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1 MACROBUTTON NUMBERING .

These are the minutes of the first substantive meeting of the Canberra II group on the measurement of non financial assets.  The meeting took place in the building of the Central Bureau of Statistics of Netherland (CBS), in Voorburg, during April 15-17, 2003.  The director general of the CBS, Dr Van Noort opened the meeting.  The chairman of the group, Peter Harper (ABS, Australia) thanked the CBS and its director general for hosting the meeting.  He also thanked Mark de Haan and Tanny Groen, from the CBS, for the perfect organisation of the meeting.  Peter Harper subsequently wrote to the CBS Director-General formally thanking the CBS for hosting the meeting.

2 MACROBUTTON NUMBERING .

Warning:  the present minutes are very summarized regarding the papers presented, but the papers and, more important, the Power Point presentations are available on the EDG (category:  power point presentations Voorburg).  The name of the files is given in the minutes, in italics.

Session 1:  Presentation of the mandate of the Canberra II group.

3 MACROBUTTON NUMBERING .

Peter Harper (Harper – organisation and mandate.ppt) presented the history of the group, its mandate and its organisation along three sub-groups:  (1) conceptual issues mainly linked to intangibles (secretary François Lequiller), (2) treatment of research and development in the national accounts (secretary Dominique Guellec), (3) measurement issues associated with obsolescence, capital input and series of capital stock (secretary Paul Schreyer).  He stressed that the essential objective of the group is to propose changes or clarifications to the SNA, in the context of the forthcomimg revision process (SNA 1993 Revision 1).  These proposals should be submitted for approval to the ISWGNA before the end of 2004.

4 MACROBUTTON NUMBERING .

Discussion:  Brent Moulton (BEA, USA), supported by Edwin Diewert (Independent expert, Canada) proposed to extend the mandate to the treatment of consumer durables.  Francois Lequiller (OECD) and Brian Newson (Eurostat) explained that this item had been dropped because of the too important reform of the framework of the SNA that it could lead to.  However, the list of issues that will be taken into account for the forthcomimg revision of the SNA will be discussed and finalised during the first meeting of the recently created Advisory Group to the ISWGNA.  In this context, the chairman suggested that Brent Moulton write a short paper to the ISWGNA, to be forwarded to the Advisory Group, explaining the background of the proposed reform on consumer durables.

Session 2:  General definition of assets and intangibles

5 MACROBUTTON NUMBERING .

This session essentially led to propose a change in the terminology used in the classification of assets in the SNA, and possibly a change in the classification itself.  There was significant support to abandon the use of the term “intangible”, and to replace it or simply abandon this type of categorisation.  Anne Harrison has volunteered to prepare a paper on terminology and classifications.  There was also significant support to revise the production account in order to show more clearly the input of capital services.  This item of discussion is on the agenda of sub-group 3.  Some discussants supported to introduce explicitly a criterion of “reliability of measurement” in the definition of economic assets in the SNA.
6 MACROBUTTON NUMBERING .

Peter Hill presented the first part of his paper (no power point file).  The second part, on human capital, is not included in the mandate of the group and was therefore not presented.  Peter Hill proposes to create a general category of “originals”, which would cover new discoveries and creations or technological inventions.  He pleads not to use the word ”intangibles”, but positive words such as “discoveries”, “inventions”, “originals” for this category of assets.  However, these assets would not enter into the production account as other fixed assets.  They do not lead to input (capital services) to production, they change the production function.  In parallel to this new category of assets, he supports a new presentation of the production account, which would make clearly appear capital services.  This proposal is part of the mandate of the third sub-group of Canberra II and will be discussed in October.

7 MACROBUTTON NUMBERING .

Anne Harrison presented her paper (Harrison-intang.ppt).  As with Peter Hill she proposes a new category of assets.  She defines “intellectual property”, which is created by a productive service activity, ultimately has the nature of a public good and is incorporated in other goods.  An “intellectual property product” is a product whose function is a mean to communicate intellectual property and protecting it from unauthorised use by legal constraints.  She bases its value on the legal constraints.  Not all intellectual property products can be assets, in particular when they cannot be protected legally from general use.  Some are produced, some are not produced.
8 MACROBUTTON NUMBERING .

Discussion:  John Pitzer (Independent expert, USA) reminded the group that one criterion used by business accountants to recognise an asset is the extent to which it is measurable.  Viet Vu (UNSD) supported the reform of the production account in the SNA, with the view of making capital services appear more clearly.  Robin Lynch and Brent Moulton aknowledged that we should move away from the term “intangibles”.  However, Brent Moulton did not agree that originals should not appear as other assets in the production function.  Dominique Guellec (OECD) also disagreed that technology assets enter in a different way in the production function than other fixed assets.  The economics of technology is not different than the one for fixed assets.  Companies make arbitrage between investing in fixed assets or investing in research/development.  Also, he disagrees with basing the recognition of an asset on legalities.  There are many other ways (entry barriers, secrecy) of protecting a knowledge asset than base it on a legal protection.  John Verrinder (Eurostat) also does not agree with Peter Hill’s approach of the production account, which can be seen as taking in the field what was considered a substitute (land) while taking out of the field what is considered a major player, technology assets.  Peter Harper reminded the group that business accountants have three criterions to recognise an asset, the two of the SNA (establishment of ownership, future benefits in production) but also a third, that there is a reasonnable estimate of its value.  This should perhaps be considered in the SNA definition of an economic asset.  He suggested that financial derivatives would fit within Anne Harrison’s definition of intangible assets.  Francois Lequiller argued that ‘intangibility” cannot be a basis for classification of assets.  He agreed that the criteria used in business accounting (identificability and possible estimation) should be introduced in the criteria to recognise assets in the SNA.

9 MACROBUTTON NUMBERING .

In his response to the discussion, Peter Hill agreed that the legal recognition is not a good base for recognising assets.  He insisted that the returns of investment in technological innovations is not the same as other capital.  He makes a difference between “returns” and “inputs”.  Anne Harrison also agreed that legal base is unsufficient.
10 MACROBUTTON NUMBERING .

Peter Harper concluded (1) there was general agreement on the need to include “intangible”-type assets in the national accounts, but that more work needs to be done on the particular types of assets that should be included, (2) that the discussion confirmed that there is a significant support for the review of the production account and that this would be taken up under the third stream of work for Canberra 2, (3) that there is necessity to review the terminology and the classification of assets in the SNA in order, possibly, to exclude the use of the term  “intangibles”, and (4) that consideration should be given to adding a criterion relating to the reliability of  measurement in the definition of an asset in the SNA.
Session 3:  Originals and copies

11 MACROBUTTON NUMBERING .

The main issue discussed was whether capitalizing originals and copies led to double counting and if yes, how to record these purchases.  There appeared to be more support to the view that the double counting issue is a non issue and that the use of net aggregates would be welcomed than for the treatment proposed by Anne Harrison of negative GFCF for intellectual property products.  The model proposed by Robin Lynch was did not receive strong support.  A written consultation prepared by Peter Harper will take place and this will form the basis for a “final” decision to be taken on the issue.
12 MACROBUTTON NUMBERING .

Robin Lynch presented his paper (lynch.assets in NA.ppt).  His main message is to capitalise the original, and exclude from the value of the assets that permit the use of the original an element which would be a rental of the original.  Three ideas structure his “holistic model”:  (1) the intangible asset is the original idea; (2) an original idea cannot be copied, only shared, using an access device (3) R&D is an activity leading to originals.  In his view, an asset is an access device to an original, and payments for an asset are part acquisition of the access device, part rental of the original.  He gave simple examples.  The idea of the design of the building is the original idea.  The building itself is an access device to the original idea.  The idea of Windows is the original; the CD Rom of Windows is the access device to the original.  In his view, this treatment allows for having a consistent recording when passing from a situation of using a CD Rom to using Internet access to Windows.

13 MACROBUTTON NUMBERING .

Anne Harrison presented her paper (Harrison-orig.ppt), which main message is to record a sale of one part of the original when selling reproductions of it.  She therefore capitalise both originals and reproductions but records a negative GFCF of an original when selling copies of it.  In her view, there are four solutions regarding the treatment of copies:  (1) copies are capitalised at full value, original is intermediate consumption, (2) copies are capitalised at full value, original is capital consumption, (3) copying is a margin activity, (4) copies are capitalised at full market value, original is negative GFCF.  She prefers the fourth solution, which should apply only to intellectual property products.

14 MACROBUTTON NUMBERING .

Francois Lequiller presented his paper on double counting (double counting.lequiller.ppt), which main message is that there are no double counting problems when using net aggregates.  There is therefore no need to change the SNA.  The solution is simply to use more net aggregates.  The paper responds to the critics on the possible double counting of GFCF when capitalising originals and reproductions, as recommended by the task force on software.  Lequiller’s main conclusions are the following:  (1) there is no other solution from a microeconomic point of view to record a capitalisation of both the original and the reproduction, (2) on a macroeconomic level, there is no issue of double counting regarding GFCF, nor production, (3) there may be an issue of double counting of gross value added, in certain circumstances, but, in any case there is no issue when using net value added, (4) the issue on gross value added is a timing issue and is not linked to the nature of the product, whether it is tangible or intangible, (5) this timing issue originates from the fact that the sum of gross value added does not eliminate the implicit intermediate consumption which should be recorded when using a capital product in the same period that it is itself produced, (6) this issue of double counting of gross value added could become more important if we capitalise R&D, (7) the solution is therefore to use more net aggregates.

15 MACROBUTTON NUMBERING .

Discussion:  Peter Harper disagreed that all payments for accessing the original should be classified as intermediate consumption as proposed by Robin Lynch.  He considers that copies purchased correspond to an economic change of ownership of the productive asset and should be treated as such.  He agrees with Anne Harrison that the solution is to record a negative capital formation of the original when a copy is sold, a position also supported by Viet Vu (UNSD).  Adrian Bloem disagrees with that:  there is no such direct relation between the sale of the copy and the decrease in the value of the original.  So does Brent Moulton, who supports the position of Francois Lequiller.  BEA does not publish gross capital stock.  Erwin Diewert also supports Lequiller on the use of net aggregates, adding that capital formation is “positive” for the economy only if it higher than capital consumption.  For Peter Hill the issue of double counting is a non issue and he also supports Lequiller.  Nadim Ahmad (OECD) adds that the model of Robin Lynch would be very difficult to implement in practice.  He also disagrees with Anne Harrison’s proposal on the basis that it could lead in practice to massive negative GFCF, as the sales of copies can sometimes be largely higher than costs of production (which is the method by which investment in the original will typically be valued).  Karen Wilson (StatCan, Canada) agrees with the recommendation of the task force on software measurement.  Jacques Mairesse (INSEE, France) agrees that the issue is one of timing and not nature of the products.  Olga Schmalwasser (Statistiches Bundesamt, Germany) reminded the group that Germany did not capitalise originals, and that gross capital stock remains a useful statistics.

16 MACROBUTTON NUMBERING .

In his response to the discussion, Francois Lequiller noted, regarding proposals to capitalise originals but not copies of originals, that it would be the exact contrary of the practice of business accountants, which would look strange.  Regarding proposals to record a negative GFCF in originals when copies are sold, he noted that it would be inconsistent with the treatment of tangible assets.  When a specialised machine is used to make trucks, we do not record a negative GFCF in the machine when trucks are sold.  He insisted that the presentation of NDP, which is currently dealt with a footnote in the SNA 93, should be improved in the next edition.

17 MACROBUTTON NUMBERING .

Peter Harper concluded that he would prepare a short questionnaire, based on the alternative proposals presented by the three authors, to be circulated in the group, as a form of written consultation.  The results of this questionnaire would be presented at the October meeting.
Session 4:  Leases and contracts

18 MACROBUTTON NUMBERING .

This meeting should be considered as a very first round of discussions on this difficult issue.  The discussion showed a significant interest in John Pitzer’s proposal to treat contracts in a manner akin to financial derivatives.  The idea of partitioning the leased asset between the lessor and the lessee was also considered, but this attracted less support.  A small group, composed of Peter Harper, John Pitzer, Jacques Magniez, Anne Harrison, Adrian Bloem and Robin Lynch is given the mandate to reformulate the different proposals in a more organised way for the October meeting to consider.  This group will also consider BOOT schemes, and asset boundary for leases and contracts.
19 MACROBUTTON NUMBERING .

John Pitzer presented his paper (pitzer.the treatment of contracts in the 1993 SNA.ppt).  Due to time constraints only the first part of the paper, on contracts and leases, was presented during the session.  Even excluding the parts on government permits and BOOT transactions, it is difficult to summarize this very dense paper; we will therefore concentrate on his proposals.  John Pitzer recommends several changes or clarifications in the SNA.  He first recommends to treat globally contracts, rather than to focus to a special category of it, which are leases.  He proposes to treat contracts, after their economic appearance in the system, as forward-type financial derivatives.  Contracts have all the characteristics of financial derivatives:  they have no value at inception, but may gain value, and become an asset and, at the same time, a liability.  One advantage with this recording is that any non financial assets affected by the contracts could continue to be valued at their current market price without any encumbrance by contracts.  The lessor’s net worth would nevertheless change by the amount of the new asset or liability.  Other advantage:  the volume of non financial assets does not change.  Regarding leases, he advocates changes in the current rule of the SNA that is based on the length of the lease relating to the service life of the leased asset.  The SNA does not tell what to do when a lessor places an asset at the disposal of the lessee for a long time but less than the entire expected service life of the asset.  He proposes to be able to record a financial lease even if the term of the lease is less than the total service life of the asset.  He also proposes that the terms operating leases and financial leases should be applicable to tangible non produced assets as well as fixed assets.  Lease payments for depletable non produced assets should be treated as sales.  If the length of the financial lease is less than the total service life of the asset, he prefers avoiding partitioning the asset, but would record a sale of the entire asset with an equal-valued loan.  At the end of the lease, the loan is liquidated and the asset returns to the balance-sheet of the lessor.

20 MACROBUTTON NUMBERING .

Peter Harper presented the two papers prepared by the ABS “Leases and other transferable contracts” and “Leases and licenses” (harper—leases.ppt).  The first one should be considered as interpreting the current SNA, the second one, more ambitious, as proposing changes to the SNA.  A taxonomy of six categories is proposed:  (A) licences to use reproducible (knowledge) assets; (B) lease/licences relating to the use of other economic assets; (C) leases related to the use of labour; (D) rights to exploit an environmental asset; (E) restricted permissions to engage in an activity; (F) unrestricted permissions.  For each category, a set of possible solutions is proposed, between which the ABS has preferences.  In general, preference is given to partitioning the asset between the lessor and the lessee.  The underlying economic ground for partitioning is that both the lessor and the lessee receive economic benefit from the asset, at the same time.  Category (A) is more or less a rewording of the above discussion on originals and copies, and was therefore omitted in his presentation.  Regarding (B), the paper envisages five possible treatments:  (1) lease is treated as prepaid rent/rental; (2) payments at the inception are treated as prepaid rent/rental.  Subsequent changes in the value of the lease are treated as non produced intangible asset; (3) payments at inception are treated as prepaid rent/rental.  Subsequent changes in the value of the lease are treated as a reduction in the value of the lessor’s underlying asset and an increase in the value of the underlying asset held by the lessee.  (4) the lease is treated as an non produced asset in its entirety; (5) the lease is treated as the acquisition, by the lessee, of part of the economic value of the owner’s underlying asset.  Consistently with his position regarding the treatment of originals and copies (which can be regarded as licences), Peter Harper prefers the last option.  This solution has the advantage of avoiding creating a special category for licenses, such as the mobile phone licenses.

21 MACROBUTTON NUMBERING .

Discussion:  For Anne Harrison and Peter van de Ven, the creation of a lease has no value in itself;  however if the lease is transferable and that there is a price change then it may have a value that should be reflected in the accounts, but this value has nothing to do with the underlying asset.  Adrian Bloem is attracted by the solution of partitioning, and considers that transferability is not a decisive criterion.  Several participants expressed their interest or support to John Pitzer’s proposal to treat contracts as financial derivatives.  Viet Vu is in favour of treating everything not linked to production as financial assets.  Jacques Magniez considers John Pitzer’s proposal on contracts as a very good solution.  Robin Lynch supports the proposals of John Pitzer (“a brilliant paper”) and does not agree with partitioning the asset.  Brent Moulton reminded the group that the economist Ronald Coase (Nobel Price 1991) demonstrated that value is effectively created when property rights are established.  The value of long-term contracts is linked to the reduction of the risk due to the creation of the property right.  Brent Moulton questions why amortisation of intangible non produced assets is not shown in the income accounts.  It was noted that this issue is part of the mandate of the group.
Session 5:  Ownership Transfer Costs

22 MACROBUTTON NUMBERING .

The main conclusion was to propose that the ISWGNA and its advisory group decide between two possible changes to the SNA:  (1) treat transfer costs as current expense, or (2) record capital consumption of transfer costs over the period that the asset is held rather than the service life of the underlying asset, in the current SNA.  It was also concluded that regardless of the decision on this issue the principles of valuation of the balance sheet in the SNA should be clarified.

23 MACROBUTTON NUMBERING .

Peter van de Ven presented his report as moderator of the EDG that was created on this issue (van de ven.ownership transfer costs.ppt).  The current SNA treats ownership transfer costs in the following way.  For fixed assets, acquisition is at purchaser’s prices plus associated transfer costs, all transfer costs are thus included in the value of the capital formation, the consumption of fixed capital of transfer costs is compiled according to the service life of the underlying asset.  The recommended treatment is more or less similar for non produced non financial assets and valuables.  The treatment is different for financial assets:  acquisition is at purchaser’s price excluding associated transfer costs, all transfer costs are part of current costs (intermediate consumption or final consumption).  In the view of Peter van de Ven, the main issue should be what we propose as valuation of the asset in the balance sheet.  The SNA says “market price”, but this is not clear enough.  He sees three basic valuation principles in the balance sheet:  acquisition price (i.e. including transfer costs, less accumulated consumption of fixed capital), disposal price (i.e., the price paid by a unit acquiring the asset to the unit disposing of the asset, if the asset would be sold), realisable price (i.e. disposal price less transfer costs incurred by the disposing unit).  Peter van de Ven’s preferences are the following.  For non financial assets, acquisition price is the relevant price for the investor.  However transfer costs should be written down according to the period for which the asset is held (not the total service life of the underlying asset).  For financial assets, the relevant price is the disposal price.  The SNA would therefore only need to be changed relating to the depreciation period of transfer costs on non financial assets and clarified regarding to valuation principles of assets.

24 MACROBUTTON NUMBERING .

Discussion:  Erwin Diewert’s preferred solution is to treat all transfer costs as intermediate consumption.  Anne Harrison agrees that the current annex to SNA’s Chapter 10 is not satisfactory, and should be reviewed.  She suggested that it would be helpful to distinguish in the balance sheet between realisable price and the transfer costs.  Brian Newson notes that the two components of these transfer costs (taxes + lawyers) can be quite significant in some European countries (15%).  He would support expensing these transfer costs (intermediate consumption).  A. Bloem and Lydia Bratanova support also this view.  Peter Harper said that he generally supported the Peter van de Ven’s proposals but added that the he was not comfortable with capitalising transfer costs on valuables.

25 MACROBUTTON NUMBERING .

As there was growing evidence of support to modify the treatment of transfer costs for fixed assets and expense them, the chairman asked for a show of hands, which showed approximate equality between those in favour of the limited change proposed by Peter van de Ven and those in favour of a more radical change of treating transfer costs on fixed assets as expenses.  Considering that this issue has been debated in the EDG and that further discussions in the Canberra II group will not bring more information, the chairman proposed to forward to the ISWGNA a recommendation offering two possible solutions:  (1) in which transfer costs on fixed assets are expensed, (2) in which transfer costs in fixed assets are to be consumed during the period the asset is held.  Peter Harper will prepare a memorandum along this line to the ISWGNA.

Session 6:  Military equipment

26 MACROBUTTON NUMBERING .

The session resulted in an overwhelming support of changing the current treatment of SNA in favour of capitalising military expenditures on long lasting weapons or weapons systems.  A memorandum will be written by Brent Moulton to be forwarded to the ISWGNA.  This issue is therefore closed as regards the Canberra II group.
27 MACROBUTTON NUMBERING .

Brent Moulton presented his paper, which advocates a change in the SNA towards capitalising long-lasting weapons and weapons systems.  The current SNA recommends expensing weapons systems, such as fighter aircraft, warships, tanks, etc…while assets with potential non-military use (buildings, landing strips) are to be capitalized.  This distinction was apparently made to reconcile two seemingly contradictory concepts:  the use of these weapons is destructive in purpose, while provision of defence is included in the production boundary of the SNA.

28 MACROBUTTON NUMBERING .

Brent Moulton’s first point is that the current distinction between weapons and other expenditures may appear normative.  The provision of defence service is a government objective, and these weapons are obviously part of this production process.  Technically, they should therefore be capitalized.  The SNA should not put statisticians in the situation to discuss government objectives and missions on an ethical or normative basis.  The second main reason to change is that there is a strong demand from the community of public sector financial accountants.  Also, the current treatment is not adapted to the sale (in practice exports) of second hand weapons systems, such as an aircraft carrier, as in current SNA, it has been technically consumed in the period of its construction.  There is therefore a solid case for changing the SNA.  Some borderline issues may however arise, for example on missiles.  Brent Moulton supports the capitalisation of nuclear missiles, which technically are providing long-term service of deterrence.  There is also an issue relating to how to record the destruction of one of these assets in war time:  should it be recorded as Consumption of Fixed Capital or in the Other changes in Volume accounts? Brent Moulton favours the latter.

29 MACROBUTTON NUMBERING .

Discussion:  There was an overwhelming support of the change proposed to the SNA, both for technical reasons and for responding to the demand of the general government accountants.  Robin Lynch mentioned that militaries express their output in term of “capability”, which includes weapon systems, confirming the proposed change.  However, Viet Vu recommended that a special category of fixed assets should be created to allow users to exclude these assets from their analyses if they wished .  This proposal was supported by other participants.  Only Olga Schmalwasser, who supports the change on a technical basis, stated that it could embarrass statisticians on an ethical basis to record a higher “wealth” of countries if they build more weapons (the main argument used,  at the time, to exclude them from assets  in SNA 93, according to Anne Harrison).  Jacques Magniez remarked that it would look strange if the revised SNA would extend the capitalization to weapons and not to R&D.  The rest of the discussion focused on the treatment of the destruction of weapon systems in war time.  A large majority supported recording the destruction in the other changes of volume account, rather than CFC.  Jacques Magniez made a parallel with insurance:  the production if insurance is not when the damage materialises.  It is the same for weapons, it is not when they are used and destroyed that their production occurs.  It was felt that the useful lives of military assets would be calculated on the basis that there is some risk that could be destroyed in conflict.

30 MACROBUTTON NUMBERING .

Peter Harper concluded the session in the following terms.  There is an overwhelming support for the change of the SNA regarding this issue.  The reason for the change is two fold:  there is a strong demand from the public sector accounting community, there is a more general acceptance of the nature of military expenditures, seen as provision of national security, and of the role of weapons as part of this service, in particular for deterrence.  A strong majority backed the recording of weapon destruction in other changes of volume account.  A special category should be created in the SNA list of assets.
31 MACROBUTTON NUMBERING .

The group gave the mandate to Brent Moulton to draft a formal proposal for change to be forwarded to the ISWGNA for consideration during its October 2003 meeting.  The paper should propose details of treatment for different types of weapon systems, such as missiles or lighter “ammunition”.  The issue is now closed as regards the Canberra II group.
Session 7:  Research & Development
1)
Context

32 MACROBUTTON NUMBERING .

NESTI expressed interest in bridging the gap between R&D data built in the Frascati framework and national account framework.  At the same time national accountants decided to re-explore the possibility of treating R&D as a fixed asset in the NA.  The meeting was an opportunity for matching expectations and experiences on sides, NA and R&D statisticians.

2)
Major conclusions

1. There was near unanimity for supporting “in principle” the treatment of at least certain R&D expenditures as an asset in the SNA.  There is no doubt with the fact that (at least some part of) R&D is an investment.  However, there was general agreement that were a number of methodological issues that need to be addressed before any ‘concrete’ recommendation to capitalise R&D expenditure in the national accounts.  The main issues are related to harmonised methods of implementation:  sources of data to be used, deflation, and consumption of fixed capital.
2. There was broad acceptance of a cost-based approach, not least for feasibility reasons.  There was strong support to use the surveys sponsored by NESTI as the main source for capitalising R&D.  These surveys have gained experience, are comparable between countries, and are solidly installed in the information system of countries.  Bridge tables as presented by NESTI seem to have the potential to put R&D data into a format that will facilitate their treatment as an asset in NA.  Experiments have been conducted for Israel and the Netherlands, showing the feasibility of the approach:  most of the data needed is available from Frascati type surveys.  Missing data relate mainly to transactions in R&D-type assets (e.g. sales, transfers).

3. Should all of R&D as defined in the Frascati manual be capitalised, or only part of it? Doubts were expressed by certain participants regarding capitalising unsuccessful R&D, government sponsored research at large, or at least basic research.  Other participants expressed the view that all R&D should be capitalised, as there is no strong conceptual reason to disregard any part of it, particularly if a cost-based approach is to be used.  (Presumably, the unobserved market values for successful R&D would take account of both the costs of the successful R&D as well as include some allowance for unsuccessful R&D.) 

4. There is a need to develop appropriate price indices for R&D, as the use of the GDP deflator as now does not seem to reflect the specific evolutions of R&D costs.  For the moment, it appears that cost based indices are the only viable solution.

5. Some first simulations of the impact of capitalising R&D on growth were explored in the cases of the US and France.  More experimentation, by more countries, is needed to get a full appraisal of the issues and solutions.

3)
Other considerations

1. Business accounting has an ambiguous treatment of R&D, exactly as for software.  While, in principle, international standards recommend the capitalisation of development expenditures (not “research”), they also allow a very prudent stance by accountants.  As a result, in practice, businesses hardly capitalise their R&D.  However further study of the treatment of R&D in business accounts is needed.  In any case, if the SNA decides to capitalise more R&D than business accountants, this should be explained and justified.

2. As OECD Member countries perform a disproportionate share of world-wide R&D, the treatment of R&D as an asset would probably increase their share in world-wide GDP as reflected in statistics.  This might be a concern for developing countries and should be taken into consideration.

3. If R&D is capitalised, national accountants should seize this opportunity to move towards a greater focus on using NDP, in addition to GDP, as a broad measure of economic performance.  If R&D expenditures are similar across different time periods, both levels and (in particular) growth rates of NDP would be hardly changed by the capitalisation of R&D, thus moderating the issue of international comparability expressed in the previous paragraph.  In this context it is essential, if R&D is capitalised in the new SNA, that clear recommendations be given on common methods to measure consumption of fixed capital for the R&D asset.

4)
Action points – future work

1. Volunteer countries will test the impact of capitalising R&D on the NA, including on net aggregates.  This will be done in connection with the implementation of the bridge tables for R&D.  Volunteers at the meeting were:  Australia, France, Israel, the Netherlands, and the United States.  Other countries can join.  The OECD Secretariat will contact a developing country for conducting the same type of work.  It is expected that the work be completed early 2004 for volunteer countries.  Interim progress could be presented in October.  The Secretariat and volunteer countries will work on a framework to be circulated by the end of June.  A close connection between national accountants and R&D statisticians in each country should help:  NESTI will be informed of the advancement of the work and encouraged to contact national accountants in each country.

2. The group will hold a half day meeting in October, were (in addition to progress reports on the implementation of capitalisation of R&D) there will be discussions of:  progress of NESTI on bridge tables; the boundaries of R&D to be capitalised; and possibly on price indices, and methods to compile consumption of fixed capital.
(Next meeting

The next meeting of the Canberra II group will be in Paris, during October 13-15, in OECD headquarters.  This is the week after the OECD national accounts experts meeting.
Regarding sub-group 1 the meeting will follow-up on:

· Terminology and classification of assets (Anne Harrison)

· Treatment of originals and copies (Results of questionnaire prepared by Peter Harper)

· Discuss the report of the small group on contracts and leases (P. Harper, J. Pitzer, J. Magniez, A. Harrison, A. Bloem, R. Lynch)

The meeting will also cover the following new items:

· Purchased goodwill/Other intangible non produced assets (ABS)

· Borderline between rent/rental and sale (J. Magniez)

· Databases (N. Ahmad)

· Treatment of land (R. Lynch)

· Mineral exploration (ABS)

· Public good type assets (A. Harrison)

Regarding sub-group 2, there will be at least a half-day meeting, essentially on remaining conceptual issues and possibly on price indices.  Simulations by countries are not expected before the beginning of 2004.

Regarding sub-group 3, it will be the first meeting.  The agenda should include discussions on the proposed change of the production account (introduction of capital services).

The draft agenda of the October meeting will be circulated around the end of June.  Papers are expected by mid-September at the latest.
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