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Executive summary

Eurostat undertook an EDP dialogue visit to Denn@arkKl8 September as part of its regular
visits to Member States and with the more spedciiim to solve problems identified in the

April 2006 notification, in particular capital irggons at the level of central and local

government, the recording of loans in EDP, flowsreteivables and payables and the
completion of the uestionnaire related to EDP tables'.

Concerning capital injections, Eurostat had raideddissue of substantial capital injections
into quasi-corporations and other public corporaigmainly local utilities) already in the
April 2006 notification. It was then agreed to eesdify capital injections undertaken by
government into the corporation Bane Denmark, hitheecorded as transactions in equity, as
capital transfers, as Bane Denmark had been utgiotdi for many years. However, as full
information on the nature and size of all injeciia@t the central and local level could not be
supplied at that time, the issue was partly leferopFurthermore, inconsistencies were
identified between the relevant figures for equiyections in EDP tables and in the
guestionnaire related to EDP tables.

In the meeting the equity injections both at cdraral local level were discussed, based on
information provided by the Danish authorities udihg the profitability of the concerned
corporations over the last years, and the amoumgafty injections by government in the
same corporations. There was also a lengthy discusgout the classification of public
entities in Denmark, all reported to be quasi-coapions by the Danish authorities.

Following the conclusions in the meeting, Eurostguested that all injections in (permanent)
loss-making public corporations should be reclassias capital transfers and that the Danish
authorities would intensify the follow-up of quasifporations in the future, in order to see
whether such a classification is appropriate. Imalel, Eurostat requested the Danish
authorities to investigate in detail the basisrEmognizing quasi-corporations at both central
and local level. If needed, the issue may be dsamisn the Financial Accounts Working
Group (FAWG) or in other fora.

Concerning the recording of loans, the Danish aittes clarified in the meeting that no
loans were included in “other financial transacsibim EDP tables 2.

Concerning the large flows of receivables and pkegain EDP tables, it was concluded that
the Danish authorities were currently not in a posito fully identify the composition of the
flows due to flaws in the data base (coding proklenturostat held the view that
undocumented flows should be classified as steaistliscrepancies ("difference between
capital and financial accounts”) and should not ibeluded under "other financial
transactions” or "net incurrence of other liak##i as it is the case today in EDP table 3B,
and furthermore be classified as "other adjustnignsiead of "other financial transactions”
in EDP table 2A. The Danish authorities expect thieblem to be solved when a new
database, identifying all non-financial transacsiowill be put in place in the beginning of
next year.



As far as the completion of thagestionnaire related to EDP tables is concerned, Eurostat
concluded progress both in terms of coverage antknb since the April 2006 notification.
Eurostat expects however still some further impnoeets in the coming months.

Concerning the EDP tables, a range of actions \agreed in the meeting: The Danish
authorities were requested to come back to Eurostdhe nature and sign of the adjustment
made for "run-off on defined plans” in table 2A, frpviding a table for all commitments and
payments made in 2002-2005Furthermore, Eurostat requested that the itenttdse
delimitation" should be split and moved from "otlagljustments” to the lines "net borrowing
or net lending of State entities not part of cdng@ernment” and “net borrowing or net
lending of other central government bodies” as gpate in table 2A, and that in table 2C
the Danish authorities would split the amountstif@ items "corrections in relations to quasi-
sector" and "acquisitions of ownership shares atigero financial transactions”, and
additionally enquire on their appropriate sign.

Finally, Eurostat concluded that in case the Daiaigtihorities would decide to submit two
different notifications (one including and one extihg ATP) also in the October 2006
notification, Eurostat would request an accompamyable explaining the methodological
differences between EDP and ESA95 national accdahtss.

! This information was sent to Eurostat shortly rfte mission including corrected figures



Final findings
I ntroduction

In accordance with article 8d of Council Regulat{&€) No 2103/2005 of 12 December
2005, amending Council Regulation (EC) No 36058 8egards the quality of statistical data
in the context of the excessive deficit procedknaostat carried out an EDP dialogue visit in
Denmark on 18 September 2006.

The delegation of Eurostat was headed by Mr. Ndldirector of National and European
Accounts. The European Central Bank (ECB) alsa@pated in the meeting as observer.
The Directorate General for Economic and Finangftdirs (DG ECFIN) was excused. The
Danish Authorities were represented by the Stasis@ffice, The Ministry of Finance and the
Central Bank.

Eurostat carried out this EDP Dialogue visit witte taim to solve problems identified in the
April 2006 notification and in particular equityj@ctions at the level of central and local
government, the recording of loans in EDP, flowsreteivables and payables and the
completion of theduestionnaire related to EDP tables".

Eurostat introduced the meeting by referring tortbes procedural arrangements as indicated
in article 8 of the Regulation 3605/93, as amended, by stating tha®ain conclusions and
action points from the meeting will be sent within days aftee tmission to the Danish
authorities for comments. Within weekBrovisional findings will be sent to the Danish
authorities in draft form for reviewFinal findings, including possible comments from
Denmark, will be sent to the EFC and publishednenBurostat web site.

1) Examination of EDP tables and follow up of identified problems in the April 2006
notification

Introduction

Denmark has, in recent years, sent two differemsioas of the EDP notifications, one
including and one excluding ATP (the funded pensicheme) in government. As Denmark
has informed Eurostat that they are taking advantdghe temporary derogation granted for
delaying the application of the Eurostat decisiér2dvlarch 2004 on the classification of
funded pension schemes, the notification includ\id® has been the basis for the validation
of Eurostat. The discussion in the meeting wasfoee based on the draft EDP October 2006
notification tables, submitted by the Danish stead authorities, including ATP in
government. The Danish authorities announced Heat did not expect revisions to the draft
notification, except those that might come up friv& meeting.

Table 1

Discussion and methodological analysis

The only issue raised specifically in EDP tabledswhe recording of Swaps, and in particular
the level and negative sign of the adjustment. &atdelt that the size of the adjustment

suggested a relatively large portfolio of swapsnpared to the total stock of debt, with DK
paying the floating rate.



The Danish authorities explained that governmees ssvaps to lower the duration of its debt
by swapping from long-term to short-term interedgés, and as the short-term interest rate is
lower than the long-term interest rate, the swapection reflects a net interest income which
increase EDP net lending.

Findings and conclusions

As the issue of the magnitude of the swap correatauld not be clarified in the meeting, the
Danish authorities were asked to come back withegplanation to Eurostat after the
missiorf.

Tables 2A- 2D
Discussion and methodological analysis

In table 2A, the "working balance" in 2005 had beevised for a considerable amount. The
Danish authorities explained that this was due nouausual mistake in the underlying
detailed database, provided by the Ministry of Rt®g which was used in April 2006, and
that the new figures are now correct. Eurostat chdteat the mistake had no systemic
character.

In table 2A, the item "other financial transactiofe 2005 had been largely revised between
April 2006 and the draft October 2006 notificatioEsirostat noted that this item is generally
of a limited size, because it encompasses speedidefined transactions and that it should
not end-up being a residual item, particularlyhitwould reach amounts of a magnitude of
1% of GDP. The Danish authorities confirmed tha& ttem captures large amounts of entries
not coded as non-financial transactions and byultetansidered as financial, and thus had a
residual character. This is due to the fact thatelare insufficiencies in the way in which the
financial accounts are compiled and thereforeiafirfcial components can not currently be
identified in table 2A. This systemic problem is@lreplicated in table 3B. The Danish
authorities indicated their confidence that netdieg/net borrowing of the State was
appropriately compiled inclusive of all relevantnainancial transactions. A project has
however been initiated to improve the documentasiod quality of the accounts, integrated
in a new data base system.

In table 2A, the items included under "other adpestts" were discussed and in particular the
"sector delimitation” and the adjustment made fon*off on defined plans”. According to
the Danish authorities, the latter adjustment wa®duced because commitments made by
the government (on research and development et® weluded in the budget, whereas the
more appropriate accrual measure was when theféransiere paid out. However, the
negative sign (-) and the size of the adjustmesedasome concern by indicating that actual
payments exceeded the initial commitment madedor years in a row, for a cumulated total
of close to 4% of GDP. The issue could not be fitatiin the meeting.

Concerning sector delimitatipin table 2C the items "corrections in relatioogtiasi-sector”
and "acquisitions of ownership shares and otheanfiral transactions” were discussed.
Eurostat noted that the net lending / net borrovahguasi-corporations of local government

2 The documentation was subsequently sent shotgy tife mission



was noticeably negative as reported in the docurpemntided, which implied a positive
adjustment in EDP table 2C instead of a negative bnaddition Eurostat noted that the item
"acquisitions of ownership shares and other fir@ncansactions" should not be all reported
under "other financial transactions".

In the draft October 2006 notification, the Danglthorities had for the first time provided a
correct split of "other accounts payable and odwmount receivable” in tables 2, and values
for "difference between interest paid and intesestrued” had been introduced for all years
(used to be 0). Eurostat welcomed these improvesnen

Findings and conclusions

Concerning table 2A, Eurostat requested the Damusihorities to report back to Eurostat after
having analysed the nature of the transactionsidied in "other financial transactions” to see
whether these could be split between a genuinesfdthancial transactions” (separate from
loans and equity) and a "statistical discrepancy".

Eurostat also requested the Danish authoritiegport back on the nature and sign of the
adjustment made for "run-off on defined plans” pogviding a table for all commitments and
payments made in 2002-2005

Furthermore, Eurostat asked for the item "sectdimitation” to be split and moved from
"other adjustments” to the lines "net borrowingnet lending of State entities not part of
central government” and “net borrowing or net leigdof other central government bodies"”
from the October 2006 notification onwards.

Concerning table 2C, Eurostat requested the Damishorities to split the amounts for the
items "corrections in relations to quasi-sectordt aacquisitions of ownership shares and
other financial transactions" and enquire on tegjn and content.

Tables 3A-3E
Discussion and methodological analysis

Tables 3 in the draft October 2006 notificationlume revisions compared to April for several
years for "loans", "shares", "other statisticacdepancies”, "other financial assets" and "net
incurrence of other liabilities”. One of the magasons behind this is the coding errors which
were discovered in the detailed database.

Eurostat noted that the item "currency and depdséd been considerably changed, and
wondered if this information could not in the fugure systematically compared with
monetary statistics or banking information. The Barauthorities indicated that the deposits
of government in the detailed database often dedifdr large amounts from the data
observed in the books of the Central Bank, andketdd a pattern of noticeable revisions.
They had decided to privilege from now on the Cartiank source data, but it was however
noted that such a choice was not without inconverg@evith respect to the integrity of the
detailed database. The Danish authorities statdtiby expected full consistency with the
guarterly financial accounts of general governnf@HRAGG) data in the coming October
2006 notification.

® The updated information including corrected figuveas subsequently sent and included in the Oc2028
notification.



Findings and conclusions

Eurostat noted the development in the Danish fil@reccounts and encouraged further
improvements in this area.

Equity injections at the level of central and logalvernment

Introduction

In the context of the April 2006 notification, Esgtat had raised the issue of substantial
capital injections into quasi-corporations and otgblic corporations (mainly local utilities).
As full information on the nature and size of th@gections could not be supplied at that
time, the issue was partially left open. Furthermanconsistencies were identified between
the relevant figures in table Va in theestionnaire related to EDP tables and EDP tables 3A-
3E.

Discussion and methodological analysis

It had been agreed already in the April 2006 nmtion to reclassify equity injections by
government into the corporation Bane Denmark agtalapransfers, since it had been
unprofitable for many years. This reclassificatadetreased the government surplus (B.9) by
almost 0.2 % of GDP in 2005.

In the meeting the capital injections both at caréind local level were discussed, based on
information provided by the Danish authorities udihg both the profitability of the
concerned corporations over the last years anddhgy injection by government in the same
corporations. There was a lengthy discussion abwitclassification of the public entities,
reported to be quasi-corporations by the Danishhaaiites. At the local level, the
corporations "social work activities with accommboa’ and "sewage and refuse disposal,
sanitation and similar activities” (both with largevestments) and "buses" (loss-making),
attracted special attention.

Whereas Eurostat took note that such entities irstnoases probably did not have an
independent status, but had a complete set of atx@often published), Eurostat questioned
whether their autonomy of decision had been fulitaklished. It was recalled that the quasi-
corporation status could be a device to recogigénstitutional units, entities that despite the
lack of legal existence and of legal autonomy behgenuinely independently from their
parent units. As such, the absence of boards er dicision making bodies, would generally
preclude the possibility of recognizing such eesitas public corporations. Eurostat noted that
ESA95 recognized that government units, whilst market, could host market establishment
(local KAU — Kind of Activity Unit).

According to the Danish authorities, the local goweent owned quasi-corporations are fully
market financed and either keep a complete setcobumts or it would be possible or

meaningful from both an economic and legal viewptmncompile a complete set of accounts
if they were required (ESA art 2.12). Furthermateyas said by the Danish authorities that
these units, while not having an independent |sgatus, have an economic and financial
behaviour that is different from that of their owsi@nd similar to that of co-operations and
therefore they are deemed to have autonomy of idaciand are considered distinct
institutional units (ESA 2.13.f.). From the viewpbiof the Danish authorities, it would



therefore require a change of the ESA manual tesifla these units inside the general
government sector.

Findings and conclusions

As a first step, Eurostat requested the Danishoaitits to further investigate in detail the
basis for recognizing quasi-corporations at bothtre¢ and local level. If needed, the issue
may be discussed in the Financial Accounts Worlkdngup (FAWG) or in other fora.

The Danish authorities accepted the Eurostat stiggethat injections in (permanent) loss-
making public corporations should be reclassifisccapital transfers and that this would be
implemented in the October 2006 notification.

Eurostat also requested that table Va of the questire related to EDP tables would be
further elaborated to provide the requested inféionaand to be aligned with EDP table 3.

Eurostat finally requested to the Danish autharitie intensify the follow-up of quasi-
corporations by regularly reviewing the smalleritegg and by analysing carefully the bigger
ones. In particular the profitability of the corptions would be analysed.

Net flows of receivables and payables

Introduction

In the context of the April 2006 notification, Egtat raised concern about the large and
undocumented flows of receivables and payablesdarbanish accounts.
Discussion and methodological analysis

In the context of the mission, a detailed list tfey accounts receivable/ payable pertaining
only to taxes had been provided. These figures wenectly reflected in EDP table 2A, but
did not mirror the figures in table 3B, which indked a large undocumented part. Eurostat
raised the view that undocumented flows should lbsstdied as statistical discrepancies
("difference between capital and financial accoraad should not be included under "other
financial transactions” or "net incurrence of othiabilities”, as it was the case today. The
Danish authorities were not in a position to idgntihe composition of the flows in table 3B
in the meeting.

Findings and conclusions

As a follow-up it was agreed that the Danish autiesr should provide Eurostat with a
detailed table on the transactions in the comingdia order to agree on the recording

Consolidation issues

Introduction

In the April 2006 notification, consolidation chector EDP tables 3 showed large errors for

"other financial assets"”, "net incurrence of otlahbilities" and "difference between interest

* The Danish authorities sent some clarification&tcostat, but full documentation and implementatioe
only expected in the April 2007 natification.



EDP D.41 accrued and paid". The Danish authorreesgnized the problem and had agreed
to look into it.

Discussion and methodological analysis

In the context of the meeting, a draft October 2Q@ification with corresponding
consolidation checks had been supplied to EuroBata showed consistency except for a
discrepancy identified in the notification includidTP, which could not be explained in the
meeting.

Findings and conclusions

Eurostat welcomed the progress made on the coasioldof data. Eurostat asked however
the Danish authorities to verify the remaining aabmdentified in the consolidation checks
and report back.

Recording of loans in EDP

Introduction

In the context of the April 2006 notification, tiesue on whether loans were included under
“other financial transactions” in the Danish accisumnas raised.

Discussion and methodological analysis

The Danish authorities stated in the meeting tlmatloans were included in “other financial
transactions”, but Eurostat noted large differertmetsveen table 2A and table 3B that would
need to be investigated. Additionally, the Danistharities informed Eurostat that they have
initiated a project in order to be able to provaleplit of "loans" into “loans, granted” and
“loans, repayments” as well as "shares and otheity¢' into "increase"” and "reduction” in

the April 2007 notification, as requested earligiBurostat.

Findings and conclusions
Eurostat welcomed the clarification concerning igla as well as the efforts made to provide
gross data for" loans" and "shares and other egfrityn April 2007. It was also agreed that

the consistency between table 2A and 3B would tédu verified.

Consistency of EDP tables and other national adsadata

Introduction

As the Danish notification for EDP purposes haduded ATP, whereas all national accounts
tables were reported excluding ATP, these methailcdd differences had resulted in

inconsistencies in the Danish data. The same cbaldbbserved for the expenditure for
infrastructure investments (reclassification ofigginjections as capital transfers), which had
been included in EDP since April 2006, but notiygtlemented in national accounts.

® This was subsequently done and the figures weareated in the October 2006 notification.



Discussion and methodological analysis

For the October 2006 notification, Eurostat invitad Danish authorities to send one unique
version only, with a preference for the versionledmg ATP, in order to avoid confusion
and to assure full consistency with other nati@t@ounts data.

Findings and conclusions

Eurostat requested that in case two versions arg #ee Danish authorities should also
inform Eurostat which version should be used in B@¥ notification. Furthermore, in the
latter case, Eurostat would request an accompanglylg explaining the differences between
EDP and ESA95 transmission tables due to ATP (a# a® SWAPS, UMTS and
infrastructure investments). This informafiaran be used in other Eurostat publication, such
as the government finance statistics (GFS) sumrtadoles on the Eurostat web site, and in
the report to the EFC, to be written shortly aftexr October 2006 notification.

2) Follow-up of the" questionnaire related to EDP tables® from April 2006.
Introduction

As Denmark only filled some of the tables in thestionnaire related to EDP tables in the
April 2006 notification, it was agreed that the Bdmauthorities would take actions in order
to improve the quality and coverage in the Octd#6 EDP reporting. In the context of the
meeting, Denmark had provided draft replies toeshl, llla, Illib, llic and 1V, along with
comments about planned actions.

Table Il Other receivables/payables of general gowent relating to the EU

Introduction

In the April 2006 notification, the Danish auth@# did not provide any information in table

Il. The Danish authorities had stated that subsitliansited via the Treasury accounts, but
that net values due to differences in the timeeabrding between inflows and outflows were
not taken into account when calculating net debt.

Discussion and methodological analysis

In the meeting the Danish authorities confirmed tha transactions in the financial accounts
of general government were probably small, butedjtbat in concept net transactions should
be reflected in the flows of other accounts redaipayable and that the information to do
SO existed.

Findings and conclusions

Eurostat concluded that even though the net tréosacare likely to be small, the Danish
authorities would identify these amounts in theficial accounts and report back to Eurostat.

® This information was subsequently sent to Eurdat#ie context of the October 2006 notification.



Tables llla, lllb and lllc on government quarantees

Introduction

Denmark only provided a few items in the tableggomernment guarantees in the April 2007
notification. In the context of the meeting, a niale including most items was disseminated
and analysed.

Discussion and methodological analysis

Denmark has a stock of outstanding guaranteesoahdr7% of GDP, but the amounts called
in recent years are negligible. Data have beendtsel in the working balance of table 2A.

It was agreed that the items D1 (guarantees call@thount of new debt called and assumed)
and D2 (guarantees called — payments made (casimpaily are exclusive. Furthermore, line
H (write-offs by government of government assetspusd generally not record claims
immediately written-off, but only those written-déter.

Eurostat noted a possible inconsistency betweesttduk of debt under call and the amounts
of payments made.

Findings and conclusions
Eurostat concluded that the discussion unveiledesonsunderstanding on how to complete
the table and it was agreed that the Danish adig®mvould amend the table and enquire on

the stock of debt under call in particular.

Eurostat also took note that the Danish authorfaad the table difficult to understand in all
detail and suggested to Eurostat to provide furtheifications on the table.

Table IV on debt cancellations

Introduction

Denmark did not complete table IV on debt canceltet in the April 2006 notification and
was asked to provide this table in the future.

Discussion and methodological analysis

The Danish authorities provided Eurostat with dtdrarsion of table 1V, including data from
the Ministry of Foreign Affairs, on the debt carlagbns of Paris Club and on third countries
debt. There were furthermore some data for caric®ll@f debt towards public corporations,
which could not be fully explained.

Findings and conclusions

Eurostat welcomed the new data provided. It wasdvewdecided that the Danish authorities

needed to further look into the data concerning ttekards public corporations, to make sure
that all data are correct and included.
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3) Follow-up of Eurostat decisionsin recent years

Public-Private-Partnerships (PPPSs)

Introduction

Eurostat raised the issue of whether there ar@agging or planned PPPs in Denmark.
Discussion and methodological analysis

The Danish authorities provided information on éhptanned PPP projects (highway between
Kiplev and Sonderborg, the national Archives angublic school) to be carried out in the
coming years. It was confirmed that all potentiajgcts are followed closely by the Ministry
of Finance and in particular at the central levidle impact on government accounts are
expected after 2006 only.

Findings and conclusions

Eurostat took note of the above mentioned projantsencouraged active monitoring in this
area.

Securitization operations

Conclusions
The Danish authorities confirmed that there arsewuritisation operations in Denmark.

Privatisation operations

Introduction

The Danish authorities had informed Eurostat thate are no privatisation operations in the
pipeline that they are aware of, but that theresia@en some privatisations in past years.

Discussion and methodological analysis

The discussion concentrated on recent privatisatperations in Denmark and whether these
had been recorded in EDP tables or in the questionmelating to EDP tables. It became
clear that they had not been included in table &/t

Findings and conclusions

Eurostat concluded that the partial sale of Pogtnizk in 2005 as well as the case of
Copenhagen Airport in 2002 should be included ibletava. The cases of Nesa and
Copenhagen-electricity sale to DONG, should be stigated in order to assure correct
recording in the October 2006 notification, in ED&dles as well as in the related
guestionnaire. More in detail, Eurostat concludeat the Danish authorities should verify
that all privatisation proceeds had been appraglyiaecorded.
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4) Miscellaneous

Eurostat's report to the EFC of the April 2006 ficdtion — the role of NSIs and other
reporting agencies

The Danish authorities raised the issue of the oblihe National Statistical Institutes in the
next EFC reporting and expressed the wish to ha@epossibility to comment on the draft
report before it is forwarded to the EFC.

Findings and conclusions

Eurostat took note of the comments from Denmark oomld not give any detailed
information on the procedure to be followed in @e&tober 2006 notification, noting the very
tight deadline for producing the report. Nevertes|eEurostat confirmed that the report could
at least be sent to the national statistical attthsrat the same time as it is sent to the EFC.

Oral presentation by the Ministry of Finance of thew cost principles of government
accounts in Denmark.

Eurostat took note of the presentation by the Daaigthorities on the new development in
the government accounts.
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