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Executive summary

The final mandate of this Task Force was approwethb GNI Committee in April 2007.
The Task Force started working in June 2007 andsisted of members of national
statistical offices, one member of the ECB extestatistics and Eurostat staff from
national accounts and BoP units. The Member States took part in the Task Force
were: Belgium, Ireland, Portugal, Luxembourg, Itayermany, Malta, United Kingdom,
Finland, Austria, Sweden, the Netherlands and Cypru

The Task Force held five meetings betwdane 2007 and May 2009.Following the
mandate, the work of the Task Force concerned tisgges, namely: 1) Treatment of
entities with little or no physical presence belmmg to multinational groups. 2)
Recording of some cases of intra-group transactiamespective of the kind of entity
involved. 3) Areas and forms of possible co-operatn order to ensure a complete and
consistent recording of the activities of multioatils, in particular for entities with little
or no physical presence.

After the presentation of a progress report in JAG08 containing an overview of the
case studies considered (GNIC/117), the GNI Coreattincluded that for points 1) and
3), the Task Force should give specific recommeéoisit For point 2), which is related to
intra-group transactions, the GNI Committee conelddhat the final report of the Task
Force would include the preliminary conclusions ¢kad in the progress report to be
used as input for further work.

The Task Force concluded its final report in Ju@®2 and agreed on the following 12
recommendations:

R1 Entities with little or no physical presence arelie classified as institutional units
when they are not resident in the same country hes dountry of their parent.

Consolidation within the parent company occurs owithin domestic economy, when
they do not comply with the general criteria fostitutional units.

R2 The Task Force recommends that some elements tetitment of SPEs contained in
the SNA of 2008 chapters 4 and 26 are clarifiedtfair application in the EU. This
concerns in particular:
» The use of the criterion of registration for iddying institutional unit. VAT
registration is not a sufficient condition in theUEor identifying a resident
institutional unit.

* The treatment of truncated groups containing bd®ESand normal units.

» The notion of "activities not requiring physicalgsence”, in particular of "virtual
manufacturing”, introduced by the SNA of 2008.

R3 The Task Force recommends that the production &sS® to be allocated to sector
and industry according to their principal activitin determining the production activity
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of SPEs, the underlying economic nature rather tthenlegal appearance should be the
reference for national accounts.

R4 For valuation of SPEs output, the Task Force rememds that when the SPEs has
transactions only with its foreign parent or witther units of the same group a market
valuation cannot be identified and output should/akied at cost.

R5 The Task Force recommends that the treatment B 3 member states conform to
table 1 of this report. The decision tree showfigare 1 of this report may represent an
operational tool for national compilers.

R6 The Task Force recommends fostering cooperationexathange of information on

SPEs among national producers of statistics in Hi¢ in order to tackle risks of

omissions, double counting and inconsistent recayddf SPES operations which may
lead to asymmetries.

R7 The Task force recommends the separate identdicatf intra-group imports and
exports of goods and services in a systematicdashi

R8 The Task Force recommends that member state set '\gonsistency unit" or a
similar organisational structure in their NSI for aonsistent recording in national
accounts and in balance of payments of items réledanultinationals. This may require
the involvement of the national central bank andtbier national statistical authorities.
The MEETS project may represent an opportunity uppsrt such a development in
member states.

R9 The Task Force recommends that Eurostat organizhagge of data between
national accounts compilers for multinational emeses and SPEs in particular. The
organisational structure of the FDI Network may \s8eras a reference for such an
exercise. Such a type of organisation is consideissful to foster cooperation between
national compilers and alleviate the problem of fadential information.

R10 The Task Force recommends that the data on SPEmeleded in the European
Group Register, clearly flagging such entitieshie business register and if production is
included in the country of residency, taking intwaunt the classification of SPEs given
in the final report of the Task Force. A sub-se¢tostitutional) classification would need
to be created for better harmonisation.

R11 The types of SPEs observed in economic reality chayge over timeMember
states should provide information to the NAWG amdhe BOPWG as soon as they
observe new types of SPEs.

R12The NAWG and the BOPWG should regularly moniteretolution of initiatives on

statistics for multinationals of international bedi such as the OECD and the UN and
inform the participants.
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Introduction

The Task Force on the recording of certain acésitof multinationals in national
accounts (Task Force MUNA) was set up by Eurosta2007 on request of the GNI
Committeé. The mandate given by the GNI Committee was tHeviing:

(i) Prepare an_overview of the current situatiowesng the various cases/flovend
accounting practices identified as problematic by Member States; this overview
will be part of a_progress report which will be mitied to the National Accounts
Working Group and to the GNI Committee; the TaskcEowill also take into account
the results and ongoing developments of otheraélatork and studies as far as they
are relevant for GNI measures.

(if) Propose guidance on possible ways of identtfyspecific entitiegind measuring their
operations, including entities located in regionsub-regions within a Member State
that have a special tax-exemption jurisdiction;

(iii) Develop rules for deciding on the inclusiofithese entities for national accounts and
on the _classificatiorof their flows and stocks. Developments on theatpdf the
1993 SNA the Fifth IMF Balance of Payments Manual andh&f OECD Benchmark
definition for FDI will be also taken into consi@dion;

(iv) Examine the treatment in national accountsirdfa-group imports and exports
(including royalties), and of intra-group incontik@nsactions. The Task Force will
analyse typical cases derived from countries’ egpee and will propose
recommendations for the treatment in national actoof intra-group transactions.
The treatment of transactions between affiliatetermises described by the IMF
Balance of Payments Manual (88 97-103) may reptesatarting point for the work
of the Task Force;

(v) Examine possible areas and forms_of co-operdbetween the national statistical
institutes of the different countries in order tosere a consistent recording of the
activities of the multinationals and the specialgmse entities;

(vi) In its work and proposals, the Task Force ngig¢ due consideration and importance
to the issue of confidentiality.

The Task Force started its work with a fact-findegrcise (point (i) above). A number
of case studies - considered representative andriend in the respective countries —
were supplied by the participating countries. Thesse studies were grouped according
to the three main issues mentioned in the mandategly: 1) Treatment antities with
little or no physical presenckelonging to multinational groups. 2) Recordingsoime
cases ofntra-group transactionsirrespective of the kind of entity involved. 3jeas and
forms of possibleo-operationin order to ensure a complete and consistent detpiof
the activities of multinationals, in particular fentities with little or no physical presence.

! The Task Force consisted of members of natiomdistital offices with practical experience in ol
accounts in the area of special purpose entitidsranitinationals. The ECB external statistics diuisalso
participated in the Task Force. Eurostat partidpamere from national accounts and BoP units. The
Member States who took part in the Task Force wBedgium, Ireland, Portugal, Luxembourg, Malta,
United Kingdom, Finland, Austria, Sweden, NethetlgnGermany, Italy and Cyprus. The Task Force held
five meetings, between June 2007 and May 2009.
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Given that the mandate required taking into accoli@tongoing developments as far as
they were relevant for GNI measures, a particutgreat of the work of the Task Force
was that the ongoing revisions of the SNA93 anthefBPM had to be considered. The
changes introduced in the new manuals have inrieggveral cases concerned the subject
matter covered by the Task Force, especially tledrding of transactions between
affiliated enterprises. This implied that in mos$tlee cases the Task Force had to discuss
the various topics both in the framework of thespreg system and in the framework of
the new system. An additional difficulty was thdietTask Force had to base its
discussion of the new SNA on versions that wereyaofinal.

In July 2008, the Task Force presented a progressrtr to Eurostat GNI Committee
(GNIC/117), which contained an overview of the ceadadies collected and some
preliminary conclusions on the three topics listeder 1) to 3) above. As a result of the
discussion at the GNI Committee, for points 1) &)dthe Task Force was asked to
complete a final report by June 2009 with more Hjgeguidance and recommendations.
For point 2), which is related to intra-group tractons, the GNI Committee concluded
that the final report of the Task Force would imtduthe preliminary conclusions to be
used as input for further work. Concerning pointte Task Force was also asked to take
into account chapter 4 of the SNA 2008, to give enawncrete guidance on valuation and
to advance on a possible decision tree for thenrexat of units with little or no physical
presence.

The Task Force continued its work in the secontiagf&2008 and in the first half of 2009.
The fifth and final meeting of the Task Force tqm&ce in May 2009. The Task Force
reached conclusions and proposed recommendatiopartsl and 3 that are presented in
this final report. For part 2 the conclusions resthy the Task Force are part of this final
report to serve as input for further work, in pautar for the implementation of the
revised system.

Final report 5 July 2009



1. Entities with little or no physical presence

In 2007, several EU member states signalled thd oéelarifications on the treatment in
national accounts of foreign controllemhtities having little or no physical presence.
Clarifications were requested concerning the idieation of institutional units,
residence, valuation, classification by sector #@ydactivity. The characteristics that
create difficulties are that, although these farezgntrolled units are very small in terms
of employment and structure (in many cases limitechn address and larass plate
without any person employgdhey have important cross-border flows and posgti The
cases presented at the Task Force show examplerelly ginancial operations, of flows
and stocks related to the acquisition of non-fin@nassets (tangible and intangible) of
income flows and of flows linked to trade in goonfsmost cases without physical transit
of the goodsrfierchanting.

This kind of entities have since years been knowth warious names, such as (at least):
"special purpose entities", "special purpose vehlgl "shell companies”, "special
financial institutions”, "brass plate/mailbox comps" and “international business
companies". However, countries have more receafignted an increased importance and
new forms of use of this kind of organisationaustures by multinational groups. The
term "special purpose entities" is now used inSN&A 2008 (4.55-4.67) and in the BPM6
(see 4.50-4.52 and also 4.82-4%87)

While collecting contributions from countries fdnet fact—finding exercise, the Task
Force also reviewed and discussed the methodoldgazkground in respect of entities
with little or no physical presence. This concernied particular the concepts of
institutional unit, residence, classification byctes/activity and valuation. After the
approval of the SNA 2008 and BPMS, it is now pol&sib this final report to give an
overview of the guidance foreseen in the presedtiarthe revised system for entities
with little or no physical presence. This is follevby a summary of the discussion held
at the Task Force and its conclusions concerniagrtethodological background.

1.1. Methodological background

1.1.1. Current and revised statistical standards for instiutional units and
their residency — Special purpose entities in the®8 SNA and in the
BPM6

Concerning the identification of institutional witvith relation in particular to foreign-
owned units, the Task Force considered that thésioes of the manuals have not
introduced important changes in respect of the g¢neinciples. However, the SNA of
2008 contains some new paragraphs on SPEs cors@egespecial case.

To recall, ESA95 § 2.12 states that "the instituilounit is an elementary economic
decision-making centre characterized by unifornufybehaviour and decision-making
autonomy in the exercise of its principal functiand either keeps a complete set of
accounts or it would be possible and meaningfudmfrboth an economic and legal

2 This was not the case when the Task Force stistacbrk.

Final report 6 July 2009



viewpoint, to compile a complete set of accountthdy were required." Indicators of
autonomy of decision in respect of its principahdtions are: owning assets in its own
right, taking economic decisions for which it iddhdirectly responsible and accountable
by law, incurring liabilities on its own behalf, take on other obligations or further
commitments and to enter into contracts (see alA93 84.2, which has remained the
same in the SNA 2008).

Quasi-corporations, such as branches of foreigactimvestors, are also considered
institutional units in the system even if they du have an independent legal status (see
ESA95 2.13 (f) and SNA93 4.49). Furthermore, ESRI defines as notional resident
units: a) those parts of non-resident units whialieha centre of economic interest in the
compiling country; b) non-resident units in theaipacity as owners of land or buildings.
Notional resident units, even if they keep onlytighiaccounts and may not always enjoy
autonomy of decision, are treated as institutiomats.

Looking at the SNA of 2008, while the referencenfeavork has remained the same, a
number of special cases have been introduced iagpphs 4.51-4.67, of which one
refers to Special purpose entities (4.55-4.67).

The main characteristics of an SPE in the SNA 2068 and 4.57 are as follows:

- They have often no employees and no non-finandséta. They may have
little physical presence beyond a "brass plate"fiooing their place of
registration.

— They are always related to another corporatiomnoéis a subsidiary, and SPEs
in particular are often resident in a territoryeatthan the territory of residence
of the related corporations.

— They are commonly managed by employees of anotirporation which may
or may not be a related one. The unit pays feesdorices rendered to it and
in turn charges its parent or other related compmra a fee to cover these
costs. This is the only production the unit is ilvea in though it will often
incur liabilities on behalf of its owner and willsually receive investment
income and holding gains on the assets it holds.

The SNA 2008 (4.58) concludes thaich units are treated in the same way as other
institutional unitsby being allocated to sectors and industry acogrdo its principal
activity unlessthey fallin one of the following three categories:

a. Captive financial institutions (4.59-4.61)financial corporations that cannot act
independently of their parents and are simply pasbkblders of assets and liabilities.
Examples given are holding companies, investment pension funds, securisation
vehicles, conduits.

» These entities are treated as separate institutiamats only if resident in an
economy different from its parent

% See also BPM6 4.82-4.87.
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« |If they are resident in the same economy as itermgarthey are treated as
"artificial subsidiaries”, which are the second exception (point b of 4.58dcit
above) to the general rules for identificationrgdtitutional units:

b. Artificial subsidiaries (4.62-4.66) subsidiaries wholly owned by a parent
corporation created in order to avoid taxes, toimmse liabilities in the event of
bankruptcy, or to secure other technical advantageder the tax or corporation
legislation in force in a particular country. Foraenple, the parent may create a
subsidiary to which ownership of land, buildingsequipment is transferred and whose
sole function is to lease it back again to the pacerporation; be the nominal employer
of all the staff of the group; keep the accountdhef parent. In generahese sorts of
corporations do not satisfy the definition of arstitutional unit because they lack the
ability to act independently from their parent corgtion. Artificial subsidiaries are
therefore not treated as separate institutionalsuimi the SNA but are treated as an
integral part of the parent and their accountscaresolidated with those of the parent. As
said, consolidation of accounts applies also to"ffassive SPEs" under point a., if they
reside in the same country as their parent.

An important feature of artificial subsidiaries amd captive financial institutions
according to the SNA 2008 is tHheir level of output and the price they receiveifare
determined by the parent that (possibly with otberporations in the same group) is
their sole clien{see SNA 2008 4.64).

C. Special purpose units of general governmeége SNA 2008 (4.67): the Task
Force was not concerned with this case.

Residency of institutional uniis determined, in both the current and the revisetems,
as the economic territory in which the unit hascistre of economic interesthe SNA
2008 states in 4.12 that the economic territorythasdimensions of physical location as
well as legal jurisdiction. In particular, each mmanof a group of affiliated enterprises is
resident in the economy in which it is locatedheatthan being attributed to the location
of the head office (see also 4.51). Furthermo, éhtities such as many special purpose
entities, that have few if any attributes of looati the location is determined by their
place of incorporation” (see SNA 2008 4.15-f. arRMB 4.115 (d)). The SNA 2008 also
clarifies that in the case of extraction of subs@ibources, "an enterprise that will
undertake extraction is deemed to become residbahwhe requisite licences or leases
are issued, if not before" (see 4.15-e.).

Chapter 26 of the SNA 2008 concerns the Rest ofMbigd account and the links to the
Balance of payments. This chapter gives additiariafifications on the criteria for
determining the residency of institutional units¢luding branches. In particular, if the
production process involves physical presence, theroperations should be physically
located in the economic territory for the unit te tonsidered resident. For production
activities that do not involve physical preseneshsas some cases of banking, insurance,
other financial services, ownership of patents,am@nting and "virtual manufacturing”,
residency is determined according to the econoenrd¢dry under whose laws the entity is

* In this respect, the SNA93 § 4.16 (c) — which &s® been kept in the 2008 revision as § 4.15 &gys
that "corporations and NPIs may normally be expbttehave a centre of economic interest in the tgun
in which they are legally constituted and registére
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incorporated or registered26.41 is the only other paragraph in the SNA 6@
mentioning virtual manufacturing, to say that imtwal manufacturing all the physical
processes are outsourced to other units.

1.1.2. Subsector and activity classification of entities #h little or no
physical presence

Although the SNA 2008 gives particular attentiontte case of SPEs that araptive
financial institutions it also says that SPEs should be in generaleweiat the System in
the same way as any other institutional unit bynfeallocated to sector and industry
according to its principal activity (see 4.58 attgaeferred to before). Even though this is
not explicitly stated in the SNA 2008, it appearsni its text that a unit resident in a
different country than its parent and having thbeotcharacteristics of aartificial
subsidiary(particularly, in terms of activities — see theamples contained in 4.63 and
guoted before) should be treated as an institutiemaand classified according to its own
activity/sector, just like aaptive financial institution

The examples produced by the country reports aonfirat in the EU Member States
SPEs with little or no physical presence are entaed in financial as well as in non-
financial activities. Another empirical result thaill be described in more detail in point
1.2 of this report is that SPEs with little or nbypical presence owning non-financial
assets (tangible and intangible) are not a limagdeption in the EU. This appears in
concordance with the examples given by § 26.30 &m26.41 and cited in the last
paragraph of section 1.1.1.

1.1.3. Valuation

Concerning principles for valuation of productioh $PEs with little or no physical
presence, the Task Force referred to the one akttemmendations of the AEG in 2007
saying that the output of SPEs should be valuedoat if no market valuation is
availablé. As already observed in 1.1.1, the SNA 2008 refierthe absence of a market
as a distinguishing feature of captive financistitntions and of artificial subsidiaries, for
which the level of output and its price are detewni by the parent that (possibly with
other corporations in the same group) is their slidéat (see 4.64).

1.1.4. Discussion of the Task Force

The Task Force discussed at length the methodalelgyed to SPEs, particularly their
treatment in the SNA of 2008.

The Task Force agreed that SPEs with little or Imgsjzal presence should be considered
resident institutional units when they are notdest in the same country as the country
of their parent. Consolidation of the SPEs with pla@ent company should occur within

® See 26.30 for branches (that refers to registraiidegal domicile) and 26.41 for enterprisest(teéers to
incorporation or registration).

® Statistical Commission Background document, Theéighth session, 27 February - 2 March 2007, ltem 3
(f) of the provisional agenda: Items for discuss@md decision: National accounts. The Full Set of
Consolidated Recommendations made by the Advisopef Group for the Update of the System of
National Accounts, 1993. Prepared by the Intersades Working Group on National Accounts.
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the domestic economy. However, more complex casgich there is a part of a group
in a country (so-called "truncated group") contagnboth SPEs and normal units should
be further investigated in the follow up work. Iddition, the Task Force observed that
the lack of ownership of non-financial assets isandistinguishing feature of SPEs in the
EU, contrary to what is said in SNA 2008 4.56 (sa#g 1.2 for more on this point).

Concerning production by SPEs, the text of the SMAR008 4.57 quoted befdrés not
particularly clear and it is not sufficient to debe all the cases of SPEs that can be found
in the case studies produced by the Task Forceebhdthe SNA of 2008 (4.47a and
26.30b) gives also a list of examples of productativities that do not involve physical
presence and that therefore should be consideredrinection with SPEs. These are:
some cases of banking, insurance, other finanaaices, ownership of patents,
merchanting and "virtual manufacturifig’/According to the Task Force, this part needs
further clarification in the ongoing revision ofetiESA. The SNA does not give a close
list of activities and the case studies show exampf SPEs without physical presence in
the EU with activities that are similar but not tteme as those listed by the SNA 2008.
For example: ownership of copyrights or other igiale assets different from patents. In
addition, although 26.41 of the SNA 2008 contaireme explanations on the
characteristics of the activities that do not imelphysical presence, it appears that
further clarifications are needed. In particularirtial manufacturing” is potentially a
very important issue that seems to deserve moigsasiaalso in connection with the case
of "global manufacturing” introduced in the BPM@itImot in the SNA 2008 (see part 2 of
this report).

Some members of the Task Force argued that, iake of units with no or very little
employment, production activity can only consistaim activity of ownership of assets.
They consider that the list of activities given26.30 and 26.41 of SNA 2008 is too
extensive if the unit has no employment at allnsignificant employment compared with
its activity in terms of transactions and balancees value. The majority of the members
of the Task Force did not endorse this opinion r@ferred to the principles of acquisition
of the ownership of the output and responsibility the production process used in
national accounts for defining the production baamdsee for instance SNA 2008 6.24).
However, the Task Force agreed that the econonticenaf the activities and of the
transactions carried out should be the referencwiional accountsin many cases it is
observed that SPEs are used by groups precisalystiuise the nature of the activity
and/or of their transactions. A more detailed dpson of the main cases observed, based
on the studies produced by the participants, wapgred by the Task Force and is
presented in part 1.2 of this report.

Concerning the conditions for determining residefmy activities that do not involve
physical presence, the Task Force observed thatSt& 2008 makes reference to
“"incorporation” in chapter 4 (4.15f) and to "incorgtion or registration” in chapter 26
(26.41). The Task Force considered that also thist should be clarified in the ongoing

""The unit pays fees for services rendered todtiarturn charges its parent or other related c@pans a
fee to cover these costs. This is the only produdtie unit is involved in ....".

8 SNA 2008 4.47a, referring to branches, gives hawevshorter list for production that does not Iago
physical presence, limited to financial servicest Bis is not consistent with the list given foabches in
26.30b and quoted in the text.

® See for instance the distinction between econamitlegal ownership in the SNA 2008.
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revision of the ESA. In particular, the Task Fomgreed that VAT registration in a
member state is not a sufficient element for idgimiy an institutional unit.

The Task Force agreed that in case of absence®inarket transactions, the output of
SPEs should be valued at cost.

1.1.5. Conclusions to 1.1

At the end of its discussion of this part on thahndological background, the Task Force
drew some conclusions on SPEs with little or nosptaf presence.

First, SPEs with little or no physical presence tréde classified as institutional units
when they are not resident in the same country has dountry of their parent.

Consolidation with the parent company occurs onithiw the domestic economy, when
the SPEs do not comply with the general criteriaifistitutional units. More complex

cases in which there is a part of a group in a tgu(so-called "truncated group")

containing both SPEs and normal units are not demnsd by the SNA of 2008 and should
be further investigated. For incorporated entitibat have few if any attributes of
location, the location should be determined by rthgliace of incorporation. For

unincorporated entities, such as branches, the Faste considered that they normally
have a physical presence, although examples ofcbhesnwith little or no physical

presence were mentioned for the financial sectothis case, the registration with the
national supervisory authority could be used asitaron. On the other hand, the Task
Force agreed that VAT registration is not a sufinti element for identifying an

institutional unit in EU member states.

Secondly, production of such entities is to becated to sector and industry according to
their principal activity. In determining the prodian activity of SPEs, the underlying

economic nature rather than the legal appearanceldsioe the reference for national
accounts. The Task Force worked in more detailh@nrhost important cases that are
observed in the EU, which are presented in parofltBis report.

Thirdly, concerning the valuation of SPEs transatwdj the lack of the ability to act
independently from its parent corporation is oftefiected in the absence of a genuine
market price for the output of the entities coneeltrin such cases, valuation of the SPEs
output at cost is recommended.

1.2.Classification of the SPEs emerging from the casetuslies
collected by the Task Force and decision tree

The experts participating in the Task Force pradidenumber of national case studies
concerning entities having little or no persons kygd, limited operations or limited
physical presence in their country. The case ssudancern entities that are foreign-
controlled and thus resident in a territory otheart the territory of residence of their
parent companié$ A more detailed description of the case studias be found in
GNIC/117 — Progress report of the Task Force of 2008.

9 In general, their originators can also belongh® government sector. However such entities wete no
analysed by this Task Force.
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Based on the case studies an overview of the diffeiypes of entities with little or no
physical presence is given in table 1.

One of the main common characteristic of typicaESBmerging from the case studies is
that the value of the stocks in their balance shisedbove any reasonable proportion with
their employment and their physical structure (i) For that reason, the Task Force
worked following a first-level classification of &B in terms of the kind of asset in their
balance sheet (financial, non-financial tangiblel aon-financial intangible assets)
Inside each group of SPEs so defined, an indicawbnthe sector and activity
classification is given in table 1, together witslort summary of the purpose for which
the SPE is usually set up. The activity classiftrats given in both NACE Rev 1.1 and in
NACE Rev 2. The last column contains a summanhefdonclusions of the Task Force
concerning valuation of the output of the SPEs.

1 Table 1 however contains a residual category tetheee below.
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Table 1: Classification of SPEs in the EU

la

1b

2a

2b

10

11

nic

vith

Type Institutional sector Activity Purpose Valuation of production
NACERev.11 |  NACERev.2
Ownership of financial assets
(Captive financial institution
Holding companies Other financial 65.23 Other financial 64.20 Activities of owning subsidiaries,
intermediaries, except | intermediation n.e.c. holding companies concentration of group
insurance corporations apd profits in favourable sumof costs
pension funds (S.123) countriesfurisdictions,
group financin
Holding companies owning clail Other financial 65.23 Cther financial 64.20 Activities of owning subsidiaries,
on notional units abroad intermediaries, except | intermediation n.e.c. holding companies concentration of group
(buildings, natural resources ) | insurance corporations apd profits in favourable sum of costs
pension funds (S.123) countriesfurisdictions,
group financing
Trusts, funds and similar inandalOther monetary financial 65.23 Cther financial 64.30 Trusts, funds andreturn on financial
ertiies institutions (S.122) intermediation n.e.c. similar financial entities |investment with fiscal sum of costs
|advantage
Trusts, funds and similar finandal Other financial 65.23 Cther financial 64.30 Trusts, funds andreturn on financial
ertities intermediaries (S.123) | intermediation n.e.c. similar financial entities |investment with fiscal sum of costs
advantages
Securitization oompani@g Other financial 65.23 Other financial 64.99 Other financial |assets securisation for fund
intermediaries (S.123) | intermediation n.e.c. service activities, excepfraising
insurance and pension sum of costs
funding n.e.c.
Captive financial leasing Other financial 65.21 Financial leasing] 64.91 Financial leasiffipancial leasing within a
companies (usually, for aircrafty  intermediaries (S.123) group (the SPE is not
and vessels) considered the economig sumof costs
owner of the equipment).
Captive insurance and re- Insurance corporations apd 66.03 Non-life insurange  65.12 Non+life insurarjzesurance and re-insuranpe
insurance companies pension funds (S.125) 65.20 Reinsurance |within a group sum of costs
Invoicing companies Other financial 65.23 Cther financial 64.99 Cther financial ~ |invoicing sales of the gro|
intermediaries (S.123) | intermediation n.e.c. service activities, excepjworldwide
: . sum of costs
insurance and pension
funding n.e..
Ownership of non-financial tangible assets
Renting of mobile equipment | Non-financial corporation 71..00 Renting qf 77.09 Renting of ) redister the ownership )f These cases are treated as finand
(S.11) machinery and equipmgntmachinery and equipmgntthe asset and the rents} N casing if the SPE is not the econon
without operator (exclud. without operator (exclud. low tax jurisdictions asing
71.40) 77.20) owner of the asset and they are valu
cost (row4).
If conditions for such treatment are
satisfied, the unit is treated as operat
leasing producer and output valued
rentals received
Merchanting companies Non-financial corporation 51.00 Wholesale trade 46.00 Wholesale trade | distribution company ol
(S.11) and commission trade a group without goods
going through the margin
territory of the SPE
Trading companies Non-financial corporations 51.00 Wholesale trade | 46.00 Wholesale trade | distribution company fof .
(S.11) and commission trade a goup margin
Ownership of non-financial intangible assets
Licensing and royalty companig¢sNon-financial corporation 74.8 Miscellaneous | 74.90 Other professiongl, concentration of group
(S.11) business activities n.e.q scientific and technical | receipts concerning
activites ne.c. royalties and similar .
flows received from margin
intellectual property
rights and trademarks.
Others
Offices of airlines in airport hubk Non-financial corporation 62.10 Scheduled air- 51.10 Passenger air transfer locus used by
abroad (S.11)ifabranchis | transport transport airline carriers to get prorata of airline output

identified

passengers to their
intended destination

if no branch is identified

(*) The statistical data on SPEs (or financial e#hicorporation) engaged in securitisation trarieastare to be reported under the
Regulation (EC) No 24/2009 of the European Cerealk of 19 December 2008 concerning statisticshenassets and liabilities of
financial vehicle corporations engaged in secuatiii transactions (ECB/2008/30)
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SPEs owning financial assets correspond tcc#ive financial institutionslescribed in
the SNA of 2008 and in the BPM6. The Task Forcentified six different types in the
case studies, two of which have two further sutesgsows 1 and 2). The Task Force
concluded that, on the basis of the discussiorhefmethodology described in 1.1, the
output (financial services) of captive financiastitutions should be valued at the sum of
the costs.

For holdings, if the SPE receives fees (eg, manageservices) from its affiliates, these
are to be reclassified as distributed income (DE2Egs received from the foreign owner
are to be reclassified as financial transactio3 ffows). For the other types of captive
financial institutions in table 1, the Task Forancluded that it is generally unusual to
observe in their accounts fees received for sesvifefees are observed in the accounts
(the case of lines 2 of table 1 — Trusts, funds amdilar financial entiti€¥ was
mentioned as a possible example), then the outpralued at the maximum between the
fees and the costs.

Concerning financial leasing, this is usually obedrin the case studies for aircrafts and
vessels, or other mobile equipment. The Task Foaeluded that the SPEs generally
acquire the legal ownership of the non-financialets, but the foreign owner of the SPE
should be considered as the economic owner whsthé sole client of the SPE, possibly
together with other affiliates of the group. If serof the conditions for qualifying the
entity as captive financial institution are not m#te unit is considered as economic
owner and therefore operating leasing produceritanolutput is measured by the rentals
received (row 7).

For merchanting and trading companies, as distifguad from invoicing companies, the
relevant feature is that they acquire the ownersiiithe goods traded. These SPEs are
used as "distribution companies" by groups for mgksales to any kind of clients
worldwide. The Task Force concluded that the oughatuld in this case be measured by
the trade margii. Some participants in the Task Force mentionet] #uording to their
experience, the accounts of SPEs that are tradimgeoechanting companies and those of
SPEs that are invoicing companies may look simdagach other. Furthermore, the same
participants expressed a reservation against usas¢rade margin as a valuation method
for output and advocated valuation at cost. Thejntamed that this kind of SPEs may
show very large amount of purchases and sales wi@thbe disproportional with
economies of small countries and will affect impott economic indicators such as
productivity.

Licensing and royalty SPEs act as intermediariesvéxen the original owner and/or
creator of intellectual property (e.g. in the fooha patent, film rights, copyrights or
trademarks) who is not resident in the country ingsthe SPE and the licensees which
are also in general resident outside the countsyitg the SPE. The SPE which owns the

2 These are defined as follows by the explanataxy ®& NACE Rev. 2 64.30:"This class includes legal
entities organised to pool securities or otherrfgial assets, without managing, on behalf of shaldehs or
beneficiaries. The portfolios are customised toiex&h specific investment characteristics, such as
diversification, risk, rate of return and price atlity. These entities earn interest, dividendsl ather
property income, but have little or no employmemd ao revenue from the sale of services."

13 For merchanting, the treatment in the SNA93/ESaAg&em and the treatment in the revised system have
been discussed by the Task Force in its work gagnbup transactions. See part 2 of this report.
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intellectual property is usually located in a loaxation country and is owned by the
original owner of the intellectual property. TheskaForce agreed that the preferred
approach is to treat the unit as non-financial crapon and the transactions related to the
licences/royalties as imports and re-exports ofvises. Output is consequentially
measured as the difference between re-exportsmaporis. If the payments to the foreign
owner take the form of income transactions (egddimts) or repayments of debt, these
should be reclassified as imports of services.rincjple, treatment as financial leasing
producer of the SPE owning the intangible assettdcalso be conceived, which would
lead to valuation at cost of the SPE's output. Hawén the cases observed by the Task
Force experts, these types of SPEs usually deendtthemselves to such a treatment.

The last block of table 1 identifies two residuases that were also presented by
participants. The first one (row 11) refers to #aivities of airlines in airport hubs
abroad. The Task Force concluded that in this dhse, branch can be identified for the
operations at the hub, the treatment provided foltisterritory enterprises by SNA 2008
(26.35) should be applied. Namely, the operatidmsuksl be prorated according to an
appropriate enterprise specific indicator of thepartions of operations in each territory.

"Quasi transit trade" (row 12) is a term introdudeddistinguish a specific kind of
transaction different from "simple transit tradeidd're-exports". It is a peculiar kind of
transit trade where goods are declared as impose EU member state and dispatched
(without any major transformation or treatment) &amother member stateThe
characteristic that differentiates this examplerfreimple transit trade is that the declared
value of the goods entering the EU is substantiallyer than the declared value of the
same goods dispatched to the other EU member stat though no change in
ownership or material change occurs. The imponr@mfextra-EU in the first member
state has a registration number for the VAT in tihre@mber state but should not be
considered an institutional unit according to tlwausions of the Task Force. As a
consequence, the Task Force agreed that the mestdierof entry of the goods from
extra-EU should not record imports and exportsheirtnational accounts and BOP. As
concern the recording for the EU/Euroarea aggregatember states transmit data on
quasi transit trade to Eurostat and the ECB anskthiata are taken into account in the
compilation of the aggregates. Further discussiornhis topic concerning the European
aggregates is taking place at the Eurostat/ECB Faske on the Rest of the Wa'fd

The Task Force also discussed and agreed on aaetrese to be used for allocating units
between SPEs and normal units (see figure 1). Thpoged decision tree takes into
account the various elements presented abovesnahort. The Task Force recommends
that units that are classified as SPEs are trestearding to table 1.

14 See also "Transit trade and re-exports — Quassitr&rade in Europe when value added does nonbelo
to the reporting economy”, note by Eurostat and Eneopean Central Bank presented at the Group of
Experts on the Impact of Globalisation on Natiohetounts, Geneva, May 2009.
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Figure 1: Decision tree for SPEs

Does the entity have a
physical presence in the

country (1)?

YES

NO

|

The entity is a normal
resident institutional unit

l

Is the entity incorporated
in the country?

YES

NO

!

Is the entity controlled
(3) by another resident
institutional unit?

YES

NO

l

Is the entity a foreign
controlled branch
registered (2) in the
country?

YES

|

The entity is not an
institutional unit and is
consolidated with the

NO

v

The entity is an SPE
resident institutional
unit

parent resident
institutional unit

}

|

The entity is not a
resident institutional
unit

The entityis treatec
according to Table 1

(1) The main indicators of physical presence isifficient level of employment compared to balanbeet value and/or transaction
values. If employment exists in the SPE, typictibsacan be derived by type of activity for the oby. Additional indicators may be

developed at national level, see for example th@rageh of the Netherlands CBS, described in "Reogrdf SPEs in the Dutch

national accounts" — by Jorrit Zwijnenburg
(2) Mainly, registration at the supervisory authofor banks and insurance branches. VAT registraith the EU is not sufficient for
defining an institutional unit.

(3) More than 50% of equity capital
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1.3. Main conclusions and Task Force recommendations

As said in the introduction, the work of the Tastrde until the spring of 2008 was
concentrated on the collection of case studiekenBU member states and on the review
of the methodological background on the recordih@rtities with little or no physical
presence in national accounts. As it was requestdte GNI Committee meeting of July
2008, the remaining part of the work of the TaskcEacconcentrated on the problems of
classification of the case studies collected, widnaof the SPEs output, and on the
proposed decision tree.

Concerning the impact on GDP and GDP componentvingrfrom the inclusion of
SPEs in the national accounts, the Task Force reoedl the preliminary conclusions
reached in the progress report, namely that theatnpn GDP may be important in some
cases, notably for small member states.

For GNI, as long as these units are fully foreigmed (which is usually the case), the
impact on the GNI of the member state of residencail or very low, because of the
compensating effect of property income (distribubedot distributed) with the rest of the
world.

The review of the national practices on SPEs atstficned that the treatment of such

entities is not uniform across member states. Gbigerns in particular the identification

and inclusion of the units concerned for natior@loaints purposes and the valuation of
their operations.

The implementation of the recording of SPEs openatiaccording to the conclusions
described above should be accompanied by an adeexettange of information between
member states' NSls and NCBs in order to tackkes ii§ omissions, double counting and
inconsistent recording of SPEs operations leadirgsymmetries between member states.
The issue of cooperation and exchange of informasi@ddressed in part 3 of this report.

In conclusion, the Task Force adopted the followgmpmmendationsconcerning part 1
related to entities with little or no physical peese.

R1 Entities with little or no physical presence apebe classified as institutional units
when they are not resident in the same country h&s dountry of their parent.
Consolidation within the parent company occurs omithin domestic economy, when
they do not comply with the general criteria fostitutional units.

R2 The Task Force recommends that some elementg afeitment of SPEs contained in
the SNA of 2008 chapters 4 and 26 are clarifiedtfair application in the EU. This
concerns in particular:
» The use of the criterion of registration for idéyitig institutional unit. VAT
registration is not a sufficient condition in théJ Hor identifying a resident
institutional unit.

» The treatment of truncated groups containing b&tBsSand normal units.
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* The notion of "activities not requiring physicakgence", in particular of "virtual
manufacturing", introduced by the SNA of 2008.

R3 The Task Force recommends that the production &sS® to be allocated to sector
and industry according to their principal activily.determining the production activity of
SPEs, the underlying economic nature rather theanldébgal appearance should be the
reference for national accounts.

R4 For valuation of SPEs output, the Task Force renends that when the SPEs has
transactions only with its foreign parent or witther units of the same group a market
valuation cannot be identified and output shoulddleed at cost.

R5 The Task Force recommends that the treatment B $?Pmember states conform to
table 1 of this report. The decision tree showfigare 1 of this report may represent an
operational tool for national compilers.

R6 The Task Force recommends fostering cooperatiohexchange of information on
SPEs among national producers of statistics in Ekk in order to tackle risks of
omissions, double counting and inconsistent reogrdif SPEs operations which may
lead to asymmetries. Concerning cooperation andhange of information additional
specific recommendations are given at the end wf3af this report.
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2. Intra-group transactions

The Task Force identified three problematic arebeketl to the operations of
multinational companies, irrespective of the fduattthese transactions may involve
entities with little or no physical presence. Thase: 1)transfer pricing 2) recording of
transactions related to the so-callgbbal manufacturing and 3)intra-group R&D
imports and export

2.1 Transfer pricing

Transfer pricing refers to the valuation of trarigats between affiliated enterprises.
Usually, the use of transfer prices (as opposeaudatket prices) for transactions between
affiliated enterprises is motivated by income dsttion or equity build-ups or
withdrawals.

The Task Force discussed the guidance containdeiBPM5 and related IMF Balance
of Payments Compilation Guide. These recommendwhate transfer prices differ from

market prices, in principle compilers should imput@rket prices to the transactions
involved. In addition to the adjustment to the flawelf, there should be a counterpart
entry in dividends or equity/direct investment agdiows. In practice, only in rare cases
compilers are in a position to make the requirgdsachents.

The Task Force also discussed the BPM6, which doeshange the treatment of transfer
pricing, but goes in more detail as to the desiompof the typical cases. For instance, 8
10.150 refers to "Services for the general managemé a branch, subsidiary, or

associate provided by a parent enterprise or affdiated enterprise are included in

other business services, often under professiomalmanagement consulting services.
However, reimbursements of ancillary services dedpby affiliated enterprises, such as
transport, purchasing, sales and marketing, or atimgp should be shown under the
relevant specific heading. Management fees areudecl in other business services.
However, disproportionately large values of sersibetween affiliated enterprises should
be examined for signs that they are disguised eidd, for example, indicated by large
fluctuations that do not reflect actual changethenservices provided".

The BPM6 also recognises the difficulties that cemp encounter in imputing market
prices to intra-group transactions. § 3.78 stake# the exchange of goods between
affiliated enterprises may often be one that dasoccur between independent parties
(for example, specialised components that are esaily when incorporated in a finished
product). Similarly, the exchange of services, sashmanagement services and technical
know-how, may have no near equivalents in the tygpfegansactions in services that
usually take place between independent partiess,Tiou transactions between affiliated
parties, the determination of values comparablenéwket values may be difficult, and
compilers may have no choice other than to accaptations based on explicit costs
incurred in production or any other values assignethe enterprise.

Countries participating in the Task Force repotted adjustments for transfer pricing are

made in very rare cases in their compilation pcasti because of the difficulties involved
in identifying cases and in imputing market pric@sly in the case of one country (the
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Netherlands) a significant adjustment made for dfi@n pricing was reported and
described to the Task Force.

Luxembourg reported that in some cases relatedrigpanies managing non-incorporated
investment funds or SICAV, dividends paid are rssiiied as imports of management
fees.

The case study of Belgian non-independent trarzgietcompanies (described in section 2
of this report) could also be considered as amaimt® of transfer pricing practices,
because the price of the re-exported good is ysualtsiderably higher than the price of
the same good at the import, without the good wualeg a significant transformation.
This practice may be motivated by the objectiveeafucing the import duties to be paid
on imports from extra-EU countries.

The Task Force also considered that transfer gricdan have an impact on GDP,
compared to a valuation of imports and exports Whaaild prevail if transactions took

place between independent parties rather than beitrg-group imports/exports.

However, the impact is balanced, at the level ofl, G an opposite difference in

property income (distributed or not distributed)evdrtheless, in a specific case
mentioned by the IMF BoP Textbook (see 5.38-5.4@8re may be an impact on GNI
because the counterbalancing entry to the adjustmegpods and services is booked in
the financial account and not in income.

The Task Force considered that it could be usefuhtestigate on the legal sanctions of
transfer pricing practices, which exist in some rhemstates, in order to examine how
transfer pricing is identified and if the criteredopted may be used for statistical
purposes.

In general, however, the Task Force was of theiopithat users could benefit more from
a separate identification of intra-group importsl @&xports of goods and services (which
may be affected by transfer pricing) than from msiéed efforts to make imputations of
market prices. It might be difficult to compile datn intra-group imports and exports of
goods and services in practice, but the availghaftsuch data would be very important
for analytical purposes.

2.2 Global manufacturing

The term global manufacturinf refers to production activities within multinatiin
groups in which the different parts of the prodoitiprocess take place in different
countries. Output is also generally sold in morantione country. Typically, R&D and
design and marketing activities are carried outrie country, while physical production
take place in other countries. In some cases, phlyproduction is organised as goods
sent for processing abroad and returned to the sametry after processing, without
change of ownership. In other cases the affiliateng as physical producer acquires the
ownership of the inputs (which may in turn be progtliin the country of the affiliate or
imported) and sells the output to the group heddchvinvoices directly the final sales to
the customers. Costs and profit of the group headyaid through the sales of the final

!5 Global manufacturing and its treatment in statistias been discussed during the revision of SN&@3
BPM. This discussion took place under the topicsnefchantingandgoods for processin¢packground
papers can be found under issue 41 of the AEGeitUth website dedicated to the SNA update).
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product and in general the goods may not enterctentry of the group hedl
Separation of activities may be such that trade adrdinistration activities of the group
are located in still different countries, usuallyr fminimising taxes by concentrating
profits in lower taxation countries. In this caseeaaffiliate of the group specialised in
trade may acquire the ownership (but not necegstré physical possession) of the
products and distribute them worldwitle.

The Task Force particularly discussed various casdies that were presented by the
experts. Two typical cases and problems assocwitfdtheir treatment were identified:
a) physical delivery of goods between residentsugiid affiliated enterprises abroad, with
no change of ownership; b) no delivery of goodsmeen resident units and affiliated
enterprises abroad, but the resident unit acqtheeswnership of goods delivered abroad.
The next section analyses these two cases.

2.2.1. International statistical standards with referenceto global manufacturing,
goods for processingnd merchanting

Although the report primarily concentrates on thiespnt accounting system, the Task
Force discussed the state of advancement of thmusdi®n on recording ofjlobal
manufacturing, goods for processiagd merchantingn the framework of the revision of
BPM and SNA. The Task Force considered that thegds proposed in the present last
draft version of BPM6 have important implications riespect of the subject matter
covered in this report. A brief outline of the pras and new international statistical
standards foglobal manufacturing, goods for processiagd merchantingaccording to
the latest available version of the BPM6 and SNA&@®Rev.1 is given below.

The main underlying element is that the proposedsed manuals eliminate the
exceptions to the change of ownership principle.

a) Deliveries of goods between resident units andfifiated enterprises abroad
without change of ownership (includinggoods for processing)

ESA95 paragraph 3.133 lists the exceptions to pipdiGation of the change of ownership
principle for identifying imports and exports tracsions. Point (b) of 3.133 concerns
deliveries between affiliated enterprisés which a change of ownership is to be imputed
even if it does not take plafeAnother exception of ESA95 3.133 concerns go@is s
for processing abroad and returned to the samegoaiter processin(see ESA95 3.133
(c) — in shorgoods for processiny. In this case a change of ownership is imputed eve
if the transaction takes place between unaffili@etbrprises.

16 This aspect makeglobal manufacturingorganisation similar to traditionaherchantingin terms of
transactions and change of ownership.

' This aspect of the problem is related to whatissubsed in part 2 of the report about entitie$ wib or
little physical presence.

18 ESA95 3.133 (b) corresponds to paragraph 14.58e993SNAand 205 of BPM5.

9 1n the present system of BPMS5 there is a pracficablem of valuation when the goods after procegsi
do not return to the country of origin. The finallwe of the exports is not only equal to the vadtiche
goods exports before processing initially decleaed the cost of the processing but will also inelirdthe
selling price the margin realized by the countrynin on the final export. In theory, a notiomatimport
to the country of origin from the processing cowrfor balancing the export before processing aratter
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The BPM6 contains substantial innovations concertiese principles of ESA95 3.133.

In particular, § 10.24 of the BPM6 states that ases where there is a change of
possession of goods between affiliated enterpribas,whether there is a change in
ownership is unclear:

* When affiliated enterprises are separate legatiesititheir transactions should be
treated according to the parties’ own arrangemast® whether there is a change
of ownership or not.

* Between a quasicorporation and its owner, legl & not usually available as
evidence of the nature of the movement of goods. dreferred treatment in this
case is to identify which part of the legal entigsumes the risks and benefits of
ownership, based on evidence such as which lochasrthe goods recorded in its
accounts. The treatment should be consistent vegorting by the branch in
business accounts and enterprise or establishmermys.

BPMG6 foresees that cross-border deliveries of giedeeen affiliated enterprises should
be recorded according to a strict application @& thange of ownership principle. But
change of ownership can be a very blurred concetbte case of multinational groups.

Concerning more specifically the casegobds for processinghe ESA95 the1993 SNA
and the BPMS5 record goods sent abroad for proggssid the goods resulting from such
processing when returned to the country of origiraaross basis, although no change of
ownership occurs. The goods are therefore recomdegixports when they leave the
country and in imports when they return to it.

In the revision of thel993 SNAand BPM it has been decided to follow the chanige o
ownership principle also for the recording gdods for processingNhen there is no
ownership transfer, the processing-related tramsectwill be recorded as trade in
processing services instead of trade in goods. Mexyghe BMP6 stipulates that gross
values of goods sent abroad for processing shaulddntified as supplementary items.

Some relevant paragraphs of the draft BPM6 areeglio¢low.

10.63. Examples of processes that are often undgrtaunder arrangements for
manufacturing services on physical inputs owned dilgers include oil refining,

liquefaction of natural gas, assembly of clothingl alectronics, assembly (excluding
assembly of prefabricated constructions, which iaobuded in construction), labeling,
and packing (excluding those incidental to transpmluded in transport services).

10.64. Manufacturing services on physical inputsi@advby others is an item that covers
the transaction between the owner and processopy the fee for the service rendered
is included under this item. If the processed gardéssubsequently sold by the owner to a
resident of the processing economy or a third eegnohe sale of the good is recorded as
an export of a good (in general merchandise or haering, depending on the
arrangements for movement of the good) by the engraf the owner and as an import
of a good by the importing economy. If the gooddéoprocessed are purchased from a

export to the final country at the selling priceshia be imputed. In practice, if these imputatians not
done, there may be inconsistencies between theugstatistics concerned.
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resident in the same economy as the processooior drresident in a third economy, the
owner of the goods to be processed records theisiibgu of goods (most probably an
import of goods under general merchandise, butilplgss negative export of the goods is
recorded as merchanting). Manufacturing serviceploysical inputs owned by others
refers to all work done on goods by a residentra economy for the owner of goods
who is resident in another economy; the treatmémiiese services is not conditional on
whether the goods were previously or subsequentlyhe physical possession of the
owner or not.

10.67. The gross values of goods associated wébketlservices can be identified as
supplementary items in economies where they amfigignt. While the manufacturing
service is consistent with what is recorded in he&iss accounts and actual transactions,
the gross values of these goods are useful foysisabf processing activities. Values of
the following items may be identified:

(a) for customers of manufacturing services on gamcessed abroad (with no change
of ownership to the processor):
* goods supplied for processing (goods sent);
* goods dispatched after processing (goods returned);
(b) for providers of manufacturing services on gopdbcessed in the compiling economy
(with no change of ownership to the processor):
* goods received for processing (goods received);
* goods dispatched after processing (goods sent).

10.68. A market-equivalent valuation for goods signigreceived might be required.

Gross values of the goods are shown after proggsaimd again a market-equivalent
valuation might be required. The value of goodsutrgind dispatched could be reported
either by the customer or supplier of manufactuseryices, or from customs data.”

In synthesis, the current treatment of goods skerdaal for processing and sold to non-
residents after processing is that the sendingtoptieats the charges for processing as
imports of services and its original export is edtaed at the transaction value. For goods
sent abroad for processing and then sold on tchaneiconomy, a service payment from
the sending economy is entered urerchantingand trade related services.

With the update of BPM and SNA, imports and expoftgoods for processing will no
longer be recorded and instead a fee for processingce will be recorded. The proposed
treatment of goods which are sent abroad for peaegsind which are not re-imported by
the sending country (either sold to a residenthef irocessing country or exported to a
third country) will not change. The sending countegcords goods exports under the
general merchandise item (value of the processed mwluding value of processing) and
the payment for processing is entered as a delderuservices (credit for country
providing services).

A summary table 2 below provides a synthesis ofréo®rding of goods for processing
under BPM5 and a comparison with the proposals rfadée revision of BPM.
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Table 2: Recording ofgoods processed abroathder BPM5 and BPM6

BPM5 Goods sent abroad for processing and...
re-imported sold to residents of th| sold to residents of a
processing country third country
Sending country Goods exportsbefore | Goods exports Goods exports
processing andoods
re-import after
processing
Import of servicesof Import of services of
the value of the the value of
processing processing
Processing country| Goods importsbefore | Goods imports
processing andoods
re-exports after
processing
Export of servicesof
the value of processing
Export of servicesof
the value of
processing
Third country Goods imports
BPM6
Sending country Goods exports Goods exports
Import of servicesof Import of services of
the value of processing| the value of
Import of servicesof processing
the value of
processing
Processing country Goods imports
Export of servicesof
the value of processing
Export of servicesof Export of servicesof
the value of the value of
processing processing
Third country Goods imports

b) No delivery of goods between resident units andffiliated enterprises
abroad, but the resident unit acquires the ownerslip of the goods (including
merchanting

BPM5 8§ 262 definesnerchantingas the purchase of a good by a resident (of the
compiling economy) from a non-resident and the sgbent resale of the good to another
non-resident, without the good entering or leaving merchant’s economy during the
process.Merchanting is recorded among services and valued with thdetnamargin
realised. The difference between the value of gadasn acquired and the value when
sold is recorded as the value of services provitfetle commodities are not resold in the
same accounting period, an import of goods is dembin the first period, and a negative
import entry is recorded in the later period. ESA85L33 (d)) and 1993 SNA (14.60)
provide for the same treatment.
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The last available version of the draft BPM6 does ohange the definition of
merchanting (see 8§ 10.41 of draft BPM®6), but chartbe way in which it is recorded. In
§ 10.44 the proposed treatment of merchantingais th

» The acquisition of goods by merchants is shown ugdeds as a negative export of the
economy of the merchant;

» The sale of goods is shown under goods sold undechranting as a positive export of
the economy of the merchant;

* The difference between sales over purchases ofsgoodgnerchanting is shown as the
item “net exports of goods under merchanting.” Titem includes merchants’ margins,
holding gains and losses, and changes in investofigoods under merchanting. As a
result of losses or increases in inventories, rpbes of goods under merchanting may
be negative in some cases; and

» Merchanting entries are valued at transaction pracseagreed by the parties, not FOB.

The net exports so calculated should be matchednbgutput of trade services on the
resource sid@.

Furthermore, the BPM6 also refers specifically he ase ofglobal manufacturing.
Paragraph 10.42 mentions that "Merchanting arraegésnare used for wholesaling and
retailing. They may also be used in commodity aepland for the management and
financing of global manufacturing processes. Memnting is increasingly used for the
management and financing of global manufacturimp@sses. For example, an enterprise
may contract the assembly of a good among one oe gantractors, such that the goods
are acquired by this enterprise and resold withgagsing through the territory of the
owner?! If the physical form of the goods is changed during period the goods are
owned, as a result of manufacturing services padadr by other entities, then the goods
transactions are recorded under general merchanatiser than merchanting. In other
cases where the form of the goods does not chahgegoods are included under
merchanting, with the selling price reflecting mimwocessing costs as well as wholesale
margins. In cases where the merchant is the organiza global manufacturing process,
the selling price may also cover elements such rasiging planning, management,
patents and other knowhow, marketing, and financirgs description corresponds well
to the case studies that have been reported fDatsie Force (see next section).

A summary table 3 below provides a synthesis of réeording of merchanting under
BPM5 and a comparison with the proposals madenforevision of BPM.

2 see the AEG recommendations on merchanting foe detail.

LIt there is no change of ownership of the goodsretis no merchanting transaction, but there may be

manufacturing services on physical inputs ownedthers for a fee, as discussed in paragraphs 0. 62
10.64
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Table 3: Recordlng onmerchantlng under BPM and SNA

Economy in which the merchanEconomy of ultimate purchaser

is resident
BPM5 Merchanting service provided| Imported goods shown at full
(when not the same accountingalue including  merchantls
period: import and negativemargin.
import) (8 262)
Recording of merchantingNeither the country exporting the
transactions is asymmetricalgood nor the country importing
Exports of merchanting serviceshe good will record these
are recorded in the economy |iservices; however, the value |of
which the merchant is residenthe goods will be reported
Practical difficulties in compiling differently in the merchandise
regional breakdowns faortrade and balance of payments
merchanting services can alsstatistics of the two countries.
arise. The difference is accounted fpr
by the value of merchanting
services supplied by a third
country, e.g. economy in whigh
the merchant is resident
No change of ownership
change of ownership occurs hut
is ignored.
BPM6 Trade ingoodson a net basis. | Imported goods shown at full
Negative exports/positive exportssalue including merchant's
in the economy of the merchant; margin.
"net exports of goods under
merchanting (§ 10.44c).
Change of ownership
SNA Import or export ofservices(net| Imported goods shown at full
1993 basis) (8 14.60). value including  merchant’s
margin.
No change of ownership
Change of ownership may occur
but is ignored in the accounts |(§
14.60).
SNA Merchanting will now be| Imported goods shown at full
2008 recorded as trade igoodsin the| value including  merchant’s
same way as in BPM@Chapter| margin.
26, 8 26.21).
Change of ownership.
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2.2.2. Summary of typical problematic cases examined in & Task Force on
global manufacturing

a) Deliveries of goods between resident units andffiiated enterprises abroad,
without change of ownership (includinggoods for processing

The Task Force examined cases (NL, FI, AT) in whitha-group transactions in goods
are not recorded in source enterprise statistitd tlzerefore are to be imputed by national
accounts. Source statistics record a sale of psoggservices from the affiliate to the
parent company (or between two affiliates of thexsayroup). Imputations made in the
case presented to the Task Force used cross-tiomderstatistics data, other information
available from the enterprises and structural mftion on the kind of activity taken
from supply and use tables. The margin betweervahgation of imports and exports is
kept equal to the service value, so that ther@isnpact on the value added generated in
the operation. How these transactions are recoisldtbwever important for supply-
use/input-output tables.

The Task Force observed that the application ofréivésed standards would change the
kind of treatment required in these cases, bec#usechange in ownership principle

would be applied and therefore no imputations @ngactions in goods would be

associated to the physical flows of goods. Frompbiat of view of goods and service

classification and, more generally, supply and tagdes, the impact of such a change in
recording is likely to be important. In practichetfact of whether there is change in
ownership may be difficult to ascertain, or the ampt itself may become purely

conventional inside multinational groups. This niegd to differences between countries
and/or fluctuations over time in how physically mteal production processes are
classified.

b) No delivery of goods between resident units araffiliated enterprises abroad, but
the resident unit acquires the ownership of the gals

As mentioned above, there are cases describeduimrges reports to the Task Force in
which the group head mainly performs R&D, desigd ararketing activities which result

in a product specification. In these examples tloeig head typically covers its costs and
makes profits by buying the output produced witle thiven specifications by the

affiliates, and selling it worldwide with a margiA large part of the output does not
physically transit in the country of residence loé group head, which however acquires
the ownership of the product. (See in particulardase studies presented by SE and FI).

The Task Force agreed that this case should bedettin the same way aserchanting
This means that it is recorded as a service irptesent system, but the revised SNA and
BPM recommend a gross recording in terms of goag@sers, negative and positive.

However, the Task Force also noted that in termactif/ity classification, allocation to
trade activities of the service output is not cdastd adequate in the case of global
manufacturing.

From the practical point of view, it is also likdlyat the importance of the case described
under this section of the report is in certain @mies much higher than that of traditional
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merchanting activities, such as commodity dealfBimce there have traditionally been
difficulties in recording merchanting in BoP andtional accounts, the Task Force
considered important to observe that the impathese difficulties is likely to be higher
than in the past. It is therefore advisable that phesent state of play of EU Member
States as concerns recording of merchanting iswead.

As already pointed out before, draft BPM6 contamgportant innovations in terms of
recording of merchanting, which is described asedog "commodity dealing”,
"wholesale trade" and also "global manufacturirigliowing this definition, the activity
of the mother company which makes R&D (used tor#efine technical specification of a
product) and outsources to another country all pheduction would be considered
merchanting. To avoid inflating the values recordedler merchanting and to avoid
mixing up R&D (or marketing, planning, trainingnéncial services offered by mother
headquarters) with pure trade services, it would nbere suited to keep "global
manufacturing" separate from merchanting. "Globanuafacturing” could possibly be
considered a new kind of transaction.

2.2.3. Intra-group R&D imports and exports

Especially in multinational groups, it may be freqtithat R&D results are transferred to
different affiliates without counterpart paymentsab values which might be distorted by
transfer price practices (see also 2.1. on tranmsfeing). In fact, the Task Force did not
identify any conceptual problem concerning crossdbo transactions in R&D, which
should be recorded as imports/exports of serviody o there is a quid pro quo
counterpart provision of value (payment). Howevenember states encounter
considerable problems in getting reliable data albiwese transactions, particularly when
intra-group transfers of R&D results are involved.

Some of the member states participating in the Faske presented their approaches and
experiences to derive R&D import and export datenflR&D surveys and foreign trade
in services statistics. The R&D survey is seen asuigable source to collect R&D
internationalisation data. However, in R&D survefisre is no differentiation between
sales/purchases and transfers, and a significamtisinof R&D may be transferred within
multinationals. Other shortcomings are the low ity of R&D surveys and the lack of
long time series in the service industries.

Another possible source for the estimation of R&Rports and exports are statistics on
the international trade in services. When the olegkfinancial flows comprise payments
of R&D services, the statistics on internationald& in services seem to be a reasonable
source for the estimation of an R&D trade-balaridewever, it is unlikely that trade
statistics are able to capture all the intra-grvapsfer of R&D services.

Comparisons of import and export data on R&D frdme foreign trade of services
statistics with the results of R&D surveys for R&Dntract from abroad (approximately
equal to R&D import) and the amount of in-house R&ianced from abroad (compared
with R&D export data) show an underestimation ie R&D survey of R&D imports,

since most R&D is financed with companies' fundg#febences exist between the two
data sources as to population, survey design afiditams. The experience of SE also
shows that the recording of transactions linkedylttbal manufacturingf recordedas
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R&D exports may be a source of asymmetries, bechiseainlikely that the counterpart
economy would record R&D imports.

2.3. Main conclusions concerning intra-group transactios

The case studies show that manufacturing activiikes increasing use of outsourcing,
which often takes place across national borders.tidnsfer of goods between businesses
often takes place without legal ownership chandmagmds. The motivation for such
arrangements could be various, notably speciadisataccess to global markets and
minimisation of the tax burden. Some conclusions imina-group transactions were
agreed by the Task Force:

« The increased importance oferchantingor merchantinglike transaction€, as
compared to traditionainerchantingactivities such as commodity dealing and
wholesaling, requires a deeper analysis of howethessactions are recorded in
member states statistics. There can be in thissa aaclear impact on GDP and
GNI depending on the full inclusion of these trammms for the countries
concerned. At the same time, the risks of asymmetgording in BoP (goods vs
services) are increased.

* Interms of activity classification, allocationtiade activities of the service output
is not considered adequate in the case of globalfaaturing. At least in one of
the practical cases discussed at the Task Fordputois allocated to R&D
activities.

* Recording of cross-border deliveries of goods betwaffiliates when there is no
change in the ownership, according to ESA95 3.183 requires imputations
based on sources other than enterprise statistécke(in goods statistics, structural
information on the kind of activity). GDP and GNrteanot affected by the
imputations, as long as the value added deriveth femterprise statistics as
transactions in services is not altered. How thieaasactions are recorded is
however important in terms of activity classificatiand for supply-use/input-
output tables in general.

* BPMBG6 foresees that cross-border deliveries of gbedween affiliated enterprises
should be recorded according to a strict applicaté the change of ownership
principle. But change of ownership may be a veryreld concept in the case of
multinational groups and the practical applicatadrthe principle may be subject
to a certain degree of arbitrariness.

« BPM6 contains important innovations in terms ofareléing of merchanting
which is described as covering "commodity dealifig/holesale trade" and also
"global manufacturing”. To avoid inflating the uak recorded under merchanting
and to avoid mixing up R&D, marketing and othervems offered by mother
headquarters with pure trade services, it wouldmwzee appropriate to record
"global manufacturing” separate from merchanting.

22 0f the kind referred as "global manufacturingttie draft BPM6.
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» Recording of intra-group transaction in R&D doe$ pose conceptual problems,
but presents practical difficulties in terms of emage and valuation.

e The Task Force concluded that a separate idenidica (including for
merchanting of intra-group imports and exports of goods aedvises would be
important because of the peculiarities that charas such transactions.

» Concerning transfer pricing, users would partidyldenefit from such separate

identification. In general, systematic imputatidmmarket prices is not considered
feasible by the Task Force.
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3. Approaches to consistent recording of the activite of the
multinationals

This part of the final Task Force report concerassible approaches to cooperation and
exchange of information within a given EU membaettest(eg: national accounts and BoP
compilers; NSI and NCB) and between EU member stdtes divided in three parts:
national experiences, cooperation between meméatrssand European initiatives.

3.1 National experiences

3.1.1 Data Consistency unit in the CSO of Ireland

To deal with the problems posed by multinationélseems very promising the initiative
taken by the Central Statistics Office (CSO) ofldnel, which in mid-1990s has
established a Data Consistency Unit.

The Data Consistency Unit carries out checks orctimsistency of quarterly and annual
data returned by individual large manufacturing and-financial services companies to
various divisions within the CSO including the BORision. The Data Consistency Unit

liaises on an ongoing basis with these divisiond afith any company concerned to
determine the reasons for any significant discrepasr inconsistency. In an ongoing

effort to improve data quality the Data Consistendyit operates a programme of
company visits and liaison so that the CSO becoaweme as early as possible of any
material change in companies’ operational, accagnir reporting practices affecting the
data returned.

There are some important features in the Irishissizdl system which facilitate the
consistency analysis:

* The CSO publishes the merchandise trade and BOd& (Based on statistical
surveys) which means that, when adjustments aréregt] they can be applied at
the most appropriate source;

» The CSO’s unique access to company accounting dedeeld by the Revenue
Commissioners (tax authorities) allows a detailedhparison of the operating
surplus calculations for large companies with tlegjuity incomes data from the
BOP source. This allows for a reconciliation of @iimg surplus and primary
income at a very detailed level, so that GDP andl @Hlculations for
‘consistency’ companies can be balanced.

The Consistency Unit brings together a wide ranfeladga for the top 75 individual
exporters, including monthly turnovers, annual twers, purchases, stocks, imports,
exports, value added, service imports and expongs Balance of Payments profit
variables. A limited number of variables are conggagach quarter but the more detailed
examinations are only possible on an annual basie she detailed Census of Production
results and tax accounts for each company areawaliyable annually.

The majority of the large companies export all legit outputs and also import most of
their raw materials. It is therefore possible taldwp a coherent picture of each
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company, comparing turnover with exports, purchaséth imports, research and
development costs, royalties and other large semp@yments with Balance of Payments
service imports. Ultimately value added from staiéd sources can be compared with
operating surplus based on tax returns.

Where the data appear to be inconsistent, the ayripacontacted and very often visited
by CSO staff to identify reasons for possible peofi. These visits usually take the form
of lengthy and detailed discussions with senioariitial personnel covering all aspects of
the company from legal structure through to comgrexling arrangements and pricing
policy, including issues concerned with inter-agdfié activity. There are usually several
follow-on contacts to establish precisely what ésnlg recorded in the various statistical
returns.

3.1.2 Working Group ‘Mothers & Daughters’in the CBS of the Netherlands

The CBS of the Netherlands has also started expetimg something similar to the Irish
Consistency Unit. Statistics Netherlands in 200Bugethe Working GroupMothers &
Daughters’ (‘M&D’). The central objective was to design a tietical framework on
multinationals, develop a database and a proceduwrbkart the possible distortions in the
source statistics and the national accounts, abdesuently to conceive solutions and
implement these at the beginning of the statistizacess. The actions of the Working
Group Mothers and Daughters were more reactive fir@active. In 2007 Statistics
Netherlands started the CONGO (Consistent datamye lcompanies) project. The aim of
this project is securing consistent data on lamg@pmanies from different sources (e.qg.
production statistics, international trade statsstbusiness statistics). CONGO started out
with the 150 largest companies. Account managensitoroconsistency on the basis of a
consistency matrix, consistency rules and persexyertise.

3.1.3 Data Consistency unit in Statistics Sweden

In Sweden a unit was created in 2004 to coordirgatetacts with the 50 biggest

enterprises. One of the most important tasks fisr whit is to insure the consistency of
different sources. Among these sources are StalcBusiness Statistics, Manufacturing
Statistics and Foreign Trade Statistics for Goodd Services. Many of the covered
enterprises are MNE's. So far more consistent ssuhave been achieved for annual
accounts. Sweden is now moving on to use the sppr@ach for quarterly accounts.

3.1.4 Internal co-ordination group in Statistics Fhland

This is project that started in January 2008 irtiStes Finland and groups participants
from different economic statistics in the instituléhe project addresses quarterly data
collection from big multinational enterprises, inder to exchange experiences among
producers of various economic statistics and im@itheir coherence. The activity of this

group in 2008 concerned 5 enterprise groups. 7rges belonging to those groups
were visited by Statistics Finland. Different ecomno variables where reviewed and

compared for consistency among the various stdistiomain concerned: domestic sales,
sales abroad, exports of goods, exports of serviealse and volume of production,

producer prices. Special issues analysed were @igsourcing, borderline between goods
and services, treatment of foreign subsidiarieskaadches, data collection from the point
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of view of big enterprises (use of reasonable urgtssily compiled forms, clear and
unambiguous definitions).

3.1.5 Coordination in Belgium within the National Bank

The National Bank of Belgium (NBB) is in charge aimpiling the Bop, the Foreign

trade statistics and the national accounts. Thesstal department of the NBB has
always tried to guarantee high consistency betvazea collected at the enterprise level
for those different purposes. In the case of maiionals, the surveys made to affiliates
for FDI and Bop statistics contain information o sstructure of the group, the control of
the group and the type of investment. This infdramais used for controlling the FTS

declarations and also used in the compilation @ibnal accounts. Unfortunately it is not
possible to address this survey to the "quasi itrémragle” units that are not incorporated
but just use a mailbox and a VAT number in Belgium.

3.1.6 Overview of the current situation in the UK oncerning exchange of
data and cooperation for producing statistics on mitinationals

The Office for National Statistics (ONS) is theinatl statistical institute responsible for
the production and dissemination of national actguimcluding balance of payments
statistics. The source data used to compile theumts is based primarily on monthly,
quarterly and annual surveys. In terms of therzsdaof payments, while some survey
information is available for the household sector;example, the International Passenger
Survey; most of the source information comes froumsifiess surveys. Most of these
business surveys are conducted at the Newporteofficthe ONS, using thénter-
Departmental Business Register (IDBR) as the samtame.

The IDBR is the comprehensive list of UK businested is used by government for
statistical purposes. It provides a sampling fréanesurveys of businesses carried out by
the ONS (Office for National Statistics) and byetlgovernment departments. It is also a
key data source for analyses of business activity.

It is based on inputs from three administrativerses: traders registered for Value Added
Tax (VAT) purposes with HM Revenue & Customs (Custly employers operating a
Pay As You Earn (PAYE) scheme registered with thel Revenue & Customs
(Revenue); and incorporated businesses registere@Gompanies House. The ONS
Business Register Survey and other surveys supplethese administrative sources,
identifying and maintaining the business structuresessary to produce detailed industry
and small area statistics.

The IDBR covers businesses in all parts of the econ other than some very small

businesses (self-employed and those without emefged low turnover) and some non-
profit making organisations. With 2.1 million bussses listed it provides nearly 99%
coverage of UK economic activity. It holds a widage of information on business units
including; standard industrial classification, eoywhent and employees, turnover, legal
status (company, sole proprietor, partnership, ipud@rporation/nationalised body, local

authority or non-profit body), country of ownerstapd aggregates for Intrastat data on
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the value of goods and services that are tradeg@ofit® & exports) between the EU
member states and the UK.

The Foreign Direct Investment surveys (FDI) uséstohical list of key investors supplied

by the Department of Trade and Industry severailsyago, each of which is identified on
the IDBR. This list is supplemented by enterprisgugs that the IDBR identifies through

its annual update of enterprise group structures &d Bradstreet is the main provider
of the group linkage information that is used fog tDBR updating. This is supplemented
by the Mergers and Acquisitions Survey and HM Reeeand Customs VAT group

linkages.

The preferred reporting structure for surveys ushegIDBR is based on the enterprise.
Where an enterprise group has a complex structui® subject to business profiling
within the Business Registers Unit, which deterraiaa appropriate structure that can be
used for most, if not all, ONS business surveysthim case of the FDI, however, the
domestic UK (truncated) enterprise group may beerappropriate and in some cases,
with the agreement of the business, a specificrtieygoarrangement can exist within the
enterprise group. During the survey contact prooegjuin which the new Annual and
Quarterly survey selections are validated, the % Validation Branch (DVB) and
Intelligence Gathering Unit (IGU) in Newport negug with the companies to ascertain
which parts of the group should receive the questadaes and which parts of the overall
structure should be reported on under the fullysotidated system. This contact can
continue throughout the life cycle of the survewnttibutor. The IGU, DVB and Business
Profiling Team work in close cooperation to minimithe compliance on the business
while still satisfactory these complex statistid@imands. The IGU has a further role in
communicating with survey contributors the concéyaisind the FDI.

In the UK, trade in services are derived from a hamof survey sources. The main
source is the International Trade in Services (JB8rvey, which is run by the ONS and
covers imports and exports by private non-financ@hpanies, excluding transportation
surveys. The ITIS survey is a sample survey rungughe IDBR. Financial companies’
trade in services are covered by a number of sarvey by the ONS and the Bank of
England. The main surveys for exports of transpioriaare run by the Civil Aviation
Authority, the UK regulatory body for the airlinedustry and the UK Chamber of
Shipping the UK’s trade association for sea trarsgion companies.

Trade in goods data are derived principally frontadprovided by HM Customs and
Revenue on the physical goods exported from anditag to the UK.

3.1.7 Data consistency in Portuguese National Accats
Statistics Portugal (INE) compiles the Foreign BE&tatistics (Goods) and the National
Accounts and the Bank of Portugal compiles the Badaof Payments (BoP), including
foreign trade services. Coherence and consistefiogach enterprise on transactions
carried out abroad are checked by using differeatl@ble sources.

First, the analysis was made in the internal divishnd a very detailed level (individual
data) and the following sources were used:
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a. Universe of the National Accounts taken from then@d Register of Enterprises and
Establishments;

b. Foreign trade statistics for goods;

c. VAT - Value Added Tax (administrative data) - satasried out abroad;

d. ITC — Income Tax of Corporations (administrativetaja This source includes
information on transactions carried out abroad.

Whenever the data analysed seem to be inconsesiinect contact with the enterprise is

made.

Secondly, there are regular contacts between tatRBortugal and the Bank of Portugal
in order to harmonise the Rest of Word Account Bo®, especially the item “services”,
which is taken out of the BoP.

3.1.8 The case of Cyprus: changing the residenceatts of Brass Plate
Companies in co-operation with the Central Bank ofCyprus (CBC)

Statistical Service of Cyprus (CYSTAT) is currentliging the practice to consider
resident units for statistical purposes those cangsawhich are registered in Cyprus,
have their center of economic interest within ttmremic territory and also have
physical presence in Cyprus.

In the beginning of 2007, the European Central B@®B) informed the CBC that the
residency definition should be changed and we shgohsider resident units all the
companies which are registered in Cyprus, indepahd# they have premises in Cyprus
or they are conducting business outside CypruBebruary 2007, CYSTAT and the CBC
agreed to the setting up of a joint technical grauprder to coordinate, in the best
possible way, the efforts towards the achievemérthe aforementioned task and the
impact of such amendment on National Accounts aaldrige of Payment statistics. This
joint technical group is composed of officers fradational Accounts Division of
CYSTAT and officers from the Statistics departmerit CBC. Furthermore, CBC
accepted the proposal of the ECB to employ an éXpertechnical assistance on the
subject.

The main source of information for Brass Plates)(BRta treated as residents is the
Banking Settlements system (ITRS). Monetary Fingindnstitutions (MFIs) report
transactions of their BP customers using bank adsom Cyprus. Since the MFI source
can give only a limited picture of BP’s overallrisactions, two new survey forms (one
for BPs shipping companies and one for other BPpzonies) are about to be sent. The
first survey is addressed to ship owners whosestegd companies are BPs. The half-
yearly form requires information on the entity’sa®é Capital, its Direct Investment links
with non-resident entities, information on the sloywned and information on various
revenues and expenses associated with it, broken g country.

The other survey is addressed to BPs non-shippamgpanies in which non-residents
have a direct stake, seeking information about dlmmership structure and the BPS’
revenue and expenditure incurred in Cyprus andaabwaith country breakdown.

The Central Bank of Cyprus is currently producingp tset of data concerning BoP
Statistics. The official set of data (the ond sisled in NA) is treating BP as non-resident
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and simultaneously another set of including BP risdpced and sent to ECB for the
production of Euro area statistics. This practicmiforce from the 2008g3 and onwards.

The National Accounts division is planning to irddu BP’s data according to the
recommendation of the current final report of ttesKk Force of Multinationals when the
data from the two new surveys mentioned abovebeilavailable.

3.2 Cooperation between Member States
3.2.1 UK ONS and the co-operation between nationatatistical institutes

Various projects are taking place within the ONSirtgprove the quality of Intra-EU
statistics:

1.1.Recently the UK agreed to participate in the bitexchange of FDI data
with the Central Banks of the Netherlands and Luxeung, to investigate
reasons behind asymmetrical reporting, and to ingrthe quality and
interpretation of intra-European Union balance skie¢éa and financial flows.
The legal framework used to exchange the data appewler article 8(3) of
the Regulation (EC) No 184/2005. Confidentiality discussed further in
section 6.

1.2.Member States have agreed that business regisgteds to provide the base
for measuring the impact of globalisation. The rmwiness registers Council
regulation that is close to adoption includes auiregnent to hold data on
enterprise groups. In preparation for the propasgister of multinational
enterprise groups, the EuroGroups Register (EGR)pdEat set up a project
in 2006 that the Netherlands led with the UK, Geampnaand Hungary
participating to generate a pilot EGR. The projesd as its starting point a
previous informal project led by Statistics Canadid participation from the
UK and other EU Member States. The Eurostat prdgsmin completed the
work in December 2006 using data from Dun and Breds (DnB) and
Bureau van Dijk.

The project generated global enterprise group &ires for 600 enterprise
groups operating within the European Union togetingth the share

ownership relationships. For each global group itithustrial classification

and employment of the group members is also héid.fihal system will also
hold information on special purpose entities. Thejgrt identified three
types: Financial Vehicle Corporation, Financial @mation engaged in
lending and Financial Holding Corporation. The @penal system will

provide information that will support fully the fign direct investment and
foreign affiliate’s trade statistics.

The EGR project is described more in general updat 3.3.1 below.
Confidentiality
The National Statistics (NS) Code of Practice seisthe professional principles and

standards which official UK statisticians are expdcto follow and uphold. It is
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supported by twelve Protocols which describe howssé¢hprinciples and standards are to
be implemented in practice (National Statistics400

The Protocol on data access and confidentiality stdtas “the National Statistician will
set standards for protecting confidentiality, irthg a guarantee that no statistics will be
produced that are likely to identify an individuahless specifically agreed with them.
...The only circumstances in which the confidentyalguarantee may not apply in
principle... [includes where] access is given, subjeaonfidentiality constraints, to the
Statistical Office of the European Communities (Stat), or to other international
organisations, as specified in legislation or Baty and/or under the direction of the
Responsible Statistician, and where the ResponStdéstician retains by agreement,
contract or regulation full control over the funthese of the confidential data.” (ONS,
2004).

There are a number of EC Regulations that can bd t@ the exchange of disclosive
aggregate information. The business registers GbuRegulation that should be

implemented by the end of 2007 makes provisiontHerexchange of a limited range of
variables for individual businesses. This is a gassubject that will be implemented

only through specific subsequent Commission Remuiat The wider issue of access to
confidential microdata is the subject of a wider EEMiew of statistical confidentiality.

3.2.2 Cooperation between National Bank of Belgiurand CBS Netherlands

In order to solve big discrepancies between trémesf reported from some "quasi transit
trade" units whose direct headquarter is locatedN@therlands, a meeting has been
organized between the NBB and Statistics Nethesldod screening the data from the
headquarter company in the Netherlands with thdseneo "quasi transit trade” unit in

Belgium. This data comparison was successful areditto the conclusion that in the
majority of the cases the data sets were consistethithat further investigation can be
limited to the remaining cases.

3.3 European initiatives
3.3.1 Euro Groups Register Project

The EuroGroups Register (EGR) project was launcitethe end of 2005, covering a
feasibility study on creating and maintaining th@éHE at Eurostat. At the end of 2006
Eurostat finalised the pilot project. The pilot jet tested a mechanism of exchange of
confidential data between the central EGR and 49\8SL, DE, HU and UK, (both ways)
to complement their national business registerh vatevant data on MNE's operating on
their territory. The pilot project was successfM.this point in time the EGR includes
600 MNE's with at least one group member (in tatadut 80,000 group members) inside
the EU. In 2008 the national statistical agencfesldMember States will be involved.

For the moment the EGR only includes multinatiavaterprise groups consisting in legal
units. The new EC regulation also covers naturalsges as ultimate owners of

% The EGR project is managed by Eurostat Unit GitucBural business statistics (Business registers,
Prodcom and SBS). For the most recent developméisspart draws on a document presented at the end
of March 2009 to the BoP Working Group by Unit G-1.
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enterprises. In addition, the inclusion of specifata on SPE in the EGR is planned. The
new EC regulation has not touched on some issueseauing the classification of and
terminology relating to Special Purpose Entitieewidver, on Member State level, future
NACE Rev.2 codes 6420 (activities of holding companand 6430 (trusts, funds and
similar financial entities) are attributed to eiestwhich could be characterized as SPEs.
A harmonised definition of SPE is necessary. Th&kRE@ll adopt a definition, even if it

is formulated "outside" the project.

The new EC regulation on business registers (pudadisn the Official Journal on 20
February (177/2008)) specifies the data exchangeddes not cover all technical details
to leave room for flexibility. A technical recomnaation manual will include these
issues and an update on a yearly basis is foreBe2007 calls for tenders were launched
for further data acquisitions and IT developmerite Bim is that in 2009 all the largest
enterprise groups are included in the EGR.

Concerning the most recent activity of the EGR,dstat received at the beginning of
January 2009 data sets with 5000 MNEs (Multi-NaioBnterprise groups) from two
commercial data providers: Dun and Bradstreet ameéd&u van Dijk, of which 2700 are
pre-selected in cooperation with the Member States.

The EGR operations have started with the loadinghef data from the mentioned
providers, the standardisation and the linkinghef iegal units from both sources. In this
process also a unique identifier for legal unitsresated.

The results of the linking process were sent toNkgonal Statistical Institutes (NSIs) of
the Member States (MS) (including EFTA countrigs)the beginning of February for
validation and for linking the provided legal unitstheir own statistical business register.
This is a crucial part of the process. First replmok promising, e.g. the UK reported that
nearly 97% of the legal units could be linked auttivally to their statistical business
register. However, other countries like Germanyl wiked more efforts/resources to
achieve comparable results. On 19 and 20 FebrbanfEESnet on EuroGroups registers
had a workshop on this work flow. The MS have ghair feedback to the central EGR
during the period March-April.

The next step is the integration in the central E&formation on legal units and their
(control) relationships as available in the natloegisters. In May another workshop will
be organised for the MS.

One of the main aims of the activity in 2009 is define the right UCI (Ultimate
Controlling Institutional unit) for at least 500 MAS which are statistically the most
relevant for Inward and Outward FATS and FDI. Temuort this aim a Task Force on
UCls (with NSls as well NCBs) has been established.

At the end of April 2009 a preliminary populatiori global enterprise groups was
established, among which an indicator on the top ®Hfost important MNEs for
FATS/FDI). Data sets on these preliminary entegpgsoups are available for MS from
the beginning of May onwards, with reference ye@d& Variables covered are for the
moment turnover and employment. NSI have accesisetanformation contained in the
EGR provided that the group has at least one nrtiteir member state. Data for SPEs are
also being integrated in the EGR, but this protes®t yet completed.
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Members of interested working groups will be infechmabout this delivery and about the
contact persons within the NSIs. Because theseatatatill based on the integration of
the data from the commercial sources, there existanfidentiality issues. It is agreed
with the data providers that NSIs and NCBs maythselata only for statistical purposes.

Implementing Commission Regulations on EuroGroupgdister

The first implementing Commission Regulation (E®2/L009 on the mandatory data
exchange between Eurostat and the NSIs was putdlmind2 March 2009 in the Official
Journal of the European Union.

In the Business Register Working Group of Septen#8¥)8 it was agreed to make a
guestionnaire regarding the present co-operatichexxahange of data between the NSI
and the NCB, known differences between the registegal restrictions and possibilities
of authorisation of the data exchange, minimum/maxn set of characteristics that
should be shared. This questionnaire was sentt ¢l @&nd of 2008.

The results were discussed in the working groufBwosiness registers on 4 March 2009.
NCB's were invited to take part. The outcome wil bsed to work on the second
Commission Regulation on the data exchange with B@BNCBs. One of the outcomes
was a need for a common strategy on the futureactien of registers on the European
level, like EGR and RIAD, as well as national régjis.

Involvement of the ECB and of NCBs

In cooperation with the ECB an outline has beeffitgdefor an agreement on cooperation
between the ESS and ESCB concerning the EGR. Titat @was discussed in the
ECB/Eurostat management meeting at the end of March

The quality of the EGR would benefit from natioraoperation between NSIs and
NCBs. The future organisation of the work and dea will be developed in the coming
years on the basis of the following elements:

1. the Commission Regulations on data exchange;

2. the national model(s) for cooperation betweenisN&d NCBs on data quality
management;

3. the use of the EGR data in statistical prodagtimcesses.

3.3.2 Exchange of data in FDI statistics — FDI Netark of EU BOP compilers
Background
Pilot exercises run by Eurostat and the ECB infigfld of FDI statistics indicated a lack
of bilateral matches of the FDI transactions codddy the Member States. As a result, it
was suggested that a way to improve the coveragheofDI transactions would be to

exchange information on larger transactions ongalee basis instead of limiting data
exchanges on transactions to ad-hoc exercises.
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One of the proposals was to establish a networkhi®rexchange of micro data related to
larger FDI transactions, wherever legally possibleprder to tackle the asymmetries in
FDI and reduce the net errors and omissions otthe area b.o.p. Furthermore, it was
proposed to organise a workshop to exchange infisman larger FDI positions that

would also allow updating the sample of reportimyporations used in FDI statistics
across Member States.

Eurostat investigated the possibility to use thailable IT tools that would enable such

data exchange in the secured environment withege lacale investments and identified
eDAMIS as a possible solution. In October 2008, E@B’s WGES and Eurostat’'s BOP

WG supported the joint Eurostat/ECB propesalorganize a workshop for national FDI

compilation experts with the aim of agreeing on téehnical solution, the scope and the
process, including a template, for the exchangedaith on FDI transactions. It was

decided that work will initially focus on FDI traastions and that exchange of data on
FDI positions will be prepared in a further workpho

FDI Network workshop*

To prepare for the efficient workshop discussionrdstat and the ECB provided
participants a number of background documents/ptasens describing the main aspects
of the data exchange scheme, the main featuresDaiViéS, analysis of bilateral
asymmetries and a questionnaire to collect necesgaut information for the workshop.

It is understood that, whereas participation iratadsharing scheme will be voluntary, it
lies in the very nature of such a scheme that tyuafi the statistics at both the national
and European levels will strongly increase with thember of participants. The FDI
Network workshop participants developed and agmedhe following main aspects of
the data exchange scheme:

-

. Scope of the FDI Network

. Information and data to be included in the ergeaemplate;
. Identification of transactions;
. Threshold concerning the value of the transactio

O oo

N

. Implementation of the FDI Network

a. Procedures (initiative, timeliness, frequency);

b. Reconciliation of non-matching transactions;

c. User requirements for technical infrastructuneclgding actions to prepare the
technical infrastructure for data exchange usingMLB);

d. Mechanisms to ensure data protection.

The issue of confidentiality was thoroughly addegss the workshop. According to the
responses to the questionnaire, the vast majofilylamber States are in a position to
exchange data classified as confidential at natilenal in a secure way with the aim of
safeguarding the quality of b.o.p. statistics & European Union/Euro area. It has been
clarified that Article 8 of the Regulation (EC) N&®4/2005 is an enabling clause, i.e. it

4 The workshop was jointly organized by Eurostat/E@B25-26 November 2008 at Eurostat’s premises in
Luxembourg and attended by participants from 23Niunber States.
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allows for the exchange of confidential informatibetween Member States for quality
improvement and safeguarding purposes. The Regnlaverrides national legislation
(even if national law would prevent exchange offimtial information); hence for the
purposes of quality improvement of balance of paysmégures of the European Union,
the exchange of confidential data is allowed. ThegWation on European Statistics
(adopted by the Council on 19.2.2009) and the w@mbaRegulation No 2533/98
concerning the collection of statistical informatiby the European Central Bank are also
expected to contain respective provisions on tmed exchange of confidential data.

The state of play and the way forward

1. In its meeting of #of February 2009, The Balance of Payments Commétekrsed
the FDI Network Workshop conclusions and suppoiteduture work. The Committee
considered the work on reducing asymmetries vergomant and several delegates
encouraged all countries to participate.

2. Eurostat and the ECB DG-Statistics will drafi@acument (guidelines) describing the
agreed upon working practices of the FDI NetworkafTdraft was circulated to the FDI
Network for comments in early March.

3. A technical testing took place in January/Felyu2009, where Italy, Denmark and
Austria transmitted dummy data through eDAMIS. Tksts were successfully carried
out.

4. A contact list of persons authorised to senélxecfiles via the FDI Network has been
drawn up (with a maximum of three persons from édember State).

5. The actions by the Member States to preparetablnical infrastructure for data
exchange using eDAMIS are expected to be carriethddarch 2009.

6. The start-up phase of the actual FDI Network #edfirst exchanges of actual data are
expected to take place in late March or April 2088eady 20 countries have indicated
that they will participate in the FDI Network; axfethers are still contemplating.

Next workshops

It was agreed to organise a follow-up workshop iszuss the experiences gained from
the initial exchanges of data. This workshop veike place in the course of 2009 and will
also address the possibilities for the exchangiatd on FDI positions as suggested in the
STC Report. Actual exchange and comparison of dateDI positions is expected to be
carried out in a separate workshop.

Furthermore, the International Monetary Fund isaaiging a Coordinated Direct
Investment Survey (CDIS) in 2010 focusing on coytitateral positions as of the end
2009. The results of that survey will expose worttevthe asymmetries between mirror
data. That date could thus be agreed as a targetoimpletion of a first wave of

improvement to FDI figures at European level.

3.3.3 MEETS project: Modernisation of European Enteprise and Trade
Statistics
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The objective of this project is to support membtates' NSIs and NCBs initiatives
targeted at developing appropriate structures agnammes for an improved treatment of
the statistical reports of multinationals. A proimg way for improving the statistics
related to large enterprises operating on an iatemal/global scale is checking the
consistency of statistics reported by multinatisnaldifferent statistical domains.

3.4 Main conclusions and Task Force recommendations

At the end of its discussion on possible approathesnsistent recording of the activities
of the multinationals, the Task Force agreed orfahewing recommendations

R8 The Task Force recommends that member state setagnsistency unit" or a similar
organisational structure in their NSI for a coraistrecording in national accounts and in
balance of payments of items related to multinaienThis may require the involvement
of the national central bank and of other natiostatistical authorities. The MEETS
project may represent an opportunity to supporhsudevelopment in member states.

R9 The Task Force recommends that Eurostat organizeaege of data between national
accounts compilers for multinational enterprisesd aBPEs in particular. The
organisational structure of the FDI Network mayveeds a reference for such an exercise.
Such a type of organisation is considered usefudbster cooperation between national
compilers and alleviate the problem of confidentiédrmation.

R10 The Task Force recommends that the data on SPHscuded in the EGR, clearly
flagging such entities in the business registeripdoduction is included in the country
of residency, taking into account the classificatod SPEs given in the final report of the
Task Force. A sub-sector (institutional) classiiima would need to be created for better
harmonisation.

R11 The types of SPEs observed in economic reality of@nge over timeMember
states should provide information to the NAWG andthe BOPWG as soon as they
observe new types of SPEs.

R12 The NAWG and the BOPWG should regularly monitor é¢welution of initiatives on

statistics for multinationals of international beslisuch as the OECD and the UN and
inform the participants.
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