such as reclassification, rawah) etc.), notably reflecting changes in
accounting rules, and thus may not necessarilyegefpure transactions. The Romanian
authorities had been requested by Eurostat to sedhe biggest balances of some selected
units, which would help alleviate this problem.

The Romanian authorities explained that they haeenbfollowing since then, the
recommendation of Eurostat, analysing data andnsdering some items. Starting with the
April 2008 EDP notification, data on transactioms ather accounts receivable/payable
relating to wages and salaries, scholarships apdidnnvoices will be used instead of using
changes in stocks. In addition, direct informat@ntransactions in payables relating to EU
will be used since 2007.

Findings and conclusions

(17) Eurostat took note that the Romanian authoritidko¥eed the recommendation of
Eurostat and adjusted some results on other rebédg#payables derived from
balance sheets, in order to eliminate any impactotifer changes in assets.
Eurostat encouraged the Romanian authorities totinae to analyse other
accounts receivable/payable recorded in the balasimets.
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¢) Recording of "revenue from previous years"

The Romanian authorities revised in October 20@&7 EDP table 2A, by way of moving
adjustments relating to "revenue from previous Yefaom the line "other accounts
receivable” into the "other adjustments” line f@03-2006. The amounts in question are
153.7 mill RON, 175.7 mill RON, 113.3 mill RON add0.3 mill RON, respectively (0.05%
of GDP for 2006).

Eurostat enquired on the nature of this transactibme MOF explained thatinspent
subsidies, given by government in the current yBaio institutional units classified outside
the general government sector, are to be paid tagkvernment in the following year (t+1).
Because these repayments relate to government dikpen of the previous year, the
Romanian authorities impute in the EDP table 2Aegative entry in order to eliminate the
revenue recorded in the working balance. Howeagwyas clarified during the mission, there
IS no appropriate entry in EDP table 2A that wawlduce actual payment of subsidy recorded
in the working balance in the previous year wita tonsequence that the government deficit
is being systematically overestimated.

Eurostat considers that in the year (t) when thesgsily is provided by the government, the
expenditure should be reduced by the amount thadtispent by the beneficiary and is to be
paid back to government. This would imply the rdoay of an increase of other accounts
receivable F.7 in the year (t). When the unspemayare paid back to government in the
year (t+1), the proceeds should be reduced by #mesamount by way of recording of a
decrease of other accounts receivable. Consequeagtlyropriate entries in the line "other
accounts receivable" should be recorded in EDPdad# and 3B.

It was clarified that at the time of April EDP tabl compilation, the amounts of unspent
subsidies given in the previous year that will bpaid to government in the current year are
already available, which would enable the Romarstatistical authorities to make the
appropriate adjustments in revenues and expengdjtarel in other accounts receivables, for
the years (t) and (t-1).

Findings and conclusions

(18) Eurostat recommended the Romanian statistical aiiik® to impute the
appropriate adjustments relating to repayments aispent subsidies to
government, in the line "other accounts receivalimeEDP table 2A, for the years
2004-2007 in the context of the April 2008 EDP fincdtion. This would imply a
revisionwith positive impact on defiit

d) Delimitation of other central government bodiesn EDP table 2A

Eurostat noted that some adjustments reporteceifirte “Net borrowing/Net lending of other
central government bodies” (such as Foreign aidagea by the MOF; External loans state
budget; Internal loans; Expenditure from privaimat proceeds) apparently reflect
expenditures of the state budget that do not ehteworking balance and might be recorded
in the line “other adjustments”. However, in priple, the line “Net borrowing/Net lending of
other central government bodies” should report dhly B.9 of other central government
institutional units

The MOF confirmed that the above mentioned adjustmeeflect expenditures of the state
budget that are financed from other funds thandrergered in the working balance and do
not reflect the B.9 of other institutional units.

® The recording of revenues from previous yearshieas revised in April 2008.
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Findings and conclusions

(19) The Romanian authorities should reclassify, in ElDdble 2A, all those
adjustments that do not refer to institutional snitfrom the line “Net
borrowing/Net lending of other central governmendies” into the line "Other
adjustments”.

e) Accrual recording of other central governmenbodies

The Romanian authorities indicated that adjustment€EDP table 2 in the line “Net
borrowing/Net lending of other central governmewdies” reflect cash balance of other
government bodies and asked whether there aréengeltcrual adjustments recorded in EDP
table 2.

The Romanian authorities clarified that, for thedibeing, no accrual adjustments have been
made for other central government bodies (excepttHhe Road Company) and they are
reported on a cash basis.

Findings and conclusions

(20) Eurostat expressed concern on the fact that theuat@rinciple does not seem to
be followed for other central government bodieg.(ehe Property Fund, the
Public institutions partially or totally financeddm own revenues and othéts)

4. Methodological issues and recording of specifigovernment
transactions

4.1. Delimitation of general government, applicatio of the 50% rule in national
accounts

General application of the 50% rule
Introduction

The NSI is responsible for the sector delimitatiorRomania. The same composition of the
general government sector and its subsectors @ longehe NSI, the MOF and the NBR.
Borderline cases are discussed between the NShardOF.

The 50% criterion is applied on subgroups of adstiative units. In order to verify the

correctness of the applied method for delineatioimgtitutional units and their classification,

a special survey on “Incomes and expenditures dlipunstitutions under the ministries

subordination partially or entirely financed frow revenues” took place in 2002. All these
institutional units are classified inside the gahgovernment sector.

” The Romanian authorities stated, in the contexthef April 2008 EDP clarification, that the accrual
adjustments have been done for all other centramgonent bodies except for the Risk fund.
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Discussion and methodological analysis

The NSI explained that, during the previous tworgeanits that are particularly big were
being examined on an individual basis. In casestii®sidies provided by government to the
unit cover more than 50% of its revenues, this imitlosely monitored in terms of sector
classification. Regarding new units, these aresdiad by the NSI on the basis of information
on the nature of their future activities and finagc In case the new unit is established as a
commercial purpose unit and is self-financed, thigai classification of such unit is outside
the government sector.

Taking into account the large number of public sinstassified in the public corporation
sector and the available human resources at theBNBdstat expressed some doubts whether
the coverage of units that were being examinedrom@ividual basis was sufficient. In this
respect, several particular shortcomings were ifiletht when the sector classification of
some individual units was discussed under the #€elnof the Agenda.

In addition, Eurostat recalled that one of the kateria for the classification of government
units inside or outside government, must be thdampntation of the 50% rule, that is the
proportion of market revenues over costs, and rfegther the units is financed mostly by
government subsidies or not.

Findings and conclusions

(21) Eurostat expressed concern about the proper appdceof the 50% rule by the
Romanian statistical authorities. In particular, seems that no test has been
carried out for all big public “commercial” units Y the Romanian statistical
authorities during the last years. The problem rbayalso linked with the lack of
resources at the NSI.

(22) Eurostat recalled that the 50% test implies momitgra proportion of market
revenues over costs and not the level of subsidieenues/expenditures.

Sector classification of some specific units
Introduction

Sector classification of the following specific iigtional units (groups of units) have been
analysed during the mission:

a) Property Fund

b) Railways, particularly passenger transport compg@RRR Calatori

c) Ports

d) Metro

e) Airports

f) Public hospitals

g) Public TV and radio

h) Universities

i) Termoelectrica

j) District heating units

k) Pension schemes (second pillar)

Discussion on the sector classification of somdsunad been already launched during the
previous EDP missions in 2006 and in 2007: Propéund, Railways, Public hospitals,
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Universities, Termoelectrica, District heating snitPension schemes, while sector
classification of Ports, Metro, Airports Public Tand Radio was discussed with Eurostat for
the first time. For some borderline cases (PropEuyd, CFR Calatori, Termoelectrica and
District heating units), discussions continuedh@ tontext of the EDP mission follow-up.

Discussion and methodological analysis

a) Property Fund

The issue of the sector classification of the PriypEBund (PF) was extensively discussed
during the EDP dialogue visit in March 2007. Follogzon the conclusions from the mission,
the PF was reclassified into the government seottite April 2007 EDP notification by the
Romanian statistical authorities.

In December 2007, the new legal acts relating éoRR have been approved. The legal acts
have been provided to Eurostat prior to the mis@imiRomanian language).

The representative of the PF provided the follownfgrmation during the meeting:

- A restructuring of the assets of the PF took placethe basis of assets quality
examination: some assets of the PF were replacéuelstate.

- According to the new legal acts, compensationstitieth a value of 500 thousands RON
and less, could be repaid in cash. Those with highkeie should be compensated by way
of provisions of PF shares only.

- Until the shares of the PF are quoted, the compienstitles will be issued at a nominal
value. As soon as the PF shares will be quotedntingber of compensation titles issued
will depend on the value of the stock exchange etark

- As far as the management and administration oPthahares is concerned, voting rights
of the shareholders will be limited in risky areas.

In addition, the representative of the PF pointed the "business" consequences of the
classification of the PF inside the government@edturostat noted that this should not be
the case since the sector classification of thenPEerms of ESA95 methodology is for the
statistical purposes only.

Findings and conclusions

(23) Eurostat took note of the information provided thg Romanian authorities,
recalled that the PF is acting on behalf of the ggovnent, and confirmed the
classification of the Property Fund inside the gahgovernment sector.

b) Railways

There are three railway companies in Romania (p@gseservices, infrastructure and freight
services), all 100% owned by government. All thenpanies are currently classified outside
general government.

CER Calatori — passenger services

As a follow up on the 2007 EDP mission, the issti¢he sector classification of the CFR
Calatori (passenger transport) had been intenshitdierally discussed between Eurostat and
the NSI. The discussion was focused on the exammaf the 50% rule, particularly on the
classification of subsidy payments from the state.

The Romanian authorities provided Eurostat, incivetext of the follow-up to the 2007 EDP
mission, with the profit and loss accounts as asliwith the balance sheets for 2003-2006.
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The profit and loss accounts show that the compeay mostly profitable in 2003-2006 in
terms of business accounting rules (except for R0DBe split of “sales” for 2003-2006 was
provided by the NSI on the request of Eurostat.ohding to this information, operating
incomes consist of sales from tickets, compensatibmariffs for pupils, pensioners etc.
provided by the state, subsidies relating to tuen@nd other operating incomes.

Eurostat stated that based on the data provideétidjRomanian authorities, the examination
of the 50% rule shows the following results for 2afD06: 50,9%; 51,2%; 51,9% and 47,4 %
respectively (in case all operating incomes extspbsidies relating to turnover" are taken
into account). However, the nature of “other opagaincomes” is not clear and in case these
would not be taken into calculations, the 50% oote would not be fulfilled for the whole
period. Eurostat also pointed out at the differenbetween the figures on other operating
revenues recorded in the profit and loss accoudttl@ figures in the table provided by the
Romanian statistical authorities, which should lagifted.

The NBR stressed that other operating incomes cbaleé the nature of sales, since CFR
Calatori provides contractual services to othetitunsons (e.g. to the Post). Therefore, the
content of other operating incomes should be mimsety examined.

According to the information provided by the Ronsanauthorities, a part of the debt of the
CFR Calatori is included in the general governnoetit, since it refers to the so called "on-
lending” when the state budget borrows funds omtheket and provides these funds to the
company. Another category of the debt of the CFRatGa, which is not reported as
government debt, are loans incurred directly by ¢bhepany. It is not clear whether the
amounts, recorded in the line “Amounts due to ¢redititutions” in the balance sheet of the
CFR Calatori, reflect a liability against the sthtglget or against the credit institutions.

CER SA — infrastructure

The financial statements for the infrastructuréway company had not been available prior
to the mission. The MOF provided the profit andsl@gcount for the infrastructure railway
company for 2003-2006 during the mission. Due oeticonstraints, the issue of the sector
classification was not examined during the meeting.

CER Marfa — freight services

The financial statement had not been availabler padhe mission. Due to time constraints,
the issue of the sector classification of the feigilway transport was not examined during
the meeting.

Findings and conclusions

(24) The Romanian authorities will conduct an in-deptfalgsis on the issue of the
sector classification of the CFR Calatori. The matand the amounts of other
operating incomes for 2003-2007 are to be clarifiadd the 50% rule is to be re-
examined for 2003-2007. The result of the analigsi® be provided to Eurostat
before the April 2008 EDP notificatifn

(25) The Romanian authorities will conduct an in-deptialgsis of the issue of the
classification of freight and infrastructure railwacompanies, and will inform

8 The Romanian authorities clarified in the contefthe April 2008 EDP notification that the passentailway
company CFR Calatori fulfilled the 50% criteriorr fimarket producer in previous years, but prelimindata
show that for 2006 and 2007 this is not the cagbeproportion of sales compared to costs is djidielow the
50% threshold. The Romanian authorities committexinselves to continue the monitoring and to camtytioe
50% test in the basis of the final results for 2007
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Eurostat before the April 2008 EDP notification.eTRomanian authorities will
provide Eurostat with the relevant documentatioaluding financial statements
(profit and loss account and balance shet)

c) Ports

The Romanian authorities provided before the missin@ profit and loss accounts and some
financial indicators for 4 portsNational Company Administration of navigable Canal
“Constanta”’, National Company Administration of Maame Danube Ports"Galati", National
Company Administration of Danube River Ports"GiutgiNational Company of Maritime
Ports Administration "Constantq’and one administration uniRiver Administration of the
Lower Danube “Galati".The administration unit receives subsidies from stee budget.
All port companies are currently classified in theblic corporation sector.

Eurostat stated that, when examining the 50% i&€003-2006, the sales (excluding other
operating income and subsidies) of the River Adstiation unit do not cover 50% of its
operational costs for the last 3 years, and thigsification of the company inside general
government sector should be considered.

The MOF and the NBR felt that a further in-deptlalgisis of operating incomes should be
done in cooperation with the River Administratiamtuand the Ministry of Transport and that
provisional data for 2007 should be analysed beforeluding on the reclassification of the
unit.

Findings and conclusions

(26) Eurostat considers that the unit "River Adminiswat of the Lower Danube
Galati" should be reclassified inside general gaweent as such unit failed to
comply with the 50% rule for 3 years in a row. Néweless the Romanian
authorities will conduct an in-depth analysis oktissue on the basis of 2007
profit and loss accounts of the unit, and will imbEurostat before the next EDP
notification'.

d) Metro

The Romanian authorities provided, before the migsdata on incomes and expenses for
2003-2006 for the company Metrorex, which operatesetro in Bucharest. It is a joint stock
company established by the Ministry of transpodmmunication and tourism and is
currently classified in the public corporation sect

As stated by the Romanian authorities, Metrorexne®ed losses and received subsidies in
2004-2006.

Eurostat pointed out that based on the informapimvided by the NSI, the examination of
the 50% rule shows the following results for 20@®&: 29,7%; 42,7%; 59,8% and 47,3%
respectively (operating incomes do not include atreg subsidies). The result of the 50%
test indicates that the company is most likely a-market unit and reclassification inside

° The Romanian authorities provided in the contéxhe April 2008 EDP notification an analysis dfet50%
rule for railway companies according to which flgignd infrastructure companies fulfil the 50%amiiin to be
classified outside the government sector.

1% Eurostat has been provided with the analysis @50 rule in the context of the April 2008 EDPification

andAFDJ Galati has been reclassified into the govemirsector for 2004-2007.
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government should be considered. However, simil@rithe passenger railway company, the
possible inclusion in sales of part of the subsidibose reflecting compensation of reduced
prices for tickets), should be examined.

Findings and conclusions

(27) The Romanian authorities will conduct an in-deptialgtsis of operating incomes
and of the results from the 2007 profit and losscamts of the unit, reconsider its
sector classification and inform Eurostat before #hpril 2008 EDP notificatioft.

€) Airports

The issue on the sector classification of the aigp@as shortly discussed. The NSI informed
Eurostat that it was not possible to provide thguested financial statements for all airports
before the mission, due to lack of time. Airport® aurrently classified in the public

corporation sector. Some of them are owned by akmfovernment and some by local
government.

Findings and conclusions

(28) The Romanian authorities are invited to conductradepth analysis of the sector
classification of the airports and to provide Euats with the relevant
documentation in order to perform the necessaryoanting analysis and apply
the ?9% rule, including profit and loss accountddmalance sheets for 2003-
2006~

f) Public hospitals

Public hospitals are classified in the general govent sector. As stated by the NBR, there
are no private hospitals in Romania. Eurostat alesksignificant surpluses reported for the
years 2003-2005 in the EDP table 2A in the lineBIRuinstitutions partially or totally
financed from own revenues" (which amounted to &4iiill, 681 mill, 752.6 mill). In the
context of the October 2007 EDP clarification, Remanian authorities confirmed that the
surpluses relate to hospitals.

Further to an Eurostat enquiring, the NBR stated #tcounts for hospitals are recorded on
an accrual basis and other accounts payable are@pgiely reflected.

Findings and conclusions

(29) Eurostat acknowledged that public hospitals aressiied in the central
government and took note of the statement of tmeaR@an statistical authorities
that their accounts are recorded on accrual basis.

g) Public TV and Radio

™ Eurostat has been provided with the analysis@Bf% rule in the context of the April 2008 EDPificrtion
and Metrorex has been reclassified into the goventreector for 2004-2007.

12 Eurostat has been provided with the analysis o8 rule and with financial statements in the esnbf
the April 2008 EDP noatification. The 50% test haeiv applied for all 17 airports, out of which 8pairts have
been reclassified into the government sector f@428007.
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The Romanian Society of Television and the Romar8agiety of Radio Broadcast are
according to the Law no. 41/1994, as amended, gacetitder Parliament supervision. Both
institutions are classified in the central governtrsubsector.

The public TV is financed from TV tax, advertisingvenues and payments from the state
budget. Public radio is financed by the state btidge

Findings and conclusions

(30) Eurostat acknowledged that the public TV and Radeclassified in the central
government subsector.

h) Universities

Public universities are classified in the centralgrnment subsector. Except transfers from
the state budget, which are the main part of themeaes, public universities record revenues
from research, designing, consulting, expert reypdees collected by canteens and hostels,
etc.

As stated by the Romanian authorities, there @@ @livate universities, which are acting as
corporations and which are financed exclusivelynfrprivate funds. Private universities are
classified in the sector S.11 and S.15.

Findings and conclusions

(31) Eurostat acknowledged that public universities alassified in the central
government subsector and took note of the infoongtrovided by the Romanian
authorities that private universities do not re@funds from the state budget.

i) Termoelectrica

The issue of the sector classification of Termadeles was shortly discussed during the
previous EDP missions in 2006 and 2007 and in tmext of the follow-up. Termoelectrica
is classified in the public corporation subsecturostat had noted that Termoelectrica had
incurred noticeable losses over the past yearsbandfited from large calls on guarantees.
Therefore, there was a need to further analyseetor classification.

According to data on incomes and expenditures @¥322006 provided by the Romanian
authorities in the context of the follow-up, Terrtemtrica seems to meet the 50% criterion for
market producers. However, in this respect, a @desang trend is observed by Eurostat and the
50% test shows that sales seems to cover only 5I§senating costs in 2006.

Findings and conclusions

(32) Eurostat acknowledged that Termoelectrica is clessiin the corporation sector.
However since the 50% test for 2006 shows thetrgswy close to the 50% limit,
a continuous monitoring should be undertaken o timit.

j) District heating units

The issue of the sector classification of Disthegting units was shortly discussed during the
last EDP missions and in the context of the follgpv-District heating units are classified in
the public corporation subsector.

The Romanian authorities explained that Districtatimg units were separated from
Termoelectrica at the end of nineties. The maiivisigtof the units is the production of
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thermal power and hot water, which is sold direttlyconsumers. Since subsidies for energy
have been eliminated, District heating units calfaads from consumers only.

At present, there are 89 units, of which 45 unres B00% public. For 2005, out of the 45
100% public owned units, 16 units record profit &%l record losses. The NSI informed
Eurostat that they will collect data for 2006 andlier analyse the 50% criterion.

Findings and conclusions

(33) Eurostat took note of the sector classificatiorDadtrict heating units outside the
government sector and asked the Romanian stafistithorities to undertake the
analysis of the 50% rule. The results of the analgad supporting documents are
to be provided to Eurostat before the April 2008FEMbtificationt®.

k) Pension schemes (second pillar)

The Romanian authorities informed Eurostat thatseond pillar has been introduced and
individuals could take decision on their participatin this pension scheme till the end of
2008. First payments to the second pillar will takece in May 2008.

Findings and conclusions

(34) Eurostat took note of the information that the setpillar for pensions is being
introduced in 2008 and that the first paymentshi $econd pillar will take place
in May 2008.

4.2. Implementation of accrual principle

4.2.1. Accrual taxes and social contributions
Introduction

The Romanian authorities apply a simple time adjest method for recording taxes and
social contributions (one month lag), the main @tio;s being custom duties and some
excise duties.

Discussion and methodological analysis

Eurostat observed noticeable upward revisions\amees from social contributions between
the October 2007 and the April 2007 EDP notificat{@377,6 mill RON = 0,11% of GDP)
and expressed surprise that such a revision caddron a country using time adjusted cash.
The Romanian authorities stated that it was anpiareal situation caused by a mistake in
records.

Eurostat appreciated that the Romanian authofiesved the recommendations of the EDP
mission in 2007 and reported stocks of other red®es on taxes and social contributions in
the questionnaire related to EDP notifications.

13 The 50% test has been applied for all 89 Distreting units, out of which 7 have been reclassiiito the
government sector for 2004-2007 in the contexhefApril 2008 EDP notification.
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During the EDP mission in 2006, the issue of tad aacial contributions arrears had been
discussed. Eurostat had recommended to quantdyinglarrears in order to see whether the
use of "simple" time adjusted method was approprihe MOF provided during the meeting

a table on outstanding amounts of claims on tardssacial contributions, as stated in public
accounts, and the collected arrears for 2005-200&.table will be also provided to Eurostat

in electronic form in English.

Findings and conclusions

(35) Eurostat expressed concern for the substantial stemi of other accounts
receivable for social security between the Apritl@ctober 2007 notification for
the year 2006, and took note of the explanatiotheyRomanian authorities that
this was an exceptional revision due to an errordoords.

(36) The Romanian authorities will provide more detailetbrmation (by taxes) in the
questionnaire on methods used for recording taxessmcial contributions.

4.2.2. Calculation of accrual interest

There was no outstanding issue relating to acentedest calculation and the subject was not
discussed during the mission, due to time congrain

4.3 Recording of specific government transactions
4.3.1. Restitutions
Introduction

The issue of the recording of the Property Fund) (&# the restitution was extensively
discussed during the last EDP mission in 2007. \&4merthe principle of restitutions was
established by law early on, the procedure invobas a validation process in terms of right
of claim as well as amount claimable, such thas iappropriate to record a government
expenditure only at time of issuance of the comatns title (i.e. gradually over time).

Eurostat had approved the treatment of the issuah@®mpensation titles applied by the
Romanian statistical authorities, its impact on d@vernment deficit and its time of

recording. The issued compensation titles are decbias financial derivatives (liability of

government) with a counterpart as capital trangésmable.

- The value of transactions corresponds to the valfiessued compensation claims
determined by the professional “evaluators” inrtflevant year.

- The time of recording is the time @fsuanceof the claim, since the difference between
the time of the compensation clameceptanceand the time of the compensation claim
issuancas negligible.

- The issuance of the PF shares against restitutles is to be reported as a redemption in
financial derivatives (F.34) and an issuance ofitgdiability of government (F.512), and
not of a mutual fund shares nature (F.52).

Restitutions were properly recorded by the Romaaighorities in EDP tables in April and in
October 2007.
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Discussion and methodological analysis

During the meeting, Eurostat pointed out that theoant of dividends received by the
Property Fund in 2006 was very low (71 mill RONjkihg into account that the portfolio of
the PF was 14 bill RON. The representative of thecBnfirmed that the revenue from this
portfolio was much higher for 2006; however the maart of the revenue has been recorded
as revenue of the state budget. This is becausg@dthlio was mainly registered in the
shareholders register as a portfolio of the PRaend of 2006 only.

The representative of the PF stated that, for tbememt, 12% of the PF shares are being held
by individuals (and 88% by government) and thatphecedure of the compensation should
speed up in the near future. Currently, 3060 claisihave preferred cash payments (see also
point 4.1 on the sector delimitation of the PF).

Findings and conclusions

(37) Eurostat confirmed the proper recording of governtmexpenditure (capital
transfer) relating to compensation of claimantstime of compensation titles
issuance. Eurostat encouraged the Romanian autesrib clarify amounts for
2007 and to provide Eurostat with appropriate exjaaons for the April 2008
EDP notification.

4.3.2. EU flows and Market Regulatory Agency (MRA)
EU flows
Introduction

EU funds transit via the paying agency accountshatNBR, which are reported within
government deposits. These flows do not transitivagovernment units' working balances
(they transit via a special extrabudgetary accoueten when such units are national
beneficiaries. Therefore, in this respect, no ddjest line is recorded in the EDP table 2.
Payables relating to EU flows reflecting advanceasl oy EU on pre-accession funds are
recorded in the EDP Table 3.

When compiling ESA95 table 2, all expendituresiseal on behalf of EU (which transit via
extrabudgetary account and do not enter workingruza) are included and equal amounts are
imputed on the revenue side, in order to neutrahseimpact on the deficit. The Romanian
statistical authorities had explained during thet BDP visit in 2007 that, concerning pre-
accession funds, there was a lack of informatiorthenfinal beneficiaries of the EU funds,
which did not allow a direct routing of transacgsoand an exclusion of these transactions
from government revenue and expenditure where t@eficiary is nongovernment, as
required by ESA95 rules. This leads to an overedton of government revenue and
expenditure, although this is neutral on governnaeficit.

Discussion and methodological analysis
According to the discussion during the meetingsgeéms that this problem was relevant for

pre-accession funds only. As far as the structurads are concerned, the arrangement will be
different; flows will be distinguishable dependiag whether the final beneficiary is inside or
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outside general government. This would eliminagegtoblem from the past. The MOF stated
that there will be also cases of pre-financing fiii state budget.

Eurostat recalled the general rules for EU flonsording and the importance of the proper
implementation of the rules, especially after Edemsion, due to large future flows.

Eurostat asked the Romanian authorities whethei7%epre-financing from EU has taken
place. The NBR confirmed that these funds have Ibeegived in 2007 and are recorded as
other accounts payable to EU in quarterly finana@ounts.

The MOF mentioned receipts of 400 mill RON in 200@m EU for “Cash flow and
Schengen Facility” and provided Eurostat with tlevant Treaty during the meeting.
According to the Article 32 of the Treaty concepithe accession of the Republic of
Bulgaria and Romania to the EU that was signed BnAgril 2005,"a Cash flow and
Schengen Facility is a temporary instrument to Hgljigaria and Romania between the date
of accession and the end of 2009 to finance actirise new external borders of the Union
for the implementation of the Schengen acquis attdreal border control and to help
improve cash flow in national budgetThe Treaty stipulates also amounts to be paid to
Bulgaria and Romania in 2007-2009. According te ttlocument, a lump sum payment to
Romania for 2007 would amount to 297.2 mill EUR(2rices).

The MOF stated that according to the relevant @i, these funds are not conditional and,
accordingly, were booked as revenue in nationad@ats in 2007.

Findings and conclusions

(38) Eurostat would like to receive, in the contextha April 2008 notifications, a note
detailing the nature and the amounts of all revenaed expenditures recorded in
government accounts in connection with EU flowsluiding EU grants, financial
advances and amount paid to government for impgpuime cash-balance of
government and in the context of the Schengenypafithe EUJ*.

Market regulatory agency (MRA)

Introduction

The Agency for Payment and Intervention for Agriatg (APIA) was established in January
2007 in Romania and is classified in the governnseator. Eurostat further inquired about

the market intervention activities recording inioaal accounts.

Discussion and methodological analysis

During the mission, the Romanian authorities declathat APIA is only a regulatory
authority and is not involved in market interventiactivities. However, it was not clear
where inventories relating to market interventictivaties on behalf of the EU are reported.

Findings and conclusions

4 The Romanian authorities provided in the contdxthe April 2008 EDP notification data on revenues
expenditures relating to EU flows for 2007. As nelgathe appropriate recording of "Cash-flow andebgjen
Facility", no action has been requested from then&®aan authorities in April 2008, since the issweseing
clarified by Eurostat on a horizontal basis.
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(39) The Romanian authorities will investigate whetherentories relating to market
intervention activities on behalf of the EU are chalt the level of the MRA, in
order to apply Eurostat's recent guidance on tesIe>.

4.3.3. Guarantees
Introduction

Transactions relating to guarantees are realisedhd Risk Fund classified in the S.1311.

The Risk fund is established by the Ministry of Bomy and Finance for the cases where the
beneficiaries of the guarantees/on-lending faip&y their obligations as stipulated in the

agreements with the Ministry of Economy and Finance

Discussion and methodological analysis

In public accounts, a claim is recorded in the Rigkd books when the guarantee is called
and the government (Risk Fund) pays on behalf efdébtor. In national accounts, these
payments are recorded as expenditure (capitalfegresd no claim is recorded. In addition,
when government borrows funds and provides theseutdic companies (on-lending),
repayments realized by the Risk Fund (in the cdsie beneficiary funds shortage) are
recorded as capital transfer expenditure in nali@eaounts. The state budget provides
transfers to the Risk Fund in order to facilitateteese payments.

The Romanian statisticians record guarantee callsxpenditure (capital transfer) and apply
the repeated call test, which leads to the recgrdina debt assumption of the outstanding
debt via capital transfer expenditure, with a niggaimpact on the deficit and increase of
government debt, after the third call.

The Romanian authorities provided, prior to the siois, transparent and detailed data on
payments and outstanding amounts of claims of tkk Rund for 2003-2006 by year and by

beneficiary. These tables reflect the records inlipuaccounts of the Risk Fund. In addition,

the table on adjustments made by statisticiansatteahecessary for the proper application of
ESA95 rules with respect to guarantees recording pvavided. The tables were analysed
during the mission. Eurostat recommended the Ramaauithorities to provide in the future

an explanatory note on the content of these tablasse ESA95 terminology, when relevant,
so that records in public accounts and in ESA9%@tts could be easily linked.

Findings and conclusions

(40) Eurostat took note that the Romanian authoritiesord guarantee calls as
expenditure (capital transfer) and apply the repeatall test (after the third call),
which leads to the recording of a debt assumptibthe outstanding debt via
capital transfer expenditure, with a negative impaa deficit and increase of
government debt.

Termoelectrica

15 The Romanian authorities explained in the contéthe April 2008 EDP clarification that there hawet been
any transactions in inventories on behalf of EU @Jih 2007.
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The Romanian authorities provided in the contexthef 2007 EDP mission follow-up tables
on stocks and flows of Termoelectrica debt. Thekées were shortly discussed during the
meeting. According to theses tables, guaranteesrauded to Termoelectrica by the state.

Repayments are realised from own resources of Tasuwica, or from the state budget
(Risk Fund), or from the local budget. Termoeleetralso benefits from loans contracted
directly by the state and on-lent to the compargdrded as government expenditure).

Local government issued guarantees to other corpahian Termoelectrica (reported in
table 11l a in the questionnaire relating to théification tables).

4.3.4. Military equipment expenditures

Introduction

Military expenditures are recorded on a cash badme part of expenditures financed by
external loans might have been nonetheless comsiderbe on a delivery-proxy basis, given
the way such loans function (except for equipmdniidt over many years): the loan arises
when the equipment is delivered.

Discussion and methodological analysis

Eurostat acknowledged that the Romanian authofiésved Eurostat's conclusion from the
last EDP mission and reported information, in thegjionnaire related to EDP notification,
on the likelihood that the time of recording of maity expenditure might create a risk that
deviations with deliveries could exceed 0.05% ofFfGD

In addition, the Romanian statisticians have now m#ormation on deliveries of military
equipment from the Ministry of Defence, which ipoeed in the questionnaire related to
EDP notification. However, no adjustment is made ye EDP table 2A and military
expenditures are recorded on a delivery-proxy bésighe time being.

Findings and conclusions

(41) Eurostat encouraged the Romanian statistical autiesrto use the data based on
deliveries in the April 2008 EDP notification, dgety have now become available,
instead of keeping recording expenditures on mmyliquipment on a cash and a
proxy-delivery basis.

4.3.5. Debt assumptions, debt cancellations and dehrite-offs
Introduction

In the context of the October 2007 EDP notificatidtme NSI reported that they do not use
"new ways" of foreign debt cancellations and tih&tré are no cases of foreign claims hosted
in public corporations. Only stocks of claims agaipublic corporations are recorded in the
table IV of the questionnaire related to EDP ncéifions. Zero values are reported for debt
cancellations.
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Discussion and methodological analysis

The Romanian authorities declared during the misiiat no debt cancellations took place
during 2003-2006. However, it was indicated thaleat cancellation against Iraq took place
in 2006.

DG ECFIN pointed out that significant amounts ofbtdeancellation should have been
realised on the basis of the special legal govenmtirAet issued in December 2006. The debt
cancellation allegedly relate to Termoelectricagd #seemingly) to other public companies
debt from guarantees (Risk Fund) as well as to @il®mh social contributions. The debt

cancellation includes principal amount and penslfitne MOF provided during the mission a
table on debt cancellation by the Risk Fund in 2@@&¢ording to which the total amount of
debt cancellation is 3076.5 mill RON, out of whitle debt of Termoelectrica is 1178.8 mill

RON. As was stated by the Romanian authoritiestrdmsaction took place in 2007.

Eurostat noted that in the case of cancellationclaims of the Risk Fund against

Termoelectrica, this operation might not impact tledicit of government, since guarantees
calls had been previously recorded as capital fiearexpenditure. However, this issue was
not closed and should be further analysed on tkes lod detailed documentation which is to
be provided by the Romanian authorities. Among rsthie documentation should include a
list of benefiting companies, creditors and amouottsdebt cancellation (indicating the

principal and other components, e.g., penaltidsyeést, if any). It should be clarified if those
accrual penalties (cancelled) have been recordgdvanment revenue in past years.

Findings and conclusions

(42) As far as debt cancellations are concerned, Eutostealled that cancellation of
claims in favour of third countries should be tre@tas debt cancellations with a
counterpart recording of a capital transfer fromwgonment. The case of debt
cancellation towards Irag undertaken in 2006 shooddreported explicitly in the
April 2008 EDP notificatiof?.

(43) The Romanian authorities were invited by Eurostafptovide a list of claims
against public corporations (stocks of debt of a&dlws repayments of such debt),
for the years 2004-2007 for the April 2008 EDP ficdition'’.

(44) The Romanian authorities will also provide to Euadsa copy of the Act which
cancelled the debt of Termoelectrica (and debttloélocompanies, if any), and the
accounting analysis concerning transactions asdediavith this Act. The year of
debt cancellation is to be also clarifiéd

16 The Romanian authorities provided Eurostat indtetext of the April 2008 EDP notification with aieral
agreements between the Romanian government anithitdecountries on debt cancellation signed dutimg
period 2005-2007 and notified debt cancellationaireg Iraq, Syria, Albania, Congo, Guinea with rtega
impact on the deficit in each period (particulary2006, 0.64% of GDP).

Y The list of government claims against public cogions for 2004-2007 has been provided in the edrf
the April 2008 EDP notification.

8 Emergency ordinance on debt cancellation of thek iund claims and other fiscal claims against ipubl
companies (Termoelectrica, etc), that took plac007 was provided by the Romanian authoritieshim t
context of the April 2008 EDP notification. It wagreed in the context of the EDP bilateral claaifions with
Eurostat that no transaction in debt cancellatioto ibe recorded in 2007, since no claims are decbin ESA95
accounts. Related flows on debt cancellations baes recorded in ESA95 accounts as government ditpen
in previous years in the context of the state guaes recording.
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4.3.6. Capital injections in public corporations, dvidends, privatization
Introduction

Comparing with the situation at the beginning 0020the Romanian authorities made
noticeable efforts in completing the relevant infation in the questionnaire related to the
notification tables (almost no information was po®d last year).

However, there was a need to further clarify sdver@hodological issues, particularly on
dividends/superdividends and privatisation recagdin

Discussion and methodological analysis

a) Capital injections

The NBR recalled that there were no capital in@irecorded as equity injection in 2003-
2006 except for an equity injection to C.E.C bamk006. The appropriate treatment of this
transaction had been confirmed by Eurostat duhegiission in 2007.

b) Dividends

The Romanian authorities reported in the table ¥ahe questionnaire related to EDP
notifications significant amounts of withdrawalsrn income of quasi-corporations D.422 for
2005 (1529 mill RON).

The NSI explained that data on dividends recordedational accounts are based on budget
reporting data sources. It seems that individu&h dey companies which paid dividends to
government are not available. Therefore the NSI m@sn a position to identify companies
which contributed to the large payments in 2005 200@6.

Eurostat recalled that according to ESA95 rules,sih called “superdividend” test should be
conducted. Dividends recorded in national accoghtuld neither include the proceeds of
sales of assets, nor revaluation gains. Dividehdslld be linked to the operating profit of the
previous year. In case the amount of distributednme is higher than the operating profit of
the company for the previous year, the differerftaul be treated as a financial transaction
without impact on deficit (withdrawal of equity F.5

c) Privatisation

The issue of the content of privatisation receipés discussed during the mission in 2007.
Eurostat had noted several ambiguities in the tedodata and in the terminology used. It
was not clear whether the so called "valorificaticaceipts refer to receipts from disposals of
fixed assets, privatisation, disposals of otheritgaar receipts from reimbursement of loans.
In the context of the April 2007 EDP notificatidghe Romanian authorities declared thhe
content of the privatisation proceeds represerdatiife proceeds of privatisation authority".

Eurostat enquired further on what is the exactexanof the “valorification” receipts, since
the label of this item seemingly does not refgorigatisation receipts.
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Findings and conclusions

(45) The Romanian authorities will check the naturehef big payment to government
concerning withdrawal from income of quasi-corpavat in 2005 and will
investigate the nature of dividends paid in 2006

(46) The Romanian statistical authorities do not seemartdertake the super-dividend
test in the context of the payment of dividendgdeernment by public owned
corporations. This will need to be undertaken ia tontext of the April 2008 EDP
notification. Eurostat will also be provided withliat of dividends paid by amount
and by company for the years 2004-2807

(47) The Romanian authorities are asked to complete dibiiled information on
distributions by large operations, as required,tie questionnaire related to the
notifications (table Vb, section I1.B) for 2004-20i the context of the April 2008
EDP noatification.

(48) The Romanian authorities will check the nature b tvalorification” receipts,
investigate the nature of this amount and whetherefers to receipts from
disposals of fixed assets, privatisation, dispagfabther equity or receipts from
reimbursement of loans and inform Eurostat in tpel&2008 EDP notification.

4.3.7. Public Private Partnerships
Introduction

The NSI followed the Eurostat conclusion from thevous EDP mission in 2007 and
provided available information on PPPs to Eurostat.

Discussion and methodological analysis

At the level of central government, information e PPPs project "Dambaoai Center"” is
available. This project is focused on the recomsibn of an existing building. As stated by
the NSI, the contract was approved by the Govern®eder no.304/2003. The value of the
contract is 130 mill $ and is to be financed byate investors. However, the representative
from the specialised department of the MOF decldhed the contract has not been signed
yet.

As far as the local government level is concerrikd,NSI stated that a list of contracts is
available; however, these are obviously mainly essmns contracts. The NSI will conduct
an analysis of these contracts by the October HIIB notification.

Findings and conclusions

19 Information in the Questionnaire related to EDfifimation has been corrected in April 2008.

20 A list of dividends received by government in 2€07, by companies, including data on profit dévant
companies, has been provided in the context oAtird 2008 EDP notificationAccording to this list, dividends
have been properly recorded. Some missing infoonatin profit/loss for some companies needs to be
completed.
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(49) The Romanian authorities will check whether the RiPPthe Dambovita Center
has been signed and as soon as it is signed wiNige a copy to Eurostat for
examination.

(50) Eurostat encouraged the Romanian authorities tadachan analysis of contracts
at the local level and inform Eurostat on the résd soon as possible, and by the
October 2008 EDP notification at the latest.

4.3.8. Swaps (swap cancellations, off-market swagSDREX swaps, options)

The issue was not discussed during the visit dugme constrains. In the context of the
October 2007 EDP notification, the Romanian autlesihad stated that there were no
operations relating to swaps in 2003-2006.

4.3.9. Securitisation

The issue was not discussed during the visit duare constrains. The Romanian statistical
authorities had stated during the last EDP misgiahthey are not aware of any securitisation
operations.

4.3.10. Other specific transactions

UMTS
Introduction

According to the information provided by the NSigorto the mission, 4 licences for the 3rd
generation mobile communication (3G) have been tgdann the past by the General
Inspectorate for Communication and Information Tedtbgy (GICIT). GICIT is a public
autonomous institution involved in the radio-comneation and information technology
operations. Two licences were granted in 2005 amdl at the beginning of 2007. The
payment of the fee (35 mill USD = 87.5 mill RON)reggulated by the Government decision
and is to be paid in the following way:

- The first instalment, for an amount of 10.5 mdBD is to be paid within 120 days after the
licence for the 3rd generation mobile communicaisagreed.

- The following five annual equal instalments faramount of 4.9 mill USD are to be paid by
30th of January of each relating year.

Payments of the tariff on the use of spectrum areeatly treated in national accounts as
D.75, Miscellaneous current transfers on a caslsbas

The recording applied by the Romania authoritiesrsal to be inappropriate.
Discussion and methodological analysis

Eurostat recalled that according to the rules geinuthe ESA95 Manual on government
deficit and debt, payments to government relatmghe allocation of the licences are to be
treated as disposal of a non-financial asset (fakfg), or as the payment of a rent (special
cases). In the Romanian case, the sale of UMT®dex is to be treated as sale of non-
financial assets in the year when the licence wastgd. The subsequent payments are to be
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treated as financial transaction without impacttos deficit. This would imply a revision of

the data, with a positive impact on the deficit 05 and 2007. At the same time, the
proceeds from the following instalments should heieated from government revenue,
which would imply a revision of the 2006 data wétlmegative impact on the deficit.

Findings and conclusions

(51) The rules on recording of UMTS revenues did noinseehave been followed by
the Romanian authorities for the recording of UMicgnces. The whole amount
decided at the time of the granting of the licersteould be recorded as
government revenue in the year when the licence gvasted. In practice,
payments received by government in subsequent wkemgld be recorded as
financial transactiof

Other transactions

The issues relating to the Sale and leaseback toapesaCarbon trading rights, Payments for
the use of roads were not discussed during thaanisisie to time constrains.

According to the note provided by the Romanian awitiles, Romania is not in a position to
purchase trading carbon credits for reducing gasseams, thus there is no impact on public
deficit and debt. No operations on carbon allowarioe2003-2006 seem to have taken place.

5. Other issues

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

Discussion and analysis

DG ECFIN and ECB pointed out to inconsistenciesistorical data series and stressed the
importance of consistent historical data seriesciwhre the basis for both forecasts presented
in various official documents and the correct assent of the fiscal development in
Romania over the last decade, in particular inctireext of the Convergence Programme and
the Convergence Report. Eurostat also noted thge limconsistencies in the deficit figures
reported in ESA95 table 2 and in "historical EDBleéa" are observed for 1998-2002.

Findings and conclusions

(52) The Romanian authorities committed themselvesviegehe historical data series
and to ensure consistent reporting starting witted@r 1995.

Other issues relating to ESA95 Transmission Programvere not discussed during the
mission.

2 Recording of UMTS has been revised for 2004-200®é context of the April 2008 EDP notification.
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