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Chapter 7: The distribution of income accounts

A. Introduction

7.1 There are two accounts that record how income arising from involvement
in processes of production or from ownership of assets needed for production
are distributed among institutional units and the second of these is further

subdivided in two also:

a. The generation of income account;
b. The allocation of primary income account;
The entrepreneurial income account; and

- The allocation of other primary income account.

7.2 Basic to all these accounts is the concept of primary income. Primary
incomes are incomes that accrue to institutional units as a consequence of
their involvement in processes of production or ownership of assets that may
be needed for purposes of production. A major item of primary income is
compensation of employees that represents the income accruing to
individuals in return for their labour input into production processes.
Property income is that part of primary incomes that accrues by lending or
renting financial or natural resources, including land, to other units for use
in production. Receipts from taxes on production and imports (less subsidies
on production and imports) are treated as primary incomes of governments
even though not all of them may be recorded as payable out of the value

added of enterprises. Primary incomes do not include the payments of social
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contributions to social insurance schemes and the receipt of benefits from
them, current taxes on income, wealth, etc. and other current transfers, such
current transfers being recorded in the secondary distribution of income

account.

1. The generation of income account

7.3 The generation of income account (shown in table 7.1) represents a
further extension or elaboration of the production account in which the
primary incomes accruing to government units and to the units participating
directly in production are recorded. Like the production account, it may be
compiled for establishments and industries as well as for institutional units
and sectors. The generation of income account shows the sectors, subsectors
or industries in which the primary incomes originate, as distinct from the
sectors or subsectors destined to receive such incomes. For example, the only
compensation of employees recorded in the generation of income account for
the household sector consists of the compensation of employees payable by
unincorporated enterprises owned by households. This item is very different
from the compensation of employees receivable by the household sector,
which is recorded in the account below, the allocation of primary income

account.

7.4 The resources, listed on the right-hand side of the generation of income
account, consist of only a single item, value added, the balancing item carried
forward from the production account. As stated in chapter 6, value added
may be measured before the deduction of consumption of fixed capital (gross)

or after the deduction of consumption of fixed capital (net). Provision must
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also be made throughout the remaining accounts of the SNA for the relevant
balancing items to be measured gross or net of consumption of fixed capital.
The concept and measurement of consumption of fixed capital have already
been explained in detail in chapter 6. For simplicity, it will be assumed that
value added is measured net, except when the context requires gross value

added to be referred to explicitly.

7.5 The left-hand side of the generation of income account records the uses of
value added. There are only two main types of charges that producers have
to meet out of value added: compensation of employees payable to workers
employed in the production process and any taxes, less subsidies, on
production payable or receivable as a result of engaging in production.
Compensation of employees is defined as the total remuneration, in cash or
in kind, payable by an enterprise to an employee in return for work done by
the latter during the accounting period. Taxes less subsidies on production
consist of taxes payable or subsidies receivable on goods or services produced
as outputs and other taxes or subsidies on production, such as those payable
on the labour, machinery, buildings or other assets used in production. Taxes
on production do not include any income taxes payable by the recipients of

incomes accruing from production, whether employers or employees.

7.6 The content of the item taxes less subsidies on production payable out of
value added varies according to the way in which output is valued. Value
added tax (VAT), or other similar deductible tax, invoiced on output is never
treated as part of the price receivable by the producer from the purchaser.
Invoiced VAT is always omitted from value of output, whether output is

valued at producers’ or basic prices. Hence, invoiced VAT is not a charge
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against value added and is not recorded as a payable in the producer’s
generation of income account. However, when output is valued at producers’
prices, any other tax on products payable on the output is treated as an
integral part of the price receivable by the producer from the purchaser. The
tax is recorded as being payable by the producer out of value added at
producers’ prices in the generation of income account, that is, as a component
of the item “taxes less subsidies on production”. Similarly, any subsidy on
products receivable on the output is recorded as being receivable by the
producer from government in the generation of income account as a
supplement to value added at producers’ prices. By convention, it is not
recorded under resources but as a component of “taxes less subsidies on

production” as if it were a negative tax on output.

7.7 As explained in chapter 6, the basic price is obtained from the producer’s
price by deducting any tax on products payable on a unit of output (other
than invoiced VAT already omitted from the producer’s price) and adding any
subsidy on products receivable on a unit of output. In consequence, no taxes
on products or subsidies on products are to be recorded as payables or
receivables in the producer’s generation of income account when value added
is measured at basic prices, the preferred valuation basis in the SNA. When
basic prices are used to value output, the item “taxes less subsidies on

production” refers only to other taxes or subsidies on production.

7.8 After deducting compensation of employees and taxes, less subsidies, on
production from value added, the balancing item of the generation of income
account is obtained. The balancing item is shown on the left-hand side of the

account under uses. It measures the surplus or deficit accruing from
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production before taking account of any interest, rent or similar charges
payable on financial assets or natural resources borrowed or rented by the
enterprise, or any interest, rent or similar receipts receivable on financial

assets or natural resources owned by the enterprise.

Operating surplus and mixed income

7.9 The balancing item is described as operating surplus except for
unincorporated enterprises owned by households in which the owner(s) or
members of the same household may contribute unpaid labour inputs of a
similar kind to those that could be provided by paid employees. In the latter
case, the balancing item is described as mixed income because it implicitly
contains an element of remuneration for work done by the owner, or other
members of the household, that cannot be separately identified from the
return to the owner as entrepreneur. In many cases, though, the element of
remuneration may dominate the value of mixed income. In practice, all
unincorporated enterprises owned by households that are not
quasi-corporations are deemed to have mixed income as their balancing item,
except owner-occupiers in their capacity as producers of housing services for
own final consumption, households leasing dwellings and households
employing paid domestic staff. For owner-occupiers and those leasing
dwellings, all value added is operating surplus. For domestic staff all value
added is compensation of employees (unless any taxes or subsidies on

production are payable or receivable on the output).

7.10 As noted in chapter 6, gross domestic product (GDP) at market prices is

equal to the sum of the gross value added of all resident enterprises plus
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those taxes, less subsidies, on products that are not payable on the values of
the outputs of those enterprises, that is, taxes or subsidies on imports plus
non-deductible VAT when output is valued at producers’ prices, and all taxes
or subsidies on products when output is valued at basic prices. For this
reason, taxes and subsidies on imports and VAT must also be recorded under
uses of GDP in the generation of income account for the total economy, even
though they do not appear in the generation of income account for individual

institutional units or sectors.

7.11 As already noted, the preferred measure of value added is after
deducting consumption of fixed capital, that is, net value added. However,
provision is made in the accounts of the SNA for value added, and all
subsequent balancing items that depend on value added, to be measured
gross or net of consumption of fixed capital. Operating surplus and mixed

income may therefore both be expressed as gross or net.

7.12 Operating surplus or mixed income is a measure of the surplus accruing
from processes of production before deducting any explicit or implicit interest
charges, rent or other property incomes payable on the financial assets, land
or other natural resources required to carry on the production. It is,

therefore, invariant as to whether:

a. The land or other natural resources used in production are owned or
rented by the enterprise; and

b. The inventories, fixed assets, land or other natural resources owned by the
enterprise and used in production are financed out of own funds (or equity

capital) or out of borrowed funds (or loan capital).
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Table 7.1:The generation of income account - concise form - uses

EThb.

K11 : FIROREDE -—EN R

Uses
& g
S w w -
sE o5 & % -
Transactions and £ g s F g . 3 < 3
o — —
balancing items g § s § % e %’ E £ 3 -!g Té ® T
=] ] o
ZS8 ES Oa = Z E 2B O3 E
Compensation of employees 986 44 98 11 11 1150 1150
Taxes on production and imports 235 235
Subsidies -44 -44
Operating surplus, gross 292 46 27 84 3 452 452
Mixed income, gross 61 61 61
Consumption of fixed capital
on gross operating surplus 157 12 27 15 3 214
Consumption of fixed capital
on gross mixed income 8 8
Operating surplus, net 135 34 0 69 0 238 238
Mixed income, net 53 53 53

7.13 Although operating surplus or mixed income is invariant to the extent to
which land is owned or assets in general are financed, it needs to be
sufficient to cover both any explicit, or implicit, rent on land and the explicit,
or implicit, interest charges on the value of all the assets owned by the
enterprise in order to justify their continued use in production. The implicit
interest costs of using the enterprise’s own funds to purchase inventories,
fixed assets or other assets are the opportunity costs of using the funds in
this way rather than to acquire financial assets on which interest could be
earned. These costs are captured in estimates of capital services. The

amounts of rent and interest actually payable on rented land and borrowed
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funds are recorded in the allocation of primary income account and the

entrepreneurial income account.

7.14 The operating surplus or mixed income of an individual producer unit is
not invariant, however, to the extent to which the fixed assets used in
production are owned or rented. When buildings, other structures,
machinery or equipment are rented by an enterprise, the payments of rentals
under an operating lease are recorded as purchases of services. These
services form part of intermediate consumption. Thus, as explained in
chapter 17, the payment of the rental on a fixed asset tends to reduce gross
value added below what it would be if the producer owned the asset. The
impact on net value added is mitigated by the fact that a tenant, or lessee,
incurs no consumption of fixed capital. However, even net value added will
tend to be lower when a fixed asset is rented as the rental has to cover the
lessor’s operating and interest costs. At the level of the total economy, the
surpluses lessees will tend to be

lower accruing to tenants or

counterbalanced by the operating surpluses earned by the lessors.

2. The allocation of primary income account

7.15 Whereas the generation of income account focuses on resident
institutional units or sectors in their capacity as producers whose activities
generate primary incomes, the allocation of primary income account (shown
in table 7.2) focuses on resident institutional units or sectors in their
capacity as recipients of primary incomes. The allocation of primary income
account shows where the items payable in the generation of income account

are receivable and also includes the amounts of property incomes receivable
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and payable by institutional units or sectors. As already noted, the
generation of income account, being related to production activities, can be
compiled for establishments and industries as well as for institutional units
and sectors. However, the allocation of primary income account has no such
direct link with production and can only be compiled for institutional units

and sectors.

7.16 Enterprises may invest surplus funds in financial assets or even land,
especially in times of uncertainty and high interest rates. Considerable
property income may be received from such investments. The property
income paid out by a corporation will be influenced by the amount of
property income received as well as by its operating surplus. Thus, it is not
appropriate to record all the property income paid out by an enterprise as if
it were chargeable against operating surplus. Some interest costs, especially
implicit costs, may be attributable to assets other than those used in
production. For this reason, the explicit and implicit interest costs payable by
an enterprise ought not to be recorded in the generation of income account in
which the resources consist only of value added accruing from production.
They are recorded in the allocation of primary income account along with any

property income receivable as well as the operating surplus.

7.17 There are two kinds of income listed under resources on the right-hand
side of the allocation of primary income account. The first shows where
primary incomes already recorded in the generation of income account are

receivable, as follows:

a. Compensation of employees receivable by households or non-resident
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households;

b. Taxes (less subsidies) on production or imports receivable (or payable) by
government units or a foreign government;

c. Operating surplus, or mixed income, of enterprises carried forward from
the generation of income account. The second kind of income consists of
property incomes receivable from the ownership of financial assets or natural
resources:

d. Investment income receivable by the owners of financial assets from either
resident or non-resident units;

e. Rent receivable by owners of natural resources leased to other units.

Table 7.1 (cont):The generation of income account - concise form - resources
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Subsidies

The balancing items and national income

RT v REE L ERFS

- 440 -




7.18 The uses, listed on the left-hand side of the allocation of primary income
account, consist only of the property incomes payable by institutional units
or sectors to creditors, shareholders, landowners, etc. Except for rent on
natural resources, these may be payable to non-residents as well as
residents. The remaining item recorded under uses is the balancing item, the
balance of primary incomes, defined as the total value of the primary
incomes receivable by an institutional unit or sector less the total of the
primary incomes payable. At the level of the total economy it is described as

national income.

7.19 The composition of the balance of primary incomes varies considerably
from one sector to another as certain types of primary incomes are receivable
by certain sectors only or by non-residents. In particular, taxes are received
only by the general government sector and non-residents while compensation
of employees is received only by the household sector and non-residents.

These balances are described below.

a. The balance of primary incomes of the non-financial and financial
corporate sectors consists only of operating surplus plus property income

receivable less property income payable.

b. The balance of primary incomes of the general government sector consists
of taxes on production and on imports receivable less subsidies on production
payable, plus property income receivable less property income payable. It
may also include a small amount of operating surplus from units within

general government undertaking market production.

7.18 5 1 RATGOBL oy B E O ENT Gk S AL DRI R, il B HLAL F 72135
MEMER . BRI, M 2 TS O WPERTIS TS ANat L a D, BARETRICKY
LEEREZRNT, ZALIEREREICHIFEEE IO D RN H 5,
RO ISR SN LK) OEBIX, H5HIERAE 72 I3MAPRRITRS % 1 R
FROEFHE~A TAXDE L RFRORFEL LTERBSNDNT  RIEE,
DEVEIRF/NATVATHD, —EHREFO LV TIE, ZAFERAMGE L
TREND,

719 FH1IRFHF/NT U ADORERIL, S L > Todeh BleoTW5d, £
B 1RO HIZIX, HDFFEDEHMD, HDHWIEEEETLZTNZ TS H O
NHDHINETHD, BEIICIE, Bl REFERM R X OFEEES O A% 1T B
V. EAESRMIIF MRS L OEEEE OB ZITE D, EBBIO% 1 kP
T ADHBAELITICE 2 5,

a. FHBETEANEES ORISR O% 1 IR T T, BEERRT T
A Z BUAEEFTIF~ A T A S EEFTRS T %,

b. —MEBIFE DS 1 IRFTHE/N T o A%, AERB L CWARICRINLBOX
o~ A F R AEPEITK S DA & DL, 77T ZAZBUSEEFTIF~ A T A S PERT
B b7a%, THUTEHHEE L E 5 —RBIFHNOBNLIZ L 5 DFO =
REEEATWDGERH D,
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c. The balance of primary incomes of the household sector consists of
compensation of employees and mixed incomes accruing to households, plus
property income receivable less property income payable. It also includes the
operating surplus from housing services produced for own consumption by

owner-occupiers.

d. The balance of primary incomes of the non-profit institutions serving
households (NPISHs) sector consists almost entirely of property income

receivable less property income payable.

Net national income and gross national income

7.20 Net national income (NNI) is the aggregate value of the net balances of
primary incomes summed over all sectors. Similarly, gross national income
(GND) is the aggregate value of the gross balances of primary incomes for all

sectors.

7.21 Gross value added is strictly a production measure defined only in terms
of output and intermediate consumption. It follows that GDP is also a
production measure as it is obtained by summing the gross value added of all
resident institutional units, in their capacities as producers, and adding the
values of any taxes, less subsidies, on production or imports not already
included in the values of the outputs, and value added, of resident producers.
GNI is obtained by summing the balance of primary incomes of the same
resident institutional units. It follows that the difference between the

numerical values of GNI and GDP is equal to the difference between the total

c. FatibPOHE 1 WG/ T o A1x ., Fatio A+ 5 JE HE Hw B L ONE A s
7T AWM FEFT S~ A T AL EFTGTH D, Tk, BOHEE SN FED
FOEEY—EADOEERTF L EATND,

d. SFEEHHEERIIAERPIOH 1RGN T 203, 1ZE A T~ TRIRY PR
= A T AN ERNGTH 5,

E RAMETE & EREHTE

7.20 ERMETE (NND 13, B—KRFIBOMNT v ZMEEZT X TOHMIZOW
THREILZbOTH D, FEkIC, EREFTE (GND X, 5 1 KETBOKRNT v
AEE T RTOHFIZHONTOEEHLELDOTH B,

7.21 RAAHIMEEIL, EH & PRITEERIC L > TORERE SN D B 2 EEOJE
Thb, LN THYHikkERD GDP &, AEMICIE, ZEORIETH D,
TR, FAUL, ZOAFEER L L TONIGITRIT 59T OJE{ESIE BEALORRAHN
A&7 L. & DICEEAES OFE S X O IMBEOREEIC & £ Ty
A PE F T T ASICIR SN BB~ A T ARG OMEEE N2 5 Z LIk > TH
BND LD THDHNE T D, GNIIEFE UEERIFEHEAIC OV TH 1 RATGF T
VAERHTDHZEICE o THELND, LT o T, GNI & GDP O¥fED 713,
JEEFEDPIEBREE D OZTIDH 1 RISk & . A D IEREF IS O 5
1 RFTRGEHE 02 (Trbbh, AP LOMATE) ThodE\\H Z Licihd,

- 442 -




primary incomes receivable by residents from non-residents and the total
primary incomes payable by residents to non-residents (that is, net income
from abroad). However, as both GDP and GNI are obtained by summing over
the same set of resident institutional units, there is no justification for
labelling one as “domestic” and the other as “national”. Both aggregates refer
to the total economy defined as the complete set of resident institutional
units or sectors. The difference between them is not one of coverage but the
fact that one measures production while the other measures income. Both
have an equal claim to be described as domestic or as national. However, as
the terms “gross domestic product” and “gross national income” are deeply
embedded in economic usage, it is not proposed to change them. Emphasis
should be given, however, to the third rather than second letter of the
acronym to emphasize the fact that GDP refers to production (output) and

GNI to income.

Table 7.2:The allocation of primary income account - concise form - uses

L22L722 6, GDP & GNI %, [A U SR AL ORI DU TRl E £ 72 1%
FARFIBNT L AZBHTHI LI THELNLDT, 1o% IEN] & L.
b9 1o% TEHE] &MESHEEIENC R, W OEFMET, TR AL £ 7-
IO RRELS L LTERINDI LD L LTO—ERFEAIHRLE LT D,
GDP & GNI & oo zZEX, @A (ALY Y) OEIZEID DO TIEARL,
—GMAEEEZET DO THY, tMAPFEEZET 2O THL, L) 2
b, ELOLOEMETHLENEEATENL, EREMATHLINHDT
b, LonLans, ENERAE] & TEREISE LW OBIIREHiEE L
THERLSEELTWDHOT, TEHN], TER] OFOHEICOWTOERITREE
P Lol WiET & 2 Lk, GDPI34E (BEH) . GNLIZFTHIZ W TE K
THEW)FERELMHT D702, HFEFTO _SHOBHEILFL VLA =FH
DILFZRHT HXETH D,

£ 7.2 : B 1 RPTeO S EE — B — g

Uses & #

—_ >

32 _ 2 3 1 : Il el e

=8 - 8 S E a g = ilnﬁ AT i ) )(\\Z\u’ _E . ! )
Transactions and EEEEE £ £ 8% Eg BBl 5 L U5 AEE G T 2 TR Y Qe

ction S8 2f EE 0§ B S%g g8 - Gy B BOE M e B

balancing items £ e E g g CR £ 83 § 5 8 A

Z8 ES§ds T zZ ecf:dg & —
Compensation of employees 6 6 Eﬁﬁﬁﬁa\@“ ) 6 6
Taxes on production and imports 0 AFE - BAMICR S LD
Subsidies 0 HiBha
Property income 134 168 42 41 6 391 44 435 WM PERTS 134 168 42 41 6 391 44 435
Balance of primary incomes, BLRFTRANT oA RIEIRFTG. # 254 27 198 1381 4 1864 1864
gross / National income, gross 254 27 198 1381 4 1864 1864 LRI T A, fE R, M 97 15 171 1358 1 1642 1642
Balance of primary income,
net / National income, net 97 15 171 1358 1 1642 1642
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3. The entrepreneurial income account

7.22 The allocation of primary income account may be partitioned into two
sub-accounts: the entrepreneurial income account and the allocation of other
primary income account. The purpose is to identify an additional balancing
item, entrepreneurial income, that may be useful for market producers. Like
operating surplus and mixed income, it is a balancing item that is relevant
only to producers, but one that can be calculated only for institutional units

and sectors and not for establishments and industries.

7.23 Entrepreneurial income is calculated by deducting from operating
surplus any interest, investment income disbursements and rent payable
and adding property incomes receivable. For the non-financial and financial
corporations sectors, the only difference between entrepreneurial income and
the balance of primary incomes is that entrepreneurial income is measured
before the payment of dividends, the withdrawals of income from
quasi-corporations and reinvested earnings. Entrepreneurial income is not
calculated for other sectors. Although government and households may
contain unincorporated enterprises undertaking market production, the fact
that the assets attributed to this activity cannot be distinguished from the
entirety of assets of the institution means that identification of property
income relating to the activity is also difficult. (If the assets and property
income could be identified, it is probable that the unincorporated enterprise
could be treated as a quasi-corporation and included in one of the corporate

sectors.)

7.24 Entrepreneurial income is an income concept that is close to the concept

3. EXEFEEIE

7.22 1 RATMGFOESIE L. 2 >O/MEICEITE B, REMGHE L
DIOHE 1 IRFTHF O EIE TH 2D, ZOREIOHIT, THEERICLE > TH
ATHDHTHA IR NRT  AHA ThLRENRETRT L ThHD, HE
REB L NRETTE & FRRIC, ZIUTAEER ORCE#T 517 ZATHATH S
. B KO HOWTORFE TE . FEFTR LUPEEICOWTIEE
HCTEXRWIHATH D,

7.28 REFHI. BHEREN OB L OEEIGOIIAS HIC KL EEE%
ZLpl&, ZRMENSEZMZT- b0 Th D, FEERIENEEITM R X OEmk
BRSPS E1IE, BT & 5H 1L IRFTEANT A L ORIOME—D T, 2T
FFHNEC Y ST K OMEIE AR O FT 6 X OIS O8] = ) LANZHNE S
nNoENH ZELThD, BETFIE. ZOMOEMATITFHE L2V, BIFBLV
Fatik, TEEL Ehi T 2 IEANBELZTLWRBIER S 503, Z OIEEI)RIE
TLHEET. ZDORIEDOEERKLIIXATERNE T HHEFEL, ZOIEFH)IH
W DUEFGORENET-RNHETHLZEEZERL TS (LL, BEBLY
WPEFTG N FFETE D75, BEX L T OIEEAMEZEIT, WEAMBZEL LTV,
BN RSB OV T NI T T2 2 RN TE D THA D),
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of profit or loss as understood in business accounting (at least when there is
no inflation). On the other hand, it should be remembered that when profits
are calculated at historic costs in business accounts, they also include
nominal holding gains on the inventories and other assets owned by the
enterprise; these holding gains and losses may be quite substantial during

inflationary conditions.

4. The allocation of other primary income account

7.25 When the entrepreneurial income account is compiled for an
institutional unit or sector, it is followed by the allocation of other primary
income account in order to arrive at the balance of primary incomes. In the
allocation of other primary income account, the first item listed under
resources is entrepreneurial income, the balancing item carried forward from
the entrepreneurial income account instead of operating surplus or mixed
income, which are the balancing items carried forward from the generation of
income account. The only item in the account, for non-financial and financial
corporations, apart from the balancing items, is the entry for the distributed

income of corporations.

7.26 For general government, households and NPISHs, the allocation of
other primary income account matches the allocation of primary income

account.

7.27 The entrepreneurial income account and the account for other primary

income are shown in table 7.3.

Eb AT L= ary NN 23 IS TH D, M, EEREFHIREW
THIENEBARM A CHE SN D & 12T, TR L > TIa ST
HDIEMBLOZEDOMOEEICRET 24 BRAFGENEENDL Z L 2R T
Thb, INOOL4BEAEREL. A7 —2a ORI T TIHHESICRE 2
HDIZ72D 9 D,

4. TOMOE 1 KOS EIE

7.25 ARZEFTREDN & D Hl L RAL E 7 ITENI OV TR S D d . 1R
T/ T o A M e DT 0IZiE, T OMDEE 1 IRFTF ORI E 2 5| = e & 1F
T DN D, ZOMOE 1 IRFTFOBRL 7 EIEICIN T, IR ORI FEEK S
NTWHHTHEBIZEETHETHY . THITFTEGOREBEN LRV SN L E
ERFNETITIRATFRFORD VI, BEHREEN OB BiSh 53T RIHH
Tho, N7 AERBIFRIE LT, IEERE N L O@RIEBIIZ 92 B
DOMe—DIAR L, EAEEDOEFTFICBET 2AEHE TH D,

7.26 —XEOF. FEtB X OYNPISH 2% LT, ZOMo5E 1 T SOE S hE
. B 1 RIS OERSEE E T 5,
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— 445 -




Table 7.2 (cont):The allocation of primary income account - concise form -

#£172 (FE&) : 8 1 RPTB OB EE — B — IR

resources
Resources TE "
—_ B
S p w - g = ERpEY
S g g = o S o o M o e MFE o Me
. =2 _28 % , 54 %, B3I% L 085 L AR pA TR o em s v A7
Transactions and £ 8 88 ® g < o 3 <3 ~ B%R  BUR o .
o 85 £8 35 2 = —~ o9 29 —~ 13 iz =5
balancing items £ e fSa 2@ 5 = 2 5% BE g
cEESSE 2 2 S£&£E88 &

: - = HEAR, B 292 46 27 84 3 452 452
Operat.lng surplus, gross 292 46 27 84 3 452 452 BATE. & 61 61 61
Mixed income, gross 61 61 61 AT A 135 34 0 69 0 938 938
Operating surplus, net 135 34 0 69 0 238 238 A

BETTE A 53 53 53
Mixed income, net 53 53 53 S —————- 1154 1154 2 1156
Compensation of employees 1154 1154 2 1156 B - A
Taxes on production and imports 235 235 235 éﬁé I ICRS DB 235 235 235
Subsidies -44 -44 44 | WO a4 44 44
Property income 96 149 22 123 7 397 38 435 | MIEPTHE 96 149 22 123 7397 38 435
B. Compensation of employees B. EHE B
1. Identifying employees 1. BREOKRE

7.28 It is not always self-evident whether a person is an employee or
self-employed, for example, some workers paid by results may be employees
while others may be self-employed. The boundary also affects the
subsectoring of the household sector. The definitions in the SNA are
consistent with resolutions of the International Conference of Labour
Statisticians (ICLS) concerning the definitions of the economically active
population. For the SNA, though, the main objective is to clarify the nature
of the employment relationship in order to fix the boundary between

compensation of employees and other kinds of receipts. Some persons who in

7.28 i (worker) NEHHE (employee) TH 50 H E ¥4 (self-employed)
ThHINIFICARATH LT TiEwn, =& 203, HkEhhosEE THE
METHLGERHY ., £ TRVWGAETHLHEETH L ATRENRH D, Z D8
RREITET, FEHSMONFEMRR EICHET 5, SNA OERIT. FRHFEE)
ANADFERICET 2 EBRT @RI a3 (ICLS) Oki#Es —BLZbDTh D,
L2y, SNA OEZ BRI, EAERI L 2 OMOSZITIRY & O OBER % i
ET D010, BABBROWEEZHOLMNCTEZETHDH, FlHiCliaEE
IZEEND AN, FICEEABEOTAE B LOEACEOFTAREEIL. SNA
TIFEME L LTH D, 7B HollE, BEMFEOERICET 256MI%, 2 19
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labour statistics may be included with the self-employed, in particular some
owners of quasi-corporations and owner-managers of corporations, are
treated in the SNA as employees. Further discussion on the measurement of

the labour force and definitions of the related terms appear in chapter 19.

The employment relationship

7.29 In order to be classified as employed, that is, either as an employee or
self-employed, the person must be engaged in an activity that falls within the
production boundary of the SNA. The relationship of employer to employee
exists when there is a written or oral agreement, which may be formal or
informal, between an enterprise and a person, normally entered into
voluntarily by both parties, whereby the person works for the enterprise in
return for remuneration in cash or in kind. The remuneration is normally
based on either the time spent at work or some other objective indicator of

the amount of work done.

Table 7.3:The entrepreneurial income and allocation of other primary income

accounts - uses

& F BAf%
7.29 Et¥EE (employed) T7bbLEMAETHIMNHEEE THDLMMIHIES

NAHTDITiX, D ANIT SNA OAFEDEROFIZADIFENIIERE L THRITH
e newn, BEEEAEEOBRIZ. 148FELE 1A EOMIZ, BEIINHIC
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Entrepreneurial account

U EEFEEE
ses N
- B &
| £
§E_F % 2 Sy o3 Ko, AEH Bt &
Transactions and £f® 88 & § < o g = < BEIBLUNT REHE EA KR OEEAM o W Y— A
L 5 535 &8 2 o —~ o35 B3 — o TEBE BUN R .
balancing items g8 & g2 5 = £ %% "§ & s ¥ EilhN A
zg8E8da T zZ emzdg =
Property income 87 153 240 240 A PEFT 87 153 240 240
Interest 56 106 162 162 ]+ 56 106 162 162
Distributed income of corporations A S BT
Reinvested earnings on WM BB T B B B G
foreign direct investment [
Investment income disbursements 47 47 47 &Lg‘ Pk 47 47 47
Rent 310 31 31 | AR 31 0 31 31
Entrepreneurial income, gross 301 42 343 343 | BEFE, B 301 42 343 343
Entrepreneurial income, net 144 30 174 174 | ®REFHE M 144 30 174 174
Allocation of other primary income account FOMDBEIRFTEOR Y B E
Uses N
= &
g o PR g
S g _, & =t 3 S o AE ez
, 8 g8 _3 %, £2 T, e PR om L., S g ME
Transactions and £Eg2 82 82 - 8 < 4 W BLONT VRER EN Fal EEA . W F— AF
o 95 S8 §& g = ~ °g 29 — e HRED O BUN A .
balancing items g 2 g - g e = 8 ‘g;-; E "‘é £ 8 (e [ A B
z8E8da T Z e m:dg =
Compensation of employees 6 6 J& FA 2 6 6
Taxes on production and imports APE - A SICEE S A B
Subsidies. s
Property income 47 15 42 41 6 151 63 214 U EFT 47 15 49 41 151 63 214
Interest 35 14 6 55 13 68 I 35 14 6 55 13 68
Reln.veste'd earnings on WS B EE R | B 2 B RIS 0 14 14
foreign direct investment 0 14 14 =3 Hi-b =
Rent 7 21 0 34 34 FEEL 727 0 34 34
Balance of primary incomes, FVRFTEAT A, BIERITE, & 254 27 198 1381 4 1864 1864
gross / National income, gross 254 27 198 1381 4 1864 1864 | BIRFTEANT VA, i/ [EERE, # 97 15 171 1358 1 1642 1642
Balance of primary income,
net / National income, net 97 15 171 1358 1 1642 1642

7.30 The self-employed are persons who work for themselves, when the

730 HEXHZELIZEDOEZDIZEMBEANT, BOBAET 54N, SNA L
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enterprises they own are distinguished neither as separate legal entities nor
as separate institutional units in the SNA. They may be persons who are the
sole owners, or joint owners, of the unincorporated enterprises in which they
work; members of a producers’ cooperative or contributing family workers

(that is, family members who work in an unincorporated enterprise without

pay).

a. Workers engaged in production undertaken entirely for their own final
consumption or own capital formation, either individually or collectively, are
self-employed. Although a value may be imputed for the output of
own-account production based on costs, including estimated labour costs, no
imputation is made for the wages of workers engaged in such production,
even in the case of collective, or communal, projects undertaken by groups of
persons working together. The surplus of the imputed value of the output
over any monetary costs or taxes on production explicitly incurred is treated
as gross mixed income.

b. Contributing family workers, including those working without pay in
unincorporated enterprises engaged wholly or partly in market production,
are also treated as self-employed.

c. The whole of the equity of a corporation may be owned by a single
shareholder or small group of shareholders. When those shareholders also
work for the corporation and receive paid remuneration other than
dividends, the shareholders are treated as employees. The owners of
quasi-corporations who work in those quasi-corporations and receive paid
remuneration other than withdrawal of earnings from the quasi-corporation
are also treated as employees.

d. Outworkers may be either employees or self-employed depending on their

ST U T YRR R E 73N LTCHE AL O W TN TH R WG D Z L 257,
HEREETE. TOEAME < IFENEEDHMOFTAE £ 1213 FEFTAHE T
oM EEKFEE DA N—=TH D, EREFFREGEE (OF0 ., KT
FFENEETELSFEIEA =) THD,
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D IR AEFEICHEF LT3 O BeICH T 2IRBII TR b, A, F2iX
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exact status and circumstances. The treatment of outworkers is specified in

more detail below.

7.31 The remuneration of the self-employed is treated as mixed income.

7.32 Students in their capacity as consumers of educational or training

services are not employees. However, if students also have a formal
commitment whereby they contribute some of their own labour as an input
into an enterprise’s process of production, for example, as apprentices or
similar kinds of worker trainees, articled clerks, student nurses, research or
teaching assistants, hospital interns, etc., they are treated as employees,
whether or not they receive any remuneration in cash for the work that they

do in addition to training received as in-kind payment.

Table 7.3 (cont):The entrepreneurial income and allocation of other primary

income accounts - resources

THH0E LRV, ZHUE, ZOEMRHORRICE D, 7 N —T—D
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Entrepreneurial account EFRBEE
Resources IS R
—_ B
2 2 3 g I ol e &

. 23 ¢ T . §4 %, B3| 5 K085 L AT H O L
Transa(.:tlor.ls and Lg g g g g g § % 8 3 - 2 .q§ B Lo E3 Mk bz
balancing items g2 Ea 292 = g 8= 3¢ s

cEEs 88 2 Z E££283 &
Pl A GA
eSS TN 292 46 27 84 3 452 452
Operating surplus, gross 292 46 27 84 3 452 452 BATIE. & 61 61 61
1(\)hxm g s ?YOSS t 135 34 0 2519 0 22; zgé R, 18 0 & 0 238 238
perating surplus, ne AT
R 53 53 53
Mixed income, net 53 53 53 gj;iﬁﬁ » 1 94 94
Property income 96 149 245 245 MEERTS 96 49 5 5
Interest 33 106 139 139 RN ) 33 106 139 139
Distributed income of corporations 10 25 35 35 EANEZEOBTS 10 25 35 35
Reinvested earnings on W/ EHERE I BT 5 HRE IS 4 7 11 11
foreign direct investment 4 7 11 11 G T = N 8 8 16 16
Investment income disbursements 8 8 16 16 EAE 41 3 44 44
Rent 41 3 44 44
Allocation of other primary income account ZOMDBE1IRFTEDE Y EE
Resources B B
_ I
< n w - g
255 § 2 g R, LES Bt &
£Egzs g 2 - DR el M Ll aon E .
Transactions and § £ 5% 3 g 2 e § bt g @ BBlBLOAT  RIER #A é%r%ﬂ e S FEEA . W — &3
S Y8 28 § 35 & o -~ S= 2.2 = W B B Bil s e
balancing items g2 Eo g g g = £ 8% "§ E 3 Ak :
ZS ES So&% HE Z £ mESE &
Entrepreneurial income, gross 301 42 343 343 (GESEENE 301 42 343 343
Entrepreneurial income, net 144 30 174 174 B, i 144 30 174 174
Compensation of employees 1154 1154 2 1156 J& FA A 1154 1154 2 1156
Tax({s (.m production and imports 235 235 235 HEPE - B ASIZEE SN AR 235 235 235
Subsidies -44 -44 -44 HiBh4 44 -44 44
Property income 22 123 7 152 38 190 B REFT A 29 193 7 152 38 190
Interest 14 49 7 70 21 91 HIT- 14 49 7 0 91 91
Reinvested earnings on | s . )
foreign direct investment 0 3 0 3 0 3 @%ﬁhﬁ&gkﬁaj‘ % MBI 0 3 0 3 0 3
Rent 0 21 0 21 21 B 0 21 0 21 21
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Employers and own-account workers

7.33 Self-employed persons may be divided into two groups: those who do and
those who do not engage paid employees on a continuous basis. Those who do
engage employees on a continuous basis are described as employers and
those without paid employees are described as own-account workers. The
distinction is used for purposes of subsectoring the household sector.
Own-account workers may be further subdivided into outworkers who are
under some kind of formal or informal contract to supply goods or services to
a particular enterprise, and ordinary own-account workers who may be
engaged in either market production or production for own final consumption

or own capital formation.

Outworkers

7.34 An outworker is a person who agrees to work for a particular enterprise
or to supply a certain quantity of goods or services to a particular enterprise,
by prior arrangement or contract with that enterprise, but whose place of
work is not within any of the establishments that make up that enterprise.
The enterprise does not control the time spent at work by an outworker and
does not assume responsibility for the conditions in which that work is
carried out, although it may carry out checks on the quality of work. Most
outworkers work at home but may use other premises of their own choice.
Some outworkers are provided with the equipment or materials, or both, on
which they work, by an enterprise but other outworkers may purchase their
own equipment or materials, or both. In any case, outworkers have to meet

some production costs themselves: for example, the actual or imputed rentals
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on the buildings in which they work; heating, lighting and power; storage or

transportation; etc.

7.35 Outworkers have some of the characteristics of employees and some of
the characteristics of self-employed workers. The way in which they are to be
classified is determined primarily by the basis on which they are
remunerated. A distinction can be drawn between two cases that, in

principle, are quite different from one another:

a. The person is remunerated directly, or indirectly, on the basis of the
amount of work done, that is, by the amount of labour that is contributed as
an input into some process of production, irrespective of the value of the
output produced or the profitability of the production process. This kind of
remuneration implies that the worker is an employee.

b. The income received by the person is a function of the value of the outputs
from some process of production for which that person is responsible,
however much or little work was put in. This kind of remuneration implies

that the worker is self-employed.

7.36 In practice it may not always be easy to distinguish between employees
and self-employed on the basis of these criteria. Outworkers who employ and
pay others to work for them must be treated as the self-employed owners of
unincorporated enterprises, that is as employers. The issue, therefore, is to

distinguish own-account workers from employees.

7.37 An outworker is considered an employee when an employment

relationship exists between the enterprise and the outworker. This implies
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the existence of an implicit or explicit employment contract or agreement
whereby it is agreed that the outworker is remunerated on the basis of the
work done. Conversely, an outworker is considered to be an own-account
worker when there is no such implicit or explicit employment contract or
agreement and the income earned by the outworker depends on the value of
the goods or services supplied to the enterprise. This suggests that decisions
on markets, scale of operations and finance are likely to be in the hands of

self-employed outworkers who are also likely to own, or rent, the machinery
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or equipment on which they work.

Table 7.4:The generation of income account - compensation of employees -

uses
Uses
g
— % Z
S u w o g D
TN § % . £ 2 .
Transactions and S & 88 8¢ < 3 o ©
L S8 £33 85 @ ® —~ S 2 —
balancing items £g Ea g 3 = S 2% g 8
Z8ES8ESE H Z e m: 8 &
Compensation of employees 986 44 98 11 11 1150 1150
Wages and salaries 841 29 63 11 6 950 950
Employers’ social contributions 145 15 35 0 5 200 200
Employers’ actual social contributions 132 14 31 0 4 181 181
Employers' actual pension contributions 122 14 28 0 4 168 168
Employers' actual non-pension contributions 10 0 3 0o 0 13 13
Employers’ imputed social contributions 13 1 4 0 1 19 19
Employers' imputed pension contributions 12 1 4 0 1 18 18
Employers' imputed non-pension contributions 1 0 0 0 0 1 1
Taxes on production and imports 235 235
Subsidies -44 -44
Operating surplus, gross 292 46 27 84 3 452 452
Mixed income, gross 61 61 61
Consumption of fixed capital on gross operating surplus 157 12 27 15 3 214
Consumption of fixed capital on gross mixed income 8 8
Operating surplus, net 135 34 0 69 0 238 238
Mixed income, net 53 53 53
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JELEOREFESAaR 12 1 4 0 1 18 18
JE LD BIEFaAHE 1 0 0 0 0 1 1
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7.38 The status of an outworker has important implications for the accounts.
When the outworker is an own-account worker, the payment from the
enterprise to the outworker constitutes a purchase of intermediate goods or
services. For the outworker, the payment from the enterprise represents the
value of output and the excess over direct costs to the outworker (treated as
intermediate consumption) is gross mixed income. When the outworker is an
employee, the payment constitutes compensation of employees and so is paid
out of the value added of the enterprise. Thus, the outworker’s status affects
the distribution of value added between enterprises as well as the
distribution of incomes between compensation of employees of the employing

enterprise and net mixed income of the household of the outworker.

2. The components of compensation of employees

7.39 Compensation of employees is recorded under uses in the generation of
income account and under resources in the allocation of primary income
account. The uses side of the generation of income account showing the
detailed entries for compensation of employees is given in table 7.4 and the
corresponding resources part of the allocation of primary income account in
table 7.5. The only item, apart from the balancing items, relevant to these
accounts that is not shown is the entry for compensation of employees
payable by the rest of the world, which appears in the uses part of the

allocation of primary income account.

7.40 As noted above, compensation of employees is defined as the total
remuneration, in cash or in kind, payable by an enterprise to an employee in

return for work done by the latter during the accounting period.
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7.41 Compensation of employees is recorded on an accrual basis; that is, it is
measured by the value of the remuneration in cash or in kind that an
employee becomes entitled to receive from an employer in respect of work
done during the relevant period, whether paid in advance, simultaneously or
in arrears of the work itself. No compensation of employees is payable in
respect of unpaid work undertaken voluntarily, including the work done by
members of a household within an unincorporated enterprise owned by the
same household. Compensation of employees does not include any taxes
payable by the employer on the wage and salary bill, for example, a payroll
tax; such taxes are treated as taxes on production in the same way as taxes

on buildings, land or other assets used in production.

7.42 Compensation of employees has two main components:

a. Wages and salaries payable in cash or in kind;

b. Social insurance contributions payable by employers, which include
contributions to social security schemes; actual social contributions to other
insurance schemes and imputed social

employment-related social

contributions to other employment-related social insurance schemes.

Social insurance schemes and the nature of benefits they provide are

discussed in section D of chapter 8.

Table 7.5:The allocation of primary income account - compensation of

employees - resources
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Resources b R
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Operating surplus, gross 292 46 27 84 3 452 452 SN 61 61 61
Mixed income, gross 61 61 61 HAERTE, A 135 34 0 69 0 238 238
Operating surplus, net 135 34 0 69 0 238 238 JEE TR, 53 53 53
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ompensation of employees SV U TIN
Wages and salaries 954 954 2 S 954 954 2 956
Employers’ social contributions 200 200 0 200 JEEOAfE 200 200 0 200
Employers’ actual social contributions 181 181 0 181 JE EOHRFELSAHE 181 181 0 181
Employers' actual pension contributions 168 168 0 168 FEEDOBFEELSAM 168 168 0 168
Employers' actual non-pension contributions 13 13 0 13 &R ORI e 13 13 0 13
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7.43 Wages and salaries include the values of any social contributions, | 7.43 E4&¥ X OMEGIL. EHBE NI Y HESAM, FiEhl. S x 0488 E 5,

income taxes, etc., payable by the employee even if they are actually
withheld by the employer for administrative convenience or other reasons
and paid directly to social insurance schemes, tax authorities, etc., on behalf
of the employee. Wages and salaries may be paid in various ways, including
goods or services provided to employees as remuneration in kind instead of,

or in addition to, remuneration in cash.
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Wages and salaries in cash

7.44 Wages and salaries in cash include the following kinds of remuneration:

a. Wages or salaries payable at regular weekly, monthly or other intervals,
including payments by results and piecework payments; enhanced payments
or special allowances for working overtime, at nights, at weekends or other
unsocial hours; allowances for working away from home or in disagreeable or

hazardous circumstances; expatriation allowances for working abroad; etc.;

b. Supplementary allowances payable regularly, such as housing allowances
or allowances to cover the costs of travel to and from work, but excluding

social benefits (see below);

c. Wages or salaries payable to employees away from work for short periods,
for example, on holiday or as a result of a temporary halt to production,

except during absences due to sickness, injury, etc. (see below);

d. Ad hoc bonuses or other exceptional payments linked to the overall

performance of the enterprise made unders;

e. Commissions, gratuities and tips received by employees: these should be
treated as payments for services rendered by the enterprise employing the
worker, and so should also be included in the output and gross value added of
the employing enterprise when they are paid directly to the employee by a
third party.
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7.45 Wages and salaries in cash do not include the reimbursement by
employers of expenditures made by employees in order to enable them to

take up their jobs or to carry out their work. For example:

a. The reimbursement of travel, removal or related expenses made by
employees when they take up new jobs or are required by their employers to

move their homes to different parts of the country or to another country;

b. The reimbursement of expenditures by employees on tools, equipment,
special clothing or other items that are needed exclusively, or primarily, to

enable them to carry out their work.

The amounts reimbursed are treated as intermediate consumption by
employers. To the extent that employees who are required by their contract
of employment to purchase tools, equipment, special clothing, etc., are not
fully reimbursed, the remaining expenses they incur should be deducted
from the amounts they receive in wages and salaries and the employers’
intermediate consumption increased accordingly. Expenditures on items
needed exclusively, or primarily, for work do not form part of household final

consumption expenditures, whether reimbursed or not.

7.46 Wages and salaries in cash also do not include social insurance benefits

paid by employers in the form of:

a. Children’s, spouse’s, family, education or other allowances in respect of

dependants;
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b. Payments made at full, or reduced, wage or salary rates to workers absent

from work because of illness, accidental injury, maternity leave, etc.;

c. Severance payments to workers or their survivors who lose their jobs

because of redundancy, incapacity, accidental death, etc.

In practice, it may be difficult to separate payments of wages or salaries
during short periods of absence due to sickness, accidents, etc., from other
payments of wages and salaries, in which case they have to be grouped with

the latter.

7.47 In some instances a benefit such as a car or extra pension contributions
may not be provided free but be “purchased” from the employer by foregoing
some salary. The attraction of such schemes lies in the tax advantages of
doing so. A car bought by the employer and sold to the employee may be
taxed at a lower rate than a car purchased by an individual; pension
contributions may be taxed differently from other income if deducted at
source. In these cases, the full salary should be recorded as payable in cash
with the cost to the employee shown as consumption expenditure or pension

contribution etc. as appropriate.

Wages and salaries in kind

7.48 Employers may remunerate their employees in kind for various reasons.

For example:

a. There may be tax advantages for the employer, the employee, or both by
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avoiding payments in cash;

b. The employer may wish to dispose of outputs that are periodically in

excess supply.

7.49 Income in kind may bring less satisfaction than income in cash because
employees are not free to choose how to spend it. Some of the goods or
services provided to employees may be of a type or quality that the employee
would not normally buy. Nevertheless, they must be valued consistently with
other goods and services. When the goods or services have been purchased by
the employer, they should be valued at purchasers’ prices. When produced by
the employer, they should be valued at producers’ prices. When provided free,
the value of the wages and salaries in kind is given by the full value of the
goods and services in question. When provided at reduced prices, the value of
the wages and salaries in kind is given by the difference between the full

value of the goods and services and the amount paid by the employees.

7.50 Goods or services that employers are obliged to provide to their
employees in order for them to be able to carry out their work are treated as
intermediate consumption by the employer: for example, special protective
clothing. A list of such items is given in paragraph 6.222. Remuneration in
kind, on the other hand, consists of goods and services that are not necessary
for work and can be used by employees in their own time, and at their own
discretion, for the satisfaction of their own needs or wants or those of other

members of their households.

7.51 5Almost any kind of consumption good or service may be provided as
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remuneration in kind. The following includes some of the most common types
of goods and services provided without charge, or at reduced prices, by

employers to their employees:

a. meals and drinks provided on a regular basis including any subsidy
element of an office canteen (for practical reasons, it is unnecessary to make
estimates for meals and drinks consumed as part of official entertainment or

during business travel);

b. housing services or accommodation of a type that can be used by all

members of the household to which the employee belongs;

c. the services of vehicles or other durables provided for the personal use of

employees;

d. goods and services produced as outputs from the employer’s own processes
of production, such as free travel for the employees of railways or airlines, or
free coal for miners;

e. sports, recreation or holiday facilities for employees and their families;

f. transportation to and from work, free or subsidized car parking, when it

would otherwise have to be paid for;

g. childcare for the children of employees.

7.52 Some of the services provided by employers, such as transportation to
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and from work, car parking and childcare have some of the characteristics of
intermediate consumption. However, employers are obliged to provide these
facilities to attract and retain labour, and not because of the nature of the
production process or the physical conditions under which employees have to
work. On balance, they are more like other forms of compensation of
employees than intermediate consumption. Many workers have to pay for
transportation to and from work, car parking and childcare out of their own
incomes, the relevant expenditures being recorded as final consumption

expenditures.

7.53 A frequent item provided as income in kind is a car. The car may be
provided free to the employee but for tax purposes an imputed cash amount
is attached to the benefit. In a country where many cars are provided as a
fringe benefit to employees, the purchasing power of the employer may be
such as to obtain a significant discount on the purchase price of the car. Thus
the employee receives a higher quality car than the cash equivalent would
buy for an individual. The value of the car to the employee should be

estimated at the actual cost to the employer.

7.54 Remuneration in kind may also include the value of the interest
foregone by employers when they provide loans to employees at reduced, or
even zero rates of interest for purposes of buying houses, furniture or other
goods or services. Its value may be estimated as the amount the employee
would have to pay if average mortgage, or consumer loan, interest rates were
charged less the amount of interest actually paid. The sums involved could
be large when nominal interest rates are very high because of inflation but

otherwise they may be too small and too uncertain to be worth estimating.
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Stock options

7.55 Another form of income in kind results from the practice of an employer
giving an employee the option to buy stocks (shares) at some future date. The
details of valuing and recording of stock options are described in part 6 of

chapter 17.

Employers’ social contributions

7.56 Employers’ social contributions are social contributions payable by
employers to social security funds or other employment-related social
insurance schemes to secure social benefits for their employees. Social
security schemes are operated by general government; other
employer-related social insurance schemes may be operated by the
employers themselves, by an insurance corporation or may be an

autonomous pension scheme.

7.57 As employers’ social contributions are made for the benefit of their
employees, their value is recorded as one of the components of compensation
of employees together with wages and salaries in cash and in kind. The social
contributions are then recorded as being paid by the employees as current
transfers to the social security schemes or other employment-related social
insurance schemes. Although it is administratively more efficient for
employers to pay the contributions on behalf of their employees, this must
not be allowed to obscure the underlying economic reality. The payment
made by the social

employer to the security scheme or other
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employment-related social insurance schemes is not, in fact, a current
transfer to the fund on the part of the employer. The transfer takes place
between the employee and the social security scheme or other
employment-related social insurance schemes out of remuneration provided
by the employer. The situation is parallel to one in which income taxes
payable by employees are deducted by employers from the wages or salaries
and paid directly to the tax authorities. In this case, it is evident that the
taxes are not current transfers payable by the employers. It is customary to
describe the employers’ social contributions as being re-routed in the
accounts via the employees’ primary and secondary distribution of income
accounts. However, the accounts depict the various payables and receivables
correctly. The direct payment of social contributions, or income taxes, by
employers to social security schemes, other employment-related social
insurance schemes or tax authorities is merely a short cut taken on grounds

of administrative convenience and efficiency.

7.58 An amount equal in value to employers’ social contributions is first
recorded in the generation of income account as one of the components of
compensation of employees and then recorded either in the secondary
distribution of income account as being transferred by households to social
security funds or other employment-related social insurance schemes as the
case may be, or is recorded in the use of income account as the payment by
households for the financial services associated with running the schemes.
The transactions are recorded simultaneously in all three accounts at the
times when the work that gives rise to the requirement to pay the
contributions is carried out. The contributions paid to social security schemes

may be fixed amounts per employee or may vary with the levels of wages or
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salaries paid. The amounts paid under other employment-related social
insurance schemes depend on the arrangements agreed between employers

and employees.

7.59 Social insurance schemes in respect of pensions are of two types,
described as defined contribution schemes or defined benefit schemes. A
defined contribution scheme is one where the benefits are determined by the
contributions actually made to the scheme. Under a defined benefit scheme,
the ultimate benefit is calculated by means of a formula embodied in the
terms of the social insurance scheme. Similarly, the increase in the
employee’s entitlement due to the period of employment in the current

accounting period can also be determined by the formula.

7.60 The contributions made by employers to social insurance schemes are

divided into actual and imputed contributions.

7.61 For both actual and imputed contributions, the components relating to

pensions and other benefits are shown separately.

Employers’ actual contributions to social insurance schemes

7.62 The actual contributions by employers to social insurance schemes
consist of actual contributions made to both social security and other
employment-related schemes. The contributions relating to pensions and

other benefits are shown separately.

Employers’ imputed contribution to social insurance schemes
V!
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Employers’ imputed pension contributions

7.63 There are no imputed contributions to social security schemes.

7.64 For a defined contribution pension scheme, there are no imputed
contributions unless the employer operates the scheme himself. In that case,
the value of the costs of operating the scheme is treated as an imputed
contribution payable to the employee as part of compensation of employees.
This amount is also recorded as final consumption expenditure by

households on financial services.

7.65 For a defined benefit pension scheme, there is an imputed contribution
by the employer calculated as a residual. It must be such that the sum of the
employer’s actual contribution plus the sum of any contribution by the
employee plus the imputed contribution by the employer is equal to the
increase in benefit due to current period employment plus the costs of

operating the scheme.

7.66 Some defined benefit pension schemes may be so well run that the funds
available to the scheme exceed the liabilities of the scheme to present and
past employees. It is possible that in this case the employer may take a
“contribution holiday” and not make actual contributions for one or more
periods. Nonetheless, an imputed contribution by the employer should be

calculated and recorded as described here.

7.67 Some schemes may be expressed as non-contributory because no actual
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contributions are ever made by the employee. Nevertheless, an imputed

contribution by the employer is calculated and imputed as just described.

Employers’ imputed non-pension contributions.

7.68 Some employers provide non-pension benefits themselves directly to
their employees, former employees or dependants without involving an
insurance enterprise or autonomous pension fund, and without creating a
special fund or segregated reserve for the purpose. In this situation, existing
employees may be considered as being protected against various specified
needs or circumstances, even though no reserves are built up to provide
future entitlement. Remuneration should therefore be imputed for such
employees equal in value to the amount of social contributions that would be
needed to secure the de facto entitlements to the social benefits they
accumulate. These amounts take into account any actual contributions made
by the employer or employee and depend not only on the levels of the benefits
currently payable but also on the ways in which employers’ liabilities under
such schemes are likely to evolve in the future as a result of factors such as
expected changes in the numbers, age distribution and life expectancies of
their present and previous employees. Thus, the values that should be
imputed for the contributions ought, in principle, to be based on the same
kind of actuarial considerations that determine the levels of premiums

charged by insurance enterprises.

7.69 In practice, however, it may be difficult to decide how large such
imputed contributions should be. The enterprise may make estimates itself,

perhaps on the basis of the contributions paid into similar funded schemes,
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in order to calculate its likely liabilities in the future, and such estimates
may be used when available. Otherwise, the only practical alternative may
be to use the unfunded non-pension benefits payable by the enterprise
during the same accounting period as an estimate of the imputed
remuneration that would be needed to cover the imputed contributions.
While there are obviously many reasons why the value of the imputed
contributions that would be needed may diverge from the unfunded
non-pension benefits actually paid in the same period, such as the changing
composition and age structure of the enterprise’s labour force, the benefits
actually paid in the current period may nevertheless provide the best
available estimates of the contributions

and associated imputed

remuneration.

7.70 The fact that, failing other information, the value of contributions for a
non-contributory scheme may be set equal to the value of benefits does not
mean that the benefits themselves are treated as part of compensation of

employees.
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C. Taxes on production and on imports

1. Recording of taxes on production and on imports

7.71 Taxes are compulsory, unrequited payments, in cash or in kind, made by
institutional units to government units. They are described as unrequited
because the government provides nothing in return to the individual unit

making the payment, although governments may use the funds raised in
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taxes to provide goods or services to other units, either individually or

collectively, or to the community as a whole.

7.72 The full classification of taxes on production and on imports consists of:

Taxes on products,
Value added type taxes (VAT),
Taxes and duties on imports excluding VAT,
Import duties,
Taxes on imports excluding VAT and duties,
Export taxes,
Taxes on products, excluding VAT, import and export taxes,

Other taxes on production.

7.73 At the highest level of the classification, taxes on production and on
imports consist of taxes on products and other taxes on production. Taxes on
products consist of taxes on goods and services that become payable as a
result of the production, sale, transfer, leasing or delivery of those goods or
services, or as a result of their use for own consumption or own capital
formation. The way in which taxes on products are recorded in the SNA
depends on the valuation used for the recording of output as described below.
Other taxes on production consist mainly of taxes on the ownership or use of
land, buildings or other assets used in production or on the labour employed,
or compensation of employees paid. Whatever the valuation of output used,
other taxes on production are always recorded as a charge on value added in

the generation of income account.
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7.74 A full explanation of the content of each of the categories of taxes on
production and on imports is given below after a discussion of the rules of
recording taxes. This explanation provides links to the main publications of
data on tax yields, the GFSM2001 and Revenue Statistics (Organisation for

Economic Co-operation and Development (OECD), annual publication).

7.75 In business accounting, taxes on production, except invoiced VAT, are
usually regarded as costs of production that may be charged against sales or
other receipts when calculating profits for tax or other purposes. They
correspond to “indirect taxes” as traditionally understood, indirect taxes
being taxes that supposedly can be passed on, in whole or in part, to other
institutional units by increasing the prices of the goods or services sold.
However, it is extremely difficult, if not impossible, to determine the real
incidence of different kinds of taxes, and the use of the terms “direct” and

“Indirect” taxes has fallen out of favour in economics and is not used in the
SNA.

The recording of taxes on production and on imports in the accounts

7.76 Taxes on production and imports are recorded under uses in the
generation of income account and under resources in the allocation of

primary income account.

7.77 In the generation of income account, taxes on imports are recorded only
at the level of the total economy as they are not payable out of the value
added of domestic producers. Moreover, at the level of an individual

institutional unit or sector, only those taxes on products that have not been
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deducted from the value of the output of that unit or sector need to be
recorded under uses in its generation of income account. These vary
depending upon the way in which output is valued. When output is valued at
basic prices, all taxes (subsidies) on products payable (receivable) on the
goods or services produced as outputs are deducted from (added to) the value
of that output at producers’ prices. Therefore they do not have to be recorded
under uses in the generation of income account of the units or sectors
concerned, being recorded only at the level of the total economy, in the same
way as taxes on imports. When output is valued at producers’ prices, all
taxes or subsidies on products payable or receivable on outputs have to be
recorded under uses in the generation of income accounts of the units or
sectors concerned, except invoiced VAT or similar deductible taxes as
invoiced VAT is never included in the value of output. Non-deductible VAT
and similar taxes are recorded under uses only at the level of the total

economy, like taxes on imports.

7.78 Other taxes or subsidies on production, that is, taxes payable on the
land, assets, labour, etc., employed in production are not taxes payable per
unit of output and cannot be deducted from the producer’s price. They are
recorded as being payable out of the value added of the individual producers

or sectors concerned.

7.79 In the allocation of primary income account, taxes on production and
imports appear under resources only for the general government sector and
the total economy, apart from any such taxes payable to foreign

governments.

EEN S E12Z LB T2V G720 TH D, £ D%, EHNFHME S
D HIEAF U TET D, PEHDS AN TR S TV D56, BEHE LT
EFESIIZY - =B RCKT DT _RCOIABL GZEMBhE) 1%, EREH M
KAROEOEHOMEED HEERR (ITNE) SN Tnd, LieR->T, EibIixHE
WG 2 BN E 71T O PrfS O F A R E ORI T RN T, MAMICREINLD
Bl & [FERIC — ERRFE OKEICB W TORFLER I D, FEH DN EEF R CRME S
NTWBIEGE, FEHRICET 2EEMITRINDP (W) 0T XToIHh (%
IO (X, BIES 2 BAL F 72 1358 O TS 0 58 A B E O &M Fidk S v s it
B, T2 L, A VARA AZ T VAT 13, L CEHOMMREICE END 2
EMIRNDT, A RA A S T VAT F 721X RO EERATRE /2 BLIXBISN Cdh 5.
PEBRASFIREZR VAT & RIFEOFLIL, EAMIZIR SN DB &[RRI, —ERHE DK
2B W TORERANC TSR S LD,

7.78 EPEICRESND T OMOBLE - IXEEICET D iBhE. Thb b, A
SN D T, BRE, ), FxlCB LTS o Bllx, EEHO 1 A7) T
XA D KD BT AR, Faiud, BEET D ME 2 DAFER F I IXE M AN
26 b s b D & L Tildk S b,

7.79 1 RFATEOE S EIEICB WL, EEB XA MICEE ISR, FE
JEEFICZIL D b OhE LT, —REUFEFT R L O [ERRHE O A OJF RN TR
DD,

- 472 -




Taxes versus fees

7.80 One of the regulatory functions of governments is to forbid the
ownership or use of certain goods or the pursuit of certain activities, unless
specific permission is granted by issuing a licence or other certificate for
which a fee is demanded. If the issue of such licences involves little or no
work on the part of government, the licences being granted automatically on
payment of the amounts due, it is likely that they are simply a device to raise
revenue, even though the government may provide some kind of certificate,
or authorization, in return. However, if the government uses the issue of
licences to exercise some proper regulatory function, for example, checking
the competence, or qualifications, of the person concerned, checking the
efficient and safe functioning of the equipment in question, or carrying out
some other form of control that it would otherwise not be obliged to do, the
payments made should be treated as purchases of services from government
rather than payments of taxes, unless the payments are clearly out of all
proportion to the costs of providing the services. The borderline between
taxes and payments of fees for services rendered is not always clear-cut in
practice (see paragraph 8.64(c) below for a further explanation of this matter
in the case of households). The general case of government issued permits is

discussed in part 5 of chapter 17.

Links with the IMF and OECD tax classifications

7.81 The coverage of taxes in the SNA coincides with that of “tax revenue” as
defined in the GFSM2001 except for implicit taxes resulting from the central

bank imposing a higher rate of interest than the market rate. In contrast to
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“taxes” as defined in Revenue Statistics, the SNA includes imputed taxes or
subsidies resulting from the operation of official multiple exchange rates,
imputed taxes and subsidies resulting from a central bank imposing interest
rates above or below the market rate but does not classify social security
contributions under the heading of taxes. Chapter 5 of the GFSM2001
contains a detailed listing and classification of taxes according to the nature
of the tax. Annex A of Revenue Statistics contains a closely related

classification.

7.82 The categories of taxes distinguished in the SNA depend on the
interaction of the following three factors, of which the nature of tax is only
one:

a. The nature of the tax, as specified in the GFSM2001/ OECD classification;

b. The type of institutional unit paying the tax;

c. The circumstances in which the tax is payable.

Table 7.6:The generation of income account - taxes and subsidies on

production - uses
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Uses
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CI R T :
25 8 § = g oz
i £ % X% = E S o g = =
Transactions and S5 89E g4 S o 8 = s
A 5o S50 g H % wn —~ et 9 ~
balancing items ge o gpf 2 5 T %= o g
°c35 A3 25 o M o o © <] °
ZoS EHS U T Z = & B ) =
Compensation of employees 986 44 98 11 11 1150 1150
Taxes on production and imports 235 235
Taxes on products 141 141
Value added type taxes (VAT) 121 121
Taxes and duties on imports excluding VAT 17 17
Import duties 17 17
Taxes on imports excluding VAT and duties 0 0
Export taxes 1 1
Taxes on products except
VAT, import and export taxes 2 2
Other taxes on production 88 4 1 0 1 94 94
Subsidies -44 -44
Subsidies on products -8 -8
Import subsidies 0 0
Export subsidies 0 0
Other subsidies on products -8 -8
Other subsidies on production -35 0 0 ;10 -36 -36
Operating surplus, gross 292 46 27 84 3 452 452
Mixed income, gross 61 61 61
Consumption of fixed capital on gross operating surplus 157 12 27 15 3 214
Consumption of fixed capital on gross mixed income 8 8
Operating surplus, net 135 34 0 69 0 238 238
Mixed income, net 53 53 53

Fom SR A . MR g ME
BB LOART  AEH N % Wi Fit FEA ik W - A
(8 il ez
&M% B 98 44 98 11 11 1150 1150
ERE - BARICREN DB 235 235
AFEMICRIN AR 141 141
MR A 121 121
VATZ BR < BAMICER SN2 Bk L OB 17 17
yNE 17 17
VAT BRI R IR A RIZR SN A B 0 0
baliib 1 1
VAT, g ABiB LORIIEIZ RS, AEMICRSNDH 2 2
AFEICHR S B EDMOB 88 4 1 0 1 % 94
fiBh & -44 -44
EEMICRT 5 R84 -8 -8
BAHDE 0 0
w4 0 0
EEMITHT 22004 -8 -8
R T 52 0Mo# 4 3% 0 0 1 0 -36 -36
BERE, # 292 46 21 84 3 452 452
REFE, # 61 61 61
WEHEREOEE B AR 157 12 21 15 3 214
BRAFBOETEAHE 8 8
HERR, A 135 3% 0 69 0 238 238
R 53 53 53

7.83 Thus, payments of exactly the same tax may be recorded under two
different headings in the SNA. For example, payment of an excise duty may
appear under “taxes on imports, except value added taxes (VAT) and duties”
or under “taxes on products, except VAT, import and export taxes” depending
upon whether the excise duty is paid on an imported or domestically

produced good. Similarly, payments of an annual tax on automobiles may be
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recorded under “other taxes on production” or under “current taxes on
income, wealth, etc.” depending upon whether the tax is paid by an
enterprise or by a household. For this reason, it is not possible to arrive at
the GFSM2001/0ECD

classifications. However, in order to take advantage of the existence of these

SNA categories simply by regrouping the

detailed classifications, each category of tax listed below contains a
cross-reference to the corresponding GFSM2001 and OECD classifications. It
should be noted, though, that the SNA categories are included within the
GFSM2001 and OECD categories but may not be identical with them.

The accrual basis of recording

7.84 All taxes should be recorded on an accrual basis in the SNA, that is,
when the activities, transactions or other events occur that create the
liabilities to pay taxes. However, some economic activities, transactions or
events, which under tax legislation ought to impose on the units concerned
the obligation to pay taxes, permanently escape the attention of the tax
authorities. It would be unrealistic to assume that such activities,
transactions or events give rise to financial assets or liabilities in the form of
payables and receivables. For this reason the amounts of taxes to be recorded
in the SNA are determined by the amounts due for payment only when
evidenced by tax assessments, declarations or other instruments, such as
sales invoices or customs declarations, that create liabilities in the form of
clear obligations to pay on the part of taxpayers. (In determining the amount
of tax accruing, care must be taken not to include tax unlikely ever to be
collected.) Nevertheless, in accordance with the accrual principle, the times

at which the taxes should be recorded are the times at which the tax
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liabilities arise. For example, a tax on the sale, transfer or use of output
should be recorded when that sale, transfer or use took place, which is not
necessarily the same time as when the tax authorities were notified, when a
tax demand was issued, when the tax was due to be paid or when the
payment was actually made. Some flexibility is permitted, however, as

regards the time of recording of income taxes deducted at source.

7.85 In some countries, and for some taxes, the amounts of taxes eventually
paid may diverge substantially and systematically from the amounts due to
be paid to the extent that not all of the latter can be effectively construed as
constituting financial liabilities as these are understood within the SNA. In
such cases, it may be preferable for analytic and policy purposes to ignore
unpaid tax liabilities and confine the measurement of taxes within the SNA
to those actually paid. Nevertheless, the taxes actually paid should still be
recorded on an accrual basis at the times at which the events took place that

gave rise to the liabilities.

Interest, fines or other penalties

7.86 In principle, interest charged on overdue taxes or fines, or penalties
imposed for the attempted evasion of taxes, should be recorded separately
and not as taxes. However, it may not be possible to separate payments of
interest, fines or other penalties from the taxes to which they relate, so that

in practice they are usually grouped with taxes.
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Table 7.7:The allocation of primary income

production - resources

account - taxes and subsidies on

#£ 1.7 % 1 RO EIE — AT 58 & M8 — TR
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= N g
T g " Z HRM o g TR g e
sf £ 3 g S . o WEIBLCAT Y REE AL T T T
g = g = B BUT i
. 2% 2% 25 £ 2 $E By wx OB EI EA
Transactions and & 5 2 E g g 2 % L By =238 —_
balancing items 55 E & % 2 2 = 2 8% § ® g ———
235 E£8 &8 =z Z e =28 &3 = HERE, # 292 46 27 84 3 452 452
Operating surplus, gross 292 46 27 84 3 452 452 RAFF, 61 61 61
Mixed income, gross 61 61 61 HERT, 13 3 0 69 0 238 238
Operating surplus, net 135 34 0 69 0 238 238 TBETIE, 53 53 53
Mixed inca{ne, net 53 53 53 TE Fl % SR 1154 1154 92 1156
Compensation of ?mployges 1154 1154 2 1156 AETE AR I N AR 235 235 235
Taxes on production and imports 235 235 235 W S H BB 141 141 141
Taxes on products 141 141 141 B 191 191 191

Value added type taxes (VAT) 121 121 121 it s [P,

Taxes and duties on imports excluding VAT 17 17 17 VAT? B < %]\D” CRR SN DB L URIBL 17 17 17
Import duties 17 17 17 ABIBL ) 17 7 17
Taxes on imports excluding VAT and duties 0 0 0 VAT & BB & bR < A IR S B B 0 0 0

Export taxes 1 1 1 i B 1 1 1

Taxes on products except VAT, #ABR L OB 2 BR< . EEDICRS DB 2 2 2

VAT, import and export taxes 2 2 2 EREICRINDFOMOB 94 94 94

Other taxes on production 94 94 94 B4 44 44 44
Subsidi -44 -44 -44 - .

1 osIcies : : : ETEMIHT 5 M4 -8 -8 -8

Subsidies on products 8 8 8 i

Import subsidies 0 0 0 @7\1@15}] e 0 0 0

Export subsidies 0 0 0 i A 0 0 0

Other subsidies on products -8 -8 -8 EEMITHT D X OMOHY) & -8 -8 -8

Other subsidies on production -36 -36 -36 EFEICRH B 2 OO HiBh 4 -36 -36 -36
Property income 96 149 22 123 7 397 38 435 i PE T 1 96 149 22 123 7 397 38 435

Taxes and subsidies within the primary distribution of income accounts

7.87 Table 7.6 shows the details of taxes and subsidies as uses in the
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generation of income account; table 7.7 shows them as resources in the
allocation of primary income account. Because of the way that taxes on
products and subsidies on products are recorded in the SNA, no details of

payables by sector appear in table 7.6, only the totals. This is consistent with
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the presentation in table 6.1. Taxes and subsidies on products payable by the
rest of the world appear in the resources part of the allocation of primary

income account, not shown here.

2. Taxes on products

7.88 A tax on a product is a tax that is payable per unit of some good or
service. The tax may be a specific amount of money per unit of quantity of a
good or service (the quantity units being measured either in terms of discrete
units or continuous physical variables such as volume, weight, strength,
distance, time, etc.), or it may be calculated ad valorem as a specified
percentage of the price per unit or value of the goods or services transacted. A
tax on a product usually becomes payable when it is produced, sold or
imported, but it may also become payable in other circumstances, such as
when a good is exported, leased, transferred, delivered, or used for own
consumption or own capital formation. An enterprise may or may not itemize
the amount of a tax on a product separately on the invoice or bill that it

charges its customers.

Value added type taxes

7.89 A value added type tax (VAT) is a tax on goods or services collected in
stages by enterprises but that is ultimately charged in full to the final
purchasers. Such taxes have already been described in paragraphs 6.55 to
6.62. They are described as a “deductible” tax because producers are not
usually required to pay to the government the full amount of the tax they

invoice to their customers, being permitted to deduct the amount of tax they
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have been invoiced on their own purchases of goods or services intended for
intermediate consumption or fixed capital formation. VAT is usually
calculated on the price of the good or service including any other tax on the
product. VAT is also payable on imports of goods or services in addition to
any import duties or other taxes on the imports (GFSM2001 11411; OECD,
5111).

Taxes and duties on imports, excluding VAT

7.90 Taxes and duties on imports consist of taxes on goods and services that
become payable at the moment when those goods cross the national or
customs frontiers of the economic territory or when those services are

delivered by non-resident producers to resident institutional units.

7.91 Imported goods on which all the required taxes on imports have been
paid when they enter the economic territory may subsequently become
subject to a further tax, or taxes, as they circulate within the economy. For
example, excise duties or sales taxes may become due on goods as they pass
through the chain of wholesale or retail distribution, such taxes being levied
on all goods at the same point, whether those goods have been produced by
resident enterprises or imported. Taxes payable subsequently on goods that
have been already imported are not recorded as taxes on imports but as taxes

on products, excluding VAT, import and export taxes.

7.92 Exceptionally, some taxes and duties may be payable on goods that
physically enter the country but where there is no change of ownership so

they are not treated as imports. Nevertheless, any such taxes and duties are
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still included in the heading of taxes and duties on imports.

Import duties

7.93 Import duties consist of customs duties, or other import charges, that
are payable on goods of a particular type when they enter the economic
territory. The duties are specified under customs tariff schedules. They may
be intended as a means of raising revenue or discouraging imports in order to

protect resident goods producers (GFSM2001, 1151; OECD, 5123).

Taxes on imports, excluding VAT and duties

7.94 Taxes on imports, excluding VAT and duties consist of all taxes (except
VAT and import duties) as defined in the GFSM/OECD classifications that
become payable when goods enter the economic territory or services are

delivered by non-residents to residents. They include the following:

a. General sales taxes: these consist of general sales taxes (excluding VAT)
that are payable on imports of goods and services when the goods enter the
economic territory or the services are delivered to residents (GFSM2001,
11412; OECD, 5110-5113);

b. Excise duties: excise duties are taxes levied on specific kinds of goods,
typically alcoholic beverages, tobacco and fuels; they may be payable in
addition to import duties when the goods enter the economic territory
(GFSM2001, 1142; OECD, 5121);
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c. Taxes on specific services: these may be payable when non-resident
enterprises provide services to resident units within the economic territory
(GFSM2001, 1156; OECD, 5126);

d. Profits of import monopolies: these consist of the profits transferred to
governments of import marketing boards, or other public enterprises
exercising a monopoly over the imports of some good or service. The
justification for treating these profits as implicit taxes on products is the
same as that shown in paragraph 7.96 (e) for fiscal monopolies (GFSM2001,
1153; OECD, 5127);

e. Taxes resulting from multiple exchange rates: these consist of implicit
taxes resulting from the operation of multiple exchange rates by the central
bank or other official agency (GFSM2001, 1154).

Export taxes

7.95 Export taxes consist of taxes on goods or services that become payable
by government when the goods leave the economic territory or when the

services are delivered to non-residents. They include the following:

a. Export duties: general or specific taxes or duties on exports (GFSM2001,
1152; OECD, 5124);

b. Profits of export monopolies: these consist of the profits transferred to
governments of export marketing boards, or other public enterprises

exercising a monopoly over the exports of some good or service. The

c. BBV —ERAICHRENDFL : ZOBUT., FEEEECEI YEREEROEEE
HALIZ— R 2R LGB EE N ET S (GFSM2001, 1156; OECD,
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justification for treating these profits as implicit taxes on products is the
same as that shown in paragraph 7.96 (e) for fiscal monopolies (GFSM2001,
1153; OECD, 5124);

c. Taxes resulting from multiple exchange rates: these consist of implicit
taxes on exports resulting from the operation of an official system of multiple
exchange rates. (GFSM2001, 1154).

Taxes on products, excluding VAT, import and export taxes

7.96 Taxes on products, excluding VAT, import and export taxes, consist of
taxes on goods and services that become payable as a result of the
production, sale, transfer, leasing or delivery of those goods or services, or as
a result of their use for own consumption or own capital formation. They

include the following commonly occurring taxes:

a. General sales or turnover taxes: these include manufacturers’, wholesale
and retail sales taxes, purchase taxes, turnover taxes, and so on, but exclude
VAT and other systems of deductible taxes (GFSM2001, 11412-11413; OECD,
5110-5113).

b. Excise duties: these consist of taxes levied on specific kinds of goods,
typically alcoholic beverages, tobacco and fuels (GFSM2001, 1142; OECD,
5121).

c. Taxes on specific services: these include taxes on transportation,

communications, insurance, advertising, hotels or lodging, restaurants,

iz, MBOEI2>0 T, BLFD 796 BEICFETHLDOLRLTH 5,
(GFSM2001, 1153; OECD, 5124)

c. BEATEL— M BAELLP: CHIFARER AL — FHIEDESENHAT
HEFEROFIN B 725, (GFSM2001, 1154)
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Bi. BEIERL, Zx THHN, VAT XA sd (GFSM2001, 11412-11413;
OECD, 5110-5113).,

b. WAL Wil (excise duties)id, HIRIFNZIZ T L a— L ikE, 7IE 2B X
ORELD X 9 72, FrEFEOMICGER SN DB CTH S (GFSM2001, 1142; OECD,
5121).
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entertainments, gambling and lotteries, sporting events, etc. (GFSM2001,
1144; OECD, 5126).

d. Taxes on financial and capital transactions: these consist of taxes payable
on the purchase or sale of non-financial and financial assets including
foreign exchange. They become payable when the ownership of land or other
assets changes, except as a result of capital transfers (mainly inheritances
and gifts) (GFSM2001, 1134; OECD, 4400). They are treated as taxes on the

services of the unit selling the asset.

e. Profits of fiscal monopolies: these consist of the profits of fiscal monopolies
that are transferred to government. Fiscal monopolies are public

corporations, public quasi-corporations, or government-owned
unincorporated enterprises that have been granted a legal monopoly over the
production or distribution of a particular kind of good or service in order to
raise revenue and not in order to further the interests of public economic or
social policy. Such monopolies are typically engaged in the production of
goods or services that may be heavily taxed in other countries, for example,
alcoholic beverages, tobacco, matches, petroleum products, salt, playing
cards, etc. The exercise of monopoly powers is simply an alternative way for
the government to raise revenue instead of the more overt procedure of
taxing the private production of such products. In such cases the sales prices
of the monopolies are deemed to include implicit taxes on the products sold.
While in principle only the excess of the monopoly profits over some notional
“normal” profits should be treated as taxes, it is difficult to estimate this
amount and, in practice, the value of the taxes should be taken as equal to

the amount of the profits actually transferred from fiscal monopolies to

nareizEaETr (GFSM2001, 1144; OECD, 5126),
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government (GFSM2001, 1143; OECD, 5122). When a public enterprise is
granted monopoly powers as a matter of deliberate economic or social policy
because of the special nature of the good or service or the technology of
(for

telecommunications, railways, etc.) it should not be treated as a fiscal

production example, public utilities, post offices and
monopoly. As a general rule, fiscal monopolies tend to be confined to the
production of consumer goods or fuels. As the profits of a fiscal monopoly are
calculated for the enterprise as a whole, it is not possible to estimate the
average amount of the tax per unit of good or service sold when the
enterprise has more than one good or service as output without introducing
an assumption about the rates of tax on the different products. Unless there
is good reason otherwise, it should be assumed that the same ad valorem
rate of tax is applied to all products, this rate being given by the ratio of the
total value of the implicit taxes to the value of total sales less the total value
of the implicit taxes. It is necessary to establish this rate in order to be able

to calculate the basic prices of the products concerned.

f. Taxes resulting from the central bank imposing a higher rate of interest
than the market rate: These taxes are described in paragraphs 7.122 to
7.126. (These taxes are not mentioned in GFSM2001.)

3. Other taxes on production

7.97 Other taxes on production consist of all taxes except taxes on products
that enterprises incur as a result of engaging in production. Such taxes do
not include any taxes on the profits or other income received by the

enterprise and are payable regardless of the profitability of the production.
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EREICOVWTHEEN LD T, BHEEEOENPELFEROM - F—E 225
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NDERETRETH D, TOMUMBIFEIL, <HEROBIEE> % <BI7eHE~ A
AREBROBIFE > TR LRI L - TH X b D, BIEAEREY O AN DR
ZHREICT D720, ZORERETILENRD D,
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They may be payable on the land, fixed assets or labour employed in the
production process or on certain activities or transactions. Other taxes on

production include the following:

a. Taxes on payroll or work force: these consist of taxes payable by
enterprises assessed either as a proportion of the wages and salaries paid or
as a fixed amount per person employed. They do not include compulsory
social security contributions paid by employers or any taxes paid by the
employees themselves out of their wages or salaries (GFSM2001, 112; OECD,
3000);

b. Recurrent taxes on land, buildings or other structures: these consist of
taxes payable regularly, usually each year, in respect of the use or ownership
of land, buildings or other structures utilized by enterprises in production,
whether the enterprises own or rent such assets (GFSM2001, 1131; OECD,
4100);

c. Business and professional licences: these consist of taxes paid by
enterprises in order to obtain a licence to carry on a particular kind of
business or profession. Licences such as taxi and casino licences are
included. In certain circumstances, licences to use a natural resource,
however, are treated not as a tax but as the sale of an asset. These
circumstances are described in part 5 of chapter 17. However, if the
government carries out checks on the suitability, or safety of the business
premises, on the reliability, or safety, of the equipment employed, on the
professional competence of the staff employed, or on the quality or standard

of goods or services produced as a condition for granting such a licence, the

TIXFBHREND TH A H, EEICHINDIZOMOBUL, LTOBNE £
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payments are not unrequited and should be treated as payments for services
rendered, unless the amounts charged for the licences are out of all
proportion to the costs of the checks carried out by governments (GFSM2001,
11452; OECD, 5210). (See also paragraph 8.64 (c) for the treatment of

licences obtained by households for their own personal use.);

d. Taxes on the use of fixed assets or other activities: these include taxes
levied periodically on the use of vehicles, ships, aircraft or other machinery
or equipment used by enterprises for purposes of production, whether such
assets are owned or rented. These taxes are often described as licences, and
are usually fixed amounts that do not depend on the actual rate of usage
(GFSM2001, 11451-11452 and 5.5.3; OECD, 5200);

e. Stamp taxes! these consist of stamp taxes that do not fall on particular
classes of transactions already identified, for example, stamps on legal
documents or cheques. These are treated as taxes on the production of
business or financial services. However, stamp taxes on the sale of specific
products, such as alcoholic beverages or tobacco, are treated as taxes on
products (GFSM2001, 1161; OECD, 6200);

f. Taxes on pollution: these consist of taxes levied on the emission or
discharge into the environment of noxious gases, liquids or other harmful
substances. They do not include payments made for the collection and
disposal of waste or noxious substances by public authorities, which
constitute intermediate consumption of enterprises (GFSM2001, 11452;
OECD, 5200);
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g. Taxes on international transactions: these consist of taxes on travel
abroad, foreign remittances or similar transactions with non-residents
(GFSM2001, 1156; OECD, 5127).

g. [EEEEGNZEE S DB MEAMRIT, AN 7 IXRIEO G ZE S LA/ T
» 5 (GFSM2001, 1156; OECD, 5127).,

D. Subsidies

7.98 Subsidies are current unrequited payments that government units,
including non-resident government units, make to enterprises on the basis of
the levels of their production activities or the quantities or values of the
goods or services that they produce, sell or import. They are receivable by
resident producers or importers. In the case of resident producers they may
be designed to influence their levels of production, the prices at which their
outputs are sold or the remuneration of the institutional units engaged in
production. Subsidies have the same impact as negative taxes on production
in so far as their impact on the operating surplus is in the opposite direction

to that of taxes on production.

7.99 Subsidies are not payable to final consumers; current transfers that
governments make directly to households as consumers are treated as social
benefits. Subsidies also do not include grants that governments may make to
enterprises in order to finance their capital formation, or compensate them
for damage to their capital assets, such grants being treated as capital

transfers.

1. Subsidies on products

7.100 A subsidy on a product is a subsidy payable per unit of a good or
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service. The subsidy may be a specific amount of money per unit of quantity
of a good or service, or it may be calculated ad valorem as a specified
percentage of the price per unit. A subsidy may also be calculated as the
difference between a specified target price and the market price actually paid
by a buyer. A subsidy on a product usually becomes payable when the good or
service is produced, sold or imported, but it may also be payable in other
circumstances such as when a good is transferred, leased, delivered or used

for own consumption or own capital formation.

Import subsidies

7.101 Import subsidies consist of subsidies on goods and services that become
payable when the goods cross the frontier of the economic territory or when
the services are delivered to resident institutional units. They include
implicit subsidies resulting from the operation of a system of official multiple
exchange rates. They may also include losses incurred as a matter of
deliberate government policy by government trading organizations whose
function is to purchase products from non-residents and then sell them at

lower prices to residents (see also export subsidies in paragraph 7.103).

7.102 As in the case of taxes on products, subsidies on imported goods do not
include any subsidies that may become payable on such goods after they
have crossed the frontier and entered into free circulation within the

economic territory of the country.

Export subsidies
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7.103 Export subsidies consist of all subsidies on goods and services that
become payable by government when the goods leave the economic territory
or when the services are delivered to non-resident units. They include the

following:

a. Direct subsidies on exports payable directly to resident producers when
the goods leave the economic territory or the services are delivered to

non-residents;

b. Losses of government trading organizations: these consist of losses
incurred as a matter of deliberate government policy by government trading
organizations whose function is to buy the products of resident enterprises
and then sell them at lower prices to non-residents. The difference between
the buying and selling prices is an export subsidy (see also paragraph
7.105(0));

c. Subsidies resulting from multiple exchange rates: these consist of implicit
subsidies resulting from the operation of an official system of multiple

exchange rates.

Exclusions from export subsidies

7.104 Export subsidies do not include the repayment at the customs frontier
of taxes on products previously paid on goods or services while they were
inside the economic territory. They also exclude the waiving of the taxes that
would be due if the goods were to be sold or used inside the economic

territory instead of being exported. General taxes on products such as sales
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or purchase taxes, VAT, excise taxes or other taxes on products are usually

not payable on exports.

Other subsidies on products

7.105 Other subsidies on products consist of subsidies on goods or services
produced as the outputs of resident enterprises, or on imports, that become
payable as a result of the production, sale, transfer, leasing or delivery of
those goods or services, or as a result of their use for own consumption or

own capital formation. The most common types are the following:

a. Subsidies on products used domestically: these consist of subsidies payable
to resident enterprises in respect of their outputs that are used or consumed

within the economic territory:;

b. Losses of government trading organizations: these consist of the losses
incurred by government trading organizations whose function is to buy and
sell the products of resident enterprises. When such organizations incur
losses as a matter of deliberate government economic or social policy by
selling at lower prices than those at which they purchased the goods, the
difference between the purchase and the selling prices should be treated as a
subsidy. Entries to the inventories of goods held by such organizations are
valued at the purchasers’ prices paid by the trading organizations and the

subsidies are recorded at the time the goods are sold;

c. Subsidies to public corporations and quasi-corporations: these consist of

regular transfers paid to public corporations and quasi-corporations that are
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intended to compensate for persistent losses (that is, negative operating
surpluses) incurred on their productive activities as a result of charging
prices that are lower than their average costs of production as a matter of
deliberate government economic and social policy. In order to calculate the
basic prices of the outputs of such enterprises, it will usually be necessary to
assume a uniform ad valorem implicit rate of subsidy on those outputs
determined by the size of the subsidy as a percentage of the value of sales

plus subsidy.

d. Subsidies resulting from the central bank accepting a lower rate of
interest than the market rate: These subsidies are described in paragraphs
7.122 to 7.126. (These subsidies are not mentioned in GFSM2001.)

2. Other subsidies on production

7.106 Other subsidies on production consist of subsidies except subsidies on
products that resident enterprises may receive as a consequence of engaging

in production. Examples of such subsidies are the following:

a. Subsidies on payroll or workforce: these consist of subsidies payable on the
total wage or salary bill, or total work force, or on the employment of
particular types of persons such as physically handicapped persons or
persons who have been unemployed for long periods. The subsidies may also
be intended to cover some or all of the costs of training schemes organized or

financed by enterprises;

b. Subsidies to reduce pollution: these consist of subsidies intended to cover
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some or all of the costs of additional processing undertaken to reduce or

eliminate the discharge of pollutants into the environment.

I =D DB FRDE A DM NET-ITT R TCEINN—TEHZ LEEXKL
7-fiBhé&ETH 5,

E. Property incomes

1. Defining property income

7.107 Property income accrues when the owners of financial assets and
natural resources put them at the disposal of other institutional units. The
income payable for the use of financial assets is called investment income
while that payable for the use of a natural resource is called rent. Property

income is the sum of investment income and rent.

7.108 Investment income is the income receivable by the owner of a financial
asset in return for providing funds to another institutional unit. The terms
governing the payment of investment income are usually specified in the
financial instrument created when the funds are transferred from the
creditor to the debtor. Such arrangements are typically made only for a
limited period of time, after which the funds must be returned. The period of
time may be several months or several years, though the arrangements may

be renewed.

7.109 Rent is the income receivable by the owner of a natural resource (the
lessor or landlord) for putting the natural resource at the disposal of another
institutional unit (a lessee or tenant) for use of the natural resource in

production. The terms under which rent on a natural resource is payable are
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expressed in a resource lease. A resource lease is an agreement whereby the
legal owner of a natural resource that the SNA treats as having an infinite
life makes it available to a lessee in return for a regular payment recorded as
property income and described as rent. A resource lease may apply to any
natural resource recognized as an asset in the SNA. For resources such as
land it is assumed that, at the end of the resource lease, the land is returned
to the legal owner in the same state as when the lease started. For resources
such as subsoil assets, though the resources potentially have an infinite life,
they are not all returned to the legal owner at the end of the lease since the
purpose of the lease is to permit extraction and disposal of the resource.
Although the resource may suffer depletion in excess of any new discoveries
or re-evaluations (or natural replenishments for renewable resources) the
fact that rent is shown without deduction for any consumption of natural
resources means that, in the SNA, the resource is effectively treated as

having an infinite life as far as income generation is concerned.

7.110 The regular payments made by the lessees of natural resources such as
subsoil assets are often described as royalties, but they are treated as rent in
the SNA. The term “rent” is reserved in this manual for rent on natural

resources, payments under operating leases being described as “rentals”.

7.111 Property incomes are classified in the following way in the SNA:

Investment income
Interest
Distributed income of corporations
Dividends
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Withdrawals from income of quasi-corporations

Reinvested earnings on foreign direct investment

Other investment income

Investment income attributable to insurance policyholders

Table 7.8:The allocation of primary income account - property income - uses

Uses
Fa g
g 5 B 2 £ 2 =
g8 3T g o 4 g = S
Transactions and £ 8 g g s - o % o 8
balancing items Ea ga g8 5 & T 2% 3% T“
§ o8 E£& o2 o & 5 00 oH 1
ZS S U& T Z & &3 0§ &
Compensation of employees 6 6
Taxes on production and imports 0
Subsidies 0
Property income 134 168 42 41 391 44 435
Interest 56 106 35 4 6 217 13 230
Distributed income of corporations 47 15 62 17 79
Dividends 39 15 54 13 67
Withdrawals from income of quasi-corporations 8 0 8 4 12
Reinvested earnings on foreign direct investment 0 0 0 4 14
Investment income dishursements 47 47 0 47
Investment income attributable to
insurance policy holders 25 25 0 25
Investment income payable
on pension entitlements 8 8 0 8
Investment income attributable
to collective investment funds share holders 14 14 0 14
Rent 31 0 7 27 0 65 65
Balance of primary incomes,
gross / National income, gross 254 27 198 1381 4 1864 1864
Balance of primary income,
net / National income, net 97 15 171 1358 1 1642 1642
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EANEEDSRFTE 47 15 62 17 79
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AR 47 47 0 47
TREREAE IR T D B AT 25 25 0 25
ERSAHEIT T ARG IR 8 8 0 8
ARERN 7 7 FEEHIC
fET R ERTE 14 14 0 14
EEE 31 0 7 2 0 65 65
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Investment income payable on pension entitlements

attributable to fund

Investment income collective 1nvestment
shareholders

Rent

Each of these items is described in more detail below.

7.112 Table 7.8 shows an expansion of table 7.2 to include the details of

property income payable and receivable.

2. Interest

7.113 Interest is a form of income that is receivable by the owners of certain
kinds of financial assets, namely: deposits, debt securities, loans and
(possibly) other accounts receivable for putting the financial asset at the
disposal of another institutional unit. Income on SDR holdings and
allocations is also treated as interest. The financial assets giving rise to
interest are all claims of creditors over debtors. Creditors lend funds to
debtors that lead to the creation of one or other of the financial instruments
listed above. The amount the debtor owes the creditor is known as the
principal. Over time, the amount due to the creditor declines as the debt is
repaid and increases as interest accrues. The balance at any time is referred

to as the principal outstanding.

7.114 Interest may be a predetermined sum of money or a fixed or variable
percentage of the principal outstanding. If some or all of the interest

accruing to the creditor is not paid during the period in question, it may be
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added to the amount of the principal outstanding or it may constitute an
additional, separate liability incurred by the debtor. However, the interest
may not necessarily be due for payment until a later date and sometimes not

until the loan, or other financial instrument matures.

The accrual basis of recording

7.115 Interest 1s recorded on an accrual basis, that is, interest is recorded as
accruing continuously over time to the creditor on the amount of principal
outstanding. The interest accruing is the amount receivable by the creditor
and payable by the debtor. It may differ not only from the amount of interest
actually paid during a given period but also the amount due to be paid within
the period. Some financial instruments are drawn up in such a way that the
debtor is obliged to make regular interest payments, period by period, as the
interest accrues but in other cases there may be no such requirement. As
explained in part 4 of chapter 17, there are many different kinds of financial
instruments and new instruments are continually being developed. Interest
may therefore be paid in various different ways, not always explicitly
described as interest. However, streams of net settlement payments under a
swap or forward rate agreement contract (possibly described as “interest” in
the contract) are not considered as property income but are to be recorded as
transactions in financial derivatives in the financial account (see paragraphs

11.111 to 11.115).

Interest payable and receivable on loans and deposits

7.116 As explained in chapter 6, the amounts of interest on loans and
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deposits payable to and receivable from financial corporations include a
margin that represents an implicit payment for the services provided by the
financial corporations in providing loans and accepting deposits. The actual
payments or receipts to or from financial corporations, described as bank
interest, need to be partitioned so that SNA interest and the service charges
may be recorded separately. The amounts of SNA interest paid by borrowers
to financial corporations are less than bank interest by the estimated values
of the charges payable, while the amounts of SNA interest receivable by
depositors is higher than bank interest by the amount of the service charge
payable. The values of the charges are recorded as sales of services in the
production accounts of financial corporations and as uses in the accounts of

their customers.

Table 7.8 (cont):The allocation of primary income account - property income -

resources
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Resources

E £
g g — g g !(? 2 2 ]

. SEEE F S . £F P,
Transactions and & N £ £ § T 33 58
balancing items 'g a fa g9 - 2 3% B¢ T

ZSESEEH T Z E£x2Edg &
Operating surplus, gross 292 46 27 84 3 452 452
Mixed income, gross 61 61 61
Operating surplus, net 135 34 0 69 0 238 238
Mixed income, net 53 53 53
Compensation of employees 1154 1154 2 1156
Taxes on production and imports 235 235 235
Subsidies -44 -44 -44
Property income 96 149 22 123 7 397 38 435
Interest 33 106 14 49 7 209 21 230
Distributed income of corporations 10 25 7 20 0 62 17 79
Dividends 10 25 5 13 0 53 14 67
Withdrawals from income of quasi-corporations 2 7 9 3 12
Reinvested earnings on foreign direct investment 4 7 0 3 0 14 0 14
Investment income disbursements 8 8 1 30 0 47 0 47
Investment income attributable to
insurance policy holders 5 0 0 20 0 25 0 25
Investment income payable
on pension entitlements 8 8 0 8
Investment income attributable
to collective investment funds share holders 3 8 1 2 0 14 0 14
Rent 41 3 0 21 0 65 65

7.117 If bank interest is unpaid, it must be the case that both SNA interest
and the service charge are unpaid. In other words, the amount of principal
outstanding increases by both the amount of SNA interest unpaid plus the

unpaid service charge.

Interest payable on debt securities
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7.118 Certain financial instruments, for example, bills and zero coupon
bonds, are such that the debtor is under no obligation to make any payments
to the creditor until the asset matures. In effect, no interest becomes due for
payment until the end of the asset’s life at which point the debtor’s liability is
discharged by a single payment covering both the amount of the funds
originally provided by the creditor and the interest accumulated over the
entire life of the asset. In such cases the amount of interest payable over the
life of the security is derived as the difference between the value at which the

instrument is acquired and its value when it matures.

Further elaboration

7.119 Chapter 17 contains in part 4 a section detailing how all the
transactions and other flows associated with financial instruments are to be
recorded in the accounts. It contains, in particular, specific recommendations
on how interest on each of the relevant financial instruments is to be

calculated.

Nominal and real interest

7.120 When a debtor discharges the principal by making payments equal in
money value to the funds borrowed plus the interest accruing at the agreed
rate over the time the debt exists, the associated interest payments are
described as “nominal”. Such interest payments do not represent the “real”

return to the creditor when, as a result of inflation, the purchasing power of
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the funds repaid is less than that of the funds borrowed. In situations of
chronic inflation the nominal interest payments demanded by creditors
typically rise in order to compensate them for the losses of purchasing power

that they expect when their funds are eventually repaid.

7.121 In practice, the interest recorded in the allocation of primary income
account is not partitioned in this way. The interest recorded is always the
amount of nominal interest receivable or payable (plus or minus the charges
for services of financial intermediaries for which no explicit charges are
made, when relevant). However, the information needed to calculate real
interest is provided within the SNA as a whole since the real holding losses

incurred by creditors are recorded in the revaluation account.

The special case of interest rates set by the central bank

7.122 The central bank’s main responsibility is to formulate and carry out
part of economic policy. It therefore often acts differently than other financial
corporations and generally has received the authority from government to
enforce its views. In cases where the central bank uses its special powers to
oblige market participants to pay transfers without a direct quid pro quo, it
is appropriate to record the proceeds as implicit taxes. Conversely, in cases
when the central bank makes payments that are clearly for policy rather
than commercial purposes, it may be argued that implicit subsidies are paid.

Three cases are considered:

a. The central bank is able to dictate below market rates for reserve deposits;

B RElY Si3e B, Liei> T, B8N A 7 b—a ORI T Tl
TEMEE D ERT D4 BRI T, BEDRKIIERIND L XICTFREND
HEE HOBRKEZMET 7O ERT 5,

7.121 FERRITIE. F 1 TS OB B IS S N DFITFIE, 2O LS ITHfES
D DT TIERY, £ ZIZFEER SN DHFIE, WITZB4 BRI 720 LA 4 B
Kl (ARR 2B TR S N2 W R O — B R IZ oW T oRe % 77
AT LHAER~YA T AT LEAEH L) THH, LnLans, HEE0OFE
FAEBERIIHHEE TR SN2 13T Th o0 b, FEATZHET 018
HAERIL, BELE LTOSNAICL > T EN TV Z &It b,

FREATHRIET DFITFROKHI

7.122 FHERITO ERMEB 1T, BFBORO—H2RE, ETH2LThdH, L
oo T, LIXUIERI ORI & 18 o 72782 L, —Ic, B 50 RME
TS D7 DIZBUN D DIERAR G S b, ZO%A, TYEITIXE b OR%
IRMEN ZATEE U, M 2 fEo T, TS E B0 25 &L 2 AT
X, BERROBLE LCEOTIAEZ LT 5 Z LMY TH D, ez, FRRITH
FAZE H I TIX 72 < B O ICBOR B I TN 1T 72 5 I, BEBRAORHBh &3 3 Eh o
NTWbHEEx5, 320FFEEX D,

a. TREITIIHISG L— FUU T ORREEHAGICEM 5 2 £/ TS 5,

- 501 -




b. The central bank pays above market rates in a situation where the

external value of the currency is under pressure;

c. The central bank acts as a development bank offering loans at below

market rates to priority industries.

7.123 If central bank interest rates are out of line with those of commercial
banks, then the difference between flows calculated using the reference rate
and the actual rate set by the central bank should be recorded not as market
output, specifically FISIM, but as implicit taxes and subsidies as described
immediately below. This procedure is analogous to and consistent with the
practice of treating the difference between the market exchange rate and an
alternative exchange rate imposed by the central bank as an implicit tax or

subsidy.

Below market rates on reserve deposits

7.124 Suppose the central bank pays only three per cent to a commercial
bank on reserve deposits when the market rate is five per cent. The following

recording is made in the SNA:

a. Although the commercial bank actually receives only three per cent as
“Interest”, it is recorded as receiving five per cent as interest and paying two

per cent to government as a tax on production;

b. Government is recorded as receiving two per cent from the commercial

bank as a tax on production and as making a payment of a current transfer of
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two per cent to the central bank (both these flows are notional); and

c. The central bank actually pays three per cent to the commercial bank but
is recorded as paying five per cent to the commercial bank and receiving two

per cent from government in the form of a current transfer.

No financial account transactions are involved with this rerouting.

Above market rates for currency support

7.125 Suppose the central bank pays seven per cent to a commercial bank for
a limited period when the currency is under pressure at a time when the

market rate is five per cent. The following recording is made in the SNA:

a. Although the commercial bank actually receives seven per cent as
“interest”, it is recorded as receiving five per cent as interest and receiving

another two per cent from government as a subsidy on production;

b. Government is recorded as paying two per cent to the commercial bank as
a subsidy on production and as receiving a current transfer of two per cent

from the central bank (both these flows are notional); and
c. The central bank actually pays seven per cent to the commercial bank but
is recorded as paying five per cent to the commercial bank and paying two

per cent to government in the form of a current transfer.

No financial account transactions are involved with this rerouting.
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Below market rates to priority industries

7.126 Suppose the central bank charges only three per cent to a priority
industry when the market rate is five per cent. The following recording is
made in the SNA:

a. Although the priority industry actually pays only three per cent as
“Interest”, it is recorded as paying five per cent as interest but receiving two

per cent from government as a subsidy on production;

b. Government is recorded as paying two per cent to the priority industry as
a subsidy on production and as receiving a current transfer of two per cent
from the central bank (both these flows are notional); and

c. The central bank actually receives three per cent from the priority
industry but is recorded as receiving five per cent from the priority industry
and paying two per cent to government in the form of a current transfer.

No financial account transactions are involved with this rerouting.

3. Distributed income of corporations

Dividends

7.127 Corporations obtain funds by issuing shares in their equity that entitle

the holders to a proportion of both distributed profits and the residual value
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of the assets of the corporation in the event of its liquidation. Shareholders

are the collective owners of a corporation.

7.128 Dividends are a form of investment income to which shareholders
become entitled as a result of placing funds at the disposal of corporations.
Raising equity capital through the issue of shares is an alternative to
borrowing as a way of raising funds. In contrast to loan capital, however,
equity capital does not give rise to a liability that is fixed in monetary terms
and it does not entitle the holders of shares of a corporation to a fixed or

predetermined income.

7.129 Just as corporations are understood in the SNA to cover a set of
institutional units engaged in production that may be described by different
names such as private or public corporations, private or public companies,
cooperatives and limited liability partnerships, so dividends must also be
understood to cover all distributions of profits by corporations to their
shareholders or owners, by whatever name they are called. Dividends may
occasionally take the form of an issue of shares, but this excludes issues of
bonus shares that simply represent a reclassification between own funds,

reserves and undistributed profits.

Time of recording

7.130 Although dividends represent a part of income that has been generated
over a substantial period, often six or twelve months, dividends are not
recorded in the SNA on a strict accrual basis. For a short period after a

dividend is declared but before it is actually payable, shares may be sold “ex
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dividend” meaning that the dividend is still payable to the owner at the date
the dividend was declared and not to the owner on the date payable. A share
sold “ex dividend” is therefore worth less than one sold without this
constraint. The time of recording of dividends in the SNA is the point at
which the share price starts to be quoted on an ex dividend basis rather than

at a price that includes the dividend.

Super-dividends

7.131 Although dividends are notionally paid out of the current period’s
operating surplus, corporations often smooth the payments of dividends,
often paying out rather less than operating surplus but sometimes paying
out a little more, especially when the operating surplus itself is very low. For
practical reasons, no attempt is made in the SNA to align dividend payments
with earnings except in one circumstance. The exception occurs when the
dividends are disproportionately large relative to the recent level of
dividends and earnings. In order to determine whether the dividends are
disproportionately large, it is helpful to introduce the concept of distributable
income. Distributable income of a corporation is equal to entrepreneurial
income, plus all current transfers receivable, less all current transfers
payable and less the adjustment for the change in pension entitlements
relating to the pension scheme of that corporation. From this it is possible to
look at the ratio of dividends to distributable income over the recent past and
assess the plausibility that the current level of dividends declared is in line
with past practice, accepting some degree of smoothing from year to year. If
the level of dividends declared is greatly in excess of this, the excess should

be treated as a financial transaction, specifically the withdrawal of owners’
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equity from the corporation.

7.132 This treatment applies to all corporations, whether incorporated or
quasi-corporate and whether subject to public, foreign or domestic private
control. There is more discussion on the case of publicly controlled

corporations in chapter 22.

Withdrawals of income from quasi-corporations

7.133 Withdrawal of income from a quasi-corporation consists of that part of
distributable income that the owner withdraws from the quasi-corporation.
The income that the owners of quasi-corporations withdraw from them is
analogous to the income withdrawn from corporations by paying out
dividends to their shareholders. It is therefore treated as property income
accruing to the owners of quasi-corporations. The withdrawal of income by
the owners of quasi-corporations needs to be identified in order to be able to
establish a full set of accounts for the entity and to treat it as an institutional

unit separate from that of its owner.

7.134 Withdrawals of income from a quasi-corporation do not include
of funds of the

quasi-corporation’s assets: for example, the sale of inventories, fixed assets,

withdrawals realized by the sale or disposal
land or other non-produced assets. Such sales would be recorded as disposals
in the capital account of the quasi-corporation and the transfer of the
resulting funds would be recorded as a withdrawal from the equity of
quasi-corporations in the financial account of the quasi-corporation and as a

receivable by its owner(s). Similarly, funds withdrawn by liquidating large
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amounts of accumulated retained savings or other reserves of the
quasi-corporation, including those built up out of provisions for consumption
of fixed capital, are treated as withdrawals from equity. This situation
corresponds to the treatment of superdividends payable by listed enterprises

described immediately above.

7.135 Conversely, any funds provided by the owner(s) of a quasi-corporation
for the purpose of acquiring assets or reducing its liabilities should be treated
as additions to its equity. Just as there cannot be a negative distribution
from the distributable income of corporations in the form of negative
dividends, it is not possible to have a negative distribution from the
distributable income of quasi-corporations in the form of negative
withdrawals. However, if the quasi-corporation is owned by government, and
if it runs a persistent operating deficit as a matter of deliberate government
economic and social policy, any regular transfers of funds into the enterprise
made by government to cover its losses should be treated as subsidies, as

explained in paragraph 7.105 (c) above.

Reinvested earnings on foreign direct investment

7.136 As explained in chapter 26, a foreign direct investment enterprise is a
corporate or unincorporated enterprise in which a foreign investor has made
a foreign direct investment. A foreign direct investment enterprise may be

either:

a. The (unincorporated) branch of a non-resident corporate or unincorporated

enterprise: this is treated as a quasi-corporation; or
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b. A corporation in which at least one foreign investor (which may, or may
not, be another corporation) owns sufficient shares to have an effective voice

in its management.

7.137 Actual distributions may be made out of the distributable income of
foreign direct investment enterprises in the form of dividends or withdrawals
of income from quasi-corporations. The payments made in these ways to
foreign direct investors are recorded in the accounts of the SNA and in the
balance of payments as international flows of investment income. However,
both systems also require the retained earnings of a foreign direct
investment enterprise to be treated as if they were distributed and remitted
to foreign direct investors in proportion to their ownership of the equity of
the enterprise and then reinvested by them by means of additions to equity
in the financial account. The imputed remittance of these retained earnings
is classified in the SNA as a form of distributed income that is separate from,
and additional to, any actual payments of dividends or withdrawals of

income from quasi-corporations.

7.138 The rationale behind this treatment is that since a foreign direct
investment enterprise is, by definition, subject to control, or influence, by a
foreign direct investor or investors, the decision to retain some of its earnings
within the enterprise must represent a deliberate investment decision on the
part of the foreign direct investor(s). In practice, the great majority of direct
investment enterprises are subsidiaries of foreign corporations or the
unincorporated branches of foreign enterprises, which are completely

controlled by their parent corporations or owners.
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7.139 Retained earnings of a corporation or quasi-corporation are equal to
the distributable income less the dividends payable or withdrawal of income
from the corporation or quasi-corporation respectively. If the foreign direct
investment enterprise is wholly owned by a single foreign direct investor (for
example, a branch of a foreign enterprise), the whole of the retained earnings
1s deemed to be remitted to that investor and then reinvested, in which case
the saving of the enterprise must be zero. When a foreign direct investor
owns only part of the equity of the direct investment enterprise, the amount
that is deemed to be remitted to, and reinvested by, the foreign investor is

proportional to the share of the equity owned.

Retained earnings of domestic enterprises

7.140 A suggestion has been made to extend the treatment of distributing
retained earnings to the owners of other corporations, in particular of public
corporations. Investigation of this suggestion is part of the research agenda.
4. Investment income disbursements

Investment income attributed to insurance policyholders

7.141 Investment income attributable to insurance policyholders should be

divided between holders of non-life and life policies.

7.142 For non-life policies, the insurance corporation has a liability towards

the policyholder of the amount of the premium deposited with the
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corporation but not yet earned, the value of any claims due but not yet paid
and a reserve for claims not yet notified or notified but not yet settled. Set
against this liability, the insurance corporation holds technical reserves. The
investment income on these reserves is treated as income attributable to the
policyholders, then distributed to the policyholders in the allocation of
primary income account and paid back to the insurance corporation as a
premium supplement in the secondary distribution of income account. The
reserves concerned are those where the insurance corporation recognizes a

corresponding liability to the policyholders.

7.143 For an institutional unit operating a standardized guarantee scheme
against fees, there may also be investment income earned on the reserves of
the scheme and this should also be shown as being distributed to the units
paying the fees (who may not be the same units which stand to benefit from
the guarantees) and treated as supplementary fees in the secondary

distribution of income account.

7.144 For life insurance policies and annuities, the insurance corporations
have liabilities towards the policyholders and annuitants equal to the
present value of expected claims. Set against these liabilities, the insurance
corporations have funds belonging to the policyholders consisting of bonuses
declared for with-profits policies as well as provisions for both policyholders
and annuitants of the payment of future bonuses and other claims. These
funds are invested in a range of financial assets and possibly non-financial
assets such as property and land. The insurance enterprises receive
investment income from the financial assets and land, and earn net

operating surpluses from the renting or leasing of residential and other
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buildings. In addition they make holding gains or losses on the financial
assets held. The bonuses declared to holders of life policies should be
recorded as investment income receivable by the policyholders (resident and
possibly non-resident households) and are treated as premium supplements
paid by the policyholders to the insurance corporations. As with interest and
dividends, the source of the investment income payable may not be
investment income itself, but for the SNA, the decisive criterion for recording
this as investment income is that of the recipient who regards these
payments as the rewards for putting financial assets at the disposal of the

insurance corporation.

7.145 The investment income attributed to life insurance policyholders is
recorded as payable by the insurance company and receivable by households
in the allocation of primary income account. This amount carries through
automatically to saving without the need of an adjustment item as is the case
for changes in pension entitlements. The investment income is treated as
premium supplements and so forms part of the net premiums, less claims,
recorded in the financial account as payable by households and receivable by
insurance and annuities

insurance corporations as changes in life

entitlements.

7.146 Unlike the case of non-life insurance or pensions, the amount carries
through to saving and is then recorded as a financial transaction, specifically
an increase in the liabilities of life insurance corporations, in addition to new

premiums less the service charge offset by claims payable.

Investment income payable on pension entitlements
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7.147 As explained in part 2 of chapter 17, pension entitlements arise from
one of two different types of pension schemes. These are defined contribution
schemes (sometimes described as money purchase schemes) and defined

benefit schemes.

7.148 A defined contribution scheme is one where contributions by both
employers and employees are invested on behalf of the employees as future
pensioners. No other source of funding of pensions is available and no other
use is made of the funds. The investment income payable on defined
contribution entitlements is equal to the investment income on the funds
plus any net operating surplus earned by renting land or buildings owned by
the fund.

7.149 A defined benefit scheme is one where the benefits payable are defined
in terms of a formula. The formula often takes the form of a link to final
salary (hence the alternative terminology final salary schemes) or average
salary over some defined period. The formula may be expressed in many
ways including, for example, a variation on a defined contribution scheme
such as the growth in earnings of the funds or a minimum percentage

growth.

7.150 Because the benefits are calculated according to a formula, it is
possible to determine the level of entitlements necessary at any point in time
to meet future obligations. The value of the entitlements is the present value
of all future payments, calculated using actuarial assumptions about life

lengths and economic assumptions about the interest or discount rate. The
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present value of the entitlements existing at the start of the year increases
because the date when the entitlements become payable has become one year
nearer. The amount of the increase is not affected by whether the pension
scheme actually has sufficient funds to meet all the obligations nor by the
type of increase in the funds, whether it is investment income or holding

gains, for example.

Investment income attributed to investment fund shareholders

7.151 Investment income attributed to holders of shares or units in
investment funds (including mutual funds and unit trusts) is shown as two
separate items. The first of these is the dividends distributed to investment
fund shareholders. The second is retained earnings attributed to investment

fund shareholders.

7.152 The dividend component is recorded in exactly the same manner as
dividends for individual corporations, as described above. The retained
earnings component is recorded using the same principles as those described
for foreign direct investment enterprises but is calculated excluding any
reinvested earnings on foreign direct investment. That is to say, the
remaining retained earnings are distributed to the shareholders (leaving the
investment fund with no saving) and are reinjected into the fund by the

shareholders in a transaction recorded in the financial account.

5. Rent

Rent distinguished from rentals
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7.153 The distinction between rent and the rentals receivable and payable
under operating leases is basic to the SNA as rent is a form of property
income and rentals are treated as sales or purchases of services. Rentals are
payments made under an operating lease to use a fixed asset belonging to
another unit where that owner has a productive activity in which the fixed
assets are maintained, replaced as necessary and made available on demand
to lessees. Rent is a payment made under a resource lease for the use of a
natural resource. Not only is the type of asset leased different as between
rent and rentals, so is the nature of the lease. The distinction between

different types of leases is explained in part 5 of chapter 17.

Rent on natural resources

7.154 Rent is the income receivable by the owner of a natural resource (the
lessor or landlord) for putting the natural resource at the disposal of another
institutional unit (a lessee or tenant) for use of the natural resource in
production. Two particular cases of resource rent are considered, rent on land
and rent on subsoil resources. Resource rent on other natural resources

follows the pattern laid out by these two instances.

Rent on land

7.155 Rent on land is recorded as accruing continuously to the landowner
throughout the period of the contract agreed between the landowner and the
tenant. The rent recorded for a particular accounting period is equal to the

value of the accumulated rent payable over that period of time, as distinct
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from the amount of rent due to be paid during that period or the rent actually

paid.

7.156 Rent may be paid in cash or in kind. Under share-cropping or similar
schemes, the value of the rent payable is not fixed in advance in monetary
terms and is measured by the value at basic prices of the crops that the
tenants are obliged to provide to the landowner under the contract between
them. Rent on land also includes the rent payable to the owners of inland
waters and rivers for the right to exploit such waters for recreational or other

purposes, including fishing.

7.157 A landowner may be liable to pay land taxes or incur certain
maintenance expenses solely as a consequence of owning the land. By
convention, such taxes or expenses are treated as payable by the tenant who
is deemed to deduct them from the rent that he would otherwise be obliged to
pay to the landowner. Rent reduced in this way by taxes or other expenses for
which the landowner is liable is described as “after-tax rent”. By adopting the
convention that the tenant pays only the after-tax rent, the taxes or expenses
are recorded in the production or generation of income accounts of the
tenant. This treatment does not change the income of the tenant. The
convention avoids the necessity to create a notional enterprise for the

landowner as the lessor.

7.158 Rentals payable on buildings or other structures are treated as
purchases of services. In practice, however, a single payment may cover both
rent and rentals when an institutional unit rents land that consists of land

improvements and land in its natural state and may include any buildings

Wzl L CLOBERTOXIERHORBETH S,

7.156 EEEHIBSEITBMM TN DTHA S, wi/IME

(share-cropping) F72IZ[FEFEDOHIE D FClE, XIEEEOMAEITRTD - TEIE
BN CIEEE S 7 (EHs & T A & ORI OSKINTE > THEE DS T HipT
AHEICK L TIRALT 5 2 L 2 /B ST DT D IHEY) O FEARANHE 2 L 5 li%E
THESND, o, THOEERNZIX, 1V 250117 Y z—a rE0i3%

DAt B BTN IESTN)I 2 FI 3 2 HERICEE L CEOFTEF ICx LT
LEERbLEEND,
7157 +THIFTAE I LHAFTAET S Z LR S LT HMPL A T O BEN D

L2THAHI L. ®OWVFHRIZE DN OMFRZAMHT 2000 Ly, 81T E,
ZFO LD BBLH D VIEIMER AL > THHEbRs b DL LTIV H# S, &
AT S B 22 AR BT 6 L CAA D AR T TR & 2 - 2 E R )
LINbEELIIKbDERMEND, THIFTEEREGEZAIBH D WIEZED
OB %2 Z DX D IR FETELGIW T EERHE, %ﬁ%&ﬂgﬂjkﬁin
HHDTHD, BEHADBIS XBEEROREITIN D EWIBITERAT L2 L
Kiof\ﬁ%%%%ﬁ%ﬂk@é@@ﬁitﬁﬁ%@%i@ﬁ:Eﬁéné_
L2 D, ZOBIRWIE, EHAOFTEEZ LS E e, ZOBEfTICEY, B8
T2 AT FIZOWTH B EEAEY BT LENET 5 b,

7.158 M FE I OMOEREMICE L b s EE—E 2k (LH
V) E, BB ROEAL LT bis, L Lann, EE R, &5
A A EHB IO EDE L ToOEW A, 2O Z M AIZXR]TE R0
—OFFEILY —ADO T THED TOHEAIL, B—O IR EER G5 —

- 516 -




situated on it in a single contract, or lease, in which the two kinds of
payments are not differentiated from each other. For example, a farmer may
rent a farmhouse, farm buildings, cultivated and grazing farmland in a
contract in which only a single payment is required to cover all four. If there
is no objective basis on which to split the payment between rent on land and
rental on the buildings, it is recommended to treat the whole amount as rent
when the value of the grazing land is believed to exceed the value of the

buildings and cultivated land, and as a rental otherwise.

Rent on subsoil assets

7.159 The ownership of subsoil assets in the form of deposits of minerals or
fossil fuels (coal, oil or natural gas) depends upon the way in which property
rights are defined by law and also on international agreements in the case of
deposits below international waters. In some cases the assets may belong to
the owner of the ground below which the deposits are located but in other

cases they may belong to a local or central government unit.

7.160 The owners of the assets, whether private or government units, may
grant leases to other institutional units permitting them to extract such
deposits over a specified period of time in return for the payment of rent.
These payments are often described as royalties, but they are essentially
rent that accrues to owners of the assets in return for putting them at the
disposal of other institutional units for specified periods of time and are
treated as such in the SNA. The rent may take the form of periodic payments
of fixed amounts, irrespective of the rate of extraction or, more commonly,

they may be a function of the quantity or volume of the asset extracted.
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Enterprises engaged in exploration may make payments to the owners of
surface land in exchange for the right to make test drillings or investigate by
other means the existence and location of subsoil resources. Such payments

are also to be treated as rent even though no extraction is taking place.
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