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Executive Summary

The EDP dialogue visit to Luxembourg took place2thNovember 2006 with the aim to

assess existing statistical capacity, to reviewdivesion of responsibilities concerning the

compilation of EDP statistics and government act®urio discuss the quality and

exhaustiveness of primary data sources, to re\ievptogress achieved in implementing ESA
95 methodology (sectorization of units, accruahg@ples), to assure that provisions from the
ESA95 Manual on Government Debt and Deficit andemédzurostat decisions are duly
implemented and that specific government transastiare properly recorded in the EDP
tables, and, finally, to examine the compliancehwiite ESA95 transmission programme
tables and the consistency of these data with BBfstics (as requested by the Regulation
(EC) 3605/1993, as amended).

First, Eurostat discussed with the Luxembourg aitike the institutional arrangements and
source data used for the compilation of governnfgrance statistics, and found that the
arrangements are solid and well established.

As far as the analysis of the October 2006 EDFfination is concerned, Eurostat examined
in detail the tables of the EDP reporting. Eurostancluded that an additional effort is
required to make the EDP reporting of Luxembourgermmplete, especially the tables of
the questionnaire related to the notification tahl&surostat drew the attention of Statec on a
pattern of noticeable revisions exhibited in thePE@ata for LU.

The follow-up of Council Regulation 2516/2000 ariee trecording of other transactions
on an accrual basis were discussed. Eurostat aetlthat the accrual principle seemed
generally respected in Luxembourg and took notéhefexisting and specific compilation
methods for VAT and company income tax.

As regards the other accounts payable/receivaklm, itvhich has not been reported to
Eurostat so far, the LU authorities agreed to mikéer improvements and to provide
figures by the time of October 2007 EDP notificatio

The implementation of the recent Eurostat's methagloal decisions and compliance with
the rules given by the ESA95 Manual on Governmeeftdd and Debt were discussed, as e.g.
the treatment of capital injections, debt assummgtiadebt cancellations, state guarantees,
military equipment expenditure, PPP projects. Iswated that these are in line with the
decisions taken by Eurostat.

Concerning the ESA95 transmission programme, Eatrosited that LU has not delivered
annual financial accounts (ESA tables 6 and 7)pitkegshe expiration of all derogations in
2005. The LU authorities promised to send ESA wlBeand 7 for the sector general
government in the course of the year 200he other receivable/payable figures will be
included in ESA table 27.

The meeting was constructive and Eurostat welcotinedvell structured and comprehensive
approach to EDP related work. Eurostat also apgiesti the additional documentation
provided in the meeting by the Luxembourg authesiti

! Luxembourg submitted ESA tables 6 and 7 for theegd government sector only, for years 1995-2005 i
November 2006.



Final findings
1. Introduction

In accordance with article 8d of Council Regulati®@C) No 2103/2005 of 12 December
2005, amending Council Regulation (EC) No 3605/93emards the quality of statistical data
in the context of the excessive deficit procederostat carried out an EDP dialogue visit
in Luxembourg on 20 November 2006.

The delegation of Eurostat was headed by Mr. Ndtluirector of National and European
Accounts. DG ECFIN and the European Central BartkBEalso participated in the meeting
as observers. The Luxembourg authorities were septed by STATEC, the Ministry
of Finance, thelnspection Générale des Financéi&GF), the Inspection Générale de la
Sécurité Social€IGSS), the Ministry of Interior, th@résorerie de I'Etat(Treasury) and
the Central Bank of Luxembourg. Eurostat carrietitbis EDP dialogue visit with the aim to
assess the existing statistical capacity, to reviendivision of responsibilities concerning the
compilation of EDP statistics and government actgurio discuss the quality and
exhaustiveness of primary data sources, to resievptogress achieved in implementing ESA
95 methodology (sectorization of units, accruah@ples), to assure that the provisions from
the ESA95 Manual on Debt and Deficit and recentoBiat decisions are duly implemented
and that specific government transactions are pippecorded inthe EDP tables, and,
finally, to examine the compliance with the ESA9ansmissions programme and the
consistency of these data with EDP statistics égsiested by Regulation (EC) 3605/1993,
as amended).

2. Statistical capacity issue
Introduction

Eurostat inquired about the institutional arrangetmeand division of responsibilities
in the framework of the reporting of data under B and government finance statistics.

Discussion

The LU authorities gave an account of the institndl arrangements in place for the EDP
reporting. EDP statistics are compiled by Stated @@ official reporting authority is IGF,
which is sending the tables to the European ComaomssAlthough there is no formal
cooperation agreement between the bodies provisiigce data, the Statec, IGF and IGSS
discuss issues on an ad hoc basis. In case auttiffiethodological issue is discussed, both
IGF and Statec would be involved, although thelfaecision will be taken by Statec. It was
also noted that, following IGF's initiative, it fereseen to establish a more formal working
group comprising IGF, IGSS, the Ministry of Intarend Statec.

The October 2006 EDP notification was deliveree lay Luxembourg: the EDP tables and
the questionnaire related to the notification tablegere sent after the deadline (3 and 5
October respectively). It was observed that theveef of the forecast data and the actual data
had been carried out separately, which was notipahdor Eurostat. Statec noted a need for
political approval of the fiscal forecasts embodiadthe EDP tables, which created some
unintended delays. Eurostat noted that forecastslao stored in its EDP database, and are
thereafter reported notably in the Eurostat notetlmen EDP notifications results to the
Economic and Financial Committee.



The LU authorities explained that in October 200&, EDP notification was sent late due to
last minute budget returns that were incorporatettieé notification. It was also explained that
the statistical authorities are going to continemdsng the actual and the forecast data
separately, although the deadline will be respected

Statec noted a noticeable reinforcement of its @gpen government finance. The fiscal team,
which is located in the national accounts unit @11l staff, rose within 4 years from zero to
three staff.

Findings and conclusions

Eurostat took note of these explanations and fdhat the arrangements seemed solid and
well established. Eurostat encouraged the LU ailib®r to consider the merits
of the formalisation of these institutional arramgats. Additionally, Eurostat requested the
LU authorities to strictly respect the transmissi@adline for the EDP tables' delivery.

3. Data sour ce issues
Introduction

Eurostat enquired about the exhaustiveness, tiesdiand consistency of data sources used
in the compilation of the government finance staiss

Discussion

The LU authorities provided detailed information data sources and availability. The LU
authorities welcomed the postponement of the EDificadions by one month decided by
Council Regulation 2103/2005, since it ensures dbmesistency of their data with other
reported figures. The main data sources providershe Ministry of Finance, IGF, IGSS, the
Treasury and the Ministry of Interior.

As regards data sources for central governmeniastreported that figures for the "State" are
taken from the budget (planned) and from generadwaas (that is, the budget as executed).
The source of these data is the Treasury. Conagpublic establishments, there might be a
substantial delay in obtaining the figures owingatoeluctance of some of these bodies to
provide the data. The LU authorities distributedl@ument updating the list of bodies
belonging to central government.

As regards data sources for local government, timeskdy of Interior is the data provider, and
it provides municipalities' data to Statec by thd ef February. The data provided at that time
are incomplete and do not include all communitiee (small ones report usually late).
Municipalities' final accounts are available aft&20 months. The Ministry of Interior has no
legal means to force local authorities to reportiore.

Concerning the social security funds sub secter Lt authorities explained that all the data
provided by IGSS are detailed enough to provide Eflffe 2D, but a problem subsisted on
what could be the possible working balance to beseh, as it is not published by IGSS.
Nevertheless, Statec decided to chose as workiagd®the figure aggregating the published
accounts. IGSS has access to the internal accgusygtems of social security funds.

Eurostat took note of the LU authorities' explamatiegarding the revision policy in national
accounts and in fiscal accounts. The national adsodata are subject to a benchmark



revision every 5 years (next revision foreseen0fh@®@. Every October the figures of the four
previous years are revised. Eurostat noted a pattenoticeable revisions in the EDP data
notified by LU.

As an example, in 2002-2005, some large revisioiggnated from VAT reimbursements,
company income taxes and tobacco duties. A larg& ¥mbursement in 2005 was allocated
to previous years, in application of the "caissmsactionalisée" recording (see below item
5.3). The company income tax was also affected arge operation with a company that
asked to pay its due amounts in anticipation (i02ihstead of in 2006), as it has the right to
do so (see below item 5.3). Eurostat noted thatctiapany in question was not a public
company. Statec pointed out that this latter issefdected mainly the "little country”
phenomenon, where individual transactions occalljorlead to noticeable impacts on
macroeconomic data, rather than the impact ofakedompilation method. Modalities of the
tobacco duties administration were changed, wittredunow payable at the moment of sale
on the market, and not at the moment of purchasieecfstamp”.

Findings and conclusions

Eurostat took note of these explanations and fdahatithe situation is generally sound, and
improvements on the way are encouraging. Euroséat the attention of Statec on a pattern
of noticeable revisions exhibited in the EDP dataliU.

4. Analyses of the EDP tables and EDP related questionnaire
Introduction

Eurostat reviewed the EDP tables as they were teghan October 2006 together with the
guestionnaire related to the notification tabl&ome issues related to an absence of data in
ESA and EDP tables were discussed and agreed.

Discussion

Concerning table 2A, it was explained that the wuagkbalance is obtained from budget
figures and that, separately, EDP B.9 is compilaseld on detailed public accounts, for the
purpose of the ESA table 2 calculations notablye Th authorities agreed to remove, from
the other adjustments, the "SES" line, since noectipn is necessary anymore as far as this
item is concerned.

Concerning table 2C, Statec compiles the workingrz® from the data received from the

Ministry of Interior. The LU authorities indicatedat the high amounts of loans are related to
central government borrowings, and agreed thaethems would be moved to the line "other

financial transactions". Concerning the "correctioin estimates of investment expenses”,
Statec explained that this line is included for ylear n-1 because the statistical authorities
have to adjust, at the moment in which the EDPfication is compiled, the working balance

to the investments realized, as these are usualfy5®% of the planned total. Eurostat took

note that the n-1 data for the working balanceoctl government in March and October is
essentially a forecast. This line disappears inféllewing year, since the realization is then

known and the working balance is adjusted.

Concerning the coverage of the EDP tables, the waities committed themselves to send
EDP table 2D in the next EDP notification, and pised to provide data on other



payables/receivables by the second notificatioBG@7. The LU authorities also promised to
send a questionnaire on pension funds, which theg hot sent to Eurostat yet.

As regards EDP table 3, Eurostat noted that the tlaat LU does not report "other
payables/receivables" is a situation unique in pReroThis forces Eurostat to put these
amounts in the statistical discrepancy, which makés having one of the biggest
discrepancies in Europe. The LU authorities ackedgtd this and promised to include
"other payables/receivables” by the October 200 BEbtification.

As regards table 3B, it was confirmed that theasatble decrease in "currency and deposits"
in 2005 largely relates to VAT reimbursements. #tsvalso explained that the movements in
equity in 2004 and 2005 relate to the Arcelor cotibke bonds and the SES shares buy-backs
operations.

Concerning table 3C, it was stated by the LU adutilesrthat they are not able to report the
split between loans increase and decrease duekofaata. This is also true of EDP table 3E
(social security funds).

As regards table 4, the LU authorities promised thay are going to provide information in
the future.

Findings and conclusions

Eurostat concluded that an additional effort isuresf to make the EDP reporting of
Luxembourg more complete and that Local governrdetd for the previous year are largely
based on forecasts in March and October.

5. Main methodological issues

5.1. Delimitation of General government sector

Introduction

The LU authorities provided an updated list of i included in the General Government
sector.

Discussion

Currently, Central Government includes ministrigng legislature, the monarchy, 32 special
funds and, 29 public establishments. Local Goveminge composed of 116 municipalities,
communal administrations and various inter-commuasaociations. Social Security Funds
includes 19 social protection entities. It was dothat the LU authorities review the
delimitation of general government issue from timé&me and monitor it regularly.

Findings and conclusions

Eurostat concluded that, at this time, there ar@utstanding methodological issues in this
respect.

5.2. Implementation of accrual principle

Introduction



LU does not report other accounts receivable payabEDP Tables 3.
Discussion

The LU authorities explained that they are not abbe provide a complete other
receivable/payable line and that they would nog lik send incomplete figures. In contrast,
Eurostat suggested reporting other receivablestibayaven partially, on a best effort basis,
for those amounts that are known, such as taxva&lgkels etc, as this is a common practice
among many other Member States. This would at leaable Eurostat to monitor the size of
these well identified transactions. However, the aldhorities expressed some reluctance to
provide the data on a partial basis.

Findings and conclusions

It was agreed that the LU authorities will providiher receivables/payables figures by the
second EDP natification of 2007.

5.3. Taxes and social contributions

Introduction

The main focus was on the VAT and company taxes;iwivere discussed in detail with the
representatives of the tax administration.

Discussion
It was explained that most taxes are recorded acarual basis.

Concerning VAT, it was explained by the LU authest that they use the "caisse

transactionalisée” concept. The "caisse transadig@e" involves moving backwards each
cash flow on tax received to the year of originated the tax obligation. The LU authorities

consider that such a method follows a pure acdrasis and is an acceptable modality of the
time adjusted cash method, one of the two methogsaged by Council and Parliament
Regulation 2516/2000. Eurostat noted that this otetmplied that tax figures are revised all

the time. However, Statec announced that, fromnéd year onwards, the revision period
will de factobe limited to 5 years.

Concerning the company tax, the Ministry of Finareeplained that these taxes are
determined when the assessment is made by thedtakiatration, which can take up to 5
years. The statistical authorities record thesesaetions at the moment of the assessment, for
the measurement of the government deficit. It waecdhthat tax payers report their tax returns
in March of each year. Eurostat wondered whethehn suong time lag was in the spirit of the
accrual principle, given that the obligation to payists at time of profit earned and is
estimated with some accuracy within the tax retumrigarch. It also wondered to what extent
changes in administrative processing time of tmegens could substantially affect the deficit
from one year to the other. The Statec noted thatet seemed to be some difficulty in
collecting information on tax return and pointed that the final amount of tax obligation is
known only after the final assessment.

Eurostat noted that the the LU authorities did protvide table | of theuestionnaire related
to the notification tableshat reports transactions and stocks of tax vabées, and asked the



LU authorities to send this table in the next ERMEfitation, as the relevant data seems to be
available.

Findings and conclusions

Eurostat took note of the recording methods oMA& and of the company tax. Eurostat felt
that the method for VAT implemented full accrualt lmnplied noticeable revisions in the
data. Eurostat indicated a need to reflect on timepany tax. The LU authorities promised to
fill in table 1 of thequestionnaire related to the notification tableg the October 2007
notification.

5.4. Interest
Introduction and discussion

As regards interest, the LU authorities distribudedocument during the meeting, which has
to be investigated in detail by Eurostat.

Findings and conclusions
Eurostat will analyse this document and may reqagi@itional information.

5.5. Recording of specific government transactions

Introduction

Eurostat enquired about the implementation of goemt Eurostat’s methodological decisions
and compliance with the rules given by the ESA9:ivé on Government Deficit and Debt,
as regards the treatment of capital injections,t desumptions, debt cancellations, state
guarantees, military equipment expenditure, PP@is etc.

Discussion

Concerning EU flows, the LU authorities indicatddtt they consider that they are mostly
implementing Eurostat's decision on the recordihglW grants. As regards State guarantees,
debt assumptions, debt cancellations, and debtewfis, the LU authorities provided
information during the meeting. There has beenaticon guarantees in 2005.

Concerning Public Private Partnerships, the docuinggstributed by the LU authorities
contained updated information. Eurostat acknowlddpat Statec is following the Eurostat's
decision on the recording of PPPs. The LU autlesipromised to send a note in January
2007 concerning the PPP project for a building thfe Court of Justice, as it had been
previously promised during the April 2006 EDP niettion, including the impact on the
VAT recording.

As regards capital injections, Eurostat examined tlocument distributed by the LU
authorities and found no contentious issues. Canugthe superdividend paid by Arcelor to
the LU government in 2006 (the ownership of thedd¥ernment in Arcelor is 5.6%), the LU
authorities explained that this will not be recatd@gn the national accounts) within the
financial accounts, and instead it will be recor@sdgovernment revenue with an impact on
the government deficit, since Arcelor is mainly @vate company and government cannot
noticeably influence its management. Thus, accgrttnStatec, the provision of the Manual
on Government Deficit and Debt would not be appliea Furthermore, the LU authorities
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indicated that the dividends paid in 2006 do nateexl the operating profit of the previous
year and that the dividend/profit ratio in 2006/&y close to the one of the year 2005 (58.8
percent and 59 percent respectively), owing tagelancrease in Arcelor's profits in 2005.

The LU authorities confirmed that there are no giisation and securitisation operations at
the moment.

Concerning military equipment expenditure, the Lutharities confirmed the information
provided in the inventory. They added that the ayepents in connection to a transport plane
to be purchased started in 2005, and — accorditftet&urostat decision — the acquisition will
be recorded as government expenditure in 201Hheanbment of delivery. Payments made in
the meanwhile will enter the financial accountsrdstat took note of this very long time lag
between payments and deliveries.

As regards carbon trading rights, the LU authaitikescribed the establishment of a Kyoto
fund, classified inside general government. Thigdflnas already purchased participations in
bodies sponsored by international organizationsarsible for implementing projects in third
countries under the flexibility mechanisms of thgokd Protocol. These purchases were
recorded as current expenditure (Dcidrent international cooperatignThe fund may later
intervene on the EU market for carbon emissionvadloces. Eurostat mentioned that in the
forthcoming Financial Accounts Working Party a nuetblogical note on this issue will be
discussed.

Findings and conclusions

It was noted that the treatment of the aforemeptiogovernment transactions is in line with
Eurostat's decisions.

As regards PPP issues, the LU authorities will seanmibte concerning the building of the
Court of Justice in January 2007.

6. Other issues
Introduction

The compliance with the ESA95 transmissions prognanand the consistency of these data
with EDP statistics (as requested by the Regula{ig®) 3605/1993, as amended) was
examined.

Discussion

Eurostat noted that the ESA95 Transmission progratailes of Luxembourg are consistent
with EDP tables. However two outstanding issuesaream

First, the LU authorities do not transmit annuahficial accounts (ESA table 6 and 7), which
they have a legal obligation to send since 200®ndll derogations expired.

Second, concerning ESA table 27, it was also ntitatithe LU authorities do not report the
item "other payables/receivables".

Findings and conclusions



Statec promised to send ESA tables 6 and 7 inuheef. Nevertheless, the LU authorities
promised to provide the financial accounts for gahgovernment by the October 2007
notification.

2 Luxembourg submitted ESA tables 6 and 7 for theeg@l government sector only, for years 1995-2008dvember
2006.
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