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0. Administration 
 
The meeting was confirmed as quorate. 
 
1. Terms of Reference 
 
It was agreed to modify the terms of reference. This amendment allows trainee members to be 
alternate full members for a specific committee meeting by invitation of any full member who is unable 
to attend that meeting. Alternate full members will be included within the calculation of quorum. . 
 
 
2. Real Estate Investment Trusts (REITs) 
 
A presentation was first given to the ESCC to provide an overview of REITs. REITs are defined with 
HMRC tax rules to be bodies which invest mainly in property and pay out 90% of the profits from its 
property rental business as dividends to shareholders. There are currently around 30 REITs operating 
in the UK. 
 
Following the overview, ESCC discussed whether REITs could be classified as a whole group or as 
individual units and what sector they should be classified to.  
An argument was made that it was appropriate to classify REITs as a whole as financial 
intermediaries because they existed as investment funds for tax purposes. A comparison was made 
to Unit Trust Funds, whereby they exist to purchase more units to enable more assets to be invested. 
This activity is considered to be financial intermediation. Reference was made to Paragraph 2.60 of 
ESA10 manual which states that investment funds primarily incur liabilities through the issue of 
investment fund shares or units. They transform such funds by acquiring financial assets and/or real 
estate. Investment funds investing in real estate are financial intermediaries. 
 
A counter argument was made that REITs exist to invest in, maintain and manage fixed assets and so 
their core activity could not be considered to be financial in nature. REITs exist to buy property to 
receive rent and so give their members a source of income. It was noted that some REITs are very 
varied in business model and size with some buying property and then managing it themselves. 
 



Further discussion on REITS covered the following points: 
 

•     REITs were defined through HMRC tax law rather than an ESA/MGDD definition 

•     REIT business models varied but there was potentially a difference between a REIT that managed 

property itself (likely a non-financial corporation) and a REIT which contracted out the 
management and was primarily focused on making money for its investors (likely a financial 
corporation) 

•     The importance of aligning industry classification with sector classification was discussed and the 

NA secretariat confirmed that most REITs reported on a SIC basis that their predominant activity 
was in real estate rather than as an investment trust 

•     That to be a financial corporation the unit should have primarily financial assets on its balance 

sheet and not non-financial assets 

•     That normally financial intermediaries, such as investment funds, will have no or small numbers of 

employees so if a REIT has a sizeable number of employees then it suggests the company is a 
non-financial corporation. 

 
 
Following these discussions, the questions below were put to ESCC: 
 
Question 1: Is it appropriate for UK REITs to be classified, as a whole group, as financial 
intermediaries based upon the ESA 2010 guidance?  
 
No. All members agreed that each REITs should be classified on an individual basis. 
 
 
Question 2: Is it appropriate for UK REITs to be classified, as a whole group, as non-financial 
corporations based upon the ESA 2010 guidance?  
 
No. Again, all members agreed that each REIT should be classified on an individual basis. 
 
Outcome 
Following further discussion the Chair suggested that the position of the ESCC seemed to be 
that a REIT should be considered by default to be a non-financial corporation. Statistical 
compilers would only record a REIT as a financial corporation if there was evidence to support 
this classification. Evidence might include (but not be limited to): 

-     that the assets of the corporation are predominantly financial in nature; 
-     that the corporation has no, or only a small number of, staff 
-     that the corporation self-classifies itself using the SIC framework as an investment 

trust. 
All members agreed. 
 
 
 
 
 
3. The Hub 
 
An overview of the Hub model was given to ESCC. The model was a Scottish Government policy 
proposal and ESCC was guided by the Chair that as with other policy proposals the classification view 
would be necessarily provisional and based on the information provided. 
 
The structure of the Hub model was presented with an explanation of the roles of the different 
participants. It was highlighted that the key classification decisions required were for the Private 
Sector Development Partners (PSDP), the Design, Build, Finance and Maintain (DBFM) company and 
whether the scheme should be classified on or off the public sector balance sheet. The Hub 
Community Foundation (HCF) would also need classifying. 
 
The overview then looked at responses to the questions posed in the case report. 
 



On PSDPs there was unanimous agreement that PSDPs should be considered institutional units in 
the private sector. The committee considered all the public sector controls listed in ESA and 
concluded none of them applied to PSDPs. 
The next question looked at what type of body were PSDPs, The Committee agreed that they were 
private holding companies. 
 
This prompted debate over whether PSDPs should be considered to be head offices or holding 
companies. The Committee was split on whether the PSDPs were holding companies or head offices 
but agreed that the precise sector classification was not required in order to be able to take a view on 
the overall classification of the Hub model and could be established once the ‘Hubs’ are operating. 
 
 
The next two questions looked at concerned the HCF. There was unanimous agreement in the 
committee that the HCF would be an institutional unit that was not under public sector control. There 
was debate on what sector/subsector they should be classified to. Concern was raised that while they 
were set up as charities, they did not provide services to households and so it may not be appropriate 
to consider them as part of NPISH. While they raised funds like other charities, they invested in Hub 
projects as shareholders. From this, some wondered if HCFs were more like non-profit institutions 
(like Network Rail) within either the financial or non-financial corporate sectors. It was agreed that the 
precise sector classification was not required in order to be able to take a view on the overall 
classification of the Hub model and could be established once the HCF is incorporated. 
 
Action: the secretariat was asked to see if there were any precedents in classifying non-profit 
institutions units similar to the HCF. 
 
 
ESCC next looked at the DBFM companies. The Committee concluded that the DBFMs were not 
subject to public sector control and were institutional units and as such were private non-financial 
corporations. 
 
ESCC confirmed that the arrangement described should be considered a Public Private Partnership 
(PPP) under the ESA framework. 
 
The various risks associated with PPPs were considered in discussing The Hub; 

•          The construction risk was concluded to be with private partners 

•          The demand risk was concluded to be with government  

•          The availability risk was concluded to be with private partners. The finance risk was concluded 

to be with private partners 
The guarantee risk was not applicable 
The conclusion of this analysis was that the PPPs should be recorded off the public sector balance 
sheet. 
 
The Committee noted that there were important differences between the Hub model to those in the 
Aberdeen Western Peripheral Route (AWPR) case, which the Committee had previously considered 
and considered on the public sector balance sheet. These differences included that in the Hub model 
no gains accrued to the public sector partners. 
 
Outcome; 
The chair summarised the view of the Committee that the Hub model was a PPP where the 
partner bodies (the DBFMs, PSDPs and HCF) should be classified as private sector bodies and 
the PPP as a whole should be recorded off the public sector balance sheet. It was emphasised 
that this was a provisional classification decision based on a policy proposal and that the case 
would be reviewed once the first ‘Hub’ project was operating. 
 
 
 
4. TS Prestwick HoldCo 
 
An overview was given about this case. TS Prestwick Holdco is currently classified as a private non-
financial corporation but has been owned by Scottish Government since 2013. The structure of TS 



Prestwick HoldCo had been previously discussed at a Classification Committee meeting but the 
classification case had not been concluded due to outstanding questions on the market test. These 
questions had now been answered. 
 
At the meeting it was unanimously agreed by the Committee that TS Prestwick Holdco and Prestwick 
Aviation Holdings were central government holding companies. Below these two holding companies 
are Prestwick Airport and Glasgow Prestwick Airport. It was determined that they should both be 
classified to public non-financial corporations. Below Prestwick Airport, there are two subsidiaries: 
Prestwick Airport Property and Prestwick Airport Infrastructure. Below Glasgow Prestwick Airport 
there is one subsidiary: Airport Driving Range Company. All three subsidiaries were classified as 
artificial subsidiaries meaning that they were not institutional units but would be consolidated with their 
parent as public non-financial corporations (S.11001). 
 
Following discussions among the ESCC, the following question was posed: should Prestwick Airport 
and Glasgow Prestwick Airport be classified as one joint institutional unit, or two separate institutional 
units? There were different opinions on this although it was noted that the decision would have no 
impact on the statistics produced as both units were private non-financial corporations. It was agreed 
that these bodies should be classified as separate institutional units.  
 
 
Outcome: 
The chair to make the following recommendations to NAES Executive Director: 

• TS Prestwick HoldCo and Prestwick Aviation Holdings Ltd should be classified as holding 
companies subject to public sector control. Consequently, in accordance with MGDD 
guidance, they will be classified as captive financial institutions and in this case, as they 
are controlled by government, they are allocated to the central government sector (S.1311). 

• Both Glasgow Prestwick and Prestwick Airport to be separately classified as public non-
financial corporations (S.11001).  

• Prestwick Airport Property, Prestwick Airport Infrastructure and Airport Driving Range 
Company should all be classified as artificial subsidiaries and consequently be 
consolidated with their parent.  Therefore, all will be consolidated to sub-sector S.11001. 

 
 
5. Delegated Cases: 

 

•          BBC Commercial Holdings Limited 

This was a delegated case whereby the decision was made that it was a public holding company and 
so should be classified to the central government sector (S.1311). This decision was agreed by the 
ESCC. 
Outcome: 
Chair authorised classification of BBC Commercial Holdings Ltd as a central government 
(S.1311) unit. 
 

•          Nursing and Midwifery Council 

 
This was a delegated case. It was decided that the Nursing and Midwifery Council is a regulatory 
body which act not only in the interest of market operators but also for the benefit of the community as 
a whole and should therefore be classified to the central government sector (S.1311) as a market 
regulatory agency. The fees paid by members were determined to be non-market output (P.131)  as 
they were proportionate in cost to the service provided. 
 
The paper for this case was not submitted within the agreed five days window. Therefore the Chair 
explained that members had to close of play on Monday 23rd November 2015 to raise any concerns 
about the decision reached, after which the decision would be final. No concerns were raised. 
 


