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Balance Sheet: International Investment Position

A. Concepts and Coverage

References:
2008-2025 SNA, Chapter 4314, Fhe-Balance Sheet.

IMF, Monetary and Financial Statistics Manual and Compilation Guide 201609.

BPM6 Compilation Guide (its update)

IMF and others, External Debt Statistics: Guide for Compilers and Users 2014.

7.1 The international investment position (11P) is a statistical statement that shows at a point in time the

value and composition of

(a)_financial assets of residents of an economy that are claims on nonresidents and gold bullion held as reserve

assets, and

(b)_liabilities of residents of an economy to nonresidents.

The difference between an economy’s external financial assets and liabilities is the economy’s

net IIP, which may be positive or negative.

7.2 The lIP is a subset of the national balance sheet. The net IIP plus the value of nonfinancial
assets equals the net worth of the economy, which is the balancing item of the national balance
sheet. The classification of nonfinancial assets is shown in Table 5.1 and lrked-tefinancial instru-

ments and their corresponding income items in Table 5.2.
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7.3 The lIP relates to a point in time, usually at the beginning of the period (opening value) or

end of the period (closing value). The integrated IIP presentation in Table 7.1 explains the changes

between the values in the opening and closing positions of the IIP through the accumulation ac-

counts, which consist of the balance of payments’ financial account transactions and the other

changes in financial assets and liabilities accounts. The latter, in turn, comprises revaluations and

other changes in volume.

7.4 This chapter explains the coverage, presentation, classification, timing, and valuation is-

sues for the IIP, and its relationship to accumulation accounts (i.e., BOP financial account and other

changes in financial assets and liabilities accounts).

7.5 The content of the integrated IIP can be presented in several different ways. Table 7.1 shows an
overview of the structure and components of the integrated IIP by functional category and
broad financial instruments. This presentation emphasizes how changes in the IIP result from
financial account transactions (discussed in Chapter 8) and other changes in financial assets

and liabilities (discussed in Chapter 9) during a period.

7.6 Table 7.2 provides another presentation that emphasizes the breakdown of the integrated IIP by
institutional sector and functional category. Institutional sectors in the integrated IIP refer to the resi-
dent sector, not the counterpart sector (i.e., the sector of the domestic holder or lender for assets, and

the sector of the domestic issuer or borrower for liabilities).

Additional detail

7.7 Previous version of the Manual highlighted the importance of compilingating the IIP, em-

phasizing the role of balance sheet analysis in understanding sustainability and vulnerability. They

also underscored the importance of analyzing currency mismatches, the implications of sector and

interest rate composition of debt, and the effect of the maturity structure on liquidity. Consequently,




Chapter 7 Balance Sheet: International Investment Position

currency composition and remaining maturity analyses of the IIP are encouraged as additional infor-

mation. Annex 14 provides presentation tables of currency composition of assets and liabilities by

sector with a breakdown by certain foreign currencies, namely the U.S. dollar, euro, yen, and others,

together with a breakdown by original maturity. The tables also provide information on the remaining

maturity of long-term debt liabilities, with a breakdown by sector. These tables are consistent with the

standard components of the IIP and with the presentation adopted in External Debt Statistics: Guide for

Compilers and Users 2014HP data-are-usefulfor-otherpurposes,such-as-measuringrates-ofreturnan-
ing-economi ucture—and-studying-therelationship-to-domestic-sources-of-financing. This-edi-

7.8 This edition of the Manual reflects the increasing importance of the integrated |IP presenta-

tion for analytical and policy purposes. The granular data from the integrated |IP presentation (trans-

actions, revaluations, and other changes in volume) are extremely helpful for analyzing net IIP dy-

namics (see paragraphs 19.xx-xx). The integrated IIP will be part of the standard components of

BPM7 as presented in Annex 14 (reference to relevant paragraphs of Chapter 19 will be added). Sep-

arate reporting of data on a) debt cancellation and write-offs; and b) reclassifications under other

changes in volume is encouraged (i.e., they will be part of supplementary items) as indicated in the

Note to Table 7.1.
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Table 7.1. Integrated International Investment Position Statement

(Including functional categories, instruments, and link to accumulation accounts)] C d [A1]: Updated from BPM6--not presented in

track changes

Accumulation accounts

Other changes in financial assets and liabilities accounts

BegmnAmg Transactions Revaluations Other changes in volume End, of
of period - period
from BOP’s Of which: of
1P . IIP
financial Exchange Other debt can- which:
account Total price Total | cellation_ | reclassi-
rate changes . "
changes and write- fica-
offs * tions*

Assets

By functional category
Direct investment
Portfolio investment

Financial derivatives (other

than reserves) and ESOs
Other investment
Reserve assets

By instrument

Equity and investment fund

share/units

Debt instruments
Special drawing rights
Currency and deposits
Debt securities
Loans

Insurance, pension, stand-
ardized guarantee schemes

Other accounts receiva-
ble/payable

Other financial assets and lia-
bilities
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Monetary gold

Financial derivatives and
ESOs

Total assets

Liabilities

By functional category
Direct investment
Portfolio investment

Financial derivatives (other

than reserves) and ESOs
Other investment
By instrument

Equity and investment fund
share/units

Debt instruments
Special drawing rights
Currency and deposits

Debt securities
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Loans

Insurance, pension, stand-

ardized guarantee schemes

Other accounts receiva-
ble/payable

Other financial assets and lia-
bilities
Financial derivatives and
ESOs

Total liabilities

Net lIiP

Note: this table is expository; for standard components, see appendix-annex 914. ESO = em-

ployee stock option; IIP = international investment position.

* Of which items and do not necessarily add up to the total of other changes in volume.

For additional information

7.9 Several other guides provide specialized guidance on particular aspects of the IIP and re-

lated statistics, namely:

. BIS, Guide to the International Financial Statistics (BIS Paper No. 14, February 2003);
. IMF, Coordinated Direct Investment Survey Guide 2015;

. IMF, Coordinated Portfolio Investment Survey Guide, third edition;

. IMF and others, External Debt Statistics: Guide for Compilers and Users 2014;

. M- International-tnvestment Position-A-Guideto Data-So rees:

IMF, International Reserves and Foreign Currency Liquidity: Guidelines for a Data Template; and

. OECD, OECD Benchmark Definition of Foreign Direct Investment, fifth edition.
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| | Table 7.2. Overview of the Integrated International Investment Position

(With resident institutional sector breakdown)

Assets (beginning of period)

Liabilities (beginning of period)

Total House- General Financial Nonfinan- By functional Nonfi- Financial General House- Total
econ- holds and Govern- corpora- cial corpo- category nancial corpora- Govern- holds and econ-
omy NPISHs ment tions rations corpora- tions ment NPISHs omy
tions
Direct invest-
Portfolio invest-
ment.
Financial deriv-
atives (other
than reserves)
and ESOs
Other invest-
ment.
Total Assets/lia-
bilities
Net IIP (begin-
A lation (by sector/fi | category)
Transactions from BOP’s financial account
Changes in as-
sets/liabilities
due to transac-
tions
Other changes in financial assets and liabilities accounts
Revaluations (with same breakdown as in Table 7.1)
Other changes in volume (with same breakdown as in Table 7.1)
Changes in as-
sets/liabilities
due to other
changes
Assets (end of period) Liabilities (end of period)
Total House- General Financial Nonfinan- By functional Nonfi- Financial General House- Total
econ- holds and Govern- corpora- cial corpo- category nancial corpora- Govern- holds and econ-
omy NPISHs ment tions rations corpora- tions ment NPISHs omy
tions

Direct invest-

mant.

Portfolio invest-

ment.

|

Commented [A2]: Updated from BPM6. Not presented in
track changes
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Financial deriv-
atives (other

Other invest-

ment.

Total Assets/lia-
bilities

Net IIP (end of
period)

Note: This table is expository; for Standard Components, see Appendix-Annex 914.
IIP = international investment position; NPISHs = nonprofit institution serving households.
Memorandum items:

Fair value of loan assets (or nominal value of nonperforming loan assets)

Short-term reserve-related liabilities

Currency composition

These guides are based on the same core principles, with additional elements including more
detail, alternative valuations, discussion of implementation issues, and additional items, such as con-

tingencies, guarantees, and other off-balance-sheet items.

1. Definition of economic assets

Reference:
2008-2025 SNA, Chapter 110, Fhe-Capital Account.

7.10 The lIP covers the subset of financial assets and liabilities that have an internationat-ex-
ternal character. In most cases, the international-external character of a financial asset or liability
arises because, of the two parties, one is a resident and the other is nonresident. The gold bullion
component of monetary gold is the only case of a financial asset with no counterpart liability. The

scope and definitions of different types of economic assets is given in paragraphs 5.2-5.14.
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7.11 The concept of ownership of assets in the IIP is based on economic ownership, as de-

fined in paragraph 3.41. [The economic owner of the asset is the party who bears the risks and receives the

benefits of ownership. IOwnership of financial-assets can be complex in-some fegal-arrangements,
for example, the lessor under a financial lease has the legal title, while the lessee has most of the
risks and benefits of ownership. (For further details on financial leases, see paragraphs 5.56-5.59

and 7.57.)_

2. Classification

7.12 Possible dimensions for the classification of the integrated IIP are:

(a) Functional category—direct investment, portfolio investment, financial derivatives (other than re-

serves) and employee stock options (ESOs), other investment, and reserve assets, as defined in

Chapter 6;

(b) Financial instrument—according to the broad groupings (equity and investment fund shares, debt
instruments, and other financial assets and liabilities) or the full breakdown, as defined in Chapter

5;

(c) Institutional sector of resident party—at least, central bank, deposit-taking corporations except the

central bank, general government, other financial corporations, nonfinancial corporations, are-

nancial-subsectors(nonfinancial-corporations,-households; and NPISHs), as defined in Chapter 4,

Section D. Additional subsectoring or supplementary “of which” items of the financial and nonfi-

nancial corporations sectors may be undertaken when-analyticallyrelevantfollowing Table 4.4;

(d) Maturity (in the case of debt instruments)—short-term or long-term, by original and remaining ma-

turity, as defined in paragraphs 5.103-5.105;

Commented [A3]: Consistent with the glossary and chapter
5, BPM7
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(e) Currency—domestic or foreign currency, as defined in paragraphs 3.95-3.97 for debt and 3.100
for equity; and (in the case of financial derivatives) to receive or pay foreign currency, as defined

in paragraph 5.108; and

(f) Interest rate structure (in the case of debt instruments)—variable- or fixed-rate, as defined in para-

graphs 5.109-5.114.

Sector, maturity, and currency are relevant to studies of sustainability, vulnerability, and exposure to
exchange rate changes (after taking into account any hedging). The remaining maturity is important
to the debtor, but it is less relevant for the creditor with liquid instruments, in that the assets can be
sold before maturity. In addition to the institutional sector of the resident party, as in (c), the institu-
tional sector of nonresident counterparty may also be of interest in some cases (e.g., governments
may wish to distinguish between other governments, international organizations, and other sources of

their borrowing).

7.13 A consistent classification should be used as far as possible for IIP and other related ac-
counts. The stock of financial assets and liabilities, financial account transactions, and other changes
in financial assets and liabilities all relate to the same instruments, so a consistent classification is
necessary for a comprehensive analysis of relationships between them. Similarly, a consistent level
of detail for income (and possibly holding gains or losses, for some purposes) and positions allows
the estimation of rates of return. Although the international-external accounts functional classification
of financial assets and liabilities is not used in the SNA or financial statistics, the instrument and insti-
tutional sector classifications are the same. The inclusion of instrument and sector detail in integrated
IIP data facilitates understanding and checking the linkages with other data sets such as monetary

and financial statistics.

B. Direct Investment
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7.14 Direct investment is defined in paragraphs 6.8—6.24. Other aspects of direct investment

are covered in paragraphs 6.25-6.41. Direct investment standard components are presented by in-

struments (equity and debt instruments) and resident institutional sectors. Presentation based on the

relationship between the investor and the entity receiving the investment is included under memoran-

dum items. The directional principle presentation of direct investment can be used in the IIP on a sup-
plementary basis, as discussed in paragraphs 6.42—6.45 and Box 6.4. Other specific issues concern-

ing direct investment in the IIP are discussed in the following paragraphs.

1. Valuation of unlisted and other equity

References:
OECD, OECD Benchmark Definition of Foreign Direct Investment, fourth-fifth edition.
IMF, Coordinated Direct Investment Survey Guide_ 2015.

7.15 Shares and other equity can be readily valued at their current prices when they are regu-
larly traded on stock exchanges or other financial markets. However, there may be no observable mar-
ket prices for positions in equity not listed on a stock exchange (i.e., items (b) and (c) in paragraph
5.24). This situation often arises for direct investment enterprises, private equity, equity in unlisted and

delisted companies, listed but illiquid companies, joint ventures, and unincorporated enterprises.

7.16 When actual market values are not available, an estimate is required_for measuring the

equity difference-between-assets-andliabilities-of unlisted corporations at market-equivalent prices.

terprise-include-the-following:*This Manual prescribes three preferred methods for estimating market

value: a) own funds at book value (OFBV); b) recent transaction price; and c) market capitalization or

Price to book Value (P/B).

"These are not ranked according to preference. and cach would need to be assessed according to the circumstances and the plausibility of results.
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(a) Own funds at book value. Own-fundsat beok-valde-This method for valuing equity uses the

value of the enterprise recorded in the books of the direct investment enterprise, as the sum of
(a) paid-up capital (excluding any shares on issue that the enterprise holds in itself and includ-

ing share premium accounts); (b) all types of reserves identified as equity in the enterprise’s
balance sheet (including investment grants when accounting guidelines consider them com-

any reserves); (c) cumulated reinvested earnings; and (d) holding gains or losses included in
own funds in the accounts, whether as revaluation reserves or profits or losses. The more fre-
quent the revaluation of assets and liabilities (at least, on an annual basis), the closer the ap-
proximation to market values. Data that are not revalued for several years maywill likely be a
poor reflection of market values.

(b) Recent transaction price. Unlisted instruments may trade from time to time, and recent prices,
within the past year, at which they were traded may be used. Recent prices are a good indica-
tor of current market values to the extent that conditions are unchanged. This method can be
used as long as there has been no material change in the corporation’s position since the
transaction date. Recent transaction prices become increasingly misleading as time passes

and conditions change.

(cb) Market capitalization method. Book values reported by enterprises can be adjusted at an aggre-
gate level by the statistical compiler. For untraded equity, information on “own funds at book
value” (see paragraph 7.16(e)) or other indicators of corporate performance can be collected
from enterprises, and then adjusted with ratios based on suitable price indicators, such as the
ratio efto_market capitalization to book value for listed companies in the same economy with

similar operations. Alternatively, assets that enterprises carry at cost (such as land, plant
equipment, and inventories) can be revalued to current period prices using suitable asset price

indices.
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7.16-1 Compilers should bemaintain transparencynt and sheuld state clearly the method(s)
used. Methods for valuation of direct investment equity positions are discussed in more detail in the
OECD Benchmark Definition of Foreign Direct Investment, fifth edition (paragraphs xx). In addition, the

BPM7 Compilation Guide will provide practical guidance on the implementation of different methods

including a decision tree that serves as a complement for compilers to clarify the methods available

for the valuation of unlisted equity depending on the information available. These methods may also
be useful for valuation of other unlisted equity securities and other equity.
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7.17 In cases in which none of the above methods are feasible, less suitable data may
need to be used as data inputs. For example, cumulated flows or a previous balance sheet ad-

justed by subsequent flows may be the only sources available. While these methods are not rec-

ommended, bBecause these sources use the prices of previous periods; they should at least be

adjusted for subsequent price developments, for example, by using aggregate share price or as-

set price indexes and by taking into account exchange rate movements, where relevant. Fhe-use—

efuUnadjusted summing of past transactions should not be usedis-hretrecommended. Equity rep-
resents owners’ funds. The means through which equity can be generated may take various

forms, such as share issues, equity injections without any commensurate issue of shares (some-
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times called “contributed surplus” or “capital contributions”), share premiums, accumulated rein-
vested earnings, or revaluation. Although these categories should be taken into account when cu-
mulated flows are used to measure the value of equity, the different categories are all compo-

nents of equity and need not be identified separately.

methods for unlisted equity recommended in paragraph 7.16 can lead to negative valuesatiens. This

is in particular true for OFBV and market capitalization valuation methods.-can-generate-negative-val-

uations-while rRecent transaction prices will usually not be negative, ifin-cases-where the investor is

not liable for any losses exceeding the capital invested in the enterprises. Box 7.1 provides guidance

on the treatment of negative equity positions.
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Box 7.1. Treatment of Negative Equity Positions

This Manual recommends recording negative equity positions for unlimited liability entities® if the valuation methods for
unlisted equity result in such values. With regards to limited liability entities, it is recommended to record negative eg-
uity positions as the default option and only zero out negative positions in specific cases where the shareholders’s and
their affiliates’ liability is strictly limited.

In this regard, strictly limited liability is referring to a situation where the shareholder would not suffer any other direct
economic losses than the existing equity investment in case of bankruptcy and would not be likely to take on any finan-
cial obligations due to the absence of implicit guarantees or significant reputational risks. Examples of other direct eco-
nomic losses include loan losses and the realization of gquarantees, while the willingness to assume new financial obli-
gations could be related to reputational, societal, or other reasons.

It can generally be assumed that implicit guarantees or significant reputational risks exist when a shareholder’s owner-
ship share is at least 10%. This implies that negative direct investment equity positions should not be zeroed out unless
a direct investor has no legally binding economic obligations, except for the existing equity investment, and a history of
not assuming any new financial obligations in the event of bankruptcy or termination of its direct investment enter-
prises.5

Negative equity positions in public corporations and central banks should never be zeroed out. Compilers are encour-
aged to show negative equity positions as supplementary “of which” items under equity assets and liabilities. Further,
stock-flow consistency should be ensured through the recording of revaluations rather than other changes in the vol-

ume of financial assets and liabilities if negative equity is zeroed out.

2. Entities that borrow on behalf of their affiliates

Reference:
OECD, OECD Benchmark Definition of Foreign Direct Investment, fourth-fifth edition.

7.20 An entity resident in one economy may borrow funds on behalf of affiliated enterprises
in one or more other economies. The affiliates may include holding companies, parent companies,

direct investment enterprises, and fellow enterprises. Examples include SPEs;-semetimescalied-

3 Unlimited liability entities are business structures where the owners or partners are personally liable for all the debts and obligations
of the business. In these business structures, there is no legal separation between the business and the owners/partners, so the own-
ers' personal assets are at risk if the business fails or faces legal action.

4 Limited liability entities are business structures where the owners' liability is limited to the amount of their investment in the company.
This means that the personal assets of the owners are generally protected from the debts and obligations of the business.

5 In case some shareholders are zeroed out while others are not, the latter would only record negative equity proportional to their own-
ership share.
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eenddits; which may be used to undertake the borrowing, or an entity with substantial activities of its

own may do the borrowing. In these cases, the liability is eften-always guaranteed by the parent or

a fellow enterprise, explicitly or implicitly, in whole or in part. Alternatively, the affiliated enterprise
may commit future revenue streams. Regulatory or taxation benefits may be factors behind such
arrangements. In these cases, the creditor records a claim on the entity that directly undertakes the
borrowing. That is, the creditor does not show its claim as being on the enterprise that ultimately re-

ceives the funds or makes the guarantee.

7.21 When funds raised are passed on by the borrowing entity to an affiliated enterprise, the
initial borrowing entity has a claim on the affiliated enterprise. This arrangement can be assumed to
give rise to a loan, unless there is evidence that it is a debt security or equity. This borrowing can
arise for pass-through funds (discussed in paragraphs 6.33-6.34), conduits (paragraph 4.86), and
SPEs and similar legal structures (paragraph 4.87). In many cases, such investment is reverse in-
vestment or investment between fellow enterprises, as discussed in paragraphs 6.39—6.41 and 6.43,

respectively.

7.22 Special rules apply to an entity owned or controlled by general government when that en-
tity is resident in another territory and is used for fiscal purposes. These rules are discussed in para-

graphs 8.24-8.26.

3. Quasi-corporations

7.23 The identification of institutional units for branches, notional resident units for ownership
of land and natural resources, some joint ventures, and preparatory operations prior to incorporation
and other quasi-corporations is discussed in paragraphs 4.26—4.49. The effect of the identification of
such institutional units is that owners are shown as having a claim on the institutional unit, rather than

as directly owning the various individual assets.
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7.24 Owners’ claims on quasi-corporations that are resident in other economies are usually
classified as direct investment. In the rare cases in which the proportion of equity in land or a joint
venture is less than 10 percent, the claim is classified as other investment—other equity and equity in

international organizations as discussed in paragraph 6.62.

7.25 Equity in quasi-corporations should be valued as equal to the market value of the quasi-
corporations’ assets less the market value of liabilities other than equity to both residents and non-
residents. (This method would mean that quasi-corporations have no residual net worth-). Alterna-

tively, equity in quasi-corporations may be valued using one of the three preferred methods dis-

cussed in the above sub-section on valuation of unlisted equity.the-same-methods-as-used-fordirect—

4. Intercompany Lending in Debt Securities

7.25-1 Intercompany lending is discussed in paragraph 6.26-27. While the basic valuation

method for debt securities component of intercompany lending is market value, it could be compiled

at nominal value as a supplementary item in cases where the economy is significantly impacted by

direct investment. Refer to “Additional Analytical Position Data” part of Annex 14 for further details.

C. Portfolio Investment

1. Equity Eguity-with dividends declared payable but not
yet paid

7.26 In market quotations, dividends declared payable but not yet paid are taken into account
in the share price. After the point of time when ownership of shares is determined for the purposes
of payment of dividends, the shares go “ex dividend.” (Ex dividend is the point at which the shares

no longer carry the right to the most recently declared dividend.; se-Thus, the dividend value be-
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comes separated from the share price value and the share price falls to reflect the value of the divi-

dend payout.) After that time, dividends declared should be included in accounts receivable/payable

until payment is made.

2. Debt instruments with accrued interest

7.27 Accrued interest not yet paid on debt securities should be included in the outstanding
amount of the financial asset or liability. Accrued interest not yet paid includes interest that has
accrued and that is not yet due for payment or that is due for payment but in arrears. Accrued in-
terest not yet paid should not be reported separately (such as in other accounts receivable/paya-
ble). lr-market-quotations—a-valbeThe mMarket price of a debt security that includesing interest

that has accrued but is is-not yet payable—_is called the “dirty price” and is suitable for valuation of

items in the lIP-{provided-interestdue-and-not-yetpaidis-alse-included). In contrast, the market

price of a debt security excluding the accrued interest not yet payable is called the “clean price”

and requires accrued interest not yet paid to be added for use in the IIP. Methods of calculating

the accrual of interest are discussed in paragraphs 11.48-11.76.

3. Short positions

7.28 Short positions occur when an institutional unit sells securities for which it is not the
economic owner. For example, a security subject to a repurchase agreement may be on-sold by the
security-receiving party (see paragraphs 5.52-5.54 on repurchase agreements). Delivery to the pur-
chaser is made using a borrowed security. The party with the short position records a negative
value for the holding of the asset. The short position is shown as a negative asset, rather than a lia-

bility.

[7.28-1 This treatment reflects the economic ownership in that the holder of the negative posi-

tion is exposed to the risks and rewards of the security, in an equal and opposite way, as the party in
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a long position. In aggregate, the recording of a negative position overcomes the double counting of

the security by both the economic (original) owner and the final owner (the party who bought the bor-

rowed security) and helps present consistent debtor-creditor relationship at a global level. Reverse

transactions may be sequenced in a long chain of transactions and positions using the same security.

Annex 7 (Table 4) explains the recording of on-selling securities that are acquired under repo or secu-

rity lending in the financial account and IIP. |

C d [A4]: Consistent with Annex 7, BPM7 (para-

4. Unlisted debt and equity securities

7.29 Positions in unlisted portfolio investment equity securities without an observable market
price may be valued using methods discussed in paragraphs#16—7317section B.1 for direct invest-
ment equity. Some listed debt securities also may have no quoted prices, for example, if the market
is illiquid or the security ceases trading due to suspension, default, or bankruptcy. A market price
can be estimated for such debt securities by discounting future cash flows using a discount rate that

takes into account the risk of default (present value approach).

5. Debt securities at nominal values

7.30 Whereas the basic valuation method for debt securities is the market value, their com-
pilation at nominal value is encouraged as a supplementary item.

—The nominal value of debt securi-

ties is a useful measure of value from the viewpoint of the debtor, because at any moment., it re-

flects the present value of amounts owed to the creditors (i.e., sum of funds originally advanced,

plus any subsequent advances, plus any interest that has accrued, less any repayments) (see para-

graphs 3.xx-xx for additional details on nominal valuation). This Manual emphasizes the compila-

tion of a table on reconciliation between nominal and market valuation of debt securities liabilities as

part of the “Additional Analytical Position Data” in Annex 14 on the lines of External Debt Statistics

graph 7.56)--already posted for global consultation
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2013: Guide for Compilers and Users—+ecemmends-that both-valuations be-used. In cases where the

data on debt security holdings at nominal value are relevant for the economy, the nominal value of

the total amount of assets in debt securities may be included in the supplementary table, next to liabil-

ities. For the definition of nominal value and related explanation, refer to the Annex: Methods to Value

Transactions and Stocks, Chapter 3.

6. Zero-coupon and deep-discount bonds

7.31 A zero-coupon bond has a single payment at maturity and no coupon payments. The bond
is sold at a discount from face (or par) value, and at maturity, an amount equal to face value is repaid.
The difference between the discounted issue price and the face value reflects the market rate of interest
at the time of issue—the longer the maturity of the bond and the higher the market interest rate, the
greater the discount against the face value. The accrual of interest on zero-coupon bonds is discussed in

paragraph 11.55 and is illustrated in Box 11.2.

7.32 A deep-discount bond is a bond that has small or no coupon payments and is issued a-tew—

coupen-compared-with-the-marketrate-of-interest-se-thatitis-issued-at a considerable discount to face

value. Like the zero-coupon bond, the difference between the issue price and face value accrues as

interest over the life of the bond, and the market value of the bond increases as the interest accrues.

The accrual of interest on deep-discount bonds is discussed in paragraph 11.56.

D. ]Financial Derivatives (Other Than Reserves): and Em-
ployee Stock Options (ESO)

7.33 Financial derivatives and ESOs are valued at market prices prevailing on balance sheet

recording dates. If market price data are unavailable, other fair value methods (such as option models

5 A central bank swap arrangement that has the characteristics of a standard (market priced) swap contract involves an exchange of
deposit with the simultaneous creation of a financial derivative (refer to paragraphs 6.xx-xx for additional details).

Commented [A5]: Some changes have been made to this
section based on Annex 7 (already posted for global consulta-
tion).
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or present values) may be used to value them. Compilers are generally constrained to use the par-

ties’ own accounts. When payments are made before the derivative contract expires (such as pay-

ments in interest swaps), the change in the value of the contract is recorded as transactions. should-

7.35 A key characteristic of many derivative contracts is that the counterparties make commit-

ments to transact, in the future and at agreed-on prices, in underlying items. The present value (or
market price) of a financial derivative is derived from the difference between the agreed-on contract
price of an underlying item and the prevailing market price (or the market price expected to prevail),
appropriately discounted, for that item. For options, the price depends on the potential price volatility
of the underlying instrument, the time to maturity, interest rates, and the difference between the strike

price and the market price of the underlying item. The counterpart liability is attributable;~ —by-cen-

vention—to the writer of the option and is valued at the current cost of buying out the rights of the

option holder. For a warrant, the counterpart liability of the issuer is the current outlay required to

buy out the exercise rights of the holder. The value of a credit default swap is determined by the dif-

ference between the present value of the series of premium payments and the estimated present

value of the potential payments in the event of default. The value of a swap contract is derived from

the difference, appropriately discounted, between expected gross receipts and gross payments.
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7.36 The market value of financial derivative contracts except for standard option contracts a—

forward-type-eontract-can switch from an asset position to a liability position (and vice versa) between
reporting dates. The switch is a result of movement in the price of the underlying item(s) from which the
value of the derivative ferward-type-contract is derived. When a switch in position occurs (and there are
no settlement payments), the market value of the gross asset or liability position at the close of the pre-
vious accounting period is revalued to zero, and the gross liability or asset position is revalued from

zero to the market value at the end of the present accounting period.

7.37 Gross asset and gross liability data should be compiled by summing, respectively, the val-

ues of all individual contracts in asset positions and the values of all individual contracts in liability po-

sitions.
ties;-as-discussed-inparagraphs-3-119-and-6-60-Notional values of financial derivatives are pre-
sented according to the formats shown in Appendix 149, Tables I-Ill. The notional value (sometimes

called notional amount or nominal amount) of a financial derivative is the amount underlying a financial deriv-
ative contract that is necessary for calculating payments or receipts on the contract. This amount may or
may not be exchanged. The notional values are useful for analysis because they provide information
about the risk exposure and assist in understanding the link between financial derivatives and the un-

derlying to which they relate.

. 7.37-1 Any value changes in financial derivatives are classified as revaluations and are included in

the other changes in financial assets and liabilities account (BPM7, paragraph 6.xx). For financial derivatives that

include a foreign exchange risk, are-a-case-where-the steps for separating exchange rate and other revaluations—

+as stated in paragraph 9.28—are not applicable. In those cases, a valuation change due to exchange rate changes

can arise even in the currency of denomination of the instrument. In some cases, such as cross-currency swaps

that are also interest rate swaps, it may not be practical to separate exchange rate revaluations from other revalu-

ations. The convention is that all revaluation effects are due to price revaluations.




Chapter 7 Balance Sheet: International Investment Position
7.38 Cumulation of transactions should never be used to estimate financial derivative positions.
Transactions relate largely to those in option-type contracts and to settlements. Settlements eliminate

positions, while the value of derivatives positions emerges largely from revaluations.

7.39 ESOs are valued consistently with the cumulated compensation of employees until the
vesting date (see paragraphs 11.20-11.21); thereafter, they are valued at market prices (see para-
graph 9.30). ESOs can be measured from a market value of equivalent options or according to an op-
tions-pricing model, such as Black-Scholes. International accounting standards give guidance on

methods, and recording in the international accounts normally will follow business accounts.

E. Other Investment

1. Valuation of nonnegotiable instruments

a. Nominal value

7.40 Nonnegotiable instruments include loans, deposits, and other accounts receivable/paya-
ble. The primary valuation for positions in these instruments is nominal value, which is defined in par-

agraph 3.88. In the case of other equity and equity in international organizations included in other in-

vestment, the valuation methods applicable to unlisted direct ard-pertfelie-investment equity may be
used, as discussed in paragraphs#~16—+1/and-725section B.1.

7.41 Accrued interest not yet paid should be included in the outstanding amount of the financial
asset or liability, rather than being classified separately (such as in other accounts receivable/payable).

Accrued interest not yet paid also includes FISIM accrued and not yet paid.

7.42 Nominal values are not adjusted for expected losses or for changes in interest rates. The
market value may differ from the nominal value primarily due to changes in market interest rates and

the possibility that some liabilities may not be repaid. The possible divergence between nominal and
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market values arises for loans, but it can also arise for deposits and other accounts receivable/paya-

ble.

7.43 The use of nominal values for some nonnegotiable instruments, instead of market-equivalent
values, in the 1IP is partly influenced by pragmatic concerns about data availability and also by con-
sistency in reporting by debtors and creditors. Nominal valuation is also useful in its own right, however,

because it shows actual legal liability and the starting point of creditor recovery behavior.

7.43-1 In the case of loans with concessional interest rates, positions are valued at nominal value

based on the contractual interest rate, similar to any other loans. Concessional lending is discussed in

paragraph 13.51/Annex 2.

7.44 The nominal value can be reduced by a write-off, restructuring, or debt forgiveness:

. Liabilities are canceled or written off, in part or in full, by the creditor as uncollectible, usually

because of the bankruptcy or liquidation of the debtor, or other factors such as a court order as

discussed in paragraphs 9.8-9.11.

. In a formal debt reorganization, the old liability is regarded as being extinguished and a new

liability created. (See Appendix-Annex 2, Debt Reorganization and Related Transactions.)

7.44-1 While the basic valuation principle for positions in loans is nominal value, when there is

evidence of loan deterioration due to publicly known events (e.g., in the context of bank recovery op-

erations) value reset—-even beyond the cases of bankruptcy and liquidation, or court decisions—is

recommended. Specific guidance on the situations when values should be reset and the criteria to be

applied will be provided in the BPM7 Compilation Guide.

b. Additional data on loans and other nonnegotiable instruments
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7.45 While nominal value is the primary valuation method for nonnegotiable instruments, it
provides an incomplete view of the financial position of the creditor, particularly in cases in which
the instruments are impaired. Consequently, additional items are included for loans to give addi-

tional information. The possible items are:

(a) fair value,
(b) nonperforming loans, and

(c) loan loss (bad debt) provisions.

These items are discussed in paragraphs 7.48—7.53. Data on debt in arrears are discussed in
paragraphs 5.99-5.102. These are alternative indicators that can be used to assess the effect of impair-
ment’ and other variations between nominal values and market-equivalent values. Fair value ex-
presses a market-equivalent valuation of the position. Nonperforming loans indicate the value of the
loans that are impaired, and loan loss (bad debt) provisions show amounts that are deducted from the

nominal value to account for expected losses in business accounts.

7.46 The fair value of loans is shown as a memorandum item for creditors. If fair value data for
loans are not available, the nominal value of nonperforming loans should be provided as a memoran-
dum item. These memorandum items are included for assets but not for liabilities. If fair value data
are available, nonperforming loans is a supplementary item. Data on loan loss (or bad debt) provi-

sions and arrears also may be provided on a supplementary basis.

7.47 The same issue of impairment arises for deposits and trade credit. For example, an insolvent
bank may have closed its doors, so that its deposits may be worth less than their nominal value, so alter-

native measures for deposits and trade credit may be prepared, where relevant.

7 For a financial asset, a loss in its future economic benefits or service potential. Aloss-in-the-future-econemic-benefits-or service-peten-
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c. Fair value
Reference:

International Financial Reporting Standards, International Accounting Standard 39 Financial Instru-

ments: Recognition and Measurement.

7.48 Fair value is defined as the amount for which an asset could be exchanged, or a liability settled,
between knowledgeable, willing parties in an arm’s-length transaction. That is, fair value represents a mar-
ket-equivalent value, namely, an estimate of what could have been realized if the creditor had sold
the loan. It is the preferred indicator of the effect of loan impairment as it represents an attempt to
measure the realizable value. The fair value of loan assets is shown as a memorandum item for as-

sets, where available.

7.49 The calculation of fair value takes into account expected loan losses. In addition, in the
case of fixed-rate loans, it takes into account changes in market interest rates. In practice, the availabil-
ity of fair value estimates of loans is limited by business accounting practice. A recent transaction in the
loan or one of similar term, credit risk, and so on provides a good guide to the fair value. As the time
since the transaction becomes longer and conditions change, such transactions values become historic

prices and not market-equivalent values.

d. Nonperforming loans

7.50 Nonperforming loans are defined as those for which:

(a) payments of interest and/or principal are past due by 90 days or more, or

(b) interest payments equal to 90 days or more have been capitalized or delayed by agreement,® (reinvested

into the principal amount) or

cheduled. it is classified as a new instrument (see paragraph 7.53). Rescheduling interest arrears is not sufficient for the loan to have been considered
rescheduled, see paragraph A2.12.
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(c) evidence exists to reclassify a loan as nonperforming even in the absence of a 90-day past due

payment, such as when the debtor files for bankruptcy.®

7.51 Nonperforming loans are recorded at nominal value, which allows them to be compared
with the total value of loans at nominal value. The value should include accrued interest not yet paid.
Loans continue to be included in nonperforming loans until written off (see paragraphs 9.8-9.11), for-
given (see paragraphs 13.22-13.23), reorganized (see paragraph 9.29 and Appendix 2), or they be-

come performing loans.

7.52 The three-menth-(or-90-dayj} criterion is the time period most widely used, although other
periods are used. When the standard definition of nonperforming loans is not used, other definitions
based on regulatory frameworks are acceptable. Because identification of nonperforming loans is a
bank regulatory concept, it may not be used widely by other creditors. The nominal value of nonper-
forming loan assets is a memorandum item when loan assets at fair value are not available; other-

wise, it is a supplementary item.

7.53 Information on replacement loans may be provided in addition to nonperforming loans.
Replacement loans include loans arising from rescheduling or refinancing the original loan and loans
provided to make payments on the original loan. Although these loans may be granted on “easier”
than normal commercial terms, provided the terms and conditions of the replacement loan are com-
plied with by the debtor, and subject to national supervisory guidance, the replacement loan is not

classified as nonperforming.

e. Loan loss provisions

7.54 Loan loss provisions, also called bad debt provisions, are internal accounting entries made

by creditors to take into account possible loan losses. These provisions may be used as an indicator of

°See Financial Soundness Indicators Compilation Guide 2019, paragraph 45.984.
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the difference between nominal values and fair values. As explained in Chapter 5 (paragraph 5.14),

provisions are not treated as liabilities in the ESS, because they are not the subject of the sort of (le-

gal) contractual obligations associated with a liability. International accounting standards allow for vari-

ous approaches to derive these provisions, so procedures may differ between enterprises and between
economies. Loan loss provisions may vary from the loss of value of nonperforming loans, for example,
because there is adequate collateral for a nonperforming loan, or there is an expectation that a propor-

tion of performing loans will default later._

f. Deposits and other accounts receivable/payable

7.55 Positions in deposits and other accounts receivable/payable give rise to the same is-
sues of nominal and fair values as loans. For example, deposits may be held at a bank in liquida-
tion, or trade credit liabilities may include those owed by insolvent debtors. These instruments
should be recorded at their nominal value. However, if there is a significant difference between
the nominal and fair value, indicators similar to those for loans should be shown as supplementary

items.

g. Metadata on indicators of impairment

7.56 In view of the range of options concerning measures of impairment of loans and other
nonnegotiable instruments, it is particularly important that metadata provide information on the defini-
tions and sources used. As accounting procedures become more widely standardized, more prescrip-
tive guidance may be given in statistical manuals for the adoption of particular indicators of impair-

ment of loans.

2. Financial leases

7.57 A financial lease is defined in paragraph 5.56. The treatment of financial leases is designed

to capture the economic reality of the arrangements. It moves away from the legal form by treating
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goods under a financial lease as if they were purchased and owned by the user. The financial lease is
shown as a loan from the lessor to the lessee that is used to finance the acquisition of a fixed asset by

the lessee. Financial leases affect goods, services, income, financial transactions, and positions.

3. Recording of positions associated with securities re-
purchase agreements and other reverse transactions

7.58 Reverse transactions are contractual arrangements that involve a change of legal ownership of

securities, er-gold, or other assets (e.g., commodities) with a commitment to repurchase the same or similar se-
curities, er-gold or other assets, either on a specified date or with open maturity. They include securities re-
purchase agreements, gold swaps, securities lending, and gold loans. The commitment to reverse the
change in legal ownership in the future at a fixed price means that the original owner retains the risks
and rewards of changes in the price of the asset. Accordingly, there is considered to be no change of
economic ownership of the security or gold, so no transaction in that security or gold is recorded, and

ownership of the asset as shown in the IIP is unchanged.

7.59 A reverse transaction may be with or without the supply of cash. If cash is supplied, as in
a repurchase agreement (repo or securities lending with cash collateral), and in return the other party
supplies securities, the arrangement is regarded as giving rise to a loan or deposit. (The classification
of the cash supplied is discussed in paragraphs 5.52-5.54.) Analogously to repos, a gold swap for
cash is treated as being a loan with the gold as collateral, and there is no change in the economic

ownership of the gold.

7.60 There may be problems in attributing securities ownership when using custodians as a
data source, because custodians may not know whether securities being held are under a repur-

chase agreement or not.

7.61 If a party that receives securities under a reverse transaction on-sells the securities to a

third party, then it has a short position. The treatment of short positions is discussed in paragraph
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7.28. Fees payable to one of the parties under a reverse transaction are discussed in paragraphs

11.67-11.68.

7.61-1 Repurchase agreements, securities lending with cash collateral, and margin lending can be

used to obtain short-term financing. Separate information on these types of loans helps in analyzing

the degree to which financial corporations are involved in liquidity transformation and in creation of

additional leverage. Therefore, data on repurchase agreements, securities lending with cash collat-

eral, and margin lending may be provided as an “of which” supplementary item under loans.

4. Overnight deposits

7.62 Overnight deposits (or sweep accounts) involve funds that are moved back and forth overnight. In
some cases, these overnight accounts are held in another economy. The funds are returned at the beginning of
the next working day and may then be moved back at the close of business. Positions should be meas-
ured after funds are moved at the end of the day. The calculation of major statistical aggregates—in-
cluding external asset and liability positions and financial transactions—can differ substantially depend-
ing on whether they are measured before, or after, funds are moved. By measuring positions and trans-
actions after the funds have been moved, consistency is ensured between the measure of interest
flows and of positions. In addition, major data users are interested in the size and location of these

stocks and flows for risk assessment and other purposes.

5. Insurance technical reserves, pension and annuity en-
titlements, and provisions for calls under standardized
guarantees-reserves

7.63 These reserves include:
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(&) nonlife insurance technical reserves prepaymentofinsurance-premibms-prepaymentofpremi-

(b) entitlements of beneficiaries under life insurance policies and pension schemes; and

(c) provisions for calls under standardized guarantees.

7.63-1 Nonlife insurance technical reserves consist of prepayment of insurance premiums less

service charges and reserves for outstanding claims (both reported claims and for claims incurred

and not reported) for nonlife insurance. Equalization reserves (explained further in paragraph 5.64(b))

for events that have occurred are included, whereas reserves for events that have not occurred are

excluded.

7.64 Insurance technical reserves, pension and annuity entitlements and provisions for calls un-

der standardized guarantees are regarded as liabilities of the insurance companies and pension funds,

and assets of the policyholders and beneficiaries. For economies that are major insurance service ex-
porters or importers, cross-border insurance reserves may be significant. For economies that are major
sources or destinations of temperarycross-border workers or that are sources or destinations for retir-
ees who change residence, life insurance and pension entitlements may be important elements of the
IIP. Insurance technical reserves may be classified as direct investment in the cases discussed in para-

graph 6.27.

7.64-1 A discussion on Islamic insurance (Takaful) and re-insurance (Re-takaful) including

their reserves as well as similarities and differences with conventional insurance is provided in chap-

ter 17 Islamic Finance.
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7.65 The nature of the pension entitlements liabilities of the pension funds and the correspond-

ing asset of the beneficiaries depend on the nature of the pension plan:

(a) A defined contribution scheme is one in which the benefits payable to the beneficiary- on retirement are

defined exclusively in terms of the level of the funds built up from the contributions made over the em-
pleyees-beneficiary’s working life and the increases in value that result from the investment of these funds
by the manager of the pension scheme. The entire risk of the scheme to provide an adequate income
in retirement is thus borne by the beneficiaryempleyee. The liability of a defined contribution
schemefund, and the corresponding assets of the beneficiaries, are equal to the current market

value of the assets of the fund, including any claims on the scheme’ sponsor-any-claims-en-the—

employer. Defined contribution plans are always funded.

(b) A defined benefit scheme is one in which the benefits payable to the employee-beneficiary on re-
tirement are determined by the-use-ef-an actuarial formula-eitheralone-oras-a-minimum-amount—

payable related to the participants’ length of service and salaries. The liability of a defined benefit

scheme _(including nonautonomous pension funds and unfunded pension schemes), and the cor-

responding assets of the beneficiaries, are egualtocalculated by estimating the present value of

the promisedfuture benefits_using actuarial estimates of the expected life length of the beneficiar-

ies. In defined benefit schemes, benefits to the policyholder are guaranteed, but the scheme may

be (partially) funded or unfunded._(See paragraphs 5.66-5.67 for more detail about pension entitle-

ments as a financial instrument.)

Commented [A6]: The sentence on unfunded has been de-
leted (as this is included in 7.55 under defined benefit
schemes--consistent with GFSM 2014 and 17.147 2008 SNA).

Further, chapter 5 already clarifies that "Pension entitlements
related to social security schemes are generally not recog-
nized as financial assets or liabilities, given that they are im-
posed by a general government law and sometimes subject to
retrospective adjustments of the amounts payable”.
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7.67 Provisions for calls under standardized guarantees are calculated in a similar way as de-
scribed for nonlife insurance technical reserves. They are equal to the present value of expected calls
under outstanding guarantees, net of any recoveries the guarantor expects to receive from the de-

faulting parties.1?

7.68 To the extent that these reserves, entitlements, and provisions are measured from the ac-
counts of insurance companies, pension schemes, and issuers of standardized guarantees, they may
need to be split between liabilities to residents and nonresidents according to a suitable indicator
such as premiums payable. The priority attached to the estimation of cross-border proportions of in-

surance reserves depends on their significance in each economy.

F. Reserves

7.69 At the appropriate reference dates, reserve assets are valued in-the-main-primarily at
current market prices. Monetary gold is valued at the prevailing market price, SDRs are valued at

market rates calculated by the IMF, and deposits and loans are valued at nominal values.

7.70 SDR holdings are a reserve asset, while the allocation of SDRs to IMF members is shown
as the incurrence of a liability by the recipient and included in other investment. Therefore, for an econ-
omy that holds only its original allocation, its reserve assets are increased by the value of SDR hold-

ings, but its net IIP is unchanged.

7.71 Reserve-related liabilities are shown as a memorandum item to the IIP on a short-term
(remaining maturity) basis (see Appendix 149, Table V). They are defined in paragraphs 6.115—

6.116. A comprehensive picture of foreign currency assets and liabilities of monetary authorities and

!9These amounts may represent an overstatement of the assets and liabilities. For example, financial institutions make 1,000 loans of 20 units each that are covered by
standardized guarantees, of which estimated claims are 200. The combined assets (and combined liabilities) of all the parties involved would be shown as 20,200,
consisting of 20,000 loans and 200 in expected calls under the guarantees, even though only a maximum of 20,000 could ever be realized. The overstatement arises
because the loans are recorded at nominal value.
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central government, including positions with residents as well as nonresidents, can be presented ac-

cording to the format in Table V in Anneppendix 914.

7.72 Positions with the IMF include reserve assets, reserve-related liabilities, other invest-

ment, and off-balance-sheet liabilities (these are elaborated in Annex 7-19).

7.73 Some governments have large special purpose government funds—usually known as
sovereign wealth funds—as discussed in paragraphs 6.93—6.98. Some of these assets may be
included in reserve assets or possibly in other functional categories. Where such a fund is signifi-
cant, the special purpose government fund’s foreign assets not included in reserve assets can be

shown separately as supplementary items.

G. Off-Balance-Sheet LiabHitiesltems

7.74 As noted in paragraphs 5.10-5.14, some actual and potential obligations are not recog-
nized as liabilities in the IIP. Examples include potential liabilities under one-off guarantees, unfulfilled
loan commitments, and other explicit contingent liabilities (for further discussion, see Chapter 9, Contin-
gent Liabilities, of External Debt Statistics: Guide for Compilers and Users 2014). If such obligations to non-
residents are significant, compilers should provide supplementary data in terms of the maximum expo-

sure loss by type of contingent liability.

Annex—1-(Moved to Annex 9)
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