Chapter 8

Accounting Principles

8.1. The previous chapters in Part |l described the concepts of economic terri-
tory and residence and institutional units and sectors. This chapter discusses the
accounting principles underlying the recording of entries in the international eco-
nomic accounts that are designed to ensure a complete integration of flows and
positions along with symmetric counterparty recording. This chapter first de-
scribes the characteristics of flows and positions, then explains the double-entry
recording system, and follows with explanations of general accounting principles
such as time of recording, valuation, and gross vs. net recording of values. These
principles apply primarily to the International Transactions Accounts (ITAs) and
the International Investment Position (IIP) Accounts. Accounting principles for Ac-
tivities of Multinational Enterprises (AMNE) statistics follow U.S. generally ac-
cepted accounting principles.

Flows and positions

8.2. Flows refer to economic activities and events that occur within an ac-
counting period and positions refer to a level of assets or liabilities at a point in
time. Cross-border flows are recorded in the ITAs as transactions and as changes
in financial assets and liabilities (other flows). Flows and positions are integrated
so that all changes in positions between two points in time are fully explained by
the recorded flows. The ITAs consist of transactions and exclude other changes in
the volume, value, or classification of assets and liabilities. The IIP accounts con-
sist of positions and, for annual statistics, changes in positions, including transac-
tions and changes in the volume, value, and classification of assets and liabilities.
AMNE statistics consist of both flows and positions.

8.3. Atransaction is an exchange or transfer of value between two institu-
tional units that occurs by mutual agreement or by law. Transactions are classi-
fied according to the nature of the economic value provided—namely, goods or
services, primary income, secondary income, capital transfers, nonproduced non-
financial assets, financial assets, or liabilities. With an exchange of value, a trans-
action consists of two economic flows, one in each direction—for example, goods
supplied by one party in return for currency supplied by the other. Transfers rep-
resent transactions in which economic value is acquired or provided without a
corresponding return of economic value (quid pro quo).

8.4. Other flows are changes in the volume, value, or classification of an asset
or liability not arising from a resident-nonresident transaction. These flows cap-
ture changes in the values of assets and liabilities between opening and closing
positions that are not due to transactions. Other flows consist of two broad types
of changes: (1) other changes in the volume of assets and liabilities, which reflect
the entry of new and the exit of existing assets and liabilities from balance sheets
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Flows
Terms
Economic activities and events that occur within an accounting period. Cross-border flows are recorded in the international economic accounts as transactions and as changes in financial assets and liabilities (other flows).

Positions
Terms
Fundamental concept for the IIP accounts that refers to the value of assets or liabilities at a point in time.

Transaction
Terms
An exchange or transfer of value between two institutional units that occurs by mutual agreement or by law. Transactions are classified according to the nature of the economic value provided—namely, goods or services, primary income, secondary income, capital transfers, nonproduced nonfinancial assets, financial assets, or liabilities.


that are not due to transactions and (2) revaluations (holding gains and losses) on
an asset or liability that arise from changes in their prices or exchange rates. In
the international economic accounts, revaluations are further classified into
those due to exchange rate changes and those due to other price changes.

8.5. Positions refer to the level of financial assets or liabilities at a point in
time and typically are shown at the beginning and end of an accounting period.
Positions between two periods are connected with flows during that period be-
cause changes in positions are caused by transactions and other flows. The IIP ac-
counts include financial assets and liabilities that have an international
dimension. All financial claims and financial liabilities each involve two parties
and have an international dimension when the counterparty is a nonresident in-
stitutional unit. AMNE statistics include positions from balance sheet statistics.

Double-entry principle

8.6. The ITAs are based on a double-entry system of accounting. The main
characteristic of double-entry accounting is that each transaction leads to two
corresponding entries—a credit entry and a debit entry—in the accounts of the
transactors. The international economic accounts for an economy are compiled
on a double-entry basis from the perspective of the residents of that economy.

8.7. Inthe current and capital accounts, a credit denotes entries from exports,
primary income receipts, secondary income (transfers) receipts, and disposals of
nonproduced nonfinancial assets. A debit is used to record entries for imports,
primary income payments, secondary income (transfers) payments, and acquisi-
tions of nonproduced nonfinancial assets.

8.8. In the case of transactions in financial assets and liabilities, the terms “net
acquisition of financial assets” and “net incurrence of liabilities” are used. Finan-
cial account items are recorded on a net basis separately for each financial asset
and liability (that is, they reflect changes due to all credit and debit entries during
an accounting period). The use of the terms “net acquisition of financial assets”
and “net incurrence of liabilities” highlights the impact of the financial account
on the IIP accounts. The use of these terms also simplifies the interpretation of
data. A positive change indicates an increase in assets or liabilities and a negative
change indicates a decrease in assets or liabilities.

8.9. The interpretation of increase or decrease under the credit or debit no-
tion, however, depends on whether the increase or decrease refers to assets or li-
abilities (a debit for an asset is an increase; a debit for a liability is a decrease).
Although the debit and credit presentation is not emphasized for the financial ac-
count transactions, it is important to recognize and maintain the accounting
identities. For example, a credit is always conceptually matched with a corre-
sponding debit, the latter relating to either an increase in an asset or a reduction
in a liability.

8.10. Each credit entry requires an equal and offsetting debit entry, and vice
versa. For example, if a foreign resident purchases a U.S. good with a payment
from its U.S. bank account, the offset to the credit entry for U.S. goods exports
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Double-entry accounting
Terms
Basic accounting convention whereby each recorded transaction is represented by at least two corresponding entries (credit and debit) with equal values in the accounts of the transactor. This convention is used for compiling the ITAs.


would be a debit entry for U.S. incurrence of liabilities abroad by U.S. deposit-tak-
ing institutions, reflecting the reduction in U.S. bank deposit liabilities to foreign
residents. Similarly, a debit entry for a donation of emergency supplies by a U.S.
resident to a foreign resident (transfer payment) is offset by a credit entry for U.S.
goods exports.

Time of recording and change in ownership

8.11. International guidelines recommend use of the accrual basis for deter-
mining the time of recording of flows for the ITAs and AMNE statistics. Entries for
transactions in goods, nonproduced nonfinancial assets, and financial assets are
made at the time economic ownership changes. Economic ownership, which may
differ from legal ownership, accrues to the party that bears the risks and enjoys
the rewards of ownership. For services, transactions are recorded when the ser-
vices are performed or provided rather than when payments are made. For in-
come, transactions are recorded in the period in which the amounts payable
accrue, not when the income is paid or received. Entries for sales, payroll, and
other AMNE flow statistics are recorded in a similar manner.

8.12. The accrual basis, which matches the time of recording with the timing
of the events giving rise to the flows, provides the most comprehensive account-
ing because all flows are recorded, including nonmonetary transactions, imputed
transactions, and other flows. Such a comprehensive recording ensures the inte-
gration of flows and changes in positions, and consistency among ITA, IIP, and
AMNE statistics. The accrual basis is consistent with the way transactions, other
flows, and key aggregates are defined, and it corresponds closely to U.S. business
accounting practices.

8.13. The accrual basis specifies that transactions are to be recorded when a
change of ownership occurs in real or financial assets. Generally, economic own-
ership changes when real and financial assets are purchased or sold, and the time
of recording these transactions is when the purchases or sales are entered on the
books of the business entities, regardless of when payment was due or actually
made. This change in ownership principle is the same as that employed through-
out the U.S. national economic accounts.

8.14. The concept of economic ownership refers to the ownership of assets
and all of the risks and rewards of ownership. The risks include the potential
losses caused by damage, theft, or holding losses; by management, transfer, or
maintenance costs that are greater than anticipated; and, in the case of financial
assets, by default of the counterparty. The rewards generally refer to the ability
to use assets in production, such as buildings or machinery; the generation of
services, such as renting produced assets to another entity; the generation of
property income, such as interest and dividends received by owners of financial
assets; and the potential to sell and thus realize holding gains.

8.15. Economic ownership is often the same as legal ownership and changes
in legal ownership are often used as evidence that a change in economic owner-
ship has occurred. However, evidence that legal ownership has changed is some-
times not available in a timely fashion and occasionally differs from the concept
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Accrual basis
Terms
Accounting method that matches the time of recording with the timing of the events giving rise to economic flows. Revenues and expenses are reflected in the accounts in the period earned or expensed rather than when cash receipts or disbursements occur (cash accounting). Accrual accounting is used to compile the ITAs and the IIP accounts.


of risk and rewards of economic ownership. In such cases, pragmatic applications
are employed to gauge the appropriate time of recording of transactions.

Valuation

8.16. In principle, whenever feasible the U.S. international economic accounts
use market prices as the basis for valuation. Market prices are the amounts that
willing buyers pay to acquire something from willing sellers. The exchanges are
made between independent parties on the basis of commercial considerations
only—sometimes called “at arm’s length.” Market price is the price payable by
the buyer after taking into account any rebates, refunds, and adjustments from
the seller. Imports and exports of general merchandise are recorded at “free on
board” values, which take into account export taxes payable or tax rebates re-
ceivable. Most statistics from the international economic accounts are recorded
at market prices.

8.17. Transactions in financial assets and liabilities are recorded exclusive of
any commissions, fees, and taxes whether charged explicitly, included in the pur-
chaser’s price, or deducted from the seller’s proceeds. Both debtors and creditors
presumably record the same amount for the transaction in the same financial in-
strument. The commissions, fees, and taxes are recorded separately from the
transaction under appropriate categories. The valuation of transactions in finan-
cial instruments, which excludes commission charges (recorded as transactions in
services), differs from the valuation of nonfinancial asset transactions, which in-
cludes any costs of ownership transfer unless paid separately.

8.18. Transfer pricing refers to the valuation of transactions between affili-
ated enterprises. In the U.S. international economic accounts, these transactions
are described as intrafirm trade. In some cases, transfer pricing may be motivated
by income allocation or equity buildups or withdrawals. In principle, replacing
book values (transfer prices) with market-equivalent values is desirable when the
distortions are large and when availability of data makes it feasible to do so.
However, in practice the United States lacks the source data needed to identify
transfer prices and adjust these to market values.

8.19. In general, positions of financial assets and liabilities are valued at mar-
ket prices. Values are assigned as though the instruments were acquired in mar-
ket transactions on the balance sheet reporting date. Loan positions and
positions on deposits and accounts receivable/payable are recorded at nominal
value. Nominal value refers to the outstanding amount owed, which consists of
the outstanding principal amount including accrued interest. Use of nominal val-
ues for loans and deposits reflects pragmatic concerns about data availability and
the need for symmetry between debtors and creditors. BEA applies these princi-
ples to the valuation of the IIP accounts for each functional category, subject to
limitations imposed by data availability.

8.20. Direct investment positions are valued at market prices, which is BEA's
featured measure, at current cost and at historical cost. AMNE balance sheet sta-
tistics are valued at historical cost. Historical cost largely reflects prices at the
time the asset was acquired and is the valuation method used for positions re-
ported on BEA's direct investment surveys. BEA’s market value statistics are de-
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Market prices
Terms
Amount that willing buyers pay to acquire something from willing sellers. The exchanges are made between two independent parties and on the basis of commercial considerations only.

Transfer pricing
Terms
Valuation of transactions between affiliated parties. Transfer prices often differ from market prices and are designed to achieve certain objectives for multinational enterprises.

Current cost
Terms
Valuation of assets based on the prices prevailing at the time of valuation. It incorporates the effects of both depreciation and changes in market prices.

Historical cost
Terms
Valuation of assets based on the value recorded in the financial accounts of the enterprise at the time the asset was acquired. Historical cost is the basis on which companies can most easily report data for BEA’s direct investment surveys.


rived by revaluing the historical cost values of the equity portion of direct
investment using indexes of stock market prices. Historical cost valuations are
used for direct investment position statistics classified by country and by indus-
try.

Gross and net recording

8.21. Transactions in the current account and capital account of the ITAs are
recorded on a gross basis in order to present a complete picture of the two-way
flow of trade and the exchange of nonproduced nonfinancial assets. Transactions
in the financial account, however, are presented on a net basis for net U.S. acqui-
sition of assets and for net U.S. incurrence of liabilities. For example, if the United
States both exported and imported automobiles in a given period, the exports
and the imports would be separately recorded. If, in contrast, U.S. residents both
sold and purchased foreign securities in a given period, only the net sales or pur-
chases would be recorded. As a result, financial account entries can have a nega-
tive sign depending on the magnitudes of cross-border gross outflows and
inflows.

8.22. Except in certain circumstances, financial asset flows are not netted
against financial asset liabilities. For the United States, an exception is the treat-
ment of financial derivatives, which are presented on a net basis as assets less lia-
bilities. AMNE statistics are recorded on a gross basis, except for value added,
which is a net measure of production.

8.23. Transactions and other flows in financial assets and liabilities are re-
corded as net changes in financial assets and net changes in liabilities, respec-
tively. The net recording principle is applied at the lowest level of classification of
financial instruments, taking into account the functional, institutional sector, ma-
turity, and currency classifications, as applicable. Generally, the net recording
principle is applied within a given standard component of assets or liabilities.

8.24. Positions of financial assets and liabilities are recorded on a gross basis.
Positions of the same type of financial instrument held as both a financial asset
and a liability are presented gross, so that assets are recorded under assets and li-
abilities are recorded under liabilities. For example, a claim from short-term debt
securities held as an asset is presented separately from a liability for short-term
debt securities.
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