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List of Abbreviations

	BD4
	OECD Benchmark Definition of FDI, 4th Edition

	BoP
	Balance of Payments

	BPM6
	IMF Balance of Payments and International Investment Position Manual, 6th Edition

	CDIS
	IMF Coordinated Direct Investment Survey

	DI
	Direct Investor

	DIENT
	Direct Investment Enterprise

	EU
	European Union

	FDI
	Foreign Direct Investment

	IIP
	International Investment Position

	IMF
	International Monetary Fund

	NBU
	National Bank of Ukraine

	OECD
	Organisation for Economic Cooperation and Development

	OFBV
	Own Funds at Book Value

	PSA
	Production Sharing Agreement

	SPE
	Special Purpose Entity

	SSSU
	State Statistics Service of Ukraine

	TOR
	Terms of Reference

	UK
	United Kingdom


Executive summary

The State Statistics Service of Ukraine (SSSU) participants presented information on all aspects of the Ukraine Foreign Direct Investment (FDI) survey. The consultant described the UK experience in collecting and analysing FDI data and also covered the European Union (EU) practice as appropriate. The Ukraine FDI survey is well established and has been running for around twenty years.

The data collected by SSSU on the survey are comprehensive and defined to meet the specifications set out in International Monetary Fund (IMF) Balance of Payments and International Investment Position Manual, 6th Edition (BPM6), the Organisation for Economic Cooperation and Development (OECD) Benchmark Definition of FDI, 4th Edition (BD4)  and the IMF Coordinated Direct Investment Survey (CDIS). SSSU believe the requested data are generally understood by most respondents.

Detailed discussions with the FDI survey statisticians covered all aspects of FDI statistics in Ukraine, including coverage, equity valuation, identification of special purpose entities (SPEs), FDI data relating to the oil and gas production industry, publication and presentation of the survey results, and their use in Ukraine Balance of Payments (BoP) compilation.

The discussions resulted in the range of recommendations and suggestions outlined in the report. They are aimed primarily at enhancing the detail, quality and usefulness of the survey data. A draft set of recommendations were discussed with SSSU on the final morning of the mission and amendments were made. The recommendations described below have been agreed with the SSSU. 
A subsequent mission might cover the following areas:  (i) discuss follow up action on each of the recommendations, (ii) review amendments made to the Forms and respondents likely reaction to them, (iii) assess the effectiveness and significance of identification of SPEs by the Forms, (iv) identify the main features of Production Sharing Agreements (PSAs) in Ukraine, (v) establish what FDI data needs to be collected for PSAs and how to collect them, and (vi) discuss the appropriate sample design and selection if and when the FDI survey moves to a sample survey basis. Some of these topics may be covered by other Activities within Component 11.

The whole mission was interesting and productive. The attention and participation of all the SSSU compilers was very much appreciated. The excellent translation services of Svitlana Taranova were crucial to the mission and ensured the full understanding of the discussions by all the participants.
Recommendations (in the order of discussion)
1.  The National Bank of Ukraine (NBU) often makes adjustments to the FDI survey data delivered by SSSU for BoP and IIP compilation purposes. Regular communications between SSSU and NBU compilers about delivery and quality issues of the FDI data are made mainly by telephone and e-mails. These briefings should certainly be continued at the appropriate times during the compilation processes to help improve NBU understanding of the completeness and quality of the FDI data and to ensure that any adjustments it makes are reasonable and appropriate.

2.  Inward and outward FDI data on positions and flows are collected between (i) the direct investor (DI) and its immediate direct investment enterprise (DIENT) and (ii) fellow enterprises. Full BPM6 and CDIS implementation also need data on positions and flows to be collected between a Ukraine enterprise and any indirect DI or DIENT with which it has a FDI relationship. Form 11 identifies the Framework of Direct Investment Relationships (FDIR) for the Ukraine enterprise. It establishes if there is a chain of indirect DIs of a Ukraine enterprise. It could be expanded to establish if there is a chain of indirect DIENTs of a Ukraine enterprise. Form 11 could then specify that all and any indirect positions and flows of the Ukraine enterprise should be entered on Forms 10 and 13 as appropriate.

3.  A separate and specific register for the FDI survey should be set up and maintained. It can be developed from the SSSU Business Register using the foreign ownership indicator. It can be augmented and updated from other sources such as following up press reports, internet research, commercial databases. The FDI Register would be the sampling frame for a future FDI sample survey.

4.  It would be useful to include some indication of the financial size of each enterprise on the FDI register, for example the net book value or total value of all assets. This information would be important for stratification purposes if SSSU moves to a sample survey design for FDI data collection. All enterprises in the top strata would be approached each quarter. The information would also be needed for grossing up the sample results to prepare population estimates. 

5.  It would be useful to investigate whether a commercial database on foreign ownership of enterprises might improve the completeness of the FDI register. One of the most widely-used databases is the WorldBase database of Dun and Bradstreet. It could be beneficial to contact the nearest company office to discuss the information that might be available on Ukraine enterprises.

6.  Data are imputed for any enterprise that does not respond to the FDI survey. Data from Forms previously returned by the enterprise are used. It can be productive, if time and resources allow, to contact the non-respondent enterprise informally, for example by telephone, and to ask the enterprise whether the intended imputed value seems reasonable for the current reference period. The legal obligation on the enterprise to respond could be mentioned during the telephone call. Imputations can be made in a number of ways. For example industry growth rates can be applied to previous data supplied by the non-responder, and internet research can often enable reasonable imputations to be made.

7.  The Guidelines for the Form 10, Form 10 (CDIS) and Form 13 should specify that the data collected in Row 01 should include paid-up capital, all other reserve capital equity, cumulated reinvested earnings and revaluations. This method of valuation of equity is called Own Funds at Book Value (OFBV) and is specified for the CDIS. The valuation should be taken from the books of the DIENT. The Guidelines should note that this valuation method is recommended by the international manuals developed by the IMF and OECD. If the enterprise has used a different method to value the equity the Form should ask what method was actually used (for example the net asset value). Form 10 (CDIS) should refer to “Fellow” enterprises rather than “Sister” enterprises. The Guidelines refer to “Fellows”.

8.  SPEs should be identified on the FDI forms for full implementation of BPM6 and BD4 and to meet an important user need. The description of an SPE given in BD4 can be included in the Guidelines for Forms 10, 11 and 13. The enterprise can be asked on Form 10 and 13 if it is an SPE. Form 11 can then identify if an immediate DI or DIENT is an SPE by adding an extra column in the appropriate Section of the Form. Immediate inward and outward positions and flows with non-resident SPEs should be included in the FDI statistics. If and when the SPE figures become significant in the Ukraine (that is to say in the FDI survey results, the BoP and the IIP) the inward and outward equity positions and flows statistics can show an “of which SPE” breakdown. 

9.  SSSU should confirm that SPEs resident in Ukraine are included in the Business Register and in the FDI Register. These entities would potentially be included as non-active since they would not have significant production.

10.  Most Ukraine enterprises concerned with the exploration and production of oil and gas operate under either a concession or a joint venture contract. The FDI data required for these enterprises are well defined and reasonably standard. There are also some operating enterprises existing under a PSA. Specification of the FDI data relevant to each of these contracts needs a careful scrutiny of the actual PSA itself. SSSU should identify all PSAs in operation in Ukraine (via the appropriate Government Department, industry organisations, internet research) and study one or two of them to identify the data needed for FDI compilation. The note prepared for the mission can be used as a guide. It outlines common features of a PSA and the FDI data related to a PSA that need to be collected. The note is not necessarily a definitive account.

11.  If there are a significant number of PSAs in operation in Ukraine, and if the number is likely to increase in time, SSSU should consider developing separate Forms to collect the FDI data relating to PSAs in Ukraine (inward FDI) and relating to Ukraine enterprises that are part of a foreign consortium in a PSA abroad (outward FDI). Amendment of the existing Forms 10 and 13 to collect specific PSA data would probably make them too complex. 

12.  SSSU compilers can use the draft BPM6 Compilation Guide available on the IMF website to help decide the FDI data needed for each PSA and to give advice on all FDI compilation issues. The CDIS Guide is also a valuable reference document, also available on the IMF website.

Annex 1. 
Terms of Reference

for a short-term mission to the State Statistics Service of Ukraine

Component 11 Capital and direct investment

Activity 11.5 Foreign Direct Investment- Assessment of current practice of conducting the national observation over direct foreign investment

General information 

Statistics Denmark in partnership with INSEE France, Statistics Lithuania, Statistics Finland, Statistics Sweden, Central Statistical Bureau of Latvia, Central Statistical Office of Poland, Italian National Institute of Statistics (ISTAT) and Statistical Office of Spain (INE) is leading the EU-Twinning project on “Support to Development Process in the State Statistics Service of Ukraine with the Objective to Enhance its Capacity and Production” in Ukraine. The beneficiary is the State Statistics Service of Ukraine.

This activity is implemented under the Component 11. Capital and direct investment.

The purpose of this component is to improve the methodology for recording direct investment in Ukraine according to the main principles of the 6th Manual on Balance of Payments of the IMF and the 4th edition of the OECD Benchmark Definition of Foreign Direct Investment.
Purpose of the mission and expected results:

The SSSU experts will familiarize the EU expert with the national observation over direct foreign investment; the legislative, organizational and methodological principles used to conduct national observation over direct foreign investment (legal basis for conducting observation over direct foreign investment, methodological support to accounting of direct foreign investment, organization of observation, statistical tools, development and publication of data on direct investment).

The EU expert will familiarize the SSSU experts with the European way of conducting statistical observations of direct foreign investment over special purpose enterprise (detection of special purpose enterprises, identification of special purpose enterprises, system of statistical accounting of foreign direct investment of such enterprises and presentation of data on special purpose enterprises direct foreign investment).

The EU expert will provide recommendations for improving the national observation on foreign direct investment, in particular regarding accounting of special purpose enterprises. 

Expected results:

Recommendations for improving the national observation on foreign direct investment are provided.

Consultant and partner:

Stuart Brown (UK)

Beneficiary Institution: 

L. M. Ovdenko – Director of Production Statistics Department;

М. М. Sobko – Deputy Director of Production Statistics Department;

O.M. Antonova – Head of Unit for Statistics of investments of Foreign Economic Activity;

O. M. Faraon, N.B.Tokarchuk, I.V.Kondrasheva  – Chief Economists of the same unit.

Scheduling

The mission will take place on 18-20.03.2014 in Ukraine

Report

The final report on the mission should be submitted no later than two weeks after the completion of the mission.

Annex 2. Persons met

SSSU:
L. M. Ovdenko – Director of Production Statistics Department;

М. М. Sobko – Deputy Director of Production Statistics Department;

O.M. Antonova – Head of Unit for Statistics of investments of Foreign Economic Activity;

O. M. Faraon, N.B.Tokarchuk, I.V.Kondrasheva  – Chief Economists of the same unit.

RTA Team:
Irina Bernstein, RTA
Svitlana Taranova, Interpreter

Olga Burbelo, RTA Assistant
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