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March 8, 1993
 

Michael Brooks
 
EUR/RNE/ERIPF 
Agency for International Development

320 21st St., N.W.
 
Washington, DC 20523
 

Subject: 	 Estonia Privatization Project, Delivery Order
 
No. 12, Contract No. EUR-0014-I-00-1056-00.
 
Bi-Monthly Report, January/February 1993.
 

Dear Mike:
 

Attached please find a brief summary of the activities carried
 
out by the Deloitte & Touche technical assistance team in

Estonia, under the subject delivery order.
 

These activities have been discussed with you during our
different 	meetings we 
have had in January and February this year.
 

We are now in the process of finalizing the Automated Voucher

System. We expect it will be in execution late next month.
 

If you have any questions or comments, please contact me at

(202)879-5343 or Anne Nisenson at 
(202)879-5661.
 

Regards,
 

4Art arman
 
,Senior Manager
 
Central and Eastern Europe
 

Enclosures
 

DelitteTuch 
Tmatu
 
Ioternati
 



SUMMARY OF ACTIVITIES CARRIED OUT UNDER THE ESTONIA PRIVATIZATION
 
PROJECT, DELIVERY ORDER No. 12
 
CONTRACT No. EUR-0014-I-00-1056-00
 

TASK ONE
 

Privatization Policy Guidance
 

The Deloitte & Touche consortium team composed by our
 
subcontractor Multinational Strategies, Inc., 
a our resource firm

Milbank, Tweed, Hadley, and McCloy reviewed and presented the

final version of the "Privatization and Reform of the Estonian
 
Banking Sector."
 

Copy of the draft deliverable was presented to the Agency for

International Development in Washington and in Estonia, to the

Bank of Estonia, the Ministry of Ecoromy, and the Ministry of
 
Reform.
 

Deloitte & Touche recently recruited a consultant to assist the

Ministry of Reform. The consultant will assist her in the

identification, formulation, and analysis of economic and

political policy issues. The consultant will also assist the

Minister review proposed policy and legislation and analyze the

economic effects of the proposals. This consultant will be

traveling to Tallinn early in March 1993. 
She will provide D&T a

bi-weekly summary outlining her activities and responses to
 
requests for assistance by the Minister.
 

TASK TWO
 

Privatization Management System
 

The consultant providing technical assistance to the Estonian
 
Government on Privatization Management System, met during the

reporting period with the Government's working group. They

discussed the needs of information systems for privatization

securities.
 

Based on the different meetings, the consultant prepared a
 
management memorandum #2 on Privatization Securities (Attachment

1 includes copy of management memorandum No. 1 and 2).
 

TASK THREE
 

Asset Distribution Program
 

Task 3-A: Policy and Procedural Assistance
 

Deloitte & Touche consortium team prepared and presented the

draft final report for the Task 3-A. This report was sent to

AID/Washington and the USAID Representative in Estonia. One copy
 



was also sent to the Ministry of Economy, Ministry of Reform, and
 

the State Property Board of the Government of Estonia.
 

Task 3-B: Asset Distribution Computer System Development
 

The Deloitte & Tou-he team presented the design document of the
 
" Housing Voucher Manager."Estonian A'tomated Voucher System 


This document was discussed with the Estonian State Computing
 

Center (ESCC). Based on this document, the ESCC has been
 

preparing the computer program to keep track of voucher issued by
 

the Government.
 

The Estonian State Computing Centre keep working in the design of
 

the Automated Voucher System. Attached please find copy of the
 

memorandum prepared by the Deloitte & Touche consultant. This
 

memorandum mentions the status of the programming and some
 

changes suggested the ESCC (see Attachement 2).
 

The D&T consultant met with the General Secretary of the Exchange
 

Association of Estonia to discuss setting up a computerized stock
 

exchange. The consultant has suggested to the Secretary to use
 

the voucher system as a starting point.
 

Task 3-C: Implementation Assistance
 

A team of Deloitte & Touche continued its investigation to
 

provide technical assistance needed to implement the computer
 

program to be designed under Task 3-B. This team is working in
 

developing an implementation plan for using county-local housing
 

offices as control points for acceptance and evaluation cf
 

voucher applications instead of centralizing this process at the
 

State Computing Centre in Tallinn. They will also utilize data to
 
to develop training
be collected in February and March 1 93, 


programs for the participating institutions and Ministry staff.
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:: .. T.LEFA:X .'
 

To: Gus Vega Date: 5 Ja~n, 1993 

-Pa ------- ~ 
 J~L~S.
Wachiiatnn nnriofiQ 

Subject: Our Phone conversation
 

Attached are the two documents we dA"jwrqpi.
 
. "-... ..., . a
v ' ecuritipeal, This 1.z 
the document I comment on In my management memo on privi tWLI~on wecuri¢zes. 

~.AV3 ;1 :A4reMW1nt M'emo 72. 

I will send you another fax tomorrow about two things:
 

1. The status of programming the "Automated Voucher System,
and possibility of some kind of extension of the present

contract to verify completion.
 

2. The need for work under some future contract to follow-on
the systems work we did under this present contract. 

No. of pages (Inmc this one);

Reply to Fax Number: 442 521 
or 602 492 Tallinn, ESTONIA
 

* j-:!....
 

44 4 4,4, 44 
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THE CON~CEPT OF'USING PRIVATIZATION SECURITIES 

A privatization security verifies the ownership right to
 
the property being privatized. Privatization securia part or 


: :t PS) are divided into popular capital obliiesiheretna~fl~ 
r 


.. O) nd -compensatlon-.-securties(here-.
gations .hereinafter 

inafter: CS). Privatization securities have been issued by 

the
 

Government of the Republc of Estonia and the state guarantees
 
the rights related to them.
 

Privatization securities bear the name of the person 
who
 

them and they are heritable.
owns 


Popular capital obligations are issued to each permanent
 

resident of the Republic of Estonia on the basis of the 
popu

lar capital voucher card in accordance with Article 10 of the
 

Housing Privatization Law. For the PCO's one can acquire pri
vatized.housing, shares or sole proprietorship of state-owned
 
or municipal enterprises, shares of Investment funds (herein
after: IF), on certain conditions also land (housing lots). It
 
4. *e4 h' tm dpnosit PCO's in the Pension Fund. 

"ov -, 
, %euuIs are vaiiu 

years). PCO's are erased when they are exchanged for the prl

vatized property. The PCOs not used up by the expiration
 

deadline will be canceled. PCO's are not tradable in the
 
stock-market.
 

Compensation securitles are "issued.'to compensate-for
 
nationalized property which.will not be physically returned to
 
the owner.
 

Compensation will be carried out by means of Compensation
 

Fund (hereinafter: CF) bonds, which actually serve as compen

sa+ton securities. A distinction is made between three differ

ent types of CS's, depending on whether they have been issued
 
as compensation for the value of preserved property, destroyed
 

property, or land. All CS's may function as bonds being paid
 

out by the CF on certain conditions-within a certain period of
 

they may become tradable In the, stock-market. If CS's are
 
issued to compensate for preserved property, they can also be
 

for PCO'S. The CS'so Issued as compensation for land can also 
be used to purchase housing or lots, or they can be deposited
 
In the Pension Fund. Compensation for destroyed property will
 
take place only by means of redemption of CF bonds.
 

When determining the amount of compensation , the value 
f-- 4o A&..p^ 44of th 

value at the present ki*e. hi the case of preGOrved property
 
and land, this value is considered In its entirety: In the
 

case of destroyed property, It Is considered on the basis of a
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decreasing scale (depending on the value of the property, a
 
.
certain part of it is being compensated for), 


The Compensation Fund is a non-budgetary state institu

tion having local units In the counties. The income of the CF
 

is formed from the following sources:
 
'' '
 p r~v__ ----- ----- -- - 

1. 10O% of the shares of each enterprise being 
privhLZ.W AD~i~ ~tO ! !!f' f,'nm these 

the CF's income.
shares form a part of 


2. Up to 5O of the return obtained .rom selling
 

privatized state-owned enterprises.
 

3. Reparation payments from other countries.
 

4. The differences in values, as provided for in
 

Article 13-5 of [ORASI, payable by persons to
 

whom the kind of property was returned the value
 

modified according to the accumulation of payments In the CF
 

and the situation in the privatization security market. The
 
related to inflation.
interest rate of Cr bonds is 


Property Privatized for Privat zation Securities
 

The general concept of privatization, defining the prior

the basis for deterities of the process, should be taken as 

mining the said property. The enterprise development plans, to
4 
be drawn up by order of the Department of State Property 

and
 
important role in
the corresponding ministry, should play an 


these organizations
passing these decisions. Based upon that, 


will decide, which part of which enterprise is to be privat

ized, and how.
 

Evidently it is wise to sell to foreign capital every

to purchase on reasonable terms. At the same
thing they want 

time interests of local investors should also be taken 

into
 
^ " ^ he
i. is neue 'i that 


consideration. To do this, 

shares of each privatized enterprise (RAS) be set aside 

to be
 

sold for PS's (in addition to the 10 X allocated for the CF).
 

The share being privatized for PS' .may be larger in an enter

prise which has no foreign investor foreseen in its develop

ment plan, or which is not planning to sell for cash the
 

shares remaining after the deal with the PS's.
 

Privatization of enterprises for PS'S may proceed in
 

If in the first wave the number of shares
several waves. 

bought for cash was smaller than the number of shares offered,
 

then the remaining &hares may be sold for PS's in the second
 

(third) wave. A sufficiently large number of enterprises 
(30

2
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each wave. Before 
the beginning of
 

should participate 
in, 


the first wave the etenft of privatization taking place 
in the
 

40) 


following waves 
should be basically 

fixed.
 

for ps's. pS's can be used 
for acquisition of both 

the shares
 
Both state-owned 

and municipal property 
can be purchased
 

an enterprise, i.e. they can be
 
It is also possible 

to
 
and the sole proprietorship 

of 


used also in small 
privatization. 


acquire housing 
and land (housing 

lots, building lots 
on
 

investment terms) 
for PS's.
 

variant) is %used when
 

clean selling (puhas 

The so-called 


selling shares for 
PS's, which means.that 

the shares to be
 

sold for PS's only 
will be determined. 

in such a case there 
is
 

a separate subscription.
 

When auctions are 
used to privatize 

sole proprietorship
 

fee
 

will be determined. 
The auction participation
of enterprises, 

the minimum part 
to be paid for in cash or
 

with p's 

and 50 % of the deposit 

must be paid in 
cash.
 

Usinq Privatization 
Securities
 

The Mechanism for 


A Central Register of 
Securities (hereinafter: 

CRS) with
 

sub-units in the counties 
will be established 

in order to
 

register the pS's and to 
record their circulation, 

erasing
 

(cancellation) and transaction 
with them. All transactions
 

including transfer to close relatives, 
will
 

.....+%&'.'-
I 
become effective after having 

oeen 


Pension Fund and IF'S will also have 
their PS' accounts in the
 

CRS. In all transactions with the PS's 
the minimum amount is
 

the equivalent of one year worked 
(P0O).
 

issued In the form of physical
 As a rule, PCO's are not 


securities. All transactions are 
fixed on popular capital
 

the CRS.
 voucaer cards and in 


The usege of Cs's is carried out through the CF. 
The
 

owner of the CS's orders the transfer 
of CS'S from his or her
 

account in the CRS to the investment 
object chosen by him/her.
 

to purchase privatized property 
either
 

PS'$ may be used 

through Intermediary institutions. 

The latter
 
directly or 

include two types of investment 

funds and the Pension Fund.
 

(RIF's) perform
 
1. The so-called Risk Investment 

Funds 

(entrepreneur). Supposedly
 

the functions of an active owner 


the founders of RIF's are a group 
of people and/or private
 

enterprises. RIF's operate only 
as close-end stock companies,
 

with a closed subscription 
to their shares. One RIF may 

pos-


Xof the shares of one enterprise, 
but the
 

sess up to 100 RIF's have the
 
number of investment objects i1 limited 

(3-4). 


right to participate in the 
auctions of sole proprietorship.
 

RIFe' shares can also be obtained 
for cash.
 

3
 



P.5 05-1-1993 13:19 FRM TO e--101202879-567 

2. The Traditional IF's (FIF's) are founded, as a rule,
 
by banks, insurance companies and other financial Institutlons
 
in the form of stock companles. They specialize in an as
 
extensive as possible accumulation of resources and performing
 
the functions of financial check-up in privatized enterprises.
 
The FIF's start off as close-end-type funds turning into
 
traditional mutual funds after a certain time and after having
 
achieved some success. Subscription to FIFs' shares is always
 
public.
 

Only legal persons registered in the Republic of Estonia
 
qualify as founders of FIF's. Monetary participation of the
 
founder(s) in the initial capital of a FIF is obligatory.
 
Certain definite requirements are established for FIF's as to
 
the emission of shares and making public their activities.
 

FIF's deal only with acquisition of shares, in the future
 
also of other securities. Participation in auctions of sole
 
proprietorship is not allowed for FIF's. One FIF is allowed to
 
own up to 20 X of the capital of one Investment object. Up to
 
10 % of the Investment capital of one PIP may be deposited -in 
one investment object.
 

One person may be the founder of one FIF only. Neither is
 
participation of an IF in the share capital of other IF's
 
allowed. As an exception, the PT is allowed to allocate its
 
resources In the shares of FIr's.
 

3. The Pension Fund (P2) is a state institutlon the main
 
aim of the creation of which Is to start off the pe:asion
 
security system.
 

Both money and PS's may be used for making payments in
 
the Pension Fund. Money and PS's are deposited in the -PF not
 
only by pensioners but also by persons nearing the pension
 
age. Pensioners may make the whole payment in PS's, others are
 
obliged to make a part of the payment in money. Evidently
 
payments made by enterprises are also possible.
 

For the PS's deposited In It, the PF will acquire shares
 
of privatized enterprises. Strict resource allocation limits 
must be set for the PY (e.g.: 2-3 % of the resources of the PF 
into not more than one investment object and the right to own 
not more than 10 % of the capital of one Investment object.). 

On certain conditions and to a certain extent the PF may
 
sell the PS's deposited in it (e.g.: at auctions). All physi
cal ard legal persons having PS's in the CRS are entitled to
 
buy PS's from the PF.
 

Exchancina-PS's for $hares,
 

The size of the share capital and the part privatIzed for
 
PS's (minimum 25 3) will first be determined. Subicription to
 

4
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shares privatized for PS's will take place separately from 
those sold for money. The basis kor determining the size of 
the share capital Is the cost on thw bolaic hct, -n cvnd
tion that re-evaluation of the main stock has been carried 
out. 

The share subscription period (1-2 months), during which
 
closed subscription is carried out, will be determined. De
mands are placed by residents, IF's and the PF. The owners of
 
PS's will send to the subscription commission a sealed enve
lope containing their application for the subscription to a
 
certain number of shares and a certificate verified in the CRS
 
on reservation of PS's for payment for the shares being pur
chased and in the amount of the -whole sum of subscript-on.
 
Withdrawal of applications is not provided for. On a fixed day
 
the envelopes will be opened by the commission and the results
 
of the subscription made clear.
 

1. If the demand is less than, or equal to, the supply of
 
shares, the demand will be eatisfied in its entirety. The
 
shares not having been subscribed to will enter a next round.
 

2. If the demand exceeds tho Qupply, but not more than by 
100 %, the price of the shares in PS's will be corrected, i.e. 
a reduced number of shares will fall on each PS unit. 

3. If the demand exceeds the supply by more than 100 ,
 

the subscription will be canceled, the value of the share
 
capital of the enterprise will be raised, and the shares of
 
the enterprise will be subscribed to in the next round of
 
privatization.
 

Usage of Shares Purchased for Prevatizateon Securities
 

Generally the shares purchased for PS's are ordinary 
shares bearing voting rights. Restrictions may be set for 
their sale by a resolution of the Bank of Estonia or of the 
Government. Within three years the Bank of Estonia will estab
lish an interest limit to these stock companies in the prIvat
ization of which the percentage of PS'S used exceeded 50. 

Financina the PrvatizatiQn Process
 

The privatization process may be financed from the state
 
budget or by way of charging the privatization procedures to
 
such an extent that would guarantee self-financing of the
 
whole process. In the latter case It might mean charging of
 
the transactions carried out with PS's.
 

Alarl Purju, Velko Tall
 

December 9, 1992
 

5
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Suite 350N Telep ono: (202) 879.580 
1001 Pentsytvgnia Avenue, N.W. Fac-smile: (202) 879-530' 
WashingtoN D.C. 200C4.2594 

Date: 18 December, 1992
 

From: Thomas Balderston
 

To: All Interested PartieS
 

Subject: Automated Voucher system Management Memo
 

Attached is the first Management Memorandum for the Automated
 
Voucher System. It highlights some of the Issues involved in th(
 
implementation and expansion of the system; and offers some
 
recommendations for addressing the issues.
 

We hope that this memo will prove helpful for the Government of 

Estonia's planning. 

T rw
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AUTOMATED VOUCHER SYSTEM
 
MANAGEMENT MEMO #1
 

18 December 1992 

Status of Automated Voucher System
 

Deloitte & Touche first proposed the Automated Voucher Systet

'in the "Conceptual Design Document", dated April 17, 1992.
 
The Deloitte & Touche team analyzed the system during the
 
period June through September 1992, culminating In the "Re
quIrements Assessment" of September 9, 1992. They began the
 
design work In October 1992 and completed it with the "Design

Document" of 18 December 1992. The Estonian State Computing

Center began programming the system in November and will
 
complete the programming at the end of February 1993.
 

It remains to train the users, document the system, and in
staUl and implement it. This will be the work of the State
 
Computing Center in the coming months.
 

Issues remaininq to resolve
 

For the voucher system to be a success, a number of issues
 
should be addressed. following are our understanding of the
 
issues, and recommendations for them.
 

1 Training nnd Implementation
 

The voucher system will be primarily administered at the local
 
level of housing offices, and Vald and county governments.

Some of these offices are well-prepared and have a large

enough staff to administer the vouchers easily; many others do
 
not. It will be important to find out at the earliest possi
ble date exactly how many offices are understaffed and to plan
 
ways for them to cope with the system. Even the offices with
 
large staffs will need good training in the use of the Auto
mated Voucher System.
 

Likewise, some offices have computers; many do not. We need to

find out exactly how many sites have computers and will use
 
the Automated Voucher System for data entry, as opposed to
 
sending hard-copy information to the State Computing Center
 
for data entry there. We need a list of these sites first of

all to plan the training; we will not know how many students
 
need training until we have the list. Secondly, we need the
 
list to estimate how much data entry the State Computing

Center will have to dp Itself.
 

1
 



1.1 Recommendations
 

ones have computersThe State Computing Center 
will send a letter to all 

the local
 
selfTgovernments and counties asking which 

This information allow us own data entry.
and will do their 

to plan training, and 

data entry.
 

We also recommend surveying 
the offices to find out 

staffing
 

Then solutions should 
be
 

and other readiness problems. 


planned for the problems 
un:overed.
 

of Popular Capital
 
2 Compensation securities 

and other uses 


vouchers
 

The Minister of Reform 
is currently planning legislation 

to
 

create the Compensation 
Securities that will be used in the
 

Restitution process, and 
to expand the use of Popular 

Capital
 

Vouchers from housing privatization 
only to privatization of
 

For all the same reasons 
that vouchers for
 

enterprises. 

housing needed to be computerized, 

these new securities will
 

Luckily, the Automated 
Voucher
 

need to be computerized, 
too. 


System was planned from 
the beginning to accommodate them.
 

2.1 Recommendations
 

The new securities should 
be planned in such a way 

that the
 

Automated Voucher System 
can be expanded to cover them.
 

Otherwise, a whole new computerized 
system would need to be
 

designed, which would be wasteful 
and confusing.
 

3 Organization Responsibilities
 

the moment dealing directly
 
The State Computing Center 

is at 


with the local governments, 
and preparing instructions 

for use
 

the best organiza
of Popular Capital Vouchers. 

This is not 


it asks the computer center to 
do something
 

tional structure; a better
 
which is outside its usual function. An example of 


The
 
organizational structure would be a 

computerized bank. 


the btnk, and do the banking; the com
mnk!inn ersvilnel run 

;l ': s . . ,,- 1Q
puter pe17sw0 


if the Statu Cc,,iputing
worseThe situation would be even 
take similar responsibility for Compensa-
Center were asked to 


tion Securities, and for the use of vouchers 
for industrial
 

privatization.
 

3.1 Recommendations
 

The Government of Estonia should give 
responsibility for
 

computerization of Privatization 
Securities to the State
 

It should give responsibility 
for adminis-


Computing Center. 

tering the securities, issuing them and using them, to another
 

This administrative organization
Competent organization. 


2
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should direct the work of the State Computing Center with the
 

securities.
 

4 Funding the Automated Voucher System
 

The development of the Automated Voucher System will be paid
 

for by a USAXD contract. But no special moneys have been set
 
Operations
aside for implementing and operating the system. 


some extent within existing budgets of
 can be accommodated to 

various organizations: housing offices, local and county
 

But that puts a
 
governments, and the -State Computing Center. 

severe strain on the resources of these organizations, and may
 

well exceed their resources.
 

4.1 Recommendations
 

We recommend finding a funding source other than the State
 

budget. It might be possible to find more funding from for

eign aid, but it would not be wise to plan on it. It would be
 

better to depend on a system of funding from the privatization
 

process. Funds are generated as government properties are
 
Some of these funds should be set
sold for privatization. 


aside for expenses of admInistration and computerization.
 

The government should also consider the possibility of insti

tuting some kind of ucer fees In the privatization process.
 
For example, there might be a special fee for registering
 
privatized property, or a fee for keeping a balance in the
 

Automated Voucher System.
 

Whatever funds are available should be shared by the State
 

Computing Center, the local self governments, and any other
 
offices who must perform services for computerized record
keeping.
 

5 Control of Fraud, Abuse and Error
 

There will be some fraud and abuse during the privatization
 
process, as well as much simple error. If these become too
 
prevalent, they would threaten the whole process, and shake
 
public confidence. It may be Impossible to avoid all fraud;
 
but every effort should be made to minimize it.
 

5.1 Recommendations
 

a
There are so many possible sources of fraud and error, that 

broad approach is needed to deal with it. We recommend that a
 
small group should be set up to consider the question and
 
recommend actions. The group might Include representatives of
 

the Department of State Property, the State Computing Center,
 
the National Housing Office, and local governments.
 

We also recommend that their should be an independent audit of
 
the process from time to time, perhaps annually. The auditor
 

3
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Estonian government organization, 
or some
 

could be either an 


private accounting 
company.
 

6 Links to other data bases
 

In the course of analyzing and designing 
the Automated Voucher
 

&u- noinitte & Touche team encountered 
a number of
 

tne huut.-la - .... the
 
related computerized registers: 
 the land register; and
ister (passport Numbers);
e ae Sse dealewihVoce 
the enterpre regater Ech of there deals with some of the
 

a
 
e n rise register. 


same information that the Automated Voucher System
is separate. and
 each other. Each one 

but they do not talk to This means duplica

a separate organization. 
even resides in 


tion of effort, and 
conflicting information 

residing in dif

ferent registers.
 

6,1 Recommendations
 

We recommend that there 
should be closer coordination 

among
 

the different registers, 
both technically and organizationalfor
 

ly. The registers should 
use Information from one 

another: 


example, a way should be 
set up for the Automated 

Voucher
 

System to get passport 
numbers from the Personal 

Register.
 

4
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TELEFAX 


To: Gus Vega Date: 21 Jan, 199:
 
... ..
O'f ~ . ---.. ~ *.-I__J.. ... 

q 4.
Subject: Task 2 


Attached is the second management memo I was asked to prepare

for the working group on privatization securities, under Task
2. I'll deliver it today to the working group, and a copy to
 
the local USAID office.
 

I'll be in Washington next week: hope to see you then.
 

No. of pages (incl this one): six (6)

Reply to Fax Number: 442 521 or 602 492 Tallinn, ESTONIA
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MANAGEMENT MEMORANDUM tn ON PRTVATT7A!TTH R.PrRTTTr-t 

INFORMATION SYSTEMS NEEDS
 

FOR PRIVATIZATION SEOURITIES
 

This Is the second management memorandum on privatization
 
securities prepared under Deloitte & Touche's Privation Policy
 
and Management Support Project funded by USAID. It is intend
ed as an estimate of the information systems needed to manage
 
the proposed new securities, and of the cost of the informa
tion systems. This estimate will help the committee and the
 
working group plan for a smooth implementation.
 

1 Assumptions
 

The estimates developed In this memorandum cannot be defini
tive because parliament has not yet passed the laws covering
 
the new privatization securities. However, it is possible to
 
make some estimates based on certain assumptions. In particu
lar, this memo assumes the following:
 

1.1 The new securities, like the Popular Capi1n1 vminhpomh 
(rahvakapitali obligatsiooni), will be "kinnisraha" with 
restricted uses; they will not be tradeable securities with 
monetary backing. This is the most important assumption. The
 
computerization requirements for true securities are different
 
from the computerization requirements for "kinnisraha".
 
Tradeable securities with monetary backing could be issued as
 
printed documents; dealing with such documents, which-have-an
 
inherent value of their own, would be much simpler than deal
4,.... ...," .'raha ", and might not require a computerized 

system at all.
 

1.2 The central register for the new securities, like the
 
register for Popular Capital Vouchers, will be located in, and
 
maintained by, the State Computing Center (ESCC). And the neir
 
Central Register of Securities will include the old register
 
of Popular Capital Vouchers.
 

1.3 Transactions Involving the new securities will be
 
carried out at many local offices throughout Estonia. In the
 
case of the Popular Capital Vouchers, these offices are the
 
local self-governments. In the case of the new securities, It
 
is not certain what local offices will carry out transactions,
 
although it is likely that they will be savings banks In each
 
county. However, it is clear that there will be many local
 
offices, perhaps twenty or more if there is one in each coun
ty. These local offices may send Information directly to the
 
Central Register, or the Information may come through another
 
central office, such as the Savings Bank central office.
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1.4 Transactions will not be binding until they are
 
cleared by the Central Register. In this way, the Central
 
Regintcr v:1.1 l -- ;Ly bo the daf~lnitive llslt of the &ecurltie3, 
and the list will always be accurate.
 

1.5 There will only be a few transactions involving the
 
new securities, namely:
 

* 	 issuing the securities to those who are qualified
 

* 	 transferring them between certain qualified owners
 

* 	 using them once to buy properties, shares of stocks,
 
or other securities.
 

It Is assumed that these transactions do not need to be car
ried out instantaneously; they can wait for the time it takes
 
to send a form or diskette from the local office to the cen
tral register; check them at the central register; and send a
 
confirmation back to the local office. This process will
 
probably take at least one week, but such a delay should be
 
acceptable. According to this assumption, no telecommunica
tions are needed between the local offices and the Central
 
Register.
 

1.6 Privatization securities will be used to buy only a
 
few kinds of property, name2y:
 

0 shares of large enterprises

0 sole proprietorship of small enterprises
 
9 housing
 
0 land
 
* shares of investment funds or the pension fund.
 

It is assumed that each one of these types of property will
 
have 	its own system for keeping track of ownership. The
 
register of shares of enterprises and funds may be derived
 
from 	the Central Register of Securities, but even it will be
 
separate.
 

In other words, this memo assumes that the Central Register of
 
Securities will only keep track of the privatization securi
ties, After the privatizatlon securities are used to buy
 
something, they will disappear from the register. Other
 
systems will keep track of housing, land, shares of stock, or
 
shares of investment funds after these things are bought with
 
the privatization securities.
 

1.7 In addition to the Central Register of Securities.
 
there will also have to be a computerized system to manage the
 
Compensation Fund. This system will be quite diffee~rt from
 
the Central Register. It must keep track of monies coming
 
into the Compensation Fund from several different sources. It
 
must keep records about investments with those monies, includ
ing interest earned. It will probably record the securities
 
issued with the financial backing of the fund.
 

2
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However, the details of how the Compensation Fund will work
 
are even less definite than the details of the Privatization
 
Securities. Therefore, this memo will not attempt to estimate
 
the computerization needs and costs of the Compensation Fund.
 
If possible, a later memo may make that attempt when the
 
Compensation Fund is better defined.
 

Note that all the points above, numbers 1.1 to 1.7, are as
sumptions. If the actual privatization vouchers and Central
 
Register turn out differently, the following estimates of com
.... cupport "'-' i' to....LAMA~=1, LU 

2 Computer hardware and software needs
 

Following is an estimate of how much and what kind of hardware
 
and software will be needed for the Central Register of pri
vatization securities:
 

2.1 The computer hardware for the central register at
 
ESCC will be a new and larger version of the PC "server" that
 
presently serves the Autoted Vu..-r System. ThiS COMPter
 
will have a great deal of hard disk capacity. It should
 
Include several work stations for programmers and for data
 
input.
 

2.2 Data collection for computerization of the privatiza
tion vouchers will be done with smaller, slower PC computers.
 
These PC's will be located at the local offices where trans
actions take place.
 

2.3 The program for computerizing the privatization
 
securities will be written in the same language as the Auto
mated Voucher System which presently handles Popular Capital
 
Vouchers used for housing pri,,atization. This new program

will include the old Automated Voucher System, but also some
 
new features. One new feature, for example, is that data from
 
the OVR, the register of former owners, will be included in
 
the new program. This program for the Central Register will
 
require substantial design and programming work.
 

Again, the information system for managing the Compensation
 
Fund will have its own needs for hardware and software, in
 
addition to those listed above. A later memo may estimate
 
those needs, but this memo will not.
 

3 Costs
 

The preceding discussion consists of many assumptions, that
 
make it difficult to estimate costs with great accuracy.
 
However, the following cost estimates should be at least
 
within the correct order of magnitude (costs are expressed in
 
Estonian kroons or RRK;
 

3 
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Large "server" for Contra! Register . . . . 350,00) 

Additional data collection PC's: 5 @ 20,000 . . 100,000
 

Additional software licenses ..... .......... 250,000
 

Analysis & design: 15 person-months @ 10,000 . . 150,000
 

Programming: 20 person-months 0 7500 ... ...... 150,000 

TOTAL .......... ................ 1,000,000
 

Note that these figures include only hardware and software
 
costs of computerization for the Central Register of Securi
ties; they do not include costs for data collection clerks,

for management of local and central offices, nor for many

other costs. And they do not include any of the costs of
 
computerizing the Compensation Fund.
 

A Anoiir., nf fiinelinc 

substantial amount to computerize the privatization securi
ties. It is unlikely that the money can be found in the
 
national budget, which is severely limited and excludes many

items more urgent than this computer system.
 

Where then can the money be found? One possible source,

particularly for the software analysis, design, and program
ming, is foreign aid. USAID provided these kinds of technical
 
assistance already for the Automated Voucher System which
 
computerized the Popular Capital Vouchers for housing prl
vatization. USAID may be willing to provide similar assis
tance for the new privat.zation securities.
 

A second possible source of funding is a private investor. An
 
investor might put up the money in advance for the computer

hardware and software, if he would be repaid later by fees 
on
 
transactions during the process of privatization. Local IBM
 
representatives in Tallinn have expressed an interest in 
pyuvlalziq Lhlu klzad ur auppozt if financial condi-ions can o 
agreed to. 

so thir o-ca . e fudn 1c--- of 61,10 Corij.#*nazt10*41
itself. The Compensation Fund would receive money from sale

of state-owned enterprises, and from other sources, possibly

including fees for privatization transactions. Some of this
 
money might be made available for the computerization.
 

We recommend that the Government of Estonian should first seek
 
funding for computerization from foreign technical assistance,
 
particularly USAID. Such assistance is provided on a grant
 

4 
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basis and would cost the least from the point of view of the
 
Estonian government.
 

Secondly, the government should discuss with IBM or other
 
investors the possibility of investment by a private company,
 
to be repaid from the Compensation Fund.
 

If neither foreign assistance nor a private Investor steps
 
forward, the computerization would have to be paid for direct
ly from the Compensation Fund when enough money is received in
 
it to pay the costs.
 

5 Time schedule
 

A computerized system such as the Central Register of Securi
ties described in this memo can never be created overnight.
 
It is true that no great technical difficulties can be fore

seen, and a similar system, the Automated Voucher System, will
 
already be operational when this new system is started.
 

Nevertheless, we estimate that it will take 9 months to devel
op the new register. This nine months is measured from the
 
time when parliament passes the laws to institute the new
 
privatization securities.
 

The nine months is composed of three equal pieces:
 

9 	 Three months for analysis & design. This estimate 
1z bted -n ̂  five person analysis team. 

0 	 Three months for programming. This is based on a
 
six or seven person programming team.
 

0 	 Three months for starting up the new system. This
 
includes time to train the users in the local offic
es, install the software, and Iron out initial dif
ficulties.
 

Based on experience gained with the implementation of Popular
 

Capital Vouchers, this schedule is realistic and achievable.
 

Note once more that the time schedule does not Include the
 

time necessary to develop an information system for the Com-

A later memo may deal with that subject.
pensation Fund. 


Thomas Balderston
 
Deloitte & Touche
 

21 January, 1993
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TELEFAX
 

To: 	 Gus Vega Date: 7 Jan, 1993
 

Fax No.; 	 202-879-5607 From: Thomas Balderston
 
Washington DO, USA
 

Subject: 	 Contract with State Computing Center
 

es+,#tAf r 1* 
Today I had a long review of the progress on programmlng the
 
Automated 	Voucher System. I wanted to find out how close the
 
programmers are to finishing the work defined In their Terms
 
of Reference. Two problems emerged:
 

First, the contents of the "first set of programs" which must
 
go out to the local self-governments has changed somewhat from
 
what was defined in the terms of reference. One item has been
 
dropped altogether, and a couple of others will be accom
plished with the second set of programs. Note that the bulk
 
of the Items originally defined in the first set of programs

will remain in it.
 

Second, the programming is going more slowly than planned. It
 
now looks like the reduced fl-rot set of programs will be
 
finished next week. The second set will not be finished until
 
March 12, two weeks after the planned end of Deloitte's own
 
contract.
 

The State Computing Center has therefore requested two changes
 
to their contract:
 

- move some items from the first set of programs to 
the second 

- change the deadline for the programming work.
 

Let me emphasize that the changes they request are in no way
 
changes in the overall scope of the work they will do, or in
 
the design. It Is merely a question of moving some parts of
 
the designed system from the first set to the second set of
 
programs, and changing the deadlines.
 

Also, the delay should not impact on th,9 progress of housing
 
privatization. The housing privatIzation was already delayed

by other factors, so this delay of the computer programs is
 
not delaying other Important things.
 

What should I tell the State Computing Center? Is It possible
 
to make these two changes? What do we have to do to make the
 
changes?
 

No. of pages (Incl this one); two (2)
 
Reply to Fax Numbers 442 521 or 602 492 Tallinn, ESTONIA
 



07-01-193 19:56 FROM TO 8-101-?6-? P.82 

FUTURE INFORMATION SYSTEMS WORK IN ESTONIA
 

The Estonian government Is evidently pleased with the assis
tance that USAID has provided for the past year in the devel
opment of the Automated VoUcher System. USAID funded the
 
planning, design, and programming work for the system; Impor
tant functions which would not have been performed as well
 
without American assistance. The Estonians would like this
 
assistance to continue, specifically In the following forms:
 

1. They have already asked In writing for two specific types
 

of assistance:
 

- training in modern information systems techniques; 

- help in developing Information systems at the lower
 
levels of governments, the counties and the "local self
government units."
 

These requects remain valid. (These written requests are one
 
Indication of the government's satisfaction with current
 
assistance.)
 

2. Continuing development of the Automated Voucher System.
Due to a variety of delaying factors, the system as it exists 
at the end of the present contract will only cover the Popular
Capital Vouchers used for housing privatization. The system 
must be expanded In the near future to handle at least two 
other functions: 

- the use of Popular Capital Vouchers for industrial
 
privatization; and
 

- Compensation securities.
 

These developments will be either Impossible, or greatly

delayed, without modern American technical assistance from
 
USAID.
 

3. The Automated Voucher System should also be kept open for
 
development beyond the two functions mentioned above, such as
 
the future Estonian securities exchange system. Again, USAID
 
technical assistance would be invaluable to Insure a smooth
 
transition to a Western-style securities system.
 

4. The Privatization Management System for the Department of
 
State Property was once planned for initial development under
 
the present contract (Task 2). Some terms of reference were
 
even drawn up (see following pages). But the work ws not
 
undertaken because in November it appeared that the Department

of State Property might be weakened or eliminated. It Is now
 
clear, however, that the Department will continue, and may be
 
given greater powers than before, so that the Privatization
 
Management System Is again needed. The old terms of reference
 
are still generally valid.
 

The four points outlined above should be Incorporated in a
 
future USAID assistance contract for Estonia.
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