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’7 Chapter 5: Valuation

Debt operations

20.221 Debt operations can be particularly important for
the general government sector, as they often sere =
as a means for government to prov1d;,eetiﬁom1c
aid to other units. The reco fof these oper-
ations is covered in Chapter 5. The general prin-
ciple for any cancellation or assumption of debt
of a unit by another unit, by mutual agreement,

is to recognise that there is a voluntary transfer of
wealth between the two units. This means that the

counterpart transaction of the liability assumed or
of the claim cancelled is a capital transfer. No flow
of money is usually observed, this may be charac-
terised as a capital transfer in kind.

Other debt restructuring

20.236 Debt restructuring is an agreement to alter the

terms and conditions for servicing an existing debt,
usually on more favourable terms for the debtor.
The debt instrument that is being restructured is
considered to be extinguished and replaced by a
new debt instrument with the new terms and con-
ditions. If there is a difference in value between the
extinguished debt instrument and the new debt
instrument, it is a type of debt cancellation and
a capital transfer is necessary to account for the
difference.
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5.20

5.21

Financial transactions are recorded at transac-
tion values, that is, the values in national cur-
rency at which the financial assets and/or liabili-
ties involved are created, liquidated, exchanged or
assumed between institutional units, on the basis
of commercial considerations.

Financial transactions and their financial or non-

financial counterpart transactions are recorded

at the same transaction value. There are three
possibilities:

(c) nerther the financial transaction nor 1ts coun-
terpart transaction is a transaction in cash or
via other means of payment: the transaction
value is the current market value of the finan-
cial assets and/or liabilities involved.

The transaction value refers to a specific financial
transaction and its counterpart transaction. In con-
cept, the transaction value is to be distinguished
from a value based on a price quoted on the market,
a fair market price, or any price that is intended to
express the generality of prices for a class of similar
financial assets and/or liabilities. However, in cases
where the counterpart transaction of a financial
transaction is, for example, a transfer and there-
fore the financial transaction may be undertaken
other than for purely commercial considerations,

the transaction value is identified with the current
market value of the financial assets and/or liabili-

ties involved.
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20.241 Debt issued on concessional terms. There is no pre-

cise definition of concessional loans, but it is gener-
ally accepted that they occur when units of the gen-
eral government sector lend to other units in such
a way that the contractual interest rate is intention-
ally set below the market interest rate that other-
wise would apply. The degree of concessionality
can be enhanced with grace periods, frequencies of
payments, and a maturity period favourable to the
debtor. Since the terms of a concessional loan are
more favourable to the debtor than market condi-
tions would otherwise permit, concessional loans

effectively include a transfer from the creditor to
the debtor.

ESA Concessional Loans

20.242 Concessional loans are recorded at their nominal

value just as other loans, but a capital transfer is
recorded as a memorandum item at the point of
loan origination equal to the difference between
the contract value of the debt and its present value
using a relevant market discount rate. There is no
single market interest rate that should be used to
measure the capital transfer. The commercial inter-
est reference rate published by the OECD may be
applicable when the loan is issued by one of its
member countries.
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Debt reorganization

22.111 Debt rescheduling 1s a bilateral arrangement between the

22.106 There are four main types of debt reorganization: debtor and the creditor that constitutes a formal deferment

b. Debt heduli fi - e T of debt-service payments and the application of new and
: d dit fth ed %11 7 generally extended maturities. The new terms normally
terms an . fsons o e MO OWER 3y — include one or more of the following elements: extending
result or not n 2 reduction in burden repayment periods, reductions in the contracted interest
terms, rate, adding or extending grace periods for the repayment

of principal, fixing the exchange rate at favourable levels
for foreign currency debt, and rescheduling the payment of
Debt rescheduling and refinancing e

22.109 Debt rescheduling (or refinancing) is an agreement to alter 92 112 The treatment for debt rescheduling is that the_existing

the terms and conditions for servicing an existing debt, contract is extinguished and a new contract created. The

usually on more favourable terms for the debtor. Debt applicable existing debt is recorded as being repaid and a

rescheduling involves rearrangements on the same type of new debt mstrument (or instruments) of the same type and

instrument, with the same principal value and the same with the same creditor 1s created with the new terms and

creditor as with the old debt. Refinancing entails a different conditions.

debt instrument, generally at a different value and may be

with a creditor different than that from the old debt. 22.113 The transaction is recorded at the time both parties record
the change in terms in their books. and is valued at the
value of the new debt.

22.110 Under both arrangements, the debt instrument that 1s being
rescheduled 1s considered to be extinguished and replaced
by a new debt instrument with the new terms and
conditions. If there 1s a difference in value between the
extinguished debt instrument and the new debt instrument.
part_1s a type of debt forgiveness by govemment and a

capital transfer 1s necessary to account for the difference.



System of
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22.123 Debt issued on concessional terms. There 1s no precise

definition of concessional loans, but it 1s generally accepted
that they occur when umits lend to other umits and the
contractual interest rate is intentionally set below the
market interest rate that would otherwise apply. The degree
of concessionality can be enhanced with grace periods,
frequencies of payments and a maturity period favourable
to the debtor. Since the terms of a concessional loan are
more favourable to the debtor than market conditions
would otherwise permit, concessional loans effectively
include a transfer from the creditor to the debtor.

SNA Concessional Loans

22.124 Loans with concessional interest rates to a foreign

government could be seen as providing a current transfer
equal to the difference between the actual interest and the
market equivalent interest. If such a transfer were
recognized, it would usually be recorded as current
international cooperation, and the interest recorded would
be adjusted by the same amount. However, the means of
incorporating the impact within the SNA and international
accounts have not been fully developed, although various
alternatives have been advanced. Accordingly, until the
appropriate freatment of concessional debt 1s agreed,
information on concessional debt should be provided in
supplementary tables.



