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Foreword

To achieve the objectives set by the Treaty on the
Functioning of the European Union, and more specifically
on economic and monetary union, we need high-quality
statistical instruments which provide the Union institu-
tions, governments, economic and social operators, and
analysts with a set of harmonised and reliable statistics on
which to base their decisions and policy advice.

The new European System of National and Regional
Accounts (ESA 2010) is a major development of the pre-
vious version of 1995. Progress has been achieved in the
harmonisation of methodology and in the precision and
accuracy of the concepts, definitions, classifications and
accounting rules which are needed to enable a consist-
ent, reliable and comparable statistical description of the
economies of the Member States and the Union itself. ESA
2010 contains new chapters on important subjects such as
financial services measurement, pensions and insurance,
European accounts and government accounts. There are
also new chapters on generic issues such as the rest of the
world account, links with business accounts, and satellite
accounts, with illustrative examples.

ESA 2010 is the fruit of several years’ work. It draws
on the experience acquired by the European Statistical
System during its work on harmonising gross national
income (GNI) and on monitoring the excessive deficit
procedure (EDP) statistics. The European Commission is
deeply grateful to all those who contributed to the discus-
sions, and in particular to the specialists from the national
statistical institutes, the national central banks and the
European Central Bank, for the perseverance and exper-
tise with which they helped Eurostat to accomplish this
task.

ESA 2010 is broadly consistent with the System of National
Accounts of the United Nations (2008 SNA) with regard
to definitions, accounting rules and classifications. It
nevertheless incorporates certain differences, particularly
in its presentation, which is more in line with its specific
use within the Union. This specific use, in fact, requires
greater accuracy in the definitions and the accounting
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rules. It is essential that the key aggregates of the national
accounts be comparable between Member States, given
the dependence of policy within the Union on national
accounts statistics.

To ensure that the concepts, methodologies and account-
ing rules set out in this volume are strictly applied, it has
been decided, following a proposal from the Commission,
to give it a solid legal basis. ESA 2010 was thus adopted in
the form of a regulation of the European Parliament and
of the Council dated 21 May 2013. This regulation com-
prises binding methodological rules to secure comparabil-
ity of national accounts aggregates, and a compulsory data
transmission programme.

This joint effort by members of the European Statistical
System will be an essential tool for formulating and imple-
menting the entire range of Union policies, whether
economic, agricultural, regional, social, commercial or
environmental.

ESA 2010 will be a crucial aid in the training of those
running, understanding and analysing the European
economy.

It is our aim to provide the statistics compiled at the level
of the Union in the form, frequency and reliability that
fully meet the requirements of the users.

In this way, Eurostat aims to give all those engaged in
building Europe for the future — institutions, businesses
and members of the public alike — the means to base
their decisions on a genuine understanding of the issues

involved.
C

Walter Radermacher
Director-General, Eurostat

June 2013

Chief Statistician of the European Union
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General features and basic principles _

CHAPTER 1

General features and basic principles

describes balance sheets, and the asset and liabil-

General features

The European System of Accounts (hereinafter
referred to as ‘the ESA 2010 or ‘the ESA’) is an
internationally compatible accounting framework
for a systematic and detailed description of a total
economy (that is, a region, country or group of
countries), its components and its relations with
other total economies.

The predecessor of the ESA 2010, the European
System of Accounts 1995 (the ESA 95), was pub-
lished in 1996'. The ESA 2010 methodology as set
out in this Annex has the same structure as the
ESA 95 publication for the first 13 chapters, but
then has 11 new chapters elaborating aspects of the
system which reflect developments in measuring
modern economies, or in the use of the ESA 95 in
the European Union (the EU).

The structure of this manual is as follows.
Chapter 1 covers the basic features of the system
in terms of concepts, and sets out the principles of
the ESA and describes the fundamental statistical
units and their groupings. It gives an overview of
the sequence of accounts, and a brief description
of key aggregates and the role of supply and use
tables and the input-output framework. Chapter 2
describes the institutional units used in measur-
ing the economy, and how these units are classi-
fied into sectors and other groups to allow analysis.
Chapter 3 describes all transactions with regard to
products (goods and services), as well as non-pro-
duced assets, in the system. Chapter 4 describes all
the transactions in the economy which distribute
and re-distribute income and wealth in the econ-
omy. Chapter 5 describes the financial transactions
in the economy. Chapter 6 describes the changes
that can occur to the value of assets through non-
economic events or price changes. Chapter 7
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Council Regulation (EC) No 2223/96 of 25 June 1996 on the European system of
national and regional accounts in the Community (OJ L 310, 30.11.1996, p. 1).

ity classification scheme. Chapter 8 sets out the
sequence of accounts, and the balancing items
associated with each account. Chapter 9 describes
supply and use tables, and their role in reconcil-
ing the measures of income, output and expend-
iture in the economy. It also describes the input-
output tables that can be derived from the supply
and use tables. Chapter 10 describes the conceptual
basis for the price and volume measures associated
with the nominal values found in the accounts.
Chapter 11 describes the population and labour
market measures which can be used with meas-
ures of the national accounts in economic analy-
sis. Chapter 12 gives a brief description of quarterly
national accounts, and how they differ in emphasis
from the annual accounts.

Chapter 13 describes the purposes, concepts and
compilation issues in drawing up a set of regional
accounts. Chapter 14 covers the measurement of
financial services provided by financial intermedi-
aries and funded through net interest receipts,
and reflects years of research and development by
Member States in order to have a measure which
is robust and harmonised across Member States.
Chapter 15 on contracts, leases and licences is
necessary to describe an area of increasing impor-
tance in the national accounts. Chapters 16 and
17 on insurance, social insurance and pensions
describe how these arrangements are handled in
the national accounts, as questions of redistribution
become of increasing interest as populations age.
Chapter 18 covers the rest of the world accounts,
which are the national accounts equivalent to the
accounts of the balance of payments measuring sys-
tem. Chapter 19 on European Accounts is also new,
covering aspects of the national accounts where
European institutional and trading arrangements
raise issues which require a harmonised approach.
Chapter 20 describes the accounts for the govern-
ment sector — an area of special interest as issues
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of fiscal prudence by Member States continue to be
critical in the conduct of economic policy in the EU.
Chapter 21 describes the links between business
accounts and national accounts, an area of grow-
ing interest as multinational corporations become
responsible for an increasing share in gross domes-
tic product (GDP) for all countries. Chapter 22
describes the relationship of satellite accounts with
the main national accounts. Chapters 23 and 24
are for reference purposes; Chapter 23 sets out the
classifications used for sectors, activities and prod-
ucts in the ESA 2010, and Chapter 24 sets out the
complete sequence of accounts for every sector.

The structure of the ESA 2010 is consistent with
the worldwide guidelines on national accounting
set out in the System of National Accounts 2008
(2008 SNA), apart from certain differences in pres-
entation and the higher degree of precision of some
of the ESA 2010 concepts which are used for spe-
cific EU purposes. Those guidelines were produced
under the joint responsibility of the United Nations
(UN), the International Monetary Fund (IMF), the
Statistical Office of the European Union (Eurostat),
the Organisation for Economic Cooperation and
Development (OECD) and the World Bank. The
ESA 2010 is focused on the circumstances and data
needs in the EU. Like the 2008 SNA, the ESA 2010
is harmonised with the concepts and classifications
used in many other social and economic statistics
(for example, statistics on employment, statistics
on manufacturing and statistics on external trade).
The ESA 2010 therefore serves as the central frame-
work of reference for the social and economic stat-
istics of the EU and its Member States.

The ESA framework consists of two main sets of
tables:

(a) the institutional sector accounts;

(b) the input-output framework, and the accounts
by industry.

The sector accounts provide, by institutional sec-
tor, a systematic description of the different stages
of the economic process: production, generation
of income, distribution of income, redistribution
of income, use of income and financial and non-
financial accumulation. The sector accounts also
include balance sheets to describe the stocks of

assets, liabilities and net worth at the beginning
and the end of the accounting period.

The input-output framework, through the sup-
ply and use tables, sets out in more detail the pro-
duction process (cost structure, income generated
and employment) and the flows of goods and ser-
vices (output, imports, exports, final consump-
tion, intermediate consumption and capital forma-
tion by product group). Two important account-
ing identities are reflected in this framework: the
sum of incomes generated in an industry is equal
to the value added produced by that industry; and,
for any product or grouping of products, supply is
equal to demand.

The ESA 2010 encompasses concepts of population
and employment. Such concepts are relevant for
the sector accounts, the accounts by industry and
the supply and use framework.

The ESA 2010 is not restricted to annual national
accounting, but applies also to quarterly and
shorter or longer period accounts. It also applies to
regional accounts.

The ESA 2010 exists alongside the 2008 SNA
because of the uses of national accounts meas-
ures in the EU. The Member States are responsi-
ble for the collection and presentation of their own
national accounts to describe the economic situ-
ation of their countries. Member States also com-
pile a set of accounts which are submitted to the
Commission (Eurostat) as part of a regulatory
data transmission programme, for key social, eco-
nomic and fiscal policy uses in the Union. Those
uses include determination of Member State
monetary contributions to the EU budget via the
‘fourth resource’, aid to regions of the EU through
the structural funds programme and surveillance
of Member States’ economic performance in the
framework of the excessive deficit procedure and
of the Stability and Growth Pact.

In order that levies and benefits are distributed
according to measures compiled and presented in a
strictly consistent manner, the economic statistics
used for those purposes shall be compiled accord-
ing to the same concepts and rules. The ESA 2010
is a regulation setting forth the rules, conventions,
definitions and classifications to be applied in pro-
ducing the national accounts in Member States
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which are to be part of the data transmission pro-
gramme as set out in Annex B to this Regulation.

Given the very large sums of money involved in
the contributions and benefits system operated in
the EU, it is essential that the measurement sys-
tem be applied consistently in each Member State.
In such circumstances, it is important to adopt a
cautious approach to estimates which cannot be
observed directly in the market place, avoiding the
use of model-based procedures for the estimation
of measures in the national accounts.

The ESA 2010 conceptsare in several instances more
specific and precise than those of the 2008 SNA in
order to ensure as much consistency as possible
between Member States measures derived from the
national accounts. This over-riding requirement
for robust consistent estimates has resulted in the
identification of a core set of national accounts in
the EU. Where the level of consistency of measure-
ment across Member States is insufficient, the latter
estimates are generally included in so-called ‘non-
core-accounts’ covering supplementary tables and
satellite accounts.

An example of where it has been considered neces-
sary to be cautious in the design of the ESA 2010
lies in the field of pension liabilities. The case for
measuring these to assist in economic analyses is a
strong one, but the critical requirement in the EU
to produce accounts which are consistent across
time and space has obliged a cautious approach.

Globalisation

The increasingly global nature of economic activity
hasincreased international trade in all its forms, and
increased the challenges to countries of recording
their domestic economies in the national accounts.
Globalisation is the dynamic and multidimen-
sional process whereby national resources become
more internationally mobile, while national econ-
omies become increasingly interdependent. The
feature of globalisation which potentially causes
most measurement problems for national accounts
is the increasing share of international transactions
undertaken by multinational companies, where
the transactions across borders are between par-
ents, subsidiaries and affiliates. However other

General features and basic principles _

challenges exist, and a more exhaustive list of data
issues is as follows:

(1) transfer pricing between affiliated corporations
(valuation of imports and exports);

(2) the increase in toll processing, where goods are
traded across international borders with no
change in ownership (goods for processing),
and merchanting;

(3) international trading via the internet, both for
corporations and households;

(4) the trade and use of intellectual property assets
across the world;

(5) workers working abroad, and remitting signifi-
cant amounts to the family in the domestic ter-
ritory (workers’ remittances, as part of personal
transfers);

(6) multinational corporations organising their
business across national boundaries, to maxi-
mise production efficiency and minimise the
global tax burden. This can give rise to artificial
corporation structures which may not reflect
the economic reality;

(7

—

the use of oft-shore financing vehicles (special
purpose entities and other forms) to arrange
finance for global activities;

(8) re-exports of goods, and in the EU the trans-
port of goods between Member States after
entry into the Union (quasi transport);

(9) increase in foreign direct investment relation-
ships, and the need to identify and allocate
direct investment flows.

All of these increasingly common aspects of glo-
balisation make the capture and accurate measure-
ment of cross-border flows a growing challenge for
national statisticians. Even with a comprehensive
and robust collection and measurement system for
the entries in the rest of the world sector (and thus
also in the international accounts found in the bal-
ance of payments), globalisation will increase the
need for extra efforts to maintain the quality of
national accounts for all economies and groupings
of economies.
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Uses of the ESA 2010

Framework for analysis and policy

The ESA framework can be used to analyse and
evaluate:

(a) the structure of a total economy. Examples of
types of measurement used are:
(1) value added and employment by industry;
(2) value added and employment by region;
(3) income distributed by sector;
(4) imports and exports by product group;
)

(5) final consumption expenditure by functional
heading and product group;

(6) fixed capital formation and fixed capital stock by
industry;

(7) the composition of the stocks and flows of finan-
cial assets by type of asset and by sector;

=

specific parts or aspects of an economy.
Examples are:

(1) banking and finance in the national economy;

(2) the role of government and its financial position;

(3) the economy of a specific region (in comparison to
that of the nation as a whole);

(4) household saving and debt levels;
(c) the development of an economy over time.
Examples are:
(1) the analysis of GDP growth rates;
(2) the analysis of inflation;

(3) the analysis of seasonal patterns in household
expenditure on the basis of quarterly accounts;

(4) the analysis of the changing importance of particu-
lar types of financial instruments over time, e.g. the
increased importance of financial derivatives;

(5) the comparison of the industrial structures of the
national economy over the long term;

(d) atotal economy in relation to other economies.
Examples are:

(1) the comparison of the roles and size of govern-
ment in the Member States of the EU;

(2) the analysis of the interdependencies between the
economies of the EU, taking into account Member
States and their regions;

(3) the analysis of the composition and destination of
the exports of the EU;

(4) the comparison of GDP growth rates or disposable
income per capita in the EU and other developed
economies.

For the EU and its Member States, the figures from
the ESA framework play a major role in formu-
lating and monitoring their social and economic
policies.

The following examples demonstrate uses of the
ESA framework:

(2) monitoring and guiding the euro area macro-
economic and monetary policymaking, and
defining criteria of convergence for the eco-
nomic and monetary union (EMU) in terms
of national accounts figures (e.g. GDP growth
rates);

(b) defining criteria for the excessive deficit proced-
ure: measures of government deficit and debt;

() granting financial support to regions in the EU:
the allocation of expenditure funds to regions
uses regional accounts statistics;

(d) determining the own resources of the EU
budget. The latter depend on national accounts
figures in three ways:

(1) the total resources for the EU are determined as
a percentage of the sum of Member States” gross
national incomes (GNI);

(2) the third own resource of the EU is the VAT own
resource. The contributions by the Member States
for this resource are largely determined by national
accounts figures, because these figures are used to
calculate the average VAT rate;

(3) the relative sizes of the contributions by the
Member States for the fourth own resource of the
EU are based on their gross national income esti-
mates. These estimates are the basis for the major-
ity of Member States” payments.

Characteristics of the ESA 2010 concepts

In order to establish a balance between data needs
and data possibilities, the concepts in the ESA 2010
have several important characteristics. The charac-
teristics are that the accounts are:

(a) internationally compatible;

(b) harmonised with other social and economic
statistical systems;
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(c) consistent;

(d) operational, meaning that they can be meas-
ured in practice;

(e) different from most administrative concepts;
(f) well-established and fixed over a long period;

(g) focused on describing the economic process in
monetary and readily observable terms;

(h) capable of applying in different situations and
for different purposes.

The concepts in the ESA 2010 are internationally
compatible because:

(a) the concepts in the ESA 2010 are consist-
ent with those in the worldwide guidelines on
national accounting, i.e. the 2008 SNA;

(b) for the Member States, the ESA 2010 is the
standard for submitting national accounts data
to all international organisations;

(c) international compatibility of concepts is
essential when comparing statistics for differ-
ent countries.

The concepts in the ESA 2010 are harmonised
with those in other social and economic statistics
because the ESA 2010 employs concepts and classi-
fications (e.g. Statistical classification of economic
activities in the European Union ‘NACE rev. 27%)
that are used for other social and economic statis-
tics of Member States, e.g. in statistics on manu-
facturing, statistics on external trade and statistics
on employment; conceptual differences have been
kept to a minimum. Furthermore, the concepts
and classifications in the ESA 2010 are harmonised
with those of the United Nations.

This harmonisation with social and economic stat-
istics helps the linkage to and comparison with
these figures, so that the quality of the national
accounts figures can be assured. Furthermore, the
information contained in these specific statistics
can be better related to the general statistics on the
national economy.

General features and basic principles _

The shared concepts used throughout the national
accounting framework and the other social and
economic statistical systems enable consistent
measures to be derived. For example, the following
ratios can be calculated:

(a) productivity figures, such as value added per
hour worked (these figures require consistency
between the concepts of value added and hours
worked);

(b

=

national disposable income per capita (this
ratio requires consistency between the concepts
of national disposable income and measures of
population);

(c) fixed capital formation as a percentage of
fixed capital stock (this ratio requires consist-
ency between the definitions of these flows and
stocks);

(d) government deficit and government debt as
percentages of gross domestic product (these
figures require consistency between the con-
cepts of government deficit, government debt
and gross domestic product).

The internal consistency of concepts allows esti-
mates to be derived by residual, e.g. saving can
be estimated as the difference between disposable
income and final consumption expenditure.

The concepts in the ESA 2010 are applied with data
collection and measurement in mind. The oper-
ational character is revealed in several ways in the
guidance for drawing up the accounts.

(a) Activities or items are only described when sig-
nificant in size. For example: own-account pro-
duction of goods by households such as weav-
ing cloth and the production of pottery shall
not be recorded as production, because these
are insignificant for EU countries.

(b) Some concepts are accompanied by guid-
ance on how to estimate them. For example,
in defining consumption of fixed capital, ref-
erence is made to linear depreciation. For
estimating fixed capital stock, the Perpetual
Inventory Method is to be applied where direct
information on the stock of fixed assets is miss-

2 Regulation (EC) No 1893/2006 of the European Parliament and of the Council of
20 December 2006 establishing the statistical classification of economic activities
NACE Revision 2 (OJ L 393, 30.12.2006, p. 1).

ing. Another example is the valuation of own-
account production: in principle, it is valued
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at basic prices, but if necessary the basic price
valuation may be approximated by adding up
the various costs involved.

() Some conventions have been adopted. For
example the collective services provided by
government are all classified as final consump-
tion expenditure.

However, the data needed for national accounts
statistics may not be easy to collect directly, as
the underlying concepts usually diverge from the
concepts underlying administrative data sources.
Examples of the administrative sources are busi-
ness accounts, records for various types of taxes
(VAT, personal income tax, import levies, etc.),
social security data and data from supervisory
boards on banking and insurance. These admin-
istrative data serve as inputs for compiling the
national accounts. In general, they are transformed
in order to comply with the ESA.

The concepts in the ESA usually differ from their
administrative counterparts in that:

(@) administrative concepts differ between coun-
tries. As a consequence, international com-
patibility is not possible using administrative
concepts;

=

administrative concepts change over time. As
a consequence, comparisons over time are not
possible through administrative concepts;

(c) the concepts underlying administrative data
sources are usually not consistent among dif-
ferent administrative systems. However, link-
ing and comparing data, which is crucial for
compiling national accounts figures, is only
possible with a consistent set of concepts;

(d) the administrative concepts are generally not
optimal for economic analysis and the evalu-
ation of economic policy.

Nevertheless, administrative data sources meet the
data needs of national accounts and other statistics
very well, because:

(a) concepts and classifications originally devised
for statistical purposes are also adopted for
administrative purposes, e.g. the classification
of government expenditure by type;

(b) administrative data sources explicitly take
account of the (separate) data needs of statis-
tics; this applies, for example, to the Intrastat
system for providing information about deliv-
eries of goods between Member States.

The main concepts in the ESA are well established
and fixed over a long period, because:

(a) they have been approved as the international
standard for many years;

(b) in the successive international guidelines on
national accounting, very few of the underlying
concepts change.

This conceptual continuity reduces the need to
recalculate time series. Furthermore, it limits the
vulnerability of the concepts to national and inter-
national political pressure. For these reasons, the
national accounts figures have been able to serve
as an objective database for economic policy and
analysis.

The concepts in the ESA 2010 are focused on
describing the economic process in monetary and
readily observable terms. Stocks and flows that are
not readily observable in monetary terms, or that
do not have a clear monetary counterpart, are not
recorded in the ESA.

This principle has not been applied strictly, because
account should also be taken of the requirement
of consistency and the needs of users. For exam-
ple, consistency requires that the value of collect-
ive services produced by government is recorded
as output, because the payment of compensation
of employees and the purchase of all kinds of goods
and services by government are readily observable
in monetary terms. Furthermore, for the purposes
of economic analysis and policy, describing the
collective services of government in relation to the
rest of the national economy increases the useful-
ness of the national accounts as a whole.

The scope of the concepts in the ESA can be illus-
trated by considering some important borderline
issues.

The following shall be recorded within the produc-
tion boundary of the ESA (see paragraphs 3.07 to
3.09):
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(a) production of individual and collective services If activities are regarded as production and their
by government; output is recorded, then the concomitant income,
employment, final consumption, etc. are also

(b) own-account production of housing services by recorded. For example, as the own-account pro-

OWRNEr-0CCupIers; duction of housing services by owner-occupiers

is recorded as production, so the income and final
consumption expenditure it generates for these
owner-occupiers are also recorded. As there is, by
definition, no labour input to the production of the

(c) production of goods for own final consump-
tion, e.g. of agricultural products;

(d) own-account construction, including that by

households; services of owner-occupied dwellings, no employ-
ment is recorded. This maintains consistency with

(e) production of services by paid domestic staff; the system of labour statistics, where no employ-
ment is recorded for ownership of dwellings. The

(f) breeding of fish in fish farms; reverse holds when activities are not recorded as

production: domestic services produced and con-
sumed within the same household do not generate
income and final consumption expenditure and no
employment is involved.

(g) production forbidden by law, as long as all
units involved in the transaction enter into it
voluntarily;

(h) production from which the revenues are not
declared in full to the fiscal authorities, e.g.
clandestine production of textiles.

The ESA also lays down conventions, concerning:

(a) valuation of government output;
The following fall outside the production bound-

ary, and shall not be recorded in the ESA: (b) valuation of the output of insurance services
and financial intermediation services indirectly
(a) domestic and personal services produced and measured:

consumed within the same household, e.g.
cleaning, the preparation of meals or the care of

(c) recording of the collective services provided by
sick or elderly people;

government as final consumption expenditure

and not as intermediate consumption;
(b) volunteer services that do not lead to the pro- b

duction of goods, e.g. care-taking and cleaning

without payment; Classification by sector

(c) natural breeding of fish in open seas.
Sector accounts are created by allocating units to

The ESA records all outputs that result from sectors and this enables transactions and balancing
production within the production boundary. items of the accounts to be presented by sector. The
However, the outputs of ancillary activities shall presentation by sector reveals many key measures
not be recorded. All inputs consumed by an ancil- for economic and fiscal policy purposes. The main
lary activity shall be treated as inputs to the activity sectors are households, government, corporations
it supports. If an establishment undertaking only (financial and non-financial), non-profit institu-
ancillary activities is statistically observable, in that tions serving households (NPISHs) and the rest of
separate accounts for the production it undertakes the world.

are readily available, or if it is in a geographically

different location from the establishments it serves, The distinction between market and non-market
it has to be recorded as a separate unit and allo- activity is an important one. An entity controlled
cated to the industrial classification correspond- by government, which is shown to be a market cor-
ing to its principal activity, in both national and poration, is classified in the corporation sector,
regional accounts. In the absence of suitable basic outside the general government sector. Thus, the
data being available, the output of the ancillary deficit and debt levels of the corporation will not
activity may be estimated by summing costs. be part of the general government deficit and debt.
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It is important that clear and robust criteria for
allocating entities to sectors are set out.

The public sector consists of all institutional units
resident in the economy that are controlled by gov-
ernment. The private sector consists of all other
resident units.

Table 1.1 sets out the criteria used to distinguish
between public and private sector, and in the pub-
lic sector between the government sector and pub-
lic corporations sector, and in the private sector
between the NPISH sector and the private corpor-
ations sector.

Table 1.1

Criteria Controlled by government
(public sector)

Privately controlled
(private sector)

Non-market output General government NPISH

Market output Public corporations Private corporations

Control is defined as the ability to determine the
general policy or programme of an institutional
unit. Further details in relation to the definition of
control are given in paragraphs 2.35 to 2.39.

Differentiating between market and non-market,
and so, for public sector entities, classifying them
into the general government sector or the corpor-
ations sector, is decided by the following rule:

An activity shall be considered as a market activ-
ity when the corresponding goods and services are
traded under the following conditions:

(1) sellers act to maximise their profits in the long
term, and do so by selling goods and services
freely on the market to whoever is prepared to
pay the asking price;

(2) buyers act to maximise their utility given their
limited resources, by buying according to
which products best meet their needs at the
offered price;

(3) effective markets exist where sellers and buyers
have access to, and information on, the market.
An effective market can operate even if these
conditions are not met perfectly.

The detail in the conceptual framework of the ESA
offers the opportunity for flexibility: some concepts
are not explicitly present in the ESA but can never-
theless easily be derived from it. An example is the
creation of new sectors by rearranging the subsec-
tors defined in the ESA.

Flexibility exists also through the possibility to
introduce additional criteria that do not conflict
with the logic of the system. For example, these

criteria can allow subsector accounts to be drawn
up by the scale of employment for producer units
or the size of income for households. For employ-
ment, subclassification by level of education, age
and gender can be introduced.

Satellite accounts

For some data needs, separate satellite accounts
should be drawn up.

Examples are:
(a) social accounting matrices (SAMs);
(b) the role of tourism in the national economy;

(c) the analysis of the costs and financing of health
care;

(d) research and development recognised as capital
formation of intellectual property;

(e) recognition of human capital as assets in the
national economy;

(f) the analysis of the income and expenditure of
households on the basis of micro-oriented con-
cepts of income and expenditure;

(g) the interaction between the environment and
the economy;

(h) production within households;
(i) analysis of changes in welfare;

(j) analysis of the differences between national
accounts and business accounts figures and
their influence on stock and exchange markets;
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(k) estimation of tax revenues. (b) education can be described in terms of type of
education, the number of pupils, the average
Satellite accounts serve such data needs by: number of years of education before obtaining

a diploma, etc.;
(a) showing more detail where necessary and leav-

ing out superfluous detail; (¢) theeffects of pollution can be described in terms
of changes in the number of living species, the

(b) enlarging the scope of the accounting frame- health of the trees in the forest, the volume of
work by adding non-monetary information, refuse, the amounts of carbon-monoxide and
e.g. on pollution and environmental assets; radiation, etc.

(0) changing some basic concepts, e.g. by enlarging Satellite accounts enable such statistics in non-
the concept of capital formation by including monetary units to be linked to the national
expenditure on education. accounts in the central framework. Using the clas-

sifications employed in the central framework for

A social accounting matrix (SAM) is a matrix pres- such non-monetary statistics enables the link to be
entation that elaborates the linkages between sup- made, e.g. the classification by type of household or
ply and use tables and the sector accounts. A SAM the classification by industry. In this way, a consist-
provides additional information on the level and ent extended framework is drawn up. This frame-
composition of employment, via a subdivision work can then serve as a database for the analysis
of compensation of employees by type of person and evaluation of interactions between the vari-
employed. This subdivision applies to both the use ables in the central framework and those in the
of labour by industry, as shown in the use tables, extended part.

and the supply of labour by socio-economic sub-

group, as shown in the allocation of primary The central framework and its major aggregates do

income account for subsectors of the sector house- not describe changes in welfare. Extended accounts

holds. In this way, the supply and use of various can be drawn up which include also the imputed
categories of labour is shown systematically. monetary values of, for example:

In satellite accounts, all basic concepts and classi- (2) domestic and personal services produced and

fications of the central framework of the ESA 2010 consumed within the same household;

shall be retained. Changes in the concepts shall
only be introduced when this is the purpose of
the satellite account. In such instances, the satel-
lite account shall also contain a table showing the

(b) changes in leisure time;

(c) amenities and disadvantages of urban life;

link between the major aggregates in the satellite (d) inequalities in the distribution of income over
account and those in the central framework. In persons.
this way, the central framework retains its role as a
framework of reference and at the same time more The extended accounts can also reclassify the
specific needs are addressed. final expenditure on regrettable necessities (e.g.
defence) as intermediate consumption, i.e. as not
In general terms, the central framework does not contributing to welfare. Similarly, the damage due
include measures of stocks and flows that are not to floods and other natural disasters may be classi-
readily observable in monetary terms (or without fied as intermediate consumption, i.e. as a reduc-
a clear monetary counterpart). By their nature, the tion in (absolute) welfare. In this way, one could
analysis of such stocks and flows is usually also well try to construct a very rough and very imperfect
served by compiling statistics in non-monetary indicator of changes in welfare. However, welfare
terms, e.g.: has many dimensions, most of which are not best
expressed in monetary terms. A better solution
(@) production within households can be described for measuring welfare is therefore to use, for each
in terms of hours allocated to the alternative dimension, separate indicators and units of meas-
uses; urement. The indicators could be, for example,
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infant mortality, life expectancy, adult literacy and
national income per capita. These indicators could
be incorporated into a satellite account.

In order to attain a consistent, internationally com-
patible framework, administrative concepts are
not employed in the ESA. However, for all kinds
of national purposes, obtaining figures based on
administrative concepts can be very useful. For
example, for estimating tax revenues, statistics of
taxable income are required. Such statistics can
be provided by making some modifications to the
national accounts statistics.

A similar approach could be taken for concepts
used in national economic policy, e.g. for:

(a) the concept of inflation used for increasing
pensions, unemployment benefits or compen-
sation of employees for civil servants;

(b) the concepts of taxes, social contributions, gov-
ernment and the collective sector used in dis-
cussing the optimal size of the collective sector;

(c) the concept of ‘strategic’ sectors/industries
used in national economic policy or the eco-
nomic policy of the EU;

(d) the concept of ‘business investments’ used in
national economic policy;

(e) a table showing a complete recording of
pensions.

Satellite accounts or supplementary tables can
meet such data needs.

The ESA 2010 and the 2008 SNA

The ESA 2010 is based on the concepts of the
2008 SNA, which provides guidelines on national
accounting for all countries throughout the world.
Nevertheless, there are several differences between
the ESA 2010 and the 2008 SNA:

(a) Differences in presentation:

(1) In the ESA 2010 there are separate chapters on
transactions in products, distributive transactions
and financial transactions. In contrast, in the 2008
SNA these transactions are explained in chapters
arranged by account, e.g. chapters on the produc-
tion account, the primary distribution of income

account, the capital account and the rest of the
world account.

(2) The ESA 2010 describes a concept by providing
a definition and a listing of what is included and
what is excluded. The 2008 SNA describes con-
cepts usually in more general terms and explains
the rationale behind the conventions adopted.

(b) The ESA 2010 concepts are in several instances
more specific and precise than those of the 2008
SNA:

(1) The 2008 SNA does not contain specific criteria on
the distinction between market, for own final use
and non-market categorisation of output. The ESA
has therefore introduced more detailed guidance
to ensure a uniform approach.

(2) The ESA 2010 assumes that several types of house-
hold production of goods, such as the weaving of
cloth and the making of furniture, are not signifi-
cant in Member States and therefore need not be
recorded.

(3) The ESA 2010 makes reference to institutional
arrangements in the EU, such as the Intrastat sys-
tem for recording intra-EU flows of goods and the
contributions by the Member States to the EU.

(4) The ESA 2010 contains EU-specific classifications,
e.g. Classification of products by activity (CPA)?
for products and NACE Rev. 2 for industries
(both are harmonised with the corresponding UN
classifications).

(5) The ESA 2010 contains an additional classification
for all external transactions: they are divided into
those between residents of the EU and those with
residents from outside the EU.

(6) The ESA 2010 contains a rearrangement of the
2008 SNA subsectors for the financial corpora-
tions sector, to meet the needs of the European
Monetary Union. The ESA 2010 can be more spe-
cific than the 2008 SNA, because the ESA 2010 pri-
marily applies to the Member States. For the data
needs in the Union, the ESA should also be more
specific.

The ESA 2010 and the ESA 95

The ESA 2010 differs in scope as well as in con-
cepts from the ESA 95. Most of the differences cor-
respond to differences between the 1993 SNA and
the 2008 SNA. The major differences are:

®  Regulation (EC) No 451/2008 of the European Parliament and of the Council of 23
April 2008 establishing a new statistical classification of products by activity (CPA)
(OJ L 145,4.6.2008, p. 65).
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as capital formation leading to assets of intel-
lectual property. This change shall be recorded
in a satellite account, and included in the core
accounts when sufficient robustness and har-
monisation of measures is observable amongst
Member States;

expenditures on weapon systems that meet the
general definition of assets have been classified
as fixed capital formation, rather than interme-
diate expenditure;

the analytical concept of capital services has
been introduced for market production, so that
a supplementary table may be produced show-
ing them as a component of value added;

the financial assets boundary has been expanded
to include a wider coverage of financial deriva-
tive contracts;

new rules for recording pension entitlements. A
supplementary table has been introduced into
the accounts, to allow estimates to be recorded
for all entitlements in social insurance, whether
funded or unfunded. The full range of infor-
mation required for a comprehensive analysis
is provided in this table that shows the entitle-
ments and associated flows for all private and
public pension schemes, whether funded or
unfunded, and including social security pen-
sion schemes;

the application of the rules on change of owner-
ship of goods has been made universal, result-
ing in changes to the recording of merchanting,
and goods sent for processing, both abroad and
in the domestic economy. This results in goods
sent for processing abroad being recorded on
a net basis, as opposed to a gross basis in the
1993 SNA and the ESA 95. This change has sig-
nificant implications for the recording of such
activities in the supply and use framework;

more guidance is given on financial corpora-
tions in general, and special purpose entities
(SPEs) in particular. The treatment of govern-
ment controlled SPEs abroad has been changed
to ensure that liabilities incurred by the SPEs
are shown in the government accounts;

General features and basic principles _

(h) the treatment of super dividends paid by pub-
lic corporations has been clarified, i.e. they are
to be treated as exceptional payments and with-
drawals from equity;

(i) the principles for the treatment of public-pri-
vate partnerships have been set out, and the
treatment of restructuring agencies expanded;

(j) transactions between government and public
corporations, and with securitisation vehicles,
have been clarified to improve the recording of
items that could significantly affect government
debt;

(k) the treatment of loan guarantees has been clari-
fied, and a new treatment introduced for stand-
ardised loan guarantees, such as export credit
guarantees and student loans guarantees. The
new treatment is that, to the extent of the likely
call on the guarantees, a financial asset and lia-
bility are to be recognised in the accounts.

The changes in the ESA 2010 in comparison
with the ESA 95 are not restricted to conceptual
changes. There are major differences in scope, with
new chapters on satellite accounts, government
accounts and the rest of the world accounts. There
are also significant extensions to the chapters on
quarterly accounts and regional accounts.

Basic principles of the ESA 2010 as a
system

The main characteristics of the system are:

(a) statistical units and their groupings;

(b) flows and stocks;

(¢) the system of accounts and the aggregates;

(d) the input-output framework.

Statistical units and their groupings

The ESA 2010 system uses two types of unit and
two corresponding ways of subdividing the econ-
omy, which are quite different and serve separate
analytical purposes.
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The first purpose of describing income, expendi-
ture and financial flows, and balance sheets, is met
by grouping institutional units into sectors on the
basis of their principal functions, behaviour and
objectives.

The second purpose of describing processes of pro-
duction and for input-output analysis is met by the
system grouping local kind-of-activity units (local
KAUs) into industries on the basis of their type of
activity. An activity is characterised by an input of
products, a production process and an output of
products.

Institutional units and sectors

Institutional units are economic entities that are
capable of owning goods and assets, of incur-
ring liabilities and of engaging in economic activ-
ities and transactions with other units in their own
right. For the purposes of the ESA 2010 system, the
institutional units are grouped together into five
mutually exclusive domestic institutional sectors:

(2) non-financial corporations;
(b) financial corporations;

(c) general government;

(d) households;

(e) non-profit institutions serving households.

The five sectors together make up the total domes-
tic economy. Each sector is also divided into sub-
sectors. The ESA 2010 system enables a complete
set of flow accounts and balance sheets to be com-
piled for each sector, and subsector, as well as for
the total economy. Non-resident units can inter-
act with these five domestic sectors, and the inter-
actions are shown between the five domestic sec-
tors and a sixth institutional sector: the rest of the
world sector.

Local KAUs and industries

When institutional units carry out more than one
activity, they shall be partitioned with regard to the
type of activity. Local KAUs enable this presenta-
tion to be made.

Alocal KAU groups all the parts of an institutional
unit in its capacity as producer which are located

in a single site or in closely located sites, and which
contribute to the performance of an activity at the
class level (four digits) of the NACE Rev. 2.

Local KAUs are registered for each secondary activ-
ity; however, if the accounting documents neces-
sary to separately describe such activities are not
available, a local KAU will combine several second-
ary activities. The group of all local KAUs engaged
on the same, or similar, kind-of-activity constitutes
an industry.

An institutional unit comprises one or more local
KAUs; a local KAU belongs to one and only one
institutional unit.

For analysis of the production process, use is made
of an analytical unit of production. This unit is only
observable when a local KAU produces one type
of product, with no secondary activities. This unit
is known as a unit of homogeneous production.
Groupings of such units constitute homogeneous
branches.

Resident and non-resident units; total economy and
rest of the world

The total economy is defined in terms of resident
units. A unit is a resident unit of a country when it
has a centre of predominant economic interest on
the economic territory of that country — that is,
when it engages for an extended period (one year
or more) in economic activities on this territory.
The institutional sectors referred to in paragraph
1.57 are groups of resident institutional units.

Resident units engage in transactions with non-
resident units (that is, units which are resident in
other economies). These transactions are the exter-
nal transactions of the economy and are grouped
in the rest of the world account. So the rest of the
world plays a role similar to that of an institutional
sector, although non-resident units are included
only in so far as they are engaged in transactions
with resident institutional units.

Notional resident units, treated in the ESA 2010
system as institutional units, are defined as:

(a) those parts of non-resident units which have a
centre of predominant economic interest (usu-
ally which engage in economic transactions for
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ayear or more) on the economic territory of the
country;

(b) non-resident units in their capacity as owners
of land or buildings on the economic territory
of the country, but only in respect of transac-
tions affecting such land or buildings.

Flows and stocks

Flows

Two basic kinds of information are recorded: flows
and stocks.

Flows refer to actions and effects of events that take
place within a given period of time, while stocks
refer to positions at a point of time.

reflect the creation, transformation,
exchange, transfer or extinction of economic value.
They involve changes in the value of an institu-
tional unit’s assets or liabilities. Economic flows
are of two kinds: transactions, and other changes

Flows

in assets.

Transactions appear in all accounts and tables
where flows appear, except the other changes
in volume of assets account and the revaluation
account. Other changes in assets are recorded only
in those two accounts.

Elementary transactions and other flows are
grouped into a relatively small number of types
according to their nature.

Transactions
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A transaction is an economic flow that is an inter-
action between institutional units by mutual agree-
ment or an action within an institutional unit that it
is useful to treat as a transaction, because the unit is
operating in two different capacities. Transactions
are split into four main groups:

(a) transactions in products: which describe the
origin (domestic output or imports) and use
(intermediate consumption, final consump-
tion, capital formation — covering consump-
tion of fixed capital — or exports) of products;

General features and basic principles _

(b) distributive transactions: which describe how
value added generated by production is distrib-
uted to labour, capital and government, and the
redistribution of income and wealth (taxes on
income and wealth and other transfers);

(¢) financial transactions: which describe the net
acquisition of financial assets or the net incur-
rence of liabilities for each type of financial
instrument. Such transactions occur both as
counterparts of non-financial transactions,
and as transactions involving only financial
instruments;

(d) transactions not included in the three groups
above: acquisitions less disposals of non-pro-
duced non-financial assets.

Properties of transactions

Interactions versus intra-unit transactions

Most transactions are interactions between two
or more institutional units. However, the ESA
2010 system records some actions within institu-
tional units as transactions. The purpose of record-
ing these intra-unit transactions is to give a more
analytically useful picture of output, final uses and
costs.

Consumption of fixed capital, which is recorded
as a cost by the ESA 2010 system, is an intra-unit
transaction. Most of the other intra-unit trans-
actions are transactions in products, typically
recorded when institutional units operating as
both producers and final consumers, choose to
consume some of the output they have produced.
This is often the case for households and general
government.

All own-produced output used for final uses within
the same institutional unit shall be recorded. Own-
produced output used for intermediate consump-
tion within the same institutional unit shall be
recorded only when production and interme-
diate consumption take place in different local
KAUs within the same institutional unit. Output
produced and used as intermediate consumption
within the same local KAU shall not be recorded.
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Monetary versus non-monetary transactions

Transactions are monetary transactions when the
units involved make or receive payments, or incur
liabilities or receive assets denominated in units of
currency.

Transactions that do not involve the exchange of
cash, or assets or liabilities denominated in units
of currency, are non-monetary transactions. Intra-
unit transactions are non-monetary transactions.
Non-monetary transactions involving more than
one institutional unit occur among transactions in
products (barter of products), distributive trans-
actions (remuneration in kind, transfers in kind,
etc.) and other transactions (barter of non-pro-
duced non-financial assets). The ESA 2010 system
records all transactions in monetary terms. The
values to be recorded for non-monetary transac-
tions must therefore be measured indirectly or oth-
erwise estimated.

Transactions with and without counterparts

Transactions involving more than one unit are of
two kinds. They can be ‘something for something’,
i.e. requited transactions, or they can be ‘something
for nothing’, i.e. unrequited transactions. Requited
transactions are exchanges between institutional
units, i.e. provision of goods, services or assets in
return for a counterpart, e.g. money. Unrequited
transactions are payments in cash or in kind from
one institutional unit to another without coun-
terpart. Requited transactions occur in all four
transaction groups, while unrequited transactions
are mainly distributive transactions, for example,
taxes, social assistance benefits or gifts. Such unre-
quited transactions are called transfers.

Rearranged transactions

The transactions are recorded in the same way as
they appear to the institutional units involved.
However, some transactions are rearranged in
order to bring out the underlying economic rela-
tionships more clearly. Transactions can be rear-
ranged in three ways: rerouting, partitioning and
recognising the principal party to a transaction.

Rerouting

A transaction that appears to the units involved as
taking place directly between units A and C may be
recorded in the accounts as taking place indirectly

through a third unit B. Thus, the single transaction
between A and C is recorded as two transactions:
one between A and B, and one between B and C. In
this case the transaction is rerouted.

An example of rerouting is the way in which
employers’ social contributions paid directly by
employers to social insurance funds are recorded
in the accounts. The system records these pay-
ments as two transactions: employers pay employ-
ers’ social contributions to their employees, and
employees pay the same contributions to social
insurance funds. As with all rerouting, the purpose
is to bring out the economic substance behind the
transaction, which in this case is to show employ-
ers’ social contributions as contributions paid for
the benefit of employees.

Another type of rerouting is that of transac-
tions recorded as taking place between two or
more institutional units, even though, accord-
ing to the parties involved, no transaction takes
place at all. An example is the treatment of prop-
erty income earned on certain insurance funds,
which is retained by insurance enterprises. The sys-
tem records this property income as being paid by
insurance enterprises to policyholders, who then
pay the same amount back to the insurance enter-
prises as premium supplements.

Partitioning

When a transaction appearing to the parties
involved as a single transaction is recorded as two or
more differently classified transactions, the trans-
action is partitioned. Partitioning does not imply
including additional units in the transactions.

The payment of non-life insurance premiums is
a typical partitioned transaction. Although poli-
cyholders and insurers regard these payments as
one transaction, the ESA 2010 system divides them
into two quite different transactions: payments in
return for non-life insurance services provided,
and net non-life insurance premiums. Recording
the sale of a product as the sale of the product and
the sale of a trade margin is another example of
partitioning.

Recognising the principal party to a transaction

When a unit carries out a transaction on behalf of
another unit (the principal) and is funded by that
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unit, the transaction is recorded exclusively in the (b) changes in assets and liabilities due to excep-
accounts of the principal. As a rule, one should not tional, unanticipated events which are not eco-
go beyond this principle by trying, for instance, nomic in nature;

to allocate taxes or subsidies to ultimate payers
or ultimate beneficiaries under the adoption of
assumptions.

(c) changes in classification and structure.

Examples of changes within the category referred
to in point (a) of paragraph 1.81 are discovery or
depletion of subsoil assets, and natural growth of
non-cultivated biological resources. Examples of
changes within the category referred to in point (b)

An example is the collection of taxes by one gov-
ernment unit on behalf of another. A tax is attrib-
uted to the government unit that exercises the
authority to impose the tax (either as a principal
or through the delegated authority of the princi- of paragraph 1.81 are losses in assets due to natu-

pal) and has final discretion to set and vary the rate ral disasters, war or severe acts of crime. Unilateral
of the tax. cancellation of debt and uncompensated seizure of

assets also belong to category (b). An example of a
change within the category referred to in point (c)

Borderline cases of paragraph 1.81 is the reclassification of an insti-

The definition of a transaction implies that an inter- tutional unit from one sector to another.

action between institutional units be by mutual

agreement. When a transaction is undertaken by Holding gains and losses

mutual agreement, the prior knowledge and con- Holding gains and losses occur when there are
sent of the institutional units is implied. The pay- changes in the prices of assets. They occur on all
ments of taxes, fines and penalties are by mutual kinds of financial and non-financial assets, and on
agreement, in that the payer is a citizen subject to liabilities. Holding gains and losses accrue to the
the law of the land. However, uncompensated sei- owners of assets and liabilities purely as a result of
zure of assets is not regarded as a transaction, even holding the assets or liabilities over time, without
when imposed by law. transforming them in any way.

Illegal economic actions shall be considered as Holding gains and losses measured on the basis of
transactions when all units involved enter the current market prices are called nominal holding
actions by mutual agreement. Thus, purchases, gains and losses. These may be decomposed into
sales or barters of illegal drugs or stolen property neutral holding gains and losses, reflecting changes
are transactions, while theft is not. in the general price level, and real holding gains

and losses, reflecting changes in the prices of assets
Other changes in assets beyond that of the general price change.
Other changes in assets record changes that are not Stocks

the result of transactions. They are either: ] o
Stocks are the holdings of assets and liabilities at a

point in time. Stocks are recorded at the beginning
and end of each accounting period. The accounts
that show stocks are called balance sheets.

(a) other changes in the volume of assets and liabil-
ities; or

b) holdi i dl .
(b) holding gains and losses Stocks are also recorded for population and

employment. However, such stocks are recorded as

Other changes in the volume of assets and liabilities mean values over the accounting period. Stocks are

Other changes in the volume of assets and lia- recorded for all assets within the system’s bound-

bilities records changes divided into three main aries; that is, for financial assets and liabilities and

categories: for non-financial assets, both produced and non-

produced. However, the coverage is limited to

(@) normal appearance and disappearance of assets those assets that are used in economic activity and
other than by transactions; that are subject to ownership rights.
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Thus, stocks are not recorded for assets such as
human capital and natural resources that are not
owned.

Within its boundaries, the ESA 2010 system is
exhaustive in respect of both flows and stocks.
This implies that all changes in stocks can be fully
explained by recorded flows.

The system of accounts and the aggregates

Rules of accounting

An account records changes in value accruing to a
unit or sector according to the nature of the eco-
nomic flows shown in the account. It is a table
with two columns. The current accounts are those
which show production, generation and alloca-
tion of income, distribution and redistribution of
income, and its use. The accumulation accounts
are the capital and financial accounts, and the other
changes in volume accounts.

Terminology for the two sides of the accounts

The ESA 2010 system shows ‘resources’ on the
right side of the current accounts where transac-
tions appear which add to the economic value of a
unit or a sector. The left side of the accounts shows
‘uses’ — transactions that reduce the economic
value. The right side of the accumulation accounts
show ‘changes in liabilities and net worth’ and the
left side shows ‘changes in assets’. Balance sheets
are presented with ‘liabilities and net worth’ (the
difference between assets and liabilities) on the
right side and ‘assets” on the left. Comparison of
two successive balance sheets shows changes in lia-
bilities and net worth and changes in assets.

A distinction is made in the ESA between legal
ownership and economic ownership. The criterion
for recording the transfer of goods from one unit to
another is that the economic ownership passes from
one to the other. The legal owner is the unit enti-
tled in law to the benefits of possession. However, a
legal owner can contract with another unit for the
latter to accept the risks and rewards of using the
goods in production, in return for an agreed pay-
ment. The nature of the agreement is a financial
lease, where the payments reflect only the placing
of the asset at the disposal of the borrower by the

provider. For example, when a bank legally owns
a plane, but enters into a financial lease arrange-
ment with an airline to operate the plane, then the
airline is held to be the owner of the plane as far as
transactions in the accounts are concerned. At the
same time as the airline is shown as purchasing the
plane, a loan is imputed from the bank to the air-
line reflecting the amounts due in the future for use
of the plane.

Double entry/quadruple entry

For a unit or sector, national accounting is based
on the principle of double entry. Each transaction
shall be recorded twice, once as a resource (or a
change in liabilities) and once as a use (or a change
in assets). The total of transactions recorded as
resources or changes in liabilities and the total of
transactions recorded as uses or changes in assets
must be equal, thus permitting a check on the con-
sistency of the accounts.

National accounts — with all units and all sectors
— shall be based on a principle of quadruple entry,
since most transactions involve two institutional
units. Each transaction shall be recorded twice by
the two transactors involved. For example, a social
benefit in cash paid by a government unit to a
household is recorded in the accounts of govern-
ment as a use under transfers and a negative acqui-
sition of assets under currency and deposits; in the
accounts of the households sector it is recorded as
a resource under transfers and an acquisition of
assets under currency and deposits.

Transactions within a single unit (such as the con-
sumption of output by the same unit that produced
it) shall require only two entries, whose values have
to be estimated.

Valuation

With the exception of some variables concern-
ing population and labour, the ESA 2010 system
shows all flows and stocks in monetary terms.
Flows and stocks shall be measured according to
their exchange value, i.e. the value at which flows
and stocks are in fact, or could be, exchanged for
cash. Market prices are, thus, the ESA’s reference
for valuation.
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In the case of monetary transactions and cash hold-
ings and liabilities, the values required are directly
available. In most other cases, the best method of
valuation is by reference to market prices for anal-
ogous goods, services or assets. This method is
used for e.g. barter and the services of owner-occu-
pied dwellings. When no market prices for analo-
gous products are available, for instance in the case
of non-market services produced by government,
valuation is made by summing production costs.
If there is no market price to refer to, and costs are
not available, then flows and stocks may be valued
at the discounted present value of expected future
returns. This last method is only to be used as a last
resort.

Stocks are valued at current prices at the time to
which the balance sheet relates, not at the time of
production or acquisition of the goods or assets
that form the stocks. It is necessary to value stocks
at their estimated written-down current acquisi-
tion values or production costs.

Special valuations concerning products

As a result of transport costs, trade margins and
taxes less subsidies on products, the producer and
the user of a given product usually perceive its value
differently. In order to keep as close as possible to
the views of the transactors, the ESA 2010 system
records all uses at purchaser’s prices, which include
transport costs, trade margins and taxes less subsi-
dies on products, while output is recorded at basic
prices, which exclude those elements.

Imports and exports of products shall be recorded
at border values. Total imports and exports are val-
ued at the exporter’s customs frontier, or free on
board (FOB). Foreign transport and insurance ser-
vices between the importer’s and the exporter’s
frontiers are not included in the value of goods
but are recorded under services. As it may not be
possible to obtain FOB values for detailed prod-
uct breakdowns, the tables containing details on
foreign trade show imports valued at the import-
er’s customs frontier (CIF value). All transport and
insurance services to the importer’s frontier are
included in the value of imported goods. As far as
these services concern domestic services, a global
FOB/CIF adjustment is made in this presentation.

General features and basic principles _

Valuation at constant prices

Valuation at constant prices means valuing the
flows and stocks in an accounting period at the
prices of a previous period. The purpose of valu-
ation at constant prices is to decompose changes
over time in the values of flows and stocks into
changes in price and changes in volume. Flows and
stocks at constant prices are described as being in
volume terms.

Many flows and stocks, e.g. income, do not have
price and quantity dimensions of their own.
However, the purchasing power of such variables
can be obtained by deflating the current values
with a suitable price index, e.g. the price index for
final national uses, excluding changes in invento-
ries. Deflated flows and stocks are also described as
being in real terms. An example is real disposable
income.

Time of recording

Flows shall be recorded on an accrual basis; that
is, when economic value is created, transformed or
extinguished, or when claims and obligations arise,
are transformed or are cancelled.

Output is recorded when produced and not when
paid for by a purchaser. The sale of an asset is
recorded when the asset changes hands, not when
the corresponding payment is made. Interest is
recorded in the accounting period when it accrues,
regardless of whether or not it is paid in that period.
Recording on an accrual basis applies to all flows,
monetary as well as non-monetary and intra-unit
as well as flows between units.

It may be necessary to relax this approach for taxes
and other flows concerning general government,
which are often recorded on a cash basis in govern-
ment accounts. It may be difficult to carry out an
exact transformation of such flows from cash basis
to accrual basis, and so an approximate method
may be used.

As an exception to the general rules governing the
recording of taxes and social contributions paya-
ble to the general government, they can either be
recorded net of the part unlikely to be collected or,
if this part is included, it is neutralised in the same
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accounting period by a capital transfer from the
general government to the relevant sectors.

Flows shall be recorded at the same point of time for
all institutional units involved and in all accounts.
Institutional units do not always apply the same
accounting rules. Even when they do, differences
in actual recording may occur for practical reasons
such as delays in communication. Consequently,
transactions may be recorded at different times by
the transactors involved. Such discrepancies shall
be eliminated by adjustments.

Consolidation and netting

Consolidation

Consolidation refers to the elimination, from both
uses and resources, of transactions that occur
between units when units are grouped, and to the
elimination of reciprocal financial assets and liabil-
ities. This occurs commonly when the accounts of
subsectors of general government are combined.

As a matter of principle, flows and stocks between
constituent units within subsectors or sectors must
not be consolidated.

However, consolidated accounts may be built
up for complementary presentations and analy-
ses. Information on the transactions of such (sub)
sectors with other sectors and the corresponding
‘external’ financial position may be more signifi-
cant than overall gross figures.

Moreover, the accounts and tables showing the
creditor/debtor relationship provide a detailed pic-
ture of financing of the economy and are consid-
ered very useful for understanding the channels
through which the financing surpluses move from
final lenders to final borrowers.

Netting

Individual units or sectors may have the same kind
of transaction both as a use and as a resource (e.g.
they both pay and receive interest) and the same
kind of financial instrument both as an asset and
as a liability. The approach in the ESA is gross
recording, apart from the degree of netting which
is inherent in the classifications themselves.

Netting is implicit in various transaction catego-
ries, the most outstanding example being ‘changes
in inventories’, which underlines the analyti-
cally significant aspect of overall capital forma-
tion rather than tracking daily additions and with-
drawals. Similarly, with few exceptions, the finan-
cial account and other changes in assets accounts
record increases in assets and in liabilities on a net
basis, bringing out the final consequences of those
types of flows at the end of the accounting period.

Accounts, balancing items and aggregates

For units or groups of units, different accounts
record transactions which are connected to an
aspect of economic life (for instance, produc-
tion). For the production account, the transac-
tions will not show a balance between uses and
resources without the introduction of a balancing
item. Similarly, a balancing item (net worth) must
be introduced between the total of assets and the
total of liabilities of an institutional unit or sec-
tor. Balancing items are meaningful measures
of economic performance in themselves. When
summed for the whole economy, they are signifi-
cant aggregates.

The sequence of accounts

The ESA 2010 system is built around a sequence
of interconnected accounts. The full sequence of
accounts for the institutional units and sectors
is composed of current accounts, accumulation
accounts and balance sheets.

Current accounts deal with the production, gen-
eration, distribution and redistribution of income
and the use of such income in the form of final con-
sumption. Accumulation accounts cover changes
in assets and liabilities and changes in net worth
(the difference for any institutional unit or group
of units between its assets and liabilities). Balance
sheets present stocks of assets and liabilities and
net worth.

The sequence of accounts for local KAUs and
industries is shortened to the first current accounts:
production account and generation of income
account, the balancing item of which is the operat-
ing surplus.
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The goods and services account

The goods and services account shows, for the
economy as a whole or for groups of products,
the total resources (output and imports) and uses
of goods and services (intermediate consump-
tion, final consumption, changes in inventories,
gross fixed capital formation, acquisitions less dis-
posals of valuables, and exports). This account is
not an account in the same sense as the others in
the sequence, and does not generate a balancing
item which is passed on to the next account in the
sequence. It is rather the presentation in table form
of an accounting identity, according to which sup-
ply is equal to demand for all products and groups
of products in the economy.

The rest of the world account

The rest of the world account covers transactions
between resident and non-resident institutional
units and the related stocks of assets and liabilities.

As the rest of the world plays a role in the account-
ing structure similar to that of an institutional sec-
tor, the rest of the world account is established
from the point of view of the rest of the world. A

General features and basic principles _

resource for the rest of the world is a use for the
total economy and vice versa. If a balancing item is
positive, it means a surplus of the rest of the world
and a deficit of the total economy, and vice versa if
the balancing item is negative.

The rest of the world account is unlike the other
sector accounts in that it does not show all the
accounting transactions in the rest of the world,
but only those which have a counterparty in the
domestic economy being measured.

Balancing items

A balancing item is obtained by subtracting the
total value of the entries on one side of an account
from the total value on the other side.

Balancing items embody a great deal of infor-
mation and include some of the most important
entries in the accounts, as can be seen from the fol-
lowing examples of balancing items: value added,
operating surplus, disposable income, saving, net
lending/net borrowing.

The following diagram shows the sequence of
accounts in flow form — each balancing item is
shown in bold.
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A diagram of the sequence of accounts

Production account
Value added

Generation of income account

Operating surplus/mixed
income

Allocation of primary income ac-
count

Balance of primary incomes

Secondary distribution of income Redistribution of income in kind account
account Adjusted disposable income
Disposable income
The use of disposable income The use of adjusted disposable income
account account
Saving Saving
Opening Capital account Other Re- Closing
balance Net lending (+)/borrowing (-) .Changes — valuation ——>| balance
sheet in account sheet
volume
account
Nominal
Changes holding
Financial account in gains
Net . . volume . and | Net
worth Net lending (+)/borrowing(-) of assets losses worth
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The first account in the sequence is the production
account, which records the output and inputs of
the production process, leaving value added as the
balancing item.

The value added is taken forward to the next
account which is the generation of income account.
Here the compensation of employees in the pro-
duction process is recorded, as well as taxes due
to government because of the production, so that
the operating surplus (or mixed income from the
self-employed of the households sector) can be
derived as the balancing item for each sector. This
step is necessary so that the amount of value added
retained in the producing sector as operating sur-
plus or mixed income can be measured.

Then the value added, broken down between com-
pensation of employees, taxes and operating sur-
plus/mixed income, is taken forward with this
breakdown to the allocation of primary income
account. The breakdown allows the allocation
of each factor income to the receiving sector, as
opposed to the producing sector. For example, all
compensation of employees is allocated between
the households sector and the rest of the world
sector, whereas operating surplus remains in the
corporations sector where it was generated. Also
recorded in this account are the property income
flows into the sector, and those out of the sector,
so that the balancing item is the balance of primary
incomes flowing into the sector.

The next account records redistribution of these
incomes through transfers — the secondary distri-
bution of income account. The major instruments
of redistribution are government taxes on, and
social benefits for, the households sector. The bal-
ancing item is disposable income.

The main sequence of core accounts carries on to
the use of disposable income account; an account
relevant to the households sector, as it is here that
household final expenditure is recorded, leaving
household saving as the balancing item.

At the same time a parallel account is created, the
redistribution of income in kind account. This
account has the specific purpose of showing social
transfers in kind as an imputed transfer from gov-
ernment to the households sector, so that house-
hold income can rise by the value of individual
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government services. In the next account (use of
adjusted disposable income account), the house-
hold use of disposable income is increased by the
same amount, as if the households sector were
buying the individual services provided by govern-
ment. Those two imputations cancel out, so that
the balancing item is saving, identical to saving in
the main sequence of accounts.

Saving is taken on to the capital account where it is
used to fund capital formation, allowing for capital
transfers in and out of the sectors. Underspend or
overspend on the acquisition of real assets results
in the balancing item net lending or borrowing.
Net lending is a surplus loaned out, and net bor-
rowing is the financing of a deficit.

Finally, the financial accounts are met, where the
detailed lending and borrowing of each sector is
laid out so that a balancing item of net lending or
borrowing is observed. This should exactly match
the net lending/borrowing balancing item of the
capital account, and any difference must be a meas-
urement discrepancy between the real and finan-
cial recordings of economic activity.

Considering the bottom row of the diagram, the
left-hand account is the opening balance sheet,
showing the level of all assets and liabilities, both
real and financial, at the start of a specified period.
The wealth of an economy is measured by its net
worth (assets less liabilities) and this is shown at
the bottom of the balance sheet.

Moving from left to right from the opening bal-
ances, the various changes to assets and liabilities
that occur in the period of account are recorded.
The capital account and financial account show
the changes due to transactions in real assets and
financial assets and liabilities respectively. In the
absence of other effects, this would enable the
immediate calculation of the closing position, by
adding the changes to the opening position.

However, changes can occur outside the economic
cycle of production and consumption, and such
changes will affect the values of assets and liabilities
at the closing period. One type of change is a change
in volume of assets — real changes to fixed capital
brought about by events which are not part of the
economy. An example would be a catastrophic loss
— a large earthquake, when a significant amount
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of assets were destroyed not through an eco-
nomic transaction of exchange or transfer. This
loss must be recorded in the other changes in vol-
ume account, to account for the lower level of
assets than expected purely by looking at economic
events. A second way in which assets (and liabili-
ties) can change in value, other than as the result
of an economic transaction, is through a change in
price resulting in holding gains and losses in the
stock of assets held. This change is recorded in the
revaluation accounts. Allowing for these two extra
effects on the values of the stock of assets and liabil-
ities enables the closing balance sheet values to be
estimated as the opening position adjusted for the
changes in the flow accounts of the bottom row of
the figure.

Aggregates

The aggregates are composite values which meas-
ure the result of the activity of the total econ-
omy; for example, output, value added, disposable
income, final consumption, saving, capital forma-
tion, etc. Although the calculation of the aggregates
is not the sole purpose of the ESA, they are impor-
tant as summary indicators for purposes of macro-
economic analysis and comparisons over time and
space.

Two types of aggregates are distinguished:

(a) aggregates which refer directly to transac-
tions in the ESA 2010 system, such as the out-
put of goods and services, final consumption,
gross fixed capital formation, compensation of
employees, etc.;

=

aggregates which represent balancing items in
the accounts, such as GDP at market prices,
operating surplus of the total economy, GNI,
national disposable income, saving, current
external balance, and net worth of the total
economy (national wealth).

There are important uses for national accounts
measures per head of population. For broad aggre-
gates such as GDP or national income or house-
hold final consumption, the denominator com-
monly used is the total (resident) population.
When subsectoring the accounts or part of the
accounts of the households sector, data on the

number of households and the number of persons
belonging to each subsector are used.

GDP: a key aggregate

GDP is one of the key aggregates in the ESA. GDP
is a measure of the total economic activity taking
place on an economic territory which leads to out-
put meeting the final demands of the economy.
There are three ways of measuring GDP at market
prices:

(1) the production approach, as the sum of the
values added by all activities which produce
goods and services, plus taxes less subsidies on
products;

(2) the expenditure approach, as the total of all
final expenditures made in either consuming
the final output of the economy, or in adding to
wealth, plus exports less imports of goods and
services;

(3) the income approach, as the total of all incomes
earned in the process of producing goods and
services plus taxes on production and imports
less subsidies.

These three approaches to measuring GDP also
reflect the different ways in which GDP can be con-
sidered in terms of components. Value added can
be broken down by institutional sector, and by the
type of activity or industry which is contributing to
the total, e.g. agriculture, manufacturing, construc-
tion, services, etc.

Final expenditures can be broken down by type:
household expenditure, NPISH final expenditure,
government final expenditure, change in invento-
ries, fixed capital formation and exports, less the
cost of imports.

Total incomes earned can be broken down by type
of income — compensation of employment, and
operating surplus.

In order to achieve the best estimate of GDP,
it is good practice to feed the elements of these
three approaches into a supply and use frame-
work. This enables value added and income esti-
mates by industry to be reconciled, and supply
and demand for products to be balanced. This
integrated approach ensures consistency between
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the components of GDP, and a better estimate of Producing supply and use tables allows an exam-
the level of GDP than from only one of the three ination of consistency and coherence of national
approaches. By deducting consumption of fixed accounts components within a single detailed
capital from GDP, net domestic product at market framework and, by incorporating the components
prices (NDP) is obtained. of the three approaches to measuring GDP (i.e.

production, income and expenditure), enables a

. single estimate of GDP to be determined.
The input-output framework

When balanced in an integrated manner, supply

The input-output (I-O) framework brings together and use tables also provide coherence and consist-
components of Gross Value Added (GVA), indus- ency in linking the components of the following
try inputs and outputs, product supply and demand, three accounts:

and the composition of uses and resources across

institutional sectors for the economy. This frame- (1) goods and services account;

work breaks the economy down to display transac- () production account (by industry and by insti-

tions of all goods and services between industries .
tutional sector); and

and final consumers for a single period (for exam-
ple, a quarter or a year). Information may be pre- (3) generation of income account (by industry and
sented in two ways: by institutional sector).

@) supply and use tables; Symmetric input-output tables

(b) symmetric input-output tables.
Symmetric input-output tables are derived from

the data in supply and use tables and other addi-

Supply and use tables
tional sources to form the theoretical basis for sub-

Supply and use tables show the whole economy by sequent analyses.
industry (e.g. motor vehicles industry) and prod-
ucts (e.g. sports goods). The tables show links
between components of GVA, industry inputs and
outputs, and product supply and demand. Supply
and use tables link different institutional sectors of
the economy (e.g. public corporations) together
with detail of imports and exports of goods and

These tables contain symmetric (product by prod-
uct or industry by industry) tables, the Leontief
Inverse and other diagnostic analyses such as
output multipliers. These tables show separately
the consumption of domestically produced and
imported goods and services, providing a theoreti-
cal framework for further structural analysis of the
economy, including the composition as well as the
effect of changes in final demand on the economy.

services, government expenditure, household and
NPISHs expenditure and capital formation.
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CHAPTER 2

Units and groupings of units
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The economy of a country is a system whereby
institutions and people interact through exchanges
and transfers of goods, services and means of pay-
ment (e.g. money) for the production and con-
sumption of goods and services.

In the economy, the units interacting are economic
entities that are capable of owning assets, incurring
liabilities and engaging in economic activities and
in transactions with other entities. They are known
as institutional units.

Defining the units used in national accounts serves
various purposes. First, units are the essential build-
ing blocks in defining economies in geographical
terms, e.g. nations, regions, and nation groupings
such as monetary or political unions. Second, they
are the essential building blocks for grouping units
into institutional sectors. Third, they are essential
for defining which flows and stocks are recorded.
Transactions between various parts of the same
institutional unit are, in principle, not recorded in
the national accounts.

The units and groupings of units used in national
accounts shall be defined with reference to the
kind of economic analysis for which they are
intended, and not in terms of the types of unit usu-
ally employed in statistical inquiries. The latter
units (e.g. enterprises, holding companies, kind-
of-activity units, local units, government depart-
ments, non-profit institutions, households, etc.)
may not be satisfactory for the purposes of national
accounts, since they are based on criteria of a legal,
administrative or accounting nature.

Statisticians shall take into account the definitions
of units of analysis as laid down in the ESA 2010,
in order to ensure that, in the surveys in which
data are collected, all the elements of information
needed to compile data based on the units of anal-
ysis used in the ESA 2010 are gradually introduced.

A feature of the ESA 2010 system is the use of types
of unit corresponding to three ways of subdividing
the economy:

((1) to analyse flows and positions, it is essential
to select units which make it possible to study
behavioural relationships among economic
agents;

((2) to analyse the process of production, it is essen-
tial to select units that bring out relationships
of a technico-economic nature, or that reflect
local activities;

(3) to allow regional analyses, units that reflect
local kinds of activity are needed.

Institutional units are defined to meet the first
of these objectives. Behavioural relationships, as
described in point (1), require units reflecting all of
their institutional economic activity.

The production processes, technico-economic
relationships and regional analyses referred to in
points (2) and (3) require units such as local KAUs.
These units are described later in this chapter.

Before giving definitions of the units used in the
ESA 2010, it is necessary to define the limits of the
national economy.

The limits of the national economy

The units which constitute the economy of a coun-
try and whose flows and stocks are recorded in the
ESA 2010 are those which are resident. An insti-
tutional unit is resident in a country when it has
its centre of predominant economic interest in the
economic territory of that country. Such units are
known as resident units, irrespective of nationality,
legal form or presence on the economic territory at
the time they carry out a transaction.

Economic territory consists of the following:
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() the area (geographic territory) under the effec-
tive administration and economic control of a
single government;

(b) any free zones, including bonded warehouses
and factories under customs control;

(c) the national air-space, territorial waters and the
continental shelf lying in international waters,
over which the country enjoys exclusive rights;

(d) territorial enclaves, these being geographic ter-
ritories situated in the rest of the world and
used, under international treaties or agree-
ments between states, by general government
agencies of the country (such as embassies,
consulates, military bases, scientific bases, etc.);

(e) deposits of oil, natural gas, etc. in international
waters outside the continental shelf of the
country, worked by units resident in the terri-
tory as defined in points (a) to (d).

Fishing boats, other ships, floating platforms and
aircraft are treated in the ESA as mobile equipment,
whether owned and/or operated by units resident
in the country, or owned by non-residents and
operated by resident units. Transactions involv-
ing the ownership (gross fixed capital formation)
and use (renting, insurance, etc.) of mobile equip-
ment are attributed to the economy of the country
of which the owner and/or operator respectively
are residents. In cases of financial leasing, a change
of ownership is assumed.

Economic territory may be an area larger or smaller
than that defined above. An example of a larger
area is a currency union such as the European
Monetary Union; an example of a smaller area is a
part of a country such as a region.

Economic territory excludes extraterritorial
enclaves.

Also excluded are the parts of the country’s
own geographic territory used by the following
organisations:

(a) general government agencies of other countries;

(b) institutions and bodies of the European Union;
and

(c) international organisations under international
treaties between states.

The territories used by the institutions and bodies
of the European Union and international organi-
sations are separate economic territories. A feature
of such territories is that the only residents are the
institutions.

Centre of predominant economic interest indi-
cates that a location exists within the economic ter-
ritory of a country where a unit engages in eco-
nomic activities and transactions on a significant
scale, either indefinitely or over a finite but long
period of time (a year or more). The ownership of
land and buildings within the economic territory is
deemed to be sufficient for the owner to have a cen-
tre of predominant economic interest there.

Enterprises are almost always connected to only a
single economy. Taxation and other legal require-
ments tend to result in the use of a separate legal
entity for operations in each legal jurisdiction. In
addition, a separate institutional unit is identified
for statistical purposes where a single legal entity
has substantial operations in two or more territo-
ries (e.g. for branches, land ownership, and multi-
territory enterprises). As a result of splitting such
legal entities, the residence of each of the subse-
quently identified enterprises is clear. Centre of
predominant economic interest does not mean
that entities with substantial operations in two or
more territories should not be split.

In the absence of any physical dimension to an
enterprise, its residence is determined according to
the economic territory under whose laws the enter-
prise is incorporated or registered.

Units deemed to be residents of a country can be
subdivided into:

(a) units that are engaged in production, finance,
insurance or redistribution, in respect of all
their transactions except those relating to own-
ership of land and buildings;

(b) units which are principally engaged in con-
sumption, in respect of all their transactions
except those relating to ownership of land and
buildings;
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(c) all units in their capacity as owners of land and
buildings with the exception of owners of extra-
territorial enclaves which are part of the eco-
nomic territory of other countries or are inde-
pendent states.

For units other than households, in respect of all
their transactions except those relating to owner-
ship of land and buildings, the following two cases
may be distinguished:

(a) activity is conducted exclusively on the eco-
nomic territory of the country: units which
carry out such activity are resident units of the
country;

(b) activity is conducted for a year or more on the
economic territories of several countries: only
that part of the unit that has a centre of pre-
dominant economic interest in the economic
territory of the country is deemed to be a res-
ident unit of that country.

A resident institutional unit may be a notional resi-
dent unit, in respect of the activity conducted in the
country for a year or more by a unit which is resi-
dent in another country. When the activity is car-
ried on for less than a year, the activity remains part
of the activities of the producer institutional unit
and no separate institutional unit is recognised.
When the activity is insignificant, even though last-
ing longer than a year, and for the installation of
equipment abroad, no separate unit is recognised
and the activities are recorded as that of the pro-
ducing institutional unit.

Households, except in their capacity as owners of
land and buildings, are resident units of the eco-
nomic territory where they have a centre of pre-
dominant economic interest. They are resident
irrespective of periods spent abroad of less than
one year. They shall include, in particular, the
following:

(a) border workers, defined as people who cross
the frontier daily to work in a neighbouring
country;

(b) seasonal workers, defined as people who leave
the country for several months according to
season, but less than a year, to work in another
country;

Units and groupings of units F.

(c) tourists, patients, students, visiting officials,
businessmen, salesmen, artists and crew mem-
bers who travel abroad;

(d) locally recruited staff working in the extraterri-
torial enclaves of foreign governments;

(e) the staft of the institutions of the European
Union and of civilian or military international
organisations which have their headquarters in
extraterritorial enclaves;

(f) the official, civilian or military representa-
tives of the government of the country (includ-
ing their households) established in territorial
enclaves.

Students are always treated as residents, irrespec-
tive of the length of their studies abroad.

All units, in their capacity as owners of land and/or
buildings forming part of the economic territory,
are resident units or notional resident units of the
country in which that land or those buildings in
question are located.

The institutional units

Definition: an institutional unit is an economic
entity characterised by decision-making autonomy
in the exercise of its principal function. A resident
unit is regarded as constituting an institutional
unit in the economic territory where it has its cen-
tre of predominant economic interest if it has deci-
sion-making autonomy and either keeps a com-
plete set of accounts, or is able to compile a com-
plete set of accounts.

To have autonomy of decision in respect of its
principal function, an entity must be:

(a) entitled to own goods and assets in its own
right; it will be able to exchange the ownership
of goods and assets in transactions with other
institutional units;

(b) able to take economic decisions and engage in
economic activities for which it is responsible
and accountable at law;

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

able to draw up a complete set of accounts,
comprised of accounting records covering all
its transactions carried out during the account-
ing period, as well as a balance sheet of assets
and liabilities.

The following principles apply whenever an entity

does not possess the characteristics of an institu-
tional unit:

(@)

=

©

households are deemed to enjoy autonomy of
decision in respect of their principal function
and are, therefore, institutional units nonethe-
less, even though they do not keep a complete
set of accounts;

entities which do not keep a complete set of
accounts, and are not able to compile a com-
plete set of accounts if required to do so, are not
institutional units;

entities which, while keeping a complete set of
accounts, have no autonomy of decision, are
part of the units which control them;

entities do not need to publish accounts to be
an institutional unit;

entities forming part of a group of units
engaged in production and keeping a com-
plete set of accounts are deemed to be institu-
tional units even if they have partially surren-
dered their autonomy of decision to the central
body (the head office) responsible for the gen-
eral direction of the group; the head office itself
is deemed to be an institutional unit distinct
from the units which it controls;

quasi-corporations are entities which keep a
complete set of accounts and have no legal
status. They have an economic and financial
behaviour that is different from that of their
owners and similar to that of corporations.
They are deemed to have autonomy of deci-
sion and are considered as distinct institutional
units.

Head offices and holding companies

Head offices and holding companies are institu-
tional units. The two types are:
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(@) A head office is a unit that exercises managerial
control over its subsidiaries. Head offices are
allocated to the dominant non-financial corpo-
rations sector of their subsidiaries, unless all or
most of their subsidiaries are financial corpora-
tions, in which case they are treated as financial
auxiliaries (S.126) in the financial corporations
sector.

Where there is a mixture of non-financial and
financial subsidiaries, then the predominant
share-by-value-added determines the sector
classification.

Head offices are described under international
standard industrial classification of all eco-
nomic activities revision (ISIC Rev. 4), Section
M, class 7010 (NACE Rev. 2, M 70.10) as
follows:

This class includes the overseeing and man-
aging of other units of the company or enter-
prise; undertaking strategic or organisational
planning and decision-making role of the com-
pany or enterprise; exercising operational con-
trol and managing the day-to-day operation of
their related units.

(b) A holding company that holds the assets of sub-
sidiary corporations but does not undertake
any management activities is a captive financial
institution (S.127) and classified as a financial
corporation.

Holding companies are described under ISIC
Rev.4, Section K, class 6420 (NACE Rev. 2, K
64.20) as follows:

This class includes the activities of holding com-
panies, i.e. units that hold the assets (owning
controlling-levels of equity) of a group of sub-
sidiary corporations and whose principal activ-
ity is owning the group. The holding companies
in this class do not provide any other service to
the businesses in which the equity is held, i.e.
they do not administer or manage other units.

Groups of corporations
Large groups of corporations are created when a

parent controls several subsidiaries, which may
in turn control their own subsidiaries, and so on.
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Each member of the group is treated as a separate
institutional unit if it satisfies the definition of an
institutional unit.

An advantage of not treating groups of corpora-
tions as single institutional units is that groups are
not always stable over time, nor easily identifia-
ble in practice. It can be difficult to obtain data on
groups whose activities are not closely integrated.
Many groups are too large and heterogeneous to
be treated as single units, and their size and com-
position can change over time as a result of merg-
ers and takeovers.

Special purpose entities

A special purpose entity (SPE) or special purpose
vehicle (SPV) is usually a limited company or a
limited partnership, created to fulfil narrow, spe-
cific or temporary objectives and to isolate a finan-
cial risk, a specific taxation or a regulatory risk.

There is no common definition of an SPE, but the
following characteristics are typical:

(a) they have no employees and no non-financial
assets;

(b) they have little physical presence beyond a
‘brass plate’ or sign confirming their place of
registration;

(c) they are always related to another corporation,
often as a subsidiary;

d
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they are resident in a different territory from
the territory of residence of the related corpo-
rations. In the absence of any physical presence
an enterprise’s residence is determined accord-
ing to the economic territory under whose laws
the enterprise is incorporated or registered;

(e) they are managed by employees of another cor-
poration which may or may not be a related
one. The SPE pays fees for services provided to
itand in turn charges its parent or other related
corporation a fee to cover those costs. This is
the only production the SPE is involved in,
although it will often incur liabilities on behalf
of its owner and will usually receive investment
income and holding gains on the assets it holds.

Units and groupings of units F.

Whether a unit has all or none of these characteris-
tics, and whether it is described as an SPE or some
similar designation or not, it shall be treated in the
same way as any other institutional unit by being
allocated to sector and industry according to its
principal activity unless the SPE has no independ-
ent rights of action.

So captive financial institutions, artificial subsidi-
aries and special purpose units of general govern-
ment with no independence of action are allocated
to the sector of their controlling body. The excep-
tion occurs when they are non-resident, in which
case they are recognised separately from their con-
trolling body. But in the case of government, the
activities of the subsidiary shall be reflected in the
government accounts.

Captive financial institutions

A holding company that simply owns the assets of
subsidiaries is one example of a captive financial
institution. Examples of other units that are also
treated as captive financial institutions are units
with the characteristics of SPEs as described above,
including investment and pension funds and units
used for holding and managing wealth for individ-
uals or families, issuing debt securities on behalf
of related companies (such a company may be
called a conduit), and carrying out other financial
functions.

The degree of independence from its parent may
be demonstrated by exercising some substantive
control over its assets and liabilities to the extent
of carrying the risks and reaping the rewards asso-
ciated with the assets and liabilities. Such units are
classified in the financial corporations sector.

An entity of this type that cannot act indepen-
dently of its parent and is simply a passive holder of
assets and liabilities (sometimes described as being
on autopilot) is not treated as a separate institu-
tional unit unless it is resident in an economy dif-
ferent from that of its parent. If it is resident in the
same economy as its parent, it is treated as an ‘arti-

ficial subsidiary’ as described below.
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Artificial subsidiaries

A subsidiary, wholly owned by a parent corpora-
tion, may be created to provide services to the par-
ent corporation, or other corporations in the same
group, in order to avoid taxes, to minimise liabili-
ties in the event of bankruptcy, or to secure other
technical advantages under the tax or corporation
legislation in force in a particular country.

In general, such types of entities do not satisfy the
definition of an institutional unit because they lack
the ability to act independently from their par-
ent corporation and may be subject to restrictions
on their ability to hold or transact assets held on
their balance sheets. Their level of output and the
price they receive for it are determined by the par-
ent that (possibly with other corporations in the
same group) is their sole client. They are, thus,
not treated as separate institutional units, but are
treated as an integral part of the parent, and their
accounts are consolidated with those of the parent,
unless they are resident in an economic territory
different from that where the parent is resident.

A distinction must be made between artificial sub-
sidiaries as just described and a unit undertaking
only ancillary activities. Ancillary activities are lim-
ited in scope to the type of service functions that
virtually all enterprises need to some extent or
another such as cleaning premises, running the
staff payroll or providing the information technol-
ogy infrastructure for the enterprise (see Chapter 1,
paragraph 1.31).

Special purpose units of general
government

General government may also set up special pur-
pose units, with characteristics and functions simi-
lar to the captive financial institutions and artificial
subsidiaries. Such units do not have the power to
act independently and are restricted in the range of
transactions they can engage in. They do not carry
the risks and rewards associated with the assets and
liabilities they hold. Such units, if they are resident,
shall be treated as an integral part of general gov-
ernment and not as separate units. If they are non-
resident, they shall be treated as separate units.
Any transactions carried out by them abroad shall
be reflected in corresponding transactions with

government. Thus, a unit that borrows abroad is
then regarded as lending the same amount to gen-
eral government, and on the same terms, as the
original borrowing.

In summary, the accounts of SPEs with no inde-
pendent rights of action are consolidated with the
parent corporation, unless they are resident in a
different economy from that of the parent. There is
one exception to this general rule, and that is when
anon-resident SPE is set up by government.

Notional resident units shall be defined as:

(a) those parts of non-resident units which have
a centre of predominant economic interest
(being, in most cases, units which engage in
economic production for a year or more) on
the economic territory of the country;

(b) non-resident units in their capacity as owners
of land and/or buildings on the economic terri-
tory of the country, but only in respect of trans-
actions affecting such land or buildings.

Notional resident units, irrespective of only keep-
ing partial accounts and irrespective of autonomy
of decision, shall be treated as institutional units.

The following shall be considered as institutional
units:

(2) units that have autonomy of decision and a
complete set of accounts such as:
(1) private and public corporations;

(2) cooperatives or partnerships recognised as inde-
pendent legal entities;

(3) public producers which by virtue of special legisla-
tion are recognised as independent legal entities;

(4) non-profit institutions recognised as independent
legal entities; and

(5) agencies of general government;

=

units which have a complete set of accounts
and which are deemed to have autonomy of
decision despite not having separate incorpora-
tion from their parent: quasi-corporations;

(c) units which do not necessarily keep a complete
set of accounts, but which are deemed to have
autonomy of decision, namely:

(1) households;

(2) notional resident units.
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The institutional sectors institutional sectors, some of which are divided
into subsectors.

Macroeconomic analysis does not consider the

actions of each institutional unit separately — it Each sector and subsector groups together the
considers the aggregate activities of similar insti- institutional units which have a similar type of eco-
tutions. So units are combined into groups called nomic behaviour.

Table 2.1 — Sectors and subsectors

Sectors and subsectors Public National Foreign
private controlled
Non-financial corporations S S.11001 $.11002 S.11003
Financial corporations S12
Central bank S.121
Monetary Other monetary Deposit-taking corporations
financial financial except the central bank 5122 S12201 512202 512203
institutions (MFIS)  institutions
(OMFI) Money market funds (MMFs) ~ S.123 512301 512302 512303
Financial Non-MMF investment funds S.124 512401 5.12402 $.12403
corporations - o .
except MFls Other ﬁnAanoaI |nterm§dlar|es, except insurance 125 512501 12502 12503
corporations and pension funds
and Insurance
corporations and  Financial auxiliaries S.126 S.12601 $.12602 S.12603
pension funds
(ICPFs) Captive financial institutions and money lenders S.127 S.12701 S.12702 S.12703
Pr Insurance corporations (IC) S.128 S$.12801 $.12802 S$.12803
S
Pension funds (PF) S.129 S.12901 $.12902 $.12903
General government SI13
Central government (excluding social security funds) SI1311
State government (excluding social security funds) S.1312
Local government (excluding social security funds) S1313
Social security funds S.1314
Households S.14
Employers and own-account workers S.141+45.142
Employees S.143
Recipients of property and transfer income S.144
Recipients of property income S.1441
Recipients of pensions S.1442
Recipients of other transfers S.1443
Non-profit institutions serving households S.15
Rest of the world S.2

Member States and institutions and bodies of the European Union  S.21
Member States of the European Union S.211
Institutions and bodies of the European Union S212

Non-member countries and international organisations non-

resident in the European Union 522
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Diagram 2.1 — Allocation of units to sectors

Is the unit controlled by

government?
No Yes
NPISH General
government
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s the unit resident? No
Yes
Is the unit a household? Yes
No
Is the unit a non-market producer?
No

Households

Does the unit produce financial services?

Non-financial
corporations

Financial corporations

Is the unit controlled by
general government?

Is the unit controlled by
general government?

Yes No No Yes
Public non- Private non- Private Public
financial financial financial financial
corporations corporations corporations corporations
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The institutional units are grouped into sectors (d) government control of key committees in the
on the basis of the type of producer they are and entity;

depending on their principal activity and function,

which are considered to be indicative of their eco- () government possession of a golden share;

nomic behaviour.

(f) special regulations;
Diagram 2.1 shows how units are allocated to the
main sectors. In order to determine the sector of a (g) government as a dominant customer;
unit which is resident and not a household, accord-

. . o . h) borrowing from government.
ing to the diagram, it is necessary to determine ) & 8

whether it is controlled by general government or A single indicator may be sufficient to establish
not, and whether it is a market or a non-market control, but, in other cases, a number of separate
producer. indicators may collectively indicate control.

Control over a financial or non-financial corpo-
ration shall be defined as the ability to determine
general corporate policy, for example by choosing
appropriate directors if necessary.

For non-profit institutions recognised as inde-
pendent legal entities, the five indicators of control
to be considered are:

. o . . a) the appointment of officers;
A single institutional unit (another corporation, @ PP

a household, a non-profit institution or a govern-

) ) (b) the provisions of enabling instruments;
ment unit) secures control over a corporation or

quasi-corporation by owning more than half the () contractual agreements;

voting shares or otherwise controlling more than

half the shareholders’ voting power. (d) the degree of financing;

In order to control more than half the shareholders’ (¢) the degree of government risk exposure.

voting power, an institutional unit need not own
any of the voting shares itself. A given corporation,
corporation C, could be a subsidiary of another
corporation B in which a third corporation A owns
a majority of the voting shares. Corporation C is
said to be subsidiary of corporation B when either
corporation B controls more than half of the share-
holders’ voting power in corporation C or cor-

poration B is a shareholder in C with the right to between the general government sector and the
corporations sector, depends on the criteria set out

in paragraph 1.37.

As with corporations, a single indicator may be
sufficient to establish control in some cases, but, in
other cases, a number of separate indicators may
collectively indicate control.

Differentiating between market and non-mar-
ket, and so for public sector entities classification

appoint or remove a majority of the directors of C.

General government secures control over a corpo-

ration as a result of special legislation, decree or reg- A sector shall be divided into subsectors according
ulation which empowers the government to deter- to the criteria relevant to that sector; for example
mine corporate policy. The following indicators are government can be split into central, state and local
the main factors to consider in deciding whether a government and social security funds. This permits
corporation is controlled by government: a more precise description of the economic behav-

iour of the units.
(a) government ownership of the majority of the

voting interest; The accounts for sectors and subsectors record all

the activities, whether principal or secondary, of

(b) government control of the board or governing the institutional units covered by the appropriate
body; sector.

(c) government control of the appointment and Each institutional unit belongs to only one sector
removal of key personnel; or subsector.
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When the principal function of the institutional
unit is to produce goods and services, the type of
producer must be decided first, in order to allocate
it to a sector.

Table 2.2 shows the type of producer and the prin-
cipal activities and functions that are characteristic

of each sector:

Table 2.2 — Type of producer and principal activities and functions classified by sector

Type of producer Principal activity and function

Sector

Market producer Production of market goods and non-financial services
Financial intermediation including insurance

Market producer 0 . L
P Augxiliary financial activities

Production and supply of non-market output for collective and
Public non-market producer  individual consumption, and carrying out transactions intended to
redistribute national income and wealth

Market producer or private
producer for own final use

Consumption
Production of market output and output for own final use

Private non-market producer Production and supply of non-market output for individual

Non-financial corporations
(S1)

Financial corporations (5.12)

General government (S.13)

Households (5.14)
As consumers
As entrepreneurs

Non-profit institutions

consumption

The rest of the world (S.2) sector refers to flows and
positions between resident units and non-resident
units — the non-resident units are not character-
ised by similar objectives and types of behaviour,
but are only recognised through their flows and
positions with resident units.

Non-financial corporations (S.11)

Definition: the non-financial corporations sec-
tor (S.11) consists of institutional units which are
independent legal entities and market producers,
and whose principal activity is the production of
goods and non-financial services. The non-finan-
cial corporations sector also includes non-financial
quasi-corporations (see paragraph 2.13(f)).

The institutional units covered are the following:

(a) private and public corporations which are mar-
ket producers principally engaged in the pro-
duction of goods and non-financial services;

(b) cooperatives and partnerships recognised as
independent legal entities which are market
producers principally engaged in the produc-
tion of goods and non-financial services;

(c) public producers which are recognised as inde-
pendent legal entities and which are market

serving households (S.15)

producers principally engaged in the produc-
tion of goods and non-financial services;

(d) non-profit institutions or associations serving
non-financial corporations, which are recog-
nised as independent legal entities and which
are market producers principally engaged in
the production of goods and non-financial
services;

(e) head offices controlling a group of corporations
which are market producers, where the pre-
ponderant type of activity of the group of cor-
porations as a whole - measured on the basis of
value added — is the production of goods and
non-financial services;

(f) SPEswhose principal activity is the provision of
goods or non-financial services;

(g) private and public quasi-corporations which
are market producers principally engaged in
the production of goods and non-financial
services.

Non-financial quasi-corporations are all entities
which are market producers principally engaged in
the production of goods and non-financial services
and which meet the conditions qualifying them
as quasi-corporations (see point (f) of paragraph
2.13).
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Non-financial ~quasi-corporations must keep National private non-financial corporations

enough information to enable a complete set of (5.11002)

accounts to be drawn up, and are operated as if

they were corporations. The de facto relation- Definition: the national private non-financial cor-

ship to their owner is that of a corporation to its porations subsector consists of all non-financial

shareholders. corporations, quasi-corporations and non-profit
institutions which are recognised as independent

Non-financial quasi-corporations owned by house- legal entities and which are market producers, that

holds, government units or non-profit institutions are not controlled by government or by non-resi-

are grouped with non-financial corporations in the dent institutional units.

non-financial corporations sector, and not in the

. This subsector includes corporate and quasi-cor-
sector of their owner.

porate direct foreign investment units not classi-
fied in the foreign controlled non-financial corpo-

The existence of a complete set of accounts, includ- rations subsector (S.11003).

ing balance sheets, is not a sufficient condition for
market producers to be treated as institutional
units such as quasi-corporations. Partnerships and Foreign controlled non-financial corporations
public producers, other than those included under (5.11003)

points (a), (b), (c) and (f) of paragraph 2.46 and sole
proprietorships — even if they keep a complete set
of accounts — are in general not distinct institu-
tional units because they do not enjoy autonomy of
decision, their management being under the con-

Definition: the foreign controlled non-financial
corporations subsector consists of all non-financial
corporations and quasi-corporations that are con-
trolled by non-resident institutional units.

trol of the households, non-profit institutions or This subsector includes:
governments which own them.

(a) all subsidiaries of non-resident corporations;
Non-financial corporations include notional resi-

dent units which are treated as quasi-corporations. (b) all corporations controlled by a non-resident
institutional unit that is not itself a corporation;
The non-financial corporations sector is divided for example, a corporation which is controlled
into three subsectors: by a foreign government. It includes corpo-
rations controlled by a group of non-resident
(a) public non-financial corporations (5.11001); units acting in concert;
(b) national private non-financial corporations (c) all branches or other unincorporated agen-
(5.11002); cies of non-resident corporations or unincor-
porated producers which are notional resident
(c) foreign controlled non-financial corporations units.
(5.11003).

. . . Financial corporations (S.12)
Public non-financial corporations (S.11001)

Definition: the financial corporations sector (S.12)

Definition: the public non-financial corporations consists of institutional units which are independ-
subsector consists of all non-financial corpora- ent legal entities and market producers, and whose
tions, quasi-corporations and non-profit institu- principal activity is the production of financial ser-
tions, recognised as independent legal entities, that vices. Such institutional units comprise all corpo-
are market producers and are subject to control by rations and quasi-corporations which are princi-
government units. pally engaged in:

Public quasi-corporations are quasi-corporations (a) financial intermediation (financial intermedi-
owned directly by government units. aries); and/or
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(b) auxiliary  financial  activities  (financial
auxiliaries).

Also included are institutional units provid-
ing financial services, where most of either their
assets or their liabilities are not transacted on open
markets.

Financial intermediation is the activity in which
an institutional unit acquires financial assets and
incurs liabilities on its own account by engaging
in financial transactions on the market. The assets
and liabilities of financial intermediaries are trans-
formed or repackaged in relation to, for example,
maturity, scale, risk, etc. in the financial intermedi-
ation process.

Auxiliary financial activities are activities related to
financial intermediation but which do not involve
financial intermediation themselves.

Financial intermediaries

The financial intermediation process channels
funds between third parties with a surplus and
those with a lack of funds. A financial intermediary
does not only act as an agent for other institutional
units, but places itself at risk by acquiring financial
assets and incurring liabilities on its own account.

In the financial intermediation process, all catego-
ries of liabilities may be involved with the excep-
tion of the liability category of other accounts pay-
able (AF.8). The financial assets involved in the
financial intermediation process may be classified
in any category with the exception of the category
of insurance, pension and standardised guarantee
schemes (AF.6) but including the other accounts
receivable category. Financial intermediaries may
invest their funds in non-financial assets includ-
ing real estate. In order to be considered a financial
intermediary, a corporation should incur liabili-
ties on the market and transform funds. Real estate
corporations are not financial intermediaries.

The function of insurance corporations and pen-
sion funds consists of the pooling of risks. The lia-
bilities of such institutions are insurance, pension
and standardised guarantee schemes (AF.6). The
counterparts of liabilities are investments by the
insurance corporations and pension funds, acting
as financial intermediaries.

Investment funds, hereinafter referred to as money
market funds (MMFs) and non-money mar-
ket funds (non-MMFs), primarily incur liabil-
ities through the issue of investment fund shares
or units (AF.52). They transform such funds
by acquiring financial assets and/or real estate.
Investment funds are classified as financial inter-
mediaries. Any change in the value of their assets
and liabilities other than their own shares is
reflected in their own funds (see paragraph 7.07).
Given that the amount of own funds equals the
value of the investment fund’s shares or units, any
change in the value of the fund’s assets and liabil-
ities will be reflected in the market value of such
shares or units. Investment funds investing in real
estate are financial intermediaries.

Financial intermediation is limited to acquiring
assets and incurring liabilities with the general
public or specified and relatively large sub-groups
thereof. Where the activity is limited to small
groups of persons or families, no financial inter-
mediation takes place.

Exceptions to the general limitation of financial
intermediation to financial transactions on the
market may exist. Examples are municipal credit
and savings banks which rely on the munici-
pality involved, or financial lease corporations
that depend on a parent group of companies for
acquiring funds or investing funds. Their lend-
ing or their acceptance of savings shall be inde-
pendent of the municipality involved or the parent
group, respectively, in classifying them as financial
intermediaries.

Financial auxiliaries

Auxiliary financial activities comprise auxil-
iary activities for realising transactions in finan-
cial assets and liabilities or the transformation
or repackaging of funds. Financial auxiliaries do
not put themselves at risk by acquiring financial
assets or incurring liabilities. They facilitate finan-
cial intermediation. Head offices, all or most of the
subsidiaries of which are financial corporations,
are financial auxiliaries.
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Other financial corporations other than financial
intermediaries and financial auxiliaries are insti-
tutional units providing financial services, where
most of either their assets or their liabilities are not
transacted on open markets.

Institutional units included in the financial
corporations sector

The institutional units included in the financial
corporations sector (S.12) are the following:

(a) private or public corporations which are prin-
cipally engaged in financial intermediation
and/or in auxiliary financial activities;

(b

=

cooperatives and partnerships recognised as
independent legal entities which are principally
engaged in financial intermediation and/or in
auxiliary financial activities;

(c) public producers recognised as legal enti-
ties, which are principally engaged in finan-
cial intermediation and/or in auxiliary finan-
cial activities;

d

=

non-profit institutions recognised as legal enti-
ties which are principally engaged in finan-
cial intermediation and/or in auxiliary finan-
cial activities, or which are serving financial
corporations;

(e) head offices when all or most of their subsidi-
aries are, as financial corporations, principally
engaged in financial intermediation and/or
financial auxiliary activities. These head offices
are classified as financial auxiliaries (S.126);

(f) holding companies, where the main role is the
holding of assets of a group of subsidiary cor-
porations. The make-up of the group can be
financial or non-financial — this does not affect
the classification of holding companies as cap-
tive financial institutions (S.127);

(g) SPEs whose principal activity is the provision of
financial services;

(h) unincorporated investment funds compris-
ing investment portfolios owned by the group
of participants, and whose management is

Units and groupings of units F.

undertaken, in general, by other financial
corporations. Such funds are institutional
units, separate from the managing financial
corporation;

(i) unincorporated units principally engaged in
financial intermediation and subject to regula-
tion and supervision (in most cases classified as
deposit-taking corporations except the central
bank, insurance corporations or pension funds)
are deemed to enjoy autonomy of decision and
to have autonomous management independ-
ent of their owners; their economic and finan-
cial behaviour is similar to that of financial cor-
porations. In this case they are treated as sepa-
rate institutional units. Examples are branches
of non-resident financial corporations.

Subsectors of financial corporations

The financial corporations sector is subdivided into
the following subsectors:

(a) central bank (S.121);

(b) deposit-taking corporations except the central
bank (S.122);

(c) money market funds (MMFs) (S.123);
(d) non-MMTF investment funds (S.124);

(e) other financial intermediaries, except insur-
ance corporations and pension funds (S.125);

(f) financial auxiliaries (S.126);

(g) captive financial institutions and money lend-
ers (S.127);

(h) insurance corporations (S.128); and

(i) pension funds (S.129).

Combining subsectors of financial corporations

Monetary financial institutions (MFIs) as defined
by the ECB consist of all institutional units included
in the central bank (S.121), deposit-taking corpo-
rations except the central bank (S.122) and MMF
(S.123) subsectors.

Other monetary financial institutions consist of
those financial intermediaries through which the
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effects of the monetary policy of the central bank
(S.121) are transmitted to the other entities of the
economy. They are deposit-taking corporations
except the central bank (S.122) and MMF (S.123).

Financial intermediaries dealing with the pool-
ing of risks are insurance corporations and pen-
sions funds (ICPF). They consist of the insurance
corporations (S.128) and pension funds (S.129)
subsectors.

Financial corporations except MFI and ICPF con-
sist of the non-MMF investment funds (S.124),
other financial intermediaries, except insurance
corporations and pension funds (S.125), financial
auxiliaries (5.126) and captive financial institutions

Subdividing subsectors of financial corporations
into public, national private and foreign controlled
financial corporations

With the exception of subsector S.121, each sub-
sector is further subdivided into:

(a) public financial corporations;

(b) national private financial corporations; and

(o) foreign controlled financial corporations.

The criteria for this subdivision are the same as for
non-financial corporations (see paragraphs 2.51 to

and money lenders (S.127) subsectors. 2.54).
Table 2.3 — Financial corporations sector and its subsectors
Sectors and subsectors Public National Foreign
private  controlled
Financial corporations SI12
Central bank SI121
i Deposit-taking
mgﬂiﬁ%??&?ﬁlal Other monetary financial ~ corporations except the 5122 512201 512202 512203
institutions (OMFI) central bank
MMF S.123 $.12301 $.12302 S.12303
Non-MMF investment funds S.124 S.12401 S.12402 S.12403
Other financial intermediaries, except insurance
Financial corporations  corporations and pension funds S125 S12501  S12502 512503
except MFl and ICPF
Financial auxiliaries S.126 S.12601 S.12602 S.12603
Captive financial institutions and money lenders Sa127 S.12701 S.12702 S.12703
Insurance corporations ~ Insurance corporations (IC) 5.128 512801 512802 5.12803
and pension funds (ICPFS) - pension funds (PF) 5129 $12901 512902 512903

Central bank (5.121)

(b) central monetary agencies of essentially pub-

Definition: the central bank subsector (S.121) con-
sists of all financial corporations and quasi-corpo-
rations whose principal function is to issue cur-
rency, to maintain the internal and external value
of the currency and to hold all or part of the inter-
national reserves of the country.

The following financial intermediaries are classi-
fied in subsector S.121:

(a) the national central bank, including when it is
part of a European system of central banks;

lic origin (e.g. agencies managing foreign
exchange or issuing currency) which keep a
complete set of accounts and enjoy autonomy
of decision in relation to central government.
When these activities are performed either
within central government or within the cen-
tral bank, no separate institutional units exist.

Subsector S.121 does not include agencies and bod-
ies, other than the central bank, which regulate or
supervise financial corporations or financial mar-
kets. They are classified in subsector S.126.
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Deposit-taking corporations except the central bank (b) municipal credit institutions.

S.122
( ) Otherwise, financial intermediaries are classified in

. . . subsector S.124.
Definition: the deposit-taking corporations except

the ce.ntral bank .subsector (S.122') 1nclude? all Subsector S.122 does not include:
financial corporations and quasi-corporations,
except those classified in the central bank and in the
MMEF subsectors, which are principally engaged in
financial intermediation and whose business is to
receive deposits and/or close substitutes for deposits

from institutional units, hence not only from MFIs,

(a) head offices which oversee and manage other
units of a group consisting predominantly of
deposit-taking corporations except the central
bank, but which are not deposit-taking corpo-

rations. Such head offices are classified in sub-
and, for their own account, to grant loans and/or to sector S.126;

make investments in securities.
(b) non-profit institutions recognised as independ-

Deposit-taking - corporations except the cen- ent legal entities serving deposit-taking corpo-
tral bank cannot be described simply as ‘banks’, rations, but not engaged in financial interme-
because they may include some financial corpora- diation. They are classified in subsector S.126;
tions which do not call themselves banks, or some and

financial corporations which are not permitted to

do so in some countries, while some other finan- (c) electronic money institutions not principally
cial corporations describing themselves as banks engaged in financial intermediation.

may not in fact be deposit-taking corporations. The
following financial intermediaries are classified in MMEF (S.123)
sub-sector S.122:

Definition: the MMF subsector (S.123) consists of

a) commercial banks, ‘universal’ banks, ‘all-pur- . . . .
@) ’ > p all financial corporations and quasi-corporations,

pose’ banks; except those classified in the central bank and in
(b) savings banks (including trustee savings banks tl_le credit 1nst1tu.t10ns sul?sec.tors, Whl_Ch. are prin-
and savings banks and loan associations); c1p§lly eI'lgage?d in ﬁnanc1al intermediation. Th§1r
business is to issue investment fund shares or units
(0) post office giro institutions, post banks, giro as close substitutes for deposits from institutional
banks; units, and, for their own account, to make invest-
ments primarily in money market fund shares/

(d) rural credit banks, agricultural credit banks; units, short-term debt securities, and/or deposits.
(e) Cooperative credit banks, credit unions; The fOHOWiIlg financial intermediaries are classi-
fied in subsector S.123: investment funds includ-
(f) specialised banks (e.g. merchant banks, issuing ing investment trusts, unit trusts and other collec-
houses, private banks); and tive investment schemes whose shares or units are

close substitutes for deposits.
(g) electronic money institutions principally

engaged in financial intermediation. Subsector S.123 does not include:
The following financial intermediaries are classi- (a) head offices which oversee and manage a group
fied in subsector S.122 where it is their business to consisting predominantly of MMFs, but which
receive repayable funds from the public, whether are not MMFs themselves. They are classified in
in the form of deposits or in other forms such as subsector S.126;

the continuing issue of long-term debt securities:
(b) non-profit institutions recognised as inde-

(a) corporations engaged in granting mortgages pendent legal entities serving MMFs, but not
(including building societies, mortgage banks engaged in financial intermediation. They are
and mortgage credit institutions); classified in subsector S.126.
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Non-MMF investment funds (S.124)

Definition: the non-MMF investment funds sub-
sector (S.124) consists of all collective investment
schemes, except those classified in the MMF sub-
sector, which are principally engaged in financial
intermediation. Their business is to issue invest-
ment fund shares or units which are not close sub-
stitutes for deposits, and, on their own account,
to make investments primarily in financial assets
other than short-term financial assets and in non-
financial assets (usually real estate).

Non-MMF investment funds cover investment
trusts, unit trusts and other collective investment
schemes whose investment fund shares or units are
not seen as close substitutes for deposits.

The following financial intermediaries are classi-
fied in subsector S.124:

(a) open-ended investment funds whose invest-
ment fund shares or units are, at the request of
the holders, repurchased or redeemed directly
or indirectly out of the undertaking’s assets;

closed-ended investment funds with a fixed
share capital, where investors entering or leav-
ing the fund must buy or sell existing shares;

=

(c) real estate investment funds;

(d) investment funds investing in other funds
(‘funds of funds’);

(e) hedge funds covering a range of collective
investment schemes, involving high minimum
investments, light regulation, and a range of
investment strategies.

Subsector S.124 does not include:

(a) pension funds which are part of the pension
funds subsector;

(b) special purpose government funds, called sov-
ereign wealth funds. A special purpose gov-
ernment fund is classified as captive financial
institution if it is a financial corporation. The
classification of a ‘special purpose government
fund’ either as part of general government sec-
tor or as part of the financial corporation sec-
tor shall be determined according to the criteria

concerning special purpose units of general
government set out in paragraph 2.27;

(c) head offices which oversee and manage a group
consisting predominantly of non-MMF invest-
ment funds, but which are not investment
funds themselves. They are classified in subsec-
tor S.126;

(d) non-profit institutions recognised as independ-
ent legal entities serving non-MMF investment
funds, but not engaged in financial intermedia-
tion. They are classified in subsector S.126.

Other financial intermediaries, except insurance
corporations and pension funds (S.125)

Definition: the other financial intermediaries,
except insurance corporations and pension funds
subsector (S.125) consists of all financial corpora-
tions and quasi-corporations which are principally
engaged in financial intermediation by incurring
liabilities in forms other than currency, deposits,
or investment fund shares, or in relation to insur-
ance, pension and standardised guarantee schemes
from institutional units.

Subsector S.125 includes financial intermediar-
ies predominantly engaged in long-term financ-
ing. In most cases, this predominant maturity dis-
tinguishes that subsector from the OMFI subsec-
tors (S.122 and S.123). Based on the non-existence
of liabilities in the form of investment fund shares
which are not seen as close substitutes for depos-
its or insurance, pension and standardised guar-
antee schemes, the borderline with the non-MMF
investment funds (S.124), the insurance corpora-
tions (S.128), and the pension funds (S.129) sub-
sectors can be determined.

The other financial intermediaries, except insur-
ance corporations and pension funds subsector
(S.125) is further subdivided into subsectors con-
sisting of financial vehicle corporations engaged
in securitisation transactions (FVC), security and
derivative dealers, financial corporations engaged
in lending, and specialised financial corporations.
This is shown in Table 2.4.
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Table 2.4 —Other financial intermediaries, except (¢) financial intermediaries which acquire deposits
insurance corporations and pension funds and/or close substitutes for deposits, or incur
subsector (5.125) and its subdivisions loans vis-a-vis monetary financial institutions

only; these financial intermediaries cover also
Other financial intermediaries, except insurance central counterparty clearing houses (CCPs)
corporations and pension funds carrying out inter-MFI repurchase agreement

. . . X X . transactions.
Financial vehicle corporations engaged in securitisation

transactions (FVC); Head offices which oversee and manage a group of

Security and derivative dealers; subsidiaries principally engaged in financial inter-
mediation and/or in auxiliary financial activities

Financial corporations engaged in lending; and : ]
are classified in subsector S.126.

Specialised financial corporations

Subsector S.125 does not include non-profit insti- Financial auxiliaries (S.126)

tutions recognised as independent legal entities
serving other financial intermediaries, but not
engaged in financial intermediation. They are clas-
sified in subsector S.126.

Definition: the financial auxiliaries subsector
(S5.126) consists of all financial corporations and
quasi-corporations which are principally engaged
in activities closely related to financial intermedi-

. . . . . ation but which are not financial intermediaries
Financial vehicle corporations engaged in

securitisation transactions (FVC)

themselves.

The following financial corporations and quasi-

Definition: financial vehicle corporations engaged corporations are classified in subsector S.126:

in securitisation transactions (FVC) are undertak-

ings carrying out securitisation transactions. FVC (a) insurance brokers, salvage and average admin-
that satisfy the criteria of an institutional unit are istrators, insurance and pension consultants,
classified in S.125, otherwise they are treated as an etc;

integral part of the parent. . )
(b) loan brokers, securities brokers, investment

. .. . advisers, etc.;
Security and derivative dealers, financial

corporations engaged in lending and specialised (c) flotation corporations that manage the issue of
financial corporations securities;
Security and derivative dealers (on own account) (d) corporations whose principal function is to
are financial intermediaries on own account. guarantee, by endorsement, bills and similar
instruments;
Financial corporations engaged in lending include
for example financial intermediaries engaged in: () corporations which arrange derivative and
hedging instruments, such as swaps, options
(a) financial leasing; and futures (without issuing them);
(b) hire purchase and the provision of personal or (f) corporations providing infrastructure for
commercial finance; or financial markets;
(¢) factoring. (g) central supervisory authorities of financial
intermediaries and financial markets when they
Specialised financial corporations are financial are separate institutional units;

intermediaries, for example:
(h

R’

managers of pension funds, mutual funds, etc.;

(a) venture and development capital companies;
(i) corporations providing stock exchange and

(b) export/import financing companies; or insurance exchange;
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(j) non-profit institutions recognised as independ-
ent legal entities serving financial corporations,
but not engaged in financial intermediation
(see point (d) of paragraph 2.46);

(k) payment institutions (facilitating payments
between buyer and seller).

Subsector S.126 also includes head offices whose
subsidiaries are all or mostly financial corporations.

Captive financial institutions and money lenders
(5.127)

Definition: the captive financial institutions and
money lenders subsector (S.127) consists of all
financial corporations and quasi-corporations
which are neither engaged in financial intermedi-
ation nor in providing financial auxiliary services,
and where most of either their assets or their liabil-
ities are not transacted on open markets.

In particular, the following financial corporations
and quasi-corporations are classified in subsector
S.127:

(a) units as legal entities such as trusts, estates,
agencies accounts or ‘brass plate’ companies;

(b) holding companies that hold controlling-lev-
els of equity of a group of subsidiary corpora-
tions and whose principal activity is owning
the group without providing any other service
to the businesses in which the equity is held,
that is, they do not administer or manage other
units;

(c) SPEs that qualify as institutional units and raise
funds in open markets to be used by their par-
ent corporation;

(d) units which provide financial services exclu-
sively with own funds, or funds provided by a
sponsor, toarange of clients and incur the finan-
cial risk of the debtor defaulting. Examples are
money lenders, corporations engaged in lend-
ing to students or for foreign trade from funds
received from a sponsor such as a government
unit or a non-profit institution, and pawnshops
that predominantly engage in lending;

(e) special purpose government funds, usually
called sovereign wealth funds, if classified as
financial corporations.

Insurance corporations (5.128)

Definition: the insurance corporations subsector
(S.128) consists of all financial corporations and
quasi-corporations which are principally engaged
in financial intermediation as a consequence of the
pooling of risks mainly in the form of direct insur-
ance or reinsurance (see paragraph 2.59).

Insurance corporations provide services of:

(a) life and non-life insurance to individual units
or groups of units;

(b) reinsurance to other insurance corporations.

Services of non-life insurance corporations may
be provided in the form of insurance against the
following:

(a) fire (e.g. commercial and private property);
(b) liability (casualty);
() motor (own damage and third party liability);

(d) marine, aviation and transport (including
energy risks);

(e) accident and health; or

(f) financial insurance (provision of guarantees or
surety bonds).

Financial insurance or credit insurance corpora-
tions, also called guarantee banks, provide guar-
antees or surety bonds to back securitisation and
other credit products.

Insurance corporations are mainly incorporated
or mutual entities. Incorporated entities are owned
by shareholders and many are listed on stock
exchanges. Mutuals are owned by their policyhold-
ers and return their profits to the ‘with profits’ or
‘participating’ policyholders through dividends or
bonuses. ‘Captive’ insurers are normally owned by
a non-financial corporation and mostly insure the
risks of their shareholders.
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Box 2.1 — Types of insurance

Type of insurance Sector/subsector

Life insurance
Policyholder makes regular or one-off payments to an insurer in return for which
the insurer guarantees to provide the policyholder with an agreed sum, or an
annuity, at a given date or earlier.

Insurance corporations
Direct insurance

Non-life insurance

) } . ) ) Insurance corporations
Insurance to cover risks like accidents, sickness, fire, credit, etc. P

Insurance bought by an insurer to protect himself against an unexpectedly large

Reinsurance ) . !
number of claims or exceptionally heavy claims.

Insurance corporations
Social security
The participants are obliged by general
government to insure against certain social
risks.

Social security pensions

Social security funds
Other social security

Social insurance  Employment related social insurance other

than social security
Employers can make it a condition of
employment that employees insure against
certain social risks.

Employment related pensions .
ploy P Sector of employer, insurance

] corporations and pension
Other employment related social - funds or non-profit institutions

Insurance serving households

Subsector S.128 does not include: a complete set of accounts. Non-autonomous pen-
sion funds are not institutional units and remain

(a) institutional units which fulfil each of the two part of the institutional unit that sets them up.

criteria listed in paragraph 2.117. They are clas-
sified in sub-sector S.1314; Examples of participants in pension fund schemes
include employees of a single enterprise or a group
of enterprises, employees of a branch or industry,
and persons having the same profession. The bene-

fits included in the insurance contract can be:

(b) head offices which oversee and manage a group
consisting predominantly of insurance corpo-
rations, but which are not insurance corpora-
tions themselves. They are classified in sub-sec-

tor S.126; (a) paid after the death of the insured to the

widow(er) and children;

(¢) non-profit institutions recognised as independ-
ent legal entities serving insurance corpora- (b) paid after retirement; or
tions, but not engaged in financial intermedia-

tion. They are classified in subsector S.126. () paid after the insured becomes disabled.

In some countries, all those types of risks can be
insured by life insurance corporations as well as
through pension funds. In other countries, it is

Pension funds (S.129)
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Definition: the pension funds subsector (S.129)
consists of all financial corporations and quasi-cor-
porations which are principally engaged in finan-
cial intermediation as the consequence of the pool-
ing of social risks and needs of the insured persons
(social insurance). Pension funds as social insur-
ance schemes provide income in retirement, and
often benefits for death and disability.

Subsector S.129 consists of only those social insur-
ance pension funds that are institutional units sep-
arate from the units that create them. Such auton-
omous funds have autonomy of decision and keep

required that some of those classes of risks are
insured through life insurance corporations. In
contrast to life insurance corporations, pension
funds are restricted by law to specified groups of
employees and self-employed.

Pension fund schemes may be organised by
employers or by general government. They may
also be organised by insurance corporations on
behalf of employees; or separate institutional units
may be established to hold and manage the assets
to be used to meet the pension entitlements and to
distribute the pensions.
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Subsector S.129 does not include:

(a) institutional units which fulfil each of the two
criteria listed in paragraph 2.117. They are clas-
sified in subsector S.1314;

(b) head offices which oversee and manage a group
consisting predominantly of pension funds, but
which are not pension funds themselves. They
are classified in subsector S.126;

(c) non-profit institutions recognised as independ-
ent legal entities serving pension funds, but not
engaged in financial intermediation. They are
classified in subsector S.126.

General government (5.13)

Definition: the general government sector (S.13)
consists of institutional units which are non-mar-
ket producers whose output is intended for individ-
ual and collective consumption, and are financed
by compulsory payments made by units belonging
to other sectors, and institutional units principally
engaged in the redistribution of national income
and wealth.

The institutional units included in sector S.13 are
for example the following:

(a) general government units which exist through
a legal process to have judicial authority over
other units in the economic territory, and
administer and finance a group of activi-
ties, principally providing non-market goods
and services, intended for the benefit of the
community;

(b) a corporation or quasi-corporation which is a
government unit, if its output is mainly non-
market and a government unit controls it;

(c) non-profit institutions recognised as inde-
pendent legal entities which are non-market
producers and which are controlled by general
government;

(d) autonomous pension funds, where there is a
legal obligation to contribute, and where gen-
eral government manages the funds with
respect to the settlement and approval of con-
tributions and benefits.

The general government sector is divided into four
subsectors:

(a) central government (excluding social security
funds) (S.1311);

(b) state government (excluding social security
funds) (S.1312);

(c) local government (excluding social security
funds) (S.1313);

(d) social security funds (S.1314).

Central government (excluding social security funds)
(5.1311)

Definition: this subsector includes all adminis-
trative departments of the state and other cen-
tral agencies whose competence extends normally
over the whole economic territory, except for the
administration of social security funds.

Included in subsector S.1311 are those non-profit
institutions which are controlled by central gov-
ernment and whose competence extends over the
whole economic territory.

Market regulatory organisations which are either
exclusively or principally distributors of subsidies
are classified in S.1311. Those organisations which
are exclusively or principally engaged in buying,
holding and selling agricultural or food products
are classified in S.11.

State government (excluding social security funds)
(5.1312)

Definition: this subsector consists of those types
of public administration which are separate insti-
tutional units exercising some of the functions of
government, except for the administration of social
security funds, at a level below that of central gov-
ernment and above that of the governmental insti-
tutional units existing at local level.

Included in subsector S.1312 are those non-profit
institutions which are controlled by state govern-
ments and whose competence is restricted to the
economic territories of the states.
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The principal resources of households are the
following:

Local government (excluding social security funds)
(5.1313)
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Definition: this subsector includes those types of
public administration whose competence extends
to only a local part of the economic territory, apart
from local agencies of social security funds.

Included in subsector S.1313 are those non-profit
institutions which are controlled by local govern-
ments and whose competence is restricted to the
economic territories of the local governments.

Social security funds (5.1314)

Definition: the social security funds subsector
includes central, state and local institutional units
whose principal activity is to provide social benefits
and which fulfil each of the following two criteria:

(a) by law or by regulation certain groups of the
population are obliged to participate in the
scheme or to pay contributions; and

(b) general government is responsible for the man-
agement of the institution in respect of the set-
tlement or approval of the contributions and
benefits independently from its role as supervi-
sory body or employer.

There is usually no direct link between the amount
of the contribution paid by an individual and the
risk to which that individual is exposed.

Households (S.14)

Definition: the households sector (S.14) consists of
individuals or groups of individuals as consumers
and as entrepreneurs producing market goods and
non-financial and financial services (market pro-
ducers) provided that the production of goods and
services is not by separate entities treated as quasi-
corporations. It also includes individuals or groups
of individuals as producers of goods and non-
financial services for exclusively own final use.

Households as consumers may be defined as
small groups of persons who share the same liv-
ing accommodation, who pool their income and
wealth and who consume certain types of goods
and services collectively, mainly housing and food.

(a) the compensation of employees;
(b) property income;
(¢) transfers from other sectors;

(d) receipts from the disposal of market products;
and

(e) imputed receipts from the output of products
for own final consumption.

The households sector includes:

(a) individuals or groups of individuals whose
principal function is consumption;

(b) persons living permanently in institutions who
have little or no autonomy of action or deci-
sion in economic matters (e.g. members of reli-
gious orders living in monasteries, long-term
patients in hospitals, prisoners serving long
sentences, old persons living permanently in
retirement homes). Such people are treated as
a single institutional unit: a single household;

(c) individuals or groups of individuals whose
principal function is consumption and that
produce goods and non-financial services for
exclusively own final use; only two categories
of services produced for own final consump-
tion are included within the system: services of
owner-occupied dwellings and domestic ser-
vices produced by paid employees;

(d) sole proprietorships and partnerships without
legal status, other than those treated as quasi-
corporations, and which are market producers;
and

(e) non-profit institutions serving households,
which do not have independent legal status,
or those which do but which are of only minor
importance.

In the ESA 2010, the households sector is subdi-
vided into the following subsectors:

(a) employers (S.141) and own-account workers
(S.142);

(b) employees (S.143);
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(c) recipients of property income (S.1441);
(d) recipients of pensions (S.1442);
(e) recipients of other transfers (S.1443).

Households are allocated to subsectors according
to the largest income category (employers’ income,
compensation of employees, etc.) of the house-
hold as a whole. When more than one income of a
given category is received within the same house-
hold, the classification is based on the total house-
hold income within each category.

Employers and own-account workers (S.141 and

Definition: the employers and own-account work-
ers subsector consists of the group of households
for which the (mixed) incomes (B.3) accruing to
the owners of household unincorporated enter-
prises from their activity as producers of market
goods and services with or without paid employees
are the largest source of income for the household
as a whole, even if it does not account for more
than half of total household income.

Employees (5.143)

Definition: the employees subsector consists of the
group of households for which the income accru-
ing from compensation of employees (D.1) is the
largest source of income for the household as a
whole.

Recipients of property income (S.1441)

Definition: the recipients of property income sub-
sector consists of the group of households for
which property income (D.4) is the largest source
of income for the household as a whole.

Recipients of pensions (S.1442)

Definition: the recipients of pensions subsec-
tor consists of the group of households for which
the income accruing from pensions is the largest
source of income for the household as a whole.

Pension households are households whose larg-
est source of income consists of retirement or

other pensions, including pensions from previous
employers.

Recipients of other transfers (S5.1443)

Definition: the recipients of other transfers subsec-
tor consists of the group of households for which
the income accruing from other current transfers
is the largest source of income for the household as
a whole.

Other current transfers are all current transfers
other than property income, pensions and income
of persons living permanently in institutions.

If information on the relative contributions of the
sources of income of the household as a whole is
not available for sectoring purposes, the income
of the reference person is used for classifying pur-
poses. The reference person of a household is the
person with the largest income. If the latter infor-
mation is not available, the income of the person
who states that he/she is the reference person is
used for subsectoring households.

Other criteria for subsectoring households can be
used, e.g. breakdown of households as entrepre-
neurs by activity: agricultural households and non-
agricultural households.

Non-profit institutions serving households
(S.15)

Definition: the non-profit institutions serving
households (NPISHs) sector (S.15) consists of non-
profit institutions which are separate legal enti-
ties, which serve households and which are private
non-market producers. Their principal resources
are voluntary contributions in cash or in kind from
households in their capacity as consumers, from
payments made by general government and from
property income.

Where such institutions are not very important,
they are not included in the NPISH sector, but in
the households sector (S.14), as their transactions
are indistinguishable from units in that sector.
Non-market NPISHs controlled by general gov-
ernment are classified in the general government
sector (S.13).
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The NPISHs sector includes the following main
kinds of NPISHs that provide non-market goods
and services to households:

(a) trade unions, professional or learned socie-
ties, consumers’ associations, political parties,
churches or religious societies (including those
financed but not controlled by governments),
and social, cultural, recreational and sports
clubs; and

(b) charities, relief and aid organisations financed
by voluntary transfers in cash or in kind from
other institutional units.

Sector S.15 includes charities, relief or aid agen-
cies serving non-resident units and excludes enti-
ties where membership gives a right to a predeter-
mined set of goods and services.

Rest of the world (S.2)

Definition: the rest of the world sector (5.2) is a
grouping of units without any characteristic func-
tions and resources; it consists of non-resident
units insofar as they are engaged in transactions
with resident institutional units, or have other eco-
nomic links with resident units. Its accounts pro-
vide an overall view of the economic relationships
linking the national economy with the rest of the
world. The institutions of the EU and international
organisations are included.

The rest of the world is not a sector for which com-
plete sets of accounts have to be kept, but it is con-
venient to treat the rest of the world as a sector.
Sectors are obtained by disaggregating the total
economy to obtain more homogeneous groups of
resident institutional units, which are similar in
respect to their economic behaviour, objectives
and functions. This is not the case for the rest of
the world sector: for this sector, there are recorded
the transactions and other flows of non-financial
and financial corporations, non-profit institutions,
households and general government with non-res-
ident institutional units and other economic rela-
tionships between residents and non-residents, e.g.
claims by residents on non-residents.

The accounts for the rest of the world include
only transactions carried out between resident

Units and groupings of units F.

institutional units and non-resident units, subject
to the following exceptions:

(a) the services of transport (up to the border of the
exporting country) provided by resident units
in respect of imported goods are shown in the
rest of the world accounts with FOB imports,
even though they are produced by resident
units;

(b) transactions in foreign assets between residents
belonging to different sectors in the domes-
tic economy are shown in the detailed finan-
cial accounts for the rest of the world. These
transactions do not affect the country’s finan-
cial position vis-a-vis the rest of the world; they
affect the financial relationships of individual
sectors with the rest of the world;

(¢) transactions in the country’s liabilities between
non-residents belonging to different geo-
graphical zones are shown in the geographical
breakdown of the rest of the world accounts.
Although these transactions do not affect the
country’s overall liability to the rest of the
world, they affect its liabilities to different parts
of the world.

The rest of the world sector (S.2) is subdivided into:

(@) Member States and institutions and bodies of
the European Union (S.21):

(1) Member States of the European Union (S.211);

(2) Institutions and bodies of the European Union
(S.212);

(b) non-member countries and international
organisations non-resident of EU (S.22).

Sector classification of producer units for
main standard legal forms of ownership

The following overview and paragraphs 2.31 to 2.44
summarise the principles underlying the classifica-
tion of producer units into sectors, using the stand-
ard terminology for describing the main types of
institutions.

Private and public corporations which are market
producers are classified as follows:
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(a) those principally engaged in the production of
goods and non-financial services: in sector S.11
(non-financial corporations);

(b) those principally engaged in financial interme-
diation and auxiliary financial activities: in sec-
tor S.12 (financial corporations).

Cooperatives and partnerships which are recog-
nised as independent legal entities and are market
producers are classified as follows:

(a) those principally engaged in the production of
goods and non-financial services: in sector S.11
(non-financial corporations);

(b) those principally engaged in financial interme-
diation and auxiliary financial activities: in sec-
tor S.12 (financial corporations).

Public producers which by virtue of special legis-
lation are recognised as independent legal entities
and which are market producers are classified as
follows:

(a) those principally engaged in the production of
goods and non-financial services: in sector S.11
(non-financial corporations);

(b) those principally engaged in financial interme-
diation and auxiliary financial activities: in sec-
tor S.12 (financial corporations).

Public producers which are not recognised as inde-
pendent legal entities and are market producers are
classified as follows:

(a) If they are quasi-corporations:

(1) those principally engaged in the production of
goods and non-financial services: in sector S.11
(non-financial corporations);

(2) those principally engaged in financial intermedia-
tion and financial auxiliary activities: in sector S.12
(financial corporations).

(b) If they are not quasi-corporations: in sector
S.13 (general government), as they remain an
integral part of the units which control them.

Non-profit institutions (associations and founda-
tions) recognised as independent legal entities are
classified as follows:

(a) those which are market producers and princi-
pally engaged in the production of goods and

non-financial services: in sector S.11 (non-
financial corporations);

(b) those principally engaged in financial interme-
diation and auxiliary financial activities: in sec-
tor S.12 (financial corporations);

(c) those which are non-market producers:

(1) insector S.13 (general government), ifthey are pub-
lic producers controlled by general government;

(2) in sector S.15 (non-profit institutions serving
households), if they are private producers.

Sole proprietorships and partnerships which are
not recognised as independent legal entities and
are market producers are classified as follows:

(a) If they are quasi-corporations:

(1) those principally engaged in the production of
goods and non-financial services: in sector S.11
(non-financial corporations);

(2) those principally engaged in financial intermedia-
tion and financial auxiliary activities: in sector S.12
(financial corporations).

(b) If they are not quasi-corporations, they are
classified in sector S.14 (households).

Head offices are classified as follows:

(a) in sector S.11 (non-financial corporations), if
the preponderant type of activity of the group
of corporations which are market producers as
a whole is the production of goods and non-
financial services (see point (e) of paragraph
2.46);

=

in sector S.12 (financial corporations), if the
preponderant type of activity of the group of
corporations as a whole is financial intermedia-
tion (see point (e) of paragraph 2.65).

Holding companies which are holders of assets
of a group of subsidiary corporations are always
treated as financial corporations. Holding compa-
nies hold the assets of a group of companies, but
do not undertake any management activities with
respect to the group.

Table 2.5 shows in schematic form the various
cases enumerated above.
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Table 2.5 — Sector classification of producer units for main standard legal forms of ownership

Type of producer
Standard legal description

Market producers Market producers
(goods and non- (financial

Non-market producers

R . . c . Public Private
financial services) intermediation)
producers producers
. . ) S.11 non-financial S.12 financial
Private and public corporations : )
corporations corporations
Cooperatives and partnerships recognised as S.11 non-financial S.12 financial
independent legal entities corporations corporations
Publi hich i f ial : !
ub Ic producers whie oy V'Tt“e of specia S.11 non-financial S.12 financial
legislation are recognised as independent legal : X
o corporations corporations
entities
Those with the . )
' charac\t/élristics of o1 non-financial 5.12 financial
Public producers not . : corporations corporations
recognised as independent ~ quasi-corporations
legal entities S13 |
The rest > genera
government
o . . ) S.15 non-profit
Non-profit institutions recognised as S.11 non-financial S.12 financial S.13 general institutiorﬁ)s servin
independent legal entities corporations corporations government 9

households

Partnerships not recognised 1hose with the

as independent legal characteristics of 512 finandial

corporations

S.11 non-financial
corporations

entities quasi-corporations
Sole proprietorships The rest S.14 households S.14 households
Head offices whose goods and non-  S.11 non-financial
preponderant type of financial services  corporations
activity of the group of
S.12 financial

corporations controlled by fnancial services

them is the production of: corporations

Chapter 3, paragraph 3.12) are ranked according
to the gross value added. On the basis of the pre-
ponderant gross value added generated, a distinc-
tion can then be made between principal activity
and secondary activities.

Local kind-of-activity units and
industries

Most institutional units producing goods and ser-
vices are engaged in a combination of activities at
the same time. They may be engaged in a principal
activity, some secondary activities and some ancil-
lary activities.

In order to analyse flows occurring in the process
of production and in the use of goods and services,
it is necessary to choose units which emphasise
relationships of a technico-economic kind. This
requirement means that institutional units must
be partitioned into smaller and more homogene-
ous units with regard to the kind of production.
Local kind-of-activity units are intended to meet
this requirement as an operational approach.

An activity occurs when resources such as equip-
ment, labour, manufacturing techniques, infor-
mation networks or products are combined, lead-
ing to the creation of specific goods or services. An
activity is characterised by an input of products, a
production process and an output of products.

Activities can be determined by reference to a spe-

cific level of NACE Rev. 2. The local kind-of-activity unit
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If a unit carries out more than one activity, all the
activities which are not ancillary activities (see

Definition: the local kind-of-activity unit (local
KAU) is the part of a kind-of-activity unit (KAU)
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which corresponds to a local unit. The local KAU
is called establishment in the 2008 SNA and ISIC
Rev. 4. A KAU groups all the parts of an institu-
tional unit in its capacity as producer contributing
to the performance of an activity at class level (four
digits) of the NACE Rev. 2 and corresponds to
one or more operational subdivisions of the insti-
tutional unit. The institutional unit’s information
system must be capable of indicating or calculat-
ing for each local KAU at least the value of produc-
tion, intermediate consumption, compensation of
employees, the operating surplus and employment
and gross fixed capital formation.

The local unit is an institutional unit, or part of an
institutional unit, producing goods or services sit-
uated in a geographically identified place.

A local KAU may correspond to an institutional
unit as producer; on the other hand, it can never
belong to two different institutional units.

If an institutional unit producing goods or services
contains a principal activity and also one or sev-
eral secondary activities, it is subdivided into the
same number of KAUs, and the secondary activi-
ties are classified under different headings from the
principal activity. The ancillary activities are not
separated from the principal or secondary activi-
ties. But KAUs falling within a particular heading
of the classification system can produce products
outside the homogeneous group on account of sec-
ondary activities connected with them which can-
not be separately identified from available account-
ing documents. Thus a KAU may carry out one or
more secondary activities.

Industries

Definition: an industry consists of a group of local
KAUs engaged in the same, or similar, kind-of-
activity. At the most detailed level of classification,
an industry consists of all the local KAUs falling
within a single class (four digits) of NACE Rev. 2
and which are therefore engaged in the same activ-
ity as defined in the NACE Rev. 2.

Industries comprise both local KAUs producing
market goods and services and local KAUs pro-
ducing non-market goods and services. An indus-
try by definition consists of a group of local KAUs
engaged in the same type of productive activity,

irrespective of whether or not the institutional
units to which they belong produce market or non-
market output.

Industries are classified in three categories:

(a) industries producing market goods and ser-
vices (market industries) and goods and ser-
vices for own final use. Services for own final
use are housing services produced by owner-
occupiers, and domestic services produced by
employing paid staff;

(b) industries producing non-market goods and
services of general government: non-market
industries of general government;

(o) industries producing non-market goods and
services of non-profit institutions serving
households: non-market industries of non-
profit institutions serving households.

Classification of industries

The classification used for grouping local KAUs
into industries is the NACE Rev. 2.

Units of homogeneous production and
homogeneous branches

For analysis of the production process, the unit
best suited to this analysis is the unit of homoge-
neous production. This unit has a unique activity
defined by its inputs, process of production, and
outputs.

The unit of homogeneous production

Definition: a unit of homogeneous production car-
ries out a unique activity which is identified by
its inputs, process of production, and its outputs.
The products which constitute the inputs and out-
puts are themselves distinguished by their physi-
cal characteristics, the extent to which they are
processed and the technique of production used.
They can be identified by a classification of prod-
ucts (classification of products by activity — CPA).
The CPA is a product classification the elements of
which are structured according to the industrial
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origin criterion, industrial origin being defined by classification. The homogeneous branch produces
NACE Rev. 2. those goods or services specified in the classifica-
tion and only those products.
The homogeneous branch 2.156 Homogeneous branches are units designed for eco-
nomic analysis. Units of homogeneous production
2.155 Definition: the homogeneous branch consists cannot usually be observed directly; data collected
of a grouping of units of homogeneous produc- from the units used in statistical enquiries have to
tion. The set of activities covered by a homogene- be re-arranged to form homogeneous branches.

ous branch is identified by reference to a product
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CHAPTER 3

Transactions in products and non-produced assets

Transactions in products in genera| (f) in the external account of goods and services,

eurostat B Furopean system of accounts — ESA 2010

Definition: products are all goods and services
that are created within the production boundary.
Production is defined in paragraph 3.07.

The following main categories of transactions in
products are distinguished in the ESA:

imports of goods and services are recorded as a
resource, and exports of goods and services are
registered as uses.

Many major balancing items in the accounts, like
value added, gross domestic product, national
income and disposable income, are defined in
terms of transactions in products. The definition
of transactions in products defines those balanc-

Transaction categories Code N
ing items.
Output P.1
Intermediate consumption P.2 In the supply table (see paragraph 1.136), output

Final consumption expenditure P.3

and imports are recorded as supplies. In the use
table, intermediate consumption, gross capital for-

Actual final consumption P.4 mation, final consumption expenditure and exports
Gross capital formation P.5 are registered as uses. In the symmetric input-out-
Exports of goods and services P6 put table, output and imports are recorded as sup-

. lies and the other transactions in products as uses.
Imports of goods and services P.7 P P

Transactions in products are recorded as follows:

(a) in the goods and services account, output and
imports are recorded as resources and the other
transactions in products are recorded as uses;

(b) in the production account, output is recorded
as a resource and intermediate consumption
is recorded as a use; gross value added is the
balancing item of these two transactions in
products;

(¢) in the use of disposable income account, final
consumption expenditure is recorded as a use;

(d) in the use of adjusted disposable income
account, actual final consumption is recorded
as a use;

(e) in the capital account, gross capital formation
is recorded as a use (a change in non-financial
assets);

Supplies of products are valued at basic prices (see
paragraph 3.44). Uses of products are valued at
purchasers’ prices (see paragraph 3.06). For some
types of supplies and uses, e.g. for imports and
exports of goods, more specific valuation princi-
ples are used.

Definition:

The purchaser’s price is the price the purchaser pays
for the products. The purchaser’s price includes the
following:

(a) taxes less subsidies on the products (but exclud-
ing deductible taxes like VAT on the products);

(b) transport charges paid separately by the pur-
chaser to take delivery at the required time and
place;

(c) deductions for any discounts for bulk or
off-peak-purchases from standard prices or
charges.

The purchaser’s price excludes the following:
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(a) interest or services charges added under credit
arrangements;

(b) extra charges incurred as a result of late pay-
ment, where late payment means failing to pay
within the period stated at the time the pur-
chases were made.

If the time of use does not coincide with the time
of purchase, adjustments are made to the value to
take account of the changes in price due to the laps-
ing of time (in a manner symmetrical with changes
in the prices of the inventories). Such modifica-
tions are important if the prices of the products
involved change significantly within a year.

Production and output

Definition: production is an activity carried out
under the control, responsibility and management
of an institutional unit that uses inputs of labour,
capital and goods and services to produce outputs
of goods and services.

Production does not cover natural processes which
have no human involvement or direction, such
as the unmanaged growth of fish stocks in inter-
national waters, but production does include fish
farming.

Production includes:

(a) the production of all individual or collective
goods and services that are supplied to units
other than their producers;

(b) the own-account production of all goods
that are retained by their producers for their
own final consumption or gross fixed capital
formation.

Examples of own-account production for gross
fixed capital formation are the production of
fixed assets such as construction, the develop-
ment of software and mineral exploration for
own gross fixed capital formation. The concept
of gross fixed capital formation is described in
paragraphs 3.124-3.138.

Own-account production of goods by house-
holds pertains in general to:

(1) own-account construction of dwellings;

(2) the production and storage of agricultural
products;

(3) the processing of agricultural products, like the
production of flour by milling, the preservation
of fruit by drying and bottling, the production of
dairy products like butter and cheese and the pro-
duction of beer, wine and spirits;

(4) the production of other primary products, like
mining salt, cutting peat and carrying water;

(5) other kinds of processing, like weaving cloth, the
production of pottery and making furniture;

(c) the own-account production of dwelling ser-
vices by owner-occupiers;

(d) domestic and personal services produced by
employing paid domestic staft;

(e) volunteer activities that result in goods.
Examples of such activities are the construc-
tion of a dwelling, church or other building.
Volunteer activities that do not result in goods,
e.g. care-taking and cleaning without payment,
are excluded.

The activities listed above in points (a) to (e) are
included as production irrespective of being illegal
or not-registered at tax, social security, statistical
and other public authorities.

Own-account production of goods by households
is recorded when this type of production is signifi-
cant, i.e. when it is quantitatively important in rela-
tion to the total supply of that good in a country.

The only own-account production of goods by
households included is the construction of dwell-
ings, and the production, storage and processing of
agricultural products.

Production excludes the production of domestic
and personal services that are produced and con-
sumed within the same household. Examples of
domestic services produced by households them-
selves that are excluded are:

(a) cleaning, decoration and maintenance of the
dwelling as far as these activities are also com-
mon for tenants;

(b) cleaning, servicing and repair of household
durables;

(c) preparation and serving of meals;
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(d) care, training and instruction of children;

(e) care of sick, infirm or old people; and

(i) cleaning; and

(j) security services.
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Enterprises have a choice between engaging in
ancillary activities and purchasing such services on
the market from specialist service producers.

(f) transportation of members of the household or
their goods.

Domestic and personal services produced by

employing paid domestic staff and the services Own-account capital formation is not an ancillary
of owner-occupied dwellings are included in activity.

production.

Ancillary activities are not isolated to form distinct
entities or separated from the principal or second-
ary activities or entities they serve. Accordingly,
ancillary activities must be integrated with the local
KAU they serve.

Principal, secondary and ancillary activities

Definition: the principal activity of a local KAU is
the activity where the value added of such activ-
ity exceeds that of any other activity carried out
within the same unit. The classification of the prin-
cipal activity is determined by reference to NACE

Ancillary activities may be carried out in separate
locations, located in a region other than the local
KAU they serve. The strict application of the rule
referred to in the first subparagraph for the geo-
graphical allocation of the ancillary activities would
result in the underestimation of the aggregates in
the regions where ancillary activities are concen-
trated. In accordance, therefore, with the principle
of residence, ancillary activities have to be allocated
to the region where they are situated; they remain
in the same industry as the local KAU they serve.

rev. 2, first at the highest level of the classification
and then at more detailed levels.

Definition: a secondary activity is an activity car-
ried out within a single local KAU in addition to
the principal activity. The output of the secondary
activity is a secondary product.

Definition: an ancillary activity is an activity whose
output is intended for use within an enterprise.

Output (P.1)

An ancillary activity is a supporting activity under-
taken within an enterprise in order to enable the
principal or secondary activities of local KAUs to
be carried out. All inputs consumed by an ancillary
activity — materials, labour, consumption of fixed
capital, etc. — are treated as inputs into the princi-
pal or secondary activity which it supports.

Definition: output is the total of products created
during the accounting period.

Examples of output include the following:

(a) the goods and services which one local KAU

provides to a different local KAU belonging to
Examples of ancillary activities are: the same institutional unit:
(2) purchasing; (b) the goods produced by alocal KAU that remain
in inventories at the end of the period in which
they are produced, whatever their subsequent
use. Goods and services produced and con-
sumed within the same accounting period and
within the same local KAU are not separately
identified. They are not recorded as part of the
output or intermediate consumption of that
local KAU.

(b) sales;

(c) marketing;

(d) accounting;

(e) data processing;

(f) transportation;

When an institutional unit contains more than
one local KAU, the output of the institutional unit
is the sum of the outputs of its component local

(g) storage;

(h) maintenance;
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KAUs, including outputs delivered between the
component local KAUs.

Three types of output are distinguished in the ESA
2010:

(2) market output (P.11);
(b) output produced for own final use (P.12);

(c) non-market output (P.13).

This distinction is also applied to local KAUs and
institutional units:

(a) market producers;
(b) producers for own final use;

() non-market producers.

The distinction between market, for own final use
and non-market is fundamental in view of the
following:

(a) it affects the valuation of output and related
concepts, such as value added, gross domestic
product and final consumption expenditure by
the government and NPISH;

(b) it affects the classification of institutional units
by sector, e.g. which units are included in the
sector general government and which are not.

The distinction determines the valuation principles
to be applied to output. Market output and out-
put produced for own final use are valued at basic
prices. The total output of non-market producers
is valued by summing the costs of production. The
output of an institutional unit is valued as the sum
of the outputs of its local KAUs and depends thus
also on the distinction between market, for own
final use and non-market.

The distinction is also used to classify institutional
units by sector. Non-market producers are classi-
fied in the general government sector or the non-
profit institutions serving households sector.

The distinctions are defined in a top-down way, i.e.
the distinction is first defined for institutional units,
then for local KAUs and then for their output.

At the product level output is classified as mar-
ket output, output for own final use and non-mar-
ket output according to the characteristics of the

institutional unit and the local KAU that produce
that output.

Definition: market output consists of output that is
disposed of on the market or intended to be dis-
posed of on the market.

Market output includes:

(a) products sold at economically significant
prices;

(b) products bartered;

(c) products used for payments in kind (including
compensation of employees in kind and mixed
income in kind);

(d) products supplied by one local KAU to another
within the same institutional unit to be used as
intermediate inputs or for final uses;

(e) products added to the inventories of finished
goods and work-in-progress intended for one
or other of the above uses (including natural
growth of animal and vegetable products and
uncompleted structures for which the buyer is
unknown).

Definition: economically significant prices are
prices that have a substantial effect on the amounts
of products that producers are willing to supply
and on the amounts of products that purchasers
wish to acquire. Such prices arise when both of the
following conditions apply:

(a) the producer has an incentive to adjust sup-
ply either with the goal of making a profit in
the long run or, at a minimum, covering capital
and other costs; and

(b) consumers have the freedom to purchase or not
purchase and make the choice on the basis of
the prices charged.

Not economically significant prices are likely to be
charged in order to raise some revenue or achieve
some reduction in the excess demand that may
occur when services are provided completely free.

The economically significant price of a product
is defined in relation to the institutional unit and
local KAU that has produced the output. For exam-
ple, all the output of unincorporated enterprises
owned by households sold to other institutional
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units is sold at economically significant prices; it is
thus to be regarded as market output. For the out-
put of other institutional units, the ability to under-
take a market activity at economically significant
prices will be checked notably through a quantita-
tive criterion (the 50 % criterion), using the ratio of
sales to production costs. To be a market producer,
the unit shall cover at least 50 % of its costs by its
sales over a sustained multi-year period.

Definition: output produced for own final use con-
sists of goods or services that are retained either for
own final consumption or for capital formation by
the same institutional unit.

Products retained for own final consumption
can only be produced by the households sector.
Examples of products retained for own final con-
sumption include:

(a) agricultural products retained by farmers;
(b) dwelling services produced by owner-occupiers;

(c) household services produced by employing
paid staff.

Products used for own capital formation can be
produced by any sector. Examples of such prod-
ucts are:

(@) machine tools produced by engineering
enterprises;

(b) dwellings, or extensions to dwellings, produced
by households;

(c) own-account construction, including com-
munal construction undertaken by groups of
households;

(d) own-account software;

(e) own-account research and development.
Expenditure on research and development
is only to be recorded as fixed capital forma-
tion when a sufficiently high level of reliability
and comparability of the estimates across the
Member States has been achieved.

Definition: non-market output is output that is
provided to other units for free, or at prices that are
not economically significant.

Non-market output (P.13) is subdivided into two
items: ‘Payments for non-market output’ (P.131),

which consists of various fees and charges, and
‘Non-market output, other’ (P.132), which is out-
put provided for free.

Non-market output is produced for the following
reasons.

(a) It may be technically impossible to make indi-
viduals pay for collective services because their
consumption of such services cannot be moni-
tored and controlled. The production of collec-
tive services is organised by government units
and financed out of funds other than receipts
from sales, namely taxation or other govern-
ment incomes.

(b) Government units and NPISHs may also pro-
duce and supply goods or services to individ-
ual households for which they could charge but
choose not to do so as a matter of social or eco-
nomic policy. Examples are the provision of
education or health services, for free or at prices
that are not economically significant.

Definition: market producers are local KAUs or
institutional units the majority of output of which
is market output.

Ifalocal KAU or institutional unit is a market pro-
ducer, its main output is by definition market out-
put, as the concept of market output is defined after
having applied the distinction market, for own final
use and non-market output, to the local KAU and
institutional unit that have produced that output.

Definition: producers for own final use are local
KAUs or institutional units the major part of the
output of which is for own final use within the
same institutional unit.

Definition: non-market producers are local KAUs
or institutional units the major part of the output
of which is provided for free or at not economically
significant prices.

Institutional units: distinction between
market, for own final use and non-market

For institutional units as producers, the distinction
between market, for own final use and non-mar-
ket is summarised in Table 3.1. The classification
by sectors is also shown.

Transactions in products and non-produced assets E-
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Table 3.1 — The distinction between market producers, producers for own final use and non-market
producers for institutional units

Type of institutional unit Classification

Private or NPI or not? Market Type of producer Sector(s)
public? producer?
1.1 Unincorporated
' enterprises owned by _
lrcP)rclj\L/fct(Srs households (excluding !)\]/v; 1I:|\/lnaar|k$eorfor Households
P quasi-corporate enterprises
owned by households)
1.2 Other private producers
ggifsrlggsq;vﬁgg)rb%orate 1.2.1 Private NPIs 1.2.1.1 Yes 1.2.1.1 = Market Corporations
households)
1.21.2 No 1.2.1.2 = Non-market NPISH
;rzéijJOcthirnrz)rtlvl\altPT 1.2.2 = Market Corporations
2. Public 2.1 Yes 2.1 = Market Corporations
producers

Table 3.1 shows that, in order to determine
whether an institutional unit should be classified
as a market producer, a producer for own-final use
or a non-market producer, several distinctions are
made sequentially. The first distinction is between
private and public producers. A public producer is
a producer that is controlled by the general gov-
ernment, where control is as defined in paragraph
2.38.

As Table 3.1 shows, private producers are found in
all sectors except general government. In contrast,
public producers are only found in the non-finan-
cial corporations sector, the financial corporations
sector, and the general government sector.

A specific category of private producers is that of
unincorporated enterprises owned by households.
These are market producers or producers for own
final use. The latter occurs in case of the production
of services of owner-occupied dwellings and the
own-account production of goods. All unincorpo-
rated enterprises owned by households are classi-
fied to the households sector apart from quasi-cor-
porate enterprises owned by households. These
are market producers and classified in the non-
financial corporations and financial corporations
sectors.

2.2 =Non-market General government

For other private producers, a distinction is made
between private non-profit institutions and other
private producers.

Definition: a private non-profit institution (NPI) is
defined as a legal or social entity acting for the pur-
pose of producing goods and services whose sta-
tus does not permit them to be a source of income,
profit or other financial gains for the units that
establish, control or finance them. Where their
productive activities generate surpluses, such sur-
pluses cannot be appropriated by other institu-
tional units.

A private NPI is classified to the non-financial cor-
porations and financial corporations sectors, if it is
a market producer.

A private NPI is classified to the NPISH sector if it
is a non-market producer, except when it is under
the control of government. When a private NPI is
controlled by government, then it is classified in
the general government sector.

All other private producers that are not NPIs are
market producers. They are classified in the non-
financial corporations and financial corporations
sectors.

In distinguishing between market and non-mar-
ket output and between market and non-market
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producers, several criteria are to be used. The mar- capital formation. For the sake of simplicity,
ket-non-market criteria in question (see paragraph the costs of capital may in general be approx-
3.19 on the definition of economically significant imated by the net actual interest payments.
prices) seek to assess the existence of market cir- However, for producers of financial services,
cumstances and sufficient market behaviour by the interest charge is taken, i.e. a correction is
the producer. According to the quantitative mar- made for financial intermediation services indi-
ket-non-market criterion, products sold at eco- rectly measured (FISIM).

nomically significant prices should cover at least a

. , The quantitative market-non-market criterion is
majority of the production costs by sales.

applied by looking over a range of years. Minor

In applying this quantitative market-non-market fluctuations in the size of sales from one year to

criterion, sales and production costs are defined as another do not require a reclassification of insti-

follows. tutional units (and their local KAUs and output).

(a) Sales shall mean the sales excluding taxes on Sales may consist of various elements. For exam-
products but including all payments made by ple, in the case of health care services provided by a
general government or the institutions of the hospital, sales may correspond to:

Union and granted to any kind of producer in
this type of activity, i.e. all payments linked to
the volume or value of output are included, but
payments to cover an overall deficit or settle

(a) purchases by employers to be recorded as
income in kind paid to their employees and final
consumption expenditure by these employees;

debts are excluded. (b) purchases by private insurance companies;

This definition of sales corresponds to that of

(c) purchases by social security funds and general
output at basic prices except that:

government to be classified as social benefits in

(1) output at basic prices is only defined after it has kind;
been decided on whether the output is market or . _
non-market: sales are only used in valuing market (d) purchases by households without reimburse-
output; non-market output is valued at costs; ment (final consumption expenditure).

(2) the payments made by general government to Only other subsidies on production and gifts (e.g.

cover an overall deficit of public corporations and
quasi-corporations constitute part of other sub-
sidies on products as defined in point (c) of par-
agraph 4.35. As a consequence, market output at
basic prices includes the payments made by gen-
eral government to cover an overall deficit.

from charities) received are not treated as sales.

Similarly, as an illustrative example, the sale of
transport services by an enterprise may corre-
spond to intermediate consumption by producers,
income in kind provided by employers, social ben-

(b) Sales exclude other sources of revenue like efits in kind provided by the government and pur-
holding gains (though they could be a normal chases by households without reimbursement.
and expected part of business revenue), invest-
ment grants, other capital transfers (e.g. debt Private non-profit institutions serving businesses
redemption) and the purchase of equity. are a special case. They are usually financed by con-

tributions or subscriptions from the group of busi-
nesses concerned. The subscriptions are treated not
as transfers but as payments for services rendered,
i.e. as sales. These NPIs are therefore market pro-
ducers and are classified in the non-financial cor-
porations or the financial corporations sector.

(c) For the purpose of this criterion, production
costs are equal to the sum of intermediate con-
sumption, compensation of employees, con-
sumption of fixed capital, other taxes on pro-
duction plus costs of capital. Other subsidies on
production are not deducted. To ensure con-

sistency of the concepts ‘sales’ and ‘production In applying the criterion of comparing sales and
costs’ when applying the quantitative market- production costs of private or public NPIs, includ-
non-market criterion, ‘production costs’ shall ing in sales, all the payments linked to volume of
exclude all costs incurred for own-account output may be misleading in some specific cases.
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This can be the case, for example, in relation to the
financing of private and public schools. Payments
by general government can be linked to the num-
ber of pupils but be the subject of negotiation with
general government. In such a case, those pay-
ments are not recorded as sales, although they may
have an explicit link with a measure of the vol-
ume of output, such as the number of pupils. This
implies that a school mainly financed by such pay-
ments is a non-market producer.

Public producers can be market producers or non-
market producers. Market producers are classified
in the non-financial and financial corporations sec-
tors. If the institutional unit is a non-market pro-
ducer, it is classified in the general government
sector.

Local KAUs as market producers and as produc-
ers for own final use cannot supply non-market
output. Their output can thus only be recorded as
market output or output for own final use and val-
ued correspondingly (see paragraphs 3.42 to 3.53).

Local KAUs as non-market producers can supply
as secondary output market outputs and output for
own final use. The output for own final use consists
of own-account capital formation. The occurrence
of market output should in principle be deter-
mined by applying the qualitative and quantitative
market-non-market criteria to individual prod-
ucts. Such secondary market output by non-mar-
ket producers might be the case for instance when
government hospitals charge economically signifi-
cant prices for some of their services.

Other examples are sales of reproductions by gov-
ernment museums and sales of weather forecasts
by meteorological institutes.

Non-market producers may also have revenues
from the sale of their non-market output at not
economically significant prices, e.g. the museum’s
revenues from tickets for entrance. These revenues
pertain to non-market output. However, if both
types of revenues (revenues from tickets and those
from the sale of posters and cards) are difficult to
distinguish, they can all be treated as either reve-
nues for market output or revenues from non-mar-
ket output. The choice between these two alterna-
tive registrations should depend on the assumed
relative importance of both types of revenues

(from tickets versus those from the sale of posters
and cards).

Time of recording and valuation of output

Output is to be recorded and valued when it is gen-
erated by the production process.

All output is to be valued at basic prices, but spe-
cific conventions hold for:

(2) the valuation of non-market output;

(b) the valuation of total output of a non-market
producer (local KAU);

(c) the valuation of the total output of an institu-
tional unit of which a local KAU is a non-mar-
ket producer.

Definition: the basic price is the price receivable by
the producers from the purchaser for a unit of a
good or service produced as output minus any tax
(i.e. taxes on products) payable on that unit as a
consequence of its production or sale, plus any sub-
sidy (i.e. subsidies on products) receivable on that
unit as a consequence of its production or sale. It
excludes any transport charges invoiced separately
by the producer. It also excludes holding gains and
losses on financial and non-financial assets.

Output for own final use (P.12) is valued at the
basic prices of similar products sold on the mar-
ket. This generates net operating surplus or mixed
income for such output. An example is services of
owner-occupied dwellings generating net operat-
ing surplus. If basic prices of similar products are
not available, output for own final use should be
valued at the costs of production plus a mark-up
(except for non-market producers) for net operat-
ing surplus or mixed income.

Additions to work-in-progress are valued at the
current basic price of the finished product.

In order to estimate in advance the value of output
treated as work-in-progress, the value is based on
the actual costs incurred, plus a mark-up (except
for non-market producers) for the estimated oper-
ating surplus or mixed income. The provisional
estimates are subsequently replaced by those
obtained by distributing the actual value (once
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known) of the finished products, over the period of (d) other taxes on production (D.29) less other
work-in-progress. subsidies on production (D.39).

The value of the output of finished products is the Interest payments (excluding FISIM) are not
sum of the values of: included as costs of non-market production.

The costs of non-market production also do not
include an imputation for a net return on capital,

(a) finished products sold or bartered;
nor an imputation for the rental value of the non-

(b) entries of finished products into inventories, residential buildings owned and used in non-mar-
less withdrawals; ket production.
(¢) finished products for own final use. The total output of an institutional unit is the sum
of the total output of its constituent local KAUs.
For buildings and structures acquired in an incom- This applies also to institutional units that are non-
plete state, a value is estimated based on costs to market producers.

date, including a mark-up for operating surplus
or mixed income. This mark-up results when the
value can be estimated on the basis of the prices
of similar buildings and structures. The amounts
of stage payments may be used to approximate
the values of gross fixed capital formation under-
taken by the purchaser at each stage, assuming no
advance payments or arrears.

In the absence of secondary market output by non-
market producers, non-market output is valued
at the costs of production. In the case of second-
ary market output by non-market producers, non-
market output is valued as a residual item, i.e. as
the total costs of production minus their revenues
from market output.

Market output by non-market producers is val-
ued at basic prices. Total output of a non-market
local KAU covering market, non-market and own
final use output is valued by the sum of production
costs. The value of its market output is given by its
receipts from sales of market products, the value
of its non-market output being obtained residually
as the difference between the value of its total out-
put and the sum of its market output and output
for own final use. The value of its receipts from the
sale of non-market goods or services at prices that
are not economically significant does not figure in
these calculations — they are part of the value of its
non-market output.

Where the own-account construction of a struc-
ture is not completed within a single accounting
period, the value of the output is estimated by the
following method. The ratio of the costs incurred
in the current period to the total costs over the
whole time of construction is calculated. This ratio
is applied to the estimate of total output at the cur-
rent basic price. If it is not possible to estimate
the value of the finished structure at current basic
price, it is valued by its total costs of production
plus a mark-up (except for non-market producers)
for net operating surplus or mixed income. If some
or all of the labour is provided free, as may hap-
pen with communal construction by households,
an estimate of what the cost of paid labour would
have been is included in the estimated total pro-
duction costs using wage rates for similar labour
inputs.

A list of exceptions and clarifications to the times
of recording and the valuation of output follows, in
the order of CPA sections.

Products of agriculture, forestry and fishing (Section
The total output of a non-market producer (a local A)

KAU) is valued at the total costs of production, i.e.

the sum of: The output of agricultural products is recorded
as being produced continuously over the entire
period of production (and not only when the crops
are harvested or animals slaughtered).

(a) intermediate consumption (P.2);
(b) compensation of employees (D.1);

Growing crops, standing timber and stocks of fish
(c) consumption of fixed capital (P.51c¢); or animals reared for purposes of food are treated
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as inventories of work-in-progress during the pro-
cess, and transformed into inventories of finished
products when the process is completed.

Output excludes any changes in uncultivated bio-
logical resources, e.g. growth of animals, birds, fish
living in the wild or uncultivated growth of forests.

Manufactured products (Section C); construction
work (Section F)

In the case of the construction of a building or
other structure extending over several account-
ing periods, the output produced each period is
treated as being sold to the purchaser at the end
of the period, i.e. recorded as fixed capital forma-
tion by the purchaser rather than work-in-progress
in the construction industry. The output is treated
as being sold to the purchaser in stages. When the
contract calls for stage payments, the value of the
output may be approximated by the value of stage
payments made each period. Where there is no
certainty as to the ultimate purchaser, the incom-
plete output produced each period is recorded as
work-in-progress.

Wholesale and retail trade services; repair services of
motor vehicles and motorcycles (Section G)

The output of wholesale and retail services is meas-
ured by the trade margins realised on the goods
they purchase for resale.

Definition: a trade margin is the difference between
the actual or imputed sale price realised on a good
purchased for resale, and the price that would have
to be paid by the distributor to replace the good at
the time it is sold or otherwise disposed of.

Trade margins realised on some goods can be neg-
ative if their sale prices are marked down. Trade
margins are negative on goods that are not sold,
but instead go to waste or are stolen. Trade mar-
gins on goods given to employees as compensa-
tion in kind, or withdrawn for final consumption
by owners, are equal to zero.

Holding gains and losses are not included in the
trade margin.

The output of a wholesaler or retailer is given by
the following identity:

the value of output =
the value of sales

plus the value of goods purchased for resale and
used for intermediate consumption, compensation
of employees in kind or mixed income in kind,

minus the value of goods purchased for resale,

plus the value of additions to inventories of goods
for resale,

minus the value of goods withdrawn from invento-
ries of goods for resale,

minus the value of recurrent losses due to normal
rates of wastage, theft or accidental damage.

Transportation and storage (Section H)

The output of transport services is measured by
the value of the amounts receivable for transport-
ing goods or persons. Transportation for own use
within the local KAU is considered ancillary activ-
ity and is not separately identified and recorded.

The output of storage services is measured as the
value of an addition to work-in-progress. Increases
in the price of goods while in inventories should
not be regarded as work-in-progress and produc-
tion, but be treated as holding gains. If the increase
in value reflects a rise in price with no change in
quality, then there is no further production during
the period in addition to the costs of storage or the
explicit purchase for a storage service. However,
in three cases the increase in value is regarded as
production:

(a) the quality of the good may improve with the
passage of time, e.g. in case of wine; only in
cases where maturing is part of the regular pro-
duction process, the increase of the quality of
the good is regarded as production;

(b) seasonal factors affecting the supply or demand
for a specific good that lead to regular, pre-
dictable variations in price over the year, even
though its physical qualities may not have
changed;

() the production process is sufficiently long that
discounting factors are applied to work carried
out significantly long before delivery.
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Most changes in prices of goods while in invento- Financial and insurance services (Section K):
ries are not additions to work-in-progress. In order financial services in general

to estimate the increase in the value of goods stored

over and above the storage costs, use may be made Financial services consist of the following services:

of the expected increase in value over and above
the general rate of inflation over a predetermined
period. Any gain that occurs outside the predeter-
mined period continues to be recorded as a hold- (b) services of financial auxiliaries; and
ing gain or loss.

(a) financial intermediation (including insurance
and pension services);

(c) other financial services.
Storage services do not include any change in price

due to holding financial assets, valuables or other Financial intermediation is financial risk manage-
non-financial assets like land and buildings. ment and liquidity transformation. Corporations

engaged in these activities obtain funds for exam-
The output of travel agency services is measured ple by taking deposits, and issuing bills, bonds and
as the value of service charges of agencies (fees or other securities. The corporations use these funds
commission charges) and not by the full expen- as well as own funds to acquire financial assets by
ditures made by travellers to the travel agency, making loans to others and by purchasing bills,
including charges for transport by third parties. bonds or other securities. Financial intermediation

includes insurance and pension services.
The output of tour operator services is measured by

the full expenditure made by travellers to the tour Auxiliary financial activities facilitate risk manage-
operator. ment and liquidity transformation. Financial aux-

iliaries act on behalf of other units and do not put
Travel agency services and tour operator services themselves at risk by incurring financial liabilities
are distinguished by the fact that travel agency ser- or by acquiring financial assets as part of an inter-
vices amount only to intermediation on behalf mediation service.

of the traveller, while tour operator services cre-
ate a new product called a tour, which has vari-
ous components of travel, accommodation and
entertainment.

Other financial services include monitoring ser-
vices such as monitoring the stock and bond mar-
ket, security services such as safeguarding expen-
sive jewellery and important documents, and trad-
ing services such as foreign exchange dealing and

Accommodation and food services (Section I) dealing in securities

The value of the output of the services of hotels, Financial services are produced almost exclu-
restaurants and cafes includes the value of the food, sively by financial institutions because of the strin-
beverages, etc. consumed. gent supervision of those services. For example, if

a retailer wishes to offer credit facilities to its cus-

Financial and insurance services (Section K): output tomers, the credit facilities are usually offered by a
of the central bank financial corporation subsidiary of the retailer or

by another specialised financial institution.

Th tral bank delivers the followi ices:
¢ cenftral bank detivers the loflowing services Financial services may be paid for directly or indi-

() monetary policy services; rectly. Some transactions in financial assets may
involve both direct charges and indirect charges.
(b) financial intermediation services; Financial services are provided and charged for in

four main ways:
(c) supervisory services overseeing financial

corporations. (a) financial services provided for direct payment;
The output of the central bank is measured as the (b) financial services paid for through loading
sum of its costs. interest charges;
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(c) financial services in acquiring and disposing
of financial assets and liabilities in financial
markets;

(d) financial services provided in insurance and
pension schemes, where the activity is financed
by loading insurance contributions and from
the income return on savings.

Financial services provided for direct payment

These financial services are provided for explicit
charges, covering a wide range of services that may
be provided by different types of financial institu-
tions. The following examples illustrate the nature
of the services charged for directly:

(a) banks charge households to arrange a mort-
gage, manage an investment portfolio, and
administer an estate;

=

specialised institutions charge non-financial
corporations for organising a takeover or for
administering a restructuring of a group of
corporations;

(c) credit card companies charge units that accept
credit cards usually a percentage of each sale;

(d) a card holder is charged an explicit fee, usually
each year, for holding the card.

Financial services paid for through loading interest
charges

For example, in financial intermediation, a finan-
cial institution like a bank accepts deposits from
units wishing to receive interest on funds for which
the unit has no immediate use and lends them to
other units whose funds are insufficient to meet
their needs. The bank thus provides a mechanism
to allow the first unit to lend to the second. Each of
the two parties pays a fee to the bank for the service
provided: the unit lending funds pays by accept-
ing a rate of interest lower than the ‘reference’ rate
of interest, while the unit borrowing funds pays by
accepting a rate of interest higher than the ‘refer-
ence’ rate of interest. The difference between the
interest rate paid to banks by borrowers and the
interest rate actually paid to depositors is a charge
for FISIM.

It is seldom the case that the amount of funds
lent by a financial institution exactly matches the
amount deposited with them. Some money may
have been deposited but not yet loaned. Some loans
may be financed by the bank’s own funds and not
from borrowed funds. Irrespective of the source
of finance, a service is provided for the loans and
deposits offered. FISIM are imputed for all loans
and deposits. These indirect charges apply only to
loans and deposits provided by, or deposited with,
financial institutions.

The reference rate lies between bank interest rates
on deposits and loans. It does not correspond to an
arithmetic average of the rates on loans or depos-
its. The rate prevailing for inter-bank borrowing
and lending is a suitable choice. However, differ-
ent reference rates are needed for each currency in
which loans and deposits are denominated, espe-
cially when a non-resident financial institution is
involved.

FISIM are described in detail in Chapter 14.

Financial services consisting of acquiring and
disposing of financial assets and liabilities in
financial markets

When a financial institution offers a security (e.g.
bill or bond) for sale, a service charge is levied. The
purchase price (the ask price) is equal to the esti-
mated market value of the security plus a mar-
gin. Another charge is levied when a security is
sold, the price offered to the seller (the bid price)
being equal to the market value minus a margin.
Margins between buying and selling prices apply
also to equities, investment fund shares and foreign
currencies. These margins are for the provision of
financial services.

Financial services provided in insurance and
pension schemes, where activity is financed by
loading insurance contributions and from the
income return on savings

The following financial services fall under this
heading. Each of them results in a redistribution of
funds.

(a) Non-life insurance. Under a non-life insurance
policy, the insurance company accepts a pre-
mium from a client and holds it until a claim
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is made or the period of the insurance expires.
The insurance company invests the premium
and the resulting property income is an extra
source of funds. The property income rep-
resents income foregone by the client and is
treated as an implicit supplement to the actual
premium. The insurance company sets the level
of the actual premiums to be such that the sum
of the premiums plus the property income
earned on them less the expected claims will
leave a margin that the insurance company will
retain as the output of the insurance company.

Non-life insurance output is calculated as:
total premiums earned

plus implicit premium supplements (equal
to the property income earned on technical
reserves)

less adjusted claims incurred.

The insurance corporation has at its disposal
reserves consisting of unearned premiums
(actual premiums relating to the next account-
ing period) and claims outstanding. Claims
outstanding cover claims that have not yet been
reported, have been reported but are not yet
settled or have been reported and settled but
are not yet paid. These reserves are called tech-
nical reserves and are used to generate invest-
ment income. Holding gains and losses are not
income from investment of the insurance tech-
nical reserves. Insurance technical reserves may
be invested in secondary activities of the insur-
ance company, e.g. the letting of dwellings or
offices. The net operating surplus on these sec-
ondary activities is income from the investment
of insurance technical reserves.

The appropriate level of claims used in calculat-
ing output is called ‘adjusted claims’ and these
can be determined in two ways. The expectation
method estimates the level of adjusted claims
from a model based on the past pattern of
claims payable by the corporation. The second
method uses accounting information: adjusted
claims are derived ex post as actual claims
incurred plus the change in equalisation provi-
sions, i.e. the funds set aside to meet unexpect-
edly large claims. Where the equalisation pro-
visions are insufficient to bring adjusted claims

back to a normal level, contributions from own
funds are added to the measure of adjusted
claims. A major feature of both methods is that
unexpectedly large claims do not lead to vola-
tile and negative estimates of output.

Changes in technical reserves and equalisation
provisions in response to changes in financial
regulation are recorded as other changes in the
volume of assets; they are irrelevant for calcu-
lating output. If, due to lack of information,
both methods for estimating adjusted claims
are not possible, it may be necessary to estimate
output instead by the sum of costs including an
allowance for normal profits.

In case of with-profits insurance, the change
in the reserves for with-profits insurance is
deducted to obtain output.

(b) A life insurance policy is a type of saving

scheme. For a number of years, the policy-
holder pays premiums to the insurance cor-
poration against a promise of benefits at some
future date. These benefits may be expressed
in terms of a formula related to the premiums
paid or may be dependent on the level of suc-
cess the insurance corporation has in invest-
ing the funds. The method of calculating out-
put for life insurance follows the same general
principles as for non-life insurance. However,
because of the time intervals between the time
when premiums are received and when bene-
fits are paid, special allowances must be made
for changes in the technical reserves. The out-
put of life insurance is derived as:

premiums earned
plus premium supplements, less benefits due

less increases (plus decreases) in life insurance
technical reserves.

Premiums are defined in exactly the same way
for life insurance as for non-life insurance.
Premium supplements are more significant
for life insurance than for non-life insurance.
Benefits are recorded as they are awarded or
paid. There is no need under life insurance to
derive an adjusted estimate of benefits since
there is not the same unexpected volatility in
the payment under a life policy. Life insurance
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technical reserves increase each year because
of new premiums paid and new investment
income allocated to the policyholders (but not
withdrawn by them) and decrease because of
benefits paid. It is thus possible to express the
level of output of life insurance as the difference
between the total investment income earned on
the life insurance technical reserves less the part
of this investment income actually allocated to
the policy holders and added to the insurance
technical reserves.

When this method is not feasible for data rea-
sons or does not yield meaningful results, out-
put of life insurance shall also be calculated as
the sum of production costs plus an allowance
for ‘normal profit’.

(c) The output of reinsurance is to be determined
in exactly the same way as for non-life insur-
ance, whether it is life or non-life policies that
are being reinsured.

(d) The output of running a social insurance
scheme depends on the way in which it is
organised. The following are examples of how
such schemes are organised.

(1) Social security schemes are social insurance
schemes that cover the community at large, and
are imposed and controlled by government. Their
purpose is to provide benefits for citizens to meet
the demands of old age, invalidity or death, sick-
ness, work injury, unemployment, family and
health care, etc. If separate units are distinguished,
their output is determined in the same way as all
non-market output as the sum of costs. If separate
units are not distinguished, the output of social
security is included with the output of the level of
government at which it operates.

(2) When an employer operates his own social insur-
ance scheme, the value of the output is determined
as the sum of costs including an estimate for a
return to any fixed capital used in the operation of
the scheme. The value of output is measured in the
same way where the employer establishes a sepa-
rate pension fund to manage the scheme.

(3) Where an employer uses an insurance corpora-
tion to manage the scheme on his behalf, the value
of the output is the fee charged by the insurance
corporation.

(4) For a multi-employer scheme, the value of out-
put is measured as for life insurance policies: it is

investment income received by the schemes less
the amount added to reserves.

(e) Measuring the output of standardised loan
guarantee schemes depends on the type of pro-
ducer involved. If a standardised loan guaran-
tee scheme operates as a market producer, the
value of output is calculated in the same way
as non-life insurance. If the scheme operates as
a non-market producer, the value of output is
calculated as the sum of costs.

Real estate services (Section L)

The output of services of owner-occupied dwell-
ings is valued at the estimated value of rental that
a tenant would pay for the same accommodation,
taking into account factors such as location, neigh-
bourhood amenities, etc., as well as the size and
quality of the dwelling itself. For garages located
separately from dwellings, which are used by the
owner for final consumption purposes in connec-
tion with using the dwelling, a similar imputation
is to be made. The rental value of owner-occupied
dwellings abroad, e.g. holiday homes, should not
be recorded as part of domestic production, but
as imports of services and the corresponding net
operating surplus as primary income received from
the rest of the world. For owner-occupied dwell-
ings owned by non-residents, analogous entries are
made. In case of time-sharing apartments, a pro-
portion of the service charge is recorded.

To estimate the value of owner-occupied dwell-
ing services, the stratification method is used. The
stock of dwellings is stratified by location, nature
of dwelling and other factors that affect the rental.
Information about actual rentals from rented
dwellings is used to obtain an estimate of the rental
value of the total stock of dwellings. The average
actual rental per stratum is applied to all dwellings
in that particular stratum. If the information on
rentals is derived from sample surveys, the gross-
ing-up to total stock rentals relates to both a part
of the rented and all owner-occupied dwellings.
The detailed procedure to determine a rental per
stratum is carried out for a base year and is then
extrapolated to the later periods.

The rental to be applied to owner-occupied dwell-
ings in the stratification method is defined as the
private market rental due for the right to use an
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unfurnished dwelling. The rentals for unfurnished
dwellings from all private market contracts are used
to determine imputed rentals. Private market rent-
als that are at a low level due to government regu-
lation are included. If the information source is the
tenant, the observed rental is corrected by adding
any specific rental allowance, which is paid directly
to the landlord. If the sample size for the observed
rentals as defined above is not large enough,
observed rentals for furnished dwellings may be
used for imputation purposes, provided they are
adjusted for the furniture element. Exceptionally,
also increased rentals for public-owned dwellings
may be used. Low rentals for dwellings let to rela-
tives or to employees should not be used.

The stratification method is used for grossing up to
all rented dwellings. The average rental for impu-
tation as described above may not be suitable for
some segments of the rental market. For exam-
ple, scaled-down rentals for furnished dwellings or
increased public rentals are not appropriate for the
respective actually rented dwellings. In this case,
separate strata for actually rented furnished or
social dwellings combined with appropriate aver-
age rentals are required.

In the absence of a sufficiently large rental mar-
ket, where accommodation is characteristic of
owner-occupied dwellings, the user-cost method is
applied for owner-occupied dwellings.

Under the user-cost method, the output of dwell-
ing services is the sum of intermediate consump-
tion, consumption of fixed capital, other taxes less
subsidies on production and net operating surplus
(NOS).

The NOS is measured by applying a constant real
annual rate of return to the net value of the stock
of owner-occupied dwellings at current prices
(replacement costs).

The output of real estate services of non-residen-
tial buildings is measured by the value of the rent-
als due.

Professional, scientific and technical services (Section
M); Administrative and support services (Section N)

The output of operating leasing services, such as
renting out machinery or equipments, is measured

by the value of the rental paid. Operating leasing is
different from financial leasing: financial leasing is
financing the acquisition of fixed assets, by mak-
ing a loan from the lessor to the lessee. Financial
leasing payments consist of repayments of princi-
pal and interest payments, with a small charge for
direct services provided (see Chapter 15: Contracts,
leases and licences).

Research and development (R&D) is creative work
undertaken on a systematic basis to increase the
stock of knowledge, and use of this stock of knowl-
edge for the purpose of discovering or develop-
ing new products, including improved versions or
qualities of -existing products, or discovering or
developing new or more efficient processes of pro-
duction. R&D of a significant size relative to the
principal activity is recorded as a secondary activ-
ity of the local KAU. A separate local KAU is dis-
tinguished for R&D where possible.

The output of R&D services is measured as follows:

(@) R&D by specialised commercial research labo-
ratories or institutes is valued at the revenues
from sales, contracts, commissions, fees, etc. in
the usual way;

(b) the output of R&D for use within the same
enterprise is valued on the basis of the esti-
mated basic prices that would be paid if the
research were subcontracted. In the absence
of a market for subcontracting R&D of a sim-
ilar nature, it is valued as the sum of produc-
tion costs plus a mark-up (except for non-mar-
ket producers) for NOS or mixed income;

() R&D by government units, universities and
non-profit research institutes is valued as the
sum of the costs of production. Revenues from
the sale of R&D by non-market producers of
R&D are to be recorded as revenues from sec-
ondary market output.

Expenditure on R&D is distinguished from that on
education and training. Expenditure on R&D does
not include the costs of developing software as a
principal or secondary activity.
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Public administration and defence services,
compulsory social security services (Section O)

Public administration, defence services and com-
pulsory social security services are provided as
non-market services and valued accordingly.

Education services (Section P); human health and
social work services (Section Q)

For education services and health services, a pre-
cise distinction is drawn between market and non-
market producers and between their market and
non-market output. For example, for some types of
education and medical treatment, nominal fees can
be levied by government institutions (or by other
institutions due to specific subsidies), but for other
education and special medical treatments they may
charge commercial tariffs. Another example is that
the same type of service (e.g. higher education) is
provided by, on the one hand, the government and,
on the other hand, commercial institutes.

Education and health services exclude R&D activ-
ities; health services exclude education in health
care, e.g. by academic hospitals.

Arts, entertainment and recreation services (Section
R); other services (Section S)

The production of books, recordings, films, soft-
ware, tapes, disks, etc. is a two-stage process and is
measured accordingly:

(1) the output from the production of originals —
an intellectual property product — is measured
by the price paid if sold, or, if not sold, by the
basic price paid for similar originals, its pro-
duction costs (including a mark-up for NOS)
or the discounted value of the future receipts
expected from using it in production;

(2) the owner of this asset may use it directly or to
produce copies in subsequent periods. If the
owner has licensed other producers to make use
of the original in production, the fees, commis-
sions, royalties, etc. received from the licenses
are the output of services. However, the sale of
the original is negative fixed capital formation.

Private households as employers (Section T)

The output of household services produced by
employing paid staff is valued by the compensation
of employees paid; this includes any compensation
in kind such as food or accommodation.

Intermediate consumption (P.2)

Definition: intermediate consumption consists of
goods and services consumed as inputs by a pro-
cess of production, excluding fixed assets whose
consumption is recorded as consumption of fixed
capital. The goods and services are either trans-
formed or used up by the production process.

Intermediate consumption includes the following
cases:

(a) goods and services used as inputs into ancillary
activities. Common examples are purchasing,
sales, marketing, accounting, data processing,
transportation, storage, maintenance, security,
etc. These goods and services are not distin-
guished from those consumed by the principal
(or secondary) activities of a local KAU;

(b) goods and services which are received from
another local KAU of the same institutional
unit;

(c) rental of fixed assets, e.g. the operational leas-
ing of machines, cars, software and entertain-
ment originals;

(d) fees for short-term contracts, leases and licences
recorded as non-produced assets; this excludes
the outright purchase of such non-produced
assets;

(e) the subscriptions, contributions or dues paid to
non-profit business associations (see paragraph
3.35);

(f) items not treated as gross capital formation,
such as:

(1) inexpensive tools used for common operations,
such as saws, spades, knives, axes, hammers,
screwdrivers, spanners, wrenches and other hand
tools; small devices such as pocket calculators. All
expenditure on such durables is recorded as inter-
mediate consumption;
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(2) the regular maintenance and repair of fixed assets
used in production;

(3) services of staff training, market research and sim-
ilar activities, purchased from an outside agency or
provided by a separate local KAU of the same insti-
tutional unit;

(4) expenditure on R&D will be treated as fixed capi-
tal formation when a sufficiently high level of reli-
ability and comparability of the estimates by the
Member States has been achieved;

—

expenditure by employees, reimbursed by the
employer, on items necessary for the employ-
ers’ production, like contractual obligations to
purchase on own-account tools or safety-wear;

(g

(h

=

expenditure by employers which is to their
own benefit as well as to that of their employ-
ees, because it is necessary for production.
Examples are:

(1) reimbursement of employees for travelling, sep-
aration, removal and entertainment expenses
incurred in the course of their duties;

(2) providing amenities at the place of work.

A list of relevant expenditure is presented in
the paragraphs on compensation of employees
(D.1) (see paragraph 4.07);

(i) non-life insurance service charges paid by local
KAUs (see Chapter 16: Insurance). To record
only the service charge as intermediate con-
sumption, the premiums paid are discounted
for, e.g. claims paid out and the net change in
actuarial reserves. The net change in actuarial
reserves shall be allocated to the local KAUs as
a proportion of the premiums paid;

(j) FISIM purchased by resident producers;

(k) the non-market output of the central bank
output should be entirely allocated to the
intermediate consumption of other financial
intermediaries.

Intermediate consumption excludes:

(a) items treated as gross capital formation, exam-
ples being:
(1) valuables;

(2) mineral exploration;

(3) major improvements beyond those required
to keep the fixed assets in good working order.

Examples are renovation, reconstruction or
enlargement;

(4) software purchased outright or produced on
own-account;

(5) military weapons and the equipment to deliver
them;

(b) expenditure treated as the purchase of non-
produced assets. Examples are long-term con-
tracts, leases and licences (see Chapter 15);

(c) expenditure by employers treated as wages and
salaries in kind;

(d) use by market or own-account producer units
of collective services provided by govern-
ment units (treated as collective consumption
expenditure by government);

(e) goods and services produced and consumed
within the same accounting period and within
the same local KAU (they are also not recorded
as output);

(f) payments for government licenses and fees that
are treated as other taxes on production;

(g) payments for licences for using natural
resources (e.g. land) that are treated as rents,
i.e. as a payment of property income.

Time of recording and valuation of
intermediate consumption

Products used for intermediate consumption are
recorded and valued at the time they enter the pro-
cess of production. They are valued at the purchas-
ers’ prices for similar goods or services at the time
of use.

Producer units do not record the use of goods in
production directly. They record the purchases
intended to be used as inputs less the increase in
the amounts of such goods held in inventory.

Final consumption (P.3, P4)

Two concepts of final consumption are used:
(@) final consumption expenditure (P.3);

(b) actual final consumption (P.4).
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Final consumption expenditure is expenditure on
goods and services used by households, NPISHs
and government to satisfy individual and collec-
tive needs. In contrast, actual final consumption
refers to its acquisition of consumption goods and
services. The difference between these concepts
lies in the treatment of certain goods and services
financed by the government or NPISHs but sup-
plied to households as social transfers in kind.

Final consumption expenditure (P.3)

Definition: final consumption expenditure consists
of expenditure incurred by resident institutional
units on goods or services that are used for the
direct satisfaction of individual needs or wants or
the collective needs of members of the community.

Household final consumption expenditure
includes the following examples:

(a) services of owner-occupied dwellings;

(b) income in kind, such as:

(1) goods and services received as income in kind by
employees;

(2) goods or services produced as outputs of unin-
corporated enterprises owned by households that
are retained for consumption by members of the
household. Examples are food and other agricul-
tural goods, housing services by owner-occupiers
and household services produced by employing
paid staff (servants, cooks, gardeners, chauffeurs,
etc.);

(c) items not treated as intermediate consumption,
such as:

(1) materials for small repairs to and interior decora-
tion of dwellings of a kind carried out by tenants as
well as owners;

(2) materials for repairs and maintenance to con-
sumer durables, including vehicles;

(d) items not treated as capital formation, in par-
ticular consumer durables, that continue to
perform their function in several accounting
periods; this includes the transfer of owner-
ship of some durables from an enterprise to a
household;

(e) financial services directly charged and the part
of FISIM used for final consumption purposes
by households;

(f) insurance services by the amount of the implicit
service charge;

(g) pension funding services by the amount of the
implicit service charge;

(h) payments by households for licences, permits,
etc. which are regarded as purchases of services
(see paragraphs 4.79 and 4.80);

(i) the purchase of output at not economically sig-
nificant prices, e.g. entrance fees for a museum.

Household final consumption expenditure
excludes the following:

() social transfers in kind, such as expenditures
initially incurred by households but subse-
quently reimbursed by social security, e.g. some
medical expenses;

—~
o
N

items treated as intermediate consumption or
gross capital formation, such as:

(1) expenditures by households owning unincorpo-
rated enterprises when incurred for business pur-
poses — e.g. on durable goods such as vehicles,
furniture or electrical equipment (gross fixed cap-
ital formation), and also on non-durables such as
fuel (treated as intermediate consumption);

(2) expenditure that an owner-occupier incurs on the
decoration, maintenance and repair of the dwell-
ing not typically carried out by tenants (treated as
intermediate consumption in producing housing
services);

(3) the purchase of dwellings (treated as gross fixed
capital formation);

(4) expenditure on valuables (treated as gross capital
formation);

(c) items treated as acquisitions of non-produced
assets, in particular the purchase of land;

(d) all those payments by households which are to
be regarded as taxes (see paragraphs 4.79 and
4.80);

(e) subscriptions, contributions and dues paid by
households to NPISHs, such as trade unions,
professional societies, consumers’ associations,
churches and social, cultural, recreational and
sports clubs;

(f) voluntary transfers in cash or in kind by
households to charities and relief and aid
organisations.
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Final consumption expenditure of NPISHs (a) it is possible to observe and record the acquisi-
includes two separate categories: tion of the goods and services by an individual
household or member thereof and also the time
(a) the value of the goods and services produced at which the acquisition took place;
by NPISHs other than own-account capital for-
mation and other than expenditure made by (b) the household has agreed to the provision of
households and other units; the goods and services and takes the action nec-
essary to consume the goods and services, for
(b) expenditures by NPISHs on goods or services example by attending a school or clinic;
produced by market producers that are sup-
plied — without any transformation — to (c) the goods and services are such that their acqui-
households for their consumption as social sition by one household or person, or by a
transfers in kind. group of persons, precludes its acquisition by

other households or persons.
Final consumption expenditure (P.3) by govern-

ment includes two categories of expenditures, sim- Definition: collective services are services for collec-

ilar to those by NPISH:s: tive consumption that are provided simultaneously

to all members of the community or all members of

(a) the value of the goods and services produced by a particular section of the community, such as all

general government itself (P.1) other than own- households living in a particular region. Collective
account capital formation (corresponding to services have the following characteristics:

P.12), market output (P.11) and payments for

non-market output (P.131); (a) they can be delivered simultaneously to every

member of the community or to particular sec-
(b) purchases by general government of goods and tions of the community, such as those in a par-
services produced by market producers that ticular region or locality;
are supplied to households, without any trans-
formation, as social transfers in kind (D.632).
General government pays for these goods and
services that the sellers provide to households.

(b) the use of such services is usually passive and
does not require the agreement or active partic-
ipation of all the individuals concerned;

(c) the provision of a collective service to one indi-
vidual does not reduce the amount available to
other in the same community or section of the

Corporations do not make final consumption
expenditures. Their purchases of goods and ser-
vices as used by households for final consump-

tion are either used for intermediate consump- community.

tion or provided to employees as compensation All household final consumption expenditure
of employees in kind, i.e. imputed household final is individual. All goods and services provided by
consumption expenditure. NPISHs are treated as individual.

For the goods and services provided by govern-

Actual final consumption (P.4) ment units, the borderline between individual and
collective goods and services is drawn on the basis
Definition: actual final consumption consists of of the classification of the functions of government

the goods or services that are acquired by resi- (COFOG).

dent institutional units for the direct satisfaction of ) )
All government final consumption expenditure

under each of the following headings is treated as
Definition: goods and services for individual con- expenditure on individual consumption:
sumption (‘individual goods and services’) are
goods and services acquired by a household and
used to satisfy the needs and wants of members of
that household. Individual goods and services have 7.3 Hospital services

the following characteristics: 7.4 Public health services;

human needs, whether individual or collective.

(a) 7.1 Medical products, appliances and equipment

7.2 Outpatient services
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(b) 8.1 Recreational and sporting services
8.2 Cultural services;
(¢) 9.1 Pre-primary and primary education
9.2 Secondary education
9.3 Post-secondary non-tertiary education
9.4 Tertiary education
9.5 Education not definable by level
9.6 Subsidiary services to education;
(d) 10.1 Sickness and disability
10.2 Old age
10.3 Survivors
10.4 Family and children
10.5 Unemployment
10.6 Housing

10.7 Social exclusion not elsewhere included.

Alternatively individual consumption expenditure
of general government corresponds to division 14
of the classification of individual consumption by
purpose (Coicop), which includes the following

groups:

14.1 Housing (equivalent to COFOG group
10.6)

14.2 Health (equivalent to COFOG groups
7.1 to 7.4)

Table 3.2 — Sector making expenditure

14.3 Recreation and culture (equivalent to
COFOG groups 8.1 and 8.2)

14.4 Education (equivalent to COFOG
groups 9.1 to 9.6)

14.5 Social protection (equivalent to COFOG
groups 10.1 to 10.5 and group 10.7).

Collective consumption expenditure 1is the
remainder of the government final consumption
expenditure.

It consists of the following COFOG groups:

(a) general public services (division 1);

(b) defence (division 2);

(c) public order and safety (division 3);

(d) economic affairs (division 4);

(e) environmental protection (division 5);

(f) housing and community amenities (division 6);

(g) general administration, regulation, dissemina-
tion of general information and statistics (all
divisions);

(h) research and development (all divisions).

The relationships between the various consump-
tion concepts employed can be shown in Table 3.2.

Government NPISHs Households Total acquisitions
o . X (= Social X (= Social Households actual individual final
Individual consumption o o X .
transfersin kind ~ transfers in kind) consumption
) ) Government's actual collective final
Collective consumption X 0 0 !
consumption
Government’s NPISHs final Households' final )
. . : Actual final consumption = Total final
Total final consumption consumption consumption ) !
: ; ) consumption expenditure
expenditure expenditure expenditure
X: applicable

0: not applicable

Final consumption expenditure of NPISHs is
all individual. Total actual final consumption is
equal to the sum of households’ actual final con-
sumption and actual final consumption of general
government.

There are no social transfers in kind with the rest
of the world (though there are such transfers in
monetary terms). Total actual final consumption is

equal to total final consumption expenditure.
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Time of recording and valuation of final Time of recording and valuation of actual
consumption expenditure final consumption

Goods and services are acquired by institutional
units when they become the new owners of the
goods and when the delivery of services to them is

Expenditure on a good is recorded at the time
of change of ownership; expenditure on a ser-
vice is recorded when the delivery of the service is

completed. completed.

Acquisitions (actual final consumption) are valued
Expenditure on goods acquired under a hire pur- at the purchasers’ prices for the units that incur the
chase or similar credit agreement, and also under a expenditures.

financial lease, is recorded at the time the goods are
delivered even if there is no change of ownership at
this point.

Transfers in kind other than social transfers in
kind from government and NPISHs are treated as
if they were transfers in cash. Accordingly, the val-
ues of the goods or services are recorded as expen-
ditures by the institutional units or sectors that
acquire them.

Own-account consumption is recorded when
the output retained for own final consumption is

produced.

The values of the two aggregates of final consump-
The final consumption expenditure of households tion expenditure and actual final consumption are
is recorded at purchasers’ prices. This is the price the same. The goods and services acquired by res-
the purchaser actually pays for the products at the ident households through social transfers in kind
time of the purchase. A more detailed definition is are valued at the same prices as those at which they
in paragraph 3.06. are valued in the expenditure aggregates.

Goods and services supplied as employee compen-

sation in kind are valued at basic prices when pro- Gross ca pitaI formation (P.5)
duced by the employer and at the purchasers’ prices

of the employer when bought in by the employer. Gross capital formation consists of:

) ) ) (a) gross fixed capital formation (P.51g):
Retained goods or services for own consumption

are valued at basic prices. (1) consumption of fixed capital (P.51c);

(2) net fixed capital formation (P.51n);

Final consumption expenditures by general gov- (b) changes in inventories (P.52);
ernment or NPISHs on products produced by

themselves are recorded at the time they are pro- (c) acquisitions less disposals of valuables (P.53).
duced, which is also the time of delivery of such
services by government or NPISHs. For the final
consumption expenditure on goods and services

supplied via market producers, the time of delivery

Gross capital formation is measured gross of con-
sumption of fixed capital. Net capital formation is
calculated by deducting consumption of fixed cap-

is the time of recording, ital from gross capital formation.

Final consumption expenditure (P.3) by gen- Gross fixed capital formation (P.51g)

eral government or NPISHs is equal to the sum of

their output (P.1), plus the expenditure on prod- Definition: gross fixed capital formation (P.51)
ucts supplied to households via market producers, consists of resident producers’ acquisitions, less
part of social transfers in kind (D.632), minus the disposals, of fixed assets during a given period
payments by other units, market output (P.11) and plus certain additions to the value of non-pro-
payments for non-market output (P.131), minus duced assets realised by the productive activity of
own-account capital formation (P.12). producer or institutional units. Fixed assets are
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produced assets used in production for more than
one year.

Gross fixed capital formation consists of both pos-
itive and negative values:

(a) positive values:

(1) new or existing fixed assets purchased;

(2) fixed assets produced and retained for producers’
own use (including own account production of
fixed assets not yet completed or fully mature);

(3) new or existing fixed assets acquired through
barter;

(4) new or existing fixed assets received as capital
transfers in kind;

(5) new or existing fixed assets acquired by the user
under a financial lease;

(6) major improvements to fixed assets and existing
historic monuments;

(7) natural growth of those natural assets that yield
repeat products;

(b) negative values, i.e. disposals of fixed assets
recorded as negative acquisitions:

(1) existing fixed assets sold;
(2) existing fixed assets surrendered in barter;

(3) existing fixed assets surrendered as capital trans-
fers in kind.

The disposals components of fixed assets exclude:

(a) consumption of fixed capital (which includes
anticipated normal accidental damage);

(b) exceptional losses, such as those due to drought
or other natural disasters, which are recorded
as other change in the volume of assets.

The following types of gross fixed capital formation
are distinguished:

(1) dwellings;

(2) other buildings and structures; this includes
major improvements to land;

(3) machinery and equipment, such as ships, cars
and computers;

(4) weapons systems;

(5) cultivated biological resources, e.g. trees and
livestock;

(6) costs of ownership transfer on non-produced
assets, like land, contracts, leases and licences;

(7) R&D, including the production of freely avail-
able R&D. Expenditure on R&D will only be
treated as fixed capital formation when a high
level of reliability and comparability of the esti-
mates by the Member States has been achieved;

(8) mineral exploration and evaluation;

(9) computer software and databases;
(10)entertainment, literary or artistic originals;
(11) other intellectual property rights.

Major improvements to land include:

(a) reclamation of land from sea by the construc-
tion of dikes, sea walls or dams for this purpose;

(b) clearance of forests, rocks, etc. to enable land to
be used in production for the first time;

(c) draining of marshes or the irrigation of deserts
by the construction of dikes, ditches and irri-
gation channels; prevention of flooding or ero-
sion by the sea or rivers by the construction of
breakwaters, sea walls or flood barriers.

These activities may lead to the creation of substan-
tial new structures such as sea walls, flood barri-
ers and dams, but these structures are not used to
produce other goods and services, but obtain more
or better land, and it is the land, a non-produced
asset, that is used in production. For example, a
dam built to produce electricity serves a different
purpose from a dam built to keep out the sea. Only
the latter type of dam is classified as an improve-
ment to land.

Gross fixed capital formation includes the follow-
ing borderline cases:

(a) acquisitions of houseboats, barges, mobile
homes and caravans used as residences of
households and any associated structures such
as garages;

(b) structures and equipment used by the military;

(c) light weapons and armoured vehicles used by
non-military units;
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(d) changes in livestock used in production year
after year, such as breeding stock, dairy cattle,
sheep reared for wool and draught animals;

(e) changes in trees that are cultivated year after
year, such as fruit trees, vines, rubber trees,
palm trees, etc.;

(f) improvements to existing fixed assets beyond
ordinary maintenance and repairs;

(g) the acquisition of fixed assets by financial
leasing;

(h) terminal costs, i.e. large costs associated with
disposal, e.g. decommissioning costs of nuclear
power stations or clean up costs of landfill sites.

Gross fixed capital formation excludes:

(a) transactions included in intermediate con-
sumption, like:

(1) purchase of small tools for production purposes;
(2) ordinary maintenance and repairs;

(3) the acquisition of fixed assets to be used under an
operational leasing contract (see also Chapter 15:
Contracts, leases and licences). For the enterprise
that is using the fixed asset, rentals are treated as
intermediate consumption. For the owner of the
asset, the cost of acquisition is recorded as gross
fixed capital formation;

(b) transactions recorded as changes in inventories:

(1) animals raised for slaughter, including poultry;

(2) trees grown for timber (work-in-progress);

(c) machinery and equipment acquired by house-
holds for purposes of final consumption;

(d) holding gains and losses on fixed assets;

(e) catastrophic losses on fixed assets, e.g. destruc-
tion of cultivated assets and livestock by out-
breaks of disease which is not normally cov-
ered by insurance, or damage due to abnormal
flooding, wind damage or forest fires;

(f) funds set aside or put in reserve without any
commitment for the actual purchase or con-
struction of a specific capital good, e.g. a gov-
ernment fund for infrastructure.

Gross fixed capital formation in the form of
improvements to existing fixed assets is recorded
as acquisitions of new fixed assets of the same kind.

Intellectual property products are the result of
research and development, investigation or inno-
vation leading to knowledge, use of which is
restricted by law or other means of protection.

Examples of intellectual property assets are:

(@) results of R&D;

(b) results of mineral exploration, measured as the
costs of actual test drilling, aerial or other sur-
veys, transportation, etc.;

(c) computer software and large databases to be
used in production for more than one year;

(d) entertainment, literary or artistic originals of
manuscripts, models, films, sound recordings,
etc.

For both fixed assets and non-produced non-finan-
cial assets, the costs of ownership transfer incurred
by their new owner consist of:

(a) charges incurred in taking delivery of the asset
(new or existing asset) at the required location
and time, such as transport charges, installation
charges, erection charges, etc.;

(b) professional charges or commissions incurred,
such as fees paid to surveyors, engineers, law-
yers, valuers, etc., and commissions paid to
estate agents, auctioneers, etc.;

(c) taxes payable by the new owner on the transfer
of ownership of the asset. These taxes are taxes
on the services of intermediaries and any tax on
the transfer of ownership but not taxes on the
asset bought.

All these costs are to be recorded as gross fixed cap-
ital formation by the new owner.

Time of recording and valuation of gross fixed capital
formation

Gross fixed capital formation is recorded when
the ownership of the fixed assets is transferred to
the institutional unit that intends to use them in
production.

This rule is modified for:

(a) financial leasing, when a change of ownership
from lessor to lessee is imputed;

Transactions in products and non-produced assets E-
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(b) own-account gross fixed capital formation,
which is recorded when it is produced.

Gross fixed capital formation is valued at purchas-
ers’ prices including installation charges and other
costs of ownership transfer. When produced on
own-account it is valued at the basic prices of simi-
lar fixed assets, and if such prices are not available,
at the costs of production plus a mark-up (except
for non-market producers) for net operating sur-
plus or mixed income.

Acquisitions of intellectual property products are
valued in different ways:

(a) for mineral exploration: by the costs of actual
test drillings and borings, and the costs incurred
to make it possible to carry out tests, such as
aerial or other surveys;

(b) for computer software: by purchasers’ prices
when purchased on the market, or at its esti-
mated basic price, or if no basic price is avail-
able, at its costs of production plus a mark-up
for net operating surplus (except for non-mar-
ket producers) when developed in-house;

(c) for entertainment, literary or artistic originals:
valued at the price paid by the purchaser when
it is sold, or if not sold, the following methods
of estimation are acceptable:

(i) at the basic price paid for similar originals;

(ii) the sum of its production costs plus a mark-up
(except for non-market producers) for net operat-
ing surplus; or

(iii) the discounted value of expected receipts.

Disposals of existing fixed assets by sale are valued
at basic prices, deducting any costs of ownership
transfer incurred by the seller.

Costs of ownership transfer can apply to both pro-
duced assets, including fixed assets, and non-pro-
duced assets, such as land.

These costs are included in the purchasers’ prices
in the case of produced assets. They are separated
from the purchases and sales themselves in the
case of land and other non-produced assets, and
recorded under a separate heading in the classifica-
tion of gross fixed capital formation.

Consumption of fixed capital (P.51c)

Definition: consumption of fixed capital (P.51c) is
the decline in value of fixed assets owned, as a result
of normal wear and tear and obsolescence. The
estimate of decline in value includes a provision for
losses of fixed assets as a result of accidental dam-
age which can be insured against. Consumption of
fixed capital covers anticipated terminal costs, such
as the decommissioning costs of nuclear power sta-
tions or oil rigs or the cleanup costs of landfill sites.
Such terminal costs are recorded as consumption
of fixed capital at the end of the service life, when
the terminal costs are recorded as gross fixed capi-
tal formation.

Consumption of fixed capital shall be calculated for
all fixed assets (except animals), including intellec-
tual property rights, major improvements to land
and costs of ownership transfers associated with
non-produced assets.

Consumption of fixed capital is different from the
depreciation allowed for tax purposes or the depre-
ciation shown in business accounts. Consumption
of fixed capital is estimated on the basis of the stock
of fixed assets and the expected average economic
life of the different categories of those goods. For
the calculation of the stock of fixed assets, the per-
petual inventory method (PIM) is applied when-
ever direct information on the stock of fixed assets
is missing. The stock of fixed assets is valued at the
purchasers’ prices of the current period.

Losses of fixed assets occurring as a result of acci-
dental damage which can be insured against are
taken into account in calculating the average ser-
vice life of the goods in question. For the econ-
omy as a whole the accidental damages within a
given accounting period will be equal, or close, to
the average. For individual units and groupings of
units, actual and average accidental damage may
differ. In this case, for sectors, any difference is
recorded as other changes in volume of fixed assets.

Consumption of fixed capital shall be calculated
according to the ‘straight line’ method, by which
the value of a fixed asset is written off at a constant
rate over the whole lifetime of the good.
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In some cases, the geometric depreciation method (4) uncompleted other fixed assets, e.g. ships and oil
is used when the pattern of decline in the efficiency rigs;
of a fixed asset requires it. (5) partially completed research for a legal or consult-

ant’s dossier;
In the system of accounts, consumption of fixed . .
capital is recorded below each balancing item, (6) partially completed film productions;
which is shown gross and net. Recording ‘gross’ (7) partially completed computer programs.
means without deducting consumption of fixed
capital, while recording ‘net’ means after deduct-

ing consumption of fixed capital.

Work-in-progress shall be recorded for any pro-
duction process that is not finished at the end
of the given period. This is significant in quar-
terly accounts, an example being agricultural
Changes in inventories (P.52) crops not completing growth within a quarter
of a year.
Definition: changes in inventories are measured

by the value of the entries into inventories less the Reductions in work-in-progress take place when

value of withdrawals and the value of any recurrent the production process is completed. At that
losses of goods held in inventories. point, all work-in-progress is transformed into
a finished product;

Due to physical deterioration, or accidental dam-
age or pilfering, recurrent losses may occur to all (c) finished goods:

kinds of goods in inventories, such as: ) ) ) )
finished goods as part of inventories consist of

(a) losses of materials and supplies; outputs that their producer does not intend to
process further before supplying them to other

(b) losses in the case of work-in-progress; institutional units;

(c) losses of finished goods; (@) goods for resale:

(d) losses of goods for resale (e.g. shoplifting).
goods for resale are goods acquired for the pur-

Inventories consist of the following categories: pose of reselling them unchanged from their

present state.
(@) materials and supplies:

materials and supplies consist of all prod- Time of recording and valuation of changes in

ucts held in stock with the intention of using inventories

them as intermediate inputs in production; this

includes products held in stock by the govern- The time of recording and the valuation of changes

ment. Items such as gold, diamonds, etc. are in inventories is consistent with those of other

included when intended for industrial use or transactions in products. This applies in particu-

other production; lar to intermediate consumption (e.g. for materi-

als and supplies), output (e.g. work-in-progress

(b) work-in-progress: and output from storage of agricultural prod-

ucts) and gross fixed capital formation (e.g. work-
in-progress). If goods are processed abroad with a
change of economic ownership, the goods are to
be included in exports (and later in imports). The
export is reflected in a concomitant reduction in

work-in-progress consists of output produced
that is not yet finished. It is recorded in the
inventories of its producer. Examples of the dif-
ferent forms it can take are the following:

(1) growing crops; inventories, and the corresponding later import is
(2) maturing trees and livestock; recorded as an increase in inventories, provided it
(3) uncompleted structures (except those produced is not sold or used at once.

under a contract of sale agreed in advance or on

own-account; both of these examples are treated as In measuring Changes in inventories, goods enter-

fixed capital formation); ing inventories are valued at the time of entry, and
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goods being withdrawn are valued at the time of
withdrawal.

The prices used to value goods in changes in inven-
tories are as follows:

(a) output of finished goods transferred into the
producer’s inventories is valued as if they were
sold at that time, at current basic prices;

(b) additions to work-in-progress are valued in
proportion to the estimated current basic price
of the finished product;

(0) reductions in work-in-progress due to work
withdrawn from inventories when production
is finished are valued at current basic prices of
the unfinished product;

(d) goods transferred out of inventories for sale are
valued at basic prices;

(e) goods for resale entering the inventories of
wholesalers and retailers, etc. are valued at the
actual or estimated purchasers’ prices of the
trader;

(f) goods for resale withdrawn from inventories
are valued at the purchasers’ prices at which
they can be replaced at the time they are with-
drawn, and not at the price when they were
acquired.

Losses as a result of physical deterioration, insura-
ble accidental damage or pilfering are recorded and
valued as follows:

(a) for materials and supplies: as materials and
supplies actually withdrawn to be used up in
production (intermediate consumption);

(b) for work-in-progress: valued as deduction from
the additions accruing to production carried
out in the same period;

(o) for finished goods and goods for resale: treated
as withdrawals at the current price of undeteri-
orated goods.

Where information is lacking, the following
approximate methods for the estimation of change
in inventories are used:

(a) when changes in the volume of inventories are
regular, an acceptable approximate method is to

multiply the volume change of the inventories
by the average prices for the period. Purchasers’
prices are used for inventories held by users or
by wholesalers or retailers; basic prices are used
for inventories held by their producers;

(b) when prices of the goods involved remain con-
stant, fluctuations in the volume of inventories
do not invalidate the approximation of estimat-
ing the change in inventories by multiplying
the volume change by the average price;

(c) if both the volume and the prices of the inven-
tories change substantially within the account-
ing period, more sophisticated approximation
methods are required. For example, quarterly
valuation of the changes in inventories or the
use of information about the distribution of the
fluctuations within the accounting period (fluc-
tuations may be largest at the end of the calen-
dar year, during harvest time, etc.);

(d) if information about the values at the begin-
ning and end of the period are available (e.g. in
case of wholesale or retail trade in which inven-
tories often exist of many different products),
but no separate information about prices and
volumes, the changes in volume between the
beginning and end of the period are estimated.
One way of estimating the change in volumes is
to estimate constant turn-over rates by type of
product.

Seasonal changes in prices may reflect a change in
quality, e.g. clearance prices or off-season prices for
fruit and vegetables. These changes in quality are
treated as changes in the volume.

Acquisitions less disposals of valuables
(P.53)

Definition: valuables are non-financial goods that
are not used primarily for production or consump-
tion, do not deteriorate (physically) over time
under normal conditions and are acquired and
held primarily as stores of value.

Valuables include the following types of goods:

(a) precious stones and metals, such as diamonds,
non-monetary gold, platinum, silver, etc.;
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(b) antiques and other art objects, such as paint-
ings, sculptures, etc.;

(c) other valuables, such as jewellery fashioned out
of precious stones and metals and collectors’
items.

Such types of goods are recorded as acquisition or
disposal of valuables in the following examples:

(a) the acquisition or disposal of non-monetary
gold, silver, etc. by central banks and other
financial intermediaries;

(b) the acquisition or disposal of these goods by
enterprises whose principal or secondary activ-
ity does not involve the production or trade in
such types of goods. This acquisition or dis-
posal is not included in the intermediate con-
sumption or fixed capital formation of these
enterprises;

(c) the acquisition or disposal of such goods
by households. Such acquisitions are not
included in final consumption expenditure by
households.

In the ESA, by convention also the following cases
are recorded as acquisition or disposal of valuables:

(a) the acquisition or disposal of these goods by
jewellers and art dealers (following the general
definition of valuables, the acquisition of these
goods by jewellers and art dealers should be
recorded as changes in inventories);

(b) the acquisition or disposal of these goods by
museums (following the general definition
of valuables, the acquisition by a museum of
these goods should be recorded as fixed capital
formation).

This convention avoids frequent reclassification
between the three main types of capital formation,
i.e. between acquisition less disposal of valuables,
fixed capital formation and changes in invento-
ries, e.g. in the case of transactions of such goods
between households and art dealers.

The production of valuables is valued at basic
prices. All other acquisitions of valuables are val-
ued at the purchasers’ prices paid for them, includ-
ing any agents’ fees or commissions. They include
trade margins when bought from dealers. Disposals

of valuables are valued at the prices received by sell-
ers, after deducting any fees or commissions paid
to agents or other intermediaries. Acquisitions less
disposals of valuables between resident sectors can-
cel out, leaving only agents and dealers margins.

Exports and imports of goods and
services (P.6 and P.7)

Definition: exports of goods and services consist
of transactions in goods and services (sales, barter,
and gifts) from residents to non-residents.

Definition: imports of goods and services consist of
transactions in goods and services (purchases, bar-
ter, and gifts) from non-residents to residents.

Exports and imports of goods and services do not
include:

(a) establishment trade, i.e.:

(1) deliveries to non-residents by non-resident affili-
ates of resident enterprises, e.g. sales abroad by for-
eign affiliates of a multinational owned/controlled
by residents;

(2) deliveries to residents by resident affiliates of non-
resident enterprises, e.g. sales by domestic affiliates
of a foreign multinational;

(b) primary income flows to or from the rest of
the world, such as compensation of employees,
interest and revenues from direct investment.
The revenues from direct investment may
include an indistinguishable part for the provi-
sion of various services, e.g. training of employ-
ees, management services and the use of pat-
ents and trademarks;

(c) the cross-border sale or purchase of financial
assets or non-produced assets, such as land.

Imports and exports of goods and services are dis-
tinguished into:

(a) intra-EU deliveries;
(b) imports and exports outside the EU.

Both types are referred to as imports and exports.

Transactions in products and non-produced assets E-
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Exports and imports of goods (P.61 and

P.71)

Imports and exports of goods occur when eco-
nomic ownership of goods changes between resi-
dents and non-residents. This applies irrespective
of corresponding physical movements of goods
across frontiers.

For deliveries between affiliated enterprises (branch
or subsidiary, or foreign affiliate): a change of eco-
nomic ownership is imputed whenever goods are
delivered between affiliated enterprises. This
applies only when the establishment receiving the
goods assumes responsibility for making the deci-
sions about the levels of supply and prices at which
their output is delivered for the market.

Exports of goods occur without the goods crossing
the country’s frontier in the following examples:

(a) goods produced by resident units operating in
international waters are sold directly to non-
residents in foreign countries. Examples of
such goods are oil, natural gas, fishery prod-
ucts, maritime’s salvage;

=

transportation equipment or other movable
equipment not tied to a fixed location;

(c) goods after changing ownership, which are lost
or destroyed before they have crossed the fron-
tier of the exporting country;

(d) merchanting, i.e. the purchase of a good by a
resident from a non-resident and the subse-
quent resale of the good to another non-resi-
dent, without the good entering the merchant’s
economy.

Analogous cases occur for the imports of goods.
Imports and exports of goods include transac-

tions between residents and non-residents in the
following:

(a) non-monetary gold;

(b) silver bullion, diamonds and other precious
metals and stones;

(c) paper money and coins not in circulation and
unissued securities (valued as goods, not at face
value);

(d) electricity, gas and water;
(e) livestock driven across frontiers;
(f) parcel post;

(g) government exports including goods financed
by grants and loans;

(h) goods transferred to or from the ownership of a
buffer stock organisation;

(i) goods delivered by a resident enterprise to its
non-resident affiliates, except for goods for
processing;

(j) goods received by a resident enterprise from
its non-resident affiliates, except for goods for
processing;

(k) smuggled goods or products not reported for
taxes like import duties and VAT;

() other unrecorded shipments, such as gifts and
those of less than a stated minimum value.

Imports and exports of goods exclude the following
goods which nevertheless may cross the national
frontier:

(a) goods in transit through a country;

(b) goods shipped to or from a country’s own
embassies, military bases or other enclaves
inside the national frontiers of another country;

(c) transportation equipment and other movable
kinds of equipment which leave a country tem-
porarily, without any change of economic own-
ership, e.g. construction equipment for installa-
tion or construction purposes abroad;

(d) equipment and other goods which are sent
abroad for processing, maintenance, servicing
or repair; this applies also to goods processed
to order abroad when a substantial physical
change in the goods is involved;

(e) other goods which leave a country temporarily,
being generally returned within a year in their
original state and without change of economic
ownership.

Examples are goods sent abroad for exhibition
and entertainment purposes, goods under an
operating lease, including leases for several
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years and goods returned without being sold to (a) barter of goods are valued at the basic prices
a non-resident; that would have been received if the goods had

been sold for cash;
(f) goods on consignment lost or destroyed after

crossing a frontier before change of ownership (b) transactions between affiliated enterprises: as a
occurs. rule, actual transfer values are used. However, if
they differ from market prices, they are replaced

Imports and exports of goods are recorded when by an estimated market price equivalent;

the ownership of the goods is transferred. A change

of ownership is considered to occur at the time the () goods transferred under a financial lease: the
parties to the transaction record it in their books or goods are valued on the basis of the purchasers’
accounts. This may not coincide with the various price paid by the lessor, and not by the cumula-
stages of the contractual process, such as: tive value of the rental payments;

(@) the time of commitment (contract date); (d) imports of goods estimated on the basis of cus-

toms data (for extra-EU trade) or Intrastat-
information (for intra-EU trade). Both data
sources do not apply FOB valuation; they use

(b) the time of provision of goods and services and
acquisition of a claim for payment (transfer

date);
respectively the CIF value at the EU border
() the time of settlement of that claim (payment and CIF values at the national border. As FOB-
date). values are only used at the most aggregate level
and CIF-values are used at the product group
Imports and exports of goods are to be valued free level, these modifications are applied at the
on board at the border of the exporting country most aggregate level, and the modification is
(FOB). This value is: known as the CIF/FOB adjustment;
() the value of the goods at basic prices; (e) imports and exports of goods estimated on the

basis of survey information or various types of
ad hoc information. In such instances, the total
value of sales split out by product is obtained.
The estimate is based on purchasers’ prices and
not on FOB values.

(b) plus the related transport and distributive ser-
vices up to that point of the border, including
the cost of loading on to a carrier for onward
transportation;

(c) plus any taxes less subsidies on the goods
exported; for intra-EU deliveries this includes

VAT and other taxes on the goods paid in the Exports and imports of services (P.62 and

exporting country. P.72)
In the supply and use and symmetric input-out- Definition: exports of services consist of all services
put tables, imports of goods for individual prod- rendered by residents to non-residents.
uct groups are valued at the cost-insurance-freight
(CIF) price at the border of the importing country. Definition: imports of services consist of all services

rendered by non-residents to residents.
Definition: the CIF price is the price of a good deliv-

ered at the frontier of the importing country, or the Exports of services include the following cases:
price of a service delivered to a resident, before the

payment of any import duties or other taxes on (a) transportation of exported goods after they
imports or trade and transport margins within the have left the frontier of the exporting country
country. when provided by a resident carrier (cases 2

and 3 in Table 3.3);
Proxies or substitute measures for the FOB value

may be necessary under certain circumstances, (b) transportation of imported goods by a resident
such as: carrier:
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(1) up to the frontier of the exporting country when
goods are valued FOB to offset the transportation
value included in the FOB-value (case 3 in Table
3.4);

(2) up to the frontier of the importing country when
goods are valued CIF to offset the transportation
value included in the CIF-value (cases 3 and 2 CIF
in Table 3.4);

(o) transportation of goods by residents on behalf
of non-residents which does not involve
imports or exports of the goods (e.g. the trans-
port of goods that do not leave the country as
exports or the transport of goods outside the
domestic territory);

(d) passenger transportation on behalf of non-resi-
dents by resident carriers;

(e) processing and repair activities on behalf of
non-residents; these activities are to be recorded
net, i.e. as an export of services excluding the
value of the goods processed or repaired;

(f) installation of equipment abroad when a pro-
ject is of limited duration by its nature;

(g) financial services provided by residents to
non-residents including both the explicit and
implicit service charge, like FISIM;

(h) insurance services provided by residents to
non-residents by the amount of the implicit
service charge;

(i) expenditure by non-resident tourists and busi-
ness travellers. The expenditure is classified as
services; for the purposes of the supply and use
and symmetric input-output tables, a break-
down by component products is necessary;

(j) expenditure by non-residents on health and
education services provided by residents; this
includes the provision of these services on the
domestic territory as well as abroad;

(k) services of owner-occupied holidays homes of
non-residents (see paragraph 3.77);

() royalties and license fees, receipts of which
are associated with the authorised use of intel-
lectual property rights, such as patents, copy-
rights, trademarks, industrial processes, fran-
chises, etc., and with the use through licens-
ing agreements of produced originals or

prototypes, such as manuscripts, paintings, etc.
paid by non-residents to residents.

There is an equivalent import of service as a mir-
ror image of the list of exports of services in para-
graph 3.173, and only the following imports of ser-
vices require further description.

Imports of transport services include the following
examples:

(a) transportation of exported goods up to the
frontier of the exporting country when pro-
vided by a non-resident carrier to offset the
transportation value included in the FOB-value
of the exported goods (case 4 in Table 3.3);

=

transportation of imported goods by a non-res-
ident carrier:

(1) from the frontier of the exporting country as a sep-
arate transportation service when imported goods
are valued FOB (cases 4 and 5 FOB in Table 3.4);

(2) from the frontier of the importing country as a
separate transportation service when imported
goods are valued CIF (in this case the value of the
transportation service between the frontiers of the
exporting and the importing country is already
included in the CIF-value of the good; case 4 in
Table 3.4);

(0) transportation of goods by non-residents on
behalf of residents which does not involve
imports or exports of goods (e.g. transport of
goods in transit or transport outside the domes-
tic territory);

d

=

international or national passenger transpor-
tation on behalf of residents by non-resident
carriers.

Imports of transport services do not include trans-
portation of exported goods after they have left the
frontier of the exporting country when provided
by a non-resident carrier (cases 5 and 6 in Table
3.3). Exports of goods are valued FOB and all such
transport services are thus to be regarded as trans-
actions between non-residents, i.e. between a non-
resident carrier and a non-resident importer. This
applies when these transportation services are paid
under export-CIF-contracts by the exporter.

Imports in respect of direct purchases abroad by

residents cover all purchases of goods and ser-
vices made by residents while travelling abroad
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for business or personal purposes. Two categories
must be distinguished because they require differ-
ent treatment:

(a) all business related expenditure by business
travellers are intermediate consumption;

Transactions in products and non-produced assets

(b) all other expenditure, whether by business trav-
ellers or other travellers, are household final
consumption expenditure.

Imports and exports of services are recorded at the
time at which they are rendered. This time coin-
cides with the time at which the services are pro-
duced. Imports of services are valued at purchas-
ers’ price and exports of services at basic prices.

Table 3.3 — The treatment of transportation of exported goods

Domestic territory

Territory in-between

Territory of importing country

1. resident carrier >

4. non-resident carrier =

2. resident carrier =

5. non-resident carrier =

3. resident carrier =

6. non-resident carrier =

o A W

Exports of goods (FOB)
>< JE—

— X

Explanation of how to read this table: the first part
of this table indicates that there are six possibilities
of transportation of exported goods, depending on
whether the carrier is resident or not and depend-
ing on where the transport takes place: from a
place on the domestic territory to the national
border, from the national border to the border of

Exports of services

Imports of goods (CIF/FOB)

Imports of services

the importing country or from the border of the
importing country to a place within the importing
country. In the second part of this table, for each
of these six possibilities, it is indicated whether the
transportation costs are to be recorded as exports
of goods, exports of services, imports of goods or
imports of services.

Table 3.4 — The treatment of transportation of imported goods

Domestic territory

Territory in between

Territory of exporting country

1. resident carrier

4. non-resident carrier

2. resident carrier «

5. non-resident carrier <

3. resident carrier

6. non-resident carrier <
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Valuation of Imports of goods
imported goods
CIF/FOB —
FOB —
CIF X
CIF/FOB X
CIF/FOB —
FOB —
ClF X
CIF/FOB X

Imports of
services

Exports of goods
(FOB)

Exports of
services
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Explanation of how to read this table: the first part
of this table indicates that there are six possibili-
ties of transportation of imported goods, depend-
ing on whether the carrier is resident or not and
depending on where the transport takes place:
from a place in the exporting country to the bor-
der of this exporting country, from the border of
the exporting country to the border of the import-
ing country and from the national border to a place
on the domestic territory. In the second part of this
table, for each of these six possibilities, it is indi-
cated whether the transportation costs are to be
recorded as imports of goods, imports of services,
exports of goods or exports of services. In some
instances (cases 2 and 5), this recording depends
on the valuation principle applied for imported
goods. Note that the transition from valuation of
imported goods at CIF to FOB consists of:

(a) CIF/FOB adjustment, i.e. from 2 CIF to 2 FOB
(reduces total imports and exports);

(b) CIF/FOB reclassification, ie. from 5 CIF
to 5 FOB (leaves total imports and exports
unchanged).

Transactions in existing goods

Definition: existing goods are goods that already
have had a user (other than inventories).

Existing goods include:

(a) buildings and other fixed capital goods which
have been sold by producer units to other units:
(1) to be reused as such;

(2) to be demolished or broken up; the resulting prod-
ucts becoming raw materials (e.g. scrap iron) used
for the production of new goods (e.g. steel);

(b) valuables sold from one unit to another;

(c) consumer durables which have been sold by
households to other units:

(1) to be reused as such;

(2) to be broken up and converted into demolition
materials;

(d) non-durable goods (e.g. waste paper, rags, old
clothes, old bottles, etc.) which have been sold
by any unit, either to be used again or to become
raw material for the manufacture of new goods.

The transfer of existing goods is recorded as a
negative expenditure (acquisition) for the seller
and a positive expenditure (acquisition) for the
purchaser.

This definition of existing goods has the following
consequences:

(a) when the sale of an existing fixed asset or valu-
able takes place between two resident produc-
ers, the positive and negative values recorded
for gross fixed capital formation cancel out for
the economy as a whole except for the costs of
ownership transfer;

(b) when an existing immovable fixed asset (e.g. a
building) is sold to a non-resident, the latter is
treated as purchasing a financial asset, i.e. the
equity of a notional resident unit. This notional
resident unit is then deemed to purchase the
fixed asset. The sale and purchase of the fixed
asset take place between resident units;

(c) when an existing movable fixed asset, such as
a ship or aircraft, is exported, no positive gross
fixed capital formation is recorded in the econ-
omy to offset the seller’s negative gross fixed
capital formation;

(d) durable goods, such as vehicles, may be clas-
sified as fixed assets or as consumer dura-
bles depending upon the owner and the pur-
pose for which they are used. If the ownership
of such a good is transferred from an enter-
prise to a household to be used for final con-
sumption, negative gross fixed capital forma-
tion is recorded for the enterprise and positive
consumption expenditure for the household.
Where ownership of such a good is transferred
from a household to an enterprise, for the
household negative final consumption expend-
iture is recorded and for the enterprise positive
gross fixed capital formation is recorded;

(e) transactions in existing valuables are to be
recorded as the acquisition of a valuable (pos-
itive gross capital formation) by the purchaser
and as the disposal of a valuable (negative
gross capital formation) by the seller. In case
of a transaction with the rest of the world, the
import or export of a good is to be recorded.
The sale of a valuable by a household is not
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to be recorded as negative final consumption recorded as acquisition of natural resources; they
expenditure; are recorded as rent, i.e. as property income (see

Chapter 15: Contracts, leases and licences).
(f) when existing military durables are sold abroad

by the government, this is recorded as an export Land is defined as the ground itself, including soil
of goods and as negative fixed capital formation covering and associated surface water. The associ-
by the government. ated surface water includes any inland waters (res-

ervoirs, lakes, rivers, etc.) over which ownership

Transactions in existing goods are recorded at the , ,
rights can be exercised.

time of change of ownership. The valuation prin-

ciples appropriate to the type of transactions in The following items are not included under the
products involved are applied. heading of land:

(a) buildings or other structures on the land or

ACC]UiSitiOﬂS less disposals of non- through it (for example roads and tunnels);

prod uced assets (N P) (b) vineyards, orchards, or other plantations of
trees and growing crops, etc.;
Definition: non-produced assets consist of assets
that have not been produced within the production () subsoil assets;
boundary, and that may be used in the production

. d) non-cultivated biological resources;
of goods and services. @ &

. - . e) water resources below the ground.
Three categories of acquisition less disposals of © &

non-produced assets are distinguished: Items (a) and (b) are produced fixed assets, items

(c), (d) and (e) are types of non-produced assets.
(@) Acquisition less disposals of natural resources

(NP.1); Acquisitions and disposals of land and other nat-

ural resources are valued at current market prices
prevailing at the time the acquisitions/dispos-
als occur. Transactions in natural resources are

(b) Acquisition less disposals of contracts, leases
and licenses (NP.2);

(c) Purchases less sales of goodwill and marketing recorded at the same value in the accounts of the

assets (NP.3). purchaser and in those of the seller. This value

excludes the costs of the transfer of ownership

Natural resources shall comprise the following of the natural resource. These costs are treated as
categories: gross fixed capital formation.

(a) Land; Contracts, leases and licenses as non-produced

(b) Mi land assets consist of the following classes:
ineral and energy reserves;

ketabl ting 1 ;
(c) Non-cultivated biological resources; (%) marketable operating leases

(b) permits to use natural resources, e.g. fishing

(d) Water resources;
quota;

e) Radio spectra; . . I
© P (c) permits to undertake specific activities, e.g.
(f) Other natural resources. emission permits and licences for a limited

number of casinos or to operate taxis in a cer-

Natural resources exclude the produced asset cul- tain area;

tivated biological resources. The purchase or sale

of cultivated biological resources is not recorded as (d) entitlements to future goods and services on
acquisition less disposal of natural resources; it is an exclusive basis, e.g. a footballer’s contracts
recorded as fixed capital formation. Also, payments and a publisher’s exclusive right to publish new
for the temporary use of natural resources are not works by a named author.
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Contracts, leases and licenses as a category of non-
produced assets exclude the operating lease of
such assets; payments for the operating lease are
recorded as intermediate consumption.

The value of acquisitions and disposals of con-
tracts, leases and licences excludes the associated
costs of ownership transfer. The costs of owner-
ship transfer are a component of gross fixed cap-
ital formation.

Definition: the value of goodwill and marketing
assets is the difference between the value paid for
an enterprise as a ‘going concern’ and the sum of
its assets less the sum of its liabilities. To calculate

the total value of assets less liabilities, each individ-
ual asset and liability is separately identified and
valued.

Goodwill is only recorded when its value is evi-
denced by a market transaction, for example by
the sale of the whole corporation. Where identi-
fied marketing assets are sold individually and sep-
arately from the whole corporation, such sale is
recorded under this item.

Acquisitions less disposals of non-produced assets
are recorded in the capital account of the sectors,
the total economy and the rest of the world.
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CHAPTER 4

Distributive transactions

Definition: distributive transactions are transac- Wages and salaries (D.11)

tions whereby the value added generated by pro-

duction is distributed to labour, capital and gov- .
) b captial and g Wages and salaries in cash

ernment, and transactions redistributing income

d wealth.

andwea Woages and salaries in cash include social contri-

butions, income taxes, and other payments pay-

able by the employee, including those withheld

by the employer and paid directly to social insur-

ance schemes, tax authorities, etc. on behalf of the

A distinction is drawn between current and capital
transfers, with capital transfers redistributing sav-
ing or wealth, rather than income.

employee:
. Wages and salaries in cash include the following
Compensation of employees (D.1) kinds of remuneration:
Definition: compensation of employees (D.1) is (a) basic wages and salaries payable at regular

defined as the total remuneration, in cash or in intervals;

kind, payable by an employer to an employee
in return for work done by the latter during an
accounting period.

(b) enhanced payments, such as payments for
overtime, night work, weekend work, disagree-
able or hazardous circumstances;

Compensation of employees is made up of the fol-

(c) cost of living allowances, local allowances and
lowing components:

expatriation allowances;

(d) bonuses or other exceptional payments linked

to the overall performance of the enterprise
— wages and salaries in cash, made under incentive schemes; bonuses based
on productivity or profits, Christmas and New

(a) wages and salaries (D.11):

— wages and salaries in kind; Year bonuses excluding employee social bene-
fits (see point (c) of paragraph 4.07); ‘13th to
14th month’ pay also known as annual supple-
mentary pay;

(b) employers’ social contributions (D.12):

— employers’ actual social contributions (D.121):

, . _ (e) allowances for transport to and from work,
— employers’ actual pension contributions

(D.1211), excluding allowances or reimbursement of

employees for travelling, separation, removal

— employers” actual non-pension contributions and entertainment expenses incurred in the

(D.1212), course of their duties (see point (a) of para-
graph 4.07);

— employers’ imputed social contributions (D.122):

(f) holiday pay for official holidays or annual

— employers’ imputed pension contributions

(D.1221), holidays;
— employers' imputed non-pension contribu- (g) commissions, tips, attendance and directors’
tions (D.1222). fees paid to employees;
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(h) payments made by employers to their employ-
ees under saving schemes;

(i) exceptional payments to employees who leave
the enterprise, where those payments are not
linked to a collective agreement;

(j) housing allowances paid in cash by employers
to their employees.

Wages and salaries in kind

Definition: wages and salaries in kind consist of
goods and services, or other non-cash benefits,
provided free of charge or at reduced prices by
employers, that can be used by employees in their
own time and at their own discretion, for the sat-
isfaction of their own needs or wants or those of
other members of their households.

Examples of wages and salaries in kind are:

(a) meals and drinks, including those consumed
when travelling on business but excluding spe-
cial meals or drinks necessitated by exceptional
working conditions. Price reductions obtained
in free or subsidised canteens, or obtained by
luncheon vouchers, are included in wages and
salaries in kind;

=

own account and purchased housing or accom-
modation services of a type that can be used
by all members of the household to which the
employee belongs;

(c) uniforms or other forms of special clothing
which employees choose to wear frequently
outside of the workplace as well as at work;

(d) the services of vehicles or other durables pro-
vided for the personal use of employees;

(e) goods and services produced as outputs from
the employer’s own processes of production,
such as free travel for the employees of railways
or airlines, free coal for miners, or free food for
employees in agriculture;

(f) the provision of sports, recreation or holiday
facilities for employees and their families;

(g) transportation to and from work, except when
organised in the employer’s time; car parking
when it would otherwise have to be paid for;

(h) child care for the children of employees;

(i) payments for the benefit of employees, made by
employers to works councils or similar bodies;

(j) bonus shares distributed to employees;

(k) loans to employees at reduced rates of inter-
est. The value of this benefit is estimated as
the amount the employee would have to pay
if interest at market conditions were charged,
less the amount of interest actually paid. The
benefit is recorded in wages and salaries in the
generation of income account, and the corre-
sponding imputed payment of interest from the
employee to employer is recorded in the pri-
mary distribution of income account;

() stock options, when an employer gives an
employee the option to buy stocks or shares at
a specified price at a future date (see paragraphs
4.168 to 4.178);

(m)incomes generated by non-observed activi-
ties in corporate sectors and transferred to the
employees participating in such activities for
their private use.

Goods and services given to employees as wages
and salaries in kind are valued at basic prices
when produced by the employer, and at pur-
chasers’ prices when purchased by the employer.
When provided free, the whole value of the wages
and salaries in kind is calculated according to the
basic prices (or purchasers’ prices of the employer
when purchased by the employer) of the goods and
services in question. This value is reduced by the
amount paid by the employee when the goods and
services are given at reduced prices rather than free
of charge.

Wages and salaries do not include the following:

(a) expenditure by employers necessary for the
employers’ production process. Examples are
the following:

(1) allowances or reimbursement of employees for
travelling, separation, removal and entertainment
expenses incurred in the course of their duties;

(2) expenditure on providing amenities at the place
of work, medical examinations required because
of the nature of the work and supplying working
clothes which are worn for work;
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(3) accommodation services at the place of work of a
kind which cannot be used by the households to
which the employees belong, for example cabins,
dormitories, workers’ hostels, and huts;

(4) special meals or drinks necessitated by exceptional
working conditions;

(5) allowances paid to employees for the purchase
of tools, equipment or special clothing needed
for their work, or that part of their wages or sal-
aries which, under their contracts of employ-
ment, employees are required to devote to such
purchases. To the extent that employees who are
required by their contract of employment to pur-
chase tools, equipment, special clothing, etc., are
not fully reimbursed, the remaining expenses they
incur are deducted from the amounts they receive
in wages and salaries and the employers’ interme-
diate consumption increased accordingly.

Expenditure on goods and services that employ-
ers are obliged to provide to their employees
in order for them to be able to carry out their
work is treated as intermediate consumption by
employers;

(b) The amounts of wages and salaries which
employers pay to their employees temporar-
ily in the case of sickness, maternity, indus-
trial injury, disability, etc. Such payments are
treated as other social insurance non-pen-
sion benefits (D.6222), with the same amounts
recorded under employers’ imputed non-pen-
sion social contributions (D.1222);

(c) other employment-related social insurance
benefits, in the form of children’s, spouses’,
family, education or other allowances in respect
of dependants, and in the form of the provision
of free medical services (other than those neces-
sitated by the nature of the work) to employees
or their families;

d

=

taxes payable by the employer on the wage and
salary bill — for example, a payroll tax. Such
taxes payable by enterprises are assessed either
as a proportion of the wages and salaries paid
or as a fixed amount per person employed.
They are treated as other taxes on production;

(e) payments to outworkers on piecework rates.
When the income received by the outworker
is a function of the value of the outputs from
some process of production for which that per-
son is responsible, however much or little work

o ) f|
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was put in, this kind of remuneration implies
that the worker is self-employed.

Employers’ social contributions (D.12)

Definition: employers’ social contributions are
social contributions payable by employers to social
security schemes or other employment-related
social insurance schemes to secure social benefits
for their employees.

An amount equal to the value of the social contri-
butions incurred by employers in order to secure
for their employees the entitlement to social ben-
efits is recorded under compensation of employ-
ees. Employers’ social contributions may be either
actual or imputed.

Employers’ actual social contributions (D.121)

Definition: employers” actual social contributions
(D.121) consist of the payments made by employ-
ers for the benefit of their employees to insur-
ers (social security and other employment-related
social insurance schemes). Such payments cover
statutory, conventional, contractual and voluntary
contributions in respect of insurance against social
risks or needs.

Although paid directly by employers to the insur-
ers, such employers’ contributions are treated as a
component of the compensation of employees. The
employees are then recorded as paying the contri-
butions to the insurers.

Employers’ actual social contributions are com-
prised of two categories, the contributions related
to pensions and the contributions for other bene-
fits, which are recorded separately under the fol-
lowing headings:

(@) Employers’ actual pension contributions
(D.1211);

(b) Employers’ actual non-pension contributions
(D.1212).

Employers’ actual non-pension contributions cor-
respond to contributions related to social risks and
needs other than pensions, such as sickness, mater-
nity, industrial injury, disability, redundancy, etc.
of their employees.
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Employers’ imputed social contributions (D.122)

Definition: employers’ imputed social contribu-
tions (D.122) represents the counterpart to other
social insurance benefits (D.622) (less eventual
employees’ social contributions) paid directly by
employers to their employees or former employ-
ees and other eligible persons without involving an
insurance enterprise or autonomous pension fund,
and without creating a special fund or segregated
reserve for the purpose.

Employers’ imputed social contributions are
divided into two categories:

(2) Employers’ imputed pension contributions
(D.1221)

Social insurance schemes in respect of pensions
are classified as defined contribution schemes
or defined benefit schemes.

A defined contribution scheme is one where the
benefits are determined by the contributions
made to the scheme and the return from the
investment of the funds. At the time of retire-
ment, it is the employee that takes on all risks
regarding benefits payable. For such schemes
there are no imputed contributions unless
the employer operates the scheme himself. In
that case, the costs of operating the scheme
are treated as an imputed contribution pay-
able to the employee as part of compensation
of employees. This amount is also recorded as
final consumption expenditure by households
on financial services.

A defined benefit scheme is one where benefits
payable to the members are determined by the
rules of the scheme, i.e. by the use of a formula
to determine the payment or a minimum pay-
ment. In a typical defined benefit scheme, both
employer and employee make contributions,
with the employee contribution compulsory,
being a percentage of current salary. The costs
of meeting the quoted benefits are the respon-
sibility of the employer. It is the employer who
takes the risk for providing the benefits.

Under a defined benefit scheme, there is an
imputed contribution by the employer calcu-
lated according to the following calculation:

The imputed contribution by the employer is
equal to

the increase in benefit due to current period of
employment

less the sum of the employer’s actual contribution,
less the sum of any contribution by the employee,

plus  the costs of operating the scheme.

Some schemes may be expressed as non-con-
tributory because no actual contributions are
made by either the employer or employee.
Nevertheless, an imputed contribution by the

employer is calculated and imputed as just
described.

Where pension entitlements of schemes for
government employees are not recorded in
the core accounts, the government employers’
imputed pension contributions are to be esti-
mated on the basis of actuarial calculations.
Where the actuarial calculations cannot obtain
a sufficient level of reliability, and in such cases
only, two other approaches are possible to esti-
mate government employers’ imputed pension
contributions as follows:

(1) on the basis of a reasonable percentage of wages
and salaries paid to current employees; or

(2) as equal to the difference between current benefits
payable and actual contributions payable (by both
employees and government as employer).

(b) Employers’ imputed non-pension contribu-
tions (D.1222)

The fact that certain social benefits are paid
directly by employers, and not through the
medium of social security funds or other insur-
ers, does not prevent them from being recorded
as social welfare benefits. Since the costs of such
benefits form part of employers’ labour costs,
they are also included in the compensation of
employees. Remuneration is therefore imputed
for such employees equal in value to the amount
of social contributions that is needed to secure
the entitlements to the social benefits that they
accumulate. Such amounts take into account
any actual contributions made by the employer
or employee and depend not only on the lev-
els of the benefits currently payable but also on
the ways in which employers’ liabilities under
such schemes are likely to evolve in the future
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as a result of factors such as expected changes
in the numbers, age distribution and life expec-
tancies of their present and previous employ-
ees. The values imputed for the contributions
are based on the same kind of actuarial calcu-
lations that determine the levels of premiums
charged by insurance enterprises.

In practice, however, it may be difficult to cal-
culate precisely the amounts of such imputed
contributions. The employer may make esti-
mates itself, perhaps on the basis of the con-
tributions paid into similar funded schemes,
in order to calculate its likely liabilities in the
future, and such estimates may be used when
available. Another acceptable method is to use
a reasonable percentage of wages and sala-
ries paid to current employees. Otherwise, the
only practical alternative is to use the unfunded
non-pension benefits payable by the employer
during the same accounting period as an esti-
mate of the imputed remuneration that would
be needed to cover the imputed contributions.
The benefits actually paid in the current period
provide an acceptable estimate of the contribu-
tions and associated imputed remuneration.

In the accounts of the sectors, the costs of direct
social benefits appear firstly among uses in the gen-
eration of income account, as a component of the
compensation of employees, and secondly among
uses in the secondary distribution of income
account, as social benefits. In order to balance the
latter account, it is assumed that the households of
employees pay back to the employers’ sectors the
employers’ imputed social contributions, which
finance, together with eventual employees’ social
contributions, the direct social welfare benefits
provided to them by those same employers. This
notional circuit is similar to that for employers’
actual social contributions, which pass through the
accounts of households and are then deemed to be
paid by them to the insurers.

Time of recording of compensation of employees:

(a) wages and salaries (D.11) are recorded in
the period during which the work is done.
However, ad hoc bonuses or other exceptional
payments such as 13th month payments are
recorded when they are due to be paid. The time
of recording of stock options is spread over
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the period between the grant date and vesting
date. If the data are inadequate, the value of the
option is recorded at vesting date;

(b) employers’ actual social contributions (D.121)
are recorded in the period during which the
work is done;

(c) employers’ imputed social contributions
(D.122) are recorded according to following
categories:

(1) Those representing the counterpart of compulsory
direct social benefits are recorded in the period
during which the work is done;

(2) Those representing the counterpart of voluntary
direct social benefits are recorded at the time these
benefits are provided.

The compensation of employees consists of the fol-
lowing components:

(a) the compensation of resident employees by res-
ident employers;

(b) the compensation of resident employees by
non-resident employers;

(c) the compensation of non-resident employees
by resident employers.

The items listed in points (a) to (c) are recorded as
follows:

(1) the compensation of resident and non-resi-
dent employees by resident employers groups
together the items listed in points (a) and (c)
and is recorded as uses in the generation of
income account of the sectors and industries to
which the employers belong;

(2) the compensation of resident employees by
resident and non-resident employers groups
together the items listed in points (a) and (b)
and is recorded as resources in the allocation of
primary income account of households;

(3) for the item referred to in point (b), compen-
sation of resident employees by non-resident
employers is recorded as uses in the exter-
nal account of primary incomes and current
transfers;

(4) for the item referred to in point (c), compen-
sation of non-resident employees by resi-
dent employers, is recorded as resources in the
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external account of primary incomes and cur-
rent transfers.

Taxes on production and imports (D.2)

Definition: taxes on production and imports (D.2)
consist of compulsory, unrequited payments, in
cash or in kind, which are levied by general gov-
ernment, or by the institutions of the European
Union, in respect of the production and impor-
tation of goods and services, the employment of
labour, the ownership or use of land, buildings or
other assets used in production. Such taxes are pay-
able irrespective of profits made.

Taxes on production and imports are comprised of
the following components:

(a) taxes on products (D.21):
(1) value added type taxes (VAT) (D.211);

(2) taxes and duties on imports excluding VAT
(D.212);

— import duties (D.2121),

— taxes on imports excluding VAT and duties
(D.2122);

(3) taxes on products, except VAT and import taxes
(D.214);

(b) other taxes on production (D.29).

Taxes on products (D.21)

Definition: taxes on products (D.21) are taxes
that are payable per unit of a given good or ser-
vice produced or transacted. The tax may be a spe-
cific amount of money per unit of quantity of a
good or service, or it may be calculated as a speci-
fied percentage of the price per unit or value of the
goods and services produced or transacted. Taxes
assessed on a product, irrespective of which insti-
tutional unit pays the tax, are included in taxes
on products, unless specifically included under
another heading.

Value added type taxes (VAT) (D.211)

Definition: a value added type tax (VAT) is a tax on
goods or services collected in stages by enterprises
and which is ultimately charged in full to the final
purchaser.

This heading comprises the value added tax which
is collected by general government and which is
applied to national and imported products, as
well as other deductible taxes applied under sim-
ilar rules to those governing VAT. All value added
type taxes are hereinafter referred to as: VAT. The
common feature of VAT is that producers are
obliged to pay to the government only the differ-
ence between the VAT on their sales and the VAT
on their purchases for intermediate consumption
and gross fixed capital formation.

VAT is recorded net in the sense that:

(a) outputs of goods and services and imports are
valued excluding invoiced VAT;

(b) purchases of goods and services are recorded
inclusive of non-deductible VAT. VAT is
recorded as being borne by purchasers, not sell-
ers, and then only by those purchasers who are
not able to deduct it. The greater part of VAT is
recorded as being paid on final uses, mainly on
household consumption.

For the total economy, VAT is equal to the differ-
ence between total invoiced VAT and total deduct-
ible VAT (see paragraph 4.27).

Taxes and duties on imports excluding VAT (D.212)

Definition: taxes and duties on imports excluding
VAT (D.212) comprise compulsory payments lev-
ied by general government or the institutions of
the European Union on imported goods, excluding
VAT, in order to admit them to free circulation on
the economic territory, and on services provided to
resident units by non-resident units.

The compulsory payments include:

(2) import duties (D.2121): these consist of cus-
toms duties, or other import charges, paya-
ble according to customs tariff schedules on
goods of a particular type when they enter for
use in the economic territory of the country of
utilisation;

(b) taxes on imports, excluding VAT and import
duties (D.2122).

This heading includes:
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(1) levies on imported agricultural products;

(2) monetary compensatory amounts levied on
imports;

(3) excise duties and special taxes on certain
imported products, provided such duties and
taxes on similar products of domestic origin are
paid by the producer branch itself;

(4) general sales taxes payable on imports of goods
and services;

(5) taxes on specific services provided by non-res-
ident enterprises to resident units within the
economic territory;

(6) profits of public enterprises exercising a
monopoly over the imports of some goods or
services, which are transferred to the state.

Net taxes and duties on imports excluding VAT are
calculated by deducting import subsidies (D.311)
from taxes and duties on imports excluding VAT
(D.212).

Taxes on products, except VAT and import taxes
(D.214)

Definition: taxes on products, except VAT and
import taxes (D.214) consist of taxes on goods and
services that become payable as a result of the pro-
duction, export, sale, transfer, leasing or delivery of
those goods or services, or as a result of their use
for own consumption or own capital formation.

This heading includes, in particular:

(a) excise duties and consumption taxes (other
than those included in taxes and duties on
imports);

(b) stamp taxes on the sale of specific products,
such as alcoholic beverages or tobacco, and on
legal documents or cheques;

(c) taxes on financial and capital transactions,
payable on the purchase or sale of non-finan-
cial and financial assets, including foreign
exchange. They become payable when the own-
ership of land or other assets changes, except as
aresult of capital transfers (mainly inheritances
and gifts). They are treated as taxes on the ser-
vices of intermediaries;
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(d) car registration taxes;
(e) taxes on entertainment;

(f) taxes on lotteries, gambling and betting, other
than those on winnings;

(g) taxes on insurance premiums;

(h

Rai?

other taxes on specific services: hotels or lodg-
ing, housing services, restaurants, transporta-
tion, communication, advertising;

(i) general sales or turnover taxes (excluding
VAT type taxes): these include manufacturers’
wholesale and retail sales taxes, purchase taxes,
turnover taxes;

(j) profits of fiscal monopolies which are trans-
ferred to the state, except those exercising a
monopoly over the imports of a given good or
service (included in D.2122). Fiscal monopolies
are public enterprises which have been granted
a legal monopoly over the production or distri-
bution of a particular kind of good or service in
order to raise revenue and not in order to fur-
ther the interests of public economic or social
policy. When a public enterprise is granted
monopoly powers as a matter of deliberate eco-
nomic or social policy because of the special
nature of the good or service or the technol-
ogy of production — for example, public util-
ities, post offices and telecommunications, rail-
ways and so on — it is not considered as a fiscal
monopoly;

(k) export duties and monetary compensatory
amounts collected on exports.

Net taxes on products are obtained by deducting
subsidies on products (D.31) from taxes on prod-
ucts (D.21).

Other taxes on production (D.29)

Definition: other taxes on production (D.29) con-
sist of all taxes that enterprises incur as a result of
engaging in production, independent of the quan-
tity or value of the goods and services produced or
sold.

Other taxes on production may be payable on
the land, fixed assets or labour employed in the
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production process or on certain activities or
transactions.

Other taxes on production (D.29) include the
following:

(a) taxes on the ownership or use of land, build-
ings, or other structures utilised by enterprises
in production (including owner-occupiers of
dwellings);

=

taxes on the use of fixed assets (for example
vehicles, machinery and equipment) for pur-
poses of production, irrespective of the assets
being owned or rented;

(c) taxes on the total wage bill and payroll taxes;

(d) taxes on international transactions (for exam-
ple travel abroad, foreign remittances, or sim-
ilar transactions with non-residents) for pur-
poses of production;

(e) taxes paid by enterprises for business and pro-
fessional licences, if those licences are granted
automatically on payment of the amounts
due. In this case, it is likely that they are sim-
ply a means of raising revenue, even though
the government may provide a certificate, or
authorisation, in return. However, if the gov-
ernment uses the issue of licences to exercise
some proper regulatory function, for exam-
ple, when the government carries out checks on
the suitability or safety of the business prem-
ises, on the reliability or safety of the equipment
employed, on the professional competence of
the staff employed, or on the quality or stand-
ard of goods or services produced as a condi-
tion for granting such a licence, the payments
are treated as purchases of services rendered,
unless the amounts charged for the licences are
out of all proportion to the costs of the checks
carried out by the government;

(f) taxes on pollution resulting from produc-
tion activities. These consist of taxes levied on
the emission or discharge into the environ-
ment of noxious gases, liquids or other harm-
ful substances. They do not include payments
made for the collection and disposal of waste
or noxious substances by public authorities,
which constitute intermediate consumption of
enterprises;

(g) under-compensation of VAT resulting from
the flat-rate system, frequently found in
agriculture.

Other taxes on production exclude taxes on the
personal use of vehicles etc. by households, which
are recorded under current taxes on income,
wealth, etc.

Taxes on production and imports paid to
the institutions of the European Union

The taxes on production and imports paid to the
institutions of the European Union include the fol-
lowing taxes collected by national governments on
behalf of the institutions of the European Union:
receipts from the common agricultural policy:
levies on imported agricultural products, mon-
etary compensatory amounts levied on exports
and imports, sugar production levies and the tax
on isoglucose, co-responsibility taxes on milk and
cereals; receipts from trade with third countries:
customs duties levied on the basis of the Integrated
Tariff of the European Communities (TARIC).

The taxes on production and imports paid to
the Institutions of the European Union do not
include the VAT-based third own resource which
is included in other current transfers under the
heading “‘VAT- and GNI-based EU own resources’
(D.76) (see paragraph 4.140).

Taxes on production and imports: time of
recording and amounts to be recorded

Recording of taxes on production and imports:
taxes on production and imports are recorded
when the activities, transactions or other events
occur which create the liabilities to pay taxes.

Some economic activities, transactions or events,
which generate an obligation to pay taxes, escape
the notice of the tax authorities. Such activities,
transactions or events do not give rise to finan-
cial assets or liabilities in the form of payables or
receivables. The amounts recorded are only those
evidenced by tax assessments, declarations or other
instruments which create liabilities in the form of
obligations to pay on the part of taxpayers. No
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imputations are made for taxes not evidenced by
tax assessments.

Taxes recorded in the accounts are derived from
two sources: amounts evidenced by assessments
and declarations or cash receipts.

(a) If assessments and declarations are used, the
amounts shall be adjusted by a coefficient
reflecting assessed and declared amounts never
collected. An alternative treatment is that a
capital transfer (D.995), as described in point
(j) of paragraph 4.165, to the relevant sectors
is recorded equal to the same adjustment. The
coefficients shall be estimated on the basis of
past experience and current expectations in
respect of assessed and declared amounts never
collected. They shall be specific to different
types of taxes.

(b) If cash receipts are used, they shall be time-
adjusted so that the cash is attributed when the
activity took place to generate the tax liability.
This adjustment is based on the average time
difference between the activity and cash tax
receipt.

The total value of the taxes recorded includes
interest charged on arrears of taxes due and fines
imposed by taxation authorities where such inter-
est and fines are not separately identifiable. The
total value of taxes includes charges imposed in
connection with the collection or recovery of taxes
outstanding. The total value is reduced by the
amount of any tax rebates made by general govern-
ment as a matter of economic policy and any tax
refunds made as a result of over-payments.

In the system of accounts, taxes on production and
imports (D.2) are recorded as follows:

(a) on the uses side, in the generation of income
account of the total economy;

(b) on the resources side, in the allocation of pri-
mary income account of the general govern-
ment sector and in the external account of pri-
mary incomes and current transfers.

Taxes on products are recorded as resources in the
goods and services account of the total economy.
This enables the resources of goods and services
— valued exclusive of taxes on products — to be
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balanced with the uses, which are valued inclusive
of such taxes.

Other taxes on production (D.29) are recorded as
uses in the generation of income accounts of the
industries or sectors which pay them.

Subsidies (D.3)

Definition: subsidies (D.3) are current unrequited
payments which general government or the insti-
tutions of the European Union make to resident
producers.

The following are examples of the objectives of giv-
ing subsidies:
(a) influencing levels of production;

(b) influencing the prices of products; or

(o) influencing the remuneration of the factors of
production.

Non-market producers can receive other subsidies
on production only if those payments depend on
general regulations applicable to both market and
non-market producers.

Subsidies on products are not recorded in non-
market output (P.13).

Subsidies granted by the institutions of the
European Union cover only current transfers made
directly by them to resident producer units.

Subsidies are classified into:

(a) subsidies on products (D.31):

(1) import subsidies (D.311);
(2) other subsidies on products (D.319);

(b) other subsidies on production (D.39).

Subsidies on products (D.31)

Definition: subsidies on products (D.31) are subsi-
dies payable per unit of a good or service produced
or imported.

The amount of subsidies on products can be speci-
fied in the following ways:
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(a) aspecificamount of money per unit of quantity
of a good or service;

(b) a specified percentage of the price per unit;

(c) the difference between a specified target price
and the market price paid by a buyer.

A subsidy on a product usually becomes paya-
ble when the good is produced, sold or imported,
but it may also be payable in other circumstances
such as when a good is transferred, leased, deliv-
ered or used for own consumption or own capi-
tal formation.

Subsidies on products only apply to market output
(P.11) or to output for own final use (P.12).

Import subsidies (D.311)

Definition: import subsidies (D.311) consists of
subsidies on goods and services that become paya-
ble when the goods cross the frontier for use in the
economic territory or when the services are deliv-
ered to resident institutional units.

Import subsidies include losses incurred as a mat-
ter of deliberate government policy by government
trading organisations whose function is to pur-
chase products from non-residents and then sell
them at lower prices to residents.

Other subsidies on products (D.319)

Other subsidies on products (D.319) include the
following:

(a) subsidies on products used domestically: these
consist of subsidies payable to resident produc-
ers in respect of their production which is used
or consumed within the economic territory;

(b) losses of government trading organisations
whose function is to buy the products of res-
ident producers and then sell them at lower
prices to residents or non-residents, when they
are incurred as a matter of deliberate govern-
ment economic or social policy;

(c) subsidies to public corporations and quasi-cor-
porations to compensate for persistent losses
which they incur on their productive activities
as a result of charging prices which are lower

than their average costs of production as a mat-
ter of deliberate government or European eco-
nomic and social policy;

(d) direct subsidies on exports payable directly to
resident producers when the goods leave the
economic territory or the services are provided
to non-residents — except repayments at the
customs frontier of taxes on products previ-
ously paid and waiving of the taxes that would
be due if the goods were to be sold or used
inside the economic territory.

Other subsidies on production (D.39)

Definition: other subsidies on production (D.39)
consist of subsidies except subsidies on products
which resident producer units may receive as a
consequence of engaging in production.

For their non-market output, non-market pro-
ducers can receive other subsidies on production
only if those payments from general government
depend on general regulations applicable to mar-
ket and non-market producers as well.

Other subsidies on production (D.39) include the
following examples:

(a) subsidies on payroll or work force i.e. subsidies
payable on the total wage or salary bill, or total
work force, or on the employment of particu-
lar types of persons such as physically hand-
icapped persons or persons who have been
unemployed for long periods, or on the costs
of training schemes organised or financed by
enterprises;

(b) subsidies to reduce pollution: these consist of
current subsidies intended to cover some or
all of the costs of additional processing under-
taken to reduce or eliminate the discharge of
pollutants into the environment;

(c) grants for interest relief made to resident pro-
ducer units, even when they are intended to
encourage capital formation. When a grant
serves the dual purpose of financing both the
amortisation of the debt and the payment of
interest on it, and when it is not possible to
apportion it between two elements, the whole
of the grant is treated as an investment grant.
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Grants for interest relief are current transfers
designed to lighten producers’ operating costs.
They are treated in the accounts as subsidies to
the producers benefiting from them, even when
the difference in the interest is paid directly by
the government to the credit institution grant-
ing the loan;

(d

=

over-compensation of VAT resulting from the
flat-rate system, often for example found in
agriculture.

The following are not treated as subsidies (D.3):

(a) current transfers from general government
to households in their capacity as consumers.
These are treated either as social benefits (D.62
or D.63) or as miscellaneous current transfers
(D.75);

(b) current transfers between different parts of gen-
eral government in their capacity as producers
of non-market goods and services, except other
subsidies on production (D.39). Current trans-
fers are recorded as current transfers within
general government (D.73);

(¢) investment grants (D.92);

(d

=

extraordinary payments into social insurance
funds, in so far as such payments are designed
to increase the actuarial reserves of these funds.
Such payments are recorded as other capital
transfers (D.99);

(e) transfers made by general government to non-
financial corporations and quasi-corporations
to cover losses accumulated over several finan-
cial years, or exceptional losses due to factors
outside the control of the enterprise, which are
recorded as other capital transfers (D.99);

(f) the cancellation of debts which producer units
have incurred towards the government (result-
ing, for example, from loans advanced by a gov-
ernment agency to a non-financial enterprise
which has accumulated trading losses over
several financial years). Such transactions are
treated in the accounts as other capital trans-
fers (D.99);

(g) payments made by general government or by
the rest of the world for damage to, or losses
of, capital goods as a result of acts of war, other
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political events or national disasters. They are
recorded as other capital transfers (D.99);

(h

Raid

shares and other equities in corporate enter-
prises purchased by general government, which
are shown under the heading equity and invest-
ment fund shares (AF.5);

() payments made by a general government
agency which has assumed responsibility for
abnormal pension charges affecting a pub-
lic enterprise. These payments are recorded as
miscellaneous current transfers (D.75);

(j) payments made by general government to mar-
ket producers to pay entirely, or in part, for
goods and services that those market produc-
ers provide directly and individually to house-
holds in the context of social risks or needs (see
paragraph 4.84), and to which the households
have a right. These payments are included in
individual consumption expenditure of gen-
eral government (P.31) and subsequently in
social transfers in kind — market production
purchased by government and NPISHs (D.632)
and actual individual consumption of house-
holds (P.41).

Time of recording: subsidies (D.3) are recorded
when the transaction or the event (production,
sale, import, etc.) which gives rise to the subsidy
occurs.

Particular cases are the following:

(a) subsidies which take the form of the difference
between the purchase price and the selling price
charged by a government trading agency are
recorded at the time the goods are bought by
the agency;

(b) subsidies intended to cover a loss incurred by
a producer are recorded at the time the general
government agency decides to cover the loss.

Subsidies (D.3) are recorded as:

(a) negative uses in the generation of income
account of the total economy;

(b) negative resources in the allocation of primary
income account of the general government
sector and in the external account of primary
incomes and current transfers.
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Subsidies on products are recorded as negative
resources in the goods and services account of the
total economy.

Other subsidies on production (D.39) are recorded
as resources in the generation of income accounts
of the industries or sectors which receive them.

Consequences of a system of multiple exchange
rates on taxes on production and imports and on
subsidies: multiple exchange rates are not currently
applicable among the Member States. In such a
system:

(a) implicit taxes on imports are treated as taxes
on imports excluding VAT and import duties
(D.2122);

(b) implicit taxes on exports are treated as taxes
on products, except VAT and import taxes
(D.214);

(c) implicit subsidies on imports are treated as
import subsidies (D.311);

(d) implicit subsidies on exports are treated as
other subsidies on products (D.319).

Property income (D.4)

Definition: property income (D.4) accrues when
the owners of financial assets and natural resources
put them at the disposal of other institutional units.
The income payable for the use of financial assets is
called investment income, while that payable for
the use of a natural resource is called rent. Property
income is the sum of investment income and rent.

Property incomes are classified as follows:

(a) interest (D.41);

(b) distributed income of corporations (D.42):

(1) dividends (D.421);

(2) withdrawals from income of quasi-corporations
(D.422);

(c) reinvested earnings on foreign direct invest-
ment (D.43);

(d) other investment income (D.44):

(1) investment income attributable to insurance pol-
icy holders (D.441);

(2) investment income payable on pension entitle-
ments (D.442);

(3) investment income attributable to collective
investment fund shareholders (D.443);

(e) rents (D.45).

Interest (D.41)

Definition: interest (D.41) is property income
receivable by the owners of a financial asset for put-
ting it at the disposal of another institutional unit.
It applies to the following financial assets:

(a) deposits (AF.2);
(b) debt securities (AF.3);
(c) loans (AF.4);

(d) other accounts receivable (AF.8).

Income on SDR holdings and allocations and on
unallocated gold accounts is treated as interest. The
financial assets giving rise to interest are claims of
creditors over debtors. Creditors lend funds to
debtors that lead to the creation of one or other of
the financial instruments listed above.

Interest on deposits and loans

The amounts of interest on loans and depos-
its payable to and receivable from financial insti-
tutions include an adjustment for a margin that
represents an implicit payment for the services
provided by the financial institutions in provid-
ing loans and accepting deposits. The payment or
receipt is divided into the service part and into the
national accounts concept of interest. The actual
payments or receipts to or from financial institu-
tions, described as bank interest, need to be par-
titioned so that the national accounts concept of
interest and the service charges may be recorded
separately. The amounts of national accounts
interest paid by borrowers to financial institu-
tions is less than bank interest by the estimated val-
ues of the charges payable, while the amounts of
national accounts interest receivable by depositors
is higher than bank interest by the amount of the
service charge payable. The values of the charges
are recorded as sales of services in the production
accounts of financial institutions and as uses in the
accounts of their customers.
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Interest on debt securities

Interest on debt securities comprise interest on
bills and similar short-term instruments, and inter-
est on bonds and debentures.

Interest on bills and similar short-term instruments

The difference between the face value and the price
paid at the time of issue (i.e. the discount) is a
measure of the interest payable over the life of the
bill. The increase in the value of a bill due to the
accumulation of accrued interest does not consti-
tute a holding gain because it is due to an increase
in the principal outstanding and not a change in
the price of the asset. Other changes in the value of
the bill are treated as holding gains/losses.

Interest on bonds and debentures

Bonds and debentures are long-term securities
that give the holder the unconditional right to a
fixed or contractually determined variable money
income in the form of coupon payments, or to a
stated fixed sum on a specified date or dates when
the security is redeemed, or both of these terms.

(a) zero-coupon bonds: there are no coupon pay-
ments. The interest based on the difference
between the redemption price and the issue
price has to be distributed over the years to
the maturity of the bond. The interest accruing
each year is reinvested in the bond by its holder,
thus counterpart entries equal to the value of
the accrued interest are recorded in the finan-
cial account as the acquisition of more bond by
the holder and as a further issue of more bond
by the issuer or debtor (i.e. as a growth in the
‘volume’ of the original bond);

(b) other bonds, including deep-discounted bonds.
The interest has two components:

(1) the amount of the money income receivable from
coupon payments each period;

(2) the amount of interest accruing each period attrib-
utable to the difference between the redemption
price and the issue price, calculated in the same
way as for zero-coupon bonds;

(c) index-linked securities:

(1) the amounts of the coupon payments and/or the
principal outstanding are linked to a general price
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index. The change in the value of the principal out-
standing between the beginning and the end of a
particular accounting period due to the movement
in the relevant index is treated as interest accruing
in that period, in addition to any interest due for
payment in that period;

(2) the amounts to be paid at maturity are linked to a
narrow index that includes a holding gain motive.
Interest accruals are to be determined by fixing the
rate of accrual at the time of issue. Accordingly,
interest is the difference between the issue price
and the market expectation, at inception, of all
payments that the debtor will have to make; this
amount is recorded as interest accruing over the
life of the instrument. This approach records as
income the yield-to-maturity at issuance, which
incorporates the results of the indexation that are
foreseen at the moment the instrument was cre-
ated. Any deviation of the underlying index from
the originally expected path leads to holding gains
or losses which will not normally cancel out over
the life of the instrument.

The interest accruing as a result of the indexing is effec-
tively reinvested in the security and must be recorded in
the financial accounts of the holder and issuer.

Interest rate swaps and forward rate agreements

Payment resulting from any kind of swap arrange-
ment is recorded as a transaction in financial deriv-
atives in the financial account, and not as interest
recorded as property income. Transactions under
forward rate agreements are recorded as trans-
actions in financial derivatives in the financial
account, and not recorded as property income.

Interest on financial leases

A financial lease is a method of financing for exam-
ple the purchase of machinery and equipment. The
lessor purchases the equipment and the lessee con-
tracts to pay rentals which enable the lessor, over
the period of the contract, to recover his costs
including the interest foregone on the money used
to purchase the equipment.

The lessor is treated as making a loan to the les-
see equal to the value of the purchaser’s price paid
for the asset, this loan being repaid over the period
of the lease. The rental paid each period by the
lessee is therefore treated as having two compo-
nents: a repayment of principal and a payment of
interest. The rate of interest on the imputed loan
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is determined by the total amount paid in rentals
over the life of the lease in relationship to the pur-
chaser’s price of the asset. The share of the rental
that represents interest declines over the dura-
tion of the lease as the principal is repaid. The ini-
tial loan by the lessee, together with the subsequent
repayments of principal, is recorded in the finan-
cial accounts of the lessor and lessee. The interest
payments are recorded as interest in the primary
distribution of income account.

Other interest

Other interest comprises the following:
(a) interest charged on bank overdrafts;

(b) extra interest paid on deposits left longer than
originally agreed; and

(o) payments determined by lottery, to bond
holders.

Time of recording

Interest is recorded on an accrual basis, that is,
interest is recorded as accruing continuously over
time to the creditor on the amount of principal out-
standing. The interest accruing in each accounting
period must be recorded whether or not it is actu-
ally paid or added to the principal outstanding.
When it is not paid, the increase in the principal
is recorded in the financial account as an acquisi-
tion of a financial asset by the creditor and an equal
acquisition of a liability by the debtor.

Interest is recorded before the deduction of taxes
levied on it. Interest received and paid is recorded
inclusive of grants for interest relief, irrespective
of whether those grants are directly paid to finan-
cial institutions, or to beneficiaries (see paragraph
4.37).

The value of the services provided by financial
intermediaries being allocated among different
customers, the actual payments or receipts of inter-
est to or from financial intermediaries are adjusted
to eliminate the margins that represent the implicit
charges made by financial intermediaries. The
amounts of interest paid by borrowers to financial
intermediaries must be reduced by the estimated
values of the charges payable, and on the contrary

the amounts of interest receivable by depositors
must be increased. The values of the charges are
treated as payments for services rendered by finan-
cial intermediaries to their customers and not as
payments of interest.

In the system of accounts, interest is recorded as:

(a) resources and uses in the allocation of primary
income account of the sectors;

(b) resources and uses in the rest of the world
account of primary incomes and current
transfers.

Distributed income of corporations (D.42)

Dividends (D.421)

Definition: dividends (D.421) are a form of prop-
erty income to which owners of shares (AF.5)
become entitled as a result of, for example, placing
funds at the disposal of corporations.

Raising equity capital through the issue of shares is
a way of raising funds. In contrast to loan capital,
equity capital does not give rise to a liability that
is fixed in monetary terms and it does not entitle
the holders of shares of a corporation to a fixed or
predetermined income. Dividends are all distribu-
tions of profits by corporations to their sharehold-
ers or Owners.

Dividends also include:

(a) shares issued to shareholders in payment of the
dividend for the financial year. Issues of bonus
shares, which represent the capitalisation of
own funds in the form of reserves and undis-
tributed profits and give rise to new shares to
shareholders in proportion for their holdings,
are not included;

(b) the income paid to general government by pub-
lic enterprises which are recognised as inde-
pendent legal entities not constituted as corpo-
rate enterprises;

(c) incomes generated by non-observed activities
and transferred to the owners of corporations
who participate in such activities for their pri-
vate use.
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Dividends (D.421) exclude super-dividends. (@) uses in the allocation of primary income
account of the sectors in which the corpora-

Super-dividends are dividends that are large rel- tions are classified:

ative to the recent level of dividends and earn-

ings. In order to assess whether the dividends are (b) asresources in the allocation of primary income
large, the concept of distributable income is used. account of the sectors in which shareholders
Distributable income of a corporation is equal to are classified;

entrepreneurial income plus all current transfers

receivable less all current transfers payable and (c) as uses and resources in the rest of the world

less the adjustment for the change in pension enti- account of primary incomes and current
tlements. The ratio of dividends to distributable transfers.

income over the recent past is used to assess the

plausibility of the current level of dividends. If the Withdrawals from the income of quasi-corporations

level of dividends declared is greatly in excess, the (D.422)
dividends causing the excess are treated as finan-
cial transactions and classified as ‘super-dividends’.
Such super-dividends are treated as the withdrawal
of owners’ equity from the corporation (F.5). That
treatment applies to corporations, whether incor-

Definition: withdrawals from the income of quasi-
corporations (D.422) are the amounts which entre-
preneurs withdraw for their own use from the prof-
its earned by the quasi-corporations which belong

porated or quasi-corporate and whether subject to to them.
foreign or domestic private control. Such withdrawals are recorded before the deduc-

tion of current taxes on income, wealth, etc., which
In the case of public corporations, super-dividends are deemed always to be paid by the owners of the
are large and irregular payments or payments that businesses.
exceed the entrepreneurial income of the relevant
accounting period, which are funded from accu- When a quasi-corporation makes a trading profit,
mulated reserves or sales of assets. Super-dividends the unit which owns it may choose to leave part
of public corporations are to be recorded as with- or all of the profit in the business, especially for
drawal of equity (F.5) for the difference between investment purposes. The income left in the busi-
the payments and the entrepreneurial income of ness appears as saving by the quasi-corporation,
the relevant accounting period (see paragraph and only the profits actually withdrawn by the
20.206). owner units are recorded in the accounts under

the heading withdrawals from the income of
Interim dividends are described in paragraph quasi-corporations.
20.207.

When profits are earned in the rest of the world
Time of recording: Although dividends repre- by the branch-offices, agencies, etc. of resident
sent a part of income that has been generated enterprises, in so far as these branch-offices etc.
over a period, dividends are not recorded on an are treated as non-resident units, retained earn-
accrual basis. For a short period after a dividend ings appear as reinvested earnings on foreign
is declared, but before it is actually payable, shares direct investment (D.43). Only the income actu-
may be sold ‘ex dividend’ meaning that the divi- ally transferred to the parent enterprise is treated
dend is still payable to the owner at the date the in the accounts as withdrawals from the income
dividend was declared and not to the owner on the of quasi-corporations received from the rest of the
date payable. A share sold ‘ex dividend’ is there- world. The same principles are applied to deal with
fore worth less than one sold without this con- the relations between branch-offices, agencies, etc.
straint. The time of recording of dividends is the operating on the economic territory and the non-
point in time at which the share price starts to be resident parent enterprise to which they belong.

quoted on an ex-dividend basis and not at a price

that includes the dividend. Withdrawals from the income of quasi-corpora-

tions include the net operating surplus received
Dividends are recorded as: by residents as owners of land and buildings in
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the rest of the world, or by non-residents as own-
ers of land or buildings on the economic territory
concerned. In respect of transactions in land and
buildings carried out on the economic territory of
a country by non-resident units, notional resident
units are created, in which the non-resident own-
ers own the equity.

The rental value of owner-occupied dwellings
abroad is registered as imports of services and the
corresponding net operating surplus as primary
income received from the rest of the world; the
rental value of owner-occupied dwellings belong-
ing to non-residents is registered as exports of ser-
vices and the corresponding net operating surplus
as primary income paid to the rest of the world.

Withdrawals from the income of quasi-corpora-
tions include incomes generated by non-observed
activities of quasi-corporations that are transferred
to the owners participating in such activities for
their private use.

Withdrawals from the income of quasi-corpora-
tions do not include amounts which their owners
receive from:

(a) the sale of existing fixed capital goods;
(b) the sale of land and other non-produced assets;

(c) withdrawals of equity.

Such amounts are treated as withdrawals from
equity in the financial account as they amount to a
partial or total liquidation equity in the quasi-cor-
poration. If the quasi-corporation is owned by gov-
ernment, and if it runs a persistent operating defi-
cit as a matter of deliberate government economic
and social policy, any regular transfers of funds
into the enterprise made by government to cover
its losses are treated as subsidies.

Time of recording: withdrawals from the income
of quasi-corporations are recorded when they are
made by the owners.

In the system of accounts, withdrawals from the
income of quasi-corporations appear as:

(a) uses in the allocation of primary income
account of the sectors in which the quasi-cor-
porations are classified;

(b) resources in the allocation of primary income
account of the owner sectors;

(c) uses and resources in the external account of
primary incomes and current transfers.

Reinvested earnings on foreign direct
investment (D.43)

Definition: reinvested earnings on foreign direct
investment (D.43) are equal to the operating sur-
plus of the foreign direct investment enterprise

plus any property incomes or current trans-
fers receivable,

minus any property incomes or current trans-
fers payable, including actual remit-
tances to foreign direct investors and
any current taxes payable on the income,
wealth, etc., of the foreign direct invest-
ment enterprise.

A foreign direct investment enterprise is an incor-
porated or unincorporated enterprise in which an
investor resident in another economy owns 10 %
or more of the ordinary shares or voting power in
an incorporated enterprise, or the equivalent for an
unincorporated enterprise. Foreign direct invest-
ment enterprises comprise those entities that are
identified as subsidiaries, associates and branches.
A subsidiary is where the investor owns more than
50 %, an associate is where the investor owns 50 %
or less, and a branch is a wholly or jointly owned
unincorporated enterprise. The foreign direct
investment relationship may be direct or indirect
as a result of a chain of ownership. ‘Foreign direct
investment enterprises’ is a broader concept than
‘foreign controlled corporations’.

Actual distributions may be made from the entre-
preneurial income of foreign direct investment
enterprises in the form of dividends or withdrawals
of income from quasi-corporations. In addition,
retained earnings are treated as if they were dis-
tributed and remitted to foreign direct investors in
proportion to their ownership of the equity of the
enterprise and then reinvested by them by means
of additions to equity in the financial account.
Reinvested earnings on foreign direct investment
can be either positive or negative.
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Time of recording: reinvested earnings on for-
eign direct investment are recorded when they are
earned.

In the system of accounts, reinvested earnings on
foreign direct investment are recorded as:

(a) uses and resources in the allocation of primary
income account of the sectors;

(b) uses and resources in the external account of
primary incomes and current transfers.

Other investment income (D.44)

Investment income attributable to insurance policy
holders (D.441)

Definition: Investment income attributable to
insurance policy holders corresponds to total pri-
mary incomes received from the investment of
insurance technical reserves. The reserves are those
where an insurance corporation recognises a cor-
responding liability to the policyholders.

Insurance technical reserves are invested by insur-
ance enterprises in financial assets or land (from
which net property income, i.e. after deducting any
interest paid, is received) or in buildings (which
generate net operating surpluses).

Investment income attributable to insurance pol-
icy holders is recorded separately between holders
of non-life and life policies.

For non-life policies, the insurance corporation has
a liability towards the policy holder of the amount
of the premium deposited with the corporation but
not yet earned, the value of any claims due but not
yet paid and a reserve for claims not yet notified or
notified but not yet settled. Set against this liability,
the insurance corporation holds technical reserves.
The investment income on these reserves is treated
as income attributable to the policy holders, then
distributed to the policy holders in the allocation
of primary income account and paid back to the
insurance corporation as a premium supplement
in the secondary distribution of income account.

For an institutional unit operating a standardised
loan guarantee scheme against fees, there could
also be investment income earned on the reserves
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of the scheme and this must also be shown as being
distributed to the units paying the fees (which may
not be the same units which stand to benefit from
the guarantees) and treated as supplementary fees
in the secondary distribution of income account.

For life insurance policies and annuities, insur-
ance corporations have liabilities towards the pol-
icy holders and annuitants equal to the present
value of expected claims. Set against those liabil-
ities, insurance corporations have funds belong-
ing to the policy holders consisting of bonuses-
declared-for-with-profits policies as well as provi-
sions for both policy holders and annuitants of the
payment of future bonuses and other claims. Those
funds are invested in a range of financial and non-
financial assets.

The bonuses declared to holders of life policies are
recorded as investment income receivable by the
policyholders and are treated as premium supple-
ments paid by the policyholders to the insurance
corporations.

The investment income attributable to life insur-
ance policy holders is recorded as payable by the
insurance company and receivable by house-
holds in the allocation of primary income account.
Unlike the case of non-life insurance or pensions,
the amount carries through to saving and is then
recorded as a financial transaction, specifically an
increase in the liabilities of life insurance corpora-
tions, in addition to new premiums less the service
charge less benefits payable.

Investment income payable on pension entitlements
(D.442)

Pension entitlements arise from one of two differ-
ent types of pension schemes. These are defined
contribution schemes and defined benefit schemes.

A defined contribution scheme is one where con-
tributions by both employers and employees are
invested on behalf of the employees as future pen-
sioners. No other source of funding of pensions is
available and no other use is made of the funds.
The investment income payable on defined con-
tribution entitlements is equal to the investment
income on the funds plus any income earned by
renting land or buildings owned by the fund.
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The characteristic of a defined benefit scheme is that
aformula is used to determine the level of payments
to be made to pensioners. This characteristic makes
it possible to determine the level of entitlements as
the present value of all future payments, calculated
using actuarial assumptions about life lengths and
economic assumptions about the interest or dis-
count rate. The present value of the entitlements
existing at the start of the year increases because
the date when the entitlements become payable is
one year nearer. This increase is regarded as invest-
ment income attributed to the pension holders in
the case of defined benefit scheme. The amount of
the increase is neither affected by whether the pen-
sion scheme actually has sufficient funds to meet
all the obligations nor by the type of increase in the
funds, whether it is investment income or holding
gains, for example.

Investment income attributable to collective
investment fund shareholders (D.443)

Investment income attributable to collective
investment fund shareholders, including mutual
funds and unit trusts, consists of the following sep-

arate components:

— dividends attributable to collective investment
fund shareholders (D.4431),

— retained earnings attributable to collective
investment fund shareholders (D.4432).

The dividend component is recorded in exactly the
same manner as dividends for individual corporations,
as described above. The retained earnings component
is recorded using the same principles as those described
for foreign direct investment enterprises but is calcu-
lated excluding any reinvested earnings on foreign direct
investment. The remaining retained earnings are attrib-
uted to the investment fund shareholders leaving the
investment fund with no saving, and are re-injected into
the fund by the investment fund shareholders in a transac-
tion recorded in the financial account.

The property income received by mutual funds is recorded
as shareholders’ property income even if it is not distrib-
uted but reinvested on their behalf.

Shareholders indirectly pay out of their fund shares to
management companies for managing their investments.
This service charge is expenditure by shareholders, and
not expenditure of funds.

Time of recording: other investment income is recorded
when it accrues.

In the system of accounts, other investment income
is recorded as:

(a) resources in the allocation of primary income
account of policy and investment fund holders;

(b) uses in the allocation of primary income
account of the insurers, pension funds and
investment funds;

(c) resources and uses in the external account of
primary incomes and current transfers.

Rent (D.45)

Definition: rent is the income receivable by the
owner of a natural resource for putting the natu-
ral resource at the disposal of another institutional
unit.

There are two different types of resource rents: rent
on land, and rent on subsoil resources. Resource
rents on other natural resources such as radio spec-
tra follow the same pattern.

The distinction between rent and rentals is that
rent is a form of property income and rentals are
payments for services. Rentals are payments made
under an operating lease to use a fixed asset belong-
ing to another unit. Rent is a payment made under
a resource lease for access to a natural resource.

Renton land

The rent received by alandowner from a tenant constitutes
a form of property income. Rents on land also include the
rents payable to the owners of inland waters and rivers for
the right to exploit such waters for recreational or other
purposes, including fishing.

A landowner pays land taxes and incurs maintenance
expenses as a consequence of owning the land. Such taxes
and expenses are treated as payable by the person entitled
to use the land, who is deemed to deduct them from the
rent that he would otherwise be obliged to pay to the land-
owner. Rent reduced in this way by taxes or other expenses
for which the landowner is liable is called ‘after-tax rent’.

Rents on land do not include the rentals of build-
ings and of dwellings situated on it; those rent-
als are treated as the payment for a market service
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provided by the owner to the tenant of the build- Taxes on income (D.51)

ing or dwelling, and are recorded in the accounts as

the intermediate or final consumption of the ten- Definition: taxes on income (D.51) consist of
ant. If there is no objective basis on which to split taxes on incomes, profits and capital gains. They
the payment between rent on land and rental on are assessed on the actual or presumed incomes
the buildings situated on it, the whole amount is of individuals, households, corporations or NPIs.
treated as rent when the value of the land is esti- They include taxes assessed on holdings of prop-
mated to exceed the value of the buildings on it and erty, land or real estate when these holdings are
as rental otherwise. used as a basis for estimating the income of their

owners.
Rents on subsoil assets Taxes on income include:

This heading includes the royalties that accrue to (@) taxes on individual or household income,
owners of deposits of minerals or fossil fuels (coal, examples of which are income from employ-
oil or natural gas), whether private or govern- ment, property, entrepreneurship, pensions,
ment units, who grant leases to other institutional etc., and including taxes deducted by employ-
units permitting them to explore or to extract such ers, for example pay-as-you-earn taxes. Taxes
deposits over a specified period of time. on the income of owners of unincorporated

enterprises are included here;

Time of recording of rents: rents are recorded in

the period when payable. (b) taxes on the income or profits of corporations;

(c) taxes on holding gains;
In the system of accounts, rents are recorded:
(d) taxes on winnings from lotteries or gambling,

(a) among resources and among uses in the alloca- payable on the amounts received by winners as
tion of primary income account of sectors; distinct from taxes on the turnover of produc-
ers that organise gambling or lotteries which
(b) among resources and among uses in the exter- are treated as taxes on products.
nal account of primary incomes and current
transfers.

Other current taxes (D.59)

Other current taxes (D.59) includes:

Current taxes on income, wealth, etc. , , ,
(@) current taxes on capital which consist of taxes

(D.5) payable on the ownership or use of land or

buildings by owners, and current taxes on net

Definition: current taxes on income, wealth, etc. wealth and on other assets, for example jewel-

(D.5) cover all compulsory, unrequited payments, lery — except taxes mentioned in D.29 (which

in cash or in kind, levied periodically by general are paid by enterprises as a result of engag-

government and by the rest of the world on the ing in production) and those in D.51 (taxes on
income and wealth of institutional units, and some income);

periodic taxes which are assessed neither on that

income nor that wealth. (b) poll taxes, levied per adult or per household,

independently of income or wealth;

Current taxes on income, wealth, etc. are divided )
(c) expenditure taxes, payable on the total expen-

into: :
ditures of persons or households;
(a) taxes on income (D.51); (d) payments by households for licences to own
or use for non-business purposes vehicles,
(b) other current taxes (D.59). boats or aircraft, or for licences for recreational
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hunting, shooting or fishing, etc. The distinc-
tion between taxes and purchases of services
from government is defined according to the
same criteria as those used in the case of pay-
ments made by enterprises namely, if the issue
of licenses involves little or no work on the part
of government, the licences being granted auto-
matically on payment of the amounts due, it is
likely that they are simply a device to raise rev-
enue, even though the government may pro-
vide some kind of certificate, or authorisation,
in return; in such cases their payment is treated
as taxes. If, however, the government uses the
issue of licences to organise some proper reg-
ulatory function (such as checking the com-
petence, or qualifications, of the person con-
cerned), the payments made are treated as pur-
chases of services from government rather than
payments of taxes, unless the payments are
clearly out of all proportion to the cost of pro-
viding the services;

(e) taxes on international transactions, for exam-
ple travel abroad, foreign remittances, foreign
investments, etc., except those payable by pro-
ducers and import duties paid by households.

Current taxes on income, wealth, etc. do not
include:

(a) inheritance taxes, death duties or taxes on gifts
between living persons, which are deemed to be
levied on the capital of the beneficiaries and are
shown under the heading capital taxes (D.91);

(b) occasional or exceptional levies on capital or
wealth, which are recorded as capital taxes
(D.91);

(c) taxes on land, buildings or other assets owned
or rented by enterprises and used by them for
production, such taxes being treated as other
taxes on production (D.29);

(d) payments by households for licences other than
licences for the use of vehicles, boats or aircraft,
or licences for recreational hunting, shoot-
ing or fishing: driving or pilot’s licences, fire-
arm licences, and fees to government such as
museum or library admissions, garbage dis-
posal fees, payments for passports, airport fees,
court fees etc. which are treated in most cases as
purchases of services rendered by government,

if they satisty the criteria set out in point (d) of
paragraph 4.79 to be recorded as services.

The total value of the taxes includes interest charged
on arrears of taxes due and fines imposed by taxa-
tion authorities if there is no data to estimate such
interest and fines separately; it includes charges
imposed in connection with the recovery and
assessment of taxes outstanding, less the amount of
any rebates made by general government as a mat-
ter of economic policy and any refunds made as a
result of over-payments.

Subsidies and social benefits made available via the
tax system in the form of tax credits and the inci-
dence of linking payment systems with the tax col-
lection system are increasing. Tax credits repre-
sent tax relief and so reduce the tax liability of the
beneficiary.

If the tax credit system results in the beneficiary
receiving the excess when the relief is greater than
the liability, the tax credits system is a payable tax
credit system. Under a payable tax credits system,
payments can be awarded to non-taxpayers as well
as taxpayers. Under a payable tax credits system,
the whole amount of tax credits is recorded as gov-
ernment expenditure, and not as a reduction of tax
revenue.

In contrast, some tax credit systems are non-paya-
ble tax credits systems where tax credits are limited
to the size of the tax liability. Under a non-payable
tax credits system, all tax credits are embedded in
the tax system and reduce government tax revenue.

Current taxes on income, wealth, etc. are recorded
at the time when activities, transactions or other
events occur which create the liabilities to pay.

However, some economic activities, transactions
or events, which under tax legislation ought to
impose on the units concerned the obligation to
pay taxes, permanently escape the attention of tax
authorities. It would be unrealistic to assume that
such activities, transactions or events give rise to
financial assets or liabilities in the form of pay-
ables or receivables. The amounts to be recorded
are determined by the amounts due for payment
only when evidenced by tax assessments, declara-
tions or other instruments which create liabilities
in the form of clear obligations to pay on the part
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of taxpayers. Missing taxes are not imputed if not
evidenced by tax assessments.

Taxes recorded in the accounts are derived from
two sources: amounts evidenced by assessments
and declarations, and cash receipts.

(a) If assessments and declarations are used, the
amounts shall be adjusted by a coefficient
reflecting assessed and declared amounts never
collected. As an alternative treatment, a capital
transfer to the relevant sectors is recorded equal
to the same adjustment. The coeflicients shall
be estimated on the basis of past experience and
current expectations in respect of assessed and
declared amounts never collected. They shall be
specific to different types of taxes;

(b) If cash receipts are used, they shall be time-
adjusted so that the cash is attributed when
the activities, transactions or other events took
place to generate the tax liability (or when the
amount of tax was determined, in the case of
some income taxes). This adjustment is based
on the average time difference between the
activities, transactions or other events (or the
determination of the amount of tax) and cash
tax receipt.

When retained at source by an employer, current
taxes on income, wealth, etc. are included in wages
and salaries even if the employer did not pass them
on to the general government. The households
sector is shown as paying the full amount to the
general government sector. The amounts actually
unpaid are neutralised under D.995 as a capital
transfer from general government to the employ-
ers’ sectors.

In some cases, the liability to pay income taxes can
only be determined in a later accounting period
than that in which the income accrues. Some flex-
ibility is therefore needed concerning the point in
time at which such taxes are recorded. Income taxes
deducted at source, such as PAYE taxes and regular
prepayments of income taxes, may be recorded in
the periods in which they are paid and any final tax
liability on income can be recorded in the period in
which the liability is determined.

Current taxes on income, wealth, etc. are recorded
as:
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(a) uses in the secondary distribution of income
account of the sectors in which the taxpayers
are classified;

(b) resources in the secondary distribution of
income account of general government;

(c) uses and resources in the external account of
primary incomes and current transfers.

Social contributions and benefits (D.6)

Definition: social benefits are transfers to house-
holds, in cash or in kind, intended to relieve them
from the financial burden of a number of risks
or needs, made through collectively organised
schemes, or outside such schemes by government
units and NPISHs; they include payments from
general government to producers which individu-
ally benefit households and which are made in the
context of social risks or needs.

The list of risks or needs which may give rise to
social benefits is as follows:

(a) sickness;

(b) invalidity, disability;

(c) occupational accident or disease;
(d) old age;

(e) survivors;

(f) maternity;

(g) family;

(h) promotion of employment;
(i) unemployment;

(j) housing;

(k) education;

() general neediness.

In the case of housing, payments made by public
authorities to tenants in order to reduce their rents
are social benefits, with the exception of special
benefits paid by public authorities in their capac-
ity as employers.
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Social benefits include:

(2) current and lump-sum transfers from schemes
which receive contributions, cover the entire
community or large sections of the community
and are imposed and controlled by government
units (social security schemes);

=

current and lump sum transfers from schemes
organised by employers on behalf of their
employees, ex-employees or dependants (other
employment related social insurance schemes).
Contributions may be made by employees and/
or employers; they may also be made by self-
employed persons;

(c) current transfers from government units and
NPISHs which are not conditional on previ-
ous payment of contributions and which are
generally linked to an assessment of available
income. Such transfers are commonly known
as social assistance.

Social benefits exclude:

(a) insurance claims based on policies taken out
solely on the own initiative of the insured, inde-
pendently of his employer or government;

(b) insurance claims on policies taken out with
the sole purpose of obtaining a discount,
even if those policies follow from a collective
agreement.

In order for an individual policy to be treated as
part of a social insurance scheme, the eventualities
or circumstances against which the participants are
insured shall correspond to the risks or needs listed
in paragraph 4.84, and, in addition, one or more of
the following conditions shall be satisfied:

(a) participation in the scheme is obligatory either
by law or under the terms and conditions
of employment of an employee or group of
employees;

(b) the scheme is a collective one operated for
the benefit of a designated group of workers,
whether employees, self-employed or non-
employed, participation being restricted to
members of that group;

() an employer makes a contribution (actual
or imputed) to the scheme on behalf of an

employee, whether or not the employee also
makes a contribution.

Definition: social insurance schemes are schemes
in which participants are obliged, or encouraged,
by their employers or by general government, to
take out insurance against certain eventualities or
circumstances that may adversely affect their wel-
fare or that of their dependants. In such schemes
social contributions are paid by employees or oth-
ers, or by employers on behalf of their employees,
in order to secure entitlement to social insurance
benefits, in the current or subsequent periods, for
the employees or other contributors, their depend-
ants or survivors.

Social insurance schemes are organised for groups
of workers or are available by law to all workers or
designated categories of workers, including non-
employed persons as well as employees. They range
from private schemes arranged for selected groups
of workers employed by a single employer to social
security schemes covering the entire labour force
of a country. Participation in such schemes may
be voluntary for the workers concerned, but it is
more common for it to be obligatory. For example,
participation in schemes organised by individual
employers may be required by the terms and con-
ditions of employment collectively agreed between
employers and their employees.

Two types of social insurance schemes may be
distinguished:

(a) The first consists of social security schemes cov-
ering the entire community, or large sections of
the community, that are imposed, controlled
and financed by government units. Pensions
payable under such schemes may or may not
be related to levels of salary of the beneficiary
or history of employment. Non-pension bene-
fits are less frequently linked to salary levels;

(b) The second type consists of other employment
related schemes. Such schemes derive from an
employer-employee relationship in the provi-
sion of pension and possibly other entitlements
that are part of the conditions of employment
and where responsibility for the provision of
benefits does not devolve to general govern-
ment under social security provisions.
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Social insurance schemes organised by govern-
ment units for their own employees as opposed
to the working population at large are classified
as other employment related schemes and not as
social security schemes.

Net social contributions (D.61)

Definition: net social contributions are the actual
or imputed contributions made by households to
social insurance schemes to make provision for
social benefits to be paid. Net social contributions
(D.61) consist of:

employers’ actual social contributions (D.611)

plus  employers’ imputed social contributions
(D.612),

plus  households’ actual social contributions
(D.613),

plus  households’ social contribution supplements
(D.614),

less social insurance scheme service charges
(D.61SC).

The social insurance scheme service charges are the
service fees charged by the units administering the
schemes. They appear here as part of the calcula-
tion for net social contributions (D.61); they are
not redistributive transactions but part of output
and consumption expenditure.

Employers’ actual social contributions (D.611)

Employers” actual social contributions (D.611)
correspond to flow D.121.

Employers’ actual social contributions are paid
by employers to social security schemes and other
employment related social insurance schemes to
secure social benefits for their employees.

As employers’ actual social contributions are made
for the benefit of their employees, their value is
recorded as one of the components of compensa-
tion of employees together with wages and sala-
ries in cash and in kind. The social contributions
are then recorded as being paid by the employees
as current transfers to the social security schemes,
and other employment related social insurance
schemes.

This heading is split into two categories:

o ) f|
Distributive transactions r-

(a) employers’ actual pension contributions
(D.6111) corresponds to flow D.1211;

(b) employers’ actual non-pension contributions
(D.6112) corresponds to flow D.1212.

Payments of actual social contributions may be
compulsory by virtue of a statute or regulation,
or they may be paid as a result of collective agree-
ments in a particular industry or agreements
between employer and employees in a particu-
lar enterprise, or because they are written into the
contract of employment itself. In certain cases, the
contributions may be voluntary.

Such voluntary contributions cover:

(a) social contributions which persons who are not
legally obliged to contribute to a social security
fund;

(b

=

social contributions paid to insurance enter-
prises (or pension funds classified in the same
sector) as part of supplementary insurance
schemes organised by enterprises for the ben-
efit of their employees and which the latter join
voluntarily;

(c) contributions to provident insurance schemes
with membership open to employees or self-
employed workers.

Time of recording: employers’ actual social contri-
butions (D.611) are recorded at the time when the
work that gives rise to the liability to pay the con-
tributions is carried out.

Social contributions payable to the general govern-
ment sector recorded in the accounts are derived
from two sources: amounts evidenced by assess-
ments and declarations or cash receipts.

(a) If assessments and declarations are used, the
amounts shall be adjusted by a coefficient
reflecting assessed and declared amounts never
collected. As an alternative treatment, a capi-
tal transfer to the relevant sectors could be
recorded equal to the same adjustment. The
coefficients shall be estimated on the basis of
past experience and current expectations in
respect of assessed and declared amounts never
collected. They shall be specific to different
types of social contributions.
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(b) If cash receipts are used, they shall be time-
adjusted so that the cash is attributed when the
activity took place to generate the social contri-
bution liability (or when the liability is created).
This adjustment may be based on the average
time difference between the activity (or the cre-
ation of the liability) and cash receipt.

When retained at source by the employer, social
contributions payable to the general government
sector are included in wages and salaries irrespec-
tive of whether the employer passed them to the
general government. The households sector is then
shown as paying the full amount to the general gov-
ernment sector. The amounts actually unpaid are
neutralised under D.995 as a capital transfer from
general government to the employers’ sectors.

Employers’ actual social contributions are recorded
as:

(a) uses in the secondary distribution of income
account of households;

(b) uses in the external account of primary incomes
and current transfers (in the case of non-resi-
dent households);

(c) resources in the secondary distribution
of income account of resident insurers or
employers;

(d) resources in the external account of primary
incomes and current transfers (in the case of
non-resident insurers or employers).

Employers’ imputed social contributions (D.612)

Definition: employers’ imputed social contribu-
tions (D.612) represent the counterpart to social
benefits (less eventual employees’ social contribu-
tions) paid directly by employers (i.e. not linked to
employers’ actual contributions) to their employ-
ees or former employees and other eligible persons.

They correspond to flow D.122 as described under
compensation of employees. Their value must be
based on actuarial considerations, or on the basis
of reasonable percentage of wages and salaries paid
current employees or as equal to unfunded non-
pension benefits payable by the enterprise during
the same accounting period.

Employers’ imputed social contributions D.612) is
split into two categories:

(@) employers’ imputed pension contributions
ploy P P
(D.6121). They correspond to flow D.1221;

(b) employers’ imputed non-pension contributions
(D.6122). They correspond to flow D.1222.

Time of recording: employers’ imputed social con-
tributions which represent the counterpart of com-
pulsory direct social benefits are recorded in the
period during which the work is done. Employers’
imputed social contributions which represent the
counterpart of voluntary direct social benefits are
recorded at the time the benefits are provided.

Employers’ imputed social contributions are
recorded as:

(a) uses in the secondary distribution of income
account of households and in the exter-
nal account of primary incomes and current
transfers;

(b) resources in the secondary distribution of
income account of the sectors to which the
employers or resident insurers belong and in
the external account of primary incomes and
current transfers.

Households’ actual social contributions (D.613)

Definition: Households™ actual social contribu-
tions are social contributions payable on their
own behalf by employees, self-employed or non-
employed persons to social insurance schemes.

Households’ actual social contributions (D.613)
are split into two categories:

(a) households’ actual pension contributions
(D.6131);

(b) households’ actual non-pension contributions
(D.6132).

Time of recording: households’ actual social con-
tributions are recorded on an accrual basis. For
those in work, this is at the time when the work
that gives rise to the liability to pay the contribu-
tions is carried out. For non-employed persons,
this is at the time where the contributions are to
be made.
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In the system of accounts, households’ actual social
contributions are recorded:

(a) among uses in the secondary distribution of
income account of households and in the exter-
nal account of primary incomes and current
transfers;

(b) among resources in the secondary distribution
of income account of the sectors to which the
employers belong and in the external account
of primary incomes and current transfers.

Households’ social contribution supplements (D.614)

Definition: households’ social contribution supple-
ments consist of the property income earned dur-
ing the accounting period on the stock of pension
and non-pension entitlements.

This heading is split into two categories:

(a) households’ pension contribution supplements
(D.6141);

(b) households’ non-pension contribution sup-
plements (D.6142). The heading D.6142 cor-
responds to households’ contributions supple-
ments related to social risks and needs other
than pensions, such as sickness, maternity,
industrial injury, disability, redundancy, etc.

Households’ social contribution supplements are
included in property income payable by the admin-
istrators of pension funds to households in the
allocation of primary income account (investment
income payable on pension entitlements D.442).

As this income is retained by the administrators of
pension funds in practice, it is treated in the second-
ary distribution of income account as being paid
back by households to pension funds in the form
of households’ social contributions supplements.

Time of recording: households’ social contribution
supplements are recorded when they accrue.

Social benefits other than social transfers
in kind (D.62)

The heading D.62 is made up of three sub-headings:

Social security benefits in cash (D.621);
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Other social insurance benefits (D.622);

Social assistance benefits in cash (D.623).

Social security benefits in cash (D.621)

Definition: social security benefits in cash are
social insurance benefits payable in cash to house-
holds by social security funds. Reimbursements
are excluded and treated as social transfers in kind
(D.632).

Such benefits are provided under social security
schemes.

They may be split between:

— social security pension benefits in cash (D.6211),

— social security non-pension benefits in cash
(D.6212).

Other social insurance benefits (D.622)

Definition: other social insurance benefits corre-
spond to benefits payable by employers in the con-
text of other employment related social insurance
schemes. Other employment-related social insur-
ance benefits are social benefits (in cash or in kind)
payable by social insurance schemes other than
social security to contributors to the schemes, their
dependants or their survivors.

They typically include:

(a) the continued payment of normal, or reduced,
wages during periods of absence from work as
a result of ill health, accident, maternity, etc.;

(b) the payment of family, education or other
allowances in respect of dependants;

(c) the payment of retirement or survivors’ pen-
sions to ex-employees or their survivors, and
the payment of severance allowances to work-
ers or their survivors in the event of redun-
dancy, incapacity, accidental death, etc. (if
linked to collective agreements);

(d) general medical services not related to the
employee’s work;

(e) convalescent and retirement homes.
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Other social insurance benefits (D.622) may be
split between:

— other social insurance pension benefits
(D.6221),

— other social insurance non-pension benefits
(D.6222).

Social assistance benefits in cash (D.623)

Definition: social assistance benefits in cash are
current transfers payable to households by govern-
ment units or NPISHs to meet the same needs as
social insurance benefits but which are not made
under a social insurance scheme requiring partici-
pation usually by means of social contributions.

They therefore exclude all benefits paid by social
security funds. Social assistance benefits may be
payable in the following circumstances:

(@) no social insurance scheme exists to cover the
circumstances in question;

(b

=

although a social insurance scheme, or schemes,
may exist, the households in question do not
participate and are not eligible for social insur-
ance benefits;

(c) social insurance benefits are deemed to be inad-
equate to cover the needs in question the social
assistance benefits being paid in addition;

(d) as a matter of general social policy.

Such benefits do not include current transfers paid
in response to events or circumstances that are not
normally covered by social insurance schemes (i.e.
transfers made in response to natural disasters,
recorded under other current transfers or under
other capital transfers).

Time of recording of social benefits other than
social transfers in kind (D.62):

(a) in cash, they are recorded when the claims on
the benefits are established;

(b) in kind, they are recorded at the time the ser-
vices are provided, or at the time the changes of
ownership of goods provided directly to house-
holds by non-market producers take place.

Social benefits other than social transfers in kind
(D.62) are recorded as:

(a) uses in the secondary distribution of income
account of the sectors granting the benefits;

(b) uses in the external account of primary incomes
and current transfers (in the case of benefits
granted by the rest of the world);

(c) resources in the secondary distribution of
income account of households;

(d) resources in the external account of primary
incomes and current transfers (in the case of
benefits granted to non-resident households).

Social transfers in kind (D.63)

Definition: social transfers in kind (D.63) con-
sist of individual goods and services provided for
free or at prices that are not economically signifi-
cant to individual households by government units
and NPISHs, whether purchased on the market or
produced as non-market output by government
units or NPISHs. They are financed out of taxation,
other government income or social security contri-
butions, or out of donations and property income
in the case of NPISHs.

Services provided for free, or at prices that are
not economically significant, to households are
described as individual services to distinguish
them from collective services provided to the com-
munity as a whole, or large sections of the commu-
nity, such as defence and street lighting. Individual
services consist mainly of education and health
services, although other kinds of services such as
housing services, cultural and recreational services
are also frequently provided.

Social transfers in kind (D.63) are subdivided into:

Social transfers in kind — general government and
NPISHs non-market production (D.631)

Definition: social transfers in kind — general gov-
ernment and NPISHs non-market production
(D.631) are individual goods and services provided
directly to the beneficiaries by non-market produc-
ers. Any payments made by the households them-
selves should be deducted.
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Social transfers in kind — market production
purchased by general government and NPISHs (D.632)

for free or at prices which are not economically sig-
nificant, these are treated as social transfers in kind

eurostat B Furopean system of accounts — ESA 2010

Definition: social transfers in kind — market pro-
duction purchased by general government and
NPISHs (D.632) are individual goods and services

(a) in the form of reimbursements by social secu-
rity funds of approved expenditures made by
households on specific goods and services; or

(b) provided directly to the beneficiaries by mar-
ket producers from which general govern-
ment purchases the corresponding goods and
services.

Any payments made by the households themselves
are to be deducted.

When a household purchases a good or service
for which it is subsequently reimbursed, in part
or in whole, by a social security fund, the house-
hold can be regarded as if it were acting on behalf
of the social security fund. In effect, the household
provides a short-term credit to the social security
fund that is liquidated as soon as the household is
reimbursed.

The amount of the expenditure reimbursed is
recorded as being incurred directly by the social
security fund at the time the household makes the
purchase, while the only expenditure recorded for
the household is the difference, if any, between the
purchaser’s price paid and the amount reimbursed.
Thus, the amount of the expenditure reimbursed is
not treated as a current transfer in cash from the
social security funds to households.

Examples of social transfers in kind (D.63) are
medical or dental treatments, surgery, hospital
accommodation, spectacles or contact lenses, med-
ical appliances or equipment, and similar goods or
services meeting social risks or needs.

Other examples not covered by a social insurance
scheme are social housing, dwelling allowance,
day nurseries, professional training, reductions
on transport prices (provided that there is a social
purpose), and similar goods and services in the
context of social risks or needs. Outside the scope
of social risks or needs, when government pro-
vides individual households with goods and ser-
vices such as recreational, cultural or sport services

— government and NPISHs non-market produc-
tion (D.631).

Time of recording: social transfers in kind (D.63)
are recorded at the time the services are provided,
or at the time the changes of ownership of goods
provided directly to households by producers take
place.

Social transfers in kind (D.63) are recorded:

(a) among uses in the redistribution of income
in kind account of the sectors granting the
benefits;

(b) among resources in the redistribution of
income in kind account of households.

The consumption of the goods and services trans-
ferred is recorded in the use of adjusted disposable
income account.

There are no social transfers in kind with the rest of
the world (they are registered in D.62 social bene-
fits other than social transfers in kind).

Other current transfers (D.7)

Net non-life insurance premiums (D.71)

Definition: net non-life insurance premiums (D.71)
are premiums payable under policies taken out by
institutional units. The policies taken out by indi-
vidual households are those taken out on their own
initiative and for their own benefit, independently
of their employers or government and outside
any social insurance scheme. Net non-life insur-
ance premiums comprise both the actual premi-
ums payable by policy holders to obtain insurance
cover during the accounting period (premiums
earned) and the premium supplements payable out
of the property income attributed to insurance pol-
icy holders, after deducting the service charges of
insurance enterprises arranging the insurance.

Net non-life insurance premiums are the amounts
available to provide cover against various events or
accidents resulting in damage to goods or property,
or harm to persons as a result of natural or human
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causes, examples being fires, floods, crashes, col-
lisions, theft, violence, accidents, sickness, etc., or
against financial losses resulting from events such
as sickness, unemployment, accidents, etc.

Net non-life insurance premiums are split into two
categories:

(@) net non-life direct insurance premiums
(D.711);

(b) net non-life reinsurance premiums (D.712).

Time of recording: net non-life insurance premi-
ums are recorded when they are earned.

The insurance premiums from which the service
charges are deducted are those parts of the total
premiums, paid in the current period or previous
periods, that cover risks outstanding in the current
period.

Premiums earned in the current period must be
distinguished from the premiums due for payment
during the current period, which are likely to cover
risks in future periods as well as the current period.

Net non-life insurance premiums are recorded as:

(a) uses in the secondary distribution of income
account of resident policy holders;

(b

=

uses in the external account of primary incomes
and current transfers (in the case of non-resi-
dent policy holders);

(c) resources in the secondary distribution
of income account of resident insurance
enterprises;

(d) resources in the external account of primary
incomes and current transfers (in the case of
non-resident insurance enterprises).

Non-life insurance claims (D.72)

Definition: non-life insurance claims (D.72) are
the claims due under contracts in respect of non-
life insurance, that is, the amounts which insur-
ance enterprises are obliged to pay in settlement
of injuries or damage suffered by persons or goods
(including fixed capital goods).

This heading is split into two categories:

(@) non-life direct insurance claims (D.721);
(b) non-life reinsurance claims (D.722).

Non-life insurance claims does not include pay-
ments which constitute social benefits.

The settlement of a non-life insurance claim is
treated as a transfer to the claimant. Such pay-
ments are treated as current transfers, even when
large sums may be involved as a result of the acci-
dental destruction of a fixed asset or serious per-
sonal injury to an individual.

Exceptionally large claims, e.g. in the wake of a dis-
aster, may be treated not as current transfers but as
capital transfers (see point (k) of paragraph 4.165).

The amounts received by claimants are usually not
committed for any particular purpose, and goods
or assets which have been damaged or destroyed
need not necessarily be repaired or replaced.

Claims arise because of damage or injuries that
the policy holders cause to the property or per-
sons of third parties. In such cases, valid claims are
recorded as being payable directly by the insurance
enterprise to the injured parties and not indirectly
via the policy holder.

Net reinsurance premiums and claims are calcu-
lated in exactly the same manner as non-life insur-
ance premiums and claims. As the reinsurance
business is concentrated in a few countries, most
reinsurance policies are with non-resident units.

Some units, especially government units, may pro-
vide a guarantee against a debtor defaulting in con-
ditions that have the same characteristics as non-
life insurance. This happens when many guaran-
tees of the same sort are issued and it is possible
to make a realistic estimate of the overall level of
defaults. In such cases, the fees paid (and the prop-
erty income earned on them) are treated in the
same way as non-life insurance premiums and
the calls under the standardised loans guarantees
are treated in the same way as non-life insurance
claims.

Time of recording: non-life insurance claims are
recorded at the time the accident or other event
insured against occurs.

They are recorded as:
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(a) uses in the secondary distribution of income
account of resident insurance enterprises;

(b) usesin the external account of primary incomes
and current transfers (in the case of non-resi-
dent insurance enterprises);

(c) resources in the secondary distribution of
income account of the beneficiary sectors;

d

=

resources in the external account of primary
incomes and current transfers (in the case of
non-resident beneficiaries).

Current transfers within general
government (D.73)

Definition: current transfers within general gov-
ernment (D.73) include transfers between the dif-
ferent subsectors of general government (central
government, state government, local government
and social security funds) with the exception of
taxes, subsidies, investment grants and other capi-
tal transfers.

Current transfers within general government
(D.73) do not include transactions on behalf of
another unit; these are recorded only once in the
accounts, in the resources of the beneficiary unit
on whose behalf the transaction is made (see para-
graph 1.78). This situation arises particularly when
a government agency (e.g. a central government
department) collects taxes which are automatically
transferred, in total or in part, to another govern-
ment agency (e.g. a local authority). In such cases,
the tax receipts destined for the other government
agency are shown as if they were collected directly
by that agency and not as a current transfer within
general government. The solution applies espe-
cially in the case of taxes destined for another gov-
ernment agency which take the form of additional
rates superimposed on taxes levied by central gov-
ernment. Delays in remitting the taxes from the
first to the second government unit give rise to
entries under ‘other accounts receivable/payable’
in the financial account.

Transfers of tax receipts which form part of a block
transfer from central government to another gov-
ernment agency are included in current trans-
fers within general government. Such transfers do
not correspond to any specific category of taxes
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and they are not made automatically but mainly
through certain funds (county and local authority
funds) in accordance with scales of apportionment
laid down by central government.

Time of recording: current transfers within gen-
eral government are recorded at the time the regu-
lations in force stipulate they are to be made.

Current transfers within general government are
recorded as uses and resources in the secondary
distribution of income account of the subsectors of
general government. Current transfers within gen-
eral government are flows internal to the general
government sector, and do not appear in a consol-
idated account for the sector as a whole.

Current international cooperation (D.74)

Definition: ~current international cooperation
(D.74) includes all transfers in cash or in kind
between general government and governments
or international organisations in the rest of the
world, except investment grants and other capital
transfers.

Heading D.74 covers:

(a) the contributions of the government to inter-
national organisations (excluding taxes paya-
ble by member governments to supranational
organisations);

(b) current transfers which general government
receive from the institutions or organisa-
tions referred to in point (a). Current transfers
which the institutions of the European Union
make directly to resident market producers are
recorded as subsidies paid by the rest of the
world;

(c) current transfers between governments, either
in cash (e.g. payments intended to finance the
budget deficits of foreign countries or over-
seas territories) or in kind (e.g. counterpart of
gifts of food, military equipment, emergency
aid after natural disasters in the form of food,
clothing, medicines, etc.);

(d) wages and salaries paid by a government, an
institution of the European Union or an inter-
national organisation, to advisers or technical

115



f| o .
-. Distributive transactions

116

assistance experts made available to developing
countries.

Current international cooperation includes trans-
fers between general government and international
organisations located in the country, as interna-
tional organisations are not treated as resident
institutional units of the countries in which they
are located.

Time of recording: the time the regulations in force
stipulate the transfers are to be made in the case of
obligatory transfers, or the time the transfers are
made in the case of voluntary transfers.

Current international cooperation is recorded as:

(a) uses and resources in the secondary distribu-
tion of income account of the general govern-
ment sector;

(b) uses and resources in the external account of
primary incomes and current transfers.

Miscellaneous current transfers (D.75)

Current transfers to NPISHs (D.751)

Definition: current transfers to NPISHs include
all voluntary contributions (other than legacies),
membership subscriptions and financial assistance
which NPISHs receive from households (including
non-resident households) and, to a lesser extent,
from other units.

Current transfers to NPISHs include the following:

(a) regular subscriptions paid by households to
trade unions and political, sporting, cultural,
religious and similar organisations classified in
the sector NPISHs;

=

voluntary contributions (other than legacies)
from households, corporate enterprises and the
rest of the world to NPISHs, including transfers
in kind in the form of gifts of food, clothing,
blankets, medicines, etc. to charities for distri-
bution to resident or non-resident households.
Such treatment applies to consumption goods,
as transfers of large gifts (valuables treated as
non-financial assets) are recorded in other cap-
ital transfers (D.99) (see point (e) of paragraph
4.165).

Gifts of unwanted or used articles from house-
holds are not recorded as transfers;

(c) assistance and grants from general govern-
ment, other than transfers made for the spe-
cific purpose of financing capital expenditure,
which are shown under investment grants.

Excluded from current transfers to NPISHs are
payments of membership dues or subscriptions
to market NPIs serving businesses, such as cham-
bers of commerce or trade associations, which are
treated as payments for services provided.

Time of recording: current transfers to NPISHs are
recorded at the time they are made.

Current transfers to NPISHs are recorded as:

(a) uses in the secondary distribution of income
account of the contributing sectors;

(b) uses in the external account of primary incomes
and current transfers;

(c) resources in the secondary distribution of
income account of the NPISHs sector.

Current transfers between households (D.752)

Definition: current transfers between households
(D.752) consist of all current transfers in cash or
in kind made, or received, by resident households
to, or from, other resident or non-resident house-
holds. In particular, they comprise remittances by
emigrants or workers permanently settled abroad
(or working abroad for a period of a year or longer)
to members of their family living in their coun-
try of origin, or by parents to children in another
location.

Time of recording: current transfers between
households are recorded at the time the transfers
occur.

Current transfers between households are recorded
as:

(a) uses and resources in the secondary distribu-
tion of income account of households;

(b) uses and resources in the external account of
primary incomes and current transfers.
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Other miscellaneous current transfers (D.759)

Fines and penalties

Definition: fines and penalties imposed on insti-
tutional units by courts of law or quasi-judicial
bodies are treated as other miscellaneous current
transfers (D.759).

The following are not included in other miscellane-
ous current transfers (D.759):

(a) fines and penalties imposed by tax authorities
for the evasion or late payment of taxes, which
cannot be distinguished from the taxes them-
selves and remain classified as taxes;

(b) payments of fees to obtain licences, such pay-
ments being either taxes or payments for ser-
vices provided by government units.

Time of recording: fines and penalties are recorded
at the time the liabilities arise.

Lotteries and gambling

Definition: the amounts paid for lottery tickets or
placed in bets consist of two elements: the payment
of a service charge to the unit organising the lottery
or gambling and a residual current transfer that is
paid out to the winners.

The service charge may be substantial and cover
taxes on the production of gambling services. The
transfers are regarded in the system as taking place
directly between those participating in the lottery
or gambling, that is, between households. When
non-resident households take part significant net
transfers can arise between the households sector
and the rest of the world.

Time of recording: residual current transfers are
recorded at the time they are made.

Payments of compensation

Definition: payments of compensation consist
of current transfers paid by institutional units to
other institutional units in compensation for injury
to persons or damage to property, excluding pay-
ments of non-life insurance claims. Payments of
compensation are compulsory payments awarded
by a court of law, or voluntary payments agreed out
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of court. This heading covers voluntary payments
made by government units or NPISHs in com-
pensation for injuries or damage caused by natu-
ral disasters other than those classified as capital
transfers.

Time of recording: payments of compensation are
recorded when they are made (voluntary payments)
or when they are due (compulsory payments).

Other forms of other miscellaneous current
transfers:

(a) current transfers from NPISHs to general gov-
ernment which are not taxes;

(b) payments by general government to public
enterprises classified as non-financial corpo-
rate and quasi-corporate enterprises intended
to cover abnormal pension charges;

(¢) travelling fellowships and awards paid to res-
ident or non-resident households by general
government or NPISHs;

(d) bonus payments on savings granted at inter-
vals by general government to households in
order to reward them for their saving during
the period;

(e) the refunds by households of expenditure
incurred on their behalf by social welfare
organisations;

(f) current transfers from NPISHs to the rest of the
world;

-

sponsoring by corporations if those payments
cannot be regarded as purchases of advertising
or other services (for instance, transfers for a
good cause, or scholarships);

(g

(h

=

current transfers from general government to
households in their capacity as consumers, if
not recorded as social benefits;

(1) the counterpart transfer from the central bank
to MFIs (S.122 and S.125) to cover the inter-
mediate consumption of the non-directly allo-
cated part of the output of the central bank (see
Chapter 14: FISIM).

Time of recording: the transfers listed in 4.138 are
recorded when they are made, except those from or
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to general government, which are recorded when
they are due.

Other miscellaneous current transfers appear as:

(a) resources and uses in the secondary distribu-
tion of income account of all sectors;

(b) resources and uses in the external account of
primary incomes and current transfers.

VAT- and GNI-based EU own resources
(D.76)

Definition: the VAT- and GNI-based third and
fourth EU own resources (D.76) are current
transfers paid by the general government of each
Member State to the institutions of the European
Union.

The VAT-based third EU own resource (D.761)
and the GNI-based fourth EU own resource
(D.762) are contributions to the budget of the
Union institutions. The level of the contribution of
each Member State is based on the levels of their
VAT base and their GNI.

The heading D.76 also includes miscellaneous non-
tax contributions of the government to the institu-
tions of the European Union (D.763).

Time of recording: VAT- and GNI-based third and
fourth own resources are recorded when they are
due to be paid.

VAT- and GNI-based third and fourth own
resources are recorded as:

(a) uses in the secondary distribution of income
account of general government;

(b) resources in the external account of primary
incomes and current transfers.

Adjustment for the change in pension
entitlements (D.8)

Definition: the adjustment for the change in pen-
sion entitlements (D.8) represents the adjustment
needed to make appear in the saving of households
the change in the pension entitlements on which
households have a definite claim. The pension

entitlement change comes from contributions and
benefits recorded in the secondary distribution of
income account.

Since households are treated in the financial
accounts and balance sheets of the system as own-
ing the pension entitlements, an adjustment item
is necessary to ensure that any excess of pension
contributions over pension receipts does not affect
household saving.

In order to neutralise this effect, an adjustment
equal to:

the total value of actual and imputed social contri-
butions in respect of pensions payable into pension
schemes in which households have a definite claim

plus the total value of contribution sup-
plements payable out of property
income attributed to pension schemes
beneficiaries

minus  the value of associated service charges

minus  the total value of pensions paid out as
social insurance benefits by pension
schemes

is added to the disposable income, or adjusted dis-
posable income, of households in the use of income
accounts before arriving at saving.

In this way, the saving of households is the same as
it would be had pension contributions and pension
receipts not been recorded as current transfers in
the secondary distribution of income account. This
adjustment item is necessary in order to reconcile
the saving of households with the change in their
pension entitlements recorded in the financial
account of the system. Opposite adjustments are,
of course, needed in the use of income accounts of
the units responsible for paying pensions.

Time of recording: the adjustment is recorded
according to the timing of the flows which com-
pose it.

The adjustment for the change in pension entitle-
ments is recorded as:

(@) uses in the use of income accounts of the sec-
tors in which the units responsible for paying
pensions are classified;
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(b) uses in the external account of primary incomes
and current transfers (in the case of non-resi-
dent institutions);

(c) resources in the use of income accounts of the
households sector;

(d) resources in the external account of primary
incomes and current transfers (in the case of
non-resident households).

Capital transfers (D.9)

Definition: capital transfers require the acquisi-
tion or disposal of an asset, or assets, by at least one
of the parties to the transaction. Whether made
in cash or in kind, they result in a commensurate
change in the financial, or non-financial, assets
shown in the balance sheets of one or both parties
to the transaction.

A capital transfer in kind consists of the transfer of
ownership of an asset (other than inventories and
cash), or the cancellation of a liability by a creditor,
without any counterpart being received in return.

A capital transfer in cash consists of the transfer
of cash that the first party has raised by disposing
of an asset, or assets (other than inventories), or
that the second party is expected, or required, to
use for the acquisition of an asset, or assets (other
than inventories). The second party, the recipient,
is obliged to use the cash to acquire an asset, or
assets, as a condition on which the transfer is made.

The transfer value of a non-financial asset is val-
ued according to the estimated price at which the
asset, whether new or used, could be sold on the
market plus any transport, installation or other
costs of ownership transfer incurred by the donor
but excluding any such charges incurred by the
recipient. Transfers of financial assets are valued in
the same way as other acquisitions or disposals of
financial assets or liabilities.

Capital transfers include capital taxes (D.91),
investment grants (D.92) and other capital trans-
fers (D.99).
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Capital taxes (D.91)

Definition: capital taxes (D.91) consist of taxes lev-
ied at irregular and very infrequent intervals on the
values of the assets or net worth owned by institu-
tional units or on the values of assets transferred
between institutional units as a result of legacies,
gifts between persons, or other transfers.

Capital taxes (D.91) include:

(a) taxes on capital transfers: inheritance taxes,
death duties and taxes on gifts between persons,
which are levied on the capital of the beneficiar-
ies. Taxes on sales of assets are not included;

(b) capital levies: occasional and exceptional levies
on assets or net worth owned by institutional
units. These include betterment levies, that is
taxes on the increase in the value of agricultural
land due to planning permission to develop the
land for commercial or residential purposes.

Taxes on capital gains are not recorded as capital
taxes, but as current taxes on income, wealth, etc.

Taxes recorded in the accounts come from two
sources: amounts evidenced by assessments and
declarations, or cash receipts.

(a) If assessments and declarations are used, the
amounts are adjusted by a coeflicient reflecting
assessed and declared amounts never collected.
As an alternative treatment, a capital transfer
to the relevant sectors is recorded equal to the
same adjustment. The coeflicients are estimated
on the basis of past experience and current
expectations in respect of assessed and declared
amounts never collected. They are specific to
different types of taxes;

(b) If cash receipts are used, they are time-adjusted
so that the cash is attributed to when the activ-
ity took place to generate the tax liability, or if
this is not known, when the amount of tax was
determined. This adjustment is based on the
average time difference between the activity (or
the determination of the amount of tax) and
cash tax receipt.

Capital taxes are recorded as:
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(a) changes in liabilities and net worth (-) in the
capital account of the sectors in which the tax-
payers are classified;

(b) changes in liabilities and net worth (+) in the
capital account of general government;

(c) changes in liabilities and net worth in the capi-
tal account of the rest of the world.

Investment grants (D.92)

Definition: investment grants (D.92) consist of
capital transfers in cash or in kind made by govern-
ments or by the rest of the world to other resident
or non-resident institutional units to finance all or
part of the costs of their acquiring fixed assets.

Investment grants made by the rest of the world
include those paid directly by the institutions of
the European Union (e.g. transfers made by the
European Agriculture Guarantee Fund (EAGF)
and the European Agricultural Fund for Rural
Development (EAFRD)).

Investment grants in kind consist of transfers of
transport equipment, machinery and other equip-
ment by governments to other resident or non-res-
ident units and also the direct provision of build-
ings or other structures for resident or non-resi-
dent units.

The value of capital formation carried out by general
government for the benefit of other sectors of the
economy is recorded as investment grants when-
ever the beneficiary is identifiable and becomes the
owner of the capital. In such cases, the capital for-
mation is recorded as changes in assets in the capi-
tal account of the beneficiary and is financed by an
investment grant which is recorded as changes in
liabilities and net worth in the same account.

Investment grants (D.92) include both lump sum
payments designed to finance capital formation
during the same period, and instalment payments
in respect of capital formation carried out during
an earlier period. Those parts of the annual pay-
ments by general government to enterprises which
represent the amortisation of debts of enterprises
undertaken for the purpose of government cap-
ital formation projects are treated as investment
grants.

Grants for interest relief made by general govern-
ment are excluded from investment grants. The
assumption by public authorities of part of the
interest charges is a current distributive transac-
tion. Nevertheless, when a grant serves the dual
purpose of financing the amortisation of the debt
contracted and the payment of the interest on the
capital borrowed, and when it is not possible to
separate these two elements, the whole of the grant
is treated in the accounts as an investment grant.

Investment grants to non-financial corporate and
quasi-corporate enterprises include, in addition to
grants to private enterprises, capital grants to pub-
lic enterprises recognised as institutional units,
provided that the government department which
makes the grant does not retain a claim against the
public enterprise.

Investment grants to the households sector include
equipment and modernisation grants to businesses
other than corporate or quasi-corporate enter-
prises and grants to households for the construc-
tion, purchase and improvement of dwellings.

Investment grants to general government include
payments (except grants for interest relief) made
to subsectors of general government for the pur-
pose of financing capital formation. Investment
grants within general government are flows inter-
nal to the general government sector and do not
appear in a consolidated account for the sector as
whole. Examples of investment grants within gen-
eral government are transfers from central gov-
ernment to local government for the specific pur-
pose of financing their gross fixed capital forma-
tion. Transfers intended for various indeterminate
purposes are recorded as current transfers within
general government, even if they are used to cover
expenditure on capital formation.

Investment grants to non-profit institutions from
general government and from the rest of the world
are distinguished from current transfers to non-
profit institutions by using the criteria set out in
paragraph 4.159.

Investment grants to the rest of the world are
restricted to transfers with the specific objective of
financing capital formation by non-resident units.
They include, for example, unrequited transfers
for the construction of bridges, roads, factories,
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hospitals or schools in developing countries, or for between subsectors of general government are

constructing buildings for international organi- flows within the general government sector and

sations. They may comprise instalment payments do not appear in a consolidated account for the

over a period of time as well as single payments. sector as a whole;

This heading also covers the supply of fixed capital

goods free of charge or at a reduced value. (d) non-recurrent bonus payments on savings
granted by general government to households

Time of recording: investment grants in cash are to reward them for their savings carried out

recorded when the payment is due to be made. over a period of several years;

Investment grants in kind are recorded when the

ownership of the asset is transferred. (¢) legacies, large gifts between persons, and dona-
tions between units belonging to different sec-

Investment grants are recorded as: tors, including legacies or large gifts to non-

profit institutions (NPIs). Examples of gifts to
NPIs are gifts to universities to cover the costs
of building new residential colleges, libraries,
laboratories, etc.;

(a) changes in liabilities and net worth (-) in the
capital account of general government;

(b) changes in liabilities and net worth (+) in the

capital account of the sectors receiving the . .
P & (f) the counterpart transaction of cancellation of

debts by agreement between institutional units
belonging to different sectors or subsectors (for
example, the cancellation by the government of
a debt owed to it by a foreign country; payments
in fulfilment of guarantees which free default-

grants;

(c) changes in liabilities and net worth in the capi-
tal account of the rest of the world.

Other capital transfers (D.99) ing debtors from their obligations) — except
the particular case of taxes and social contri-

Definition: other capital transfers (D.99) cover butions payable to the general government sec-
transfers other than investment grants and capital tor (see point (j)). Such cancellations by mutual

taxes which do not themselves redistribute income agreement are treated as a capital transfer from

but redistribute saving or wealth among the dif- the creditor to the debtor equal to the value of

ferent sectors or subsectors of the economy or the the outstanding debt at the time of cancellation.

rest of the world. They can be made in cash or kind Likewise the counterpart transaction of debt

(cases of debt assumption or debt cancellation) and assumption, and of other similar transactions
correspond to voluntary transfers of wealth. (activation of guarantees related to non-stand-

ardised guarantee schemes, or debt reschedul-
ing where part of debt is extinguished or trans-
ferred), is another capital transfer. However,
the following are excluded:

Other capital transfers (D.99) include the following
transactions:

(a) payments by general government or by the

rest of the world to the owners of capital goods (1) cancellation of financial claims against and
destroyed or damaged by acts of war, other assumption of liabilities from quasi-corporations
political events or natural disasters (floods etc.); by the owner of the quasi-corporation. This case
is treated as a transaction in equity and investment
(b) transfers from general government to non- fund shares (F.5);
financial corporate and quasi-corporate enter- (2) debt cancellation against and debt assumption
prises to cover losses accumulated over sev- from a public corporation by government which
eral financial years or exceptional losses from disappears as an institutional unit in the system.
causes beyond the control of the enterprise This case is recorded in the other changes in the
(even in the case of a capital injection); volume of assets account (K.5);

(3) debt cancellation against and debt assumption

from a public corporation by government as a
ment designed to cover unexpected expend- part of an ongoing process of privatisation to be
iture or accumulated deficits. Such transfers achieved in a short-term perspective. This case is

(c) transfers between subsectors of general govern-
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treated as a transaction in equity and investment
fund shares (F.5).

The writing-oft of debt is not a transaction
between institutional units and therefore is not
recorded in either the capital account or the
financial account. If the creditor decides such
a write-off, it is recorded in the other changes
in the volume of assets accounts of the credi-
tor and the debtor. Provisions for bad debt are
treated as book-keeping entries that are internal
to the institutional producer unit and are not
recorded except in the case of expected losses
on non-performing loans, which are recorded
as memorandum items in the balance sheets.
The unilateral repudiation of debt by a debtor
is also not a transaction and is not recorded;

(g) that part of realised capital gains (or losses)
which is redistributed to another sector, as, for
example, capital gains redistributed by insur-
ance companies to households. However, the
counterpart transactions of transfers to general
government of the proceeds of privatisation
made indirectly (through a holding company
for example) are recorded as financial transac-
tions in equity and investment fund shares (F.5)
and have no impact on the level of net lending/
net borrowing of the general government;

(h) major payments in compensation for dam-
age or injuries not covered by insurance poli-
cies (except payments by general government
or by the rest of the world described in point
(a)). The payments are awarded by courts of
law or settled out of court. Examples are pay-
ments of compensation for damage caused by
major explosions, oil spillages, the side-effects
of drugs, etc.;

(i) extraordinary payments into social insurance
funds made by employers (including govern-
ment) or by government (as part of its social
function), in so far as these payments are
designed to increase the actuarial reserves of
these funds. The accompanying adjustment
from social insurance funds to households is
also recorded as other capital transfers (D.99);

(j) when taxes and social contributions payable to
the general government sector are recorded on
the basis of assessments and declarations, the
part unlikely to be collected is neutralised in the

same accounting period. This is done by record-
ing an ‘other capital transfer’ (D.99), as an entry
under D.995, between general government and
the relevant sectors. This D.995 flow is subdi-
vided according to the coding of the different
taxes and social contributions concerned;

(k) insurance settlements in the wake of a catas-
trophe: following a catastrophe, the total value
of the claims related to the catastrophe, as
obtained from insurance industry information,
is recorded as a capital transfer from the insur-
ance corporations to the policy holders. When
information on claims related to the catas-
trophe cannot be provided by the insurance
industry, the catastrophe-related claims are
estimated as the difference between the actual
claims and the adjusted claims in the period of
the catastrophe;

() community built assets where responsibility for
maintenance is then assumed by government.

Time of recording is determined as follows:

(a) other capital transfers in cash are recorded
when the payment is due to be made;

(b) other capital transfers in kind are recorded
when the ownership of the asset is transferred
or the liability cancelled by the creditor.

Other capital transfers are shown among changes
in liabilities and net worth in the capital account of
sectors and of the rest of the world.

Employee stock options (ESOs)

A particular form of income in kind is the prac-
tice of an employer giving an employee the option
to buy stocks (shares) at a specified price at some
future date. An ESO is similar to a financial deriv-
ative and the employee may choose not to exercise
the option, either because the share price is now
lower than the price at which he can exercise the
option or because he has left the employ of that
employer and so forfeits his option.

Typically an employer informs his employees of the
decision to make a stock option available at a given
price (the strike price or exercise price) after a cer-
tain time under certain conditions (for example,
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that the employee is still in the enterprise’s employ,
or conditional on the performance of the enter-
prise). The time of recording of the employee stock
option in the national accounts has to be carefully
specified. The ‘grant date’ is when the option is pro-
vided to the employee, the ‘vesting date’ is the earli-
est date when the option can be exercised, and the
‘exercise date’ is when the option is actually exer-
cised (or lapses).

The International Accounting Standards Board
(IASB) accounting recommendations are that the
enterprise derives a fair value for the options at
grant date by taking the strike price of the shares
at that time multiplied by the number of options
expected to be exercisable at vesting date divided
by the number of service years expected to be pro-
vided until the vesting date.

In the ESA, if there is neither an observable market
price nor an estimate made by the corporation in
line with the recommendations just given, the valu-
ation of the options may be estimated using a stock
options pricing model. Such models aim to capture
two effects in the value of the option. The first effect
is a projection of the amount by which the market
price of the shares in question will exceed the strike
price at the vesting date. The second effect allows
for the expectation that the price will rise further
between the vesting date and exercise date.

Before the option is exercised, the arrangement
between the employer and employee has the nature
of a financial derivative and is shown as such in the
financial accounts of both parties.

An estimate of the value of the ESO is to be made at
grant date. This amount must be included as part of
compensation of employees spread over the period
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between the grant date and vesting date, if possible.
If this is not possible, the value of the option has to
be recorded at vesting date.

The costs of administering ESOs are borne by the
employer and are treated as part of intermediate
consumption just as any other administrative func-
tions associated with compensation of employees.

Although the value of the stock option is treated as
income, there is no investment income associated
with ESOs.

In the financial account, the acquisition of ESOs
by households matches the corresponding part of
compensation of employees with a matching liabil-
ity of the employer.

In principle, any change in value between the
grant date and vesting date is to be treated as part
of compensation of employees while any change
in value between vesting date and exercise date is
not treated as compensation of employees but as a
holding gain or loss. In practice, it is most unlikely
that estimates of the costs of ESOs to the employers
are revised between grant date and exercise date.
For pragmatic reasons, therefore, the whole of
the increase between grant date and exercise date
is treated as a holding gain or loss. An increase in
value of the share price above the strike price is a
holding gain for the employee and a holding loss
for the employer and vice versa.

When an ESO is exercised, the entry in the balance
sheet disappears and is replaced by the value of the
stocks (shares) acquired. This change in classifi-
cation takes place via transactions in the financial
account and not via the other changes in the vol-
ume of assets account.
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CHAPTER S

Financial transactions
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Definition: financial transactions (F) are transac-
tions in financial assets (AF) and liabilities between
resident institutional units, and between them and
non-resident institutional units.

A financial transaction between institutional units
is a simultaneous creation or liquidation of a finan-
cial asset and the counterpart liability, or a change
in ownership of a financial asset, or an assumption

of a liability.

General features of financial
transactions

Financial assets, financial claims, and
liabilities

Definition: financial assets consist of all financial
claims, equity and the gold bullion component of
monetary gold.

Financial assets are stores of value representing
a benefit or series of benefits accruing to an eco-
nomic owner by holding or using the assets over
a period of time. They are a means of carrying
forward values from one accounting period to
another. Benefits are settled through payments,
which are typically currency (AF.21) and transfer-
able deposits (AF.22).

Definition: a financial claim is the right of a credi-
tor to receive a payment or series of payments from
a debtor.

Financial claims are financial assets that have cor-
responding liabilities. Equity and investment fund
shares or units (AF.5) are treated as a financial
asset with a corresponding liability even though
the claim of the holder on the corporation is not a
fixed amount.

Definition: liabilities are established when a debtor
is obliged to provide a payment or a series of pay-
ments to a creditor.

The gold bullion component of monetary gold,
held by monetary authorities as a reserve asset, is
treated as a financial asset even if a holder does not
have claims on other designated units. There is no
matching liability for gold bullion.

Contingent assets and contingent liabilities

Definition: contingent assets and contingent liabili-
ties are agreements whereby one party is obliged to
provide a payment or series of payments to another
unit only where certain specific conditions prevail.

As they do not give rise to unconditional obliga-
tions, contingent assets and contingent liabilities
are not considered as financial assets and liabilities.

Contingent assets and contingent liabilities
include:

(a) one-off guarantees of payment by third par-
ties since payment is only required if the debtor
defaults;

(b) loan commitments providing a guarantee that
funds will be made available but no financial
asset exists until funds are actually advanced;

(c) letters of credit which constitute promises to
make a payment conditional upon the pres-
entation of certain documents specified by a
contract;

(d) lines of credit which are promises to make loans
to a specified customer up to a specified limit;

(e) underwritten note issuance facilities (NIFs)
providing a guarantee that a potential debtor
will be able to sell short-term debt securities
known as notes, and that the bank issuing the
facility will take up any notes not sold on the
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market or will provide equivalent advances;
and

(f) pension entitlements under unfunded gov-
ernment defined benefit employer pension
schemes or social security pension funds. Such
pension entitlements are recorded in the sup-
plementary table on accrued-to-date pension
entitlements in social insurance, and not in the
core accounts.

Contingent assets and contingent liabilities do not
include:

(a) reserves of insurance, pension and standard-
ised guarantee schemes (AF.6);

(b) financial derivatives (AF.7) where the arrange-
ments themselves have a market value because
they are tradable or can be offset on the market.

Although contingent assets and contingent lia-
bilities are not recorded in the accounts, they are
important for policy and analysis, and informa-
tion on them needs to be collected and presented
as supplementary data. Even though no payments
may turn out to be due for contingent assets and
contingent liabilities, a high level of contingencies
may indicate an undesirable level of risk on the
part of those units offering them.

Box 5.1 —Treatment of guarantees in the system

Definition: guarantees are arrangements whereby
the guarantor undertakes to a lender that if a bor-
rower defaults, the guarantor will make good the
loss the lender would otherwise suffer.

Often a fee is payable for the provision of a guarantee.

Three different types of guarantees are distin-
guished. These apply only to guarantees provided
in the case of financial assets. No special treatment
is proposed for guarantees in the form of manufac-
turers’ warrantees or other forms of guarantee. The
three types of guarantee are:

(a) guarantees provided by means of a financial
derivative, such as a credit default swap. Such
derivatives are based on the risk of default of
reference financial assets and are not linked to
individual loans or debt securities;

(b) standardised guarantees are issued in large
numbers, usually for fairly small amounts.
Examples are export credit guarantees or stu-
dent loan guarantees. Even though the degree
of probability of any one standardised guaran-
tee being called is uncertain, the fact that there
are many similar guarantees means that a reli-
able estimate of the number of calls under the
guarantee can be made. Standardised guaran-
tees are treated as giving rise to financial assets
and not contingent assets;

(c) one-off guarantees, where the associated risk
cannot be calculated with any degree of accu-
racy, due to a lack of comparable cases. The
granting of a one-off guarantee is considered a
contingent asset or a contingent liability and is
not recorded as a financial asset or a liability.

Categories of financial assets and liabilities

Eight categories of financial assets are distinguished:

AF.1 Monetary gold and special drawing rights;
AF.2 Currency and deposits;

AF.3 Debt securities;

AF.4 Loans;

AF.5 Equity and investment fund shares or units;

AF.6 Insurance, pension and standardised guar-
antee schemes;

AF.7 Financial derivatives and employee stock
options;

AF.8 Other accounts receivable/payable.

Each financial asset has a counterpart liability,
with the exception of the gold bullion component
of monetary gold held by monetary authorities
as a reserve asset classified in the category mon-
etary gold and special drawing rights (F.1). With
this exception, eight categories of liabilities are dis-
tinguished corresponding to the categories of the
counterpart financial assets.

The classification of financial transactions corre-
sponds to the classification of financial assets and
liabilities. Eight categories of financial transactions
are distinguished relating to:
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F.1 monetary gold and special drawing rights;
F.2 currency and deposits;

F.3  debt securities;

F.4 loans;

F.5 equity and investment fund shares or units;

F.6 insurance, pension and standardised guaran-
tee schemes;

F.7 financial derivatives and employee stock
options;

F.8 other accounts receivable/payable.

Given the symmetry of financial claims and lia-
bilities, the term ‘instrument’ is used to relate to
both the asset and the liability aspect of financial
transactions. Its use does not imply an extension
of the coverage of financial assets and liabilities by
including off-balance sheet items which are some-
times described as financial instruments in mone-
tary and financial statistics.

Balance sheets, financial account, and
other flows

The financial assets held and the liabilities out-
standing at a particular point in time are recorded
in the balance sheet. Financial transactions result
in changes between opening and closing balance
sheets. However, changes between the opening
balance sheet and the closing balance sheet are
also due to other flows, which are not interactions
between institutional units by mutual agreement.
Other flows related to financial assets and liabil-
ities are broken down into revaluations in finan-
cial assets and liabilities, and changes in the volume
of financial assets and liabilities not due to finan-
cial transactions. Revaluations are recorded in the
revaluation account and changes in volume in the
other changes in the volume of assets account.

The financial account is the final account in the
sequence of accounts that record transactions. The
financial account does not have a balancing item
that is carried forward to another account. The bal-
ancing item of the financial account, the net acqui-
sitions of financial assets less net incurrence of

Financial transactions m

liabilities, is net lending (+) or net borrowing (-)
(B.9F).

The balancing item of the financial account is con-
ceptually identical to the balancing item of the cap-
ital account. In practice, a discrepancy is usually
found between them because they are calculated
on the basis of different statistical data.

Valuation

Financial transactions are recorded at transac-
tion values, that is, the values in national cur-
rency at which the financial assets and/or liabili-
ties involved are created, liquidated, exchanged or
assumed between institutional units, on the basis
of commercial considerations.

Financial transactions and their financial or non-
financial counterpart transactions are recorded
at the same transaction value. There are three
possibilities:

(a) the financial transaction gives rise to a payment
in national currency: the transaction value is
equal to the amount exchanged;

(b) the financial transaction is a transaction in for-
eign currency and the counterpart transac-
tion is not a transaction in national currency:
the transaction value is equal to the amount in
national currency at the market rate prevailing
when the payment takes place; and

(c) neither the financial transaction nor its coun-
terpart transaction is a transaction in cash or
via other means of payment: the transaction
value is the current market value of the finan-
cial assets and/or liabilities involved.

The transaction value refers to a specific financial
transaction and its counterpart transaction. In con-
cept, the transaction value is to be distinguished
from a value based on a price quoted on the market,
a fair market price, or any price that is intended to
express the generality of prices for a class of similar
financial assets and/or liabilities. However, in cases
where the counterpart transaction of a financial
transaction is, for example, a transfer and there-
fore the financial transaction may be undertaken
other than for purely commercial considerations,
the transaction value is identified with the current

127



“ Financial transactions

128

market value of the financial assets and/or liabili-
ties involved.

The transaction value does not include service
charges, fees, commissions, or similar payments
for services provided in carrying out the transac-
tions; such items are to be recorded as payments
for services. Taxes on financial transactions are
also excluded and are treated as taxes on services
within taxes on products. When a financial trans-
action involves a new issue of liabilities, the trans-
action value is equal to the amount of the liability
incurred, excluding any prepaid interest. Similarly,
when a liability is extinguished, the transaction
value for both creditor and debtor must corre-
spond to the reduction of the liability.

Net and gross recording

Definition: net recording of financial transactions
means that acquisitions of financial assets are
shown net of disposals of financial assets, and that
incurrences of liabilities are shown net of repay-
ments of liabilities.

Financial transactions may be represented net
across financial assets with different characteristics
and with different debtors or creditors, provided
they are within the same category or subcategory.

Definition: gross recording of financial transactions
means that acquisitions and disposals of financial
assets are shown separately, as are incurrences and
repayments of liabilities.

Gross recording of financial transactions shows the
same amount of net lending and net borrowing as
if financial transactions were recorded net.

Financial transactions are to be recorded gross in
cases of detailed financial market analyses.

Consolidation

Definition: consolidation in the financial account
refers to the process of offsetting transactions in
financial assets for a given group of institutional
units against the counterpart transactions in liabil-
ities for the same group of institutional units.

Consolidation can be performed at the level of
the total economy, of institutional sectors, and

of subsectors. The financial account of the rest of
the world is consolidated by definition since only
transactions of the non-resident institutional units
with resident institutional units are recorded.

Different levels of consolidation are appropri-
ate for different types of analysis. For exam-
ple, consolidation of the financial account for the
total economy emphasises the economy’s finan-
cial transactions with non-resident institutional
units since all financial transactions between res-
ident institutional units are netted on consolida-
tion. Consolidation for sectors permits the trac-
ing of overall financial transactions between sec-
tors with net lending and those with net borrow-
ing. Consolidation at the subsector level for finan-
cial corporations can provide much more detail
on financial intermediation and allow, for exam-
ple, the identification of monetary financial insti-
tutions’ transactions with other financial corpo-
rations as well as with other resident sectors and
with non-resident institutional units. Another area
where consolidation can be instructive at the sub-
sector level is within the general government sec-
tor, since transactions between the various subsec-
tors of government are not eliminated.

As a rule, the accounting entries in the ESA 2010
are not consolidated, as a consolidated financial
account requires information on the counterpart
grouping of institutional units. This requires finan-
cial transaction data on a from-whom-to-whom
basis. For example, the compilation of consoli-
dated general government liabilities requires a dis-
tinction to be made, among the holders of general
government liabilities, between general govern-
ment and other institutional units.

Netting

Definition: netting is the consolidation at the level
of a single institutional unit whereby accounting
entries on both sides of the account for the same
transaction item are offset against one another.
Netting is to be avoided unless source data are
lacking.

Various degrees of netting can be distinguished as
transactions in liabilities are subtracted from trans-
actions in financial assets for the same financial
asset category or subcategory.
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When a department of an institutional unit pur-
chases bonds issued by another department of the
same institutional unit, the financial account of the
unit does not record the transaction as the acqui-
sition of a claim by one department on another.
The transaction is recorded as a redemption of lia-
bilities rather than an acquisition of consolidat-
ing assets. Such financial instruments are viewed
as netted. Netting is to be avoided if it is neces-
sary to keep the financial instrument on both the
asset side and the liability side to follow the legal
presentation.

Netting may be unavoidable for transactions of an
institutional unit in financial derivatives, where
separate data on transactions in assets and liabili-
ties are usually not available. It is appropriate to net
these transactions because the value of a position in
financial derivatives may switch sign, i.e. to change
from an asset to a liability position, as the value of
the instrument ‘underlying’ the derivative contract
changes in relation to the price in the contract.

Accounting rules for financial transactions

Quadruple-entry is an accounting practice in
which each transaction involving two institutional
units is recorded twice by each unit. For example
businesses exchanging goods for cash will result
in entries in both the production account and the
financial account for each unit. Quadruple-entry
accounting ensures symmetry of reporting by the
institutional units involved, and so consistency in
the accounts.

A financial transaction always has a counterpart
transaction. This counterpart may be another
financial transaction or a non-financial transaction.

Where a transaction and its counterpart are both
financial transactions, they change the portfolio of
financial assets and liabilities and they may change
the totals of both financial assets and liabilities of
the institutional units, but they do not change net
lending/net borrowing or net worth.

The counterpart of a financial transaction may
be a non-financial transaction such as a transac-
tion in products, a distributive transaction, or a
transaction in non-financial non-produced assets.
Where the counterpart transaction of a financial
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transaction is not a financial transaction, net lend-
ing/net borrowing of the institutional units will
change.

A financial transaction with a current or a
capital transfer as counterpart

The counterpart transaction of a financial trans-
action may be a transfer. In this case, the finan-
cial transaction involves a change in ownership of
a financial asset, or an assumption of a liability as
debtor, known as debt assumption, or the simulta-
neous liquidation of a financial asset and the coun-
terpart liability, known as debt cancellation or debt
forgiveness. Debt assumption and debt cancella-
tion are capital transfers (D.9) and recorded in the
capital account.

If the owner of a quasi-corporation assumes lia-
bilities from or cancels financial claims against the
quasi-corporation, the counterpart transaction of
debt assumption or debt cancellation is a transac-
tion in equity (F.51). However, if the operation is
intended to cover accumulated losses or an excep-
tionally large loss, or is made in the context of per-
sistent losses, then the operation is classified as a
non-financial transaction — a capital transfer or a
current transfer.

If government cancels or assumes debt from a pub-
lic corporation which disappears as an institutional
unit in the system, no transaction is recorded in
the capital account or the financial account. In this
case a flow is recorded in the other changes in the
volume of assets account.

If government cancels or assumes debt from a pub-
lic corporation as part of a process of privatisation
to be achieved in the short term, the counterpart
transaction is a transaction in equity (F.51) up to
the total of privatisation receipts. In other words,
the government, by cancelling or assuming debt
of the public corporation, is considered to be tem-
porarily increasing its equity in the corporation.
Privatisation means the giving up of control over
that public corporation by the disposal of equity.
Such a cancellation of debt or debt assumption
leads to an increase of the own funds of the pub-
lic corporation, even in the absence of an issue of

equity.
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The writing-off or writing-down of bad debts by
creditors and the unilateral cancellation of a liabil-
ity by a debtor, known as debt repudiation, are not
transactions because they do not involve interac-
tions between institutional units by mutual agree-
ment. The writing-oft or writing-down of bad debts
by creditors is recorded in the other changes in the
volume of assets account.

A financial transaction with property
income as counterpart

The counterpart transaction of a financial transac-
tion may be property income.

Interest (D.41) is receivable by creditors and pay-
able by debtors of certain kinds of financial claims
classified in the monetary gold and special drawing
rights (AF.1), currency and deposits (AF.2), debt
securities (AF.3), loans (AF.4) and other accounts
receivable/payable (AF.8) categories.

Interest is recorded as accruing continuously over
time to the creditor on the amount of principal
outstanding. The counterpart transaction of an
entry in interest (D.41) is a financial transaction
creating a financial claim of the creditor against the
debtor. The accumulation of interest is recorded in
the financial account with the financial instrument
to which it relates. The effect of this financial trans-
action is that interest is reinvested. The actual pay-
ment of interest is not recorded as interest (D.41),
but as a transaction in currency and deposits (F.2)
matched by an equivalent repayment of the rele-
vant asset reducing the net financial claim of the
creditor against the debtor.

When accrued interest is not paid when due, it
gives rise to interest arrears. As it is the accrued
interest which is recorded, interest arrears do not
change the total of financial assets or liabilities.

Income of corporations comprises dividends
(D.421), withdrawals of income from quasi-cor-
porations (D.422), reinvested earnings on foreign
direct investment, (D.43) and retained earnings of
domestic enterprises. The effect of the counterpart
financial transaction in the case of reinvested earn-
ings is that the property income is reinvested in the
direct investment enterprise.

Dividends are recorded as investment income at
the time the shares start to be quoted ex-dividend.
This also applies to withdrawals of income from
quasi-corporations. A different recording is made
for extraordinarily large dividends or withdraw-
als that are out of line with recent experience of
the amount of income available for distribution to
the owners of the corporation. Such excess distri-
bution is recorded as a withdrawal of equity in the
financial account and not as investment income.

Property income receivable by investment funds,
net of a part of management costs, and assigned to
shareholders, even though it is not distributed, is
recorded in property income with a counterpart
entry in the financial account under investment
fund shares or units. The effect is that the income
assigned to shareholders but not distributed is
treated as reinvested in the fund.

Investment income is attributed to insurance pol-
icy holders (D.44), holders of pension entitlements,
and holders of investment fund shares. Regardless
of the amount actually distributed by the insurance
corporation, pension fund or investment fund, the
full amount of investment income received by the
insurance corporation or fund is recorded as dis-
tributed to the policy holders or holders of shares.
The amount not actually distributed is recorded in
the financial account as reinvestment.

Time of recording

Financial transactions and their counterpart trans-
actions are recorded at the same point in time.

When the counterpart of a financial transaction is
a non-financial transaction, both are recorded at
the time the non-financial transaction takes place.
For example, when sales of goods or services give
rise to a trade credit, this financial transaction is to
be recorded when the entries are made in the rel-
evant non-financial account, when the ownership
of the goods is transferred or when the service is
provided.

When the counterpart of a financial transaction is a
financial transaction, there are three possibilities:

(a) both financial transactions are transactions
in cash or other means of payment: they are
recorded at the time the first payment is made;
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(b) only one of the two financial transactions is a
transaction in cash or other means of payment:
they are recorded at the time payment is made;
and

(¢) neither of the two financial transactions is a
transaction in cash or other means of payment:
they are recorded at the time the first financial
transaction takes place.

A from-whom-to-whom financial account

The from-whom-to-whom financial account or the
financial account by debtor/creditor is an exten-
sion of the non-consolidated financial account.
It is a three dimensional presentation of financial
transactions where both parties to a transaction are
shown, as well as the nature of the financial instru-
ment being transacted.

This presentation provides information on debtor/
creditor relationships and is consistent with a
from-whom-to-whom financial balance sheet. No
information is provided on the institutional units
to whom financial assets were sold or from whom
financial assets were bought. This also applies to
corresponding transactions in liabilities. The from-
whom-to-whom financial account is also known as
the flow of funds matrix.

Based on the principle of quadruple-entry account-
ing a from-whom-to-whom financial account has
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three dimensions: the financial instrument cat-
egory, the sector of the debtor, and the sector of
the creditor. A from-whom-to-whom financial
account requires three-dimensional tables cover-
ing the breakdowns by financial instrument, debtor
and creditor. Such tables show the financial trans-
actions cross-classified by debtor sector and credi-
tor sector as shown in Table 5.1.

The table for the financial instrument debt secu-
rities category shows that, as a result of transac-
tions in the reference period, the debt securities
acquired, net of disposals, by households and by
non-profit institutions serving households (275)
represent claims on non-financial corporations
(65), financial corporations (43), general govern-
ment (124), and the rest of the world (43). The table
shows that, as a result of transactions in the refer-
ence period, non-financial corporations incurred,
net of redemptions, liabilities in the form of debt
securities of 147: their liabilities in this form to
other non-financial corporations increased by 30,
to financial corporations by 23, to general govern-
ment by 5, to households and non-profit institu-
tions serving households by 65 and to the rest of
the world by 24. No debt securities were issued
by households and non-profit institutions serving
households. Because of the consolidated presen-
tation of the rest of the world, no transactions are
shown between non-resident institutional units.
Similar tables can be compiled for all financial
instrument categories.
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Table 5.1 — A from-whom-to-whom financial account for debt securities

allows analysis of who is financing whom, to what
amount and by which financial asset. It provides
the answers to questions such as:

(2) What are the counterpart sectors for the finan-
cial assets acquired net, or for the liabilities
incurred net by an institutional sector?

(b) Which are the corporations with which the
general government sector participates?

(c) What amounts of debt securities do resident
sectors and the rest of the world acquire (net
of disposals), which have been issued (net of
redemptions) by general government, financial
or non-financial corporations, and the rest of
the world?

Classification of financial transactions
by categories in detail

The following definitions and descriptions are of finan-
cial instruments. When a transaction is being recorded,
the code used is F. When the underlying stock level or

Debtor sector Net incurrence of debt securities by
Non-financial Financial General Households National Restof  Total
corporations corporations government and non-profit economy the world
institutions
. serving
Creditor sector households
Non-financial 30 11 67 108 4 14
corporations
Financial 23 2 25 70 282
corporations
General 5 2 6 13 19 32
government
Net Households
I and non-
acquisition ofit
of debt p . 65 43 124 232 43 275
o institutions
securities by ;
serving
households
National 123 78 222 43 108 531
economy
Restof the 24 28 54 106 106
world
Total 147 106 276 529 108 637
The from-whom-to-whom financial account position of an asset or liability is being recorded, then the

coding is AF.

Monetary gold and special drawing rights

(F.1)

The monetary gold and special drawing rights
(SDRs) (F.1) category consists of two subcategories:

(a) monetary gold (F.11); and

(b) special drawing rights (SDRs) (F.12).

Monetary gold (F.11)

Definition: monetary gold is gold to which mon-
etary authorities have title and which is held in
reserve assets.

It includes gold bullion, and unallocated gold
accounts with non-residents that give title to claim
the delivery of gold.

Monetary authorities include the central bank and
central government institutions which carry out
operations usually attributed to the central bank.
Such operations include the issue of currency,
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maintenance and management of reserve assets Transactions in monetary gold consist predom-
and the operation of exchange stabilisation funds. inantly of purchases and sales of monetary gold

among monetary authorities or certain interna-
Being subject to the effective control of monetary tional financial organisations. There cannot be any
authorities means that: transactions in monetary gold involving institu-

tional units other than those. Purchases of mon-
etary gold are recorded in the financial accounts
of monetary authorities as an increase in financial

(@) the resident unit can transact in these claims
on non-residents only on the terms specified by
the monetary authorities or with their express
approval;

assets and sales are recorded as a decrease in finan-
cial assets. The counterpart entries are recorded
respectively as a decrease in financial assets or an

(b) the monetary authorities have access on ) ) ]
increase in financial assets of the rest of the world.

demand to these claims on non-residents to

meet balance of payments financing needs and

other related purposes; and If monetary authorities add non-monetary gold to
their holdings of monetary gold (for example, by
purchasing gold on the market), or release mon-
etary gold from their holdings for non-monetary
purposes (for example, by selling it on the market),
they are deemed to have monetised or demonetised
gold, respectively. Monetisation or demonetisation
of gold does not give rise to entries in the financial
account, but to entries in the other changes in the
volume of assets account as a change in classifica-
tion of assets and liabilities, i.e. the reclassification

(c) there is a prior law or other binding arrange-
ment confirming points (a) and (b) above.

All monetary gold is included in reserve assets or
is held by international financial organisations. Its
components are:

(a) gold bullion (including monetary gold held in
allocated gold accounts); and

(b) unallocated gold accounts with non-residents. of gold from a valuable (AN.13) to monetary gold

(AF.11) (paragraphs 6.22-6.24). Demonetisation
Gold bullion included in monetary gold is the only of gold is reclassification of monetary gold to a
financial asset for which there is no counterpart lia- valuable.

bility. It takes the form of coins, ingots, or bars with

a purity of at least 995 parts per 1 000. Gold bullion ) . ) )
Deposits, loans, and securities denominated in gold

are treated as financial assets other than monetary
gold and are classified along with similar financial

not held as reserve assets is a non-financial asset
and is included in non-monetary gold.

Allocated gold accounts provide ownership of a assets in foreign currency in the appropriate cat-
specific piece of gold. The ownership of the gold egory. Gold swaps are forms of securities repur-
remains with the entity placing it for safe custody. chase agreements (repos) involving either mon-
These accounts typically offer purchasing, storing, etary gold or non-monetary gold. They imply the
and selling facilities. When held as reserve assets, exchange of gold for a deposit with an agreement
allocated gold accounts are classified as monetary that the transaction will be reversed at an agreed
gold, and so as a financial asset. When not held as future date at an agreed gold price. Following the
reserve assets, allocated gold accounts represent general practice for the recording of reverse trans-
ownership of a commodity, namely non-monetary actions, the gold taker will not record the gold on
gold. its balance sheet, while the gold provider will not

remove the gold from its balance sheet. Gold swaps
In contrast to allocated gold accounts, unallo- are recorded as collateralised loans by both par-
cated gold accounts represent a claim against the ties, where the collateral is gold. Monetary gold
account operator to deliver gold. When held as swaps are undertaken between monetary author-
reserve assets, unallocated gold accounts are clas- ities or between monetary authorities and other
sified as monetary gold, and so as a financial asset. parties, while non-monetary gold swaps are similar
Unallocated gold accounts not held as reserve transactions without the involvement of monetary
assets are classified as deposits. authorities.
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Gold loans consist of the delivery of gold for a
given time period. As for other reverse transac-
tions, legal ownership of the gold is transferred, but
the risks and benefits of changes in the gold price
remain with the lender. Gold borrowers often use
these transactions to cover their sales to third par-
ties in periods of gold shortage. A fee, determined
by the value of the underlying asset and the dura-
tion of the reverse transaction, is paid to the origi-
nal owner for the use of the gold.

Monetary gold is a financial asset; the fees for gold
loans are accordingly payments for putting a finan-
cial asset at the disposal of another institutional
unit. Fees associated with loans of monetary gold
are treated as interest. This also applies as a sim-
plifying convention to fees paid on loans of non-
monetary gold.

SDRs (F.12)

Definition: SDRs are international reserve assets
created by the International Monetary Fund (IMF)
and which are allocated to its members to supple-
ment existing reserve assets.

The SDR Department of the IMF manages reserve
assets by allocating SDRs among member coun-
tries of the IMF and certain international agencies,
collectively known as the participants.

The creation of SDRs through their allocation, and
extinguishing them through their cancellations,
are transactions. Allocations of SDRs are recorded
gross as acquisition of an asset in the financial
accounts of the monetary authorities of the indi-
vidual participant, and as an incurrence of a liabil-
ity by the rest of the world.

SDRs are held exclusively by official holders, which
are central banks and certain international agen-
cies, and are transferable among participants and
other official holders. SDR holdings represent each
holder’s assured and unconditional right to obtain
other reserve assets, especially foreign exchange,
from other IMF members.

SDRs are assets with matching liabilities but the
assets represent claims on the participants col-
lectively and not on the IMF. A participant may
sell some or all of its SDR holdings to another

participant and receive other reserve assets, par-
ticularly foreign exchange, in return.

Currency and deposits (F.2)

Definition: currency and deposits are currency in
circulation and deposits, both in national currency
and in foreign currencies.

There are three sub-categories of financial transac-
tion in relation to currency and deposits:

(a) currency (F.21);
(b) transferable deposits (F.22); and

(c) other deposits (F.29).

Currency (F.21)

Definition: currency is notes and coins that are
issued or authorised by monetary authorities.

Currency includes:

(a) notes and coins issued by resident monetary
authorities as national currency in circulation
held by residents and non-residents; and

(b) notes and coins issued by non-resident mone-
tary authorities as foreign currencies in circula-
tion and held by residents.

Currency does not include:

(a) notes and coins that are not in circulation, for
example, a central bank’s stock of its own notes
or emergency stockpiles of notes; and

(b) commemorative coins that are not commonly
used to make payments. They are classified as
valuables.

Box 5.2 —Currency issued by the Eurosystem

Euro banknotes and coins issued by the Eurosystem
are the domestic currency of the Member States in
the euro area. Although treated as domestic cur-
rency, holdings of euro currency by residents of
each participating Member State are liabilities of
the resident national central bank only to the extent
of its notional share in the total issue, based on its
share in the capital of the ECB. A consequence is
that, in the euro area, from a national perspective,

European system of accounts — ESA 2010 B eurostat



Financial transactions m

part of residents’ holdings of domestic currency not monetary gold, and also corresponding
may be a financial claim on non-residents. deposits in the form of precious metal accounts;
Currency issued by the Eurosystem includes notes (d) foreign currency deposits under swap
and coins. Notes are issued by the Eurosystem; arrangements;

coins are issued by central governments in the euro

area, although, by convention, they are treated as (e) the reserve position with the IMF forming the
liabilities of the national central banks which as a ‘reserve tranche’, i.e. the SDR or foreign cur-
counterpart hold a notional claim on general gov- rency amounts that a member country may
ernment. Euro banknotes and coins may be held by draw from the IMF at short notice, and other
euro area residents or by non-residents of the euro claims on the IMF that are readily available to
area.

the member country, including the reporting
country’s lending to the IMF under the general
Deposits (F.22 and F.29) arrangements to borrow (GAB) and the new
arrangements to borrow (NAB).

Definition: deposits are standardised, non-nego-

tiable contracts with the public at large, offered by Transferable deposit accounts may have overdraft
deposit-taking corporations and, in some cases, by facilities. If the account is overdrawn, the with-
central government as debtors, and allowing the drawal to zero is the withdrawal of a deposit, and
placement and the later withdrawal of the principal the amount of the overdraft is the granting of a
amount by the creditor. Deposits usually involve loan.

the debtor giving back the full principal amount to

the investor. All resident sectors and the rest of the world may

hold transferable deposits.
Transferable deposits (F.22)
Transferable deposits may be divided by currency
into transferable deposits denominated in domes-

Definition: transferable deposits are deposits
tic currency and in foreign currencies.

exchangeable for currency on demand, at par, and
which are directly usable for making payments by
cheque, draft, giro order, direct debit/credit, or Other deposits (F.29)
other direct payment facilities, without penalty or

restriction. Definition: other deposits are deposits other

than transferable deposits. Other deposits can-
not be used to make payments except on matu-
rity or after an agreed period of notice, and they

Transferable deposits predominantly represent
liabilities of resident deposit-taking corporations,
in some cases of central government, and of non-
resident institutional units. Transferable deposits
include any of the following:

are not exchangeable for currency or for transfera-
ble deposits without some significant restriction or

penalty.

(a) inter-bank positions between monetary finan-
cial institutions; Other deposits include:

(b) deposits held with the central bank by deposit- (a) time deposits, which are deposits not immedi-
taking corporations in excess of the amount ately disposable, but disposable with an agreed
of reserves that they are obliged to hold, and maturity. Their availability is subject to a fixed
which they are able to use without notice or term or they are redeemable at notice of with-
restriction; drawal. They also include deposits with the cen-

tral bank held by deposit-taking corporations

(c) deposits which other monetary financial insti- as compulsory reserves to the extent that the
tutions incur vis-a-vis the central bank in the depositors cannot use them without notice or
form of unallocated gold accounts which are restriction;
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(b) savings deposits, savings books, non-negotia-
ble savings certificates or non-negotiable certif-
icates of deposit;

(c) deposits resulting from a savings scheme or
contract. These deposits often involve an obli-
gation on the part of the depositor to make reg-
ular payments over a given period, and the cap-
ital paid and interest accrued do not become
available until a fixed term has elapsed. These
deposits are sometimes combined with the
issue, at the end of the savings period, of loans
which are proportionate to the accumulated
savings, for the purpose of buying or building
a dwelling;

(d) evidence of deposits issued by savings and
loan associations, building societies, credit
unions etc., sometimes called shares, which are
redeemable on demand or at relatively short
notice, but which are not transferable;

(e) repayable margin payments related to finan-
cial derivatives which are liabilities of monetary
financial institutions;

(f) short-term repurchase agreements (repos)
which are liabilities of monetary financial insti-
tutions; and

(g) liabilities to the IMF that are components of
international reserves and are not evidenced by
loans; they consist of use of Fund credit within
the IMF’s General Resources Account. This
item measures the amount of a member’s cur-
rency with the IMF that the member is obli-
gated to repurchase.

Other deposits do not include negotiable certifi-
cates of deposit and negotiable savings certificates.
They are classified under debt securities (AF.3).

Other deposits may be divided by currency into
other deposits denominated in domestic cur-
rency and other deposits denominated in foreign
currencies.

Debt securities (F.3)

Definition: debt securities are negotiable financial
instruments serving as evidence of debt.

Main features of debt securities

Debt securities have the following characteristics:

(a) an issue date on which the debt security is
issued;

(b) an issue price at which investors buy the debt
securities when first issued;

(c) a redemption date or maturity date on which
the final contractually scheduled repayment of
the principal is due;

(d) a redemption price or face value, which is the
amount to be paid by the issuer to the holder at
maturity;

(¢) an original maturity, which is the period from
the issue date until the final contractually
scheduled payment;

(f) a remaining or residual maturity, which is the
period from the reference date until the final
contractually scheduled payment;

(g) a coupon rate that the issuer pays to holders
of the debt securities; the coupon may be fixed
throughout the life of the debt security or vary
with inflation, interest rates, or asset prices.
Bills and zero-coupon debt securities offer no
coupon interest;

(h) coupon dates, on which the issuer pays the cou-
pon to the securities’ holders;

(i) the issue price, redemption price, and coupon
rate may be denominated (or settled) in either
national currency or foreign currencies; and

(j) the credit rating of debt securities, which
assesses the credit worthiness of individual debt
securities issues. Rating categories are assigned
by recognised agencies.

With regard to point (c) in the first subparagraph,
the maturity date may coincide with the conver-
sion of a debt security into a share. In this con-
text, convertibility means that the holder may
exchange a debt security for the issuer’s common
equity. Exchangeability means that the holder may
exchange the debt security for shares of a corpo-
ration other than the issuer. Perpetual securities,
which have no stated maturity date, are classified
as debt securities.
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Debt securities include financial assets and liabili-
ties which may be described according to different
classifications — by maturity, holding and issuing
sector and subsector, currency, and type of interest
rate.

Classification by original maturity and currency

Transactions in debt securities are divided by orig-
inal maturity into two subcategories:

(@) short-term debt securities (F.31); and
(b) long-term debt securities (F.32).

Debt securities may be denominated in national
currency or in foreign currencies. A further break-
down of debt securities denominated in various
foreign currencies may be appropriate and will
vary depending on the relative importance of the
individual foreign currencies for an economy.

Debt securities with both principal and cou-
pon linked to a foreign currency are classified as
denominated in that foreign currency.

Classification by type of interest rate

Debt securities may be classified by type of inter-
est rate. Three groups of debt securities are
distinguished:

(a) fixed interest rate debt securities;
(b) variable interest rate debt securities; and

(c) mixed interest rate debt securities.

Fixed interest rate debt securities

Fixed interest rate debt securities cover:

(a) plain debt securities, which are issued and
redeemed at par value;

(b) debt securities issued at discount or at pre-
mium to their par value. Examples are treasury
bills, commercial paper, promissory notes, bill
acceptances, bill endorsements, and certificates
of deposit;

(c) deep-discounted bonds having small interest
payments and issued at a considerable discount
to par value;

Financial transactions m

(d) zero-coupon bonds, which are single-payment
debt securities with no coupon payments. The
bond is sold at a discount from par value, and
the principal is repaid at maturity or sometimes
redeemed in tranches. Zero-coupon bonds
may be created from fixed rate debt securi-
ties by ‘stripping off’ the coupons, that is, by
separating the coupons from the final princi-
pal payment of the security and trading them
independently;

(e) Separate Trading of Registered Interest and
Principal Securities (STRIPS), or stripped debt
securities, which are securities whose inter-
est and principal payment portions have been
separated, or ‘stripped’, and may then be sold
separately;

(f) perpetual, callable, and puttable debt securities,
and debt securities with sinking fund provision;

pand

(g) convertible bonds, which may, at the option
of the holder, be converted into the equity of
the issuer, at which point they are classified as

shares; and

(h

Rl

exchangeable bonds, with an embedded option
to exchange the security for a share in a cor-
poration other than the issuer, usually a sub-
sidiary or company in which the issuer owns
a stake, at some future date and under agreed
conditions.

Fixed interest rate debt securities also include other
debt securities like equity warrant bonds, subordi-
nated bonds, non-participating preference shares
that pay a fixed income but do not provide for
participation in the distribution of the residual
value of a corporation on dissolution, and stapled
instruments.

Variable interest rate debt securities

Variable interest rate debt securities have their
interest and/or principal payments linked to:

(a) a general price index for goods and services
(such as the consumer price index);

(b) an interest rate; or

(c) an asset price.
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Variable interest rate debt securities are usually
classified as long-term debt securities, unless they
have an original maturity of one year or less.

Inflation-linked and asset price-linked debt securi-
ties include those debt securities issued as inflation-
linked bonds and as commodity-linked bonds. The
coupons and/or the redemption value of a com-
modity-linked bond are linked to the price of a
commodity. Debt securities, interest on which is
linked to the credit rating of another borrower, are
classified as index-linked debt securities, as credit
ratings do not change in a continuous manner in
response to market conditions.

For interest rate-linked debt securities, the con-
tractual nominal interest and/or the redemption
value are variable in terms of national currency. At
the date of issue, the issuer cannot know the value
of interest and principal repayments.

Mixed interest rate debt securities

Mixed interest rate debt securities have both a fixed
and a variable coupon rate over their life and are
classified as variable interest rate debt securities.
They cover debt securities that have:

(2) a fixed coupon and a variable coupon at the
same time;

(b) a fixed or a variable coupon until a reference
point and then a variable or a fixed coupon
from that reference point to the maturity date;
or

(c) coupon payments that are pre-fixed over the life
of the debt securities, but are not constant over
time. They are called stepped debt securities.

Private placements

Debt securities also include private placements.
Private placements involve an issuer selling debt
securities directly to a small number of investors.
The credit worthiness of the issuers of these debt
securities are typically not assessed by credit rat-
ing agencies, and the securities are generally not
resold or repriced, so the secondary market is shal-
low. However, most private placements meet the
criterion of negotiability and are classified as debt
securities.

Securitisation

Definition: securitisation is the issuance of debt
securities for which coupon or principal payments
are backed by specified assets or by future income
streams. A variety of assets or future income
streams may be securitised including, among oth-
ers, residential and commercial mortgage loans;
consumer loans; corporate loans, government
loans; insurance contracts; credit derivatives; and
future revenue.

Securitisation of assets or of future income streams
is an important financial innovation that has led to
the creation and extensive use of new financial cor-
porations to facilitate the creation, marketing, and
issuance of debt securities. Securitisation has been
driven by different considerations. For corpora-
tions, these include: cheaper funding than is availa-
ble through banking facilities; the reduction in reg-
ulatory capital requirements; the transfer of vari-
ous types of risk like credit risk or insurance risk;
and the diversification of funding sources.

Securitisation schemes vary within and across debt
securities markets. These schemes can be grouped
into two broad types:

(a) a financial corporation engaging in the secu-
ritisation of assets and a transfer of the assets
providing collateral from the original holder,
known as a true-sale; and

=

securitisation schemes involving a financial cor-
poration engaged in the securitisation of assets
and a transfer of credit risk only, using credit
default swaps (CDS) — the original owner
retains the assets, but passes on the credit risk.
This is known as synthetic securitisation.

With regard to the scheme referred to in point (a)
of paragraph 5.106 a securitisation corporation is
created to hold securitised assets or other assets
that have been securitised by the original holder,
and issue debt securities collateralised by those
assets.

It is essential to establish, in particular, whether the
financial corporation engaged in the securitisation
of assets actively manages its portfolio by issuing
debt securities, rather than simply acting as a trust
that passively manages assets or holds debt secu-
rities. Where the financial corporation is the legal
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owner of a portfolio of assets, issues debt securi-
ties that present an interest in the portfolio, has a
full set of accounts, it is acting as a financial inter-
mediary classified in other financial intermediar-
ies. Financial corporations engaged in the secu-
ritisation of assets are distinguished from enti-
ties that are created solely to hold specific portfo-
lios of financial assets and liabilities. These entities
are combined with their parent corporation, if res-
ident in the same country as the parent. However,
as non-resident entities they are treated as sepa-
rate institutional units and are classified as captive
financial institutions.

In the case of the securitisation scheme referred to
in point (b) of paragraph 5.106, the original owner
of the assets, or protection buyer, by means of
credit default swaps (CDS), transfers the credit risk
related to a pool of diversified reference assets to
a securitisation corporation but retains the assets
themselves. The proceeds from the issue of debt
securities are placed in a deposit or in another safe
investment such as AAA bonds, and the interest
accrued on the deposit, together with the premium
from the CDS, finances the interest on the debt
securities issued. If a default occurs, the principal
owed to the holders of the ABS is reduced — with
junior tranches getting the first ‘hit’ etc. Coupon
and principal payments may also be redirected to
the original collateral owner from investors in the
debt securities to cover default losses.

An asset-backed security (ABS) is a debt security
whose principal and/or interest is solely payable
from the cash flows produced by a specified pool of
financial or non-financial assets.

Covered bonds

Definition: covered bonds are debt securities issued
by a financial corporation, or fully guaranteed by
a financial corporation. In case of default of the
issuing or guarantor financial corporation, bond
holders have a priority claim on the cover pool, in
addition to their ordinary claim on the financial
corporation.

Loans (F.4)

Definition: loans are created when creditors lend
funds to debtors.

Financial transactions m

Main features of loans

Loans are characterised by the following features:

(a) the conditions governing a loan are either
fixed by the financial corporation granting the
loan or agreed by the lender and the borrower
directly or through a broker;

(b) the initiative to take out a loan normally lies
with the borrower; and

(¢) aloan is an unconditional debt to the creditor
which has to be repaid at maturity and which is
interest-bearing.

Loans can be financial assets or liabilities of all res-
ident sectors and the rest of the world. Deposit tak-
ing corporations normally record short-term lia-
bilities as deposits, not as loans.

Classification of loans by original maturity, currency,
and purpose of lending

Transactions in loans can be categorised into two
types of original maturity:

(a) short-term loans (F.41) with a short-term orig-
inal maturity, including loans repayable on
demand; and

(b) long-term loans (F.42) with a long-term origi-
nal maturity.

For analytical purposes, loans may be subcatego-
rised further as follows:

(a) loans denominated in national currency; and

(b) loans denominated in foreign currencies.

For households, a useful sub-categorisation is as
follows:

(a) loans for consumption;
(b) loans for house purchases; and

(c) other loans.

Distinction between transactions in loans and
transactions in deposits

The distinction between transactions in loans (F.4)
and transactions in deposits (F.22) is that a debtor
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offers a standardised non-negotiable contract in
the case of a loan, but not in the case of a deposit.

Short-term loans granted to deposit taking corpo-
rations are classified as transferable deposits or as
other deposits, and short-term loans accepted by
institutional units other than deposit-taking cor-
porations are classified as short-term loans.

Placements of funds between deposit-taking cor-
porations are always recorded as deposits.

Distinction between transactions in loans and
transactions in debt securities

The distinction between transactions in loans
(F.4) and transactions in debt securities (F.3) is
that loans are non-negotiable financial instru-
ments while debt securities are negotiable financial
instruments.

In most cases, loans are evidenced by a single doc-
ument and transactions in loans are carried out
between one creditor and one debtor. By contrast,
debt security issues consist of a large number of
identical documents, each evidencing a round sum,
which together form the total amount borrowed.

A secondary market in loans exists. In cases where
loans become negotiable on an organised market,
they are to be reclassified from loans to debt secu-
rities, provided that there is evidence of second-
ary market trading, including the existence of mar-
ket makers, and frequent quotation of the financial
asset, such as provided by bid-offer spreads. An
explicit conversion of the original loan is normally
involved.

Standardised loans are offered in most cases by
financial corporations and they are often granted
to households. Financial corporations determine
the conditions and households may only choose
either to accept or refuse. The conditions of non-
standardised loans however are usually the result
of negotiations between the creditor and the
debtor. This is an important criterion which facili-
tates a distinction between non-standardised loans
and debt securities. In the case of public secu-
rity issues, the issue conditions are determined by

the borrower, possibly after consulting the bank/
lead-manager-bank. In the case of private security
issues, however, the creditor and the debtor nego-
tiate the issue conditions.

Distinction between transactions in loans, trade
credit and trade bills

Trade credit is credit extended directly by the sup-
pliers of goods and services to their customers.
Trade credit arises when payment for goods and
services is not made at the same time as the change
in ownership of a good or the provision of a service.

Trade credit is distinguished from loans to finance
trade, which are classified as loans. Trade bills
drawn on a customer by the supplier of goods and
services, which are subsequently discounted by the
supplier with a financial corporation, become a
claim by a third party on the customer.

Securities lending and repurchase agreements

Definition: securities lending is the temporary
transfer of securities by the lender to the borrower.
The securities borrower may be required to provide
assets as collateral to the securities lender in the
form of cash or securities. Legal title passes on both
sides of the transaction so that borrowed securities
and collateral can be sold or ‘on-lent’.

Definition: a securities repurchase agreement is
an arrangement involving the provision of securi-
ties like debt securities or shares in exchange for
cash or other means of payment, with a commit-
ment to repurchase the same or similar securities at
a fixed price. The commitment to repurchase may
be either on a specified future date or an ‘open’
maturity.

Securities lending with cash collateral and repur-
chase agreements (repos) are different terms for
financial arrangements with the same economic
effects, namely those of a secured loan, as both
involve the provision of securities as collateral for
a loan or a deposit, where a deposit-taking cor-
poration sells the securities under such a finan-
cial arrangement. The different features of the two
arrangements are shown in Table 5.2.
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Table 5.2 — Main features of securities lending and repurchase agreements

Feature Securities lending Repurchase agreements

Cash collateral Without cash collateral Specific securities General collateral

Formal method of
exchange

Lending of securities with an agreement by the
borrower to deliver it back to the lender

Sale of securities and commitment to repurchase
them under terms of master agreement

Securities versus other

) Cash versus securities
collateral (if any)

Form of exchange Securities versus cash Securities versus cash
Securities (not collateral
securities) Cash Cash

(the securities lender)

Cash collateral (the
securities borrower)

Return is paid to the
supplier of
Return repayable as Fee Fee

Repo rate Repo rate
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The securities provided under securities lend-
ing and repurchase agreements are treated as not
having changed economic ownership because the
lender is still the beneficiary of the income yield by
the security, and subject to the risks or benefits of
any change in the price of the security.

Neither the supply and receipt of funds under a
securities repurchase agreement, nor securities
lending with cash collateral, involve any new issu-
ance of debt securities. Such provision of funds to
institutional units other than monetary financial
institutions is treated as loans; for deposit taking
corporations, it is treated as deposits.

If a securities lending does not involve the supply
of cash, that is, if there is an exchange of one secu-
rity for another, or if one party supplies a security
without collateral, there is no transaction in loans,
deposits or securities.

Marginal calls in cash under a repo are classified as
loans.

Gold swaps are similar to securities repurchase
agreements except that the collateral is gold. They
involve an exchange of gold for foreign exchange
deposits with an agreement that the transaction be
reversed at an agreed future date at an agreed gold
price. The transaction is recorded as a collateralised
loan or a deposit.

Financial leases

Definition: a financial lease is a contract under
which the lessor as legal owner of an asset con-
veys the risks and benefits of ownership of the asset
to the lessee. Under a financial lease, the lessor is
deemed to make, to the lessee, a loan with which

the lessee acquires the asset. Thereafter the leased
asset is shown on the balance sheet of the lessee and
not the lessor; the corresponding loan is shown as
an asset of the lessor and a liability of the lessee.

Financial leases may be distinguished from other
kinds of leases because the risks and rewards of
ownership are transferred from the legal owner
of the good to the user of the good. Other kinds
of leases are (i) operating lease; and (ii) resource
lease. Contracts, leases and licenses, as defined in
Chapter 15, can be considered as leases as well.

Other types of loans

The loans category includes the following:

(a) overdrafts on transferable deposit accounts,
where the amount overdrawn is not treated as a
negative transferable deposit;

(b) overdrafts on other current accounts, for exam-
ple, intra-group balances between non-finan-
cial corporations and their subsidiaries, but
excl