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Introduction

The Task Force on global production (TFGP) wastetkay the Conference of European Statisticians
(CES) Bureau in November 2011. TFGP is preparirguale to measuring Global Production, which
aims to assist national accounts and balance aheals compilers in recording global production teda
activities in their accounts. The current papewigten on request of the TFGP by Statistics Nd#mals

to provide additional insights with respect to theatment of Special Purpose Entities (SPES).

The paper presents the research issues and camdusf Statistics Netherlands with respect to the
classification and methodology of Dutch royalty dimencing SPEs. Special attention is given to the
issues related to the recording of output and edlatansactions of this type of SPEs in the nationa
accounts.

Guidance on documentation provided
This paper is prepared following a request by tR&P.

Main issues to be discussed

The AEG is requested to express their views ordéugsions made by Statistics Netherlands with respe
to the classification and methodology of royaltydditencing SPEs as formulated in the suggested
discussion points presented in section six of dpep
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Treatment of Royalty and Licencing SPEsin Dutch National Accounts

Statistics Netherlandls

1. Introduction

1. With the introduction of the European System of duats 2010 (ESA 2010) guidelines for the
compilation of the national accounts, Statisticghgdands has commenced on a major benchmark
revision of the Dutch national accounts. During tmajor benchmark revision — devised on the rempmprti
year 2010 — the methodologies and sector classdicaf entities have been reassessed to ensure
compliance with the ESA 2010 guidelines. As parttiié endeavour, research has been carried out
directed at developing concrete standards withessip the classification and methodology of royalt
and licencing special purpose entities (R&L SPES).

2. R&L SPEs are defined as entities that are speelin the collection of worldwide revenues
derived from the usage of intellectual propertyhtigor trademarks (IPRs) by affiliated or unaffaid
entities? These companies act as a cashier on behalf of plaeent company in the invoice of the
royalties and licence fees (on the basis of suhdies), or collect these royalties and licence teetheir

own account. The latter group normally owns thed®Biemselves, whereas in the first case the SBE onl
owns sublicencesWhat makes these entities special purpose entgtifise fact that these entities are
regarded as brass plate entities. They most conymamhot have any employees and the revenues are
redirected (in the form of profits or royalty paym&) to a parent company outside the economical
territory.

3. The research issues and conclusions of StatisetleXands with respect to the classification and
methodology of Dutch R&L SPEs are presented infiajzer. Special attention will be given to the éssu
related to the recording of output and relateds@aations of royalty and licencing SPEs in the metio
accounts. First the conceptual framework withinchhthe research has been carried out is outlined by
providing background information on the propertiéDutch R&L SPEs and the methodology that was
applied to compile the national account statisttR&L SPEs before the major benchmark revision of
2010. Thereafter, the international guidelines labde¢ at the time of the research and the resulting
conclusions with respect to the sector classificatof R&L SPEs are presented in section tHree.
Subsequently, section four presents the methodaleggloped by Statistics Netherlands to compile the
output and related transactions of R&L SPEs. A samynof the results is provided in section five. The
paper concludes in section six with the presematfcseveral discussion points.

! Prepared by Bram de Boo and Tom van Venrooij. thors thank Mark de Haan for his comments ordtaé version of
this paper.

2 n this paper the term intellectual property righand trademarks (IPRs) is used when the intelégioperty assets referred to
can be either produced — intellectual property petsl(IPPs) — or non-produced — intellectual priyp@P) — assets.

3 Three types of R&L SPEs can be distinguished:R&). entities that own the IPRs, (2) R&L entitiesattown a licence to
collect revenue from IPRs, and (3) R&L entitiesttballect R&L revenues on IPRs owned by anothergamy on the basis
of sublicences. The last group of R&L entities sokely a cashier in the invoicing of revenue onoact of another entity.

* This research has been carried out in early 2@ti3teerefor the references to the sources usettitoresearch include only
literature available at that time. Several of tberses that have been used — e.g. the report ofakk Force on Holding
Companies, Head Offices and SPEs — are not theviénsion of the reports as these had not beerupestiby then.



2. Background

4. This section of the paper provides background im&dion with regards to the (potential) motives
and properties of Dutch R&L SPEs and the previoagplied methodologies to compile the national
account statistics of these entities. This sectioms to provide the outline of the conceptual framek
within which the current research has been caoigd

Properties of R&L SPEsin the Netherlands

5. Since the major benchmark revision of 2001 SPEsirarleded in the Dutch national accounts.
During the revision of 2001 a decision three hasnbegeveloped by which three types of SPEs can be
identified: financing/holding, factoring and R&L &B. On the basis of theoretical as well as prdctica
views, the decision was made to classify all SREtheé sector Other financial institutions (ESA 1995
sector S.123). With respect to R&L SPEs, the thémeargumentation for the classification of these
entities as financial corporation was, among oth#re fact that this type of SPE is essentially an
investment vehicle — although only investing ondiebf the parent company and not, as is the catte w
for example mutual funds that are also includedih23, for a large public —, owning licences and
copyrights or sublicences to the assets. Givem Hp&cial nature, this type of SPE could be indluite
S.123 as wellFrom a practical point of view, too, it was moreeenient to classify all SPEs within the
same (sub)sector, because an integral registrafi@PEs is used to compile the SPE statistics &and i
would be difficult to make a split in this sourcata on type of SPEs. Even if it would have beersiptes

to make the breakdown by type of SPE for the sampppilation, this information was not available for
the benchmark population and this would have reguiannual surveys — as the size and type of
transactions of SPEs can change overnight —, whizhd have been cost intensive.

6. Further reasons to classify Dutch R&L SPEs as firnnstitutions can be found by taking a closer
look at the nature and motives of these entitiég Main reasons for multinationals to set up R&IESP
in the Netherlands can be found in the large amolitax treaties that the Netherlands has with rothe
countries and the tax laws specifically aimed atdnng innovation by offering tax redemptions on
royalties. The combination of these tax treatied sppecific R&L regulations make the Netherlands an
attractive location for the throughput of R&L flowBhese R&L flows are then directed to tax havens i
which the profits derived from these R&L services aubject to limited taxes — the so-called ‘Double
Irish/Bermuda’ structuresThe Dutch tax laws do not make it particularlyaattive to report high profits
in the Netherlands. This modus operandi of a tydim#ch R&L SPEs, shows that the Dutch entity is
likely to merely act as a royalty conduit withiretmternational structure of the multinational drehce
does not generate revenue from the exploitatiomooffinancial assets like typical non-financialiges

do.

Previous methodol ogy

7. At the time of the introduction of (R&L) SPEs inetlbutch national accounts in 2001, the source
data available was limited. Information on crossdeo transactions of SPEs was obtained from the
Balance of Payments (BoP) survey conducted by titelDcentral bank. However, the level of detail was
much more limited than information on regular cogtimns and the sample of SPEs was small.
However, on the basis of the available data andiadédl estimations based on assumptions, a ftlbke

5 A ‘Double Irish/Bermuda’ structure implies royaipayments from the Irish company based in Irelahitivare routed to the
other Irish company based in Bermuda via the N&thds. The royalty payment from Ireland to the Medmds is covered by
tax treaties that prohibit Ireland to levy a royadtithholding tax. In the Netherlands a relativslyall spread can be taken out
from which the Dutch entity pays its operating enges (e.g. 1%). The onward payment of the other 88%he royalty
income of the entity in the Netherlands to Bermiglaot subject to any withholding since the Netaeds has no royalty
withholding tax.



accounts for the (R&L) SPEs was compiled. Thisieacwill provide some insights in the developed
method to compile the output and related transastaf R&L SPEs. This method was used to compile
the R&L SPE statistics up to the major benchmavisien of 2010.

8. With respect to the R&L SPEs, it was concluded thaise SPEs hold non-financial assets and
provide services on the basis of their royaltied Brences, which are to be recognized as outpthen
national accounts. The production value of royaltyl licence fees was determined as the exports of
these services for the account of the SPHet all exports are regarded as production of $iRE,
because part of the exports originates from impéits this type of flows, the SPE was considered as
merely a link in the transit of royalty and licenfmes on behalf of their parent company. The parent
company provides services on the basis of royadties licences to the SPE, whereas the SPE (on the
basis of sublicences) passes these services ha tdtimate customers/users. This part of the inspamd
exports is regarded as re-exports in the DutchodatiAccounts. These re-exports do not form part of
the production or intermediate consumption of SPEs.

9. In addition to the methodology to compile the outpluR&L SPES, a method had to be developed to
compile statistics on the gross fixed capital faiorg since no source data was available for this
variable. Based on the notion that Dutch R&L SP&scfion as mere conduits of R&L services, the
assumption was made that the gap between impadtexports of R&L services cannot show too much
fluctuation as any fluctuation in exports will naly also be reflected in fluctuations in imports.
Therefore, the assumption was made that inciddinigtuations in the gap between imports and exports
are the result of acquisitions (or disposals) dRdPor (sub)licences. When such a gap occurs, the
assumption was made that this was caused by arnsaimquof non-financial assets. Instead of recogdi
these amounts as imports of services, these amuiilhtise recorded as gross fixed capital formation.
This methodology, however, resulted in implausitglgults of gross fixed capital formation, becaumse t
exports continuously exceeded the imports andrésiglted in constant disinvestment in IPR assétis T
was implausible, because the R&L services basedhese underlying assets increased over time.
Consequently, additional imputations had to be m&ilatistics Netherlands aimed at improving the
methodology with the benchmark revision of 2010.

3. Sector classification R&L SPEs

10. With respect to the sector classification of R&LESP Statistics Netherlands has not only used the
guidelines in ESA 2010, but also interpreted thielglines offered by the Task Force on the Recording
Certain Activities of Multinationals in the Natidn&ccounts (TF MUNA) and the Task Force on
Holding Companies, Head Offices ad SPEs (TF HC-HR®)S These additional references were helpful
as the ESA 2010 guidelines were considered inseifffic¢or this specific type of SPEs.

11. This section first presents the concrete classifinacriteria developed by Statistics Netherlands.
Thereafter, on the basis of these classificatidter@, three main types of Dutch R&L SPEs are
identified. Finally the results of the researchhwiéspect to the sector classification of R&L SRIEsS
presented.

Classification criteria for R& L SPESs

12. Regarding the classification of different typesS#fEs, the TF MUNA concludes in table 1 of its
final report that SPEs that are the owner of naasitial intangible assets should be classifiednigra

%1n the total production of R&L services by SPEsestimation of the R&L services that are producadriational entities
was included. However, the value of the outputtfa national economy is insignificant in comparisorthe export and
therefore for simplification is not included in taegumentation of this paper.
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financial corporation (S.1¥)The TF HC-HO-SPE updated this table in accordavittethe ESA 2010
guidelines and concluded that the new guidelinge Imat changed the preferred classification of SPEs
that are the owner of non-financial intangible ésddowever, both papers fail to specify the défni

of economic ownership of the IPRs. The final pagfehe TF HC-HO-SPE specifically mentions this
issue as being unsolved. In this respect, the Adt@ested the Task Force on Global Productionto pu
forward more concrete proposéls.

13. The issue of economic ownership is relevant witdpeet to the classification of R&L SPEs, because
the sector classification of an R&L SPE as finaharanon-financial entity depends on whether or thet
SPE has economic ownership of the IPRs. This ibsgemes especially relevant when an SPE holds
both financial and non-financial assets. In therseuof the benchmark revision focussing on the
reporting year 2010, the available guidelines wer@ ambiguous to properly determine the sector
classification of the Dutch R&L SPEs and Statiststherland had to develop criteria to identify and
classify (potential) R&L SPEs as either financiahon-financial institutions.

14. Statistics Netherlands employs two criteria whiohS#E has to satisfy in order to be classified as a
non-financial R&L SPE are:

a. Ownership criterion: the SPE is considered the economic owner of BifsIwhen these
assets are represented on its balance sheetamtlobal accounts;

b. Primary activity criterion: the SPEs primary activity is regarded the exptmn of IPR
when the revenue generated by the assets dictatesverall revenue reported on the
profit and loss account in the annual accounts.

15. The ownership criterion tests — in line with thedglines explicated by the TFs — whether or not the
SPE has the economic ownership over the IPRs aswtessthat an SPE is only classified as a non-
financial corporation when it generates revenuenfrmn-financial assets. With this criterion Statsst
Netherlands follows the perspective that the lemaher is also the economic owner. This line of
reasoning is based on paragraphs 4.27, 10.100 a8060Lof SNA 2008, which all state that the entity
which carries the risks and rewards of assets dhioellregarded the economic owner of the asset. The
only practically applicable measure to decide whedkity carries the risks and rewards is to ingegé
which entity is the legal owner of the assets andsisert that this entity also has the economiceostrip

of the asset.

16. The primary activity criterion assures that an tgntvhich functions both as a collector of royalty
and licencing fees and as a holding company wighinultinational corporation, is only classified as
non-financial corporation when the revenue fromdRfRRceeds the revenues from the holding activities.
If the revenues of the IPRs do not dominate thditpemd loss account, then the SPE is classified
according to its primary activity — for example asholding SPE in the sector Captive financial
institutions and money lenders (S.127) when thétpeod loss account mainly consists of revenuemfr
holding activities.

17. When both criteria are satisfied, the SPE is diassa non-financial corporation (S.11). When one
of the criteria is not satisfied, the SPE is coesd a financial hub in the multinational corparatisince

its main purpose is not to generate revenue basedeoownership of non-financial assets and thigyent
is classified as a financial SPE (S.127).

Results application classification criteria

" See Annex 1 for a full overview of the table ie final report of the TF MUNA.

8In its concluding paper of thé"8neeting of the AEG — which was held in Septemi&32and therefor the
results of this meeting are not incorporated is tieisearch —, the AEG requested for further ctatifon from
the TFGP in paragraph 14 and 15.



18. In the Dutch business register no identifying aleafor R&L SPEs exists and therefore there was
no population of IPR holding SPEs available atdtast of the research. However, the source datheof
SPEs —gathered by the Dutch central bank (DNB)s-m@roved in comparison to the data available at
the time of the previous major benchmark revision2001. The improved quality and quantity of
variables in the source data is used to assembl@dpulation of potential R&L. This population of
potential R&L SPEs is constructed by compiling s bf all SPEs that report imports or exports of
royalty and licencing services to DNB.

19. The characteristics of this population of potent&L SPEs are as follows. The size of the
population of R&L SPEs relative to the total amoahSPEs in the Netherlands is less than 1%. Of the
total SPE population of around 14.000 entitiess ssin 50 entities report imports or exports ofaltyy
and licencing services. The total amount of expoftR&L services reported in 2010 amounts to just
over 1.4 billion euro. Only 20 entities report gréficant amount of imports or exports of R&L sews
(>10 million euro). The 7 major reporting entitiase responsible for almost 95% of the total regbrte
exports and imports of these servigésother relevant figure with respect to the R&LE3Hs the level

of transactions in IPR assets. In 2010 the popuiadf potential R&L SPESs reported a net acquisitbn
IPR assets of 75 million euro. From the figureshis paragraph, the conclusion can be drawn tleaeth
is a relatively small amount of potential R&L SP&sd that only a few entities report a significant
amount of R&L services.

20. To decide on the classification, data from pubtiowal reports has been analysed to test whether the
potential non-financial R&L SPEs satisfy the owmgosand primary activity criterion. The resultstbis
analysis provided Statistics Netherlands with thggees of different R&L entities, of which one type
satisfies the criteria to be classified as a noasftial corporation and two types do not satisiséh
criteria. Below these three types are presentdd tivé aid of examplé&s

a. No ownership of IPR This group of entities fails to satisfy the owst@p criterion,
because the IPR is not presented on the balanet shthe annual report. The entity
Google Netherlands Holding B.V. (GNH) is an exampl¢his kind of entity. From the
balance sheet in the annual reports, it becomes that this entity does not have the
ownership rights on the IPR even though a detadéte of the profit and loss account
reports an income of over 5.7 billion euro from R&grvices. A further indication of the
lack of ownership of the IPR can be found in thet that GNH also reports an expense
of R&L services, roughly equal to the income. ki tompany would be the owner of the
IPR, the profit generated from the exploitationtioé asset would be transferred to the
affiliated company abroad through dividend paymentsinvested earnings.

b. Ownership of IPR but not primary activity: This group of entities does have ownership of
the IPRs, but fails to satisfy the primary activigiterion. An example of this kind of
entity is Mosaic Global Netherlands B.V. (MGN). Tha&lance sheet of this entity reports
non-financial intangible assets and the profit do&k account presents income from
these assets. However, the income from these dssetsitively small compared to the
income from the financial assets (dividend incoiigg. entity should not be classified as
a non-financial institution, because its main agtivcannot be considered to be
generating income from non-financial assets.

c. Ownership of IPR and primary activity: This group of entities satisfied both criteriadan
should be classified as a non-financial corporatibis challenging to find an entity that
satisfies both criteria, since most entities thagspnt the IPR assets on their balance
sheet also report substantial financial assets lir tbalance sheet — generally
intercompany loans or receivables —, which alsaldel@ income from these financial

° From this top 7, the largest exporter and impoofeR&L services is responsible for almost 40% loé total exports and
imports reported by the entire SPE population.
10 Annex 2 presents the relevant data from the amepairts of these examples.
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assets on the profit and loss account. The mosbpppte example of this kind of entity
is U2 Limited (U2L). The IPRs are recorded on tladabce sheet and the income from
the exploitation of these IPRs makes up the mgjmitthe income presented on the
profit and loss account — the income from the sani&l amount of financial assets
(interest and similar income) is only limited comgxh to the relative size of these
financial assets on the balance sheet.

Conclusions on sector classification

21. The entities which reported substantial amountgxgforts and imports of R&L services did not
satisfy the criteria to be classified as non-finahcorporations. The gross amount of the poputatb
R&L SPEs could be classified in class a and b weéigpect to the division presented in paragraph 20
above. The extensive research of the annual repeststed in the identification of less than fivae
non-financial R&L SPEs according to the developettia (type c in paragraph 20 above). Of thege fi
entities, none recorded significant amounts of espim R&L services or acquisitions of non-finaricia
assets, as can be seen from the data for U2L imxABn

22. On the basis of these results, Statistics Nethdsldéyas decided that all suspected R&L SPEs are in
fact financial SPEs in anticipation of the devel@minof concrete guidelines by either the AEG or the
TFGP. In this way all Dutch R&L SPEs are recogniasdoyalty conduits, which provide services to the
parent company. The strongest indication that thelDR&L SPEs do not own the intellectual property
assets and therefore are not non-financial entitias generate revenue from the exploitation oé¢he
non-financial IPRs, can be found in the fact thatast all R&L SPEs reports an expense of R&L
services roughly equal to the income of these sesvitype a and b in paragraph 20 above). This show
that the Dutch entity does not generate a subatantofit from the royalty transactions, which is a
indication that the rewards (and risks) of the #saee not carried by the Dutch entity and theestbe
Dutch entity cannot be identified as the economvoer of the IPR. If the company would be the owner
of the IPR, the Dutch entity would transfer thefpirgenerated from the exploitation of the assetti®
affiliated company abroad through dividend paymentsinvested earnings and this is not the €ase.

4. Methodology

23. In this section the applied methodology with respe the recording of output and related
transactions of royalty and licencing SPEs in thigamal accounts is presented.

24. Statistics Netherlands compiles the data of SPEReémational accounts with the aid of data from
the Dutch central bank. Since SPEs are able tatrepports and imports of R&L services, this daa i
used directly in the national accounts. The raterzhind the measure of output and intermediate
consumption that is provided in this paragraphrslar to the one applied before the major bencltkmar
revision of 2010. The production value of royaltyddicence fees is determined as the exports ckthe
services for the account of the SPEs. Not all espare regarded as production of the SPE, because p
of the exports originates from imports. For thipayof flows, the SPE is merely a link in the trami
royalty and licence fees on behalf of their paarhpany. The parent company provides services®n th
basis of royalties and licences to the SPE, whetteasSPE (on the basis of sublicences) passes these
services on to the ultimate customers/users. Tdnisqd the imports and exports is regarded as powx

in the Dutch national accounts. These re-exportialoform part of the production or intermediate
consumption of SPEs. This approach can be calleet approach, since only the revenue from services

Y This conclusion reached on the basis of the rebeaf the annual accounts, confirms the postulaquectations with
respect to the motives and properties of Dutch FS8Es set out in section 2.
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that exceed the costs charged by the parent contpatmg Dutch SPE is regarded as production of the
Dutch SPE.

25. Since the R&L SPEs are not recognized as indepémaenfinancial institutions, but are classified
as financial SPEs (as their activities are simitainvoicing or holding SPESs), the guidelines froime
AEG table (see annex 1) prescribe a sum of cogtaph to measure overall production of the sector.
To enable both the incorporation of the sourcdssizg with respect to the production of R&L sepsc
and the sum of costs approach to measure theouatialit of the SPE sector, Statistics Netherlandsesa
an imputation on the production from the sourceadahen the total production in the source data —
including the production of R&L services as expéalrin paragraph 24 above — exceeds the sum of costs
This imputation is made at the macro-level and ist&of a correction of the reported intercompany
services. In this way, the source statistics wégpect to R&L service do not have to be imputedthed
weaker source data with respect to intercompanyiceer can be imputed. The imputation is made at the
macro-level and not for individual R&L SPEs duethe fact that the source statistics do not allow
Statistics Netherlands to identify the R&L SPEs &edce cannot make imputations at the micro-lgvel.
Research is however being set up to gain morernrdton concerning the R&L SPEs and possibly
enable an identification of these entities in tieife.

26. With respect to the capital account formation, aesie of the annual accounts of (R&L) SPEs that
reported significant levels non-financial assetsthie Dutch central bank has shown that these non-
financial assets mostly concerned non-producedsasaeh as goodwill, trademarks and brands. Only an
insignificant amount of these non-financial assetscerned produced non-financial assets such as the
output of research and development and artistgirais?® Statistics Netherlands used two arguments to
record all reported acquisitions and disposalsP#t assets as non-produced assets. First, thealesdar
the annual accounts provided sufficient evideneg the reported acquisitions and disposals of non-
financial assets had to concern non-produced assstendly, the SPE questionnaire of the Dutchraknt
bank does not provide (R&L) SPEs with the posgibio differentiate between different types of asse
and hence Statistics Netherlands is practicallyblenaplit the assets into produced and non-produced
assets. Since all reported changes in non-finaasisgts are regarded as non-produced assets, 3® gro
fixed capital formation is recorded in the natiomacounts for SPEs, but the source data is used to
compile statistics on acquisitions less disposat®a-produced assets (NP). The research has bréaugh
light the importance of the possibility to diffetexte between produced and non-produced assets and
hence Statistics Netherlands and the Dutch ceb&nak have worked together on a new questionnaire
design with different variables, which enables dngsion between produced and non-produced assets.
The results from this new questionnaire will bedusethe future to test the assumption that albrigul
values concern non-produced assets.

27. All profits/losses of the SPE are attributed to fbeeign parent company and therefore the net
lending/net borrowing of the SPE will, apart frota gross fixed capital formation and acquisitioessl
disposals of non-produced assets (NP), equal #eiwassumed that all acquisitions of (non-prodijce
assets are financed by the foreign parent compéamyinancial transactions (and are not covered by
current receipts and expenditures), which in pcacimplies that net lending/net borrowing equaks th
acquisitions less disposals of non-produced assets.

5. Conclusions

28. This paper has presented the research issues addigion of Statistics Netherlands with respect to
the classification and methodology of Dutch R&L SRifter the major benchmark revision of 2010. The

21n Annex 3 two simplified numerical examples o imputation on the source data are provided.
13 An example can be found in the annual accountg2if in Annex 2, whose reported intangible assetslma assumed to be
artistic originals. The value of these assets arsotanapproximately 500.000 euro.
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first section focussed on the applied classificaiod methodology before the major benchmark r@visi
of 2010 and showed that the Dutch IPR holding SRE® classified in ESA 1995 sector S.123. The
methodology for the compilation of output and rethtransactions was based on limited source data th
was accommodated with estimations. Thereafterdabesf shifted towards the research of R&L SPEs that
was aimed at improving the classification and methagy in line with the new international guidelsne

in ESA 2010.

29. With respect to the classification, in line withetinterpretation of the ESA 2010 guidelines two
criteria have been developed to test whether oanmbtential R&L SPE should be classified as a non-
financial or financial entity. These criteria ale townership criterion and the primary activityterion.
The ownership criterion aims at determining whethienot the Dutch entity has the ownership of the
non-financial IPRs. Because of the absence of teeteasure of the decisive facet to measure
ownership in the international guidelines, namehether or not the entity carries the risks andarels

of the assets, Statistics Netherlands has concliddhe ownership criterion should test whetthrenai

the IPRs are represented on the balance sheetiarthual accounts. The primary activity criterion
assesses whether the revenue generated by thesHels alictates the overall revenue reported on the
profit and loss account in the annual accounts,isuntcluded to assure that an entity which funwiias
both a collector of R&L services and as a holdinghpany within a multinational organization is only
classified as a non-financial entity when the remenfrom the R&L activities exceed the revenuemfro
the holding activities.

30. Research of the annual accounts of approximatefodéntial R&L SPEs concluded that all but four
of the approximately 40 entities did not satisfg thriteria to be classified as non-financial cogpans.

Of these four none reported significant amountsexgforts of R&L services or net acquisitions of IPRs
On the basis of these results, Statistics Netheésldras decided to classify all R&L SPEs in ESA 2010
sector S.127 as financial SPEs in anticipationhef development of concrete guidelines by either the
AEG or the TFGP. In this way all Dutch R&L SPEs aeeognized as royalty conduits, which provide
services to the parent company. The strongestcatidn that the Dutch R&L SPEs do not own the
intellectual property assets and therefore arenootfinancial entities that generate revenue from t
exploitation of these non-financial IPRs, can benfib in the fact that almost all R&L SPEs reports an
expense of R&L services roughly equal to the incahthese services. This shows that the Dutchyentit
does not generate a substantial profit from thaltgyransactions, which is an indication that tbeards
(and risks) of the assets are not carried by thilDantity and therefore the Dutch entity cannot be
identified as the economic owner of the IPR. If doenpany would be the owner of the IPR, the Dutch
entity would transfer the profit generated from theloitation of the asset to the affiliated compan
abroad through dividend payments or reinvestedimgsrand this is not the case.

31. The methodology applied to compile the statistiocsoatput and related transactions of R&L SPEs
has been presented in this paper. With respeaitut a net approach is applied. Only the revdrara

R&L services that exceed the costs charged by #renp company to the Dutch SPE is regarded as
production of the Dutch SPE. A portion of the extpaf R&L services, equal to the imports of these
services, is regarded as re-exports in the Dutdioms accounts. Since the R&L SPEs are not
recognized as independent non-financial instit@jobut are classified as financial SPEs (as their
activities are similar to invoicing or holding SBEa sum of costs approach is used to measurelbvera
production of the sector. To align the source déthe production with the sum of costs from tharse
data, Statistics Netherlands makes an imputatiothenreported intercompany services. Finally, all
reported changes in non-financial assets are redaasl changes non-produced assets, and hencesso gro
fixed capital formation is recorded in the natiomatounts for SPEs, but the source data on changes
non-financial assets is used to compile statistitsacquisitions less disposals of non-producedt@sse
(NP).

32. Although Statistics Netherland has cooperated tloséh the Dutch central bank to improve the
source data and methodology of the (R&L) SPES, aeas of research to enable future clarifications o
improvement have been addressed in this paperniie areas of future research are: (1) internationa
harmonisation of decision criteria with respectite classification of R&L SPEs, (2) increasing kel
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of detail in the source data to enable further mapments in the methodology with respect to the
measurement of output and (3) the division of poedu and non-produced assets in the new
guestionnaire to test the assumption that Dutchs38&tis mainly on non-produced assets.

5. Suggested discussion points

33. The AEG is invited to express their views on theisien rules as applied by Statistics Netherlands
with respect to the classification and methodolofR&L SPEs as formulated in this paper.

34. The following discussion points are suggested todigg the discussion:

a. Does the AEG support the classification of thos&sSmainly engaged in the re-routing
of R&L services (i.e. showing corresponding levefsIPP import and export service
flows) as financial institutions instead of R&L S®PHand thus non-financial
corporations), implying measurement of their outgbtibuld follow a sum of costs
approach?

b. Does the AEG support the pragmatic approach fokblg Statistics Netherlands in
which balance sheet information is being considemedtial in determining economic
ownership of intellectual property, meaning thabremmic ownership is assumed to
follow legal ownership?

c. In relation to point b, does the recording of sfigaint receipts of royalties, however
without the observation any of IPPs or brand nastesin its balance sheet, imply that
maybe the observed unit ought to be categorisead R&L SPE? If so, what additional
decision rules can be formulated to properly assiibnal accounts compilers?



Annex 1. Table 1 final report TF MUNA
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1b

2a
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Type

Ingtitutional sector

Act

ivity

Purpose

Valuation of production

NACE Rev. 1.1

| NacERev.2

Ownership of financial assets
(Captivefinancial institutions)

Holding companies

Other financial
intermediaries, except
insurance corporations a
pension funds (S.123)

d

65.23 Other financial
intermediation n.e.c.

64.20 Activities of
holding companies

owning subsidiaries,
concentration of group
profits in favourable
countries/jurisdictions,
group financin:

sum of costs

Holding companies owning clail
on notional units abroad
(buildings, natural resources )

Other financial
intermediaries, except
insurance corporations a
pension funds (S.123)

d

65.23 Other financial
intermediation n.e.c.

64.20 Activities of
holding companies

owning subsidiaries,
concentration of group
profits in favourable
countries/jurisdictions,
Jgroup financing

sum of costs

Trusts, funds and similar financ|
entities

jal Other monetary financial
institutions (S.122)

65.23 Other financial
intermediation n.e.c.

64.30 Trusts, funds an
similar financial entities

return on financial
investment with fiscal
advantage

sum of costs

Trusts, funds and similar financ|
entities

Other financial
intermediaries (S.123)

jal

65.23 Other financial
intermediation n.e.c.

64.30 Trusts, funds an
similar financial entities

return on financial
investment with fiscal
advantages

sum of costs

Securitization Compamég Other financial 65.23 Other financial 64.99 Other financial |assets securisation for fupd
intermediaries (S.123) | intermediation n.e.c. service activities, excepjraising

insurance and pension sum of costs
funding n.e.c.

Captive financial leasing Other financial 65.21 Financial leasing 64.91 Financial leasifjfinancial leasing within a

companies (usually, for aircrafty  intermediaries (S.123) group (the SPE is not

and vessels) considered the economic| sum of costs

owner of the equipment).
Captive insurance and re- Insurance corporations arfjd 66.03 Non-life insurancp ~ 65.12 Non-life insurarfiesurance and re-insurange

insurance companies

pension funds (S.125)

65.20 Reinsurance

within a group

sum of costs

Invoicing companies

Other financial
intermediaries (S.123)

65.23 Other financial
intermediation n.e.c.

64.99 Other financial
service activities, excep
insurance and pension
funding n.e.c

invoicing sales of the gro
worldwide

sum of costs

Owner ship of non-

financial tangible assets

Renting of mobile equipment

Non-financial corporation:
(S.11)

71.00 Renting of
machinery and equipme]
without operator (exclud
71.40)

77.00 Renting of

77.20)

t machinery and equipmej
without operator (exclud

register the ownership
t the asset and the rents
low tax jurisdictions

f

These cases are treated as financifa

S

leasing if the SPE is not the economr
owner of the asset and they are valu
cost (row 4).
If conditions for such treatment are Y
satisfied, the unit is treated as operati
leasing producer and output valued
rentals received

o =

Dt

ith

Merchanting companies

Non-financial corporation:

51.00 Wholesale trade

46.00 Wholesale trade

distribution company fo

(S.11) and commission trade a group without goods
going through the margin
territory of the SPE
Trading companies Non-financial corporationy 51.00 Wholesale trade | 46.00 Wholesale trade | distribution company fo )
(S.11 and commission trad a grouy margin
Ownership of non-financial intangible assets
Licensing and royalty companiep Non-financial corporation: 74.8 Miscellaneous | 74.90 Other professiong, concentration of group
(S.11) business activities n.e.c| scientific and technical | receipts concerning
activities n.e.c. royalties and similar .
flows received from margin

intellectual property
rights and trademarks.

Others

Offices of airlines in airport hub!
abroad

Non-financial corporation:
(S.11) if a branch is
identified

62.10 Scheduled air-
transport

51.10 Passenger air
transport

transfer locus used by
airline carriers to get
passengers to their
intended destination

prorata of airline output
if no branch is identified

1

0



Annex 2. Information from annual reports

20.a

. GHN
The Company’s activities are to finance and participate in affiliated companies. The Company is a wholly owned
subsidiary of Google Ireland Holdings.
Assets 31 December 2010 31 December 2009
Note EUR EUR EUR EUR
Current assets
Accounts receivable 4. 162,321,169 1,148,044,193
Cash at bank and in hand 5. 958,963 1,204,680
163,280,132 1,149,248,873
—163280.132 1.149.248 873
2010 2009
Note EUR EUR EUR EUR
Net turnover 12, 9,517,543 9,105,404

Net turnover represents the amounts charged as royalty income to group companies minus the royalties paid to

group companies according to the royalty agreement. ‘

2010 2009

EUR EUR

Royalty income Google Ireland Limited 5725145781  4,351,348,293
Royalties paid Google Ireland Holdings Limited (5,715,628.238) (4,342 242 889)

9517.543 9,105,404

20.b.

MGH

The principal business activities of the Company are investing in and financing of related
companies, managing assets and acting as a royalty company.

BALANCE SHEET AS AT 31 DECEMBER 2010
(Before appropriation of result and expressed in Canadian dollars)
31 December 31 December
Notes 2010 2009
FIXED ASSETS
Intangible fixed assets
Intellectual property rights (3) 69,275,269 74,860,890
69,275,269 74,860,890
Financial fixed assets
Interest in group company {4) 736,195,377 736,195,377
Loans to related companies (5) 706,587,146 625,618,528
1,442,782,523 1,361,813,905
CURRENT ASSETS
Royalty receivable (6) 14,070,895 9,065,908
Amounts due from related companies 268,435 240,311
Taxation 3,284,256 8,160,233
Interest receivable taxation - 258,109
Cash at bank 124,445 84,600
17,748,031 17,809,161




Notes 2010 2009

Net turnover

Net royalty income (6) 44,789,086 31,677,025
Total net turnover 44,789,086 31,677,025
Cost of Sales

Technology fees (64,880) (522,591)
GROSS MARGIN ON TURNOVER 44,724,206 31,154,434

Dividend income (8) 244,280,144 635,257,210

Corporate income tax previous year (11) - 4,558,154

Corporate income tax (11) - 3,703,448
PROFIT / (LOSS) AFTER TAXATION (9) 264,255,333 631,013,257

20.c. U2L

|The principal activity of the Company is the creation, protection and licensing of intellectual property.

31 December 31 December
2009 2008
Notes € €
Fixed assets
Intangible assets 5 482,550 514,720
Tangible assets 6 672,147 150,204
1 154 £Q7 1264994
Current assets
Debtors 7 6,953,550 1121583
Cash at bank and in hand §22912 461999
7,776,462 8,195,542
Year ended Year ended
Notes 31 December 31 December
2009 2008
€ €
Gross profit 2,282,167 618,415
Distribution and administrative expenses (1,674,497) (1,456,912)
Amontisation of music copyright (32,170) 2,170
Operating profit / (loss) 3 575,500 (870.667)
Movement in provision against amount due from related parties (576,990) 791, 1400
Interest receivable and similar income 1355 14.485]
Loss on ordinary activities before taxation (135) (65,042)
Tax on profit on ordinary activities 4 (143.558) (95,256
Retained loss for the year 11 (143,693 {160.298H
Turnover and operating profit / (loss) arose solely from continuing operations.
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Annex 3. Two ssimplified numerical examples

In this annex two examples of the imputations andburce data to make the output equal to the $um o
costs are provided. In example A the reported aspamd imports of R&L-services are unequal and in
example B the imports and exports of R&L-services equal. The figures used in these examples are
fictional and are only used to exemplify the impaicthe applied sum of costs methodology.

Example A: Example B:
Source data Source data
Services Exports Imports Services Exports Imports
REL 1000 800 RE&L 1000 1000
Financial 100 90 Financial 100 a0
Intercompany 500 400 Intercompany 500 400
Salary Expense Salary Expense
Compensation of employees 10 Compensation of employees 10
National accounts Mational accounts
Source Imputation  Result Source Imputation  Result
intermediate Consumption 490 450 Intermediate Consumption 450 - 490
RE&Lzervices (1] (1] RE&Lzervices 0 - 0
Financial services 90 90 Financial services 50 - 90
Intercompany services 400 400 Intercompany services 400 - 400
Output 800 500 Output &00 500
R&Lservices 200 200 R&L services 2 - 4]
Financial zervicez 100 100 Financial services 100 - 100
Intercompany services 500 -300 200 Intercompany services 500 =100 400
Value Added io i0 Value Added 1o - io
(Re)Exports & Imports Exports Imports Re-exports {Re)Exports & Imports Exports Imports. Re-exports
REL services 200 200 300 R&L services 0 1000 1000
Financial services 100 a0 = Financial services 100 90 =
Intercompany services 500 400 - Intercompany services 500 400 =
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