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Summary

The coalition agreement has announced measures against tax avoidance. These measutes are fur-
ther elaborated in the letter from the State Secretary for Finance of 23 February 2018.1 The letter
foresees the implementation of a large number of measures aimed at combating base erosion and
tax avoidance and at fighting the sputious use of the Dutch tax system. One of the measures is
aimed at preventing the Netherlands from being used for conduit activities to low-tax jurisdictions.
It concerns the introduction of a system of withholding taxes on outgoing flows of dividend, in-
terest and royalties to these low-tax jutisdictions, to come into effect in 2020/2021. By introducing
this measure, the government wants to bring a halt to fiscally-driven financial flows to these low-
tax or non-cooperative jurisdictions so as to prevent the Netherlands from being used primarily to

erode the tax bases of other countries.

The Ministry of Finance has asked SEO Amsterdam Economics (SEO) to map out the financial
flows that run via special financial institutions (SFIs, often referred to as letterbox firms) and to
separate them according to origin and destination. The main aim of the research is to obtain a
factual insight into the financial flows, which will serve as a baseline measurement for the evaluation
of the impact of the conditional withholding tax as of 2020/2021.

SFIs are companies with a foreign owner and their main function is to facilitate financial flows (in
the shape of dividend, interest and royalties) from abroad to flow to other foreign countries. SFIs
with outgoing payments of dividend, interest or royalties to low-tax jurisdictions form a part of
arrangements aimed at avoiding tax on these incomes. By taxing these outgoing payments to low-
tax jurisdictions with a withholding tax, this flow of income is taxed after all and this will reduce or
prevent tax avoidance via the Dutch SFI. Measuring the impact of the withholding tax requires a
baseline measurement of these flows of income to low-tax jurisdictions in the current situation (in

the absence of conditional withholding tax).

At the start of 2018, the Netherlands was home to about 15,000 SFIs. The balance sheet size of
SFIs is almost €4,500 billion (2017). In 2016, the total income of SFIs in dividend, interest and
royalties amounted to about €196 billion, expenditure to €199 billion. Within these fiscally relevant
flows, dividend is the dominant flow, representing more than 60% of the total in both income and
expenditure in the period from 2004 to 2016. Regardless of annual fluctuations, we can see an
increase in financial flows via SFIs dutring this petiod that is larger than the increase of

macroeconomic quantities such as GDP.

For the distribution of balance sheet totals and income and expenditure according to regions, we
use a sample from the largest SFIs. This sample covers about 60% of the balance sheet totals and
incoming fiscally relevant flows of all SFIs. For outgoing fiscally relevant flows, the coverage ratio
is 52%. The distribution of balance sheet totals across regions shows that in 2016, the EU-28
structurally takes on more than half of the total in terms of both the assets and liabilities on the

! https:/ /www.tijksoverheid.nl/documenten/kamerstukken/2018/02/23 /bijlage-aanpak-
belastingontwijking-en-belastingontduiking
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balance sheet (55 and 51%). The 6% share of the group of low-tax jurisdictions on the assets side
of the balance sheet is small but it is larger on the liabilities side (11%). This share is reasonably
stable in the petiod from 2004 to 2016.

We see a similar pattern in the fiscally relevant income and expenditure - the sum of income and
expenditure of dividend, interest and royalties. In terms of income, most flows originate from the
EU-28 (50 to 60%). The share of income from the group of low-tax jurisdictions is small (an aver-
age of about 5%). In terms of expenditure, things are different. Although the EU-28 carries con-
siderable weight (30 to 60% of the total), the share of the outgoing fiscally relevant flows to the US
1s larger (22% in 2016). The fiscally relevant expenditure to the group of low-taxed jurisdictions is
also larger, about €18 billion or 21% of the total expenditure in the 2016 sample. The share of this
expenditure to low-taxed jurisdictions clearly increased between 2004 and 2016, from 5 to 21%.
This pattern, in which the liabilities on the balance sheet and the outgoing flows of dividend, in-
terest and royalties are associated with low-tax jurisdictions, corresponds with the expectations as
it is in line with the design of the arrangements aimed at reducing or avoiding tax on the flows of

income.

The composition of the fiscally relevant flows to the EU-28 and the US during the 2004-2016
period is comparable. In both cases, the share of dividend is more than half and the share of roy-
alties is a quarter to a third. This deviates in the case of flows to and from low-tax jurisdictions:
about three-quarters of the income from low-tax jurisdictions is dividend but more than 85% of
the expenditure to low-tax jurisdictions in the sample consists of royalties. This expenditure is
concentrated among a small number of SFIs This illustrates the function of the Netherlands as a
key player in passing on royalties from the EU-28 and the US to low-tax jurisdictions. For the other
countries, the difference between interest (8%) as a share of total income and as a share of total
expenditure (30%) is particularly striking. Again, dividends form a relatively large part of the in-

come and a smaller part of the expenditure.

Lastly, we analysed a sub-group of SFIs that had completed at least one transaction with a low-tax
jurisdiction. This demonstrates that the fiscally relevant flow to low-tax jurisdictions is concen-

trated among these SFIs.

Based on this measurement, an impact assessment of the introduction of withholding tax in
2020/2021 seems feasible. One condition for an impact assessment is that the origin and destina-
tion of income and expenditure for the entire population of SFIs are known. The drawback of a
sample is that in time, its composition can change and can be selective. DNB registers all flows as
of 2018, which means an impact assessment is within reach. Based on the data available, it seems
therefore possible to conduct a difference-in-difference analysis. The group of countries with a rate
that lies just above the limit value (7%) - which determines if a country is regarded as an SFI and,
therefore, is (just about) not subject to withholding tax - can be used as a control group for the

group of countries with a rate that lies just below this limit value.
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1 Introduction

This research maps out the balance sheets, income and expenditure of special financial institutions, particularly
positions in and flows to and from low-tax jurisdictions. Based on this information, it will be possible to conduct an

impact assessment after the introduction of withholding tax on these flows.

1.1 Background and research questions

The coalition agreement has announced measures against tax avoidance. These measutes are fur-
ther elaborated in the letter from the State Secretary for Finance of 23 February 2018.% The letter
envisages the implementation of a large number of measures aimed at combating base erosion and
tax avoidance and at fighting the spurious use of the internationally-otiented Dutch tax system. In
order to protect the tax base, the government will implement the first European Anti-Tax Avoid-
ance Directive (ATAD1) with effect from 2019. The second anti-tax avoidance directive will be
implemented with effect from 2020. The letter also contains a number of measutes aimed at in-
creasing the transparency and integrity of the system. One of the measures aimed at preventing the
Netherlands from being used for conduit activities is the implementation of a set of withholding
taxes on outgoing flows of dividend, interest and royalties to low-tax jurisdictions.? By introducing
this measure, the government wants to bring a halt to fiscally-driven financial flows to low-tax
jurisdictions so as to prevent the Nethetlands from being used primatily to erode the tax bases of

other countries.

During the debate on the letter in both Houses, various members asked how the impact of the

policy can be monitored and evaluated. The state secretary replied to this:

“l...] I understand that people want to have a better feel of the quantitative data that's available. That’s
why in the time to come, 1 will endeavonr to find ont if there are ways of specifying this information better
or whether additional research is required. I also want to find ont if there are other ways to picture how

successful my approach is.”

The Ministry of Finance has asked SEO Amsterdam Economics (SEO) to map out the financial
flows that run via special financial institutions (SF1s, often referred to as letterbox firms), specifi-
cally the flows to and from low-tax jurisdictions. It concerns a geographical breakdown of the
balance sheets and the income and expenditure in terms of dividend, interest and royalties from
Dutch SFIs. The income and expenditure in terms of dividend, interest and royalties are referred

to as the fiscally relevant flows. The withholding tax affects the outgoing flows to low-tax jurisdictions.

2 https:/ /www.tijksoverheid.nl/documenten/kamerstukken/2018/02/23 /bijlage-aanpak-
belastingontwijking-en-belastingontduiking
3 Literature offers various definitions of the term low-tax jurisdictions. In this research, we have used the

following definition, at the request of the Ministry of Finance: (1) a state that does not or at a rate of less
than 7% subject bodies to a tax on the profits or (2) a state that is included on the EU list of non-cooper-
ative jurisdictions for tax purposes. Appendix B provides an overview of the jurisdictions that fall within
this definition and it briefly discusses a number of differences with other popular definitions.

SEO AMSTERDAM ECONOMICS



2 CHAPTER 1

The aim of the research is two-tiered. First, it provides a framework for the need for a factual
overview of financial flows from SFIs. Second, it anticipates the evaluation of a future policy (the
implementation of a withholding tax). This research is a baseline measurement that will later enable
us to establish if the required policy effect - a reduction of the flows of dividend, interest and
royalties to low-tax jurisdictions - is achieved by implementing a withholding tax. Part of the re-
search assignment is to list the possibilities for an impact assessment after the withholding tax has
come into effect (2021). The research is supervised by a committee that consists of experts from
various divisions, CPB and DNB (Appendix E).

1.2 Reader’s guide

The report consists of three chapters. The next chapter describes the data that is available, including
the differences between various data soutces and macroeconomic concepts and/or seties in various
sources. Chapter 3 provides an overview of the available figures and facts about the balance sheets,
income and expenditure of Dutch SFIs, with an emphasis on the flows to and from low-tax juris-
dictions. The final chapter focuses on the possibilities for an impact assessment of a withholding

tax.

SEO AMSTERDAM ECONOMICS
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2 Data

SEIs are companies with a foreign owner and their main function is to allow financial flows (dividend, interest and
royalties) from abroad to flow to other foreign countries. The scope and development of income and expenditnre in
terms of dividend, interest and royalties according to geographical origin and destination are relevant for this research.
1t is derived from a sample of SEIs of DINB, which on average covers of 60% of balance sheet totals and income and
expenditure.

2.1 Definitions and data sources

In the Netherlands, De Nederlandsche Bank (DNB) is responsible for collecting data about the
Dutch balance of payments and international investment position. DNB collects this data in line
with international standards (Balance of Payments Manual 6 — BPMG6). SFIs form a part of these
statistics. Based on the Foreign Financial Relations Act 1994 [Wet financiéle betrekkingen
buitenland 1994 (Wibb)], SFIs established in the Netherlands are obliged to report to DNB. DNB
has elaborated this reporting obligation in the 2003 Balance-of-Payments Reporting Requitements
[Rapportagevoorschriften betalingsbalansrapportages 2003].

SFKIs are held directly or indirectly in foreign hands. They form links in the financing activities of
international groups of companies: they attract financial resources from abroad and they also invest
these resources abroad. In addition, SFIs manage participating interests and intellectual property
rights of international businesses. The resources received by SFIs may originate from foreign group
companies but they also originate from other sources such as banks or the capital market. In gen-
eral, the resources are destined for foreign group companies. So, SFIs are companies with a direct
or indirect foreign owner and their main function is to allow financial flows (in the shape of divi-
dend, interest and royalties) from abroad to flow to other countries abroad (Appendix A sets out
the exact definition used by DNB for data gathering).

A new definition will be used with effect from 2018. As a result of that, some of the SFIs (789 in
2017) will be classified as a ‘non-financial institution’. It concerns holdings with more than five
employees that also provide services to group companies, hereinafter referred to as hybrids. This
new definition can be passed back in time, resulting in a consistent time series. In order to facilitate
a supplement to the data presented in this report on the basis of the new definition, all figures in
Chapter 3 are based on this new definition. For the sake of comparison, Appendix D also includes

the figures in accordance with the old definition.

DNB uses various ‘reporting profiles’. These profiles depend on the specific activities undertaken
by those vatious SFIs and they determine the frequency (annually, quattetly and/or monthly) and
the contents of the report. In specific terms, this results in a divide of the date available at DNB.

The strictest reporting obligation applies to the so-called ‘sample’, which is a selection of a couple
of hundreds of SFIs which together, cover most of the balance sheet and the flows. Between 2003
and 2013, the sample was determined by a sample of the largest SFIs on the basis of the balance
sheet size which together, covered approximately 90% of the balance sheet. Thanks to the strongly
growing population, the number of reporting institutions in the sample rose quickly. From 2014,

the sample scope has been limited in order to be able to set up a more effective compilation process

SEO AMSTERDAM ECONOMICS



4 CHAPTER 2

at DNB. That is why the coverage ratio of the sample has been lower ever since. Due to the high
dynamics of the population - SFIs can be set up or liquidated from one day to the next - this sample
is updated on an annual basis. SFIs in the sample report frequently (every month) and they provide
highly detailed data.

The other SFIs report on an annual basis and do not have to provide such detailed data. For this
research, it is specifically relevant that until 2018, the other SFIs did not have to submit any data
about the third country which a transaction or balance sheet item relates to. For the purposes of
this research, which explicitly looks for the division into income and expenditure in terms of divi-
dend, interest and royalties, divided according to low-tax jurisdictions, this constitutes a restriction.
After all, it means that only the SFIs in the sample are available as a data source for the flows to
and from the Netherlands.

The sample is less suitable if you need a good picture of the scope and development of the macro
totals for balance sheets and income and expenditure of SFIs - to that end, you would also have to
include the annual reports of SFIs not included in the sample. In 2017, the sample covers more
than 60% of the balance sheet total and the income from dividend, intetest and royalties. In that
yeat, 52% of the expenditure of dividend, interest and royalties is covered by the sample. That is
why in the next chapter, we will also include the macro totals as an indication, as published by
DNB, in addition to the totals from the sample. Paragraph 3.5 provides an insight into the coverage
of the sample compared to the total population (for the most recently available year) and into the
differences with other data sources available.

The sample is used to form a picture of the division according to geographical origin and destina-
tion of balance sheets and income and expenditure. From this year onwards, DNB also collects
information about the geographical origin and destination of transactions and balance sheet items
for the other SFIs. That is why with effect from 2018, it will also be possible to divide the balance
sheet and income and expenditure in dividend, interest and royalties for the entire population of
SFIs according to geographical origin and destination. This new information was not yet available

for this research.

Based on the combination of the sample and the information about the other SFIs, DNB prepares
statistics for the ‘SFI part’ of the balance of payments and the international investment position.
DNB publishes some of these series on its website.

2.2 Financial data and its mutual relationship

The international investment position is a snapshot in time that shows the value of the financial
claims and commitments of a country against a foreign country. A positive net claim means that
the financial claims against a foreign country exceed the commitments towards that foreign coun-
try. The balance of payments shows the transactions between home and abroad during a certain
petiod. The balance of payments contains a number of sub-accounts such as the current account,
the capital account and the financial account. The financial account shows the value of financial
transactions such as direct investments or portfolio investments. The sum of the current accounts
and the capital accounts is equal to the (net) financial account.

The changes between the opening balance sheet and the closing balance sheet consist of the capital
and financial accounts of the balance of payments, plus movements that are not the result of flows

SEO AMSTERDAM ECONOMICS
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in the balance of payments, such as (currency) revaluations. The assets on the balance sheet are
productively used and (as such) they earn an income. Vice versa, a payment must be made for the
liabilities on the balance sheet. These flows of income and expenditutre are updated on the income
account. This illustrates the coherence between the balance of payments and the international in-
vestment position. If income exceeds expenditure in any one year, the result is a net (financial)
claim that is entered on the financial account. This means the balance sheet also increases. Apart
from (net) financial transactions, the balance sheet positions can change as a result of (currency)
revaluations. In other words, there is no one-on-one relationship between these transactions and
balance sheet movements. The balance sheet total of all Dutch SFIs together amounts to almost
€4,500 billion in 2017.

The relationship between the balance of payments and international investment position is ex-
pressed in net terms in that sense that the financial account is also expressed in net terms.* This
means that all debits of certain assets or liabilities are set off against all credits of those assets or
liabilities. So the collection of equity is taken, net, from repayments, while issued loans are taken,
net, from loans that are being repaid.

Apart from the net financial transactions, gross financial transactions of SFIs are also registered
and reported in a number of publications (see, for instance, SEO, 2013). This concerns the total
of amounts received and paid out by SFIs on an annual basis. These amounts include both the
flows to financial assets and liabilities - the incoming and outgoing participating interests and loans,
including rolled-over loans - and the associated revenue and charges. A loan that rolls over results
in two gross transactions to the value of the principal sum, with both being included in the gross
transactions. Consequently, movements in the gross financial transactions are mainly driven by
reducing or extending the terms of the group loans. When terms are reduced, the financial trans-
actions can increase dramatically, while nothing particular happens to the underlying balance sheet
and derived flow of income (see inset). After all, nothing changes because the loan remains in place
at the same value (principal sum) and also generates the same income (interest). From a fiscal point
of view, the gross definition yields little information. After all, tax is levied on the flow of income

that is related to a transaction, not on the value of that transaction.

So from a fiscal point of view, the related flows of income are more relevant than the balance sheet
data and the gross financial transactions. The fiscal motives of SFIs are mainly bound up with the
income and expenditure of SFIs: reducing the tax payments on the (outgoing) dividend, interest
and royalties (see Paragraph 2.3). In 2016, the total income of SFIs in terms of dividend, interest
and royalties amounted to approximately €196 million and expenditure to €199 billion. Dividend
is the dominant flow here, more than 60% of the total of both income and expenditure between
2004 and 2016.

4 For the sake of completeness, the current accounts and the capital accounts are gross.
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6 CHAPTER 2

Box 2.1 Economic meaning of gross financial transactions is limited

In order to illustrate why this report does not include the gross financial transactions, we have included two figures
below. The first figure shows the balance sheet of outstanding receivables of the SFls for the period between 2004
and 2017. This figure shows an upward trend.

Receivables (positions) of Dutch SFls (total population, billions of Euros)

€6.000 -

€5.000 -

€4.000 -

€3.000 -

€2.000 -

€ 1.000

€0
2004 2006 2008 2010 2012 2014 2016

| participating interests m group loans m securities = derivatives mother loans

Source: DNB. The totals deviate from those in Table C.1 because in this case, it concerns the total
excluding hybrids.

The second figure shows the incoming gross transactions for the same period. In 2018, incoming financial trans-
actions of SFls reached a maximum of €5,340 billion (more than a factor 2 larger than the balance sheet of that
year), after which they fell for a number of years, subsequently fluctuating around the €4,500 billion mark. Divided
according to instrument type, the distribution appears to deviate strongly from the breakdown according to posi-
tions. The income in the form of equity participations (the sale of foreign participating interests and foreign invest-
ments in Dutch SFls) amounts to an average of approximately 15% of the total, while the participating interests as
a percentage of the balance sheet total amount to an average of around 55%. On average, approximately three-
quarters of incoming transactions consist of group loans and bank loans, while these balance sheet items amount
to less than 30% of the total. The reason for this is the roll-over of loans in the (gross) financial transactions, in the
course of which the repayment of the old loan and the withdrawal of the new loan are regarded as two different
transactions. Participating interests see a lot fewer transactions, which means that the proportion of transactions
to the balance sheet position of participating interests is relatively low. The strong rise in the number of financial
transactions in the years 2005 to 2008 is, therefore, to a large extent accounted for by the considerable reduction
of the loan terms during this period. The high gross transactions of loans during these years were charged to a
number of SFls affiliated with financial institutions. The activities of these SFls were strongly reduced after the
crisis. This can mainly be explained by the extension of durations. Hence. financial transactions are considerably
distorted by the roll-over of loans.

Total incoming (gross) transactions of SFls (total population, billions of Euros)

€6.000 -

€5.000

€4.000

€3.000

€2.000

€ 1.000 -

co i

2004 2006 2008 2010 2012 2014 2016

H participating interests m group loans m securities  derivatives B other loans

Source:DNB
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Given the object of this research, we will present data about the balance sheet and the (fiscally
relevant) income and expenditure of SFIs in terms of dividend, interest and royalties. We use the
DNB sample data for the balance sheet and income and expenditure of SFIs. We ignore the (gross)
financial transactions. In order to measure the policy effects of the withholding tax, these fiscally
relevant flows of incoming and outgoing payments of dividend, interest and royalties are the most
significant vatiable. As a result of the withholding tax, these flows to the low-tax jurisdictions
should fall in size. The balance sheet totals to SFIs are likely to shrink accordingly, as well as the
number SFIs that pay or receive dividend, interest and royalties to and from low-tax jurisdictions
(see also Chapter 4).

The sample data contains a complete balance sheet and a full statement of income and expenditure.
The file also contains anonymised identifiers for the individual SFIs and groups of SFIs, an indica-
tor for the reporting profile and a column for the countries which the balance sheet item or in-

come/expenditure relate to. The file contains data for the petiod between 2004 and 2016.

The balance sheet data of DNB contains an opening and a closing position. The difference between
these positions is caused by the net transaction. The net transaction can be broken down into an
exchange rate movement, a price movement and other movements. The balance sheet data consists
of seven asset items and twelve liabilities items. With a view to transparency (and the disclosure
rules of DNB), we summarise some of these items. In terms of liabilities, we have participating
interests, securities and debt capital. In terms of assets, we have patticipating interests, secutities,
debt capital, property rights and other assets (see Appendix A).

The zncome and expenditure statements in the research file consist of nine different income items and
ten different expenditure items. With a view to transparency and the disclosure rules of DNB, we
arrange the income in the continuation according to dividend, interest and royalties and other (see

Appendix A). Similarly for the expenditure.

2.3 Example

In practice, a tax avoidance arrangement often consists of the use of a combination of features or
various national tax systems. Aside from the extensive network of tax treaties, the Dutch tax sys-
tem, for instance, distinguishes itself by not levying withholding tax on flows of interest and royalty.
This means that interest and royalty payments that leave the Netherlands are not taxed.

Dutch SFIs can play a role in preventing or reducing the levying of withholding taxes. Suppose
that a company in country L lends credit to a recipient group company in country R. The recipient
company in country R pays interest on that to the lending company. The interest due can be de-
ducted from the corporate income tax in country R. Country R also levies withholding tax on the
interest due, while country L. subsequently levies corporate income tax on the interest received. If
the withholding tax paid cannot be (partially)set off against the corporate income tax in L and there
is no treaty between country L and country R to prevent or reduce withholding tax, the interest
income is taxed twice (Figure 2.1 on the left).

SEO AMSTERDAM ECONOMICS



8 CHAPTER 2

Figure 2.1 Preventing double taxation (left) through a Dutch SFI (right)

« Corporate incometax:

« Corporate income tax:
withholding tax not creditable

withholding tax not creditable

‘ Lender (country L) | Lender (country L) |

A

loan interest loan interest
v
" . » No withholding tax interest
Fof + Withholding tax
Recipient (country O ‘ SFI Netherlands L .
‘ p ( ry O) + Deductible for corporate k Little r..orpo.rate income tax
income tax purposes y interest in = interest out

oan interest

v

| Recipient (country R) | « No withholding tax (treaty/EU)

« Deductible for corporate income
tax purposes

Source: SEO Amsterdam Economics

If interest payments run via a Dutch SFL, it may prevent or reduce the levying of withholding tax.
Cotporate income tax is still (partially) payable in country L because set-off is not possible. If the
Netherlands has a treaty with country R on the basis of which no withholding tax is levied in the
relationship between the Netherlands and country R, or if country R is an EU member, where on
the basis of the Interest & Royalties Directive no withholding tax is, in principle, levied on interest
payments, no withholding tax is paid on the payment to the Dutch SFI. The Netherlands subse-
quently receive interest and pay it out to country L, resulting in a limited positive balance in interest
received, on which corporate income tax is paid in the Netherlands. Subsequently, the Netherlands
does not levy withholding tax on outgoing interest (nor to countries outside the EU), which means
the interest paid out to country L is not taxed. On balance, this results in corporate income tax in
country L and the levy of withholding tax is prevented through the Dutch SFI (Figure 2.1 on the
right).

However, if the country of the lender does not levy corporate income tax on the interest payments
or only to a very limited extent because it concerns a low-tax jurisdiction, the corporate income tax
in country L can also be prevented or reduced. In the arrangement in Figure 2.2 on the left, the
levy of corporate income tax is largely avoided. The identifying characteristic of this arrangement
is the use of the Dutch SFI to forward interest payments to the country L'T]. This is also where the
conditional source tax on outgoing interest payments intends to link up (Figure 2.2, right). By taxing
these outgoing payments to low-tax jurisdictions with a withholding tax, this flow of income is
taxed after all and it will reduce or prevent tax avoidance via the Dutch SFL.

Figure 2.2 Tax avoidance via SFI and low-tax jurisdiction and with Dutch withholding tax on pay-
ments to low-tax jurisdiction

Lender (country LTJ) * Nollittle corporate income tax Lender (country LTJ) « Noflittle corporate income tax

loan interest loan interest

R

‘ SFI Netherlands

+ No withholding tax interest « Withholding tax interestto
+ No corporate income tax | SFI Netherlands ‘ country LTJ

interest in = interest out + Little income tax corporate
interest in = interest out

foan interest foan interest

"

+ No withholding tax (treaty/EU) *» No withholding tax (treaty/EU)
+ Deductible for corporate income « Deductible for corporate income
tax purposes tax purposes

‘ Recipient (country R) Recipient (country R)

Source: SEO Amsterdam Economics
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How does an arrangement such as the one in Figure 2.2 translate into the balance sheets and in-
come and expenditure of the Dutch SFI? A company in country LT] issues a loan of 100 to an
affiliated company in country R - for instance, another EU country that levies withholding tax on
interest and royalties - via a Dutch SFI. That loan ends up as a debt under the liabilities on the
balance sheet of the Dutch SFI, while the claim of 100 against the affiliated company in country R
ends up as debt capital under the assets (see Table 2.1).

Table 2.1 Balance sheet Dutch SFI - interest

Assets Liabilities

Participating interests Participating interests

Securities Securities

Debt capital - amount payable by group Debt capital - loan company low-tax juris- 100
company country R diction

Property rights

Total 100+X Total 100+X

Source: SEO Amsterdam Economics

The operations account of the SFI subsequently shows interest payments received from the group
company in country R, of, for instance, 5 as a fee and payments of, say, 4.9 to the parent company
in country LT]. In terms of income and expenditure, the SFI receives 5 in interest income from
country R and pays 4.9 in expenditure to country LT] (Table 2.2).

Table 2.2 Income and expenditure of the Dutch SFI - interest

Income Expenditure

Interest received country R 5 Interest paid country LTJ 4.9
Royalties received Royalties paid

Dividend received Dividend paid

Other income Other expenditure

Total 5+X Total 4.9+Y

Source: SEO Amsterdam Economics

Based on this stylized example, we can expect that:

1. the loans appear on both sides of the balance sheets of SFIs (see Table 3.1 in Chapter 3)

2. these balance sheet items are a multitude of the (interest) payments that appear under the
income and expenditure of those SFIs (see Table 3.2 versus Table 3.1 in Chapter 3)

3. the total incoming and outgoing interest payments - regardless of origin and destination - are
of a similar extent (Table 3.2 in Chapter 3)

4. loans from low-tax jurisdictions under the liabilities on the balance sheet are relatively high

compared to loans to low-tax jurisdictions under assets (see Table 3.3 in Chapter 3)

w

the incoming interest from a low-tax jurisdiction is low compared to the outgoing interest to
a low-tax jurisdiction; after all, the fiscal benefit is created because the destination of the flow
of income 1s a low-tax jurisdiction and the Dutch SF1 is used to forward flows of income from
other (EU) countries to the company in the low-tax jurisdiction (Table 3.4 in Chapter 3)

The arrangement for royalties is similar to that for interest. In this case too, withholding tax on the
paid royalties from country R - for example, to an EU country that levies withholding tax - can be
avoided by structuring payment through a Dutch SFI and corporate income tax in the country of

the lender can be avoided by using a company in a low-tax jurisdiction. Only the balance sheet of
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the Dutch SFI looks different because the intellectual property (IP) is not shown on that balance
sheet but on the balance sheet of the lender in country LT] (see Table 2.3). The Dutch SFI receives
a sub-licence for which it pays royalties to the entity in country LT] (say, 2.9). The SFI subsequently
passes that sub-licence to a company in country R for which it receives royalties (say, 3). Conse-
quently, the balance sheet of the SFI does not show any intellectual property right and the sub-
licence is not valued because all income is passed on.

Table 2.3 Balance sheet Dutch SFI - royalties arrangement

Assets Liabilities

Participating interests Participating interests

Securities Securities

Debt capital - receivables Debt capital - loan

Property rights 0

Total X Total X

Source: SEO Amsterdam Economics

The operations account of the SFI subsequently shows royalty payments received from the group
company in country R as payment and payments of, say, 2.9 to the parent company in country LT].
In terms of income and expenditure, the SFI receives 3 in royalties income from country R and
pays 2.9 in expenditure to country LT] (Table 2.4).

Table 2.4 Income and expenditure of the Dutch SFI - royalties arrangement

Income Expenditure

Interest received Interest paid

Royalties received country R 3 Royalties paid country low-tax jurisdiction 29
Dividend received Dividend paid

Other income Other expenditure

Total 3+Y Total 2.9+Z

Source: SEO Amsterdam Economics

Based on this royalties example, we can expect that:

1. the total incoming and outgoing royalty payments - regardless of origin and destination - are
of a similar extent (Table 3.2 in Chapter 3)

2. there is no immediately obvious relationship between the extent of the fiscally relevant flows
of royalties to low-tax jurisdiction countries and the share in the balance sheet total of the low-
tax jurisdiction countties (see Table 3.3 versus Table 3.4 in Chapter 3)

3. the incoming royalties from a low-tax jurisdiction are low compared to the outgoing royalties
to a low-tax jurisdiction; after all, the fiscal benefit is created because the destination of the
flow of income is a low-tax jurisdiction and the Dutch SF1 is used to forward flows of income

from other (EU) countries to the company in the low-tax jurisdiction (Table 3.4 in Chapter 3)
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3 Balance sheet, income and expenditure
of special financial institutions (SFls)

The balance sheets of SELs are considerable: almost €4,500 billion in 2017. In 2016, the associated income and
expenditure amounted to more than €190 billion. The sample’s ontgoing flows (dividend, interest and royalties) to
low-tax: jurisdictions have grown from 5% in 2004 to 21% of the total fiscally relevant expenditure in 2016 (€18
billion). The composition of the flow of fiscally relevant expenditure to low-tax jurisdictions in the sample deviates
and 85% of it consists of royalties. At SELs with at least one outgoing flow to low-tax jurisdictions, the expenditure
1o low-tax: jurisdictions cover two-thirds of the fiscally relevant excpenditure.

This chapter provides an overview of the available facts and figures of the balance sheets, income
and expenditure of SFIs. SFIs are defined in accordance with the new definition of DNB (see
Chapter 2). For the sake of completion, Appendix D contains the same series for the old definition.
These series are very much like the macro series of DNB (Appendix C), which are, for that matter,
based on the old definition.

This chapter presents data from two sources:

e series which, for the purpose of this research, were derived from DNB microdata about SFIs;
and

e macro series published by DNB for the total population of SFIs.

For a general overview of the differences between these two sources, see Chapter 2 and Paragraph

3.5. Any differences between these soutces ate indicated, when relevant.

3.1 Number of SFls

According to DNB, the Netherlands had about 15,000 SFIs, including hybrids, and more than
14,000 SFIs, excluding hybrids, in the second quarter of 2018. Since 2003, the number of SFIs
seems to have experienced a considerable growth of about 8,300 in the second quarter of 2003,
reaching a peak of 16,900 at the end of 2014 and 15,000 at this moment. The sample relates to only
some of these SFIs. No more than 1,400 SFIs are included in the sample each year. Despite this
small number, these SFIs cover more than 60% of the balance sheet and the income and 52% of
the expenditure of the SFIs established in the Netherlands (see also Paragraph 3.5).
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Figure 3.1 The Netherlands has about 15,000 SFls in the second quarter of 2018, about 10% of
which is included in the sample
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Source: SEO Amsterdam Economics on the basis of DNB (left) and DNB Microdata (right).

The number of SFIs in the sample is not a constant fraction of the total number of SFIs. This
becomes clear when you compare the population of SFIs against the sample from 2012. While the
number of SFIs drops slightly, the sample shrinks considerably (Figure 3.1, right). This is the result
of adjustments to the sample methodology of DNB. SFIs do not always operate entirely inde-
pendently. Sometimes, they form a part of a group of SFIs that consist of the same foreign group
companies and that operate as such. No population figures are available for these. Every year, the
sample includes a couple of hundreds of SFI groups.

Two data sources are available for the balance sheet and income and expenditure of SFIs: the
macro statistics of DNB (old definition) and the DNB microdata sample (new definition). The
macro statistics for the balance sheet are complete and are, therefore, preferred over the sample
when it concerns the total balance sheet size of SFIs. We present the balance sheet and income
and expenditure on the basis of the sample because they are consistent with the statistics later on
in this chapter. We also show the macro totals for the entire population, available in more detail in
Appendix c.

3.2 Balance sheet

Table 3.1 shows the balance sheets of SFIs in the sample. Between 2004 and 2016, these (sample)
balance sheets more than doubled, from about €1,000 billion to about €2,300 billion. Due to sta-
tistical inaccuracies, the assets and liabilities do not add up correctly. The annual differences are
between 1 and 5% of the liabilities. In terms of assets, patticipating interests ate the main balance
sheet item. Every year, they cover between 50 and 60% of the total of foreign assets. The remaining
assets mainly consist of receivables and other assets such as property rights. Secutities never cover
more than 5% of the balance sheet.

In terms of the liabilities of the sample file too, participating interests form the majority of the
balance sheet (between 45 and 59% of the total). Contrary to the assets side, securities play a much
bigger role for the liabilities and, depending on the year, represent about 17 to 28% of the total.
The reason for this difference is that some of the SFIs act as group finance companies. These SFIs

SEO AMSTERDAM ECONOMICS



BALANCE SHEET, INCOME AND EXPENDITURE OF SPECIAL FINANCIAL INSTITUTIONS (SFIS) 13

issue bonds and they lend these resources to group companies in, predominantly, European coun-
tries. The importance of debt capital in the sample file is slightly larger than that of securities but
smaller than that of participating interests.

Table 3.1 Balance sheets of SFls (sample, billions of Euros) and macro totals balance sheet

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Assets

Participating

. 528 663 81 877 1011 1,034 1174 1339 1,393 1,363 1241 1297 1,350
interest

Securiies 5 18 3% o 63 8 76 65 73 8 90 8 92
Receivables , .o 540 566 812 830 754 783 812 925 809 801 782 807
and other

Total 995 1,221 1,383 1,780 1,904 1,872 2,033 2216 2,391 2,259 2,132 2,164 2,249
:{j’gn 85 1502 1,686 2044 2509 2637 2734 2914 3197 3403 3632 3832 3962 4,115
Liabilities

Kgr':;‘:at'ng 477 568 690 836 962 968 1,152 1,358 1,433 1,302 1,200 1,299 1,301

Securities 282 301 340 424 403 439 395 391 407 399 482 417 461
Debt capital 254 373 371 551 585 514 591 573 598 532 531 565 597

Total 1,014 1,242 1,401 1,811 1,949 1,921 2,138 2,321 2,439 2,234 2213 2,281 2,359

Foreign lia-

bilities 1,620 1,706 2,066 2,544 2,674 2,775 2954 3,238 3,446 3,673 3,899 4,067 4,220

Source: SEO Amsterdam Economics on the basis of DNB Microdata. Macro totals for foreign assets, derived
from DNB (old definition, including hybrids). See also Appendix C.

As indicated, the sample covers a part of the balance sheet total. For comparison, Table 3.1 also
includes the foreign assets reported by DNB (see macro total lines). Apart from the difference
between the sample and the total population, the difference is caused by the old (foreign assets)
versus the new definition (total sample). Every year, the sample contains about 50 to 70% of the
total assets of the SFIs. The progress of this share roughly follows the progress of the number of
SFIs in the sample. Across the entire period, the balance sheet totals in the sample show a weaker
growth than the micro totals. This is pattly the result of the adjustment to the sample methodology,
which results in a minor dip in the balance sheet totals in the sample for the years 2013-2015, while

the macro totals continue to grow during that time (see Figure 3.1).

3.3 Income and expenditure

The assets and liabilities on the balance sheet earn income and require expenditure. Table 3.2 shows
income and expenditure in dividend, interest and royalties of the Dutch SFIs in the sample. These
are fiscally relevant income and expenditure of the SFIs in the sample. The table shows that the
fiscally relevant flows are, indeed, considerably smaller than the balance sheet positions in partici-
pating interests and debt capital, as set out in Paragraph 2.3.

The fiscally relevant flows in the sample file show a growth with a factor (of more than) two from
2004. This is roughly in line with the development of the balance sheets in the sample but the
fiscally relevant flows are more volatile. From 2012/2013, we see a stagnation in the fiscally relevant
flows, both in terms of income and expenditure. This stagnation coincides with the light drop of
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the balance sheets in the sample and it could be related to the changed set-up. This contraction is
not reflected in the macro totals (lower lines under assets and liabilities) for income and expendi-
ture. The macro totals of income and expenditure are also more volatile than the balance sheets
but by and large, they follow the growth of the balance sheet total with about a factor 2.5.

Table 3.2 Income and expenditure of SFls (sample, billions of Euros)

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Income

Dividend 23 32 47 50 42 51 72 67 62 74 62 42 61
Interest 18 18 20 29 35 30 21 24 25 21 21 20 19
Royalties 4 4 4 6 9 9 13 17 18 19 24 25 23

Total fiscally

45 54 72 86 86 90 107 107 105 114 107 87 104
relevant flows

Total income
macro

70 86 92 139 129 124 157 161 153 162 195 181 196

Expenditure

Dividend 16 47 20 40 40 40 52 45 59 45 57 34 39
Interest 18 20 25 30 35 30 23 24 25 21 19 17 18
Royalties 4 3 3 5 7 9 11 13 14 15 27 28 25

Total fiscally

38 71 48 76 82 80 86 83 98 80 103 79 82
relevant flows

Total expendi-

72 87 93 139 128 124 159 163 157 167 201 187 199
ture macro

Source: SEO Amsterdam Economics, based on DNB Microdata. Macro totals derived from DNB (old definition,
including hybrids). See also the explanation in Appendix C.

In the sample, the total of incoming flows is generally higher than that of expenditure. As for
interest and royalties, the incoming and outgoing flows in the sample ate fairly equal, as expected
(see Paragraph 2.3). The difference mainly occurs among dividends. The difference between fiscally
relevant income and expenditure is not reflected in the macro totals for the entire population of
SFIs (final lines in the table). This implies that the larger SFIs spend less compared to their income
than the smaller SFIs that are not included in the sample. The reason for this is that a number of
(mainly American) SFIs do not pass on dividends received to the parent company but rather rein-
vest them in affiliated companies. These accumulated profits are not repatriated to the US, at least,
not until the tax review in 2018. This behaviour is more visible in the sample because these (rela-
tively large) American-owned SFIs are included in that relatively often.

The share of the royalties in the total of fiscally relevant flows is experiencing considerable growth,
from approximately 10% in 2004 to 22% (income) and 30% (expenditure) in 2016. Around the
wortld, the growth of royalties and licence fees is about five times as big as that of goods and direct
foreign investments. This reflects how global production is shifting from physical cross-border
production to intangible value chains (UNCTAD, 2018).

The flow of dividend also grows significantly during this period, stagnating since 2012, like that of
the participating interests on the balance sheet (see Table 3.1). The income and expenditure in
terms of interest do not grow across the entire period but they do fluctuate; they increase strongly
between 2005 and 2008 as a result of reducing a lot of loan terms, which means the share in group
loans and bank loans in the gross transactions increases considerably (see inset in Chapter 2). After
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2008, when the terms are extended again and the share of the loans in the gross transactions drops,

the income and expenditure in terms of interest also fall sharply.

3.4 Regions and low-tax jurisdictions

Balance sheet positions and income and expenditure have countries of origin and destination.
Based on the DNB sample, we can map out income from and expenditure to regions. The sample
is less suitable for mapping out macro totals but it can be used to break down assets and liabilities
on the balance sheet and the income and expenditure according to geographical origin and desti-
nation. The US is included separately because it is an important origin and destination of invest-
ments and because it is, therefore, interesting to be able to find out to what extent the tax reforms
in that country affect the balance sheet and flows of income to and from the US.

Balance sheets according to region

Figure 3.2 provides an overview of the balance sheet totals in the sample, broken down according
to region, while Table 3.3 provides an overview of the underlying data. The macro totals for the
balance sheets of the entire population are shown in Table 3.1 and in Appendix C.

Figure 3.2 Balance sheet of SFls (sample, billions of Euros) according to region
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Source: SEO Amsterdam Economics, based on DNB Microdata.

Figure 3.2 shows that the EU-28 structurally takes on more than half of the balance sheet total of
all SFIs in terms of both the assets and liabilities on the balance sheet (55 and 51% tespectively in
2016). The role of the US is bigger in terms of liabilities (12-23%) than in terms of assets (5-14%).
On both sides of the balance sheet, the US’ share has grown since 2004.

The share of the low-tax jurisdictions in the balance sheet total is limited. The share of the low-tax
jutisdictions in terms of liabilities is bigger than in terms of assets. This corresponds with the use
of Dutch SFIs with participating interests and loans from companies in low-tax jurisdictions on
the liabilities side of the balance sheet (see Paragraph 2.3). In 2016, low-tax jurisdictions represented
65 of the assets and 11% of the liabilities. In line with the trend, there is no clear growth of the
shares of low-tax jurisdictions on the balance sheet. In terms of assets, the relative share of the
low-tax jurisdictions in the total for 2004 was the largest (9%) of all years covered by the sample.
In subsequent years, fluctuations ate at a lower level, despite the fact that the absolute scope has
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increased. In terms of liabilities, the share of low-tax jurisdictions in the sample rises from 10% in
2004 to 11% in 2016. Based on the balance sheets, therefore, there is no strong increase in the

relative share of investments in and from low-tax jurisdictions.

Table 3.3 Balance sheet of SFls (sample, billions of Euros), investments according to region

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

As-

sets

EU-28 675 818 940 1,067 1163 1,181 1268 1339 1435 1331 1350 1215 1,230
Us 45 60 86 239 243 175 218 242 243 314 214 235 228
Low-

tax ju- 86 103 88 115 98 120 79 100 110 93 79 129 134
risdic-

tions

Other 188 239 269 359 401 396 467 536 604 521 490 584 658
Total 995 1,221 1,383 1,780 1,004 1,872 2033 2216 2391 2259 2132 2164 2,249
Liabilities

EU-28 418 637 986 1144 1212 1241 1274 1311 1390 1241 1217 1,166 1,207
Us 163 162 174 380 407 318 416 541 498 476 515 492 445
Low-

tax ju-

e 103 113 132 147 126 139 167 157 196 195 186 269 268
tions

Other 330 330 109 140 204 223 281 312 355 321 204 355 438
Total 1,014 1,242 1401 1,811 1949 1,921 2138 2321 2439 2234 2213 2281 2359

Source: SEO Amsterdam Economics, based on DNB Microdata. Total assets consist of participating interests,
securities, receivables and other. Total liabilities consist of participating interests, securities, receivables
and debt capital.

Income and expenditure according to region

Figure 3.3 shows the income and expenditute of the SFIs in the sample, broken down according
to geographical origin and destination. In terms of income, most income originates from the EU-
28 or jurisdictions other than the US and low-tax jurisdictions (other). Every year, the EU-28 is
responsible for 50 to 60% of the income and the other jurisdictions for 30 to 40%. The income
originating from the US and low-tax jurisdictions is relatively low. This corresponds with the rela-
tively small share of the US and low-tax jurisdictions in terms of the assets side on the balance
sheet. The progress of income and expenditure in time is distorted because the figure below also
includes the (non-fiscally relevant) expenditure. This expenditure is limited for most years but high
between 2010 and 2013.> The fiscally relevant flow remains reasonably stable during this period.
Actross the period, we see an increase of fiscally relevant revenue and expenditure (the thick black

like in the figure), in line with the trend (see also Table 3.2).

5 This probably has a statistical cause: a reporting institution with high other costs falls outside the sample
after this period or started to report differently.
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Figure 3.3 Income and expenditure of SFIs (sample, billions of Euros) according to region
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Source: SEO Amsterdam Economics, based on DNB Microdata. The fiscally relevant flows are the total of in-
come and expenditure in dividend, interest and royalties. The total of income and expenditure according
to regions is higher for some years because they also include the other (non-fiscally relevant) expenditure
in order to mitigate the disclosure risk.

The progress of total expenditure between 2010 and 2013 is also distorted because these figures
are included in the other expenditure. In terms of expenditure, the EU-28 also catries considerable
weight (30 to 60% of the total). The expenditure that goes to the other jurisdictions is considerably
smaller. Instead, expenditure to the US for the entire period and to low-tax jurisdictions during the
past five years is considerable and both are also increasing. In 2016, the expenditure to the US
represented 22% of the total expenditure and that to low-tax jurisdiction 21%. This confirms the
picture of a relatively large flow of income to Dutch SFIs from the EU-28 and other jurisdictions,
some of which is passed on to low-tax jurisdictions and the US. The share of the revenue from
low-tax jurisdictions is significantly smaller than the share of expenditure to low-tax jurisdictions
(5 versus 21%), which is logical, reasoning on the basis of the examples of arrangements discussed
in Paragraph 2.3, with the qualification that the expenditure to low-tax jurisdictions as a share of
the total does not amount to more than one-fifth of all expenditure.
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Table 3.4 Income and expenditure of SFls (sample, billions of Euros) according to region

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Income

EU-28 27 36 36 50 74 65 78 86 83 79 55 50 51
us 2 4 10 7 9 8 7 5 7 11 10 7 8
Low-tax

jurisdic- 5 2 9 5 4 4 5 11 5 5 4 2 3
tions

Other 15 15 19 28 26 30 37 43 48 56 39 28 43
Total* 48 58 75 90 113 107 127 145 143 151 108 88 105
Of which

fiscally 45 54 72 86 86 90 107 107 105 114 107 87 104
relevant

Expendi-

ture

EU-28 22 21 40 54 58 58 67 65 63 57 37 31 30
us 3 38 5 13 19 16 10 15 29 16 39 17 19
Low-tax

jurisdic- 2 1 3 5 19 16 21 27 30 30 14 17 18
tions

Other 15 14 4 9 12 7 7 11 18 14 16 16 18
Total* 42 75 52 81 108 96 105 119 139 116 106 81 85
Of which

fiscally 38 71 48 76 82 80 86 83 98 80 103 79 82
relevant

Source: SEO Amsterdam Economics, based on DNB Microdata. * These totals are higher than the total of the
fiscally relevant flows because this table also includes the (non-fiscally relevant) other expenditure in order
to mitigate the disclosure risk.

Apart from the development of the fiscally relevant flows to low-tax jurisdictions and the relative
shate in the total, the composition of the flows is also relevant. The composition of the flows
grouped according to origin and destination differs from region to region. Figure 3.4 shows the
average spread of the fiscally relevant flows across the period between 2004 and 2016. In the total
(across all regions), the share of dividend in the revenue is slightly more than approximately 55%.
The share of royalties in that flow is about 25%. With regard to the total of expenditure, dividends
are lower (approximately 45%) and royalties are slightly higher at 30%. In the case of the EU-28 it
is the other way around, and for the US, the composition of income and expenditure is fairly equal,
with a shate of dividend that is just over 50%. The picture for the low-tax jurisdictions is different.
About three-quarters of the income from low-tax jurisdictions is dividend but more than 85% of
the expenditure to low-tax jurisdictions consists of royalties. This is concentrated among a small
number of SFIs. This illustrates the function of the Netherlands as a key player in passing on
royalties from the EU-28 and the US to low-tax jurisdictions (see also the example in Paragraph
2.3). For the other countries, the difference between interest (8%) as a share of total income and
as a share of total expenditure (30%) is particulatly striking. Again, dividends form a relatively large
part of the income and a considerably smaller part of the expenditure.
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Figure 3.4  Composition of income and expenditure of SFls per region (sample), 2004-2016
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Source: SEO Amsterdam Economics, based on DNB Microdata

Whereas the share of low-tax jurisdictions on the liabilities side of the balance sheet is relatively
stable (Table 3.3), the share in the outgoing fiscally relevant flow (Table 3.4) has risen sharply. This
can be explained by the changing composition of the fiscally relevant flow. As shown in Table 3.2,
the share of royalties in the outgoing flows has risen considerably. At the same time, the expendi-
ture on royalties forms an important patt of the total expenditure to low-tax jurisdictions (see Fig-
ure 3.4). The intellectual property over which royalties are paid is not shown on the balance sheets
of the Dutch SFIs, however (see Paragraph 2.3). This explains why the balance sheet does not
show any substantial increase in the share of low-tax jurisdictions in terms of liabilities but does
show an increase in the share of the low-tax jurisdictions in the fiscally relevant expenditure; this
is the result of the growing importance of royalties in the fiscally relevant flows, specifically to low-

tax jurisdictions.

SFIs with expenditure to low-tax jurisdictions

In order to get a better picture of the SFIs with fiscally relevant flows to low-tax jurisdictions, we
focus on the group of SFIs with expenditure to low-tax jurisdictions during any one year. Out of
the SFIs with expenditure to low-tax jurisdictions during a certain year (this may differ from year
to year), we look at the origin of the income that year and the geographical spread of all expenditure.
We select SFIs that are guaranteed to have fiscally relevant expenditure to low-tax jurisdictions, so
as to find out if the geographical spread of income and expenditure differs from the one in Figure

3.3. Figure 3.5 shows the result of this analysis.
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Figure 3.5 Income and expenditure of SFIs with expenditure to low-tax jurisdictions (sample, bil-
lions of Euros) according to region
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Source: SEO Amsterdam Economics, based on DNB Microdata. The total income and expenditure according to
regions also contains the other (non-fiscally relevant) expenditure in order to mitigate the disclosure risk.

The division of the income of this sub-group strongly resembles the division of the entire sample.
The majority of income originates from the EU-28, followed by other countries. The US’ contri-
bution is limited and there is hardly any influx from low-tax jurisdictions. The geographical spread
of the expenditure of this sub-group does, however, strongly deviate from that of the entire sample.
It concerns a relatively small share of the EU-28, the group of other countries and the US, and a
relatively large share (about two-thirds in 2016) of low-tax jurisdictions. The expenditure to low-
tax jurisdictions is dominant, particularly so in the last sample years. This suggests that if an SFI
has fiscally relevant expenditure in interest, dividend and royalties to a low-tax jurisdiction, this also

automatically represents a relatively large part of all expenditure of this SFI.

Table 3.5 Income and expenditure of SFls with expenditure to low-tax jurisdictions (sample, bil-
lions of Euros) according to region

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Income

EU-28 6 13 9 19 36 27 46 49 47 45 26 22 25
us 0 1 0 1 2 2 4 3 4 4 4 1 2
Low-

tax ju- 0 2 s 2 2 4 4 9 4 3 1 0 1
risdic-

tions

Other 6 6 s* 12 9 6 11 20 21 34 21 9 12
Total* 12 21 9 33 49 39 65 81 76 86 52 33 40
Expenditure

EU-28 3 7 5 13 13 8 10 13 15 19 5 5 7
us 0 s* 2 6 4 4 2 3 18 6 14 0 1
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Low-

t.ax. e 2 1 3 5 19 16 21 27 30 30 14 17 18
risdic-

tions

Other 1 s* 1 1 2 2 1 5 9 8 3 4 1
Total* 7 9 10 26 38 29 35 49 71 62 36 26 27

Source: SEO Amsterdam Economics, based on DNB Microdata. s* means ‘suppressed’ on account of DNB
disclosure rules. * These totals also include the (non-fiscally relevant) other expenditure in order to miti-
gate the disclosure risk. This may upwardly distort the fiscally relevant flow for 2010-2013.

3.5 Differences with other sources

The data in the research file differ from a number of other sources.

International investment position and balance of payments

The data about SFIs ate collected for the purpose of preparing statistics about the international
investment position and balance of payments. However, these statistics relate to a larger population
than merely the SFIs. As such, the statistics of the balance of payments differ from the figures
about SFIs presented in this report. In a number of cases, DNB reports figures specifically for SFIs
in the tables with international investment position and balance of payments data. These too differ

from the figures in this report (see below).¢

DNB

DNB publishes data about the SFIs in the Netherlands. Specifically for the SFIs, it concerns three
tables, namely the

e Balance sheet for special financial institutions;

e Balance of payments for special financial institutions; and

o Geography direct investments SFIs.

Statistics from these sources do not correspond to the data in this report. The main reason for this
is that DNB reports about the entire population while this report uses the sample data. The table
below shows the totals of the balance sheet and the income and expenditure in terms of interest,
dividend and royalties in 2017, for both the total and for low-tax jurisdictions. The table shows
that the sample for the total of the balance sheet and flows of income covers about 60% of the
total population. However, for the flows of income from low-tax jurisdictions, the sample covers
only 21%, while that figure is 87% for the outgoing flows. This difference is explained by the
underlying flows. For the underlying flows of income (not shown in the table), almost all of the
royalties paid and received are included in the sample because they are highly concentrated at some
SFIs. In the case of interest and dividend, however, the sample covers a less than proportionate
shate because once-only super-dividends are #of corrected in the report for other SFIs (not in the
sample) whereas they are in the sample.” The difference in coverage of the sample between incom-
ing and outgoing flows to and from low-tax jurisdictions is the result of a difference in the com-
position of that flow: dividend is the main component of the money received from low-tax juris-
dictions and that is where the underestimate in the sample is relatively large (super-dividend). On

6 Please note that by and large, that also applies to the data from the OESO and/ot IMF. In many cases,
DNB is the supplier of the data used by the OESO and/or IMF. With a view to international harmonisa-
tion, these organisations sometimes still make adjustments to the data supplied to them. Statistics from the
OESO and the IMF may, therefore, differ from those from DNB, and those in their turn differ from the
totals that are based on the microdata. Ultimately, all these statistics are based on this microdata.

A super-dividend is a once-only dividend that is paid out in the case of excessively large cash reserves.
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the other hand, royalties are covered well by the sample (concentration) and they form an important
component of the expenditure to low-tax jurisdictions. Consequently, the coverage of the sample
for the outgoing flow to low-tax jurisdictions is considerably larger and royalties form a relatively
big part (see also the previous paragraph).

Table 3.6 Coverage of sample SFls as a percentage of the total population, 2017

Flows of income Received Paid
Total all countries 60 52
of which low-tax jurisdictions 21 87
Balance sheet Assets Liabilities
Balance sheet - abroad 61 62
of which low-tax jurisdictions 62 66
Source: DNB

Balance sheet

DNB publishes the macro totals for the entire population of the balance sheets of SFIs. It some-
times divides the balance sheet items according to items that relate to the Netherlands and items
that relate to foreign countries. The sum of both is the ‘world’. However, DNB does not do this
for all balance sheet items and reports most balance sheet items on a 'world’ level. This reseatch,
on the other hand, reports exclusively about foreign countries. DNB also publishes with the inclu-
sion of hybrids and the tables in this report are exclusive of hybrids. The differences between the

balance sheet totals in the sample and the macro totals are shown in the tables in the previous

paragraphs.

Income/ expenditure
DNB publishes the entire balance of payments of SFIs. The sample file only contains the entries
on the income account, not on the capital and financial accounts. The differences between the

income and expenditure in the sample and the macro totals are shown in the tables in the previous

paragraphs.

Geography

DNB publishes a breakdown of the balance sheets of the SFIs according to region. Low-tax jutis-
dictions are not mentioned separately in this breakdown. The breakdown does look at offshore
financial centres (OFCs). This is a wider definition than low-tax jurisdictions. Appendix B also
gives a list of OFCs. Also, the geographical breakdown of DNB only relates to direct investments
(patticipating interests and debt capital), i.e. no to secutities, for instance. DNB does not publish a

breakdown of the income and expenditure statistics.

SEO (2013)

SEO (2013) also contains figures about the balance sheet and income and expenditure of SFIs.
However, they differ from the figures published in this report. There are a number of reasons for
this.

SEO (2013) contains a number of tables based on both the sample and the other SFIs. That is not
the case here. Also, since the publication of SEO (2013), a number of changes were made to the
data collection processes at DNB. The aim was, for instance, to connect with the new BPM6. The
source data in SEO (2013) was collected in accordance with the BPM5. Although these standards
seem similar, they are not identical and that generates differences. Apart from that, we have already
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mentioned the fact that DNB has since started to classify a number of SFIs as NFIs (non-financial
institution). This too, generates differences. In closing, compared to SEO (2013), a number of
balance sheet items and income and expenditure are defined differently. This too, generates differ-

ences.
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4  Follow-up research

The available microdata forms a solid basis for an impact assessment of the withholding tax. There are a number of
attention points, though. Depending on the consistency and comparability of data in time, an impact assessment seems
feasible after the implementation of the withholding tax.

4.1 Data

Restrictions

The existing research file and baseline measurement have a number of restrictions. This turns an
impact assessment of a withholding tax on the basis of this data into a challenge. It is, therefore,
important to explore possibilities for improvement before conducting an impact assessment. As
the withholding tax is not implemented until 2020,/2021, there is time enough to carry out such an

exploration.

The first restriction is that the existing research file is a sample file. This means the statistics based
on this file are underestimates by definition. Perhaps it would be possible to ‘correct’ the sample
in order to achieve population estimates. However, in order to achieve this, we would need weigh-
ing ratios that are currently not available. One possible solution for this is the fact that with effect
from this year, DNB has also started to collect information about the geographical origin and des-
tination of transactions and balance sheet items for the other SFIs. So with effect from 2018, it will
also be possible to break down the balance sheet and income and expenditure in dividend, interest
and royalties for the entire population of SFIs according to geographical origin and destination.
That will resolve a number of issues because it means an integrated observation and the fiscally
relevant flows will no longer be determined by (accidental) fluctuations of SFIs that are included
in the sample during one year and are excluded from it the following year. However, it also creates
new challenges. An impact assessment requires a consistent time series of a number of years (see
the next paragraph). For the integrated population, a geographical division is possible from 2018
onwards but not for previous years. This means that we only have three years of integrated obser-
vations available before the withholding tax is implemented in 2021. That is a short period for an
analysis in which an impact assessment is conducted on the basis of a situation before the imple-
mentation of the withholding tax and after implementation (difference) and in the course of which
this change is studied for a group who will or will not be affected by the new tax (difference-in-
difference). This may be tesolved by imputing geographical origin and destination for the other
SFIs in eatlier years but this may distort the impact assessment.

A second restriction of the sample file is the fact that the sample is not the same from one year to
the next. This means we cannot fully rule out that observed year-on-year fluctuations in, for in-

stance, flows of dividend are not the result of the composition of the sample.

A third restriction is that certain hybrids and/or selections in the sample file result in a disclosute
risk (too few observations or a dominance of a number of observations in demands). This means
that in a lot of cases, it will be possible to report on a relatively high level of aggregation only. This
becomes particularly clear when you look at low-tax jurisdictions. This is a small group of countries
that receive flows of money directly on a limited basis only. For that reason, we can only report

total income and expenditure for this group (some of the less aggregated breakdowns would not
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pass the DNB disclosure test). This restriction also has a real interpretation. The fact that certain
series cannot be reported because they contain dominant observations means that for some years,
some SFIs or transactions carry a lot of weight.

In closing, the ‘counter-party country’ is measured on a direct basis: the country where the money
is sent to is the counter-patty country. However, this does not automatically mean that this is where
the money ends up. Instead, it moves from that country to one or more other countries to ulti-
mately end up in the ultimate beneficial owner country (UBO). The data with regard to UBOs is

incomplete.

Possible solutions
An impact assessment requires comparable data to be available at different moments in time. This

requirement can be implemented in various ways.

In a minimum variant, the sample is ‘locked’. This means that SFIs included in the baseline meas-
urement in the sample are also included in the sample once the policy has been implemented. This
way, there is no doubt about which part of the change between impact assessment and baseline

measurement is the result of accidental changes to the sample.

Ideally, however, the research is conducted on an integrated file of the total population rather than

on the basis of a sample. The fact that DNB measures the entire population between 2018 and

2020 (including the division of flows according to geography) increases the options. This also

makes it possible to set up a balanced panel (a panel with the SFIs that are observed in time at any

moment), thus reducing the noise caused by heterogeneity (different SFIs that are observed at

different moments). This yields a couple of advantages:

e based on a population file, statistics are not underestimates;

e there is no doubt about the consequences of year-on-year changes to the sample for the assess-
ment; and

e it may be possible to report on a lower aggregation level because the number of observations
in the research file increases and/or because the relative contribution of dominant observations

is decreasing.

4.2 Assessment method and econometrics

Based on an integrated file, it is possible to conduct an impact assessment of the policy effect of
withholding tax using a difference-in-difference analysis. In such an analysis, you compare a process
group and a control group before and after the implementation of a new policy. Under the assump-
tion that the development of a control group after the implementation of the new policy is com-
parable to the development of this group before the development of the new policy and the as-
sumption that the trend in variables that characterise (the outcome of) the process and control
groups prior to the new policy are the same, results for the process group can be compared to

those of the control group.

One possible control group is the group which marginally escapes the effects of the new policy
and which is largely similar to the group that is affected the effects of the withholding tax. As for
withholding tax, we can make a distinction between SFIs with dividend, interest and royalties ex-
penditure to low-tax jurisdictions that are affected by the withholding tax, and SFIs with dividend,
interest and royalties expenditure to jurisdictions with low corporate income tax rates that are not
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affected by the withholding tax or marginally escape its impact. This way, a sufficiently large group
of jurisdictions must be determined with a corporate income tax rate that lies just above the limit
for the definition of low-tax jurisdictions. Currently, the critical limit for low-tax jurisdictions is a
rate of 7% or lower (see Appendix B). The control group could consist of jurisdictions with a rate
between 7 and 15%, i.e. countries with low corporate income tax rates that marginally escape being
affected by the withholding tax. By comparing dividend, interest and royalties expenditure to this
group of countries before and after the implementation of the withholding tax to those of the
group of low-tax jurisdictions before and after the implementation of the withholding tax, it will
be possible to obtain an estimate of the impact of the implementation of the withholding tax -
among other things, the assumption that all changes made at the time of the implementation of the
withholding tax have had a similar impact on the expenditure to both groups of countries. This
will make an impact assessment possible. As the balance sheets to SFIs are likely to decrease fol-
lowing on from the fiscally relevant flows, as well as the number SFIs that pay or receive dividend,
interest and royalties to and from low-tax jurisdictions, another option would be to find out if these

indicators are affected.

More variation could also be used. First, with effect from 2017, potential anticipation effects need
to be taken into account. If they occurred, it can be verified by means of the same method; it is
important to adjust them for those effects because the policy effect may otherwise be overestimated
(when, in anticipation of the withholding tax, SFIs conducted more transactions via low-tax juris-
dictions than they would have done without the announcement of the implementation of the with-
holding tax) or underestimated (when, in anticipation, they already wind down or shift their activ-
ities in low-tax jurisdictions). From what we understand, the withholding tax on dividend will be
implemented in 2020, and that for interest and royalties in 2021. This offers an extra opportunity
for the econometrics verification because there is variation in the moment of processing: in the
case of dividends, it should, apart from anticipation, be possible to see an impact from 2020 and
in the case of interest and royalties after 2021. Also, there is a chance of a shift between participating
interests and loans from 2020 into 2021. In closing, it is feasible for the countries on the list of
low-tax jurisdictions to change as time passes, for instance, because they raise their corporate in-
come tax rates or adjust their tax treaties. This also results in extra variation, which may be used to

conduct an impact assessment.
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Appendix A Definitions and terminology

The definition of SFls

The 2003 Balance-of-Payments Reporting Requirements define SFIs as follows:

businesses or organisations, regardless of the legal form, that are residents in which non-residents directly or
indirectly take part or exert influence via share capital or otherwise and which aim to and/ or to a significant
extent engage in, in combination with other domestic group companies:
1. keeping assets and liabilities mainly abroad; and)/ or
2. passing on turnover consisting of royalties and licence revenue, obtained from abroad, to foreign group
companies; and/ or
3. generating turnover and costs that mainly originate from re-invoicing to and from foreign group com-

panies.

We should note that the definition of the SFIs was changed in 2018; this change can also be applied
to the available data for previous years, resulting in a consistent series for 2004-2016. It became
clear recently that on the basis of a new European directive (ESA 2010), a number of entities
(holding companies with more than five employees who also provide services to group companies)
will be reclassified as ‘non-financial institutions’ (NFI) whereas they wsed to be classified as SFIs.
From an operational point of view, these entities are reclassified because they have more than five

employees.

Investment position and balance of payments

The international account of the national accounts consists of the international investment position
(IIP), the balance of payments (BP) and the aggregation account (AA).

The IIP is a snapshot in time that shows the value of the financial claims and commitments of a
country against a foreign country. A positive net claim means that the financial claims against a
foreign country exceed the commitments towards that foreign country. Every year, the methodol-
ogy has a national ‘opening balance sheet’ and a ‘closing balance sheet’. The IIP forms a part of
this national balance sheet (the other part is formed by non-financial claims and commitments).

The BP shows the transactions between home and abroad during a certain period. The BP contains
a number of sub-accounts such as the current account, the capital account and the financial ac-
count. The current account, in its turn, consists of the commercial account, the income account
and the current transfers. The commercial account shows the value of transactions of goods and
services. The income account shows the payments for the use of factors of production (wage,
interest, dividend, profits, etc.). The current transfers show transactions without an immediate con-
sideration, such as development aid. The capital account shows the value of transactions that relate
to non-produced, non-financial assets such as patents. The financial account shows the value of
financial transactions such as direct investments or portfolio investments. The BP is a closing ac-
count, and the sum of the current accounts and the capital accounts is equal to the (net) financial

account.
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Table A.1 Illustration of movement in the international investment position

APPENDIX A

Opening balance

Aggregation account
sheet ggreg =

Closing balance
sheet

Financial claims and

j Capital account
commitments
Financial account

Other financial movements

Non-financial claims

. Non-financial movements
and commitments

Financial claims and
commitments

Non-financial claims
and commitments

Source: SEO Amsterdam Economics on the basis of BPM6.

The changes between the opening and the closing balance sheet ate shown in the AA. The AA

consists of the capital and financial accounts of the BP, plus movements that are not the result of

flows in the BP, such as (currency) revaluations.

The assets on the balance sheet are productively used and (as such) they earn an income. Vice

versa, a payment must be made for the liabilities on the balance sheet. These flows of income and

expenditure are updated on the income account. This also illustrates the coherence between the

BP and the IIP. If income exceeds expenditure in any one year, the result is a net (financial) claim

that is entered on the financial account. This means the balance sheet also increases.
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Table A.2 lllustration of coherence between balance of payments and the investment position

Balance of payments

Credit Debit Balance sheet
Current account
Goods account
Income account 10 5 5
Current transfers
Capital account 0
Current and capital accounts 5

Net isiti - Net isiti lia-
et acquisition as et acquisition lia Balance sheet

sets bilities
Financial account
Change to assets/liabilities 5 0 5
Net financial account 5
Net balance of payments 0

Investment position

Opening balance Transaction Closing balance
sheet sheet

Net investment position 100 5 105

Source: SEO Amsterdam Economics.

The relationship between the BP and the IIP is expressed in net terms in that sense that the finan-
cial account is also expressed in net terms.® This means that all debits of certain assets or liabilities
are set off against all credits of those assets or liabilities. So the selling of equity is taken, net, from
acquisitions, while issued loans are taken, net, from loans that ate being repaid. From an accounting
point of view, this is sensible because of the cross-entry on the income account, for instance. After
all, there is no income in return for the acquisition and sale of a certain type of asset for the same
amount. Apart from this accounting-related reason, the net notion is more relevant than the gross
notion. A loan that rolls over results in two gross transactions to the value of the principal sum
(see Box 2.1). However, from a practical point of view, nothing changes because the loan remains
in place at the same value (principal sum) and it also generates the same income (interest). From a
fiscal point of view, the gross notion is not relevant either. After all, tax is levied on the flow of
income that is related to a transaction, not on the value of that transaction. That is why the gross

transactions are ignored in this report.

Structure of the research file

This research uses the DNB sample data for the balance sheet and income and expenditure of
SFIs. It is not possible to analyse the entite population of SFIs because the third countries which

8 For the sake of completeness, the current accounts and the capital accounts are gross.
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balance sheet items or income and expenditure relate to are not known for the non-sample SFIs.
The sample data contains a complete balance sheet and a full statement of income and expenditure.
The file also contains anonymised identifiers for the individual SFIs and groups of SFls, an indica-
tor for the reporting profile and a column for the countries which the balance sheet item or in-
come/expenditure relate to. The file contains reliable data for the petiod between 2004 and 2016.

Balance sheet
The balance sheet data of DNB contains an opening and a closing position. The difference between
these positions is caused by the net transaction. The net transaction can be broken down into an

exchange rate movement, a price movement and other movements.

The balance sheet data consists of seven asset items and twelve liabilities items. With a view to
transparency (and the disclosure rules of DNB), we will summarise these items in the follow-up.
In terms of liabilities, we have participating interests, securities and debt capital. In terms of assets,

we have participating interests, securities, debt capital, property rights and other assets.

Table A.3 Overview of balance sheet data

Type of balance Balance sheet item in the DNB research Comments
sheet item file

Liabilities

Participating inter- Participating interests in SFl >= 10% Direct investments between businesses with a

est

Participating inter- Participating interests in SFI < 10%

est

Participating inter- Participating interests in SFI of subsidiaries

direct investment relationship

Direct investments between businesses with a
direct investment relationship

Direct investments between businesses with a

est direct investment relationship

Securities Other issued shares Negotiable rights other than participating inter-
ests or debt capital

Securities Issued securities other than shares Negotiable rights other than participating inter-
ests or debt capital

Securities Derivatives Negotiable rights other than participating inter-
ests or debt capital

Debt capital Debt capital Loans, other forms of debts and other financial
transactions.

Assets
Participating inter- Participating interests of SFI >= 10% Direct investments between businesses with a
ests direct investment relationship

Participating inter- Participating interests of SFI < 10% Direct investments between businesses with a
ests direct investment relationship

Participating inter- Participating interests of SFI in parent com- Direct investments between businesses with a

ests pany direct investment relationship

Securities Other investments in shares Negotiable rights other than participating inter-
ests, debt capital, property rights or other

Securities Derivatives, assets Negotiable rights other than participating inter-

ests, debt capital, property rights or other
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Debt capital Receivables

Property rights Property rights

Other Goodwill

Other Concessions and licences
Other Other intangible assets
Other Machinery and equipment
Other Immovable property

35

Debt securities, other financial transactions,
loans and other forms of debt.

Franchises/trademarks, software, R&D, audio-
visual and artistic.

Goodwill obtained from third parties.

Related, for example to the exploitation of nat-
ural raw materials

For example, the capitalisation of costs associ-
ated with the issue of shares.

Tangible fixed assets for business operations

Source: SEO Amsterdam Economics.

Income and expenditure

The income and expenditure statements in the research file consist of nine different income items

and ten different expenditure items. With a view to transparency and the disclosure rules of DNB,

we arrange the income in the follow-up according to dividend, intetest and royalties and other.

Similarly for the expenditure.

Table A4 Overview of income account data

Type of income
lexpenditure

Income/expenditure in DNB research file

Comment

Loans, other forms of debts and other fi-
nancial transactions.

Income

Dividend Dividend received from participating inter-
ests>+10%

Dividend Dividend received from participating inter-
ests<10%

Dividend Dividend received from participating interests in
parent company

Dividend Exploitation result immovable property

Dividend Dividend received listed shares

Interest Interest received securities held

Interest Interest received receivables

Royalties Allowances received for property rights

Other Other revenue

Expenditure
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Dividend

APPENDIX A

Dividend paid to participating interests in SF| >=

10%
Dividend Dividend paid to participating interest in SFI < 10%
Dividend D|V|d.er.1d .pald to participating interests in SFI of
subsidiaries
Dividend Dividend paid other shareholders
Interest Interest paid on issued securities
Interest Interest paid on other debts Loan.s, other forms of debts and other fi-
nancial transactions.
Royalties Allowances paid for property rights User rights and reproduction rights.
Other Other costs
Other Dividend tax deducted
Other Corporate income tax paid
Source: SEO Amsterdam Economics.
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Appendix B Definition of low-tax jurisdictions

For the putpose of this research, low-tax jurisdictions are defined as (1) a state that does not or at a
rate of less than 7% subject bodies to a tax on the profits or (2) a state that is included on the EU
list of non-cooperative jurisdictions for tax purposes. Table B.1 shows the jurisdictions in question.
Literature has vatrious definitions for low-tax jurisdictions, see, for instance, the list in Gravelle (2015),
which contains 50 jurisdictions. Also included are the countries classified as Offshore Financial

Centres (OFCs) by DNB (see also Table C.2).

Table B.1 Definition of low-tax jurisdictions used for the purposes of this research
Low-tax jurisdictions OFCs (DNB)
American Samoa Andorra
American Virgin Islands Antigua and Barbuda
Anguilla Anguilla
Bahamas Netherlands Antilles
Bahrain Aruba
Bermuda Barbados
British Virgin Islands Bahrain
Cayman Islands Bermuda
Guam BES Islands
Guernsey Bahamas
Man Belize
Jersey Cook Islands
Kuwait Curacao
Namibia Dominica
Palau Grenada
Qatar Guernsey
Samoa Gibraltar
Saudi Arabia Hong Kong
Trinidad and Tobago Isle of Man
Turks and Caicos Islands Jersey
United Arabic Emirates Saint Kitts and Nevis
Vanuatu Cayman Islands
Lebanon
Saint Lucia

Liechtenstein
Liberia

Marshall Islands
Montserrat
Mauritius

Nauru

Niue
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Panama

Philippines

Seychelles

Singapore

Saint Martin (Dutch part)
Turks and Caicos Islands
Saint Vincent and the Grenadines
Virgin Islands, British
Virgin Islands, US
Vanuatu

Samoa

Former Panama Canal zone

Source: SEO Amsterdam Economics on the basis of an instruction from the Ministry of Finance and DNB
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Appendix C Macro totals DNB

Table C.1 Balance sheet SFls (entire population, DNB, billions of Euros)

Period 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Assets

Participating interests 848 962 1,215 1,371 1,520 1,640 1,746 1,985 2,067 2,251 2,365 2,520 2,649 2,843
Securities 46 64 76 138 117 139 132 126 134 137 155 141 151 123
Debt capital 608 660 752 1,000 1,000 955 1,035 1,086 1,203 1,244 1,311 1,301 1,316 1,355
Other 9 9 9 19 18 19 17 17 18 17 17 48 48 48
Total 1,511 1,695 2,053 2,528 2,654 2,753 2,932 3,214 3,421 3,649 3,848 4,010 4,164 4,368
Foreign assets 1,502 1,686 2,044 2,509 2,637 2,734 2,914 3,197 3,403 3,632 3,832 3,962 4,115 4,320
Liabilities

Participating interests 686 783 1,060 1,293 1,422 1,507 1,606 1,875 2,030 2,137 2,244 2,352 2,467 2,639
Securities 353 361 411 453 449 506 531 514 551 549 605 603 642 597
Debt capital 480 563 595 798 802 762 817 850 864 986 1,050 1,112 1,111 1,198
Total 1,520 1,706 2,066 2,544 2,674 2,775 2,954 3,238 3,446 3,673 3,899 4,067 4,220 4,434
Foreign liabilities 1,520 1,706 2,066 2,544 2,674 2,775 2,954 3,238 3,446 3,673 3,899 4,067 4,220 4,434

Source: SEO Amsterdam Economics, based on DNB Table 15.1. Participating interests are the sum of equity participations and immovable property. Securities are the sum of securities
and financial derivatives. Debt capital is the sum of loans in and outside of a group of companies. Other assets are intangible and non-financial assets. The total is the sum of the
previous lines. This differs from the total foreign assets because DNB does not issue individual reports for the Dutch and foreign balance sheet items for each balance sheet item.
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Table C.2 Balance sheet direct investments SFls (entire population, DNB, billions of Euros) accord-
ing to region

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Direct investments abroad

Europe 875 970 1,227 1278 1392 1435 1553 1663 1,744 1,858 2,019 1,942 1,985

us 78 81 124 297 292 274 288 333 365 464 355 405 421
OFCs 125 147 132 184 178 199 144 214 215 212 229 343 382
Other 297 342 393 479 508 525 642 726 815 825 914 997 1,038
Total 1,375 1,641 1,876 2238 2370 2433 2627 2936 3139 3359 3517 3,687 3826

Direct investments in the Netherlands

Europe 633 788 958 1,104 1,199 1,268 1,260 1,323 1,466 1,549 1,624 1,587 1,673

us 220 199 214 440 458 375 449 610 553 571 640 689 627
OFCs 166 168 204 233 206 211 263 278 308 337 369 493 467
Other 80 109 150 183 237 270 309 358 425 480 471 527 654
Total 1,098 1,265 1,527 1,959 2,100 2,123 2281 2570 2,751 2937 3,103 3,296 3420

Source: SEO Amsterdam Economics, based on DNB Table 15.3. OFCs are offshore financial centres, see Appendix
B. Direct investments are participating interests and debt capital within a group of companies. This creates differences
with table C.1. Also, the OFCs category includes a number of countries that are also counted as being part of Europe.
This also creates differences with table C.1.
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Table C.3 Income and expenditure SFls (entire population, DNB, billions of Euros)

Primary income/Period 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Credited

Income from equity partici- 40 54 57 90 72 71 109 104 97 104 127 109 128
pations abroad

Interest received within a 19 20 22 32 35 32 25 29 32 31 36 38 32
group of companies

I'ncome from foreign securi- 1 1 1 1 2 2 2 3 2 4 2 2 1
ties

Income from other financial

claims against foreign coun- 2 2 2 4 5 4 3 5 2 3 3 3 2
tries

Export of services (royalties) 9 10 10 13 15 15 18 21 20 21 27 30 33
Total income 70 86 92 139 129 124 157 161 153 162 195 181 196
Expenditure

Income from equity partici- 40 53 52 89 70 71 107 103 99 108 133 116 132
pations by foreign countries

Interest paid within a group 8 11 15 18 24 19 13 14 15 16 18 20 16
of companies

lir;?me from Dutch securi- 4 11 13 16 15 17 18 22 21 20 18 17 15
Income from other financial

commitments towards for- 2 3 4 4 5 4 4 5 2 3 5 5 4
eign countries

Import of services (royalties) 8 9 9 11 14 14 17 19 19 20 26 29 31
Total expenses 72 87 93 139 128 124 159 163 157 167 201 187 199
Source: SEO Amsterdam Economics, based on DNB Table 15.2. All items, excluding the import and export of ser-

vices, fall under primary income. The import and export of services fall under the services account.
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Appendix D Income and expenditure old def-
inition SFls (including hybrids)

Table D.1 Income and expenditure of SFls (sample, billions of Euros) according to region, includ-
ing hybrids

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Income

EU-28 32 41 45 73 91 80 92 101 94 87 62 57 60
us 2 5 11 8 10 9 8 6 9 17 15 12 9
Low-tax

jurisdic-

tions 5 3 10 5 5 5 7 12 6 7 6 3 3
Other 18 21 26 37 35 39 50 57 64 75 54 45 58
Total 57 70 91 123 141 132 156 176 173 186 137 117 131
Expendi-

ture

EU-28 26 26 a7 63 73 69 86 80 79 70 47 42 43
us 5 40 5 14 20 17 11 16 30 18 40 20 20
Low-tax

jurisdic-

tions 2 2 4 6 21 17 23 28 31 31 15 17 19
Other 16 14 5 10 15 10 8 13 20 17 19 19 20
Total 48 82 61 93 129 113 128 137 161 136 121 99 101

Source: SEO Amsterdam Economics, based on DNB Microdata.
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Table D.2 Income and expenditure of SFls with expenditure to low-tax jurisdictions (sample, bil-
lions of Euros) including hybrids

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Income
EU-28 7 16 13 24 41 34 53 55 51 48 29 24 28
us 1 1 1 1 2 2 5 3 4 7 4 1 2
Low-
tax ju-
risdic-
tions 0 2 s 2 2 4 6 10 4 5 2 1 1
Other 7 8 s 15 14 11 16 26 28 41 28 18 20
Total 14 27 13 43 59 52 79 95 87 101 63 43 51
Expenditure
EU-28 3 10 9 15 19 14 18 15 16 20 5 7 8
us 2 s* 2 7 6 5 3 3 18 6 14 1 1
Low-
tax ju-
risdic-
tions 2 2 4 6 21 17 23 28 31 31 15 17 19
Other 1 st 1 3 4 4 2 6 10 9 3 6 2
Total 9 12 16 30 50 40 45 53 75 67 38 30 31

Source: SEO Amsterdam Economics, based on DNB Microdata. s* means ‘suppressed’ on account of DNB

disclosure rules.
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Appendix E Monitoring committee

Rocus van Opstal (chairman), Ministry of Finance

Luuk Bosch, Ministry of Finance

Krista Bruns, Ministry of Finance

Kfrit Carlier, De Nedetlandsche Bank

Nortbert Fuhlet, Ministry of Economic Affairs and Climate Policy
Michiel van Goor, Ministry of Finance

Theodoor de Jong, Ministry of Finance

Erik Kranendonk, Ministry of Finance

Arjan Lejour, Netherlands Bureau for Economic Policy Analysis
Jan Méhlmann, Netherlands Bureau for Economic Policy Analysis
Pieterbas Plasman, Ministry of Finance

Maarten van 't Riet, Netherlands Bureau for Economic Policy Analysis
Aart Roelofsen, Ministry of Finance

Jelle Tjerkstra, Ministry of Finance

Daan Vreeman, Ministry of Finance
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