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FOREWORD

This booklehas been produed as a result from activity 3@\Vorkshops on preparing fiscal reports in
accordance of the EU standartls ¢ A G KAy { KB 2 Stkidgtfighikg/tle medium term

budgeting for effective public financial managemeht

" he overall objective of th@winning Projects to ensure and maintain sustainable and sound public
finances by improving public finance management. The activities of the Project are aimed at improving
the effectiveness of mediurterm budget planning, prgram budgeting and budget classification, as

well as fiscal reporting in line with ESA standards. The Project was launched Dec 2015 and it will end

Nov 2017 and the main beneficiary is the Ministry of Finance (MoF), Department of Budget and Funds.

Activity 3.2 is part of Componer& that aims todevelop the capaty of the Ministry of Finance for fiscal

reporting in accordance with EU standards and requirements in the area of public finance

Thebookletwascompiledby: Jonna Berghall (RTARnniina Autercand Niina Suutarinen, but within the
booklet has also been used training materials produced by Mika Sainio, Matti Okko, Veliarvo Tamminen,

Marja Paavonen, Timo Ristiméki and Lasse Oulasvirta

The booklet waproducedin summer 20171t should be pointed ot that this booklet is not &ull and
extensive description of E2810 GFS repdrtg and some issues also might charge for the most up
to-date information it is better to get to knowhe materials produceck.g. by Eurostat.This booklet

should therebre be regarded mainly asiéntroduction to the topic
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1 Introduction

This training booklet guides Ministry of Finance and other stakeholders briefhgtBuropean System of
National andRegional Accounts 2010 (EZ® 0)methodologyand especiallyto the area ofGovernment
Finance Statistics (GFShe European System of National and Regional Accounts (ESA 2010) is the
newest internationally compatible EU accounting framework for a systieraad detailed description of

an economy

To achieve the objeittes set by the Treaty on theunctioning of the Euroma Union, ancdn economic
and moneary union, higkguality statistics are needed. Theyovide the EU institutionggovernments,
economic ard social operatorand analyss a set of harmoired and reliable data omvhich to base
decisions and policy advise

ESA 2010vas published in the Official Journal on 26 June 2013 and implechers from September
2014. he data transmissions from Mereb States to Eurosténave to follow ESA 2010 ruléhe impact

of the implementation of ESA 2010 on key indicators of the national accounts in Europe differs from
country to country.

Purpose of this booklet is to provide information that was collectedinduthe ESArainings of the
aAyYyAAadlGNE 2F CAYylFIYyOS ¢gAyyAya t NRr2SOG a{GNBy3aIldKSy)
FAYIYOAL T YI yR@ADB WS Ydoklet can/be usadvas a-selfly tool or just to freshen up

memory on these issue8ooklet is written for an audience that already is somewhat familiar with ESA

2010 methodology and has participated the trainings in 22Q67. This booklet includes also some

examples of the implementation in Finland.

Booklet begins with a short introdtion to public accounting systems in chapter two. Better public
financial management requires accounting regimes and accounting systems with standards that are
explained in chapter two. Chapter three provides information on BR820 Government Hnance
Satistics. They form the data basis for macroeconomic analysi$ the public sectar Chapter four
includes some aspects of fiscal forecasting. And in chapter five EU economic governance is explained in
short including EU surveillance of fiscal policies, Minisf Finance reporting requirements for EU
economic governance andxcessive Deficit ProcedufEDP statisticalreporting. The booklet includes

the basic information and many power point slides that were used during the trainings of the Twinning
Project It also includes links to different websites with Eurostat manuals and other more detailed
information. Within the booklet are presented some key tables and samples of public finance reporting
in accordance with the EU standards and requirements.

But we could start by introducing different aspects and stakeholders involvedpithee below tries to
explain this on general level. Typically the key stakedrsldire statistical authority, National Bank and
Ministry of Fnance. There is countfyy-country varation inthe responsibilities of each stakeholder in
EU reporting or in financial / nefinancial statistics, but some general rules apply.

CANBRG 2F Fff A& YySSRSR (GKS GaYAONR az2dz2NOS RIFGLFE
accounting inalding the realization data of final accounts and the planned budget data.c@hide
quite simple ast comes to the central government, but it is good to understand that a lot of data is
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needed also for the local governments and public enterprises gpicdlly major part of this source data
is with the Ministry of Finance. This data is rarely reported to the EU as such, but is important
information for producing statistical angrojection data according t&8SA2010.

Then we have the statistical dafor which the statistical authorities are fully responsiflae statistical
data means for exanie the national accounts, of which Government Finance Statistics (GFS) is one part.
EDP data and EDP reporting to Eurostat is normally under the respoysibilie statstical office.

In EU reporting there is also the need to make projections for the public finances / general government
following the ESR010 methodology while projections for the current year and for the medium term are
needed in a lot ofeporting (Stability / Convergence Progna® EDP reporting). Most typically it is in

the responsibility of the Ministry of Finance, but some EU member states also have more independent
other institutions for these projections.

MOE $S0/ National Bank

Micro source data Statistical data

= national budget account data = according to ESA2010 GFS

with national classification classification

OF e.g: INCL. e.g:

- Central government budget - Statistics of general government
- Funds’ budget and its subsectors

- Local governments’ budgets - Bridge table from national budget
- Public enterprises accounts

END PRODUCT: - Decision of sectorization

- Realization of previous years END PRODUCT:

- Budgeted (current and next year) - Statistical realization data of

- Projectionsfor medium term previous years

MOF:

ESA2010 GFS projectione.g. for the Convergence Program
= "estimating future realization of statistical data of general government and its
subsectors”

BY:

= Using previous years’ statistical data and future years’ budget and projection
data

= Various approaches possible from macrolevel models to using simplified
calculation with bridge table knowledge

END PRODUCT:
= Estimation for current budget year, next budget year, and for medium termin
ESA2010GFS



2 Public sector accountin g

Accounting is a logical system of recording financial information. The process of identifying, measuring
and communicating economic information about an organization or other entity, in order to permit
informed judgements by users of the information da called as accounting (Black &&lani, 2013, 2

3). Public accounting data for Government Finanti&ics(GFS) and Excessive Deficddedure (EDP)

is based onexhaustive dta from @ntral government, regional government ankbcal gpvernment
accaunting information. Public sector accounting is the system producing this data.

Public sector accounting can klefined through three systems with different purposes and accounting
approachesThese systems have different purposes and accounting appreache

Financial accounting (commercial accounting)

With financial accountingeneral purposes to producefinancial statements for decisiamaking and
accountability (income statement, balance sheet and cash flow staterheAtcounting approach is
accruaibased.

Budgetary accounting

With budgetary accounting purpose is theidgetary followup and budget outturn calculations for
accountability and decisiemaking Accounting approach is budgeased.Budget outturn calculations
with budgetary accountingre typically modified casbased or modified accrudlased (current and
investments budgets separately or combined under functional sectidnsMacedonia the system is
totally cashbased.

System of national accounts

With system of national accountpublic sedor financial statistics formea basis for macroeconomic
analysis and policy formulationAnd the accounting purpose is more for statistical principles and
internationally comparable data.

2.1 Cash accounting and budgetary accounting

It is importari to identify cash accounting (cash basis) and budgetary accounting (budgetary basis). Cash
basis ecords inflows and outfles of cash and cash equivalen@ash comprisesash on hand and
demand depositsCash equivalents are shedrm, highly liquid inestments that are readily convertible

to known amounts of cash and which are subject to an insegmit risk of changes in value.

Budgetary basisoflows the accrual, cash or other basis of accounting adopted in the budget that has
been approved by theebislative body A common misunderstanding that budgeting and budgetary
acounting are kept as a synonym to cash accountipen, in practice, it may be anything between
pure cashbased, modified cashased, modified accruddased or full accruddased



2.2 Cash based and accrualsbased accounting

Cash based accounting has been traditionally used in the public sétésh accounting records
transactions when the amouns received or paidDevelopment of accrual accounting as part of a
broader franework of the New Public Management, has been observed in various EU member countries
and accrual accounting has become the reference of accounting systems for public sector entities
(Bellanca, Cultrera & Vermeylen 2015).

Accrualsbasedaccounting entail$he recording of entries, not aen cash payments are made, lwihen
economic value is created, transformed or extinguished,when claims and obligationarise, are
transformed or extinguishedTransactions and events are recorded in the accounting recamd
recognized in the financial statements of the period to which they relate. The elements recognized under
accrual accounting are assets, liabilities, net assets/equity, revenue and expenses.

Accruals accountingcan be seen as complementary, rathghan as an alternative, to pure cash
accounting In providing the full picture of the ecomic and financial position angerformance of the
entities, it puts cash accounting in its overall cont@uaropean Commission, 2013)

Results of the Eurostat survenf used accounting models shows that there are several accounting
models used in the Member States varying from accruals to modified accruals and a combination of
accruals and cash accounting models and there is a variation of used models throughougntem

states (see table below).

Table 3.1: Summary of the accounting model applied by sub-sectors of government in
the Member States

Central State Local Social
funds

Accruals 12 2 14 13
Modified accruals 5 - 4 4
Combination of accruals 5 1 7 4
and cash
Cash 4 - - 1
Not applicable - 23 - 1
No answer or pending 1 1 2 4
reply
Total 27 27 27 27




2.3 |IPSAS and EPSAS standards

In order to provide comprehensive information on public entity's finansitalation uniform budgeting
and accounting standards are discussed on EU level thighdevelopment accrudbased European
Pulic Sector Accounting Standar(lSPSASAIso thesovereign debt crisis has underlined the need for
governmeitts to clearly demonstrate thefinancial stability and for more rigorous and more transparent
reporting of fiscal datgEuropean Qmmission 2013, 2)his international harmonization of public sector
accounting andhe International Public Sect@gkccounting Standards (IPSAS) can be kept sisirting
point for EU public sector accounting standardization andERSA8evelopment

IPRAS is set of accrubhsed accounting standards for public sector entities used to improve the quality
and transparency of public sector financial reportindPSAS is currently the only internationally
recognized set of public sectaccounting standarddt stems from the idea that modern plic sector
management, in linewith the principles of economy, effectiveness and efficiency, depends on
managemeninformation systems that provide timely, accurate and rdiaimformation on the financial

and econont positionand performance of a government (European Commission 2013, 7).

However results of the Eurostat surveyf used accounting models shows that 15 EU Member States
make some link to IPSASee table 3.2 belowNine have national standardsased @ or in line with
IPSASfive make some references to it and one uses it for some parts of local govetnDespite
recognition of the high value of IPSAS, no Member State has implemented it #dfdllof the member
states do not have a relationship ti IPSAS and the national ldic sector accounting systems.
(EuropearCommission2013 7))

Table 3.2: Relationship with IPSAS of the national public sector accounting systems of
Member Stares

IPSAS relation Total | Percentage
National standard based on or orientated by IPSAS 9 33%
Some IPSAS references 5 19%
IPSAS for some Local Government entities 1 4%
None 12 44 %
Grand Total 27 100%

Onthe other hand, most stakeholders agree that IPSA8Ildvbe suitable as a referenéemework for
the future development of a set of Eypean Public Sector Amanting Sandards EPSAS. &k are
Member States that think that the IPSASnot a good reference fothe EPBS developmenifor
exampleGermany and FinlandEPSAProject and the development of EPSAS standards arat wiil
happen with the harmonized ahdards will be seen in the future.

See more about EPSASp://www.epsas.eu/en/

Report of the suitability of IPSAS for the Member States:
http://ec.europa.eu/transparency/reqdoc/rep/1/2013/ENAP013114-ENF1-1.Pdf



http://www.epsas.eu/en/
http://ec.europa.eu/transparency/regdoc/rep/1/2013/EN/1-2013-114-EN-F1-1.Pdf

3 Government Finance Statistics

Government Finance Statistics (GFS) shows the economic activities of the government including
government total revenue, govement total expenditure, government balanceufplus or deficit
referred to in national accounts terminology as hending or net borrowing)transactions inihancial

assets and liabilitiesyther changes in assets and liabilities (other afesin volme and revaluation)
andbalance sheetqEurostat 2017.)

These statistics are crucial indicators for determining the health of the economies of the EU Member
{GFrGSad ! yYRSNI GKS GSNXYa 2F GKS 9! Qarepldddedthkeepi @ | YR
their deficits and debt below certain limits. If a Member State does not regpese limits, the sealled

Excessive Deficitrécedure (EDP) is triggeref(Eurostat 2017.5Statistical EDP reporting is explained

more detailed in chapter five.

3.1 Government Finance St atistics as part of national accounts

Government Finance Statisti@&F$ form the basis for fiscal monitoring in Europe, together wvittle
statistics related to the Excessive Defigivdeddure (EDP)Yogether with national accountsowernment
Finance tatistics form thebasis for macroeconomic analysis and policy formulation

Main users of GFS data are the EU administration, Ministry of Finance and ministries busiadiss life
actors (also sub-contractors for ministries) research institutes, banks and other forecasters,
international organisationsmediaand dvil society The increasing use of GFS data indglhinistration
has also increased the interest of other national users in mahgdintries.

In the picture below GFSpsesented with theother areas of national accounts: main national accounts
aggregates, sector accounts, regional accounts, hopigbut tables, financial accounts and satellite (or
supplementary) accounts.

GFS as a part of national accounts

Sector accounts (e.g.
household saving rate,
corporations’ investment

IMain national accounts
aggregates (e.g. GDP,
GNI, exports, imports)

Regional aceounts

rate)
Input-outputtables
{supply and use Financialaccounts {e.g. Government finance
balanced at a product- household debt) statistics

level)

S s D S P
1 Satellite (or supplementary) accounts: e.g. environmental accounts, pension |

entitlements.., I



GFS is an integral part of national accountd &mey have mostly the same methodology, mostly the
same classifications and in principle the same data. For example in GFS data there should be the same
figures for tax revenue that is included in other national accounts data. However, in practicectmere

be some inconsistencies between data included in different parts of national accounts system. Essential
is that GFS is an approach tepresent government sector data included in national accounts, and to
provide information that is specific to govermmt sector

The most important classifications for GH8:

A Sector classification (e.g. sskctoring of government; borderline between government sector
and corporations sector)

A Transaction classification: ndmancial transactions (revenue and expemndé items) vs.
financial transactions

Asset categories (especially for financial accounts)

Functional classification of expenditure (COFOG): expenditure broken down for health
care/general administration/education/social protection etc.

3.2 The scope of G-S and data content

The European GFS framework can be separated into two components

A Data compiled on the basis of ESA 2010 data transmission programene

A Datacompiled on the basis of Exsige Deficit Procedure (EDP) regulations: government deficit
anddebt data, and associated additional data

However, this division is somewhat misleadsigceboth sets of data are methodologically consistent,
data sets are partly overlappingnd both data sets are partly produced in amegrated compilation
process The legislative basis of these two components is presented in the picture below.

...The scope of GFS, legislative basis

. "EDP-regulation”: regulation
ESA 2010 -regulation (549/2013) 479/2009 (amended by 679/2010
and 220/2014)

“ESA 2010 Manual™: Annex A to ESA

2010 -regulation: methadology Manual on govern m-'-.-ntdr-.-ficitl and
debt (MGDD), or "EDP-manual” (not

a legislative act)
Transmission programme:

Annex Bto ESA 2010 -regulation:
data content, deadlines, length of
time series

Eurostat decisions, guidance notes,
clarifications, advices to member
states (not legislative acts)
Country-specific derogations to the

transmission programme: “Budgetary frameworks directive”:
Commission Implementing Decizsion Councll Directive 2011/85/EU
of 26 June 2014

[ ESA 2010 -based GFS data I EDP data ]
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3.3 Quality control

Quality control of GFS data

Typically, member states put a lot of effort to ensure the quality of GFS Hataever, there are no

uniform qualitycontrol models followed, buthe Member $ates have national solution$lore general

European principles that also adgpto GFS can be found from the9 dzNB LISy {GF GA&GA Ol
regulation 223/2009)At the level of Eurostat, the quality contnslechansms are highly developed and

the quality assurance has increased over the past yeaosne developments are possible and the
European Court of Auditors (ECA) report from 4/2016 recommends improvements to quality assurance
procedures

Elements of Eurostaquality control of GFS data

Verification of d data transmitted to Eurostagoes in a way thaeach data set is checked both for
technical errors and, to a large extent, also substantiadUgrification includessarious crosshecks
between different datasets There may be feedback after transmissions, correction or changes and then
again re-transmissions Eurostat is in the process of developing a comprehensive quality reporting
framework, coveringhe whole of national accounts:or EDP data, there axa@rious additional quality
assurance procedures

Eurostat quality control of EDP data: EDP missions

Eurostat makes egular visits to member states, déast every 24 months, covering institutional
arrangements, source data situatiomalysis of reportingables and supplementary tableselimitation

of gowernment sector (borderline beteen government sector and private sectogther challenging
methodological issues andmmetimes, a special emphasis is put on source data issues, and in those cases
also surce data providersand possibly audit authorities magttend the visit The preparation and
follow-up tasks require a lot of work, and additional data collection and anal§ssial methodological
visitsonly if exceptional problems have been idemifi

Eurostat quality control of EDP data: EDP reporting

vdzSadA2yyl ANB NBEIFGSR (2 95t (lofSa Ad AYF2NNIGAZ2
and debt data. The data shows for exampldether various methodological rules have actuallyete

followed. Dialogue with Eurostatfter the reporting is intensiveMember states should be ready to

provide additional information on any issue that may have affected its deficit and debt figDnethe

basis of EDP regulation, Eurostat is granted @eresive access to relevant background informatiion

many cases, the dialogue leads to changes of EDP deficit and debt fifjtinese is uncertainty about

the quality of data, Eurostat can express a public quality reservation on the data provideddmylaer

state. In some cases (for examphtlisagreement about correct recording), Eurostat can also make
changes to the EDP data reported by a member state
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Quality control of EDP data: a legal measure

In 2012, theO2 YYA aaA 2y RSOAAAIR FRYSAY BEA & NiBIRG Al2H 4l KS
statistics entered into force and thipplies tothe Hiro-area countries. The measure aims at preventing

the reporting of incorrect data duéo intent or serious negligencélhe decision grants commission
exceqional powers to conducinvestigations in member state®ne fine has already been imposed, and

one investigation is starting

3.4 Institutional arrangements and co -operation

There is variation between EU member states concerning the division adn@bpities in the area of
GFSEspecially the resporslities ofthe nationalbanks, varies.Ministry of Finance is usually responsible
for estimates for current year which are includedtive EDP reportFormal MoUs (Memorandum of
Understanding) are recomended However, NSI/NCB/MOg&co-operation is crucial in every country
and the flow of information must be ensured, otherwise thendll be discrepancies betweerets of
statistical data compiled by different statisal authorities and tatistical data ad forecasts The coe
operation may encompass manyeas, such as discussion of for exampiethodological issues,
development of source data, shortcomings of source data, data oevésialysis, forecasting issu&snal
responsibilities should be clearubthis does not prevent useful discussion between authoritiks
chapter five institutional arrangements related to EDP reporting are explained in more detail.

3.5 GFS tablesin ESA 2010 transmission programme

Based onESA 2010regulation (549/2013)and its annexes, ES2010 GFS data is compiled and
transmitted by national statistical authoritypata on general govement is included in followingeSA
tables:

Main aggregates of general govenant

I annual data, compiled and transmitted twice per yeand-March and endSeptember
i total revenue and expenditure of general government and itsseittors

1 breakdown by revenue and expenditure components

1 breakdown by sutsectors

Taxes and social contributions

1 annual data, compiled and transmitted once a yeand-September

i total tax and social contributions revenue at a detailed level

1 breakdown by different categories of taxes and social contributions, and bgestibrs

T supplementary but compulsory information at even more detailed level: separate table ingludi
all individual, countnspecific taxes

Gowernment expenditure by function

1 annual data, compiled and transmitted once a yeand-December
1 government expenditure by functional categories (COFOG)

12
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1 breakdowns by expenditure category (transaction), anduiysectors
1 breakdown by COFOGdRit -level for general government total, and by COFGdigit -level for
sub-sectors

Sector accounts

1 quarterly data transmitted at ca. t+3 months and annual data in8agdtember

1 revenue and expenditure items and balamgitems, by sulsectors

1 data transmitted to Eurostat as part of sector accounts of the whole economy (with voluntary
supplementary details for government sector)

Financial accounts (incl. government debt) of general government

1 quarterly data to be transitted at ca. t+3 months
T financial transactions and balance sheets, broken down by asset/liability categories and by sub
sectors

3.6 National accounts classifications : sectors, revenue and expenditure

National accounts is based on many classificationditlitisnal sectors, norfinancial transactions,
financial transactions, classification of the functions of the government (COFOG), assets... Concerning
government nodinancial accounts, two classifications are perhaps the most essential: sector
classificion and nonfinancial transactions classification.

EU fiscal policy rules (e.g. general government deficit and debt) concerns units that are classified in
government sector, and that's why defining government sector by the sectorisation rules is soantport

And when it comes to revenue and expenditure, definingdgample which revenue is codsred as

taxes is important because it allows international comparisons.

3.6.1 Sector classification z how to define general government sector

13



National Accounts

« Comprehensive macro-economic analysis framework
« Sector perspective:

* 311 -non-financial corp. ("market-producers of goods and
services”)

+ 512 -financial corporations ("providers of financial
intermediation and services™)

« MFls, OFls, ICPFs

+ $13 -general government ("non-market producers of
public services")

« $14/515 -households/NPISH ("final consumers”)

+ 82 -rest of the world (a "quasi-sector”, counterparts of cross-
border transactions and postions)

Sector classification rules and decisions

Legal basis: ESA2010 Institutional sector classification

Eurostat Manual on government deficit and debt (MGDD)-

further guidance for determining general government units
(mainly concerning certain types of public corporations and
other bodies)

Eurostat's advice

However, still room left for different interpretations, especially
within the borderline between government and public
corporations

National statistical authorities are responsible for the
decisions, acting independently from other institutions
Statistics Finland: decisions are prepared by national
accounts experts, confirmed by a sector classification group

http:/ftilastokeskus filmetalluokitukset! linkki/soveltamisp.html
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Public sector

General
government

Central
government

Budgetary
central
government

General government and public sector

« Public sector = general government + public
corporations + central bank

+ Public corporations = government ownership
exceeds 50%

+ ESAZ2010 transmission programme does not reguire
reporting of public sector data

« IMF promotes the compilation and publishing of
public sector data for transparency reasons

« EU’s fiscal policy rules concern general
government

15



General goverment
.43

Central govemment  Local govemment  Social security funds
S.1311 5.1313 S.1314

Levels of government

« Central: government units having a national
sphere of competence and political authority
extending over the whole territory of a country

+ State: government units in_a federal system of
government having a state or local sphere of
competence and a state is the largest geographical
area into which the country is divided for political or
administrative purposes

16



Levels of government

* Local: government units having a local sphere of
competence, covering a variety of government
units such as counties, municipalities, cities,
towns, etc.

+ Social security: all social security schemes
regardless of the level of government operating or
managing them

Government sector boundary

ESA 2010, Chapter 20 (The Government accounts):
Decision tree

Is the entity an No Part of controlling
institutional unit? =————————————— unit
Yes
Is the unit | No Unitis classifiedto
controlledby 5/
government the private sector
Yes
L 2
No $¢ das
Is the unita non- A
p— |8 public corporation
market producer? to S.11/5.12
Yes
Unitis partof
general
government

17



Institutional units

* A legal or administrative unit is not necessarily an institutional unit!

+ An institutional unit is an economic entity characterised by
decision-making autonomy in the exercise of its principal function:
«  "entitled to own goods or assets on its own right; it will be able to
exchange the ownership of goods or assets in transactions with other
institutional units"

+  "able to take economic decisions and engage in economic activities for
which it is responsible and accountable at law"

+  "able to incur liabilities on its own behalf, to take on other obligations or
further commitments and to enter into contracts”
+ "able to draw up a complete set of accounts, comprised of accounting

records of covering all its transactions carried out during the accounting
period, as well as balance sheet of assets and liabilities

« Autonomy of decision is not automatically evidenced by legal
status of a unit

Government control

« An institutional unit which is directly or indirectly controlled
by resident general government units or other public
producers

« Control: the ability to determine the general policy or
programme of the entity

+ Each of the following 3 criteria is sufficient:

1) Rights to appoint, remove, approve or veto a majonty of officers, board
of directors, etc.

2) Rights to appoint, veto or remove a majority of appointments for key
committees (or sub-committees) of the entity having a decisive role an
key factors of its general policy

3) Ownership of the majority of the voting interest - normally aggregate
government units' ownership exceading 0% is enough

* jfinconclusive, MGDD includes also further criteria



Market / non-market delimitation

Is the price of goods and services sold economically
significant?

Non-market producers are typically providing their
output free of charge or at prices that are not
economically significant, thus having only minor
influence on supply and demand of their output

1. Qualitative criterion (new in ESA 2010)

* Who is buying (client) — government units, private
sector, both?

* |Is there competition?
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Market / non-market delimitation

2. Quantitative criterion, the “50 % criterion”
* Ratio of income from sales to production costs

+ to be a market producer, the unit shall cover at least
50% of its costs by its sales over a sustained multi-
year period.

« Sales and production costs are defined in ESA (ch 20).

* New in ESA 2010: net interest charge is added to
production costs.

+ Usually not applied to public financial corporations

13
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The qualitative criterion

Is the public producer "by its nature” a market producer?
Output is sold primarily to corporations and households

= Unitis a market producer
* "Incentive to adjust supply..."
= Consumers are free to choose on the basis of the prices

« Examples in Finland
« municipal energy supply companies
« harbours
= Finnair (airline), Posti (the post), VR (railway company)
= municipal rental housing companies

* efc.
14

The qualitative criterion

Output is sold only to government

— An ancillary unit is classified with parent unit
— cleaning, building maintenance...

— Other units
— if it competes with private producers -> market producer
— if it does not compete -> non-market producer

— Typical examples in Finland
~ Real estate holding companies
* incorporated buildings (no employees etc.)

« companies providing office space for
municipalities/state

15
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