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Commentson the Annotated Outline for the Revision of the
Balance of Payments Manual, fifth edition

I ntroduction

Altogether 33 countries have provided written comments on the Annotated Outline. Out of
these 33 countries, comments from 24 countries were on the find Annotated Outline that was
digributed in April 2004 and comments from nine countries were on the Draft Annotated
Outline that was digtributed in September 2003 to the members of the IMF Committee on
Bdance of Payments Statistics (Committee). Various internationa organizations and task
forces/groups aso provided comments on the final and/or draft Annotated Outline.

The table under each question/issue provides a summary of responses from countries
received by the IMF as of September 26, 2004 (from 33 countries). Paragraph/s below the
table summarize the views of internationa organizations and inter-agency task forces on the
question/issue received by the IMF during the both rounds of consultation mentioned above.

The Annotated Outline has been or is being trandated into Arabic, Chinese, French, Russian,
and Spanish. The trandated versons are or will be posted on the IMF swebsite asthey
become available and are or will be sent to relevant countries seeking comments within three
months of dispaich. Therefore, IMF expects that further comments will be received from the
digtribution of the Annotated Outline in languages other than English. These comments will

be used in the further discussion of issues and in the drafting of the new manud.



List of issuesrequiring review/decision by the Committee

Severd issues have been or will be discussed at various TEGs. The summary of comments
presented in this document indicates whether an issue/question raised in the Annotated
Outline was or will be discussed in the TEGs. The Annotated Outline comments on these
issueswill need to be discussed dong with the discussion of the outcome/issues papers of the
TEGs. Among the other issues/questions raised in the Annotated Outline that were not or will
not be discussed in various TEGs, the IMF gtaff suggest that the Committee review the
following issues

1 Paragraph 1.14: Which chapter order is preferred?

2. Paragraph 2.15: Should a particular place for net errors and omissions be specified? If
50, which location is preferred?

3. Paragraph 3.22: Which recording bassis preferred for financid derivatives where
transactions occur in both directions and it may not be feasible to distinguish between
assets and liabilities—(i) net changes separately for transactionsin assetsand in
lighilities) or (ii) net changes of al transactionsin both assats and ligbilities? Or
should both be allowed?

4, Paragraph 4.3: Should economic territory be defined in terms of economic control?

5. Paragraph 4.24: Isthe proposed treatment for long-term leases of land suitable? If so,
what isthe definition of “long-term”? Isit one year, asin other cases or something
longer?

6. Paragraph 9.6: Should separate balances be shown for each of goods and services?

Because these items have not been scheduled for discussion at the October 2004 meeting of
the Committee, the IMF staff will follow up with an e-mail request to Committee membersto
provide their views on each of these issues. The gaff will summarize the results and report to
the Committee on the outcome of the review.



List of issuesrelated to TEGs outcome/issues papersto be discussed at the 2004 meeting

of the Committee

TEG Issues Number

TEG Issues Number

Annotated Outline

Paragraph/s
BOPTEG # 2 Guarantees 3.11(g)
BOPTEG # 3 Debt Arrears 3.11 (h)
BOPTEG # 4 Loan vaudtion 3.17 (a), 3.17 (e)-(f), 6.16 (b)
BOPTEG #5 and Branches 4.15
DITEG# 10
BOPTEG # 6 Multiterritory enterprises 4.8,
BOPTEG # 7 Indtitutional sectors 4.28 (i) - (i), 4.31(a) - (¢),
BOPTEG # 8 Residence of households 4.39 (i) - (iii)
BOPTEG # 9/10 and SPEs 4.22 (b) - (e), 4.30 (), 4.30 (h),
DITEG#9 4.45 (b)
BOPTEG # 14B Goods for processing 9.15, 9.16
BOPTEG # 14A Re-exports and goods in trangit 9.12,9.17
BOPTEG # 17 Classfication of services 9.34, 9.36, 9.43, 9.58
BOPTEG # 18 and Reinvested earnings 5.20, 10.42, 10.44
DITEG #5A/5B
BOPTEG # 20 Interest on debt securities 10.24, 10.25
DITEG# 1A and 1B Vaduation of direct investment 3.17 ()
equity and branches
DITEG#2 Ten percent threshold 5.13
DITEG#3 Fully consolidated system 5.16
DITEG#6and 19 Bringing together dl direct Annex

investment transactions and
positions




General commentsreceived on the Annotated Outline

Additiond items are difficult to implement with an ITRS, so should only be adopted
in the new manua when there are very strong reasons.

Consgtency with IAS and SNA isavery high priority mentioned by severd
commentators. (Consistency includes reducing differences that occur between BPM5
and the 1993 SNA; aswell as keeping up with the current round of changesto the
SNA). Identica text should be used on common issues such as the definition of an
inditutiona unit.

BOP should not smply be the rest of the world account of the SNA.
Backtracking on decisons made for BPM5 should be avoided.

BPM6 might state that BOP and statistics of international merchandise trade are
compiled to address different needs and, therefore, will continue to have conceptud
differences. In our view, revision of the BPM5 should be taken as an opportunity to
minimize differences between baance of payments and IMTS. Differences which
cannot be eiminated should be identified and dlearly presented in an Annex to the
future BPM6. UNSD is ready to cooperate with the IMF on the matter.

Of interest and concern here are the links to existing product classifications, which
aso undergo revisons a thistime. The goa should be that these revisons result in
comparable classfications and definitions. Thisinvolves the relationships of HS,
CPC and EBOPS in addition to the BPM5 classfication.



Chapter 1. Introduction

Paragraph 1.3: What title should be proposed for the new manual ?

Tota responses 20
IASM 200x 7
EASM 200x 7
BOPIIPSM 200x 0
Other 6 BPM International Accounts (1).

System of International Accounts (1).

Manud for BOP and Other International Accounts Statistics
(1)

IAM: BPM6 (1).

|AM or EAM, omit “datigics’ from title (1).

Omit “payments’ from subtitle ().

Paragraph 1.5: Should these objectives be amended? Should others be added?

Tota responses 9

Yes 3 Note that some proposds will not facilitate but in fact
complicate compilation (1).
Specify other datistical standards (1)
Add enable consistency between dissemination practices and
internationa standards (1).
Give much more weight to consstency with IAS (1).

No 6

Paragraph 1.8: (i) Are these objectives suitable? (ii) Are there any other objectives or
examples that should be mentioned?

Tota responses 8

Yes 6

No 2 Include Manual on Globalization Indicatorsin (g).
Deete (i).
Explore country practices.

Paragraph 1.14. Which chapter order is preferred?
(To be discussed by the Committee in October 2004)

Tota responses 21
AO proposal 10
1993 SNA order 10
Other 1 | Move chapter on uses to front.




Paragraph 1.21: Should anything more be said on the balance between international
standards and adaptation to particular circumstances? If so what?

Tota responses 4
Yes 2 | Avoid being too prescriptive.
Use supplementary items and encouraged breakdowns to reserve
adaptability to each country’ s circumstances.
No 2

Paragraph 1.27: Should guidance on the compilation of metadata be dealt with in this manual
or in a companion document that could be placed on the web and updated more frequently?

Tota responses 15

Yes 3

No 11 | Companion document.

Other 1| SDDS summary does not belong.
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Chapter 2. Overview of International Accounts

Paragraph 2.15: Should a particular place for net errors and omissions be specified? If so,
which location is preferred?
(To be discussed by the Committee in October 2004)

Tota responses 15
Yes 12 | After financid account (8).
Before reserves (3).
After basic baance (2).
No 2 | Specified location unnecessary if footnote to state that derived
resdudly.
Other 1| If specified, should be after financia account.
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Chapter 3. Accounting Principles

Paragraph 3.3: Should changesin financial claims and liabilities owing to the change in
residence of individuals be treated as other changes in volume of assets?
(To be discussed by the Committee in June 2005)

Tota responses 17
Yes 16 One concern was will these data be excluded from BOP?
No 1 Important for developing countries. An dternative would be to

include net worth of migrants in balance sheets as memo
items,

OECD and BIS are in favor of the proposdl.

Paragraph 3.7: Should the notions of changes in assets and changesin liabilities be adopted

in the financial account and other changesin financial assets and liabilities account?
(To be discussed by the Committee in October 2004)

Tota responses 18
Yes 14 But, it will lead to revisons of time series on BOP financid
account and to software modifications.
No 3 Divergent views. For users the new proposd is better. From a
practical sde, better not to change.
Detailed discussion is needed.
Other 1 AsBOPisaflow concept, the proposal could have implications

on BOP concept.

OECD and BIS are in favor of the proposa. ECB noted that athough the current sign
convention is not consistent with euro area BOP it iswilling to study consequences of the

proposal.

Paragraph 3.10: |s the proposed use of “ change of economic ownership” appropriate?
(To be discussed by the Committee in October 2004)

Tota responses 15

Yes 14

No

Other 1 Interesting proposa and would like to see it further explored.

OECD, BIS, and ECB arein favor of the proposa.
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Paragraph 3.11 (g): Is the treatment of invocation of a loan guarantee suitable?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004))

Total responses 1

Yes 10

No

Other 1 Define in the new manud.

ECB isin favor of the proposal.

Paragraph 3.11 (g): How should flows between the original debtor and creditor and between
the original debtor and guarantor be treated when a guarantee is activated? How should
flows between a debtor and creditor be treated when collateral is called by the creditor?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Total responses

6

The extinguishing and creating of anew liability should be
recorded as other changes in the volume of assets. One unit has
adrop in liabilities and another has an increase in ligbilities
with no related changes in other assets or lidbilities. If they are
recorded as transactions, there would need to be an imputed
transfer to offset the transaction (1).

Capital transfers except when additiond information indicating
other trestment (1).

All flows as other changes (2).

Based on contractua agreements among parties. Capita transfer
if no claims on debtor or debtor liquidated (1).

Capitd transfer(1).

Paragraph 3.11 (h): Which time of recording principleis appropriate for recording
repayments of debts?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 16
Accrud 15
Due-for-payment | 1 With the view to keeping the exceptiond financing

presentation, due for payment basis should be applied.

BIS prefers accrua basis with memo items for arrears under each instrument. ECB indicated
that accrua basis introduces incongstency with Externa Debt Guide and noted that the guide
may need to be updated when the new manua will be adopted.




- 13-

Paragraph 3.11 (h): Do we need subheadings or memorandum itemson all arrearsor
selected arrears or just on arrearsfor exceptional financing items?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 12

Memo items 6 Two responses favor memo on any items, two on exceptiona
financing, one on selected items.

Supplementary 3 On sdlected items depending on country Stuations.

Subheadings 3

under relevant

ingruments

Paragraph 3.14: (i) To what extent should the adjustments be encouraged? (ii) Would it be
appropriate to acknowl edge difficulties in practice and recommend that all important cases

be covered?
Tota responses 8
Limited 5 Only inrare and clearly defined circumstances.
adjustments When factors affecting the differences are wdl identified and
contribution of each factor is known.
Recognize implementation difficulties
Adjustmentsfor 1 Market price the only basis. Compilation guide to ded with
any deviation specific problems.
Other 2 Leave to the judgments of compilers. Manud to provide

guiddines for specific cases.
All important cases should be covered.

ECB noted that the manua should define the right concepts and practicd difficulties should
be addressed in a compilation guide. BIS agrees with acknowledging practicd difficulties
and covering dl important cases.
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Paragraph 3.17 (a): For loans other than traded loans, (i) Should either nominal value or fair
value be adopted, and should the valuation not adopted be considered as a memorandum
itemor a supplementary item?(ii) If fair value is adopted, should it be used for both creditors
and debtors or only for creditors? Or (iii) should a decision be postponed until devel opments
in international accounting standards are clear?

(Discussed dectronicaly in BOPTEG and to be discussed by the Committee in October

2004)

Tota responses 13

Nomind vdue 3 Clarify the treetment of bad debt and provisons and consider
consstency with the IAS proposal.

Fair vdue 3 Nomina vaue should be considered as amemo item. If fair vaue

IS to be adopted, it should be used for both debtor and creditor.
Postpone until 7 Conceptudly, market/fair vaue for both creditors and debtors.
IASisclear

Paragraph 3.17 (c): I's the measurement of net equity of branches appropriate?
(Discussed in DITEG to be discussed by the Committee in October 2004)

Tota responses 12

Yes 12 "Net asset value' should be used to reflect the vaue of abranch
rather than "net equity”.

Clarify whether only debt to other parties or also debt to direct
investors are to be included?

No

Other

ECB noted that the vauation principles for FDI equity should be clearly stated, with specid
emphass on non-quoted shares. The notion of book values should be clearly defined and
digtinguished from “higtorica prices’.




-15-

Paragraph 3.17 (e): For stocks of loans that are traded but not sufficiently to be reclassified
as securities, which treatment is suitable—(i) nominal values for both creditor and debtors,
or (ii) market/fair value for both, or (iii) asin BPM5?

(To be discussed by the Committee in October 2004)

Tota responses 10

Nomind vaues 1 Favor nomind vaue for nontraded loans and againgt memo or
supplementary information for dternative vauation due to
collection burden.

Fair vaues 5 To be consstent with transactions.
Emphasize that the principle of market values gppliesin al cases.

Asin BPM5 1

Other 3 Generdly, both vaues for stocks are needed. For nontraded, fair
vaue only for creditor.

Should depend on 1AS, but symmetric treatment preferred.

Discussin thelight of IAS outcome.

BIS prefers the BPM5 treatment.

ECB noted that the concept of tradability should be further clarified by choosing between
ether anarrow definition (encompassing only trading in organized markets) or a broader

one. In any case, no room for misinterpretations should be left open asit would clearly create
aserious risk of asymmetries (this comment gpplies to the different parts of the DAO deding
with the concept of tradability and recommending the classification of some equity and debt
securities under other investment).

Paragraph 3.17 (f): For deposits and accounts payable/receivable (i) Should either nominal
value or fair value be adopted, and should the valuation not adopted be considered as a
memorandum item or a supplementary item?(ii) If fair value is adopted, should it be used for
both creditors and debtors or only for creditors? Or (iii) should a decision be postponed

until developments in international accounting standards are clear?

(To be discussed by the Committee in October 2004)

Tota responses 11
Nomind vdue 2 Show impaired deposits as memorandum item.
Postponed until IASisclear.

Fair vdue 2 - Fair vauefor both debtor and creditor. Nomina as
memorandum items.

Postpone until 6 Conceptudly, market/fair vaue for both creditors and debtors.

IASisclear

Other 1 Generdly, both values for stocks are needed. For nontraded, fair
vaue only for creditor.

BIS prefers market pricesin case of assats.
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Paragraph 3.20: Is the proposed treatment of income on rever se investment where direct
investment enterprise owns less than 10 percent suitable?
(To be discussed in DITEG in December 2004)

Tota responses 11

Yes 11

No

Paragraph 3.22: Which recording basisis preferred for financial derivatives where
transactions occur in both directions and it may not be feasible to distinguish between assets
and liabilities—(i) net changes separately for transactions in assets and in liabilities) or (ii)
net changes of all transactions in both assets and liabilities? Or should both be allowed?

Total responses 11

Net changesfor 4
assetsand
ligbilities

Separately

Netting assets 5 To enhance internationa comparison, either one of the recording
with ligbilities basis should be adopted.

Both 1

Other 1 Ingtruments involving transactions in both directions (swaps)
should be recorded on a net basis. For others for which assets

and ligbilities are distinguished, netting assats againgt
ligbilities is not necessary.

ECB noted that a clear distinction between assets and liabilities may not be feasble in the
case of some instruments, such as banks' nostro/vostro accounts or some financia derivative
ingruments.
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Chapter 4. Economic Territory, Units, Institutional Sectors, and Residence

Paragraph 4.3: Should economic territory be defined in terms of economic control?

Total responses 10
Yes 8
No 0
Other 2 | Should not refer to free circulation;
Provide guidance on units located permanently in internationd
waters
Should refer to definition of territory for purposes of IMF
membership.

Paragraph 4.4: |s a suitable way to deal with rebel-held areas be for compilersto make their
own decisions and specify them in metadata?

Tota responses 8

Yes 6

No 1 | Drop issue as being unmanagesble
Other 1 | Emphasize data symmetry

OECD suggested quantifying the issue.

Paragraph 4.8: 1s the use of splitting for zones of joint sovereignty that do not have their own
b.o.p. data suitable?

Tota responses 9

Yes 7 | Elaborate more on methods

Other 2 | Avoid being too prescriptive
Give more detailed discusson

Paragraph 4.15: Are these principles for the identification of branches suitable?
(Discussed in BOPTEG and DITEG and to be discussed by the Committee in October 2004)

Tota responses 10

Yes 8

No 1 | Should be defined more precisely
Other 1 | Avoid being too prescriptive
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Paragraph 4.22(a): Are the proposed treatments for unincor porated entities suitable?
(To be discussed by the Committee in October 2004)

Total responses

Yes

8
8

Paragraph 4.22(b): |s the proposed treatment for holding cor porations suitable?
(Discussed in BOPTEG and DITEG and to be discussed by the Committee in October 2004)

Tota responses 10
Yes 10
Other 1 | Can adopt own definition as supplementary information

Paragraph 4.22(c): 1s the proposed treatment for ancillary companies suitable?
(Discussed in BOPTEG and DITEG and to be discussed by the Committee in October 2004)

Tota responses 9
Yes 8
Other 1 No position taken.

Paragraph 4.22(d): |s the proposed treatment for special purpose vehicles used for fund-

raising suitable?

Tota responses 9

Yes 7

Other 2 No position taken.
Need to define SPE

Paragraph 4.22(e): |s the proposed treatment of wealth management entities suitable?

Tota responses

7

Yes

7

Paragraph 4.22(f): |s the proposed treatment for assets held by nominees suitable?

Tota responses

7

Yes

7
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Paragraph 4.24: | s the proposed treatment for long-term leases of land suitable? If so, what is
the definition of “ long-term” ? Is it one year, asin other cases or something longer?

Total responses 12

Yes 11 | 1year (4); 3years(1); 3-5years(1); 30-50 years (1); long, at
country’s discretion (1).

Other 1| If yes longer than 1 year.

Paragraph 4.26: |s the proposed treatment for other nonfinancial nonproduced assets
suitable?

Tota responses 7

Yes 7

Paragraph 4.28(i): |s the enhancement of compatibility with the SNA/MFSM suitable?
(To be discussed in BOPTEG in December 2004.)

Tota responses 13

Yes 13

Paragraph 4.28(i): Which option is preferred?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 12
4.1A 7
4.1B 6

Paragraph 4.28(ii): Is the MFSM approach to the selective use of a monetary authorities
sector suitable?

Tota responses

oo oo

Yes
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Paragraph 4.30(e): Would it be preferable to treat all holding companies as financial
intermediaries? Or only those in different territories from the other members of the group?
Or should the sector be determined from other members of the group?

(Discussed in BOPTEG and DITEG.)

Totd responses

7

All holding
companies are
financid

3

Holding
companiesin
different territory
arefinancd

Holding
companies
classified from
group

Other

Holding companies classfied from members of group in same
territory.

Paragraph 4.30(h): Would it be preferable to treat ancillary companies according to the
predominant sector of the company or companies served?
(To be discussed in BOPTEG in December 2004)

Tota responses 2
Yes 1
Other 1| According to ancillary’s own activities.

Paragraph 4.31(a): Should mutual funds and related entities be shown as a separate

subsector?

Tota responses 8

Yes 4 | Congder splitting out smdl-scae (hedge funds) and public
(mutud funds) (1).

No 4

Other 1| Supplementary item (1).

Paragraph 4.31(b): Should asset-holding entities be recognized as a separate sector or

subsector?

Tota responses 8

Yes 4 | Separate sector (1).

No 4 | Supplementary item (1).
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Paragraph 4.31(c): Should holding companies be recognized as a separate sector or
subsector?

Totd responses

Yes

No

(W] h~|00

Other Include as “of which” item.

Paragraph 4.39: (i) Is the extension of the one year or more guideline to students supported?

Tota responses

9
Yes 6
No 3

Eurostat opposed the application of the one-year guiddine to students.

Paragraph 4.39: (ii) Is the extension of the one year or more guideline to patients supported?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses

9
Yes 6
No 3

Paragraph 4.39: (ii) Isthe extension of the one year or more guideline to ship’s crew
supported?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 9
Yes 4
No 5

Paragraph 4.39: (iii) Is any change needed for nonper manent workers?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 7

Yes 1

No 5

Other 1 | Clarify case of repeated contracts where workers go home once a
year.
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Paragraph 4.45(b): (i) Is this approach to enterprises with little or no physical presence

suitable?

(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 7
Yes 6
No 1| Giveindicative criteriarather than prescriptive rules.

Paragraph 4.45(b): (ii) Is any further specification necessary for societas europaea?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 4

Yes 2 | Needs more investigation.

No 1

Other 1 | Countries with societas europaea should cease compiling nationd

BOP.

OECD said that examples should be provided.

Paragraph 4.49: |s the treatment of government offshore corporations suitable?

Tota responses

7

Yes

7

Paragraph 4.51: What treatment should be adopted for the central banking functionsin a

currency union?

(Discussed in CUTEG.)

Tota responses 7

International

organization 4

Other 3 | Maintain exiging treatment (2); issueisirrdevant (1).

Paragraph 4.56: |s the proposed treatment assets and liabilities held by groups that include
both residents and nonresidents suitable?

Tota responses 8

Convention of

economy of 4

origin

Solit 1

Other 3 | Practicd difficultiesin usng convention (2).
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Paragraph 4.57: (i) Should there be a standard requirement for partner data?

Tota responses 13
Yes 6
No 7

Eurostat supported a requirement, while the OECD stated that such data should be
encouraged items.

Paragraph 4.57: (ii) If so, should it be in general or for any particular components?

Tota responses 5
Generd terms 1
Spexific 4
components

Eurostat supported that the items should be specified.

Paragraph 4.58(e): Is this recognition of the ultimate beneficial owner and/or ultimate
destination suitable?

Tota responses 13
Yes 11
Other 2 | Practicd difficulties noted.

Paragraph 4.58(f): Should the CPISG2 treatment be reviewed, to be more consistent with
data availability and to be consistent with other cases where legal formisadopted in
preference to underlying economic reality?

Tota responses 6

Yes 6

Appendix Quegtion 1: Is this proposal suitable for a supplementary presentation for
nonpermanent workers and their accompanying dependents?
(Discussed by the TFSITS and the UN Subgroup on Mode 4.)

Tota responses 8
Yes 8

The UN urged that the objective in para 2.22 be restated in this discussion. The OECD urged
that pensions a so be discussed.




- 24-

Appendix Question 2: Is the proposed definition for nonpermanent residents suitable?

Tota responses 7

Yes 7

Some specific other comments on Chapter 4

The new manua should aso discuss economic activity dassfication.




-25-

Chapter 5. Classifications

Paragraph 5.5: I's the debt/equity/other split suitable?
(To be discussed in BOPTEG in December 2004)

Tota responses 8
Yes 7
No 1| No “other” category; divide “debt” into “borrowing” and “ other”.

OECD opposed because it consdered that equity in insurance reserves and pension funds
should be classified as debt.

Paragraph 5.7(e): Should more detail on collective investment schemes be included? (i) If so,
how much detail ? (iii) Should they be standard or supplementary items?
(To be discussed in BOPTEG in December 2004)

Tota responses 12
Y es—standard 3 | Some countries aready compile.
Separate hedge funds from other collective investment.
Yes— 8 | Include components for type of asset covered (shares, red estate,
supplementary etc.).
No 1

Paragraph 5.7(g): Is the proposed treatment of employee stock options [in the instrument
classification] suitable?
(To be discussed in BOPTEG in December 2004)

Total responses 10

Yes 7 | Explan difference between financia derivatives and employee
stock options.
Elaborate.

Should be supplementary item.

No 3 | Employee stock options are financid derivatives.
Employee stock options not important enough to be category in
their own right.

OECD opposed the incluson of employee stock optionsin thetitle. The UN thought this
question should not be discussed by BOP compilers because the AEG has already decided
the issue,
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Paragraph 5.7(h): (i) Isan additional split of financial derivatives desirable? (ii) If so, how
much detail? (iii) If so, as standard or supplementary items?
(To be discussed in BOPTEG in December 2004)

Tota responses 10

Y es—standard 0

Yes— 8

supplementary

No 2 | Prefer risk categories.

Paragraph 5.7(i): (i) Isthis proposal suitable? (ii) Should data be limited to liability positions
data, or should the possibility be opened for asset positions? (iii) Should arrears,
nonperforming loans, both, or a mixture be adopted? (iv) How should the category be
defined?

(To be discussed in BOPTEG in December 2004)

Tota responses 9
Y es—standard 1
Yes— 7 | For assetsonly (1).
supplementary For both assets and ligbilities (1).
For lighilities (2).
Entitle“Arrearsand NPLS’ (1).
Define arrears asin Debt Guide; NPLs should not be included in
item, but shown as a memorandum item.
Other 1

Paragraph 5.7(j): Should financial gold be treated as a financial asset?
(To be discussed in BOPTEG in December 2004)

Total responses 8
Yes 5
No 3

Paragraph 5.7(k): Should an optional category for trade-related credit be created?
(To be discussed in BOPTEG in December 2004)

Tota responses

9
Yes 6
No 3| Include trade-related credit in trade credit.
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Paragraph 5.13: Should the 10 percent threshold [for direct investment] be changed to 20 or
50 percent?
(To bediscussed in DITEG in December 2004)

Tota responses 13

10% 6.5 | Voting power basis only, not ordinary shares (1).
Emphasize voting power rather than ownership (1).

20% 6.5

Paragraph 5.16: Which of the definitions specified above {direct, FCS, USM, 10/50) should
be adopted?
(Discussed in DITEG and to be discussed by the Committee in October 2004))

Tota responses 10

FCS 4 | Conceptud preference, but 10/50 alowed in practice (1).
Conceptud preference, but 10/50 or USM alowed in practice (1).

10/50 6| - Ownership or voting power (1).

Paragraph 5.20: Should the discontinuity between rever se investment above and below the
threshold be considered?
(To be discussed further in DITEG in December 2004)

Tota responses 4
Yes 2 (No specific proposas for change)
No 2

Paragraph 5.22: Is this treatment [ of reverse investment] suitable?
(Discussed in DITEG.)

Tota responses 6

Yes 6

Paragraph 5.27(a): (i) Should this exception [to transactions between unitsin a direct
investment relationship] be extended to [ permanent] debt? (ii) Alternatively, should
“ permanent debt” be defined further, and if so, how?

(Discussed in DITEG.)

Total responses

Yes

RIIES

No




- 28-

Paragraph 5.27(b): (i) How should debt between SPEs that have the primary function of
financial intermediation and affiliated nonfinancial enterprises be classified? (ii) What is
the meaning of “ SPEs that undertake financial intermediation” ?

(Discussed in DITEG.)

Tota responses 2
Direct invesment 1
Other investment 1

Paragraph 5.27(c): Is this treatment [ of insurance technical reserves as other investment]
applicable to captive insurance [i.e., when the insurer and the policyholder arein a
direct investment relationship] ?

Tota responses 2
Y es, other 2
investment

Paragraph 5.28: (i) Should debt in direct investment be broken down (a) between long- term
and short-term components, and (b) into the underlying instruments to permit reconciliation
with the 1993 SNA financial account and balance sheets? (ii) Are the concerns about the
“arbitrary” nature of these debts appropriate?

Tota responses 9
Yes 5 Supplementary only (1).
No 4 Supplementary only ().

Paragraph 5.31(a): Should kind of activity be discussed as a supplementary item?

Tota responses 8
Yes 7 Should discuss difficulties.
No 1

Paragraph 5.31(b): (i) Should there be an additional breakdown in the standard BOP
components that identifies mergers and acquisitions as a subset of direct investment?
Alternatively, should the breakdown be a supplementary item? (ii) If so, what definition

should be adopted?

Total responses 7

Y es, standard 2

component

Yes, 5 Should coordinate with OECD (1).
Supplementary Should use dfinition in BD (2).
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Paragraph 5.32: Should portfolio investment be defined by instrument or by tradability?
(To be discussed in BOPTEG in December 2004)

Tota responses 13
I nstrument 7
Tradability 6

Paragraph 5.34(b): Should debt securities that previously traded but no longer do so be
treated as portfolio investment or other investment?
(To be discussed in BOPTEG in December 2004)

Tota responses 9
Remain portfolio 7
invesment

Reclassfy 2

Paragraph 5.37: s this treatment acceptable? Or should all transactions be reported gross?

Tota responses

Yes

No

9
7
2

Paragraph 5.39: Is this classification [ of payments made under a financial derivative contract
before net settlement] suitable?

Tota responses 9
Yes 6 Elaborate the rationae for this treatment (1).
No 3 Should be other investment-other(1).

Should follow IFRY(1).

Paragraph 5.40: Is this treatment [ of upfront payment is made when OTC swaps are entered

into] suitable?

Tota responses 8

Yes 5 | Elaborate the rationae for this treatment (1).
No 3 | Should be other investment-other (1).

Should be service (1).

Paragraph 5.41.: Is this treatment [ of changes in value of swaps that occur merely through the

passage of time] suitable?

Tota responses

Yes

9
9
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Paragraph 5.42: Is this treatment [ of premium payments under credit default swap payments|
suitable?

Total responses 7
Yes 5 Elaborate the rationae for this treatment (1).
No 2| - Not atransaction (1).

Should be service (1).

Paragraph 5.45(a): Should the requirements for a tradable loan to become a security include
that the debtor is not legally prevented from buying back the debt, which is necessary to
ensure that the market value is also relevant to the debtor?

(To be discussed in BOPTEG in December 2004)

Tota responses 9

Yes 6 Elaborate the rationae for this treatment (1).
No 2

Other 1 Transferable rather than tradable (1).

Paragraph 5.46: (i) Isthis change [removal of “ and/or for other purposes’ fromthe
definition] acceptable?

Total responses 11
Yes 9
No 2

Paragraph 5.48: Are the proposed treatments of financial derivatives and other claims[in
reserve assets| acceptable?

Tota responses 10
Yes 8| - Supplementary item only.
No 2

Paragraph 5.51: (i) Isthe change to exclude assets under repurchase agreements acceptable?

Tota responses 7
Yes 5
No 2

Paragraph 5.54(b): (ii) Should assets owned by other agencies but under the effective control
of the monetary authorities be shown as a separate component of reserves and/or should
those assets be not recorded as the assets of the owner to avoid double counting?
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Tota responses 6
Record as 3
reserves only

Record as

owner’s assets 2
only

Other 1

Paragraph 5.55: Should pooled assets be able to be included as reserve assets?

Tota responses

Yes

1)

No

5
2
3

Paragraph 5.59: (i) Isit possible to devel op objective criteria for the identification of
reserves? (ii) If so, what are those criteria?

Total responses 4

Yes 2 Avalability (direct ownership by monetary authorities or
indirect ownership through effective control) and potentid to
generate internationd liquidity (1).
Specify insruments; see Eurosystem Report (1).

No 2

Paragraph 5.63: Should an additional category for more than one to two years be

considered?

Tota responses 12

Yes 5 Supplementary only (2).

No 7

Paragraph 5.64: Is this approach [to residual and original maturity] suitable?

Total responses 12

Yes 9 Additiond item supplementary only (2).
Elaborate the rationade for this trestment (1).

No 3 Adopt resdua maturity (1).

Paragraph 5.70: (i) Should a foreign currency/domestic currency split for external debt be a
standard or supplementary item?
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Tota responses 13
Standard 5
Supplementary 8

Paragraph 5.70: (ii) Should a [foreign currency/domestic currency split] be encouraged for
assets aswell?

Tota responses 7
Supplementary 6
No 1

Other general comments on Chapter 5

The integration of SNA and BPM instruments classfications is strongly supported.

Financid derivatives should not be afunctiona category, only an ingrument
category.

Shares should be classified into quoted and unquoted, asin the 1993 SNA.
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Chapter 6. International Investment Position

Paragraph 6.3: Does this proposal have the right balance between recognition of the issue
and avoidance of specific standards? (defining the assets boundary asin the 1993 SNA and
encouraging compilersto congder providing information on a supplementary basis where
contingent obligations are identified as being economicaly sgnificant.)

Total responses 8

Yes 7

Other 1 Need further review. Significant to whom and for what purposes?

BISisin favor of the proposdl.

Paragraph 6.13: What treatment should be adopted for sweep accounts?

Tota responses 4

Before sveeping

After sweeping 4 So that positions and flows are congstent.

Paragraph 6.16 (b): For vauation of loans (i) Should either nominal value or fair value be
adopted, and should the valuation not adopted be considered as a memorandum item? (ii) Or
should a decision be postponed until developmentsin international accounting standards are
clear?

(Discussed dectronicaly in BOPTEG and to be discussed by the Committee in October

2004)

Tota responses 11

Nomind vaue 4 Nomina vaues for both creditors and debtors and fair values only
for creditors as memo items.
Postponed until IASis clear.

Far vdue 1

Postpone until 4

IASisclear

Other 2 Keep symmetric treatment, follow |AS39 decison, unlessfair

valueis decided, stick to nomina or book vaueswith the
optiona recording of supplementary information.

Conceptudly, fair vaue should be recorded, but nomina vaue
should be consdered as one of the acceptable proxiesif fair
vaueisnot available. Vaues reported by creditor and debtor
should be of the same basis. Y et, agree with the idea to wait
for clearer 1AS.

ECB noted that “it should be clarified whether fair vaue is deemed just an “dternaive’ or
whether it isthe actua recommendation, even if the use of nomina vaues should produce
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amilar resultsin most of the cases. This didinction is very important Snce, otherwise, the
new International Accounting Standards should be seen more as an obstacle than as an
improvement in the quality of the information to be collected in the future.”

Paragraph 6.17: For vauation of equity, (i) How far should compilation issues be discussed
in this section?(ii) Should any particular method(s) be endorsed in order to encourage
international standardization?

Tota responses 5 Compilation issues should be discussed at least for four cases,
land, owners equity invested abroad, owners equity invested
in nationa economy by foreigners, and equity in case of
unlisted investment companies.

As many issues as possible from national compilers should be
incorporated into the discussion. Internationa standardization
should be encouraged.

For untraded equity, a certain set of proxy methods recommended
by the Fund should be encouraged to enhance internationa
sandardization.

Equity vauation when no observable prices exis.

BI'S commented that more specific vauation principles may possibly be suggested.

ECB suggested that the vauation based on acommon definition of own funds at book vaue
as gpproved in the European Union should aso be considered. ECB will provide appropriate
references at the time of participating in related discussions. It will be necessary to be very
precise in the definition of book value as regards direct investment in non-listed companies.
Detailed studies performed by different committees of the European System of Central Banks
are avaladlefor any further work.

OECD dated that the proposed vauation of direct investment stocksis not particularly clear.
|dedlly, market-based or replacement cost vauations would be used rather than book values.
Isthisto be proposed explicitly?

Some specific other comments on Chapter 6

One possihility would be to split the sector financia corporations [in Table 6.2] further into
Monetary and Financid Inditutions and Other Financid Intermediaries. Thiswould
probably facilitate the compilation and comparison of these data with monetary and
financid data

Asto the issuesthat are not explicitly treated in the BPMD5, the manua should note the
background to introduce them newly or change trestmentsin the BPM5.

The sale of a security subject to a repurchase agreement is the sde of a security like any other
sde. In earlier debates on thisissue, there was alot of discussion asto the nature of
the agreement to repurchase the security.
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The revised guiddines on the treetment of financid derivativesin the SNA93/ BPM5
describe forward contracts as financid derivatives asfollows. "Under aforward
contract, the two counterparties agree to exchange a specified quantity of an
underlying item (red or financid) a an agreed contract price on a specified date."
This seems a pretty good description of an agreement to deliver a security at afixed
price in the future. A sale and forward contract are dl that are needed to dedl with
repos.

A suggestion concerning nomenclature: a more genera terminology should be used,
for ingtance “ repo-type transactiong/positions’, since the treatment of the proposed
appendix should cover other types of Smilar deals such as sall and buy-backs, gold
swaps/repos, etc.

The trestment of the impaired loansis the subgtantial issuein revising 1993 SNA, and
agreat number of concerned parties probably have interests on it. Therefore, the
manua should show merits and demerits to adopt the method discussed here (i.e.
while loans are valued before any provisons for bad debts, expected |oan losses are
recorded for the asset holder as a memorandum item).

What is the meaning of “not sufficiently” traded?

It is obvious that the liberdization of the pensons funds regulaion in many countries
asin Europe in the coming years will trigger the need to compile pension funds and
accrued insurance cross-border ligbilities, and to set up specific vauation methods.

Given accounting records are our principa source of data, | would argue it ismore
than appropriate that it is essentia. On apractical level, do we need to plan for the
capacity to provide ongoing guidance as accounting standards may change on a
schedule thet differs from revisonsto this and other manuas?

The important issue is to record the liabilities and assets correctly. Currency issued by
aregiond central bank must be shown asthe ligbility of the bank and reflected in the
net worth of the bank and hence in the equity ligbility of the bank to the owners
(member countries). Thisisthe same regardless of the residence of the bank. It
gppears that the BPM5 recommendation was an attempt to show such liabilities as
being between residents of each country, rather than the non-resident/ resident
positions needed if the bank is considered non-resident.

The BPM should more clearly specify that the standard of vauation for transactions
and gtocksis current market price and then provide a comprehensive list of practical
methods to be used to approximate current market vauation, in order of preference.
An example of the order of preference could be:

1. Current market vaue, particularly for listed companies using the mid-point of the



-36-

buy and sl for the close of the last trading day.

2. Current market value of the global enterprise group, gpportioned across economic
territories using relevant indicators (e.g. saes revenue).

3. Recent transaction price, where the transaction is considered to be a market
transaction, and guidelines on the recency of the transaction are to be determined (e.g.
within one year).

4. Net asset value (using current market vaues), including identified intangibles and
goodwill.

5. Net assat vaue (using current market values), excluding identified intangibles and
goodwill.

6. Higtoric (or interim) cost.

In cases where different valuation methods are used for transactions and stocks, some
guidance would also need to be provided in adjusting stock positions when current
market value transactions occur. Smilarly, methods that reduce counterparty country
discrepancies should be elaborated. In the latter case, one option may beto use
counterparty data to measure outward direct investment in equity on the assumption
that inward direct investment can be more accurately measured by compilers. These
methods could then be explained in more detail in the Compilation Guide and
Textbook.
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Chapter 7. Financial Account

Paragraph 7.13 (a): The term* reinvestment of earnings’ is proposed for the financial
account entry, to distinguish it from the equal and opposite income item. Isthis change
suitable?

Total responses 13

Yes 13 - Itisimportant to elaborate the rationa es behind the proposed
change.

BISisin favor of the proposa. ECB noted that thisissue is to be discussed in the context of
the generd review for the income account.

Some specific other comments on Chapter 7

We strongly support further explanations for specid cases mentioned in paragraph
7.13. Additiondly, it would be interesting to clarify the trestment of certain
transactions between nonresidents and their offices in host country (these offices are
not regarded FDI).

(para. 7.3.c) The FA does not only show how the transactions in the capital and
current accounts are financed; there are dso autonomous operations within the FA,
for the financing of FDI for ingtance, in cash (Other investment) or through an
exchange of stocks (Portfolio investment). It is aso the same for the usud portfolio
transactions, which do not affect the current account.

(table 7.1) We wonder whether the expression “net changes ... arising from
transactions’ isthe most appropriate; we would favour to use smply “transactions’
which do not cregte any confusion with the “other changes’ recommended in the I1P
table 6.1, and which correspond to the way (gross recording) several components are
reported: portfolio and direct investment for instance.

(para. 7.8) The“matrix” presentation, seducing on the paper, is too satic and not
suitable for ausud presentation of the FA which requires at least a comparison with
one or two previous periods.

(para. 7.13.c) The requirement about the partitioning of some financid transactionsis
quite complex.

(para. 7.13.i) To condder that afinancid reinsurance transaction is afinancid
transaction to be included in the FA can be disputed.
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The presentation, Sgns, netting, and ordering in the financia account are better to be
consgtent with 11P and income account o as to facilitate comparisons.

(para. 7.13.j) However, annuad stocks are not enough to impute transactions to each
gpecific month. The compilation of more frequent stocks should at |east be promoted,
snceit isthe only way to capture domestic transactions between different economic
sectors of the economy. Additionally, the role of more frequent financial stocks for
the caculaion/estimation of portfolio investment income on an accruas basis should
be highlighted in the manud. The minimum admissible frequency for stocks should

be quarterly (in line with requirements for externa debt.

Clarification of treetment of delays in settlement of derivatives transactions. Agree,
but given the sate of the art difficult to put in place.

Give greater prominence and/or explain in more length the following: Gold
transactions with private banks and international monetary organizations, such asthe
BIS.
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Chapter 8. Other Changesin Financial Assetsand Liabilities Account

Paragraph 8.7 (b): Is supplementary information on changesin financial claims and
liabilities owing to changes in residence of individual desirable?

Tota responses 8

Yes 4 Desirable for countriesin which such changes are Sgnificant.
No 2 Because of confidentidity congraints.

Other 2 Badcdly agreeable. It isimportant to eaborate the rationaes

behind the proposed changes.

If itisanayticaly useful for countriesto provide such
information, then this could be included as supplementary
information.

Some specific other comments on Chapter 8

The way this new account will be compiled needs to be clarified. We assume that
such an account will not be manageable on a monthly bas's, asthe 1P periodicity
requirement is on aquarterly basis. In addition many requirements, such as Other
changes in the volume of assats, will entall practica difficulties and surdy additiona
reporting obligations.

We agree that the scope of “other changes in financid assets and lighilities account”
be limited to that of 11P. We aso support to treat “migrants transfer” as “other
changesin financid assetliabilities’ asit may not be desrable to reved the changes
in financid daims and lighilities due to changes in resdency.

Although we agree on methodologica grounds that migrant transfersin the new set-
up should be recorded as an other change, we would like to point out that thisitem
then becomes completely invisible. We do not suggest another treatment for these
transfers but put it to you that this does congtitute an important source of finance for
certain countries. It might therefore be useful for these countries to produce
supplementary data.

Badance of payments labor-related flows provide supplementary information on
Mode-4 sarvice ddivery. In this context, supplementary information on changesin
financid dlaims and ligbilities owing to changes in resdence of individuaswill be a
step forward towards ng the said ddlivery mode.

We fully support expanding and eaborating more on “ Other Changes in Financid

Assets and Liahilities Account”, in order to bring condgstency between trestment in
Bdance of Payments and Nationd Financia Accounts. Especidly the “ Other
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changesin volume’ have to be eaborated, regarding the effects of restructuring of
companies. This has partly to do with transfer of bal ances [between branches -- are
such transfers to be regarded as transactions or as other changes in volume?], but also
with the exchange of direct invesment and portfolio investment positions which take
placein case of the international merger of listed companies.

“Limit Other Changesin Financia Assets and Liabilities Account to the scope of 1P,
which indudes only financid ingruments’. Agree but need clarification on

intangibles. Isthe treetment of intangible fixed assets clear in these cases? What isthe
resdence of an intangible fixed asset?“ Provide supplementary information on
changes in vaue of nonproduced nonfinancid assets, where sgnificant”. Need to
review what this means. Is this suggesting that when such changes are a sgnificant
part of the Other changes account, one should provide * Of which’' type information to
differentiate these vauation changes, which would appear as change to financid

assets in the BOP world, from change to actud financial assets?

According to gatements in chapters 3 and 8, changesin financid cdlamsand

ligbilities due to the change in resdence of individuas will be treated as other

changes in the volume of assats and thiswill avoid imputing migrant trandfersin the
capita account. Asfar as we understand this item will not be shown separately, which
is unfortunate as thisitem might be used as supplementary information for assessng
mode 4 ddivery of servicesinthe GATS context. It would therefore be preferable to
show migrant transfers separately.

Give greater prominence and/or explain in more length the following: Other changes
infinancid assets and liabilities: in chapter 8, explain the relationship between the
currency in which the BOP is calculated, which may not be the nationa currency, and
this account.
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Chapter 9. Goods and Services Account

Paragraph 9.6: Should separ ate balances be shown for each of goods and services?
(to be discussed by the Committee in October 2004)

Tota responses 16

Yes 10 - Should urge the separation of services embedded in
goods as for instance the recommendation of recording
importsf.o.b.

No 2 - Need compulsory sub-account "of which services

Other 4 - Reclasdfication of certain separate goods accounts into

generd imports and/or exports is acceptable.
Adjustments to merchandise trade as recorded in trade
satistics should be kept as a standard component.
Proposed breakdown of services account should be
supplementary items rather than required items since
some of the suggested items might not be sgnificant for
some countries.

FATS should be a separate category within goods and
sarvices. Could be explained in detall in an annex or dso
as part of Satdllite Accounts.

Necessary to clarify trestment of shuttle trade.

Interagency Task Force on Internationd Merchandise Trade Statistics (TFIMTYS): Separate
balances for goods and services should be preserved and every effort to clarify boundariesis
welcome.

OECD: Trade policy justifies separate balances for goods and services. For economic
andysisit isimportant to show the combined “baance of trade’ covering both goods and
sarvices. For domestic production in the SNA the distinction between goods and servicesis
becoming dightly lessimportant. Although thereis policy interest in some highly aggregated
breakdown of generd merchandise on a BOP basis, anong compilersthere is reluctance to
introduce much new estimation on abop basis of datathat were dready avalable on a
merchandise trade basis. Agree on the analytical interest in separately recording trade in
goods and services between related parties (mistakenly identified with FATS inthe AO. Is
there a confusion between FDI and FATS here).

BIS prefers goods and services be separated. ECB would like the new manual to clarify the
concept of trade balance, which is unclear in BPM5.

Task Force on Statistics of International Trade Statistics (TFSITS) prefers separation of
goods and services.
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Paragraph 9.12. Which treatment is preferred-no change, re-exports to be shown separately,
or re-exports to be excluded from merchandise?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 16

No change 8 In the exiding sysemsfor the time being it is not possble
to compile gatistics that show re-exports separately of
exclude re-exports from both imports and exports.

If there is Significant vaue addition re-exports should be

shown separately.
Definition of re-exportsis needed.
Separately 7 - Show separately re-exports as it representsin some
countries alarge part of trade.
Excluded 1 - Propose to include net value of re-exports in merchanting

and trade related services instead of transport services.

THMTS: Re-exports are to be included in tota exports and should be shown separately as
well.

OECD: Internationd Merchandise Trade Statistics (IMTS) guidelines say that re-exports
should be identified separately within merchandise trade. This issue needs further discussion.

BIS prefers gross reporting.

Paragraph 9.13. (i) Is the proposed treatment of products delivered electronically
appropriate? (ii) Do any of the other treatments need to be reconsidered?

Total responses 9

Yes 6 - More emphasis should be given to exports and imports
through e-commerce and internet.

Discussions concerning internet related activities should
be broader than just the ddlivery of products.

No

w|o

Other If the proposed treatment of products delivered
electronically to be classfied as goods what is the best
modus operandi of collecting data.

For bonded warehouses the discussion should include
distribution centres. For goods dispatched by courier or
post the fact should be mentioned that goods are
increasingly purchased over the internet.

Probably more appropriate if products delivered
electronicdly, like software and music, are classfied as

sarvices.
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UNSD: The dectronic transmission of any information (software, blueprints, books, music,
engineering plans etc.) from one country to another is outsde the scope of merchandise trade
datigtics.

OECD: Theissue of digital products remains a very difficult area. Suggest thet thisissueis
considered further in appropriate satistical expert groups including the OECD’s WPIIS.
TFSITS supports the reconciliation shown in Table 9.2 and mentioned in para. 9.14.

Paragraph 9.15. Would it be preferable to merely show the processing as a service charge,
like repairs?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Total responses 14

Yes 5

No 4

Other 5 Should be reviewed in an integrated manner so asto

devel op a coherent conceptual approach.

Correct trestment isthat of the SNA, the actua BPM5
trestment will till be more practical.

If there is no change of ownership then processing should
be treated as service charge. If there is change of
ownership, the goods have to be measured gross.
Andyticaly useful to maintain two sets of data: (a) data
on merchandise bas's (physical movements) and (b) bop
basis (change of ownership). In recording goods for
processing on amerchandise bas's, the movement of
goods across the frontier should be recorded. On aBOP
basis, no imports should be recorded if the goods do not
change ownership and vaue added should be recorded as
asarvice.

THMTS: Goods for processing and the goods resulting from such processing should be
included in exports and imports a gross vaue. In respect of goods for processing, the
separation of flows of such goods by application of the change of ownership between
residents and nonresidents is not recommended in IMTS, Rev.2. However, showing
separately information on goods through the application of the change of ownership principle
would be useful additiond information.

UNSD: Should CPC divisions 88-89 be mentioned or applied here to measure processing
(manufacturing) services?




TFSITS saw andytic arguments in favor of including goods for processng in goods at gross
vaues, but saw conceptual and practica arguments to classify them as services at net vaue.
They noted the importance of seeking SNA and merchandise trade views on this subject.

OECD: Also anissue for SNA. In trade statistics discussions, there was significant support
for no change to BPM5 regarding trestment as goods.

BIS response was “no”.

Paragraph 9.16. Would it be desirable to separate goods for processing abroad and goods for
processing in the compiling economy?

Tota responses 14

Yes 10 - Should be reported as supplementary item.
No 1
Other 3 - Difficulty in showing goods processed abroad and in

compiling country separately.

UNSD: It isagood idea to separate goods for processing abroad and in the compiling
country, but specific reasons for specific trestment of each such category of goods should be
taken into congderation.

OECD: Thereis sgnificant support for the plit of goods for processing abroad and in the
compiling economy. Extra detail on goods for processing and merchanting would certainly
help input-output tables.

BIS response was “yes, separate reporting preferable’.

Paragraph 9.17. (i) Should the treatment of merchanting be changed?
(To be discussed in BOPTEG in December 2004)

Tota responses 13

Yes 3 - Issource of large asymmetries.

No 5

Other 5 - Thisisacomplicated issue which deservesto be treated
in the new verson of the BPM.

Should move to an approach that is congstent with
ownership. Any question where inventories are a the
heart of the matter is going to be difficult.

TFIMTS: According to IMTS, merchanting is not included in merchandise trade. It would be

preferable to continue this practice to avoid discrepancies between trade flows measured in
IMTS and BOP.

OECD: Given the mixed views on this issue, further research is needed.
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BIS response was “no”.

Paragraph 9.17. (ii) Should the treatment of goods in transit, re-exported goods, goods for
processing, repair, storage, and merchanting be reviewed together with a view to devel oping
either a coherent approach or a rationale for different approaches to them?

Tota responses 12

Yes 6 - Treatment of trangdt trade, re-exports, goods for
processing, repairs and other smilar items should be
identical

No 2 - Should be based on economic substance rather than to
follow one approach.

Other 4 - Do not see any smilarity between re-exports/re-imports

and goodsin trangit.

Desrable if aseparate category is established with the
title Other goods comprising goodsin transt, re-exports,
goods for processing, goods repairs, and merchanting.

It is appropriate to discuss the distinction among trangit
trade, goods for processing and repairs on goods.

THMTS: It would be useful to review al these categories comprehensively together.
BIS agrees with the proposal.

Paragraph 9.33. Are there areas, including those identified in MS TS, where more detailed
classification should be recommended?

Tota responses 10

Yes 4 - Levd of disaggregation should depend on nationa needs
and relative importance of certain types of services.
Breakdown of insurance services into direct insurance,
reinsurance, and other insurance services. Breakdown of
merchanting and other trade related servicesinto
merchanting, merchandising, and other trade-related
sarvices.

More detailed classfication should be recommended
with aview to achieving more consstency with MSITS,

No

w|w

Other If it is obvious that even developed countriesare not in a
position to deliver data for specific items what will be the
procedure to reduce the list.

Services should contain at the most adozen or so items.
Additiond details should be supplementary and in

satdllite accounts.
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OECD: Current revisons of 1ISIC and CPC may have some impact on details and grouping of
sarvices in the bop. Closer links between CPC and EBOPS should be possible. Since the
overal structure had now been agreed changes or rearrangements would now be made at the
lower levels. Any envisaged changes for BPM5 would aso have consequences for EBOPS,

World Tourism Organization: In the Goods and Services Account table, AO proposes an
dternative breakdown of thetravel item, asit has been actudized in MSITS, which consders
five categories of goods and services consumed by the travellers; thiswould dlow a“closer
link with the Tourism Satdllite Account” (9.32. €). WTO gppreciates thisinitiative, asit isin
line with the intention to close the gap between both macroeconomic conceptua frameworks.
Nevertheless, the proposed “dternative breakdown of travel services’ in AO (table 9.4) fdls
short of solving the remaining issues. WTO proposd isto alow tourism component of BOP to
be conceptudly equivaent to that used in the conceptua framework of the Touriam Satellite
Account.

The WTO questions the need for the proposed breakdown between business and personal
travel expenditures and makes the following proposa:

Trave

Vigtors
Goods
Transport services
Accommodation services
Food and beverage serving services
All other services

Other types of travelers
Seasonal and border workers
Others

Paragraph 9.34. Should repairs on goods be classified as a service?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 16

Yes 12
No 2
Other 2 - There should be a discussion on which type of repairs

should be in which category in the services account since
there are many types of services included in repairs on
goods.

Should recognize that thistopic is aso being discussed
by other groups.

THMTS: A clear definition of what kind of repairs are to be treated as service is needed.
And the Task Force could agree to this proposa aslong asthisitem is spdlt out separately.
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UNSD: Treatment of repair as services would follow CPC (part of divison 87). Should this
be noted? |s maintenance treated in the same way? If not, how is the boundary defined?

OECD: Some confusion asto the scope of repairs on goods, whether mgjor or minor. There
gppeared to be aterminologica classification problem regarding lack of harmony between
the CPC and BOP. There are dso practica data collection issues to consider. Some
consensus at the April trade meetings that mgor repairs should be in goods trade and minor
repairsin services,

TFSITS generaly takes the same view as the OECD. They had no objection to the move of
repairs from goods to services. They note the need for a digtinction between * maintenance’
and “repairs’.

BIS agrees with classfying repairs on goods as services.
Paragraph 9.35. Should there be an expansion of the modes of transport beyond the BPM5

level of detail of sea transport, air transport, and other transport, for example as
recommended in MSTS?

Tota responses 11

Yes 4 - Compilers should have the opportunity to compile data
only for services with alarge weight.

No 2

Other 5 - There might be a need to be less specific on the mode of
trangportation.

May face difficultiesin gathering informetion.
Proposed additional modes of transport should be
upplementary items.

Further expansion should be supplementary and not
mandatory.

UNSD: The dignment of the modes of transport beyond BPM5 as recommended by MSITS
isagood idea.

Paragraph 9.36. Would it be more appropriate to include international transport of
passengers with travel ?
(Discussed in BOPTEG)

Total responses 5

Yes

No

N|O1({00| =

Other Rephrase question.
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OECD: OECD was advised at April trade meeting that the AO has given inadequate retionde
for including internationd transport of passengers under travel. It concluded that this change
would not be welcome. The dternative presentation for travel in table 9.3 received some
support provided it was “ supplementary information” i.e. not compulsory.

World Tourism Organization: supports AO suggestion that passenger transport item of BOP
classfication be included under trave.

TFSITS prefersto retain the BPM5 classfication.

Paragraph 9.43. Would postal and/or courier services be more appropriately included in
other transport services?

Total responses 1

Yes

No

o|w|o|F-

Other

UNSD: CPC isvery likely to change for information and communication technology
services, which may impact the detail of the EBOPS categories defined in MSITS. Will the
proposed breakdown consider the new CPC structure? If not, how are these categories
defined?

TFSITS supports the inclusion of postal and/or courier servicesin other transport servicesto
provide a“pure’ information technology services category. TFSITS recommends that find
decisons on the supplementary breakdown of information technology services should await
decison on the new CPC gtructure.

Paragraph 9.44. How can the distinction between “ off-the-shelf” software and license fees for
the use of software be clarified?

Tota responses 10 - Program updates downloadable from the internet are to
be recorded under services.

The issue needs further ddliberation.

Software through eectronic devices or included with
hardware should be classified as goods and those
provided through € ectronic media/communications
should be included under services.

Non-customized goods (off-the shelf) should be
classified as goods.

License fees for the use of software should be classfied
as a service payment, while off the shelf software should
be treated asimports.

Off the shelf software is producible commodity with a
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price tag while license fee reflects payments for the use
of proprietary rights of the software,
For practica reasons there should be no digtinction
between the two cases. Both should be recorded under
computer and information services.
Issueis being researched. Comments in due course.
More elaboration is needed.

LAN software should be discussed.

UNSD: Thereis a conceptua ambiguity between license fees and the IMTS treatment of
goods with are used as carriers of information and software when they cross country borders.
These goods are to be valued using the same principles as dl other goods. These borderline
cases will be discussed for the CPC revison. Will this be considered / have an impact on
BPM? This gpplies not only to software, but to other intellectua property items as well.

OECD: Theincluson of post and/or courier servicesin information technology services is
very problematic anayticaly. It would be more practicd if groupings and wordings could be
aigned to the extent practicable with equivaent categoriesin ISIC and CPC. In practiceit is
difficult to distinguish trade in software to be classfied as goods and to be classified as
sarvices. Thereisaproblem of data sources. The trestment of trade in software should be
reviewed in BOP and definitions of software license fees clarified in the new BPM to teke
account of SNA developments.

Paragraph 9.58. |'s the breakdown of other personal, cultural, and recreational servicesin
this way suitable?

Tota responses | 10

Yes 7 - Aslong as the additiond breakdown is supplementary.
- Education services need to split out.

No 1

Other 2 - Claification should be provided to be able to distinguish
what should be classified hereand in trave.

BIS response was “yes’.

Paragraph 9.60. Are there any other borderlines between services and other items that should
be mentioned?

Total responses | 4

Yes 1 Are there borderline issues between current account and
financia account.

No 3

Other 0
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OECD: CG isdue to discuss the distinction between rent and rentals.

TFSITS recommends that there be a supplementary breakdown of insurance into direct
insurance and reinsurance.

Some specific other comments on Chapter 9
Construction services

Congtruction abroad and in the compiling economy should be separated. Particularly
important that consistency with national accounts is secured for the construction item.

Agree on the ideato split congruction services in line with the direction of these
activities.

A changeis needed because the definition of congtruction services' exports and
importsin the AO, aswell asin BPM5, is not competible with the definition of
production in the SNA1993.

The IMTS recommends separation of the goods and service parts in construction. If
BPM6 will have different trestment it should be listed in the proposed Annex.

IMTS: Compilers Manua recommends separation of the goods and service partsin
transactions such as construction abroad [para 210(b)]. So, construction

materia s'equipment sent to the construction site in another country are to be recorded
as merchandise exportsimports. If BPM6 will have different trestment it should be
listed in the proposed Annex.

Financial services

Thereis ill serious opposition visavis FISIM in the BOP context. Related to the old
conflict: for some countries BOP datistics have avaue in its own and are not only
part of the rest of the world account.

Thereisarisk of asymmetries with the FISIM and that the increasing use of surveys
will worsen it. Moreover, the financid globdization tends to blur the distinction
between international and domestic financia services.

While supporting the generd gpproach of following SNA on FISIM, further
discussions are needed as implementation in BOP causes congderable concernsin a
number of countries.

The current correspondence between EBOP and CPC shows a link from financia
services to packaging services (as aresult of different placement of coin wrapping
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services). Will this be re-consdered in the definition of financia services and other
categories with smilar problems?

Insurance services
Still interested in the availability of gross premiums and dams.

The proposed new SNA treatment of insurance and reinsurance needs to be
elaborated in a BOP context to enable further discussions of practicability.

Travel

The proposed split of persond travel appears difficult to achieve, aswell asthe
dternative breakdown for travel services.

Separating out border and seasona workers would be helpful.

Government services

More and clearer examples and exclusions should be given for the credit and debit
gde of government servicesn.i.e. thanin MSITS.

The resdua nature of government services, n.i.eisat present not sufficiently clear.

Franchise fees and payments for the use of proprietary rights

For franchise fees and payments for the use of proprietary rights, clarification of
terminology is needed.

Other business services

Supports the use of MSITS descriptions. Growing internationa trade activity of Call
centers and back-office business process services may require some modest updating
of dassfications-link to CPC.

Cdl centers are dassified under other business servicesin CPC and EBOPS (See
MSITS Annex.3). Why isthis changed and how should areconciliation of definitions
be addressed?

Migrants' transfers

Following the recommendations of BPM5, IMTS included migrants effectsin
merchandise trade gtatistics (IMTS, Rev, para. 33). There should be agood
judtification to exclude them again.
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Valuation

The WTO vauation agreement, which employs the concept of transaction vaue, is
used as the basis for valuation of merchandise trade in IMTS. The new manud will
do good if areference ismade to it and clarify how BOP concept of the market price
relate to that agreement.

Table 9.1

The breakdown follows partialy CPC. Are there attempt/plansto line up some
categories? Does this result in proposas for the CPC? Certain problems remain,
which cannot be matched to other classfications, e.g. government services.

Summary of suggestions from World Health Organization

1 The revison of the BPM5, like the EBOPS, should include a breskdown in hedlth-
related expenditures of persona travel asaregular indicator.

2. The revison of the BPM5, like the EBOPS, should have a breskdown of theitem "
Hesdlth Services under Persond, cultural and recregtiond services' into hedth
sarvices, sinceit could be used as aproxy for trade in health services under the GATS
Mode 1. Therevison of the BPM5 at least suggests such a breakdown as
supplementary informetion.

3. Since the hedlth insurance as the purchaser of health goods and services plays a mgor
rolein most hedlth systems', idedlly, a sub-account for hedlth insurance should be
introduced into the revised BPM5. At leadt, this breskdown should beincluded in the
more detailed EBOPS classfication.

4. From the health perspective for amatrix that combines both, hedlth- specific services
sectors according to internationd classifications and the Modes of Supply of these
sarvices according to the classfication of the Generd Agreement on Tradein
Sarvices (GATS) would be very helpful.

5. From the hedlth perspective both, temporary and non-temporary movement of hedth
professonas matters, snce both could for example congtitute a brain drain for the
exporting country. Evidence and information about both timeframes is important, for
GATS negotiations as well asfor the assessment of long-term migration. Therefore,

! The expenditure for hedlth services paid by the insurance and the premiums paid by the
insured to an insurance company in another country should be recorded under different
indicators.
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datafor both, the GATS timeframe (<1 year) and the BPM5 timeframe ([1 year)
should be collected.
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Chapter 10. Primary Digtribution of ncome Account

Paragraph 10.2 : Should the terminology be harmonized with the 1993 SNA (using “ primary
income” instead of “ income” in BPM5) ?

Tota responses 13 - Thisquestion did not give rise to any subgtantid comment.
Yes 13
No 0

BIS and OECD aso expressed support for the proposal. The only reservation comes from the
ECB which considers that the proposed change is “less descriptive of the content of each
heading” and isnot “user friendly”.

Paragraph 10.4 : BPM5 uses the term * investment income” as a synonym for “ property
income” in the 1993 SNA. The new manual will clarify thisterm as being limited to income
fromfinancial assets. Is this suitable?

Tota responses 12 - No subgtantid comments either on this question.
Yes 12
No 0

BISisaso supportive of the proposa.

Paragraph 10.15 : Should retained earnings of mutual funds be treated as other collective
investment schemes, or is there some reason to make a distinction?
(To be discussed in BOPTEG)

Tota responses 8

Yes 4 The rationde for recording reinvested earnings is that the
earnings of an enterprise accrue to its investors asthey are
earned. The “ggnificant influence’ of the investor on the
investment or not isirrelevant.

No 1

Other 3 - These countries have no definite idea on the question.

ECB agreeswhile BIS disagrees.
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Paragraph 10.16 : Is there any need to change any of these treatments or mention any other

special cases of dividends?

Total responses 8

Yes 0

No 7 Theterm “dividends’ in “liquidating dividends’ is mideading
If the transaction is the withdrawal of equity.
Bonus share trestment is not clear.

Other 1 Both (a) and (c) are worthy of congderation/discusson

Paragraph 10.24 : Should data on interest according to the creditor approach be included
either as memorandum or supplementary item?
(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Tota responses 10

Yes I

No 1 Necessity of aconsstency of gpproach with basic SNA/BPM
principles and market redlity.

Other 2 Both approaches should be discussed extensvely before oneis

sdlected for endorsement.

While the BIS and the OECD are in favor of the proposal, the ECB does not take a definite

position on the issue.

Paragraph 10.25 : Is this approach to interest suitable to establish a memorandum item for

interest on impaired loans ?

(Discussed in BOPTEG and to be discussed by the Committee in October 2004)

Total responses 10

Yes 7

No 2 Interest that is not redigticaly expected to be collected is very
hard to calculate and is prone to subjective assessment by the
compiler.
The treatment of performing loans as interest continues to
accrue is not in conformity with the prudential norms set out
under Bade 1.

Other 1 There should be a discussion on how to treat interest and

principa in guaranteed debt that goes into default and where
payment is demanded from the guarantor. There is a potentia
for double counting the debt liability and interest.

The BIS provides a positive answer.
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Paragraph 10.33 : Isit suitable to include cross-border taxes and subsidies on products and
production in the primary distribution of income account ?

Total responses 6

Yes 5

No 0

Other 1 There seems to be some question about who is responsible for
the duty.

Paragraph 10.35 :Are there other possible issues under primary income that could be
mentioned here?

Tota responses

2
Yes 0
No 2

Negative response from the BIS.

Paragraph 10.41 : Should negative reinvested earnings be recorded as an imputed
transaction of negative income and disinvestment ? If so, what istherationale ?

Tota responses 6

Yes 5
1

No Showing operating |osses as negative incomeis not intuitively

3opeding.

Paragraph 10.42 : (i) In chains of direct investment, how should reinvested earnings be
imputed? (ii) Should the first-level approach be adopted simply for practical reasons? (iii)
What should happen for reinvested earnings where both the relevant enterprises arein the
same territory or if two of the enterprisesin a chain of ownership are in the same territory?]
(Discussed in DITEG and to be discussed by the Committee in October 2004)

Tota responses 9 - 9 countries provided responsesto at least one of the 3
questions.
() 3 - Reinvested earnings should be recorded at each step of the

ownership chain. If flows of reinvested earnings are recorded
in proportion to direct invesiment equity, thereis no double
counting.

From a conceptua point of view, it is appropriate to include
indirect reinvested earnings.

It is preferable to impute reinvested earnings for each
enterprise in different economiesin a chain of ownership.
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(i) 7 - All countries favor afird level approach for practical reasons.

(iii) 2 - From aconceptud point of view, the inclusion of reinvested
earnings of an enterprisein a given country should not be
limited to the enterprise in the country above in the chain of
ownership.

Treatment be made in line with the decison made to limit the
direct investment relationship to direct ownership or to indirect
relaionship.

Paragraph 10.44 : Question: Isthe proposed treatment for reverse investment suitable?

Tota responses 9

Yes 8

No 0

Other 1 Agree only when there is a direct relationship above the 10
percent voting power.

Pogtive response from the BIS, while the ECB prefers to leave the current methodol ogy
unchanged , mostly on anaytica ground.

Paragraph 10.45 : Are the proposed treatments for transfer pricing correct?

Tota responses 9

Yes 9 Prices other than those used for exchange should be imputed only
in very rare and clearly defined circumstances.

No 0

Pogitive response from the BIS.
Some specific other comments on Chapter 10

(Table 10.1) Entriesfor taxes and subsdies. Thereisonly one part of the double entry
system invoked for taxes and subsidies on production in SNA because of the messy
way we get to GDP at basic prices. Thismeansthat dud entry in thistable (good in
itself) will not beimmediately conastent with SNA.

(para 10.4) We fully understand the proposal to introduce a separate item for income on
reserve assets but we suspect that publication of thisitem will run into problems
regarding confidentidity.

(para 10.4) If income on reserve assets are to shown separately from income on other
investment, it should be an supplementary item from the viewpoint of confidentiaity.




- 58-

(para. 10.11) Instead of the date when dividends are declared payable or the date
when they are payable, we would actudly propose to use the date when they are
actudly pad. Thiswas proposed by the ECB Task Force on Portfolio Investment
Income Statigticsin itsfina report of July 2003. From practica experience, thisturns
out to be the most unambiguous timing principle. In most cases, the difference to the
other two principlesis amdl, whereas in cases where the differenceis large, different
interpretations by reporters can lead to large discrepancies.

(para. 10.11) The moment to record dividends should be the moment they are
declared payable.

(para. 10.11) Agreeto the proposed timing of recording dividends at the timethey are
declared payable.

(para. 10.11) With regard to the recommendation that dividends should be recorded
when declared payable, the BPM5 revision process should &t least consider in this
context the recent recommendation of the Task Force of Portfolio Investment Income
(set up by the European System of Central Banks). This states that "for practica
purposes, dividends should be recorded in the period when they are paid rather than
when they are declared payable” (Task Force Report, ECB, August 2003, Page 69).

(para. 10.11) we prefer the transition from payable to declared payable since more
and more datawill be based on accounting under a survey based system.

(para. 10.20) Clarification of the caculation of interest for indexed linked instruments
would be very helpful.

(para. 10.20) We propose that debt ingruments with both interest and principd
indexed to aforeign currency be treated as nationd currency ingruments and not be
classfied and treated asif they are denominated in foreign currency.
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Chapter 11. Secondary Distribution of Income Account

Paragraph 11.8 (d): Is the above clarification of technical assistance appropriate? Should
any further guidance be provided on the treatment of technical assistance?
(To be discussed in BOPTEG)

Tota responses 8

Yes 6 - While grants are free and not repayable, technica assstance
may in many cases be repayable. Lumping al grantsand dl
technical assistance as capitd transfersislikely to lose sight of
this difference’.

No

N|O

The cost of production (vauation of services) would be very
difficult to estimate in redlity. These cogts do not reflect the
value of the technical assistance itsdlf, but rather the travel cost
for the technicd assstance misson/experts, which is dready
included in travel sarvices'.

Paragraph 11.8 (e) : Should concessional interest be recognized as a transfer? Alternatively,
would a memorandum item be sufficient recognition?
(To be discussed in BOPTEG in December 2004)

Tota responses 12

Yes 5
No 6 It could creste asymmetries as the developing countries will
certainly not record and publish the concessiond dement in
their BOP.

A memorandum item should be sufficient recognition because
it may be difficult to determine the reason(s) for offering
concessiond interest rates.

Whether concessiond interest is current or capitd transfer
depends on the nature of the loan (meant for capital project or
current expenditure). To avoid such complication, it is better to
keep it amemorandum item.

Other 1 - Do we have the data?

For the OECD, there is a potentia problem with FISIM. If FISIM is caculated as the
difference between areference rate and the actua rate paid, there will be very large amounts
of FISIM associated with concessond loans'
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Some specific other commentson Chapter 11

(para 11.3) We welcome the subdivison of trandfers, which we find more relevant
than the present one according to partner . Also the new subdivisonismorein
kesping with the efforts of conducting mirror Satistics anayses.
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Chapter 12. Capital Account

Paragraph 12.7 : Should the treatment of land also be extended to acquisition of interestsin
land through long-term leases? And should it be extended to related interests such asrights
to extract minerals fromthe land or fish from the sea?

Total responses

8
Yes 8 - Unanimous response for the 2 questions, with the exceptions
of 2 countries on the second question:
However, the rights to extract should be recorded in the capita
account.
However, the treatment should not be extended to rights to
extract because the person who acquires the rightsis entitled to
minerd extraction but is not entitled to the ownership of the
land.

No 0

OECD mentioned that Canberra group is working on thisissue.
Some specific other comments on Chapter 12

(para 12.10) We urge that the present ambiguity concerning the trestment of
inheritances should be eliminated (BPM5 303, 350, 357) (AO 12.10.vii).
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Chapter 13. Uses of Balance of Payments and International Investment Position data

Although there was no explicit question, two comments were made:

(paras. 13.3(c), (d) and (f)) The clear orientation of the new Manud towards a
tighter consistency between the BOP and the Nationd accounts means that the use of
BOP, based mostly on transactions and no longer on payments, will loseitsinterest
for the understanding for instance of the movements in the foreign exchange markets,
reducing accordingly the role of centra banksin the setting up of the externa
accounts. In addition, even though the IMF does not request it, the usefulness of a
monthly BOP for monetary andlysis purpose will be downgraded through the growing
use of transactions and accruds, thislatter concept moreover being partly theoretical
asitsimplementation raises practicd difficulties. Centra banks are clearly concerned
by such an evolution, and will have to modify their collection and compilation
systems accordingly.

Shouldn’t there be some discussion of the relationship between a notiond baance
sheet (in SNA terms) for the Rest of the World and the Internationd Investment
Pogtion?



