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Introduction

The 2008 SNA states that when a pension managesp®nsible for meeting the
liabilities of the fund in case of any shortfalietshortfall should be recorded as a claim of the
fund on the pension manager. As a consequencagetheorth of the pension fund should
remain exactly zero at all times. Under the 200& Sthe unwinding of the discount factor on
the pension entitlement is shown as property inctioveing from the pension fund to
households. If the pension fund is persistentlyeufusthded the unwinding of the discount
factor also applies to the claim of the fund ongbasion manager, suggesting that a property
income flow should be recorded from the pensionaganto the pension fund reflecting the
unwinding of the discount factor on any underfuigdiri the pension scheme. Whilst there is
agreement on the recording of the accrued projestyme arising from the
underfunding/overfunding between a pension managera defined benefit pension fund,
there are two divergent views on the classificatbthe property income. These views will
be presented under this agenda item.

At the recent Eurostat/ILO/IMF/OECD Workshop on Biens participants raised a
number of issues regarding the recording of floglated to claims of pension funds on
pension managers. These issues include: (a) thieneat of the divergence between
investment performance of the actual assets gb¢hsion fund and the discount rate; (b) the
treatment of holding gains and losses; (c) tharreat of asset value volatility; (d) the
treatment of other economic flows affecting theueabf the pension entitlements (e.qg.
demographic changes); and (e) why the claim op#hesion fund on the pension manager
should generate property income. Participants@gposed an alternative to the calculation
of the accrual recording of the property income.

Documentation

Paper: The accrual recording of property incomghéncase of liabilities between a pension
manager and a defined benefit pension fund

Main issues to be discussed

The AEG is requested to:

. Provide guidance on the issues presented in Se¢tiohthe paper.



The accrual recording of property income in the cas of liabilities between a pension
manager and a defined benefit pension fund

l. Introduction

1. The 2008 SNA states that when a pension mahagyersponsible for meeting the
liabilities of a defined benefit pension fund irseaof any shortfall, the shortfall should be
recorded as a claim of the fund on the pension gemia the financial account. As a
consequence, the net worth of the defined benefision fund should remain exactly zero at
all times. Under the 2008 SNA, the unwinding of diecount factor on the pension
entitlement is shown as property income flowingrirthe defined benefit pension fund to
households. If the defined benefit pension fungkeissistently under or over funded the
investment income promised to pension beneficiamasld not be equal the actual property
income earned by the defined benefit pension flindaccount for this difference an explicit
accrued property income flow should be recordedéen the pension manager to the
pension fund reflecting the difference betweenueinding of the discount factor and the
actual property income.

2. The shortfall of investment income that arises wienactual investment income of
the pension fund is not equal to the imputed flédwneestment income due to the unwinding
of the discount factor is described in paragrapi 89 of the 2008 SNA. However, the
transactions related to the shortfall are not preeskin the example shown in Table 17.8. The
Handbook on Financial Production, Flows and Stackbe System of National Accounts
(Financial Handbook) explains the transactions betwthe pension manager and the pension
fund in more detafl

3. The Financial Handbook (paragraph 3.392) statdaghleanvestment income payable
on pension entitlements for defined benefit scheimegual to the increase in benefits
payable because the date when the entitlementsnigegayable is closérThis is actuarially
determined, since the liability of a pension fumdler a defined benefit scheme is actuarially
calculated. The amount of the increase is not tfteby whether the pension scheme has
actually earned sufficient income from its assetsieet this obligation. Thus, the investment
income payable on pension entitlements (i.e. doumtion supplements) will need to include
an imputed component in addition to an actual carept

4. The actual component represents the investmentiaceceivable from the actual
assets held by the pension funds. The imputed coemagepresents the imputed property
income payable by the pension fund manager oniffezehce between the pension fund’s
reserves and its actuarial liability. This imputasnponent is needed when the assets of the
pension fund are less than its actuarial liabiligsulting in an imputed claim of the pension
fund on the pension fund manager. By includingitiyuted property income receivable from
the pension fund manager, equality is maintainéaidxen the investment income payable by
the pension fund on its pension entitlements aadrthestment income receivable by the
pension fund. This will ensure that the net woritthe pension fund is zero.

5. The annex to this paper presents the full numeegample of the transactions
associated with defined benefit pension schemedssibed in the Financial Handbook in
paragraphs 3.461 to 3.464.

! The AEG, at its 9 meeting, concluded that the term “pension manasfestild be reconsidered with the next
update of the SNA for possible substitution with tarm “pension sponsor”.

2 Seehttp://unstats.un.org/unsd/nationalaccount/docstiéialHB. pdf

% This is equivalent to the increase in pensiortlentients due to past service increase as desdritgtagraph
3.440 of the Financial Handbook.




I. AEG discussion

6. The AEG, at its meeting of 8-10 September 2014udised and agreed with the
explicit accrual recording of property income oeg tiabilities between a pension manager
and a defined benefit pension fund. However, th&Ald not agree on the classification of
the accrued property income flow between a pensianager and a defined benefit pension
fund arising from the under or over funding of gension fund.

7. On this issue there were two divergent views. SBB€& members considered the
accrued property income to be classified as D4grést, while other members argued that
this category of income was not explicitly mentidne the SNA and that the coherence of the
general framework points to classifying the accrpexperty income as D442, Investment
income payable on pension entitlements.

I The recording of flows related to claims between dimed benefit pension funds
and pension managers

8. The 2008 SNA, paragraph 17.165 explains how tautatie the size of the claim of
the pension fund on the pension manager: “Thisrclaiequal to the difference between the
increase in pension entitlements and the sum ofdhé&ibutions and contributions
supplements in the period, plus the investmentrireeearned on the entitlements, plus the
holding gains made on them, less the pensions f@yabs the fee charged by the pension
administrator”.

9. In the section on 'Other flows for a defined bengdéinsion scheme' the 2008 SNA
states that holding gains usually contribute suttstily to the funding of pension
entitlements and many schemes are underfundee iexjpectation that holding gains would
make up this shortfall. The 2008 SNA concludegaragraph 17.179, that any contingency,
which is the eventual claim of the pension fundt@pension manager, should be recorded
as other change in volume. Only changes basedwpnee escalation factors should feed
into revaluation account.

10.  Setting aside costs for operating a defined bepefision fund, during the first year of
the pension fund the starting point for calculating claims of the pension fund on the
pension manager is the accrued pension entitlereant®d during the period. These are
themselves difficult to estimate and highly semsitio assumptions such as the discount rate.
The 2008 SNA (paragraph 17.153) states that acgersion entitlements earned should be
funded by a combination of actual and imputed da@datributions paid by the employer (the
pension manager) to the household (as part of cosapien of employees) and then invested
by the household into the pension fund. Actualaamntributions are invested by the
pension fund in a portfolio of assets (e.g. egsitiebt securities, deposits, real estate). When
the actual social contributions are not sufficienineet the increase in the benefits accruing
from the current year's employment an additionaitabution from the employer is imputed
to bring equality between the contributions anditloeease in current service entitlements.
These imputed contributions are usually positivé,ibis possible for them to be negative if
the sum of the contributions received exceedsritiease in current service entitlements.
The imputed social contributions contribute als¢hi® changes in the claims between the
pension manager and the defined benefit pensiah fun

11.  In subsequent periods the changes in the clairh@pe&nsion manager are also
subject to a number of factors including holdinghgaand losses, changes in assumptions, as
well as insufficient employer actual contributidos current service. In any case where a
pension fund is underfunded, i.e. the actual asset®d by the pension fund are less than the



pension entitlement liability, the components @& thaim of the pension fund on the pension
manager need to be explained.

12. At the recent Eurostat/ILO/IMF/OECD Workshop on Biens participants raised a
number of issues regarding the recording of floglated to claims of pension funds on
pension managers. These issues include: (a) thieneat of the divergence between
investment performance of the actual assets gb¢hsion fund and the discount rate; (b) the
treatment of holding gains and losses; (c) thenreat of asset value volatility; (d) the
treatment of other economic flows affecting theueabf the pension entitlements (e.qg.
demographic changes); and (e) why the claim op#hesion fund on the pension manager
should generate property income. Participants@gposed an alternative to the calculation
of the accrual recording of the property incomespreed in the Financial Handbook.

13.  Accounting standards on pension schemes typicatlgrd a number of items in
revenue and expense that are not regarded asdtiansabut as other economic flows in
national accounts (e.g., provisions, write offspri®bver, benefit entittements can change for
many reasons other than current transactions (pdw@pllonger than projected, for example).
Taking these into consideration it seems bestaalbdown the changes in claims of pension
funds on pension managers into its componentctirdethe relevant current transactions,
other changes and revaluations separately.

A. Divergences between investment performance of thetaal assets of the pension
fund and the discount rate

14.  The divergence is related to the case where theigefund is underfunded (i.e. there
is a claim of the pension fund on the pension managut the investment income on the
actual assets of the pension fund is more thamtlestment income derived from the
unwinding of the discount factor. The converse &lso hold in the case where the pension
fund is overfunded, but the investment income @nattual assets of the pension fund is less
than the investment income derived from the unwigdif the discount factor.

15.  Taking into consideration that the net worth of dedined benefit pension fund should
remain exactly zero and that eventual claims betwie pension fund on the pension
manager, should be recorded as other change imealuis proposed to follow the same
procedure as with calculating imputed pension domtions. To account for property income
flows on the claims between the pension fund aagtnsion manager the actuarially
determined investment income on pension entitlemisrdivided into two components: the
actual investment income on pension entitlememtds;za imputed investment income. Thus,
when the actual investment income is more thamthearially determined investment
income the imputed investment income would be negat

B. Holding gains and losses

16. As mentioned above many schemes are underfundbd Expectation that holding
gains would make up any shortfall in pension esmiitnts. This raises the question of the
treatment of holding gains and losses in the atcegarding of property income on the claim
of the pension fund on the pension manager.

17.  The 2008 SNA exclude holding gains and losses ftwrinvestment income of

defined contribution pension schemes, but ignoeentin the case of defined benefit schemes,
as this investment income is actuarially determin€édllowing the SNA principle to exclude
holding gains and losses in the measurement ofriedbseems logical to also exclude
holding gains and losses from the actual propexdgme earned by the defined benefit
pension fund. All holding gains and losses aregtoee recorded in the revaluation account.



C. Asset value volatility and other economic flows aficting the value of the pension
entitlements

18.  Atfirst sight it would seem that there are no iestto be made in the other changes in
assets accounts for a defined benefit pension selseme the two components recorded as
the pension contributions and investment incomaratehed exactly to the increase in
entitlements. However, because the nature of ael@tbenefit pension scheme is that the
amounts due are determined by a formula, therethey factors that may intervene to change
the level of entitlements. These factors incluggiee escalation clause, changes in the
formula used to determine benefits and demograggsamptions about life length. (2008
SNA paragraph 17.177).

19.  For most pension funds, the value of assets owneldedfund could be volatile. This
volatility is especially visible in periods of stomarket turmoil. Stock market bubbles and
the bursting of stock market or other asset vaiugbles will feed through into potentially
large changes in the size of the claim of the men&ind on the pension manager.

20.  Changes to demographic assumptions will also chdreealue of pension
entitlements via other economic flow which subsedjyenas an impact on the size of the
claim of the pension fund on the pension mana@srce a scheme is underfunded, it is
typical for firms to either make one off paymerdghe fund (as a form of recapitalization) or
to raise contributions for existing employees — m@lgood historic underfunding (whether
deliberate or arising from poor asset performanktanged demographic assumptions etc).

21.  The pension manager is by definition responsikidie shortfall between the pension
entitlements and the actual assets of the defieadfti pension fund. This is also the case
when there are large changes in the size of the clehe investment income on pension
entitlements is actuarially determined irrespectivéhe value of the actual assets. To be
consistent with the accrual recording of the propercome flow between the pension
manager and the defined benefit pension fund inseeasonable to expect that changes in
the size of the imputed property income are reltddtie changes in the claim.

D. Should the claim of the pension fund on the pensiomanager generate property
income?

22.  The question: “should the claim of the pension fondhe pension manager generate
property income?” arose from two aspects aboun#tere of property income. Firstly, not all
financial assets generate property income (monejald; currency, some equity does not,
though all other F.6 assets do generate propergme). Pension funds often invest in
nonfinancial assets that may also not generateepsopcome. Given this, it would not be
unusual for a pension fund to have another tymessét in its portfolio that does not generate
a return through property income but instead cteldevalued through other economic flows.
Secondly, the terms governing the payment of imaest income are usually specified in the
financial instrument created when the funds anmestexred from the creditor to the debtor.
Such arrangements are typically made only for &eidperiod of time, after which the funds
must be returned (2008 SNA paragraph 7.108). Tmstshe case for claims of pension funds
on pension managers, which typically have no fort@ahs governing payment, and which
exist over very long time horizons.

23. The 2008 SNA states in paragraph 7.144: “the soofrtiee investment income

payable may not be investment income itself, buthe SNA, the decisive criterion for
recording this as investment income is that ofrfegpient who regards these payments as the
rewards for putting financial assets at the dispokthe insurance corporation.” Although

this guidance relates to insurance, it would bsopable to assume that it is also relevant to
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pension schemes as paragraph 7148 states: “Th&timeet income payable on defined
contribution entitlements is equal to the investimeoome on the funds plus any net
operating surplus earned by renting land or bugjgiowned by the fund”. Therefore, the
return on the claim between the pension fund aag#énsion manager could also be regarded
as investment income. Until there is more claritytloe classification of the investment
income the general concept of property income éslus used in this paper.

E. Alternative to the calculation of the accrual recoding of the property income

24.  The calculation of the return on the claim betwtdenpension fund and the pension
manager as a residual (i.e. the difference betweennwinding of the discount factor and the
actual property income received on the accumulasseéts as described in the annex to this
paper) is slightly inconsistent with the definitiohinterest. Interest is typically a predefined,
fixed or variable, percentage of the principal tartging, and certainly not a residual amount
based among others on the investment performante gfension fund. Therefore, an
alternative measurement of the return on the ctaioid be to assume that the return on the
claim is simply equal to the discount rate. Sucheasurement would be much more
consistent with the definition of interest.

25.  This approach to calculating the return on thewlbetween the pension fund and the
pension manager was also proposed in the papéiissue that was discussed at the
previous AEG meetifly As the investment income payable on pensiorlemignts for
defined benefit schemes is actuarially determineduld be argued the residual estimate of
the return on the claim between the pension furdth@ pension manager is in principle also
equal to the discount factor. However, the cataweof the return using the residual method
has the advantage of being easier to calculatasesswhere there is a divergence between
investment performance of the actual assets gb¢hsion fund and the discount rate.

V. The classification of the accrued property incomeléws on the claims between a
pension manager and a defined benefit pension fund

26.  This section presents the views of the AEG on tassification of the accrued
property income flow between a pension manageratefined benefit pension fund arising
from the under and over funding of the pension fund

A. Investment income payable on pension entitlements

27.  The members supporting the classification D442edétwment income payable on
pension entitlements, noted that the SNA links tasséh the type of income derived from
that asset. Claims of the pension fund on the foadager are related to asset type AF64,
Claim of pension fund on pension managers, whigars of AF6, Insurance, pensions, and
standardized guarantee schemes. The investmemhécategories related to asset type AF6
are shown in income category D44, Investment incdisieursements, which has one
subcategory for insurance (D441, Investment incattréoutable to insurance policy holders)
and another for pension entitlements (D442, Investrincome payable on pension
entitlements). This type of income is excluded fribve definition of interest, which is defined
as the return on specified financial instrumenés tho not include AF6.

B. Interest

28.  Inthe SNA asset type F63, Pension entitlemengsthar claims of pension
beneficiaries (households) accruing pensions. €laed income, in the case of pensions, is
defined as the investment income on the cumulatéedipn entitlements distributed to

* http://unstats.un.org/unsd/nationalaccount/aegt203-24. pdf
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households and classified as D442, Investment ircoaiyable on pension entitlements (SNA
17.130). These categories of asset and incomeb®erecreated for the claims of households
on pension funds and the flow from pension schemésuseholds because of the special
characteristics of the position between the twadigsr

29.  The income on the liabilities between a pensionaganand a defined benefit

pension fund is, however, income on an accruedhctdia pension fund on a company or
government entity. The claim could have ariserefoumber of reasons. It does not arise as a
result of a special relationship like that betwlenseholds accruing pension entitlements and
pension funds and does not have the charactergdtelaim by households accruing pension
entitlements on a pension scheme.

30.  The SNA does not define interest conceptually,goescriptively in paragraph 7.113,
as follows: “Interest is a form of income thatégeivable by the owners of certain kinds of
financial assets, namely: deposits, debt securlbass and (possibly) other accounts
receivable for putting the financial asset at tspalsal of another institutional unit. Income

on SDR holdings and allocations is also treateidtasest. The financial assets giving rise to
interest are all claims of creditors over debt@editors lend funds to debtors that lead to the
creation of one or other of the financial instrutsdisted above. The amount the debtor owes
the creditor is known as the principal. Over tittes amount due to the creditor declines as
the debt is repaid and increases as interest a&cfhe balance at any time is referred to as
the principal outstanding.”

31. The members supporting the classification intemesgtd that the claim under
discussion is the claim of a creditor over a detitat has accrued and the income accruing is
compensation for the time value of money. Concdlytyaroperty income on the liabilities
between a pension manager and a defined benefitqrefund could therefore be regarded as
interest.

V. Other issues

32.  The discussion on the classification of the accpmegerty income flow between a
pension manager and a defined benefit pensiondtisthg from the under and over funding
of the pension fund identified some other relasstiés to be considered. These include:

» To separately identify the unwinding of the discoiactor in defined benefit pension
funds from investment income on defined contribufi@nsion schemes because they
are driven by quite different factors.

* To review the SNA definition of interest, takingarconsideration a conceptual
definition.

» To consider the need for a separate category ofieaelated to the investment
income on the cumulated pension entitlements bigeed to households. For example,
in the case of defined contribution pension schemmespositions and flows related to
the allocation of returns on technical reservesamgar to those of investment in a
collective investment vehicle, so could be clasdifas dividends; while in the case of
defined benefit schemes, the unwinding of the diatoate could be classified as
interest.

VI. Issues for consideration

The AEG is requested to:

a) Express its views on the issues regarding the deawgof flows related to claims of
pension funds on pension manager and the proposdtibss to address them. These
issues include:



b)

(i) the treatment of the divergence between investperibrmance of the actual
assets of the pension fund and the discount rate;

(i) the treatment of holding gains and losses in thiemages if investment income;

(iif) the treatment of asset value volatility and thattreent of other economic flows
affecting the value of the pension entitlements;

(iv) should the claim of the pension fund on the pensianager generate property
income? ; and

(v) alternative proposal for calculating the accruabrding of the property income.

Decide on the classification of the accrued prgpetome flow between a pension
manager and a defined benefit pension fund arisorg the difference between the
unwinding of the discount factor and the actuajperty income.

Express its views on the issues listed under aisees for consideration, namely:

(i) Separately identify the unwinding of the discowattbr in defined benefit funds
from investment income on defined contribution pem$unds

(i) Consider a conceptual definition of interest

(i) Reconsider the need for a separate category ofmecelated to the investment
income on the cumulated pension entitlements Higkd to households



Annex: Numerical example of the transactions assaied with defined benefit pension
schemes

This annex presents the full numerical exampldefttansactions associated with defined
benefit pension schemes as described in the FiadAandbook in paragraphs 3.461 to 3.464.

3.461. Table 3.111 shows the data on defined kgmefision funds. It is assumed that both
employers and employees are contributing to thdguihe funds also report that actual
property income earned on the funds they manageiaisito 2.2 units. For simplicity, it is
assumed that this property income is payable bgro#tsident sectors. In addition, actuarial
calculations show that the increase in pensiortlements is 19.0 units, which comprise the
current service increase (15.0 units) and investimeome payable on pension entitlements
(4.0 units). The investment income payable on mensentitiements represents the increase in
pension entitlements coming from the past servicesase due to the unwinding of the
discount factor because retirement is one yeaenegince the actual property income earned
by the pension funds is less than the investmeuainire payable on pension entitlements,
there is a shortfall which will need to be covebydemployers. The table also shows the
operating costs associated with operating the défbenefit pension funds. It is assumed that
the costs involved only include intermediate congtiom of goods and services. It is also
assumed that all the goods and services for in@iateeconsumption are purchased from
other resident sectors.

Table 3.111
Data on defined benefit pension funds
Line Item Value 2008 SNA code
From observed transaction
(1) Employers’ actual pension contributic 10.C D1211, D611
(2) Employees’ actual pensiccontribution: 1.t D11, D613.
(3) Property incom 2.2 D4
(4) Pension benefi 16.C D62, D622
5) Intermediate consumption of goods and ser 0.€ P1, P.
From actuarial estimates
(6) Increase in pension entitlements 19.0
(6a) Current service increase 15.0
(6b) Investment income payable on pension entittésne 4.0 D4, D442,

3.462. Table 3.112 shows how to derive the outpthepension funds, employers’ imputed
social contributions, imputed property income, aetisocial contributions. The output of the
pension funds (0.6 units) is computed as the valuetermediate consumption of goods and
services.

Employers’ imputed social contributions (4.1 unasg¢ computed as follows:

Increase in pension entitlements from current ser¢d5.0 units)
minus employers’ actual pension contributions (10.0 ynits

minus households’ (employees’) actual pension contrilmgti¢l.5 units)
plusthe service charge (output) of pension funds (i
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Imputed property income (1.8 units) is computeébdews:
Investment income payable on pension entitlemeh@units)
minus actual investment income (2.2 units).

Net social contributions payable to the pensior§u(19.0 units) are obtained as follows:

Employers’ actual pension contributions (10.0 ynits

plus employers’ imputed pension contributions (4.1 Ynits

plus households’ (employees’) actual pension contrilmgi(d.5 units)

plus household pension contribution supplements (egemtab investment income payable
on pension supplements) (4.0 units)

lessthe service charge (output) of pension funds (QiGu

Table 3.112

Calculating output, employers’ imputed social contibutions, imputed property income,
and net social contributions for defined benefit pasion funds

Line ltem Description| Value 2008 SNA code
(7) Output of defined benefit pension funds (5) 0.6P1, P3
8) Employers’ imputed pension (6a)—-(1)- 4.1 D1221, D6121
contribution: (2)+(7)
(9) Imputed property income on employers  (6b)—(3) .81 D4
(10) Net social contributior (1)+(2)+(6b)| 19.0 D61
+(8)—(7)

3.463. Table 3.113 shows how to calculate the asmngfinancial assets arising from the
transactions among the defined benefit pensionsfamd the other institutional units, as well
as the means of payment for these transactiomgraral, the changes in financial assets and
liabilities are computed using the following priplgs: changes in currency and deposits are
the result of the payments made by the institutianéds and the receipts they receive. On the
other hand, the defined benefit pension fundsialsar an increase in liabilities of pension
entitlements to beneficiaries. These changes lnlitias are recorded as the corresponding
changes in the financial assets of householdsh&umore, since employers are responsible
for any shortfall in the funds, the pension funtd®dave a claim on the employers (pension
managers). As an example, the defined benefit pariands have a net decrease in assets of
currency and deposits of 2.9 units during the aeting period. This is the result of the
following:

* Anincrease in assets of currency and depositm@rigom employers’ actual pension
contributions (10.0 units) and employees’ actualspen contributions (1.5 units)
receivable; and actual investment income receiviibta other resident sectors (2.2
units).

» A decrease in assets of currency and deposita@ifisim pension benefits payable
(16.0 units); and purchases of goods and servaraatermediate consumption from
other sectors (0.6 units).



These funds also have a net increase in liabildfggension entitlements of 3.0 units.
Furthermore, they have a claim on employers (pensianagers) of 5.9 units, which
comprise the claim from the current service inceg@sl units) and the claim from past
service increase (1.8 units).

Table 3.113

Calculation of changes in financial assets and lidities related to transactions among
defined benefit pension funds and other institutioal units

Line ltem Description Value 2008 SNA
Changes in financial assets (currency and deposits)
(11) Emplover: -(1-(2) -11.5 F2
(12) Defined benefit pension funds @)+2)+(3)- -2.9 F2
(4)-(5)
(13)  Household (4) 16.C 2
(14) Other sectol (5)-(3) -1.€ F2
Changes in financial assets (pension entitlements)
(15) Household (6)-(4) 3.C D8, F6:
Changes in liabilities (pension
entitlements)
(16) Defined benefit pension fun (6)-(4) 3.C D8, F6:
Changes in financial assets (claim of the pensioarid on pension managers)
(17)  Defined benefit pension fun (8)+(9) 5. 64
(17a__ |From current servic (8) 4.1
(17b) |From past service increase (9) 1.8
Changes in liabilities (claim of the pension fund @ pension managers)
(18)  Emplover: (8)+(9) 5 |F64
(18a  |From current servic (8) 4.1
(18b; Frompast service increa 9) 1.6

3.464. Table 3.114 uses the information in theetmbbove to record the various transactions.
To simplify the presentation and analysis, trarieastwhich are not related to the worked
example are ignored. To ensure clarity, the traimas of employers and the defined
contribution pension funds are shown separateherathan combined with those of the
institutional sectors to which they belong. Figundsch are imputed are in bold, while those
which result from re-routing are in italics. Tharisactions are described as follows:

(a) The output of the defined benefit pension fuisd® 6 units. This output is recorded in the
production account of the funds. The intermediatesamption of goods and services of the
funds (0.6 units) is also recorded in their producaccount. The same amount is also
recorded in the output of the other sectors, sinseassumed that these goods and services
are purchased from resident producers;
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(b) Employers’ actual (10.0 units) and imputed pemgontributions (4.1 units) are treated as
part of the compensation of employees and are dedcais payable by employers in the
generation of income account. Employees’ actuasipencontributions (1.5 units) are treated
as part of wages and salaries (and, by extensionpensation of employees) and are
recorded as payable by employers in the same atcoun

(c) The entries in the generation of income accawvatrecorded as receivable by households
in the allocation of primary income account. Theuadal investment income earned on the
cumulated pension entitlements (4.0 units) is edsorded as payable by the funds and
receivable by households in the allocation of primacome account. The actual investment
income earned by the funds (2.2 units) is alsordEmbas property income receivable by the
funds and payable by other sectors in the allooaifgrimary income account. The shortfall
of 1.8 units (i.e. the difference between actuanatstment income on pension entitlements
and actual property income) is recorded as impptegerty income payable by employers
and receivable by the funds in the same account;

(d) Net social contributions (19.0 units) are relsat in the secondary distribution of income
account as payable by households and receivalleelyension funds. Net social
contributions payable by households include empkyactual pension contributions (10.0
units) and employers’ imputed social contributi¢hd units), since all social insurance
contributions are to be recorded as being paiddmgéholds to social insurance schemes. The
pension benefits paid by the pension funds (16i8uare recorded as other social pension
benefits payable by the pension funds and recavaphouseholds in this account;

(e) The output of the defined benefit pension fu@dé units) is recorded as the final
consumption expenditure of households in the uskspiosable income account. This
account also records an adjustment for the changension entitlements (3.0 units) in order
to ensure that gross saving is invariant to thé tleatment of pensions as current transfers
and pension entitlements as financial assets;

(f) Since there are no capital account transactioeslending/net borrowing in the capital
account is the same as gross saving in the usspiishble income account;

(9) The financial account records the changes ireagy and deposits and the changes in
pension entitlements of the various sectors. Asleyeps undertake to be responsible for any
underfunding of the pension funds, the financialoamt also records the amount of
underfunding of the pension funds (5.9 units) aken by the pension funds on the
employers. This claim comprises the claim fromdbeent service increase (4.1 units) and
the claim from the past service increase (1.8 urffisice the entries in the financial account
are the counterparts to entries in the other adsaamonly reflect the exchange of financial
assets and liabilities, net lending/net borrowm@lentical to net lending/net borrowing in the
capital account, although, in practice, differenicedata sources and the timing of the
recording of transactions may result in a discrepdietween the estimates of net lending/net
borrowing in these two accounts.
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Table 3.114: Recording transactions related to definedbenefit pension funds

Uses Resources
;—:’ % o > ;:—’ % o >
e 55 8 £ §le o325 2| B §| -
g c .g o S & v [ c .g o S 5 o
8885 § i 3| gf _ 2008 8/388 g & 228 _
g g 3 £ § S 2 £ SsNA Transactions and balancing items gl sg 3 £ Elgze £
s o g x| & 21 SE 8 2 g S a8 T &8 2|6y R
Production account
12 | 12 P1 Output 0.6 06 | 12 1.2
0.6 0.6 0.6 P2 Intermediate consumption
0.0 06 | 06 06 B1g Value added, gross/Gross domestic
product
Generation ofincomeaccount
15.6 15.6 15.6 D1 Compensation of employees
15 15 15 D11 Wages and salaries
10.0 10.0 10.0 | D1211 | Employers’actual pension contributions
41 41 41 D1221 Employers’ imputedpension
contributions
-156| 0.0 0.6 | -15.0 -15.0| B2g Operating surplus, gross
Allocation of primaryincomeaccount
D1 Compensation of employees 15.6 15.6 15.6
D11 Wages and salaries 15 15 15
D1211 | Employers’actual pension contributions 10.0 10.0 10.0
D1221 Employers’ imputedpension 41 41 41
contributions
18 22 | 40 40 D4 Property income 4.0 4.0 40
40 40 40 D442 Investmentlncomepayableonpensmn 40 40 40
entitlements
A74| 00 | 196| 16| 06 06 | B5g Balance of primary income,
gross/National income,
Secondarydistribution ofincome account
19.0 19.0 190 | D61 Net socialcontributions 19.0 19.0 19.0
10.0 10.0 10.0 | D6111 | Employers’actual pensioncontributions 10.0 10.0 10.0
41 41 41 D6121 Employers’ imputedpension 41 41 41
contributions
15 15 15 D6131 | Households’ actual pension contributions 15 15 15
40 40 40 D6141 Household pension contribution 40 40 40
supplements
-0.6 -0.6 -0.6 Pension scheme service charges(-) -0.6 -0.6 -0.6
16.0 16.0 16.0| Dez |S0cialbenefits other than social 16.0 16.0 16.0
transfers in kind
16.0 16.0 16.0 | D6221 | Other social insurance pension benefits 16.0 16.0 16.0
-174| 30 | 166 | 16| 06 0.6 B6g Disposable income, gross
Use of disposable income account
0.6 0.6 0.6 P3 Final consumption (service charge) 06 | 06
30 30 30 D8 Adjustment fo_r change in pension 30 30 30
entitlements
174 00 | 190| 16| 0.0 0.0 B8g Saving, gross
Changes in assets Changes in liabilities
£ p £ £ | £
e 25 2 & g2+: 285 £ &8 2le
£38 § & S 5§ _ o 5§35 § 2 /g8 _
g g 3 £ § S 2 £ SsNA Transactions and balancing items glsg 3 £ Elge £
s o g =T & N = S a8 x| &8 R|&69g R
Capitalaccount
A74] 00 [ 190] 6] 00 | 00 ] B9 Net lending (+)Inet borrowing (- | | \
Financialaccount
B9 Net lending (+)/net borrowing (-) -174| 00 | 190| 16| 00 0.0
115 29| 16.0| 16| 00 0.0 F2 Currency and deposits
3.0 3.0 30 F63 Pension entitlements 30 3.0 3.0
59 59 59 Fés Claim of the pension fund on pension 59 59 59
managers
41 4.1 4.1 From current service 41 41 4.1
1.8 18 18 From past service increase 18 18 1.8
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