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REGIONAL PUBLIC FINANCE AND INVESTMENT PROJECT

FINAL REPORT

Executive Summary

BoozeAllen & Hamilton (Booz Allen) 1s pleased to submit this final report for the USAID
program on Regtonal Public Finance and Investment in Russia We were tasked by the Umted
States Agency for International Development (USAID) to address the critical need for improving
public finance 1n three of the Regional Investment Imtiative (RII) sites in Russia This effort was
a result of a USAID assessment, which revealed a large number of deficiencies i the public
finance areas The study also noted the existence of non-transparent intergovernmental fiscal
relations impairing trust m the government, a necessary condition for democracy and improved
foreign investment

While USAID wished to provide assistance in public finance, the Agency understood that given
the many needs, 1t would be difficult to target resources effectively Moreover, there 1s a
widespread lack of understanding about the type and amount of techmcal assistance that USAID
can provide USAID awarded this delivery order to Booz Allen as a first step toward providing
long-term technical assistance

The purpose of the delivery order was to educate officials on principles and practices of public
finance and on the range of options for technical assistance, as well as to implement limited
short-term technical assistance Booz Allen met the requirements of this task through a two
pronged approach tramning and technical assistance Inttially, a senies of three-day conferences
were held 1n Samara and Khabarovsk for regional officials, Duma members and city officials
working 1n the areas of budgeting and finance The attending officials were familiarized with
new concepts in public finance, participated 1n 1dentifying the needs of thewr jurisdictions and
prioritized them We also implemented limited "pilot" technical assistance programs that
demonstrated the value of such assistance, before larger resources are to be commutted

The Booz Allen Team was successful 1 fully achieving the objectives of the delivery order The
conferences and techmical assistance were very well recerved and the goodwill that emerged as a
result of USAID's contribution will pave the way for further projects planned in these regions
The 1nterest that public finance officials displayed in the 1dentification and prioritization of the
future technical assistance needs also resulted 1n a very creditable list of topics, being submitted
mn this report We have a found that much of the nsight gained via this task can be applied to
other regions of Russia and present our finding herewith

Booz Allen & Hamilton
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I Introduction

Booz Allen was tasked by the USAID to address the critical need for improving the public
finance skills and expertise of regional and mumnicipal officials in three regions of Russia The
objective of the task order was to help mcrease the capacity of local government officials to plan
and manage public finances and to increase transparency m order to improve public trust n
government, thereby strengthening democratic reforms

Thus task order was conducted under the auspices of the RII, a collaborative effort between the
United States and Russian governments to attract investment and generate growth in three
Russian regions Two Rlls were selected to participate n this program the Samara Region, the
Russian Far East (RFE) Regions of Khabarovsk Kraj and Sakhalin Island This task order 1s part
of a larger RII effort which brings together numerous projects designed to support the economic
growth of these regions

In May 1998, USAID undertook an assessment of the public finance situation mm Khabarovsk
Kraj and Sakhalin Island, in order to identify key obstacles to investments The assessment
revealed numerous deficiencies 1 the public finance areas, including a lack of an analytical basis
for making public investment decisions, and a dearth of skills in revenue and expenditure
analysis, planning and management In managmg public finances, the motivation was primarily
to meet short term needs, which could lead to mounting public debt Finally, the existence of
non-transparent intergovernmental fiscal relation was impeding trust in government, one of the
necessary conditions for democracy and increased foreign investment

USAID was aware that given the many needs 1 the public finance sector, 1t would be difficult to
target resources effectively Moreover, there exists a widespread lack of understanding about the
type and extent of technical assistance USAID can provide, and its potential benefits Therefore,
the Regional Public Finance working group within USAID/Moscow utilized a phased approach
1 which the first step would be to educate officials on best practices, followed by longer-term
assistance aimed at 1mproving the framework This delivery order to Booz Allen addresses the
first phase, which consisted of two tasks

o Task A
To educate officials on principles and practices of public finance 1n the Russian context and
on the range of options for technical assistance

e TaskB
To implement limited short-term technical assistance

Utilizing the guidance provided under the terms of reference for this delivery order, the
Booz Allen Team set out to meet the demands of these two tasks in a creative manner Two
three-day conferences were held in February for regional officials, Duma members and city

Booz Allen & Hamilton
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officials working 1n the areas of budgeting and finance The first conference was held 1n Samara,
for officials of the Oblast and select cities within the Oblast The second conference was held m
Khabarovsk for the regions and select cities of Khabarovsk Kraj and Sakhalin Island, together
Through these conferences, the attending officials were familiarized with new concepts 1 public
finance and participated 1n 1dentifying the needs of their jurisdictions We targeted our efforts
toward creating an awareness, motivation and "buy-n," and to prioritizing the public officials'
needs for technical assistance We also implemented himited "pilot" techmical assistance
programs that demonstrated the value of such assistance, and gauged the regions' commitment to
work with the USAID advisors Appendix A of this final report provides the Work Plan for the
project

In compliance with the terms of reference, the Booz Allen project team consistently coordinated
1ts efforts with the RII offices, attended coordination meetings, provided briefings and submutted
updates electronically We also kept abreast of other RII activities Simularly, we coordinated our
efforts with local and regional admimstration, as appropriate

This document reports the results of our work For the ease of the readers, we provide a brief
description of how the project tasks were implemented n sections IIT and IV of the main report

Sections V through VII comply with Article VIII (c) of the terms of reference, which requires the
Final Report to highlight 1) our success m achieving objectives of the activity, 1) to make
recommendations for follow-on activities and u1) to make any recommendations for similar work
in other regions Appendices A through H contain important details about the activities and
results of the project Appendices F through H contain the future techmical assistance project
schedules from Samara, Khabarovsk, and Sakhalin, respectively They outline the details of
opportunities for future USAID programs 1n those regions

The Booz Allen Team thanks our USAID/Moscow partners Stephen Giddings, Hugh Winn and
Angelina Gurkina for their invaluable guidance and support throughout We also appreciated the
advice, interest and facilitation by Elaine Grigsby-Arnade, Wiliam Hammick, Anne Simmons-
Benton, Tracy Thoman, Rafail Narinsky, Cecilia Ciepiela, Julie Brooks and the Public Finance
Working Group In the regions, we greatly appreciated the assistance of Joan Agerholm,
Andrew Wilson, Michael Allen, Irina Isaeva, Igor Malinov, Olga Choy, and Katya Lushpma
We are also grateful to the government officials from the Russian Federation, Samara, Sakhalin,
and Khabarovsk for their valuable support, and to the Union of Russian Cities, Association of
Siberian and Far East Cities, as well as the American Business Centers for their cooperation

II Task A - Conduct Conferences on Principles and Practices of Public Finance in Russia

The Project Team began its research and planming by attending the USAID sponsored
Symposwum on Mobilizing Commurity Resources for Economic Development n Moscow on
October 20 and 21 The Booz Allen team also met with USAID project management officials
and the others 1n the Public Finance working group to benefit from their insight We made site
visits to Samara, Khabarovsk and Yuzhno-Sakhalinsk to meet with Vice Governors, Duma
members, and Heads of Economics and Finance Departments to

Booz Allen & Hamalton
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Gauge and generate interest 1 the conferences among relevant officials

¢ Identify key participant categories
Gain commitment from the leadership to release the potential participants for the three
conference days

e Encourage cost-sharing, thereby enhancing the potential success of the conferences

¢ Refine the proposed subject matter to be covered at the conferences

e Rewview other public finance related information and activities in the regions, consult the
existing reports and mformation, and to avoid duplication with other implementers i our
activities

Based on our research and the terms of reference, we designed a comprehensive three-day
curriculum to provide regional officials with an overview of key public finance 1ssues The
project carefully selected a combination of American and Russian specialists to provide
practical examples of modern public finance principles and practices The conference presenters
were comprised of

e American specialists with extensive public finance experience m Russia, the NIS and Eastern
Europe
Russian public finance experts who were familiar with current best practices in Russia
Public Finance officials from Russian regions and cities who had experienced successes 1n
the public finance arena

A senior official from the Office of the President, a Deputy Mister of the Russian Federation,
private sector representatives, USAID officials, RII, and a Vice Governor/Duma officials also
spoke at the conferences The participants of the conference were a combmation of regional
administration and Duma officials and city officials from a number of important cities of each
reglon

Two conferences were held in February, 1999 The first conference, held in Samara on February
17 - 19, was attended by 46 officials from the region, Duma and a number of cities The second
conference, held 1n Khabarovsk February 25-27, was attended by 22 regional and city public
finance officials from Khabarovsk Kraj and 12 from the Sakhalin Island The officials from
Sakhalin Island traveled to the conference at the regional government's expense

The conferences were designed to meet the objectives of the terms of reference Our approach
mvolved the following steps

e Highlighting the key current 1ssues and problems 1n public finance and budgeting 1n Russia
e Presentations on the various key aspects of public finance and budgeting, covering modern
tools, techniques, best practices and experiences from within Russia and other transition

economies, grouped into four distinct subject matter modules

Booz Allen & Hamuilton
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e Identification and prioritization of the areas in which regional officials could benefit from
technical assistance 1n the future

o Selection of short-term technical assistance topics to implement during the course of the
project

Resource books and diskettes with articles pertaining to the subject matter presented were
provided to each participant

To encourage discusston of the 1ssues presented and to help the participants best prioritize their
technical assistance needs, the Booz Allen arranged breakout discussion groups after the
presentation of each module Each group made a presentation based on the discussions, listing
the topics that were the most relevant to their work At the conclusion of each conference, the
participants created a list of future technical assistance topics These lists became the basis of the
future technical assistance recommendations which Booz Allen teams further refined in each
region during the short-term technical assistance portion of the project

The conferences were deemed to be highly successful, as noted enthusiastically by the
participants, and subsequently by the Vice Governors and as reported to the media Appendix B
provides full details of the conferences

IITI Task B - Implementation of Short Term Technical Assistance

Three teams of Russian and expatriate consultants worked 1n each of the three regions whose
public finance officials had participated 1n the February conferences Samara, Khabarovsk and
Sakhalin The technical assistance teams were on the ground for approximately three weeks
during the month of April, 1999, and worked with regional officials, as well as one or more cities
mn each region The team leaders were provided detailed pre-departure orientation and coaching
to prepare them for the assignment Since the time span was extremely short, very intense effort
was pursued by each team to fulfill 1ts responsibilities

The assistance was provided through a combmation of approaches including one-on-one
coaching, workshops, round tables, lectures, case studies, a shide-show presentation, independent
gathering and analysis of data, and analysis of draft laws The teams provided significant
amendments to draft laws, reviews of the budget processes, verbal and written recommendations,
and numerous technical assistance documents developed by the teams or adapted from other
situations and sources The recipients of the technical assistance were primarily representatives
of the Finance and Economics departments of regional administrations, Duma members and
officials and city administrations

Each region had a distinct area of techmical assistance as illustrated below

Samara In Samara, techmcal assistance was provided on techmques for improving the Oblast's
procedures for making mvestments 1n long term capital projects The objective of the project was

Booz Allen & Hamilton
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to provide methods for evaluation of criteria to improve the selection process, and priority setting
methodology for public projects

Utilizing relevant experiences from other Russian regions, Eastern and Western Europe and the
US, the team offered modern methods for evaluating and prioritizing capital investments,
discussed funding options, 1dentified other factors that promote or inhibit potential investments,
and made recommendations for changes 1n policies and legislation The team also lghlighted
transparency 1n the decision making process to mmprove the Samara region's attractiveness for
external mvestments through development Please see Appendix C for full details on the
technical assistance provided in Samara

Khabarovsk Techmcal Assistance i Khabarovsk focused on streamlining the methods to
mmprove regional mmimal social norms This short-term technical assistance was targeted toward
more efficient revenue planning for the regional budget of the Khabarovsk Kraj It was
accomplished through the development of improved methodology for calculation of regional
social standards for the municipal budget of the City of Khabarovsk and advising on potential
changes 1n the relevant regional legislation

The team also addressed 1ssues relating to budgetary expenditure reductions and using anti-crises
techmques The team completed an in-depth analysis of budget and financial status indices, made
a substantive examination of draft laws on minimum social standards and made significant input
to the draft laws The team also presented a system of standard spending assessments, used in
British local government, for the allocation of grants and national control of local government
expenditures Please see Appendix D for full details on the technical assistance provided mn
Khabarovsk

Sakhalin The purpose of the technical assistance project was to analyze selected municipal
budgets 1 the Sakhalin Oblast to provide a basis for establishing the economic viability of
various cities The team used analytical models to demonstrate the use of economic projections
and budgetary trend analysis to determine the need for continung financial subsidies from the
budget Additional components of the technical assistance were to introduce a more rational and
constructive budget process to the Sakhalin Oblast and cities, to strengthen understanding on
how the budget and finance functions could contribute to the future of Sakhalin, and to prepare
the region for the receipt of additional revenues from 1its offshore developments

Techmical assistance was also requested 1n the analysis of the current draft of the 1999 Oblast
budget, introduced i March, 1999 The team was mvited to provide mput on the budget process
and the uses of the budgetary and extra-budgetary funds They worked with the Oblast
adminustration and Duma budget commuttee simultaneously, highlighting concepts of efficiency,
effectiveness and transparency Please see Appendix E for full details on the technical assistance
provided 1n Sakhalin

Booz Allen & Hamilton
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IV. Success 1 Achieving Objectives

Overall, the objectives of the delivery order were more than fully achieved The conferences and
technical assistance were very well received and created goodwill for future USAID projects
The 1nterest that officials 1n each region displayed 1n the identification and prioritization of future
technical assistance needs also resulted 1n a very creditable list of topics provided in the next
section

In terms of the process of managing the project, Booz Allen has been mindful of the USAID
requirements 1n the following areas work planning, scope of work, funding, and scheduling,
providing qualified personnel, responding to technical directions, adhering to work schedules,
submutting reports and other deliverables, cost effectiveness, and timeliness and completeness of
communications with USAID

In terms of the subject matter a full breadth of relevant areas was covered with participants at the
conferences quite intensively Simularly, substantive tramning and consultations in the areas
selected by the regions were offered during the short term technical assistance A large number
of documents were also made available, which are expected to become available to a wider
audience Both the conferences and the technical assistance were very highly rated by the
participants and Vice Governors from each region A high level of motivation and "buy 1n" were
also achieved which resulted i an enthustastic participation 1n the identification of future
technical assistance opportunities

We have also successfully completed the required tangible activities, as delineated 1n our work
plan (Appendix A) In the work plan, we outlined a number of results and indicators, consistent
with USAID's strategic objectives for projects in Russia The BoozeAllen Team focused on the
first two levels of the results chain, Program Management Results and Trainee Learning Results
1 developing indicators to measure the effectiveness and success of the seminars and technical
assistance The actual performance with respect to each of the indicators 1s presented below in
summary form

Level 1 Program Management Results
» Development and dehvery of semmar design and materials

PLANNED OBJECTIVE | ACTUSLRESULTS

A draft of the semunar design will be
submitted to USAID at the end of
November 1998

The seminar design draft, consistent with
TOR requirements, was submutted 1n late
November 1998

Final semunar design will be submaitted to
USAID along with the work plan on
January 8, 1999

Final seminar design, incorporating USAID
comments, was submitted with work plan

on January 8, 1999

Booz Allen & Hamulton
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Final training materials will be prepared
and a dry run (test) will be completed in
Moscow by February 15, 1999

Fmal traimng matenals and a dry run
successfully completed by February 15,
1999  Tramming materials 1ncluded
presentations on all topics enumerated m
the TOR Surpassing  USAID

requirements, a two volume Resource

Book and diskette of public finance
information were developed

Targeted sixty participants will attend the
seminars

PLANNED OBJECTIVE

Draft technical assistance
recommendations will be delivered to
USAID by March 5, 1999

PLANNED OBJECTIVE
At least three jurisdictions will be
provided short term TA as determined,

and tramnng, as approved, will be
completed by April 30

Eighty participants attended seminars
according to the following breakdown
Samara - 46, Khabarovsk - 22, Sakhalin -
12 The project met the planned objective
by 150%

* Techmcal assistance work plan developed following the seminars

ACTUAL RESULTS

Draft technical assistance recommendation
were submutted to USAID before March 5,
1999 Due to later reconsideration of short-
term TA topics by regional governments 1n
Samara and Khabarovsk, TA topics were
subsequently modified

» Short-term technical assistance and traming delivered as planned

ACTUAL RESULTS

Approximately three weeks of short-term
technical assistance and traiming were
successfully completed in Samara region,
Khabarovsk Krai and Sakhalin Island by
April 30 All training included at least one
city mn addition to Oblasts

Booz Allen & Hamilton
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Level 2 Trainee Learning Results

» Awareness, motivation, and buy-in for techmcal assistance and traming created

S W N AR TR aE Gy A A on A By MR W aE u W AW W

During the conferences

PLANNED OBJECTIVE

For Awareness, targeted sixty participants
will complete Modules I through VI of the
seminar

| ACTUAL RESULTS e

Eighty participants completed Modules I
through VI of the semunar, participated m
break-out group discussions, and became
familiar with Russian and 1nternational
public finance best practices techniques
and methodologies The project met the
planned objective by 150%

For Motivation, all participants will help
identify need for action from therr
Junisdictions

All semmar participants successfully
partictpated 1 conference  breakout
discussions to wdentify TA needs in their
regions Many of these participants later
worked with the project team to implement
and further define the future TA needs

For Buy-In, priorities for 20 TA
opportunities customized and 6 work
action plans will be developed

Thirty-one  TA  opportunities  were
identified, broken down by region as
follows Samara -18, Khabarovsk - 7,
Sakhalm - 7 Work action plans were
developed for all 31 opportunities The
project met the planned objective for buy-
m of priorities by 150%, and for work

actions plans by 516%

Booz Allen & Hamulton
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» City and regional officials wall improve public finance and budget skills from short-
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term technical assistance and traming m at least the areas of technical assistance

PLANNED OBJECTIVE

At least 3 jurisdictions and 40 regional
officials will participate 1 short-term TA
and training activiies focused on new
financial management and budgeting
skills

| ACTUAL RESULTS
Samara, Khabarovsk Krai and Sakhalin
Island participated 1n the short-term TA
and tramning activities, during which 60
regional officials were tramned These
officials participated in seminars, round
tables or expert consolations In each
region, the participation by officials can be
broken down as follows
Samara  Economucs Dept - 13
Fmance Dept - 3
Caprtal Construction Dept - 1
Khabarovsk City Administration - 9
Oblast Administration - 7
Oblast Duma Leaders - 1
Oblast Duma Staff - 9
Oblast Finance Dept - 5
Oblast Administration - 4
City Officials - 4
NGO Staff - 4
The project met the planned objective for
traimning of officials during TA by 150%

Sakhalin

Booz Allen & Hamulton
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IV Recommendations for Follow-on Technical Assistance Activities

At the conferences each regional group developed a prioritized list of areas in which they could
benefit from technical assistance During the short-term technical assistance phase of the project,
the project team 1n each region further refined these topics through discussions with the
departments of economy and finance and others, and finalized the list with the Vice Governors
The recommendations for future technical assistance projects for each of the three regions are
provided below Prioritized summary listings of the future technical assistance requests for the
three regions are provided below with more details in appendices F through H

While there were significant differences in the emphasis between the three regions, some areas
were strikingly common For 1nstance, the topic of budget strengthening was of mterest to all
three regions and elicited the greatest number of project requests The chart below breaks down
1n percentages all the requests broadly categorized by topic

Future Techmcal Assistance
Requests Breakdown by Topic

Caputal
Expenditures
10%

Information

Technology Expenditure
10%

Investment
Promotion
13%

Revenue
13%

Intergovernmental
Relations
10%

Booz Allen & Hamilton
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SAMARA The departments of economy and finance held diverging opinions regarding the
priority of the projects, which were developed during the course of the conference In order to
present each department's priority list, as well as the Booz Allen team's overall
recommendations, we have provided three prioritization columns for Samara The last column
presents the recommendations of the Samara technical assistance team, based on thewr work
the region and with local officials

Economy Finance Samara Team
PROJECTS Dept Dept  Recommended
R . Priorit Priority Priority
Local Economic Development and Employment
Initiative

Capital Budget and Investment Specialist Training

Develop Economuc and Financial Strategic Plan

Develop Information and Analysis System

Establish a Treasury System

Develop Program for Private Investment in Communal
Service Delivery

Improve Asset Property Management

Develop Property Tax Base Data System

Develop Budget Indicators and Budget Monitoring
Technmiques

Assist in Multi-year Financial Planning

Formalize Intra-regional Budgetary Relations

Revenue Analysis to Improve Collections, Fairness

Improve Efficiency Through Better Expenditure Analysis

Increase Accountability, Control, Transparency m the
Budget Process

Develop the Budget as a Policy Instrument

Encourage Investment 1n Residential Construction

Evaluate the Present and Potential Impact of the Public
Sector 1n Samara

Booz Allen & Hamilton
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More detailed information on the above projects 1s presented in Appendix F

KHABAROVSK The following seven topics were deemed to be of priority in Khabarovsk

PROJECTS

Improve Legal and Administrative Framework for Inter-governmental Financial
Relations

Develop Budget as Instrument of Policy

Revenue Analysis and Enhancement

Assist 1n Management of Expenditures

Assist 1n Development, Management and Operation of Modern Information
Technology

Adoption of a comprehensive Accounting Systems and of Accepted Accounting
Standards and Practices

Financial Reporting and Auditing

More detailed information on the above projects 1s presented 1n Appendix G

SAKHALIN A total of seven arecas were 1dentified for future technical assistance 1n Sakhalin,

as follows

Assist in Budget Analysis and Transparency

Assist 1n Intergovernmental Budgetary Relations

Establish Regional Strategic Priorities

Assist in Capital Budget and Investment Planning

Assist 1n Municipal Budget Analysis and Planning

Develop Regional Incentives to Economic Investment

Assist 1n Financial Planning

Booz Allen & Hamilton
13




USAID/Moscow Regional Public Finance and Investment Project
Final Report

More detailed information on the above projects 1s presented in Appendix H
VII Recommendations For Stmilar Work In Other Regions

As mterpreted by USAID's project management officials at our meeting on April 26, Booz Allen
was not expected to make specific recommendations for other regions since we have not studied
them However, we can offer some generalized observations and lessons learned applicable to
other regions of Russia, based on our extensive knowledge of Russia and the experience gamned
1n the three regions under this delivery order

The phased approach mvolving conferences and a pilot technical assistance efforts works We
suggest this be done 1n other regions where there 1s relative uncertainty about the needs and
acceptability of the proposed assistance Done meticulously and effectively, such an approach
can not only remove uncertainties, 1t can help to establish rapport that can go a long way toward
a successful rollout Simularly, we suggest prior consultation with the key officials, which m our
case, helped create receptivity for the conferences, and helped fine-tune the agenda Conferences
designed wrth interactive agendas provide opportunities for members of various departments m
cities, region and branches of government to exchange mformation, share perspectives and
develop more effective working relationships  Interactive break-out groups during the
conference should be used to encourage attendees to participate fully in discussions of
mformation presented during the sessions and increase understanding of the subject matter
Russian experts as tramers, strengthen both the process and the content of presentations and
technical assistance efforts Government officials from other regions and cities that have
successfully implemented new methodologies/techniques provided some of the most useful and
easily digestible information at the conferences in Samara and Khabarovsk They were seen as
colleagues and their recommendations were highly regarded by the conference participants

We also have a few observations regarding the contents of technical assistance, as follows We
found that US/international perspectives, m addition to Russian best practices, are of interest to
tramning participants They expect 1t and will accept this information that will help them
benchmark for the future, if properly selected for applicability and properly presented We
should be prepared for a great lack of historical and reliable data USAID should plan for, and
consultants should be prepared to role up their sleeves to dig deep and put together data for any
meaningful analysis There 1s a need for implementation of accounting standards for umform
reporting and mterpretation of data The level of automation varies greatly but the use of
automated systems leaves a lot to be desired as data collection and analysis tools Many of the
modern approaches cannot be uttlized without some essential computerization There 1s a great
need and a great deal of mnterest in modern revenue enhancement and expense management
approaches The area of capital expenditure by public entities needs much work both 1n terms of
what should be public domamn and how to go about prioritizing and financing such appropriate
expenditures There 1s great need and desire to improve the budget process and 1ts use as a
policy tool There 1s also sufficient openness to improving reporting methods, therefore, we
recommend that USAID continue 1ts pursuit of enhanced transparency

Booz Allen & Hamilton
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Here, we would like to say a word about the all-important issue of transparency We had
sufficient opportunity both at the conferences and during the techmcal assistance to establish the
value of transparency to the municipalities and the regions We believe the officials did
understand the merit of 1t objectively, however, we realize that not all departments or officials
would find 1t m their own best short term interest to pursue it vigorously On the other hand, we
believe that while the speed will vary from jurisdiction to jurisdiction, the direction 1s
unmistakable Some officials have asked for techmical assistance n this area directly
Additionally, there are many indirect influences that will chip away at the lack of transparency
For example, as modern approaches and analytical techniques are applied, more and more
mformation will have to become open Increasing automation will have a similar effect since
more data will be captured at the sources and will have to become a part of the reports

Some orgamizational issues that should be considered mclude the understanding that the
Economics Department, Finance Department, Administration and Duma each have an important
role but often have different priorities that should be understood before implementing a long-
term technical assistance program The Duma 1s generally more supportive of transparency than
the admistration The role of the finance department 1s generally greater in the area of
budgeting, but thewr participation has been less Involving Vice Governors responsible for
Finance, in addition, or as opposed to Vice Governors responsible for the Department of
Economics, from the begmning may be one strategy The Booz Allen Team found that properly
approached, most middle/ upper-nuddle level public officials were quite enthusiastic about new
1deas and methods

We have two specific recommendations m connection with the region of Novgorod, which 1s the
third RII site These recommendations are based on the mput recerved from Mr Victor Antufeev,
First Deputy Head of City of Novgorod Admimistration for Economics and Finance, and Ms
Irma Kibina, Deputy Chairman of the Duma First, there 1s an opportunity to help Novgorod
establish an information network between the City, Tax Inspectorate and other agencies that are
handling financial benefits and privileges such as pensions, social support, various subsidies and
stipends This would allow transparency and accessibility to data allowing improved tax
collection It will also help achieve a more rational allocation of subsidies emanating from the
federal, oblast and city resources We believe technical assistance and possible support with
software may be needed

We also understand that Novgorod would be willing to share their successes in creating a
favorable business climate in the form of a formally structured document that can be
dissemmnated for the benefit of other cities/regions of Russia USAID may be able to encourage
and support such an effort

Booz Allen & Hamilton
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Work Plan

1 Introduction

BoozeAllen & Hamilton (BA&H) 15 pleased to submit this workplan for the project on Regional
Public Finance and Investment 1n the Russian Federation

For readers' convenience, the work plan 1s presented in a compact manner Details of specific
items are attached as appendices, as shown 1n the table of contents

We are grateful to the officials at the Moscow Mission of United States Agency for International
Development (USAID) for their kind gmdance and support toward progress made to date We
also thank the Representatives for the Regional Investment Initiative (RII) and government
officials from Samara, Sakhalin and Khabarovsk for their valuable support We also appreciate
the cooperation of the Union of Russian Cities (URC), the Association of Siberian and Far East
Cities (ASFEC), as well as several other USAID contractors

2 Background

In support of Russia's need to mobilize domestic and foreign investments as it transitions to a
market economy, US Vice President Gore and Russian Prime Miister Chernamyrdin announced
a Regional Investment Initiative (RII) in February 1997 Khabarovsk Krai, Sakhalin Island and
Samara Oblast were selected among the RII sites

In order to 1dentify key obstacles to mnvestments, USAID undertook an assessment of the public
finance situation 1n Khabarovsk Krai and Sakhalin Island in May 1998 The assessment revealed
a large number of deficiencies mn public finance requiring assistance There was lack of
analytical basis for making public investment decisions and inadequacy of skills 1n revenue and
expenditure analysis, planning and management Existence of non-transparent intergovernmental
fiscal relation was another 1ssue Improving trust 1n the government remains one of the necessary
conditions for democracy and improved foreign investment In managing public finances, the
motivation was found to be primarily to meet short term needs which could lead to mounting

public debt

While USAID wishes to provide assistance mn the above areas, the Agency knew from
experience that given many needs and current priorities 1t 1s difficult to target resources
effectively Moreover, there 1s a widespread lack of understanding about what technical
assistance USAID can provide and 1ts potential benefits

Thus, there 1s a need to create awareness about, and benefits of, assistance and to also create a
desire for 1t Then, 1t 18 necessary to prioritize the needs based on the officials’ perceived value on
an mformed basis It appeared that a conference type approach can create an awareness,
motivation and "buy-in" and limited "pilot" type technical assistance can demonstrate the value
of such assistance to the officials, before larger resources are commutted

Booz Allen & Hamulton
Work Plan
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This delivery order to BA&H 1s meant to meet the demands of this 1s special situation m a
creative manner The next section describes how this effort addresses USAID Strategic
Objectives before we discuss the two principal components of thus project and how BA&H plans
to carry them out

3 Addressing USAID Strategic Objectives

The specific mtent of this project 1s to mitiate a “results chain” that will lead to the fulfillment of
key USAID RII Strategic Objectives 1 2 "Tax system reformed to correspond to decentralized
market economy" 13, "Accelerated growth and development of Private Enterprises”, and
Intermediate Result 121, "Policies, legislation, and regulation conducive to broad-based
competition and private sector growth adapted " This document will demonstrate the linkages
between the various levels of the "Tramming Results Chamn", that 1s presented graphically mn
Figure 1 on page 4, and that 1s explained below

At Level 1, results include a well-conceived workplan, conferences, and short-term technical
assistance and training as planned These are measured by the quality and effectiveness of the
conferences and the short-term technical assistance 1in propelling the participants to the next level
of results These results are a product of background research, conference planning, and
effectively delivered conferences using the most appropriate Russian and mternational best
practices The conferences 1n this program differ from typical tramning conferences 1 that their
primary aim 1s not "learning of knowledge and skills" Rather, the conferences aim to create
awareness among attendees, create motivation, and achieve buy-n for further targeted technical
assistance and training

At Level 2, there are two time-sequenced objectives First, the conferences will create
awareness, motivation and buy-in for techmcal assistance and training Second, as a result of the
short-term technical assistance and traming, city and regional officials will have improved public
finance and budgeting skills

At Level 3, Learning Apphcation Results, the results include the officials applying the new
knowledge and skills they have acquired to their own jobs and tasks This 1s measured by how
well they improve the way they do their jobs through the application of new skills

Level 4, Work Group Results, include developing the capacity of city and regional officials to
plan and manage public finances to increase the transparency of public policy and budget
planning processes at the Oblast and Municipal levels This will be measured through
productivity improvements in city and regional officials mn addition to their improved planning
and use of public finances The participants will also contribute to making the finance process
more transparent This level 1s a result of the applied learming that took place at Level 3, at
which time the officials were able to use what they learned and apply 1t effectively to their
immediate work environments

Level 5, Partner Organization Results, include improving trust in the Government by taxpayers,
which 1s a necessary condition among others for democracy and improved mvestment This will
be measured successfully by increased and improved trust in the government by taxpayers

Booz Allen & Hanmulton
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Having accomplished the above results chain, Level 6, the Intermediate Result 13 1, will be
accomplished "Policies, legislation, and regulation conducive to broad-based competition and
private sector growth adopted"” This will be measured by how quckly and effectively new
legislation 1s adopted, and how quuckly the private sector grows This 1s the result of increased
partner orgamization learning from Level 5

Having accomplished this learning at a higher partner organization level will lead to Level 7,
resulting in the fulfillment of USAID Strategic Objective 12 "Tax systems reformed to
decentralized market economy" This will be measured by how quickly and effectively the tax
system has been reformed, and how 1t links back to improving trust in the government by
taxpayers

Through this, the orgamzations will then contribute to Level 7, USAID Strategic Objective 1 3
"Accelerated growth and development of private enterprises” This will be measured through the
growth of private enterprises and 1s a result of the creation of private sector growth legislation at
Level 6

Booz Allen & Hamalton
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FIGURE 1

Results Chain for the Regional Public Fimance and Investment Program

USAID STRATEGIC OBJECTIVE 12 USAID STRATEGIC OBJECTIVE 13
LEVEL 7 "Tax System Reformed to Correspond to "Accelerated Growth and Development of
Decentralized Market Economy" Private Enterprises”
INTERMEDIATE RESULT 131
LEVEL 6
"Policies, Legislation, and Regulation
Conducive to Broad-based Competition and
Private Sector Growth Adopted”
PARTNER INSTITUTION RESULTS
LEVEL 5
Improve Trust in Government by Taxpayers—a necessary condition among others for democracy
and improved investment
LEVEL 4 WORK GROUP RESULTS
Develop capacity of city and regional officials to plan and manage public finances and to
increase the transparency of public policy and budget planning processes at the Oblast
and municipal levels
LEARNING APPLICATION RESULTS
LEVEL 3
Apply learning results to own jobs and tasks
LEARNING RESULTS LEARNING RESULTS
LEVEL 2
1 Awareness, Motivation 2 Officials have improved
and Buy-in for technical public finance and budget
assistance and tramning skalls from technical
created during Conference assistance and training
PROGRAM MANAGEMENT
PROGRAM MANAGEMENT ~  RESULTS
RESULTS
2 Technical assistance
1 Conference Design and ‘ workplan developed
LEVEL 1 Workplan developed prior to following conferences
conferences 3 Short-term technical
assistance and tramning
len & Ha delivered as planned
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4 Plans for Program Components

As mdicated above and directed by the TOR, these are two principal components of this program

1

Conferences on principles and practices of public finance in the Russian context, to
educate officials on the range of options for technical assistance, resulting in the
development of work plans for each region identifying and defiming priortties for
short and long term assistance and/or partnership, and

Implementation of limited short-term technical assistance based on approved work
plans

These components are expected to be designed and implemented between October 1998 and
May 1999 Attachment A provides the schedule for this workplan in Gantt Chart form (Due to
the factors known to USAID, this time frame 1s slightly beyond that originally stipulated )

41 Conferences

The conferences are bemng designed to meet USAID's objectives as stated above And
given below are certain specifics of the conferences Attached as Attachment B are the
details on the design and contents of the proposed conferences

The primary participants n the conferences will be public officials who have
responsibility n the areas of budgeting, finance and economic affairs They will
represent Krai/Oblast admimstrations, Duma and mumcipalities

Two conferences are expected to be held under this program, one 1n Samara and one
1n the Russian Far East

The RFE conference will be held in the City of Khabarovsk and 1t will also be
attended by the representatives from Sakhalin

The conferences will be held for three days each

For cost effectiveness, we propose to hold the two conferences during two
consecutive weeks

The proposed contents of the conferences represent our packaging of the relevant
subject matters into short discrete technical assistance areas

Presenters will include US specialists with experience in Russia as well as 1n other
emerging economies, Russian specialists 1n the field, government officials who are
successful practitioners in the field, and potentially private sector representatives

Booz Allen & Hamilton
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e The output of the conferences will be sets of recommendations on customized short
term and long term technical assistance plans for the three regions

42 Technical Assistance

As the outcome of the conferences, short term technical assistance needs of the jurisdictions wall
be prioritized and reviewed with senior counterpart officials

We expect to make the necessary preparation on the technical assistance approach prior to the
conferences 1n order that concrete progress can be made immediately past the conferences while
our team 1s still m the field

Availability of resources will be applied to make recommendations to USAID regarding the most
appropriate TA to be provided under this task order

Once approved, appropriate US and expatriate advisors will be 1dentified to match the TA areas
selected

Attachment C contamns our approach to the design and implementation of technical assistance

5 Resources Apphed

A variety of financial, manpower/intellectual and collaborative resources/mputs are being
applied to this project for achieving the desired objectives Given below 1s a brief statement
about these resources

51 Financial

Attachment D contains an estimated breakdown of the budget by the principal components of the
program for Samara and RFE

In addition to the funds available under this task order, the following resources are expected to
contribute to the overall success of this project

1 Limited transportation, facilities and staff support to be potentially provided as "in
kind" contribution by the Khabarovsk Krai administration and Samara Oblast
administration

2 Cost of transportation of the officials from Sakhalin Island to Khabarovsk, to be

paid by their respective jurisdictions

3 The cost of transportation of the officials from outside the City of Khabarovsk to
be borne by their municipalities

Booz Allen & Hamilton
Work Plan
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52  Project Personnel

BA&H offers a well-rounded team of personnel offering strong managerial and professional
capabilities Attachment E describes the role of the project personnel and Attachment F
summarizes their level of effort

53 Publications and Material

In order to make full use of the substantial body of mformation previously developed for Russia
and the ENI m the area of public finance, we have reviewed materials from previous USAID
projects, as well as other donor and scholarly sources toward the design of the conferences The
list of publications and materials currently under review 1s listed 1n Attachment F Additional
Russian language matenal 1s currently under review for conference use to ensure that use of
previously translated material 1s maximized

54 Collaborative Efforts

Thus project has been planned to be an integral part of the overall RII efforts toward growth and
investment 1n the regions In view of that, the project has worked closely with the RII mitiatives
in Samara and the RFE 1n gaiming support for the conferences by regional and city officials
BA&H 1s most appreciative of the cooperation and support by Joan Agerholm, Irina Isaeva and
Olga Choy of RII and by Mike Allen and other members of Sakhalin and Khabarovsk ABC
offices = We are, of course, grateful to USAID officials for therr ongomg advice and
participation We have also had the benefit of guidance and advice from the Umon of Russian
Crties and the Association of Siberian and Far Eastern Cities

6 QOutcome and Measurable Indicators

As we know, the goal of the RII 1s to create trade linkages with the Russian Far East and the
West Coast of the United States In addition, the RII aims to

o Work with authorities to develop a set of priorities to attract mvestment and
generate growth,

e Develop an overall framework to put these mutually decided upon priorities n
place, and

o Contribute to the central goal of improving the prospects of investment and
economic growth 1n the given regions

Based on USAID's assessment 1t was found that public finance related problems are a hindrance
in reaching the objectives put forth in the RII Problems mclude

o Officials are short-term goal-oriented,
Booz Allen & Hamulton
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¢ Government officers are not motivated to change and adapt financial management
and budgetary processes, and

e There are regional differences in priorities and levels of commitment
Given the current situation 1n the Regions, BoozeAllen & Hamilton will focus on the first two
levels of the results chamn, Program Management Results and Tramee Learning Results (in
Figure 1 of the Strategic Objectives document), in developing indicators to measure the

effectiveness and success of the conferences in Khabarovsk, Samara, and Sakhalin Island

In Level 1, Program Management Results, three outcomes are scheduled with different
indicators

1 Development and delivery of Conference Design and materials
INDICATORS

= A draft of the conference design was submutted to USAID at the end of
November, 1998

» The final design 1s being submaitted along with the workplan on January 8, 1999 to
USAID

=  Final traiing materials prepared with dry run (test) in Moscow on February 15,
1999

= Materials presented in Conference format in Samara Region for city and regional
officials on February 17, 18, & 19, 1999

= Materials presented 1n Conference format in RFE Region for city and regional
officials on February 25, 26, & 27, 1999

» Targeted sixty participants will attend the conferences

2 Technical Assistance workplan developed following the conferences

INDICATORS

» Draft Technical Assistance recommendations will be delivered to USAID 1 by
March 5, 1999

3 Short-term techmical assistance and traming delivered as planned starting March 15

(contingent upon rapid approval )

Booz Allen & Hamilton
Work Plan
8

77



USAID/Moscow Regional Public Finance and Investment Project
Final Report

INDICATORS

» At least three jurisdictions will be provided short term TA as determuned and
training, as approved, will be completed by April 30

In Level 2 of the results chain, Tramnee Learning Results, there are two major outcomes with
separate indicators of their success

1  Awareness, Motivation, and Buy-In for technical assistance and traming created
during the conference

INDICATORS

»  For Awareness, targeted sixty participants will complete Modules I through VI of
the conference

=  For Motivation, all participants will help identify need for action from their
jurisdictions

» For Buy-In, priorities for 20 TA opportunities customized and 6 work action plans
will be developed

2 City and Regional Officials would have improved public finance and budget skills
from short and long-term technical assistance and training 1n at least the areas of TA

INDICATORS

» At least 3 jurisdictions and 40 regional officials will participate in short-term TA

and training activities focused on new financial management and budgeting skills
for 1999

All participants will benefit from the short-term TA and the 100% of the TA wall fall under the
priorities determined by the participants in the conference 106 days of expat and 315 days of
local national LOE will be expanded toward such technical assistance and training

7 Written Deliverables

e Project work plan

¢ Conference design and outline

e TA design
e Short and Long Term Techmcal Assistance Plan for Samara Region, Khabarovsk Krai,
and Sakhalin Island
Booz Allen & Hamuilton
Work Plan
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e Final Report (including updated Technical Assistance Plan)

¢ Monthly Status Reports

Booz Allen & Hamilton
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Attachment A
USAID Conferences on Public Finance and Budgefing
Design
OBJECTIVES

Not Primarily Training

We recognize that these conferences are not purely training vehicles Normally, the stand-alone
training programs involve mtensive treatment of a limited number of topics m order that the
participants can apply the knowledge gained at their workplace Since traimng 1s not the primary
focus of these conferences, we are proposing to cover a wider waterfront of public
finance/budgeting

Creating Awareness

The first objective of these conferences 1s to create awareness among attendees about
e A wide range of 1ssues/problems related to public finance

e The fact that most problems are systemic, affecting sub-national governments 1n all
transition economies as well as much of the rest of the world

e The fact that a variety of practices/solutions are bemng successfully utilized by others
1n Russia and elsewhere

Creating Motivation

Since USAID technical assistance resources remain limited, even m the long run, the
conferences are expected to prompt officials to recogmze therr needs and opportunities and
motivate them to utilize new practices regardless of the timing or availability of TA (Resource
material 1n Russian will be given to the participants for their future reference )

Creating Buy-In for Assistance

The conferences will be like an "interactive menu" introducing traming/technical assistance
opportunities Once the officials recogmze their needs and the opportumties for receiving
technical assistance, theirr commitment and capacity will be assessed and priorities established,
both for "pilot" short term techmical assistance and for the long term needs

Booz Allen & Hamilton
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Day 1

Day 2

Day 3

Day 4

Morning

Afternoon
Morning
Afternoon
Morning

Afternoon

CONFERENCE OUTLINE

Welcome by Senior Regional Official/lUSAID

Introduction

Module I Critical Issues Session

Module II Sources of Funds

Module Il  Uses of Funds

Module IV  Overall Budgetary Process

Module V Capital Improvements/Infrastructure Development
Module VI Strategy Roundtable

Meetings with selected officials

Booz Allen & Hamilton
Work Plan
12



S ey EE En NN N A

- A - N S .. e

. W Emm EE

USAID/Moscow Regional Public Finance and Investment Project

Final Report
From To
830 930
930 10 15
10 15 11 00
11 00 11 15
11 15 12 30
12 30 100
100 200
200 330
330 345
345 4 45
4 45 530
530 6 30
6 30

DAY ONE SCHEDULE

Event

Registration

Welcome and Introduction
Module I

Coffee Break

Module I (cont )

Guest Speaker

Lunch

Module II

Coffee Break

Module 1I (cont )

Break Out Sessions and Reporting
Optional Session

Reception followed by dinner

Booz Allen & Hamilton
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10 45

11 45

12 30

100

200

330

345

4 45

530

To
10 30
10 45
11 45
12 30
100
200
330
345
4 45
530

6 30

DAY TWO SCHEDULE

Event

Module III

Coffee Break

Module III

Breakout and Reporting
Guest Speaker

Lunch

Module IV

Coffee Break

Module IV (cont )

Break out sessions and reporting

Optional Session
Booz Allen & Hamilton
Work Plan
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From To
900 10 30
10 30 10 45
10 45 11 45
11 45 12 30
12 30 130
130 245
245 300
300 4 00

DAY THREE SCHEDULE

Event

Module V

Coffee Break

Module V (cont )
Breakout and Reporting
Lunch

Module VI

Coffee Break

Module VI (cont ) and Conclusion

Booz Allen & Hamulton
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APPROACH

Introduction
The 1ntroductory remarks will cover the following

Objectives of the conference

Agenda of the conference

Approach/Methodology Described

Recommendations/guidance on maximizing the value of the conference to the attendees

This presentation will utilize flip charts containing the outlines shown 1n pages B-19 and B-20
As the conferences progress, the flip charts will record and track the progress being made

Module 1

The first module 1s mtended as a "situation analysis" to bring out critical issues/problems 1n
order to establish the need for action/capacity bwlding/modermization 1n the area of
budget/public finance

Modules II through V

These modules will consist of the following

1 Lectures that incorporate 1llustrations of current applications, experiences, best practices and
demonstrations on the module topics (see pages B-9 through B-13 for details) presented by
expatriate and Russian specialists and public officials (see pages B-15 through B-18 for
proposed presenters) Follow-up will include a question and answer module

2 Breakout sessions for discussion by the participants, followed by two minute reports by each
group, on the following

Their present situation 1n the topics covered
Potential for utilization of the concepts presented
Desirable training/techmical assistance (TA)

Module VI

While technical assistance and traimng opportunities will be 1dentified throughout the modules,
thus last module and Day 4 are specifically intended to recap action opportunities and to identify
TA needs/mterest

Booz Allen & Hamulton
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CONTENTS

Basis
Contents for the conferences have been selected based on the following

» Gudance provided under Delivery Order #3801

e The two studies conducted by USAID representatives 1n Khabarovsk Krai and Sakhalin
Oblast in May 1998, which, along with the TOR, were the man contributors

» Issues 1dentified via observations and discussions at the Economic Development
Conference mn Galitsino mn October 1998

o Elements gleaned from the relevant literature

o Feedback from the government officials in the three oblasts and cities when discussing
the proposed conferences during our visits

TA Clusters

Tools, techniques, practices and procedures to be covered under these conferences have been
clustered mto 20 free standing areas of technical assistance for ease of prioritization (as seen n
bold on pages B-9 through B-13) Once selected these clusters will be customized to the needs
of the recipients

Booz Allen & Hamilton
Work Plan
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MODULEI

CRITICAL ISSUES SESSION

Panel remarks

Selected panelists will make brief remarks on the following

e Fiscal decentralization

e Regional Perspective

o The growing role of local self government

e Economic Restructuring

e "The Crisis" and 1ts fallout

e Point of view of the private sector mvestors (tentative)

¢ Pomt of view of the federal government (tentative)

Discussion

Thus 1s the most important part of Module I With assistance, the attendees will be encouraged to
express themselves on 1ssues and problems they are facing This discussion will cover, nfer
alia, essential services, traditional subsidies, inadequacy of revenues, relevance of SOEs during
the transition, social assets, political relationships, and the state of the current budgetary process

1n the oblasts/cities

Intended outcome

o Consensus on the need for budgetary reform

e Identification of critical 1ssues/problems, sigmficant developments impacting public
finance, obstacles to be overcome, opportunities, and capacity building needs

Booz Allen & Hamilton
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MODULE I

SOURCES OF FUNDS

Extrabudgetary Funds

e Transparency
¢ Economic Management

In-Transfers Grants

Issues

Transparency

Designing Intergovernmental Transfer Systems
Global Practices

Current Russian Situation

Taxes

e Role of Central Government/Local Governments
e Types of Tax/Revenues

e Charactenstics of Tax System

o Desigming Local Government Tax Systems

e Global Practices

e Current Russian Situation

User Charges/Fees

Application of User Charges/Fees
Developing Charging System
Global Practices

Current Russian Situation

Debt/Borrowing

e (Cash Flow Issues
e Use of Short Term Debt

Forecasting/Estimation

e Time Frame of Forecast

Booz Allen & Hamilton
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Short Term (0-1 Year)

Medium Term (1-5 Years)

Long Term (10+ Years)

Methods

Expert or Best Judgment

Trend Forecasting

Determimstic Forecasting
Econometric or Statistical Forecasting
Revenue Forecasting

Booz Allen & Hamilton
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MODULE III

USES OF FUNDS

This module will cover the following areas
1 Why government finances certain services

@ Intergovernmental transfers
¢ Expense assignments

2 Classification of expenditures
3 Multiyear planming and budgeting

¢ Analyzing line items
@ Projection/estimation of expenditures

4 Managing financial resources

@ Setting service priorities
@ Increasing efficiency vs effectiveness
¢ Competitive purchasimg

Booz Allen & Hamilton
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MODULE IV

BUDGETARY PROCESS

This module pulls together sources and uses of funds and treats the budgetary process as a
whole It will cover, inter alia

1

5

6

The Budget

® Role of the budget as a policy, planning and control tool
» Planning process/cycle/management

Budget restructuring

® Program budgeting/performance budgets
» Balancing the budget/mutual settlement
» Impact of unemployment, economic development and inflation

Citizen participation/disclosure/transparency/accountabibity (harnessing the power of
public opimon and building trust)

Reporting and variance analysis

Treasury function

Demonstration

Use of computers, covering databases, spread analysis and simulation

Booz Allen & Hamilton
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MODULE V

CAPITAL IMPROVEMENT/INFRASTRUCTURE DEVELOPMENT

1 Needs/Importance

e Identifying Capital Improvements Projects
® Economic Development

2 Selection of Criteria/Process

Inventory of Capital Improvements
Development of Prioritization Criteria
Methods of Project Evaluation
Cost-Benefit

Net Present Value

3 Fmancing

Strategies

Financing Alternatives

Pay-As-You-Go versus Debt Fiancing
Sources of Financing

Debt Issuance
Creditworthiness/Ratings/Debt Capacity

4 Alternative Service Delivery

Comparing Public, Private and NGO Sectors
Strategies

Concession

Franchises

Build, Operate, Transfer (BOT)
Intermumcipal Cooperation

Booz Allen & Hamulton
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MODULE VI

STRATEGY ROUND TABLE

e Recapping the relevant/important 1ssues/concepts 1dentified under Modules I-V
e Recapping of the present inadequacies

¢ Identification/sequencing of needs and action opportunities/planning

o Identification of TA/training needs

e Priontization of needs

e Assessment of absorption capacity/state of readiness to utilize TA/training

Booz Allen & Hamilton
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PROPOSED CONFERENCE PRESENTERS

Stated below are our objectives n proposing six categories of presenters at the conferences and
the approach for their selection and participation Some of 1t has been already discussed with, or
required by, USAID However, 1t 1s summarized here for completeness

EXPATRIATE ADVISORS

Objective

The objective i proposing the number and type of expat advisors 1s as follows

o To provide expertise i the best practices covering all the desired subject matters
e To present experience from Russia as well as other transition economies
e To maximize the quality and effectiveness of the conferences

Approach

BA&H 1s proposing the chief of party and two other specialists to be presenters at the
conferences 1n both Samara and the RFE as follows

Bharat Bhargava Has thirty years of experience mn conferences/tramning orgamzation,
speaking, moderation and facilitation He also has extensive experience as a public official in
finance and economic development and 1 mumcipal financing and has built private/public
partnerships He has successfully managed USAID traming and technical assistance projects
1n a large number of transition/emerging economies, and has led technical assistance work 1n
Russia since 1993 covering banking, foreign imnvestment promotion and public finance Mr
Bhargava has done much research in connection with this project and has developed the
proposed design of the conferences He will have the overall programmatic responsibility
and will lead Modules I and VI

Albert Sharp Has more than 20 years of public management experience strengthening the
performance of local governments, implementing enhanced inter-governmental relations,
mmproving public finance practices and increasing the level and effectiveness of citizen
participation that also includes a number of transitions economies Specifically, during 1993-
96 he headed the USAID funded Municipal Finance and Management Project in Russia He
developed and executed a work plan, which mcluded management information systems and
automation of the analytical functions of the Fmance Department, City of Moscow His key
strength 1s 1n the areas of expense analysis and in budget development/modeling He will be
the lead expat presenter of Module II and Module IV

Glen Wright Has over 26 years experience 1n the field of public finance including six years
i Central/Eastern Europe and the NIS Besides having been a practitioner and provider of
technical assistance, Mr Wright has distinguished himself 1n developing and conducting
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tramning conferences and workshops in the areas covered by our current project He has
written extensively 1n this field for the benefit of local governments 1n transition economies
and his work 1s being utilized by thousands of municipalities His recent book which has text
and cases studies from transition economies on revenue systems, taxation, expenditure
analysis and alternative service has also been translated in Russian Capital improvements
planning, financing bond 1ssuance and related legal reform are among his major strengths He
will be the lead expat presenter under Module III and Module V

RUSSIAN SPECIALISTS

Objective

We expect to maximize the involvement of--and contribution by--Russian specialists with the
following objectives i mind

e To offer more intimate knowledge of the best practices in Russia
o To offer greater credibility
e To establish and showcase the Russian specialists as long term resources

Approach
The BA&H approach, already 1n progress, 1s as follows

e To pick the highest quality specialists with experience n related projects

e To mvolve them in mdividual modules and the panel discussion according to their
specialty

e To dovetail their contribution with that of the expat specialists

e To offer some different and some of the same specialists for between the RFE and
Samara

A number of names have been short-listed but work 1n this area 1s still 1n progress

GOVERNMENT OFFICIALS AS PRESENTERS

Objective

The objective of featuring government officials from other jurisdictions as presenters 1s as
follows

e To showcase examples of modern practices at oblast and city levels

e To gamn credibility by offering the pomnt of view of peers (as opposed to consultants -
expat or Russian)

e To establish that better practices are possible mn Russia and even under the present
difficult circumstance

Booz Allen & Hamilton
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e To allow an opportumity for informal mteraction between the participants and other
practitioners

¢ For networking among officials for mutual consultations 1n the future

Approach

For optimally meeting the above objectives, we propose

e To mvite two such officials (not more because of the paucity of time )
e To have one official from an oblast and the other one from a city

e To have one of the officials speak on Day 1 and the other on Day 2 and have each be
present for as long as possible for informal discussions

PRIVATE DIRECT INVESTOR(S)

Objective
The objective n featuring a sigmificant private sector investor at each conference would be

e To present their view point and assessment of the present investment climate

e To draw out their suggestions pertaining to public finance actions that would make a
Jurisdiction more attractive to mvestors

Approach
Our proposed approach would be

e To invite the head or a senuor official of Pepsi or Nestle in Samara
e Identify and invite a similar individual in the RFE

USAID OFFICERS
Objective

We are hopeful USAID program officials will be at the conferences for the following
purposes

To represent the host entity
To be able to introduce USAID and 1ts role to officials from more remote municipalities
To establish ongoing relationship (as opposed to our project oriented role)

To be able to get new decisions, where appropriate, on 1ssues brought up during the
conferences

Booz Allen & Hamuilton
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e To ensure USAID's first hand knowledge of the events and of the views of the
participants regarding the TA needs

Approach

Our recommendations to USAID include

To welcome the participants

To be represented throughout the event both in Samara and RFE

To join the BA&H team 1n meeting the selected officials on Day 4 and possibly the day
after when the BA&H team proposes to regroup for orgamizing the findings and
recommendations

CHIEF GUEST

Objective
We are proposing to mnvite a distinguished senior figure to open the conference n order

e To enhance attendance
e To lend importance to the event
e To add color to the event

Approach
Our approach 1s to pursue the following avenues/options

e To take up officials of the Samara oblast on their offer to facilitate opening remarks by
the governor
To explore the possibility of the Governor of Khabarovsk appearing in the RFE
To ask USAID if they have any suggestions/contacts suitable for this purpose
To ask ASFEC and URC for their suggestions/contacts

The conference modules II through V show 20 discrete TA areas We expect the
prioritization to be based on these clusters of practices Six TA recommendations will be
made to USAID, two per region for covering short term and long term needs, utilizing the
attached table of contents

Once approved by USAID and agreed upon by the receiving jurisdictions, the following
approach will be taken toward providing short term TA

1 Selection of the nght mix of expat and Russian specialists for each oblast/krai  Russian
specialists will be more dominant in each team

Booz Allen & Hamilton
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2 Agreement will be reached with the jurisdictions recerving TA on the following

Early Timing

Assured 1dentification and availability of the most approprate staff
Availability of the relevant information and data

Preparation to be done by the recipients prior to the arrival of the advisors
Existence of a very high level "Champion for the Change"

Needed attention and decision making during the TA timeframe

Logistical matters

3 The actual implementation of the short term TA will entail the following, as applicable

Attaining a clear understanding with the counterpart of the specific scope of the
TA

Participation by operating personnel 1n the introduction, design, and
implementation of tools, practices and procedures, to build their "equity” m the

outcome and, indeed, to benefit from their knowledge

Continuous consensus buillding mn all subjective areas with all affected
departments/personnel

Consultations with "top management" for review and validation of mtermediate
outcomes and resolution of potential obstacles in advance as much as possible
Traiming of personnel on the job as well as 1n classroom type settings
Development of written documents on the reformed practices, collaboratively

Introduction to available resources for ongomg enhancement of reformed
approaches, directly accessible by the client after TA 1s concluded

Booz Allen & Hamuilton
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Attachment B

TECHNICAL ASSISTANCE WORK PLAN OUTLINE

INTRODUCTION
(Background, Strategic Objectives, Purpose of Plan)
TECHNICAL ASSISTANCE & TRAINING NEEDS ASSESSMENT

(Identification and Prioritization of Needs by Region and Short/Long Term Time
Perspective)

TECHNICAL ASSISTANCE & TRAINING PLAN

(Plan Objectives, Short/Long Term Assignments by Region and Start/End Dates and
Level of Effort)

IV RESOURCE REQUIREMENTS FOR PLAN
(Short/Long Term Technical Assistance & Training Resource Requirements and Delivery
Mechanisms both by Contractor and other Programs)

A% CONCLUSION AND NEXT STEPS
(Decisions and Specific Action Plans by Region)

APPENDICES
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Attachment C

Role of Personnel

Bharat Bhargava

Bharat Bhargava has the overall responsibility on behalf of BoozeAllen for programmatic design
and delivery He (along with Orysia Pylyshenko as well as USAID/RII representatives) has the
responsibility for senior regional and municipal officials about the project and eliciting support
and participation He will direct the conferences and TA, and handle Modules I and VI of the
conference along with Russian specialists

Orysia Pylyshenko

Orysia Pylyshenko, in her role as BoozeAllen project manager, 1s responsible for project
planming and coordmation In addition, she 1s working as Traimming Coordinator for the task In
this capacity, her responsibilities include tramming material research and collection, conference
orgamzation and oversight, identification of Russian specialists, field personnel administration
and field financial management

Dr Marcus Ingle

Dr Ingle will design conference and TA templates and will advise on linking the program with
USAID strategic objectives and measurable indicators Given his vast experience and familiarity
with the project, he 1s also available for short term techmcal assistance following the
conferences, as appropriate to client needs and his professional skills

Al Sh

Al Sharp will help refine and prepare presentation material for Modules III and IV of the
conference He will utilize his vast experience 1n Russia to exemplify the use of techmques
under these modules 1n Russia Al Sharp will participate i the design and 1s also available for
short term technical assistance as the need 1s determined

Glen Wright

Glen Wnight will help refine and prepare presentation material for Modules II and V of the
conference He will utilize his vast experience 1n transition economies to exemplhify the use of
techniques under these modules 1n various emerging economies Glen Wright will participate 1n
the design and 1s also available for short term technical assistance as the need 1s determined

Booz Allen & Hamailton
Work Plan
31

o



USAID/Moscow Regional Public Finance and Investment Project
Final Report

Irina Abankina

Irina Abankina will assist the project in gathering of Russian material and toward certification of
Russian specialists She 1s also short-listed to speak at the conferences and to provide technical
assistance

Other Russian Specialists

Russian specialists are being short-listed, to be finalized this month They will have significant
roles in making presentations at the conferences, determination of priorities, and design of TA
They will also play a major role in providing TA

Tanya Sukharukova

Tanya Sukharukova 1s providing a full range of admimistrative and logistical support toward the
preparation and delivery of conferences She 1s responsible to BA&H in Moscow for gathering
of Russian material, obtaining CVs of potential Russian specialists, and liaison with Russian
entities as needed She will be the chief support to Orysia Pylyshenko 1n her role as the Training
Coordinator at the conference sites
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Attachment D
PROJECT PERSONNEL

LEVEL OF EFFORT MATRIX

DELIVERABLE 1 Work Plan (Conference Planming Trips, Conference Preparation, Delivery
and Techmcal Assistance Work Plan Development)

NAME

Albert Sharp
Glen Wright

Bharat Bhargava
Orysia Pylyshenko
Marcus Ingle
Total

DELIVERABLE II Short Term Technical Assistance

NAME

Albert Sharp
Glen Wright
TBD

Bharat Bhargava
Orysia Pylyshenko
Marcus Ingle
Total
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Attachment E

MATERIALS CURRENTLY UNDER REVIEW FOR CONFERENCE USE

Research Triangle Institute

Matenals developed under USAID funding for the Russian Federation

1

2

6

7

The Model of the City Financial Position Municipal Budget Analysis and Planning
Analysis of the Municipal Budget (Russian language)

Municipal Taxes and Investment into Municipal Infrastructure (Russian language)
Citizen Participation 1n Self-Government (Russian Language)

Municipal Budget Analysis, Vladimir, Russia

Capital Finance Workshop

Municipal Finance and Management Project Final Report

Materials Developed for the Kyrgyz Repubhic

Financial Planning Framework Course (USAID Municipal Finance and Management Project,
Karakol, Kyrgyzstan)

Carana

Diagnostic Report of the Investment Environment and Investment Promotion Program of
Khabarovsk Krai, September 1988

International City/County Management Association (ICMA)

1

1998 Local Government Innovative Practices Guide for Central and Eastern Europe and the
New Independent States, 1988 Addendum

Local Government Innovative Practices Guide for Central and Eastern Europe and the New
Independent States (Russian Language)

Materials Received from the Institute of Urban Economics (IUE)

1

Default Risk and the Effective duration of bonds, Babbel David, Mernt Craig, Panning
William (General Finance)
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2 East European Mumicipal Credit Conference, June 7-10,1994 in Budapest Conference,
Proceedings and Analysis, Peterson Gerge, Pigey Juliana

3  Municipal Infrastructure Finance in Russia Issues and Prospects, Robert D Firestine, Alexey
Novikov, [lona Dmitrieva, Alexander Kopeikin

4 Financial Analysis of multi-year Municipal Infrastructure Finance a Hypothetical Example
(no author 1s mentioned)

5 Capital Projects New Strategies for Planning, Management and Finance Matzer John,
editor

In addition to the materials above, IUE 1s 1n the process of collecting Russian language materials
related to public finance

CEEPAA
These matenials were prepared under the CEEPAA/Romama USAID funded project
1 Establishing Financial Management Policies in Local Governments

2 Strategic Planning in Local Governments

Northern Economics, Inc

Sakhalin Island Infrastructure Development Plan

Georgia State University

The Russian Federation Fiscal Reform Project has provided the following 1n draft form

1 Intergovernmental Fiscal Relations i Leningrad Region, Georgia State University and
Barents Group, LLC

2 A Conceptual Framework for Intergovernmental Relationships Within the Oblast

3 The Distribution of Natural Resource Taxes in the Russian Federation

Other Reference Matenals

Wallick, Christine, ed Russia and the Challenge of Fiscal Federalism, The World Bank

Wright, Glen 1996 The Division of Central-Local Government Functions, 1 Public
Administration 1in Transition, Jab Jakes and Mirko Vintar, editors, Bratislava NISPAcee
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Horvath TM Case Study The Grant System in Hungary in Public Fmmance Theory and
Practice mn Central European Transition, Juray Nemec and Glen Wright, ed Bratislava
NISPAcee

Bahl and Linn Urban Public Finance in Developing Countries, Oxford
Dillinger Decentralization and Its Implications for Urban Service Delivery, The World Bank

Bud, RM, Ebel, RD and Wallich, C 1995, eds Decentralization of the Socialist State
Intergovernmental Finance in Transition Economies, Washington, D C The World Bank

Brada, Joseph C 1996 Privatization Is Transition--Or Is It? Journal of Economic Perspectives,
Vol 10, Number 2, Spring 1996, pp 67-86

Dillinger, Wilham, 1994  Decentralization and Its Implications for Service Delivery,
Washington, D C  The World Bank

Murrell, Peter, 1996 "How Far Has the Transition Progressed?" Journal of Economic
Perspectives, Vol 10, Number 2, Spring 1996, pp 25-44

Nordhaus, William, 1992 "Sowviet Economic Reforms The Longest Road," Washington, D C,
The Brookings Institution

Bird, RM, Christine Wallich 1993 Fiscal Decentralization and Intergovernmental Relations i
Transition Economies Toward A Systematic Framework for Analysis, Washington, D C The
World Bank, Working Paper 1122

Bird, RM, Chnistine Wallich and Gabor Peteri, 1995 "Financing Local Government n
Hungary" 1n Decentraliztion of the Socialist State Intergovernmental Finance in Transitions
Economies, Washington, The World Bank

Horvath, M T 1996 Decentralization m Public Administration and Provision of Services An
East-Central European Approach in Environment and Planming Government and Policy Vol
14

Kingsley, Thomas 1996 "Fiscal Decentralization and Revenue Generation," Paper prepared for
USAID Consultative Meeting on Local Government 1n Transition Countries A Perspective for
the Year 2000 Washington, DC International City Management Association

Gordon, Michael 1997 "Yeltsin's Political Gamble Ending Housing Subsidies" Frankfurt
International Herald Tribune July 14, 1997

Tait, Alan (1991) "VAT Policy Issues Structure, Regressivity, Inflation and Exports" in Value
Added Tax Admumstrative and Policy Issues, Alan Tait, ed Washington, D C International
Monetary Fund
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The World Bank World Development Report 1996 From Plan to Market, New York Oxford
Umniversity Press

The World Bank World Development Report 1997 The State 1n a Changing World, The World
Bank

Mihaly Hogye Case Study The Hungarian Tax Admimstration mn Public Finance Theory and
Practice 1n Central European Transition, Juraj Nemec and Glen Wright, eds, Bratislava
NISPAcee 1998

Kveta Kubatova Forms of Taxation m Public Finance Theory and Practice in the Central
European Transition, Juraj Nemec and Glen Wright, eds Bratislava NISPAcee, 1998

Bird, RM 1976 Charging for Public Services A New Look at an Old Idea, Canadian Tax
Foundation, Toronto

Brownlee, OH 1991 User Prices vs Taxes, in Public Finances Needs, Sources and
Utilization, A Conference of the Universities-National Bureau Committee for Economic

Research, Princeton University Press, Princeton, pp 421-437

Davey, K 1983 Fmancing Regional Government International Practices and their Relevance to
the Third World, John Wiley & Sons, Chichester

USAID Maternals
Report on Russian Far East Khabarovsk Krai Region

Report on Russian Far East Sakhalin Island Region
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USAID Regional Public Finance and Budgeting Conferences
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USAID Regional Pubhc Finance and Budgeting
Conferences

As required under the Terms of Reference BoozeAllen & Hamulton orgamized two Public
Finance and Budgeting Conferences in Russia 1n support of the Regional Investment Initiative
These conferences were held 1n Samara and Khabarovsk during the month of February 1999
Given here 1s summary report on the actual conduct of the conferences Attachments 1 through
17 contain specific, relevant details

The conferences were designed to meet the objectives of the terms of reference, details of which
are given as Attachment B of the Work Plan attached Overall, our methodology mvolved the
following steps

e Highlighting participation, key 1ssues and problems in public finance and budgeting in
Russia

® DPresentations on the various key aspects of public finance and budgeting, covering
modern tools, techniques, best practices and experiences from within Russia and other
transition economies, compartmentalized mto four distinct subject matter modules
(Attachment 1 gives 1llustrative schedule used at the conferences and Attachment 2 1s an
llustration of the Russian transparencies used for the presentations, i English
Attachment 3 speaks about the Resource Books and Diskettes provided )

» Discussion among the participants, as small breakout groups, on the importance they
attached to the topics covered under each module

e Identification of the areas of possible technical assistance by USAID for the individual
jurisdictions

Speakers mcluded US and Russian specialists, Russian practicing officials from other territories,
a senior official from the Office of the President, a Deputy Minister of the Russian Federation,
private sector representatives, USAID officials, RII, and a Vice Governor/Duma officials
(Attachment 4 1s the list of speakers at the conferences )

From all mdications, the conferences were deemed to be highly successful Based on the
feedback recerved from the participants, the conference was an excellent opporturuty for officials
to learn about new public finance methodologies that have been used successfully m Russia and
internationally (Attachment 5 contains written comments and suggestions made at the
conferences )

Booz Allen & Hamilton
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Samara Conference

The Samara conference was held at the Vesta Hotel from February 17th to February 19th It was
attended by over 46 officials from Samara's Oblast administration, Duma, cities and
municipalities (Attachment 6 1s the list of participants from Samara )

During the conference the participating officials enthusiastically discussed future techmical
assistance needs and priorities (Attachments 7 and & are the long term and short term techmcal
assistance requests from Samara) A core team from Booz Allen met with Vice Governor
Khasaev after the conference to help narrow down the topics for immediate short-term technical
assistance Subsequent to the meeting, an 1ssue arose regarding possible funding of computer
purchase by the Oblast (Attachment 9 and 10 are letters from the Vice Governor on this subject )

While in Samara, we had the opportunity of reporting on the project at a contractors' meeting
held by the Mission Chief, Ms Janet Ballantyne Also, we had a chance to tell the US
Ambassador Mr James Collins and the Samara Oblast Governor Mr Constantine Titov about
the project The Governor commented, "Keep going ahead This 1s a very important area for us "

Khabarovsk Conference

A three-day conference in the Russian Far East (RFE), covering the same topics as the Samara
conference, was held in Khabarovsk from February 25th to 27" The Khabarovsk conference was
attended by representatives from Khabarovsk Krai and Sakhalin Oblast administrations, Dumas
and city admmstrations (Attachments 11 and 12 provide the list of participants from
Khabarovsk and Sakhalin) While the same format was followed as in Samara, certamn
specialists, officials, the private sector representative and, RII representatives, were different

Knowing about the potential reluctance of Khabarovsk and Sakhalin officials toward techmcal
assistance, our objective was to communicate the message 1n such a way as to foster interest on
their part The enthusiasm on the part of both regions and cities was very high, and as an added
benefit the officials from two regions where able to compare their experiences (Attachments 13
through 16 provide the list of techmical assistance requests from Khabarovsk and Sakhalin )

At our meeting with Khabarovsk Vice Governor Levintal, he noted the high enthusiasm of the
partictpants and expressed his own appreciation Semior officials from Sakhalin also reported on
television and radio the day following their returned to describe the conference 1n glowing terms
We also received a letter from the chairman of the Duma and the Governor of Sakhalin Oblast
commending the conference and adding therr own 1deas on possible technical assistance (Please
see Attachments 17 and 18 )

Booz Allen 1s grateful for the support provided by the USAID officials, RII representatives and
the senior officials of the three regions We highly appreciate the time, lively participation and
generous evaluation of the conference attendees We are also appreciative of the Russian guest
speakers who made an mvaluable contribution to the quality of the conference

Booz Allen & Hamilton
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Attachment 1
USAID Regional Public Finance and Budget Conference
KHABAROVSK
FEBRUARY 25-27, 1999
ToPIC/TIME ALLOCATION
Day 1

Module I Introduction
Leader — Bharat Bhargava

Module II Sources of Funds

Co-Leaders — Glenn Wright and Irina Abankina
Module overview — Glenn Wright — 10 min

1 Extra-budgetary Funds — L Tokun — 10 min
2 Pubhec Fmmancmg — Oleg Grigoriev — 15 min

Guest Speaker Valentina Smirnova, Novgorod Oblast — 20 min
Discussion — 10 mun

3 Taxes

4 Non-tax Revenues (charges and fees)

O Grigortev — 10 min — sales tax and up-front tax
A Vysokovsky — 20 min — property taxation

S Debt/Borrowings
L Tokun - 15 min

6 Estimation and Forecasting
G Wrght - 20 min
L Tokun - 25 min

Booz Allen & Hamilton
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Day 2
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Module 3 Expenditures
Co-Leaders — Al Sharp and Ludmila Tokun

1 Reasons for Government Fundmmg of Specific Industries
2 Expenditure Classification
Panelist Al Sharp — 60 mmn

3 Multi-year Budget Planning
Panelist Oleg Grigoriev — 30 min
Guest Speaker Olga Molchanova, Novosibirsk — 40 min

4 Management of Financial Resources
Panelist Ludmuila Tokun — 20 min

Module 4 Capital Budget/Infrastructure Development
Co-Leaders — Glenn Wright and Irina Abankina

1 What s needed
2 Criteria Selection, Selection Process
Panelist Glenn Wright — 30 min

2 Fmancing
Panelists Pavel Svistunov — 40 min
Alexander Vysokovsky — 20 min

3 Alternatives
Panelists

Glenn Wright — 15 mmn
Irina Abankina — 15 min
Pavel Svistunov — 15 min

Municipal Budget Computer Model Demonstration
Vladimir Pushkarev, Novosibirsk — 60 mm

Booz Allen & Hamuilton
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Day 3

Module 5 Budgeting

1 Budget
2 Budget Restructuring
Panelist Al Sharp — 45 min

3 Financial reporting and discrepancy analysis
4 Treasury Function

Panelists

Oleg Grigoriev — 30 min

Pavel Svistunov — 10 min

5 Transparency, Accountability
Panelists

Ludmila Tokun — 20 min

Irina Abankina — 10 mun

Module 5 wrap-up Al Sharp —20 min
Video — Public discussion of the budget

Module 6 Round Table Discussion
Leader — Bharat Bhargava

Booz Allen & Hamilton
Conferences
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Illustrative Transparency
(English Translation)

Attachment 2

USAID Reaional Public Finance and Budget Conference

Designing the Budget Process

e Budget Preparation

e Citizen Participation

e Budget Adoption

e Budget Implementation
e Budget Control

e Budget Reporting

e Budget Analysis

Booz Allen & Hamilton

Conferences
6




-E B e ED e

N GE) AN N R GNN AN 2N SR aE Ay W N

USAID/Moscow Regional Public Finance and Investment Project
Final Report

Attachment 3

Two volumes of resource books and two diskettes on relevant hiterature were provided to
each participant They will be submitted separately

Booz Allen & Hamilton
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Attachment 4

SPEAKERS
USAID

Stephen Giddings
Angelma Gurkina

RII

Yekaterina Lushpina
Irina Isaeva
Igor Malinov

Expats

Bharat Bhargava
Glen Wright
Albert Sharp
Orysia Pylyshenko

Russian Specialists

1 Inma V Abankina Doctor of Economics, Specialist in local and regional policy, budget
relations and management

2 Lyudmila V Tokun Doctor of Economucs, Assistant Professor, Department of Finance
Management, State Management University

3 Oleg V Gngoriev Economist 1993-1999 Head of the Budget Sector of the Department on
Economics of the President’s Administration

4 Pavel V Svistunov Specialist on Funding of local infrastructure and on analysis of debt
policy of the Russian Federation (RF) subjects, municipal institutions, banks, corporations and
mumnicipal services

5 Vladimir M Pushkarev Doctor of Economics, Head of the Department of the Institute of
Economics and Industry Organization, Novosibirsk

6 Alexander A Vysokovsky Doctor of Architecture, Specialist city development, land laws,
real estate management, imnvestment 1n construction

7 Bons L Rudnik Doctor of Economics Head of the Budget Sector of the Department on
Economics of the RF President’s Administration

Booz Allen & Hamilton
Conferences
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8 LevI Yakobson Professor of Economics, Moscow State Unuversity Pro-rector of the Highest
School of Economics (Moscow)

9 Dmitriy Shishkm Specialist in modeling of inter-governmental relations

Invited Speakers

1 Gabibula Khasaev Deputy Governor, Director of the Department of Economics of the Samara
region

2 Alexander G Voromin 1st Deputy Minister of the Ministry on the RF Regional Policy

3 Tatiana V Ivanova Head of the Department of Planning and revenue analysis of the
Admimstration of Novgorod the Great

4 Pavel A Minaker Member of the Russian Academy of Science Director, Economic Research
Institute

5 Valentina N Smurnova Deputy Chairman of the Finance Commuttee of Novgorod Oblast
6 Olga V Molchanova Head of the Department on Economics, Novosibirsk
7 Alexey M Lavrov Advisor to the Minister of Finance, Russian Federation

Private Investors

1 Jim Boyette Director General, Samara Optical Cable Company, a Joint Venture with Corming
Glass Corporation

2 Sergey K Matveev Director General, Dalkos, a Russian-Italian Jomt Venture

Booz Allen & Hamilton
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Attachment 5

Written Comments and Suggestions from Participants

"The organization was absolutely tops "

"We highly value being able to get acquainted with others' experience n bringing investors to the
region "

"Requests workshops on each module"

"Orgamization was Grade A "

"Materials and Equipment A"

"We would like to have more data on US experience for us to compare "

"Seminars and meetings would be more efficient 1f you could hold them 1n localities where
interregional associations for economic cooperation are already functioning "

"It’s better to mvite 4 types of specialists to such seminars experts from big cities, experts from
city municipalities, experts from rural municipalities and specialists representing subjects of the
Russian Federation"

"Can you share with us a computer model of a city budget from any of the US states™

"I liked small group discussions on different modules "

"The seminar was up to the mark "

"You gave in-depth answers "

"We liked the modules scheme discussions during breakout sessions that allowed to understand
the possibilities and solutions for many problems "

"Many thanks for orgamization of the conference I would like to thank the presenters,
simultaneous 1nterpreters, and all the supporting staff for their high professionalism "

"I would only suggest to give more time to questions and discussions on each module "

"Need more time during the break-out sessions "

Booz Allen & Hamilton
Conferences
10
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SAMARA PARTICIPANTS

Regional Admmstration

1 Gabibula Khasaev Vice Governor, Director of the Department
of Economics of the Samara Region

2 Lyubov Ivanova First Deputy Director of the Department of
Economics of the Samara Region

3 Andre1 Pryamilov Deputy Director of the Finance Department
of the Samara Region

Department of Economics

4 Helen Timofeyeva Head of the Investment Sources Division,
Department of Economucs of the Samara
Region

5 Victor Kudryashov Head of the Investment Policy and
Investment Projects Division, Department
of Economics of the Samara Region

Head of the Forecasting, Capatal

6 Oleg Mayorov Investment and Infrastructure Development
Division, Dept of Economics of the
Samara Region

Head of the Fmancial Resources and Tax
8 Olga Samoilova Policy Division, Dept of Economics of the
Samara Region

Team Leader of the Investment Policy and
9 Tamara Abakumova Investment Projects, Dept of Economics of
the Samara Region

10 Inna Davletshina Group Head of the Investment Resources
Division, Dept of Economics of the Samara
Region

11 Alexander Lyukjanov Group head of the Financial Resources and

Booz Allen & Hamuilton
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12 Elena Morozova

13 Elena Barvinok

14 Alexander Zuyev

15 Lyudmila Pankratova

16 Elena Udalova

17 Svetlana Fyodorova

18 Valentina Fedyakina

19 Alexi Aleksandrov

20 Elena Damlova

21 Serge1 Mackarenkov

22 Elena Shigayeva

Tax Policy Division, Dept of Economics
of the Samara Region

Group Head of the [nvestment Resources
Division, Dept of Economics of the
Samara Region

Chief Specialist of the Investment
Resources Division, Dept of Economics of
the Samara Region

Chief Specialist of the Investment Policy
and Investment Projects Division, Dept of
Economics of the Samara Region

Chaef Specialist of the Investment Policy
and Investment Projects Division, Dept of
Economics of the Samara Region

Chuef Specialist of Investment Resources
Division, Dept of Economics of the
Samara Region

Chief Specialist of the Investment Policy
and Investment Projects Division, Dept of
Economucs of the Samara Region

Head of the Revenues Forecasting and Tax
Policy Division, Dept of Finance of the
Samara Region

Deputy Head of the Consolidated Budget
Division, Dept of Fiance of the Samara
Region

Deputy Head of the Consolidated Budget
Division, Dept of Finance of the Samara
Region

Deputy Head of the Financial and the
Securtties Market Division, Dept of
Finance of the Samara Region

Deputy Head of the Revenues Forecasting
and Tax Policy Division, Dept of Finance
of the Samara Region

Booz Allen & Hamilton
Conferences
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23 Tatyana Stepkina

24 Dmutry Yakovenko

Chief Economust of the Consolidated
Budget Division, Dept of Finance of the
Samara Region

Consultant

Representatives from Cities and Municipalities

25 Yur: Prisekin

26 Oleg Sisoyev

27 Alena Garshina

28 Vera Sherbakova

29 Valentia Sagalayeva

30 Irina Kovalenko

31 Vladimur Yagutyan

32 Valentina Prokofieva

33 Serger Miroshmkov

34 Lydia Kolokoltseva

35 Olga Sizova

36 Svetlana Zemlyanskaya

First Deputy Mayor of Samara on
Economic and Financial Issues

Head of the City Economic and Financial
Department

Head of the Municipal, Tax and Financial
Policy of the City Economic and Financial
Department

Deputy Head of the Financial Drviston of
the City Economic and Financial
Department

Head of the Budget Division of the City
Economic and Financial Department

Head of the Industrial Financial Division of
the City Economic and Financial
Department

Deputy Mayor of Tolglhatti, Director of
the Economic and Financial Department

Head of the Togliatt:i Financial Department

Head of the Toghatt1 Planning and
Economic Department

Deputy Head of the Economic Department
of Sizran

Head of the Financial Department of Sizran

Deputy Chairrman of the Commttee on

Booz Allen & Hamilton
Conferences
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Economy and Finances, Head of the
Economic Division of the Commuittee m
Novokuibishevsk

37 Elena Popova Head of the Novokutbishevsk Fmancial
Department

38 Irina Dithe First Deputy Mayor of Pokhvistnevo

39 Sakhia Valiakhmetova Head of the Pokhvistnevo Financial
Department

40 Lyudmila Popova Deputy Mayor of Otradnoye on Economic
and Financial Issues

41 Tatyana Rogachova Head of the Financial Department of
Zhigulevsk

42 Tatyana Avdeeva Deputy Head of the Financial Department
of Zlmgulevsk

43 Natalia Teniayeva Head of the Subdepartment of Planning
and Revenues Analysis of Zhigulevsk

Regional Duma

44 Nikolar Utkin Deputy Charman of the Regional Duma,
Head of the Commuttee on Budget,
Finances and Taxes

45 Evgen Krishtal Head of the Regional Duma Commuttee on
Industry, Construction, Fuel,
Transportation and Communication

46 Mr Matveev Head of the Control Board

Booz Allen & Hamilton
Conferences
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Attachment 7

LONG-TERM TECHNICAL ASSISTANCE OPPORTUNITIES
SAMARA
1 Intra-regional Budgetary Relations
2 Budget as an Instrument of Policy
3 Setting Strategic Prionties

4 Expenditure Analysis
e Development of regional standards and norms
e Forecasting (traiming)
e Assessment of housing expenditures

5 Revenue Analysis
e Forecasting revenues
e Potential sources of non-tax imncome
e New taxes— SME up-front tax, regional & local sales taxes

6 Capital Budgeting and Investment Specialist Tramning
e Methods of evaluating capital projects
Social impact, economic impact, selection methodologies and financing
Methods of attracting private investment
Concessions, franchises, etc
Investigation of potential mvestors
Due diligence, credit worthiness, responsiveness, etc

7 Fiscal Planning
e Overall, mcluding multi-year budget process

8 Budget Indicators and Budget Monitoring
e Performance indicators
e Service performance results

9 Accountability, Control and Transparency
e Public discussion of draft budget
e Communication to other governments, media and citizens

Booz Allen & Hamilton
Conferences
15
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10 Management Information System Development
e Computerization/LANs
e Databases
e Data exchange

11 Property Tax Base
e Assessment
e Property records
e Revenue generation

12 Asset Property Management
Property inventory
Effective use

Revenue generation
Use as collateral

13 Local Economic Development & Re-employment Imitiative

14 Evaluation of the Present and Potential Impact of the Public Sector in Samara

Booz Allen & Hamuilton
Conferences
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Attachment 8

SHORT-TERM TECHNICAL ASSISTANCE OPPORTUNITIES

SAMARA

1 Analyze the breakdown of the Oblast budget into operating and capital expenditures
consistent with applicable Russian laws and with international accounting standards for
improved management

2 Develop a Capital Investment Program (CIP) policy which proposes evaluation criteria,
selection processes and priornity setting methodology for potential public projects, and create
transparency 1n decision making process

3 Conduct analysis of the new small and medium enterprises’ “Up Front” tax as a source of
revenue and evaluate its impact on the budget

4 Conduct analys:s of the new sales tax as a reliable revenue source, and evaluate 1ts impact on
local budgets

5 Demonstrate the usefulness of budget performance indicators and measurement in managing
public finance

6 Introduce the use of financial policies by analyzing the adopted budget as a decision-making
tool, and create a framework for such executive budget messages 1n future budget years

7 Define the management mnformation system needs of the budget development umit in
facilitating planning, analysis and reporting

8 Design a communication process to engage other local governments and citizens in the
consideration of the Oblast draft budget

Booz Allen & Hamilton

Conferences
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ADMINISTRATION OF SAMARA OBLAST

February 26, 1999
As a pilot project we have selected the following direction

Define the management mmformation system needs of the budget development umit m
facilitating planning, analysis and reporting

In addition, I would like to note that to accomplish current analytical tasks, and to conduct
forecasting and analytical research, the Department of Economics has developed software for
shared use within LAN

The application of the model of social and economic activities in the region requires access to
common 1nit1al data on the economic development of the region The application of the model
requires maintaining databases on the economic and financial indicators of the Oblast's
economic development

To set up the network as the most critical 1ssue for the Samara Administration 1n the short-term
perspective, about US $200 thousand 1s requured

With respect and pleasant memories of our meeting,

G Khasaev

Booz Allen & Hamilton
Conferences
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Attachment 10

ADMINISTRATION OF SAMARA OBLAST

To Mr Bharat Bhargava
Booz Allen & Hamalton
Moscow office

Dear Mr Bhargava,

Having discussed once again the draft program of technical assistance for the short-term period
on Regional Public Finance and Budget the Administration of Samara Oblast selected the
following topics

2 Develop a capital Investment Program (CIP) policy which proposes evaluation criteria,
selection process, priority setting methodology, and for potential public projects captures
transparency 1 decision making process (We are mostly mterested in mechamsm of caprtal
budget formation, not only evaluation of project efficiency, but preferably tools and techmques
for protection of capital budget within Oblast budget )

5 Demonstrate the usefulness of budget performance indicators and measurements

(Within this topic we are mostly interested 1n determining tax potential of territories and region
and 1n determining mumimum standards for effective funding of expenditures for social needs)
GSU project “Tax Reform 1n the Russian Federation” presented by Dmitriy Shishkin

7 Define management information system needs of the budget development unit to facilitate
planning, analysis and reporting (taking into consideration the possibility of financial support
mentioned in our previous letter)

Best regards,
Hope for fruitful cooperation

G R Khasaev
Vice Governor of Samara Oblast,
Director of the Department of Economics

Booz Allen & Hamailton
Conferences
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KHABAROVSK KRAI PARTICIPANTS
Legislative Duma of Khabarovsk Krai
1 ZoyaF Sofrina — Deputy Charrman of the Legislative Duma of Khabarovsk Krai

10

11

12

13

14

15

Lanisa V Kolesnikova - Deputy Chairman of the Control-Budgeting Palace of the
Legislative Duma of Khabarovsk Krai

Olga V Ermol'chenko — Consultant of the State legal Department of the Legislative Duma
of Khabarovsk Krai

Ivan M Fedorov - Deputy Chauman of the Commuttee on Budget

Finance Department of the Khabarovsk Krai Admimstration

Anna N Medvedeva — Head of the Department of Tax Reform and Out-Budgetary Fund of
the Financial Board of the Khabarovsk Krai Administration

Elena A Fokina — Head of the Securities Department of the Financial Board of the
Khabarovsk Krai Administration

Commuttee on Economics of the Khabarovsk Krai Admmistration

Galina I Lysenko — Deputy Chairman of the Commuttee on Economics of the Khabarovsk
Kra1 Administration

Mikhail N Streltsov - Deputy Chairman of the Commuttee on Economics of the Khabarovsk
Krai Admimmstration

Lyubov V Zaslavskaya — Head of the Department of Investment-Financial Policy of the
Khabarovsk Krai Adminmistration

Irina B Matveeva — Deputy Head of the Department of Investment-Financial Policy of the
Khabarovsk Krai Administration

Andrey N An - Leading Expert of the Department of Investment-Financial Policy of the
Khabarovsk Krai Administration

Natalia V Rudenko — Chief Expert of the Department of Investment-Financial Policy of the
Khabarovsk Kra1 Admimstration

Olgal Negovskaya - Chief Expert of the Department of Investment-Financial Policy of the
Khabarovsk Krai Administration

Mikhail B Shevtsov - Assistant of the Deputy Head of Admimistration on Foreign Economic
Relations

Admimstrations of Cifies and Districts of Khabarovsk Krax

Aleksey I Menyailov — Head of the Board on Economics, Investments and Industrial policy
of the Khabarovsk Kra1 Administration

Booz Allen & Hamilton
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16 Larisa V Tretiakova — Head of the Finance Department of the Administration in Sovetskaya
Gavan and Sovetskaya Gavan District

17 Nikolay N Dolgikh - Head of the Finance Department of the Admimstration in Nikolaevsk-
on-Amur and Nikolaevsky District

18 Stepamida M Chernaya — Deputy Head of the Board of the Finance Department of the
Khabarovsk Krai Admimstration

19 Lyudmila D Guseva— Head of the Dept on Economics of the Komsomolsk-on-Amur
Admimstration

20 Anna A Min'ko — Head of the Financial Board of the Vanino Admimstration

Association of the Far East and Zabaikalie

21 Nikolay P Rubtsov - Advisor on Economics of the Board
22 Aleksey V Butukhanov - Coordinator of Russian Secretarat "Far East Russia - Western
Coast USA"

Booz Allen & Hamilton
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SAKHALIN PARTICIPANTS
Sakhalm Oblast Duma

1 Sergey A Ponomariov, Deputy Chairrman (Finance, Economy, Legislation Matters)
2 Svetlana V Ivanova, Head of Commuission on Budget, Finance and Banks
3 Lyudmla A Nazarova, Consultant of Commission on Budget, Finance and Banks
4 Gennady E Finkelman, Consultant of the Deputy Chairman

wn

Yuzhno-Sakhalinsk Admmmstration
Tatiana A Umnova, Head of City Financial Dept

Natalia A Medzinovskaya, Chief Economist, Economic Analysis and Prognoses Dept,
Economic Committee

Sakhahln Oblast Admmistration

Galma N Moiseenko, Deputy Head of Financial Markets' Dept, Sakhalin Oblast
Administration

Oleg P Konukh, Deputy Chairman of Economic Commuttee, Sakhalin Oblast
Administration

Vladimir N Denisenko, Head of Investments Dept , Economic Commuttee, Sakhalin Oblast
Administration

10 Sergey S Antipin, Leading Expert with Economic Commuttee, Kholmsk City Administration
11 Rostislav G Skovorodko, Leading Economust of Profit Dept , Kholmsk City Admimstration
12 Tatiana P Zhurbei, Deputy Head of Financial Dept, Korsakov City Admimstration

Booz Allen & Hamilton
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LONG-TERM TECHNICAL ASSISTANCE OPPORTUNITIES

KHABAROVSK

1 Inter-budgetary Relations
e Solutions to the problems 1n this domain on an equity basis (social justice) for the
successful economic development of the region
e Examples of mter-budgetary relations from other subjects of the Russian Federation
e Positive experiences in inter-budgetary relations from international examples

2 Business Investment Climate
e Experiences in forming favorable mnvestment climates
e Creation of a favorable mvestment climate mn the Kra:
e Methods for attracting private funds under the current situation
[ ]

Optimum ways of imvestment with the account of social and economic development of
the region (leasing, concession)

3 Budget Cost Effectiveness
e Experiences in reducing budget expenditures
e Regional and national experiences 1n curtailing expenditures

4 Social Standards
e Development of mimimal social standards for the region
e Methods of calculation and procedures for approval
e Methods of budget formation, accounting for social standards

5 Capital Budgeting
e Well-protected capital budget
e Other regions' expertences, mncluding the legal bas:s for capital budget development and
additional sources of funding

Requests from cities within the Kral

Sovietskaya Gavan

Arrangements to increase revenue

Reduction of non-production expenditures

Experience 1n attracting foreign and domestic investments

Optimization of the tax system

Inter-budgetary relations covered 1n more detail with emphases on methods of inter-
budgetary standards

[V N SR VS I NS I
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Komsomolsk-on-Amur

1

A

Interbudgetary relations as a tool of regional development
Different regions mcluding specialists from the Khabarovsk Krai, cities, mumcipalities
and rural areas

Management of financial resources for potential development of the territory
The mechamism of cash flow control, the use of extrabudgetary funds in other regions,
sharing the experience in seminar

Increase budget revenues
Use of new technologies (securities market, leasmg and others)

Optional analysis of transfer in mumicipalities to treasury systems

Setting up a database for budget forecasting

Vanmo Raion

(S I N6 I

[~ BES B e NNV, QSN

Creation of a posttive climate for foreign investment

Expenditure optimization

Methods of improvement of inter-budgetary relations between Khabarovsk Kra: and Vanmno
Rayon (which 1s a donor area)

Transparency and budget disclosure for citizens

Building up civic responsibility

Capital budget development (resources, planning)

Methods of switching over the treasury system

Mumicipal bonds, procedures

Nikolayevsk-on-Amur

ek

Development of minimum norms for budgets of all levels

Enforcement and mtroduction of control over federal benefits as a part of reducing
expenditures

Analysis of inter-budgetary relations between municipalities and subjects of federation

Booz Allen & Hamilton
Conferences
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Attachment 14

SHORT-TERM TECHNICAL ASSISTANCE OPPORTUNITIES

KHABAROVSK

1 Introduce methods and techmques of cost-cutting and expenditure saving in the municipal
budget of the city of Khabarovsk

2 Assist the Krai Administration and 1ts Commuttees of Finance and Economics with their on-

going efforts to establish regional mimimum social standards in at least one of the four inter-
budgetary areas 1) education, 2) housing, 3) communal services, or 4) culture The proposed
standards and techmiques would draw on the successes 1n other regions in Russia and abroad

Booz Allen & Hamilton
Conferences
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Attachment 15

LONG-TERM TECHNICAL ASSISTANCE OPPORTUNITIES

SAKHALIN

1 Analysis of the mumcipal budgets of the Sakhalin Oblast Taking into consideration the fact
that the future the number of municipalities might decrease (e g Tomar: and Makarov) The
analysis would be aided by use of a budget analysis model

2 Development of the regional social norms and standards (both payments m-kind and
monetary) for paying those people who are entitled to prescribed social benefits

3 Development of criteria for determining regional priortties for the capital budget The analysis
of the extra-budgetary funds of the Oblast and the types of mvestment programs that could be
supported by the government through the extra-budgetary funds

4 Long-term forecasting of the budget revenues for the Sakhalin Oblast Strategic plans of the
major enterprises that contribute to the budget should be taken mto consideration

5 Analysis of the budget execution of the Sakhalin Oblast and 1ts control over extra-budgetary
funds of the Oblast for the years 1997 and 1998

6 Analysis of the current draft of the 1999 Oblast budget Provide recommendations for the
extra-budgetary funds for the year 2000 on the based on the analysis of 1997-99 budget data

7 Responsibility for the violations of the Budget Laws m Russia and 1n foreign countries

Comparative analysis and recommendations on how to enhance the responsibility of appropriate
officials

Yuzhno-Sakhahnsk and Korsakov Cities

1 Evaluate sales and up-front (inferred) taxes as sources of additional revenue Prospects and
results of their implementation

2 Assessment of expenditures on housing and communal services Positive and negative

experience of other cities

3 Development budget as a tool for increasing social prosperity and urban improvement

Booz Allen & Hamilton
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Attachment 16

SHORT-TERM TECHNICAL ASSISTANCE OPPORTUNITIES

SAKHALIN

Analyze selected municipal budgets 1n the Sakhalin Oblast to provide a basis of establishing
which cities have sustainable economic viability Use an analytical model to demonstrate the
use of economic projections and budgetary trend analysis to determune the need for
continuing financial subsidies from the Oblast budget

Analyze the current draft of the 1999 Oblast budget, being introduced in early March 1999,
and provide mnput on the budget process and the uses of the budgetary and extra-budgetary
funds, working with the Oblast administration and duma budget commuttee at the same time
The concepts of efficiency, effectiveness and transparency would be reviewed

Develop a process and criteria for determining regional priorities for the capital budget
Analyze the use of the extra-budgetary funds for the years 1997-99 as a potential source of
contributions to the Oblast capital mmvestment program

Booz Allen & Hamilton
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Attachment 17

SAKHALIN OBLAST DUMA
1996-2000

N 481 as of 03 09 99

Mr Bharat Bhargava

Booz Allen & Hamilton

Project Director of the Program

1n support of Regional Investment Imtiative

Dear Mr Bhargava,

Sakhalin Oblast Duma highly appreciates your cooperation, orgamzation of the Regional Public

Finance and Budget Conference and training you provided for our deputies and staff members of
Oblast Duma

We agree completely with all the proposed topics for short- and long-term techmcal assistance
you have already received from Sakhalin Oblast Admimstration In addition to already
mentioned topics we would suggest several more

1 Development of regional social norms and standards for natural and monetary equivalents

2 Analysis of performance of Sakhalin Oblast budget and of budget (estimation) of Oblast
non-budgetary funds for 1998-1999

3 Analysis of draft budget of Sakhalin Oblast and of budget (estimation) of non-budgetary fund
for 2000 with the account of recommendations developed during short-term Technical
Assistance

4 Responsibility for violation of budget legislation in the Russian Federation and abroad
(Comparison analysis and recommendations on measures on enforcement)

Sincerely yours,

Boris Trenak
Chairman of the Oblast Duma

Booz Allen & Hamilton
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Attachment 18

ADMINISTRATION OF SAKHALIN OBLAST

Dear Mr Bhargava,

Thank you very much for excellent organization of the Regional Public Finance and Budget
Conference and for the opportunity to participate

We kindly ask you to review the possibility of our further cooperation within the program of
long term technical assistance on the following topics

1 Development of recommendations for the Federal Government and for the State Duma of RF
on tax and financial experment in Sakhalin Oblast on optimzation of cash flow on
interbudgetary levels

2 Development of systems and tools of efficient use of local resources and of structures that
implement such systems and tools for the purpose of budgetary and financial self-sufficiency
of the region

3 Settlement map for human resources, and consequently, the map of employment options, the
program of re-settlement, optimization of settlements, long term budget planmng for such
kind of programs

4 Development of structural economic policy, development of sectors of Oblast economy, their
mutual influence and integration, for the purpose of long-term social and economic growth

5 Development of recommendations on legislation (based on analysis of existing legislation),
on infrastructure and organizational measures for investment attraction to the region, secure
real guarantees for nvestors, mobilization of material and non-material assets on the territory
of Oblast

6 Sufficient power supply program development

7 Long term forecast for Sakhalin Oblast budget based on strategic plans of budget-forming
(donor) enterprises of Oblast

8 Comparative analysis of budget planming and economic policy of Sakhalin Oblast of State of
Alaska

9 Method development foe mumicipal budget planning and analysis with the account of
economic efficiency or non-efficiency of existence of certain municipal formations

10 Prionty criteria development for investment and social projects 1n the structure of capital
budget, as well as for implementation of different programs with state support

Dear Mr Bhargava, I understand that this list 1s rather big, however, 1t 1s just the hist of topics for
discussion of possibilities for cooperation within the framework of the long term technical
assistance program

Best regards,

I P Farkhutdinov
Governor of Sakhalin Oblast

Booz Allen & Hamilton
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SUMMARIZED RESULTS OF QUESTIONNAIRE FILLED IN BY THE PARTICIPANTS OF THE

CONFERENCE

“Regional Public Finance and Budget”

SAMARA

1 The most important topics for TA on improvement of budget process 1n Samara region
Three columns distribute respondents i accordance with the priority level they selected for this topic
The last column shows the average pomnt Maximum of average point 1s 2, minimum 1s 0

Notof |Important| Very | Average
great important | pomt
sigmificance
Module II - Sources of Funds
Interbudgetary relation 10 5% 53% 84 2% 174
Forecasting of revenues 10 5% 21 1% 68 4% 158
Borrowed funds 21 316 474 126
Taxes 316% 21% 47 4% 116
User Charges/Fees, other non-tax revenues 42 1% 42 1% 1,8% 074
Other 89 5% 0% 10 5% 021
Module III - Uses of Funds
Managing resources, priorities, efficiency, 53% 10 5% 84 2% 178
competitive selection for municipal contracts
Forecast, revenues evaluation and analysis 10 5% 21 1% 68 4% 158
Classification of revenues 36 8% 47 4% 15 8% 079
Other 84 2% 0% 15 8% 032
Module IV - Capital Budget and Infrastructure Finance
Criteria and decision making on project funding |15 8% 26,3% 57,9% 142
Alternative sources of funds 10 5% 36 8% 52 7% 142
Financial strategies 21 1% 21 1% 57 8% 137
Other 63 1% 53% 31 6% 068
Module V - Strategies of Balancing Revenues and Expenditures

Budget Policy and Budget Management 10 5% 10 5% 79% 168
Balancing revenues and Expenditures 10 5% 21 1% 68 4% 158
Reporting and analysis of deviations from 15 8% 52 6% 316% 116
planned figures
Citizen participation disclosure, transparency (31 5% 63 2% 53% 074
Other 94 7% 0% 53% 011

The Most Important Topics ere
Module I mterbudgetary relations

Module I Managing resources, priorities, efficiency, competitive selection for municipal contracts
Module IV Criteria and decision making on project funding
Module V Budget Policy and Budget Management
Booz Allen & Hamilton
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The participants suggested several other topics for technical assistance

Module IT Formation of Revenues

e determining and evaluation of tax potential of the territory

e optimization of tax law
¢ mimmization of expenditures

Module I  Operation of Expenditures

e creation of system of standards and norms for funding the expendrtures of all levels of the budget

Module IV

Module V

Capital budget and Infrastructure Finance
technics for formation and use of capital budget
principles for protection of capital budget lines
additional criteria for evaluation of mvestment projects
optimization of sources of funds for nvestment projects
extra-budgetary sources of funds for capital budget
appraisal of regional assets that could be used as a collateral for loans

Strategies of Balancing Revenues and Expenditures

e control over bodies of executive power on effective tax collection

2 The most adequate form of TA on each topic for Samara region

Each column contains the number of times the topic was mentioned 1n questionnatre

Topics for Technical Assistance Traming |Workshops |Consulting |Average
and for high level number of
seminars [|officials times
for mentioned
specialists

Module IT
Interbudgetary relation 8 7 8 77
Borrowed funds 6 5 10 7
Forecasting of revenues 9 5 7 7
Taxes 6 3 8 57
User Charges/Fees, other non-tax revenues 3 4 7 47
Other 0 1 0 03
Module I1I

Forecast, revenues evaluation and analysis 11 7 5 77
Managing resources, priorities, efficiency, 12 8 3 77
competitive selection for municipal contracts

Classification of revenues 3 4 8 5
Other 2 0 1 1

Module IV
Criterta and decision making on project funding |8 9 5 73
Alternative sources of funds 8 4 9 7
Financial strategies 5 9 6 67
Other 5 | 2 27
Booz Allen & Hamilton
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Module V
Budget Policy 6 8 8 73
Reporting and analysis of deviations from 11 3 5 63
planned figures
Balancing revenues and Expenditures 10 5 3 6
Citizen participation disclosure, transparency |0 2 12 47
Other 1 1 1 1
Average 6 45 57

The table shows rating for different forms of Technical Assistance The first three columns show rating of
TA forms for every topic

In general, the most preferable form 1s training for specialists at training sessions and seminars

The highest rate was given to professional traming on the following topics “Financial Management”,
“Evaluation and Analysis of Expenditures”, “Reporting on Budget Performance”, “Balancing Revenues
and Expenditures” “Borrowings/Loans”

Booz Allen & Hamilton
Conferences

32



SuR W W W A =N

USAID/Moscow Regional Public Finance and Investment Project
Final Report

SUMMARIZED RESULTS OF QUESTIONNAIRE FILLED IN BY THE PARTICIPANTS OF THE
CONFERENCE
“Regional Public Finance and Budget”

KHABAROVSK

1 The most important topics for TA on improvement of budget process in the Far East region
Three columns distribute respondents 1n accordance with the priority level they selected for this topic
The last column shows the average pomnt Maximum of average pomt 1s 2, mmmum 1s 0

Not of Important | Very | Average
great mmportant | pomnt
significance
Module II - Sources of Funds
Interbudgetary relation 0% 0% 100% 20
Taxes 91% 18 2% 72 7% 164
Forecasting of revenues 91% 27 3% 63 6% 155
Borrowed Funds 18 2% 36 4% 45 4% 127
User Charges/Fees, other non-tax revenues 18 2% 36 4% 45 4% 127
Other 45 4% 18 2% 36 4% 091
Module III - Uses of Funds
Forecast, revenues evaluation and analysis 18 2% 91% 72 7% 155
Managing resources, priorities, efficiency, 91% 273% 63 6% 155
competitive selection for municipal contracts
Other 36 4% 18 2% 45 48% 109
Classification of revenues 273% 54 5% 182% 091
Module IV - Capital Budget and Infrastructure Finance
Alternative sources of funds 18 2% 0% 81 8% 164
Criteria and decision making on project funding |27 3% 18 2% 54 5% 127
Financial strategies 18 2% 54 5% 27 3% 109
Other 72 7% 91% 182% 046
Module V - Strategies of Balancing Revenues and Expenditures
Budget Policy and Budget Management 18 2% 0% 81 8% 164
Balancing revenues and Expenditures 182% 18 2% 63 6% 146
Reporting and analysis of deviations from 18 2% 18 2% 63 6% 146
planned figures
Citizen participation disclosure, transparency {54 5% 36 4% 91% 055
Other 81 8% 91% 9 1% 027

The most important topics were

Module IT Interbudgetary Relations

Module Il  Forecast, Revenues Evaluation and Analysis
Module IV Alternative Sources of Funds

Module V Budget Policy and Budget Management

Booz Allen & Hamilton
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The participants suggested several other topics for technical assistance

Module IT Formation of Revenues
Fmancial Support from federal Budget

Forms of Payment of Taxes, Fees and Charges
Possible Ways of Performance of Revenues
Minimization of Expenditures

Control Over Revenues

Module Il Operation of Expenditures
e Control over Expenditures

¢ Financial Support at the expense of the Financial Support Fund of Municipal Subjects of the Russian

Federation
Module IV Capital budget and Infrastructure Finance

e Formation and Use of Investment Funds 1n the Subjects of the Russian Federation
e Estimation of ROI (Return of Investment) Ratio

Module V Strategies of Balancing Revenues and Expenditures
o Responsibihity of Budget Recipients and Bodies of State Power for Budget Violation

2 The most adequate form of TA on each topic for the Far East Region

Each column contains the number of times the topic was mentioned mn questionnaire

Topics for Technical Assistance Tramning |Workshops |Consulting |Average
and for high level number of]
seminars  |officials times
for mentioned
specialists

Module II
Interbudgetary relation 5 5 2 4
User Charges/Fees, other non-tax revenues 7 4 1 4
Taxes 6 3 2 37
Forecasting of revenues 8 2 0 33
Borrowed funds 5 3 1 3
Other 4 0 0 13
Module III

Managing resources, priorities, efficiency, 6 5 0 37
competitive selection for municipal contracts

Forecast, revenues evaluation and analysis 8 2 1 37
Classification of revenues 4 2 3
Other 4 0 1 17

Module 1V
Criteria and decision making on project funding |7 2 2 37
Alternative sources of funds 5 4 1 33
Financial strategies 6 2 1 3
Booz Allen & Hamilton
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Other 1 [0 [0 | 03
Module V

Reporting on budget performance 5 6 1 4

Citizen participation disclosure, transparency |5 2 4 37

Balancing revenues and Expenditures 5 5 0 33

Budget Policy 5 3 1 3

Other 0 0 0 0

Average 51 26 11

The table shows rating for different forms of Technical Assistance The first three columns show rating of
TA forms for every topic

In general, the most preferable form 1s tramning for specialists at traming sessions and seminars

The highest rate was given to professional training on the following topics

“Revenues Forecasting”, “Financial Management”, “Fees and Non-Tax Revenues”, “Decision Making on
Project Funding”

Booz Allen & Hamilton
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Technical Assistance 1n
Samara
Sections
I Overview

I Techmcal Assistance Project Objectives

1 Team Members and Their Roles

IV Technical Assistance Project Components

Current and Recent Budgets Were Analyzed and Discussed

Legislation Was Analyzed and Discussed

The Budget Process Was Analyzed and Discussed

Commercial Investment Projects Were Analyzed and Discussed

Analysis of Development of Socially Important Projects Funded From the Budget Was
Analyzed and Discussed

Methods of Attracting Foreign Investments Into Samara Region Were Analyzed and Discussed
v Issues and Obstacles

VI Success 1n Achieving Overall Objectives of Technical Assistance

VII  Key Contacts

mooOw»

i

Attachments

1 Administration of Samara Oblast Recommendations

2 Participants of Workshops

3 Agenda for Workshops for Employees of Samara Oblast Admimistration

4 Analysis of the Budget Status, Dynamics and Trends

5 Recommendations on Assessing Projects of Social Sigmficance

6 Requirements to the Results of Efficiency Analysis of IPs Presented for Bids for
Fmancing from Oblast Budget and Similar Sources

7 General Scheme of Investment Projects Development and Funding from the State
Budget and Similar Sources

8 Questions on Budget Funding

9 Application for Credit Resources

10 Passport of Investment Project

11 EA-Ratings, Director, Project Credit Orgamzations and Municipal Infrastructure Fund

12 Procedure of Arranging Investment Project Tenders

13 Analysis of the New Federal and Regional Laws, Controlling the Status of Capital
Funding Projects Partially Supported by Public Finance

14 Recommendations on Work with Projects of Social Significance

Booz Allen & Hamilton
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Technical Assistance In
Samara

I Overview

A team of four consultants worked during a three week period, April 12 - 30, 1999, 1in Samara to
provide traming 1n techniques for improving the oblast’s procedures for making investments in long
term capital projects The objective of the project was to provide methods of evaluation criteria for
mnvestments, 1mproving the selection process, and priority setting methodology for potential and
existing public projects and creation of transparency 1n the decision making process, to also mncreasing
the Samara region's attractiveness for external mvestments through development by utihizing relevant
experiences from other Russian regions, Eastern and Western Europe and the Unmited States The team

o Offered modern financial planning methods for evaluating and priortizing capital
1investients

Discussed funding options

Identified other factors that promote or inhibit potential nvestments

Made recommendations for changes in policies and legislation

Suggested criteria for evaluating commercial and social projects

The team provided this expertise through a series of seminars and one-on-one interactions based on
analysis of work currently underway in Samara By using work of current significance as the basis for
discussing principles and making concrete suggestions for changes, the team was successful
stimulating discussions and maintaining the interest of the participants

II Technical Assistance Project Objectives

This short-term technical assistance was targeted to increasing the Samara region's attractiveness for
external investments through development of evaluation criteria for investments, mmproving the
selection process, and priority setting methodology for potential and existing public projects and
creation of transparency 1n the decision making process Our intended outcomes were as follows

1 Development of criteria for selection/prioritization of public projects 1n accordance with the
existing concept of social and economic development of the Samara Region

2 Demonstration of application of the above selection/prioritization criteria to selected existing
public projects

3 Tramng n Capital Improvements Financial Planning and 1n Investment Management

4 Tramng on strategies and methods for improving the attractiveness of the region to imvestors,
both Russian and foreign

Booz Allen & Hamilton
Samara Technical Assistance Report
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III Team Members and Their Roles

Wilham Krause — Ph D 1n Economics, who has extensive experience as a senior manager in the public
sector and as an international consultant in Russia over the past six years was the team leader and
brought his mternational experience to bear 1n the traiming and technical assistance

Ludmila Tokun — Doctor of Economics, Assistant Professor, Department of Finance Management,
State Management University, concentrated on the analysis of the budgets and proposals In addition to
being co-leader of the team, she led several of the training sessions

Pavel Svistunov — Expert n finance and budget, and in capital budget, led several of the sessions,
analyzed the documents prepared by the oblast, and was particularly valuable in describing alternate
finance methods and the experience of their use in Russia

Vyacheslav Mikhailov — Marketing Director and Management Consultant with Booz Allen &
Hamulton, designed and delivered traming programs in marketing approaches and management
techmques for both state enterprises and private corporations He utilized his more than six years
experience 1n working with foreign mvestors 1n Russia by providing valuable insight on dealing with
mvestors, particularly foreign mvestors

IV _Technical Assistance Project Components

A team of four consultants worked during a three week period m Samara to provide traming in
technmiques for improving the oblast’s procedures for making mvestments m long term capital projects

The types of oblast investment covered included

. Social project construction
. Infrastructure construction
. Loans to businesses

. Loan guarantees

. Direct investments

) Tax mncentives

The oblast officials were interested 1n receiving practical training i improving their current procedures
as they were already aware of most of the common techmques for project analysis Before beginning
the training sessions, the consultants reviewed the analyses that the oblast carried out for five projects
for which budget funds are being used or are planned to be used Three of these were commercial type
projects and two were social projects The consultants also analyzed recent and proposed legislation of

Booz Allen & Hamilton
Samara Technical Assistance Report
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the oblast and the Russian Federation related to capital mvestments and the budgeted and actual
expenditures of the oblast for the past two years

Based on these analyses and meetings with oblast officials, the consultants developed
recommendations for improving methods of evaluating projects, creating opportunities for attracting
mnvestments and preparing budgets The consultants’ conclusion was that the analysis of commercial
type projects was quute advanced, especially when compared to other Russian regions On the other
hand, the procedures for analyzing and preparing budgets for social projects were found to be much
less advanced The legislation addressed a number of 1ssues for providing support to mvestors, but the
consultants concluded that specific recommendations would improve the legislation and that the
objectives of the legislation should be reviewed

The results were discussed with all interested officials in individual meetings and 1n a series of
workshops In analyzing these projects and legislation, the team made specific suggestions as well as
addressing the principles underlying these suggestions  After discussing the legislation and
commercial type projects, the team showed how these principles can be applied to social projects and
discussed the other factors that must be considered in evaluating social projects Best practices from
the U S were discussed to illustrate the ways that choices can be made among competing projects

The tasks also included development of proposals for future technical assistance related to capital
mvestments These were discussed 1n detail with oblast administration officials and a separate report
was prepared Seventeen potential projects were 1dentified The oblast emphasized that 1t 1s important
to produce practical, usable results from any technical assistance They earnestly requested assistance
with urgent computer purchases on a limited scale to support any future technical assistance projects

The Booz Allen team provided the following assistance

. Offered modern financial planning methodologies for evaluating and prioritizing capital
mvestments, discussed funding options, and demonstrated the application of suitable
methodologies to projects currently under consideration for attracting foreign and domestic
1nvestors

. Identified other factors that promote or mhubit potential investments, helped assess such
factors in Samara's context, and made recommendations for changes 1n policies and legislation,
utilizing relevant experiences from other Russian regions, Eastern and Western Europe and the
United States

. Delivered tramming, with certification, over five half-day sessions to Samara Regional
officials 1n areas of capital investment financial planming and investment management directed
to enhancing the mvestment potential and economic return on these investments

Recipients Representatives of two departments of Samara Region Admimistration were imnvolved n the
work — the Finance Department and the Department on Economics Participation by the Department on
Economics was much more mtensive as they have the primary responsibility for making decisions on
Booz Allen & Hamilton
Samara Technical Assistance Report
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mvestments The coordimators of the oblast activities were on behalf of Department on Economics —
Elena Timofeyeva, Investment Resources Office Head, on behalf of Department for Finance — Alexei
Alexandrov, Deputy Head of Budget Office The Deputy Governor, Director of the Department on
Economics of the Samara Oblast took an active mterest m the project, met with the team of
consultants and wrote to USAID concerming his view of the project (Attachment 1)

The following umits i the Department on Economics were the most involved 1n the project

. Investment Policy and Investment Projects Office
. Caprtal Investments and Infrastructure of the Region Forecasting Office
. Aggregate Forecasting Office

A full list of participants 1s attached as Attachment 2

Delivery The assistance was provided through a series of personal meetings and exchanges of opinion
as well as through a series of five half day workshops The training sessions were held in a seminar
format with considerable discussion by the participants The consultants shared the results of their
analysis and demonstrated the application of modern methods 1n formulating capital budgets through
the analysis of materials familiar to the participants

Workshop topics included

Improvements in project analysis practices

Critera for selection of social projects

New ways of financing investments

Description of alternative ways to encourage investment
Explanation of new laws

U S best practices

(A full agenda 1s given 1n Attachment 3)
The following data was analyzed on the basis of which knowledge was provideded

A Current and Recent Budgets Were Analyzed and Discussed The budgets of the Samara Region
for the last three years were summarized and analyzed to determine the amount and types of capital
investment 1n the region (See Attachment 4) The following documents were analyzed Mam
Drrections of Budget and Taxation Policy of Samara Region for 1999, Performance of the Regional
Budgets in 1997-1998, Regional budget for 1999 Revenues 1n adjusted figures fell There was also a
decrease 1n capital construction expenditures in absolute The share of capital expenditures during the
period analyzed fluctuated In 1997 1t was equal to 11 7 % of all expenditures In 1998 this figure was
planned at the level of 8 %, and in fact 1t totaled 9 1% In the plan for 1999 the share of capital
mvestment 1n the expenditures 1s set at the level of 11% Thus figure 1s high for the Russian Federation
as even 1ndustrially advanced regions do not usually exceed the 5-7 % capital expenditure level Thus,
despite the crisis, Samara oblast maintamed a stable capital part of expenditures mn the budget This 1s a
Booz Allen & Hamilton
Samara Technical Assistance Report
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part of the regional budget policy, and the governor’s message maintains that the region will be
actively engaged 1n supporting mnvestment projects and attracting new projects to be accomplished 1n
the oblast

B Legislation Was Analyzed and Discussed New federal and regional laws, controlling the status of
capital funding projects partially supported from public finance were explamed to the participants
These revisions alter the conditions for carrying out investment programs The analysis mcluded

. An analysis of Requirements to Investment Projects Analysis Results was made
A number of modifications were proposed

. After analyzing Methods of Evaluating Investment Projects, proposals were
made as to specific weight of some parameters and alignment of priorities

. The current and the new (under consideration) Law on Investments in Samara
Region were analyzed Proposals on modifying the Law were made discussed at the
traimng session Changes m the draft law were suggested together with the
Administration working group m charge of development of this law Reasons making
these changes necessary were explamned, and recommendations as to 1ts further
improvement were given The draft was also submitted to Moscow specialists for Jegal
expertise

o Analysis of the draft Budget Guarantees Regulation was made Methods of
determining the amounts of possible guarantees and procedures for giving them were
presented

The consultants analyzed and discussed the provisions of those articles of the budget code that
contained details of capital expenditures in budgets, forms of expendrtures, budget credits, tax benefits,
funding budget investments, and granting state guarantees to constituting entities of the Russian
Federation

Recently, a package of the legislative, normative and legal acts for stimulating and regulating
investment activity on the regional level was developed 1n Samara oblast The consultants analyzed the
part of the legislative documents that dealt directly with the budgeting process, including the
development budget On the whole, the analysis of the documents confirms that the region keeps the
development of a favorable mvestment climate and attraction of mvestors, especially large ones, as a
priority The draft law “On Development of the Budget” 1n many respects repeats the appropnate
federal law having the same narrow range of applicability to large investors

The Booz Allen team pointed out that tax incentives have the same budgetary impact as spending and
that the oblast should be sure that it 1s recerving value commensurate with the cost We suggested that
rather than basing the incentives on the size of the mvestment, they mught be related to factors such as
employment or wages paid 1n the region The team also suggested that costs other than just the direct
cost of taxes should be considered Finally, the consultants suggested that businesses with less than the
Booz Allen & Hamilton
Samara Technical Assistance Report
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$10 million cut-off 1n the current legislation might provide substantial benefits to the region, especially
1n the long run

C The Budget Process Was Analyzed and Discussed The following process for determining the
capital investments amount and selecting projects currently exists m Samara oblast

The amount of annual capital construction costs are determmed by the Finance Department In the fall,
the Department for Finance makes up the budget of the following year on the basis of the economic
forecast prepared by the Department on Economics Capital construction expenses are allowed for in
the budget Municipal entities and districts of the Regton submit their own projects Projects are also
submutted by the branch Departments of the Administration (those of Agriculture, Construction and
Architecture, and Power Production)

The next step 1s the selection of the projects Traditionally branch departments have a defimte quota for
financing, e g, the Department for Agriculture — about 1% of capital investment amount After that,
projects are to be selected on the basis of the following considerations brought forward projects
(subway, Oncological Center, apartments for privileged groups of population) are financed 1 the first
place, next 1n turn are projects linked to certain programs (gasification, Chapayevsk, etc ), then vitally
mmportant projects and projects already implemented, but not paid for are funded There 1s also a global
directive — not to start new construction, to try to complete the unfinished projects For the most part
only project design estimates undergo analysis The final selection takes place in the Administration at
the meeting of the Investment Commussion where political influences are strong The final list 1s
ratified by the Regional Duma where new projects are mtroduced often for political reasons

The tramming session included an explanation of best practices as mcluded m recent Office of
Management and Budget (OMB) and General Accounting Office (GAO) reports The GAO report’
was left with the participants with key portions translated It 1s based on a study of successful state and
local governments and private industries in the US The principle points emphasized are shown n
Figure 1 During the training sessions, their relevance to current practices in Samara and other
Russian regions was discussed

D Commercial Investment Projects Were Analyzed and Discussed Three commercial projects
already being winners in the investment tender (which will receive partial budget funding) were
considered Launching Production of Packaging Film, Capacity Expansion of the Milling Plant,
Establishing a Clinic Conclusions on the development level of the projects and their efficiency was
given Assistance was rendered in mmproving evaluation of foreign currency risks mmpact and 1n
analysis of the parent enterprise budget Examples of incorrect evaluation of risks analysis were given

Analysis of information received showed that there 1s an imbalance 1n the preparation of commercial
mnvestment projects to be implemented under assigning budget funds or supported by budget

! EXECUTIVE GUIDE Leading Practices 1in Capital Decision-Making Exposure Draft
GAO/AIMD-98-110 United States General Accounting Office
Washaington, D C

Booz Allen & Hamilton
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guarantees, on the one hand, and capital investment projects financed completely via budget funds The
level of work with the so-called “commercial projects” 1s much higher that the average in Russia The
projects are selected through tender Business plans made m accordance with international practices are
submitted to the Admumstration They are analyzed not only by the Admimstration specialists
(Investment Policy and Investment Projects Office), but also by independent experts (at the expense of
applicants for receiving budget funds or guarantees) Decisions on selecting the projects are taken by
the Investment Commussion of Samara Region Administration Formats for analyzing and prioritizing
projects are available Procedures for submitting documents to different umts of the Administration are
also available Information on the region and investment projects 1s on a compact disk

Currently there are 134 investment projects m process featuring different development stages Most of
these projects deal with the base industries automobile, space, mechanical engineering, metal
processing, and defense All m all, there are 41 such projects A substantial number of projects - 24 -
are being implemented m the agriculture, food, and processing mdustries The rest of the mdustries
involved 1n these projects are energy - 3 projects, fuel industry, chemustry, petrochemustry, o1l and gas
production - 9 projects, medical and pharmaceutical industry - 8 projects, construction and construction
development mdustry - 12 projects, transport and telecommunications - 5 projects, service - 10
projects, and the balance of other 9 projects being attributed to other branches of industry

The consultants analyzed three investment projects, on which the basic decision to go ahead with
public financing (granting budget support) was taken The first of these projects deals with
manufacturing a polymer film for packing milk, second - overhauling a bakery, and third -
development of medical services to conduct surgical operations without large incisions

Booz Allen & Hamilton
Samara Technical Assistance Report
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Figure 1
Prmciples and Practices for Capital Budgeting

rmeple 1
Integrate organizational goals into the capital decision- making process
Practices
¢  Assess resources needed to achieve results

¢ Identify gap between current and needed capabulities
4+ Evaluate alternatives - mcluding noncapital options

[Principle IT
Evaluate and select capstal assets using an mvestment approach

[Practices

4 Establish review and approval framework

¢  Use estabhished criteria to rank and select projects
¢ Prepare long- term capital plan

rinciple I11

alance budgetary control and managerial flexibility when fundmmg capital projects
(Practices

+ Budget m useful segments

+ Consider nnovative funding approaches

Principle IV

[Use project management techniques to optimmze project success

Practices

+ Montor performance and establish ncentives for accountability
¢ Use cross functional teams

rinciple V
Evaluate results and incorporate lessons learned mto the decision- making process
Practices

¢ Evaluate and compare results to goals
+ Evaluate the decision- makmg process

Booz Allen & Hamilton
Samara Technical Assistance Report
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All projects had been carefully examined at the initial study phase, business - plans were developed,
cash flow and rate of return were calculated, and the analysis of sensitivity of the projects to certamn
changes (for example, to fluctuations 1n price of final products, delayed delivery of raw matenal,
change 1n payment terms for equipment supplied) was conducted Of course, the project studies also
had some drawbacks Most often there was no accounting for escalation In one of the projects cash
flow was expressed in U S dollars The consultants raised the 1ssue that distribution of final production
under the project was meant to be for rubles, and m view of probable delays with accounts receivable,
payment arrears and conversion lag, the approach chosen might substantially deviate from the plan

In our opinion, the most interesting project from the point of view of the budget should be the project
for expanding the scope of medical services, because 1t had the most detailed studies of marketing, did
not mnvolve heavy cost intensive mechamsms, and had an indisputable social impact upon realization,
sice the authors of the project assumed increase in the birth rate 1n the area by 1 % to be caused by
surgeries to cure infertility and introduction of a In Vitro fertilization procedure The consultants
underscored the importance of evaluation of the social effect from mmplementing the project to be
funded from the budget

E Analysis of Development of Socially Important Projects Funded From the Budget Was Analyzed
and Discussed The situation as to preparing budget projects 1s typical for Russian practice
Construction projects proposed for budget financing are not analyzed for attracting off-budget resource
opportunities Financial estimates are made 1n prices of 1991 and 1984 Scaling ratios are used to
convert them nto contemporary prices (9 8 ratio 1s used to convert 1991 prices mto 1999 prices)
Formalized methods of analysis and selecting projects are not available

Two social projects recerving full regional budget funding were analyzed (construction of a school
building and a crematorium) The fiscal and economic development level of both projects was
considered unsatisfactory Examples of analyzing similar projects and doing the preliminary work were
given Proposals were made in terms of completing these projects with the aim of attracting private
mnvestors

Crtena for selecting projects were suggested and discussed These are shown in Attachment 5 and
summarized in Figure 2

Booz Allen & Hamilton
Samara Technical Assistance Report
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Figure 2
Summary of Recommendations On Assessmg Projects Of Social Significance

IInformation Needed Prior to Assessing Individual Projects

In order to develop a program for assessing the capacity and desirability of additional projects, a full list of
everything that should be funded by the government should be provided In addition, an mventory of all
objects n state ownership should be made both on oblast and municipal levels All mcomplete construction!
should be 1dentified

Mandatory Criterta

The project 1s one that government should be domg

No alternate means of financing are available

An accurate cost estimate, mcluding an estimate of operations and mamntenance costs or savings,

has been prepared

An accurate estimate of completion time 1s available

Lower cost alternatives are not available

Adequate organizational capabilities are n place to implement the project

Adequate financial resources are n place to mamtain the project

Measurable output and outcome measures have been 1dentified

There 15 likely to be money available to complete the project once started
0 There has been an adequate assessment of risk

W —

RS

Criteria for Comparing Projects

Each criterion should be given pomts and a weighting to take mto account 1ts relative importance

Budget mpact — these impacts should be estimated as accurately as possible with supporting data
Drrect revenue possibilities
Indirect revenues

Cost savings

Indirect costs

Benefits

Legislative mandate

Safety benefits

Health benefits
Environment benefits
Impacts on other projects
Relation to long range plans
Rusks

Indirect revenues

PO A s

Booz Allen & Hamuilton
Samara Technical Assistance Report
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In the course of the short-term assistance program the consultants analyzed two socially important
capital projects crematorium at the Rubezhnoye cemetery in Samara and school mn Avtozavodskoj
region of Tolyatti Both projects had construction cost estimates Both referred to old prices The
crematorium has been under construction for a number of years, there are no plans as to when the
construction phase will be finished The school has walls ready to be roofed The mayor of Tolyatt
sent a request to finish construction of school by beginning of autumn semester but the request was
very brief with little justification provided

F Methods of Attracting Foreign Investments Info Samara Region Were Analyzed and Discussed.

The topics discussed included

Strategic marketing of Samara region investment opportumties
Investor relationship management
First lessons learned

Currently, the share of direct foreign investments in the Samara region 1s as low as 3% However, the
mflow of foreign mmvestment may have a significant impact on social and economic situation n the
region Some efforts are taken by the administration to enhance regional legislation on investments to
create a more favorable regime for investors Additionally, marketing principles and approaches need
to be implemented 1n support of the admimistration activities to attract more foreign investments i the
region

Currently, there 1s a need for the administration to give a more strategic focus to their efforts to
increase the level of foreign investments m the region The key immediate questions the
administration needs to answer are as follows

. How can the investment chimate change in the short-, medium- and long-term
future?
. What 1s the current situation with foreign investments 1n the region? What are
positive and negative factors?
What are the Samara administration goals towards foreign mvestments?
What strategies need to be implemented to achieve those goals and objectives?
What resources are needed?
What economuic results can be expected?

Specific steps to be undertaken 1n order to answer the above questions are the following

. Conduct diagnostic analysis that includes the analysis of capabilities and
constramts of the regional administration n creating investor-friendly tax environment
1n the region, n streamlining admimstrative procedures, etc

. Set strategic objectives for the regional administration with respect to the level
of potential foreign investment 1n the region

Booz Allen & Hamilton
Samara Technical Assistance Report
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o Define strategies that will help to achieve the admimstration’s strategic
objectives

o Develop a program of actions, including promotion of investment opportunities
1n the region and provision of incentives to the foreign investors

. Assess the level of required resources and develop a budget

Although the creation of an investor oriented system in the Samara region cannot be achieved
overnight, there are also certain 1ssues that could be resolved without lengthy legislative procedures,
resulting 1 an mmmediate positive effect on the region’s attractiveness to investors (e g, speedy
mtroduction of mternationally accepted accounting and auditing standards would be an important step
toward making Russia more attractive to foreign mvestors) Such standards would also allow regional
enterprises to participate more actively in mternational capital markets

Another important 1ssue 1s the experience acquired by the current investors 1n the region

Dissemunation of positive experience will help the administration attract new mvestments 1n the region
The administration needs to give more attention to the quality of experience that is acquired by the
current investors through working with the local authorities on a whole range of administrative 1ssues

An effective promotion program needs to be developed and implemented It needs to be targeted at
potential mvestors 1n the specific industry areas An external marketing communications program may
also help to keep potential and existing investors mformed on the situation and opportunities in region
and get their feedback to identify further areas for improvement

Results/Value to the Region

As a result of implementing the new practices, 1t will be possible to substantially improve the
efficiency of the use of budget funds and accomplish some of capital projects on a fast track basis
through mvolvement of mvestors Eventually, this will improve the social economic situation 1n the
region

Key results included

. The Draft Law on Investments in Samara Region and Budget Guarantees
Regulation (now under consideration) was modified based on the discussions at the
workshop

. Specialists of the Admimistration received information on new methods of

analyzing investment projects and practical peculiarities of their preparation

° Recommendations were made as to starting to analyze socially sigmficant
projects with the aim of attracting private mvestors Alternative methods now being
used mn Russia were presented The oblast officials and one of Samara Region towns
expressed a strong interest in recerving help to implement a program of private
management 1n the Vodocanal

Booz Allen & Hamilton
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. The officials agreed to begin to think of ways to finance projects using private
funds

Feedback from participants

Attachment 1 1s a letter from the vice-governor of the oblast that reflects the opmion of the
participants in the program Among other things, he says

"Materials produced by the team of experts allow our specialists to use new approaches for
analysis and evaluation of projects of social sigmficance "

He goes on to say

"The Administration of the Samara Oblast would like to emphasize that cooperation with the U S
Agency for International Development 1s very useful and reveals 1ts gratitude to Mr W Krause,
Mrs L Tokun, Mr P Swvistunov and Mr V Mikhailov "

The participants of the semunar and other persons to whom the technical assistance was provided had a
high opinion of 1ts practical potential The Deputy Governor described the approach mn this way

"They did not use a traditional method of teaching (tramer-trainee), but implemented a real "brain
storm", where the participants, who know the problems and abilities of their sectors and
departments, could discuss new 1deas, prioritize them and develop new approaches allowing to
make optimum decisions in future Traming was based on results of analysis of real materials of
Samara Oblast "

The participants were very pleased with this approach
V_Issues and Obstacles

Imtially there was not a strong mterest on the part of the participants i this project as they felt that
there was not much useful that could be learned 1n a short ime They were also skeptical that Russian
consultants could offer anything new The problem was exacerbated because during the first week as a
number of key specialists of the Administration were on business trips, which created difficulties n
collecting and evaluating information and planning the tramning

However, the lack of available staff in the first week allowed for time to be spent on analyzing actual
legislation and other materials available in the oblast This analysis, presented 1n the first traming
session, together with the workshop type approach quickly resulted in stimulating the interest of the
participants

The Department of Finance did not participate as actively as 1t was hoped in the project They
explammed the reason as being that they were not responsible for the types of decisions that were being
Booz Allen & Hamilton
Samara Technical Assistance Report
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discussed 1n the traming sessions Their role 1s more to ensure the proper use of funds and determine
the amount of funding available than to make decisions on the use of funds They did cooperate 1n
providing data, spending time to discuss the topics of the traimng and, most important, to discuss the
possible contents for future techmcal assistance

VI1_Success in Achieving Overall Objectives of Technical Assistance

The objectives of the techmical assistance were achieved However, 1t 1s clear that the participants
would benefit from additional assistance, which they are very mnterested m recerving

VII Key Contacts

Elena Mikhajlovna Timofeeva — Head of department of mvestment resources, economy department
Oleg Vladimirovich Majorov — Head of department of capital investment forecasting and
infrastructure, economy department

Aleksej Viktorovich Aleksandrov — Deputy head of budget department, finance department

Lyudnula Lvovna Pankratova — Lead expert of investment policy and investment resources department
Maria Iosifovna Lyubarskaya — Official from finance department

Booz Allen & Hamilton
Samara Technical Assistance Report

15

i



USAID/Moscow Regional Public Finance Investment Project
Final Report

Attachment 1

ADMINISTRATION OF SAMARA OBLAST
Molodogvardeyskaya str 210

443006 Samara

04 28 1999 N 7-56/915

US Agency for International Development
Attn Ms Angelina Gurkina

Project Manager

CC Mr Bharat Bhargava,

Regional Public Finance and

Investment Project,

Project Director

Dear Ms Gurkina,
Within the framework of short term technical assistance under Regional Public Finance and Investment
Projects a team of experts of Booz Allen & Hamulton has performed the work directed to improvement

of efficient use of budget funds for capital projects

The group of experts included

. William Krause, team leader
. Liudmila Tokun

. Pavel Svistunov

. Viacheslav Mikhailov

As a part of therr work they orgamized and carried out a seminar-training on Investment Policy and
New Sources for Capital Budget for officials of Samara Oblast Administration They did not use a
traditional method of teaching (trainer-trainee), but implemented a real "brain storm", where the
participants, who know the problems and abilities of their sectors and departments, could discuss new
ideas, prioritize them and develop new approaches allowing to make optimum decisions 1n future
Traming was based on results of analysis of real materials of Samara Oblast

Contemporary techniques for housing finance, recommendations on development and selection of new
projects funded at the expense of budget, current US experience on development and performance of
capital budget were demonstrated to the participants At the end a lively discussion took place

Materials produced by the team of experts allow our specialists to use new approaches for analysis and
evaluation of projects of social significance

Booz Allen & Hamilton
Samara Technical Assistance Report
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Taking 1nto consideration practical results of technical assistance provided by the team of experts
further cooperation on Regional Public Finance and Investment 1s highly required In our view the
most 1mportant 1ssues for future cooperation will be the following

Creation of management mformation systems
Professional tramning in the sphere of capital improvement
Local economic development and creation of new jobs
Establishing of strategic priorities

Experience m delegated management

O S O S

The Adminstration of the Samara Oblast would like to emphasize that cooperation with the US
Agency for International Development 1s very useful and reveals 1ts gratitude to Mr W Krause, Mrs
L Tokun, Mr P Svistunov and Mr V Mikhailov

Sincerely yours,

G R Khasaev,

Deputy Governor,

Director of the Department on Economics of
the Samara Oblast

Booz Allen & Hamilton
Samara Technical Assistance Report
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1 Helen Timofeyeva

2 Oleg Mayorov

3 Olga Samoilova

4 Tamara Abakumova

5 Inna Davletshina

6 Elena Morozova

7 Elena Barvinok

8 Alexander Zuyev

9 Lyudmila Pankratova

10 Elena Udalova

11 Svetlana Fyodorova

Attachment 2

Participants i the Workshops

Head of the Investment Sources Division,
Department of Economics of the Samara
Region

Head of the Forecasting, Capital Investment
and Infrastructure Development Division,
Dept of Economics of the Samara Region

Head of the Financial Resources and Tax
Policy Division, Dept of Economics of the
Samara Region

Team Leader of the Investment Policy and
Investment Projects, Dept of Economics of the
Samara Region

Group Head of the Investment Resources
Division, Dept of Economics of the Samara
Region

Group Head of the Investment Resources
Division, Dept of Economics of the Samara
Region

Chuef Specialist of the Investment Resources
Division, Dept of Economics of the Samara
Region

Chief Specialist of the Investment Policy and
Investment Projects Division, Dept of
Economics of the Samara Region

Chief Specialist of the Investment Policy and
Investment Projects Division, Dept of
Economics of the Samara Region

Chief Specialist of Investment Resources
Division, Dept of Economics of the Samara
Region

Chief Specialist of the Investment Policy and
Investment Projects Division, Dept of
Economics of the Samara Region

Booz Allen & Hamilton
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12 Lyubov Ivanova First Deputy Director of the Finance
Department of Economics of samara Region

13 Alexe1 Abramov Chief Specialist of the Investment Policy and
Investment Project Division, Dept of
Economics

14 Olga Kazakova Leading Specialist of Investment Resources
Drvision, Dept Of Economics of the Samara
Region

15 Valentina Fedyakina Head of the Revenues Forecasting and Tax
Policy Division, Dept  of Finance of the
Samara Region

16 Helen Shigaeva Deputy Head of the Revenues Forecasting
And Tax Policy Division, Dept of Finances
Of the Samara Region

17 Maria Lubarskaya
Leading Economist of Investment Department
Capital Construction, Housing and Utilities

18 Natalya Ivanova Chuef Economist of Financial Market and
Securities Unit of Department of Finances
Of the Samara Region

Booz Allen & Hamilton
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Attachment 3

USAID
BOOZ-ALLEN & HAMILTON

The project "Regional Public Finance and Investment"

Short-term techmical assistance program to Samara oblast

Topic "Investment policy and formation of additional sources to finance development budget"

Date

April 21

Apnl 22

Apnl 23

April 27

April 28

Agenda for Workshops for Employees of Samara Oblast Administration

Time

16 00

16 20
17 00
17 10

18 00

16 00
16 55
1705
18 00

16 00
16 55
17 05
18 00

16 00

16 55
17 05

18 00

16 00
16 55
17 05
17 30

Topic of presentation

Introduction, representation of the participants, and the task of the
semmar

Results of the conference of February 17-19

Contents of the seminar, topic review, work schedule

Review of legislative environment, investment climate, budget trends
Break

Problems of quality of imtial development of investment projects
Working out criteria to evaluate socially important projects
Concluding remarks of the first day

Long-term loan funding of residential - municipal services, etc

Break

Socially important projects Increasing efficiency to use budget means
Concluding remarks of the second day

Investment budget credits Problems of return Tax benefits
Break

Using concessions Issuing budget guarantees

Concluding remarks of the third day

Work with mvestors Strategic marketing of investment opportunities
in the region

Break

Control of mutual relation with investors Analysis of experience of
mttial lessons of working with investors

Concluding remarks of the fourth day

US best practices for capital budgeting

Break

Review of future technical assistance proposals
Seminar wrap up

Booz Allen & Hamilton
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Attachment 4

Analysis of the budget status, dynamics and trends

The group of experts has analysed the results of planning and enforcement of the budget in oblast over
1997 - 1998, as well as the draft budget for 1999 Also, we examined the budget message of the governor
of oblast «Basic directions of budget and tax policy of Samara oblast in 1999 "

Major hines of the 1997 budget (in denominated roubles) have made by the plan 3,850 min RR, actual
figure being 4100 mln RR, resulting n 106 5% enforcement The expenditures of the budget per the
plan were 4516 min Rub, actuals (accounting for transfers from the federal budget) 4,082 min RR,
which was equivalent to enforcement of 90 4% Because of exceeding the plan of revenues and reduction
of actually funded expenditures the deficiency of the budget was lower than planned Out of budget
expenditures the capital investment made 536 mln Rub by the plan, actual figure beng 481 mln RR,
enforcement - 89,8% For Russian regions 1t 1s an acceptable level of enforcement The year of 1997 was
the last calm year preceding the crisis

Major guidelines for 1998 The budget of this year was essentially corrected because of crisis For
analysis purpose rectified data were used According to them revenues by the plan should have made
3,864 min RR, actually they were on the level of 4,757 min RR, enforcement - 123 1% The
expenditures by the initial plan should have made 5,684 mIn RR, after rectification this figure dropped
to 3,864 min RR, and in fact the expenditures were financed in amount of 4,779 mln RR, yielding a
123% enforcement From all funded expenditures only 2,753 mln RR were provided in «cash», others
being settled as off-sets or other accounting procedures The share of cash enforcement of the budget in
the year under study was 57 %, although the budget message of the governor indicated on escalation of
the share of revenue and expenditures mn the budget expressing the hope, that non-cash enforcement of
the budget would not exceed 35 % This target was not reached Capital investment in 1999 (per the
plan) should have been 327 8 mIn RR, actually this figure was larger by almost one third totalling 436 8
mln RR, which was equivalent to 133 % enforcement However, the share of cash in capital investment
was very small, it was close to 25% (116 0 mIn RR)

The plan of the budget of 1999 expects a deficit - free budget, where revenues and expenditures are equal
amounting to 5,817 mln RR It 1s meant that capital investment will be n the ball park of 637 min RR

More detail discussion on capital investment The share of capital expenditures during period analyzed
shghtly fluctuated In 1997 it was equal (per plan) 11 8 % of all expenditures, i fact 1t was 11 7% In
1998 this figure was planned at the level of 8 % (rectified plan), and in fact 1t totalled 9 1% A certain
decrease 1 expenditure level was observed In the plan of 1999 the share of capital investment in the
expenditures 1s set on the level of 11% For the Russian Federation this figure 1s rather overrated, as even
industrially advanced regions most often do not exceed the 5-7 % capital expenditure level Thus, despite
the crisis, Samara oblast mamtammed a stable capital part of expenditures m the budget, which
undoubtedly should be perceived as a positive trend This 1s a part of the regional budget policy, and the
governor’s message maintains, that the region will be actively engaged mn supporting investment projects
attracting new projects to be accomplished 1n the oblast

Booz Allen & Hamilton
Samara Technical Assistance Report
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Attachment 5
Recommendations On Assessing Projects Of Social Significance

Information Needed Prior to Assessing Individual Projects

In order to develop a program for assessing the capacity and desirability of additional projects, a full
list of everything that should be funded by the government should be provided Functional budget
classification should be used for creation of this ist For mstance,

Health (non- commercial)

Education (schools, kindergartens, orphanages, etc)

Roads

Prevention of extraordinary situations, etc

In addition, an inventory of all objects 1n state ownership should be made both on oblast and mumcipal
levels

All incomplete construction should be 1dentified Their budget sigmificance should be 1dentified, and
those that not appropriate for government support should be 1dentified (for example, an incomplete
hotel, which has become private sector) A procedure for transfer to private investors should be
developed terms, time period A permanent process of private mvestor attraction should be
developed advertising, publicly open information Evaluation of incomplete projects should be made
discounting all previous investments (money 1nputs)

Projects that should receive government support should first meet the following mandatory criteria in
order to be considered for funding The projects meeting the mandatory criteria can then be compared
to determine projects that will be funded

Mandatory Criteria

1 The project 1s one that government should be doing Any project that can be done by the
private sector without the use of government funds should be left to the private sector to do If it is an
activity now being done by the government, appropriate documentation mught be developed to
demonstrate why 1t will be profitable for the private sector to undertake the activity and to determine 1f
the government might receive some revenue by selling assets

2 No alternate means of financing are available Even 1if the activity cannot be undertaken by the
private sector, 1t may be possible to establish a self financing project where the revenue recerved from
the project repays loans taken out to construct 1t

3 An accurate cost estimate, including an estimate of operations and maintenance costs or
savings. has been prepared Accurate cost estimates are needed to a) determine the amount of
resources that will be required to undertake the project, b) manage the construction of the project, c)
Booz Allen & Hamilton
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compare competing projects Using outdated norms and prices will mevitably lead to poor decisions
Failure to consider operating costs may result in the selection of a higher cost alternative Cost
estumates should take into account estimates of mflation and currency rate exchange

4 An accurate estimate of completion time 1s available Completion time, assuming funding
availability, should be accurately estimated to accurately estimate costs and because a project that can
be completed quickly may be more desirable than one that will take longer

5 Lower cost alternatives are not available It should be demonstrated that lower cost technology,
processes and materials are not available Also, that 1t 1s not possible to achieve the same result
through another process or improved maintenance

6 Adequate orgamizational capabilities are 1n place to implement the project The number and
skill levels 1n the organization must be adequate to take advantage of the project

7 Adequate financial resources are 1n place to maintain the project If the project 1s not
adequately maintained, the money spent on construction will soon be wasted and there will be a new
capital request

8 Measurable output and outcome measures have been identified It should be possible to
specifically describe what the impact of the project will be

9 There 15 likely to be money available to complete the project once started Rather than having
twenty unfinished projects, everyone would be better off to have three that are completed

10 There has been an adequate assessment of risk A sensitivity analysis has been done that
examines the effects of changes 1 conditions such as foreign exchange, market conditions, new laws,
taxes and delays

Crnitenia for Comparing Projects

Each criterion should be given points and a weighting to take into account 1its relative importance
Budget impact — these impacts should be estimated as accurately as possible with supporting data
¢ Direct revenue possibilities — will some or all of the costs be off-set by revenue?

¢ Indirect revenues — will the project stimulate revenue? For instance by encouraging private
Investment

¢ Cost savings - will the project lead to cost savings? These should be realistically estimated
For nstance, 1f the project could lead to reduced personnel requirements but the possibilities for
actual reductions do not exist, the potential saving should not be considered Cost savings
should take mto account the possibility of saving social costs
Booz Allen & Hamilton
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¢ Indirect costs — will this project increase costs 1n other areas or require additional capatal
mvestments 1f 1t 1s to be successful
Benefits -
¢ Legislative mandate — required by law to be done This may automatically result in the project
recerving the maximum score
¢ Safety benefits - correcting life threatening situations may also result 1 a project recerving a
maximum Score
¢ Health benefits — to the extent possible, these should be quantified
¢ Environment benefits — simularly these should be quantified as much as possible
¢ Impacts on other projects — this project may be important to the success of other projects
¢ Relation to long range plans — this project may be mncluded 1n one or more long range plans that
have been developed
Risks
¢ The degree of certainty in estimating project costs and benefits taking mnto account the factors

m the sensitivity analysis as well as mstrtutional and other risks

For example, a set of criteria could be
K=A K1+B K2+C Ks+

Where K1, K2 are

GO ~I QN L W N

Reducing of operational expenditures

Increase on budget revenues

The project 1s within the branch that 1s admutted to be strategically important
The project solves safety problem

The project solves environmental problem

Health protection 1s improved

Encourages life time period or increases birth rate

Employment factor

K1 K2 Kashould be calculated for each criteria based on corresponding study
The obtained indicator m score will allow to make the selection procedure absolutely transparent and
well proved

AB,C

are the relative weights

Booz Allen & Hamilton
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Attachment 6

Requirements to the Results of Efficiency Analysis of IPs Presented for Bids for
Financing from Oblast Budget artd Stmilar Sources

These requirements were developed on the basis of Gudelines for IP efficiency evaluation and their

selection for financing adopted by the GOSSTROY of the RF and “Guidelines for Elaboration of
Investment Policy” adopted by the RF Mistry of Economy

The responsibility for timely reimbursement of borrowed capital obtained from selling Eurobonds,
urges to improve the quality of IPs documents submutted to bid for financing from the Oblast budget or
stmilar sources

Evaluation and comparative analysis of IPs efficiency makes 1t necessary to apply a single set of
criteria thus, the basic evaluation of IPs efficiency should be performed i comphiance with the
following requirements

Basic requirements

1) Joint financing of an IP the owners assets (including borrowed capital) should not make less
than 20% from the project cost

2) Payback and loan return period should not exceed 5 years
3) Adjournment of interest payments for using borrowed capital should not exceed 6 months

4) Calculation of a basic version should include
1 hard currency discount rate 15% (taking into account risks and inflation)
2 ruble discount rate 1s determined as the refunding rate of the RF Central Bank on the date of
expert evaluation
3 nterest rate for ruble loans - 21%
4 1nterest rate for US dollar loans - 14%

5) Calculation base period - 3 months
6) Positive value of cash flow for each calculation base period/

7) An IP 1s evaluated in two currencies (rubles, US dollars) If the project includes foreign
currency expenditures (purchase of foreign equipment, spare parts, raw material, export-import
transactions), the ruble version of calculations should contain separate ruble and hard currency each
flows (USD), 1 e two cash flows should be analyzed separately

Booz Allen & Hamilton
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Results of IPs cost efficiency analysis

Results should include estimated of integral efficiency and financial sustamability of the project with
corresponding expert conclusions

1 Analysis of the financial situation of the enterprise (project mitiator) and evaluation of 1ts
balance sheet for the previous year and for 3 previous periods/

11  Analyss of financial stability of the enterprise’s accounts, guarantee of its paymng capacity

111 Calculation of the function of 3 component index for the last 2 years (calculation of this index
1s shownon p 5)

112 Standard calculation of mdependence ratio, (ration of the owner’s money in the capital
structure) should be no less than 0 5

R = S°B, S° being sources of owner’s assets (total from section IV), B bemng balance total
113 Calculation of ratio of loan (borrowed assets, standard value -1 2
- long term loans and loan assets (section V of spread sheet)
- short term loans and loan assets, without overdue loans (section VI of the balance)
- calculations and other equity
12  Analysis of the enterprise hquidity at the moment of commencement and for a previous year
Standard value of the ratio of the current liquidity should be no more than 2
13 Analysis of the structure of debts and credit
2 Marketing research
analysis of customer’s payment demand]
analysis of the basic competitors on the market
competitive price characteristics
quality level

characteristics of raw matenial market
marketing orgamzation

This section 1s to be supported by agreements (or minutes of intentions) for goods delivery, raw
material and other official documentation

3 Analysis of IPs efficiency on the following ratios m accordance with the definite criternia

Booz Allen & Hamilton
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4

a table of cash flow, including credit sources, mentioning terms of return (separately state support
and used commercial loans)

calculatton of the payback period of the project (PPP) The payback period 1s a period 1s a period of
time from the moment of project realization due to this business plan till the moment when the
difference between the sum of pure income, including depreciation and the volume of investment
expenditures if above 0

mnternal rate of return (IRR)

net present value (NPV)

profitability index (IP)

break-even pomt which means the volume of sales since what the product since which the product
starts being profitable The calculated volume of product sales 1s correlated with the design capacity
of the enterprise, 1f the enterprise manufactures several products the break-even point 1s determined
for each of them by a special method

budget efficiency  (total tax revenue + oblig payment) state imvestments volume (the budget
efficiency 1s assessed including discounting)

In order to calculate IP sustainability depending on IP structure 1t 1s necessary to estimate

integrated efficiency ratio (payable period), PI, NPV, according to the following scenario

Sensitivity analysis requires efficiency evaluation depending on behavior of the following factors

N
1

2

Scenario Changes of basic mndices

Physical volume of sales 1 1 Sales reduction by 10%
1 2 Sales reduction by 20%

Reduction of product price at 2 1 Price reduction by 10%

permanent sales volume 2 2 Price reduction by 20%
Increase of direct (indirect) 3 1 Cost increase by 10%
production costs 3 2 Cost increase by 20%
Increase of permanent 4 1 Increase by 10%

(operating) production costs 4 2 Increase by 20%
Increase of investment period 5 1 Increase by 3 months

duration 5 2 Increase by 6 months
Increase of investment costs 6 1 Increase by 10%
(assets) 6 2 Increase by 20%
Increase of production cycle 7 1 Increase by 3 months
duration 7 2 Increase by 6 months
Delayed payments for product 8 1 Delay 45 days

8 2 Delay 20 days
Changes of interest rates 9 1 Increase of ruble interest

rate up to refunding rates - N3
9 2 Increase of hard currency
rate up to 18%

Booz Allen & Hamilton
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10 Integrated scenario 10 1 Simultaneous changes of
2 or3 factors within the
specified ranges
11 Production of loan payback 11 1 Reduction to 2 years
period 11 2 Reduction to 3 years

11 3 Reduction to 4 years

Some of scenarios and their variables could be changes by an expert basing on specificity of an IP

The sensitivity analysis results are presented n Table 2

Table 2
Scenario Efficiency factors Cash flow
(posttive\
negative)
NPV IRR payback period
11
11
21
22

Obligatory condition which determines correctness of obtamned sensitivity analysis results in the
positive cash flow throughout the entire project (at each calculation point) In case the cash flow
acquures negative value or any of efficiency factors, value turns to be below the norm, a detailed
scheme of cash vlow should be developed and suggestions should be made to correct these cash flows,
recommendations should be provided on how to increase economic factors

5 Evaluation of IP financial risk

IP financial risk evaluation includes the following factors
Value of 3 component factor of financial situation at an enterprises at various phases of project
implenentation

The goal of financial risk determination 1s to specify 3 factors of financial stability, such factors are

a) excess (1) or deficit (-) of owner’s assets + E°
+ - E° - owner’s cash flow - stocks and expenditures where in owner’s operating assets = sources of
owner’s assets - basic assets and investments

b) excess (1) or absence (~) owner’s assets middle term and long term loans sources of stocks and
expenditures formation (+/- EY)
+/- E'(owner’s operating funds + medium term and long term loans and borrowed assets) — stocks
and expenditures

Booz Allen & Hamilton
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c) excess (+) or deficit (-) of total volume of major sources for formation of stocks and
expenditures (+ E")

(+E" = (owner’s operating assets + medium term and long term loans and borrowed assets + short term
loans (up to 1 year), loans not paid mn tume) — stocks and expenditures

3 component ratio acquires the form of
S={S(+E"), S(+E), S(+E")}
The function 1s determined as

S(x)=1, 1fx>=0
S(x)=1, 1fx <0

Liquidity factor (current and constant) at various phases of IP implementation (investment and
production) are calculated based on planned balances at implementation stage

6 Loan guarantees

Mechanism of loan payback 1s to be presented in the form of hquid security, including the list of
property as security with 1ts mandatory insurance for the entire loan term Under these terms 1t 1s
obligatory to include notary authorization of security - and tume payment, mnsurance premium - annual
payments

e bank guarantee
e agreement on the right of security

Notes evaluation of projects for reconstruction and technical refurbishment of the existing facility with
the purpose to reduce operating costs increase the production of volumes or simultaneous solution of
these or other 1ssues, you should take into account the peculiarities of real cash flow formation, arising
mn the process of refreshment It means that efficiency 1s formed under the influence of not absolute
ratios of result and expenditures but under the influence of their changes as a result of the specific
project realization, 1 € , changes of production volume, current production costs etc In terms of
efficiency net income of the enterprise as a result of current production modernization, 1t 1s a difference
of net mncome after project realisation and net income before realization, 1 € , net income expresses
increment of 1ts size

NPV'=NPV'- NPV®, NPV bemng increment of NPV 1n the t-year of IP implementation

NPV'=NPV'- NPV°, NPV*being NPV 1n the t-year after production modermzation
NPV® being NPV prior to modermization (startup year)

Booz Allen & Hamilton
Samara Technical Assistance Report
29

oA



4 - TS e

- e gEt Ny S anl e aa Aw

-

USAID/Moscow Regional Public Finance Investment Project
Final Report

I

11

IV

Approved

Deputy Vice Governor
Director Department of Economy,
Khassayev G R

Methods of comparative evaluation of IPs to be financed from the Oblast budget

Criteria and mndices
General review of activities
Aspect of enterprise
Professional level of administration
1 High level of management
2 Lower level of management
Availability of skillful human resources
1 High-skilled personnel
2 Low-skilled personnel
Industry characteristics
1 Developing industry, supported by the state (federal, regional) program,
growing demand
2 State industry, permanent demand
3 Industry with unstable demand
4 Industry in the state of decline, falling demand
Area of IP implementation
1 Region (city donor), ughly attractive for mnvestment activity, free
€conomic zone
2 Region supported by a federal or regional program
3 Region (city) recipient without developed infrastructure, not attractive
for mmvestment activity
Preparation of IP
1 Available project draft, cost estimate documentation, business plan of
feasibility study, reviewed, by independent environmental and other
experts
2 Available business plan corresponding to the bid requirements with the
necessary economic (cost) estimates
3 MOB and feasibility study, no cost analysis
Availability of raw materials, components and other resources
1 Access to raw material sources
e monopolist supplier
® developed raw material market
2 Sources of raw materials
® necessary resources are fully produced n the region
® necessary resources are mamly produced m the region
® necessary resources are maimnly imported from abroad
Booz Allen & Hamilton
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Competitiveness of the product

Vi

VII

VIII

IX

XII

1
2
3

4
5

Absence of foreign and domestic analogies, patent, certificate and
license available

Absence of domestic analogies, prices below those on foreign
analogies, patent, certificate, license available

Product 1s competitive due to the price

The price and the quality are the same as competitor’s

The product 1s not competitive

Analysis of demand for the product

1

2

3

4

Well-developed marketing plan supported by agreements and contracts,
high and sustainable demand

Well-developed marketing plan supported by agreements, narrow
market segment

Insufficient marketing plan not supported by agreements and contracts,
sustainable demand, availability of the single consumer

Unrealistic marketing plan, absence of agreements and contracts, the
delivery of project, unstable demand

Environmental safety

1

2
3

Environmental impact assessment, environmental expert conclusion,
proving the positive impact of the project, emissions reduction,
environmental pollution reduction

Projects do not produce negative impact on the environment
Projects resulting 1n environmental damage

Demographic factor

1
2
3
4

Creating and preserving jobs, relieving social tension in the region
Creation of new jobs

Preservation of jobs

Reduction of jobs

Application of advanced technologies

1
2
3

Use of domestic developments (RND)

Use of foreign technologies (RNA)

Absence of new technologies
Total for general aspects of activities
Economic parameters of the project

Payback period

1
2
3

Less than 3 years
Less than 5 years
More than 5 years

Oblast budget loan payback

1
2
3

Less than 3 years
Less than 5 years
More than 5 years

Booz Allen & Hamilton
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XII Cost efficiency (USD)
1 Cash flow

XV

2 Negative at least for one calculation period
3 Positive for the whole calculated period
Budget efficiency
a) not exceeding 1 5
b) not exceeding 10
¢) over 10
Internal rate of return
a) from 15 to 25%
b) from 25 to 100%
¢) over 100%
Profitability index
a) not exceeding 1 05
b)from105t0 12
c)overl2

Sources of funding

1 more than 20% of owner’s funds

2 less than 20% of owner’s funds

3 lack of owner’s funds

Guarantees of mmvestment return

1 Bank warrantee or contract of guarantee

2 Assets as security with obligatory insurance

3 Absence of guarantees

Fmancial situation as of the date of project commencement

Financial stability of the enterprise (three component index)
1 Absolute financial stability

2 Normal financial stability

3 Unstable financial stability

4 Financial crisis

Liqudity of balance
1 Correspondent with the standard value (K<0 5)
2 Below the standard value

Borrowed/owner’s assets ratio
1 Standard
2 Below standard

Booz Allen & Hamilton
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XVII Financial stability of the project 7

Financial stability of the enterprise (three component index)
1 Absolute 4
2 Normal 3
3 Unstable 1
4 Crisis 0
Liquidity of balance
1 Correspondent with the standard value (K no less than 2) 2
2 Below tle standard value 0
TOTAL FOR ECONOMIC INDEX 50
GRAND TOTAL 100

If the IPs scores

under 50 - the IP belongs to the higher risk category (3rd category)

from 50 to 70 - average risk category (2nd category)

from 70 to 100 - lowest risk category (1st category)

The proposed method of IPs helps evaluation and analysis to prepare proposals for IN and to develop
the financing schedule

The above forms must be filled during the preparation for the IC session by

- independent experts doing expert assessment of the project

- appropnate departments and institutions while preparing their conclusions (decisions) on general
aspects of the enterprise activity

- Department of Economy of the Oblast Administration while preparing their general conclusions on
each IP

Booz Allen & Hamilton
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Appendix 7
Structural Departments of Oblast Department of Preliminary Returned to the
Administration Fc D ﬁ 1 det Appl
o Construction and Architecture, onomy, Division o analysis, determine pplicant or
Buds Housing and Utthities Roads Conclusions onlvestment Policy and| the completeness of| No relevant
ppphicants for IPs | @ Trade and Industry production and Projects the submitted department of the
USINESS o Agriculture and Food technology
plans e Economy & Formation of documents, Oblast
Investment Projects compliance with the Administration for
Oblast Investm;,nt Futnd for Conversion Portfolio terms of IP fundmg compleuon
romotion
if a request for info needed Department of Economy
The Oblast Secretary of Investment Department of Economy Division of Investment Policy
Commuttee Division of Investment Yes Project evaluation by Yes | and Projects Volgoinformset
Department of Include the IP into the Policy and Projects independent experts, Using Project Expert software
1nustry of Investmtzint Commﬁtt;e Register and 1nto the time for review and preparation financial Jegal carty out cost efficiency
nterior 1n accordance w1;1 cti f: %schedule for the Investment for an IC session environmental audit assessement of Ips
( ) ) projects review schedule Committee to review prioritise,,assess risks
questionnaire
Institutional expert l No
assessment No |
| Returnedto the |
No Y es written
S G notice 5 Report on the use of funds
Negative decision Positive decision Beatt .%Cl'_em_l) Project Intator
raft a Decision on Project
(terms and conditions, by sumple voting Governor of Funding Department of Economy
additional updated Oblast for final Control of the Drviston of Investment
mnformation not decision prop erluse of the Policy and Projects
oan
prepared, Minutes of an IC
amendments not session Department of Finance
mtroduced or lead to Authorised bank (agent)
Investment Commuttee of the J | Agreement with Project Inttitator
Oblast Governor Report on the use of Agreement between authonsed bank (agent)
funds and Oblast admmistration
Booz Allen & Hamuilton
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Attachment 8

Questions on Budget Funding
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21
22

23

How are possible projects 1dentified?

How are costs estimated? Revised?

What methods of discount are used?

What 1nterest rates are applied?

What non-financial benefits are taken mnto consideration?

What indirect financial benefits are taken nto account?

How 1s risk evaluated?

How are organizational goals addressed the process of decision making?

How 1s the previous experience used?

Are there any strategic planning activities?

Are there any long-term planning activities?

Is there any long-term financial planning activity?

How are “old” uncompleted projects analyzed?

How are the cheapest alternatives reviewed?

How are operating and mamtenance costs taken mto account?

What methods of financial analysis are used?

Is the institution’s ability to use production capacity estimated?

Are loans considered 1n the context of the institution’s ability to pay them back?
Are grants analyzed from the point of view of the mstitution’s ability to survive?
Does cross-functional cooperation take place at the planning stage and during
implementation?

Is the institution’s ability to implement the project considered?

Is the impact of internal barriers for successful project implementation and
management taken mto account?

Are resources necessary to manage and to complete the project defined prior to first
expenditures?

Booz Allen & Hamilton
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Attachment 9

APPLICATION
for credit resources of the Oblast budget for mvestment projects

Applicant (name)

Legal address

Authorized person (job title, name, phone)

Legal status

Registered capital

Share of state and municipal capital in the registered capital (5%)

Major shareholders (participants)

Name of mvestment project

Total cost of the project

10 Funds requred

11 Recoupment period

12 Payback of loan

13 NPV of income

14 Budget efficiency

15 Warranties (when using property, shares, property rights, indicate the value of
collateral, legal basis, insurance, 1n case of bank guarantees or third party warranty,
mdicate the name, address, details, scope of guarantees)

NeRE-CHEN B e SRV N L R

Signature and stamp
Date of application

Booz Allen & Hamilton
Samara Technical Assistance Report
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Attachment 10
PASSPORT OF INVESTMENT PROJECT

Thus passport contains preliminary information for express-evaluation of the IP
FOR OFFICIAL USE

IP code

Date of Registration

Updated

Industry code

Level of IP

Code of region of implementation

1 INFORMATION ABOUT THE IP
11 Full name (6 lines maximum)

12  Kind of project (tick)

— new production facility

— equipment modernization

— expand the existing facility

— other

13  Investments to be used for

—_ R&D

— license and know-how purchase
— purchase of equipment

— current assets replemshment

— construction

— preparation for production

— purchase of real estate

— other

14  Place of IP implementation (oblast, city, town)
15  Approximate commencement date
16 Additional information

2 PRODUCT (SERVICES)

21 Name of product (service)

22  Purpose and technical specification
23  Innovation character

— totally new 1tem

— new 1n design

Booz Allen & Hamilton
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updating of existing product
analogous to best foreign brands
analogous to existing product
assembled from imported components
own know-how available

24  Patent protection required for key technical and technological aspects

— n/a

— needed

— not needed

— covered by patent

25  License

product — n\a  needed notneeded  covered by license

activity — n\a needed notneeded  covered by license

purchase of raw material, equipment — n\a  needed not needed
covered by license

26  Certification

product — n\a  needed notneeded  certified

technology — n\a  needed notneeded  certified

27  Volumes and fields of apphcation

— city, district  region Russia CIS and Baltics
export umport replacement

28 Consumer specification

— general application 1n industry

— special industrial application

— mass consumpfion

— applied both 1n industry and household

29  Production according to the Program

— federal

— president’s

— conversion

— regional

210 Additional information for this section

Booz Allen & Hamilton
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3 MARKETING RESEARCH
31  Market description for product/services

offer and demand known

major consumers known

statistics of export/import available

wholesale buyers known

current prices on similar products /services known
prospective price analysis for product/services available

Prospects for sale

previous contracts of POI m place

purchasing of products/services for _months of operation
channels of product sales and services determined
measures for growth of demand for the product taken

Production program and operational costs
annual production volume for implementation period determmed
item-by-1tem calculation of production costs made

Competition

major competitors known
competitiveness analysis carried out

Current status of IP

Implemented stages of IP

1dea only

prototype, pilot production

design documentation

production prepared

R&D documentation

design and cost-estimate documents
readiness for production
mass-production under way

Resources available

HR
land
production facilities
equipment
Booz Allen & Hamilton
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— materials

— spare parts and components
— water supply

— power supply

— heat supply

— transport

— communications

— waste treatment facilities

43  Availability of schedule and technological flow charts (yes, no)

45  Imported equipment required

— equipment

— spare parts

— raw materials

— other (in the additional information on the section)

46 Availlability Feasibhility Study (yes, now)
Business Plan (yes, now)

Business plan (if available) developed 199 using the method of

47 Developer of the IP (business plan)

48 Additional information on the section

5 FINANCIAL-ECONOMICAL INDICATORS OF THE IP
51 General overview of the estimates
Calculations made for the period of years on a monthly, quarterly, annual basis,

Based on the exchange rate of 1 USD — rubles

Estimates made
— income & losses
— cash flows

Balance calculation made by the method of (or using software of )

52 1P specification
Total cost of the IP (thousand rubles)
and (thousand USD)
Project Payback Period (PBP)____ years
NVP determined at thousand rubles

Booz Allen & Hamilton
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IRR determined at %
Profitability Index (PI) determined at
Positive balance 1s ensured at all the estimated periods (yes, now)

53  Sensitivity analysis mn case of changes mn
— production volume (sales)

— prices for products (services)

— production costs

— debt recervables

— terms and conditions of mvestment

— mvestment volume

— investment and production cycles duration
— integrated scenario

54  Fmancial resources of the project

own assets thousand rbl and thousand USD
state of financing thousand rbl and thousand USD
attracted assets thousand rbl and thousand USD

assets required thousandrbl  and thousand USD
55  Additional information

6 PROPOSALS FOR INVESTORS
61  Required volume of investments

contribution of enterprises of the oblast in the IP implementation

planning and design thousand rbl thousand USD
construction thousand rbl thousand USD
purchasing equipment & spares thousand rbl thousand USD

social 1ssues

road construction, heat supply systems, other utilities
creation of new jobs

other

63  Loan payback period years
64 Additional information
7 GUARANTEES OF INVESTMENT RETURN AND RISKS

71 Insurance of loan return
— federal warranty

Booz Allen & Hamilton
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— regional warranty

— 1nsurance

— right transfer

— assets of security

— assets security

— bank guarantees

— other (1n additional information)

72  Permussion for support from authorities
— federal

— regional

— local

— other states

— other (in additional information)

73  Probable risks in the project (specify)

74 Additional information

8 INFORMATION ABOUT THE ENTERPRISE-PROJECT INITIATOR
81 Legal form

82  Full and short name

83  Form of property including the state share %

84  Date of estabhshment 19

85  Average number of employees
full time

86  Area and duration of activity

87  Regstered capital (in balance)
88  Fixed and operating assets

89 Debts
long term debts (for more than 1 year)

810 Date of the latest audit inspection 199

811 Bank requisites

9 ENTERPRISE ADDRESS
Post code region (republic, oblast, kra1)

Booz Allen & Hamilton
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Phone Fax
Manager of the enterprise
Contact person

The person responsible for compilation of the present passport certifies that the
information herein is true as of the date of compilation

Signature and stamp

Date

Booz Allen & Hamilton
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Attachment 11

EA-Ratings, Director, Projects Credit orgamzations and Municipal
Infrastructure Fund

Written by Pavel Svistunov

One of possible ways to potentially reduce budget spending might deal with reduction of
budget costs associated with providing communal-municipal services Mechamisms of
cost reduction mmply a transfer of municipal enterprises in communal sphere to delegated
management (concession, long-term rent, management contract) Due to their advantages
contracts of long-term rent and concessions are getting more and more popular
mfrastructure domamn Such contractual practice 1s fully operational or 1s at the
implementation stage in some 37 countries, including 18 countries having low budget
revenues International meaning of term "concession" implies all characteristics of the
contract to rent an enterprise as a property complex, but imposes additional obligations
on concessionawre The latter deal with capital nvestments required to arrange for agreed
on expansion of operations or increasing production capacities or replacement of fixed
assets The Civil Code of Russia introduced the concept of "concession" (Chapter 54,
Articles 1027-1040 Commercial concessions) However, the idea of "concession" i1s
examined 1n above chapter 1n restricted context of granting a power to use a package of
exclusive rights, 1 e franchising Therefore, the provisions of above chapter of the Civil
Code are mapplicable to transfer rights on use and operation of property complexes of
both enterprises and objects of municipal engineering mfrastructure Therefore, n
Russian practice transferring a municipal enterprise for concession has a meaning of
concluding a contract to rent an enterprise as a property complex with additional terms
and conditions binding renter to make investments to reconstruct and upgrade the
enterprise in question

Principal advantages to implement the mechamism of transferring enterprises for
delegated management (concession) are as follows

1 Restriction of financial participation of municipal mstitutions 1n project development,

2 Setting up a competitive environment in domain of communal-municipal services',

! In spite of the fact that at each specific moment of time there 1s only one supplier of the
given kind of services (renter), competition occurs prior to signing the contract as a result
of examining the list of applicants, as well as after expiry of contract term (competition to
renew the contract) As aresult, there 1s a competition for the market, despite the fact that
there 1s no competitor in the market during the contract term
Booz Allen & Hamilton
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3 Arranging for mflow of financial resources into the region,

4 Renter should spend more than half of funds invested into the project into acquiring
necessary materials, hiring labour force, etc , at the territory of 1ts implementation,

5 Caprtal development or overhauling municipal objects creates additional amount of
jobs 1n the city,

6 Both enterprise as a whole, or specific municipal and infrastructure objects can be
offered for delegated management That allows to expand the number of potential

mvestors,

7 After an expiry of contract term the property of municipal institutions gets returned
featuring the newest equipment

During negotiations to transfer a municipal enterprise for concesston 1t 1s advisable to pay
a particular attention to the following 1ssues

1 The price that renter 1s ready to pay for the right to operate an enterprise, or the
volume of state capital investments or subsidies

2 Renter’s charges to be associated with the services rendered
3 Term of concession

The terms of concession contracts accepted 1n international practice are listed below

Tall roads - 30 years
Electric power industry - 15 years
Hydro-electric power generation - 30 years
Water supply and water delivery - 5 - 30 years
Processing and dumping solid wastes - 4 years

4 Arrangements to transfer the municipal enterprise for concession

Accounting for analysis of current situation in Nizhm Novgorod the concession of
municipal enterprise as a property complex 1s the optimal one

5 Composition and periodicity of reports to be submitted by renter

Booz Allen & Hamilton
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Possible forms of reporting comprise annual reports, technical reports, financial
statements, profit and loss spreadsheets, and terms and condition of control on the part of
local authorities

6 Crteria to be used to evaluate renter’s activity

7 Rughts and obligations of the parties upon expiry of contract term
Attraction of iInvestments 1mmto mfrastructure

Russian municipal enterprises have an acute demand for financial resources to
implement reconstruction and upgrading programs Scant local mumcipal budget funds
are not capable of providing adequate financing The volume of obsolete fixed assets
deployed 1n enterprises of communal-mumicipal sector 1s growing, engineering networks
become unsuitable for use, the quality and rhythm of providing municipal services
detertorate together with increasing operational costs, the costs to be absorbed m the
future keep on rismg

A realistic way to resolve current situation 1s provided by attracting loans to fund
reconstruction of urban infrastructure introducing energy efficient technologies

This approach 1s quite timely since the situation 1s favorable nowadays One of the
consequences of financial crisis in Russia deals with a certam surplus of available
financial means 1n small and average size banks that before crisis were rated as belonging
to the second league After a substantial growth 1n number of chents, the banks are faced
now with fund allocation problem Security market has collapsed, currency operations
have become less profitable due to rigorous restrictions mtroduced by Central Bank of the
Russian Federation, the number of borrowers of choice has reduced by a large measure
Default on bonds 1ssued by the government of the Russian Federation undermined trust to
state securities for a long time As was indicated by "Economic analysis" polling bureau
that ranged credit status in a number of cities and territories of the Russian Federation, in
majority of regions and municipal entities the debt load has already exceeded reasonable
limuts

In this situation 1t 1s enterprises of communal-mumcipal sphere that can move to a center-
stage of banks’ interests Beside above listed there are some other reasons for that,
namely

1 Predominantly the mumicipal enterprises operating in the area of communal-municipal
services are natural monopolies having guaranteed consumer market

2 Owing to the fact that these enterprises provide services to citizens they have a
contiuous cash supply

Booz Allen & Hamilton
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And the main thing 1s that the enterprises 1n this branch have a potential to reduce costs to
provide services, first of all because of mtroducing effective technologies and decreasing
losses

The essence of the economic mechamism underlying economy on resources i communal
services (CS) enterprises deals with mtroduction of effective (resource-saving)
reconstruction of CS enterprises using loans to be repaid from means that will become
avallable due to upgrading This approach enables one to make most effective
imvestments nto the companies providing communal-mumcipal services

Experts agree that having the same rates of repair in the XXI century the utility CS
networks will be worn out up to 70% and higher, the loss of water will mncrease up to
60%, and cost of communal-municipal services rendered to residents will grow by a
factor of 2-2 5 only because of growing loss of potable water

For example, only the cost of annual loss of potable cold water in Russian pipelines 1s
estimated 1n the ball park of 13,559 mln USD plus per year If one accounts for additional
23,729 miIn USD of costs on electric power to deliver this water, the total losses will
become commensurable with the federal budget figure

The means to repay the debt come from reduction of production costs to be brought about
by introduction of effective technologies

The economy stems from the following factors

e 1nstallations of modern efficient equipment,

e reductions of losses, because of upgrading,

e reduction of costs to mamntain CS facilittes owing to accomplished upgrading
programmes,

e optimizing operations of equpment installed,

Financing projects through bank credit mechanism 1mplies that a special attention should
be paid to forms of guarantee to return the credit These guarantees can have several
forms

e guarantees of the regional budget,
e bills of the regional budget 1ssued as collaterals?,

2 The federal law "On translation and promussory notes" dated March 11, 1997 permuts
Administrations of municipal entities and subjects of the Russian Federation to undertake
obligations per draft and promissory notes only m cases specifically stipulated by the
federal law Now there 1s no such law effective but in the long term this opportunity
might become feasible
Booz Allen & Hamilton
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¢ mantenance of fixed balance at the repayment account,

e opening repayment banking account with financing bank,

e providing rights to collect payments for municipal services (a municipal enterprise can
use the nght to collect payment for the services rendered (under pledge contract) as a
surety against credits 1ssued by commercial banks)

¢ 1nsuring risks of the enterprise with insurance company

Booz Allen & Hamilton
Samara Technical Assistance Report

49

VU



USAID/Moscow Regional Public Finance Investment Project
Fmal Report

Attachment 12
TO SAMARA REGIONAL DUMA RESOLUTION #

101 AS OF JUNE 25, 1998

PROCEDURE

of Arranging Investment Project Tenders Financed from Loan
Resources of the Regional Budget (hereinafter referred to as

Procedure)

I. General Provisions

11  Ths Procedure has been developed m accordance with the Civil Code of
Russian Federation, Enactment of the President of Russian Federation (# 773 as of July
23, 1997) on Grving Guarantees or Vouchers on Loans and Borrowings, Enactment of
RF Government (# 1470 as of November 22, 1997) on Approving the Procedure of
Giving State Guarantees on a Tender Basis from RF Development Budget Funds and
Regulation on Evaluating Efficiency of Investment Projects while Assigning on a Tender

Basis Centralized Investment Resources of RF Development Budget

12  This Procedure determines conditions of arranging and holding tenders
of Investment Projects financed per loan resources of the Regional Budget (heremafter
referred to as the Tenders), nghts and obligations of the orgamzers and participants of the

Tenders

13  Investment Projects Tenders shall be of public type They are aimed at

selecting the most efficient, having the shortest pay-off periods and socially sigmficant

Booz Allen & Hamilton
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investment projects for financing them with the aid of the Regional Budget loan resources

on a fixed-time, payback and chargeable basis as well as promoting investment activity

and attracting resources of native and foreign private mvestors to contribute them into

development of the Regional economy

14

Tenders are held by the Investment Commission attached to Samara

Region Admunistration (heremafter referred to as the Investment Commussion) The

personal composition of the Investment Commussion 1s ratified by the Governor of the

Region

I1

135

21

Please find below explanation of a number of terms heremafter used

this Procedure

INVESTMENT PROJECT _ Project of realistic mmvestment scheduled for
implementation mn the form of new construction, techmcal re-equipment,

rehabilitation or expansion of facilities

INVESTMENT TENDER _ Selection of promusing Investment Projects or
mvestors carried out by the Regional Admmustration with the aim of

rendering state support to them

BIDDER _ ] egal entity having submutted an application (Bid) for getting a
loan from the Regional Budget funds

BORROWER _ ] eoal entity having received a loan from Regional Budget
funds

LOAN MANAGER — Governor of Samara Region or Deputy Governor

Conditions and Criteri1a of Tender Type

Selection of Investment Projects

Loan resources from the Regional Budget assigned for contributing to

Investment Projects shall be made available on a fixed time, payback and chargeable

basis

Booz Allen & Hamilton
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22  The general prerequsite of granting access to the Regional Budget loan
resources shall be mterest of the Region in the proposed Investment Project determined
on the basis of conclusions of relevant branch departments of the Regional Authorities
Prionity 1 making the loan resources available from the Regional Budget shall be
attached to Investment Projects directed at solving important issues of social-and-
economic development of the Region providing for use of comprehensive technologies,
ensuring production of export oriented import-substituting goods or goods having a lugh
demand 1n the internal market as well as Bidders® projects completely meeting current

obligations as to budgets of all levels and state and off-budget funds

23 The mam criteria of evaluating Investment Projects within the Tender

procedure are as follows
? Economic efficiency and financial stability of the Project
? Social significance
? Budget efficiency
? Pay-off period of the mvested resources

? Opportumty of well-timed return on the Regional Budget loans and the

mterest

? Availability of loan payback security

24  Resources of the Regional Budget shall be assigned for implementation of

Investment Projects the pay-off period of which as a rule does not exceed five years

25 The following Investment Projects shall not be entitled to participate in

the Tender
? Project Bidders are at the stage of reorganization or liquidation
? Project Bidder’s property 1s seized or imposed penalty on 1n accordance

with established legal procedure

Booz Allen & Hamilton
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? Project Bidders have communicated false information or have failed to
submit a complete block of documents
? Project Bidders have backlog mndebtedness as to loans previously given to

them per Regional Budget on a payback basis

26 Investment Projects shall be accepted for revision by the Investment
Commussion under consideration of preliminary evaluation of liquidity rate of the deposit

asset submitted as security by the Bidder carried out by insurance companies authorized

by the Regional Admimstration

ITI. Determining the Amount of State Support

31 The process of assigning resources for financing Investment Projects of
the Bidders 1s of share character except for the cases specified in Paragraph 3 2 of this

Procedure

32  The amount of state support in the form of a loan from the Regional

Budget funds associated with the objective of implementing Investment Projects shall be

determined depending on the category of the Project

? As to Projects of Category A — having top sigmificance for Samara Region
development and forming part of Regional mvestment programs as well as
those which are implemented on the terntory of Special Economic Zones —

up to 90%, and on resolution of the Loan Manager — up to 100%

? As to Projects of Category B — providing for production of competitive
import-substituting or export goods with application of progressive

innovative technologies — up to 80%

? As to Projects of Category C — having social orientation (creating new
jobs, tackling social-and-economuic and ecological problems of the
territories (districts) of the Region, improving the quality of hife and
population health standards) — up to 70%

Booz Allen & Hamilton
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33

34

As to Projects of Category D — providing for production of goods having
high demand 1n the mnternal market — up to 60%

The amount of state support from the Regional Budget funds for

implementation of Investment Projects shall be established as follows

For newly started construction (imvestment project) — percentage wise of
the estimated cost of the project determined on the basis of design
estimates or construction cost calculated while giving prove to the

1nvestment

For continued construction (investment project) — percentage wise of the
balance estimated cost of the investment project Amount of the continued
construction shall be determined on the basis of estimated cost of the
project and works carried out by the time of Business Plan development
and submitting the bid application for consideration proved by statistic

data reports (Form 2-KS, 8-KS annual and 2-KS “construction” monthly)

Amount of the Bidder’s equity assigned for financing the relevant Project
by the start of 1ts implementation shall be proved by the form of annual
accounting reports for the previous year, and for the period of the current
year — by reference notes of the bidder on non-distributed profit, unused
depreciation, cash assets generated from selling fixed assets, shares, on
loans received and other sources to the amount of their incoming to the

Bidder’s account

IV. Procedure of Arranging and Holding the

41

Tenders

Information on holding Tenders of Investment Projects proposed to be

financed out of loan resources of the Regional Budget shall be made pubhc by

Department for Economy of the Regional Admimstration via mass media indicating the

Booz Allen & Hamilton
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following procedure of submitting applications for participating in the Tender, terms and
conditions of participating mn 1t, places and deadlines of submitting applications,

telephone and address available for recerving additional clarifications

42  The Bidders shall submut applications for participation i the Tender to the
Regional Administration addressing the Governor (Enclosure # 1 to this Procedure)
enclosing 2 copies of documents set enlisted in Enclosure # 2 to this Procedure The
Governor of the Region shall refer the documents presented by the Bidder for prehmmary
analysis to the Department for Economy of the Regional Admimstration

43 Department for Economy of the Regional Administration shall register the
Bidders’ applications, determune completeness of the documents submuitted, carry out
mnrtial analysis of the Investment Projects and refer them for preparation of conclusion to
relevant departments of the Regional Admimistration as well as to specialized expert

institutions for carrying out independent expertise

44  Branch departments of the Regional Admimstration on the basis of the
documents received shall prepare mn 10-days period their conclusions and send them to

the Department for Economy of the Regional Administration, these conclusions shall

mclude the following

° Evaluation of the orgamizational-and-institutional status of the Bidder
(reliability and business reputation of the Bidder, experience of working mn
the market of the goods produced, correctness of formalizing the legal
status, availability of a complete block of absolving documents and

necessary coordinations)

° Evaluation of the techmical and technological level of the Project
(technological and design consistency and novelty of the Project, quality
of the relevant goods or services, compliance with Russian and
mnternational standards, optimality of technical solutions), evaluation of the

market and marketing strategy

Booz Allen & Hamilton
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o Estimation of social aspects of the Project (adequacy of the Project as
for branch objectives and Regional programs, feasibility of data as to
creating new and preserving existing jobs, estimation of the influence of
the Project onto improving the living conditions and services quality, on

the environmental situation and archrtectural pattern of the city (district)

° Recommendations on expediency or inmexpediency of considering an

Investment Project at Investment Commussion session

45  Expertise of Investment Project shall be carried out on chargeable basis at
the expense of the Bidder and can be made by specialized expert institutions (by the
Bidder’s choice), the list of which shall be ratified by the Investment Commission

46 In case of need the Department for Economy of the Regional
Admunstration shall render methodological and orgamizational help to the Bidders as to
revision of the Investment Project and bringing 1t 1n accord with requirements stipulated

for by this Procedure

47  The Department for Economy of the Regional Admimstration shall
prepare comprehensive conclusions on the Investment Projects meeting the requirements

of the Tender and submait them to the Investment Commission for consideration

48  The Investment Commussion shall make competitive selection of
Investment Projects and adopt recommendations on expediency of rendering state
support to the Project specifying its amount, terms and conditions of such support or

conclusion on 1ts mexpediency

49  If there are some remarks or proposals of material significance on behalf
of the Investment Commussion the Investment Project shall be handed over to the Bidder
for modification After corresponding modification the Project can be considered for the

second time at the Investment Commission session

Booz Allen & Hamilton
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410 Meetings of the Investment Commussion shall be held as required, but at

least once a quarter of the year

411 Secretary of the Investment Commission shall notify the Investment
Commussion members and persons nvited of the time of the meeting and the venue on

agreement with the Chair of the Investment Commuission 5 days before the meeting

412 The Investment Commussion shall be entitled to reach a decision, if over
half of us members are present at the meeting Resolutions shall be taken by open vote
and 1s regarded as adopted, 1f over half of the Commission members participating in the

meeting voted for 1t

413 The following persons can be mvited to the Investment Commission

meeting while considering Investment Projects
? Representatives of the Bidder
? Specialists of the Regional Admimstration
? Independent experts

? Mass media people

4 14  Presentation and protection of the Investment Project at the Investment
Comnussion meeting shall be carried out by the Bidder’s managers with the Bidder’s top

manager at the head

415 Record of Investment Projects considered at the Investment Commission

meeting shall be kept by the Secretary of the Investment Commuission

416 While holding the Tender the Investment Commussion shall make
evaluation of Investment Projects based on principles of equality and objectiveness,

making equal demands of the Bidders

417 The Investment Commussion shall be entitled to do the following

Booz Allen & Hamilton
Samara Technical Assistance Report

57

WA



4 I =N I I B e

USAID/Moscow Regional Public Finance Investment Project

Fimnal Report

? Request from the branch departments of the Regional Admimstration and
from the Bidders additional documents and materials which are necessary
for complete and objective evaluation of the Investment Project

? Ratify requirements to the structure of the documents and contents of the
Investment Projects expertise

? Determine the Iist of specialized expert wnstitutions developing and
carrying our expertise of bidding enterprises’ (companies’) Investment
Projects

? Refer to the Loan Manager proposals on the amount of loan resources

assigned from the Regional Budget based on evaluation criteria and
category of Investment Project, deadlines and terms and conditions of their

arrangements

V. Formalizing Results of the Investment
Tender

51 The Investment Commission Protocol shall be finalized on the results of
Investment Tender, this Protocol shall contain recommendations on expediency or
mexpediency of making loan resources from the Regional Budget available for
implementation of the proposed Investment Project or on the necessity of modifying the
Project by the Bidder The Profocol shall be signed by the Chair and the Secretary of
the Investment Comnussion and shall be referred to the Loan Manager n three days

period

52  Decision on giving or refusal to make the loan resources of the Regional
Budget funds available shall be made by the Loan Manager under consideration of
Investment Comnussion recommendations and shall be formalized by the Enactment of
the Governor of the Region, this Enactment shall be submitted to the Department for

Finances of the Regional Admnistration with one set of documents (enlisted 1n Enclosure

Booz Allen & Hamilton
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# 2 to this Procedure) attached to 1t thus enabling the availability of loan resources from

the Regional Budget funds to the Bidder

53  The Secretary of the Investment Commission shall mform the Bidder of
the decision taken n five days period from appearance of the Governor of the Region

Enactment

54  After signing the Enactment by the Governor of the Region Department
for Finances of the Regional Admnstration shall draw up all necessary documents on
assigning resources from the Regional Budget funds for financing the considered

Investment Project n accordance with the laws m force of Samara Region

Booz Allen & Hamilton
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Attachment 13

Analysis of the New Federal and Regional Laws, Controlling the
Status of Capital Funding Projects Partially Supported by Public
Fimance

The participants of the seminar were given basic results of new changes n the federal
and regional legislation These revisions alter conditions of accomplishing mvestments
programs In this respect a major stress was put on most important provisions of the
Budget code of the Russian Federation and Federal law on development budget We
analyzed and discussed the provisions of those articles of the Budget code that contained
details of capital expenditures m budgets, forms of expenditures, budget credits to juristic
persons, tax benefits, funding budget investments, granting state guarantees to
constituting entiies of the Russian Federation The special attention was paid to
provisions of the federal law on budget development

It was pointed out, that according to the regional program of capital investment in 1999
the means of the regional budget will be allocated in the following major areas
strengthening the material base of the oblast education and public health system,
continuing work on developing regional gas supply network, completion of construction
of oncological center in Samara, refurbishing the building of academic opera and ballet
theatre, development of apartment complex for specific categories of citizens having a
special status of support on the part of the state, updating public transportation bus pool,
development of underground public transportation

Recently, a package of the legislative, normative and legal acts stimulating and regulating
mvestment activity on the regional level was developed and accepted in Samara oblast
Within the framework of the project to be accomplished we analyzed the part of the
legislative documents that dealt directly with the budgeting process, development budget
mclusive From this pomnt of view the draft law «On development budget», some
provisions of law «On investments mn Samara oblasty» and draft amendment to 1t,
Provisions on property mortgage 1n Samara oblast are quite interesting

On the whole, the analysis of the documents confirms, that the region keeps the
development of a favorable imnvestment climate, attraction of investors, especially large
ones 1n focus, the legislation of the region 1s improving, however, there still a lot of
potential 1n these areas For example, the draft law «On development budget» n many
respects repeats the appropriate federal law having the same narrow range of
applicability Most substantial drawback of this law deals with unavailability of real
sources to form means of the development budget In our mind the law should have
clearly 1 define specific tax sources to shape the development budget as quotas from
revenues provided by specific kind of taxes and deductions, and the pattern of protecting
the development budget As to the law «On mnvestmentsy, 1n our opinion, it 1s required to
Booz Allen & Hamilton
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make changes n the section addressing the issue of tax benefits and terms of their
granting The privileges should be more weighty, and term of investment return during
which the tax benefit would persist should be calculated 1n a more precise manner

Booz Allen & Hamilton
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Attachment 14

RECOMMENDATIONS ON WORK WITH THE PROJECTS OF SOCIAL
SIGNIFICANCE

(Ludmula Tokun, comments on Criteria for Social Projects)

The full list of everything that should be funded by the government shall be provided
Health (non commercial)

Education (schools, kindergartens, orphanages, etc)

Roads

Prevention of extraordinary situations, etc

Functional budget classification should be used for creation of this list

Inventory of all objects in state ownershup shall be made both on oblast an municipals
levels

All incomplete constructions should be 1dentified Therr budget significance should be
identified, and those that do not worth dealing with shall be selected (for example, an
mcomplete hotel, which has become private sector) A procedure for transfer to private
mvestor has to be developed terms, time period

Permanent process of private investor attraction advertising, publicly open information
Evaluation of mcomplete projects should be made with the account of discounting all
previous mvestments (money 1nputs)

Those projects shall be selected where discounted cost for completion will be mmmum
It provides the possibility to take into consideration both mvested amount factor and time
factor

For comparison criteria the following formula 1s suggested
K=A Ki+tB Ko+C Ki+

The list of critenia should be provided

reducing of operational expenditures

Increase on budget revenues

The project 1s within the branch that 1s admtted to be strategically important
The project solves safety problem

The project solves environmental problem

Health protection 1s improved

Encourages life time period or increases birth rate

Employment factor

(== e R I S I A

Booz Allen & Hamilton
Samara Technical Assistance Report
62



ok EE NI Gy W G SN W) W) Gn an mE M S S W EE

-

USAID/Moscow Regional Public Finance Investment Project
Final Report

K1 K2 Knshould be calculated for each criteria based on corresponding study
The obtamned indicator in score will allow to make the selection procedure absolutely
transparent and well proved

In addition to item 8

While calculating the results of the project reducing of operational budget expenditures
should be taken into account For example, new boiler and heating supply net will allow
to save on maintenance cost, mcluding emergency repair

In addition to item 4
Discount cost for project completion should be calculated

In addition to 1tem 3
Construction cost currently used (1984, school in Toghatti, 1991 on crematorium) lead to
wrong results

In addition to 1tem 10

Calculation of budget and public funds losses at the expense of a certain problem and
correlation of these losses with project implementation cost

Example calculation of losses on sickness "sick lists" payments, not produced public
product, as people were sick and did not work

Example New school construction

Calculation of additional cost for electricity supply, wages, water utilized by currently
operated i three shifts school, including more intensive buillding and equipment
depreciation

Booz Allen & Hamilton
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TECHNICAL ASSISTANCE IN

KHABAROVSK

I Overview

Booz Allen & Hamulton's technical assistance team of Russian specialists and an expatriate
adviser provided short-term techmical assistance 1 Khabarovsk from April 4 - 30, to introduce
the Khabarovsk Regional and City Admumstrations to best practices m Russia and
mternationally

The team conducted a “round table,” attended by numerous regional and local officials at which
several public finance officials from other regions made presentations Thereafter, either in
groups or mdividually, the team worked with officials of the Kra1 and Municipal governments,
culminating 1n formal presentations to the Vice-Governor and to the Deputy Mayor of
Khabarovsk City

II Techmical Assistance Project Objective

Within the given topic “Streamlining the Methods to Develop and Improve Regional Minimal
Social Norms,” the short term technical assistance was targeted toward more efficient revenue
planmng for the regional budget of the Khabarovsk Krai This was accomplished through the
development of improved methodology for calculation of regional social standards for the
municipal budget of the City of Khabarovsk and advising on potential changes in the relevant
regional legislation

III Team Members and Their Roles

David Jones, Chartered Public Finance Accountant, outlined the approach similar to the
minimal social standard model, which was widely used in American and English
practice to manage municipal finance He formulated the basic principles to set forth the
budget process required to be implemented 1n the area of public finances in any country,
expecting to be mtegrated into international economy Information and analytical
materials generated 1n the course of his studies and provided to Kraj admimstration
were highly valuable

Irma V Abankina, Ph D, developed an effective short-term assistance schedule and
worked out methods to resolve outstanding issues She managed the teamwork to
achieve results desired to ensure the overall success of the project Her perseverance
was 1nstrumental mn reporting results obtained by the short-term technical assistance
team to the vice-governor of Khabarovsk Kraj

E V Kushtanma ran an n-depth analysis of budget and financial status indices of
Khabarovsk Kra; and the City of Khabarovsk Her attending the session of the
Legislative Duma of Khabarovsk Kraj at which above admimistration bills had been
approved m the first reading provided the source of valuable information on deputies’

Booz Allen & Hamilton
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attitude towards this 1ssue In addition, she generalized the materials and documents on
social standards and mimimal budget funding norms This enabled her to proceed with
substantial economic examination of the Kraj admmistration bills n this area

N I Sudakova conducted the activity to arrange and proceed with the round table
conference, gathering and analyzing normative and judicial documents from various
regions of Russia which were relevant to the conference agenda and interesting from a
practical standpoint to representatives of Khabarovsk Kraj Being a staff member of the
Association of Siberian and Far East cities, she successfully made use of the above
institution's potential ensuring selection of qualified and experienced lecturers to make
round table presentations

D L Gudkov undertook mteraction with property management commuttees and Kraj
bankruptcy commuttee In the course of his activity he analyzed the options to reduce
budget expenditures through application of new anti-crisis control methods

Oleg Zadorov carried out the analysis of draft laws Khabarovsk Kraj on mimimal social
provisions and mimmum budget guarantees as well as their conformity with the effective
Russian legislation He provided legal evaluation of the admimstration draft bills making a
number of recommendations on development of a legislative base in Khabarovsk Kraj from the
project standpoint

III Technical Assistance Project Components

The team developed an effective short-term techmical assistance work schedule to improve the
methodology of social norms These activities included ferreting out the needed data, analysis,
documentation and reporting The following 1tems were accomplished by the end of the task

The team completed an n-depth analysis of budget and financial status indices, and made a
substantive exammation of draft laws on minimum social standards

The team conducted a round table session, at which presentations on mimmum social
standards and other 1ssues were made by public finance officials from other regions of Russia
and the project team This was followed by a series of discussions with officials of regional
and local governance units

The team addressed the 1ssues relating to budgetary expenditure reductions, using anti-crises
techniques

The team prepared made significant mput to the draft new laws on mmmmum social
standards

The team presented a system of standard spending assessments, used i British local
government, for the allocation of grants and national control of local government
expenditures

Booz Allen & Hamilton
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e Numerous techmcal assistance documents were prepared or adapted from other situations
and sources These were presented to the officials of the Krai and the Khabarovsk Municipal
Government for general dissemination to mterested parties

e Lectures were given to faculty and students and two Khabarovsk University institutions

e A shde-show presentation was made to the Department of Regional Policy for the
Khabarovsk Krai, showing how the State of Virgimia, US A used economic information to
make long-term budgetary revenue forecasts The presentation also demonstrated how the
governor made his presentations to the assembly, to amend the two-year budget

A Impact on Relevant Legislation

The team’s lawyer worked in Moscow, translating proposed amendments to the draft laws
prepared by other specialists of the team 1n Khabarovsk He also provided mput and guidance as
to how these draft laws were affected by the law and constitution of the Russian Federation With
this 1 mund, he advised how the draft laws might most easily and expeditiously be introduced
and implemented, within the legal and political framework of Khabarovsk

During this evaluation, with particular reference to the Legislative Duma of Khabarovsk Kraj,
the following 1ssues were addressed

e Scope of authority of representative bodies of constituting federal entities that stem
from provisions of the Russian legislation in the area of regulating the above legal
relations

e The conformity of the provisions of proposed Draft Laws with norms of effective
Russian federal legislation

The team ran an in-depth analysis of budget and financial status indices of Khabarovsk Kraj and
the City of Khabarovsk One of its members had attended the session of the Legislative Duma of
Khabarovsk Kraj at which the admimstration bills were approved on the first reading This
provided a source of valuable information on deputies’ attitudes towards the 1ssue In addition,
the team generalized the materials and documents on social standards and mimimal budget
funding norms This enabled 1t to proceed with substantial economic examination of the Kray
administration draft laws on this 1ssue

Based on this examination, the team provided the economic and legal expertise of admimistration
bills of Khabarovsk Kraj in the area of minimal social standards and norms of the mimimal budget
funding On the basis of processing the mmformation obtaned, the essential improvements and
addiions to admimistration bills were proposed A number of suggestions to streamline the
techmique to calculate and mimimize above norms was made These proposals are important to
bring down budget costs which today pose one of the most important 1ssues m achieving a
financially balanced municipal budget

Booz Allen & Hamilton
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A new edition of texts of the administration bills was provided with several new basic concepts
added Procedures to apply the norms and to order their revision was described Also, the section
on responsibility for default to provide for guaranteed norms was introduced

Ways of real mimimization of costs of the budget were proposed This was at the expense of
excluding some lines of budget costs that go outside social guarantees of the state A requirement
to review the set of social norms, accounting for the notion of therr being mimmal was put
forward

An 1nconsistency 1n approach to calculate the norms was revealed Therefore, the
recommendations for using methods to calculate these norms on a uniform basis were made The
approach to improve the technique to calculate the norms of the mimimal budget provisions was
outlined, based on the availability of welfare to the population and the development of a
commercial approach to provide a number of services

B Analysis of Revenues/Expenditure Trends

After much laborious search for data, calculation of dynamics of per capita revenues and
expenditures of consolidated, regional and city budgets over 1994 -- 1999 was made The
estimation of actual decrease in the revenues and expenditures of the budgets of all levels was
demonstrated when adjusted for inflation Dr Levintal particularly apprecieted this analysis

Dynamics of Budget Revenue and Expenditures Per Capita’
(accounting for inflation and reduced to1994 price levels)

Revenues

1994 1997 1998 1999
Revenues of | 100% 45% 43% 31%
consolidated budget per
capita 1n Kraj
Revenues of  the|100% 40% 74% 50%
regional budget per
capita 1n Kraj
Revenues of  the|100% 76% 49% 57%
Khabarovsk budget per
city dweller
Expenditures

1994 1997 1998 1999
Expenditures of the|100% 51% 43% 40%
consolidated budget per

! The mntial financial parameters on enforcement of the budget were obtamed from Admmustration of Khabarovsk
Kraj and Administration Khabarovsk city The data on population was obtamed from “Migration Program of
Khabarovsk Kraj for 1999-2000,” enacted by resolution No 80 of Head of Administration of Khabarovsk Kraj dated
February 22, 1999 To account for inflation the annual deflation mdices established by the Statistical Committee of
the Russian Federation were used
Booz Allen & Hamilton
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capita 1n Kraj

Expenditures of the|100% 78% 81% 48%
regional budget per

capita 1n Kraj

Expenditures of the|100% 76% 53% 59%
budget Khabarovsk per

city dweller

C Round Tables

The principal forum for the transmission of best practices was by a series of round table
discussions Round Table conferences was arranged to exchange experience between
representative of Russian regions in the area of establishment of regional mimimal social
standards and specifications on the mimimal budget provisions Among the materials handed out
to experts from the regional and city management bodies were the shorthand minutes of Round
Table sessions which provided an extra opportunity to analyze and study the experience on the
minimal social standards The detailed outline of the roundtable and list of participants can be
found 1n Attachments 1 through 3

D Spending Reduction and Anti-crisis Techniques

The team, in search of budgetary reductions of expenditures, underscored interaction with
property management committees and the Kraj bankruptcy commuittee In the course of this
activity the commuttee analyzed the options to reduce budget spending One of the staff's
specialists also explained various new anti-crisis control methods

The review of possible ways to reduce budget costs, through applying modern anti-crisis
techniques, mcluded consideration of the following

e An analysis of the social-economic status of municipal nstitutions acting mn the area
of culture and education

o Estimation of the efficiency of application of the law of the Russian Federation on
insolvency (bankruptcy) in Khabarovsk Kraj

e A techmque and demonstration to choose the bankruptcy procedure, using an
example of the Municipal Institution “Central Recreation Park ™

e A plan to introduce a procedure of outside management, n relation to the Municipal
Entity “Central Recreation Park ™

E Sharing of International Experience

The team outlined an approach somewhat simuilar to the “minimal social standard” model, which
was used in United Kingdom practice to manage municipal finance This 1s the system of
Booz Allen & Hamilton

Khabarovsk Technical Assistance Report
6



USAID/Moscow Regional Public Finance Investment Project
Final Report

“standard spending assessments,” used as a basis to distribute the General Revenue Grant It 1s
also used to set limits on total expenditure for each local government umit The team also
explamed the basic principles to set forth the budget process required for regional and local
finances 1n any country expecting to be integrated into the international economy

Not all countries, however, use a system of “mmimum social standards” as practiced mn Russia
In particular, the Unmited States, although developing and using performance measures, applied
these to the tracking of budgeted activity, rather than for establishing mmimum standards of
service delivery Information and analytical materials generated i the course of his experience
and studies were provided to the Kraj administration, for general distribution among local
government units Examples were also provided of programming and budgeting mformation
relating the UK andthe US A

Although time and opportumity were limited, the team was able to hold discussions with a
representative of the Khabarovsk Municipality Finance Department and with the Acting Director
of the City Housing Trust At these meetings 1deas were exchanged and advice given about the
manner 1 which municipally-owned and other public (subsidized ~ low-cost) housing was
financed nthe UK andthe US A

At the invitation of Prof Sergey V Lyubimov, Head, Economics and Management of
Construction Department, the team visited a group of faculty and students at the Khabarovsk
State Umiversity of Technology to discussed issues of economic efficiency pricing and other
aspects of financial management of public utilities The team provided Prof Lyubimov with
copies of several papers written on the financial analysis of various public utility services
covering water supply, district heating systems and urban transport

Through the good offices of Ms Galina I Lysenko, of the Krai Administration, the team was
also able to hold discussions with Mrs L A Lakhina, Dean of the Faculty of Accounting and
Auditing at the Khabarovsk State Academy of Economics and Law The 1ssues of accounting
and auditing for government entities were discussed and Mrs Lakhina expressed a wish to have
the faculty participate in any work on these matters conducted under a future project A copy of a
document of the Virginia State Government, U S A, on “Specifications For Audits Of Industrial
Development Authorities” was provided to her

The team also held a meeting with Ms Elizaveta N Telushkima, Head of the Department of
Regional Policy for the Khabarovsk Krai We discussed the process whereby regional economic
policy could be transformed mnto revenue forecasts for a state Ms Telushkina was provided with
a shde show, explaining how the Virgima State Government used a computer program’ to

2 The program 1s very complex It contamns no less than 255 simultaneous equations! However, not all economists
share the confidence of others, i relymg upon flawed statistics, however well manipulated For example, m a
review of “The Death of Economics” by Paul Ormerod, the reviewer states

“  Vast tracts of the former Soviet empire are on the brink of economic collapse In this grim context, the opmions
of economic gurus mcreasmgly dominate actions in business, politics, and international affars Yet orthodox
economics seems powerless to help Notoriously, economic forecasters failed to predict the Japanese recession, the
depth of the collapse m the German economy, and the turmoil caused by the Exchange Rate Mechanism In this
nsightful and sweeping critique, Paul Ormerod demonstrates how schools of economic thought, despite their many
Booz Allen & Hamilton
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prepare 6-year revenue forecasts for its public budget She was also shown, (and provided with a
copy of) a set of shides used by the Governor of Virginia, in making proposals to the state
legislature for amendment of the 1999-2000 two-year state budget Also made available was a
document describing the British system of “Standard Spending Assessments” as 1t relates to the
allocation of the General Revenue Grant This 1s the principal non-categorical transfer of funds
from the UK central government to local government units Standard Spending Assessments
are also used as part of the calculation to enable the central government to “cap” the expenditure
of every local government unit to a predetermined maximum

Fmally, the team provided (as a Russian translation) a copy of a budget paper and a set of
Annual Financial Statements for an English municipal government — the City of Stoke-on-Trent
The budget document describes and demonstrates how Standard Spending Assessments are
applied to the city The Annual Financial Statements show how much care 1s needed, and how
complex 1s the presentation, to properly account for the activities of a municipal government
with multiple services and other activities

V _Issues and Obstacles

While the round tables had a commendable attendance of mterested officials and were very well
recerved, other duties seemingly prevented the attendance of some officials who might well have
been useful contributors, as well as others who might have benefited Notably absent from the
meetings were sentor financial officials of the Krai admmistration, whereas Krar economic
officials were present By contrast, both economic and financial officials of the Municipal
Government were well represented

Any deficiency 1n participation by some officials was largely overcome by targeting the Deputy
Chairman of the Kraj Economic Commuttee, together with the Heads of Economics and Finance
at the Municipality as principal conduits of information Moreover, the verbal discussion has
been backed up by making available a number of technical documents When copied by principal
recipients, they can be available to anyone wishing to avail themselves of them This includes
governance entities — other municipalities and rural entities — that the team did not have the time
or opportunity to visit Moreover, the Head of Finance of the Municipality, Mr Chukulkin,
promised to provide both verbal and written information to the financial officials of the Krai
Administration

The sigmficant difficulties dealt with obtaining statistical mmformation in Admimstration of
Khabarovsk Kraj, in particular, the data on consolidated budget The comparative analysis of
budget provisions was made only for the last 5 years due to absence of the data for previous
years

The work on the project in Khabarovsk Kraj was complicated by the absence of interaction and
reliable commumcation between the Committee on Economy and Financial Department of
Admimstration in Khabarovsk Kray The Commuittee on Economy i Khabarovsk Krajy expressed

disagreements, share the same underlying defects - flaws that go far deeper than quibbles between theorists
Ormerod provides real answers and hard facts What the world needs, he contends, 1s a radical new approach,
drawmg on 1deas from other disciplines such as biology, physics, and the behavioral sciences
Booz Allen & Hamilton
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a keen mnterest 1n cooperation with expert team, at the same time 1t impeded establishing contacts
between experts and the Financial Department of Kraj There were no such problems during
work with the Adminmistration of Khabarovsk City The work was conducted 1n close cooperation
with the management and employees of both Fmancial Department, and Management of
economy, investments and mdustrial policy of Administration of Khabarovsk City

VI Success mm Achieving Overall Objectives of Technical Assistance

The round table was very useful from the practical standpomt, providing an msight into the
problems faced with development and application of social norms Sessions of the round table
brought about a wide exchange of ideas between the experts of Khabarovsk Kraj, the city of
Khabarovsk and officials from other parts of Russia, mcluding Ekaterinburg and Tomsk The
report on foreign practice in the application of social standards was attended by the audience
with great interest

It was important to study the experience gathered in other regions to develop and establish the
minimal social standards and norms of the mimimal budget funding, specifically 1n the cities of
Ekaterinburg and Tomsk The documents on judicial history, mnvolving the Oblast and mayors’
offices in the application of regional minimal social standards were especially informative

Discussion of experience 1n Ekaterinburg will serve to avoid mistakes and conflicts at the stage
of completion of administration bills in Khabarovsk Kraj on this 1ssue It also revealed the likely
priority direction of work aimed at completion of adminmistration bills to be 1ssued 1n Khabarovsk
Kra)

The access to foreign experience 1n the application of standard spending assessments, widened
the view of social standards 1n budgeting practice It also provoked thinking about ways which
might be used to modify the current Russian approach to developing social standards and their
manner of funding 1n Khabarovsk Kraj

Overall, appraisals of the results of the short-term technical assistance program, accomplished
within the scope of the “Regional Public Finance and Investment Project”, were positive Most
of those mvolved consider 1t as only the first step towards long-term cooperation Gratitude 1s
expressed to the USA Agency for International Development for support rendered

Booz Allen & Hamilton
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VII Key Contacts

Name

Position

Mr Levintal Aleksander Borisovich

Vice Governor, administration Khabarovsk Kraj,
chairman of Economy Commuttee

Mrs Lysenko Galina Ivanovna

Deputy Chairwoman of Economy Commuttee

Mrs Zaslavskaya Lyubov Valentinovna

Head of finance — investment department

Mrs Telushkina Elizaveta Nikolayevna

Head of regional policy department

Mr Mindagulov Vladimir Valeevich

Head of social policy department

Mr Dunaev Vladimir Petrovich

Deputy Head of social policy department

Mr Shevtsov Mikhail Borisovich

Aid to deputy head of admimstration (foreign
economic activity)

Mr Evseenko Nikolaj Ivanovich

Deputy chairman of culture and art commuttee,
admimistration of Khabarovsk Kraj

Mrs Sofrina Zoya Fyodorovna

Deputy Chairwoman, Legislative Duma, Khabarovsk
Kra

Mr Filippov Pavel Dmitrievich

Khabarovsk Mayor

Mr Kazachenko Valery Pavlovich

First deputy mayor (Economy)

Mr Chukalkin Andrej Yakovlevich

Head of finance department

Mr Menyajlov Aleksej Ivanovich

Head of economy, investment and mdustrial policy
department

Mrs Panyushkina Tatiana Paviovna

Head of economic analysis, forecasting and regional
development department

Mr Lebeda Valeryy Fyodorovich

Deputy Head of admimstration, director of municipal
property department

Booz Allen & Hamilton
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Attachment 1
Round Table

Project «Regional Public Finance and Investment»

Exchange of experience on development and implementation of regional social standards

The conference was held in Methodology Office of
Khabarovsk Administration
April 12,1999 at 14 30
Aprnl 14 at 10 00

Issues for discussion
» Analysis of situation and accounting for positive experience n regions of Russia -
Sverdlovsk Oblast, Ekaterinburg, Tomsk - gathered on development and practical
implementation of the mimimal social standards to determine budget expenditures

e Examination of effective regulatory acts and draft documents to authorize regional mimimal
social standards in Khabarovsk Kraj

e The use of technologies and standards applicable in international practice USA and England
experience

Presenters

Mrs Lyudmila Ivanovna Polovmkova Chairman of legal commuttee, Ekaterinburg mayor
administration

Mr David Jones Expert, Booz Allen & Hamilton

Mrs Marma Yurievna Senkovskaya  Deputy mayor (Economy), Tomsk

Round Table Facilitator
Mrs Irina Abankina - Ph D (Economics)

Booz Allen & Hamilton
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List of participants of «Round table»

Attachment 2

«Exchange of Experience to Develop and Implement Regional Mimimal Social Standards»

First name, middle mifial, last name

Position

Administration of Khabarovsk, City Duma

1 Mr Valery Pavlovich Kazachenko

First Deputy mayor (Economy)

2 Mr Aleksej Ivanovich Menyajlov

Head of department of economy, investments and
industrial policy

3 Mrs Tatiana Anatolievna Bolonkina

Deputy head of department of economy,
mvestments and industrial policy

4 Mrs Taiana Pavlovna Panyushkina

Head of department of economic analysis,
forecasting and territorial development

5 Mr Andrej Yakovlevich Chukalin

Head of financial department

6 Mrs Galina Grigorievna Prokoptseva

Head of department of financing social sphere in
financial department

7 Mrs Manna Viktorovna Eremtseva

Deputy head of department of local mdustry in
financial department

8 Mr Sergej Nikolayevich Vetyshev

Chairman of finance-budget and economic
development in commission of Khabarovsk City
Duma

9 Mr Ivan Nikolayevich Dekhtyar

Head of legal control department

Administration of Khabarovsk Kraj

10 Mrs Galina Ivanovna Lysenko

Deputy chairman of economy commuttee

11 Mrs Lyubov Valentinovna
Zaslavskaya

Head of finance-investment department

12 Mrs Elizaveta Nikolaevna
Telushkina

Head of department of regional policy

13 Mr Vladimir Valerievich
Mindagulov

Head of social policy department

14 Mr Vladimir Petrovich Dunaev

Deputy head of social policy department

Booz Allen & Hamilton
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Representatives of administrations from Ekaterinburg, Krasnoyarsk, and Tomsk -
presenters

15 Mrs Lyudmila Ivanovna Poloviukova

Chairman of commuttee on legal 1ssues 1n
Ekatermburg mayor office

16 Mrs Marina Yurievna Senkovskaya

Deputy mayor (Economy), Tomsk

United States Agency for International Development (USAID), program of the US State
Department «Regional Public Finance and Investment»

17 Mrs Angelina Gurkina

Project manager USAID/Russia (Moscow)

18 Mrs IrinalIsaeva

Deputy Coordinator of the Program «Regional
Public Finance and Investment» i Russian Far
East

Booz Allen & Hamilton

19 Mrs Irna Vsevolodovna Abankina

Head of group, expert (Moscow)

20 Mr Dawvid Johns Expert, USA

21 Mrs Natalia Ivanovna Sudakova Expert (Novosibirsk)
22 Mrs Elena Viktorovna Kushtamina | Expert (Moscow)

23 Mr Dmutry Lvovich Gudkov Expert (Moscow)

24 Mr Vladimur Mikhajlovich
Ilyukhin

Interpreter (Engl/Rus) (Moscow)

Booz Allen & Hamilton
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Attachment 3
LIST OF MATERIALS PROVIDED
handed out to admmistrations
of Khabarovsk Kraj and Khabarovsk
1n the course of providing short-term technical assistance
of the project «Regional Public Finance and Investment»

1 Law of Perm Oblast dated September 24, 1998 «On Specifications of Mimimal Budget
Provisions for Perm Oblast»

2 Law of Irkutsk Oblast No 13/10-SZ dated September 21, 1995 «On Regional Adjustment
Fund»

3 Law of Irkutsk Oblast No 41-OZ dated October 3, 1997 «On Temporary Mimimal Social
Norms and Financial Specificationsy

4  Draft law of Omsk Oblast dated October 19, 1998 «On Specifications of Mimmal Budget
Provisions in Omsk Oblast»

5 Law of Sverdlovsk Oblast No 56-OZ dated January 18, 1996 «On Specifications of Mimmal
Budget Provisions 1n Sverdlovsk Oblast»

6 Draft law of Tomsk Oblast «On Procedures to Split Authority and Mechanism of Interaction
Between State Authority Bodies and Local Self-Management Bodies»

7 Resolution of Tomsk city Duma No 140 dated February 12, 1999 «On Specifications on
Operations 1n Housing Fund»

8 Decree of Tomsk mayor No 651 dated August 10, 1998 «On Procedures to Provide Benefits
on Compensation for Residential-Municipal Services Provided to Specific Categores of
Citizens and Reimbursement Associated with Their Provisions»

9 List of normative documents to structure performance by local self-management bodies 1n
Tomsk addressing local and some federal functions

10 Draft Provisions on the order of refinancing debts of juristic persons due budget of city
Tomsk

11 Conclusion on conformity of the law of Sverdlovsk Oblast «On Temporary

State Minimal Social Standards of Sverdlovsk Oblast» dated December 18, 1996 No 56-OZ or
the same law 1n edition of August 21, 1997 having title «On Specifications on Minimal
Budget Provisions in Sverdlovsk Oblast» with effective legislation

12 Conclusion on conformuty of the law of Sverdlovsk Oblast «On Regional Budget for 1997»
No 57-OZ with the effective legislation

13 Addendum to the Conclusion on conformity of the law of Sverdlovsk Oblast «On Regional
Budget for 1997» No 57-OZ with effective legislation

14 Award of Judicial Commuttee on civil hearing the Supreme Court of the Russian Federation
on hearing No 45-G98-1

15 Award of Sverdlovsk regional court of the Russian Federation of January 13, 1998

16 Letter of the Vice-president of the Supreme Court of the Russian Federation Mrs N Yu
Sergeeva to the chairmen of Sverdlovsk regional court and Regional Duma of Legislative
Assembly of Sverdlovsk Oblast No 68pv-98 dated July 15, 1998

17 Award of Sverdlovsk regional court of the Russian Federation dated January 22, 1999

Booz Allen & Hamilton
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18 Report of the vice-mayor on economy of Irkutsk city Mr D Zyubr «Impact of the
Current Pattern of Interbudget Relations on Development and Enforcement of Local
budgets»

19 Explanatory note on determining budget expenditure mdex Appendix budget
expenditure index and relevant parameters

20 Calculation of Federal Industrial Development Fund (FIDF) for 1999 drafted for session
examination by the Finance Ministry of the Russian Federation

Booz Allen & Hamilton
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Attachment 4

Analysis of Dynamics of Budget Provisions
Mrs Abankinal V and Mrs Kushtanma E V

Calculations of dynamics of per capita revenues and expenditures of consolidated,
regional and city budgets over 1994 -- 1999 accomplished The estimation of actual decrease mn
the revenues and expendrtures of the budgets of all levels was made corrected for mflation
effects

The level of revenue 1n consolidated budget of Khabarovsk Kraj, regional budget and
municipal budget of Khabarovsk City 1s decliming mn steady manner Simultaneously, there 1s a
reduction 1n expenditures in respective budgets expressed 1n per capita figures The rate of
reduction of revenue exceeds the rate of decrease in expenditures In order to account for
dynamics of inflation-corrected change in revenues and expenditures of the budgets per capita
we used deflation indices published by Russian Federation Statistical Commuttee Evaluation
shows that per caprta revenue planned 1n the 1999 consolidated Kraj budget makes 31 % relative
to the level of 1994, and per capita expenditures - 40 % More steep decrease 1n per capita
revenue 1n comparison with expenditures results in budget deficit preventing 1ts equilibration

Essential fluctuations from one year to another in parameters of performance of the
regional budget and budget of Khabarovsk City (basic donor) demonstrate acute conflicting type
of the mterbudgetary relations

The results of calculations made for 1994, 1996, 1997, and 1998 for parameters of
performance of respective budgets and 1999 on planming parameters are given m Tables 1-4

The mmtial financial parameters on budget performance were obtamed from
Admunistration of Khabarovsk Kraj and Admimstration of Khabarovsk City Population
statistics was provided by «Migration Program of Khabarovsk Kraj for years 1999 - 2000»,
enacted by resolution of Head of Admimstration of Khabarovsk Kray No 80 dated February 22,
1999 Accounting for inflation was provided by deflation indices provided by Russian Federation
Statistical Commuttee

Booz Allen & Hamilton
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Table 1
Parameters of Consohidated Budget of Khabarovsk Kraj
1994 1996 1997 1998 1999
bln bln bln mitial draft
RR RR RR data min RR
min RR
Revenues 2617 8 42207 47170 (49758 45401
Expenditures 2588 2 4501 5 53123 49296 58427
Population, 1608 2 15712 15406 |15297 15200
thousand people
Revenues per capita, RR |1 63 269 306 325 299
- inflation-corrected 100% 46% 45% 43% 31%
dynamucs relative to 1994
Expenditure per capita, RR |1 61 287 345 322 384
- inflation-corrected 100% 50% 51% 43% 40%
dynamics relative to 1994
Table 2
Parameters of Regional Budget of Khabarovsk Kraj
1994 1997 1998 1999
mln RR  |mln RR |prelimnary draft
data thousand RR
thous RR
Revenues 1367849 |2087766 4224320 3669000
Expenditures 1343055 |4222568 |4761840 3669000
Population, 1608 2 1540 6 15297 1520 0%)
thousand people
Revenues per capita, RR  |805 5 13552 27615 24100
- inflation-corrected 100% 40% 74% 50%
dynamics relative to 1994
Expenditure per capita, RR | 835 1 27409 31129 241
- inflation-corrected 100% 78% 81% 48%
dynamics relative to 1994
Booz Allen & Hamilton
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Table 3
Parameters of Budget of Khabarovsk City
1994 1997 1998 1999
min RR  |[mln RR | prelhminary draft
data thousand RR
thous RR
Revenues 395064 5 | 1275174 906516 1366814
Expenditures 385238 6 |1235959 945336 1369583
Population, 606 2 6113 6125 6120
thousand people
Revenues per capita, RR | 651 7 2086 0 1480 0 22334
- inflation-corrected 100% 76% 49% 57%
dynamics relative to 1994
Expenditure per capita, RR | 635 5 20219 1543 4 22379
- nflation-corrected 100% 76% 53% 59%
dynamacs relative to 1994
Table 4

Dynamics 1in Parameter of Budget Revenue and Cost Per Capita *)
(accounting for inflation and reduced to 1994 level)

Revenues

1994 1997 1998 1999
Revenues of|100% 45% 43% 31%
consolidated budget per
capita in Kraj
Revenues of  the|100% 40% 74% 50%
regional budget per
capita in Kraj
Revenues of  the|100% 76% 49% 57%
Khabarovsk budget per
city dweller

Costs

1994 1997 1998 1999
Costs of the | 100% 51% 43% 40%
consolidated budget per
capita m Kraj
Costs of the regional{100% 78% 81% 48%
budget per capita m
Kra

Booz Allen & Hamailton
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Costs of the budget|100% 76% 53% 59%
Khabarovsk per city

dweller
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Attachment 5

ECONOMIC EVALUATION
OF DRAFT LAWS OF KHABAROVSK KRAJ
«On State Mimimal Social Provisions m Khabarovsk Krap»
and
«On Temporary Specifications of Minimal Budget Provisions in Khabarovsk Kray»

Abankinal V, Kushtanmnma E V and Mrs Sudakova N I
Legal basis to develop regional legislation on the minimal social standards

The minimal state social standards were introduced mnto practice by the Federal law «On
General Principles of Setting Up Local Self-Management 1n Russian Federation» dated
August 28, 1995 Item 4 of clause 37 stipulates that the bodies of local self-management
provide for meeting basic communal requirements the population at the level no lower
than established mimimal state social standards whose performance 1s guaranteed by the
state In fact 1t was the first legislative mentioning mimimal state social standards which
implied that first, these were the basic communal requirements of the population that
were subject to standardization, second, the state social standards were established on
the minmmum level, third, their performance was guaranteed by the state It was
established that the minimal state standards were used as a basis to specify the mimimal
budget provisions Item 2 clause 37 assumes the development of laws 1n constituting
entities of the Russian Federation, which set forth the mmimum required expenditures
m the local budgets accountng for specifications given in the mimmal budget
provisions

Developing above legislation on social standards and specifications on the minimal
budget provisions 1n Khabarovsk Kraj began in 1997 according to decree of President
of the Russian Federation dated May 23, 1996 «On Arranging for Imtial Activity to
Develop State Mimimal Social Standards to Reflect Financial Specifications Underlying
Budgets of Constituting Entities of the Russian Federation and Local Budgets»

At the same time, ratified (but not enacted yet) Budget code of the Russian Federation
dated July 31, 1998, clause 7 stipulates that in the area of regulating budget relations «it
1s required to mtroduce m the Russian Federation the mimimal state social standards,
norms and specifications of financial expenditures per umit municipal services provided
by the state» Also, clause 177, item 1 stipulates that 1t 1s the federal body of executive
authority that develops and enacts specifications of financial expenditures on umt
services to be provided by state or municipal budget

However, the federal law «On Minimal State Social Standards» 1s waiting to be enacted,
1t has not been even considered i the first reading by the State Duma of the Russian
Federation

According to the basic provisions of the Budget code of the Russian Federation the
Government of the Russian Federation 1ssued the Ordinance No 862 dated July 30, 1998
«On the Concept of Reforming Interbudget Relations 1n the Russian Federation in 1999-
2001» It 1s put forward mn this Ordinance that up to now there 1s no normative base

Booz Allen & Hamilton
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developed to substantiate budget expenditure requirements The Ordmance stipulates a
stage by stage transition to normative evaluation of budget requirements of bodies of
authority and management of different levels appropriate to thewr scope of power and
responsibility over 1998-2001 It was supposed, that the first stage (1998) should entail
developed and submission to enactment by the Government of the Russian Federation
specifications to fund expenditures covering communal services, primary and high
school education, public health services, state management, allowances to families
having children However, until now none of above specifications of expenditures has
not been introduced nto practice At the second stage (1999) according the Ordinance
envisaged developing and enacting specifications for expenditures on funding public
transport, law-enforcement bod:es, mstitutions of culture, physical culture and sport At
the third stage (starting with 2000) 1t was supposed to evaluate expenditures of
consolidated budgets of the constituting entities of the Russian Federation completely
on the normative basis Also, the Ordinance underlined, that the differentiation of
specifications from one region to another one would be made through umfied approach
Such a techmque has not been developed yet

Thus, we can unambiguously draw a conclusion that at the federal level there 1s no legal
basis to determine minimal public social standards or normative base to calculate the
mimimal budget provisions

In view of missing the federal legislation and taking into account the experience gained
in other already running the budgeting process on the basis of laws, enacted 1n the
regional level and on the basis of temporary state mimmal social standards and
temporary specifications on the minimal budget provisions, in Khabarovsk Kraj the
draft laws «On the mimimal public social provisions Khabarovsk Kraj» and «On the
temporary specifications on the mimmimal budget provisions m Khabarovsk Kraj» have
been developed The administration bills were accepted 1n the first reading at session of
Legislative Duma Khabarovsk Kray on April 8m 1999

What 1s the purpose of introducing the minimal social provisions and specifications on the

minimal budget provisions m Kraj
The mitiative to develop the laws in Khabarovsk Kraj regarding the minimal social
provisions and specifications on the mmmmal budget provisions was made by regional
Duma deputies Undoubtedly, the mmitial motive was driven by the idea of «fair»
distribution of budget means among various budget-funded entities 1 e, on the one
hand, among specific municipal Kraj entities, and on another — among the social
branches (departments) In opmnion of attendees of the Duma session such specifications
were necessary, first of all, to the deputies themselves the specifications on budget
provisions expressed 1n per capita figures authorized by the law would easily allow
them to estimate the fair budget allocation with electorate The chairman of the Duma
budget committee emphasized at the Duma session, that these specifications are
required already now to draft the 2000 budget
Such an approach was supported by Admimistration of Khabarovsk Kraj The commuttee
on economy of Khabarovsk Kraj Administration was active 1n developing the 1ssue
Calculations of specific values of these specifications were carried out by Financial
department of regional Adminmistration Admmistration of Khabarovsk also assumes

Booz Allen & Hamilton
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enactment of these laws as urgent, expecting that they will allow to harmomze
interbudgetary relations between the City and Kraj The similar position was expressed
by officials of branch mstitutions the commuttee on culture and art of Khabarovsk Kraj
admimistration, the Education management and Department of cultural - educational
mstitutions and popular are Khabarovsk City of admumustration Heads of above
departments expressed the standpoint that legislatively authorized social specifications
will allow to ground the clamms to provide due budget means Therefore, practically
everyone see the specifications as a way to protect the interests of budget-funded
entities

The level of revenue of consolidated budget (1 e the budget comprised of Khabarovsk
Kraj budget, regional budgets and municipal budget of Khabarovsk City) gradually
decreases Simultaneously, but at lower rates per capita figures expenditures go down n
respective budgets These trends are reflected 1 section «Analysis of dynamics of
budget provisions» below Under these conditions protecting interests by each budget-
funded entity results first, in conflicts between them contradicting the common 1nterest
of Kraj survival and, second, inflates budget expenditures widening the gap between
revenues and expenditures 1n the budget Therefore, mtroduction of the concept of

minimal social public provisions in Khabarovsk Kraj deals not so much with protection
of indrvidual interests, but rather with the search of the compromise on the basis of real

mmmizing expendltures

Economic evaluation of draft laws developed in Khabarovsk Kraj

Within the framework of providing short-term technical assistance we carried out
economic evaluation of administration bills developed 1 Khabarovsk Kraj Analysis of
the administration bills with comments to each of them 1s given below for each draft
law

Draft law

«On Minimal Public Social Provisions m Khabarovsk Krajp»
A According to paragraph 1 of this administration bill its purpose 1s «to provide for the
mechamism of implementing constitutional rights of citizens » It 1s assumed that the
mummal public social provisions set out in the Khabarovsk Kraj admunistration bill
(hereinafter PMSP) as shown 1n the documents are rather bench marks then guarantees
as administration bill does not specify the mechanism of their implementation (who and
in what manner ensures their fulfilling performance what 1s the hability degree)
If PMSP should guarantee a mimimum level of providing population of Khabarovsk
Kraj with social benefits and services, then the PMSP system m clause 1 of
admumstration bill 1s not described 1n complete manner, and the system-integrating
notion of the mimimal social specification 1s absent at all (which 1s also applicable to the
mechamism of mimmzation of a social specification) Also, the text of the
administration bill 1s lacking word «publicy (or «state provided») concerning the
mimmal social standards which 1s available 1n the title of draft Law under examination
Therefore, we propose to edit, item 1 of clause 1 of clause 1 as follows

Booz Allen & Hamilton
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«1 The nunimal public socal specification shall be the nunimum level of provisions
of social and communal-municipal services available to the population as established
by the legislation of Khabarovsk Kray »

It 1s proposed to outline item 2 of clause 1 as follows

«2 The system of mumimal public social provisions in Khabarovsk Kray shall include
the munimal social provisions in domain of education, public health services, culture,
social service, physical culture and sports, social-municipal services expressed in
parameters established with breakdown nto the categories of users or calculated on
per capita, for one thousand or ten thousand residents m kind or for cash »
(Explanations to meaning terms «1in kind and for cash» are given below 1n section "G")
Also throughout the text 1t 1s necessary to add "public” or «state provided» 1n reference
to the mimimal social provisions

Instead of words «accounting for the National standards and regional components» n
item 3 of clause 1 we propose to put down «according to the laws and normative acts
of the Russian Federation and Khabarovsk Kray»

B We consider 1t necessary to add nto the admimstration bill provisions stipulating the
order of changing PMSP

We propose the following edition

«Clause 2 Provisions of establishing, applying and changing PMSP at the territory of
Khabarovsk Kraj

1 PMSP shall be established by the Law of Khabarovsk Kray and shall be vahd
throughout the territory of Khabarovsk Krajy according to Appendix 1, the nunimal
financual specifications shall be applicable according to Appendix 2

2 The bodies of local self-management shall have the right to establish the local
socual specifications at the territory of municipal entities in excess of PMSP set forth
for Khabarovsk Kraj provided they have thewr own financial, material, technical and
human resources to support them.

3 In order to render the financial support to maintain Khabarovsk Kray PMSP the
mumnicipal entities shall make use of the regional budget of Khabarovsk Kray and
regional fund of financial support to the budgets of municipal entities

4 PMSP of Khabarovsk Kray shall form the basis for budget control and shall apply

- At the stage of formation of specifications of the nunumal budget provisions and
required expenditures n the regional and local budgets of Khabarovsk Kray for
respective yeats,

~ Further per the text of this item.

5 PMSP of Khabarovsk Kray shall be revised at least once every 4 years, if the
opposite 1s not stipulated in the legislation of the Russian Federation

6 Amending PMSP system of Khabarovsk Kray shall be carried out through
modification and additions in this Law

C According to the admimstration bill’s Appendix 1 «List of Mimmal Social
Provisionsy 1s the list of specified guaranteed services provided to residents on the free-
access and free-of-charge basis («budget-funded services") The normative parameters
specified 1 the list and majority of quantitative are derived from the «Social
Specifications and Norms», approved by the Russian Federation Governmental
Ordinance dated June 3, 1996 recommended to lay the framework of draft budgets for
the constituting entities of the Russian Federation or local budgets However, 1n spite of
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the fact that this 1s one of few documents, accepted at the federal level addressing the
1ssue of specifications 1n social sphere (we would like to underscore that «Social
Specifications and Norms» have not been authorized yet, so far they are only
approved), the option of their direct use to account for the mimimal social guarantees
and specifications on the mmumal budget provisions is highly questionable First, a
number of sections n this document, as it follows from the text, account for provisions
by establishments, institutions, etc having any ownership form, 1e account for the
whole network of institutions rather than only for the «budget-funded" ones

Accounting only for the budget-funded network surfaces only in Appendix 1 to the Law
of Khabarovsk Kraj on the mimimal social provisions on physical culture and sport,
specifying the quantitative parameters and pmning them down to «specific
departments» Second, the document «Social Specifications and Norms» was developed
with the purpose to set up territorial availability and opportunity of using the social
infrastructure, establishing the optimum level of guarantees, rather than the mmimum
ensured social level Moreover, this document was endorsed 1n 1996, when expectations
of speedy recovery of national economy there not disillusioned yet The latter was
reflected m the Decree of the President the Russian Federation of 1996 «On Arranging
for State Minmimal Social Standards », contaiming recommendations to executive
authorties of the entities constituting the Russian Federation and bodies of local self-
management to develop draft budgets for 1997 and following years with increasing
expenditures 1n social sphere

Using extra-curriculum education of Appendix 1 to the draft law as an example we can
show that 1t 1s not the minimal standard level that the law 1s referring to Above
specification establishes the 30 % scope of high school pupils to be given extra-
curriculum education benefits At the same time the federal level document that we have
mentioned earlier specifies the number of extra-curriculum pupils at the level 12 % (for
children attending art schools, schools of aesthetic education) and 20 % (attendees of
sport schools) The specification set forth in Khabarovsk Kraj at the level of 30 % as a
budget-guaranteed defimtely seems to be too high i1f we account for aggravated budget
deficit and 1nadequate budget resources to maintain even of conventional educational
establishments Under these conditions 1t will be necessary to reconsider approach to
extra-curriculum education, having transferred its financing to a greater degree on
parents It 1s the more reasonable since the Russian Federation law «On Education» the
extra-curriculum education 1s not included into the types of education to be guaranteed
be the state as available and free of charge Therefore, 1t 1s obviously necessary to
reconsider the quantitative parameters of social specifications on the basis of attaimng
the mimimum guaranteed level

D Appendix 2 «The List of the Mimimal Financial Specifications» 1s actually «saggingy
i the administration bill, as throughout the text there 1s neither reference on 1t nor 1ts
financial specifications

Accounting for the fact that financial specifications should be referred to as a tool of
transition from the mimimal social specifications to specifications on the minimal budget
provisions, we consider 1t purposeful to introduce the followmng changes into the
administration bill

1 To add, item 1 of clause 1 words «in kind and for cash» after words «ten thousand
residentsy
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2, item 1 of clause 2 should be worded as follows

«Mmumal social provisions shall be applied throughout the territory of Khabarovsk
Kray according to Appendix 1, mmmimal financial specifications - according to
Appendix 2 »

E The mimmal financial specifications given in Appendix 2 contradict the principle of
uniform development of specifications and, item 1 of clause 1 of the admimstration bill

The mimmal financial specifications on public health services, physical culture and
sport, basic kinds of culture and art are expressed in per capita figures, 1 e as calculated
for a single potential consumer of the service At the same time the mimimal financial
specifications on common education and welfare are taillored to account for a real
consumer of a service For example, for preschools the specification of expenditures per
child in 1s given Such a specification does not set forth the parameter of budget
expenditures on preschool institutions per resident or for all children of preschool age,
1e 1t does not reflect availability of budget preschool nstitutions to population, 1t only
indicates what average budget means can be spent per child, given the child 1s accepted
mto a «budget-funded» nstitution Such an approach 1s counterproductive while
addressing the task of defining the minimal budget provisions to be set forth by regional
and local budgets It also contradicts, item 1 of clause 1 of administration bill, where the
social specification 1s determined as a specific parameter for categories of users or as a
per capita figure A category of users of preschool institutions should comprise all
children of preschool age

We feel it expedient to proceed with setting all financial parameters in the
adnunistration bill as expressed n per capita values in order to ensure transition to
specifications on the minimal budget provisions, retaining uniform approach to
calculation of all parameters

Draft law 'On Temporary Specifications on Mimimal Budget Provisions in Khabarovsk
Kray'

A Clause 2 of the adminustration bill does not formulate the basic concepts used in the
text n complete manner The concept of the specification of the mimmal budget
provisions mentioned 1n title of the law 1s not introduced We propose to add in clause 2
of the draft law the following phrase

«- specification of the nunimal budget provisions shall imply the financial parameter,
established by the law reflecting the mumimum budget provisions required per
inhabitant expressed in current expenditures »

Also, no explanation 1s given why the spectfications on the mmmmal budget provisions
are accepted as temporary

B We suggest add to the system of temporary specifications on the mmimal budget
provisions (heremafter TSMBP) the specification of the mimimal budget provisions for
mumnicipal education m Khabarovsk City on behalf of Kraj (in clause 3) The
appropriate spectfication should be calculated

C We consider it necessary to expand and compliment clause 4 The changes proposed
will allow to give more accurate definition to specifications on the mimimal budget
provisions making their use 1n administrative practice more efficient
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The text of clause 4 proposed 1s given below

«1 TSMBP of Khabarovsk Kraj shall be applhied by Kraj executive authorities
during drafting the draft law on the regional budget and calculation of the mmmimal
budgets of the entities to consoldated budget (municipal entities) for respective fiscal
year TSMBP cannot be used set out the volumes of financing specific budget-funded
institutions

2 TSMBP established by this law shall be used to schedule current expenditures of
existing network of budget-funded institutions and its change (phasing out or opening
new establishments) in respective year accounting for their profile,

3 Drawing up the drafts and enforcement of budgets of all levels shall be carried out
with account for the principle of primary funding TSMBP in Khabarovsk Kraj

If case funding TSMBP in Khabarovsk Kraj is not provided in complete volume,
draft budget cannot contain expenditures (budget enforcement cannot fund
expenditures) dealing with achieving above specifications In this case accounting for
security of expenditures in branches for which TSMBP are not established in
Khabarovsk Kraj, as well as funding regional and municipal programs)shall be
carried out from the balance means left after deduction of scheduled expenditures,
specified in TSMBP of Khabarovsk Kray

4 Depending on the revenue of consolidated budget in Khabarovsk Kraj, scheduled
for the next fiscal year, rectifying factors confirmed by the law on the budget of
Khabarovsk Kray for appropriate year shall apply to TSMBP

5 To account for the nunimum required expenditures of the consolidated budget of
Khabarovsk Kray and budgets of municipal entiies TSMBP shall be indexed
applying forecasted inflation rate and normative and legal acts issued in the Russian
Federation and Khabarovsk Kray»

D It 1s assumed to be expedient to mtroduce additional clause 5 on responsibility of
authorities on observing TSMBP as follows

«Clause 5 The responsibiity of state authorities and local self-management bodies
for observing TSMBP Khabarovsk Kraj

The state authorities in Khabarovsk Kray and local self-management bodies within
the scope of thewr power, as well as admnistrations of organmizations providing
common free-of-charge services to community, within the limits of thewr authority
shall bear responsibility for complying TSMBP of Khabarovsk Kray according to
effective legislation »

Clause 5 of the drafted administration bill becomes thereby clause 6

E Comment on appendices No s 1 and 2 of examined admimistration bill

1 Titles of both appendices do not contain term «temporary" It 1s required to bring into
consistency the title of the appendices and the text of the law (clause 2)

2 According to the text of the explanatory note, as well as on the basis of our analysis,
the technique to calculate specifications 1s based on the data on enforcement of regional
and consolidated budgets in Khabarovsk Kraj m 1997 As a result the account for
expenditures made for this year’s budget contam as current expenditures to fund
mstitutions of budget sphere and expenditures on

target programs, plus some expenditures on overhauling and purchase of equipment

Thus, for example, to draft regional budget TSMBP of Khabarovsk Kraj contan
specification on funding the program «Development and preservation of culture and art
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in Khabarovsk Kraj over 1998 - 2000» Expressed 1n per capita per year in Kraj and
program «On Welfare Programs in Kraj» per beneficiary To draft the budgets of
mumncipal entities Khabarovsk Kray TSMBP also imply funding the Program welfare
during one year per person

Such an approach 1s not correct since not all budget expenditures can be defined on
normalized basis, different approach 1s used to evaluate expenditures on target
programs Besides, not all above expenditures form the mmimal budget provisions
Thus, 1t 1s necessary to reconsider the parameters given 1n appendices both as a list and
from the standpoint of numerical values under the angle of their bemng relevant to
forming the minimal budget provisions

3 The constitution of the Russian Federation, Russian legislation, regional regulatory-
legal acts guarantee the rights of the citizen to obtamn services in social and social-
municipal domamns Within the framework of legislation developed the availability of
these services to population 1s guaranteed, although only part of them appears to be
provided free at expense of budget allocations Another part of services should be
available but provided on the paid basis For example, clause 5 of the Law of the
Russian Federation «On Education» guarantees rights of citizens in education area The
extra-curriculum education 1s not included in this clause, 1e the state does not
guarantee 1ts common availability for free At the same item 9 of clause 40 stipulates
that «the state shall create required conditions to develop a network of establishments of
extra-curriculum education for children providing material support to these given
establishments, funding inclusive» This implies, that extra-curriculum education can be
maintained, for example, through organizational measures, by means of indirect
funding, direct financing can be arranged only under conditions of availability of
additional means 1n appropriate budgets Therefore, including mimimal budget
provisions of expenditures to mamtamn extra-curriculum educational mstitutions into
specifications, especially at such volume of funding under current circumstances,
appears to be unreasonable The same conclusion can be made with regard to youth
policy, support of farming, etc

Thus, all expenditure-intensive items should be analyzed once again from the standpoint
of their obligatory budget funding and, consequently, from the standpoint of their
mnclusion into TSMBP

4 In TSMBP of Khabarovsk Kraj to be used to develop budgets of municipal entities
the spread 1n expenditure specifications reflecting maintenance of current mumcipal
mass media sources (expressed as per year per city (or Oblast) dweller) 1s highly
inconsistent Thus, the specification of expenditures on mass media m Tugur-Chumikan
region 1s 217 times as lgh as that of the City of Komsomolsk, the specification of
expenditures for Ayan-Maj region 1s superior to that of Komsomolsk by a factor of 160
Even if such expenditures were mcurred 1n 1997, 1t does not mean, that the same
proportions should be mcorporated m specifications of the mimmimal budget provisions to
be enacted as law

The item under title «Extra-curriculum education nstitutions» 1s another source of
concern, since 1nstitutions of this type are not broken down as advised by classification
provided in the Law the Russian Federation «On Education» Most likely, they underlay
establishments of extra-curriculum education In this case they 1t 1s expedient for merge
them with musical schools The specifications of expenditures on the current
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maintenance of extra-curriculum establishments 1s rather high, they are comparable with
expenditures set forth for boarding schools and children's houses and notably exceed
expenditure specifications on current maintenance of musical schools At the final
streamlining stage the law the text of item «Extra-curriculum education instrtutions»
should be reworked

5 Almost double difference between expenditure specifications to maintain a single
accountant on a year 1n centralized book accounting department mentioned 1n, 1tem 1 7
and 1item 2 5 looks unsubstantiated

in TSMBP of Khabarovsk Kraj used to develop regional budget In, item 17 the
expenditures are determined as 61,700 RR per employee per year, whereas item 2 5
stipulates the figure of 36,066 RR per person per year Even 1if this corresponds actual
funding mn 1997, which had been taken as a basis to derive specifications, retaining such
a proportion should be substantiated

6 In TSMBP Khabarovsk Kraj to develop regional budget for the branch of culture and
art the specification of expenditures for libraries 1s determined per book-reader per year
Such an approach to account for this specification 1s unacceptable, as the number of
readers 1s an 1ll-controlled parameter, and developing funding on the basis of such a
stimulating parameter can result in unreasonable ncrease 1 expenditures to maintamn
libraries On the other hand, the requirements to fund libraries are dictated not only by
the number of readers, but by a necessity to preserve cultural heritage of Kraj through
funding 1t at the mimimum provisions level even for low number of readers Instead, to
calculate the specification on library expenditures another parameter should be used 1t
1s per capita expenditure In the same manner the specification of expenditures to
maintain show business institutions should be expressed in per spectator form Referring
to this parameter seems unreasonable, as the specification of budget funding such
establishments should ensure their survival under crisis conditions, which 1s hardly a
function of the audience number Expenditure specifications to maintamn museums
should be also reconsidered

7 In Khabarovsk Kraj TSMBP used to develop regional budget the specification of
expenditures on department «Culture» and methodical office are made accounting for
per capita Kraj figures The population of Kraj makes 1,523,3 thousand persons on
January 1, 1999 Therefore, the total amount of annual funding amounts to 2 7 RR x
1523,3 thousand persons = 4113 thousand RR a year Such expenditures look
unreasonably overestimated They exceed even funding provided by the regional budget
to target program «Development and preservation of culture and art in Khabarovsk Kraj
over 1998-2000», or expenditures on mamntenance of mass media In spite of the fact
that importance of these specifications was based on enforcement of 1997 budget,
calculations should account for all normative and legal acts enacted i 1998 — early
1999 In appendix to the Decree Ordinance of the head of Kraj admimstration No 346
dated September 2, 1998 «Program of Improvement of State Finance and Economy of
State Expenditures» 1tem 8 «culture institutions» stipulates reduction of budget
subsidies to the State Company «Video Rental» by 50 % m 1998 with their complete
phasing out in 1999 From the explanatory attached to the administration bill 1t does not
follow that developed TSMBP account for decision taken Therefore, inclusion of, item
1 4 (specification of expenditures on cinema — video services per spectator per year)
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nto the Khabarovsk Kraj TSMBP specifications to develop regional budget in the area
of culture and art, looks doubtful

Therefore, at the stage of final editing the draft law «On Temporary Specifications on
Minimal Budget Provisions in Khabarovsk Krap» it 1s worth discussing the technique
of calculation of TSMBP together with municipal entifies, making relevant
adjustment of parameters applying the coordinated approach, preparing a detailed
explanatory note and only after that gomng ahead with subnutting the law for the
second reading in Legislative Duma of Khabarovsk Kray

New edition of draft laws of Khabarovsk Kra)

Experts I Abankina and E Kushtanina analyzed draft laws of Khabarovsk Kraj «On
Minimal Public Social Provisions 1 Khabarovsk Kraj» and «On Temporary
Specifications on Mmimal Budget Provisions in Khabarovsk Kraj» and proposed new
edition of the texts of these admmmustration bills The changes and additions introduced
are lughlighted in draft laws below as bold italics

Draft law ""On Minimal Pubhec Social Provisions in Khabarovsk Kraj"

The present Law provides for legal basis to set out and apply the mimimal public social
provisions 1n Khabarovsk Kraj The purpose of the present law 1s to arrange for the
mechanism of implementation of constitutional rights of citizens in Khabarovsk Kraj to
obtain common, including free-of-charge social services rendered by state and municipal
organizations of social sphere as well as social-municipal services

Clause 1 System of the mimimal public social provisions 1n Khabarovsk Kraj

1 The muinimal social public specification shall imply the minimum level of social and
social-municipal services to be provided to community as established in legislation of
Khabarovsk Kray
2 The system of minimal public social provisions in Khabarovsk Kraj shall mclude the
minimal public social provisions 1n the area of education, public health services,
culture, social service, physical culture and sport, social-municipal services expressed
in established parameters for categories of users or calculated per capita, for one
thousand or ten thousand residents in kind or for cash

3 The mimimal public social provisions shall be determined based on the list,
established in the Russian Federation, of free-of-charge and common services,
specifications and norms of provisions to be offered to community of Kraj by social
services according to the laws and normatve acts of the Russian Federation and
Khabarovsk Kraj

Clause 2 The order of establishing, applying and changing minimal public social
provisions in Khabarovsk Kraj
1 The mumimal public social provisions shall be established by the Law of
Khabarovsk Krajy and the mimimal financial specifications - according to Appendix 2
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They shall be applied throughout the territory of Khabarovsk Kray according to
Appendix 1

2 The bodies of local self-management shall have the right to establish at the
territory of municipal entities the local social specifications exceeding the minimal
public social provisions in Khabarovsk Kray if the local entities have their own
financial, material, technical and human resources to support them.

3 Regional budget of Khabarovsk Kray and regional fund of financial support of
budgets of municipal entities shall be used to render financial support in ensuring the
mnimal public social provisions in Khabarovsk Kraj in municipal entities

4 The mumimal public social provisions in Khabarovsk Kray shall provide a basis for
budget regulation and shall apply

- to developing specifications on the minimal budget provisions and necessary
expenditures mn regional and local budgets of Khabarovsk Kraj for a respective year,

- to interbudgetary relations during defimition of the size of regional fund of financial
supporting budgets of municipal entities,

- at defimition of volumes of funding target social programs,

- for estimation of annual level of provisions to social nstitutions and social service
providers interacting with Kraj population

5 The nunimal public social provisions in Khabarovsk Kray shall be reexamined at
least once every 4 years, unless the opposite i1s stipulated in legislation of the Russian
Federation

6 Changing the system of the nunimal public social provisions in Khabarovsk Kray
shall be carried out through modifying and amending this Law

Clause 3 Control of complying with the mimimal public social provisions at the territory
of Khabarovsk Kraj

Control of complying and observing the mimimal public social provisions shall be carried
out 1n the form of the deputy, administrative and public control on the basis of openness
principle

Clause 4 Coming mto force of the law
The present law shall become valid on the date of 1ts official publication

Draft law ""On Temporary Specifications of Minimal Budget Provisions of
Khabarovsk Kra)"

Clause 1 General

The Law shall set out the temporary specifications of the mmimal budget provisions n
Khabarovsk Kraj with the purpose of implementing constitutional rights of citizens to
obtain a guaranteed set of common free-of-charge welfare, social-municipal and other

types of services to be funded at expense of regional and local budgets

Maintaining specifications on the mimimal budget provisions shall have prionty during
drafting and enforcement of regional and local budgets
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Clause 2 The basic concepts

At present the following concepts are used 1n the Law

- System of specifications — 1t 1s a list of financial specifications established by the Law,
ensuring minimum required expenditures m budgets to render common free-of-charge
services 1n social sphere and mimmum required level of social-municipal and other
services provided to population of Kraj ,

- Financial specification — it 1s a parameter of the mmimal expenditures to render
common free-of-charge social-culture, municipal-communal and other types of services
to be compensated for cash,

- Specification of the nunimal budget provisions — it 1s financial parameter,
established by the law reflecting current mimimum required budget expenditures per
inhabitant

Clause 3 System of temporary specifications of mmimum budget provisions m
Khabarovsk Kraj

To ratify the system of temporary specifications of mimmimum budget provisions to
determine the minimum required expenditures of regional budget and budgets of
municipal entities, involving

-temporary specifications of mmimum budget provisions in Khabarovsk Kraj to draft
regional budget (appendix No 1),

- temporary specifications of mimimum budget provisions in Khabarovsk Kraj to draft
the budgets of municipal entities (appendix No 2),

- temporary specifications of mmmimum budget provisions in Khabarovsk Kray for
municipal education of City of Khabarovsk on behalf of functions of the regional
center (appendix No 3)

Clause 4 Apphication of temporary specifications of mmimum budget provisions to
draft the budgets in Khabarovsk Kraj

1 Temporary specifications of nunimum budget provisions in Khabarovsk Kray shall
be applied by Kraj executive authorities to generate the draft law on the regional
budget and account for the nunimal budgets of the entities of consolidated budget
(municipal entities) to be enforced in appropriate fiscal year Temporary
specifications of nunimum budget provisions cannot be used to evaluate volumes of
Junding specific budget-funded instututions

2 On the basis of temporary specifications on the minumal budget provisions,
established by this law accounting for actually existing network of budget-funded
institutions and its change (phasing out and opening new institutions) in relevant
year, planming the current expenditures shall be carried out for specific domains

3 Drawing up projects and enforcing budgets of all levels shall be carried out based
on the principle of priority funding temporary specifications of munimum budget
provisions in Khabarovsk Kraj

If financing temporary specifications of the mimimum budget provisions in
Khabarovsk Kraj 1s not provided in complete volume, expenditures in draft budget
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not dealing with achieving above specifications cannot be funded (there should be no
expenditures under inadequate enforcement) In so doing the guaranteed
expenditures for domains lacking established temporary specifications of minimum
budget provisions in Khabarovsk Kray as well as funding regional and municipal
programs shall be made accounting for the balance of funds left after deduction of
current planned expenditures i compliance with femporary specifications of
minimum budget provisions in Khabarovsk Kray

4 Depending on revenue of the consolidated budget of Khabarovsk Kraj, planned for
the next fiscal year, rectifying factors enacted by the law on the budget of Khabarovsk
Kray for the appropriate year shall apply to temporary specifications of nunimum
budget provisions

5 To account for the munimum required expenditures of consolidated budget of
Khabarovsk Kray and budgets of municipal entities the temporary specifications of
the minimum budget provisions shall be escalated according to forecasted rates of
inflation and normative and legal acts of the Russian Federation and Khabarovsk
Kray

Clause 5 Responsibility of state and local self-management authorities for observing
temporary specifications of mmnimum budget provisions in Khabarovsk Kray

The state authorities of Khabarovsk Kraj and local self-management authorities
within the scope of their responsibilities, as well as admmistration of organizations
gwving common free-of-charge services to the population, within their competence
level shall bear responsibility for observing the temporary specifications of the
mnumum budget provisions in Khabarovsk Kraj according to effective legislation

Clause 6 Coming mto force of the Kraj law

The Kraj law shall come mnto force on the date of its official publication
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Attachment 6

LEGAL EVALUATION
of the Draft Law of Khabarovsk Kraj «On Minimal Public Social Provisions in
Khabarovsk Kra)» and draft Law of Khabarovsk Kraj «On Temporary Specifications of
Mmimum Budget Provisions in Khabarovsk Kraj»

O A Zadorov

The purpose of this Evaluation 1s to examine the drafts of above Laws of Khabarovsk
Kraj on therr conformity with effective Russian legislation During this studies, the following
questions were 1nvestigated 1n particular

1) what 1s the scope of authorty of representative authority bodies of federation
constituting entities (in particular, Legislative Duma of Khabarovsk Kraj ), stemmung from
provistons of effective Russian legislation, in the area of regulation of above legal relations,

2) do provisions of draft Laws comply with norms of effective federal legislation, mn
particular, with Constitution of the Russian Federation dated December 12, 1993 (heremafter
«Constitution the Russian Federation»), to the law of the Russian Federation No 154-FZ dated
August 28, 1995 «On general principles of local self-management in Russian Federation»
(further «Law No 154-FZ»), to the law of the Russian Federation No 4807-FZ dated April 15,
1993 «On basic budget rights on forming and using extra-budget funds » (further «Law of the
Russian Federation No 4807-FZ»), to the law of the Russian Federation No 126-FZ dated
September 25, 1997 «On financial basis of local self-management in Russian Federation»
(further «the Law No 126-FZ»), to the decree of the President of the Russian Federation No 769
dated May 23, 1996 «On arranging for state mimimal social standards to determine financial
specifications to form budgets of the entities constituting the Russian Federation and local
budgets» (further «Decree of the President the Russian Federation No 769»), as well as Budget
Code of the Russian Federation No 145-FZ dated July 31, 1998 (further «Budget Code the
Russian Federation»), reference on which should be assumed to be arbitrary, as 1t comes into
legal force only on enactment of appropriate Federal Law, other normative legal acts

In addition to that the text of the proposed admimistration bills was analyzed from the
standpoint of legal accuracy of defimitions used Some recommendations have been made to
account for experience of applying similar normative acts in other regions of the Russian
Federation and matenals of judicial practice relevant to above category of legal infringements

Prior to beginming examination of informative part of draft laws of Khabarovsk Kraj
«On Mimimal Public Social Provisions mn Khabarovsk Kraj» and «On Temporary Specifications
of Minimum Budget Provisions i Khabarovsk Krap», 1t 1s necessary to determine the volume
and limits of power assigned with state authorities of federation constituting entities 1n the area
of control of above kind of legal relations Clarifying and rectifying position on this 1ssue 1s most
important, as, first of all, the feedback will determine the volume and contents of
recommendations to be proposed and, second, 1t will allow to prevent negative consequences
connected with development of this 1ssue at the stage of enacting the appropriate normative acts
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Above 1dea can be illustrated with a lengthy and complicated judicial hearing in
Sverdlovsk regional court on declaring Oblast laws No 56 dated December 18, 1996 «On
Specifications of Mimimum Budget Provisions of Sverdlovsk Oblast» n edition dated August 21,
1997 and No 57-0OZ «On 1997 Regional Budget» null and void The hearing was mitiated by
representatives of Ekaterinburg city The dispute deals with application of reducing factor to
expenditures of the budgets of municipal entities of Sverdlovsk Oblast on the basis of exceeding
authority and competence by Regional Legislative Assembly (Duma) of Sverdlovsk Oblast 1n the
area of control of above legal relations After four judicial hearmgs within more than one year
(ncluding the lgh legal supervision committee), requirements of plamtiff were satisfied, and
above normative acts were recognized null and void retroactively from the moment of their
enactment

In order to 1illustrate the analysis and for convenience of further use we quote excerpts
from the basic federal normative legal acts (including those referring on the Supreme Court of
the Russian Federation and Sverdlovsk regional court, substantiating the award made on above
hearing) These referrals will allow as to determine the level of authority of state bodies of the
Russian Federation and entities constituting the Russian Federation in what deals with control of
analyzed administration bills, namely with 1ssues of establishing the mimimal public social
provisions and specifying mimimal budget provisions

Clause 71 of the Constitution the Russian Federation 1s applicable to the following
1ssues 1n the Russian Federation relevant to the subject of this research

- establishing the basis of federal policy and federal programs n the area of state,
economic, ecological, social, cultural and national development the Russian Federation (item

«f),

- establishing legal basis of umiform market, financial, currency, credit, customs
regulation, 1ssuing money, providing the basis of price policy, federal economic services,
including federal bank (item «g»),

- federal budget, federal taxes and duties, federal funds of regional development (item
«h’)

Clause 72 of the Constitution of the Russian Federation establishes that the following
1ssues are being jointly supervised by the Russian Federation and the Russian Federation entities

- protection of human rights, protection of the rights of national minorities, law
enforcement, observing the established border regime (item «b"),

- use of mineral resources, protection of environment and ecological safety, natural
territories having special protection status, protection of historical and culture monuments (item
«e”

aeneral 1ssues of education, tramng, science, culture, physical culture and sport (item

«f”

- _coordination_of i1ssues of providing public_health services, protection of family,
parenthood and childhood, social protection, including welfare (item «g»),

-_establishing general principles of taxation and collecting duties i _the Russian
Federation (item «1")
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Above excerpts indicate that practically all aspects of this study are relevant erther to
jurisdiction of the Russian Federation, or are jomntly supervised by the Russian Federation and
Russian Federation entities On the other hand, 1t 1s absolutely clear, that this conclusion does not
provide an answer to the question mutially put forward Therefore, before we proceed with
analysis of other federal normative acts, 1t 1s necessary to make the reference on part 5 of
Clause 76 of the Constitution of the Russian Federation, namely «Laws and other normative
legal acts of the entities constituting the Russian Federation cannot contradict the federal
constitutional laws and federal laws accepted on the issues under jurisdiction of the Russian
Federation and 1ssues jowntly controlled by the Russian Federation and the entities constituting
the Russian Federationy

Law of the Russian Federation No 4807-FZ contains the following provisions

Clause 1, item 1 subitem 3 «Mimimal social and financial norms and specifications shall
be specified accordingly in kand or for cash for uniform or cumulative specific parameters of
miimum required provisions with breakdown into major socal - communal, social- cultural and
other types of services»

Clause 7, tem 1, «The expenditure part of the mimmal budget shall be estimated
applying uniform or cumulative mwumal socwal and financial norms and specifications
established accordingly by the Supreme Body of the Russian Federation (presently. State Duma),
other higher representative authority body on the basis of effective legislative acts within the
Iimuts of its financial potential Development of the mimmal social and financial norms and
specifications to be enacted by the Supreme Body the Russian Federation, shall be made by
Council of Munusters of the Russian Federation (presently, by the Government of the Russian
Federation)

Clause 17, item 1, paragraph 5 «Executive authoritative bodies during drawing draft
budgets, specifying budgets during thewr enforcement, the representative authoritative bodies
during consideration of the draft budgets, enactment of the budgets and thewr specification
during enforcement within the limits of the competence shall have respective rights

to increase within the limits of available means norms of expenditures to provide social-
communal services, maintain educational establishments, establishments of public health
services and welfare, science and culture, physical culture and sport, police precincts, public
safety bodies, environmental protection commuttees and on other purposesy

Clause 19, item 1 «Council of Mirusters of the Russian Federation (the Government of
the Russian Federation) shall arrange for activity on informing representative and executive
bodies of authority of the entities constituting the Russian Federation of the nstructive letter on
features of drawing up evaluation of the draft budgets for the next fiscal year, including centrally
- established soctal and financial norms and specifications (mimmal ones) or theiwr changes no
later than seven months prior to the beginming fiscal yeary

Law of the Russian Federation No 154-FZ
Clause 4 establishes, that authority of state authorities of the Russian Federation n the
area of local self~-management volves
- establishing the state nummal social standards (item 6),
- control of relations between the federal budget and local budgets (item 7),
Clause 5 classifies the following issues in the area of local self-management as
belonging to the scope of state authorities of the subjects of the Russian Federation
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- providing balanced mimimal local budgets on the basis of specifications of munimum

budget provisions (item 5),
- providing the state mwumal social standards (item 10),

Clause 37, part 2, defines that the «minimum required expenditures of the local budgets
shall be set forth by the laws of the subjects of the Russian Federation on the basis of the
specifications on the mmmmal budget provisions»

Law of the Russian Federation No 126-FZ

Part 4 of Clause 5 stipulates that «formation of the local budget shall be carried
through applying uniform methodology, reference to the state mimimal social standards, social
norms set forth by bodies of state authority»

Part 5 of Clause 5 reads «sfate authorities of the entities constuuting the Russian
Federation 1n the course of enforcing budget regulation and the bodies of local self-
management during drafting the local budgets shall be_guided by the state mumimal social
standards, social norms, and specifications on the mumimal budget provisionsy

Decree of the President the Russian Federation No 769

Subitem 3 1n item 1 stipulates «prior to enactment of the state nummal social standards
fo recommend bodies of the executive authority of the entities constituting the Russian
Federation and the bodies of local self-management to apply the social specifications and norms
specified by Government of the Russian Federation during development of the appropriate draft
budgets»

Budget Code of the Russian Federation (details of coming into force are given above)

Clause 7, item 1 «n the area of control of budget legal relations_the Russian
Federation shall be authorized to

- establish the mymmal state social standards, norms and specifications of financial
expenditures per unit state or municipal services providedy (Paragraph 16)

Clause 132 contains the following provision with regard to the principle of equity of
budgets for the entities constituting the Russian Federation in mutual relations with the federal
budget

«Specifications of financial expenditures on granting state services and specifications of
mimmum budget provisions forming a basis to calculate financial assistance to the entities
constituting the Russian Federation from the federal budget, shall be determined on the basis of
uniform techmique accounting for social - economic, geographical, climatic and other features of
the entities constituting the Russian Federation They shall be coordinated with the entities
constituting the Russian Federation during enactment of the law on budget for the next fiscal
year »

Above material unambiguously indicates that development, enacting and amending
the state mimmal social standards, social norms, financial specifications to form the
budgets and specifications on the mmimum budget provisions 1s carried out through
applymg a uniform methodology and 1s a prerogative of federal bodies of state authority
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The state authorities of entities constituting federation use the above-stated parameters
during 1mplementing budget regulation, bringing 1n due order for consideration to a higher-level
state authority propositions on changing above parameters Also, the lower level entities have the
right, provided there financial opportunities available, to mcrease the specifications of financial
expenditures to cover services provided by the state

Based on these conclusions the examined draft Laws of Khabarovsk Kraj «On Mimmal
Public Social Provisions m Khabarovsk Krap» and «On Temporary Specifications of Minimum
Budget Provisions 1 Khabarovsk Krap» formally do not meet provisions of effective federal
legislation, as, first, enacting these Laws exceeds the authority level of Khabarovsk regional
Duma, and, second, the list of the minimal social provisions and their quantitative parameters
mentioned 1n the admimstration bill do not correspond to the federal social specifications and
norms approved by the Ordmance of the Government of the Russian Federation No 1063-r dated
July 3, 1996

Accounting for above the following recommendations are made

1 To file a request with the Government of the Russian Federation on granting
information necessary to develop the budget of Khabarovsk Kraj and calculate the mimimal local
budgets of mumcipal entities in Khabarovsk Kraj including rectified social specifications and
norms, the mmmal financial specifications of expenditures on rendering state services, the
specifications on the minimal budget provisions, as well as methodical recommendations on their
application

2 In case there are objections concerning providing any of above parameters to file with
the Government of the Russian Federation substantiated (proven) proposals on their rectification
and coordination

3 Instead of examined admimstration bills to develop the Law of Khabarovsk Kraj «On
Minimal Expenditures in Local Budgets of Municipal Entities of Khabarovsk Kra; for Next
Fiscal Year» directly referred to in part 2 of clause 37 of the Law of the Russian Federation No
154-FZ Tt 1s possible to include into the text of this Law changed and edited provisions of
administration bills considered

4 To develop the minimal expenditures of the local budgets for each municipal entity of
Khabarovsk Kraj as an appendix to the Khabarovsk Kray Law, specified mn item 3, using
necessary parameters listed in item 1 of recommendations heremn after specifying and
coordinating them with the Government of the Russian Federation Parameters themselves,
namely specified social specifications and norms, the mimmal financial specifications of
expenditures to render state services, the specifications on the mimmal budget provisions are
recommended to be 1ssued as Appendices to the above Law as a reference material

Apphcation of modern anti-crisis techniques
For reduction of budget expenditures

D L Gudkov

Booz Allen & Hamilton
Khabarovsk Technical Assistance Report
37



'

USAID/Moscow Regional Public Finance Investment Project
Fmal Report

Attachment 7
Anti-Crisis Management

I Introduction

Anti-crisis management 1s becoming very important in connection with recently aggravated
financial crisis on the regional scale It ncludes

o Analysis of business environment and internal potential of competitive advantages of an
enterprise to choose 1ts development strategy on the basis of forecasting the development of
financial status,

e Preliminary evaluation of causes leading to crisis situations in economy and finance of the
enterprise,

» The complex analysis of financial and economic status of enterprise to set out methods of its
financial improvement,

o Business - planning of improving financial status of the enterprises,

Procedures of anti-crisis management and control of their realization

The problem of anti-crisis management to be mtroduced at the insolvent enterprise follows
from the nature of economic reforms developing 1n Russia

Implementation to enterprises of the bankruptcy mechanism allows one to reconstruct not
only the operations of the enterprise, but also to improve financial and economic clumate of
other economic subjects decreasing the volume of payment arrears The bankruptcy of
mefficiently working and financially weak enterprises provides a basis of structural
reorgamzation of Russian economy

The mechanism of bankruptcy in the whole canvass of implementing economic reforms 1s
meffective so far Thas 1s proven by results of 1998

Industrial structure 1s deteriorating against the background of deepening overall economic
recession Gross internal product dropped by 6 % Industrial production reduced by 10 %
Turnover of transport enterprises, which 1s the main indicator of economy status decreased
by 7 %, capital investments shrank by 20 %

These macroeconomic processes should have triggered a wave of bankruptcy of the
Russian enterprises However, 1t did not happen Thus, one of the main reasons why
bankruptcy mechamsm does not operate at full swing deals with the absence of methodical
provisions to apply bankruptcy procedures accounting for specificity of industrial
economic processes and social situation mn spectfic regions of the Russian Federation
International experience indicates that anti-crisis process under conditions of regional
economy 1s a controlled process including two kinds of procedures anti-crisis management
and anti-crisis control The optimum combination of these two procedures allows reaching
the maximal effect from implementing the bankruptcy mechanism

I1 Analysis of social and economic situation m Khabarovsk

The problems of optimizing the expenditure part of the budget are urgent for both
Khabarovsk Kraj, and the City of Khabarovsk, the latter serves as an indicator of economic
processes developing i Kraj
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In 1998 the social and economic situation in Khabarovsk was close to the crisis one This
was a consequence of the negative processes that began developing m early ‘90s,
substantially influencing the overall economic situation 1n the country

The all-Russian financial crisis of 1998 has seriously undermined the urban economic
complex Outflow of financial resources from real sector of economy, tax policy falling
short of s stimulating manufacturers and expensive credit resources did not stimulate
industrial development

Fmancial and economic status of practically all branches of mmdustry, transport, capital
construction, soctal-municipal services dropped by a good measure The deepening
financial crisis 1s characterized by availability of 50 % of unprofitable enterprises m the
total number of businesses n real sector of economy Their operational status 1s basically
supported at the account of payment arrears and offsets, giving rise to financial tension

In 1998 the volume of industrial production reduced in comparison with 1997 by 12 4 %

The rate of slow down of production volumes accelerated by a factor of 1 5 Out of 82
basic industrial enterprises of the city declined production was detected mn 51 mdustrial
entity (1e 1 62 %) The degree of completion of capital construction programs for the
whole city dropped by 16 % Commissioning residential buildings was only at the level of
44 6 % 1f contrasted to that of 1997

The social tension 1 the city continues aggravating As a result of fall in ruble exchange
and nise mn prices for consumer goods and services, wage arrears the living standard of
citizens sharply decreased As a consequence, there was a decline 1n the total retail volume
(by 11 %) and the volume of paid services rendered to population (by 55 %) Despite of
the steps taken by the city admunistration the city budget for 1998 was not enforced n
complete volume The revenue part of the budget amounted to 96 5 % of the scheduled
volume, expenditures were at the level of 61 1 % The assignment on mobilizing cash
revenue was accomplished by tax mspection by 51 7 % The total revenue from tax-payers
into the budgets of all levels in 1998 made 1t 2,417 8 min RR Of these monies as much as
778 4 mln RR (or 32 1 %) were accepted by the city budget The total sum revenues into
the city budget in 1998 decreased by 49 4 mln RR if compared to the figures of 1997 The
number of accomplished offsets was 3,678 amounting to 330 3 mln RR

In contrast with 1997 the volume of offsets reduced by 63 6 min RR, and outstanding
accounts payable in the city budget increased by a factor 1 5 yielding the total of 1,050 8
min RR

An ndirect parameter reflecting attractiveness of Khabarovsk for investments 1s provided
by mugration balance parameters In mugration exchange with all regions to the east of
Baikal lake the city maintains the positive balance 1t increases 1ts manpower potential by
about 2 thousand persons each year Another important factor to evaluate the potential of
the city deals with assessment of business activity 1n the city
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The ratio of the enterprises and firms of various ownership patterns mm 1998

Parameters Amount of| %
enterprises
Enterprises of all patterns of ownership registered n | 14234 100
city, total, mcluding
State 925 65
NGO 811 57
Municipal 399 28
Private companies (all patterns of ownership) [ 10007 70 4
Amount per thousand residents 163
Jomt ventures and foreign enterprises 569 39
Busimessmen without forming juristic person Amount|17679
per thousand residents
28 8
Mixed Russian 1523 107

Table 1

In the content of city business activity private enterprises have a smaller stake 1n
comparison with other cities 1n Russia On the average mn Russian cities the amount of
private enterprises of all patterns of ownership per thousand residents makes 16 7, whereas
i Khabarovsk this figure 1s 16 3 The data for comparison for Russian cities 1s taken from
article by A A Vysokovsky «Indicator-based planming» published in proceedings
«Monittoring parameters of reform m the area of land and real estate of Russian cities»,
published 1n Moscow by the fund «Institute of city economy», 1998

There 1s distinctly depressed (against the background of other cities with population less
than 500 thousand) level of businessmen who did not incorporate company in a formal
way In Khabarovsk this parameter amounts today to 26 8 % per thousand the residents, the
same parameter for National cities equals to 38 5 %, which 1s indicative of rather low
business activity in the city

The sigmficance of separate factors for functioning and developing enterprises of various
patterns of ownership 1n Khabarovsk Kraj 1s ranked in Table 2 Each factor in Table 2
presented 1n rank form The data were obtamned from Far East Research Institute of
Macroeconomic Market of the Russian Federation

Table 2
Factors State property | Corporate |Private
property
Availability of cash resources 1 1 1
Competent director 3 2 3
Qualified personnel 2 3 2
Consistent managing team 4 4 6
Team spirit 5 6 4
Reliable legislative base 6 5 5
Availability of social guarantees 7 7 7
Booz Allen & Hamilton
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[+,2]

Correct marketing and sales strategy 8

Conformity of production with|9 9
mternational standards

Most 1mportant to all enterprises 1s the factor of availability of cash resources In jomnt-
stock companies, 1n opmnion of the experts, the problem of management 1s quite important
The lack of competent directors and orchestrated work 1n the team were also put down
The discrepancy between the legislative base was detected, its mmperfection was
commented on by representatives of private business

The state and private enterprises badly require to be stuffed with qualified personnel

Measures on optimizing expenditures of budget means
in the area of culture and education
Under conditions of extremely complicated situation in economy 1ssues dealing with social
protection of population become more important
In order to stabilize providing education services under conditions of underbudget funding
the Management of education has developed the measures to economize budget means (see
Table 3) The data have been taken from the Department of economy and mdustral

development of Khabarovsk City
Table 3
Measures on reduction of budget means mm 1998

Program Economy,
thous RR
Updating lists of staff and control of compensation fund 54096

Closing 1ncomplete groups in preschool educational establishments and
their reorientation

208 2

Ordering meal practice for respective school children 112900
Closing within one year 8 preschool educational establishments 490 6
Ordering subsidies and benefit structure 609 6

Reorganization through merging, reducing amount of classes via
increasing the number of pupils to optimize educational network

2469

Transition of groups m preschool educational establishments to 105
hour stay

2607

TOTAL economy

185156

The final economy from implementing these measures was about 18,515 6 thousand RR
The plan of measures for 1999 1s n place The expected economy will make 58,6126
thousand RR

A network of 143 culture establishments having different departmental line of reporting
was developed at the territory of Khabarovsk In 1998 the network provided services to
460 thousand citizens

The budget funding of the culture branch 1s maintained at the level of 0 8 % of the city
budget within the last two years
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In 1998 culture establishments were funded at the level of 78 5 % The data was obtained
from Department of economy and industrial policy of Khabarovsk City

It 1s shown 1 Table 4
Table 4

Expenditures Plan Cash % of plan

expenditure | enforced

s (actual)
Compensation 3609 6 29619 758
Compensation accruals 21345 1659 6 778
Office supplies, subscription, books 300 - -

5800 4770 822

Communal services charges 4126 0 31294 758
City events 8190 8160 996
Child rooms - 1097 -
Purchase of equipment 800 450 562
Overhauling 4910 356 0 727
Others 70 - -
Total 121740 9554 6 78 5

The economy of expenditure items took place because of underfunding of the branch n
1998

As of January 1, 1999 accounts payable amount to 2,549 0 thousand RR or 39 4 % more
than for the same period of the last year

Analysis of the social and economic situation 1n Khabarovsk shows, that the social sphere
n the city economy 1s underfunded At the same time the social sphere m budget structure
makes 44 %, including education (26 %), public health services (11 %), culture and youth
policy (1 %)

To optimize budget expenditures mn social sphere 1t 1s required to develop a balanced
program constituting the following elements

1 Development and implementation of principles of self-financing

2 Realization of complex mnventory and evaluation of the fixed assets

3 Development and imtroduction of modern technologies of anti-crisis management,
mncluding adaptation of bankruptcy to local situation
4 Development and use of modern models of work compensation
5 Development of system of fast account and control of spending

The evident example of mefficient use of the Law of the Russian Federation on bankruptcy
can be provided by the municipal enterprise «Central recreation park»

In composition of the admumstration of Khabarovsk City there 1s no insolvency
(bankruptcy) service available, therefore the i1ssues dealing with insolvency are addressed
by the Department of municipal property of Khabarovsk administration As a result of

Booz Allen & Hamilton

Khabarovsk Technical Assistance Report
42

47



USAID/Moscow Regronal Public Finance Investment Project
Final Report

missing exchange of information between the regional committee on mnsolvency and
Department on municipal property the required measures to 1mtiate hearing on bankruptcy
were not carried out with respect to above enterprise This has resulted in mcrease 1n
accounts payable from 190 thousand RR m 1996 to 875 thousand RR 1n 1998

Thus, the delayed replacement of inefficient management of the municipal enterprise
«Central recreation park» (heremafter — SE «CRP») has resulted 1n the losses in amount of
685 thousand RR

Only on November 4, 1998 by the order of the Khabarovsk mayor No 1059-r the municipal
enterprise was liquidated and setting up a hiqudating commussion The commuission worked
for about two months before imitiating the court hearings on bankruptcy

The award made by arbitration Court of Khabarovsk Kraj dated February 24, 1999 on
hearings No And - 73-241/11-99 declared company SE «CRP» insolvent (bankrupt) and
opened the bid for managing company This decision m turn has resulted in unplanned
expenditure of the sum of 44,283 RR from the extra-budget fund of liquidation of the
municipal enterprises on the basis of the order of the mayor No 141-r dated February 23,
1999

Thus situation could have been avoided, 1f the Regional commuittee on bankruptcy together
with Department of municipal property control had mmitiated court hearings on bankruptcy
correctly setting out the bankruptcy procedure, namely, introducing external management
External management of enterprise property 1s the procedure aimed at retaiming operations
of the enterprise The external management 1s mtroduced at the enterprise by award of
arbitration court on application of the debtor, proprietor of the enterprise or creditor, and 1s
implemented through the transfer of management functions to arbitration-appointed
manager The external management 1s introduced for the term of 12 months with potential
extensions for extra 6 months

Advantages of introduction of external management at the enterprise consist in the
following

1 From the moment of mtroduction of this procedure the moratorrum 1s introduced on
requirements of the creditors Thus, the moratorium 1s applicable to all debts of the
enterprise, which became due before introducing the external management

2 There 1s an opportunity to reveal all reserves associated with business of the debtor, and
to arrange for effective management process

3 This procedure deals with reorgamzation and does not result in liquidation of the
enterprise, which 1s an important social - psychological factor

On the basis of above comments 1t 1s possible to propose the following plan of measures to
resolve SE «CRP» crisis

To change the bankruptcy procedure introducing external management

To develop the business - plan of external management

To examme varnants of financing, including that of 1ssuing municipal loan

To apply the system of guarantees and privileges for potential investors

To apply the lease approach to mstall new attractions

To carry out marketing research and examune the experience of attraction business

Under conditions of crisis economy the exceptional importance 1s attributed to 1ssues
dealing with obtaining information on activity of enterprises and timely taking measures on
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the basis of information submitted Therefore, one of top priority tasks to be resolved m
city, and 1n Kraj deals with development of uniform information base contaming real time
information on the status of the whole economic complex

The data about accounts payable and receivable was provided by the Far East Research
Institute of Macroeconomic Market of the Russian Federation

Table 5
Accounts Payable and Receivable mm Branches of National Economy of Khabarovsk
on January 1, 1998
(bln RR)
Industrial Accounts
Branches
Payable Recervable Excess of accounts
payable over
recervables
Industry 1204 8 5965 608 3
Transport 8803 464 8 3855
Construction 661 3 5600 1010
Agriculture 910 36 874

Now m majority of enterprises of Khabarovsk accounts payable dominate recervables
Simular situation should result 1n a wave of bankruptcy, however 1t does not occur In the
whole of Khabarovsk Kraj during the term of validity of the law on bankruptcy 144
enterprises of various patterns of ownership were subject to this procedure That number
makes only 2 % of the overall number of enterprises exposed to bankruptcy hearng in the
Russian Federation as of January 1, 1998 Thuis deals with the fact that in Khabarovsk Kraj
the offset practice 1s quite popular However, this approach complemented with barter
results 1n increasing production cost and decreasing competitiveness of products

Law of the Russian Federation in msolvency 1s meant to improve the financial status of
enterpnises However, the real benefit from bankruptcy measures 1s obtained now not by
the budget, but rather by commercial creditors of enterprises - debtors In many respects
this 1s connected with absence of properly developed techniques accompanying bankruptcy
procedures

Within the framework of the long-term technical assistance the search of ways to reduce
budget expenditures based on social vahidity and economic efficiency can be continued
Such an approach will ensure integrated approach to solving problems of management of
public finances in Khabarovsk Kraj
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Attachment 8

Letter from the Vice Governor of Khabarovsk Kraj

USA Agency for International Development
Mrs Angelina Gurkina
Projects Manager

Copy Mr Bharat Bhargava
Head of project
«Regional Public Finance and Investment»

On coordination with admistration of Khabarovsk Krajy the work on project
«Regional Public Finance and Investment» stayed focused on topic
«Streamlining the Methods to Develop and Approve Regional Mimimal Social
Norms» It was n this Oblast that the short-term technical assistance on the part
of experts from Booz * Allen and Hamilton was provided

Within the framework of above project the important positive results were
achieved Among them 1t 1s necessary to particularly mention the following

1 Practical importance of the «Round table» conference that allowed

To study the experience gathered in other regions to develop and establish the
mummal social standards and norms of the minimal budget funding, specifically
in the cities of Ekaterinburg and Tomsk The documents on judicial history
mnvolving federal entity and mayor's office in the Oblast of application of
regional mimimal social standards were especially informative Discussion of
experience of Ekaterinburg will allow avoiding mistakes and conflicts at the
stage of completion of admimistration bills in Khabarovsk Kraj on thus 1ssue,

e To determme the priority direction of work aimmed at completion of
administration bills to be 1ssued in Khabarovsk Kraj ,

e To get access to foreign experience in the Oblast of application of social
standards i budgeting practice and rely on 1t while choosing the approach to
develop social standards and ways of their funding 1n Khabarovsk Kraj

2 The expert committee mvolved 1n the project proposed new wording to laws
«On State Mimmal Social Norms m Khabarovsk Kraj» and «On Temporary
Norms of Mimimal Budget Funding 1n Khabarovsk Kraj» that calculations for
essential changes and additions introduced mto the text of laws accepted m the
first reading by the Legislative Duma of Khabarovsk Kraj

As a result of analyzing the data and generalizing the material gathered
economic expertise and legal appraisal was conducted relative to above
administration bills drafted by Khabarovsk Kraj admimstration The proposals
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were made to improve the technique to account for the mimimal social norms and
norms of the mimimal budget funding

3 Undoubtedly, the mformative materials and documents reflecting Russian and
foreign experience in the Oblast of establishing and applying social standards
(effective laws of Sverdlovsk, Irkutsk, Omsk, Perm and Tomsk oblasts, those
enacted 1n the cities of Ekaternburg, Tomsk and Novosibirsk addressing the
mummal social standards and mimimal budget funding 1ssue, as well as similar
practice used 1 a number of British and American cities to account for social
standards at the budget drafting stage) are of ultimate importance The
documents and matenials provided by the expert commuttee involved in the
project will be used m activity aimed at drafting bills in Khabarovsk Kraj
rendering effective support to Krajy administration and Legislative Duma

Involving lnghly skilled experts fanuhar with different subjects made 1t possible
to arrange for comprehensive evaluation and analysis of social standards and
ways to develop social standards in Khabarovsk Kraj

Accounting for substantial practical assistance rendered by the expert commuttee,
the Administration of Khabarovsk Kraj was bound to proceed with work under
the project «Regional Public Finance and Investment» on the basis of long-term
cooperation

The Administration of Khabarovsk Kraj considers the assistance mn resolving
problems dealing with terbudget relations between Kraj and city
administrations as a major domamn of the long-term cooperation The
administration of Khabarovsk Kraj supports the idea to continue the current
activity with the Admimstration of Khabarovsk City essentially expanding and
deepenming the scope of work Simultaneously, Khabarovsk Kra; Administration
considers 1t expedient to go ahead with similar actrvity m the city of
Komsomolsk-on-Amur - the second-largest and economically important city of
Kraj Comparing the results to be obtained while applying above approach to the
cities of Khabarovsk and Komsomolsk-on-Amur will be especially interesting

The Administration of Khabarovsk Kraj also proposed to investigate the budget
process using the most typical Vanmno region at example In opmion of
Administration the process of streamlining budget relations should also involve
heads of township and village administrations of the region This work 1s second
in rank according to the Khabarovsk Kraj Admunistration The experience
compiled during the Vanino region studies can be highly important for the whole
Kraj, taking into account the opportunity of making 1ts use throughout other
oblasts Dissemination of experience to be gathered can be made in the form of
traming seminars to be held for adminstrations of other oblasts, villages and
townships

The overall logic of the long-term technical assistance 1s based on developing
activity starting with establishing procedures to coordinate interests of Krajy with
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those of municipal administrations accounting for transparency and openness of
the budget process with subsequent transition to optimizing taxation retaining
stimuli to develop further the municipal administrations providing budget
revenue Within the framework of the project one can explore the ways to reduce
budget costs based on social parity and economuc efficiency Such an approach
would ensure a comprehensive approach to resolving problems of managing
public finances in Khabarovsk Kraj

The administration of Khabarovsk Kraj considers 1t appropriate to continue
working with the expert committee that had proved its class within the
framework of the short-term program of technical assistance «Regional Public
Finance and Investment», and emphasizes, that cooperation with the United
States Agency for International Development 1s of ultimate practical value for
Kraj and city administrations

Alexander Levintal
Vice Governor and
Chairman of Economic Committee
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Attachment 9
Letter from the Mayor and Head of Finance of the City of of Khabarovsk

USA Agency for International Development
Mrs Angelina Gurkina
Projects Manager

Copy Mr Bharat Bhargava
Head of Project
Regional Public Finance and Investment

Within the framework of the short-term technical program to assist Khabarovsk Kraj
under the project «Regional Public Finance and Investment» Booz ¢ Allen and Hamilton
Inc expert committee was nvolved 1n streamhining methods to develop and enact
regional minimal social standards

The expert group was composed of
-Mrs I V Abankina, head of group,
- Mr David Jones (USA),

-Mrs E V Kushtanina,

-Mrs N I Sudakova,

-Mr D L Gudkov

The work of the group entailed orgamzing and conducting the «Round table» conference
addressing 1ssues of sharing experience gathered mn various regions of Russia on setting
regional minimal social standards and norms of mimmal budget funding

The «Round table» appeared to be very useful from the practical standpomt providing an
mnsight into the problems faced with development and application of social norms
Sessions of the «Round table» brought about a wide exchange of ideas between the
experts of Khabarovsk Kraj, the City of Khabarovsk and those from other oblasts -
Ekaterinburg and Tomsk The report of Mr David Johns on foreign practice
application of social standards was attended by the audience with high interest

Materials and documents compiled 1n other oblasts (Sverdlovsk, Irkutsk, Omsk, Perm and
Tomsk) with participation of the Association of Siberian and Far East cities were
distributed among the conference attendees The experience compiled in the regions
chosen for the reference reasons i1s undoubtedly of high value for Khabarovsk due to
simularity 1n basic characteristics of social, economic and territorial development

Short hand minutes of the «Round table» sessions gave an additional opportunity to

analyze and study the experience compiled in the Oblast of setting mimimal social
standards
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Expert group of Booz * Allen and Hamilton Inc has prepared the economic and legal
expertise of administration bills of Khabarovsk Kraj 1 the Oblast of mimimal social
standards and norms of the mimmal budget funding On the basis of processing the
information obtained essential improvements and additions to administration bills were
proposed A number of suggestions to streamline the techmique to calculate and mimmize
above norms was made These proposals are important to bring down budget costs that
today pose one of the most important i1ssues m achieving a balanced financially
meliorated municipal budget

Particularly, 1t 1s necessary to emphasize the high professional level of commuttee experts
involved 1n the project, as well as practical importance of results obtaned We are
interested m further working along the guidelines of the cooperation program on the long-
term basis

From our standpoint the following oblasts of the long-term technical assistance within the
«Regional Public Finance and Investment» project appear to be most important

1 Streamlmmg budget process in Khabarovsk.

- Within the framework of this section the development of ways to achieve a balanced
budget 1n Khabarovsk, improving budget relation between the city and constituting city
regions, Increasing economic responsibility of city regions, setting up conditions
stimulating regional development on the self fund basis within the framework of
coordinated unified city financial policy 1s of special importance

- Streamlining model relations between the city and its constituting regions as a base
model to resolve problems of interbudget relations i Khabarovsk Kraj

- Study the experience gained in American cities on finding solutions to the problem of
managing municipal finance, attributing a special attention to relations between the city
and 1ts administrative regions in budgeting process

2 Management of financial resources

Developing this topic the basic direction mught deal with defimng ways to reduce budget
cost on the basis of planning, evaluating and analyzing specific cost-intensive items
Above direction can account for results obtained within the framework of the short-term
technical assistance program aimed at streamlining methods to develop and enact the
mimmal social norms

3 Increasing budget revenues

This domam 1s associated with the studies of modern methods to estimate city tax
potential These studies can be conducted in reference with available American and
Russian experience The special interest deals with modeling budget revenues using
economic-mathematical methods

Booz Allen & Hamilton
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From the long-term cooperation perspective it 1s obviously important to retamn the
practical side of future developments, which was present at the short-term techmical
assistance stage An exchange of experience between regions of Russia could become one
of forms of co-operation In the wake of exchanging such an experience 1t would be
useful to work closely with Association of Siberian and Far East cities Relevant studies
as well as projection of foreign experience to arrange for transparent and open budget
process for Khabarovsk City are highly interesting

In order to arrange for fruitful cooperation on the long-term basis the admimstration of
the City of Khabarovsk 1s ready to set up a focus team composed of employees of
Financial department to support the project

Giving high appraisal to results of the short-term techmcal assistance program
accomplished within the scope of the «Regional Public Finance and Investment» project
and considering 1t as the first step towards long-term cooperation, we express gratitude to
the USA Agency for International Development for support rendered

Vice-mayor of Khabarovsk city Valerie Kazachenko
Head of Finance Department Andrew Chukalkin
Booz Allen & Hamilton
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Attachment 10
PAGE 1 of the Materal Provided on
FINANCIAL ACCOUNTABILITY FOR STEWARDSHIP
David C Jones
1 In principle, requirements for financial accountability in the public sector are, quite properly,

very demandimg The law usually provides for national, state (or provincial), local and
public utility authorities to provide many important services on a near-monopoly basis
These services are provided from funds which have been (or will be) exacted from the
public, by taxes, fees and charges Failure to pay such revenues often brings dracoman
penalties, such as loss of a vital service (e g water supply), se1zure of property, fines and
possible imprisonment

2 In return, the public recerves good, mdifferent, bad or no services, about which, as
mdividuals, they can do very little, except to complain

3 To provide services, public sector institutions commut revenues to the acquisition of a
variety of assets, including land, permanent works, buildings, equipment and materials
Many of these assets have very long working lives, some may be used up quickly
Whatever their nature, the public has a nght to expect that they will be properly maintained,
used, accounted for and renewed Fixed assets will often be financed by the raising of long-
term loans, thus commutting the public to pay higher taxes and charges over many years, to
service the debt

4 For some governments, especially central governments, public indebtedness 1s exacerbated
by deficit budgetary financing Thus 1s increasingly being revealed in the local governments

of newly-emerging mmdependent states, such as those in Eastern Europe and the Russian
Federation

5 In addition, public sector mstitutions obtain short-term credit from banks and suppliers,
pledging, mn effect, future revenues towards repayments They also grant credit to mdividual
taxpayers, service users and staff, putting revenues obtamned from the public at considerable
nsk Sometimes, indeed, this credit 1s never recovered - or else 1ts recovery 1s achieved only
at significant public expense, for legal fees and loss of interest on the money commutted

6 Finally, funds which remain temporanly unused are at risk of bemng mismanaged, poorly

mvested, lost, stolen, or diverted to improper or 1llegal purposes, by corruption and abuse of
power or authonty

Booz Allen & Hamilton
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TECHNICAL ASSISTANCE IN

SAKHALIN

I Overview

The team of four BAH consultants and a professional translator/interpreter worked for
two and a half weeks m Sakhalin Oblast to provide additional and alternative insight 1n
the budget process Team members worked in three city locations Yuzhno Sakhalin,
Makarov and Tomar: The team also worked with three categories of officials Oblast
administration (including several departments), Oblast Duma and city administrations

The objective of the projects was to provide technical assistance on the protracted budget
process and assist the regional and local governments with methods, techniques and
recommendations developed in other regions of Russia and from the international
experiences of both transitional and western economies

The team delivered this transference of knowledge through discussions, seminar,
demonstrations and summary reports The 1ssues were particularly relevant because the
1999 budget was still being argued and debated everyday while the team was there In
addition, the team discussed and clarified the list of longer-range technical needs and
assisted integrating these requests into a highly feasible and useful technical assistance
program

II Technmical Assistance Project Objective

The purpose of the technical assistance project was to follow up on the introductory
conference held in Khabarovsk and introduce elements of a more rational and
constructive budget process (including public investment) to the Sakhalin Oblast and the
Sakhalin cities The team members understood that they were entering into a three way
political, financial and admimstrative fray that has been argued from the Supreme Court
to the daily media on Sakhalin The desired outcome was to strengthen understanding on
how the budget and finance functions could more positively contribute to the future of
Sakhalin and to prepare the region for the receipt of additional revenues from its offshore
development

III Team Members and Their Roles

e Albert R Sharp, Jr who has extensive experience in local government management
and public budget reform served as team leader and focused on policy decision
making and transparency issues

e Marina V Maslova, an assistant professor mm computer sciences, adapted and
demonstrated the Municipal Budget Analysis and Transparency Model She utilized
her extensive experience in financial calculation and computer support, was

Booz Allen & Hamilton
Sakhalin Technical Assistance Report
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constructive mn demystifying the process of automated budget and fiscal analysis and
demonstrated how a model could be used as a tool

Boris L Rudmk, who was on leave as head of the budget section of the Economic
Department, Presidential Admimstration of the Russian Federation, and has broad
experience on budget requirements of higher levels of government and fiscal
decentralization, focused on the governmental mechamsm for making the budget
process more effective from a policy framework

Vladimir Pusharev, head of the Siberian Academy of Science’s laboratory for the
Institute of Economics and Industrial Engineering (IEIE SB ASR), who has extensive
experience mn applied research, was responsible for the analysis of economuc
conditions of two distressed cities in the Oblast

Galina V Zhdan, staff member of the Siberian Academy of Science’s of the Institute
of Economics and Industrial Engineering (IEIE SB ASR), with her broad experience
as a regional economist worked actively with the Novosibirsk Oblast administration,
contributed to the analysis of the two distressed cities, and shared budgetary
techniques used 1n other regions of Siberia

Irma V Moldavan, professional mterpreter and translator, facilitated the flow of
mformation and ideas between and among the team members and the Sakhalin
officials

IV Technical Assistance Project Components

A

Municipal Budget Analysis

Analyze selected municipal budgets m the Sakhalin Oblast to provide a basis for
establishing which cities have sustainable economic viability Use an analytical model to
demonstrate the use of economic projections and budgetary trend analysis to determine
the need for continuing financial subsidies from the Oblast budget

Recipients There were two activities under this component

1

2)

The Cities of Makarov and Tomar1 were selected by the Oblast officials as the
two cities that were most distressed by the recent events and that would not
receive any direct benefits from the forthcoming petroleum production The
Administrations from both cities were supportive and cooperative with members
of the team

The City of Yuzhno Sakhalin was also selected by the Oblast Duma
representatives as the best site to demonstrate the capacity of the mumcipal
Budget Analysis and Transparency Model The City was selected because of 1ts
willingness to cooperate and because the existing municipal model could not be
demonstrated with oblast financial and budgetary data

Booz Allen & Hamilton
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Delivery The two activities were Conducted as follows,

1) The two team members who journeyed to the two northern cities engaged the
local admimstration officials 1n the research that they were conducting The
primary recipients were the Oblast officials who received the information at the
closing semunar and who recetved a copy of the wrtten report and
recommendations [See Attachment 3]

2) In Yuzhno Sakhalin any and all data needed was still in a paper format Much
time was used seeking out appropriate information and entering the data
preparation for the test demonstration The model was demonstrated at the final
semnar and engendered a great deal of interest and discussion

The techmical assistance offered mmsight into the distressed conditions of the cities of
Makarov and Tomari and offer recommendations on courses of actions consistent with
the traditional economic policies Proposals had been floated that ranged from merging
the cities with their neighbors, to abandoning the cities and relocating the population
None of these were founded on Russian law or 1n the practical economic conditions of
the oblast The report in translation 1s included 1 Attachment #3

Value to the region/city The following value was offered by this component

1) The value of the two-city study to the Oblast officials was to reinforce the fact
that there 1s objective information available even on the most distressed
communities and 1t 1s 1n the best public good to use information before taking
public action

2) On the demonstration of the model everyone mn the room perceived the value of
the tool Each admimstrative umit asked for further information and additional
demonstrations to a larger audience 1n their circles

Feedback from Recipients Analytical budget models for both the mumcipalities and for

the Oblast were urgently requested as part of the follow-on technical assistance [Note
See attachments with requests from Yuzhno Sakhalin and Oblast Duma }

B Budget Restructuring and Conflict Resolution

To a very limited degree, analyze the current draft of the 1999 Oblast budget, being
mtroduced in early March 1999, and provide input on the budget process and the uses of
the budgetary and extra-budgetary funds, working with the oblast administration and
Duma budget commuttee at the same ttme The concepts of efficiency, effectiveness and
transparency would be reviewed

Recipients The recipients 1n a very limited basis were many of the same players in the
ongoing budget conflict oblast administration, city adminstration and oblast Duma
representatives The fact was that they were still in contention about the law, 1ts

Booz Allen & Hamilton
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mterpretation, the facts, the budget figures and the cause and blame for the declining
fiscal resources and relationships

Technical Assistance Delivery The himited technical assistance was shared through
discussion and recommendations in the final seminar Members of the team looked at
budget compliance 1ssues with both Russian Federation and regional legislation Mr
Rudnik’s report found in Attachment #4 makes the case that while the oblast budget
meets the letter of the law, 1t could be more informative and useful if commentary was
mcluded It 1s symbolic that during this time the regional newspapers covered the budget
arguments but no real substantive information about the proposed budget

It was found that routine financial information 1s not readily available in any easy to use
format Information is not retained for future retrieval and analysis There 1s Iimited
analysis on the expenditure side of the budget and excessive attention 1s focused on
allocation of revenues and transfers

The team’s presence 1n no way influenced the political controversy surrounding the
passage of the budget The budget still had not been adopted by April 24™ when the team
left Sakhalin The team was able to maintain contact with all parties and continue a
dialogue on needed changes for the future

Value to the region/city The various public officials gained heighten awareness that there
needed to be work on other levels rather than just on the political

Feedback from Recipients Individual leaders were enthusiastic about trying to take steps
to break the impasse

V Issues and Obstacles

The timing of the technical assistance visit was somewhat unfortunate — being right in the
middle of the final budget decisions The team arrival followed a protracted struggle
over the appropriate allocation of resources and the responsibility for additional revenue
generation During the first half of the visit, there were significant power and heat
outages In a series of new paper articles the Governor blamed the City and the Mayor
blamed the Oblast for failure to pay for the coal at the generating plant Groups of
citizens protested the lack of services

There seemed to be two camps the Oblast Governor, his administration, and a slim
majority in the oblast Duma, vs the City Mayor and the minority leadership of the oblast
Duma The 1ssues centered around the competition for power, traditional vs reformist
governance and budget, and perhaps something of personality

The team was able to function by remaining impartial and meeting which each of the

parties separately The result was that the recommendations for technical assistance were

delayed and more proscribed Other departments were not so deeply involved mn the
Booz Allen & Hamilton
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budget or its passage through the regional Duma The greatest potential impact will be
sensitizing the administrations to the potential rewards from multi-jurisdictional
cooperation and collaboration

VI Achievement of the Overall Objectives of Technical Assistance

The overall project was a success m pomting out the need for greater budget
normalization and rationalization of the process The team was able to 1dentify the policy
implications through the studies conducted and attract the attention with the use of
analytical tools

The points that were emphasized included the following

The Quality of decision making would improve with the use of increased and better

analytical information

If 1t were possible to agree on a factual base, the political differences would be argued

at a policy level

There 15 a critical need for transparency — first, for the Duma members themselves,

second for other levels of government and then for the public

Public suspicion and apathy 1s fueled by not only the lack of understandable

information about the budget, but also the complete lack of appropriation control,

monitoring and accountability for major capital investment projects

The foundation of local democracy 1s weakened when the Oblast admimstration

ignored duly enacted budgetary legislation

The era of allocation of scarce resources could be replaced by the era of opportunity,

if the regional and local government could make structural changes in the budget and

1nvestment processes and practices

These structural changes vary with each unit of government, but the common goal 1s

to have each government operate more efficiently, effectively and transparently

Such changes build public and investor confidence and are the keys to public service

stability, governmental predictability and economic development

While certain members of the government and admimstration understand the need for

budgetary and fiscal reform, in-service fraining 1s needed to enable any policy level

resolution

Most specifically

1 The Oblast Duma saw the need to train 1ts own members and provide them with
better and more tumely budget information

2 The Economics Commuittee recogmized the need to build oblast —wide
understanding and support for the investment and economic development
programs

3 The City admimstration saw the need to reform its own processes to better
exercise local imitiative

Booz Allen & Hamuilton
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VII Key Contacts

Vitaly N Elizariev — Director General, Department of Foreign Economic
Relations, Administration of the Sakhalin Oblast

Serge1 A Ponomarev — Deputy Chairman, Sakhalin Oblast Duma

Natalya M Novikova — Director, Finance Department, Sakhalin Oblast,
Administration

Fedor I Sidorenko — Mayor, the City of Yuzhno Sakhalinsk
Gennady E Finkelman — Advisor to Deputy Chairman, Sakhalin Oblast Duma

Oleg P Koniukh — Deputy Chairman, Economics Committee, Sakhalm Oblast
Administration, Director of the Investment Department

Irma Zin — Chair of the Council, Director of the Center for the Public Imtiative
Support, [Sakhalin oblast public orgamization for the support of public initiative],
“Open World”

Rodion Avtonomov — Director, PR department, [Sakhalin oblast public
organization for the support of public imtiative], “Open World”

Anna Romanova — Deputy chair of the Council, chief accountant and consultant,
[Sakhalin oblast public orgamization for the support of public mmitiative], “Open
World”

Michael Allen — General Director, American Business Center, Yuzhno Sakhalinsk

Andrew Wilson — Coordinator, Regional Investment Imtiative, Russian Far East

Booz Allen & Hamuilton
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Attachment 1

Final Seminar Quthne

April 21, 1999

Regional Public Finance and Investment Project
USAID purpose

Commitment through Regional Investment Initiative (RII)
Booz Allen & Hamilton - contractor

Seminars n Samara and Khabarovsk

Short term assistance demonstration — Catalyst

Sakhalin — Regional and Mumicipal Budgeting
1 Economic Analysis of two cities - Makarov and Tomarn

2 Partial demonstration of Budget Analysis and Transparency Model with Yuzhno
Sakhalinsk data

3 Rewview of current state of the budget process

4 Recommendations for future cooperative initiatives

Tale of two cities - Makarov and Tomar:

by Viadimur M Pushkarev and Galina V Zhdan, Institute of Econonucs and Industrial
Engineering

1 Evaluation of the general economic situations — current status

Booz Allen & Hamilton
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2 Understanding the problems
3 Evaluation of development prospects including
e evaluation of the proposed projects

e recommendations to resolve problems

e evaluation of the budget opportunities, potential revenue sources

e tax policy in terms of own tax base creation potential

Budget Analysis and Transparency Model
Background — Al Sharp
Demonstration — Marina Maslova

Module “City”

Input data
Denivative documents
Extrapolations

Module “Plan” (budget projections)

Trend analysis of municipal budgets
Graphic display of data

Use as policy decision aid and for creating public transparency documents
Intergovernmental fiscal relations

Introduction of tools -Galina Zhdan

Booz Allen & Hamilton
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Sakhalin oblast budget process in terms of transparency - Boris Rudmnik

1 Analysis of the effective and drafted legislative and other budget regulating
legal acts of the Sakhalin oblast

2 Identifying problems and developing recommendations

—~—

Policy Implications — Al Sharp
Quality of decision making
Public Suspicion and Apathy
Foundation of local democracy
Transience of politicians
Allocation of scarce resources
Control of bureaucracy

Key to stability, business investment and confidence

Recommendations for future cooperative initiafives
Governor and admimistration
Representatives of Oblast Duma
City Admimistration

Questions / Answers — Discussion

Booz Allen & Hamilton
Sakhalin Technical Assistance Report
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Attachment 2

FINAL SEMINAR ATTENDEES
Aprl 21, 1999

Oblast Duma Control and Auditing Chamber

Dutsenko, Alla Vyacheslavovna — Chair
Kiseleva, Ludmila Aleksandrovna — auditor
Reginskaya, Antonina Vassilievna — auditor

Duma Legal Department

Soskova, Ludmila Stepanovna — deputy director
Penyaz, Tatyana Yurievna — head of division
Maltseva, Galina Petrovna — consultant

Yuzhno Sakhalinsk Finance Department

Kaneva, Natalia Alexandrovna — senior economist, revenue planning drvision

Oblast Finance Department

Novikova, Natalya Mikhailovna —Director
Rudova, Elena Mikhailovna — deputy director

Oblast Duma

Ponomarev, Serger — Deputy chairman, Oblast Duma

Finkelman, Gennady Emilievich — advisor to the deputy chairman of the Oblast Duma
Nazarova, Ludmila Arsentyevna — consultant of the Oblast Duma Commuttee for budget,
finance, taxes and banks

Lee, Elena Valeryevna — consultant of the Oblast Duma Commuttee for budget, finances,
taxes and banks

Booz Allen & Hamilton
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Attachment 3

Evaluation of Potential to Overcome Economic Dechne
m Makarov and Tomar1

by V M Pushkarevand G V Zhdan

The regions under study belong to those having the lowest development status in
Sakhalin oblast It 1s evidenced by economic, demographic and social indices For
example, recession 1n industrial production 1n these regions during 1995-1997 amounts to
26 8% 1n Tomari and 73 8% 1n Makarov region whereas the overall reduction of
production i the oblast totalled 11% Unemployment level (expressed as a percentage to
employable population) was 30 2% and 29 8% respectively compared with 8 3% for
Sakhalin The salary level was less than 75% of the Sakhalin average Local budget
provisions were also much lower for Makarov region - 54%, for Tomar1 region - 49% 1if
contrasted to the average oblast budget During the last two years the town-forming tax
base 1n these regions was virtually dissolved mines and cellulose-paper plants were shut
down (These enterprises used to give jobs to more than half of employable population
supplying local budget with revenues) This triggered migration processes, most educated
and qualified people were the first to resettle The problem of lack of specialists grew
acute According to the Head of Administration Makarov region, the deficit of qualified
managers was one of the principal problems now In 1ts turn this becomes an obstacle for
restructuring regional economy and development of new town-forming tax base

It should be mentioned that the option to retain the town-forming tax potential, at least
partially, was available in these regions First of all, 1t was true for cellulose paper plants
Their production due to artificial maintaining rouble-dollar exchange rate became non-
competitive at the international market As 1t was evident that some day the rouble would
“slide down” rebounding demand for production of these plants, the regional government
bodies should have exempted these enterprises from paying all taxes 2-3 years ago If it
were accomplished about 3,000 jobs would have been saved, 2 electric power stations
and other infrastructure facilities that were kept in books of the paper plant would have
remained operational, and taxation base would have been restored m full after the last
August’s crisis Unfortunately, this was not done and now regional as well as local
authorities make a lot of efforts and spend funds to find ways to overcome economic
depression 1 these and some other regions In so doing, the new town-forming tax base
of the regions has to be formed However, 1t 1s extremely difficult to accomplish given
high tariffs for electric power, railroad services and strong deficit of financial resources

The reasons lying behind the low production efficiency in oblast and above regions can
be divided 1nto those typical for all distant northern territories and specific ones

Booz Allen & Hamilton
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The following reasons can be considered as typical

- relatively high regional northern hardship coefficient applied to salaries,
- inflated system of benefits under pension legislation, leave package, etc,
- monopoly-set prices for transportation and electricity

Specific cost-intensive elements are as follows
- monopolistic tariffs for regional railway services,
- transportation tariffs introduced at the Mainland - Sakhalin Island shoreline

The same reasons n our opinion bring about low production efficiency in the regions in
question However, business closing have elimmated problems of efficiency for certain
companies but led to even more serious problems

- finding jobs for unemployed,

- mugration of families to more developed areas and creation of jobs under conditions of
economic recession and unemployment

Thus, the problem to overcome economic depression in these regions gets reduced to the
search, development and activation of the “nodes of growth”, allowing to create a new
town-forming tax basis Naturally, under current conditions only small companies can
play the role of such “nodes”, as small investment and little time 1s required to set them
up Moreover, they are more flexible in ever changing business environment, can be
easily re-adjusted to another business It 1s necessary to focus the economy on processing
raw materials, manufacturing finished products intended to saturate the market mn the
central and northern parts of the oblast and goods to be exported

Analysis of municipal budget tax base of Makarov and Toman

In 1998 the narrow tax base in Makarov region was almost halved 1n comparison to the
previous year because of shutting down the town-forming companies Having only 2-year
tax statistics we can assume that decline in Tomar region took place earlier In 1998 1n
Makarov region the profit tax shrank almost by a factor of 3, implying that the company
shut down were still profitable

In Tomar region the drop 1n profit tax amounted to about 40% In 1998 in Makarov
region collection of excise tax sharply shrank which was indicative of decrease m
production of excise-taxed goods, property tax was 5 times as low Taking into account
inflation such a decrease in taxable and non-taxable revenues can be viewed as a
downslide

In 1998 the decrease of taxable and non-taxable revenue continued in Tomar: region but
at a much slower pace In comparison to 1997 all taxable and non-taxable income 1n this
region reduced by only 2% Since 1998 budgets in these regions were more or less the
same, one must suppose that the collapse happened earhier

Booz Allen & Hamilton
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Aganst the background of these negative trends one can mark a certain growth 1n income
tax 7% i Makarov and about 30% 1 Tomarn region despite widening tax relief (2 fixed
minimal salaries were deducted from the taxable base 1f income was under 5,000 roubles)
with simultaneous increase 1n the miimal taxation level During the first quarter of this
year the income tax collection was up m both regions, confirming the growth n
residents’ income In 1998 VAT receipt grew up i Makarov region and together with the
growth 1n mcome tax 1t indicates that erther not all profit tax was collected or tax benefits
were expanded

Development of brewing i Makarov region excise revenues appeared among tax receipts
but for the time being 1ts value 1s not high

The analysis of tax collection allows one to judge of industrial orientation of Makarov
region and 1ts change So, in 1998 the region mdustry was re-shaped 1f in 1997 the main
tax revenues were associated with fuel, timber and paper mdustry, in 1998 the taxes were
basically collected from food (mamly fishery) and construction materials industries

The basic increase 1n tax revenue 1 1998 in Tomari region was provided by timber and
woodwork mdustries as well as by the fuel-energy complex of the region The share of
fishery and transport 1s lugh as well So timber, woodwork and fishing industries mn this
region can be regarded as the main branches of specialisation

An abrupt loss 1n tax flows mto Makarov budget in 1998 affected the profile of budget
immcome Despite the fact that almost all taxes collected 1n the region remain in Makarov
budget (18 billion roubles from 20 billion 1n 1997 and 11 9 from 12 1 billion roubles mn
1998), budget income per capita keep sliding down Nomunally, the budget was reduced
by a third, and taking into account inflation - almost by half Reduction of transfers to the
regional budget by approximately 25% 1n the nominal value had contributed to the
decrease of budget provisions per capita, and if one accounts for inflation — by 40%
more

Despite small reduction of taxable and non-taxable collection mn Tomari region its own
tax revenue base and total amount of budget funds grew up 1 1998 providing a positive
mmpact on budget per capita provisions

In 1999 the growth in nominal tax revenues in both regions 1s evident Mainly, 1t 1s
caused by 1nflationary processes

Possible directions to overcome economy depression
in Makarov and Tomari regions

It should be mentioned that municipal bodies of the regions have worked out a number of
promising projects whose mmplementation would potentially solve the problems of
economy depression and relieve social tension Let’s briefly outline the most important
ones

Booz Allen & Hamuilton
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Makarov region

1 Development of fishery industry JSC “Rybak” 1s planning to bring processing of fish
i this year up to 400 ton (including 265 tons produced by the company itself)
Processing crabs will amount to 30 tons As a result the total number of jobs will grow up
to 60 1n 2000 (now the figure 1s 40), and n the long-term perspective to 250 This project
has already absorbed RR 5 mln and 4 mln more are needed The project 1s being financed
mainly from the federal program to restructure coal industry, according to which a part of
fund 1s being directed to create new jobs

2 Establishing production of fish flour by the company “Ecor- Sakhalin” The cost of
equipment to be nstalled 1s RR 3 mIn Production of fish flour will allow to expand feed
base of stock raising not only in Makarov but also in other regions of Sakhalin oblast
improving environment situation in the region

3 It 1s proposed to set up a caviar shop with 10 jobs in Gorm: township at the expense of
the coal industry-restructuring fund The project requires RR 1 7 min, 0 44 miln of them 1s
planned to be used this year

4 In 1998 the regional admimstration received a controlling stake (40%) 1n
Pistchecombinat (food production company) Alcohol production line was purchased on
credit terms (RR 118 min) It 1s intended to increase the output of beer, soft drinks and
syrups made from the local feedstock There 1s an opportumty to get a USD 15-20 grant
With development of this company the production of excisable goods will greatly
mncrease, thereby increasing the local budget revenues

5 It 1s supposed to develop “Lesnaya Companiya™ (forest company) in 2 stages At the
first stage (costing RR 4 6 min) production of timber will be organised and extended up
to 14 K m®, 10 5 K m® will be exported to Korea and Japan At the second stage (USD
2 5K) sawing and production of wood products will be arranged for Now as many as 43
persons are mvolved mto timber cutting, this figure including 16 mimners who lost their
jobs when the mine operations were shut down In the future 1t 1s planned to increase the
manpower to 60 to cut timber and 65 plus being mvolved 1n sawing operations

6 The project to set up coopering supplymg equipment and half-finished products from
Khabarovsk 1s now under investigation stage However, this project should be well
defined because there 1s already cooperage in Tomary region, moreover its capacity 1s big
enough to meet demands of fishery compamnies all over Sakhalin

7 The existing crushing plant “Trud” produces about 14K m’® of crushed and quarry
stone Its production 1s notable for good quality but sales are difficult due to high
transportation costs This problem 1s proposed to be solved by constructing cargo
terminal (RR 60 mln) to go ahead with maritime deliveries
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8 On September 1998 the coal mine was put on stream (more than 5K tons of coal were
produced during 3 months, 1t will increase up to 24 K ton in 1999, with plan in place to
develop 2 more fields) This development reduced the problem of providing boiler plants
with fuel

Tomari region

Information of promusing projects in the regton 1s of more general character lacking the
degree of detail inherent to Makarov region

1 Fishery The mam problem 1s shortage of fish to fill in existing processing capacities
Now fish 1s bemng purchased on the eastern coast The mstitute “Sakhalinryba™ (Sakhahn
fish) 1s now estimating the potential of western coast, upon completion the quota for fish
production will be granted

2 Food mdustry It 1s supposed to re-orient the brewery to produce spirit from potatoes
(processing up to 30 tons of potatoes a day)

3 Woodworking mdustry The domestic sawing equipment 1s being mstalled 1n the
furmture shop to replace imported equipment to produce furniture from elements to be
exported Production of high quality timber will allow extending export base and increase
local budget revenues

4 Power engineering Unlike Makarov region, Tomar1 has managed to save electric
power station after suspension of the paper plant RR 16 mln are required to put back on
stream and only RR 4 mIn can be contributed from the local budget In 1999 2 km of hot
water pipeline 1s proposed to lay down This will sigmficantly solve the problem of heat
supply At the beginning of 2000 1t 1s planned to complete the start up operations and
connect the city to the power system of the electric heat power station This will cover the
regional demand for electric power by more than half

Ways to reinforce local tax base of municipal entities

From the stand pomnt of forming the own budget tax base, to develop enterprises featuring
hgh fraction of value added operations against the background of relatively low
production costs 1s most effective It 1s necessary to mention that added value can be split
mto the following types of mncome salary, social insurance deductions, profit,
depreciation deductions and product and operation taxes

According to investigations done 1n all regions, the development of the sphere of paid
services, where value added portion amount to 62-65% 1s the most effective from the
position of forming revenue

However, the immediate and preferential development of service sphere m these
depressive regions will run into the low credible demand
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The biggest net back 1n developing local tax base i both regions can be obtained from
setting up such business as production of alcoholic beverage and beer where the portion
of costs 1s relatively small Technological process 1s simple and tax collections are
secured We are speaking of developing excisable products The northern part of the
1sland and northern part of the mainland can be used as consumption market Additional
marketing research 1s necessary to determine scale of production

Investigations carried out by the author and based on materials provided by constituting
entities 1n Siberian region allow to mamtain that only those branches of industry and
enterprises operate in the most stable manner (increasing not only the volume of gross
output but net earnings as well urespective of economic recession) that are oriented on
satisfying credible day-to-day demand of the population or manufacturing goods to be
exported In Makarov and Tomari regions both woodworking and fishery businesses are
available Both kinds of enterprises have their own local source of raw material Second,
these enterprises are already mvolved 1n export operations However, to improve the tax
base at the expense of these businesses certain preconditions should be mitially satisfied
First, the quotas to catch fish and seafood should be mcreased Second, the companies
require an assistance to open representative offices in big cities of Sibera to sell sea food
and fish, in Pacific Asia to sell timber, because only the mtegral “procurement of raw
material - processing - transportation - sales” chain can ensure the maximum revenue and
hence tax collection

It should be stressed that the biggest part of taxes 1s collected from revenue and VAT Its
share 1s higher not in the commodity producing industry (production of such crude o1l
and coal, timber cutting and production of agriculture products) but rather i processing
industry The higher level of processing, the higher level of value added, the higher
amount of taxes collected from a unit output That 1s why 1t 1s more important not only to
mcrease the production of fish in these regions or timber cutting but to organise their
processing gradually improving processing degree

Demand of population 1s the most reliable and stable for essential consumer goods Since
closing the paper plant the oblast lost its own base to produce sanitary products demand
for which in Sakhalin and Russia 1s being saturated from outside (only St Petersburg
plant produces high quality sanitary products from cellulose) Under current conditions of
reduction of imported goods and cutting production costs 1n dollar denomination, 1n our
opmion the following issue should be reviewed whether 1t 1s practical to restart deep
wood processing mdustry 1n these regions accounting for locally available raw material
sources and human resources, since the major wealth of Sakhalin 1s not wood or o1l but
people who keep on mugrating from Sakhalin Evidently, the restart of cellulose
production should be based on new technologies, on equipment leased implementing the
Production Sharing Law and attracting capital from Pacific Asia

Below we listed some suggestions on how to reduce production costs 1n Makarov and
Tomar1 regions The serious factor of increasing costs in these regions deal with
transportation and electric power expenses One of the options to reduce power expenses
can deal with installing wind power generators close to Makarov as well as small-scale
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power plants developed imn Russia Such projects and prototypes are available mn
Novosibirsk, in Siberian Branch of Russian Academy of Science

The approach to the transportation problem may vary In Makarov construction of pier
has begun to elimmate this problem and oblast may provide assistance (financial,
technical, organisational) to speed up 1ts completion

To solve the problem of transportation of goods from Tomari region to the city markets
throughout the oblast a small piece of automobile road Chekhov - Tomar: should be built

In our opmion the major problem of these regions 1s that people do not believe
recovery of the region agamst the background of economic recession and closing
busmess Improvement of people confidence 1s the most important factor of economic
revival Investments into domestic production 1s greatly dependent on trust because
individuals have significant savings i all these regions (according to research based on
Omsk oblast and Altay Kraj, less than 45% of the annual income is used by population to
meet consumer needs and make obligatory payments This figure exceeds the aggregate
mvestments into the region), and 1n Sakhalin this resource 1s even bigger because the
nominal and real income of population here 1s higher But access to this resource will be
available only when the people will start trusting Russian authorities as a whole and local
ones in particular

Findings of model calculations

Calculations were made according to 2 scenarios (some findings are attached as diagrams
and charts) The first scenario 1s the “optimistic” one, and 1t 1s based on assumption that
the major projects of the regional admimstration will be implemented through 2003

External conditions to develop the regions will be relatively favourable general
economic and social srtuation 1n the country and oblast over 1992 - 2000 will become
stable, starting with 2001 the recovery of economy will become noticeable, the inflation
will start to reduce, credits will become more available, situation at the internal and
external markets for goods manufactured in above regions will improve and so on This
option differs from the “pessimistic” scenario by more dynamic characteristics For
example, the overall gross production m Makarov region will increase m 2003 by 45%
compared to 1998, the amount of mvestments will grow by some 20%, real mncome of
population will be higher by a factor of 1 5, the number of employable people and not
employed in economy will decrease by 3 times (true, the latter 1s mainly conditional upon
reduction 1n the number because of mugration) It 1s notable that mcome of Makarov
budget in 2003 at the expense of local sources according to the first scenario will be
17 3% hgher than 1n the second, budget deficit will reduce by 18%, demand for transfers
will also go down (by 22%) The fact that the volume of savings of population is
approaching the figure of budget deficit 1s quite mteresting This brings to the 1dea that
this source should be mvolved n financing regional projects This can be done in
different ways by means of municipal loans, 1ssuing securities, etc However, as 1t was
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mentioned before, 1t 1s possible to attract available funds only when people regain trust in
municipal authorities and economic bodies

The results of calculations regarding Tomar region are approximately the same The only
difference 1s that this region falls behind Makarov region on majority of parameters This
1s perhaps due to the fact that the project outline 1s of too general character that does not
allow to assess them appropnately

The preliminary conclusion drawn from analyses of options 1s as follows First, projects
worked out and being implemented 1n the region cannot sort out the problem of
mtensifying social and economic development and financial independence to the full
extent Second, according to pessimistic scenario the negative impact of external
conditions and refusal to implement projects may lead to declining social and economic
situation making 1t irreversible As our research of municipal compames of different size
shows the less municipality 1s, the more 1ts economy 1s vulnerable to external impact, the
less 1ts development stability thereby requiring larger assistance from outside
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Attachment 4
SAKHALIN REGION BUDGET TRANSPARENCY
POSITION, PROBLEMS AND RECOMMENDATIONS
Boris Rudnik
1 Availability of the information about regional budget
Information about regional budget 1s provided by

a) publications of laws about regional budget in mass media,
b) hearing of a project of regional budget in Regional Duma with participation of public
organizations before the first reading of this project

Besides, all the people who wish and have such an opportunity can study the texts of
these laws mn a computer mformation base of the law system “Consultant Plus”
However, today we cannot make the conclusion that regional budget information 1s
widely obtainable First of all 1t concerns the period of preparing a project of regional
budget, when the determination of budget policy, particular decisions and ndices take
place

Recommendation — we deem 1t necessary to provide a budget project to the regional
population every year via mass media and simultaneously to submit 1t to Regional Duma

2 Budget information clearness

The most important feature of budget Transparency 1s its clearness for people The
budget -1999 materals submitted to Regional Duma include

1) budget data with a number of appendices,

2) explanatory note

Explanatory note 1s the most important thing to provide budget transparency As for the
budget for 1999, the explanatory note includes general characteristics of 1ts expenses and
profitable parts

2 1 General Part

It includes fundamental prmeciples of law acts, which are in the basis of budget project
formation for 1999 This information 1s really important But 1t 1s more important to
characterize supposed conditions, peculiarities of economic and social development of
the region and main priorities and goals of budget policy for the following fiscal year
There 1s no such a characteristic 1n general part of the explanatory note Without 1t the
budget loses integrity, 1t 1s difficult to understand 1t as the whole document, the
mstrument of purposeful state policy At the same time 1t 1s necessary to note that on the
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2" of October, 1998 the Governor of Sakhalmn region signed decree #382 “About
confirmation of the conception of budget policy and the methods of formation regional
budget for 1999 This document contains description of the most important purposes of
the admimistrative work 1n the sphere of budget police in 1999 and the ways of therr
realization But 1n this document there are rather long-term tasks of improving methods
and forms of budget policy than basic directions for the particular fiscal year

Recommendation — we deem 1t necessary to add, begmmng from 2000, general part of the
explanatory note to the project of regional budget (to rename this part properly) with the
statutes giving concentrated expression of the main 1dea of budget policy together with
the most important social economic factors of regional development during next year It
1s mmportant to stress that exactly such information 1s the most interesting for various
sections of the population and 1t could be the main subject for public submitting budget
project

In connection with this proposal 1t 1s necessary to pay attentton to the next point

On the 29" of December 1998 1n Regional Duma was submutted the draft law “About
budget structure and budget process m Sakhalin region” Article 19 of thus draft law
includes documents and materials that should be submitted to Regional Duma
simultaneously with the draft law about regional budget for the following fiscal year
Besides, the article mcludes Prognosis of social economic development of the region for
the next fiscal year, Mam directions of budget and tax policy of the region for the next
fiscal year Those documents could be the basis for preparing proper section of the
explanatory note

2 2 Budget revenue

This part of the explanatory note contains descriptions of those data which were used
when revenue volumes and resources were determined There 1s no characteristic of
regional policy 1n the field of budget revenue In particular, problems of tax benefits are
not mentioned, though they are extremely important both 1n social and economic life At
the same time tax benefits were rather actively provided and are provided mn Sakhalin
region now They will take a considerable part in future too So n the draft law of
Sakhalin region “About regional state investment policy” (was adopted by Regional
Duma 1 the first reading on the 3d of January 1998) tax benefits are determined as one
of the mamn mstrument to stimulate mvestors As for non-tax incomes, only the volumes
of recerpts are written mn the explanatory note to the project of regional budget

Recommendation - we deem 1t necessary to include the characteristic of regional policy 1n
the field of budget revenue for the next fiscal year into the explanatory note and the
materials enclosed to the project of regional budget So, as for tax and non-tax benefits,
we deem 1t necessary to enclose the materials containing principles and criterions of
providing benefits, estimating budget loss and effectiveness of benefits, proposals on
changing the way of providing, structure and volume of benefits As for greater
Transparency of budget policy we consider the first mentioned pomnt to be especially
important Its development can be difficult, that 1s why this problem need long-term
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technical assistance The possible result of such assistance 1s recommendations with the
block of project of necessary regional normative law acts

2 3 Budget expenditures

The formation of budget expense part 1s always followed by the longest arguments, 1t
interests the public most of all One of the most important problems in this field 1s
distributing funds between budget of operating expenditures and budget of development
It becomes especially actual in the conditions of extreme scantiness of financial
resources Perspective 1s often made a sacrifice in favor of todays needs and not only
durmg budget formation but also during 1ts execution The possible way out 1s separating
funds of budget of development, first of all by determming self-revenue resources for
1t This problem has already been solved in Sakhalin region Out-of-budget fund was
formed 1 accordance with regional law dated February 2, 1996 # 20 “About the
procedure of formmg and using out-of-budget fund of Sakhalin region” Its purpose 1s
accumulating funds for financing of mamly investment programs of social, economic and
cultural development of the region The sources of forming funds are fixed

The most considerable of them 1s the receipts from foreign companies developing
Sakhalin shelf The found has rather considerable receipts So the volume of receipts n
this Fund was about 600 million rubles in 1998 (we mean today’s exchange rate) It 1s
almost 50% from the size of revenue part (including transfers) of the project of regional
budget for 1999 It 1s necessary to note that separation of the assignments of regional
budget (financing of operating expenditures) and the Fund (investments) is not strict
Expenditures for development are also specified in the regional budget, bur financing of
operating expenditures are also specified in the Fund Such separation of functions hardly
can be considered as a shortcoming On the contrary 1t rises the flexibility of system of
regional state finance, creates conditions for manipulating funds

There 1s another rather serious problem The division of regional finance into two
relatively mdependent and equal parts and assumption of cross financing of investments
and operating expenditures 1s a serious obstacle for the formation of integral budget
policy, first of all in the fields of regional economic complex (education, medicine, etc )

The more important thing 1s realization of such policy not only by the people who are
mterested 1n 1t but also the deputies of Regional Duma

The law of Sakhalin region “About the procedure of forming and using out-of-budget
fund of Sakhalin region” says that 1t 1s necessary simultaneously to submut projects of
cost-benefit calculation of the Fund and the project of regional budget to Regional Duma
because today there 1s no connection between these projects (explanatory notes and other
substantial materials are not connected)

Recommendations

1 Some articles of expenditures, both capital and operating, must be only 1n regional
budget (for example, expenditures of the section “State admimistration and local
government”),
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2 Preparation and submitting on “non-separated” sections substantial materials both for
projects of regional budget and calculation of the Fund Example — “Budget policy 1n
social cultural sphere”

Other ways of solving this problem are also possible But their studying demands rather
long time and could be the subject of long-term technical assistance It 1s necessary to
note that these problems are different from those ones which are solved conformably to
the Budget of development of federal budget because of differences 1n the ways of using
funds of the mentioned Budget and Fund, according to the law Now about Transparency,
clearness of expenses on different sections Here there 1s a common problem typical for
all the levels of budget system of the Russian Federation In connection with that 1t 1s
possible to limit ourselves with the words of the President of the Russian Federation from
his message to the Russian Government “About budget policy for 2000”

“For the society 1t 1s important to know not only for what and 1n what amounts state
money 1s spent, but why certain assignments have been chosen” The problem demanding
special studymg 1s regional budget policy Now it 1s not 1n integral view in the budget
project of Sakhalin region and 1its materials The problems of determining revenue
sources of local budgets and financial assistance to them from the budgets of other levels
are considered separately without necessary connection

Recommendation to add the section “Regional budget policy of Sakhalin region” to the
explanatory note of the project of regional budget At the same time the problems of
estimating revenue and expenditures parts of local budgets, as well as determmation of
proper indices of regional budget and development of the projects of necessary normative
law acts of Sakhalin region could be the subject of long-term techmical assistance
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Attachment 5
SAKHALIN OBLAST DUMA
No 850 of 23 04 99

Mr Bharat Bhargava
Project Director
Booz-Allen & Hamilton
(through Albert Sharp)

Dear Mr Bhargava'

The Sakhalin Oblast Duma 1s hereby expressing its deep gratitude for cooperation and
organization for the visit of a group of experts to Sakhalin The recommendations
recerved 1n the course of our joint work during their stay in the Oblast Duma are of a
great value to us

We hereby propose the following items to be included n the long-term technical
assistance program

1 Introduction of the relevantly adjusted computer model “Mumnicipal budget analysis
and planning” to be used 1n the budget process in Yuzhno-Sakhalinsk with the further
adjustment of this model for the use at the oblast level

2 Long-term Sakhalin oblast budget projections baased on the donor enterprises
strategic development plans as sources to increase the oblast budget revenue

3 Defimtion of the principles and criteria for the development of the regional social
norms and standards 1n cash and 1 kind

4 Recommendations on the principles and the critenia for providing tax and non-tax
relieves

Sincerely,

L F Shubma
Acting Chair of the Oblast Duma
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Attachment 6

SAKHALIN OBLAST DUMA

No 481 of 09 03 99

Mr Bharat Bhargava

Project Director

“Public Finance and Investment”
Regional Investment Initiative Program
Booz Allen & Hamuilton

Dear Mr Bhargava!

The Sakhalin Oblast Duma 1s hereby extending their profound gratitude for assistance
and orgamization of the regional conference “Public finance and budget” and training
provided to the deputies and the staff of the Oblast Duma

We are fully supportive of the topics extended to you by the Sakhalin Oblast
Administration to be included in the short-term and long-term technmical assistance
programs In addition to the above topics we hereby propose the following

1

Development of the regional social norms and standards in cash and m kind
indicators

2 Sakhalin Oblast budget and off-budget fund execution analysis for 1998-99

3 Analysis of the Sakhalin Oblast draft budget and an off-budget fund for the year 2000
with the account of recommendations made while the short-term techmical assistance

4 Responsibility for the violations of the budget laws 1n the Russian Federation and
abroad (Comparative analys;s and recommendations on enforcement of
responsibility)

Sincerely,

BN Tretyak

Chairman of the Oblast Duma

Booz Allen & Hamilton
Sakhalin Technical Assistance Report
25



USAID/Moscow Regional Public Finance Investment Project
Final Report

Attachment 7

SAKHALIN OBLAST ADMINISTRATION

030399 No 1-688

Mr Bharat Bhargava
Project Director
“Public Finance and Investment”

Regional Investment Initiative Program
Booz Allen & Hamilton

Dear Mr Bhargava!

The Admimstration of the Sakhalin oblast 1s hereby extending their profound gratitude
for continuing assistance, orgamzation of the regional conference “Public finance and
budget” and training the staqff of the Administration and the Sakhalin Oblast Duma

Please, review the following cooperation opportunities within the long-term techmcal
assistance framework

1

~N

Development of recommendations for the RF Government and the State Duma on
arranging for the tax and finance experiment to optimize reciprocal cash-flow within
the inter-government fiscal relations at the terntory of Sakhalin oblast

Development of systems and mechamsms of the use of the region’s resources and
entities to implement these systems and mechanisms for the purpose of providing
budget and finance self-sufficiency for the region

Mapping of the Sakhalin oblast production forces, the relevant mappmg of
employment options and the program and optimization of re-settlement, long-term
budget planning for the purpose of these programs implementation

Development of structural economic policy, stimulating the economic sectors of the
oblast, their interaction and integration for the purposes of the long-term social and
economic growth

Development of recommendations on the legislative basis (with the analysis of the
already adopted laws), imnfrastructure and orgamzational measures for attracting
investment to the region, creating real guarantees for mvestors, mobilization of the
unused tangible and non-tangible assets available at the territory of the oblast
Development of the power-saving program for the Sakhalin oblast

Long-term budget projections of the Sakhalin oblast based on the donor enterprises
strategic development planning

Comparative analysis of the budget system and economic policy of the Sakhalin
oblast and the State of Alaska

Development of the methodology for the municipalities budget planning and analysis
in the Sakhalin oblast with the account of specific municipalities perspective (lack of
perspective)
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10 Development of criteria for the definition of mvestment and social priorities in the
structure of capital budget and implementation of various state-supported programs

Dear Mr Bhargava! I am aware that the submitted list 1s extensive enough, yet 1t should
be viewed as no more than a subject for discusston of possible cooperation opportunities
within the long-term technical assistance framework

Sincerely,

I P Farkhutdinov,
Governor
Sakhalin Oblast
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Attachment 8

Sakhahn Oblast Admmistration

DEPARTMENT OF FINANCE
21 04 19, No 02-03

Mr Bharat Bhargava

Project Director

“Public Finance and Investment”
Regional Investment Imtiative Program
Booz Allen & Hamilton

Dear Mr Bhargava!

We hereby request that you consider the perspective for cooperation within a long-term
technical assistance program on the 1ssue of validation, with regards to the perspective
amending the federal legislation, 1n part of the inter-government relations with the aim of
reducing the reciprocal cash-flow

NM Novikova
Director of the Department
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Attachment 9

“The City of Yuzhno-Sakhalmsk”Municipality
16 04 99No 283-367-012

Mr Bharat Bhargava
Project Director
Booz Allen & Hamilton

Dear Mr Bhargava'

The City Assembly and the Administration of the city of Yuzhno-Sakhalinsk 1s hereby
extending therr profound gratitude for assistance and orgamzation of the regional
conference “Public finance and budget” to facilitate our mutually beneficial cooperation

Tramimg provided to the city admimstration officials allowed for a better understanding
of certain aspects of the two levels of government, development of the criteria for
identification of the regional prionties of the spending part of various budget levels, the
need for a long-term city budget projections with the account of strategic perspective of
major budget-forming enterprises

We are fully supportive of the topics extended to you by the Yuzhno-Sakhalinsk
Administration to be included i the long term technical assistance program In addition
to the above topics we hereby propose the following

1 Analysis of the “city of Yuzhno-Sakhalinsk™ municipality budget execution and the
off-budget fund for 1998-1999

2 Analysis of the draft municipal budget and the draft off-budget fund for the year 2000
with the account of recommendations made 1n the course of the short-term technical
assistance

3 Inter-government relations of the federation, the federation subject and the
mumnicipality m the Russian Federation and abroad (Comparative analysis and
recommendations to overcome the inter-government relations crisis)

Sincerely,

S N Belova
Chairman of the Yuzhno-Sakhalinsk City Assembly

F I Sidorenko
Mayor, Yuzhno-Sakhalinsk
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Attachment 10

DECREE
OF THE SAKHALIN OBLAST GOVERNOR

Approved by the decree of the oblast governor
02 10 98, No 382

CONCEPT
of budget policy and the oblast budget formation methodology for 1999

1 The 1999 budget policy concept

1 The mayor objectives of the Sakhalin oblast admunistration in the budget policy
sphere in 1999

- stabilization of economy and the finance and budget sphere, maintaining and
development of the existing economic potential of the Sakhalin oblast,
- providing social protection to the citizens mostly 1n the need of such protection

2 Ways of implementation of the set up tasks

Implementation of the tax reform based on the adopted Tax Code providing for the
simplification of the tax legislation, decrease of the tax burden on the producers,
stimulating the production growth and the budget tax revenue

Increase of the budgets revenue base due to the increase of the tax collections,
improvement of the oblast administration interaction with all fiscal bodies

Securing targeted social support
Improvement of the inter-government relations mechamism 1n the Sakhalin oblast on the

basis of combining of the principles of centralization and de-centralization between the
budget process participants

a) a common approach to municipalities’ budgets forecasting stimulating the local
authorities to mcrease own revenue,

b) fair distribution of federal funds between the mumicipalities i the need for
financial support on the basis of unified for the oblast approved generalized
idicators

Improvement of the budget spending structure with the account of the actual availability
of the resources m the budget, decrease of the budget receivers number, restricting
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subsidies to the housing and utilities sector based on the reform and revision of the
existing benefits system

Implementation of measures for a more efficient utilization of the budget allocations for
the social/cultural and science and research sector, and establishing tough control over
the targeted use of the oblast budget funds directed to organizations and nstitutions

Stabilization of the tariff level in the power generation sector

Consolidation of funds allocated from the budget for capital investment for the
completion of construction scheduled for the start-up mm 1999, as well as the nearly
fimished facilities (above 70% readiness) and stable work rates

I The oblast budget formation methodology and procedure for the distribution of
the mumcipalities financial support fund for 1999

The mumcipahities financial support fund shall be set up within the oblast budget

The source for the fund formation shall be the allocations from the transfer recerved from
the federal fund for the financial support of the Russian Federation subjects (generated
from allocations from the total amount of the tax revenue recerved 1n the federal budget
with the exception of the revenue from the import customs duties) Specific portion of the
expected transfer to be allocated shall be approved by the oblast Duma at the approval of
the 1999 oblast budget

Revenue

Estimates of the municipalities budget revenue shall be made based on the 1997 budget
revenue execution, adjusted for the accrual of the arrears by specific types of taxes at the
average of 20% with the account of the actual revenue dynamucs for the 8 months of
1998, the 1998-1999 inflation, as well as the amounts of tax exemptions granted to the
local self-government bodies

The 1997 budget revenue execution shall be converted into the 1999 conditions based on
the changes connected with the change of the tax laws

1 The budget revenue base shall be less the amounts of

-  transport tax,

- charge for the needs of educational institutions,

- a portion of local taxes and charges established by article 21 of the law “On
the basics of the tax system n the Russian Federation”, to be cancelled mn
connection with the mtroduction of the sales tax including
tax on the construction of the production purpose facilities in the resort areas,
the right of trade charge,
tax on re-sale of motor vehicles, computer hardware and PCs,

Booz Allen & Hamilton
Sakhalin Technical Assistance Report
31



USAID/Moscow Regional Public Finance Investment Project
Final Report

charge on pet dog owners,

license fees for the right to trade liquors,

license fees for the right of arranging local auctions or lotterzes,
charge for the 1ssuance of the apartment certificate,

parking charge,

charge for the local heraldry use,

charge for participation 1n the horse races,

charge for para-mutual winnings,

charge on persons participating in horse-race betting,

charge on stock-exchange deals with the exception of transactions stipulated
by the legal acts on taxation of the transactions with securities,
charge for the right of cinema and video shooting,

charge for the cleaning of the populated areas,

charge for the opening of a gambling business

2 Revenue base of the budget shall increase by the amounts of

- retai] sales tax,

- water use tax,

- entering mto the oblast budget of license fees charged by the
Sakhtransinspectorate and Gosseltekhnadzor (Agricultural technical
supervision authority)

The normatives for the federal taxes allocations mto the oblast budget shall be
estimated as follows

- of the value added tax — 25% of the tax amount to be entered into the
budget system of the oblast,

- of the corporate profit tax at the rate of 22%,

- of the individual income tax — 100%,

- of excises on alcohol, v