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Executive summary

The motorway construction projects were analysedketail during this EDP dialogue visit,
and in particular the role of the State Motorwayndgement Company (SMMC), a public
corporation. At the time the EDP dialogue visitkqdace two contracts ("operation and
maintenance agreement” and "vignette agreementi"bban signed between government
(Road Management and Co-Ordination Directorate) @dAC, in May and March 2006
respectively, while a third contract ("Programmadcservice agreement") was still to be
signed.

Based on the detailed analysis of the various aotdy Eurostat held the view that SMMC
cannot be considered as a market institutional, @titeast from 2006 onwards, as its
revenues are mainly cost related. Until 2005, nudsEBMMC revenues came from the
collection of vignette payments. On the contratywas expected that from 2006 this
would change with government receiving the vignetigments and paying separately to
SMMC the fees resulting from the contracts undemaietween government and SMMC.

Eurostat opinion is that the main revenues of SMbt@inate from the Operation and
Management Contract, which is clearly a fixed featract based on the past costs of
SMMC. This is also the case for the PPP contranty @he fee which SMMC receives
from government for the collection of the vignettan be considered as market
(representing the sale of a service) but thisgamarginal compared to the total amount of
payments received from government.

Notwithstanding the sector classification of SMMELjrostat noted that the analysis of the
PPP contract led in any case to a preliminary cmich that the assets built (the
motorways) should still be recorded in the balastveet of government rather than in the
balance sheet of the partner, owing to an insefficitransfer of availability risks (and
potentially of construction risks).

The debt assumption and privatisation plans reggrdlAV (railways) were also

discussed during the meeting. The Hungarian RagwAV) plans to privatise one of
their affiliates, MAV Cargo — a profitable corpdmt — and to use the privatisation
proceeds to pay off MAV debt. Due to the unceriaiof future events at this stage,
Eurostat requested the Hungarian Statistical Aitikerto describe how the restructuring
will be achieved and to look carefully at the aauing treatment.

Among the other issues discussed were the anay<DP notification tables and the
recording of some specific government transactisush as debt assumptions and debt
cancellations, leases of military equipment, capitgections in public corporations and
guarantees. The Hungarian Development Bank fingraativities were also discussed, as



well as the accounting treatment of the capitadatipns undertaken by government into
the Hungarian Central Bank.



Provisional findings

Introduction

In accordance with article 8d of Council Regulat{&C) No 2103/2005 of 12 December
2005 amending Council Regulation (EC) No 3605/93egmrds the quality of statistical
data in the context of the excessive deficit procedEurostat carried out an EDP dialogue
visit in Hungary on 20-21 July 2006. The delegatmiEurostat was headed by Mr.
Norlund, director of National and European Accounifie Directorate General for
Economic and Financial Affairs (DG ECFIN) and therépean Central Bank (ECB)
participated also in the meeting as observers. Hinggarian Statistical Authorities were
represented by the Hungarian Central Statisticit©{HCSO), the Central Bank and the
Ministry of Finance.

The main aim of this EDP dialogue visit was to gseal in detail the accounting
implications of the Motorway construction projedts;luding the sectorization of the State
Motorway Management Company (SMMC). Among the otissues analysed were the
debt assumptions and privatisation plans regarAYy (railways), the follow-up on the
financing activities of the Hungarian DevelopmerdanB as well as the analysis of the
Excessive Deficit Procedure (EDP) reporting taldesl of the recording on specific
government transactions.

1. Motorway construction projects
Introduction

Eurostat examined in depth, together with the HumagaStatistical Authorities, the
features of the existing and planned motorway eatérbetween government and a public
corporation: the State Motorway Management Comp#&8MMC). Two contracts
("operation and maintenance agreement” and "vigreggteement") were signed between
government (Road Management and Co-Ordination Rirate) and the SMMC, in May
and March 2006 respectively, while a third cont{8etogramme road service agreement")
was expected to be signed in the near future. Goplighe contracts were provided to
Eurostat a few days prior to the meeting.

During this EDP dialogue visit a considerable amalfrtime was devoted to analysing in
detail the features of the contracts, and idemigfythe stream of payments between SMMC
and the government. The aim was to conclude om #oeounting implications as well as
on the nature of, and activities undertaken by SMMC

Discussion and methodological analysis
Description of SVIMC activities and contracts

SMMC is a 100% government-owned unit, whose cunnegih activities comprise, from 1
January 2006 onwards, an operation and managemamtact (OMC) with the
government for the operation and upkeep of roadsr{“Programme roads"), as well as a
service contract with the government for the caitet of payments for the vignette. A
third contract concerns a Public Private PartnergiPP) between government and
SMMC ("Programme road service agreement”) compgisioth the unfinished roads and
those yet to be constructed, that constitute t@gethe so-called Programme Roads. The
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latter establishes that the government will payaaailability fee to SMMC, with the
related formula principally based on motorway comgton costs.

The purchase of a vignette gives the possibility dar and truck owners to use all
highways: those governed by the two contracts (NMsogramme Roads: for the OMC and
Programme Roads: for the PPP contract) coverinditighed and unfinished roads, but
also two other roads (M5 and M6) operated undecession by private entities.

Fees to be paid by the government to SMMC underGheC will be mainly based on
SMMC's past costs. The OMC has two parts: operatioth maintenance (O&M) and
reconstruction and overhaul (R&O). The fees to h&l by the government to SMMC
under the O&M part were negotiated on SMMC's pastwhich were fixed in advance
for the whole period, but applying a specific metbm for non-performance. Fees under
the R&O part are to be paid based on the actué cdSMMC.

In contrast, the "vignette agreement” fee is coragdas fixed (82%) and variable (18%)
components. At the end of January 2006, the goventriransferred to SMMC at zero
cost the work in progress relating to the roadseurdnstruction (previously contracted by
the National Motorway Company).

According to Hungarian Law, infrastructure assetsisinremain property of the
government and only the management rights carabsferred. Eurostat observed in a few
instances assets entering in companies' own basdremds relating to such rights, together
with corresponding liabilities. The recording oktinfrastructure assets under recognized
accounting standards, such as International FinhrRReporting Standard (IFRS) was
discussed.

Until 2005, SMMC revenues derived from the colleotof vignette payments. From 2006

the situation changed: from now on, government valieive these payments, and pay
separately to SMMC the fees resulting from the i@mots referred above (operation and
maintenance, vignette and availability fee). Itwsrth noting that, reflecting the new

arrangement, the asset representing the right pdoiexthose roads under the OMC

arrangement was removed from the balance sheeWidfGat the end of 2005, together

with the associated liability.

The OMC contract foresees the reimbursement ofyhemintenance by the government,
outside of the fee structure, and also annual wregpns of fees.

Extensive discussion took place on the specifitufea of the PPP designed to transfer
risks. A clause of "unavoidable costs" allows tHdMBC to recover some of its costs
(mainly, but not exclusively, relating to maintenah Another "excess costs" clause
foresees changing the fee structure upon changé® ioosts of operations. In both cases,
the costs in question are confirmed by an "indepehdngineer".

SMMC asinstitutional unit

SMMC has a full set of accounts and seems to hawenamy of decision in many
respects. It can hold assets and incur liabilibiests own account. It was however noted
that SMMC was encumbered with an unusually largewrhof restrictions, such as not
being free to exchange ownership on most of itetassor to subcontract, due to
restrictive conditions imposed by Hungarian Law.abidition, a contract clause foresees
the automatic transfer of personnel and office dings to government if the vignette
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agreement is ended. Another contract clause rexjaineobligation to fulfil government
orders.

According to the Hungarian Ministry of Financejdtimportant to state that there are no
specific restrictive conditions imposed by the Hamagn Law in relation to the ownership
of roads by SMMC. The roads are the property offtteasury similarly to what happens
in relation to other public assets, and therefareoaling to the Hungarian Statistical
Authorities this feature should play a minor rabe éleciding on the SMMC autonomy of
decision.

Sectorization of SMMC?

In relation to the market criteria in national agnots, it was noted that the main revenues
of SMMC mostly relate to the costs of SMMC and aoé based on market considerations
relating to the volume of output provided. The ESABanual on government deficit and
debt (section 1.1) on the implementation of the 5A#e, specifies that payments from
general government are not to be treated as sdles ey are linked to costs. In this
circumstance, prices are not economically significand therefore the 50% rule (whereby
50% of the costs of a market unit should be covegeshles) is not complied with.

Eurostat observed that the main revenues of SMM@nate from the OMC, which is
clearly a fixed fee based on the past costs of SMNMds is also the case for the PPP
contract. Only the fee which SMMC receives from ggmment for the collection of the
vignette can be considered as market (represetitmgale of a service) but this fee is
marginal compared to the total amount of paymesisived from government.

Moreover, the fees (and other reimbursements) ubdiégr OMC and PPP will be subject
to changes mainly reflecting observed costs, ngtaplway of an evaluation carried out by
an independent engineer.

In addition, a special Law gives to SMMC the statfis’Public Road Manager”. This
creates special obligations to SMMC (as the orgdiois is obliged to ensure the
accessibility of roads even in the absence of draonfor doing so) to assume activities
that are clearly part of public service. Thereauly three units in Hungary which have the
same status, the other two units classified in ggrgovernment. It is worth noting in this

! The Hungarian Statistical Authorities suggested ftllewing text for the first three paragraphs bfst section: Ih
relation to the market criteria in national accounts, it was noted that some revenues of SMMC relate to the costs of
SMMC and are not based on market considerations relating to the volume of output provided. The ESA95 manual on
government deficit and debt (section 1.1) on the implementation of the 50% rule, specifies that payments from general
government are not to be treated as sales when they are linked to costs, namely the general government tends anyway to
cover the remaining deficit of the company.

In this circumstance, prices are not economically significant, and therefore the 50% rule (whereby 50% of the costs of a
market unit should be covered by sales) is not complied with.

Eurostat observed that in 2006 the main revenues of SMMC originate from the OMC, which is clearly a fixed fee based
on the past costs of SMMC. This is also the case for the PPP contract, which is not yet signed, so it does not influence
the sector classification of SMMC in 2006. The fee which SMMC receives from government for the collection of the
vignette can be considered as market (representing the sale of a service) but this fee is marginal compared to the total
amount of payments received from government.

Some parts of the fees (and other reimbursements) under both OMC and PPP will be subject to changes reflecting
observed costs, notably by way of an evaluation carried out by an independent engineer.”



context that the SMMC does not support heavy maaree risk under the OMC contract
(but it does so in the PPP contract) and that t&1S is merely carrying out regular
maintenance functions.

In addition, the availability fee in forint (the paelated to maintenance) in the context of
the PPP contract, as well as the fee of the OM®étpaid from government to SMMC),
are subject to deductions if work is not undertakmrt these deductions are capped at a
maximum monthly amount (10%). When further deduioan ultimately be recoverable
by government, those claims are noticeably les®sen

It should be noted that according to the Hungakanistry of Finance the existence of
performance mechanisms are to be considered crelgalents in this analysis. In their
opinion the majority of SMMC'’s revenue is not basedcosts, implying that deductions
are to be made whenever quality is not ensured Mihistry of Finance stressed that only
the HUF element (for operation and maintenanceheffee is capped by the 10% limit,
while the EUR element could be deducted by 100%ase of unavailability.

Recording of PPP assets

In relation to the classification of PPP motorwagets on the balance sheet of SMMC or
on that of government, it was noted that paymenis fgovernment (in the context of an

availability fee mechanism) are mostly based ombeirsement of costs of SMMC and not

on the volume of services provided. Moreover they @evised in order to ensure that
SMMC can meet its debt service and other financoggs.

The system put in place (capping of deductions,voidable costs and excess costs
mechanism) clearly limits the risk transfer for heatner, and indirectly for the holders of
SMMC issued bonds, and conversely gives governmenihdirect share of the profits of

SMMC operations.

Payments by government will constitute the predamirpart of SMMC revenue. This is
an additional factor, in the context of Eurost®&RP rules, which would suggest that the
assets to be built should be included in the balameet of government. The Manual on
Government Deficit and Debt indicates that specale must be taken when the PPP
partner is a public corporation, particularly ifQB@ owned. The chapter on long-term
contracts between government units and non-govarnnpartners (public-private
partnerships, section 2.1) states that: "(...) iresashere payments by government under
this contract are a predominant part of the padn&venue, such that for this public
corporation this contract alone results in a sigaift change in the size or nature of its
activities, this corporation could be reclassifeeda government unit". The absence of any
private investor creates a difficulty when judgiihg extent of the risk transfer as well as
the pricing of the contract on a commercial basis.

Conclusion

After having analysed SMMC activities and contratite autonomy of decision of SMMC
was discussed. While noting that SMMC was undererdes of unusual operational
constraints that, taken together, might raise dquestas to its genuine autonomy of
decision, Eurostat felt that, on balance, it waprapriate to view the SMMC as an
institutional unit, as recommended by the Hungar&tatistical Authorities. Eurostat
provisionally concluded that SMMC cannot be consdeas a market institutional unit,
from 2006 onwards, as its revenues are mainly idated. This view was not shared by

the Hungarian Ministry of Finance which thinks thia part of the fee under the operation
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and management contract is to be classified agedarsaational accounts. The Hungarian
Statistical Authorities were asked to examine SM&/Ke&ictorization for past years.

Notwithstanding the sector classification of SMMELjrostat noted that the analysis of the
PPP contract led in any case to the conclusiontligaassets built (the motorways) should
still be recorded in the balance sheet of governnimaher than in the balance sheet of the
partner, owing to an insufficient transfer of ashility risks (and potentially of
construction risks).

2. Debt assumptions and privatisation plans regaraig MAV (railways)
Introduction

The Hungarian Railways (MAV) plan to privatise oofetheir affiliates, MAV Cargo, for
an amount of between HuF 80 bn and HuF 100 bn i(ar®@4% of GDP) and to use the
privatisation proceeds to pay off MAV debt. AlthdugMAV Cargo is said to be a
profitable corporation, MAV is a loss-making coration.

Discussion and methodological analysis

During the discussion held in the meeting it wateddhat a significant part (2/3) of MAV
debt (HuF 390 bn) is state-guaranteed with neaaly (#0%) consisting of long-term
project loans, and that, in the past, from timértee, government assumed the debt of this
100% owned public corporation. The last formal detgumption occurred in 2002 and it
was recorded as a capital transfer in nationaluwatso Following ESA95, par. 4.165, f), an
other capital transfer is "the counterpart trarieacdf cancellation of debts by agreement
between institutional units belonging to differsettors".

This issue had previously been discussed duringApité 2005 EDP mission and it was
possible to conclude that although MAV was a losddimg corporation, its own funds
were still positive. It would be difficult and img case premature now to record a capital
transfer as if the guarantee had been called, epuating option that is currently under
examination by a Eurostat Task Force. At time, tlogporation was expected to be
restructured in a near future. This restructursgow expected to take place in 2007, but
no decision has been taken yet.

Eurostat wondered whether the Hungarian Statistecghorities had been considering a
rerouting of the privatization operation via goveent accounts.

Conclusion

Eurostat requested the Hungarian Statistical Aitikerto explain in a written form how
the restructuring will be achieved, specifying whare the units to be created, and advised
the Hungarian Statistical Authorities to look caibfto the accounting treatment. Eurostat
noted that if doubts remain after a consultationnational level, advice about the
accounting treatment could be sought from Eurostat.



3. Actual data

3.1. Follow-up of the March 2006 EDP reporting — analys of EDP tables and
questionnaires

Introduction

The April 2006 EDP notification tables were anaty$allowing the bilateral clarifications
provided by the Hungarian Statistical Authoritiagidg the EDP assessment period. No
major changes are to be expected to the deficitdahd levels in the next EDP reporting
round. No significant change was observed betwbkerrdporting of August 2005 and of
April 2006. Changes in taxation and other governnmeeasures will affect figures of the
October 2006 EDP notification. Gross Domestic PobdGDP) is expected to be revised
for the next EDP reporting round, mainly due to tbeording of changes in inventories,
and in the context of the quality assessment of @QUres. Time-series of Consumption
of Fixed Capital are also expected to be revised.

Discussion and methodological analysis

During the meeting, several remarks were madelatioe to the publication of the EDP
reporting tables. Eurostat noted that althoughBb® tables are not published at national
level, Eurostat makes available all the reportedPE&bles on its dedicated website. The
Hungarian Statistical Authorities publish at prdséme Hungarian translation of the
Eurostat Press Release on deficit and debt figlesostat was also informed about the
intention of the Hungarian Statistical Authorittespublish the consolidated version of the
EDP inventories on sources and methods that isrymeé@aration and that is expected to
be finalized by mid September 2006. These EDP itor&ss on sources and methods will
also be made public on the Eurostat website.

The Hungarian Ministry of Finance compiles annualty explanation on the difference
between the official Hungarian and the Maastrichficit and debt figures, and includes
this documentation in national publications suchtles"Annual Budget” submitted to
Parliament. For the first time, the publicationtteé "Final Accounts of 2005" will include

a summary table with the main aggregates of ESAS1i@¥enue and expenditure for
general government excluding the amounts relatél te private pension schemes. The
Annual Budget/Final Accounts can be consulted at the MoF’s website.

Eurostat stressed during this meeting that in th@ilA2007 EDP notification the
transitional period on the classification of coptiion-defined funded schemes organized
in the context of social security will end, and gbewill have to be classified outside
general government. The Hungarian Statistical Autles should report EDP figures
accordingly.

The EDP notification tables 2 changed betweenwiogast reporting rounds mainly due to
the recording of other accounts payable, incorpuyatinal adjustments for the accrual
recording of agricultural subsidies in both 2008 &904. An accrual recording approach
was adopted for all subsidies, such as subsidielsoosing loans, for which there were
some payment delays. This treatment did not havepact on the figures reported in the
context of EDP but only on the figures reported amdhe ESA95 Transmission

Programme, particularly for quarterly figures ohgeal government (table 25). It was also
noted that there are no longer problems for therddeg of taxes and social contributions

9



(particularly VAT), and that the Tax Authoritiesgmide detailed information on VAT
reimbursements in a form of a matrix linking amaudtie to actual repayments, allowing
the National Statistical Institute and the CentBank to compile accurate figures,
complying with the statistical reporting obligatoander this item. This issue had been
raised in the past and discussed with the Hunga&itatistical Authorities following the
withholding of VAT refunds in 2003, which led theX Office to delay the tax refunds by
several months. The Hungarian Statistical Authesifprovided during the current meeting
an update of the list of national taxes specifying time lag adjustment applied for each
type of tax and social contribution, which was fdood practice by Eurostat.

The recording ofepos (repurchase agreements) in the EDP notificatibfetawas further
clarified: they are all classified as loans, follog the treatment in Hungarian annual
financial accounts.

When analysing the recording in EDP notificatiobléa 3, the recording of EU funds was
further discussed. Eurostat took note of the ctioms already implemented in the
financial accounts (2004-2005), which aimed to bgnad with the recording in non-

financial accounts. The same corrections will bensonplemented for the years 2002-
2003. The budget recording practice is to recordtnrevenue in the working balances
(Table 2A) only when the money is handed out toefiemries/contractors. Thus, the
Hungarian Statistical Authorities consider thatytcemply with Eurostat guidance on the
recording of EU transactions.

The use of data sources for compiling governmeht deas also discussed, particularly in
local government. At present, counterpart inforovatis used by the Central Bank to
compile government debt because it is considereldeas) more accurate. Comparisons
are nonetheless made regularly with the Ministrifziaaince's various statements.

It was observed that the statistical discrepantiage been reduced over time and
especially during the last few years. The HungaBaatistical Authorities indicated that
this progress reflected the outcome of the disounssheld within the formal working

group composed of the three institutions, whichth&equently.

Conclusion

After having further analysed the EDP reportingeahit was possible to conclude that the
issues related with the recording of VAT have bselved; that the accounting treatment
of repos as loans is similar both in annual financial actswand in EDP tables and that
corrections were made in financial accounts dueht recording of EU grants. The

Hungarian Statistical authorities say to complynw#urostat ruling in this domain.

3.2. Recording of specific government transactions:

- Debt assumptions, debt cancellations and delbi¢offs

- Military equipment expenditure

- Capital injections in public corporations, divigks and privatizations
- Guarantees

- EU flows

- Other (swaps, securitisation, UMTS, etc.).
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Introduction

The recording of specific transactions was disali$seusing on the information provided
in the EDP related questionnaires, which are dedivéo Eurostat together with the EDP
notification.

Discussion and methodological analysis

Eurostat requested details about the cancellatfoinaqi debf. According to the press,
Hungary cancelled a total amount of HuF 38 bn bist ¢ancellation was broken down into
different amounts. The first two apparently toolkaga on 1 January and 23 December
2005, and the last cancellation is apparently edlab the completion of a three-year
International Monetary Fund Programme. The Hunga8tatistical Authorities were not
sure about the exact timing of the recording, antb&at asked to receive further details
on the issue specifying the amounts, the year dneatlation occurred and whether there
were any conditionality features.

The recording of guarantees was also discussedhandungarian Statistical Authorities
requested clarifications. Following specific instiians provided for in the Hungarian law,
the calls are shown as expenditure whenever a giegrdhat is called is deemed to be
irrecoverable. When it is expected to be repaid,dil is recorded as an acquisition of a
claim. Both are recorded in public accounts (wogkialances).

It was noted that the outstanding amount of goveminguarantees was significant.
However they are likely to reflect, apart from expguarantee schemes, guarantees given
to MAV, to Hungarian Development Bank, to Natiordbtorway Company and to
MALEV (airlines), which are closely monitored. Estat asked to be informed of the
stock of claims of government arising from guaraatealled, and the statistical recording
in the case of an unexpected write-off of suchnetaiEurostat also asked the Hungarian
Statistical Authorities to deliver the missing t&blof the questionnaire (tables Illb and
llic) by the next EDP reporting.

When analysing capital injections undertaken byegoment in public corporations,
Eurostat asked the Hungarian Statistical Autharitfethe test of capital injections was
being applied following the present rules in natiibaccounts. There are several capital
injections classified as transactions in equity ertaken by government into (among
others) regional public transportation, water powtion, post office, and MALEV
(airlines). The Hungarian Statistical Authoritiesidsthat they apply the capital injection
test by analysing the accounts of these publicaratpns and Eurostat requested further
details on the transaction involving MALEV. The Hyamian Statistical Authorities
emphasized that this transaction was an actualhpsec of shares in MALEV from a
consortia of banks and not a capital injection utadken by government.

Eurostat also asked the Hungarian Statistical Atttk to further complete the missing
parts of the relevant EDP-related questionnairdetabuch as distributions by large
operations and large losses. When discussingghigj the Central Bank mentioned that it

% The Hungarian Statistical Authorities sent a dgsion note on this issue by 15 August 2006. Iriarat
accounts, an amount corresponding to 29 HuF brre@sded as capital transfer in 2006 correspontting
2*30% of the claim cancellation.
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will be useful to stabilize the reporting requirertsein the context of the EDP reporting
due to the level of detail requested for some efréported information.

The specific case of Mol Rt. (Hungarian Oil and Gaampany) was further discussed
during the meeting following the bilateral clarditons held during the EDP assessment
period. Mol Rt. was partially privatized in 2003cain 2005 it bought gas reserves
(pillow or a corresponding minimum amount for maintaining the storage of gas) from
government for an amount of HUF 60 bn. In natice@dounts, this amount was spread
over time and recorded as rents. Eurostat ask#teipurchase made by Mol related to
extracted gas (inventories) or gas in the subsoibé extracted (subsoil asset). It was
confirmed that the purchase was related to a suasset, as the gas in question remained
in its natural habitat and as extraction would iassit.

Regarding the recording of military expenditurewds confirmed that the acquisition of
the Gripen aeroplanes (lease) will impact the aetsoaf 2006 and 2007 by HuF 82 bn and
HuF 71 bn respectively.

There are no securitisation arrangements in Hundaryelation to UMTS, the third
generation of licences was sold in 2004 for HuFbB2 The adjustment is made in EDP
table 2, for an amount of HUF 17.5 bn a year ug0y.

Conclusion

The accounting treatment of specific transactiath s capital injections undertaken into
public corporations was analysed, with Eurostassing the importance of applying the
test of capital injections following national acodsi rules. The acquisition ofpillow gas

by Mol Rt. (the recently privatized Hungarian Qildagas Company) has been recorded as
rents and accrued over the time. It was confirmeat the acquisition of military
expenditures is made according to Eurostat rulindeases, recording an acquisition of
military equipment at time of delivery which impachostly the years of 2006 and 2007.

3.3. Hungarian Development Bank financing activities

Introduction

The aim was to conclude whether the Hungarian @gveént Bank could be undertaking
quasi-fiscal activities similarly to what happenedhe past. This issue was included in the
agenda due to a recent report from the Hungarianmt@d Auditors that referred that "tax
receivables" were being managed by the one of dhgocations owned by the Hungarian
Development Bank. According to the Hungarian Stiaas Authorities, the present activity
of the Bank does not reflect this kind of activatyd there are no reasons for supposing that
this financial corporation may be acting on behafifthe government. Its activity is
regulated by a supervisory authority and it is sifeed in national accounts in other
monetary institutions sub-sector (S.122).

% More precisely, Mol Rt. bought the technologicalgcessary quantity of gas to maintain the gasgéor
which can be calledpillow".
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Discussion and methodological analysis

Eurostat drew the attention of Hungarian Statistfaathorities to the recent report from
the Hungarian Court of Auditors. According to thiegport, the Hungarian Receivables
Management Rt. is a financial corporation that "eg@s receivables” belonging to the
Development Bank, on behalf of the State Tax Auth@nd banks. It had losses in 2002
and 2004. The losses are due to revaluation ahslan taxes against various corporations
under liquidation. The owner (the Hungarian Develept Bank) has recently increased
the share capital of the Hungarian Receivables femant Rt. (HuF 1 to 4 billion from
2002 to 2004). The holding loss from revaluatiorpegys as a consequence of legal
changes during the liquidation process - and intrabthe court cases, tax claims can not
be enforced on the owner of the unit under liquarat

Eurostat asked the Hungarian Statistical Autharitee examine whether a capital transfer
would need to be rerouted through the governmewmbuaids as a result of these
transactions.

According to the Hungarian Statistical Authoritifse present recording in national
accounts is accurate and there is no need to eetibese amounts through government.

Conclusion

The issue will be further examined at a later stagdurostat, especially in case of new
developments or availability of new information thins issue.

3.4. Analysis of the accounts of the Hungarian Central Bnk (follow-up of the
April 2005 EDP mission)

Introduction

This item of the agenda was a follow-up issue @& Hpril 2005 EDP mission. The

Hungarian Central Bank (NBH) calculates, for therpmse of the annual financial

accounts, the statistical loss/gain of the NBH, awhéexcludes revaluation (i.e., holding
losses/gains). The value of estimated statistassds were the following: 2001: HuF -39.6
bn; 2002: HUF -1.8 bn; 2003: HUF -7 bn; 2004: HGF.3 bn; and 2005: HUF -45.3 bn.

At the same time, in 2002 a large injection by gowgent took place (to replenish part of
the own capital related to the foreign exchangalwation reserve), as according to the
Law if such a foreign exchange revaluation reseaveghe Hungarian National Bank

becomes negative, it is up to government to repkeii

According to the descriptions provided by the HurayaStatistical Authorities during the
meeting, the transfer from government is dedicidembmpensate revaluation losses, while
in case of revaluation gains, no transfer to gavemt is required. These rules are in line
with the accounting guidelines of the European a¢mank. The issue was whether this
amount would need to be recorded as a capitalferamather than a transaction in equity
(as is currently the case). During the April 200BFEmission, Eurostat concluded that it
was of extreme importance to be sure that the éimgnfrom central government is not to
cover any losses of the NBH that had a subsidiZogeme character (quasi-fiscal
operations). The accounts of the Central Bank wedge analysed again in the following
year (2006). Prior to this meeting, Eurostat hajuiested the balance sheet and profit and
loss accounts of the Hungarian Central Bank foi5200
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Discussion and methodological analysis

The Hungarian Statistical Authorities indicatedttiva 2006, the government undertook
another capital injection of HuF 14.8 bn. The tiofeecording of this injection, treated as
a transaction in equity, had been in 2005, witloanterpart transaction as other accounts
payable by government (F.7) in 2005.

The Hungarian Statistical Authorities highlightdtht the Central Bank losses did not
cover quasi-fiscal operations, and instead restifted the current monetary policy mix, in

the context of an appreciating forint. Furthermatewas underlined that the capital

injection undertaken by government was stricthated to cover foreign exchange holding
losses by filling up the foreign exchange revahmatieserve — which is an accounting item
in the balance sheet.

Conclusion

Eurostat concluded that the current recording vpgsapriate pending a wider consultation
between Eurostat and interested patties

3.5. Other issues

The Hungarian Statistical Authorities had requestethe other items to be discussed.
These concerned the accounting issues relating?fsPthe accounting implications of
compensatory measures decided by the Court inaeltd Budapest Airport, of collateral
loans and of transfer of claims to third partiex] ¢he recording of carbon trading rights in
national accounts.

The accounting issues relating to PPPs were disduaad some clarifications on the
appropriate accounting treatment in national actowvere provided by Eurostat. The
Hungarian Statistical Authorities asked whether nepgigs of off-balance sheet PPPs
existing in other Member States could be providgdEbrostat. Eurostat stated that that it
would not be appropriate to do so as its role wag i assess specific transactions on the
basis of the documentation provided by countries ianthe context of "ex-ante" advice
published rules.

For the remaining two specific issues — the acdognimplications of compensatory
measures decided by the Court in relation to Bustafgport and the recording of carbon
trading rights in national accounts — Eurostat wrtbvide a written answer by the end of
August and will request additional information,niécessary. The other issue regarding
factoring, collateral loans and transfers of clatmghird parties will need to be further
specified by the Hungarian Statistical Authoritiesan answer to be provided by Eurostat.

* According to the Hungarian Statistical Authostiis issue is not pending anymore.
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