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Chapter 17: Cross-cutting and other special issues

Part 1: The treatment of insurance

A. Introduction

17.1 At its simplest, an insurance policy is an agreement between an
insurance corporation and another institutional unit, called the policyholder.
Under the agreement, the policyholder makes a payment (a premium) to the
insurance corporation and, if or when a specified event occurs, the insurance
corporation makes a payment (claim) to the policyholder. In this way, the
policyholder protects itself against certain forms of risk; by pooling the risks
the insurance corporation aims to receive more from the receipt of premiums
than it has to pay out as claims. However, simply recording the actual
premiums and claims paid in the accounts of the SNA would not reflect the
links between premiums and claims. Instead, some actual transactions are
partitioned and others are imputed in order to bring out the underlying

economic processes actually taking place.

17.2 The most common form of insurance is called direct insurance whereby
the policy is issued by an insurance corporation to another type of
institutional unit but an important form of insurance is provided by one
insurance corporation to another insurance corporation. This sort of

insurance 1is called reinsurance.

17.3 This part of chapter 17 is concerned with direct insurance and
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reinsurance. It attempts to bring together all the entries in the accounts
connected with insurance and explain their interconnection. Part 2 deals

with pension and non-pension benefits under social insurance schemes.

17.4 Defining some of the terms peculiar to the insurance industry is a
helpful preliminary to further discussion. For direct insurance, the term
premiums is used for payment to the insurance corporation; payments by the
Insurance corporation are called claims in the case of non-life policies and
benefits in the case of life policies. The actual premium is the amount
payable to the direct insurer or reinsurer to secure insurance cover for a
specific event over a stated time period. Actual premiums are measured by
the amounts payable after all allowances, discounts or bonuses are taken
into account. Cover is frequently provided for one year at a time with the
premium due to be paid at the outset though cover may be provided for
shorter(or longer) periods and the premium may be payable in instalments,

for example monthly.

17.5 The premium earned is the part of the actual premium that relates to
cover provided in the accounting period. For example, if an annual policy
with a premium of 120 units comes into force on April 1 and accounts are
being prepared for a calendar year, the premium earned in the calendar year
is 90. The unearned premium is the amount of the actual premium received
that relates to the period past the accounting point. In the example just
given, at the end of the accounting period there will be an unearned premium
of 30, intended to provide cover for the first three months of the next year. A
claim (benefit) is the amount payable to the policyholder by the direct insurer

or reinsurer in respect of an event covered by the policy occurring in the
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period for which the policy is valid. Claims generally become due when the
event occurs, even if the payment is made some time later. (The exception to
the general rule is described in section C.) Claims that become due are
described as claims incurred. In some contested cases the delay between the
occurrence of the event giving rise to the claim and the settlement of the
claim may be several years. Claims outstanding cover claims that have not
been reported, have been reported but are not yet settled or have been both

reported and settled but not yet paid.

1. Direct insurance

17.6 There are two types of direct insurance, life and non-life insurance. Life
Insurance is an activity whereby a policyholder makes regular payments to
an Insurer in return for which the insurer guarantees to provide the
policyholder (or in some cases another nominated person) with an agreed
sum, or an annuity, at a given date or earlier if the policyholder dies
beforehand. The sum payable under the policy (benefit) may be fixed or may
vary to reflect the income earned from the investment of premiums during
the period for which the policy operates. For policies with varying returns,
the terms “with-profits” life insurance or endowment policy are generally
used. Although the date and sum may be variable, a claim is always paid in
respect of a life policy. Non-life insurance is an activity similar to life
Insurance except that it covers all other risks, accidents, sickness, fire, etc. A
policy that provides a benefit in the case of death within a given period but in
no other circumstances, usually called term insurance, is regarded as non-life
insurance because, as with other non-life insurance, a claim is payable only if

a specified contingency occurs and not otherwise. In practice, because of the
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way in which insurance corporations keep their accounts, it may not always
be possible to separate term insurance from other life insurance. In these
circumstances, term insurance may have to be treated in the same way as life

insurance for purely practical reasons.

17.7 What life and non-life insurance have in common is that they both
involve spreading risk. Insurers receive many (relatively) small regular
payments of premiums from policyholders and pay much larger sums to
claimants when the contingencies covered by the policy occur. For non-life
insurance, the risks are spread over the whole population that takes out the
insurance policies. For example, an insurance corporation determines the
premiums charged for vehicle insurance in a year by relating them to the
amount of claims it expects to pay on vehicle insurance in the same year.
Typically, the number of claimants is much smaller than the number of
policyholders. For an individual non-life policyholder there is no relationship
between the premiums paid and the claims received, even in the long run,
but the insurance corporation establishes such a relationship for every class
of non-life insurance on a yearly basis. For life insurance, a relationship
between premiums and claims over time is important both to the
policyholders and to the insurance corporation. For someone taking out a life
policy, the benefits to be received are expected to be at least as great as the
premiums paid up until the benefit is due and can be seen as a form of
saving. The insurance corporation must combine this aspect of a single policy
with the actuarial calculations about the insured population concerning life
expectancy (including the risks of fatal accidents) when determining the
relationship between the levels of premiums and benefits. Further, in the

interval between the receipt of premiums and the payment of benefits, the
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insurance corporation earns income from investing the premiums received.
This income also affects the levels of premiums and benefits set by the

Insurance corporations.

17.8 Despite the similarity of the activity of life and non-life insurance, there
are significant differences between them that lead to different types of
entries in the accounts of the SNA. Non-life insurance consists of
redistribution in the current period between all policyholders and a few
claimants. Life insurance mainly redistributes premiums paid over a period
of time as benefits paid later to the same policyholder. Essentially life
insurance premiums and benefits are financial transactions and not current

transactions.

17.9 One way in which a regular income stream can be obtained in return for
an upfront payment of a lump sum is via an annuity. Annuities are usually
offered by life insurance corporations and so a discussion of the recording for

annuities in the SNA is given at the end of this part.

2. Reinsurance

17.10 Just as an individual institutional unit protects itself against the
financial consequences of loss or damage, so an insurance corporation may
also protect itself against an unexpectedly large number of claims, or
exceptionally heavy claims, by taking out a reinsurance policy with another
insurance corporation. All insurance corporations may take out some form of
reinsurance but there tend to be a few large corporations that specialize in

1ssuing reinsurance policies. Because these corporations are concentrated in
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a few financial centres, many of the flows associated with reinsurance
involve transactions with the rest of the world. It is common for reinsurers to
take out reinsurance policies with other insurance corporations to spread

their risks further. This sort of reinsurance is called retrocession.

17.11 Reinsurance policies are most common for non-life policies but may
also apply to life insurance policies. There are two types of reinsurance,
proportionate reinsurance and excess of loss reinsurance. Under a
proportionate reinsurance contract, the reinsurer accepts an agreed
proportion of the risks; this proportion of the premiums is “ceded” to the
reinsurer who then meets the same proportion of the claims. In this case, any
reinsurance commission paid by the reinsurer to the policyholder (either a
direct insurer or another reinsurer) is treated as a reduction in reinsurance
premiums payable. In excess of loss reinsurance, the reinsurer undertakes to
pay all losses over a given threshold. If there are no or few claims above the
threshold, the reinsurer may pass a share of his profits to the direct insurer.
By convention, profit-sharing is treated as a current transfer from the

reinsurer to the direct insurer in a way similar to the payment of claims.

3. The units involved

17.12 The institutional units involved in direct insurance and reinsurance
are pre-eminently insurance corporations. In principle it is possible for
another type of enterprise to carry out insurance as a pre-eminently activity,
but usually the legal regulations surrounding the conduct of insurance mean
that a separate set of accounts covering all aspects of the insurance activity

must be kept; thus in the SNA a separate institutional unit, classified to the
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insurance corporations and pension funds subsector, is identifiable.
Sometimes government may conduct other insurance activities, but again it
is likely that a separate unit can be identified. Having noted that
exceptionally other sectors may be involved, in what follows it is assumed
that all insurance is carried out by insurance corporations, either resident or

non-resident.
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B. Output of direct insurance

17.13 Under a non-life insurance policy, the insurance company accepts a
premium from a client and holds it until a claim is made or the period of the
insurance expires. In the meantime, the insurance company invests the
premium and the investment income is an extra source of funds from which
to meet any claim due. The investment income represents income foregone by
the client and so is treated as an implicit supplement to the actual premium.
The insurance company sets the level of the actual premiums to be such that
the sum of the actual premiums plus the investment income earned on them
less the expected claim will leave a margin that the insurance company can
retain; this margin represents the output of the insurance company. Within
the SNA, the output of the insurance industry is determined in a manner
intended to mimic the premium setting policies of the insurance
corporations. To that end, four separate items need to be defined. These are
premiums earned, premium supplements, claims (or benefits) incurred and
reserves. Each of these is discussed in turn before discussing the
measurement of output for direct non-life insurance, direct life insurance and

reinsurance respectively.
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1. Premiums earned

17.14 As explained in section A, an important distinction is made between
actual premiums, which are payable for cover in a given period and
premiums earned that are the proportion of actual premiums, relating to the
accounting period in question rather than to the period covered by the

insurance policy.

2. Premium supplements

17.15 For life insurance in particular, but also to a lesser extent for non-life
insurance, the total amount of claims payable in a given period often exceeds
the premiums receivable. The insurance corporation can accept this because
the contingencies covered by the policies do not occur, even for the whole
population covered, at the same time as the premiums are paid. Premiums
are usually paid regularly, often at the start of an insurance period, whereas
claims fall due later, in the case of life insurance often many years later. In
the time between the premium being paid and the claim being payable, the
sum involved is at the disposal of the insurance corporation to invest and
earn income from it. These amounts are called reserves. The income earned
on the reserves allows the insurance corporations to charge lower premiums
than would be the case otherwise. An adequate measure of the service
provided must take account of the size of this income as well as the relative

size of premiums and claims.

17.16 The income concerned comes from the investment of the reserves of the

Insurance corporations, which represent liabilities towards the policyholders.
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For non-life insurance, even though a premium may be payable at the start of
a period of cover, the premiums are only earned on a continuous basis as the
period passes. At any point before the end of the cover, the insurance
corporation holds an amount due to the policyholder relating to services and
possible claims to be provided in the future. This is a form of credit extended
by the policyholder to the insurance corporation described as unearned
premiums. Similarly, although claims become due for payment by the
insurance corporation when the contingency specified in the policy
eventuates, they may not be actually payable until some time later, often
because of negotiation about the amounts due. This is another similar form of

credit, described as reserves against claims outstanding.

17.17 Similar reserves exist for life insurance but in addition there are two
other elements of insurance reserves, actuarial reserves for life insurance
and reserves for with-profit insurance. They represent amounts set aside for
payments of benefits in future. Usually the reserves are invested in financial
assets and the income is in the form of investment income (interest and
dividends). Sometimes, however, they may be used to generate net operating
surplus either in a separate establishment or as a secondary activity. The

most common example is from real estate.

17.18 It 1s common with life insurance policies for amounts to be explicitly
attributed by the insurance corporation to the policyholders in each year.
These sums are often described as bonuses. The sums involved are not
actually paid to the policyholders but the liabilities of the insurance
corporation towards the policyholders increase by this amount. This amount

1s shown as investment income attributed to the policyholders. The fact that
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some of it may derive from holding gains does not change this designation; as
far as the policyholders are concerned it is the return for making the
financial asset available to the insurance corporation. In addition, all the
income from the investment of non-life reserves and any excess of income
from the investment of life reserves over any amounts explicitly attributed to
the policyholders, are shown as investment income attributed to

policyholders, regardless of the source of the income.

17.19 All investment income attributed to policyholders, whether explicitly
by the insurance corporation or implicitly within the SNA, is shown as
payable to the policyholders in the distribution of primary income account.
For non-life insurance, the same amount is then repaid to the insurance
corporation as premium supplements in the secondary distribution of income
account. For life insurance, premiums and premium supplements as well as

benefits are shown in the financial account.

17.20 For direct non-life insurance, the investment income attributed to the
policyholders should, in principle, be made according to the proportion of
reserves attributed to the different classes of insurance and policyholders. In
practice, the usual method is to distribute the investment income in
proportion to the actual premiums payable. For direct life insurance, all
policyholders are individuals and so the investment income is attributed to

households (possibly including some non-resident households).

3. Claims and benefits

Non-life insurance claims
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17.21 The level of claims made on non-life insurance policies varies from year
to year and there may be exceptional events that cause a particularly high
level of claims. However, the concept of insurance service is the service of
providing cover against risk; production occurs continuously and not simply
when the risk occurs. As such, its measurement should not be affected by the
volatility of the occurrence of the risk. Neither the volume nor the price of
insurance services is directly affected by the volatility of claims. The
Insurance company sets the level of premiums on the basis of its own
estimation of the likelihood of claims. For this reason, the formula used in
the SNA for the calculation of output should use not actual claims but a
figure based on past experience and future expectations. The term “adjusted
claims” is used to describe the level of claims used in determining the value

of output.

17.22 The figure for adjusted claims may be derived statistically in an
expectations approach based on previous experience of the level of claims. In
considering the past history of claims payable, however, allowance must be
made for the share of these claims that are met under the terms of the direct
insurer’s reinsurance policy (if any). For example, when the direct insurer
has an excess of loss reinsurance, he sets the level of premiums to cover
losses up to the maximum loss covered by his reinsurance policy plus the
reinsurance premium he must pay. Under a proportionate reinsurance
policy, he sets his premiums to cover the proportion of claims he has to pay

plus the reinsurance premium.

17.23 Alternatively, an approach using information from the accounts of the
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insurance corporation may be adopted. These may include an equalization
provision, which is an adjustment to reflect the variations in claims from one
year to another. Whichever method is used, therefore, the adjusted claim

figure approximates the expected level of claims.

Life insurance benefits

17.24 Life insurance benefits are the amounts payable under the policy in the
accounting period in question. No adjustment for unexpected volatility is

necessary in the case of life insurance.

4. Reserves

17.25 The concept of reserves used in the formula for deriving the value of
insurance output corresponds to the definition of non-life insurance technical
reserves and life insurance and annuities entitlements as defined in chapter
13. These cover provisions for unearned premiums, for unexpired risks,
claims outstanding and reserves for bonuses and rebates, the latter applying
in the main to life insurance only. The coverage of unearned premiums and

claims outstanding is given in section A.

5. Defining insurance output

Non-life insurance

17.26 The output of the insurance corporation represents the service

provided to the policyholders. The output of direct non-life insurance is based
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on the principle of adding premiums and premium supplements and

deducting adjusted claims incurred.

17.27 If an expectations approach is being used, the formula to calculate

output takes the following form:

Actual premiums earned;

plus premium supplements;

minus adjusted claims incurred;

where adjusted claims are estimated from past experience. In such a case,
conceptually premium supplements should also be estimated on the basis of
past experience. However, since premium supplements are less volatile than
claims, in practice no such adjustment may be necessary. If a statistical basis
is to be used for estimating output, it is advisable to use information broken
down by “line of business”, that is for motor insurance, buildings insurance,

etc. separately.

17.28 Alternatively, an accounting approach may be used whereby output is

calculated as:

Actual premiums earned;

plus premium supplements;
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minus adjusted claims incurred;

where adjusted claims are determined by using claims due plus the changes

in equalization provisions and, if necessary, changes to own funds.

17.29 If the necessary accounting data are not available and the historical
statistical data are not sufficient to allow reasonable average estimates of
output to be made, the output of non-life insurance may be estimated as the
sum of costs (including intermediate costs, labour and capital costs) plus an
allowance for “normal profit”. However, since any reasonable estimate for
“normal profit” is likely to involve expected claims, this option is hardly

different from the expectations approach.

Life insurance

17.30 The output of direct life insurance is calculated separately

as-:

Actual premiums earned;

plus premium supplements;

minus benefits due;

minus increases (plus decreases) in actuarial reserves and reserves for

with-profits insurance.
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17.31 If adequate data are not available for the calculation of life insurance
according to this formula, an approach based on the sum of costs, similar to
that described for non-life insurance, may be used. As for non-life insurance,

an allowance for normal profits must be included.

Reinsurance

17.32 The formula to calculate the output of reinsurance services is exactly
analogous to those for direct insurance. However, because the primary
motivation of reinsurance is to limit the direct insurer’s exposure to risk, a
reinsurer deals with exceptionally large claims as a matter of normal
business. For this reason, and because the market for reinsurance 1s
concentrated in relatively few large firms worldwide, it is less likely that the
reinsurer will experience an unexpectedly large loss than a direct insurer

does, especially in the case of excess of loss reinsurance.

17.33 The output of reinsurance is measured in a way similar to that for
direct non-life insurance. However, there are some payments peculiar to
reinsurance. These are commissions payable to the direct insurer under
proportionate reinsurance and profit sharing in excess of loss reinsurance.
Once these are taken into account the output of reinsurance can be

calculated as:

Total actual premiums earned less commissions payable;

plus premium supplements;
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minus both adjusted claims incurred and profit sharing.

v TR ORI & RSB

C. All the transactions associated with non-life insurance

17.34 This section describes the full set of entries needed in the accounts to
record all the implications of a non-life insurance policy. Policies may be
taken out by corporations, government units, NPISHs, households and units
in the rest of the world. However, when a policy taken out by a member of a
household qualifies as social insurance, the entries required are as described

in part 2 of this chapter on social insurance and not as described here.

1. Net premiums and consumption of insurance services

17.35 The actual premiums payable and the premium supplements are
shown in the SNA divided between two types of transactions. The first is the
value of the output of insurance, which is shown as either consumption or
export of insurance services. The second is net premiums earned by the
insurance corporations. Net premiums are defined as actual premiums plus
premium supplements less the insurance service charge payable by the
policyholders. Because of the way in which the value of the service output is
defined, net premiums for non-life insurance are equal in total to adjusted,
and not actual, claims. Any variation between adjusted and actual claims
represents a transfer between the policyholders and the insurance
corporation. Over time, a transfer in one direction is offset by one in the

other.

17.36 Insurance services are consumed by those sectors (and the rest of the
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world) that pay premiums. Estimates of the value of consumption by sector
are usually made by allocating the total value of the service in proportion to
the actual premiums payable. Estimates of net premiums are then made by
deducting the consumption of services from the total actual premiums
payable plus the value of the premium supplements. (Because premium
supplements are also allocated in proportion to actual premiums, the net
premiums are also in effect allocated in the same proportions as the actual

premiums.)

2. Recording non-life insurance claims

17.37 The time of recording claims incurred is generally in the period in
which the event to which the claim relates took place. This principle is
applied even when, in the case of disputed claims, the settlement may take
place years after the event concerned. An exception is made in cases where
the possibility of making a claim is recognized only long after the event has
happened. For example, an important series of claims were recognized only
when exposure to asbestos was established as a cause of serious illness and
was judged to give rise to claims under an insurance policy valid at the time
of the exposure. In such cases the claim is recorded at the time that the
Iinsurance company accepts the liability. This may not be the same time as

when the size of the claim is agreed on or when the claim is paid.

17.38 Because the formula for output uses adjusted claims and not actual
claims, only when the actual claims happen to be the same value as expected
claims will net premiums and claims be equal in a given period. They should

however be approximately equal over a period of years excluding a year in
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which a disaster is recorded.

17.39 Claims are normally recorded as current transfers payable by the
Iinsurance corporation to the policyholder. In some circumstances, an
insurance corporation may set the level of premiums so low that they are not
expected to cover costs and the predicted level of claims. This may happen
when the surplus from one line of business, for example home insurance, is
being used to cross-subsidise another line of business, for example, vehicle

insurance.

17.40 There is one case where claims may be recorded as capital transfers
rather than current transfers and that is in the wake of a major catastrophe.
The criteria for when the effects of a catastrophe should be treated like this
must be determined according to national circumstances but these may
involve the number of policyholders affected and the amount of the damage
done. The rationale for recording the claims as capital transfers in this case
comes from the fact that many of the claims will relate to destruction or
serious damage to assets such as dwellings, buildings and structures.
Damage corresponding to a normal level of claims is covered by, for example,
consumption of fixed capital or losses from inventories. These losses are thus
captured as current expenditure elsewhere in the system. However, major
losses in the wake of a catastrophe are recorded as the result of unforeseen
events in the other changes in assets accounts and omitted from current
expenditures. The recommendation is thus to record claims as current or

capital transfers analogously.

17.41 It is recommended that following a catastrophe, the total value of the
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claims related to the catastrophe should be recorded as a capital transfer
from the insurance corporation to the policyholders. Information on the level
of claims to be met under insurance policies should be obtained from the
insurance industry. If the insurance industry cannot provide this
information, one approach to estimating the level of the catastrophe-related
claims is to take the difference between the adjusted claims and the actual

claims in the period of the catastrophe.

17.42 A consequence of recording such claims as capital transfers means that
the disposable income of households and other policyholders does not
increase counter-intuitively as would be the case if the claims were recorded,
as normal, as current transfers. The net worth of the policyholders will show
the effects of both the destruction of assets (as an other volume change) and
an increase (initially) in financial assets from the capital transfers. This
recording is consistent with the recording of assistance by government of an
NPISH to cover some or all of the costs of repairing or replacing the assets of

those affected by the catastrophe who are not covered by an insurance policy.

3. Insurance services provided to and from the rest of the world

17.43 Resident insurance corporations frequently provide insurance cover to
households and enterprises in the rest of the world, and resident households
and enterprises may purchase cover from insurance corporations in the rest
of the world. The investment income attributed by resident insurance
corporations to policyholders includes an allocation to policyholders in the
rest of the world. These non-resident policyholders then also pay premium

supplements to the resident insurance corporation. This information should
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be available for resident insurers and should be included in the rest of the

world account.

17.44 Similar considerations also apply to the treatment of resident
enterprises and households taking out policies with non-resident insurers.
They receive imputed investment income from abroad and pay premiums
and supplements to abroad. Estimation of the size of these flows is more
difficult, especially when there is no resident insurer of the same type
against which to make comparisons. However, very often the country
providing the service will be known and it may be possible to use counterpart
data to make estimates for the national economy. The level of transactions by
residents should be known and the ratio of premium supplements to actual
premiums in the economy providing the services could be used to estimate

the investment income receivable and premium supplements payable.

4. The accounting entries

17.45 Altogether six pairs of transactions need to be recorded in respect of
non-life insurance that is not part of social insurance; two pairs relating to
the measurement of the production and consumption of the insurance
service, three pairs relating to redistribution and one in the financial
account. Under exceptional circumstances, a seventh transaction relating to
redistribution may be recorded in the capital account. The value of the output
of the activity, the investment income to be attributed to the policyholders
and the value of the service charge are calculated specifically for other

non-life insurance in the manner described above.
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17.46 The production and consumption transactions are as follows:

a. Since all such activity by resident institutional units is undertaken by
insurance corporations, the output is recorded in the production account of

insurance corporations;

b. The service may be consumed by any of the sectors of the economy or by
the rest of the world; the value of the service is payable to insurance
corporations. Payments by non-financial corporations, financial corporations,
general government or non-profit institutions constitute intermediate
consumption, recorded in their production account. Insurance clearly
associated with the productive activity of a household unincorporated
enterprise is also recorded as intermediate consumption in the production
account of households. Other insurance payments by households are part of
final consumption expenditure, recorded in the use of income account.
Payments by the rest of the world are recorded as exports in the external

account of goods and services.

Table 17.1:Accounts for non-life insurance — uses

Uses
Insurance Other Total
Corporations corporations Households sectors economy
Production account
Intermediate consumption 1.0 3.0 4.0
Output
Allocation of primary income account
Investment income attributable to non-life insurance policy holders 6.0 6.0
Secondary distribution of income account
Net non-life insurance premiums 8.0 31.0 6.0 45.0
Non-life insurance claims 45.0 45.0
Use of income account
Final consumption expenditure 0.0 2.0 0.0 2.0
Financial account
Non-life insurance technical reserves 0.0 3.0 0.0 3.0
of which unearned premiums 0.0 1.0 0.0 1.0
claims outstanding 0.0 2.0 0.0 2.0
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BRBERS . —AREUF, EEIEERIHRICL D, £ 5 Liesdbvnid, AEBEIC
RLER S D TR & 72 D, SERIIRE N D A pETEE) & IREICBIE L TV 5 iR
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Table 17.1: JEEMRBROEE — &

L

VNG PRt Fit Z OO [EIREFF
APERE
RRREE 1.0 3.0 4.0
PEH
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RILV MRS 0.0 2.0 0.0 2.0
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17.4'7 The redistributive transactions cover investment income attributed to
policyholders in respect of non-life insurance, net non-life insurance

premiums, and insurance claims:

a. Investment income attributed to policyholders in respect of non-life
insurance is recorded as payable by insurance corporations. It is recorded as
receivable by all sectors and the rest of the world. Both payables and

receivables are recorded in the allocation of primary income account.

b. Net non-life insurance premiums are calculated as premiums earned plus
premium supplements (equal to the investment income attributed to
policyholders) less the value of the services consumed. These net premiums
are payable by all sectors of the economy or the rest of the world and

receivable by insurance corporations.

c. Insurance claims incurred are payable by insurance corporations and
receivable by all sectors of the economy and the rest of the world. Both net
premiums and claims are recorded in the secondary distribution of income

account.

d. If some claims are to be treated as capital rather than current transfers,
these are recorded in the capital account as payable to policyholders by

Insurance corporations.

17.48 Net non-life insurance premiums should be recorded on the basis of the
amounts due to obtain cover in the period of account, not the amounts

actually paid in the period. Insurance claims should be recorded as payable
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FEAEAMOREEL, PREREDE £ D,
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on the date of the event concerned occurred, except in the type of case
described above when the claim is recorded when the insurance company
accepts that a liability exists. An entry in the financial account records any
difference between premiums payable and premiums earned and claims due

and claims payable.

17.49 By convention, unearned premiums and reserves against outstanding
claims are shown as a change in liabilities of insurance corporation (with a
negative sign if necessary) and a change in assets of all sectors and the rest of
the world.

17.50 An example of these flows is shown in table 17.1.

T ANDIHS AR ek S N D X O el & b < el E DA T

SCEAPRIRE & BERGBRPRIREL & DFESy | SCHAEH OFEAE LT RBR G & SRR @ D
oy RLERT Do
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1750 b0 7a—of% ., F17.112757,

D. All the transactions associated with life insurance

17.51 This section describes the way in which recording of the entries for life
insurance differs from non-life insurance. As for non-life insurance, but more
significantly in practice, a life policy that qualifies as social insurance is
recorded not as described here but as described in part 2 of the chapter. The
major difference between a normal life insurance policy and one qualifying as
social insurance is that under the former, the benefits from the policy are
treated as mainly rundowns of wealth, recorded in the financial account. For
a policy qualifying as social insurance, the benefits (pensions) are recorded as
income in the secondary distribution of income account. The reason for the
different treatment is that an individual policy other than social insurance is
entered into entirely on the initiative of the policyholder. Policies that qualify

as social insurance reflect the intervention of a third party, usually the
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government or the employer, to encourage or oblige the policyholder to make
provision for income in retirement. Distinguishing all payments made under
social insurance schemes, including those coming from qualifying individual
policies, shows how far social policies to ensure income in retirement are

successful.

Table 17.1 (cont):Accounts for non-life insurance — resources

Resources
Total
economy

Other
sectors

Insurance

Corporations corporations Households

Production account
Intermediate consumption

Output 6.0 6.0

Allocation of primary income account
Investment income attributable to non-life insurance policy holders 5.0 1.0 6.0

Secondary distribution of income account
45.0

45.0

Net non-life insurance premiums 45.0

Non-life insurance claims 6.0 35.0 4.0

Use of income account
Final consumption expenditure

Financial account

Non-life insurance technical reserves 3.0 3.0
of which unearned premiums 1.0 1.0
claims outstanding 2.0 2.0

17.52 The holder of a life insurance policy is always an individual. (If a
company takes out an insurance policy on the life of an employee, this should
be treated as term insurance and therefore as non-life insurance in the SNA.)
Life insurance transactions therefore take place only between insurance
corporations and households, resident and non-resident. The production of
the insurance services is matched by the value of the services consumed by
households as part of final consumption expenditure and exports. The
Investment income attributed to insurance policyholders is treated as
premium supplements. However, premiums and claims are not shown

separately in the case of life insurance and are not treated as current

D5, BURIEFEIL, RBEAOE ISR OO 22325 X512, #o7-v
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Y | IRIAE OFTS ERAET D 72O DERBORA ED < BT L TV D 22035570
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i
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1 LI E
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transfers. Rather they constitute components of a net transaction recorded in
the financial account, the financial asset involved being life insurance and

annuities entitlements.

17.53 Four pairs of transactions are recorded in the accounts; two pairs
relate to production and consumption of the insurance service, one pair
shows the attribution of investment income to the property holders and one

pair shows the change in life insurance and annuities entitlements:

a. The output of the life insurance activity is recorded in the production

account for the insurance corporations.

b. The value of the services consumed is recorded as final consumption
expenditure payable by households in the use of disposable income account or
as payable by the rest of the world (exports to non-resident households).
Households may also make payments to non-resident insurers. Such

payments are treated as imports of insurance services.

c. Investment income attributed to insurance policyholders in respect of life
insurance is recorded in the allocation of primary income account. Bonuses
declared in connection with life policies are treated as being distributed to
policyholders even if they exceed the investment income earned by the
institution declaring the bonus. The investment income is recorded as
payable by insurance corporations and receivable by resident households or

non-resident households in the rest of the world.

d. In the financial account, the item change in life insurance and annuities
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entitlements is shown as a change in assets of households and the rest of the
world and a change in liabilities of insurance corporations. It is equal to
actual premiums plus premium supplements (equal to the investment
income attributed to policyholders) less the value of the services consumed

and less benefits due.

17.54 An example of these flows is shown in table 17.2.

1. Annuities

17.55 Some life insurance policies yield a lump sum at a given date rather
than a stream of payments. The lump sum may be used to purchase an

annuity that itself converts a lump sum into a stream of payments. The

recording of annuities is described in section F.

), RSt aBEoEE L LTI s, £z, BERRE T T 2 BN
B (RO E I TRIB T HDRENELEE L) v~ T A —EAEEHEI LI~
A FATINFEROEC R EE LU,

1754 N0 7a—Of%, F17.212757,

1. &R (annuities)
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E. All transactions associated with reinsurance

17.56 Before discussing how the various elements contributing to the
measurement of output of reinsurance are recorded in the SNA, it is

necessary to describe how reinsurance is measured and recorded.

17.57 The transactions between the direct insurer and the policyholder are
measured as described in the previous section without any reference to the
transactions between the direct insurer and the reinsurer. The transactions
between the direct insurer and the reinsurer are recorded as an entirely
separate set of transactions and no consolidation takes place between the

transactions of the direct insurer as issuer of policies to its clients on the one

E. BRERIZBEIY 5T~ TORS]
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WRARTOS . FRBREHBEORE IR DB ERIZOWTH U D,

1757 JexfRBR#E L RBREKER OESIE, fit s v a T~z X912, T
ZARMRE & FRRBRE T OB | & IXBER e S HIE 4L 5, e RRE & BRRE O
FOmWBIE, ERICHIOmA & L TRT 5, BEICHT DRRFEITEHE L LTO
T RRE DG & FRRBRE 3T D IR E & L COIZRRE ORG| &
FEAET D 2 Lideu,

- 1142 -




hand and the holder of a policy with the reinsurer on the other.

Table 17.2:Accounts for life insurance - uses

Uses

Other
sectors

Total
economy

Insurance

Corporations corporations Households

Production account
Output

Allocation of primary income account

Investment income attributable to life insurance policy holders 7.0 7.0
Use of income account

Final consumption expenditure 4.0 4.0
Financial account

Life insurance and annuity entitlements 22.0 22.0

113.0
-91.0

113.0
-91.0

of which net premiums
benefits

17.58 The direct policyholder does not know, or need to know, whether the
direct insurer involves a reinsurer to protect it against loss on the policy. The
direct insurer receives actual premiums from its policyholders. Some of these
are ceded to a reinsurer. The premiums are shown as being first payable to
the direct insurer and then a lesser premium is payable to the reinsurer. This
non-consolidation is sometimes referred to as gross recording on the part of
the direct insurer. The alternative (net recording) would be to show part of
the direct policyholders’ premiums being paid to the direct insurer and part
to the reinsurer but this option is not recommended either in commercial

accounting or in the SNA.

17.59 The actual premium payable by the direct insurer to the reinsurer is
used by the reinsurer to earn investment income. This investment income is
treated as investment income payable to the direct insurer and returned to
the reinsurer as a premium supplement. Thus a direct insurer pays

Investment income to its policyholders based on the whole of the premiums
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earned (or by approximation payable) but also receives investment income

from the reinsurer corresponding to the amount of the premiums it has ceded
to the reinsurer. The investment income receivable by the direct insurer from
the reinsurer may be used to offset some of the investment income payable by

the direct insurer to its policyholders but is not recorded explicitly as such.

17.60 As with direct insurance, in exceptional cases for example following a
catastrophic natural disaster, some part of reinsurance claims may be

recorded as capital transfers rather than as current transfers.

17.61 The whole of the output of the reinsurer represents intermediate
consumption of the direct insurer holding the reinsurance policy. As noted
above, many reinsurance policies are between insurance corporations
resident in different economies. Thus the value of the output in these cases
represents imports by the insurance corporation taking out the reinsurance

policy and exports by the reinsurance corporation.

17.62 The recording of flows associated with reinsurance resembles the
recording for non-life insurance except that the policyholder of a reinsurance

policy is always another insurance corporation.

17.63 The production and consumption transactions are as follows:

a. Since all such activity by resident institutional units is undertaken by
Insurance corporations, the output is recorded in the production account of
Iinsurance corporations. Reinsurance services may be, and often are, provided

by non-resident units and thus are recorded in imports.
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b. The service may only be consumed by another insurance corporation,
though this may be a nonresident unit, and is intermediate consumption of
that unit unless the policyholder is non-resident in which case it is recorded

as exports of the reinsurer.

17.64 The redistributive transactions cover investment income attributed to
policyholders in respect of reinsurance, net reinsurance premiums and

reinsurance claims:

a. Investment income receivable by reinsurance policyholders is payable by
Insurance corporations, resident or non-resident, and receivable by similar

Iinstitutions either resident or non-resident.

b. Net reinsurance premiums are calculated as premiums earned plus
premium supplements (equal to the investment income attributed to
policyholders) less the value of the services consumed. These net premiums
are payable by insurance corporations and receivable by [other] insurance
corporations. (Either of the units due to make the payment or to receive it

may be nonresident.)

c. Reinsurance claims are payable by insurance corporations and receivable
by [other] insurance corporations, either resident or non-resident. Both net
premiums and claims are recorded in the secondary distribution of income

account.

d. Commissions payable by reinsurers to the insurance corporation as the

b. ROV —ERAZWEET HDIE, BIORKRSHEIZTTH D, ol b, #
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reinsurance policyholder are treated as reductions in the premiums payable

to the reinsurers.

e. Profit sharing payable by the reinsurer to the direct insurer is recorded as
a current transfer. (Although they are recorded differently, both commissions

payable and profit sharing serve to reduce the output of the reinsurer.)

Table 17.2 (cont):Accounts for life insurance — resources

Resources
Total
economy

Other
sectors

Insurance

Corporations corporations  Households

Production account
Output 4.0 4.0

Allocation of primary income account
Investment income attributable to life insurance policy holders 7.0 7.0

Use of income account

Final consumption expenditure

Financial account

22.0 22.0
113.0 113.0
-91.0 -91.0

Life insurance and annuity entitlements
of which net premiums
benefits

f. If some direct insurance claims are treated as capital and not current
transfers, any reinsurance claims relating to the same event should also be

treated as capital transfers.

17.65 An entry in the financial account records any difference between
premiums payable and premiums earned and claims incurred and claims

payable.
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17.66 The simplest case of a life insurance policy is one where a stream of
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payments is made by the policyholder to the insurance corporation over time
in return for a single payment received as a claim at some point in the future.
With the simplest form of annuity, the equivalent to the policyholder, called
the annuitant, pays a single lump sum to the insurance corporation and in
return receives a stream of payments either for a nominated period or for the
rest of the annuitant’s life (or possibly for the rest of the life of both the

annuitant and a nominated other person).

17.67 Annuities are organized by insurance corporations and are a means of
risk management. The annuitant avoids risk by agreeing to accept a known
payment stream (known either in absolute terms or subject to a formula,
such as being index-linked) in return for parting with a considerable sum.
The insurance corporation takes the risk of making more from investing the
sum than is due to the annuitant. The rates of annuities are determined
taking life expectancy into account. The insurance corporation has to pay
more than originally planned to long-lived annuitants who may receive more
than their original payment and the income earned on it. Those who die early
receive less, possibly considerably less, and the insurance corporation

receives more than expected.

1. How an annuity works

17.68 It is simplest to explain the working of an annuity by means of an
example. Suppose an insurance corporation offers an individual payments of
600 for life in return for a lump sum payment of 10 000 and further suppose
that the insurance corporation expects the individual concerned to live for 25

years and that the discount rate being used is five per cent. As shown in
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I AFEAIRER) TlE. FERRNE (A&, annuitant) & FEXILDIRR

ZREITAHG T 20 L2, REREAEIC 1R —Fp@a K, 0 Rk 2, By
E%%ikm%%%%%@%tiT@%ﬁﬂiéﬁ%%ﬁi@m®%ﬁénkk

DOWMENFHLETLHETOHMTHLIZ L EH5) ONTULOHIOHWE, —
HOXINEZITID EWVWINT=bEa s D,

17.67 441X, REBESESHET 2, £72, F£401F, VAVEHOFETH D,
FEAETRIFIL, MY OBE EET 2 HIED E LT, &6 LH5ho T XA
7 u— (fuefgaian L, fefod@hZs EARITE - 7288 22D Z L IChET
HZET, VR ZRT D, RBREMIT. VAT EZRH- T, ZOMEHRETSHZ
LI BETHFICK D LV L LV EL 25D, FEDOL— | (FEOE
SBRAETRE & OWE) (PR HFEMEZE L TRESND, RESHIT, RAESL
TAR G T A D DL DO KN E Z 2 LG NAFENLBESND
LV LEL DEREEFELLE LTI ZLI1T/0, BLIBLE Lz N 70K,
BAIC Lo TED R0 D7 AT | RRSFIIEE LY 2 < 2T
Do

1. & DR

17.68 fil% & \F THEEOMREA TN T2 2 &M, RBWHETH D, =& 23,
BRI, 10, 00000 — 4D N D JIR D 12, AEICHE > T600D K&
EETRIFBANCIRMET 5 LIET D, S BT, REBESTIE. 2O/ AR254:
AlETHZEEZTHRL, BHTHEBIENS% THDH I EEZRET S, K17.11
AT R DI, 25T D 600D MBI EAMIEIX, 928,700 TH D, Lo

- 1147 -




figure 17.1, the net present value of 600 for 25 years is only 8 700. Thus the
remaining 1 300 represents the net present value of the service charges of
about 90 per year the insurance corporation expects to make. Thus, whether
the annuitant recognizes it or not, the insurance corporation offer of 600 a
year is a net figure. The annuitant will actually be entitled to 690 a year but

90 is retained by the insurance corporation as a fee for its services.

17.69 Each year there is investment income payable to the annuitant equal
to the unwinding of the discount factor of five percent on the remaining
amount held by the insurance corporation. In the first year, the proportion of
the investment income relating to the prepaid premium (1 300) is 65 and the
remaining 25 of the service charge is met from a drawdown of the value of 1
300 to 1 275. The remaining investment income (435) adds to the value of the
net annuity reserve of 8 700. At the end of the first year, therefore, the
annuity reserve is 8 535; the original sum of 8 700 plus the interest of 435
and less the payment of 600. The drawdown on the start of year amount of
the net annuity reserve is thus 165 and the drawdown on the prepaid

premiums is 25.

17.70 This process continues year by year. As time progresses, the drawdown
of the remaining reserves is an increasingly larger part of the payments due
and the investment income payable a smaller part. In principle, every year
the insurance corporation can review its assumptions about the remaining
life expectancy of the annuitant and recalculate the amount available as a
service charge. (In practice this is likely to be done at intervals and by cohort

of annuitants.)
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17.71 The detailed numerical example is intended to demonstrate the way an
annuity functions but in fact it is not necessary to undertake all these
calculations to determine the output of the insurance corporation. The value
of output can be determined more simply as the total investment income due
to the annuitant (500) less the amount payable to him (600) less the change
in the value of the reserves (a reduction of 190), or 90 (500—600—(—190)).
This result can be seen to be parallel to the measurement of life insurance

except that there is no actual premium element.

2. The output associated with an annuity

17.72 The output of an insurance corporation associated with administering

annuities is calculated as:

the investment income attributable to the annuitants.

minus the amount payable to the annuitants (or surviving beneficiaries)

under the terms of the annuity;

minus the change in the annuity reserves but excluding the initial payments

for new annuities.

The amount of the investment income attributable to the annuitants is equal
to the discount factor times the start of year reserves and is independent of
actual investment income earned by the insurance corporation. The item is

parallel to the concept of premium supplement in the life insurance context.
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3. All the transactions associated with annuities

17.73 There are three sets of transactions recorded for an existing annuity

and further entries required for the initiation and termination of an annuity.

a. A service charge associated with the annuity is payable every year. It is
recorded as output of the insurance corporation and final consumption
expenditure of the household to which the beneficiary belongs. This might be

a non-resident household.

b. Investment income equal to the discount factor times the level of annuity
reserves at the beginning of the period is recorded in the primary distribution
of income account as payable by the insurance corporation and receivable by
the household.

c. The change in the value of the reserves for annuities is recorded in the

financial account as payable by the household to the insurance corporation.

17.74 When an annuity is initiated, there is a transfer of funds from the
household to the insurance corporation. In many cases, however, this may
simply be a “rollover” from a lump sum payable by that or another insurance
corporation from the maturing of a normal life insurance policy immediately
into an annuity. In such a case there is no need to record the payment of the
lump sum and the acquisition of the annuity; there will simply be a change
from life insurance reserves to annuity reserves in the insurance corporation
and pension fund subsector. If an annuity is purchased independently of the

maturing of a life insurance policy, this is recorded as a pair of financial
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transactions between the household and the insurance corporation. The
household makes a payment to the insurance corporation and receives in
return an asset arising from the terms of the annuity. The insurance
corporation receives a financial asset from the household and incurs a

liability towards it.

17.75 Annuities are normally terminated by death, at which point any
remaining reserves for that annuitant are transferred to the insurance
corporation. However, assuming the insurance corporation has predicted life
expectancy accurately, for the group of annuitants as a whole, the average
funds remaining at death will be zero. If life expectancies change, revisions to
the reserves must be made. For annuities in operation, an extension of life
expectancies will reduce the amount available to the insurance corporation
as a service charge, possibly making this negative. In such a case, the
insurance corporation will have to draw on its own funds and hope to build
these up again in future by associating higher service charges with new

annuities.

Figure 17.1:Example of an annuity
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Starting position

Purchase price of annuity (A) 10 000
NPV of 600 a year for 25 years at 5% (B) 8 700
NPV of service charges (C) 1 300
Annualized rate (600*1300/8700) 90

First year Second year
Investment income (interest) in respect of : Investment income (interest) in respect of :
A 500 A 491
B 435 B 427
C 65 C 64
Payments due Payments due
A 690 A 690
B 600 B 600
C 90 C 90
Decline in value of stocks Decline in value of stocks
A -190 A -200
B -165 B -173
C -25 C -26
End year stocks End year stocks
A 9 810 A 9611
B 8535 B 8 362
C 1275 C 1 249
Etc.

BRI a v

AR RS (A) 10 000

254Ef15% THIT-5600NPV (B) 8700

P —EXEINPV (C) 1300

43 (600%1300/8700) 90

14H 24 R

DT 2 &E&mE FiT) DT 2 &E&ms FiT)
A 500 A 491
B 435 B 427
C 65 C 64

FHNEH BTN |
A 690 A 690
B 600 B 600
C 90 C 90

A N 7 OB A N 7 OB
A -190 A -200
B -165 B -173
C -25 C -26

HERA Ny 7 FRA by 7
A 9810 A 9611
B 8535 B 8362
C 1275 C 1249

Part 2: Social insurance schemes

G. Introduction

17.76 Social insurance schemes are an important way in which individuals
who participate in the scheme are paid benefits, described as social benefits,
when certain conditions exist that would adversely affect their welfare. Some
social benefits, however, are payable independently of participation in a
social insurance scheme. It is the conditions under which the benefits are
payable that identify a social insurance scheme, not the nature of the

benefits in themselves.
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17.77 A social insurance scheme is a form of contract and always involves at
least one unit other than the beneficiary. The other unit may be an employer,
general government or a financial institution (often an insurance
corporation) or sometimes a non-profit institution serving households
(NPISH).

17.78 The objective of this part of the chapter is to describe how the various
sorts of social benefits provided under social insurance schemes are recorded
in the SNA. In order to do this, it is necessary to clarify the identifying
characteristics of a social insurance scheme, the nature of the other unit
involved, the types of benefits payable and the ways in which these are
funded.

17.77 FSERBRHIEIL, RO AT, ZfELSMT, Ll b oDl
MLBEG$ 5, OB LI, BE, KRBT £ ITEmERE (LITUIE, kiR
2t THY . EFpE LT MEGEHEERIEE (NPISH) 2D 2L bH D,
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Z DI, AR 2 R80T B Rtk BIG-3 5 2 O BAL O, X
I ORE, 2 OBEPFETIEEZWLNICT 2LERD 5,

H. Basic definitions

1. Social benefits

17.79 Social benefits become payable when certain events occur, or certain
conditions exist, that may adversely affect the welfare of the households
concerned either by imposing additional demands on their resources or
reducing their incomes. Social benefits may be provided in cash or in kind.
There are a number of circumstances in which social benefits may be

payable:

a. The beneficiaries, or their dependents, require medical, dental or other

treatment, or hospital, convalescent or long-term care, as a result of sickness,

H. ERES
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injuries, maternity, chronic invalidity, old age, etc. The social benefits may be
provided in kind in the form of treatments or care provided free or at prices
that are not economically significant, or by reimbursing expenditures made
by households. Social benefits in cash may also be payable to beneficiaries

needing health care.

b. The beneficiaries have to support dependants of various kinds: spouses,
children, elderly relatives, invalids, etc. The social benefits are usually paid

in cash in the form of regular dependants’ or family allowances.

c. The beneficiaries suffer a reduction in income as a result of not being able
to work, or to work full-time. The social benefits are usually paid in cash
regularly for the duration of the condition. In some instances a lump sum
may be provided additionally or instead of the regular payment. People may

be prevented from working because of:

voluntary or compulsory retirement;

involuntary unemployment, including temporary layoffs and short-time

working;

-sickness, accidental injury, the birth of a child, etc., that prevents a person

from working, or working full time.

d. The beneficiaries receive payments to compensate for suffering a reduction

in income because of the death of the main income earner.
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e. The beneficiaries are provided with housing either free or at prices that are
not economically significant or by reimbursing expenditure made by

households. These are social benefits in kind.

f. The beneficiaries are provided with allowances to cover education expenses
incurred on behalf of themselves or their dependants. Occasionally education

services may be provided in kind.

17.80 The above are typical circumstances in which social benefits are
payable. However, the list is illustrative rather than exhaustive. It is
possible, for example, that under some social insurance schemes other
benefits may be payable. Conversely, by no means all schemes provide
benefits in all the circumstances listed above. In practice, the scope of social
insurance schemes is liable to vary significantly from country to country, or

from scheme to scheme within the same country.

2. Social benefits provided by general government

17.81 Many social benefits are provided by general government. They may
appear in the accounts as payments under social security, social assistance or

social transfers in kind.

17.82 Social security is the name give to the social insurance scheme
operated by general government. As will be explained below, in order to
receive social security benefits, an individual must participate in a social

security scheme.
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17.83 Social assistance is not a scheme and thus does not require
participation. However, social assistance is frequently restricted to
individuals with low incomes, disabilities or other particular characteristics.
In some countries, though, a universal pension may be paid without any need
for participation in which case it is part of social assistance also. There is a
section discussing the difference between social insurance and social

assistance at greater length in chapter 8.

17.84 The definition of social benefits includes the possible provision of
health and education services. Typically general government makes such
services available to all members of the community without requiring
participation in a scheme or qualifying requirements. These services are
treated as social transfers in kind and not as part of social security or social

assistance. Social transfers in kind are also discussed in chapter 8.

17.85 In addition to health and education services provided by general
government, such services may also be provided to individuals by NPISHs.
These also are treated as social transfers in kind and not as part of social

insurance schemes.

3. Social benefits provided by other institutional units

17.86 Social benefits may also be provided by employers to the employees and
their dependents or may be provided by other units such as a trades union.
All social benefits provided by units other than general government are made

under a social insurance scheme.
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4. Social insurance schemes

17.87 A social insurance scheme is a form of contractual insurance scheme
where the policyholder is obliged or encouraged to insure against certain
contingencies by the intervention of a third party. For example, government
may oblige all employees to participate in a social security scheme; employers
may make it a condition of employment that employees participate in an
insurance scheme specified by the employer; an employer may encourage
employees to join a scheme by making contributions on behalf of the
employee; or a trades union may arrange advantageous insurance cover
available only to the members of the trades union. Contributions to social
insurance schemes are usually paid by, or on behalf of employees, though
under certain conditions non-employed or self-employed persons may also be

covered.

17.88 A social insurance scheme is an insurance scheme where the following

two conditions are satisfied-

a. the benefits received are conditional on participation in the scheme and

constitute social benefits as this term is used in the SNA; and

b. at least one of the three conditions following is met:

- Participation in the scheme is obligatory either by law or under the terms

and conditions of employment of an employee, or group of employees;
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17.87 FEURBRHIE L. 2RI X DRREIE DO — SO T, R IL.
B =FH DN ALV FFEDRBEFEGITR U TR Z /55 2 ERBRBEIT
NaHM, FiEnNEZEsnsd, =& 213, BUFITEToRAEICR LT,
ARFEHIE~OIMAZ BB T 2000 L, £72, BRI, EENFE L
TRIRFIEICEAEDPIAT 2 2 L 2 BHORME LT 5000 LIV, 50,
LI EAZE OO 217729 2 L CRAFEOHREMAZLERH T2t L
R, S BT, FFEREAE A, A B OHDFIH T & 24 F) 72 PRl B 4 5
i LTV D20 h LivZeuy, FES(RIREE ~O AL, @E. EHE L 2 0,
JEMZE DD hbid, 7212 L, —EOFRMED S & T, FEES. L2138
BEELRIGLRD,

17.88 H-L2RBHIEIT, LIT D 2 ODEMEF 7T REHETH S,

a. RIREEGIHIHENDENERMEEL TS D TH Y, SNADFFH L, #HE4

regg 725,

b, 22 Eb, UTFD3ODEMEDODE DOF AT,

- FIENDENNL, )R EBEOBERS D, Eid, BHED S VITEHNE

I — T DB EFENSPDNTRHNPTHY, EooDPELERSEIZ
Bl FFHIL S DTH S,

- 1157 -




- The scheme Is a collective one operated for the benefit of a designated group
of workers, whether employed or non-employed, participation being

restricted to members of that groups

-An employer makes a contribution (actual or imputed) to the scheme on
behalf of an employee, whether or not the employee also makes a

contribution.

17.89 Those participating in social insurance schemes make contributions to
the schemes (or have contributions made on their behalf) and receive
benefits. Contributions and benefits are defined in similar ways to insurance
premiums and claims. A social insurance contribution is the amount payable
to a social insurance scheme in order for a designated beneficiary to be
entitled to receive the social benefits covered by the scheme. A social
Insurance benefit is a social benefit payable because the beneficiary
participates in a social insurance scheme and the social risk insured against

has occurred.

17.90 Social security is a form of social insurance scheme. The relative
importance of social security relative to other social insurance scheme varies
considerably from one country to another depending on institutional
arrangements. In some countries, social security may be restricted to basic
pension provision of the social safety net variety. In such cases even the
pension provision of general government employees may be dealt with other
than via social security. At the other extreme, almost all pension provision,
including that accruing to employees in private enterprises, may be routed

through social security.
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17.91 The two classes of social insurance schemes are:

a. Social security,

b. Employment-related social insurance schemes other than social security.

The schemes other than social security may be arranged with an insurance
corporation as a group policy or series of policies or they may be managed by
an insurance corporation in return for a fee. Alternatively, the schemes may

be managed by an employer directly on his own behalf.

Multiemployer schemes

17.92 An insurance corporation may, for a fee, agree not only to manage a
pension scheme but to take on the risks associated with it. This is done in the
context of performing this service for a number of schemes collectively under
what is called a multiemployer scheme. Under many such schemes, the
Insurance corporation takes over the responsibility of managing the funds at
its disposal so as to make sufficient funds available to meet pension liabilities
and to make a surplus it can retain. If it fails to make sufficient funds
available for the pension entitlements, it is then the responsibility of this
firm and not the original employers, to make good the difference from its own

resources.

17.93 When government takes over the responsibility for providing pensions

to large sections of the community, the social security function is in effect

17.91 2R EIED 2 S OXKAE. LFO®Y Th b,

a. fhafRkE

b, FEPRELISN o B A PR B i S

FE PRI RE LIS OHIEE 1T, FIRSK 2 L@ DA AZRK & LT, 1%@\%%&753‘
Fi (TLoY) LIEbDOTHL0, Fid, RS BB 22 1T B D Rk
WZENZEEHT D, HDWE EENHLOOIZESE, fIELEHT D,
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filling the role of a multiemployer scheme. Like the insurance corporation,
the government then takes on the responsibility for any shortfall in funds to
meet the pension liabilities or may be entitled to retain any surplus
generated. It is often the case, though, that social security is funded on a
pay-as-you-go basis so there is no question of a surplus arising and, if there is
a shortfall in resources, government may have powers to change the

entitlements not just relating to future employment but for the past also.

5. Individual insurance policies qualifying as social insurance

17.94 Many social insurance schemes are organized collectively for groups of
workers so that those participating do not have to take out individual
insurance policies in their own names. In such cases, there is no difficulty
distinguishing social insurance from insurance taken out on a personal basis.
However, some social insurance schemes may permit, or even require,
participants to take out policies in their own names. The determinants for
the insurance to count as a social insurance policy are that the benefits must
be of the social benefit type and an employer makes an actual or imputed

contribution to the scheme on behalf of an employee.

17.95 The premiums payable, and claims receivable, under individual
policies taken out under a social insurance scheme are recorded as social
contributions and social insurance benefits. Contributions to social insurance
schemes are frequently paid on a monthly or even more frequent basis as

they are often made directly when wages and salaries are payable.

17.96 Most individual policies that qualify as social insurance schemes are

TRIREAL & RIRRICEERIE S 272 T 7O OB &R T 55 E%ﬁwﬁﬁﬁ
NI R ZRERT DEREAT D, L L, #SRESIRE SR L 5566 &
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ZAHEZ OV T, TNEERTHHEREAT D,

5. fESRER & B 72 S5 EBIRBRERK
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17.95 FHEREREIE D b & TOMEBIZERKINT K 2 SFARBRELS KOS ERBR e

X, S AHEEB X OHSERRAA & L CRidksN D, HEEERBREIE ~D AT
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likely to be for pension provision but it is possible that they may cover other
eventualities, for example to provide income if the policyholder is unable to

work for a prolonged period because of ill-health.

17.97 Individual insurance policies that do not qualify as social insurance are
described as individual insurance not qualifying as social insurance, or in
short as other insurance. They are recorded in the accounts of the SNA as

described in part 1 of this chapter.

6. Benefits payable under social insurance schemes

17.98 In the SNA, social insurance benefits and the corresponding
contributions are divided between those relating to pensions and those
relating to all other forms of benefit. The most important pension benefit
covered by social insurance schemes is income in retirement but a number of
other contingencies may be covered also. For example, pensions may be
payable to widows and widowers or to people who suffer an industrial injury
and are no longer able to work. All of these sorts of contingencies that give
rise to payments because the main income earner is no longer able, through
death or incapacity, to provide an income for himself or herself and

dependants are treated as pensions.

17.99 All other benefits are grouped together as non-pension benefits. The
distinction between the two is important because the SNA recognizes
liabilities for some pensions whether there are actually assets set aside to
meet the entitlements or not but recognizes reserves for non-pension benefits

only when these actually exist.
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I. Accounting for non-pension contributions and benefits

17.100 Non-pension benefits may be payable under social security and under
employment—related schemes other than social security. Although in many
countries there may in fact be no non-pension benefits, a description is given
of how these should be recorded if they exist. For other social insurance
schemes, the way of recording varies depending on whether reserves for
provision of future benefits are set aside or not. Although in many cases
there may be no such reserves and the benefits are paid on a pay-as-you-go

basis, a description of the appropriate recording in each case is given.

1. Non-pension benefits payable under social security

17.101 As is typical of social security schemes, there may be contributions
payable by both the employer and the employee. The costs of operating social
security schemes are treated as part of the normal expenditure of general
government and so the accounting for social security operations does not

include measures of output.

17.102 In the SNA flows are recorded as follows.

a. Employers’ social security contributions are shown as payable by the
sector in which the employer is located and receivable by households. The
sector of the employer may be any of non-financial corporations, financial
corporations, general government (as an employer), employer households,
NPISHs or the rest of the world (when a resident works for a non-resident

institutional unit). For resident employers the payables are shown in the

L FESAHER RN OBE
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T, BRI OHEGIZRT 251808, FALNTVDHNE I NICE - T, i
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generation of income account; payables by non-resident employers are shown
in the primary distribution of income account for the rest of the world.
Receivables by resident households are shown in the allocation of primary
income account and by non-resident households in the primary distribution

of income account for the rest of the world.

b. In the secondary distribution of income account, the sum of employers’
social security contributions and social security contributions by households
in their capacities as employees is shown as payable by households and
receivable by government. Further, social security benefits in cash payable to
households are shown as payable by government (or the rest of the world if

from a foreign government) and receivable by households.

17.103 An example of these flows is shown in table 17.3.

2. Unfunded non-pension benefits other than from social security

17.104 In the SNA, an employer operating an unfunded scheme is regarded
as making an imputed social contribution to the scheme on behalf of the
employees. In practice, the value of the employers’ and employees’
contributions is usually set equal in value to the benefits payable in the
period under consideration (plus the cost of operating the scheme as
described in the following paragraph). The imputed contribution forms part
of the compensation of employees and is also shown as being payable by the
employees to the scheme together with any actual payments by the
employees. Even though the scheme is unfunded, the employee may still

make a contribution; however, it is not uncommon for unfunded schemes to
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be non-contributory for the employees.

17.105 Even if a scheme is unfunded, there are costs involved in
administering it. In principle, output equal to the sum of these costs should
be treated as being paid for by the beneficiaries from an imputed element of
contributions. The imputed contribution to employees should include these
costs as well as the value of the benefits received by employees. A value equal
to the amount of the costs of operating the scheme is then recorded in the use
of income account as a purchase of a service by the employees from the

employer.

17.106 There are two transactions recorded for the production and
consumption of the services provided by the employer. Because the scheme is
unfunded, there are no investment income flows and no contribution
supplements to be recorded. There are two sets of redistributive transactions

recorded.

17.107 The production and consumption transactions are as follows.

a. Output of services is imputed in the production account of the employer
and the value of the output forms part of the imputed employers’

contributions to social insurance incorporated in compensation of employees.

b. Consumption of the service is recorded as household final consumption
expenditure in the use of income account for resident households or as

exports for nonresident households.
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17.108 The redistributive transactions are as follows.

a. Employers’ imputed contributions to unfunded social insurance schemes
are shown as a payable by the sector in which the employer is located in the
generation of income account and a receivable by households in the allocation

of primary income account.

b. In the secondary distribution of income account, employers’ imputed
contributions and any actual contributions by employees are shown as
payable by households and receivable by the employer. Further, benefits
payable to households by the employer are shown as payable by the employer

and receivable by households.

17.109 An example of these flows is shown in table 17.4.

3. Funded social insurance other than pensions

17.110 As noted above, funded schemes for benefits other than pensions are
not very common. They may, however, exist in two circumstances. The first is
when an employer has a fund for such benefits and accumulates any
underspend in one year to pay for possible overspends in future years.
Alternatively, an employer may realize that the commitments to make
payments in future are such that it is prudent to build reserves to be able to
make such payments. An example of such a scheme might be one that
provides health cover to present and past employees. Unlike in the case of
pensions, estimates of possible future claims on social insurance benefits

other than pensions are not necessarily included in the SNA. Liabilities are
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recorded only when and to the extent that they exist in the employer’s

accounts.

17.111 Funded social insurance covering benefits other than pensions may be
carried out by insurance corporations or by employers on behalf of their
employees. The output of this activity is measured in the same way as the
output of non-life insurance but the matching consumption of the services is
payable only by the households of the beneficiaries. These will be resident
households except where a resident producer is liable to pay benefits to a
present or former employee who is a non-resident or who has a non-resident
family member entitled to the benefits. The investment income attributed to
the beneficiaries of the social insurance schemes can only be receivable by

the same households.

17.112 Employers’ contributions relate only to employees. However, both
current and former employees who are now, or may in future be, beneficiaries
may make contributions to the scheme and receive investment income from
it. This investment income is then treated as contribution supplements

payable by those receiving it.

Table 17.3:Accounts for non-pension benefits paid through social security —

uses
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Uses
Social N . . .
security Other Total JBEE RIS Fat Z DAl D — [EfE
Employer fund  Households sectors economy
Generation of income account PrFOFERE
Employers' actual social security contributions (non-pension) 15.0 15.0 TEEOBESREAR GRER) 15.0 15.0
Allocation of primary income account 1 KPR BE
Employers' actual social security contributions (non-pension) JEEDHRREELEE FEER)
Secondary distribution of income account FE D 2 KPR E
Social security contributions (non-pension) 25.0 25.0 AR EES) 25.0 25.0
Employers' actual social security contributions (non-pension) 15.0 15.0 JEEOBRELSREEAE EES) 15.0 15.0
Household actual social security contributions (non-pension) 10.0 10.0 SR OB EHSEEEE GHES) 10.0 10.0
Social security non-pension benefits 22.0 22.0 AR E AR 22.0 22.0

Table 17.4:Accounts for non-pension social insurance benefits from unfunded

other employment related schemes — uses

& 17.4 1 £ OORE R BB &5 B O FEESHSRBAIG T OEIE — %

Uses fdiig
Social
insurance Other Total JEE (NI Fit ZOMOEM  —ERF
Employer fund  Households sectors economy

Generation of income account PGB AEE

Employers' imputed non-pension contributions 9.0 9.0 JEED IR BIFTFA A 9.0 9.0
Allocation of primary income account 1 LPFFORIIHE

Employers' imputed non-pension contributions JEEDIRBIFFEEEM
Secondary distribution of income account FrfEn 5 2 Kk BlE

Household total non-pension contributions 9.0 9.0 FatOIEGAHAT 9.0 9.0

Employers' imputed non-pension contributions 9.0 9.0 JEEDIRIEITL AN 9.0 9.0

9.0 9.0 SEIL B IR SRR 9.0 9.0

Unfunded non-pension benefits

Table 17.5:Accounts for non-pension social insurance benefits from funded

other employment related schemes — uses

* 17.5 : £ OUOTRE R BIER FEH BE O FESHSRBIEG T OEIE — %
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Uses
Social
insurance Other Total
Employer fund  Households sectors economy
Production account
Output
Generation of income account
Employers' actual non-pension contributions 6.0 6.0
Allocation of primary income account
Employers' actual non-pension contributions
Investment income 4.0 4.0
Investment income payable on non-pension entitlements 4.0 4.0
Secondary distribution of income account
Household total non-pension contributions 14.0 14.0
Employers' actual non-pension contributions 6.0 6.0
Household actual non-pension contributions 5.0 5.0
Household non-pension contribution supplements 4.0 4.0
Social insurance scheme service charges -1.0 -1.0
Funded non-pension benefits 7.0 7.0
Use of income account
Final consumption expenditure 1.0 1.0
Adjustment for the change in non-pension entitlements -2.0 -2.0
Saving -6.0 10.0 0.0 -4.0 0.0
Financial account
Change in pension entitlements -2.0 2.0
Table 17.3 (cont):Accounts for non-pension benefits paid through social
securlty — resources
Resources
Social
security Other Total
Employer fund  Households sectors economy
Generation of income account
Employers' actual social security contributions (non-pension)
Allocation of primary income account
Employers' actual social security contributions (non-pension) 15.0 15.0
Secondary distribution of income account
Social security contributions (non-pension) 25.0 25.0
Employers' actual social security contributions (non-pension) 15.0 15.0
Household actual social security contributions (non-pension) 10.0 10.0
Social security non-pension benefits 22.0 22.0

Table 17.4 (cont):Accounts for non-pension social insurance benefits from

unfunded other employment-related schemes — resources

TEE RIS it ZOMOEM  —ERE
FEHY
FFOFERE
JE EOBESREAM GFEA) 6.0 6.0
1 KPFAFOB R ME
BEOIFEEBEAM
BTG 4.0 4.0
AR AGHE RS 5 STHAB TS 4.0 4.0
FrfEDH 2 K EE
FatOIEL AT 14.0 14.0
JEEDIAERBLEANR 6.0 6.0
FitOIAESABAF 5.0 5.0
Fat OB A 4.0 4.0
R RBRHIEE Y — & 2k -1.0 -1.0
AL IR 7.0 7.0
P3O LEIFE
Fe R S 1.0 1.0
IR A HEAL BT -2.0 2.0
i 6.0 10.0 0.0 -4.0 0.0
eSO LT 2.0 2.0
. Pas > A Y%
£17.83 (FeX) : #SRELE U TIhb D FEESBIT OBE —TRR
TR
JE FLE IR IE 4 Fat Z OO [El %5
FriED I ERE
JBEOBREHRRIFAR EHESR)
B 1K OR I RYE
JEEDOHESREAM GEESR) 15.0 15.0
FITFDH 2 K IEPE
thafREAE GEES) 25.0 25.0
JEEOBE- 2RI AE EER) 15.0 15.0
FRtOBFELRREAR GHES) 10.0 10.0
HERREEIEE AR 22.0 22.0
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Resources I
Social
insurance Other Total JES FEEIRBRIE S Fit TOMOEFN  —[ERRE
Employer fund  Households sectors economy

Generation of income account PR O AERE

Employers' imputed non-pension contributions JE LD BRI AR
Allocation of primary income account F 1 K13 OB BYE

Employers' imputed non-pension contributions 9.0 9.0 JEEO K EIEFEAAR 9.0 9.0
Secondary distribution of income account JTFFOF 2 KHHE

Household total non-pension contributions 9.0 9.0 FiOIELAHEEE 9.0 9.0

Employers' imputed non-pension contributions 9.0 9.0 JEEONEIEFEAAR 9.0 9.0

Unfunded non-pension benefits 9.0 9.0 ML B IEAE AT 9.0 9.0

Table 17.5 (cont):Accounts for non-pension social insurance benefits from

funded other employment related scheme — resources

Resources
Social
insurance Other Total
Employer fund  Households sectors economy
Production account
Output 1.0 1.0
Generation of income account
Employers' actual non-pension contributions
Allocation of primary income account
Employers' actual non-pension contributions 6.0 6.0
Investment income 4.0 4.0
Investment income payable on non-pension entitlements 4.0 4.0
Secondary distribution of income account
Household total non-pension contributions 14.0 14.0
Employers' actual non-pension contributions 6.0 6.0
Household actual non-pension contributions 5.0 5.0
Household non-pension contribution supplements 4.0 4.0
Social insurance scheme service charges -1.0 -1.0
Funded non-pension benefits 7.0 7.0
Use of income account
Final consumption expenditure
Adjustment for the change in non-pension entitlements -2.0 -2.0
Saving
Financial account
Change in pension entitlements -2.0 0.0

17.113 All contributions to the schemes are recorded as payable by

households. These contributions include that part paid by the employer as

part of compensation of employees in the generation of income account as

#175 (frx)
TRIR
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1 KPFIFOB L E
JEEOIAEEBLEA 6.0 6.0
B A 4.0 4.0
AR BB AAHEIC X 2 SHL BTG 4.0 4.0
FFFOF 2 KA BEHE
FEOIECAMET 14.0 14.0
JEEOIFEEBIEA 6.0 6.0
FitOIAESABET 5.0 5.0
FiatOIAEEBIA 4.0 4.0
LR B — B 2k} -1.0 -1.0
A IR R AT 7.0 7.0
FFOEHE
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well as contributions paid directly by the employee funded from wages and
salaries or by others including former employees. Further, households
receive investment income attributable to policyholders in respect of these
contributions and this is treated, in total, as contribution supplements. Two
items of contributions appear in the secondary distribution of income
account. The first, the employers’ actual social contributions, is exactly equal
in value to the amount receivable by households from the employer in the
generation of income account. The second item, called households social
contributions, includes the direct payment by households plus the
contribution supplements less the service charge payable to the social

insurance schemes.

17.114 Eight transactions must be recorded, one each relating to production
and consumption of the insurance service, three relating to contributions and
benefits, one to the investment income attributable to policyholders and two

relating to the difference between contributions and benefits:

a. The activity by resident units is undertaken by insurance corporations or
by an employer; the output is recorded in the production account of the

Insurance corporations or in the sector of the employer as appropriate;

b. Employers’ actual social contributions to employment related social
insurance schemes are shown as payable by the sector in which the employer
1s located in the generation of income account and receivable by households

in the allocation of primary income account;

c. Investment income attributed to policyholders (beneficiaries) in respect of
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these schemes is payable by insurance corporations and employers, and
receivable by households. Both payables and receivables are recorded in the

allocation of primary income account;

d. Net social contributions are shown in the secondary distribution of income
account as payable by households and receivable by insurance corporations

or the sector of the employer as appropriate;

e. Employment-related social benefits other than pensions are also shown in
the secondary distribution of income account as payable by insurance

corporations or the sector of the employer and receivable by households;

f. The value of the service is payable by households as part of final
consumption expenditure and is recorded in the use of income account,
except for non-resident employee households where it is payable by the rest

of the world;

g. The excess of net contributions over benefits represents an increase in the
Liability of the insurance scheme towards the beneficiaries. This item is
shown as an adjustment in the use of income account. As an increase in a
Liability, it is also shown in the financial account. As noted, the item is likely
to occur only rarely and, for pragmatic reasons, changes in such non-pension

entitlements may be included with those for pensions.

17.115 An example of these flows is shown in table 17.5.
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17.116 Pensions are provided to individuals in an economy under one of three
mechanisms, via social security, via employment-related schemes other than
social security or via social assistance. Together, social security and
employment-related pension schemes other than social security constitute
social insurance schemes. Although the benefits provided under social
assistance and some social insurance schemes may be very similar, the key
distinction is that social insurance benefits are only paid if the beneficiary
participates in the social insurance scheme, participation being normally
evidenced by the beneficiary or another on his behalf having made qualifying
contributions. Social assistance is paid without qualifying contributions

having been made though means-testing may be applied to applicants.

17.117 The means by which pensions are provided to persons in retirement
varies considerable from one country to another. This part of chapter 17
describes the most common forms of pension provision made under social
insurance schemes though not all aspects may apply to all countries.
Pensions provided under social assistance are not discussed in this chapter

but in chapters 8 and 9.

17.118 Social insurance pensions in all countries are provided, if at all, in
part by general government and in part by employers. The part provided by
general government is called social security and the part by employers is
called employment-related schemes other than social security. The division
between which pensions are provided by social security and which by other
employment-related schemes varies considerably from country to country

with the consequence that the coverage and therefore national perceptions of
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what the term “social security” designates also vary considerably. In order to
make clear the recommendations in the SNA, it is necessary to consider the

types of coverage provided in different countries.

17.119 The narrowest form of social security pension is very basic. The level
may be fixed independently of the size of contributions (though not of the fact
that contributions have been made for a given period of time). An employee’s
right to a pension under social security is often transferable (“portable”) from
one employer to another, which is an advantage not always applying to other
pension provisions, but for many people in low paid jobs, working
temporarily or intermittently, it may be the only form of pension provision

they can expect to receive.

17.120 By contrast, in some countries most or all pension provision may be
made via social security. In this case, government acts as an intermediary
relative to the employer so that once the government has received the
contributions to the scheme paid by the employer and the households, the
government then takes on the risk of making the eventual payment.
Government relieves the employer of the risk that the cost of pensions may
be too great for his enterprise to meet and assures the population that
pensions will be paid, though it may do so with the qualification that it may
alter the amount of pensions payable, even retrospectively, if economic

conditions so dictate.

17.121 Pension schemes run by private employers are usually not subject to
retrospective adjustments of the amounts payable, but there is a risk that

the employer may be unable to pay because he has gone out of business.
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Increasingly, though, protection for the pension entitlements of individuals is
becoming more common. Equally, the pension built up with one employer
may not be transferable to a new employer though this too is undergoing
change. While social security may be, and very often is, financed on a
pay-as-you-go basis, without building up reserves for future liabilities, other
employer schemes are increasingly likely to have reserves set aside. Even if
there are no reserves, accounting conventions may require them to recognize

pension entitlements of present and past employees in their accounts.

17.122 Employment-related pensions, other than the most basic form of
social security, are seen as part of the compensation package and
negotiations between employees and employers may focus on pension
entitlements as much as on current conditions of service and pay scales.
Often pensions are provided by private employers from funds that the
employers control or contract to a third party such as an insurance
corporation. These funds may also provide social benefits other than
pensions, for example private medical coverage. It is sometimes possible for a
specialized unit to agree to assume responsibility for providing pensions for a
number of employers in return for assuming the risk of ensuring adequate
funding is available to make the promised pensions. Such an arrangement is

called a multiemployer pension scheme.

17.123 As with non-pension social benefits, both current employees and
former employees who are current or future beneficiaries may make

contributions to the scheme and receive investment income from it. This
Iinvestment income is then treated as contribution supplements by those

receiving it.
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1. Social security pensions

17.124 It is common but not essential for both employers and employees to
make contributions towards a social security pension. It is also common for
the contributions to be compulsory. Social security pensions are frequently
funded on a pay-as-you-go basis. The normal assumption in the main
accounts of the SNA is that this is how social security pensions are funded.
That is the contributions receivable in a period are used to fund the benefits
payable in the same period. There is no saving element involved, either for
the government operating the scheme or for the individuals participating in
it. No liabilities for the scheme are recognized in the main accounts of the
SNA although concern is often expressed that benefits may exceed
contributions and this situation is likely to worsen in an ageing population.
For this reason, estimates of the liabilities of social security as well as any
other pension schemes not included in the main accounts are included in a

supplementary table described below in section J.

17.125 The recording of the flows for social security pension schemes is
simple. Any contribution made by the employer is treated as part of
compensation of employees. It is recorded as payable by the employer in the
generation of income account and receivable by the employee in the
distribution of primary income account. The employee then pays an amount
equal to what he receives from the employer together with any contribution
he is liable to make on his own behalf to the social security fund. This
amount is recorded as payable by households in the secondary distribution of

income account and receivable by the government in the same account. Any
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contributions made by self-employed or non-employed people are also
included with the contributions payable by households to government. Social
security benefits are also recorded as payable by government and receivable

by households in the secondary distribution of income account.

17.126 An example of these flows is shown in table 17.6. It is similar in
content to table 17.1 except that table 17.1 relates to non-pension benefits

and table 17.6 to pension benefits.

2. Employment-related pension schemes other than social security

17.127 There are two forms of employment-related pension schemes other
than social security. One is called a defined contribution scheme, sometimes
referred to as a money purchase scheme. (The expression “defined
contribution pension scheme” is not intuitive but is widely used in the
pension industry.) The other is a defined benefit scheme, sometimes referred
to as a final salary scheme, though this term does not accurately describe all
defined benefit schemes. Typically both schemes are contributory, often by

both the employer and the employee.

17.128 A defined contribution scheme is one where the benefits payable to an
employee on retirement are defined exclusively in terms of the level of the
fund built up from the contributions made over the employee’s working life
and the increases in value that result from the investment of these funds by
the manager of the scheme. The entire risk of the scheme to provide an

adequate income in retirement is thus borne by the employee.
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17.129 A defined benefit scheme is one where the benefits payable to an
employee on retirement are determined by the use of a formula, either alone
or as a minimum amount payable. In this case the risk of the scheme to
provide an adequate income in retirement is borne either by the employer or
1s shared between the employer and employee. In certain cases, the
employer’s risk may be borne by the multiemployer scheme that operates the
defined benefit pension scheme on behalf of the employer. A scheme that may
be defined in terms similar to a defined contribution scheme but with a
guaranteed minimum, say, or other such hybrid schemes are grouped with

defined benefit pension schemes in the SNA.

17.130 For both types of schemes, pension entitlements of the participants
are recorded as they build up. In both cases, there is investment income
earned on existing entitlements and this is recorded as being distributed to
the beneficiaries and reinvested by them in the pension scheme. There are,
though, a number of different features of the two schemes, so the
transactions relating to each are described in detail separately before turning
to other changes in the levels of pension entitlements. The recording of
transactions for a defined contribution scheme is less complicated than the

defined benefit scheme and is described first.

17.131 For both types of schemes, a pension fund is assumed to exist. For a
defined contribution pension scheme, a fund must exist. For a defined benefit
pension scheme a fund may exist in reality or it may be a notional fund. If it
exists, it may be part of the same institutional unit as the employer, it may
be a separate institutional unit (an autonomous pension scheme) or it may be

part of another financial institution, either an insurance corporation or a
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multiemployer pension scheme. In describing the recording of transactions,
transactions with the pension fund must be attributed to the sector where

the fund is located.

Defined contribution pension schemes

17.132 Recording the transactions related to a defined contribution pension
scheme presents no conceptual problems. There are no associated
imputations either for the flows concerned or for the values appearing in
balance sheets for the pension entitlements of the beneficiaries nor any doubt

as to which unit has a liability and which an asset.

Transactions recorded for a defined contribution pension scheme

17.133 The contribution made by an employer to a defined contribution
pension scheme on behalf of his employee is treated as part of compensation
of employees. It is recorded as payable by the employer in the generation of
income account and receivable by the employee in the distribution of primary

1Income account.

17.134 The investment income on the cumulated pension entitlements is also
recorded as being distributed to (receivable by) households in the allocation
of primary income account and is shown as payable by the pension fund. The
investment income includes interest and dividends payable plus the
distributed income of collective investment schemes if the pension fund holds
shares in them. It is possible that the pension fund may own property and

generate net operating surplus on this which is also included along with the
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investment income as being distributed to the pension beneficiaries. In this
case, the term investment income is to be interpreted as being elastic enough
to include this source of income if it exists. Holding gains and losses
generated by the investment of the cumulated pension entitlements are not

included in investment income.

17.135 Part of the income distributed to households is used to meet the costs
of operating the pension fund. This cost is shown as the output of the pension
fund in the production account and as an element of consumption

expenditure by households in the use of income account. The remaining part
of the distributed income is treated as pension contribution supplements paid

back by households to the pension funds.

17.136 In the secondary distribution of income account, social contributions
are shown as payable by households and receivable by the pension fund. The
total amount of the social contributions payable is made up of the actual
contributions payable by the employers as part of compensation of
employees, actual contributions by employees and possibly by other
individuals (individuals formerly participating in a scheme, self-employed
and nonemployed persons as well as retirees) plus the contribution
supplements just specified. For clarity, and to enhance the comparison with
defined benefit schemes, the supplements are shown at full value in both the
allocation of primary income account where they appear as investment
income and in the secondary distribution of income account where they
appear as contribution supplements. However, the service charge is shown as
an offsetting negative element to total household contributions in the

secondary distribution of income account. The total contributions made by
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households to the pensions scheme are net in the same way that insurance
premiums are net, that is to say they are the total of all contributions made

less the service charge appearing in the use of income account.

Table 17.6:Accounts for pension benefits paid through social security — uses

Uses

Social
security
fund

Other
sectors

Total

Employer Households economy

Generation of income account

Employers' actual social security contributions (pension) 139.0 139.0

Allocation of primary income account
Employers' actual social security contributions (pension)

Secondary distribution of income account
Social security contributions (pension) 226.0
Employers' actual social security contributions (pension) 139.0
Household actual social security contributions (pension) 87.0
Social security pension benefits 210.0

226.0
139.0

87.0
210.0

17.137 Those other than employees who contribute to a defined contribution
pension scheme may be self-employed persons participating in a defined
contribution pension scheme or may be persons not employed who participate
in a defined contribution pension scheme by virtue of their profession or

former employment status, for example.

17.138 Also in the secondary distribution of income account, the pension
benefits payable to households by the pension fund are shown. However, the
benefits payable under a defined contribution pension scheme take the form
of a lump sum payable at the moment of retirement. It may be a requirement
of the scheme that these sums are to be immediately converted to an annuity
with the same or another financial institution but this is not a universal

requirement. The appropriate recording of the benefits is not to show the

# 17.6 : #H2REIC X o T b 2 F & OEE —FiR

g

J[CEH e R G Fat ZTOMOEM  —[ERE

PO 7 ERE
JEEOBRFERRIEAR (Fa)

51 AFFHAGOBIN
EEOBEH LR (F4)

FIHFDH 2 S E
AR (4 226.0 226.0
JEEORIE LM () 1390 1390
R ORIALRRIGEA () 87.0 870
AR G b 2100 210.0

139.0 139.0
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benefit as payable immediately on retirement and then, where appropriate,
reinvested in terms of an annuity or other forms of financial assets but
notionally as a reclassification from life insurance entitlements to annuities
entitlements. However, since no distinction is normally made between these
two sets of entitlements, no actual classification change will show in the

accounts. The recording of annuities is discussed in part 1 of this chapter.

17.139 In the use of income account, there is an entry for the payment of the
service provided by the pension fund (equal to the value of the pension fund’s

output) payable by households to the pension fund.

17.140 In the same account there is an entry showing the increase (or
decrease) in pension entitlements caused by the excess (or deficit) of
contributions payable less benefits receivable in the secondary distribution of
income account. This amount is shown as payable to households by the
pension fund. Because much of the increase in the pension entitlement of
participants in a defined contribution pension scheme, and thus ultimately
the funding for the benefits, come from holding gains that are not included in
the contribution supplements of participants in defined contribution pension
schemes, the adjustment for the change in pension entitlements for these

individuals will frequently be negative.

17.141 The adjustment for the change in pension entitlements that is
included in the use of income account as payable by the pension fund to
households i1s shown in the financial account as payable by households to the
pension fund. The effect of any transfer of the obligations to meet pension

entitlements from a unit in one sector to another are also reflected in the

HUEZ L LCESET A2 & ThAD, LL, @, 25D 2MOZMEDRI D
KE7e SN2V T, EBEIZ, BEP THOEBANREIND Z L3y, 4
PRERDFLERIZ DWW TIE, ARFE/S— 1 TR/,
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R, AT OBEIRE 72D b ODOEIIND % < 1%, MeE BB SHI E O IMAE
DOENMABICE ENRNMEEFIRHICE D L DROT, 2D X 9 el ANDEEZHE
MEOLEBREIL, LIZLIE~A TR ERD,
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financial account item.

17.142 The other factors affecting the change in the balance sheet entry for
the change in pension entitlements are shown in the other changes in assets
accounts. In particular, the liabilities of the scheme to the beneficiaries show
holding gains or losses in the revaluation account corresponding exactly to
those on the assets held by the scheme to meet these obligations. When
payments under a defined contribution scheme are made via annuities, other

volume changes may need to be recorded as explained in paragraph 17.136.

17.143 Table 17.7 illustrates the entries necessary to record the transaction
related to a defined contribution scheme. It is simpler than the corresponding
table for a defined benefit scheme, which is described in the following section,

because of the absence of any imputed transactions.

Defined benefit pension schemes

Differences between a defined benefit and a defined contribution pension

scheme

Table 17.6 (cont):Accounts for pension benefits paid through social security —

resources

17.142 HFEEZARHEOZIIEL T, BENREZORLNEIIERE 2 b6 %

DOOFERIL, = OMOEFEEEBEIC RIS, R, ZHBE KT DHIED
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Resources

Social
security
fund

Other
sectors

Total

Employer Households economy

Generation of income account
Employers' actual social security contributions (pension)

Allocation of primary income account

Employers' actual social security contributions (pension) 139.0 139.0

Secondary distribution of income account
Social security contributions (pension)
Employers' actual social security contributions (pension)
Household actual social security contributions (pension)

226.0 226.0
139.0 139.0
87.0 87.0

Social security pension benefits 210.0 210.0

17.144 The fundamental difference in accounting for a defined benefit
pension scheme as compared with a defined contribution pension scheme is
that, for the defined benefit pension scheme, the benefit to the employee in
the current period is determined in terms of the undertakings made by the
employer about the level of pension ultimately receivable, whereas for the
defined contribution pension scheme the benefit to the employee in the
current period is determined entirely by the contributions made to the
scheme and the investment income and holding gains and losses earned on
these and previous contributions. Thus while there is (in principle) exact
information available on the benefits for the participant in the defined
contribution pension scheme, the benefits for the participants in a defined
benefit pension scheme must be estimated. The source of these estimates is
the actuarial estimates the employer is faced with in drawing up his own

accounts.

17.145 There are four sources of changes in pension entitlements in a defined
benefit pension scheme. The first of these, the current service increase, is the
increase in entitlement associated with the wages and salaries earned in the

current period. The second source, the past service increase, is the increase

TR

J[CEE R e Fat ZTOMOEM  —[ERE

FriFOFERE
JEEOBLEHERREEIE (Fa)
F1KPIFOB L E
JEEOBIIAERREE A (4)
FrFDF 2 K HHIE
FhefREEAM ()
SfREAE (FEe)

139.0 139.0

226.0 226.0
139.0 139.0

87.0 87.0
MR REE G 210.0 2100
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in the value of the entitlement due to the fact that for all participants in the
scheme, retirement (and death) are one year nearer. The third change in the
level of entitlement is a decrease due to the payment of benefits to retirees of
the scheme. The fourth source of change comes from other factors, factors

that are reflected in the other changes in assets account.

17.146 As with a defined contribution pension scheme, both employer and
employee may make actual contributions to the scheme in the current period.
However, these payments may not be sufficient to meet the increase in the
benefits accruing from the current year’s employment. Therefore an
additional contribution from the employer is imputed to bring equality
between the contributions and the increase in current service entitlements.
These imputed contributions are usually positive but it is possible for them to
be negative if the sum of the contributions received exceeds the increase in
current service entitlements. The implications of this case are discussed

below when examining the relationship between the employer and the fund.

17.147 At the end of an accounting period, the level of the pension
entitlements due to past and present employees can be calculated by
estimating the present value of the amounts due to be paid in retirement
using actuarial estimates of the expected life length of the beneficiaries. This
1s the amount that appears in the balance sheet as the liability towards the
employees. One element in the increase of this amount year by year is the
fact that the present value of the entitlements existing at the beginning of
the year and still due at the end of the year have increased because the
future is one year nearer and so one fewer discount factor must be used to

calculate the present value. It is this unwinding of the discount that accounts

MEDHENTH D, 5 DML~V OB, Hl ORI 2632 LI &
LA TH D, FUNOLEEOBERIT, ZOMOER, ©F 0, FOMMOEFELH
B EIC R S BRI K B,
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for the past service increase in entitlements.

17.148 A further basic difference between a defined benefit pension scheme
and a defined contribution pension scheme concerns the payment for the cost
of operating the pension scheme. As already noted, under a defined
contribution pension scheme all the risk is borne by the beneficiaries. The
pension scheme is operated on their behalf and they pay for the cost of it.
Since the fund may be operated by a unit other than the employer, it is
appropriate to treat the operating cost as part of the investment income that
is retained by the fund to meet its costs (and generate a profit). In keeping
with accounting for insurance, the investment income is treated as being
attributed in full to the beneficiaries, part being used to meet the cost and

the remainder being reinvested with the fund.

Table 17.7:Accounts for pension benefits payable under a defined

contribution scheme — uses

17.148  FfeiEAR T RAAE G2l BE & W E L M AE Bl BE & ORI & BITAAET D
AREYZRENT, e E 2 EE T 2B HOINIET 25D TH S, § Tz
N KO, MEERHERESHIEO T TR, BTOY X7 2% BENHA D, Fa
HIEEIL, ZHE DOTDITEE S, ZME B TOEMZ 3L 5, Eaid, BT
ADEMIZ L > TEESIND Z L b H LD T, EeOEEEIL, e @ s H 4
729720 (ROFREZ R 5720) IS 2 FEFTRO—E (&> T
PILDHHED) L LTHD ZENBEEITH S, IREOERBEFE O Hur s
DIEMEZROTZOIT, 5 LIEREFSIL, ZBHEICRET 2L LTHbIhD
B, —ENIE AR S, R IESICHERESD,
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Uses filtid
Pensi Oth Total . . - 23
erson e o ik 3 i Zoowr  —EEE
Employer fund  Households sectors economy
Production account EPERYE
Output PEH
Generation of income account Pt DIEALRE
Employers' actual pension contributions 11.0 11.0 JEE DB EELEH 11.0 11.0
Allocation of primary income account 0.0 1K OB D RYE 0.0
Employers' actual pension contributions 0.0 JEE DB EELSEAH 0.0
Property income 3.0 3.0 WM PERTS 3.0 3.0
Property income payable on pension entitlements 16.2 16.2 AR HEHE AR D M PERTIS 3 16.2 16.2
Secondary distribution of income account 0.0 Frf# D 2 K7 HE 0.0
Household total pension contributions 37.3 37.3 Kt OESAMRAE 37.3 37.3
Employers' actual pension contributions 11.0 11.0 JEFEOBGZES A 11.0 11.0
Household actual pension contributions 115 115 Fet OB FEELEE 11.5 115
Household pension contribution supplements 16.2 16.2 FatOFELBINAR 16.2 16.2
pension scheme service charges -1.4 -1.4 LRI — e gk -1.4 -14
Defined contribution pension benefits 26.0 26.0 e E L AR A FA T 26.0 26.0
Use of income account 0.0 FriFoEHE 0.0
Final consumption expenditure 1.4 1.4 oSSR s 1.4 1.4
Adjustment for the change in pension entitlements 11.3 0.0 11.3 LT A ME D AR BN R 11.3 0.0 11.3
Saving -11.0 -11.8 25.8 -3.0 0.0 W -11.0 -11.8 25.8 -3.0 0.0
Changes in assets HPEDIEH)
Financial account BRE
Net borrowing/lending Rl A/
Change in pension entitlements 11.3 11.3 HEEZ AAHE DT 11.3 11.3
Other financial assets -11.0 -0.5 14.5 -3.0 0.0 Z DDA RlE PE -11.0 -0.5 14.5 -3.0 0.0

17.149 For a defined benefit pension scheme, the situation is somewhat
different. The risk that the fund may be insufficient to meet the promises of
entitlement is met in part or in whole by the pension manager (either the
employer or a unit that has assumed the risk of meeting the pension
obligations) and not by the beneficiaries alone. The fund may be directly
controlled by the employer and be part of the same institutional unit or may
be purely notional. Even in this case, there are costs associated with
operating the scheme. Although these are initially borne by the employer, it
1s appropriate to regard this as a form of income in kind provided to the
employees and for convenience it may be included with the employers’

contributions. There is an element of pragmatism in this since this assumes

17.149 FREHRMTESRIEICE L CiE, KW 50825, B8N, K
WU T ZARHEIT LT 2 DIZAF531272 5 & D U 27 O—E T2 I3amIiL, 4
GEHE BEELITFEIBRBEERTT Y A7 245 BALOWT) 5]
XZNT D, FAUTZIEE DB E 2T B O TRV, e wEENEEE TR,
Zhu, FCHIERMO—ETh D0, MBS bOTH D, £D
BAETH, fIEOEREICEET2EHANAE LD, ZhUE, S Lo TRENA
I LD THLN EHAFICRIET 2B FEORE L L TRRTZ LILETh
b, HEE BEARBICED D, T_XTOEMEZIHEORME DAV, 1Bk 2
AILDTRVWERETH I &b, ZORYFWITIE, EAERNERELH
%, iz, A EOHEOHZ AT SN2 bW REIL. T oMok
WZHEHTEL LD ERET D,
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all the costs are borne by current employees and none by retirees. It also
assumes that the attribution that must be made in the case of notional

schemes can be applied in other circumstances also.

17.150 For a defined benefit scheme, it is unlikely that self- and
non-employed persons currently contribute though it is possible if they were
previously in employment giving rise to a defined benefit pension and have
the right to continue to participate. Those previously in employment
(whether currently in receipt of a pension or not) receive investment income

and pay contribution supplements.

Transactions recorded for a defined benefit pension scheme

17.151 The initial discussion assumes that the employer retains the whole
responsibility for meeting the pension payments. Alternatives involving the
use of a multiemployer scheme or where government assumes responsibility

on behalf of the employer are discussed subsequently.

17.152 The total contribution made by an employer to a defined benefit
pension scheme on behalf of his employee must be sufficient that, together
with any actual contribution by the employee and excluding the cost of
operating the scheme, it exactly matches the current service increase in the
employee’s pension entitlements. The contribution by the employer is divided
into an actual and an imputed part, the latter being calculated so as to meet
the need of an exact match between all contributions to the fund adding to
the entitlements of the employee and the current service cost of these

entitlements.

17.150 MEEFMMIHIEICEA LT, BEEEL XOIMERN, BlE, MER
AR I (BfH) LT D 2B 21c< W, 2720, BETEH S TR Y |
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17.153 The contribution by the employer should be calculated in relation to
the pension entitlement earned in the period regardless of any investment
income earned by the scheme in the same period or any overfunding of the
scheme. The current period entitlement is part of compensation of employees
and not to include the full value of the employer’s contribution understates
compensation of employees and therefore overstates operating surplus. An
extreme case has occurred in the past when the investment of the pension
entitlements has done so well that the employer has taken a “contribution
holiday”, that is he has not made an actual contribution towards new
entitlements. It is important that contributions continue to be recorded even
in the event of a contributions holiday, the benefit to the employer being
regarded as a change in liabilities between the pension fund and the
employer. This leaves the net worth of both the same as when contributions
are not recorded under a contributions holiday without reducing

compensation of employees artificially.

Table 17.7 (cont):Accounts for pension benefits payable under a defined

contribution scheme — resources

17.163 JEFICT X 28I, HEHIMICEIT D EQSAAME DR AT B L TR

BENDRETHY R RN HI DG 7o & Fr-0 i B ot a2 & B
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Resources
Total

Pension Other

PR

Employer fund _ Households sectors economy RE Rz it Z OO — g
Production account A ERE
Output 14 14 FEH 14 14
Generation of income account TG OFARYE
Employers' actual pension contributions JE EOBFEFESAM
Allocation of primary income account F 1 KIFFOB Y E
Employers' actual pension contributions 11.0 11.0 JEEOBREEL A 11.0 11.0
Property income 3.0 3.0 FAPEFTS 3.0 3.0
Property income payable on pension entitlements 16.2 16.2 AR ABHEIC AR D M PERTA 3 A 16.2 16.2
Secondary distribution of income account PIEDF 2 K E
Household total pension contributions 37.3 37.3 FEOELSAHEAE 37.3 37.3
Employers' actual pension contributions 11.0 11.0 JEFOBRFEEL AN 11.0 11.0
Household actual pension contributions 115 115 Fat OB FHEA A 115 115
Household pension contribution supplements 16.2 16.2 FatOELBINAR 16.2 16.2
pension scheme service charges ‘1.4 ‘1.4 A B — v A -1.4 ‘1.4
pension benefits 26.0 26.0 e B A 26.0 26.0
Use of income account PO IFE
Final consumption expenditure S Sk S
Adjustment for the change in pension entitlements 11.3 11.3 11.3 11.3
Saving
Changes in liabilities BIEDLET) A OLEH)
Financial account EAHE !
Net borrowing/lending -11.0 -11.8 25.8 -3.0 0.0 BEFEA/EEH -11.0 -11.8 25.8 -3.0 0.0
Change in pension entitlements 11.3 11.3 FZAHEDLE) 11.3 11.3
Other financial assets 0.0 X DD G 0.0
. . . ep - . oG A : N — N ~H bk .
17.154 Under many defined benefit schemes, there is a qualifying period 17.154 %< OMEEFRMAREIE DO T TIE, BHE D FEBRICERR L2z, F4a

before an employee does in fact become eligible to receive a pension in
retirement. Despite this qualifying period, both contributions and
entitlements should be recorded from the start of employment adjusted by a
factor reflecting the probability that the employee will in fact satisfy the
qualifying period.

17.155 The sum of employers’ actual and imputed pension contributions is
treated as part of compensation of employees. It is recorded as payable by the
employer in the generation of income account and receivable by the employee

in the allocation of primary income account.

BT DGR EGD D DEARM BRI N S 5, Z O X 5 I BB 017
FEZHrb T, A EZBEOmE &L, BHOBWGR O T 5, 7272
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17.156 The increase in the present value of the entitlements of continuing
employees and those who no longer contribute but remain eligible for
pensions in future (the past service increase) represents the investment
income distributed to the employees. No deduction is made for any amount
that may be funded from holding gains or that is not actually matched by
existing funds. It matches the amount that is unequivocally due to the
employee under the prevailing agreements; the means by which the employer
may ultimately match this obligation is not relevant for the recording of this
as investment income any more than the means by which interest or
dividends are actually financed affect their recording as investment income.
The investment income is recorded as payable by the pension fund and
receivable by households. It is immediately reinvested by the households in

the fund and in this guise is described as pension contribution supplements.

17.157 In the secondary distribution of income account, social contributions
are shown as payable by households and receivable by the pension fund. The
total amount of the social contributions payable is made up of the actual and
imputed contributions payable by the employers as part of compensation of
employees (excluding the amount of the costs of running the pension
scheme), plus actual contributions by employees plus the contribution
supplements just specified. As explained in the discussion under defined
contribution schemes, the accounts show the full value of the contributions
and contribution supplements with an offsetting item representing the
service charge payable. The amount actually payable is thus a net

contributions figure.

17.156 B X el TV S REME OZKEHEDOBEMEOHI, £z, HITPAH
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L BRIV DTH D, D LT, FIFE7ITBL Y 230 5 FEB L 2 ORERT
e LCRisk EDBMRAR VO LREECTH D, HEFTHT, FEREDOIIL, Gt
DOZIE LTRERSND, D LT, FRth b eI T ICHEE SN S, BT
FEZo XS Cisksh D ZOBBIHEA X, BINFESAHRLESbb,

17.157 50O 2 WAHBLEE Tlix, fraaiid, FioSgAEE, Fe548
OZRIER & LTRSS, AR OGHEIX EAERMO—H L LT,
JEENIIL D BIEAH LR Al (FakEEEEMAEZR) LEAEICLDE
FAHI BT, AIROBIAE) DR S D, feEdlHAEIEIZBI T 23 T
WA= Z & EFRERIC, BE RITAHE L ENAHO2FEEZR L, FHREE & LTH
—E 2R ERTHFRE LD, Lo T, BEOKPFEIMAHOKETH 5,

- 1190 -




Table 17.8:Accounts for pension benefits payable under a defined benefit

scheme — uses

Uses
Pension Other Total
Employer fund Households sectors economy
Production account
Output
Generation of income account
Employers' actual pension contributions 10.0 10.0
Employers' imputed pension contributions 4.1 4.1
Allocation of primary income account
Employers' actual pension contributions
Employers' imputed pension contributions
Property income 2.2 2.2
Property income payable on pension entitlements 4.0 4.0
Secondary distribution of income account
Household total pension contributions 19.0 19.0
Employers' actual pension contributions 10.0 10.0
Employers' imputed pension contributions 4.1 4.1
Household actual pension contributions 1.5 1.5
Household pension contribution supplements 4.0 4.0
Pension scheme service charges -0.6 -0.6
Pension benefits 16.0 16.0
Use of income account
Final consumption expenditure 0.6 0.6
Adjustment for the change in pension entitlements 3.0 3.0
Saving (actual) -10.0 -5.3 175 -2.2 0.0
Saving (imputed) -4.1 4.1 0.0
Changes in assets
Financial account
Net borrowing/lending (actual)
Net borrowing/lending (imputed)
Change in pension entitlements 3.0 3.0
Claim of pension fund on pension manager (current service) 4.1 4.1
Other financial assets -10.0 -2.3 14.5 -2.2 0.0

17.158 Also in the secondary distribution of income account, the pension

benefits payable to households by the pension fund are shown. When the

benefits are taken in terms of an annuity, it is the annuity payments that are

shown here, not the lump sums payable at the time of retirement. (Unless

the demographics of the retirees changes dramatically, the two figures will

be very similar in any case.)

# 17.8 : BEMMTEBIEC K > TIhbh 5 Eefa T O#E — ik

fR
L EERAe Fit ZOMOE  —[ERE
ERERYE
PEH
FrrEOFEAERE
JE EDOBUEFEEAM 10.0 10.0
JE LD BES A 4.1 1.1
FEDHE 1 KEEHE
JiEE DRI AT
JE O J R AR AR
A RET5 2.2 2.2
A A YR A2 AR B I PE TR SEHA 4.0 4.0
T 2 K HEHIE
FEtOESBMAT 19.0 19.0
JEE DB EE A 10.0 10.0
JE LD IBAE AR 4.1 1.1
Fit OB R AM 1.5 1.5
FatOFE A BN 4.0 4.0
A — e Rk -0.6 -0.6
EEAR 16.0 16.0
PO E
ISk S ] 0.6 0.6
RS RN O A TR 3.0 3.0
Witk (%) -10.0 5.3 175 2.2 0.0
W O m) 4.1 4.1 0.0
BHEDIEE)
MOAEA/SEI (BLTE)
MEASSEH Of)E)
RO ) 3.0 3.0
I VS IR TR LR (M1 8H) 4.1 4.1
Z OO L FERE -10.0 2.3 14.5 2.2 0.0

17.158 F£7=. FifFOH 2 WAOBE Tlk, F£&RENLFEFHIR L TXhb
NDHESIT PR EIN D, AP FERRBROZNDIEEZ M HEE, Z 2 TRT O
LT TH Y | B S TO— R4 Tl GREEE O A D BiiesBInc 24k
LW D, 2 O0MEIEIEFICHELE L TWoEbD L b7E59),
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17.159 In the use of income account, there is an entry for the payment of the
service provided by the pension fund (equal to the value of the pension fund’s
output plus the output of the enterprises operating annuities bought with
pension entitlements) payable by households to the pension fund and

recorded as final consumption expenditure.

17.160 Also in the use of income account, there is an entry showing the
increase (or decrease) in pension entitlements caused by the excess of
contributions payable less benefits receivable in the secondary distribution of
income account. This amount is shown as payable to households by the
pension fund. In the case of a defined benefit pension scheme, the amount is
unlikely to be negative unless it is a scheme for a defunct employer and it is

only paying benefits and not receiving new contributions.

17.161 The same amount that is included in the use of income account as the
adjustment for the change in pension entitlements is included in the
financial account as a claim by households on the pension fund. (The other
part of this item reflects any change in responsibility for pension
entitlements recorded as part of capital transfers.) . The other factors
affecting the change in the balance sheet entry for the change in pension
entitlements are shown in the other changes in assets accounts and are

discussed below in section 4.

Defined benefit pension schemes operated by other than employers

17.162 It is possible that some other organization, such as a trades union,

may operate a defined benefit pension scheme for its members that is in all

17.159 PO AE TIE, kel it 5 — 2D FAZ OV T O
HAND D (UL, FEEIEEOERET T AESZHHEC L > THA SN2
LR A EE T A REOPEHEICE L) , THIEFE R OELEIEEITH T 5
HETH D, BHE X E LTRiskEn D,

17.160 F7=. FrGOEREIEIZIEZ, FF0H 2 IRBLEIEIZ 1T 5 Al
~ A FRAZEEA DA U D FESZAGHEOHIIN (F7213) 2" T HAR D 5,
ORI, EEEEIC I DFRHNIRT A XIEA £ L ORSND, HeERRTLAE
G EOSE . BUELRWERICET 261 T, B OSdATH 253, Frllodl
H D72 WA DAMIITAIC 22 5 ATREME I D 72,

17.161 2O, F&ZHHEOLBRE L L TIGOFEAEEICEENDSD LT
CEAN, Faik@IT T DFFOMME L L TamBiEicdobnsd (k. 20
HHIXEABIRO L U TRk 2 FaSAeHE /T 2 RO 2L b K5
%)o FRRIGHEDOZINCE L TR ROTMEICERZMA 5 Z L1l D
WEE L2 T X OMOERIT, £ OMOEEEEEE TRIND, TORITD
WTIE, IRk 7 v a4 TlRRD,

JELLIINE S o THEI S S FEER T E 2 H/E

17.162 SfEHA 72 &, FOMDONW S O8EENS . FOREEICRT LT, EE
FIRNEI2 D Z & ZRFIET R TORICBWC R LN EE I 5 MEEAMRES
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respects parallel to an employer’s defined benefit pension scheme. Exactly i B & FER DR ER M ESHELEET L2203 HY 25, TOLAICH, JE
the same recording is followed as just described except that references to the | F=Z il DFGEE . BHE ZHIEOSINE LHAKZH Z LI2X D, 5 F Tk~
employer should be understood to refer to the scheme organizer and TE-bo L EfkICHE RN Ebn s,

references to the employee should be understood to refer to the participant in

the scheme.

Table 17.8 (cont):Accounts for pension benefits payable under a defined #17.8 (FeX) : HeBHIEIHIEIC & o TR bR ELB T OBE —FER

benefit scheme — resources

Resources T
Pension Other Total —
Employer fund _ Households sectors economy B Ee ke Fat Z DA E -[ERR
Production account S
Output 0.6 0.6 AEPERE
PEH 0.6 0.6
Generation of income account o P
Employers' actual pension contributions ijw % Hi.mt
FEEDOBIHELAM

Employers' imputed pension contributions "
FEEONBE A

Allocation of primary income account
FHFOH 1 YEdsy hE

Employers' actual pension contributions 10.0 10.0

Employers' imputed pension contributions 4.1 4.1 JEEOBIHFE A 10.0 10.0

Property income 2.2 2.2 JE FE DR B4 A 4.1 41

Property income payable on pension entitlements 4.0 4.0 T PERTAS 2.2 2.2

S HAHEN AR 2 M PERTAS 34 X 4.

Secondary distribution of income account ARSI HR DB H30H 40 0

Household total pension contributions 19.0 19.0 FHF O 2 W HL i E

Employers' actual pension contributions 10.0 10.0 FatOFESABATH 19.0 19.0

Employers' imputed pension contributions 4.1 4.1 JEFOBREFELAM 10.0 10.0

Household actual pension contributions 1.5 1.5 JiE O RAE & 41 41

Household pension contribution supplements 4.0 4.0 FEHOBRIEFELAM 1.5 15

Pension scheme service charges -0.6 -0.6 FEOELBMNEHE 4.0 4.0

Pension benefits 16.0 16.0 SRR Y — & 2 ) -0.6 -0.6
Use of income account R 16.0 16.0

il;l.al consunf]ptlohn e}}(}pendl?ure ) " 2o 5o RO EE

. ]L.lstn(lent oll)r the change in pension entitlements R X BT

e (f“c‘“at o R I B 3.0 3.0

aving (impute g (%)

Wi (i)
Changes in liabilities

Financial account YREDLEH) B DLEE)

Net borrowing/lending (actual) -10.0 -5.3 17.5 -2.2 0.0 —

Net borrowing/lending (imputed) -4.1 4.1 0.0 e .

Change in pension entitlements 3.0 3.0 FEBASEH] (515) 100 5.3 17.5 2.2 0.0

Claim of pension fund on pension manager (current service) 4.1 4.1 FAEA/EE O JR) 4.1 4.1 0.0

Other financial assets FEEZAMEDOLD) 3.0 3.0
ER LG DERE A O L TR CYIETES) 4.1 4.1
= DD Gk

The relationship between the employer and the pension fund JE T & Hespy & DRI
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17.163 As noted above, an employer may contract with another unit to
administer the pension fund and arrange disbursements to the beneficiaries.
There are two ways in which this may happen. The operator of the pension
fund may simply act as the employer’s agent and the responsibility for any
shortfall in the fund (or the benefit of any excess) remains with the employer.
In this case the unit handling the day to day running of the pension fund is

called the pension administrator.

17.164 However, it is not uncommon for a single unit to contract with several
employers to manage their pension funds as a multiemployer pension fund.
The arrangements are such that the multiemployer pension fund accepts the
responsibility for any shortfall in the funds to meet the liabilities in return
for the right to keep any excess funds. By pooling the risks over a number of
employers the multiemployer fund expects to balance under- and
overfunding so as to emerge with an excess over all the funds taken as whole
in a similar way that an insurance corporation pools risk for many clients. In
such a case, the unit assuming responsibility for meeting the pension

obligations becomes the pension manager in place of the employer.

17.165 In the case where the employer retains the liability for any
underfunding or the benefit of any overfunding, a claim on (or liability
towards) the employer (the pension manager) by the pension fund should be
recorded for any deficit or surplus. This claim is equal to the difference
between the increase in pension entitlements and the sum of the
contributions and contributions supplements in the period, plus the

Investment income earned on the entitlements, plus the holding gains made

17.163 T TITR 72X 512, BEIFBIOHAL &K% L, %3 ORI Fa
BEEERL, SOICZMEBICKHT O EFRT LI LDH D, 2 ODKFAMN
oo, HB—0HATIE, FeLe0EEHRIL, HIEFOMNEAL LTEEHL,
Eeorg (7%, By ofaf) (T 28ETREECH D, 2056, 4
SR H 2 BT D HALT, F4EHE (pension administrator) & FEIZIL
Do

17.164 L L, H—OHA), Fe&ler@EFFEeLe L L TEFHT S
COIC, BEORELENT L LI Z & TIERY, ZORYRDTIE, &
B FFEeEED, REE LT DM 252 Rk & LT, AEICRE
BEOANRICE L THEEZA O RSN L OBEIZHT DU AT 27—/
T 20 EHFHPDOTIEZ L - T, HEETEEIT, 2 DREEIS T#é)x7%7
—NTHILICL ST, EBERERLE L TALEE BERE BoBIREZEL T,
R FEAET D 2 L 2T D, £ O%E  FeEB IO L TEEEZ R OB
JEE T HF4LEHE (pension manager) 7325,

17.165 He&ARNZIIHT 2ABEEITESBRBONRZEENETOS &Ik
FF9 o856, REELIFEFICH LT, FeESICL2ETE (FeEHE) ([Ixt
T HEME (EX2nICRHT 2AE) Niiiksnd, ZOEWHEIL, BE&SHHED
L, M OAHE LBMAEOEFTOE, 77 AZMEHEICE L TRI-RE
s, 77 AZUCET DREFIG, ~ A FTAZIES, <A T RESEE D

:kﬁ“%.’ﬂidr/\ LW FESEEICE L TAE U 2N ZAHEOHINEZ ER S IFC

I FEEEDN, FEEHEEL L CORTIIH YR D, 2O X )12, F4&
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on them, less the pensions payable, less the fee charged by the pension
administrator. When the amount accruing to the pension fund exceeds the
increase in entitlements, there is an amount payable by the pension fund to
the employer as pension manager. In this way the net worth of the pension

fund remains exactly zero at all times.

17.166 The amount due to the pension manager by the pension fund is where
the impact of a contribution holiday shows up since it includes the amount of

the employer’s contributions that would normally be payable.

A numerical example

Transactions for a defined benefit schemes

17.167 In order to illustrate the recording of transactions connected with a
defined benefit pension scheme, table 17.8 shows a numerical example.
Figures that are imputed are shown in bold; those that result from re-routing

are shown in 1talics.

17.168 Actuarial calculations show that the increase in pension entitlement
coming from current service, that is the pension “earned” in the year in
question is 15. Households (the employees) contribute 1.5. The employer
therefore is obliged to provide 13.5. In addition the cost of operating the
scheme is estimated at 0.6. In total therefore the employer must provide 14.1.
He actually contributes 10 so the remaining 4.1 is an imputed contribution.
The output of 0.6 is shown in the production account; the contributions by the

employer are shown as payable by the employer in the generation of income

HEEDOEWEEIIFICHE Y EPa b,

17.166 4E&HEAIT K HFEEHE ~OSHNVEIT, FeE BT T |
WHE LD D NS EEABOHE GO T, TORENEND,

HefiE

TEER T 12 B9 5 IR F]

17.167 FEEART AR G MR & Bd 3 5 G| DRtk 2 ST 5 72 0i2, #K17.8
THUERF 274, JRE Lo e 2 R TR T, TR S EiEz (1 2V v o
KTET,

17.168 {REREEEFEIL, LHEBIC L2 EEZREORME RT, 2% 0,
MRS TG LI2ESIT15TH D, FKit (BHE) 1%, 1.628#HT 5, 1t
ST, JEFIE, 1355 U T HRENH D, I DI, HELEET LML 0.6
HERFEN D, o T, AR TR, BEXE1412RE LATER LR, EE
X, EREICIE, 1002AHLTWAHOT, &Y o4 UTREAHE /25, F#EHI0.6
WAEFEBEIC RSN D, BEICL DAMIE, FrfEORAMEIZB W TEEDO A
ELTREN, 1RGO BIEICB OV TEIOZIE L TURIND,
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account and receivable by the households in the allocation of primary income

account.

17.169 In the allocation of primary income account, investment income is
also shown. The increase in pension entitlement coming from past service,
due to the unwinding of the discount factor because retirement is one year
nearer, is 4. This is shown as an imputed flow of investment income from the
pension fund to households. At the same time, the pension fund actually
earns 2.2 from investment income of the funds they manage. At this point,
therefore, there is a shortfall of 1.8 in the pension fund resources but it is not

shown in the current accounts.

17.170 In the secondary distribution of income accounts, the payments from
households to the pension fund are shown. This can be viewed in one of two
ways. The sum of the contributions paid by households should be equal to the
increase in entitlements coming from current service (15) plus that coming
from income on past entitlements (4) or 19 in total. The amounts actually
paid are 10 received as the employers’ actual contributions, 4.1 as the
imputed contributions, 1.5 of the households own contributions, contribution
supplements of 4 less the service charge of 0.6; again 19 in total. In the same
account pensions of 16 are also shown as payable by the pension fund to
households.

17.171 In the use of income account, as well as the purchase of the service
charge as part of household final consumption expenditure, the change in
pension entitlement is shown as payable by the pension fund to households.

In this example, the amount of household contributions of 19 is set against

17.169 %5 1 RS ORSEIEICB W T, WEFELREND, Bk 14
3L DT, FBIRTOEXRLICED , BEEHEESZHHEOIIMIIATH D,
T, FEEENOFHA~OBREFGO T r—L LTRSS, FIRFIC, F4
EAITFERIC, BT 2 EGOREEHGN L2252 B5T 5, o T, ZORER
T, FEESOPRITITL.8D NENFET 205, ZAUIREBIE TlIm sz
[

17.170 P3O 2 IBLEIE TlE, FathbESEESIIRTT 2 30V RSh
D, I, 2ODHFIETRLZZENRHEKD, £7. BRI TIE, FitnX
ho Tz BHOEFHE, UHEBEICE S MO (15) 77 AMEDZG
HICEDS TN LA LN ZEHEDOHEMN (4), TRbbLAFI9TH L, F -
DRFTIE, FEICSH DN, BREOBEAHL LTI0ZEHY | REA
e LT4, FitEHOAMDOLE, BIMAHANR4, v~ T AP —E2ED0.67T,
BT ER, 1987425, FUEET, 160E48 L., Fitlcx+ 584880 %
e LTRENS,

17171 Frfs O HEIE TIE, FetREEESHO—fE L To¥— 2k
BEADIEDAESZIHEOEBN  FEESIC LD FH~OX L L TEIND,
ZORFITIE, 19DZFEFAHEEEIT, FefafhE16720 T, KitI3DESZIHED
NN ® %,
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pension benefits of 16. There is thus an increase in pension entitlements of 3

owing to households.

17.172 Households have saving of 17.5 of which 3 is the increase in their
pension entitlements. This means that they have acquired other financial
assets (or reduced liabilities) by 14.5. This figure is the difference between

the benefits received (16) and households’ actual contributions of 1.5.

17.173 For pension funds, saving is -1.2 but this can be seen as the composite
of the actual and imputed elements. In terms of actual flows, pension funds
receive contributions of 10 from employers routed via households, 1.5 from
households and pay out benefits of 16. In addition, they receive investment
income of 2.2. Their disposable income is thus -2.3. When the change in
pension entitlements of 3 is taken into account, saving is -5.3. In addition,
employers make an imputed contribution of 4.1. This is routed via
households but adds 4.1 to the saving of the pension fund and reduces saving

of the employer by the same amount.

17.174 In the financial account of the pension fund, the figure of 4.1, which
was the imputed contribution, is shown as the claim of the pension fund on
the employer. There is a claim by households on the pension fund of the
change in pension entitlements of 3. In addition the pension fund either runs
down financial assets or increases liabilities by 2.3, the figure corresponding
to disposable income excluding the imputed contribution element from the

employer.

Defined contribution pension schemes

17.172 FiEHZ. 175D0FE%2 L, 20 9 L3WMESSZHIEDOEMThH S, OF
V. 14.5DZF DO EREE (F-ITABEOHNE) 28515, Z0EIL, =
FE - 72861 (16) L FEHOHFEAHISDETH D,

17.173 &AL T, IFEN—1.2THHM, THITHEEREL L OYRE
BRMOMD Z ENbnD, BE 7o —CB L UL, FE&E&IIFHRETED
NWIZRENSDI0DBAHEEZZIY | Fith b 150AHEZITIY . 16041 %
XD, SHIT, 220 EFGEZITIRD, AIASETFIE—2.3Th 5, 3DIF
EZAHEOEB BB T, BFEIE 538705, ST, BEIL, 410)E
BET S, 2L, FRHBRBETHE 6 SN0, FEEEEOITEIC41E M A,
FEE, BFEOITEEW L D,

17174 HFEE&ESOE/IE TIE, FBAH TH 74108, EEITKT
DIEEIEEOEREE L ORSND, FEZHEOEENINH Y . ZIUIFESESE
KT DFHAOERHEIC R D, S DT, T, SMEEL2.3721HE/ 15
D, Eo, FFE, AEEAENSE S, Ziuk, BEORBAMEESRE LR A
WOyFTG LRI CBIETH D,

TEE AU 2
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17.175 Table 17.7 shows the similar flows for a defined contribution scheme.
The accounts are simpler, compared to the defined benefit case, because
there are no imputed contributions. Further, the investment income payable
by the pension fund to households reflects only investment income received
by the pension fund and does not involve calculations about increases in

entitlement from the operation of a formula.

17.176 The investment of the entitlements of defined contribution pension
schemes leads to holding gains (and possibly losses). These come about
through the management of the assets held by the fund but an amount
exactly equal to the holding gains and losses should be attributed as an
increase in the pension entitlement of the beneficiaries. The holding gains
appear under entries for the relevant assets in the revaluation account for
the pension fund with a matching entry for the increase in the liability of the

pension fund towards households.

Other flows for a defined benefit pension scheme

17.177 At first sight it would seem that there are no entries to be made in the
other changes in assets accounts for a defined benefit pension scheme since
the two components recorded as the pension contributions and investment
income are matched exactly to the increase in entitlements. However,
because the nature of a defined benefit pension scheme is that the amounts
due are determined by a formula, there are other factors that may intervene
to change the level of entitlements. These factors include a price escalation

clause, changes in the formula used to determine benefits and demographic

17.175 17713, #eELHREI 2T 280 7 v —42 04, JmeaHidF
TELRVWOT, EEMRMHOLGE LKL T, BEXLVERTHDL, I HIT,
FEHTk U THER IS D 3L © BE TR Fe SN2 T O BES O I %
L, AREFHH L ZBEOBINCOWTOHEEE E 20,

17.176 & ML ARSI B O IGHE D FRE 1L, RAFIG (BBLTN, mleEME L
L TERARR) IZo20 5, WTFNOHES, ReRRET 2 EEDCE L E
CTAL DD, ARG LUK L BRIZHE LWEDN, FZMEOHME L
TXAEIIFR SN D, RAFFFL, FeLeORHEEE THEEEICTEA S
. THEEL T, GO FFHIX T2 AaEOEME L TRRASHLD,

TEER TR H DT DD 7 17—

17177 —RT 25 & MEERMIESHIEORE . Fefiil KORES &
L CRLE SN D 2 DOMEALER T, ZHMEOHII & BRI —F T 5D T, MeEHa
ARG EEIZ B LTI, 2 OO EREA T E IZFEA TR EHBIIAFAE L
EolCbEbind, LnLans, MEERMMREESHEOMEIL., FaSHAEEN
ARICE S TIREEND LV Z LD T ZHEED LA LB SH 5 Z 0O
DITEERDR D D, £ DOHFIZIEL, Wffi EFFHE, B2 RET D720 HT 5
HROEE, HMZETHANO0ZNRHEOEFTENE TN D, FHEDZTHHEIZK
ETHEL VDR — ROV TIE, BUFICHIER & LTIRY BT 5,
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assumptions about life length. The special case of the impact of promotions

on entitlements is discussed separately below.

17.178 A pension fund invests the funds at its disposal. If they work on a
fully funded basis, the investment income should be more than enough to
cover any price escalation clause in the pension agreement. The excess may
also be sufficient to cover some other adjustments to entitlements. However,
a major source of revenue comes from holding gains on investments. These
were assumed to be sufficient to cover most or all changes in entitlements. It
has become clear that many schemes were underfunded in the expectation

that holding gains would make up this shortfall also.

17.179 Given these adjustments are funded in large part by holding gains
which appear in the revaluation account, it seems reasonable to record the
contingencies that they are assumed to cover in the other changes in the
volume of assets account except for the price escalation factor which should

appear in the revaluation account.

The 1ssue of promotions

17.180 Many defined benefit pension schemes use a formula to set benefits
that involves either the final salary or average salary as a key determinant.
This implies that any promotion means that the total pension entitlements
accrued to date are increased to take account of the new salary level. This is a
significant benefit for the individual being promoted but what are the

consequences for the employer’s pension liabilities?

17.178 F&iaeld, BhCEeLEMN T2, b L. EEOE I TR+ TH
UL, BEIHE, FEREICE EN MM LR FEAE KL TE S HOT
b DITEWNRYY, S HIT, BilIE, MK 52 OO 20 5 DI
L THLNE Ly, L, ERMIRIE., #EICET 2 RaR1E L5
bNb, 9 LIERARIENZHEDIZE AL, $RBETOLEHZIEH I L+
DTHLZENEEIN TV, LML, BUETIE, REFGEN ZORES%2H
DEDLELIEAD ENOIHIFFOL LT, fERE LT, Z< DRENREERNE LR
STLESTEZEDRHLNERSTND,

17.179 FIHEEICRNLRAFIFIC L 2T, 29 LIZfRER b TV 5
EWVH T EEAHEE LTEET 575X, Ml E IC R 2 Wl A B 2 B
WTC, ZOMOBFEREBTEOMNR LD LIESNDWREES (L LTER
D) ZEET D LIIREMTHD EBbh D,

D[

17.180 Z < OffEAMTIFERHIE L, BHERET 57200 AXEEHT 2
2. FORNUTIE, FMOREITEMEE G E IG5 O WT IR £z 5k
FERLLTEENTWD, ZOZ &E, RERUTOEKERSZ & 2Ry
Do Thebb, TN E TEM L CEXLESTHHEREIL. LB E L LEE
BLTHEMNT 5, 2o &id, HFELEZEAICE > TRERFIRTHLP, EE
DESABIZEHL TED XL I REREZ BT TDTHA DD,
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17.181 The accounting profession uses two actuarial terms that bear on this
discussion. The accrued benefit obligation (ABO) records, as it name implies,
only the benefits actually accrued to date. It represents the amount the
employee could walk away with if he left the firm tomorrow and may be the
basis of assessing a person’s net worth in the case of a divorce settlement, for
example. A projected benefit obligation (PBO) is a more prudent measure of
what the eventual level of entitlement is likely to be. For an individual, the
PBO makes assumptions about how many future promotions the person is
likely to receive and calculates his final salary accordingly. Then, if he has in
fact only worked 20 out of an expected 40 years, it halves the final salary and
calculates pension entitlement for the individual as if this were his current
salary. Where an individual’s ABO increases in steps as he is promoted, the
PBO increases steadily over time. For the individual, PBO is always higher
than ABO until the moment of retirement when the ABO catches up with the
PBO.

17.182 It would seem at first sight that the level of pension entitlements for a
corporation should be the sum of all the pension entitlements of each of the
employees and that therefore the sum of the PBO estimates would be
considerably higher than that of the sum of the ABO estimates and would
evolve more smoothly over time. However, what is true for the individual is
not necessarily true for the cohort of employees. Suppose the employer has
five classes of people for whose pensions he is responsible, four grades of
employees and one set of retirees, and for simplicity there are the same
number of each. Consider the situation where in a year the retirees die; the
most senior set of employees retire, the next three sets of employees are all

promoted and a new set of employees is recruited at the lowest level. Every
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current employee is better off after promotion but the overall liability of the
employer has not changed. The effect of aggregating ABOs is to smooth the
total entitlement and while it will still be lower than the aggregate PBOs, it

will not necessarily be more volatile. Indeed it may be more stable.

17.183 While the profile of the ABO of an individual will show step changes
when promotions occur, for a cohort of employees, the effect is much
smoother. For a cohort of the same age remaining with the corporation for
the whole of their working lives, the ABO estimates will be considerably
lower than PBO estimates in the early years but the rate of increase of the
ABOs will be faster than that of the PBOs so that at the point immediately
before retirement, the two sets of estimates will be equal. Merging cohorts of
employees with different periods of service with the corporation will bring

the ABO estimates for all employees closer to the PBO ones also.

17.184 As long as the grade structure of the corporation stays the same, ABO
and PBO will move roughly in step. If the firm expands and takes on many
new employees at the lower grades, the PBO will be increase noticeably
faster than the ABOs because the PBOs make estimates of how long the

new employees will stay and how far they will be promoted while the ABOs
record simply the pension accrued in their first year. If the firm decides to
downsize and reduces the number of their managerial staff, this will reduce
the promotion prospects of the employees and a downward revision in PBO
will be necessary. Because ABOs reflect simply the “locked-in” pension, this

estimate is not affected.

17.185 The question arises, though, of how to record the impact of promotion
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on the employee if an ABO recording is used. Any version of treating the
increase as a form of compensation of employees or investment income falls
back into the assumption that the aggregate of entitlements is the sum of the
individual entitlements but without looking at other individual impacts on
the aggregates such as when someone leaves and loses pension entitlement
because not enough time has been served or when someone dies before
retirement age. A simpler and adequate solution is to treat the impact of
promotions for the unit as a whole as a price change and record the change in

the revaluation account.

Table 17.9:Detailed transactions concerning social insurance
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Insurance
corporation/
Social
Table insurance Other Total
number Employer fund _ Households __sectors _economy
Intermediate consumption 1 3 4
17.1 Non-life insurance 1 3 1
Output -18
(Output shown as negative use for compactness) 17.1 Non-life insurance -6
17.2 Life insurance 4
175 Other schemes - funded non-p benefits 1
177 Other employment-related schemes - DC pension benefits 14
178 Other employment-related schemes - DB pension benefits 06
Bmployers' actual social insurance contributions 181 181
173 Social security non-pension benefits 15 15
175 Other employment-related schemes - funded non-pension benefits 6 6
176 Social security pension benefits 139 139
177 Other employment-related schemes - DC pension benefits 1 1
178 Other employment-related schemes - DB pension benefits 10 10
Employers' imputed social contributions 13.1 13.1
174 Other employment-related schemes - unfunded non-pension benefits 9 9
178 Other employment-related schemes - DB pension benefits 41 41
Household actual contributions 115 15
173 Social security non-pension benefits 10 10
174 Other employment-related schemes - unfunded non-pension benefits
175 Other employment-related schemes - funded non-pension benefits 5 5
176 Social security pension benefits 87 87
177 Other employment-related schemes - DC pension benefits 115 115
17.8 Other employment-related schemes - DB pension benefits 15 15
Investment income 87.2 87.2
171 Non-life insurance 6 6
172 Life insurance 7 7
175 Other employment-related schemes - funded non-pension benefits 4 4
17 Other employment-related schemes - DC pension benefits 162 162
178 Other employment-related schemes - DB pension benefits 4 4
Insurance service charges paid by households 8 6
171 Non-life insurance 2 2
172 Life insurance 4 4
Social insurance scheme service charge 8 8
175 Other schemes - funded non-p benefits 1 1
176 Social security pension benefits
17.7 Other employment-related schemes - DC pension benefits 14 14
178 Other employment-related schemes - DB pension benefits 06 06
Social insurance benefita 290 290
173 Social security non-pension benefits 22 22
17.4 Other employment-related schemes - unfunded non-pension benefits 9 9
175 Other employment-related schemes - funded non-pension benefits 7 7
176 Social security pension benefits 210 210
177 Other employment-related schemes - DC pension benefits 26 26
17.8 Other employment-related schemes - DB pension benefits 16 16
Adjustment for the change in pension entitlements -2 148 12.8
175 Other schemes - funded P benefits -2 2
177 Other employment-related schemes - DC pension benefits 113 13
17.8 Other employment-related schemes - DB pension benefits 3 3
Claim by pension fund on pension manager 41 41
17.8 Other employment-related schemes - DB pension benefits 4.1 4.1

17.186 If the PBO method of recording entitlements is chosen as the

preferred valuation, an adjustment in the other changes in volume of assets

account is needed only if the structure of the enterprise changes so the

chances of promotion change. On the other hand, the regular estimates of the

employer’s contributions to social insurance schemes included in

compensation of employees will be systematically higher than those made
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under an ABO regime because the increase in pension entitlement that
determines the size of the contributions will be based on a notional salary

calculated on a PBO basis rather than the actual one.

3. Transferring pension entitlements

17.187 One characteristic of the changing environment of pensions is the
increasing possibility of having “portable pensions”. Until recently it was
often the case that a person leaving one employer had his pension frozen at
that point and had to start a new pension with the new employer. It is
becoming more common now for a person moving jobs to be able to convert
the pension entitlement with the former employer to one with the new
employer. When this happens, the pension entitlement of the household
concerned 1s unaffected but there is a transaction between the two pension
funds as the new one assumes the liability of the former. In addition there
will be a counterpart transaction in some assets to match these liabilities. If
the new employer is running a scheme that is actually unfunded, he may
receive cash from the former employer. If this cash is then used by the
employer for purposes other than the pension fund, his liability to the fund

increases and his use of the cash appears as net borrowing.

17.188 If government assumes the responsibility for pension provision for the
employees of a non-government unit through an explicit transaction, a
pension liability should be recorded in the balance sheet of government. If
the government does not receive matching assets in return, the difference
between the increase in the government’s liability and the assets received is

shown as a capital transfer to the non-government employer. There is further
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