UNITED NATIONS
EC
SOCIAL C

Distr,

GENERAL

B/CN.3/ 398

29 July 1969
ORIGINAL: ENGLISH

STATISTTICAL COMMISSTON
Sixteenth session
ftem T of the provisionsl agenda

THE FROPOSED PBALANCE SHEET AND REVALUATION ACCOUNTS
OF THE SYSTEM CF NATIONAL ACCOUNTS { SNA}

Eeport of the Secretary-General

69~16755




E/CI.5/398
Page 2
English

Table of contents

CHAPTER I. TNTRODUCTION
A, Purpose and scope of report
B. ERelation to adopted SNA guidelines
C. Contents of report
D. Consultations and future work

CHAPTER TI. STRUCTURE AIND USES CF BALANCE SHEETS AND
REVALUATION ACCOUNTS

A, Structure of the sccounts
1. The balance sheets

2. Natzonal wealth

3. Relationship between balaace sheet, capital
finance and revaluationg accounts

B. Usges of the accounts
1. BSubstantive uses
2. Instramental uses
C. Conceptual basis of balance gheets
CHAPTER IIT. CILASSIFICATION
L. The clagseg of transactors
1. BStatistical units
2. General government
B. Clasgification of asgets and luiabilitieg
1. Fntries in balance sheets
2. Clagsifacation of non-financial assets
3. C(Classgsification of financial assets and liabilities
¢. Classification of revaluatlons
1. The dual nature of revaluati®ns
2. The detaililed classification
CHAPTER IV. VALUATION

A. The conceptual basis of valuation
Market values
Types of markets

R A

Variants of market wvalue

Paragraphs
1.L0- 1.8
1.1 - 1.3
l.h - 1.5
1.6 -~ 1.7
1.8
2.1 - 2.19
2.2 - 2.10
2.2 - 2.5
2.6 -~ 2.7
2.8 - 2.10
2.11 - 2.18
2.12 ~ 2.16
2.17 -~ 2.18
2.19
1= 350
3 - 2.9
Boh o= 5.8
3.9
3.10 - 3.35
3.12 - 3.21
3,02 -~ 3.26
3.27 = 3.3
3.36 - 3.50
3.36 - 3.38
3.39 - 3.50
L1 - 4.52
by - .15
Lok - 4.7
h.8 - L4.10
b.11 - 4.5



Table of contents (continued)

CHAPTER IV. {confinued) VALUATION
B. Valuwation ol specific assets and liabilities

1. TFixed assets

2. Bltocks

%. Non-reproducible fanglble assets
4. WNon-financial intangible assets
5. Financial assets and liabilaities

C. Det worth and net equaty
1. Independent net worth

2. Wetl equity in duasi-corporate and subsidiary
corporabe enterprises

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

D. Other bases of valuation
CHAPTER V. THE STANDARD ACCOUNTS ANWD TABLES
A. Frequency and priorities
B. The standard accounts
i. Accounts I 8
2. Lccounts VII
C. 'me standard tables

Annex 5.1 Coding of entries in standard accounts and
tables for revaluation accounts and balance
sheets

Annex 5.2 The sbandard accounts
Snnex 5.3 Supporfting and supplementary tables

ANNEYX. LIST OF WORKS CITED

E/CN.3 /%98

Page 3
_Englash
Paragraphs
L.16 - 4.39
h.16 - L.20
h.ol
hopz - h.32
h.33 - L.35
4.36 - L4.39
L.40 - 4.50
Loyl - L.b3
hohh - Lou8
h.hg - L.50
ho51 - L.52
5.1 - 5.18
5.5
5.4 - 5.8
5.6
5.7 - 5.8
5.9 - 5.12
5.13 - 5.15



E/(N.3/398
English
Page k

CHAFTER I. INTRODUCTICM
A, Turpose and scope of report

1.1 Accounts in respect of national and sector balance sheets and the
revaluation of these heldings of assets and liavilities are an integral part
of the present System of National Accounts (SNA), The international guidelines
in respect of the SNA which the fifteenth sessicon of the Statistical Commission
attopted delineated *the place,structure and basic concepts of these accounts
witiiin the framework of the system, but did not include specific definitions,
classifications or standard accounts and tables in respect of balance sheetis
and revaluations.i/ The Commission therefore requested that detailed inter-
national guidelines in respect of the balance sheet and revaluation accounts
of the SNA should be drafted and that a report on this work should be sub-
mitted to the sixteenth sessicn.

1.2 This document gives the proposals concerning the detailed international
guidelines in respechk of the balance sheets and revaluation accounts of the
SNA which have been formulated since the fiftesnth session of the Statisticel
Commission, Dealt with are the concepts and definitions, (lassiiicaitions and
standard accounts and tables of this part of the clNA. This paper does not
cover all of the topics which it is thought should be included in the inter-
national guidelines. Omitted is a discussion of the statistical sources and
practical methods of compiling the data of the balance sheets and revaluvaticn
accounts. It is proposed that this topic should be dealt with in the document
to be prepared for purposes of another round of discussicons and consultations
in respect of the draft guidelines after the sixteenth session of the Stat-
istical Commission considers this paper.

1.5 The proposals selt out in this paper were drafted by Professor J.R.S.
Revell, as consultant to the Statistical Office of the United Nations, He will
also prepare the additional chapher on the statistical sources and methods of

compiling balance sheets and the attendant revaluation accounts,

I

1/ See Chapters L and II, A System of Nationel Accounts , Series F, No. =,
Rev, 3, United Nations, New York, 1968.
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B. Relation to adopted SNA guidelines

1.4 This document has been designed so as to be a draft of a supplement to

the publication, A Sysiem of Netionzl Accounts g{ It has therefore been

prepared on the medel of the published international guidelines in respect

of the present SNA. With this end in view, it alms, wherever possible, to
give definite proposals rather than to set out points for discussion. These
suggestions proceed from a thorough examination of the conceptual problems of
baiance sheets, which will in certain instances not be as familiar as the
concepts of the transacticn accounts of the SNA, To avoid bringing too much
detail into the discussion, reference ils made in the text of the paper to
select works which contain extensive examinatlons of the points raised. The
list of these references is annexed to this paper.

1.5 Although the concepts spplicable to balance sheets and the attendant
revaluation accounts are in certain ways unique, the proposals in respect of
these accountshave been largely dictated by decisions already taken in
respect Of the SNA as a whole and the details of the trawsaction accounts,
The halance sheets and revaluation accounts proposed in this paper have been
designed to it completely into the SNA ag it has already been adopted and
issued., Since the discussions and consultations which preceded the adoption
o the internationasl guldelines were extremely thorough and took into account
problems of accommcdating balance sheets and revaluation accounts, this has
generally been possible without difficulty. However, there are a few
decisions in respect of the transaction accounts of the SNA which cause
difficulties in the case of balance sheets. These points are generally
relatively mincr in the context of the transaction accounts, but they conflict
with the concepts of balance sheets as proposed here. The treatment of the
transaction accounts has therefore been queried in the text of this paper cn

a few occasions.
C. Contents of report

1.6 The order of this paper is as follows. Chapter II describes the

structure of balance sheets and thelr relationship to the capital finance

2/ Op. cit,
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accounts and the revaluaticn accounts of the ENA, It also indicates the
purpcses which this extension of the accounts to cover all the financisl
aspects of national accounting may be expected to serve, Chapter III details
the schemes of clagsification and the definitions which are necessary for the
extension of the accounts of the system, and shows how classification schemes
and definitions developed for the transaction accounts fit into balance
sheets and revaluation accounts, Chapter IV deals with the conceptual and
practical provlems cf valuation, which is the feature distingulshing

balance sheets from the other accounts of the SNA, Chapter V sets out the
standard accounts and supporting tables in addition to those already incliuded
in the international guidelines which are needed in order to accommodate
balance sheets and revaluation accounts,

1.7 It was suggested above that an additional chapter should be included

in the guidelines in respect of balance sheels concerning the statistical
sources and practical problems of compiling balance sheets, One feature of
this chapter which should be of particular interest is the distinction to be
made between itwo methods of complling balance sheets. The first is the use
of sources which themseives give balance sheet information, One major problem
with their use is the delay in publication and in collaticon of the necessary
information, It is therefore suggested that a second method will be necessary
if balance sheets are to be produced at the same time as other acounts of the
system. "This second method consists of proceeding from the last firm figures
obtained by the first method and of computing a balance sheet for more recent
periods by adding on transacticns from the capital finance account and reval-
unations., Under the Tirst method revaluations would be treated Jargely es a
residual, whereas under the second method they would have to be independently
estimated. OSome consideration will be given in the additicnal chapter to the
problems of obtaining the necessary price index series for the independent

estimation of revaluations,
D. Consultations and future work

1.8 This paper will be the subject of discussicns and ccnsultations before

being considered by the sixleenth session of the Statistical Commisgicn, It
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will be discussed by = meeting of the Working Group on National Acccounts and
Balances of the Conference of European Statisticlans and will be clirculated
tc naticnal statistical authorities for comment. A paper outlining the
propesals in respect of the balance sheet and revaluation accounts will also
be discussed at the Eleventh Genersl Conference of the Internatiocnal Asscc-
iation for Besearch in Income and Wealth, The Statistical Commission in
considering the proposals in this paper may wish to indicate the lines along
which work should continue on detailing the balance sheet and revsiuation
accounts of the SNA go that the seventeenth session of the Commission may be
in a position to adopt detailed international guidelines concerning this

subject.
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CHAPTER II, &STRUCTURE AND USIIS OF BALANCE SHEETTS AND REVALUATION ACCOUNTS

2,1 This chapter furnishes a short introduction to the place and purpcse of
balance sheet and rcvaluation accounts in the SNA. It describes the structure
of the balance sheet accounts and the way in which the opening and closing
balance sheets in respect of a period of account are lipked by the capitsl
finance and revaluation accounts of the period. The chapter also ocutlines

the substantive and instrumental uses of balance sheets and thelr sttendant

revaluation accounts,
A, Structure of the accounts
1. Zhe baisnce sheets

2,2 Table 2,1 is designed to illustrate the structure of balance sheets.
1t consists of a summary of the figures from table 2.1 of 4 System of

National Accounts é/for the opening balance sheet.

2.0 To begin with we may consider the balance sheet of each institutional
sector and of all institutional sectors as detailed in the first six columns
on either side of table 2.1. The first and obvicus point is that each
balance sheet balances in the sense that the total of financial assets and

net tangible assets equals the total of liabilities and net worth., As else~
wnere in the balance sheets, corporate equity securities are treated as a
liability of the transactor which ilssues them. It will be noted that in the
balance sheets of individual sectors and of all institutlonal sectors
financial assets do not equal liabilities and that net tangible asscts are kot

equal to net worth.

5/ Op. cit.



Table 2.1 Opening assebs and liabalitaies

: o n~ Fipan- jGenerali., .. |Private A1l The Non- Fimap- | Generalj, . [Frivate ALY The
finan~ | cial govern- n ldu non- insti- [rest finan- |ezal govern~ holds non- 1nsti- |rest
Assels cLal insti  jment 0-C8 profit | tution-fof Total TLzabilities cial Insti- | ment profit | tu- of the | Total
enter- § tutions insti- | al sec-| the anber- | tutions insti- | tional [werld
Drises sutions j tors world prises tutions | gectors
Currency and Currency and
deposits 23 65 12 170 2 275 52 327 deposits 3] 18k 103 1 o] 296 31 327
Securities 32 153 g 250 13 457 36 L9z i Securilies 235 62 15 Lk 51 Lg3
Other 126 120 125 1k 2 517 kit sgh | Other 151 102 143 8z 3 79 115 594
Finsneial aszets 181 Al 146 564 17 12kg 165 ikl b Tasbirlities 394 348 289 83 3 1237 197 1h1k
liet tangible assets | 30k 18 133 153 13 661 651  Net worth 91 11 -110 6Th 27 693 -30 661
Lotal 485 359 279 57 30 1910 165 2075 | Total L85 359 219 757 30 1910 165 2075

Table 2.2. Financiel accounts - total aceccounts

Open- t Acguasi- ; Revalua- | Closing Open~ | Incur- | Revalua-|Closing
ing tion of | ticne assets ing rence |tions liabi~
Azsets assets | assebs Tiabilitics liabi-jof lxtres
Jaties{liabi-
lities
Currency and deposits 227 20 AT Currency and deposita 327 20 W7
Securities 453 8 -27 7k Securities ho3 8 -7 a7l
Other 5ol U8 i3 6L Other 50l L8 L 6Ls
Financial assets 1h1h 6 -3 1hE7 Liabalities 14k e .23 1467
Wel tangible assets 661 25 Lz 731 Tiet worth 661 28 Lo 731
Total 2075 104 15 2198 Total 2075 10k 19 2198

6 8%sg
YmpTAug
B6G/CT U/
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2.4 In order to consider the structure of a balance sheet further 1t is
necesasary +to include a balance sheet for the rest of the world and to add a
total column, which is the sum of the balance sheets of all institutional
sectors and the vest of the world, This is done in the last two columns on
elther side of table 2,1, The balance sheet of the rest of the world contains
as assets those financial claims issued as liabilities by residents which are
held as assets by non-residents and contains as liabilities those financial
claims issued as ligbilities by non-residents which are held as assets by
residents., It is thus a consolidated balance sheet of the rest of the world,
showing only links between the rest of the world and the country in guestion.
Because the value of direct investment Is included among the financial claims
in gither direction, there are no figures for net tangible assets in the
balance sheet of the rest of the world.
2.5 It will be noticed immediately that the total column is identical on
the assets and liabllities sides of the balance sheet, For this identity to
hold without adjustment entries it is necessary that the method of valuation
should be the same for financial claims when they are held as assets asg when
they are issued as liabllities; the system of baiance sheets here proposed
provides for the same basis of valuation in both cases. Given this identity
between the two total columns, we can estsblisgh certain propositions about
the structure of balance sheets:
(1) The total value of each type of financial claim held as
an asset is identicel to the total value ol each type
ol financial claim issued as a liabllity.
{(2) It follows that the total of all financial claims held
a5 assets is ldenticel to the total of all financial
claims issued as liabilities.
(3} The total value of net tangible assets is identical to
total net worth.
The first two propositions follow autcomatically from the dual nature of a
financial claim, that it is simultaneocusly an asset of one transactor and

g liablility of another.
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2. HNational wealth

2.6 Table 2.1 alsc ensbles us to demonstrate the two alternative methods
of computing national wealth. Because financial claims can be cancelled
out, the basis of national wealth is obviously the value of net tangible
assets, but in the balance sheet for any one country, as represented by the
balance sheet for all institutional sectors, this cancellation is incomplete
on account of claims of regidents against rnon-residents and by non-residents
against residents. The bglance sheet of the rest of the world with which we
have completed table 2,1 in order to demonstrate that the cancellation is
complete in a closed system of balance sheets shows as assets claims by none-
residents against residents and as liabilities claims by residents against
non-residents. If the sign of the net werth in this balance sheet of the
rest of the world is reversed, the resulting figure 1s equivalent to the
net claims of residents against the rest of the world,
2.7 The two alternative expressions of natlonel wealth can now be seen in
table 2.1:
(i) It is obvious that one of them must be the net worth of all

instituticnal sectors, since this column is the combined

halance sheet of all transactors in the country and includes

among the assetes claims by residents against the rest of the

world and among the ligbilities claims by the rest of the

world against residents.

(ii) The net worth of all institutional sectors can be seen to be

equal to the total value of all tangible assets plus net

claims by residents against the rest of the world (the net

worth of the rest of the world with its sign veversed), that

18 693 = 661 + 32,

3. Relationship between balance sheet,
capital Tinance and revaluation accounts

2.8 Table 2.2 is designed to show two sets of relationships: (i) the
relationship between the capital finance account, the revaluation account

and opening and closing balance sheets and {ii) the structure of capital
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finance accounts and revaluation accounts. Once again the figures are derived

from table 2.1 of A System of National Accounts E/. All items relate to the

total column, that is to the totel of all institutional sectors and the rest
of the world. The figures in the opening balance sheet are thus a repetition
of the figures in the total column of table 2.1,
2.9 The first point stands out clearly. It is that the capital finance
account and the revaluation account between them cover the entire difference
between opening and closing baiance sheets. This can be stated as two
propositions:
(L) Opening assets <+ acquisition of assets - revaluations =
ciosing assets
(5} Opening liebitities + incurrence of liabilities -
revalvations = closing liabilities.
These two propositions are of genersl applilcation in that they are wrue of
each institutional sector, of all institutional sectors and of the rest of
the world; they do not apply orly to the total cclumn. It will be noted that
this sequence is exactly the same as that used in the perpetual inventory
calculation,
2,10 It is also apparent that the two sides of table 2.2 are identical in
every respgct. The first column on either side must obviously be identical
because they are the figures about which we established propositions (1)
through (3); and the same propositions will also hold for the closing
balance sheet in the last column on either side. The Tach that the capital
finance account and the revaluation account also yield identical figures on
g1ther side of the table enables us to state four further propesitions:
{(6) Tor each type of financial claim separately and for the
total value of all Tinancial claims, the total value acquired
as an assebt is identical to the tota; value incurred as a
liabiiity.,
(T) For each type of Tinancial ciaim separately and Tor the
total value of all financial claims, the revaluation of

assets 1g identical to the revaluation of liabilities,

L/ Op. cit.
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(8) The value of net tangible assets acquired is identical to the
increase 1n net worth before revaluations have been taken
into account.
(9) The revaluation of net tangible assets is identical to the
revaluation of net worth.
Propositions {6) through (9) are the counterpartfor the capitel finance
account and the revaluation account of propositions (1) through (3) for
the balance shest. In other words, all three sets of financial accounts
have the same basic structure, Both sets of propesitions apply only to the
total column, and not to individual institutional sectors, all institutional

sectors or the rest of the world.
B. Uses of the accounts

2,11 National accounts of all Types are designed ¢ provide statl stical
information about various aspects of an economy, and nobedy can foresee all
the different uses to which they will be put, any more than a map malker can
Toresee all the detailed uses te which his maps will be put., In this
section we can do no more than indicate a few of the more important uses,
and we shall concentrate on these uses which impose certein restriciions on
the form of balance sheets and revaiuvation accounts and con those uses for
which internaticnal comparability is of particular importance. We shall
refer to substantive uses, which lead to improvements in the description and
analysis of the economic process, and instrumental uses, which lead to

improvements in the construction of national accounts.

1. Substantive uses

2,12 Balance sheets and their attendant revaluation accounts add a new
dimcnesion to national accounts by providing links between successive time
periods toc supplement the links between flows in the system recorded else-
vhere in the accounts. The balance sheetl, capital finance and revaluation
accounts between them provide a complete pleture of the financlal process,
showing stocks of assets and liabilities at various points of time and fully

accounting Tor changes in stocks. They distinguish between bwo kinds of
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change in stocks: the active change brought about by transactions as shown
on the capital Tinance account and the passive change suffered by trans-
actor units mainly as a result of price changes. The principal use of

these accounts will undoubtedly be cne internal to each country, the
exploring and aznalysis of fipancial behaviour, This analysis will be of

the behavicur of the financial system as a whole and of the behaviour of
different types of financial institutions and non-financial transactors.

The general aveilability of accounts which show for all institutional
sectors of the economy stocks, flows and revaluations can be expected to
bring considerable theoretical advances in a field which 1s already develop-
ing fast, the theory of financial behaviour,

2.1%3 The next substantive yse of balance sheets and revaluation accounts
raises the question of internaticnal comparability, but not in a particularly
acute form. It is the analysis of the structure of national wealth or more
exactly of the stock of tangible assets, The prime example will be found in
Goldsmith (3). The purpose of the analysis is, firstly, to show the
structure of the stock of tangible assets, the proporticns of land, build-
ings, producer durables, consumer durables and other elements in the value
of the total stock and ratios between various parts of the stock, and,
secondly, to account for changes in the structure by reference to accumu~
lation and price changes. It is for this purpose,rather than for the
balance sheets of institutional sectors, that the distinction between the
value of land and of the buildings erected on it is important.

2,14 It is when this analysis is extended to cover the whole structure of
national and sector balance sheets, bringing in financial assets, liabilities,
non~financial intangible assets and net worth as well as tangible assets,
that international comparability becomes of prime importance because of the
illumination afforded by compariscons of the structures in different
countries. [Examples of this type of analysis will be found in Goldsmith (k)
and Revell (5).

2.15 Analysis of the structure of naticnal and sector balance sheets 1s

still at an early stage, but the general availability of balance sheets and
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revaluation accounts will undoubtedly bring about a rapid advance in tech-
nigues, The first general measure of Tfinancial structure is the financial
inter-relations ratic, which measures the ratio of the value of financial
clagims in issue to the value of national wealth or of tangible assets. Inbter-
national ccmparisons are made, and the analysis is extended to account for
changes and differences in ratios. At this stage two Turther elements are
brought into the picture: the structure »f the financial system in terms of
different types of claim and the shares of institutional sectors in tangible
assets, financial assets, liabilities and net worth. Because institutional
sectors customarily differ in thelr relisnce on outside finance as against
retaeined savings, the share of institutionail sectors in the ownership of
tangible assets is of great importance in explaining differences in the
structures of national balance sheets between countrissg. The analysis also
considers the extent to which financiel institutions enter inte the provision
of ocutside finance; their importance is that their intervention leads to the
isgue of two financiel c¢lalms in place of the one that will suffice when lender
and borrower are in direct contact. The revaluation account enters into the
picture because inflation and differential price changes among financial
claims explain many of the differences between countries in the level of ths
financial inter-relations ratio.
2.16 This extremely bald account of the basis of flnancial analysis serves
0 illustrate the kind of information on which the analysis depends, The
gquestion of international comparability enters in two forms. The first is
that of a common basis of valuvation; since the system of naticnal accounts
impcses such a common basis, there shouwld be little trouble on this score.
The second is the definition of the statistical unit within each of the
institutional sectors. As we shall see in chapter 1II, a commor approach
to the definition of the statistical unit is both the most important and
perhaps the most difficult factor in ensuring internationsl comparability.
Its importance dexives from the fact that financial links within statistical
units are to be consolidated out of balance sheets and other financial
accounts, leaving only financial links Detween independent statistical units.

The principle behind the definition of the statistical unit is clear enough:
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gince Tinancial accounts are designed to illuminate financisl behaviour, we
should define the sztatistical unit in terms of the transactors which are in a
position to take independent financial decisions, In practice this may be
difficult to achieve because of lack of information, but it is still the
gingle more imporitant Teatvre of the compilation of balance sheets. Apparent
large differences in balance sheet structure between countries may be due to
no more than a different approach to the definition of the statistical unit,
Of particuvlar importance is the definition of the statistical unit within the
sector of corporate and quasi-corporate enterprises {(the legal entity and the
family of entities under common ovnership) and the treatment within general
govermment of various agencies ol a quasi~government character which are very

active in the financial sphere.

2. Instrumental uses

2,07 The 1link btetween transactions in financial claims and 21l other transe
actions is the concept of net lending, representing the Tinancial surplus or
deficit of each institutional sector. The fTigure for net lending is derived
as a relatively small residual onetwesn two large Tigures for total incomings
and total outgoings; what smount to very small relative ervors in the figures
Tor incominge and outgoings are magnified in thelr relative impact on the
figure for net lending. The residual figure for net lending is equal in
principle to the acguisition of financial assets lgss the incurrence of
ilabilities., It is rare to find a close coincldence in the figures for net
lending arrived at from the two sets of fransactions; and this should lead
te attempis o refine the computation in hoth cases until the two figures
for net lending are brought into reasonable proximity to one ancother.
2,18 The nine propositions which we established above for the structure of
all “hree forms of financial account provide a comprehensive series of checks
on the internal consistency of the accounts. These checks take the Tollowing
Torm:

(i) The total of each type of financisl claim held as assets

should equal the total of the same type in issue as

liabilities,
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The total of each type of financial claim acquired as

o
=N
e

Tt

assets during a period should equal the total of the same
type incurred as liabilities during the period.
(ii3) The total of revaluations of financial assets should equal

the tctal of revaluvations of liabilities.
The Tigures for wnstltutional secteors in all three accounts will be obtained
from a variety of statistical sources, and these checks are of great import-
ance iu refining the compllation of the capital finance, revaluation and
balance sheel accounts., SBince these checks are not availlable whenever a
Tigure for a particular institutional sector is obtained as a residual
batween the estimates for other institutional sectors and a reasonably
accurate total, it is very important to estimate figures Ffor alli institutional

sectors independently whnenever this ig at all possible.
C. Conceptusl basis of balance sheets

2,19 The ipncorpuration of balance shesats infto the system of national accounts
ralges several conceplual points which are peculiar to balance sheets and

which are therefore less familiar than the concepts of the transaction accounis,
Thess points ave developed in the subseguent chapters, and are made the basis
o the detailed proposais, Tt may be convenlient te have the six major

proposi tions summarised here, with a refersnce to the paragraphs of subsequent

chapters 1a which the vroposition is discussed.

P

i} ‘The bhalsace sheets of institutional sectors should be the
combined balance sheets of all independent statistical units

within the insbitutional secior {paragraph 3.12).

s

It Tollows that the only assets and 1iabilities which may

o
-
E

be included in the balance sheets of institutional sectors
are those which can be attributed to independant statistical
nnits; asssets which covld be degscribed as the Tcollective
wealtht of an institutional sacltor are not admissible

{paragraphs 3.1°2 throveh 3,14},

L

Cnly those itess which can be valued with certainty may be

Eae
Tty
h
s
s

included ia balaacce sheets; in particular, there is nc
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(iv)

(v)

(vi)

place for contingent liabilities and the eguivalent assets
(paragraphs 3.15 through 3.18).

The wvaluation of both assets and ligbilities in balance
sheets should be at current market value (paragraphs

b4 through 4,7).

Because the balance sheets of transactors are notionally
drawn up as at the same moment of itime, the assumption
must be made that the transsctors are continuing in their
present iine of business and on the present basis; the
market prices used for valuatlon should nct reflect any
penalty arising from liquidation in conditions of
distress (paragraphs 4.8 and L4.9).

Each item in a balance sheet should be valued separately

(paragraph L4.10),
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CHAPTER III. CILASSIFICATION
A4 This chapter is deveted to the classifications and definitions needed

for balance sheets and revaluation accounts, The classifications are of
three kinds: (i) a classification of transactors, (ii1) a classification of
assets and liabilities and (iii) a classification of revalustiocmsaccording

1o the cause of revaluation., Tach of these will be considered in turn,
together with any conceptual points that arise in connection with the
definition and classification of entries in baiance sheets and revaluation
accounts.

3.2 Ap we have seen, the capital finance accounts are organically linked
to the balance sheets and revaluvation accounts. The definitions and class-
ifications needed for the capital finance accounts have already been developed
in chapters V, VI and VII of A System of National Accountsié It is obviocus
that the system there laid down should be taken cver intc balance sheets

and revaluation accounts. This can be done with only very ninor modifica-
tions and extensions. Yhe classifications outlined in this chapter have been
designed to Tit into the system &s it has been laid out so far without
necessarily providing the best answers for the problems of balance sheetls

and revaluation accounts considered on their own., However, many of the
points which are touched on lightly in the context of the capital finance
accounts or which are not specifically mentioned, assume much greater import-
ance in the context of balance sheets and revaluation accounts, It will

therefore be necegsary to amphasise these points,
A, The classes of transactors

265 The classification of the institutional seciors, which ars the trans-—
actors on the capital finance accounts and hence also on balance sheets and

reveluaticn accounts, is given in detail in table 5.1 of & System of Wational

statistical unit which need emphasis.

5/ Op. clt,
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1, &Siatistical Units

3.4 It would not be an exaggeration tc say that uniformity of trestment
between countries in the matter of the statistical unit used for the cowm~—
pilation of balance sheets is the single mest important factor in ensuring
internaticonal comparability., As we saw in the previcus chapter, the balance
sheet is of great importsnce in comparing the financial structure of differ—
ent countries, The analysis proceeds by comparing the total value of finan-
clal assets with the value of tangible assets and by comparing the percentage
shares of institutional sectors in non-financial assets, financial assets,
ligbilities and net worth. All these factors can be varied within very wide
limitsty different definiticons of the transactor unit to be employed. Since
the balance sheets of institutionsal secters are combined balance sheets, all
the financisl links between independent transactor units are to be displayed,

while all financial links within transactor units are consolidated cut of the

picture,
a, Lorporate and guasi-corporate enterprises

2.5  The question of the appropriate statistical unit to be emploved in each
cf the imstltutional sectors of the capital finance accounts is discussed

6
exhaustively in chapter V of 4 System of Naticnal Aqgggg§§f4 There is no need

to amend anything that is sald there, but only tc emphasise the especial
importance in balance sheets of as great a degree of internaticnal uniformity
as is possible in the statistical unit employed for corporate and guasi-
corporate enterprises, whether non-financial or financial. %This is likely to
be a much more pressing problem in the compilation of balance sheets than in
any other part of the system because far greater reliance is placed on the
acccunting documents of enterprises,

3.6 The statistical unit that is recommended for use in the case of corpor-—
ate and quasi-corporate enterprises in most instances in paragraphse 5.60

through 5.63 of 4 System of Naticnal Accountsé/is the family of commonly-

owned entities falling in the same institutional sub-sector. For example, a
femily consisting of thiee non-financial enterprises would be one transactor

unit, whereas a Tamily comsisting of a non-Tinancial enterprise, an insurance

&/ 0. cit.
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company, & bank and a hire-purchase ccmpany would be four entities. (The
gquestion of the way in which the links of ownership betweern the various
entities of a family are to be shown in the balance sheets is considered
below in paragraphs 3.29 and 3.30). It was recognised in paragraph 5,6%
that many countries would fand it difficult to put this recommendation to
uge, and would therefore nesd to use the legal entity or its equivalent as
the statistical unit. It is important to reaiise that the use of the entity
rather than the family as the basic statistical upit will not only impsir
internatiocnal comparsbllity, but will also mean in most cases that balance
sheet figures are incorrect. This is so because in countries where it is
impossible to cbtain consolidated balance sheets for families of entities
the individual legal entities within the family are usually permitied to
have different balance sheet dates. Even without a deliberate attempt to
"window dress" the balance sheet, the totel of balance sheets drawn up at
different dates is different fromthe total on any one day, but the family
usvally finds it impessible to resist the temptation to shuffle assets and
liabilities within the family on the halance sheet date of each legal entity
in order to put as good a face as possible in front of the sharcholders and
the public. It is suggested that countries which have to fall back on the
legal entity ase the statistical unit should make an attempt to eliminate the
effects of window dressing and should comment in notes to the balance sheetls
on the exXtent to which the choice of statistical unit has affected inter-
national comparability. =Such is the possibility of distertion arising Trom
the use of the legal entity as the statietical unit that an estimat ed
balance sheel compiled on the basis of Ffamilies is usually preferable to a
mechanical adding together of the individual balance sheets of legal entities.
3.7 It was stated above that this question of the correct statisticel unit
for corperate and quasi-corporate enterprises aprlies particularly to the
baiance sheet, but it would seem on the face of it that the siatistical unit
for thne capiftel finance account must be identical with that for the balance
sheet and revaluation account. In practical terms this is not necessarily
so. For a large number of enftries on the capital finance account the adding

together of entries for legel entities produces the same answer for the
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institutional sector as proceeding from figures for families; this is so,

for example, for fixed capital formation, increase in stocks and transactions
in financial claims issued by transactors cutside the family. The only
trouble could arise with transactions between members of the family in
financizl claims issued by one of them, but it is rather unlikely that
details of these will be available in any case.

b. Trust property

3,8 A very large part of wealth in advanced sccieties comes under the
control of trustees, and this produces certain problems which should be
considered in the context of the statisticel unit. In the household sector
there are many personal trusts, property which is administered by trustees,
elther groupscf individuals or corporate bodies, and which caanot be dis-—
rosed of by those persons who receive the benefit of the income from the
property, the 1life tenants. Although trust property is not owned outright
by any individual until the termination of the trust, when it reverts to a
named individusl, the remainderman, it is properly included as a part of the
wealth of households. Apart from personal trusts, many other forms of
property are under the control of itrustess. In many cases, such as those
arising in mutual organizations like trade unions, friendly societies and
some pension funds, the trustees have cnly the Tunction of ensuring #aat the
elected or appointed officials follow the rules of the orgsnization in any
dealinge with its property; there is no difficulty in atiributing +the prop-
erty to the organization concerned, There remains, however, a large class
of trusts established for educationsl, religious or charitable purpcses, and
their existence leads us to extend the definition of the statistical unit
within the sector of private ncon-profit institutions serving househclds given
in the published guidelines in respect of the SNA, There are three cases:
(1)} when the trust has its own itrustees and operates independently of other
trusts, the statistical unit is the trust;

(ii) it is ccmmon Tor educational, religicus or other bodies to be trustees
Tor a number of different trusts - a college acting as trustee for a number

of scholarship funds or a religicus body acting as trusitee for a number of
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charitable funds, for example. As long &s the trustee is itself a non-
pro¥it institution, the appropriate statistical unit 1s the non-profit
institution and any #%rusts for which it is acting as trustee;

(iii) when the trustee is not itself a non-profit institution but a body in
ancther sector, such as a local authority, the government or a corporate
enterprise {other than a specialised corporate trustee), the appropriate
statistical unit is the group of trusis under one trusteeship.

No links should be shown between the group of trusts and the body acting as
trustee, gince trusteeship carries no rights of ownership, The need for
grouping individual truste in the way suggested is all the greater because it
is now common practice for bedies to combine the investments of all trusts
under their trusteeship into a common pool, and to allocate each trust a

proportionate interest in the amalgamated fund.

2. General government

3.9 In paragraph 5.68 of A System of National ﬂccountsz/it was laid down

that the capital finance account of genersl government should be consclidated
so as to portray only transactions betwsen general govermment and the rest

of the economy. This decision was reached because it was felt that the
finsncial decisions of state, provincial and local governments were in fact
often controliled by, or concerted with, the central govermment. While it is
true in most countries that capital expenditure decisions of lower echelens
of general govermment are made centrally, they are citen left with a choice,
more or less circumscribed in different cases, between raising the Tinance
through an agency of central government or on the open market. It would seem
best to relax the requirement of consolidation imposed in the aforementioned
paragraph so that countries may combine the capital finance accounts and
hence the revaluation accounts and balance sheets of all units of general
goverment which have a measure of financial independence, The financial
Llinks between central govermment and other units which will appear on the
balance sheet will come mainly under the heading of loans, both short-term

and long=term, This suggestion would ensure parity of treatment with those

7/ Op. cit.
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cases in which the lcans by central govermment are made through an agency

which 1s regavded as s public Tinancial institution.
B, Classification of assets and liabilities

3,10 The scheme of classification of assets and 1iabilities in A Svstem of

National Accountsé/divides them into the main groups set out below,

Non~financial assets
Reproducible tangible assets
Tixed assets
Stocks
Non~reproducible tangible assets
Non-financial intangible assets
Financizl assets and liasbilities
The necessary clagsifications and definitions have been largely covered in the
aforementionad publication in the case of reproducible tangible assets, but
the discussion of non-reproducible tangicle assets and of non-financial
tangible assets has been far less complete. The clagsification and definif-
ions for financial assets and liabilities given in chapter VIL of the publiic~
ation, when considering capital Tinence accounts,can be taken over with only
one slight change of wording.,
5.11 Before we consider the detalled schemes of classification it is necess-
ary to examine the conceptual basis of balance sheets with scme care in order
to determine what should be included in balance sheets and what should be
excluded, This is necessary because, Judging from the published work on the
subject, many entries are proposed for balance sheebs whiach noboedy would

consider in the context of capital Tinance accounts.

1. Entries in balance sheets

A, Individual and collective wealth

3,12 The balance sheets of institutional sectors are the resvlt of combining
the balance sheets of individusl transactor units within the sector, Sectors
and sub~sectors are cnly statistlcal abstractions, and they cannot themselves

own wealth or have liabilities. It follows that the only assets and liabili-

g/ Op. cit.
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ties which may be included i1n the balance sheets are those which can be
gttributed to individual transactor units. This feature of the balance
sheets »f institutional sectors rules out any possibility of including
collective wealth, wealth which might be atiributed to the whole group of
transactor units comprising the institutional secteor but not to individual
transactor units within it. WMany workers on balance sheets have proposed
entries which fail this test, snd we auvst look briefly at the nature of the
various entries which have been proposed.

%5.15 Most of the entries proposed consist of the transfer of the net worth
of mutual organizations to the household sector, and take the Form of "equity
in mutual financial orgenizations” and "equity in private non-profit instit-
utions serving househclds'. This latter entry would fail the test complet-
aly, because there 1s no means whereby shares in the equity of private non-
profit institutions can be attributed to individual households, and hence
no means whereby parts of this collective equity can figure in the balance
sheets of individual households. In the case of mutusl financial orgsniz-
ations, the only claims which can bte attributed {0 individual houscholds are
those consisting of life insurance vpolicies or pension claims; the remainder
of the net worth of these organizations is not attributable tc individual
households. No entry Tor wealth owned collectively should appear in the
halance sheets of institutional sectors, and those parts of the net worth
of an organization which cannot be attributed to individual transactor units
must remain as the net worth of the organization concerned,

3.1 The type of entry considered in the previous paragraph is different in
kind fTrom the two transfers of equity which figure in the system proposed
here, These are "net equity of households on life insurance reserves and on
pension Funds" and "net egquity in quasi-corporate enterprises”. In both of
these cases the share of each individual transactor unit in the total equity
is clearly determinable,

b The nsture of assets and liabalities

Z.15 The fTirst criterion which an entry must satisfy before it can be

nassed for inclinslorn in the balance sheets of this egystem is thus that it
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must be attributable to an individual transactor unit, but this is not
sufficient, This criterion could be satisfied by including everything which
normal accounting practice regards as acceptable, As a rule of thumb this
is a fairly good guide, but it can lead us astray. It 1s therefore best to
establiish further criteria.

3,16 The next criterion is that the entry must be capable of being valued
with certainty in the balance sheet of the individual transactor unit, This
eriterion leads us to reject one whole category of entries accepted by
nommal accounting practice, that coming under the heading of'provisions”. In
accounting practice provisions are sums set aside to provide for future
liabilities, both certain and contingent, whose magnitude is not known,
Examples of items that are commonly included are "provisions for future
taxation" when the amount due has not yet been established, "provisions for
pension liabilities” when these have not been determined actuarially and
"provisions for bad and doubtful debts". Provisions are thug to be disting~
uished Trom liabilities which are certain in value, In some of the cases
mentioned it is possible Tor the statistician to estimate the sums actually
involved and to insert these into the balance sheet.

3.17 The treatment of the various items coming under Tthe heading of “net
equity of households on life insurance reserves and on pension funds”
iliustrates further aspects of the criterion of certainty of valuwation., Life
insurerce policies represent a claim toc the future payment of a capital sum
and/or income on the occurrence of either of two events, death or the prior
attaining of a specified age. One or other of these two events is certain
to occur, and it is possible to establish with certainty the present value
of a claim to the future payment of a capital sum or of income.

%,18 Life insurance and pension schemes can be contrasted with casualty
insurance, in which psyment is contingeni on an occurrence which is not
certzin to happen to any individual transacter unit. No asset is created,
and the only entries in balance sheets should be those which are necessary
to account for unexpired premiums and unexpired risks (see paragraph 3.35),
This principle can be extended tc cover other contingent liabilities and

their ecuivalent assets. The commonest case arises with banks, which often



E/CN.3/398
English
Page 27

have contingent liabilities arising cut of payments by customers to third
parties which they have guaranteed. GCenerally banks enter their contingent
liablility on acceptances, endorsements, guarantees and bills discounted, and
enter an asset either of the same asmount or of the amount reduced by a
provision for the extent to which they will be called on to honour their
guarantees, ©Such contingent liabilities have no place in the system of instit-
utional sector balance sheets. If a note of the amount is regarded as necess-
ary to portray the full positicnof banks, i1t should be given as a memorandum
entry.

C. Non—financial intangible assets

3.19 Normal accounting practice is not a good guide for deciding which items
coming under the general heading of "non-financial intangible assets” should
be included in balance sheets, As 1t has been developed so far, the system
provides for the sale between institutional sectors (including for this
purpose the rest of the world) of intengible assets which represent the
excluslve rights arising out of patents, trade marks, copyrights and leases

of land and buildings, mineral deposits, hunting grounds and fishing grounds,
Leases have a value only when they are for a pericd greater than one year and
when they are assignable. The argument 1s develcped in paragraphs 4.22
through h.29§ that in these cases the value of the lease is in Tact part of
the total value of the land and Buildings or the subsoil asset, and hence that
it would be double-counting to include the values of both leases and of Land,
buildings and subsoll assets in balance sheets, For this reason no categories
are provided in our scheme of classification for leases of any kind under non-
financial intangible assets, although it is apparently necessary that they
should still figure in the capital finance account. The present scheme
provides no solution to this disparity of treatment between the capital
finance account on one hand and the revaluation account and balance sheet on
the other; it is left as a matter for discussion.

3.20 Gome accountants capitalise expenditures on research and development
and on promotion and include these in balance sheets. These 1tems have been

rejected in the SNA on the grounds that the expenditures may not yield concrete
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benefits. Our treatment in balance sheets follows that of the ftransaction
accounts. OSimilarly the system Qoes not treat expenditure con education and
health as caplial formation, and hence we exclude a valuation of human
caepital from the balance sheets, Once agreement has been reached among
economists on the ways in which a meaningful valvation of human capital may
be made, this will be a strong candidate for inclusion in any revigion of

the systenm.

3.21 There is one last intangible asset which figures prominently in con-
ventional accounts of enterprises, but which we must reject completely. This
is the entry described as "gocdwill”, Basically this is an item used to patch
up the deficiencies of convenhtional accounting in terms of histcric cost. For
example, when one company takes over another, the difference between the cosi
of acquisition of the company taken over and the book value of its net assets
as incorporated into the balance sheet of the merged enterprise is entersd as
goodwill. Once items in balance sheets have been valued at current prices,
this particular item automatlcally dissppears. Goodwill also often figures
in the balance sheets of unincorporated or quasl-corporate enterprises, It
hag the same function of indicating that the total value of the whole enter-
prise is greater than the sum of the conventional accounting values of the
various assets and liabilities, but in this case a large part of the differ-
ence may be attributed to the personal qualities of the proprietors of the
enterprise, 1% is, in fact, a partial attenpt to value human capital, and

it must be rejected on those grounds.

2. Classification of non-financial assets

3.22 Now that the varicus conceptual points have been dealt with, we can
consider the detalled classification schemes, beginning with that for non-
Tinancial sssets, The items To be included under this heading have one
thing in common, the fact that they are assets without 2 corresponding
liapility. They appear on one balance sheet, that of the transactor unit
which owns them., The classification and definitions are given in table 3.1
helow. These follow very closely those already given in various parts of

the system dealt with eariier, particularly the capitsl finance accounte, and
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the cnly chenges made have been slight extensions to cover points not fully
dealt with in the earlier schemes. There are only twe points which appesr to
call for special comments: (i) the difficulties of separating the entries
under land from those under buildings and (ii) the inclusion of consumer and

military durables.

Table 3.1 Classification of non-financial assets according to type

10. Reproducible tangible assets
10.1 Tixed assets
(References in brackets are to items of table 6.3 of A System
of Nationel Accounts, which gives the necessary definitions,)
1C.1.1 Residentisl buildings (item 1)
10.1.2 None-residential buildings (item 2)
10.1.% Other construction works except land improvements
(item 3)
10,1.h Transport equipment (item 5)
10.1.5 Machinery and equipment
10.1.5.1 Agricultural machinery and equipment
(item 6.1)
10.1.5.2 Other (item 6.,2)
10.1.6 Livestock (item T)
10.2 Stocks
{Classified as in table 6.2 of A System of National Accounts)
10.35 Consumer durables
(Reference in brackets are to items of table 6.1 of A Systen
of National Accounts, which gives the necessary definitions.)
10.3.1 Furniture, fixtures, etc, (item 4.1.1)
10,3.2 Major household appliances (1tem 4.3.1)
10.3.3 Personal trensport equipment (item 6.1)
10.3.% Other (items 5.2, T.l.1 and T7.1.2)
10.h  Military durables

11, Non-reproducible tangible assets
11.2 Land
11.1.1 Iand uvnderlying bulldings and works

Land on which are erected buildings and works
included under items 10,1.1 through 10.1.5 above.
In the case of residential buildings it is necessary
tc lmpose a limit to the size of private garden
surrounding a dwelling; if no limit is prescribed
for local taxation purposes, (ny excess of garden
land over C.5 hectares should be i1ncluded under
1tem 11.1.35 below,
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Table 3.1 (Continued) Classification of non~financial assets zccording

to type

11.2

11.3

11,4

11.1.2 Cultivated land
Land on which agricultural or horticultural activities
are carried cn for subsistence or on a commercial
basis; land underiying forests and plantaticns, Included
is land forming part of a farming enterprise, access
roads, farmyards, etc., but not farm buildings and
dwellings., FPrivate gardens and plots not cultivated
for subsistence or on a ccmmercial basis should be
classified to item 11.1.3, except that a limited area
surrounding dwellings should be classified to item
11.1.1,

11.1.% Other
Amenity land, parklands and pleasure grounds; private
gardens and plots not cultivated for subsistence or on
a commercial basis and the excess area above a certain
limit of private gardens surrounding residential build-
ings. Land on which there are communal rights of
grazing but of which the main use is for amenity
should be included,

Forests and plantations

1l.2.1 Timber
A1l timber having a ccmmercial value in forests,timber
tracts, woodlands and copses, Land underiying the
timber is classified Lo item 11l.1.2.

i1.2.2 Plantations, orchards and vineyards
A1l holdings of fruit—-bearing and sap-bearing plants
which take more than a year to become productive, Land
underlying the plantations, orchards and vineyards is
classified to 1tem 11,1.2,

Subsoil assets

11,3.1 Coal, oil and natural gas reserves

11.%.,2 Metallic minersl reserves

11.%.3 Other non-metallic mineral reserves

Water installations and fisheries

11.4,1 Irrigation and fleod control projects
Dams, dikes and cther installationg comnected with
irrigation and filcod control projects

1l1.hk,2 Fisheries
Stocks of fish, etc., in fish ponds and farms,
cultivated oyster and pearl beds and other fisheries,
Only those fisheries in inland waters (rivers and
lakes) and inshore fisheries separated Trcm the open
sea by & barrier should bte included,

12, Non-financial intangible assets

12.1

Patents, trademarks and copyrignts
Includes both exclusive rights owned by the exploiting
transactor and those exploited by a tranesactor other than
the owner, subject to a royalty payment. Licences to
exploit "know-how' are included, but the right to receive
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Table 3.1. {Continued) Classification of non-financial assets according
to type
fees for managerisl or technical services deoces not
constitute an intangible asset,
12,2 Other
Non=Tinancial intangible assebs n.e.c.
NOTES
1. Although they are by definition non-reproducible, historic monuments

(buildings listed by the relevant authorities as of archaeological or
historical interest, public statues, etc.) are ¢lassified to whichever of
items 10,1.,1 through 10.1.3 is reievant.

2. The following items, which are mainly non-reproducible, are
clagsified as consumer durables (item 10.3) when owned by households and,
like other consumer durables, as other meachinery and eguipment {(item
10.1.5.2) when owned by enterprises, government or private non-profit
institutions. When owned by households they fall into the feollowing sub-
items:

i, Works of art; antique furniture and carpets (articles
of an age exceeding 100 years) - item 10.3.1.

ii, Articles made of precious or semi-precious materials
and jewellry (whether antique or not); collection of
postage stamps, coins or any articles of historic or
scientific interest other than furniture and carpets -
item 10.3.k4,

a. Land and buildings

3.2%5 ‘The ownership of real estate is most complex, and in meny countries
the provision of separate entries under land and buildings for institultional
sector ownership of real estate will prove one of the most difficult tasks
in compiling balance sheets. This has already been recognised in the con-
sicderation of capital finance accounts, where it was suggested that in

caeses of difficulty sales of land and buirldings should be lumped together
{see paragraph 6,128 of A System of National Accountsgé. The difficulties

arise from two main factors: (i) the market in real estate and the account-

ing documents of transactor units do not normally distinguish the value of

9/  Op. cit,
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land from that of the buildings erected on it and (ii)th@ ownetrghip ol resl
estate often invelves a large number of transactor units, each of which has
a separate interest in the total value of the land and the bullding. It is
because 1t is often impossible to separate out the parts ol esach interaest
attributable respectively to site and te structurs, sven on the conceplusl
lavel, that both the market in real esstate and the accounting documents of
transactor units make no distinction between the two elements.

3,20 4 generalised solution is offered in parsgraphs 1.22 through 4.29 to
the problems of separating the value of land from that of the bulldiags
erected on it. For the global valuation of land underiying hurildings, the
use of site/structure ratios is suggested; the resul ting figures mway not be
particularly accurate, but there is no real difficuvlty., For the valuation
of the ownershaip by institutional sectors of land and buildings, the
solution suggested depends on the availability of separate Tigures for rents
paid and received in regpect of land or buildings, This sevavation of rent
figures is called Tor in the ftransaction accounts of the SNA, but to the
extent that it cemnot be achieved there, 1t will be impossitle to provide
by this method balance sheelt Tigures {or the institutional sector ownership
of real estate which distinguish theland element from thav of puildings,
However, the separation is cone that is required mainly at the level of global
vaiuation for the purpese of analysing the structure of rnaticnal wealth, and
Tigures for i1nstituticonal sector ownership of land £nd buildings combined or
only a partial separation would not be disastrous,

[ Comsumer durables and military durables

5,25 Although the classification of reproducible tangible assets is based

on the classitication of expenditure which counis as gross Tixed capitval
Tormation, an exception is proposed in the case of consummar and military
durables., For consumer durables, the case resis mainly on the need to have
Tigures for the stock of consumer durables in the balance sheeis incorporated
into models of perscnal saving and housshold financial behavicur, The
behaviour of households is based on the fact that consuner durableg do in

fact yield their services over a pericd longer than a year {the criterion
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sdopted elsewheve in the system to distinguish capttal formation ©ow cane
sumphion evpenditure), and figures for the depre iated value of Ln: slock
of consumer durables are essenticl in any wmodel that seeks o expimiu ithis
behaviour.

3.26 There isg no similar pressing need for the inciuveion of mililary
durables, The difficulties of esiimabing the aseful v on of milftary
durables in the face ol vapid obsclescence are well known, hah Goideesth (9)
wag adle to make estimates of the value of the sbock Tor the 0.7 ¢, ‘The
case for considering the Incilusion of this item vz that, i€ milibncy
durables are valued on the ssme basgis as producer durables, they represent
Tor many countries as much 3s J0 pev cent of fhe velue of the stock or
reproduciblie tangible assels. The iten 15 included in the 1is® without

subdivisinn ocepding Turther discomssion,

3. Classificatlion of Tinawcial asgebs end Iiebilities

. . 10/ . .
5,27 Table 7.2 of A Systen of Nalbionasl Accounts ° was designed to be suit-

able as a clasgificalicn »T the holdinge of [insnelal claims, in addition
to classifying financial claims fucapmta)l finance accounts. There 15 only
one ltem which needs any amendment; ibts is identilying the balance-sheet
counterpart of “proprieborsi nel adviitions o the accumulaticn of guasi-
corporate enterprises’ {itam 8,10 or ©.10 atf Tve classification) as 'net
equity in guasi-corpovate enlerprises .

a. Wet equily in guasi-covporabe citberprises

4,28 The conreptb i8 nol chenaas in a0y sy by chig change of wording, Tt

1

should be noted thal tho equitv ol "o prvopoieiors of guasi-corporate

0]

nterprises is noh necessarily eqyuar "0 ins oobal ned vorth of the enter-

el . -~k

e andividval partners to withe

rizh

rise. Ju wmany parinerohips
draw Tunds from the erberprice aro slriconls rivycumsesibed.  In these cases
the equity of the pariners 1s limpised Lo fne sum of the amounts to which
individual parviners mey lay ciovm, and any yegidual net worth ranains as
Lhe net worth of the auierp i e

10 Op. i,
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L, The wpotal of corporabe equities and other securities

3.2 The problem consitdered in paragraphs 3.5 through 3.7 above of the
Slabistical umt Tor coilporate enberprises ravgss the questioa of which
corporate equibies in lssuve are Lo be shown in balance gheets and which ave
2 be comsolidabted out, The basie priaciple to ve applied comes from the
definition of the stalistical unit; aul finavcial links within a statistical
unit are consolidated oult, and all those between statistical units are shown.
The treatment prorosed for subsidiary enterprises operating in different
sactors from that of the parent 1s consistent with this principle, because
it dnvolves trealing the subsidialy entity as a separate statistical unit
and thus showing eguity securities issued by the subsidiary and held by the
parent. This principle does not quibe cover the problem, howivi:, because
not. all subsidiary enterprises are owned outvight by their pavenls., Vhen a
subsidiary enterprise is part of the same statistical unit as the parent
compary, 1t wiid be necessary to show the value of the corporate equities
attributable to holders other than the parent company (minority interests)
bul to consolidale ouy ihoers corporabe eguities of the subsadiary which are
owned oy the parent conpany. 'Those corpervate equibties to be inciuded in
balance gheels amd cevaluvation accounts are thus of two sorts: (i) the
corporate equilies of all independent slatistical units and (ii) the core

porate eguities of subsidisry eaberprises which are owned by wminority

i

orollows thot the Laking over of a hitherto ladependent
{) X

[}

incerests.,

.

company and tie parchase by a parent company of shares owned by minoriiy
inter=sLs will bobth bring seout o disan facn Ia the fotal of corporate
cqultlies shown 11 the balance sheals of xnsititutional sectors {zee parva-
graph % L83,

3,50 The geueral principle That balence shesos =hould show ouly financial
links ketween independent swataistical 1o Es covers rearly all other cases,

: N

4 - } . PR e - T, {
il BRere Ta onay owet grebres Laal geeds bricl meotion,

sy counbries
froagactng uet e bitually trads un tve matket wo zecacibies yhich have

oo previously 1ssued by lhem,.  Vhen the securities are purechesed in ord

Lo rodeam them, fthecs 395 nn Lioblem, bul in some cases e g—cngiiies whion
i o { () a 2



have been bought may be sold again on the malheb., Exawples would to govermie
ments trading in their own bonds in cider o ensure ovderly markets or o
control interest rates; or, in sowe <ooubtries, companies L1ading in Gheir
own corporate equities. Lo these cases 16 iz suggested that the tolals or
gecurities should be shown gross, with en asset on the issuing transactorts

balance sheet to show the value of 1its own securilies which it hag bought

on the market but not yet redeemed.

C. Het_eouity of hougeholds on life insuvrlance ressrves and on pension funds
3.31 The defimition adopted Tor the net eguity of households un Life
insurance reserves and on pension funds covers all 1ife insurvance buginess

and all pension claims on fully funded scheues, whether these are managed by
life insurance compenies {included under 1ife 1nsurancereserves) of are
independent. There 1s, however, a strong case for including claims on unfund-
ed pension schemes and pension and death claims ou soclal security funds, The
treatment adopted 1in the transaction asccounts of the DWA does not allow
imputed contributions to unfwitad pension schemes Lo rank as saviag of hoase
holds, and contribaticons to social security runds are regovded as Jdirect
taxes. To the economist there are good reasons Lol regarding both as saving,
since households which are Certain to herelrt Dyom uatfuwided pensiorn sthomecs
and from retirement pensions or death payaents from social security fonds

will teke this into account in determining btherr saving behaviour; they wil)
be able to save that much less than benelficiaries of Funded scbhemes ond yet

he as well off, Even if the argument 1s not awuepted in ils applicati- o
the transaction accounts, there remalhs sovnd reason for opaciuding 1o b
eguity ol households on unfunded pension schemes zild v S0CI3l HoCULLTY

Tunds in the balance sheets of houssholds, BSome rdea of the Jopoviance of

the point can be gleaned from the fackt that in Britlain the acltoarial valuve

of the unfunded pension iiabilities ol the central government alone [oi o
own employees is actuvally greater than the actuarisl raiac o the peds o
liabilities of all independent pension funds {sec Hevell L, pp o 250 oo
4%1)), When social security funds provide crly @mait “lal-rake pensow

and death benelits, the case for thelr iunclusion 15 150 &0 pressing, '

w3
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increasingly in many covntries the state 185 contraching to provide sarnings—
related pensions equivalent to 50 or 60 per vent of final salary; in these
cases the state liability could soon cviweigh that of independent schemes,
and there would be g coneiderable disiortion of the balance sheets of
households if the claims on the state scheme were omitted, The actuarial
Tiabirlities may not be easy to compube, byt with such large sums at stake
Yough estimates are preferable to ccompieste ~missiou,

3.92 The entries which would he necessary on balsnce sheeis could be accome
rlished by extending the definition of nelb equity of households on 1ife
insurance reserves and on pension Tunds o include also claims on unfunded
“chemes and on social securify funds. RFouseholds would show an azsel equal
fo the value of net equity uvider the evlendsdt definttion, the various
rnstitutionsl sectors would have s liability empwel ho the actuarial valus
~f fthelr pengion liabilities in respect of heir enplovees and general
goverrment wowld have & 1ishility in rvesmpect of the sociad security Tunds.
It is guite possible to include fhese aszeils and laabilibies on the balance
sheel without making any entyy for tronsactiors i the capitel finance
account, since changes fvom vesr T0 year ia bhe acunarial vslue of fubure
pensions could bes btreated sioply a8 8 revaotion,

A2.52 There 18 one Torther minor poinh an  wnsction with Life ansyvance,
Ty gope counbries insurance companies issu: capibal redemption or sinking
Tund policier. These are used Lo provide for the amortizaiion of leases

and loans., The transacior makes a Tired por odie posypent Lo an insurance

company instead of sebting up his own - o iay Tund.  The payments on the
maturity of these poiicies do nol Jepend o0 vy way on the laws of mort
allty, and so sbyaedfly bhey <o ol fora o 0t of Bhe Tife lusurence: eqnatly
they are not casualty 1nstivaace, hecans e condmachs ave Long berm and

the payments ars ol contingswnr hul w0 and certain, The policiss hiave
a surrender value, Since this type of ho-ipess is usnglly very small an

totel, the policies are hest freansd 3 cracelce Aas martk of T:le insurance,
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o,

- Other accounts veceivabi- and jasable

- § e ! . ‘ - 11, .
5.3 e detingtion given 1o takle 7.2 of A cystem of Noliunal nLCouhLb =51

accounts rveceavable and payablie olher than trade credit and advances is
comprehensive, bul most items are Lo be recorded on a "due to be paid” basis,
and net on an "accruals” basis. The reasciung behind this decision 18 thai
the computation ol accruals would present considerable difficulties. This ia
true in meking estimaties in respect of flowe, such as rent, interest, secvice
s N s K N L - e - - 2 — i 5
charges in vespect of cgsualty insurance, or in analywing the cabegosy "other
accounts receivable and pavsble' according to bype. However, 1a coupliing
batlance sheels, it will often be necessary to devive totlals 10 respoct of
accounts recelvable and payable [rom the balance sheels of liansacior Ui Ls;
- - T - - . 4 S e e - it i 0
and noxrmal accounbting practice 15 Lo present Fipgures on an "scoruals” Dasis,
The giobsl [Mgure for accouats receivable and payable given in published
balance sheets will include all payments in advance Tor the uvnexplred
portion of rents, causal by 1usurance plemiums and siarlar itemns ard Foi

accrued interest receivable, ebe. IL would lheretore be easier f, for

purpeses of compilipg balavce sheats, the delinilion of accounis receivahle

and payable were to bLe oliganed ulifn this ool acesleblag practices,

5.35 Two particular examples may De 2iven. i oe wero YO dC0ouni
separately under each instituticnal seclor for opexpired casual iy 1nsuroace:
premiums, a8 an asset the task vould be fomiid.bic Do all fhe necessacy
calculations will be included in Lhe plobal Tioie IOV 8000Unbe Poeoivon’ e
in transactors’ published balance sheets. Tikeviss oc =UAl LY IDSLYers noa
an eguivalent liability tor wexpired wiske va Lo welhimice® Ges sl
Tor premiums Tor a future accounting period vt acvoinibe payable: hobo
might be treated ag accounts psyable 1n the balasoce oheol, Similaily
accrued interest receavable and payable will be recor 102 Ly tranwvactous.
elther separately or in their global figure for accuni: ~eoeivable 71!

payable: the only complicabion arides whore this 0 1ociod=d g The ma ot o

ot “ o s ol 4 AR o il - o EE “ee
prLCe {bee paragrerh JBJO}Q Only dividends on Cugrragles st Ly Ao -
need to be recorded wn a "duc to be paid” basi:. Lee Lie- b anonal oo

knoun untll some blue atter the end of the accotnbiug poriodg,
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L, Classification of revaluations

1. The dusl nature of revaluations

3,36 Ths word revaluations conjures up a pircture of accounts devoted
enitirely to entries arising outbt of changes in market prices or in replace-~
ment cost. It is indeed the main Tunction of revaluation accounts to
portray the effects ol price changes, but they slso have the function of
accounting for all difleronces between the opening and closing assets and
liabilities on balance sheetls which ave not covered on the capital finance
accounte, Fevaluations can be divided 1nto the following three categories:
{1} revaluations due to price changes; {ii) adjustments; (iii) other
increases in vaiuve. The nature of the second category, which is intermed-
iate between the other tuo, will bte explained when we consider the detailed
classification below (see parvagraphs 3,45 and 3.146),

37 Revegluations can also be consideved Irom the point ol view of their

]

relatinuship T epntries in the caplitial finance accounts., There are only
twh accounts coming batween opening and closivg balance sheets, the capital
finance account snd bhe revsaluation account, and 10 follows that all
differences hetwsen the valueg of esach class of assets and liabilities on
The opening and c¢loging balance sh=ebs must be covered on one or the other
accolipnl.,  Tha differencss 11 value helween succeeding balance sheets can be
decomposed Into the twoe elencnts of price changes and changes due to the
coming into existence {'birth") and the passing out of existence ("death”)
of agsehs and Liabilities, Trice chsnges ars all shown in the revaluation
accounts, but these must also aceommndate all births and deaths which are
not covered in the zaprizl Pinance accounba,

3.38 The capitel Tinance scroumbs covar all hirths and deaths quite satige
faclorily Tor mosk Finawneial assebs snd liabilities, for stocks and for
reproducible tangible assets {except livesiosk}: in the last case, gross
fixed capital formatinng provides [ov L1 rih and death is accomplished by
means ol capltal ccrnsumpblorn once the  Lewm has reached 1ts estimated life
span, Gross fixed capital forne®tloa 2l<. includes certein entries which

relate Lo 1nitisl ewpenditures cnly, W ol vy depreciation charged against
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the assets, In the case of iuprovements tTo land nubsequent increaszs Lo

the value of the Lland come only from price charges, bul the remeirang 2zses
involve either living cvreabures or plants, of which the value can n

addition ancrease Trom natural growth. The capitel finance accounts

provide for the birth of non-Tinancial inftengible assets oly by purchase

Trom the rest of the world, and any Indigenous birihe ond destb= muel be
covered In the vevaluvation accounts. Thevre are tTwo cases v duch tians-
actions aifecting assets 1o bhe 1ncluded 1n balance sheets are covraied out

in the income and cutlay account instead of in the capital Tinance accounk;
and in oxder to account for chauges bebireen opening and closing balsnce
sheets, 1t is essential to vrepeatl the transsctions on the revalvation account,
The two cases are expenditure om consumer durables and expsnditure on militlary
durables {bolh treated as final consuaphion expenditure); in both cases

depreciation mush be allowed o,
2, lhe detalled classificalion

A.7%9 Revaluabions are classitiod arcordiig fo thely cavse in cable 5.7,

the three magor cabtegories being 'hose <L onk 1n varagraph 3 .56 shove.

2

Table 3.2 shonld he vead o cougunetron ylth Lanie 3,5, wnich velates the

T ¢ £

revalnating Lo L= lypes of

various causes o ageeh and Jlabllity aflecced,

3

and which shows how this relationshyo depends orn the nature of the sniry

in the capital finance aceounls., Ve <shall begiy by comnenbing on fhe main

entries in each of Tthe three Irp0r Jrvicions o7 Lable 3.2

2

o

Table 5.2, Clegsificarian of vevatloations acrording to cause

1“
o
a
-
=l
I

svaluations dog Lo prics fhanges
-L.1 Market prices

: Lo2 Neplacement costs

i Rate ol drigecount ov caprtallzstion (actor
Fopreign curren "y ~vehaugs yate
Tranafers Lo ool oty of honeehe]ds on 1ife insuvance
Tenevves and ool penEson 3
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Table %.2., Classificatlion of revaluations according o cause {cont)
13.2  Adjustuents
15.2.1 accumulated depreciatzon in light of current replacement
cost
15.2.2 Wforeseen obsolescence
13.2.5 Differences between allowances inciluded in capitsl
consunplion for aormsl damage to fixed asssts and
actual losses
1%.2.4  Other
15,3 Other nel incresses inh value
15.5.0 Natural growth less depletions
13.5.1.1 Livestock
15,5.1.2 Forests and plantations
153.%.1.% Iisheries
1%.5.2 New Tinds less depletions of subsoil assebe
13.%.3 Household expenditure on consuner durables less
depreciation
1%5.%.0 Covernment expsuditure on militery durables less
deprecialion
L3555 Het dncrease in oon-~[inancial intangible assets other
ithan by ael purcnases from the vest of the world or
obher lostitotional sectors
1%.3.6  Cancellating of corporate equity securities on

consolidatlior

Table 3.3 Apalysis of 1evelvaticns accoiding to entries in the capital
Tinance accounts and aceordiag & the tybe ol asset or llablthy to
wiiich tney appiy

Liinry 147 Type of assct Revaluations
T anee ac Liabl ity {1tom nombars
fI\Il’i { J’:.M o 5 .E\}
Ma—s siene: al assels {Itew mmbers from
table 3.1}
Gooes [ixed capital brprotocitte Lauginle 13 4.2,.5.2.1
Fornusbion sssets JU,1,.T Larctgn torough 13.2.5
CORSII Lo T Tl ned o, L.
nal
viass faixed capabal Livesiovk LO.L.6 3.0, L, 0505,
ftm ot Tor initial 13.5.1 .1
tiay g LAY speot el bl ) I D
oo P2 Ly A3.0.0.2

Lo ard Blant
i o

5

[
|

LA
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Analysis of revaluaticns according to eantries in

the carital finance accounts and according to the type of asset or
1iability to which they apply

Entry in capital
finance gccounts

Net purchases of land
Increase in stocks

Net purchases from the
rest of the worid and
other institutional
sectors

No entry

Tinancial assets and
liabilities

Net acquisition of finane
cial assets; net incurr-
ence of liabilities

Type of asset
or lianility

Revaluations

(item numbers
from table 3.2)

Dems and dikes {11.4.1
Fisheries (11.4.2)

13.1.1,1%3,1.3
15,1.1,1%.1.3,

15.3.1.3
Tand {(11.1) 13,1.1
Stocks (10.2} i3.1.1
Nen-financial 15.1.1,13.1.5,
intangible assets (12) 13.3.5

Consumer durables {(10.3)

13.1.2,1%.2,1

through 15.2.3,
13.3.5

Military durables (10.,4)

13.1.2,13.2.1

through 13.2.3,
13.3.4

Subsoil assets (11.,3)

13.1.1,1%.1.3,

15.3.2

(I'tem numbers from
table 7.2 in A System of
National Accounts)

Corporate equlty securit-
ieg,incliuding capital
participations {8.6 or 9.6)

13.1.1, 13,3.6

Net equity of households 13.1.5

on life insurance

reserves and on pensicon

funds (8.9 or 9,9)
Net equity in quasi- 13.1.3,13.1.4

corporate enterprises
(8.10 or 9.10)

Cleime issued by non-
residents

A1l other claims carried
at market value

13,1.1,13.0.4

13,1.1
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a. Revalustions due to price changes

3.40 The first three sub~categories 13.1.2 th:ough 13.1.3 are distinguished
because of the different methods of valuation employed in kalance sheets,
Changes in market prices and replacement costs account for valuation changes
in items carried at market value and at depreciated replacement cost,
respectively. These two items cover the bulk of the entries., Some balance
sheet items, however, will have to be valued either by discounting future
sums to compute present values or by capitalizing current income streams,
and either the rate of discount or the capitalization factor may vary in
addition to changes in market prices,

.41 Ttem 13.1.% refers to a price change of a specisl sort, the change in
the price of one currency in terms of ancther. In most cases only changes
in official parities will be considered under this heading. A specisl case
arises where part of the foreign exchange market is segregated, a situaticn
which occurs particularly when exchange control regulations forbid the
acqulsition of foreign securities or direct invesiment assets excephb through
a pool of currency Ted by prior salss of equivalent assets owned by resid-
ents, The normal accwunting treatment of the premium [or occasionally
discount) on this "investment” currency varies, and the basis of conversion
Tor items expressed in forelgn currencies is not always explicitly stated
in published accounting documents. The correct procedure is to value the
appropriate sssets in the "investment' currency rate on the balance sheet
date, with the revaluation entries following from this treatment,

3. 42 Fntries under item 13.1.4 affect only overseas assels owned by reside
ents {outward portfolio or direct investment); the inward items of port-
foiio or direct investment are not affected by currency revaluations since
they are expressed in the national currency of the reporting country. The
revaluati on arising from changes in currency rates will normally be additional
to that arising from the market price or replacement cost of the assels. In
the cage of securities issued by noneresidents and cquoted on the stock
exchanges of the reporting country, the atock exchange prices reflect both

currency changes and normal market price changes. 1T it is desired to
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present a complete analysis of revaluations by cause, the two elements in
the price ckenge must be disentangled.
3.4% The transfers to net equity of households on life insurance reserves
(13.1.5) can be included under the general heading of revaluations due to
changes in prices because they are made pessible by unrealized capital gains
on the sssets held against the life fund., Life funds normally hold reserves
in addition to their liabilities to policyholders, shareholders and third
parties; these reserves represent the excess of the balance sheet values of
assets over liabilities to policyholders, shareholders and third parties. In
addition any excess of the total market value of assets over the total value
gt which they are carried in the balance sheet 18 notionally balanced by a
"hidden reserve” on theliabilities side of the balance sheet. Particularly
when the excess of total market value over total balance sheet value is
large, life insurance ccompanies often transfer that part of the excess which
they regard as permanent (in the sense that it 1s unlikely to be reversed
in the foreseeable future) to policyholders through the profit and loss
account. This is a foxm of vevaluation of the eguity of households on life
insurance reserves which i1s not accounted for elsewhere in the system. The
need for a revaluation entry arises only when the unrealised capital gain
is distributed to policyholders in the Torm of a reverslionary bonus, payable
only on the maturity of the policy; cash bonuses distributed to policyhoiders
do not occasicn a revaluation entry of any sort. For technical reasons it
is common for part of the ftransfer to policyholders to take the form of a
"terminalhonus, payable on all policies maturing within a specified pericd.
To the extent that the benuses are payable on death claims, this form of
bonus causes a conceptual Aifficulty, because no member of the houscholds
can Toresee the date of his death with certainty. The difficulty ig best
ignored in practice.
AWl The treatment of net eguity of households on pension funds described
in paragraph 7.98 of A System of ;Nsa-:@imon%l,figggygjgglg“implies the immedinte
and aul.matic transfer to the net equily of households of any unrealssed

12/ Op. cit,
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capital pains (losses) in the fund's assets, This difference of treatment
between life insurance companies and pension funds s presumably based on a
supposed difference in accounting practlces between ihe two Gypes of body,
but it is doubtful whether this difference 1n practices cbtains in most
cases, lMost pension funds show on the llabilities side of their valance
sheets a figure Tor the "fund" which does not daffer in concept from that
shown in the balance sheets of life insurance compenles. :(ny excess of the
total balance sheet value of assebs cover the value of the fund and of
liabalities to third parties is shown an reserves not atliributable to
individual members of the pension Tund; and "hidden reserves' are possible
as Tor life insurance companies when the total market value of the assets
exceeds the total balance sheet value., The treatment proposad in the afore-
mentioned paragraph would result In pension clazms being valued without the
gdditicn of unrecalised capital gains (losses) on assets when the persons
were in pension schemes operated by life insurance companies, and with the
addition of wnrealised capital. gains {losses) when they were in independ-
entiy-~funded pension schemes, This dicheotomy is ill-advised in principle,
T4 15 suggested below {paragraph 1.49) that the net equity of households

oa pexsion funds shovld be valued from the figure for the "fund”, and the

seceptance of this would entall an identical treatment of reveluations on
. . 13/
wansion funds and on 1life insurance reserves, =

—

. fdjustments

5.45 The first thres of the items under this category all refer o adjust-
menbs needed when assets are being valued at depreclated replacement cosk
by means of a perpetual inventory. The first (15m2s1) is 1lhe adjustment to
acoumulated depreciation arising frem price changes in the curient year,
and the other two (13.2.2 and 1532,3) are adgjustments because assumptions
made 1n the perpetual inventory calculation have been proved incorrect by
the actusal happenings of the period.

13/ it should be noted that paragraphs 7.95 through 7.98 of A Svetan of

dational Accounts refer to two different sorts of capital gains {or

1osges ), The firet is the difference bobween expected ciaims {on
which premiun rates are based) and actual <iaims; these G0 Aot cotward

us 1n the revaluation accounts., The second sort consists or Loy, ity zed
capital gains {Jcsses) to which we are referring in pavagraphs 5 4%
and A4k,
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A48 Then 1%.2.4 "other” has two fuactions. There is firstly the general
function of accocmmodating all revaluations which cannov be putl under any of
the other headings, but theve 18 glso a particulay use, arising oub of the
mnethods of compiling balsnce sheets for recent years which will be suggested
in the chapter 1o be added Lo the next version of this paper. This method
involves estimating recent halance sheets by adding transacilons to a fairly
Tirm figure for the past, and estimating ryeveluations Irom price index
gseries, IT this sugpestion is adopted, revisions will be necessary when the
figures of the actual markel values of assets and liabilities are available.
The entry under this heading in the revaluation account will thus include
adgustments srising out of differences between estimaied and actusl revalua-—
T1ONns.,

Co Cther net ancreases in value

3,47 Uategory 13,3 consists of all those changes in value bebtween opening
and closing balance sheets which are not covered elsevhere in the systenm,
Ttem 13,%.1 allows for the Tact that the value of livestock, forestries and
plantations and fish incresases from natural growth in addition to the
increase in value crested by capitol Tormation. Titems 15,3.2 through 135.3.3
cover various typaes of creatiom of assets which are not included In the
capital finance accounts, and item 15.%.6 is an isolated exsmple of an
accounting entry that extinguishes a finencial claim,

%,48 In comsidering the tohal of corporabe equities to be shown in balance
sheets, 1t was poinbed out in paragraph 3.29 above that the accuisition of a
hitierfeo 1ndependent company by avother and the acguisiticn of minority
inteveens th subsidisry companies both vesulted 1r a diminution in the
anount of corporate eguity securnties shown in institutional sector balance
shersts and of the total in 1ssue. ‘the capltal finance account will show

the puirchase of equity securities, and item 13.%.6 covers the negative entiv
ne vevslustlion account necessary 1o cerncel the securities. This entiy
1s, of eoUrse, necesssry only when the newly-acgelired subsidiary 1s to be
consot cdated inte the family; it is not applicable when the subsidisxy is
redident ovzigeas or 18 in a different insgtitutional sector from the

SO0 LI el CONDany .
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3.49 It will be noted that there ig no entry covering land as such in this
category. This is not because the supply of land ig regarded as fixed and
immutable, but because no entry in addition to thal under price changes is
necessary. If we take it that wasteland (desert, mounbairn arsas not sult-
able for grazing and o on) has zero value, then it is necessary to provide
for the up~-grading of land from the categcry of wasteland to that of veluable
land., This is done in two ways. Improvements to land count as part of
capital formation, and the initial entry comes through the capital finance
accounts. Any appreciztions in value beyond the cost of the improvements
must count as being due to the change in the market price of the improved
land., The capital formation entry occurs only in the year in which it was
incurred; and any subsoguent changes are taken care of by price changes.
Land can also enter the stock of valuable land through the operation of
market forces, without any improvements being made to it - the bringing into
cultavation of marginal lend because of the increased price of crops, for
example., This particular extension of the area of valuable land is treated
a5 due solely to price change.

%.50 Although the separation of revaluations due to price changes from
thore arising from other causes is quite clear conceptually, there may be
some difficulty in practice in disentangling the two elements in the
revaluation of particular assetls and liabilities., Thie will be s0 especially
when revaluations are estimated as a residual from differences between opern-
ing and closing balance sheets and identifled transactions. These difficul-
ties will not arise with items 13.3.3 and 135.3.4 because the flows of
expenditure are already estimated, but they will cccur on all the other items
of category 13.5, and will be particularly acute on item 15.5.5, the net
increase in non-financial intangible assets other than by purchase frcm the
rest of the world. Not much informastion is needed, however, to make the
dislinction in most cases. A homely example will illustrate the dicentang-
ling of the two elements, If a two-year-old cow had a market value of 8 in
year O, and if a three-year-old cow had a market value of 11 in year O and a
market valuez of 13 in year 1, then the revaluation due to natural growth
{1gnowug any capitel formation during the year) is 11 - 8 = 3, and the

yevztsabion due to price change is 15 - 11 = 2,
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CHAFTER 1V VALUATION

k. The problem of valuation is the feature which distinguishes balance
sheets from the other accounts of the system. In the transaction accounts
most of the entries can be taken from the records of private accounting
without revaluation, The only two excepiions are the measurement cf stock
apprecigtion and the computation of cepital consumpiicon on & replacement
cost basis. In both of these cases adjustment is necessaxy because the
valuation in the balance sheets of private accounting is deficient. In the
balance sheets of the national accounts on the other hand, many of the
figures obtained from primary scurces must be revalued before they can he
used. This feature of balance sheets 1s emphasized by the fact that a
revaluation account is needed in addition tc the capltal finance account
to bridge the gap between entries in opening and closing balance sheets.
e The general basis for the vzluation of entries in the balance sheet

has been laid down in paragraph 2.87 of A System of National Aquuntslg/

as current market price,with most tangible fixed assets carried at replace-
ment cogt. The possibility of incorperating inte the system entries on
other valuvation bages was recogniczed there.

L3 Because lack of uwmaformity in valusticn would gravely impair inter—
national comparability of balance shests, this chapter will develop the
conceptual and practical basls of valuaticn in some deteail. Dntries in
the revaluation account follow automatically from the method of valuation
adopted for the balance sheet, and these will be mentioned only in certain

cases,

A, The conceptual basis of valuation

1. Market values

L4 Since the general basis of valuation for balance sheets has been
ciearly laid down, we do not need to devotbe much space to Justifying the
choice of currvent market value (market value, for short) as the common

basis, We are more concerned in this chapter with the consegquences of

14/ Op. cit.



E/CN.3/358
English
rage L8

adopting this basis, but the raticnale must be esplained briefly in order
that the coaseguence: may be explored.

b5 In national accounting we are concerned with combining and comparing
the acccunts, i1n this case the balance sheet, of all the transactors in the
economy; and it is axiomatic that entries must be valued identically for

all transactors, Assets must be valued cn the same basis and in terms of
prices on the same date, no matter who owns them; and liabilities must also
be trested uniformly as to valuation basis and date of prices, no matter
who owns them., It is not essential that financlal claims should be valued
identically when they are held as assets and when they are owed as liabllit-
ies, but adjustment entries would be necessary if liabilities were valued on
g8 different basis from finencial assets. Uhis situation is on contrast with
that in private accounting., Here the accountant is concerned with only one
transactor at a time, and the accounts serve the purpose of recordiag the
stewardship of the managers of an enterprise over sums of money entrusted

to them at different tames in the past. Thus in private accounting the

cost of acquisiticon is the natural basis of veluation for assets, and the
Tact that the costs are an amalgam of figures expressed in different price
levels is ignored, Liabilities are naturally expressed in terms of the
nominal or face value. FEven private accounting, however, cannot completely
ignore the comparability of one set of accounts with another, particularly
when the accounts are the main guide to stock exchange investors. Assets
are sometimes revalued in terms of more recent price levels; and accountants
are continually discussing how best to portray the effects of inflation in
conventional accounts.

4,6  Tor assets there will be little doubt that current market value 1s

the correct basis. Acquisition cost is ruled out completely because many
different price levels are involved, and the obvious set of conmon prices

to take ig that ruling on the date of the balance sheet, In the cage of
liabilities, however, the choice of marketl value does not seem 80 natural.
Even conventional private accounting cf'ten computes the market value of

assets, particvlarly financial cleims, but there is po tradition of
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indicating the markei value of liabiiities. Basically, however, the
objection to using nominal value as the common basis of valuation for
Jiabilities 15 the same as the objection to using cest of acquisition for
assets: 1t completely lgnores the element of time, represented in this case
by the date on which the liability is due for redemption. The market value
of a liability i1s an approximation to the discounted value of the future
1iability to redeem & debt, computed at the market rate of interest., Liab-
ilities discounted in this way fulfil the criteria stated above for & common
basis of valuation, but it can also be held that debtors would be irrational
if they fook nc account of the date of redempticon in their financial celcul-
ations. They can be thought of as establishing an actual or notional sink-
ing fund, A rise in the market rate of interest will reduce the present
value of a future liability, and it also implies that the sinking fund wiil
be smalier,

4.7 VWe have established that market value is a rational choice as the
common basis ol valuation in the balance sheets of the system. It ig an
appropriate basis for this purpose, but there sre situaticns in which other
bases are relevant. No one method of valuation can ceover all situations,
and transactors commonly value items differently according to the purpose
that they have in mind. A transactor who Taces bankruptcy is concerned with
the immediately realizable value of any assets that he may have; and a bildder
Tor a company is concerned with its value once he has made certain changes in
crganisation and management, There is a hest of slternative valuations
which could be made, each suitable for a particular circumstance. In a
later section of this chapter we shall consider the cheoice of a few of the

most importent for incorporation into the system,

2. Types of markets

4.8 The statement that valuation is to be in terms of market values is not
all that helpful on its cwrn, The common definition of a market price makes
it one arrived at in a transaction between a willing buyer and a willing
seller, or alternatively ons reached in an arm's-length transaction, inte

which only commercial considerations enter. The difficulty is that the
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markets nn which transactions fulfilling these conditions cccur are of
several different tyvpes.

h.9 There are two features of balance sheets in netional accounting which
act as a gulde in determining whether or not a particular market is suitable
for providing the market price data for use in balance sheets. The Tirst
arises from the fact that the balance sheets of transactors which are com=
bined in sector balance sheelts are, notionally at least, all drawn up at a
single moment of time, Given this simultaneity of veluation, the only
possible assumption that can be made 1s that the transactor is continuing in
his present line of business and con the present basis, We need a valuation
appropriate to the transactor as a going concern. This means that we cammotb
use prices from markets which 1mpose a penalty on liquidation. The distinc-
tion is between markets for assets which are traded 1n the normal course of
events and markets for assets which are traded rarely and then generally in
the exceptional circumstances of Tinancial distress or liquidation of the
business of a transactor. Ixamples of markets which do not impoese a penalty
on liquidation are the stock exchange, the market for real estate and the
market for second-hand wotor cars. Exanples of markets on which onily
obsolescent assets are traded or which are used only when the ¢wner 1s in
financial difficulties are those feor second-hand industrial plant asnd equip-
ment and for second-hand furniture. Fven with financial claims there are
markets in some countries on which existing sgsets are normally traded only
in conditions of distress; the market for house mortgages in Britain provides
an example, DMNone of these markets on which assets aremt traded in ths
normal course of evente is suitable for determining markel prices Tor balance
sheet purpocses.

4,10 The second feature of balance sheets, in this case both those of
naticnal accounting and those of private accounting, is that they wvalue each
asset and liability separately. This feature rules out any valvation which
uses prices appropriate to the value of the whole transactor uait and then
apportions the global valuation over the different assets and liabilities.

It is not correct to velue a whole company, either on the basis of the stock
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exchange price of the shareholders' equity or on the basis of the prices
pald in mergers and take-over bids, There are not many markets ruled out
by this second feature, but it will be very relevant when tThe valustion of

net worth 1s considered below,
2. Yariants of market value

4,11 The ideal market for the purpcses of balance sheets is the stock
sxchange., Not only is each of the assets which are traded completely
homogeneous, but they are all listed with the appropriate prices at regular
intervals. ¥or securities gquoled on a stock exchange it is therefore poss—
ible to obtain the prices of individual assets and of broad classes of
assets, and 1t ie also possible to arrive at the global valuation of all
the assets of a particular type which are in existence, The information
frem the sitock exchange can also be used to price unquoted securities by
analogy; for this purpose 1t is quite legitimate tc make an allowance Tor
the inferior marketability of the unquoted securities, since stock exchanges
prices recognize degrees of marketability within the range of guoted
securities.

4,12 Unfortunately the stock exchange is virtuslly unicue in most countries.
There are many other markets from which prices would be acceptable, but
they are gll deficlent in some respect, Noned them will enable a global
valuation of all the assets of a particular class which are in existence

ta be made, and most of them are concerned with assets which are far from
homogeneous, However, even the most dispersed market trading in the most
heterogeneous assets can be made to yield useful price information given =
reliable reporting agency and the possibility of classifying transactions
into meamingful categories. Undoubtedly in nany countries statistical
authorities will find it necessary to extend market information into new
fields by themselves initiating the reporting and classification of prices,
h.13 The types of market considered so far all yield price information
which can be applied directly to a quantity indicatcr to produce a total
market value of Qifflerent classes of asseis held by sectors and of different

classes of sector liabilities. Betwesen them they cover nearly all financisl
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claims, real estate, livestock, works of art, antiques and similar items.
Not all price infommation can be applied in this direct way, however, and
when price information 1s used indirectly we can regard the resulting
valuation as a variant of market value even though it is conceptually on
the same basis.

4,14 The most important variant is the use of written-down replacement
cost for most tangible fixed assets, The commonest way of arriving at
estimates of the totsl replacement cost of a class of Tixed assel is to
compute net capitael formation over a pericd equal to the assumed useful
life of the asset and to revalue the past stock of assets by means of a
price index based on the prices of newly-produced assets; this is the
perpetual invenlory method. The price information is of the same type in
the other methods of computing lotal replacement cost, whether the approach
is through a sample of fire insurance values or through a complete national
census of fixed assets, Guite apart from the vexed question of quality
changes, which makes the compilation of any price index of capital goods
aif¥iculit, the replacement cost estimates arrived at in any of these ways
can be taken ocnly as approximations to market values. 'The main deficiency
is that the Torces of supply and demand find little reflection in the
producers! prices used in the estimates, This is not a great problem with
plant and equipment, but it 1s far from realistic to assume that the market
value of long-lived assels declines steadily over the useful life, Particul-
arly in the case of buildings, for which estimated values arrived at by a
variety of metheds often have to e combined, the fact that some reflect
market forces while the basic replacemert cost estimst es do not, can be a
practical problem,

4,15 The other two variants of market value both suffer from the imprec—
ision of the market price data which have to be used, even though the
values arrived at are conceptually nc different from stock exchange values,
The first occurs in valuing assets the returns from which are either delayed
{as with timber) or speard over a lengthy pericd (as with subsoil assets).

Normal price information 1s used for valulng the ultimate cutput, but in
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addition a rate of discount must be used to compute the present value of
future returns, The converse of this case occurs when total values are
computed by capltalizing income, and)it is necesgary to derive a capitaliz-
ation factor from market information. Both the rate of discount and the
capitalization factors should undoubtedly be derived from information based
on transactions in the particular types of asset under consideration - forest
lands, mines and guarries, ground rents and leases. This informatiocn,
however, 1s nearly always vague, and the statisiician often has to be content
with such declarations as "Well-secured ground rents are changing hands at

r

15 years' purchase" or "The general run of investors in mining enterprises
expect a return of not less than 10 per cent'. BEven such vague information
about the state of the actual market concerned is to be preferred to the use
of a general rate of interest derived from the yield on long-term government

bonds.,
B. Valuation of specific assets and liabilities
1. Tixed assets

4,16 For most of the assets coming under the general heading of fixed assets
a valuation at written-down replacement cost is entirely appropriate, The
same method of arriving at an approximaticn to merket value will also be
necessary Tor the dams, dikes and cther installations connected with irri-
gation and flood control progects of category 11.4.1 of table 3.1. No
depreciation is allowed for inm the SNA in respect of roads, dams or break-
waters which are assets of government services. Although oceasional benche
mark estimates may be obtained from surveys of fire insurance values or
national censuseg of fixed assets, the method normally used will be the
perpetual inventory as fully described in Goldsmith (3, chapter 3). Since
the calculation of the perpetual inventory exactly mirrcrs the sequence of
accounts {cpening balance sheet, capital finance account, revaluation account
and closing balance Sheet)g entries for the approprisite accounts are auto-
matically provided. Paragraph T7.21 of §m§y§§ggm9§*y§§;9£§;f§§ggpgtﬁ;E/provides

15/ Op. cit.
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that straight~line depreclation shall be used for calculating the capital
consumption of fixed assets, and the same procedure must obviously be
followed in the perpetual inventory calculation. In the case of consumer
durables, expenditure on which is not counted as fixed capitel formaticon,
there is a strong case for using diminishing balance depreciation in the
perpetual inventory calculation, since the shape of the deprecilation curve
is then a closer analogue to the actual course of market prices of consumer
Gurables over thelr useful lives,

4,17 There are certain exceptions to the use of a replacement cost valuation
under the heading of fixed assets. These are detailed in the succeeding
paragiechs, and the general guestion of the valuation of land and buildings
is dealt with in paragraphs L.22 through 4.29,

4,18 The first exception is livestock, for which a perpetual inventory
calculation is not appropriate because of the element of natural growth,
Luction prices for livestock are usually available, and these can be applied
to figures for the head of livestock. It wiil be noted from paragraph 3.50
that it will be necessary to have figures for both number and auction prices
in terms of age groups of the different classes of lavestock 1T the element
of natural growith is to be separated from revaluations due to price changes,
L. 19 Leaving sside for the moment the extent to which replscement cost can
be used for the valuation of buildings, there is clearly one class of huild-
ing for which 1t is inapplicable by definition, that of historic monumaonts,
It must be confessed that almost any valuation of a historic monument could
be defended, anywhers between zerc, on the grounds that 1t was fully deprec-
iated, and the value which would be pald by a wealthy individual or corpora-
tion 1o have the bullding dismantlied asnd erected elsevwhere, Since a com-

of National Accountgié/for govermment construction works provides the best

answer, Under this procedure historic monuments would be valuea by computing

the cost of erecting a similar building today, no depreciation being deducted

i/ Op. cit.
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on the sssumpltion that maintenance expenditurs is suificisnt to maintain the
structure in 1ts originsl condition.

1.20 The notes to table 3.1 drav attention to the fact that certain classes
of non-~reproducible asset, such as works of art, antigues and collectors?
items, are included under fized assets if they are owned by conterprises,
govermment or non-profit institutions and under consumer durables if they
are owned by households. s replacement ccst valuation is conceptually
impossible., Avction prices are genersily avallable, but information is
ustally lacking on the population of items To which these prices should be
applied. A more rewarding approach might be through a survey of ilnsurance

values,
2. BStocks

4,21 To the transaction zecounts, additions to, and withdrawals from, stocks
are valued at purchasers? values when they are acguired from outside the
establisiment or at producers' values when they are processed internally.

The physical increase iu stocks 1s valued 1n the capital finance accounts,
leaving the remainder of the difference ia value between opening and closing
balance sheebs to be attributed to sicck appreciation, which is an entry for
the revaluation account. Thils valuation of the physzcal increase in stocks
ig consistent with carrying them at market value in balance sheet. It will
scmetimes happen that the balance sheet Tigures for stocks wiil have to be
obtained from the figures of hock value in private acceunting. It is worth
roting that, with a quick turnover of stocks, the difference between warket
value and book value 1s very much less than the figure Tor stock appreciation,
Ag an example we may assume that the book values of stockz are based on the
Tivet in, firsl oult prineciple, that sbtecks in hand alt any one time have been
buill up over the preceding three months and that prices of stocks have risen
by 4 per nent dnraing the preceding year. At the end of the year the excess
of market value over book value will be only one-sight of 4 per cent, or 0,5

per cent,
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5. HNon~reproducible tangible assets

a. Land

L,22 However simple the system of land tenure in a country may Le, there
are considerasble difficulties in valuing the ownership of land the buildings
by the iunstitutional sectors and in separating the vailue of land from that
of the buildings erected on it., These difficulties dc net apply to a global
valuation of land any more than they apply to a global valuvation of buildings
and works at replacement cost by a perpetual inventory. We shall deal with
the guestion of global vsluation of land first,

4,23 The calculation must be performed in two parts, the first part relating
to the valuation of land which is separate from buildings - culbtivated land,
amenity land and the land underlying forests and plantations., The calcula-
tion is performed by multiplying statistics of area by indicators of prices.
The statistics of both areas and prices nust have some degree of classifica-
tion by quality and use of the land and by region. A minor problem is that
the prices for cultivated land often include farm buildings sold with the
land, The cother part of the calculation relates ¢ land underiying build-
ings, and for this the normzl method is to obtain site/structure ratios from
valuation appraisals and to deduce the value of land from the replacement
cost of buildings,

4,24 The complications begin when we come to estimate the institutional
sector ownershlp, and they apply equally to land and to buildings. The
nature of these complications in the context of the situation in Britain has
been described by Revell (5, chapter 14)., It may fairly be said that the
ownership of real estate in Britain is mere complex than in most countries,
but the difficuities which we are considering arise under practically any
conditions whenever there is a possibility of divorce between ownership and
occupation. The problems are of three kinds: (i) the divergence between
the replacement cost of bulldings zs estimated by the perpetual inventory,
using straight-line depreciation and an index of construction costs of new
buiidings, and the prices which existing bulldings fetch on the open market;

(ii) the separation of the different interests of transactors in the total
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value of a site and the building erected on it; and (1ii) the separation of
the value of the land from the value of the bullding. The points can be
made by consldering three very simple cases,

h.25 The samplest cese of all is thet of ccmplete owner-—cccupation, in
whnich the occupler owns both the building and the site on which it is
eracted. 'There 1s no problem and the calculation can proceed exactly as

for glcobal valuation. Fortunately this situation generally obtains in a high
proportion of cases.

4,26 In the second case the occupier rents the building from the owner, who
owns both the buliding and the site. Let us assume that the building has a
value of V and thesiite a value of 5., The occupier has a 99-year lease
with 50 years to run, and he pays a fixed rental of R throughout the whole
pericd of the lease. Let us further assume that 1T the lease were being
negotiabed today the rental would be Z2R. (The period which must elapse
befcre the owner can change the rent to 2R is more important than the
unexpired 1ife of the lease; the latter sssumes importance if there is a
possibility of letting ths property to another tenant who would be willing
tc pay a rental higher than 2R.) If the owner were to sell the building
ant the site, he would certainly not receive V -- 5. The price which he
could command would be the fixed rental R capitalized at the market rate
of interest; 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 & higher rent plays in the price which the owner can command. Assuming
that he has freedom to do so, the lessee can assign the lease to scmebody
else or sub-let the property to somebody else, In the latter case the
lessee could secure <R, and in the former case the price fetched by the
lease would be based on the ratio R/2k and the pericd before reversion 1o
a higher rent. In principle V -- & eguals the value of the building and
site to the owner pilus the value of the lease to the occupler. ILEffectively
a part of the value of the building and site should be atiributed to the
occuplier and included in his balance sheet. It is quite clear that we
should be double-~counting if we did as has been suggested and credited the

owner with the value of both the site and building, while at the same time
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valuing leases as non-financial intangible assets, If we Include leases in
the classificatlon of non-financial intangible assets, 1t follows that the
total value of institutional sector ownership shown under buildings will he
less than the gliobal replacement cost estimate and that the total value of
sector ownership of land will be less than the gileobal value of land, It 1
better to treat leases as representing for both lessor and lessee a share

in the total valuation of the site and building. It is, of course, only
leases Tor a period of years that are involved here, Tenancies which can

be terminated by the Landlord on notice of up to one year confer no share

of the value on the occupier,

4,27 The third case is still simple enough to be found under any conditions
of land tenure. It involves three separate transactors: OGwaer &, who owns
the site, Owner B, who pays ground rent to Owner A for the site but who owns
the buildivg, which he has let to the cccupier as 1n the second case, The
additional peoint bto note in this case is that the capitalization of the
ground rent will not egual the value of the site if that site could ccmmand

a higher ground rent today and if there is scme time to run before the grovnd
landlord can raise the ground rent. COnce again the valug of the site 1=
sharved between the transactors. Exactly the same reasoning applies to
cultivated land owned by one transactor and leased to another, and to

minersl rights, sporting rights and so on.

4,28 Because of the differences in land tenure systems and data availability
in various countries only a generalized sclution for estimatirgthe sector
ownership of land and buildings can be offered. We asgsume that the following
estimates have been made: (i) a global replacement cost estimate of the
value of buildings, (ii) a global estimate of the valuve of land, with a
separate estimate for the value of land underlying buildings, (iii) the total
of rents for land paid and received hy each sector and (iv) the total of rents
for buildings paid and received (see paragraphs 6,47 and 6,48 of A System of

National Accounts I/ For rents paid (but not for rents received) it is

neceasary to have a split between rents on short tenancies and renis on

i7/  Op. cit.
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leases for a period of years. This split can usually be determined Taivly
easily, since short tenancies generally apply only teo certain classes of
property let to certain Lypes of occupier. If it is found that the replace.
ment cost estimate of huirldings deviates Tar from the actual market value

of buildings as evidenced by transections, it 1s suggested that the replace-
ment cosh estimate should be revised by using an index of market prices of
baildings in place of the construction cost index when carrying out the
perpetual inventory.

4,29 Since it 1s only cases in which ownership and occupaticn are divorced
that present problems, the calculation of institutional sector ownership of
both land and bulldings can start Dy dealing with cases of complete owner-—
oceupation. The value to the owner of tenanted land and tenanted buildings
can then be computed by capitalizing the rents received Ly each instiiutionsl
sector for land and for buildings, lhen the value of owner-occupled properiy
and the value Lo the owner of Lenanted property are added together, they
should in principle Tall short ol the global valuation by an amcunt =sgual fo
the share of ownerchip accruing to occupiers by virtue of the leases which
they hoid, This calcuviation is performed separately for leand and jor build-
ings, and the two residuals can be distributed over sectors in accordance
with the rents pald by each sector other than for short tenanciss. L
sesidual method of valuation 1s never very satisfactory, especislly as there
is a danger that the capitalization Tactors used on renls axe incompatible
adith assumptions made 1n the global calculations. - direct estimate of the
value to lessees of thelr intersst in the total value of property would
require the rollowing additional inrormation: (i) an indication, sector by
sector, of the ewlbent to which rvents gctually pald deviated from rental leveis
on newly-uegotiatbed leases; and (i1} an indication of the aver2ge matvvity
{period to next rent reviginm) of teases, sector by sector,

b. Forests and plantations

4.30 1n many cournbtries the nationel forestry service already makes cstimates
ot the velue of growing timber, both state-owred and privately-ounzd, on
generally accepted pripciples. ‘Timber is a produch whach takes many years

Lo come to maturity and vhich yields ils gervices once for all, The

@
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conventiconal way of valuing standing Wmber is to discount the future proceeds
of sellang the Timber at prices current in the present after deducting the
expenses of bringing to maturity and felling, Due allowance is made for the
vailue of thinnings,

k.31 Plantations, orchards and vineyards differ from forests in that they
yleld crops over a pericd after reaching maturity, but the methed of valua—
tion follows the same principles as for timber,

<. tubsoll assets

k.32 The method of valuation of subsoil assets is once again by discounting
the estimated net proceeds of sale, using as a rate of discount the return
expected by investors in mining or quarrying enterprises. Because wasting
assets are invelved, i1t is customary to provide for a sinking fund to
amortize the capiftal invested over the expected 1ife of the mine or quarry.
Bain (1) discusses several of the conceptual and practvical probiems of
estimating the value of reserves of minersls and other subsoil assets, Tor a
number of reasons this is a heading under which large and sudden revaluations
must be expected arising from factors other than changes in the current price
of the asset, changes in the rate of aiscount or changes in the rate of
interest assumed for the sinking fund. Among these factors are: (i) new
discoveries may be very extenslve, covering whole new fields of deposits,
(ii) changes in technology may bring extensive deposits within the range of
those commercially exploitable and (iii) changes in market conditions,
particularly for fuels, may entall drastic revisions of future rates of

output.

4, Non-finencial intangible assets

k.35 The difficulties of producing any valuation of non-financial intangible
assets, let alone a meaningful one, have hitherte deterved most workers on
balance sheets from including them as an assel category., In the nature of
things the full information needed can never be available from private
accounting, and the veluation of a moncpoly profit presents considerable
conceptual difficulties, The solution suggested below 18 no more than a rough

and ready way of producing some practical and meaningful answers.
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4,34 First of all it is necessary to distinguish three separste cases.

(i) When the intengible asset (patent, trade mark, copyright or just
"know=-how' } is owned by one transactor and exploited under
licence by another, there is a royalty payment, bul usually no
entry in the private balance sheet of the owner,

(ii) Vhen outright ownership of the patent or other right has been

transferred to the exploiting transacter, it normally Tigures

in his private balance sheet (either at cost or written down

to a nominal sum)E but there is no royalty payment.

(1i1) When the process or work which ls the subject of #he patent

or other right has been developed by the exploiting transactor,

there 18 no royvalty and no entry in the private balance sheet.

the same situwation arises when there are collective agreements

between enterprises in an industry, as in the oll industry, to

allow freec access by parties to the agreement to all patents

developed hy members of the group.
In all three cases there is an intengible asset which should be valued, but
only partial information is avarlable frcom privale =accounts, Even where &
royalbty paid or received or the cost of acquaring a patent or other right is
recorded, 1t 1s normally distinguished separately in published private accounts
only when the figures are material in relation to the other magnitudes in the
ACCOUNTS .,
I ,3%5 The solution suggested is a direct approach to enterprises, asking them
to provide two pileces of information: (i) the Tigures for royaltles actually
paid and received, distinguishing payments tc and from residents and non-
residents; and (1i) for rights which are owned end exploited by the enter-
prise, an estimabe of the royalties which wovld be payable LT the rights were
owned by another transactor. Clear instructions will be nccessary about the
exclusion of management fees. The Tigures for royvalty pald and received gze
in any case required for the transactlon accounts. Cnce all rights have been
reduced to the common basis of royalty payments, actusl or noticnal, the
market value of the assets may be obtalned by avplying a capitalization

factor. Ire market for such rights is usually dmperlect, and 1t will be
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difficult to obtain details of prices actually paid for righte which have
previously been the subject of royalty payments. A conservative valuation
would seem appropriate because royalties are related to output, and estima—

tion of future outputs of specific commodities by & particular enterpriss

must be harardous.

5. Tinencial assets and liabiiities

L, %26 Apart from the two items relating tc net equity, which are dealt with
separately below, financisl claims fall into two clear groups. The Tirst
group consists of short-term claims and of other claimsg which can be veslised
on demand or at shortmiice at their Full nominal (face) value. These are
clearly to be carried in balance sheets at nominal veliue, and there can be

no question of revaluations other than those arising from changes in currency
exchange vates and adjustments. The second group comprises all claims {other
than short-term claims) which can be transferred as assets from one transactor
to another. These are To be valued at the value at which they could be trans-—
Terred, thelir current market value, There is only one case of doubt, "long-
term loang n.e.c.' . The arguments advanced gbove (in paragraph L.6) about
the relaticnship bebween market value and discounted presgent value would lead
us te value these at a computed "market" value, but the information aboutb
interest rales and maturity is usually lacking. They are included in the
group to be valued at nominal wvalue. Meny of them provide for Irequent
revisions of interest rate, and where this applies nominal value is the
correct valuation in any case.

ygﬁiggggmyggoggﬁglﬁf is such that only three of the ivems will be carried

at market value: 8.1, Gold; 8.5 and 9.5, Bonds, long-term; 8.6 and 9.6,
Corpurate ecuity securities, including capital parbiciocations. Gold will
normally e valwed av the price for fransactilons between central banks, but
private holdings may be valued at the appropriate free market price if trans—
actors have legal access te This market. Tor the other two classes of <laims,
market value is computed with reference to stock exchange prices, Securities
not quoted on a stock exchenge should be valued by analogy with comparable

18/ Op. a1k,
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quoted securities, fixed-interest securitles on the basis of interest rate
and maturity and equity securities on the basis of price/earnings ratios,
with an allowance for inferior marketability in both cases.

4.38 There are two respecis in which stock exchanges scmetimes differ in
reporting prices and 1n which traunsactors differ in recording values, and s
standard practice is necessary. It is suggested (i) that securities should
always be valued, both as assets and as liabilities, on the basis of the
price to a seller (i.e. the lowest point of the vange of prices quoted) and
(ii} that prices of bonds should be adjusted to exclude accrued interest,
which shouid be accounted for under accounts receivable for holders of bhonds
and uvnder accounts payable for issuvers of bonds.

4,29 Trade credit is among the claims to be valued at nominal velue, This
weans that Ffigures can be teken direct from the private accounts of transe
actors; there will certainly be no other way of obtalning them. Although no
revaiuation of these private accounting entries is called for, there is one
point to note: +trade credit as an asset must be recorded after adding back

any provisions for bad and doubtful debts which have been deducted.
C. Net worth and net equity

4 ho Net wortn is the difference between the total assets and totsl liabilit-
ies of a transactor. All assets and liabilities are valued at market value,
and the revaluation of net worth is the net result of the revaluations of the
separate assets and liabilities. Net equity is a concept developed Tor the
purpose of transferring the whole or part of the net worth of one transactor
tc another. The conceptual bases of balance sheets which have been desciribed
in this chapter and the previcus che provide clear answers for deciding in
what clrcumstances and to what extent it is proper to transfer net worth in

this way.

1, Independent net worth

4,41 The principle was established in paragraph 4.10 that each asset and
l1ability 1s valued separately in balance sheets, and the normal situation

Ls that the total of assets is different from the total of liabilities, the
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difference representing pesitive or negative net worth., This applies equally
to corporate and to unincorporated transactors, because corporate egquity
securities are carried at market value in the balance sheets both of the
holder of the gecurities and of the transactor which has issued them, This
valuation of corporate equity securities as an asset is in accordance with the
princlpies established in paragraph 35.12 that only the assets and ligbilities
which can be attributed to an individual transactor should figure in his
balance sheet and in paragraph 1.9 that valuation must be based on the
gssumption that a ilransactor is continuing in his present line of business
and on the present basis., While the enterprise continues in being, the
individual shareholder can realiss only the value conferred by his holding

of equlty securities. The valuaticn on the same basis of corporate eguity
securities as a liability is also in accordance with these principies, since
it leaves an element of independent net worth in the balance sheet of the
enterprise to represent collective wealth which can be appropriated by the
individual shareholder only when the enterprise is liquidated or sold to
another enterprise. This independent net worth is the counterpart of the

retained saving referred to in paragraph T.71 of 4 System of Naticnal

gccoggtg;gé It ceeurs in the case of 211 trensactor units, not only in
corporate enterprises,
4,42 The situation is different when an individuzl shareholding constitutes

a controlling interest, which is defined in paragraph 5.61 of /_gystem of

National Acquntslg/as a holding of 50 per cent or more of the asquity
securities. In this case the individual sharehclder has the possibility of
realising the entire worth of the enterprise by selling it, and it would seem
that any residual net worth of the enterprise cught to be credited to the
hoider of the controliing interest. In this sense a subsidiary corporate
enterprise cught as a matter of principle to be tresated in exactly the same
way as a branch, which is regarded as a quasi-corporate enterprise when it
has to be separaved for statistical reasons frcm the enterprise of which it
forms a part. This point is developed further in peragraph 4.45 below. It

19/ Cp. cit,
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also follows that the ecuity securities held by minority interests 1o a
subsidiary corporate enterprise are to be valued at market value, and that
the minority interests are nct to be credited with any part of the independ-
ent net worth of the subsidiary enterprise,

Y 43 The corcilary of the treatment on occasion of subsidiary enterprises

as independent units wag outlined in paragreph .29, which laid down criteria
for deciding whether corporate equity securities were to be 1ucluded in
balance shects or not. There are two cases., UWhen the subsldiary enterprise
Torms part of the same statistical unit as 1ts parent, which will be tThe case
when both are resident enterprises in the same instatutional sector or sub-
sector, the equity securities owned by the parent are cousolidated out; the
only equity securities shown are those held by minority interests. When the
subsidiary enterprise is treated as an independent statistical unit, the

equity securities held by both parent and minority interests are shown.

2. Net equity in guasi-corporate and subsidiary corporate enterprises

b The valuation of the proprietors! nebt equity in guasi-corporate enter-
prises doeg not normally present problems because it is usually the entire
net worth of the enterpvrise, Fntering ret equity in quasi-corporate enter-
prises as a liability of the enterprises will thus normally remcve the poss-
ibility of any independent net worth. The excepbion to thisg which was noted
in paragraph 3,28 refers to enterprises which have the legal form of pariner-
ships, These may well have independent net worlh because the partnership
deed commonly resitricts the withdrawals of partners. The independent net
worth is concepivally identbical to thatl of corporate enterprises, since it
represents the value of that part of the ret assets of the enterprise which
the partners cannot appropriate until fthe partrnership is dissolved,

4 L5 In the guidelines of the SNA in vespect of the transaction accounts,
incorporated subsidiaries of fogrelgn covporations which are located in a
country or of resident corporations which zie located abroad, are treated on
a par with other incorporaied enierp.ises. This lmplies that the ownership
of the parcnt enterprise should be rvepresented by its holding of corporate

equity securities only, thus allow =g the subsidiary to have independent net
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worth., The arguments used are that subsidiaries are legally independent
bodies and that the dividing linebetween subsidiaries and non=subsidiaries
is often arbitrary. ‘Tthese arguments may be questioned cn the grounds that
they apply also to resident subsidiaries, which are to be treated as part

of the same statistical unit as the parent unless they are in a different
institutional sector. It was also argued that national governments often
impose restrictions on resident subsidiaries of non-resident companies, but
this argument applies with equal Torce to branches of non-resident companies,
whose net worth is transferred back to the parent through the item "net
equity in quasi-corporate enterprises”, In order to restore parity of
valuation between overseas subsidiaries on the one hand and resident
subgidiaries forming part of the same family of entities ond branches, both
resident and non-resident, on the other, it would seem desirable to transfer
the net worth of all subsidiary corporate enterprises which are treated as
separate statistical units back to the pareat. This could be done qulte
simply by extending the definition of net equity to read "net eguity in
guasi-corporate and subsidiary corporate enterprises’. This would figure
only on the balarce sheel and rvevaluation account; it 1s argued in paragrapb
L LB that the enbtries in the capital finance account could remain as already
decided, The propesed treatment would apply equally to non-resident sube-
sidiaries and to resident subsidiaries forming part of a different statistic-
al unit from the parent, and it would also be necessary to make similar
entries in the case of resadent subsidiaries of non-resident corporations.
B, 46 lven if 1t vere agreed lhet the net worth of the subsidiary corporate
enterprise should be credited to the parent, there would remaln a proovlen

of intverpretation, which may be described on the basis of the following

skeletal balance sheetv of a subsidiary corporate enterpricze,
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Balance sheet of a subszdiary corporate enberprise
Iixed assetls Corporate equity securities
Financial claims (i) Beld by pavent
(i} On parent (ii) Held by minority interests

(i1) On third parties Iiebilities

(i) To parent

(i1) To third parties
Net worth

Total assets Total liabilities

It is, of course, only in the case of a resident subsidiary corporate enter-
prise treated ss an independent statistical unit thot such a balance sheet
would form part of the balance sheet ol an instituticnal sector. In the
case of non-resident subsidiary corporate enterprises a noticonal balance
sheet would be necessary for computing the net claims on the rest oif the
vworld, and it would be displayed only as Llable 22 in the supporting tableg
to the accounts,

L. W7 The two valuations which are possible are: (i) the value at which
the subsidiary enterprise would be consolidated into the accounts of the
family of entities and (1i) the value of the subsidiary enterprise as an
independent statistical unit. The secend tresiment would record the valus
of ret worth as ccomputed from the skeletal balance sheet above, whereas the
first would consolidate cut financiel claims on the parent and liabilitles
to the parent (bul not corporate equity securities held by the parent),
Parity of vaeluaticn with subsidiaries forming part of the same stalistical
unit reguires the first treatment.

4,48 It is clear that the greater parl of the net eguiby of parents zn
subsidiary corpcorate enterprises will arise frum revaluations of fixed
assets and net financial claims 1n excess of the revaluation of the coimor

ate equity securitles issued by the subsidiary, and it i quile zeasy bl
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1o accommodate all the changes in net squity in the revaluation account, The
purchase ol a subsidiary which is to be treated as an independent statistical
unit will still figure in the capital finasnce account as a purchase of cor-
porate equity securities, with perheps a small initial entry in the revalua-
tion account to take are of any divergence between the price paid for the
equlty securities and the net worth of the enterprise srrived at by valuing

its assets and liabilities ceparately.

5. Net eguity of households on life insurance reserves and on pension fundg

4,49 The trestment of capital gains {or losses) on assets held against life

insurance reserves cutlined in paragraph T7.96 of A System of National

égggggjggg/will clearly result in an independent net worth remsining in the
bhalance gheet of life insurance companies even after allowance has been made
for any capital boruses dealt with in the revaluation account (see paragraph
%.k3), The treatment of capital gains (or losses) on assets held against
pension funds envizaged in paragraph T7.98 of the publicationgQ< would remove
the poseibllity of any independent net worth in vension funds. It was
argued in paragraph 3,44 that pension furds do not differ in their account-
ing treatment from 1life ingsurance companies, 'The figure for the "fund”
which appears on the liabilities slde of the balance sheet of = pension fund
represents the present value of Tuture pension claims, and the rates of
pension on which the members! valuation of their interest in the fund depends
are not immediately changed to take account of capital gains {or losses). In
these circumstances it seems entirely approvriate that pension funds should
be treated in the same way as life insursnce compsnies, thus restoring to
them the possibility of an independent net worth, It cannot, of course, be
argued that pension funds should be treated differently from 1ife insurance
companies because they ave all mutual organizations, This would be to
regsurrect the concept of coliective wealth, which we dispissed in parsgrsphs
3,12 and 3.13,

L,50 It was urged in paragraph h.31 that ithe present value of future
pengions from unfunded schemes and from social securily funds should be

included in the halznce sheet of houssholds., Privaile accounting normally

20/ Op. cit.
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covers future unfunded pension liabilities under the heading of provisions;

by replacing an imperfecily-vaiuved entry in private accounts with an actuarisl
computation we convert the provision into a definite liability., Tor sceial
security funds it is probable that an actuarial valuetion will be available,
and the computaticn of one for private unfunded schemes will be no more
difficult than the estimaticn of the imputed contributions already called for,
A1l changee in the net equity of housceholds on unfurded pension schemes and

on social security funds would appear only in the revaluation account.
D. Other bases of valuation

4,51 A1l the discussion in this chapter sc far has been of valuaztions
appropriate for the balance sheets of the SNA, Tor this purpose, as we have
seen, it 1s essential to have a ccmmon basis of valuation for all assets and

a common basis for all liabilities, We have argued in paragraphs 4.5 and

4,6 that current market value is the most appropriate basis for both assets
and liabilities. 1t cannot be contended. however, that market value is the
correct basis for valuation in all circumstances., If we take the example of
a household, we can see that many different valuations of its assets and
iiabilities are needed for different circumstances., AL a time of financial
erisis it will want to know the immediately realisable value of its assets

or the value cof the assets as collateral for borrowing. At all times the
head of the household will want to ensure that his dependents will be provided
for in the event of his death, and he will compute the probate values of his
assets and liabilities and allow for any death duties payable on the net value.
The private accounts of enterprises normally value assets at acguisition cost
and liabilities at nominal value. Even thovgh it is unlikely that the marage-
ments of enterprises are so naive as to ignore the dates on which their
liabiiities are due or changes 1n the values of thelr assets since acquisliilon,
these conventionzl values have some influence on thelr behaviour. Thisg is
particularly true of those financisl enterprises which have 4o follow
obligatory balance sheet ratios based on the conventional vaelues., 1t is thus
regsonable to incorporate into the system figures indicating alternative

valuations,
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4,52 It can be seen from the Tew examples givern above that the number of
alternative bases of valuation which are relevant in different circumstances
is large. In order to preserve the coherence of the system of balance sheets,
selection is necessary. The selection must take into account the level of
aggregation at which the different bases are relevant. It is suggested in the
next chapter that, in the case of the main balance sheets of the systen,
memorandum items should be entered for the nomingl value of liabilities and that
in the case of households, the vaiue of sums assured and the surrender walue
of net equity on life insurance reserves and on pension funds should also be
indicated in a memorandum. In the supporting tablas, revaluations are
accounted for in detall so as to show for each institutional sector: (i)
original cost and accumulated revaluations of non-financial assets, (21) cost
of acquisition and accumulated revalustions of firencisl assets and (iii)
newingl value and accumulated revaluations of liabilities. OCne mincr point
ariges in the case of liabilities: an initial entry in the revaluation shown
in the supporling table will be necessary io cope with any divergence between

suns received for the issue of s liability and its nominal value,
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CHAPTER V. THE STANDARD ACCOUNTS AND TABLES

5.1 This chapter sets out the proposed standard accounbs and ftables 1n respect
of revaluations and balance sheets. These proposals complete the astandsrd
accounts and tables of the SNA set ovut in chapler VIII of ém§liéﬁguafwﬁﬁﬁ%gﬁaé
Accountsgln That chepter described in some detail cthe purpices of the standard
accounts and tables an general; we can restrict ourselves here %o poinbing out
certain differences in character and gtructure belween the standard accounts and
tables relating to transactions and those relating to revaluations end belance
sheets. The text of this chapter also gives a brief degcription of the proposed
gtandard accounts and tables.

5.2 The standard accounts are detailed in arnnex 5.2 and the standard tables in
annex 5.%, in both cases with nctes on particular points. Annex 5.1 gives the
codes used to identify enbrieg In the revaluation accounts and balance sheets.
In all cages the numbering follows on fyom that given in chapters VIIT and IX

Eal’

) 271
of A System of HgtlonaerccountSTL

Ao Freguency and priorilies

5.5 The guestion of the frequency with which and the dates for which balance
gheets ghould bhe published is one thal falls nsturally into the vealm of the
practical problems to be disgcussed in the proposed additional chepter on statis-
tical sgources and compilation of balance sheebs. Tn that chapter we will suggest
a means whereby estimasted balance gheebs cen be conghbructed with the same Frequen-
cy ag the other accounts of the syster- The key to this posgsibility is the
abilibty to make independent estimaobes of revaluations, so that they, together waith
the transaciions recorded in the capital finance account, enable one U0 proceed
Trom one balance sheet to another. TI the problems of estimsfting revaluations

can be golved, there i3 no veason why balance sheets should not be produced
annually, or even quarberly, aloug with the Sransaction accounts. Since the open-
ing balance sgheet, the capitsl finance acrouni, Lhe revaluation account snd the
closing balance sgheeb form a complete sequeonce, the balsnce sheets wust obviocusly
relate to the end of the period covered by each seot ol transection accounts.
Beecause of the sbructure of bsiance cheels theve ig everything to be gained by

21/ Op. cit.
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producing balance sheets for each i1nstitutiocnal sector. Without the dinternal
checks which a complete system of balance sheets provides, there can be
little confidence in balance sheets covering oniy part of the economy. For
this reason there appears to be no polint in recommending priorities among the

accounts for differeat ainsgtitutional sectors.

BE. The standard accounts

5.4 The standard accounts of the system are completed by cne account under

the Accounts I and by creating a further class of accounts, Accounts VII, to
accommodate both revaluations and balance sheets. Within the Accounts VII, two
separate accountg are created: Accounts VIL 7 for the revaluation account

and Accounts VIT 8 for the closing balance gheet. In order t~ poriray the
differences in sources of finance of the five instituticnal sectors the Accounts
VIT are divided intc A, B, C, D and E, each with the detail appropriate o

that institutional sector.

5.5 There ig one bagic difference between the gtandard accocunts relating to
transactions and those degscribed here for revaluations and balance sheets.

The former standard accounts are degigned to portray the inter-relations

between the different accounts: it is generally posgsible to follow entries
through from one acccunt to another. The difficulty in extending this treat-
ment to the revaluation accounts and balance sheets arises from the fact that
differences beltween opening and closing balance sheets are accounted for on

the capital finance agccount and the revaluation account taken together. Bince
bhe capital finance account hag already been included elsewhere in the system,
it would involve repetition to bring it slso into the extension of the

gtandard accounts. The accounting difficulty arises from the basic difference
in the character of the accounts: the balance sheet, the capitsl finance account
and the revaluation account form an additive sequence, whereag this is not

true of accounts elsewhere in the sysiem. In the case of the Accounts I 8 it
has been thought worthwhile Lo show this sequence in summary form, wheress

the Accounts VIT 7 and the Accounts VII 8 stand on their own, with no mm  _oe-

1y btraceable links with other accounts.
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1. Accounts I 8

5.6 Although the Accounts I 8 appear under the heading of the congolidated
accoults of the nation, Gthey are combined accounts rather than consolidated
aecounts. They show the combined balance sheets, both opening and closing, of
all ingtitutional gectors, and give a summary treatment to the two elements of
accumulation and revaluation in accounting for the differences between opening
and closing balance sheets. The Jjustification for the inclusion of combined
balance sheets under the general heading of consolidated accounts is analytical
usefulness. The two main purposes of this type of account are, firstly, as we
have indicated above, to ghow how the changes between opening and closing balance
sheets are accounted for by accumulation and revaluations and, secondly, to enable
a calculation of national wealth to be made. National wealth 1s the net worth

of all institutional sectors. The Accountg I 8 show opening and closing national
wealth and analyse the parts played respectively by accumulation and revaluations
in the change between the cpening and closing figures. The alternative
calculation of national wealth by adding together the non-financial agsets owned
by all institutional sectors and net c¢laims of regidents on the rest of the

world is not included an Accounts I 8, bub it could usefully be dasplayed as a

memorandum 1iem to the account.
2. Accounts VII

5.7 The Accounts VII T show for each institutional sector the revaluations of

its assets, non-financial and financial, and of its ligbilities. The revaluations
are analysed intc three main classes according to the scheme of classification of
revaluations given in table 3.2 above, and the account is completed by an eniry
for net worth, the revaluation of which is the combined result of the revaluation
of all assets and liabilities. It should be noted that no provision is made

for a further analysis of revaluations into the full classification of table 3.2.
This ig because for nearly =2ll the assets and liabilities gpecified the revalua-
tion under each main heading falls naturally into cne of the sub-categories of

the clagsgification. The exceptions arising from foreigh currency exchange rate
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changes and adjw 'meuts cauced by more complebe information are mentioned in the
noteg to the standed sccounts. If these are given in memorandum entries,

it should be possible to 1dentify each revaluation uneguivocally with each
detailed item of table 35.2.

5.8 Only the closirg balance skeet is displayed in the Accounts VII 8, as

the opening balance sheet will already have been given in the tabuiations

for the previous year. The amount of detgll specified for each institutiopal
sector folliows clogely that given in the Accounts III % of the SNA. It is
suggested in the noteg that alteynative wvaluationg should be given in memorandum
entries - the nominal values of liabilities and wvarious aslternatives for the

net equity of households on life insurance regerves and on pension fu ds.

In the latter case it should be noted that the alfernative valuations do

not usually refer to the whole value of the fund. Sums assured refer only

to death claims or claims arising onr maturity, annuities to those policiesg
providing for future income and surrender values to policies which carry the
right of gurrender; there is no right of surrender for many claims on life

insurance reserves and on pension funds.
C. The= standard tables

5.9 Of the four standard tables of annhex 5.3 all but one provide supporting
entries for the Accounts VIT 8, and the first two {tables 20 gnd 3C) support
the Accounts VII 7 as well.

5.10 Table 29 shows the perpetual inventory calculations by which the balance
sheet entries for non-financial assets ave arrived at. It details both the
opening and closing stocks of asgets at original cost and at current replace-
ment cost, with a column for accumulated revaluations to provide the link
hetwean the two valuations, and shows how the change during the year is account-
ed for by arcumzlation (entries on the cspital finance accounts) and by the
three main classes of revaluation. Since all the information reguired for

this table is egsential for the compilation of balance sheet entries, it should
present no particular difficulty. Separate tableg are needed for each
institutional sector.

5.11 Table 30 relates to financial asgets and liabilaties, and it has the
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same form as table 29 even though the balance sheet entries for finencial
claims are not necessarily arrived at by means of a perpetual inventory.

The informaticon needed for net acqulsitions of assets and for net incurrence
of liabllities Will already have been detailed in table Z4. 0Only one column
18 provided for revaluations since they are mainly caused by changes in market
prices, bubt, 1f revaluations due to changes in forelgn currency exchange rateg
and the cancellation of corporate securities on consclidation are important,
they could be accommodated in separated columns instead of appearing only

ag memorandum items. The table alsc provides for alternative valuations, at
cost of acquisition in the case of financial assets and at neminal value in
the cage of liabilities, with accumulated revaluations cnce again providing
the link wath current values. Separate tables are needed for each institutional
sector.

5.12 Table 31 provides the balance sheet counterpart to standard ftable oL

of the SWA on transactions in financial claims, and could well be given in
similar detail. In the compilation of balance gheete this table can act as

a worksheet for the balancing of the totals of each financisl claim identified

as assets and as Liabilities.

Annex 5.1 Coding of entries an standard accounts and
tables for revaluation accounts and balance sheets

5.13 The coding of entries in the standard accounts for revaluaticn accounts

and balance gheets follows on from the codeg allotted to transactors! accounts

22
and transactions in annex 8.1 of A Svstem of Naticnal Accounts. ™ any capibal

transactions walch appear in the revaluation accounts and balance sheets

are given the same numbers as in the earlier accounts of the system. Items
in the balance sheetg and revaluation accounts for financial claims are given
the same codes as the transactions in the same assets and liabilities [for

the capital finance acccunts. The systemsf coding is extended by codes for
two additiocnsl accounts and for the classification of non-financial assets
and types of revaluaticn.

5.3k Table 5.1 shows the codes of tThe two other accounts which are referred

to in revaluation accounts and balance sheets, and extends the system of

22/ Op. cit.
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coding by allotting codes to the revaluation accouni and the balance sheet.

Table 5.1 The codes for transactors® accounts

Account Code

Capital finance account

External transactions, all accounts
Revaluation sccount

Balance sghect

o =1 v

5.1% Table 5.2 detanrls those transactions which appear in the revaluataion
accounts and balance sheets, covers entrieg in revaluation accounts and
balsnce sheets for financial claims by repeating the codes for transacticns
in financial claxms and extends the coding to cover non-financial assets and

types of revaluation.

Table 5.2 The code for class and cabegories of entries

in revaluation accounts and balance sheets

2. Dispositaion of goods and services
2.5 TIncreasge n gtocks

2.5 Gross fixed capital formation
Value added
A.5 Consumption of fixed capital
/. Balancing items and transactions on capital account n.e.c. other fthan
financial claims
7.5 Purchaseg of intangible assets n.e.c., net
T.10 Net worth
Financial claims and transactions in financial claims: &. Financial assets;
5. Inabilities
8.0 Total holdings of financial assets/net acquisition of financisl assets
.0 Total lisbilities/net incurrence of liabilities
1
2

(&N

Gold
and 9.2 Currency and transferable deposits
8.2.1 and 9.2.1 In national currency
8.2.2 and 9.2.2 In foreign currency
3 ard 9.3 Other deposgits
8.5.1 and 9.3.1 In national currency
8.7.2 and 9.3.2 In foreign currency

Q0 QOO

Co
.
R
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Table 5.2 (continued) The codes for class and categories of entries in

revaluation accounts and balance sheets

10.

11.

12.

13.

b 9.4 Bille and bonds, short-term
5 and 9.5 Bonds, long-term
6 9.6 Corporate equity securities, including capital participations
J and 9.7 Short-term loans n.e.c.
& and 9.8 Iong-term loans n.e.c.
9 and 9.9 MNet equity of households on life winsurance reserves and on
pension funds
8.10 gnd 9.10 Net equity in quasi-corporate enterprises
8.11 and 9.11 Trade credit and advances
8.12 and 9.12 Other accounts receivable and payable
8.13 and 9.1% Other claims
Reproducible tangible assets
10.1 Fixed agsets
10.2 Stocks
10.3 Consumer durables
10.35.1 Furniture, fixtures, etc.
10.%.2 Major household appliances
10.3.3 Personal transport equipment
10.3.4  Other consumer durables
10.4 Military dursbles
Nop~reproducibie tangible assets
11.t land
11.2 Forests and plantations
11.3 BSubsoil assets
11.4 Water installations and fisheriesg
Non-financial intangible assets
12.1 Patents, trade marks and copyrights
12.2 Other
Revaluationg
15.1 Revaluations due to price changes
153.2 Adjustments
153.% Other net increases 1h value
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Annex 5.2 The standard accounts
List of standard accounts and nofes
Page
I. Consolidated Accounts for the Nation 79
Account 8. Opening and closing national balance sheets 79
VIT. Revaluation Accounts and Balsnce Sheets 80
A, Non-financiel enterprises, corporate and guasi-corporate 80
Account f. Revaluation account 80
Account 8. Closing balance sheetb 81
B. Financiel institutions 8o
Account 7. Revaluataion account 82
Account 8. Closing balapce sheet 83
C. General government 8k
Account 7. Revaluation account 8L
Account 8. (losing balance sheet 85
D. Private non-profit institutions serving households 86
Account 7. Revaluation account 86
Account 8. Closing balance sheet 86
k. Househeolds, including pravate unincorporated non-financisl &7
enterprises

Account T. Revaluation account 37
Account 8. Closing balance sheet 88

liotes to the Accounts VII 89
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I. CONSCLIDATED ACCOUNTS HOR THE NATTON

Account &.

Opening and closing national balance sgheets

8.0 PFinancial assets
i. Claimg on residents
ii. Claims on non-resgidents
13.2 Revaluations due to adjustments
.1%.3 Revaluations due to other net
iflecreases in value

$.10.1 Tixed assets 8.9.0 Opening liabilities
8.10.2 Stocks 1. Claimg of residents
£.10.3 Consumer durables ii., Claims of non-residents
8.10.4 Miiitary durables 8.7.10 Opening net werth
£.11.1 Land
8.11.2 Forests and plantations
8.11.3 Subsoil assets
8.11.4 Water installations and fisheries
8.12.0 Non-financial intangible assets
8.8.0 Opening financial assets
i. Claims on residents
1i. Claims on non-residents
Opening assets Opening liabilities and net worth
Opening assets
5.2.5 TIncrease in stocks 8.9.0 Opening liabilities
5.2.6  Cross fixzed capital formation 5.9.0 Net incurrence of liabilities
5.3.3 Legs Congumption of fixed i. Claims of residents
capital i1. Claims of non~regidents
5.7.5  Purchases of non-financigl in- 7.13.0 Revaluations of liabilities
tangible agsets from the rest 1. Claims of residents
of the world, net 1i. Claims of non-residents
5.8.0 Net acquisition of financial 8.7.10 Closing net worth
assets
i. {laims on regidents
il. Claime onh non-residents
T.15.1. Revaluaticas due to price
changes
10.0110L.0812.0 Non-financial
assetls

Closing assets

Cloging liabilities and net worth
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Account 8 {contiaved)

Opening and closing national balance sheetg

8.10.1 Fixed assets 8.9.0 Closing liabilities
8.10.2 Stocks i. Claims of residents
8.10.3 Consumer durables ii. Claims of nron-regidents
8.10.4 Miltikesry durables 8.7.10 Closing net worth
8.11.1 Iand
8.11.2 Forests and plantations
8.11.3 Subgoil assets
8.11.4 Water installations and
fisheries
8.12.¢ Non-financial inbangible assets
8.8.0 Closing financial assebs
i. Claims on regidents
ii. Claims on non-residents
Cloging assets Closing liabilities and neb worth
VII. RIEVALUATION ACCOUNTS AND BALANCE SHERTS
A. Non-Financial Enterprises, Corporate and Quegsi-Corpscrate
Account 7. Revaluation account
7.10.1 Fixed assets 7.9.5  Bonds, long-term
7.10.2  Stocks 7.9.6  Corporate equity securities
T.11.1 Land including capital participa-
7.11.2 Forests and plantations tions
T.11.3 Subsoil assets 7.9.10 Net eguity in guasi-corporste
T.11.k  Water installations and enterprises
figheries
7.12.0 Non-financial intangible asgets
7.8.1 Gold
7.8.5 Bonds, long-term
7.8.6 Corporate equity securities,
includang capital partici-
pations
7.8.10 HNet equity in quasi-corporate
enterprises
T.13.1 Revaluations due to price T.13.1 Revaluations due to price
changes changes
7.10.1 Faxed assetbs
7.13.2 Revaluations due toc adjustments
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Account 7 (continued) Revalustion account

7.10.1 Fixed assets (livestock)

T.11.2 Forests and plantations

T.11.3 Subsoll agsets

T.11.4 Water installations and
figheries

T.12.C0 HNon-finsncizl intangaible assets

7.8.6  Corporate equity securities,
including capital participa-
tions

T.13.% Revaluations due to other net

ihcreages in value

Corporate equity securitisg,
1ncluding capitsl particips-
tions

7.15.5 Revaluations due to other net
increages in value

7.7.10 Met worth

Total revaluations of assels

Total revaluations of 1iabi.ities and

_net worth

g balance gheet

Account 8. Closin
8.10.1  Fixed assets
of which:
i. TLeased to other resgidents
8.10.2 Stocks
8.11.1 Land
8.11.2 TForests and plantations
8.11.%  Subsoil asseis
8.11.4%  Water installationg and
fisheries
8.12.0  Non-financial intangible assets
8.8.1 fiold
g8.8.2 Currency and transferable
deposits
5.8.3 Other deposite
§.8.4 Bills and bonds, short-term
§.8.5 Bondg, Jong~term
8.8.6 Corporate equity securities,
includang capital particu-
paticons
8.5.7 loans n.e.c.
and
6.8.8
§.8.10 et equity 1n guasi-corporate
enterprises
i. In regident enterpricsos
1i. 1In ron-resident enterprisecs
8.8.11 Trade credit and advances
8.8.12  Obther financial asgsets
a 13

Assets

8.9.4%  Bills and bonds, short-term
8.9.5 Bonds, long-term
8.9.6 Corporate equity securities,
including capital participa-
tons
8.9.7 Short-term loans n.e.c.
3.9.8 Long-term loans n.e.c.
8.9.10 Net eguity in guasi-corporate
enterprises, assets of:
1. Resadents
ii. The resl of the world
3.9.11 Trade credit and advances
8.9.12 Other Liabilities
and 175
B.7.10  Net worth

|
!

it

TLiabilities



B/CN.%/398

Page B2
English
B. TFinancial Institutions
Account 7. Revaluation account
7.10.1 Fixed assets T.9.5 Bonds, long-term
T.10.2 Stocks 7.9.6 Corporate equity securitiesg,
7.11.0 MNon-reproducible tangible assets Includaing capital participations
T.12.0 MNon-financial intangible assets [7.9.9 Net equity of households cn lafe
7.8.1  Gold insurance regerves and onh pen-
7.8.5 Bonds, long-term sion funds
7.58.6 Corporate egulty securities, 7.9.10 Net equity 1n quasi-corporate
including capital partici- enterprises
pations
7.8.1C Net equity in quasi-corporate
enterprises
T.13.1 Revaluations dus to prace T.13.1 Revaluations due to price
changes changes
T7.10.1 Fixed assets
T.13.2 Revaluations due to
adjustments
7.12.0 HNon-financial intangible assets | 7.9.6 (orporate equity securities,
7.6.6 Corporate equity securities, including capital particips-
including capital partici- tions
pations
T.15.3 Revaluationg due to other net T.15.5 Revaluations due to other net

increases 1h value

increases 1in value

7.7.10 Net worth

Total revaluations of assets

Total revaluations of liabilities
and net worth
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Account 8. Closing balance sheet
8.10.1 TFaxed assets 8.9.2 Currency issued by the central
of which: bank and transferable deposits
i. Leased to other regidents 8.9.3  Other deposits
$.10.2 Stocks 8.9.4  Bills and bonds, short-term
8.11.0 HNon-reproducible tangible assets 3.9.5 RBondg, long-term
8.12.0 Non-financial intangible assets [8.9.6 Corporabte equity securities,
§.8.1  Gold ineluding capital partici-
8.8.2 Currency and transferable pations
deposits 3.9.7 Short-term loans n.e.c.
Of which by monetary ingtitubtions Of whaich by monetary institutions
iiability of: ey
i. Regident institutions i. Resident ingtitutions
1i. The rest of the world ii. The vest of the world
6.5.3  Other deposits 8.9.8 ILong-term loans n.e.c.
¢.8.4  Bills and bonds, short-term 8.9.9 let eguity of households on life
8.8.5 Bonds, long-term insurance reserves and on
8.8.6 Corporate equity securities, pensicn funds
wnciuding capitel partici- 8.9.10 Net eguity 1n quasi-corporate
pations enterprises, assets of:
8.8.7 Short-term loans n.e.c. i. Residents
1. of which by Lhe central 11. The rest of the world
bank, Lliability of the 8.9.11, Other liabilities
regt of the world 12 and
8.8.8 ILong-term loans n.e.c. 1%
£§.8.10 Net equity in guasi-corporate 8.7.10 Net worth
enterprises
1. In resadent enterprlses
ir. In non-regident enter-
prises
8.8.11, Cther financial assets
12 and
15
Assets Tiabilities and net worth
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C. General Goverament

Account 7. Eevaluation sccount

7.10.1 Taixed asssts 7.9.5 Bonds, long-term
T.10.2 Stocks
7.10.4 Military durables
T.11.)1 Land
7.11.2 TForests and plantations
T.11.5 Gubsoll assets
7.11.4 Water installationg and

fisherieg
T.12.0 Non-financial intangibles assets
7.8.1  Cold
7.8.5  Bonds, long-term
7.8.6 Corporate eguity securitaies,

ihcluding capital partici-

pations
7.8.10 Net equity in quasi-corporate

government enterpriseg
{.13.1 Revaluations due to price T.15.1 Revaluations dus to price
. changes changes
7.10.1 TFixed assets !
7.10.L Military durables i
T.13.2 TEevaluations due to

adjustments _
T.10.1 Fixed assets {Jivestock)
7.10.4 Military durables (expenditure)
{.11.2 TForests and planbations |
7.11.% Subsocil asggets
7.11.Y4 Figheries
(.12.0 DNon-financial intangible assets
7.13.% Revaluations due to other net

increasges in value

Total revaluations of asgets

E

707,10

e

Net worth

Total revaluations of laabilaties
and net worth
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C. {eoutinued) General Goverament

Aceount 8. Closing balance sheet

.10.1  Fixed assets 8. Currency 1issued by the
.10.2 Stocks : treasury and transferable
104 Miiitary durables | deposits

12,1 Tand

.11.2 TForests ard plantations
»11.5 Subsoil assets

.11.4 Water installations and

he
no

Cther depogits
B1lls and bondg, short-term
Bonds, long-term
short-term loans n.e.c.
fisheries Long-term lcans n.e.c.
2.0 WNon-financial intangible asgsets .9.11, Other liabilities
Gold 12 and
Currency and transferable 13
deposgite 8.7.10 Wet worth
Of which by central government,
liabilaty of:
1. Resgident institutions
11. Regt of the world
Other deposits
Bills and bonds, short-term
Bonds, long-term
0f which by central government,
liability of central government
Corporate equity securities,
including capital partaci-
pations
Short-term loans n.e.c.
Long-term loans n.e.c.
Wel equity in gvasi-corporate
government enterprises
.11 Other financial assets
12 and

15

00 —den N

oo Qo o [scResResiesRecRusNE ]
Co o Qoo o o
O AND NOND NOND

o (@3]
o Co o Qo oo o
o AT AN no =

jeson

o Qo o
o o

‘_.J

o]

Aszets Ingbilities aad net worth
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D. Praivate Non-Profat Institutions Serving Households
Account 7. Revaluation account

T7.10.1 TFixed assets
T.11.0 HNon=reproducible tangible gssets
7.12.0 Non-finahcial intangible agsetls
7.8.1 Gold
7.8.5 Bonds, long-term
7.8.6  Corporate equity securities,

including capital parti-

cipations
T-13.1 Revaluations due to price

changes
T.10.1 Fixed assels
T-15.2 Revaluations due to adjustments
T.12.0 Non-financial intangible asgehs
T.1%.% Revaluations due to other net

increases ln value

T.7.10

Net worth

Total revaluations of assets

Total vevaluations of liabilities
and net worth

5.

Acecount

Closing balance sheet

8.10.1 Fixed assets
8.11.0
8.12.0
8.8.1  Gold
8.8.2 ¢

deporibs
8.8.3  Other deposites
8.8.4%  Bills and bonds,
8.8.5 PBonds, long-term
8.8.6

pations
8.8.7, Other financial assets
8, 11
12 and
12

Non~reproducible tangible assets
Non-financigl intangible assebs

Currency and transferable

short-term

Corporate equity securities,
including capital partici-

8.9.7 Tcans n.e.c.

and 8§

8.9.11 Other liabilities
12 and

15

8.7.10 Net worth

Assets

TLiabil1tties and net worth
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L. Households, Including Private Unaincorporated Non-Financial Entevprises

Account 7. Revaluation account

=
@]

Fixed ascets

Stocks

Consumer durables

Tand

Yorests and plantations

Subgoil assets

Water installations and
figheries

Hon-fainancial intangible assets

Gold

Bonds, long-term

Corporate eguity securities,
including capital partici-
pations

Net equrty of households on
1ife insurance regerves and
on pension funds

7.8.10 Net equity wn guasi-corporate

private enterprises

= e
= OO
BN D B O

=] =3 -] =3 =] =3 =1 =1 =3 = =
no
(&

o o 0o 1
T

-3
o
O

T.13.1 Revaluastions due to price
changes

7.10.1 Fixed assets
7.10.3 Consumer durablesg

7.1%5.2 Revaltations due to

adjustments
7.10.1 TFixed agsets {(livestock)
7.10.% Consumer durables {expenditure)
7.11.2 Forests and plantations
T.11.3 Subsgoil assgets
T.11.4 Faigheries
T7.12.0 Non-financial inlangible sssets
7.15.%5 Revaluaticns due o othey
net increases in valve | ) }
T.7.10 Net worth
Total revaluaticns of assels Total revaluationsg of liabilities

and net worth
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8.8,
and

8.8.
8.6
5.8,
8.8.

and
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E. (continued) Households, Including Privete Unincorporated

Mon-Financial knterprises

Lccount 8. Closing balance sheet

1 Fixed agsetls
2 Stocks
3 Consumcr durables

1. Furniture, fixtures etc.

2. Magor household appliances
3. Pergonal transport equipment
4. Other consumer durables

Land

crests and plantaticns
Subsoll agsets
Water installations and

figheries

Non-financial intangible assets

Gold

= o e

<

Other deposits

Bills and bonds, short-term

Bonds, long-term

Corporate eguity securilies,
including capital partici-
pations

foans n.e.c.

D Qo0 =]

1nsurance reserves and on
pension funds

1¢  Wet equaity in quasi-corporatle
enterpriges

11 Trade credit and advancesg

12 Ofher financial assets

15

Agsets

Currency and transferable deposits

Net eguity of households on lafe

oo @
\DND N
00—
]_,_l

8.9.12
and 1%
8.7.10

Short-term loans n.e.c.

long-term loans n.e.c.

Trade credit and advances
1. Congumer debt

i1, Business debt

Other liabilities

Net worth

Inabilities and net worth
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Noteg to the Accounts VIT

a. EBntries in the gtandard accounts

5.16 The entries shown 1n the standard accounts for the Revaluation accounts
and Balance shecets are those thought most 1ikely to occcur in practice; they
follow those of the Capital finance accounte closgely. Several entries group
various 1tems under an omnibus heading (e.g. other financial assets): this
grouping is only for the display an the standard accounts, and does not imply
that infornation about the separate 1tems should not be collected.
5.17 MNo allowance has been made for the following factors in selecting the
entraes for the RevalwatTion accounts. Addrtional entraes may therafore be
NeCcessary.
(1) Revaluations due to changes in exchange rates
(ii) The use of the category "adjustments” for differences between
estimated revalualticns for a previcus period and the actual
revaluations established from later information (see paragraph
3.46).

b. Memorandum i1tems

5.18 Useful information would be conveyed by memorandum items in the following
three cases:

(i) In the Revaluation account, major revaluations which arise from
changes in foreigh currency exchange rates should be detalled under
the separate asset and liability headings.

(ii) In the Balance sheet, ilhe nominal (face) value of those liabilities
which are carried at market wvalue should be indicated.

{i11) In the Balance sheet for households, including private unincorvorated
non-financial enterpriges, the following three alternative
valuations of net equaibty of households on life insurance reserves
and on pension funds should be indicated. (a) sums assured under
claims payable ob maturity or on death, (b} future annuities and
(¢} surrender value. Care should be taken to include a surrender

value conly for thoge policieg which can in fact be surrendered.
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Table 29.

Table 30.

Teble 31.

Ankex 7.5 Supporting and supplementary tables

List of standard tables and notes

Opening and closing gtocks, net accumulation and
revaluations of non-financial assets

Opening and closing stocks, net acguisitrons and
incurrence, and revaluations of rinancial assgets
and liabilities

Financial claims outetanding analysed by the
sub-gectors of which they are assets and
liabilaties

Page

21

92

95



Table 29. Opening and closing stocks, net accumulation and revaluations of non-Tinaheial assetsy

Cpening Closing
stock During year stock
Type of asset Origanalipccumnlated | Current | Net ac- Revaluations Original | Accumulated | Current
cost revalua- values | cumula- cost revalua- value
tions taon 2/ Prace Adjust- | Cther net tions
Code changes ments increases
(1) (2) {3} () (5) (6) (1) 8 (g (10) (1)
10.1 1 Residentinl buildings
10.1 2 Non-residentzal buildings
10.1 3 Other construction works
10.1.k Transport sgurpment
10.1.5.1 Agricultural machinery and equipment
10.1.5 2 Other machainery and equipment
10.1.6 Lavestock
10.1 Reproducable fixed tangible assets
10 3.1 Furpature, fixtures, ete
10 3.2 Magjor household appliances
o33 Personal transport equipment
W34 Other
0.3 Consumer durables
10.4 Military durables
10.2.1 Goods producing industraes
10.2.2 Wholegale and retail trade
1¢.2.5 Oiher andustries
10.2.4 Stocks of govermment services
10.2 Stocks
111 Tand
11 2 Forcests and plantations
1.3 Subso1l assets
1t b Water instaliations and fisheries
110 Won-reproducible tangible assets
12 1 Patents, trade marks and copyraghts
iz 2 Other _
2 ¢ Non-financial intangible assets
1/ A separa 2 tabie 15 required Tor each institutzonal sector, speeifying only those 1fems that are relevant.
;j Weo accarulaotion covers all relcvant centries on the capital finance account, 1.e. gross fixed capital formetion less consumption of fixed capital,
1ncreasce 1n stocks, net purchases of land and of i1ntangible asszets. 5 v
Ba o
oA
g
B~
N
g




26 e9ed

QbC/ C N/ d

/

-+ 30 Doendng ana closing sbocks, net acguisinicns, n2t locurrence and revsluations of financial assets and liabilities™

-3
Do)

UsTTuN

Assgls Ziabilities

Openiag ( Busding Closing Opening During Closing
stock year stock stock year stock

;

Type of ssset/liability®

Cost of

Accumulated

revaluations
Nopinai {face}
value
revaluations
Current

et incurrence
Revaluations
Nominal {face)
value
revalnations

revaluations
value

acgquisiticon
Accumslated
Current
value
acquigitions
Revaluations
Cost of
geguisition
Accumulated
Accumalated

et
Current

value
Current
value

Item

~~
=
o
—
no
et

(3) (W) (55 (6] (7} (&) (9

Geold

Currency and transferable deposits

Other deposits

Bills and bonds, short-term

Bonds, long-term

Corporate equity securitiesg,
including capital participations

Short-term loans n.e.c.

Iong-term loans n.e.c.

Net eguity of households on life
insurahce reserves ahkd ol pension
funds

Net equity in quasi-corporate
enterprises

11 Trade credit and advances

12 QOther accounts receivable and

payable

13 Other

o
=
(=]

S

{11} (14,

i
1t
)
et
Eamn
[
=2
N

{17)

Py
—
n

S

——
[

AN

O] Ovan oo

]
o

Total

4/ Separate tables are required for each institutional sector and for each sub-sector of the financial institutions sector.
2/ The detail in which the claims are shown should be adapted to the institutional sector or sub-sector to which the table refers.

Furtner detail than is shown may be specified ss required. Table 24 in Annex 8.7 of A System of Nationsl Accounts
provides an example. =
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Table %2, ZFlnancial claims sutsbtandang analysed by the sub-scetors™ which ihey are assets and liaopili ties

; Financial assebs of: Liabala-
i ties of
[Thr Private non- Goneral government Financial wngtitutions Non-financial Column 1
‘Té:: House-'profit ans- corporate and %/ Lhrough
ofutne holds (titlutaons Socisl State and | Conbral cher Insurance |Other Central | quesi-corpo~ Total Type of claim 12 1n
orld ServVLINg security iocal govern-| finan- companles monetary bank rate enter- respect
households Tunds government | ment caal and pern- 1nstrtu- prises of finan-
inglatu- gion funds | taons clel assobs
t1ons
{12) (11) {10) {2) o) (1) (&) (5) iy (3) (2] (1) i Ttem
5. A1l (nataonal and foreign} financral assets and liabilities
1 Geld
2 Currency and trensfer=
able deposits
3 Other deposibs
% Bill. and bonds, short-
term
5 Bonds, long-term
6 corporate equaty secu-
rities, iheluding
capital participa-
tions
7 Short-term loans n.e.c.
8 Tong-term loans n.e.c.
g Net eguity of households

on lzfe rnsurasnce
regerves and On pension
funds

10 Net equaty in guasi-
corporate enterprases

11 Trade credit and
advarnces

12  Other accounts rceeivable
and payable

13 Other

Total

b Foreign financaal assets and liabilitics

1 Gola
2-4  Currency depositrs and
short-term bi1lls and
bonds
1 Inlernaticnal
reserves or
offsets
11. Obther claims
5-1% Other financial agsets
or liabililies
1 International
rEEerves or
offsets
11. Other claims

TET LI
6 afrg

Frrther desa1ll of £.9-zeator or 0 de =or o ercditor may be specilied as an Table 2l an Annex 8 3 of A System of Mataonal Accounts.

1
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