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Introduction

The outcome of the consultation of the AEG atats Ineeting on the classification of
head offices, holding companies and SPEs is predenthis session. Countries reported that
they experience difficulties when implementing 88 SNA recommendations on the
delineation of the more detailed sub-sectors withenfinancial corporations sector (and the
provision of information related to them), and thassification of head offices, holding
companies and SPEs.
Documentation

A proposed note for the SNA News and Notes

Main issues to be discussed

«  Does the note reflect the recommendations of th& AEits §' meeting?






SNA/M 1.14/5.2

Implementing the distinction between Head Offices and Holding Companiesin
National Accounts

1. Introduction

1. The 2008 SNA contains a more explicit definitionfiofincial services than the 1993
SNA, amongst others to ensure that the changenandial services other than financial
intermediation is appropriately captured. The 2808\ has also introduced a more detailed
classification of the financial corporations’ seactto allow for more flexibility and an
improved consistency with other monetary and fimgnstatistics such as those of the
International Monetary Fund (IMF) and the Europ&amtral Bank (ECB).

2. A new feature of the 2008 SNA (paragraph 4.53 4)i§ the explicit recognition of
(the distinction between) head offices and holdiompanies:

* A holding company (HC) is described as a unit thalds the assets of subsidiary
corporations but does not undertake any manageacéities.

» The activities of a head office (HO) include theemseeing and managing of other
units of the enterprise and managing the day-toegeyations of their related units.

3. The distinction between HOs and HCs directly affgéht compilation and analysis of
the institutional sectors within an economy. Acdogdto the new standards HCs are to be
classified in the financial corporations’ sectohil head offices are allocated to the non-
financial corporations sector, unless all or most teir subsidiaries are financial
corporations. The 1993 SNA did not give any explguidance on the treatment of head
offices, the whole group of 'holding corporatiobsing defined as corporations owning and
directing a group of subsidiaries, and to be cle@sbaccording to the main activities of their
subsidiaries.

4. The delineation and classification of HOs and HGsyally holders of significant
assets (and liabilities) and thus important reasiaad payers of property income, may have
a significant impact on the allocation of primangeme in the non-financial sector accounts.
As a consequence, it was considered relevant telai@ymore specific recommendations to
arrive at an internationally comparable treatmenthese units. This work has been done
under the umbrella of the Inter Secretariat WorkBrgup on National Accounts (ISWGNA).
A Task Force, initiated and prepared by the ECBoEiat and the OECD, met in 2013 in
Frankfurt am Main. The Task Force submitted thesutts to the Advisory Expert Group on
National Accounts (AEG), for consideration at themeeting of 29-31 May 2013 in
Luxembourg. The conclusions presented in this tete into account the AEG views. The
final Task Force report is available following thisk:

http://epp.eurostat.ec.europa.eu/portal/page/gesil 2010/documents/Final_Report_Task
Force SPEs.pdf




5. In addition, the Task Force provided some more ajuié on the treatment of special
purpose entities (SPEs). This work is still ongoilmgparticular, the treatment of intellectual
property products (IPPs) is being further elabatdig the UNECE Task Force on Global
Production and will be described in a later edidiSNA News and Notes.

2. Theissue of institutional independence

6. The international standards contain referencegtiaia entities that do not qualify as
institutional units. The 2008 SNA describes suctities that cannot act independently from
its parents as “passive holders” and “artificiadbsidiaries”. Such an entity is not treated as a
separate institutional unit unless it is residenam economy different from that of its parent.
At the same time, one of the changes to the intiomeal standards was the widening of the
financial corporation sector by the new sub-setdaptive financial institutions and money
lenders'. Holding companies only holding assetst(otling levels of equity) are declared as
an example of captive financial institutions (SN@08, paragraph 4.114 b). Therefore, it was
considered necessary to particularly elaborate be triteria for the institutional
independence of HCs that are themselves subsigliafigresident) corporations. In this
respect, the following principles have been agrgszh:

* The standard criteria for an institutional unit slidbalways be applied — thus also for
HOs and HCs.

» Entities owned by non-residents are always to Insidered as institutional units.

* For entities wholly owned by a single resident urito employees and no
compensation of employees' is a not a sufficierterdon for lack of institutional
independence; however it can be used as an inditatoonsider units for further
investigation on its lack of independence.

» Having multiple parents/shareholders is a sufficmalification for a unit being an
institutional unit.
» Head offices are always to be considered as sepastitutional units.

3. The identification of Head Offices and Holding Companies

7. The statistical analysis of HOs and HCs and thalindation starts after the
examination of their institutional independencegascribed in the above. Both types of units
are often referred to as holding companies, bechotie of them have relations to other
entities, their subsidiaries. Starting from thisuccteristic, information on the structure of the
balance sheet is one potential identifier of whethme deals with a head office or a holding
company. It was agreed that thresholds of - att le&9% for the share of equity vis-a-vis
subsidiaries within the balance sheet total woeldb appropriate criterion for distinguishing
HOs and HCs from other institutional units, asdoi:

« An entity having at least 50% of its assets comgjstof equity vis-a-vis its
subsidiaries can be considered as a practicaldtatidor the identification of such
entities.



Although currently balance sheet data is not alwayailable in (business) registers, it is
strongly recommended to make efforts towards makwvajlable this kind of information.
The (future) availability of balance sheet databumsiness registers would most certainly
facilitate and economise an appropriate rules batsdification of HOs and HCs in register
data or similar data sources. Balance sheet datayemerally available in the context of
central balance sheet offices, tax authoritiegdislatabases, and specialized surveys. The
incorporation of this kind of information into buasiss registers, amongst others to ensure the
correct identification of HOs and HCs, is an impatttask, requiring intense collaboration of
the institutions engaged.

8. Where balance sheet data is not available othepostipg information has to be

analysed. The information on the relation to aregmise group (control and ultimate parent,
affiliates) in conjunction with small turnover mag one possibility for identifying HOs and
HCs.

4. The distinction between Head Offices and Holding Companies

9. From a conceptual point of view the distinctionvbe¢n HOs and HCs is clear.
However, applying the concepts in practice is mamaplicated. The statistical identification
of these units, as either a HO or a HC, is oftesetdlan a self-classification by the unit, or an
assessment and/or guided registration by natidatistical authorities. This pure labelling of
an entity as “holding company” or "managing fundaymoften be misleading. Therefore,
feedback loops from a central information pointhtie corporation and other data providers
are necessary in order to achieve a consisteritrtega of entities in the various registers. In
addition, it is important to follow the 2012 AEGcmmmendation that a strict definition of
holding corporations, in the sense that holdingoemtions do not provide any management
services, should be applied when classifying stihal units as holding corporations.

10. The international discussion on rules for distisping between HOs and HCs
showed that information on variables like manageraentrol or auxiliary units are available
for large units or large groups only. Wherever de, such data is quite relevant in view of
the large proportion of the aggregate balance shaetan be explained by these units.

11.  For units where such information is not availaldeonly available at great cost in
practice, it was agreed that the distinction betwe®s and HCs should be based on the
employment criterion, as follows:

* HOs are actively engaged in production. They masehrticeably fewer employees,
and more at a senior level, than its subsidiaieg. having zero employment is a
clear indication of not being a HO.

* On the other hand, HCs simply holding assets mathigowith very few or without
any employed personnel. In this respect, it shbelaoted that the Task Force agreed
that a HC without employees will not pass the toftinal unit test when it is fully
owned by a single resident unit.



12. A one dimensional application of the employmentecion, classifying all units with
employment as head offices, will not lead to higlaldy results. Requirements set out by
national legislation in relation to the institutednset-up of such units may result in some
employment recorded in registers. Therefore, it agieed that the following practical rule
should be applied:

* Employment thresholds for the delineation betwee@sHand HCs should be
determined taking into account national circumstancin particular, national
legislative requirements for the number of empleyeé HCs should be taken into
account. As a general indication, employment ofe¢hror more persons, or
employment exceeding the national legal minimum legmpent, is a first indicator
for a unit being a HO.

13.  Other criteria may refine the delineation procelsis may include the analysis of

sales. Does the entity have substantial sales oflggand services? As HCs usually don'’t
have turnover this may be an indicator for a ueing a HO. Also additional information

regarding the employment may be considered: doesethployment structure reflect the
status of the entity? For example, the employmémneoy senior staff may be a signal that
one is dealing with a HO.

14.  Finally, it should be noted that the applicationtleése practical criteria won't cover
100% of all cases. Some HOs or HCs may show diffezbaracteristics and therefore need
an individual analysis. In this respect, costs berdefits should be appropriately balanced
and transparency should be enhanced by the prowidiadequate metadata.



