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1. The OECD Benchmark Definition of Direct Investment notes that analysis of direct
investment may require classification of the data by country on two bases: 1) by ultimate
host country/ultimate investing country, and 2) by immediate host country/immediate
investing country. Of these two, the preferred basis for classification for most direct
investment statistics, according to the Benchmark Definition, is immediate host
country/immediate investing country. Specifically, the Benchmark Definition
recommends that direct investment balance of payments flows be classified only by
immediate host/immediate investing country and that the stock of direct investment net
assets and direct investment earnings also be classified primarily on this basis. Although
the Benchmark Definition recognizes that classification by ultimate host country/ultimate
investing country can be useful, it notes that for outward investment “recording earnings
on the basis of the ultimate host country would appear more appropriate in the case of
operating data of affiliates, for those countries that collect such data.” For inward
investment, the Benchmark Definition points out that the share of earnings and net assets
attributable to the ultimate parent company will not normally be known because the host
country does not know the percentage share holdings in the various intermediary
companies between the direct investment enterprise and the company that ultimately

owns it.

2. In accordance with the Benchmark Definition, the standard presentation by the United
States of the direct investment position and of balance of payments flows is based on data
classified by immediate host country/immediate investing country. The United States
also collects extensive data on the operations of direct investment enterprises and, for
these data, the country of ultimate host country/ultimate investor country is the principal

basis for classification.? The remainder of this paper discusses how the United States

! The data on the operations of direct investment enterprises, which are collected in
mandatory surveys, include such items as balance sheets and income statements, sales of
goods and services, employment and employee compensation, U.S. trade in goods,

research and development expenditures, taxes, and external financial position.



uses ultimate investor classifications in the inward investment data on the operations of

direct investment enterprises.

3. The data on the operations of inward diredt investment enterprises are collected in
order to be able to monitor, assess the impact of, and guide U.S. policy on foreign direct
investment in the United States. For these purposes, the country that ultimately owns or
controls a direct investment enterprise and, therefore, derives the benefits from owning or
controlling the enterprise, is considered most important. To adequately evaluate many of
the issues of concern to policymakers and researchers pertaining to direct investment,
information on the ultimate owner isessential. For example, an understanding of the
ramifications of technology transfer associated with a direct investment partly depends on
knowledge of the country of the ultimate investor because the ultimate investor is
frequently the source for transfers of technology to or the recipient of technology
transfers from the direct investment enterprise. The country of the immediate investor is
often irrelevant, particularly if, as is often the case, the immediate investor serves only as

a conduit for financing and income flows.

4. The United States refers to the ultimate investor as the “ultimate beneficial owner”
(UBO), the immediate owner asthe “foreign parent,” and the direct investment enterprise
asthe“U.S. dfiliate” Using the U.S. terminology, the UBO is defined as that person,
proceeding up the U.S. affiliate’ s ownership chain beginning with and including the
foreign parent, that is not owned more than 50 percent by another person. The foreign
parent is the first person outside the United Statesin the U.S. affiliate’ s ownership chain
that has a direct investment in the U.S. affiliate. If the foreign parent is not owned more
than 50 percent by another person, the foreign parent and UBO are the same. Unlike the
foreign parent, the UBO may be either a U.S. person or aforeign person (though most are
foreign). Both the UBO and foreign parent are “ persons,” where person is broadly defined
to include any corporation, individual, branch, partnership, association, associated group,

estate, trust, or other organization and any government.



5. The United States collects UBO information in mandatory annual and benchmark
survey reportsfiled by U.S. affiliates. The definitions discussed above are provided on
the survey forms, and the U.S. affiliate is required to provide information on the country
and industry of its UBO based on those definitions. The United States does not collect
information on the UBO’ s percent ownership share in the U.S. affiliate or on intermediary
companies between the foreign parent and the UBO. The United States believes its
method of collecting the information yields accurate information on the country and
industry of the UBO. For the majority of cases, there is little evidence that the absence of
informationon the UBO’s ownership interest in the U.S. affiliate or of information on

intermediary companies has affected the quality of the information provided.

6. Although information on intermediary companies between the foreign parent and the
UBO could be useful in answering some research and policy questions, the information is
not collected by the United States because of concerns about the difficulty of obtaining
the information and about the burden that would be imposed on survey respondents.

Also, it is not clear how information on the often complex structures of intermediary
companies would be tabulated if it were collected. Ownership chains can involve a
number of tiers-a single UBO's ownership chain might involve companies in several
countries before reaching the U.S. affiliate--and the chains can vary significantly from
company to company. Presenting such complex and varying informationin a

meaningful way would be problematic.

7. In collecting the UBO information, the primary goal is to obtain accurate information
on the country and industry of the UBO; information pertaining to the identity of the
UBO itsdlf (such asits name) is of secondary importance. The United States recognizes
that a UBO that is an individual (or group of individuals) may prefer not to be
specifically identified and, in such cases, the U.S. affiliate is not required to report the
name of its UBO. A similar situation that might affect reporting arises if the UBO does
not want to make requested information available to the U.S. affiliate for inclusion in a
survey report. Because of concerns about such situations, the first U.S. surveys that
obtained UBO information permitted the UBO itself to directly supply the requested



information. However, the early surveys indicated that this was not a significant issue,
and the United States no longer provides instructions on its survey forms regarding direct
reporting of information by a UBO.

8. Although the United States obtains information on the industry of UBO in addition to
the country, its use of the industry classificationsis limited. Most tables that
disaggregate the operations data by industry are based on data classified by industry of
the U.S. affiliate; only afew are classified by industry of UBO. The industry
classifications obtained for UBO’s are much less detailed than those for U.S. affiliates. In
the 2002 benchmark survey, UBO’s were assigned to 1 of 32 broad categories while U.S.
affiliates were assigned to 1 of amost 200 industry classifications (the attachment lists
the 2002 UBO industry categories). Inthe case of UBO’s that are business enterprises,
the classifications are assigned based on the UBO’ s worldwide consolidated activities,
including the activities of the U.S. and foreign entities in the ownership chain below it.2
The industry classification of the UBO can and often does differ from that of the foreign
parent. (Classifications can differ even in cases where the UBO and the foreign parent
are the same company.) This difference occurs because the industry classification of the
foreign parent reflects only the activities of the parent and the foreign parent consists only
of the first person outside the United States in the U.S. affiliate’ s ownership chain; al
other affiliated foreign or U.S. persons are excluded.

2 UBO's that are not business enterprises are classified based on the type of entity--for
example asindividuals, estates, or trusts.

When the United States first began collecting UBO information, the industry was
assigned based on the activities of the UBO itself rather than on its worldwide activities.
Many UBO's are holding companies, and tabulations based on the information collected
in the early surveys tended to classify a substantial portion of the data as holding
companies. Because of this problem, beginning with the 1987 benchmark survey of
foreign direct investment in the United States the basis for assigning industry

classifications was changed to the UBO’ s worldwide activities.



9. A U.S. dffiliate may have more than one foreign parent and, therefore, may also have
more than one UBO. In such cases, U.S affiliates are required to identify the UBO for
each foreign parent ownership chain. (An affiliate could have two foreign parents if, for
example, one parent has a 30 percent ownership interest in the affiliate and another has a
70 percent interest.) In tabulations that present data by country of UBO, datafor U.S.
affiliates with more than one UBO are assigned to the country of the UBO in the
ownership chain of the foreign parent with the largest ownership interest.

10. UBO information was first collected in the 1980 benchmark survey of foreign direct
investment in the United States. In addition to the data for 1980, the benchmark survey
information was used to identify the UBO’s of U.S. affiliates that reported in annual
surveys covering 1977-79. Since 1980, all annua and benchmark surveys have collected
UBO information, and published reports with tabulations of data classified by country
and industry of UBO are available for each of the years 1977-2002.

11. Almost all of the tables that present the operations data disaggregated by country are
based on data classified by country of UBO. However, afew tables provide data
classified by country of foreign parent (that is, by country of the immediate investor).
Comparisons of data from the 2002 benchmark survey of foreign direct investment in the
United States indicate that distributions based on data classified by country of UBO differ
significantly from distributions based on the data classified by country of foreign parent.
For example, when distributed by country of UBO, totals for the United Kingdom, Italy,
and Hong Kong are substantially higher than those shown when data are distributed by
country of foreign parent (see the attached table). For other countries-most notably,
Switzerland, the Netherlands, Ireland, and some Caribbean countries-totals shown when
data are distributed by country of foreign parent are substantially higher than those shown
when distributed by country of UBO. Another difference is that values are shown for the
United States in the data distributed by country of UBO.



12. In addition to the operations data, the United States publishes a limited amount of
data on the inward direct investment position and on direct investment balance of
payments income classified by country of UBO,; these data are available for the years
1987-2003. In order to tabulate the direct investment position and income data by
country of UBO, the UBO information collected in the annual and benchmark surveysis
linked to information on balance of payments transactions and positions obtained in
quarterly direct investment surveys. In the tabulations of the data, values shown for the
direct investment position and income are not prorated to reflect the UBO’s percent
ownership share in its U.S. affiliate because, as noted earlier, this information is not
obtained in the U.S. surveys. Also in the tabulations, values associated with U.S.
affiliates with more than one UBO are assigned to the country of the UBO in the

ownership chain of the foreign parent with the largest ownership interest.

13. Questions for discussion:
Do DITEG members have comments on the UBO concept as used by the United
Sates?
Do DITEG members have comments on the methods used by the United Sates to
obtain UBO information?
Should the benchmark definition recommend that information on the ultimate
investor be collected by host countries?
Do DITEG members agree that it is not necessary to collect information on the
ultimate investor’ s percent ownership interest in the direct investment enterprise
or on intermediary companies between the immediate and ultimate investing

companies?



ATTACHMENT

UBO Industry Categories Used in the 2002 Benchmark Survey
of Foreign Direct Investment in the United States

01 Government and government-owned or -sponsored enterprise, or quasi- government

02
03
04
05

organization or agency
Pension fund—Government run
Pension fund—Privately run
Estate, trust, or nonprofit organization
Individual

Private business enterprise, investment organization, or group engaged in:

06
07
08
09
10
11
12
13
14
15
16
17
18
19

Insurance

Agriculture, forestry, fishing, and hunting
Mining

Construction

Transportation and warehousing

Utilities

Wholesale and retail trade

Banking, including bank holding companies
Holding companies, excluding bank holding companies
Other finance

Real estate

Information

Professional, scientific, and technical services
Other services

Manufacturing, including fabricating, assembling, and processing of goods:

20
21
22
23
24
25
26
27
28
29
30
31
32

Food

Beverages and tobacco products

Pharmaceuticals and medicine

Other chemicals

Nonmetallic mineral products

Primary and fabricated metal products

Computer and electronic products

Machinery manufacturing

Electrical equipment, appliances, and components
Motor vehicles and parts

Other transportation equipment

Other manufacturing

Petroleum manufacturing, including integrated petroleum and petroleum refining
without extraction



Selected Financial and Operating Data of Majority-Owned U.S. Affiliates, by Country of UBO and Country of Foreign Parent, 2002

By country of UBO

By country of foreign parent

Millions of dollars Thousands Millions of dollars Thousands|
Total Gross property, Vaue of Total Gross property, of
assets plant, and Sdes added [employees| assets plant, and Sdes Vaueadded |employees)
[€) 2 (€] 4 ®) (6) @) 8 ©) (10
All countries 4,556,582 1,016,004| 2,043,500 453,637| 5,420.3| 4,556,582, 1,016,004 2,043,500 453,637 5,420.3
Canada 325,469 84,674| 128,411 36,589 470.5 340,756 91,643 142,428 38,642 486.2,
Europe 3,418,922 639,160| 1,246,557| 290,887| 3,751.9| 3,480,720 653,881 1,289,920 307,719| 3,892.6
Austria 3,459 1,352 2,993 483 104 3,448 2,715 5,315 1,100 124
Belgium 41,275 10,513 23,252 6,194 132.6| 43221 14,420 25,498 6,949 139.6
Denmark 15,881 3,070 9,411 2,427 44.7 19,319, 2,454 6,561 2,080 41.0
Finland 13,909 7,946 16,672 4,108 38.5 13,033 (D) 15,934 (D) K
France 447,432 69,059| 150,885 40,926 468.0| 446,954 61,343 144,952 38,757 446.3
Germany 534,078 176,956 290,353 56,951 676.4| 516,865 167,080 277,724 52,470 627.1
Ireland 12,179 5,831 10,714 3,385 36.1 30,956 9,101 28,455 6,710 120.2
Italy 38,212 11,698 22,134 5,070 87.7] 13,795, 5,359 8,917 2,441 39.9]
Luxembourg 7,721 3,331 3,515 1,029 13.6| 159,164 (D) 31,537 (D) M
Netherlands 529,883 80,285| 226,982 38,487 547.3| 627,778 105,098 274,014 50,600 751.7
Norway 7,020 2,411 8,956 979 17.7 7,630 2,330 8,904 1,111 14.0
Spain 7,932, 2,835 5,464 927 18.0 5,612 2,368| 3,354 534 131
Sweden 58,142 15,476 43,049 11,891 225.7 60,651 14,209, 48,614 13,785, 2239
Switzerland 878,483 35,898| 111,395 27,596 429.9| 967,226 57,571 179,253 48,115 598.3
United Kingdom 819,758 210,411| 314,944 89,658 995.8| 561,273 167,800 220,450 62,738 618.0
Other 3,559 2,089 5,841 775 9.4 3,796 1,997 10,438 5,305 38.0
Latin America and Other Western Hemisphere 222,161 65,316| 122,170 37,045 352.3] 198,143 74,226 105,342 28,724 309.1
South and Central America 33,109 15,894 44,126 10,167 65.7 24,854 11,494 35,363 8,601 55.1
Brazil 3,873 1,946 (D) 675 53 868 393 420 94 0.8
Mexico 18,132 6,500 15,769 3,496 47.1 12,436 3,556 12,642 2,572 40.6)
Panama (D) (D) 1,312 513 6.5 (D) (D) (D) (D) |
Venezuela (D) (D) (D) (D) H (D) (D) (D) (D) H
Other 798 295 1,053 (D) G 570 116 1,190 129 2.3
Other Western Hemisphere 189,052 49,422 78,044 26,877 286.7| 173,288 62,732 69,979 20,123 254.1
Bahamas 1,032 398 346 120 2.6 2,624 1,414 1,836 499 4.7
Bermuda 121,159 35,152 62,552 22,154 223.4 60,380 26,230 21,880 5,129 63.1]
Netherlands Antilles (D) (D) (D) (D) J 12,464 9,615 8,304 3,126 37.6
United Kingdom Islands, Caribbean 55,661 7,306 9,714 2,147 36.5] 71,882 23,337 30,023 8,102 106.0|
Other (D) (D) (D) (D) | 25,939 2,135 7,937, 3,267 42.6)
Africa 6,073 3,306 5,387 1,150 10.3 10,042 7,267 6,949 1,449 12.5
South Africa 4,984/ 2,931 5,009 1,069 9.7, (D) (D) (D) 177 2.1
Other 1,089 375 378 81, 0.6 (D) (D) (D) 1,271 10.4
Middle East 22,888 17,667 30,331 7,275 40.7 13,562 11,124 26,062 6,033 21.7
Israel 3,779 1,038 (D) 634 9.6 2,241 708 1,676 427 74
Kuwait 1,661 1,330 499 190 0.9 (D) (D) (D) (D) F
Lebanon 674 738 422 218 2.3 1 1 *) *) *)
Saudi Arabia 11,542 10,594 (D) 4,993 9.8 (D) (D) (D) (D) H
United Arab Emirates 2,723 2,778 521 244 1.6 241 286 97! 63| 0.6
Other 2,509 1,189 2,245 997 16.6) 1,071 519 1,197 595 85
Asia and Pacific 540,946 198,098 492,116 75,627 754.3| 513,359 177,864 472,799 71,070 698.2
Australia 67,658 18,659 22,642 6,656 55.0] 65,250 16,897, 20,625 6,138 46.7
China 1,096 546 1,427 251 34 661 426 709 113] 1.5
Hong Kong 6,521 4,738 4,461 1,231 11.3 1,422] 971 1,076 327 3.6
India 390 129 489 91, 1.7 299 105 339 80 13
Japan 430,565 150,705 414,472 61,976 628.2| 423,939 147,366 411,145 61,094 610.8
Korea, Republic of 12,760 5,876 30,576 1,948 11.9 12,748 5,865| 30,575 1,949 11.9
Maaysia 1,687 1,064 879 334 54 556 337 462 76 19
New Zealand 351 67, 1,031 19 0.3 368 94 1,018 21 0.6
Singapore 5,800 4,393 4,841 1,131 15.2 3,679 2,678 2,680 517 9.3
Taiwan 13,004 10,894 10,734 1,836 18.6) 4,050 2,956 3,562, 667 8.7
Other 1,115 1,027 565 154 3.2 387 168 607 89| 21
United States 20,122 7,783 18,529 5,064 40.1
Addenda:
European Union (15) 2,531,643 600,017| 1,122,436 261,881| 3,298.3| 2,502,708 592,506 1,091,821 253,280 3,244.2
OPEC (D) (D) (D) (D) J 18,965 15,871 42,916 10,384 10.8

D Suppressed to avoid disclosure of data of indidual companies.

NOTE. Sizeranges are given in employment cells that are suppressed. The size ranges are: A--1 to 499; F--500 to 999; G--1,000 to 2,499; H--2,500 to 4,999; |1--5,000 to 9,999;
J--10,000 to 24,999; K--25,000 to 49,999; L--50,000 to 99,999; M--100,000 or more.






