Eurostat Guidance Note

The statistical recording of public interventionsto support
financial institutions and financial markets during the financial
crisis
1. Context

The ongoing financial crisis, which first affectéd) countries in the summer of 2007, has
been addressed by EU governments in interventidngnprecedented magnitude. These
interventions have evolved in their nature overetimnd have comprised both individual

rescue operations for failing financial institutsoand systematic programmes of support for
financial institutions and markets more widely.

Eurostat has therefore taken a Decision on thesstal recording of public interventions to

support financial institutions and financial maskeluring the financial crisis. In taking this

decision it has analysed the particular circumsgarat the financial turmoil, notably the high

level of uncertainty over asset values and the antifiable nature of risks that government is
taking on.

The Eurostat Decision is intended to provide a ganieamework of statistical rules, fully
consistent with the European System of Accounts51@9SA 95). Individual national
interventions often have specific characteristidsicw must be carefully analysed in the
context of this general framework. The Decisionezg\the main forms of public intervention
observed to date, however it is possible that teeigdon will have to be supplemented if new
forms of public intervention emerge in the comingnths.

This technical note is intended to elaborate on Eugostat Decision, and to provide
statisticians with further guidance on the pradtieaording of public interventions.

It is important to underline that the Eurostat Bem applies exclusively to activities
undertaken within the context of the financial isishat is from the summer of 2007 until the
point where Eurostat informs Member State authewitihat (for statistical purposes) the
financial crisis can be assumed to have ended.

2. Applicable ESA 95 rules

It is helpful to recall again the key rules whiale ¢ be applied from ESA95 in the context of
the Decision:

Substance over form: National Accounts principles imply that the accongttreatment of
operations should reflect economic reality and thetlegal or administrative framework in
which those operations are carried out. This may ke the need to record operations in the
national accounts in a different way from the waywhich they are recorded in other
accounting frameworks, for example as set out iA BS paragraphs 1.38 to 1.41 which refer
to the re-routing, partitioning and recognising phimcipal party to transactions.

The valuation of financial transactions: In principle the ESA 95 provides for financial
transactions (which do not impact on the governmeeficit) to be recordedat the



transaction values, that is, the values in national currency at which the financial assets and/or
liabilities involved are created, liquidated, exchanged or assumed éetimstitutional units,
or between them and the rest of the world, on #m@sbof commercial considerations only"
(paragraph 5.134). However it is acknowledged irageaph 5.136 thatirf cases where the
counterpart transaction of a financial transaction is, for example, a transfer and therefore the
financial transaction is undertaken other than for purely commercial considerations, the
transaction value is identified with the current market value of the financial assets and/or
liabilities involved".

Contingent liabilities: ESA 95 paragraph 5.05 explains tha€ofitingent assets are
contractual arrangements between institutional units, and between them and the rest of the
world, which specify one or more conditions which must be fulfilled before a financial
transaction takes place. Examples are guarantees of payment by third parties, letters of
credit, lines of credit, underwritten note issuance facilities (NIFs) and many of the derivative
instruments. In the system, a contingent asset is a financial asset in cases where the
contractual arrangement itself has a market value because it is tradable or can be offset on
the market. Otherwise, a contingent asset is not recorded in the system.” Usually, guarantees
granted by government are not tradable.

Classification of bodies: ESA 95 chapter 2 explains the national accountirgsrfor the
classification of bodies. In particular it defingen an institutional unit should be recognised
(paragraphs 2.12 to 2.16) and the characteristigereral government units (paragraphs 2.68
to 2.70). ESA 95 chapter 3 (paragraphs 3.27 t0)38%% out the rules for determining if a
unit is undertaking predominantly market or non‘keamactivities. It is also important to note
that national central banks are not classifiedhe general government sector, but with
financial corporations (paragraphs 2.45 to 2.47).

The analysis also draws upon the existing guidasete out in the ESA95 Manual on
Government Deficit and Debt (MGDD), notably withgeed to classification of units,
financial defeasance and the recording of guarantee

3. Recapitalisation operations
Theissue

Recapitalisation occurs when an equity instrumssued by a financial institution is acquired.
This may involve a range of instruments, includorginary shares, preference shares and
hybrid debt-equity instruments.

Decision

Recapitalisations in the form of ordinary sharesl(eonversions of preference shares) will be
examined to determine if they are made in line whit prevailing market price, in line with
ESA95 paragraph 5.136. Any government payment abwy@revailing market price of the
equity, or an equivalent valuation (see sectionetow), would require the recording of
government expenditure (capital transfer) - fordifeerence - to the unit selling the equity.

Recapitalisations in the form of preference sharéise recorded as financial transactions if
EU State Aid rules on rates of return are complhith. Where EU State Aid rules are not
complied with, the injections should be partitiongdo a financial and a government



expenditure component, the latter representinglitierence between the actual rate of return
and the appropriate EU State Aid rate of returerakie expected life of the instrument.

Analysis

Governments may purchase newly-issued equity ofigob private banks, in order to boost
the banks' capitalisation ratios. Governments mabd purchase other forms of assets, such
as subordinated debt or hybrid debt/equity instmisiavhich can be assimilated to equity.

It is important to determine unambiguously theistiaal nature of the tier 1 and tier 2 capital
instrumentS that are often acquired by government, sometiraesdd 'preference shares' or
'non-voting shares' or 'preferred shares'. Treatrnmemational accounts as securities other
than shares or loans might be considered in somensstances, where the definitions of
these financial instruments apply (see chaptersd%aof ESA95).

With regard to injections in the form of new quotguity (usually in the form of ordinary
shares), ESA95 rules lead to the conclusion trgav@rnment payment above the prevailing
market price of the equity, or an equivalent vatrgtwould require the recording of a capital
transfer from government to the units selling tqaity. It would be expected that the market
price, or equivalent valuation, would take into @aat past losses, whether accumulated or
exceptional. This guidance also applies to theasin where existing unquoted instruments
(commonly preference shares) are converted intotequordinary shares, or when the
government acquires quoted equity as the underwdfea share issue by a financial
institution.

With regard to injections in the form of new ungeobtequity(which might also include the
case where the equity will be quoted but has nobbgen valued), many of the injections have
taken place in the form of preference shares thgtgpfixed income and may (or may not)
provide for a participation in the distribution tie residual value on dissolution of the
corporation.

The MGDD rules on capital injections into public rgorations point to the role of
accumulated losses, and the prospects for futtuense in their statistical classification.

Where a government makes an injection into a firnestitution which has shown losses
over more than one accounting period, the injecsioould be considered as a capital transfer
(expenditure of government). However a one-off gkomalloss should not be considered, in
the context of the financial turmoil, as being istatally relevant for the classification of a
capital injection.

The expected return on an investment is a crunditator to test whether the government
acts similarly to a private investor, so that tapital injection can be treated as an increase in
equity. With respect to a "forward-looking approadexpectation of a return) to the
statistical classification of capital injectionegtEuropean Commission’s State Aid authorities
have established some thresholds for the ratetafir@t which government is considered not
to be providing state aid, based on recommendatdrexperts in the field. The State Aid
rules, defined with the aim to prevent distortimiscompetition within the EU, represent a
reasonable level of return for a conventional applhoin statistics — government injections at

! The precise definitions of these terms are expthiin Basel II: International Convergence of Cdpita
measurement and capital standards.



or above the prevailing levels for State Aid cothérefore be considered as satisfying the
requirement of a sufficient rate of return.

In the event that the rate of return falls belowt&tAid levels, a partitioning of the injection
will be needed into a non-financial and financiddneent, based on the difference of the
required rate of return and the relevant Stateléwvel.

4. Lending

Theissue

Lending occurs when a loan is granted to a findmasitution.
Decision

Lending is to be recorded as a financial transactwen granted, if there is no written or

other irrefutable evidence that the loan will net tepaid. Any subsequent cancellations or
forgiveness of loans will lead to the recordinggofzfernment expenditure (capital transfer) for
the full amount of the loans involved.

Analysis

The MGDD (part Il, chapter 3) specifies that a goweent loan to a public corporation would
usually be recorded as a financial transaction. él@w it specifies that if the government
grants a loan to a loss-making puldmrporation, in a context where it is very likehat the
corporation would not be in a position to repay liben, the transferred funds are viewed as
capital transfers (with an impact on the governnagiicit). The conditions under which this
applies are that the corporation has made recutosses and there is no expectation of
restoring profitability before the maturity datetbé loan.

However, caution is needed when recording any abjpansfer at the time of granting of loan
during the period of financial turmoil - such a oeting should only be made where the
evidence is irrefutable or documented.

The same statistical rules should apply to recgrdingovernment loans to public and private
financial corporations.

5. Guarantees

Theissue

Guarantees provide an assurance that should ardebtanable to meet its liability, the

guarantor will meet the liability. In the contexf éinancial institutions this includes

guarantees on deposits and on borrowing. Guaraniggg also be extended to the value of
assets in some circumstances.

Decision

Guarantees are contingent instruments with no tdimggact on government accounts when
they are granted, unless there is written or atiefutable evidence that they will be called.



In all cases, calls on government guarantees mgladi the financial turmoil, whether met by
cash payment or assumption of debt, are to bededas expenditure of government (capital
transfers).

Any guarantee fees collected are to be recordeevamue of government, accrued across the
period to which they relate. Where guarantee fees maid by financial institutions
voluntarily, they are to be recorded as a salenfises by government. Where guarantee fees
are to be paid on a compulsory basis, they are tetorded as other taxes on production.

Analysis

In principle the treatment of a guarantee in natiasmccounts is the same, irrespective of
whether it is a guarantee on bank deposits, orisasseinter-bank lending, or a guarantee on
general bank debts.

ESA95 (paragraphs 5.05 and 7.22) specifies thauaragtee is a contingent financial
instrument that is not recorded in the nationabaots system. Provisions established to meet
future guarantee calls are not recorded in natianabunts according to ESA95 4.165f. The
recording of a call on a guarantee will usuallyuies1 the government making a payment to
the original creditors or assuming a debt. In becdkes, a capital transfer will be recorded
from government for the amount called. These raes not called into question by the
situation of financial turmoil.

The MGDD (part Il, chapter 11.4.3) describes spkeci@ses when a guarantee is considered
"systematically exercised" at issuance throughciréainty that government is committed to
meeting future payments of interest and principaltiee debt. Three specific conditions are
mentioned there: (a) the law authorising issuaridbe debt by the corporation specifies the
government’s obligation of repayment; (b) the budgkethe State specifies each year the
amount of repayment; (c) the debt, issued by thiparation, is systematically repaid by the
State (interest and principal). The liability, wiglm accompanying capital transfer, must then
be recorded directly — as soon as at issuanceeigdliernment financial account and balance
sheet. This guidance should also be applied inscafsinancial turmoil.

As for loans, there should be a caution in recgdiny imputed call on a guarantee during
the period of financial turmoil — such a recordstguld only be made where the evidence is
irrefutable or documented.

Fees paid to government for the guarantee schelmsesved during the financial turmoil
should be recorded as payments for a service, suthesfees are compulsory (in which case
they should be recorded as other taxes on prodyctithe fees should be recorded on an
accrual basis across the period for which the guees are in operation.

6. Purchase of assets and defeasance

Theissue

Purchases of existing financial assets commonlylugs equity and securities other than
shares with the acquisition of loans taking placeame cases. The term "defeasance" is used



to describe a situation where government buys tyrempaired assets from financial
institutions, or creates a public body to undertiie task.

Decision

The purchase by government of financial assetsalmpisecurities other than shares) will be
recorded as financial transactions if they take@lat or very close to a market price, which
may be determined (directly or by proxy) by refeito the following steps:

Step 1. Is the market adequately operatingxamples of features which would
indicate this are a balance of buyers and selteesket clearance, sufficient market
volumes to establish a market price, smoothly eughprices and/or an absence of
large bid/offer spreads.

If yes, the appropriate valuation is the marketgalf no, continue to step 2.

Step 2. Is the conduct of the transaction undentakesuch a way as to determine a
market value’An example of this would be a conventional auctitih many bidders.

If yes, the amount paid is considered to be a ntarkkeie. If no, continue to
step 3.

Step 3. Is the price paid greater than the carrymige of the asset in the business
accounts of the sellerPhe conditions for this step are that the carrywafyie should
be based on suitable business accounting princgridsshould correspond to a point
in time reasonably close to the time of the tratisac

If yes, impute a capital transfer for the differerfwetween the price paid and
the book value.

If no, but the conditions set out above for stepr@ met, the amount paid is
considered a market price. If these conditionsatemet, continue to step 4.

Step 4. Is the price paid based on a demonstrabdBpiendent valuation founded on a
market-based technique, or is at or close to antdp®ssibly average) price observed
in an adequately operating market for the same=pr similar securities?

If yes, the price paid is considered to be a markkie.

If no, provisionally record the price paid as e@lént to the market value,
then continue to step 5.

Step 5.Has the asset been sold or re-valued in the pdaning the transaction?

If yes, analyse to see if the sale value can beidered as arising from a
market under similar conditions as the originalghase, or if the accounting
revaluation makes an assumption of markets unaeitasi conditions as the
original purchase. If this is the case, impute @tehtransfer (at the moment of
sale or revaluation) where the sale or new carryialge is lower than the
original payment to purchase the asset.



If no, keep the existing recording from step 4 abov

Step 6. Has the asset been sold at a later sthowifay the transaction?

If yes, and if steps 3-4 above were used to deterithie initial value at time of
purchase, compare the sale value with the originethase price of the assets.
Where the original price paid was higher, imputeapital transfer for the
difference at the time of sale.

If no, keep the existing recording from steps 1bd\ee.
Analysis

Commonly, financial institutions in difficulties kb a portfolio of impaired assets whose
market value may or may not be determinable. Anaipa may be conducted to move these
assets into a separate body in exchange for a pday(perhaps in the form of a swap
arrangement), thereby "cleaning” the bank's balahe=t. This is termed in the MGDD as
"financial defeasance" (see part Il chapter Il.svBjch is in the process of update by the
MGDD Editorial Committee). The statistical classé#iion of the defeasance body, if one is
created, is an important factor in determininggbeential impact on the government account.

With regard to the purchase of loaBSA95 specifies that loans are to be recordedminal
value in national accounts balance sheets. The M@@ption 11.5.2) makes the assumption
that loans are sold by financial institutions aitlredemption value, however it specifies that
"if there is reliable information that these loame irrecoverable (fully or for nearly their total
amount)" then they should be written off by theafigial institution before they are sold to the
defeasance body, and therefore the operation shmilpartitioned into financial and non-
financial transactions (the latter reflecting thi#etlence between the price paid and the value
of the loans after write-off) when they are purathby the defeasance body.

Valuation is a key factor in the recording of puasks of assets. ESA95 (para 5.134) says that
"financial transactions are to be recorded at @retisn values" and (in para 5.136) that where
the "financial transaction is undertaken other tf@anpurely commercial considerations, the
transaction value is identified with the currentrked value of the financial assets and/or
liabilities involved”. This means that if governmiéhas paid more than the market price for
the assets, by a non-negligible amount, then argowent expenditure (capital transfer) is to
be recorded for the difference between the twoesht the time of purchase. Nevertheless,
this might be difficult or impossible to determiméere no reliable market price exists due to
financial turmoil, and therefore statisticians wibuked to exercise caution in the recording of
operations in these conditions.

The Eurostat Decision sets out a series of stefltav, in the case of purchase of securities
other than shares, and it is important that theecbiorder of steps is followed.

With regard to Step 3, it is important to underlitfeat "suitable business accounting
principles" refer to a "fair valuation" which hagdn undertaken in line with international
financial reporting standards, or equivalent nalastandards; it would not be appropriate to
take an accounting valuation based on a historst lsasis, where no account has been taken
of market movements.



The purpose of Step 6, which is to be activatetieps 3 or 4 have been applied and the assets
are sold more than one year after their initialchase, is to provide the statistician with
further evidence of the soundness of the valuapimotess in steps 3 and 4. Where the
statistician concludes that the original valuatiwas unsoundly based and was too high, a
capital transfer, equivalent to the sale value mitne original purchase price, is recorded at
the time of sale from government to the unit whscid the assets to government. A capital
transfer to government should not be recorded ef thlue at which the asset is sold by
government is higher than the value at which it maghased by government.

7. Exchange of assets
Theissue

Exchange of assets occurs when an asset is exchtorgenother (different) asset, commonly
over a fixed period of time. Examples include rghase agreements and securities lending,
but may also encompass other types of arrangeri@id.type of operation is commonly
made to improve the liquidity situation of one paud the exchange.

Decision

The government securities exchanged in temporguidity schemes, where the securities
will return to government at a pre-determined fatdate in a short period of time (and the
risk of loss is expected to be small), are recoraed securities lending transaction (i.e. they
remain under the economic ownership of governmadtdo not form part of government
consolidated gross debt). This holds for both s@sedirectly between the government and
financial institutions, and for schemes conductiective National Central Banks.

Where the liquidity scheme is of indeterminate ot short duration and/or where the risk of
loss is not expected to be small, the governmenirgees concerned will either be considered
as not remaining under the economic ownership wégonent (schemes operated via central
banks) or recorded as back-to-back repurchase ragrés (schemes operated directly by
government). In both cases, government consolidgiess debt would be higher by the value
of the securities concerned.

General liquidity operations carried out by natiocentral banks are to be recorded in the
accounts of the central banks, which are classifighin the financial corporations sector in
national accounts.

Analysis

A conventional issue of government securities wdaddrecorded in the financial account in
the F.33 transaction category; as a governmentlitialand an asset of the holder. The
accounts would be balanced by a transaction in ¢(&st). However, when the securities
issued are to be used in exchange of assets apesatind therefore legally pass out of the
ownership of government, the key question herehsther the transactions should have any
implications for gross government debt.

ESA95 paragraph 5.64a states that AF.332 long-secarities “lent or subject to repurchase
does not change balance sheet and remains cldssifiaF.332.” This is included in the
description of the AF.332 category because theséhartypes of securities usually associated



with such an exchange but as other types of asaatbe used the guidance can be extended
to also cover AF.331 short-term securities. Thue #tatistical recording of standard
repurchase agreements is clear.

While the classification category of the governmsaturities will indisputably remain as
AF.331 if recognised, the guidance suggests thateumormal circumstances the asset
holding of the securities does not change to tikraebank or other counterparty sub-sector’s
balance sheet. There are however arguments, exiplater, that consider the situation to be
different from a conventional stock-lending or reémmsaction.

Eurostat'dManual on Government Deficit and Debt (MGDD), Part V Section 3 states:

Securities lending without a flow in cash (gengralithout collateral and for
very short maturity) should not be treated as andpase agreement. This case
is not specified in ESA95 (or SNA). It is in fackand of “loan in materials”
that is not recognised as a financial instrume8tAB.69 specifies that there is
a loan “...when creditors lend funds to debtors".

Nevertheless, operations in the period of finantiamoil involving government securities
have certain characteristics which are not obseméadkgular' securities lending operations,
most notably the long periods over which assetsaohanged, the fact that such securities
lending involves securities issued by the lendath@r than securities issued by third parties),
and that the transaction is often subject to aguwent guarantee (if carried out through an
intermediary institution).

Therefore the recording of securities issued irs¢hg/pes of securities can be seen in two
different lights and, for the sake of consistenéyrexording, it is necessary to develop a
general recording convention. Since the issuesmdth of the operation and allocation of

risks, the convention adopted is that exchange aveigment securities is recorded as a
securities lending transaction (i.e. they remaideurthe economic ownership of government
and do not form part of government consolidatecsgrdebt) when the liquidity scheme is

temporary and when the risk for government thatstheurities will not be returned is small

(usually due to arrangements in place for the walnand substitution of the assets provided
in exchange for the government securities).

Where the liquidity scheme is not temporary or tiils& for government is not considered to
be very small, the treatment of the government réiesliissued varies depending on the type
of operation involved:

a) When the operation is conducted via an interaxgdifor example, the central bank), so

that government securities are provided to thernmegiary, the government securities

concerned should be considered as having changedm®ic ownership from the government

to the intermediary. This means that they are clamned as assets of the intermediary, and
therefore should no longer be consolidated witheémegal government consolidated gross
debt.

b) When the operation is directly between goverrtnaga the financial institutions covered

by the scheme, the government securities remaitheasissets of government, however the
operation is considered as to be recorded as loabkdak repurchase operations (ie. a
repurchase agreement for the government secuatiés matching repurchase agreement for



the financial institution's assets which are besghanged). In National Accounts the
underlying asset in a repurchase agreement is dkaoteo have been sold, and a loan or a
deposit is to be reported (the latter in the cdsse short-term repurchase agreement where an
MFI is the seller). This has the impact in the ggovnent accounts of recording a financial
liability (part of government consolidated grosbtlend a financial asset.

The term "short duration” is used in the EurostatiBion for schemes in a different sense
from its existing use in financial accounts stats{where the borderline between short and
long term financial instruments, for example theumgy of securities, is one year). It is used
in the Eurostat Decision to reinforce the idea ofemporary scheme, where the initial
issuance of the stock of government securitieslueebtakes place only during the period of
the financial crisis, rather than to denote a paldr length of time. That the stock of
government securities may later be effectivelyemlbver (either directly or through the use
of replacement securities) and this rollover maguooutside the period of the financial crisis
is not important. However, if the scheme allowssmexchanges to occur, or increases to the
level of assets exchanged, outside the period @ffittancial crisis then the government
securities used are included in government debt.

8. Classification of certain new bodies
Theissue

New bodies may be created by government, by pabliporations or by private corporations,
to address specific aspects of the financial tukmoi

Decision

Government-owned special purpose entities, whicke lz& their purpose to conduct specific
government policies (for example with regard toedstnce or recapitalisation) with no
autonomy of decision, are to be classified in teeegal government sector.

Majority privately-owned special purpose entitieiehh are established with a short
temporary duration (their existence would be fahart period of time strictly linked to the
actual duration of the financial crisis) and haveo&e purpose to address the financial crisis,
even if they receive a government guarantee, ardetorecorded outside the general
government sector if the expected losses that whikypear are small in comparison with the
total size of their liabilities. This latter conidih may be determined, for example, by the
extent and form of collateral arrangements whichiamplace.

Analysis

It is important to recall the definition of the g&al government sector in national accounts
(see ESA95 paragraphs 2.68-2.74). The Central Bankot classified to the general
government sector (but rather as a financial cafpmm in sub-sector S.121). If a financial
institution is nationalised, it may still need te blassified within the financial corporations
sector according to ESA95 rules.

Where anexisting public body, classified outside the general government sectwlertakes
an operation relating to exceptional situationg l&kfinancial turmoil, it is unlikely that this
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would call into question its sector classificatiom]ess the operation is large and completely
different from the body’s existing remit.

Where anew body is created(which is the case in many EU countries), the secto
classification of the body must be determined.drtipular it must be assessed whether or not
this body is a separate institutional unit andsaf whether its activities are of a market or
non-market nature. These aspects are treated iDESAapters 2 and 3, and also in the first
part of the MGDD.

The identification of an institutional unit in thational accounts requires that the body has
"autonomy of decision” in respect of its princifiaction and either keeps a complete set of
accounts or it would be possible and meaningfoinfboth an economic and legal viewpoint,
to compile a complete set of accounts if they werplired, as described in ESA95 paras 2.12
and 2.13. Autonomy of decision in respect of itmgpal function is defined in ESA95 para
2.12 and applies if the unit is:

a) entitled to own goods or assets in its own rightl

b) able to take economic decisions and engageoinogaic activities for which it is itself held
to be directly responsible and accountable at &awi;

c) able to incur liabilities on its own behalf, take on other obligations or further
commitments and to enter into contracts.

Where a financial body has no autonomy of decisieer its principal function, it would be
classified with the unit that controls it.

A particular case to be analysed is where goverhrhaa a role in establishing a special
purpose entity which is majority-owned by the ptévaector, and may also provide it with a
guarantee on its debt.

It should be acknowledged that, during the peribfimancial turmoil, there is a substantial
uncertainty over the actions and operations of ssm#cial purpose entities, notably with
regard to the risks that they face and the actibasgovernment may take. This leads to the
application of the following statistical recording:

* Majority privately-owned special purpose entitieBieh are established with a short
temporary duration (their existence would be atsperiod of time strictly linked to
the actual duration of the financial crisis) andiédha sole purpose to address the
financial crisis, even if they receive a governmeguoarantee, are to be recorded
outside the general government sector only if tkigeeted losses that they will bear
are small in comparison with the total size of tthiabilities.

* However, should the government or the owners ofstfexial purpose entities above,
in the future, take any action which would resnliai change of any of the conditions
set above, the entity could be re-classified éogéneral government sector.

» All special purpose entities which are not estlglts with a temporary duration, or
where the expected losses government may beaoaexpected to be small, or which
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are not created in the context of the financiaisrishould be classified to the general
government sector at the time of their creation.

In some cases a majority privately-owned speciap@se entity may be created during the
financial crisis with a finite life which may be peacted to extend beyond the period of the
financial crisis, but where the entity is only aetiin acquiring assets (including granting
loans) during the period of the financial crisisdahe entity simply disposes of assets or
retains them until maturity in the subsequent krio this case, the entity will be considered
as satisfying the criterion of "short temporary ation" set out in the Eurostat Decision.

Should the entity continue to acquire assets (dioy granting loans) with the guarantee of
government outside the period of financial crisisjf it starts to carry out new activities, its

statistical sector classification, and the recagdhits transactions, should be re-examined.

The expected losses to be taken into account asetbf government. It should also be
underlined that the expected losses should be smadlation to the liabilities relating to the
activities which could lead to such losses (sincepacial purpose entity may take on
liabilities for other types of activities).

It may be difficult to assess the potential sizeegpected losses for government, given the
major uncertainties during the period of financiatmoil. The Decision does not set a
guantitative threshold. However an analysis shob&l carried out of the guarantee
arrangements and of the design of the scheme Xtomple the quality of the collateral, over-
collateralisation, a daily marking-to-market of latéral, a haircut applied to an independent
valuation when assets are purchased, a clausesidtia¢ loss sharing, or other arrangements)
which may be in place to reduce the risks of thityerto determine the likelihood of a loss
for government.

9. Recording of certain transactions carried out by public corporations
Theissue

Certain public corporations, classified to the cogbions sectors in national accounts, may
undertake transactions to support financial mar&etadividual financial institutions.

Decision

Transactions conducted by public corporations anget considered as undertaken by general
government as a principal party if there is written other irrefutable evidence that
government has issued an instruction to the pwabliporation to carry out the transactions for
public policy purposes. In all other cases thedaations are recorded as undertaken by the
public corporations concerned.

Analysis

ESA95 includes the concept of "re-arranged trammagtsuch as rerouting, partitioning and
recognising the principal party to a transactioBABS paragraphs 1.38-1.41).

In the specific case of Central Bank liquidity opt#ons, these operations would generally fall
within the Central Bank’s existing remit to preseffinancial stability, and should therefore
not be re-routed through government.
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The scope of re-arrangement in the ESA95 and MGDIbnited (see ESA95 paragraphs 1.38
and 1.41), with social security contributions, dsafor interest relief (ESA95 paragraph 4.51)
and indirect privatisation receipts being the ared®re it is mentioned. Yet in practice
Eurostat has drawn upon the concept in severakgéagbe past, when it has been clear that a
public body has been undertaking transactions tialbef government, for example through
written instructions or another form of irrefutabévidence (for example, a ministerial
announcement or Parliamentary proceedings). Thettharefore a need for caution when
deciding if a re-arrangement should be shown ifonat accounts, with a need for evidence
in such a case.
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