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Part |: General comments

In the space below, please provide any general comments. This may cover e.g. the
structure of the chapter, issues missing and (lack of) consistency with other chapters of
the 2008 SNA.

General comments:
General The inclusion of a separate chapter on Non-profit Institutions in the SNA
comment | is ahighly useful step that reflects the growing scale and importance of
these institutions and the need for greater clarity about their treatment in
the SNA, especiadly in light of the changes in that treatment introduced
by 1993 SNA.Rev 1 and the introduction of ISIC, Rev. 4.

Also quite useful is the explicit treatment of the satellite account on NPIs
introduced in the U.N. Statistics Division’s Handbook on Non-Profit
Institutions in the System of National Accounts.




Part I1: Comments on specific draft paragraphs and sections

All comments on specific draft paragraphs are welcome. They can be about e.g. scope,
content and clarity. Proposing a concrete alternative text or table is also possible. For the
paragraphs in separate sections, separate forms are used for providing and collecting
comments (see below).

A. Introduction (paragraphs 23.1-23.11)

General
comment

Section A offers a description of various types of NPIs and merges the
description with references to how these various entities are handled in the core
SNA. Theresult is arather complicated presentation. The basic definition of
what an NPl is does not come until the third paragraph and some of the
important changes that the recent revision of SNA 1993 has introduced are not
highlighted. In addition, the basic road-map to the chapter does not appear until
paragraph 23.11.

| believe this section, and the chapter generally, would be clearer and easier to
follow if this section were split into two sections—Section A introducing NPIs
and providing a road-map to the chapter, and Section B detailing how the core
SNA asrevised treats NPIs.  The text below provides this alternative structure:

Chapter 23: Non-profit institutions in the SNA
A. Introduction

1. The importance of nonprofit institutions

231 The inclusion of aseparate chapter on Non-profit Institutionsin the SNA reflects
the growing recognition of the important role NPIs play in national economies and
policy. Their measurement in the SNA, and the explicit reporting of these figures,
isimportant to improve economic statistics and provide policy, business, and civic
leadersinformation to help their decision-making processes.

2. The nature of nonprofit institutions

232 NPIs are separately identified ingtitutional units. That is, they are capablein their
own right of owning assets, incurring liabilities, and engaging in economic
activitiesand in transactions with other entities. It followsthat a complete set of
accountsfor the unit, including abal ance sheet of assetsand liabilities exists or
could be constructed if required. In some countries, especially developing
countries, an NPI may be an informal entity that nevertheless has structure and
permanence and whose existence is recognized by society but does not have any
formal legal status.

233 The distinguishing feature that identifiesan NPI isthat its status does not permit it
to be a source of income, profit, or other financial gain for the unitsthat establish,
controal, or financeit. In other words, an NPI may make a profit but it cannot
distribute this profit to those that establish, control, or financeit.

234 Thetreatment of NPIsin the SNA haslong been somewhat problematic because
NPIsare hybrid institutions that do not fit neatly into SNA categories. Thus:

a.  NPlsareprivateingtitutions, yet they often produce public, or quasi-public,
goods and make their output available free or at pricesthat are not economically
significant to individual households or the community at large;




b. NPIsareoften recipients of proceedsfrom the sale of their goodsor services.
When fees are charged, these may or may not cover alarge proportion of the
NPI’s costs and therefore may or may not be deemed to be economically
significant prices;

c. Many NPIsthat cover alarge proportion of their costs from fees also produce
non-market goods and services financed by transfers from both governments and
households;

d. Evenwhen they receive economically significant prices, NPIs have adifferent
production function from other market producers because those that control
them cannot receive any profit from their operations. This makes them different
from profit-maximizing businesses.

e.  Whilemost NPIs serve households, some NPIs (e.g. trade associations) serve
corporations, typically charging feesintended to cover costs and therefore
satisfying the SNA criterion of economically significant prices.

f.  SomeNPIs, though separate ingtitutional units, are nevertheless effectively
controlled by government in that government may appoint their officers and
determine the objectives of theinstitutions. Governments may also provide
significant financial support to NPIs, though this does not necessarily signify
that government controlsthem.

3. Structure of this chapter

235 Given the hybrid character of NPIs, two different approaches have evolved for
handling them in the SNA.

a. Coreaccounts. Beginning in 1993, the SNA specificaly identified NPIs asan
ingtitutional category . However, the 1993 SNA divides NPIs among five
different sectors based on a set of criteriarelated to the financing and control
of these organizations. These criteria have been partially revised in the 1993
SNA, Rev 1.

b. Satellite account. Recognizing the growing economic and policy importance
of NPIs, the UN Statistics Division issued a Handbook on Nonprofit
Institutions in the System of National Accountsin 2003 to guide countriesin
pulling together amore comprehensive picture of the economic activity of all
NPIsin an NPI satellite account

236 The balance of this chapter first examinesin Section B how NPIsaretreated in the
coreaccounts, asrefined by 1993 SNA, Rev. 1. Section C thendescribesthe

essential features of the NPI satellite account. Section D discusses some other
aspects of NPIsthat it may be desirableto explore.

B. The treatment of NPIs in the SNA

1. Defining feature of an NPI

237 Nonprofit Institutions (NPIs) are ingtitutional units that share the distinguishing
feature that their status does not permit them to be a source of income, profit, or

other financial gain for the units that establish, control, or finance them.

2. Allocation of NPIs among institutional sectors

! United Nations, Statistics Division. 2003. Handbook on Nonprofit Institutions in the System of National
Accounts. ST/ESA/Stat/Ser.F/91. New York: United Nations.
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238

NPIsso defined are split among a number of different economic sectors inthe
SNA ingtitutional accounts based partly on how they are financed and partly on
how they are controlled. In particular:

a.  Market NPIs. Some NPIs are alocated to the corporations sectors, either
financial or non-financial. Included here are: (i) NPIsthat produce services
for corporations, typically charging feesintended to cover costs, thereby
satisfying the SNA criterion of economically significant prices (e.g., trade
associations); (ii) NPIsthat provide goods or servicesto households, but in
return for fees that are regarded as being economically significant, i.e. they
cover alarge proportion of the NPIS’ costs (e.g., a non-profit hospital).
Expenditures on the output of NPIsin thislatter category re treated asfinal
consumption expenditures by households;

b. Government NPIs. Other NPIs are assigned to the general government sector.
According to 1993 SNA, Rev. 1, the key criterion for NPIsto be allocated to
the government sector is that though they are separate institutional units, they
are“controlled by” government in that government appointstheir officers and
determinesthe organizations' objectives. This refinestheoriginal 1993 SNA
guidelines by putting less emphasis on whether the NPl is primarily “financed
by” government. (For afuller description of the criteria of “control” for such
NPIs, see 1993 SNA, Rev 1, paraxxx). An example of such an NPl is certain
standard-setting organi zations;

c. Household NPIs. Most NPIs are separately identified ingtitutional units. That
is, they are capablein their own right of owning assets, incurring liabilities
and engaging in economic activities and in transactionswith other entities.
However, some NPIsarelesswell structured than this. Where such entities
exist, they are assigned to the household sector;

d. NPISH. SNA 1993 established a separate sector for the remaining NPIs called
“Nonprofit Ingtitutions Serving Households [NPISH].” NPIsthat provide
goods or services to householdsthat are financed by transfers or otherwise
than by feesthat cover alarge proportion of the NPIs’ costs are treated as
nonprofit institutions serving househol ds and allocated to this NPISH sector.
The output of these NPIsistreated as actual final consumption of households
delivered as social transfersin kind. Also allocated to the NPISH sector under
1993 SNA, Rev. 1, will be NPIsfinanced by, but not controlled by,
government.

3. Other matters

239

23.10

While1993 SNA callsfor the allocation of many NPIsto sectors other than
NPISH, SNA 1993 Rev. 1 (Table 4.1 and para4.131) stipulates that countries
should separately identify the NPIs alocated to these other accounts and report
separately on them..

Those NPIsin the corporations sectors may be further sub-divided to show those
that are foreign controlled, those that are publicly controlled and those that are
subject todomestic private control. The NPIsin the general government sector
may be sub-divided by level of government. NPISHs may also be divided between
those that are foreign controlled and those subject to domestic private control.

23.1- See general comments above

23.9

23.10- Material on the NPI Satellite account has been merged into a new
23.11 Section C as noted below.




B. Theunitsincluded in the NPI satellite account (paragraphs 23.12-23.29)

General
comment

The current draft splits material on the NPI satellite among three
different sections—Sections A, B, and C and does not fully articulate the
rationale for the NPI satellite account. Certain features of the satellite
account are also not fully highlighted. | suggest consolidating the
discussion of the NPI satellite account in arevised Section C and adding
additional language for some key features of the satellite account.. The
suggested text for the first portions of this section replacing and/or
absorbing key portions of current paras. 23.10 thru 23.17, are as follows:

C. The NPI satellite account

1. The need for an NPI satellite account

2311 Becausethecore SNA divides NPlsamong anumber of different sectors, only the
NPIsinthe NPISH sector arevisible in economic reporting. Thishas madeit
difficult to examine the overall contribution of NPIsto the economy . Because
research has shown that these institutions constitute a significant and growing
economic presence of expanding policy interest, there has been growing interest in
being able to identify the full extent of NPI economic activity in a coherent form.
Thisisparticularly so since NPIs share many operating charactistics that are
significantly different from those of other unitsin the corporations and government
sectors with which many NPIs are grouped. Specifically

a  They arenot permitted to distribute profits;

b.

C.

They may produce public goods as well as private goods;

They may receive as much or more from current transfers asthey receive from
selling their output;

They may depend on volunteer labour aswell as paid labour;

Because they cannot pay dividends, they cannot attract equity capital in
competition with corporations;

They may be dligible for special tax advantages in many countries,

They typically have specia lega provisions covering their governance,
reporting regquirements, political participation and so on;

Although they provide public goods and services, they do not havethe same
powers or restrictions as government in deciding what these goods and
services should be and how they should be all ocated.

2312  Arising out of thisinterest, a Handbook on Nonprofit I nstitutionsin the System of
National Accountshas been issuedby the UN Statistics Division recommending a
methodol ogy for developing regular “satellite accounts’ on NPIs.

2. The units included in the NPI satellite account

23.13 Thestarting point for the satellite account isto identify the unitsto be included.
For this purpose, the NPI Handbook adopts a definition pioneered by the Johns
Hopkins Comparative Nonprofit Sector Project based on input from scholarsin




23.14

23.15

some 40 countries. This definition sought to identify characteristicsthat could
differentiate NPIsfrom other types of institutional unitsin the broadest array of
countries, that was operational, and that could fit most easily into the SNA. This
led to five key criteriaast he defining features of units considered to bein-scope
for the NPI satellite account. In particular, such units must:

a. Beorganizations i.e. “institutional units’ inthe SNA meaning of thisterm.
Informal organizations, i.e. organizations without aformal legal status, are
included so long asthey meet the SNA definition of an institutional unit;

b. Beinstitutionally separate from government. Such units may receive
significant government funding but they must not be part of government;

c. Not distribute profits. Such units may earn profits but they cannot distribute
any such profitsto the units or entitiesthat establish, control, or finance them.
Thisisidentical to the SNA definition of an NPI;

d. Besdfgoverning,i.e, they are not subject to control from other units.
Operationally, this means, at aminimum, that they must be able to cease
operationson their own authority;

e. Not be obligatory, that is membership, involvement, or support for them
cannot be required as a condition of citizenship.

Fundamentally, with one possible exception, this definition embraces all units
classified asNPIsin the 1993 SNA, Rev. 1, including those alocated to the non-
financia corporations sector, thefinancia corporations sector, the general
government sector, the household sector, and the NPISH sector.

The one possible exception are any NPIsthat remain allocated to the general
government sector under 1993 SNA, Rev 1, which clarified the definition of
“control” for the purpose of determining which NPIsare allocated to the general
government sector. This reduced the emphasis onwhether an NPI receivesa
significant share of itsincome from government in determining whether the unit
should be allocated to the general government sector. Under SNA 1993, Rev. 1,
NPIsthat are extensively financed by government but not fundamentally
controlled by government should no longer be allocated to the general government
sector and are in-scope for the NPI satellite account. Only those NPIs judged to be
truly “ controlled by” government in the sense that government selects their officers
and controls their objectivesare out-of-scope for the NPI satellite account because
they violate the requirement of being “ self-governing.”

23.12 Incorporated in revised text above.

23.13- Deleted. These references to aternative conceptualizations of a “third

23.15 sector” beyond government and markets are distracting and potentially
confusing. | suggest that they be dropped. They have not been given the
officia standing that either the core SNA treatment or the NPl Handbook
treatment has been given and therefore do not belong in an SNA chapter
on NPlIs.

23.16 Incorporated inthe revised text above at para. 23.13.




23.17

Incorporated partly in para. 23.15 above. The reference to the exclusion
of informal organizations may be mideading. In fact, informal
organizations are in-scope for the satellite account so long as they are
truly organizations with a degree of permanence and structure. The term
“informal” is often misinterpreted to mean “not legally constituted.”
This would unfairly exclude many true NPIs in countries where
restrictive legal structures make it difficult for organizations to gain legal
status.

Changeto: 3. Examples of units included

23.18

Changeto: 23.16

Changeto: 4. Borderline cases

23.19

Changeto: 23.17
Change: “handbook” to “Handbook”

23.20-
23.28

Make this section parallel in structure to the previous section on
“Examples of unitsincluded” by making these numbered paragraphs
ub-points a, b, ¢, etc. under new paragraph 23.17. Change a, b,c under
23.20to i, ii, iii. Merge 23.22 with 23.21 as both refer to mutuals.

23.24

Changeto: e. under new 23.17

The definition of a socia enterprise here does not reflect clarificationsin
the meaning of this term since the NPI Handbook was formulated. A
more precise definition would be as follows:

e. Social ventures are enterprises organized for the purpose of employing, training, or
otherwise assisting disadvantaged individuals (e.g., handicapped, released prisoners,
recovering addicts, or other long-term unemployed) through the operation of abusiness.
Theenterpriseis considered an NPI unlessit generates and distributes a surplusto
ownersor stockholders.

Changeto: 5. Classification of NPIs

23.29

Change to: 23.18.

The relation between 1SIC, Rev. 4 and ICNPO could usefully be clarified
as could the relationship between the COPNI elaboration and ICNPO. |
suggest re-working the last 4 sentences in this paragraph to read as
follows:

Thisclassification is known asthe International Classification of Non-Profit Organizations
(ICNPO). Thetwelve main headings of interest are shownintable 23.1. ISIC, Rev. 4 has
added much of the additional detail proposed in the ICNPO, making it relatively easy to
cross-walk from ISIC to ICNPO, especially with the alternative aggregation provided for
non-profit institutions in part four, section D. Some elaboration of the classification of NPIs
by purpose (COPNI) has also moved in the same direction.

The curent draft introduces the extension of the satellite account
production boundary to embrace volunteer work only indirectly, in the
discussion of the account structure of the satellite account. Thisisan
important feature of the satellite account that deserves explicit mention.




The language below is offered as a possible text for this mention:
6. Inclusion of volunteer work

23.19 The 1993 SNA does not count most volunteer effort. However, volunteer |abour
constitutes asignificant input to many, if not most, NPIs. In many such
organizations, the voluntary contribution of time exceedsin value the voluntary
contribution of money, and volunteer work constitutes a sizable proportion of the
total workforce that such organizationsengage. Although people volunteer for
other organizations, such as government agencies and even businesses, most
volunteer work takes place in non-profit institutions.

23.20  Because volunteer work isso critical to the output of NPIs, the NPI Handbook
callson countriesto capture that activity in the satellite account and assign avalue
toit. The procedure for doing so involves measuring the time devoted to volunteer
work and assigning awage to thistime based on the activity performed by the
volunteer (the so-called “replacement cost” approach). Data on volunteer work can
be assembled through special household surveys or through periodic modules
added to regular labour force surveys. A recommended approach for carrying out
the latter approach is availablein the Manual on Measuring Volunteer Work issued
by the International Labour Organization?

7. Another important feature of the NPI satellite account that is handled
indirectly in the draft chapter is the non market output of market NPIs.
Here again, | suggest a paragraph referring explaining this issue and the
satellite account trestment of it. Suggested language is offered below:

7. Non-market output of market NPIs

2321  The1993 SNA valuesthe output of market producers by their salesrevenue. This
createsaproblem in valuing the output of what the 1993 SNA considersto be
market NPls-- i.e. those that cover the preponderance of their operating expenses
from market sales—since such NPIs often also produce non-market output that is
not counted under these SNA conventions.

23.22  To cope with this problem, the NPl Handbook recommends valuing the non-
market output of market NPIsthe sameway SNA values the output of non-market
NPIs—i.e., on an operating expense basis. This means adding the expenses
associated with the non-market output of market NPIsto the other measures of
market NPI output. Where cost exceeds sales revenue, the differenceistaken to be
the measure of non-market output. Where sales revenue exceeds costs, non-market
output is assumed to be zero. All datarequired for these cal culations should
already be available. In the case of market NPIs serving households, GDPis
affected. The additional output identified becomes household final consumption
expenditure, and atransfer of equivalent amount from NPI corporations to
households will be required to balance the accounts of both sectors.

8. A final important feature of the NPI satellite account that deserves
explicit mention is the further specification of revenue sources to clarify
the role of government funding in the revenue base of these
organizations. Suggested language for this point is offered below:

2 International Labour Organization, 2009. Manual on Measuring Volunteer Work. [In development.
Precise reference to be added prior to publication]



8. Identification of revenue sources

23.23 Instandard SNA usage, government purchases from NPIs are grouped with private
purchases as program service revenue, or market receipts. Similarly, government
grantsto NPIs are grouped together with private contributions astransfers. This
makesit difficult to determine the amount of support received by NPIsfrom
government or from private philanthropy. Because thisisan important matter in
policy discussions, the NPl Handbook calls on statistical authoritiesto identify the
share of market sales and transfers, respectively, coming from government. Once
thisisdone, it will be possible to bresk the sources of nonprofit revenueinto three
parts. government (including purchases and transfers), feesor charges, and private
philanthropy (transfers from households and corporations). Where possible,
moreover, the government fundingshould be differentiated between national and
locd governments, andboth the government and private transfersbetween
domestic sources and foreign ones.

* Insert rows in this Word table for each paragraph on which you wish to comment.

C. Accountsfor NPIsin the satellite account (paragraphs 23.30-23.36)

General
comment

The separate section “C”on “Accounts for non-profit institutions in the
satellite account” in the proposed Chapter 23 introduces much more than
the account structure. It also introduces important conceptual matters,
such astheinclusion of volunteer work and estimating the non market
output of market NPIs. These conceptual matters deserve their own
trestment as noted above. Once thisis done, the material left in original
section C can easily and logically be incorporated into the new Section C
focusing on the satellite account and the focus shifted to why the NPI
Handbook suggested three possible “cuts’ or versions of its
recommended accounts. Suggested language for this revised subsection
of new Section C is offered below:

9. Accounts for non-profit institutions in the satellite account

23.24  Because theNPI Handbook recommendstheinclusion in the NPI satellite account
of certain dataitems not now included in the core accounts, such as the value of
non-market output of market NPIs and the value of volunteer work donefor NPIs,
it acknowledges that some countries will require some time before they can
generate the datarequired for the full implementation of the satellite account.
Accordingly, it suggests a phased approach to the implementationprocess where
countriesfind thisnecessary. In particular:

a Inthefirst phase of implementation, countries could produce a set of accounts
that excludes the recommended additions and essentially corresponds exactly
to the SNA sequence of accounts. Thiscan be seen asasimple aggregation
acrossthe sub-sectors for NPIsin the corporations sectors, NPISHSs, plus NPIs
formerly included in the government sector in the original 1993 SNA but
excluded once the sectoring rules of 1993 SNA, Rev. 1, are applied;

b. Inasecond phase of implementation, countries could add an estimate of the
non-market output of market NPIs as described in para. 23.22 above, if this
turnsout to be significant. Any such non-market output of market NPIsis
treated asasocia transfer in kind to households and added to household
actual final consumption;

c. Inathird phase of implementation, countries could add in the estimated value




of volunteer work once data on the amount and character of volunteer work
become available;

Countries are not required to take this phased approach, of course, if the required
data are availableimmediately. In addition, the estimated value of volunteer work
can be included whether or not countries make an estimate of the non-market
output of market NPIs. In other words, countries can proceed directly from phase
1tophase3.

23.30-
23.33

As noted above, the material in paras. 23.30-23.33 is integrated into
paras. 23.19-23.22 plus 23.24 above.

23.34

Change numbering to: 23.25

This paragraph discusses the presentation of the data on the sources of
nonprofit revenue described in the new para. 23.23. Paragraph 23.34
does not make clear, however, that the NPl Handbook recommends
breaking revenue sources down among three sources—government,
private fees and charges, and private transfers. The revised text below
makes this clear. Thistext should be made part of new Section C above:

23.25 TheNPI satellite account includes other tables apart from the sequence of
accounts. One of theseisto show the details of revenue received with a
breakdown of origin and type of transaction. In particular, it is recommended to
distinguish among revenue coming from government (whether in the form of
purchases or transfers), from private fees and charges, and from private transfers.
Where possible, both feesand private transfers should be separated into those
coming from the domestic economy and those coming from the rest of the world.

23.35
and .36

Renumber as 23.26 and 23.27
Integrate into new Section C

* Insert rows in this Word table for each paragraph on which you wish to comment.

D. Other SNA considerations concerning NPIs (paragraphs 23.37-23.44)

Generd Click here and start typing.

comment

23.37 Delete. The major point of this paragraph appears to be to suggest that NPISHs
may be divided into those subject to foreign control and those not and that
donations from abroad be separately identified. These suggestions are already
covered in para. 23.23 and 23.25.

2 Changeto: 1

23.38- Changeto: 23.28-23.32

23.42

3 Changeto: 2

23.43- Change to 23.33-23.34

23.44

* Insert rows in this Word table for each paragraph on which you wish to comment.
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Part I11. Other specific comments

Y ou are welcome to make other specific comments. To assist you in doing so, the
following points are provided as a guide to the types of points on which you might wish
to comment. Note, though, that you are not restricted to commenting on only these
points.

1. Isthe scope and purpose of the satellite account clear?

2. Arethethree alternative valuations of output of NPIsin the satellite account
clear?

3. Arethere any other issues that should be added to section D?

Fecific comments:

Specific Click here and start typing.
comments

Y ou are al'so welcome to comment directly on the PDF file of the draft chapter. Please do
so by using Adobe Acrobat Version 6 or 7.

If you don’t have Adobe Acrobat Version 6 or 7 and would like to make detailed
comments, please send a message to sna@un.org requesting a version of the draft chapter
that permits you to comment. To optimize your commenting tools, please download
Adobe Reader 7.0 for free from http://www.adobe.com/products/acrobat/readstep2.html
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