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EXECUTIVE SUMMARY

1 The 1993 SNA discusses the treatment of databases as a specia case of software as
indicated in the following paragraphs.

Computer software

10.92 Computer software that an enterprise expects to use in production for more than
one year istreated as an intangible fixed asset. Such software may be purchased on the
market or produced for own use. Acquisitions of such software are therefore treated as
gross fixed capital formation. Software purchased on the market isvalued at
purchasers prices, while software developed in-houseis valued at its estimated basic
price, or at its costs of production if it is not possible to estimate the basic price.

! Thisisthe official UN document symbol and corresponds to paper no. 15 on the OECD website for the meeting.
2 Paper prepared by Nadim Ahmad.
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10.93 Grossfixed capital formation in software also includes the purchase or
development of large databases that the enterprise expects to use in production over a
period of time of more than one year. These databases are valued in the same way as
software, described above.

2. Unfortunately implementing the recommendation that the acquisition and production of
large databases should be recorded as fixed capital formation has proven to be difficult. There
appear to be two principal reasons for this. The first concerns the definition of a database and
the second relates to the quantitative meaning of ‘large’ in the SNA.

Recommendations

3. On the first issue there is now broad agreement that databases are made up of two
components, the supporting software and data embodied/stored in the database, and thisisa
position that the Canberra |l Group concurs with. Concerning the second issue the Canberrall
Group took the view that ‘large’ could not be readily interpreted either in monetary values or in
terms of the physical (memory) size of the database, and as such recommends that references
to ‘large’ should be removed.

4. The Group did however consider whether databases could be categorised in adifferent
way, such that some databases, such as those owned by statistical offices, should be excluded
from investment. In fact the Group considered four specific options:

l. To treat as fixed capital al databases with an expected service life of more than
year including those produced on own-account;

II.  Totreat asfixed capital only those databases maintained by businesses in data-
providing industries;

[Il.  Not to record the own-account production of databases as capital formation but
to record the sale of databases (only when exclusive property rights are sold) in the
revaluation account;

IV. Torecord asfixed capital only databases that are regarded by businesses as
fixed capital.

5. The Group’ s recommendation isthat all databases, in principle, should be recorded
as fixed capital. The Group recognised the practical difficulties inherent in this but concluded
that the characteristics of, and economic benefits from, databases are similar to those of other
assets, including many where estimation is also problematic.

Practical Feasibility

6. At present it would appear that few databases are currently recorded as fixed capital in
the nationa accounts of many statistical offices. This may partly reflect a particularly
demanding definition of ‘large’ in SNA93 but it may also reflect difficultiesin estimation more
generdly. It is possible that better use could be made of business accounts but even here
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the position is mixed. Some companies with large databases treat them as assets, others do not.

7. The Canberrall Group, therefore, recommends that the SNA includes areference
describing how (second-best) macro-based estimates of own-account databases can be derived
in the absence of real or better data (smilar to the recommendations made for own-account
software by the OECD/Eurostat Task Force); as shown below:

Own-Account database production =
Total number of employees working on database construction/updating *
Average remuneration *
Proportion of time spent on development of databases on own-account +
Other intermediate costs used in own-account production of databases (including data costs)
+
Notional operating surplus related to own-account production of databases.

Impact on GDP

8. Although few databases seem to be captured by this name in the national accounts, some
may be recorded as software, especially large own account databases with customized
software and purchased databases. To the extent that thisis so, the impact of dropping the
qualifier “large” will have no impact on the size of GDP. To the extent that large databases are
currently omitted from the national accounts, any impact of including them will not be due to the
proposed changein the SNA. The impact of including smaller databases is unknown but is not
expected to be significant.

Consistency with Other Manuals and Business Accounting Standards

0. No significant change isimplied here and, so, no significant change is expected to
consistency. There are no separate provisions for databases in international accounting
standards; and so databases would be treated in line with general principles of IAS 38
(Intangible assets). |AS38 specifically mentions “ customer lists’, but does not mention
“databases’ or “content of databases’. Nevertheless it seems to be widely accepted in the
business accounting world that valuable databases can and should be identified as separate
intangible assets. International accounting authorities did discuss the treatment of database
content in business accounts back in February 2002 (in the “International Financial Reporting
Interpretations Committee”) but decided not to pursue the subject, and since then no further
development work has taken place.
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