18 OcTOBER 2005

ADMINISTRATIVE ARRANGEMENTS IN RELATION TO DRAFT COUNCIL REGULATION
AMENDING REGULATION 3605/93AS REGARDS THE QUALITY OF THE DATA IN THE CONTEXT
OF THE EXCESSIVE DEFICIT PROCEDURE

1 Introduction

Article 104 of the Treaty on European Communityabbshes that Member States shall avoid
excessive government deficits, and that the Comamsshall monitor the development of the
budgetary situation and of the stock of governnustit in the Member States. The Protocol
on the Excessive Deficit Procedure (EDP), annegettheé Treaty, establishéster alia that
the statistical data for the implementation of Bi2P shall be provided by the Commission. It
also states that Member States should report anglamned and actual deficits and the levels
of their debt. The Commission does not directly pdenthese data but relies on data
compiled and reported by the national authorities.

The detailed rules of the Protocol are specifie€auncil Regulation n° 3605/93. The terms
used in the Protocol and in the Regulation, not#bbge of government, deficit and debt, are
defined in accordance with ESA95, established &igoa Council Regulation (2223/96),

which is the statistical reference system. CouriRégulation 3605/93 organises the
notification procedure by the Member States to @mnmission of the budgetary figures
within a specific and regular time framework, désed in the section 2 below. As a

compendium of practical cases and of interpretatieeisions, the Eurostat’'s Manual on
Government Deficit and Debt also contains relev@gfinitions and accounting rules as a
complement to the ESA95 accounting rules.

The ECOFIN Council of 18 February 2003, following mitiative from the Commission,
adopted a Code of Best Practice for the compilatio& transmission and publication of data
for the purposes of the EDP (hereafter the Cod8east Practice), in order to clarify the
procedures at the level of the Member States atldeo€ommission.

The Commission adopted on 22 December 2004 a Comatiom to the European
Parliament and the Council “Towards a Europeaatsgy for fiscal statistics governance” in
order to improve the quality of fiscal statisticRhe three lines of action included in this
Communication are completing the legal framewogyeadoping the operational capacity, and
work towards minimum European standards.

In order to follow the first line of action, the @mission adopted on 2 March 2005 a
proposal for a Council Regulation amending Coumt#gulation 3605/93 as regards the
quality of the statistical data in the contextlud EDP. In essence, the proposed Regulation is
about securing from a legal point of view existgapd practices (as laid down in the Code of
Best Practice), aiming at a more systematic apprdacthe dialogue with Member States,
and bringing more transparency and accountabilitytite whole process through the
publication of the data reported by Member Stafes,inventories, and the mission reports.
The measures proposed in the Council Regulatiom allew for methodological visits in
addition to the dialogue visits which are currerdéyried out, and for the mobilisation of all
of the existing expertise in this field in orderassist the Commission in the fulfilment of the
tasks enshrined both in the Treaty and in the Bobton the EDP.



The proposal has already been extensively discussedhe Council Working Group
Statistics. Moreover, it has been the object obpmion of the European Parliament, and it
has incorporated in its latest version the conohsiof the ECOFIN Council in June 2005.
The current UK Presidency has decided to bringpteposal to the ECOFIN Council in
November 2005, as part of the so-called “statispeakage”.

In the conclusions on EU statistical governanceptetbon 7 June 2005, the ECOFIN Council
expressed the view that further precisions forabeduct of possible methodological visits
were expected in an upcoming Commission documernhese visits, and that the practical
modalities would have to be discussed with thevesie fora. Finally, the Council concluded
that these modalities would be made public wherCibkencil regulation is adopted.

This document is the response to the invitationthg Council. These administrative
arrangements describe how Eurostat plans to impier@euncil Regulation 3605/93, as
amended, in particular sections 3 and 4 (qualitgtaih and provision of data). The document
has benefited from comments provided by the memifdiss CMFB.

These arrangements are an administrative docur@erte this document only describes how
a legal act adopted by the Council will be impletedn it is not the subject of any further
approval by the Member States or by the Councdols not constitute a legal act. However,
in case experience shows that this document neetls tevised, Eurostat will discuss any
possible revision with Member States and duly ifake account their comments.

After this introduction, the second section of tdecument covers the rules and coverage of
reporting of data by Member States. The third secis devoted to quality assessment, and
deals with the provision of inventories, dialogussite and the treatment of complex
methodological cases. The fourth section relatethéoprovision of data by Eurostat and
describes those conditions where Eurostat mightesspa reservation on the quality of the
data transmitted by Member States. The fifth sactiescribes the methodological visits in
the framework of a process improvement plan whemesarvation on the quality of the
reported data has been introduced. Sections sisereh deal with the role of Member States
in the process, and on legal acts related to CoRegjulation 3605/93.

2 Rules and coverage of reporting of data by Membebtates

21 Schedule of reporting

Member States shall report to the Commission thieinned and actual government deficits
and levels of government debt twice a year, that fime before 1 April of the current year
(year n) and the second time before 1 October af geThese deadlines have been revised in
the amending Regulation in order to ensure comsigtewith the deadlines for ESA
transmission programme and other government-religidlation. They will imply in the
future some amendments in the ESA95 transmissiogramme.

2.2 Template for data reporting
Member States transmit the data required by Ragul&605/93 according to a pre-defined

set of reporting tables. These tables were eshaaliby the Commission services (DG ECFIN
and Eurostat) after comments by the CMFB. The fategsion dates of June 2003. The



request for the data transmission is made by DG IECRvhich transmits to the
correspondents in Member States a cover note tegeiith the set of reporting tables. These
tables are sent by Member States back to the m#lesexvices in DG ECFIN, which co-
ordinate with Eurostat.

The Commission has the intention to consult the BemStates and duly take into account
their views before any significant change to th@ta of these tables.

2.3 Issues on data reporting

It is essential for the data assessment carriethy&urostat that Member States adhere to the
notification dates, that the tables are filled ctetgdy, and that the data notified are internally
consistent and also consistent with other ESA-edlatata. This assessment should take into
account possible different criteria and sourcesniight be used to provide ESA-related data.

Where the notifications are not reported in timeoading to the Regulation, the tables are not
complete, or the data reported are not internatigsistent or consistent with other ESA
government-related data, Eurostat will inform theo®omic and Financial Committee. If

these problems seriously hinder the assessmefiteofiuality of the data reported Eurostat
might eventually introduce a reservation in itsadg@trovision (see section 4.2 below).

Moreover, the Commission (Eurostat) might takeHertaction in case these problems are
continuously detected over time.

2.4 Revisions

Member States will inform the Commission, as soentley are available, of any major
revision in their actual and planned governmenicieédnd debt figures already reported.
Major revisions in the actual figures already reépdrshall be properly documented. In any
case, revisions which result in the reference whgespecified in the relevant Treaty Protocol
being exceeded, or revisions which mean that a MerState’s data no longer exceeds the
reference values, must be reported and properlyrdented. This is already envisaged in the
Code of Best Practice.

While the initiative of transmitting a revised sdtreporting tables (or of those tables covered
by the ESA transmission programme) belongs to teenber States, the Commission services
may invite Member States to transmit revised taliébe context of the data assessment.

2.5 Publicity

According to Article 8 of the draft Council Regutat amending Regulation 3605/93,
Member States will make public the actual deficitlalebt data and other data for past years
reported to the Commission in accordance with teguRation.

The Commission understands that such a provisigoliesy the publication of data and
information in the reporting tables for past yeansl relevant accompanying materials, and
not only the headline figures, in order to fostemsparency and accountability into the
system. Moreover, this obligation implies that @@mmission services have the possibility of
publishing the data for past years.



3 Quality of data

3.1 Inventories

Detailed inventories on the methods, procedures smuices used for the compilation of
actual deficit and debt data and the underlyingegoment sector accounts have to be
provided to the Commission. They will be prepamadd¢cordance with guidelines adopted by
Eurostat after consultation of the CMFB.

The inventories shall be updated following revisiom the methods, procedures and sources
adopted by Member States to compile their statistiata. Member States will make their
inventories public. The inventories constitute asemtial element in the assessment by
Eurostat of the quality of the data reported by MenfStates (see section 4.2 below).

3.2 Dialogue visits

In order to ensure a permanent dialogue with thenblr States statistical authorities Eurostat
carries out in all Member States regular dialogusits; and envisages to undertake
methodological visits in those cases where the lagguisits and the assessment have
identified substantial risks or potential problemsthe data reported. The methodological
visits are described in section 5.1 below.

Eurostat has been organising meetings in MembdesSta discuss the quality of reported
data and methodological issues for at least temsyddne dialogue visits described in this
section continue the tradition and main featurethefvisits carried out until now.

3.21 Aim

The regular dialogue visits are designed to revieported data, to examine methodological
issues, to discuss statistical sources and praeeEeseribed in the inventories, and to assess
compliance with the accounting rules on areas saghthe delimitation of the general
government sector, the classification of governnterisactions and liabilities, and the time
of recording.

They have proven to be a critical element to as#esgjuality of the reported data and to
identify those issues which may require further odblogical analysis. They also serve to
check the implementation by the Member States @faitcounting provisions defined in the

ESA95 Manual on Government Deficit and Debt. ThianMal is produced by Eurostat and

updated whenever there is a need to complemerntaimeentions of the ESA95 after a well

established consultation process. These dialogssionis are conducted in all Member States,
which are visited at least once every two years.

3.2.2 Participants
The delegation of the Commission is composed df Btan Eurostat; representatives of the

European Central Bank and of other Commission deygets attend as observers. It is
chaired by the most senior member of the Eurostifsgates.



The national delegation is usually composed ofasgmtatives from the statistical authorities
in charge of the EDP data reporting, i.e. the Neti&tatistical Institute, the National Central
Bank, and the Ministry of Finance. It is howevertaghe national statistical authorities to set
up the national delegation in the most appropraig to discuss the object of the visit and to
give assurance to Eurostat that the accountinggoms are being correctly applied.

3.2.3 Preparation of dialogue visits

In order to announce the visit, Eurostat infornmes Mhember State in advance of the object of
the visit, as well as of the identity and capaatyhe officials or other agents appointed to
take part in the visits. The communication is adseel to the President of the National
Statistical Institute of the country concerned. Tdgenda for the meeting is decided by
Eurostat and announced in this communication. Hewekurostat takes into account the
views of the Member State concerned.

As far as possible, written questions or requeastsldécumentation are transmitted by Eurostat
in good time in advance of the visit in order t@kle the Member State to prepare a reply,
and the answers should also be provided by the Me@tate concerned in advance in order
to prepare the mission.

3.2.4 Conduct of dialogue visits

According to the Regulation, the dialogue visit®udd not go beyond the purely statistical
domain, and they will not deal with the choice afyaconomic policy. This means that the
main purposes of the visit are:

» to check the quality of the reported figures thiotige review of reported data,

» to discuss methodological issues and statistiaaices and processes, on matters such
as the delimitation of the government sector, th&ssification of government
transactions and liabilities, and the time of relaug,

* to assess the completeness of the inventories,

» to verify the implementation of recent Eurostatidions, when applicable,

* and more generally to identify risks or potentiabljems about the quality of the
reported data.

In general, the dialogue visits take two workingsjdut may be extended if necessary.
3.2.5 Report on findings

According to Article 14 of the amended Regulati&uyostat will prepare a report on main

findings of the dialogue visits, which will be tamitted to the Member State concerned for
comments. Eurostat will report to the Economic &nthncial Committee on the findings of

the dialogue visits, including possible commentglenay the concerned Member State on
these findings. These reports, after having beanstnitted to the Economic and Financial
Committee, will be made public without prejudice ttte provisions related to statistical

confidentiality of Council Regulation (EC) No 322/9



3.3  Treatment of complex methodological cases

In case of a doubt regarding the correct implentemtaof the ESA95 accounting rules, the
Member State concerned shall request clarificatiom Eurostat, which shall examine the
issue and communicate its clarification to the Menfbtate concerned.

As mentioned in the Code of Best Practice, MemlbateS are strongly advised at the earliest
stage to organise consultations at national leggléen the statistical authorities in charge of
the EDP reporting. All requests for clarificatiohoslld come in written form from the
National Statistical Institute of the Member Statecerned to Eurostat, in order to ensure
national co-ordination, and the clarification wile provided by Eurostat to the National
Statistical Institute as promptly as possible dejpemon the complexity of the case.

The Member State should provide to Eurostat afivaht information for the analysis, which
may include elements such as the accounts of goerarelated units according to
accounting standards other than ESA, contractstr@r documents in case they have direct
link with the issues in question. The clarification the accounting treatment provided by
Eurostat will depend on the information made awdday the Member State concerned and
on the time when this information is provided. Eiab's clarification is no longer valid if
new information comes to light subsequently whichdify substantially the treatment in
national accounts of the operation that is objéthe clarification.

For cases which are either complex or of genetatést in the view of the Commission or of
the Member State concerned, Eurostat takes a deasier consultation of the CMFB. The
practical modalities of these consultations are patvard in the CMFB document
“Procedures for the consultation of the CMFB abthé statistics underlying the EDP”.
Eurostat makes decisions public, together withdpmion of the CMFB. The decisions of
Eurostat are presented in the ESA95 Manual on Gavent Deficit and Debt, which is
regularly updated and which may lead to amendmehtESA95 in case of substantial
clarifications. They represent the common undedstenof the statistical community, and
should be applied by Member States.

4 Provision of data

Given the Protocol provision, the Commission fslfihe role of statistical authority for the

EDP. It provides the statistical data to be usedhim implementation of the EDP, after

assessing the quality of the data reported by Mei8tagesin the internal organisation of the

Commission, these tasks of assessing the qualitiyeofeported data and of interpreting the
accounting rules are carried out by Eurostat. Bgigasng this task to Eurostat, the

Commission ensures that the accounting and stalisissues are treated independently,
according to objective criteria.

4.1 Provision of deficit and debt figures
Eurostat will provide the actual government defanitd debt data for the application of the

Protocol on the excessive deficit procedure withiree weeks after the reporting deadlines.
This data provision shall be effected through pation.



Eurostat will not delay the provision of the actgalernment deficit and debt data where a
Member State has not reported its own data.

4.2 Reservations on the quality of data and amendents

Eurostat may publicly express reservations on #dponted data and introduce changes to
them when publishing the actual deficit and degparfes. This will arise in those cases where
Eurostat cannot give a reasonable assurance omuakty of the data reported when
conducting its assessment. In these cases, the dtefthte concerned and the President of
the Economic and Financial Committee will be infednno later than three working days
before the publication date.

The assessment by Eurostat of the data reportedebilember States consists of checking
compliance with the accounting rules, completenedigbility, timeliness, and consistency of
reported data, as defined in Article 9 of the aneehRegulation. The main elements to base
this assessment are:

» the tables reported by all Member States in theeotinotification,

» the tables reported by all Member States in previmatifications,

* the answers to pre-notification questionnairessimaitied by Eurostat to all Member
States,

» the inventories on sources and methods providdddimber States,

» consistency of the reported data with related ttarssmitted by Member States in the
framework of the ESA95 transmission programme beptelated legislation,

* questions and answers derived from the analysteeotables reported in the current
and previous notifications, the pre-notificationegtionnaires, the inventories, and
other related data,

» information obtained in the context of visits to ileer States.

The format of the pre-notification questionnairedl ine consulted with the CMFB. Eurostat
will report to the Economic and Financial Committeel to the European Parliament on the
assessment of the quality of the reported dataodtair may publicly express a reservation on
the reported data when there are reasoned andusedmubts on the compliance with the
accounting rules, completeness, reliability, timetis and consistency of reported data.
Moreover, the Commission (Eurostat) might take Hertaction where the problems recur
over time.

5 Process improvement plan

In case Eurostat publicly expresses a reservatiothe quality of the reported data, it will
launch a process improvement plan. An assessmauiting in a reservation entailing serious
problems or substantial risks will give rise to timemediate establishment of a working
programme for the removal of the reservation amddiganisation of a methodological visit
to the Member State concerned for this purpose.

5.1 Methodological visits

The methodological visits are foreseen in the dRafgjulation amending Regulation 3605/93,
and some elements are already envisaged in the Gb@®st Practice. In a number of



countries, Eurostat has already undertaken duhiedgist years, in co-operation with Member
States, more detailed and specific meetings thanishal dialogue visits.

511 Aim

The main objective of the methodological visitstds prepare and follow-up a working
programme, together with the Member State concemild the objective to lift as promptly
as possible the reservation identified in the detsessment carried out by Eurostat. This
working programme will be agreed between Eurostak the national statistical authorities
during the first methodological visit.

According to Article 12 of the draft Regulation améng Reg. 3605/93, the methodological
visits are designed to monitor the processes amdytivernment accounts which justify the
reported actual data and to draw detailed conatssas to the quality of reported data. Given
that these methodological visits will take placéyahsubstantial risks or potential problems
about the reported data have been identified inddta assessment process, methodological
visits will generally concentrate on a limited nuenlof topics, which will be considered in
depth.

5.1.2 Participants

Article 13 of the abovementioned draft Regulatipedfies the participants in the Eurostat
delegation. Besides Eurostat officials, nationaloamts experts from other Member States
and officials from other Commission departments raéso participate to assist Eurostat,
under the responsibility of Eurostat.

As for the dialogue visits, it is the responsipilif the national statistical authorities in charge
of the EDP data reporting to set up the nation&gigion in such a way that it can provide
assurance on the correct application of the acauymtiles on the matters relevant to the
methodological visit. Member States should take radlasures required to facilitate the
methodological visits. This implies that all na@brstatistical authorities in charge of the
EDP reporting in those areas object of the visitusth be represented, and that their services
directly or indirectly involved in the productiorf government accounts and debt, and when
necessary their national authorities who have ational responsibility for the control of the
public accounts, provide the officials of the Cormsmn or national experts with the
assistance necessary to carry out their duties.

5.1.3 Preparation of the methodological visits

Eurostat will launch a methodological visit in thentext of the process improvement plan
when serious problems or risks have been detegtdebidata assessment, and will inform the
concerned Member State, the CMFB and the EFC efuisit. The communication will be
addressed to the President of the National Stldtistitute of the country concerned.

As far as possible, written questions or requestslbcumentation will be sent in good time
in advance of the meeting, and the answers shdstu lze provided in advance. These
requests would relate to the relevant informatioacessary to assess the correct
implementation of the ESA accounting rules.



5.1.4 Conduct of methodological visits

As in the case of dialogue visits, the methodolalguisits will be chaired by the most senior
member of the Eurostat delegation. They shouldgeobeyond the purely statistical domain
and will concentrate on the issues previously ifiedtas problematic in the data assessment..

The length of the visits would depend on the imgnace and complexity of the risk or the
potential problem identified, and Eurostat will eres that the proportionality principle is
respected. They will not deal with any economidgyothoice.

5.1.5 Issues related to national experts

The experts from other Member States mentionecatian 5.1.2 above may participate as
advisers to the Commission and would not reprethait national institutions: their role is to
assist the Commission on the assessment of thect@pplication of the accounting rules.
This assistance is already foreseen in the CodResff Practice as it states that Eurostat may
request the assistance of other parties when mongtdhe quality of the reported data.
Eurostat plans to contact in each Member Statstttestical authorities in charge of the EDP
reporting in order to nominate experts who would dsilable to take part in these
methodological visits. The list would be updatedeoregular basis. Eurostat would finance
the participation of these national experts in ¢hewsits, as well as the preparatory work
involved.

Regarding the protection of confidential informatiat has to be recalled that, according to
Council Regulation (EEC, Euratom) No 1588/90 ofJuhe 1990 on the transmission of data
subject to statistical confidentiality to the Sgtitial Office of the European Communities,
confidential statistical data transmitted to Euabsthall be accessible only to officials of
Eurostat and may be used by them exclusively fatissical purposes (Article 5(2)).
Accordingly, national accounts experts and offeifbm other Commission departments will
not participate when the discussion concerns dat@red by statistical confidentiality as
mentioned above.

5.1.6 Reporting of findings

Eurostat will prepare a report on main findingstled methodological visits, which will be

transmitted to the Member State concerned for comsneEurostat will report to the

Economic and Financial Committee on the findinggh&f methodological visits, including

possible comments made by the concerned Membez Stathese findings. These reports,
after having been transmitted to the Economic andrfeial Committee, will be made public

without prejudice to the provisions related toistatal confidentiality of Council Regulation

(EC) No 322/97.

5.2 Lifting the reservation
Where the outstanding issues identified in the das®ssment and leading to a reservation on

the quality of the reported data have been solzedpstat will publicly announce the lifting
of the reservation.



6 Role of the Member States

Overall, the Member States have the obligatioratilifate the achievement of the mission of
the Community, as laid down in Article 10 of thee@ty. They have to take all general or
individual measures designed to ensure the impl&atien of the obligations arising from the
Treaty. They will ensure that the services involiethe production of the data related to the
EDP provide the officials of the Commission or athgents with the assistance necessary to
carry out their duties. They shall take all appiajgr measures required to provide the
information requested by Eurostat for the dataiguaksessment, and they will facilitate the
visits. The interlocutors of Eurostat for the metblmgical visits are the services responsible
for the EDP reporting.

As mentioned above, the quality of the reportec datolves, initially, each Member State.
The assessment of the reported data by Eurostabta&mxonerate the countries from their
own responsibility. In particular, the responstilyiliof National Statistical Institutes is to
ensure compliance of reported data with the ESA&®unting rules. The Code of Best
Practice specifies that the National Statisticastitntes have to act in full scientific
independence, with a strict respect of the accognstandards defined in Regulations
3605/93 and ESA95. Similar provisions have beerodhiced in the proposal for a Council
Regulation amending Regulation 3605/93.

7 Leqgal acts in relation to Council Requlation (ECN° 3605/93

7.1 Legal acts in relation to the excessive detigorocedure and the Stability and
Growth Pact

» Protocol on the excessive deficit procedure, anthd@rethe Treaty establishing the
European Community

* Resolution of the European Council of 17 June 1®9the Stability and Growth Pact
(OJ C 236, 2.8.1997, p.1)

* Council Regulation (EC) N° 1466/97 on the strengihg of the surveillance of
budgetary positions and the surveillance and coatitin of economic policies (OJ L
209, 2.8.1997, p.1), amended by Council Regulafie@) N° 1055/2005 (OJ L 174,
7.7.2005, p.1)

 Council Regulation (EC) N° 1467/97 on speeding upd aclarifying the
implementation of the excessive deficit proced@é [ 209, 2.8.1997, p.6), amended
by Council Regulation (EC) N° 1055/2005 (OJ L 174,.2005, p.5)

7.2 Legal acts in relation to the compilation andtransmission of government
accounts

* Council Regulation (EC) N° 2223/96 of 25 June 1@®6the European system of
national and regional accounts in the Community (G310, 30.11.1996, p.1)

* Commission Regulation (EC) N° 264/2000 of 3 Feby2000 on the implementation
of Council Regulation (EC) N° 2223/96 with respéatshort term public finance
statistics (OJ L 29, 4.2.2000, p.4)

* Commission Regulation (EC) N° 1500/2000 of 10 2OY0 implementing Council
Regulation (EC) N° 2223/96 with respect to gengavernment expenditure and
revenue (OJ L 172, 12.7.2000, p.3)
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Regulation (EC) N° 1221/2002 of the European Pawiat and the Council of 10 June
2002 on quarterly non-financial accounts for gehgoernment (OJ L 179, 9.7.2002,
p.1)

Regulation (EC) N° 501/2004 of the European Pasiaimand the Council of 10

March 2004 on quarterly financial accounts for gaehegovernment (OJ L 81,

19.3.2004, p.1)

Council Regulation (EC) N° 1222/2004 of 28 June£2@0ncerning the compilation
and transmission of data on the quarterly governmelt (OJ L 233, 2.7.2004, p.1).
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