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Executive summary

Eurostat undertook an EDP dialogue visit in Germanyb-6 May 2011. The main aims of this

dialogue visit were to assess existing statisticapacity and divisions of responsibilities

concerning the compilation of EDP statistics andegoment accounts, with special attention
being paid to the compilation of state and localegoment accounts, to discuss whether the
information available from public accounts usedhe compilation of government statistics is

sufficiently detailed (quality of primary data soas), to assure whether provisions from the
ESA95 Manual on Debt and Deficit and recent Eutadgaisions are duly implemented and how
specific transactions are recorded in the EDP s$alaled to examine the recording of government
interventions during the financial crisis in na@b@accounts.

Eurostat discussed with the German authoritiesiribgtutional arrangements and source data
used for the compilation of government finance istias. Eurostat appreciated the
comprehensive description of the compilation of kirey balances, net borrowing/net lending,
and the reconciliation lines in EDP tables 2A-2bwpded by the German authorities, and took
note of the current arrangements. Concerning thantiial accounts for general government,
Eurostat took note of recent developments, andetimaining problematic issues, and encouraged
further improvements.

As far as the analysis of the April 2011 EDP noéfion is concerned, the German authorities
will apply the guidance on recording of injectiang multilateral developments banks, once the
ongoing discussion has been concluded at the Raldafccounts Working Group. The German
authorities undertook to review the possibilitiesncerning the application of Article 16 of
Council Regulation 479/2009, as amended, in thaesborof the German constitution and the
public finance law provisions, for obtaining alluisoe data needed for the compilation of EDP
statistics. The German authorities agreed to furitineestigate the details of the "other" item in
the other adjustments line of EDP tables 2, wiibry given to central government, and report
the results to Eurostat. Moreover, the German aitidg® will report to Eurostat on the
consultations between Destatis and the Bundesharikeoreconciliation of Balance of Payments
data and direct government data sources, once thask a conclusion. Eurostat encouraged the
further decrease of statistical discrepancies.

Eurostat appreciated the prudent approach of them&e authorities to the recording of
government interventions in the financial crisigl amoted that there are no further interventions
currently planned for additional banks. Eurostatktmote of the explanations of the German
authorities concerning the current classificatibthe special bodies created in the context of the
financial crisis.

The follow-up of Council Regulation 2516/2000 aneécarding of other transactions
on an accrual basis were discussed. Eurostat redi¢ine recording of accrued taxes and social
contributions, and accrued interest, and found thate are in line with the corresponding
methodology. Eurostat encouraged the intentiom®iGerman authorities to compare the current
data for accrued interest of central governmenh whe results of an instrument-by-instrument
approach. Eurostat acknowledged the progress madehe recording of EU grants and
encouraged the developments envisaged.



Concerning the recording of Public Private Partm@ss Eurostat found this to be suitably

prudent and encouraged the continuous observatiemerging PPP projects at all levels of the

general government. Eurostat took note of the gemaents concerning capital injections and
superdividends, notably that the German authoriteege aggregated amounts for all government
levels but are not in the position to examine dadividual transaction for its classification as a

capital transfer or an acquisition of equity.

Eurostat took note of the recording of guarantédse German Ministry of Finance will
investigate the split of the recipients of cengravernment guarantees (public/non-public; also by
the beneficiary institution) in public accounts aegort this list to Eurostat as soon as possible.
Based on the results of this investigation theviaaié Questionnaire relating to EDP tables will be
amended.

Regarding the recording of derivatives, Eurostaktnote that the German authorities make the
necessary corrections at a central and state gmesinlevel, but this is not yet possible on the
local government level, due to the lack of detailefbrmation. However the new reporting
requirements proposed for Local Governments maytiea correction in the future.

During the second, half day, Eurostat visited tlegiBnal Statistical Office of Hessen. The visit
focused on the work undertaken by the Regionalisital Office of Hessen to collect and

validate public finance data relating to local goweent bodies. It also took the opportunity to
clarify the division of tasks and cooperation betwehe Regional Statistical Office and the
Federal Statistical Office (Destatis) with regasdhe compilation and reporting of statistical data
in the framework of the Excessive Deficit ProcedUEerostat appreciated the opportunity to
meet the Hessen colleagues and the comprehengi@nakions provided by the colleagues of
the Regional Office during the meeting.



Final findings

Introduction

In accordance with article 11 of Council Regulati®@C) No 479/2009, as amended, on the
application of the Protocol on the excessive deficbcedure annexed to the Treaty establishing
the European Community, Eurostat carried out an BRPBgue visit in Germany on 5-6 May
2011.

Eurostat was represented by Mr John Verrinder, Headnit C.4 — Statistics for Excessive
Deficit Procedure 1l, Ms Rasa Jurkoniene, Ms Agétenusz and Mr Colin Stewart. A
representative of the European Central Bank algicjpamted in the meeting as an observer.

Representatives of the Federal Statistical Offl2esfatis), the coordinating Regional Statistical
Office (Statistik Berlin-Brandenburg), the Fedekihistry of Finance (BMF) and the Central
Bank (Bundesbank) were present on the first dathefvisit. On the second day the visit took
place in the Regional Statistical Office of Hessen.

Eurostat carried out this EDP dialogue visit whike iim to assess existing statistical capacity and
divisions of responsibilities concerning the corapdn of EDP statistics and government
accounts (institutional risks), with special attentbeing paid to the compilation of state and
local government accounts, to discuss whether nmétion available from public accounts used
in the compilation of government statistics is mudintly detailed (quality of primary data
sources), to review the implementation of ESA 95hméology (sectorisation of units, accrual
principles), to assure whether provisions from B8A95 Manual on Debt and Deficit (ESA95
MGDD) and recent Eurostat decisions are duly imgleted and how specific transactions are
recorded in the EDP tables, and to examine thedeapof government interventions during the
financial crisis.

In relation to procedural arrangements, Eurostg@tiaéxed the procedure, in accordance with
article 13 of Regulation 479/2009, as amendedcatdig that theMain conclusions and action
points would be sent to the German statistical autharifeg review. Then, within weeks, the
Provisional findingswould be sent to the German statistical autharitiedraft form for their
review. After adjustmentg$sinal Findingswill be sent to the Economic and Financial Comeeaitt
(EFC) and published on the website of Eurostat.

The meeting was very constructive and Eurostatesqigied the explanations and documentation
provided by the German authorities before and duttie dialogue visit.



1. Statistical capacity issues

1.1. Institutional responsibilities in the framewok of the reporting of data under the
Excessive Deficit Procedure and government financgatistics compilation

Introduction

Eurostat enquired about the institutional arrangemand division of the responsibilities for the
reporting of data under the EDP and governmenht@aastatistics.

Discussion and methodological analysis

The German authorities confirmed that there werehamges in the compilation arrangements of
EDP and government finance statistics since thtediasogue visit. ESA tables are reported by
the National Statistical Institute (Destatis) (rforancial data) and the Central Bank
(Bundesbank) (financial data). The official repogti authority for the Excessive Deficit
Procedure is the Ministry of Finance (Bundesmimiste der Finanzen — BMF). It was also
explained that EDP table 1 (deficit figures) anbléa 2 are compiled by Destatis, EDP table 1
(debt figures) and tables 3 by the Bundesbank,enthi# BMF provide forecasts and EDP table 4
is a joint exercise between Destatis/Bundesbank/BMF

Eurostat also enquired about cooperation between statistical authorities. The German
authorities explained that their cooperation i st established formally, but they believe there
iIs no need for formalisation, as the statisticahatties work together actively and maintain
regular contacts, in order to ensure consistentydsn the financial and non-financial accounts.

Findings and conclusions

Eurostat took note of these arrangements and emgedrongoing cooperation between the
statistical authorities. Eurostat took note thagreif the cooperation of the German authorities is
not formalised, it functions well.

1.2. Data sources, EDP inventory

1.2.1. EDP Inventory
Introduction

During the last dialogue visit in 2009, the Gernaanthorities informed Eurostat that they would
update the EDP inventory once a new format is a@gesl by Eurostat.

Discussion and methodological analysis

Eurostat reminded the German authorities, thatatest version of the EDP inventory dates back
to September 2007. During the preparation of tlakodue visit the German authorities proposed
some updates in the current inventory. They algda@xed that in 2011 they were undertaking a
major revision of national accounts (mainly implertation of NACE Rev.2) and, once this is



finished, they would update the document in the faawat. Eurostat explained that the proposal
for the new format of the EDP inventory is takimmpder than expected, and most probably the
new format will be obligatory only from the secohdlf of 2012 onwards. Therefore, Eurostat
asked the German authorities to update the curfieamat of the inventory. The German
authorities undertook to update the parts on therding of taxes, interest, and guarantees, and
on the compilation of debt statistics, by the ehthe October 2011 EDP notification process.

Findings and conclusions

The German authorities will provide an updated EDFntory, in the current format, applying
the changes proposed for the description of therdeng of interest, taxes, guarantees, and
compilation of debt statistics, by the end of thetdDer EDP notification clarification round
(Action point 2.

1.2.2. Data sources; state and local government soa data
Introduction

Eurostat enquired in detail on the basic data ssui@r the compilation of government accounts
and more precisely on the sources of figures in EDbies.

Discussion and methodological analysis

The German authorities explained that the sourosarking balance for the current year is the
Quarterly Cash Statistics (Vierteljahrliche Kassatistik), a quarterly compilation of budgetary
statistics. As soon as the results from the anpudlic finance statistics (which provides an
additional breakdown by functions and also inclutthesdata for the so called “Zweckverbande”)
are available, the quarterly data are replacethtdiZe the results. In general, the final resolts
the public finance statistics are available witinze lag of two years.

For central governmentthe source of quarterly cash statistics is theeF@dMinistry of Finance,
providing a detailed breakdown by budget items lamidonly by the aggregates of the economic
type (classification by object) of a revenue orengtiture item. This is available for the central
government budget and for the special funds ofcer@ral government. They are in principal
identical with the results recorded at a later datehe central government and its special funds
as part of the annual accounting statistics ofgblic finance statistics. Differences between
figures published in this document and enteredDi Eable 2A working balance are mainly due
to newly identified units (extra-budgetary fundsatt are not yet included in the quarterly cash
statistics. Other reasons for differences are dewis in data collection and processing, and in
periodical delimitation.

The net lending/net borrowing figure (B.9) is ialty calculated from the quarterly cash statistics
(later on replaced by the annual results of thelipuinance statistics) with the necessary
adjustments for national accounts purposes. Tlaleetbreakdown of revenue and expenditure
according to the classification used in the pulih@ance statistics allows for almost complete
adherence to national accounts/EDP rules. The megidual between the working balance +
adjustment items and B.9 is attributed to an iteren the "Others" line under Other adjustments
in the table.



This data source provides input also for accrugistichents (in connection with taxes also the
due dates mentioned in the respective tax lawsused) and other adjustment entered in the
"Other adjustments” line, and also the surveysingss accounts are used.

For other units included in central governmentjrtBe9 is calculated from primary data sources
(e.g. quarterly or annual reports / financial stegats) and then included in EDP table 2A under
Net borrowing/net lending of other central governirigodies.

For state governmenidhe quarterly cash statistics are not availabtdtfe last quarter of year n
for the April of year n+1 EDP notification; thereéono working balance is shown in EDP table
2B. The working balance for other years is simjladlculated from the same data source as for
central government (i.e. for the current years &ingithe quarterly cash statistics and later on by
using the annual public finance statistics). Then@a authorities explained that both central and
state governments use the same source of budgsifidation, which allows for a very precise
calculation of national accounts figures. Howevethe case of the state government, aggregates
only according to the budget classification areilabbée, whereas in the case of the central
government each budget item is available. Datasapplied to Destatis from state finance
ministries in the form of excel files. The Germauathorities explained that in the April
notification, the new extra-budgetary units are maotluded in the working balance - the
corrections for them are placed under the Net bang/net lending of other state government
bodies. As soon as these new units are covereldebguarterly cash statistics, they are included
in the working balance and will thus disappear fritva line Net borrowing/net lending of other
state government bodies.

The basic data source flmcal governmentscore budgets is also the quarterly cash statiatids
later on the annual public finance statistics. Hosvehese are not available for the last quarter of
year n for the April of year n+1 EDP notificatidhgerefore no working balance is shown in EDP
table 2C. Similarly to the state governments, oagigregates are reported by the regional
statistical offices. For local governments, the dritdclassification differs from the one used at
the central and state governments level. The datalowever, be transferred into each other on
an aggregated level of the classification by usifgidging system. For other local government
bodies (not included in the working balance) thpistthents are done under Net borrowing/net
lending of other local government bodies.

Basic data forsocial security fundsare public finance statistics, respectively direleta
transmissions from the individual funds or the mesgible ministries (e.g. Ministry of Health in
the case of the compulsory health insurance). BEXoephe Federal Employment Agency (which
uses the same classification for the economic bl@ak of revenues and expenditures as central
government), there are special accounting systesnssdcial security units. Within these
accounting systems an expenditure or revenue gemly allocated to one dimension, whereas at
least in the annual public finance statistics fentcal, state and local governments a double
classification (classification by object and by d¢tian) is available. Data for the compulsory
health insurance, the compulsory accident insurar for the compulsory long-term care
insurance, as well as for the agricultural pensiom are not available for the last quarter of year
n for the April of year n+1 EDP notification; théoee no working balance and no adjustment
items are available in EDP table 2D for this fietification.



Concerning theaccounting rules it was explained that while core budgets are mash basis,
some extra-budgetary units (using business acea)néind some other units classified inside
government might use accrual accounting, therafoEeEDP tables they are referred to as having
a mixed basis. The German authorities also explathat there exists a so callell uarter
("Auslaufperiod® where accrual adjustments are corrected. Fdaimee, for bills arriving in
December, even if there are 30 days to pay theencaéish payment is in thd Guarter, and is
shifted backwards to the year. Relating to thigreéhis a separate questionnaire for capital
expenditure, notably for construction.

Eurostat asked opossible future development® public accounts. The German authorities
clarified that the current arrangements are basebdudlget directives and there was no plan to
change these. Concerning the new rules on ecorgonirnance, where aggregated cash data on
a monthly basis are proposed, the German authoetiplained that there are no problems with
these, except for the social security funds, wioatg quarterly data were currently available.

Eurostat invited the German colleagues to desd¢hbestimation procedurdor the last quarter

to arrive at net lending/net borrowing figures. Hoterest, the German authorities have very
detailed information on accrued and payable intefimsn the Debt AgencyHRinanzagentur
GmbH) For taxes there are timely data, and for otheruad adjustments there are individual
estimations made by compilers. Destatis is alsarméd about recent developments in taxes, e.g.
new programmes.

Findings and conclusions

Eurostat appreciated the comprehensive descripfidghe compilation of the working balances,
net borrowing net lending, and the reconciliatiore$ in EDP tables 2A-2D provided by the
German authorities and took note of the currersrayements.

1.2.3. Financial accounts data

Introduction

Eurostat thanked the German authorities for theie mon the current status of financial accounts
and asked the German authorities to explain thewgudevelopments in this field.

Discussion and methodological analysis

The German authorities explained that in generatetis no major change in the basic data
sources used. Financial transactions which areredvay budgetary statistics are used as before
(related to F.4 and F.5 with the exception of inwesnt fund shares).

The main source for transactions in F.2, F.33 a®@ ks counterpart statistics, mainly derived
from central bank statistics. F6r2, the main source is monetary statistics, whichaaljested
when inconsistencies are identified. F.2 holding foreign banks are captured by Balance of
Payments (External stocks) statistics. F83, the improved security deposit statistics are used
for all general government subsectors, while tha d@am the exhaustive collection of financial
asset stocks of general government subsectors §.831312, S.1313 are generally used when
available (T+10/12 months). Fét.52, the new investment fund statistics is used faregal
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government as a whole. However, the investment &iatistics do not provide a breakdown for
general government subsectors. The subsector lmwakds calculated by using securities
deposit statistics for all subsectors except fdr3%4 and financial asset stocks statistics upon
availability. For S.1314, F.52 is calculated asidual by subtracting available information on
F.52 of other government subsectors from the @tadunt from the investment fund statistics.

The German authorities pointed out that calculatiagsactions from non-integrated data sources
eventually leads tdiscrepanciesPreviously, the federal government data wereobtime highest
quality, however since the last EDP dialogue wuisis had improved considerably, because the
information has been improved by a comprehensigesssnent of all current (and potential)
counterparties of the federal government debt mameagt agency and by attributing the relevant
national accounts sector classification to eaclylsirpotential counterparty. In general, all
available data sources are compared and checkedlémsibility. In particular, internal
information on asset holdings are used where thelBsbank is managing portfolio investments
for federal government or social securities. Thems@&ces might be incomplete, but could be used
to identify inconsistencies with other statistics.

Eurostat took note of these explanations and eagedrthe further improvement of data sources.

The German authorities also described the currdrallenges they face concerning the
classification of some units as a result of theegoment interventions in the financial crisis. For
these units, existing data sources can not be usedthe current margin without
correction/substitution for additional direct da@aurces, which required substantial effort. For
these units established during the financial criBisrostat welcomed the work undertaken and
approach of data comparisons.

Eurostat enquired on thestimationsin financial accounts for the last quarter. Therrn
authorities explained that they do not use estonatibut they use preliminary data. There is
agreement with Destatis that the Bundesbank resdilve latest available information, with
mainly the core budget covered. The discrepancyatsmbe increased by the lack of availability
of accrual adjustments in the April EDP notificai$o

Concerning theeomparability of EDP tables and financial account&urostat appreciated the

note sent with each notification to show the redaimon of ESA table 27 and EDP data. This

explains that the adjustments result from two mators — balancing/discrepancies, and
adjustments for valuation of debt. In the April 20EDP notification there was a certain

discrepancy caused by a special problem (consmidaf a loan between two sub-sectors of the
government which was made in the EDP notificatiablds but not in ESA table 27). The

German authorities intended to eliminate this emothe June 2011 transmission of ESA table
27.

Findings and conclusions

Concerning the financial accounts for general govemt, Eurostat took note of developments,
and the remaining problematic issues, and encodridugefurther improvements.



2. Follow-up of the April 2011 EDP reporting — ana}sis of EDP tables

Introduction
Several issues concerning the October 2010 EDRaadion were discussed.

2.1. Coverage and timeliness
Discussion and methodological analysis

Eurostat thanked the German authorities for theielly and accurate transmission of EDP tables
and the relating questionnaires and for their tasd effective work in the April 2011 EDP
notification round, and encouraged the continuatibthis cooperation.

2.2. Examination of EDP tables
2.2.1. EDP table 1

No specific issues were identified.

2.2.2. EDP tables 2A-D

Discussion and methodological analysis

Some issues were clarified concerning EDP table®2A

In EDP table 2Athe specific issue of an injection into the WoBdnk in 2009 and its current
recording as acquisition of equity was discussedogtat enquired why the German authorities
considered this injection as acquisition of eqaityl not a capital transfer.

The German authorities explained that they areimngafor the further guidance of Eurostat on the
recording of different forms of injections into rildteral development banks. However, Destatis
reminded Eurostat that the decision and the praptseatment should be examined alongside the
treatment proposed for the recording of injections the European Stability Mechanism, since it
may also provide concessional loans, and curreghttge are treated as financial transactions.
They proposed to define better in the guidancentit®n of 'market interest ratg on which the
distinction between concessional and non-conceakloans is based. They also gave account of
the plans to reconsider the budgetary item fordheigctions.

Eurostat undertook to bring this issue forward migirthe next Financial Accounts Working
Group. The German authorities will then apply thedgnce.

During the April 2011 EDP notification the Germautteorities provided for the first time a more

detailed breakdown of the "Others" in the Otherustipent rows, in EDP tables. Eurostat
appreciated this practice, and encouraged its rogaion. However a small unexplained residual
still exists in the tables. Eurostat told the Gemnathorities that it will usually ask for the

explanation and for any other main items in thisideal. It was explained by the German
authorities that out of the amount of 1270mn EUR 20610, most of the amount is residual,
"unknown" but this figure normally decreases foe tbecond EDP notification of the year.
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Eurostat encouraged further improvement to redue® residual, and asked the German
authorities to provide a breakdown of this itentha October 2011 EDP notification.

Eurostat had asked during the clarification procdsthe April 2011 EDP notification whether
there is any significant amount within the "othegsf 1270mn EUR in 2010) and the German
authorities clarified that there is a considerablmount for adjustments of cross-border
transactions, replacing budget figures with balasfceayments figures. Eurostat wondered why
direct data was being replaced by indirect souata.drhe German authorities explained that the
BOP data available at the Bundesbank are morebkeliand detailed concerning revenues
coming from abroad than those in the budget. Destigo added that they have a reconciliation
procedure ongoing with the Bundesbank, and they magetings on this issue. They agreed to
notify to Eurostat of the results of their meetingEe these are available.

Concerning theMome officé adjustment under Other adjustment rows in EDRetal, it was
confirmed that the amounts entered in this row esttmations and there could be a further
revision once actual amounts are known.

For EDP table 2B the German authorities explained that they hawdtdtions/less detailed
breakdown of transactions than on federal levelR{E&ble 2A). They explained that even though
Destatis is allowed to make proposals for amendroéntata collections through the statistical
board (dealing with the standardization/development afoainting systems of public budgets,
taking into account the requirements for natiore@loants compilation), it has no voting rights in
the board taking the decisions.

Eurostat drew the attention of the German autlesrito Article 16 of Council Regulation
479/2009, as amended, which might give the nece&sais to have more influence on national
source in order to ensure the good quality of departed in the EDP notification.

The German authorities explained that the Feddedis8cal Law is currently under update and
there might be some further changes expected srrélspect. They promised to discuss this issue
within Destatis and within the German statisticaienunity and provide feedback to Eurostat on
the outcome.

The general issue of thethers" row under the Other adjustmenis EDP tables 2A-2D was
discussed. Eurostat encouraged Destatis to fuathedyse the other adjustment/other which could
be reduced for the second notification for all seltors. It was agreed that priority will be given
to the central government sub-sector.

Findings and conclusions

Eurostat will bring to a conclusion the ongoingcdission on the recording of injections in
multilateral development banks at the Financial Aotits Working Group meetifgOnce the

! Section 49a of the Budgetary Procedures Act. Cdraenfor the standardization of the government acting.

2 Article 16 of 479/2009, as amended says:

"1. Member States shall ensure that the actual departed to the Commission (Eurostat) are provide@ccordance
with the principles established by Article 2 of Rlagion (EC) No 223/2009. In this regard, the respibility of the
national statistical authorities is to ensure thenwpliance of reported data with Article 1 of thiedrlation and the
underlying ESA 95 accounting rules. Member Statedl ensure that the national statistical authaeitiare provided with
access to all relevant information necessary tdgrer these tasks.
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guidance is in place, the German authorities wilplg it to the recording of the relevant
injections Action point 4. The German authorities will report to Eurostattbe consultations
between Destatis and the Bundesbank on the rewiiunl of Balance of Payments data and
direct government data sources, once these readmausion Action point 3). The German
authorities will review the possibilities concergithe application of Article 16 of the Council
regulation 479/2009, as amended, in the contexthef German constitution and the public
finance law provisions, for obtaining all sourceéadaeeded for the compilation of EDP statistics.
They will report back to Eurostat once the resaits availableAction point 1). For the October
2011 EDP notification, the German authorities \ulither investigate the details of the "other"”
item in the other adjustments line of EDP tablewifh priority given to central government, and
report the results to Eurosta#tdtion point 7).

2.2.3. EDP tables 3A-E, EDP table 4

Discussion and methodological analysis

Eurostat enquired on the row "Changes in sectasifleation” inEDP table 30 as there seemed
to be considerable amounts entered for all reppgtears. The German authorities explained that
the amounts shown here are the differences of 8od stock data coming from Public finance
statistics and Debt statistics, and the assumpsianade that this is due to reclassification of
units. They also emphasized that the amounts &tviedy small (0.026% of GDP), therefore no
additional efforts appear worthwhile to resolventhé&urostat accepted this explanation.

The general issue of thstatistical discrepanciesn EDP tables 3 was discussed. Eurostat
assessed the statistical discrepancies as relatiigh, especially compared to the nominal value
of net borrowing which, however was not seen aseammgful comparison by the German
authorities given that the relation would approedity if B.9 approaches zero (the latter being
intended by the German budgetary rules). Partiyulagh discrepancies were observed for EDP
table 3E.

The German authorities explained that the highrdgancy for general government and in
particular for the social security funds is maidlye to the lack of appropriate direct data sources:
for instance, investment fund information for sb@acurity is calculated as a residual from
counterpart source data (investment fund statjstinsaddition, there are almost 250 health care
units for which no direct data on financial ass&ts collected. They also pointed out that since
discrepancies are negative, there is no concetrhealeficit is underestimated.

Most notably for local government, it cannot be ented that the sector delimitation is always
the same in all data sources, in particular in casenterpart information (e.g. monetary and
banking statistics) is used. Other possible cormapbas for local government might be due to the
changeover to commercial double-entry bookkeepimitggre some ongoing complications are
observed in the national public finance statistics.

Another potential problem could arise in case ganegovernment undertake financial
investments in securities outside Germany which reoe captured by the national securities
deposit statistics.

® The issue has been discussed during the June Ri@&hcial Accounts Working Group, and majority bt
Member States accepted Eurostat's guidance, whicheapublished in 2011.
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ConcerningeDP table 4 Eurostat encouraged the German statistical aué®tid make an effort
to report the missing items in EDP table 4: Tradedits and advances, and government debt
arising from the financing of public undertakings.

Findings and conclusions

Eurostat took note of the explanations provided aemcburaged further work in decreasing the
observed statistical discrepancies.
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3. Government interventions relating to the financaal crisis

Introduction

Eurostat described recent developments and guidauwtdéshed on the recording of government
interventions in the financial crisis. The new gande on the classification of public defeasance
structures was introduced. Eurostat thanked then&eiauthorities for following this guidance.

Eurostat appreciated the summary documents oneberding of the related transactions in
national accounts provided by both Destatis andBtredesbank (debt effects).

3.1. General issues (guarantee schemes, capitakiciions)

Discussion and methodological analysis

The German authorities explained that three tygegwvernment interventions were undertaken
during the financial crisis by the German governimprovision of guarantees, capital injections
and creation of new bodies. The stabilisation messwere mainly through the Financial Market
Stabilization Fund (Sonderfonds fur Finanzmarkttaerung — SoFFin), managed by the
German Federal Agency for Financial Market Stahiie (Bundesanstalt fur
Finanzmarktstabilisierung — FMSA).

Regarding thegguaranteesprovided to financial institutions, it was explaihthat no guarantees
have been called so far (except guarantee callsiris classified inside general government
which are to be consolidated), so in accordanch thi¢ Eurostat guidance on the recording of
financial market interventions of government of iy 2009, no transactions were recorded in
national accounts. Most of the guarantees wereigedvby SoFFin, but some state governments
also provided guarantees to Landesbanken.

Concerningcapital injections the German authorities provided to Eurostat aprefrensive list

of capital injections undertaken, with their redpaecrecording either as equity injections or as
capital transfers. Most of these transactions wemmpliance with the relevant state aid rules
and, according to Eurostat's 2009 Decision, havenbelassified as equity injections. Two
exceptions are the Hypo Real Estate injection®02and 2010, made by SoFFin, where part of
the injections was classified as a capital trandtex to non-conformance with the Eurostat and
state-aid rules, and the rerouting of a 2008 tretima of KfW injection in IKB through the
government accounts.

Eurostat enquired on future developments and tipayraent of these injections from the
financial institutions concerned. The German autiesr explained that a repayment is expected
from Commerzbank in 2011, partly in cash and pailythe form of conversion of silent
participations into ordinary shares. Eurostat painbut that if there are early repayments of
government injections and a premium is expected, @erman authorities should carefully
analyse the case and check the Eurostat advicéptbto other Member States on the recording
of similar transactions. Eurostat promised to pilevio the German authorities a copy of the
letter to another Member State.
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The German authorities informed Eurostat that FM&Ad therefore SoFFin) ceased providing
further support to financial institutions at thedeaf 2010, and no further interventions are
foreseen by the German government in the contetkteofinancial crisis.

Findings and conclusions

Eurostat appreciated the prudent approach of them&e authorities to the recording of
government interventions in the financial crisigl aoted that there are no further interventions
currently planned for additional banks. Eurostall wiovide the German authorities with the
guidance letter provided to another Member Stattherstatistical treatment of early redemption
of government aid provided to financial institutiofction point 5.

3.2. Specific bodies (including liquidation agencs)
Discussion and methodological analysis

In the context of the financial turmoil, the Gernfederal legislation allowed two types of new
entities to be created to relieve financial insius of impaired assets. The Special Purpose
Vehicle Model (which was never used) permitted akib@® divest impaired structured securities
to a special purpose vehicle (SPV). In exchangesthé issued bonds to the bank, guaranteed by
SoFFin.

The Liquidation Sub-Agency Model permitted a bantending to divest itself of a business

division that was no longer considered strategrca#levant and to transfer risk assets to a
liquidation sub-agency (Abwicklungsanstalt or AidAhat is not subject to the capital and
liquidity arrangements of the German Banking AcheTrole of an AidA is to manage and

liquidate assets over a medium term.

The German authorities gave an account of the baeated (two SPVs — Phoenix and Sealink
Funding — and two AidAs — Erste Abwicklungsanstitd FMS Wertmanagement). While the
mentioned SPVs were created with the support (gtees) of two state governments, they are
not part of the aforementioned SPV model, the tidA& are part of the sub-agency model. All
four entities are classified inside the general egopment sector. The German authorities
explained that for the SPVs — both of them baseldeland — data sources are out of date. For
Phoenix there are no reports, but its accountsnatee meantime consolidated with the Erste
Abwicklungsanstalt. For Sealink Funding, the latashual report available is that of 2008,
therefore estimates were made for its debt for 2849 2010. For the two AidAs, reports and
information provided by the Ministry of Finance asmailable and used for the necessary
adjustments in national accounts.

The German authorities also described three additionits supporting Landesbanken (HSH
Finanzfonds, GPBW GmbH and LBBW GmbH) classifieside the general government sector.

The German authorities informed Eurostat thereigtention to create new institutions.

* Eurostat provided the link to the official advite the German authorities on 6 May:
http://epp.eurostat.ec.europa.eu/portal/page/pgooarnment_finance_statistics/documents/recordiii? %20BE
KBC%20early%20redemption%200f%20government%20dfd.p
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Findings and conclusions

Eurostat took note of the explanations of the Ger@athorities, and of the classification of the
above mentioned units.
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4. Methodological issues and recording of specifgovernment transactions
4.1. Delimitation of general government, applicatio of the 50% rule in national accounts

Introduction

Eurostat enquired about the arrangements concethéndelimitation of the general government
sector and the application of the market/non-mamkiet Eurostat thanked the German authorities
for the updated list of government units providedbie the visit.

Discussion and methodological analysis

The German authorities explained that that theyehdi¥ferent data sources (Press releases,
Staatsanzeiger, Beteiligungsberichte, Central BRoklic Finance Statistics) for information on
newly created public bodies. When a new body issaetl, Destatis examines the legal
documents of establishment to determine if it isrestitutional unit, the nature of government
control, and — if necessary — the accounts (reveneependiture) to take a decision on its
market/non-market nature.

The cash-based public finance statistics provillesstarting point for the delimitation. The lists
of public corporations available at central, stated local government levels are checked
continuously. Destatis applies a prudent approatigre units — in the case of doubt — are first
allocated to the general government sector andrié®assified if necessary.

This lists used for public finance statistics dd however coincide with the national accounts
classification, therefore additional checks are endarrive at the correct list.

The list of general government units is updatedeoag/ear. The German authorities informed
Eurostat that they consider all public corporaticereiving more than 80% of their income from
government as ancillary units and thus they areraatically classified inside the general
government sector.

Eurostat enquired on the possibility of a publiat umeating a private law unit. The German
authorities confirmed that this is possible but ited according to the respective local
government basic law (Kommunalverfassungen) endayedthe state governments. The creation
of such a private body would be noticed throughd&earation of public ownership.

The newly updated list of general government urset by the German authorities before the
visit, was reviewed.

Findings and conclusions

Eurostat took note of the arrangements in placecerming the delimitation of general
government.
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4.2. Implementation of accrual principle
4.2.1. Accrued taxes and social contributions

Introduction
Eurostat enquired on recent changes in the reapafitaxes and social contributions.
Discussion and methodological analysis

The German authorities provided an updated Quesiom on Taxes and Social Contributions,

including the new taxes introduced in 2010. Theeer® changes in the recording of taxes and
social contributions, The German authorities usepk time adjustment. Source data are on a
cash basis, and are obtained from the Ministry inhfice and social security agencies, and a
time-shift adjustment is used to reflect accrue@sa

Eurostat noted that in the April 2011 EDP notificat there were no adjustments shown for D.2
and for D.611 for 2010 and wondered how this wassiixle. The German authorities explained
that for the April notification no data are yet @able. Eurostat took note of this explanation.

Regarding the new taxes introduced in 2011 (that&wi tax, the nuclear fuel tax and the new
bank levy), Eurostat took note of the classificatiof these and thanked for the German
authorities for providing background information tyem.

Findings and conclusions

Eurostat reviewed the recording of accrued taxessaoial contributions and found that these are
in line with the corresponding methodology. Eurbstak note of the recording of the new taxes
introduced in 2010. The part on the recording &ksain the EDP inventory will be updated by

German authorities by the end of the October 2(DR Botificationclarification round.

4.2.2. Calculation of accrued interest

Introduction

Eurostat thanked the German authorities for thail@éet note on the recording of interest and
enquired about any recent changes in recording.

Discussion and methodological analysis

The German authorities confirmed that the accragd @n interest is compiled on the basis of a
model, as described in the EDP Inventory. The sanoéel applies for interest paid and interest
received. The source data for the model used aagtegly cash statistics (later replaced by the
annual statistics). These statistics have a ddtaiteakdown for all government sub-sectors of
interest income and expenditure by the payers @&utpients, which enables consolidation

between government sub-sectors. For the curremteguaised in the calculations for the April

EDP notification) estimations are made. In the aafseentral government these estimations are
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based on data provided by the Debt management Ad&wsutsche Finanzagentur GmpHror
the other sub-sectors individual estimations ardariey compilers.

Complete and detailed data on interest paid aneived are not available by different
instruments. The model is applied on the totaldcwhalso includes discounts and premiums. The
appropriate accrual adjustments for discounts ammjpms on index linked securities are
additionally implemented. In EDP table 2A they aeported under iten®ther adjustments,
Index-linked securities (interes@dnd in EDP table 3B, under lingsuance above (-)/below(+)
nominal value

The German statistical authorities intend to thstfeasibility of the existing model for accrued
interest. The foreseen exercise will be undertdkerentral government data, and will involve
the comparison of the accrued interest model d#ta tive results achieved through instrument
by instrument calculations.

The German statistical authorities informed Eurnodteat the so-called cbupon sold are
observable mainly at the federal level. Adjustmédats'coupon soltiare made in the basic data,
before they enter the model. As confirmed by thaiMry of Finance, the common situation in
Germany is that issuance of a new tranche andatpon payment occur in the same year. An
example was given of a bond which has a coupon paywn the 3% of December and a new
tranche is opened on thé& af April. On a quarterly basis cash interest fagiare corrected to
exclude coupon sold treated as revenue in theduatter, and to exclude coupon sold from the
cash coupon payment in the fourth quarter, soadhigtaccrued interest would impact on B.9.

Additional adjustments for interest are made forP&Prerouting of transactions, sector
reclassifications, premiums and discounts on inldeed securities and swaps.

Findings and conclusions

Eurostat reviewed the recording of accrued intesesd found that it is in line with the
corresponding guidance. Eurostat encouraged tkatioh of the German authorities to compare
the current data of accrued interest for centrakegament with the results of an instrument-by-
instrument approach.

19



4.3. Recording of specific government transactions

4.3.1. Public Private Partnerships

Introduction

During the last dialogue visit, the German autlegittonfirmed that they continue to record all
assets of Public Private Partnership (PPPs) pmoj@ctthe government's balance sheet. It was
explained that this recording of PPPs is also agfior the compilation of government debt at all
government levels. Eurostat thanked the Germanodtids for providing comprehensive
information on the PPP projects, their recording durther information on the recording in
national accounts, in the document sent beforeitie

Discussion and methodological analysis

The German authorities explained that their soofcaformation for PPP projects is thePP
Projektdatenbarikof the PPP Task Force in the Federal Ministryiafnsport, Construction and
City DevelopmentBundesministerium fur Verkehr , Bau- und Stadterklvng, which captures
PPP projects in Germany. However, there are nodl legeorting obligations for public units
entering into Public Private Partnerships, the lakda is voluntary, so not all existing projects are
covered here. The German authorities therefore ewaonther sources for possible PPP projects
such as press releases, the internet, and alsdrudimn statistics are used to provide
information on projects; therefore the estimatedieaf PPP projects should be very close to the
actual figure.

In the model used for the recording of PPP projectsational accounts all projects are included
where the amounts, the contract date and the lesidtie project are known.

Eurostat enquired on the risk assessment of indg@lighrojects. The risk assessment of PPP
projects is not undertaken because the German rdighaconsider this unnecessary due to the
complete recording in government's accounts.

Eurostat asked about the existence of any coneesgBerman authorities were not aware of any.

Findings and conclusions

Eurostat took note of the recording of the assatsd (associated debt) of Public Private
Partnerships on the balance sheet of governmébe¢iimany. Eurostat encouraged the continuous
observation of emerging PPP projects at all legéthe general government.
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4.3.2. Capital injections in public corporations, davidends (interim dividends),
privatizations

Introduction

Eurostat thanked the German authorities for thailéek list of capital injections at central, state
and local government levels sent before the visit.

Discussion and methodological analysis

The German authorities gave details of the dateceanf the list provided. They clarified that the
lists are taken from public finance (budget) reipgrt Eurostat asked how the capital injections
are classified as either equity injections or apitansfers. The German authorities explained
that by default they consider all these investmerstsequity injections, and they do not have
access to detailed data to examine whether thesstments are expected to lead to market
returns. Nonetheless, if injections are to covesés, these are recorded on a different budget
line. They also clarified that large investmente aeparately checked, but asked for further
recommendations on how to systematically handldishef capital injections.

Data on dividends received by government from c@fpens are not available on an individual
basis, only aggregated. These are analysed andoedittary movements are looked into. The
main contributing entities are identified and trsuperdividend test” is applied for these big
dividends.

Findings and conclusions

Eurostat took note of the arrangements concerrapgal injections and superdividends, notably
that the German authorities have aggregated améam#dl government levels but is not in the
position to examine each individual transaction ifsrclassification as a capital transfer or an
acquisition of equity.

4.3.3. EU flows

Introduction

During the previous dialogue visit this issue wascdssed in detail. The German authorities
explained then that due to the lack of source getdicularly at state and local government level,
they are not able to fully comply with the Eurosdatision on the recording of EU grants. At the
end of the meeting, the German authorities undkrtoanake the necessary corrections for the
October 2009 EDP notification once the Commissiataavere provided to them by Eurostat and
cross-checked against national data. For thetfirg, in the October 2009 EDP notification, the

German authorities provided adjustments for EU gréfior structural funds), with data provided

to them by Eurostat.
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Discussion and methodological analysis

According to the document sent before the visitthiyy German authorities, even if the budget
classification is very detailed, there is no breaid of expenditures made on behalf of the EU,
these flows are reported together with nationah dasvs, therefore the basic data source does
not supply figures for the adjustment. Only BORistigs can supply further information, which
also allows to make a split according to fund, they do not allow for a distinction between
advance, interim and final payments.

Regarding the recording in national accounts, tkenan authorities explained that the amounts
received from the EU funds are recorded as revehtige government, except for the subsidies,
which are directly attributed to the final recipiem order to comply with the Eurostat decision,

the German authorities use both BOP data and tiaesd@plied to them by Eurostat by February
each year to neutralize these revenues. Eurosiatiged to double-check the quality of figures

for the European Social Fund.

Eurostat asked whether any progress is foresedgheimear future. The German authorities
explained that there is a possibility to improve thurrent approach with the help of the Ministry
of Finance and the Ministry of Economy and Techggldor ERDF figures, but only for central
government. The German authorities agreed to imgherthese improvements for the April 2012
EDP natification.

Findings and conclusions

Eurostat appreciated the work undertaken in therd#ng of adjustments for EU grants in the
German government accounts. Eurostat will checlqgtladity of European Social Fund data with
other Commission services (DG EMPL) and provideadback to Destatig\¢tion point §. The
German authorities will implement the improvemediotsadjustments for central government for
the April 2012 EDP notification.

4.3.4. Guarantees

Introduction

During the last dialogue visit the German authesitexplained to Eurostat that they are not able
to distinguish the nature of the recipient (whethblic or non-public) of government
guarantees, especially at state and local governiaeels. The classification used in the annual
public finance statistics (time lag of two yearipws only the identification of guarantees by
different groups of recipient corporations such lemnks, credit institutions or industrial
corporations. The amount of new guarantees prov&latso not available.

Discussion and methodological analysis

The Ministry of Finance agreed to investigate tpkt ®f the recipients for central government
guarantees (public/non-public; also by institutieoeiving) in public accounts as far as possible
and report this list to Eurostat. The new amouifitguarantees are not available because only
stock data are collected.
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Calls of guarantees are recorded as cash paymeati®nal guarantees, recorded as capital
transfer in national accounts) or as acquisitioxlaim for foreign guarantees relating to export-
credits. The latter are recorded as F.4 loans tioma accounts. Once new information is
available on these foreign guarantees (i.e. Ministf Finance classifies the claims as
irrecoverable) they are recorded as debt canaalisti

Eurostat enquired whether the claims in nationaebants are recorded at their market value (see
MGDD third edition, Chapter VII.4, paragraph 16)hel German authorities explained that
market values are not available for these loangh®iamounts are not substantial. Therefore the
MGDD provision could not be implemented.

Eurostat asked the German authorities to amen®tlestionnaire relating to EDP tables, table
9.1 by including repayments of claims relating toagntees in line 14 of the table, to be
consistent with table 9.3 where repayments of daane shown.

Findings and conclusions

Eurostat took note of the current recording of gantges. The Ministry of Finance will
investigate the split of the recipients of cengr@vernment guarantees (public/non-public; also by
institution receiving) in public accounts and repbis list to Eurostat as soon as possiBletipn
point 9). Destatis will amend the Questionnaire relatingeDP tables, table 9.1 by including
repayments of claims relating to guarantees in lideof the table by the October 2011 EDP
notification Action point §. Destatis will also update the part on the rergaf guarantees in
the update of the current EDP inventory.

4.3.5. Derivatives

Introduction

Eurostat enquired on the existence and recordindeo¥atives in national accounts, especially
for state and local government levels.

Discussion and methodological analysis

The German authorities confirmed that mainly irgerate swaps are being used by the German
government. Swaps with embedded options, swaptodgor options on interest were not used
or are negligible. Forex swaps are mainly usedtate sovernments to hedge their exchange rate
exposure.

Eurostat noted progress on the information avalalol derivatives. It was explained that data on
central and state government were available. Fotralegovernment the information is directly
provided by the Ministry of Finance, for the stgtevernments the source of data is tAeritrale
Datenstelle der Landesfinanzministesince interest flows™ relating to swaps are sejarated in
public finance statistics. On data for Local Goweemts, there is a proposal to introduce new
breakdowns of interest and gather some more détiteunts of cancellations, etc.) but this is
not accepted yet. Therefore no information is aityeavailable for swaps at local government
level.
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Regarding the recording in EDP tables, the Gernudimogities explained that interest relating to
swaps enters the working balance in EDP tablesd2ttaa relevant corrections are implemented
under the D.41 line. In EDP tables 3, swaps arerteg net on the assets side (F.33) and under in
interest line D.41 (including in the row “of which”

The German authorities confirmed that the Euragiglance on the recording of lump sums on
cancellations and off-market swaps were implemergtzdting with the April 2010 notification.

For the defeasance structures (Erste Abwicklungatinand FMS-Wertmanagement) the
information on derivatives has been received fer first time. These data have to be analyzed
further and consequently will be included in the FEBeporting for the October 2011 EDP
notification.

Findings and conclusions

Eurostat took note that the German authorities nthkenecessary corrections for financial
derivatives at central and state government levlson the local government level, due to the
lack of detailed information, this is not yet pddsi However a new reporting requirement
proposed for Local Government may lead to this ibdgg in the future. The German authorities
will make the necessary adjustments in EDP taldeshie defeasance structures for the October
2011 EDP notification.
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5. Other issues
5.1. ESA95 Transmission Programme (tables 2, 6,9, 11, 25, 27 and 28)

Introduction

Eurostat thanked the German authorities of thelyitmansmission of ESA tables and confirmed
that there are no outstanding issues for thesepéxar that of ESA table 27 (reconciliation with
EDP tables) and a historical discrepancy betweéeh table 2 and EDP tables.

Discussion and methodological analysis

Eurostat enquired on the considerable discrepamtywden ESA table 2 and EDP table net
lending/net borrowing for 1995, which accordingtitoknowledge is due to a past decision on the
treatment of a capital transfer (debt assumptiangannection with the "Treuhandanstalt” for

EDP purposes.

Findings and conclusions

Eurostat will make the necessary adjustments toED® data base to resolve the 1995
discrepancy.

6. Any other business
6.1. Impact assessment of ESA 2010

Introduction

Eurostat asked the German authorities to brieflgteetheir experiences on the ongoing impact
assessment of the new ESA.

Discussion and methodological analysis

The German authorities explained that the changmaarket/non-market rule will only have a
minor impact on government accounts (approxima28§mn EUR on the government deficit
and around 2bn EUR on government debt in 2009)rdoapto first preliminary estimates.

Findings and conclusions

Eurostat took note of these explanations and tlthtilee German authorities for this information.
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6.2. The 2011 benchmark revision in German nationaccounts

Introduction

At the beginning of the meeting the German autlesrioffered to give an account of the ongoing
benchmark revision in German national accounts.

Discussion and methodological analysis

The German authorities explained that mainly soore profit institutions will be reclassified to
the general government sector, and this will bewshio the October 2011 EDP notification.

Other changes that might impact government accaarstin the recording of military goods and
services, guarantees and interest (i.e. some timmsaccording to new information provided by
the Abwicklungsanstalten and the SPVs). Also tlassification of the business tax from D.29
to D.51 or the change in the recording of childdfewill affect the presentation of government
accounts, however with no impact on B.9.

The overall impact on both government deficit amtbtdwas not expected to be considerable,
probably around 0.2% of GDP. The German authoritidisinform Eurostat before the October
2011 EDP notification about the outcome of the eiser

Findings and conclusions

Eurostat took note of these explanations. Destailisprovide a note summarizing the main
revisions (reclassification of units and others)d @aheir impact on government deficit and debt
data, as a result of the 2011 ESA benchmarkingceseeby mid-September 201Adtion point
10).

6.3. Intergovernmental lending

Introduction

Eurostat thanked the German authorities for progdinformation on the intergovernmental
lending in the April 2011 EDP notification. Eurdstexplained that apparently there are
differences between the data reported by the Gelmémorities and the data provided by DG
ECFIN.

Discussion and methodological analysis

The German authorities explained that their sowteanformation is the Kreditanstalt fir
Wiederaufbau (for bilateral loans) and the EuropEm@ncial Stability Facility (for multilateral
support between Member States in the context afgsairding financial stability). The Debt
Management Agency Finanzagentur GmbH is data source for intergovernmental lendings
aside from the support measures. Eurostat expldahedaccording to the different data sources
there is a difference of 88mn EUR identified andjered whether the German figures also
include fees. The German authorities will invedtgais issue and come back to Eurostat.
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Findings and conclusions

For data on intergovernmental lending, the MinisifyFinance will investigate the difference
between figures reported to Eurostat and thoseladkaito other Commission services (DG
ECFIN), and provide the breakdown of the loan areldlement to Eurostat as soon as possible
(Action point 17).

6.4. Quality assurance of underlying data for goverment accounts

Introduction

Eurostat introduced its communication "@fowards robust quality management for European
Statistics (COMM 211/2011).The aim of this Communication is to set out a stygtthat would
give the European Union a quality management fraonkevior statistics related to enhanced
economic policy coordination which includes mechkars to ensure the high quality of statistical
indicators, including data for the Excessive Defiriocedure.

Discussion and methodological analysis

In this context, Eurostat enquired on the Germatitizng system, whether this helped to provide
assurance to data quality feeding the ExcessiveciDéfrocedure. The German authorities
explained that the courts of audit in Germany hthee task to assure the implementation of
budget execution and not the assurance of EDReckdHta.

Eurostat enquired as to the procedures in placeiify the quality of information received as
sources for national accounts and more specifichdlyuse in the calculation of debt and deficit
figures. The German authorities briefly explaindthtf since two years ago, a quality
management unit has existed in Destatis, validdtiadigures of the public finance unit (the unit
providing source data for EDP statistics). Whereessary, the data can be checked with the data
provider (federal or state bodies). Therefore, l@gprocedures are in place for checking the
quality of public accounts statistics.

Findings and conclusions

Eurostat appreciated the informative and positippreach of the German authorities and
indicated that it intended to follow this up in deurse with further questions.
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7. Visit of Eurostat to the Statistical Office of Hessen
Introduction

Eurostat visited the Regional Statistical Office Héssen on 6 May in order to gain further
knowledge of its local government finance data sesir its compilation procedures for public
finance data; and the division of work between Béstand the Statistical Office of Hessen.

The Regional Statistical Office of Hessen (RSOHlpobhgs to the administration area of the
Prime Minister of the State of Hessen. In all statal affairs RSOH is independent. Only the
budget of RSOH, which in the framework of the legatl statistical regulations is to the free
disposal of RSOH, ultimately is fixed by the Priéister. RSOH was established in 1946 and
has 550 employees.

The two units of the Office's public accountingedtive are: the Municipal cash statistics
(Kommunale  Kassenstatistik), Liabilities (Schuldatistik) and financal assets
(Finanzvermdgensstatistik); and the Annual accoufsmmunale Rechnungsstatistik and
Jahresabschlussstatistik) and University finaneleglischulfinanzstatistik).

7.1. Discussion of working practices between the Benal Statistical Office and DESTATIS

Discussion and methodological analysis

Work-sharing between the statistical offices infie&l of public finance statistics is based on the
provisions of the Finance and Personnel Statigtat FPStatG) as promulgated on 22 February
2006 (Federal Law Gazette | p. 438), last amendediticle 3 of the Act of 27 May 2010
(Federal Law Gazette | p. 671).

In addition, at expert meetings on public finanoel @ersonnel statistics, the statistical offices
discuss and settle specific statistical issuesemig their co-operation.

According to the institutional arrangements in plaGerman Regional Statistical Offices, such as
the RSOH, are in charge of the processing of daim flocal government public accounts,
through the collection, validation and aggregatioh primary data. Usually they are not
responsible for the collection of data on the focemof the Regions (L&nder).

Collected, verified and aggregated data for Locav&nment are provided through a dedicated
database system to Destatis. Any additional adgstsnto arrive at national accounts figures,
including those for EDP purposes, are undertaké&eatatis.

The RSOH explained that its work also involves itientenance of the register of the reporting
units for public finance, which is in line with tii¥estatis register of units (see below).

The RSOH underlined that it is in regular contadthwDestatis (mainly the unit for public
finance statistics) to deal with issues arisingrfithe data.
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7.2. Discussion of data sources and compilation predures for public finance data in the
Regional Statistical Office

Discussion and methodological analysis

The RSOH introduced their database system for ¢igester of the reporting units for public
finance on local government level. This includdstta reporting units, their legal forms, their
sector classification and other characteristicel{sas the owners' structure or their participation
in other units).

Reporting units
The different types of reporting units were introdd:

1. Municipalities Gemeinde und Gemeindeverbandemain local government units, including
their core budget and their special accounts aner ainits Sonderrrechnunggni- entities owned

100% by municipalites and not having legal statumjch as quasi corporations.
Gemeindeverbande are administrative districts amdtdrial units (NUTS 3 level units), of
which 21 currently exist in the Region of Hessen.

2. The State government: core budget and specikydis.
3. Public Enterprises (founded according to puliakc)

4. Private enterprises (founded according to peidawv) where the participation of the state is
more than 50%.

5. The RSOH explained th@wveckverbandgcurrently 284 in the Region of Hessen) are legal
persons under public law. They operate under aitstaidopted by the relevant supervisory
authority. They have their own budgets, and arateteby 2 or more municipalities to perform

public tasks, such as water, waste or sewage mamggeetc. Out of the 284 entities, 158 are
classified in the Local Government sector (usirthezi "cameral" public accounting rules or a

double entry accounting system — see below) andat@@lassified as non-financial corporations
(for their own accounting they can choose betweeunbtt entry bookkeeping or commercial

accounting). They all have balance sheets.

The RSOH explained that according to the applicatd Destatis rules, those units whose
revenue derives mainly (over 80%) from local goweent budgets are classified inside the local
government sub-sector. This is possible to impldénbecause of the availability of data on the
breakdown of revenue coming from government andgaxernmental units.

The RSOH also explained that municipalities havdagal obligation to inform the statistical
office when they establish new units or aboliststng ones. The list of these units is therefore
updated once new information becomes available fdorerse sources such as administrative
bulletins, publications, special magazines, andanfiavestigations of unexplained patterns in
reported time series.
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The register of the reporting units for public ficg on local government level in the Region of
Hessen is physically the same as that in the exgadt Destatis and only the access rights to
detailed information differ.

Data collection

Data collection is undertaken via an electronicstjoenaire. 2 weeks before the end of the
quarter (in the case of quarterly reporting) theORISsends letters to all reporting units on its
register via a secure IT system, with a deadlinergwering set at 2 weeks after the end of
reporting period. These letters include the regtersnformation together with instructions. The
questionnaires are tailored to the different growbsreporting units to assist them with
conversion from their own accounting systems.

The responses are sent via electronic system, abltiga formal, standardised signed and
stamped confirmation from nominated officials witlgach data supplier that the data are correct.
This is the case even if the data are providednbiy a&ontractor.

In case of non-response, the relevant unit is rdednseveral times. In general this does not
happen very often, since the units have a legagatiobn to provide the data. In case there is no
response after repeated reminders a fine may bedlew the relevant unit.

The received data is then imported into the "FIB&abase system which is used by all Lander.
This system has built-in quality and consistencgogls, and the data are also evaluated by the
RSOH staff. In case of suspected problems, thertiagounits are contacted for modifications
(this is the case for a majority of reporting upit&ll modifications made to the data are
documented in the system. This validation processlly takes around 2 months.

The data are then sent to Destatis (public finamg and are further checked. There could be
questions from Destatis raised with the RSOH, aaffjgcon observed time series effects, if

comparison to the overall trend in Germany showgsrdpancies, which leads to an interaction
between Destatis and the RSOH. After this, the degdinalized and sent to Destatis.

Breakdown of transactions

Eurostat enquired about the bookkeeping rules focal Governments in Hessen. It was
explained that in Hessen municipalities have aahbetween an extended "cameral" accounting
system and a double entry bookkeeping system. Wingldirst system is cash based, it still gives
account of depreciation and the value of totaltasaed liabilities. The RSOH explained that the
majority of municipalities in Hessen (all exceptr fowo) have introduced double entry
bookkeeping.

Nevertheless, quarterly reporting (Kassenstatissik}ill on a cash accounting basis, according to
the Municipal Budget Ordinance (classification adoog to functions), binding to all
municipalities. It was explained that this is tlese because — unlike in Hessen — the majority of
the municipalities in Germany as a whole have mbtiptroduced the new system. Therefore at
the moment cash based data are regarded as acteaston denominator” of municipal finance
statistics in Germany.

30



The annual data are requested in different forrdepending on the bookkeeping rules used by
the reporting unit. It is then provided to Destatiich uses the data to arrive at a common
national accounts basis.

Auditing of local government accounts

The budget accounts of municipalities are to beramu by the responsible supervisory
authorities — auditing is compulsory for all mupigities. For municipalities having above
50,000 residents, auditing is obligatory from thewn “RechnungsprifungsaintFor those
municipalities below 50,000 residents, not havihgirt own ‘Rechnungsprifungsamtthe
“Rechnungsprufungsaimif the county (Landskreis) undertakes the audithis case, the focus
of audit is on borrowing and whether revenues ammanted in a timely and complete manner.
The audit report is submitted to the municipality.

For quarterly reporting, the municipalities sendad¢hat have not been yet been audited.
Nevertheless, there are normally no changes inlgHtae and after the audit process.

Borrowing of local government units

The RSOH explained that municipalities can borroant whichever source they want, in any
form, including the issuance of bonds or lendingach other. The data reported cover all these
forms of financing. However, new forms of financi(gych as Public Private Partnerships — see
below) were not covered until 2009.

The RSOH undertook to provide more information todstat on the differences between the
deficit and the change in debt (stock-flow adjusttagfor Local Governments in Hessen.

Timetable

For the quarterly cash-based statistics, the quesires are to be returned to the RSOH 2 weeks
after the end of the quarter. After the necesshecks, data are to be transmitted to Destatis 2
months after the end of the quarter. In practiée dieadline is not respected, and there is usually
a delay of around one week.

For annual data, the deadline for reporting to RI®BT" of January, but in practice there are
commonly delays, in some cases of substantial hkenfjtis means that data are provided to
Destatis only with some delay.

Availability of other adjustment item for nationadccounts

Eurostat enquired on the existence of primary datasome issues which are of crucial
importance for making the necessary adjustmemsiional accounts.

Concerningguarantees it was explained that local government units rpagvide guarantees
(Burgschaften). The data on stocks, and informatioriees collected and calls are available. It
seems that there are no debt assumptions by matiiigp arising from calls on guarantees.

® On 30 May 2011 the Hessen authorities providea$tat with the requested explanations.
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Regardingfinancial derivatives it was explained that under the current cashdagstem, the
cash flows relating to these transactions are deduwith reported interest flows, and that the
amendments in national accounts (by Destatis ardBilndesbank) are carried out only on
federal and state levels but not on local goverrireels, as no suitable data are available across
Germany. Nevertheless the RSOH explained thatatattocks of financial derivatives for 2010
would be available in a few weeks within collectibt statistics.

Public Private PartnershipgPPPs) exist on both state and local governmeset i@ Hessen.
However, the definition of PPPs is not always clead it could be that "PPPs" on local
government level may not be PPPs in a statisterades Currently there is no reliable information
on PPPs at local government level in Hessen. Irdtion on PPPs has now been asked from
municipalities for the first time.

ConcerningeU grants it was explained that the current data sourcesat able to distinguish
funds coming from the EU on a local government lleae these amounts are normally shown
under income, whether coming from the federal @testgovernment, and would only be
identifiable in principle if they arrive directlptmunicipal budgets from the EU.

On Debt cancellationsthe German authorities explained that they havermation on loans
granted by local government. However, in the curreporting system, if a loan is cancelled,
only any related would be seen. The German auiberiundertook to check in the
"Schuldenstatistikwhether any further information is available abticancellation$.

Findings and Conclusions

Eurostat took note of the current arrangementstlaadeparation of work between the Regional
Statistical Office of Hessen and Destatis, the Fadgtatistical Office. Eurostat appreciated the
assistance and informative approach of the Regi8tatlistical Office of Hessen, and welcomed
the comprehensive explanations provided throughméeting.

The colleagues of the Regional Statistical OffiEélessen agreed to provide further information
to Eurostat on differences between the local gawent deficit and the changes in debt (stock-
flow adjustments), and data availability on debtaslations in the Schuldenstatistik’

® On 30 May 2011 the Hessen authorities provideatat the requested explanations.
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List of participants of the first day

Name Institution
1. Mr. Verrinder Eurostat
2. Ms. Krenusz Eurostat
3. Ms. Jurkoniene Eurostat
4. Mr. Stewart Eurostat
5. Mr. Braakmann Destatis / National Accounts
6. Mr. Bleses Destatis / Public Finance Statistics
7. Ms. Schulze-Steikow Destatis / Public FinanceiStas
8. Mr. Miiller Destatis / Public Finance Statistics
9. Ms. Madinger Destatis / Public Finance Statistics
10.Ms. Kuschel Destatis / National Accounts
11.Mr. Forster Destatis / National Accounts
12.Mr. Schmidt Destatis / National Accounts
13.Mr. Burgtorf Central Bank
14.Mr. Hamker Central Bank

15. Ms. Baumann Ministry of Finance

16. Ms. Quaiser Statistik Berlin-Brandenburg (Regiostatistical Office)

17.Ms. Seyer Statistik Berlin-Brandenburg (Regiosttistical Office)
18.Ms. Hartwig European Central Bank
19.Ms. Dietzel Destatis / Interpreter
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Name
1. Mr. Grin

2. Mr. Rapior

3. Mr. Buck
4. Mr. Kimpel
5. Mr. Rothermel

6. Mses. Balsys
Statistics

7. Mr. Verrinder

8. Mses. Krenusz
9. Mses. Jurkoniene
10.Mr. Stewart
11.Mr. Braakmann
12.Mr. Bleses
13.Mses. Schulze-Steikow
14.Mr. Miller
15.Mses. Kuschel
16.Mr. Forster
17.Mr. Burgtorf
18.Mr. Hamker

19. Mses. Baumann

20. Mses. Quaiser

21.Mses. Hartwig

List of participants of the second day: Visit at tle Statistical Office of Hessen — 6th May
2011

Institution
Statistical Office of Hessen (Deputy Hed the office)

Statistical Office of Hessen - Head abRc Finance
Statistics Division

Statistical Office of Hessen Public Fica Statistics
Statistical Office of Hessen PublimBnce Statistics
Statistical Office of Hessen PulBlinance Statistics

Statistical Office of the State efbkn Public Finance

Eurostat

Eurostat

Eurostat

Eurostat

Destatis / National Accounts
Destatis / Public Finance Statistics

Destatis / Public Financés$itzs
Destatis / Public Finance Statistics

Destatis / National Accounts
Destatis / National Accounts
Central Bank
Central Bank

Ministry of Finance

Statistik Berlin-Brandenburg
(Regional Statistical Office)

European Central Bank



22.Mr. Neubauer Destatis / Interpreter

Attending from the staff of the Statistical Offioé Hessen:
Mr. Arikan, Mses Cil, Mses. Gernert, and Mr. Heidke
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