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CHAPTER 1
INTRODUCTION

1.1 Summary

1 Financial markets have evolved into a more globally integrated framework as a result of
increasing liberalisation of exchange cordraind market access. This integration, accelerated by
increasing competition amongst market participants, has led to the introduction of new financial
instruments with broad market access and lower transaction costs, attracting inveatorgradtionalites
andcountries (economies) The expansion of crogsorder financial flows has been further accelerated by
technological innovations in communications and data processing.

2. Foreign direct investment (FDI) iskey element in this rapidly evolving international economic
integration, also referred to as globalisation. FDI provides a means for creating direct, stable -and long
lasting links between economies. Under the right policy environment, it can serve gsodammvehicle

for local enterprise development, and it may also help improve the competitive position of both the
recipient ( Ahos { @&)h o medbinyt In earticulary ED$ ¢nconrgges the transfer of
technology and knosow between econoes It alsoprovides an opportunity for the host economy to
promote its products more widely in international markets. FDI, in addition to its positive effect on the
development of international trade, is an important source of capital for a range daindostome
economies.

3. The significant growthin the levelof FDI in recent decadeand its international pervasivengss
reflect both an increase in the size and number of individelal transactionsas well as therowing
diversification of enterprisesacross economies and industrial sectors. Large multinational enterprises
(MNE) are traditionally the dominant players in such citosslerFDI transactions. This developmeémds
coincided with an increased propensity MNEs to participate in foreign trade. In recent years, it is
believed that small and mediusize enterprises have also become increasingly involvVEDIin

4, Internationally harmonised, timely and reliable istats are essential to assehs trends and
developments of the FDI activityandto assist policy makers in dealing with the challenges of global
markets. The usefulness of direct investment statistics depends on their compliance with several quality
paameters: (@) alignment with international standards; (b) avoiding inconsistencies between countries and
reducing global discrepancies; (c) achieving consistent statistical series over tinmelidess; and (e)
allowing a meaningful exchange of dattween partner countriés

1.2 Purpose of theBenchmark Definition

5. The Benchmark Definition of Foreign Direct Investm¢Benchmark Definitio)? sets the world

standard for direct investment statistittds fully compatible with the underlying concepts and definitions

of the InternationalMonetaryFu n d 6 s BéldndéFof) Payments Manual (BPMJt also follows the

gener al economi ¢ ¢ onc e ptSystes eftNational tAccdumts (BNAthindmsi t ed N
overall framework, it is important to stress that the main focus ofB#vechmark Definitions FDI

1. In this Benchmark Definitont he term Acountryd is used as a sub
statistical concept (as some economies are not sovereign coplittidess not relate to the legal definition
of country.

2. See also IMF Data Quality Assessment Framevadik//www.imf.org/

3. OECD Benchmark Definition of Foreign Direct Investmeas first issued in 1983.


http://www.imf.org/bop

statistics encompassing direct investment positions and related direct investment financial and income
transactions flows). The Benchmark Definitioralso provides a brief overview of the methodology of
statistics on the Activities of Multinational Enterprises (AMR®&hich are closely related to those on FDI.
Moreover, theBenchmark Definitionjn terms of detail and breakdowns, goes beyond the aggregate
statistics of the functional category Adirect inv
the international investment position.

6. To support these standards for FDI statistics,Beachmark Denition provides guidance on
how to compile comprehensive breakdowns by partner country and by industrial aByvigtting the
world standard for FDI measurement, BBenchmark Definitioralso complements th@rganisation for
Economic Ceoperation andDevelopment (BCD) Handbook on Economic Globalisation Indicators
(Globalisation Handbook This Benchmark Definition also recommemdsy breakdowns such as:

U FDI presented on an asset/liability basis in accordancethgtSNA and BPM;

i FDI presented acecding to the revised directional principlghe revision is through
including a new treatment of felloanterprisesand providing for the following analysés
segregating some types of pdlssough funds, segregating FDI corresponding to
purchases/salesf @existing shares in the form of mergers and acquisitivi&A ),
identification of partner country for direct investment positions by ultimate investing
country(UIC) for inward FDI.

7. TheBenchmark Definitioisenes several objectives. It provides:
(i) asingle point of reference foompilers and users of FBtatistics;

(i) clear guidance for individual countrieompiling direct investmentstatisticsas they
develop or change their statistical systems;

(i) internatioral standards for FDI taking into account the effects of globalisation;

(iv) an international standard that providd®e basis for economic analysis, especiddly
international comparisorasnd for identifying national deviationdgrom the standardhat
impad on the comparisgn

(v) practical guidance to users of direct investment statistics including the refigtion$-DI
to other measures of globalisati@amd

(vi) an objective basis for measuring methodological differences that may exist between
national stastics that need to be taken into account both for erosstry and industry
analysis of FDI.

8. Since publication of the first edition of tB&nchmarlDefinition, compiling countries have made
important progress imevising their FDI measurement systems towards greater compliance with its
requirements and definitions. To measure the extent to which statistical systems have implemented the
recommendations on direct investment statistios)MF andthe OECD have, sice 1997, conducted the
Survey of Implementation of Methodological Standards for Direct Investment (SIMSDI). This evaluation
tool also provides standardised information on data sources and collection methods, and reporting practices

4. For a more detailed description ddandbook on Economic Globalisation Indicato®ECD 2005. AMNE
statistics are also referred to as Foreign AffilaTe Statis&&sTS.



for national direct imestment statistics. SIMSDI serves as the metadata for statistics published in the
OECD International Direct Investment Statistics YearbookMoreover, through its standardised
informationit supportghe exchange d¥DI databetween reporting economies bilateral comparisorts.

1.3 Revision of theBenchmark Definition

9. The removal of legal and regulatory restrictions on chmssler businessoperations in many
countries has complicated the task of statisticakesys that historically depended largelydata reported

by natonal financial institutionsand enterprises As economic activitiehave become more global,
investors havéad continually increasing recourse to overseas financliigese investorsay estalish
complex structures to obtain optimal benefits from their investments and for efficient management of the
funds and related activities. These developments have had an adverse impadctluiitytte# statistics
gathered through traditional methagsrespond to user needs for adequate analytical informatié¢iban

They have also reinforced the need for adopting a harmonised analytical framework for constructing
meaningful, comprehensive and internationally comparable statistics onbordes inveshents. This

latest edition of théBenchmark Definitiorsets out thestandards andhethodology to addregbe issues
identified above.

10. The main features of tHgenchmark Definition, %editioncan be summarised fslows:

(i)  Full consistency with the BPM concepts and definitions relating to-basker investment
positions and corresponding international financial and income flows;

(i)  Consistency withihebroad definitions and accounting framework of the SNA;

(i)  Clarification of certain recommendations of tBenchmark Definition 3 edition with a
view to eliminating possible misinterpretations by national compilers which may lead to
deviations fronthestandards;

(iv) Preserving a reasonable degree of continuityational statistical systems by making
relatively few changes tthe fundamental recommendations of Benchmark Definition,
3" edition (see Annex 1 for more details);

(v) Introduction of new concepts and breakdowngesponse taiser requirements to dgise
direct investment in the context of globalisation;

(vi) Providing newchaptersdevoted to uses of FDI statistics and to FDI globalisation
indicators;

(vii)  Introduction of an FDI glossary;

(viii)  Transparent revision process and closeoperation with national andéhternational
experts, including the establishment of a future research agenda for developmental work to
advance methodological issues which remain unresolved at the time of publication (see
Annex 13 for more details).

5. SIMSDI results are analysed Foreign Direct Investment Statistics: How countriesaswge FD| IMF
and OECD, 2003. Results of subsequent revisions of SIMSDI are posted on IMF and OECD web sites.
http://www.imf.org/bopandhttp://www.oecd.org/daf/simsdi



http://www.imf.org/bop
http://www.oecd.org/daf/simsdi

1.4 An overview offoreign direct investment concepts

11 Direct investment is a category of crdssrder investment made by a resident in one economy

(the direct investoy with the objective of establishing a lasting interest in an entergitigedirect

investment enterprigehat isresident in an economy other than that ofdimectinvestor. The motivation

of the direct investor is a strategic letegm relationship with the direct investment enterprise to ensure a
significant degree of influenday the direct investor in the management of the direct investment enterprise.
The Al asting interesto is evidenced when the dir:
direct investment enterprise. Direct investment may also allow tkeetdivestor to gain access to the
economy of the direct investment enterprise which it might otherwise be unable to do. The objectives of
direct investment are different from those of portfolio investment whereby investors dmemerally

expect to inflence the management of the enterprise.

12, Direct investment enterprises may be subsidiaries in which at least 50% of the voting power is
held, or associatein which between 10% and 50% of the voting power is ,h@ldjuasicorporations

including branchegwhich are effectively 100% owned by the individual entity which established them)

The relationship between the direct investor and its direct investment enterprises may be complex and bear
little or no relatioship to management structur&irect investment relationships are identified according

to the criteria of the Frameworflor Direct Investment Relationships (FDfRjcluding both direct and

indirect drect investment relationshipsegs ChapteB).

13. Direct investment statistics cover all crdmsrder transactionand positionsdetween enterprises

which are a part of the same groap defined in the FDIR. According to the standérdre) and
supplementabresentatios, FDI statistics include direct investment positions (equity and debt), direct
investment income flows (distributed earnings, reinvested earnings, interest income) and direct investment
financial flows (equity and debt). That part of the difference behnclosing and opening of FDI positions

in a particular reporting period that cannot be
changes @ ot dh@npedarise from price changes, movements in foreign currency and changes in
volumes. Market value is the preferred conceptual basis to measure both direct investment positions and
transactionsflows).

14. Direct investment statistics are presented on an aggregate basis in terms of ddésidites

and also, separately, on a directiormith forinward/outward FDI) basis with a geographiaal industry
breakdown For both inward and outward FDI on the directional bdsésallocation by partner country
uses the debtor/creditor principle. The directional data are also classifiadd analysedaccording to
industrial activity.Directional dataor both geographic and industry analysiould be derived from the
basic information compiled on FDI assets and liabilities. It is recommer@dtdhe geographic and
industrial allocation required for the FDI directional presentation should be made by the compiler
excluding FDItransactiongnd positions effected through any residgpécial Purpose EntitysPB.

15. Viewed from a reporting economyrassborder positions/transactions involving pdlssough
capital (al so ref err e dcontesidentSPEs illistat ghie tcaurtry anch industrya n s i t
analysis. Therefore, where nossident SPEs arinvolved in an FDI investment chain, compilers are
stronglyencouraged to provide further supplemetrahsactionsnd positions data on the basis of the first
nonSPE counterpart in the host or investing econgmythe outward or inward chain) as appriate
Acknowledging that there is no single definition of SPEs,Bechmark Definitiomecommends that data

be developed based on national definitions of SPEs$ypology of SPEs based on featurgsthese

identified worldwide is provided in Annext@ assist compilers when identifying such entities.

6. Referred to as the AFully Cons ol BedchmaekdefiBiyos.t em ( FCS
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16. Direct investment statistics are also disaggregated by major industry sectors baded on
International Standard Industrial ClassificatiiBIC),” according tothe princigl activity of the direct
investment enterprise (in theportingeconomy for inward investments and in the host economy for
outward investments).

17. Moreover, considering user needs for information thg type of FDI| which provide an
important dimension for economic analysis, compilers firstly encouraged to provide supplemental
breakdowns for mergers and acquisitions as acatdgory of direct investment equity transactions
classified by partneeconomy and industrySecondly, they are encouraged to provide inward FDI position
according to the ultimate investing country (UIC).ed@mmendation$or other breakdownare under

study to complement tke twosupplemental FDI series recommended by Bemchmark Definition
These ardor the geographical allocation and industry classificatioroatfwardFDI according to ultimate
hostcountryand FDI equity transactions by other types of FDI, namely greenfield investments, extension
of capital and finarial restructuringsee Annex 13or more information on the research agenda

1.5 Organisation of theBenchmark Definition

18. In providing guidance to national compilers and users of FDI statisticBetiehmark Dinition
recommends harmonised standards to measure direct investment and proposes practical solutions to
compilation problems. Where appropriate, more detailed information and guidance along with some
concrete examples are provided in annexes to demtnsirgupplement the recommendations described

in various sections of the main text. The section devoted to the use of statistics on direct investment
supplements FDI statistics published regularly by the OECD inirtte¥national Direct Investment
Statigics Yearbook International Investment PerspectiyeEconomic Globalisation Indicatorand

guarterly statistical releases on the OECD web site. The FDI glossary, introduced for the first time in this
edition of theBenchmark Definitioris intended to assii both the compilers and users of direct investment
statistics. The topics addressed in the remaining chapters are:

Chapter 2: Uses of FDI statistics

Chapter 3: Main concepts and definitiarfd-DI

Chapter 4: FDI Components, accounts and scope

Chapters: Measuring FDI Accounting principles and valuation
Chapter 6: Special entities

Chapter 7: Country attribution and industry classification
Chapter 8: FDI and Globalisation

For both users and compilers of FDrther details are provided in the Anesxas detailed in the Index)
Bibliography,andGlossaryto this edition of thd8enchmark Definition

7. ISIC is currently in its fourth revision; ISIC4
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CHAPTER 2
USES OF FDI STATISTICS

21 Summary

19. This edition of theBenchmark Definitiorincludes for the firstine a chapter devoted to the uses

of foreign direct investment (FDI) statistics to assist users in their analysis of both the global and/or
regional nature of FDI activity and the industry sectors that FDI is impacting on. As economies become
more and morglobal, statistical methodologies need to be adapted to new realities, thereby maintaining
the analytical quality of the statistics. Keeping in mind the complex nature of multinational enterprise
(MNE) and hence FDI structures, this chapter on the ddeBlcstatistics should prove valuable for a wide
range of users.

20. In summary, the first section reviews the importance of measuring FDI and the role it plays in the
global economy. It is followed by a brief deiption of the main features of FDI statistics and their
interpretation. The last two sections of this chapter summarise firstly the main analytical presentations of
FDI data proposed by thiBenchmark Definitionto meet user needs and secondly guidamtethe
interpretation of FDI series and globalisation indicators. The answers to questions frequently asked by
users are also provided in Box 2.5 at the end of this chapter.

2.2 Why measure FDI?

21 Deregulation ofmarkets, technological innovations and cheaper communication tools have
allowed investors to diversify further their participation in competitive markets overseas. In consequence,
a significant increase in creb®srder capital movements including diréctestment has become a key
factor in international economic integration, more generally referred to as globalisation.

22, By the very nature of its motivation, FDI promotes stable and-lasting economic links
between countries through direct access for direct investors in home economies to production units
(businesses/enterprises) of the host economies (i.e. the countries in which they are resident). Within a
proper policy framework, FDI assists host countriedamneloping local enterprises, promotes international
trade through access to markets and contributes to the transfer of technology attknohy addition to

its direct effects, FDI has an impact on the development of labour and financial markets|usmdes

other aspects of economic performance through its otheispitleffects.

23. Regular analysis of direct investment trends and developments is an integral part of most macro
economic and crodsorder finacial analysis. It is of prime interest to policy analysts to identify the
source and destination of these investments. In other words, identifying partner countries and industries
for inward and outward investments is central to most analysis. Thetsaisincreasing interest in
identifying FDI by its type, as different types of FDMergers and Acquisitions (M&As) or Greenfield
investments are likely to impact variably, in particular, on the host economy.

24. Moreover, as explained in the latter part of this chapter a number of indicators based on direct
investment statistics facilitate the measurement of the extent and impact of globalisation. To expand and
refine the structural analysis, it is useful to g step further and to complement this financial analysis of

FDI by other economic indicators. These are mostly the statistics on the activities of multinational
enterprises (AMNE also known as Foreign AffiliaTe Statistie$=ATS) discussed as well inh@pter 8

and elaborated in the OECBandbook on Economic Globalisation IndicatoM/hile FDI statistics
provide the financial features of investment, the statistics on the activities of MNEs inform on the uses and
impact of investment. It is, neverthelesaportant to highlight the need for caution here and to draw the
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attention of those interested in globalisation indicators to the fact that there are current inconsistencies
between FDI statistics and statistics on the AMNEs which limit the extent whvthe two series are
complementary. The main difference is in the coverage of the population of enterprises but there are also
differences in some of the principles for recording geographical and industry sector allocation. The user
should bear in mindsawell that economic activity and assets of a direct investment enterprise might also
be supported by sources of financing other than foreign direct investment. More work will be conducted as
part of theBenchmark Definitiomesearch agenda to improve tieeonciliation of the two sets of statistics

(see Annex 13).

25. The measurement of FDI has to rely on clear and unambiguous rules. At the same time, statistics
should reflect the changes and new developments ineplirm by market participants, even though they

may result in some breaks in historical statistical series. At the centre of these changes are the complex
structures put in place by MNEs for financing and managerial purposes and that are leading more and m

to the distortion of FDI data. These aspects need to be considered for the analytical presentations of FDI
statistics. In addition, the borderline between different types of investments may be blurred whereby it is
not always easy to differentiate FBbm other types of crodsorder investments or services (see Annex

3).

26. Against this background, accelerated by the globalisation of economiesdaptinreview of
existing concepts and definitions becameeassary as traditional concepts applied to measure direct
investment activity could no longer provide fully satisfactory results. As a part of the updating of
globalisation statistics, thBenchmark Definitiomntroduces new analytical breakdowns and te&new
concepts to reflect more meaningful bilateral FDI statistics. Notwithstanding a number of significant
improvements to the measurement of FDI introduced in this edition, all the research planned could not be
completed on time to issue a more cortpleet of recommendations in the current edition of the
Benchmark Definition As a consequence, it was agreed to publish the forthcoming results of this further
research in an addendum to Benchmark Definitioms soon as they are finalised (see Anrigx 1

2.3 Understanding the main features of FDI
2.3.1  FDI in the context of economic accounts

27. It is useful to describe the relevance of direct investment within the overall economic accounts of
a country, withinthe balance of payments and international investment positions framework and also, its
complementary aspects with the statistics on the AMNES.

U National financial accounts and flows of funds accouimshe System of National Accounts
199317 1993, SNA record the overall stocks of financing and the corresponding flows
between the economic units of a country with the rest of the world, i.e. withesment
units which enter into transactions with resident units or have economic links with them. FDI
investment relates to one of the categories of ebasder financing of enterprises (see SNA
for more details).

U Direct investment is one of the five functional categories offitencial accountof the
balance of paymentand the correspondinipternational investment positiorstatements.
Direct investment income is a sitbm of investment income of the current account. Data
for balance of payments and international investment positions are presented as broad
aggregates for main swtomponents of these @unts; there are no further breakdowns by
partner country or economic activity (see IMF Balance of Payments Manual (BPM) for more
details)



U Conceptually, the population of enterprises covered by the statistics on the AMNEs-is a sub
category of the enteriges covered by FDI statistics: the former relates to control, while the
latter is based on ownership and influence (i.e. a larger population of FDI enterprises
corresponding to the ownership criterion of 208©% as opposed to the lower population of
entkerprises underlying MNE statistics for which more than 50% ownership is necessary for
control). However, as indicated above the reconciliation of the two sets of statistics is not
only limited to this theoretical description of control and influence.theéarbreakdowns of
FDI and the reconciliation of other differences are necessary to achieve a sound analysis
when using the two data sets (see also Chapter 8).

28. In response to analytical information needs, the qnatjpn of the 4 edition of the Benchmark
Definitionwas strongly influenced by two concerns:

()  maintaining consistency with the broad concepts and definitions of balance of
payments statistics and international investment positions; and

(i)  developing newtatistical methodologies to bring direct investment statistics into line
with financial and economic developments as well as with new statistical frameworks
such as the statistics on the AMNES.

2.3.2  FDI Equity ownership: the critical determinant

29. Direct investment i s -aderiinvestthenangmdeyaa residantegtityr v ¢
in one economy (thdirect investoy with the objective of establishing a lasting intét@s@an enterprise
(thedirectinvestment enterpri3e t hat i s resident in an economy ot/

Chapter 3). The main motivation of the direct investor is to exert some degree of influence over the
management of its direct investment enterprise(s) whasheot this entails exercising a controlling
interest. However, in many, if not most cases, the relationship is strong enough that the direct investor will
control the direct investment enterprise. The motivation to significantly influence or conglexprise is

the underlying factor that differentiates direct investment from dvosder portfolio investments. For the

| atter, the investorébés focus i s mostly on i ncome
shares and other securiti@gthout expecting to control or influence the management of the assets
underlying these investments. Direct investment relationships, by their very nature, may leaddéoong

and steady financing and technological transfers with the objective of madnproduction and the
earnings of the MNE over time. Portfolio investors do not have as an objective astgrionglationship.

Return on the assets is the main determinant for the purchase or sale of their securities.

30. On the other hand, the growing trend of individual primary investors investing into collective
investment institutions (CIl) and acquiring sufficient ownership of voting power to qualify as direct
investment, as well as the increasing numiifesuch institutions becoming direct investors in their own
right, should also be taken into account. Both aspects, investments in Cll and by Cllis, are included in FDI
statistics as far as the basic FDI criteria are met. However, the nature and nmot¥aies may differ

from those of MNEs and there is a need to observe this phenomenon more closely in the coming years.

8. There may be instances where #resident investor, or investors acting in concert, acquiresalent
enterprise (in whole or in part), with a view to asset stripping, or restructuring and then reselling the entity.
The relationship between the investor (s) and the

i nvest or 6s (s 0¢alastinf éffece Indeed, inmsonhelinstdnees, such purchasers could have no
intention of retaining their equity holding for a year but they could have a profound impact on the entity.
Private equity buyout funds specialize in this type of shtetm owneship (though they may, in many

cases, hold their investments for longer than one year), but such investment is not necessarily restricted to
these types of investors.
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31. It has been argued that in practice there are several factors which may determine theeiflue
direct investor has over the direct investment enterprise. However, for the sake of consistency and cross
country comparability of the FDI statisticsstict applicatiorof a numerical guideline is recommended to
define direct investment. Accordjly, direct investment is considered evident when the direct investor
owns directly or indirectly at least 10% of the voting pd\wrthe direct investment enterprise. In other
words, the 10% threshold is the criterion to determine whether (or not)caidivestor has influence over

the management of an enterprise, and, therefore, whether the basis for a direct investment relationship
exists or not.

2.3.2.1 FDI relationship

32 MNEs often have complex group struas including a number of direct investors and direct
investment enterprises. For example, a direct investor could be the ultimate controllingp@mnor the
intermediate parent of an enterprise. In other words, a direct investor could be a pareanesident
enterprise and, at the same time, it could be a direct investment enterprise or a fellow enterprise of another
nonresident enterprise. This implies that a direct investment enterprise may itself be a direct investor, and
vice versa. Howeer, there can only be one controlling enterprise, the UCP, which is at the top of the
ownership chai, i.e. not controlledhy any other entity.

33. Direct investment enterprises can take many different legal forithéwy are all corporations
(incorporated enterprises) or quasrporations (unincorporated enterprises operating separately from their
owners and that have, or for which it is possible or meaningful to construct, a separate set of financial
accounts). Arincorporated enterprise is eithesabsidiary(a controlledenterprise if it is more than 50

owned by its immediate direct investor) orassociatgan influenced enterprise if it is owned between 10

and 50% by its immediate direct investor). Moregearterprises that have no direct investment influence
upon one another (i.e. the 10% voting power criterion is not met where there is either no equity ownership
in one another or it is insufficient for direct investment to exist) but are directly oedtigliinfluenced in

the ownership hierarchy by the same enterprise (which must be a direct investor in at least one of them) are
fellow enterprisesThe relationship between enterprises is determined according trahmworkfor

Direct Investment Relatiships(FDIR) described in Chapter 3.

34. A direct investment enterprise may become an investor in its immediate direct investor or a direct
investor further up the investment chain. Such investment may consistityf @gdebt but the extent to

which voting power in the direct investor is acquired determines the appropriate treatment and recording
basis for all the investment made. Where there is no voting power acquired in the direct investor or where
less than 10%o f the direct investorb6s voting power i s
investment enterprise in its direct investor is referred toessrse investment The recording of such
reverse investments undequity or debthas relevance for tiled standard FDI statistics presented on a
directional basis (see also Chapter 4:). Where a direct investment enterprise holds 10% or more of the
voting power in its direct investor or in any other related enterprise resident in another economy, such
investment and any associated or additional debt investment into the direct investor is regarded as separate
direct investment in its own right and is recorded as appropriate eqdigyor debt

35. Apart from the intusion of small (less than 10%) equity investment, loans or other debt between
fellow enterprisesdentified through the FDIR are also included in FDI statistics even if such enterprises

9. While voting power is generally obtained through the purchase of equity, it is |possibave voting
power that is not in the same proportion as the equity ownership (for example, 'golden shares' have greater
voting power than other shares). It is also possible to obtain voting power without purchasing equity (for
example, through swapnd repurchase agreements). The implicationsotifing voting power without
equity owrership are under investigation.



are not related to each other by FDI equity investment i.e. whare ithiess than 10% ownership of the
voting power but where they are related by having a common parent. In practice all transactions/positions
between fellow enterprises relate to the funds circulating within multinational groups via shared service
centres (e.g. providing treasury or cash pooling facilities) or to take advantage of the best financing
opportunities. They may also representnd-tripping of capital. These funds may result in large amounts

of FDI if recorded purely as assets/liabilities ilwhthe same funds circulate within the same group of
enterprises (i.e. representing an overstatement of theofiBt capital component). On the other hand,
recording these transactions/positions according tdliteetional principleis based on the eagorisation

in the compiling economy of the #elsdavwamtt 6e rgti esremr i
enterprises have less than 10% or no equity investment in each other. Identifying whether the UCP is a
resident or not determines thieetttion of direct or indirect FDI influence or control.

2.3.2.2 FDI accounts

36. Direct investment statistics embody three distinct statistical accounts: (i) investment positions,
(i) financial transactions, andifiassociated income flows between enterprises which are related through
a direct investment relationship:

()  Direct investment positionéstocks of investment); provide information on the total
stock of investment made abroad and received from abroad, bmbden by
instrument (equity, debt) for a given reference date. Yearly data are usually reported at
the end of the calendar year which, ianmy countries, is the same as the fiscal year.
More and more countries produce quarterly position data which allosv t
dissemination of more timely information. FDI position data allow a structural analysis
of investments in the host economy or industry seeatmal investment by the investing
(home) country or industry sector. Due to the accumulation of earlier imeetst over
time, in general, stock data allow the dissemination of more detailed estimates as they
are less likely to be susceptible to statedtmonfidentiality constraints

(i)  Direct investment financial transactioshow the net inward and outward invashts
with assets (acquisitions less disposals/redemptions) and liabilities (incurrence less
discharges) presented separately by instrument (equity, debt) in any given reference
period (yearly, quarterly or monthly). FDI inward flows provide a usefulcatdr in
relation to the attractiveness of economies but such interpretations require additional
informationon which to bassound conclusions;

(i) Direct investment incomgrovides information on the earnings of direct investors and
of the direct investmergnterprises. Direct investment earnings arise from (a) equity,
i.e.essentially the profits generated by the enterprise in the reference period and
consisting of distributed earnings (dividends) as well as undistributed earnings which
are treated as theeinvestment of earnings in that enterprise; and (b) from debt
(i.e.interest from intecompany loans, trade credits and other forms of debt). The
concept of income is closely related to direct investment positions as it is the size of the
overall investmet that largely determines the income, not just the most recent
transactions. Income relates to recent performance and allowdesinodnalysis of the
results of the investment activity.

37. Direct investment finanal transactions (flows) and positions comprise mainly three types of
financing: (i)acquisition or disposal of equity capital; (i) reinvestment of earnings which are not
distributed as dividends; and (iii) inteompany debt (payables and receivablean$, debt securities).

Analysing FDI by looking separately atuity versus debt reflects the relative stability of equity and the
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greatervolatility of debt. Analysing FDI by looking separately equity and debt reflects the
relativestability of equiy andthe greatewvolatility of debt. As compared to equity, the debt component
(and consequently the country breakdown of FDI) is more influenced by the location of, for example,
treasury centres.

38. Changes in Bl positions other than those due to transactions, such as changes due to exchange
rate movements as well as other price changes resulting from holding gains or losses and other changes in
volume are included in FDI positions. In addition, reclassifiogtiom portfolio investment to direct
investment are reflected in FDI positions and categorised as appropredeitpor debt (e.g. when a

direct investor acquires additional equity in an enterprise bringing the overall investment to 10% or more
of its voting power, equity stocks investment is reclassified from portfolio investment to direct investment

as described in Chapter 4).

2.3.2.3 Valuation

39. As a matter of principle, direct investment assets and lialilshould be measured according to
market value. Where direct investment enterprises are not listed on a stock exchange, their value is, in
principle, estimated as a proxy to market value. There are various methods for making such estimates

the wse of net asset value, own funds at book value. These are described in Chapter 5 and further elaborated
in Annex 5. In practice, harmonisation of the methods estimating market value still remains an area for
improvement for international consistency of FEmtistics.

2.4 Analytical FDI Breakdowns™®

40. While direct investment statistics described in tBenchmark Definitiorshould be compiled
using the same basic criteria as the BPM6, the two standards offer atiglgticaplementary products.
TheBenchmark Definitionecommends two analytical approaches to presenting FDI data:

U for aggregated FDI assets/liabilities data; and

U for detailed FDI data on a directional basis analysed separately by partner country and by
ewnomic activity .

41, While the asset/liability series are identical to balance of payments and international investment
position statistics, the detailed directional data present a number of new features as ccdmpare
presentations recommended in the previous edition @dénehmark Definitiofsee Annex 2).

42, There are two types of presentations of FDI data serigsindard and supplemental The
standard (or core) type fees to regularly compiled and disseminated core data, recommended by the
Benchmark Definition The compilation and dissemination of the supplemental type of FDI data are
strongly encouraged to be reported on a voluntary basis, left at the discretamhakporting economy.

The principle of having presentations of FDI statistics on both standard and supplemental FDI bases was
guided by the increasingly diversified user needs for the analysis of direct investment activity.

43, The twostandard presentationghich serve different analytical purposes are described below.
Both of these data sets represent historical breaks from the series compiled according to the
recommendations of tH@enchmark Definitio3™ edion. The new standard presentations are:

10. Detailed direct investment statistics are published annually i©@E@D International Investment Statistics
Yearbookand an analysiof recent trends and developments is included in the a@&@D International
Investment Perspectives
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(i) Aggregate FDI data compiled using tagset/liabilityprinciple which, in addition, provides
information separately on resident Special Purpose Entities (SPES) (see @lmaputeknnex
2); and

(i) Detailed FDI statists by partner country and/or by industry sectompiled using the
directional principle(see Chapter 4 and Annex 2). Within these the core directional data
distinguish the involvement of resident SPEs in the investment chain, excluding them from
the FDI statistics. However, the resident SPE data are presented separately in an
accompanying analysis with the same level of detail, as the information on
transactions/positions of resident SPEs could also be of interest to users. This presentation
also provids the framework for bilateral consistency across national statistics.

44, FDI data presented using the asset/liability principle or the directional principle can be derived
from one another using the component buidbiocks described in Chapter 4 provided that the various
building block elements are all available. Given the degree of the detail required in some instances,
confidentiality concerns may limit the dissemination of some items. However, national cenipieéng

access to confidential information, can provide the results of these building blocks at more aggregate
levels, if such information is deemed useful (see Box 2.1 concerning identification and suppression of
confidential data).
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Box 2.1. Confidentiality

In compiling and presenting FDI statistics, compilers in many countries may encounter the po
of confidential data occurring in the results to be disseminated. Such information generally d
directly identify the entity, e.g. the named address of an enterprise, to which the data relate. Hov
the particular context in which the data are presented e.g. classification by: country of counterpart
of enterprise, type of financial instrument as well as ectessifications bthese attributes, may allo
users to determine the identity of the entity in question and the value of its activity from the infor
provided (as well as other information they may have independently available to them). In geng
greater the bel of detail in the analyses, as well as the degree of concentration of particular ty
enterprises and their activities in a compiling country, the greater the likelihood of confidentiz
arising. For many countries, national statistical legmhaprohibits the direct or indirect disclosure
information relating to a particular individual or entity. Many international organisations also o
statistical confidentiality regimes to ensure that confidential statistical information is nohitiate.

FDI information can be regarded as being confidential in a primary sense for a number of reas
(i) if a compiler declares it to be confidential,
(i) if there is only one or at most two entities giving rise to the information, or

(i) if the contributionof a particular enterprise (or even two enterprises) dominate(s
contributions of all other entities.

In the latter two cases, the usual confidentiality rules specify that where there are less th
contributors to a particular statistical valtlen this information is regarded as being confidential.
reason for this is that, for example, where there are two contributors then either of them can pd
determine the contribution of the other. Clearly where there is only one contributoartieuser with
sufficient knowledge can potentially identify the entity involved as well as the value of its activity.
case of statistical dominance, the confidentiality disclosure rules applied may vary between cg
countries. For some couids, if an entity contributes at least 75% of the value of the information
disseminated then it is declared confidential. For other countries a dominance threshold of 80% (G
percentage) may be used. Alternatively, where two entities cotrikay, 90% or more of the value of {
information being disseminated it is declared confidential.

Whatever disclosure rules individual countries adopt, compilers in these countries have to §
this confidential information in their disseminatingstétistical results. However, suppression of prim
confidential data is not sufficient to prevent identification and disclosure of such confidential dat
necessary for compilers to suppress additional dasecondary confidential data in the esults
disseminated in order to prevent derivation of the primary confidential data. This operation is ne
within a single dissemination item e.g. a single table of data, but it often has to be extended where
dissemination items exist, e.multi-tabular data which include data overlaps. As a result, a signif
amount of data may need to be suppressed by compilers to cover both primary and secondary cc
data. It is important to stress that such suppression generally applidsottio@up' basis i.e. firstly at th
greatest level of detail and proceeding to increasing levels of aggregation where necessary. It is i
to stress that, in general, where confidentiality suppression exists in data disseminated, higher agg
the results are not affected, and where the contribution of the entities whose data are suppres
more detailed levels are included in the higher aggregates.




45, Supplemental series all relating to Fital analysed under the directional principle are:

(i) Transactions/positions lookirexcludingresident andboking throughnonresident SPEs
by partner country and by industry classification;

(i) Transactions/positions including all SPEs (according toBéechmak Definition 3
edition) (at least once a year to ensure that FDI estimates for economic or currency union
aggregates are correctly calculated).

(i) FDI equity transactions by typie purchase and sale of existing equity in the form of
M&As;

(iv) Inward FDI positbns according to the country of the ultimate investing country (UIC)
(and the corresponding industry sector).

2.4.1  Standard (core) FDI series
2.4.1.1 FDI according tothe asset/liability principle

46. FDI aggregatesis a part of national maesezonomic statistics are based on the asset/liability
principle. They are consistent with balance of payments statistics and international investment positions as
well as the components of national accounts statistics. Thagubvide for an economy the aggregate
totals of FDIlassetsand liabilities (Box 2.2) by type of instrument (equity, debt). They are based on
reports from either a sample or a census of an
populationof such enterprises. The data are recorded on an immediate (first) counterpart basis regardless
of the nature of the enterprise and the counterpart or of the direction of influence and control. These FDI
statistics include all the funds that pass thifo@PEs as well as capital transiting through operating
subsidiaries of MNEs on behalf of the parent companies. In consequence, while the data presented using
the asset/liability principle provide an overall aggregate measure of FDI, they do not provide an
appropriate basis for an analysis by partner country and/or by industry, as these data do not reflect the
direction of influence or control. In addition, the asset/liability data can present two major problems:

() overstatement of FDI amounts for individuedonomies as well as for regional and global
totals. Countries where SPEs are located record FDI figures that are overstated- by pass
through funds which are indistinguishably aggregated with economically relevant
investments. In addition, global amoursie also overstated while funds are transferred
through intermediaries and accounted for more than once by compilers in different
economies. To overcome this problem, transactions/positions of residerit &Eshown
separately. This presentation paa$ useful information on the role of the reporting
economy on the global routing of funds

(i)  the real origin and destination of FDI are distorted if funds are passing througbsimbent
SPEs or other types of subsidiaries. In other words, the immediad®sident counterpart
may not be the real direct investor or the real direct investment enterprise. This may be a
problem for any country, whether it hosts SPEs itself or nct. (presenting

11 SPEs are not the only entities via which capital may be passed through. Nonetheless, the identification of
resident SPEs should be considered asrémum to allow for more meaningful FDI figures, also because
in some countries they account for the major part of-fassigh financing.
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transactions/positions of resident SPEs separately does obteréise problems caused by
nonresident SPES).

Box 2.2 FDI according to the asset/liability principle

For the reporting country (RC), FDI is summarised as follows

Assets= Investments by direct investors of the RC in direct investment enterprised abroa

plus
Reverse investment(s) by direct investment enterprise(s) in the RC in their direct inve
abroad

plus

Investments by direct investment enterprises in the RC in other fellow enterprises abroad

Liabilities = Investment by direct investor(s) froabroad in direct investment enterprises in the RC

plus
Reverse investment(s) by direct investment enterprise abroad in their direct investors in th
plus
Investments by direct investment enterprises abroad in fellow enterprises in the RC.

2.4.1.2 FDI according to the directional principle

47. Massive investment flows into and out of a country may not be of primary interest to analysts of
direct investment if they reflect merely a pdissough or roundripping of direct investment funds.
Therefore, users seeking to analyse the economic impact of FDI from the perspective of the direction of
influence/control (inward/outward FDI) would rather focus on investments recorded according to the
directional principleboth for transactions and positions.

48, FDI statistics compiled according to tlagrectional principle show outward investments and
inward investments taking into account reverse investments as recommended inithes gdition of the
Benchmark Definitior{i.e. reverse investments of the reporting country are recorded as negative inward
investments) as well as investment into fellow enterpiist® direction in the latter case depending on
whether the ultimate comtlling parent of the resident fellow enterprise is a resident or aasident of

the compiling economy (Box 2.3). Statistics are presented (equity, debt) at the level of partner country by
instrument and by industry sector (see Annex 2)

49, Partner country or industry allocation is recorded in the directional presentation of FDI statistics
as that of the immediate counterparty involved in the investment chain for both inward and outward
investments but excluding ident SPEs (as opposed to the inclusion of all SPEs under the asset/liability
principle described above). A direct investor in country A may wish to invest in country C but may do so
through its holding company in country B. This simple example demtesstiaw source and destination

of investment through indirect routing may distort the data and influence the relevant economic analysis.
Also under the directional principle information for resident SPEs is also shown separately in the core
accounts withthe full geographic and industry breakdown.

50. Unlike the recommendation in the formBenchmark Definitionsmall (less than 10%) equity

investment, loans and other debt between fellow enterprises identified ingctrdhe Frameworkor
Direct Investment Relationships (FDIR) are no longer treated according to the asset/liability approach but
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in line with the direction of influence/control, so as to obtain the headline FDI transactions/ position data
by partner contry or by sector of industry. As the related fellow enterprises, by definition, do not have
sufficient FDI equity investment in each other to determine the direction of invesamemori, their
investments in one another are recorded as outward ordndepending on whether their ultimate
controlling parent is a resident or a A@sident of the compiling economy. Most of these transactions
might represent sheterm loans and may inflate the FDI data when presented on a purely asset/liability
principle

Box 2.3. FDI according to the directional principle

For the reporting country (RC), FDI is summarised as follows:

Outward investment
Investments by direct investors of the RC in direct investment enterprises abroad

minus
Reverse investment(s) byrect investment enterprise(s) abroad in their direct investor(s) i
RC

plus

Investments by resident fellow enterprises in fellow enterprises abroad where the U
controlling parent of the resident fellow enterprise is resident in the RC

minus
Investments by fellow enterprises abroad in resident fellow enterprises where the U
controlling parent of the resident fellow enterprise is resident in the RC

Inward investment

Investment by direct investor(s) abroad in direct investment erdesan the RC

minus
Reverse investment(s) by direct investment enterprise in the RC in their direct investors a
plus
Investments by fellow enterprises abroad in resident fellow enterprises where the U
controlling parent of the resident fellemterprise is nonesident in the RC

minus

Investments by resident fellow enterprises in fellow enterprises abroad where the U
controlling parent of the resident fellow enterprise is-resident in the RC.
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Box 2.4 Fellow Enterprises
Identifying fellow enterprises

Fellow enterprises are enterprises, in the same or in different economies, related through t
without either being a direct investor in the other, but thrdaeghg directly or indirectly influenced by tH
same enterprisie the ownership hierarchy. The common parent must be a direct investor in at leas
the enterprises in question. Such enterpri g
within the FDIRi not involving FDI equity of 10% or mofieand are called fellow enterprises.

Determining the direction of transactions/positions between fellow enterprises:

The direction of direct investment between fellow enterprises (where they are covered by the |
determined according to the residgrof theultimate controlling parenof the fellow enterprises involve
in the specific transaction/position. If thtimate controlling parenis a nonresident in either of th
economies of the fellow enterprises, all transactions and positions bethase fellow enterprises a
classified as inward FDI in both countries. If thiémate controlling parenis resident in the economy
one of the fellow enterprises, all transactions and positions between that fellow enterprise anc
resident felbw enterprise are classified as outward FDI for the economy of the resident enterprise
inward for the economy of the naasident fellow enterprise.

Recording transactions/positions between fellow enterprises according to the direct
presentatbn:

Once the direction of the transaction/position between fellow enterprises resident in d
economies is determined, the geographical (and industry) allocation should be made on the ba
location of the immediate counterparts excludingdesi SPEs (and looking through nonresidentSPE
on a supplemental basis).

2.4.2  Supplemental FDI series

51 Firstly on a supplemental basis, tBenchmark Definitiorencourages the supply of further FDI

data undethe directional principle on transactions, positions and income reallocated to the countries and
industries of the first n6®PE counterparty encountered in an investment chain. These data complement
standard FDI seriesxcludingresident SPEs and givirgeographical and industrial detail as discussed
above.

52 SecondlyFDI by typeas a subset of standard FDI statistics under the directional principle is an
altogether new dimension of FDI statistics. Such a subs&DI data will allow refinement of the
qualitative analysis of FDI in home and host countries. As a first step, identifying the purchase/sale of
existing shares in the form of M&As would be useful. Generally speaking M&As relate to existing
company suctures taken over fully or partially by other entities. In the context of public debate, a sharp

di stinction is often drawn between figreenfieldo i
M&As that are perceived to include only a charajeownership in an existing corporate entity. This
theoretical distinction between the types of FDI however may differ in practice and in a number of
instances the acquisition of existing enterprises can provide important additional economic benefits. The
separate treatment of M&A is part of a political reality to which investment analysts have to respond and,
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in light of the present debate about Afstrategic
grow.

53. Users should be cautious when using Hi@l data distinguishingM&A type transactions,
described in thiBenchmark Definitionwhich are different to what is generally referred to as M&A
statistics produced by commercial and other sources. Thefaorresponds only to equity transactions
that qualify as FDI (covering 102%00% of ownership of voting power) while the latter represents the total
capital of companies (see Annex 9). At the present timeBdmehmark Definitiorecommends that
suppkmental series be produced only for FDI equity flows for M&A type activity. Further research is
planned for Greenfield investments, extension of capital and financial restructuring, all of which are also
part of FDI. Similar analysis of FDI positions wdulnot be meaningful as such data relate
indistinguishably to the stock of all types of investment accumulated over time.

54. A third set of supplemental data series iamard FDI positions according taltimate inveng
country. There is ample interest by policy makers in political, economic and structural analysis to identify
the locations of the ultimate owners of direct investment enterprises. B&hehmark Definition
recommends that supplemental data be pratifaeinward FDI positions by geographical and by industry

T allocation according tde ultimate owner (investor).

55. Inward FDI position according to ultimate investing counteallocates investments to various
non-resident parents of the enterprise in proportion to the equity held disregarding the capital that transits
through related operational or other enterprises. These data show the countries that have effective
economic interest in the host economy. Thalgte to the control of investment positions by -nesident
enterprises rather than to the ultimate control of the total assets of the direct investment enterprise.

56. An objective analysis of outward direct inteent FDI using similar concepts is more
complicated and is deferred to the research agenda. FDI according to ultimate controlling parent/ultimate
host is closer to the economic definition of direct investment stocks and is subject to further Ye@@arch
Annex 13)

2.5 Interpreting FDI series and globalisation indicators
2.5.1 FDI series

57. FDI series are very informative and useful for both short and-termg analysis. Timely
estimates of the direct investmettivity allow the monitoring of recent economic developments. On the
other hand, longer series contribute to the measurement of the attractiveness of the reporting economy
within the global market and the competitiveness of the economic agents, ign fdirect investors and

FDI enterprises.

58. An increase in inward investments by foreign direct investors implies additional capital injected
into the economy (the domestic market) and, thus, is likely to have actiomp its economic performance.

12. Further research will be conducted mward FDI according to ultimate controlling parentowever
complexthesructures of MNEOGs may be, there can only b
According to this principle, all inward investment stocks of an economy are attributed to the controlling
parent even if the amounts are initiated from intermedparents. Such data will show the share held by
enterprises of other countries that control direct investment enterprises in the host economy. These data
also allow establishing closer links with the statistics on the activities of MNEs where vaidables
allocated to the ultimate controlling parent. The underlying concept is that decisions concerning the
management of the direct investment enterprise are taken by or according to the policy of the ultimate
controlling parent.
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On the other hand, the size of outward investment transactions indicates the extent of penetration of the
resident direct investor in other markets. FDI transactions (FDI financial flows and FDI income flows)
provide infornation forFDI activity withina given time perioavhile FDI positions data indicate the levels

of investment at a given point in time. The trends obtained from FDI financial transactions and FDI
positions may be quite different. In addition, attentionré&ach to the point concerning the interpretation of
headline FDI statistics in the context of the impact of reverse investment and of investment between fellow
enterprises. In this context, for example, a low headline figure for total inward FDI into rongcoay

result from a general low level of FDI investment under different instruments and across different FDI
relationships. Alternatively, it could result from a high level of such investment (under particular
instruments and relationships) into the mmay being partially or completely offsétor even exceedeid

by outflows of investment by foreigpwned enterprises to their related direct investors or fellow
enterprises abroad. Similar effects apply to outward direct investment.

59. Analysing inward and outwar@&DI by its subcomponentsnamely equity, reinvestment of
earnings(combined with equity for positions data) adebtallows further refinement of FDI trends and

the nature of investments. Even if the arilyof equity investment is at the core of direct investment,
intercompany loans play an important role in financing FDI related enterprises. However, trends in equity
and debt components could be very different and may reflect different patterns. Remmdis of
intercompany loans need to be interpreted correctly but not as divestment. This interpretation is possible
when we look at subomponents of FDI. A further reading of FDI scdimponent statistics divided by
claims and liabilities will providedditional information on capital movements.

60. FDI by partner countryithe first classification specified by thgenchmark Definitiomequires

that direct investment statistics be classified geographically oineatidnal basis i.e. for inward and
outward investments, and including the associated income data. These series provide the geographical
distribution of investment, i.e. country of source and destination. This information is very useful in any
comparatie analysis on the attractiveness of a country or a group of countries and for constructing
analytical indicators such as globalisation indicators described in Chapter 8.

61 FDI by industry sectordirect investmenttatistics should be classified according to industrial
activity (based on the ISIC Classification) of the direct investment enterprise for both inward and outward
investment. In other words, for outward investment, data are recorded according to thy ioidths

direct investment enterprise abroad and for inward investment they reflect the industry of the direct
investment enterprise in the reporting country. Allocation of the industry sector should be based on the
principle activity of the enterprise wh it is involved in more than one activity. Deviations from these
principles distort international comparison of industries that are recipients of direct investment. These data
offer interesting indicators on the globalisation of markets. As a segoseldes, it is also recommended

that the data according to the industry of the direct investor be provided on a supplemental basis for inward
FDI (see Chapter 7)

62. FDI by partner country and industry sectoA breakdown which is of utmost interest,
particularly for structural analysis, is the cratassification of the FDI data by partner country and
industry. Recognising the possible confidentiality issues involvedBd¢hehmark Definitiomecommends
the use omore aggregate Tejop classification based on ISIC4 for these data.

63. Thetreatment of SPEwill affect the results of the analysis. The problems raised by SPEs are
twofold: (i) the inclusion of resident SPEs ynkead to an overstatement of FDI to and/or from the
reporting country and; (ii) investments via r@sident SPEs may lead to the distortion of information on

the origin and destination of FDI. Core FDI series by country and by industry brealekahualing

resident SPEs resolve the first problem but not the second one which may be solved by supplemental data
series acquired by looking through n@sident SPEs. The usefulness of these supplemental data for
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international comparisons will increase as moceintries report such data and when a standardised
definition of SPEs can be implemented in all or most countries.

64. It was indicated earlier that detailed FDI statistics are required on a directional basis. The
direction of the investment is determined by reference to the FDI relationships involved:

()  Firstly, there is a crodsorder flow from one economy to another, i.e. from the economy of
the investor into the economy of the direct investment enterprise (guipsid associate or
branch) receiving the investment;

(i)  Secondly, the treatment oéverse investmente. the investment of the direct investment
enterprise back into its direct investor but where the acquisition of equity is less than 10%
(not sufficientto qualify as direct investment in its own right).

(i) Thirdly, the treatment of equity and debt between fellow enterprises, which are identified as
being in FDI relationship according to the FDIR, i.e. because they have a common parent but
they have insuftient or no FDI equity influence in one another other.

2.5.2 Globalisation indicators related to FDI

65. Globalisation indicators related to FDI are discussed in Chapter 8 where a list of reference and
supplementaihdicators are provided. This section provides the analytical description of those indicators.

2.5.2.1 Reference indicatot$

i) Extent of globalisation through FDI

66. This set of indicators is the most commonlyedismeasurement of the globalisation of an
economy. It measures the extent of ciossder investments realised with the objective of a lasting interest

to and from an economy. It also allows crossintry comparisons based on the relative importance of
FDI, i.e.(i) financial flows; or (ii) income flows; or (iii) FDI positions as a per cent of Gross Domestic
Product (GDP). Each ratio indicates the relative importance of globalisation for the reporting economy
either for total investments or for investmefg economic sector. An increase of the ratio implies a
greater share of foreign investment, thus an increase in the relative impact of globalisation. It is, however,
to be noted that FDI flows and FDI positions when referenced against GDP are not fytisitibten
measures of globalisation. Nevertheless, in the absence of other more meaningfdountrys
comparisons of the relative size of globalisation, GDP remains the best common reference. In addition,
comprehensive and timely GDP statistics are abilan most countries.

67. FDI financial flows (inward and outward) as a per cent of GDP indicate the degree of
globalisation of an economy based on the economic climate for a given time period, i.e. the changes over
that time period. This indicator provides early information on the relative attractiveness of economies (both
domestic and foreign) and industries for new investments after allowing for the withdrawal of investments
(disinvestment) during that same timeripd. FDI flows are compiled in many countries on a quarterly
basis or on a monthly basis, with a view to allowing a timely monitoring of their FDI activities.

68. FDI income flows (inward and outward) as a per aérDP provide information on the relative
importance of the earnings of direct investment enterprises both in the reporting economy and abroad.

13. Globalisation indicatar are based on standard FDI statistics according to directional principle unless the
underlying data are only available on a supplemental basis.
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69. FDI positions (inward and outward) as a per cent of GDP indibatextent of globalisation at a

given point in time. These structural indicators designate the interdependence of economies. The ratio for
inward FDI positions indicates the extent of foreign ownership (or foreign presence) in an economy. The
ratio for outvard investment indicates the degree of ownership (or presence abroad) of economic agents in
other markets. They also illustrate, respectively, the level of dependence of the domestic economy on
foreign economies and their level of penetration in foreigmkets. A comparison of the results obtained

for inward and outward FDI will indicate the comparative importance of the country as an exporter or
recipient of FDI.

(i) Contribution of investing (home) and host economies and of economic sectors tagtaiali

70. Expressed as ratios (as percentage of totals for both inward and outward FDI), the results reflect
the process of globalisation of the economies by their level of financial expansion abroad and their
depemlence on financing from abroad. The indicator related to investing (home) and host economies shows
the evolution of the share of individual economies as origin of direct investment (outward investment by
reporting economy) or as host of direct investmeamigrd investment by neresidents to the reporting
economy). The ratio based on FDI flows allows an analysis of the changes between two periods while the
ratio based on positions indicates the structural developments over time. The geographical andbgsis c
further deepened by measuring the share of thesoiponent FDI equity capital in such investments by
partner country. Changes in these ratios will indicate a greater/lesser contribution to globalisation by the
host or investing economy.

71. The indicator based on economic sectors is similar to the previous indicator (by partner country)
but the focus this time is on the economic sector for both inward and outward investments. This indicator
describes the relat contribution of different economic sectors to the international economic system by
the measurement of the share of FDI positions by economic sector abroad or by the measurement of the
dependence of the home economic sectors on investments from allnaage€in these ratios indicate a
greater/lesser contribution to globalisation by individual economic sectors. Furthermore, the analysis can
be refined by examining the statistics by partner country and economic sector of the reporting country.
However, sugh statistics, although of analytical interest, remain quite scarce in many countries.

(iii) Return on FDI

72 The indicator, based on FDI equity income, provides information regarding the profitability of
the directinvestment enterprises. For example, when the rate of return of inward FDI [FDI equity income
debitsi i.e. debits for (a) dividends and distributed branch profits, plus (b) reinvested earnings and
undistributed branch profis as a per cent of total inch FDI positions] increases. In this case it implies

that the resident direct investment enterprises are more profitable and are more and more competitive for
investors. However, observations based purely on the results of the statistical ratios affécieoit $a

draw conclusions on the competitiveness of enterprises (or an economy). Many other factors should also be
taken into account such as cyclical or structural factors, developments in that sector of economic activity as
well as other factors rekad to the global strategy of the investing enterprise(s).

2.5.2.2 Supplemental indicators

(iv) Degree of concentration of FDI
73. This indicator is based on the Herfindahl index to measure the geographical coloceatréDI
or the concentration of FDI by economic sector.

players, and then summing those squatélt measures the extent of diversification of the investments

14, Herfindahl Index’ Measuring industry concentration by Suresh Krishanmurty
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(a) by home and host countriespch (b) by economic sectors. A decrease in the ratio implies a higher
degree of globalisation. In other words, the more investments are diversified geographically the greater is
the extent of globalisation.

(v) Dynamics of FDI in reporting economy

74. This indicator measures the share of foreign capital in the reporting economy. First of all it
compares, at a specific point in time, the positions of FDI enterprises (inward FDI) to the overall liabilities
(balance shedbtals) of the domestic sector as reported in the national financial accounts. Likewise, it also
compares the positions of direct investors (outward FDI) to total assets (balance sheet totals) of the
reporting economy. In the first case, an increase ofati@ implies a higher foreign presence through FDI,

thus a higher attractiveness of the reporting economy. In the latter indicator, an increase implies the
opposite, i.e. an increasing presence by the home economy in foreign markets (which may be more
atrractive).

(vii) Dynamics of FDI by category: cressuntry and sectoral analysis

75. This indicator provides detailed information on the relative share of categories of FDI flows and
positions for both inward andutward investment. The information is based on aggregate data by sub
components of FDI (equity capital, reinvested earnings and other capital) and by geographical distribution
or by economic sector. The focus is specific markets or economies. The patteorgribution to the

market, in its broad definition, will vary across the countries or economic sectors depending on the degree
of globalisation and the competitiveness of economies or economic sectors. As the ratio increases, the
contribution to globasation will be more important.

(viii) Share of FDI by type

76. Analysing the share of FDI by type is part of the information needed to analyse the impact of FDI
particularly in the host economy. Spiler effectsof the investment will vary depending on the type of
investment (e.g. M&As) and its relative share over total investments of an economy. The ratio if analysed
by country and by sector could provide valuable information. However, confidentiality mapiptbhi
general availability of such detailed information.
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Box 2.5 Frequently asked user questions
1) What is the relation between FDI transactions, positions (stocks) and income?

FDI financial transactions refer to those crbssder transactions which alify as direct investments recorded during
reference period (year, quarter, or month). FDI positions represent the value of the stock of direct investments leeld af
the reference period (year, quarter, or month). Direct investment positerdéfected not only by financial transactions recor|
prior to and during the period but also by other changes in price, exchange rates, and volume. FDI income data, etbse
the stocks of investments, are used for analysis of the produdtfvitg investment, and are also used as part of the calculati
the rate of return on the total funds invested. (see also Chapter 4 and Chapter 8)

2) How to interpret negative values for FDI flows and positions?

Negative values in transactions may tade disinvestment in assets or discharges of liabilities. In the case of equi
direct investor may sell all or parts of the equity held in the direct investment enterprise to a third party; or theektentnt
enterprise may buy back its shafesm the direct investor thereby reducing or eliminating its associated liability. If the fing
movement is in debt instruments between the direct investor and the direct investment enterprise, it may be due tethady
redemption of intecompany loans or movements in short term trade credit. Negative reinvested earnings indicate that
reference period under review, the dividends paid out by the direct investment enterprise are higher than current irbeadn
(if that is the decisio of the board of managers) or that the direct investment enterprise is operating at a loss.

Negative outward investments resulting from the directional principle applied to fellow enterprises relates to disin
by the resident ultimate controllingagent who receives funds from nogsident subsidiaries. Negative inward investmeg
represent net claims of a resident subsidiary (who has-aesatent ultimate controlling parent on r@sident fellow enterprises

The changes in FDI positions arfteated by the accumulated flows and hence may also result in negative values, but
for other capital (e.g. when the loans from the direct investment enterprise to the parent exceed therleses the origina
capitat given by the parent to thdirect investment enterprise. It could be the case where conduits or treasury compa
involved). This is particularly important when FDI statistics are presented on a directional basis given the significamee
affiliate transactions and pdisins in debt.

3) Why are there such large revisions in the FDI data?

In order to serve users requiring timely data, the compilers of FDI statistics make initial estimates for some comp
preliminary information available at that time. It is especidifficult to have timely and at the same time complete data o
accrued income when the results are first published, as these values are only known once the direct investment en
closed its books and the current operating income and eadigigbutions have been determined for the reference period.

Consequently, when more complete data are provided for the reference period, data compilers revise the estimg
previous periods. However, compilers are recommended to providepalitie at large a description of the revisions.

4) What are the criteria for the classification of FDI by economic activity: according to the activity of the resi
parent company or that of the neresident enterprise?

The recommendation is to provide imgdaand outward FDI data on the basis of the economic activity of both the
investment enterprise and that of the direct investor. However, if this is not feasible, it is recommended that this poi
compile the data in priority according toet activity of the direct investment enterprise, for both inward and outward invest
(i.e. economic activity of the resident direct investment enterprise for inward investment and that of-tbsidem direct]
investment enterprise for outward invasnt).

5) Why are large FDI transactions concentrated in particular countriési.e. what is the role of capital in transi
and/or passing througtSpecial Purpose Entities (SPE)?

Multinational enterprises frequently have recourse to SPEs for their inwarduandrd direct investments, including t
large amounts of capital in transit, passing through entities in jurisdictions which may offer advantages, e.g. forses. [Evgq
though transactions/positions with SPEs are included in assets and liabflitigsct investment enterprise, they are no lon
included in FDI statistics by partner country or by industry classification. In other words, detailed FDI seatidtide residen




SPEsand look through nenesident SPEm the analysis of sourcefstination of FDI. The purpose of lookitigrough SPEs is tq
reduce the overstatement of FRtisticsand to provide more realistic analysis and hence estimates of real source/destin
FDI.

However, on a supplemental basis, countries are encaurmereport separately tables on global amounts
outward/inward investments of each compiling country to/from their resident SPEs.  Such data will allow users to hay
complete view on the financing of FDI.

6) How complementary are FDI statisticand the statistics on the Activities of Multinational Enterprises (AMNE)?

The statistics on direct investment include ciogeder investments made with the objective of establishing a lasting in
to exercise an influence in the management of the tdineestment enterprise (the target entity) which is evidenced by
ownership of at least 20 of the voting power by the direct investor. Control by the direct investor of the direct inveg
enterprise is not necessary to qualify as FDI. The Framev¥aoriDirect Investment Relationship establishes the chain
relationships between direct investors and their direct investment enterprises and includes qualifyicigaragsationships
between direct investment enterprises. As such, FDI statistiepileal using the FDIR include certain transactions and posi
between fellow enterprises which are not linked through a direct 10% or more ownership of voting power. FDI statig
record the financial value of the investments. The geographicelatibn is based on the debtor/creditor principle exclug
resident SPEs.

The statistics on AMNE (also referred to as FATS) cover affiliates whichaareolledby an enterprise resident in anoth
economy. TheOECD Handbook on Economic Globalisatiomdicatorsrecommends that AMNE statistics cover the majo
owned affiliates. In principle, AMNE data cover a ssdi of the entities involved in FDI. The AMNE present detailed data o
foreign affiliates, e.g. on the employment, turnover, value adeted Nevertheless, the geographical attribution of the uni
based on the ultimate controlling (investing) country (for inward investment) or the ultimate hosting country (for the
data). (See Chapter 8 for more details).

In theory FDI and AMNEStatistics are very closely related and, therefore, complementary. However, methodologies
to current FDI and AMNE statistics are not consistent and render difficult the analysis of financial and income flowgians!
along with the economic ipact of the AMNESs. Introduction of new supplemental FDI inward positions allocated to the ul
controlling parent is expected to reduce these discrepancies to the extent that samples of enterprises are also harmonise

7) Why are there discrepancies (®®times significant) in the data provided by international organisations?

Several International organisations compile and disseminate FDI data are. These include the OECD, Eurostat, the
Central Bank (ECB),, IMF, and UNCTAD. FDI statistics of t8&CD and Eurostat are essentially based on a com
framework for reporting detailed FDI statistics. IMF and ECB compile and disseminate FDI as a functional category adfb
payments, i.e. total aggregates. The data released by the OECD andtEusgkenerally very consistent, as the same
framework is used. Data regarding the Emome is consistent between Eurostat and the ECB. OECD and IMF re
demonstrated that the main differences between their aggregate FDI statistics are largeijprediming of revisions. UNCTAL
data are in a number of cases different due to adjustments.

3C



CHAPTER 3
MAIN CONCEPTS AND DEFINITIONS OF FOREIGN DIRECT INVESTMENT

3.1 Summary

77. This chapter provides an overvies statistical units and thErameworkfor Direct Investment
RelationshipgFDIR). Rigorous application of these fundamental aspects is central to the implementation
of the Foreign Direct Investment (FDI) concepts and recommendations described Berttignark
Definition. It is also important both for the interpretation and use of FDI statistics. Definitions of statistical
units which underpin the concepts and treatment of FDI are in line with the general principles adopted in
the System of National Accots (SNA) and the Balance of Payments Manual (BPM) and, therefore,
consistent with the concepts and definitions underlying most remoeomic statistics.

78. The first section which describes the statistical umits two main purposes. Firsityidentifies

the economic territory to be covered by the FDI statistics and highlights its main features. Secondly, it
describes the economic agents that are involved in direct investment, and stresses the importance of th
institutional sectors making up the economy even though classification by institutional sector is not used in
any of the presentations called for by tBenchmark Definition

79. Thereafter, the FDI universe is deébed more specifically on the basis of statistical units. The
concept of direct investment, direct investor, direct investment enterprise and the relationships between the
various units based on the Framewdok Direct Investment Relationships are désed in detail. The
recommended treatment of fellow enterprises is a new feature of the edition of the Benchmark Definition
and this section includes details of their definition and treatment.

80. In addition, threeprinciples underpinning the compilation and presentation of FDI statistics are
described. They are:

U the debtor/creditor principle
U theasset/liabilityprinciple, and,
U thedirectionalprinciple.
3.2 Statistical units
3.2.1  Economic territory and the concepf residencé
81 The concept of residence is a fundamental factor for direct investment statistics which measure
crossborder investments between residents of two or more economic territories. Foreign diréctenves

includes transactions/positions between a resident and -sesiolent institutional unit but excludes all
transactions/positions between units that are residents of the same economy.

15. For a more detailed discussiohthese broad statistical concepts, see IMF BPM6.
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82 The concept of resideadn theBenchmark Definitiofis identical to that adopted by the SNA and

the BPM. The residence of an economic entity (oiinatitutional uni) is attributed to theeconomic

territory with which it has the strongest connection, in other wordsetgre of predominantconomic

interest Each institutional unit is a resident of one and only one economic territory. While some units,
mostly households, may have connections with more than one economy, for statistical consistency, there is
a need to attributa single economic territory to each based on objective and comprehensive criteria.

3.2.1.1 Economic territory

83. An economyconsists of all the institutional units that are resident in its territory. Most entities
have strong links with only one economy, so their residence is clear, but with increasing international
economic openness, there is a growing number of institutional units that have connections to more than one
economy.

Box 3.1. The economic territory®
Theeconomic territoryincludes the following:

® Land areaairspace, territorial waters, including jurisdiction over fishing rights and rights tg
or minerals. In a maritime territory the economic territory includes islands that belong
territory (BPM 4.6)

(i) Clearly demarcated territorial enclaves that are located in the rest of the world such as en|
consulates, military bases, scientific stations, information or immigration offices, aid agé
central bank representative offices, etceylare established with the formal political agreen
of governments of the territories where the land areas are physically located. Such encl
used by governments that own or rent them for diplomatic military, scientific or other purpd

(iii) Territor i al enclaves used by foreign govern
geographical boundaries are not included in that economic territory but included in the t
of the governments that use them.

(iv) When a territory has a separate phakiar legal zone that is under its control, but to which
some degree, separate laws are applied (e.gshofe financial centres), these special zg
should be included in the economic statistics of the territory.

(V) In cases of disputed zones, effeeteconomic control may be unclear. In such cases, com
make a decision on the inclusion or exclusion of the zone based on the particular circun
and preferably include a description in the metadata.

(vi) In addition to economic territories under tle&ective control of a single government, t
economic territory of a currency or economic union is also considered as a type of ec
territory.

Source: BPM: Chapter 4

84. Even though there is often close m@mpondence, the statistical definition of theonomic
territory (or theeconomyi see Box 3.})is not identical to the concept of a country or to any other legal
definition (such as nationality). In many cases, but not always, a country indeed cangtieueconomic
territory. The existence of an institutional unit and the economic territory in which it is resident are
determined by a number of criteria including physical presence and being subject to the jurisdiction of the

16. The importance of economic territories described under (iii) and (iv) relates to the fact that they reflect the
usual scope of macroeconomic policymaking.
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government of the territgr In this Benchmark Definiton t he term Acountryo i s
substitute to Aeconomic territory (and economy) o0

85. Most commonly, an economic territory has thimensions of physical location as well as legal
jurisdiction and is under the economic control of a single government. Economic and currency unions
constitute another type of economic territory which is discussed at more length in Annex 11.

3.2.1.2 Cente of predominant economic interest

86. Economic interest$ include current production, consumption, acquisition of assets and
incurrence of liabilities, asséblding, place of incorporation or registration, and ohigin of applicable
taxation and regulation.

87. An institutional unit is considered to havecantre of predominant economic interéstan
economic territory:

() when there exists, within the economic territory, eotocation, dwelling, place of
production, or other premises on which or from which the unit engages and intends to
continue engaging, either indefinitely or over a finite but long period of time, in economic
activities and transactions on a significardlec

(i) if the location, even if it is not fixed, remains within the economic territory;

(i) if the unit has already engaged in economic activities and transactions on a significant scale
in the territory for one year or more, or if the unit intends to ddke.choice of one year as
a specific period is somewhat arbitrary and is used as an operational guideline to avoid
uncertainty and to facilitate international statistical consistency;

88. While actual or intended pbical presence for a year or more is the main criterion, other criteria
apply in some special cases such as for corporations having little or no physical presence or individuals
that move in such a way that that they do not stay in any territory for hrameatyear.

89. There are cases where the institutional unit has little or no physical presence in a territory. This
arises with some categories of special purpose entities (SPEs) and similar units. Some cases of
restructuring or outsourcing could also result in residual units with little or no physical presence.
Moreover, these units might not undertake significant production. In such cases, the jurisdiction where the
unit has its legal domicile and/or whichregel& i t s acti vities is consider
centre of economic interest while location and production criteria may not be meaningful.

17. Citizenship and plans for future locatioreaxoreconomic connections.
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concept of the SNA (1993 and subsequent updates) whereby an institutiomabargconomic entity tha
is capable, in its own right, of owning assets, incurring liabilities and engaging in econctinities and
in transactions with other entitiefl993 SNA, Rev. 1, Chaptdr 4

The main attributes of an institutional unit are:

(@)

(b)

(©)

(d)

Box 3.2. SNA: Classification of Institutional Units*®

The definition of institutional units covered this Benchmark Definitioris fully in line with the

it is entitled to own goods or assets in its own right; it is, therefore, able to exchar
ownership of goods or ssts in transactions with other institutional units;

it is able to take economic decisions and engage in economic activities for which it i
held to be directly responsible and accountable at law;

it is able to incur liabilities on its owbehalf, to take on other obligations or fut
commitments and to enter into contracts; and

either a complete set of accounts, including a balance sheet, exists for the unit, or
be possible and meaningful, from an economic viewpoint, topdena complete set ¢
accounts if they were to be required.

As classified by the SNA, there are basically two types of institutional units:

(a) Householdsare defined in th&NAas a small group of persons who share the same |
accommaodation, who posbme, or all, of their income and wealth and who consume c¢
types of goods and services col | eSiNA iRev
184.4) A person who pools income with the household in one economic territory,
resident of andter economic territory, is not classified as a member of that housg
Households can be direct investors but not direct investment enterprises.

(b) Legal and social entitiegre recognised by law or society independently of the perso
other entities tat may own or control them. (19%NA, Rev. B4.6) Such entities includ
corporations nonprofit institutionsand governmenunits. Some unincorporated enterpri
belonging to households or government units may behave in much the same
corporatios, and such enterprises are treated as-goagorations when they have compls
sets of accounts, or such a set of accounts can be constructedSNA9Rev. §4.6). Only
business enterprises can be both direct investors and direct investment =%
governments and neorofit enterprises can be direct investors but not direct invest
enterprises.

18.

Only a summary of SNA and BPM concepts are included in this section. For a more detailed discussion of
the items therein, the reader should refer to SNA and BPM.
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3.2.2 Institutional units

0. An institutional unit is an economic entity that is capable, in its owrt,righowning assets,
incurring liabilities and engaging in economic activities and in transactions with other ert@3.gNA,
Rev. 1§4.1) (see Box 3.2)

91 Institutional units of an economy are classified e tSNA under two main categories:

(i) households (formed by persons or group of persons); (ii) legal and social entteporations
(including quastcorporations), noiprofit institutions, and government unifs whose existence is
recognized by law asociety independently of the persons, or other entities, that may own or control them.
While the Benchmark Definitiorfollows the general principles of the SNA to identify institutional units,
the treatment of some specific issues raised by troster diect investment transactions/positions also
need to be addressed.

92, Institutional units are defined by the SNA in the context of a single economy and to identify the
residents of that economy. However, a legaltgntiay have to be split into separate institutional units,
resident in different economies, to address the statistical treatment of entities which have strong links with
more than one economy. As a result, some arrangements that are not legal ettigie®vwn right may

be recognised as being institutional units, i.e. goagporations.

93. A quaskcorporationis an unincorporated business that operates as if it was an entity separate
from its owners. Exampleare branches land ownership partnerships (both of limited and unlimited
liability), trusts and resident portions afiulti-territory enterprisesThese quastorporations are treated as

if they were corporations, i.e. as separate institutional units fine units to which they legally belong. For
example, quastorporations owned by households or government units are grouped with corporations in
the nonfinancial or financial corporate sectors. The purpose of this treatment is to separate from their
owners those unincorporated enterprises which are sufficienthceetdined and independent that they
behave in the same way as corporatioh898 SNA, Rev. 84.4248)

94. The requirement for having (or the potahtio produce) a set of accounts is essential in the
definition of institutional units because it provides a recognised indication of the existence of an economic
decisionmaking unit. The definitions do not require that the unit be autonomous. Thevdfofl-owned
subsidiaries have legal identity and are separate institutional units from their parent units, even when all
decisions are effectively made by another unit.

95, An ancillary corporation is a wholhpwnedsubsidiary whose productive activities are ancillary

in nature: that is, confined to providing services to the parent corporation and/or other ancillary enterprises
owned by the same parent corporatidhe kinds of services which may be produced by anllary unit

are transportation, purchasing, sales and marketing, various kinds of financial or business services,
computing and communications, security, maintenance, and cleaning. In some cases, the ancillary unit is
located in a different economy frorhe companies it serves. An ancillary corporation is recognized as a
separate institutional unit when it is resident in a different economy from that of any of its owners, even if
it is not, in practice, autonomous.

3.2.2.1 Enterprises
96. An enterpriseis a subgroup of the broad SNA categdsgal and social entitiedt is defined as
an institutional unit engaged in production. An enterprise maya beorporation (including quast

corporations) a nonprofit institution, or anunincorporated enterprisdncorporated enterprises and non
profit institutions are complete institutional units. An unincorporated enterprise, however, refers to an
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institutional uniti a household or government unribnly in its capacity as @roducer of goods and
services. It covers only those activities of the unit which are directed towards the production of goods or
services. 8NA93 Rev §5.1)

97. Institutional units that have the sole function ofdmog financial assets on behalf of their owners
provide a service to their owners, so they are enterprises, even though there may be no explicit service
charges. For example, some mutual funds, holding companies, trusts, and special purpose entittes may no
receive payment from their owners for the services they provide. However, in these cases, a service is
recognised as being provided to the owner, payable out of the property income or assets.

Box 3.3. Structures related to enterprises

An enterprise grau consists of all the enterprises under the control of the same owner. When
of owners has control of more than one enterprise, the enterprises may act in a concerted wa
transactions between them may nmbsbéedgt heén
Frameworkfor Direct Investment Relationships can be used to determine which enterprises ar
control or influence of the same owner.

There are two concepts of enterprise groups:

1 A multinational enterprise group corisiof all the enterprises located in different economies
under the control or influence of the same owner wherever located

1 An economyspecific enterprise group consists of all the enterprises located in the same e
and under the control or the linénce of the same owner also located in the same ecoi
Ownership links that are external to the economy are not recognised in the formation ¢
enterprise groups.

A joint venture is a contractual agreement between two or more parties for theguofpxecuting
business undertaking in which the parties agree to share in the profits and losses of the enterprise
the capital formation and contribution of operating inputs or costs. It is similar gartnership (se
Glossary), but typially differs in that there is generally no intention of a continuing relationship be
the original purpose. A joint venture may not involve the creation of a new legal entity. Waethasi
corporation is identified for the joint venture depends om #inrangements of the parties and le
requirements. The joint venture is a quemiporation if it meets the requirements for an institutional |
particularly by having its own records. Otherwise, if each of the operations is effectively undertae
partners individually, then the joint venture is not an institutional unit and the operations would be
being undertaken by the individual partners to the joint venture. Because of the ambiguous statu
ventures, there is a risk thateghcould be omitted or doubtmunted, so particular attention needs tg
paid to them.

3.2.2.2 Quastcorporations

98. An unincorporated enterprise is a producer unit which is not a legal entity separate from the
owner (household, government or foreign resident); the fixed and other assets used in unincorporated
enterprises do not belong to the enterprises but to their owners, the enterprises as such cannot engage in
transactions with other economic units nor dagytenter into contractual relationships with other units nor

incur liabilities on their own behalf; in addition, their owners are personally liable, often without®limit,

19. However, some unincorporated enterprises may have litietieitity such as a limited liability partnership.
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for any debts or obligations incurred in the course of productit®¥93 SNA, Rev. 84.42, 4.48 An
unincorporated enterprise attached to aresident is always considered as a gaasporation.

99. Even though &ranch is not a separate legal entity, it is statistically identified as a -quasi
corporation if it operates in an economy separate from that of its owner and has operations over a
significant period in that economic territd?.

100 To avoid the multiplication of artificial units, the definition of branches requires several
indicators of substantial economic activity and separate accounts.

101 The identification of branches has ingaltions for the statistical reporting of both the branch and
legal entity from which the branch has been created. The operations of the branch should be excluded from
the institutional unit of its head office in its home territory and its activities shutéported consistently

in both of the economies to which it is connected. Each branch is a direct investment enterprise if the FDI
criteria are satisfied.

102 Construction of major specific projects (bridges, dapower stations, etc.) may take several
years to complete and be carried out and managed byesment enterprises through site offices in the
territory of location. In most instances, the operations managed from the site office satisfy the chiteria to

a branch. In other cases, for example, for a sieom project (less than one year) or one based from the
home territory rather than a local office, the work provided to customers resident in the territory of those
operations is classified as interioaal trade in construction (i.e., an import to the territory of operations).

103 Some production processes may involve mobile equipment that operates in more than one
economic territory, such as ships, aircraft|lidg rigs and platforms, and railway rolling stock. Some of

these operations may take place outside any territory, such as ships operating on the high seas. Moreover,
services such as consulting, maintenance, training, technical assistance and heecdticalso be
delivered orsite with sufficient presence to amount to a branch. The criteria for recognition of a branch
apply in these cases. In many instances, the activity can be seen as having been undertaken from a base of
operations, so that the opéoaits are attributed to that unit, and the recognition of an additional unit for
nornresident operations is not appropriate. However, in some cases, the operations in a territory outside the
home base could be substantial enough to meet the definitiobraheh. For example, the existence of a
branch would be recognised if a shipping company has a secondary base for servicing its fleet that is
substantial, permanent, and has its own accounts.

104 Similarly to mobileequipment, a muHierritory pipeline that passes through a territory, but is not
operated by a separate legal entity in that territory would be recognized as constituting a branch or not,
depending on whether there is substantial presence, availabilggpaiate accounts, etc. Where such
operations are not separate entities, there may be aterilibry enterprise as described below.

105 When a branch is identified, there are direct investment flows to andtfrerterritory of its

location, but the provision of goods or services to customers in that territory are résideEident
transactions. In contrast, if the operations are not substantial enough to qualify as a branch, the provision of
goods or service® customers in that territory are imports of that territory.

106. Prior to its incorporation a resident enterprise is imputed when preliminary expenses such as
those associated with mining rights, license fees] loif@e expenses and legal costs are first incurred as
steps prior to establishing a legal entity. Those preparatory expenses are recorded in the economy of the

20. The common usage of t he term branch i s br c
establishmentsncorporated subsidiaries, or industrial classification group.
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future operations as being residémresident transactions that are funded by a directsinvent inflow,

rather than as sale of ngnoduced assets to noesidents, exports of legal services, etc. Many of these
operations would qualify as a branch. Because of the limited scale of these activities, the assembly of the
data for these enterprisissfeasible prior to incorporation.

107. A residentnotional unit (a kind of a quastorporation) is identified for statistical purposes for
direct nonresident ownership of immobile ndimancial assets such as laadd buildings. Land and
buildings can only be used for production in the territory in which they are located. Therefore, the land
and buildings and other structures owned by anesident are always treated as being owned by a resident
notional institutonal unit that is in turn owned @mnonresident unit(s) holding the legal title.

108 Consistent with this treatment, a notional unit is imputed for the ownership byesiolents of
natural resources such as soib assets, neaultivated biological resources, and water, and @mm
rights to use these assets. The notional unit is nearly always a direct investment efiterprise.

109 Multi -territory enterprises operate as aeamless operation over more than one economic
territory. Such an enterprise, even though it has substantial activity in more than one economic territory,
cannot be separated into a parent and branch(es) because it is run as a seamless operatiat and cann
supply separate accounts for each territory. Maltiitory enterprises are typically involved in cross
border activities and include shipping lines, airlines, hydroelectric schemes on border rivers, pipelines,
bridges, tunnels, and undersea cabl&@me norprofit institutions serving households (NPISH) may also
operate in this way.

110 It is preferable that a parent and branch(es) be identified separately in the case ofeanitmyi
enterprise. If possle, enterprises should be identified in each territory according to the principles for
identification of branches. If that is not feasible because the operation is so seamless that separate accounts
could not be developed, it is necessary to prorateotiaé aperations of the enterprise into the individual
economic territories. The factor used for prorating should be based on available information that reflects
the contributiondo actual operations. The pating of the enterprise implies that everyngaction needs

to be split into each component economic territory, a process which may be difficult to implement by
compilers. Hence, for the country of residence, each apparently/ostensibly domestic transaction would be
split into resident and neresident components. Equally, naesident entities of those economies outside

the territories of the muklierritory enterprises that have transactions and positions with such entities need
to make the same split, so as to capture the counterparty claims dnsatent manner. Bilateral
agreements between compilers will help to minimise possible asymnftrigss treatment has
implications for other macroeconomic statistics and its implementation should alwaystitneted with

other statistical interest®if consistency. Compilers in each of the territories involved are encouraged to
co-operate in order to develop consistent data, avoid gaps, and minimize respondent and compilation
burden.

111 Analogous treatments cdre applied to enterprises operating in zones of joint jurisdiétithre
enterprise will need to be split into entities that are resident in each economy having jurisdiction over the

21 Instances may occur when land and bubdirare owned (wholly or in part) by unrelated smesidents,
wherein some (or all) of the naesident owners hold less than 10% of the equity in the (notional) unit. In
those cases, the 10% threshold is still applicable so that some (or all) of the avayer®t be direct

investors.

22, Similar issues may arise forsacietas europaedhat is, a company created under European Union law that
is able to operate in any member state.

23. The identification and allocation of income flows within a mtétiritory enterprise, and the treatment of
changing the identification of the éparentd over t
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zone, with flows into and out of the enterprise -pated between thesentities. Positions and flows
between the entities may also need to be developed.

112 Estates, other trusts, and partnershipe treated as separate institutional units if they are
constituted in a different teraty from that of their owners or beneficiaries.

113 Special corporate structuressuch as those with little or no physical presence, holding
companies, nominees, etc are discussed more in detail in Chapter 6.

3.2.3 I nstitutional sectors

114 The Benchmark Definitiondoes not require as part of the standard data components a
classification of direct investment statistics by institutional sectors: the emphasis is given instead to
industry classificatio’ However, identifying the institutional sector of the resident party and the non
resident counterparty is important information for the compiler in determining whether or not a
transaction/position should be included in direct gtreent statistics. Classification principles for resident
andnoar esi dent institutional sectors are based on t
its principal product or group of products produced or distributed, or services rendered

115 These institutional sectors are: Afimancial corporation sector, financial corporation sector,
general government sector, Rprofit institutions serving household sector (NPISH), and the household
sector. Any of the five sectors identified by the SNA to cover all the activities of an economic territory
may include enterprises that are direct investors, because any resident unit may own or control a non
resident unit that qualifies as a direct investmenemgnise. On the other hand, all direct investment
enterprises are classified either in the fioancial corporation sector or the financial corporation sector.

This is because governments and households cannot be owned-tBsidents units. Also, &lbugh

NPISHs can be established or owned by-residents, financial transactions/positions involving NPISHs

are generally not driven by investment considerations and, therefore, they are generally not regarded as
direct investment enterprises unless thesglify under the direct investment criteria.

116 Annex 3Box A3.1 provides further information on institutional sectors and, in particular, the
subsectors of the financial corporation sector. For the purposefeastiog and compiling FDI statistics,

it is important to collect and compile information from local enterprise groups, for those parts of the local
enterprise group that are classified to the financial intermediaries subsectors separately from those parts
that are not classified to the financial intermediaries subsectors. Box 3.3 provides further information for
compilers for structures related to enterprises such as enterprise groups and joint ventures

3.3 Foreign Direct Investment

117 Foreign direct investmenteflects the objective of establishing a lasting interest by a resident
enterprise in one economgliect investoy in an enterprisedfrect investment enterprisénat is resident in

an economy other thahat of the direct investor. The lasting interest implies the existence of-telong
relationship between the direct investor and the direct investment enterprise and a significant degree of
influence on the management of the enterprise. The direadwect ownership of 10% or more of the
voting powef® of an enterprise resident in one economy by an investor resident in another economy is

24, In contrast, théalance of Payments and International Investment Manses sector classification, rather
than industry breakdowns, ashe pri mary di saggregation of an econ
categories

25. In general ordinary shares are the same as voting power. However, there may be instances that the voting

power is not represented by ordinary shares. In such,casapilers must determine the voting power.



evidence of such a relationshifgome compilers may argue that in some cases an ownership of as little as
10% of he voting power may not lead to the exercise of any significant influence while on the other hand, an
investor may own less than 10% but have an effective voice in the management. Nevertheless, the
recommended methodology daest allow any qualificatiorof the 10% threshold and recommends its strict
application to ensure statistical consistency across countries.

118 Direct investment includes the initial equity transaction that meets the 10% threshold and all
subsguent financial transactions and positions between the direct investor and the direct investment
enterprise, as well as qualifying FDI transactions and positions between incorporated and unincorporated
fellow enterprises included under the FDIR (see Sedid). Direct investment is not solely limited to
equity investment but also relates to reinvested earnings andamgrany debt. (See Chapter 4)

119 Direct investment includes inward and outward financial @etsns/positions between directly

and indirectly owned incorporated and unincorporated enterpfidés extent of the direct investment

relationship is determined according to the FramevforlDirect Investment Relationships (see Section
3.4.3).

120 Some relationships may exist between enterprises which may exhibit the characteristics of direct
investment even though there are no links which qualify as direct investment. Such borderline cases
should not be treatieas direct investment (see Annex 3)

3.4 The Direct Investment Relationship

121 The classification of financial positions and flows to direct investment requires that the two
institutional units directly involved beesident in different economies and that they be in a direct
investment relationship. This section presents the framework that has been developed to establish when
two or more institutional units are in a direct investment relationship. While direxdtingnt measures a

wide variety of instruments as describedClmapter 4, direct investment relationships are determined using

the voting power criterion only.

3.4.1 Foreign Direct Investor

122 A foreign direct invetr is an entity (an institutional unit) resident in one economy that has
acquired, either directly or indirectly, at least 10% of the voting power of a corporation (enterprise), or
equivalent for an unincorporated enterprise, resident in another econdndjrect investor could be
classified to any sector of the economy and could be any of the following:

(i) anindividual,

(i)  agroup of related individuals;

(iii) an incorporated or unincorporated enterprise;

(iv)  a public or private enterprise;

(v) agroup of related enterpeis;

(vi)  agovernment body;
(vii) an estate, trust or other societal organisation; or
(viii) any combination of the above.

26. Direct i nvest ment enterprises ar e al so referred
unincorporated business) that are either directly or indirectly owned by the direct investor or their non
resident branches. See glossary for a definition of affiliates.
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123 I n the case where two enterprises each own 1C
direct investor in the other.

3.4.2  Foreign Direct Investment Enterprise

124 A direct investment enterprise is an enterprise resident in one economy and in which an investor
resident in another economy owns, either directlyndirectly 10% or more of its voting power if it is
incorporated or the equivalent for an unincorporated enterprise.

125 The numerical threshold of ownership of 10% of the voting power determines the existence of a
direct investment relationship between the direct investor and the direct investment enterprise. An
ownership of at least 10% of the voting power of the enterprise is regarded as the necessary evidence that
the investor has sufficient influence to haveedfective voice in its management. In contrast to some
other statistical measures such as those on the Activities of MNEs, direct investment does not require
control by the investor (i.e. more than 50% owned by the investor and/or its related enteryises)

investors may have direct investment enterprises in one economy or in several economies.

126. To facilitate international comparisons and to achieve global consistency of FDI statistics, the
Benchmark Defition recommends a strict application of the 10% rule. Therefore, compilers should not
qualify the 10% threshold further by applying other criteria. Benchmark Definitiondoes not
recommend the use of other considerations such as representatiomoarthef directors; participation in
policy-making processes; material intympany transactions; interchange of managerial personnel;
provision of technical information; and provision of ler@gm loans at lower than existing market rates.

3.4.3  Framewolk for Direct Investment Relationships (FDIR)

127. The definitions of direct investors and direct investment enterprises above highlight the
immediate relationship between two enterprises. As noted earlier, thettegalires of related enterprises
can consist of many enterprises linked through complex ownership chains.

128 The Frameworkor Direct Investment Relationships (FDIR) is a generalised methodology for
identifying anddetermining the extent and type of direct investment relationships. In other words, the
FDIR allows compilers to determine the population of direct investors and direct investment enterprises to
be included in FDI statistics.

129 For a compiling economy, the FDIR identifies all enterprises related to a particular enterprise
whether it is a direct investor or a direct investment enterprise or both. For example, within a group, it is
possible that a direct investmegniterprise itself owns 10% or more of the voting power of another non
resident enterprise, in which case the direct investment enterprise is itself a direct investor in a further
direct investment enterprise. The question is therefore whether thedirectinvestment relationship
between the further enterprise and the original enterprise.

130 In Figure 3.1, enterprises A, B and C are in different economies. Enterprise A owns 80% of the
voting power in enterpresB and is a direct investor in B. Enterprise B, in turn, owns 80% of the voting
power in enterprise C and is a direct investor in C. A has control over B, and through its control over B,
has indirect control over C. As a result, financial transactietaeen A and C are also relevant to FDI,
even though A directly holds no equity in C, and A and C are therefore considered to be in the direct
investment relationship which embraces A, B and C. Financial transactions and positions as well as
associatedncome flows between A, B and C should be included in direct investment statistics.
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Figure 3.1. Continuation of Control

Economy 1 A
80%
Economy 2 B
80%
Economy 3 c
131 In relatively simple cases such as that in Figure 3.1, where each link in the ownbeshis @

single equity holding and there is majority ownership (control) at each stage, it is clear that the direct
investment relationship continues down the chain of ownership. However, when some links-are non
controlling links and voting power of amterprise is held by more than one member of a direct investment
relationship, the extent of the relationship may be less obvious.

132 It is not uncommon for an entity to be a direct investor in more than one bfixestment
enterprise. In Figure 3.2, enterprises A, B and C are each in different economies. Enterprise A owns 80%
of the voting power in enterprise B and is a direct investor in B. Enterprise A also owns 20% of the voting
power in enterprise C and &direct investor in C. Enterprise A controls B and has significant influence

over C. As a result, financial transactions and positions between B and C are also relevant to FDI statistics
even though there is no equity participation between them. FRon@®, B may raise capital which it

lends to C at a concessional rate due to the control by A. It is reasonable to consider A, B and C to be in
the same direct investment relationshiB and C are considered o6fell ow e

42



Figure 3.2. Fellow Enterprises

Economy 1 A
80%
Economy 2 B 20%
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Economy 3
133 In Figure 3.3, there are two overlapping direct investment relationships, one with enterprise A as

the direct investor and the other with enterprise B as the direct investor. Tdtardiestment enterprise,

C, is in a direct investment relationship with both A and B. Enterprise C is controlled by direct investor A,
which owns 70% of the voting power of C, and C is significantly influenced by direct investor B, which
owns 20% of thevoting power of C. Despite their common ownership of C, enterprises A and B are not in
a direct investment relationship with each other.

Figure 3.3. Multiple Direct Investors

Economy 1
A
Economy 2 B 70%
20%
C
Economy 3

134 The FDIRaims at identifying all enterprises over which the investor has significant influence
under the 10% voting power criterion for FDI. In this determination, it is necessary to establish whether
each enterprise under consideration isu@sidiary an assocate, or is not relevantin FDI i all three
categories when combined being exhaustive and individually mutually exclusive. Those enterprises which
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are subsidiaries or associates are included in the direct investment relationship, while those categorised as
not influencedare not included

3.4.3.1 Subsidiaries in FDI
135 Subsidiaries in FDI are described as follows:

(i) A subsidiary is an enterprise in which an investor owns more than 50% of its voting power
i.e. itis conrolled by the investor

(i) Where an investor and its subsidiaries combined own more than 50% of the voting power
of another enterprise, this enterprise is also regarded as a subsidiary of the investor for FDI
purposes

(i) In determining the scope of a direcv@stment relationship, the degree of influence that
may be exercised through controlling links (more than 50% of voting power) is not
diminished by the existence of multiple links in an ownership ¢hain

- An enterprise controlled by a subsidiary of an ineestr by a group of subsidiaries
(which may also include the investor) is itself regarded as a subsidiary for FDI
purposes.

- However, for clarification, it should be stressed that an enterprise controlled by an
associate or any group including an asseciatregarded as an associate in the context
of FDI

3.4.3.2 Associates in FDI
136 Associates in FDI are described as follows:

() An associate is an enterprise in which an investor owns directly at least 10% of tige voti
power and no more than 50%.

(i) Where an investor and its subsidiaries combined own at least 10% of the voting power of an
enterprise but no more than 50%, the enterprise is regarded as an associate of the investor for
FDI purposes.

(i) Where an associate, legr as an individual or in combination with its subsidiaries, own more
than 50% of an enterprise, this enterprise is regarded for FDI purposes as an associate of the
higher level investor.

(iv) In determining the scope of a direct investment relationshipymgphssociates, the degree of
influence that may be exercised through a single or cumulative influencing link (from 10% to
50%) along an ownership chain is diminished by one degree. Thus, an enterprise which is an
associate of a subsidiaryor of agroupo f t he i nvestorés subsidiar
investor) is regarded as an associate of the investor for FDI purposes.
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3.4.3.3 Not relevant in FDI
137 The following are not relevant in FDI:

(i) An enterprise inwhich an investor owns less than 10% of its voting power is regarded as not
influenced by the investor and is therefore out of the scope of the FDIR. However, it should be
stressed that a particular investor in a chain of ownership within the FDIR megcthdhold
l ess than 10% (but more than 0%) of an ente
included in the FDIR as a subsidiary or an associate of the investor if the relevant criteria
described earlier in sufection 3.4.3 are fulfilled e.@s in the description of associates in the
preceding section.

(if) 1t should be also noted that an enterprise which is an associate of an enterprise associated to an
investor is not influenced by this investor in the context of FDI, i.e. it is not regarded as a
associate of the investor within the FDIR.

3.4.3.4 Fellow enterprises in FDI

138 The coverage of subsidiaries and associates within BI® along what might be termed

fiverticab FDI ownership chains is generallglatively straightforward. However, an enterprise in one
economy may be related through the FDIR to another enterprise in the same economy, or in a different
economy, without either being a direct investor in the other, but through both being direntyrectly

influenced by the same enterprise in the ownership hierarchy. This ‘common parent’ must be a direct
investor in at least one of enterprises in question. Such enterprises can be considered to be related through
a Ohori zont al &DIRI notknaolviag FBIi etjuftyiohl10% dr moreand are called fellow
enterprises. It should be noted, however, that for FDI statistics, only-lmoodsr transactions and
positions between FBrelated enterprises should be recorded. Where there is ing ypatwer acquired in

a fellow enterprise, or where |l ess than 10% of tF
made by one fellow enterprise in one economy in its fellow in another economy is included in FDI
statistics but needs to béstinguished in compiling the data to facilitate the preparation of FDI data on

both the asset/liability and directional presentational bases referred to in Section 2.4. Therefore, for a
particular compiler, fellow enterprises may be considered as thsseme and nomesident enterprises

related within the FDIR other than those which have a direct invdBtmt investment enterprise
relationship ieunder the A10% or mored voting power crite
fellow enterpises will be direct investment enterprises in their own right but, clearly, some will not. For
example, if a resident direct investor, A, has a direct investment enterprise abroad, B, as well as a resident
subsidiary, C, then C, by definition, is not aedi investment enterprise of A, but B and C are fellow
enterprises within the FDIR covering A, B and C.

139 Therefore, the direct investment relationship extends in both directions along an ownership chain
from an eterprise to cover all of its subsidiaries and associates and all of the investors within the FDIR for
which the enterprise is a subsidiary or an associ
below and in Figure 3.4 (See also Anngx 4

140 It should be noted that identifying the extent of a direct investment relationship from an investor,
B, which is an associate of another investor, A, may identify enterprises in a direct investment rgdationshi
with enterprise B that are not in a direct investment relationship with enterprise A. Determining the
existence of one or more direct investment relationships under the FDIR depends largely on whether a
common parent exists for enterprises in differemhership chains.



141 It must be stressed that direct investment is only recorded when there is a financial transaction or
position between entities in different economies that are in a direct investment relati@nscliging

fellow enterprises). However, it should also be noted that the residence of units is not a feature of the
definition of subsidiaries and associates for FDI purposes. The FDIR may include within the relationship
enterprises that are residentlie same economy.

142 Figure 3.4 also highlights that equity positions within one economy may be important in
determining the extent of a direct investment relationship. Despite being residesident positionghe

equity positions between enterprises B and E and between enterprises C and F are part of the equity
determining the relationship between enterprises A and E and between enterprises A and F.

Figure 3.4. Joint Ownership

Economy 1 A
30%
80%
0,
Economy 2 E 30% B
8%
80%)
8%
Economy 3 c F

143 Box 3.4 below summarises the principles and norms that determine the extent of a direct
investment relationship.
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Box 3.4. Direct Investment Relationships

Basic types of enterprises
A subsidiaryis an enterpriseniwhich the investor has control of more than 50% of the voting power;

An associatds an enterprise in which the investor has control of at least 10% of the voting power
more than 50%;

9 Fellow enterprisesare enterprises which do not have enoughafoy) voting power in each other
constitute FDI influence but have a common parent.

Principles for extending the relationship through indirect ownership:

9 A series of subsidiaries can continue as long as control exists at each stage in the ownenshigpatain
such as that in Figure 1 can continue indefinitely.

1 Any subsidiary can extend the FDI relationship to an associate by owning from 10% to 50% of the
power of that enterprise.

I An associate can extend the FDI relationship to another assadiahe higher level investor only K
owning more than 50% of the voting power of that enterprise. Such a chain of associates can be
as long as majority ownership of voting power exists at each stage.

Basis for extending the relationship thrdugint ownership:

9  Where the investor and its subsidiaries combined own more than 50% of the voting power of an er|
this enterprise is a subsidiary of the investor.

9  Where the investor and its subsidiaries combined own at least 10% of the votigiggi@am enterprise bl
no more than 50%, this enterprise is an associate of the investor.

f Where an investordés associate and the associ
power of an enterprise, the enterprise is an associate iofvetor.

144 Recognising practical difficulties compilers may encounter in fully applying the FDIR, two
alternative met hods may be applied: t he Apart.
influence/ind r ect control 06 met hod. Should compilers ch
due to practical difficulties in implementing the FDIR, they should include this information in their
metadata. However, such countries should endeavour to mwaeds applying the FDIR over time.

145 Annex 4 provides more information and further examples concerning the determination of the
extent of the direct investment relationship under the FDIR along with the twoatikermethods. It also
describes the practical implementation of the FDIR for measuring investment income credits and debits,
and for classifying financial account transactions and international investment positions.

3.4.4. The Debtor/Creditor principle

146. In compiling and presenting FDI statistics, account must be taken that information on the funding
received or provided or on the associated FDI income flows may be collected by different means and from
different ©urces. The geographical allocation of the amounts involved, firstly determining whether they
are between residents and mesidents and then, for the latter, determining the specific economy
involved, depends on the allocation method used. BaiechmarkDefinition strongly recommends the use

of the debtor/creditorprinciple. A debtoris a person or an entity which has a financial obligation to
another person or entity. Converselyraditoris a person or entity which has a financial claim on another
person or entity. Therefore, a debtor has a financial liability to a creditor and a creditor has a financial
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claim (an asset) on a debtoFor FDI statistical purposes, under the debtor/creditor principle, the FDI
assets (both transactions and positionsthef compiling economy are allocated to the economies of
residence of the neresident debtors; its FDI liabilities are allocated to the economies of residence of the
nonresident creditors allocated on the basis of the debtor/creditor principle. Theesfoegence to this
principle 7 although in some cases it may be difficult to implemeéntesults in a complete and
conceptually consistent set of flows and stocks data at a country or regional level. Use of other allocation
approaches (such as the econarhyhe transactor) can lead to incorrect results between transactions and
positions at bilateral (country or regional) level.

3.4.5. The Asset/Liability principle and the Directional principle

147. This Benchmark Denition recommends that FDI data be presented in two ways: on a
straightforward asset/liability basis (i.e. under #sset/liability principle) and reflecting the direction of
direct investment influence within the context of the FDIR (i.e. undeditteetional principle). The two
principles are described as follows:

U Asset/Liability principle.Under this approach, a compiling economy reports for resident
institutional units classified under the FDIR as direct investors, direct investment enterprises
or as fellow enterprises, all FDI financial claims on and obligations ter@sidents using the
normal balance sheet data showing gross assets and liabilities for positions, and net
transactions for each category. The data presented on this basis, whilédledomp
distinguishing the nature of the relationship between the FDIR counterparts, do not
incorporate any offsetting of reverse direct investment transactions or positions in equity or
debt between a direct investment enterprise and its direct investorlaryimthe
asset/liability presentation does not incorporate any offsetting of any transactions or positions
between fellow enterprises (sdieectional principle)

U Directional principle. Presentation of the FDI data on a directional basis is designed
provide users with information reflecting the direction of influence underlying the direct
investment. This requires a compiling economy to determine whether the investment was
inward (labelled asnward foreign direct investmeénte. that the influere giving rise to it
originated abroad, and that it resulted in the establishment by-@esident direct investor of
a direct investment enterprise resident in that economy, or that ibutasird (labelled as
outward foreign direct investme@rite. thatthe influence giving rise to it originated within the
compiling economy, and that it resulted in the establishment by a resident direct investor of a
direct investment enterprise abroad. This was also the recommendation in the previous
edition of theBendimark Definition In the latest edition, the application of the directional
principle has been extended to cover transactions and positions between fellow enterprises
covered by the FDIR. In this context, the determination by a compiling economy of the
direction of the investment (inward or outward) transactions and positions between a resident
fellow enterprise and a neesident fellow enterprise is made by reference to the broad
residency of the ultimate controlling parent (i.e. whether it is residembreresident) of the
fellow enterprises. If the ultimate controlling parent is a resident of the compiling economy,
then the transactions and positions between the two fellow enterprises are categorised as
outward foreign direct investment the ultimae controlling parent is not a resident of the
compiling economy, then the transactions and positions between the two fellow enterprises
are categorised asward foreign direct investmenifVhere reverse investment exists or where
investment occurs betwedallow enterprises, this treatment is very likely to result in the
overall inward direct investment position for an economy being lower in magnitude than the
overall direct investment liability position presented on an asset/liability basis. The equivalen
outcome to that for overall inward direct investment will also result for the overall outward
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direct investment position data compared to the overall direct investment assets. Depending
on the particular investment circumstances which may exist in @emnefe period, similar, or
indeed opposite, effects may arise when comparing the two presentations for FDI transactions
data.



CHAPTER 4
FDI COMPONENTS, ACCOUNTS AND SCOPE

4.1 Summary
148 This chapter describes the geoments, accounts and scope of foreign direct investment (FDI).

149 Chapters 2 and 3 both emphasized how it is only voting power, usually derived from owning
voting equity, which is used to determine whether a direastment relationship exists. However, once

the relationship exists, measures of the direct investment between enterprises resident in different
economies covered in the Framewdok Direct Investment Relationship (FDIR) include all immediate
equity amd debt positions and transactions between the related parties.

150 The first part of this chapter discusses the components of FDI which cover the types of financial
instruments involved in direct investment transat/positions. This is followed by a discussion of the
accounts which represent the three measures concerning FDI, i.e. foreign direct investment positions, FDI
financial transactions and FDI income. Each of these three measures inEtalksl accountthat serve

as building blocks for FDI. These building blocks can be arranged in different presentations that will be
explained in this chapter. A fourth account ref
between the financial transacticarsd the positions.

151 The third part of this chapter discusses the scope of FDI in terms of the presentation of
aggregated versus detailed FDI statistics and the differences concerning their coverage, incldsions an
exclusions.

4.2 FDI components

152 The main financial instrument components of FDI@geaityanddebt instrumentésee Box4.1).
Equity includescommon and preferred sharéexclusive of nofparticipating prefence shares which
should be included under debtgserves capital contributions anceinvestment of earning®\ll cross
border positions and transactions in equity betweenreRated enterprises (see Chapter 3) are included in
FDI. Dividends distributel branch earninggeinvested earningand undistributed branch earningare
components of FDI income on equity.

153 Debt instruments include marketable securities such as bonds, debentures, commercial paper,
promis®ry notes, nosparticipating preference shares and other tradablesqoity securities as well as

loans, deposits, trade credit and other accounts payable/ receivable. Albamas positions and
transactions related to these instruments, betweenpéraesr covered by an FDI relationship other than
between related financial intermediaries are included in FDI. The interest returns on the above instruments
are included in FDI income on debt.

154 Positions and trsactions in financial derivatives between entities in a direct investment
relationship should be excluded from direct investment.
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155 Direct investment assets and liabilities for both equity and debt can be fridksified by the
nature of the relationship between the resident andregident FDI counterpart to the FDI position or
transaction.

U Direct investment assetsn be ascribed to the following three categories:
() investment by a resident direct investoitnnonresident direct investment enterprises

(i) reverse investment by a resident direct investment enterprise in iteesidant direct
investor(s)

(i) investment by a resident fellow enterprise in-nesident fellow enterprises

U Direct investment liabilitiesan be ascribed to the following three categories:

(i) investment of nomesident direct investor in resident direct investment enterprises

(i) reverse investment of neesident direct investment enterprises in resident direct investors
(i) investment of nomesidenfellow enterprises in resident fellow enterprises

156. These three categories of assets and liabilities lead to the classes-atassed itemised in the
account presentations that follow. These categories afal dise analysis. In the first category, the
financing flows in the same direction as the influence or control, from the direct investor to the direct
investment enterprise. This is in line with the core principle for direct investment that a direstbrinve
acquires influence or control through the provision of financing.

157. In the second categomeverse investmenfinancing flows in the opposite direction as the
influence or control. This category sees theers# of the standard FDI financing flows as the direct
investor uses its influence to have its direct investment enterprises provide equity or debt financing for its
own operations (see Section 4.3 for further details) Such investments, definedeaseinvestmentsare

limited to cases where the acquisition of voting power by a direct investment enterprise in its direct
investor does not meet the 10% criterion for establishing a separate direct investment relationship in its
own right.

158 The last category shows financing involving fellow enterprises that have no direct investment
influence upon one another (i.e. the 10% voting power criterion is not met as there is not sufficient equity
ownership in each othelput have a common parent.

159 Reinvested earnings and reinvestment of earnings are separately identified components of equity
in the FDI income accounaind in theFDI transactions accountespectively. These flowga identified

only between the direct investment enterprise and its immediate direct investors (although the value of
these flows should reflect income earned from directly and indirectly owned direct investment enterprise
through the current operating f@mmance concept, see Annex 6). In cases where the equity asset holder
has less than 10% voting powee\erse investmentnd investments in fellow enterprises), reinvested
earnings and reinvestment of earnings are not recorded.

160 In summary direct investment equity and debt are (a) financing provided by a direct investor to a
directly or indirectly owned direct investment enterprise or (b) financing received from a directly or
indirectly owned direct investment tenprise by a direct investor or (c) financing provided by or to fellow
enterprises.
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Box 4.1. Financial instruments related to foreign direct investment

Equity: comprises: (i) equity in branches; (ii) all shares in subsidiaries and associates (@eparticipating,
preferred shares that are treated as debt securities and included under direct investment, debt instrun
(i) other contributions of an equity nature. Ownership of equity is usually evidenced by shares,
participations depositary receipts or similar documents. Shares and stocks have the same meani
depositary receipts are securities that represent ownership of securities by a depositary. This categor
proprietor sdé +ogpbratieng, &s el gs shares amdi ety in corporations. It also incly
preferred stocks or shares that provide for participation in the residual value on dissolution of an inco
enterprise. Reinvestment of earnings comprises the claim of direct investprsgantion to equity held) o
the retained earnings of direct investment enterprises. Reinvestment of earnings represents financia
transactions that contribute to the equity position of a direct investor in a direct investment enterprise.

Deposit: Typical forms of deposits include savings deposits, term deposits, transferable atrdnsterable
deposits in local or foreign currencies. (see the SNA guidelines for a more specific definition of depos

Debt securitiesinclude nonparticipatirg preferred shares, bonds, debentures, commercial paper, promissor
and other non equity securities.

Loans: Loans are financial assets that are created when a creditor lends funds directly to a debtor th
instrument that is not intended te braded. This category includes all loans and advances (except ac
receivable/payable which are treated as a separate category of financial assets). It also covers the tr
financial leases and repurchase agreements.

Trade credit (receivablesand payables)hetween FDI related enterprises. It represents ¢bort credit in the
ordinary course of business by suppliers/buyers of goods and services. These credits are registere
time the goods or services are provided until payment &wved (or vice versa).

Other accounts receivable/payabiacludes advances and deferred payments in respect of exchange-d
produced assets.

Note Financial derivatives are not included in direct investment

161 Within reverse investmentlirect investment enterprises may raise loans which thdgnahto
their direct investor, or may make loans to their direct investor from their own resourceliedaeverse
investment. Such loans should be treated &sdinvestment debt and be included in the direct investment
statistics. Similarly, loans involving fellow enterprises should be included ulediéin direct investment
statistics.

162 It is important to stress thall debt transactions and positions directly between two financial
intermediaries within a direct investment relationship should be excluded from direct investment statistics
(see Section 4.4.3 Banks and other financial intermediaries).

163 Direct investors may make loans to or borrow funds from their indirectly owned direct
investment enterprises. (An indirect ownership interest exists when a direct investment enterprise that is
directly owned, in turn, has an etyuholding in another neresident direct investment enterprise, thereby
making the first direct investment enterprise a direct investor in the second direct investment enterprise. In
this example, the direct investor at the top of the ownership chais holéhdirect ownership interest in

the enterprise at the bottom of the ownership chain.) Transactions and positions between all these directly
and indirectly owned enterprises should be included in direct investment if they mesguhiements of

the DIR (see $ction 3.4.3).
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164 Under the FDIR, if the indirect ownership in direct investment enterprises is not included in
direct investment relationships, some transactions/positions between the direct invest®riratickctly

owned direct investment enterprises may be excluded from the direct investment statistics as well as the
corresponding earnings. Economies which do not require their companies to produceviderld
consolidated company accounts may haveidiies in obtaining information on all indirectly owned
subsidiaries and associates in order to produce direct investment statistics according to FDIR.

165 A direct investment enterprise or a fellow enterprise miap have loans or balances due to or
from fellow enterprises abroad. None of these related enterprises needs to hold a 10% or more voting
power in the other as long as they have directly or indirectly a common parent.

166. As a result, financial transactions and positions between an enterprise and its fellow enterprise,
both included in the FDIR, are part of FDI, even though there may be no equity participation between
them. For example, B, a direct investment enisepof A, may raise funds which, under instructions from

A, it lends to C, another direct investment enterprise of A. Such transactions/positions should be
considered direct investment between the economy of B and the economy of C, even though there is no
equity participation between B and Gimilarly, if a resident direct investor, A, has a direct investment
enterprise abroad, B, as well as a resident subsidiary, C, then C is, by definition, not a direct investment
enterprise of A, but B and C are felleanterprises within the FDIR covering A, B, and C. Therefore,
transactions between B and C should be recorded as direct investment.

4.3 FDI accounts

167. The main accounts for presenting FDI statistics D¢ positions, FDI transactionsand FDI
income These accounts are described below along with a description of other changes that may impact on
the value of FDI positions and transactions.

168 Building on the three categorieg assets and liabilities and the descriptions of the previous
section, six classes of direct investmassetsaand six classes of direct investméabilities can be defined

that will serve as the building blocks for the presentations of FDI descritibtisection. These building
blocks are consistent with the information requirements of earlier editions &etiehmark Definition

The classes of assets and liabilities in or to fellow enterprises are further subdivided into-thasseb
accordirg to the residence of the ultimate controlling parent (UCP), i.e. the direct investor at the top of the
control chain.

U Direct investment assets(FDI Assets = A1+A2+A3+A4+A5+A6)

Al: Equity assets of direct investors in direct investment enterprises
A2: Delt instrument assets of direct investors in direct investment enterprises
A3: Equity assets of direct investment enterprises in their direct investors (reverse investment)

A4: Debt instrument assets of direct investment enterprises in their direct isvésteerse
investment)

A5: Equity assets in fellow enterprises abroad

A5.1: If ultimate controlling parent is resident
A5.2: If ultimate controlling parent is nenesident

A6: Debt instrument assets in fellow enterprises abroad

AB6.1: If ultimate controllng parent is resident
A6.2: If ultimate controlling parent is non resident

583



U Direct investment liabilities (FDI Liabilities = L1+L2+L3+L4+L5+L6)

L1: Equity liabilities of direct investment enterprises to direct investors
L2: Debt instrument liabilities afirect investment enterprises to direct investors
L3: Equity liabilities of direct investor to their direct investment enterprises (reverse investment)

L4: Debt instrument liabilities of direct investor to their direct investment enterprises (reverse
investment)

L5: Equity liabilities to fellow enterprises abroad

L5.1: If ultimate controlling parent is non resident
L5.2: If ultimate controlling parent is resident

L6: Debt instrument liabilities to fellow enterprises abroad

L6.1: If ultimate controlling peent is non resident
L6.2: If ultimate controlling parent is resident

169 These building blocks are based on balance sheet entries of direct investors, direct investment
enterprises and fellow enterprises.

170 Each of these classes can be also classified by the industrial activity and residence of the
counterparties. Discussion of these dimensions will be covered in Chapter 7.

171 These building blocks can be arranged in different presentations suitable for a variety of
analytical requirements. Macroeconomic accounts, balance of payments and the national accounts present
financial data primarily on an asset and liability basis. Thus, d&& on this basis are useful when
analysing direct investment in relation to other masronomic variables of the external sector of the
economy. In addition, most FDI data are compiled as part of the balance of payments programs in each
country, bridghg macreeconomic accounts and other presentations of FDI statistics.

172 The Benchmark Definitioralso calls, as prescribed in its earlier editions, for the presentation of
FDI statistics according to the directidr@inciple which requires the rearrangement of some of these
building blocks. Data presented on the directional principle are better suited for some types of émalysis
particular it is the preferred presentation for industry and country data dedatideth thisBenchmark
Definition. Under the directional principle, when the direct investment enterprise holds less than 10% of
the voting power in its direct investor, any reverse investment (either equity or debt) from the direct
investment enterprig® its direct investor is to be deducted from the outward or inward FDI as opposed to
the asset/liability equivalent.

173 Similarly, recording of transactions and positions between fellow enterprises under the
directional principle (categories A5, A6 and L5, L6) is to be made as appropriate by transposing where
necessary their asset/liability equivalents to provide the directional information. This generally results in
overall outward and inward FDI statistics tgilower in magnitude than those presented on an
asset/liability basis (but cases can arise whereofip@siteoccurs). In order to apply the directional
principle as presented in the exhibits below, the recording of direct investment between fellpwseste

(i.e. where they are covered by the FDIR) is to be determined according to the categorisation of the
ultimate controlling parent of the f aglelsdwleeantbe roff
compiling economy. In other words, tiie ultimate controlling parent is not a resident of either of the
economies of the fellow enterprises, all transactions and positions between these fellow enterprises are
classified as inward FDI in both countries. If the ultimate controlling pareesidant in the economy of

one of the fellow enterprises, all transactions and positions between that fellow enterprise and a non
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resident fellow enterprise are classified as outward FDI for the economy of the resident enterprise and as
inward for the ecormay of the norresident fellow enterprise. Once the direction of the transaction/position

is determined, in either case, the geographical allocation should be made on the basis of the location of the
immediate counterparts.

4.3.1  FDI positions

174 For FDI positions, investment is disaggregated into equity and debt instruments; the
accumulation of reinvestment of earnings (or the closing balance of retained earnings in proportion to the
equity held) is not recorded smptely in positions data as it is included in the overall calculation of
fequityod whmanketvatue.or ded at

175 Exhibits 4.1 and 4.2 below are included to illustrate how these building blocks are used to
constuct the various measures of FDI that are required. These illustrations may be different to the
standard and supplemental presentations for reporting FDI statisticsasbidbscribed in Annex 2

176 To illustrate he asset/liability approach, the six classes presented above are to be grouped as
follows:

Exhibit 4.1. FDI Positions According to the Asset/Liability Principle

Assets Liabilities

Of direct investors in direct investment Of direct investment enterprises to direct
enterprises investors
Al Equity L1 Equity
A2 Debt instruments L2 Debt instruments
Of direct investment enterprises in direct Of direct investor to direct investment
investors (reverse investment) enterprises (revers@avestment)

A3 Equity L3 Equity

A4 Debt instruments L4 Debt instruments

In fellow enterprises To fellow enterprises
A5 Equity L5 Equity
A5.1If ultimate controlling parent is resident | L5.1 If ultimate controlling parens$ non resident
A5.2 If ultimate controlling parent is non reside| L5.2 If ultimate controlling parent is resident
A6 Debt instruments L6 Debt instruments
A6.1 If ultimate controlling parent is resident | L6.1 If ultimate controlling parent is naasident
A6.2 If ultimate controlling parent is non reside| L6.2 If ultimate controlling parent is resident

177. As mentioned already in thiBenchmark Definitiontwo terms are used in presenting FDI
statisticsaccording to the directional principl®utward FDIandInward FDI. Outward FDI includes the

net assets of resident enterprises exerting control or influence eresidant enterprises (net assets of
resident direct investors and net assets in fellowpmses abroad when the UCP is resident). Inward FDI
includes the net liabilities of resident enterprises controlled or influenced byesidlent enterprises (net
liabilities of resident direct investment enterprises to direct investors and net lighdifilow enterprises
abroad when the UCP is noesident). The components of outward and inward FDI are schematically
shown as follows:



Exhibit 4.2. FDI Positions According to the Directional Principle

Outward Foreign Direct Investment Inward Foreign Direct Investment

Outward equity position: Inward equity position:

Al Equity assets of DI in DIE L1 Equity liabilities of DIE to DI

-L3  Equity liabilities of DI to DIE* (reversg -A3 Equity assets of DIE in DI* (revers
investment) investmen)

A5.1 Equity assets in felloy L5.1  Equity liabilities to fellow enterprise
enterprises abroa@f ultimate controlling parent ig abroad (if ultimate controlling parent is nen
resident) resident)

-L5.2 Equity liabiities to fellow enterprise{ -A5.2 Equity assets in fellov

abroad*(if ultimate controlling parent is resident)| enterprises abroadif ultimate controlling parent
is nonresident)

Outward debt instruments position: Inward debt instruments positions:

A2 Debt instruments assets of DI in DIE L2 Debt instruments liabilities of DIE to DI
-L4 Debt instruments liabilities of DI to DIE| -A4 Debt instruments assets of DIE in D
(reverse investment) (reverse investent)

A6.1 Debt instruments assets in fellow enterpri| L6.1 Debt instruments liabilities to felloy
abroad(if ultimate controlling parent is resident) | enterprises abroaif ultimate controlling parent
is nonresident)
-L6.2 Debt instruments liabiies to fellow| -A6.2 Debt instruments assets in fellg
enterprises abroadif ultimate controlling paren{ enterprises abroadif ultimate controlling parent
is resident) is nonresident)

* entered as a deduction in outward or inward FDI

178 FDI asset positions under the asset/ liability principle are greater than FDI outward positions
calculated according to the directional principle. In the same manner, FDI liability positions under the
asset/liability pinciple are greater than the FDI inward positions calculated according to the directional
principle. The difference between the two presentations is equal to the sum of the assets of residents in
nonresidents when the residents are controlled or influkbgenonresidents (either directly in the case of
reverse investments or ultimately for positiavigh fellow enterprises) and of the liabilities of residents to
nonresidents when the residents are exerting control or influence eresidents (eithericectly in the

case of reverse investments or ultimately for positions with fellow enterprises). Comparing the two
presentations as follows:

179 The difference between the asset position and the outward FDI pésidqnal to:
(A1+A2+A3+A4+A5+A6)T (A1-L3+A5.1-L5.2+A2-L4+A6.1-L6.2)
which simplifies to
A3+A4+AL.2+A6.2+L.3+L4+L5.2+L6.2.
U The difference between the liability position and the inward FDI position is equal to:

(L1+L2+L3+L4+L5+L6) T (L1i A3+L5.1-A5.2+L2i Ad+L6.1-A6.2)
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which simplifies to
A3+A4+A5.2+A6.2+L3+L4+L5.2+L6.2.

180 The net position (outward FDéssinward FDI and assetgssliabilities) is the same for both
presentations; i.e., the difference between FDI assmad FDI liabilities is equal to the difference between
outward FDI and inward FDI.

4.3.1.1 Equity position

181 Equity positions cover al/l components of shar
share held). They, therefore, include equity, contributed surplus, reinvestment of earnings, revaluations, as
well as any reserve accounts (Exhibit 4.1, items Al and L1). Reinvestment of earnings is not recorded for
either reverse investment (items A3, L3)for investment between fellow enterprises (items A5 and L5)

where neither party holds #®or more of the voting power in the other. The reason for not imputing
reinvested earnings/reinvestment of earnings in these cases is that, as these parties e@anletlkai®

of voting power in the other, none of them can exert influence over the earnings distribution policy of the
enterprise. Reinvested earnings/reinvestment of earnings apply only between a direct investment enterprise
and its immediate direchvestor.

182 As noted earlier, equity positions may arise from reverse investment, which occurs when a direct
investment enterprise acquires an equity or debt claim on its direct investor without holding 10% or more
of the voting power. In addition, as stated above, items A3, A5 and L3, L5 consist solely of equity capital,
i.e., reinvestment of earnings is excluded when the level of the equity investment is less than 10% of the
voting securities of the direct investd his exclusion would apply only if equity investment is recorded at
book value. Since thBenchmark Definitiomecommends market value as the valuation of FDI positions,

in principle this differentiation does not apply. In instances where a directrimyatsenterprise, holding

less than 10% of the voting power in its direct investor, increases that voting power to 10% or more, the
direct investment enterprise becomes, in its own right, a direct investor and a separate direct investment
relationship is stablished with its direct investor. Similarly, when a fellow enterprise, holding less than
10% of the voting power in a neesident fellow enterprise, increases that voting power to 10% or more,
the acquiring enterprise becomes a direct investor in dreigh affiliate. How these transactions and
changes are to be recorded is discussetdubelow (see&ktion 4.3.4.5).

183 It should therefore be emphasised that where a resident direct investment enterpriss acqui

10% or more voting power interest in its direct investor or in a fellow enterprise resident in a different
economy, it is not treated as reverse (equity) investment in the first case but rather as a direct investment
asset (item Al) in both cases,the threshold of 1% of voting power has been reached to create a direct
investor. Similarly, where a FDI enterprise hold$4l6r more of the voting power of the resident direct
investor or in other fellow enterprises resident in different economiegtdsin the investment should be
recorded as direct investment liabilities (item L1), as, by reachitigdf@he voting power in the resident
enterprise, the naeresident enterprise itself becomes a direct investor.

4.3.1.2 Debt instruments positions

184 Inter-company accounts should be separately recorded for assets and liabilities. Debt positions
include payables and receivables between enterprises in a direct investment relationship arising from loans,
deposits debt securities, suppl i er s éparicipatiry dpeeferencer e d i t
(preferred) share€. However, debt positions between FDI related financial intermediaries (such as

27. Positions in derivative financial instruments are excluded, as they are not considered to be part of direct
investment.
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commercial banks, savings institutions, credit unions, nhdtuals or finance companies) are excluded
from direct investment (though this exclusion does not apply if one of the parties is a holding company).
The reason for this is that they are takeneig o rep
quite different from that of other direct investment enterprises. Consequently, it is felt that the inclusion of
debt instruments between such related financial intermediaries would produce misleading results.
185 For assets, positions should be recorded separately for the various debt instruments that:

U the resident direct investor holds in its direct investment enterprises

U the resident direct investment enterprises holds on its direct investor(s)

U the residentdllow enterprises hold in other fellow enterprises abroad
186. For liabilities, positions should be separately recorded for the various debt instruments that:

U the resident direct investment enterprises issues toéts thvestor(s)

U the resident direct investor issues to its direct investment enterprise(s)

U the resident fellow enterprises issue to other fellow enterprises abroad
4.3.1.3 Changes in direct investment positions
187. Direct investment positions may change either due to transactions or due to other changes.
Transactions arise when parties of two different economies buy, sell, borrow, or lend to one another, and
when a resident in one economy provides (or receivesgiding of value to (from) a resident in another
economy by agreement. Other changes in direct investment positions resulting from changes in foreign
currency exchange rates, debt being written off and other types of holding gains or losses are examples of

items that should be recorded as appropriate in t
description of this category.
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4314 Reconciliati on of presentations according
principles: A nurarical example

188 The numerical example in the figure below illustrates the differences in FDI presentations
moving from the asset liability/principle to the directional principle:

In this example each of the enterpses A through E is in a different economy:

100% equity = $100 100% equity = $300
- A P »
= A
8% equity = $8
Loan = $75 \ 4
v Loan = $25
< B < A
E /
A
Trade credit = $2( 100% equity = $200
Loan = $50
A 4 A 4
C >
o A 4
D N 0 .
100% equity = $100




Taking B as the reporting economy:

Asset liability principle:Net FDI liability position: $72

Assets $303 | Liabilities $375
Of direct investors in direct investme Of direct investment enterprises to dire
enerprises investor
Al Equity L1 Equity

Equity in C $200 Equity from A $300
A2 Debt instruments L2 Debtinstruments

Trade Credit in C $20
Of direct investment enterprises in dirg Of direct investor to direct investme
investori Reverse investment enterpriseé Reverse investment
A3 Equity L3 Equity

Equity in A

$8
A4 Debt instruments L4 Debt instruments
Loan from C 5
Loan from D $50
N

In fellow enterprises To fellow enterprises
A5 Equity L5 Equity
A6 Debt instruments L6 Debt instruments

A6.2 Loan to E

575
Directional prinh\-:rpleﬂét inward FDI position: $72
Outward Foreign Direct Investment 145 | Inward Foreign Direct Investment 217
Outward equity position: Inward equity position:
Al Equity assets of DI in DIE 200 | L1 Equity liabilities of DIE to DI
308,

-L3 Equity liabilities of DI to DIE -A3 Equity assets of DIE in DI (1-8)
A5.1 Equity assets in fello L5.1 Equity liabilities to fellow enterprise§f
enterprisegif ultimate controlling parent is resident) ultimate controlling parent is norresident)
-L5.2 Equity liabilities to fellow enterprisesif -A5.2 Equity assets in fellow
ultimate controling parent is resident) enterprises(if ultimate controlling parent is

non-resident)

Outward debt instruments position: Inward debt instruments positions:
A2 Debt instrumentsssets of DI in DIE 20 | L2 Debt instruments liabilities of DIE to DI
-L4 Debt instruments liabilities of DI to DIE -25 | -A4 Debt instruments assets of DIE in DI
-50
A6.1 Debt instruments assets in fellow enterpriges L6.1 Debt instruments liabilities to fellov
ultimate controlling parert is resident) enterprises(if ultimate controlling parent is/\
non-resident)
-L6.2 Debt instruments liabilities to felloy -A6.2 Debt instruments ssets in fellow| -75
enterprisegif ultimate controlling parent is resident) enterpris€(if ultimate controlling parent is n
resident) —
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U The same component entries appear in both accounts but the entries shown as negative
amounts in the directional table correspond to the relevant positive entries opptheite
side of the asset/liability table.

U Gross values of assets and liabilities are presented

0 In both presentations net FDI is the same($72)

Under the directional principle:

U The reverse investment asset position with A effectively reduces the thgatggneadline
inward FDI position of B (it is netted out)

U There is a negative inward FDI debt liability position into Eilisg from the recading of
| oans with fellow enterprises ( aresident).ghisul t i m:
also reluces the aggregate headline inward FDI position of B.

U The outward FDI position is effectively reduced as a result of the recording of the reverse
investment loans from C and D (as in the preceding edition @eéhehmark Definition

Under the asset/ lialty principle:
U There is an asset position with A that contributes to the gross total.
U There is a liability position with C that also contributes to the gross total.

U The notion of inward and outward FDI is replaced by the notion of FDI asset and FDI
liability.

4.3.2  FDI financial transactions
189 Direct investment transactions are all transactions between direct investors, direct investment
enterprises, and/or other fellow enterprises. In the case of transaciofsufty Asset and Liability
classes Al and L1 are further subdivided into setbcomponents
Al: Equity assets of direct investors in direct investment enterprises
Al.1 Equity transactions
Al.2 Reinvestment of earnings
L1: Equity liabilities of directimvestment enterprises to direct investor
L1.1 Equity transactions

L1.2 Reinvestment of earnings

190 It is recommended that separate figures be collected and published for transactions in equity
capital, reinvestmerdf earnings and debt for both direct investment assets and direct investment liabilities.
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For transactions, the asset/liability principle is schematically shown as follows:

Exhibit 4.3. Foreign Direct Investment Transactions According to the Asset/Liability Principle

Transactions in Assets

Transactions in Liabilities

Of direct investors in direct investment
enterprises

Of direct investment enterprises to direct
investors

Al Equity

L1 Equity

Al.1 Equity transactions

L1.1 Equity transactions

Al.2 Reinvestment of earnings

L1.2 Reinvestment of earnings

A2 Debt instruments

L2 Debt instruments

Of direct investment enterprises in direct
investors Reverse investment:

Of direct investors to direct investment
enterprised Reverse investment

A3 Equity

L3 Equity

A4 Debt instruments

L4 Debt instruments

In fellow enterprises

To fellow enterprises

A5 Equity

L5 Equity

A5.1 If ultimate controllng parent is resident

L5.1 If ultimate controlling parent is nen
resident

A5.2 If ultimate controlling parent is nen
resident

L5.2 If ultimate controlling parent is resident

A6 Debt instruments

L6 Debtinstruments

A6.1 If ultimate controlling @rent is resident

L6.1 If ultimate controlling parent is nen
resident

A6.2 If ultimate controlling parent is nen
resident

L6.2 If ultimate controlling parent is resident
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192 To illustrate the directional pringie for transactions, the FDI elements are schematically shown
as follows:

Exhibit 4.4. Foreign Direct Investment Transactions According to the Directional Principle

Outward Foreign Direct Investment Inward Foreign Direct Investment
Outward equity trasactions Inward equity transactions
Al Equity assets of DI in DIE L1 Equity liabilities of DIE to DI

Al.1 Equity transactions L1.2 Equity transactions

Al.2 Reinvestment of earnings L1.2 Reinvestment of earnings
-L3 Equity liabilities of Dlto DIE(reverse -A3 Equity assets of DIE in DI (reverse
investment)* investment)*
A5.1 Equity assets in fellow enterprises abroaq L5.1 Equity liabilities to fellow enterprises
(if ultimate controlling parent is resident) abroad(if ultimate contolling parent is non

resident)

-L5.2 Equity liabilities to fellow enterprises -A5.2 Equity assets in fellow enterprises abroa
abroad*(if ultimate controlling parent is (if ultimate controlling parent is neresident)
resident)
Outward debt instrumestransactions Inward debt instruments transactions
A2 Debt instruments assets of DI in DIE L2 Debt instruments liabilities of DIE to DI
-L4 Debt instruments liabilities of DI to DIE -A4 Debt instruments assets of DIE ih D
(reverse investment)* (reverse investment)*
A6.1 Debt instruments assets in fellow L6.1 Debt instruments liabilities to fellow
enterprises abrogif ultimate controlling parent | enterprises abroadif ultimate controlling
is resident) parent is norresident)
-L6.2 Debt instruments liabilities to fellow -A6.2 Debt instruments assets in fellow
enterprises abroadif ultimate controlling enterprises abroadif ultimate controlling
parent is resident) parent is norresident)

* entered as a deduction in outdaor inward FDI

193 As explained in the section on foreign direct investment positions, the presentation of outward
foreign direct investment transactions is different to that for foreign direct investment Sasdtsly, the
presentation for inward foreign direct investment transactions is different to that for foreign direct
investment liabilities. These differences essentially involve transposing reverse transactions and
transactions between fellow enterpsise the two presentations (see Section 4.3.1)

4.3.2.1 Equity and reinvestment of earnings

194 Transactions by a direct investor in the equity of its direct investment enterprises include both
reinvestment of eanngs and other equity transactions [Exhibits 4.3 and 4.4, items Al (Al.1, A1.2) and L1
(L1.1, L1.2)]. Transactions by a direct investment enterprise in the equity of its direct investor (reverse
investment; items A3 and L3) or in the equity of a fellownpany (items A5 and L5) do not include
reinvestment of earnings.



4.3.2.2 Equity transactions

195 Equity i ncreases result from a direct i nves
enterprise, through

(a) its initial acquisition of equity that represents &@0r-more voting power interest in
an existing enterprise,

(b) its acquisition of an additional voting share ownership interest in an existing
enterprise which takes the accumulated holding to at least #tevatng power
threshold, and

(c) from its equity contributions to an existing direct investment enterprise.
196 Equity decreases result from
(a) the liquidation of a direct investment enterprise,
(b) the partial or total sale @ ownership interest in a direct investment enterprise, and
(c) the return of capital contributions.

(d) liquidating dividends, which are considered to be a withdrawal of equity rather than a
distribution of income.

197. For a given category of equity transactions (items Al, A3, A5 and L1, L3, L5), decreases in
assets are deducted from increases in assets to derive the net transactions in assets within a given period,
and similarly for liabilities. Equity transactions exde changes in equity that result from the reinvestment

of earnings, which constitute a separate-cutmponent of the accounts.

198 Equity transactions may arise either from transactions between a direct invesits dinect
investment enterprise (such as contributed surplus or liquidations), or from transactions between a direct
investor and a third party [such as purchases (sales) of stock in a direct investment enterprise by a direct
investor from (to) an unaffated third party]. Note that these thipdrty transactions may need to be
based on the records of the direct investor rather than on the records of the direct investment enterprise,
because the data on these transactions may not be available froetdids rof the direct investment
enterprise.

4.3.2.3 Reinvestment of earnings

199 Reinvestment of earnings of direct investment enterprises (items Al1.2 and L1.2) reflects earnings
accruing to direct investors (that, iproportionate to the ownership of equity) during the reference period

less earnings declared for distribution in that period. Earnings are included in direct investment income
because they are deemed to accrue to the direct investor, whether the&yneested in the direct
investment enterprise or remitted to the direct investor. However, reinvested earnings are not actually
transferred to the direct investor but rather 1inc
enterprise. Tarefore, an entry that is equal to that made in the direct investment income account but that
flows in the opposite direction is made in the direct investment financial transactions account. In the direct
investment income account, this form of incomeief erred t o as fAreinvested ¢
direct investment transactions account, Aireinvest
differentiate between the income and financial transactions (see the discussion of ceesesigs in the

direct investment income account for more details, section 4.3.3: Direct investment income)
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4.3.2.4 Debt instrument transactions

200 For each category of debt instrument, decreases in assdedaited from increases in assets to
derive the net transactions in assets within a given period, and similarly for liabilities. Transactions in debt
instruments between enterprises in a direct investment relationship should be recorded separataty as show
in Exhibits 4.3 and 4.4 (items A2, A4, A6, L2, L4, L6). However, just as debt positions between FDI
related financial intermediaries (such as commercial banks, savings institutions, credit unions, mutual
funds or finance companies) are excluded fromctliresestment, so are the related transactions.

U For debt instrument assetscluded are transactions that increase or decrease:

the resident direct investorbds debt i nst
(A2)
(ii) the resident direct investmenttee r pr i seds debt instrument
(A4)
(iot her resident direct i nvest ment enterp

enterprises abroad (A6), distinguishing whether the ultimate controlling parent is
resident (A6.1) or nonesident (A62)

U For debt instrumeniabilities, included are transactions that increase or decrease:

(i) the financial obligations of a resident direct investment enterprise to direct investors
(L2)

(i) the financial obligations of a resident direct investor to direct tnvexst enterprises
(L4)

(iii) the financial obligations of other resident direct investment enterprises to fellow
enterprises abroad (L6) distinguishing whether the ultimate controlling parent-is non
resident (L6.1) or resident (L6.2)

201 When a direct investor lends funds to its direct investment enterprise, the level of the direct
investorb6s assets claim (receivables) on the ent e

enterprise repays the principalowed i ts direct investor, the | evel
the enterprise is reduced. Similarly, when a direct investor borrows funds from its FDI enterprise, the level

of the direct investor 6s | reasds and whemn thesdireCt ineegta epagss ) t
the principal, the | evel of the direct investor 6s
enterprises.

202 I ncreases in the residedtdtsi o eiivatbhesr &3 iodne
direct investor or fellow enterprises abroad give rise to outflows on-dntapany debt accounts.
Reductions in the residentdés receivabl eigndirecto m, o |

investor or fellow enterprises abroad give rise to inflows.

203 The net change in int@ompany debt includes changes in the value of financial (or capital)
leases between direct investors and their rélatgerprises abroad. Financial leases are treated as loans. A
financial lease is a contract under which a lessee contracts to pay rentals for the use of a good for most or
all of its expected economic life. The rentals enable the lessor over the petiwdaaintract to recover

most or all of the costs of goods and the carrying charges. While there is not a legal change of ownership
of the good, under a financial lease the risks and rewards of ownershile daefo transferred from the
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legal owner of te good, the lessor, to the user of the good, the lessee. For this reason, under statistical
convention and standard accounting rules, the total value of the good is imputed to have changed
ownership. So, the debt liability at the inception of the leaskefimed as the value of the good and is
financed by a loan of the same value, a liability of the lessee. The loan is repaid through a series of
payments (which comprise a blend of the accrued interest since the last payment and principal payment
elementsind any residual payment at the end of the contract (or alternatively, by the return of the good to
the lessor).

204 Direct investors may make loans to or borrow funds from their indirectly owned direct
investmententerprises. (An indirect ownership interest exists when a direct investment enterprise that is
directly owned, in turn, owns an enterprise that also qualifies as a direct investment enterprise of its own
direct investor. In this example, the direct istag at the top of the ownership chain holds an indirect
ownership interest in the enterprise at the bottom of the ownership chain.Beflcbmark Definition
recommends that such transactions be included in direct investment and allocated to the toletry o
indirectly owned direct investment enterprises (see Chapter 3 for a description of the FDIR).

205 Enterprises which are fellow enterprises may make loans to or borrow funds from other fellow
enterprises. ThBenchmark Definitiomecommends that such transactions be included in direct investment
and allocated to the economies of the counterpart fellow enterprises. Loans made by enterprises included in
the FDIR in economy A to fellow enterprises in economy B khba included in direct investment assets

for compiling economy A and as direct investment liabilities for compiling economy B.

4.3.3 Direct Investment Income

206. Direct investment income is part of the return oa direct investment position; that is, it is the

return on equity and debt investment. Direct investment income consists of earnings on equity investment
(for exampl e, a resident direct i nvestor 6sit shar e
enterprises) plus income on debt between direct investors and direct investment enterprises and between
fellow enterprises. Direct investment income payables are calculated in a similar way. Direct investment
income is recorded as it accrues. Howevas, debt instruments involving Fbglated financial
intermediaries are excluded from direct investment, so is the debt income between them. (Ssxti@hso

4.4.3)

207. Direct investment earnings measure earnifigm current operations. Therefore, this amount
should be calculated before recognition of holding gains and losses and extraordinary items. Operational
earnings of the direct investment enterprise should be reported after deducting provisions faatiepreci

and for corporate taxes charged on these earnings by the government in the host economy. Depreciation
should, in principle, be measured at current replacement cost, particularly if market values are available for
stock figures. If data on depreciabassets and on depreciation are available only on a book value or
historical cost basis, those values should be adjusted wherever possible to a current replacement cost basis.
Compilers should base the estimates of direct investment earnings, aretbfdiestment positions, on a

current market value basis. If market values are unavailable, FDI data at book value should be adjusted to
estimates of market value.
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208 The earnings of direct investment enterprisesspor t ed using the ACurrent
Conceptdo (COPC) should exclude:

(i) any gains or losses arising from valuation changes, such as inventorpfig;terite-downs,
or write-ups;

(i)  gains or losses on plant and equipment from the closure tarpalt of a business;

(i)  writing-off of intangible assets, including goodwill, due to unusual evénts;

(iv)  writing-off of research and development expenditures capitalised in a prior period,;
(v)  provisions for losses on lortgrm contracts;

(vi) exchange rate gairend losses incurred by the direct investment enterprise both from its
trading activities and from its holdings of foreign currency assets and liabilities

(vii)  unrealised gains or losses from the revaluation of fixed assets, investments and liabilities

(viii)  realisa@ gains or losses made by the enterprise from the disposal of assets or liabilities

209 The exclusion of realised and unrealised holding gains and losses is applicable to all direct
investment enterprises, inclugj those such as banks and securities dealers for whom the making of such
gains is an important or even the main part of their business. This promotes consistency with the
calculation and treatment of earnings in the national economic accounts, as pmpatzt toSNA
guidelines.

210 Some countries apply thall-inclusive concepto measure the earnings where income is
estimated after allowing for all items (including capital gains and losses). This methoddsammended

by theBenchmark DefinitionHowever, because many countries base their earnings dataiocusive

basis, they are encouraged to provide supplemental data on holding gains and losses and other
extraordinary items.

211 Direct investment income should be separately shown for assets and for liabilities. Income on
direct investment assets should be recorded as positive amounts under income receivables, and income on
direct investment liabilities should lvecorded as positive amounts under income payables. When, during

a reference period, a direct investment enterprise pays a dividend that is larger than the earnings from
current operations during that period (or where it incurs an operational loss)y@egatvested earnings

will result. The latter should be recorded as a negative credit for income on direct investment assets and as
negative debit for income odirect investment liabilities. All income credits on reinvested earnings
(whether negative ropositive) should have an equal and opposite entry irFBietransactions account
(under Afout ward FDI, reinvest ment of earningso) .
(whether negative or positive) should have an equal and oppositeretitig/FDI transactions account
under dinward FDI , reinvest ment of earningso.

28. The standard amortization of intangible assets is, however, etlsian expense under the COPC.
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For direct investment income under the asset/liability principle, elements are schematically
shown as follows:

Exhibit 4.5. Foreign Direct Investment Income According to the Asset/ Liability Principle

Receivables

Payables

Of direct investors from direct investment enterprig

Of direct investment enterprises to direct investors

Al Earnings on equity

L1 Earnings on equjt

Al.1 Distributed earnings

L1.1 Distributed earnings

Al.2 Reinvested earnings

L1.2 Reinvested earnings

A2 Interest (on debt instruments)

L2 Interest (on debt instruments)

Of direct inveshent enterprises from direct investor:
Reverse investment

Of direct investors to direct investment enterprses
Reverse investment

A3 Distributed earnings

L3 Distributed earnings

A4 Interest (on debt instruments)

L4 Interest (on debt instruemts)

From fellow enterprises abroad

To fellow enterprises abroad

A5 Distributed earnings

L5 Distributed earnings

A5.1 If the ultimate controlling parent is resident

L5.1 If the ultimate controlling parent is naesident

Ab5.2 If the ulimate controlling parent is nemesident

L5.2 If the ultimate controlling parent is resident

A6 Interest (on debt instruments)

L6 Interest (on debt instruments)

A6.1 If the ultimate controlling parent is resident

L6.1 If the ultimate controllig parent is nomesident

A6.2 If the ultimate controlling parent is naesident

L6.2 If the ultimate controlling parent is resident
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To illustrate the directional principle for direct investment incomanefdgs are schematically
shown as follows:

Exhibit 4.6. Foreign Direct Investment Income According to the Directional Principle

Income on Outward Foreign Direct Investment

Income on Inward Foreign Direct Investment

Income on outward equity

Incomeon inward equity

Al Earnings on equity

L.1 Earnings on equity

Al.1 Distributed earnings

L1.1 Distributed earnings

Al.2 Reinvested earnings

L1.2 Reinvested earnings

-L3 Distributed earnings of DI to DIE (reverse
invegment)*

-A3 Distributed earnings of DIE from DI
(reverse investment)*

A5.1 Distributed earnings from fellow
enterprises abroadf (lltimate controlling parent
is resident

-L5.2 Distributed earnings to fellow enterprise
abroad* {f ultimate parenis resident

L5.1 Distributed earnings to fellow enterprises
abroad if ultimate controlling parent is nen
resideny

-A5.2 Distributed earnings from fellow
enterprises abroadif ultimate parent is non
resideny

Interest on outward debt instruments

Interest on inward debt instruments

A2 Interest receivable from DIE

L2 Interest payable to Dls

-L4 Interest payable by DI to DIE (reverse
investment)*

-A4 Interest receivable by DIE from DI (revers
investment)*

A6.1 Interest receivabl&om fellow
enterprises (on debt instrumenti§ultimate
controlling parent is resident)

-L6.2 Interest payable to fellow enterprises (0
debt instruments)*

(if ultimate controlling parent is resident)

L6.1 Interest payable to fellow enterprises(on
debt instruments)
(if ultimate controlling parent is neresident)

-A6.2 Interest receivable from fellow enterprisg
(on debt instruments)if ultimate controlling
parent is norresident)

* entered as a deduction in outward or inward FDI
4.3.3.1 Direct Investment Income on equity

214 Once a direct investment relationship exists, direct investment earnings are based on the direct
i nvestorb6s percentage share (based fdhe giverhdrect eqgul
investment enterprise.

215 Direct investment income on equity (Exhibits 4.5 and 4.6, items Al andi Ld) direct
investment earnings is the return of the direct investor on the equity compoaéttie direct investment
position. For investment by a direct investor in its direct investment enterprise [Exhibits 4.5 and 4.6, items
(A1. 1, Al. 2) and (L1.1, L1.2)] it consists of i
investment by a dact investment enterprise in its direct investor (A3 and L3) or investment between
fellow enterprises (items A5 and L5), income on equity consists only of distributed earnings as reinvested
earnings are not included. The reason for this is that the direxstment enterprise does not holdd6r

more of the voting power in its direct investor. Consequently, the enterprise is not considered able to
influence the savings and distribution policies of the direct investor or fellow enterprise. If, however, t
direct investment enterprise does hold4l0r more of the voting power in its direct investor, it then
becomes a direct investor in its direct investor, and reinvested earnings are attributed to it.



216 Earnings gclude currency exchange gains and losses and other holding gains and losses, whether
or not such gains and losses are included in net income for financial accounting, tax, or other purposes.
However, these earnings include the impact of changes inrfiocaigency exchange rates on the operating
revenues and expenses of direct investment enterprises, because these are not due to holding gains and
losses. This treatment is intended to make income and earnings correspond to the current operating
performancef the relevant enterprises in the ownership chain, in accordance with international guidelines.

217. Direct investment earnings are measured before deduction (or gross) of withholding taxes on
distributed earningsral interest. Withholding taxes are viewed as being levied on the recipient of the
distributed earnings or interest to which the taxes are applied, and thus as being paid across borders even
though, as an administrative convenience, the tax payments @r@lyaecnade by the firm whose
disbursement gave rise to them. Thus, foreign withholding taxes on distributed earnings and on interest
received by a resident direct investor are recorded as if they were paid by the direct investor, not by the
directinvesme nt enter pri se. Similarly, the resident ec
on interest payments by resident direct investors or resident direct investment enterprises are recorded as if
they were paid by the nenesident, not by the rigent.

218 When a direct investment ownership chain exists, direct investment earnings should reflect
income from direct and indirect enterprises. All earnings from an ownership chain are geographically
allocated tahe enterprises directly owned. However, these earnings should include the claims of directly
owned enterprises6é on the earnings of enterprises:c
i mmedi ate direct i nves tamplediSA (esiantin GolritrypA) awins 1Bbfar e s .

B (resident in B), which, in turn, owns 1% f C (resident in C), B6s FDI
earnings from its current operations, including its investment income, which, by definition emallidf

Cds reinvested wWaomwmiendgdoy(aBs @ iwill10be deemed to
earnings as reinvested earnings). As a consequence, the reinvested earnings receivable by A from its

ownership of all the shares in Bwillinclu@® s r ei nvested earnings. There
the information on Cbs reinvested earnings direc
correctly, but it is recommended that the compiler of direct investment data in Country Asuskéisat

B understands that it should report Cb6s reinvest

instances, where the direct investors do not hold460the equity in an immediate direct investment
enterprise, their reinvested earmgsnreceivable should be in accordance with the proportion of the shares
they own (see annex 6 on reinvested earnings for another example of calculation of reinvested earnings
along a chain of related enterprises). The compiler will often find that themiafion required in order to
determine a direct investordéds share of the rein
enterprises becomes more difficult to determine once its share of indirect ownership falls S#lokw 50

that instance, it isecommended that it be impressed upon respondents to direct investment surveys of the
importance thathis information be collected.

4.3.3.2 Distributed earnings

219 Distributed earnings (items Al.1, A3, A5 and L1L3B, L5) consist of dividends and distributed

branch profits. Dividends include those to shareholders, both common and participating preferred stock,
whether voting or nowoting, according to the contractual relationship between the enterprise and these
various types of shareholders, before deduction for withholding taxes. Dividends exclude liquidating
dividends and bonus shares (which are dividends in the form of additional shares of stock). Liquidating
dividends are excluded because they are a refuequity rather than a remittance of earnings (liquidating
dividends are included instead as transactions in the direct investment equity). Distributed earnings can be
paid out of current or past earnings and may result in negative reinvested eartiiregdigtribution of

dividends exceeds total earnings in a particular reference period. Bonus shares are excluded because they
are a capitalisation of retained earniriga substitution of one type of equity (capital stock) for another
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(retained earnings)n an accounting sense, they reduce the amount of retained earnings available for
di stribution but | eave total ownersd equity uncha

4.3.3.3 Reinvested earnings

220 Reinvested earnings of direct investmentegmiises (items Al.2 and L1.2) reflect earnings on
equity accruing to direct investors less distributed earnings, proportionate to the percentage ownership of

the equity owned by the direct investor (g»s., 0AsS
reinvested earnings are included in direct investment income because the earnings of the direct investment
enterprise are deemed to be the income of the dir

of equity in the direct investmemiterprise), whether they are reinvested in the enterprise or remitted to
the direct investor. However, because reinvested earnings are not actually distributed to the direct investor

but rather increase the di raaentrythatnsvequsaltodhatinadeinthe e st r
direct investment income account but of opposite sign is entered in the direct investment transactions
account . In the direct investment income account

4.3.3.4 Direct Investment income on debt

221 Direct investment interest payables (on liabilities) and interest receivables (on assets) are
separately recorded. Thus, interest receivables comprise interest acoruexjdents (direct investors,

direct investment enterprises and fellow enterprises) on their debt receivables, and interest payables
comprise interest accruing to nossidents (direct investment enterprises, direct investors and fellow
enterprises) odebt payables.

222 No direct investment interest receivables or payables are recorded when both parties are related
financial intermediaries (such as commercial banks, savings institutions, credit unions, onudgabrf
finance companies).

223 Interest includes the interest component of transactions under financial leases between enterprises
in a direct investment relationship, assuming the outstanding capitalized valudh déases is included in
the debt component of the direct investment position at discounted value.

224, The interest component of direct investment income reflects accruals of interest on debt in the
current period i(e. interest accrued), whether or not pdithterest receivable and payable should be
compiled separately. Interest receivable by direct investors from their direct investment enterprises,
receipts from direct investment enterprises from their dire@tsitors and receipts from fellow enterprises

are included. Payables are calculated in an analogous manner.

225 Interest accruals on marketable securities should be calculated under the debtor basis, not the
creditorbasis. Under the debtor basis, interest accruals on fixed interest rate securities reflect the amount
of interest that the debtor is contractually obligated to pay, and changes in market interest rates since the
debt was issued are not taken into accoyfhit contrast, under the creditor basis, interest accruals on fixed
interest rate securities reflect market interest rates in the current period, not the interest rates in effect at the
time(s) that the debt securities were originally issued.)

20. Accrual accounting records flows at the time economic value is created, transformed, exchanged,
transferred or extinguished. This means that flows which imply a change of economic ownership are
entered when ownership p&s and services are recorded when provided. In other words, the effects of
economic events are recorded in the period in which they occur, irrespective of whether cash was received
or paid or was due to be received or pal®93 SNAparagraph 3.94 amdFSM 2001paragraph 3.25)
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226 Interest on debt accrues continually over the life of the debt and adds to the principal. Thus,
actual payments of the debt (as opposed to accruals) are investment transactions and not income.
Therefore, they should bec@rded inthe FDI transactionsaccount

2217. At inception, future cash flows are determined in the relevant currency. Interest expressed in
foreign currency is to be converted into the domestic currency units aidimomt market exchange rate
for the periods in which the interest accrues.

4.3.4  Other changes

228 As described in Section 4.3.1.3 a direct investment position can change due to transactions and to
other changesyhere other changes consist of valuation changes and volume changes. Valuation changes
can further be considered to consist of exchange rate changes and other price changes. Exchange rate
changes generally reflect the impact on the position of expostne instrument to a currency other than

that in which the accounts are compiled. Other price changes reflect all other changes in the market value
of the instrument as expressed in the compilation currency.

229 The other changes account is an important component of direct investment statistics as it allows
transactions to be reconciled with positions. As such, it provides a method of validating and testing the
consistency of transactions and positions. Whilemothanges can be measured residually, it is through
direct measurement of this account (and its components) that the improvements to quality of transactions
and positions are made possible. The standard and supplemental reporting to the OECD (seg Annex 2
does not involve the reporting of the other changes account.

4.3.4.1 Valuation changes

230 Chapter 5 describes methods for identifying the market value of a position or a transaction.
Valuation changes reflechanges in the market value of a position.

4.3.4.2 Exchange rate changes

231 'Exchange rate changes' reflect the impact that changes in exchange rates have on instruments
that are denominated in a currency other th@at in which the accounts are compiled. Equity is
considered to be denominated in the currency of the economy in which the enterprise is resident. As a
result, all equity liabilities of an economy are considered to be denominated in the local canc:ifajhe

accounts are compiled in the local currency, the exchange rate changes for equity liabilities will be zero.
Debt securities are denominated in the currency in which they are to be redeemed except in the case where
the principal is indexed to ather currency. When the principal of a debt security is linked to another
currency, the debt security is treated as though it were denominated in that currency. In all other cases,
reference should be made to the contractual arrangements of the ddbh pgosdetermine in which
currency it is denominated.

232 Exchange rate changes may be referred to by enterprises as realised or unrealised exchange rate
or foreign exchange gains or losses. These impacts shoiube included in the earnings of an enterprise
when calculating income flows.

233 It should be noted that operating revenues and expenses denominated in units of a foreign
currency will also translate into differeamounts, expressed in the compilation currency, solely as a result

of exchange rate changes. However, these impacts should be included in direct investment earnings in the
current period, because they result from actuaja@ng operations in the currieperiod rather than from

holding gains.
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234 Transactions are converted to the compilation currency at the rate prevailing when they took
place, and positions are converted at the rate prevailing on the referencd datmidpoint between the

buying and selling rates should be used at the time of transaction (for transactions) and at the close of
business on the reference date for positions. The impacts of changes in the exchange rate on this
conversion are recoed as exchange rate changes.

235 If the accounts are compiled in the local currency, and the local currency appreciates against the
currency of denomination of a financial instrument, exchange rate changes wit eeflecrease in the

value of the instrument in the local currency. This is the case whether the instrument is an asset or a
liability.

4.3.4.3 Other price changes

236. A0t her price ¢ han g eesmarketvalfielokaa instramerit asexXprassegl eshe t o
compilation currency that are not exchange rate changes or attributable to transactions. For the asset
holder, these changes may be referred to as holding gains or losses. Other price changes cbfieieh

in the market value of an instrument in the currency in which it is denominated. This market price change
is then converted to the currency of compilation and may also give rise to exchange rate changes if the
exchange rate changes over the gedoring which the market price change occurred (see section 4.3.4.4)

237. Other price changes may be recorded under any of the recommended methods for valuing
unquoted equity in terms of current period prices. &ara mp | e, if positions are
Asset Val ue, including goodwi || and identified i
direct investment equity position may be recorded in this account.

238 Anot her example of a change that wil!/l be rec
investor sells its direct investment enterprise for more (or less) than the value recorded in the direct
investment position. The amount received fromdhle of the enterprise is recorded as a financial inflow

in the direct investment accounts compiled by the country of the direct investor; the difference between the
financial inflow/outflow and the value of the direct investment enterprise in the positist be attributed

as an fiother price changed so as to remove from
sold.

239 A direct investment enterprise may have assets or liabilities expressedrierecg other than its

local currency. Changes in exchange rates will have an impact on the value of the direct investment
enterprise's assets and/or liabilities. These changes are likely to impact on the market valuation of the
direct investment enterige itself. The change in the asset value of the direct investment enterprise to its
direct investor is recorded as an 6éother price ch

240. Similarly, external factors can influence the market value of a detitign. If the credit rating
of the issuer of a debt instrument is changed, then this may have an impact of the value of the debt
instrument.

241 If equity listed on resident markets is generally increasing ineydhis will be reflected in an
increase in the value of equity liabilities; while if equity listed on-resident markets is generally
increasing in value, this will be reflected in an increase in the value of equity assets.

242 Where debt positions between related enterprises are in the form of debt securities, the market
value of these positions will be affected by changes in interest rates. If resident interest rates are generally
increasing, this will be refleed in a decrease in the value of debt securities issued in the local economy;
while if nonresident interest rates are generally increasing, this will be reflected in a decrease in the value
of debt securities issued abroad. To determine the impacts# tthanges on the values of positions, it is
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necessary to understand whether debt security assets/liabilities between related enterprises are issued
locally or abroad.

4.3.4.4 Recording valuation changes

243 It is not unusual for positions to change due to both exchange rate changes and other price
changes. It is analytically useful to separate the causes of the changes in valuation.

244, For instruments denominated in a cungmther than that in which the accounts are compiled,

the opening position (or position at creation) is converted to the compilation currency at the exchange rate
prevailing at the time, and similarly for the closing position (or position when extingish&he
difference between these two values consists of both exchange rate changes and other price changes.

245, The other price changes should be calculated in the currency of denomination. This is converted
to thecompilation currency using a mjgbint exchange rate. The mpint exchange rate is calculated as

the midpoint between the exchange rate at the start of the period (or at the time when the position was
created if it was created during the period) amel éxchange rate at the end of the period (or at the time
when the position was extinguished if that occurred during the period).

246, The exchange rate changes can then be calculated as the difference betweahwthleidaton
change and the other price change.

2417. Under the International Financial Reporting Standards (IFRS), enterprises may keep their books
in a currency other than the local currency or the currency in whéhccounts are compiled. The IFRS

refer to this currency as the currency of account. When these enterprises report information to the
compiling authority, it will need to be converted to the domestic currency (or the compilation currency).
Exchange re changes are calculated as the impact of changes in the exchange rate between the currency
in which an instrument is denominated and the currency in which the accounts are compiled; other
valuation changes identified during the conversion process sheuletorded as price changes, regardless

of movements in the exchange rates used in the conversion.

4.3.4.5 Volume changes
248 The volume of financial assets and liabilities for an economy can change due to either

transactions or other changes in volume. The causes of other changes in volume include debt cancellation
and writeoffs, liquidations, uncompensated seizure, and reclassifications.

74



Debt cancellation and wrieffs

249, Changes in claims resulting from debt cancellation or vafite are treated as volume changes

and are not treated as financial transactions. Specifically, a creditor may recognise that a financial claim
can no longer be collected from the debtor arad/ memove the claim from its balance sheet. Debt
cancellations and writeffs are unilaterally determined by the creditor as well as by courts, arbitrators and
related ouf-court settlements; unilateral cancellation of a financial claim by a debtar rgfmidiation)

is not recognised.

250, Debt forgiveness and debt assumption are both treated as financial transactions. Debt forgiveness
usually involves the intention by the creditor to convey a benefit to therddbédt assumption (including
oneoff guarantees) usually involves a third party with which there may be transactions.

251 Partial writeoffs (write-downs) of debt assets by creditors are not considered to change th
volume of financial claims of the creditor on the debtor. Partial wifeare treated as a revaluation of

the claim and are classified as other price changes. If a bankruptcy process results in all debt being written
off, then the loss is recorded a volume change; if the bankruptcy process results in even a token return to
the creditor, then the debt is reduced as a valuation change with a transaction to extinguish the debt. The
nature of the underlying loss is similar and the distinction mayp@gtractical or analytically useful. As a

result, a simplifying convention may be to treat these cases in the same way as falifsurite

Liguidations and failed exploration activities

252 When a direct investmeenterprise is liquidated, the equity investment in the enterprise is often
written off by the direct investor and removed from its balance sheet. This situation is treated as a volume
change as the equity claim is considered to have disappeared. &theetieis analogous to the wribéf

of debt. If there is a partial return to the direct investor, then this should be treated as a valuation change
with a transaction to extinguish the claim. As with debt woifs, it may not be practical or analytilsa

useful to make this distinction, and these cases may be treated in the same way as where there is no return.

253 Mineral exploration activities present a special case of equity -affte The purchase of a
mineral exploration licence is a sufficient criterion to recognise a notional unit within the economy where
the mineral exploration is to take place. As activity takes place and equipment is purchased or provided to
the exploration operations, a branch is sidared to be established. The provision of equipment is
recorded as transactions reflecting the injection of equity in the branch. Valuation changes may also occur
dependent on the expectations of a find. If the exploration fails to identify a walolgrce discovery and

the operator o6éwal ks awayd from the activities,
volume change. This is a borderline casehere there are assets that are sold, the appropriate treatment is
to revalue the investent to the value received for the assets and then extinguish the investment through a
transaction reflecting the sale of the assets and withdrawal of equity.

Uncompensated seizure

254 Direct investment enterprisesagnalso be subject to seizure by national governments on occasion
(for example where a government decides to nationalise certain industries within its jurisdiction without
compensation). This extinguishes the equity claim that the direct investor Hazes émterprise in the
economy, with the claim being reduced to zero through a volume change.

Reclassification

255 A reclassification entry is necessary when a financial instrument changes its characteristics
without there having been a crelsrder transaction.
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256 For direct investment, a common issue is how to treat an existing equity position when a further
purchase is made to take the total position to one that represdeaistat0% of the voting power in an
organisation. The original equity position is reclassified to direct investment through a volume change to
include it in the direct investment equity position. Similarly, any-gxisting debt positions are
reclassifi@ to direct investment debt positions through a volume change. When voting power is reduced,
equity and debt positions are removed from direct investment through volume changes. It should be
recognised that there does not need to be any transactiodifgy power to cross the 10% thresholfbr

example, a position can increase in proportion due to share buybacks; while positions can decrease due to
the issue of additional shares.

257. The migration of persons catso result in reclassifications of direct investment. When a person
changes residence, this is considered to be a reclassification of his/her residegcgirect investment

assets which they hold which are resident in the economy to which the passamoved are reclassified

out of the direct investment position as a volume change (as the position is between two residents of the
same economy). Assets with which the person is in a direct investment relationship in their former place
of residence areeclassified into the direct investment position as a volume change.

258 On occasion, land can change from being part of one economy to being considered part of
another economy, whether through mutual agreement wexation, or be considered to be a new
economy. This may create or extinguish direct investment positions that residents of either economy had
with residents of the area of land that changed jurisdiction. The creation and extinction of the direct
investent positions is treated as a volume change.

259 A similar situation arises with the change of membership in country groups. For example, the
European Union has increased its membership on a number of occasigmsanTtesult in the positions
between the country group and the new member being extinguished (for statistics for the country group as
a whole), positions between the country group and other countries being created. Conceptually, these
should be treateds volume changes. An alternative approach is to treat the country group as if it had
always consisted of its current membership and to revise historical series associated with the country

group.
4.4 Scope of FDI
441 Standard content of FDI statistics

260, The scope of direct investment covered in B&nchmark Definitiorwas reviewed to take into
account the economic and financial developments over the past decad® whisb may directly or
indirectly impa¢ the measurement of the FDI activity. As described in section 2.4.2, there are two
standard (core) presentations of direct investment statistics, both of which represent breaks from historical
series:

U Aggregate FDI statistics for assets and liabilitiggrnstrument (equity, debt);

U Detailed FDI statistics under the directional principle by (ipgyephical allocation; and
(i) industry classification (each category broken down by instrument (equity, debt)

261 Invesors apply a large variety of financing structures as markets evolve and as they put in place
new instruments. The growing complexity of the measurement of the direct investment activity was
accelerated with the expansion of globalisation and its effe&ts.a consequence, users indicated that

30. The Benchmark Definition, 8edition was published in 1996.
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international standards should be revisited to respond to the need for more and more sophisticated statistics
for analytical research and for policy making. Against this background, the traditional datasetséhad to b
expanded and tailored for new data requirements.

4.4.1.1 Aggregate FDI statistics (asset/liability principle)

262 The analytical presentation of FDI statistics showing-remident assets and liabilities of direc
investors and direct investment enterprises is a hew feature Béttelhmark Definition It complies fully

with the overall presentation of maeeconomic statistics. Conceptually, these data are in line with the
balance of payments statistics and ititernational investment positiiras well as the national accounts
presentation of the institutional sectors of the economy. Direct investment measured in terms of assets and
liabilities constitute the basis for compiling FDI statistics from which offiesentations can be derived
provided that additional relevant pieces of information are included in national data collection systems.

263 Aggregate FDI statistics include all types of enterprises (operational blivestment entities as

well as Special Purpose Entities (SPESs) following the relationship identified by the FDIR (see also Chapter
3) and all types of transactions/positions (including pass through funds and capital in transit as well).
These statisticare compiled according to first counterparty (i.e. immediate investor or immediate direct
investment enterprise). The identification of counterpart residency information is not required for
aggregate data dissemination but constitutes to a large ex¢efitnidamental basis for data compilation.
Industry classification is not required for these data either. Aggregate FDI statistics on this same asset and
liability basis should also be provided separately for resident SPEs.

4.4.1.2 Detailed FDI statistis (directional principle)

264 As from its first edition, theBenchmark Definitiorrecommends that countries compile and
disseminate detailed FDI statistics broken down by (i) geographical allocation; and (ii)ryindust
classification. Such statistics provide a further refinement to an aggregate statistical framework which is
traditionally used for balance of payments and international investment position presentations. It allows
FDI analyses by source and destinatmountry/industry which cannot be achieved by aggregate data.
Current standards for detailed FDI statistics have refined further the directional principle as compared to
the previous version of thBenchmark Definition The revised directional principleflects the guiding
principle of FDI which is influence (or control) of the direct investor over the direct investment enterprise
(see Section 4.3 FDI accounts).

265. Recourse to complex financing structures by mattonal enterprises (MNE) in their cress

border investments is more and more frequent. Funds transmitting through intermediate entities of different
types are common practice. Such investment patterns distort the analysis of the source and destination o
FDI and may lead to undesirable statistical and analytical results when they are recorded strictly according
to the immediate counterparfy. Moreover, they result in the overstatement or multiplication of direct
investment transactions (also referreddse 6i nfl ati oné of FDI data) bot
global levels. Countries hosting the intermediate entities (SPEs or other entities acting on behalf of the
parent), observe artificially high investment statistics. These-tpemsgh nvestments have no real
immediate economic impact such as job creation, productivity gains etc. on the host economy. To

31 The asset/liability approach constitutes a break in series from previous aggregate data compilation of
balance of payments and international investment positiomkabes between the two data sets are
provided in Chapter 4.

32 This approach was recommended in earlier versions @dehehmark Definition
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circumvent such probleni§, the present edition of th&enchmark Definitionrecommends, while
preserving consistency of geographical (siial) breakdowns provided by different countries, that
compilersexclude SPEs resident in their economies when presenting FDI statistics on a directional basis.
However, compilers are at the same time asked to provide in a separate column androe tesisathe
transactions and positions of resident SPEs according to the geographical and industrial classifications.
Chapter 7 provides more information on the geographical and industry classification of FDI data presented
according to the directionalipciple.

266 For the standard presentation of FDI under the directional principle, the exclusion of SPEs was
limited only to resident entities even if it is recognised that it would be more meaningful to exclude non
resident SPEs as well. Due to difficulties compilers currently may encounter in achieving this, this option
of 61 oo ki n gnontresident 8BHs @& recommended only on a supplemental basis and is subject to
further priority research (see&ion 4.4.21).

267. This standard presentation of FDI statistics excluding resident SPEs, considered by users as more
suitable for FDI analysis, constitutes one of the main focuses @d¢nhishmark Definition Relative to the
previous edition of th8enchmark Definitiolit represents a substantial improvement of the analysis of FDI
figures broken down by country and industry. Obviously, in view of the complexity of the global network

of FDI relationships and the many aspectsttsome issues still need to be further investigated and will
remain on the agenda for future research.

268 Extensive research has shown that a variety of (overlapping) definitions of SPEs exist. As there
is no sngle universal definition of SPEs, it is left to individual countries to identify such entities according
to their own definitions or descriptions. Countries that have not yet adopted a definition of SPE (which is
the case in a large majority of coun&liemay be assisted by the criteria listed in Chapter 6.

269 The directional principle, in addition, involves the deducting of some building blocks of the FDI
accounts as presented in Section 4J8der this preseation any reverse investment (equity or debt) from

the direct investment enterprise in its direct investor is to be deducted from the inward FDI when the direct
investment enterprise holds less than 10% of the voting power in its direct investor. Degalwadtional
principle is also to be applied between fellow enterprises (see section 4.3). The recording of direct
investment between fellow enterprises is to be presented according to the residence of the immediate
counterpart but the direction of thevestment is to be determined according to whether the ultimate
controlling parent is a resident or a A@sident of the compiling economy. In other words, if the ultimate
controlling parent is not a resident of the compiling economy, all transactiorsoaitibns between the
fellows are classified as inward FDI. If the ultimate controlling parent is resident in the compiling
economy, the transactions and positions are classified as outward FDI.

4.4.2  Supplemental FDI series
4.4.2.1 FDI looking throughnonresidentSPEs (directional principle)

270. Compilers are strongly encouraged to provide on a supplemental basis a breakdown of FDI by
country and industry that is obtained by looking through immediateregddentcounterparts that are
SPEs. Due to the fungibility of funds and the use of SPEs as financiatahles for different
destinations/countries an outward flow may split beyond the SPPE may not (always) be possible to

look through nofresident SPEs ian unambiguous way. Compilers are therefore encouraged to intensify

33 It should be noted that MNEs also pass funds through their operating affiliates. However, these structures
canbe very complicated and requires further research (see Annex 13).
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bilateral exchanges of information with compilers of countries hosting $F¥esne bilateral asymmetries

may remain, but these would seem less serious than distortions of geograplakdbwres, in which
countries with many SPEs would, for instance, give the wrong impression of being overly attractive as a
location for direct investment or overly active in investing in developing countries, for instance.

271 Compilers are also encouraged, at least once a year, to provide FDI statistics according to the
criteria of theBenchmark Definition3® editiori® i.e. to include all resident enterprises in compiling these

FDI statistics irrespective of whethéhey are SP&or not. This supplemental presentation under the
criteria of the %' edition is particularly useful for special calculations which may be required by economic
Or currency union statistics.

4.4.2.2 FDI by type: Mergers and acquisitionsif@ctional principle)

272 International standards for compiling FDI statistics described in earlier editionsBéticbmark
Definition have focused mostly on types of financing, types of enterprises, types aictians, etc. For

the first time, a methodology was put together to construct statistical series by types of FDI which is
largely determined by the purpose of direct investment. FDI statistics encompass mainly four types of
operations that qualify as FDI:

() purchase/sale of existing equity in the form of merdeasquisitions (M&A);
(i) greenfield investments ;
(i) extension of capital (additional new investments); and

(iv) financial restructuring.

273 While M&A transactions imply the purchase or sale of existing equity, greenfield investments
refer to altogether new investmenéx (ihiloinvestments) Extension of capital relates to additional new
investments as an expansion of an established busioesgptually and in terms of economic impact, it is
similar to greenfield investments. Financial restructuring refemviestment for debt repayment or loss
reduction.

274, Direct investment will have, all other asgis being equal, a different impact, in particular, on the
Afhost o economy depending on the t y-poederinfestrredts in |t
the form of M&As will not involve significant changes in the performance of economicblesiauch as
production, employment, turnover, etc. unless the acquired enterprise is subject to significant restructuring.
On the other hand, new investments, greenfield investments and extension of capital, are likely to add new
dimensions to the econarrperformance of the host economy and to the earnings of the direct investor.

275. Moreover, to measure the impact of FDI in host and home economies, users need detailed
analytical information: FDI by type brokermown by partner country and by industry (see also Chapter 2

This novel feature of FDI statistics is at the centre of arguments which have led to the revision of the
Benchmark Definitioni.e. to align international standards to economic and financialaggwaents since

the last edition. To avoid any confusion, it should be clear to the reader that the statistics of M&As shown
as an Aof whicho category of FDI are not identic:

34. The allocation of inward amounts to outward destinations may still require some rules of thumb, which
countries are asked to clarify in metata.

35. According to the former "8 edition of the Benchmark Definitionthe basis for data reporting was the
directional principle which was then primarily concerned with reverse investments by direct investment
enterprises in direct investors,



private commercial soues compiled and disseminated outside the context of FDI statistics. It is more
appropriate to calll the former AM&A transactions
coverage of the two data sets differ but they remain complementary.

276. In the current edition of thBenchmark Definitiom primary focus is to compile and disseminate

on a supplemental basis FDI showing M&A type transactions, i.e. purchase/sale of existing FDI equity by
nonresidents.The examination of greenfield investments, extension of capital, and financial restructuring

is deferred to the research agenda as they require further resddech could not be completex fime for

the publication of the present edition. Howevereaéteducting M&A equity transactions from total FDI

equi ty, users would be able to obtain, as a resi
Compilers are also asked in their presentation of FDI for M&As to identify all relevanadttaors (for

both influence and control relationshipequity share 10% 100%) and to distinguish separately those
involving control relationships (i.e. equity share more than 50%)

2717. M&A as a subcategory of FDFefers to crosborder financial transactions which qualify as FDI
according to the criteria described earlier. These data do not relate to FDI positions as it would be
superfluous to distinguish the stock of FDI by type. Breakdowns by type of FDI hahgtical
significance mostly at the time of the initial decision of the investor and for the related transaction but not
in subsequent periods. Compilers are strongly el
whi cho i tem o foutwad tFRllequity tramsactidns. aMore specifically, data relate only to

FDI financial flows in the form of equity bugxcludereinvested earnings and debt instruments @nter
company loans)Box 4.2 describes the recommended components of the datadmpied.

278 Furthermore Annex 9:provides the details on how to record M&A transactions as a part of FDI

equity transactions. This annex also provides a
AM&A ast i sti cso.
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Box 4.2. Componentsof M&A transactions

Foreign Direct Investment

Inflows: Grossinvestments and divestments by residents

Investment in equity Divestment in equity
Of which: Of which:
Acquisition of existing stake in resident Sale of existing stake in resident companies b
conpanies by nomesidents nonresidents
(i) partner country and () partner country and
(ii) industry (ii) industry
Outflows Grossinvestments and divestments by residents
Investment in equity Divestnent in equity
Of which: Of which:
Acquisition of existing stake in naresident Sale of existing stake in nemsident companies
companies by residents by residents
(i) partner country and (i) partner country and
(ii) industry (ii) industry

Memoitens. Total of which M&A under control

(i) partner country and

(ii) industry

Note: The above presentation relates to the conceptual framework by country allocation and by industry classification. For data
dissemination, data may be disseminated at higher level of aggregation if limited by confidentiality.

4.4.2.3 FDI according to Ultimate host/investing country

279 This Benchmark Definitionrecognizes additional user needs for information, to the extent
meaningful definitions allow, on the economic distribution of direct investment capital, as well as on the
countries that ultimately control direct investment enterprises. These needs have grown in recent years, as
ownership structures have become more derxgnd as it has become more common for direct investment
enterprises to be owned through intermediate entities such as holding companies and regional management
centres.

280. While these needs are cleart, the meas of addressing them sometimes are far more complex.
Conceptuadifficulties may arise, for example, when funding provided to an enterprise by a direct investor
is comingled with other funding obtained by the enterprise before being further investethein
enterprises. In additiorpractical difficulties may arise in collecting detailed information on ownership
chains leading to a foreigmwned enterprise in the compiling economy. In the light of these difficulties,
this Benchmark Definitionprovides recommendations only for the allocation of inward investment
positions for the compiling economy to the countries where the investors controlling these positions are
established. Allocation of outward positions, across ultimate host countries (incinteénmediate
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countries in longer investment chains), remains on the research agenda. At this stage, research work has
not progressed enough to reallocate outward investment in an unambiguous way across different entities
down the FDI ownership chaffi.

281 Details of the recommendations for allocating inward direct investment positions to ultimate
investing countries are given in Chapter 7 as well as compilation guidance in Annex 10.

4.4.3 Banks and other financial inermediaries

282 The Benchmark Definitiomecommends that, in the case of banks and other affiliated financial
intermediaries, all intecompany flows and positioris with the exception of those pertaining to equity
investmenti with related financial intermediaries should be excluded from direct investment flows.
Deposits and other amounts lent by a parent bank or other financial intermediary to its direct investment
enterprise located abroad that is also a finarioiekmediary, and deposits and other borrowings taken
from such offices, should also not be classified as direct investment.

4.4.4 Financial leases

283 Wherever an operator (the lessee) acquires an asset undanaédfifor capital) lease (as distinct

from an operating lease), the legal owner of the assets (the lessor) should be regarded as making a loan to
the lessee that the lessee uses to buy the assets. If this arrangement is between a direct investor and its
direct investment enterprise, the loan should be included in direct investment, and be treated according to
the provisions of thiBenchmark Definitionin the same way that a conventional loan would be regarded

and treated. The SNA states that a findre&se arrangement is to be taken as presumptive evidence that

a change of ownership is intended. A change of ownership is imputed because the lessee assumes all
rights, risks, rewards, and responsibilities of ownership in practice and, from an ecpodmiof view,

can be regarded as tlie factoowner. The financial lease essentially is a method of financing the
purchase of the good by the lessee (as opposed to taking out a loan for the purchase). During the life of the
financial lease, the lessorpects to recover most or all of the cost of the goods and carrying charges.

36. Attempts to allocate investments to ultimate ramsintries are hampered by difficulties related to the-inter
changeability of money linking specific sources of funding with specific u$esnd by the fact that direct
investments made by intermediate enterprises in ownership chains may reflect rfondimy provided
by direct investors, but also funding that these enterprises may, in turn, have obtained from other sources,
such as local owners or lenders. Consequently, more work needs to be done to identify if the reallocation
schemes of outward iegtments.
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CHAPTER 5
FDI ACCOUNTING PRINC IPLES AND VALUATION

5.1 Summary

284 This edition of theBenchmark Definitionmaintains the recommendation of the previous edition

that market value is the conceptually ideal basis for valuing direct investment transactions and positions.
The use of market prices is the only basis under whicpaalies can calculate their assets and liabilities
consistently. In addition to outlining some of the main accounting principles, this chapter also provides
guidance on the calculation of FDI at market value. While this might be relatively straightfdoward

equity transactions and positions involving companies where the equity securities are listed on an
organised stock exchange, it is much less so for unlisted (or unquoted) shares. In this latter case market
value may have to be estimated from the gitevided by these unlisted companies. This chapter lists a
number of recommended methods by which this can be achieved, as well as listing those methods that are
not recommended. This chapter also discusses the valuation of debt where it recommendefttiee use
nominal value of the debt as the proxy to market value. Finally the valuation of transactions where transfer
pricing is operating is discussed.

5.2 Accounting principles

285 In principle, FDI transactions @arto be recorded when a change of equity ownership occurs
between a resident and a a@sident when, and while an FDI relationship exists between the two. The
creation, change or extinguishing of foreign direct investment positions results from theaetivas. As

stated in the System of National Accounts (SNA93 Reg3 . 7 ) , fa transaction is
two institutional units by mutual agreement éo |
recorded on an accrual basis (see SNR88 183.163), that is when the event giving rise to them occurs
rather than when they are settled. While every effort is to be made to obtain data on an accrual basis, it may
prove difficult to achieve this in practice. Often the sources of informattermine the time at which the
transactions and positions may be recorded.

286. Market prices are the appropriate principle for valuation of transactions and positions data.
Market prices reflect the command thatites have currently over resources (for assets) and the current
charge on their resources required for the liquidation of their liabilities. The use of market prices also
serves as the only basis under which all parties can calculate their assetsikties l@nsistently, and

thereby helping to reduce asymmetries between the creditor and debtor. Market prices are used for
transactions as they best reflect the mutual exchange of value between two unrelated entities. However, in
some cases for relatedtiies, transaction prices may not reflect market prices. These cases are referred to
as transfer pricing and are discussed in Section 5.3.2.

287. Holdings included in the direct investment position may be denomiifatadoreign currency.
When these positions are translated into the compilation currency of the reporting economy, the closing
mid-point between the buy and sell spot exchange rate relevant at the date to which balances relate should



be used. Similarlytransactions should be converted at the-puoht of the buy and sell spot exchange
rates at the time of the transaction.

53 Valuation

288 The fourth edition of th@enchmark Definitiomaintains the earlier reconemdation that market

value is the conceptually ideal basis for valuing direct investment transactions and positions. The
methodological guidance contained in Benchmark Definitiomeflects the synthesis of three fundamental
goals:

9 first, to usemarketvalue as the preferred conceptual basis for measuring all positions and
transactions;

1 second, to provide practical guidance to enable compilers to implement the recommendations
in ways that are not unduly burdensome or costly;

9 third, to facilitate thecompilation of statistics that are comparable across countries.

Market valuation places all assets at current prices rather than when last purchasedlwedreand

promotes consistency in the value of assets of different vintages. It also promweteacy when
comparing stocks, transactions and other flows of different enterprises, industries, and countries. It is
accepted that sometimes compromises may have to be made between pure concepts and other goals such as
those of practicality and compéibty.

289 Although market value is the recommended basis for valuation it is recognized that, in practice,
values based on the books of direct investment enterprises (or investors) are often used to determine the
values of direct investment positions (stocks) or transactions. This is because enterprise balance sheet
valuesi whether they are regularly-k@alued on a current value basis, reported on a historical cost basis, or
reported on some other bagianay reresent the only source of information on valuation available in
many countries, particularly in regard to unlisted shares. However, the collection of data from enterprises
on a current market value basis is strongly encouraged whenever feasible

290 As noted in Chapter 4, the main components of direct investment are direct investment positions,
direct investment transactions and direct investment income. Methodological guidance and other
information related to valti@n are provided below on each of these components.

5.3.1 Valuation of foreign direct investment positions
5.3.1.1 Equity positions

291 As noted earlier, market valuation is the recommended principle to be usedmelasoring

equity positions. In reality, the actual market value of the equity may not be available in all cases and for
these an approximation may be requirétle discussion on the valuation of direct investment equity
positions focuses on methods tmaay be used to valuguoted shargsunquoted sharesandequity in
unincorporated enterprisg@ncluding joint ventures and branches) at market values.

292 When valuing equity positions, a distinction is made betwhkernvaluation of listed equity and
unlisted equity. This is because listing on an organised market provides a good basis for calculating the
market value of equity, while in many cases an approximation will be necessary for unlisted equity. In
either cae, if there has been a material change in the financial position of an enterprise since the date to
which the valuation applies (up to and including the reference date), an adjustment may have to be made.
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Examples of such material events may include mexpected decision in a lawsuit, credit downgrade or
upgrade, major new invention or mineral discovery, or bankruptcy.

293 Although some methods are not recommended apeintss in valuing direct investment equity

for the main accounts, they may nonetheless serve as appropriate starting points. Indeed, such methods
may serve as the only basis upon which information can be directly collected from direct investors and
direct investment enterprises.

294, For countries that begin their valuation process via the collection of booK\iafeemation, the
books of the direct investment enterprise should serve as the starting point.

295 The baks of the direct investment enterprise are usually more comprehensive than those of the
direct investor. This is because, under tax and financial accounting rules followed by most countries, the
books of the direct investment enterprise will typicallffee current period earnings, from which retained
earnings can be readily derived. Availability of direct investment enterprise accounting data therefore
facilitates the compilation of inward direct investment. In contrast, the books of direct inveatorsom

reflect the current period earnings of their direct investment enterprises; particularly in the case where
these direct investment enterprises are not majority owned (these investments are sometimes carried at cost
on the i nvest ortdmingdaroHawe)an adv@ngecimpacs dndhe compilation of outward
direct investment.

Listed (or quoted) shares

296. Listed (or quoted) shares are equity securities that are listed on an organized stock exchange.
Their values can, therefore, be determined by multiplying the number of shares held by the direct
investor(s) by the most recent bid/ask prices or at the price at which the shares were last traded. In this
manner, a market price value of the holdings ofghares held by the direct investor(sand thus the

value of the share liability of the direct investment enterprise to its direct investaids) be determined.
Usually, the equity securities of only a relatively small portion of direct investmesrpeses are publicly

traded on organized stock exchanges because most direct investment enterprises are%itvendd@®y

the direct investor or are held by a small group of investors.

297. Compilers should estinba the market value of listed direct investment enterprises by using the
mid-point between the most recent bid and ask prices, or by using the prices at which the quoted shares last
traded on the exchangdhe use of actual market prices guarantees #eit share in a given company is

valued at the same price, regardless of the extent of the ownership of shares by the direct investor.

Unlisted (or unquoted) shares

298 Unlisted (or unquoted) shares represent equity listed on an organised or public stock
exchange. By their nature,market valuation estimate is not regularly available for unlisted equity and an
approximation to the market value is required to measure direct investment. Several methods for
apprximating market value are acceptable and are discussed in detail in Annex 5.

37. Book value is a term that broadly encompasses many different accounting methods. It represents the
values that appear on the books of an entity. It could represent the values on the books of direct investors
or on the books of direct invesémt enterprises. In fact, in common usage, the term may encompass any
of the valuation methods described in Annex 5, whether or not recommended for use in theconais.
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299 In practice, the choice of the method to be used by a compiler will depend on three factors:
() the type of information available on igh to base an approximation;
(i) how well the method approximates market value; and

(i) the need to allow for comparability across countries and for symmetrical recording by
creditors and debtors.

300 In most cases, thesgguments are also applicable to the valuation of equity in unincorporated
direct investment enterprises. To assist userspders should state clearly the method(s) they employ in
developing their direct investment aggregates.

301 SNA93 was very prescriptive in recommending t
not quoted on stock exchanges or otherwise traded regularly needs to be estimated using the prices of
guoted shares that are comparable nea n g s , di vi dend Inithe absence ofaecettt p r o ¢

transactions prices and/or in order to establish a time series, this method should be supplemented by
another approach. It was concluded in a review of the SNA93 that the approachesehmadddened
and generalized (including a discussion of pros and cons of the various approaches).

302 Flexibility in the approaches to valuing unquoted equity is recommenklietdhods accepted by
theBenchmark Defition to approximate the market value of unlisted equity positions are the following:
U Recent transaction price
U Own funds at book value
U Net asset value
A Including goodwill and intangibles
A Excluding goodwill and intangibles
i Market capitalization method
i Presenvalue of expected earnings
U Apportioning market value of global enterprise group to local operation.
Each of the above methods is described in Annex 5.
303 Other valuation methods are not approved by BaachmarkDefinition even though they may
be the only methods available to the compiler from the information available to them. They could only

serve as a starting point to collect FDI equity data and are not recommended as a proxy to market value.
These are the fowing:

Historic or acquisition cost

i
0 Accumulation of foreign direct investment equity capital flows

U Stock market price index applied to accumulated direct investment equity capital flows
i

Book value.

These methods are also briefly described in Annex 5.
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Equity in unincorporated enterprises (including branches)

304 As noted, the above discussion of unlisted shares is also applicable to the equity in
unincorporated direct investment enterprises (including branah@scorporated joint ventures, and
limited liability partnerships). It should be stated that Net Asset Value (NAV) is the method recommended
by the SNA to value equity in branches. Compilers should clearly state what major assumptions and
methods they applin developing estimates of direct investment equity positions.

5.3.1.2 Debt positions

305 The basic principle is that the market value of debt should be used. However, apart from debt
securities, international astdards (including thi8enchmark Definitionrecommend the use of nominal
values as a proxy for market value for all other debt positions. The use of nominal values in valuing direct
investment loans is consistent with international standards for @iuattioans with parties related under

the Framework for Direct Investment Relationships (FDIR). Beachmark Definitiomecommends that

the values of all debt outstanding be inclusive of accrued interest, with foreign currency debt converted to
the natimal currency using the rate of exchange ¢piht of the buy and sell rates) at the close of
business on the reference datke use of nominal values is partly influenced by pragmatic concerns about
data availability and the need to maintain symmetryvben debtors and creditors. In addition, because
loans are not intended to be negotiable and do not have an active market, a market price can be somewhat
subjective. Nominal value is also useful because it shows actual legal liability and the startingf poin
creditor recovery behaviour. In some instances, loans may also be traded, often at discount, or a fair value
may exist or would be possible to estimate. It is recognized that nhominal value provides an incomplete
view of the financial position, partitarly when the loans are impaired. Therefore, supplementary
information on the fair value of the claims in loans is useful if it is available.

5.3.2  Valuation of FDI financial flows and transfer pricing

306. When a tansaction in goods or services occurs between two enterprises, this transaction is to be

recorded at mar ket prices. The Bal ance of Paymer
that willing buyers pay to acquire something from willing sslleré on commer ci ali consi
sometimes called 6at armbés | engtho.

307. Due to the nature of the relationship between enterprises reladied theFDIR, the transaction

value for a good or service betweehr@t ed ent er pri ses may not al ways
pricingd refers to this distortion between trans
income distribution or equity injections or withdrawals. Where the distortiorgisfisant and data is

available to do so, thBenchmark Definitiomecommends that adjustments be made to remove the impact

of transfer pricing.

308 Identification of instances of transfer pricing and selection e@b#st market value equivalents to
replacereportedtransaction values is an exercise calling for cautious and informed judgement. In most
cases, sample surveys, contacts with enterprises and government agencies engaging in international
transactions on krge scale, exchanges of information between compilers in partner countries, or similar
statistical research will be necessary to provide the basis for such judgement. Adjustments for transfer
pricing have implications for the data of the counterpadnemy therefore it is useful to exchange
information with compilers in counterpart economies (to the extent possible) to avoid asymmetries.

5.3.2.1 Hidden dividends

309 Where a direct investment enterprise is emgpiced on a good or service provided by the direct
investor, the difference in payment between the market value and the invoice price is effectively a
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di stribution by the direct i nvest ment entedprise
earnings and totaarnings of the direct investment enterpsleuld be adjustegbwardsby the difference

(in the balance of payments, this would be balanced by an adjustment to the value of trade in goods or
services).

5.3.2.2 Hidden withdrawals oéquity

310 Where a direct investor is undiervoiced on a good or service provided by the direct investment
enterprise, the difference in payment between the market value and the invoice price is effectively a return
of assets by the direct investment enterprise to the direct investor (goods) or a rundown of the assets of the
direct investment enterprise by the direct investor (services). This is a withdrawal of equity and equity
transactions should be adjusted by ttifference. In addition, the earnings of the direct investment
enterprise should be adjusted upwards by the same amount.

5.3.2.3 Hidden injections of equity

311 Where a direct investment enterprise is urideoiced on a good or service provided by the
direct investor, or a direct investor is osrrvoiced on a good or service provided by the direct investment
enterprise, the difference between the market value and the invoice price is effectively an injection of
equity into the direct investment enterprise by the direct investor. This injection takes the form of
provision of additional assets (undevoiced goods), improvement in the operational capacity (under
invoiced services) or cash (ov@wvoices). Equitytransactions should be adjusted to remove the impact of
the transfer pricing.Also, the earnings of the direct investment enterprise should be adjusted downwards
by the same amount.
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CHAPTER 6
SPECIAL ENTITIES

6.1 Summary

312 There are a number of special cases where it may be unclear whether or why a particular type of
enterprise or activity qualifies for treatment as a direct investment enterpriseatrimvestment. Several

of these cases are discussed below. These are Special Purpose Entities (SPESs); collective investment
institutions (ClIs); land, structures and other immovable objects; construction enterprises; mobile
equipment; and insurance cpamies.

6.2 Special Purpose Entities

313 Multinational enterprises (MNEs) often diversify their investments geographically, through
organisational structures. These may include certain types of SPEs. Exampieanaiag subsidiaries
conduits holding companiesshell companies, shelf companies and byEate companiegBox 6.1).
Although there is no universal definition of SPEs, they do share a number of features. They are all legal
entities that have little oranemployment, or operations, or physical presence in the jurisdiction in which
they are created by their parent enterprises which are typically located in other jurisdictions (economies).
They are often used as devices to raise capital or to hold asddiabdéities and usually do not undertake
significant production. In Figure 6.1, for instance, the SPE in country B is used by its parent in country A
to indirectly hold enterprises in country C and country D. As explained in Chapter 4, country B should
distinguish FDI positions and transactions of SPEs ane3Ris.

Figure 6.17 Positions held via an SPE
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314 As legal devices SPEs may be relatively cheap to create and to maintain. They may offer
taxaton, regulatory, and confidentiality benefits. Incorporation of SPEs is often associated stioraff
financial centre but they may also be found in other jurisdictions.

Box 6.1. Some examples of SPEs: shell companies, conduits and holding companies

The termshellis used to refer to a company that is formally registered, incorporated, or oth
legally organised in an economy but which does not conduct any operations in that economy othe
a pasghrough capacity. Shells tend to be cotslair holding companies and are generally include
descriptionof SPEs.

A conduitis a company that obtains or borrows funds, often from unaffiliated enterprises, and
those funds to its direct investor or another affiliated enterpriskholding companys established to hol
participation interests in other enterprises on behalf of its owner. Some conduits and holding co
may have a substantial physical presence as evidenced by, for example office buildings, equipn
employees. Othre may have little or no physical presence and may exist only as shell compani
direct investor incorporates a shell company or conduit in aesident economy and manages or operf
it entirely from its own home economy, it is treated as anrparated direct investment enterprise in
country of incorporation. If a shell company is incorporated abroad but all of its physical
operations, or management activities are in a second foreign country, then it is classified as
invesment holding company in its country of incorporation, and its activities in the second foreign (¢
would be evaluated to determine whether a separate institutional unit exists and thus be treated ¢
investment enterprise. Similarly, if a shedmpany is incorporated abroad and has some physical as
operations in two or more other foreign countries, the resident unit in the country of incorpora
classified as a holding company, and the activities in the other foreign countrakratied individually to
determine whether they meet the criteria for treatment as a direct investment enterprise.

Central, state, or local governments are direct investors if they holbharlore ownership intere
in a nonresident enterprise. In thicontext, there is also analytical interesteimerprises establishe
abroad by a central government for the purpose of securitisation of assets, defeasance, an
functions.

315 SPEs are residents of tbeonomies in which they are incorporated and, therefore, they may be
direct investors or direct investment enterprises, even if they are shell companiestorquags entities

without any other productive economic activity of their own. They qualifgaas of a direct investment
relationship (and are included with the FramewnkDirect Investment Relationshipd=DIR) by virtue

of being resident in one economy and being owned by, or owning, an enterprise in a different economy in
compliance with thd0% voting power criterion. Consequently, in Figure 6.1, country B should include in

its FDI assets and liabilities presentation all the FDI investments held by or in resident SPEs as well as the
FDI investments held by or in resident R8RES.

316 In recent years, direct investors have made an extensive use of SPEs for the purpose of
channelling funds to, and for borrowing funds from, third countries, and for the purpose of holding
ownership interests in direct iestment enterprises. As a result, when a country hosts SPEs and includes

38. The definition and the geographical coverage ofsbffre centres may diffelepending on the purpose of
the analysis. Thi8enchmark Definitiordoes not apply any specific description of-sfffore centres. The
focus is rather the entity that qualifies as direct investor or direct investment enterprise and not the
geographical loation.

9C



them in its FDI statistics, an increasing part of transactions and positions merely reflects the channelling of
fundsvia this country. Thixcanlead to amore and more significartverstatement of FDI activity. FDI
transactionspassing through &PE generally do not have the expected immediate impact of direct
investment concerning matters such as technology transfers, access to competitive markets, and poverty
reduction in the SPE kb countries. As a consequence, users are more and more interested in series
segregating transactions and positions of SPEs, which are purelthpaggh capital, and which render

the data difficult to interpret for policy or other decision making praes3herefore, in standard
presentations of FDI according to tHBenchmark Definitioncountries should explicitly separate FDI
statistics on SPEs and n@&®Es for reporting according to the directional principle.

317. Since there is no internationally agreed definition of SPEs B@iechmark Definitiorprovides

some criteria to assist compilers to identify resident SPEs, in case they do not yet distinguish them on the
basis of a national legal or statistical defoni of SPEs. Many varieties of SPEs exist, but the general
criteria listed below (Box 6.2) could nonetheless be used to identify them and be further refined by
individual countries, depending on specific, national features of resident SPEs.

Box 6.2 - General criteria to assist compilers to identify SPEs
An enterprise is usually considered as an SPE if it meets the following criteria:

()  The enterprise is a legal entity,

a. formally registered with a national authority; and

b. subject to fiscal and other ldgzbligations of the economy in which it is resident.
(i)  The enterprise is ultimately controlled by a sresident parent, directly or indirectly.

(i) The enterprise has no or few employees, little or no production in the host economy a
or no physicapresence.

(iv)  Almost all the assets and liabilities of the enterprise represent investments in or fror
countries.

(v) The core business of the enterprise consist of group financing or holding activities,ith
viewed from the perspective of the conmapiin a given country the channelling of fund
from nonresidents to other nemsidents. However, in its daily activities, managing
directing plays only a minor role.

318 If a special entity has only assetd liabilitiesvis-a-vis affiliated norresidents, its classification

as an SPE is straightforward. In some instances, however, MNEs may use existing operational companies
to perform functions usually associated with SPEs. SPEs may also be members cbmglieated

resident groups consisting of both SPEs and-3BRks. Countries are recommended to deal with these
cases in line with the above recommendations, the aim of which is to separately identify all FDI
transactions and positions not having the entoampact usually to be expected of them in the reporting
economy where these companies are established. A way to treat local mixed groups of SPESRES non

is suggested in Annex 7.

319 Not only may the amountd &DI shown in statistical presentations be inflated (by the inclusion
of residentSPESs), the geographical and industrgakdown®f FDI statistics may also be distorted (by the
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