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Chapter 11: The financial account

A. Introduction

11.1 The financial account is the final account in the full sequence of accounts
that records transactions between institutional units. Net saving is the
balancing item of the use of income accounts, and net saving plus net capital
transfers receivable or payable can be used to accumulate non-financial
assets. If they are not exhausted in this way, the resulting surplus is called
net lending. Alternatively, if net saving and capital transfers are not sufficient
to cover the net accumulation of non-financial assets, the resulting deficit is
called net borrowing. This surplus or deficit, net lending or net borrowing, is
the balancing item that is carried forward from the capital account into the
financial account. The financial account does not have a balancing item that is
carried forward to another account, as has been the case with all the accounts
discussed in previous chapters. It simply explains how net lending or net
borrowing is effected by means of changes in holdings of financial assets and
liabilities. The sum of these changes is conceptually equal in magnitude, but
on the opposite side of the account, to the balancing item of the capital

account.

11.2 The financial account records transactions that involve financial assets
and liabilities and that take place between resident institutional units and
between resident institutional units and the rest of the world. The left-hand
side of the account (table 11.1) records acquisitions of financial assets less

disposals, while the right-hand side records incurrence of liabilities less their
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repayment.

1. Financial assets and liabilities

11.3 As described in chapter 3, an asset is defined as follows. An asset is a
store of value representing a benefit or series of benefits accruing to the
economic owner by holding or using the entity over a period of time. It is a

means of carrying forward value from one accounting period to another.

11.4 Benefits are exchanged by means of payments. From this a financial
claim, and hence a liability, can be defined. There are no non-financial
liabilities recognized in the SNA, thus the term liability necessarily refers to a

liability that is financial in nature.

11.5 A liability is established when one unit (the debtor) is obliged, under
specific circumstances, to provide a payment or series of payments to another
unit (the creditor). The most common circumstance in which a liability is
established is a legally binding contract that specifies the terms and
conditions of the payment(s) to be made and payment according to the

contract 1s unconditional.

11.6 In addition, a liability may be established not by contract but by long and
well-recognized custom that is not easily refuted. Some payments by
government to individuals fall under this category. In these cases, the creditor
has a valid expectation of payment, despite the lack of a legally binding

contract. Such liabilities are called constructive liabilities.
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11.7 Whenever either of these types of liability exists, there is a corresponding
financial claim that the creditor has against the debtor. A financial claim is
the payment or series of payments due to the creditor by the debtor under the
terms of a liability. Like the liabilities, the claims are unconditional. In
addition, a financial claim may exist that entitles the creditor to demand
payment from the debtor but whereas the payment by the debtor is
unconditional if demanded, the demand itself is discretionary on the part of

the creditor.

11.8 Financial assets consist of all financial claims, shares or other equity in
corporations plus gold bullion held by monetary authorities as a reserve asset.
Gold bullion held by monetary authorities as a reserve asset is treated as a
financial asset even though the holders do not have a claim on other
designated units. Shares are treated as financial assets even though the
financial claim their holders have on the corporation is not a fixed or

predetermined monetary amount.

2. Quadruple-entry accounting

11.9 The accounting rules of the SNA, explained in chapter 3, describe how
the quadruple principle of accounting is implemented. When a good, service,
asset or liability is sold by one institutional unit to another, two pairs of
entries are recorded. The first pair records the supply of the item by one unit
and the acquisition by the other. The second pair of entries records the second
party supplying the means of payment for the item, and the first party
receiving this. Similar quadruple entries are required in respect of

transactions involving property income and transfers. The second pair of
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entries usually appears in the financial account though in a few cases of
transfers in kind, the second pair of entries may appear as negative and
positive final consumption expenditure or disposal and acquisition of a
non-financial asset. In all cases except the acquisition of a financial asset or
settlement of a liability, the first pair of entries appears in one or more of the
non-financial accounts. In the case of the exchange of a financial instrument,

all four entries appear in the financial account.

11.10 There are thus two reasons for entries in the financial account. The first
reason 1s as counterpart to entries in other accounts; the second is to record
transactions involving the exchange of financial assets and liabilities only, so
both the original and the counterpart entries are recorded in the financial

account.

3. Counterparts of non-financial transactions

11.11 Transactions involving the transfer of ownership of a good or
non-financial asset, or the provision of a service or labour almost always
entail a counterpart entry in the financial account for means of payment or
claims on future means of payment. Even many transactions in kind, such as
barter sales and remuneration in kind, conceptually lead to entries in the
financial account. If unit A provides a product of value x to unit B, expecting
another product of the same value in return, A has a financial claim of x on B.
This financial claim is settled and thus no longer needs to be recorded when B
fulfils delivery of the product promised. Entries in the financial account are
needed when all elements of the in-kind transaction are not completed

simultaneously.
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11.12 The sale of a good, service, or asset may have as its counterpart a
change in currency or transferable deposit. Alternatively, the counterpart may
be reflected in the financial account in a trade credit or other category of

accounts receivable or payable.

4. Exchanges of financial assets and liabilities

11.13 Whenever one financial asset is exchanged for another or when a
liability is repaid with a financial asset, transactions are recorded only in the
financial account. These transactions change the distribution of the portfolio
of financial assets and liabilities and may change the totals of both financial
assets and liabilities, but they do not change the difference between total
financial assets and liabilities. For example, trade credits are extinguished by
payments. The claim represented by the trade credit no longer exists when
the debtor provides means of payment to the creditor. The resulting four

entries in the financial account are:

a. the creditor reduces its holdings of trade credits and increases its means of
payment (currency or transferable deposits); and
b. the debtor reduces its liabilities (in the form of trade credits) and reduces

its financial assets (in the form of means of payment).

11.14 When existing financial assets are exchanged for other financial assets,
all entries take place in the financial account and only affect assets. For
example, if a debt security such as an existing bond is sold by one institutional

unit to another on the secondary market, the seller reduces his holdings of
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securities and increases his holdings of means of payment by an equal
amount. The purchaser increases his holdings of securities and decreases his

holdings of means of payment.

11.15 When a new financial asset is created through the incurrence of a
liability by an institutional unit, all related entries are also made in the
financial account. For example, a corporation may issue short-term securities
in exchange for means of payment. The financial account of the corporate
sector accordingly shows an increase in liabilities in the form of securities and
an increase in financial assets in the form of means of payment; the financial
account of the purchasing sector shows a reduction in assets in the form of

means of payment and an increase in assets in the form of securities.

5. Net lending

11.16 Some sectors or subsectors are net lenders while others are net
borrowers. When institutional units engage in financial transactions with
each other, the surplus resources of one sector can be made available by the
units concerned for use by other sectors. The financial account indicates how
deficit, or net borrowing, sectors obtain the necessary financial resources by
incurring liabilities or reducing assets and how the net lending sectors
allocate their surpluses by acquiring financial assets or reducing liabilities.
The account also shows the relative contributions of various categories of

financial assets to these transactions.

Table 11.1:The financial account - concise form - changes in assets
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Uses

>
E 1] 1] E
25 § 2 -
EE €5 8 S « 8% Ea
Transactions and S 5 g5 g g @ % B 2d
balancing items E2 g5 58 2 7 N § = E
ZSESU& = Z & ~ETE &
Net acquisition of financial assets 83 172 10 189 2 436 47 483
Monetary gold and SDRs -1 -1 1 0
Currency and deposits 39 10 -26 64 2 89 11 100
Debt securities 7 66 4 10 -1 86 9 95
Loans 19 53 3 3 0 78 4 82
Equity and investment fund shares 10 28 3 66 0 107 12 119
Insurance, pension and standardized guarantee schemes 1 7 1 39 0 48 0 48
Financial derivatives and employee stock options 3 0 3 0 14 0 14
Other accounts receivable/payable 4 5 4 1 15 10 25

11.17 The evolution of net lending can be seen clearly in table 11.1.
Non-financial corporations are shown to have a net borrowing requirement of
56. This requirement is financed by incurring liabilities of 139 and acquiring
financial assets of 83; the difference between the two equals net borrowing.
Similarly, the household sector, which has a net lending balance of 174,

achieves this result by acquiring financial assets of 189 and incurring
liabilities of 15.

11.18 Although much borrowing and lending is routed through financial
intermediaries, some borrowers can transact directly with non-financial
lenders. For example, governments can issue securities in the market; these
securities can be purchased by households, non-financial corporations and the
rest of the world as well as by financial institutions. In many other cases,
financial intermediaries have as their special function the creation of a
financial market that links lenders and borrowers indirectly. The financial

institution incurs liabilities to net lenders through taking deposits or issuing
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securities and providing the financial resources thus mobilized to borrowers,
for example in the form of loans, holding of debt securities and holdings of
equity securities. Thus, their transactions in financial assets and liabilities
will be comparatively large relative to other sectors and to the size of their
own net lending or borrowing. In table 11.1, the financial corporations sector
has a net borrowing of 1, which is financed by net incurrence of liabilities of

173 and net acquisition of financial assets of 172.

11.19 An examination of the financial transactions of the subsectors of the
financial corporations sector, in addition to those of the consolidated financial

sector, 1s often useful.

11.20 It is important to note that, for each institutional sector, the financial
account indicates the types of financial instruments utilized by that sector to
incur liabilities and acquire financial assets. The financial account does not,
however, indicate to which sectors the liabilities are incurred and on which
sectors the assets indicate financial claims. A more detailed and complex
analysis of financial flows between sectors is discussed in chapter 27. The
analysis there illustrates debtor or creditor relationships by type of financial

asset.

11.21 In the hypothetical case of a closed economy in which resident
institutional units do not engage in transactions with non-residents, the total
net lending and total net borrowing of the various sectors would have to be
equal since the net borrowing requirements of deficit sectors would be met by
net lending of surplus sectors. For the economy as a whole, net lending or

borrowing would have to be zero. This equality reflects the symmetric nature
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of financial assets and liabilities. When residents engage in transactions with
non-residents, the sum of the net lending and net borrowing of each of the
sectors making up the total economy must equal the economy’s net lending to,
or borrowing from, the rest of the world. In table 11.1 the total economy has
acquired financial assets of 436 and incurred liabilities of 426. Net lending for

the total economy to the rest of the world is therefore 10.

6. Contingencies

11.22 Many types of contractual financial arrangements between institutional
units do not give rise to unconditional requirements either to make payments
or to provide other objects of value; often the arrangements themselves do not
have transferable economic value. These arrangements, which are often
referred to as contingencies, are not actual current financial assets and are
not recorded in the SNA. The principal characteristic of contingencies is that
one or more conditions must be fulfilled before a financial transaction takes
place. One-off guarantees of payment by third parties are contingencies since
payment is only required if the principal debtor defaults. Until the default is
evident, the value of the one-off guarantee should be shown as a
memorandum item. Loan commitments provide a guarantee that funds will
be made available but no financial asset exists until funds are actually
advanced. Letters of credit constitute promises to make a payment conditional
upon the presentation of certain documents specified by contract.
Underwritten note issuance facilities (NIFs) provide a guarantee that a
potential debtor will be able to sell short-term securities (notes) that he issues
and that the bank or banks issuing the facility will take up any notes not sold

in the market or will provide equivalent advances. The facility itself is
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contingent, and the creation of the facility gives rise to no entry in the
financial account. Only if the underwriting institution is requested to make
funds available will it acquire an actual asset, which is recorded in the

financial account.

Table 11.1 (cont):The financial account - concise form - changes in liabilities

and net worth
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Insurance, pension and standardized guarantee schemes 48 0 48 0 48 {%ER Eif £ U’E‘\f%"EME . 48 0 48 0 48
Financial derivatives and employee stock options 3 8 0 0 0 11 3 14 %lﬁﬁl?fﬁﬁf’iﬁuui’a ;U}Eﬁﬁ%‘}k by AT 3 8 0 0 0 11 3 14
Other accounts receivable/payable 26 0 9 4 39 -14 25 Z DO Z IR SEMEH 26 0 9 4 39 -14 25

11.23 Certain financial derivatives are not treated as contingent financial
assets but as actual assets. These are described in section C below.
Standardized guarantees are also treated as giving rise to actual and not
contingent liabilities. A standardized guarantee is one where many
guarantees of similar characteristics are issued. Even though the probability
of any one guarantee being called is uncertain, the fact that there are many
similar guarantees means that a reliable estimate of the number of calls

under the guarantee can be made. Liabilities of this sort where the size of the
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liability may be determined probabilistically are often described as provisions.
The term liability is used when the fact that payment will be required and the
amount of the payment or the way in which the amount will be calculated are
agreed. The term provision is used when the fact that a payment will be
required is regarded as certain but there is no agreement on how the amount
payable will be determined. A contingent liability is one where the size of
payment may or may not be known with certainty but there is uncertainty

about whether there will be a payment required or not.

11.24 For the purposes of the SNA, the treatment of contingencies is simple.

Any payments of fees related to the establishment of contingent
arrangements are treated as payments for services. Transactions are recorded
in the financial account only when an actual financial asset is created or
changes ownership. However, by conferring certain rights or obligations that
may affect future decisions, contingent arrangements obviously produce an
economic impact on the parties involved. Collectively, such contingencies may
be important for financial programming, policy, and analysis. Therefore,
where contingent positions are important for policy and analysis, it is
recommended that information be collected and presented as supplementary
data. Even though no payments may eventually be due for contingent
liabilities, the existence of a high level of them may indicate an undesirable
level of risk on the part of those units offering them. An example is an

overdraft facility on a bank account, which is contingent until exercised.

11.25

considered contingent and which are considered actual assets to be recorded

Country practices vary in determining which instruments are

in the balance sheet. Flexibility in the application of this recommendation is
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required to take national practices and variations in the nature of these
instruments into account. An example, which is quantitatively important in
trade financing, is the bankers’ acceptance. A banker’s acceptance involves the
acceptance by financial institutions of drafts or bills of exchange and the
unconditional promise to pay a specific amount at a specified date. The
banker’s acceptance represents an unconditional claim on the part of the
holder and an unconditional liability on the part of the accepting bank; the
bank’s counterpart asset is a claim on its customer. For this reason, the
banker’s acceptance is treated as an actual financial asset in the SNA even

though no funds may have been exchanged.

11.26 There are other circumstances where future payments are not treated
as assets, even though both the size of the payment and the fact that it will be
paid are known with a high degree of certainty. One example is that although
a bank loan may be granted to an individual using the fact that he is in
permanent employment with a regular wage as security, the promise of future
earnings is not recognized as a financial asset; nor are future receipts from

sales for an enterprise nor a stream of future tax revenue for government.
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B. Transactions in financial assets and liabilities
1. The classification of financial assets and liabilities
11.27 Because of the symmetry of financial claims and liabilities, the same

classification can be used to portray both assets and liabilities. Further, the

same classification is used in all accumulation accounts for financial
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transactions. Within the SNA, the term “instrument” may be used to relate to
the asset or liability aspect of an item on the financial balance sheet. In
monetary statistics, some off-balance sheet items may also be described as
instruments. The use of the same term in the SNA is for convenience only and
does not imply an extension of the coverage of assets and liabilities to include

these off-balance-sheet items.

11.28 Two classes of financial assets that cannot properly be equated with
identified claims over other designated institutional units are included in the
classification of financial instruments. The first class is gold bullion owned by
monetary authorities and others subject to the monetary authorities’ effective
control and held as a financial asset and as a component of foreign reserves.
There is no matching liability for gold bullion. The second class is shares,
other corporate equity securities and financial participations. These do not
have fixed redemption values, as is the case for many other financial assets,

but represent claims by the share holders on the net worth of the corporation.

11.29 Table 11.2 shows an elaboration of table 11.1 incorporating the
classification of financial instruments. The exact coverage and the definition
of each of the items are described in section C along with an explanation of the
types of transactions appearing in the financial account that apply to each
instrument. The remainder of this section deals with general matters of
classification and the application of the accounting rules of the SNA as they

apply to transactions in financial instruments.

11.30 The detail in which the classification is employed depends on the

institutional sector to be analysed. The types of financial assets in which
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households transact are more limited than those for other sectors, and sources
of information are generally more limited than those for other sectors.
Financial corporations, on the other hand, transact in the full range of
instruments, and information on their operations is often the most detailed
and timely of any institutional units. Consequently, a detailed breakdown
may be developed for financial corporations. Blanks, rather than zeros in
table 11.2 show where entries are conceptually impossible; zeros show that

entries are possible but expected to be small.

11.31 The standard items in the classification of financial assets and
liabilities provide a useful basis for international comparison of national data.
Presentation of data for individual countries, however, must be tailored to
meet their analytical needs and to reflect national practices. Thus the
particular form of presentation chosen may reflect differing institutional
arrangements, the extent and nature of national financial markets, the
complexity of financial assets available, and the degree of regulation and
other financial control exercised. For this reason, a number of supplementary
items are suggested for use in addition to the standard components of the

SNA. These are described together with the standard items in section C.

11.32 The classification of financial transactions has become more difficult
because of financial innovation that has led to the development and increased
use of new and often complex financial assets and other financial instruments
to meet the needs of investors with respect to maturity, yield, avoidance of
risk, and other factors. The identification issue is further complicated by
variations in characteristics of financial instruments across countries and
classification of

variations in national practices on accounting and
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instruments. These factors tend to limit the scope for firm recommendations
with respect to the treatment of certain transactions within the SNA. Thus, a
substantial amount of flexibility, particularly with regard to further
breakdowns, is required to match the classification scheme to national
capabilities, resources and needs. In particular, further breakdowns of the
standard items are desirable for many countries to distinguish important
types of assets within categories (such as short-term securities included in

measures of money).

2. Negotiability

11.33 Financial claims can be distinguished as to whether they are negotiable
or not. A claim is negotiable if its legal ownership is readily capable of being
transferred from one unit to another unit by delivery or endorsement. While
any financial instrument can potentially be traded, negotiable instruments
are designed to be traded on organized and other markets. Negotiability is a
matter of the legal form of the instrument. Those financial claims that are
negotiable are referred to as securities. Some securities may be legally
negotiable, but there is not, in fact, a liquid market where they can be readily
bought or sold. Securities include shares and debt securities; listed financial

derivatives, such as warrants, are sometimes considered to be securities.
3. Valuation of transactions
11.34 The payments required under a contract relating to financial assets and

liabilities almost always represent more than one transaction in the sense

used in the SNA. Payments of interest on loans and deposits, as specified by
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financial institutions, involve both interest as recorded in the SNA and a
service fee, which is the service payment to the financial institution for
making the loan available or safeguarding the deposit. The buying and selling
prices for foreign currency and shares are usually different; the difference
between the buying price and mid-price represents a service provided to and
charged to the buyer and the difference between the mid-price and selling
price a service provided to and charged to the seller. The mid-price is the
mid-point of the buying and selling price at the time a transaction takes place;
if the purchase and sale of a share, for instance, do not take place
simultaneously, the midpoint for the sale and purchase price at the time of
sale and of purchase will not necessarily be equal. For some financial
instruments, for example bonds, the increase in value over time is taken to
represent interest, not simply a price increase in the value of the asset. In
some cases more than one adjustment may be needed to the apparent
transaction value to identify and re-route both the service charge and interest

associated with the asset.

11.35 It is essential that the value of the transactions in financial instruments
recorded in the financial account carefully excludes these service charges and
interest payments. Part 4 of chapter 17 describes the adjustments necessary

to make these exclusions on an instrument-by-instrument basis.

11.36 Financial transactions with respect to proprietors’ net additions to the
accumulation of equity in quasi-corporations and changes in households’
claims on insurance companies and pension funds raise complex issues of
valuation that are referred to in the relevant item under classification of these

categories below and more extensively in chapter 17.
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4. Time of recording

11.37 In principle, the two parties to a financial transaction should record the
transaction at the same point in time. When the counterpart to an entry in
the financial account is in another account, the time of recording of financial
claims is to be aligned with the time of recording in the other accounts of the
transactions that gave rise to the financial claim. For example, when sales of
goods or services give rise to a trade credit, the entries in the financial
accounts should take place when ownership of the goods is transferred or
when the service is provided. Similarly, when accounts receivable or payable
arise from transactions related to taxes, compensation of employees and other
distributive transactions, the entries in the financial account should take

place when the entries are made in the relevant non-financial account.

11.38 When all entries relating to a transaction pertain only to the financial
account, they should be recorded when the ownership of the asset is
transferred. This point in time is usually clear when the transaction involves
the sale of existing financial assets. When the transaction involves the
incurrence or redemption of a liability, both parties should record the
transaction when the liability is incurred or redeemed. In most cases, this will
occur when cash or some other financial asset is paid by the creditor to the

debtor or repaid by the debtor to the creditor.

11.39 In practice, the two parties to a financial transaction may perceive the
transaction as being completed at different points in time. This is especially

true when trade credits or other accounts payable or receivable are
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extinguished by final payments and there is a lag between the point in time
when payments are made and received, creating a “float”. There are several
stages at which creditors and debtors could record a transaction. The debtor
could record the liability as being extinguished when the cheque or other
means of payment is issued to the creditor. A substantial period of time may
elapse before the creditor receives the means of payment and records the
payment in his accounts. There may then be further time-lags between
presentation of a cheque to a bank, cheque clearance, and final settlement of
the transaction. Asymmetries in time of recording of this transaction are,
therefore, likely to emerge unless the debtor records his transaction on a
“cheques cleared” basis, a fairly uncommon accounting procedure. A financial
claim exists up to the point that the payment is cleared and the creditor has
control of the funds; this would be the optimal point in time for recording the
transaction. The float, in practice, may be very large and may affect, in
particular, transferable deposits, trade credits, and other accounts receivable.
This effect is especially pronounced in countries where the postal system and
bank clearing procedures are weak. When the float is significant and accounts
for large discrepancies in reporting, it is necessary to develop estimates of the

size of the float in order to adjust the accounts.

5. Netting and consolidation

Netting

11.40 As described in chapter 3, netting is a process whereby entries on

alternate sides of the account for the same transaction item and same

institutional unit are offset against one another. In general the preference of
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the SNA is to avoid netting where possible but this may not always be possible

and for some particular analyses, not always desirable.

11.41 The degree of netting at which transactions in financial assets and
liabilities should be recorded depends to a great extent on the analysis for
which the data are to be used. In practice, the degree of netting will depend on
how data can be reported, and reporting may vary substantially for different
classes of institutional units. If detailed information on financial transactions
is maintained and reported, gross presentations are possible; if transactions
must be inferred from balance sheet data, a certain level of netting is

inevitable. A number of degrees of netting can be identified:

a. no netting or fully gross reporting in which purchases and sales of assets

are separately recorded, as are the incurrence and repayment of liabilities;

b. netting within a given specific asset, such as subtracting sales of bonds
from acquisition of bonds and redemption of bonds from new incurrences of
liabilities in the form of bonds;

c. netting within a given category of assets, such as subtracting all disposals
of debt securities from all acquisitions of such assets;

d. netting transactions in liabilities against transactions in assets in the same
asset category; and

e. netting transactions in groups of liability categories against transactions in

assets in the same groups.

11.42 Transactions recorded in the financial account represent net acquisition

of assets and net incurrence of liabilities. However, it is clear that, when data
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b. & DRFEDEEIC OV TOMEHLE, 72 & 2 1F, FHFRICHONT, BiEns5E
HzELSI Z L0 BRERICIDABOFHRBITHOESFOMERZ RS D
ZENENITHET D,

c. ®DHEFENT TV —ITONWTOMGHLEE, 72 & 21X, EHIERICONWT, ZD
BREGENORHEFZELSIC 2EBENTH D,

d. F—&ELT TV —IZo0\T, ERENG| & ARG ZMEHLET 5 2 &,

e. BEENT TV =D I N—TIZHOWT, BREMG| & AEIRG] ZMEHLEd 5 2
(I:o

11.42 &EEEICE SN2 EIE, BEOMEUS, BEOMBITEZRT HO
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are collected on as gross a basis as possible, they can be netted to whatever
degree is necessary for a particular use; when data are collected net, they
cannot be grossed up. In general, netting beyond the level described in (c)
above is discouraged as it hinders the usefulness of the financial accounts for
tracing how the economy mobilizes resources from institutional units with
positive net lending and transmits them to net borrowers. For detailed flow of
funds analysis, gross reporting or netting at level (b) above is desirable,
particularly for analysis of securities, but netting at level (c) above still

provides useful information on financial flows.

Consolidation

11.43 Consolidation in the financial account refers to the process of offsetting
transactions in assets for a given group of institutional units against the
counterpart transactions in liabilities for the same group of institutional
units. Consolidation can be performed at the level of the total economy,
institutional sectors, and subsectors. Different levels of consolidation are
appropriate for different types of analysis. For example, consolidation of the
financial accounts for the total economy emphasizes the economy’s financial
position with the rest of the world since all domestic financial positions are
netted on consolidation. Consolidation for sectors permits the tracing of
overall financial movements between sectors with positive net lending and
those with net borrowing and the identification of financial intermediation.
Consolidation only at the subsector level for financial corporations can
provide much more detail on intermediation and allow, for example, the
identification of the central bank’s operations with other financial

intermediaries. Another area where consolidation can be instructive is within

ThHd, LOLRNS, T—FEA[RERNED /a0 A=A TIE L T LA
I, FEMBEO T2 DIZHE IR WD D ES WV OMGHLE S WRETH D, 7 —
BTy hR—=ZTIEL TWAEAITIE,. Xy M2 u AR T 2 ENTER
WOIFH LN TH D, — XIS, Al c. Tl X7 KEE#E 2 A MFHLEIX, ED X
INRRFE N T T AR A b ORIERAMAN S ERAB B L, 2 a i A E R
WCRET 2002 L0CT 2 80D | REIEDOFAMA YT 50T, #ivbih
220, B2 B BAEER AT D 7o DITIE, MRS E IR b. D KHEIC K D HiE
BN FE L, ELITTERDOZHTIZOWTIZZE D THD, LL., mith c.dK
WEOMFHAEE S, &/l 7 v —IZBT 56 e Bme i 2,

B

11.43 &R EicBW T, 8 (consolidation) & 1%, FArG-OflE AL 7 /L —
FIZOWTOEERS| &, [F—OHIBERAL 7 V— T2 T O3t % 22 AE RS
LR BIEEOD T L AN D R, —ERRE, IR K OWIARERFT 0k
WECHENET 5 Z LM TE D, OITORIEICL Y | HWYHEREOKIET RS, 7=
LA, BRSOV TRRIIE 2T 5 2 Lk, 2K D TR ToEN
SRR DY 3 VARSI & o TR SN T2, MR DM & O &R
Tia UERIET S LT D, EPICOWTHEREZ TR 2T, SRS T 2
DR & Flfts ANEBF & O ORI REEBE 2B 5 Z LR TE 5 L, &t
AT O b TR D, e, SR OMAUIM AL T F Y
g0 &0 R ZHRAET 5 2 &L 72 & 21F, PRETIZ L B2 OO &R
AR L DA =L — 2 L OB E AL T 5 Th 5 5, N7 — 4
R B2 L LD b 5 0L ORI, —REHFN OB 72 L~V OB
DEBIBERE SN DEATH D, H22 BT, 0 MICH LRI, 2
725, LidL, EZERMERSITIE, SNA EHHE 2D TR,
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the general government sector when transactions between the various levels
of government are consolidated. Chapter 22 makes a specific recommendation
in this regard. Within the main sequence of accounts, however, the SNA

discourages consolidation.

C. Recording of individual financial instruments

1. Monetary gold and SDRs

11.44 Monetary gold and Special Drawing Rights (SDRs) issued by the
International Monetary Fund (IMF) are assets that are normally held only by

monetary authorities.

Monetary gold

11.45 Monetary gold is gold to which the monetary authorities (or others who
are subject to the effective control of the monetary authorities) have title and
is held as a reserve asset. It comprises gold bullion (including gold held in
allocated gold accounts) and unallocated gold accounts with non-residents
that give title to claim the delivery of gold. All monetary gold is included in
reserve assets or is held by international financial organizations. Only gold
that is held as a financial asset and as a component of foreign reserves is
classified as monetary gold. Therefore, except in limited institutional
circumstances, gold bullion can be a financial asset only for the central bank
or central government. Transactions in monetary gold consist of sales and
purchases of gold among monetary authorities. Purchases (sales) of monetary

gold are recorded in the financial account of the domestic monetary authority

C. &Rl emT B DTk

1. B¥ M4 L SDR

11.44 BEHAER LOEEEELES IMF) 2873 55515 1 (SDR) 1X,
HWEBMY RO E > THRASNDIEETH D,

B H&

11.45 E¥ AL, BEYR (72, BEYROEDREH O b &12H D1
OB NETEHEE b D, WEHEE L L TRAET 28 TH D, UL, &1id (R
EREENETRET 2825, BLXOEREETZFULET S, &5l
U LICKT D 5ERMER 52 D IR ERE & NN DR SN D, BFERASIET~
T, BHEEICEZ END0, £20T, HEGREEIC L > TRAESND, SRE
PEE LT OSMEYE OB R & L THRA STV D871 BN EE &I
HEND, LEBN->T, RNV S0l Lok A 64k L LT, s
X, FRERITE TP RBUFICONWTORERMEE L 720 5 5, KEREDORS
X, BEYFEETITONSEOFRA L EAICL > TR IS D, KERESOA
(FeH) 1%, ENOBEEYROAEMBIEICBN T, BEOHM () & LT
AL, Tt a2 THRB RSN OEEOR () & LCiisksid, ¥
BRG] CYIRIC XV RA S0 D FENE 4t KON Y 5 LS o Sk Re
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as increases (decreases) in assets, and the counterparts are recorded as
decreases (increases) in assets of the rest of the world. Transactions in
non-monetary gold (including non-reserve gold held by the monetary
authorities and all gold held by financial institutions other than the monetary
authorities) are treated as acquisitions less disposals of valuables Gf the sole
purpose is to provide a store of wealth) and otherwise as final or intermediate
consumption, change in inventories, exports or imports. Deposits, loans, and
securities denominated in gold are treated as financial assets (not as gold) and
are classified along with similar assets denominated in foreign currencies in
the appropriate category. A discussion on the treatment of allocated and

unallocated gold accounts appears under currency and deposits.

11.46 Gold bullion takes the form of coins, ingots, or bars with a purity of at
least 995 parts per thousand; it is usually traded on organized markets or
through bilateral arrangements between central banks. Therefore, valuation
of transactions is not a problem. Gold bullion held as a reserve asset is the

only financial asset with no corresponding liability.

SDRs

11.47 Special Drawing Rights (SDRs) are international reserve assets created
by the International Monetary Fund (IMF) and allocated to its members to
supplement existing reserve assets. The Special Drawing Rights Department
of the IMF manages reserve assets by allocating SDRs among member
countries of the IMF and certain international agencies (collectively known as

the participants).

WCEVWREINDITRTCOEEED) 1T, (MO HMNE OFERTEORMT
HHLGAEITD) BEMOIG~A T AL E LT, £ 9 TRWGAIITREIEE
2R LRI, RSN, D WA LA L LTl b b, L
MPURMR G, SETOMHEE, HHBIUGERT, &EEL LT (& LTTIE
70N B b, AMEETOELOEEL & bICENENEY REH IC0HE S
o, FERE SN ER X OIERFERE S N EOR NI L T, Biek L UTE
EOHETH L D,

11.46 &L, FIE 1,000 550 995 DL o, 1. S8l F /- IJE~E
DIEREZR L 5, AT, M, i S -midh £ 7213 P s8R oA Bk &
WBUTHAIEND, Lo T, TSI OFEIL, MBS S0, HEHEES L

THRA SN DelieT, REVORABERRWHE—DEMEETH L,

%55 ¥ (SDR)

11.47 %855 HiME (SDR) 1% IMF (2 X0 Al Sz EBREREECTH Y . BE
TFDOUEE PE R ET D 72T OMBEEICE Y D, IMF OFRBI5 | HHEE
fi%, IMF oMBEF X ONrEOEBHER (FL0 T, 2MELE95) ORT
SDR %545 = LT ko CHE(HEPEL S PRI 5,
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11.48 The mechanism by which SDRs are created (referred to as allocations of
SDRs) and extinguished (cancellations of SDRs) gives rise to transactions.
These transactions are recorded at the gross amount of the allocation and are
recorded in the financial accounts of the monetary authority of the individual
participant on the one part and the rest of the world representing the

participants collectively on the other.

11.49 SDRs are held exclusively by official holders, which are central banks
and certain other international agencies, and are transferable among
participants and other official holders. SDR holdings represent each holder’s
assured and unconditional right to obtain other reserve assets, especially
foreign exchange, from other IMF members. SDRs are assets with matching
Liabilities but the assets represent claims on the participants collectively and
not on the IMF. A participant may sell some or all of its SDR holdings to
another participant and receive other reserve assets, particularly foreign

exchange, in return.

2. Currency and deposits

11.50 Financial transactions in currency and deposits consist of additions to,
or disposals of, currency and establishing or incrementing a deposit or making
a withdrawal from it. In the case of a deposit, an apparent increase in the
value may be due to the payment of interest on an existing stock level.
Payments of bank interest are always separated into SNA interest and a
charge for financial intermediation services indirectly measured (FISIM).
SNA interest is first recorded in the distribution of primary income account

and then may be recorded in the financial account as a new deposit. An

11.48 SDR Ofli&E (SDR Ofidsy & \Wibivd) £721EiHi (SDR OHIETH 5)
DOHAAA NS, EEOBBINEL D, 9 LEEERBNCEAL T, 7 u A0 R p%%
1 2 DBINFE OB Y 7 OB RN E LI T 2 — 5, SINEZESTRTHO
ELTosMEIC GREME : AAWVWEE%) ftekd 5,

11.49 SDRF. AMIRAFICL > TOMEBICHRE S D, ABRAE &IX F
FERATDIEN, ZOfMOREDEEWEZ =¥, £72. SDR 1%, 2&ELZD
L DARIRAEF DR THEIEFTRE TH 5, AT 5 SDR 1L, Z Dfthod IMF N E
D, FHIANE R 7R DX OMOMEREPEZ TG D720 D J0AH DOIRGE
SENTEEEOHENZTR L TW5, SDRIZ, RAVDOABND HEETH 58,
ZOEFEIT, BEMIIRZ BB 2RI T D5 REELZRT DO TH - T,
IMF 2563 2 KA T b O TIERW, BMEIE. BloshEcx L <, SDR
RABO—MEINTT R TERAL, R VI, FRAMNERE R & D2 OfthonE
HEELZ TS Z LN TE D,

2. e&BIURE

11.50 B4k LOTESIC X 28I iL, BEeoBMEITE DL, FHEeED
BHRK - BN E 235 S H L Dk S LD, HEEOE AL, THSEO T k
O¥EIML, BEAFHEESKREIIXTT 2R F O L2 b D THY 9 5 FRE&EFT

LIZHEET D), SITRIFOIE, FIZ, SNAFIF & BEEICEHIIS D
iﬂ@ P—t A (FISIM) (x4 2k L icyElsns, SNAFIFIE, £,
%1 WG OB E CTRidk S, 0%, FisiEe & L TR EICiisk S
HZEWbD, T2, FHEOWMNBEEONIIKEL TSI DL, W
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increase in deposits may correspond to a rundown of currency or vice versa.

11.51 The aggregate of currency, transferable deposits (including inter-bank
deposits) and other deposits should always be calculated. A distinction should
always be made between currency and deposits in domestic currency and in
foreign currency. If it is considered useful to have data for individual foreign
currencies, a distinction should be made between currency and deposits in

each currency.

Currency

11.52 Currency consists of notes and coins that are of fixed nominal values
and are issued or authorized by the central bank or government.
(Commemorative coins that are not actually in circulation should be excluded
as should unissued or demonetized currency.) A distinction should be drawn
between domestic currency (that is, currency that is the liability of resident
units, such as the central bank, other banks and central government) and
foreign currencies that are liabilities of non-resident units (such as foreign
central banks, other banks and governments). All sectors may hold currency
as assets, but normally only central banks and government may issue
currency. In some countries, commercial banks are able to issue currency

under the authorization of the central bank or government.

11.53 Notes and coins are treated as liabilities at full face value. The cost of
producing the physical notes and coins is recorded as government expenditure

and not netted against the receipts from issuing the currency.

11.51 Ble, BEMES (=AU 7HEEEZET) BLOZOMDIEED
BRIEIT. FIHHETRETH D, BB LUTESICHOW T, AEEEE LS
WERLOKBS, BIATRIRETHD, TNENOAEREHNT — 2 2k
AT EPAREL RSN, FEENKHHITR O NETH D,

Bé

11.52 Bl&x, BEEABMERSH Y, Hlo, FRES
FIIRBE SNBSS (FEFRIC {JILLLTU\f£b‘nE NIy
RO D, RETOBGELIIREELRETHD), HEMEE (OF0, iR
1T, T OMOEAT, P RBUH 72 E@Eﬁ?%%fi@ﬁﬁf‘%é BiR) LIFEEE R
A (SO T IERIT, Z O OERIT, BUMR L) @ﬁfaf%%’)ﬂlk EEYiliicn
Do TRTOHMMTEEL L TEHeEZRAT H05, @E, TIRETTES LB

HBBEEFRITT D, Elz, EFIZE - TE, FEERIT, PIEEBITE 72138 O
RBADE & THEEFITT DHREAESNTND,

TR IZIIBURFIZ &> THAT

11.53 AU L5, FHEMiE TAaf S L THbi D, WELRY Rk T oM
LA RNE T 2 E T, BUMSIE & LGRS, lEBEITIC L D BUTK L
TFHLEE S D Z & id7Rn,
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Transferable deposits

11.54 Transferable deposits comprise all deposits that:

a. are exchangeable for bank notes and coins on demand at par and without
penalty or restriction; and

b. are directly usable for making payments by cheque, draft, giro order, direct
debit/credit, or other direct payment facility.

Some types of deposit accounts embody only limited features of
transferability; these are excluded from the category of transferable deposits
and treated as other deposits. For example, some deposits have restrictions
such as on the number of third-party payments that can be made per period or
on the minimum size of the individual third-party payments. A transferable
deposit cannot have a negative value. A bank current or checking account, for
example, is normally treated as a transferable deposit but if it is overdrawn,

the withdrawal of funds to zero is treated as the withdrawal of a deposit and

the amount of the overdraft is treated as the granting of a loan.

11.55 Transferable deposits should be cross-classified according to:

a. whether they are denominated in domestic currency or in foreign
currencies; and

b. whether they are liabilities of resident institutions or the rest of the world.

Inter-bank positions

WwEMTRSE

11.54 BEERRSIT. UTCRSH 0 5RENOEHRIND,

a. BRIZIS LT, HET, E7MROBRORIRG LT, MR X UEE & &2
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11.56 Though not strictly accurate, the term bank is frequently used as a
synonym for the central bank and other deposit-taking corporations. Banks
take deposits from and make loans to all other sectors. There may also be
substantial borrowing and lending within the banking subsector, but this is of
different economic significance from their intermediation activities involving
other sectors. Chapter 27 describes how a full analysis of the debtor and
creditor sector for each instrument can be portrayed. Such an analysis is
known as a detailed flow of funds table. However, not all countries are able to
provide these tables on a timely basis. Inter-bank positions can usually be
identified and are usefully recorded as a separate instrument category. This is
one reason to consider separating inter-bank loans and deposits from other
loans and deposits. A second reason concerns the calculation of the charge for
indirectly measured (FISIM). This

calculation depends on knowing the level of loans and deposits extended by

financial intermediation services
banks to non-bank customers and calculating the difference between the
interest the banks receive or pay and the interest when a reference rate is
applied to the same levels of loans and deposits. However, there is normally
little if any FISIM payable between banks as banks usually borrow from and
lend to each other at a risk-free rate. For both these reasons, inter-bank loans

and deposits should be separated from other loans and deposits.

Table 11.2:The financial account - full detail - changes in assets

11.56 BEICE 2 1XE 9 Tidewny, 2 og4E, 1785 5 HEEE, FdR
1186 L OZ OO TES BRI X 2 FEHEE LTER SN D, 171,
OFTXTOEMAN LB EZ T AN, £ LMk L TEEEZTTR S, £
7oy SRATE VD NFREFIONEECH Y OBIEDOBEA L EHAH VD3, &5
L7ofEA - BHITIE, 2 OMOEMREEET 2 MIiEE) & 1T 2R - 2R FR R E
BREWRH D, 27 BT, SRMTERENIC, EHEEEM L EBEE M O%E
BT VNI ET H 2 LN TE DN RENDN, TDO XD 7200, 5
MESIEREZLLTHMOLNTVWDEIEDOTHD, LrL, TRTOENR, Zhbd
LRI TE 2D TR, A X — " 7RV v a Uk, @, #5
FRECH Y Elo MS LIRS T I — L L CREHRTL2O0HFHTH S,
TOZEE, AH =R IR A AN T FEE R T OMOE L TEAE
MOaEET D Z EZ2MET 20O E G X5, b O OE OB ML,
BN FHI S 5 &b — e A (FISIM) O FEEIOHEICED L L0 TH D,
FISIM FEEHZFHHE T 2720120, $TIC K- TEITLS OB ICiL 5 S vz
BHE, 29 LIEBENPOGZITANTTAGO LV EE LT 9 2T, $-703%
T AS720 | A= 720 T 50 & SRFIF-H23E U L~r o8 JOTEe
WA SN B ORI L OEZFET 5 2 ENNEITR D, —F., $MTH DX
A FISIM (%, o722 LTH, BEIRIFEALERNEDTHD, ZITEF,
ST CIE, BfERF 7= CTE - (EADTRbh b ThdH, ZD 2508
HIZE ST, A ¥ — "0 78 - AT, oS - &S 08 L 72l
725720,
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Changes in assets

Transa(}tior}s and é g = g % £ é E} S %4 © 8
balancing items £ 2 E 2 g 2 2 = g g E ?é z g
ZSESUR E Z Emz0 s

Net acquisition of financial assets 83 172 -10 189 2 436 47 483
Monetary gold and SDRs -1 -1 1 0
Monetary gold 0 0 0 0
SDRs 1 -1 1 0
Currency and deposits 39 10 -26 64 2 89 11 100
Currency 5 15 2 10 1 33 3 36
Transferable deposits 30 5 27 27 1 26 2 28
Interbank positions -5 -5 -5
Other transferable deposits 30 0 -27 27 1 31 2 33
Other deposits 4 0 -1 27 0 30 6 36
Debt securities 7 66 4 10 -1 86 9 95
Short-term 10 13 1 3 0 27 2 29
Long-term -3 53 3 7 -1 59 7 66
Loans 19 53 3 3 0 78 4 82
Short-term 14 4 1 3 0 22 3 25
Long-term 5 49 2 0 0 56 1 57
Equity and investment fund shares 10 28 3 66 0 107 12 119
Equity 10 2 3 53 0 91 12 103
Listed shares 5 23 1 48 0 77 10 87
Unlisted shares 3 1 1 2 0 7 2 9
Other equity 2 1 1 3 0 7 0 7
Investment fund shares/units 0 3 0 13 0 16 0 16
Money market fund shares/units 0 2 0 5 0 7 0 7
Non MMF investment fund shares/units 0 1 0 8 0 9 0 9
Insurance, pension and standardized guarantee schemes 1 7 1 39 0 48 0 48
Non-life insurance technical reserves 1 2 0 4 0 7 0 7
Life insurance and annuity entitlements 0 0 0o 22 0 22 0 22
Pension entitlements 11 11 0 11
Claim of pension fund on pension managers 3 3 0 3
Entitlements to non-pension benefits 2 2 0 2
Provisions for calls under standardized guarantees 0 2 1 0 0 3 0 3
Financial derivatives and employee stock options 3 8 0 3 0 14 0 14
Financial derivatives 3 8 0 1 0 12 0 12
Options 1 3 0 1 0 5 0 5
Forwards 2 5 0 0 0 7 0 7
Employee stock options 0 2 2 2
Other accounts receivable/payable 4 1 5 4 1 15 10 25
Trade credits and advances 3 1 3 7 8 15
Other accounts receivable/payable 1 1 4 1 1 8 2 10

Table 11.2 (cont):The financial account - full detail - changes in liabilities and

HE O LD

Hem FSEEs B -
A W g drm L w — A

BEIBLBNT > RIFR e Hif S5 S
AR FE O SIS 83 172 -10 189 2 436 47 483
15l FH 45 X OSDR -1 -1 1 0
1R 4 0 0 0 0
SDR -1 -1 1 0
Bl L OFEE 39 10 -26 64 2 89 11 100
Bl b 5 15 2 10 1 33 3 36
BIEPETHA 30 -5 27 27 1 26 2 28
AU HE=RN YR a2 -5 -5 -5
DAL PE 4 30 0 -27 27 1 31 2 33
Z DO TES: 4 0o -1 27 0 30 6 36
MBS 7 66 4 10 -1 86 9 95
js2 ] 10 13 1 3 0 27 2 29
E# -3 53 3 7 -1 59 7 66
BHLEA 19 53 3 3 0o 78 4 82
s 14 4 1 3 0 22 3 25
R 5 49 2 0 0 56 1 57
Fior s L ORI TER Y 10 28 3 66 0 107 12 119
Py 10 25 3 53 0 91 12 103
[BE77 273 5 23 1 48 0 77 10 87
JE a5k 3 1 1 2 0 7 2 9
Z OO F; 5y 2 1 1 3 0 7 0 7
Ei'd IETE sy 0 3 0 13 0 16 0 16
MMF#4y 0 2 0 5 0 7 0 7
FEMM F $ &5 76RF 57 0 1 0 8 0 0 9
PRBR, AE4Ad & OVE MR AR B 1 7 1 39 0 48 0 48
A A PRI G 4 1 2 0 4 0 7 0 7
AR K OV RR S fa e 0 0 0 22 0 22 0 22
A AEHE 11 11 0 11
A e O A R B R SR ME 3 3 0 3
HAERAGITSZHEHE 2 2 0 2
TETUMRGE A | 2 4 0 2 1 0 0 3 0 3
SRIRERS B L VEREARA Ny I AT v a v 3 8 0 3 0 14 0 14
SRR A PR L 3 8 0 1 0 12 0 12
FTa v 1 3 0 1 0 5 0 5
PEEN 2 5 0 0 0 7 0 7
RBHEA Ny I F T a v 0 2 2 2
DO = BUERE/ SAMERS 4 1 5 4 1 15 10 25
FEHME B HMER K ORHAL: BT 4 3 1 3 7 8 15
Z O e S 1 1 4 1 1 8 2 10
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net worth

Changes in liabilities and net worth

— >
S o ) » w g
Transactions and £ ESEE = G- © &
balancing items g2 g 2 g % ERS g e § 3 g
Z8Em8Uwm I Z BEmEDR =
Net lending (+)/ net borrowing (-) 56 -1 -103 174 -4 10 -10 0
Net acquisition of liabilities 139 173 93 15 6 426 57 483
Monetary gold and SDRs
Monetary gold
SDRs 0
Currency and deposits 65 37 102 -2 100
Currency 35 35 1 36
Transferable deposits 26 2 28 0 28
Interbank positions -5 -5 -5
Other transferable deposits 31 2 33 33
Other deposits 39 39 -3 36
Debt securities 6 30 38 0o 0 74 21 95
Short-term 2 18 4 0o 0 24 5 29
Long-term 4 12 34 0O 0 50 16 66
Loans 21 0 9 11 6 47 35 82
Short-term 4 0 3 2 2 11 14 25
Long-term 17 0 6 9 4 36 21 57
Equity and investment fund shares 83 22 105 14 119
Equity 83 11 94 9 103
Listed shares 77 7 84 3 87
Unlisted shares 3 4 7 2 9
Other equity 3 3 4 7
Investment fund shares/units 11 11 5 16
Money market fund shares/units 5 5 2 7
Non MMF investment fund shares/units 6 6 3 9
Insurance, pension and standardized guarantee schemes 48 0 48 0 48
Non-life insurance technical reserves 7 7 0 7
Life insurance and annuity entitlements 22 22 0 22
Pension entitlements 11 11 0 11
Claim of pension fund on pension managers 3 3 0 3
Entitlements to non-pension benefits 2 2 0 2
Provisions for calls under standardized guarantees 3 0 3 0 3
Financial derivatives and employee stock options 3 8 0 0o 0 11 3 14
Financial derivatives 2 7 0 0 0 9 3 12
Options 2 2 0 0 0 4 1 5
Forwards 0 5 0 0 0 5 2 7
Employee stock options 1 1 2 2
Other accounts receivable/payable 26 0 9 4 39 -14 25
Trade credits and advances 6 0 4 16 -1 15
Other accounts receivable/payable 20 0 3 0 0 23 -13 10

11.57 There may be cases where the instrument classification of inter-bank

AL EWREEOLEB

Hedmh " *tFE -
) A S s pin B s - A
WBlB LRSS RER e d [ 4 =8
] ()~ FEEA (=) 56 -1 -103 174 4 10 -10 0
A ORI 139 173 93 15 6 426 57 483
155 445 X O'SDR
itk e
SDR 0
Bldrds L OES 65 37 102 -2 100
Bl 35 35 1 36
TEITMETHS 26 2 28 0 28
A B=N TR g -5 -5 -5
Do AL TR 31 2 33 33
Z DM TES 39 39 3 36
(e 6 30 38 0 0 74 21 95
0 2 18 4 0 0 24 5 29
FH 4 12 34 0 0 50 16 66
LA 21 0 9 11 6 47 35 82
foE: 4 0 3 2 2 11 14 25
=3 17 0 6 9 4 36 21 57
oy L OBEERER Y 83 22 105 14 119
5y 83 11 94 9 103
SRR 77 7 84 3 87
ER TS 3 4 7 2 9
ZDOMOF5y 3 3 4 7
BB GRS 11 11 5 16
MMFH§4y 5 5 2 7
FEMM F &5 7ERF 5y 6 6 3 9
TRBR, AP X OVERMRRER 48 0 48 0 48
A A PRI (i 4 7 7 0 7
A fRBRds K OMES IR Ao ke 22 22 0 22
R AAHE 11 11 0 11
R I O S IR R 3 3 0 3
HAEEARF o HE 2 2 0 2
TETRURFE AT Y 4 3 0 3 0 3
SRUREMRB L OREAEA My s AT v a v 3 8 0 0 0 11 3 14
A RURA P 2 7 0 0 0 9 3 12
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positions is unclear, for example because the parties are uncertain, or one
party considers it as a loan and the other a deposit. Therefore, as a convention
to assure symmetry, all inter-bank positions other than securities and
accounts receivable or payable and changes in the positions are classified
under deposits. Chapter 27 describes the detailed flow of funds table which

removes the need for identifying inter-bank deposits as a separate category.

Other transferable deposits

11.58 Other transferable deposits are those where one party or both parties to
the transaction, or either the creditor or debtor or both of the positions, is not
a bank.

Other deposits

11.59 Other deposits comprise all claims, other than transferable deposits,
that are represented by evidence of deposit. Typical forms of deposits that
should be included under this classification are savings deposits (which are
always non-transferable), fixed-term deposits and nonnegotiable certificates
of deposit. The category also covers shares or similar evidence of deposit
issued by savings and loan associations, building societies, credit unions and
the like.

category of transferable deposits are included here. Claims on the IMF that

Deposits of limited transferability that are excluded from the

are components of international reserves and are not evidenced by loans
should be recorded in other deposits. (Claims on the IMF evidenced by loans
should be included in loans.) Repayable margin payments in cash related to

financial derivative contracts (described below) are included in other deposits,
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as are overnight and very short-term repurchase agreements if they are
considered part of the national definition of broad money. Other repurchase

agreements should be classified under loans.

11.60 It is possible to hold accounts for both “allocated gold” and “unallocated
gold”. The distinction is precise, practical and recognized in the balance sheets
of units holding these accounts. An allocated gold account gives full outright
ownership of the gold and is equivalent to a custody record of title. The
unallocated gold account does not give the holder the title to physical gold but
provides a claim against the account provider denominated in gold. In effect,
therefore, it is a deposit denominated in gold. They are thus treated as
deposits in foreign currency. Accounts that are held for allocated gold, on the
other hand, are treated as holdings of valuables unless they are held by

monetary authorities, or other units authorized by them, as reserves.

11.61 Similar accounts, distinguishing between unallocated and allocated
accounts for different precious metals, are also possible and should be treated
in a similar way; those for unallocated metals are deposits in foreign currency,
those for allocated accounts are holdings of valuables. If the practice of using
commodities in this way extends beyond metals, it will be for consideration

whether to extend this practice.

11.62 Transferable and other deposits may be held as assets by all sectors.
Deposits are most often accepted as liabilities by financial corporations but

institutional arrangements in some countries permit non-financial

corporations, general government and households to accept deposits as

liabilities.
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11.63 Other deposits should be cross-classified according to:

a. whether the deposits are denominated in domestic currency or in foreign
currencies, and

b. whether they are liabilities of resident institutions or the rest of the world.

3. Debt securities

11.64 Debt securities are negotiable instruments serving as evidence of a
debt. They include bills, bonds, negotiable certificates of deposit, commercial
paper, debentures, asset-backed securities, and similar instruments normally
traded in the financial markets. Bills are defined as securities that give the
holders the unconditional rights to receive stated fixed sums on a specified
date. Bills are issued and usually traded in organized markets at discounts to
face value that depend on the rate of interest and the time to maturity.
Examples of short-term securities are Treasury bills, negotiable certificates of
deposit, bankers’ acceptances and commercial paper. Bonds and debentures
are securities that give the holders the unconditional right to fixed payments
or contractually determined variable payments, that is, the earning of
interest is not dependent on earnings of the debtors. Bonds and debentures
also give holders the unconditional rights to fixed sums as payments to the

creditor on a specified date or dates.

11.65 Loans that have become negotiable from one holder to another are to be
reclassified from loans to debt securities under certain circumstances. For

such reclassification, there needs to be evidence of secondary market trading,
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including the existence of market makers, and frequent quotations of the

instrument, such as provided by bid-offer spreads.

11.66 Non-participating preferred stocks or shares are those that pay a fixed
income but do not provide for participation in the distribution of the residual
value of an incorporated enterprise on dissolution. These shares are classified
as debt securities. Bonds that are convertible into equity should also be

classified in this category prior to the time that they are converted.

11.67 Asset-backed securities and collateralized debt obligations are
arrangements under which payments of interest and principal are backed by
payments on specified assets or income streams. Securitization may also be
used as a term to describe this process. Asset-backed securities may be issued
by a specific holding unit or vehicle, which issues securities that are sold to
raise funds to pay the originator for the underlying assets. Asset-backed
securities are classified as debt securities because the security issuers have a
requirement to make payments, while the holders do not have a residual
claim on the underlying assets; if they did, the instrument would be equity or
investment funds shares. Asset-backed securities are backed by various types
of financial assets, for example, mortgages and credit card loans,
non-financial assets, or by future income streams (such as the earnings of a
musician or a government’s future revenue) that are not recognized in

themselves as an economic asset in macroeconomic statistics.

11.68 A banker’s acceptance involves the acceptance by a financial

corporation, in return for a fee, of a draft or bill of exchange and the
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unconditional promise to pay a specific amount at a specified date. In contrast
to acceptances more generally, a banker’s acceptance must be tradable. Much
international trade is financed this way. Bankers’ acceptances are classified
under the category of debt securities. The banker’s acceptance represents an
unconditional claim on the part of the holder and an unconditional liability on
the part of the accepting financial corporation; the financial corporation’s
counterpart asset is a claim on its customer. Bankers’ acceptances are treated
as financial assets from the time of acceptance, even though funds may not be

exchanged until a later stage.

11.69 Stripped securities are securities that have been transformed from a
principal amount with coupon payments into a series of zero-coupon bonds,
with a range of maturities matching the coupon payment date(s) and the
redemption date of the principal amount(s). The function of stripping is that
investor preferences for particular cash flows can be met in ways different
from the mix of cash flows of the original security. Stripped securities may
have an issuer different from the original issuer; in which instance, new

liabilities are created. There are two cases of stripped securities:

a. When a third party acquires the original securities and uses them to back
the issue of the stripped securities. Then new funds have been raised and

there is a new financial instrument.

b. When no new funds are raised and the payments on the original securities
are stripped and marketed separately by the issuer or through agents (such as

strip dealers) acting with the issuer’s consent.
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11.70 Index-linked securities are instruments for which either the coupon
payments (interest) or the principal or both are linked to an index such as a
price index or the price of a commodity. The objective is to conserve
purchasing power or wealth during a period of inflation in addition to earning
interest income. When the coupon payments are index-linked they are treated
entirely as interest, as is the case with any variable interest rate financial
asset. When the value of the principal is indexed to an indicator that moves in
line with a broad-based measure of inflation, the issue price of the security is
recorded as the principal and the index payment paid periodically and at
maturity is treated as interest. The payment owing to indexation should be
recorded as interest (property income) over the life of the security and the
counterpart should be recorded under debt securities in the financial account.
When a security is indexed to a commodity and thus may be subject to large
price fluctuations, a variation on this procedure is recommended. It is

explained in detail in part 4 of chapter 17.

Supplementary classifications of debt securities

11.71 A supplementary subclassification of debt securities by maturity into

short-term and long-term should be based on the following criteria.

a. Short-term debt securities include those securities that have an original
maturity of one year or less. Securities with a maturity of one year or less

should be classified as short-term even if they are issued under long-term
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facilities such as note issuing facilities.

b. Long-term debt securities include those securities that have an original
maturity of more than one year. Claims with optional maturity dates, the
latest of which is more than one year away, and claims with indefinite

maturity dates should be classified as long-term.

In addition, it may sometimes be useful to distinguish listed debt securities
from unlisted ones and to record them according to whether they are short- or

long-term.

4. Loans

11.72 Loans are financial assets that:

a. are created when a creditor lends funds directly to a debtor, and

b. are evidenced by documents that are not negotiable.

11.73 The -category of loans includes overdrafts, instalment loans,
hire-purchase credit and loans to finance trade credit. Claims on or liabilities
to the IMF that are in the form of loans are also included. An overdraft arising
from the overdraft facility of a transferable deposit account is classified as a
loan. However, undrawn lines of credit are not recognized as a liability as they
are contingent. Securities, repurchase agreements, gold swaps and financing
by means of a financial lease may also be classified as loans. However,

accounts receivable/payable, which are treated as a separate category of
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financial assets, and loans that have become debt securities are also excluded

from loans.

11.74 A securities repurchase agreement is an arrangement involving the
provision of securities in exchange for cash with a commitment to repurchase
the same or similar securities at a fixed price either on a specified future date
(often one or a few days hence, but also further in the future) or with an
“open” maturity. Securities lending with cash collateral and sale/buy-backs
are economically the same as a repurchase agreement; all involve the
provision of securities as collateral for a loan or deposit. A repo is a securities
repurchase agreement where securities are provided for cash with a
commitment to repurchase the same or similar securities for cash at a fixed
price on a specified future date. (It is called a repo from the perspective of the
security provider and a reverse repo from the perspective of the security

taker.)

11.75 The supply and receipt of funds under a securities repurchase
agreement may be treated as a loan or deposit. It is generally a loan, but is
classified as a deposit if it involves liabilities of a deposit-taking corporation
and is included in national measures of broad money. If a securities
repurchase agreement does not involve the supply of cash (that is, there is an
exchange of one security for another, or one party supplies a security without
collateral), there is no loan or deposit. However, margin calls in cash under a

repo are classified as loans.

11.76 The securities provided as collateral under securities lending, including

a securities repurchase agreement, are treated as not having changed
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economic ownership. This treatment is adopted because the cash receiver is

still subject to the risks or benefits of any change in the price of the security.

11.77 A gold swap involves an exchange of gold for foreign exchange deposits
with an agreement that the transaction be reversed at an agreed future date
at an agreed gold price. The gold taker (cash provider) will not usually record
the gold on its balance sheet, while the gold provider (cash taker) will not
usually remove the gold from its balance sheet. In this manner, the
transaction is analogous to a repurchase agreement and should be recorded as
a collateralized loan or deposit. Gold swaps are similar to securities

repurchase agreements except that the collateral is gold.

11.78 When goods are acquired under a financial lease, a change of economic
ownership of the goods from the lessor to the lessee is deemed to take place.
The change of economic ownership may be distinguished by the fact that all
the risks and rewards of ownership are transferred from the legal owner of
the good, the lessor, to the user of the good, the lessee. The lessee contracts to
make payments that enable the lessor, over the period of the contract, to
recover all, or virtually all, of his costs including interest. This de facto change
in ownership is recorded by assuming a loan is made by the lessor to the
lessee, the lessee uses this loan to acquire the asset and the payments by the
lessee to the lessor represent not rentals on the asset but payments of
interest, possibly a service charge and repayments of principal on the imputed
loan. Interest is recorded as property income payable or receivable and debt
repayment is recorded in the financial account as reducing the value of the
asset (loan) of the lessor and the liability of the lessee. There is more extensive

discussion of financial leases in part 5 of chapter 17.
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Supplementary classifications of loans

11.79 Loans may be divided, on a supplementary basis, between short- and

long-term loans.

a. Short-term loans comprise loans that have an original maturity of one year
or less. Loans repayable on the demand of the creditor should be classified as
short-term even when these loans are expected to be outstanding for more

than one year.

b. Long-term loans comprise loans that have an original maturity of more

than one year.

11.80 It may also be useful to distinguish loans that, though taken out for a
period longer than a year, have less than one year to maturity in the

accounting period considered, as well as loans secured by mortgages.

5. Equity and investment fund shares

11.81 Equity and investment fund shares have the distinguishing feature that
the holders own a residual claim on the assets of the institutional unit that
issued the instrument. Equity represents the owner’s funds in the
institutional unit. In contrast to debt, equity does not generally provide the
owner with a right to a predetermined amount or an amount determined

according to a fixed formula.
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11.82 Investment fund shares have a specialized role in financial
intermediation as a kind of collective investment in other assets, so they are

identified separately.

Equity

11.83 Equity comprises all instruments and records acknowledging claims on
the residual value of a corporation or quasi-corporation after the claims of all
creditors have been met. Equity is treated as a liability of the issuing

institutional unit.

11.84 Ownership of equity in legal entities is usually evidenced by shares,
stocks, depository receipts, participations, or similar documents. Shares and
stocks have the same meaning, while depository receipts are securities that
facilitate ownership of securities listed in other economies; a depository issues
receipts listed on one exchange that represent ownership of securities listed
on another exchange. Participating preferred shares are those that provide for
participation in the residual value on the dissolution of an incorporated
enterprise. Such shares are also equity securities, whether or not the income
is fixed or determined according to a formula. (Non-participating preferred

shares are treated as debt securities as explained above.)

11.85 Equities are subdivided into:

a. listed shares;

b. unlisted shares; and

11.82 WEFEFEFDIT. @@ roTTH, TOMOEEITKH T D —HOES
E & LTORMELZE N H Y . ZO0RIEB LT5,
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DM, ZAUIMOFEREGIFTO FSREROFTAEHEEZ R T DO TH D, SIMEEL
BRIZ, IEAREOMRERICZ DRRMIED 35 22T 5 Z LN TEHHATH
D, ZDX DAL, FIEREEI LTV D0, HDNT—EDOREXIE-T
WESNDMED LT, FoEkTh s FGESMBIEIKIT, BER~7-L9
2, fEBREREE LTbig),

11.85 FrlZid, RO LD WNIRRH 5,

a. BHRA

b. JE ES#RA

- 769 -




c. other equity.

Both listed and unlisted shares are negotiable and are therefore equity

securities.

11.86 Listed shares are equity securities listed on an exchange. They are also
referred to as quoted shares. The existence of quoted prices of shares listed on

an exchange means that current market prices are usually readily available.

11.87 Unlisted shares are equity securities not listed on an exchange.
Unlisted shares can also be called private equity; venture capital usually
takes this form. Unlisted shares tend to be issued by subsidiaries and smaller
scale enterprises and typically have different regulatory requirements but

neither qualification is necessarily the case.

11.88 Other equity is equity that is not in the form of securities. It can include
equity in quasi-corporations (such as branches, trusts, limited liability and
other partnerships), unincorporated funds and notional units for ownership of
real estate and other natural resources. The ownership of some international
organizations is not in the form of shares and so is classified as other equity
(although equity in the Bank for International Settlements (BIS) is in the

form of unlisted shares).

11.89 Transactions in equity in the financial account cover three different

types of transactions. The first is the recording of the value of shares bought

c. ZDOMDOERy
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and sold on an exchange. From time to time corporations restructure their
shares and may offer shareholders a new number of shares for each share
previously held. These bonus shares are not however treated as transactions
but as a form of redenomination since the value of the new number of shares
times the new price represents the same proportion of the value of the

corporation as the old number of shares times the old price.

11.90 The second type of transaction concerning equity is capital injections by
the owners or, on occasion, withdrawals of equity by the owners. Dividends
are recorded in the distribution of primary income account as if they were
always paid out of operating surplus earned in the current period. An
enterprise, though, usually aims to have a smooth track record of dividend
payments and will therefore sometimes pay out more than the current
operating surplus and sometimes rather less, the balance carrying through to
the accumulation accounts by way of saving (which might be negative).
However, if the dividends paid out are significantly in excess of recent average
earnings, then the excess should no longer all be recorded in the allocation of
primary income account but should be regarded as a withdrawal of equity by
the owners and be reflected under this item. Such payments are sometimes
referred to as “superdividends”. Withdrawals may take the form of proceeds
from sales of fixed or other assets, transfers of fixed and other assets from the
quasi-corporation to the owner and funds taken from accumulated retained
earnings and reserves for the consumption of fixed capital. (The particular
case of payments between government and public enterprises is discussed in
chapter 22.) . Equally, liquidating dividends paid to shareholders when an

enterprise becomes bankrupt should be recorded as withdrawal of equity.

3IE, HOEOMAZ R L. BERARR 1 BRI LT, Be 2R o2 #
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11.91 Conversely, owners may inject extra finance into an enterprise. If the
enterprise is publicly controlled and runs a regular deficit each year as a
matter of government economic or social policy that is covered by a receipt
from government to match this deficit, the payment is regarded as a subsidy.
If the payment from government is irregular but clearly designed to cover
accumulated losses, it is treated as a capital transfer. If government makes an
investment grant to a public corporation this also is recorded as a capital
transfer. However, there may be cases where the owners (public or private)
agree to make new finance available to permit expansion, say, and represent
not just a reduction of debt but a positive addition to the enterprise’s own
funds. The finance consists of funds for use by the enterprise in purchasing
fixed assets, accumulating inventories, acquiring financial assets or
redeeming liabilities. Transfers by owners of fixed and other assets to the
quasi-corporation are also included as addition to equity. Such payments are
to be included in this item as an acquisition of equity, even if no new shares

are issued in response to the financial contribution.

11.92 The third type of transaction concerning equity is the special case of
equity addition and withdrawal that happens in respect of the reinvestment of
earnings of foreign direct investment enterprises. In the distribution of
primary income account, the share of operating surplus proportionate to the
foreign direct investor’s share of equity is shown as being withdrawn and
distributed to him as reinvested earnings. Because it is not actually
withdrawn, it adds to the value of the equity of the enterprise by a recording
as reinvestment of earnings in the financial account.

11.93 Notional resident units are treated in the same manner as

11.91 Jxhic, prA#E NEEICK L CGEIMWRZFEAT 2560355, b L,
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MR, MEGELEAL, EHEZEHL, @MEELRGL, £ A
HEERTHDIERTIEEIC L > TSNS, FTA&EICL D, BEEE
BRLOEOMOEEDHEENE~OBIE S £, FoOBINCED LD, £
DE D RTHNT, T2 2, FERNRED X O BREENERIOGZ TRITSND Z
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quasi-corporations. For example, an extension to a holiday home of a
non-resident is recorded as an increase in the value of an asset owned by a
resident notional unit with a matching increase in the equity of the
non-resident owner. However, the entire income from a holiday home is
treated as a withdrawal by the owner of the notional resident unit so there are
no earnings left to be reinvested. This ensures that the entire net worth of the

notional resident unit is the value of the property in question.

Investment fund shares or units

11.94 Investment funds are collective investment undertakings through
which investors pool funds for investment in financial or non-financial assets.
Those units acquiring shares in the funds thus spread their risk across all the

instruments in the fund.

11.95 In a detailed flow-of-funds table, the acquisition of instruments by the
investment funds is shown separately from the acquisition of shares in the
funds and a full analysis of the from-whom-to-whom transactions captures
the holdings of instruments via investment funds without needing to have a
separate category for it. However, as noted in connection with the category of
inter-bank positions, timely flow-of-funds tables are not always available.
Therefore, in order to distinguish when non-financial units acquire

instruments such as securities and equities directly and when they are

acquired via investment funds, the latter are shown separately.

11.96 Investment funds include mutual funds and unit trusts. Investment

funds issue shares when a corporate structure is used and units when a trust
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structure is used. Investment fund shares refer to the shares issued by

mutual funds, rather than the shares the mutual fund may hold.

11.97 Investment funds are divided into money market funds (MMF) and
non-MMF investment funds. The fundamental difference between them is
that MMF's typically invest in money market instruments with a residual
maturity of less than one year, are often transferable and are often regarded
as close substitutes for deposits. Non-MMF investment funds typically invest
in longer-term financial assets and possibly real estate. They are not

transferable and are typically not regarded as substitutes for deposits.

11.98 The increase in value of investment fund shares or units other than
from holding gains and losses and after any reinvested earnings are deducted
is shown 1n the SNA as distributed to the share or unit holders and reinvested

by them in the financial account.

Money market fund shares or units

11.99 Money market funds are investment funds that invest only or primarily
in short-term money market securities such as Treasury bills, certificates of
deposit and commercial paper. Money market funds sometimes are
functionally close to transferable deposits, for example, accounts with
unrestricted cheque-writing privileges. If these fund shares are included in

broad money in the reporting economy, they should be recorded as a separate
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item to allow reconciliation with monetary statistics. Money market fund
shares or units represent a claim on a proportion of the value of an

established money market fund.

Other investment fund shares or units

11.100 Other investment fund shares or units represent a claim on a
proportion of the value of an established investment fund other than a money

market fund.

Supplementary classifications of investment fund shares

11.101 It may be useful to distinguish listed from unlisted investment fund

shares.

11.102 Investment funds invest in a range of assets including debt securities,
equity, commodity-linked investments, real estate, shares in other investment
funds and structured assets. Data on the composition of their assets could be

useful in economies where investment funds are significant.

6. Insurance, pension and standardized guarantee schemes

11.103 Insurance, pension and standardized guarantee schemes all function
as a form of redistribution of income or wealth mediated by financial
institutions. The redistribution may be between individual institutional units
in the same period or for the same institutional unit over different periods or a

combination of the two. Units participating in the schemes contribute to them
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and may receive benefits (or have claims settled) in the same or later periods.
While they hold the funds, insurance corporations invest them on behalf of
the participants. The part of the investment income that is distributed to the
participants as property income is returned as extra contributions. In all
cases, net contributions or premiums are defined as actual contributions or
premiums plus distributed property income less the service charge retained
by the financial institution concerned. Entries in the financial account,
therefore, reflect the difference between net contributions or net premiums
paid to the schemes less benefits and claims paid out. Significant other
additions to the reserves of the schemes come via other changes in the volume
of assets and especially holding gains. There is more extensive discussion on

the recording of all these schemes in parts 1, 2 and 3 of chapter 17.

11.104 There are five sorts of reserves applicable to insurance, pension and
standardized guarantee schemes. These are non-life insurance technical
reserves, life insurance and annuities entitlements, pension entitlements,
claims of pension funds on the pension manager and provisions for calls under

standardized guarantees.

Non-life insurance technical reserves

11.105 Non-life insurance technical reserves consist of prepayments of net
non-life insurance premiums and reserves to meet outstanding non-life
insurance claims. They consist of premiums paid but not yet earned (called
unearned premiums) and claims due but not yet settled, including cases
where the amount is in dispute or the event leading to the claim has occurred

but has not yet been reported (called claims outstanding). The only
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transactions for non-life insurance technical reserves recorded in the financial

account are accrual adjustments.

Life insurance and annuities entitlements

11.106 Life insurance and annuities entitlements show the extent of financial
claims policyholders have against an enterprise offering life insurance or
providing annuities. The only transaction for life insurance and annuity
entitlements recorded in the financial account is the difference between net

premiums receivable and claims payable.

Pension entitlements

11.107 Pension entitlements show the extent of financial claims both existing
and future pensioners hold against either their employer or a fund designated
by the employer to pay pensions earned as part of a compensation agreement
between the employer and employee. The only transaction for pension
entitlements recorded in the financial account is the difference between net
contributions receivable and benefits payable. The increase in pension
entitlements shown in the financial account is equal to the entry in the use of
income accounts for the change in pension entitlements plus any transfer of

entitlements from a previous pension manager.

Claims of pension funds on pension manager

11.108 An employer may contract with a third party to administer the pension

funds for his employees. If the employer continues to determine the terms of
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the pension schemes and retains the responsibility for any deficit in funding
as well as the right to retain any excess funding, the employer is described as
the pension manager and the unit working under the direction of the pension
manger is described as the pension administrator. If the agreement between
the employer and the third party is such that the employer passes the risks
and responsibilities for any deficit in funding to the third part in return for
the right of the third part to retain any excess, the third party becomes the

pension manger as well as the administrator.

11.109 When the pension manger is a unit different from the administrator,
with the consequences that responsibility for any deficit, or claims on any
excess, rest with the pension manager, the claim of the pension fund on the
pension manager is shown under this heading. (The entry is negative if the
pension fund makes more investment income from the pension entitlements it
holds than is necessary to cover the increase in entitlements and the

difference is payable to the pension manager of the scheme.)

Provisions for calls under standardized guarantees

11.110 Provisions for calls under standardized guarantees consist of
prepayments of net fees and provisions to meet outstanding calls under
standardized guarantees. The transactions for provisions for calls under
standardized guarantee schemes recorded in the financial account are similar
to the reserves for non-life insurance; they include unearned fees and calls not

yet settled.

7. Financial derivatives and employee stock options
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Financial derivatives

11.111 Financial derivatives are financial instruments that are linked to a
specific financial instrument or indicator or commodity, through which
specific financial risks can be traded in financial markets in their own right.
The value of a financial derivative derives from the price of the underlying
item: the reference price. The reference price may relate to a commodity, a
financial asset, an interest rate, an exchange rate, another derivative or a
spread between two prices. The derivative contract may also refer to an index

or a basket of prices.

11.112 An observable market price or an index for the underlying item is
essential for calculating the value of any financial derivative. If a financial
derivative cannot be valued because a prevailing market price or index for the
underlying item is not available, it cannot be regarded as a financial asset.
Unlike debt instruments, no principal amount is advanced to be repaid and no
investment income accrues. Financial derivatives are used for a number of
purposes including risk management, hedging, arbitrage between markets
and speculation. Financial derivatives enable parties to trade specific
financial risks (interest rate risk, currency, equity and commodity price risk
and credit risk, etc.) to other entities who are more willing, or better suited, to
take or manage these risks, typically, but not always, without trading in a
primary asset or commodity. The risk embodied in a derivatives contract can
be “traded” either by trading the contract itself, such as is possible with
options, or by creating a new contract that embodies risk characteristics that

match, in a countervailing manner, those of the existing contract owned. The
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latter is termed offsetability and is particularly common in forward markets

or where there are no formal exchanges through which to trade derivatives.

11.113 Financial derivative instruments that can be valued separately from
the underlying item to which they are linked should be treated as financial
assets, regardless of whether “trading”

occurs on- or off-exchange.

Transactions in financial derivatives should be treated as separate
transactions, rather than as integral parts of the value of underlying
transactions to which they may be linked. The two parties to the derivatives
may have different motives for entering into the transaction. One may be
hedging, while the other may be dealing in derivative instruments or
acquiring the derivative as an investment. Even if both parties are hedging,
they may be hedging transactions or risks that involve different financial
assets or even transactions in different accounts. Therefore, if derivative
transactions were treated as integral parts of other transactions, such
treatment would lead to asymmetries of measurement in different parts of the

accounts or to asymmetries of measurement between institutional sectors.

11.114 Any commissions paid to or received from brokers or other
intermediaries for arranging options, futures, swaps and other derivatives
contracts are treated as payments for services in the appropriate accounts.
Financial derivatives transactions may take place between two parties
directly, or through an intermediary. In the latter case, implicit or explicit
service charges may be involved. However, it is usually not possible to

distinguish the implicit service element. Net settlement payments under
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derivative contracts are therefore recorded as financial transactions.
However, where possible, the service charge component should be separately
recorded. Financial derivatives contracts are usually settled by net payments
of cash. This often occurs before maturity for exchange-traded contracts such
as commodity futures. Cash settlement is a logical consequence of the use of
financial derivatives to trade risk independently of ownership of an
underlying item. However, some financial derivative contracts, particularly
involving foreign currency, are associated with transactions in the underlying
item. A transaction in an asset underlying a financial derivative contract that
goes to delivery should be recorded at the prevailing market price for the asset
with the difference between the prevailing price and the price actually paid
(times the quantity of the asset) recorded as a transaction in financial

derivatives.

11.115 There are two broad classes of financial derivatives: option contracts
(options) and forward-type contracts (forwards). Within each class, a further
distinction could be made by market risk categories; foreign exchange,

single-currency interest rate, equity, commodity, credit and other.

11.116 A major difference between forward and option contracts is that,
whereas either party to a forward contract is a potential debtor, the buyer of
an option contract acquires an asset and the option writer incurs a liability.
However, option contracts frequently expire without worth; options are

exercised only if settling a contract is advantageous for the option holder.

Options
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11.117 Options are contracts that give the purchaser of the option the right,
but not the obligation, to buy (a “call” option) or to sell (a “put” option) a
particular financial instrument or commodity at a predetermined price (the
“strike” price) within a given time span (American option) or on a given date
(European option). Many options contracts, if exercised, are settled by a cash
payment rather than by delivery of the underlying assets or commodities to
which the contract relates. Options are sold or “written” on many types of
underlying bases such as equities, interest rates, foreign currencies,
commodities and specified indices. The buyer of the option pays a premium
(the option price) to the seller for the latter’s commitment to sell or purchase
the specified amount of the underlying instrument or commodity on demand
of the buyer. While the premium paid to the seller of the option can
conceptually be considered to include a service charge, in practice, it is usually
not possible to distinguish the service element. The full price should be
recorded as acquisition of a financial asset by the buyer and as incurrence of a
liability by the seller. However, where possible, the service charge component

should be separately recorded.

11.118 The timing of premium payments on options varies. Depending on the
type of contract, premiums are paid when the contracts begin, when the
options are exercised, or when the options expire. The value of an option at
inception should be recorded at the full price of the premium. If the premiums
are paid after the purchase of an option, the value of the premium payable is
recorded as an asset at the time the derivative is purchased, financed by an
account receivable from the writer. Subsequent purchases and sales of options

are also to be recorded in the financial account. If an option based on a
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financial asset is exercised or if a commodity based option proceeds to
delivery, the acquisition or sale of the underlying asset should be recorded at
the prevailing market price in the appropriate accounts with the difference
between this amount and the amount actually paid recorded as transactions

in financial derivatives.

11.119 Warrants are a form of options that are treated in the financial account
in the same way as other options. Warrants are tradable instruments giving
the holder the right to buy, under specified terms for a specified period of
time, from the issuer of the warrant (usually a corporation) a certain number
of shares or bonds. There are also currency warrants based on the amount of
one currency required to buy another and cross-currency warrants tied to
third currencies. They can be traded apart from the underlying securities to
which they are linked and therefore have a market value. The issuer of the
warrant incurs a liability, which is the counterpart of the asset held by the

purchaser.

Forwards

11.120 Under a forward contract, the two counterparties agree to exchange a
specified quantity of an underlying item (a particular product or financial
asset) at an agreed contract price (the “strike” price) on a specified date.
Futures contracts are forward contracts traded on organized exchanges. A
forward contract is an unconditional financial contract that represents an
obligation for settlement on a specified date. Futures and other forward

contracts are typically, but not always, settled by the payment of cash or the
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provision of some other financial instrument rather than the actual delivery
of the underlying item and therefore are valued and traded separately from
the underlying item. At the inception of the contract, risk exposures of equal
market value are exchanged and hence the contract has zero value. Some time
must elapse for the market value of each party’s risk to differ so that an asset
(creditor) position is created for one party and a liability (debtor) position for
the other. The debtor/creditor relationship may change both in magnitude and

direction during the life of the forward contract.

11.121 Common forward-type contracts include interest rate swaps, forward
rate agreements (FRA), foreign exchange swaps, forward foreign exchange

contracts and cross-currency interest rate swaps.

a. An interest rate swap contract involves an exchange of cash flows related to
interest payments, or receipts, on a notional amount of principal, which is
never exchanged, in one currency over a period of time. Settlements are often

made through net cash payments by one counterparty to the other.

b. A forward rate agreement (FRA) is an arrangement in which two parties, in
order to protect themselves against interest rate changes, agree on an interest
rate to be paid, at a specified settlement date, on a notional amount of
principal that is never exchanged. FRAs are settled by net cash payments.
The only payment that takes place is related to the difference between the
agreed forward rate agreement rate and the prevailing market rate at the
time of settlement. The buyer of the forward rate agreement receives payment
from the seller if the prevailing rate exceeds the agreed rate; the seller

receives payment if the prevailing rate is lower than the agreed rate.
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c. A foreign exchange swap is a spot sale/purchase of currencies and a

simultaneous forward purchase/sale of the same currencies.

d. A forward foreign exchange contract involves two counterparties who agree
to transact in foreign currencies at an agreed exchange rate in a specified

amount at some agreed future date.

e. A cross-currency interest rate swap, sometimes known as a currency swap,
involves an exchange of cash flows related to interest payments and an
exchange of principal amounts at an agreed exchange rate at the end of the

contract.

11.122 There might also be an exchange of principal at the beginning of the
contract and, in these circumstances, there may be subsequent repayments,
which include both interest and principal, over time according to the
predetermined rules. Streams of net settlement payments resulting from
swap arrangements are to be recorded as transactions in financial derivatives
and repayments of principal are to be recorded under the relevant instrument

item in the financial account.

Credit derivatives

11.123 The financial derivatives described in the previous paragraphs are
related to market risk, which pertains to changes in the market prices of
securities, commodities, interest and exchange rates. Credit derivatives are

financial derivatives whose primary purpose is to trade credit risk. They are
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designed for trading in loan and security default risk. Credit derivatives take
the form of both forward-type and option-type contracts and like other
financial derivatives, they are frequently drawn up under standard master
legal agreements and involve collateral and margining procedures, which

allow for a means to make a market valuation.

Margins

11.124 Margins are payments of cash or collateral that cover actual or
potential obligations under financial derivatives, especially futures or
exchange-traded options. Repayable margins consist of deposits or other
collateral deposited to protect a counterparty against default risk, but that
remain under the ownership of the unit that placed the margins. Although its
use may be restricted, a deposit is classified as repayable if the depositor
retains the risks and rewards of ownership. Repayable margin payments in
cash are transactions in deposits, not transactions in a financial derivative.
The depositor has a claim on the exchange or other institution holding the
deposit. Some compilers may prefer to classify these margins within other
accounts receivable or payable in order to reserve the term deposits for
monetary aggregates. When repayable margin payments are made in
non-cash assets, such as securities, no entries are required because the entity
on whom the depositor has a claim (the issuer of the security) is unchanged.
Non-repayable margins reduce a financial liability created under a financial
derivative contract. The entity that pays a non-repayable margin no longer
retains ownership of the margin nor has the right to the risks and rewards of
ownership, such as the receipt of income or exposure to holding gains and

losses. A payment of a non-repayable margin is normally recorded as a decline
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in currency and deposits with a counter entry in the reduction in financial
derivative liabilities and the receipt of a non-repayable margin is recorded as
an increase of holdings of currency and deposits with the counter entry in the

reduction in financial derivative assets.

Employee stock options (ESOs)

11.125 An employee stock option is an agreement made on a given date (the
“grant” date) under which an employee may purchase a given number of
shares of the employer’s stock at a stated price (the “strike” price) either at a
stated time (the “vesting” date) or within a period of time (the “exercise”
period) immediately following the vesting date. The exercise date is the time
at which the option is exercised. It cannot be earlier than the vesting date or
later than the end of the exercise period. Transactions in employee stock
options are recorded in the financial account as the counterpart to the
element of compensation of employees represented by the value of the stock
option. The means of valuing and time of recording ESOs is discussed in part
6 of chapter 17.

8. Other accounts receivable or payable

Trade credit and advances

11.126 This category comprises trade credit for goods and services extended to
corporations, government, NPISHs, households and the rest of the world, and

advances for work that is in progress Gf classified as such under inventories)

or 1s to be undertaken. Trade credits and advances do not include loans to
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finance trade credit, which are classified as loans. It may be valuable to
separate short-term trade credits and advances from long-term trade credit
and advances by employing the same criteria used to distinguish between

other short- and long-term financial assets.

Other

11.127 This category includes accounts receivable and payable, other than
those described previously, that is the amounts are not related to the
provision of goods and services. It covers amounts related to taxes, dividends,
purchases and sales of securities, rent, wages and salaries, and social
contributions. Interest that accrues but is not paid is included in this item
only if the accrued interest is not added to the value of the asset on which the

interest is payable (as is usually the case).

11.128 This category does not include statistical discrepancies.

9. Memorandum items

Foreign direct investment

11.129 Transactions in financial assets and liabilities arising from the
provision of, or receipt of, foreign direct investment are to be recorded under
the appropriate categories: debt securities, loans, equity, trade credit or other.
However, the amounts of foreign direct investment included within each of
those categories should also be recorded separately as memorandum items.

Foreign direct investment is discussed further in chapters 17 and 24.
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Non-performing loans

11.130 It is useful to identify transactions relating to non-performing loans as
memorandum items. There is a discussion of the definition of and recording
for non-performing loans in chapter 13. In addition, when they are important
it may be useful to group all arrears of interest and repayment under a

memorandum item.
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