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Summary

Multi-national Enterprises present special measergrchallenges for national and
balance of payments accounts. They allocate ressuprice intra-company transactions,
and bill transactions in a manner that is desigioechaximize global net profits and their
accounting of activities and transactions may tignhavell with the underlying economic
behaviour that ideally should be captured in thééonal accounts of each of the countries
where they operate. These accounting issues aigndicant problem because of the
growing size of Multi-national Enterprises actiggi
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I. Background and Introduction

1. Multi-national Enterprises (MNEs) present spkcaizeasurement challenges for
national and balance of payments accounts. This ipart because MNEs are in the
business of maximizing their company-wide globateafax profits. They allocate
resources, price intra-company transactions, amidtdainsactions in a manner that is
designed to reduce their global tax burden. Assaltenational accounts measures based on
MNESs’ business records may not accurately refleet anderlying economic behavior of
the real economy in the countries where they opefidiis behavior is a significant problem
because of the growing size of MNE activities. Brar United States, for example, MNEs
account for nearly 30 percent of value added, @&@mercent of exports, and over 50
percent of imports (Chart 1).

Chart 1: MNE Shares in U.S. Production, Trade, andR&D, 2006
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2. As a result of these practices, gross domestiduyzt (GDP) may not always reflect
the actual location of the productive activitiesittlyive rise to it. However, because the
earnings of MNEs reflect income from foreign as Iwa$ domestic operations, gross
national income (GNI) is less likely to be affect&ar example, if a parent company in a
high tax country sets an artificially low price @8 exports of intermediate goods to an
affiliate in a lower-tax country and an artificialhigh price on its overseas affiliate’s
exports of final goods back to the parent, it \Wler exports, raise imports, and artificially
lower GDP in the higher-tax country (and artifityataise GDP in the low tax country).

However, the domestic investor's share in the addachings (including reinvested

earnings) attributed to the foreign affiliate irethow tax country will be included in the

GNI of the high tax country, offsetting some or @flthe reduction in GNI caused by the
reduction in earnings attributable to the parent.

3. Although the extent of this problem cannot becjsely measured, it may be
expected to be related to several of the factasdive rise to it. One of these is simply the
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extent of foreign direct investment, a type of isiveent that is more important for some
countries than others. Another is the significamfetransactions involving intellectual
property. As will be explained later, one sourcembfat could be viewed as a distortion is
the transfer of intellectual property products toefgn affiliates. Sending countries often
tend to be those with advanced technological céipabi and high taxes. Receiving
countries tend to be those with low taxes and majude both technologically advanced
countries (which can add value to the property) andntries with little technological
infrastructure.

[I. Statistical Treatment Recommended in Internatonal
Standards

4, Several different statistical guidebooks prowggedelines for statistics pertaining to
multinational companies. Current recommendationsneasuring flows of investment, the
related income, and the resulting investment pmsstiare contained in the International
Monetary Fund'sBalance of Payments and International Investmengittm Manual
sixth edition. These recommendations are consistéhtthose in theSystem of National
Accounts 2008Additional detail on recording direct investmemtd on linkages between
direct investment statistics and statistics onuhderlying operations of direct investment
enterprises are available in tt&CD Benchmark Definition of Foreign Direct Investrt
fourth edition. Finally, suggestions for economariables and analytical measures to be
used in describing and analyzing multinational cames and their effects are provided in
the OECD Handbook on Economic Globalisation Indicators

5. Probably the most significant features of ergstinternational statistical guidelines
as they relate to these issues are those pertditite residence of enterprises. Foreign
subsidiaries or other foreign affiliates of diréevestors are regarded as resident in their
respective countries of location rather than aslees in the countries of their parent direct
investors. This treatment is designed to place yrtion in the country in which it occurs.
However, artificial transfer pricing, use of coridated overseas billing locations, or other
intrafirm accounting practices can result in a figganent between the location where the
firm records its financial transactions and theattn of production.

6. The recognition of certain types of intellectpabperty as produced assets in SNA
2008 can also distort the measures of GDP betweenoenies where the property is
developed, and economies where the associatedtpaien registered. The SNA 2008
recommends that payments for use of patented ectathl property should be recorded as
service payments to the economy where the patestsegistered or otherwise legally
domiciled. To the extent that parent firms in high- countries transfer ownership of
intellectual property to affiliates in low-tax cduies it will lower service exports, raise
service imports and lower GDP in the high tax cdesf while raising the low- tax
countries’ exports, lowering their imports, andsiag their GDP. However, the relative
GNIs—which capture direct investors’ shares in thet earnings of their overseas
affiliates—will provide a more appropriate reflesti of the income generated by
production in each economy.

lll.  Measurement Problems and Proposals for Operabnal
Treatment

7. Two broad categories of measurement problemsdmeussed below. The first
relates to MNEs and the global allocation of incothe second, to MNEs and gaps in the
statistical system.
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A.

Multinational Companies and the Global Allocaton of Income

8. A growing number of large MNEs are transferrintgllectual property to foreign
affiliates (which when the affiliate is a specialrpose entity are called royalty and license
companies}. Often the transfer is to a country with lower takes than the country of the
parent, which is important in high tax countriestsas the United States. Between 1977
and 2007 the share of U.S. parent companies’ recéip the sale or use of intangible
assets and for royalties and license fees with-Haven” countries increased from 13
percent to 37 percent (Table 1).

Table 1
U.S. Multinational Companies’ Royalty and License Ee Receipts From,And Direct
Investment Position in, Foreign Affiliates*[Million s of dollars]

1977 1982 1989 2007
Receipts of royalties and license fees from
foreign affiliates:
All foreign affiliates 2,173 3,585 10,082 54,726
Foreign affiliates in tax haven countries 283 486 1,723 20,020
Tax haven share (percent) 13.0 13.6 171 36.6
U.S. direct investment position:
In all countries 145,990 207,752 381,781 3,162,021
In tax haven countries 27,879 45,819 87,069 18818,
Tax haven share (percent) 19.1 22.1 22.8 44 .4

*The countries designated as “tax havens” in caiesitng this table were obtained from a list
appearing in Martin A. Sullivan, "U.S. MultinatiosaMove Profits to Tax HavensTax Notes
(weekly newsletter of www.taxanalysts.com), Feby&r2004.

9. In the case of United States parents, theyithvereable to immediately write off the
expense of research and development for tax puspmsdén some cases, take a direct tax
credit. The parent can then sell the resultinglexteual property products to a subsidiary in
a low-tax country at a relatively low price, orrisfer them through a contract that charges
the subsidiary a relatively low royalty. The pareanable to lower its global tax burden by:
a) reducing its U.S. taxes during the developmenibp by booking expenses in the United
States, and b) by shifting the income from the prgpto a low-tax country, where it can be
shielded from U.S. taxes and used as a sourcenafding for the overseas operations of
the corporation. Since the stock price of a mulioral is based on its global net earnings,
such a reallocation of profits may benefit the MMEd its stockholders through asset
appreciation as well as through increases in cumamings (in the United States, as in
many countries, capital gains tax rates are lolwan income tax rates). Alternatively, the
MNE can defer taxes until they are repatriated. ¥vrethis repatriation occurs during a
tax “holiday” or not, deferral of taxes normallyisas the present discounted value and
stock price of an MNE.

10. MNEs can also reduce their global taxes throaghumber of other devices,
including interposing a finance or holding compaifjliate in a low-tax country between
themselves and their foreign operating affiliatts;icturing transfer prices between parents

For example, see Glenn R. Simpson, “Irish Subsydiets Microsoft Slash Taxes in United States
and Europe,Wall Street Journa{November 7, 2005).
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and their subsidiaries to shift net income towawntbsidiaries in lower cost countries;
establishing offshore factoring corporations in lax countries that bill and collect for the
parent’s worldwide sales; and inverting the corp@vnership structure, with an overseas
affiliate in a low-tax country becoming the pardfiat collects net income for the
multinational’s worldwide corporate structure.

11. The effect of all these practices is to lowerarded GDP in high-tax countries and
raise recorded GDP in lower tax countries relatovéhe actual levels of economic activity
occurring in those countries. Similar recordinguess are of course also present in the
affected components of the national accounts am@hba of payments accounts. Robert
Lipsey, a noted analyst of MNEs, has noted thas “@hility of firms to shift the location of
assets and profits by paper transactions intemée firm . . . makes the location of the
firms’ production ambiguous?”

12.  The challenges associated with these pradieekighlighted in the second panel of
Table 1, which shows the increasing share of Urfitiedles direct investment in “tax haven”
countries. Between 1977 and 2007, the share of WirSct investment in tax havens
increased from 19 percent to 44 percent.

13. Recently, analysts have called the investmignirds themselves into question. In
2006, Ricardo Hausmann and Federico Sturzeneggiedflarvard University Center for
International Development argued that estimatesdioéct investment derived from
company accounting records fail to take into actdbe value of a variety of intangible
assets that tend to be most abundant in multinatidinms? Proceeding from the
observation that the United States regularly runsuaplus on investment income
notwithstanding a sizable negative internationakegsiment position, they concluded that
sources of value must exist that were not beinly tdptured in the estimates. The most
important of these, in their view, was knowledgehe‘tnotion that Foreign Direct
Investments (FDI) abroad are a vehicle for the edisation of ideas, blueprints,
knowledge and that they are the vehicle for unactsal exports of services produced by
headquarters and used by affiliates around thedworl

14. Hausmann and Sturzenegger suggested that aiterninvestment estimates
capturing such unmeasured “Dark Matter” might benstaucted by capitalizing the
earnings generated by the investments. Howevere tiee little basis for selecting an
appropriate rate of return to use in the calcuhgtioasmuch as returns on direct investment
are affected by a wide variety of factors and miffiedmarkedly across countries and over
time. Short of trying to shadow price a wide rangfe MNEs rather unique internal
transactions at market prices, returns to intal@cproperty will always be difficult to
measure and some misallocation of GDP and valueehaddunavoidable.

15.  On the other hand, there are a number of wayshich statistical agencies can
improve reporting by MNEs. These measures incluepping up outreach to respondents,
through visits to MNE’s, communications, and cliadfion of instructions. In addition,

statistical offices can undertake cognitive workthvirespondents on survey design to
promote improved reporting. Examples of problerat thay be partly addressed through
such measures include problems many balance of gratgncompilers report in collecting

statistics on reinvested earnings, which are gaatraore general problem of obtaining data

Robert E. Lipsey, “Measuring International Tra&ervices,” innternational Trade in Services and
Intengibles in the Era of GlobalizatioMarshall Reinsdorf and Matthew J. Slaughter, €@kicago:
University of Chicago Press, 2009), p. 47.

Ricardo Hausmann and Federico Sturzenegger, @Balances or Bad Accounting? The Missing
Dark Matter in the Wealth of Nations,” Center fatdrnational Development at Harvard University
Working Paper 124, January 2006.
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on activities located wholly outside the countryon® respondents fail to distinguish
properly between the domestic and foreign partheffirm, which results in such errors as
counting as cross-border exports what are actdatgign affiliates’ sales in their host
countries. Such mistakes are understandable, 8iiNies often view themselves from the
perspective of their worldwide operations and plditde importance on national
boundaries. Nonetheless, they impair the accuré¢lyeoallocation of output and incomes
across countries and geographic regions.

16. However, by educating users on the importafisegarating and correctly reporting
cross-border sales from overseas sales througlgfowsgfiliates and other transactions
involving foreign affiliates, reporting by MNEs cabe made more consistent with
international guidelines. Such improved reportiran dhelp to better align national and
international accounts with the underlying pattesh production within and across
countries. (For an example of how one country rsslwutreach to companies, see “Case
Study of Ireland” at the end of this chapter.)

17. In the case of intellectual property, interoa#il standards have changed and
evolved. In the Sixth Edition of the Internationdonetary Fund’'s (IMF's) Balance of
Payments and International Investment Position Mar(BPM6), published in 2009,
research and development (R&D) is regarded as dupeal asset, and sales of patents are
recorded as trade in services. This treatmentvicllfsom the view, reflected in boBPM6

and the2008 SNAthat R&D should be brought within the productisoundary, and that
the results of R&D activity should be regarded ezdpced assets that can be traded like
any other commodity.

18.  Difficulties in the attribution of investmenn@ income also can occur when the
immediate owners of the investments differ from thémate owners at the top of the
ownership chain. To the extent that companies canvdll report the information, there is
significant value to reporting investments in MNBs an “ultimate beneficial owner”
(UBO) basis in addition to the immediate counterparty basisuneg for conventional
balance of payments accounts. In some cases, ffeeedices on the two bases are striking.
For example, on an immediate counterparty basisptiok value of the direct investment
position of Luxembourg in the United States was3hillion in 2008, but on a UBO basis,
it was much smaller—only $11 billion. For the MiddEast, in contrast, the position on an
immediate counterparty basis was $15 billion, butaoUBO basis, it was considerably
larger—$51 billion. These divergent patterns refkbe fact that many investments whose
ultimate origins are in other countries, such ase¢hin the Middle East, are routed through
countries of convenience such as Luxembourg.

19. The fourth edition of theOECD Benchmark Definition of Foreign Direct

Investmentreleased in 2008, has addressed the need tavfisiieestments to their ultimate

origins and destinations. It includes specific raotendations for identification of ultimate

investing countries. However, following investmeniswn ownership chains to ultimate
host countries has been placed on the researcliagéne to a variety of conceptual and
practical issues that could not be resolved intitine available. Included among them are
issues related to the fungibility of money and he fact that additional funding may be
added to those of the direct investor at eachitirtke ownership chain.
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Multinational companies and gaps in the statigtal system

Multinational Companies and the Measurement o6ross Domestic Product and Gross
National Income at Current Prices

Offshoring of Royalties and Licenses

20. In the previous section, we discussed the fear$ intellectual property to royalty
and license companies. Suppose that an intelleqiuaperty product (for example,
software) was developed in country A, which is dts® location of the parent corporation,
and that a wholly owned subsidiary royalty andri&e company is established in country B
to book revenue from license sales. The GDP of tguadeclines and the GDP of country
B increases, though because of 88 SN/As special treatment of earnings on foreign
direct investment, the GNI of countries A and Buldde unaffected by where the license
sales are booked. Economic theory suggests thaipeto ownership of the intellectual
property resides with the parent corporation. Theept corporation undertook the risks
associated with the development of the intellectpadperty product and is the final
beneficiary of the rewards from its use. If the mmoic ownership conceptually belongs in
country A, then the booking of the sales to theattyyand license company in country B
implies that GDP in country A is understated and®3Db country B is overstated.

Outsourcing and Offshoring of Intermediate Segsic

21.  The offshoring of intermediate services ha® akceived considerable attention.
There are two major measurement issues:

(a) How well do the data on trade in services aa&ptive imports of intermediate
services? Traditional services categories and saghfshmes may fall behind in their
ability to capture fast-changing services, anchdxtent that they are missed, imports may
be understated, causing GDP to be overstated;

(b) Many statistical offices use extrapolators & based on fixed ratios, for
example ratios of sales to value added. Rapid meméfmom in-house production of
services to domestic or foreign sources would céhussge ratios to change, implying bias in
the extrapolators of GDP. This problem can be atdie by regularly benchmarking the
national accounts to comprehensive and reliableceadata that, in particular, cover the
domestic and foreign suppliers of intermediate ises/

Misleading Transfer Prices

22.  As we have noted, MNEs may have incentivesatgeror lower transfer prices on
exports and imports moving to or from affiliatediges, though tax authorities will attempt
to enforce economically appropriate transfer pridesthe extent that MNEs are successful
in booking transfer prices that overstate or urtdégsthe true economic value of the
transaction, GDP will be misstated. Assuming the transfer prices are consistently
reflected in the company’s books, all three appgneado measuring GDP (the production
approach, expenditure approach, and income appreéltbe in error. However, because
of the SNA’s special treatment of reinvested eaywion foreign direct investment, GNI
should be less affected by (or, in the case of lytmined foreign affiliates, invariant to)
the use of incorrect or misleading transfer prifescause GNI reflects the offsetting
misstatement of income of the foreign subsidiaries)fortunately, statistical offices have
very little ability to adjust for erroneous transfgices. However, continuing efforts by tax
authorities to audit and align transfer prices witiarket prices hold the potential for
limiting and reducing the distortions due to tramgiricing.
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2. Multinational Companies, Offshoring, and the Unlerstatement of Real Gross
Domestic Product and Productivity

Non-comparable imports

23. When a domestic parent firm switches from a eltin supplier of inputs to a
foreign subsidiary supplying those inputs, the etiéhce in price between the suppliers
generally does not appear in the deflators thauaes for domestic and foreign prices in
the final expenditure approach or in the deflatfmns intermediate consumption in the
production approach. The reason that this diffezéngrice is not recorded is that for most
countries, prices are collected from sellers ratfhen purchasers, and the indexes for
domestic prices (PPIs) are compiled in a separate dollection from those for import
prices. An article by Michael Mandel in Business@largues that the failure to record the
price declines that occur with the switch to foregppliers causes the growth of real GDP
to be overstated during periods of increased outamy*

24.  Mandel suggests that the solution to the probdeuld be to modify the procedure
for compiling the import price index when new imggoappear by directly comparing the
price of the imported good to the domestic good thaeplaces. However, it may be
difficult to make a direct comparison of the costshe domestic versus the foreign made
goods (imports). If, for example, a golf club compawitches from a domestic supplier to
a foreign supplier it is likely to be at the endth& existing contract for the old model
“driver” and at the introduction of the new modBlow while to many the differences in
models appear cosmetic, to the many golfers thi@uveea new model will cure all their
problems, they are willing to pay a significantmiem for the new club. As a result, price
statisticians deem the older and newer models ‘omparable” and simply link the old
index to a new index for the imported good at thee level and then extrapolate forward
using period-to-period changes in the new impogedd’s price. To the extent that the
imported goods on a quality-adjusted basis are pgreaeal imports will be understated,
and real GDP and productivity will be overstated. dddition, import prices will be
overstated and overall inflation will be understate

25.  This import price problem is similar to the dliew goods” problem that occurs
whenever new generations of goods and serviceaae@arlier generations: how much of
the price difference represents the improved qualitincreased functionality of the new
good and how much is price?

26. One method used for computers is to observelrbye in the price of the previous

generation computer that is required to keep it petitive with the newer generation

computer. Presumably this difference is the valoesomers place on the improved
characteristics embodied in the new computer. AttBvely, where lots of data is available

on prices, sales, and characteristics of the goad there is with computers — the hedonic
regressions can separate out the value consunss ph the next generation computers’
characteristics from the pure price difference leetwthe models.

27.  Unfortunately, most imports are intermediatedpicts and there is little available
data with which to run hedonic regressions or campaarket prices of domestic and
foreign inputs. Indeed, the switch to foreign sigysl can occur quite quickly. In just a
three- year period, most golf-club drivers in theitedd States went from being supplied by
domestic suppliers to being supplied by Chinesgl&ns.

4 Michael Mandel, “The Real Cost of Offshoring,” Busss Week (June 18, 2007).
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28.  One indirect means of estimating the exterthefproblem is suggested by a study
by Feenstra and Reinsdérfn effect, they estimated the elasticity of demémdimports
and then measured the change in imports’ marketeshad used the two pieces of
information to “backout” the quality-adjusted pricifferential between imported and
domestically supplied goods. For the United Statesy found that real GDP growth was
overstated by 0.1 percentage points and produgtiyibwth, by 0.2 percentage points.
They also note that this problem of “new goods’eexis to virtually all goods and services.
In the United States, the switch to new goods awices currently is addressed via
hedonic techniques for about 20 percent of goodssanvices included in GDP. For the
other 80 percent, linking is often used, suggestiad the upward bias imparted to real
GDP by the overstatement of import prices and widegment of real imports (imports
account for about 17 percent of US GDP) is more thiiset by the overstatement of
domestic prices and the resulting understatemedbwiestically produced GDP.

29.  There are two possible solutions to this impoite bias. The first would use micro-
data research to estimate the price difference dmtwlomestic and foreign suppliers for
similar goods in order to develop bias adjustmémtsmport prices. The second, which is
being explored by the United States (US) Bureau abor Statistics and the Census
Bureau, is to develop a cost-based survey of domesiducers to supplement the existing
import-export survey of importers and exporters.

Recommendations for Future Work

30. The problems that have been discussed in thiepter may vary in their
responsiveness to additional work. Although som&hem may result in part from national
accounts conventions concerning the residence tefrgses, these conventions are well
established, and changing them likely would resuéiven greater problems than those that
have been identified above. Treatment of intellalctoroperty transactions, in contrast,
likely is an area where further study would be \wattile. Even if it does not result in
changes in the recommended treatment, it coulditréswa better understanding of the
conditions under which an economic transfer ofraalliectual property product should be
deemed to have occurred and of the values thatldhm ascribed to the transaction.
Likewise, additional work is needed in trackingdigmn direct investments to their ultimate
destinations, which would allow greater consistebetween the statistics on foreign direct
investment recorded in balance of payments accoant statistics on the related
operations in countries of ultimate destination.n@ged, this is an area that has been placed
on the Organisation for economic co-operation aenktbpment (OECD) research agenda
of issues on which further research is to be dafieviing the publication of the fourth
edition of the OECD Benchmark Definition of ForeiDirect Investment. Finally, the issue
of noncomparable imports and associating the pri¢geoducts that had been purchased
domestically with those of products that have beggube imported needs further work. In
the United States, this issue has been discussadhamber of seminars and conferences,
and work is ongoing at the U.S. Bureau of Laboti§ttas to develop new indexes that, if
put into use, should at least partially addressdee.

Robert Feenstra and Marshall Reinsdorf, “Effect§@imns of Trade Gains and Tariff Changes on the
Measurement of U.S. Productivity Growth,” paperserged at NBER International Trade and
Investment Program, March 28-29, 2008.
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Annex |

Case Study of Ireland — Multinationals and theirlmpact on
National Accounts and Balance of Payments Statissc

1. The Republic of Ireland is one of the most gligieal economies in the World. The
scale of openness of the economy can be gaugedable T. below which shows the
importance of international trade in the economy.

Table 1
International Trade 2008

Exports Imports
€bn %GDP £bn %GDP
Goods 81.3 44.2 55.0 30.0
Services 69.0 37.6 73.1 39.7
Total 150.3 81.8 128.1 69.7
2. The significance of MNEs in the Internationadde of Ireland can be seen if we

consider that the top ten foreign owned MNEs in@86count for €51bn of exports or 34%
of all exports of goods and services. These sane@ises accounted for imports of goods
and services of €42 bn.

3. The overall trend in the activities of MNEs nellnd relative to indigenous firms in
Industry from 1985 onwards can be gauged from Tatidelow. These activities have been
generally concentrated in Pharmaceuticals, Elerokngineering and Software
development.

Table 2
Output and Employment in Industry by Nationality of Owner

1985 1990 1995 2000 2005
Total employment - Irish owned 111,010 105,884 118, 132,666 110,473
Total employment - Foreign owned 76,289 88,293 a®B8, 122,978 107,330
Total Gross Output (€millions) 18,327 25,347 42,640 92,361 102,715
Percentage Gross Output - Irish Owned 50 45 35 22 8 1
Percentage Gross Output Foreign Owned 50 55 65 78 2 8

A. Consistency Unit

4. By the mid 1990s it was clear to the manageroeftentral statistical office (CSO)
that in order to counter the difficulties experiedcdn compiling the National Accounts,
CSO needed to establish a unit dedicated soletieating with the activities of the MNEs
operating in lIreland. This unit was called the Gstenicy Unit and was given the
responsibility of analysing all aspects of datarsifted to the CSO by MNEs and ensuring
the coherence and plausibility of the various stiatl and administrative returns used by
CSO in compiling our National Accounts and othdated statistics. This Unit is within
National Accounts but interacts with a large netvof statisticians working both in the
survey areas and with administrative records. THmimistrative records, which are
particularly important for Ireland, are the Corpara Tax files.

5. All of the data submitted to the Office by th@Imost significant MNEs is analysed
and checked to see if a coherent picture is emgrigom the data. Where this is not the

10
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case the MNE is contacted and visited if necesadyscuss their operations in some detalil
in order to resolve whatever the cause of the isistency might have been. The staff of
the Unit includes a Chartered Accountant who assistthese company visits and more
generally advises on accountancy matters relatiriget statistics being compiled.

6. There are some important features in the Irtakistical system that facilitate the
consistency analysis:

(@) The CSO publishes the merchandise trade and B&® (based on statistical
surveys) which means that, when adjustments arneirezt] they can be applied at the
most appropriate source;

(b) The CSO’s unique access to company accountiegrds held by the Revenue
Commissioners (tax authorities) allows a detailedhparison of the operating surplus
calculations for large companies with their protitga from the BOP source. This allows
for a reconciliation of operating surplus and priynencome outflows at a very detailed
level, so that GDP and GNI calculations for ‘cotesigy’ companies can be balanced,;

(c) The Consistency Unit brings together a widegeanf data for the top individual
exporters, including monthly turnovers, annual twers, purchases, stocks, imports,
exports, value added, service imports and exponts Balance of Payments profit
variables. A limited number of variables are conepagach quarter but the more detailed
examinations are only possible on an annual basie she detailed Structural Business
Survey results and tax accounts for each compangrdy available annually;

(d) The majority of the MNEs export all of theirtputs and also import most of their
raw materials. It is therefore possible to build aigoherent picture of each company,
comparing turnover with exports and purchases inigborts.

7. When dealing with the inter affiliate trade ofNHs difficulties can arise in respect

of estimating the market prices that apply to thieaasactions. However, in general the
approach followed by CSO in achieving consistescipifocus on the overall impact of the
MNE on the macro economic accounts of Ireland.dimg this Consistency Unit does not

in general adjust data to remove the impact ofsfieanpricing. Instead we ensure that the
value added generated in the economy by an MNHEt#owed through the profits earned

being attributed to the foreign parent. Therefdietteat remains in the economy are the
compensation of employees, tax paid and the vaher tocal linkages in the economy.

8. Adopting this approach reduces the possibilitgreating international asymmetries
as it is difficult to coordinate the adjustments K$ls in both exporting and importing
economies to the value of goods and services tigittrne subject to transfer pricing.

9. However, a major drawback of following this apgoeh is that productivity measures
based on GDP can be distorted and overstated. Qaoaisy, gross national income (GNI)
rather than GDP is a better indicator of nationellbeing in the case of Ireland. This is due
to the large share of GDP explained by profits (3eble 3 below), which although
generated in Ireland, accrue to the benefit ofifprearent corporations. These profits are
included in Irish GDP but are excluded from its GNI

Table 3
Transition from GDP to GNI

Period GDP Net Factor Income GNI
(€millions) from Rest of the World (Emillions) (E€millions)

2007 189,751 -28,507 161,244

2008 183,991 -27,231 156,760

11
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B.

Other MNE Activities

10. In addition to the corporations covered by @ensistency Unit, the impact of
MNEs on the Irish National Accounts also extendsctonpanies performing specific
activities that would formerly have been carried atl corporate headquarters. These
activities involve Captive and Agency Insuranceged&ury companies, Special Purpose
Vehicles, Shared Services, Call centres etc. Talilelow gives some idea of the scale of
some of these activities in Ireland in 2008.

Table 4
Financial and Other Services companies related to MEs

Type of Activity No of companies Balance Sheet Valfie
€millions

Treasury Companies — (Agency, Captive, 148 256,567

Standalone etc.)

Securitization Vehicles (SPVs, SPEs, Conduits 237 243,088

etc.)

Insurance companies - captive and agency 92 14,251

Leasing companies 39 36,106

Total 516 550,012

11. These activities are generally ancillary to th&in activity of the MNE. However,
the scale of some of the activities are quite $iggmt and pose a different challenge to that
addressed by the Consistency Unit. In these cagesres primarily making use of the
Balance of Payments survey responses. These questies have been customised for the
various activities being covered hence there idfardnt form for Insurance activities and
for Treasury activities etc. A detailed consultatiprocess with various industry groups
took place when these questionnaires were beingrosd Although the questionnaires
differ, the objective is to obtain a full preseitatof the quarterly or annual accounts with
a full geographical breakdown for all items fromttb&urrent Account (P&L) and Balance
sheet including stock/flow reconciliations. Thispapach meets both BOP and National
Accounts data requirements.

12. The challenge when dealing with these typesemtties is primarily one of
identification. We need to identify a reporting igntfor the firm because generally a
service provider such as an Accountancy Firm omari€ial Services company or even a
Legal company is charged with meeting the reportibligations of these companies, some
of whom have no separate physical presence indbeoeny. It follows therefore that they
could very easily continue to operate without badentified by the NSI.

13. Through regular register inquiries and alsongisstock exchange listings (for
securitization companies) together with the usdndiustry Associations many of these
types of companies have been identified but treedways the danger that some very small
entities engaged in large transactions are beisgedi

The value of Balance Sheet Assets is similahab of liabilities for these types of Financial Wk
and Stocks because both the financing (liabiliteginate from abroad and the investments (assets)
are generally placed outside Ireland.



