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L Background and Overview

A. General Situation
The Russian program for the privatization of small scale enterprises was developed by the State Property 
Committee (OKI) and has been underway since June of 1992. Small scale enterprises in Russia are 
defined as retail trade, catering, and service outlets. As such, small scale enterprises include such diverse 
businesses as food stores, clothing retail stores, restaurants, cafes, tailoring services, and repair outlets. 
During the course of this program, over 50% of the previously municipally owned small scale enterprises 
have been privatized by city authorities and some cities have nearly completed their programs. The 
Russian government plans on completing small scale privatization by early 1994.

While the pace of small scale privatization has been impressive, there has been limited improvement in 
privatized enterprises. Customers often cannot discern any differences between a store when it was 
previously municipally owned and the same store once it is privatized. The public perceives that 
promised improvements in the quantity and quality of items and services offered have often not 
materialized. Russian small scale stores as a result continue to provide a level of quality much below 
their Central European counterparts, (please refer to slide a in Appendix one)

B. Project Background
It is critical to the success of market reforms in general and privatization in particular to have strong, 
popular support. As small scale outlets represent the bulk of the enterprises with which a typical Russian 
citizen has day to day contact, they are one of the most obvious symbols of the success of privatization. 
Given that the poor performance of privatized stores has done little to create the public support needed, 
the GKI has undertaken a program to improve conditions so that small businesses can improve their 
performance.

As part of this program, the OKI, with funding from the United States Agency for International 
Development (USAID) hired Bain & Company to accomplish two objectives: in Phase I, to identify the 
key obstacles to improving the quality of small scale businesses, and in Phase n, to launch a pilot 
program on a local basis in order to eliminate these obstacles and develop a model for national legislation 
(please refer to slide b in Appendix one).

C. Phase I

L Activities
Bain's work began on 1 April, 1993 with a comparison of small business development in Russia and 
Central Europe. This work included a series of interviews of both city officials and local small scale 
entrepreneurs in various cities in the Central European countries of the Czech Republic, Poland and 
Hungary and four Russian cities - Nizhny Novgorod, Vladimir, Rostov On Don and Chelyabinsk.

The main conclusion of this comparison was that the key driver of the quality of small businesses was the 
level of competition as indicated by the density of outlets (please refer to slide c in Appendix one). In 
Russia, density of small scale business outlets is hampered by five major obstacles (please refer to slide d
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in Appendix one). Access to real estate, as a necessary prerequisite to the opening of a small scale outlet, 
was chosen by the GK3 and Bain as the first obstacle to address.

From the middle to the end of May 1993 the Bain team worked with the GKI to identify a pilot city in 
which to review specific issues related to increasing the access to real estate. Yaroslavl was chosen based 
on 1) the expressed interest of city officials and 2) the fact that Yaroslavl is a relatively typical Russian 
city thus making it likely that changes introduced there would be applicable elsewhere in Russia.

2. Findings
During the months of June and July, the Bain team, after getting information from city agencies and 
entrepreneurs, analyzed the real estate situation in Yaroslavl in order to identify the obstacles hampering 
access to real estate for small scale businesses. Tlie findings are summarized below:

1) Better utilization of empty and current retail space can significantly increase the number of 
outlets in Yaroslavl. Specifically, based on a physical inventory of one city district, only 30% 
of non institutional ground floor space in Yaroslavl is either commercial space or empty, and of 
this space about 75% is underutilized. If these spaces were fully utilized, Yaroslavl could 
double the number of commercial outlets within the central district. Actions taken to improve 
utilization could also set the groundwork for the converting of non retail space to retail use.

2) To utilize this space fully, however, Yaroslavl must overcome the following obstacles: 
The conversion of previously unoccupied space to retail use is hampered by the 
uncoordinated management of the three critical rental property functions - the right to set 
rents, the right to lease space and collect rents and the responsibility to maintain space - 
and the imposition of undue restrictions on the use of space. More importantly, there are 
insufficient financial incentives in place for the key players - the city property committee 
(KI) and the housing authority (ZhKU) - to aggressively seek out lessees for empty space. 
Inefficient utilization of space is caused both by regulations imposing profile restrictions 
and confusion regarding lessee and sublessee rights and the perceived and real lack of 
financial benefits to be derived from better utilizing space.

3. Phase II Objectives
Given the Phase I findings, the Phase n implementation program wa?. developed with the intention of 
developing and implementing a local pilot program that will begin to create a free commercial real estate 
market in Yaroslavl. This was to be accomplished through the development of relevant legislation and 
the selection and creation of sites to pilot implementation of that legislation. The implementation 
program had the following objectives:
  Breaking the municipal monopoly on space and the reduction of the involvement of the municipality 

in allocating space
  Creating true private ownership and competitive supply
  Ensuring the freedom of private owners to make decisions on use and disposition
  Providing for proportionate and fair allocation of costs to private owners
  Providing a replicable model that can be used throughout Russia
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IL Summary of Work
From November of 1993 to July 31,1994 the Bain team worked in the city of Yaroslavl on Phase II of a 
small business development program with an emphasis on implementing real estate reform. The 
following summarizes the work done and the results achieved from that work.

A. Activities
Under the Phase II task order 5 major tasks were accomplished by the Bain team. They were: 
a. Creating a transparent, freely accessible commercial property registry 
b. Assisting in the creation of a system that allows commercial ownership of built-in spaces 
c. Beginning to create an efficient leasing and subleasing environment by making fundamental

improvements
d. Proposing reductions in legislative burdens on entrepreneurs 
e. Publicizing new legislation and programs

1. Explanation
The justification for each of these tasks is as follows.
a) Create a freely accessible commercial property registry

In order for real estate transactions and, thus, a real estate market to function, there must be a 
physical definition of the property being sold and a legal definition of the rights of the person(s) 
selling that property. This information has to be centrally recorded and easily accessible. Typically, 
this is done through a property registry. Establishment of a property registry in Russian cities is 
important in two respects. First, it allows tracking of currently municipally owned real estate thus 
identifying property that is suitable for commercial lease or sale in the short term. Secondly, by 
recording available properties, the registry lessens the chances of property being 'hidden' or 
otherwise manipulated by municipal authorities. Thirdly, it provides a record of private ownership 
of commercial spaces that will be needed for the establishment of property rights in the long term.

b) Assist in the creation of a system that allows commercial ownership of built in spaces
(1) Assist in the creation of a methodology for the sale of built in space. 
In order to circumvent the obstacles hampering potential entrepreneurs' ability to lease and purchase 
real estate, the most radical solution is to eliminate the municipal control of this real estate by selling 
municipally owned commercial spaces to entrepreneurs. This transfer of property from public to 
private hands, by ensuring an end to the municipal monopoly on real estate, is critical in creating a 
true free real estate market.

(2) Implement local condominium legislation
Because many commercial spaces are located within multiple-tenant buildings, the complication in 
the privatization of commercial spaces is that in order for it to work effectively, it has to address the 
issue of common area maintenance and shared utilities. The housing privatization legislation created 
a property right for apartment dwellers in multi-use buildings. Thus there are or will be commercial 
and residential spaces that have already been sold through the privatization process that exist only to 
have municipal ownership of common spaces. With municipal control of common spaces, no 
building is truly private or beyond the reach of the state. The way to address this complication is to 
develop condominium legislation allowing both private ownership and private control of common 
space. Once these rights are established, commercial - and residential -property should become 
more easily used and transferred thus increasing access to real estate and consequently encouraging 
small business development.
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c) Begin to create an efficient leasing and subleasing environment by making fundamental 
changes
While the selling of commercial real estate into private hands is the most straightforward way of 
creating a free real estate market, it is not the only way. Realistically, it is not likely that the 
municipality will sell all of its commercial spaces. Firstly, unless forced, the municipality is likely 
to be reluctant in selling all of its commercial spaces because of its not wanting to lose all of its 
rental income. Secondly, even if the municipality wanted to sell all of its spaces, there are likely to 
Le many spaces that are occupied by privatized enterprises who have rights to buy their space but are 
not willing to do so. Even if all spaces are eventually privatized, it will likely take more than a year 
before all spaces are sold. Because of the reality that the municipality will remain a major landlord 
of commercial spaces, improvements to the current methods used for the leasing and subleasing of 
space are needed.

Increase Demand for Space
Increasing the supply of real estate in and of itself will not necessarily mean achievement of the overall 
objective of increasing the number of small scale businesses. Because of this, the Bain team also focused 
its efforts on two additional activities aimed at increasing the demand for commercial real estate; 
proposing reductions of disincentives to starting small scale businesses and publicizing new real estate 
legislation.

d) Propose reductions in legislative burdens on entrepreneurs
There are many legal burdens placed on small scale businesses that hamper their ability to operate 
and thus discourage new businesses from opening. Two of the critical burdens are taxes and profile 
restrictions.

e) Publicize new legislation and programs
Successful implementation of new real estate legislation will depend on widespread awareness of the 
legislation by both citizens and city officials. The rights and obligations of both sides need to be 
made explicit so that each side can check the other if there is a violation of the new laws.

2. Activities performed
During the course of Phase II, the Bain team was successful in fulfilling all of the deliverables included
in the original contract with USAID and was able to accomplish several additional deliverables that will
help to continue the reforms. The tasks accomplished are detailed below.
a) Created a transparent, freely accessible commercial property registry.
The Bain team was successful in completing the following deliverables related to property registration in
Yaroslavl.

(1) Prepared a physical inventory. A physical inventory of all buildings on commercial streets was 
organized and checked by the Bain team to insure that the registry contained accurate, up to 
date information

f 2) Established programs to track and make public ownership and use of commercial real estate.
(a) Developed a computer database that will act as a central registry. Bain organized the 

structure and, with USAID funds, paid for the development of a real estate database in 
Yaroslavl.

(b) Assisted city agencies. The Bain team was able to get city agencies to agree on a common 
structure of the database and to agree on sharing the information that each of them had 
internally with other city agencies and the public.

(c) Negotiated guarantees of access to the database. Bain helped develop and lobbied for the 
passage of a mayoral edict that guaranteed public access to real estate information. The
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Bain team also wrote an article explaining the edict and had the article and edict published 
in the local official newspaper.

(d) Developed low cost software suitable for use throughout Russia. A database was 
developed for less than $3500 and Bain, acting under this task order, has received full 
rights to distribute the software throughout Russia. 

(3) Undertook pilot implementation.
(a) Used the registry to further the other real estate reform work. The registry was used to 

gather legal information on potential pilot condominium sites. It was also used to identify 
unoccupied commercial spaces as potential pilot sites for implementation of new leasing 
legislation that Bain had created.

(b) Tested the release of information. The release of real estate information to the public was 
also tested through the use of a 'reality test* where local residents were used to request 
information from relevant city agencies.

(c) Disseminated information to other cities and other advisors. Bain was also successful in 
disseminating information on the real estate database to other cities by making agreements 
to distribute the software and an instructional manual to over 20 cities and by organizing 1 
seminar and participating in over 4 additional seminars attended by representatives of 
Russian cities. Lastly, Bain established contacts with the weekly newspaper, Economica i 
Zhizn, and negotiated with them to advertise and distribute the property registration 
software and manual nation-wide.

b) Assisted in the creation of a system that allows commercial ownership of built in spaces
(1) Assisted in the creation of a methodology for the sale of built in space.

The activities completed under this part of the task included the following:
(a) Gathered legal information. The Bain team gathered information on methodologies for 

sales of built in space currently in use in Russia
(b) Developed methodology. Based on other Russian city's models and Bain's experience, 

Bain developed a recommended methodology for the OKI
(c) Identified potential pilot sites
(d) Implementation support. Bain assisted a local Yaroslavl entrepreneur to prepare an 

application for the purchase of his space
(e) Legal clarification. Bain attempted to clarify the March 11 law on built in space sales 

with both Yaroslavl property committee officials and OKI lawyers
(f) Recommended changes to the March 11 law. Bain made further recommendations to the 

OKI for revisions to the built in space sales legislation once Bain made it clear to the 
legislation's authors within the GKI that the law would not fulfill its original intentions.

(2) Helped to develop federal condominium legislation and implemented it at a local level
During the course of Phase II, The Bain team successfully completed the following deliverables 
related to condominium legislation in Yaroslavl.
(a) Assisted in the development and passage of federal condominium legislation
(b) Clarified the federal law with the State Committee on Architecture and Construction 

(Gosstroi) and the Ministry of Justice.
(c) Developed and gained approval from the GKI of a standard condominium charter that 

was implemented on a pilot basis.
(d) Gained the approval of a local condominium law and charter by the Yaroslavl authorities.
(e) Developed legislation that will establish a system for the distribution of maintenance 

subsidies directly to condominiums.
(f) Chose pilot sites. Over 15 buildings were identified as potential pilot sites. For each, 

legal information was gathered and city approval was attained to use them as pilot sites. 
Five of the 15 buildings were eventually used as pilot condominium sites.

(g) Consulted occupants of the pilot sites. General meetings were organized for and 
information brochures were given to residents of over ten potential pilot sites. At the
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meetings the Bain team informed residents of the details of the condominium legislation 
and addressed resident concerns and questions.

(h) Worked with city officials to ensure their understanding of the condominium legislation. 
The Bain team worked closely with all relevant city officials to inform them of the 
condominium legislation and to work out all of the practical details of administering the 
new condominiums.

(i) Trained potential maintenance contractors. The Bain team met with five potential
maintenance contractors informing them of the new condominium legislation and giving 
them informational materials on both condominiums and the maintenance of common 
spaces.

(j) Created and launched press releases making the public aware of the new legislation. B ain 
was able to gain press coverage through the use of seminars held with city officials and the 
distribution of the Bain developed condominium charter and information brochure.

(k) Registered five pilot condominium sites. Bain was able to have a majority of owners in 
five pilot sites agree to register their buildings as condominiums. Bain assisted the 
condominium associations in these pilot sites to receive building and land inventories, 
register with all relevant local agencies, open bank accounts and create management 
organizations.

(I) Trained condo associations in how to self govern and budget. Bain developed a manual 
on condominium government and management and actually implemented its use in five 
pilot sites assisting local residents in establishing their associations and subsequently 
making decisions

(m) Monitored pilot sites for a period of three months. Pilot sites were monitored by Bain 
from early May to the end of July of 1994 with education and support of their initial 
decision making process and their subsequent progression to self government.

c) Began to create an efficient leasing and subleasing environment by making fundamental 
improvements
The Bain team was successful in completing the following deliverables in this area in Yaroslavl. 
(J) Designed and lobbied for legal changes in the process of leasing. Two new regulations were

developed that set out both an open bidding and a sealed bid procedure to leasing out space.
The regulations were structured so that they:
(a) Reduced the power of municipal institutions and streamlined the approval process. 

Maximum times for approval and well defined, limited reasons for disapproval were set.
(b) Created a. proper incentive structure. The new regulations allowed the KI to hold on to 

most of the lease proceeds and thus created an incentive for them to lease out space.
(c) Reduced restrictions. The regulations eliminated sublease taxes and disallowed other 

restrictions on the use of the property.
(2) Gained approval of the sealed bid regulation and a commitment to integrate reforms from the 

new to the old open bid regulation
(3) Identified pilot sites suitable for implementation of the sealed bid leasing regulation
(4) Lobbied for implementation of the new sealed bid leasing regulation

Increased Demand for Space

d) Proposed reductions in legislative burdens on entrepreneurs
The Bain team was successful in completirg the following adiverables in Yaroslavl.
(1) Developed legislative changes in critical burdens. The Bain team developed proposals for 

legislative chances in restrictions on profile and subleasing.
(2) Lobbied for adof <ion of these regulations. The Bain team, as part of its work with city 

officials, lobbied for legislative changes and succeeded in doing so with the passage oC the 
regulation on sealed bid leasing.
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e) Publicized new legislation and programs
The Bain team was successful in completing the following deliverables in Yaroslavl.

(a) Designed a public education program. The Bain team developed a series of informational 
and training materials. These included a condominium information brochure and three 
detailed manuals outlining the creation of a city real estate database, the management of a 
condominium and the maintenance of buildings. Additionally, an article was written by 
Bain explaining the procedure for public access to real estate information.

(b) Use materials for training and information campaigns. The Bain developed standard 
condominium charter and condominium information brochure were used to educate both 
city officials and residents of potential pilot sites. The article on public access to real 
estate information was published in the weekly city newspaper. Copies of both the sealed 
bid leasing regulation and the mayor's edict on the release of real estate information were 
also published in local newspapers.

(c) Revised materials to reflect any important issues. Given over three months of working 
with the pilots, several revisions reflecting real world obstacles were made.

(d) Distributed the materials city and nation wide. The Bain developed standard
condominium charter and manuals on condominium management and real estate database
creation were distributed throughout Yaroslavl, to other Russian cities and to other
advisors
(i) The condominium manual was distributed to Russian cities directly and through

conferences and to the Urban Institute and PADCO who were acting as advisors on
other USAID funded, real estate related projects 

(ii) The manual on creating a city real estate database was distributed to over seven other
Russian cities

B. Results achieved and Systems Developed
The results of the Phase II work are the following:

a) Pilot Condominium Buildings
Five pilot condominium buildings with functioning condominium associations that contain both 
private and municipal owners and commercial and residential space.

b) City Government Real Estate Manual
A manual that should help other cities implement real estate reforms containing 'how to's* and 
standard documents that will give city officials the knowledge necessary to replicate the 
changes accomplished in Yaroslavl. The manual includes the following: 

how to do an inventory of non residential space
computer programs and manuals to be used to track space and create a property registry 
model lease, sublease and sales contracts to be used by city governments 
model legislation and procedures regarding the leasing of built in space, the sale of built in 
space and the creation of condominiums 
model condominium charter

c) Real Estate Incentives Program
A list of proposed regulations that would reduce legislative burdens on small scale businesses.

d) Model Public Relations Program
an information brochure outlining new condominium legislation 

practical details
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e)

rights and obligations of government bodies 
rights and obligations of private citizens 

manuals for
the training of condominium association members 
the setting of maintenance standards 
the training of city agencies

Model leasing and subleasing procedures
Municipal procedures regarding the leasing and subleasing of commercial space.
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Note: The following sections (HI and IV)are based on the latest information available as of
September 1,1994 and are as accurate as possible. Given the constantly changing nature of 
Russian politics and legislation, some of the recommendations below may not be applicable 
at a later date.

III. Future of Developed Systems
The Bain team worked with the city of Yaroslavl over a year long period to establish real estate reforms 
there. The long amount of time and the amount of outside support required can be explained by the fact 
that, as a pilot program, the work performed in Yaroslavl was the first of its kind in Russia and broke 
new ground in dealing with a variety of legal issues. As a pilot program, the Bain work was a critical 
first step in the reform process. While Bain's involvement in this first step was necessary in order to 
begin the reform process, the continuation of such reform is impractical with the same intense level of 
outside support.

Real estate is inherently local and handled by local governments. In order for reforms to continue, 
therefore, federal legislation that deals with real estate needs to set out guidelines and create incentives 
for local governments to proceed with reforms. Based on Bain's experience in Yaroslavl, the real estate 
reforms developed there can not continue in the rest of Russia without either significant outside or local 
support or clarification and augmentation of federal law. The following 3 sections detail what the federal 
Russian government needs to do in order to make reforms continue in the areas of a) real estate 
registration, b) condominiums, and c) sales of built in space.

A. Real Estate Registry
Future development of real estate registries within Russian depends on the development of legal 
procedures that detail how property registration must be performed. Currently, legislation related to 
property registration is very fragmented and covers several legal areas: land, buildings / premises, and 
property rights. No legislation currently exists that clearly states how and by whom property registration 
should be performed. In the area of real estate registration, most local governments see value in tracking 
property in their cities but they differ in what information should be collected in the registry and who can 
have access to that information. The following steps should, therefore, be taken at the federal level in 
order to insure that property registration continues and that the rights of property owners are protected by 
the registries.

1. Federal law should clearly state which parties are responsible for creating legislation related to 
property registration. Because property registration involves both land and buildings, and both 
private and governmental ownership rights, during the course of the Yaroslavl project, the Bain team 
had contact with not only the OKI, but with numerous other advisors and federal agencies also 
working on registration. The other agencies included the federal land committee and the State 
Committee for Architecture and Construction (Gosstroi). Confusion exists as to which of the three 
federal agencies is responsible for the development of a comprehensive registration process and the 
agencies themselves are fighting with each other for power over this process. A decision, therefore, 
has to be made at the prime ministerial or presidential level as to which of these agencies has the 
responsibility over property registration.

2. Federal law should establish a standard procedure of property registration and develop standard 
property and land certificates.
As previously discussed, Russian municipalities have developed their own system of property 
registration because there are no federal guidelines. This has lead to a situation that property rights 
in some cities are registered and therefore protected in different ways. In order to reduce confusion 
and possible curtailment of rights it is necessary for the federal government -once it is clear which
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federal body is responsible for property registration - to develop a federal registration process. This 
process should detail what rights are registered and by whom along with detailing which parties 
have rights to viewing the registry. As part of this process, the appropriate federal bodies should 
develop property rights certificates which would afford the holder certain guaranteed rights.

3. The land reform process should be extended to provide support for the surveying of land.
Ir. is most efficient to create a property registry so that is built based on land information. Currently, 
the process of surveying land and establishing a cadastre system whereby general zoning regulations 
rather than specific property by property restrictions are applied to land has barely begun in Russia. 
Without precise logistical and legal information about the land on which a building sits, a property 
registry has limited importance. The main issues are that there are limited funds and there is limited 
knowledge available for surveying and establishing a cadastre. One solution to the issue of funding 
is to use the proceeds of the newly begun non agricultural land privatization to pay for land 
surveying.

4. In the short term, experience sharing among cities should be encouraged by the appropriate federal 
agencies.
Because cities already have incentives to develop registries and federal solutions to property 
registrations will take time to happen, federal agencies like the OKI, the Gosstroi and the land 
committee should sponsor property registration seminars for cities in order for these cities to share 
experiences and jointly develop a more standardized property registration system. Bain has tried to 
do this by sponsoring a registration seminar and attending real estate seminars sponsored by the 
World Bank and the Union of Russian Cities.

B. Condominiums
In order to have a truly implementable condominium program, certain issues need to be resolved with 
federal legislation. These can be categorized in to two basic areas, registration and operation. The issues 
are as follows:

L Registration
1. The standard charter has to be developed and approved at the federal level.

Although the Temporary Condominium Regulations approved by the President's Decree #2275 of 
December 23,1993 became effective when published, the absence of an approved charter at the 
federal level means that the decree practically can not be implemented unless there is strong political 
will at the local level. The standard charter should have been developed by the State Committee for 
Architecture and Construction (Gosstroi), the State Committee for the Management of State 
Property (GKI) and the Ministry of Justice within three months from the enactment of the 
Presidential decree or April 6, 1994 but it still remains in the development phase.

In Yaroslavl, the Chamber of Licensing and Registration refused to register condominium 
associations in the absence of a standard charter and thus the Bain team was obligated to develop a 
charter that was approved by the GKI for use on a pilot basis. The tax and statistical authorities 
defined the status of such associations under the Law on Enterprises and Entrepreneurial Activities 
and were unable to comprehend the condominium's exact type of legal entity.

2. Federal legislation must be clarified in order to make it clear that the registration of both
condominium associations and condominiums as types of property is mandatory and has to be done 
within a limited time frame.
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Federal legislation must envisage that condominium associations are subject to mandatory 
registration as soon as a condominium type of ownership occurs, i.e. when two owners appear 
within a single parcel of real estate.

The Ministry of Justice and the Committee for Architecture and Construction have indicated in 
writing that the Temporary Condominium Regulations overtly support the requirement for 
condominium associations to be registered on a mandatory basis. While the Ministry of Justice 
has given its opinion, this needs to be made more explicit. The Yaroslavl experience indicates 
that local legislatures are unlikely to force the law upon their citizens for fear of political 
reprisal. However, if condominium associations are created on a voluntary footing, it will take 
too long for municipal property to be transferred to the ownership of residential and non- 
residential unit owners. This would be a brake on the housing reforms as envisaged in the State 
Housing Program. The federal law, therefore, has to be explicitly stated as mandatory.

A time frame needs to be fixed for the condominium program. Otherwise, it would be very 
difficult to create a mechanism to make municipal authorities expedite efforts in this area. We 
feel that the privatization of housing units has been delayed exactly because no time frame was 
fixed. An appropriate enforcement mechanism for the condominium program could be one 
similar to the one that was used in small-scale privatization providing for the personal liability 
of local property committee chairmen, including dismissal from office, for failure to privatize a 
fixed percentage of assets. One caveat to the mandatory enforcement of condominium 
registration is that along with this 'stick' there needs to be a clear set of incentives that 
encourages registration. How these incentives can be established at the federal level is outlined 
in the sections below.

5. Federal law should define who needs to be involved and what documents are needed to initiate the 
condominium registration process.
Although the present condominium legislation does not require more than two votes or signatures 
for a condominium association to be created, local registration bodies, in a bid to hamper the 
registration process, may require the minutes of an association's first general meeting with an 
accounting of votes for and against registration.

The condominium project in Yaroslavl has shown that the first organizational meeting should be 
mandatory, encouraged by the local government but run by a core group of owners with the sole 
purpose of providing necessary information to other owners. There must be no voting on the 
creation of a condominium association at the first meeting since such a vote would undermine the 
system of mandatory registration.

4. The federal law should define and distinguish between a 'condominium' and a 'condominium 
association'
This needs to be done in order to avoid legal difficulties in the registration of condominiums. 
Parcels of real estate structured on 'condominium' principles must be registered by bodies 
responsible for recording real estate deals, whereas a 'condominium association' as a legal entity 
must accordingly be registered by the local government.

The federal law should oblige authorities responsible for recording real estate deals to register 
condominiums on a mandatory basis as soon as more than two units in a building are privatized. 
This can be done using data supplied by bodies - such as the municipal agency for the 
privatization of housing or the local property management committee - that register the 
privatizations of residential and non-residential units.
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Paragraph 1 of the Temporary Condominium Regulations does not clearly deflne the term 
'condominium' - whether it is a legal entity speaking for real estate owners, or an object of law, 
or a form of ownership. In our opinion, a 'condominium' is a discrete form of ownership, 
whereas a condominium association is a consumer group. The consumer community law should 
be amended accordingly since the law as it stands now does not provide for the membership of 
bodies of government in consumer societies.

5. The cost of condominium registration should be reduced.
In order to be fully operational, a condominium association has to be registered with local 
government agencies, and the association has to open a bank account. As the cost of this start 
up process is expensive and discourages condominium creation, these costs should be reduced.

The first cost component is the cost of registering the condominium association with the 
registration chamber. The Temporary Condominium Regulations provide that the charter of a 
condominium association may be registered if at least two signatures affixed to it have been 
confirmed by the public notary. This confirmation requirement is superfluous and should be 
dropped. When the charter is validated, the notary only confirms the authenticity of the 
signatures therein since he has no right to check its legality, and, under Russian law, the cost of 
confirming one signature costs two minimum wages, - 58,480 rubles or $28 as of August, 1994. 
Such registration costs appear unjustified since the legality of the charter and its correspondence 
to the standard charter is checked by the body that registers the condominium association. 
When the standard charter is approved at the federal level, the above procedure would become 
even less necessary.

The second cost component is the cost of registering with other government agencies. 
Following registration at the local government, a condominium association, in order to be able 
to open a bank account, must be registered at the Pension Fund, the Medical Insurance Fund, the 
statistical authority and the tax service. Registering with these bodies alone costs the 
association from 12 to 16 times the minimum wage. This equates to a per unit cost of 12 to 
16% of the minimum monthly wage for a building of 100 units or 120 to 160% for a building of 
10 units. Because of these high costs, unit owners and local authorities will delay the creation 
of condominium associations unless registration costs are eliminated.

The third cost component is the direct cost of opening a bank account which requires further 
expensive notarization of signatures. To reduce this cost, there are 2 possible solutions.
1. Drop the notarization or bank account requirements

by changing the requirements of becoming a legal entity or
by changing the requirements of opening a bank account (these last 2 measures would
benefit the startup of new businesses but would require a broader scope of legal change
beyond just condominiums) or
change the requirements for condominiums by changing their legal definition

2. Reduce the cost of notarization by reducing the requirements to become a notary.

6. The cost of property surveying at registration must be reduced and the procedure simplified. 
The Temporary Condominium Regulations do not require a description of the condominium to 
be included in the registration documents submitted to local authorities. However, the 
Yaroslavl project has proved such description necessary in order to 1) identify common property
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and individual units owned by individuals and legal persons within the condominium and to 2) 
divide owners' responsibilities both within and outside the property.

Local Yaroslavl registration officials have interpreted this description as being a complete 
physical inventory of the building performed by the local bureau of technical inventories (BTI) 
that includes the building's technical passport, physical layout and an evaluation of its condition. 
Based on our Yaroslavl experience, the cost of a complete inventory can run over 1 million 
rubles if one was not done recently. This cost is based on a set of federal iiorms of standard 
hours needed to do such work.

To address this issue, federal requirements on property description should, firstly, require that a 
description of a parcel of real estate should focus on civil-law aspects, not on technical repair, 
and include a description of common property and units owned by individuals and legal entities 
with a clear delineation of responsibilities among the owners.

Secondly, the federal law should state who can prepare property descriptions. Currently, most 
of the real estate deals are registered at the BTI which holds a virtual monopoly on real estate 
related services. This monopoly is due to the fact that the BTI keeps all state archives on real 
estate in all of the Russian Federation and that the BTI, ia conformity with many regulations, 
issues opinions on real estate, including opinions on ownership and tax liability, which are 
recognized by all relevant legal authorities including courts of law, public notaries, property 
management committees, land resource committees and land reform committees. Because the 
BTI currently has the sole power to issue property surveys, survey costs can only be reduced if 
prices are regulated or the BTI's power is curtailed. This would require either regulating the 
time required and the amount charged by the BTI for issuing property descriptions, which may 
be hard to practically enforce and will encourage bribing, or allowing other private bodies to act 
as surveyors, perhaps after being licensed.

Privatization of housing can serve as a model on how to simplify the process. When a housing 
unit is privatized, the BTI provides the housing privatization agency with documents based on 
information contained in the BTI's database. This procedure is fairly simple and does not 
involve serious costs.

7. The procedure and cost of registering the condominium association's common ownership of 
land should be clearly defined.
The Temporary Condominium Regulations provide that the condominium association has the 
right to receive confirmation of its common ownership of the land its building sits upon. In 
order to receive such confirmation, the land must be included in the municipal cadastre through 
an inventory of the city's regions. Land inventories are the responsibility of the land resources 
and land reform committee and are financed from the municipal budget. In Yaroslavl, however, 
no funds have been provided for land inventories for two years because of the municipal budget 
deficit. In the Yaroslavl pilot program the condominium associations, therefore, had to pay for 
such inventories. The rates as fixed in the Collection of Standard Rates for Social Works and 
the Prices of Design and Research Products Pertaining to Land Development and the Land 
Cadastre of February 1, 1994, are quite high amounting to amount to one million rubles ($475) 
per hectare of land. In addition, such inventories take approximately one month to complete.

This problem can be resolved in a fashion similar to that of property description. Regulations 
should be approved at the federal level providing for common ownership of land being granted 
against information provided by the BTI and the City Architect's Office.

13 SBEFINAL.DOC



Bain & Company Bain Link

8. The procedure of transferring a building from the balance sheet of factories and municipal 
maintenance agencies to that of a condominium association should be clarified. 
When a building is registered as a condominium and the residents of the building register as a 
condominium association, the bin.-ling is supposed to be transferred to the balance sheet of the 
condominium association. As a balance sheet holder, the condominium association is 
responsible for the maintenance of the building, but, legally, until 1998, the previous balance 
sheet holder - typically, either a municipality or a factory - is responsible for payment of capital 
repairs and subsidizing a portion of the maintenance costs. This situation raises issues for two 
reasons:
a. It is unclear how the municipality and factories can subsidize the maintenance costs of 

condominium associations, as envisaged in the Decision of the Council of Ministers / 
Government of the Russian Federation, if they transfer a bui'-Jing to an association's 
balance sheet; since if a building is not on their balance sheei, they are not technically 
liable for payment for its maintenance and repairs and under Russian accounting laws can 
not expense any such payments

b. When an entire building is placed on a condominium association's balance, dual taxation 
occurs (this is explained later).

There are two ways to address this issue. One way is to abandon the notion of a 'balance 
holder' which creates additional problems for delineating rights and obligations in the domain of 
real estate. This will be difficult since the notion of a balance sheet holder is central to the 
former Soviet and current Russian real estate ownership system. A second possible solution is 
to keep condominiums on the balance of the previous owner until the subsidies remain in effect, 
i.e. until 1998. After 1998, it should be easy for the building to be transferred to the 
condominium association's balance sheet since the association will have been registered. 
Because of the difficulty in resolving this issue, this was the approach taken in Yaroslavl.

2. Operations
9. Regulations should be approved at the federal level to clarify the procedure of transferring 

maintenance subsidies from municipal authorities to condominium associations. 
The true value of the condominium program lies in the ability of the condo association to make 
decisions about the maintenance of its common space. This decision making power has no 
value unless the condo has access to the maintenance subsidies they are due from the 
municipality until 1998 as envisaged in the Decision #935 of the Council of 
Ministers/Government of the Russian Federation.

Currently there are two issues with the allocation of these subsidies. Firstly, no system of 
allocation exists. While Bain has developed a methodology that has been approved by the city 
of Yaroslavl, unless there is strong local support for condominium, it would be extremely 
difficult to negotiate similar agreements in each municipality where implementation takes place. 
Secondly, municipalities do not have the cash to support full subsidies. Currently, 
municipalities can provide financing to pay for maintenance because they pay their municipally 
owned REU's on credit. Thus, the financial transaction between the city and the maintenance 
organizations is on paper only. The moment that condominiums are entitled to subsidies they 
will demand cash in order to pay private maintenance contractors. While requiring cities to pay 
maintenance subsidies in cash rather than in credit will spur sounder fiscal planning and may 
stimulate more market driven leasing practices, there is no city that is likely to accept this 
proposal voluntarily.
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A federal regulation on the distribution of maintenance subsidies should be passed and that law 
should detail how the subsidy will be calculated and how it will be given to condo associations. 
The regulation should also allow the city to charge only non-owners for a rent and maintenance 
charge rather than charging owners of privatized apartments living in a condominium.

10. Rents and maintenance charges have to be separated and increased to reflect their true market cost. 
Currently, rent and maintenance charges are lumped together as one minimal charge to all residents 
of municipally owned buildings, even those who have privatized. Until now almost all of the 
maintenance and utility costs were 'paid for' by the municipalities. However, starting in 1994 the 
municipalities will pay 80% to 85% and the residents the remainder. This will be reflected in a 
greater 'rent' charge to residents. In order to make these new charges understood and used as an 
impetus to privatize apartments and create condominiums, two steps have to be taken
1. Maintenance charges and rent have to reflect the true market cost of services.
2. There must be a division of rent and maintenance charges so that owners do not end up paying 

rent.

In this way, as rents increase, the incentive to own apartments that do not have to pay rent will also 
increase as long as property taxes are not greater than rent. As maintenance charges levied by the 
city increase, the owners will see the value of becoming a condominium association and actively 
determining the cost of their maintenance.

11. Maintenance agencies should be privatized.
There are several reasons for doing this. Firstly, many unit owners think that their maintenance 
costs will increase rather than decrease if they become members of condominium associations. 
Their reasoning is that no private maintenance contractor will be less expensive than the municipally 
subsidized maintenance agencies, (REU's). These beliefs continue despite the fact that they have 
been proven false in Urban Institute's Moscow private maintenance program. The only way to end 
the perception that REU's are cheaper than private contractors is to privatize the REU's and have 
them operate under the same principles as their new private counterparts. A second issue is that 
outside of Moscow, unless there are as large a number of units available as customers, private 
maintenance companies are likely to be created only slowly. Thirdly, since they are owned by cash- 
strapped municipalities, maintenance agencies often are not paid for the work they do. This has a 
negative effect on employee attitudes towards their duties that is reflected in poor quality 
maintenance work.

While the 1994 State Program for Privatizing State and Municipal Enterprises envisages the 
mandatory privatization of existing maintenance agencies, ideally, these agencies should be 
privatized before condominium associations are registered in order to end the perception that REU's 
are less expensive and provide a higher quality, ready source of maintenance.

12. The tax status of the condominium association has to be clarified.
The condominium association is, like other legal entities, subject to tax. But unlike other legal 
entities, it may not own real estate, and it is a non-profit organization that invests all of its profits 
into its own development. The association is made of legal and physical persons who are also 
subject to tax. Thus the tax status of the condominium association is ambiguous and may be subject 
to unduly restrictive property, revenue and profit tax that will discourage condominium formation.

According to federal condominium law, buildings registered as condominiums are transferred from 
the balance sheet of the municipal maintenance agency to that of the condominium. Under Russian
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accounting practice, a building is thus considered as an asset of the condominium association which, 
in turn is obligated to pay property tax under the Law on the Taxation of Property of Enterprises. 
This leads to a situation of double taxation where condo association members, who own a portion of 
the common property as part of their ownership on their individual property unit, pay property taxes 
on common space both as owners of apartments and as condominium association members. A 
second tax issue is that condominium associations, as legal entities, have to pay revenue, profit and 
wage taxes. While the condominium association will have no revenues or profits in practical terms, 
the association fees it receives from its members may be subject to revenue, profit and wage tax by 
the tax authorities.

One solution to the problem of dual taxation is to keep the building off of the condominium 
association's balance sheet at least until 1998 as mentioned under point 8 earlier. However, this 
would only be a short term solution as the building would have to go on the association's balance 
sheet after 1998. In order to truly reduce the potential tax burden on condominiums, the legal status 
of condominiums should be clarified. Condominium associations should be treated as non 
commercial enterprises that are not subject to property and profit taxes. Property taxes should thus 
be paid by the individual unit owners only.

13. The accounting system for condominium associations should be simplified
Condominium associations are non-profit organizations. Their range of activities will be limited by 
the pending federal sample charter and condominium law. In the meantime, condominium 
associations have to use standard accounting procedures developed for all commercial organizations. 
Given that most condominium accounts will be prepared by laymen with little accounting 
experience, it is advisable to develop simplified accounting procedures for condominium 
associations. This should be the responsibility of the Russian Ministry of Finance.

14 A procedure of calculating utility payments in a condominium association should be developed so 
that charges are made individually based on usage and are calculated in a way that does not 
contradict other laws.
Currently, calculations of utility costs - hot and cold water, gas, etc. - are assessed based on the 
number of people living in an apartment while according to paragraph 4 of the Temporary 
Condominium Regulations, these costs are based on an apartment's area in square meters. For this 
reason, either the federal condominium law or the current procedure has to be changed so that the 
two are compatible.

15. The procedure used to calculate votes must be clarified.
Provisions for the calculation of voting rights and share of common space in the current federal law 
are open to interpretation. Firstly, there is no specification in the current legislation as to how, 
practically, the votes of the municipality are limited to 30%. Secondly, the federal law should spell 
out how a member's ownership interest in the association's common property is determined so that 
each member contributes in proportion to his interest in the common property. Ideally, a member's 
ownership interest in the common property should be defined as a ratio of the size of his residential 
and/or non-residential unit to the total size of the condominium property.

16. The types of charges that commercial versus residential owners pay must be clarified.
Because condominiums contain both commercial and residential occupants, both are liable for 
payment of common charges. However, there are many common costs - like elevator repair and 
courtyard improvement - that do not effect the space of commercial owners who subsequently, feel 
that they should not be liable for these costs. This situation is further complicated by the fact that 
the condominium legislation is purposefully vague as to for which types of common costs the
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commercial owners are or are not liable. This situation can not continue, however, if there is to be a 
smooth national roll out of the condominium program.

17. A system to enforce payment of condominium fees needs to be developed.
At. the moment there is no effective tool to make members pay their fees as required. Nor is 
there a procedure to evict owners and renters for failure to pay. If condominium associations are 
able to function effectively, a penalty system for failure to pay - through eviction or another 
form of legal recourse - should be developed.

This is a minimal, not an exhaustive, list of prerequisites for the roll out of a nation-wide condominium 
program. Without strong local support or these preconditions at the federal level, any type of roll out 
program will involve constant battles with municipalities and residents of individual buildings. The 
Yaroslavl experience has proved these issues to be manageable for a pilot program but impractical for a 
national program. The experience of the Voucher Auction Support Group suggests that even when there 
is a federal program that is mandatory and fairly well defined, there are still a myriad of issues to deal 
with. Without a federal program it can only be worse.

C. Built In Space Sales
Delays in the passage of legislation related to sales of built in space kept Bain from implementing built in 
sales in Yaroslavl. However, given Bain & Company's work on condominium issues in Yaroslavl, we 
have been able to monitor the legislation process and provide advice to the OKI on the practical 
implications of its legislation.

Legislation related to the sales of built in space was first passed in March of 1994. However, because of 
deficiencies that Bain & Company highlighted for the OKI, the original law has been replaced by new 
legislation. Currently, sales of built in space should be performed in Russia according to three pieces of 
legislation:
1. The 1994 State Privatization Program (December 24, 1993);
2. The Fundamental Provisions of the State Privatization Program after July 1, 1994 ('Post-voucher 

Privatization Program*);
3. Methodology recommendations on Applying the Fundamental Provisions of the State Privatization 

Program after July 1,1994. (This document being basically a OKI explanation of how to apply the 
above mentioned documents).

Because the methodology of built in space sales is explained in these documents, they supersede all
previous GKI regulations.

The main points of the legislation are the following:
1. The right of space, including built in space purchase can be exercised by the following groups:

Persons and legal entities who are property owners, and who became owners of this property
according to agreements to lease with the right to buy. In essence, this means that if you own a
small scale businesses' store counters, shelves and other equipment, you have a right to buy the
premises it occupies as well;
Stock Companies which have sold 75% or more of their shares;
Persons and organizations who acquired the right to lease a premises at an auction or tender.

2. The application for the purchase of space can be submitted to municipal property committees at any 
time during the lease.
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3. The methodology of determining the price at which to sell commercial space should be developed by 
local authorities within two weeks after the legislation was publisl'ed, or August 5,1994. However, 
the final price should not exceed the amount of annual rent multiplied by 2 for built in space and 
multiplied by 3 for separate, stand-alone buildings. If a local methodology was not developed, then 
spaces should be sold at the maximum price, i.e. the annual rent multiplied by 2 for built in space. 
This provision theoretically should lead to increases in rents charged by local authorities and this 
alone should have a positive effect on space utilization if tenants do not have restrictions on the use 
of their space.

4. The application to purchase premises can be rejected only if the space is located in a historic building 
which is a historic monument of national importance and if privatization of this building is 
prohibited. A list of historic monuments of federal importance is scheduled to be compiled by the 
Russian Federal Government. Other premises located in historic buildings can be sold if a 
'preservation treaty' is signed by the purchaser with the municipality.

While the current legislation is an improvement over the previous version, there are still issues that need 
to be addressed by the federal Russian government in order to insure that implementation of this law 
proceeds with its intended effect, that is, rapid privatization of commercial spaces leading to a more 
efficient commercial real estate market and eventually more small scale businesses.

The federal Russian government should take the following steps:

1. The federal legislation should be clarified so as to allow those who purchased their enterprises at 
auction or tender to purchase their space.
The new fundamental provisions of the state privatization program contain a passage that may 
contradict the right, established in the 1992 privatization program, of the purchaser of a small scale 
enterprise to purchase the premises of his shop. Thus, some local governments may try to keep 
large numbers of enterprise owners from purchasing their premises even though they received the 
right to lease their space as part of the enterprise purchase process.

2. A limited list of historic monuments of national importance should be developed at the federal level. 
In Yaroslavl, as in many cities within Russia's 'Golden Rmgr ' there are a large number of buildings 
deemed to be of historic importance. The municipal anJ .'^Sa^t authorities have traditionally used 
this distinction to limit leasing of such sites, or when sites are leased, to force tenants to perform 
expensive restoration work before they can move in. The buildings deemed historic vary greatly in 
importance even by the oblast's own calculation. Many are just old, most are crumbling. As most 
of these sites would have no historical importance in any Western sense, a building's distinction as a 
historic monument only limits the ability of small businessmen to find space.

In order to a) limit the number of buildings on the national historic register, and b) speed up the 
process of creating such a register, certain steps should be taken. The federal government's agency, 
the Committee on Historic Monuments Preservation, should create a list of historic sites by giving 
each oblar.t a strict set of criteria for buildings that receive such a distinction and then asking each 
oblast to submit details of buildings that they wish to include on the historic register within a very 
strictly limited time frame, e.g. a month. The committee would then only accept buildings that met 
all of the strict criteria and had all papers submitted within the appropriate time frame.

3. Criteria should be developed at the federal level for determining historical monuments at the oblast 
and municipal level.
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For the same reasons mentioned above, the number of buildings distinguished as historic but 
without national importance should be severely limited. The creation of a list of historic buildings 
without national importance should follow a path similar to those of national importance. By that it 
is meant that the Committee on Historic Monuments Preservation should develop a slightly less 
strict set of criteria for historic buildings without national importance that would give local 
authorities less discretion. The oblasts should then submit information on buildings they wish to 
have this distinction within c very limited time frame. This process could be done at the same time 
as the application for historic buildings of national importance.

4. A standard 'preservation treaty' to be used for spaces within historic buildings should be developed 
at the federal level.
Beyond the development of a list of historic buildings, a standard preservation treaty should be 
developed quickly in order to not delay space sales. Municipalities and oblasts have no incentive to 
develop preservation treaties as this process will take some time and will only help built in space 
sales that they will not necessarily endorse. Also, if local governments do develop preservation 
treaties they are likely to structure them so as to maximize the amount of money that a purchaser 
spends c-i\ restoration.

In order to insure minimal local interference and delays, a standard treaty applicable to all historic 
buildings should be developed at the federal level by the Committee on Historic Monuments 
Preservation. The current legislation sets no time limit, and mentions no responsible body for 
developing a preservation treaty. This has to be corrected and the committee should be given a 
deadline in which to develop such a treaty making it as simple and non restrictive as possible.

5. Legislation guaranteeing the legal rights of space owners should be developed.
Since private owners of built in space have only just recently started to exist and since many current 
'owners' of built in space got their properties prior to the new legislation and thus from 
municipalities operating outside of their jurisdiction, the legal rights of space owners are vulnerable 
to attack. The federal government should, therefore, a) guarantee the rights of owners who received 
their property prior to the current legislation being passed, b) clearly state owners' rights and c) 
establish a system guaranteeing the defense of those rights in a court of law.
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IV. Lessons Learned / Operating Principles

Through the implementation of pilot real estate reform programs in Yaroslavl, several lessons were 
learned. Reviewing these lessens has allowed us to create a set of operating principles that should help 
guide future reform work. These principles are directed towards three primary groups: 1) federal Russian 
agencies like the State Property Committee (OKI) and their direct advisory groups like the Russian 
Privatization Center (RFC), 2) donor agencies like USAID and 3) technical advisors like Bain. Before 
detailing these principles, it is necessary to clarify within which context of reform they are applicable.

A. Types of Reform
To be effective, Western aid to reforming economies like that of Russia has to respond to a very difficult 
environment; one that has too many problems with too few resources available to solve them. The goal 
of aid in this type of environment has to be to respond to crises and create the right basis for further 
changes rather than optimize the whole economic and political system. To address these crises Western 
aid should achieve one of the following four objectives:
1. National Program Design
2. Low Cost Reform Institutions
3. Demonstration Projects
4. Pilot Programs

/. National Program Design
The first possible objective that aid can achieve is assisting in the design of national reform programs. 
Typically, these would be programs with great potential impact that would benefit from a Western 
perspective. Advisors involved in these programs can provide information on programs that take place 
outside of the host country and assist in the design and drafting of legislation. An example of this is the 
USAID support given to develop Russian capital markets which included creating shares through the 
design of the voucher auction program and currently includes the development of clearing and settlement 
systems and a proper regulatory framework. In this area, knowledge of other countries' capital markets 
was necessary to build such a market in a country where it had never previously existed.

2. Low Cost Reform Institutions
Achieving the second objective, low cost reform institutions, means finding a low cost way to implement 
and continue the reform process once hired advisors have left. The idea is to build a low cost institution 
that involves local people in the reform process and establishes clear guidelines that will help these 
people adapt to the environment as it changes. In achieving this objective, aid moneys can be used to pay 
for the institution that should be able to proceed with little or no outside help. An example of this is the 
Voucher Auction Support Group that consisted of over 20 Russian professionals whose salaries and 
operating costs are financed by USAID. The group was hired and is currently supervised by a group of 5 
Bain advisors. Until voucher auctions end in July of 1994, the group takes on the responsibilities of 
monitoring voucher auctions and supporting auctions in regions that need assistance in achieving federal 
objectives.

3. Demonstration Projects
Establishment of a demonstration project is the third objective that aid moneys can help achieve. The 
demonstration project is a first time implementation of new legislation. These projects are used to 
generate awareness and support of the new legislation, and tend to be ends in and of themselves rather 
than means to test the new legislation. As large, first time projects, they tend to require large amounts of 
time and outside help. One example is the privatization of the Bolshevik Biscuit Factory, one of the first 
major privatizations done in Russia. The purpose of this project was to show that privatization was 
possible and that the vouchers distributed to every Russian citizen had some value. This project included
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the technical support of a team from the EBRD and CS First Boston over a 6 to 8 week period. In order 
to get the privatization to happen, special dispensations were given from the mayor of Moscow and 
documents were pushed through quickly. The project was successful in generating publicity but because 
of its special nature, could not be practically repeated and thus did not provide many lessons.

4. Pilot Programs
a) Pilot Definition
The fourth objective that aid moneys can help achieve is the establishment of a pilot program. Pilot 
programs are defined here as being like demonstration projects in that they implement reforms prior to 
the completion of all necessary legislation. However, they are different than demonstration projects in 
that their aim is to ultimately develop a roll out program with national implementation. Pilot programs 
take place prior to the development of a full set of incentives and penalties that drive towards one 
solution. Through initial implementation on a small scale, the pilot program identifies obstacles and 
issues that need to be addressed in order to create a legal and economic environment conducive to future 
implementation. Pilot programs also tend to be under the supervision of a host of federal and local 
government agencies whose rules and motivations may be contradictory.

b) Pilot Phases
There are four phases to a pilot implementation program. They are as follows:
1. Program Design
2. Pilot Execution
3. Federal Changes
4. National Roll Out

(1) Program Design
The first phase is program design which follows a series of steps. These steps include first defining what 
the basic symptoms of the problem are and, based on those symptoms, defining the goals of the program. 
Care needs to be taken to define the primary goal and the corresponding secondary goals that need to be 
achieved before achieving that goal. Once the goals are set, analysis is done to design solutions that will 
resolve the underlying cause of the problem, and, in turn, achieve the reform goals. This solution should 
include the development of appropriate incentive systems and legislation. Once this is done, a plan on 
how to execute the program should be developed.

For example, in the case of small business development, the basic symptom was that small businesses, 
once privatized, did not improve greatly. Given that symptom, the primary goal was to improve the 
development of small businesses and the solutions proposed included improving access to real estate. 
More specifically, the secondary goal included the establishment of a system that will allow owners of 
spaces within a single building to cooperate, i.e. condominiums. The way to achieve this goal includes 
the development of appropriate federal and local condominium legislation including a standard charter 
and regulations on the distribution of maintenance subsidies to condominium associations.

(2) Pilot Execution
The second phase of the pilot program is pilot execution where the reform program is implemented for 
the first time in a local government. On the local government side, this involves developing relationships 
with local officials, educating local officials about the benefits of the proposed reform program and 
lobbying for passage of necessary local legislation. On the public side, it involves publicizing the new 
legislation and training the local citizens. Finally, once completed, the funding agency, the federal 
Russian agency and the advisor need to measure the program against the original goals and identify 
issues that either limited the success of the program in the pilot or will limit the success of the program
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once it is rolled out nationally. The real estate reforms implemented with Bain's assistance in Yaroslavl 
are all examples of pilot executions.

(3) Federal Changes
The third phase is making changes - legislative and/or procedural - at the federal level. This is a critical 
step and can occur before the pilot execution as well as after. The amount of work in this phase depends 
on how many federal changes are deemed necessary to make the program successful on a national basis. 
If necessary changes are not implemented during this phase, the pilot execution is destined to be merely a 
demonstration project with little chance of being repeated. One exception, however, is when all 
necessary legislation is in place, in these cases, changes are not necessary and the appropriate next step is 
a roll out. Assuming that federal changes are necessary, this phase involves taking into account all the 
obstacles and issues identified during Sie pilot execution phase and developing solutions to them on both 
a legislative and non legislative basis. Once these solutions are developed, the appropriate federal agency 
responsible for the changes has to be identified and then lobbied to insure approval. This is the phase 
that the condominium program needs to go through in order to become truly implementable at the 
national level.

(4) National Roll Out
The fourth and final phase of the pilot program is a national roll out of the reforms. At this point, the 
program as developed has to be publicized and manuals and guidelines to the program should be 
developed and distributed. One federal agency should be made responsible for answering questions and 
enforcing compliance. Deadlines and reporting guidelines should be set with the local governments and 
progress should be monitored. The central authority in charge should then follow up with localities that 
fail to show the proper progress. This is the approach used with the Russian small scale privatization and 
voucher auction programs. In both programs, publicity was used extensively, the GKI is the main 
authority and lackluster regions are given assistance to improve their performance.

The operating principles developed during the Bain work are applicable to all steps of the pilot reform 
program. The operating principles can be broken down at several levels. First are those principles that 
are applicable in general to any pilot reform programs involving federal coordination and local 
implementation. Secondly, there are principles applicable to the implementation of any small business 
development programs. Thirdly, there are principles applicable to any real estate reform program and 
lastly, there are those principles that are applicable specifically to the real estate reforms undertaken: real 
estate registry, leasing, and condominiums.

B. General Pilot Reform Program

1. General Principles
In general, any reform program, in order to be successful, needs to follow three general principles:
a. Simplify the process and minimize the costs of reform to participants
b. Empower the people involved
c. Commercialize the process wherever possible

a) Simplify the process and minimize the costs of reform to participants
In a broad sense, the reform process in Eastern Europe can be categorized as an attempt to apply rational, 
market based processes where before there were irrational, bureaucratic processes or no processes at all. 
Where processes are already in place, as in municipal leasing of space, they typically are set up so as to 
make market led activity as difficult as possible. Where processes have not already been established, as 
in the privatization of enterprises, there is a strong likelihood that new processes developed could be
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either misunderstood or made deliberately complex by government officials. In addition, complex 
processes are often costly to follow. Either way, the result of complex processes is that reform is slowed 
or even stopped.

The solution is simplification. In the case of leasing in Yaroslavl, a system existed that was complex, 
with no set time frame or criteria for approval or disapproval. Would-be entrepreneurs trying to obtain a 
lease either were successful because they had a connection with the city government or were 
unsuccessful, caught in an endless cycle of trying to obtain approval from a myriad of city agencies that 
eventually lead to frustration but no lease. The only way around this is to reorganize the process, 
limiting the steps involved and the approvals required while making approval automatic after a limited 
time period unless an application meets a limited, predetermined list of rejection criteria. The process 
should be created so that it is transparent to the public and government officials would have to expend an 
exorbitant amount of time and effort to keep the reform from happening. As mentioned earlier, the 
current condominium registration process is complex and costly. This made implementation of the pilot 
condominium program difficult, but, unless there is strong local support, it will make implementation of 
a national roll out all but impossible. The changes recommended above are aimed at both simplifying the 
process and making it less expensive.

b) Empower the people involved
Reforms and new processes do not occur by themselves, people have to make them happen. In a pilot 
program, it is often the advisor who is pushing for the reform to happen, but this is not enough. It is not 
enough to make the pilot program a success and it is certainly not enough to make a national roll out a 
success. What is required is the full involvement of a government official or group of officials that feel 
that successful completion of the reforms will benefit them personally. These officials also must be 
given the power to push the reforms through and insure that reform goals are being met. In the example 
of leasing reform, part of the simplification of the leasing process included eliminating most of the 
approvals of other city agencies and giving one agency, the local property committee, all of the power 
and the benefit of leasing approvals. The person in charge of the leasing process within the property 
committee, the deputy head of the property committee, was thus empowered to make leasing approvals 
both during the reform process and after.

c) Commercialize the process wherever possible
Reforms, by their nature, require a large amount of time and often a set of skills that local officials do not 
have. Beyond empowerment of government officials, the best way to insure that the reforms happen is to 
let someone, preferably a private citizen, make money on it. By this it is meant that a guiding principle 
of any reform process is to make part of the process dependent on market principles so that individuals 
that provide a service are rewarded for it. To some extent, this is merely applying the basic principle that 
already exists in local Russian governments; if you want something done, you have to pay for it, often in 
the form of a bribe to a government official. The concept here is to legitimize the paying for a service 
and to, wherever possible, allow more than just a single city agency to compete for the providing of that 
service. In Yaroslavl, the provision of information from the real estate registry, while not handed over to 
private individuals, became a service that the property committee, the BTI and other agencies could 
provide at a cost. Thus, the provision of real estate information became commercialized with several 
agencies competing to provide that service for a competitive price. The end result is that the public has a 
relatively cheap source of information from agencies who have the data and have an incentive to sell it 
whereas before the information was guarded as a secret.

Beyond the general principles, the operating principles for any pilot reform program can be divided into 
three categories. The first categories deal with project definition, the second with project preparation and
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the third with project implementation. While these principles apply mostly to the second phase, pilot 
execution, they are also applicable to a large extent to all four phases of a pilot implementation program.

2. Project Definition
Before planning the program, it is critical to define its goals, both primary and secondary and at each 
phase. This includes reaching an agreement between the federal agency, the donor agency and the 
advisor on well defined and tangible goals for the project. In developing the goals it is useful to look to 
regions within the host country or other countries for ideas on where goals should be set. In the goal 
development process, there should be a clear understanding of the trade-off between impact and 
relevance. This means understanding that major changes to one enterprise or piece of property, while 
being significant for that enterprise or property, are not necessarily relevant to the greater program of 
reform. It is often the case that the primary, long term goals of the project concentrate on relevance while 
the secondary, short term goals concentrate on establishing initial impact. Examples of primary, long 
term goals that guide all phases of a pilot program are the privatization of all companies or the 
improvement of small business development. Short term, secondary goals that apply to the pilot 
execution phase include the registration of 4 condominiums or the creation of a computerized property 
registry for a city district. Going through this process insures that the success of the project can be 
measured and that misunderstandings amongst the parties involved are minimized. This also insures that 
all parties involved in the project are always focused in their work and that lack of progress towards 
achieving stated goals can be used to chide reluctant players.

3. Project Preparation
In order to prepare for implementation of a pilot program, the following steps need to be taken:
a. Determine at what level, national, oblast or city, it is appropriate to operate.
b. For pilot execution work at a local level, pick a locality that is both representative and willing to

participate in the reforms.
c. Properly introduce yourself to the appropriate government officials, 
d. Assess the power structure existing within the government and identify the key players. 
e. Determine the objectives and motivations of the key players, 
f. Convince key players of the benefits to them of achieving the project goal, 
g. Have the appropriate government agency(ies) commit to proceeding with the reforms, 
h. Develop a work plan that details activities, 
i. Assign responsibilities for completing the activities to the appropriate people.

a) Determine the right level
The first step in preparing for implementation is determining at which governmental level, city or oblast, 
does the responsibility for the reform program lie. This is an issue given that certain areas of the law fall 
within the realm of only the federal government, others within the oblast's realm while still others are 
better addressed at the city level. Unfortunately, given the vagaries of Russian law, determining which 
level is appropriate is not always easy. With regard to real estate reform, the city exercises control over 
municipal property and housing but legislation related to housing can be passed at no lower than the 
oblast level. To solve this issue in trying to register condominiums, a federal law was passed and the 
GKI gave permission to the city of Yaroslavl to develop its own condominium legislation, thus 
eliminating the need for oblast involvement.

b) Pick the right locality
If it is determined that pilot execution work will be required in an oblast or city, the next step is to 
determined which city or oblast will be appropriate. Because the pilot execution is being done to test 
implementation ability and identify potential issues that would arise during a national roll out, the 
locality needs to be as representative as possible. At the same time, the locality had to be interested in
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proceeding with the reforms and being part of a pilot project. These two criteria are sometimes 
contradictory because those localities that are seemingly most interested in making reforms (e.g. Nizhny 
Novgorod) are by that quality alone not representative. There needs to be, therefore, a balance between 
the two criteria so that both are found in the same locality.

c) Properly introduce yourself
Once the proper government agency is chosen, initial contacts should be made in order to let the advisor 
properly introduce himself while making officials aware of the potential pilot program. The chief contact 
should be able to help facilitate such contacts with an official letter of introduction explaining the scope 
and purpose of the advisors' work and requesting cooperation. A letter of introduction notwithstanding, 
because of a distrust of foreigners created during the Soviet era, it is critical to establish a proper 
understanding of the advisor and his role with government officials. The advisor should take time to 
explain not only his role as an agent of the federal government but also how he is being ninded and how 
donor agencies, in general, provide funding to federal agencies and local governments. Given that most 
local governments have budget constraints and view Western advisors as sources of direct financial aid, 
the advisor should be clear as to whether or not it will be providing any such aid. The advisor should 
also give as complete a description of his company as possible elaborau'ng on the types of projects it 
undertakes and the fact that the program being worked on is not the only one the company has. Doing 
this will help allay likely government officials' fears that the advisor is a spy, perhaps sent by a foreign 
government, that wants to steal government secrets and use them for commercial gain.

d) Assess the power structure
After making appropriate initial introductions, the next step is to assess the power structure of the 
identified local government or federal government agency. This means identifying the key persons 
whose support is needed to successfully implement reforms. In many cities these key people often 
include the mayor and one or more of his deputies. Other influential members of the city administration 
and duma may also be considered key people. Which position or person is critical to the success of the 
project depends on the type of project being undertaken (e.g. real estate reform vs. telecommunications 
improvement) and which locality it is undertaken in.

e) Determine objectives and motivations
The next step is to determine what the motivations and objectives of the key players are. The 
motivations of a city mayor are usually to retain popularity, increase investment in the city, reduce city 
costs and increase city revenues. They may also be to increase control over businesses or increase 
personal income. Whatever the motivations are, as a representative of the federal government and a large 
donor agency, an advisor quickly learns of at least the stated needs of government officials he interviews. 
It will take more time to understand the officials' true, hidden objectives.

f) Convince key players of benefits
Once the objectives of the key officials are made clear, the benefits of the project should be restated in a 
way that satisfies those needs. Both short and long term benefits should be defined. For example, the 
idea of implementing real estate reforms was presented to the city of Yaroslavl as a way for them to 
increase exposure to the foreign investment community and to international donors. The benefit of the 
real estate registry was that it allowed the city to track the space it owned and thus maximize potential 
real estate revenue. The benefit of condominiums was that they allowed the city to control its 
expenditures on maintenance. The communication of benefits should be made not only to the key 
players, but to all officials that will take a part in the program so that they are committed to the project.
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g) Get a commitment
After the benefits of the project have been illustrated, an agreement should be developed and signed 
between the advisor and the government agency. The purpose of the agreement is not to create an iron 
clad contract but to force the governmental group to show its commitment in cooperating with the 
advisor. The agreement is also useful in showing lower level officials that the advisor has authority from 
the appropriate superiors to receive information.

The agreement should clearly outline goals of the project but still be flexible in describing activities. The 
obligations of both the advisor and the governmental group should be made clear. Because advisors are 
often paid for entirely by outside funding agencies, advisors should insure that governmental groups 
involved in the reform process make their commitment clear by agreeing to 'pay' for the reform process 
in one way or another. By this it is meant that these governmental groups should give something up so 
that psychologically they feel that they have something at stake if the reform fails. This 'payment' would 
include allowing access to all necessary data, providing office space and a telephone (for which the 
advisor should pay reasonable fees), and identifying a working group of city officials who will be 
responsible for the outcome of the project. The advisor should commit to paying for all expenses for 
extraordinary data and office expenses, developing necessary legislation and other documents, and acting 
as a liaison between the sponsoring federal agency and all other relevant governmental groups with 
regard to the legal area covered by the project.

h) Develop a work plan
Once an agreement has been signed, the next step is to develop a detailed work plan that outlines 
activities, not only for the advisor, but for all parties involved. The work plan requires a listing of 
activities, along with the party responsible and the timing allowed for completing those activities. The 
work plan should be developed in conjunction with and distributed to all relevant parties - the advisor, 
the federal agency(ies), the donor group and the local government.

The first step in developing the work plan is to outline, in as much detail as possible, all the activities 
needed to achieve that goal. In the case of the property registry, the activities included designing the 
property registry database structure, developing a database based on that structure, gathering all the 
necessary information, inputting the information into the database, testing the information and 
developing an agreed upon methodology to update and distribute the information in the database.

i) Assign responsibilities
Once activities are outlined, the advisor should specify which party is responsible for completing each 
activity. For example, in the case of creating a computerized property registry, the advisor, Bain & 
Company, was responsible for coordinating the efforts of city agencies, drafting agreements and 
supervising database creation. Several city agencies were each responsible for contributing their relevant 
information to the city property committee which was in turn responsible for inputting the data into the 
database.

In the same way that it is critical for each player to be aware of the goal, it is critical that each player 
knows what its individual contribution towards achieving the goal is by understanding what activities it 
is responsible for. The party responsible should be a specific person or group of people rather than an 
organization so that individuals feel personally responsible for completing assigned activities. Each 
person assigned to a task should review the work plan and sign off on it to show their commitment. To 
maximize commitment, the task should be linked to the personal success of the individual responsible for 
it. Again, the idea is to minimize misunderstanding and develop a very clear sense of purpose for all 
parties involved.

26 SBEFINALDOC



Bain & Company Bain Link

What is crucial is picking the right people to perform the assigned tasks. Often, it is the chief contact 
both within the local government and the federal agencies that is the most crucial to pilot success. For 
pilot execution, the chief contact chosen within the local government should be both someone with the 
appropriate level of power - as mentioned earlier - but also someone who can be relied upon to complete 
the task and convince others of the merits of the program. As an example, in Yaroslavl, the chief contact 
was the deputy mayor who had ultimate responsibility over any reforms undertaken in the city, including 
those related to housing and real estate. His success was thus clearly linked to the success of the 
condominiums. As a deputy mayor, he had influence both with the mayor and a variety of lower officials 
whose cooperation was needed to implement the project. Successful implementation of the project would 
not have been possible unless we had him as an ally and it was clear what we needed him to do.

Within the sponsoring federal agency, the chief contact should be the project's champion, someone who 
at every phase of the pilot program is effective in getting decisions made and powerful enough in 
facilitating official Russian contacts with both local governments and other federal agencies. The contact 
has to be someone who is committed to all phases of the program: design, execution, federal changes and 
national roll out. In the Yaroslavl project, the chief contact at the RFC was its head, Maxim Boycko, 
who had a limited ability to coordinate and gain the approval of all relevant federal agencies but still was 
able to get the OKI deputy minister Vassiliev to sign letters giving official requests or authorization for 
issues over which the GKI had jurisdiction.

Beyond picking the proper participants within the local government and the federal agencies, serious 
consideration should be given to using resources outside of government to perform sensitive analysis. 
This outside resource can be the advisor or a subcontractor. For example, in compiling the city real 
estate registry, students were hired at low cost to first gather data on sites and then, after the data was 
inputted by city employees, check the data accuracy to insure that city employees had not purposefully 
left out empty spaces that they could illegally but lucratively lease out without official knowledge.

4. Project Implementation
Several operating principles should guide the advisor during implementation in the last three phases of
the pilot program. These are summarized below:
a. Staff your local team with mostly Russian staff, preferably from different areas of the country, not

just the capital, and preferably with someone from the area where the reforms are taking place, 
b. Keep an office in the area of the governmental group but distance it from government officials so

that sensitive issues can be discussed freely, 
c. Be prepared to talk about reforms in general to local officials and citizens before talking about your

specific project, 
d. Compare the city's reform program and current situation to that of other Russian and East European

cities and encourage interaction between cities, 
e. Build and work with a client 'team' that is responsible for reforms 
f. Spend at least 3 days a week with the relevant government officials and contacts - the more contact

the better, 
g. Build a program that will be sustainable after the advisor leaves by utilizing local resources

whenever possible, 
h. Insure that information related to reforms is taken out of the hands of local agencies and put into the

hands of the public 
i. Use direct funding of fundamental parts of the pilot program in order to limit negative financial

consequences for pilot participants and provide quick, observable changes, 
j. Use travel and other perks not only as a reward for government officials who complete crucial tasks

but also as a means to educate officials 
k. Find ways around obstacles rather than through them.
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1. Constantly update both the sponsoring federal agency and the funding agency of progress, issues and
needed reform program changes 

m. Use public relations as much as possible to make the public aware of the reforms taking place

a) Staff the team with Russian staff
As alluded to earlier, all advisors need to be aware of the impression of government officials and citizens 
alike that reforms funded by international funding bodies are being imposed on them by foreigners. It is 
therefore critical that the bulk of the advisor's team be made of natives of the country in which the 
reforms are taking place. Some foreigners may still be beneficial, however, because some officials and 
citizens do not trust their own natives and appreciate a Western authority giving an objective view point 
based on experience outside of the country. Beyond having natives, having diversity amongst them is 
critical. Some citizens and officials distrust anything coming from the federal government and therefore 
distrust any native advisor who lives in the capital city. Some local citizens distrust local authorities and 
only trust directives from the center and they therefore may distrust advisors native to the locality where 
the reforms are taking place. In short, an advisor team should be staffed with a variety of people who 
will be appropriate in avoiding conflicts based on the prejudices of contacts.

For example, on the Bain small business development case, almost all contacts made with the city of 
Yaroslavl involved seven Russian staff who came from both Moscow and Volgograd. Two foreign staff 
on the team wf,re more senior and met with city officials on official occasions such as the signing of the 
cooperation agreement between the city and Bain. Having only Russian staff from two cities deal with 
local residents helped allay the fear that a) condominiums were purely a foreign invention that was b) 
being imposed on them from Moscow. Both foreign staff and senior Russian staff provided information 
to the OKI and USAID on a regular basis. This reinforced the impression that there was a appropriate 
level of local knowledge coupled with a broader Western perspective.

b) Set up a local office
Once the staff is assembled, the advisor should establish a local base that will facilitate interactions with 
citizens and government officials while allowing some privacy. This means establishing an office 
separate from government officials. In Moscow and other capital cities where a commercial real estate 
market exists, this is relatively easy to do, but in smaller cities establishing an office may be difficult. As 
a result, obtaining office space in localities usually requires the influence of local officials and often this 
space is in government buildings. As mentioned previously, using officials' influence to find office space 
may not only be necessary but also desirable as it displays a commitment on their part towards the 
reforms team.

Given the likely close proximity of suspicious, local officials, it is important to have a separate space 
where contentious issues related to the program can be discussed openly by the advisor team. In 
Yaroslavl, the Bain team was given a separate office across from the deputy head of the property 
committee. Despite the fact that this office was close enough to those of key official contacts that face to 
face communication was relatively easy, having the office separated from the rest of the property 
committee meant that the team could use the office to discuss how to deal with sensitive issues, even 
those that related to the deputy head of the property committee.

c) Be prepared to talk about reforms in general
Advisors represent their federal sponsoring agencies and are the first face of reform for most local 
citizen? and officials. As such, the advisor should expect to be questioned about almost all major reforms 
before he can begin to speak about the particular reform he is trying to implement. This is especially true 
when speaking to local citizens. To address this issue, the sponsoring federal agency should provide the 
advisor with background materials and any available press releases or information packets that would
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help facilitate the education of local citizens with regard to reforms. The advisor should use these 
materials and any others to prepare for an explanation of general reform programs before beginning to 
explain the reform goals of his pilot project.

d) Compare reforms in the target city to other Russian cities
It is likely that the problems facing the target city have been face by other Russian cities. Many cities, 
not only in former Warsaw Pact countries, but also in Russia, may have attempted reforms to address 
these problems. In establishing reforms in Yaroslavl it was important to emphasize these facts for two 
reasons. Firstly, city officials are comforted by the fact that reforms had already been done in other cities 
and are usually very interested in learning about the process from counterparts in other cities. Secondly, 
knowing that other cities have already established reforms can set off the competitive spirit of city 
officials especially when it is understood that these reforms are attracting outside investment.

e) Build a client team
As was mentioned earlier, it is critical to assign activities to individuals within the appropriate 
government agency(ies) whose personal success is linked to the success of the reforms. These 
individuals together should form a team that works together with advisors on implementing reforms. As 
members of the reform team, these government officials take part in the data gathering, data analysis and 
the decision making. Their close involvement with the advisors is needed in order for them to feel a 
personal stake in the reform process. Once they feel this way, they will be better able to withstand 
potential criticisms of the reforms from both within and outside of the government and they will be better 
able to continue the reforms once the advisors leave.

f) Spend at least three days a week with officials
Implementing change in a reforming economy, either at a local or federal level, takes a large amount of 
time. This time is needed for two reasons. First, officials are busy with their own reform projects and in 
running day to day operations. For them, additional pilot reform programs are an additional, unwanted 
burden. Secondly, by definition, reforms are radical changes to the status quo and as such are hard to 
accept. For most reforms, it takes a significant amount of time educating, persuading and cajoling 
officials before they become true supporters of the reforms. As indicated earlier, this support is critical to 
the success of any pilot reform program. The time that pilot programs require demands that the advisor 
be in the locality, meeting with government officials at least three days a week. This has the effect of not 
only getting more time with officials but also the additional effects of showing the commitment of the 
advisor to the locality or agency and creating a better awareness of the broad issues facing that 
governmental body. Often, additional time is required to provide support on broader issues that are top 
priority for local officials - even if they are not directly related to the issues being covered by the reforms 
- so that the reforms can continue.

g) Build a sustainable program
The key challenge of a reform program is in making it sustainable without requiring help from outside 
advisors. This requires developing a set of incentives that will foster the development of local resources 
that will perform necessary activities. While some level of advisor support is expected in the pilot 
execution phase, the goal is to seriously reduce this involvement by the time of the national roll out. 
Doing so will depend on what federal changes are suggested and made at the end of the pilot execution 
phase. In order to develop the proper set of incentives for local involvement, the pilot execution phase 
should be used as a testing ground for local involvement. This can be done by always questioning when 
an activity could be done by a local group versus the advisor and what would motivate that local group to 
continue to do that activity after the advisor has stopped his supervision. In the case of Bain's real estate 
registry work in Yaroslavl, a local software developer rather than another outside advisor was hired to 
develop the registry's database. While USAID funds were used to pay for the development and
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distribution rights of the software, the programmer has an incentive to distribute this software to other 
Russian cities because he can increase his revenue by modifying this software to suit individual city 
needs.

h) Put information in the hands of the public
Besides encouraging local involvement, another way to insure that market dynamics create an 
environment where reforms continue is to create systems where information related to the reforms is 
removed from the exclusive confines of city agencies and made available to the public. This involves 
two activities. The first and more difficult activity is creating systems whereby the city freely releases 
information to citizens that ask for it. This is critical because many government agencies make a 
business of trading in information but do so with a limited clientele. The ways to address this are first to 
break any monopolies that agencies have on information and allow agencies to publicly sell the 
information they have. The second activity is to publicize new legislation and reforms as soon and as 
broadly as possible explaining what the reforms mean to the average person and defining the rights and 
obligations of both the government and the citizens under the reform program. Manuals describing 
practical details and 'how to's* should also be developed and distributed to relevant citizens.

In developing the real estate registry in Yaroslavl, Bain realized that the real value of it was in giving 
citizens information on the availability of municipally owned commercial space. This information was 
originally held exclusively by the property committee, but, with Bain acting as an intermediary, was 
released to other agencies in return for other real estate information. Once all agencies had access to all 
of the city's real estate information, a mayoral decree allowed all of the agencies to sell the information at 
prices they could choose. In effect, this created a free market for real estate information. Once this 
system -.vas established, the mayoral decree along with an article explaining how to receive real estate 
information was published in the local newspapers.

i) Use direct funding of the pilot program to show observable changes
Because pilot programs are developed ahead of the development of full laws and regulations, the costs of 
proceeding with reforms may be high for those citizens directly involved. Typically most outside 
funding of pilot programs go towards payment of fees of outside advisors, who, while critical to creating 
a pilot program and driving its implementation, are not intended to be the program's main beneficiaries. 
The advisor, however, as a recipient and distributor of outside funding has the leverage to use those funds 
to achieve program goals by directly applying funds towards reducing program costs that can not be 
reduced in the short time frame of a pilot program. The use of these funds will keep the program going 
and increase the rat at which visible changes - critical to the pilot's success - occur. Once the pilot is 
completed the advisor can work on suggesting practical and legal solutions to the process in order to 
reduce costs.

As has been previously mentioned, the condominium program as it currently stands is relatively 
expensive to implement. The various costs associated with registering a condominium association are 
quite high for the average Russian to pay. Because these costs could not be reduced without a long wait 
for corrective federal legislation, the pilot program would have stopped without outside funding. 
Therefore, part of the US AID funding was earmarked for the payment of these costs. In addition, 
because the system of providing maintenance subsidies from the city to the condominiums was not 
completely worked out, outside funds were also used to pay for initial, minor repairs of pilot 
condominium buildings. These funds, however, were not just given to the condominium associations. 
Each association had to hold meetings and democratically decide on the appropriate use of funds. Once 
this was done, the associations had to seek out contractors, negotiate a contract with one of them, 
supervise the work and approve it before the funds could be distributed to the maintenance organization 
contracted. The end result of this funding was that not only did pilot program participants have tangible
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improvements in their buildings as a result of their involvement in the pilot program, but they also were 
able to make real democratic decisions and promote private maintenance contractors at the same time.

}) Use perks as rewards and education
Another way to channel funds in helping to achieve program goals is to use travel to other areas where 
reforms similar to those proposed have already taken place. Trips of this kind are typically viewed more 
as educational opportunities by advisors and funding agencies and more as pleasure trips with 
opportunities to buy hard-to-find consumer items by government officials. The reality should be that the 
trip is more of the former than the latter but still both in order to satisfy the officials. Advisors should 
use these trips to reward positive steps towards reform by officials. For example, in Yaroslavl, the mayor 
and deputy mayor were taken to the U.S. to tour condominiums and meet with USAID and World Bank 
officials but only after they had passed necessary local condominium legislation. The justification for 
this condition being that it did not make sense to study condos and meet with USAID unless their city 
already had committed to a condominium program. The 6 day trip had meetings scheduled day and night 
with only a half day of sightseeing and shopping. The officials viewed the trip as a great learning 
experience and were satisfied with the free time allotted.

k) Find ways around obstacles
The most important factor in every phase of a pilot reform program is dealing with problems effectively. 
Implementing radical reforms means covering new and uncharted legal ground and encountering 
numerous unanticipated obstacles. The main purpose of a pilot execution program is to identify those 
obstacles and propose ways of surmounting them with federal changes so that the same obstacles are not 
encountered during the national roll out. Often, during the pilot execution phase where it is important to 
achieve a secondary goal, the best way to deal with these obstacles is to go around them and then 
recommend ways to remove them entirely with federal changes. For example, in Yaroslavl, the cost of 
performing a legal property description required by the federal condominium law was determined to be 
an average of 1 million rubles. Most condominium associations could not afford to pay this much 
money. After investigating ways to reduce this cost, it became apparent that the only way to do so would 
be to change the definition of a legal description in the federal condo law. Given that our pilot execution 
deadline did not allow for the time required to make such a change, AID funds were used to pay the cost 
and further analysis of the cost structure was done in order to develop recommendations on how to 
reduce the cost of such a description for future condominiums.

1) Update the sponsoring agencies
The whole process of designing and implementing reforms is dynamic and at each step there is new 
information that may have an effect on the outcome of the program. This information needs to be 
communicated to the sponsoring federal agency, the funding agency and all other agencies involved with 
the reform process on a regular basis so that they are aware of any issues and changes that need to be 
made to the reform program. Because of the multiplicity of reform programs with similar and 
overlapping issues, Ae advisor has to act not only as expert on a particular reform process but also as a 
coordinator of all agencies involved in the process - even those that the advisor is not directly responsible 
to.

The advisor also needs to keep in mind that as his knowledge of the reform situation changes it is his 
responsibility to change the knowledge of the agencies he reports to so that they are prepared to make the 
changes to the program that the advisor recommends. In the case of the condominium work that Bain 
had done in Yaroslavl, suggested federal changes to the program were made first in April, 1994 almost a 
month before the first pilot was registered and five months before the proposed date for permanent 
federal condominium legislation.
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m) Use public relations
Reforms are changes to the status quo and as such they are often new and confusing to the public. Public 
relations is thus critical to the reform process in both informing the public that changes are taking place 
and in educating them as to what the changes mean to them. Public relations is also critical in 
minimizing the negative backlash that reforms generate because of misinformation. It is important, 
however, to use public relations thoughtfully. Effective public relations requires a planned, phased 
approach rather than a press release her and there. In planning the approach it is necessary to determine 
which groups will be effected by the proposed reforms and what their concerns will be. Once this is done 
a variety of media should be used to address the concerns of the appropriate constituent groups. This 
often requires the development of not only press releases, but informational pamphlets, brochures and 
informational seminars. Once the target audiences and forms of media are determined, the content 
should be determined. Content at first is often general and educational explaining the broad concepts of 
the reform process and answering anticipated questions. At a later stage the content should focus more 
on practical 'how to's' that explain what peoples' rights are under the reforms and how they can 
participate in the reforms. While public relations is often the work of the advisor working on a particular 
reform process, there also needs to be a role for the sponsoring federal agency in this area.

Public relations was used successfully in implementing condominium legislation in Yaroslavl. The first 
step was identifying the groups that would be effected by the reforms: city officials, the public in general 
- since almost everyone lived in a government owned building that could become a condominium, - and 
residents of the pilot condominium buildings. The media used were one to one meetings and seminars 
for city officials and the residents of pilot buildings, and brochures and eventually press releases for the 
general public. At first, meetings and the brochure were used to focus on explaining the basic principles 
and benefits of condominiums, while later, seminars and manuals were used to explain what residents 
and city officials alike had to do to be registered as condominiums.

Public relations will also be used in promoting the real estate registry on a broader basis. The national 
newspaper, Economica i Zhizn, approached Bain to provide free advertising informing the public of the 
availability of the real estate database software developed in Yaroslavl. Thus public relations will be 
used to enable a greater sharing of experience with other cities and would further promote the reform 
process. In both the condominium and real estate registry areas, the GKI/RPC approved the public 
relations program but played no active role. This is in contrast to other reform programs - voucher 
privatization, agricultural land privatization, etc. - where they have separate advisors concentrating solely 
on public relations

C. Small Business Development
Several lessons learned can be applied to pilot programs dealing specifically with small business
development. These lessons are as follows:
a. At both the federal arid local government levels, there should be one committee that pulls from all of

the relevant agencies and authoritatively deals with small business development issues 
b. Federal reform programs have to be created that encourage compliance by providing incentives and

penalties for local governments 
c. There needs to be a reduction of controls and restrictions in order to reduce the influence of

government corruption and the mafia 
d. The power structure of the relevant government agencies should be examined by understanding the

flow of money
e. Support for small businesses at the government level is minimal and has to be increased by 

increasing public awareness of small business successes 
demonstrating the ability of small businesses to absorb the unemployed
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demonstrating ways that small businesses can reduce budgetary pressures
f. Small business reform programs should be sold as alternative work for city agencies that are losing 

importance

a) Build a committee with all relevant agencies
Small businesses are governed and in turn small business development is determined by a variety of 
federal and local government agencies. These agencies include the justice ministry that makes decisions 
on legal structure, the local and federal tax authorities that make decisions on taxation, the local 
departments of trade and economy that make decisions on a myriad of issues and, for privatized 
businesses, the federal and local property committees (GK3 and KI) that make decisions on management, 
including profile, and access to real estate. These agencies often work independently and at times their 
goals conflict. This phenomenon, along with the fact that few of these agencies worry about small 
business development, has meant that there is no coherent policy towards small businesses. In Yaroslavl, 
this phenomenon was evident when Bain was told by the head of the property committee's privatization 
department that although he was willing to drop the profile restrictions placed on some small businesses 
he could not stop the trade department of the city and district administrations in inspecting these 
businesses and fining them for operating businesses outside of their original profile.

In order for any small business program to be successful there needs to be coordination and agreement 
between the agencies that govern small businesses. One way to do this is to establish, on both a federal 
and local level, a cross-agency working committee that focuses on small business issues and improving 
small business development. This committee would have to be made up of individuals that held 
appropriate levels of authority in their respective agencies so that once decisions on the type of legislative 
changes required were made, each member could go back to their agency and get those changes 
implemented.

b) Encourage local compliance with incentives and enforce penalties
While many federal laws govern small businesses, the real battles of small businesses are played on a 
local basis. The power of the municipality in controlling small businesses should not be minimized 
given the facts that privatized small scale businesses were once municipal property and most small 
businesses rent space from the municipality. It should also not be assumed that municipalities will 
follow a certain program because a federal law says to. Often, what may nappen is that given a new law, 
the municipality may reject it entirely, accept part of it as a pilot program or interpret the law in a way 
that is favorable to them but not in accord with the original law. Therefor, in order to get local 
governments to implement federal laws in the way they were intended, federal programs should include a 
system of incentives and penalties that encourage compliance at the local level. Federal programs should 
also be as specific as possible so as to minimize the ability of local governments to violate the spirit of 
the reform while still following the letter.

Examples of how this principle was both well and badly applied exist in the Russian small scale 
privatization program. The program was successful in providing positive incentives to privatize by 
giving the cities a large portion of the privatization proceeds. As a result, a majority of small scale 
enterprises have been privatized. However, the program was not complete in either its specificity or in its 
enforcement. The lack of specific requirements for exclusion from the privatization process meant that 
many cities have kept up to 40% of their small scale enterprises from being privatized. The lack of a 
penalty or enforcement vehicle has allowed these cities to violate the privatization law - by removing 
businesses from privatization or imposing profile restrictions for a period longer than the federally set 
maximum - without any type of reprimand at all.
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c) Reduce controls and restrictions
Russian small business, even those located in smaller cities, are increasingly plagued by the mafia who 
extort money for protection and control supply lines. At the same time, local and federal governments, in 
an effort to raise revenue and increase control, have increased the regulations effecting small businesses. 
These 2 phenomenon are not wholly unrelated. One of the reasons for the increase in mafia activity - 
otherwise known as the criminalization of the economy - is the fact that with increasing government 
regulation it becomes increasingly difficult to make a profit and keep a business running without 
somehow breaking the law. In initial interviews of small businesses located outside of Moscow, 
entrepreneurs freely admitted that they cheated on their taxes. While cheating or. taxes is an almost 
international trait among small business people, the fact that the effective tax rate was 70% of profit 
meant that this trait was more prevalent among the entrepreneurs of Russia than those of the rest of the 
world. With the recent federal law reducing federal limits on municipal taxation, municipalities have 
imposed new turnover taxes and increased profit taxes thus increasing the need to cheat. With it being 
almost a necessity to break the law in order to be profitable, the ranks of small business people are both 
increasingly filled with and approached by 'mafia' types. In other words, if you are a small business 
person, you either have to be in the mafia or you have to pay money to the mafia because your 
technically illegal activities - along with the authorities' lack of power - keep you from calling the 
authorities to protect you.

Thus, one way to both decrease the influence of the mafia and increase small business development is to 
reduce regulations. This will allow more people to initially become entrepreneurs while allowing 
existing entrepreneurs to be honest and Still make a profit. Less restrictions will mean that there is more 
opportunity for all entrepreneurs and that will reduce the need for the mafia to take from others in order 
to be successful.

d) Understand the flow of money
Small businesses are a source of revenue for both federal and local governments. The key to 
understanding the government power structure as it relates to small businesses, is to, therefore, track 
which parts of the government receive what small business generated revenue. Once this is done, 
potential arguments against and for proposed reforms can be anticipated. Understanding the money flow 
can also insure that reforms are structured in such a way that financial incentives are created that 
encourage government cooperation. In Poland, municipalities controlled all commercial space and used 
revenues from the rental of these spaces along with income taxes to support their budgets. In order to 
encourage small business development, the federal Polish government gave a one year tax holiday on 
both personal and corporate taxes to anyone who started a business. Because this law in effect made 
leasing the only source of revenue for municipalities it had the additional effect of encouraging leasing of 
commercial spaces or increasing supply while increasing demand for commercial space by encouraging 
the establishment of new entrepreneurs.

e) Increase government support of small businesses
Most municipalities have neutral or negative attitudes towards small businesses. The municipalities 
correctly realize that most of their revenue comes from taxes on large, formerly or currently state owned 
enterprises. The Soviet attitude was that the only businesses of value were production enterprises and 
that trading was merely usury and speculation where one bought at a low price and cheated others by 
selling at a higher price. This attitude still prevails to varying degrees throughout Russia. Any advisor 
or sponsoring agency needs to combat this view of small scale businesses before they can begin to gain 
support for any small business reform program.

There are 3 basic ways to increase government support of small businesses. The first way is to increase 
public awareness of small business success stories in order to encourage others to start businesses by
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dispelling Soviet connotations of small business as black marketeering that provides no value to the 
general public. The second way is to make it clear to local officials by citing examples in both Central 
Europe and other Russian cities that the large enterprises they currently rely on for tax revenues are likely 
to reduce their production thus reducing their tax payments and, more importantly, their employment 
levels. The only way to quickly absorb the likely increase in the unemployed is through small 
businesses. The third way is to show how small businesses can reduce budgetary pressures. Because 
most local governments will be skeptical of how much additional revenue they will get from taxes on 
new small businesses, it is best to emphasize how small businesses can reduce city costs. For example, 
small businesses can reduce city spending on maintenance and renovation by paying for these costs as 
they relate to the commercial spaces they occupy.

f) Sell reform programs as alternative work for shrinking agencies
Small business reform programs are likely to involve work for the government agencies involved. This 
work is often initially unwanted because it appears to be an additional burden. However, a great benefit 
of this additional work is that it provides a justification to keep agencies that are losing importance. In 
local governments, these agencies often include former planning committees or the privatization 
departments of the property committees who may have privatized all the enterprises they can. In 
Yaroslavl, the privatization department of the city property committee realized that it had almost no 
enterprises left to privatize and that unless it took the lead on building the real estate registry it would 
have to shut down for lack of work. As a result, the privatization department became a strong supporter 
of our proposed reforms, (please refer to slide e in Appendix one for summary of small business 
development lessons learned)

D. Real Estate Reform
The lessons learned that can be applied specifically to real estate reforms are as follows:
a. Before properties can be released to the public, there should be consolidation in one government

agency of all controlling rights over a single piece of property, 
b. Property registries should be created to make critical information over ownership and status of sites

available to the public and to keep properties from being 'hidden.' 
c. The development of third party brokers should be encouraged, 
d. Contacts and cooperation need to be established with all local agencies that control real estate: the

I' n, KI, ZhKU, land committee and city architect's office 
e. Standard documents and procedures with maximum time allowances should be established and then

publicized so as to minimize the extent of government 'judgment.' 
f. The reduction of government control over real estate should be encouraged by emphasizing the

government agency's ability to profit from quick financial gain by selling space or giving out long
term, secure leases.

a) Consolidate controlling rights
Most pieces of state or municipally owned real estate have three controlling interests. These are the 
owner who has the right to set rents, the lessor who has the right to lease space and the balance sheet 
holder who has the responsibility to maintain the space. Typically for municipal properties, these 
interests are held by different agencies with the city administration being the owner, the property 
committee (KI) being the lessor and the housing authority (ZhKU) being the balance sheet holder. As 
was found in phase I of the Bain small business development work, the uncoordinated management of 
these three critical rental property functions seriously hampers the leasing and eventually the selling of 
space. The best way to insure that these functions are coordinated and that properties are leased to the 
public is to have one agency control all three interests within a single piece of property. In Yaroslavl, we 
saw that when the KI took a property onto its balance sheet it also illegally acted as the owner and
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retained the majority of the rent proceeds. The KI was more active a lessor of these spaces versus those 
that it did not have on its balance sheet.

b) Create publicly available property registries
Information on ownership and legal status of real estate is critical to would-be entrepreneurs but it is 
often hidden and traded for personal gain by the agencies that control it. Properties that may be available 
for commercial use can be 'hidden' by local officials that say they are being leased out when they are not. 
This is why establishing accurate, publicly available real estate registries is critical to the success of any 
real estate reforms.

c) Encourage the development of third parties
Government agencies are long accustomed to controlling the use of real estate. These agencies often 
have difficulty, however, in applying capitalist market principles to that real estate. Agencies should be 
told of the benefits of minimizing their personal involvement and maximizing potential rental revenue by 
using a third party. In the case of leasing, this third party would be a private individual who, by 
receiving a commission on rental revenue, would have an incentive to find tenants who most valued the 
available spaces and therefore, best utilized them.

d) Work with the key players
For almost all municipal real estate there are a few key players that any reforms would involve. They 
include the Bureau of Technical Inventories (BTT), an oblast agency that keeps general real estate data 
and information on buildings' physical characteristics and the oblast and city property committees (KI) 
that are in charge of leasing government owned property. Other players are the housing authority 
(ZhKU) that often has residential buildings on its balance sheet, the land committee and the city 
architect's office who has control over building plans. In addition to these government agencies, private 
and state owned factories often hold large amounts of real estate including both production related 
facilities like warehouses and research offices and residential housing. Since the cooperation of some or 
all of these groups will be necessary for almost any real estate reforms, time should be spent developing 
contacts with them.

e) Develop standard documents and procedures
Corruption in government comes when there is either too much control or too much leeway for personal 
judgment. In real estate, laws are often vague and do not prescribe set criteria required before an action 
can either take place or not. As such, these laws are subject to interpretation by local officials who often 
reward friends and contacts but not legitimate business people who happen to be strangers or not 
forthcoming with bribes. The way to attack this phenomenon requires two steps. The first step is to 
create standard contracts and documents and standard procedures that set automatic approvals unless a 
decision is made that a pre-defined set of limited criteria are violated within a set time allowance. Once 
these standards are created, they should be publicized so that both government officials and citizens know 
their rights and obligations. Following these two steps should have the effect of limiting the level of 
individual government 'judgment' that takes place in making decisions on real estate.

f) Emphasize benefit of quick profits
Russian oblasts and cities are caught in a struggle over maintaining control and staying financial solvent. 
With increasing political and economic freedoms and decreasing industrial output this struggle worsens. 
In order for real estate reforms to be successful, local governments need to be convinced that the loss of 
control over real estate that these reforms bring has minimal negative effect and that these negative 
effects are outweighed by the financial benefits of the reforms. There should be an emphasis on real 
estate reforms as, firstly, ways to reduce costs and, secondly, providers of revenue as city officials are 
often skeptical of the revenue potential of any reforms. In Yaroslavl, the city administration views
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condominiums as a way to reduce costs and political backlash by reducing the involvement of the ZhKU 
in such buildings, (please refer to slide fin Appendix one for summary of real estate reform lessons 
learned)

E. Specific Real Estate Reforms
In addition to the lessons learned that can apply specifically to all real estate reform projects, the Bain 
team has assembled those lessons or operating principles that can apply to specific real estate reform 
projects, namely, the establishment of a real estate registry and condominiums.

I. Real Estate Registry
The lessons learned in establishing a real estate registry in Yaroslavl are as follows:
a. Persuade the city of the merits of creating a property registry by emphasizing the facts that it will...

provide work for the increasingly idle privatization department of the property committee
allow the city to maximize its real estate revenue
fulfill the legal requirement to collect information on municipal property

b. Build on existing information and systems so as to simplify the process and get all parties involved, 
c. Persuade all parties to give up their real estate information to the registry by convincing them of the 

benefits of...
having access to all real estate information within the registry
distributing the information for a fee

For a national roll out,
d. Publicize the program merits through the mass media and a brochure that summarizes all selling

points 
e. Distribute 'how to' manuals and software

a) Emphasize benefits to the city
For the city, creation of a real estate registry had a few clear benefits. These were emphasized so that 
support was quickly won. The benefits included providing work for the property committee's 
increasingly idle privatization department which had completed privatizing all of the eligible small scale 
enterprises. A second benefit was that the registry, by tracking all property including that which was 
municipally owned, was an excellent management tool that could be used by the city's official lessor, the 
KI, to maximize rental revenue. Thirdly, the real estate registry fulfilled a federal legal requirement of 
municipalities to collect information on municipal property. These three benefits together provided the 
appropriate amount of incentive to keep the city interested in completing the registry even as the advisor 
assistance was decreasing. The benefits of the registry also created a pooitive attitude amongst city 
officials towards Bain and other reforms Bain was implementing.

b) Build on existing information
All municipalities are likely to already have some information on their real estate. They may even have 
some of it recorded in computer form. It is likely that this information resides with the BTI or the KI. In 
order to minimize the time required to complete the registry and maximize the acceptance of appropriate 
city agencies, the existing information and systems should be used as much as possible to build the new 
registry. In Yaroslavl, the Bain team led the restructuring of an existing database that was being 
constructed by a local computer programmer. The restructuring and updating of the existing database 
took much less time than the building of a new one and insured the use - for both creation and subsequent 
updating - of a local resource rather than a more expensive outside advisor. Using the revised version of 
the existing database meant that the data already in the database did not have to be re-entered and that 
agencies did not have to redo previous efforts.
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c) Persuade all parties to give up their information
The most difficult part in building the real estate registry was to get each of the relevant agencies to give 
up their exclusive knowledge of real estate information to the registry. Each agency at first felt that the 
real estate information it had was confidential and that they would gain nothing and lose their influence if 
they gave it up. The way to fight against this attitude was to convince each agency involved that access 
to a registry with complete information on all pieces of real estate would have greater value to them than 
the limited real estate information they held on a limited set of properties. The registry, in effect, would 
be the only way for them to get real estate information on properties that other agencies held and in order 
to get access to this registry they had to contribute their own information. The value of having the 
registry's complete information was not only that each agency could get information it did not have 
before but that each agency could sell this information to the public for a fee. Thus, through cooperation, 
the agencies would thus have more information and revenue producing power than before. The benefit to 
the public was that there was no longer one agency with a monopoly on a certain piece of real estate 
information, several agencies now would compete to provide that information.

d) Publicize program merits
Given the lessons learned during the pilot execution phase of the real estate registry, the national roll out 
should have two major activities. The first activity is to publicize the merits of real estate registry 
creation through the mass media with the use of articles and brochures that summarize the 
aforementioned benefits to cities.

e) Distribute manuals and software
The second activity is to distribute practical 'how to' manuals that explain how to create the registry as 
well as software containing basic real estate database. This Bain team has already created both of these 
materials as part of the pilot program. Because of the relatively strong interest in Yaroslavl and other 
Russian cities in establishing registries it seems feasible that this program can continue without advisor 
support if there is an appropriate level of publicity and someone is present to drive the roll out process. 
The Bain team has made 2 arrangements to help make this happen. Firstly, with OKI and USAID 
approval, Bain signed a publicity agreement with the national newspaper, Economica i Zhizn, to 
publicize the existence of the software and the manual and to distribute it to interested municipalities for 
no additional cost to USAID. In order to insure that someone drives the roll out process, the Economica i 
Zhizn agreement allows the newspaper to make agreements with cities whereby the city provides non- 
confidential city real estate information in return for receiving the registry materials. The second driver 
of the process is the software developer, who, under the software development contract signed with Bain, 
has the right to offer his services of modification of the software to cities that receive it.

2. Condominiums
The lessons learned in converting buildings with residential and commercial units to condominiums are
as follows:
a. Assume that there will be skepticism and a negative attitude towards reform in general and that 

people will resist being part of an experiment.
b. Use published materials and public seminars to proactively address concerns and educate both 

citizens and officials, stress:
that there is a choice between two types of change, not a choice between change and status quo
the ability of condominiums to provide private land ownership within city limits
the ability of condominiums to allow citizens to better control and utilize their space and city
subsidies
the benefit to the city of setting known versus unknown subsidy budgets
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c. The single criteria for a good condominium candidate is a willingness to becomes a condo,
therefore, use public relations and publicity to attract interested buildings rather than trying to pick 
pilots objectively

d. Poll residents through the use of general meetings, one to one interviews and surveys in order to: 
assess concerns
sell the benefits of condominiums
judge satisfaction with the building before znd after condominium registration 
increase tenant confidence in their ability to manage their building 

e. Train local authorities on the details of condominium registration 
f. Develop 'champions' in each pilot site and involve them closely in preparation activities so that they

can carry on once advisors have gone
g. Train condominium association members to do what is required, don't have advisors do it for them 

use training materials that outline 'how to's' 
provide detailed check lists

For national roll out, privatize the process since the level of effort required for pilot execution is not
sustainable on a national basis. This can be done by taking the following steps:
h. Use an implementation team to launch a publicity campaign using information brochures, press

releases and positive opinions from existing condo association members 
i. Invite the public to general informational meetings run by the implementation team 
j. Distribute informational and training materials with check list of specific activities to self appointed

building 'champions'
k. Follow up with champions, assist in the registration process if necessary 
1. Train the initial group of champions and interested lawyers to perform registration

a) Assume a negative attitude of participants towards change
Reforms related to housing and directly effecting ordinary citizens are highly contentious. Russian 
citizens who have gone through a rough, three year, transition period from communism to capitalism are 
very wary of any new reforms and view them skeptically and negatively. In addition to a general dislike 
of reforms, ordinary citizens view any pilot project as an experiment where they are the guinea pigs and 
can only lose. It is because of these attitudes, that the first step for any condominium program is to 
educate people, proactively distributing informational brochures and press releases and meeting with 
people so that concerns are addressed and misconceptions are stopped.

b) Proactively address concerns
There are several points to stress in communications with the public and city officials alike. Firstly, the 
message that the alternative choice to condominiums is not the status quo should be stressed. Change is 
inevitable given that people own their apartments and technically a share of their building's common 
space and that the city can no longer afford to manage and maintain the buildings on its balance sheet. It 
should be stressed that condominiums did not cause these changes, they are merely the best solution to 
address these changes.

Secondly, publicity should stress the unique ability of condominiums to provide private land ownership 
within the city. At present, land privatization applies only to land located outside of cities and 
condominium associations are the only private entities allowed to own land within the city. For many 
would be condominium association members this is the only way to own land and more importantly 
control what gets built on it.

Thirdly, it should be clear that condominium association members are in a better position to control their 
common space and utilize city subsidies than their non condo counterparts. The only difference between
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a condo and a municipal building is that in a condo, the condo association, not the city, decides on how 
subsidies will be spent and how much owners have to pay for maintenance. The level of subsidies is the 
same in both the condo and the municipal building, the only difference is who chooses how to spend the 
money.

Fourth, the city should be sold on the idea that condominiums allow them to better define budgets and 
get out of the politically sensitive job of maintenance. Some municipalities find that they have to exceed 
budgets for maintenance costs in order to provide an acceptable level of service to tenants. These cities 
are increasingly paying for the costs of theft and mismanagement rather than additional service. In 
distributing subsidies to condominiums the city can give a set amount of money based on the building's 
needs and leave the responsibility of spending that money fairly and efficiently to people who have an 
incentive to do so; the condominium association.

c) Pick willing candidates as pilots
Despite the fact that the current federal condominium law is mandatory, there is not real means of 
enforcing condo creation. Thus, condo creation is voluntary and requires the consent of pilot owners. 
Even after a thorough publicity campaign, not everyone wants to be part of a pilot condominium pilot. 
For advisors selecting condominium pilot sites, there is a limited market and that market is made of those 
willing to participate not the whole city inventory of buildings. Pilot selection thus depends on 
willingness to go through the process and public relations and publicity should be used to bring those 
willing parties forward to the advisor.

d) Poll residents
Once pilots are selected, the opinions of the residents should be monitored to insure their continued 
support. This requires a constant flow of information that can be garnered through the use of general 
meetings, one to one interviews and surveys. All of these forms of interaction should have several aims 
The first is to assess residents' concerns and identify any issues that residents may have with the program. 
Secondly, once concerns are identified they should be addressed and other benefits of condominiums 
should be sold to the owners. Thirdly, the value to the owners of the condominium association should be 
gauged by comparing their satisfaction with their building and its management before they registered it as 
a condominium and after they have established a functioning association that has made and executed 
relevant decisions.

e) Train local authorities on the details of condominium registration
Given the sheer speed and volume of Russian legislative reforms and changes, most municipalities have a 
difficult time keeping abreast of what changes are happening let alone understanding how to administer 
each change. This is why it is critical for the advisor to not only inform the local government officials of 
new laws and convince them of the new laws' merits, but also to train them on what they need to do 
differently in order to administer the new laws. The training process is useful in two ways. It establishes 
the advisor as an expert and a helper rather than as a federally imposed burden and it insures that reforms 
continue once the advisors leave.

f) Develop champions
Advisors can not and should not lead all of the discussions on condominiums. Deciding owners can 
much better relate to a fellow owner than a foreign advisor. In any pilot where interest in condominium 
registration is raised, there is usually at least one strong supporter or 'champion' of the condominium 
concept. This supporter should be coached by the advisor and developed as an advocate for 
condominiums in his building. Once agreement on condominium registration is reached, the champion 
should lead the charge to have their first general meeting and begin true owner participation.
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g) Train condominium members
With the development of a champion, the role of the advisor is to train and support that champion and his 
fellow condo association members. This can be done by providing owners with manuals that address the 
basic 'how to's' of condominium organization. The manuals should be supplemented by detailed and 
easy to follow check lists that detail the steps that condo association members have to take once the 
advisors are gone.

Because of the large level of effort required by the advisor, the previous lessons learned apply more 
specifically to pilot execution than national roll cuts. Beyond the required federal changes, in order to 
have a national roll out of condominiums there must be a way to either reduce the amount of effort 
required or pass some of it off to private individuals or, in other the words, privatize the process.

h) Launch publicity campaigns
In privatizing the process, the assumption is made that a low cost implementation team run by the 
sponsoring federal agency would be involved in creating publicity and training private individuals to 
carry out details of the process. The first step in this process would be to launch a city specific publicity 
campaign focusing on educating the public and selling the benefits of the program. This campaign would 
include the distribution of information brochures and the circulation of press releases and positive 
opinions from current condominium association members in pilot cities.

i) Invite the public to general informational meetings and identify champions
As this initial campaign reaches its completion, the implementation team should invite the public to 
general informational meetings where interested parties can ask questions. The content of these meetings 
will be similar to the publicity campaigns in educating the public and selling the program. Additionally, 
the meetings can be used to assess and then directly address the concerns of citizens. The main goal of 
such meetings, however, would be to identify interested parties of self appointed champions who would 
be interested in converting their buildings to condominiums. Ideally, it would be best to identify a group 
of several champions who can work together and support each other through the registration and start up 
process.

j) Distribute training materials
Once champions are identified, the team should train them and support them with the aforementioned 
training materials and check lists taking them through every step of the registration process.

k) Follow up with champions
At this point, the implementation team can monitor the progress of the first 2 sites and support them 
when necessary. The team should insure that the first pilots are registered smoothly but should not spend 
more time on these sites than the buildings' champion.

1) Train champions and lawyers
Once the first pilots are registered, the implementation team should encourage building champions and 
interested lawyers to help other interested buildings through the conversion process. The team can train 
both on what specific activities they can perform for interested buildings and how they might be able to 
bill these buildings for these services. Given that the largest portion of the time required for registration 
is the time required for owners to decide on charter revisions, full time hired champions and lawyers can 
feasibly do several buildings at a time, thus leveraging their knowledge and reducing their cost to the 
condo association. If one assumes that condominium registration will truly be mandatory but still will 
benefit from outside support, being a hired condominium champion may be a desirable occupation.
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Yi Summary
In April of 1993, concerns over the quality of service provided by privatized and new private small scale 
businesses were raised by the Russian State Property Committee (GKI). The United States Agency for 
International Development (USAJD) provided funding to quantify this problem, identify its root causes 
and develop appropriate reform programs to address it. Bain & Company was hired for this task and 
discovered that a) the quality of small scale businesses in Russia was much lower than those of the 
reformed economies in Central Europe and that b) 5 major factors limited small business development. 
The major issue affecting the quality of small businesses was the level of competition measured by the 
density (number of outlets per inhabitant) of outlets. Limited access to real estate was, in turn, the major 
factor affecting the growth of new businesses and outlets.

Phase n was developed as a pilot reform program that would be replicable on a national basis with the 
objective of increasing access to real estate. The city of Yaroslavl was chosen for the site of this reform 
program whicl. focused on 5 integrated, real estate related activities. These activities included: 
a. Creating a transparent, freely accessible commercial property registry 
b. Assisting in the creation of a system that allows commercial ownership of built-in spaces 

concentrating on
1) assisting in the development of legislation for built in space sales and
2) developing federal condominium legislation and implementing it on a local level, 

c. Beginning to create an efficient leasing and subleasing environment by making fundamental
improvements

d. Proposing reductions in legislative burdens on entrepreneurs 
e. Publicizing new legislation and programs

While Bain was successful in completing these activities, they, in and of themselves, will not realistically
make a great impact on the development of small businesses in Yaroslavl or in Russia. While Bain
addressed access t ; 'eal estate in Yaroslavl, there are still other factors that effect small business
development. Furthermore, the real estate reforms in Yaroslavl will not make an impact on the rest of
Russian unless numerous legal changes are taken at the federal level to insure that the main reform
programs undertaken - property registration, sales of built in space and condominium creation - can be
rolled out smoothly on a national basis. In general, the changes required need to follow the Qeneral
principles of any reform program. These are to:
a. Simplify the process and minimize the costs of reform to participants
b. Empower the people involved
c. Commercialize the process wherever possible

Along with these principles, there were many lessons learned during the implementation of real estate 
reforms in Yaroslavl. These lessons learned are relevant to sponsoring federal agencies like the OKI, 
funding agencies like USAID and ether advisors like Bain. The lessons can be applied at several levels. 
They are applicable to general reicrms as well as reforms relating to small business development, real 
estate in general and real estate registries and condominiums in particular.

The Yaroslavl real estate reform program has made an impact, albeit small, on the general Russian 
reform program. Given the chaotic nature of reforming economies, we hope that our recommendations 
for future changes and lessons learned will be useful in continuing those reforms.
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VI. Appendix
A. Supporting slides

a) Russian quality of retail vs. Central Europe
b) Project overview by phases
c) Density as the driver of quality differences
d) 5 major obstacles to small scale business
e) Small busness development reform lessons learned
f) Real estate reform lessons learned

B. Contract documents
a) Original Task Order
b) No Cost Revision
c) February 11,1994 memo on work plan delays
d) April 21,1994 memo on completed deliverables as of March 31,1994

C. Supporting Documents (to be sent under separate cover)
a) City Government Real Estate Manual
b) Model Public Relations Program
c) Performance Against Deliverables
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a.

SMALL BUSINESS DEVELOPMENT STORE CHECK

NIZHNI 
NOVGOROD

VLADIMIR 

YAROSLAVL|

ROSTOV-ON-DON 
CHELYABINSK

COMPARED PERCEIVED QUALITY OF STORES

"SHOPS IN CENTRAL EUROPE, 
ESPECIALLY IN WARSAW, ARE NOW 

PRETTY CLOSE TO WESTERN 
STANDARDS"

CZECH REPUBLIC

POLAND 

HUNGARY

AVERAGE RATING OF STORE QUALITY*
* IN EACH CITY/REGION. 4 STORES (BOTH PRIVATE AND MUNICIPAL) WERE RATED FROM 

1- LOW TO 10-BEST ON 10 CRITERIA

SOURCE: STORE CHECK RESULTS, BAIN ANALYSIS

"RUSSIAN SHOPS, BOTH PRIVATE AND 
MUNICIPAL, ARE USUALLY POORLY 
DESIGNED

"THE RUSSIAN SYSTEM - CHOOSING AN 
ITEM, PAYING AT A DIFFERENT PLACE 

AND LINE AGAIN TO GET THE PRODUCT 
ENCOURAGES LONG LINES AND IS A 
WASTE OF TIME FOR THE CUSTOMER-

November 4,1993; 0001NB221 USS



b.

SMALL BUSINESS DEVELOPMENT PROJECT OVERVIEW

OBJECTIVE: IDENTIFY KEY OBSTACLES TO IMPROVE 

THE QUALITY OF SMALL BUSINESS 

DEVELOPMENT AND LAUNCH PILOT 

PROGRAM TO ELIMINATE THESE OBSTACLES

PHASE ONE

IDENTIFY THE INITIATIVES

THAT SHOULD BE TAKEN

TO IMPROVE THE SUCCESS OF

SMALL BUSINESS DEVELOPMENT

PHASE TWO

DESIGN AND TEST A NATIONAL

IMPLEMENTATION PROGRAM

THROUGH A PILOT

PROGRAM

July 30.1993; 0001AN640 USS



c.

SMALL BUSINESS DEVELOPMENT DENSITY IMPACT ON QUALITY
•r*

QUALITY 12 
INDEX

POLAND

NB: VLADIMIR IS THE ONLY REGION WHERE NUMBER OF OUTLETS HAVE BEEN
PHYSICALLY INVENTORIED 

SOURCE: GKI. IFC, GOSKOMSTAT. BAIN ANALYSIS

12 15 18

NUMBER OF OUTLETS (TOTAL) 
1000 PEOPLE

May 3.1993; 0001MS288 USS



d.

SMALL BUSINESS DEVELOPMENT KEY INITIATIVES

SUMMARY

IMPROVE PERFORMANCE 
OF SMALL SCALE BUSINESS

INCREASE NUMBER OF 
OUTLETS

IMPROVE ABILITY OF BUSINESSES 
TO COMPETE

INCREASE
ACCESS TO

REAL ESTATE

• PROVIDE COMMERCIAL 

SPACE

• ENCOURAGE 

SUBLEASING

SIMPLIFY 
REGISTRATION

> SIMPLIFY PROCEDURE

' REDUCE COST OF 

REGISTRATION

REDUCE 
REGULATIONS

IMPROVE
QUALITY

OF SUPPLY

• GRANT TAX HOLIDAYS

• REDUCE PRICE/ 

MARGIN REGULATIONS

• PRIVATIZE

• ENCOURAGE 

START-UPS

• ENCOURAGE IMPORTS

• IMPROVE IMAGE OF 

ENTREPRENEUR 

(SUCCESS STORIES)

• PROVIDE BOOKS FOR 

TECHNICAL SKILLS

• PROVIDE BUSINESS 

INFORMATION

• PROMOTE OUTSIDERS 

VS. INSIDERS

NECESSARY CONDITION)

ENTRY BARRIER

FOSTER AN 
ENTREPRENEURIAL 

ATTITUDE

OPERATING 
FLEXIBILITY

May 13, 1993; 0001NB340 USS



e.

SMALL BUSINESS DEVELOPMENT YAROSLAVL REAL ESTATE REFORM PROGRAM
SMALL BUSINESS DEVELOPMENT REFORM LESSONS LEARNED

A. At both the federal and local government levels, there should be one 
committee that pulls from all of the relevant agencies and authoritatively 
deals with small business development issues

B. Federal reform programs have to be created that encourage compliance by 
providing incentives and penalties for local governments

C. There needs to be a reduction of controls and restrictions in order to reduce 
the influence of government corruption and the mafia

D. The power structure of the relevant government agencies should be
examined by understanding the flow of money 

E. Support for small businesses at the government level is minimal and has to
be increased 

F. Small business reform programs should be sold as alternative work for city
agencies that are losing importance

@ Bain United Kingdom Inc. 1994 
FSBE 4092701



f.
SMALL BUSINESS DEVELOPMENT YAROSLAVL REAL ESTATE REFORM PROGRAM e/

REAL ESTATE REFORM LESSONS LEARNED

A. Before properties can be released to the public, there should be
consolidation in one government agency of all controlling rights over a single
piece of property. 

B. Property registries should be created to make critical information over
ownership and status of sites available to the public and to keep properties
from being "hidden."

C. The development of third party brokers should be encouraged.
D. Contacts and co-operation need to be established with all local agencies 

that control real estate: the BTI, Kl, ZhKU, land committee and city 
architect's office

E. Standard documents and procedures with maximum time allowances should 
be established and then publicized so as to minimize the extent of 
government "judgment."

F. The reduction of government control over real estate should be encouraged 
by emphasizing the government agency's ability to profit from quick financial 
gain by selling space or giving out long term, secure leases.

e Bain United Kingdom Inc. 1994 
F SBE<4092701
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KPMG Peat Marwick

SUBCONTRACTOR BASIC ORDERING AGREEMENT NO. 3108-C

TASK ORDER NO. 002

Effective Date: November 1, 1993 Through January 31, 1994 

Performance:

This Task Order is authorized under KPMG Peat Marwick's Prime 
Contract No. CCN-0005-C-00-3108-00. Performance shall be in 
accordance with the following:

The subcontractors will spend ninety working days in Moscow and 
other cities counting work for the privatization of small scale 
enterprises being developed by the OKI and which has been underway 
since June 1992. Small scale enterprises in Russia are defined as 
retail trade, catering and service outlets. Small scale 
enterprises include such diverse businesses as food stores, 
clothing retail stores, restaurants, cafes, tailoring services and 
repair outlets. To date, over 50 % of the previously municipally 
owned small scale enterprises have been privatized by city 
authorities and some cities have nearly completed their programs., 
The Russian government plans on completing small scale 
privatization in early 1994. See issues set forth in Attachment A. 
hereto and deliver a written report of findings.

Coordination:

Tasks and Reporting; Mr. Roger Leeds
(202) 467-3842

Contract Administration; Mr. Jack Summers
(202) 467-3433

Billing Shall Be Addressed To; Ms. Pamela Fingers
KPMG Peat Marwick 
2001 M. Street, N.W. 
Washington, D. C. 20036

Type of Task Order; Cost Plus Fixed Fee (CPFF)

Ceiling Price; $620,389. Maximum for
Labor, All Expenses, And 
International Business 
Class Airfare.

*This corresponds to KPMG's Task Order #7-0025-KPMG.
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KPMG Peat Marwick

Task Order No. 002 
Page 2

Schedule:

See Attachment B

Please note that fees for services should be itemized separately, 
KPMG Peat Marwick will reimburse Bain & Co., Inc., for the cost of 
Business class airfare on a U.S. flag carrier; therefore when 
reporting expenses, a copy of the travel itinerary identifying the 
cost of full coach airfare for each ticket should be included. 
Other expenses including food, lodging, local transportation and 
reasonable incidentals are also reimbursable up to an in country 
per diem. All lodging expenses being submitted for reimbursement 
should be itemized, and accompanied by ORIGINAL receipts. Meals 
and incidentals shall be paid at the flat rate of $75 per day, no 
receipts are required for these expenses. (Rates may vary in other 
cities.)

Invoicing and payment shall be in accordance with Subcontractor 
Basic Ordering Agreement No. 3108-00-C ARTICLE VI-SPECIAL 
PROVISIONS - Paragraph B. entitled "Invoicing and Payment".

Limitation of Liability;

No liability on the part of KPMG Peat Marwick, legal or otherwise, 
shall arise for costs incurred by Bain & Company, Inc. in excess of 
$620/389. for labor, all expenses and Business Class Airfare unless 
additional effort and/or airfare ceiling incorporated as a 
Modification to this Task Order.

Acknowledgement and Acceptance:

KPMG Peat Marwick Bain & Co., Inc.
2001 M. Street, N.W. Two Copley Place
Washington, D. C. 20036 Boston, MA 02217-0897

By: IZ^W^rV^0^ By: ^ "7 4 __    
Darwin i!F©hrt&Sn_) Mr. Colin Anderl^pn
Principal ^ Vice President^-^a

Treasurer

Date: //oW7y- Date:
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KPMG Peat Marwick

ATTACHMENT A

STATEMENT OF WORK

To provide concrete examples of methods to improve the 
quality of small scale businesses in Russia: and

To develop and implement a local pilot program that will 
begin to create a free commercial real estate market in 
Yaroslavl and that can be rolled out across Russia.

The two major components of these objectives are:

Legislation. Work with the relevant federal and local bodies to 
assist in developing and implementing pilot commercial sales/ 
condominium and leasing legislation to:

Break the municipal monopoly on space and reduce the 
involvement of the municipality in allocating space;

Create true private ownership and competitive supply;

Ensure the freedom of private owners to make decisions on 
use and disposition;

Provide for proportionate and fair allocation of costs to 
private owners; and

Provide a replicable model that can be used throughout 
Russia.

Pilot Sites. Test and showcase legislation through the creation 
of pilot condominium sites that will begin once local legislation 
is passed.

Overall public relations work with the relevant city 
government (publicizing each region as a place 
where private business can function 
efficiently).
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KPMG Peat Marwick

ITHER DIRECT COSTS 
MALL BUSINESS DEVELOPMENT

IALARIES + BONUS
awyers (2) 

(Yaroslavl Secretary 
tther (Interpretors, etc.) 
ocal Assistants 
ublic Relations Assistant

OTAL

RAVEL & INCIDENTAL

Russian Travel
Int'l Travel (see below)
Living Allowances

OTAL

IQUIPMENT 
Capital

•OTAL

:ACILITIES
tental
)perating Costs - Yaroslavl
Dperating Costs - Other

OTAL

DUTSIDE EXPERTS 
Vorking Commission 
awyers 
tier

fOTAL

FRAINING 
Manual

rOTAL

TOTAL OPERATING COSTS 

REGIONAL DISBURSEMENT 

GRAND TOTAL

November December January

$2,200 
50 

1.360 
600 
700

4,910

11,040 
15,200 
4,700

30,940

10,000 

10.000

600 
800 

6,000

7,400

5,000 
5,000 

11,000

21,000

0 

0

74,250

$74,250

$2.200 
50 

1,360 
600 
700

4,910

11,040 
15,200 
4,700

30.940

10,000 

1 0,000

600 
800 

6,000

7,400

5,000 
5.000 

11.000

21.000

0 

0

74,250

1 5,000

$89,250

$2,200 
50 

1,360 
600 
700

4,910

11,040 
15,200 
4.700

30,940

10,000 

10.000

600 
800 

6,000

7,400

5,000 
5,000 

11,000

21,000

100,000 

100,000

174,250

15,000

$189,250

Page 2 

Total

$6,600
150

4,080
1.800
2.100

14,730

33.120
45,600
14.100

92.820

30,000

30.000

1,800
2.400

18.000

22.200

15.000
15,000
33.000

63.000

100,000

100.000

322.750

30.000

$352,750

(international Travel Breakdown # o( Trips
11

Cost
4,145

Total
45.600
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BUDGET NOTES

1. Adjustments may be made between line items up to 15% without Mission concurrence. Line item 
adjustments in excess of 15%, increases in the level of effort,increases in the grand total and/or changes 
in the work plan must be approved by all parties in an amendment to this Task Order.

2. The Consultant will seek a cost sharing arrangement with local counterparts when entering into 
subcontracts or rental of office space and/or communications equipment whenever possible.

3. Consultants must be approved by USAID based on experience and availability.

4. Russian labor who are not bonafide employees of the Contractor, will receive only the daily salary 
rate without fringe benefit, overhead or other indirect costs.

5. Procurement and placement of equipment in host country organizations will be in compliance with 
USAID procurement policies and procedures.

6. Any international roundtrips beyond one trip per consultant must receive prior approval (see 
special instructions in memorandum from J.J. Kryschtal dated November 22,1993).

7. A six day work week is authorized for this Task Order and is reflected in the per diem budgeted.

8. All work days are assumed to be performed in Russia. Any exception from this rule must receive 
prior approval in writing from USAID and GKI.

9. In signing this Task Order, the subcontractor budget line item in the contract would have been 
exceeded beyond 15%. Therefore, a modification is pending for adjustment to the contract budget.

10. If a consultant, while in Russia, is working on another assignment, any associated costs of travel, 
per diem/housing, salary, etc. will not be reimbursed for those days.

11. In the event that it is determined that the contractor or any of its subcontractors billed costs 
(including salaries in excess of the FS-1 ceiling) at rates that are not approved by the Contracting Officer 
in writing, the Contractor will be required to reimburse the U.S. Government for any of the associated 
costs.

12. Regional disbursements willbe used for three maj0r categories of activity:
a. initial staffing of auction centers;
b. expansion of auction activities usually/by subcontract with local bapKs or other financial 

institutions for the collection ̂ vouchers; and
c. public info/mation campaigns witj^regard to specific auctions a/the auctions of specific 

enterprises. 
Note: No capital equteffnent is purchased under these regional disbursements.

Regional disbursements will occur in compliance with the following process:
'A budget is developed-with each region and closelyfeviewed by the Contractor;
Budget is given to GKI;
GKI approves budcfet and disburses funds to tHe region; and
Upon completionof the work, GKI gets receipts from the regions and presents them to 

the Cpntractor for reimbursement under the Task Order. /



NO COST REVISION
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Bain & Company Bain Link
Seliuibakuvskaja Uliua 40-42
1 05 1 87 Moscow, Rusiia
Telephone: (7) (Uy» 3by^)3S6. OM8. OlOO. -20'43.
Facsimile: (7) (095) 369-5947. 166-6867

-2351.

MEMORANDUM

To: Maxim Buycku, GKI 
Dnvid ROSN, OKI

From: James Alien
Mikel Durham

Date: January 21,1994

Re: .Small Biisine,\s Development Update

Contract: US AID Moscow CCN-OWI5-C-00-3062

Please find attached a document outline our request for a No Cost Revision, as discussed. We would 
like to review it roth you prior to sending it on to USAJD. AD wo understand that Walter Coleo will be 
in town starting next Monday, we. will, upon agreement, with you, present it to him here in Moscow.

As we have been in close communication on a weekly basis, there will be no surprises regarding the 
background, and workplan, discussed in the document. Let r~. draw you attention to two items:

1- Replacement of Mikel Durham with the former manager of the case, Giris Tsakalsikis.

We have worked diligently to bring Chris back to tho auo, in order to maintain as much continuity as 
pussibk'. Tliu cliaiiyc La iiiaiiagoa' has not find will nnf. a.tt'er.1. relntinns in the region which are managed 
by Scrtjci Savchcnko, Arkady Viiruk. and Julia Sapcliiikova. Aikudy kia bceu uu. llic uiae wjjsiitcntlj' 
since April of 1993, and Scrgci and Julii lave been involved aince our work in Yaroslavl started.

2- Reduction in management allocation (on the ease and in Russia) to 70%

The reduction In allocation is both a necessary requirement to accommodate on-Koiny obligations wliich 
Chris Taakalakis lias to other projects, and a realistic assessment of the workload going forward. This 
Ir.vrl itfY.mtrl iv Hc.ln:<lly hi^lu^r than fhn S0% MikH rlisriissfti with David, and th,1T. rRtlftCT.« .1 thnmilgh 
review of the management and implemeniajjun challenges racing Uic teajir and ilic un-goiiig reporting 
requirements. Both Chris and Mikel have agrtwd thai a SO8/, ultouiiiun would not capture the level of 
cttbrt rcquu-ed to achieve the results we hope tor.

We belie^ that the rest of the attached document will be self explanatory. We are available to mc^i 
late this afternoon or tomorrow. We are equally comfortable with a telephone conversation, should ihis 
proposal he acceptable to you.

L- contact us ihc Kalpachny offices today. 227-2030
2V7-0425

.Boston • Brussels • Chicatii • Dillu • liciieva • Hong Kuug • LouJoil • MilaU • Mosww • Muoico 
Pint • TinrTw • San Frjncitcn • Sydney I Tokyo t Toronto • W»n«w
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SMALL BUSINESS DEVELOFMKNT 
PHASE II: NO COST REVISION

A PROGRAM TO INCREASE ACCESS TO REAL ESTATE IN YAROSLAVL, RUSSIA 
CONTRACT: US AID MOSCOW CCN.Onfl5-C%ftO-3n6Z

EXECUTIVE SUMMARY

Bak proposes to extend tlw e.fFntt nn Small Hnsiness Development in Yaroslavl until March 3). 1994r 
at no extra cost to USAID. This can be achieved by reallocating resources from Uie expenses budget LU 
contracted sUfTajHl iiito professional fees. This extension is required due to delays in tlic release of 
Federal legislation critical to tho cams of tho project in chiding thnt of piloting condominrum cites. I'hc 
extension will require .1 replacement manager for the project— this will have little impnrt. nn The work 

r, sine* r.hrk Tsnkalafcis. who managed the case prior lo December, wjll be rcTurning.

I. Background

Hollowing a six month review ot obslacles feeing small businesses hi Russia. Bain began to work in 
Yaroslavl in November of 1993. The objectives of Phase 11 of the Small Business Development work- 
was to hunch d pilot program for real estate reform on a local bub in order to dovolop a model for 
national legislation. More specifically, quoting from the task order:

• To provide concrete examples of methods to improve the quality of small scale businesses in 
Russia;

• To develop and implement a local pilol program that will begin to create a free commercial real 
estate market in Yaroslavl; which can be a model for Russia

Two components of this work are:

• To work with the relevant federal and local bodies lo a^isl in developing aad implementing pilot 
commercial tales, condominium and leasing legislation

• To test, nnd showcase legislation through the creation of pilot condominium sites that will begin 
once local legislation has passed.

Taaka

The tram was tasked with the following activities:

1. 
2
3.
4. 
.V

Create a transparent, freely ncccs.ilblc commercial property registry
Create a cyctem that, allowr. commercial ownership of bxu'lt-in space
Create an efficient leasing nnd subleasing environment by making fundamental improvements
Propose reductions in legislative burdens on entrepreneurs
Publicize new legislation and programs

A critical component of these taslcs was the creation of pilot sites in the ar«\ of condominiums, huilt-m 
space, and leasing/subleasing retbrm, and to develop manuals and other materials in support of these 
reforms throughout Russia.

ncrcvl lU.doo
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II. Progress to Date

Tho work in Yaroslavl has boon proceeding decpite the political dicniprione and dulaye in Federal 
legislation on condominiums and sale of built-in space. SpwHfir.nlly. th« tenm hn* nccnmplished the 
following objcelives:

1 . TTic. first centralised. ctjnrTehcmivc cits' fcaj_cstatc database in Russia,

Data rc^Hjdiujr buildings aiu.1 premises was divider! between X+ agencies in Yaroslavl, which mode it 
cxlrumcly difficult for any one agency, much less any entrepreneur, to Identify The availabilrtv of space, 
and lo ensure ihai proper records were kept icgaidiiig claims on property. The former, poor 
information on the availability of space, served 03 an obstacle for tho immediate lease of space. The 
latcf, poor record keeping regarding claims against property, it increasingly critical as the 
TransfiirmaTinn tn privaTe ownership result.1; m the rapid transfer of owners, and increasingly complex 
city management system of municipal property and utilities.

To date, agreements ha.ro been signed between all participating bodies to share information and to 
cooperate regarding the compilation and use of the information. A Mayor's edict regarding this 
procedure is awaiting signature. Software has been desired ami written to combine the databases and 
the process of data comparison, field inventory, and tlaia input has been utidci way lui two muutlis. 
With a primary focus on streets iu commercial districts, the first phajc of data entry and analyaia will 
be complete by Janiuuy 31st. The m:x.l phase, to be driven by die city, will incorporate nil buildings in 
the city of Yaroslavl. The dRtabnse has already be<'" iKivl fn iiV.ntify c.nipry cpnivs Tn put up thr Ift/isp. 
and to higlilifiht conflicts in government agency claims to certain pieces of property.

1. A manual outlining the impurlanu; of real estate information and coordination to supplement 
specially developed software.

A manual introducing the concept of managine information on real estate at a central level and making 
il available LU tlie public is in ita filial diafli, uud will be uuuiplclcU by Jai.tuuiy 3 1 st. Tliis nuuual will 
be di^triljutcd to pilot eiciav widi tlie software and some technical assistance. It will also be discussed 
with nther US AID contractorr. working in pilot cities and nude available for their use.

3, Reforms in tlic leasing and subleasing procedures

A hill analysis and set of recommendations hns been presented to Yaroslavl, with the intent of 
reforming 2 currently complex leasing procedure, and reducing the constraints on entnjprwiwirs 
subleasing space. Negotiations arc underway over specific components of the program, and five pilot 
sites have been identified to test the new procedures. These pilot sites wvii; identified though the use uf 
the ncrv central real estate database.

4. Significant contribution made to the development of faternl ronrlnminmm lepi^lafinn. signed by 
PresidmL Ydbrin on December 23 1993.

In. depth analysis and considerable time \vaa invested in the dcvclopmart of concepts nnd documaitntion 
for condominiums tn Russia, including the federal decree, as well as the model Charter and Foundation 
agreements. (Inntrihutinns were seen as successful during November of 1993, after which the 
legislation went to the Ministries for negotiation and the President for Approval. TIu's piuecss look 
almost one month. The details regarding tht; treatment ofeoiiduniiniiuiis vuidcr tlic govcnuiicnt's repair, 
mnintunnncu, :md Kipitul axptndiDare r.uhr.idy progriin, tlie regktraoon procedure:, and tlie required 
bylaws, although rfnvrlopid.. werr: nrt incliirled in the recent federal decree.
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3. Preparation for Condominium Pilot Sites

Activities were undertaken to prepare for a pilot condominium program, including establishing an 
agreement with the Mayor of Yaroslavl and his staff'tn this end. reviewing early drafts of legislation 
wilh local lawyers and policy makers, surveying residents of potential pilot sites, and drafting 
condominium workplans and materials. Following Federal announcement of impending legislation, thi; 
Mayor of Yaroslavl requested further activities in this area be delayed to avoid publicity until the 
Federal legislation was public. With the federal decree in place, workplan activities have resumed, and 
pilot launch vwiu'is- resolution of a nnmhr.r nf procedural and legal issues requiring Federal approval.

(5. Public Informaium Materials

A pamphlet to support condominiums ha* been developed and edited to reflecr the ne.w Itgislatinn. This 
is the material whir.h will tirst he made available to pilot residents, after wliich it can be re-edited to 
take advantage of lessons learned. Work has initiated in supplement and thcicfoic sped up the release 
of an Ui'bau Institute manual for condaminium residents. A draft of a manual to city administrators 
regarding condominium implcmcnlatioa was initiated, and will be completed pending resolution of legal 
issues and the initial feedback from pilot activities. The real wrntp. datAha.se manual will be completed 
by January 31st and will achieve limited distribution. Lastly, a memorandum on leasiiie/subleasing 
reforms is being compiled.

III. Rationale Behind Extension Re

Although considerable progress vvus niaJo in \vOikplaa areas which were not. subject to political 
approval, that is the local establishment of central real estate database, the revision of 
lirjsing/Kuhleafiing procedures and documents, and the drafting of condominium materials, several Ve.y 
activities were delayed In particular, Ihc legislation regarding condominiums wu; delayed, pushing 
back by about 1 month our workplan. In addition, the federal regulation on The sale of buili.-in space 
has not cmu^u! although uui aulici uupicsMunj were tlut it was complete and waiting signature. 
This ha* meant tliat we have delayed the piloting of commercial space sales;.

Despite these delay;;, through joint agreement with the OKI. hi December our level of effort was 
maintained. We focused efforts on providing assistance to the further development ui' condominium 
legislation and developing a program to reform the leasing/ subleasing process in Ynroslnvl.

With the signing of the federal legislation, \v»; havs rrlited nnr draff, bylaws and have submitted these, 
along with a number of legal questions which require clarification, to the Federal agencies names as 
responsible for condominium:; in the Fcdcial decicc. Following diuificoiiou of ihcac point*, and federal 
approval for vise of Ihc bylaw*, we can commence our pilot activities in Yaroslavl. Even assuming 
rapid response by tbt ftdcml government on these points, it it impossible to suppose that we would br. 
able to launrh and arfcqunfely support initial condominium sites in Yaroslavl by January 31.1 994. 
This drives one source of our request for an extension.

hi addition, we have initiated discussions with 1ho GKT regarding obtaining special permission for 
piloting the sale of buih-in commercial space in Yaroslavl. We are nnr.drtain at this tune whether tt will 
be granted, but we will continue to lobby with the initial goal cl'selling oft' the commercial space 
located in condominium pilot sites.
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IV. Timing and Budgetary Issue* Associated with Extension

Bain has calculated that h can continue operations in Yaroslavl through the 31 st of March, 1994. In 
this time, we helieve that we can implcmciil and support 4-5 pilot condominium sites. 4-5 spaces leased 
under the reformed procedures, and create the ilocirmcnuiion necessary to support broader 
disseuiuiatiou of "lessons learned." Pending federal support for special status, \vc would begin 
development of procedures for the sale of built-in space, and possibly implement pilot sales.

The staffing and budget would be impacted In the fbllowlnfi way;

• Management of the case would revert to Chris Tsakalakis, replacing the current, m.miger. Mikel 
Durham

• The Manager allocution (botli effort contributed to the case and rime in the country) would reduce 
to 70%. reflecting the estimated true managerial effort required, as well as the preference for a 
replacement manager who is inMwate with the details of the. ease

• No additional capital expenditures would he iticunnl

• Outside £xpuru'su will bo utilized at a lower rate thar< previously expected

• The costs for printing and distribution of large numbers of manuals will not be ineurrul. Budget 
remains for printing of a limited ntuubei of copies of manuals and other materials for use in 
Yaroslavl, to be distributed to experts nnd advisors 03 required, and to be offered on a limited basis 
to other regions. Conxiduring die amount of resources sponsored or co-sponsorol by USAID in the 
area of real estate reform and smnll business development, it is expected that the costs for Bain 
developed materials that are thought to be valuable to other regions can be bom under other 
contracts

The Following attachments summarize our budget estimates and wal1«.vjtiinn nFf.«rti".nrlirur«-

Attachment One: 
Attachment Two:

Budget Revisions Summary 
Professional Tecs Calculation

ncrev) \R.Ai\a
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Bain & Company, Inc. 
Small Business Development 
Budget Revisions Summary

CONTRACTED SALARIES + BONUS

• Lawyers (2) 
- Yaroslavl secretary 
-Other (Interpreters, etc.) 
•Local Assistants 
- Public Relations Firm 
- Software Program mgrs 

Total 
TRAVEL & INCIDENTAL

• Hussian 
- International 
. Living AJtowarrey; 

Total 
EQUIPMENT

- Capital 
Total

• Rental 
-Operating Costa - Yaroslavl 
-Operating CoSt9 - Otnpr 

Total
OUTSIDE EXPERTS

- Working Commission 
Lawysrs 

- Other
Total

TRAINING

•Manual
Total

ORIGINAL 
BUDGET

6.600 
150 

4,080 
1.BOO 
2,100 

0
14,730

33,120 
45.600 
14.100
92,820

30.000
30.000

1,600 
2,400 

18.000
22.200

15.000 
15.000 
33.000
63.000

inn.ooo
100,000

BAIN LINK Mub(.u 
BAIN FINANCE

EST 
ACTUAL

(11/01 - 01/31)

6.000 
102 

3.000 
0 
0 

3,000
12,102

10.400 
7.000 
9,375 

26,775

6.500
6,500

0 
900 

18,000
18,900

0 
0 
0
0

0
0

t_» *• *• •

-- .-. MOSCOW OFFICE 0004/006

ATTACHMENT ONE

EST 
REQUIRED
(02/01 . 03/31)

2,000 
102

^ DOO
0 
0 
0

4.102

7,000 
38,000 

7,832
52,882

0
0

0 
600 

12,000
12.600

15.000 
0 
0

16.000

50,000
£0,000

EST 
TOTAL

(RI VISED)

0.000 
904 

5,000 
0 
0 

3,000
16.204

1/.400 
•45,000 
17.257
79,657

6,500
6.50T1

0 
1,500 

3AOOO
31 .500

1 5,000 
0 
0

15.000

50,000
50.000

TOTAL OPERATING COSTS 322,750 64,277 134.584 198.8B1

REGIONAL DISBURSEMENT 30.000 0 30.000 30.000

EXPENSE TOTAL

PROFESSIONAL FEES

GRAND TOTAL

£352^0.

mm

8L620.388

S§4_27/

S267.§38

&^

$164.584

31 23. 830.

S2BS.474

S22B.6M

mm

$620.389

20-.lfin-94

s.
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Bain & Company Bain Link
Seherbakovskaya Uliisa 40-42
105187 Moscow, Russia
Telephone: (7.) (095) 3fi°.nW, .5948, -5SSO, -2643, 2333, -2351
Facsimile: (7) (095) 369-5947,166^6867

MEMORANDUM

To:

CC:

From:

Data: 

Re: 

Contract:

Walter Coles, 
Dcirdre Clifford,

Maxim Boycko , 
David Rosj) 
LizLaTcrr,

James Alien

USAID 
USAID

GKI 
GKI 
Bain & Company , \'

, «..-'.•

February 11, 1994 . 

Small Business Development Wnrkplan Mays •-^•' '

USAID Moscow /, '.!"'•• -'''^.V .*"'."'

Tha purpose of this lettei is to summarize the discussion between Bain and USAID held on February 3, 
1 994,2nd on subsequent days, here in Moscow. In particular, we would like to rkvamienl our concom 
regarding the riVlrvprables of the case based on our reliance on delayed Federal approvals! i.

1 . Dain has piovidcd support 10 the OKI regarding condominium legislation, providing support for 
tha Federal Ukaz of December 24, 1993, and submininfi a recommended charter on January 28,

2. Bain put USAID on notice during thrt February 3, 1994 meeting that we had not received support 
according to our agn^d timefraroe from Sokin al the GKI, and that if we are unable to obtain 
pilot condominium charter appioral fran GKI ( ami support for sntttMprat apprmol from 
(inc^roi and the Ministry of Justice) we will be unable lu complete OUT contract delivemblcs with 
regards to condnminhirns.

3. Bain also discqsscd with USAID Thai the methodology for the sale of built-in space had not been 
forth-coming from GKI, and GKI hod irvcnlly asked us to draft a methodology ourselves to 
submit to them. Bain and USAID agrwdthatwc would coatiuuc to work on this part of the 
project, but thai pilot sales of jvrmmercial space would not bo included in our uisc GuEvcrablcs.

4. Baia further contacted USAID by telephone on February 7, 1994. speaking to Deidre Clifford, to 
underscore th.it again the ertpoctoa support from GKI had noi been fcTflKOining and to request 
support from US A I n with Droitii Vafififliev.

5. On February 8, Dain met with Albert Sokin at the GKI and discussed the foOowmg time frame and 
fifuntuitmept that Bain would submit a ntodiUnl Charter by Friday. February 11.1 994, and 
following this, (iKI would provide ua with a lettei of approval by Yassilicv to use this Charter. 
(Sokin said that pilot approval would not require co-approval by Gootroi and Ministry uf Juylkc.)

BaBOO • Chore • dBu • Gcacn • Rnoj feag • Look* • Ulu • 
PJ n. • too* • S u Fawbao • Sjtasj • Tokyo * lUuitt • Wumr

•MuaicU
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Bain & Company Bain Link

6. Following this discussion with OKI, Deddre Clifford of US AID was once again contacted and
notified that a sew tirocfrdUK was in place and that we felt that the "intent" of the GKI to support 
the pilot effort was in place.

Bain will submit a revised Charter to Albert Solan on Friday, February 11, As you can see by the 
attached workplan, which we provided to you on FehntAry 3, these debyc could result in delays in 
every subsequent step in the workplan. We require immediatG pilot approval to guarantee deliverable}. 
US AID support is required to ensure that approval, and Bain wul remain in close contact.

In the meantime, we have been working closely with the city of Yaroslavl to reorder the wrakplaa, 10 
attempt to ensure that delays in the Chanfcf approval will not wholly delay the ease. To this cod, we 
have been negotiating with them to «£" their condominium polozfaeniye next week, regardless of the 
status of the charter. Howew, this ia a high risk strategy, and we canoot be sure it can be snccessrul.

It is our under>Utndin£ that USAID is folly awsrf. of our citiuction, and fully awirc thai ihs? UiiverableS 
of the caso are in qucatioa if Federal approval for the Charter is not obtained in the next w6j?l<;, : It is ; 
iliTther understood by Bain that USAID and OKI have to date been satisfied with Bain'r level of eSbrt 
on The case, and the progress made to data, us indicated by the recent approval of the No Cost Revision, 
submitted January 22, 1994 and signed by USAID on February 4, 1 994. . - •. . .' ' .



SIVIALL BUSINESS DEVELOPMENT CON DO PILOTS

WORKPLAN

ACTJVITIES
» OBTAM FEDERAL (OKI) APPROVAL FOR THE PILOT 

BY-LAWS'

• MAKWG CHANGES TO LOCAL POLOZHENIE AND 
BY-LAWS ACCORDING TO THE SOSSTROt AND
MINISTRY OF JUSTICE LETTERS

• INTRODUCTION OF THE BY-LAWS AT THE LOCAL 
.. LJEVEL 
- DESIGNING REGISTRATION PROCEDURE 
- RESOLVWG FINANCIAL ISSUES AND ISSUES OF 

MAINTENANCE
» LOCAL APPROVAL OFTHE POLOZHENK AND 

BY-UAV/S {PLOTS' APPROVALS)
• SEMINAR AT VAROSLAVL, ORGANIZATION OF A

SUPPORT uwrr
• WORK WITH PILOTS 

-MAINTENANCE 
- RNANCES 
-REGISTRATION 
-ADMINISTRATIVE ISSUES

• PILOT INCENTIVE PROGRAM 
- DEVELOPMENT 

. - IMPLEMENTATION
, « WORK WITH LOCAL DUMA ~O CONFIRM APPROVALS 
•TRIP 1C THE US 
• MANUALS FOR 
- LOCAL AUTHOR/TIES 
-CONDO PARTICIPANTS / ' ;

FEBRUARY MARCH
7 11
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NOTE: IF THE GW JPPFO/AL FOR THE P1UOTT BV-UWS IS NOT OETAIMEDBV FEBRUARY 11. 190* THE CONDO P LOT 
PROGRAM MGHT 3E SKJNJHCANTL" DELAYEO (BEYOND THETIMEFPAME OF THE J3AID-EA1N UN< COKRACn 
DLETO THE FEERUARY 27 ELECTIONS TO 1H£ .OCW. DUWIN YAROSLAVL
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SMALL BUSINESS DEVELOPMENT PHASE VI: PROGRESS TO DATE

MAJOR 
ACTT/m£S:

COMPLETED
CONTRACT
DCUVERABLCa:

CREATE A SYSTEM THAT ALLOWS
COMMERCIAL OWNERSHIP OF BUILT IN

SPACE

31 MARCH, 1994

CREATE A COMMERCIAL 
PROPERTY REGISTRY

IMPLEMENT | ,Mpi PMFUT s/ii F«! DP II CREATE AN EFFICIENT CONDCMMUM 1 nSSSKSSI LEASING .' SUBLEASING LEGISLATION BUILT IVSPACE ENVIRONMENT

PROPOSE REDUCTION*IN teraauTivE
BURDEMB

PUBLICIZE NEW 
LEGISLATION AND 

PROGRAMS
• PERFORM ED PHYSICAL 

INVENTORY OF 
COMMEPCAL STREETS

• SUPERVISED AN3 DIRECTED 
DEVELOPMENT OF 
COMPUTER DATABASE AND 
SOFTWARE TO TRACK 
PROPERTY

•WROTE. LOBBIED FOR 
PASSAGE AND PUBLISHED 
HMCT ENSURING 
UP-TO-DATE AND 
ACCESSIBLE REAL ESTATE 
INFORMATION TC THE 
PUBLIC

• GATHER ED LEGA^ 
INFORVATJOK ON 
POTENTIAL PILOT SITES

» CHOSE, GAINED CITY 
APPROVAL AND GATHERED 
^FORMATION ON OVER 15 
POTEMTUSL P1.0T SITES

« INFORMED THE RESIDENTS Of1 
OVER 1Q PILOT SITES OF 
CONDOLE taSLATlCN AND 
BEGAD REOI9THATIOM 
PROCESS FOR » SITES

• TRAINED RELEVANT CITY 
OFFICWJ3

• IMFORWED PCTCNTTA, 
MAINTENANCE OONTRACTOH3 
OFCOMDO LE3CLATDN AHO 
OAVE TRAINING! MATERMLS

AQRiED TO REMOVETHIS 
DELr/ERASie BECAUSE 
LAWVS'AS ONLYRECENTiy
PASSED

• DESIGNED NEW LEGAL.

LEOfSLATIOK SETTINO 
MAXIMUM TIMES AND 
EUMINATIMO 
RESTRICTIONS

•PflOPOSEO 
REDLfCTIOMSJN 
LEQISLAT.VE 
BURDENS TO CfTY

• DEVELOPED MANUAL ON 
CREATIK'Q A PROPERTY 
RE3CTRT

• DEWE LOPED CON DO 
INF03MATON BROCHURE

« OET/ELOPEO OftAFTMUiUAL 
ON CREATVfO AND KUNMMQ 
CONDOMINIUMS

• ES7ABUSFCO LOCAL CONDO 
•HOTUNE'ONA 
TEMPORARY BA5IS

• DISTTOBbTHD CHARTER AMD 
BRQCMJRE

• PUaUSHECMEVU 
REGULATIONS AND 
INFORMATION OH 
PROPERTY REOISTRy AMD 
LEASING

• IM3S€MtMATI\O 
INFORMATION ON 
REGISTRY TO OTHER

..: CITIES (SEMJNAR9 ON 4 
MARCH AND 23 MARCH)

• REALITY TESTING OF 
. MFORMATION 

ACCESS:E.LJTY

NEWSPAPER BCDWOWCtf / 
2MZV

PASSAGE OF FEDERAL 
30WDOLAW ' ' 
3EVELQPEO'ANb QAiNEO

CHARTER FOR 
QAIMEO ADPRO .. 
LCCAL CCNOCfWIUM UW '

» DEVELOPED aVSTEMTO 
DISBURSE SUBSIDIES TO 
CONDOMINIUMS

• GATHERED INFORMATION 
ON NETHODOLOGIBS 
CURRENTLY BBNO USED

• RECOMMENDED A 
WETHCDOLOGYTO OKI

• IDENTIFIED POTENTAL. 
PILOT JHTE3 - . . .

• BEGAN IMPLEMENTATION 
BY ASSISTING LOCAL 
LESS3ET08UYHJ3 
BUILT-IN-SPACE.

• CLAR FYIHO LAW WITH 
LOCAL W MO GW

• QAlKiEO APPROVAL OF 
SEALED BID 1EASINO 
REGULAT.ON.

• .D=HT2Ra> PHOT SITES

- NEW RET'/LATIOWS

» OISTRfBUTIMO CONDO 
AND REGISTRY MATERIALS 
TO OTHER CITIES AND 
ADVSOflS

COWRACT .: 
DEUVERAflLHS

-..'• ENSURE P.ECOROW2OF 
;; CONDOaMREOIUTRY

COMPLETED:

• FINALIZE REGIffTRATION OF 
4 CO«I3O PILO- SITES •FORMALIZE 

P/WPOSALS
• DISTR/3LTECONDO 

MANUALS
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SMALL BUSINESS IMPLEMENTATION PHASE II: IMPLEMENTATION
WORK EFFORT
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Bain & Company Bain Link
Schertwlcovskaya Ulitta 4<M2
105187 Moscow. Russia
T«l«phonc; (7) (095) M9-03W. -3948, -3550. -264J. -2333. -2351
Facsimile: (7) (055) 369-S947.166-6867

MEMORANDUM

To:

CC:

From:

Date
Re:

Muin Boycko, RFC 
David Ron, RFC 
Walter Cola, USAID 
Thomas Rishoi, USAID Moscow 
BQl Rlchtcr, USAID Moscow

John Smith, Bpin Link 
James Alien, Bain Link

Chris Tsakalakis 

April a, 1994

Small Business Development; Summary of Work as of March 31, 1994 »nrt 
Justification for Additions! Funding

Contract US AID CCN-0005-C-M 3104 

Task Ordfer: 7-0025-KFMG

Objective
In order To clarify the current status of the above task- order, this memo will outline the following:
1. The progress of the .Small Business Development Team in completing the deliverable* delineated 

in die above task order by its end ****. March 31,1994
2. The reasons for not complctiug some of the contract deliverable by the deadline:
3. A request for additional funding to complete contract dclivcrables and to provide follow on work

Summary . . . , 
The Bain Small Business Development Team, as al the end of the task order performance period, made 
significant progreec in completing most of its tosk uidci dclivurables and In implementing true real 
estate reforms in the city of Yaroslavl Due to developments beyond Bain's control, however, one 
major deliverable, the rcgistrariYm nf 4 pDot condominium buildings, woa not completed bv the ougiual 
deadline. Bain feels Thai the delay in completing this deliverable is jurtifuble aud that with additional 
time the pilots can be registered as originally intended. Bain feels that we shAiild nxdv? additional 
fimding to cover Ac additional time required to complete mis deliverable and we hereby request thai 
funding.

Background
Following a six month review of obstacles fitting Miudl busiuuises in Russia, Bain began, in November 
of 1993. to work on implementing specific real estate reforms under Phase II of the Small Business 
Development work in Yaroslavl. 'ITie ohjertivft? of Phase n were to launch a pilot program for real 
estate reform on a local basis in order to develop a model for national legislation. More specifically, 
quoting from the task order.

Bo«an • Rnitwli • CUe^o * Dull*** Ow* • HanjKw^ • LoOcW»" MOiv • MoKOV » Mumeh 
P»il» • Roa» • Sin rnactico • Sytfaey • Tekyo • Towito • Wu

CQ.VTOai.COC
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• To provide concrete examples of methods to improve the quality of small scale itfnescae n 
Russia;

• To develop and implement a local pilot program that will begin to create a free commercial real 
wlalc market In Yaroslavl; which can he a model for Russia

Two cornponinto of thia work are:

• To work with the relevant ferlwat and local bodies to accict in developing and uiiplcuicnling pilot 
commercial sales, condominium and leasing legislation

• To test and showcase legislation through the creatiou of pilot condominium sites that will begin 
once local legislation has passed.

Tic original task enter $et 5 major tasks for die Bain team. They were to: 
J. Create a transparent, freely accessible commercial property registry
2. Create a system that allows caiuucivitd ownership Of bullc4rj spaces
3. Create an efficient leasing and subleasing environment by making fundamental improvements
4. Propose reductions in legislative burdens on •ntreprunoun
5. Publicize new legislation and programs

The intended results were to include
1. 5 to J5 privately owned commercial cpaJws
2. 4 to 6 p'Jot coGrJorninium buildings
3. A city government real estate manual
4. A real estate incentives program
5. A model public relations program

As the project progressed, several developments beyond Rain's control led to revisions in both the 
timing and scope of the task wruV. These developments included:
1. Debys in the passage of federal condominium legislation
2. Delays in the passage of a methodology regarding the sales of built iu space

Given the delays, communication was made with both the (iKI and USAID regarding deviations from 
the contract and chnngca were nude to the uiigiual lask order With the following documents:
• The January 1994 No Cost Rsvision of the task outer >vhich:

CAtraded the deulliw. of tHe work from January 31,1994 to March. 31,1994 al uu extra, cost
to US AID
changed the scope of the task order by:

eliminating the requirement of distributing manuals throughout Russia 
making, the implementation of sales of built in space contjogcut ou the passage of 
appropriate laws or special (iKI permission 
reducing ihc allocation of the case manager to 70% from 100% 

(EM the Phooc II: Mo COST R&visiou iu (be appendix)
• A February 11, 1994 mwno outlining work plan delays that again changed the scope of the task 

order by eliminating implementation of pilot cnJec of oommcrcial spaces as a deliverable

Progress Against Tuk Order Deliverable* as of March 31,1994
The Rain team to* been successful in completing a majority of the tasks AOd achieving most of fe 
results agreed to by the deadline of March 31, 1994. For each major task, several activities beyond die 
oots called fui io (he original task order were also completed. The deliverable^ not completed by the 
project end dote were connected with the registration of 4 pilot condominium buildings.

ca.vanl.DOC
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Deliverable* completed, additional activities performed and deliverable oof cnmplcird by March 31, 
1994 are set Out below in the came format u the original Uuk order whose text is Italicized. These nre 
also summarized in a slide entitled "Phase D: Progress to Date" include in the appendix.

1) Create a transparent, fmly accessible commercial property registry. 
By March 11, the Bab team woo ouoccssful in completing (lie following deliverable: in Yaroslavl. 

a. Take physical inventory. A physical inventory of »U buildings on commercial streets was 
organized and checked by the. Rain Nrsun to insure that tho registry couuiucd accurate, up to 
date infgrman'on 

b. Establish programs to track and make publto ownership and use of commercial fun! *st<i/t.
(1) Develop a computer etatabaxe thai will act as a c&htral registry. Pain organized die 

structure and, with USAID funds, paid for the development of a real estate database in 
Yaroslavl

(2) Assist cliy agencies. The Bain team vvas able to get city aeeocies to ngrcce>n a common 
structure of the database and to agree oa sharing the information that «rfi of them had 
Internally with other city agencies and the public.

(3) Negotiate guarantees of access to the database. Bain helped develop and lobbied for 
the passage of a mayoral edict that guaranteed public access to real estate information. 
Tte Bain team also wrote an Article explaining the edict and had die article and edict 
published in the bed official newspaper. •. ,..'.;

(4) Develop law cost software Suitable Jbr vac throughout Russia. A database was 
developed for less than $3500 and Bain, acting under this task order, has received full 
rights to distribute the software tluuugbviul Russia, 

c. Undertake pilot implemcntatinn. Once the registry was created, it wa? used by the Bain
team to gather legal iufonnalioa on potential pflot condominium sir*?. 

Additional activities under dsis task included die following:
• Using the real estate registry to identify unoccupied commercial spaces na potential pilot sites 

for implementation of new leasing Icgi&Liliuu »Vi Bain had created
• Testing the release of real estate information to Die public through the use of a "reality test" 

where local residents were used to request information from rtv. n?Ievant city aganoieo
• Disseminating information on tbo real estate database to other cities by making agreements to 

distribute the software and an instructional manual to over 20 cities and by organizing 1 
c«minor and attending 2 additiuual yciriinan attended by representatives of Russian cities

• Establishing contacts with the weekly newspaper, Ekonomita t ZJilzn, and negotiating with
them to advertise and distribute the real estate srtft\iuan> and manual nationwide. 

(Jontract deliverable^ not yet completed as of March 31, 1994 are;
c. (2) Record new informatinn in (he registry OHce transactions arc completed. This activity 

con not be doue until sucli lime as pilot condominiums are registered.

2) Cro^ a syylcm that allows commercial artf/urxhlfifl/fiuiff In rpacxs
a. Implement methodology for Ihe sale o/butlt in space currently being developed by the CKL 
While this deliverable was dropped as of February 11, the additional activities completed under 
this tnak included the fulluwiug:
• Gfltbcring of infbrmatioa on methodologies for »lcs of built in space currently in use in 

Russia
• Developing a recommended methodology for the CKl
• Identifying potential pilot sites
• AisiitJii^ a local, Yaroslavl entrepreneur to prepare .-ui application for the purchase of his 

space
• Attempting to clarify the rwwJy p/Kwd (March 11) law with both Yaroslavl piupcily

committee officials and OKI lawyers 
b. Implement local condominium legislation 
Dy Much 31, the Bain team was successful in crnnplrfing the following deliverable; in Yaroslavl.

(1) Choose pilot situ. Over 15 buildings were identified as potential pilot^ sites. For each, 
legal infhrmarinn was gathered and city approval wu a»»!n^j tu use (hem as pilot sites.

(2) Consult occupants of flit pilot Sites, General meetings were organized for and 
information brochure were given to residents of over 10 potential pilot sites. At ttw

ea.vvut.ooc
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meetings the Bain team informed residents of the details of the condominium legislation 
and addresMsJ resident concerns and '•iiestions.

(3) Work vilh city officials to ensun etr understanding. The Bain team worked closely 
with all relevant city offWMs to ^orm them of tbc condominium legislation and to work 
out all of the practical details of administering the new condominiums.

(4) Train potential Htointenemcf contractor. Tbc Bain team met with 2 potential
maintenance contractors informing them of the new condominium legislation and giving 
than informational materials cm both condominiums and the maintenance of common 
spaces.

(5) Create and launch press releases making the public aware of the new legisUttfon. Bain 
was able to gain press coverage through the use of seminars held with fifty officials and 
the distribution of the Bain developed condominium charter and information brochure. 

Additional activities under this task included tbc following:
• Assisting in (be development and passage of federal coiuluminiurn legislation
• Clarifying the federal law with the Construction Ministry (Gosstroi) and the Ministry of 

Justice
• Developing and gaining approval from the GKI of a standard condominium charter for use on 

a pilot basis
• Gaining rtv. approval of a local condominium Uw awl cluulcr
• Developing legislation that will establish R system for the distribution of maintenance

subsidies directly to condominiums • - 
Comract deliverable: rot yet completed as of March 31,1994 are:

(1) (c) Train condo associations in hov fa self govern and bi^gd.-- Due ta delays in
adopting a system to distribute subsidies to condominiums, the main training tool, 
the manual on condominium government and niAnagoncat, could not be completed 
by tbc oxl of March.

(6) Monitor pilot ftletfor a periodof'one anda half'months. Given delays in getting 
approval of the standard charter and subsequent delays in passing locaJ legislation, pilot 
titec hav« been monitored by Daixi siucc early March, ihey were thus monitored for only 
3 to 4 weeks by March end.

Result 2) 4-6 Pilot Cottdvminlum Buildings. Although the rfgistration procecc had begun on 
nver 5 potential sites prior to March 31, no pilots had been registered by the 
deadline.

3) Create an efficient leasing and utUcasuig environment by making fundamental improvements 
By March 31, the Bain learn was successful in complying all of this taek'e deliveroblca in 
Yaroslavl
u. Desfgrt and lobby for legal changes in the proems of leasing. Two new regulations were 

developed that set out bulb an open bidding and a sealed bid procedure to teasing out space. 
The regulations \we structured so ns to • . . 
(1) Reduce tht power of municipal inxtituiifinf md streamline tho approval pnxe&s.

Maximum times for approval and well defined, limited reasons for disapproval w*re set 
f2) Create a proper incentive structure. The DOW regulations allowed Ihc KI to hold on to

mojt of the Icaic pnxmts and thus created za incentive for them to lease out space. 
(3J Reducf. restrictions. The regulations eliminated sublease taxes and disallowed other

restrictions on the use of the prnpftrfy 
Additional activities uodcr this tuk included ihe following:
• Gaining approval of tbc sealed bid regulation and a cornmjtr.cin to integrate reforms from the 

new to tho old upcu bid regulation
• Identifying pilot sites suitable for impivuiujcation of the sealed bid leasing regulation
• Lobbying for irnpIcmentanYm or the nnv scaled bid leasing regulation

Increase Demand for Space
4) Propose. rtJuaJuns In legislative burdens on entrepre*mrs

By March 31, the Bain team waa successful ia completing the following dcliverables in Yaroslavl. 
a. Develop legislative changes in cricim! burdens. Th» Bain team developed proposals for 

Icgtfilativo ctangcs in restrictions un profile aod subleasing.
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b. Lobby for adoption of these regulations. The Bain team, is part of its work with city 
officials, lobbied for legislative changes and succeeded in doing to with the passage of the 
regulation on sealed bid leasing.

Contract deliverable! not yet completed as of Man* 31, 1994 art:
a. Develop legislative changes in critical burdens. The proposals made have not yet been 

formalized in written form.

5) Pubtidzt not) legitlatien and program*
By March 31, the Bain team van siwwsrful in completing the following deliverable; in Yaroslavl.
a. Design a public education program. Tbe Baio team developed a condominium information 

brochure. Detailed manuals were developed outlining ibc creation of a city real estate 
database and tbc management of a condominium (draft). An article was written by Bain 
explaining tbc procedure for public acrrss to real estate information.

b. Use materials Jbr training and information campaigns. Tbe Baiu i&wloped standard 
condominium charter and condominium information brochure vwrc used to educate both city 
officials aix! residents of potential pilot sites. The article on public access tn real «t*\te 
iiifoiuialiun was published in the weekly city newspaper. Copies of both tbc sealed bid 
leasing regulation and rhc mayor's edict oo the release of real estate infennatian u*re also 
published in local newspapers.

d Distribute the materials cf(y Vide. The Bain developed standard condominium charter has 
heen distributed throughout Yaroslavl.

Ad ditiunal activities under ttus task included the following; ..:.--. .
• Distributing the draft coudorniniurn manual to the Urban Institute and PADCQ who are 

acting as advisors on other USAID funded, real estate related projects . .--.".
• Distributin" the manual on creating a city real estate database to over 7 other Russian cities
Contract deliverable not yet completed as of March 31,1994 arc:
u. Design a public education program. As was mentioned in (he condominium implementation

section, 2)b,(l)(c), the manual on condominium government and management, was not
cnrnplfiicrt by the end of March. 

c. Upon completion Of pilots, revise materials to reflect any important issues. Givui that
pilots V.VTV not yet registered by the cad of March, final revisions urn*, not made.

Reasons for Non Completion uf Contract Dcllverables
Tbe major deliverable not completed by March 31 is the registration of 4 pilot condominium buildings. 
Tbc delay in registering th/w. buildings can bo explained by 3 facto*.
1. Delay of Mr. Vassiliev of the GKI to approving the standard condominium charter
2. Subsequent delay in the passage of local condominium legislation
3. Voluntary nature of die coodominiuiu legislation

Iti uidcr to make the federal condominium decree implctnentnblc on a local basis, a standard charter had 
to be approved for pilot use in Yaroslavl Bain first submitted a draft standard condomiaiuiu charter to 
to? GIG for their approval cm Luiuaiy 28. BaJn put USATU on notice on both February 3 and ' ; 
February 7 that approval from GKI had not been received and that if it were not received by February 
11 we could oot giiarflnfiT. that ddivenblec would be completed ly die scheduled project end date of 
March 31. On February 11. Bain communicated in a memo tn Walter Coles and Deirdre Clifford of 
LJSAID (copy enclosed) that a modified charter had been submitted to the GKI but that approval Lad 
still ncrt been receivwl On February 21, Bain finally received ihe approval for the charter.

While (he Bain team made every effort to revise the charter as required by tbc GKI and to lobby city 
officials for approval of a local condominium law, the delayed approval of the charter had A significant 
tfFcct in slowing the approval of OK cti/ic package of local condominium legislation. Firstly, as we- 
had warned on February 3, the close proximity of (he charter's approval to tbc election of a new city 
durna led to further delays in approving the local lagJslnb'on. Given that tbc darter approval was given 
5 days before the February 27 elections, the mayor of Yaroslavl felt h necessary that the new dunu

tfi.vani.nof.
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review and approve the condominium legislation before be signed it into tavv The condominium 
legislation was thus presented to the duma at their first meeting on March 10. Secondly, the delay in 
approving (he charter reinforced the perception that it, on one of the first of ib kind in Russia, was 
experimental and this causa] lire mayor (0 take a further, precautionary step in distributing to citizens 
5000 copies of the charter and wailing to see if any serious objections were railed. Th$ cod result of 
these delays was rhAr the mayor finally signed the cotHkmunium legislation on March 21, almost & 
month later than our original estimate of February 25.

Given the perceived experimental nature of the legislation, passage wu agreed to by die mayor ana- 
making 2 unanticipated restrictions. First, registration as a condominium woe nvtde voluntary despite 
tlic opinion Of the Ministry of Justice that dx> federal law, once a standard Charter is established, was 
mandatory. Secondly, the registration of condominiums was limited to 6 pilot sites. The first 
restriction meant thai Bain would have to spend more time than anticipated to train aod gain the 
agreement of residents. The second restriction reinforced the perception of die condominium legislation 
as cxperimentA); (bus nuking it more difficult to cuuviuce residents of registering their buildings 02 
coudominiums.

During the almost one mood] delay, the Bain team sought tn minimize further delays by continuing lo 
work on completing, and fa some cases exceeding, all dcliverablcs not diredty impendent on the local 
legislation's passage. 'I"hi$ included the completion and dissemination of ibc real estate property 
registry work and the increased effort hi passing proposed leasing legislation! The work also included a 
significant effort in prcpaiunj fur condominium registration. Efforts included educating and surveying 
both city officials and residents of potential pilot sites through the use of published materials and 
meetings on a multi-building cinglo building and iudividual person basis. Maintenance contractors 
were also trained and a manual on condominium management was developed to the extent possible.

Tbe continuing delays in passing local k$islauoo were communicated to both OKI aud US AID OQ a 
•weekly basis through update mcmos. The possible extent of delays in the nmjrrt end wer» 
communicated as soon as March 7. The exact length of the delays continues to be hard to gauge, 
however, because of the highly charged, political nature of getting large, diverse groups of people lo all 
agree on how they will uiaiigc tlwir most precious asset, their homes.

Request for Arirlilinnal Funding
Given die justifiable delays in the completion of contract deliverable;, we would like to request
additional funding lo cover 3 areas:
1. Fees to eorcr die official performance period in which level of effort exceeded the budget
2. Fees and expenses to cover the addra'oual lime needed to register the 4 pilot buildings
3. Fees and expenses to cover & 2 month follow up period LQ which a reduced team wnnld monitor the 

pilot condominiums and insure that progress continues

Because of the gjuder than anticipated wurk performed to fain the approval of die charter and to 
subsequently lohhy for fir paccaga in Yorwlavl, the level uf cflbrt fbr the months of Febmary and 
March exceeded the budget by 95 days. Most of tlwuc days were for the team manager and the Z 
people responsible for lobbying. To cover (his arMifinnal effort, we would 13cc to either icqucsl 
additional funding or permission to frellivaip. operating costs to cover the additaooa) fees, (sec .^lide on 
work effort in the appendix)

Aa has already been i'nd'r^ffil the additional time required la complete the n^istiulion of 4 pilot 
condominium buildings is difficult to determine exactly, but we fed dial this work should be completed 
by May 1 ?. The first of condominium should be registered this week and an additional buBding's 
application for registration as a condominium should be amoved next wttk. We anbcipare that the 2 
additional pilots will take slightly longer.
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Given that all hut the registration of 4 pilot condominiums remained as deliverable! at the official 
contract cod date, tfac manning of the caie, since March 31. has been reduced. In genml. the monthly 
effort has bceu icdutxd from 200 person days for March to 110 person days for April. Specifically. 
thi> meant the removal of 2 research analysts, the real estate inventory manager, and one of the persons 
responsible fnr lobbying. Reduction in allocatiuict occurred for one senior analyst from 100% to 70% 
and for the overall project director from 25% to 5%.

Given the 6 additional weeks required. 160 additional person days would be required to finish the last 
contract deliverables. (sec slide OQ work effort) Assumiryz that njwaring code are uxd to cover the 
additional tees incurred in March, we would like to request additional funding to cover fees and 
expenses for the period from April 1 to May 13.

Beyond mid May, we fed that Bain support would he needed to insure that the pilot condominium 
buildings progress and provide positive examples both within Yaroslavl and throughout Russia. The 
Bain support would include work with pilot residents, city officials, outside contractors and outtidt . 
advisors. Work in the pilots wouM include meeting with pilot residents, piuviJing them with funding to 
do minor repairs, establishing maintenance contracts nod clarifying issues with government officials. 
Work with city officials would include clarifying new laws related to coodomlniurrio, insuring proper 
treatment of pilot cites, and developing additional, necessary regulations. Bain wouU also work with 
outside maintenance contractors to set up contracts with pilots, aud we would communicate and share 
experience witli other advisors.

The pilot monitoring voould require 50% allocations of 3 people or 33 person days per month. The 
work would continue fltxn mid May to mid Jury until such tiiuc as an other advisor could monitor the 
sites. This other advisor could he the. Urban Institute who have agreed to uuulinue the oversight ot'the 
Yaroslavl condominiums under their current USA in contract beginning in June/July.

Next Step*
We would Iflce your response to this memo as coon as possible. Assuming a positive response: tn (he 
request for sdditiuual funding. Bain will, bated on this memo, write a task order aud submit it to the 
OKI and USA1D for approval.

Appendix

Phase II: No Cost Revision of TAsJr Onler
February 11, 1994 memorandum regarding work plan delays sent to Walter Coles aud Deirdre
Clifford of US AID
Case progress to date aa of March 31.1994
Breakout of work effort
Funding icquirunerjts

ua.vom.Dac



KPMG Peat Marwick
Policy Economics Group

SUBCONTRACTOR BASIC ORDERING AGREEMENT NO. 3108-C

TASK ORDER NO. 002 (Amendment Three)

Effective Date: November 1, 1993 Through September 30, '1394 

Performance:

This Task Order is authorized under KPMG Peat Marwick's Prime 
Contract No. CCN-0005-C-00-3108-00. Performance shall be in 
accordance with the following:

The subcontractors will spend eleven months working in Moscow and 
other cities continuing work assisting GKI with general management 
of the voucher auction effort. Support should be for the fees and 
expenses of a central management team with the following primary 
functions: provide project management resources to GKI for the 
coordination of regional efforts; assess regional resource needs; 
provide necessary financial and advisory support to the regions; 
recruit, train and supervise individuals to provide support to the 
regions; and monitor overall auction progress and resource 
allocation. See issues set forth in Attachment A. hereto and 
deliver a written report of the findings.

I

Coordination:

Tasks and Reporting;

Contract AdmiMistration:

Billing Shall Be Addressed To;

Type of Task Order;

Mr. Roger Leeds 
(202) 467-3842

Mr. Jack Summers 
(202) 467-3433

Ms. Pamela Fingers 
KPMG Peat Marwick 
2001 M. Street, N.W. 
Washington, D. C. 20036

Cost Plus Fixed Fee (CPFF)

Ceiling Price; $820,478 Maximum for 
Labor, All Expenses, And 
International Business 
Class Airfare.

*This corresponds to KPMG's Task Order #7-0025-KPMG.



KPMG Peat Marwick
Policy Economics Group

Task Order No. 002 (Amendment Three) 
Page 2

Schedule:

See Attachment B

Please note that fees for services should be itemized separately, 
KPMG Peat Marwick will reimburse Bain & Co, Inc., for the cost of 
Business class airfare on a U.S. flag carrier; therefore when 
reporting expenses, a copy of the travel itinerary identifying the 
cost of full coach airfare for each ticket should be included. 
Other expenses including food, lodging, local transportation and 
reasonable incidentals are also reimbursable up to an in country 
per diem. All lodging expenses being submitted for reimbursement 
should be itemized, and accompanied by ORIGINAL receipts. Meals 
and incidentals shall be paid at the flat rate of $75 per day, no 
receipts are required for these expenses. (Rates may vary in other 
cities.)

Invoicing and payment shall be in accordance with Subcontractor 
Basic Ordering Agreement No. 3108-00-C ARTICLE VI-SPECIAL 
PROVISIONS - Paragraph B. entitled "Invoicing and Payment".

Limitation of Liability;

No liability on the part of KPMG Peat Marwick, legal or otherwise, 
shall arise for costs incurred by Bain & Company, Inc., in excess 
of $820,478.18 for labor, all expenses and Business Class Airfare 
unless additional effort and/or airfare ceiling incorporated as a 
Modification to this Task Order.

Acknowledgement and Acceptance:

KPMG Peat Marwick 
2001 M. Street, N.W. 
Washington, D. C. 20036

Bain fie Co., I.nc. 
Two Copley Place 
Boston, MA 02217-0897

By
Jarwin Johnsoiy 
Principal (/

By:
Mr. Colin Andersori" ~~ 
Vice President & 

Finance Director

Date: Date:
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ATTACHMENT A

STATEMENT OF WORK

• To provide concrete examples of methods to improve the 
quality of small scale business in Russia: and

To develop and implement a local pilot program that will 
begin to create a free commercial real estate market in 
Yaroslavl and that can be rolled out across Russia.

The two major components of these objectives are:

Legislation. Work with the relevant federal and local bodies to assist in developing 
and implementing pilot commercial sales, condominium and leasing legislation to:

• Break the municipal monopoly on space and reduce the involvement of the 
municipality in allocating space;

• Create true private ownership and competitive supply;

• Ensure the freedom of private owners to make decisions on use and 
disposition;

• Provide for proportionate and fair allocation of costs to private owners; and

• Provide a replicable model that can be used throughout Russia.

Pilot Sites Test and showcase legislation through the creation of pilot condominium 
sites that will begin once local legislation is passed.

Overall public relations work with the relevant city government 
(publicizing each region as a place where private business can function 
efficiently).
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ATTACHMENT B

Subcontractors (Bain & Co.) 

I. Salaries

Overall Project Director 
SB DevTeam Mgr. (1) 
SB Dev Team Mgr. (2) 
Lobbying/Govt. Rel Mgr. 
Legislation Dev Mgr. 
Real Est Inventory Mgr. 
Research Analyst 
Research Analyst 
Assoc Consultant Intern 
Assoc Consultant Intern 
Case Team Asst (Russian) 
Office Admin (Russian) 
Contracts Support Mgr 
Contracts Support Asst 
Consultant

Total Salaries

II. Fringe (17%)

III. Overhead (230%)

IV. Allowances (25% differential or actual salary, whichever Is less)

TASK ORDER 0002 - (Same As Task Order 7 - 0025-KPMG) 
SMALL BUSINESS DEVELOPMENT (AMENDMENT 3)

Daily
Expert Salary

Alien
Tsakalakis
Durham
Savchenko
Vitruk
Sapelnikova
Karavaikin
Bobrovsky
TBD
TBD
Fedchenkova
Avdonina
LaTerz
Lareau
Arbuznikova

331.92
331.92
331.92
264.95
14-1.67

96.59
96.59
52.89
22.85
22.23

9.20
23.00

201.25
57.41
40.00

Est #of
Days Allocation days

135.67
149.2

68
110
110
128
194
213
110
84
64

• 110
103
66
22

25%
61%
80%
50%
50%
75%
85%
80%

100%
100%
100%

10%
25%
50%
50%

25.7
87.2
62.1
60.1

104.8
83.4

136.8
69.0
90.6

118.3
103.0
21.0
29.2
41.1
22.0

Cost of
Service

8,530.34
28.943.42
20,612.23
15,923.49
14,847.02

8,055.61
13,213.51
3,649.41
2,070.21
2,629.81

947.60
483.00

5,876.50
2.359.55

880.00

1,054.30

Overall Project Director 
SB Dev Team Mgr. (1) 
SB Dev Team Mgr. (2) 

Total Allowances

V. Other Direct Cost 

Subtotal Subcontractors 

Fixed Fee 

Total Subcontractors

Alien
Tsakalakis
Durham

25%
actual salary 

25%

2,130.08
2,393.63
5,152.19

820,478
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BUDGET NOTES

1. Adjustments may be made between line items up to 15% without Mission concurrence. 
Line item adjustments in excess of 15%, increases in the level of effort, increases in the grand 
total and/or changes in the technical direction must be approved by all parties in an amendment 
to this Task Order.

2. The Consultant will seek a cost sharing with locai counterparts when entering into 
subcontracts or rental of office space and/or communications equipment whenever possible.

3. Consultants must be approved by the GKI and USAID based on experience and availability.

4. Russian labor and consultants will receive only the daily salary rate without fringe benefit, 
overhead or other indirect costs, unless as otherwise negotiated in the prime contract by the 
Contracting Officer.

5. Procurement and placement of equipment in host country organizations will be in compliance 
with USAID procurement policies and procedures.

6. Any international round trips beyond one trip per consultant must receive prior approval. 
(See Special Instructions).

7. A six day work week is authorized for this Task Order and is reflected in the per diem 
budgeted.

8. Except as specifically approved by the Contracting Officer, salaries reimbursed to the prime 
and any subcontractor are limited to a maximum of the FS 1 ceiling rate as noted in the contract. 
If a later audit review shows that the rate paid as salary to any individual and charged to the 
contract exceeded this limitation, the contractor -."ill be required to reimburse the excess salary 
payments and associated indirect cost and fees.

(Extend the close out period of the task order to 9/30/94, recognizing that the work by the subcontractor 
will be completed by June-30, 1994).

Jl<i-*/3/ ~*) Ct-^> P&-C (Jtiis) c i 
(No other direct cost breakdown provided).


