XIV. income

Coverage

207. Income covers wo types of transactions benwveen
residents and nonresidents; (i) those involving
compenscition of emmlopeey, which is paid 1@
nonresident workers (e.g.. border. seasonal. and other
shert-term workers). and (i) these invelving inceshment
tncome receipts and payments en external financial
assets and liabitities. Included in the lawer are receipts
and payments on direct investment, port folto
investment, other mvestment, and receipts en reserve
assets. Inceme derived from the use of tangible assets
is excluded from #come and classified. as apprepriate,
under leasing or remals. under othes brsiness services.
or under nansportation. Financial leasing arrangements
are considered evidence that & change of ownership is
intended (see puacageaph 208), and part of the lease
payments is censtrued as income on ¥ financial asset,

2G8. Holding (capital) gains and losses are net
classified as income en investments but as part of the
vilue of the investmencs. All realized helding gains and
losses arising frem transactions are included in the
Jtuanctal accosnt: uncealized valuation changes are
not included. Hesvever, some debt securities (such as
bends. notes. and bills) are originally issued at values
thac differ from the stated fised sums that holders have
the unconditienal right to receive when the obligations
mawrce. These premiums or discounis should be
regarded as negative imeres; or interest. respectively,
rather than as helding lesses or gains. The values of
securities entered in the fTunancial account are the
ameunts for which the securities were actually issued.
The fixed sums paid at maturity cemprise both
repayments of original principal amounts and (negaive
or positive) interest the interest should be shown as
inoestment income.

Definition and Classificatlon

26G9. Compensation ¢f empioyees compriscs Wages,
salaries, ancl other benchits Gn cash or in kind) camed
Ly individuals—in ¢conomics other than thoese in which
they are residents—for work performed for and praid
for by residents of those ecenomies. Included are
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contributions paid by employers, en behalf of
empleyees, @ social security schemes or te pavite
insurance or pensien funds (whedher funded or
unfunded) te secure benefits for employees,
Emplovyees. in this centext. include seasonitl er other
sheri-term workers (less than ene year) and border
workers whe have centers of econemic interest in their
ewn ecenemies, Because embassies and consulites are
censidered extraterritorial to the economies in which
they are located. the cempensatien received by lecal
(host ceuntty) staff of these institutional entities is
classified as that paid 1o resident entities by nenresident
emities.

27¢. Compensition Puid to employees by internation:sl
organizations, which are reated as extruerritorial
entities, repeesents payments Lo residents from
nonresident entitics if the coployees ure residents of
the cconomies of location. Also. if the cmployees are
from other cconomics but are cmploycd for one year
or more, they are treated as residents of the cconomies
of location. und their compensation is classificd in the
same manner. Thus, in the case of employees (rom
other vconomics who are cmploved for kexs than onc
yeur, NO prayients e rosidents are involved. (For
treatment of technicael assislunce pessonnel working
abresd on assignments of OnNe year or more, xee
parageaph 69

271. Persenil expenditures made by nonrcsidient
scasonal and border workers in the cconaoties in
which they are employed and personal expenditures
made by those working on installuion projecs are
recorded under traved. Taxces paid. conributions madce
o pension funds, ete. in those cconamies are recorded
as curtent iimnsler pavinenis. Gross recording of
compensation and expenditures is recommended in this
Manuaf, although recording may, on practical greunds,
Le limited t® estimates of nct income in seme
instances.

272, In practice. it is often diffielt to mitke the
distinttien betiveen persons whose earnings are
classified as compensation of emplerces. even theugh
they are not residents of the economies in which they
work, and migrants who have become residents of
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economies by vinue of being expecied 10 live there
for a year or mmore. (Sec paragraphs 352 through 355.)
The activiies of an individual—whether he or she is
rewirded us 1 residem or a migrant—<do aot affect the
appregate tirmssctions ol the compiling cconomy with
the rest of the world. Therelore, dilticultics on this
score will not, in principle, be o source of net errors
and omissions in the balance of payments. Even so,
eflorts shouid be made 10 observe the distinction
benveen nonresident workers and migrants, @ther-
wise, the comparability of balance of payments stnements
for the two compiling economiies will suffer from
dissimilar stisiical reatimem of the same individuals.

273. Nonresidents of an economy oy engage in
tminsactions assoCiatedd with the use of Yund for non-
commercial purposcs. Such tminsactions are: usually
included indistinguishubly under components other
than fscome (Tor example., raved or government
SCrVICES 12.5.€.).

274. fnvestment inconee (propecty income in the SvA)
covers income derived from a resident entity's
ownership of foreign financial assets. The most
common types of faesiment income are income on
equity (dividends) and income on debt {inlereso).
Dividends, including stock dividends, are the
distribuned carnings wllocued o shares snd other
forms of purticipation in the equity of irtcoiporated
private enterprises, coopeatives, il public
coiponitions. Divicdlends repecsent incGme 1had is
payable withouwt o binding agrecment between the
creditor aad the dettor. Among other iypes ol income
art equity are (i) camings of bxanches and other
uninoarpknaled direcl investiment enlerprises and

Gi) direct investors' shares of earnings of incorporated
circ-ct investment entesprises. (The lauer type of
carnings, which are not formally distributed, wre
carnings other Uiun dividends,) Shares of einvested
carnings auributed (o direct investors are
proportionate to the participation of the direc
invespors in the equity of the enterprise. Also, in
principle. income is imputed to households from net
equity in life insurance reserves and pension funds
and included indistinguishably under ether invesument.
Interest, including discounts in lieu of interest,
compriscs income on loans :and debr securitics Ci.e.,
tank deposits, bills, bonds, notes, and trade
advanoces). Net interest flows arising from interes! mate
swaps also are included. (See paragraph 408.) Interest
18 payable in accorlitnce with a binding agreement
bewveen the creditor and the debior.

CUAIER NV

275. The components ol {nvestment (ncemear:
classificd as dircct investment, potlolio investment, and
ather investment incon,

Birect investrent inconic

276. The nwo categories under this heading—income
on equity and income on debt—cover mcome :ccruing
10 a direct investor resident in ont economy frot the
ownership of direct invesunem capitil in an enterprise
in another economy. (See paragraphs 330 and 363 lor
the definition of directinvesument cipital) [acome on
direct investment is presented on a net basis for direct
investment mude abread und in the repetting ecenomy
(i.e.. receipts of income on equity and income on <lebt
less payments on income on equity and income on
debr lor euch).

277. Income on caquity is sulklivided into (@) distribucect
incenne (dividends and distribuied branch profits) and
(i) reinvested earnings andd undistributed branch
prolis. NDistiibuted inconw may consist of dividends on
common or preferred steres owned by dirget investors
in associaed cotemrivs abroad, or vice versa

278. Reinvested carnings comprise direct investors'
shures—in proportion to equity held—ot (i) earnings
that foreign subsididries and assaciated enterprises do
not distribue as dividends and i) earniags that
branches and other unincorporated enterprises do not
remit 10 direct investors. (1f that pan of carnings is not
idenuified, ail branch eamings are considered. by
cenvention. @ be distributed.) ‘Thus. reinvested
earnings may be calculated as the entrepreneurial
inceme (net operating surplus) of the direct invesunent
enterprise. plus any income or current anslers
receivable. minus any income or current (ransfers
payable. The lawer include any current uxes payable
o income. wealth. et

279. Income on debt consists of interest payable—on
intercompany: debt—to or from direct investons from er
to associated enterprises abroad. Income on
nonpanticipating preference shaces is reated as interest
income, rather than dividend income. and is recorded
in income en debt.

Lortfolio investment income

280. Portfolio invesumenl ncome compo'ses income
ransaclions belween residents 3nd nonresidems :md s
derived from holdings of shares. bonds. notes. and
money market insttuments and associated with linancial
derivatives. This category is sulxiividex) into income on
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STRUCTURE AND CIASSIFICATION

equity (dividends) und income on debt Ginterest). See
Chapter 19 feor detuils on new financial instouments and
treatment of financial derivatives, such as options. ‘I'he
fnancial instrument classification schenie for porfelio
investment income is consistent with that in the
[rancial account and with thac in the mternatienal
investiment position. Subsectoring into demestic
institutiona] scetors (monetary authorities, general
government, lxanks, and ottier) is shown under
Scleaied Supplemenary Informaa’on. (See the uble
a the end of Chapter 8.} A van'ety of other
supplementary disaggresitions by foreign sector, €tc.
may be desirable for specific analytical puiposes.

@®tbher investment inconie

281, Other investment income covers interest receipts
and paymens on all other resident claints (assets) on
and liabilities © nonresidents, respectively. This
category also includes, in principle, imputed income to
households from net equity in life insurance reserves
and in pension funds. @ther investment income is
classified by the domestc sectors previously neted
Interest on assets comprises inlerest on long- and
shogt-term louns, on deposits, on other commencial and
{finuncial claims, and on an economy's creditor posiion
in the Fund, SDR holdings, and lxins o the Fund.
nicrest on liahilitics covers inierest on loans, on
deposits, and on other claims and interest related o the
usc of Fund credit and loans fresm 1he Fund. Also
included is interest paid 1o the IMF on the Fund’s SDR
holdings in the General Ressounces Account. Borderline
distinctions nay arise hetween imeiest income and
certain commissions and fees, such as commitnent
charges en undrawn funds. These are included in
Jinanctal services. (Sec Chaprier 13.)

Titne of Recording of Investment Incorme

282. ®ividends are recorded as of the date payable.
Interest income is recorded on un accrual basis. If the
interest is not actually paid, an income entry is
recorded under the appropriate instmament and a
counterpart entry is made in the financiat account ©
reflect an increase in the claim associated with
nenpayment. {(See paragraph 121.)

283. Fer zero coupon and ether deep disceuned
bonds. the substantial difference between the
discounted issue price and the value at maturity is
trcated as interest. That difference is recorded as
accruing over Uie life of the bond as a series of interest
payments rither than being recorded when the interest
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is due for payment If the sesecurities are traded—prior
to maturity—in the secondafy market. prevailing rates
thac reflect the difference Benveen the new owner's
cost and the value at matrity should txe wed for the
subsequent recording of interest en these securitics.
Implementation of this weatment may be difficult. (Sie
paragraph 396.) Reinvested carnings of dicer
investiment enterprises are recordedd in the Ilinee of
pavments in the periodds in which the income is earned
Distribued (cemitted) earnings of branches and other
unincorporated enterprives are recorded as of the umes
the earnings are ransferred.

284, This difference in times of recording for carnings
that arc formally distnbued and for other carnings is
attributable to the fact thit reinvested carnings
represent the net incosie accruing during o specific
pudod. In contrust, dividends and remitted carnings of
branches are disceretionary distsibutions that can be
made atuny time—even in g period when g net Joss is
sustained. Thercefore, these dividends and ramitted
curnings are net stributable to the carnings of o
particulsr peoed. To determine the period in which
those reinvested camings wre cumexl or other
investoent income hecomes payable, it may b helpful
to refer to halance sheets, annual reperts, ancd timilsr
documents of the direct imvestor or the cnterise,

Measurement and Recording of Dircct
Investment Larnings

285. Dirvct investment carnings are measurced on the
basis of carrent operating pedonmance. QOperiationa
camings represent iccome from nonmil opxerations of
the entesp’se and do not include any realizad or
unrcalized helding (Capital) gains or losscs awrising from
valuation changes, such gs inventory write-off's; gains or
losses on plant 2nd oxuipiment from the closure ol pad
or all of a business; write.offs of inlangibles, including
goodwill, because of unusual events or devclopments
during the ped'od; wiite-0ffs of rescarch andd develop-
ment expenditures; sses on the writeeoffs of bad
debts or on expropriition without compensation;
abnorma) provisions for Josses on long-terin contracis:
and exchunge-rate-related gains and losses. Unreulized
gains or losses resulting from the revaluation of fixed
assets, investments, and liabilities and any realized
gains er losses resulting (rom the disposal of assets or
liabilities should be e xcluded from direct investment
earnings; that is. gains should not be added in and
losses sheuld nel be deducted. In addition, vuluation
chunges resulling from unforeseen obsolescence,
catastrophes. and depletion of nasurdl resources :ire
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ireated as holding losscs it the imes that the decrcascs
in values actually eccur, Becauwse datit for smany
countnes e gvailable only on un allanchsive basis,
when holding gains and losses and other exeaondinury
incomy are included in reported carnings, those
¢ountiies that report earnings on either an operdating
basis or all-inclusive basis should collect and publish
suppletmentny infermaten on holding gains and losses
and ether exuvaerdinary items. This practice would
enhance inwsnatienal cemparability for beth ews and
Stock positiens.

286. Earnings of a dircal investment enterprisic are
measured net of income or corpontion taxes payable
without penalty dursing the recording period by the
enterprise o the ¢conomy in which that emerprise
openes. This practice is Followed because such axwes
are considered payable by the enterprise and nex by its
owners. Futherrnore, earnings should bLe cilculaed na
of any provision for depreciation of fixed cipital.
Bepreciation is measured by the value, w current
replacement cost, of the reproducible fixect dassets used
upr Cas o result of normal weear and war, forescen
obsolcscence, and accidental damage not made gowd
Ly repair) during sn sccounting peiod. 1o the
calculativn of depreciation, the expected ceconomic life
of un ndividual usset should be wken into account,
Although depreciation sheuld, in principle, be
culculated ar current replacement cost, often the only
data avaitable may e based on historical cost

287. Dividends payuble to direct investors. remitted
branch carnings, and interest payable by direct
investment enterprises are recorded gross of any
withholding tes. These taxes ane deemed praid by the
recipient and are tramsferrcd to the country of the dircat
investment cnterprise uand recorded undere transfers.

288. Reinvested (undistributed) earnings of branches
and other unincorporited direct investment enterprises
and direct investors’ shares of earnings, which are not
fonnally distributecl, of incorporated direct investment
cnterpeses sire deemed to provide additional capital to
the: enterprises and 1o increase the value of an
coonony's stock of forcign assets and liabilitics. When
such carnings are recorded in the belance of payoents,
therefore, entries should be mude both for dircet
investment income and for direct invesunent capitad
For example, reinvested carnings attributable (o a
resident direct investor of a direct investment
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subsidiary or of a hanch should be entuered as. @
credit in the current account uncler clirect
mveslment income Gnoonie on equity) and s a debit
in the financield ceccownt under direct ficestment-
abroad {reinvested earnings). Ponlolio investors
shares in earnings. which are not formally distributed.
of tncorperated direct investment emerprises should
not be entered in the balance of payments.

289. Pirect investors’ shares in net losses, other than
holding (capital) losses of enterprises, should be
recorded as negutive income in the dirceat investment
income ¢component of the balance of payments. Thus,
the eeonomy recording losses on residents” direct
investments made abroad should enter the lesses as
negative credits. while the economy in which the
dirc>ct investment is made should record the losses as
negative debits. ‘This method of recording lesses is
used se that the credit side of the compoenent will
roflect the compiling economy’s net earnings en
direct investments made abroad. while the delit side
will refer 10 nonresident direct investors' net earnings
on direct investments in the comptling ceonomy.

Stock Dividends, Bonus Shares, and
Liquidating Dividends

290. The distribution of carnings, n the form of
stack iviclends, 1o nenresicdent sharcholders is
construed s a cupitalization of cuerent carnings und
an alsernative to distributing cash dividends, Such
earnings distributions are recorded in the halince of
payments in the same manner as remvested carnings
(i.e., as investment income in the current account
and as offsetting equity investment in the financial
account). General honus shares, on the other hand,
represent the substitution of one type of equity (paid-
up capital or capital stock) for another (reinvested
earnings) and thus should not be recorded in the
balunce of payments. (In some countries,
accumulated re.senvesfrom reinvested earnings «ee
credited 10 2 reserve account that is converled Lo
honus shares when the account reaches o certsin
level.) Liquidating dividends are excluded from
ineestment ceme beevuse such dividends represent
retuens of capital contributions rather than remittance
(clistribution) of carnings. Therefore, liquidating
dividends should bLe recorded in the fTnanciad
acconnt 15 withdrawsils of capitad.
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