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Executive summary
An EDP dialogue visit to Hungary took place on 10Jily 2008.

Eurostat carried out this EDP dialogue visit witle fiim to analyse the April 2008 EDP notification,

to review the sectorisation of some units, to emshbat the provisions from the ESA95 Manual on

government deficit and debt (MGDD) and the recemtoBtat decisions are implemented and that
specific government transactions are appropriaedprded in the Hungarian EDP notifications and
national accounts.

First, Eurostat enquired about the institutionabagements and division of responsibilities with
respect to the reporting of data under EDP. EDResahre officially reported to Eurostat by the
Central Statistical Office (KSH). The statisticdfice compiles EDP tables 2A-D actual data, and
EDP table 1 deficit actual data, while the MoF cdespforecast data for EDP tables 2A-D and EDP
table 1 for deficit. The MNB compiles EDP tablesaBd EDP table 1 debt data. Non-financial
government ESA tables (ESA table 2, 9 and 25) arepied by the statistical office, while ESA
table 11 is compiled in cooperation with the MoFSAEtables 6, 7 and 28 are compiled by the
Central BankEurostat took note of the current organisation iving the statistical office (KSH),
the Ministry of Finance and the Central Bank (MN#B) encouraged their further cooperation.

Second, the data sources for the main sub-secters wiscussed. Eurostat took note of the
reasonably good level of source data availabibtyGFS compilation in Hungary, with access of the
statistical authorities to detailed cash flow rejmgy of budgetary units (and profit and loss acdsun
for their entrepreneurial activities) and to bakrsheets. Eurostat was informed by the Hungarian
statistical authorities that profit and loss repgton an accrual basis seems to have been didrupte
approximately fifteen years ago. This seems todwgrary to current trends in public accounting in
Member States, and Eurostat strongly encouraged®tb re-establish accrual based reporting.

Concerning the EDP tables, a few questions, maostiypresentational nature, were discussed.
Regarding EDP table 3B, the question of capita@atipns into the Central Bank and the recording of
repos was discussed. Eurostat took note of theomsawhy the Hungarian statistical authorities
record short-term repurchase agreements (repos$ted within the banking system as loans instead
as depositsEurostat took note of the explanations and promisealddress the question on capital
injections into central banks at the MGDD Editoi@mmittee, in the context of the finalisation of
the capital injection chapter

Sectoral delimitation issues were also discusserbdtat welcomed the description of the Hungarian
authorities of their approach and the financialestents provided.

The issue of the sectorisation of the transpomatompanies was examined. Concerning the new
split of the railway company into a freight compaagd a passenger company, Eurostat was
informed of the current status of the companiesaftial statements and business plans of these
newly created entities and financing arrangemetatg loe subject to further changes. Noting that one
could not wait for the October 2009 notificatiom(@ when the first annual financial statement will
be available), Eurostat invited the Hungarian statl authorities to make a decision on the
classification of the passenger company (MAV-Staithout delay and in any case before the next
EDP notification of October 2008. Concerning theight company, which just had been privatised,
Eurostat enquired about the recording of transastigs far as the privatisation proceeds obtained i



the context of the disposal of equity of MAV-Cargoconcerned, Eurostat indicated that the rules
concerning indirect sale of financial assets mesaplied.

Eurostat also took note of the situation of the &ebt transportation company, BKV ZRt, and
invited the Hungarian authorities to regularly dhélee 50% rule for this company, as it seemed to
be very close to the 50% threshold.

Eurostat took note that the vignette for the useatls is considered as a sale of service in Hyngar
in application of Eurostat's guidance note released March 2008. Eurostat also noted that the
vignette also covers motorways under PPP contraotse the motorway assets are recorded off the
government balance sheet.

Eurostat welcomed the detailed description provioledhe statistical authorities to Eurostat (before
the mission) on the criteria used in Hungary fek tiransfer assessment. Eurostat will reflect en th
proposition of the statistical authorities to ugddte PPP chapter, notably in order to take stéck o
new developments in PPPs not included in the exjsthapter. Given the high number of PPP
projects already classified off government balastoeet (2.5 billion € of total value under contract)
the Hungarian statistical authorities were invitedconsult Eurostat in writing (for advice), in
particular for contentious or doubtful cases.

The Hungarian authorities explained to Eurostair theethod for recording EU grants, which in
principle is in line with Eurostat’s decision oretmeutralisation of these flows. Eurostat found a
good situation with respect to the source datachlallows Hungary to adhere strictly or very
strictly to the Eurostat decision. However, Eurbstaderlined that the current method overestimated
the deficit due to the fact that receipts receifredh the EU, and entering the working balance, are
adjusted downwards when they are higher than tiperedture in a single year, but are never
adjusted upwards in the opposite case. Eurostatfthis situation highly anomalous and suggested
that the Hungarian statistical authorities assumehe absence of any other detailed information,
that the excess of revenue over expenditure imglesiyear originated from the year before — and
correct the data accordingly. Eurostat also praviderification on more difficult cases where (1)
the project is not definitively agreed with the Hd) the co-financing rate is set in advance bat th
actual value can vary, or when it can be modifegér, (3) the last part of the expenditure must be
advanced by the Member State, and (4) irregularidiad to deductions.

On the issue of capital injections, the Hungariatharities informed Eurostat that tables Va and Vb
of the EDP related questionnaire are not fully ¢sieat and will be corrected in the next EDP
notification. Concerning the capital injectionsanYOLAN companies, the statistical authorities
explained that the capital injection test is appligppropriately, first by the owners (local

governments that decide to record a subsidy opéataperation) and later on, is checked as well
by the Central Bank, unit by unit (and not as augjoAs far as the capital injections into forestry
companies are concerned (currently recorded asdctions in equity), Eurostat considered that
these should be most likely recorded as capitabteas, given the pattern of repetitive payments an
also given the fact that these seem to have the&enaff investment grants. This would imply an

increase in the notified deficit.

The meeting was constructive and Eurostat appezgtidie explanations provided by the Hungarian
authorities during the dialogue visit and the doentation provided prior to the visit.



Final findings

Introduction

In accordance with article 8d of Council Regulati®C) No 2103/2005 of 12 December 2005,
amending Council Regulation (EC) No 3605/93 as miggathe quality of statistical data
in the context of the excessive deficit proceduterostat carried out an EDP dialogue visit
in Hungary on 10-11 July 2008.

Eurostat was represented by Ms Maria-Helena Figuaiting director of Directorate C — National
Accounts, Mr. Luca Ascoli, head of unit C.3, Mr.ilgipe de Rougemont (Unit C.3), and Miss
Agota Krénusz (Unit C.3). The Directorate GeneoalEconomic and Financial Affairs (DG ECFIN)
also participated in the meeting as observer.

Representatives of the Hungarian statistical offi¢8H), the Ministry of Finance, and the National
Bank (MNB) were present.

Eurostat carried out this EDP dialogue visit whle fsim to assess the existing statistical capdaity,
review the division of responsibilities concernithgg compilation of EDP statistics and government
accounts, to discuss the quality and exhaustiveabpsmary data sources, to clarify the issues
relating to EDP tables raised in the context of/janes notifications, to review the progress achéeve
in implementing ESA 1995 methodology (sectorisatbnnits, accrual principles), to assure that the
provisions from the ESA 1995 Manual on Debt andifeénd recent Eurostat decisions are duly
implemented, and that specific government transastare properly recorded in the Hungarian EDP
tables and national accounts.

In relation to procedural arrangements, Eurostalagxed the new procedure, in accordance with
article 8 of Regulation 3605/1993 as amended, ataig that theMain conclusions and action
points would be sent within days to the Hungarian statstauthorities, who may provide
comments. Within weeks, thBrovisional findings would be sent to the Hungarian statistical
authorities in draft form for their review. Aftedjstments,Final Findings will be sent to the
Economic and Financial Committee (EFC) and pubtishre the website of Eurostat.

1. Statistical capacity issues

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

Introduction

EDP tables are officially reported to Eurostat ByHK The statistical office compiles EDP tables 2A-
D actual data, and EDP table 1 deficit actual datsle the MoF compiles forecast data for EDP
tables 2A-D and EDP table 1 for deficit. The MNBngules EDP tables 3 and EDP table 1 debt
data. Non-financial government ESA tables (ESAddhl 9 and 25) are compiled by the statistical
office, while ESA table 11 is compiled in coopeoatiwith the MoF. ESA tables 6, 7 and 28 are
compiled by the Central Bank.



Discussion and methodological analysis

Eurostat took note and complimented the Hungandhaaities for the formalisation of cooperation

between the three institutions involved. There ragular meetings at a high level. In addition, a
formal permanent working group was set up in 2@@dich meets particularly actively at time of

notification. Since 2004, a working agreement betwednstitutions has existed, which was
complemented in 2006 with a more detailed anneg. Hiangarian authorities will provide Eurostat
the latest version of the agreement.

In addition, Eurostat took note that reporting gations to the statistical authorities presenthie t
room as well as to other statistical authorities fareseen annually in a government decree (after
agreement of a statistical committee), in apploatf the Government Act on Statistics. Finally,
Central Bank decrees regulating reporting obligetiby various entities to the Central Bank are also
relevant for the compilation of government finastatistics (GFS).

Findings and conclusions

Eurostat took note of the current organisation iving the statistical office (KSH), the Ministry of
Finance and the Central Bank (MNB) and encouralged turther cooperation.

1.2. EDP Inventory and data sources

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

Discussion and methodological analysis

Eurostat took note of the reasonably good levedafrce data availability for GFS compilation in
Hungary, with access of the statistical authoriteesletailed cash flow reporting of budgetary units
(and profit and loss accounts for their entrepreaéwactivities) and to balance sheets. Local
governments report data to the regional treasunedse form of quarterly reporting, on a cash basi
which is then posted on the Treasury website. @Ehtrdgetary units maintain their accounts at the
Treasury, so for such units monthly data are alvks|gposted on the Treasury website. Owing to the
late availability of aggregated final data (stagtinom April), the first notification uses the Tseay
accounts information for central government andiadosecurity and flash estimates for local
government, which are considered by the Hungatiatisscal authorities as reliable information for
estimating the final results. Interest and subsi@diee managed centrally. Eurostat was informed by
the Hungarian statistical authorities that profiddoss reporting on an accrual basis seems to have
been disrupted approximately fifteen years agos eems to be contrary to current trends in public
accounting in Member States, and Eurostat stroagbpuraged efforts to re-establish accrual based
reporting.

The Hungarian statistical authorities informed Etabthat EDP Tables 3 and ESA tables 6 and 27
reporting the financial accounts of government @vepiled by the Central Bank, using in large

measure counterpart information (e.g. money ankibgndata, securities data), instead of direct
government source data, although cash flow infaonaseems to be available. Eurostat noted that



the use of counterpart information may be appropramly in the absence of direct source data or
when a good reason exists for departing from dirgctrmation. In this case, this choice must be
appropriately documented and justified, and anfeddhce in data should not lead to entries into the
statistical discrepancy but should generally bertegl elsewhere in the financial accounts. Eurostat
noted that the use of counterpart information migkplain the discrepancy in EDP tables 3 in
Hungary — which is systematically positive for Ibgavernment, a cause of concern. The Hungarian
statistical authorities expressed their agreematht Burostat's position, and indicated their plan t
compile, on a test basis, the financial accountgoekrnment using direct source data, with the view
to decide the most appropriate action. This wamgty encouraged by Eurostat.

Concerning revision policy, the Hungarian authestexplained that the Audit Office examines data
at the end of June and its report is submittedhéoPtarliament at the end of August each year€lf th
Parliament accepts the appropriation accounts,dh&mare considered to be final by the next May.

Findings and conclusions

Eurostat took note of the explanations provided ahdhe relatively good level of source data
availability in Hungary. Eurostat further expressbd importance of accrual data, and encouraged
the Central Bank to use direct information, insteAdounterpart information, to compile financial
accounts for government.

2. Actual data — EDP reporting
2.1. Examination of the EDP tables: April 2008 nofication

Introduction

Eurostat welcomed the timeliness and consistencyhef EDP tables sent by the Hungarian
authorities in each notification. Some (mostly praational) issues were discussed.

Eurostat recalled that tlguestionnaire related to EDP tablesis in the process of being updated. The
Hungarian authorities expressed their intentiortiryoto compile the pilot questionnaire related to
EDP tables, and to send it to Eurostat eitheratithe of the notification or in the following week

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

Discussion and methodological analysis

The working balance of EDP table 2A is taken frdre aippropriation accounts approved by the
Parliament and also published on the Ministry afafice website. B.9 of central government is
constructed from the working balance downwardshie April EDP notification, however in the
October EDP notification there is a reconciliatioetween the working balance and B.9 as taken
from national accounts sources.

The Hungarian authorities agreed that the corredtites in EDP table 2A for the prepayments to
government for oil royalties (MOL) and for UMTS diaces should more appropriately be included
under the line "other accounts payable" (in thetfeRP notification); this is in concept more



appropriate and has the further advantage of awpisiplit of adjustment lines (in the case of MOL)
which can be confusing to users.

Concerning the claim cancellation against sociaugty funds, the Hungarian authorities explained
that the deficit of the social security fund is ecad by a loan from central government, which is
cancelled the following year but not included ie thorking balance, therefore a separate adjustment
line is included in EDP table 2A.

Eurostat enquired about the adjustment for claimcebation against Russia, as in the April 2008
EDP notification the Hungarian authorities providedy preliminary figures and promised to inform
Eurostat if the information were available. Becaokaew developments, the Hungarian authorities
will provide new information on this in the Octoli#08 EDP notification.

EDP table 2C

Discussion and methodological analysis

The local government working balance is cash basetis taken from the flash estimate of cash-
flow in April and from the Treasury accounts in Gmer. According to the statistical authorities, the
April estimate is a good proxy, and does not charayesiderably in the October notification.

Concerning local government, the Hungarian autiesripromised to provide more information to
Eurostat on the considerable decrease in equiti28Q07.

Regarding the "Imputed loans related to dwellingadisation”, listed under "Other adjustments” in
EDP table 2C, the Hungarian authorities explairtet these relate to the subsidized purchase by
households of flats previously owned by local goweents. The Hungarian authorities presented an
excel table, which showed the calculation of thdjustment line, and Eurostat accepted the
recording of this item.

Findings and conclusions

Eurostat took note of the explanations and the ldtiag authorities will provide an explanation of
the considerable decrease in equities in 2007.

EDP table 2D

Discussion and methodological analysis

The working balance of social security fund is taleom the Treasury accounts, and similarly to
central government and extra-budgetary funds, Bighed and commonly available on the Treasury
website.

Eurostat took note of the purpose of the "Debt elaiton by the Central Budget" line among other
adjustments, which has the matching entry in EDiRtaA and shows the annual debt cancellation
of social security debt by the central government.

Findings and conclusions

Eurostat took note of these explanations.



EDP Table 3B

Discussion and methodological analysis
There were two issues discussed in detail concgilBDP table 3B.

First, the question of the capital injections irth® central banks was discussed. The Hungarian
authorities expressed their need for an appropdiatéfication of the question on the recording of
capital injections by government into central banksthe context of central banks' capital losses.
The Hungarian authorities argued against the asynuaktreatment of holding gains and losses,
and asked Eurostat to provide a detailed ratiooalthe treatment. Eurostat proposed to discuss this
issue in the context of the MGDD Editorial Comnstte the framework of the finalisation of the
chapter on capital injections. Such a clarificatould also allow agreeing on an appropriate
recording for the case of a large capital injectiomdertaken by the Hungarian government in the
Central Bank in 2002.

Second, Eurostat took note of the reasons why threghtian statistical authorities record short-term
repurchase agreements (repos) invested within ané&ilg system as loans instead as deposits, as
explicitly foreseen by ESA 1995. The national bardicated that it seems artificial to classify repo
according to counterpart sector and that it clessiéll of them as loans when drawing up the
financial accounts. Eurostat noted that, compawedkposits, which are a means to place liquidities,
loans (AF.4) imply an intention by the lender toyde financing to the borrower and are generally
at the initiative of the latter. Eurostat recalladsimilar case in another Member State. It also
underlined that the Hungarian recording is makimg monitoring of the loan assets transactions by
government, an important aspect of the EDP momigorinore complex.

Findings and conclusions

Eurostat took note of the explanations and sugddstaddress the question on capital injectiors int
central banks in the MGDD Editorial Committee ire thontext of the finalisation of the capital
injection chapter.



3. Methodological issues and recording of specifgovernment transactions

3.1. Delimitation of general government sector: cksification of institutional units according to
ESA95 — application of 50% rule in national accourdg

Introduction

Eurostat enquired about the institutional arrangem@s well as procedures for methodological
decisions on sector classification of units. Thetaeclassification of individual units/groups, suc
as public infrastructure companies, public hospjtpublic TV and Radio were discussed during the
meeting.

Discussion and methodological analysis

The statistical office is responsible for the cifasation of units and the delimitation of general
government. Eurostat welcomed the description @fHhngarian authorities of their method and the
financial statements provided. Eurostat noted thatHungarian statistical authorities, via access t
financial statements of enterprises contained endatabase of the tax authorities, can identify the
list of public units (versus private units) and tinaly monitor compliance with the 50% rule. This
has resulted in the reclassification of some céng@ernment controlled enterprises inside
government (when non-market), but this has not yetl to any reclassification at the local
government level, as the units potentially concereee very small. Eurostat encouraged the
statistical authority to continue to perform reglydahe 50% test.

Findings and conclusions

Eurostat encouraged the Hungarian authorities txlkchhe sector classification of units of all
general government sub-sectors regularly.

3.1.1. Public infrastructure companies (railway, meorway, transportation companies,
airports)

Introduction

Eurostat enquired about the classification of pubifrastructure companies, notably about the rail
company, in the light of the current privatisatiointhe freight part, about the motorways and other
public transportation companies.

Discussion and methodological analysis

Concerning theailways Eurostat enquired about the details of the railaampany restructuring,
which was separated in various parts (MAV Start iZrthe passenger rail company and MAV
CARGO Zrt is the freight rail company). Eurostatswaformed of the current status of these
companies. There are difficulties in the availapibf financial statements and business plans of
these newly created entities and in the fact thatfinancing arrangement may be subject to further
changes. Noting that one could not wait for theobBet 2009 notification (when a first annual
financial statement will be available), Eurostatited the Hungarian statistical authorities to make
decision on the classification of the passengerpaomy (MAV-Start) without delay and in any case



before the next EDP notification of October 2008otder to do so, Eurostat suggested examining,
in the absence of a financial statement coveringp@mplete year, any existing business plan if
available, and proposed assistance for the analjsswering a question raised by the Hungarian
statistical authorities, Eurostat indicated tha¢ ttlassification of payments for public service
obligations must be analysed in detail accordingatbonal accounts rules, and that they cannot be
subject to a classification based solely on compkawith European legislatiofhe Hungarian
authorities (MoF) repeated the need for Eurostadagice on classification of one specific public
service obligation, which is regulated by Regulatic370/2007 of the European Parliament and the
Council of 23 October 2007 on public passengerspart services by rail and by road and repealing
Council regulations 1191/69 and 1107/70 and forynbyl Council regulation 1191/69 of 26 June
1969 on action by Member States concerning thegatitins inherent in the concept of a public
service in transport by rail, road and inland watey.

Concerning the freight company, which was justgised, Eurostat enquired about the recording of
transactions. As far as the privatisation procesatained in the context of the disposal of equity o
MAV Cargo is concerned, Eurostat indicated that thies concerning indirect sale of financial
assets must be applied. This entails recordingspodal of equity in government accounts and a
subsequent reinvestment into the mother companyl&¥ Cargo, and then applying the capital
injection test for the latter. In this context, tHangarian statistical authorities will have to suler
any past losses not already covered by recaptialisactions as well as the existence of genuine
expectations of a future sufficient rate of retaminvestment.

As regards AAK, the nationahotorway management company (currently classified in gdnera
government) the planned sale of around 25% ofdfstal was discussed. Eurostat underlined that
given that this partial privatisation did not ehfarfeiting control of the company by governmeitt,
will be without effect on the sector classificatiohthe entity. Because AAK is inside government,
the Hungarian statistical authorities enquired ow lthe equity sale proceeds would be recorded.
Eurostat recalled that the FAWP has agreed in 2006he possibility of equity liabilities of
government — admittedly applicable in a few casdyg e based on the notion that equity involves
being exposed to the risks and rewards arising ttemcompany's performance and provides access
to its residual value in case of liquidation, asdhot univocally related to the notion of contrbhis
point was also discussed in a draft guidance not€lassification of holding companies and their
subsidiaries in national accounts. In this context, the proceeds are to be recoated disposal of
equity assets when drawing the non-consolidateginiral accounts, and as an incurrence of an
equity liability by government when drawing the sohdated financial accounts.

Concerning thepayments for the use of road&urostat took note that the vignette for the oke
roads is considered as a sale of service in Hurigaagplication of Eurostat's guidance note reléase
on 7 March 2008. Eurostat also noted that the Wigredso covers motorways under PPP contracts
where the motorway assets are off government balaheet. The Hungarian statistical authorities
consider that this does not constitute a problenitself because government is deemed to be
purchasing the availability of those "private” motays (under PPP contracts), instead of having
economic ownership of those motorways and of bdirgrt producers of motorway services, and be
reselling motorway services to the public at labgeway of the vignette. Eurostat took note of the
view of the Hungarian statistical authorities ar@hsidered that the issue merited some further
reflection.

Regarding theublic buscompanies (VOLAN), Eurostat examined the profit &b accounts and
balance sheets of the companies sent by the Hamgauthorities before the mission. These
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companies, even though some of them are loss-matamgply with the 50% test. Eurostat asked the
statistical authorities to check their classifioatregularly. Eurostat also took note of the siarabf
Budapest transportatiorcompany, BKV ZRt, and invited the Hungarian auites to regularly
check the 50% rule for this company, as it seeradzbtvery close to the 50% threshold.

Findings and conclusions

Eurostat found the practice of the Hungarian autilesr concerning the classification of public
infrastructure units satisfactory and encourageditko keep on checking these units regularly.

3.1.2. Public utility companies

Introduction
Eurostat enquired about the classification of pubtility companies.

Discussion and methodological analysis

Concerning public utility companies, the Hungarsgatistical authorities explained that these belong
to local governments and their reclassification lddwave a low impact on the deficit (B.9) in case
they were found to be non-market. The Hungariamaiites promised to review these and send
more information to Eurostat.

Findings and conclusions

The Hungarian authorities will provide more infotioa on the classification of public utility
companies.

3.2. Implementation of accrual principle

3.2.1. Accrual taxes and social contributions

Introduction

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

Discussion and methodological analysis

Eurostat welcomed the comprehensive informatiorvigeal in table 1 of the Questionnaire related
to EDP tables. However, Eurostat observed thatrégun table 1 of the Questionnaire related to
EDP do not exactly correspond to figures in EDRembThe Hungarian authorities confirmed their
statement made previously in the clarification led April 2008 EDP notification that these figures

do not correspond because some social securityilwotibns are paid into extra-budgetary funds, to:
Labour Market Fund (D.611, D.29), the Research Bechnological Innovation Fund (D.214) and

the Cultural Fund (D.214).

Findings and conclusions
Eurostat took note of the explanations provided.
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3.2.2. Accrual of expenditure — accrual of the I8month salary

Introduction

The recording of the ¥8month salary had been extensively discussed WithHungarian statistical
authorities in the context of previous dialogueitgignd the April 2007, October 2007 and April
2008 notifications.

Discussion and methodological analysis

Eurostat took note of the explanation pertainingh® recording of 13 month salaries. Changes in
the moment in which the 13th month salary is paitl (delayed to the next year for the 2004"13
month and then brought back to the current yeatwio steps in 2007 and 2008), have been
appropriately corrected so as to enforce the atcprinciple. These corrections avoid
underestimating the deficit in 2004 and overesitinggit in 2007 and 2008. This issue was resolved
for the April 2008 notification and Eurostat hadfoaher questions on the recording.

Findings and conclusions

Eurostat accepted the adjustments made for thediegoof the 18 month salary.

3.2.3. Calculation of accrual interest

Due to time constraints this issue was not diselisse

3.2.4. Recording of the church compensation

Introduction
The recording of church compensation was briefsgdssed during the meeting.

Discussion and methodological analysis

Eurostat thanked the Hungarian authorities for tloée describing the church compensation in
Hungary. Even though the issue had been extensmsigussed with the Hungarian statistical
authorities in the context of previous dialogueitgignd the April 2007, October 2007 and April
2008 EDP notifications, Eurostat did not completehderstand the acceleration process and the
related financial arrangements. Therefore, it wased that there was room for further discussion on
this issue.

Findings and conclusions

Taking into account the complexity of the acceleraprocess, the national authorities and Eurostat
need to further reflect on the issue.
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3.3. Recording of specific government transactions
3.3.1. Public Private Partnerships
Introduction

Both methodological and practical issues were dised concerning the Public Private Partnerships
in Hungary. The Hungarian authorities provided todstat before the mission some documentation
on how they assess the risks involved in PPPslamtist of ongoing projects.

Discussion and methodological analysis

Eurostat welcomed the detailed description providedhe criteria used in Hungary for risk transfer
assessment. During the session, following a fistugssion of these criteria used in order to dgssi
PPP contracts on or off government balance shéstsystat indicated its intention to further
examine in the coming weeks such criteria, and cbatk to the Hungarian statistical authorities
with questions and remarks. Eurostat underlineat b guaranteed minimum cap on the availability
fee can be consistent with a transfer of riskeogrivate partner, because the latter impliesttieat
non availability of the asset must result in a zermegative availability fee, a point that wasesgt
upon by the Hungarian statistical authorities. Btetistical authorities welcomed the attempt by
Eurostat to clarify certain accounting rules foilPPR the form of a draft guidance ndissessment

of risk transfer in PPP: guarantees, grantor financing and termination clauses, but felt that the PPP
chapter of the MGDD Manual generally needed furttlarification. Eurostat will reflect on the
proposition of the Hungarian statistical authostie update the PPP chapter, notably in orderki® ta
stock of new developments in PPPs not includetierekisting chapter.

A discussion also took place about the criteriatie to early termination of contracts, by analogy
with the criteria for availability fees and withehmajority financing of a PPP. The Hungarian
statistical authorities and Eurostat will furtheigeire and reflect on the issue.

The Hungarian authorities also explained the procedelating to PPPs. There is an intra-
governmental PPP committee that decides whethesjagb can be deemed a PPP or not. Afterwards
the statistical office receives the contract armljgles its opinion on whether the project is orofr
balance sheet of the government (and preparessthe be sent to Eurostat).

As far as PPP projects are concerned, a list of peRided to Eurostat was examined. The
Hungarian authorities explained that this list (@his also provided in the EDP related questiomnair
each notification) shows only those PPPs whichadrkigh value and which are off government
balance sheet. Eurostat requested the statistithbities to provide to Eurostat a copy of the
contracts relating to projects no. 26 (ELTE Trekwtti campus), 39 (Borton Projekt Szombathely),
40 (M5-06s autopalya Kiskunfélegyhdza-Szeged) and (E@ységes digitalis radiotavkozlési
rendszer). Given the high number of PPP projectsadl classified off government balance sheet
(2.5 billion € of total value under contract), thieingarian statistical authorities were invited to
consult Eurostat in writing (for advice), in pauiarly for contentious or doubtful cases.

Findings and conclusions

Eurostat welcomed the practice of risk assessmgplieal in case of PPP projects in Hungary.
Eurostat might further reflect on the existing picad rules of Hungary. The Hungarian authorities
will send the contracts of the four above mentioR&® projects to Eurostat in the coming weeks.
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3.3.2. Capital injections into public corporations,dividends and privatisations

Introduction

The issue of capital injections was discussed lgrgiiring the meeting due to time constraints. The
Hungarian authorities provided an updated listagfital injections before the mission.

Discussion and methodological analysis

The Hungarian authorities informed Eurostat thalets Va and Vb of the EDP related questionnaire
are not fully consistent and will be corrected Ire thext EDP notification. According to their

explanation, so far in table Vb of the EDP relatpgestionnaire, not only payments to public
corporations were recorded but also payments teafgiones. However, this was corrected for
Eurostat’s dialogue visit and will also be corrddia the next notification.

Concerning the capital injections into VOLAN comjesm) Eurostat had doubts about the correct
recording of capital injections, as it seemed tih@se companies are loss-making. The statistical
authorities explained that the capital injectiost e applied appropriately, first by the ownelscél
governments that decide to record a subsidy opéataperation) and later on, is checked as well
by the Central Bank, unit by unit (and not as augjo Eurostat accepts this treatment, however it
reminded the statistical authorities that if a tapinjection is given for a specific investment
purpose then it has to be recorded as investmant (J.92).

As far as the capital injections into forestry ca@nggs are concerned (currently recorded as
transactions in equity), Eurostat considered thase should be most likely recorded as capital
transfers, given the pattern of repetitive paymamnis also given the fact that these seem to have th
nature of investment grants.

Findings and conclusions

The Hungarian authorities will reclassify capitajeictions in forestry companies and continue to
check the capital injection test.

3.3.3. EU flows

Introduction

The Hungarian authorities sent to Eurostat inforomatibout the recording of EU flows before the
dialogue visit. Eurostat's aim was to clarify wheetithe Hungarian authorities neutralize the funds
received from the EU appropriately.

Discussion and methodological analysis

The Hungarian authorities explained to Eurostair theethod for recording EU grants, which in

principle is in line with Eurostat’s decision oretmeutralisation of these flows. Eurostat found a
good situation with respect to the source datachlallows Hungary to adhere strictly or very

strictly to the Eurostat decision.

The Hungarian authorities explained that the wagkialance includes both expenditures made on
behalf of the EU and money received from the EUthmrse flows that come from the EU for co-
financing national projects (such as the Structtmads and Cohesion Fund (utilized within the
framework of national development plans), SchenBanility, European Agricultural and Rural
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Development Fund (utilized within the frameworkradtional rural development plans), Transition
Facility, Solidarity and Migration Funds and soménon items where the final beneficiary is a
central budgetary organ (e.g. TEN-T)). EU funddritisted on a normative basis (agricultural direct
payments and market-related subsidies) and subsigdiéch are directly received from the European
Commission, are not part of the national budgee Hungarian authorities also explained that EU
advances are not entered into the budget (workahgnloe), but are recorded in a separate Treasury
account.

Eurostat took note that the cash flows relatech&oEU transit via a suspense account and do not
immediately enter the working balance. The Hungarstatistical authorities clarified that the
transfer from the suspense account to the workialgnte was made quasi-automatically upon
realisation of expenditure (working balance outfjpand that one could not talk of an imputation of
revenue. The Hungarian statistical authorities gaced that a delay in transfer could occur,
although rare, and particularly when spending isxcess of the EU advance.

In case the transfers coming from the separateuatcuoatch expenditures of the given period, this

leads to a situation where in practice most expgarel are neutralized. There might be occasions,
where the account is not credited enough, whichddga an imbalance, which is not corrected,

whereas cases of reverse imbalance (excess regeauexpenditures) are neutralized.

Thus, Eurostat underlined that the current metheerestimated the deficit due to the fact that
receipts received from the EU and entering the wmgrkalance, are adjusted downwards when they
are higher than the expenditure in a single yaarake never adjusted upwards in the opposite case.
Eurostat found this situation highly anomalous andgested the Hungarian statistical authorities to
consider, in the absence of any other detailedrimition, that the excess of revenue over
expenditure in a single year originated from tharyeefore — and to correct the data accordingly.
The Hungarian statistical authorities agreed witlroStat and data from 2004 to 2007 will be
amended in this respect in the next EDP notificatiothe adjustment line of table 2A, implying a
reduction in the reported deficit.

Prior to the mission, the Hungarian statisticalhauties requested clarification from Eurostat on
more difficult cases where (1) the project is nefimitively agreed with the EU, (2) the co-finangin
rate is set in advance but the actual value cayy wamwhen it can be modified later, (3) the laattp
of the expenditure must be advanced by the Memiage Sand (4) irregularities lead to deductions.

(1) The Hungarian statistical authorities explained,thracase of uncertainty over whether the
amount spent is to be reimbursed by the EU, theyght they may not book a revenue until
a decision is taken by the EU Commission. In theecaf projects of significant size, a
specific approval decision has to be taken by thg ®hich may occur only after the
expenditure is made. The Hungarian statistical arittes wondered about the appropriate
time of recording: at the time of decision or a¢ time of expenditure, and if the latter,
whether the data should be revised at the timeeoistbn or be estimated pending decision.
Eurostat thought that the spirit of the decisioppased recording a revenue at the time of
expenditure and that it would be inappropriatestase the data: it recommended to make an
estimate, based on the reasonable suppositiorHimagary had a claim that would, most
likely, be reimbursed. Eurostat stressed that #perediture must be neutralised by booking
a corresponding revenue in the same year, andlhiogld be the case even when there are
some uncertainties on whether it will be reimbursadfor what amount. In this case, an
assumption must be made (including on the propostbich will be reimbursed by the EU,
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with a prudent estimate), and a correction willreeorded when the exact proportion is
known. In the specific case of the money spent lyndary for the construction of

motorways and Budapest M4 metro (48 billion HUFyoaernment revenue from the EU of
32 billion HUF (EU co-financing) should be recordéd 2007 (instead of zero) and

accordingly the government deficit for 2007 willMeato be revised downwards by this
amount in the next notification.

(2) When the co-financing rate is set in advance baiatttual value can vary, or when it can be
modified later, Eurostat agreed with the Hungargatistical authorities’ view, that the
estimated co-financing rate should be applied atst& the actual one, but exclusively if the
co-financing rate is not expected to vary considlgraVhen the co-financing rate is rather
uncertain, the actual co-financing rate observgbdr by year is to be used.

(3) Concerning the last part of the expenditure thastnine advanced by the Member State,
Eurostat saw no specific difficulty as it felt tiiae general rules are applicable.

(4) Deductions resulting from irregularities shouldbmoked in the accounts at the moment in
which the irregularity is discovered and the derido implement the deduction is made.

Eurostat noted that EU flows are adequately redlbat financial accounts (EU monies recorded as
F.2 of government with a matching payable F.7), #rat the data are consistent with the more
detailed figures by EU funds provided by the MoFEwrostat. Eurostat found this recording fully
appropriate and remarked that they implied subisadtfferences compared to a cash approach
(notably in 2007).

Findings and conclusions

The Hungarian authorities introduced their method the adjustment of EU flows, which in
principle is in line with Eurostat’s decision oretheutralisation of these flows. However, the autrre
adjustment seems to overestimate the deficit, thexrehe Hungarian authorities have to adjust EDP
tables according to the discussion. The correctidlh be applied for the October 2008 EDP
notification.

3.3.4. Guarantees
Due to time constraints this issue was not disalisse
3.3.5. Military equipment expenditure

Introduction
Eurostat enquired about the recording of militaguipment.

Discussion and methodological analysis

Eurostat noted that the Hungarian statistical aities follow the rules on military expenditures a
they make an explicit adjustment for large deligsriin the context of the large contract for Grigen
as well as implicitly for other contracts througharslard accrual adjustments to calculate
intermediate consumption.
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Findings and conclusions
Eurostat took note of the explanations and pretientaf the Hungarian authorities.

3.3.6. Debt assumption, debt cancellations and debrite-offs
This question was not discussed in detalil.

3.3.7. Swap

Introduction

Eurostat enquired about the recording of swaps.

Discussion and methodological analysis

The Hungarian statistical authorities recalled gmternment was entering into currency swaps, and
perhaps in other instruments, with the Central Ban# more recently in the market, in order to
hedge its foreign currency debt. In applicationihaf regulation, the Maastricht debt is valued tgkin
into account the exchange rate observable at tinlfeedge. The impact of the hedge increases the
reported Maastricht debt by 138 billion forint d&s20d December 2007 (0.5% of GDP).

Findings and conclusions

Eurostat concluded that the valuation of the debbwed the rules, valuing the government debt
after swap.

3.3.8. Others: Sale and leaseback operations, seitigation, UMTS, carbon trading rights

This question was not discussed in detalil.
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