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ticable basis. Also discussed are cother cgusstions
that must be congidered in gathering these data - namely, the unit for which the

dsta might be assembled, the fisld of business units to be covered and the
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sources that might be utilized for this purpose. The suggestions mad:

paper are founded oa study of national practice and developments with regard to

e
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£ the profit-and-loss and balance-sheet type as well as oF the reguirsments

for these data and the form in which business accounts are keptb.
s Tt gshould be emphasized that the proposals mede ian this paper are tenitative

in pature., In the firgt plece, some of the countries which have

well~defined and tested programmes on statistics of the pro
halancz-shest type are sngaged in expanding end modifying A

L oaccounts sre an an
n Tthe SQCOﬁd place, more
ational staviztiecal axthorities
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2
II. THE STATISTICAL, UNIT AWD CDVERAGE“/

A, The nga_. T Jlﬂj

L, The statisticel unit that is commonly employed in gathering dats of the
profit-and-loss and belance-sheet type is the legal entity - i.e., the unit which
has legally recognized rights fo own properhy, eatsr into contracts, incur delbis
and other Iiabilities, and underteke related legal obligations, Ezamples of
such units sre the corporation, Joint stock company, co-operative, partnership

and individual proprietorship, These entities, (excephing pertnerships, the

iability of the bers of which i8 not limited, and individuel proprietorships)
are cleariy rﬂst'i- ed to business aciivities zud to busineas assets and
liabilities for which they must usually kesp an independent and complete set of

books. 1In sddition, whe coryporation, joinmt stock company, juridical paripership

b
v

and similar limited lizmbility organizaii
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income and other tayx reporis which are common sources of finsncial and related
data. These units z2ie often obliged also to provide to govermmentsl regishration
and regulatory autnoritiss, balance sheets and profit-and-loss siatements, which
have been utilized for atatistical purposes in a oumber of countries, In counbries
where the Goverament owns most business property, the enterpriss is siwilar in
character to the limited liability busipess vmit. The enterprise; in these

1
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countries, may conclude contracts, have bank accounts and an indspends
production plan and maintains a self-contalusd and complete system of books,
including all balence-gheet snd profit-and-loss accounts.

5. Howeveyr, the use of the legal entity o gather financial and related dats
pregents some major problems, Unlimited liability partnerships aswd individval
proprietorships are not restricted legally %o the business activities and assets
and liabilities of vhe owners, And, the owners are not uswally reguired to file

statements, either in the form of income tax or other reports, relating to their

2/ For a more comprehensive discussion of the statisticel unit in inguiries
into financisl snd other types of economic statlstics ses, The Statistical
Unit in Beonomic Inguirisg, E/CN.3/259

‘fahu



husiness only. This asccounts for %he paucity, in many countries, of financlal snd
+

ted huginessss. On the other hand, limited liability

organizations often do not aporoximate the collection of busin
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L and, direcied by a slogle group. The way in whic

b-divided into independen

convenience and does not bear a relationship to the units for vhich independsnt

a
agch unit and nsy not reflsce sconomic reslis

guch business units mesy refiect sdministrative rather

Most

request, Also, in a pilot Ilagquiry into the financing
experience of unincorporated businssses in Bhe United States, most perinersuips
nave been found o keep a complete seb of books,
T In the case of individual propristorships, bhe experience of some countriss
‘ on tha whole, more readily clesssified

snd. &

business and housshold purposes, may be determined relafively easily, and individual

xpenditures, other than those involved in property and loans utilized both for

proprietorships often keep accounts from which the main element of business income
and expenditures may be reconstructed. In Canada, for example, data are gathered
once every two years on the income and expenditures of businesses engaged in

& =

wholegale and reteil trade. irrvespactive of thelr form of lesgal organization,; aud
] Z 2 3




g Wationasl Transaction Accounbs, it was femsibls

n
unincorporated businesazs in the Current Tranasciions Accovat for bueiness uniis.
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necome tax regulstions of the United Stabtes, individuael proprietorships
file a5 separate information shesl on their business income and expenditures. .
which becomes the source of Phﬁllbhpd data on this subject. Small-scale
inguiries conducted by tha Oxford Justitute of Statistics in Great Britein slszc
uzgest that it is feszible to gather dshba on the opereting accounts of
individual proprieborships.

8. Many kinds of assets and liabilities, however, are used or criginate Joinbly
in the business and household activities of individual proprietorships, and

their business accounts often either do not cover these iftems or combipns both Hhs
business and household aspects of these assets and liabilities, This may bs
common in the case of financial assets and lisbilities ~ for szample, bank
deposits, securities held, loans payable. The same problem is also sacountered
in the case of buildings, transport sguirment and the like although the incomes

teox regulations of some comntries - for example; the Netherlands and the

a3
United Statss - reguire that distinctions be drawn between the business and

et

na
household with regard to such property. Also, ta on the net worth, both its
level and changes in the level between two accounting peviods, of individual
proprietorships must usvally be calculated as the differsunce between the valus
of assstes snd lisbilities,

2, The difficulties of the foregoing Ltype gave rise to questions as to the
practicability of separating unincorporated businesses, especially individual
proprietorships, from households in programmes of financial statistics., However,
individual propristorships and partnerships make up an im@ortant gegment of

o

business in many countries, and data are wanhed, as in the case:of other forms

of legsl orgaunizetiong, on their figancial status and transactions separate Ifrom
that on households. Inguiries are therefore being considersd or ars heing
carried out in Canada, France, the Netherlands and the United States, for example,
for purpcoses of gathering data on the asgsets and lisbilities as well as the
income and expenditures of unincorporated businesses. It seems essential. to
adopt convantions in such inguiries as to when data on these items, espscially

on the types of assets and lisbilities of dndivides) proprietorghips that were

[ euae
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eding pavagraph,; are to be slloecabed to husingss activities.
Uzaful and practicable diatinction for this purpose might hinge on whether or
not the incowme or expenditvre originated in business activities and whether or
not ad asgeh was wiilized or & lisbility incurred, in whole or in part, ino
businesz activiitiea, Alterpatively, the criterion wight be the wview that the o

individuel propristor or kartnera Take with regard to eny of these items, a=
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r the business or in aunswers to queries put to
them. This is essgentially the approach vhat has been taken in the compilation
atisticue et dea Studies économiqpes of
Prance from a sauple of balance sheets submitted to the Ministry of Fipance by
texable enterprigss. It is also the erilbtsrion ubtilized to segregate profit-and-
loss and balance-sheet items into business znd persopal in the pilot inquiries i

into unincorporsbed businesses carried out in Great Britain and in ths United

Bteteas,
s Ko e AT o TRl o : !
s Using the Fawmily of Limited=1dspility Legal Entitiss e

10. Tn ordey to approximste bhe business group owned and dirscted in COmIOn

gome vabiopel  aubhorities, in -rpili g data on incorpvorated snd other limized-
lisbhility organizations, heve utilized as the statistical unit the set of legal
sutities linkesd teogether by owaershipy or admitted contrel Tfor which consolidated

datz on profit-and-loss and bslsnce-sheet accounts sre svsilable, Ties of

owaership have bsen considersd to exist when 50 per cent or more of the net worth
of one legal enbity was held by another legal. entity. In any case, the presence o

dication of ties of ownership or control and

=]

of consolidated accouats is 5 cleayr in
iz more restrichive than the use of =sithsr of these fwo criferia. A statistical
it of this type ie utilized in the Canadian guerterly inguiry iato the profits
of incorpovated businesses, in the Tnited Xlagdom compilabtion of data oa companie
listed on the stock exchange and in the gwarterly inguiry into manufscturing
corporabions in the Unitad States.

11. The major difficulty encountered in employing a set of legal entities as the
ghatigtical wunit is illustrated by Canadian experience., Although the use of a
broader statistical. unit than the legal entity has besn found to be most practicable

gusrterly dats on corporate profits, the data from income tax reporis

s

in gathering
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that sre extrapolsted by wmesns of tﬁe guerterly ingulry srs Tor each legal entity.
Because the legal entiiy is usually the unit employed in administering
taxation, registration snd other regulstory activities which are the basic
{ sometimes the only) source of balance-sheet snd profit-and-loss date, most
gountries have ubiliged the legel ewtity as the statisticsl wnit in the fisld of
Tinancial statiastles. It haz also bean ncted that the legal entity may bs
classified according to kind of activity more precisesly than the broadew
statistical wunits,

12. However, because the date derived from tax and other records that zre 2
by-product of government administraticn are not current enough or are not tailoved
to statlstical requirements, an increasing number of countries sre turning o
independent inguiries for purposes of gathering halance-gheet and profit-and-loss
dava. In such inguirles it seems advantageous Lo ubilize the fawmily of legal
entities for which consolidated accounts are avalleble. Thisz would avoid

- i . 5

atermingling transsctions made and valued on edministrative comsiderations.

I

sometimes based on coanvenisnce, with transactions made and valusd in the marksi.
It would also eliminate duplications in ltems beitween the members of families of

egal entities that tend to cbscure the financial status and activities of sach

1

mily of lezal entities. If each legal entity of a commonly owned or controllsd
fapily were, in fact, a separate statistical unit, there may he compelling rsasons

3, Jlasshfylaw data on st least the financisl sssets and Jiabilities into fthoss

b

involving members of the family and those iavolving ouwtside businsss units.

13, The meaningfulopess added o data on financial assets apnd lizbilities by use
of the family of commouly owned or controlled legal sntities as the statistical
wnit probably oubtweighe the advantsgss of the more precise industirial

;5 i - 2L

classification that 1ls mads pogsible by use of the legal ag the sghatisticel unit.
This is often not so with regard to daia on balance-sheet items such as
inventories or fixed agsets or on most profit-and-loss items. Since sn important
contribution of a programme of gtatistics on halancew~cheet and profit-snd~loss
items 1s the co~ordination of data on all of these items, it ssems desirable to
gather data on all balance-sheet and profit-and-loss items for the family of legal
entities for which consolidatasd accounta._are available., This does not precluds

i

+he collection of da tm, as 18 common national practice, on & pumber of these items
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economic accounts -~ for example, national income, gource and use of funds and flaw

of funds accounbs. Further, sesking couplste L-and-loss and balsnce-sheet
informetion alsc facilitetes the gathering of consisteat and reliable data by

05

itting wore complete definition of each item and the checkiang of the items

R Profit-and-Loss Accounts

17, The items propeosed For compilation from profit-and-less accountse are sub-

divided igto operating receipts and sxpenditures, non-oger

and, Tinally, profit =ud ite disposition.
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that in

labie

the cost

d-los3 acoounts are thoss that nsed to
their analytical importance and that can, in practice,

syetem of accounting in actual use.

i

thared separaiely on net veceipts fyom salze &%

the contribution to the gross domestic preduct at

n

oy cost. Alsn, indirect taxes collected on zalss

have been included with net receipts from sales because of the variatisn in

cacecounting practice. Such indirect taxes may be recorded either as part or

separately from salss receipts. Although reporbing indirect taxes collected and
receipts from sales separately would be impracticasble in the first situvation,
adding indirect taxss collecitsd to ths valee of sales would be feasitls in the
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ot only of clear 2

wanted information on inventories and purchsses.

20 ard salaries and othay labour of put together into one
iten becanse i the summary accounte of

the totel of labour costs.

Renbs and royaliles sud

of profit-

1 detail in the

abcounts en these items. Daprecls 0 is & internal hre chion item which 1s

in pbriticular demepd in regents
special veluaticn proble in capital
trangacticos accounts b gct of

special problems of wvadl
the administration of tex and registration programmes and in inguiries 1no%o
Tipancial statistics.

21. The separate itewms of data listed under the disposition of income are wan ted
in estimating business savings and the flow of dividends to hougeholds and are
tion should be callsd to the
ribubed inceme of &1l additions to reserves

ring the accounting period. Although additions to certain types of reserves -

for. example, for replacement or expansion of fixed assets or coptingencies OF

jy
=
P‘

sing out of revaluation of inventories or fixed assets - are not iofreguently

treated as an expense in accounting practice, countries, in segking or compiling

financial statistics, have almost always congidered thess additions to be part of
undistributed ineoms - i.e., business savings. This counbry practice has been

- /
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spproach although accepting book values will not result in the
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degreciation may be charged according », constant-pereenta

or decreasing-percentage wethod and the use-life assigned mway differ. It should
he noted that in the cass of capltal gains or logsss, it ig the econocmie
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extent, in estimztipg depreciation for the accounts.
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29. It has been argued that to be most useful in completing capital and financial
transaction accounts and for use in economic analysis, inventories, fixed assets
securities and the like should be revalued at each accounting period in terms of
current market prices. This would aveid, for ekample, implicit inclusion in
income from current production of the capital gains (losses) resulting from the
difference between the market value and the book value of goods that have been
withdrawn from inventories for sale or for consumption in the production of goods
for sale. It would also result in taking capital gains (losses) on securities
currently instead of when sold. In the case of inventories, as was noted earlier,
methods of valuation are utilized by business enterprises that result in close
approximations to current market price, and statistical authorities have also
adjusted the inventory data they have gathered to this basis. Adjustment of
figures of depreciation charges on fixed assets to a consistent and economically
meaningful basis has also been practised. The revaluation of flxed asseis or
securivies at market prices current at each accounting pericd is, however, not
common and is not considered good accounting practice in mauy guarters. Mereover,
it would be difficult, if not impossible, to obtain market values for figed stets
that have been utilized for some periocd of time or securities for which organized
markets do not exist. Further, as long as revaluation of fixed assets and _
securities at current market values is not common among business enterprises,; it B
is questionable whether doing this would increase the actual economic -i';
significance of the data. In the cage of assets held in the form of securities
and similar paper, revaluation at market is likely to inject mrked fluc%uationsr,
in values that have no counterparts in the flow of cash or in the accounis of i
the obligors. :

30, The value of earned and revaluation surpluses will, of course, yeflect the.
values assigned to the items discussed in the above paragraphs. The values
agsigned to the other items of data suggested for compilation from balance-sheet
accounts, except for intangible assets, will largely reflect transactions in the
market. Intangible assets result almost entirely from internal accounting
entrieg and play & role in business activities and decisions that is different
from other kinds of assets. These factors led to the recemmendations that
intangible assets be clearly separated from other types of assets. This separation

is made in prectically all systems of accounts.

/...
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%1. As was noted sarlier, gathering balsnce-shest data for individual
proprietorships i= move difficult thin gathering profit-and-loss data for these
types of business paits. This ey also be the casse for wmeny types of

partnershins. Not only is organized data less likely to be available on the

balance~-sheet items than on the p”ﬂflu—aﬂd" ogs items, but zlso the fifficulties

of separating the business from Household are likely to bes greater for the
valance-shest items than the profit-and-lozs items., To minimize these g

difficulties as much as pagaible;r it will often be desirable ©o raduce the

) -

dimerigiode of the balance shests utilized Tor many of the unincorporated

3

buzivnesses. The iteme of data on short end long-term investments and loans migh

.'E’

be combined, and the requests for scerued cbligeations and for details on net

worth might be eliminated. Alzo, the iftem of data on bonds znd

outetanding is not applicable, and it may be

instead of on an sccrued basis. In the cas

i

guestienable whethar the item of data on inftangible assed

it way be necegsary To compute net worth as the
an

E‘i I.T"a.blll ‘J s

IV, 30URCES OF THE DATA

32. The three main sources of data on the prefit-and-lese and halance-shasi

(%
acecuntz of business units are the income or obther tax

Iy

authorities, the inforwatio

issued ©o the public or regish ragnlatory

ja}
oy llceHQ1ﬂg governzﬂrt&l suthorities by businesses and dire

Tinancial statistics as
number of defectg. The data are available only on an anrual
late in being published. Morsover, the definitions snd
determined by taxation lsws and are not nscessarily rel

to the enterprisge in making its own decisions or for general econamic spnalysis.

Further, these data are not usually gathered for families of commonly ownsd or
controlled legal entities. As far as the unincorporated en "Dr15ﬂs are

{0

concerned, the taxation reburns of very few countries are of much uss a8 3 s0Ure

!
J
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of Tipancial data In wmost couatriesz dats for taxation gquosss for sols

53. The accounts published or

countries. In meany cases, the
acconnta filed with regulatory and licensing authopitiss s aningfal foi
aceconnts filed with regulatory and licensing suthorities are wmors mezningful for

k=1 However, like data

eﬂterpri es which must

limited in aumber than thoge which are required to provide fipancial data in

4

income tax returans. Publicatiocn or registration feqilrem_ats are usually
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o the larger incorporated businesses, and experience in the

[

- countries, iandicaltes that these enterprises l
the corpnrate sector. .

easing aumbsr of countyries are utilizing directh it

i

although some counitries are experiment
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inguiries into iodividual propristorships and part:

]

i

to be takan on a sgample basis. IL may.be more feasible St
) !

}

V. CONCLUSION

55. In view of the interest and of much growing activity, at the national level,
ln the field of profit-and-loss and balance-sheet statistics, it ssems desirable

il
ional work oo this subject. At this stages, work st the

/...
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T international level might continue to flow on the formulation of & model set
- of statlstice in this field and on the interchange of national experience on

financial and correlated data. Govermments which so wigh might then avail

l themselves of this internationsl guidance in developing and modifying their
system of profit-and-loss and balance-gheet statistics.
. 36, The Statistical Commission may, therefore, wish the Secretary=Geﬁeral:r
'(i) To circulate to the statistical offices of Member Governments a8
version of this paper, reviged and extended in the light of the
discussion of the Commigsion and further study of national practice,
for comment and for the collection of supplementary information on
national practice and experience.
(ii) To continue consultations with professional accounting and other
- dnternational organizations on the proposals set cut in the new
version of this paper with regard to the items of data to be
abstracted frcm profit-and-loss and balance-gheet accounts and
the way in which these items should be clagsified, defined and

valusd,

(iii) To develop, on the basis of the consultations with national

i statistical euthorities and others and with the aid of experts

' whers necessary, a model set of data on profit-and-loss and
balance-sheet itemg Tor consideration by the Statistical Commiséion
acg a meang of providing international suggestions in thisg field of

statistics.

Fens
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=la
nne

of purchases, sales or

=
I

Tavento

55 ACCOUNTS

rebatesg 5 and discounts bub including

eived and for

Other Payments od the Account of Employees During the

&, bonuses and vacation

the employer to sccial securiby, pension, disability,

ey welfare schemes for employees.

o



and Royalties During the Period:

machinery or of

of Purchagss of

like oubstanding.

b, et Losses During the

seonnbing period.

compensated by insursnce,

on, Warehousing,

During the FPeriod:

3. Uther Operating Fxpenges During the Period: irpenses which are not

=

rovalties

g Dorid

H-e'
tl'-!

Other Serpvi i)

[
]

b

fu

such a5 repalr and maintensnce, advertlsing,

compunication, insursnce, lsgal or accountin

T Deprecigbion and Similar Allovences During the Period: Charges for

bion and depletions made to fived ssset accounts,

m

T
iy

riod on Accounbs Ree

]

oife of secounts receiveble during the period less the value of accounts

receivable pald during the period which had been written off in an earlier

Bhove =« Fop. example) Lﬂo&vﬂ‘ﬂum L0 +ire accidents and other casualti nob

24 Rents and Boyalties Re

premisss and voyalties for

of inveptories.

A Toterest Recelved Durd

Net Capivel Gains or Losses During the Period: Net

for use of patented processss aud equip

eivabhle: The vaiue of writ

The value of regts for premises,

Toterest op loasns, bonds, mcrtgages and the

ng the Period: Interest on lcens made and bonds,

celved During the Pericd: The walus of rvents on
the vse of patented squipment, machinery or processes,

3.  Dividends Received During the Period: Dividends on shares beld,

o

sale or revaluation of fixed assets or finsnclal asssets or

D Income and Ths Disposition

plus (or mimas) Non-Operati

s Disposition of Incoms

(a) Direct Taxss Due:
the period

1, Tncome During the Period: Operating Revenue less Operating Expenses

ng Income or Lossss
During the Period

Income taxes accrusd on income sarned during

S

L i

o

MEHE .

the Period: The cost of servi

Seles and Excise taxes, custom. dubies,

aing or lossesg posted to

]

£l

i
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(b) WDividends: Dividends declared on sheres
(e¢) Undistributed Tncome: .Item N.1. lgss the sum of Items D.2.a. and
Dl D

TI, ITEMS OF DATA FROM BALANCE-SHEET ACCOUNTS

Asset /B

(a) Current Assets

i, Cagh: Uash on nand and on deposi?t in banks.

)

sirm Investuwents and Loang:; Book value of Seenrivd

v, governgment snd other, which are readily and usvally marketed

or have short-term meturities; =and ef short-term loans, excepi Lo

(i) Obligetions of Government

(1) okher
B Lecounts Receivahis: Recalvable arisiog out of sals of goeds
and services, net of write=offs for bad debbs.
L, Taventoyies: BRook walue of stocks of gepds for sale, seni-
finished gonds, raw mesterisle, components, supplies and fuels.

S Other Current Aepsete: Advaaces and prepaymeuts for goods,

|__,

smploves remuneration, loans to swployees, dividends

aceivalble,

b .
(ﬁj Hen-Current Tangible Assets

i

s

Long-term In tments and Loasns: Book valus of securities,

nertgages, paper and other forms of eguity or indebledness neld,

government and other, which are upually not marketed or heve loag-term

maturities, of boods and other sinking funds, and of long-term loans.

(i) Governmsnt

no
-
fady

(i) Depreciable (reproducible): Book value of machinery,
equipment,, buildings and the like, net of depreciaticn and

similar charges.

/o

i |
A
i
1
/




(e)

'(ii) Non~Depreciable (non-reproducible): Book velue of land and

holdings of other maburval resources, net of depletion
allowances.,
Do Other: Long-term prepaymenta made and bond discounts,

Intangible Assets; Beok value of goodwill, patent rights,

fi
631 organizational expenses and related items,

B, Liabilities and Nebt Worth

Current Lisbilitiss

1. Short-Term Loans and Nobtes Payable: Leans payable to banks
and others and marketed paper of shortntérm maturities,

2 Accounts ?ayable: Wet payablss arising out of purchass of
goods snd services,

3.  Accrued and Other Current Liabilities:; Accrusd renbt, taxes,
interest and the like; dividends paysble, prepsyments received
for goods and services.

Ronds and Long-Term Notes and Loens Fayable

1. Bonds and Debentures Cubtstanding

24 Long~Term Loans Payable

Wet Worth

i, Paid in Capital: Amounts paid to the business as investments.

For incorporated businesses, this should be sub-divided into capital

stock outstanding and paid-in surplus.

2. Farned Surplus: Retainzd incéme, whether or not zppropriated to

regerves for specific purpcoses.

Bs Revaluation Surplus: TWet gains from revaluztion of fixed assets,

ete.

o s



