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Direct investors and fellow enterprises

1. Investments or acquisitions of holdings in the share equity of an entity are considered direct if these investments are made by non-residents and form at least 10% of the total voting rights. Not only investments in the form of ownership in the equity of an entity shall qualify as direct investments but also any other transactions conducted between the direct investor and the direct investment enterprise. A relevant example is a loan provided by the direct investor to the direct investment enterprise. For that reason, the report shall reflect information not only about the direct investment itself but also about all other transactions between the direct investor and the direct investment enterprise, classified by the types of the underlying instruments. 
2. Besides the direct relationship between the direct investor and the direct investment enterprise, there may be mediated investment relationships between the 2 parties, even if no direct investments in equity are made. A relevant example is the relationship between two direct subsidiaries of the same entity located in different countries. Despite the absence of equity participation between these subsidiaries, they shall be considered “fellow enterprises”. Another example is the case when a resident shareholder of an entity located in one country places a deposit with a direct subsidiary of the entity in a different country In this case also, The subsidiary shall reflect this transaction in the form as well, by filling in information on the depositor in the section “Liabilities” of the table relating to “Fellow enterprises”. Such relationships may also arise when a resident investor has subsidiaries overseas. For instance, in case an entity has a resident shareholder, which is a direct investor in another non-resident entity, then any asset or liability transaction between the first and second entities shall also be reflected in the table related to “Fellow enterprises”. 

2.1. In case the direct investor is a natural person then all the members of the household to which the natural person belongs shall be included in the direct equity participation relationships. In case the memebrs of the same household have investments in the equity capital of an entity, the investment shall be deemed as a joint investment.

(Clause 2.1 was supplemented by the Central Bank of Armenia Board Decision No. 147-N, of June 24, 2014).

3. Direct equity participation relationships can be of two forms - 10-50 % ownership of share capital (qualifying holdings, hereinafter referred to as investments in associates) and ownership of 50 % and more of the share capital (controlling interest, hereinafter referred to as investments in subsidiaries). The direct investment chain starts and ends in accordance with such participations. Since direct investments assume a stable degree of influence on management, then such influence shall be extended in the chain when adhering to the following rules: 
1) The chain continues indefinitely by means of controlling interest, that is, all the entities linked to each other through controlling links shall be considered as fellow enterprises.
2) The link, when moving from subsidiaries to associates, shall include only the first associate, the entities in which the associate has controlling interest and shall not include other associates. The first associate is still linked with a stable degree of influence on the upper and horizontal participants of the chain, the entities in which the foregoing associate has controlling interest shall also be linked, since they may be viewed as branch offices of the first associate. But the higher levels of the group do not have a significant influence over the next associates.  
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4. The more detailed diagram below sets out the foregoing principles:
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Based on the foregoing diagram and with the help of several certain and more simple examples are presented the cases, when two enterprises are classified as “fellow enterprises” and the transactions between them are reflected separately. The enterprise shall be marked with an asterisk (*) from the perspective of which the questionnaire shall be completed.
Case 1 
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A, B and C operate in different economies. In this case, parent entity A has direct investments in B and C. Although there are no immediate equity participation relationships between B and C, any transaction between them shall be reflected as a transaction between fellow enterprises. 
Case 2
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In this case C does not disclose  A as a fellow enterprise, since the investment of B in C already does not form a direct investment. 
Case 3
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A, B and C operate in different economies. Although A owns only 8% of shares of C, A is a direct investor in B and since B has a direct investment in C, A turns out to have a direct investment in C through B. Therefore, C shall reflect B as a direct investor and A as a fellow enterprise, thus reflecting liabilities to and any other financial transactions with A.
Case 4 
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It is possible that a direct investor may have a chain of influence, in which one link in the chain is a resident-to-resident. Such a resident-to-resident relationship, illustrated in Case 4  between B and C, does not preclude a direct investment relationship between two enterprises that are residents in different economies like A and C. Therefore, although A does not have a direct equity participation in C in Case 4, investment relationships actually exist between them through B, for that reason C shall present all transactions with A in the section assigned for fellow enterprises. The case may become more complicated, in case C conducts transactions with D, which is also a subsidiary of A. In case C has a possibility to disclose this kind of relationship as well, then the transactions between C and D shall also be presented in the section of the questionnaire assigned for fellow enterprises.
Case 5

[image: image7]
B and C are both residents in the same economy, therefore the relatshionships between them are beyond the scope of the questionnaire. But B has a direct investment in A (non-resident). In this case C shall include all of its transactions with A that affect either assets or liabilities in the table assigned for fellow enterprises. At the same time, if it is assumed that A also wholly owns another entity, in our case D, then C shall also present information on its transactions with D, in case such a relationship is disclosed.
Case 6
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Case 6 highlights the importance of equity positions within one economy in determining the extent of a direct investment relationship. In this case general principles are described and for that reason any of the foregoing entities may be viewed as a participant of the survey. Being resident-to-resident relationships, the equity participations between B and C and D and E play a key role in determining the direct investments between A and B and A and E and in estimating sizes thereof. As a result, A and B, D and B, D and A are fellow enterprises. At the same time, it should be noted there are no equity participations between A and E, as well as between B and E that need to be disclosed separately, since the direct investment links cease to exist between C and E.
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A


Immediate direct investor in  B and G; Indirect direct investor in C (a subsidiary of A) and D, E, H and J (which are affiliated associates of A).





H


Direct investor in J and K;


Subsidiary of G;


Associate of A;


Fellow of B, C, D, E and I.





B


Immediate subsidiary of A;


Immediate direct investor in C and D; Indirect direct investor in E; 


Fellow of G, H and J.





G


Associate of A;


Direct investor in H and I;


Indirect direct investor in J and K;


Fellow of B, C, D and E.











I


Associate of G;


Fellow of H, J and K;


Not affiliated with A, B, C, D, E and F.





D


Associate of B and A;


Direct investor in E and F;


Fellow of C, G, H and J.





C


Immediate subsidiary of B;


Also subsidiary of A;


Fellow of D, E, G, H and J.





F


Associate of D;


Fellow of E;


Not affiliated with A, B, C, G, H, I, J or K 





E


Subsidiary of D;


Associate of B and A;


Fellow of C, F, G, H and J.





K


Associate of H and G;


Fellow of I and J;


Not affiliated with A, B, C, D, E and F.











J


Subsidiary of H and G;


Associate of A;


Fellow of B, C, D, E, I and K.
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