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INTRCIUCTION

A. Purpcse and antecedents of the report

1. Accounts on the naticnal and sector balance sheets and on the revaluation of
assets and liakilities of institutional units, for example, enterprises, general
government, households, are an integral part of the present System of Naticnal
Acccunts (SNA).E7 The international guidelines on the SNA adopted by the fifteenth
segsgion of the Statiatical Commission delineate the place, structure and basic con-
cepts of these balance-sheet and revaluation accounts in the framewocrk of the system.
They do noct. however, provide specific definitions and classifications or standard
accounts and supporting tables feor such accounts. The Statistical Commission
therefore requested that detailed international guidelines in respect of the balance-
sheet accounts, and the links between them and the transaction accounts, should be
drawn up.

2. This paper furnishes the final version of the draft detailed international
guidelines on balance=sheet and reconciliation accounts that the Commission requested.
It reflects the results of work and discussions on this subject conducted during the
lagt six years. The first version of the draft detailed guidelines, "The proposed
balance-sheet and revaluation accounts of the System of National Accounts (SNA)" was
considered by the sixteenth session of the Statistical Commission and ®y a session

of the Working Party on National Accounts and Balances of the Conference of Furopean
Statisticians and was the subject of correspondence with national statistical author-
ities.2/ Based on those discussions and comments and on further research, & second
version of the draft guidelines, "The proposed balance-sheet and reconciliation
accounts of the System of Watigpnal Accounts (SWA)" was prepared with the assistance
of H.J. Spicer as consultant. It was considered and commented on ®y the eighth
session of the aforemenﬁ}oned Working Party and by national statistical authorities
through ccrrespondence..t/ The present paper is a revision of the second version of
the draft detailed international pguidelines on the balance-sheet and reconciliation
accounts of the SNA, in the 1light of the comments gathered on the second version and
still more research on the subject. It is thought that the draft international
guidelines set out in thisg document have reached the stage where the Statistical
Commissicn might consider their adoption.

B. Contentg of the report

5. The draft international guidelines in this paper relate tc the balance-sheet
and reconciliation accounts of institutional units only. They do not deal with sta-
tistics of the stocks of tangible capital assets -~ reproducible and non~reproducible -

;/ Henceforth in this paper, the initials SNA should e taken to refer to A
System of Waticnal Accounts, Series F. No. 2, Rev. 3, (United Nations publication,
Sales No., H.69.XVII.3).

2/ The first draft - E/CN.B/BgB and Add. 1, prepared with the assistance of
J.R.8. Revell as congultant. Comments on it appear in Officisgl records of the Sta-
tistical Commission on the Sixteenth Session, B/kg38, E/CN.3/417, paragraphs 22-26
and "Report of the fifth session of the Working Group on National Acccunts and
Balances", CES/WG.22/27, section IV.

3/ SI/STAT.70.

4/ "Report of the eighth session held in Geneva, 17-20 December 1973", Working
Party on Netional Accounts and Balances, CES/WP.22/L6.
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which establishment-type units use in preducing gocds and services. Thege statistics
are important in studying and analysing such gquestions as the capacity to produce,
the degree to which the available capacity is used or total factor productivity. It
ig therefore intended to develop draft international guldelines on statistics of the
gtocks of tangible capital assets used by establishments. This work should be under-
taken during the pericd, 1975-1976.

L, This report dces not deal with the balance and other statistics of national
wealth of countries with centrally planned economies; these data are discussed and
compared to the proposals in this paper in another document, "Statistics of
national wealth in countries with centrally planned econcmies.” (E/CN.3/461).

5. After a section on the action that the eighteenth session of the Statis-
tical Commissicn may wish to consider, the draft internatiocnal guidelines are pre-
sented in this report in the following corder. Secticn II discusses the uses to which
data on the balance sheets and on the reconciliation accounts of institutional sec-
tors might be put and, consequently, the reasons for including these statistics in
the SNA. The next section deals with the relationship of the proposed guidelines con
balance-sheet and reconcili.tion items to the adopted reccmmendations on the trans-
actions accounts of the SHA. BSection IV defines national wealth and explaing the
concept of the independent net worth of cocrporations. The following section con-
cerns the definition cf the statistical units for the balance-sheet accounts and
their classification into institutional sectors. Section VI deals with the scheme
of classification of assets and liabilities. Discussed in the next two sections are
the conceptual and practical problems of valuation and the reconciliation accounts,
which deal with the differences between the transactions in the capital finance
accounts during a pericd and the changes in balance-sheet figures betweenthe begin-
nins and end cf the pericd. The additional standard accounts and supporting tables
on balance sheets and reconciliations to be intrcduced in the SNA are given in sec-
tion TX. The paper ends with a brief discussion of the statistical sources and
practical problems of compiling balance-sheet and reconciliation data in section X.

I. SUGGESTED ACTION BY THE STATISTICAL COMMISSICHN

1.1. After considering this report and document E/CN.3/461, the elghteenth session
of the Statistical Commission may wish:

(a) To recommend detailed international guidelines on the balance-sheet and
reconciliation accounts of A System of National Accounts (SNA) for the use of coun-
tries employing this system, based on this report modified, as necessary, in the
light of the Commission's discussions and conclusicns;

Te request the Secretary-General

(a) To prepare, publish and circulate a supplement to the publication, A
System of National Accounts, Series F, No. 2, Rev.3. (United Nations publication
Sales No. E.69.XVII.5), on the detailed international guidelines on the balance-
sheet and reconciliation acccunts cf the SNA adopted by the Statistical Commission;

(b) To prepare draft international guidelines on statistics of the stocks of
tangible capital assets of establishment-type units, in the context of the SNA and
cf the MPS;



E/C.3 /460
English
Page T

{¢) To continue work on the correspondence and linkages, in concept, between
the statistics of balance sheets and associated accounts in the context of the SNA
and the statistics cof national wealth in the context of the MPS;

{d) To prepare a technical manual on the capital finance, balance-sheet and
reconciliation accounts of the SHNA,

1.2. The cost of the publications on the international guidelines on the talance~
sheet and reconciliation accounts of the BNA and on the technical manual on the
capital finance, balance~sheet and reconciliation accounts are estimated at $12,800
and $10,050, respectively.

II. USES OF BATANCE-SHEET AND RECONCILIATION ACCOUNTS

2.1. The extension of a national accounting system to include balance sheets and

the accompanying reconciliation accounts should result from the values cf having the
additional data. Countries are undertaking work on balance sheets to an increasing
extent because they congider it necessary to have the data to monitor, assess and
understand econcmic and financial conditions and behaviour. The practical diffi-
culties of compiling balance sheets and the concentration on transactions in national
accounting have slowed these efforts. This section outlines these develcpments and
indicates a number of the major purposes for which balance-gheet gtatistics are
teing, cor may be, used. The discussion is not exhaustive, in part because of the
limited national experience in compiling ahd using balance-sheet data.

A. The growing needs for balance sheets

2.2. In order to understand the flows of national income and expenditure, it is
necessary to know the ways in which and the means through which, the institutional
sectors of an economy finance their activities. Consequently, an increasing number
of countries are compiling comprehensive capital finance accounts for institutional
sectors and sub-sectors which link transacticns in saving and "real" capital with
transactions in financial claims and which classify the latter transactions accord-
ing to type of c¢laim. Such accounts have proved to be useful in analysing and fore-
casting financial requirements and behaviour; as a result they have contributed to
formulating monetary policies and to managing the finance of econcmic activities.

It is however being increasingly realized that figures of levels of financial assets
and liabilities, as well as of flows, are needed in order to understand financial
conditions and behavicur. Thus, an institutional sector with funds to invest will

be influenced by the pattern of the investments already held. Likewise, an institu-
tion needing finance will pay heed to its existing pattern of indebtedness. An indi-
vidual corporation surely pays edual attention to its prcfit and loss and its balance
gheet. Accounts on fihancial transactions have, to some extent, been neglected,
because there still is no generally accepted theory of the role of finance in an
economy; one reason for this may be the lack of supporting balance-sheet accounts.

2.5. There is also growing reccgnition of the needs for balance-sheet data on hold-
ings of tangible assets in dealing with economic and other problems. Data on the
level of the stocks of raw materials and products of enterprises are wanted in ana-
lysing their financial requirements and in scheduling their precduction and purchases.
The magnitude and character of the stocks of fixed and circulating assets of enter-
prises are important factors in their capacity for, and efficiency of, production,
their capital replacement and expansicn, and theilr needs for investment funds.
Balance-sheet date on mineral deposits, agricultural and urban land, timber tracts
and the like are wvaluable in dealing with problems of the availability, exploitation
and other aspects of the management of thesge natural resources.
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2.4, Statistics of balance sheets are also in increasing demand in order to measure,
assess and analyse the economic strength and well-being cf nations, enterprises and
households and the distribution of wealth in and among nations. The stock of man-
made and natural resources of a nation delimits 1ts capacity to produce and is a
determining factor in its comparative advantages in international trade. The foreign
debts and credits of a nation are indicators of its degrees of dependence on, cor of
independence from, external finance and ites international ligquidity. The balance
sheets cf enterprises may be put to similar uses. Household holdings of financial
assets and liabilities are indicative of their financial security and affect their
consumption behaviour. Their stocks of consumer durables are important aspects of
their level of living.

B. Areas of use of balance sheets

1. Personal wealth

2.5. One area where the need for figures on the levels of financial assets and lia-
bilities has been evident is in studies of the factors determining personal consump-
tion and saving. Consumption and savings functions have often included a variable
on wealth. An illustration of the need to take account of wealth is the likelihecod
that individuals hcolding large amounts of corporate securities will increase their
consumption when share prices rise sharply. As the stocks of durasble consumer goods
of households, and the deterioration and obsolescence of these goods, affect

their purchasing patterns, data on these stocks are also needed in delineating con-
sumption furnctions. Further, balance-sheet statistics on households are sought
to assess the distribution of wealth among them and their financial liquidity and
behaviour and their levels of living.

2. Money and guagi-money

2.6. Ancther area where there is an obvious need for figures of holdings is in mone-
tary analysis and policy making. For a full analysis, a range of statistical series
are needed because "money" is not simply defined. A spectrum of liquid assets,
starting with currency in circulation, continuing with transferable time and savings
deposits and ending with short-term assets, such as negotiable time certificates of
deposit and bills, maey be considered "money" or "quasi-money”. These assets may be
in naticnal currency or foreigh currency and may be held by a number of different
institutions. Those concerned with the role of money need comprehensive and detailed
data in crder to develcp useful definitions cf "money" or “gquasi-money". Comprehen-
sive balance sheets would meet this need and, in standard form, would facilitate in-
ternational comparisons.

3. Ratios involving levels

2.7. Balance sheets are alsc needed for purposes of computing widely used ratios
that involve figures cf the level of items. Banks and other financial institutions,
for example, observe specific liquidity or reserve ratios; their behaviour therefore
cannot be understood or forecast without using balance-sheet data. Non-financial
corporations also pay heed to certain ratics, for instance liquid assets in relaticn
to turncver and current assets in relation to current liabilities. Analysts often
wish to test a number of other relationships between balance-sheet items 'in investi-
gating the condition and behaviour of enterprises. It is interesting to note that
stock market studies make extensive use of ratics.
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4. Portfolio-type adjustment models

2.8, Changes in balance-sheet items may sometimes be interpreted by using portfolio-
type adjustment mcdels. TFor example, assuming that an institutional sector desires

a given optimum portfolio of investments, the sector would engage in financial trans-
actions in order to maintain that portfolic when the pattern of its holdings changes.
This may be brought about by a change in the market value of a given financial asset
or by accumulating saving, initially in the form of increases in liquid assets.

5. Btudies of tangible durable assets

2.9, Figures feor heldings of fixed assets may be used in studies of production, for
example, fitting producticn functions, computing capital-cutput ratios, measuring
total factor productivity or assessing capacity to produce. For these purpcses the
figures cf fixed assets should be clasgsified according to the kind of economic activ-
ity of the establishments using the assets, instead of the enterprises owning the
aggets, and perhaps should be valued differently. As is indicated in paragraph 3
above, this topic falls outside the scope cf this report. The fixed assets of in-
stitutional units are dealt with in this paper primarily from a financial point of
view. Data on the stocks of fixed assets owned by the institutional units are
wanted in studies of their investment behaviour and needs for financing. Balance-
sheet figures cn the mineral deposits, land timber tracts and similar natural re-
sources owned by institutional units are of interest for purpeses of monitoring the
availability and exploitaticn of these non-reproducible resources and formulating
envircnmental policies.

6. Analysis of stockbuilding

2.,10. Data on the level of stocks are obvicusly needed in studies of stockbuillding
in relation to financing and in relation to production. TFor example, there are cor-
relations between the level of stocks and borrowings from banks or other financial
institutions. And, ratios of stocks tc ocutput for products and of stocks to pur-
chages for materials are of interest in assessing economic conditions and forecast-
ing production and purchasing plans.

T. National wealth and internaticnal comparisons

2.11. Balance-sheet figures may be used to analyse the structure of a nation's
wealth a2nd to compare it with the structures of other countries. One general mea-
sure of financial structure which has been developed for this purpose is the "finan-~-
cial interrelation ratio". This measures the ratio of total financial liabilities
outstanding to the total value of national wealth or to total tangible assets.
Because institutional sectors customarily differ in their reliance on outside finance
as against retained savings, the relative shares of institutional sectors in the
ownership of national assets (non-financial plus financial) are important in ex-
plaining differences in the structure cf national balance sheets. The role of fi-
nancial institutions in providing outside finance is also of interest as their in-
tervention leads to the issue of two financial claims instead of cne claim when
lender and borrower deal with one another directly.

2.12. Data on the level as 'well as on the composition of a nation's tangible
and financial wealth are also the subject of considerable interest. These data
furnish indicators of the economic resources and financial liquidity of a nation.
They also are wanted fcr such purposes as assessing the external debtor or creditor
position and problems of a country. For some of these uses, figures of the stocks
of tangible assets and net foreign debt cor credit may be sufficient.
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C. Uses of reconciliaticn accounts

2.1%3. For most of the purposes which have been mentioned above, it will be helpful,
and sometimes essential, to have reconciliation accounts in order to explain the
differences between the changes in balance-sheet items and the transactions in capi-
tal finance accounts. In manhy cases, 1t is necessary to pinpoint changes in balance-
sheet items 1In order to explain transactions.

2.14, If transactions occur as a result of increases in the value of holdings of
assets, say because of higher equity prices, holders spend more or restore the altered
pattern of their pertfolios, it is important to document the revaluation. Figures

of revaluations will also assist in analysing the differential effects of inflation

on varicus types of assets and liabilities, and on the well-being of wvarious institu~
tional sectors.

2.15. The reconciliation accounts furnish data on the additions to, and depletions
in, known reserves of mineral deposits and on the natural growth and destruction of
standing timber. They exhibit certain aspects of the deterioration of the natural

environment and give information on the obsolescence of fixed assets.

2.16. The reconciliation entries will also provide information on the extent to
which instituticnal units shift from one sector to another or are consolidated or
broken up. The differential effects will alsoc help explain differences in financial
interrelation ratios between countries.

D. Assistance in the compilaticn of national accounts

2.17. Balance-sheet and reconciliation accounts will be of agsistance in work on

the transaction accounts of the national accounts. The cross~checking and reconcil-
iaticn of the changes in balance-sheet items with the correlated capital transactions
should improve the reliability and accuracy cf both sets of data. The ccllection of
reports from institutions linking profit and loss and balance-sheet figures on depre-
cilation and net worth and coupling transactions and changes in balance sheets in the
case of assets and lisbilities, would be valuable for that purpose. The cross-
checking and reconciliation of the two sets of data may alsc help tc understand and
reduce any statistical discrepancy in the derived figures of net lending (net borrow-
ing) between the upper and lower panels of the capital finance accounts of the SNA,
Net lending is equivalent to the sum of saving, depreciation and capital transfers
less the sum of gross capital formation and net purchases of land and intangible non-
financial assets in the case of the upper panel and to the sum of transactions in
financial assets less the sum of transacticns in liabilities in the case of the lower
panel. Comparisons between holdings of financlal assets and liabilities and property
incomes received and paid out may be of value in detecting migging data in respect

of these items.

I1I. PLACE OF BALANCE SHEETS IN THE SNA

A. Purpose of the guidelines

5.1, The guidelines in this report present a comprehensive set of balance-sheet

and associated accounts and tables which might serve as a goal for national account-
ing. Few countries have taken steps towards the introduction of national and sector
balance sheets. Furthermore, because of the differences in nature and statistical
problems between balance sheets and the existing transaction accounts, even countries
with advanced naticonal accounting systems may not be able to complete their systems
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with balance sheets for a number of years. Nevertheless, even an incomplete set of
balance~sheet acccounts, for -example on & few groups of financial institutions only,
will yield useful results for understanding financial behavicur and it isg adwvanta-
geous to work toward the same definitions and framework from the start. It is there-
fore worthwhile to formulate international guidelines on balance-sheet and sssociated
accounts, sharing the experience which is thus far available.

B. Relstion to transaction sasccounts

3.2. The concepts applicable to balance-sheet and reconciliation accounts which are
linked with capital finance accounts, should be considered from two polints of view:
firgt, the uses to he made of the balance-sheet figures; secondly, the incorporstion
of the balance-sheet and reconciliation accounts into the SNA as already adopted.
The uses of the balance-sheet and assocciated accounts have been given primary con-
sideration in formulating the guidelines proposed in this paper. In the ewvent,
however, it has proved possible to fit these accounts into the existing SHA without
difficulty; there are cnly a few instahces where the entries 1n the capital finance
accounts do not dovetall exactly with bthe prcposed balance-sheet data. There sre s
few other cases where elaboration cf the classificaticns and definitions of the SNA
is necessary. These instances are dealt with in various parts of the paper. While
the SNA does not provide full definitions and classifications for balance sheets or
a full-discussion of the valuation of these items, it does demonstrate how balance
sheets fit into the framework of the national accounts.

C. General character of balance sheets

3.5, The balance-sheet accounts are statements of tangible assets and intangible
non-tinancial assets owned by the various institutional sectors of the economy and

of the outstanding financial claims between institutional units. The SNA recommends
a common basis cof valuation for these items - at market prices. For any one sector
the total value of all assets held, less the total value of financial liabilities

and share capital, is called "net worth". Thus, in the illustrative tables given in
the SNA, corporate equity securities are included with the liabilities of the issuing
secters. It follows that the balance sheet for each sector balances in the sense
that the sum of its net tangible assets, non-financial intangible assets and finan-
cial assetg is equal to the sum of its liabilities, share capital and net worth.

2 i, These concepts are best demcnstrated by reproducing in table 3.1 an illustra-
tive tawle from the SNA (it is table 2.15 of the SNA), It should be noted that in .
the balance sheets of the individual sectors and in thelr summation, financial assets
do not equal liabilities and that net tangible assets are therefore not equal to net
worth. For all institutional sectcors, that is for the naticn as a whole, total net
worth - often called "national weslth" - is equal to the sum of net tangible and in-
tangible non-financial assets and financial claims on non-residents less the sum of
financial liabilities to non-residents and domestic shares held by non-residents: in
table 1, 661 + (31 + 51 + 115) - (52 + 36 + 77) = 693. Therefore, for a complete
picture, it is necessary to include columns for the rest of the world, containing as
financlal assets, claims cn residents held by non-residents,and as liabilities,
claims on non-residents held by regidents. These columns furnish a consolidated bal-
ance sheet for the rest of the world, showing the links between the rest of the world
and the country in qQuestion.
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3+5. In accordance with the principles adopted in paragraph T7.84 of the SNA, there
are no figures for non-residents' holdings of net tangible assets in the balance
sheet of the rest of the world. Non-financial assets, such as land bought by a non-
resident, are treated as owned by a nominal resident institution; the non-resident
holds a financial asset in the form of the equity of the nominal resident institution.
Similarly, residents' holdings of real estate abroad are treated as the rest of their
holdings of financial assets.

3.6. Once columns have been included for the rest of the world, the sums of the
columnhs are ldentical on the asset and liability sides of the balance sheet. Thus,
the total value of each type of financial claim held as an asset is equal to the
total value issued as a liability; the total of financial assets equals the total of
financial liabilities and share capital; and the total value of net tangible assets
is the same as total net worth.

3.7« It should be emphasized that these identities exist only on the assumption in
the SNA of a common valuation of financial claims held as assets and issued as lia-
bilities. The entries in the illustrative tables of the SNA are at current market
prices or, in the case of tangible fixed assets, at replacement cost. The SNA
stresses, however, that other values may be important and can be incorporated into
the system. As willl be seen in section VI, it is proposed in this paper that it is
better in balance sheets to value certain fixed assets at market prices.

3.8. In the SNA, share capital, valued at market prices, is included with liabili-
ties; incorporated enterprises are then left with an independent net worth. This
matter is discussed in section V of this paper, where it is proposed that this con-~
cept of independent net worth should be retained in balance-sheet accounts.

3.9. In the SNA it was assumed that changes in balance-sheet figures between one
date and the next could be completely explained by net accumulation and revaluations.
Ixperience has shown that there will be other changes as well; and that there is
need for a "reconciliation account" instead of a "revaluation account™, between
opening and closing balance-sheet entries to explain the changes in terms of the
transactions of the capital finance accounts, revaluations and adjustments. This
forms the subject of section VIII of this paper.

IV. UNATIONAL WEALTH AND NET WORTH

A. Scope of national wealth

L.1. National wealth, that is the total net worth of any one country, may be defined

in two ways. TFirst, as is noted in paragraph 3.4 above, it is the total of the
various kinds of net tangible and intangible non-financial assets of residents, plus
financial claims on hon~residents, less financial liabilities to non-residents.
Secondly, as table 3.1 shows the same total may be obtained by adding together the
totals for the net worth of each of the resident sectors.

L.2. Problems arise concerning the scope of the national wealth in the case of
tangible goods and intangible non-financial items; there are no doubts concerning the
inclusion of financial claims. Account needs to be taken of at least three criteria
in resolving these questions. One consideration is the nature of, and benefits from,
the item relative to the concept (notion) of national wealth and the purposes for
which statistics of national wealth are wanted. Another criterion is the conceptual
and practical problems and difficulties of measuring the value of the items included.
The third consideration is maintaining as much consistency as is feasible with the
concepts and definitions adopted for the transaction accounts of the SNA.
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l. Tangible reproducible goods

Lh.3, There is no guestilon that the items included in gross capital formation in
the SNA ~ the fixed assets of enterprises, government and private non-profit institu-
tions and the stocks of other reproducible goods of enterprises and, in certain in-
stances, government - should be included in national wealth. These tangible repro-~
ducible goods result from, and are used in, the production of geoods and services.

The value of stocks of these items may, in general, be assessed without much diffi-
culty as they are the subject of frequent transactions in the market and in most in-
stances of systematic record keeping by the owners.

h.kh, The tangible reproducible durable goods which governments put to military

uses mainly are not included in gross fixed capital formation in the SHNA; it is con-
gidered that they should alsc be excluded from stocks of fixed assets in the case of
the balance-sheet accounts. These goods are perishable and become obsolete rapidly.
The stocks are not too important for purpcses of econcmic analysis because they de-
pend on other considerations, such as the international pclitical climate and national
security. Furthermore, difficulties of measuring the depreciated value of the stocks
would be great because thelr degree of deterioration and obsclescence vary substan-
tially, depending on technological and political circumstances. However, durable
items such as schools, hospitals, air fields or roads mainly used for military pur-
poses may, in addition, be used for civilian purposes or may be shifted to the latter
purposes entirely. Furthermore, these items do not present as great difficulties of
valuation as other types of military goods and when the gocds are transferred to ci-
vilian uses, they are added in greoss fixed capital formation in the transaction
accounts cof the SNA and should be incliuded in the balance-sheet accounts. Thus,
while military durables are to be excluded from the balance-sheet accounts, it is
considered to be desirable to show these goods in a supplementary table.

4.5, The durable gocds of households, such as automobiles, refrigerators, washing
machines and furniture, are also excluded from gross fixed capital formation in the SNA.
This treatment may seem anomalous as the same items, when in the possession of pro-
ducers of goods and services, are considered to be fixed assets and they de yield a
stream of benefits to households over a number of years. Turthermore, possession of
the durable goods are important elements in the level of living of households and in
their patterns of consumption and of financial behaviour. HBowever, the benefits
households derive from these goods are not included in the production of goods and
servicesg. The inclusicn of durable goods in the standard balance-sheet accounts
would therefore create serious problems of reconciliation with the transaction ac-
counts of the SNA. It would alsc raise substantial difficulties of estimating mar-
ket values and depreciation in a number of cases. It ig therefore considered best
to omit these reproducible durable goods from the standard accounts and tables on
balance sheets. However, in order to furnish information for the purposes mentioned
above, it is desirable to include a supplementary table on household holdings of con-
sumer durables in the system.

2. Tangible non-reproducible goods

4.6, Tangible non-reproducible durables, for example, land,timber tracts, subsoil
deposits and fisheries used in the commercial production of goods and services,are
dealt with in the transaction accounts of the SNA only when sold and purchased.
Natural resocurces in the public domain, such as rivers, lakes and other bodies of
water, roads, parklands, unused wilderness and the atmosphere, which are not subject to
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ownership rights and which are generally not sold (purchased), are not taken into
account at all. Outlays on the permanent improvement and extension of the afore-
mentioned non-reproducible items are covered in the gross capital formation of the
SNA, either under "land improvement" or "other construction except land improvement".
Such outlays are, in general, not made oh unused wilderness or in the atmosgphere.
Historical monumentg, artifacts and art cobjects are also covered in the transaction
accounts of the BSNA only when sold and purchased.

4.7. While all of the neon-producible tangible assets listed above are part of the
natural or men-made endowment of a country and yield benefits over an extended period
of time, the stream of benefits from, and the value of, only the tangible non-repro-
ducible resources which are used in the commercial production of goods and services
are generally priced in the market place. It therefore becomes feasible to value
these assets. In addition, the goods and services flowing from their use are included
in production and the capital outlays oh their improvement and extension are counted
as capital in the transaction accounts of the SNA. As a result, it is proposed that
these tangible non-reprodicible assets should be covered in the balance-sheet accounts.
Primarily because of the conceptual and practical difficulties of valuing the tangi-
ble non-reproducible assets in the public domain, as well as the benefits they yield
over an extended period of time, it is proposed that these resources as such should

be excluded from the balance-sheet accounts. However, construction work for the
permanent improvement and extension of these assets, such as dikes, breakwaters, dams,
roads, pavilions, land clearance for parklands, would be included in the balance-
sheet accounts as reproducible tangible assets. In the case of historical monuments,
artifacts and art objects, in order to facilitate wvaluation, only those which have
been purchased (sold) are to be covered in the balance-sheet accounts.

3. Intangible non-firnancial assets

4.8, Intangible non-financial assets are, by nature, difficult to define; it is
more a question of establishing conventions. Two types of assets which might con-
ceivably be included are human capital and the store of scientific knowledge. IT
they were to be included in national wealth, a significant part of what are now cur-
rent expenditures in the SNA would become capital cutlays. The expenditures in ques-
tion are outlays such as on education and training, on medicine and health and on
research and development. There has been at least one attemg? to measure these in-
tangible resources of human capital and stored-up knowledge.</ However, the con-
ceptual and practical difficulties of identifying and measuring the aspects of these
outlays which may be considered tc be part of accumulation are considerable and the
usefulness of doing this is, in some cases, questionable. For example, these outlays
may cohsist of variable mixtures cof short-term (consumption) and long-term (capital)
benefits which it is very difficult to disentangle; the correlations between the
long-term benef'its and the outlays are often not great; the acquired knowledge and
skills mey become obsolescent. These types of resources are therefore omitted from
the standard balance-sheet accounts. To some extent, such assets enter into private
accounts as "goodwill"; this is discussed in paragraph 6.7 below, where it is con-
cluded that "goodwill" should not be included in the balance sheets.

h.9. The only intangible non-financial assets thatitis proposed should be covered
are those included in the transaction accounts of the SNA. These assets consist of
patents, copyrights, trademarks, leases in respect of land and buildings and exclu-
sive rights and concessions to exploit mineral deposits, fisheries and timber tracts.

5/ John W. Kendrick, "The treatment of intangible resources as capital®, The
Review of Income and Wealth, Series 18, No. 1 (March 1972).
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In the case of the SMA, these intangible non-financial assetg are included only when
they are purchased {sold); they are not accounted for at the time they are created.

A similar approach is proposed in the balance-sheet accounts in the case of patents,
copyrights and trademarks, the cost of purchases furnishes the values to be assighed
to these assets. In the case of leases and the exclusive rights to exploiting mine
eral deposits, fisheries and timber tracts, the approach proposed in the case of
balance sheets differs from that in the case of the SNA. In essence, it is suggested
that such rights, if long-term, should be considered to represent a share of the cur-
rent market value of the land, buildings, mineral deposits, etc. if the periodic
rents, royalties or similar payments for them are significantly less than the current
going rates. (See paragraph 6.15 for fuller discussion of this matter).

B. The net worth of sectors

4.10. A corporation is owned by its shareholders. Therefore, in a sense, the whole
of the corporation's assets, less its liabilities to third parties, belongs to its
shareholders. If this principle were to be adopted in balance sheets, corporations
would not have independent net worth and the net worth of the cther sectors, espe-
cially households, would be higher. :

4,11, The same sort of argument might be made in the case of general government,
which is "owned" by the voting population and whose debts, in the extreme, might be
paid by, say, a general tax. Governments usually have negative net worth, which
might be attributed to households, All national wealth would then be attributed to
households.

L4.12. While there is logic behind the argument above, it is necessary to see whether
it results in the most useful way of presenting statistical data for use in analysing
behaviour. Fromn the point of view of households, this is not so. Households value
their shares in terms of the amount for which they would be sold, that is market
value and not in terms of the net worth of the corporations involved. The households
behave as though they were crediters, rather than owners, of the corporation; they
pay attention teo their rights of ownership to the underlying net assets only when the
corporation is being liguidated. ©8till less do they consider that, as individuals,
they might at some time be liable to pay their share of the national debt.

4.13. This leads to an important principle of sector balance sheets: the accounts
are designed to measure the sum of the heldings of the individual units which make

up the sector, not the collective wealth of the statisticael abstraction called a
"gector". Studies of the balance sheets concern the pattern of behaviour of the in-
dependent units, not of the sector as an entity. Collective wealth, that is wealth
which might be attributed to a group of units but which cannot be appropriated by any
one unit, does not affect their behaviour and is therefore not to be counted as their
financial assets., This means that corporations retain an element of independent net
worth. This independent net worth, which can only be appropriated to the individual
shareholders through a liquidation or takeover, is the counterpart of the retained
saving described in paragraph 7.7l of the SNA,

4.14. Turning to the behaviour of the corporation, there is a marked distinction be-
tween its issued capital and its retained saving., If finance is needed, say for
fixed investment, the corperation may either use internal finance or external finance.
Internal finance, that is use of retained saving will leave the total of assets and
the total of liabilities and net worth unchanged but will result in a change in the
mixture of the assets. External finance through a new issue of shares will result

in increases in the total of assgets and in the total of liabilities and net worth.
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Even more important aspects of the differences between internal and external finan-
cing are the differences in their impact on the assortment of liabilities and assets,
the distribution of the net income, and the pricing policies of the corporaticns and
on capital markets. It is therefore important that share capital and net worth
should appear separately in sector balance sheets.

4.15. The net worth of corporations will include various reserves and provisians,
such as amounts set aside for depreciation and tax reserves. Corporatiocns do not
view these reserves as belonging to sharcholders; in fact, banks and certain other
financial institutions have sometimes been allowed to have "hidden reserves". The
place of these variocus reserves in balance-sheet accounts is discussed in paragraphs
6.4  through 6.6 below.

4,16. There may, of course, be occasions when it will be useful to combine the cor-
porations' net worth with its share capital as liabilities tc shareholders. There
will be no difficulty about this as the excess of assets over the sum of liabilities
and share capital may be easily added to the figures for share capital.

4.17. Individual shares in the equity of most private non-profit institutions are
not conceivable; such institutions have an independent net worth.

V. CIASSIFICATICN OF INSTITUTICNAL SECTORS

5.1, This secticn concerns two main topics: the definition of the statistical
unit for balance sheet purposes and the grouping of these units into institutional
sectors. It first deals with the suitability cof three types of transactor urnits for
purposes of balance sheet data - establishment-type units, legal units and families
of legal entities. That secticn is followed by a discussion of the problem of clas-
sifying holding companies and trust propertiles according te institutional sector.
The section then turns to the purposes of the classificaticn of instituticns into
sectors and sub-sectors and concludes that the classification in the SNA is suitabie
for balance sheets though often not detailed enough. Further subdivisions of sectors
can not, however, be standardized because of wide variation in financial structure
from one country to ancther.

A, The statistical unit

1. The SNA recommendations

5.2, Two main classes of transactors are distinguished in chapter V of the SNA,
First, there is a class of transactors for purposes of compiling data on the flows

of goods and services in the production, consumption expenditure, and capital forma-
tion accounts. In this case the major interest is in the cperaiing decisiohs in
regpect of preduction; workplace or establishment-~type units are therefore needed.
The second class of transactors is needed for dealing with the financial flows of

the income and cutlay and capital finance accounts. Inh this case, the concern is
with the units, often consisting of a number of the first class of transactors, which
make financial decisions, such as the dispositicn of income, the accumulation of
property and its finance, and borrowing and lending. ‘

5.5. In the case of corporate and duasi-corporate enterprises, these units are
ideally "statistical units consisting of families of incorporated or gquasi-corporate
enterprises which, as a result of ties of ownership, are controlled and managed by
the same interests" (SNA, paragraph 5.61). These families are defined as those where
5C per eent or more of the equity of each legal entity is owned by the same interests.
In the case of general government, the desirable and practicable statistical units
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undey discussion are the corgans cf general government, for example the central gov-
ernment as a whole, the various state, provincial or local govermments and the indi-
vidual sccial security schemes;each organ also constitutes a separate legal entity
in many instances. The private non-profit institutions included in the sub-sectors
of general government because they are wholly, or mainly, financed and contrelled by
organs of government, should be treated as separate statistical units. In the case
of private non-profit instituticns serving households, the unit is, in general, the
legal entity. It may however be desirable in certain instances to combine private
non-profit institutions controlled by the same interests into a single statistical
unit. In the case of households, the practical units in guestion are each household
plus the unincorporated enterprises owhed by its members, which together make up a
legal entity.

5.4, In the case of incorporated and guasi-corporate enterprises, the use of the
family of legal entities in the income and outlay and capital finance accounts is
however qualified in four ways. First, it may not always be feasible to identify
the families of entitles or to compile consolidated data for them. In these circum-
stances, the families will be limited to those legal entities of the family for which
consolidated accounts are available. Second, the use of statistics for families of
enterprises will reduce the usefulness of certain compilations, for instance accord-
ing to kind of economic activity. In such cases, it is necessary to use the insti-
tutional unit "of narrowest scope which receives and disburseg incomes and buys and
sells property and which always has complete profit and loss and balance-sheet
accounts™ (SNA, paragraph 5.62). This is, for incorporated enterprises, the legal
entity, which may consist of a number of establishments. Third, if the family of
legal entities consists of financial and non-financial enterprises, it will be essen-
tial to use at least two statistical units in order to include each group of enter-
prises in the separate institutional sectors. The fourth qualification to the use

of the family ¢f entities is a very important practical one; profit-and-loss and bal-~
ance=sheet accounts are,in the case of some countries, generally available for indi-
vidual legal entities only (SNA, paragraph 5.63). Then the practical statistical
unit is the individual legal entity.

2. For balance sheety of institutional units

(a) Advantages of the family of entities

5.5. As was noted in section IT. above, the major uses of balance-sheet statistics
are in studies of financial conditions and behaviour. T )

5.6. In the case of incorporated and quasi-corporate units, the family of legal
entities is recommended for use in the income and outlay and capital finance accounts
of the SNA because of the interest in the units where financial decisions are taken.
In a commonly-owned group of corporations, finance is very likely controlled from the
centre. Frequently, if finance is needed by a subsidiary company feor, say, fixed
investment, the parent company makes a capital issue and passes the proceeds to the
gubsidiary in exchange for shares. The decision to do this takes into account the
circumstances of all members of the group. It might egually have been decided that
ancther subsidiary company, which had a good year, should transfer less of its profit
to the parent unit and make a loan to the first subsidiary.
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5.7, The financial links between members of a family of corporaticns are therefore
often meaningless for purposes of analysis. Funds are shuffled among members of the
group and loans are made without intentions of repayment. The financial links be-
tween them mey be designed to "window-dress" the balance sheet. Entering these for-
mal financial assets and liabilities in sector balance-sheet accounts is more likely
to be confusing than helpful in analysing the data.

5.8. Moreover, the intra-family transactions may contribute to the compilation of
erroneous figures. This is because, in countries where it is impossible to obtain
consolidated accounts for families of legal entities, the individual units are usu-
ally permitted to have different balance~sheet dates and the data from balance sheetsg
relating to various dates are obviously different frcm the data from balance sheets
for the same date. This problem may arise even in the case of balance~sheet data
gathered in special returns if, for practical reasons, companies are allowed to use
their normal accounting dates,

5.9. In the case of general government, the SNA recommends that the organs of gov-
ernment should be used ag statistical units because the finance of and expenditure
on their ministries, departments, government enterprises not considered to be quasi-
corporate and other units are Jjointly determined and controlled. There may be many
bookkeeping entries on debite and credits between these units which have nc economic
or firancial significance. Furthermore, the organs of government are likely to be
the only practical units for the compilation of the financial data of the income and
outlay, capital finance and balance-sheet accounts.

5.1C. In the case of hcuseholds, financial decisions in respect of their household
activities and unincorperated enterprises are usually made jointly and financial
assets and liabilities are pooled and used in common, in fact as well as legally.
Furthermore, the available balance sheet and related records on these assets and
liabilities will, in most instances, not separate the household and its variocus un-
incorporated enterprises, one from the cther, and will, in any case, not draw such
economically meaningful distinctions.

(b) Disadvantages of the family of entities

5.11. The major disadvantage of adopting the family of legal entities as the stan-
dard statistical unit in the case of incorporated and quasi-corporate enterprises is
that it is not a practical unit in the case of a number of countries. 1In countries
where the fiscal and other regulations call for balance sheets for the individual
legal entities only, .it may not be possible to compile figures for the families, or
even to identify them.

5.12. BSecondly, a family of entities often covers a wide range of economic activity.
Thus, it sometimes includes both financial and non~financial enterprises. In such
cases it is not desirable to use the family of entities as the statistical unit.

The legal entities inh different institutional sectors should be treated as different
statistical units; where there are branches and subsidiaries abroad, these will, as
in the 8NA, be included in the rest of the world. As the use of the family of legal
entities in classifications of non-firancial enterprises according to kind of econom~
ic activity will often limit the usefulness of making the classification, the indi-
vidual legal entities might be used for this purpose.

(c) The ideal: the family of legal entities

5.15. Despite the difficulties mentioned above, it is considered that the family of
entities is, in principle, the main statistical unit which should be used in sector
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balance sheets. The excepticon tc this recommendation is that when the family con-
sists of entities following into different sectors or subsectors, for example of fi-
nancial insgtitutions and non-financial enterprises; they should be divided into sta-
tistical wnits according to these differences in classification. This does not pre-
clude the use of the legal entity as a supplementary unit in tabulating balance-
sheet data according to kind of economic activity. In countries where for fiscal
purposes balance sheet data are required for the family as a whole, this will not
present difficulties. However, other countries may find that the practical statis~
tical unit for purposes of balance-sheet data is the legal entity only. In any case,
the same statistical unit or units should be used in balance-sheet accounts and in
capital finance accounts.

5.14. Certain kinds of international comparisons of balance-sheet data, for example
of financial structure, will be affected by differences in the statistical units
used. It is therefore suggested that countries using the legal entity only should,
if possible, comment in notes to their balance-sheet accounts concerning the extent
to which the use of these units, instead of families of entities, affected the fig-
ures. It would alsc be desirable for them to correct the balance~sheet data for the
effects of "window-dressing".

5.15, It is convenient at this juncture to state a general principle that follows
from the use of the family of legal entities as the statistical unit in balance-
sheet accounts. This is that the financial links befween the members of each family
that make up the same statistical unit, but not between different families and other
independent units, shculd be consolidated out. As the entities of a family which
fall into different institutional sectors or sub-sectors are tc be treated as sepa-
rate transactor units their financial links are, in general, not to be consclidated
out.

3. Problem cases

(a) Holding companies

5,16. Problems of assigning holding companies te institutional sectors or sub-
sectors arise when they have subsidiaries which fall into more than one of them.

It is suggested that, in general, the holding company should be allotted to the sec-
tor or sub-sector of the subsidiaries in which it holds the most assets. It will
however be desirable to make exceptions itc this general rule. For example, in the
case of a holding company with two subsidiaries, the larger of which is a commercial
bank, it would not be desirable to classify the holding company with banks because
it is unlikely to behave like a bank; for example it is no® required to held certain
reserves. It is suggested that in this case the holding company should be assigned
to a separate category of the sub-sector "other financial institutions™ shown in
table 5.1 below. Holding companies which do not clearly telong elsewhere might also
be assigned to that special category.

(b) Trust properties

5.17. 1In certain countries a large amount of wealth is under the control of trustees.
Guidance is therefore needed concerning the delineation of the statistical unit and
the sector to which these assets should be assigned. The conclusions drawn in this
respect are relevant to the transaction accounts, as well as the balance sheets of
the SMNA.
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5.18. Personal trusts. Property held in personal trusts belongs legally to indivi-
duals but is administered by trustees who may he either groups of individuals or
corporate bodies. The property cannot be disposed of by the persons who receive the
income from it, that is the life tenants. While trust property is not owned out-
right by any person until the trust is terminated, at which time the property reverts
to named individuals, it is definitely not held by the trustees, who are only acting
as agents. The property should therefore be included as part of the wealth cf the
legal owners, who are to be classified in the household sector.

5.19. Trustees with very limited powers. In the case of mutual organizations such

as trade unicns, friendly sccieties and sometimes pension funde, the powers of trust-
eeg are often very limited. The trustees' function is to ensure that the elected or
appointed officials follow the rules of the organiration in dealing with its property.
The property obviously belongs to the organizatiocn.

5.2C. Other trusts. Described below are a large number of trusts established for
educational, religious or charitable purposes which differ in character.

{a) The trust has its own trustees and operates independently of other trusts.
In this case, the trust itself is the statistical unit and should be classified as a
private non-profit institution serving households.

{b) Educational, religious or other bodies often are trustees for a number of
different trusts: for example, a college acting as trustee for a number of scholar-
ship funds or a2 religious body acting as trustee for a number of charitable funds.

As long as the trustee is itself a non-profit institution, the appropriate statistical
unit is the non-profit institution, including any trusts for which it is the trustee.

(c) When the trustee is not itself a non-profit institution, for example the
central government, a local government or a corporate enterprise, excepting a2 spe-
cialized corporate trustee, the appropriate statistical unit is the grcoup of trusts
under a single trusteeship. There will be no links to show between the group of
trusts and the trustee as he does not have rights of ownership. The logic of group-
ing 'the individual trusts into 2 single unit is reinforced by the fact that it is now
common practice in some countries for bodies to combine the investments of all trusts
under theilr trusteeship into a common pool; they then allocate each trust a proportion-
ate interest in the amalgamated pocl.

It would be useful to elaborate the discussion in the SNA of the statistical unit for,
and the composition of, private non-prcfit institutions serving households in accor-
dance with the above prcposals.

B. The institutional sectors

5.21. The aim in classifying statistical units into institutional sectors is to
group together units which are sufficiently homogeneocus in respect of kinds of 1lia-
bilities incurred and in respect of kinds of assets held for the analysis of their
combined balance sheets to be meaningful. Of course, as the number of categories in-
crease, the degree of homogeneity becomes greater. Some further subdivisions are sug-
gested in the institutional classification of the SNA given in table 5.1 below andthe
paragraphs that follow it.

1. The classification in the SNA

5.22. The institutional sectors and sub-sectors of the SNA are suitable for purposes
of balance sheets. The classificaticn is given, with explanatory notes, in table 5.1
of the SWA, It is repeated here for convenience.
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5.23. It is recognized that many countries may be unable to compile sector halance
sheets in the near future for all the categories of table 5.1. It is more likely
that balance sheets could be compiled for certain financial institutions and for cen-
tral government than for other institutional categories. The way in which a system
of balance sheets might te built up, sector by sector, is discussed in paragraphs
10.39 through 10.51 below.

Table 5.1. Classification of institutional sectors and sub-sectors

1. Non-financial enterprises, corporate and guasi-corporate
(a) Private enterprises

Privately owned and/or controlled enterprises primarily ehgaged in non-
financial activities which are (i) incorporated enterprises, e.g., corpora-
tions, joint stock companies, limited liability - partnerships, co-opera-
tives or other forms of business associations recoghized as independent
legal entities by virtue of registration under company and similar acts,
laws or regulations, {(ii) unincorporated enterprises owned by non-residents,
(iii) important, large ordinary partnerships or sole proprietorships owned
by residents and maintaining complete profit-and-loss records and complete
balance-sheet accounts on the financial assets and liabilities, as well as
the tangible assets, involved in the business or (iv) non-profit institu-
tions and associations mainly serving business enterprises and entirely,
or mainly, financed and controlled by these units.

(b} Public enterprises

Publicly owned and/or controlled enterprises, primarily engaged in non~-
financial activities which are (i) incorporated public corporations, i.e.,
by virtue of company acts or other public acts, special legislation or ad-
ministrative regulations, they hold and manage the financial assets and lia-
bilities, as well as the tangible asgets, involved in their business or (ii)
large unincorporated units (government enterprises) that sell most of the
goods or non-financial services they produce to the public. These enter-
prises will not hold and manage Tfinancial assets and liabilities apart from
their working balances and business accounts receivable and payable.

2. Financial institutions

Incorperated and unincorporated enterprises which are primarily engaged in finan-
cial transactions in the market consisting of both incurring liabilities and ac-
guiring financial assets.

(a) The central bank

The publicly owned and/or controlled bank which is a monetary authority,
i.e., issues currency and sometimes coing, and not infreguently holds the .
international reserves of the country. The central bank alsc has liabili-
ties in the form of the demand deposits of other banks and often of the gov-
ernment. The bank is to be classified ag a public financial institution.
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Table 5.1. Classification of institutional sectors and sub-sectors (continued)

2, PFinancial institutions (continued)

(p)

(c)

(a)

Other mohetary institutions

All banks except the central bank which have liabilities in the form of
deposits payable on demand and transferable by cheque or otherwise usable
in making payments. These banks are to be classified into privately owhed
and/or controlled institutions and publicly owned and/or controlled
institutions.

Insurance companies and pensicn funds

Insurance companies consist of incorporated, mutual and cther entities which
mainly engage in providing life, accident, sickness, fire, casualty or other
forms of insurance. Also included are separately organized schemes estab-
lished by fraternal, friendly and other societies, by banks or by the public
authorities in order to provide various forms of insurance on a voluntary
basis. ZExcluded are voluntary social security arrangements for certain
sections of the community which are part of a more general social security
scheme.

The pension funds included here are separately organized schemes estab-
lished for purposes of incurring incomes on retirement for specific groups
of employees which (i) are not part of social security arrangements for
large gections of the community imposed, controlled or financed by the pub-
lic authorities and (ii) engage in financial transactions in the capital
market. These funds will have been organized, and will be directed, by
specific private or public employers or jointly by the employers and their
employees; and the employees and/or employers will make regular contribu-
tions. ZExcluded in additicn to pension funds which are coensidered to be
part of public sccial security schemes, are pehsion arrangements for the
employees of private or public entities which do not include a separately
crganized fund or which consist of a separately organized fund, but the
reserves of the fund are added tc the reserves of, or only invested in the
gsecurities of, the employer.

The insurance companies and pension funds are tc be classified into
privately owned and/or controlled institutions and publicly owned and/or
controlled institutions.

Other financial institutions

All entities other than those included above which primarily engage in finan-
cial transactions in the market, consisting of both incurring liabilities

and acquiring financial c¢laims on others. Examples are building and loan
aggociations; private saving banks; public saving instituticns, the funds

of which do not flow directly and autcmatically into the balances of the
public authorities or special issues of public debt; public lending institu-
tions, the liabilities of which are not necessarily to the public authorities
only; credit unions, sales-finance, hire-purchase and other buginess and
personal finance companies; security brokers and dealers performing financing
and depository functions; and investment companies, funds, societies and
trusts.
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Table 5.1. Clagsification of institutional sectors and sub-sectors (continued)

2.

Financial ingtitutions (continued)
(a) Other financial institutions (continued)

The other financial institutions are to be classified into privately
owned and/or controlled institutions and publicly owned and/or controlled
institutions. Where the public institutions include lending institutions,
the liabilities of which are in fact {o the public authorities only, though
they have the legal authority to incur liabilities to the public or to other
financial ingtitutions, the data in respect of these entities should te
given separately.

General government

All agencies of the public authcrities not classified elsewhere: (i) government
departments, offices and other bodies engaged in administration, defence and reg-
ulation of the public order, promoticn cf economic growth and welfare and tech-~
nological development, provision of education, health, cultural, recreational and
other social and community services free cf charge or at sales prices which do
not fully cover their costs of producticn; (ii) other non-profit institutions
serving households or business enterprises which are whelly, or mainly, financed
and controlled by the public authorities or which primarily serve goverument
bedies; (iii) social security arrangements for large sections of the community
imposed, controlled or financed by the government; (iv) government enterprises
(unincorporated public units) which mainly produce goods and services for govern-
ment itself or which primarily sell goods and services to the publie, but do not
cperate on a large scale; and (v) public saving and lending bodies which are fi-
nancially integrated with a government or which lack the authority tc acquire fi-
nancial assets or incur liabilities, respectively, in the capital market.

(a) Central government

All departments, offices, establishmrents and other bodies classified under
general government which are agencies or ingtruments of the ceptral govern-
ment, irrespective of whether they are covered in ordinary or extraocrdinary
budgets, or in extra-budgetary funds. Included are non-profit institutions
which, while not an cfficial part of the central government, are entirely, cr
mainly, financed and contrclled@ by the central public authorities. Excluded
are the social security funds defined below.

(b) State and local government

All departments, offices, establishments and other bodies included under
general government which are agencies or instruments of state or provincial,
distriet or county, municipal, town or village, or another organ of govern-
ment except the central public authority. The bodies may be ccvered in
crdinary or extraordinary budgets, or in extra-budgetary funds. Included
are non-profit institutions which, while not an official part of an crgan
of state or local government, are wholly, or mainly, financed and controlled
by it.
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Table 5.1. Claggification of institutional sectors and sub-gectors (continued)

3. General government (continued)
(¢) Social security funds

Schemes imposed, ccntrolled or financed by the public authorities for pur-
poses of providing sccial security benefits for the community, or large
sections of the community, which are .separately organized from the other
activities of the public authorities. The reserves and other financial
assets of the schemes, and the liabilities of the gchemes, should be dis-
tinguished, and reccrded separately, from the other financial assets and
liabilities of these authorities. Excluded are schemes for government
employees formulated by an organ of government solely in its role as an
employer ol personnel.

L. Private non-profit:institutions serving households

Private non-profit institutions mainly serving households which are not entirely,
cr mainly, financed and controlled by crgans of general government and which em=
ploy the equivalent of two cr more full-time perscns. These institutions furnish
educational, health, cultural, recreational and cther social and community ser-
vices to houscholds free of charge, or at sales prices which do not fully cover
their costs of production. Included here are any commercial activities of the
private non-profit institution, e.g., owning and letting dwellings, operating
eating and lodging facilities, publishing and selling bocks, which are not set
cIff in a separate legal entity from the main activity of the institution.

5. Households, including private non-financial uninccrporated enterprises

Regident households and all unincorporated enterprises, i.e., ordinary partner-
ships and scle proprietorships, primarily ehngaged in non-financial activities
which are owned and/or cchtrolled by resident individuals and are not classified
as quasi-ccrporate enterprises in 1(a) above. Alsc included are neighbourhcod
and other social clubs which employ less than the equivalent of two full-time
persons.

It is suggested that the household sector be classified according to the
soclo=economic status of the head of the househcld as follows: (a) hcusehclds
headed by an owner of unincorporated or guasi-corporate enterprise, subdivided
into primarily engaded in agricultural and non-agricultural kinds of econcmic
activity; (b) households headed by an employee; and (c) perscns in other status
and small social clubs, subdivided into (i) housecholds headed by an inactive per-
son and inmates of instituticns and (ii) small social clubs.

2. Non-financial enterprises

5.24. It is important that non-financial enterprises should be subdivided into
private and public enterprises in view of the differences in their sources of finance
and management. Scme countries may alsc find it useful, if feasible, toc distinguish
enterprises which are primarily foreign owned from those which are mainly nationally
owned. The distinction should be based on whether 50 per cent or more of the equity
ig owned by non-residents or residents.
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5.25. Classification of non-financial enterprises according to size is also likely
to be of value in studying their financial behavicur and formulating finaneial poli-
cies. Countries may be able to prepare such classifications as a by-product of the
way in which they compile balance-gheet data. '

3. Financial instituticns

5.26. In view of the differences in financial role and behaviour between the insti-
tutions falling into the categories "other financial institutions" and "other mone-
tary institutions" and in view of the importance of these institutions, each of the
two categories should be gubdivided in the case of a number of countries. Because
of the diversity of these financial institutions, it is not feasible to suggest a
standard way of subdividing the two categories. As is recommended in the SNA, each
of the sub-sectors of financial institutions should be subdivided into private and
public bodies. As in the case of non-financial enterprises, some countries may con-
sider it desirable to distinguish financial institutions which are primarily owned
by residents from those which are mainly owned by non-residents.

5.27. In general, the balance-sheet data of the statistical units for financial
institutions should be combined to ccmpile the accounts and supperting tables of the
sector and its sub-sectors.: Combination is needed for such purposes as analysing
the liguidity and portfolio behaviour of, ahd links between, the financial institu-
tions. In addition, it is desirable to consolidate the balance sheet of those units
for such purpcses as pertraying the role in the economy of the financial institutions
as a whole and, in the absence of other data, the holdings of financial assets and
liabilities by the rest of the economy.

. General government

5.28. Some countries may find it desirable to raise a sub-sector for the private
non-profit ingtitutions serving households, enterprises and government which are to
be included in general goverhment. Some of these private non-profit institutions
may be Jointly financed by more than one level cf government, for example central,
state and even local and/or at least part of their financing, in particular of capi-
tal outlays, may come from private bodies or individuals. Then, only the
transfers they receive from organs of government will be covered in the accounts of
the organs of government.

5.29. 1In paragraph 5.68 of the SNA it is stated that for "income and outlay and
capital finance accounts, the organs of general government, for example, the central
government as a whole, the various state, provincial and local goverhments, and the
individual social security schemes, should be used as transactor units". However, in
certain supporting tables (for example, table 22 of the SNA on the incomes and cutlay
and capital transactions of the three sub-sectors of general government), the trans-
actions are to be consolidated in order to show transactions between general govern-
ment and the rest of the economy.

5.30. VFYor balance-sheet purposes it is preferable to retain the recommendation for
the main SHA transactions accounts and, in general, not to consolidate the figures
for the various parts of government. While it is true that the central government
often has some say in the expenditure and financing of local governments, the latter
are often left with a choice, though circumscribed in certain cases, as to their way
of raising finance, The degree of financial independence of local government varies
from one country to another. None the less it may be useful for such purposes as
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portraying the financial relationships between general government as a whole and the
rest of the economy, to show consolidated balance-sheet data in supplementary tables.
The financial links between central governments and local governments that are shown
in balance sheets will mainly consist of short- and long-term loans.

5.31. Countries may encounter difficulties in compiling unconsolidated balance
sheets for general government when there are projects Jjeintly financed by central and
local government. It is nct feasible to furnish specific guidance for such cases as
much depends on the individual circumstances (whether there is an income, to whom it
accrues, etc.); a division of the assets and liabilities in respect of the jcint
projects might, in certain cases, be based cn their relative shares in the criginal
coste of the prcject.

5.32. In the case of some countries, the financial operaticns of the entire public
sector (general government, local government, non-financial and financial public enter-
prises, scmetimes even including certain activities of the central bank) are combined
to show separate balance sheets for public and private enterprises and to delineste thelirks
between the units of the public sector. The way in which the public sector's finance
is managed should, in addition, be explained in nctes to the tables.

5. Households, including non-financial private unincorporated
enterprises

5.33. Ag in the case cof the transaction accounts of the SNA, it should be advanta-
geous, if feasible, to c¢lassify the balance-sheet data of this instituti cnal sectoer
into the limited number of sub-sectors suggested in table 5.1 in order to bring out

the major patterns of investment holdings and behaviour. There are substantial dif-
ferences, in the assortment of assets and liabilities held by - thus the liquidity of -
households of owners of agricultural and non-agricultural unincorporated and quasi-
corporate enterprises, househclds of employees, househclds of inactive persons and
institutional inmates and small social clubs. Their magnitudes and patterns of
accumulating and drawing down capiltal and of borrowing also differ,

VI. CLASSIFICATION OF ASSETS AND LIABILITIES

6.1. This section deals with the sccope of, as well as schemes of classifications
for, tangible, intangible and financial assets and liabilities in the case of
balance-sheet and reccnciliation accounts. The classifications proposed take into
account the analytical purpcses for which the data are wanted, the practical possi-
bilities of distinguishing the various kinds of assets and the various kinds cf lia-
bilities, and the differences between them in mode of wvaluation. The proposed schemes
of claseificaticn are, on the whole, the same as, but in some cases more detailed
than, those of the SNA.

A. General consideraticns

1. The main types of assets

6.2. The various types of assets fall intc the two main categories already distin-
guished in the SNA - tangible and non-financial intangible assets, on the one hand,
and financial claims, on the cther. In the case of financial claims, but nct other
types of assets, each asset of a transacter is the lisbility or the share capital of
another transactor. Tangible assets are classified into those that are reproducible
and these which are non-reproducible.
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2. Scope
6.3. Certain assets and liabilities which frequently appear in balance sheets in

business accounting do not gqualify for inclusion in national and sector balance
sheets.

(a) Provisions and reserves

6.4, In businhess and similar accounting, sums are often set aside to provide for
certain needs in the future. These may be in respect of transactors' future lia-
bilities, either certain or contingent, or in respect of their future expenditures.
In either case the actual maghitude of the future liabilities or expenditures of the
transactors are unknown znd the counterpart entries to these future liabilities or
expenditures will not appear in the accounts of other {ransactors; the provisions
should therefore not be included in the national or sector balance sheets.

6.5, Examples of provisions for future liabilities that commonly appear in balance
sheets in business and similar accounting, but should hot appear in naticnal and
sector balance sheets are "provisions for future taxation" when the amount actually
due has not yet been established, "provisions for pension liabilities" though they
have not been determined actuarially, sinking funds for the future redemption of
bonds and other loans and "provisions for bad and doubtful debts" though not yeil de-
faulted. Figures for these "provisions” are, however, useful in the analysis of

the health of enterprises or other units in question. For example, the amounts set
aside as resgerves for the future payment of taxes and dividends are important in
assessing corporate liguidity. Or the provisions made for bad debts as compared to
experience in this respect are of assistance in evaluating future profits. It is
therefore advantageocus to record data on provisions or reserves for these items in
notes to the data of national and gector balance sheets. Notes on provisions in
respect of contingent liabilities, such as bankers' acceptances, are also worthwhile.

6.6. An example of setting aside funds for future cutlays in business and gimilar
accounting is the establishment of provisions for depreciation. This regserve, like
the other provisions and reserves discussed in this section, represents an alloca-
ticn of accumulated saving, which should be included in the equity of the unit, for
example net werth plus value cf the shares of stock holders in the case of incorpo=-
rated enterprises. The corcllary of this approach is to record fixed assets oh a
gross basis; in the sector and national balance sheets, they are to be valued net of
accumulated provisions for depreciaticn. Other examples of provisions that are often
made fcr the using up of capital items and the allocation of accumulated saving, are
reserves for the amortization of research and development expenditures, advertising
outlays or goodwill. None of these items are treated as intangible capital assets
in the national and sector balance sheets.

(b) Goodwill

6.7. Goodwill often appears in the business accounts of an enberprise in connexion
with the purchase of other incorporated or unincorporated units. This is because

the value of the net assets, not counting goodwill, capitalized research and develop-
ment and advertising and similar intangibles, of the purchased businegses, though
revalued at market values, is less than the amounts paid for the businesses; the
differences are entered as goodwill. The differences reflect the purchasers’ belief
that the wvalue of the net assets of the acquired businesses is low ag compared to

the income they are expected tc generate. This may be due to good management, the
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development of special products and/or technologies, the customer appeal built up
through advertisement, etc. These attributions represent human or other forms of
capital which are not to be included in the naticnal and secter balance sheets.
Full account of the amounts actually paid for the purchased businesses and the cur-
rent value of its assets and liabilities would be taken in the capital finance
accounts and would thus be reflected in the balance-sheet account.

B. Claggification of tangible reproducible assets

6£.8. The schemes of classification for stocks and fixed assets according to type
that is already given in tableg 6.2 and 6.3, respectively, of the SNA are, on the
whole, suitable for balance sheets. For convenience, the categories of these clas-
sifications and definitions, somewhat modified for balance-sheet outlays, are set
out in table 6.1 below. Excluded from table 6.1, but included in fixed assets in
the SNA capital finance account, are reclaimations of and improvements in land, the
development and extension of plantations, orchards and vineyards, and transfer costs
in respect of transactions in land, farms, plantations and the like; for purposes of
balance sheets these capital cutlays are tobe included in the value of the land in dquegtion.
These improvements and extensicn and transfer costs become an integral part of the
usefulness and market value of the land; it would therefore be impracticable, as
well as disadvantagecus from the point of view of economic analysis, to treat and
revalue the changes made in the land separately from it. For similar reasons,

fixed assets in the case of balance sheets should not include outlays on gross fixed
capital formation in the case of the SNA transaction accounts such as (a) the
sinking of o0il wells and mine shafts and similar constructions and the transfer
costs of transactions in mineral deposits and concessions, (b) the clearance and
afforestation of timber tracts and forests and transfer costs of transacticns in
them, and {c) the development of, and the transfer costs of transacticns in, fisheries.
These cutlays become an integral part of the value of {a) subsoil assets, (b) timber
tracts and forests and (c) fisheries, respectively.

Table 6.1. Classification of stocks and fixed assets according to type

10. Reproducible tangible assets
10.1. tocks
10.1.1. Geods producing industries

Agriculture, forestry and logging, and fishing; mining,
manufacturing, and electricity, gas and water supply; and
construction.

10.1.1.1. Materials and supplies

All materials, compconents, parts and supplies ac-
quired for extracting, processing, fabricating,
agssembling, repairing, etc. commodities and for con-
struction works; coal, cil and other fuels purchased
for congumption; stocks of fertilizers, insectides,
seeds, feeds and similar goods of agricultural pro-
ducers; greases and other lubricants; purchased non-
durable containers, factory packaging, office and
other supplies.



E/CN.3 /460
Fnglish
Page 30

Table 6.1. Classification of stocks and fixed assets according to type (continued,

10. Reproducible tangible assets (continued)
10.1. Stocks (continued)
10.1.1. Goeods producing industries (continued)
10.1.1.2. Work-in~progress

Goods which have been partially processed, fabricated
or assembled by the goods-producing establishments,
but which are not usually scld, shipped or turned
over to other establishments without further proces-
sing. Partially completed construction works are
excluded.

10.1.1.3. Livestock, except breeding stock, dairy cattle and
the like

Livestock raised for slaughter; all chickens and
other fowl; and other livestock except those enumera-
ted in 10.2.6 below.

10,1.1.4. Finished goods

Commodities of the goods-producing establishments
which are ready for sale or shipment by these units,
including items which are usually sold by the units
in the same form as when purchased. Construction
works are excluded.

10.1.2. Wholesale and retail trade

Goods acquired by units classified to wholesale and retail
trade for sale or for use ag fuels and supplies.

10.1.3. Other industries

Stocks of coal, oil and other fuel and of repairing and main-
tenance supplies of the transport, communication, financial and
other industries n.e.c.; non-durable containers, packaging,
office and miscellaneous supplies; all cther stocks of these
industries.

10.1.4. Stocks of government services

Stocks of government services in strategic materials, grains
and other commodities of special importance to the nation.

10.2. Fixed assets
10.2,1. Residential buildings

Buildings, completed and uncompleted, which congist entirely or
primarily of dwellings. Included are permanent fixtures such
as fixed stoves, central heating, air conditioning, lighting,
plumbing and water-supply facilities, and all other fixed eguip-
ment customarily installed in dwellings. Hotels, autocourts

and similar buildings operated for purely transient occupancy
are considered to be non-residential structures.
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Table 6.1. Classification of stocks and fixed assets according toc type (continued)

10. Reproducible tangible assets (continued)

10.2. Tixed assets (continued)

10.2.2.

10.2.3.

10.2.h.

10.2.5.

Non-residential buildings

Buildinge and structures, completed and unccmpleted, which are
entirely, or primarily, for industrial or commercial use.
Examples of non-residential buildings are factories, warehouses,
office buildings, stores, restaurants, hotels, garages, farm
buildings such as stables and barns, and buildings for religicus,
educational, recreational and similar purposes. Also included
are fixtures, facilities and equipment which are integral and
unmovable parts of the structures.

Other construction works

Non-military works, completed and uncompleted, such as the per-
manent ways of railroads, roads, streets, sewers, bridges, via-
ducts, subways and tunnels, harbours, piers and other harbour
facilities, car parking facilities, airports, pipe-lines,
canals and waterways, water-power projects, dams, dikes and
irrigation and flood control projects, agueducts and sanitation
prejects, athletic fields, électricity transmission lines, gas
mains and pipes, telephone and telegraph lines, etc. Includes
the cost of laying out the necessary streets and sewers, but
excludes groundwork within the building line, which should be
included in residential or non-residential buildings, az the
case may be, S

Transport equipment

Completed ships, aircraft, rallway and tramway rolling stcck,
tractors for road haulage, trucks, moving vans and the like,
motor vehicles, carts and wagcns acquired by industries, gcvern-
ment services for civilian use and private non-profit services.
Transport equipment acquired for military purposes is excluded.

Machinery and equipment
10.2.5.1. Agricultural machinery and equipment

Agricultural machinery and equipment such as harvesters,
threshers, ploughs, harrcws and other cultivators,
and tractors other than for rocad haulage.

10.2.5.2. Other

Durable goods not elsewhere clagsified to the fixed
assets of resident producers. Included are power
generating machinery; office machinery, equipment,
furniture and furnishings; art objects; metal working
machinery; mining, constructicn and other industrial
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Table 6.1. Clagsification of stocks and fixed assets according to type (continued,

10. Reproducible tangible assets (continued)
10.2. Fixed assets (continued)
10.2.5. Machinery and equipment (continued)
10.2,5.2. Other (continued)

machinery; cranes and fork-lift equipment; durable
containers; equipment and instruments used by pro-
fessional men; and equipment, furnishings and furni-
ture for use by hctels, boarding houses, restaurants,
hospitals, research institutions, schools and other
gervices. Items of small value, such as hand tools,
office desk eguipment and furnishings, may be excluded
cn practical grounds if the customary accounting
procedure is to treat them as a current expense.

10,2,6. Breeding stock, draught animals, dairy cattle and the like

Breeding stock, draught animals, dairy cattle, sheep, 1lamas,
ete. raised for wool clipping.

C. Clasgification of tangible ncn-reproducible assets

6.9. Tor a number of uses of balance-sheet and reconciliation accounts, it is neces-
sary to have a detailed classificaticn cf the tangible non-reproducible assets which
are covered under "land" in the transaction accounts of the SNA. Examples of these
uses are delineating the structure of national and sectoral wealth, measuring and
assessing the availability and use of natural resources, dealing with related environ-
mental problems, and applying different modes of valulng these balance-sheet items.
The proposed classification is given in table 6.2 below.

Table 6.2. Classification of non-reproducible tangible assets
according tc type

11. Nonh-reproducible assets
11.1. Land
11.1.1. Land vnderlying buildings and works

Land on which are erected bulldings and works included under
items 10.2.1. through 10.2.3. in table 6.1 above. Included

are access roads to farms, yards of farm residential structures
and the like. In the case of residential buildings it is nec-
essary to impose a limit to the size of private gardens surround-
ing dwellings; if nc limit is prescribed for local taxation pur-
poses, any excess of land cver 0.5 hectares should be included
under item 11.1.3 belcw.
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Table 6.2. Clagsification ¢f non-reproducible tangible assets
according to type (continued)

11. HNon~-reproducible assets (continued)

11.1.

11.2.

11.3.

11.kh.

11.5.

Land (continued)
11.1.2. Cultivated land

Land on which agricultural or horticultural activity are carried
cn for commercial or subsistence purposes, including all planta-
tions, orchards anhd vineyards. Lard forming a part of a farming
enterprise, but not access roads, farmyards, etc., which should
be classified to item 11.1.1. Private gardens and plots not
cultivated for subsistence or on a commercial basis should go
under item 11.1.3. except that a limited area surrounding
dwellings should be classifiled tc item 11.1.1,

11.1.3. Other

Privately owned amenity land, parklands and pleasure grounds;
private gardens and plots not cultivated for subsistence or
commercial purposes, and the excess area above a certain limit
of private gardens surrounding residential buildings.

Timber tracts and forests

All timber having a commercial value in forests, timber tracts, woodlands
and copses and the underlying land.

Subsoil assets and extraction sites
11.3.1. Coal, o0il and natural gas reserves and sites

Anthracite, bituminous and brown ccal deposits and shaft and
open-cast mines; petroleum and natural gas reserves, wells and
fields.

11.%.2. Metallic mineral regerves, mines and sites

Ferrous, non-ferrous and precious metal ore deposits, mines and
other extraction sites.

11.3.5. Other non-metallic mineral reserves, mines and sites

Stone gquarries and clay and sand pits; chemical and fertilizer
mineral deposits, mines and other extraction sites; salt deposits,
mines and extraction sites; deposits, mines and other extraction
sites in the case of quartz, gypsum, natural gem stones, asphalt
and bitumen, peat and other non-metallic minerals other than

coal and petroleum.

Fisheries

Stocks of fish and the associated works in the case of fish ponds and
farms, cultivated oyster and pearl beds, and other fisheries. Only com-
mercially tun fisheries in inlend waters (rivers and lakes) and inshore
when separated from the cpen sea by a barrier should be included.

Historic monuments
Buildings, statues and other structures of historic or major cultural

interest which have been the subject of a transaction in the capital
finance accounts.




E/CN.3/L60
English
Page 3L

1. Separation of land and buildings

6.10. In a number of instances, it may be difficult, if not impracticable, tc sepa-
rate the value of land from that of the buildings erected on it, particularly in the
casz of the individual owners. This difficulty has been recognized in the SNA,

where it is noted that it is sometimes necessary to include sales of land with sales
of fixed assets (SNA, paragraph 6.128). There are two reasons for this. First, in
the market for real estate and ir the accounting records cof transactors, distinctions
are often not made between the buildings and the land on which they stand. Second-
ly, real estate may frequently be owned by a number of transactors and it is impos-~
sible to separate out the share of each in the site and in the structure.

6.11. The statistical problems of valuing land and buildings separately are discus-
sed below in varagraphs T.23 through T7.28. It is usually much easier tc make a divi-
sion between land and buildings in the case of the ration as a whole than in the
case of individual institutional sectors or sub-sectors. Fortunately, it is much
more important to have separate naticnal data than sectoral figures. &Separate fig-
ures are needed for studies of naticnal wealth and environmental problems while com=-
bined figures are suitable for purpcses of analysing the behaviour of the institu-
tions of a given sector.

2. Historic monuments

6.12. Historic monuments, that is buildings and other structures listed by the
relevant authorities as of archaeological or historical interest, public statues,
and the like may be regarded as part of a naltion's wealth. These hon-reproducible
tangible assets are often a source of income, involve upkeep expenditures, and are
occagionally sold. Ag it is however extremely difficult, if not impossible, to value
them realistically unless they happen to have been sold (purchased), it is proposed
that they should be included in balance-sheet accounts only if this is the case.
Following this procedure also facilitates reconciliation between balance sheets and
capital finance accounts; the sale and purchase of historic monuments should be
recorded in the latter accounts. It should be noted that although antigues and old
art objects are, in general, non-reproducible, they are to be treated as fixed assets
when held by enterprises, govermment or private non-profit organizations and as
durable consumer goods when held by househclds.

D. Non-financial intangible assets

6.13. Transactions in non-financial intangible asgets in the capital finance account
of the SWA cover purchases and sales of (a) leases of land and buildings and other
structures, and concessgions cof exclusive rights to exploit mineral deposits and fish-
ing grounds and (t) patents, copyrights and trade marks (see paragraph 7.86 of the
SNA)}. These intangible assets mre created at the time of the purchase (sale), that

is when a cnce and for all lump-sum payment in respect of the lease, cohcession,
patent or copyright has been made. The lump-sum payment might be considered to be

an advance of the discounted value of the stream of expected rents or royalties cver
the life of the lease, ccncession, copyright, etc. and therefore might be shown as

a financial asset of the payer and a liability of the receiver which are written off
year-by-year. The corcllary of thisg would be that the year-by-year write offs should
be treated as payments of rents or royalties. Treating these purchases (sales)as
acquisitions (dispositions) of non-financial intangible assets avoids the imputations
cf financial assetg and liabilities in the form cof advances and of rents and rcyzlties.
Furtherrore, the transactions, like purchases (sales), involve a once and for all
payment and are usually so recorded in business records. For purposes of the balance-
sheet accounts, it is gquestionable whether leases and concessions’ that have been pur-~
chased (s01d) should be included in holdings of non-financial inftangible assets.
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6.14. Leases on the rental of machinery are excluded from non-financial intengible
assets. Lessees of machinery or eguipment are not generally given the right to sell
their lease. Turthermore, the SNA includes the rentals for the machinery or equip-
ment in intermediate consumption, as payments for purchased services from the legal
owners of the machinery or equipment, ahd not in rents as property incomes. Thus,
the owner is tc be charged with allowances for the ccnsumption of the machinery or
equipment. If lesseeg ars given, and exercise, the option to purchase machinery or
equipment at the end of their leases at less than its market value beceuse the total
rentals they paid exceed the market values, the value of the actual payments for the
purchases, should be included in their gross fixed capital formation; the actual
market values should be added to their balance sheets and the two sets of entries
should be bridged by adjustment items in their reconciliation accounts. This re-
flects the actual situation at the time of the purchases cof the machinery or equip-
ment. The corresponding entries should of course be reflected in the lessors'
(sellers') accounts.

1. Teases and concessicons

6.15. The treatment in the SNA that is outlined above would give rise to an anomaly
in balance~sheet accounts if the rents or royalties to be paid periodically in re-
spect of the leased real estate or concession rise in the market but remain fixed in
the lease or concession. This is because the concomitant increase in the market
value of the real estate during the life of the lease or concession accrues to the
lessee, not to the owner. For example, while the owner would nct receive the full
current market value of the property if he were to sell, the lessee could assign the
use of the property at a higher rent or royality than called for in the lease or con~
cession or sell the lease or concessicn at a price that reflects the rise in the
market value of the rights to use the property. In other words, the ownership and
possession (use) cf the property have been separated. This should be reflected in
the balance-sheet accounts through the assignment to the holder of a lease or con-
cession of an interest in the property itself that reflects the rise in its market
value during the life of the lease or concession, provided it has more than one year
to run or can not be terminated by the owner of the property on notice of one year
or less. The owner's interest in the property would be its market value at the time
the lease or concession was granted; his interest would become the full current mar-
ket value of the property a year before the lsase or concession is to terminate.

6.16. In the case of a once and for all lump-sum payment to the owner of the real
egstate for a lease or concession, the valuation of the share of the lessee in the
value of the property is somewhat more complicated., The lessee's original share in
the value of the property should refliect the lump-sum payment, in other words the
payment viewed as a discounted stream of rentals or royalties over the 1life of the
lease or concession. As time passes, this aspect of the lessee's share declines
along with the discounted value of the remainder of the estimated stream of rentals
or royalties at the time of the lump-sum payment. On the other hand, if the rentals
or royalties paild in the market rise above the estimates fixed in the lease or con-
cession, the lessee's share in the value of the property should reflect a correspond-
ing increase. As in the case of leases or concessions calling for periodic payments,
this part of the share of the lessee who has made a lump-sum payment reduces tc zerc
a year before the lease or concession expires.
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2. Patants, trade marks and copyrights

6.17. There are a number of ways in which holdings of patents, copyrights or trade
marks might be dealt with in the balance-sheet accounts: (a) all such holdings might
be covered; (b) thay might be accounted for in holdings of intangible assets only
after they have been purchased (sold); (c) they might be included as advance dis-
counted lump-sum payment (receipt) of royalties in the financial assets of the pur-
chaser and the liabilities of the seller only after purchase (sale); or {d) such
holdings might be omitted altcgether.

6.18. At first sight, the first of the four alternatives above may appear to be
preferable. There are, however, three counter arguments. JFirst, patents, trade
merks and copyrights reflect an element of human capital, which is not to be covered
in the balance~gheet sccounts. ©Second, the value of all patents, copyrights or
trade marks is not usually recorded in business accounts; only those that have been
actually purchased are recorded. Thus, only the latter enter into business deci-
gions and financial behaviour. Third, it would be impracticable, because it is ex~
tremely difficult and laborious, to estimate the value of all patents, copyrights
and trade marks of transactors.

6.19. The third alternative above also raises serious practical difficulties because
of the need to write~off the lump-sum advance year after year., Furthermcre, this
approach to the transaction in a patent, copyright or trade mark is somewhat artifi-
cial; the purchaser and seller do, in fact, consider and record it as a purchase and
sale, respectively. This is also one of the arguments against the use of the fourth
approach cutlined above. Both the third and fourth alternatives are of ccurse in-
consistent with the treatment of the purchase (sale) of copyrights, patents and

trade marks in the transaction accounts of the SNA.

6.20. The inclusion of patents, copyrights and trade marks in holdings of intangible
assets only after they have been purchased (sold) ~ the second alternative listed
above - is the most practical way of treating these assets. It is also the desirable.
approach as it 1s congistent with the point of view and accounts of enterprises and
with the transaction gccounts of the SHA.

E. Classification of financial assets and lisbilities

1. The classification

6.21. The classification of financial claims given in table 7.2 of the SNA is, on
the whole, suitable for purposes of balance-gheet accounts. The classification,
modified 1n a few respects in the light of development since it was adopted, igs set
out in table 6.3 below.

2. Character and unse of the classification

6.20. The first level of the classification in table 6.3 is designed to classify
financial assets and liabilities according to their type of instrument, the circum-
gtances in which the transaction took place in the first instance, their method of
valuation and their degree of liguidity. A second more detailed level of classifi-
cation 1s recommended in the case of a number of the categories of financial claimg
in order to indicate the institutional sectors of the debtors in the case of finan-
cial asgets and the institutional sectors of creditors in the case of a few liabili-~
ties. These sub-~classifications are limited to categories of financial assets and
liabilities for which information about the class of debtor or creditor is of parti-
cular importance analytically and is feasible to gather. For sxample, in view of
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Table 6.3. Classification of financial assets and liabilities

.

CIASSIFICATION (Defihitions off general terms, such as bills, bonds or loans,
are given in the second section of the table)

8.2

8.3

8.4

8.5

The number & in the first portion of the code identifies a financial asset; the
numter 9 in the first portion of the code identifieg a liability.

8.1,

or 9.2.

or 9.5.

or 9.4.

or 9.5.

Gold and IMF special drawinhg rights

Al]l holdings of gold except for industrial uses and purposes and
JMF special drawing rlghts.

Currency énd transferable deposits

Notes and. coins in circulation; and deposits which are exchangeable
on demand at par, without penalty or restrictions, and which are
transferable by cheque, or are ctherwise commonly used to make pay-
ments. These categories should be crogs-classified according to
currency and transferable deposits (i) which are held in the national
currency of a country and in foreign currencies and (ii) which are
the liabilities and assets of resident bodies (monetary institutions
and central government) and the liasbilities and assets of the rest

of the world (e.g., foreign banks and governments).

Other deposits

All claims, other than currency and transferable deposits, on monetary
institutidns, other financial institutions ahd government organs that
are represented by evidence of deposit. In the case of most countries,
deposits with savings banks would be included. Also to be included
are shares in small denominations, or similar evidences of deposit,
issued by savings and loan associations, building societies, credit
untions’ and the like which are legally, or in practice, redeemable on
demand or relatively short notice. These categories are to be cross-
clasgified intc deposits (i) which are held in the national currency
of a country and in forelgn currencies and (i1) which are the liabili-
ties and assets of resident and non-resident institutions.

Bills and bonds, shcort-term

Bills and bonds the original maturity of which is less than one year.
Claims with optional maturity dates, the latest of which is one year
or more away, should be considered to be long-term. The category
should be subdivided according to debtor, as follows: (i) resident .
corporations, (ii) central government, (iii) state and local govern-
ment and (iv) the rest of the world.

Bonds, long-term

Bonds, debentures, efc. the original maturity of which is one year or
more. Included in the case of corporate issues are preferred shares
of stocks, excepting participating preferred securities. The calegory
should be subdivided in the same fashion as category 8.4. In addition,
subdivision of the bonds and debentures according to (i) gquoted con the
stock exchange and (ii) not guoted on the stock exchange and according
to remaining period to maturity, of (i) less than one year and (ii)
one year cr more, will be of wvalue.




E/CN.3/460
English
Page 38

Teble 6.3. Classification of financial assets and liabilities (conbinued)

8.6

8.7

8.8

8.9

or 9.6.

“or 9.7.

or ¢.8.

or 9.9.

Corporate equities, including capital participations

Instruments and records acknowledging claims to the residual value,
and residual income, of incorporated enberprises, after the claims of
all creditors have been met. Equity securities do not provide the
right to a pre-determined income, or to a fixed sum on dissolution of
the incorporated enterprise. Ownership of equity is usually evidenced
by shares, stocks, participations or similar documents. Preferred
stocks cr shares which also provide for participation in the distribu-
tion of the residual earnings, or value on dissolution, of an incor-
porated enterprise are included. The categeries are to be subdivided
into the securities of (i) resident corporations and (ii) the rest of
the world, i.e., non-resident corporations; and in each case,
securities guoted on the stock exchange are to be distinguished from
other securities.

Short-term loans, n.e.c.

£11 loans not classified elsewhere, the original maturity of which is
less than one year. All loans repayable on demand should be classified
as short-term even though these lcans are expected to be outstanding
for more than one year. Covered are loahs extended to business, gov-
ernment, households, ete., by banks, finance companhies and others,
including instalment lcans, hire~-purchase credit and loans to finance
trade credit. It will be of wvalue to subdivide these categories
according to the resident sector and the rest of the world in the

cage of debtors and creditors, respectively, when compiling detailed
data on claims.

Long-term loang, h.e.c.

All loans not classified elsewhere, the original maturity of which is
ohe year or more. It will be of value to subdivide these categories
according to the resident sector and the rest of the world in the case
of debtors and creditors respectively, when compiling detailed data

on claims. It may also be useful to distinguish loans secured by
portgages from other loans and loans, the remaining period to maturity,
of which, is less than one year from other long-term loans.

Net equity of households on life insurance reserves and on pension
funds

The reserves held against life insurance and annuity policies by
insurance companies, whether mutual or incorporated, and by employees'
pension funds, friendly sccieties and similar bodies, in order to
cover the risks of insuring during a pericd of account, pre-payments
of premiums in respect of future risks, and other elements of saving
involved in the policies.
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Table 6.3. Classification cof financial assets and lisbilities (continued)

8.10 or ¢.10.

8.11 or ©9.11.

8.12 or 9.12.

8.15 or 9.13.

Proprietors' net equity in enterprises

The difference between the sum of the value of the assets of the
quasi-corporate enterprises and the sum of the value of the liabili-~
ties of the enterprises to third parties. These categories should
be subdivided intc resident and ncn-resident quagi-corporate enter-
prises and resident and non-resident cwhers, respectively, in the
case of detailed analysis of claims.

Trade credit and advances

Trade credit extended to enterprises, government and households; and
advances for work which is 1n progress or is to be undertaken. In
the detailed tabulations of claims, these are to be subdivided accord-
ing to resident sectors and the rest of the world in the case of
debtors and creditors, respectively. It will also be of value to
separate short-term trade credits and advances from long-term trade
credits and advances. The dividing line belween the two types of
credit is one year, as in the case of the other distinctions between
short-term and long-~term claims.

Other accounts receivable and payable

Accounts receivable and payable which are not included above, for
example, in respect of taxes, interest, dividends, rent, wages and
salaries, insurance claims which are due to be received or paild. It
will be useful to classify these categories according to the resgident
sector and the rest of the world in the case of the debtor and
creditor, respectively.

Other

Differences in time of recording between payments and receipts in
respect of fipnancial claims and statistical discrepancies in the
Tigures between a category cf financial assets and the corresponding
liabilities which it is not feasibtle to adjusf in the data for the
categories listed above. It will be valuable, if feasible, to indi=-
cate the extent to which differences in-time of recording and statis-
tical discrepancies account for the data entered here, and the broad
categories of claims to which these differences and discrepancies
relate.

b. DEFINITIONS OF GENERAL TERMS

Bill: A security which gives the holder the unconditional right to receive a stated
fixed sum on a specified date and which is issued and traded in organized
markets at a discount, depending on the rate of interest and the time of
maturity.
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Table 6.3. Clagsification of financial assets and liabilities (continued)

Bond: A security which gives the holder the unconditional right to a fixed money
income, that is, payment of interest is not dependent on the earnings of the
debtor, and which is usually issued and traded in organized markets. With the
exception of perpetual bonds, a bond also gives the holder the unconditional
right to a stated fixed sum on a specified date or dates. Mortgages are not
classified here; they are included under loans.

ILoan: A& direct transaction between borrower and lender, where the lender receives
no security evidencing the transaction or a non-negotiable document. Included
are transacticns which are essentially loans, though the debtors may issue a
security, for example, bonds specifically issued by the government to the
central bank as security for a note, liens and mortgages created as a security
for a lecan.

the concerm about liabilities to, and claims on, non-residents in formulating mone-
tary, balance-of-payments and foreign investment policies and in planning and finan-
cing economic develcpment, distinctions between foreign and national claims are rec-
ommended in the case of a number of the categories of liabilities and financial
assets. The two levels of classification of financial claims, in combination,

should be of value for compiling data on such guestions as the external sinks of in-
vestment and sources of finance of the various kinds of institutional units and their
degree of ligquidity and solvency. For purpcses of assessing their degree of liguidity
and solvency it would be desirable to classify long-term bonds and loans according to
their remaining pericd of maturity. The scheme of c¢lassification should alsc be of
value in portraying the markets for the varicus types of financial claims and in
distinguishing the varicus ways of valuing them.

6.23. The detail in which it is desirable and practicable to employ the classifica-
tich of financial assets and liabilities will vary from one institutional sector and
sub-sector to another, as well as from one country to another. It depends on such
Tactors as the institutional arrangements of a country and the economic role and
practices of the institutions, as well as on the analytical purposes the compilation
ig to serve. 1In general, the detail of classification of financial assets and lia-
bilities that is reguired, or that is feasible, in balance-sheet accounts and tables
is least in the case of households, moderate in the case of incorporated non-finan-
cial enterprises and general government, and greatest in the case of financial in-
stitutions. In addition, it may be desirable and practicable to use mcre detailed
clasgifications of the financial assets and liabilities in the case of countries with
highly developed financial markets than in the case of other countries. In the case
of the former countries, it may, for example, be desirable to use mcore detailed
classifications of the financial agsets and liabilities of financial institutions
and central government than is recommended in table 6.3 above. In short, it is nec-
essary to adapt the recommended classification of financial assets and liabilities
to the circumstances in which, and the purposes for which, it is used.

6.24., It is useful to discuss below the definitions of certain categories of finan-
cial claims; in particular, the suggested modifications and amplifications in the
recommendations of the SHA.
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5. Belected categorlea of the c1a551flcat10n

(a) Gold and IMF special drawing rights

6.25. As the SNA was published before the issue of special drawing rights by the
IMF, its -classification of financial assets does not furnish a category for these
assets. ©Special drawing rights are acceptable international assets for balance~of-
payments. settlements and are treated as part of a country's official international
regerves by the ITMF, As, in these respects, they are similar in character to gold,
special drawing rights have been added to the category for gold in the BNA classifi-
cation of financial claims. Like gold, they are also not considered by the IMF to
be a liability of anybody: the issue or withdrawal of special drawing rights by the
IMF are therefore to be accounted for in the reconciliation accounts of the system.

(b) Currency and transferable deposits

6.26. The subdivisions of this category suggested in tsble 6.3 above are useful for
analytical purposes. The distinction between currency and transferable deposits 1is
valuable for monetary and liquidity akralysis. This is also the case for the c¢lassi-
fication, in turn, of these claims according to the kind of debtor or creditor,
resident and non-resident institutions.

(c) Other deposits

6.27. As in the case of transferable deposits, it may be advantageous and practica-
ble to classify other deposits according to kind of debtor or creditor institutions
in the case of countries with well developed financial instituticns. Non-negeotiable
time certificates of deposit should be included in this category; negotiable time
certificates of deposits should be classified to "short-term bills and bonds".

(d) Short-term bills and bonds

6.28. 1In the case of short-term bills, it i1s sometimes difficult to decide whether
the holder has a claim on the transactor on whom the bill was originally drawn or
oh the immediately previous holder. Where the bills are normally merketable, it is
best to classify them according to the transactors on whom they were first drawn;
otherwise, the bill should be treated as a claim on the immediately previcus holder.
In the latter case, each endorsement {purchase-sale) creates a new financial asset
and liability.

(e) ZLong-term bonds

6.29. Long~term bonds are to include all bonds the original maturity of which is
one year or more. As long-term bonds which mature in less than a year are very
liguid assets ~ they are certain to be redeemed at par within a short period - it is
desirable to classify long~term bonds in addition according to remaining period to
maturity of less than one year and of one year or more. Bonds that are convertible
into stock are becoming important in some countries. In that case 1t will be useful
to distinguish them from other bonds for purposes of both valuation and analysis.
For the same purposes, long-term bonds should be classified into guoted and not
quoted on exchanges.

(f) Corporate equities

6.30. This category includes ordinary, common or redeemable shares, participating
preference shares, shares in mutual funds or unit trust units, in co-operatives or
in limited 1liability partnerships. In all these cases, the shares can usually be
sold without the enterprise being dissclved.
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(g) Net equity of households on life insurance reserves and on pension funds

£.31. General principles that have been adopted in the case of balance sheets are
that only that element of an institution's wealth which can be appropriated by
ancother transactor should be counted as his asset and that only liabilities which
are certain (not contingent) and the value of which can be determined, should be
recorded. In the case of the reserves held against life insurance policies and
pension arrangements, the covered individuals have claims to the future payment of
a2 capital sum or income on the occurrence of death, on the attainment of a specified
age and/or period of coverage. As one or the other of these events are bound to
occur and it is possible to ascertain the present value of the individual's claim
to the payment of capital or inccme, the reserves held against life insurance and
pension arrangements should be considered to be assets of the covered individuals,
and not part of the independent nhet worth of the insurance compahies  or pension
funds. This is also the case for pre-payments of premiums ahd other elements of
saving by the individual which may be involved in the policies or pension arrangements

6.32. The reserves which are earmarked by life insurance companieg for policy
holders, including pre-payments of premiums, actuarial and contingency reserves, do
not represent the whole of the net worth of the companies. In most instances, there
are shareholders and even when this is not the case, a clear distinction is drawn
between the reserves held against life policies and other reserves. The usual
accounting practice of mutual insurance ccmpanies, that is where the policy holders
are the owners, is to transfer realized and perhaps unrealized capital gains to
policy holders' reserves when they become large and are considered to be permanent.

£.3%3. The treatment of life insurance reserves set out above was adopted in the
case of the +ransaction accounts of the SNA. In the case of pension funds, however,
the SNA does not allow them to have an independent net worth; table 7.2 and paragraph
7.98 of the SNA call for the automatic transfer of any realized and unrealized capi-
tal gains in the funds' assets to the net equity of households. It is doubtful
whether there is any difference in situation and practices of life insurance and
pension funds which justifies a difference in treatment., Most pension funds show a
separate figure on the liebility side of their balance sheets for the "fund", which
does not differ :in concept from that shown for policy holders' reserves in the
balance sheets of life insurahce companies. Any excess of the total wvalue of assets
over the value of liabilities to third parties and the "fund" is shown in the balance
sheet as separate reserves. An additional reason for treating pension funds in the
same way as life insurance companies is that when pension schemes are operated by
mutual insurance companies, allccation of increases in the value of assets to house-
helds is not recommended in the SNA. The definition of the net eguity of households
on pension funds in table 7.2 of the SNA has therefore been modified in table 6.3
above.

6.34%. The definition of the net eguity of households on life insurahce reserves and
oh pengsion funds is limited to claims on fully-funded schemes; unfunded and social
security schemes are excluded., Thus, the saving of households recorded in the trans-
action accounts of the SHA does not take into account the excess of imputed contri-
butions over pensions paid or social security contributions over benefits. It may
be argued that the behaviour of households will be affected by the benefits they
expect from unfunded pension schemes or social security. However, in the case of
unfunded pension and social security schemes there is no clear eguity in a fund and
it would be very difficult to value it, however defined.
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6.35. There is a further minor point that should be discussed in the case of 1life
insurance. In the case of some countries insurance companies issue capital redemp-
tion or sinking fund policies for the amortization of leases and Jloans; the policy
holder makes a pericdic payment to an insurance company instead of setting up his
own sSinking fund. As the payments do not depend in any way on the probability of
mortality, these policies are not strictly speaking a form of life insurance. HNor
are they a form of casualty insurance as the contracts are long-term and the payments
are fixed and certain,not contingent on the cccurrence of a stochastic event. The
policies have a surrender value. This type of insurance is very small in volume and
is to be included with life insurance.

(h) Other accounts receivable and payable

6.%6. Other accounts receivable and payable, which exclude trade credit and advances,
cover a range of items, such as taxes, interest, dividends, rent, wages and salaries
and insurance claims due to be received and paid. It will usually be necessary to
derive these balance-sheet figures from the business accounts of transactors. If in
the business accounts, the practice is to enter these items on an accrual basis
rather than on a due-to-be-paid basis, it will not be practical to adjust the figures
to the latter basis in cases such as taxes, interest or insurance premiums where the
SNA calls for it.

F, Claggification of consumer durables

6.37. Though consumer durables are to be omitted from the balance-sheet accounts,

it has been suggested in paragraph 4.5 above that a supplementary table shculd be
compiled in respect of major consumer durables. The classification of consumer
durables that is to be used for this purpose is given in table 6.4 below; it has

been derived from table 6.1 of the SNA, where the various categories are also defined.

Table 6.4. Classification of major consumer durables

4.1.1, TFurniture, fixtures, carpets and other floor coverings

Beds, chairs, tables, sofas, storage units, and hallboys; carpets, large mats
and linoleum; cribs, high chairs, playpens; deor and dividing screens;
sculptures, carvings, figurines, paintings, drawings, engravings and other
art objects; venetian blindss fireplace equipment; other furniture and
fixtures.

4.%3.1. Heating and coocking appliances, refrigerators, washing machines and similar
major househcld appliances, including fittings

Covers major equipment like clothes washing and drying, dishwashing, ironineg,
sewing or knitting machines; electric flcor serubbing, waxing and polishing
machines; vacuum cleaners; water softening machines; refrigerators, food
freezers and ice boxes; room air-conditioning units; cooking appliances
other than spirit stoves and plate-warmers; reflector ovens; camping stoves
and similar appliances; toasters; electric fans, and electric coffee-makers
and heating appliances; lawn mowers; ncn-portable safes; water pumps.
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Table 6.4. Classification of major consumer durables (continued)

6.1. Personal transport equipment
Motor cars; trailers and caravans: motor cycles and bicycles.
T.1.1. Wireless and television sets and gramophones

Wireleggs and televigion sets; gramophones, record players ard tape recorders;
radio transmitting and receiving sets for amateur radic staticns; clock-
radios.

T.1.2. Photographic equipment, musical instruments, boats and other major recrea-
. tional durables

Aercoplanes; boats and outboard motors; cameras, projection equipment, other
photographic eguipment, binoculars; microscopes and telescopes; planos,
organs, violins, cornets and other major musical instruments; typewriters;
power-driven equipment for wood-working, metal-working etc.; horseg, swimming
‘pocls which are not permanent fixtures. '

VII. VALUATICN

A. General considerations

T.l. There are a number of factors which must be considered in deciding on the most
appropriate mode of valuing the items of national and sector balance-sheet accounts.
First, and of major importance, the mode of valuation should result in the most use-~
ful data fcor purposes of studying resources and wealth and economic and financial
behaviour. ®Second, it should ke practicable to use the mode of wvaluation; the values
chosen must be measurable and collectable. Third, as is noted in the SNA, a mcde of
valuation that is useful in the case of all kinds of assets and liabilities would
contribute to the comprehensiveness and simplicity of the relationships between these
items in the balance-sheet accounts. While this last consideration cannct be deci-
give, it is important in facilitating the compilation and analysis of balance-sheet
data. This would, for example, permit the cross-checking of assets against liabili-
ties in the case of each kind of claim or estimating a sector's helding of a given
asset as the difference between the sum of the corresponding outstanding liabilities
and the sum of the heldings of the agset by the other sectors.

T.2. National accounting is concerned with combining and comparing the accounts, in
this case the balance sheets of all transactors in the eccnomy; it is therefore
axiometic that entries must be valued identically for all transactors. Assets must
be valued on the same basis and in terms of prices on the same cate, no matter who
owns them; llabilities must alsc be treated uniformly as to mode of valuation and
date of prices, no matter who owns them. While it is not essential that financial
claims should be valued identically when they are owned as assets and when they are
ownd as liabilities, adjustment entries would be necessary if the liabilities were
to be valued on a different basis than the financial assets. This situwation is in
contrast with that in the case of private accounting. There the accountant is con-
- cerned with only one transactor at a time; and the accounts serve to record the
stewardship of the managers of an enterprise over sums of money entrusted to them at
different times in the past. Thus in private accounting the cost of acquisiticn is
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the natural mcde of valuation for assets; the fact that the costs are an amalgam of
Tigures expressed in different price levels may be ignored. Liabilities are naturally
expressed in terms of their nominal or face value. Even private accounting, however,
cannot completely ignore the comparability of one set of accounts with another,
particularly when the accounts are the main guide toc investors cn the stock exchange.
Assets are scmetimes revalued in terms of more recent price levels; accountants are
continually discussing how best to portray the effects of inflation in business
accounts.

T«3. A principle that is applicable in the case of both business and national
accounting is that each asset and liability should be valued separately. This rules
out their wvalwation in terms cf the over-all value cf a transactor unit. An enter-
prise should nct be valued as a whole, on the basis of elther the stock-exchange
value of the sharehclders' eguity or the payment made in a takeover, Instead, each
asset and liability should be wvalued separately; the difference between the sum of
the value of the assets and the sum of the values of the liabilities and of share
capital is the net worth of the enterprise. Net worth is not wvalued separately and
may change because of changes in the value of individual assets or liabilities.

B. General aspects of valuing assets

1. Market wvalues

7.4k, 1In the case of assets, there is little, if any, dcubt that the current market
values, or the equivalent, recommended in paragraph 2.87 of the SNA are the most
apprepriate mode of valuation. Investors in financial assets such as securities and
tangible assets such ag land make decisions in respect of these assets in the light
of their sales wvalue in the market. Thig is also so in the case of producers of
stocks of commodities. Users of fixed assets or raw materials in prcduction are con-
cerned with the current costs in the market of replacing these items. Acquisition
costs are ruled out because many different price levels are involved.

T.5. The common definition of a market value is the value arrived at in a trans-
action between a willing buyer and a willing seller, or alternatively the value
reached in an armfs-length transacticn, into which commercial considerations only
enter. The difficulty is that the markets on which transactions meeting these con-
ditions occur are of several different types.

7.6. There is a feature of balance sheets in national accounting which acts as a
guide in determining whether or not a givenmerket is 2 suitable scurce of the data on
market values for use in balance sheefs, It ariges from the fact that the balance
sheets of transactors which are combined into sector balance sheets are, notionally
at least, all drawn up at o single mcment of time. Given this simultaneity of wvalua-
ticn, the only possible assumpticn that can be made is that the transactor is con-
tinuing in his present business cn this present basis. A valuation ig needed that
is appropriate to the business as a going concern. This means that prices from
markets which impose a penalty on liquidation cannot be used. The distinction is
between markets for assets which are traded in the normal course of events and mar-
kets for assets which are traded rarely and then generally in the exceptional cir=-
cumstances of the financial distress or liquidation of businesses. Examples of mar-
kets which do not impose a penalty on liquidation are the stock exchange, the market
for real estate and the market for second-hand motor cars. Examples of markets in
which only obsolescent assets are traded or which are used only when the owners cf
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assets are in financial difficulties, are those for second-hand industrial plant and
equipment and for second-~hand furniture. Even In the case of financial claims there
are markets in the case of some countrieg in which existing assets are normally
traded only in conditions of distress; the market for house mortgages in Britain
furnishes an example. None of the markets in which asgsets are not traded in the
normal course of events is suitable for purposes of determining market values for
use in balance gheets.

2. Variants of market value

7.7. The ideal market for the purposes of the valuation of items of balance sheets
is the stock exchange. Not only is each asset traded completely homogeneous, but

its appropriate prices are listed at regular intervals. For securities quoted on a
stock exchange it is therefore feasible to gather the market prices of individual
assets and of broad classes of assets and, in addition, to determine the global
valuation of all the existing assets of a given type. The information from the stock
exchange may be used to price unguoted securities by analogy. For this purpose it

is legitimate to make an allowance for the inferior marketebility of the unquoted
securities as prices on the stock exchange take account of the degrees of market-
ability of the range of quoted securities.

7.8. Unfortunately the stock exchange is virtually unique in the case of most
countries. While there are a number of other markets from which price guotations
would be acceptable, they are usually deficient in some respect. HNone of them will
enable the making of a global valuation of all existing assets of a particular class;
most of them are concerned with assets which are far from homogeneous. However,
even the most dispersed trading in a market in the most heterogeneous assets may be
made to yield useful data on prices, given the availability of a reliable reporting
agency and the possibility of classifying transactions into relatively homogeneous,
meanipgful categories of assets, Undoubtedly in many countries statistical authori-
ties will find it necessary to extend market information inte new fieldg by them-
selves initiating the reporting and classification of prices.

7.9. The types of market considered thus far all yield data on prices which can be
multiplied by indicators of guantity to compute the total market value of different
classes of assets held by sectors and of different classes of their liabilities.
Between them they cover nearly all financial claims, real estate and livestock. Not
all data on prices may be applied in this direct way however; when information on
prices is used indirectly, the resulting valuation may be considered to be a variant
of market wvalue theough it is conceptually similar.

T.1C. The most important variant is the use of written-down replacement cost for
most tangible reproducible fixed assets. The common mmeans of making these estimates
is the perpetual inventory method, which is illugtrated in table 10.2 below. When
the perpetual inventory method is the only approach used, figures of the written-
down replacement value of the stock of fixed assets on a given date, say the begin-
ning of a year, are based first of all on figures of gross fixed capital formation,
classified as much as possible according to type of fixed asset and year of acquisi-
tion, accumulated over a long enough period to cover the acquisition of all fixed
agssets in the stock of question. In other words, long enough so that fixed assets
acquired before the years when the figures of gross fixed capital formation began,
will have been retired, that is their aveérage useful life will have run out. Con-
ceptually, the cost of acquisition of each class (same type and same year of acquisi-
tion) of fixed assets is adjusted to current gross replacement cost by an index of
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the average change in prices from the year of acquisition to the date in question
and an allowance, valued at current replacement cost, for accumulated depreciation
between the two dates is deducted in order to arrive at its written-down current
replacement cost. In practice, the perpetual inventory may be built year-by-year in
the constant prices of a given year, as is illustrated in table 10.2. In that case
the net capital formation (gross capital formation less the allcwance for deprecia-
tion) during a year, adjusted to the constant prices, for a class of fixed assets is
added to the written-down value, in the constant prices, of its accumulated gross
capital formation as of the beginning of the given year; and the resulting constant-
price value of the net capital stock as of the béginning cf the next year is con-
verted to current replacement cost as of the latter date. Once the perpetual in- -
ventory is built, it is maintained year-by-year by the same means as are ocutlined
above. Alternatively, the perpetual inventory method may be used in year-by-year
extension of data gathered in natiocnal censuses, or from fire insurance records, on
the written-down value cf the stock of fixed assets as of a given date, classified
as much as possible according to type and age.

T.1l. The gathering and compilation of appropriate price index numbers on capital
goods for purposes of the perpetual inventory method raises difficult conceptual and
practical problems. As each congtruction project and each price of highly fabricated,
heavy machinery and equipment is produced on contract and usually consists of unique
features, the compilation of comparable series of price indexes must be based con
pricing representative mcdels or proxies. Price series on the models are based on
either direct estimates cf producers, on the combination of ccmparable prices of
components or on regressicns of the transacticn values (costs) of completed projects
cn their strategic characteristics. Even in the case of the pricing of less complex
capital gcods as proxies cor in their own right, seriocus. problems of, and inadequacies
in, accounting for quality changes are encountered. The replacement costs arrived

at from these price serles can be taken as only approximations to market values. In
addition to the complicaticns and deficiencies mentioned above, many of the price
series gathered on capital gcods give toc little attenticn to the valuaticns of pur-
chasers and therefore do not reflect the forces of demand, which together with those
of supply, determine market prices.

7.12. The other two variants of market value both suffer from the imprecision of
data con the market prices which have tc be used though the values arrived at are not
conceptually different from values on the stock exchange. The first of the two
variants relates tc valuing assets the returns from which are either delayed (as with
timber) or spread cver a lengthy period (as with subsoil assets). While normal mar-
ket prices are used to value the ultimate cutput, a rate of discount must, in addi-
ticn, be used to compute the present value of the future returns. The converse of
this case consists of computing the tctal value of an asset by capitalizing income;
it is then necessary to derive a capitalization facter frcm information about the
market. The rate of discount and the capitalization should undoubtedly both be
derived from information based on transactions in the particular type cf assets under
consideraticn - forest lands, mines and quarries, ground rents and leases. This in-
fermaticn, however, is nearly always vague; the statistician often has to be ccntent
with such declarations as "well-secured ground rents are changing hands at 15 years'
purchase" or "the general run of investors in mining enterprises expect a return of
not less than 10 per cent". Even such vague information about the state of the actual
market concerned ls to be preferred to the use cf a general rate of interest derived
from the yield on long-term government bonds.
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3. Asgsets in foreign currencies

7.15. Among financial assets there will be some that are basically fixed in terms

of foreign currencies, for example, bank deposits and securities that are the liabil-
ities of non-regidents. The value of these assels will change when there are changes
in official parities or when currencies are "floating". The foreign exchange market
is well documented and will provide suitable conversion rates for the assets. The
conversion rates used should be the average daily transaction rates during the
balance-gheet date; the balance-sheet assets and liabilities are being valued as of
that date.

7.1%. A special case arises when part of the foreign exchange market is segregated;
furnds for purcheses of forelgn securities or capital participations may not be obtain-~
ed except through a pool of foreign currency fed by prior sales of eguivalent nation-
al assets cowned by non-residents. The foreign currency then acguires a premium value.
The private accounting treatmernt of the premium (or cccasionally discount) on the curs
rency varies: the bagis of conversion for items expressed in foreign currencies is not
always explicitly stated in published accounting dccuments. For purposes of the
halapce~-gheet acccunts, the value in national currency of the forelgn assets should
reflect. the appropriate investment premium.

C. Valuation of specific assets and liabilities

1. BReproducible fixed assets

T.15. In the case of most reproducible fixed assets valuation at written-down re~
placement cost is usually appropriate. In certain circumstances, it msy, in addi-
tion, be necessary to adjust thes? values for the obsolescence of fixed assets which
have not yet been retired. It will generally be necessary to use gross replacement
cost, adjusted for obsclescence, as an approximation to market value in the case of
roads, dams, dikes, breakwaters and similar construction projects included in the
stock of fixed assets. No allowances for consumption of these fixed assets are
called for in the SNA because of the long and indefinite duration of their useful
life if properly repaired and maintained. It also seems appropriate to follow this
practice in the balance-sheet accounts of the SNA. The sources of data and methods
for estimating the written-down replacement cost are outlined in paragraphs T.10 and
7-11 above, The method mest commonly used is the perpetual inventory. As the steps
of the perpetual inventory method exactly mirror the segquence of accounts-opening
balance sheests, capital finance accounts, reconciliation account and closing balance
sheet, the required entries for each of these accounts are systematically compiled.

7.6, Paragraph 7.21 of the SNA recommends that during each year of their expected
useful life, the current gross replacement costs of fixed assets should be written-
down {depreciated) on a straight-line basis. If, for example, the expected useful
life of a machine is 10 years, its allowance for depreciation during a given year is
one-tenth of its current gross replacement cost during the year in gquestion. In the
case of the transaction accounts of the SNA the allowances for depreciation of a
fixed asset during preceding years are not to be adjusted for the change in gross
replacement cost of the asset from those years to the current year. For purposes of
written~-down replacement cost of reproducible fixed assets in the balance-gheet
accounts, however, the accumulated allowances for consumption made in past periods,
as well as the current year, should be adjusted to the gross replacement cost of the
fixed assets as of the balance-sgheet date. ‘
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7.17. There are cf course a number of approaches to writing off the value of fixed
assets, for example, straight-line, declining balance, declining rate. The straight-
line method is recommended because it is the approach most commonly used in business
accounting. The straight-line apprcach therefore best reflects the considerations
and financial behaviour of enterprises in accumulating regerves for replacement of
capital gocds, in reflecting depreciation charges in prices and so on. In practice,
the straight-line method is often applied to the average expected useful life of a
given type of fixed asset; its application may be improved by using a frequency dis-
tribution of expected useful lives of the fixed asséts.

7.18. There are exceptions to the use of valuation at written-down replacement cost
in the case of certain reproducible fixed assets. These are discussed in the suc-
ceeding paragraphe; the general questicn of the valuation of land and buildings is
dealt with in paragraphs 7.22 through 7.29.

Te19. The first excepticn is breeding stock, dairy cattle and other livestock which
are classed as fixed assets. The SNA does not call for allowances of depreciation
in these animals in view of the impracticabilities of making the estimates; their
natural growth should however be taken into acccunt in balance-sheet data. Further-
more, the market prices for the livestock fluctuate substantially. Auction prices
for livestock are usually available; these can be applied to figures for the heads
of livestock to determine their market values. It will be necessary to have figures
of both the number of heads and of auction prices in terms of age grcups cof the dif=-
ferent types of livesteck so that in the reconciliaticn acccunt, the element of natu-
ral growth may be separated from revaluations due to price changes.

T.20. Written-down replacement cost is of course not applicable in the case of art
objects and antiques; they are neither replaceable nor have a limited useful life.
While aucticn and other transacticn values may be available for certain antiques and
art objects from time to time, the values are usually not avallable on a regular
bagis and cannct be used in the case of other antigques and art objects. Furthermore,
data on inventories of these items may not be available, Probably the most useful

and practical approach to valuing stocks of these items that are held by enterprises
and government and private non-profit bodies 1s tc gather data on the values at
which they are insured againet fire, theft etec.

2. Stocks

T.21, In the transaction accounts, additions to, and withdrawals from, stocks, in-
cluding livestock other than those classed as fixed assets, are,in principle, to be
valued at purchaserg' values when they are acquired from outside the establishment

or at preoducers' values when they are processed internally. In practice, it may be
necessary to value additions to, and withdrawals from, stocks of partially completed
goods (work-in-process) at direct cost, perhaps with the addition of margins for in=~
direct costs and normal profits. The purchasers’ and producers' values to be used
are those current at the time the goods are added to, or withdrawn from, stocks.

The physical change in stocks wvalued at average prices during the period, say a
year, is to be shown in the capital finance accounts, leaving the remainder of the
difference in value beltween cpening and clogsing balance sheets to be attributed to
stock appreciation, which is an entry for the reconciliation account. This valuation
of the physical increase in stocks ig consistent with carrying them at current market
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values in balance sheets when the valuation at average prices during the period in
question is adjusted in the reconciliation account to valuation at prices as of the
closing balance-sheet date. The reccnciliaticn account then shows the change in
the value of stocks due to the change in prices between the cpening and closing
balance sheets.

T.22. The balance-sheet figures for stocks will, not infreguently have to be esti-
mated by adjusting figures cf beook values of stocks in private accounting. The
values of stecks in business accounts may be recorded on the principles of first in,
first out, last in, first out or average cver the periocd. Recording on the basis of
last in, first out will give a good and useful approximation to valuation at market
values current at the time of balance-sheet dates, especially if additions tc, and
withdrawals from, stocks are not tcoo infrequent. The book values may then be accepted
for purposes of the balance-sheet acccounts. Recording in terms of first in, first
out gives the pocrest and probably most inappropriate approximation to current market
values for purposes of the balance=sheet accounts. In general, it will be necessary
to adjust the book values to current market values in terms of the change in prices
during the average elapsed period between the time of addition of the goods which
are still in stocks and the balance~sheet date. If stock turnover is rapid and
changes in prices are not great, the required adjustment- 1s small. For example, if
stocks in hand at any cne time have been built up over the preceding three months
and the average prices of the gcods in stock rise by four per cent per year, the
excess of current market wvalues over beck values will be cnly cne-eighth of four per
cent, or five-tenths of a per cent. In these circumstances, if bock values are
recorded on the basis of average prices during the three-month period, it will prcb-
ably not be worthwhile to adjust them for purposes of the balance-sheet accounts.

5. Non-reproducible tangible assets

() Lend

7.23. However simple the system of land tenure in a country may be, there are con-
siderable difficulties in valuing the ownership of land and buildings by the insti-
tutional sectors and in separating the value of land from that of the buildings
erected on it. These d¢ifficulties do not apply to a global valuation of land any
more than they apply to a global valuation of buildings and works at replacement
cost by the perpetual inventory method.

T.24. In the case of the global valuaticn of land, the calculation may be performed
in two parts. The first part relates to the valuation of land which is separate
from bulldings - cultivated land, including plantations, orchards and vineyards, and
privately owned amenity land, parklands and pleasure grounds. The calculation is
performed by multiplying statistics of area by indicators of market values per unit
area. The statistics of both areas and market prices must be classified to some
degree according to quality and use of the land and according to regions. A minor
problem is that the market values for cultivated land often include farm buildings
sold with the land. If it is not feasible to separate the two by use of the method
described immediately below, the combined velue of the farm buildings and land might
be recorded as the wvalue of the land. The cther part of the calculation relates to
land underlying buildings. TFor this the normal method is to gather site/structure
valuation ratics from valuation appraisals and to deduce the value of land from the
replacement cecst of the buildings, or from the value on the market of the combined
land and buildings. In scme instances, the market will furnish data directly on the
value of the land.
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- 7.25. The complications begin when the value of the land and buildings owned by
institutional sectors is to be estimated; they arise in the case of both land and
buildings. The problems are of three kinds: (i) the divergence between the replace-
ment cost of buildings as estimated by the perpetual inventory, using straight-line
depreciation and an index of construction costs of new buildings, and the prices
which existing buildings fetch on the open market; (ii) the separation of the differ-
ent interests of transactors in the total wvalue of a site and the building erected
on it; and(iiﬂ the separation of the value of the land from the value of the build-
ing, The questions may be described by considering three very simple cases.

7.26. The simplest ecase of all is that of owner occupation, in which the occupier
owng both the building and the gite on which it is erected. There is no problem;
the calculation can proceed exactly as for global valuation. Fortunately this is
generally the situation in the case of a high proportion of cases.

T.27. In the second case the occupler rents the building from the owner, who owns
both the building and the site., Let us agssume that the building has a value at cur-
rent written-down replacement cost of V and the site a current market value of S.
The occupier has a 99-year lease with 50 years to run, and he pays a fixed rental of
R throughout the entire period of the lease. Let us further assume that if the
lease were being negotiated today the rental would be 2R. (The period which must
elapse before the owner can change the rent to 2R is more important than the un-~
expired life of the lease; the latter assumes importance if there is a possibility
of letting the property to another tenant whe would be willing to pay a rental of
oR}). If the owner were to sell the building and the site, he would certainly not
receive V+S. The price which he could command would be the fixed rental, R, capi-
talized at the going market rate of return; as with the price of a dated bond, the
closer the time at which the owner can negotiate a higher rent, the greater the part
this reversion to a higher rent plays in the price which the owner can command.
Agsuming that he has ireedom to do sc, the lessee can assign the lease to somebody
else or sub-let the property to somebody else. TIn the latter case the lessee cculd
secure 2R; in the former case the price fetched by the lease would be based on the
ratio ER/R and the period before reversicn to a higher rent. In principle, V+S
equals the value of the building and site to the ocwner plus the value of the lease
to the occupier. Effectively the part of the value of the building and site that is
equivalent to the difference between their full current value (the sum of the re-
placement cost of the bullding and the market wvalue of the land} and the capitalized
value of R, should be attributed to the occupier and included in his balance sheet.
The values of the building and land allocated to the occupiers' and owners' balance
sheets of course need to be divided between their assets in the form of buildings
and those in the form of land. This might be done on the basis of the site/structure
valuaticn ratios from valuation appraisals.

7.28. The third case is still simple enocugh to be found under any conditions of
land tenure. It involves three separate transactors: Owher A, who owns the site;
Owner B, who pays ground rent to Owyner A for the site but who owns the building,
which he has let to the occupier as in the second case. The additional pcint to note
in this case is that the capitalization of the ground rent will not equal the value
of the gite if that site could cormand a higher ground rent today and if there is
some time to run before the ground landlord can raise the ground rent. Once again
the value of the site is shared among the transactors. Exactly the same reascning
applies to cultivated land, including plantations, orchards and vineyards, owned by
one transactor and leased to another, and tc concessions of mineral rights, fighery
rights and so forth.
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T.29. DBecause cf the differences in land tenure systems and data availability in
various countries only a generalized solution for estimating the ownership according
to sector of land and buildings may be cffered., We assume that the following esti-
mates have been made: (i) a global replacement cost estimate of the value of build-
ings, Gi) a glcbal estimate of the wvalue of land, with a separate estimate for the
value of land underlying buildings,(iiﬂ the total of rents for land paid and received
by each sector and (iv) the total of rents for buildings paid and received (see para-
graphs 6.47 and 6.48 of the SNA}. Where these rents are not paid separately in re-
spect of the land and in respect of the buildings, site/structure valuation ratics
from valuaticn appraisals may be used to divide the rents into the two ccmponents.
For rents paid {but not for rents received) it is necessary to have a division be-
tween rents on shert tenancies and rents cn leases for a pericd of years. This:
divisicn may usually be determined relatively easily as short tenancies generally
apply cnly to certain classes of property let to certain xinds of occupiers. If it
is found that the estimates of replacement costs of buildings deviate substantially
from the actual value of buildings on the market, as evidenced by transactions, it
is suggested that the estimates should be revised by using indexes of the market
prices of buildings in place of indexes of constructicn cost in using the methed of
perpetual inventory.

T.30. As problems are presented only in cases where ownership and occupaticn are
divorced, the estimates of ownership of beth land and buildings by instituticnal
sectors may start by dealing with cases of complete owner occupation. The value to
the owner of tenanted land and tenanted buildings may next be estimated by capital-
izing the rents received by each institutional sector for land and for buildings.
When the owners' values of owner~occupied and tenanted property are added together,
the result should, in principle, fall short cf the global wvalue of the land and
buildings by an amount equal to the share of ownership accruing to occupiers by vir-
tue of the leases which they hold. These estimates shculd be made separately for
land and for buildings; the two residuals mey be divided among institutional sectors
in accordance with the rents which are paid by each sector, excluding those paid for
short tenancies. A regidual method cof valuation is never very satisfactory, espe-
cially because there is a danger that the capitalization factors used on rents may
be incompatible with assumptions made in the case of the global calculations. A
direct estimate ol the value tc lessees of their interest in the total value of
property would require the following additional informat ion: (i) estimates, sector
by sector, of the extent to which rents actually paid deviate from rents in newly-
negotiated leases and {ii' informaticn on the average maturity {pericd to next rent
revision) of leases, sector by sector. In order to separate the interest of the
lessees in the total value of the property into that in the buildings and in the
land, estimates of the division of the rents into the two components are needed.

(b) Timber tracts

Te31l. The value of timber tract should cover the value of the underlying land as
well as that of the standing timber. Where the sale and purchase of timber tracts
are Trequent encugh, the market should furnish the data required to make the required
estimates. These data should relate to value per unit area classified by kind of
timber as well as the situation and character of the land. Otherwisge it will be
necessary to value timber tracts as the sum of estimates of the values of the stand-
ing timber and of the underlying land.
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T.32. In a number of countries the national forestry service may already make estl-
mates of the value of growing timber, toth state-owned and privately-owned, on gen-
erally accepted principles. Timber is a product which takes many years to come to
maturity and which yields its services once anhd for all. The conventional way of
valuing standing timber is to discount the fubure proceeds of selling the timber at
prices current in the present after deducting the expenses of bringing the timber to
maturity, felling etc. Due allowance is to be made for the value of thinnings. The
market value of the underlying land would need to be estimated from land transactions
in the market.

(c) Subsoil assets

T.33. The methed of valuation of subscil assets is cree again by discournting the estimated net
preeeeds of sale of the extracted minerals, using asa rate of discount the retum expected by
investors in mining or gquarrying enterprises. Because wasting assets are involved,

it is customary to provide for a sinking fund to amortize the capital invested over
the expected life of the mire or quarry. Bain discusseg several of the conceptual
and practical problems of estimating the value of reserves of minerals and other sub-
soil assets.b/ Tor a number of reasons this is a heading under which large and sudden
revaluations mugt be expected arising from factors other than changes in the current
price of the asset, charges in the rate of discount or changes in the rate of inter-
est assumed for the sinking fund. Among these factors are: (i) ney discoveries may
be very extensive, covering whole new fields of deposits, Gi) changes in technology
may bring extensive deposits within the range of those commercially exploitable and
Cﬁi)changes in market conditions, particularly for fuels, may entail drastic revi-
sions of future rates of output. These changes should be reflected in the reconcili-
ation accounts.

(d) Histcric monuments

7.34. Almost any valuation of a historic monument could be defended, anywhere be-
tween zero, on the grounds that it was fully depreciated, and the amount that a
wealthy individual or corporation would pay tc have the monument dismantled and
erected elsewhere. As a compromise is necessary, the actual value of the purchases
(sales) of historic monuments might be used as the monuments are to be covered in
balance sheets only when sold.

i, Non-financial intangible assets

T.35. It has been proposed earlier in this paper that the only items to be included
in this category in the case of balance-sgheet accounts should be patents, trademarks
and copyrights which have been purchased (sold). Thus, their initial value is equi-
valent to the cost of purchase. It is likely to be necessary in practice to value
these assets In terms of the written-down cost of their purchase. The patents, copy-
rights and trademarks might be written down in a straight-line basis over the period
during which they will remain in effect.

5. Financial assets

T.36. Apart from net equity in quasi-corporate enterprises, financilal assets may
be classified in terms of their mode of valuation. The first group consists of
claims which can be realized on demand or at short notice at their full nominal (face)

6/ Bain, Foster et al, "Subsoil Wealth", Studies in Income and Wealth, Vol. 12,
National Bureau of Fconomic Research.
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value or which cannot be transferred as an asset from one transactor to another.

These financial assets are clearly to be carried in balance sheets at nominal (face)
value; there can be no question of revaluations cther than those arising from changes
in currency exchange rates and adjustments. The second group comprises claims which
can be transferred as assets from one transactor tc another. These are, in principle,
to be valued at the value at which they could be transferred, their current market
value. Tinancial assets covered in the categories of table 6.3 above for gold,
short-term and long-term bills and bonds and corporate eguities, including capital
participations fall into the second group.

(a) Gold and IMF special drawing rights

T.37. Official holdings of gold are to be valued as in official figures of reserves,
at the price for transactions between central banks; but private holdings may be
valued at the appropriate free market price if transactors have legal access to this
market. The special drawing rights of the IMF should be established in accordance
with the values assigned by the IMF.

(b) Short-term bills and bonds

7.38. There are two main types of short-term bills and bonds to be considered: (i)
those issued and traded at a discount and redeemed at par, the difference between
which is considered to be interest and {ii) those issued at par or at a stated rate
of interest.

T7.39. The valuation of short-term bills or tonds of the first type at their market
value is consistent with the recommendations in the SNA that receipts of interest
should be recorded when due, which in this case is on redemption of the bills or
bonds and that their purchase ghould be recorded at the amcunt paid. While this is
the correct mode of valuetion in principle, it may not be the mcst appropriate in
practice. Most holders and issuers of short-term bills and bonds may record the
claims at face value and may, at that time, consider interest to be received (paid).
In any case, the difference between market and face values may be small; most of the
bills or bonds are usually redeemeble within a short interval of time; and for pur-
poses of assessing the liabilities of the issuers, face values are wanted. It is
therefore probably best to value the short-term bills or bonds under discussion at
face value and to take account of the difference between this value and the dis-
counted value at which they are issued or traded by entering the interest as re-
ceived {paid) at the time of purchase (issue).

7.40. In the case of short-term bills or bonds issued at par at 2 stated rate of
interest, the reasons for using nominal (face) value are stronger than in the case
of the short-term bills or bonds discussed in the preceding paragraph. These claims
are likely to be traded in the market at par unless there are sharp changes in the
golng rate of interest. Even then, the differences between their market value and
face value will be very small after deduction of accrued interest if it is included
in the market values.

(c) Long-term bonds

7.41. There is no doubt that purchasers or holders of long-term bonds make decisions
about their investment in the bonds in terms of market values. TFor example, the
market value of the bonds approximates the future receipts on redemption - nominal
value - of the bonds discounted at the going rate of interest in the market. In the
case of bonds actively traded on organized exchanges, their market value is available
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from quotations con transaction on the exchanges. The transacticn values used should
not include brokers' commissions or other transfer charges or accrued interest. The
market value of long-term btonds for which quotations on transaction on exchanges are
not available, may be derived by analogy with comparable quoted long-term bonds,
taking into account their rate of interest, period to maturity and value on redemp-
tion. The issuer and the type of instrument of the quoted long-term bond used should
be similar to that of the unquoted long-term bond. The market value assigned to the
unquoted bond should reflect its inferior marketability.

(d) Corporate equities including capital participations

7.42. The financial behaviour of holders of corporate equity securities, and even
their effective demand for goods and services, reflect the market values of these
securities. The market value of corporate equities that are traded on organized
exchanges may be determined from the quotations for transactions cn these exchanges.
Care should be taken to exclude any brokers' commission and other costs of transfers
that may be included in these quotations. The market for corporate equities not
traded on organized exchanges is usually so narrow that reliable data on market values
are usually not available. In the absence of this information, holders of unquoted
corpcrate shares are likely to evaluate the sales prices of the securities in terms
of recent and expected dividends and earnings ahd the general level of prices for
comparable quoted securities. Ungquoted corporate equlties may therefore be valued
by analogy with comparable quoted securities, taking into account their ratio of
price to earnings and dividends and expected changes in earnings and dividends and
allowing for their inferior marketability. The estimated market value of the un-
guoted equity securities might also be adjusted for the fact that their value usually
does not fluctuate as much as the values of the comparable quoted securities.

7.43. 4 special situation in respect of the valuation of corporate equity securities
occurs in the case of the securities of a parent company in its resident or non-
resident subsidiaries which are not included in the same statistical unit as the
parent. (It should be recalled that by the definition, the parent company should own
50 per cent or more of the corporate equity securities in each of the subsidiaries).
Unlike the usual stockhclders, the parent company can take possession of the net
worth of the subsidiaries by selling its interest in them. TFurthermore, the parent
company controls the magnitude of subsidiaries' net worth as it determines the amount
of dividends that they pay and thus fixes the amount of saving that they retain. It
is therefore appropriate to consider that the subsidiaries do not have any independent
net worth and that the value of the parents' equity securities in the subsidiaries

is equivalent to the difference between the total value of the subsidiaries' agsets
less the total value of the subsidiaries' liabilities, including only the value of
any mincrity interests in the case of corporate equity securities. The value of the
equity securities held by the minority interests might be determined from the market
value of the shares.

(e} Proprietcrs' net equity in guasi-corporate enterprises

T.4lt. As in the case of subsidiaries, gquasi-corporate enterprises should not be con-
sidered to have an independent net worth. The proprietors of the enterprises deter-
mine the amounts they are to withdraw from or add tc the capital of the enterprise
and can appropriate all of it. The value of the proprietors' net equity in gquasi-
corporate enterprises is therefore equivalent to the total value of the enterprise's
agssets reduced by the value of their liabilities, excluding of course the proprietors'
net equity. The actual situaticn may be very similar to that of quasi-corporate
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enterprises in the case of incorporated businesses closely held by very few stock-
holders only. In such instances, 1t may be desirable to allocate the total value of
the enterprise, reduced by its liabilities to third parties among the stockholders,
in proportion to their holdings cf shares in it.

D. General aspects of valuing liabilities

7.45. It has been reccmmended in paragraph 7.36 above that claims held as assets
shculd, in principle, be valued in one of two ways: either at nominal (face) value
if they can be realized cn demand or at short notice at their full nominal value or
cannot be transferred as assets from cone transactor to ancther; or at market value

if they cannot be realized on demand or short nctice and can be transferred as assets
from one transactor to snother. The application of this principle, tempered by con-
siderations of practicability, resulted in the prcposal that market wvalues should be
used to value financial assets in the form of gold, lcong-term bonds and corporate
equity securities and that nominal (face) values sheould be used to value all other
financial assets. In either case, account needs te be taken of foreigh exchange
rates in valuing claims on non-regidents expressed in the non-resident currency which
are held by residents of the country of reference of the balance-sheet acccunts. As
was noted in paragraph 7.l above, assigning the same values to each claim as a lia-
bility and as an asset would make an invaluable contribution tec the comprehensiveness
and simplicity of the relaticnships between items in the balance-sheet accounts.
However, thils approach should be adopted in the case of liabilities only if the mcde
of valuation recommended in the case of the corresponding finahcial assets 1s realistic
and is appropriate fer purposes cf understanding and analysing the financial situa-
tion and behaviour of the debtors.

7.46. The common practice in business accounting is to value liabilities at nominal
(face) value. This is, no doubt, the most suitable mcde of valuation in the case of
the liabilities which are the counterpart of the financial assets that are to be
assigned nominal values, for example depogits, short-term bills and bonde, loans,
net equity of households on life insurance and pension fund reserves, trade credit
and other accounts payable. In the case of long-term bonds and corporate equities,
however, it is argued below that as in the case of those claims held as assets, the
use of market values wculd be useful fer purposes of analysing the financial situa-
tion and behaviour of transactors.

E. Valuing securities as liabilities

1. Long~term bonds

7.47. Valuing long-term bonds at market values is a way of approximating the current
discounted value of the future liability to redeem the bonds, based con the going
rates of interest in the market. When the remaining period to maturity is very short,
say less than a year, market and nominal values will not differ significantly. The
valuation cof bonds with different dates of redemption and different interest rates
are thus put on a common basis of time and valuation, which is essential for purpcses
of adding together and comparing the liabilities cf transactors. Furthermore, the
time to redemption of long-term bonds and the current rates of interest in the market
are important considerations in the financial calculations and behaviour of the
issuers. They will take these factors intc account in establishing sinking funds Tor
redempticn of the bonds. TFor example, a rise in the market rate of interest or a
longer time to redemption, will reduce the present value of the future liability to
redeem the honds and implies a reduction in the magnitude of the annual additions to
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be made to the sinking fund. Issuers may alsc redeem their long-term bonds early
when this opticn is not regtricted by the terms of the boends 1f the geing rate of
interest for long-term bonds is significantly lower than the stated rate of interest
of their bonds or if they can obtain more favourable terms from alternative sources
of finance, for example, issuing common stock or obtaining bank loans. It is there-
fore proposed that, in general, long-term bonds as liabilitieg should be valued at
market wvalues as in the case of these bonds as assets.

2. Corporate equity gecurities

7.8, The justification for assigning market values is not as strong in the case of
liabilities in the form of outstanding corporate equlty securltles 2 in the case of
liabilities in the form of long-term bonds. ‘

T.49. As it has been reccmmended earlier in this paper that an 1ndependent net Worth
should be assigned to incorporate units other than subsidiaries, the possible alterf
native to valuing their outstanding equity-. securities at market value appears to ‘be
their revalued paid-in value, This is discussed in the sub- section below. The paild-
in' value, but not the market value, of corporate equity securities is usually given
in the business accounts of the issuers of the securities. Market values are,
however, more useful than paid-in values for a number of analytical purpcses because
they have a greater influence on the flnan01al ‘behavicur of 1ncorporate enterprises.

7.50. Studies of the sources and pattern of external finance that incorporated enter-
prises use furnish an important example of analyses for which the market value of
~equity securities are more valuable than,paid-in'value.- Companies favour the issue
of equity securities in order to raise needed external funds when the market value

of their shares is high and of course set the price of the new issues in terms of

the market. They are more likely to use other sources of raising external funds when
the market value of their equity securities is relatively low. In fact, they may use
retained savings to purchase their own equity securities when the market value of the
shares are low in order to increase the ratio of their liabilities in bonds and lcans
to their outstanding stock, in order to raise their earnings per outstanding share or
in order tc accumulate treasury stock for payment of employee bonuses, etc. The
market values of their equity securities are also of interest in studying the cir-
cumstances and terms under which mergers or takeovers of incorporated enterprises
occur. For example, low ratios of market value to book value for the shares of a
company makes 1t an attractive merger or takeover candidate. And, the relative mar-
ket values of the outstanding stock of companies involved in a merger or takeover ig
important in setting the terms of the exchange of stock that usually takes place.

The influence of speculative waves and other aberrations in stock éxchanges on the
market value of equity securities does not geriously 1limit the usefulness of market
valuation for the purposes cutlined above,

F. Alternatives to market valuation of long-term bonds and
corporate equity securities

7.51. While assigning current market values to long-term bonds and corporate equity
securities is valuable for a number of purposes, it cannot be contended that this
mode of valuation is useful for all purpcses. Tor example, securities are often
valued at cost of acquisition as assets and at nominal {face) value as liabilities.
However, the valuation of securities at cost of acquisition while useful for purposes
of each holder, is not suitable for purposes of the btalance-sheet accounts. This is
so because the costs of acguisition of a given sgecurity relate to different times and
therefore cannot be combined into useful aggregates for grcups of holders of the
security. Furthermore, the cogts of acquisition of holders of securities would not
be a’'meaningful basis of valuation for the issuers of the securities and the useful
egquality between the valuatlon of claims as assets and liabilities would not be
preserved.
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Te52. The use of nominal value in the cage of long-term bonds and revalued paid-in
and equivalent value in the case of corporate equity dces ncot have the disadvantages
mentioned in the preceding paragraph. These valuations refer to the same date in
the case of each issue of a security and would be meaningful in the analysis of both
liabilities and financial assets.

T.53. In the case of long-term bonds, the nominal and redémption values are usually
identical; the payments to be made on redemption are financially meaningful values
to the issuers of the bonds and to the holders who intend to hold the bonds to matu-
rity. Furthermore, the differences between the nominal value and the market values
of the bonds indicate the trends in rates of interest in the market since the bonds
were issued. The use cf nominal values should be practical in the case of both
assets and liabilities in the form of long-term bonds.

7.54. The revalued paid-in value of all the outstanding equity securities,excluding
treasury stock, of an incorporated enterprise is the sum of the actual amounts paid
for sold issues of shares and the value of their issue as dividends and
bornuses, revalued in terms of the current market prices of the assets of the enter-
prise. The use of these values in the case of equity securities and nominal (face)
values in the case of liabilities to third parties, in combination with the market
valuation of assets, results in a concept of net worth which is equivalent to the
accumulation retained earnings and capital gains of the enterprises, valued in terms
of current market prices of the assets. This definition of net worth is closely re-
lated to the concept of accumulated capital that is used in business accounting. It
yields figures of net worth which are indicative of the successfulness and dividend
policies of companies and the role of internal financing. The relationship between
the revalued paid-in values and market values of the equity securities of incorporated
enterprises is also of analytical interest.

7.55. It should be feasible to compile the revalued paid=-in = values of the liz-
bilities of incorporated enterprises to second parties without undue difficulty from
data gathered from, and compiled for, enterprises. This will not be the case for
the revalued paid-in values of the equity sécurities held as financial assets. In
erder to ascertain these figures, it will te necessary to identify the enterprise

in which the shares are held to determine the value per share for the enterprise.

G. Consumer and military durables

7.56. 1t has been proposed in paragrephs 4.4 and L.5 above that 2 supplementary
table should be compiled on holdings of major consumer and military durables. These
holdings may, in general, be valued at written-down replacement cost, as in the case
of most reproducible fixed assets. There is a strong case for estimati ng the depre-~
ciation of consumer durables according to the declining balance approach as this
yields a2 clecser approximation to the sharp drop in the market value of a number of
these durables during their early years of use. In the case of consumer durables,
such as second-hand automobiles, for which there are well-organized markets, use
might be made of market values instead of written-down replacement cost. The declin-
ing balance approach might also be useful in estimating the depreciation of military
durables. 1t should be noted that obsolescence, which should be taken into account
in entries reconciling the value of their closing stocks with the sum of the values
of their opening stocks and transactions, instead of in depreciation, is a major
factor in the changes in the value of military durables during a year.
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VIII. ENTRIES IN. RECONCILIATION ACCOUNTS

A, The nature of the entries

8.1, The function of the reconciliation accounts is to portray all the differences
between the openlng and clesing assets and liabilities on balance-sheet accounts |
which are not covered on the capital finance accounts. These differences may be divi-
ded into the following major categories:(a) revaluations due to price changes, (b)
adjustments due to unforeseen events, (c) net increases in the wvalue of tangible
assets not accounted for in the capital finance accounts, (d) adjustments due to
structural changes and (e) statistical discrepancies and discontinuities. The nature
of the first category of entries in the reconciliation accounts is obvious; they
account for most of the realized and unrealized capital gains and losses between
opening and cloging balance sheets. The entries in the second category of reconcili-
ation items are designed to take account of (a) realized losses in fixed assets which
cannot be anticipated and therefore are not covered in the capital finance accounts
and (b) certain other realized capital losses or gains which cannot be foreseen. It
is necessary to include the third category in the reconciliation accounts primarily
because changes in stocks of non=reproducible tangible assets are excluded from the
capital finance accounts. The last two categories of reconciliation entries concern
adjustments to the values of assets and liabilities which arise from shifts in the
structure of institutions not covered in the capital finance account and/or changes
in statistical treatment. ‘ :

8.2, The reconciliation items may also be considered from a somewhat different
point of view in relationship to entries in the capital finance accounts. The dif-
ferences in value between succeeding balance sheets may be decomposed into elements
of price changes, of the coming into existence (birth)} and the passing out of exist-
ence (death) of assets and liabilities and of changes in institutional structure and
statistical treatment. Changes in prices and in statistical treatment are all shown
in the reconciliation accounts; they must also accommodate all births and deaths and
changes in institutional structure which are not covered in the capital finance
accounts.

8.3. The capital finance accounts cover all births and deaths quite satisfactorily
for most financial assets and liabilities, for stocks and for reproducible tangible
assets except livestock classed as fixed assets. In the last case, gross fixed
capital formation provides for births, deaths are recorded through capital consump-
tion, cnce the item has reached its estimated life span. Gross fixed capital forma-
tion also includes certain entries which relate to initial expenditures only, for
example, on improvements to land, on the development and expansion of plantations
and on acquisition of breeding stocks; depreciation is not charged against these
assets. In the case of improvements to land, subsequent increases to the walue of
the land come from price changes only; the remaining cases involve capital assets in
the form of either plants or livestock, the value of which can, in addition, increase
from natural growth. The capital finance accounts provide for the birth (purchase
and sale), but not the death, of non-financial intangible assets; the ending of pur-
chased copyrights, patents, etc. must be covered in the reconciliation account.

8.4, The capital finance accounts cover the births and deaths in assets and liabi-
lities resulting from the founding, liquidation and most acquisitions and sales of
enterprises. The accounts do not cover the disappearance or appearance of certain
financial assets and liabilities because of expansion or contraction in the
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consolidation of existing business units into statigtical units. This may be due to
a parent company acquiring or divesting subgidiaries or simply the redefinition of
the units used for statistical purposes. UNor do the capital finance accounts record
meny of the shifts in the classification of agsets and liabilities according to in-
stitutional sector or sub-sector as a result of, for example, the reclassification
of statistical units. The effects of the latter type of events need to be covered
in the reconciliation accounts.

B. The detailed clagsifications

8.5. ° Reconciliation entries are classified according to their cause in table S.1
below. Table 8.2 below relates the various causes of reconciliation to the types of
asset and liability affected and shows how these depend on the nature of the entries
in the capital finance accounts.

Table 8.1. Claggification of items of reconciliation according to use

13.1 Revaluations due to price changes

15.1.1 Market prices

13.1.2 Replacement costs

13.1.3 Rate of discount or capitalization factor
13.1.4 Toreign currency exchange rates

13.2 Issue of IMF speclal drawing rights

15.3 Adjustments in respect of unforeseen events

1%5.3.1 Unforeseen obsolescence N

13.3.2 Differences between allowances included in capital consumption for
normal damage to fixed assets and actual losses

15.3.3 Transfers toc net equity of households on reserves of life insurance
and pension funds

13.3.4 Uncompensated seizure of assets

13.4 Net changes in value of tangible assets not accounted for in the capital
finance accounts

13.4.1 Natural growth less depletions

13.4.1..1 Breeding stock, draught animals, dairy cattle and
the like ’

13.4.1.2 Timber tracts and forests

13.4.1.3 Plantations, orchards and vineyards

13.4.1.4 Tisheries

13.4.2 New finds less depletions of subsoil assets
13.4.3 Logses in land and timber tracts in catastrophies and natural events

15.5 Adjustments due to chénges in structure and classification

15.5.1 Changes in the institutional sector or sub-sector of owners

13.5.2 Acquisition or divestment of subsidiaries and consolidation or
decomposition of statistical units for other reasons

13.5.3 Changes in the clasgification of entries

13.6 Termination of purchased patents, copyrights, trade marks etc., not accounted
for in capital formation account

13,7 Statistical discrepancies and discontinuities
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Analysis of items of reconclliation according to entries in

the capital Tinance accounts and according to the type of asset or
liability to which they apply

Entry in capital finance
accounts

Type of asset or liability

Reconciliation
(item numbers
from table 8.1)2/

Tangible assets

Gross fixed capital formation
less consumption of fixed
capital

Gross fixed capital formation
for initial ocutlays

Net purchases of land

Increase in stocks

Non=financial intangible assets

Net purchases of intangible
agsets, n.e.c.

Financial assets and
liabilities

Gold and IMF special drawing
rights

Bonds, long-term

Corporate equities, including
capital participations

Net equity of houscholds in

reserves of life insurance

and pension funds

Proprietors' net addition to
accumulation of gquasi-
corporate enterprises

A1l other claims

(Ttem numbers from tables 6.1, 6.2
or 6.3)

Fixed assets 10.2.1 through 10.2.5

Breeding stock, draught animals,
dairy cattle, etc. (10.2.6)

Tand improvemesnts and plantations,
orchards and vineyards (11.1)
Timber tracts and forests (11.2)}

Tand (11.1)
Subscil assets (11.3)

Fisheries (11.L4)

Stocks (10.0)

Non-financial intangible assets

Gold and IMF spebial draﬁing
rights (8.1)

Bonds, long-term (8.5 or 9.5)

Corporate equities including capi-
tal participations (8.6 or 9.6)

New equity of households on life
insurance reserves and on pension

funds (8.9 or 9.9}

New equity in dquasi=corporate
enterprises (8,10 or $.10)

411 other claims (8.2 through 8.4,
8.7 and 8.8, 8.11 through 8.13 or
9.2 through 9.4, 9.7 and 9.8,

9.11 through 9.13) carried at
nominal {face) values

13.1.2, 15.3.1,
13.3.2

13.1.1, 13.h4.1.1

13.1.1, 13.1.3,
13.4.1.3, 13.4.3
13.1.1, 13.1.3,

13.4.1.2, 13.4.3
13.1.1, 13.1.3,
13.4.3 '

15.1.1, 13.1.3,
13.4.2, 13.4.3
13.1.1, 13.1.3,

13.4.1.4

13.1.1

13.6

13.2

13.1.1

13.1.1

13.3.3

13.1.1 -

o specific
reconciliation
items

g/ Reconciliation item 13.1.4 is applicable to claims in foreign currencies
held or issued by residents; reconciliation item 13.3.4 is applicable to any kind of
asget; reconciliation items 13.5.1, 13.5.2, 13.5.3 and 13.7 are applicable toc any

type of asset or liability.
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C. The purpose and application of the‘detailed categories of table 8.1

8.6. Discussed below are the purposes of the detailed categories of the classifica-
tion in table 8.1 of entries in the reconciliation accounts according to cause and
their use in respect of the classes of assets and liabilities listed in table 8.2.

1. Revaluations due to price changes

8.7. The first three categories of revaluations due to price changes are designed
~to distinguish the basis on which these revaluations are made. Market values are,
in general, suggested as the principal basis for revaluing holdings of land and
stocks and assets and liabilities in the form of long-term bonds and corporate
equity securities. Market values, i.e. sales receipts, are also automatically the
way of valuing any differences between the sales receipts and the values recorded in
the opening balance sheets in the case of the sale .of tangible capital assets, non-
financial intangible assets and financial assets during the period between opening
and closing balance sheets. Market values, i.e. redemption payments, have the same
sort of role in the case of the payment or liguidation of liabilities. Replacement
costs are to be used in the case of most types of reproducible tangible assets and
their depreciation. It should be noted that the replacement costs at the date of a
balance sheet should be used in revaluing the accumulated allowanceg up to that time
for the consumption of the existing stock of fixed capital at that time. Capitaliz-
ing streams of inccme are likely to be the principal way of valuing subscil deposits
and timber tracts. The last category of price revaluations - foreign exchange rates
is of course relevant in the case of financial assets and liazbilities denominated in
foreign currencies.

2. Adjustments due to unforeseen events

8.8. Allowances for the consumption of reproducible fixed assets do not cover un-
foreseen obsolence in thege assets and the amount included for their normally ex-
pected damage may fall short of the actual damage. Adjustments must therefore be
made in the reconciliation accounts for the decline in the wvalue of the reproducible
capital assets dus to these events.

8.9. It was noted in paragraph 6.32 above that mutual insurance companies may trans-
fer realized and perhaps unrealized capital gains on their investments to their
policy holders' reserves when these gains are consgidered to be permanent. Pension
funds follow the same practice. When these unforeseen transfers occur entries are
required in the reconciliation accounts in order to adjust the households' equity on
life insurance or pension funds reserves. It should be noted that while the capital
gains in question are due to the revaluation of the investments of the companies or
funds, the timing of the transfers cannot be foreseen. The mutual life insurance
companies may, however, pay out their realized capital gains inh the form of rever-
sionary cash bonuses to the policy holders. In this case,the payment will be re-
corded as a capital transfer in the capital finance accounts and no adjustments
entries are required in the reconciliation accounts. For technical reasons it is
common for part of the transfer to policy holders to take the form of a terminal
bonus, payable on all policies maturing within a specified period. To the extent
that this bonus is payable on death claims, a conceptual difficulty arises because
no policy holder can foresee the date of his death with certainty. The difficulty
is best ignored in practice.
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8.10. Adjustment entries in the reconciliation accounts are also needed when govern-
ments take possession of the assets of individuals or companies without compensation
for reasons other than the payment of taxes, fines or similar levies. While such
geizures ¢f assets might be recorded as capital transfers in the capital finance
accounts, it seems preferable to treat them as capital losses. If the individuals or
companies are compensated for the transfer of the assets, the events would be record-
ed in the form of transaction on the capital finance account. If the compensation
falls substantially short of the market or related values of the assets, it is sug-
gested that the difference should be recorded in the adjustment entry for uncompen-
sated seizures of assets.

3, MNet increases in value of tangible assets omitted from
capital finance accounts

8.11. While the initial outlays on acquiring livestock treated as fixed agsets, for
example breeding stocks, draught animals, dairy cattle, and on develcping and expand-
ing timber tracts, plantations, orchards and vineyards, and fisheries are included

in gross fixed capital formation, the natural growth and depletions in these assets
are not covered in the transactions of the capital finance accounts. In the case of
land, cutlays on improvements are treated as gross fixed capital formation but provi-
gion is not made for deducting the sweeping away of land by tidal waves and other
catastrophies. Reductions in the usefulness of land because of erosion, waterlog-
ging, advance of deserts and other arid areas should be covered in the reconciliation
accounts as reduction in the market value of the land. Similarly, upgrading in the
usefulness of land which 1s not due to ocutlays on improvement should be recorded as
increases in market values. 1In the case of subscil assets, the reccnciliation ac-
counts furnish the means of recording the value of new finds reduced by the value of
depletions. Revaluations of subscoil assets may also take place for such reasons as
the rise in the market price of minerals or the development of more efficient tech-
nigues of exploiting the subsoil depcsits. The aforementioned figures on the land
and on mineral reserves are of considerable interest in dealing with the environ-
mental problems and the efficient management of these natural resources.

8.12. Though the deccmposition of changes in the value of the capital assets in
question into an element of natural growth or new finds reduced by depletions and an
element of price change 1s quite clear conceptually, difficulties may be encountered
in practice in disentagling these twoc elements. This will be so especially when the
changes in value c¢f the capital assets under discussion are estimated as the differ-
ence between closing balance sheets and the sum of opening balance sheets and the
relevant capital transactions. In order to decompose the differences into the two
elements it will be necessary to have at least weighted index numbers of the change
in prices or in quantities between the opening and closing balance sheets in the case
of each of the assets in question. ’

4. Adjustments due to changes in structure and classification

8.13. Changes in the holdings of assets and liabilities ascribed tc the varicus in-
stitutional sectors and sub-sectors due to the birth or death of enterprises and
cther institutional units are included in capital transacticns. This is alsg so in
the case of many sales (purchases) of enterprises. The birth of institutional units
gives rise to purchases of assets and issuance of liabilities; the liguidation of
enterprises results in sales of assets and redemptions of liabilities; the sale (pur-
chase) of enterprises involves exchanges in financial assets and perhaps liabilities.
In the case of the liguidations or the sales (purchases), the values at which trans-
actions in assets or liabilitieg are carried out may differ from those shown in the
transactions® opening balance sheets for the period in question. Such differences in
values would be recorded in the reconciliation accounts as due to revaluations due to
price changes.
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8,14, However, the entries in capital finance accounts do not account for all
changes in the balance sheets for institutional sectors and sub-sectors that are
brought about by changes in the structure of institutional units. For example, if
as a result of a purchase {takeover), an independent enterprise becomes a subsidiary
of the purchasing unit and is therefore consclidated with the parent into a single
statistical unit, the equity securities of the subsidiary held by the parent unit
will disappear from the balance-sheet accounts without a counterpart entry in the
capital finance accounts. If a parent unit sells (divests itself of) a subsidiary,
the equity securitieg it still holds in the enterprise will sppear in the balance-
sheet accounts without a corresponding capital transaction. AdJjustment entries in
the reconciliation accounts are therefore required in respect of the aforementioned
changes in the structure of'institutional_units;' Other kinds of structural changes
in institutional units that demand adjustment entries are the incorporation of pre-
viously unincorporated enterprises or vice versa. In these institutions, . the insti-
tutional sector in which the assets and liabilities of the enterprises are classified
changes without any entries in capital transactions except for the issue or with-
drawal of corporate equlty securities. Adjustment entries would also be required
even when statistical units or items used in the balance-sheet accounts are recon-
structed or reclassified for reasons other than structural changes in institutional
units. An example is the division of the value of land, bulldings, subsoil assets
between owners and occupiers in the case of certain types of leases or concesgsions.

5. Termination of purchased intangible non~financial assets

8.15. The purchases (sales) of patents, copyrights, trade marks and similar in-
tangibles, but not the termination of these purchased rights, are recorded in the
capital finance accounts. As a conseguence, provision must be made for recording
their termlnatlon in the reconciliation accounts.

6. Statlstlcal discrepancies and dlscontlnultles

8.16. The dlfferences in entrles between the openlng and closing balance sheets
which cannot be accounted for by transactions and the appropriate revaluations. and
adJustments, should be treated as'.statistical discrepancies. The statistical dis-
crepancy may be due to unknown inaccuracies or 1ncon81stence in any of the afore-
mentioned items of data, or Lo known deficiencies which it is not feasible to cor-
rect. The former type of statistical discrepancies are more likely to occur when
different sources of basic data are used to estimate the balance-sheet and linking
figures. Known deficiencies in the estimates which it is not feasible to correct
may be due to such factors as gampling errors or biases from non-response in gather-
ing basic data from enterprises and other transactors.

8.17. Discontinuities in estlmates between opening and c1031ng balance sheets may
arise from,changes in the sources of data, in the scope or representativeness of the
sources or in methods of estimation. It would be desirable to make estimates for

the closing balance sheets based on both the old and new methods and show the differ-
ence under discontinuities. :

IX, GSTANDARD ACCOUNTS AND TABLES

9.1, This chapter concerns the proposed standard accounts and supporting tables on
balance sheets and reconciliation items. The accounts and tables and associated
notes are set out in annexes 9.2 and 9.3, respectively. Annex 9.1 gives the codes
used to identify the balance~sheet and reconciliation accounts and the entries in
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them, The codes are designed to be consistent with those used in the transaction
accounts and supporting tables as well as to show the place of, and links between,
various assets and liabilities and reccnciliation items. The text of this chapter
is devcted to discussing the purposes, uses and structure of the standard accounts
and supporting tables on balance sheets and reconciliation entries and the pericdi-
city with which, and manner in which, they might be used in presenting data. The
orders of priority in which the various balance sheet and reconciliation accounts
and tables might be compiled is dealt with in section X, in conjunction with the
discussion of the bases and methods of estimating these data.

A, The purpose of the standard accounts and tables

Se2s The proposed standard balance-sheet and reconciliation accounts are intended
to delineate their basic features and their role in the aystem of national accounts
and to furnish guidance on the presentaticn, international and national, of the main
items of balance sheets and of reconciliation between closing balance sheets, on the
one hand, and the opening balance sheets and capital transactions, on the other.

The standard supporting tables to the balance-sheet and reconciliation accounts are
designed to portray certain facets of the system which are not shown in the accounts,
namely the accounts on specific categories of assets and lisbilities, the detailed
gchemes of classification, and the financial links between residents and the rest of
the world., The standard accounts consist of the accounts of the institutional sec-
tors only and the claims between them and the rest of the world are not distinguished
frem those between the resident institutions only. The main purpose of the standard
tables, however, is to exhibit the series of detailed balance=sheet data which should
be compiled for national and international use but which cannot be conveniently pre-
gsented in the form of accounts.

9.5, The standard tables, in calling for tabulations of data of considerable inter-
est for purposes of econcmic analysis and policy making, supplement the standard
accounts in a number of ways. Tables 31, 32 and 33 concern the balance-sheet and
reconciliation accounts of the sub-sectors of the institutional sectors and table 30
is designed to combine the accounts of the sub-sectors into balance-sheet and recon-
ciliation data for private and public institutions. Table 29 calls for the detailed
classifications of the assets and liabilities of a nation as a whole and table 34
details each category of financial assets and liabilities according to the creditor
and debtor sectors and sub-sectors. Table 35 is designed to delineate the financial
assets and liabilities of resident instifutions in respect of the rest of the world.
Included among the tables is a supplementary table on consumer and military durables
which is not part of the balance-sheet and reconciliation accounss.

9.4, The standard balance-sheet and reconciliation accounts and tables are intended
to furnish international guidance on goals for their national development and exten-
sion within the SNA. It is recognized that few, if any, countries are now in a posi-
tion to compile the wealth of data listed in the accounts and tables. National sta-
tistical authorities will need to develop balance-sheet and reconciliation data
gradually, in the light of the requirements and statistical circumstances of their
countries. The international reporting of the data called for in the standard
balance-sheet and reconciliation accounts and tables must of course be tied to the
availability of national data. International reporting must therefore wait until a
significant number of countries ccmpile balahce-sheet data on a regular basis. Coun-
tries will, in this work, probably give different orders of priority to institutional
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sectors. It will therefore be essential initially, and as national work on balance
sheets proceeds to consider the institutional sectors to be covered in the inter-
national reporting of the data. It may also be necessary to be selective in respect
of the scope or detail of classification of the assets or liabilities for which in-
ternationally comparable data are sought. The selection should of course be made in
the light of the availability of naticnal data and the requirements for intermnaticnal
information.

9.5. The manrer in which the balance-sheet and reccnciliation data are grouped and
arranged may differ from one situation to ancther. It should, for example, reflect
the data which are presented, and the purposes for which, and the circumstances in
which, the series of data are estimated and published. The primary guidance which
the gtandard accounts and tables are intended to give therefore concerns the data to
be compiled. The standard accounts and tables are designed to furnish guidance, in
additicn, on the way in which the balance-sheet and reconciliation data might be
organized and arrayed go ag to exhibit the structure of, and relations between,
holdings and revaluations cof assgets and liabilities.

B. The character and structure of the standard accounts

9.6, Here the character and structure of the standard balance-sgheet and reconcilia-
tion acccounts are discussed in the light of the analytical purposes which they are
intended to serve and in the light of the BNA, in which they are designed to fit.
Attention will be called to certain differences in the view given of the system be-
tween the standard accounts proposed here and the matrices and accounts set out in
Chapter II of the SNA,

1l. General congiderations

G.7. The standard balance-sheet and reconciliation accounts set out in annex 9.2
are divided into two classes of accounts. The T balance-sheet and reconciliation
accounts, in combination with the I transaction accounts presented in annex 8.2 of
the SNA, complete the consclidated accounts of the naticn. Similarly the VII accounts
for each instituticnal sector supplement their ITI acccunts. As in the case of the
entries of the capital finance accounts of the ITT accounts of the SNA, the combina-
tion of VII accounts for the various institutional sectors yields the I halance-
sheet and reconciliaticn accounts. It will be desirable to supplement these accounts
for the nation as a whole with balance-sheet, capital finance and reconciliaticn
accounts which restrict the entries on financial claims to those between residents
and non-residents. This question is discussed further below.

G.8. All the balance-sheet and reconciliation accounts have been designed so that
the entries in the opening balance sheets at the beginning of a period plus the sum
of the corresponding items in the capital finance and reconciliation accounts for the
period, egual the entries in the closing balance sheets at the end of the pericd.

As leases and concessions in respect of structures and land, subscil assets and other
non-reproducible tangible assets are included in f'ixed asgsets and non-reproducible
tangible assets, respectively, in the case of the balance-sheet accounts but in net
purchases of non-financial intangible assets in the case of the capital finance
accounts, it is necessary tc re-clagsify the purchases and sales of leases and con-
cessions during the period in the reconciliation accounts in order to maintain the
aforementioned links between the accounts in stocks and the accounts on flows. Re-
claggitication in the reconciliation accounts ig also neceggary in the case of im-
provements to land, development and extension plantations, orchards, timber tracts
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and the like, construction in connexion with subsoil assets and transfer costs in
respect of the purchase (sale)} of non-reproducible tangible assets us these outlays
are treated as gross fixed capital formation in the capital finance account but are
included in the wvalue of the appropriate non-reproducible tangible assets in the
balance-gheet accounts.

9.9.  Each balance-sheet and reconciliation account balances as the entry on net
worth is eguivalent to the difference between the sum of the items on assets and the
itemg on liabilities. For certain analytical purposes, for example evaluating the
financial soundness of incorporated enterprises, it is desirable to study the differ-
ence betwsen the value of their holdings of assets and the value of their liabilities
to third parties, that is liabilities excluding equity securities and cther capital
participaticns. Unlike the matrix and the illustrative balance sheets in Chapter II
of the SHA {tables 2.1 and 2.15 and 2,16), liabilities have therefore been divided
into those to third parties and those to second parties, that is to holders of equity
securities and capital participations and an item on the sum of liabilities to second
parties and net worth has been included in all the balance-sheet and reconciliation
accounts. This residual is also likely to be more stable than the residual "net
worth™, A third identity in the accounts is that the same value is assigned tc a
financial claim as an asset and as a lisbility. Thus, in the case of a given cate=-
gory of claims, the total assets of residents and of the rest of the world in respect
of residents is equivalent to the total of the liabilities of residents and of the
rest of the world to residents.

2. The accounts for the naticn

9,10. The I acccocunts set out in annex 9.2 repeat the capital finance account of the
nation besides delineating its opening and closing balance sheets and its reconcilia-
tion account, in crder to illustrate the way in which the balance sheefts are linked
by the other two accounts. The capital finance account in annex 9.2 differs some-
what from that presented in annex 8.2 of the SNA because it has been rearranged in
order to delineate clearly its correspondence with the balance-sheet and reconcilia-
tion accounts. It covers capital transacticns which correspond to all of the items
of the latter accounts except "land, timber tracts, subsoil assets and other non-
reproducible tangible assets". That item is ocmitted because the corresponding entry
in the capital finance account - purchases minus sales of land, subsoil assets and
other non-reproducible tangibles - is eguivalent to nil in the case of the consoli-
dated accounts of the naticn. By definition, resident institutions only make these
purchases and sales. The capital finance entry "saving and net capital transfers
from the rest of the world" is the counterpart of the item "net worth" in the
balance-sheet and reconciliation accounts.

9.11. The I opening and closing bhalance~sheet accounts are primarily designed to
portray the structure, in broad outline, of the assets and liabilities of a nation
and to measure her wealth. Comparisons hetween the balance sheets of course show the
trends in these respects; the events that lead to the ftrends are recalled in the
capital finance and reconciliation accounts. In order to serve these purposes best,
the main T accounts represent a combination, rather than a consolidation, of the VII
accounts for the various institufional sectors. Combination of the VII accounts is
also more convenient. If these accounts were to be consolidated into the I accounts,
it would be wise, but may be too difficult initially, o separate financial claims
between residents and non-residents from those between residents. The sole differ-
ence between the combination cf the VII accounts and their consolidation occurs in
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respect of financial claims; in the latter case, only finanhcial assets in respect of,
and liabilities to, the rest of the world would be shown in the I accounts. The con-
solidated balance sheets of a nation thus indicate that its national wealth is equi-
valent to the sum of 1ts tangible assets and its financial assets in respect of the
world reduced by its liabilities to the rest of the world. This definition usefully
focuses attention on the creditor/debtor position of a nation. It is therefore
desirable to supplement the main accounts on balance sheets, capital finahce and
reconciliation for the nation as a whole with a set of accounts which clearly exhibit
the financial claims between its and the rest of the world. The adjustments required,
in the main I accounts are set out in the notes of annex 8.2. The items of the main

I accounts on financial claims have also been arranged so that net values (the differ-
ences between assets and corresponding liabilities) may be assesged in the cage of
third and second party claims between residents and non-residents. It should be noted
that there may be sighificant errors in these net wvalues as they are measured as
regiduals.

3+ The accounts of the ingtitutional sectors

3.12. In the standard accounts for the institutional sectors (VII accounts), only
their closing balance sheets and reconciliations accounts are set out as their open-
ing balance sheets would be shown as their cloging balance sheets for the previous
period and theilr capital finance accounts would appear in their standard transactions
accounts for the period in question. The proposed details in the classification of
tangible assets and financial claims in the VII accounts varles from one institutional
sector to another but is greater than that for the I accounts. It has been adjusted
to the expected assortment and importance of the various items in the balance sheets
of each institutional sector and the consequent differences in analytical reguire=-
ments for the data, The suggested classification of financial claimg in the case of
each institutional sector is tailored to the assortment of claims usually held and
the requirements for information.

(a) Non=-financial enterprises, corporate and guasi-corporate

9.13. Non-reprcducible tangible agsets and financial claims are classified in sub-
stantial detall in the case of non-financial corporate and guasi~corporate enterprises
because they are important items in the holdings and conseguently in the analysgis of
the soundness and behaviour of these enterprises. For the same reasons, it may be
desirable to present a clagsification of the fixed assets of the enterprises in their
VII accounts and distinguish selected financial claims into those between residents
only. and those between residents and non-residents.

9.1L4, For example, holdings of agricultural land and timber tracts are important in
assessing the resources for production of corporate and guasi-corporate enterprisges
engaged in extracting and processing agricultural and forest products; holdings of
subsoil assets are of course essential to the activities of mining companies. The
assortment of liabilities of non-financial companies portrays theilr relative depen-
dence on internal and external sources of finance and their financial goundness and
leverage. The maghitude and composition of financial assets relative to that of
tangible assets are indicative of their surplus funds for expanding production and
their ligquidity. The figures of stocks and trade credit and advances are alsoc of
interest in assessing their needs for working capital. TFurthermore, detailed data
on the tangible assets and financial claims of non-financial companies are wanted in
studying their distribution among the institutional sectors and the rest of the world.
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(b) Financial institutions

9.15. It is necessary to classify holdings of financial assets and Liabilities in
greater detail in the case of financlal institutions than in the case of other in-
stitutions. The classification must be detailed in order to furnish information for
the analysis of such matters as the role and impcrtance in the economy of financial
intermediaries, the supply of money and gquasi-mcney tc the economy,  the monetary base
and bank reserve ratios, and the amount and liguidity of financial claims in the case
of the rest ¢f the world. A detailed classification of the financial claims held by
financial institutions is alsoc needed in corder to study their liguidity and portfolio
behavicur. Figures from the balance sheets cof monetary and other financial institu-
tions are, in addition, used in building financial models and, in the absence of
other data, to zssess the financial holdings and behaviour of the rest of the economy.
For the latter purpcse, it is desirable to supplement their combined VII balance sheet
add reconciliation accounts with consclidated accounts.

9,16. A detailed clagsification of the tangible assets of financial institutions is
not needed. These agsets are often incidental to the main activities of the insti-
tutions and account for an insignificant part of the tangible assets of the nation.
This is not, however, the case when banks engage 1n the leasing of capital goods or
insurance companies engage in direct ilnvestment in real estate. Data on the holdings
of tangible assets by financial institutions are, in any case, of interest in assess-
ing their liquidity.

(¢) General government

3.17. As government bodies, in particular, the central government, often own, and
control the use of, a substantial part of the land, timber tracts, and mineral assets
of their country, the VII accounts for general govermnent calls for a classification
of non-reproducible tangible assets intc their main categories. The treasuries of
ministries of finance of governments sometimes serve as the monetary authority and
hold the international reserves of a country and a number cf governments furnish
finance for industrial, electricity, housing and transport and other enterprises of
their country. For these reascns it i1s important to classify the financial assets
of general government in some detail. As the liabilities of government bodies are
usually restricted to certain types of instruments, the use of fewer detailed cate-
gories is suggested in their classification than in the classification of financial
assets.

9.18. 1In the case of general govermment, as in the case of other institutional sec-
tors, the proposed VII accounts combine the corresponding accounts of central govern-
ment, the state and local governments ahd the sccial security funds of a nation. A
gignificant portion of the liabilities of the state and local governments may be to
the central government, which may play an important role in determining their finan-
cial practices. And, the financial assets of sccial security funds are often the
liabilities of the central govermment, which determines the assortment of these fi-
nancial assets. In view c¢f this and in order to assesg the financial rcle of general
government in the economy, it is desirable to supplement the combined VII accounts
with consclidated accounts.

(d) Private non-profit institutions serving households

9.19. In some countries, private non-profit institutions, such as universities,
hospitals, medical research institutes and foundations, have substantial endowments
which they lnvest in securities and deposits., These financial assets are therefore
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shown separately in the VII accounts for the institutions, while the other financial
assets are grouped together. In the case of liabilities, it is thought worthwhile

to distinguish loans from other liabilities. In the case of tangible assets, it
appears to be sufficient to classify them inte stocks, fixed assets and non-reprcduci-
ble tangible assets., Structures are likely tc be the important fixed assets in the
cage of the private non-profit bodies.

(e) Households, including private unincorpeorated non-financial enterprises

9.20. As private unincorporated non-financial enterprises are included in this in-
stitutional sector, it is important te include a detailed classification of the non-
reproducible tangible assets for purposes of assessing the resources of such agricul-
tural, timber extracting, mineral and fishery enterprises. These unincorporated
enterprises and the househclds owning real estats may also possess a significant
portion of the non~reproducible tangible assets of a country. As households are an
important source of funds for investmen®t and other uses, information is wanted for
studies of their portfolios of financial assets and their liquidity preferences.
Detailed classification of their financial agsets 1s therefore suggested in the VII
accounts of households. On the other hand, as the forms in which households may con-
tract liabilities are few in number, a short 1list of liabilities is set out in thair
VII accounts, TFigures of the net worth of households are of considerable interesh

in assessing the distribution of the wealth of a pation.

C. The character and structure of the supporting tables

1. General congiderations

9,21. The main purpose of the proposed supporting tables to the VII accounts is to
furnish the more detailed information on the balance sheets and reconciliation items
that it 1s not convenient to show in the form of accounts. 1In carrying this out,

the supporting tables delineate the classifications of balance-sheet and reconcilia-
tion items in greater detail than is feasible in the accounts. Some of the tables
alsc portray certain aspects of structure that are not set cut in the balance-sheet
and reconciliation accounts, for example the balance between the financial assets and
liabilities in each type of claim.

9.22., TFor the sake of convenience, the standard tables in annex 9.2 except table 29,
deal with closing balance sheets and reconciliation items conly. Opening balance
sheets would of course contain the same items as closing balance sheets and the
capital-finance data, which together with reconciliations link opening and closing
balance sheets, would be shown in standard tables on transactions. In publication it
mey be desirable to show together, data on opening and closing balance sheets and on
capital finance and reconciliations.

2. The standard tableg for the nation-

(a) Table 29

9.23, Table 29 is designed to detall the assets and liabilities of the nation that
are summarized in the consolidated accounts of the nation. Unlike the other standard
tables, it calls for data on opening stocks and on the transaction links between open-
ing and closing stocks. It also presents the classifications of tangible assets, but
not the classification of claims, in full detail. It is advantageous, if feasible,

to show the financial assets held on, and liabilities to, the rest of the world in
this, and certain other, standard tables. In the case of this and other standard
tables, footnotes should be given on the face values of long-term bonds as liabilities
and on corporate equity securities as liabilities and net worth, each revalued in
terms of the revaluation of assets.
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9.24. This standard table furnishes a matrix of the financial assets and liabilities
of the nation. It iz designed to portray the details of (i) the creditor-debtor
relationships between and within instituticnal sectors and sub-sectors and between
regident institutions and the rest of the world, as well as the amcunts outstanding
of each kind of claim and (ii) the interrational reserves and offset to these re-
serves of the nation. The clagsification of claims and of institutional sectors is
the same as that of the matrix in table 24 of the SNA, on transactions in financial
agsets and liabilities.

9.25. The classificaticn of claims is to be shown in full detail in the upper panel
of the table; the clagsification for the instituticnal sectors in respect of finan-
cial institutions and general government is also to be elaborated. Details on the
sub-sectors of the former sector are of special importance in view of their roles as
Tinancial intermediaries., The table will thus exhibilt the amounts outstanding and
the creditor-debtor relaticnships in the case of each type of claim. In order to
show this, as well as the identity between the value of the financial assets and the
value of the liabilities in the case of each type of c¢laim, columns on the rest of
the world are included in the table.

9.26. The lower panel of table 34 relates to the claims between residents and the
rest of the world only; attention is focussed on those claims which make up the in-
ternational reserves and offsets toc these reserves of the nation. While practically
all of these claims will be the financial assets and liabilities of the central bank
and treasury of a nation, other resident institutions may have financial assets or
liabilities which should be included. The internaticnal reserves and offsets held
by the central bank or treasury of a naticn cannot be uniquely defined in terms of
categories of claims; they must in general be distinguished from other holdings in
the same kind of claim, instrument by instrument. It should be emphasized that the
definitions of international reserves and offsets to be used in table 34 are estab-
lished by the Internaticnal Monetary Fund.

(¢c) Table 35

9.27. This table focuses on the financial assets of, and liabilities to, the rest of
the world of residents; it thus is designed tc summarize the data called for in the
columns on the rest of the world in table 34, As in the case of table 3L, the table
consists of two panels - one on all foreign financial assets and liabilities and the
other on international reserves and offsets thereto.

3, The standard tables of the institutional sectors and sub=sectors

9,28. 8Standard tables 30 through 33 are designed to support the Accounts VII on the
balance~gheet and reconciliation entries of the institutional sectors. Table 30 is
designed to accumulate the data in respect of the sub-sectors on private and public
institutions in each of the institutional sectors:; tables 31 through 33 are intended
to be used to show the data for key subdivisions of selected institutional sectors.
Tables ¢n financial institutions and private non-profit instituticns serving housge-
holds are not included among these tables because table 34 calls for the data that
are of importance in the case of the sub-sectors of the former institutions and be-
cause there are no sub-sectors in the case of the latter institutions.
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(a) Tabie 30

9.29. This table represents an extension of table 19 of the SHA, on the capital
transactions of private and public institutions; it presents their closing heoldings
and the reconciliation entries, which together with the capital transactions, link
their opening and closing wealth. While the detail in classification of financlal
claims is the same in beth tables, it is greater in the case of non-reproducible
tangible assets in table 30. A more detailed classification of the latter assets is
proposed in table 30 because of the considerable interest in whether the natural
resources of a country are owned and controlled by private or government interests,
The entries in table 30, except those on proprietors' net equity of residents in non-
resident quasi~-corporate corporations, are to be compiled by combining the ccrres-
ponding entries for the private and public statistical units in each of the relevant
ingtitutional sectorsj; the sectors for households, inecluding unincorporated enter-
prises and private non-profit institutions serving households, of course consist of
private institutions only and the sector for general govermment 1s of course made up
of public institutions only. It may be advantageous to compile a supplement to the
table, consolidating the claims between general government and non-financial and
financial public enterprises.

(b) Tables 31 through 33

9.30. 1In the case of each of these tables, the classifications of non-reproducible
tangible assets and of financial claims are tailecred to reflect the pattern of hold-
ings and reconciliation items cf the instituticnal sector covered. In general, these
classifications are the same as in the standard accounts which the tables support.
The differences between these tables and the corresponding accounts consist of the
gubdivision of the institutional sectors shown in the accounts.

9.,51. DBecause of the important differences in the mix of reproducible and non-
reproducible tangible assets and financial claims held by non-financial corporate and
quasi~corporate enterprises engaged in different kinds of eccnomic activities, it is
proposed in table 31 that the enterprises should be subdivided according to divisiocn
of the International Standard Industrial Clagssification in the case of manufacturing
and its major divisions in the case of other kinds of activity. This classification
according to kind of activity i1s also recommended in standard table 20 of the SNA on
the capital and income and outlay transactions of the corporate and guasi-corporate
non~financial enterprises. While the detall in classification in tables 31 and 20 is
the same, in the case of financial claims, it is more detailed in table 31 in the case
of non-reproducible tangible assets. A more detailed classification is proposed in
view of the requirements for data on holdings of natural resources in order to deal
with exploitation, environmental and other guestions.

9.52. Yor the same reascns, standard table 32, on the closing balance-sheet and
reconciliation entries of the sub-sectors of general government, is also more detailed
than table 21 of the SNA, on their transactions in capital ard income and outlay, 1In
the case of non-reproducible tangible assets. The detail in classification in the
case of other items is the same in the two tables. The detail in classification of
assets and liabilities in table 32 is identical with that in its parent account VIT C.

9.35. Table 33, on the closing stocks and revaluations of the holdings of sub-sectors
of households, including unincorporated enterprises, is correlated with table 23 of
the SNA, on their capital and income and outlay transactions. However, while dis-
tinetions are drawn between households with owners of unincorporated agricultural



”E/CN‘B/M6O
Engllsh
Page 3

enterprises and households with owners of unincorporated non—agriculturaW enterprises
in table 33, as in table 23, the sub-sectors for emplcyees and persons in other
gtatus in the case of table 23 are combined. The proposals for subﬂSectorlng in
table 3% are less detailed than thoge in table 235 because 1t is thought that signifi-
cant differences would exist in the mix of assets and liabilities between the three
kinds of households distinguished but not between the households of employees and of
persons in status other than owners of unincorporated enterprises or'employees. As
in the case of the supporting tables for subdivisions of other inétitutional gsectors,
table 33 calls for the same detail in classification as table 23 in the case of fi-
nancial claims but greater detail in the case of non-reproducible tangible assets.
The detail in the classification of asgets and 1izbilities is the same in table 33
as in account VII E, which it supports.

I. A supplementary table

9.34, A supplementary teble on the opening and closing stocks of major consumer and
military durables is included in annex 9.5. In addition to figureg of the value of
these stocks, the table calls for data on the links between the two values - gross
additions to, and depleticns in, the stocks during the period (final consumpticn ex-
penditure in the SNA and depreciation and cobsolescence, respectively) and changes

in their replacement cost and other reconciliation items between the beginning and
end of the period. The supplementary table is proposed because of the interest in
statistics on the stocks of major consumer durables for purposes of studies of house-
hold welfare, expenditure behaviour and wealth and in data cn major military durables
for purposes of assessing the holdings of general government. A much higher priority
gshould be agsigned to compilation of the data in the case of major consumer durables
than in the case of military durables. Not only are the requirements for the statis-
tics greater in the case of the consumer durables but alsc the difficulties of mea-
suring replacement costs, depreciaticn and cbsclescence and other reconciliation
items are more severe in the case of military durables.

E. Use of the standard accounts and tables in compiling and presenting data

l. Forms of presenting data

9.535. The data called for in the standard accounts and tebles may be organized into
tabulations in a number of ways. The form in which it will be desirable to, and
convenient to, compile and present the data, nationally and internationally, will
depend con such circumstances as the kind of infeormation to be furnished and emphasized,
as the audience to whom, and the requirements for which, the data are provided, and

ag the medium and format in which series are tobe arrsyed. In particular, the frxn=t cf cer=-
tain stardard ftakies ig nct intended to furnish guwle'lnwﬂ in respect of the pres=nta-
“ien of the dsta, The mair objective is to indicate the series which should be compiled.

.9.36. Where, for example, the main interest is in the changes in the compositicn of
the bzlance sheets of institutional sectors or sub-sectors during a single period of
time, opening and closing balarnce sheets for the pericd and the linking capital trans-
actions and reconciliation iltems during the pericd, should be pressented in the same
table. The table might consist of columns on these items and rows devoted to the
institutional sectors cr sub-sectors and their assets, liabilities and net worth.

Such a modification in content and format would be applicable in the case of standard
tables 30 through 33 and standard accounts VII. Where, on the other hand, attention
is to be focussed on trends over a considerable period of time in the holdings of the

natioh, ingtitutional sectors and/or sub-sectors in certain categories of assets or
4
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lizbilities and cn trends over the period in their net lending (borrowing) or net
worth, the data on each of these categories might be separated inte individual tables.
The balance-sheet dates could be shown in the cclumns of these tables and the naticn,
institutional sectors, and/or sub-gsectors and the itemg of the category of hcldings
in question could be arrayed in the rows.

9.,37. BSeparate tables on categories of assets such as fixed assets, non-reproducible
tangible assets and financial assets, may also be of interest. Trends over a number
of years of all of the balance sheets, capital-finance and reconciliation items for
the nation, an institutional sector or a sub-sectcr may be dealt with in the same

" way. In this case, the rows of the tables might be ordered to show the holdings,
capital transactions and reconciliation items in respect cof each kind of asset, in
respect of each kind of 1liability to third parties, in respect of each kind of lia-
bility to second parties and in respect of net worth, in succession. Similar tables
might also be wanted in order to summarize the trends in the case of each major cate-
gory of assets, in the case of liabilities tc third parties and in the case of lia-
bilities to second parties and net worth. '

9.,38. In the case cof matrices as in table 34, where the emphasis is on the links and
the relationships between the various items of data, the aforementicned arrangements
of data are uvsually inzppropriate. In these instances, a complete section of a table,
or a complete table, ghould be devoted to presenting the data for each year. If
attention is to be focussed on the mix of asgets and liabilities held by an institu-
tional gector, on the relationships between these assets and liabilities and on the
circumstances leading to changes in the pattern of these portfolios, the layout in

- standard accounts I and in table 29 is preferable. In order tc portray this over a
number cof years, the credit side of each of the accounts may be placed under the
debit side of the account or the credit and debit sides may be placed side~by-side
con facing pages.

9.39. In compiling and issuing data for general use, it may often be desirable to
present simpler versions of the relevant standard tables. For this purpcse, the de-
tail in classification of assets and liabilities in the standard tables may be sub-
stantially reduced cr tables may be presented on selected categories of the assets or
liabilities or on their net worth.

2. Periodicity of compilation

9.40, The guestion of the freguency with which and the dates for which balance
sheets should be compiled and issued is part of the practical problems which are dis-
cussed in the next section of this paper. In that section means are suggested
whereby a complete set of annual balance sheets may be developed. The key to this

is the ability to make independent estimates of revaluations, so that they, coupled
with the transactions recorded in the capital finance accounts, enable cne to pro-
ceed from cne balance sheet to another.
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Annex 9.1, Coding of entries in the standard accounts and tables

The codes used in the standard accounts and tables for balance sheets and rec-
onciliation are consistent with, and supplement, the codes used in standard accounts
and tables for transactions in annex 8.1 of the SNA. Financial claims are a581gned
the same codes as in the capital finance accounts and tables and the sYStem‘oﬁ
coding is extended to codes for the balance-sheet and reconciliation and for tangible
and non-financial intangible assets. Table 9.1 shows the codes used to identﬂfy the
accounts under discussion. -

Table 9.1. The codes for the accounts

Account c Code

Capital fihanee . 5
Balance-sheet accounts

Reconciliation accounts 8

Table G.2 gives the codes for the entries in balance-sheet and recon0111at10n
accounts and the as.oblated capital finance accounts.

Tahle 9.2, The codes for class and categories of entries in
balance-sheet and reconciliation accounts and
agsoniated capital finance accounts

2. Disposition of goods and services

2.5 Increases in stocks
2.6 Gross Ffixed capital formation

T+ Balancing items and entries on capital account n.e.c. other than financial
claims

T.1 Saving

T4 Purchases of land, net

T.5 Purchasges of intangible assets n.e.c. net
7.6 Capital transfers, net

T.10 Net worth and lisbilities to second parties

T.10,1 Net worth
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“Table §.2. The codeg for class and categories of enftries in
balance-sheet and reconciliation accounts and
associated capital finance accounts (continued}

Financial claims: 8. Financial assets; 9. Financial liabilities
6.0 All financial assets; 9.0 All liabilities

8.1 @Gold and IMF special drawing rights

8.2 and 9;2 Currency and transferable depcsits

8.2.1 and 9.2,1 In natiocnal currency
8.2.2 and 9.2.2 In foreign currency

8.5 and 9.3 Other deposits

8.3.1 and 9.3.1 In national currency
8.3.2 and 9.3.2 In foreign currency

8.4 and 9.4 Bills and bonds, short-term

8.5 and 9.5 Bonds, long-term

8.6 and 9,6 Corporate equity securities, including capital participaticns
8.7 and 9.7 Short-term loans, n.e.c.

8.8 =and 9.8 Long-term loans, n.e.c.

8.9 and 9.9 Net egquity of households on life insurance reserves and on pension
funds |

8.10 and 9.10 Proprietors' net ecuity in quasi-corporate enterprises
8.11 and 9.11 Trade credit and advances

8.12 and 9.12 Cther accounts receivable and payable
8.13 and 9.13 Other

1C. Reproducible tangible assets
10.1.C Stocks
10.1.1 Goods preoducing industries
10.1.2 Wholegale and retail trade
' ' Cther industries
Stocks of government services
Fixed assets
Regidential buildings
Non-regidential buildings
Other construction works
Transport edquipment
Machinery and equipment
Breeding stock, draught animels, dairy cattle and the like

e e el el e
Q000000 OO0
MDD
VWL W0 e O B
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Table 9.2, The codes for class and categcocries of entries in
balance-sheet and reconciliation accounts and
agsociated capital finance accounts (continued)

11.

12,

Non~reproducible tangible assets
11..1,0 Tand

11.1.1 Tand underlying buildings and works
11.1.2 Cultivated land '
11.1.3 Other

11.2 Timber tracts and forests
11.3.0 Subsoil assets and extraction sites

11.3.1 Coal, o0il and natural gas reserves
11.3.2 Metallic mineral reserves
11.3.5 Other non-metallic mineral reserves

11.4 Fisheries
11.5 Historic monuments

Non-financial intangible assets




E/CN.3 /460

English
Page T8
Annex 9.2. The standard accounts and notes
I. Consolidated accounts for the nation
Account 7. Opening balance-sgheet account
7.10.1  Stocks 7.9.0 Liagbilities to third parties
7.10.2 Fixed assets (net of accumulated | except
consumption of fixed capital) 7.9.6
Tall.0 Land, timber tracts, subscil and
assets and other non-reproduciblel 7.9.10
tangible assets T.7.1C Liakilities to second parties and
T.12.0 Non-financial intangible assets net worth
7.8.0 Financial agssets except capital . .
exgegt articivations 7.9.6 Corporate equity securi-~
;-P°”(?nd-P 13 ties, including capital
FLITERS - . .
.. e ‘ articipations
7.8.6 Corporate equity securities, P - ey
and including capital participations 7.9.10 Net equity of proprietors

7.8.10 Tet equity of proprietors in in quasi-corporate

. . enterprises
guasi~corporate enterprises
7.7,10.1 Net worth (national
wealth)
Cpening assets Opening liabilities and net worth

Account 5. Capital finance account

5.2.5 Increase in stocks 5.9.0 Net incurrencies of liabilities
5.2.6- Net fixed capital formaticn except to third parties
5343 5.9.6
5.7+5 Purchases of non-financial and

intangitle assets from the rest 5.9.10

of the world, net 5.9.6 Net incurrence of liabilities to
5.8.0 Net acquisition of financial and second parties
except assets except capital ‘ 5.9.10
5.8.6 participaticns 5.7.1 Saving and net capital transfers
and and from the rest of the world
5.8.10 5.7.6
5.8.6 Corporate equity securities,

‘ including capital participations
5.8,1C  Net eguity «f preprietors in
' ‘ guasi-ccrporate enterprises

Accumulation Finance of accumulation
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I. Consolidated accounts for the nation {continued)

Account 8.

Reconeiliation account

8.10.1 Stocks 8.9.0 Liabilities to third parties, of
8.10.,2 Fixed assets {net of accumulated |except which:
consumption of fixed capital), 8.9.6 8.13.1.1 Revaluations due
of which: and to market prices
8.13.1 Revaluaticns due to 8.9.10 8.15.1.4 Revaluations due
price changes to national
8.11 Land, timber tracts, subsoil currency exchange
assets and cther non-reproducible rates
tangible agssets, of which: 8.7.10 Liabilities to second parties and
8.13.1 BRevaluations due to net worth '
price changes . .
8.13.3 Net increases intangible 8.9.6 C?rpo?ate egulty securi-
asgsets not ccvered in t1es11§clu§1ng capital
capital finance accounts 8 0 §?Tt1°lgit1°93 ;
8.8.0 Financial assets, except capital +Ie L .Et equity of proprietors
except  participaticns, of which: in quasi-corporate
8.8.6 8.13.1.1 Revaluations due to 8. enterprises
. T«10.1 TWet worth
and market prices
8.8.,10 8.13.1.4 Revaluations due to
foreigh currency
exchange rates
8.8.6 Corporate equity securities
‘ including capital participaticn
8.8.10 Net equity of proprietors in
guasi-corporate enterprises
Tctal Total
Account 7. Closing balance-sheet account
T7.10.1  Stocks T7.9.0 Liabilities to third parties
7.10.2 Fixed assets (net of accumulated |except
consumption of fixed capital) 7.9.6
T.11 Land, timber tracts, subsoil and
deposits and other non- T.9.10
reproducible tangible assets T.7.10 Tiabilities to second parties and
7.12.0 Nen-financial intangible assets net worth
Y.BTO Fina?c%al gssets, except capital 7.9.6 Corporate equity securi-
except  participations . . . .
7.8.6 tleS{ %nclgdlng capital
and participations
7.8.10 T.9.10 HNet equity of proprietors
7.8.6 Corporate equity securities, ;Etgigiigzgrporate
C including capital participations .
7.8.10 Net equity of proprietors in 7.7.10.1 Tet worth (national

quasi-corporate enterprises

wealth)

Closing assets

Closing liabilities and net worth
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VII. Balance sheets and reconciliation accounts
A. Non-financial enterprises, corporate and quasi-corporate
Account 7. Closing bslance-sheet account
' 7.10.1 Stocks 7.9.0 ILiabilities to third parties
7.10.2 TFixed assets {net of accumulated | except ‘ o
congumption of fixed capital) | 7.9.6
7.11.0 land, timber tracts, sub-soil. and
assets-and other non-reproducible | 7.9.10
tangible assets 7.9.4 Bills and bonds, short~
T7.11.1 Land. tern
T.11.2. Timber tracts. 7.9.5 Bonds; long-term
4.11.3 Sub-soil assets "~ 7.9.7 Short-term loans, n.e.
- T.1l.4 Figheries 7.9.8 Long-term loans, n.e.c.
T.12.0 Non-finaneial intangible acsets T.9.11 Trade credit and advapceu
7.8.0 TFinancial assets | 7.9.12 Other liabilities
7.8.1  Gold and
7.8.2 Currency and transferable 7.9.13
depogits - T.7.10 Liabilities to second partles
7.8.3 Other deposits , and net worth '
7.8.4 Bills and bonds, short- . 7.9.6 Corporate equity securi-
term ' ‘ties,’including capital
7.8.5 Bonds, long-term . participations
7.8.6 Corporate equity securi~ [ 7.9.10 Proprietors' net equity -
ties, including capital . in quesi~corporcte
participations K enterprises
7.8.7 Loans, n.e.c. 7.7.122.1 Net worth
and ' '
7.8.8 o
7.8.10. Proprietors' net .equity

ih non-resident quasi-
‘corporate enterprises
7.8.11 Trade credit and advances
7.8.12 Other financial assets
and
7.8.1%

" Closing assets . Closing liabilitiés and net worth
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Balance sheets and reccnciliation accounts‘(contihued)

A. Non-fimancial enterprises, corporate and quasi-corporate (continuc:)
Account 8. Reconciliation account
8.10.1 Stocks 8.9.0 Liabilities to third parties,
8.10.2 Fixed assets (net of accumulated except -of which:
consumption of fixed capitsl), 8.9.6 :
of which: “and
B8.13.1 Revaluations due to price [8.9.10 .
changes - 8.9.5 Bonds, long-term.
8.11.0 Iand, timber tracts, sub-soil 8.7.10 Liabilities to second parties
agsets and other non-reproducible end net worth
assets 8.9.6 Corporate equity securi-
8.11.1 land, of which: ties, including capital
8.15.1 Reveluation due to participation
price change 8.9.10 Proprietors' net equity
8.13, 3 1.3 Natural growth in quasi-corporate
less, depletion, enterprises
plantations, 8.7.10.1 Net worth
orchards and '
vineyards ‘
8.11.2 Timber tracts, of which:
8.1%.1 Revaluetion due %o
price change
8. 13.3.1.2 Natural growth
less depletion
8.11.3 Sub-30ll essets, of which:
8.13.1 Revaluation due to
‘price change
8.15.3.2 New funds less
depletion -
8.11.4 Fisheries, of which:
8.13.1 Revaluation dye to
price change :
8. 13 3 1.4 Natural growth
legs depletion:
8.8.0 TFinencial assets, of which:
8.8.1 @Geld
8.8.5 Bonds, long-term
8.8.6 Corporate equity secyrities,
- ipcluding capital partici-
petions
Proprietors' net equity in

| I

‘gquasi-corpogate enterprises

Total

Totel
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ViI. DBalance sheets and reconciliation accounts\(continuéd)
B. TFinancial institutions
Accéunt 7. Closing balance-sheet account
7.10.1 Stoéks ' - 17.9.0 ZLiabilities to third parties
7.10.2 TFixed assets (net of accumulated |except
consumption of Tixed capital) T.9.6
7.11.0 1land, timber tracts, sub-soil and
: assets and other non-reproducible (7.9.10
tangible assets 7.9.2 Currency issueéd by the
T.12.0 Non~finsncial intangible assets central bank and transfer-
7.8.0 TFinencisl assets sble deéposits

T:8+7 Short-term loans, n.e.c.

i. Of which the central
bank, liability of
the rest of the world

7.8.8 Long-term loans, h.e.c.
7.8.10 Proprietors' net equity in
- quaesi-corporate enterprises
7.8.11 Other finencial assets
12 ahd '
13

7.8.1 Gold and IMF special
drawing rights
Currency and transferable
deposits
Of which by monetary insti-
tutions, liability of:
i.  Resident institutions
ii. The rest of the world
Other deposits
Bills and bonds, short-
term
5 Bonds, long-term
.6 Corporate equity securities,
ifi¢dluding capital partici-
pations

7.8.2

T7-7.10

7.9.3 Other deposits

7.9.4 Bills and bonds, short-
term

7.9.5 Bonds, long-term

7.9.7 Short-term loans, n.e.c.

Of which by monetary in-
stitutions to:

1. Resident institutions
The rest of the world

ii.
7.9.8 long-term loens, n.e.c.
7.9.9 Net equity of households on

regserves of life insurance
‘and of pension funds

T.9.11 Other liabilities

12 -and

13

Liabilities to second parties and

net worth

7.9.6 Corporate equity securities,
including capital partici-
petions ‘ '

7.9.10 Proprietors’ net equity in
gquasi-corporate enterprises

T.7.10,1 Net worth

Closing assets

Closing liabilities anéd net worth
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ViI. Balance sheets and reconciliation accounts {continued)

- P

B. Financial institutions (continued)

Account 8. Teconcilistion account

8.8.0

Stoucks

Fixed assets (net of accumuleted

consumption of fixed capital)

Land, timber tiacts, sub-soil

assets and other non-reproducible

assets, of which:

8.13.1 Reveluations due to price
change

Financial assets, of which:

5.8.1 Gold and IMF special
drawing rights

8.8.5 Bonds, long-term

8.8.6  Corporate equity securi-
ties, inecluding capitel
participations

8.3.10 Proprietors' net equity
in quasi-corporate
ente prises

s

8.9.0

except

8.9.6
and

8.9.10

8.7.10

Liabilities to third parties

of which:
8.9.5 Bonds, long-term.
8.9.9 TNet equity of household

on regerves of life in-
surance and pension
funds

Liabilities Lo second parties
and net worth

8.9.6
8.9.10

Corporate equity
securities 7
Proprietors' net equity
in quasi-corporate
enterprises

8.7.10.1 Net worth

Tetal

Total
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VIi. Balance sheets and reconciliation accounts (continded)
¢ @eneral government
Account 7. -Clostng belance-sheet account
T.10.1 Stocks 7.9.0 Iiabilities
7.10.2 Fixed nssets {net uf accumulated ~ '1.9.2 Currency issued by the -
consumption’.of fixed capital) Aresgury and transfer-
7.11.¢  Lend, timber: tracts, sub-soil able deposgits
assets and other non—reprouuclble T.9.3 Other daposits
tangible ossets 7.9.4 Bills and bonds, short-
T-11.1 Iand term
7.11.2 Timber tracts T.9.5 Bonds, long-term
T.11.3 Bub-goll sssets ~T7.9.7 Short-term loans, n.e.c.
'f.11.5 Historical monuments 7.9.8 long-term loans, n.e.c.
“T.12.00 Non-finenciel intangible assets 7.9.11 Other liabilities
7.8.0 Financial assets 12 and
7.8.1 Gold 12
7.8.2 Currency &néd blansfarable T.7.10.1 Net worth
deposits
Of which by central governd
mant, liability of:
i. Resident institu+
' tions
ii. The rest of the
‘ ‘ ‘ world
7.8 7.8.% Other deposits
T.8.4 Bills and bonds, short-
term
7.8.5 Bonds, long-term
7.8.6 torporete equity securi-
ties, including capitel
participations
7.8.7 Bhort-term loans, n.e.c..
7.8.8 long-term loans, n.e.c.
7.8.10 Proprietors’ net equity in

quasi-corporate governmeht
enterprises

7.8.11 Other financial assets

12 and

12

Closing. sssets.

Cloding liabilitice end net worth

A
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VII. Balance sheets and reconciliation accounts (continued)

C. General government (continued)

Account 8. Reeconciliation account

8.10.1
£.10.2

8.11.0

8.3.0

Stocks

Fixed essets (net of accumuleted
consumption of fixed capital)
Land, timber tracts, sub-goil
assets and other non-reproducible

asgets
8.11.1

d.11.2

8.11.3

8.11.4

8,11.5

tand, of which:

8.15.1 Revalustions due to

price change
Timber tracts, of which:
8.13.1 TPRevaluations due to
price -change
8.13.3.1.2 WNetural grovih
less depletions
Sub~goil agsets, of which:
8.1%.1 Revaluations due to
price. change
8.13.3.2 New finds less
depletions
Fisheries
8.15.1 Revaluations due to
‘price change
8.15.%.1.4 Natural growth
less depletions
Historical monuments

Financial assets, of which:

8.8.1

8.8.5
8.8.6

8.8.10

Gold and IMF special
drawing rights

Bonds, long-teim

Corporate equity securities,
including capital partici-
pations

Net equity in quasi-

corporate government enter-

prises

8.9.0 Liabilities, of which:
8.9.5 Bonds, long-term
8.7.10.1 Net worth

Total

Total
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VII. Balance sheets and reconciliation accounts {continued)
D. Private non-profit institutions serving households
Account 7. Closing balance-sheet account
7.10.1 Stocka - T7.9.0 ILiabilities
7.10.2 Fixed agsets (net of accumulated 7.9.7 ILeoans, n.e.c.
' congumption of fixed capital) and 8 o
Ts11.0° Tand, timber tractz, sub-soil 7.9.11 Other lisbilitles
assets and other nan-repzoduc1ble 12 and
essets 15
7.12.0 Non-~financisl intangible assets 7.7.10.1 Net worth
T.8. Financial agsets
7.8.1 Gold
7.8.2 Currency and transferable
deposits ‘
7.8.3 Other deposits
7.8.4 Bills and bonds, short-term
" 7.8.5 Bonds, long-term
7.8.6 Corporate equity securities,
including capital partici-
. petions
i 7.8.7 - Other financial assets
. 12 and
13 |
.. "Closing sseets Closing liabilities and net worth
Account 8. Reconeiliation account
8.10.1 Stocks o 1 8.9.0 Lisbilitles
8.10.2 Fixed assets (net of scoumulsted [8.7.10.1 MNet worth
- consumption of fixed capital)
8.11.0 Land, timber tracis, sub-soil
aasets end other non-repzoducible
tanglible asgets :
8.8.0 Financial aasets, of which:

' Total

Total
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VII. Balance sheets and reconciliation accounts (continued)
E. Households, including private unjncorporated non-financial enterpriaes
Account 7. Closing balance-sheet account
T.10.1 Stocks 7.9.0 Liabilities
7.10.2 Fixed essets (net of accumulated 7.9.7 Short-term loans, n.e.c.
- consumption of fixed capital) 7.9.8 Long-term loans, n.e.c.
7.11.0 Land, timber tracts, sub-soil 7.9.11 Trade credit and advances
assets and other non-reproducible 7.9.12 Other lisbilities
‘tangible assets, of wbich and 13
7-11.1 Land ' 7 7. 10.1 Net worth
T7.11.2 Timber tracts
7.12.3 Sub-goil asaeta
‘ 7.11.4 - Fisheries
T.12.0 Non-financial intangible aaaets
7.8.0 Financial asseta

7.8.1 Gold.

7.8.2 Currency and transferable
deposits

7.8.3 Other deposits

7.8.4  Bills and bonds, short--

' term

7.8.5 Bonds, long-tem ,

7.8.6 Corporate equity securi-
tier, including capital

© - par. Lcipations

7.8.7 loans, n.e.c. -

and 8 P K )

7.8.9 Net equity of households
on reserves of life in-
surance and pension funds

7.8.10 Proprietors' net equity
in quasi-corporate
enterprises

7.8.11 Trade credit and advances
7.8.12 Other financial assets
and 13

Closing assets

Closing liabilitiea and net worth
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VII. Balance sheets and reconciliation accounts (continued)

E. Households, lnclualno prlvate unlncorporated non-f1nanc1al enterprlses (cont'd)

p—

Account 8. Reconc1llat10n achount
Stocks 8.9,0 Liabilities
Fixed essets (net of accumulated | 8.7.10.1 Net worth
consumption of capital assets),
“of yhich: ‘
8.13.1 Revaluations due to price
- change
8.11.0 Lend, timber trects, sub-soil
- agsets and other non-reproducible
tangible essets
8.11.1 land, of which:
8.12.1 Reveluations due
to price change
-8.13.3.1.3 Natural growth
less depletion
8.11.3 Sub-soil assets, of which:
8.13.1 Revaluations due to
price change
8. 13.3.2 New finds less.
depletions
8.11.4 Fisheries, of which:
- 8.13.1 Revaluations due
to price change
8.13.3.1.4 Natural growth
less depletion

o O
e ]

b
HE

8.8.0

Financial assets, of which:
8.8.1 Gold. ,

8.8.5 Bonds, long-term

8.8 6 Corporate equity securi-

ties, including capital

: participations

8.8.10 Proprietors’ net equity in
quasi-corporate enterprises

- Total | ' - Total




E/CN.3 /460
English
Page 89

Notes to the standard accounts

The wvalues of presenting supplementary balance sheets, capital finance and rec-

onciliation accounts to the I accounts for the nation on a strictly consolidated

bagls has been indicated in the text of this section of the paper.

For this purpose

the modifications set out in the table below are needed in the specified entries of
the accounts.

Account T.

Opening bhalance-gheet accounts

7;8.0 Financial assets, except capital | T.9.0 Tiabilities to third parti=s in
except participations in respect of the except the rest of the world
7.8.6 world 7.9.6
and and
T.8.10 7.9.10
7.8.6 Corporate equity securities, T.7.10 Liabilities to second parties in
' including capital participations, the rest of the world and net
of non~regident corporations worth
7.8.10 Net equity of proprietors in 7.9.6 Corporate equity sevirities,
non-resident quasi~corporate including cavpitel participations
enterprises of non~residents :
T.9.10 Net equity of non-resident
proprietors in quasi-corporshe
enterprises
Account 5. Capital finanhce account
5.8.0 Net acquisition cof financlal 5.9.0 Net incurrence of liabilities to
except asgets except capital participa- | except third parties and the rest of the
5.8.6 tions in respect of the rest of 5.9.6  world
and’ the world and
5.8.10 5.9.10
5.8.6 Corperate equity securities, 5.7.10 Liakilities to second parties in
including capital participations, the rest of the world and net
of non-resident corporations worth
5.8.10 Net equity of resideat pro- 5.9.6 Corporate equity securi-
prietors in non-residernt guasi- ties, including capital
corporate enterprises participations, of
non-regidents
5.9410 Net equity of non-resident

proprietors in quasi-
corperate enterprises
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Account 8. Reconciliation accounts
8.8.0 Financial assets, except capital | 8.9.0 Liabilities to third parties in
except participations, in respect of except the rest of the world, of which:
8éié6 the rest of the world, of which: 8;256 8.13.1.1 Revaluations due bo
8.8.10 8.13.1.1 Revaluations due to 8.9.10 market prices
e : market prices R 8.13.1.L Revaluaticns due to
8.1%3.1.4 Revaluations due to national currency
foreigh currency exchange rates
exchange rates 8.7.10 Liabilities to second parties in
8.8.6 Corperate equity securities, the rest of the world and net
including capital participations, worth
of non-resident corporations 8.9.6 Corporate equity securities,
8.8.10 Net equity of proprietors in including capital participations,
rnoh~resident quasi-corporate of non-residents -
enterprises 8.9.10 Net equity of non-resident
proprietors in quasi-corporate
enterprises
Account 7. Closing balance-sheet accounts
7.8.0 TFinancial assets, except capital | 7.9.0 Liabilities to third parties in
except participations, irn respect of the | except +the rest of the world
7.8.6 rest of the werld T.9.6 '
and and
7.8.10 ToGR10 ‘
7.8.6 Corporate equity securities, T.7.10 Liabilities to second parties in
including capital participations, the rest of the wecrld and net
of non-resident corporatlons worth
7.8.10 Net equity of proprietors in T.9.6 Corporate equity securi-
non-resident guasi-corporations ties, including capital
participaticns, of
non-residents
7.9.10 PFet equity of ron-~

regident proprietors in
quasi-corporate enterprises

corporate.and quasi-corporate enterprises on a consolidated basis.

Tt will also be advantageous for certain purposes to present supplementary
accounts for financial institutions, general govermment and perhaps non-financial

As in the case

of the accounts Tor the nation as a whole the differences between consolidation and
combination are in the entries on financial assets and lisbilitjes.

The detail in classificatiocn of entries that is proposed in the standard
acccunts has been kept to the minimum that is considered to be necessary in the cage
of each institutional sector and the nation as a whole. It therefore varies Trom
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one institutional sector to another and is less detailed in the cage of the nation
as a whole than in the cage of some of the instituticnal sectors. Countries may con-
sider it desirable to present more detailed classifications than are propesed, for
example, in the case of fixed assets in all of the accounts and, in addition, in the
case of non-reproducible tangible assets and financial assets and liabilities in the
accounts for the nation. They may alsc find it advantageous to subdivide a number
o the entries in resgpect of financial assets, liabilities to third parties and the
liabilities to second partiss into those relating to resident sectors and the rest
of the world, especially in the case of non-financial corporate and gquasi-corporate
institutions, financial institutions and general government.

1t will be useful to supply memoranda to the appropriate standard accowats on
the items listed below:

{a) Tong-term bonds. The nominal (face) value of the bonds, as azsets and as
liabilities, which are to be valued at market values in the accounts proper. If the
payments on rederption of the long-term bonds differ from their nominal value, it
would = preferable to enter the redemption values.

{b) Corporate eguity securities including capital participations. The paid-
in value of the securities of a corporation, revalued in terms of the revaluation of
its fixed assets, as assets and as liabilities to second parties. These securities
are to be wvalued at market values in the accounts proper.

(c) leases, concessions snd the like. In the balance sheets, the leases of
structures or land is to be divided between the leases and the owners. The same
procedure in recommended in the case of concessions or leases of timber tracts, sub-
so1l assete or fisheries. In the capital finance accounts the value of purchases
(saies) of leases and concessions is te be included in net purchases of non-financial
intangibel assetz. It will therefore be useful to give memoranda o the value of
leases or concessions included in the stocks of fixed assets, land, timber tracts,
subsoil assets in the case of the holders of the leases or concessions and excluded
from these stocks in the case of the owners of the structures, land, timber tracts,
etc. The shift of leases or concessions purchased (sold) from net purchases of non-
financial intangible assets in the case of the capital finance account to the cate-
gory of non-reproducible tangible assets involved in the case of the balance-gheet
accounts will reguire reconciliation entries in respect of both these types of assets.
These reconciliation items are to be classed as "adjustments due to changes in struc-
ture and classification”.

(d) Improvemerts to land, development and extension of plantations, orchards
and vineyards and timber tracts, construction in respect of subscll assets and trans-
fer costs in respect of purchase of non-reproducible tangible assets. Outlays on
these items are included in fixed eapital formation in the capital finance accounts
but are included in the appropriate category of non-reproducible tangible asset in
the balance-sheet accounts. It therefeore would be useful to show these cutlays in
memoranda to the relevant capital finance account. Reconciliation entries 1n respect
of fixed assets and the non-reproducible tangible assets 1in guestion will alsc be
required. These reconciliation itemg should bBe classed as "adjustments due to
changes in structure and classification".
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Annex 9.3 @tendgrd and supplemantary tables ang potes

Table 29. Cpenlng and closing stocke, net accumulatlon and reconciliation of masets spd liakdlities for the nation

Type of saset shd liabdlity

Openlng
© atook

- Capltal |
transaetiona
during the yes:

vy

Revaluations
due to price

changea?/

Fe; increases

oot included

in capleal

‘transactl

Other

* Clowing

stock

Code

H)

)

(L}

_{5)

(3]

)

1)

‘I‘angi.ble and nopn-finaneial int.ang:l.hla apgete

orwhERD

g EEEEEE

eaes
NNE-‘N.NE:E\J NMEHEE R

a
LU

E)
.

Sk L

.
TR

1]
WkibkHEO

EEEE EEEEEE

......
Lwhko

KEEFEEEE
CwnElw

Stocke
Goods producing industries
Wholesele apd retall trade
Other industries
Stoeke of goverrment services
Fixed assets (net of consumption of
fixed copléal) .
Besidentis] buildings
lon-realdential bulldings
Othar constructicon worke
Traieport equipment -
Agricultural machinery and. equinn-nt
Other machinery and squipeent
Breeding stock, draught nnml- dairy
cattle aod the like
Hon-reproducible tangible asests
Lend,of whichy
Land underlying bulldinge and works
Cultivated land
Timber tracts
Subsoll ssaets )
Coal, oll end natural 244 Tegerves
Hetallic minersl resarves
Othar non-metallic mineral rumas
HMeherles
Metoric monumante
Non~-flnancia) intangible asaste
Total tangible and mn—ﬁ.na.nnill int.a.ng:l.
ble seesie

b, Pinancisl sescte

ox
N

SLER B ehu abkib

o@om@me @O (_:ncncn & 0o O3 0

fold and INF special drawlng righbts
Currency and tranaferable deposlts im
i. Resldent sectors
1l. The rest of the world
Othar deposlte
Bills and bonds, mhorte-term
Bonda, long-term
Corporate equity ucuﬂ.un, i.ncl\unns
capltsl partlecipations -

- Short-term loane, . e.c,

Long=term loans, n.e.c,

Net sguity of households on reserves of
life insorance and pension funds

Resldent propristors' net equity in
non-residant quasi~-corporate ﬂ'lt!rpl‘il“k/
Truds credit and advances

Other accounts recelvable

Other financiul assets

Total finansial aseste

¢. Total asgsta

Tangible non-financial intangible and

- financial assets

d.

‘Liabliities end net worth

-
h
.\

i .Sl:: YR e N

3

ER
B

O\D'CJC"

o
13

7.10.1
1 7.0

Currepcy and tramsferable deposite ofi
1, HResldent sectors .

. 1i.  The rest of the.world

Other deposits

Biils and bonds, short-tem

Bonds, long-term

Short-term loans, n.a.c. '

Long-term lsane, n.e.c.

Net squity of households on reserves of

1ife ineurance and panslon funds

Trade credit and advances

Other aceounts payable

Other liabilltdies

Total ldabllities to third parties

Corporate squity securitles, including
capdiel particlpations

lon-resident propristora’ net aquiw
resident quasl-corporate enterprias

Nat worth

Total llabllities to second parties and
nst worth

> -
1/ Capltal transactlons cover relevaat entries cn the eaplial floance acoount, 1.6, grees fixed ecapltsl fi

tion L

on of fixed

1838
capltal, inereass in stoocks, improvemente to land, development and extensmion of plantatiens, orcharde and vineyards loeluded in cultivated
land, development and extension of timber tracts and fieheries, constructlon in respect of exploitatlen of subscil :lcpuuiu, net purchasee

of pon-finarclal tangihle asssts and transactions 1o finkncial ssests and liabilities,
Hot dppligable in the case of mon-financial intangible usetu

SN

agasta,

Y These troosac

inatantes,

Applicable oply in the ease of breeding stosk, dairy cattls, dnmt animels gnd the like and im the caso of most non-reproducible tangible

tions between resident quasi-corperate enterprisss and reaident proprietors n’q d.‘.ln:l.n.lted a4 result of mnuqli.dd'fion in these
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i

Type of asoet and Liability

Private iustlitutions

Publio institutions

Reconcillation ltens

Cloalng
stocike

Revaluations
dus to price
changesl/

Not insresses

et ineluded
in oapital 2/

transaotiona

‘Other

Reconciliation items

Closing
stocks

Rewmluetlons
due to p
ahanges:

Het increases
not lncluded
in capital
transactionsd/

Other

£

(1)

(2}

2}

(&)

{5}

(6)

)

8)

)

Tengible sesete. and mon-financlal intengible asasts

I3
nH

O.\at-l'anp-o

SEEREEE 8B

Btoaks

Flxed assate (net of accunulated

consumption of fixed capltal}

Hop~reproducible tangible asasis
Land Y

Timber tracts

Sub=soll assete

Fisheries

Hietorio monunente
Bon-fisaneial intanglble aseets

Total

Moancisl aceests.

&u and IMF aped.al drawlng
righta

Currency and transfersble deposits
Other depoalis

Bills and bonds, abort-term
Bonds, long=tsrm

Corporate squity securities, in-
cluding eapital participations
Short=termm logns, n.e.0.
Long-term losns, D.e,0.

Nat equity of households on
reservap of Jife lnsurance and
pension funds

Propristors* net aqulty in noen-
roaident ~corporate :
atarprie

Trade orsdit and advances )

Other Ilnanelal assete

Total finencial essets

0.

Total aseets

Tangible, mnr-ﬂ.nlndal Antangible
and financial assete

d,

Idabilities and pst worth

Currency and transfarsble depoaits
Gthar deponits :

Bllle and bonde, short-term
Bounds, long-temn

Sbrt-t.m loans, n,e,0, -
Lobg-term loans, n.e.c.

Het equity of housebclds on
rederves bf 1ife insurance snd
pennion funds

[ Trade credits and advances

Other liabilities to third parties

‘Gorporate equity securities, in-
cluding capital participations
Hon-resident proprietors’ net
squity in ent quaal-corporate
suterprie

Nt wortb

Total Liehilitios to second

parties and net worth

Total Mabilities to third parties.

apavte.

in-'aneu.

Not appliceble in the cise e! mn-ﬂnnnr.hl :I.ntnngibls asacter
. Applicable only in the cuse 0f breeding etock, dalry cattle, dreught anigials and the 1:Lko and in the case of wost mn—rapmducible tangible

These trensactions betwesn resident qmi-corpontn wterprises and ruidd:t prop.rhture are elimipated aa result of cnnao].ld.nuon in these
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Table 31. Closlng stocks and -reconcilistion for aaqaﬁu and ligbilities of non-finaneial
corporate and quesi-corporats enterprises, by kind of economic. getivity
Categories of kind of economic activity aceording
to I1SID major dlvislon except manufaoturing
which case, according to ISIC division.
. In h of
Type of azset and lisbility ‘Regoneiliation
. Net increases
Closlng [ Revaluations not included
. Vstocku due %o in capital .- Other
Code » chang transections>
a, Tangible azaste and non-financial intangible assets
10.1 Stocks
10.2 Fixed assste (net of acoumulsted conawnption of
. fixed capitsl)
1.0 . Non-reproducible tangibls sseets, of whiche
.1 : land, of whichs
11.1,1 Land underlying bulldings and works
1l.1.2 Cultivated land
1.2 Timber tracts
11.3 Subsoll deposits
.4 Fisherles
12,0 Won=-financial intangible sasets
Total
b, Financlel asseta
8.1 Gold
B.2 Currency and transfersble deposits
8.3 -Other deposits
8.4 Bills and bonds, short-term
8.5 Bonds, long-term
8.6 Corporate equity escurlties, including cepital
participstions
8.7 and loans, n.e,c,
8.8 :
8.10 Proprietors® net equity ir non-resident quasl-
corporate enterprise
8.11 Trade credit and advances
B8.12 and | Othsr financlal ssasts
8.13 . ﬂ
8.0 Total fipanclial assets
8. Totel assets
'I‘a.ngibls rop=financial intangible and fimncial
assets
N d, Llabilities and net. mr‘th
by Billa and bonds, short-term
95 Bonds, long-term
9.7 Short-term loans, n.s.90.
.8 Long-term loans, n.e.c.
.01 Trade oredit and advances
9.2 and Other liabilities
9.13 .
Totel liabilities to third partiea
%6 Corporate equlty sscuritles, including cepital
: participations
9.10 Proprietors’ net equity in quasi-corporats
enterpriees
7.10,1 Net worth
T.10 Lisbilities to second partiss and net worth

.1/ tot spplicable in the case of mon-financiel intangible)

_/ ‘#pplicable only in the case of breeding stock, dalry cattle, draught uﬂmls apd the like and in the case of
most non-reproducible tangible assets,
3/ Propristors' net equity in non-resident quasi-corporate onterprises only as residert guesi-eorporate anter-
px‘iug ahould bs part of the same statistical unlt ar the parent corporetion,
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Central government - State and local govermait Soclal escurlity funde
" Reconciliation i Reconciliation Reconcilistion
Typs of samet end lisbility Cloeing | Revaluations ::: ﬂ:i::::’ ‘ '| Closlng | Revaluations Cloelng | Revaluations
stocke | due to p Cthar | stocks | due to p: Other | atocks |due to priqe | Other
chang 1in capltal 2/ o c
Lransactions
Gode w 2) @) ) 5) | (6 ) 8 [ ) o) o
&. Tangible assets and mon-financisl lntangible aasets
10.2 Fized sdacts (net of ascwmlated
consumption of fixed capital)
11.0 Bon-reproducible t.u.ngiblc asaete
11.1 © land
1,2 Timber tract
113 Subsoll dgpoaited
114 Flsherie ",
11.5 Historical momuments
12,0 Non-financlal int-l.naihlo assete
Total
b, Financial asseete
8.1 :25 IMP apuinl drafdng
8.2 Gurrmc,r and t.rm.fanhl-
depoaits
8.3 Qther depoaits
8.4 B1l1ls and bonds, l.hnrt.-tum
B.5 Bonds, long=term
8.6 Gorporate equity aumuea. nﬂ
cluding cepital pnrt.iuipat\i.a
8.7 and Losns, B.®.¢,
8.8
8.10 Propr:l.et.orl' net squity in quasi-
corporate govermment enterprises
8.11, 12 | Other flnanclal asasts
and 13
8.0 Total
c. Total asssts
Tlngiblo, mon=-financial i.n‘l‘.angi
ble and financisl assets
d. Liabllitiss sod net worth '
9.2 cur-remy isaued by ury and
transfersble depoelt -
9.3 Qther depoelt,
9.h Bille and bondw—tmh’
9.5 Bords, long-te:
9.7 Short-term loans, D.8.¢.
9.8 long-term loans, D.e.c,
9.11, 12 | Other liabilities
and 13 .
9.0 Total lighllities
. Te10,1 HNet worth

Y omt applicable in the case of nonefinanclal Antengible assets,

F14 .lppl‘l.clbl- only l.n the came of breeding stock, Gi1Fy cattle, draught animale and the like and in the case of most non-reproducible u.ngiblo

assots.
3/ These satries are likely to be relevant for thé central govermuent cely.
L/ These antries are unlikely to be relevant for soclal ascurity funds,
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Gloglng stocks and revaluation for assste and lisbilities of the sub-sectors of
bhouseholda, including private ncn-finenclal unincorporated enterprises

Table 33.

- ) Housaholds including proprietors® of .
Households including propristors' of non-agricultural uninesrporated Other househeld
) sgriocultural uninesrporsted emterprises suterprises except owners of us e
Typs of ssset and llability Eeconciliation - Reconoliiation Reconciliation
C1o5ing| Revaluationg [ ¥oh 1ncresscs Cloning [Revaluations [1*0 i0cTeases Cloaing {Rovaluations
atocka|due to prﬁn in oapleal Other| etocks|due to 1::.]1.} in cepltal Cther| stocks |dus to o [Other
g R eter 2l - chang 2 chang:
tr transaatio!
Coda [85)] 2) | ) ) )| ©®) ) (8) 9 )| @ ja2)
s, Tangible ssssts and hon-financial intangible assets
10,1 |Stocke?’
10,2 Fived a.uotn (net of accunulated
uonguption of fixed capital)
.o Non-repreducible tangible assets,
. of whichi
1.1 land, of whichs
11.1.1 land uoderlyipg tmiidinge
and works
1.1.2 Cultdvated land
.2 Timber tracts
1.3 ‘Subsoil assats
1.4 Flaheri:
12.0 Hon-finsncial teogible sosets
Total
b. Financlal sasets
8.1 Gold
8.2 Currangy and trangfercble
7 deposits
8.3 © |other depealte
8.4 Bills and bonds, shorteterm .
18.5  [Bonds, long-term
8.4 Corporate equity securities,
’ including oapital particlpatlions
8.7 and |Loans, ©.6.6.
8.8
‘8.9 Mot squity of houssholds on
reaarves of life inpurance and
pengion funds )
8.10 Proprietora’ net equiiy in
" |quasi-corpcrate enterprises
$.11,12 [Other financlal assste
and 13
8.0 |Total
- ¢, Total aasete B
?a.ngibil, mon-finanidal intangl-
ble and financial assate
L ‘ 4, Lisbiliiiez and net worth
2.7 Short-tern loans, 1.8.9,
9.8 Long-terd loans, B,8.c,’
.11 Trade credit and advances
9,12 and|other 1iebilities
13 ; :
9.0 ° Total 1isbilities
7.10,1 [Het worth ) . . : i

v But. appnmu 1a the cese of non-financlal intangible assetad

74 .Ippl[u]ﬂ.o only In the case 'of broeding stock,” dairy uttlo. draught aniials and the like and in tho case of most mon-rapréducible tangible assets,
© 3/ isosts in the form of stocks are loapplicable in the case of other bousshcldag h:ldi.ngﬂ of figherins sre :Li.h]; to oceur in the case of households
including prnpr.lmn of egricultural uni.neorporat.ed mtqrprlsu only. . ) .
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Table 35.

and liabilities

Bslance sheet of foreign financial sssets
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Pinencial

Ttem

Type of claim

Liakilities

a. All forelgn fimancial assets or liabilitiesl

Gold and IMF special drawing rights
Currency and transferable deposits
Other deposits

Bills and bonds, short-term

Bonds, long-term

Corporate egquity securities, including capital

participations
i. In subsidiaries
ii. Other

Short-term loans, n.e.c.

Long~term loans, n.e.c.

Wet equity of households or reserves of life
insurance and pension funds

Proprietcrs’ net equity in quasi-corporate
anterprises

Trade credit and advances

Tther claims

Total foreign financial agsets or liabilities

2/

b. International reserves or offsets=

oo m
B R

N

Gold and IMF special drawing rights
Currency, deposits and short-term bhills and
bonds

Other fipnancial agsets or liabilities

a. BShort-term
b. Long-term

Total

The amount of foreign currency premium received should be shown in a foot-
note to this table.

g/ The definitions of international reserves and offsets to thesge reserves are
those of the International Monetary Fund and the collection internationally of these
data is the responsibility of the Iund.
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Notes to the standard Lables

The detall 1n classlflca 1on of entrles that is proposed 1n the standard tables
‘has been kept “to’ the ‘minimum that is con31dered to. be necessary in. the case of each
~ instituticnal sector and the nation as a whole. It therefore varies from one insti-
tutional sector ‘to another. Countrles may conslder it des1rable to present more de-

tailed classifications than are proposed in respect of such 1tems as fixed assets and

financial assets ‘and llablllties. In the case of fixed assets, they flnd it advan-
- tageous to present the full. class1f1catlon proposed in table 5 liin the standard
tables oh corporate and guagi- corporate non-flnanc1al enterprlses and on households.
In the case of flnanC1al agsets’ and llab111t1es, they may con51der it degireble and -
‘feasible to gub- divide: selected clalms 1nto resldent and non-res1dent debtors or
creditors, respectlvely, in. the standard tables for the. natlon es a whole: and for
each of the institutional sectors.

Ag in the cage of the standard accounts, it will be useful .to supply memoranda
to the. approprlate standard tables on the 1tems l1sted below:

i. ‘Long-term bonds. Thé  nominel (face) value of the bonds, as assets
and as liabilities, which are to be valued at market values in the
raccounts proper. .If the payments on redemption of. the long-term
bonds differ from their nominal value, it would be preferable to
enter the redemptlon values,-

ii. Corporate equity securltles including capital partlcipatlons. The
paid-in value of the secur1t1es of a corporatlon, revalued in
terms of the revaluation of its fixed assets, as assets and as
liabilities to second parties.. These securities are to be valued

~ at market values in the accounts proper.

iii. Iesases, concessions and the like. In the balance sheets, the
legses of structures or land is to be divided between the leases
“and the owners.- The same procedure 1s recommended in the cage of
concessions or leases of timber tracts, sub-50il assets or flSh-
eries. In the capltal finance accounts the value of purchases
(sales) of leases and concessions is to be included in net pur-
chases of non-financial intangible assets. It will therefore be
_useful to give memoranda on the value of leases or concessions
- included .in the stocks of fixed assets, land, timber tracts,-sub=
soil ‘assets in the case of the holders of the leases or conces-
 sions and excluded from these stocks in- the case of .the owners of

"the structures, land; ‘timber tracts, etc. The shift of leases or.
© concessions. purchased (sold) from net purchases of non-financial’
intangible assets in the caseé of -the capltal finance actount to
'the category of non—reproduclble tangible assets involved in the
‘case of the balanceé-sheet -accounts will require reconciliation
. entries in respect of both these types 6f agsets. These recon-
‘eiliation items are to be classed as adjustments due to changes
in structure and classification". .
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iv.

Improvements to land, development and extension of plantations,

orchards and vineyards and timber tracts, construction in re-

- respect of sub-scil assets and transfer costs in respect of pur~

chase of non-reproducible tangible assets. Outlays on these
items are ineluded ir fixed capital formation in the capital
finance accounts but are included in the appropriate category
of non-reproducible tangible agsets in the balance-sheet
accounts. It therefore would be useful to show these outlays
in memoranda to the relevant capital finance account. Recon-
ciliation entries in respect of fixed assets and the non-
reproducible tangible assets in question will also be required.
These reconciliation items should be classed as "adjustments
due to changes in structure and classification".
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X. SOURCES, METHODS AND PRIORITIES OF BALANCE-SHEET DATA

10.1. This section concerns the sources and methods of gathering and compiling data
on balance sheets and their reconciliation and the order in which these data might
be developed in the case of varicus institutional sectors. The discussion of these
topics is, of necessity, rather general in character. This is sc because of the
very limited national experience in gathering and ccmpiling balance-sheet data and
the major differences between countries that exist in the case of the sources and
kind of available information. It is hoped that, none the less, the discussicn of
the difficulties that may be encountered in compiling and reconciling kalance sheets
and the sources and methods of carrying out this work, will of interest and assis-
tance to countries., The suggestions concerning the bread orders of priority in
which balance-gheet statistics might be evolved is of course alsc intended to sgerve
the same purpose.

A. The apprcoaches to compiling balance-sheet and reconciliation data

10.2. Two main approaches have been used in compiling balance sheets -~ direct com~
pilaticn and the indirect approach.

10.3. In the case of the direct approach, data on balance sheets and on their rec-
cneiliation are primarily based on data gathered on the assets and liabilities of
enterprises, government bodies and perhaps households as of specific dates. Supple-
mentary series of data on items such as prices, discoveries of subsoll deposits,
natural growth of timber tracts, changes in the structure of statistical units, will
usgually be needed in order to adjust and reccncile these data. Balance sheets may
be available from the administrative azctivities of government bodies and of stock
exchanges, from the public issue of these statements and/or from special statistical
inguiries. Adeguate balance-sheet statistics may not be available frequently, com-
pletely or rapidly enough for purposes of compiling annual accounts and supporting
tables, In that case, indirect methods have been used in compiling the balance-
sheet accounts and tables. '

10.4, The indirect methods of compiling data on balance-sheet and reconciliation
accounts usually consist of extrapolating, period-ty-period, estimates for a bench-
mark date that are made by means of the direct approach cutlined above. The bench-
mark date is often the beginning of a calendar year and the periods are generally
calendar years or guarters. The indirect methods may of coursge also be used to in-
terpolate, period-by-period, between benchmark dates. The data for purposes of ex-
trapolation or interpolation are figures on such matters as the transactions carried
out and the changes in prices from the naticnal accounts and similar sources, the
discovery of new eubsoil deposits, the natural growth in timber tracts, and the
structural changes in statistical units, during the periods in question. Many of
these series of data are likely to be available from periodic statistical inguiries
primarily needed for purposes other than the compilaticn &f balance-sheet and rec-
onciliaticn accownts and tables, for example for estimating the transactions of the
national accounts,; some of these series of data will probably involve the collection
of special information. As in the case of the direct methods, the serieg of data
for use in the indirect approach may be gathered from such sources as records result-
ing from the administration of government laws and regulations, stock exchanges and
other financial institutions, the financial statements issued by enterprises and/or
special statistiecal returns.
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B. Direct approach

1. Balance sheets from administrative and related scurces

10.5. Enterprises may be required to file balance sheets annually or infrequently
in connexion with income tax returns, company and similar acts, and/or other forms
of government regulation or registration. Ixamples of the latter are the regulation
of businesses, such as banks, insurence companies and public utilities, the periodic
reporting of companies, the securities of which are traded on public exchanges or
the size of which exceeds a given level and the registration of new and secondary
public offerings of securities. In the case of a number of countries, the balance
sheets of large and publicly owned, if not all, incorporated enterprises, but often
not those of unincorporate units, are available from one or more of those administra-
tive sources. In the case of some countries, all enterprises, irrespective of legal
form or size, are required to file balance sheets in the administration of income
tax or government registration schemes. Private non~profit institutions serving
households may alsc be required to furnish balance sheets in connexion with their
examption from income taxes, regulaticn by government or acccountability to their
board of directors and major contributors. While government bodies often do not pre-
pare balance sheets as part of their financial accounting, it should be feasible to
campille these data from government property and debt records and accounts. In most
instances, periodic balance sheebs or accounting records from which these statements
might te compiled, are not available in the case of households and many of their
small and medium-sized unregulated unincorporated enterprises. However, statements
filed in connexion with probate taxes on estates may furnish an irregular source of
balance-sheet data in the case of househclds.

10.6. So that the balance sheets available from government and private administra-
tive activities may be effective and reliable sources of data for compiling balance-
sheets accounts and tables, the required returns should be standardized, taking due
account of statistical needs, and properly policed and checked. All too often be-
cause these prerequisities are not met, the balance sheets filed in connexion with
government or private administrative activities are then of little wvalue in compiling
the data under discussion. The dates to which the halance sheets relate may differ:
the units to which they relate may not conform to those wanted for statistical pur-
poses. Furthermore, the categories of assets and liabilities used may vary from one
respondent to another and be too broad in scope; the methods of valuing certain '
assets and liabilitles, depreciation and bad debts and of defining resgerves, gocdwill
and the basis for recording certain items, may alsc differ from one respondent to
another. Lack of policing and checking of returns will probably result in too much
non-response and in the collection of incomplete and erroneous returns, in particu-
lar in the case of the smaller enterprises who must submit balance gheets.

2. Sourceg and methods of supplementing balance sheets

(a) Reguirements

10.7. Even with the standardization, follow-up, editing, etc. of the balance sheets
to be filed in connexion with the administration of laws, regulations or registra-
tions, it is often not feasible to eliminate some of the deficiencies mentioned
above. It will, on the whole, be impracticable to require that enterprises file
balance sheets that differ significantly from the practices which are acceptable and
prevalent in business accounting and which they find useful ir managing their
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business. Thus, it may not be feasible to require enterprises to ccmpile balance
sheets as of'given dates or to .value tahgible assets and long-term bonds and shares

at market prices or the eguivalent. Problems also arise in making statistical use

of consolidated balance sheets compiled for business accounting and/or government
administrations in the case of families of parent and subsidiary enterprises, some

of which may be abroad or at home but which fall into differing institutional sectors.

{b) Adjustments cf statistical units

10.8. Where the balance sheets that are available from administrative sources cover
Tamilies of legal units which need to be subdivided into new units for statistical
purposes, it will generally be necessary to obtain speclal supplementary balance
sheets for the subsidiaries which are to be separated from the family -~ those abroad
or at home which are to be included in a different institutional sector than the
parent unit. The special balance sheetg should divide the equity securities and
other liabilities issued by the subsidiaries in guestion into those held by parent
and other subsidiary units of the family and those held by others. Any financial
assets which are "‘liabilities of the parent and other subsidiary units of the family
should also be segregated. This information is required to de-consclidate and divide
up the balance sheets ‘of the families into the desired statistical units and to value
the parent's holdings of equity securities of the subsidizries in guestion in terms
of the subsidiariesg' net worth.

(c) Adjustment of dates

10.9. In principle, in order to compile balance-sheet accounts and tables as of .a
common date, special balance sheets are also needed in the case of enterprises whose
balance~sheets dates are different. If the number of such enterprises is great, the
special balance sheets might be gathered from a stratified sample of the uwnits in
question, with probabtilities proportional to the magnitude of their assets. The’
burden and costs of compiling data for a common date might be reduced by gathering
the gpecial talance sheets from the sample under discussion at infrequent intervals
only and using the ratios of wvarious assets and liabilities in the coff-date balanhce
sheets to those in the latest comesponding special baldnce sheets in order to adjust
the items of off-date balance sheets for later dated. It may even be sufficilent to
gather the special daté and to compute the ratios in the case of holdings cf selected
assets and liabilities which are expected to vary substantially during the course of
a year.

(d) TNeeded adjustments in valuations

10.1C. Froblems of adjusting or replacing the values entered in the balance sheet of
enterprises and the accounts and records of government bodies arise in the case of
such items as stocks, fixed assets, non-reproducible tangible assets, long-term bonds
and eguity securities. Btocks may, for example, be valued in some balance sheets on

a first-in, first-out basis and in other balance sheets on a last~-in, first-out market-
price basis. Valuation of stocks in terms of last-in, first-out market prices, but

., hot by other approaches, is suitable for use in balance-sheet accounts. Fixed assets,
land and subsoil deposits are often valued at costs of acquisition, reduced by depre~
cilation, in the case of fixed assets and reduced by depletion in the case of subsoil
deposits. Timber tracts are valued in a number of differihg ways in business account-
ing; long-term bonds and equity securities are often valued at cost of acgquisition

as asset and at nominal (face) value ag lisbilities. Bquity securibies as liabilities
are entered at paid-in values in a number of instances.
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(e) Stocks

1C0.11. To compile suitable figures of stocks for the balance-sheet accounts, it will
probably be necessary to gather supplementary information on the methods of wvaluation
used in the balance sheets of enterprises and to make estimates of the market wvalue
of the stocks at the balance-sheet date when the last-in, first-out market-price
bagis is not used. These estimates might be based on the data compiled on the physi-
cal levels of the stocks at the beginning and end of a pericd, that is the opening
and closing balance-gheet dates, to measure the physical chahge in stocks during the
period for purposes of the capital finance acccunts. Current market prices at the
beginning and at the ending balance-sheet dates, should be used in valuing the physi-
cal levels of the stocks at these regpective dates.

(f) TFixed assets

10.12. TFor purposes of suitable benchmark estimates of fixed assets and of deprecia-
tion for the balance-gheet accounts, & special censug or sample Survey(inventory)ofﬂm
agssets might be undertaken or the estimates might be built up frem data on gross
fixed capital formation and the expected life-times of use of fixed agsets through
the perpetual inventory approach. The perpetual inventory approach is based on data
needed for the transaction accounts of the naticnal acccunts, 1s much less burdensome
than a census or sample inventory of fixed assets and furnishes a means of prepar-
ing practical annual estimates of the stocks of fixed assets. Tt is therefore much
more commonly used in practice than are infrequent census or sample inventories of
the stock of fixed assets in making benchmark estimates ¢f these stocks. On the
other hand, a benchmark inventory of stocks of fixed assets furnishes a sound founda-
tion which may be maintained through the perpetual inventory method, without the long
delay of building it up thrcugh the perpetual inventory method. The perpetual in~
ventory method is described in paragraphs T7.1C and 7.1l above and illustrated in
table 10.2 below. Benchmark census or sample inventories of fixed assets are briefly
described here.

10.13. These inquiries usually consist of an inventory of the age, cost of acquisi-
tion and conditicn of the various kinds of fixed assets in the case of a multi-stage
gtratified sample of enterprises and their establishment and of government units,
coupled with as detalled indexes of prices as possible, going back to the earliest
time of acquisiticn of the fixed assets. The series on the age, cost of acquisition
and price indexes furnish the means of estimating the replacement cost of the fixed
asgsets of the sample units and the data on age and condition of the fixed assets,
together with the estimates of replacement costs, may be used to estimate their accu-
mulated straight-line depreciation. The ratios of these eptimates for the sampled
units to their balance-sheet entries on the gross value and accumulated depreciaticn
of fixed assets, when applied to the balance-sheet entries fcr all enterprises or
government units, would yield the desired figures for the balance-sheet accounts.
Enterpriges and government units should be stratified according to size and broad
kinds of ecoromic activities in order to select the sample for the inguiry and to
make the ratio estimates.

10.1%. Because the inguiry outlined above can be costly and burdensome, data gathered
on the fire insurance wvalues of fixed assets have been used instead in order to make
benchmark estimates of the replacement cost of stocks of fixed assets. However, thig
appreach may not be entirely satisfactory. Large organizations, for example, public
enterprises or govermment bodies, often do not carry fire insurance. Furthermore,
some fire insurance policies may yield figures of gress value at replacement cost for
only all the fixed assets of ipsured units while other policies may furnish informa-
tion on gross and written-down values at replacement cost. In the former case, in-
formation will not be available for estimating accumulated depreciation.
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‘

(g) TNon- reproduc1b1e tangible asgsets -

10.15.' Estimates of the market value of land mlght be derived by gathering figures
of assessed values and adjusting them to market values or by inquiring into the costs
and time of acquisition of, and improvements to, various kinds of land, coupled with
price index numbers of their market prices. In order to estimate the balance-sheet
values of subsoil assets and timber tracts, it will probably be necessary to gather
information for at least a sample of them on their size, character, expected years
of exploitaticn and net return during the year preceding the balance-sheet date in
order to adjust the business accounting values to capitalized values in terms of the
current market situation. The government mining and forestry authorities, respec-
tively, may be of asgistance in making these estimates. Apn alternative that may be
available in the case of some countries is to adjust fipures gathered on assessed
values for property taxes to market wvalues,

{h) Long-term bonds and equity securities

© 10,16. In order to estimate the market values of the assets of enterprises and other
institutional units in long-term bonds and eguity securities, it will probably be
necesgary to make an ilnventory of these holdings in the case of at least a sample of
the institutions. The.inventory might consist of abstracting figures from the regis-
ters discussed below on the guantities of various long-term bonds and equity securi-
ties held by various kinds of institutions or of gathering data on the gquantity,
market price and cost of acquisition of these financial assets from a stratified
sample of enterprises. The latter series of data may be used to adjust the business
accounting values of assets in long-term bonds and equity securities to market values;
the former figures, coupled with market prices, may be used for that purpose or to
compile the desired data on all institutional units directly.

3. Registers from administrative sources

10.17. Registers in respect of creditors or debtors which are valuable in compiling
benchmark and more frequent balahce~sheet datea are often maintained for purposes of
administrative activities in the case of such financial claimg as bank and other
deposits, bonds, equity securities, loans, and accounts receivable and payable.

Banks and similar financial institutions have useful registers on bank and other
deposits, bonds and loans; corporations, government bodies and/or registrar agencies
maintain valuable registers on outstanding bonds and equity securities; enterprises
could be the source of these records on accounts receivable and payable. The useful~
ness of registers of government authorities opn the assessed value of the land and
certain other non-reproducible tangible assets for purposes of valuing these assets
of instituticnal units has already been mentioned above. The registers can furnish
the basic data on amounts or gquantities for use in estimating the appropriate value of
theassets and liabilities under discussion in the case of each institutional sector
and sub-sector, including households and the rest of the world, The statistical ‘
authority would of course nead to classify the units listed in the registers accord-
ing teo institutional sectors and, sub-sectors. An important drawback of registers is
that in the case of claims, such as equity securities, bonds and even deposits, reg-
istration is often permitted in the name of nominees or trustees. In these circum-
stances it will of course be necessary to gather information from units who are
thought to be important nominees or trustees in order to ascertain the identity of,
and to classify, the owners. If the use of registers is costly and burdensome, two-
stage, stratified sampling - first, registers; second, entries in the sample regis-
ters - might be employed. The use of e€lectronic couputer facilities would also fecil-
itate the work.
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b, Reconciliation of successive balance-sheet estimates
’ ' from administrative sources

(a) Requirements for data

10.18. When balance sheets that are available from administrative activities are the
primary source of estimates of the desired accounts and tableg for successive dates,
it is, in general, necessary tc resort to cther sources of information for purposes
of reconciling the two sets of estimates in the case of a number of items. This is
go beceause the differences between the balance-sheet estimates for successive dates
may be due to multiple circumstances ~ for example transactions, changes in market
prices, natural growth less depletions and/or changes in the structure of some sta-
tistical units in the case of timber tracts or plantations, orchards and vineyards;
transactions, changes in market price and/or structure of scme statistical units in
the case of equity securities. And, the balance sheets for successive dates that

are available from administrative sources will furnish little, if any, useful informa-
tion for purposes of estimating the share cof each of these circumstances in their
differences. In fact, even 1f differences are due sclely to transactions, they may
not furnish a correct measure of the transactions because the value of dispositions,
as well as acguisitions, will usually be entered in business accounts at their cost
at time of acquisition.

10.19. However, if estimates for successive dates are made from registers in the
case of selected financial claims or land or through means digcussed above in the
case of stocks, fixed assets and non-reproducible tangible assets, the basis will,
in many instances, also be available for estimating the share of transactions,
changes in prices, and to a very. limited extent, adjustments for unforeseen events
and structural changes in statisticel units. There are also certain kinds of finan-
cial claims, for example cash, bank and other deposits, loans, acccunts receivable
and payable, for which the differences between successive balance-sheet dates are
mainly due to transaction during the period. ' '

(b) Sources and methods of estimates

10.20. If the capital Tinance and balance-sheet accounts are as integrated as is
propesed in this paper, the estimates of capital transactions during the pericd be-
tween successive halance-sheets dates made in naticnal accounting should furnish data
on this element of the differences between the balance-sheet estimates. BSuitable
price index numbers, whether or not needed in adjusting balance-sheet data to market
prices, will furnish the basis for measuring the share of price changes in the balance-
sheet differences. In general, in order to estimate the other relevant reconciliation
items if practically all of the differences between succesgive balance-sheet estimates
are not accounted for by transactions and changes in prices duripg the period, it
will be necessary to gather data through special inquiries. As noted above, scme of
this information would be available from special data required to estimatée some of

the balance-sheet entries. In other cases the special inguiries would need to con-
cern informaticn on specific reconciliation entries.

10.21. Where probazble changes between balance-sheet dates, in the structure of sta-
tistical units or in the classification of talance-sheet items are being investigated,
the sgpecial inguiry should concentrate on large statistical unlits in which these
changes are suspected. In the case of reconciliation items such ag adjustments in
respect of unforeseen events, natural growth less depletions in timber tracts or new
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finds less depleticns in subsoil deposits, stratified sample inguiries would be suit-
able. The collection of data on the natural growth of timber tracts, plantations,
orchards and vineyards or fisheries presents serious problems if the information is
unavailable from the records of the governement departments concerned with these acti-
vities. In those cases, a number of difficult surveys would need to be undertaken.

5. & programme ef annual statistical inquiries

10.22. In view of the limitations in the balance sheets available from the adminis-
tration of private and government bodies and the needs for special inquiries noted
above, consideration might be given to conducting coherent annual sample Ingquiries
in order to gather suitable basic data for purposes of compiling the balance-sheet,
capital finance and recenciliation accounts and supporting tables. To compile and
reconcile relilable data on balance sheets for successive dates and on capital trans-
actions and adjustments between these dates, it would be valuable to integrate the
annual cgllection of data con stocks of, and transactions in, financial assets and
liabilities and on stocks and changes in non-reproducible tangible assets. As was
indicated earlier in this section of the paper, reproducible tangible assets are
generally already adequately covered through inquiries conducted for purposes of the
capital transaction accounts. Other advantages of such coherent annual ingquiries
are the assurances that may be given to respondents concerning the confidentiality
and use for statistical purposes only, of the data sought and the possibilities of
standardizing statistical units, reference periods, classifications and definitions.

10.25. The ccherent annual sample inquiries should first focus on incorporated en-
terprises other than those well-regulated units, such as banks, other financial in-
stitutions and public utilities, for which adequate data are available from the
records of the government agencies concerned. ILater, the programme might be extended
to a regular sample survey of households and their unincorporated businesses. It may
be desirabls to gather data on the major consumer durables cf the sample households
a8 well as on their financial assets and liabilities and non-reproducible tangible
assets. In order to make the programme of coherent annual ingquiries practicable,
they should be sample surveys, probably based on one stage stratified sampling in the
case of incorporated enterprises and on twe, or even three, stage stratified sampling
in the case of households. An increasing number of countries carry out, or plan to
conduct, statigtical field surveys of integrated balance-sheet and transaction data,
in particular in the case of financial assets and liabilities of enterprises.

10.24. The items of data sought in these surveys must of course be easily understood
by respondents and be feasible to gather from their reccrds or recollections. This
may make it impracticable in certain instances to gather information directly in the
form desired for purposes of compiling balance~sheet and reconciliation estimates.

For example, it will probably be necessary to allow small enterprises to report ac-
cording to the closing dates for their business accounts theough these dates may differ
from those wanted and to adjust the data in the manner suggested in paragraph 10.9
above. Requesting balance-sheet data valued at market prices will probably be im-
practicable - in particular from smaller enterprises and households - in the case of
such items as land, fixed assets, long-term bonds and eguity securities. In these in-
stances, it may be feasible to request book values from all the respondents and a
listing of holdings, giving their identity, value and date for acquisitions and for
disposals during the last period of account, in the case of a sub-sample of the small
enterprises and heuseholds. These data, coupled with the appropriate series of price
indexes and the book values for all the respondents, could be used to estimate market
values. Alternatively, the registers discussed in paragraph 10.17 above might be used
for the inventory in the cage of land, long-term bonds and equity securities. It will
be essential to simplify the character and clagsifications of the information socught
from sample hcuseholds.
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C. The indirect approach

1. Character and advantages of the approach

10.25. The indirect approach to compiling the balance-sheet accounts and tables
eliminates the need to gather balance-sheet data, but not transaction, price and
other reconciliation data, annually; balance-sheet estimates for a benchmark date are
extrapclated, year-by-year, (or for other periods) by means of data on events during
each year. The approach is equivalent to maintaining a perpetual inventory for each
balance-sheet entry. The same approach may-of course be employed to interpolate,
year-by-year, between balance-sheet estimates for successive benchmark dates. It is
usually necessary to correct the extrapolated estimates for a run of years between
benchmark dates by interpolation when data become available for the more current
benchmark date. The use of the indirect approach not only reduces the task of gather-
ing balance-sheet data but alsc hastens the compilation of balance-sheet accounts.

It may make it practicable to compile guarterly balance-gheet accounts..

10.26. The worksheet in table 10.1 below illustrates the use of the indirect approach
in extrapolating benchmark balance-sheet data, and in interpclating between successive
Lenchmark figures. It is asgsumed that revaluation because of market prlce changes is

the only reconciliation item.

f Table 10,1, Worksheet: indirect method of compiling estimates of
a balance-sheet item

Year
First |BSecond | Third | Fourth
1. Price index, end of designhated year 105.0 | 109.C | 1O07.0 ( 115.0
2. Price index, average during designated year | 102.5 | 107.0 ] 108.0 18.0
3. First benchmark date, end of year preceding 500
first year
L. Extrapolated estimate at end of previous year 531 559 545
5. Row 3 or 4 revalued to end of designated year 525 551 5Lg 586
6. Reported transactions during designated year + 6 + 8 -4 e
T. Transactions revalued at end of designated year + 6 + 8 - L +45
8. Extrapclated estimate at end of designated year 531 559 545 631
9, Second benchmark date, end of fourth year 639
10, Discrepancy between extrapolated and interpolated |+ 1 + 2 +3 + 8
estimates, end of designhated year
11. Interpolated, estimate, end of designated year 532 561 548 639
12. Transactions during designated year + 6 + 8 -k +ho
13. Revaluations during designated year, interpclated | +26 +22 -7 +52
estimates
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10.27. The calculations in table 10.1 proceed in the following manner. In extrapola-
ting the balance-sheet entry, 500, for the first benchmark date, the balance-sheet
estimate at the end of the preceding year is revalued to the end of the following
year in question; and the revalued transacticns during the latter year are added to
arrive at the balance-sheet estimate ag of the end of that year. It is assumed that
transactions during the year in question have been evenly spread cver it; thus their
average price is reflected by the average index of prices for the year and their re-
valuation to the end of the year may be based on the ratio between the end-of-year
index and the average index. In interpclation, the difference in the extrapolated
estimate and the balance-sheet figure for the seccnd benchmark date is assumed to be
due to inaccuracies in revaluation, that ig the price indexes used for this purpose..
The difference in the balance~sheet figures between the first and second benchmark
dates, after adjustment for transacticns, is allocated to each year in proporticn to
the price index for the end of the year in question, setting the index at the first
benchmark date at 100.

2. The perpetual inventory of fixed assets

10.28., As is indicated earlier in this paﬁer, perpetual inventories are commonly
uged to build up and maintain balance-sheet data on reproducible tangible fixed
assets from annual or gquarterly data on gross fixed capital formation, on capital
consumption and on correlated price indexes of capital goods. This method is
illustrated by the worksheet given in table 10.2 below. In this table straight-line
depreciation is used and it is assumed that the asset concerned always has a 1life of
four years. Lines a, b and c are available from estimates used in the national ac-
counts. The gross stock at, for example, the end of year & (line d) is the sum of
line ¢ in years 3, 4, 5 and 6, i.e. 800 + 800 + 1,000 + 1,300 = 3,900, Capital con-
sumption in that year (line e) is 3900 = 975, The increase in the net stock (line f)
' H

is line ¢ less line e, i.e. 1300 - 975 = 325. So net capital stock (line g) is

1350 + 325 = 1,675. The remaining lines are eagily calculated and lineg 1 to m give
the figures needed for the balance sheets, (i and m), capital transactions (j and k)
and reconciliation accounts (1}. The calculations can be improved by using survival
curves, for example that 2% per cent of assets last three years, 50 per cent last
four years and 25 per cent last five years.

10.29. If figures for gross fixed capital formation are available by type of asset
in the case of each institutional sector of the economy, the method may be used for
each sector.

1G.30. It i1s not necessary to have benchmark data from censuses or sample inventories
of fixed assets; the starting figures of stocks may be built up by applying the per-
petual method over a sufficlently long period. Information is essential for this
purpcse and to maintaln the inventcry on the average life, or a survival curve, ongross
fixed capital formation and price indexes for as many different types of asset as is
possible. If benchmarks can be obtained by other means, they will provide a most
useful point of departure or check on the perpetual inventory method.
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Table 10.2.

Worksheet: perpetual inventofy methed of éompiling
estimates of fixed assets for flow data E/ '

Price Year

basis 1 2 3 4 5 6 7 8
Grogs fixed ‘ Current
capital formation price 5001 T35 EL8| 920| 1 15011 560‘ 2 6001 2 700
Price index, ‘ ‘
year 1 = 100 100| 105 106 ‘115 }15 120 130| 150
Gross fized Tear 1| o0l 700] 8o0| 8oo| 1 coo| 1 300! 2 cool 1 8oo
capital formation price : ‘ :
Gross capital
stock at end of " 500 (1 2002 COC |2 800! 3 3C0| 3 90C| 5 100| 6 100
year \ ‘
Capital " 125| 300 s00| Too| 8es|  97s| 1 275| 1 s25
consumption .

|Annual increase " ‘ , :

in net stock 75| Lool 3Co| 100 175 325 725 275
Net capital stock ¥ 3751 77511 075 |1 175 1 35C| 1 675 2 Loo| 2 675
Net capital stock Curreht . ‘
at end of year price 3751 814]1 1bo|1 351} 1 552| 2 010| 3 120 L 013
Stock at bEgin- " .
ning of year ol 375 8ik|1 14c| 1 351 1 552 2 010| 3 120
Gross fixed " ‘
capital formation +500 | 4735 | +8L8 | +920 |+1 150|+1 560 [+2 &0C [+2 TOC
Capital " .
consumption ""125 -515 530 -805 - 9]49 -1 170 -1 658 -2 288
Revaluation b/ " - |+ 19|+ 8]+ % - |+ 68|+ 168|+ L81
Net capital stock "
at end of year 375 | 81bk|1 1ko 1 351| 1 552| 2 010 3 120 L4 013

g/ For the sake of simplicity it is assumed that there was nil stock before

year 1.

E/ Conceptually, revaluation of gross stock less revaluation of accumulated

capital consumption.
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%, Sources and uses of required data

(a) Transactions and prices

10.31. A number of the series of data on transactidns and prices needed in using the
indirect approach to making balance-sheet .estimates may be available from work on
areas of Statlstlcs other than balance sheets. :

10.352, If capital transactions and balance sheet accounts are co- ordlnated and intes
grated, as proposed in this paper, the estimates of the capital transactions of ih-
stituticonal sectorsand sub~sectors made for natipnal accounting purpdses can be used.
These estimates will be useful provided they have been made from data from adminis- .
trative sources and/or gpecial inquiries on the transactionsg themselves, and not on
differences in entries between' successive balance sheets. As is indicated earlier

in this paper, the differences in these-entries‘may be due to events in addltlonﬁto
transactions and may not properly reflect changes ih the value of stotks,  disposals
of asdets and redemptions of llabllltles. Suitable data on changes in stocks and
the gross capltal formation and the depreciation in fixed assets of institutional
sectors and sub-sectors are most likely to be available from national income account-
ing. Reliable estimates are not likely to be available from work on the naticnal
accounts which are classified in sufficient detail for purposes of the indirect
(perpetual inventory) approach in the tase of the experience of institutional sectors

~ and sub-sectars with various kinds of non-reproducible tangible assets or with various

types of financial claims. In-that case; it will of course be necessary to develop
1ndependent supplementary sources of information on the transactlions and experlence.
These sources might cohsist of the registers and/or SPec1al 1nqu1r1es discussed
earlier in thls section of the paper. ‘ ‘ :

10.33. Beries of price indexes which are useful in 'revaluing balance sheet assets
may be available from the work of statistical, administrative or other authorities

on prices in the case of stocks and fixed assets,in the case of land used for resi-
dential, industrial and commercial purposes and in the case of equity securities.

In fact, the former price series are needed to compile national accounting data-on
increases in stocks and perpetual inventories- of fixed assets. .However, difficulties
may be encountered.in using these data because they may not be classified according
to institutional sectors and sub-sectors. The same sort of difficulties will be en~
countered in the case of the available series of price indexes on land and securities.
Thus, it will be necessary, ideally, to compile. special price indexes in respect of
the mix of a given kind of asset. held by each of the institutional sectors and sub~
sectors, using the most detailed series of prices available, weighted in terms of
the mix of the assets in question at benchmark dates. More detailed classification
of the available price indexes on the various types of assets would, in general, be
valuable for purposes of applying both the indirect and direct approaches to estl—
matlng balance-sheet entries.

10.34, In the case of non-reproducible tangible agsets such ag timber tracts and
subsoil deposits, information would be needed on trends in net income and in rates
of return for purposes of revaluation. Data on net income should be available from
naticnal accounting work; information on expected rates of return would need to be
gathered independently from the enterprises engaged in these activities.
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(b) Other reconciliation items

10,35, While information on changes in the institutional sector and sub-sector of
statistical units and in the classification of financial assets and liabilities may
be available from the collection and compilation of data on capital transactions in
national accounting, information for purposes of compiling reconciliation items such
as the natural growth less depletions of timber tracts, plantations or fisheries and
new finds less depletions of subsoil deposits, will need to be collected from acmin-
istrative sources or in special inquiries as part of the work on the indirect approach
to balance-sheet estimates. This may also be necessary in the cagse of information
on structural changes in statistical units. -The needed information may bte available
from government forestry departments in the case of timber tracts, from agricultural
ministries in the case of plantations, from natural resources or mining departments
in the case of subsoil deposits, and from the administration of company acts, anti-
monopoly acts and/or regulatory agencies in the case of structural changes. Special
inquiries designed for these purposes should be small in scale in view of the number
and complexity of the queries required in order to elicit the information.

" D. Developing a system of balance-sheet and reconciliation accounts

1. Research intc availability of data

10.36. The first steps in developing a system of balance-sheet and reconciliation
accounts and tables shculd be (a) the design of these accounts and tables and (b) a
comprehensive inventory and evaluation of the sources aand series of data which are
already available for this purpose. As is indicated earlier in this section of the
paper, many of the kinds of data required may already be available from government
and private administration, from statistical field inguiries and from compilations
for other purposes, in particular, for compiling capital transaction accounts and
tables and price statistics. However, some of the available series of data may not
be suitable at all, or suitable only after modification or supplementation, for pur-
poses of balance-sheet work. A valuable means of cerrying out this evaluation is to
attempt the preliminary, even 1f sketchy, compilation of the proposed balance-sheet
and reccnciliaticn accounts and tables., This should not only indicate the values and
limitations of the available data and suggest the modified, supplementary and new
series of data that need to be gathered, but also reveal the alterations required in
the proposed balance-sheet and reconciliation accounts and tables.

10.37. As part of the design of the body of data that is to be developed, it will
be necessary to decide on the approaches to be used in estimation and the sources,
means and methods of gathering supplementary and new series of data. In general, it
may be necessary to use differing combinations of the direct and indirect approaches
to estimation in the case of each of the institutional sub-sectors. It would be
desirable to use both the approaches, if feasible, because then the two sets of data
built up by the direct and indirect approaches furnish cross-checks. In any case,
it will usually be necessary to use the indirect approach in order to reconcile
successive balance sheets compiled by means of the direct approach.

10.38. The research mentioned above should furnish the basis for plerning the gradual
development of the system of balance-sheet and reconciliation accounts and tables.

The paragraphs below deal primarily and briefly with the orders of priority which
might be assigned to balance-sheet and reconciliation accountg in the case of each

of the institutional sectors, in the light of the urgency of the needs for the in-
formation and the possibilities and problems of compiling the data.
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2 Flnanc1a1 1nst1tutlons

10.39. The compllatlon of balance sheets and reconciliation accounts and tableg in
the case of financial instituticns, in partlcular, banks, insgurance companles and
the like shculd be and, in general,‘are assigned the highest order of priority.
The accounts and tables are usually easier to compile than those for other institu-
tional 'sectors and will yield much valuable financiazl information on other sectors
and the economy as a whole, as well as on the financial institutions themselves.l

‘10.4C. In the case of most countries, study of the avallable series of data is likely
to indicate that mahy of the series of data needed to- compile balance sheets and .
reconciliaticn accounts are already gathered by regulatory or statistical authorities,
" or could be relatively easily compiled from admlnlstratlve records, in the case of
financial 1nst1tutlons, egpecially banks ahd insurance companles. It should none

the less be expected that some of the available data will need to be modified,.
supplemented or corrected. For example, 1ntra—5ec£or transactions in flnanc1a1

claims may’ "have been congolidated out or.intra-sector assets and 11ab111t1es may not
be equivalernt; figures of fixed assets or securities may not be at market prices:

the corresponding balance-~sheet. and transaction items may be inconsistent. None the
less, the task of developing useful balance-sheet and reconciliation date will prob-
ably be found to be easier in the case of flnan01a1 1nst1tut10ns than . in the case of
.other ingtitutional sectors. ‘ S

“

10.41, The balance sheets and transactionfdata cn the financial assets and liabili~
ties of financiel instituticns may be used not - only for studies of these institutions
bit also for the compilation of these data in the case of the econcmy as a whole and
cther institutional units. For example, the balance sheets would yield data for
studieg of monetary conditions and pclicies, the avallability of credit, and the
liguidity and portfolio behaviour of financial institutions. Their transactions in,
and registers of, currency, deposits, loans, bonds and other gecurities would yield
valuable data on selected financiazl assets and liabilities of other resident ingti-
tutions and of the rest of the world. For the latter purposes, as well as certain
studies of monetary conditions, it is advantageous to compile consolidated balance
sheets on the financial institutions. o

3. General government

10.42. The development of balance sheets and reconciliation accounts of the sub-
sectors of government should be undertaken after starting work on finanecial institu-
tions. The accounts and records maintained by these bodies for administration and
management, which weould be the prime source for basic balance~sheet and reconcilia-
tion data, shculd be available to the statistical authorities. Moreover, these data
are urgently needed for monetary and fiscal analysis, assessment of governments! role
in the economy and the measurement of the assets of residents in government securi-
ties, of the resident assets and liabilities of the rest of the world and of national
wealth. For purposes of delineating the financial links between governments, on the
one hand, and other resident sectors and the rest of the world, on the other, and

for purposes of obtaining data on the latter sectors from the government accounts,

it will be advantageous to compile consolidated balance sheets and reconciliation
statements for general government. Greater priority should be assigned to the com-
pilation of the data in the case of the central government than in the case of state
and local governmehts. The required accounts and records of the former will usually
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be more readily available and better organized for statistical use; the requirements
for balance-sheet data are alsc considerably more urgent. It may, in fact, not be
feagible to spend the time needed to work directly from the administrative accounts
and records of all state and loczl governments: it may be necessary to resort to using
a sample of these bodies for this purpose, or even to mailing simplified question-
naires to be completed by all or a sample of these authorities.

10.43. Using the available accounts and records of government bodies to compile .
balance sheets and reconciliation accounts 1s a gizable task. In order to gather the
wanted date on stocks and fixed assets, it will probably be necessary to engage in
the classification and swmmarization of figures on quantities and costs of acquisi-
tion from detailed reccrds and accounts. Valuaticn of these assets, will raise
additional problems. Compilation of data on non-reproducible tangible assgets such

as land, subsoil depcsits and commercial forest tracts, will present mejor difficul-
ties. The data will probably need to be built from listings of the character, megni-
tude, uses and operations, incomes, etc. of these various assets, coupled with series
of relevant market prices and capitalization ratios. The prcblems of compiling the
desired data on financial assets and liabilities are likely to be much less severe
than those in the case of real assets. The classifications used in the administra-
tive acccunts of government bodies will probably approximate those of the balance-
sheet accounts closely enough and the required unit-values for assets and ligbilities
are likely to be available from organized markets.

L, The rest of the world

10.4%. Though the rest of the world is not, strictly speaking, an institutional
sector, the compilation of at least balance-sheet and capital-finance data on the
financial assets and liabilities of residents in respect of non-regidents deserves
special attenticon. These data, coupled with comparable data on the financial assets
and liabilities of finahcial institutilions and of general government, furnish the basis
for studies of the liquidity of the economy and of monetary and balance-of-payment
policies. Data on selected foreign financial assets and liazbilities are of course
also needed to measure the international reserves and offsets of a country. For such
purposes data on the outstanding financial claims between residents and non-resgidents
are called for in standard tables 34 and %5 proposed in this paper and on correspond-
ing transactions in the claims in standard tables of the SHNA. ‘

10.45, While the uses mentioned above indicate that the compilation of balance-sheet
data cn foreign financial assets and liabilities merits about the same order of pri-
ority as that in the case of the balance sheet and associated accounts of general
government, the assignment of a lower order of priority is suggested because data are
needed con the outstanding claims between resident non-fipnancial corporations and the
rest of the world as well as between financial institutions and general government
and the rest of the world. These claims may be gignificant in the case of pairs of
subsidiaries and their parent companies, one of which is abroad and the other at home,
and in the case of corporate equity securities and deposits. It may be necessary tc
undertake a periodic special inguiry, at least in the case of the large non-financial
corporations, to gather this information. It is best to collect the data on foreign
financial claims as part of information on both resident and non resident outstanding
financial assets and liabilities of the corporations.
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5. Selected balance-sheet jtems

10,46. Based on the data on the financial claims of financial institutions, general
government, non~financial corporations and the rest of the world, it should be fea-
sible to compile balance sheets on the elaims for the nation as a whole and for each
institutional sector. Consolidated data on households and private nen-profit institu-
tions serving them may be derived from the informaticn gathered from the other insti-
tutional sectors. ‘

10.47. Balance-sheet data on the stocks and reproducible assets of the nation as a
whole and of the institutional sectors might alsc be assigned a relatively high

order of pricrity. These assets make up an important part of the capacity to produce
and of national wealth and as is indicated above are not too difficult to compile by
means of the perpetual inventory method.

6. Corporate and quasi-corporate non=financial enterprises

10,48, Compilation of ccmplete balance-sheet and reconciliation acccunts and tables
cf corporate and guasi-ccrporate non-financial enterprises should prcbably be assigned
a seccnd order of priority. Gathering the required basic data is likely to be a
formidable task and the accounts and tables are less potent sources of information

for overall monetary and financial analysis. The balance-sheet and reconciliation
accounts and tables of corporate non-financial enterprises however furnish fundamental
informaticn on the amount and distribution of the tangible rescurces and wealth of

an economy, ch the sources and demands for investments, and on the econcmic health
and financial behaviour of major producers of goods and services. Because data on
public non-financial enterprises are likely to be more readily available than data

on the private corporate and duasi-corporate enterprises, attention might first be
devoted to the former units.

10.49, Data on balance sheets, but not on reconciliation items and capital trans-
actions, will probably be available in the case of corporate non-financial enterprises
from public and private administration, such as income tax, compeny registraticn

acts, regulation cof public utilities, stock-exchange requirements and/or public
reports to stcckholders.  Such available data shculd of ccurse be employed in the
first attempts at compiling balance sheets for these units. However, as 1s emphagized
earlier in this section of the paper, the available balance~sheet data are likely to

be insufficiently standardized and inapproprietely clagsified and valued for purposes
of compiling the balance-sheet accounts. It will therefore be necessary to take

steps to standardize and improve thesge balance sheets and to supplement them by in-
Tormaticn from administrative registers, from national acccunting and other statis-
tical activities, and from special ad hoc field surveys; or to develop and conduct a
coherent sample field inguiry into data on balance sheets, con transactions in finan-
cial claims and on the reconciliatiocn of successive balance sheets, coupled with use
cf series from other statistical programmes. The desirability and feasibility of the
latter apprecach will depend on the potentialities, problems and difficulties of
relying primarily on statements that are a by-product of administrative and other sta-
tistical activities as ccmpared to those of a field inquiry.



- EfeN.3/h60
English -
Page 118

7. Private non—proflt 1nst1tut10ns serving households

10.50. The compllatlon of balance- sheet and reconciliatioh accounts and tables on
private non-profit institutions may be a551gned a third order of priority. It may
not be difficult to compile the accounts and tables from the data which will probably
be submitted to government income tax and/or regulatory authorities. However, the
requirements for the data are not urgent as the private non—proflt organizations
usually play a minor role in an econcmy. :

8. Households, including unincorporated non-financial enterprises

10.51., As little, if any, usable direct information on the balance sheets of house-
holds and unincorporated non-financial enterprises will be available from adminis~
trative and similar gources, the compilation of balance-sheet and reconciliaticn
accounts and tables for them might be assigned a thitd order of prlorlty. However,
as balance-sheet and reconciliaticn accounts are compiled for cther institutional
sectors, it should be feasible to build up figures for the financial assets and lia-
‘bilities of households, including their unincorporated nch-financial enterprises.
This would, for example, be the case for their heoldings of bills and bonds,

corporate equity securities and equity in life insurance and pension fund resexves.
The compilation of data on the fixed assets and non-reproducible tangible agsets of
the nation as a whole and of the cther institutional sectors, would also yield resi-
duals that could be taken to be the househcld holdings of these assets. For purposes
of the compiiation of complete and integrated balance-sheet and reconciliation ac-
counts and tables on households, including their unincorporated enterpriges, it would
be necessary toc develop a recurrent sample household inguiry and to check and supple-
ment the figures gathered by data derived from the preparation of the accounts and
tables for cther institutional sectors and from other statistical programmes.
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