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CHAPTER

2 Definitions and 
Accounting Principles

This chapter defines debt concepts relating to the pub
lic sector, and discusses core accounting principles in 
the compilation of public sector debt statistics. 

A. Introduction

2.1 This chapter defines debt and institutional sec
tors of an economy. These definitions are essential 
to developing a conceptual framework and providing 
practical guidance on compiling debt statistics. The 
classifications and definitions used in this Guide are 
harmonized with the System of National Accounts 
2008 (2008 SNA) and the Balance of Payments and 
International Investment Position Manual, Sixth Edi
tion (BPM6). The same classifications and definitions 
will be used in the forthcoming revised Government 
Finance Statistics Manual, but differ in minor ways 
from the current edition, Government Finance Statis
tics Manual 2001 (GFSM 2001).

2.2 Section B defines the two main debt concepts: 
gross debt and net debt. Sections C and D define the 
public sector, its institutional coverage, and its sector
ization. The definitions of debt, together with the 
de finitions of the public sector and its subsectors, allow 
for defining debt for the public sector and any of its 
subsectors. The last section of this chapter discusses 
the accounting principles underlying the compilation of 
public sector debt statistics. These principles are in con
formity with the other macroeconomic statistics. The 
annex to this chapter discusses the accrual of in terest 
and its impact on debt. 

B. Definitions of Debt

1. Gross debt

2.3 Total gross debt—often referred to as “total 
debt” or “total debt liabilities”—consists of all liabil

ities that are debt instruments.1 A debt instrument is 
defined as a financial claim that requires payment(s) 
of interest and/or principal by the debtor to the credi
tor at a date, or dates, in the future.2 The following 
instruments are debt instruments:

•	 Special drawing rights (SDRs);

•	 Currency and deposits;

•	 Debt securities;

•	 Loans;

•	 Insurance, pension, and standardized guarantee 
schemes; and

•	 Other accounts payable.

2.4 From the above list follows that all liabilities 
included in the Government Finance Statistics Manual 
(GFSM) balance sheet are considered debt, except for 
liabilities in the form of equity and investment fund 
shares and financial derivatives and employee stock 
options.

2.5 Debt liabilities owed by residents to residents 
of same economy are domestic debt, and debt liabili
ties owed by residents to nonresidents are external 
debt. The definition of residence is explained in more 
detail later in this chapter and follows the current inter
national standards (the 2008 SNA and BPM6). The 
relationship between public sector debt and exter nal 
debt statistics is explained in Appendix 1 of this Guide.

2.6 Equity and investment fund shares are not debt 
instruments because they do not require the pay ment 
of principal or interest and, therefore, have dif ferent 

1The various debt instruments are discussed in detail in Chapter 
3 of this Guide.

2This definition of debt is consistent with the definition of debt 
in the Government Finance Statistics Manual (GFSM), System of 
National Accounts 2008 (2008 SNA), Balance of Payments and 
International Investment Position Manual, Sixth Edition (BPM6), 
and External Debt Statistics: Guide for Compilers and Users.
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implications for vulnerability and liquidity. For the 
same reason, financial derivatives—both forwards and 
options—are not debt liabilities because no princi pal 
is advanced that is required to be repaid, and no inter
est accrues on any financial derivative instru ment.3 
In Chapter 5, this Guide recommends to compile and 
disseminate data on financial derivatives positions as 
a memorandum to public sector debt statistics. Such 
information is useful because these contracts can add 
to a public sector unit’s liabilities and, if used inappro
priately, cause significant losses.4

2.7 Due to specific legal, institutional, and practi cal 
arrangements, some definitions of debt other than the 
above may also exist. It is therefore useful to always 
clearly identify the definition of debt accor ding to 
the instruments included. Total debt in this Guide 
covers all debt instruments specified in para graph 2.3, 
but narrower definitions are sometimes presented, 
including:

•	 only currency and deposits, debt securities, and 
loans—a narrow definition confined to instru
ments traditionally used to “raise funds”; and 

•	 all debt instruments except insurance, pension, 
and standardized guarantee schemes—a broader 
defini tion close to total debt that primarily 
excludes pension liabilities. 

a. Outstanding and actual current liabilities

2.8 For a liability to be considered debt it must 
exist and be outstanding.5 The decisive consideration is 
whether a creditor has a claim on the debtor. Debt lia
bilities are typically established through the pro vision 
of economic value by one institutional unit, the credi
tor, to another, the debtor, normally under a con tractual 
arrangement. Debt liabilities can also be created by the 
force of law,6 and by events that require future transfer 
payments.7 Debt liabilities include ar rears of principal 
and interest. Commitments to pro vide economic value 
in the future do not establish debt liabilities until items 
change ownership, services are rendered, or income 

3Offmarket swaps do have a debt component, as outlined in 
Chapter 4.

4See Chapter 5, paragraphs 5.50–5.52.
5See Chapter 3, paragraphs 3.5–3.12 for a more detailed discus

sion of liabilities and financial assets. 
6These liabilities could include those arising from taxes, penal ties 

(including penalties arising from commercial contracts), and judicial 
awards at the time they are imposed. 

7These include claims on nonlife insurance companies, claims 
for damages not involving nonlife insurance companies, and claims 
arising from lottery and gambling activity.

accrues; for example, amounts yet to be disbursed 
under a loan or export credit com mitment are not to be 
included in the gross debt position.

2.9 Contingencies are conditions that may affect the 
financial performance of public sector units, depending 
on the occurrence, or nonoccurrence, of one or more 
future events. Contingencies, such as the granting of 
most oneoff guarantees,8 are not in cluded in the debt 
of the guarantor because they are not unconditional 
liabilities. Guaranteed debt continu es to be attributed to 
the debtor, not the guarantor, un less and until the guar
antee is called. However, for purposes of vulnerability 
analysis, the potential impact of contingent liabilities 
on public sector units matters. Therefore, while con
tingencies are excluded from the definition of debt of 
the guarantor, the value of speci fic contingent liabili
ties may be shown as a memo randum item in public 
sector debt statistics. This Guide encourages countries 
to set up systems to moni tor and disseminate data on 
contingent liabilities, as is discussed in more detail in 
Chapter 4.9

b. Principal and interest

2.10 The provision of economic value by the credi
tor, or the creation of debt liabilities through other 
means, establishes a principal liability for the debtor, 
which, until extinguished, may change in value over 
time. Interest is the cost (expense) that the debtor incurs 
for the use of the principal outstanding.10 Thus, interest 
is a form of investment income that is receivable by 
the owners of certain kinds of financial assets (SDRs, 
deposits, debt securities, loans, and other accounts 
receivable) for putting these financial and other 
resources at the disposal of another insti tutional 
unit. For most purposes, interest is an accrual concept. 
However, from a cash accounting perspec tive, periodic 
debtservice payments can be classified as interest 
payments11 or principal payments. The accrual of 
interest is described in the annex to this chapter. 

8Oneoff guarantees occur where the risk of a loan or security 
guaranteed cannot be calculated with any degree of accuracy. In 
most cases, these instruments are not recognized as financial assets 
or liabilities until called, and are not recorded in the 2008 SNA or 
GFSM.

9Standardized guarantees, which give rise to actual and not con
tingent liabilities, are discussed in Chapter 3.

10In other words, interest is the amount debtors will have to 
pay their creditors over and above the repayment of the amounts 
advanced by the creditors.

11For longterm debt instruments, interest paid periodically are 
those to be paid by the debtor to the creditor annually or more fre
quently; for shortterm instruments (i.e., with an original maturity of 
one year or less), interest paid periodically are those to be paid by 
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2.11 The definition of debt does not differenti
ate between principal and interest accrued. That is, 
the amount outstanding debt is a total that includes 
re sources originally advanced plus interest accrued to 
date minus any repayments. It is the future require ment 
to make payments, not the form of those pay ments, that 
determines whether a liability is a debt in strument or 
not. Payments could be made in any form, for example, 
currency and deposits, or goods and ser vices. 

2.12 The definition of debt does not necessarily imply 
that the timing of future payments of principal and/or 
interest is known. In many instances, the schedule of 
payments is known, such as on debt secu rities and loans. 
However, in other instances the exact schedule of pay
ments may not be known. For exam ple, the timing of 
payment might be at the demand of the creditor, such 
as for noninterestbearing demand deposits; or when 
the debtor is in arrears, and it is not known whether or 
when the arrears will actually be paid. Once again, it is 
the requirement to make the payment that determines 
whether the liability con stitutes debt, rather than the tim
ing of the payments. The liabilities of pension funds 
and life insurance companies to their participants and 
policyholders are considered as debt of those institutions 
because at some point in time a payment is due, even 
though the timing of that payment may be unknown. 

2. Net debt

2.13 For risk management, debt liabilities and assets 
may be dealt with in an integrated manner, focusing on 
net debt. For example, debt may have been incurred 
to fund assets that will generate income to meet lia
bilities. Net debt is calculated as gross debt minus 
financial assets corresponding to debt in struments, 
as illustrated in Table 2.1. Net worth and the balance 
sheet, which cover an even wider range of assets and 
liabilities, are discussed in more detail in Chapter 3, 
Section B. 

2.14 Monetary gold, as defined in 2008 SNA 
and BPM6, includes elements of a debt instrument 
(un allocated gold accounts) and a nondebt instrument 
(gold bullion). In principle, the gold bullion element of 
monetary gold should be excluded from the cal culation 
of net debt. However, in practice, the total amount for 
monetary gold may have to be used in the net debt cal
culation because compilers of public sector debt statis
tics may not be able to exclude the gold bullion element.

the debtor to the creditor before the redemption date of the instru
ment. Interest payments are distinct from the concept of accruing 
interest over the life of the liability. 

C. Institutional Units and Sectors

2.15 An economy can be divided into sectors, with 
each sector consisting of a number of institutional 
units12 that are resident in the economy (see Box 2.1). 
This Guide follows the 2008 SNA by dividing an eco
nomy into five mutually exclusive institutional sec tors. 
The units in each sector have similar economic objec
tives that can be differentiated from those of other sec
tors. The five institutional sectors are:

•	 The nonfinancial corporations sector, which 
consists of resident institutional units that are prin
cipally engaged in the production of market goods 
or nonfinancial services;

•	 The financial corporations sector, which consists 
of resident institutional units that are principally 
engaged in providing financial services, including 
financial intermediation, to other institutional units;

•	 The general government sector, which consists 
of resident institutional units that fulfill the func
tions of government as their primary activity. In 
other words, those institutional units that produce 
services (and possibly goods) for individual or col
lective consumption, primarily on a nonmarket 
basis, and redistribute income and wealth, in addi
tion to fulfilling their political responsibilities and 
their role of economic regulation;

•	 The households sector, which consists of a group 
of persons who share the same living accommo

12Hereafter, “unit” will often be used as a short form for 
“in stitutional unit.”

Table 2.1. Calculation of Net Debt

Gross debt  
(liabilities in the  

form of debt  
instruments)  

(a)

Financial assets  
corresponding to  
debt instruments  

 
(b)

Net debt  
 
 
 

(c)=(a)–(b)

SDRs Monetary gold  
  and SDRs

Currency and  
  deposits

Currency and 
  deposits

Debt securities Debt securities
Loans Loans
Insurance, pension,  
  and standardized  
  guarantee  
  schemes

Insurance, pension,  
  and standardized 
  guarantee 
  schemes

 

Other accounts 
  payable

Other accounts 
  receivable

Total gross debt Total financial assets  
  corresponding to 
  gross debt

Total net 
debt 
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dation, who pool some, or all, of their income and 
wealth and who consume certain types of goods 
and services collectively (mainly housing and 
food). Households may be of any size and take 
a variety of different forms in different societies 
or cultures. All physical persons in the economy 
must belong to one and only one household. The 
princi pal functions of households are to supply 
labor, to undertake final consumption, and, as 
entrepreneurs, to produce market goods and non
financial (and possibly financial) services; and

•	 The nonprofit institutions serving households 
(NPISHs) sector, which consists of resi dent non
market nonprofit institutions (NPIs) that are not 
controlled by government.13 They provide goods 

13NPIs are legal or social entities, created for the purpose of pro
ducing goods and services, whose status does not permit them to be 
source of income, profit, or other financial gain for the units that 

and services to households free or at prices that 
are not economically significant.

2.16 Each of these sectors may be divided into sub
sectors, and the subsectors can be combined in differ ent 
ways to form other sectors. For example, the gene ral 
government sector can be divided into central, state, and 
local government subsectors, and the non financial cor
porations sector can be divided into pub lic nonfinancial 
corporations, foreigncontrolled non financial corpora
tions, and national private nonfinan cial corporations.14

2.17 The public sector consists of all resident 
institutional units controlled directly, or indirectly, 
by resident government units, that is, all units of the 
general government sector, and resident public cor
porations (see Figure 2.1).15 Control is defined as the 
ability to determine general corporate policy of the 
corporation. “General corporate policy” refers to, in 
a broad sense, the key financial and operating poli
cies relating to the corporation’s strategic object ives 
as a market producer. The 2008 SNA lists eight indi
cators that should assist in determining whether a cor
poration is controlled by a government unit or another 
public corporation16: (1) ownership of the majority of 
the voting interest; (2) control of the board or other 
governing body; (3) control of the ap pointment and 
removal of key personnel; (4) control of key committees 
of the entity; (5) golden shares and options; (6) regu
lation and control; (7) control by a dominant public 
sector customer or group of public sector customers; 
and (8) control attached to borrow ing from the govern
ment. Although a single indicator could be sufficient to 
establish control, in other cases, a number of separate 
indicators may collectively indi cate control. 

2.18 The general government sector comprises all 
government units and all nonmarket nonprofit insti
tutions (NPIs) that are controlled by government units:

establish, control, or finance them. Nevertheless, some NPIs deliver 
goods and services to customers at economi cally significant prices 
and, when they do, these NPIs are treat ed in the same way as corpora
tions in the 2008 SNA. Other NPIs that are controlled by government 
and are engaged in nonmarket production are treated as government 
units. The remaining NPIs, those that produce goods and services 
but do not sell them at economically significant prices and are not 
controlled by government, are treated as a special group of units called 
NPIs serving households, or as part of corporations, if they serve them.

14Similarly, financial corporations can be divided into public, 
foreigncontrolled, and national private financial corporations, 
respectively. 

15For a complete discussion on the sectorization of the public 
sector, see GFSM 2001 Companion Material, Coverage and Sector
ization of the Public Sector, by Paul Cotterell, Ethan Weisman, and 
Tobias Wickens, December 2006, IMF, Washington, DC. (http://
www.imf.org/external/pubs/ft/gfs/manual/comp.htm)

16See 2008 SNA, paragraphs 4.77–4.80 for more details.

An institutional unit is an economic entity that is 
capable, in its own right, of owning assets, incurring 
liabilities, and engaging in economic activities and in 
transactions with other entities. Some important fea
tures of institutional units follow:

•	 The ability of an institutional unit to own goods or 
assets in its own right means that it is also able to 
exchange the ownership of goods or assets in trans
actions with other institutional units.

•	 An institutional unit is able to take economic deci
sions and engage in economic activities for which it is 
itself held directly responsible and accountable at law.

•	 An institutional unit is able to incur liabilities on its 
own behalf, to take on other obligations or future 
commitments, and to enter into contracts.

•	 Either a complete set of accounts, including a bal
ance sheet of assets, liabilities, and net worth, exists 
for an institutional unit, or it would be possible and 
meaningful, from both an economic and legal view
point, to compile a complete set of accounts if they 
were required.

There are two main types of entities that may qualify as 
institutional units: (1) persons or groups of persons in the 
form of households and (2) legal or social entities, whose 
existence is recognized by law or society independently of 
the persons or other entities that may own or control them. 
The four types of legal or social entities recognized in the 
2008 SNA and this Guide as institutional units are cor
porations, quasicorporations, nonprofit institutions, and 
government units. The status of institutional units cannot 
always be inferred from its name, and it is necessary to 
examine its objectives and functions.

Box 2.1. Definition of an Institutional Unit
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•	 Government units are institutional units with legis
lative, judicial, or executive authority over other 
institutional units within a given area; they assume 
responsibility for the provision of goods and ser
vices to the community or to individual households 
on a nonmarket basis; they make transfer payments 
to redistribute income and wealth; and they finance 
their activities mainly by means of taxes and other 
income from units in other sectors of the economy.

•	 Nonmarket NPIs that are controlled by govern
ment units are legal or social entities created for the 
purpose of producing goods and services on a non
market basis, but whose status does not permit them 
to be a source of income, profit, or other fi nancial 
gain for government. Even though NPIs may have 
a legal status of nongovernment entities, they are 
considered to be carrying out government policies 
and, thus, effectively are part of govern ment. The 
2008 SNA lists five indicators that should assist 
in determining whether an NPI is controlled by a 
government unit: (1) the appoint ment of officers; 
(2) other provisions of the en abling instrument; 
(3) contractual agreements; (4) degree of financing 
by government; and (5) risk exposure. 

2.19 Public corporations include all corporations 
controlled by government units or by other public 
corporations. Corporations subject to the control of 
a government (or public corporation) that is resi
dent in a different economy from that government 
are not classified as public corporations.17 Corpora
tions are all entities that are (i) capable of generat
ing a profit or other financial gain for their owners, 
(ii) recog nized by law as legal entities separate from 

17Also see the discussion of residence later in this chapter.

their owners who enjoy limited liability, and (iii) set up 
for purposes of engaging in market production (i.e., pro
ducing goods and services at economically signi ficant 
prices18). Quasicorporations, which are not in corporated 
or otherwise legally established, but func tion as if they 
were corporations, are also classified as corporations. 
Market NPIs (i.e., NPIs engaging in market production) 
are also classified as corporations. Corporations are part 
of the nonfinancial corporations sector or financial cor
porations sector in the economy, depending on the nature 
of their primary activity. Institutional units controlled by 
government, that are legally established as corporations 
but are not market producers (i.e., they do not sell their 
output at eco nomically significant prices), are classified 
as part of the general government sector, not the public 
corpora tions sector. Similarly, unincorporated enterprises 
owned by government units that are not quasicorpo
rations remain integral parts of those units and, there fore, 
must be included in the general government sector. 

D. Institutional Coverage and 
Sectorization of the Public Sector

2.20 The public sector is a combination of the general 
government sector and all public corporations. Figure 
2.2 illustrates the public sector and its main components. 

1. The general government sector and its 
subsectors

2.21 For analytic purposes, it is often necessary or 
desirable to disaggregate the statistics of the general 
government sector. Two primary methods of construc

18Economically significant prices are prices that have a sig
nificant influence on the amounts that producers are willing to 
supply and on the amounts that purchasers wish to buy. 

Figure 2.1.  The Public Sector and Its Relation to Other Institutional Sectors of the Economy

General
Government

Sector

Nonfinancial
Corporations

Sector

Financial
Corporations

Sector

Households 
Sector

Nonprofit 
Institutions 

Serving
Households

Sector

Public

Public Public

Private Private

Private Private
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ting subsectors are presented; the difference between 
them is the result of alternative treatments of social 
security funds.

2.22 Depending on the administrative and legal 
arrangements, there may be more than one level of 
government within a country, and statistics should be 
compiled for each level (also referred to as a sub sector). 
However, because of these different arrange ments, data 
at each subsector of government are not suitable for 
international comparisons. Only general government 
and public sector data are internationally comparable. 

2.23 In the GFSM and 2008 SNA, provision is made 
for three subsectors of general government: central; 
state, provincial, or regional; and local. Not all coun
tries have all three levels; some may have only a cen
tral government or a central government and one level 
below. Other countries may have more than three levels. 
In that case, the various units should all be classified as 
one of the three subsectors suggested here. In addition 
to levels of government, the exis tence of social security 

funds and their role in fiscal policy may require that 
statistics for all social security funds be compiled as 
a separate subsector of the general government sector.

2.24 The requirements to classify general govern
ment units according to their level of government, and 
whether they are a social security fund (see paragraphs 
2.44–2.46), can be accommodated in two alternative sets 
of subsectors, as outlined in the GFSM and 2008 SNA.19 

•	 All social security funds could be combined into a 
separate subsector and all other general govern ment 
units could be classified according to their level. In 
that case, the central, state, and local gov ernment 
subsectors would comprise all govern ment units 
other than social security funds (Figure 2.3); or

19The alternative methods of subsectoring are designed to 
ac commodate different analytic needs. The decision as to which 
method is more appropriate in a given country depends on how 
significant social security funds are and on the extent to which they 
are managed independently of the government units with which they 
are associated. 

Public Sector

General Government Public Corporations

Central Government Public
Financial

Corporations

Public
Nonfinancial
Corporations

State Government

Local Government

Central Bank

Other Public Financial
Corporations

 Public Deposit-Taking
Corporations Except the

Central Bank

Figure 2.2. The Public Sector and Its Main Components
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•	 Social security funds could be classified accord
ing to the level of government that organizes and 
man ages them and combined with the other gen
eral government units at that level. Thus, the gen
eral government would consist of central, state, 
and local government, assuming that all three lev
els of government exist (Figure 2.3). To facilitate 
analysis of social security funds as a whole, sepa
rate statistics for them may be provided within the 
statistics for each level of government.

Countries may choose either presentation. For pur
poses of consistency and comparability, the GFS Year
book adopts a single approach.

a. Budgetary and extrabudgetary

2.25 The central, state, and local government sub
sectors of general government are each made up of insti
tutional units (see paragraph 2.23). For each of these 
subsectors, it is often analytically useful to group its 
entities according to administrative arrangements and 
distinguish between a budgetary component and those 
that are extrabudgetary (irrespective of the treatment of 
social security funds—see paragraph 2.24). The budget
ary component may only comprise the main (or general) 
budget and the extrabudgetary component of the remain
ing entities that constitute that level of government, 
excluding social security funds. Such a grouping allows 
for a more direct comparison of the budget data with the 
statistics. Whether entities are classified as budgetary 

or extrabudgetary depends on country circumstances. 
What is important, though, is that the statistics for each 
level of government cover all entities that constitute that 
subsector of government (central, state, or local), based 
on macroeconomic sta tistical guidelines.  

2.26 In all countries, there is an institutional unit 
of the general government sector important in terms 
of size and power, in particular the power to exercise 
control over many other units and entities. The budge
tary central government is a single unit of the central 
government that encompasses the fundamental activ
ities of the national executive, legislative, and judici
ary powers. This component of general government is 
usually covered by the main (or general) budget. The 
budgetary central government’s revenues, as well as 
its expenses and outlays, are normally regulated and 
controlled by a Ministry of Finance, or its functional 
equivalent, by means of a general budget approved by 
the legislature. Most of the ministries, departments, 
agencies, boards, commissions, judicial authorities, 
legislative bodies, and other entities that make up the 
budgetary central government are not separate institu
tional units. This is because they generally do not have 
the authority to own assets, incur liabilities, or engage 
in transactions in their own right. The state or local 
government subsectors also have each a budgetary 
state/local government component that includes the 
principal executive, legislative, and judicial powers for 
these levels of government. They may also have extra
budgetary components.

2.27 General government entities with individual 
budgets not fully covered by the general budget are 
considered extrabudgetary.20 These entities operate 
under the authority or control of a central, state, or local 
government. Typically, extrabudgetary entities have 
their own revenue sources, which may be supple mented 
by grants (transfers) from the general budget or from 
other sources, and have discretion over the volume and 
composition of their spending. Such en tities are often 
established to carry out specific func tions, such as road 
construction or the nonmarket production of health 
or education services. Budgetary arrangements vary 
widely across countries, and vari ous terms are used to 
describe these entities, but they are often referred to 
as “extrabudgetary funds” or “de centralized agencies.”

20These government entities are institutional units if they main
tain full sets of accounts, own goods or assets in their own right, 
engage in nonmarket activities for which they are held accountable 
at law, and are able to incur liabilities and enter into contracts in their 
own right. If an entity does not qualify as a unit, it is considered as 
part of the unit that controls it.

1 Includes social security funds.

2 Alternatively, social security funds can be combined into a separate sector, as

  shown in the box with dashed lines.

General Government Sector 

Central Government

Subsector 

State Government Subsector 1 

1 

Local Government Subsector 1 

Social Security Funds 

Subsector 2  

Figure 2.3. The General Government 
Sector and Its Main Subsectors
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2.28 Nonmarket NPIs controlled by government 
are typically classified as extrabudgetary units because 
they generally have the authority to own assets, incur 
liabilities, or engage in transactions in their own right. 
More specifically, they are classified with the level of 
government that controls them, i.e., central, state, or 
local government. Indicators of government control of 
NPIs are discussed in paragraph 2.18.

2.29 Sometimes, governments establish legal enti
ties that cannot act independently and are simply a 
passive holder of assets and liabilities. Such an entity 
is referred to as an artificial subsidiary and is not 
treated as a separate institutional unit, unless it is resi
dent in an economy different from that of its parent (see 
paragraphs 2.94–2.102). Resident artificial subsidiary 
entities are classified as components of the level of 
government that controls them (i.e., as part of its parent 
unit or extrabudgetary units of the parent unit(s)). 

2.30 Often, government resident artificial subsid
iaries are set up as special purpose entities (SPEs). 
Although these resident artificial subsidiaries are legally 
corporations, they should be classified within the general 
government sector (to the extent that they are nonmar
ket producers and are controlled by another government 
unit), either as an extrabudgetary government unit or 
with the government unit that controls the SPE.21

2.31 Distinct from a resident artificial subsidiary, 
is a legal entity undertaking only ancillary activities.22 
Such an entity will in general not satisfy the criteria 
to be an institutional unit (similar to resident artificial 
subsidiaries). 

2.32 Another example of a resident artificial subsid
iary is where government establishes a central borrowing 
authority that appears to be a public financial corporation 
but is, in fact, a general government unit. The central bor
rowing authority borrows on the market and then lends 
only to general government units. Because such entities 
are not separate institutional units and merely facilitate 
government borrowing, they should be classified in gen
eral government, either as an extrabudgetary unit or with 
the government unit that controls the central borrowing 

21Resident SPEs acting independently, acquiring assets and incur
ring liabilities on their own behalf, and accepting the associated risk, 
are treated as separate institutional units and are classified to sector 
according to their principal activity. All nonresident SPEs are treated 
as separate institutional units and any transactions they carry out are 
reflected in the accounts of government (see paragraphs 2.64–2.67).

22An ancillary activity is a supporting activity undertaken within 
an enterprise in order to create the conditions within which the 
principal or secondary activities can be carried out. In addition, 
ancillary activities have certain common characteristics related to 
their output. See 2008 SNA, paragraphs 5.35–5.45 for more details.

authority. Where these central borrowing authorities are 
created as a resident in an economy different from that 
of its parent, they should be classified as captive financial 
institutions (see paragraph 2.55) in the financial sector of 
the host economy.

2.33 The following sections further define the sub
sectors of government. These definitions apply wheth er 
social security funds are included with the level of 
government that organizes and manages them, or as a 
separate subsector of general government.

b. Central government 

2.34 The central government subsector consists 
of the institutional unit(s) of the central government 
plus those nonmarket NPIs that are controlled by 
the central government. The political authority of 
cen tral government extends over the entire territory 
of the country. Central government has, therefore, the 
authority to impose taxes on all resident institutional 
units and on nonresident units engaged in economic 
activities within the country. Its political responsibili
ties include national defense, the maintenance of law 
and order, and relations with foreign governments. It 
also seeks to ensure the efficient working of the social 
and economic system by means of appropriate legis
lation and regulation. It is responsible for providing 
collective services for the benefit of the community as 
a whole, and for this purpose incurs outlays on de fense 
and public administration. In addition, it may incur 
outlays on the provision of services, such as education 
or health, primarily for the benefit of indivi dual house
holds, and it may make transfers to other institutional 
units, including other levels of govern ment.

2.35 In most countries, the central government sub
sector is a large and complex subsector. Nonetheless, 
as described in paragraphs 2.24–2.32, it is generally 
composed of a budgetary central government, extra
budgetary units, and social security funds (unless a 
separate subsector is used for social security funds, as 
described in paragraph 2.24). 

2.36 Although the central government may also 
con trol nonfinancial or financial corporations, these 
cor porations are classified outside of the central (and 
general) government but are part of the public sector. 
However, if institutional units controlled by govern
ment are legally established as corporations but are 
not market producers, they are classified as part of the 
general government sector, not the public corporations 
sector. Similarly, unincorporated enterprises control
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led by government units that are not quasicorpora
tions remain integral parts of those units and, there fore, 
would be included in the general government sector.

c. State, provincial, or regional government

2.37 For ease of expression and consistency with the 
2008 SNA and GFSM, this level of government will be 
referred to hereafter as the state government. The state 
government subsector consists of state, provincial, or 
regional governments that are separate institutional 
units plus those nonmarket NPIs that are controlled 
by state, provincial, or regional gov ernments. State 
governments are institutional units exercising some 
of the functions of government at a level below that of 
central government and above that of the governmen
tal institutional units existing at a local level. They 
are institutional units whose fiscal, legislative, and 
executive authority extends only to individual “states” 
into which the country as a whole may be divided. Such 
“states” may be describ ed by different terms in differ
ent countries. In many countries, especially smaller 
countries, individual states and state governments may 
not exist. However, in large countries, especially those 
that have federal constitutions, considerable powers and 
responsibilities may be assigned to state governments.

2.38 A state government usually has the fiscal 
authority to levy taxes on institutional units that are 
resident in, or engage in economic activities or trans
actions within, its area of competence (but not other 
areas). A state government is an institutional unit if it 
maintains a full set of accounts, owns goods or assets 
in its own right, engages in nonmarket activities for 
which it is held accountable at law, and is able to incur 
liabilities and enter into contracts in its own right. It 
must also be entitled to spend or allocate some, or pos
sibly all, of the taxes or other revenue that it re ceives 
according to its own policies, within the general rules 
of law of the country, although some of the transfers it 
receives from central government may be tied to certain 
specified purposes. It should also be able to appoint its 
own officers, independently of external administrative 
control. On the other hand, if a regional unit is entirely 
dependent on funds from central government, and if 
the central government also determines the ways in 
which these funds are to be spent at the regional level, 
it should be treated as an agency of central government 
rather than as a separate level of government.

2.39 State governments, when they exist, are dis
tinguished by the fact that their fiscal authority ex tends 
over the largest geographical areas into which the coun

try as a whole may be divided for political or admin
istrative purposes. In a few countries more than one 
level of government exists between the central govern
ment and the smallest governmental institution al units 
at a local level; in such cases, for purposes of sectoring 
within the GFSM and 2008 SNA, these intermediate 
levels of government are grouped to gether with the 
level of government, either state or local, with which 
they are most closely associated.

2.40 State governments may control corporations in 
the same way as central government. Similarly, they may 
have units that engage in market production. The relevant 
producer units should be treated as quasicorporations 
whenever their operations and account ing records jus
tify this. These quasicorporations should be classified 
outside of the state government subsector (and general 
government sector) as part of public corporations.

d. Local government

2.41 The local government subsector consists of 
local governments that are separate institutional 
units plus those nonmarket NPIs that are controlled 
by local governments. In principle, local government 
units are institutional units whose fiscal, legislative, 
and executive authority extends over the smallest 
geographical areas distinguished for administrative 
and political purposes. The scope of their authority is 
generally much less than that of central government or 
state governments, and they may or may not be enti
tled to levy taxes on institutional units resident in their 
areas. They are often heavily dependent on grants or 
transfers from higher levels of government, and they 
may also act, to some extent, as agents of central or 
regional governments. However, to be recognized as 
local government, the unit should maintain full sets of 
account, own goods or assets in its own right, en gage 
in nonmarket activities for which they are held account
able at law, and are able to incur liabilities and enter 
into contracts in its own right. They should also be 
able to appoint their own officers, independently of 
external administrative control. Even when local gov
ernments act as agents of central or state governments 
to some extent, they can be treated as a separate level 
of government, provided they are also able to raise 
and spend some funds on their own initiative and own 
responsibility. 

2.42 Local government units are in closest contact 
with institutional units resident in their localities, and 
they typically provide a wide range of services to local 
residents, some of which may be financed out of trans
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fers from higher levels of government. The same rules 
govern the treatment of the production of goods and 
services by local government units as are applied to 
central and state governments. Units such as muni cipal 
theaters, museums, and swimming pools, that supply 
goods or services on a market basis and can be recog
nized as quasicorporations, are classified as part of the 
nonfinancial corporations sector, provided the appro
priate accounting information is available (see para
graphs 2.59–2.60). Otherwise, units supplying goods 
and services on a market basis are treated as market 
establishments within local government. Units supply
ing services on a nonmarket basis, such as education or 
health, remain an integral part of the local government 
unit which controls them.

2.43 Government units serving both a state govern
ment and one or more local governments should be 
included with the level of government that predomi
nates in its operations and finances. In some coun
tries more than one level of government exists between 
the central government and the smallest governmental 
in stitutional units at a local level. In such cases, these 
intermediate levels of government are grouped to gether 
with the level of government, either state or local, with 
which they are most closely associated. For some analy
ses, it may be useful to combine the sta tistics for state 
and local governments.

e. Social security funds

2.44 Social security funds are those units that are 
devoted to the operation of social security schemes. 
Social security schemes are social insurance schemes 
covering the community as a whole, or large sections 
of the community, and are imposed and controlled by 
government units.23 Social security schemes cover a 

23A social insurance scheme is an insurance scheme where the 
following two conditions are satisfied: (a) the benefits received 
are conditional on participation in the scheme and constitute 
social benefits (as this term is used in the 2008 SNA); and (b) at 
least one of the three conditions following is met: (i) Participation 
in the scheme is obligatory either by law or under the terms and 
conditions of employment of an em ployee, or group of employees; 
(ii) The scheme is a collective one operated for the benefit of a 
designated group of workers, whether employed or nonemployed, 
participation being re stricted to members of that group; and (iii) 
An employer makes a contribution (actual or imputed) to the 
scheme on behalf of an employee, whether or not the employee 
also makes a contribution.

A social insurance contribution is the amount payable to a 
social insurance scheme in order for a designated beneficiary to 
be entitled to receive the social benefits covered by the scheme. A 
social insurance benefit is a social benefit payable because the 
beneficiary participates in a social insurance scheme and the 
social risk insured against has occurred.

wide variety of programs, providing benefits in cash or 
in kind for old age, invalidity or death, survivors, sick
ness and maternity, work injury, unemployment, family 
allowance, health care, etc.

2.45 In macroeconomic statistics, a social security 
fund is recognized only if it is organized and man
aged separately from the other activities of government 
units, if it holds its assets and liabilities separately from 
other government units, and it engages in finan cial 
transactions on its own account. However, not all social 
security schemes are organized and managed by social 
security funds; for example, a social security scheme 
for sickness may be operated by a national health min
istry. If there is a separate fund (i.e., a sepa rate institu
tional unit) to meet government employee pensions, this 
fund should be excluded from social security funds. 

2.46 Consistent with the GFSM and 2008 SNA, this 
Guide allows for social security funds to be accom
modated in two alternative sets of subsectors, as 
de scribed in paragraph 2.24. 

2. Public nonfinancial corporations 
subsector

2.47 All resident nonfinancial corporations 
con trolled by general government units or public 
corpo rations are part of the public nonfinancial 
corpora tions subsector. Nonfinancial corporations 
are cor porations whose principal activity is the pro
duction of market goods or nonfinancial services. 

2.48 Typical examples of public nonfinancial cor
porations are national airlines, national electricity 
companies, and national railways. This category also 
includes public nonprofit institutions engaging in mar
ket production (such as hospitals, schools, or col leges 
that charge economically significant prices). However, 
this category excludes entities that receive financial aid 
from government but are not controlled by government 
(see paragraph 2.17).

3. Public financial corporations subsector

2.49 All resident financial corporations con
trolled by general government units or other public 
corpora tions are part of the public financial corpo
rations subsector. Financial corporations comprise 
all resi dent corporations whose principal activity is 
the pro vision of financial services including financial 
inter mediation, insurance and pension fund services, 
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and units that provide activities that facilitate finan
cial intermediation to other institutional units. In addi
tion, this category includes public nonprofit institutions 
en gaged in market production of a financial nature 
such as those financed by subscriptions from financial 
en terprises whose role is to promote and serve the inte
rests of those enterprises. 

2.50 The public financial corporations subsector can 
be divided into public deposittaking corporations and 
other public financial corporations. Relative to other 
subsectors of the public sector, public financial corpo
rations may tend to have relatively large levels of gross 
debt and relatively low, or negative, net debt because 
of their role in financial intermediation. Accordingly, 
separate data for public financial corpo rations may be 
more useful than combined with other components of 
the public sector.

a. Public deposit-taking corporations

2.51 Public deposittaking corporations are 
finan cial corporations controlled by general govern
ment units or other public corporations whose prin
cipal activity is financial intermediation and who 
have liabilities in the form of deposits or financial 
instru ments that are close substitutes for deposits. 
Two types of public deposittaking corporations can 
be distinguished: the central bank and public deposit
taking corporations except the central bank. 

i. The central bank

2.52 The central bank is the national financial 
in stitution that exercises control over key aspects of 
the financial system. In general, the following finan
cial intermediaries are classified in this subsector: 

•	 The national central bank, including where it is 
part of a system of central banks; 

•	 Currency boards or independent currency authori
ties that issue national currency that is fully backed 
by foreign exchange reserves; and

•	 Central monetary agencies of essentially public 
origin (for example, agencies managing foreign 
exchange or issuing banknotes and coins) that 
keep a complete set of accounts but are not clas
sified as part of central government. Supervisory 
authorities that are separate institutional units are 
not included with the central bank but are included 
with other (public) financial corporations. 

2.53 As long as the central bank is a separate 
insti tutional unit, it is always part of the financial 
corpora tions sector (even if it is primarily a nonmarket 
pro ducer).

ii. Public deposittaking corporations except the 
central bank

2.54 Public deposittaking corporations except 
the central bank consist of all resident depository 
corpo rations, except the central bank, that are con
trolled by general government units or other public 
corpora tions. Examples are commercial banks, “uni
versal” banks, “all purpose” banks, savings banks, post 
office giro institutions, post banks, rural credit banks, 
agri cultural credit banks, exportimport banks, and 
specia lized banks if they take deposits or issue close 
sub stitutes for deposits.

b. Other public financial corporations

2.55 Other public financial corporations com
prise all resident financial corporations, except pub
lic deposittaking corporations, controlled by general 
government units or other public corporations. This 
subsector includes units that raise funds on financial 
markets other than by deposits and use them to acquire 
financial assets. Examples of units in this sub sector are 
money market funds, nonmoney market in vestment 
funds, other financial intermediaries (except insurance 
corporations and pension funds), financial auxiliaries24 
(including supervisory authorities that are separate insti
tutional units), captive financial institu tions and money 
lenders, insurance corporations, and pension funds. 

4. Other groupings of public sector units

2.56 In addition to the main and subgroupings of 
general government and public corporations in the 
preceding sections, other groupings of public sector 
units could be constructed in macroeconomic statis tics, 
including:

•	 The nonfinancial public sector—the general 
gov ernment sector plus public nonfinancial 
corpora tions; 

•	 The general government sector plus the central 
bank; and

24Financial auxiliaries are institutional units principally 
en gaged in serving financial markets, but do not take ownership 
of the financial assets and liabilities they handle. 
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•	 The central government public sector—the cen
tral government subsector plus public corporations 
controlled by the central government.

2.57 The term “sovereign” is often used by finan
cial markets and fiscal analysts in the context of debt. 
Unlike groupings of the public sector described previ
ously, which are based on institutional units, “sover
eign” is defined on a functional basis and may be used 
in varying ways. Normally, the “sovereign issuer” of 
debt is the government (usually national or federal) that 
de facto exercises primary authority over a recog nized 
jurisdiction whose debt securities are being con sidered. 
Consequently, “sovereign debt” is debt that has been 
legally contracted by the national govern ment. Debt 
issued by agents of the sovereign—com monly referred 
to in financial markets as “quasisove reigns”—may be 
part of the definition of sovereign debt if the sover
eign explicitly guarantees or contracts on their behalf. 
Examples of possible quasisovereigns are state or local 
governments, the central bank, or other public corpora
tions. “Sovereign debt” is not the same as “public sector 
debt” and should not be used interchangeably. To avoid 
confusion and, as a service to users, the presentation 
of “sovereign debt” statistics should indicate the insti
tutional coverage of the debt, and how this relates to 
general government and/or public sector debt statistics.

2.58 It is often necessary to construct these addi
tional groupings of public sector units for analytic 
purposes. Although public corporations are primarily 
engaged in selling goods and services at economically 
significant prices (market activity), they may serve 
many different purposes. For example, public corpora
tions may exist to serve as an instrument of public (or 
fiscal) policy for government, to generate profits for 
general government, to protect key resources, to pro
vide competition where barriers to entry may be large, 
and to provide basic services where costs are prohibi
tive. Public corporations are often large and/or nume
rous, and they have an economic impact, for example: 

•	 Often public corporations are involved in socalled 
quasifiscal operations (i.e., they carry out govern
ment operations at the behest of the government 
units that control them) in addition to the market 
activities that public corporations normally engage 
in as market producers.

•	 Public corporations may also be of significance to 
government because of the effects their magnitude 
or strategic position may have on macroeconomic 
objectives, such as bank credit, aggregate demand, 
borrowing abroad, and the balance of payments.

•	 Many public corporations may also represent a 
sizeable investment of national resources, at consi
derable opportunity costs. With resources com
ing predominantly from government rather than 
pri vate investors, these investments may not ben
efit from the business analysis usually provided 
by financial markets as regards management 
efficien cy and a rate of return on capital.

•	 Public corporations not only have a macroecono
mic impact, they also are a potential source of 
fiscal risk to the extent that their debts would be 
explicitly or implicitly guaranteed by government, 
or may hold reputational risks for government.

5. Borderline cases

a. Identifying quasi-corporations

2.59 A quasicorporation is either (i) an unincor
porated enterprise owned by a resident institutional 
unit that has sufficient information to compile a 
complete set of accounts and is operated as if it were 
a separate corporation and whose de facto relation
ship to its owner is that of a corporation to its share
holders, or (ii) an unincorporated enterprise owned 
by a nonresident institutional unit that is deemed to 
be a resident institutional unit because it engages in 
a significant amount of production in the economic 
territory over a long or indefinite period of time.25 
Because quasicorporations function as if they were 
corporations, they are treated in macroeconomic statis
tical systems as if they were corporations: that is, as 
institutional units separate from the units to which they 
legally belong. Thus, quasicorporations owned by gov
ernment units are grouped with public corpora tions in 
the public nonfinancial or public financial cor poration 
sectors. Indeed, the existence or possibility to construct 
a complete set of accounts, including balance sheets, 
for the enterprise is a necessary condi tion for it to be 
treated as a separate institutional unit. 

2.60 To be treated as a government quasicorpora
tion, the government must grant management of the 
enterprise considerable discretion, not only with re spect 
to the management of the production process but also 
the use of funds. Government quasicorporations must 
be able to maintain their own working balances and 
business credit and be able to finance some or all of 

25Unincorporated enterprises, such as a post office or national 
railways, may exist in government ministries. When these 
un incorporated enterprises produce goods and services for the mar
ket and have separate sets of accounts, they are quasicorpo rations 
and classified as part of public corporations. 
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their capital formation out of their own saving, financial 
assets, or borrowing. The ability to distin guish flows 
of income and capital between quasicor porations and 
government implies that, in practice, their operating 
and financing activities must be separa ble from gov
ernment revenue or financing statistics, despite the fact 
that they are not separate legal entities. 

b. Restructuring agencies

2.61 Restructuring agencies are entities set up 
to sell corporations and other assets, and for the 
re organization of companies. They may also serve for 
defeasance of impaired assets or repayment of liabili
ties of insolvent entities, often in the context of a bank
ing crisis. 

2.62 Some public sector units specialize in the 
re structuring of corporations, either nonfinancial or 
fi nancial. These corporations may or may not be con
trolled by government. Restructuring agencies may be 
longstanding public sector units or agencies created 
for this special purpose. Governments may fund the 
restructuring operations in various ways, either direct ly, 
through capital injections (capital transfer, loan, or 
acquisition of equity) or indirectly, through granting 
guarantees. The following criteria should be consider ed 
in determining whether a restructuring unit is part of 
general government, given that the market/non market 
output criteria is insufficient for this purpose:26

•	 A unit that serves only government is more likely 
to be included in general government than one that 
serves other units as well. 

•	 A unit that sells or buys financial assets at a value 
other than market values is more likely to be in the 
general government sector than not.

•	 A unit that takes on low risk because it acts with 
strong public financial support and, by law or de 
facto, on behalf of the government is likely to be 
included within the general government sector.

2.63 Restructuring agencies may operate in a num
ber of ways. The following are two frequently observ ed 
examples:

•	 A restructuring agency may undertake the 
re organization of public sector entities or the indi
rect management of privatization. Two cases may 
be considered:

26This is because restructuring units have, by nature, little out put. 

•	 The restructuring unit is a genuine holding com
pany controlling and managing a group of sub
sidiaries and only a minor part of its activity is 
dedicated to channeling funds from one sub sidiary 
to another on behalf of the government and for 
public policy purposes. This unit should be clas
sified as a financial corporation and the transac
tions made on behalf of the government should be 
rerouted through the general govern ment.27

•	 The restructuring unit, whatever its legal status, acts 
as a direct agent of the government and is not a 
market producer. Its main function is to redistribute 
national income and wealth, channeling funds from 
one unit to the other. The restructuring unit should 
be classified in the general government sector.

•	 Another example of a restructuring agency is one 
mainly concerned with impaired assets, mainly 
in a context of a banking or other financial cri
sis. Such a restructuring agency must be analyzed 
according to the degree of risk it assumes, consid
ering the degree of financing of the government. 
Again, two cases may be considered:

•	 The restructuring agency borrows on the mar
ket at its own risk to acquire financial or non
financial assets that it actively manages. In this 
case the unit should be classified as an institu
tion in the financial corporations sector.

•	 The restructuring agency deliberately purchases 
assets at above market prices with direct or 
in direct financial support from the government. 
It is primarily engaged in the redistribution 
of national income (and wealth), does not act 
in dependently of government or place itself at 
risk, and therefore should be classified in the 
general government sector.

c. Special purpose entities

2.64 Although there is no international definition of 
a special purpose entity (SPE), some typical features 

27Rerouting records a transaction as taking place in channels 
different from those observed. For example, a direct transaction 
between unit A and unit C may be best understood as a trans action 
first between unit A and unit B and second between unit B and unit 
C. This most often occurs when a unit that is a party to a transaction 
does not appear in the actual accounting records because of admin
istrative arrangements. Social contributions paid by employers 
directly to a retirement scheme are one such example. The economic 
substance of such a transaction is re vealed by rerouting: showing the 
social contributions as part of compensation of employees that is 
payable by employers to employees, who then make social contribu
tions to the retire ment scheme. 
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are that it has little physical presence, is always related 
to another corporation or government, and it is often 
resi dent in a territory other than the territory of resi
dence of its parent (see paragraph 2.97).28 

2.65 Governments may set up SPEs for financial 
convenience. For example, the SPE may be involved in 
fiscal or quasifiscal activities (including securitiza tion 
of assets, borrowing, etc.). Resident29 SPEs that func
tion only in a passive manner relative to general govern
ment and that carry out fiscal and quasifiscal activities 
are not treated as separate institutional units in the 
macroeconomic statistical systems—they are treated 
as part of general government regardless of their legal 
status. Resident SPEs acting independently, acquiring 
assets and incurring liabilities on their own behalf, 
accepting the associated risk, are treated as separate 
institutional units and are classified to sector according 
to their principal activity (see para graph 3.68).

2.66 SPEs that are resident in a different country 
than their owning government are always classified as 
separate institutional units in the economy where they 
are established. When such entities exist, care must 
be taken to reflect the fiscal activities of government 
accurately. All flows and stock positions between the 
general government and the nonresident SPE should be 
recorded in the accounts for general government and 
the rest of the world when they occur.

2.67 A government may create a nonresident SPE to 
undertake government borrowing or incur govern ment 
outlays abroad. Even if there are no actual eco nomic 
flows recorded between the government and the SPE 
related to these fiscal activities, flows and stock posi
tions should be imputed in the accounts of both the 
government and the rest of the world to re flect the fis
cal activities of the government undertaken by the SPE, 
including borrowing. The special case of securitization 
units is discussed in Chapter 4.

d. Joint ventures

2.68 Many public sector units enter into arrange
ments with private entities (for example, a publicpri
vate partnership—see Chapter 4) or other public sec tor 
units to undertake a variety of activities jointly. The 
activities could result in market or nonmarket out put. 
Joint operations can be structured broadly as one of 
three types: jointly controlled units, referred to here as 

28For more details on SPEs, see 2008 SNA, paragraphs 4.55–4.67.
29For a definition of resident and nonresident units, see the sec tion 

on residence later in this chapter.

joint ventures; jointly controlled operations; and jointly 
controlled assets.

2.69 A joint venture involves the establishment of 
a corporation, partnership, or other institutional unit 
in which, legally, each party has joint control over the 
activities of the joint venture unit. The units oper ate in 
the same way as other units except that a legal arrange
ment between the parties establishes joint con trol over 
the unit. As an institutional unit, the joint venture may 
enter into contracts in its own name and raise finance 
for its own purposes. A joint venture maintains its own 
accounting records. 

2.70 The principal question to be considered is 
whether the effective economic control of the joint ven
ture establishes a public or a private unit. If a joint 
venture operates as a nonmarket producer, then gov
ernment is in effective control and it is classified as part 
of the general government sector.

2.71 If the joint venture is a market producer, it is 
treated as a public or private corporation according to 
whether it is or is not controlled by a government unit, 
using the same indicators as described above. Normal ly, 
the percentage of ownership will be sufficient to deter
mine control. If the public and private units own an 
equal percentage of the joint venture, the other indica
tors of control must be considered (see para graph 2.17).

2.72 Public sector units can also enter into joint oper
ating arrangements that do not involve establish ing sepa
rate institutional units. Joint operating ar rangements can 
be in the form of jointly controlled operations or jointly 
controlled assets. In this case, there are no units requir
ing classification, but the re cording should reflect the 
proper ownership of assets. Also, any sharing arrange
ments of revenues and ex penses should be recorded in 
accordance with the provisions of the governing con
tract. For example, two units may agree to be responsible 
for different stages of a joint production process or one 
unit may own an asset or a complex of related assets but 
both units agree to share revenues and expenses.

e. Sinking funds

2.73 A sinking fund is a separate account, which 
may be an institutional unit or not, that is made up 
of segregated contributions provided by the unit(s) 
that makes use of the fund (the “parent” unit) for the 
gradual redemption of the parent unit’s debt. In the 
public sector, mostly general government units make 
use of sinking funds, but public corporations may do 
so too. Aside from eventually extinguishing all gov
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ernment debt in a prudent and orderly manner, sinking 
funds may be meant to inspire confidence, supporting 
the market for government securities. 

2.74 The subsector classification of a sinking fund 
may not always be clear. Public sector sinking funds 
are sectorized according to whether they are separate 
institutional units30 and, if so, whether they provide 
their services at economically significant prices (on a 
market basis) or not. 

•	 Sinking funds that are separate institutional units 
and provide services on a market basis are classi
fied as public financial corporations.

•	 Sinking funds that are separate institutional units 
and provide services on a nonmarket basis are 
clas sified as general government units. In par
ticular, such sinking funds will be classified as 
extrabud getary units of the unit that controls them 
(for example, central government). 

•	 Sinking funds that are not separate institutional 
units are classified with the unit that controls them 
(i.e., the “parent” unit). 

2.75 A variety of practices exist among sinking 
funds as to both their operation and the degree of con
trol exercised by the “parent” unit (such as govern
ment):

•	 Some sinking funds retire or purchase only the 
parent unit’s securities for which they are estab
lished. Such sinking funds are normally not sepa
rate institutional units and are classified with the 
unit that controls them.

•	 Some sinking funds may also have been assigned 
other responsibilities, such as the conduct of gov
ernment lending programs or even the collection 
of earmarked taxes. Such sinking funds are nor
mally not separate institutional units and are clas
sified with the unit that controls them.

•	 Other sinking funds may purchase and sell secur
ities of other governments or institutions—domes
tic or external—usually seeking securities that 
have similar maturity dates. Such sinking funds 
may well be institutional units providing services 
on a market basis and are classified as public 
fi nancial corporations. 

2.76 The consolidation of a sinking fund’s stock 
positions and flows with those of other public sector 
units is discussed in Chapter 8 of this Guide.

30An institutional unit is defined in Box 2.1. 

f. Pension schemes

2.77 The means by which pensions are provided to 
persons in retirement varies from country to country. 
This section provides guidance on the sectorization of 
public sector units that provide pensions to individuals 
via social security and employmentrelated schemes 
other than social security.31 

2.78 Together, social security and employmentre
lated schemes other than social security constitute 
so cial insurance schemes.32 Social insurance pensions 
in all countries are provided, if at all, in part by general 
government and in part by employers. Social insur ance 
pensions provided by general government are called 
social security and those by employers are call ed 
employmentrelated schemes other than social secu
rity (including government as employer). 

2.79 Social security schemes that provide pension 
benefits are classified as social security funds in the 
general government sector if they are separate insti
tutional units (see paragraphs 2.44–2.46). If such 
schemes are not separate institutional units, they are 
classified with the government unit that organizes and 
manages them. (See also paragraphs 3.53–3.59.)

2.80 Macroeconomic statistical systems do not 
recognize future pension obligations of social secu
rity schemes, but recommend to supplement balance 
sheet (and debt) information with information on 
social security obligations (including pensions). As 
explain ed in paragraph 17.192 of the 2008 SNA, there 
are two problems with including future entitlements 
from so cial security as liabilities in the government’s 
balance sheet. The first is that reliable estimates of the 
entitle ments may not be readily available. Secondly, 
even if these estimates exist, there is an argument 
that such estimates are of limited usefulness where 

31Pensions can also be provided via social assistance. Although 
the benefits (including pensions) provided under social assis tance 
and some social insurance schemes may be similar, the key distinc
tion is that social insurance benefits are only paid if the beneficiary 
participates in the social insurance scheme, where participation is 
normally evidenced by the beneficiary or another on his behalf, hav
ing made qualifying contributions. Social assistance is paid without 
qualifying contributions having been made, though meanstesting 
may be applied to ap plicants. Accordingly, there is no actual or 
imputed liability by the government to pay the benefits in the future. 
As a result, social assistance benefits are paid by general govern
ment units and pensions provided under social assistance are not 
discussed in this section.

32Social security schemes are discussed in paragraphs 2.44–2.46 
of this Guide and social insurance schemes are defined in footnote 
23. Paragraphs 8.71–8.79 in the 2008 SNA discuss the organization 
of social insurance schemes in detail. All social insurance schemes 
are founded on an employment relationship, even if participants are 
selfemployed or currently unemployed.
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govern ment has the possibility of changing the basis 
on which entitlements are determined in the order to 
keep the entitlements within the bounds of what is 
feasible within the budget. 

2.81 Regarding unfunded pension schemes spon
sored by government and provided via social secur
ity,33 the 2008 SNA does allow some flexibility in the 
recording of the pension entitlements. The following 
criteria should be considered: The closer the pension 
scheme is to a social security scheme (see paragraph 
2.44), the less likely its liabilities are to be included in 
government’s balance sheet; the less the benefits are 
tailored to the specific characteristics of the individual 
and the more they are applicable to the population at 
large, the less likely its liabilities are to be included 
in government’s balance sheet; the greater the ability 
of government to alter the benefit formula, the less 
likely its liabilities are to be included in the govern
ment’s balance sheet. However, none of these criteria 
alone is necessarily decisive in determining whether 
the scheme’s liabilities are recognized in government’s 
balance sheet or not.34 

2.82 Employmentrelated schemes other than 
social security derive from an employer–employee 
relationship in the provision of pension and possibly 
other entitlements that are part of the conditions of 
employment and where responsibility for the provi
sion of benefits does not devolve to general govern
ment under social security provisions. There are two 
employmentrelated pension schemes other than social 
security: a defined contributions scheme and a defined 
benefit scheme (see paragraph 3.54). For both types of 
schemes, a fund or segregated reserve is assumed to 
exist. For a defined contribution pension scheme a fund 
or segregated reserve must exist and for a defined ben
efit pension scheme a fund or segregated reserve may 
exist in reality, or it may be a notional fund. 

2.83 A fund or segregated reserve (regardless of the 
type of pension scheme) may satisfy the definition of an 
institutional unit or not: 

•	 If the fund is a separate institutional unit, it is an 
autonomous pension scheme. If this institutional 
unit is controlled by a public sector unit, this fund 
is classified as a public financial corporation. If 
not, this pension fund is a private financial corpo
ration.

33Private sector and public sector employees, including govern
ment’s own employees.

34See paragraphs 17.191–17.206 in the 2008 SNA for more details.

•	 If the fund is not a separate institutional unit, 
it may be part of the same institutional unit as the 
employer, or part of another financial institution, 
either an insurance corporation or a multiemployer 
scheme.

•	 If the fund is part of the same institutional unit as 
the employer and the employer is a public sector 
unit, this fund is classified with the pub lic sec
tor unit that controls the fund (for exam ple, the 
budgetary central government, a state or local 
government, or a specific public corpo ration). 
If the employer is not a public sector unit, this 
fund is classified with the private sec tor unit that 
controls the fund.

•	 If the fund is part of another financial institu tion, 
and the insurance corporation or multi employer 
schemes are controlled by public sec tor units, 
the fund is part of those public finan cial corpo
rations. If the insurance corporation or multiem
ployer schemes are controlled by private sector 
units, the fund is part of those private financial 
corporations.

2.84 A notional pension fund is not a separate insti
tutional unit and is classified with the employer unit, 
which may be any public sector or private sector unit, 
as relevant. An example is an unfunded, nonautono
mous government employer pension scheme. Stocks 
and flows related to such a scheme are classified with 
the government unit that operates the scheme.  

2.85 Pension liabilities (i.e., the pension entitle ments 
of the beneficiaries) of employmentrelated pension 
schemes other than social security are debt liabilities 
of the respective institutional units. Chap ter 3 discusses 
the instrument classification of pension entitlements. 

g. Provident funds

2.86 Provident funds are compulsory saving 
schemes that maintain the integrity of the contribu
tions for individual participants. Some governments 
create provident funds rather than providing social 
insurance benefits. Under provident fund ar rangements, 
the compulsory contributions of each par ticipant and of 
their employer on behalf of each parti cipant are kept in 
a separate account and are with drawable under speci
fied circumstances such as retire ment, unemployment, 
invalidity, and death. These contributions are then man
aged and invested to obtain an adequate return for each 
participant. 
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2.87 The establishment of a provident fund raises 
the issue of whether this fund is classified a social 
security scheme, elsewhere in the general government, 
a public corporation, or outside the public sector. Pro
vident fund arrangements as defined in the preceding 
paragraph cannot provide social insurance for the cov
erage of risks as this would sacrifice the integrity of 
individual accounts. These provident funds thus are 
excluded from social security schemes. 

2.88 The classification of a provident fund con
trolled by government in the general government or 
financial corporations sectors is determined by the 
same sectorization principles that apply to any other 
entity, as described earlier in this chapter:

•	 A resident provident fund controlled by govern
ment and that satisfies the definition of an institu
tional unit is classified as a public financial 
corpo ration. Participants’ contributions to the fund 
are recorded as an increase in its debt liabilities 
to in dividual participants and benefits payable 
reduce these debt liabilities. 

•	 A resident provident fund controlled by govern
ment and that is not an institutional unit is clas
sified with the government unit that controls 
it. Contributions to the fund are recorded as an 
in crease in the general government unit’s debt lia
bilities to individual participants and benefits pay
able reduce these debt liabilities.35

2.89 It is possible that a provident fund may be 
established in such a way that it includes a social secu
rity scheme (social insurance) as well as aspects of a 
compulsory saving scheme. In such cases, the fund 
would be classified according to the scheme that pre
dominates while still applying the sectorization prin
ciples outlined in this chapter. 

h. Sovereign wealth funds

2.90 Some governments create special purpose gov
ernment funds, usually called sovereign wealth funds 
(SWFs).36 Created and owned by the general gov
ernment, SWFs hold, manage, or administer assets 
to achieve financial objectives, and employ a set of 
investment strategies which include investing in for
eign financial assets. The funds are commonly estab
lished out of balance of payments surpluses, of ficial 

35The same treatment is applied for unfunded nonautonomous 
government employer pension schemes.

36Although these funds may have various names, this section 
refers to them as “sovereign wealth funds” for ease of reference. 

foreign currency operations, the proceeds from priva
tizations, fiscal surpluses, and/or receipts result ing 
from commodity exports. 

2.91 The establishment of an SWF raises the issue 
of whether this fund is classified as part of the general 
government, a public corporation, or outside the pub lic 
sector. The classification of an SWF controlled by gov
ernment in the general govern ment or financial corpo
rations sectors is determined by the same sectorization 
principles that apply to any other entity, as described 
in this chapter (para graphs 2.15–2.19 and 2.92–2.93).

2.92 A resident fund controlled by government may 
satisfy the definition of an institutional unit or not:

•	 If the fund is not an institutional unit, it is classi
fied with the unit that controls it.

•	 If the resident fund is an institutional unit, it is 
classified as:

•	 a public financial corporation if it is providing 
financial services on a market basis to govern
ment, and

•	 a general government unit (an extrabudgetary 
fund or social security fund), if it satisfies the 
definition of a government unit described in 
paragraph 2.18.

2.93 If the fund is an entity incorporated abroad or 
quasicorporation located abroad, it is classified as a 
separate institutional unit in the financial corporations 
sector of the economy in which the entity is legally 
incorporated, or in the absence of legal incorporation, 
is legally domiciled.

E. Accounting Principles

1. Residence 

2.94 Total public sector debt consists of all debt lia
bilities of resident public sector units to other residents 
and nonresidents. Although the focus in this section is 
on the debt of resident public sector units, the discus
sion of residence also applies to creditor units. 

2.95 The residence of each institutional unit is 
the economic territory with which it has the strongest 
connection (i.e., its center of predominant economic 
interest).37 According to international statistical stan
dards, residence is not based on nationality or legal 

37Residence is discussed in detail in the 2008 SNA, paragraphs 
4.10–4.15 and Chapter 26.
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criteria, although it may be similar to the concepts of 
residence used in many countries for exchange con trol, 
taxes, or other purposes. Nonresidents are units that are 
resident in any other economic territory.

2.96 An economy consists of a set of resident 
in stitutional units, including general government and 
public corporations. Economic terri tory also includes 
territorial enclaves physically located in the rest of 
the world (such as embassies, consulates, and military 
bases) because these entities are not, by formal agree
ment, subject to the laws of the host country. The case 
of SPEs of general government is discussed in para
graph 2.97. Corporations subject to the control of a 
government that is resident in a different economy from 
that government are not classified as public corpora
tions; these are classified as private corpora tions in the 
resident economy. This is because they are not public 
companies related to the government of their economy 
of residence. 

2.97 SPEs, “brass plate companies,” or “shell com
panies,” may be holders of public sector debt claims. 
These entities may have little or no physical presence in 
the economy in which they are legally incorporated or 
legally domiciled (for example, registered or licens ed), 
and any substantive work of the entity may be con
ducted in another economy. In such circumstances, 
there might be debate about where the center of eco
nomic interest for such entities lies: residence is then 
attributed to the economy in which the entity is legally 
incorporated, or in the absence of legal incorporation, 
is legally domiciled. (See also paragraphs 4.96–4.100.)

2.98 The economic territory of an international 
organization38 consists of the territorial enclaves over 
which it has jurisdiction. As a result, international orga
nizations are not considered residents of any national 
economy, including the country in which they are 
located or conduct their affairs.

2.99 International organizations may be global or 
regional. Regional organizations arise from regional 
arrangements such as customs unions, economic uni

38International organizations have the following character
istics: (a) The members of an international organization are 
either national states or other international organizations whose 
members are national states; (b) they are entities estab lished by 
formal political agreements between their members that have the 
status of international treaties; (c) their existence is recognized 
by law in their member countries; and (d) they are created for 
various purposes, such as international financial organizations 
(for example, the IMF and World Bank) or to provide nonmarket 
services of a collective nature for the bene fit of their member 
states (for example, peacekeeping, educa tion, and policy issues). 

ons, and monetary and currency unions.39 Regional 
organizations consist of those institutions whose mem
bers are governments or monetary authorities of eco
nomies that are located in a specific region of the 
world. Regional organizations are not resident units of 
any country.

2.100 Some regional arrangements have been 
en dowed with the authority to raise taxes or other 
com pulsory contributions within the territories of the 
countries that are members of the authority. These are 
sometimes described as “supranational authorities.” 
Despite the fact that they fulfill some of the functions 
of government within each member country, they are 
not resident units of any country. 

2.101 Financial positions between the regional 
or ganization and resident institutional units outside the 
general government or public sectors are not included 
in the public sector debt statistics of an individual coun
try because these organizations are not residents of that 
country. When debt statistics are compiled for regional 
organizations as if they constituted a separate govern
ment, this Guide recommends that the various catego
ries of financial positions be classified accor ding to 
the member country that is the counterparty. Such an 
approach allows individual countries to eva luate the 
impact of regional organizations on their economy.

2.102 In contrast to regional organizations, which 
perform governmental functions, there may be region al 
enterprises that are owned by two or more govern ments 
and which operate as market producers. If the operation 
has legal entities or branches in each econo my in which 
it operates, then identification of the units and their 
residence is clear. However, if they operate as a seam
less entity in several economies, then the en terprise’s 
operations are prorated between the econo mies so 
that they are included in the public sector debt in the 
national economies in which they operate. The proce
dures should be applied consistently with the recording 
in macroeconomic statistics (see 2008 SNA paragraph 
4.13 and BPM6 paragraphs 4.41–4.44).

39The regional central decisionmaking body in a currency union 
is usually the currency union central bank. A currency union cen
tral bank is a regional financial institution that acts as the common 
central bank for the member economies of the currency union. The 
currency union central bank is an insti tutional unit in its own right, 
owning assets and liabilities on own account, and is nonresident 
of any currency union member economy but resident in the cur
rency union. For a complete discussion of currency unions and other 
regional arrangements, see BMP6, Appendix 3. 
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2. Time of recording

2.103 Flows and stock positions are recorded when 
economic value is created, transformed, exchanged, 
transferred, or extinguished.

2.104 Consistent with other macroeconomic statis tics 
manuals, this Guide recommends use of the accrual basis 
for determining the time of recording flows. The accrual 
basis matches the time of recording with the timing of 
the events giving rise to the actual resource flows. With 
the cash basis, the time of re cording would potentially 
diverge significantly from the time of the economic events 
to which the cash flows relate. The dueforpayment basis 
would usually record transactions after the resource flows 
have taken place. The timing of the commitment basis 
would precede the actual resource flows.

2.105 The accrual basis provides the most compre
hensive information because all resource flows are 
recorded, including nonmonetary transactions (for 
example, transactions in kind) and other economic 
flows (i.e., flows other than transactions, such as 
re valuations).40 Such comprehensive recording ensures 
the integration of flows and changes in the balance 
sheet (and in the outstanding stock of debt). 

2.106 When a transaction in a financial asset occurs, 
the date of the change of ownership (the value date) is 
the day when both creditor and debtor should enter 
the claim and liability, respectively, in their books. 
This date may be specified to ensure matching entries 
in the books of both parties. If no precise date can 
be fixed, the date on which the creditor receives pay
ment, or some other financial claim, is the determin
ing factor. For example, loan drawings are entered in 
the ac counts when actual disbursements are made and 
finan cial claims are established, not when an agree
ment is signed. On practical grounds, public sector debt 
may have to take account of the time of recording from 
the viewpoint of the public sector unit.

2.107 For other transactions, when a service is ren
dered, interest accrues, or an event occurs that creates a 
transfer claim (such as under nonlife insurance), a debt 
liability is created and exists until payment is made or 
forgiven. Like interest, service charges can accrue con
tinuously. Although equity and investment fund shares 
are not debt instruments, dividends—once they “go 
exdividend”—are recorded in other accounts payable/
receivable until paid.41 

40A pure cash basis will not record flows such as nonmonetary 
transactions, imputations, or other economic flows.

41When shares are quoted “exdividend,” it means that the buy er 
of the shares is not entitled to receive a declared dividend. This is 

2.108 Interest accrues continuously on debt instru
ments, thus matching the cost of finance with the pro
vision of capital. This is consistent with the approach 
taken in other macroeconomic statistical manuals and 
in commercial accounting standards. There are three 
measurement possibilities for interest accruing during 
a recording period:

•	 Interest is paid within the reporting period, in 
which case there is no impact on the gross debt 
position; 

•	 Interest is not paid because it is not yet due for 
payment (referred to hereafter as “interest accrued 
and not yet due for payment”). For example, if 
interest is paid every six months on a loan, and 
the gross debt position is measured after the first 
three months of this period, the gross debt posi
tion in creases by the amount of interest that has 
accrued during this threemonth period; and

•	 Interest is not paid when due, in which case the 
gross debt position increases by the amount of 
interest that has accrued during the period and is 
in arrears at the end of the period.

a. Interest accrued and not yet due for payment

2.109 Interest that has accrued and is not yet due 
for payment should be included as part of the value 
of the underlying instruments. That is, the accrual of 
interest not yet due for payment continuously increases 
the principal amount outstanding of the debt instrument 
until these interest are paid. This is consistent with the 
approach followed by the 2008 SNA, GFSM, BPM6, 
commercial accounting, and economic concepts.

2.110 When bonds (including deepdiscounted 
and zerocoupon bonds), bills, and similar shortterm 
secu rities are issued at a discount, or at a premium, 
the difference between the issue price and its face or 
redemption value at maturity is treated, on an accrual 
basis, as interest over the life of the security. When 
issued at a discount, the interest accruing in each period 
is recorded as being reinvested in the security, increas
ing the principal amount outstanding. This is consistent 
with the accrual of interest; it is not a hold ing gain for 
the security owner. When issued at a premium, the 
amount accruing each period reduces the value of the 
bond, as well as interest expense.

because the nature of the claim changes from being part of equity 
to a fixed amount which is not taken into account in the share price.
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2.111 Some public sector debt recording systems 
have traditionally not recorded debt interest costs on 
an accrual basis. However, this is not in accord with 
international statistical standards, and has a downward 
bias on debt statistics because it omits accrued liabili
ties. It is also incompatible with measuring revenue and 
expense on an economically meaningful basis. 

b. Arrears

2.112 Arrears are defined as amounts that are 
both unpaid and past the due date for payment. Only 
the amounts past due are classified as arrears—for 
exam ple, in the case of overdue debtservice payments, 
only the overdue part is in arrears.

2.113 A debt liability is in arrears when it has not 
been liquidated by its dueforpayment date, that is, 
when principal or interest payments are not made 
when due.42 Compilers will need to collect supple
mentary information on debtservice payments in 
arrears because this information is not provided sepa
rately in an accrual basis of recording system.43 Infor
mation on arrears is useful for various kinds of policy 
analyses and solvency assessments and should supple
ment the debt statistics where significant (see Chapter 
5 for more details). Information on arrears should con
tinue to be collected from their creation—that is, when 
payments are not made44—until they are extinguished, 
such as when they are repaid, rescheduled, or forgiven 
by the creditor. 

2.114 If debt payments are guaranteed by a third 
party, and the debtor defaults, the original debtor 
records arrears until the creditor calls the guarantee. 
Once the guarantee is called, the debt is attributed to 
the guarantor, and the arrears of the original debtor 
to the creditor are extinguished.45 Depending on the 
con tractual arrangements, in the event of a guarantee 
be ing called, the debt is not classified as arrears of the 
guarantor but, instead, is classified as a debt liability 
until any grace period for payment ends (see Chap ter 4, 
Debt Assumption, for more details).

42For example, at the date of maturity of a bond.
43Nondebt liabilities may also be in arrears. For example, a finan

cial derivatives contract is not a debt instrument, but if a financial 
derivative contract comes to maturity and a payment is required but 
not made, arrears are created. 

44In some cases, arrears arise for operational reasons (such as 
minor administrative delays) rather than from a reluctance or inabil
ity to pay. Nonetheless, in principle, such arrears should be recorded 
as arrears when outstanding at the reference date.

45Often, the original debtor incurs a debt to the guarantor as part 
of the guarantee contract. 

3. Valuation

2.115 In principle, financial assets and liabilities 
(including debt instruments) should be valued in 
macroeconomic statistics at market value, that is, 
as if they were acquired in market transactions on 
the balance sheet reporting date (reference date). For 
debt instruments other than debt securities, the lack 
of generally available market values means that these 
values have to be estimated by using the nominal value 
as a proxy. 

2.116 In this Guide, debt instruments should be 
valued on the reference date at nominal value, and, 
for traded debt securities, at market value as well.46 
Both valuation bases provide useful informa tion about 
debt. 

2.117 The nominal value is the starting point for 
establishing legal liability and is used in vulnerability 
and sustainability analysis. Nominal valuation has the 
property that a change in creditworthiness does not, in 
itself, affect the value of debt. 

2.118 The market value of a traded debt security is 
determined by its prevailing market price,47 which is 
the best indication of the value that economic agents 
currently attribute to specific financial claims.48 This 
is the valuation principle adopted in the 2008 SNA, 
GFSM, and BPM6. As well as the nominal obligations 
expressed in the instrument, the market value takes into 
account perceptions of repayment risk, market interest 
rates, the liquidity of the market, the ability to use the 
instrument for repurchase (or similar types of) transac
tions, the risk aversion of the potential pur chasers, and 
other opportunities on the market. The market value 
is particularly useful for creditors, as it is the amount 
that could be realized. Market value is preferred in 
national accounts and government finance statistics 
balance sheets, as well as monetary and fi nancial sta
tistics and international investment position data, where 
consistency of reporting between the deb tor and credi
tor is essential. For debt statistics, nomi nal value is also 
important (see paragraphs 2.117 and 2.120). Although 

46Valuation principles of financial assets and liabilities are dis
cussed in detail in the GFSM, Chapter 7; BPM6, Chapter 3; and 
2008 SNA, Chapter 13.

47Market prices for transactions are defined as amounts of 
money that willing buyers pay to acquire something from willing 
sellers; the exchanges are made between independent parties and 
on the basis of commercial considerations only, sometimes called 
“at arm’s length.”

48For lightly and nontraded securities, as well as in the Heavi ly 
Indebted Poor Countries (HIPC) Initiative, a representative market 
rate is used to discount future payments. This provides another mea
sure of opportunity cost and is specific to countries in that program.
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market values would potentially be de sirable for instru
ments other than securities, the lack of welldeveloped 
markets and price quotations means that it is not gener
ally feasible to do so.

2.119 The market value of a traded debt security 
is determined by the market price prevailing on the 
reference date to which the position relates. The ideal 
source of a market price for a traded debt security 
is an organized or other financial market in which 
the instrument is traded in considerable volume and 
the market price is listed at regular intervals. In the 
ab sence of such a source, market value can be esti
mated by discounting future payment(s) at an appro
priate market rate of interest. If the financial markets 
are closed on the reference date, the market price that 
should be used is that prevailing on the closest preced
ing date when the market was open. In some markets 
the market price quoted for traded debt securities does 
not take account of interest that has accrued and is not 
yet due for payment (the “clean price”), but in deter
mining market value this interest has to be included 
(the “dirty price”). 

2.120 The nominal value of a debt instrument is a 
measure of value from the viewpoint of the debtor: at 
any moment in time it is the amount that the debtor 
owes to the creditor. This value is typically estab lished 
by reference to the terms of a contract between the 
debtor and creditor. The nominal value of a debt instru
ment reflects the value of the debt at creation plus any 
subsequent economic flows, such as trans actions (for 
example, repayment of principal) plus exchange rate 
and other valuation changes other than market price 
changes. This terminology and distinc tion between 
nominal and face value is adopted con sistently in the 
macroeconomic statistics standards. However, there 
may be potential for confusion in some cases where 
practices have developed to use nominal and face value 
as interchangeable. Conceptu ally, the nominal value 
of a debt instrument can be calculated by discounting 
future interest and principal payments at the existing 
contractual interest rate(s)49 on the instrument; these 
interest rates may be fixed or variable rate. For fixed
rate instruments and instru ments with contractually 
predetermined interest rates, this principle is straight

49For each instrument, a single rate is generally used to dis count 
payments due in all future periods. In some circums tances, using 
different rates for the various future payments may be warranted. 
Even if a single rate of discount is applied, dependent on the time 
until due, a different discount factor applies to each payment. For 
example, at a rate of discount of 10 percent, the discount factor for 
payments one year hence is 0.909 (or 1 ÷ (1 + 0.1)), and for payments 
two years hence is 0.826 (or 1 ÷ (1 + 0.1)2), and so on. 

forward to apply because the future payment sched
ule and the rate(s) to apply are known,50 but it is less 
straightforward to apply to debt liabilities with variable 
rates that change with market conditions. The annex to 
this chapter provides exam ples of calculating the nomi
nal value of a debt instru ment by discounting future 
payments of interest and principal. 

2.121 The face value of a debt instrument is the 
undiscounted amount of principal to be repaid at 
maturity and has been called nominal value in some 
cases. The use of face value as a proxy for nominal 
value in measuring the gross debt position can result in 
an inconsistent approach across all instruments and is 
not recommended. For example, the face value of deep
discount bonds and zerocoupon bonds includes inter
est not yet accrued, which runs counter to the accrual 
principle. (See Box 2.4 in the annex to this chapter for a 
comparison between nominal and face values.)

2.122 The fair value of a debt instrument is 
its “marketequivalent” value and is defined as 
the amount for which a financial asset could be 
ex changed, or a liability settled, between knowledge
able, willing parties in an arm’slength transaction. It 
thus represents an estimate of what could be obtain ed if 
the creditor had sold the financial claim. Where avail
able and relevant, the fair value of loan assets should be 
shown as a memorandum item.

2.123 The following two sections describe in detail 
the valuation of nontraded debt instruments and traded 
debt securities (as well as their counterpart financial 
assets). 

a. Nontraded debt instruments

2.124 Debt instruments not generally traded (or trad
able) in organized or other financial markets—namely 
loans, currency and deposits, and other ac counts pay
able/receivable—should be valued at nomi nal value. 
The nominal value of a debt instrument could be less 
than the originally advanced amount if there have been 
repayments of principal, debt forgive ness, or other 
economic flows (such as arising from indexation) that 
affect the value of the amount out standing. The nomi
nal value of a debt instrument could be more than origi
nally advanced because of, for example, the accrual of 
interest, or other economic flows. 

50For a debt liability on which the interest rate steps up, or down, 
by contractually predetermined amounts over its life, the time pro
file of the discount factors to be applied to future pay ments would 
be nonlinear, reflecting these step changes.
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2.125 Loans are recorded at nominal value (i.e., the 
amount advanced plus interest accrued and not paid 
minus any repayments). The use of nominal values is 
partly influenced by pragmatic concerns about data 
availability. In addition, because loans are generally not 
intended for trading on the secondary market, estimat
ing a market price can be subjective. Nominal value is 
also useful because it shows actual legal lia bility and 
the starting point of creditor recovery behavior. In some 
cases, loans may be traded, often at discount, or a fair 
value may exist or could be esti mated. It is recognized 
that nominal value provides an incomplete view of the 
financial position of the credi tor, particularly when the 
loans are nonperforming.51 In such cases, information 
on the nominal value, as well as the fair value, of non
performing loan assets should be included as a memo
randum item to public sector net debt statistics.52

2.126 Deposits and other accounts payable/
receiv able should also be recorded at nominal value. 
They give rise to the same issues as loans with respect 
to nominal and fair values. Deposit assets at banks 
and other public deposittaking corporations in liqui
dation also should be recorded at their nominal value 
until they are written off. If the difference between the 
nominal and fair values is significant, the fair value of 
such deposits should be shown separately as a memo
randum item. The same treatment is applic able for any 
other cases of impaired deposits (i.e., where the public 
deposittaking corporation is not in liquida tion but is 
insolvent).

2.127 For debt instruments that do not accrue 
in terest—for example, most trade credit and advances—
the nominal value is the amount owed. If there is an 
unusually long time53 before payment is due on an out
standing debt liability on which no interest accrues, the 
value of the principal should be reduced by an amount 
that reflects the time to maturity and an appro priate 
existing contractual rate, such as for similar debt instru
ments. Once the value of the principal is re duced, inter

51Nonperforming loans are those for which (a) payments of 
principal and interest are past due by three months (90 days) or 
more; or (b) interest payments equal to three months (90 days) 
interest or more have been capitalized (reinvested to the princi
pal amount) or payment has been delayed by agree ment; or (c) 
evidence exists to reclassify a loan as non performing even in the 
absence of a 90day past due payment, such as when the debtor 
files for bankruptcy. 

52Measures of loan assets take into account impairments. 
53What constitutes an unusually long time in this context will 

depend on the circumstances. For example, for any given time 
period, the higher the level of interest rates, the greater is the oppor
tunity cost of delayed payment.

est should accrue until actual payment is made, at the 
rate used to discount the principal. 

2.128 For some debt instruments, such as a loan, 
repayment may be specified in a contract in terms of 
commodities or other goods to be paid in installments 
over a period of time. At inception the value of the debt 
is equal to the principal advanced. When pay ments are 
made in the form of the good or commodity, the value 
of the principal outstanding will be reduced by the 
market value of the good or commodity at the time the 
payment is made. 

2.129 The value of the commodities, other goods, 
or services to be provided for extinguishing a trade 
credit liability, including under barter arrangements, 
is estab lished at the creation of the debt; that is, when 
the exchange of value occurred. However, as noted 
prevously, if there is an unusually long time before 
payment, the value of the principal should be reduced 
by an amount that reflects the time to maturity and 
an appropriate existing contractual rate, and interest 
should accrue until actual payment is made. 

2.130 The nominal value of arrears is equal to 
the value of the payments—interest and principal—
miss ed, and any subsequent economic flows, such as 
the accrual of additional interest. 

2.131 For nontraded debt instruments where the 
nominal value is uncertain, the nominal value can be 
calculated by discounting future interest and principal 
payments at an appropriate existing contractual rate of 
interest.

b. Traded debt securities

2.132 Debt securities traded (or tradable) in organ
ized and other financial markets—such as bills, bonds, 
debentures, negotiable certificates of deposits, asset
backed securities, etc.—should be valued at both nom
inal and market value. For a traded debt secu rity, 
nominal value can be determined from the value of the 
debt at creation and subsequent economic flows, while 
market value is based on the price at which it is traded 
in a financial market. 

2.133 For debt securities that are usually tradable 
but for which the market price is not readily observ
able, the present value54 of the expected stream of 

54Present value is the value today of a future payment or stream of 
payments discounted at some appropriate compounded inte rest rate. 
It is also referred to as the “time value of money” or “discounted 
cash flow.” 
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future payments associated with the security can be 
used to estimate market value by using a market rate 
of interest. This and other methods of estimating mar
ket value are explained in Box 2.2. For unlisted secu
rities, the price reported for accounting or regula tory 
purposes might be used, although this method is less 
preferable than those mentioned previously. Similarly, 
for deepdiscount or zerocoupon bonds, the issue 
price plus amortization of the discount could be used 
in the absence of a market price. 

2.134 When securities are quoted on markets with 
a buysell spread, the midpoint should be used to value 
the instrument. The spread is an implicit service of the 
intermediation service provider, such as a market plat
form or dealer paid by buyers and sellers.

c. Insurance, pension, and standardized 
guarantee schemes

2.135 These debt instruments are defined in Chap
ter 3. Unlike traded debt securities, debt instruments 
in the form of insurance, pension, and standardized 
guarantee schemes are not traded on a market. They 
also do not always have a formula that can be applied to 

calculate a nominal value. However, the valuation prin
ciples that apply to these debt instruments are equiva
lent to market valuation. 

2.136 Public sector units may incur liabilities 
for in surance, pension, and standardized guarantee 
schemes as operators of nonlife insurance, life insur
ance, and pension schemes, and as issuers of stan
dardized guar antees.55 These liabilities are valued as 
follows in macroeconomic statistics:

•	 Nonlife insurance technical reserves. The 
amount of the reserves for nonlife insurance cov
ers premiums paid but not earned at the date for 
which the balance sheet (or debt) is drawn up plus 
the amount set aside to meet outstanding claims. 
This latter amount represents the present value of 
the amounts expected to be paid out in settlement 
of claims, including disputed claims, as well as 
allow ances for claims for incidents which have 
taken place but have not yet been reported. Pre
payments of nonlife insurance premiums (also 

55No liability is recognized for government promises to pay social 
security benefits, such as retirement pensions and health care, in the 
future. See paragraph 2.80.

When market price data are unavailable for tradable 
debt securities, there are two general methods for estimat
ing market value or, as it is sometimes called, fair value:

•	 Discounting	 future	 cash	 flows	 to	 the	 present	 value	
using a market rate of interest; and

•	 Using	market	prices	of	financial	assets	and	liabilities	
that are similar. 

The first general method is to value financial assets 
and liabilities by basing market value on the present, 
or timediscounted, value of future cash flows. This is 
a wellestablished approach to valuation in both theory 
and practice. It calculates the market value of a financial 
asset or liability as the sum of the present values of all 
future cash flows. Market value is given by the following 
equation:

 n

Discounted present value = ∑ (Cashflow) t/(1 + i) t
 

t=1

where (Cash flow) t denotes the cash flow in a future 
period (t), n denotes the number of future periods for 
which cash flows are expected, and i denotes the interest 
rate that is applied to discount the future cash flow in 
period t. This equation uses a single interest rate over the 
life of the instrument. It is also possible to use a variable 
interest rate.

The method is relatively easy to apply in valuing any 
financial asset or liability if the future cash flows are 
known with certainty or can be estimated, and if a market 
interest rate (or series of market interest rates) for that 
kind of maturity and creditworthiness is observable. 

Directly basing market value on the market price of a 
similar financial instrument is a wellestablished tech
nique when a market price is not directly observable. 
For example, the market price of a bond with fiveyear 
remaining maturity might be based on the market price 
of a publicly traded fiveyear bond having comparable 
default risk. In other cases, it may be appropriate to use 
the market price of a similar financial instrument, but 
with some adjustment in the market value to account 
for differences in liquidity and/or risk level between the 
instruments. 

In some cases, the financial asset or liability may 
possess some characteristics of each of several other 
financial instruments, even though its characteristics are 
not generally similar to any one of these instruments. In 
such cases, information on the market prices and other 
characteristics (for example, type of instrument, issuing 
sector, maturity, credit rating, etc.) of the traded instru
ments can be used in estimating the market value of the 
instrument.

Box 2.2. General Methods for Estimating Market Value



26

PUBLIC SECTOR DEBT STATISTICS: GUIDE FOR COMPILERS AND USERS

known as un earned premiums) result from the fact 
that most insurance premiums are paid at the start 
of the period covered by the insurance. Therefore, 
at any given time part of the insurance premi
ums already paid have not yet been earned by the 
insurance enterprise because they cover risks in 
the future. The value of the prepaid or unearned 
premiums is determined proportionally. For exam
ple, if an annual policy with a premium of 120 
currency units comes into force on April 1 and 
accounts are being prepared for a calendar year, 
the premium earned in the calendar year is 90. 
The prepaid or unearned premium is the amount 
of the actual premium received that relates to the 
period past the accounting point. In the example 
just given, at the end of the accounting period 
there will be an unearned premium of 30, intended 
to provide cover for the first three months of the 
next year. 

•	 Life insurance and annuities entitlements. The 
amount to be recorded as the stock positions for 
life insurance and annuities entitlements is similar 
to that for nonlife insurance technical reserves in 
that it represents reserves to meet future claims 
already accrued. However, in the case of life insur
ance, the level of the reserves is considerable and 
represents the present value of all expected future 
claims.56 

•	 Pension entitlements under definedbenefit 
schemes. These entitlements are determined 
by formula agreed in advance. The liability of 
a de finedbenefit pension scheme (including 
nonauto nomous pension funds and unfunded 
pension schemes) is the present value of the 
promised benefits. 

•	 Pension entitlements under definedcontribu
tion schemes. These entitlements are determined 
according to the performance of financial assets 
acquired with the future pensioner’s contribu
tions. The liability of a definedcontribution pen
sion fund is the current market value of the fund’s 
assets.57 

•	 Provisions for calls under standardized 
guaran tee schemes. The value of the liabilities 

56In the commercial accounts of insurance corporations, some 
of these will be described as provisions for bonuses and rebates. 
This is the result of the insurance industry’s practice of smooth ing 
benefits over time and, possibly, retaining some benefits until the 
policy matures.

57The basis on which pension entitlement is calculated is de scribed 
in detail in Chapter 17 of the 2008 SNA.

in the accounts of the guarantor is equal to the 
present value of the expected calls under out
standing gua rantees, net of any recoveries the 
guarantor expects to receive from the default
ing borrowers, a similar approach as for nonlife 
insurance. The liability is called provisions for 
calls under standardized guar antees. 

2.137 The value of a public sector unit’s assets in 
the form of insurance, pension, and standardized guar
antee schemes—as a policyholder—is determined as 
the amount of prepaid premiums plus estimates for 
claims not yet paid to the public sector unit.

2.138 In general, insurance companies and opera
tors of pension funds and standardized guarantee 
schemes make actuarial estimates of their liabilities 
under these schemes. These estimates will be the usual 
source to compile statistics for this debt instrument. 

4. Currency

a. Unit of account

2.139 The compilation of the debt statistics, particu
larly external debt, is complicated by the fact that the 
liabilities may be expressed initially in a variety of 
currencies or perhaps in other standards of value, such 
as SDRs. The conversion of these liabilities expressed 
in another currency, or a commodity into a reference 
unit of account, is a requisite for the construction of 
consistent and analytically meaningful debt statistics. If 
a significant portion of public sector debt is in foreign 
currency units, debt data by currency unit are needed 
for compiling meaningful statistics, as well as policy 
reasons, such as international liquidity manage ment. 

2.140 From the perspective of the national com
piler, the domestic currency unit is the obvious choice 
for measuring public sector external debt. Denominat
ing external debt in such a way is compatible with 
the national accounts and most of the economy’s other 
economic statistics. However, if the currency is sub ject 
to significant fluctuation rela tive to other curren cies, a 
statement denominated in another currency may also 
be useful because valuation changes could dominate 
interperiod comparisons. 

b. Currency conversion

2.141 The most appropriate exchange rate to be 
used for conversion of debt (and financial assets in the 
form of debt instruments) denominated in other cur
rencies into domestic currency is the market (spot) rate 
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pre vailing on the balance sheet date. The midpoint 
be tween buying and selling rates should be used.58 

2.142 For debt transactions, in principle, the actual 
exchange rate applicable to each transaction should be 
used for currency conversion. The use of a daily aver
age exchange rate for daily transactions usually pro
vides a good approximation. If daily rates cannot be 
applied, average rates for the shortest period should be 
used. Some transactions occur on a continuous basis, 
such as the accrual of interest over a period of time. For 
such flows, therefore, an average exchange rate for the 
period in which the flows occur should be used for cur
rency conversion. More details on currency conversion 
are given in BPM6 paragraphs 3.104–3.108. 

c. Domestic and foreign currency

2.143 For an economy, a domestic currency is dis
tinguished from foreign currency. Domestic currency 
is that which is legal tender in the economy and 
issued by the monetary authority for that economy; 
that is, either that of an individual economy or, in a 
currency union, that of the common currency area to 
which the economy belongs. All other currencies are 
foreign currencies.

2.144 Under this definition, an economy that uses as 
its legal tender a currency issued by a monetary author
ity of another economy—such as U.S. dollars—or of 
a common currency area to which it does not belong, 
should classify the currency as a foreign cur rency, 
even if domestic transactions are settled in this cur
rency. Unallocated gold accounts and other un allocated 
accounts in precious metals giving title to claim the 
delivery of gold or precious metal are treated as denom
inated in foreign currency.

2.145 SDRs are considered to be foreign currency 
in all cases, including for the economies that issue the 
currencies in the SDR basket. Any other currency units 
issued by an international organization, except in the 
context of a currency union (see paragraph 2.144), are 
considered foreign currency.

58For conversion of debt in a multiple exchange rate system, the 
rate on the balance sheet date for the actual exchange rate appli
cable to specific debt liabilities (and corresponding finan cial assets) 
should be used. A multiple exchange rate system is a scheme for 
which there are schedules of exchange rates, set by the authorities, to 
apply different exchange rates to various categories of transactions 
or transactors.

d. Currency of denomination and currency of 
settlement

2.146 A distinction should be made between the 
currency of denomination and the currency of settle
ment. The currency of denomination is determined 
by the currency in which the value of flows and stock 
positions is fixed as specified in the contract between 
the parties. Accordingly, all cash flows are deter mined 
using the currency of denomination and, if necessary, 
converted to the domestic currency or an other unit of 
account for the purpose of settlement or compilation of 
accounts. The currency of denomina tion is important 
for distinguishing transaction values and holding gains 
and losses. This Guide recommends the use of currency 
of denomination in designating the currency composi
tion of the debt (see Chapter 5).

2.147 The currency of settlement may be different 
from the currency of denomination. Using a currency 
in settlement that is different from the currency of 
denomination simply means that a currency conver sion 
is involved each time a settlement occurs. The currency 
of settlement is important for international liquidity and 
measurement of potential foreign ex change drains, as 
well as in defining reserve assets.

2.148 Debt instruments settled in domestic currency 
include instruments with both the amount to be paid 
at maturity and all periodic payments (such as cou
pons) linked (or indexed) to a foreign currency. In this 
instance the currency of denomination is the foreign 
currency. Some debt instruments are denominated in 
more than one currency. However, if the amounts pay
able are linked to one specific currency, then the liabil
ity should be attributed to that currency. 

5. Maturity

2.149 The maturity of a debt instrument refers to 
the time until the debt is extinguished59 according to 
the contract between the debtor and the creditor. A 
debt instrument’s maturity can be either short term or 
long term and such a classification provides informa
tion on the liquidity dimensions of debt:

•	 Short term is defined as payable on demand60 or 
with a maturity of one year or less.

59In the statistical guidelines this time period is from the date of 
incurrence or reference (original/remaining maturity, respectively) 
of the debt liability to the date at which the lia bility will be extin
guished. 

60“Payable on demand” refers to a decision by the creditor; an 
instrument where the debtor can repay at any time may be short or 
long term. 
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•	 Long term is defined as having a maturity of more 
than one year or with no stated maturity (other 
than on demand, which is included in short term).

2.150 Maturity may relate to:

•	 Original maturity, which is the period from the 
issue date until the final contractually scheduled 
payment date; or

•	 Remaining maturity or residual maturity, which is 
the period from the reference date (balance sheet 
date) until the final contractually scheduled pay
ment date. 

2.151 This Guide recommends a threeway classi
fication that allows for deriving debt statistics on both 
original and remaining maturity bases: 

(a) shortterm debt on an original maturity basis;

(b) longterm debt due for payment within one 
year or less;61 and

(c) longterm debt due for payment in more than 
one year.

2.152 To derive shortterm debt on a remaining 
maturity basis, item (b) can be combined with item (a). 
To derive longterm debt on an original maturity basis, 
item (b) can be combined with item (c).

2.153 The information content provided is one rea
son for recommending such an approach. Shortterm 
debt on an original maturity basis is identifiable from 
the gross public sector debt position. Measuring the 
value of outstanding longterm public sector debt 
(original maturity) falling due in one year or less may 
raise practical difficulties, in which instance, one proxy 
measure that might be used is the undiscounted value 
of principal payments on longterm public sector debt 
liabilities (original maturity basis) due to mature in 
one year or less. This proxy measure is incomplete 
in its coverage of interest payments falling due in the 
coming year but can be compiled using the principles 
for projecting payments in a debtservice schedule (see 
Chapter 5).

61Conceptually, at the reference date the value of outstanding 
longterm public sector debt (original maturity) due to be paid in one 
year or less is the discounted value of payments to be made in the 
coming year, both interest and principal. 

6. Consolidation

2.154 Consolidation is a method of presenting sta
tistics for a set of units (or entities) as if they consti
tuted a single unit. GFSM recommends consoli dating 
statistics for a group of units. In particular, statistics for 
the general government sector and each of its subsec
tors should be presented on a consolidated basis. When 
units of the public sector are included in a presenta
tion, the statistics for public corporations should be 
presented in two ways: as a separate public corpora
tions subsector and together with general government 
units. In both cases, the statistics should be presented 
on a consolidated basis within each group.

2.155 Consolidation involves the elimination of all 
transactions and debtorcreditor relationships that  occur 
among the units being consolidated. In other words, a 
transaction or stock position of one unit is paired with 
the same transaction or stock position as recorded for 
the second unit, and both transactions and stock posi
tions are eliminated. For example, if one general gov
ernment unit owns a bond issued by a second general 
government unit and data for the two units are being 
consolidated, then the stocks of bonds held as assets 
and liabilities are reported as if the bond did not exist. 
If a central bank holds general govern ment deposits 
and/or debt, these financial assets and liabilities, and 
the data for these two units are being consolidated, then 
the stocks of financial assets and liabilities for the con
solidated public sector are report ed as if these deposits 
and/or debt liabilities did not exist. 

2.156 When compiling public sector statistics, two 
types of consolidation may be necessary:

•	 First, consolidation within a particular subsec
tor (for example, consolidation within the central 
gov ernment or public nonfinancial corporations 
sub sectors, respectively) to produce consolidated 
sta tistics for that particular subsector.

•	 Second, consolidation between subsectors of the 
public sector (for example, between the general 
government sector, the public nonfinancial corpo
rations subsector, and the public financial corpora
tions subsector) to produce consolidated statistics 
for a particular grouping of the public sector.

2.157 The mechanics of consolidation, as well as 
which debt instruments should be consolidated from 
a practical viewpoint, are discussed in detail in Chap
ter 8. 
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Annex:  The Accrual of Interest—How 
Should It Be Implemented?

This annex, which is largely based on Chapter 11 of 
BPM6, presents the conceptual framework for the accrual 
of interest, and a more detailed discussion on how to 
apply the accrual principle, by type of debt instrument.

1. Introduction

2.158 Interest is a form of investment income 
that is receivable by the owners of certain kinds of 
fi nancial assets (SDRs, deposits, debt securities, 
loans, and other accounts receivable) for putting 
these financial and other resources at the disposal of 
another institutional unit. 

2.159 Interest should be recorded on an accrual basis; 
that is, interest is recorded as accruing continu ously over 
time to the creditor on the amount out standing. Depending 
on the contractual arrangements, the rate at which interest 
accrues can be a percentage of the amount outstanding, 
a predetermined sum of money, a variable sum of money 
dependent on a defined indicator, or some combination 
of these me thods. Under the accrual basis, as interest 
accrues, the amount of outstanding debt increases; that 
is, interest accrued and not yet paid is added to the value 
of the outstanding debt. What is commonly referred to as 
interest payments, therefore, are transactions that reduce 
the debtor's outstanding debt liability.

2.160 Periodic debt service payments, which reduce 
the outstanding debt liability, may cover part or whole 
of the interest accrued during that period as well as 
repaying the initial principal (the amount initially 
advanced or borrowed is also known as initial princi
pal). From a cash accounting perspective, periodic debt 
service payments can be distinguished as interest pay
ments or principal payments.

2.161 At the outset, some key principles for apply
ing the accrual of interest principle in both the nominal 
and market value presentations of public sector debt are 
worth noting:

•	 All financial instruments bearing interest are 
in cluded;

•	 The accrual of interest can be calculated by com
pound interest method, as illustrated in Box 2.3;

•	 All instruments issued at a discount are treated in 
a similar manner; and

•	 The accrual of interest also applies to variablerate 
and indexlinked instruments.

2. Conceptual framework for the accrual 
of interest

a. Interest on debt securities with known cash 
flows

2.162 Interest is the amount debtors will have to 
pay their creditors over and above the repayment of the 
amounts advanced by the creditors. Interest accrues on 
a debt instrument for its entire life as determined by the 
conditions set at inception of the instrument. Ac crued 
interest is determined using the original yieldtomatu
rity. A single, effective yield—established at the time of 
the security issuance—is used to calculate the amount 
of accrued interest in each period to matur ity. This is 
approach is known as the “debtor ap proach.” 

2.163 For debt securities for which the issue and 
redemption prices are the same (i.e., issued at par), total 
interest accrued over the whole life of the secur ities are 
given by the periodic coupon payments. If coupon pay
ments are fixed, accrued interest can be calculated by 
allocating the coupon payment to the relevant period 
using a daily compound formula. (A coupon payment is 
a contractually agreed cash amount paid by the issuer 
of the debt security to the holder, at each coupon date. 
It is calculated from the coupon rate, face value of the 
debt security, and the number of payments per year, and 
may differ from the accrued interest.)

2.164 For certain debt securities, such as shortterm 
bills of exchange and zerocoupon bonds, the debtor is 
under no obligation to make payments to the creditor 
until the liability matures. In effect, the debtor’s lia
bility is discharged by a single payment covering both 
the amount of the funds originally borrowed and the 
interest accrued and accumulated over the entire life 
of the liability. Instruments of this type are said to be 
discounted because the amount initially borrowed is less 
than the amount to be repaid. The difference between 
the amount to be repaid at the end of the contract and the 
amount originally borrowed is interest that must be allo
cated over the accounting periods between the beginning 
and end of the contract. The interest accruing in each 
period is recorded as an ex pense, increasing the debtor’s 
liability in the balance sheet for that instrument with the 
same amount. An example is shown as Box 2.4.

2.165 A slightly more complicated case is a deep
discount bond, which is a discounted instrument that 
also requires periodic coupon payments. In such cases, 
interest accrued is the amount of the coupon payable 
periodically plus the amount of interest accruing in 
each period attributable to the difference between the 
redemption price and the issue price. Interest accrued 
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from the periodic coupon payments is derived as 
ex plained in paragraph 2.163. Interest accrued from the 
amortization of the discount (the difference between 
the issue and redemption price) is explained in para
graph 2.164. Although amortization rates could be cal
culated on monthly or quarterly bases, amortization at 
a daily rate facilitates the allocation of the amor tized 
discount to the individual reporting periods. 

2.166 Debt securities can also be issued at a pre
mium rather than at a discount. The method of deter
mining interest accrued is identical to the case of a 
discounted instrument except that, when issued at a 
premium, the difference between the redemption and 
issue price is amortized over the life of the instrument 
and reduces (rather than increases) the amount of inter
est accruing in each period.

a.  Basic compound interest

The basic compound interest formula is:

  Future Valuen 5 Present value 3 (1 1 Interest rate)n

where n = the number of accounting periods in which interest accrues over the entire period and “interest rate” refers to 
the annual interest rate. 

For example, interest of 5 percent per year accrues on 100 at the end of 1 year:

  105.00  5  100 3 (1 1 0.05)1

b.  Continuous compounding of interest

In macroeconomic statistics, interest accrues continuously and is added to the outstanding principal on a continu
ous basis.  At the limit, interest would accrue every instant. In practice, interest could be calculated, for example, daily, 
monthly, quarterly, or annually. Therefore: 

  Future Valuen 5 Present value 3 [1 1 (Interest rate 4 p)]np

where p 5 number of times interest accrues per year, and n 5 the number of accounting periods in which interest accrues 
over the entire period (i.e., p 3 entire period over which interest accrues).

For example, interest of 5 percent per year accrues continuously on 100 for 1 year. Total accrued interest is then, if:

  Daily:    105.127 5 100 3 [1 1 (0.05 4 365)]13365

  Monthly:  105.116 5 100 3 [1 1 (0.05 4 12)]1312

  Quarterly:   105.095 5 100 3 [1 1 (0.05 4 4)]134

  Annually:  105.000 5 100 3 [1 1 (0.05 4 1)]131

c.  Accrual of interest from discount/premium on debt securities

Using the above continuous compounding of interest formula, interest accruing to a debt security issued at a discount 
can be calculated. From the basic formula:

  Maturity or future value 5 Issue price or present value 3 [1 1 (Interest rate 4 p)]np

where p 5 number of times interest accrues per year, and n 5 the number of accounting periods in which interest accrues 
over the entire period (i.e., n 3 entire period over which interest accrues)

follows that:

  [1 1 (Interest Rate 4 p)]   5   (Maturity value 4 Issue price)[14(np)]  

For example, a security with a face value of 100 and a maturity of 5 years is issued at 80. The interest accrued from the 
discount on the debt security is calculated monthly. The interest rate is thus: 

  (100 4 80)[14(1235)]  5 1.003726 (0.3726 percent per month)

The outstanding principal at the end of month 1 is thus 1.003726 3 80 5 80.30 (interest is thus 0.30); at the end of 
month 2 it is 1.003726 3 80.30 5 80.60; and at the end of month 60 (5 years), the value of the outstanding principal is 
100. Total interest accrued from the discount on the debt security is 20 (100 2 80) and this interest excludes any possible 
coupon interest payments, which would be an additional interest component (for example a fixed coupon).

Interest accrued from a premium on debt securities is negative.

Box 2.3. Compound Interest Calculation
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b. Index-linked debt securities

2.167 With an indexlinked debt security, an index
ation mechanism links the amount to be paid at maturity 
or coupon payments (or both) to an indicator agreed by 
the parties. The values of the indicators are not known 
in advance. For debt securities with index ation of the 
amount to be paid at maturity, these amounts may be 
known only at the time of redemp tion. As a result, total 
interest flows before redemption cannot be determined 
with certainty. To estimate inte rest accrued before the 
values of the reference indica tors are known, some 
proxy measures need to be used. In this regard, it is 
useful to distinguish the following three arrangements:

•	 Indexation of coupon payments only with no 
in dexation of amount to be paid at maturity,

•	 Indexation of the amount to be paid at maturity 
with no indexation of coupon payments, and

•	 Indexation of both the amount to be paid at matu
rity and coupon payments.

2.168 The following principles described for index
linked debt securities apply to all indexlinked debt 
instruments. 

2.169 When only coupon payments are index
link ed, the full amount resulting from indexation is 
treated as interest accruing during the period covered 
by the coupon. To the extent that data are compiled 
after the coupon payment date, the value of an index is 
known and can be used to estimate that payment. If the 
data are compiled before the coupon payment date, the 
movement of the index for the period covered by the 
data can be used to calculate interest accrued. 

2.170 When the amount to be paid at maturity 
is indexlinked, the calculation of interest accrued 
be comes uncertain because the redemption value is 

A bond is issued on January 1, year 1, with 100 repayable in five years, with no coupons. 

If the market rate of interest at the time of issue is 10 percent for that maturity and rating, then the bond will be issued 
at a price of 62.09 (i.e., from the formula in Box 2.3:  100 4 [1 1 0.10]5). Interest is calculated on an annual basis.

The annual interest calculations and associated values of the outstanding principal are as follows:

Opening 
nominal value 

of bond  
(a)

Accrued 
interest 

transactions  
(b)

Closing 
nominal 

value of bond 
(c)=(a)+(b)

Opening 
observed 

market value 
of bond  

(d)

Other 
economic flows 
(revaluations) 
(e)=(f)–(d)–(b)

Closing 
observed 

market value 
of bond  

(f)
Face value of 

bond
Year 1 62.09  6.21  68.30 62.09  1.70  70.00 100.00
Year 2 68.30  6.83  75.13 70.00 –5.70  71.13 100.00
Year 3 75.13  7.51  82.64 71.13  1.85  80.49 100.00
Year 4 82.64  8.26  90.91 80.49  6.25  95.00 100.00
Year 5 90.91  9.09 100.00 95.00 –4.09 100.00 100.00
Year 1–5 37.91  0.00

Notes:

•	 The interest in each period is fixed at inception (debtor approach).

•	 The sum of the interest over the five years is 37.91, equal to the difference between 62.09 (the price at issue) and 100 
(the price at redemption). 

•	 Interest accrued in each year increases in line with the growing accumulated value of accrued interest.

•	 The corresponding entry to the interest accrued is an increase in debt securities liabilities in the balance sheet.

•	 The market value of the bond in this example is given, and the revaluations (holding gains/losses) are calculated as 
a residual (i.e., the difference between the observed market value and accrued interest). The revaluations stem from 
fluctuations in the quoted market price of the bond, for example, due to changes in market interest rates. There are 
no revaluations from exchange rate changes in this example.

•	 The nominal value of the bond is calculated as the issue price plus accrued interest. 

•	 The face value of the bond is 100 in each year. Thus, until maturity, using face value overstates the value of the debt. 

Box 2.4. Numerical Example of the Calculation of Interest Accrual on a Zero-Coupon Bond
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un known; in some cases the maturity time may be 
sev eral years in the future. There are two approaches 
depending on whether the index is based on a broad or 
narrow reference item. These approaches are discuss ed 
in more detail in BPM6, paragraphs 11.59–11.65.

2.171 When both the amount to be paid at maturity 
and coupon payments are indexed to a broadbased 
reference item (such as the consumer price index), 
interest accrued during an accounting period can be 
calculated by summing two elements: 

•	 the amount resulting from the indexation of the 
coupon payment (as described in paragraph 2.169) 
that is attributable to the accounting period, and

•	 the change in the value of the amount outstanding 
between the end and beginning of the accounting 
period arising from the movement in the relevant 
index. 

2.172 Box 2.5 illustrates an example of the calcu
lation of the accrual of interest on an indexlinked bond 
using a broadbased index. 

2.173 When the amount to be paid at maturity, or 
when the coupon payments and the amount to paid 
at maturity, are indexed to a narrow index (such as 
a gold index) that includes a holding gain motive, 
in terest accrued for any accounting period can be 
deter mined by fixing the yieldtomaturity at issu
ance. In terest accrues over the life of the instrument 
at a rate that reconciles the difference between the 
issue price and the market expectation, at inception, 
of all pay ments that the debtor will have to make 
over the life of the instrument. This approach records 
as expense the yieldtomaturity at issuance, which 
incorporates the results of the indexation that are fore
seen at the mo ment the instrument was created. Any 
deviation of the underlying index from the originally 
expected path leads to holding gains or losses that will 
not normally cancel out over the life of the instru
ment.62

62Changes in the value of the instrument arising from index
ation—whether narrow or broad—are included in its nominal value. 

A bond is issued on January 1, year 1, at a price of 1,000 for five years, with no coupons, indexed to a broad price index. 
The index value at the beginning of the period is 100. 

The index and bond values, with the derived interest and revaluations (holding gains/losses) are as follows (assume no 
other economic flows other than revaluations):

Broad 
price index: 

December 31 Accrued interest

Other 
economic flows 
(revaluations)

Observed market 
value of bond: 
December 31

Nominal value  
of bond: 

December 31
Year 1 107.0  70 5 ([107 4 100] 2 1) 3 1,000 –12 1,058 1,070

Year 2 113.0  60 5 ([113 4 107] 2 1) 3 1,070 –17 1,101 1,130

Year 3 129.0 160 5 ([129 4 113] 2 1) 3 1,130  58 1,319 1,290

Year 4 148.0 190 5 ([148 4 129] 2 1) 3 1,290  10 1,519 1,480

Year 5 140.3 –77 5 ([140.3 4 148] 2 1) 3 1,480 –39 1,403 1,403

Year 1–5 403 5 ([140.3 4 100] 2 1) 3 1,000 0

Notes:

•	 Total interest over the five years (i.e., 403) is determined by the movement of the index (i.e., a 40.3 percent increase).

•	 Because this is a bond, revaluations also arise because of changes in market conditions, such as changes in market 
interest rates, credit ratings, and expectations about the future path of the index. However, these revaluations are zero 
over the life of the bond when it is repaid at its indexed value. In this example, the revaluations are calculated as a 
residual (i.e., the difference between the observed market value and accrued interest). 

•	 Negative values of interest can arise in the periods when the index declines.

•	 The amount corresponding to the interest accrued is recorded as an increase in debt securities liabilities in the balance sheet.

•	 Fluctuations in market interest rates cause changes in the value of the bond, but do not affect the calculation of interest.

•	 The nominal value of the bond is calculated as the issue price plus accrued interest, and corresponds with the indexed 
value of the bond.

Box 2.5. Numerical Example of the Calculation of Interest Accrual on an Index-Linked Bond—
Broad-Based Index
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2.174 Because debt instruments with both the 
amount to be paid at maturity and coupon payments 
indexed to foreign currency are treated as though they 
are denominated in that foreign currency, interest, 
other economic flows, and stock positions for these 
instruments should be calculated using the same prin
ciples that apply to foreigncurrencydenominated 
in struments. Interest should accrue throughout the 
pe riod using the foreign currency as the currency of 
de nomination and converted into the domestic currency 
using midpoint market exchange rates. Similarly, the 
amount outstanding should be valued using the for
eign currency as the unit of account with the end of 
period exchange rate used to determine the domestic 
currency value of the entire debt instrument (including 
any accrued interest). Changes in market values of debt 
securities due to exchange rate movements and interest 
rate changes are treated as revaluations.

c. Debt securities with embedded derivatives

2.175 For debt securities with embedded 
derivativ es, such as call, put, or equity conversion 
options, the accounting for accrued interest is the same 
as for securities that do not have such features. For all 
periods leading up to the exercise of the option, the 
interest accrued is unaffected by the presence of the 
option. When the embedded option is exercised, the 
securities are redeemed and accrual of interest ceases.

3. Accrual of interest on nonperforming 
debt

2.176 The amount of nonperforming debt outstand
ing remains a legal liability of the debtor and interest 
should continue to accrue, unless the liability has been 
extinguished (for example, by repayment or as a result 
of a bilateral arrangement between debtor and credi tor).

2.177 Following the accrual principle, arrears on 
debt repayments (both periodic payments and amount 
to be paid at maturity) that are not paid on due dates 
should continue to be shown in the same instrument 
until the liability is extinguished. For arrears arising 
from a debt contract, interest should accrue at the 
same interest rate as on the original debt, unless a 
different interest rate for arrears was stipulated in the 

original debt contract, in which case this stipulated 
interest rate should be used. The stipulated rate may 
include a penalty rate in addition to the interest rate 
on the original debt. If the terms and characteristics 
of the financial instrument automatically change when 
it goes into arrears, and if the classification of the 
loan is changed, the change should be recorded as a 
reclassi fication in the other changes in financial assets 
and liabilities account (see paragraphs 2.112–2.114 for 
treat ment of arrears). If the contract is renegotiated, 
trans actions are recorded as a new instrument is cre
ated. If an item is purchased on credit and the debtor 
fails to pay within the period stated at the time the 
purchase was made, any extra charges incurred should 
be regarded as interest and accrue until the debt is 
extinguished.

2.178 When a oneoff guarantee covering a debt 
that becomes nonperforming is activated, the guaran
tor assumes the liability for that debt. From the time 
of activation of the debt guarantee, the interest accrued 
becomes the liability of the guarantor. On the other 
hand, a guarantor may make payments for interest that 
are due on loans or other interestbearing liabilities of 
other units for which it acts as the guarantor, without 
the guarantee being activated. Any interest accruing 
before the guarantor assumes the debt is a liability 
of the original debtor and any payments by the guar
antor should be classified on the basis of contractual 
ar rangements between the guarantor and the original 
debtor. More details are provided in Chapter 4. 

4. Interest on financial leases

2.179 The implication of treating a financial lease 
as a loan is that interest accrues on the loan. The les
sor is treated as making a loan to the lessee equal to 
the market value of the asset, this loan being gradually 
paid off over the period of the lease. The rate of inter
est on the imputed loan is implicitly determined by the 
total amount payable in rentals over the life of the lease 
(including any value to be “repaid” at ma turity) in rela
tionship to the market value of the asset at the time of 
lease initiation. Financial leases are dis cussed in detail 
in Chapter 4.




