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Executive summary

Eurostat undertook a dialogue visit to Lithuania®a0 March 2006 with the primary
aim of assessing the suitability of Lithuanian peilsiccounts data for use in underlying
the forthcoming treatment of Lithuania’s applicati join the Euro area. In this respect
it examined in some detail the key data source®nlyidg the accounts, as described in
the inventory of sources and methods, and the asimative arrangements in place to
produce them. There was also an opportunity tccigatie any issues which might arise
during the forthcoming EDP notification tables ®tbansmitted by Lithuania by Rpril
2006.

Discussions were constructive and informative. Bi&tomade some suggestions for ways
in which the cooperation between the differentiingons involved in compilation of
government finance data could be improved and flseth

A review was made of Government Finance Statistada transmitted to Eurostat. This
has improved significantly in recent years. Thehuinian authorities explained their
difficulties in compiling certain historical datadakdowns, but undertook to provide
these breakdowns for selected years. The Lithuaaighorities noted that they were
investigating the reasons for the discrepanciewdst the quarterly financial and non-
financial accounts of general government.

The Lithuanian authorities indicated that someaegtta splits would be reported for the
first time in the next EDP Notification tables. Thalso noted that a new government
accounting system based on international publitoseaccounting standards will be
introduced from 2008.

With regard to the classification of units in thational accounts, several units were
discussed which should be or might be re-classtfiethe general government sector in
Lithuania.

With regard to the treatment of guarantees, Eurosted that at present the Lithuanian
authorities are treating called guarantees of gowent as acquisition of financial assets.
Eurostat requested further information on guaraniteithuania.



Final Findings

In accordance with article 8d of Council Regulati@®05/93 as regards the quality of
statistical data in the context of the excessivicilgorocedure, as amended, Eurostat
carried out an EDP dialogue visit in Vilnius on @-March 2006. The delegation of
Eurostat was headed by Mr Barredo, head of the "Mailidation of public accounts".
Representatives from the Directorate General fanBmic and Financial Affairs (DG
ECFIN) and the European Central Bank (ECB) alsdigpated in the meeting, as
observers. The Lithuanian authorities were reptesehy experts from the Lithuanian
Department of Statistics (Statistics Lithuaniag tinistry of Finance and the Bank of
Lithuania.

Eurostat carried out this EDP dialogue visit witle iaim of assessing the suitability of
Lithuanian public accounts data for use in undedythe forthcoming treatment of

Lithuania’s application to join the Euro area. Istrespect it examined in some detalil
the key data sources underlying the accounts, sgilled in the inventory of sources and
methods, and the administrative arrangements geglaproduce them.

2. Review of reported Lithuanian data on general ggernment and their consistency

Eurostat congratulated the Lithuanian authoritiesheir transmission of data and on the
improvements that took place in recent years, botlherms of completeness of the
reported time series and on the provision of baafa.dOn Table 0200, the Lithuanian
authorities confirmed that property income is réporconsolidated, and that data for
2003-2004 for taxes and social contributions utyike be collected had been reported.
The Lithuanian authorities explained that publicidgetary organisations are not liable to
pay taxes on income. Eurostat agreed to investigateere are some transmission
difficulties.

Following the meeting, Eurostat investigated trensmission issues and a satisfactory
resolution was found.

The Lithuanian authorities explained that they wioplovide a sub-sector breakdown for
Table 0200 for the year 2001 by end-March 2006, fandhe year 2000 by end-2006.
The Lithuanian authorities explained their diffites in compiling sub-sector

breakdowns for earlier years, and indicated thay thad asked for a derogation in this
respect in the new transmission programme.

The Lithuanian authorities noted that they had sdigt of national taxes for 1995-2004
to DG TAXUD, and would forward a copy of the list Eurostat. They explained that the
allocation of FISIM in all government finance sséits (GFS) tables would take place
during 2006.

Immediately following the meeting, the Lithuaniauntherities provided a copy of the
national tax list to Eurostat.

Eurostat stressed the importance of Table 11 (COROGan important group of users,
including the Economic Policy Committee, and intkckthat there is a need to undertake
further efforts in this area.

With respect to quarterly data, Eurostat and DG IRCEnderlined the importance of
publishing the whole series of data, both for nioiiicial and financial accounts, as soon
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as possible. The Lithuanian authorities indicatealt tn principle they would like to
publish the data in 2006, though had some concaves two volatile series. Eurostat
explained that this represented a challenge inepteg) the data to users, but should not
preclude publication. Eurostat requested to berinéal of the plans for publication.
Eurostat took note that the discrepancy betweemtepla non-financial and financial
accounts for the general government sector is dwkatia sources, and the discrepancy is
being investigated by the Lithuanian authoritieardstat asked to be informed of the
results of this investigation.

Following the meeting, selected series from thkuahian authorities' quarterly dataset
were published by Eurostat. Some QFAGG series havbeen delivered. This issue is
currently being discussed.

Eurostat underlined the importance of the EDP ivatiion tables to be delivered by
Lithuania this year and stressed that they shoeltully consistent with GFS reported at
the same time, particularly Table 0200. Eurostguested the sending of the useful
explanatory note which has been sent in the pasgalde notifications, but accepted that
the note would be somewhat simplified because softhe information would be
captured in the Eurostat questionnaires.

The Lithuanian authorities explained that they pkhto publish the notification tables
in Lithuanian and English at the time of the Eusb$tress Release, though they had some
concerns over presenting them in an understaneabjdo the public.

The Lithuanian authorities explained that thereusdhmot be any major revisions in the
next EDP Notification tables, however there will beme changes for data on EU
Transactions and foreign currency securities/loans, a split introduced between short
term and long term liabilities. They further expled that tax receipts in 2005 had been
considerably better than budgeted, and that thd '&id CIT" adjustment in the
September 2005 tables reflected additional taxipecevhich had not been budgeted.

The Lithuanian authorities explained certain estieTable 3 of the Notification tables:

* The major increases in currency and deposits di@R and 2003 are due to
formation of the Stabilisation Fund. The subsequi@ihin currency and deposits
in 2004 is largely due to loan repayments by thisd-

» The small statistical discrepancy reported in Tabige a genuine discrepancy and
no adjustments are made to non-financial or fir@razcounts in this respect.

3. Review of Lithuanian inventory of sources and ntaods

Eurostat explained that it has produced a temptabeder to consolidate the two steps of
the EDP inventory, and it will contact the Lithuaniauthorities to check a consolidated
version.

Following the meeting, Eurostat sent a draft cadstéd EDP inventory to the
Lithuanian authorities in June 2006 with a requestreceiving an updated version by
mid-September 2006.

With respect to specific questions on the EDP itwen



* Interest paid by Municipalities continues to beorged on a cash basis, due to
lack of information on accrued interest, but thetimments concerned are regular
loans.

« Data on flows between budgetary units are availablle general reports to be
provided by these units to the Ministry of Finandence consolidation is
straightforward and cross-checks are made.

» Balance sheets for the years since 2000 are begoavialable for public units
only from 2005 onwards.

* The accounts of Central and Local Government bodiesaudited by the State
Auditor. This will be added to the EDP inventonyitis next update.

4. Review of key data sources and administrative eangements

The Lithuanian authorities explained that Resotutit02, which governs relations

between the concerned bodies for compilation of2B® Notification tables, remains in

force. They noted that relations between the bodiesconducted in a variety of ways,
some formal and some informal, but that theseioglathave improved in recent years
through improved personal contacts. The MinistryFRiofiance has responsibility for

producing Table 2, and Statistics Lithuania for tbaining tables. It was noted that the
Government Finance Statistics (GFS) team in Siedidtithuania is young and some
vacant posts have yet to be filled.

Eurostat underlined the importance of formalisimg tooperation between the Statistical
Office, Ministry of Finance and Central Bank. ThHigmalisation would ensure that the
robustness of the system could be assured overéwvea after staff changes.

The Lithuanian authorities summarised the main ceiof data for the GFS, noting in
particular the Statements of the State Budget,tgiaistatements from both Central and
Local units, reporting of extra-budgetary fundss@xh on Finance Ministry records) and
the data provided by accounts of the Social Secand Health Funds. There is a full
coverage of units and therefore no exhaustiverdjastanents are required.

The Lithuanian authorities explained that data addgetary commitments are used to
make accruals adjustments, though there is notxem&ve checking of the quality of
this data. Hospitals maintain their own accounsggtems on an accruals basis, and are
therefore able to report to a statistical surveyhs basis.

The Lithuanian authorities further explained thatadon financial leasing and GFCF is
collected via quarterly and annual surveys, whialiehcomplete coverage. Furthermore,
it was explained that borrowed funds are accoufdedvithin the Finance Ministry and
therefore full data are available. A recent chatgg¢he government chart of accounts
means that from 2004 there are no financial traisae included in the operating
balance of government. There were no other sigmficchanges affecting GFS
introduced in the new Chart of Accounts.

5. Introduction of a new government accounting sysim

The Lithuanian Authorities made a presentation hairt plans for introducing a new
government accounting system, based on Internati®hdblic Sector Accounting
Standards, from 2008. Lithuanian statisticianskesi@g associated with the preparations



for this system. Eurostat underlined the needHi b continue, given that the reporting
from the new system would largely form the basidtiture GFS.

6. Classification of units to General Government

The Lithuanian authorities explained that thereaisvorking group of the relevant
institutions devoted to sector classification isswnd that the working group had issued
guidance on classification of public units. ThetuniStatistics Lithuania responsible for
the business register is expected to follow thiglauuce, with complex cases to be
discussed by the working group. There are still tubstanding cases to be looked at
(Road Companies and Railways), and two units tordmassified to the general
government sector (Turto Bankas, Turto Fondas) lwhiad been discussed during the
2005 EDP mission. The Lithuanian authorities exmdithat due to resource constraints,
and to the wish to conduct all eventual reclassiions at one time, the reclassifications
could not take place until after the end-Septen@2b@6 notification.

Eurostat expressed concerns that the system fesifglismg units appears to be operating
too slowly. In particular it expressed a desiret tthee necessary reclassifications take
place before the September 2006 notification. Hatadso expressed the desire that the
Lithuanian authorities establish procedures whethbyclassification of units is decided
and executed promptly, and subsequently reviewgalady if necessary (for example in
the case of the "50% rule"), and welcomed the cdmant of the Lithuanian authorities
to a transparent operation of the classificatiostesy. The Lithuanian authorities agreed
to provide a note to Eurostat before the end ofdl&006 explaining the current state of
affairs on classification of the units discussetd] also an indication of the likely impacts
on general government debt and deficit which wowdse from an eventual
reclassification of the units.

Following the meeting, the Lithuanian authoritiesoyided the requested note on
classification of units, together with estimatestb& debt and deficit impact, and
indicated that they did not intend to undertake tbelassification until 2007. Eurostat
underlined the importance of making the reclasaifan for Turto Bankas and Turto
Fondas as soon as possible, and the Lithuaniancaitids agreed to make every effort to
undertake this.

7. Review of compliance with Eurostat decisions
i) Taxes and social contributions

Lithuania currently uses the time-adjusted cashhotetone month lag) for VAT and
excise taxes, and cash data for other taxes. Tthednian authorities explained that no
adjustment to the procedure had been made forhthege in the operation of the VAT
system after accession. Following a discussiorhe$é taxes, it was concluded that the
use of cash data for recording taxes on income seeasonable given the very low (2%)
level of self-employed taxpayers.

The method for calculation of social contributiamdikely to be collected was described,
based on an assessment method with an estimateniounts unlikely to be collected.
This method was reviewed during the meeting andddo be reasonable.



Eurostat also asked about the recording of VAT beireements, which had formerly
been large, and the Lithuanian authorities expththat they have fallen considerably in
recent years.

i) Capital Injections

Eurostat noted that there did not appear to benajgr outstanding issues, following an
intensive discussion over recent years, and this wanfirmed by the Lithuanian
authorities. They further confirmed that there were textile industry-related capital
injections in 2005.

iii) PPPs

The Lithuanian authorities noted that there areetuly no PPP operations in Lithuania,
though some may take place in the future followtimg creation of a specialised PPP unit
in the Finance Ministry. Eurostat briefly explaingw contents of the relevant chapter in
the ESA95 Manual on Government Deficit and Debt.

iv) Securitisations

The Lithuanian authorities noted that there areenily no operations, though some may
take place in the future. Eurostat briefly explditiee contents of the relevant chapter in
the ESA95 Manual on Government Deficit and Debt] anted that a Eurostat Task
Force has been examining several securitisati@ie@lissues.

V) EU transfers

The Lithuanian authorities explained thatEl flows(including for the Ignalina nuclear
station) must pass through a single finance miniatcount, and therefore data for the
implementation of the relevant Eurostat decisiarelbEU flows are readily available.

vi) Pension Schemes

The Lithuanian authorities explained their second third pillar pension schemes have
been classified outside the general governmenbisantline with the Eurostat Decision.
They noted that pension schemes for public servardsbased on a "pay-as-you-go"
system.

vii) Military Expenditure

The Lithuanian authorities noted that military emg@igure on equipment in Lithuania is
quite low and the procurement methods are straighérd.

viii) Guarantees

Eurostat expressed some concern that most caligiarantees are treated as acquisition
of financial assets (loans), whereas reimbursenfentguarantees called seemed quite
low. The Lithuanian authorities explained that granting of government guarantees is
based on a legally-defined procedure which enstiv@sguarantees are only granted to
entities which meet certain standards of finanogslth.
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The Lithuanian authorities agreed to provide a nmtetheir methods for assessing

whether or not a called guarantee leads to a finhasset, and explaining how the

provisions figure reported in the Eurostat questare is calculated. The Lithuanian

authorities noted that there are no plans to gféeternment guarantees in future, except
in very special circumstances. Eurostat notedadhsgiecific case-by-case analysis should
be made.

Following the meeting, the Lithuanian authoritieeyided further explanation of system
for granting guarantees, and confirmed that no rgwernment guarantees were issued
in 2005. The current method of recording of the rgngees was discussed during the
April 2006 EDP notification round when Eurostat pigd out that this is not in line with
best practice. Discussions on this issue are orggoin

8. Implications of potential introduction of the Euro for public accounts

Eurostat and the ECB briefly mentioned some stedisissues which may arise upon
adoption of the Euro (notably on withdrawal of thid national currency notes and coins,
gold sales, and transfer of Central Bank reservedkd Eurosystem), and agreed to send
some background documents after the mission.

The Lithuanian authorities explained their orgatiiga for introducing the Euro, in
particular relating to the institutions at the niegt Eurostat agreed to send any useful
documents on methods for converting and reportimg Eeries, and also to recommend
a country which showed "best practice" in this egsp

There are currently no swap operations undertakerthb Lithuanian government.
However the Lithuanian authorities mentioned thssgumlity of swap transactions in the
future. Eurostat underlined the importance of kegStatistics Lithuania fully informed
of any such operations.



Annex — list of participants in the meeting

The participants in the meeting were as follows:

Lithuanian Department of Statistics (StatisticsiLiinia) Jonas Markelevius, Irena
Tvarijonaveiate, Gailug JuSkieg, Jirat Sinkinierg, Marina Vasiunkina, Vaida
Savickaite, GenovaitPrakelieg, Kristina Tylaite, Daiva Norkevienr¢.

Ministry of Finance of LithuaniaDzintra Sakeviciene, Dalia Zygiene, Dah&keryg,
Ivona Kuseleviciene, Ingrida Muckute, Egle Radzevie

Bank of Lithuania Rimantas Vaicenavicius, Birute Grikinyte, Diandéériene Violeta
Klyviene

EUROSTAT: Eduardo Barredo, Ivana Jablonska, Jdminder
DG ECFIN: Alain Morisset, Luis Fau Sebastian

ECB: Henri Maurer



