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THE CLASSIFICATION OF QUASI-CORPORATIONS IN KOREA

Prepared by CHO YONG-GIL
(Bank of Korea)

Summary

As the 1993 SNA recommends that the production account as well as other accounts be compiled
by institutional sectors institutional sectoring has become an integral issue.  In practice, when we
distinguish between corporations and households sector it is necessary to have more practical criteria to
distinguish quasi-corporations from unincorporated enterprises because, in SNA, quasi-corporations are
regarded as corporations for sectoring purpose.  This paper reviews the practical criteria for identifying the
quasi-corporations among household unincorporated enterprises in Korea.  Income tax law in Korea
prescribes the responsibility of double entry book-keeping on the basis of sales volume.  This criterion is
consistent with that of 1993 SNA that describes as quasi-corporations the enterprises with a complete set of
accounts, including balance sheet.

Introduction

1. Quasi-corporations are unincorporated enterprises that function as if they were corporations, and
for purposes of institutional sectoring they are treated as if they were corporations, rather than as parts of
government or household sectors to which they legally belong

2. In the 1993 SNA manual, detailed conceptual descriptions on quasi-corporations are provided for
institutional sectoring.  However there are no practical criteria for identifying them in compiling the
national accounts.

3. In the 1968 SNA, it was prescribed that national accounts could be compiled by institutional
sectors except the production account, which is compiled on the basis of industries.  However, in the
1993 SNA it is recommended that all accounts including the production account be compiled according to
institutional sectors.  Thus, in order to compile the production account as well as other accounts by
institutional sectors we need more accurate and practical criteria for identifying and classifying the
quasi-corporations than ever before.  This paper focuses on how to identify the quasi-corporations among
household unincorporated enterprises in Korea.
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Criteria for the Classification of Quasi-Corporations

4. In the 1993 SNA, three kinds of quasi-corporations are recognised:

a) Unincorporated enterprises owned by government units which are engaged in
market production and which are operated in a way similar to publicly-owned
corporations;

b) Unincorporated enterprises, including unincorporated partnerships, owned by
households, which are operated as if they were privately-owned corporations;

c) Unincorporated enterprises which belong to institutional units resident abroad; these
consist of the permanent branches or offices of foreign corporations or unincorporated
enterprises.

5. Quasi-corporations are unincorporated enterprises which are sufficiently self-contained and
independent, and behave in the same way as corporations.  The concept of quasi-corporations was
developed to separate the unincorporated enterprises from their owners.

6. Complete sets of accounts must be kept to identify and record any flows of income and capital
that take place between the quasi-corporation and its owner.  Therefore, the existence of a complete set of
accounts, including balance sheets, is a necessary condition for an enterprise to be treated as a
quasi-corporation.

7. As mentioned above, in the 1993 SNA, the maintenance of a complete set of accounts is the only
practical criterion for identifying and classifying the quasi-corporation.  The 1993 SNA also adds that to
define quasi-corporations owned by households it is not desirable to introduce additional criteria, such as
size, as such criteria do not help in practice if the enterprise is not operated like a corporation and does not
have a complete set of accounts of its own, however large it may be (1993 SNA, paragraph 4.53).

8. On the other hand, according to the unofficial opinion of the IMF, each country can use various
criteria such as legal provisions, tax rules, and size (in terms of value added or persons occupied) as rules
of thumb for making distinctions as long as the condition of keeping a complete set of accounts is satisfied.

Results of our Review in Korea

9. To separate quasi-corporations from household unincorporated enterprises we have considered
two kinds of criteria.  One is to follow the provisions of the tax law and the other is to set certain levels of
sales volume for distinguishing between quasi-corporations and household enterprises.

10. First, according to the income tax law of Korea, all enterprises should maintain double entry
book-keeping to report their financial statements to tax authorities.  However, enterprises whose sales
volumes are below certain amounts may be exempt from double entry book-keeping and submit only a
simplified form of income details to tax authorities.  Thus, it is considered that the enterprises which
submit a simplified form of income details could be classified as “pure” unincorporated enterprises owned
by households because they need not keep complete sets of accounts.  Enterprises except such “pure”
household unincorporated enterprises could be identified as quasi-corporations.
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Classification Criteria of Quasi-Corporations (by income tax law)

Industry Sales Amount per Year

1. Rental of Real Estate

2. Storage; Health; Education; Personal Services above KRW 75 million

3. Manufacturing; Construction; Transportation; 
Hotels and Restaurants; Real Estate Brokerage

above KRW 150 million

4. Animal Husbandry; Hunting; Fishing; Mining; 
Electricity, Gas and Water Supply; Wholesale and 
Retail Trade; Communications; Financial 
Intermediation

above KRW 300 million

5. Wholesale Trade of Grains, Fruits etc; Retail Trade
of Tobacco

above KRW 400 million

Source:  National Tax Office, Korea

11. Using these criteria, we roughly estimated the proportion of quasi-corporations among all
enterprises owned by households.  The result is that, in manufacturing industries, the percentage of
quasi-corporations among all unincorporated enterprises is about 83% on the basis of sales volume.  On the
basis of numbers of establishments, it is only 26%.

Composition of Unincorporated Enterprises

(Income Tax Law Criteria)

(unit:  %)

Sales Volume
Basis

Number of Establishments Basis

   Quasi-corporations among household enterprises1 82.6 26.0

   “Pure” household unincorporated enterprises2 17.4 74.0

Total 100.0 100.0

1 Those enterprises, among household unincorporated enterprises, which maintain double entry book-keeping.
2 Those enterprises which submit only a simplified form of income details and are exempt from double entry book-keeping.

12. Another approach we can consider is to make distinction between quasi-corporations and “pure”
household unincorporated enterprises on the basis of sales volume.  This approach would rely on
comparing the scatter diagrams of sales volume of both corporations and all unincorporated enterprises,
and recognise those unincorporated enterprises at a certain range of sale volume as quasi-corporations.  For
example, we draw the distribution curves of sales volume of both corporations and all unincorporated
enterprises.  And we may regard coincided areas with each other as those of corporations even though they
are those of unincorporated enterprises.
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13. However when we apply these criteria, we should select on our own the appropriate levels of
sales volume of unincorporated enterprises.  In fact, when we saw the scatter diagrams of sales volume of
both the corporations and all unincorporated enterprises, it was not so easy to decide the proper levels for
making distinctions.

14. We finalised our conclusion to the problem by adopting the former criteria.  That is, it is
desirable to recognise as quasi-corporations the unincorporated enterprises owned by households which
submit financial statements to tax authorities in accordance with income tax law.  The first reason for this
is that these criteria satisfy the necessary condition of quasi-corporations, which is "keeping a complete set
of accounts".  The second reason is that, as financial data on those quasi-corporations are collected
periodically and stored as a database in the National Tax Office, we can make use of them whenever we
need, and therefore enhance our estimates of national accounts when compiling institutional sector
accounts.


