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REGIONAL PUBLIC FINANCE AND INVESTMENT PROJECT 

FINAL REPORT 

Executwe Summary 

Booz~Allen & Harmlton (Booz Allen) is pleased to submit th s  final report for the USAID 
program on Regional Publlc Finance and Investment m Russia We were tasked by the Umted 
States Agency for International Development (USAID) to address the cntical need for improvmg 
public finance m three of the Regional Investment Imtiative (RII) sites in Russia Ths  effort was 
a result of a USAID assessment, whch revealed a large number of deficiencies m the public 
finance areas The study also noted the existence of non-transparent mtergovernmental fiscal 
relations impaimg trust m the government, a necessary condition for democracy and unproved 
foreign investment 

Whlle USAID wshed to provide assistance in public finance, the Agency understood that given 
the many needs, it would be difficult to target resources effectively Moreover, there is a 
wdespread lack of understanding about the type and amount of techcal  assistance that USAID 
can provide USAID awarded ths  delivery order to Booz Allen as a first step toward providmg 
long-term techca l  assistance 

The purpose of the delivery order was to educate officials on principles and practices of public 
finance and on the range of ophons for techmcal assistance, as well as to Implement llrmted 
short-term techca l  assistance Booz Allen met the requirements of th s  task through a two 
pronged approach traimg and techcal  assistance Imtially, a senes of three-day conferences 
were held in Samara and Khabarovsk for regional officials, Duma members and city officials 
worlung in the areas of budgeting and finance The attendmg officials were famliarized wth  
new concepts in public finance, parhcipated in identifjmg the needs of thelr jmsdictions and 
priontized them We also implemented lmted "pilot" techcal  assistance programs that 
demonstrated the value of such assistance, before larger resources are to be c o m t t e d  

The Booz Allen Team was successful m fully achrevmg the objectives of the delivery order The 
conferences and techca l  assistance were very well received and the goodwll that emerged as a 
result of USAID's coninbution w11 pave the way for further projects planned m these regions 
The interest that public finance officials displayed m the identification and pnontization of the 
future techmcal assistance needs also resulted in a very creditable list of topics, being submitted 
in t h s  report We have a found that much of the might gained via t h s  task can be applied to 
other regions of Russia and present our finding herewth 
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I Introduction 

Booz Allen was tasked by the USAID to address the cntical need for mprovmg the public 
finance slulls and expertise of regional and mu~llcipal officials m 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 in 
government, thereby strengthemng democratic reforms 

Ths  task order was conducted under the auspices of the RII, a collaboratwe effort between the 
Unlted States and Russian governments to attract Investment and generate growth m three 
Russian regions Two RIIs were selected to participate m ths  program the Samara Region, the 
Russian Far East (WE) Regions of Khabarovsk Kraj and Sakhalin Island Ths  task order is part 
of a larger RII effort whch bnngs together numerous projects designed to support the economic 
growth of these regions 

In May 1998, USAID undertook an assessment of the public finance situation m Khabarovsk 
Kraj and Sakhalin Island, in order to identifl key obstacles to investments The assessment 
revealed numerous deficiencies in the public finance areas, includmg a lack of an analytical basis 
for malung public investment decisions, and a dearth of slulls m revenue and expenditure 
analysis, p l m g  and management In managmg public finances, the motivation was primmly 
to meet short term needs, whch could lead to mountmg public debt Fmally, the existence of 
non-transparent mtergovernmental fiscal relation was impedmg trust in government, one of the 
necessary condtions for democracy and increased foreign mvestment 

USAID was aware that given the many needs m the public finance sector, it would be difficult to 
target resources effectively Moreover, there exlsts a mdespread lack of understandmg about the 
type and extent of techca l  assistance USAID can provlde, and its potential benefits Therefore, 
the Regional Public Finance worlung group w t h n  USAIDMoscow utilized a phased approach 
in whch the first step would be to educate officials on best practices, followed by longer-term 
assistance aimed at improvmg the framework Ths  delivery order to Booz Allen addresses the 
first phase, whch consisted of two tasks 

TaskA 
To educate officials on principles and practices of public finance in the Russian context and 
on the range of options for techcal  assistance 

Task B 
To implement lmted  short-term techcal  assistance 

Utilizing the guldance promded under the terms of reference for t h s  delivery order, the 
Booz Allen Team set out to meet the demands of these two tasks m a creatlve manner Two 
three-day conferences were held in February for regional officials, Duma members and city 

Booz Allen & Hamilton 
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officials worlung in the areas of budgeting and fmance The first conference was held in Samara, 
for officials of the Oblast and select cities w b  the Oblast The second conference was held in 
Khabarovsk for the regions and select cities of Khabarovsk KTaj and Sakhalm Island, together 
Through these conferences, the attendmg officials were familiarized with new concepts m public 
finance and partmpated in identifying the needs of their jmsdictions We targeted our efforts 
toward creatmg an awareness, motivation and "buy-my" and to priontimg the public officials' 
needs for techca l  assistance We also implemented lirmted "pilot" techmcal assistance 
programs that demonstrated the value of such assistance, and gauged the regions' commitment to 
work with the USAID advisors Appendix A of ths  final report provides the Work Plan for the 
project 

In compliance wth the terms of reference, the Booz Allen project team consistently coordinated 
its efforts wth  the RII offices, attended coordination meetings, provided bnefings and submtted 
updates electromcally We also kept abreast of other RII activities Simlarly, we coordmated ow 
efforts wth  local and regional admimstration, as appropriate 

T h ~ s  document reports the results of our work For the ease of the readers, we provide a bnef 
description of how the project tasks were implemented in sections 111 and 1V of the main report 
Sections V through VII comply wth Article VIII (c) of the terms of reference, whch requires the 
Flnal Report to h~ghlight 1) our success m acheving objectwes of the actwity, 11) to make 
recommendations for follow-on activities and in) to make any recommendations for s~mla r  work 
in other regions Appendices A through H contain lmportant details about the activities and 
results of the project Appendices F through H contain the future techcal  assistance project 
schedules fiom Samara, Khabarovsk, and Sakhalm, respectwely They outline the details of 
opportmties for future USAID programs in those regions 

The Booz Allen Team thanks our USAID/Moscow paxtners Stephen Giddmgs, Hugh W m  and 
Angelina Gurluna for then- invaluable guidance and support throughout We also appreciated the 
advice, interest and facilitation by Elame Grigsby-Arnade, William Hamrmck, Anne Szmmons- 
Benton, Tracy Thoman, Rafail Nmnsky, Cecilia Cieplela, Julie Brooks and the Public Fmance 
Workmg Group In the regions, we greatly appreciated the assistance of Joan Agerholrn, 
Andrew Wilson, Mxhael Allen, Irma Isaeva, Igor Malmov, Olga Choy, and Katya Lushpma 
We are also grateful to the government officials fiom the Russian Federation, Sarnara, Sakhalm, 
and Khabarovsk for their valuable support, and to the Umon of Russian Cities, Association of 
Sibenan and Far East Cities, as well as the American Busmess Centers for then- cooperation 

11 Task A - Conduct Conferences on Prmclples and Practxes of Publlc Pmance 1n Russ~a 

The Project Team began its research and planrung by attendmg the USAID sponsored 
Symposium on Moblltzang Community Resources for Economlc Development in Moscow on 
October 20 and 21 The Booz Allen team also met wth  USAID project management officials 
and the others in the Public Finance worlung group to benefit fiom their insight We made site 
visits to Samara, Khabarovsk and Yuzhno-Sakhalmsk to meet wth Vice Governors, Duma 
members, and Heads of Economcs and Finance Departments to 

Booz Allen & Hamilton 
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Gauge and generate mterest in the conferences among relevant officials 
Idenbfy key participant categones 
Gam commitment from the leadershp to release the potential participants for the three 
conference days 
Encourage cost-sharing, thereby enhancmg the potential success of the conferences 
Refine the proposed subject matter to be covered at the conferences 
Review other public finance related information and activities m the regions, consult the 
existmg reports and mformabon, and to avoid duplication mth other lrnplementers m our 
activities 

Based on ow research and the terms of reference, we designed a comprehensive three-day 
cmculum to provide regional officials mth an overview of key public finance issues The 
project carefully selected a combmation of Amencan and Russian specialists to provide 
pracbcal examples of modern public finance principles and pracbces The conference presenters 
were cornpnsed of 

American specialists w~th  extensive public fmance experience m Russia, the NIS and Eastern 
Europe 
Russian public fmance experts who were familiar w~th  current best practices m Russia 
Public Finance officials fiom Russian regions and cibes who had expenenced successes m 
the public finance arena 

A semor official from the Office of the President, a Deputy Mmster of the Russian Federation, 
private sector representatives, USAID officials, RII, and a Vice GovernorDuma officials also 
spoke at the conferences The participants of the conference were a combination of regional 
admmstration and Duma offic~als and city officials fiom a number of lrnportant cities of each 
region 

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 in 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 
involved the follomng steps 

Highlighting the key current issues and problems m public finance and budgeting in Russia 

Presentabons on the vmous key aspects of public finance and budgetmg, covermg modern 
tools, techmques, best practices and expenences fiom wthm Russia and other transition 
economies, grouped mto four distinct subject matter modules 

Booz Allen & Hamilton 
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Identification and pnontization of the areas in whch regional officials could benefit fiom 
techcal  asslstance in the future 

Selection of short-term techcal  assistance topics to implement d m g  the course of the 
project 

Resource books and diskettes wth articles per tamg to the subject matter presented were 
provided to each participant 

To encourage discussion of the issues presented and to help the partlclpants best pnontize their 
techca l  assistance needs, the Booz Allen arranged breakout discussion groups after the 
presentation of each module Each group made a presentation based on the discussions, llstmg 
the toplcs that were the most relevant to their work At the conclusion of each conference, the 
participants created a list of future techcal  assistance topics These llsts became the basis of the 
future techmcal assistance recommendations whch Booz Allen teams further refined m each 
region d m g  the short-term techcal  assistance portion of the project 

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

I11 Task B - Implementation of Short Term Techmcal Assistance 

Three teams of Russian and expatriate consultants worked m each of the three regions whose 
public finance offic~als had participated in the February conferences Samara, Khabarovsk and 
Sakhalm The techca l  asslstance teams were on the ground for approximately three weeks 
durmg the month of April, 1999, and worked wth reglonal officials, as well as one or more clties 
in each reglon The team leaders were provided detailed pre-departure onentation and coachmg 
to prepare them for the assignment Smce the t m e  span was extremely short, very mtense effort 
was pursued by each team to fulfill its responsibilities 

The asslstance was provlded through a combmatlon of approaches mcluding one-on-one 
coachmg, workshops, round tables, lectures, case studies, a slide-show presentabon, independent 
gathering and analysis of data, and analysis of draft laws The teams provided significant 
amendments to draft laws, revlews of the budget processes, verbal and written recommendations, 
and numerous techca l  assistance documents developed by the teams or adapted from other 
situations and sources The recipients of the techcal  assistance were pnmmly representatives 
of the Fmance and Economics departments of regional adrrmustrabons, Duma members and 
officials and clty admmstrations 

Each region had a hstinct area of techcal  asslstance as illustrated below 

Samara In Samara, techca l  assistance was provided on techques for lmprovmg the Oblast's 
procedures for malung mvestments in 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 prionty settmg 
methodology for public projects 

Utilizmg relevant expenences fiom other Russian regions, Eastern and Western Europe and the 
U S , the team offered modern methods for evaluatmg and prioritizmg capital mvestments, 
discussed fimding options, identified other factors that promote or inlvbit potential investments, 
and made recomrnendatlons for changes in policies and legislation The team also hghlighted 
transparency in the decision malung process to improve the Samara region's attractiveness for 
external investments through development Please see Appendix C for full details on the 
techcal  asslstance provided m Samara 

Khabarovsk Techcal  Assistance in Khabarovsk focused on streamlmng the methods to 
improve regional m m a l  social norms Ths  short-term techmcal assistance was targeted toward 
more efficient revenue p l m n g  for the regional budget of the Khabarovsk Kraj It was 
accomplished through the development of unproved methodology for calculation of regional 
social standards for the mmcipal budget of the City of Khabarovsk and advismg on potential 
changes in the relevant regional legislation 

The team also addressed issues relating to budgetary expenditure reductions and usmg anti-crises 
techmques The team completed an in-depth analysis of budget and fmancial status mdices, made 
a substantive exammation of draft laws on mimmum social standards and made sigmficant mput 
to the draft laws The team also presented a system of standard spendmg assessments, used in 
Bntish local government, for the allocation of grants and national control of local government 
expenQtures Please see Appendix D for full details on the techcal  assistance provided m 
Khabarovsk 

Sakhahn The purpose of the techcal  asslstance project was to analyze selected mmcipal 
budgets in the Sakhalm Oblast to provide a basls for establishg the economic viability of 
various cities The team used analytical models to demonstrate the use of economc projections 
and budgetary trend analysis to determine the need for continuing financial subsidies from the 
budget Additional components of the techrucal assistance were to introduce a more rational and 
constructive budget process to the Sakhalm Oblast and cities, to strengthen understandmg on 
how the budget and finance functions could contribute to the future of Sakhalm, and to prepare 
the region for the receipt of additional revenues from its offshore developments 

Techcal  assistance was also requested m the analysis of the current draft of the 1999 Oblast 
budget, introduced m March, 1999 The team was invlted to provide mput on the budget process 
and the uses of the budgetary and extra-budgetary funds They worked with the Oblast 
admlnlstration and Duma budget comrmttee simultaneously, hghlighting concepts of efficiency, 
effectiveness and transparency Please see Appendix E for full detads on the techrucal assistance 
provided in Sakhalln 

Booz Allen & Hamilton 
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IV. Success m Achlevlng Objectives 

Overall, the objectwes of the delivery order were more than fully aclueved The conferences and 
technical assistance were very well received and created goodwill for future USAID projects 
The interest that officials in each region d~splayed in the identificabon and prioritization of future 
technical assistance needs also resulted in a very creditable list of topics provided in the next 
sechon 

In terms of the process of managing the project, Booz Allen has been rmndful of the USAID 
requirements in the following areas work planning, scope of work, funding, and scheduling, 
providmg qualified personnel, respondmg to technical directions, adhering to work schedules, 
subrmttmg 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 Sirmlarly, substantwe trsuning 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 avadable, whch are expected to become avsulable to a wider 
audience Both the conferences and the techca l  assistance were very lughly rated by the 
participants and Vice Governors from each region A hgh  level of motivation and "buy in" were 
also achieved whch resulted in an enthusiastic participation in the identification of future 
technical assistance opportuties 

We have also successfully completed the requlred tangible activities, as delineated in 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 Booz*Allen Team focused on the 
first two levels of the results cham, Program Management Results and Traznee Leamzng Results 
in developing indicators to measure the effectweness and success of the sermnars and technical 
assistance The actual performance with respect to each of the indicators is presented below in 
summary form 

Level 1 Program Management Results 

) Development and dehvery of sewnar deslgn and materials 

I 
11 January 8,1999 I on January 8,1999 1 

A draft of the semnar design will be The sermnar design draft, consistent with 
subrmtted to USAID at the end of TORrequirements, was subrmtted in late 
November 1998 1 November 1998 I 
I 
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II Final tranmg matenals will be prepared 
and a dry run (test) will be completed in 

Targeted slxty participants will attend the 
semnars 

Final tramng matenals and a dry run 
successfully completed by February 15, 
1999 Tramng materials included 
presentations on all topics enumerated in 
the TOR Surpassing USAD 
requirements, a two volume Resource 
Book and diskette of public finance 
information were developed 
Eighty partlclpants attended semnars 
accordmg to the following breakdown 
Samara - 46, Khabarovsk - 22, Sakhahn - 
12 The project met the planned objective 
bv 150% 

Technical asslstance work plan developed followmg the semmars 

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

Draft techcal  assistance recommendaoon 
were submtted to USAID before March 5, 
1999 Due to later reconsideration of short- 
term TA topics by reglonal governments in 
Samara and Khabarovsk, TA topics were 
subsequently modified 

Short-term technical asslstance and training del~vered as planned 

At least three juris&ctions will be 
provided short term TA as detemned, 
and traning, as approved, will be 
completed by Apnl30 

Approximately three weeks of short-term 
technical assistance and tramng were 
successfully completed in Samara region, 
Khabarovsk Kra and Sakhalln Island by 
April 30 All t r w g  included at least one 

Booz Allen & Harmlton 
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Level 2 Tramee Learning Results 

Awareness, mot~vation, and buy-in for techmcal ass~stance and trammg created 

Durln~ the conferences 

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

II For Motlvatlon, all participants wlll help 
Identify need for actron from thelr 

11 For Buy-In, priorities for 20 TA 
opportunitles customzed and 6 work 
action plans will be developed 

Eighty participants completed Modules I 
through VI of the semnar, participated in 
break-out group discussions, and became 
farmliar with Russian and international 
publlc finance best practices techmques 
and methodologies The project met the 
~lanned obiechve bv 150% 
All sermnar participants successfully 
participated in conference breakout 
&scussions to idenafy TA needs in thelr 
regions Many of these participants later 
worked wlth the project team to implement 
and further define the future TA needs 
Thurty-one TA opportunitles were 
idenhfied, broken down by region as 
follows Samara -18, Khabarovsk - 7, 
Sakhalln - 7 Work action plans were 
developed for all 31 opportumtles The 
project met the planned objective for buy- 
in of pnonties by 150%, and for work 
actlons plans by 5 16% 
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C~ty and reglonal oMiclals mll lmprove publ~c finance and budget slulls from short- 
term techn~cal assstance and tramng in at least the areas of techn~cal amstance 

4t least 3 jurisdictions and 40 regional 
~fficials will participate in short-term TA 
md traning activities focused on new 
Financial management and budgeting 
;lulls 

Sarnara, Khabarovsk Kra and Sakhalin 
Island participated in the short-term TA 
and traning activities, dunng wluch 60 
regional officials were tramed These 
officials participated m sermnars, round 
tables or expert consolations In each 
region, the participation by officials can be 
broken down as follows 
Samara Econormcs Dept - 13 

Fmance Dept - 3 
Capital Construction Dept - 1 

Khabarovsk City Admnistration - 9 
Oblast Admnlstration - 7 

Sakhahn Oblast Duma Leaders - 1 
Oblast Duma Staff - 9 
Oblast Finance Dept - 5 
Oblast Admnistration - 4 
City Officials - 4 
NGO Staff - 4 

The project met the planned objective for 
traning of officials durmg TA by 150% 
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IV Recommendat~ons for Follow-on Technical Assstance Activit~es 

At the conferences each regional group developed a pnoritized list of areas in whch they could 
benefit from technical assistance Dunng the short-term technical assistance phase of the project, 
the project team in each region further refined these topics through Qscussions with the 
departments of economy and finance and others, and finalized the list with the Vice Governors 
The recommendations for future techca l  assistance projects for each of the three regions are 
provided below Priontized summary listings of the future technical assistance requests for the 
three regions are provided below with more detals in appendices F through H 

Whde there were significant lfferences in the emphasis between the three regions, some areas 
were strikmgly common For instance, the topic of budget strengthening was of interest to all 
three regions and elicited the greatest number of project requests The chart below breaks down 
in percentages all the requests broadly categorized by topic 

Future Techn~cal Assistance 
Requests Breakdown by Topic 

Capital 
Informahon 

I 

Revenue Investment 

1'3% Promotion 
13% 

Intergovernmental 
Relahons ' \_Strategy 

10% Budget 6% 

32% 
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SAMARA The departments of economy and finance held diverging opimons regardmg 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 
recommendabons, we have provided three pnoritlzation columns for Samara The last column 
presents the recommendabons of the Samara techca l  assistance team, based on thelr work in 
the region and with local officials 

Local Economc Development and Employment 1 
Inibabve 

Develop Information and Analysis System I 4 

Capital Budget and Investment Specialist Traning 

Develop Econormc and Financial Strategic Plan 

Develop Program for Private Investment in Communal 1 5 1 15 1 6 

2 

4 

Establish a Treasury System 

3 

11 

17 

Service Delivery 
Improve Asset Property Management 

Develop Budget Indcators and Budget Monitomg 1 9 1 7 1 9 

2 

3 

Develop Property Tax Base Data System 

1 

13 

5 

12 

Techniques 
Assist m Multi-year Financial Planlung 

8 

I I I 

Improve Efficiency Through Better Expenditure Analysis 1 1 4 1  

7 

9 

15 

Revenue Analysis to Improve Collections, Fsurness 

Increase Accountability, Control, Transparency in the 1 10 1 13 1 14 

8 

Formalize Intra-regional Budgetary Relations 

17 

5 6 

8 

10 

11 

Budget Process 
Develop the Budget as a Policy Instrument 

6 

Encourage Investment in Residential Construchon 

Booz Allen & Harmlton 
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12 15 

16 

17 
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16 10 



USAID/Moscow Regonal Publ~c Fmance and Investment Project 
F1na.1 Report 

More detaled information on the above projects is presented in Appendix F 

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

Improve Legal and Admn~strat~ve Framework for Inter-governmental Financial I 1 
Relations 
Develop Budget as Instrument of Policy 

Assist in Management of Expenditures 

2 

Revenue Analysis and Enhancement 

Assist in Development, Management and Operation of Modern Information I 5 

3 

More detaled information on the above projects is presented in Appendix G 

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

' Financial Reporting and Auditing 

SAKHALIN A total of seven areas were identified for future technical assistance in Sakhalin, 

6 

7 

as follows 

I Asstst in Budget Analysis and Transparency 

11 Assist in Munic~pal Budget Analysis and Planlung 1 

Assist in Intergovernmental Budgetary Relations 

Establish Regional Strategic Priorities 

Assist in Capital Budget and Investment Planning 

2 

3 

4 

Develop Regional Incentives to Econormc Investment 

Assist in F~nancial Planning 

6 

7 
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More detsuled informahon on the above projects is presented in AppenQx H 

VII Recommendations For Similar Work In Other Regons 

As mterpreted by USAID's project management officials at our meetmg on Apnl26, Booz Allen 
was not expected to make specific recommendations for other regions since we have not studied 
them However, we can offer some generalized observahons and lessons learned applicable to 
other regions of Russia, based on ow extensive knowledge of Russia and the expenence gsuned 
in the three regions under th s  delivery order 

The phased approach involving conferences and a pilot techcal  assistance efforts works We 
suggest t h s  be done in other regions where there is relative uncertamty about the needs and 
acceptability of the proposed assistance Done meticulously and effectively, such an approach 
can not only remove uncertamhes, it can help to establish rapport that can go a long way toward 
a successful rollout Smlarly, we suggest pnor consultation with the key officials, wlvch m our 
case, helped create receptivity for the conferences, and helped fine-tune the agenda Conferences 
designed wth  interachve agendas provide opportumties for members of vmous departments m 
cities, region and branches of government to exchange mforrnation, share perspectives and 
develop more effective worlung relationshps Interactive break-out groups dmng the 
conference should be used to encourage attendees to participate fully in lscussions of 
informahon presented dwng the sessions and Increase understandmg of the subject matter 
Russian experts as trainers, strengthen both the process and the content of presentabons and 
techcal  assistance efforts Government officials fi-om other regions and cities that have 
successfully Implemented new methodologies/techques provided some of the most useful and 
easily digestible information at the conferences m Samara and Khabarovsk They were seen as 
colleagues and their recommendahons were hghly regarded by the conference participants 

We also have a few observations regarding the contents of techcal  assistance, as follows We 
found that US/international perspectives, in addition to Russian best practices, are of mterest to 
t r w g  participants They expect it and wll  accept h s  information that wl l  help them 
benchmark for the future, if properly selected for applicability and properly presented We 
should be prepared for a great lack of hstorical and reliable data USAID should plan for, and 
consultants should be prepared to role up thelr sleeves to dig deep and put together data for any 
m e w g f u l  analysis There is a need for implementation of accountmg standards for uniform 
reportmg and mterpretahon of data The level of automation vanes greatly but the use of 
automated systems leaves a lot to be deslred as data collection and analysis tools Many of the 
modern approaches cannot be utilized without some essential computerization There is a great 
need and a great deal of interest m modem revenue enhancement and expense management 
approaches The area of capital expenditure by public entities needs much work both in terms of 
what should be public domsun and how to go about prioritizing and fmancmg such appropnate 
expenditures There is great need and deslre to improve the budget process and its use as a 
policy tool There is also sufficient openness to improving reporting methods, therefore, we 
recommend that USAID conhnue its pursuit of enhanced transparency 
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Here, we would llke to say a word about the all-unportant issue of transparency We had 
sufficient opportumty both at the conferences and d m g  the techcal  assistance to establish the 
value of transparency to the mmcipalities and the regions We believe the officials did 
understand the merit of it objectively, however, we realize that not all departments or officials 
would find it m their own best short term interest to pursue it vigorously On the other hand, we 
believe that whle the speed ulll vary from jmsdiction to jmsdiction, the dwection is 
umstakable Some officials have asked for techcal  assistance in th s  area directly 
Additionally, there are many indirect influences that ulll chlp away at the lack of transparency 
For example, as modem approaches and analybcal techques are applied, more and more 
inforrnatlon ulll have to become open Increasing automation will have a sirmlar effect since 
more data w11 be captured at the sources and will have to become a part of the reports 

Some orgaruzational issues that should be considered mclude the understandmg that the 
Economics Department, Finance Department, Admimstration and Duma each have an mportant 
role but often have different priorities that should be understood before lmplementmg a long- 
term techca l  assistance program The Duma is generally more supportive of transparency than 
the admimstration The role of the finance department is generally greater in the area of 
budgeting, but thew participation has been less Involvmg Vice Governors responsible for 
Finance, m adhtion, or as opposed to Vice Governors responsible for the Department of 
Econom~cs, from the b e g m g  may be one strategy The Booz Allen Team found that properly 
approached, most middle1 upper-middle level public officials were quite enthusiastic about new 
ideas and methods 

We have two specific recommendations m connection with the region of Novgorod, whch is the 
thud RII site These recommendations are based on the mput received from Mr Victor Antufeev, 
First Deputy Head of City of Novgorod Admimstration for Economcs and Finance, and Ms 
Irma Gbina, Deputy C h m a n  of the Duma First, there is an opportuIllty 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, vanous subsidies and 
stipends Ths  would allow transparency and accessibility to data allowmg unproved tax 
collection It ulll also help aclueve a more rational allocation of subsidies emanatmg from the 
federal, oblast and city resources We believe techmcal assistance and possible support with 
software may be needed 

We also understand that Novgorod would be wlling to share their successes in creatmg a 
favorable business cllmate m the form of a formally structured document that can be 
dissemmated for the benefit of other citieslregions of Russia USAID may be able to encourage 
and support such an effort 
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Work Plan 

Booz*Allen & Hamilton (BA&H) is pleased to submit this workplan for the project on Regional 
Public Finance and Investment in the Russian Federation 

For readers' convemence, the work plan is presented m a compact manner Detsuls of specific 
items are attached as appendices, as shown in the table of contents 

We are grateful to the officials at the Moscow Mission of Umted States Agency for International 
Development WSAID) for their lund guidance and support toward progress made to date We 
also thank the Representabves for the Regional Investment Initiative (MI) and government 
officials from Samara, Sakhalin and Khabarovsk for their valuable support We also appreciate 
the cooperation of the Umon 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 Pnme Mimster Chernamyrdin announced 
a Regional Investment Imtiative (RII) in February 1997 Khabarovsk Krai, Sakhalin Island and 
Samara Oblast were selected among the IUI sites 

In order to identify key obstacles to mvestments, USAID undertook an assessment of the public 
finance situation m Khabarovsk Krsu and Sakhalin Island in May 1998 The assessment revealed 
a large number of deficiencies in public finance requmg assistance There was lack of 
analytical basis for malung public mvestment decisions and inadequacy of shlls m revenue and 
expendture analysis, planrung and management Existence of non-transparent intergovernmental 
fiscal relation was another issue Improvmg trust in the government remains one of the necessary 
conditions for democracy and improved foreign investment In managmg public finances, the 
motivabon was found to be prunarily to meet short term needs whch could lead to mounting 
public debt 

W l e  USAID mshes to provide assistance m the above areas, the Agency knew from 
experience that given many needs and current pnonties it is difficult to target resources 
effectively Moreover, there is a wdespread lack of understandmg about what techca l  
assistance USAID can provide and its potential benefits 

Thus, there is a need to create awareness about, and benefits of, assistance and to also create a 
deslre for it Then, it is necessary to pnontize the needs based on the officials' perceived value on 
an informed basis It appeared that a conference type approach can create an awareness, 
motivation and "buy-m" and limted "pilot" type techcal  assistance can demonstrate the value 
of such assistance to the officials, before larger resources are comrmtted 
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Ths  delivery order to BA&H is meant to meet the demands of th s  is special situation in a 
creative manner The next section describes how ths  effort addresses USAID Strategic 
Objectives before we discuss the two pmcipal components of th s  project and how BA&H plans 
to carry them out 

The specific intent of th s  project is to imtiate a "results chain" that will lead to the fulfillment of 
key USAID RII Strateg~c Objectives 1 2 "Tax system reformed to correspond to decentralized 
market economy" 1 3, "Accelerated growth and development of Pnvate Enterprises", and 
Intermediate Result 1 2 1, "Policies, legislation, and regulation conducive to broad-based 
competition and pnvate sector growth adapted " Ths  document will demonstrate the linkages 
between the various levels of the "Tramng Results Cham", that is presented graphcally in 
Figure 1 on page 4, and that is explained below 

At Level 1, results include a well-conceived workplan, conferences, and short-term techca l  
assistance and traimng as planned These are measured by the quality and effectiveness of the 
conferences and the short-term techrucal assistance in propelling the participants to the next level 
of results These results are a product of background research, conference plamng, and 
effectively delivered conferences using the most appropnate Russian and international best 
pracbces The conferences in ths  program differ fiom typical trainmg conferences m that their 
przmary a m  is not " l emng  of knowledge and slulls " Rather, the conferences a m  to create 
awareness among attendees, create motivation, and acheve buy-m for further targeted techca l  
assistance and traimg 

At Level 2, there are two time-sequenced objectives First, the conferences will create 
awareness, motivation and buy-in for techcal  assistance and trsu~llng Second, as a result of the 
short-term techmcal assistance and traimg, city and regional officials w11 have unproved public 
finance and budgeting slulls 

At Level 3, L e m n g  Application Results, the results mclude the offic~als applying the new 
knowledge and slulls they have acquired to their own jobs and tasks Thls is measured by how 
well they improve the way they do thelr jobs through the application of new slulls 

Level 4, Work Group Results, include developing the capacity of city and regional officials to 
plan and manage public fmances to Increase the transparency of public policy and budget 
plannmg processes at the Oblast and Municipal levels Ths  w11 be measured through 
productivity improvements in city and regional officials m addition to their improved p l m n g  
and use of public fmances The participants wll  also contribute to malung the finance process 
more transparent Th~s  level is a result of the applied l e m n g  that took place at Level 3, at 
whch time the officials were able to use what they learned and apply it effectively to their 
immediate work envlronments 

Level 5, Partner Orgamzation Results, include improving trust In the Government by taxpayers, 
whch is a necessary condition among others for democracy and unproved investment Th~s  w11 
be measured successfully by increased and improved trust m the government by taxpayers 
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Having accomplished the above results chain, Level 6, the Intermediate Result 1 3 1, wl l  be 
accomplished "Policies, legislation, and regulation conducive to broad-based competition and 
pnvate sector growth adopted" Ths  w11 be measured by how quickly and effectively new 
legislation is adopted, and how qulckly the pnvate sector grows This is the result of increased 
partner orgamzabon l e m n g  from Level 5 

Havlng accomplished t h ~ s  l e m n g  at a hgher partner orgmzation level w11 lead to Level 7, 
resultmg m the fulfillment of USAID Strategic Objective 1 2 "Tax systems reformed to 
decentralized market economy" Ths  will be measured by how quickly and effectively the tax 
system has been reformed, and how it links back to improving trust in the government by 
taxpayers 

Through ths, the orgamzations will then contnbute to Level 7, USAID Strategic Objective 1 3 
"Accelerated growth and development of pnvate enterprises" Ths  wll  be measured through the 
growth of pnvate enterpnses and is a result of the creation of pnvate sector growth legislation at 
Level 6 
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FIGURE 1 

Resu Its Chain for the Regional Publ~c Flnance and Investment Program 

USAID STRATEGIC OBJECTIVE 1 2 I USAID STRATEGIC OBJECTIVE 1 3 I 
LEVEL 7 I "Accelerated Growth and Development of 

Prlvate Enterprises" 
"Tax System Reformed to Correspond to 

Decentral~ed Market Economy" 

I ATERMEDIATE RESULT 1 3 1 
LEVEL 6 

I "Pol~c~es, Leglslatlon, and Regulation 
Conduc~ve to ~ioad-based Compet~tlon and 

Private Sector Growth Adopted" 

I PARTNER INSTITUTION RESULTS 
LEVEL 5 

LEVEL 4 

Improve Trust in Government by Taxpayers-a necessary condition among others for democracy 
and Improved investment 

I WORK GROUP RESULTS 

Develop capacity of city and reglonal officials to plan and manage publlc finances and to 
Increase the transparency of public policy and budget plannmg processes at the Oblast 

and mun~cipal levels 

LEARNING APPLICATION RESULTS 
LEVEL 3 

LEVEL 2 

Apply learning results to own jobs and tasks I 
LEARNING RESULTS 

1 Awareness, Mot~vation 
and Buy-ln for technical 
asastance and triuning 
created durlng Conference 

2 Officials have unproved 
public finance and budget 
skills from technical 
assistance and tralnlng 

PROGRAM MANAGEMENT 
RESULTS PROGRAM MANAGEMENT 

RESULTS 
2 Technical assistance 

workplan developed 
followmg conferences 

3 Short-term technical 
assistance and traning 
dellvered as planned 

LEVEL 1 
Conference Des~gn and 
Workplan developed prlor to 
conferences 
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4 Plans for Program Components 

As indicated above and directed by the TOR, these are two pnncipal components of th s  program 

1 Conferences on principles and practices of public finance in the Russian context, to 
educate officials on the range of options for techmcal assistance, resulting in the 
development of work plans for each region identifjmg and defimng pnonties for 
short and long term assistance andlor partnershp, and 

2 Implementat~on of llrmted short-term techcal  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 th s  workplan m Gantt Chart form (Due to 
the factors known to USAID, th~s  time frame is slightly beyond that onginally stipulated ) 

4 1 Conferences 

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

The pnmary participants in the conferences w11 be public officials who have 
responsibility in the areas of budgeting, finance and econormc affairs They wl l  
represent KrdOblast adrrmustrabons, Duma and mu~llcipalit~es 

Two conferences are expected to be held under th s  program, one in Samara and one 
in the Russian Far East 

The RFE conference wll  be held m the City of Khabarovsk and it wl l  also be 
attended by the representatives fiom Sakhalin 

The conferences w11 be held for three days each 

0 For cost effectiveness, we propose to hold the two conferences d m g  two 
consecutive weeks 

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

Presenters w11 include US specialists wth expenence in Russia as well as in other 
emergmg econormes, Russian specialists in the field, government officials who are 
successful practiboners in the field, and potentially pnvate sector representatives 
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The output of the conferences wd1 be sets of recommendations on customized short 
tern and long term techcal  assistance plans for the three regions 

4 2 Techcal  Assistance 

As the outcome of the conferences, short term techcal  assistance needs of the junsdictions w11 
be pnontized and reviewed wth seruor counterpart officials 

We expect to make the necessary preparation on the techcal  assistance approach prior to the 
conferences in order that concrete progress can be made lrnmediately past the conferences whle 
our team is still m the field 

Avadability of resources wdl be applied to make recommendations to USAID regarding the most 
appropnate TA to be provided under k s  task order 

Once approved, appropnate US and expatriate advisors w11 be identified to match the TA areas 
selected 

Attachment C contams our approach to the design and implementation of techca l  assistance 

5 Resources Appl~ed 

A vanety of financial, manpower/intellectual and collaborative resources/mputs are being 
applied to t h s  project for acheving the desired objectives Given below is a bnef statement 
about these resources 

5 1 Financial 

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

In addition to the funds avadable under th s  task order, the followng resources are expected to 
contribute to the overall success of ths  project 

1 Llmited transportation, facilities and staff support to be potentially provided as "in 
lund" contribution by the Khabarovsk Krai admstration and Samara Oblast 
admimstrabon 

2 Cost of transportabon of the officials fiom Sakhalin Island to Khabarovsk, to be 
paid by their respective junsdictions 

3 The cost of transportation of the officials from outside the City of Khabarovsk to 
be borne by thelr mu~llcipalities 
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5 2 Project Personnel 

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

5 3 Publications and Material 

In order to make full use of the substantial body of lnforrnation previously developed for Russia 
and the EN1 in the area of public finance, we have reviewed matenals from previous USAID 
projects, as well as other donor and scholarly sources toward the design of the conferences The 
list of publications and matenals currently under review is listed in Attachment F Additional 
Russian language matenal is currently under review for conference use to ensure that use of 
previously translated material is mamized 

5 4 Collaborative Efforts 

Ths  project has been planned to be an integral part of the overall RII efforts toward growth and 
investment m the regions In view of that, the project has worked closely mth the RII irutiatives 
in Samara and the RFE in g u n g  support for the conferences by regional and city officials 
BA&H is most appreciative of the cooperation and support by Joan Agerholm, Irma 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 thelr ongomg advice and 
participation We have also had the benefit of guldance and advice from the Umon of Russian 
Cities and the Association of Sibenan and Far Eastern Cities 

6 Outcome and Measurable Ind~cators 

As we know, the goal of the H I  is to create trade linkages wth  the Russian Far East and the 
West Coast of the Uruted States In addition, the RII aims to 

Work mth authorities to develop a set of pnonties to attract investment and 
generate growth, 

Develop an overall framework to put these mutually decided upon pnonties in 
place, and 

Contribute to the central goal of improving the prospects of investment and 
economic growth in the given regions 

Based on USAID's assessment it was found that public finance related problems are a hdrance  
m reachng the objecbves put forth in the RII Problems include 

Officials are short-term goal-onented, 
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Government officers are not motivated to change and adapt financial management 
and budgetary processes, and 

There are regonal drfferences m pnonties and levels of commitment 

Given the current situation in the Regions, BoozeAllen & Hamilton w11 focus on the first two 
levels of the results cham, Program Management Results and Tramee L e m n g  Results (m 
Figure 1 of the Strategic Objectives document), in developmg mdxators to measure the 
effectiveness and success of the conferences m Khabarovsk, Samara, and Sakhalm Island 

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

1 Development and delivery of Conference Design and matenals 

INDICATORS 

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

The final design is being submtted along with the workplan on January 8, 1999 to 
US AID 

Final t r m n g  matenals prepared wth  dry run (test) in Moscow on February 15, 
1999 

Matenals presented m Conference format m Samara Region for city and regional 
officials on February 17, 18, & 19, 1999 

Matenals presented in Conference format m RFE Region for city and regional 
officials on February 25,26, & 27,1999 

Targeted sixty participants w11 attend the conferences 

2 Techcal  Assistance workplan developed followng the conferences 

INDICATORS 

Draft Techcal  Assistance recommendations w11 be delivered to USAID in by 
March 5,1999 

3 Short-term tecbca l  assistance and tramng delivered as planned starting March 15 
(contmgent upon rapid approval ) 
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INDICATORS 

At least three jmsdictions will be provided short term TA as determmed and 
t r w g ,  as approved, w11 be completed by Apnl30 

In Level 2 of the results chain, Trainee Leamng Results, there are two major outcomes wth 
separate mdicators of their success 

1 Awareness, Motrvation, and Buy-In for techcal  assistance and trarlmg created 
dumg the conference 

INDICATORS 

For Awareness, targeted surty participants wdl complete Modules I through VI of 
the conference 

For Motivation, all participants wl l  help identify need for action fiom their 
jurrsdictions 

For Buy-In, priontres for 20 TA opportuIllties custormzed and 6 work action plans 
will be developed 

2 City and Regional Officials would have unproved public finance and budget slulls 
fiom short and long-term techcal  assistance and traimng m at least the areas of TA 

INDICATORS 

At least 3 jmsdictions and 40 regional officials w11 participate in short-term TA 
and t r w g  activities focused on new financial management and budgeting slulls 
for 1999 

All parhcipants wl l  benefit fiom the short-term TA and the 100% of the TA wll  fall under the 
pnonties determmed by the participants in the conference 106 days of expat and 3 15 days of 
local nabonal LOE w11 be expanded toward such techmcal assistance and tramng 

Wrltten Dellverables 

Project work plan 

Conference design and outline 

TA design 

Short and Long Term Techcal  Assistance Plan for Samara Region, Khabarovsk Krai, 
and Sakhalm Island 

Booz Allen & Hamilton 
Work Plan 

9 



USAIDMoscow Reglonal Public Finance and Investment Project 
Final Report 

Final Report (mcluding updated Techmcal Assistance Plan) 

Monthly Status Reports 
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Attachment A 

USAID Conferences on Publzc Fznance and Budgetzng 
Deszpn 

OBJECTIVES 

Not Pr~manlv Trammg 

We recogmze that these conferences are not purely trainmg velucles Normally, the stand-alone 
t r m g  programs mvolve mtensive treatment of a llrmted number of topics in order that the 
partupants can apply the knowledge gamed at their workplace Since traimng is not the primary 

focus of these conferences, we are proposing to cover a mder waterfront of public 
financehdgeting 

Creating Awareness 

The first objective of these conferences is to create awareness among attendees about 

A mde range of issues/problems related to public finance 

The fact that most problems are systemic, affectmg sub-national governments m all 
transition economies as well as much of the rest of the world 

The fact that a vanety of practices/solutions are being successfully utilized by others 
in Russia and elsewhere 

Smce USAID techcal  assistance resources remam limted, even m the long run, the 
conferences are expected to prompt officials to recogmze their needs and opportumties and 
motivate them to utilize new practices regardless of the t ~ m g  or availability of TA (Resource 
matenal in Russian m11 be given to the partrcipants for thelr future reference ) 

C r e a t m ~  Buv-In for Ass~stance 

The conferences m11 be like an "mteractive menu" introducing t r m g / t e c h c a l  assistance 
opportumties Once the officials recogmze their needs and the opportumties for receivmg 
techca l  assistance, their comrmtment and capacity w11 be assessed and pnonties established, 
both for "pilot" short term techcal  assistance and for the long term needs 
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CONFERENCE OUTLINE 

Day 1 Mormng Welcome by Senlor Reglonal Official/USAID 

Introduction 

Module I Crztzcal Issues Sesszon 

Afternoon Module I1 Sources of Funds 

Day 2 Momng Module I11 Uses of Funds 

Afternoon Module IV Overall Budgetary Process 

Day 3 M o m g  Module V Capztal Improvernents/In@astructure Development 

Afternoon Module VI Strategy Roundtable 

Day 4 Meetmgs vvlth selected officials 
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DAY ONE SCHEDULE 

Prom 

8 30 

9 30 

10 15 

11 00 

11 15 

12 30 

1 00 

2 00 

3 30 

3 45 

4 45 

5 30 

6 30 

Event 

Registration 

Welcome and Introduction 

Module I 

Coffee Break 

Module I (cont ) 

Guest Speaker 

Lunch 

Module I1 

Coffee Break 

Module I1 (cont ) 

Break Out Sessions and Reporting 

Opt~onal Session 

Reception followed by dinner 
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DAY TWO SCHEDULE 

From 

9 00 

10 30 

10 45 

11 45 

12 30 

1 00 

2 00 

3 30 

3 45 

4 45 

5 30 

Event 

Module I11 

Coffee Break 

Module 111 

Breakout and Reporting 

Guest Speaker 

Lunch 

Module IV 

Coffee Break 

Module IV (cont ) 

Break out sessions and reporting 

Optional Session 
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From 

9 00 

10 30 

10 45 

11 45 

12 30 

1 30 

2 45 

3 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 
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APPROACH 

The introductory remarks w11 cover the followng 

Objectives of the conference 
Agenda of the conference 
Approach~Methodology Described 
Recommendations/guidance on maxmvng the value of the conference to the attendees 

Ths  presentation wl l  utilize flip charts containmg the outlmes shown m pages B-19 and B-20 
As the conferences progress, the flip charts m11 record and track the progress being made 

Module I 

The first module is intended as a "situation analysis" to bmg out cntical issues/problems in 
order to establish the need for actionkapacity buildmglmoderruzation m the area of 
budgetlpublic finance 

Modules II through V 

These modules wl l  consist of the follomng 

Lectures that mcorporate illustrations of current applications, expenences, best practices and 
demonstrations on the module topics (see pages B-9 through B-13 for detzuls) presented by 
expatmate 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 

Breakout sessions for discussion by the participants, followed by two m u t e  reports by each 
group, on the followmg 

Their present situation in the topics covered 
Potenhal for utilization of the concepts presented 
Desirable trairungltechmcal assistance (TA) 

Module VI 

Whlle techmcal assistance and tramng opporturuties mll be identified throughout the modules, 
h s  last module and Day 4 are specifically Intended to recap action opporturuties and to identify 
TA needslinterest 
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CONTENTS 

Contents for the conferences have been selected based on the following 

Gudance provided under Delivery Order #801 

The two studies conducted by USAID representatives m Khabarovsk Krai and Sakhalin 
Oblast in May 1998, whch, along wth the TOR, were the mam contributors 

Issues identified via observations and discussions at the Economc Development 
Conference m Galitsmo in October 1998 

Elements gleaned fiom the relevant literature 

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

TA Clusters 

Tools, techques, practices and procedures to be covered under these conferences have been 
clustered into 20 free standing areas of techcal  assistance for ease of pnontization (as seen in 
bold on pages B-9 through B-13) Once selected these clusters wll  be customized to the needs 
of the recipients 

Booz Allen & Hamilton 
Work Plan 

17 



USAID/Moscow Regional Publ~c Finance and Investment Project 
Flnal Report 

MODULE I 

CRITICAL ISSUES SESSION 

Panel remarks 

Selected panelists will make brief remarks on the following 

Fiscal decentralization 

Regional Perspective 

The growmg role of local self government 

Economc Restructmng 

"The Crisis" and its fallout 

Point of vlew of the private sector mvestors (tentative) 

Pomt of view of the federal government (tentative) 

T h s  is the most important part of Module I With assistance, the attendees m11 be encouraged to 
express themselves on issues and problems they are facing Thls discussion wl l  cover, znter 
alza, essential services, traditional subsidies, madequacy of revenues, relevance of SOEs dunng 
the transition, social assets, political relationshps, and the state of the current budgetary process 
in the oblasts/cities 

Intended outcome 

Consensus on the need for budgetary reform 

Identificabon of cntical issues/problems, sigmficant developments impacting public 
finance, obstacles to be overcome, opportmties, and capacity bmlding needs 
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MODULE I1 

SOURCES OF FUNDS 

1 Extrabudgetary Funds 

Transparency 
Economc Management 

2 In-Transfers Grants 

Issues 
Transparency 
Desigmng Intergovernmental Transfer Systems 
Global Practices 
Current Russian Situation 

3 Taxes 

Role of Central Government/Local Governments 
Types of TaxRevenues 
Charactenstxs of Tax System 
D e s ~ p n g  Local Government Tax Systems 
Global Practices 
Current Russian Situation 

4 User Chargesmees 

Application of User Charges@ees 
Developing Charging System 
Global Practices 
Current Russian Situation 

Cash Flow Issues 
Use of Short Term Debt 

0 Time Frame of Forecast 
£3002 Allen & Harmlton 
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Short Term (0- 1 Year) 
Medium Term (1 -5 Years) 
Long Term (1 0+ Years) 
Methods 
Expert or Best Judgment 
Trend Forecasting 
D e t e m s t l c  Forecasting 
Econometm or Statistical Forecasting 
Revenue Forecasting 
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MODULE I11 

USES OF FUNDS 

Ths module wl l  cover the following areas 

1 Why government finances certam servlces 

Intergovernmental transfers 
Expense assignments 

3 Multiyear planning and budgetmg 

Analymg lme items 
Projection/estima~on of expenditures 

4 Managmg financial resources 

Setting service pnonties 
Increasmg efficiency vs effectiveness 
Competitive purchasmg 
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MODULE IV 

BUDGETARY PROCESS 

Ths  module pulls together sources and uses of funds and treats the budgetary process as a 
whole It w11 cover, znter alza 

1 The Budget 

Role of the budget as a policy, planrung and control tool 
P l m g  process/cycle/management 

2 Budget restructur~ng 

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

3 C~hzen part~c~pat~on/d~sclosure/transparency/accountab~l~ (hamessmg the power of 
public opmon and buldmg trust) 

4 Reportmg and varlance analys~s 

5 Treasury funchon 

6 Demonstralhon 

Use of computers, covenng databases, spread analysis and sunulation 
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MODULE V 

CAPITAL IMPROVEMENT~RASTRUCTURE DEVELOPMENT 

Identifying Capital Improvements Projects 
Economic Development 

Inventory of Capital Improvements 
Development of Prioritization Cntena 
Methods of Project Evaluation 
Cost-Benefit 
Net Present Value 

Strategies 
Financing Alternatives 
Pay-As-You-Go versus Debt Fmnclng 
Sources of Financing 
Debt Issuance 
Creditworthmess/Ratings/Debt Capacity 

4 Alternative Service Dellvery 

Compmng Public, Pnvate and NGO Sectors 
Strategies 
Concession 
Franchses 
Build, Operate, Transfer (BOT) 
Intermumcipal Cooperation 
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MODULE VI 

STRATEGY ROUND TABLE 

Recapping the relevantlimportant issues/concepts ~dentified under Modules I-V 

Recapping of the present inadequacies 

Identification/sequencmg of needs and action opportmties/planmng 

Identificahon of TNtramng needs 

Priontization of needs 

Assessment of absorption capacity/state of readiness to utilize TNtraimng 
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PROPOSED CONFERENCE PRESENTERS 

Stated below are our objectives in proposing six categones of presenters at the conferences and 
the approach for their selection and participation Some of it has been already discussed with, or 
required by, USAID However, it is summanzed here for completeness 

EXPATRIATE ADVISORS 

The objective in proposing the number and type of expat advisors is as follows 

To provide expertise in the best practices covenng all the desired subject matters 
To present expenence from Russia as well as other transition economies 
To maxlmize the quality and effectiveness of the conferences 

Approach 

BA&H is proposing the chef of party and two other specialists to be presenters at the 
conferences in both Samara and the W E  as follows 

Bharat Bhargava Has th~rty years of expenence in conferences/trainmg orgamzation, 
speakmg, moderation and facilitation He also has extensive expenence as a public official in 
finance and economc development and in murzlcipal fmancmg and has built pnvate/public 
partnershps He has successfully managed USAID t r a w g  and techca l  assistance projects 
in a large number of transition/emerging economies, and has led techmcal assistance work m 
Russia since 1993 covenng banlung, foreign mvestment promotion and public finance Mr 
Bhargava has done much research in connection wth th~s  project and has developed the 
proposed design of the conferences He vvlll have the overall programmatic responsibility 
and wl l  lead Modules I and VI 

Albert Sharp Has more than 20 years of public management expenence strengthenmg the 
performance of local governments, implementing enhanced inter-governmental relations, 
improving public finance practices and mcreasing the level and effectiveness of citizen 
participation that also includes a number of transitions economes Specifically, dmng 1993- 
96 he headed the USAID funded Mu~ucipal Fmance and Management Project in Russia He 
developed and executed a work plan, whch included management information systems and 
automabon of the analytical functions of the Finance Department, City of Moscow His key 
strength is m the areas of expense analysis and in budget development/modeling He will be 
the lead expat presenter of Module I1 and Module IV 

Glen Wnght Has over 26 years expenence m the field of public finance including SIX years 
m CentraltEastern Europe and the NIS Besides havmg been a practitioner and provider of 
techca l  assistance, Mr Wnght has distmguished hmself in developing and conducting 
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trsumng conferences and workshops in the areas covered by our current project He has 
mt ten  extensively in th~s  field for the benefit of local governments in transition economies 
and his work is being utilized by thousands of mu~llcipalities His recent book whch has text 
and cases studies fiom transition economies on revenue systems, taxation, expenditure 
analysis and alternative service has also been translated m Russian Capital improvements 
p l m n g ,  financing bond issuance and related legal reform are among h s  major strengths He 
mll be the lead expat presenter under Module 111 and Module V 

RUSSIAN SPECIALISTS 

We expect to maxlmize the involvement of--and contribution by--Russian specialists mth the 
followng objectives in mnd 

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

Approach 

The BA&H approach, already in progress, is as follows 

To pick the hghest quality specialists mth experience m related projects 
To involve them in mdividual modules and the panel discussion according to their 
specialty 
To dovetail thelr contribution with that of the expat specialists 
To offer some different and some of the same specialists for between the RFE and 
Sarnara 

A number of names have been short-listed but work m ths  area is still in progress 

GOVERNMENT OFFICIALS AS PRESENTERS 

The objectlve of featmng government officials fiom other jurisdictions as presenters is as 
follows 

To showcase examples of modern practices at oblast and city levels 
To gam credibility by offemg the point of view of peers (as opposed to consultants - 
expat or Russian) 
To establish that better practices are possible in Russia and even under the present 
difficult crcumstance 
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To allow an opportumty for informal interaction between the participants and other 
practitioners 
For networlung among officials for mutual consultations in the future 

Approach 

For optmially meeting the above objectives, we propose 

To mvlte two such officials (not more because of the paucity of tune ) 
To have one official from an oblast and the other one from a city 
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 lnformal discussions 

PRIVATE DIRECT INVESTOR(S) 

The objective in featuring a sigmficant pnvate sector mvestor at each conference would be 

To present their view polnt and assessment of the present investment climate 
To draw out their suggestions pertaimng to public finance actions that would make a 
juns&ction more attractive to investors 

Approach 

Our proposed approach would be 

To mvite the head or a semor official of Pepsi or Nestle in Sarnara 
Identify and mvite a sunilar individual in the W E  

USAID OFFICERS 

We are hopeful USAID program officials wl l  be at the conferences for the followmg 
purposes 

To represent the host enaty 
To be able to mtroduce USAID and its role to officials from more remote mu~llcipalities 
To establish ongoing relationshp (as opposed to our project onented role) 
To be able to get new decisions, where appropnate, on issues brought up during the 
conferences 
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To ensure USAID's first hand knowledge of the events and of the views of the 
participants regardmg the TA needs 

Approach 

Our recommendations to USAID include 

To welcome the partxipants 
To be represented throughout the event both in Samara and RFE 
To join the BA&H team in meeting the selected officials on Day 4 and possibly the day 
after when the BA&H team proposes to regroup for orgamzing the findmgs and 
recommendations 

CHIEF GUEST 

We are proposing to invite a distinguished senlor figure to open the conference in order 

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

Approach 

Our approach is to pursue the followmg avenues/options 

To take up officials of the Samara oblast on thelr offer to facilitate opemng remarks by 
the governor 
To explore the possibility of the Governor of Khabarovsk appemng m the W E  
To ask USAID if they have any suggest~ons/contacts smtable for t h ~ s  purpose 
To ask ASFEC and URC for thelr suggestions/contacts 

The conference modules I1 through V show 20 discrete TA areas We expect the 
pnontlzation to be based on these clusters of practices Six TA recommendations will be 
made to USAID, two per region for covemg short term and long term needs, utilivng the 
attached table of contents 

Once approved by USAID and agreed upon by the receivmg jmsdictions, the followmg 
approach w11 be taken toward providing short term TA 

1 Selection of the nght mix of expat and Russian specialists for each oblast/km Russian 
specialists d l  be more dormnant in each team 
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2 Agreement w11 be reached wth  the jmsdictions receiving TA on the following 

Early Timing 

Assured identification and availability of the most appropnate staff 

Availability of the relevant information and data 

Preparation to be done by the recipients pnor to the m v a l  of the advisors 

Existence of a very hgh level "Champion for the Change" 

Needed attention and decision malung dmng the TA tunefiame 

Logistical matters 

3 The actual unplementation of the short term TA wll  entail the followng, as applicable 

At t amg a clear understandmg wth the counterpart of the specific scope of the 
TA 

Participatron by operating personnel in the introduction, design, and 
implementation of tools, practrces and procedures, to build then- "equity" m the 
outcome and, mdeed, to benefit from then- knowledge 

Continuous consensus building in all subjective areas wth  all affected 
departments/personnel 

Consultations wth  "top management" for review and validation of mtermediate 
outcomes and resolution of potential obstacles in advance as much as possible 

Tramng of personnel on the job as well as in classroom type settmgs 

Development of wntten documents on the reformed practices, collaboratively 

Introduction to avadable resources for ongomg enhancement of reformed 
approaches, directly accessible by the client after TA is concluded 
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Attachment B 

TECHNICAL ASSISTANCE WORK PLAN OUTLINE 

INTRODUCTION 

(Background, Strategic Objectives, Purpose of Plan) 

TECHNICAL ASSISTANCE & TRAINING NEEDS ASSESSMENT 

(Idenbfication and Prionbzation of Needs by Region and Short/Long Term Tune 
Perspective) 

TECHNICAL ASSISTANCE & TRAINING PLAN 

(Plan Objectives, ShortJLong Term Assignments by Region and StartfEnd Dates and 
Level of Effort) 

RESOURCE REQUIREMENTS FOR PLAN 

(ShortLong Term Techcal  Assistance & Trai~ung Resource Requirements and Delivery 
Mechamsms both by Contractor and other Programs) 

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 Booz*Allen for programmatic design 
and delivery He (along wth  Orysia Pylyshenko as well as USAIDLEU1 representatives) has the 
responsibility for semor regional and municipal officials about the project and eliciting support 
and participation He wl l  direct the conferences and TA, and handle Modules I and VI of the 
conference along wth  Russian specialists 

Orvsia Pylyshenko 

Orysia Pylyshenko, in her role as Booz*Allen project manager, is responsible for project 
p l m n g  and coordination In addition, she is worlung as Trailung Coordinator for the task In 
t h ~ s  capacity, her responsibilities Include t r a m g  matenal research and collection, conference 
orgamzation and oversight, identification of Russian specialists, field personnel admimstration 
and field financial management 

Dr Marcus Ingle 

Dr Ingle will design conference and TA templates and will advise on linlung the program with 
USAID strategic objectives and measurable indicators Given h s  vast expenence and familiarity 
wth  the project, he is also available for short term techcal  assistance followng the 
conferences, as appropnate to client needs and h s  professional slulls 

A1 Sharp 

A1 Sharp w11 help refme and prepare presentation matenal for Modules 111 and IV of the 
conference He will utilize h s  vast expenence in Russia to exemplify the use of techmques 
under these modules in Russia A1 Sharp wrll participate in the design and is also available for 
short term techmcal assistance as the need is determed 

Glen Wrrght 

Glen Wnght wl l  help refme and prepare presentation matenal for Modules I1 and V of the 
conference He will utilize h s  vast expenence in transition economes to exemplify the use of 
techmques under these modules m vmous emerging economes Glen Wnght wrll participate in 
the design and is also avalable for short term techmcal assistance as the need is determined 
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Inna Abanluna 

Inna Abanluna w11 assist the project in gathemg of Russian matenal and toward certification of 
Russian specialists She is also short-listed to speak at the conferences and to provide techca l  
assistance 

Other Russian Specialists 

Russian specialists are being short-listed, to be finalized ths  month They w11 have sigmficant 
roles in malung presentations at the conferences, determnation of pnonties, and design of TA 
They w11 also play a major role in providmg TA 

Tanya Sukharukova 

Tanya Sukharukova is providmg a full range of admimstrative and logistical support toward the 
preparation and delivery of conferences She is responsible to BA&H in Moscow for gathemg 
of Russian material, obtaimng CVs of potential Russian specialists, and lisuson wth Russian 
entities as needed She wll  be the chef support to Orysia Pylyshenko m her role as the Trailmg 
Coordinator at the conference sites 
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Attachment D 

PROJECT PERSONNEL 

LEVEL OF EFFORT MATRIX 

DELWRABLE I Work Plan (Conference Pl-g Tnps, Conference Preparation, Delivery 
and Techmcal Assistance Work Plan Development) 

NAME LOE 

Albert Sharp 25 
Glen Wnght 25 
Bharat Bhargava 54 
Orysia Pylyshenko 40 
Marcus Ingle 6 
Total 150 

DELIVERABLE I1 Short Term Techcal  Assistance 

NAME 

Albert Sharp 
Glen Wnght 
TBD 
Bharat Bhargava 
Orysia Pylyshenko 
Marcus Ingle 
Total 

LOE 
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Attachment E 

MATERIALS CURRENTLY UNDER REVIEW FOR CONFERENCE USE 

Research Triangle Inst~tute 

Matenals developed under USAID funding for the Russian Federation 

1 The Model of the City Financial Position Mucipal  Budget Analysis and Plannrng 

2 Analysis of the Mmcipal Budget (Russian language) 

3 Mucipa l  Taxes and Investment into Murucipal Infrastructure (Russian language) 

4 Citizen Participabon in Self-Government (Russian Language) 

5 Muc ipa l  Budget Analysis, Vladimlr, Russia 

6 Capital Finance Workshop 

7 Municipal Fmance and Management Project Fmal Report 

Materlals Developed for the Kyrgyz Republ~c 

Financial Plannrng Framework Course (USAID Mucipal  Finance and Management Project, 
Karakol, Kyrgyzstan) 

Carana 

Diagnoshc Report of the Investment Environment and Investment Promotion Program of 
Khabarovsk Krsu, September 1988 

1 1998 Local Government Innovative Practices Gulde for Central and Eastern Europe and the 
New Independent States, 1988 Addendum 

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

Materlals Received from the Inst~tute of Urban Economics UUE) 

1 Default B s k  and the Effective duration of bonds, Babbel David, Mernt Craig, Panmng 
William (General Fmance) 
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2 East European MuIllcipal Credlt Conference, June 7- 10,1994 in Budapest Conference, 
Proceedmgs and Analysis, Peterson Gerge, Pigey Juliana 

3 Mmcipal Infrastructure Finance in Russia Issues and Prospects, Robert D Flrestine, Alexey 
Novikov, Ilona Dmitneva, Alexander Kopeilun 

4 Financial Analysis of multi-year Mu~llcipal Infrastructure Finance a Hypothetical Example 
(no author is menhoned) 

5 Capital Projects New Strategies for P l m n g ,  Management and Finance Matzer John, 
ehtor 

In addition to the matenals above, IUE is in the process of collectmg Russian language matenals 
related to public finance 

CEEPAA 

These matenals were prepared under the CEEPAA/Romama USAID funded project 

1 Establishmg Financial Management Policies m Local Governments 

2 Strategic Planrzlng ln Local Governments 

Northern Econom~cs, Inc 

Sakhalin Island Infrastructure Development Plan 

Georg~a State Un~vers~tv 

The Russian Federation Fiscal Reforrn Project has provided the following in draft form 

1 Intergovernmental Fiscal Relations in Lemgrad Region, Georgia State University and 
Barents Group, LLC 

2 A Conceptual Framework for Intergovernmental Relationshps Withn the Oblast 

3 The Distnbution of Natural Resource Taxes in the Russian Federation 

Other Reference Materials 

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

Wnght, Glen 1996 The D~vision of Central-Local Government Functions, in Public 
Admlmstration in Transition, Jab Jakes and Mirko Vintar, editors, Bratislava NISPAcee 

Booz Allen & Hamilton 
Work Plan 

35 



USAIDIMoscow Regional Public Finance and Investment Project 
Fmal Report 

Horvath T M Case Study The Grant System in Hungary in Public Finance Theory and 
Practice in Central European Transition, Juraj Nemec and Glen Wnght, ed Bratislava 
NISPAcee 

Bahl and Llnn Urban Publlc Finance in Developing Countries, Oxford 

Dillinger Decentralization and Its Implications for Urban Service Delivery, The World Bank 

Blrd, R M , Ebel, R D and Wallich, C 1995, eds Decentralization of the Socialist State 
Intergovernmental Finance m Transition Economes, Washmgton, 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, William, 1994 Decentralization and Its Implications for Service Delivery, 
Washngton, D C The World Bank 

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

Nordhaus, William, 1992 "Soviet Economic Reforms The Longest Road," Washngton, D C , 
The Broohngs Institution 

Bird, R M , Chstine Wallich 1993 Fiscal Decentralization and Intergovernmental Relations m 
Transition Economies Toward A Systematic Framework for Analysis, Washmgton, D C The 
World Bank, Worlung Paper 1122 

Bird, R M ,  Chrrstine Wallich and Gabor Peten, 1995 "Financing Local Government in 
Hungary" in Decentraliztion of the Socialist State Intergovernmental Finance in Transitions 
Economies, Washngton, The World Bank 

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

IGngsley, Thomas 1996 "Fiscal Decentralization and Revenue Generation," Paper prepared for 
USAID Consultative Meetmg on Local Government in Transition Countries A Perspective for 
the Year 2000 Washngton, DC International City Management Association 

Gordon, Michael 1997 "Yeltsin's Political Gamble Ending Housmg Subsidies" Frankfurt 
International Herald Tnbune July 14, 1 997 

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

The World Bank World Development Report 1997 The State in a Changmg World, The World 
Bank 

Mlhaly Hogye Case Study The Hungman Tax A h s t r a t i o n  in Public Finance Theory and 
Pracbce in Central European Transition, Juraj Nemec and Glen Wnght, eds , Bratislava 
NISPAcee 1998 

Kveta Kubatova Forms of Taxation m Public Flnance Theory and Practice in the Central 
European Transition, Juraj Nemec and Glen Wnght, eds Bratislava NISPAcee, 1998 
Bird, R M 1976 Charging for Public Services A New Look at an Old Idea, Canadian Tax 
Foundation, Toronto 

Brownlee, 0 H 1991 User Prices vs Taxes, in Public Finances Needs, Sources and 
Utilizahon, A Conference of the Umversities-National Bureau Committee for Economc 
Research, Pmceton Umversity Press, Princeton, pp 42 1 -43 7 

Davey, K 1983 Financing Regional Government International Practices and their Relevance to 
the Thrd World, John Wiley & Sons, Chchester 

USAID Mater~als 

Report on Russian Far East Khabarovsk Krai Region 

Report on Russian Far East Sakhalm Island Region 
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USAID Regronal Public Fmance and Budgetmg 
Conferences 

As requlred under the Terms of Reference Booz*Allen & Hamilton orgamzed two Public 
Finance and Budgetmg Conferences in Russia in support of the Regional Investment Inltiat~ve 
These conferences were held in Sarnara and Khabarovsk durmg the month of February 1999 
Given here is 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 whch 
are given as Attachment B of the Work Plan attached Overall, our methodology involved the 
following steps 

Highlighting partmpa~on, key issues and problems in public finance and budgeting in 
Russia 

Presentations on the vmous key aspects of public finance and budgeting, covermg 
modern tools, techques, best practices and experiences from w t h  Russia and other 
transition economies, compartmentalized mto four distinct subject matter modules 
(Attachment 1 gives illustrative schedule used at the conferences and Attachment 2 is an 
illustration of the Russian transparencies used for the presentations, in 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 

Identification of the areas of possible techcal  assistance by USAID for the individual 
jurisdictions 

Speakers included US and Russian specialists, Russian practicmg officials fiom other terntories, 
a semor official from the Office of the President, a Deputy Mimster of the Russian Federation, 
private sector representatives, USAID officials, RII, and a Vice GovernorDuma officials 
(Attachment 4 is the list of speakers at the conferences ) 

From all indicahons, the conferences were deemed to be hghly successful Based on the 
feedback received from the participants, the conference was an excellent opportumty for officials 
to learn about new public finance methodologies that have been used successfully in Russia and 
internationally (Attachment 5 contms wntten comments and suggestions made at the 
conferences ) 
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Samara Conference 

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

Dmng the conference the participatmg offic~als enthusiastically discussed future techca l  
assistance needs and priorities (Attachments 7 and 8 are the long term and short term techca l  
assistance requests fiom Samara) A core team from Booz Allen met wrth Vice Governor 
Khasaev after the conference to help narrow down the topics for immediate short-term techca l  
assistance Subsequent to the meetmg, an issue arose regardmg possible funding of computer 
purchase by the Oblast (Attachment 9 and 10 are letters fiom the Vice Governor on t h ~ s  subject ) 

W l l e  m Samara, we had the opportunity of reportmg on the project at a contractors' meeting 
held by the Mission Chef, Ms Janet Ballantyne Also, we had a chance to tell the US 
Ambassador Mr James Collins and the Sarnara Oblast Governor Mr Constantme Titov about 
the project The Governor commented, "Keep going ahead This is a very important area for us " 

Khabarovsk Conference 

A three-day conference m the Russian Far East (RFE), covering the same topics as the Samara 
conference, was held m Khabarovsk from February 25th to 27th The Khabarovsk conference was 
attended by representatwes from Khabarovsk Krai and Sakhalin Oblast admmstrations, Dumas 
and city adml~ustrations (Attachments 11 and 12 provide the list of participants from 
Khabarovsk and Sakhalin) W l l e  the same format was followed as in Samara, certain 
specialists, officials, the pnvate sector representative and, RII representatives, were different 

Knowmg about the potential reluctance of Khabarovsk and Sakhalin officials toward techca l  
assistance, our objective was to commulllcate the message in such a way as to foster mterest on 
their part The enthusiasm on the part of both regions and cities was very hgh, and as an added 
benefit the officials fiom two regions where able to compare their expenences (Attachments 13 
through 16 provide the list of techcal  assistance requests from Khabarovsk and Sakhalm ) 

At our meeting wth Khabarovsk Vice Governor Levintal, he noted the high enthusiasm of the 
participants and expressed h s  own appreciation Semor off~cials from Sakhalin also reported on 
television and radio the day followng thelr returned to describe the conference in glowing terms 
We also received a letter from the chairman of the Duma and the Governor of Sakhalin Oblast 
commending the conference and adding their own ideas on possible technical assistance (Please 
see Attachments 17 and 1 8 ) 

Booz Allen is grateful for the support provided by the USAID officials, RII representatives and 
the semor officials of the three regions We hghly appreciate the time, lively participation and 
generous evaluation of the conference attendees We are also appreciative of the Russian guest 
speakers who made an invaluable contnbution to the quality of the conference 
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USAID Regional Public Finance and Budget Conference 
KHABAROVSK 

FEBRUARY 25-27,1999 

Dav 1 

Module I Introduction 
Leader - Bharat Bhargava 

Module I1 Sources of Funds 
Co-Leaders - Glenn Wrlght and Irma Abanlnna 
Module overview - Glenn Wright - 10 min 
1 Extra-budgetary Funds - L Tokun - 10 min 
2 Publlc Fmanclng - Oleg Grrgonev - 15 min 

Guest Speaker Valentina Smirnova, Novgorod Oblast - 20 mm 
Discussion - 10 rmn 

3 Taxes 
4 Non-tax Revenues (charges and fees) 
0 Gngoriev - 10 m - sales tax and up-front tax 
A Vysokovsky - 20 mm - property taxation 

5 Debt/Borrowings 
L Tokun- 15 rmn 

6 Estlmatlon and Forecastmg 
G Wnght - 20 mm 
L Tokun - 25 mm 
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Module 3 Expend~tures 
Co-Leaders - AE Sharp and Ludmrla Tokun 

1 Reasons for Government Fundmg of Spec~fic Industr~es 
2 Expenditure Class~fication 
Panelist Al Sharp - 60 mm 

3 Mulb-year Budget Plannmg 
Panelist Oleg Gngonev - 30 rmn 
Guest Speaker Olga Molchanova, Novosibirsk - 40 min 

4 Management of Pmanclal Resources 
Panelist Ludmila Tokun - 20 rmn 

Module 4 Capltal Budgetflnfrastructure Development 
Co-Leaders - Glenn Wrzght and Irma Abanhna 

1 What IS needed 
2 Criterla Selectxon, Selection Process 
Panelist Glenn Wnght - 30 min 

2 Flnancmg 
Panelists Pavel Svistunov - 40 m n  

Alexander Vysokovsky - 20 min 

3 Alternat~ves 
Panelists 
Glenn Wnght - 15 rmn 
Inna Abanluna - 15 m n  
Pavel Svistunov - 15 rmn 

Munlc~pal Budget Computer Model Demonstration 
Vladimr Pushkarev, Novosibirsk - 60 mm 
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Dav 3 

Module 5 Budget~ng 

1 Budget 
2 Budget Restructur~ng 
Panelist A1 Sharp - 45 m n  

3 Financ~al reportmg and discrepancy analysis 
4 Treasury Functlon 
Panelists 
Oleg Grigoriev - 30 mm 
Pave1 Svlstunov - 10 rmn 

5 Transparency, Accountab~l~ty 
Panelists 
Ludrmla Tokun - 20 mm 
Irma Abanluna - 10 min 

Module 5 wrap-up A1 Sharp - 20 m n  
Video - Public discussion of the budget 

Module 6 Round Table D~scusslon 
Leader - Bharat Bhargava 
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Attachment 2 

USAlD Reaonal Publ~c Finance and Budaet Conference 

Desianlncr the Budaet Process 

Budget Preparation 

Citizen Participation 

Budget Adopt~on 

Budget lmplementatlon 

a Budget Control 

Budget Reportlng 

Budget Analysis 

Booz Allen & Hamilton 
Conferences 

6 



USAID/Moscow Regional Public Fmance and Investment Project 
Fmal Report 

Attachment 3 

Two volumes of resource books and two diskettes on relevant hterature were provlded to 
each parhclpant They wdl be submitted separately 
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Attachment 4 

SPEAKERS 

US AID 

Stephen Giddings 
Angelma Gurluna 

Yekaterma Lushpina 
Irma Isaeva 
Igor Malinov 

Bharat Bhargava 
Glen Wright 
Albert Sharp 
Orysia Pylyshenko 

Russ~an Specialists 

1 Irma V Abanluna Doctor of Economics, Specialist in local and regional policy, budget 
relations and management 

2 Lyudrnila V Tokun Doctor of Economcs, Assistant Professor, Department of Flnance 
Management, State Management Umversity 

3 Oleg V Grigonev Econormst 1993-1999 Head of the Budget Sector of the Department on 
Economics of the President's Admmstration 

4 Pave1 V Svistunov Specialist on Funding of local infrastructure and on analysis of debt 
policy of the Russian Federation (RF) subjects, mmcipal institutions, banks, corporations and 
mmcipal services 

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

6 Alexander A Vysokovsky Doctor of Archtecture, Specialist city development, land laws, 
real estate management, mvestment in construction 

7 Bons L Rudruk Doctor of Economics Head of the Budget Sector of the Department on 
Economics of the RF President's Adrmnrstration 
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8 Lev I Yakobson Professor of Economics, Moscow State University Pro-rector of the Highest 
School of Economics (Moscow) 

9 Dmitny Shshlun Specialist in modeling of inter-governmental relations 

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

2 Alexander G Voromn 1 st Deputy Mimster of the Ministry on the RF Reg~onal Policy 

3 Tatiana V Ivanova Head of the Department of Pl-g and revenue analysis of the 
Adrnmstration of Novgorod the Great 

4 Pave1 A Minaker Member of the Russian Academy of Sclence Director, Econormc Research 
Institute 

5 Valentma N Smirnova Deputy Chairman of the Finance Comtmttee 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 J m  Boyette Director General, Samara Optical Cable Company, a Joint Venture with Comng 
Glass Corporation 

2 Sergey K Matveev Director General, Dalkos, a Russ~an-Italian Joint Venture 
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Attachment 5 

Written Comments and Suggestions from Partlclpants 

"The orgamzation was absolutely tops " 

"We hghly value being able to get acquainted wth others' expenence m bnnging investors to the 
region " 

"Requests workshops on each module" 

"Orgamzation was Grade A " 

"Matenals and Equipment A" 

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

"Seminars and meetings would be more efficient if you could hold them in localities where 
interregional associations for economc cooperation are already functioning " 

"It's better to ~nvite 4 types of specialists to such semnars experts from big cities, experts from 
city municipahties, experts fiom rural mu~llcipallties and speclalists representing subjects of the 
Russian Federation" 

"Can you share with US a computer model of a city budget fiom any of the US states?" 

"I liked small group discussions on different modules " 

"The semlnar was up to the mark " 

"You gave in-depth answers " 

"We liked the modules scheme discussions d m g  breakout sessions that allowed to understand 
the possibili~es and solubons for many problems " 

"Many thanks for orgamzation of the conference I would like to thank the presenters, 
sunultaneous interpreters, and all the supporting staff for their hgh  professionalism " 

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

"Need more bme d u n g  the break-out sessions " 
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Attachment 6 

SAMARA PARTICIPANTS 

Remonal Adminlstratlon 

1 Gabibula Khasaev 

2 Lyubov Ivanova 

3 Andre1 Pryarmlov 

4 Helen Timofey eva 

5 Victor Kudryashov 

6 Oleg Mayorov 

8 Olga Samoilova 

9 Tamara Abakumova 

10 Inna Davletshma 

1 1 Alexander Lyukjanov 

Vice Governor, Director of the Department 
of Economics of the Samara Region 

First Deputy Director of the Department of 
Economics of the Samara Region 

Deputy Director of the Fmance Department 
of the Samara Reg~on 

Department of Econom~cs 

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

Head of the Investment Policy and 
Investment Projects Division, Department 
of Economcs of the Samara Region 

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

Head of the Fmancial 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 Econormcs of the Samara 
Region 

Group head of the Financial Resources and 
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Tax Policy Divis~on, Dept of Econormcs 
of the Samara Region 

12 Elena Morozova 

13 Elena Barvlnok 

14 Alexander Zuyev 

15 Lyudmda Pankratova 

16 Elena Udalova 

17 Svetlana Fyodorova 

18 Valentma Fedyaluna 

19 Alexi Aleksandrov 

20 Elena Dmlova 

2 1 Sergei Mackarenkov 

22 Elena Shgayeva 

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

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

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

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

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

Chef Specialist of the Investment Policy 
and Investment Projects Division, Dept of 
Econormcs of the Sarnara 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 Flnance of the Samara 
Region 

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

Deputy Head of the Financial and the 
Securities 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 
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23 Tatyana Stepluna 

24 Dmtry Yakovenko 

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

Consultant 

Representat~ves from C ~ t ~ e s  and Mun~c~palilxes 

25 Yuri Priselun First Deputy Mayor of Samara on 
Economic and Financial Issues 

Oleg Sisoyev 

Alena Garshina 

Vera Sherbakova 

Valentina Sagalayeva 

Irma Kovalenko 

3 1 Vladrmr Yagutyan 

32 Valentina Prokofieva 

33 Serge1 Miroshkov 

34 Lydia Kolokoltseva 

35 Olga Sizova 

3 6 Svetlana Zemlyanskaya 

Head of the City Economic and Financial 
Department 

Head of the Mucipal,  Tax and Fmancial 
Policy of the City Economic and Financial 
Department 

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

Head of the Budget Division of the City 
Econormc and Fmancial Department 

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

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

Head of the Togliatti Financial Department 

Head of the Togliatti P l m n g  and 
Economc Department 

Deputy Head of the Economic Department 
of Sizran 

Head of the Fmancial Department of Sizran 

Deputy Charman of the Committee on 
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Economy and Finances, Head of the 
Economic Division of the Committee m 
Novokuibishevsk 

37 Elena Popova 

3 8 Irma Dithe 

39 S ~ a  Valiakhmetova 

40 Lyudrmla Popova 

41 Tatyana Rogachova 

42 Tatyana Avdeeva 

43 Natalia Temayeva 

45 Evgenl Knshtal 

46 Mr Matveev 

Head of the Novoku~bishevsk Fmancial 
Department 

First Deputy Mayor of Pokhvistnevo 

Head of the Pokhvistnevo Financial 
Department 

Deputy Mayor of Otradnoye on Economic 
and Financial Issues 

Head of the Financial Department of 
Zhgulevsk 

Deputy Head of the Fmancial Department 
of Zhgulevsk 

Head of the Subdepartment of Planrung 
and Revenues Analysis of Zhgulevsk 

Regonal Duma 

Deputy C h m a n  of the Regional Duma, 
Head of the C o m t t e e  on Budget, 
Finances and Taxes 

Head of the Regional Duma Committee on 
Industry, Construction, Fuel, 
Transportation and Commu~llcation 

Head of the Control Board 
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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 Priorities 

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

5 Revenue Analysis 
Forecasting revenues 
Potenha1 sources of non-tax Income 
New taxes- SME up-fiont tax, regional & local sales taxes 

6 Capital Budgeting and Investment Specialist Traimng 
Methods of evaluating capital projects 
Social impact, economic impact, selection methodologies and financing 
Methods of attracting pnvate investment 
Concessions, fianchlses, etc 
Investigation of potential lnvestors 
Due diligence, credit worthmess, responsiveness, etc 

7 Fiscal Planning 
Overall, includmg multi-year budget process 

8 Budget Indicators and Budget Momtomg 
Performance indicators 
Servlce performance results 

9 Accountability, Control and Transparency 
Public discussion of draft budget 
Commmcation to other governments, media and citizens 
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10 Management Information System Development 
Computerization/LANs 
Databases 
Data exchange 

11 Property Tax Base 
Assessment 
Property records 
Revenue generation 

12 Asset Property Management 
Property inventory 
Effective use 
Revenue generation 
Use as collateral 

13 Local Economic Development & Re-employment Imtiative 

14 Evaluation of the Present and Potential Impact of the Publlc Sector in Samara 
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Attachment 8 

SHORT-TERM TECHNICAL ASSISTANCE OPPORTUNITIES 

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

2 Develop a Capital Investment Program (CIP) policy whch proposes evaluation cntena, 
selection processes and pnority setting methodology for potential public projects, and create 
transparency in declsion malung 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 analysls of the new sales tax as a rellable revenue source, and evaluate its impact on 
local budgets 

5 Demonstrate the usefulness of budget performance mlcators and measurement in managmg 
public finance 

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

7 Define the management information system needs of the budget development unit m 
facilitating p l m n g ,  analysis and reporting 

8 Design a commu~u.cation process to engage other local governments and citlzens in the 
consideration of the Oblast draft budget 
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Attachment 9 

ADMINISTRATION OF SAMARA OBLAST 

February 26,1999 

As a pilot project we have selected the following direction 

Define the management mformatlon system needs of the budget development un~t  1n 
facllltatmg plannmg, analys~s and reportmg 

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 wthm LAN 

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

To set up the network as the most cntical issue for the Samara Adrmmstration in the short-term 
perspective, about US $200 thousand is requred 

With respect and pleasant memories of our meeting, 
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Attachment 10 

ADMINISTRATION OF SAMARA OBLAST 

To Mr Bharat Bhargava 
Booz Allen & Hamilton 
Moscow office 

Dear Mr Bhargava, 

Having discussed once a g m  the draft program of techmcal assistance for the short-term penod 
on Regional Public Finance and Budget the Admmstration of Samara Oblast selected the 
followng topics 

2 Develop a capital Investment Program (CIP) policy which proposes evaluation cntena, 
selection process, pnority setting methodology, and for potential public projects captures 
transparency in decision malung process (We are mostly interested m mechamsm of capital 
budget formation, not only evaluation of project efficiency, but preferably tools and techmques 
for protection of capital budget wthm Oblast budget ) 

5 Demonstrate the usefulness of budget performance indicators and measurements 
(Withn tlus topic we are mostly interested in determwg tax potential of terntones and region 
and in determimng rmnimurn standards for effective funding of expenditures for social needs) 
GSU project "Tax Reform in the Russian Federation" presented by Dmitny Shshlun 

7 Define management information system needs of the budget development w t  to facilitate 
p l m n g ,  analysis and reporting (talung into consideration the possibility of financial support 
mentioned in our previous letter) 

Best regards, 
Hope for fruitful cooperahon 

G R Khasaev 
Vice Governor of Samara Oblast, 
Director of the Department of Economics 
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Attachment 1 1 

KHABAROVSK KRAI PARTICIPANTS 

Leg~slahve Duma of Khabarovsk Kral 

1 Zoya F Sofiina - Deputy C h m a n  of the Legislatlve Duma of Khabarovsk Krai 
2 Lmsa V Kolesmkova - Deputy Chairman of the Control-Budgeting Palace of the 

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

of Khabarovsk Krai 
4 Ivan M Fedorov - Deputy Chairman of the Committee on Budget 

F~nance De~artment of the Khabarovsk Kral Admmstratlon 

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

6 Elena A Fokma - Head of the Securities Department of the Fmancial Board of the 
Khabarovsk Krai Adm~mstration 

Committee on Economics of the Khabarovsk Krai Admlnlstration 

7 Galina I Lysenko - Deputy Chairman of the Committee on Economics of the Khabarovsk 
Krai Admimstratlon 

8 M ~ k h a l  N Streltsov - Deputy Chaman of the Committee on Economics of the Khabarovsk 
Kra Adrmmstration 

9 Lyubov V Zaslavskaya - Head of the Department of Investment-Financial Pollcy of the 
Khabarovsk Krai Admmstration 

10 Irma B Matveeva - Deputy Head of the Department of Investment-Financial Policy of the 
Khabarovsk Kra Admmstration 

1 1 Andrey N An - Leadmg Expert of the Department of Investment-Financial Policy of the 
Khabarovsk Krai Adminlstratlon 

12 Natalia V Rudenko - Chef Expert of the Department of Investment-Financial Policy of the 
Khabarovsk Krai Admlmstration 

13 Olga I Negovskaya - Chef Expert of the Department of Investment-Financial Policy of the 
Khabarovsk Krai Adrmnlstration 

14 Mikhail B Shevtsov - Assistant of the Deputy Head of Admimstratlon on Foreign Economic 
Relahons 

Adm~n~strat~ons of C~tles and Dlstncts of Khabarovsk Kra~  

15 Aleksey I Menyslllov - Head of the Board on Economics, Investments and Industrial policy 
of the Khabarovsk Kra Administration 
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16 Larisa V Tretiakova - Head of the Finance Department of the Administration in Sovetskaya 
Gavan and Sovetskaya Gavan Distnct 

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

18 Stepanida M Chernaya - Deputy Head of the Board of the Finance Department of the 
Khabarovsk Krai Admirustration 

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

20 Anna A Mm'ko - Head of the Financial Board of the Vanino Adrmmstration 

Associat~on of the Far East and Zabaikalie 

21 Nikolay P Rubtsov - Advisor on Economics of the Board 
22 Aleksey V Butukhanov - Coordinator of Russian Secretariat "Far East Russia - Western 
Coast USA" 
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Attachment 12 

SAKHALIN PARTICIPANTS 

Sakhahn Oblast Duma 

1 Sergey A Ponomanov, Deputy Charman (Finance, Economy, Legislation Matters) 

2 Svetlana V Ivanova, Head of Commission on Budget, Finance and Banks 

3 Lyudrmla A Nazarova, Consultant of Commission on Budget, Fmance and Banks 

4 Gennady E Finkelman, Consultant of the Deputy Chairman 

Yuzhno-Sakhalmsk Admmstrat~on 

5 Tatiana A Umnova, Head of City Financial Dept 

6 Natalia A Medzinovskaya, Chef Economist, Economc Analysis and Propnoses Dept , 
Economic Committee 

Sakhahn Oblast Admmstrahon 

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

8 Oleg P Komukh, Deputy Chairman of Economic Comrmttee, Sakhalin Oblast 
Admmstration 

9 Vladimlr N Demsenko, Head of Investments Dept , Econormc Committee, Sakhalm Oblast 
Ahrustration 

10 Sergey S Antlpin, Leading Expert with Economic Committee, Kholmsk City Admimstration 

11 Rostislav G Skovorodko, Leading Economist of Profit Dept , Kholmsk City Admimstration 

12 Tatiana P Zhurbei, Deputy Head of Fmancial Dept , Korsakov City Admirustration 
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Attachment 13 

LONG-TERM TECHNICAL ASSISTANCE OPPORTUNITIES 

KHABAROVSK 

1 Inter-budgetary Relations 
Solutions to the problems in ths  domain on an equlty basis (social justice) for the 
successful economlc development of the reglon 
Examples of inter-budgetary relations from other subjects of the Russian Federation 
Positive expenences m inter-budgetary relations from mternational examples 

2 Business Investment Clmate 
Experiences m forrmng favorable investment clmates 
Creabon of a favorable mvestment clmate m the Krai 
Methods for attractmg private funds under the current situation 
Optimum ways of investment wth  the account of soclal and economlc development of 
the region (leasing, concession) 

3 Budget Cost Effectweness 
Experiences in reducing budget expenditures 
Regional and national expenences m curtailing expenditures 

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

5 Capital Budgeting 
Well-protected capital budget 
Other regions' expenences, including the legal bas~s for capital budget development and 
additional sources of fundmg 

Requests from cltles wlthln the Kral 

Sovletskay a Gavan 

Arrangements to mcrease revenue 
Reduction of non-production expenditures 
Expenence in attractmg foreign and domestic investments 
Optlrnization of the tax system 
Inter-budgetary relations covered in more detail wth emphases on methods of inter- 
budgetary standards 
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1 Interbudgetary relations as a tool of regional development 
Different regions including specialists fiom the Khabarovsk Krai, cities, murucipalities 
and rural areas 

2 Management of financial resources for potential development of the terntory 
The mechamsm of cash flow control, the use of extrabudgetary funds m other regions, 
shmng the expenence in seminar 

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

4 Optional analysis of transfer in mu~llcipalities to treasury systems 
5 Setting up a database for budget forecasting 

Creation of a positive cllmate for foreign Investment 
Expenditure optimzation 
Methods of ~mprovement of inter-budgetary relations between Khabarovsk Krai and Vanlno 
Rayon (whch is a donor area) 
Transparency and budget disclosure for citizens 
Building up civic responsibility 
Capital budget development (resources, p l m n g )  
Methods of switchng over the treasury system 
Mmcipal bonds, procedures 

1 Development of mmmum norms for budgets of all levels 
2 Enforcement and mtroduction of control over federal benefits as a part of reducmg 

expenditures 
3 Analysis of inter-budgetary relations between mun~cipalities and subjects of federation 
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Attachment 14 

SHORT-TERM TECHNICAL ASSISTANCE OPPORTUNITIES 

KHABAROVSK 

1 Introduce methods and techques of cost-cutting and expend~ture savlng in the muc ipa l  
budget of the c~ ty  of Khabarovsk 

2 Ass~st the Kra~ Adrnimstration and its Committees of Fmance and Econormcs w t h  thelr on- 
going efforts to establish regional mmmum social standards m at least one of the four inter- 
budgetary areas 1) education, 2) housmg, 3) communal services, or 4) culture The proposed 
standards and techques would draw on the successes in other regions m Russ~a and abroad 
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Attachment 15 

LONG-TERM TECHNICAL ASSISTANCE OPPORTUNITIES 

1 Analysis of the mucipa l  budgets of the Sakhalm Oblast Talung into consideration the fact 
that the future the number of municipalities mght decrease (e g Tomari and Makarov) The 
analysis would be aded by use of a budget analysis model 

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

3 Development of cntena for determirung regional pnont~es for the capital budget The analysis 
of the extra-budgetary funds of the Oblast and the types of Investment 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 into consideration 

5 Analysis of the budget execution of the Sakhalin Oblast and its 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 in Russia and in foreign countnes 
Comparatwe analysis and recommendations on how to enhance the respons~bility of appropriate 
officials 

Yuzhno-Sakhahnsk and Korsakov C ~ t ~ e s  

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 Pos~tive and negative 
expenence of other cities 

3 Development budget as a tool for increasing social prosperity and urban mprovement 
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Attachment 16 

SHORT-TERM TECHNICAL ASSISTANCE OPPORTUNITIES 

SAKHALIN 

1 Analyze selected mu~llcipal budgets in the Sakhalln Oblast to provide a basis of establishg 
whch cities have sustamable economic viability Use an analyt~cal model to demonstrate the 
use of economic projections and budgetary trend analysis to determne the need for 
continuing financial subsidies from the Oblast budget 

2 Analyze the current draft of the 1999 Oblast budget, being introduced in early March 1999, 
and prov~de input on the budget process and the uses of the budgetary and extra-budgetary 
funds, worlung wth the Oblast admlnlstration and duma budget committee at the same time 
The concepts of efficiency, effectiveness and transparency would be reviewed 

3 Develop a process and criteria for determinmg regional pnonties 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 investment program 
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Attachment 17 

SAKHALIN OBLAST DUMA 
1996-2000 

Mr Bharat Bhargava 
Booz Allen & Hamdton 
Project Director of the Program 
in support of Regional Investment Imtiabve 

Dear Mr Bhargava, 

Sakhalin Oblast Duma hlghly appreciates your cooperation, orgamzation of the Regional Public 
Finance and Budget Conference and traimng you provided for our depubes and staff members of 
Oblast Duma 

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

1 Development of regional social norms and standards for natural and monetary equivalents 
2 Analysis of performance of Sakhalm Oblast budget and of budget (estimation) of Oblast 

non-budgetary funds for 1998-1999 
3 Analysis of draft budget of Sakhalm Oblast and of budget (estimation) of non-budgetary fund 

for 2000 wth  the account of recommendations developed dmng short-term Techcal  
Assistance 

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

Sincerely yours, 

Borzs Tretzak 
Chairman of the Oblast Duma 
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Attachment 18 

ADMINISTRATION OF SAKHALIN OBLAST 

Dear Mr Bhargava, 

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

We lundly ask you to review the possibility of our further cooperation withm the program of 
long term t echca l  assistance on the followmg topics 

Development of recommendations for the Federal Government and for the State Duma of RF 
on tax and financial expenment in Sakhalin Oblast on optlmzation of cash flow on 
interbudgetary levels 
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 fmancial self-sufficiency 
of the region 
Settlement map for human resources, and consequently, the map of employment options, the 
program of re-settlement, optimization of settlements, long term budget p l m n g  for such 
lund of programs 
Development of structural economic policy, development of sectors of Oblast economy, their 
mutual influence and integratlon, for the purpose of long-term social and economic growth 
Development of recommendations on legislation (based on analysis of existing legislation), 
on mfrastructure and organizational measures for Investment attraction to the region, secure 
real guarantees for investors, mobilization of matenal and non-mater~al assets on the territory 
of Oblast 
Sufficient power supply program development 
Long term forecast for Sakhalm Oblast budget based on strategic plans of budget-formmg 
(donor) enterpnses of Oblast 
Comparative analysis of budget p l m g  and economic policy of Sakhalin Oblast of State of 
Alaska 
Method development foe mucipa l  budget p l m n g  and analysis with the account of 
economc efficiency or non-efficiency of existence of certain mucipa l  formations 

10 Prionty cntena development for investment and social projects in the structure of capital 
budget, as well as for implementation of different programs wth  state support 

Dear Mr Bhargava, I understand that t h ~ s  11st is rather big, however, it is just the list of topics for 
discussion of possibilities for cooperation wthm the framework of the long term t echca l  
assistance program 

Best regards, 

I P Farkhutdznov 
Governor of Sakhalin Oblast 
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Attachment 19 
SUMMARIZED RESULTS OF QUESTIONNAIRE FILLED IN BY THE PARTICIPANTS OF THE 

CONFERENCE 
"Regional Public Finance and Budget" 

SAMARA 

1 The most important top~cs for TA on ~mprovement of budget process in Samara reeon 
Three columns distribute respondents in accordance with the priority level they selected for this topic 
The last column shows the average point Maximum of average point is 2, minlmum is 0 

Not of 
great 

significance 

Interbudgetary relation 
Forecasting of revenues 
Borrowed funds 

I I I I 

I Module I11 - Uses of Funds i 

Module I1 - Sources of Funds 

Important Very 
Important 

User ChargesEees, other non-tax revenues 
Other 

Managing resources, priorities, efficiency, 15 3% 1105% 1842% 1 178 

Average 
pomt 

105% 
10 5% 
2 1 

ompetitive selection for municipal contracts I 
orecast. revenues evaluation and analvsis 110 5% 121 1% 1684% 1 158 

421% 
895% 

lclassification of revenues 
I I I I 

136 8% 1474% 115 8% 1 0 79 / 

53% 
21 1% 
31 6 

I I I I 

Module IV - Capital Budget and Infrastructure Flnance I 

421% 
0% 

Criteria and decision making on project funding 115 8% 126,3% )57,9% 1 1 42 

84 2% 
684% 
47 4 

1 74 
1 58 
1 26 

1,8% 
10 5% 

0 74 
0 21 

Alternative sources of funds 
Financial strategies 
Other 

The Most Important Top~cs ere 
Module II interbudgetary relations 
Module III Managing resources, priorities, efficiency, competitive selection for municipal contracts 
Module N Cr~teria and decision making on project funding 
Module V Budget Policy and Budget Management 

Booz Allen & Hamilton 
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Budget Policy and Budget Management 
Balancmg revenues and Expenditures 
Reporting and analysis of deviations from 
planned figures 
Citizen partic~pat~on disclosure, transparency 
Other 

Module V - Strategies of Balancing Revenues and Expenditures 

10 5% 
21 1% 
63 1% 

105% 
105% 
158% 

3 1 5% 
947% 

36 8% 
21 1% 
53% 

105% 
21 1% 
526% 

63 2% 
0% 

52 7% 
578% 
31 6% 

1 42 
1 37 
0 68 

79% 
684% 
316% 

5 3% 
5 3% 

1 68 
1 58 
1 16 

0 74 
0 11 



USAID/Moscow Regional Publlc Finance and Investment Project 
Final Report 

The participants suggested several other topics for technical assistance 
Module 11 Format~on of Revenues 

determining and evaluation of tax potential of the territory 
opbmization of tax law 
minimization of expenditures 

Module IU Operat~on of Expendltures 
creation of system of standards and norms for funding the expenditures of all levels of the budget 

Module IV Cap~tal budget and Infrastructure Fmance 
technics for formation and use of capital budget 
principles for protection of capital budget lines 
additional criterla for evaluation of investment projects 
optimization of sources of funds for investment projects 
extra-budgetary sources of funds for capital budget 
appraisal of regional assets that could be used as a collateral for loans 

Module V Strateg~es of Balancmg Revenues and Expendltures 
control over bodies of executive power on effective tax collection 

2 The most adequate form of TA on each top~c for Samara reglon 

Each column contains the number of tmes the topic was mentioned in questlomare 

Topics for Technical Assistance 

Module I1 
Interbudgetary relation 
Borrowed funds 
Forecasting. of revenues 

Training 
and 
seminars 
for 
suecialists 

for high level 
officials 

menhoned 

w 

Taxes 
User ChargesEees, other non-tax revenues 
Other 

Module I11 

6 
3 
0 

compebtive selection for municipal contracts 
Classification of revenues 
Other 

- ----- I - I I I I 
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Alternative sources of funds 
Financial strategies 
Other 

3 
4 
1 

5 
3 

7 
8 

Forecast, revenues evaluation and analysis 
Managing resources, priorities, efficiency, 

3 
2 

7 7 
7 7 

11 
12 

Module N 

8 
5 
5 

.I 

4 
0 

8 
7 
0 

4 
9 
1 

5 7 
4 7 
0 3 

8 
1 

5 9 Critena and decision making on project funding 

5 
1 

7 3 8 

9 
6 
2 

7 
6 7 
2 7 
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Module V 

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

planned figures 
Balancing revenues and Expenditures 
Cit~zen participation disclosure, transparency 
Other 

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

The hlghest rate was given to professional training on the following topics "Financial Management", 
"Evaluation and Analys~s of Expenditures", "Reportmg on Budget Performance", "Balancing Revenues 
and Expenditures" "Borrowings/Loans" 

8 
5 

8 
3 

Budget Policy 
Reportmg and analysis of deviations fiom 

10 
0 
1 
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7 3 
6 3 

6 
11 

5 
2 
1 

3 
12 
1 

6 
4 7 

1 
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SUMMARIZED RESULTS OF QUESTIONNAIRE FILLED IN BY THE PARTICIPANTS OF THE 
CONFERENCE 

"Reg~onal Publ~c F~nance and Budget" 

KHABAROVSK 

1 The most Important top~cs for TA on ~mprovement of budget process m the Far East region 
Three columns distribute respondents in accordance with the priority level they selected for this topic 
The last column shows the average point Maxlmum of average point is 2, minunurn is 0 

Interbudgetary relation 10% 10% 1100% I 2 0  
Taxes 19 1% 1182% 1727% 1 164  

Not of 
great 
significance 

Module I1 - Sources of Funds 

Important 

Forecastmg of revenues 
Borrowed Funds 
User ChargesRees, other non-tax revenues 
Other 

I I I I 

Classification of revenues 1273% 1545% 1182% 1 091 
Module IV - Capital Budget and Infrastructure Finance 

Forecast, revenues evaluation and analysis 
Managing resources, priorities, efficiency, 
competit~ve selection for municipal contracts 
Other 

Very 
Important 

Module I11 - Uses of Funds 

9 1% 
182% 
182% 
454% 

Average 
pomt 

182% 
9 1% 

364% 

Alternative sources of funds 

r Module V - Strategies of Balancing Revenues and Expenditures i 

273% 
364% 
364% 
182% 

Criterla and decision making on project funding 
Financial strategies 
Other 

9 1% 
27 3% 

18 2% 

The most Important top~cs were 
Module 11 Interbudgetary Relations 
Module III Forecast, Revenues Evaluation and Analysis 
Module IV Alternative Sources of Funds 
Module V Budget Policy and Budget Management 

636% 
454% 
454% 
364% 

1 64 182% 

27 3% 
18 2% 
727% 

Budget Policy and Budget Management 
Balancing revenues and Expenditures 
Reporting and analysis of deviations from 
planned figures 
Citizen partlcipahon disclosure, transparency 
Other 
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1 55 
1 27 
1 27 
0 91 

72 7% 
63 6% 

45 48% 

1 55 
1 55 

1 09 

0% 

18 2% 
54 5% 
91% 

182% 
182% 
182% 

54 5% 
818% 

81 8% 
1 

0% 
182% 
182% 

36 4% 
91% 

54 5% 
27 3% 
18 2% 

1 27 
1 09 
0 46 

81 8% 
636% 
636% 

9 1% 
9 1% 

1 64 
1 46 
1 46 

0 55 
0 27 



USAIDlMoscow Reglonal Public Finance and Investment Project 
Final Report 

The participants suggested several other toplcs for technical assistance 

Module I1 Format~on of Revenues 
Financial 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 III Operation of Expendltures 
Control over Expenditures 
Ftnancial Support at the expense of the F~nancial Support Fund of Munlc~pal Subjects of the Russian 
Federation 

Module IV Capltal budget and Infrastructure Fmance 

Formation and Use of Investment Funds in the Subjects of the Russian Federation 
Esttmation of ROI (Return of Investment) Ratio 

Module V Strateg~es of Balancmg Revenues and Expendltures 
Responsibility of Budget Recipients and Bodies of State Power for Budget Violat~on 

2 The most adequate form of TA on each toplc for the Far East Reglon 

Each column contains the number of tunes the topic was mentioned in questionnave 
Topics for Technical Assistance Trainmg 

and 
seminars 
for 
specialists 

Average 
number of 
hmes 
menhoned 

Workshops 
for high level 
officials 

Module I1 

Consulmg 

Interbudgetary relation 
User ChargedFees, other non-tax revenues 

Taxes 
Forecasting of revenues 
Borrowed funds 
Other 

2 
1 
2 
0 
1  
0 

4 
4 

3  7 
3  3  
3 
1 3  

5 
7 
6 
8 
5 
4 

Module 111 

5 
4 
3  
2 
3 
0 

3 7 

3 7 
3  
1 7  

Managing resources, priorities, efficiency, 
cornpetitwe selection for municrpal contracts 
Forecast, revenues evaluation and analysis 
Classification of revenues 
Other 

5 

2 
2 
0 

6 

8 
4 
4 

Module IV 

0 

1  
3  
1  

Criteria and decis~on making on project fundtng 

Alternative sources of funds 
Financial strategies 
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5 
6 

2 

1 
1 

3 7 
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Other 11 10 10 0 3 
Module V 

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

- - -  -. 

In general, the most preferable form is training for specialists at tralnlng sessions and seminars 

The highest rate was gwen to professional training on the following topics 
"Revenues Forecastmg", "Financial Management", "Fees and Non-Tax Revenues", "Decision Maklng on 
Project Fundmg" 

4 
3 7 
3 3 
3 

Booz Allen & Hamilton 
Conferences 

3 5 

1 
4 
0 
1 

6 
2 
5 
3 

Reportmg on budget performance 
Citizen partlclpatlon disclosure, transparency 
Balancing revenues and Expenditures 
Budget Policy 

5 
5 
5 
5 
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Technwal Ass~stance In 
Samara 

Sections 

I Overview 
I1 Techcal  Assistance Project Objectives 
I11 Team Members and Thelr Roles 
IV Techcal  Assistance Project Components 

A Current and Recent Budgets Were Analyzed and Discussed 
B Legislation Was Analyzed and Discussed 
C The Budget Process Was Analyzed and Discussed 
D Commercial Investment Projects Were Analyzed and Discussed 
E Analysis of Development of Socially Important Projects Funded From the Budget Was 

Analyzed and Discussed 
F Methods of Attracting Foreign Investments Into Sarnara Region Were Analyzed and Discussed 

V Issues and Obstacles 
VI Success in Acheving Overall Objectives of Techcal  Assistance 
VII Key Contacts 

Attachments 

Admmstration of Samara Oblast Recommendations 
Participants of Workshops 
Agenda for Workshops for Employees of Samara Oblast Admmstration 
Analysrs of the Budget Status, Dynamics and Trends 
Recommendations on Assessmg Projects of Social Sigmficance 
Requirements to the Results of Efficiency Analysis of IPS Presented for Bids for 
Financing fiom Oblast Budget and Similar Sources 
General Scheme of Investment Projects Development and Fundmg from the State 
Budget and Slmilar Sources 
Questions on Budget Funding 
Application for Credit Resources 
Passport of Investment Project 
EA-Ratings, Director, Project Credit Orgmzations and Mmcipal Infrastructure Fund 
Procedure of Arranging Investment Project Tenders 
Analysls of the New Federal and Reg~onal Laws, Controlling the Status of Capital 
Funding Projects Partially Supported by Public Flnance 
Recommendations on Work wth  Projects of Social Significance 

Booz Allen & Hamllton 
Samara Technical Assistance Report 
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Technical Ass~stance in 
Samara 

A team of four consultants worked dmng a three week penod, April 12 - 30, 1999, In Samara to 
provide t r m n g  in techques for improving the oblast's procedures for makmg mvestments m long 
term capital projects The objectwe of the project was to provide methods of evaluat~on cntena for 
mvestments, improving the selection process, and priority setting methodology for potentla1 and 
existing public projects and creation of transparency ln the declslon malung process, to also mcreaslng 
the Samara region's attractiveness for external mvestments through development by ut~lizmg relevant 
expenences from other Russian reglons, Eastern and Western Europe and the Umted States The team 

Offered modem financial p l m g  methods for evaluatmg and pnontiung capital 
mvestments 

Discussed funding options 
Identrfied other factors that promote or irhbit potentla1 mvestments 
Made recommendat~ons for changes ~n policies and legislation 
Suggested cntena for evaluatmg commerc~al and soc~al projects 

The team prov~ded tlus expertise through a senes of seminars and one-on-one interact~ons based on 
analys~s of work currently underway In Samara By using work of current sigmficance as the basis for 
discussmg principles and malung concrete suggestions for changes, the team was successful in 
stimulating discuss~ons and mamtainmg the interest of the participants 

T h s  short-term techrucal assistance was targeted to increasing the Samara region's attract~veness for 
external investments through development of evaluation cntena for investments, mprovmg the 
selection process, and pnonty setting methodology for potent~al and existmg public projects and 
creat~on of transparency in the declsion malung process Our intended outcomes were as follows 

I Development of cntena for selection~pnoritizat~on of publlc projects m accordance wth the 
exlstmg concept of soc~al and economlc development of the Samara Region 

2 Demonstration of application of the above selection/pnontization cntena to selected exlstmg 
public projects 

3 Traimg in Capital Improvements Financ~al P l m g  and in Investment Management 

4 T r w g  on strategies and methods for mprovmg the attractiveness of the region to mnvestors, 
both Russian and foreign 

Booz Allen & Hamilton 
Samara Technical Assistance Report 
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111 Team Members and Them Roles 

William Krause - Ph D in Economics, who has extensive expenence as a semor manager in the public 
sector and as an international consultant in Russia over the past six years was the team leader and 
brought h s  mternational expenence to bear in the traimg and techca l  assistance 

Ludmila Tokun - Doctor of Economxs, Assistant Professor, Department of Finance Management, 
State Management Umversity, concentrated on the analysis of the budgets and proposals In addition to 
bemg co-leader of the team, she led several of the trsumng sessions 

Pave1 Svistunov - Expert in finance and budget, and m capital budget, led several of the sessions, 
analyzed the documents prepared by the oblast, and was part~cularly valuable in describing alternate 
finance methods and the experience of thelr use in Russia 

Vyacheslav Mikhailov - Marketing Director and Management Consultant w t h  Booz Allen & 
Hamlton, designed and delivered trsuning programs in marketmg approaches and management 
techques for both state enterpnses and pnvate corporations He utilized h s  more than six years 
expenence in working w t h  foreign mvestors in Russia by providing valuable insight on dealing wth  
investors, particularly foreign mvestors 

A team of four consultants worked dmng a three week penod in Samara to provide trammg in 
techniques for improving the oblast's procedures for makmg investments m long term capital projects 

The types of oblast investment covered included 

Social project construction 
Infrastructure construction 

0 Loans to businesses 
Loan guarantees 
Dlrect investments 
Tax incentives 

The oblast officials were Interested in receivmg practical traimg m improving their current procedures 
as they were already aware of most of the common techques for project analysis Before b e g i m g  
the trsllmng sessions, the consultants reviewed the analyses that the oblast c m e d  out for five projects 
for whch budget fwnds 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 & Ham~lton 
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the oblast and the Russian Federation related to capital investments and the budgeted and actual 
expenditures of the oblast for the past two years 

Based on these analyses and meetmgs wth oblast officials, the consultants developed 
recommendations for improving methods of evaluating projects, creating opportumties for attracting 
investments and preparing budgets The consultants' conclusion was that the analysis of commercial 
type projects was qute advanced, especially when compared to other Russian regions On the other 
hand, the procedures for analyzing and prepmng budgets for soclal projects were found to be much 
less advanced The legislahon addressed a number of issues for providmg support to investors, but the 
consultants concluded that specific recomrnendations would improve the legislation and that the 
objectives of the legislation should be reviewed 

The results were discussed with all mterested oficials in individual meetmgs and in a senes of 
workshops In analyzmg these projects and legislation, the team made specific suggeslons as well as 
addressing the pnnciples underlymg these suggestions After discussmg the legislation and 
commercial type projects, the team showed how these pmciples can be applied to social projects and 
discussed the other factors that must be considered in evaluatmg 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 techcal  assistance related to capital 
investments These were discussed in detail mth oblast admirustration officials and a separate report 
was prepared Seventeen potential projects were identified The oblast emphasized that it is important 
to produce practical, usable results from any techcal  assistance They earnestly requested assistance 
wth urgent computer purchases on a limited scale to support any future techcal  assistance projects 

The Booz Allen team provided the followng assistance 

Offered modern financial plamung methodologies for evaluating and pnontizing capital 
investments, discussed funding options, and demonstrated the application of suitable 
methodologies to projects currently under consideration for attracting foreign and domestic 
investors 

Identified other factors that promote or &bit potential investments, helped assess such 
factors in Samara's context, and made recomrnendations for changes in policies and legislation, 
utilizing relevant expenences from other Russian regions, Eastern and Western Europe and the 
Unlted States 

Delivered traimg, wth certification, over five half-day sessions to Samara Regional 
officials m areas of capital investment financial plantllng and mvestment management directed 
to enhancing the investment potential and economic return on these investments 

Recipients Representatives of two departments of Samara Region Adrninlstrat~on were involved m the 
work - the Finance Department and the Department on Economics Participation by the Department on 
Economics was much more intensive as they have the primary responsibility for malung decisions on 

Booz Allen & Hamilton 
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investments The coordmators of the oblast activities were on behalf of Department on Economcs - 
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 interest m the project, met with the team of 
consultants and wrote to USAID concermng h s  view of the project (Attachment 1) 

The followng units m the Department on Economics were the most involved in the project 

Investment Policy and Investment Projects Office 
0 Capital Investments and Infrastructure of the Region Forecastmg Office 
0 Aggregate Forecasting Office 

A full list of participants is attached as Attachment 2 

Deliverv The assistance was provided through a series of personal meetings and exchanges of opimon 
as well as through a senes of five half day workshops The traimg sessions were held m a seminar 
format mth considerable discussion by the participants The consultants shared the results of their 
analysis and demonstrated the application of modern methods in formulating capital budgets through 
the analysis of matenals familiar to the participants 

Workshop topics included 

Improvements in project analysis practices 
Cntena for selection of social projects 
New ways of fmancmg investments 

0 Description of alternative ways to encourage investment 
Explanation of new laws 
U S best practices 

(A full agenda is given in Attachment 3) 

The followmg data was analyzed on the basis of whch knowledge was provideded 

A Current and Recent Budgets Were Analyzed and Dmcussed The budgets of the Samara Region 
for the last three years were summanzed and analyzed to determme the amount and types of capital 
investment in the region (See Attachment 4) The following documents were analyzed Mazn 
Dzrectzons of Budget and Taxatzon Polzcy of Samara Regzon for 1999, Performance of the Regzonal 
Budgets zn 1997-1998, Regzonal budget for 1999 Revenues in adjusted figures fell There was also a 
decrease in capital construction expenditures in absolute The share of capital expenditures d u n g  the 
period analyzed fluctuated In 1997 it was equal to 11 7 % of all expen&tures In 1998 t h s  figure was 
planned at the level of 8 %, and in fact it totaled 9 1% In the plan for 1999 the share of capital 
investment in the expenditures is set at the level of 11% Ths  figure is hgh  for the Russian Federation 
as even industnally advanced regions do not usually exceed the 5-7 % capital expenditure level Thus, 
despite the cnsis, Samara oblast mamtamed a stable capital part of expenditures m the budget T h s  is a 
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part of the regional budget policy, and the governor's message maintains that the region will be 
actively engaged in supportmg investment projects and attracting new projects to be accomplished in 
the oblast 

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

An analysis of Requzrements to Investment Projects Analysls Results was made 
A number of modifications were proposed 

After analyzmg Methods of Evaluatzng Investment Projects, proposals were 
made as to specific welght of some parameters and alignment of pnonties 

The current and the new (under consideration) Law on Investments m Samara 
Regzon were analyzed Proposals on modifjmg the Law were made discussed at the 
tralmg session Changes m the draft law were suggested together with the 
Adrmmstration worlung group in charge of development of t h s  law Reasons malung 
these changes necessary were explained, and recommendations as to its further 
improvement were given The draft was also submtted to Moscow specialists for legal 
expertise 

Analysis of the draft Budget Guarantees Regulatzon was made Methods of 
detemmng the amounts of posslble guarantees and procedures for givmg them were 
presented 

The consultants 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, 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 regulatmg 
investment activity on the regional level was developed in Samara oblast The consultants analyzed the 
part of the legislative documents that dealt directly w th  the budgeting process, mcluding 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 investors, especially large ones, as a 
pnonty The draft law "On Development of the Budget" in many respects repeats the appropnate 
federal law havmg 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 is receivmg value commensurate with the cost We suggested that 
rather than basing the mcentives on the size of the mvestment, they mght be related to factors such as 
employment or wages pad  in the region The team also suggested that costs other than just the dlrect 
cost of taxes should be considered Finally, the consultants suggested that busmesses w t h  less than the 
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$10 million cut-off in the current legislat~on might prov~de substantial benefits to the region, especially 
in the long run 

C The Budget Process Was Analyzed and Dzscussed The follourlng process for determmg the 
capital mvestments amount and selecting projects currently exists in Samara oblast 

The amount of annual capital construction costs are deterrnmed by the Finance Department In the fall, 
the Department for Finance makes up the budget of the follourlng year on the basis of the economc 
forecast prepared by the Department on Economcs Capital construction expenses are allowed for in 
the budget Mucipa l  entities and districts of the Region subrmt their own projects Projects are also 
submitted by the branch Departments of the Admmstration (those of Agnculture, Construcaon and 
Archtecture, and Power Production) 

The next step is the selection of the projects Trad~tionally branch departments have a defimte quota for 
financing, e g , the Department for Agnculture - about 1% of capital investment amount After that, 
projects are to be selected on the basis of the followmg considerations brought forward projects 
(subway, Oncological Center, apartments for pnviieged groups of populat~on) are financed m the first 
place, next in turn are projects linked to certan programs (gas~fication, Chapayevsk, etc ), then v~tally 
important projects and projects already ~mplemented, but not pad  for are funded There is also a global 
directive - not to start new construction, to try to complete the unfimshed projects For the most part 
only project des~gn estimates undergo analysis The final selection takes place in the Admmstration at 
the meeting of the Investment Commission where political influences are strong The final list is 
ratified by the Regional Duma where new projects are introduced often for political reasons 

The tramng session included an explanation of best practices as included in recent Office of 
Management and Budget (OMB) and General Accounting Office (GAO) reports The GAO report1 
was left w t h  the partic~pants with key portions translated It is based on a study of successful state and 
local governments and pnvate industnes in the U S The principle points emphasized are shown in 
Figure 1 During the tramng sessions, their relevance to current practices m Samara and other 
Russian regions was discussed 

D Commerczal Investment Projects Were Analyzed and Discussed Three commercial projects 
already bemg winners m the investment tender (whch urlll receive partial budget funding) were 
considered Launchzng Productzon of Packagrng Fzlm, Capaczty Expanszon of the MzEErng Plant, 
Establlshzng a Clrnzc Conclus~ons on the development level of the projects and their efficiency was 
given Assistance was rendered In improving evaluat~on of fore~gn currency nsks impact and In 
analysis of the parent enterprise budget Examples of incorrect evaluation of nsks analys~s were given 

Analysis of information recewed showed that there is an ~mbalance in the preparation of commercial 
mvestment projects to be ~mplemented under assigmng budget funds or supported by budget 

EXECUTIVE GUIDE Leadmg P r a c t ~ c e s  I n  Cap l t a l  Declslon-Maklng Exposure Draft  
GAO/AIMD-98-110 Unlted S t a t e s  General Accountmg Of f l ce  
Washmgton, D C 
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guarantees, on the one hand, and capital investment projects financed completely via budget funds The 
level of work wth  the so-called "cornrnercial projects" is much higher that the average in Russia The 
projects are selected through tender Business plans made m accordance Mlth internabonal practices are 
submitted to the Admirustration They are analyzed not only by the Admirustration 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 selectmg the projects are taken by 
the Investment Cornrmssion of Sarnara Region Admlnlstration Formats for analyzmg and pnor~tizing 
projects are available Procedures for submitting documents to different u t s  of the Adrmrustration are 
also available Information on the region and investment projects is on a compact disk 

Currently there are 134 investment projects m process featuring different development stages Most of 
these projects deal w t h  the base mdustnes automobile, space, mechamcal engineenng, metal 
processing, and defense All in all, there are 41 such projects A substantial number of projects - 24 - 
are being Implemented in the agriculture, food, and processing indushes The rest of the industries 
involved in these projects are energy - 3 projects, fuel mdustry, chemstry, petrochemstry, 011 and gas 
production - 9 projects, medical and pharmaceutical industry - 8 projects, construction and construction 
development mdustry - 12 projects, transport and telecomm~~llcations - 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 whch the baslc decision to go ahead wth  
public financing (granting budget support) was taken The first of these projects deals wth  
manufactumg a polymer film for paclung milk, second - overhauling a bakery, and thud - 
development of medical services to conduct surgical operations without large incisions 
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F~gure 1 
Principles and Pract~ces for Capltal Budgeting 

Integrate organuat~onal goals Into the cap~tal decislon- malung process 

ractlces 
Assess resources needed to ach~eve results 
Identify gap between current and needed capab~l~t~es 
Evaluate alternat~ves - mcludmg noncapital options 

l~valuate and select cap~tal assets using an mvestment approach 

actices 
Establish revlew and approval framework 

+ Use established crlterla to rank and select projects 
+ Prepare long- term capital plan 

1 alance budgetary control and managerial flexlbillty when fund~ng capltal projects 

racbces 
Budget m useful segments 
Cons~der mnovatlve fundmg approaches 

I" se project management techniques to opt~mlze project success 

actices 
+ Monitor performance and establish incentives for accountabil~ty 
+ Use cross functional teams 

kvaluate results and incorporate lessons learned Into the decislon- malung process 

ractices 
+ Evaluate and compare results to goals 
+ Evaluate the dec~sion- makmg process I 
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All projects had been carefully exarmned at the irutial study phase, business - plans were developed, 
cash flow and rate of return were calculated, and the analysis of sensitivity of the projects to certam 
changes (for example, to fluctuations in pnce of fmal products, delayed delivery of raw material, 
change m 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 issue that distribution of fmal production 
under the project was meant to be for rubles, and in view of probable delays wth accounts receivable, 
payment arrears and conversion lag, the approach chosen might substantially deviate fiom the plan 

In our opimon, the most interesting project fiom the point of view of the budget should be the project 
for expandmg the scope of medical services, because it had the most detailed studies of marketmg, did 
not involve heavy cost intensive mecharusms, and had an indisputable social unpact upon realization, 
since the authors of the project assumed increase in the b~rth rate in the area by 1 % to be caused by 
surgenes to cure infertihty and introduction of a In Vitro fertilization procedure The consultants 
underscored the importance of evaluation of the social effect from unplementing the project to be 
funded from the budget 

E Analyszs of Development of Soczally Important Projects Funded From the Budget Was Analyzed 
and Discussed The situation as to preparing budget projects is typical for Russian practice 
Construction projects proposed for budget financing are not analyzed for attracting off-budget resource 
opportu~llties Financial estmates are made in pnces of 1991 and 1984 Scaling ratios are used to 
convert them mto contemporary pnces (9 8 ratio is used to convert 1991 pnces into 1999 pnces) 
Formalized methods of analysis and selecting projects are not available 

Two social projects receiving 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 w t h  the aim of attracting pnvate 
investors 

Criteria for selecting projects were suggested and discussed These are shown in Attachment 5 and 
summanzed m Figure 2 
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Figure 2 
Summary of Recommendations On Assessmg Projects Of Soclal Slgnlficance 

lformation Needed Prior to Assessmg Individual Proiects 

i order to develop a program for assessmg the capacity and desvabihty of additional projects, a full 11st oi 
vrerythmg that should be funded by the government should be provided In addition, an mventory of all 
3jects m state ownership should be made both on oblast and municipal levels All Incomplete constructlo1 
iould be identified 

Iandatory Critena 

The project is one that government should be domg 
No alternate means of fmancmg are available 
An accurate cost estmate, lncludmg an estlmate of operations and mamtenance costs or savlngs, 
has been prepared 
An accurate estnnate of completion t m e  is available 
Lower cost alternahves are not available 
Adequate organizational capabilities are m place to mplement the project 
Adequate financial resources are m place to mamtam the project 
Measurable output and outcome measures have been ldentlfied 
There IS llkely to be money available to complete the project once started 

D There has been an adequate assessment of risk 

:riteria for Comvarmg Proiects 

ach criterion should be glven pomts and a weightmg to take mto account ~ t s  relative importance 

'udget mpact - these Impacts should be estnnated as accurately as posslble with supporting data 
Direct revenue possibil~ties 
Indvect revenues 
Cost savmgs 
Indlrect costs 
Benefits 
Leg~slative mandate 
Safety benefits 
Health benefits 
Environment benefits 
Impacts on other projects 
Relahon to long range plans 
k s k s  
Indvect revenues 
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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 Sarnara and school in Avtozavodskoj 
region of Tolyatti Both projects had construction cost estimates Both referred to old pnces The 
crematorium has been under construction for a number of years, there are no plans as to when the 
construction phase mll  be fimshed The school has walls ready to be roofed The mayor of Tolyatti 
sent a request to fimsh construction of school by begimng of autumn semester but the request was 
very bnef w t h  little justification provided 

P Methods of Attractzng Forezgn Investments Into Samara Region Were Analyzed and Dzscussed 

The topics discussed included 

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

Currently, the share of direct foreign investments in the Samara region is as low as 3% However, the 
inflow of foreign investment may have a sigmficant impact on social and economic situation in the 
region Some efforts are taken by the admmstration to enhance regional legislation on mvestments to 
create a more favorable regime for investors Additionally, marketing principles and approaches need 
to be implemented in support of the adrmmstration activities to attract more foreign investments m the 
region 

Currently, there is a need for the admimstration to give a more strategic focus to their efforts to 
increase the level of foreign investments in the region The key immediate queslons the 
adrmmstration needs to answer are as follows 

How can the investment climate change m the short-, medium- and long-term 
future? 

What is the current situation wth  foreign investments in the region? What are 
posilve and negative factors? 

What are the Samara admimstration goals towards foreign mvestments? 
What strategies need to be implemented to aclueve those goals and objectives? 
What resources are needed? 
What economc results can be expected? 

Specific steps to be undertaken m order to answer the above questions are the followng 

Conduct d~agnostic analysis that includes the analysis of capabilities and 
constrants of the regional admmstration in creatmg investor-fhendly tax environment 
in the region, m streamlimng admlnlstrative procedures, etc 

Set strategic objectives for the regional admnlstration with respect to the level 
of potential foreign investment in the region 
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Define strategies that wl l  help to acheve the adrmmstration's strategic 
objectives 

Develop a program of actions, includmg promotion of investment opportmties 
in 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 onented system in the Samara region cannot be acheved 
ovemght, there are also certain issues that could be resolved without lengthy legislative procedures, 
resultmg m an immediate positive effect on the region's attractiveness to investors (e g , speedy 
mtroductron of mternationally accepted accounting and auditing standards would be an important step 
toward malung Russia more attractive to foreign investors) Such standards would also allow regional 
enterprises to participate more actively in international capital markets 

Another important issue is the experience acqured by the current investors in the region 
Dissemination of positive experience will help the administration attract new investments in the region 
The administration needs to give more attention to the quality of expenence that is acqulred by the 
current investors through worlung wth  the local authorities on a whole range of adrmnlstrative issues 

An effective promotion program needs to be developed and implemented It needs to be targeted at 
potential mvestors in the specific industry areas An external marketing commmcations program may 
also help to keep potential and existmg investors Informed on the situation and opportmties in region 
and get their feedback to identify further areas for improvement 

ResultsNalue to the Region 

As a result of implementing the new practices, it 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 involvement of investors Eventually, h s  w11 improve the social economic situation in the 
region 

Key results mcluded 

The Draft Law on Investments En Samara Regzon and Budget Guarantees 
Regulatzon (now under consideration) was modified based on the discussions at the 
workshop 

Specialists of the Adrnimstration received information on new methods of 
analyvng investment projects and practical peculiarities of thelr preparation 

Recommendations were made as to starting to analyze socially sigmficant 
projects w th  the a m  of attracting private investors Alternative methods now being 
used m Russia were presented The oblast officials and one of Samara Region towns 
expressed a strong interest in receiving help to lrnplement a program of pnvate 
management in the Vodocanal 
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The officials agreed to begin to thnk of ways to finance projects usmg pnvate 
funds 

Feedback from uarticipants 

Attachment 1 is a letter from the vice-governor of the oblast that reflects the opmon of the 
participants in the program Among other thngs, he says 

"Matenals 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 Admirustration of the Samara Oblast would like to emphasize that cooperation with the U S 
Agency for International Development is very useful and reveals its gratitude to Mr W Krause, 
Mrs L Tokun, Mr P Svlstunov and Mr V Mikhailov " 

The participants of the seminar and other persons to whom the techmcal assistance was provided had a 
high opinion of its practical potential The Deputy Governor described the approach in t h s  way 

"They did not use a traditional method of teachmg (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 allowmg to 
make optimum decisions in future Traimng was based on results of analysis of real matenals of 
Samara Oblast " 

The participants were very pleased wth  t h s  approach 

V Issues and Obstacles 

Initially there was not a strong interest on the part of the participants m t h ~ s  project as they felt that 
there was not much useful that could be learned in a short time They were also skeptical that Russian 
consultants could offer anythmg new The problem was exacerbated because d u n g  the first week as a 
number of key specialists of the Admmstration were on business trips, which created difficulties in 
collecting and evaluating information and p l m n g  the tralnmg 

However, the lack of available staff m the first week allowed for bme to be spent on analyzing actual 
legislation and other ma$mals available in the oblast l h s  analysis, presented in the first traimg 
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 it was hoped in the project They 
explained the reason as being that they were not responsible for the types of decisions that were being 
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discussed in the training sessions Their role is more to ensure the proper use of funds and determme 
the amount of funding available than to make decisions on the use of funds They did cooperate in 
providing data, spending time to discuss the topics of the traimng and, most important, to discuss the 
possible contents for future techca l  assistance 

VI Success ln Achieving - Overall Oblectwes of Technical Assistance 

The objectives of the techca l  assistance were acheved However, it is clear that the participants 
would benefit from addihonal assistance, whch they are very interested m receivmg 

VII Kev Contacts 

Elena Mikhajlovna Timofeeva - Head of department of mvestment resources, economy department 
Oleg Vladimirovich Majorov - Head of department of capital investment forecasting and 
mnfrastructure, economy department 
Aleksej Viktorovich Aleksandrov - Deputy head of budget department, finance department 
Lyudmla Lvovna Pankratova - Lead expert of investment policy and investment resources department 
Mana Iosifovna Lyubarskaya - Official from finance department 
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Attachment 1 

ADMINISTRATION OF SAMARA OBLAST 
Molodogvardeyskaya str 2 10 
443006 Samara 
04 28 1999 N 7-56/91 5 

US Agency for International Development 
Attn Ms Angelma Gurluna 
Project Manager 
CC Mr Bharat Bhargava, 
Regional Publlc Fmance and 
Investment Project, 
Project D~rector 

Dear Ms Gurluna, 

Within the framework of short term techrucal assistance under Regional Public Finance and Investment 
Projects a team of experts of Booz Allen & Hamilton 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 
Liudrnila Tokun 
Pave1 Svistunov . Viacheslav Mkhailov 

0 

As a part of their work they orgamzed and carned out a seminar-traimng on Investment Policy and 
New Sources for Capital Budget for officials of Samara Oblast Admmstration They did not use a 
traditional method of teachng (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 
ideas, pnontize them and develop new approaches allowmg to make optimum decisions in future 
Traimg was based on results of analysis of real matenals of Samara Oblast 

Contemporary techtuques for housing finance, recommendations on development and selection of new 
projects h d e d  at the expense of budget, current US expenence on development and performance of 
capital budget were demonstrated to the participants At the end a lively Qscussion took place 

Materials produced by the team of experts allow our specialists to use new approaches for analysis and 
evaluation of projects of social sigmficance 
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Talung into consideration practical results of t echca l  assistance provided by the team of experts 
further cooperation on Regional Public Finance and Investment IS highly requlred In our view the 
most important issues for future cooperation will be the followmg 

1 Creation of management information systems 
2 Professional trsumng in the sphere of capital mprovement 
3 Local economic development and creation of new jobs 
4 Establishmg of strategic priorities 
5 Experience in delegated management 

The Adrninlstration of the Samara Oblast would like to emphasize that cooperation with the US 
Agency for International Development is very useful and reveals its 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 
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1 Helen Timofeyeva 

2 Oleg Mayorov 

3 Olga Sarnoilova 

4 Tamara Abakumova 

5 Inna Davletsh~na 

6 Elena Morozova 

7 Elena Barvinok 

8 Alexander Zuyev 

9 Lyudm~la Pankratova 

10 Elena Udalova 

11 Svetlana Fyodorova 

Participants in the Workshops 

Head of the Investment Sources Division, 
Department of Econom~cs of the Samara 
Region 

Head of the Forecasting, Capital Investment 
and Infrastructure Development Dlv~sion, 
Dept of Economics of the Sarnara Reg~on 

Head of the F~nancial Resources and Tax 
Policy Division, Dept of Economics of the 
Samara Region 

Attachment 2 

Team Leader of the Investment Pol~cy and 
Investment Projects, Dept of Economics of the 
Samara Region 

Group Head of the Investment Resources 
D~vision, Dept of Economics of the Samara 
Region 

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

Ch~ef Specialist of the Investment Resources 
Division, Dept of Economics of the Samara 
Region 

Chief Specialist of the Investment Pohcy and 
Investment Projects Divis~on, Dept of 
Economics of the Samara Region 

Chlef Spec~al~st of the Investment Policy and 
Investment Projects Divis~on, Dept of 
Economics of the Samara Region 

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

Chief Special~st of the Investment Policy and 
Investment Projects Div~sion, Dept of 
Economics of the Samara Region 
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12 Lyubov Ivanova 

13 Alexei Abramov 

14 Olga Kazakova 

15 Valentina Fedyakina 

16 Helen Shigaeva 

17 Maria Lubarskaya 

18 Natalya Ivanova 

First Deputy Director of the Finance 
Department of Economtcs of samara Region 

Chief Specialist of the Investment Policy and 
Investment Project Divtsion, Dept of 
Economics 

Leading Specialist of Investment Resources 
Division, Dept Of Economics of the Samara 
Region 

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

Deputy Head of the Revenues Forecasting 
And Tax Policy Division, Dept of F~nances 
Of the Samara Region 

Leading Economist of Investment Department 
Capital Construct~on, Housing and Utilltles 

Chief Economist of Financial Market and 
Securit~es Unit of Department of Finances 
Of the Samara Region 
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Attachment 3 

USAID 
BOOZ-ALLEN & HAMILTON 

The project "Regional Public Finance and Investment" 

Short-term technzcal asszstance program to Samara oblast 

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

Agenda for Workshops for Employees of Samara Oblast Admmstratlon 

Date Time 

April 2 1 16 00 

April 22 

April 23 

April 27 

April 28 

Topic of presentation 

Introduction, representation of the participants, and the task of the 
seminar 
Results of the conference of February 17- 19 
Contents of the seminar, topic revlew, work schedule 
Review of legislative environment, investment climate, budget trends 
Break 
Problems of quality of initial development of investment projects 
Working out criteria to evaluate socially important projects 
Concluding remarks of the first day 

Long-term loan fimding of residential - municipal services, etc 
Break 
Socially unportant 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 investors Strategic marketing of rnvestrnent opportunities 
in the region 
Break 
Control of mutual relation with investors Analysis of experience of 
~nitial 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 
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Attachment 4 

Analys~s of the budget status, dynam~cs 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 lines of the 1997 budget (in denominated roubles) have made by the plan 3,850 rnln RR , actual 
figure being 4100 rnln RR , resulting in 106 5% enforcement The expenditures of the budget per the 
plan were 4516 rnln Rub, actuals (accounting for transfers from the federal budget) 4,082 rnln RR , 
which was equivalent to enforcement of 90 4% Because of exceeding the plan of revenues and reduction 
of actually hnded expenditures the deficiency of the budget was lower than planned Out of budget 
expenditures the capital investment made 536 rnln Rub by the plan, actual figure bemg 481 rnln RR , 
enforcement - 89,8% For Russian regions it is 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 crisls For 
analysis purpose rectified data were used According to them revenues by the plan should have made 
3,864 rnln RR, actually they were on the level of 4,757 rnln RR, enforcement - 123 1% The 
expenditures by the initial plan should have made 5,684 rnln RR, after rectification this figure dropped 
to 3,864 rnln RR, and in fact the expendltures were financed in amount of 4,779 rnln RR, yielding a 
123% enforcement From all funded expenditures only 2,753 rnln 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 expendltures in 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 rnln RR , actually this figure was larger by almost one third totalling 436 8 
rnln RR , wh~ch was equivalent to 133 % enforcement However, the share of cash in capital mvestment 
was very small, it was close to 25% (1 16 0 rnln RR) 

The plan of the budget of 1999 expects a defic~t - free budget, where revenues and expend~tures are equal 
amounting to 5,817 rnln RR It is meant that cap~tal investment will be in the ball park of 637 rnln RR 

More detail discussion on capital investment The share of capital expenditures during period analyzed 
slightly fluctuated In 1997 it was equal (per plan) 11 8 % of all expenditures, m fact it was 11 7% In 
1998 thls figure was planned at the level of 8 % (rectified plan), and m fact it totalled 9 1% A certam 
decrease in expenditure level was observed In the plan of 1999 the share of capital investment in the 
expenditures is set on the level of 11% For the Russian Federation this figure is rather overrated, as even 
industr~ally advanced regions most often do not exceed the 5-7 % capital expenditure level Thus, despite 
the crisis, Samara oblast maintained a stable capital part of expenditures in the budget, which 
undoubtedly should be perceived as a pos~tive trend This IS a part of the regional budget policy, and the 
governor's message maintms, that the region will be actively engaged in supporting investment projects 
attracting new projects to be accomplished in the oblast 
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Attachment 5 

Recommendations On Assessmg Projects Of Soclal Slgnlficance 

Information Needed Prior to Assessing Individual Proiects 

In order to develop a program for assessing the capacity and desirability of additional projects, a full 
list of everythng that should be funded by the government should be provided Functional budget 
classification should be used for creation of t h s  list For mnstance, 

Health (non- commercial) 
Education (schools, lundergartens, orphanages, etc) 
Roads 
Prevention of extraordmary situations, etc 

In addition, an inventory of all objects m state ownershp should be made both on oblast and mwclpal 
levels 

All incomplete constructlon should be Identified Their budget slgnlficance should be identified, and 
those that not appropriate for government support should be identified (for example, an incomplete 
hotel, which has become pnvate sector) A procedure for transfer to pnvate investors should be 
developed terms, tune penod A permanent process of pnvate investor attraction should be 
developed advertising, publlcly open information Evaluation of incomplete projects should be made 
discounting all previous investments (money inputs) 

Projects that should receive government support should first meet the following mandatory cntena in 
order to be considered for funding The projects meeting the mandatory cntena can then be compared 
to determine projects that wl1 be funded 

Mandatorv Critena 

1 The proiect is one that government should be doing Any project that can be done by the 
private sector wthout the use of government funds should be left to the private sector to do If it is an 
actlvity now being done by the government, appropnate documentation mlght be developed to 
demonstrate why it w11 be profitable for the pnvate sector to undertake the actlvlty and to determme lf 
the government might receive some revenue by selling assets 

2 No alternate means of financing are avadable Even lf the activity cannot be undertaken by the 
pnvate sector, it may be posslble to establish a self financmg project where the revenue recelved from 
the project repays loans taken out to construct it 

3 An accurate cost estimate, includlnn an estlmate of oueratlons and maintenance costs or 
savings, has been prepared Accurate cost estimates are needed to a) determme the amount of 
resources that w l l  be reqmred to undertake the project, b) manage the constructlon of the project, c) 
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compare competing projects Using outdated norms and prices will inevitably lead to poor decisions 
Failure to consider operating costs may result in the selection of a hgher cost alternative Cost 
estimates should take into account estimates of inflation and currency rate exchange 

4 An accurate estimate of com~letion tme is available Completion time, assuming h d m g  
availability, should be accurately estimated to accurately estimate costs and because a project that can 
be completed quckly may be more desirable than one that wdl take longer 

5 Lower cost alternatives are not available It should be demonstrated that lower cost technology, 
processes and matenals are not available Also, that it is not possible to acheve the same result 
through another process or improved mamtenance 

6 Adequate ormruzational capabilities are in place to mplement the proiect The number and 
slull levels in the orgamzation must be adequate to take advantage of the project 

7 Adequate financial resources are in place to mamtain the project If the project is not 
adequately maintamed, 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 wll  be 

9 There is likelv to be money available to complete the vroiect once started Rather than having 
twenty unfimshed 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 m conditions such as foreign exchange, market conditions, new laws, 
taxes and delays 

Cntena for C o m p m ~  Projects 

Each cntenon should be given points and a weighting to take into account its relative importance 

Budget impact - these mpacts should be estimated as accurately as possible wth supportmg data 

+ Direct revenue possibilities - w11 some or all of the costs be off-set by revenue? 

+ InQrect revenues - wdl the project stimulate revenue? For instance by encouraging pnvate 
investment 

+ Cost savings - w11 the project lead to cost savings? These should be realistically estimated 
For instance, if the project could lead to reduced personnel requirements but the possibilities for 
actual reductions do not exist, the potentml saving should not be considered Cost savings 
should take into account the possibility of saving social costs 

Booz Allen & Hamilton 
Samara Technical Assistance Report 

23 



USAID/Moscow Regional Public Ftnance Investment Project 
Final Report 

+ Indirect costs - will t h s  project increase costs in other areas or requlre additional capital 
investments ~f ~t is to be successful 

Benefits - 

Legislatwe mandate - requred by law to be done This may automatically result in the project 
receivmg the maximum score 

Safety benefits - correctmg life threatemng situations may also result in a project receiving a 
maxlmum score 

Health benefits -to the extent possible, these should be quantified 

Environment benefits - simlarly these should be quantified as much as possible 

Impacts on other projects - t h s  project may be important to the success of other projects 

Relation to long range plans - this project may be included m one or more long range plans that 
have been developed 

The degree of certainty in estimatmg project costs and benefits taking into account the factors 
in the sensitivity analysis as well as mtitutional and other nsks 

For example, a set of cntena could be 
K=A Kl+B K2+C K3+ 

Where K1, IS2 are 
1 Reducmg of operational expenditures 
2 Increase on budget revenues 
3 The project is wthm the branch that is admitted to be strategically important 
4 The project solves safety problem 
5 The project solves environmental problem 
6 Health protecbon is improved 
7 Encourages life tune penod or increases blrth rate 
8 Employment factor 

Ki K2 Kn should be calculated for each cntena based on corresponding study 
The obtamed mdicator m score wl l  allow to make the selection procedure absolutely transparent and 
well proved 

A,B,C are the relative weights 
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Attachment 6 

Requirements to the Results of Efficiency Analysls of IPS Presented for Bids for 
Financing from Oblast Budget arfd Sim~lar Sources 

These requirements were developed on the basis of Guidelmes for IP efficiency evaluation and their 
selection for financing adopted by the GOSSTROY of the RF and "Guidelmes for Elaboration of 
Investment Policy" adopted by the RF Minlstry of Economy 

The responsibility for timely reimbursement of borrowed capital obtamed from selling Eurobonds, 
urges to Improve the quality of IPS documents subrmtted to bid for financing fiom the Oblast budget or 
simlar sources 

Evaluation and comparative analysis of IPS efficiency makes it necessary to apply a smgle set of 
criterla thus, the basic evaluation of IPS efficiency should be performed in compliance wth  the 
followng requlrements 

Basic requirements 

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

2) Payback and loan return penod 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% (talung into account nsks and inflation) 
2 ruble discount rate is determined as the refunding rate of the RF Central Bank on the date of 

expert evaluation 
3 interest rate for ruble loans - 21% 
4 interest rate for US dollar loans - 14% 

5) Calculahon base penod - 3 months 

6) Positive value of cash flow for each calculation base penodl 

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

Results should mclude estimated of integral efficiency and financial sustamability of the project wth 
corresponding expert conclusions 

1 Analysis of the financial situation of the enterpnse (project mtiator) and evaluation of its 
balance sheet for the previous year and for 3 previous penodd 

1 1 Analysis of financial stability of the enterpnse's accounts, guarantee of its paying capacity 

1 1 1 Calculation of the function of 3 component index for the last 2 years (calculation of t h s  mdex 
is shown on p 5) 

1 1 2 Standard calculation of independence ratio, (ration of the owner's money in the capital 
structure) should be no less than 0 5 

R = SO/B, So being sources of owner's assets (total from section IV), B being balance total 

1 1 3 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, wthout overdue loans (section VI of the balance) 

- calculations and other equity 

1 2 Analysis of the enterpnse liquidity 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 

1 3 Analysis of the structure of debts and credit 

2 Marketmg research 

analysis of customer's payment demand] 
analysis of the basic competitors on the market 
competitive pnce charactenstics 
quality level 
charactenstics of raw matenal market 
marketing orgamzation 

Thls section is to be supported by agreements (or minutes of intentions) for goods delivery, raw 
matenal and other official documentation 

3 Analysis of IPS efficiency on the followmg ratios in accordance wth  the defmte cntena 
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a table of cash flow, lncludlng credit sources, mentiomng terms of return (separately state support 
and used commercial loans) 
calculation of the payback perlod of the project (PPP) The payback penod is a penod is a penod of 
time from the moment of project realization due to th s  business plan till the moment when the 
dfference between the sum of pure mcome, incluhg depreciation and the volume of Investment 
expenditures if above 0 
internal rate of return (IRR) 
net present value (NPV) 
profitability index (IP) 
break-even pomt whch means the volume of sales since what the product since whch the product 
starts being profitable The calculated volume of product sales is correlated with the design capacity 
of the enterpnse, lf the enterpnse manufactures several products the break-even point is determmed 
for each of them by a special method 
budget efficiency (total tax revenue + oblig payment) state investments volume (the budget 
efficiency is assessed including discounting) 

In order to calculate IP sustainability dependmg on IP structure it is necessary to estimate 
integrated efficiency ratio (payable period), PI, NPV, according to the followng scenario 

Sensitivity analysis requires efficiency evaluat~on depending on behavior of the following factors 

Scenmo 
Physlcal volume of sales 

Reduction of product pnce at 
permanent sales volume 
Increase of direct (indirect) 
production costs 
Increase of permanent 
(operating) production costs 
Increase of investment perlod 
duration 
Increase of investment costs 
(assets) 
Increase of production cycle 
duration 
Delayed payments for product 

Changes of interest rates 

Changes of basic indices 
1 1 Sales reduction by 10% 
1 2 Sales reduction by 20% 
2 1 Pnce reduction by 10% 
2 2 Pnce reduction by 20% 
3 1 Cost increase by 10% 
3 2 Cost increase by 20% 
4 1 Increase by 10% 
4 2 Increase by 20% 
5 1 Increase by 3 months 
5 2 Increase by 6 months 
6 1 Increase by 10% 
6 2 Increase by 20% 
7 1 Increase by 3 months 
7 2 Increase by 6 months 
8 1 Delay 45 days 
8 2 Delay 20 days 
9 1 Increase of ruble interest 
rate up to refunding rates - N3 
9 2 Increase of hard currency 
rate up to 18% 
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10 Integrated scenario 10 1 Simultaneous changes of 

2 or3 factors vvlthn the 
specified ranges 

I I Production of loan payback 11 1 Reduction to 2 years 
period 1 1 2 Reduction to 3 years 

1 1 3 Reduction to 4 years 

Some of scenarios and thelr vanables could be changes by an expert basing on specificity of an IP 

The sensitivity analys~s results are presented in Table 2 

Scenmo Efficiency factors 
Table 2 

Cash flow 
@ositive\ 
negative) 

NPV IRR payback penod 

Obligatory condition whch determmes correctness of obtamed sensitivity analysis results in the 
positive cash flow throughout the entlre project (at each calculation point) In case the cash flow 
acquires negative value or any of efficiency factors, value turns to be below the norm, a detmled 
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 nsk 

IP financial risk evaluation includes the followng factors 
Value of 3 component factor of financial situation at an enterpnses at vmous phases of project 
implenentation 

The goal of financial nsk determination is to specify 3 factors of financial stability, such factors are 

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

b) excess (+) or absence (-) owner's assets middle term and long term loans sources of stocks and 
expenditures formahon (+/- E? 
+/- Et (owner's operating funds + medium term and long term loans and borrowed assets) - stocks 
and expenditures 
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C) excess (+) or deficit (-) of total volume of major sources for formation of stocks and 
expenditures (2 En) 

(&En = (owner's operating assets + medium term and long term loans and borrowed assets + short term 
loans (up to 1 year), loans not pad In time) - stocks and expenditures 

3 component ratio acqulres the form of 

The function is determined as 

Liqu~l ty  factor (current and constant) at vanous phases of IP implementation (investment and 
production) are calculated based on planned balances at implementation stage 

6 Loan guarantees 

Mechmsm of loan payback is to be presented m the form of hquid secmty, mcluding the list of 
property as security with its mandatory insurance for the entire loan term Under these terms lt is 
obligatory to include notary authorization of secmty - and tune payment, msurance premium - annual 
payments 

bank guarantee 
agreement on the nght of secmty 

Notes evaluation of projects for reconstruct~on and techmcal refurblshrnent of the existing facillty wth 
the purpose to reduce operating costs increase the production of volumes or slrnultaneous solution of 
these or other Issues, you should take into account the pecullanties of real cash flow formation, arismg 
in the process of refreshment It means that efficiency is formed under the influence of not absolute 
ratios of result and expenditures but under the Influence of thelr changes as a result of the specific 
project real~zation, I e , changes of production volume, current production costs etc In terms of 
efficiency net mcome of the enterprise as a result of current production modemzation, it is a difference 
of net income after project realisation and net income before realization, i e , net income expresses 
increment of its size 

NPVt = NPVt - NPVO, NPVt bemg increment of NPV in the t-year of IP lrnplementation 

NPVt = NPVt - NPVO, NPVt bang NPV m the t-year after production modemzation 
NPVO being NPV pnor to modemzation (startup year) 
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Approved 
Deputy Vice Governor 

Dlrector Department of Economy, 
Khassayev G R 

Methods of comparative evaluation of IPS to be financed fiom the Oblast budget 

Critena and mQces 
General revlew of activities 

1 Aspect of enterprise 
Professional level of adrmmstration 
1 High level of management 
2 Lower level of management 
Availability of shllful human resources 
1 High-shlled personnel 
2 Low-skilled personnel 

I1 Industry charactenstics 
1 Developing industry, supported by the state (federal, reg~onal) program, 
growng demand 
2 State industry, permanent demand 
3 Industry with unstable demand 
4 Industry m the state of declme, falling demand 

I11 Area of IP implementabon 
1 Region (city donor), hghly attractive for investment activity, fiee 
economc zone 
2 Region supported by a federal or regional program 
3 Region (city) recipient without developed ini?astructure, not attractive 
for investment activity 

IV 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 wth the 
necessary economc (cost) estmates 
3 MOB and feasibility study, no cost analysis 

V Availability of raw matenals, components and other resources 
1 Access to raw matenal sources 

monopolist supplier 
developed raw m a t e d  market 

2 Sources of raw matenals 
necessary resources are fully produced in the region 
necessary resources are mamly produced in the region 
necessary resources are manly imported fiom abroad 
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VI 

VII 

VIII 

IX 

X 

XI 

XI1 

Competitiveness of the product 
1 Absence of foreign and domestic analogies, patent, certificate and 

license avsulable 
2 Absence of domestic analogies, pnces below those on foreign 

analogies, patent, certificate, license available 
3 Product is competitive due to the pnce 
4 The pnce and the quality are the same as competitor's 
5 The product is not competitwe 
Analysis of demand for the product 
1 Well-developed marketing plan supported by agreements and contracts, 

hlgh and sustainable demand 
2 Well-developed marketing plan supported by agreements, narrow 

market segment 
3 Insufficient marketmg plan not supported by agreements and contracts, 

sustamable demand, avsulability of the smgle consumer 
4 Unrealistic marketing plan, absence of agreements and contracts, the 

delivery of project, unstable demand 
Environmental safety 
1 Environmental impact assessment, enwonmental expert conclusion, 

proving the positive impact of the project, emissions reduction, 
environmental pollution reduction 

2 Projects do not produce negative impact on the environment 
3 Projects resultmg in environmental damage 
Demographc factor 
1 Creatmg and preserving jobs, relieving social tension m the region 
2 Creation of new jobs 
3 Preservation of jobs 
4 Reduction of jobs 
Application of advanced technologies 
1 Use of domestic developments (RND) 
2 Use of foreign technologies (RNA) 
3 Absence of new technologies 

Total for general aspects of activities 
Economic parameters of the project 

Payback penod 
1 Less than 3 years 
2 Less than 5 years 
3 More than 5 years 
Oblast budget loan payback 
1 Less than 3 years 
2 Less than 5 years 
3 More than 5 years 
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XI11 Cost efficiency (USD) 
1 Cash flow 
2 Negative at least for one calculation penod 
3 Positive for the whole calculated penod 

Budget efficiency 
a) not exceeding 1 5 
b) not exceeding 10 
c) over 10 
Internd rate of return 
a) fiom 15 to 25% 
b) from 25 to 100% 
c) over 100% 
Profitability index 
a) not exceeding 1 05 
b) fiom 1 05 to 1 2 
c) over 1 2 

XIV 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 

XV Guarantees of investment return 
1 Bank warrantee or contract of guarantee 
2 Assets as secunty mth obligatory insurance 
3 Absence of guarantees 

XVI Financial situation as of the date of project commencement 

Financial stability of the enterpse (three component mdex) 
1 Absolute financial stability 
2 Normal financial stability 
3 Unstable financial stability 
4 Financial cnsis 

Liqudity of balance 
1 Correspondent wlth the standard value (K<O 5) 
2 Below the standard value 

Borrowedfowner's assets ratio 
1 Standard 
2 Below standard 
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XVII Financial stability of the project 

Financial stability of the enterpnse (three component mdex) 
1 Absolute 
2 Normal 
3 Unstable 
4 Crisis 

Liquidity of balance 
1 Correspondent with the standard value (K no less than 2) 
2 Below the standard value 
TOTAL FOR ECONOMIC INDEX 
GRAND TOTAL 

If the IPS scores 

under 50 - the IP belongs to the lvgher nsk category (3rd category) 
from 50 to 70 - average nsk category (2nd category) 
£rom 70 to 100 - lowest nsk category (I st category) 

The proposed method of IPS helps evaluation and analysls to prepare proposals for fi and to develop 
the financmg 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 whle prepmng then conclusions (decisions) on general 
aspects of the enterpnse activity 
- Department of Economy of the Oblast Administration whle prepmng their general conclusions on 
each IP 
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Apuendix 7 

U I Promotion 

I? if a request for info needed 1- 

Applicants for IPS 

Returned to the 
Applicant or 

relevant 
department of the 

Oblast 
b~slness 

plans 

bhe Oblast 1 

I 

Negative decision 
terms and conditrons 
additional updated 

information not 
prepared, 

amendments not 
introduced or lead to 

Administration for 
completion 

Conclusions 
production and 

technology 

Structural Departments of  blast 
Adm~nistration 

Construction and Architecture, 
Housmg and Utilities Roads 
Trade and Industry . Agriculture and Food 

Economy 

Secretary of Investment 
Committee 

Department of 
Ministry of 
Interlor 
(questionnaire) 

y simple votmg 

compliance with the 
terms of IP funding 

Department of 
Economy, Division of 

onInve~tment Policy and 
Projects 

Formation of 

. 1 oblas-I 

Preliminary 
analysis, determine 
the completeness of 

the submitted 
documents, 

i 
Department of Economy 
Divis~on of Investment 

Pol~cy and Projects 
for review and preparation 

for an IC session 

Investment Projects 
L Portfolio 

No 

Institutional expert 
assessment 

Investment Committee 
In with the 

projects review schedule 

Draft a Decision on Project 
Governor of Funding 

Oblast for final 
decision 

Include the IP ~ n t o  the 
Register and into the time 

-schedule for the Investmen 
Committee to revlew 

Yes - 
Division of Investment Pollcy 

independent experts, Using Project Expert software 
financial legal carry out cost efficiency 

environmental a u d ~ t  I I assessement of Ips 
pr~or~t~se,,assess nsks 

No 
( No 

I Returned to the I 
wrltten 
notice Report on the use of funds 4 - 1  I I 

Control of the Div~sion of Investment 
proper use of the Pol~cy and Projects 

mutes of an IC 

Author~sed bank (agent) 

I I I Agreement with Project In~t~tator I 
Oblast Governor Report on the use of Agreement between authonsed bank (agent) 

funds and Oblast administration 
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Attachment 8 

Questions on Budget Fundmg 

How are possible projects identified? 
How are costs estimated? Revised' 
What methods of discount are used7 
What interest rates are applied? 
What non-financial benefits are taken into consideration7 
What indlrect financial benefits are taken into account? 
How is nsk evaluated? 
How are orgamzational goals addressed the process of decision malung7 
How is the previous experience used7 
Are there any strategic p l m n g  activities? 
Are there any long-term planzllng activities? 
Is there any long-term financial planrung actlvity7 
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 used7 
Is the institution's ability to use producbon capacity estimated? 
Are loans considered in the context of the institution's ability to pay them back? 
Are grants analyzed fiom the point of view of the mstitution's ability to survive? 
Does cross-functional cooperation take place at the planrung stage and dmng 
implementation7 
Is the institution's ability to implement the project considered? 
Is the impact of Internal barrrers for successful project implementation and 
management taken into account7 
Are resources necessary to manage and to complete the project defined pnor to first 
expend1tures7 
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Attachment 9 
APPLICATION 

for cred~t resources of the Oblast budget for mvestment projects 

Applicant (name) 
Legal address 
Authorized person Qob title, name, phone) 
Legal status 
Registered capital 
Share of state and municipal capital in the registered capital (5%) 
Major shareholders (participants) 
Name of lnvestrnent project 
Total cost of the project 

10 Funds requred 
1 1 Recoupment period 
12 Payback of loan 
13 NPV of income 
14 Budget efficiency 
15 Warranties (when using property, shares, property r~ghts, ind~cate the value of 

collateral, legal basis, msurance, in case of bank guarantees or thud party warranty, 
indcate the name, address, detsuls, scope of guarantees) 

Signature and stamp 
Date of application 
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Attachment 10 
PASSPORT OF INVESTMENT PROJECT 

Ths  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 

INFORMATION ABOUT THE IP 
Full name (6 lmes maxlmum) 
Kind of project (tick) 
new production facility 
equipment modermzation 
expand the existmg facility 
other 

Investments to be used for 
R&D 
license and know-how purchase 
purchase of equpment 
current assets replemshment 
construction 
preparation for production 
purchase of real estate 
other 

Place of IP lmplementatlon (oblast, clty, town) 
Approximate commencement date 
Addlhonal lnformatlon 

PRODUCT (SERVICES) 
Name of product (serv~ce) 
Purpose and technical spec~ficatlon 
Innovation character 
totally new item 
new in design 
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- updatmg of exlsting product 
analogous to best foreign brands 

- analogous to existing product 
- assembled fiom imported components 
- own know-how available 

2 4 Patent protection requlred for key technical and technolopcal aspects 
- d a  

needed 
- not needed 
- covered by patent 

2 5 L~cense 
product - n\a needed not needed covered by license 
activity - n\a needed not needed covered by license 
purchase of raw material, equipment - n\a needed not needed 

covered by license 

2 6 Cert~ficat~on 
product - n\a needed not needed cemfied 
technology - n\a needed not needed certified 

2 7 Volumes and fields of appl~cabon 
- city, distnct region Russia CIS and Baltics 

export import replacement 

2 8 Consumer spec~ficat~on 

- general application in industry 
- special industrial application 
- mass consumption 
- applied both m mdustry and household 

2 9 Product~on accordmg to the Program 
- federal 
- president's 
- conversion 
- regional 

2 10 Add~t~onal mformat~on for t h ~ s  sechon 
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MARKETING RESEARCH 

Market description for product/servlces 
offer and demand known 
major consumers known 
statistics of exporthmport available 
wholesale buyers known 
current pnces on similar products /services known 
prospective price analysis for product/services avsulable 

Prospects for sale 
previous contracts of POI m place 
pwchasmg of products/services for m o n t h s  of operation 
channels of product sales and services determmed 
measures for growth of demand for the product taken 

Producbon program and operational costs 
annual production volume for mplementation penod determmed 
item-by-item calculation of production costs made 

major competitors known 
competitiveness analysis c m e d  out 

Current status of IP 

Implemented stages of IP 
idea only 
prototype, pilot production 
design documentation 
production prepared 
R&D documentabon 
design and cost-estimate documents 
readiness for production 
mass-production under way 

Resources available 
HR 
land 
production facilities 
equipment 
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matenals 
spare parts and components 
water supply 
power supply 
heat supply 
transport 
commmcations 
waste treatment facilities 

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

Imported equipment required 
equipment 
spare parts 
raw matenals 
other (in the additional information on the section) 

Avallab~l~ty Feas~bll~ty Study (yes, now) 
Busmess Plan (yes, now) 

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

4 7 Developer of the IP (busmess plan) 

4 8 Add~t~onal mformabon on the sect~on 

5 FINANCIALECONOMICAL INDICATORS OF THE IP 
5 1 General overvlew of the est~mates 
Calculations made for the period of years on a monthly, quarterly, annual basis, 

Based on the exchange rate of 1 USD - rubles 

Esbmates made 
- income & losses 
- cash flows 

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

5 2 IP speclficat~on 
Total cost of the IP (thousand rubles) 

and (thousand USD) 
Project Payback Penod (PBP) years 
NVP detemned at thousand rubles 
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IRR determined at YO 
Profitability Index (PI) determined at 
Positive balance is ensured at all the estimated penods (yes, now) 

Sensltlvlty analysls 1n case of changes m 
production volume (sales) 
pnces for products (services) 
producbon costs 
debt receivables 
terms and conditions of investment 
investment volume 
investment and production cycles durabon 
integrated scenmo 

Flnanclal 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 thousand rbl and thousand USD 
5 5 Addltlonal mformat~on 

6 PROPOSALS FOR INVESTORS 

6 1 Requlred volume of mvestments 

contribution of enterpnses of the oblast in the IP implementation 
planmng and design thousand rbl thousand USD 
construcbon thousand rbl thousand USD 
purchasmg equpment & spares thousand rbl thousand USD 
social issues 
road construction, heat supply systems, other utilities 
creahon of new jobs 
other 

Loan payback penod years 

GUARANTEES OF INVESTMENT RETURN AND RISKS 

Insurance of loan return 
federal warranty 
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regional warranty 
insurance 
right transfer 
assets of secunty 
assets secunty 
bank guarantees 
other (in additional information) 

Permission for support from authorities 
federal 
regional 
local 
other states 
other (in additional information) 

Probable risks in the project (specify) 

Addibonal information 

INFORMATION ABOUT THE ENTERPRISE-PROJECT INITLATOR 
Legal form 
Full and short name 
Form of property including the state share % 
Date of establishment - 19- 

Average number of employees 
full bme 

8 6 Area and duratlon of acbvlty 

8 7 Registered capital (m balance) 

8 8 Flxed and operatmg assets 

8 9 Debts 
long term debts (for more than 1 year) 

8 10 Date of the latest audlt inspection 199 

8 11 Bank requisites 

9 ENTERPRISE ADDRESS 
Post code region (republic, oblast, kra) 
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Phone Fax 
Manager of the enterpse 
Contact person 

The person responszble for compzlatzon of the present passport certzfies that the 
znformatzon herezn ES true as of the date of compzlatzon 

Szgnature and stamp 

Date 
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Attachment 11 

EA-Ratlngs, Director, Projects Cred~t organlzatlons and Munlclpal 
Infrastructure Fund 

Written by Pave1 Svistunov 

One of possible ways to potentially reduce budget spending might deal w th  reduction of 
budget costs associated wth  providing communal-mmcipal services Mechamsms of 
cost reduction imply a transfer of mu~ucipal 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 m 
infrastructure domain Such contractual practice is fully operational or is at the 
implementation stage in some 37 countnes, including 18 countnes having low budget 
revenues International memng of term "concession" implies all charactenstics of the 
contract to rent an enterpnse as a property complex, but imposes additional obligations 
on concessionaire The latter deal with capital investments required to arrange for agreed 
on expansion of operations or increasing production capacities or replacement of fixed 
assets The Civd Code of Russia introduced the concept of "concession" (Chapter 54, 
Articles 1027-1 040 Commercial concessions) However, the idea of "concession" is 
examined m above chapter in restricted context of granting a power to use a package of 
exclusive nghts, 1 e franchsing Therefore, the provisions of above chapter of the Civil 
Code are inapplicable to transfer nghts on use and operation of property complexes of 
both enterpnses and objects of municipal engineering infrastructure Therefore, in 
Russian practice transferring a mumcipal enterpnse for concession has a meamng of 
concluding a contract to rent an enterpnse as a property complex wth  additional terms 
and conditions bmding renter to make investments to reconstruct and upgrade the 
enterprise in queshon 

Pnncipal advantages to implement the mechmsm of transfemng enterpnses for 
delegated management (concession) are as follows 

1 Restriction of financial participation of mu~llcipal institutions in project development, 

2 Setting up a competitive environment in domam of communal-mun~cipal services', 

' In spite of the fact that at each specific moment of time there is only one supplier of the 
given lund of services (renter), compehtion occurs pnor to sigmng the contract as a result 
of examimng the list of applicants, as well as after expiry of contract term (competition to 
renew the contract) As a result, there is a competition for the market, despite the fact that 
there is no competitor in the market dmng the contract term 
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3 Arranging for lnflow of financial resources Into the region, 

4 Renter should spend more than half of funds invested into the project into acquiring 
necessary matenals, luring labour force, etc , at the territory of its implementation, 

5 Capital development or overhauling mmcipal objects creates additional amount of 
jobs in the city, 

6 Both enterpnse as a whole, or specific mmcipal and ~nfrastructure objects can be 
offered for delegated management That allows to expand the number of potential 
mvestors, 

7 After an explry of contract term the property of municipal institutions gets returned 
featuring the newest equipment 

During negotiations to transfer a mmcipal enterpnse for concession it is advisable to pay 
a particular attention to the following issues 

1 The price that renter is ready to pay for the right to operate an enterpnse, or the 
volume of state capital investments or subsidies 

2 Renter's charges to be associated wth the services rendered 

3 Term of concession 

The terms of concession contracts accepted in international practice are listed below 

Tall roads - 30 years 
Electnc power industry - 15 years 
Hydro-electnc power generation - 30 years 
Water supply and water delivery - 5 - 30 years 
Processing and dumping solid wastes - 4 years 

4 Arrangements to transfer the mmcipal enterpnse for concession 

Accounting for analysis of current situation in Nib Novgorod the concession of 
mmcipal enterpnse as a property complex is the optimal one 

5 Composition and periodicity of reports to be submitted by renter 
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Possible forms of reporting compnse annual reports, techcal  reports, financ~al 
statements, profit and loss spreadsheets, and terms and cond~tion of control on the part of 
local authonties 

6 Cntena to be used to evaluate renter's activity 

7 fights and obligations of the parties upon expiry of contract term 

Russian mu~llcipal enterpnses have an acute demand for financial resources to 
implement reconstruction and upgrading programs Scant local mu~llcipal budget funds 
are not capable of providing adequate financing The volume of obsolete fixed assets 
deployed in enterpnses of communal-mumcipal sector is growing, engineering networks 
become unsuitable for use, the quality and rhythm of providing muIucipal services 
deteriorate together wth increasing operational costs, the costs to be absorbed m the 
future keep on nsmg 

A realistic way to resolve current situat~on is provided by attracting loans to fund 
reconstruction of urban ifrastructure mtroducing energy efficient technologies 

Tlus approach is qu~te timely since the situation is favorable nowadays One of the 
consequences of financial crisis in Russ~a deals wth a certam surplus of avsulable 
financial means in small and average size banks that before cnsis were rated as belongmg 
to the second league After a substantial growth in number of clients, the banks are faced 
now with fund allocation problem Secmty market has collapsed, currency operations 
have become less profitable due to ngorous restrictions introduced by Central Bank of the 
Russian Federation, the number of borrowers of choice has reduced by a large measure 
Default on bonds issued by the government of the Russian Federation undermmed trust to 
state secmties for a long time As was mdicated by "Economic analysis" polling bureau 
that ranged credit status m a number of cit~es and territones of the Russian Federation, in 
majonty of regions and mu~llcipal enhties the debt load has already exceeded reasonable 
limlts 

In t h s  situation it is enterpnses of communal-mumipal sphere that can move to a center- 
stage of banks' interests Beside above listed there are some other reasons for that, 
namely 

1 Predomnantly the muIucipal enterpnses operating in the area of communal-mu~llcipal 
services are natural monopolies having guaranteed consumer market 

2 Owng to the fact that these enterpnses provide services to citizens they have a 
continuous cash supply 
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And the main thmg is that the enterprises in ths  branch have a potential to reduce costs to 
provide services, first of all because of introducing effective technologies and decreasing 
losses 

The essence of the economzc mechanzsm underlyzng economy on resources zn communal 
sewzces (CS) enterprzses deals wzth ~ntroductron of eflectzve (resource-savzng;) 
reconstructzon of CS enterprzses uslng loans to be repazdfrom means that wzll become 
avazlable due to upgradzng Thzs approach enables one to make most eflectzve 
mestmenis mto the companies provrdwg communal-munzczpal sewlces 

Experts agree that havlng the same rates of repair in the XXI century the utility CS 
networks will be worn out up to 70% and hgher, the loss of water will increase up to 
60%, and cost of communal-mumcipal services rendered to residents mll grow by a 
factor of 2-2 5 only because of growmg loss of potable water 

For example, only the cost of annual loss of potable cold water in Russian pipelines is 
estimated in the ball park of 13,559 mln USD plus per year If one accounts for additional 
23,729 mln USD of costs on electric power to deliver k s  water, the total losses will 
become commensurable with the federal budget figure 

The means to repay the debt come fiom reduction of production costs to be brought about 
by introduction of effective technologies 

The economy stems fiom the followmg factors 
installations of modern efficient equipment, 
reductions of losses, because of upgrading, 
reduction of costs to mantan CS facilities owing to accomplished upgrading 
programmes, 
optimvng operations of equipment installed, 

Financing projects through bank credit mechanrsm implies that a special attention should 
be paid to forms of guarantee to return the credit These guarantees can have several 
forms 

guarantees of the regional budget, 
bills of the regional budget issued as collaterals2 , 

The federal law "On translation and promssory notes" dated March 1 1, 1997 permits 
Adrninlstrations of mwcipal entities and subjects of the Russian Federation to undertake 
obligations per draft and promissory notes only in cases specifically stipulated by the 
federal law Now there is no such law effective but in the long term ths  opportuty 
might become feasible 
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maintenance of fixed balance at the repayment account, 
opemng repayment banlung account mth financing bank, 
prowding rights to collect payments for mmc~pal  services (a mmcipal enterpnse can 
use the nght to collect payment for the servlces rendered (under pledge contract) as a 
surety against credits issued by commercial banks) 
insunng nsks of the enterpnse mth msurance company 
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Attachment 12 

TO SAMARA REGIONAL DUMA RESOLUTION # 

10 1 AS OF JUNE 25,1998 

of Arranging Investment Project Tenders Fmanced from Loan 

Resources of the Reglonal Budget (heremafter referred to as 

Procedure) 

I .  G e n e r a l  P r o v l s ~ o n s  

1 1 Thls Procedure has been developed 1n accordance w ~ t h  the Czvzl Code of 

Russran Federatzon, Enactment of the Preszdent of Russzan Federatzon (# 773 as of July 

23, 1997) on Gzvzng Guarantees or Vouchers on Loans and Borrowzngs, Enactment of 

RF Government (# 1470 as of November 22, 1997) on Approvzng the Procedure of 

Gzvrng State Guarantees on a Tender Basls from RF Development Budget Funds and 

Regulatron on Evaluatzng Eficzency of Investment Projects whde Assrgnzng on a Tender 

Baszs Centralzzed Investment Resources of RF Development Budget 

1 2 Tlus Procedure determmes condltlons of arrangmg and holdlng tenders 

of Investment Projects financed per loan resources of the Regional Budget (hereinafter 

referred to as the Tenders), nghts and obligations of the orgamzers and participants of the 

Tenders 

1 3 Investment Projects Tenders shall be of publ~c type They are aimed at 

selectmg the most efficient, havmg the shortest pay-off periods and socially sigmficant 
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investment projects for financmg them mth the a ~ d  of the Reglonal Budget loan resources 

on a fixed-time, payback and chargeable basis as well as promoting investment activity 

and attracting resources of native and foreign pnvate investors to contribute them into 

development of the Regional economy 

1 4 Tenders are held by the Investment Comm~ss~on attached to Samara 

Region Admirustration (hereinafter referred to as the Investment Comrmssion) The 

personal composition of the Investment Commiss~on is ratdied by the Governor of the 

Region 

1 5 Please find below explanation of a number of terms heremafter used 1n 

thls Procedure 

IhvESTMENT PROJECT - Project of realistic investment scheduled for 

implementation m the form of new construction, t echca l  re-equipment, 

rehabilitation or expansion of facilities 

INVESTMENT TENDER - Selection of promsing Investment Projects or 

investors carned out by the Regional Administration with the alm of 

rendenng state support to them 

BIDDER - Legal entity having submtted an application (Bid) for getting a 

loan fiom the Regional Budget funds 

BORROWER - Legal entity havmg received a loan from Regional Budget 

funds 

LOAN MANAGER - Governor of Samara Region or Deputy Governor 

11.  C o n d i t i o n s  a n d  C r ~ t e r i a  o f  T e n d e r  T y p e  

S e l e c t ~ o n  o f  I n v e s t m e n t  P r o j e c t s  

2 1 Loan resources from the Regional Budget assigned for contnbuting to 

Investment Projects shall be made available on a fixed time, payback and chargeable 

basis 
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2 2 The general prerequisite of granting access to the Regional Budget loan 

resources shall be interest of the Reglon m the proposed Investment Project determmed 

on the basis of conclusions of relevant branch departments of the Regional Authonties 

Pnonty in malung 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, 

ensunng production of export onented import-substituting goods or goods having a h g h  

demand in the internal market as well as Bidders' projects completely meeting current 

obligations as to budgets of all levels and state and off-budget funds 

2 3 The marn criterra of evaluatin~ Investment Proiects withn the Tender 

procedure are as follows 

7 Economic efficiency and financial stability of the Project 

3 Social sigmficance 

3 Budget efficiency 

3 Pay-off period of the invested resources 

3 OpportuIllty of well-timed return on the Regional Budget loans and the 

interest 

3 Availability of loan payback security 

2 4 Resources of the Regional Budget shall be assigned for implementation of 

Investment Projects the pay-off penod of whch as a rule does not exceed five years 

2 5 The followmg Investment Projects shall not be entrtled to partrcrpate in 

the Tender 

7 Project Bidders are at the stage of reorgamzabon or liquidation 

3 Project Bidder's property is seized or imposed penalty on in accordance 

mth established legal procedure 
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7 Project Bidders have communicated false information or have faded to 

submt a complete block of documents 

7 Project Bidders have backlog indebtedness as to loans previously given to 

them per Regional Budget on a payback basis 

2 6 Investment Projects shall be accepted for revision by the Investment 

Commission under consideration of prelmunary evaluation of liquidity rate of the depos~t 

asset submitted as security by the Bidder c m e d  out by insurance compames authonzed 

by the Regional Adnurustration 

111. D e t e r m i n i n g  t h e  A m o u n t  o f  S t a t e  S u p p o r t  

3 1 The process of assigmg resources for financmg Investment Projects of 

the Bidders is of share character except for the cases specified in Paragraph 3 2 of t h s  

Procedure 

3 2 The amount of state sumort in the form of a loan from the Regional 

Budget funds associated with the objective of implementmg Investment Projects shall be 

determmed de~endmg on the categorv of the Proiect 

7 As to Projects of Category A - having top sigmficance for Samara Region 

development and forming part of Regional investment programs as well as 

those whlch 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 - providmg for production of competitive 

import-substituting or export goods wth application of progresswe 

innovative technologies - up to 80% 

3 As fo Projects of Category C - havmg social onentation (creating new 

jobs, tackling social-and-economc and ecological problems of the 

terntones (districts) of the Region, improving the quality of life and 

populabon health standards) - up to 70% 
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3 As to Projects of Category D - provldmg for production of goods having 

lugh demand in the ~nternal market - up to 60% 

3 3 The amount of state sup~ort fiom the Regional Budget funds for 

mplementation of Investment Projects shall be established as follows 

3 For newly started constructzon (znvestment project) - percentage wise of 

the estimated cost of the project determmed on the basis of design 

estimates or construction cost calculated whle glvlng prove to the 

investment 

7 For conhnued constructzon (znvestment project) - percentage wise of the 

balance estimated cost of the investment project Amount of the continued 

construcbon shall be determmed on the basis of estimated cost of the 

project and works carrred out by the time of Busmess Plan development 

and submitting the bid application for consideration proved by statistic 

data reports (Form 2-KS, 8-KS annual and 2-KS "construction7' monthly) 

3 4 Amount of the Bldder's equ~ty assigned for financmg the relevant Project 

by the start of its implementation shall be proved by the form of annual 

accounting reports for the prevlous year, and for the penod of the current 

year - by reference notes of the bidder on non-distributed profit, unused 

deprec~ation, cash assets generated from sellmg fixed assets, shares, on 

loans received and other sources to the amount of the~r incomng to the 

Bidder's account 

I V .  P r o c e d u r e  o f  A r r a n g i n g  a n d  H o l d ~ n g  t h e  

T e n d e r s  

4 1 Information on holding Tenders of Investment Projects proposed to be 

financed out of loan resources of the Regional Budget shall be made publ~c by 

Department for Economy of the Regional Adrnmstration via mass meQa zndzcatzng the 
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followzng procedure of subrmtting applications for participating m the Tender, terms and 

conditions of participating in lt, places and deadlines of submitting applications, 

telephone and address available for receiving additional clarifications 

4 2 The Bidders shall submt appl~cat~ons for participation In the Tender to the 

Regional Admimstration addressing the Governor (Enclosure # 1 to t h s  Procedure) 

enclos~ng 2 copzes of documents set enlzsted m Enclosure # 2 to thzs Procedure The 

Governor of the Region shall refer the documents presented by the Bidder for preliminary 

analysis to the Department for Economy of the Regional Adrmmstration 

4 3 Department for Economy of the Regzonal Admznzstratzon shall register the 

Bidders' applications, determne completeness of the documents submitted, carry out 

initial analysis of the Investment Projects and refer them for preparation of conclusion to 

relevant departments of the Regional Adrmmstration as well as to specialized expert 

institutions for carrying out independent expertise 

4 4 Branch departments of the Regzonal Admznzstratzon on the basis of the 

documents received shall prepare in 10-days penod their conclusions and send them to 

the Department for Economy of the Regional Admimstration, these conclus~ons shall 

~nclude the followmg 

Evaluation of the organzzatzonal-and-znstztutzonaZ status of the Bzdder 

(reliability and business reputation of the Bidder, expenence of workmg in 

the market of the goods produced, correctness of formalizing the legal 

status, avalability of a complete block of absolving documents and 

necessary coordinations) 

Evaluation of the technzcal and technologzcal level of the Project 

(technological and design consistency and novelty of the Project, quality 

of the relevant goods or services, compliance w t h  Russian and 

international standards, optmality of techmcal solutions), evaluation of the 

market and marketing strategy 
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Estimation of soczal 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 lrnprovlng the livlng conditions and services quality, on 

the environmental situation and arclutectural pattern of the city (district) 

Recommendations on expedzency or znexpedzency of considenng an 

Investment Project at Investment Comrmssion session 

4 5 Expertise of Investment Project shall be c m e d  out on chargeable baszs at 

the expense of the Bzdder and can be made by speczalzzed expert znstztutzons (by the 

Bidder's choice), the list of which shall be ratified by the Investment Comrnission 

4 6 In case of need the Department for Economy of the Regional 

Admimstration shall render methodologzcal and organzzatzonal help to the Bidders as to 

revision of the Investment Project and bringing it in accord wth  requirements stipulated 

for by t h s  Procedure 

4 7 The Department for Economy of the Regional Admirustration shall 

prepare comprehenszve conclusrons on the Investment Projects meeting the requirements 

of the Tender and subrmt them to the Investment Commission for consideration 

4 8 The Investment Comrmssion shall make competztzve selectzon of 

Investment Projects and adopt recommendatzons on expedzency of renderzng state 

support to the Project specifying its amount, terms and conditions of such support or 

conclusion on its inexpediency 

4 9 If there are some remarks or proposals of m a t e d  sigruficance on behalf 

of the Investment Commission the Investment Project shall be handed over to the Bidder 

for modzjkatzon After corresponding modification the Project can be considered for the 

second tzme at the Investment Commission session 
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4 10 Meetings of the Investment Commission shall be held as required, but at 

least once a quarter of the year 

4 11 Secretary of the Investment Commzsszon shall notify the Investment 

Commission members and persons invited of the time of the meeting and the venue on 

agreement wth the Chair of the Investment Commission 5 days before the meetmg 

4 12 The Investment Commission shall be entitled to reach a decision, if over 

half of zts members are present at the meetzng Resolutions shall be taken by open vote 

and is regarded as adopted, if over half of the Commission members participating m the 

meeting voted for it 

4 13 The followng persons can be mvited to the Investment Commission 

meeting whde considering Investment Projects 

7 Representatwes of the Bidder 

7 Specialists of the Regional A h s t r a t i o n  

7 Independent experts 

3 Mass meha people 

4 14 Presentatlon and protectzon of the Investment Project at the Investment 

Commwzon meetzng shall be camed out by the Bidder's managers wth the Bidder's top 

manager at the head 

4 15 Record of Investment Projects considered at the Investment Comrmssion 

meeting shall be kept by the Secretary of the Investment Commission 

4 16 While holding the Tender the Investment Commission shall make 

evaluation of Investment Projects based on principles of equality and objectiveness, 

malung equal demands of the Bidders 

4 17 The Investment Commlsslon shall be enhtled to do the followng 
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9 Request from the branch departments of the Regional Admmstration and 

from the Bidders addztzonal documents and materrals whch are necessary 

for complete and objective evaluation of the Investment Project 

7 Ratzfi requzrements to the structure of the documents and contents of the 

Investment Projects expertise 

7 Determzne the lzst of speczalzzed expert znstztutzons developing and 

carrying our expertise of bidding enterprises' (compmes') Investment 

Projects 

9 Refer to the Loan Manager proposals on the amount of loan resources 

assigned from the Regional Budget based on evaluation cntena and 

category of Investment Project, deadlmes and terms and conditions of their 

arrangements 

V .  F o r m a l ~ z ~ n g  R e s u l t s  o f  t h e  I n v e s t m e n t  

T e n d e r  

5 1 The Investment Commzsszon Protocol shall be finalized on the results of 

Investment Tender, t h~s  Protocol shall contsun recommendations on expediency or 

inexpediency of malung loan resources from the Regional Budget available for 

implementation of the proposed Investment Project or on the necessity of modifymg the 

Project by the Bidder The Protocol shall be szgned by the Chazr and the Secretary of 

the Investment Commzsszon and shall be referred to the Loan Manager m three days 

perzod 

5 2 Decision on giving or refusal to make the loan resources of the Regional 

Budget funds available shall be made by the Loan Manager under conszderatzon of 

Investment Commzsszon recommendatzons and shall be formalzzed by the Enactment of 

the Governor of the Regzon, h s  Enactment shall be submitted to the Department for 

Finances of the Regional Admmstration w t h  one set of documents (enlisted m Enclosure 
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# 2 to t h s  Procedure) attached to it thus enablmg the ava~lab~l~ty of loan resources from 

the Reg~onal Budget funds to the B~dder 

5 3 The Secretary of the Investment Comm~ss~on shall znform the Bzdder of 

the deczszon taken znJive days perzod from appearance of the Governor of the Region 

Enactment 

5 4 After s~glllng the Enactment by the Governor of the Reg~on Department 

for Flnances of the Regional Admmstration shall draw up all necessary documents on 

asszgnzng resources @om the Regzonal Budget funds for financzng the conszdered 

Investment Project in accordance wth  the laws m force of Samara Region 
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Attachment 13 

Analysis of the New Federal and Regional Laws, Controlling the 
Status of Cap~tal Funding Projects Partially Supported by Publ~c 

Fmance 

The participants of the semnar were gwen basic results of new changes m the federal 
and regional legislation These revisions alter conditions of accomphshmg mvestments 
programs In ths  respect a major stress was put on most ~mportant provislons of the 
Budget code of the Russ~an Federation and Federal law on development budget We 
analyzed and discussed the provisions of those art~cles of the Budget code that contained 
details of capital expenditures m budgets, forms of expendtures, budget credits to jurishc 
persons, tax benefits, funding budget investments, granting state guarantees to 
constituting ent~ties of the Russ~an Federation The special attent~on was pald to 
provislons of the federal law on budget development 

It was pointed out, that according to the regional program of capital investment m 1999 
the means of the regional budget w11 be allocated in the followng major areas 
strengthemng the matenal base of the oblast education and public health system, 
cont~nuing work on developing regional gas supply network, completion of construction 
of oncological center in Samara, refurbishmg the buildmg of academc opera and ballet 
theatre, development of apartment complex for specific categones of c~tizens having a 
spec~al status of support on the part of the state, updating publ~c transportation bus pool, 
development of underground public transportation 

Recently, a package of the legislative, normative and legal acts st~mulating and regulating 
lnvestrnent actmty on the regional level was developed and accepted In Samara oblast 
Withm the framework of the project to be accomplished we analyzed the part of the 
legislative documents that dealt directly wth the budgeting process, development budget 
incluswe From th~s  pomt of view the draft law ((On development budget)), some 
provisions of law ((On mvestments m Samara oblast)) and draft amendment to it, 
Prov~s~ons on property mortgage in Samara oblast are qulte mterestmg 

On the whole, the analysls of the documents confirms, that the region keeps the 
development of a favorable mvestment cllmate, attraction of investors, especially large 
ones in focus, the leglslat~on of the region IS improving, however, there still a lot of 
potential in these areas For example, the draft law ((On development budget)) m many 
respects repeats the appropnate federal law havmg the same narrow range of 
appl~cability Most substanhal drawback of th~s  law deals wth  unavailabil~ty of real 
sources to form means of the development budget In our mmd the law should have 
clearly I define specific tax sources to shape the development budget as quotas from 
revenues provided by specific lund of taxes and deductions, and the pattern of protecting 
the development budget As to the law ((On investments>), m our oplmon, it is required to 

Booz Allen & Hamilton 
Samara Technical Assistance Report 

60 



USAID/Moscow Reg~onal Public Finance Investment Project 
Final Report 

make changes in the section addressing the issue of tax benefits and terms of their 
grantlng The privileges should be more weighty, and term of investment return d u n g  
whlch the tax benefit would persist should be calculated in a more precise manner 
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Attachment 14 

RECOMMENDATIONS ON WORK WITH THE PROJECTS OF SOCIAL 
SIGNIFICANCE 

(Ludrmla Tokun, comments on Cntena for Social Projects) 

The full list of everythng that should be funded by the government shall be provided 
Health (non commercial) 
Education (schools, lundergartens, orphanages, etc) 
Roads 
Prevention of extraordinary situations, etc 
Functional budget classification should be used for creation of tlus list 

Inventory of all objects m state ownershp shall be made both on oblast an municipals 
levels 

All incomplete constructions should be identified Their budget sigmficance should be 
identified, and those that do not worth dealing wth shall be selected (for example, an 
incomplete hotel, whch has become pnvate sector) A procedure for transfer to pnvate 
investor has to be developed terms, hme penod 
Permanent process of private mvestor attraction advertising, publicly open information 
Evaluation of incomplete projects should be made with the account of discountmg all 
previous investments (money inputs) 
Those projects shall be selected where discounted cost for completion will be m i m u m  
It provides the possibility to take into consideration both Invested amount factor and time 
factor 

For comparison critena the followmg formula is suggested 
K=A KI+B K2+C K3+ 

The list of cntena should be provided 
1 reducing of operational expenditures 
2 Increase on budget revenues 
3 The project is wthm the branch that is adrmtted to be strategically important 
4 The project solves safety problem 
5 The project solves environmental problem 
6 Health protection is unproved 
7 Encourages life time penod or increases birth rate 
8 Employment factor 
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Ki Kz L should be calculated for each cntena based on correspondmg study 
The obtained mdicator in score wll  allow to make the selection procedure absolutely 
transparent and well proved 

In addltion to item 8 
Wlule calculatmg the results of the project reduclng of operational budget expenditures 
should be taken mto account For example, new boiler and heatmg supply net w111 allow 
to save on maintenance cost, including emergency repau 

In addition to item 4 
Discount cost for project completion should be calculated 

In addibon to item 3 
Construction cost currently used (1 984, school In Toghatti, 1991 on crematorium) lead to 
wrong results 

In addition to item 10 
Calculation of budget and public funds losses at the expense of a certam problem and 
correlabon of these losses wth project implementation cost 
Example calculation of losses on sickness "sick llsts" payments, not produced public 
product, as people were slck and did not work 
Example New school construction 
Calculation of additional cost for electricity supply, wages, water utillzed by currently 
operated m three shifts school, includmg more intenswe building and equipment 
depreciation 

Booz Allen & Hamilton 
Samara Technical Assistance Report 

63 



USATDMoscow Regional Public Finance Investment Project 
Fmal Report 

TECHNICAL ASSISTANCE IN 

KHABAROVSK 

Sections 

I Overview 
I1 Techcal  Assistance Project Objective 
I11 Team Members and Their Roles 
IV Techcal  Assistance Project Components 

A Impact on the Relevant Legislation 
B Analysis of RevenuesfExpenditure Trends 
C Round Tables 
D Spendmg Reduction and Anti-cnsis Techruques 
E Sharing of International Experience 

V Issues and Obstacles 
VI Success in Acheving Overall Objectives of Techcal  Assistance 
VII Key Contacts 

Attachments 

Round Table Program Announcement 
List of Participants 
List of Matenals Provided 
Analysis of Dynamics of Budget Provisions 
Economc Evaluation of Draft Laws of Khabarovsk Kraj 
Legal Evaluation of Draft Laws of Khabarovsk Kraj 
Anti-Cnsis Management Techmques Introduced 
Letter From Vice Mayor City of Khabarovsk 
From Vice Governor Khabarovsk Kraj 
Financial Accountability for Stewardshp 

Booz Allen & Harn~lton 
Khabarovsk Technical Ass~stance Report 

1 



USAID/Moscow Regional Public Fmance Investment Project 
Final Report 

TECHNICAL ASSISTANCE IN 

KHABAROVSK 

Booz Allen & Hamilton's techmcal assistance team of Russian specialists and an expatriate 
advlser provided short-term techmcal assistance in Khabarovsk from Apnl 4 - 30, to introduce 
the Khabarovsk Regional and City Admmstrations to best practices in Russia and 
internationally 

The team conducted a "round table," attended by numerous regional and local officials at whlch 
several public finance officials from other regions made presentations Thereafter, either in 
groups or individually, the team worked wth  officials of the Krai and Mmcipal governments, 
culmmating in formal presentations to the Vice-Governor and to the Deputy Mayor of 
Khabarovsk City 

I1 Technical Assistance Prolect Oblective 

Withm the given topic "Streamlinmg the Methods to Develop and Improve Regional M m a l  
Social Norms," the short term techca l  assistance was targeted toward more efficient revenue 
p l m n g  for the regional budget of the Khabarovsk Krsu TE.lls was accomplished through the 
development of improved methodology for calculation of regional social standards for the 
mucipa l  budget of the City of Khabarovsk and advising on potential changes m the relevant 
regional legislation 

I11 Team Members and Their Roles 

Davld Jones, Chartered Public Finance Accountant, outlmed the approach s~milar to the 
minimal social standard model, whch was wdely used in Arnencan and English 
practice to manage mmcipal finance He formulated the basic principles to set forth the 
budget process required to be implemented in the area of public finances in any country, 
expecting to be Integrated Into international economy Information and analytical 
materials generated in the course of h s  studies and provided to Kraj admmstrat~on 
were hghly valuable 

Irma V Abanluna, Ph D , developed an effective short-term assistance schedule and 
worked out methods to resolve outstandmg issues She managed the teamwork to 
acheve results desired to ensure the overall success of the project Her perseverance 
was instrumental m reportmg results obtained by the short-term techca l  assistance 
team to the vice-governor of Khabarovsk Kraj 

E V Kushtanma ran an in-depth analysis of budget and financial status indices of 
Khabarovsk Kraj and the City of Khabarovsk Her attending the session of the 
Legislative Duma of Khabarovsk Kraj at which above administration bills had been 
approved in the first readmg provided the source of valuable information on deputies' 
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amtude towards ths  issue In addition, she generalized the matenals and documents on 
social standards and mimmal budget funding norms Ths  enabled her to proceed with 
substantral economic examination of the Kraj adrnmstration bills m tlus area 

N I Sudakova conducted the activity to arrange and proceed w~th  the round table 
conference, gathering and analyzing normative and judicial documents from vanous 
regions of Russia whch were relevant to the conference agenda and interestmg from a 
practical standpomt to representatrves of Khabarovsk Kraj Being a staff member of the 
Association of Sibenan and Far East cities, she successfully made use of the above 
institution's potential e n s m g  selection of qualified and experienced lecturers to make 
round table presentations 

D L Gudkov undertook mteraction wth property management c o m t t e e s  and Kraj 
bankruptcy comrmttee In the course of h s  activity he analyzed the options to reduce 
budget expenditures through applicatron of new anti-cnsis control methods 

Oleg Zadorov carned out the analysis of draft laws Khabarovsk Kraj on mimmal social 
provisions and mmlmurn budget guarantees as well as their conformity wth the effective 
Russlan legislation He provided legal evaluation of the admimstration draft bills malung a 
number of recommendations on development of a legislative base in Khabarovsk Kraj from the 
project standpomt 

I11 Technical Ass~stance Pro~ect Components 

The team developed an effective short-term techcal  assistance work schedule to Improve the 
methodology of social norms These activities included ferreting out the needed data, analys~s, 
documentation and reporting The followmg items were accomplished by the end of the task 

The team completed an in-depth analysis of budget and financial status indices, and made a 
substantive examination of draft laws on rmmmum social standards 

The team conducted a round table session, at whch presentations on mimmum social 
standards and other issues were made by public finance officials from other regions of Russia 
and the project team Thls was followed by a senes of discussions wth officials of regional 
and local governance m t s  

The team addressed the issues relating to budgetary expenditure reductions, using anti-cnses 
techques 

The team prepared made sign~ficant Input to the draft new laws on mmmum social 
standards 

The team presented a system of standard spending assessments, used in Bntish local 
government, for the allocation of grants and national control of local government 
expenditures 
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Numerous techca l  assistance documents were prepared or adapted from other situations 
and sources These were presented to the officials of the Krai and the Khabarovsk Mmcipal 
Government for general dissemmation to mterested parties 

Lectures were given to faculty and students and two Khabarovsk Umversity institut~ons 

A slide-show presentation was made to the Department of Regional Policy for the 
Khabarovsk Kra, showng how the State of Virgma, U S A used economic information to 
make long-term budgetary revenue forecasts The presentation also demonstrated how the 
governor made h s  presentations to the assembly, to amend the two-year budget 

A Impact on Relevant Leg~latzon 

The team's lawyer worked in Moscow, translating proposed amendments to the draft laws 
prepared by other specialists of the team In Khabarovsk He also provided input and gudance as 
to how these draft laws were affected by the law and constitution of the Russian Federation With 
h s  in rmnd, he advised how the draft laws might most easily and expeditiously be introduced 
and implemented, wthm the legal and political framework of Khabarovsk 

Dmng this evaluation, with particular reference to the Legislative Duma of Khabarovsk Kra~, 
the followrng issues were addressed 

Scope of authonty of representative bodies of constitutmg federal entities that stem 
from provisions of the Russian legislation m the area of regulating the above legal 
relations 
The conformity of the provisions of proposed Draft Laws wth  norms of effective 
Russian federal legislation 

The team ran an m-depth analysis of budget and financial status indices of Khabarovsk Kraj and 
the City of Khabarovsk One of ~ t s  members had attended the session of the Legislative Duma of 
Khabarovsk Kraj at whch the adm~nlstration bills were approved on the first reading T h s  
provided a source of valuable information on deputies' attitudes towards the issue In addition, 
the team generalized the matenals and documents on soc~al standards and mimmal budget 
funding norms Ths  enabled it to proceed with substantial economic examination of the Kraj 
admimstration draft laws on tlus issue 

Based on th~s  examination, the team provided the economic and legal expertise of admustration 
bills of Khabarovsk Kraj m the area of mimmal social standards and norms of the minlmal budget 
funding On the basis of processmg the information obtamed, the essential improvements and 
additions to adrnmstrahon bills were proposed A number of suggestions to streamline the 
techque  to calculate and mimrmze above norms was made These proposals are important to 
b m g  down budget costs whch today pose one of the most important issues m achevmg a 
financially balanced mu~llcipal budget 
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A new edition of texts of the admmstration bills was provided with several new basic concepts 
added Procedures to apply the norms and to order thelr revision was described Also, the section 
on responsibility for default to provide for guaranteed norms was Introduced 

Ways of real mmmization 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 their being mmmal was put 
f o m d  

An inconsistency in approach to calculate the norms was revealed Therefore, the 
recommendations for using methods to calculate these norms on a umform basis were made The 
approach to improve the techque to calculate the norms of the rnimmal 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 Analysls of RevenuesBxpendzture Trends 

After much labonous 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 t h s  analysis 

Dynamics of Budget Revenue and Expenditures Per capita1 
(accountmg for inflation and reduced to1 994 pnce levels) 

1 Revenues I 

Revenues of 
consolidated budget per 
capita in Kraj 
Revenues of the 
regional budget per 
capita in Kraj 
Revenues of the 
Khabarovsk budget per 
city dweller 
Expend~tures - J 

' The miha1 fmanclal parameters on enforcement of the budget were obtamed fiom Admlnistration of Khabarovsk 
Kraj and Admmistration Khabarovsk city The data on population was obtamed from "Migrat~on Program of 
Khabarovsk Kraj for 1999-2000," enacted by resolution No 80 of Head of Admlnistration of Khabarovsk Kraj dated 
February 22, 1999 To account for mflahon the annual deflation mdices establ~shed by the Statlst~cal Committee of 

Expenditures of the 
consolidated budget per I 

the Russian Federation were used 
Booz Allen & Hamilton 
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C Round Tables 

capita in Kraj 
Expenditures of the 
regional budget per 
capita in k i j  

Expenditures of the 
budget Khabarovsk per 
city dweller 

The pnncipal forum for the transmission of best practices was by a senes of round table 
discussions Round Table conferences was arranged to exchange experience between 
representative of Russian regions in the area of establishment of regional mmmal social 
standards and specifications on the minimal budget provisions Among the matenals handed out 
to experts from the regional and city management bodies were the shorthand mnutes of Round 
Table sessions whch provided an extra opporhwty to analyze and study the expenence on the 
minunal social standards The detailed outline of the roundtable and list of participants can be 
found in Attachments 1 through 3 

D Spendzng Reductzon and Anh-crzsts Technzques 

100% 

100% 

The team, in search of budgetary reductions of expenditures, underscored interaction wth 
property management committees and the Kraj bankruptcy cormttee In the course of tlus 
activity the commttee analyzed the options to reduce budget spending One of the staffs 
specialists also explamed vmous new anti-cnsis control methods 

The review of possible ways to reduce budget costs, through applying modern anti-cnsis 
techmques, mcluded consideration of the followmg 

78% 

76% 

An analysis of the social-economic status of mwcipal institutions acting in the area 
of culture and education 

Estimation of the efficiency of application of the law of the Russian Federation on 
insolvency (bankruptcy) in Khabarovsk Kraj 

81% 

53% 

A techmque and demonstration to choose the bankruptcy procedure, using an 
example of the Mwcipal Institution "Central Recreation Park " 

48% 

59% 

A plan to introduce a procedure of outside management, in relation to the Mwcipal 
Entity "Central Recreation Park " 

E Sharing of Internatzonal Experzence 

The team outlined an approach somewhat similar to the " m m a l  social standard" model, whch 
was used m Unlted Kmgdom practice to manage mwcipal finance Ths  is the system of 
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"standard spending assessments," used as a bass to distribute the General Revenue Grant It is 
also used to set llmits on total expenditure for each local government umt The team also 
explained the bas~c principles to set forth the budget process required for regional and local 
finances in any country expecting to be integrated mto the international economy 

Not all countnes, however, use a system of "mmmurn social standards" as practiced in Russia 
In particular, the Umted States, although developing and using performance measures, appl~ed 
these to the traclung of budgeted activity, rather than for establishmg mmmum standards of 
service delivery Informabon and analytical matenals generated m the course of h s  expenence 
and stud~es were provlded to the Kraj admmstration, for general distribution among local 
government umts Examples were also provided of programng and budgeting informat~on 
relatmg the U K and the U S A 

Although tune and opportumty were limited, the team was able to hold discussions wth  a 
representative of the Khabarovsk Mu~llcipality Finance Department and mth the Acting Director 
of the City Housing Trust At these meetings ideas were exchanged and advice given about the 
manner in whch mumcipally-owned and other public (subsidized - low-cost) housing was 
financed in the U K and the U S 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 Umversity of Technology to discussed issues of economic efficiency pncing and other 
aspects of financial management of public utilities The team provided Prof Lyubmov wth  
copies of several papers written on the financial analysis of various public utility services 
covenng water supply, distnct heating systems and urban transport 

Through the good offices of Ms Galma I Lysenko, of the Krai Adrmmstration, the team was 
also able to hold discussions wth Mrs L A Lakhma, Dean of the Faculty of Accountmg and 
Auditing at the Khabarovsk State Academy of Economics and Law The issues of accounting 
and aulting for government entities were discussed and Mrs L a n a  expressed a wsh to have 
the faculty participate in any work on these matters conducted under a future project A copy of a 
document of the Virgma State Government, U S A , on "Specifications For Audits Of Industrial 
Development Authorities" was provided to her 

The team also held a meeting wth Ms Elizaveta N Telushluna, Head of the Department of 
Regional Policy for the Khabarovsk Krai We discussed the process whereby regional economic 
policy could be transformed mto revenue forecasts for a state Ms Telushluna was provided mth 
a slide show, explailllng how the Vn-gima State Government used a computer program2 to 

The program is very complex It contam no less than 255 slmultaneous equations1 However, not all economists 
share the confidence of others, m 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 emplre are on the brmk of economic collapse In this grlm context, the oplnions 
of economic gurus mcreasmgly dommate actions m busmess, politics, and mtemational affalrs Yet orthodox 
economics seems powerless to help Notonously, 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 
insightful and sweepmg critique, Paul Ormerod demonstrates how schools of economic thought, despite thelr many 
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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 slides used by the Governor of Virgma, in makmg proposals to the state 
legislature for amendment of the 1999-2000 two-year state budget Also made avsulable was a 
document descnbmg the Bntish system of "Standard Spendmg Assessments" as it relates to the 
allocation of the General Revenue Grant Ths  is the pnncipal non-categoncal transfer of fbnds 
fiom the U K central government to local government w t s  Standard Spendmg Assessments 
are also used as part of the calculation to enable the central government to "cap" the expenditure 
of every local government u~ut  to a predetemed maxlrnum 

Finally, the team provided (as a Russian translation) a copy of a budget paper and a set of 
Annual Financial Statements for an English mwcipal 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 is needed, and how 
complex is the presentation, to properly account for the activities of a mwcipal government 
wth multiple services and other activities 

V Issues and Obstacles 

Whde the round tables had a commendable attendance of interested officials and were very well 
received, other duties seemmgly prevented the attendance of some officials who might well have 
been useful contributors, as well as others who might have benefited Notably absent fi-om the 
meetmgs were semor financial officials of the Krsu administration, whereas Krai economic 
officials were present By contrast, both economc and financial officials of the Mwcipal 
Government were well represented 

Any deficiency in participation by some officials was largely overcome by targetmg the Deputy 
Charman of the Kraj Economic Committee, together with the Heads of Economcs and Fmance 
at the Municipality as pnncipal conduits of mformation Moreover, the verbal discussion has 
been backed up by malung available a number of techcal  documents When copied by pnncipal 
recipients, they can be available to anyone wshng to avail themselves of them a s  includes 
governance entities - other mu~llcipalities and rural entities - that the team did not have the time 
or opportuty to visit Moreover, the Head of Finance of the Mu~llcipality, Mr Chukulhn, 
promised to provide both verbal and wntten information to the financial officials of the Krsu 
Aclrnlnlstration 

The sigmficant difficulties dealt wth  obtaimng statistical mformation in Admmstration 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 cornmu~llcation between the Comrmttee on Economy and Financial Department of 
A b s t r a t i o n  m Khabarovsk Kraj The Committee on Economy m Khabarovsk Kraj expressed 

disagreements, share the same underlymg defects - flaws that go far deeper than qulbbles between theor~sts 
Ormerod provldes real answers and hard facts What the world needs, he contends, IS a radical new approach, 
drawmg on ideas fi-om other dlsclplmes such as biology, physlcs, and the behaworal sclences 
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a keen mterest m cooperation wth  expert team, at the same time it impeded establishmg contacts 
between experts and the Financial Department of Kraj There were no such problems d u n g  
work wth  the Admmstration of Khabarovsk City The work was conducted in close cooperation 
wth  the management and employees of both Financial Department, and Management of 
economy, investments and industrial policy of Admimstration of Khabarovsk City 

VI Success 1n Achieving Overall Oblectives of Techn~cal Asslstance 

The round table was very useful from the practical standpomt, providmg an msight into the 
problems faced wth  development and application of social norms Sessions of the round table 
brought about a wde exchange of ideas between the experts of Khabarovsk Kraj, the city of 
Khabarovsk and officials fkom other parts of Russia, including Ekatennburg and Tomsk The 
report on foreign practice m the application of social standards was attended by the audience 
with great interest 

It was important to study the expenence gathered in other regions to develop and establish the 
mmmal social standards and norms of the mimmal budget funding, specifically in the cities of 
Ekatemburg and Tomsk The documents on judicial hstory, involving the Oblast and mayors' 
offices in the applicabon of regional m i m a 1  social standards were especially informative 
Discussion of expenence in Ekatemburg will serve to avoid mstakes and conflicts at the stage 
of completion of admimstration bills in Khabarovsk Kraj on ths  issue It also revealed the likely 
pnonty direction of work amed at completion of admimstration bills to be issued in Khabarovsk 
Kra~ 

The access to foreign expenence in the application of standard spendmg assessments, widened 
the view of social standards in budgeting practice It also provoked hnlung about ways whch 
might be used to modify the current Russian approach to developing social standards and their 
manner of funding m Khabarovsk Kraj 

Overall, appraisals of the results of the short-term techcal  assistance program, accomplished 
wthm the scope of the "Regional Public Finance and Investment Project", were positive Most 
of those involved consider it as only the first step towards long-term cooperation Gratitude is 
expressed to the USA Agency for International Development for support rendered 
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VII Kev Contacts 

Name 
Mr Levintal Aleksander Borisovich 

Mrs Lysenko Galina Ivanovna 
Mrs Zaslavskaya Lyubov Valentinovna 
Mrs Telushluna Elizaveta Nikolayevna 
Mr Mmdagulov Vladlmir Valeevich 
Mr Dunaev Vladimu Petrovich 
Mr Shevtsov Mikhal Bonsov~ch 

Mr Evseenko Nikolaj Ivanovich 

Mrs Sohna Zoya Fyodorovna 

Mr F i l i ~ ~ o v  Pave1 Dmitnevich 
A A 

Mr Kazachenko Valenl Pavlovich 

Poslbon 
Vice Governor, admirustration Khabarovsk Kraj, 
chaman of Economy Committee 
Deputy Chairwoman of Economy Comrmttee - - 

Head of finance - investment department 
Head of regional policy department 
Head of social policy department 
Deputy Head of soc~al policy department 
Aid to deputy head of admimstrabon (foreign 
economic activity) 
Deputy charman of culture and art committee, 
admirustration of Khabarovsk Kraj 
Deputy Chairwoman, Legislative Duma, Khabarovsk 
W l  
Khabarovsk Mayor 
First deputy mayor (Economy) 
Head of finance department 
Head of economy, mvestment and industnal policy 

Mrs Panyushluna Tatiana Pavlovna 
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department 
Head of economc analysis, forecastmg and regional 

Mr Lebeda Valeq Fyodorovich 

- 

development department 
Deputy Head of admirustration, duector of mmcipal 
property department 
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Attachment 1 

Round Table 

Project i<Regonal Publlc Flnance and Investment>> 

Exchange of expelrence on development and lmplementatlon of regronal soclal standards 

The conference was held 1n Methodology Office of 
Khabarovsk Admlnlstratlon 

Apnl12,1999 at  14 30 
Apnl14 at  10 00 

Issues for dlscuss~on 
Analysis of situation and accountmg for positive experience in regions of Russia - 
Sverdlovsk Oblast, Ekaterinburg, Tomsk - gathered on development and practical 
implementation of the mimmal social standards to detennlne budget expenditures 

Examination of effective regulatory acts and draft documents to authorize regional mlnlmal 
social standards in Khabarovsk Kraj 

The use of technologies and standards applicable m mternational practice USA and England 
experience 

Presenters 

Mrs Lyudmlla Ivanovna Polovnlkova Chaman of legal committee, Ekatennburg mayor 
admmstration 

Mr Davld Jones Expert, Booz Allen & Hamlton 
Mrs Marma Yurlevna Senkovskaya Deputy mayor (Economy), Tomsk 

Round Table Faclhtator 
Mrs Irma Abankma - Ph D (Economics) 

Booz Allen & Hamilton 
Khabarovsk Techmcal Ass~stance Report 

11 



USAID/Moscow Reg~onal Publ~c Flnance Investment Project 
F~nal Report 

Attachment 2 

Llst of participants of <<Round table>> 
<<Exchange of Experience to Develop and Implement Regional Mlnlmal Soclal Standardsn 

Administration of Khabarovsk, City Duma 

F~rst name, m~ddle m ~ t ~ a l ,  last name 

1 Mr Valenl Pavlovlch Kazachenko I First Deputy mayor (Economy) 

Pos~hon 

2 Mr Aleksej Ivanovich Menyajlov I Head of department of economy, investments and 

3 Mrs Tatiana Anatolievna Bolonluna 

5 Mr Andrej Yakovlevich Chukalin 
6 Mrs Galina Grigonevna Prokoptseva 

industnal policy 
Deputy head of department of economy, 

4 Mrs Taiana Pavlovna Panyushluna 

7 Mrs Manna Viktorovna Eremtseva 

investments and idustnal policy 
Head of department of economic analysis, 

8 Mr Sergej Nikolayevich Vetyshev 

9 Mr Ivan Nikolavevich Dekhtvar 

foreca~tin~and terntonal development 
Head of financial department 
Head of department of financing social sphere in 
financial department 
Deputy head of department of local industry in 
financial department 
Chsurman of finance-budget and economic 
development in commission of Khabarovsk City 
Duma 
Head of legal control department 

Administration of Khabarovsk Kraj 
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1 0 Mrs Galina Ivanovna Lysenko 

1 1 Mrs Lyubov Valentmovna 
Zaslavskaya 

12 Mrs Elizaveta Nikolaevna 
Telushluna 

13 Mr Vladimlr Valenevich 
Mindagulov 

14 Mr Vladimu Petrovich Dunaev 

Deputy chairman of economy committee 

Head of finance-investment department 

Head of department of regional policy 

Head of social policy department 

Deputy head of social policy department 
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Representatwes of adminlstrat~ons from Ekaterinburg, Krasnoyarsk, and Tomsk - 
presenters 

1 15 Mrs Lyudmila Ivanovna Polovmkova I Chairman of committee on legal issues in 

I United States Agency for International Development (USAID), program of the US State 

16 Mrs Manna Yurievna Senkovskaya 
Ekaterlnburg mayor office 
Deputy mayor (Economy), Tomsk 

19 Mrs Inna Vsevolodovna Abanluna 
20 Mr David Johns 
2 1 Mrs Natalia Ivanovna Sudakova 
22 Mrs Elena Viktorovna Kushtamna 
23 Mr Drmtr~j Lvovich Gudkov 
24 Mr Vladirmr Mikhajlovich 
Ilyukhln 

Department <<Regional Publ~c Finance and Investmenb 

Head of group, expert (Moscow) 
Expert, USA 
Expert (Novosibirsk) 

1 7 Mrs Angelina Gurluna 
18 Mrs Inna Isaeva 

Expert (Moscow) 

Project manager USAID/Russia (Moscow) 
Deputy Coordinator of the Program ((Regional 
Public Finance and Investment)) m Russian Far 
East 

Expert (Moscow) 
Interpreter (EngVRus) (Moscow) 

Booz Allen & Ham~lton 
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Attachment 3 
LIST OF MATERIALS PROVIDED 

handed out to adm~mstratlons 
of Khabarovsk Kraj and Khabarovsk 

m the course of provldmg short-term technical assistance 
of the project aReg~onal Publlc Fmance and Investmenb) 

Law of Perm Oblast dated September 24,1998 ((On Specifications of M i m a l  Budget 
Provisions for Perm Oblast)) 
Law of Irkutsk Oblast No 13/10-SZ dated September 21, 1995 ((On Regional Adjustment 
Fund)) 
Law of Irkutsk Oblast No 41-02 dated October 3, 1997 ((On Temporary Mimmal Social 

Norms and Financial Specifications)) 
Draft law of Omsk Oblast dated October 19, 1998 ({On Specifications of Mimmal Budget 
Provisions in Omsk Oblast)) 
Law of Sverdlovsk Oblast No 56-02 dated January 18, 1996 ((On Specifications of Mimmal 
Budget Provisions in Sverdlovsk Oblast)) 
Draft law of Tomsk Oblast ((On Procedures to Split Authonty and Mechamsm of Interaction 
Between State Authority Bodies and Local Self-Management Bodes)) 
Resolution of Tomsk city Duma No 140 dated February 12,1999 ((On Specifications on 
Operations in Housing Fund)) 
Decree of Tomsk mayor No 65 1 dated August 10,1998 ((On Procedures to Provide Benefits 
on Compensabon for Residential-Murucipa Services Provided to Specific Categones of 
Citizens and Reimbursement Associated wrth Their Provisions)) 
List of normative documents to structure performance by local self-management bodies in 
Tomsk addressing local and some federal functions 

10 Draft Provrsions on the order of refinancing debts of jmstic persons due budget of city 
Tomsk 

1 1 Conclusion on conformity of the law of Sverdlovsk Oblast ((On Temporary 
State Mimmal Social Standards of Sverdlovsk Oblast)) dated December 18, 1996 No 56-02 or 

the same law in ehtion of August 21, 1997 having title ((On Specifications on Mmmal 
Budget Provisions in Sverdlovsk Oblast)) vvlth effective legislation 

12 Conclusion on conformity of the law of Sverdlovsk Oblast ((On Regional Budget for 1997)) 
No 57-02 wth the effective legislation 

13 Addendum to the Conclusion on conform~ty of the law of Sverdlovsk Oblast ((On Regional 
Budget for 1997)) No 57-02 wth  effective legislation 

14 Award of Judicial Committee on civil h e m g  the Supreme Court of the Russian Federation 
on h e m g  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 charmen 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 
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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 determinmg budget expenditure mdex Appendx budget 
expenditure index and relevant parameters 

20 Calculation of Federal Industrial Development Fund (FIDF) for 1999 drafted for session 
exammation by the Finance Mirustry of the Russian Federation 
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Attachment 4 

Analysis of Dynamics of Budget Provisions 

Mrs Abanluna I V and Mrs Kushtamna E V 

Calculations of dynamics of per capita revenues and expenditures of consolidated, 
regional and city budgets over 1994 -- 1999 accomplished The estmation of actual decrease in 
the revenues and expendtures of the budgets of all levels was made corrected for inflation 
effects 

The level of revenue in consolidated budget of Khabarovsk Kraj, regional budget and 
mwcipal budget of Khabarovsk City is dec lmg  m steady manner Simultaneously, there is a 
reduction in expenditures m respective budgets expressed in 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 mdices published by Russian Federation Statistical Committee Evaluation 
shows that per capita revenue planned in the 1999 consolidated Kraj budget makes 3 1 % relative 
to the level of 1994, and per capita expenditures - 40 % More steep decrease in per capita 
revenue in compmson with expenditures results in budget deficit preventing its eqwlibration 

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 interbudgetary relations 

The results of calculations made for 1994, 1996, 1997, and 1998 for parameters of 
performance of respective budgets and 1999 on planmng parameters are given in Tables 1-4 

The imtial financial parameters on budget performance were obtained from 
Admimstration of Khabarovsk Kraj and Admmstration of Khabarovsk City Population 
statistics was provided by ((Migration Program of Khabarovsk Kraj for years 1999 - 2000~, 
enacted by resolution of Head of Admmstration of Khabarovsk Kraj No 80 dated February 22, 
1999 Accountmg for inflation was provided by deflation indices provided by Russian Federation 
Statistical C o m t t e e  
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Table 1 

Parameters of Consohdated Budget of Khabarovsk Kraj 

Revenues 12617 8 

Population, 
thousand people 
Revenues per capita, RR 
- inflation-corrected 
dynamics relative to 1994 
Expenditure per capita, RR 
- inflation-corrected 
dynamics relative to 1994 

Table 2 

1998 1999 
initial draft 
data rnln RR 
rnln RR 

Parameters of Reglonal Budget of Khabarovsk Kraj 

Revenues 
Expenditures 
Population, 
thousand people 
Revenues per capita, RR 
- inflation-corrected 
dynamics relative to 1994 
Expenditure per capita, RR 
- inflation-corrected 
dynamcs relative to 1994 
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1994 
mln RR 

1367849 
1343055 
1608 2 

1997 
rnln RR 

2087766 
4222568 
1540 6 

1998 
prelirmnary 
data 
thous RR 
4224320 
4761840 
1529 7 

1999 
draft 
thousand RR 

3669000 
3669000 
1520 0*) 
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1994 
rnln RR 

Table 3 

Parameters of Budget of Khabarovsk City 

Revenues 
Expenditures 
Population, 
thousand people 
Revenues per capita, RR 
- inflation-corrected 

- inflation-corrected 
dvnamics relative to 1994 

1997 
mln RR preliminary 

thousand RR 

Table 4 

Dynamics in Parameter of Budget Revenue and Cost Per Capita *) 
(accounting for inflation and reduced to 1994 level) 

Revenues of 
consolidated budget per 
capita in Kraj 
Revenues of the 
regional budget per 
capita in Kraj 
Revenues of the 
Khabarovsk budget per 
city dweller 

Costs of the 
consolidated budget per 
capita m Kraj 
Costs of the regional 
budget per capita in 
Kra~ 

Revenues 

I 

Costs 
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53% 76% Costs of the budget 
Khabarovsk per city 
dweller 

59% 100% 
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Attachment 5 

ECONOMIC EVALUATION 
OF DRAFT LAWS OF KHABAROVSK KRAJ 

<<On State Minimal Soc~al Provis~ons m Khabarovsk Kraj,, 
and 

<<On Temporary Specifications of M~nlmal Budget Provmons in Khabarovsk Kraj,) 

Abanluna I V , Kushtmna E V and Mrs Sudakova N I 

Legal bas~s  to develop regional leg~slatlon on the mlnlmal soclal standards 

The mmimal state social standards were introduced mto practice by the Federal law ((On 
General Principles of Setting Up Local Self-Management m Russian Federatiom 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 mimmal state social standards whose performance is guaranteed by the 
state In fact it was the first legislative mentiomng mimmal state social standards whch 
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 m i m u r n  level, third, their performance was guaranteed by the state It was 
established that the mimmal state standards were used as a basis to specify the rmmmal 
budget provisions Item 2 clause 37 assumes the development of laws in constitutmg 
entitles of the Russian Federation, whch set forth the mmmurn required expenltures 
m the local budgets accounting for specifications given in the m i m a l  budget 
provisions 
Developing above legislation on social standards and specifications on the mimmal 
budget provisions m Khabarovsk Kraj began in 1997 according to decree of President 
of the Russian Federation dated May 23, 1996 ((On Arranging for Imtlal Activity to 
Develop State Mimmal Social Standards to Reflect Fmancial 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 3 1, 1998, clause 7 stipulates that in the area of regulating budget relations {(it 
is required to Introduce in the Russian Federation the m m a l  state social standards, 
norms and specifications of financial expenditures per umt mucipa l  services provided 
by the state)) Also, clause 177, item 1 stipulates that it is 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 Mimmal State Social Standards)) is waiting to be enacted, 
it has not been even considered m 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 issued the Ordmance No 862 dated July 30, 1998 
((On the Concept of Reforming Interbudget Relations in the Russian Federation m 1999- 
2001)) It is put forward in h s  Ordmance that up to now there is no normative base 
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developed to substantiate budget expenditure requrements The Ordinance stipulates a 
stage by stage transition to normative evaluation of budget requrements of bodies of 
authonty and management of different levels appropnate to their scope of power and 
responsibility over 1998-2001 It was supposed, that the first stage (1998) should entail 
developed and submssion to enactment by the Government of the Russian Federation 
specifications to fund expenditures covenng communal services, pnmary and lugh 
school education, public health services, state management, allowances to families 
havlng chldren However, until now none of above specifications of expenditures has 
not been introduced into practice At the second stage (1999) according the Ordinance 
envisaged developing and enacting specifications for expenditures on fundmg public 
transport, law-enforcement bodies, mstitutions of culture, physical culture and sport At 
the thrd stage (starting wth 2000) it was supposed to evaluate expenditures of 
consolidated budgets of the constituting entities of the Russian Federation completely 
on the normative basis Also, the Ordinance underlmed, that the differentiation of 
specificabons from one region to another one would be made through wf ied  approach 
Such a technique has not been developed yet 
Thus, we can unambiguously draw a conclusion that at the federal level there is no legal 
basis to determine mmmal public social standards or normative base to calculate the 
mirumal budget provisions 
In view of missing the federal legislation and takmg into account the experience gained 
in other already m n g  the budgetmg process on the basis of laws, enacted m the 
regional level and on the basis of temporary state m~nlmal social standards and 
temporary specifications on the m m a l  budget provisions, m Khabarovsk Kraj the 
draft laws ((On the mmmal public social provisions Khabarovsk Kraj)) and (<On the 
temporary specifications on the m i m a l  budget provisions in Khabarovsk Kraj)) have 
been developed The administration bills were accepted in the first reading at session of 
Legislative Duma Khabarovsk Kraj on Apnl8m 1999 

What IS the purpose of mtroduclng the mmmal soc~al provlslons and speclficat~ons on the 
mmmal budget provlslons m Kraj 

The irutiative to develop the laws in Khabarovsk Kraj regarding the m m a l  social 
provisions and specifications on the mlnlmal budget provisions was made by regional 
Duma deputies Undoubtedly, the imtial motive was dnven by the idea of ((fair)) 
distribution of budget means among vmous budget-funded entitles 1 e , on the one 
hand, among specific mu~llcipal Kraj entities, and on another - among the social 
branches (departments) In opimon of attendees of the Duma session such specifications 
were necessary, first of all, to the deputies themselves the specifications on budget 
provisions expressed m per capita figures authonzed by the law would easily allow 
them to estimate the falr budget allocation wth 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 Admimstration of Khabarovsk Kra~ The committee 
on economy of Khabarovsk Kraj Adrnimstration was active in developing the issue 
Calculations of specific values of these specifications were carned out by Financial 
department of regional Admimstration Admimstration of Khabarovsk also assumes 
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enactment of these laws as urgent, expecting that they will allow to harrnomze 
interbudgetary relations between the City and Kraj The smilar position was expressed 
by officials of branch institutions the committee on culture and art of Khabarovsk Kraj 
admimstration, the Educatron management and Department of cultural - educational 
institutions and popular are Khabarovsk City of admmstration Heads of above 
departments expressed the standpoint that legislatively authonzed social specifications 
will allow to ground the clams to provide due budget means Therefore, practically 
everyone see the specifications as a way to protect the interests of budget-funded 
entitres 
The level of revenue of consolidated budget (1 e the budget compnsed of Khabarovsk 
Kraj budget, regional budgets and mucipal budget of Khabarovsk City) gradually 
decreases Simultaneously, but at lower rates per capita figures expenditures go down in 
respective budgets These trends are reflected in section ((Analysis of dynamics of 
budget provisions)) below Under these conditions protectmg mterests by each budget- 
fimded entity results first, in conflicts between them contradicting the common interest 
of Kraj survival and, second, inflates budget expenditures widemng the gap between 
revenues and expenditures in the budget Therefore, introduction of the concept of 
minimal social vublic vrovisions in Khabarovsk Krai deals not so much wth  protection 
of individual interests. but rather with the search of the comprormse on the basis of real 
minimizing expenditures 

Economic evaluation of draft laws developed in Khabarovsk Kraj 
W i t h  the fkarnework of providmg short-term techcal  assistance we carned out 
economc evaluation of admmstration bills developed in Khabarovsk Kraj Analysis of 
the adrmmstration bills with comments to each of them is given below for each draft 
law 

Draft law 
<<On Minimal Public Social Provisions in Khabarovsk Krajn 

A According to paragraph 1 of h s  admirustration bill its purpose is ((to provide for the 
mecha~llsm of implementing constitutional nghts of citizens )) It is assumed that the 
mmmal public social provisions set out in the Khabarovsk Kraj admmstration bill 
(hereinafter PMSP) as shown in the documents are rather bench marks then guarantees 
as adrmmstration bill does not specify the mechamm of their mplementation (who and 
m what manner ensures their fulfilling performance what is the liability degree) 
If PMSP should guarantee a mirumurn level of providmg population of Khabarovsk 
Kraj wth  social benefits and services, then the PMSP system m clause 1 of 
admimstration bill is not descnbed in complete manner, and the system-mtegratmg 
notion of the m i m a l  social specification is absent at all (whch is also applicable to the 
mechanism of min~rmzation of a social specification) Also, the text of the 
admmstration bill is laclng word ((public)) (or ((state provided))) concemng the 
mirumal social standards whch is available in the title of draft Law under exammation 
Therefore, we propose to edit, item 1 of clause 1 of clause 1 as follows 
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I The mznzmal publzc soczal speczficatzon shall be the mznzmum level of provzszons 
of soczal and communal-munzczpal servzces available to the populatzon as establzshed 
by the legzslatzon of Khabarovsk Kraj N 
It is proposed to outline item 2 of clause 1 as follows 
(c2 The system of mznzmalpublzc soczalprovzszons zn Khabarovsk Kraj shall include 
the mznzmal soczal provzszons zn domazn of education, publzc health servzces, culture, 
soczal servzce, physical culture and sports, soczal-muntczpal sewzces expressed zn 
parameters establzshed wzth breakdown znto the categorzes of users or calculated on 
per capzta, for one thousand or ten thousand residents zn kznd or for cash )) 
(Explanations to meamng terms ((in lund and for cash) are given below in section "G") 
Also throughout the text it IS necessary to add "public" or ((state provided)) m reference 
to the m m a l  social provisions 
Instead of words ((accounting for the National standards and regional components)) m 
item 3 of clause 1 we propose to put down ccaccordzng to the laws and normatzve acts 
of the Russzan Federation and Khabarovsk KrajN 
B We consider it necessary to add Into the adrnimtration bill provisions stipulating the 
order of changing PMSP 
We propose the followng edition 
dlause 2 Provzszons of establzshzng, applyzng and changzng PMSP at the terrztory of 
Khabarovsk Kraj 
I PMSP shall be establzshed by the Law of Khabarovsk Kraj and shall be valzd 
throughout the territory of Khabarovsk Kraj accordzng to Appenduc I ,  the mtntmal 
financzal speczficatzons shall be applzcable accordzng to Appenduc 2 
2 The bodtes of local self-management shall have the rzght to establzsh the local 
sonal speczficattons at the terrztory of munzczpal entztzes zn excess of PMSP set forth 
for Khabarovsk Kraj provzded they have thezr own financzal, materzal, technzcal and 
human resources to support them. 
3 In order to render thefinanctal support to mazntatn Khabarovsk Kraj PMSP the 
municipal enhtzes shall make use of the regzonal budget of Khabarovsk Kraj and 
regzonal fund offinancral support to the budgets of munzczpal entztzes 
4 PMSP of Khabarovsk Kraj shall form the baszs for budget control and shall apply 
- At the stage of formatzon of speczficatzons of the mznzmal budget provzszons and 
requzred expendttures zn the regzonal and local budgets of Khabarovsk Kraj for 
respectzve years, 
- Further per the text of thzs ztem 
5 PMSP of Khabarovsk Kraj shall be revzsed at least once every 4 years, rf the 
opposzte zs not stzpulated zn the legzslation of the Russzan Federation 
6 Amendzng PMSP system of Khabarovsk Kraj shall be carried out through 
modzficatzon and addzttons m thzs Law 
C Accordmg to the a m s t r a t i o n  bill's Appendix 1 ((List of Mimmal Social 
Provisions)) is 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 in the list and majonty of quantitative are denved 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, in spite of 
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the fact that t h s  is one of few documents, accepted at the federal level addressing the 
issue of specifications in 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 mmmal social guarantees 
and specifications on the m m a l  budget provisions is hghly questionable Fmt, a 
number of sections in h s  document, as it follows fiom the text, account for provisions 
by establishments, institutions, etc having any ownerslup form, i e account for the 
whole network of institutions rather than only for the ((budget-funded" ones 
Accounting only for the budget-fimded network surfaces only m Appendix 1 to the Law 
of Khabarovsk Kraj on the m m a l  social provisions on physical culture and sport, 
specifying the quantitative parameters and p i m g  them down to ((specific 
departments)) Second, the document ((Social Specifications and Norms~ was developed 
with the purpose to set up terntonal availability and opporhmty of usmg the social 
idrastructure, establishg the optimum level of guarantees, rather than the minimum 
ensured social level Moreover, t h s  document was endorsed m 1996, when expectations 
of speedy recovery of national economy there not disillusioned yet The latter was 
reflected in the Decree of the President the Russian Federation of 1996 ((On Arrangmg 
for State M m a l  Social Standards D, contsumng recommendations to executive 
authonties of the entities constituting the Russian Federation and bodies of local self- 
management to develop draft budgets for 1997 and following years wth  increasing 
expenditures in social sphere 
Using extra-cmculum education of Appendix 1 to the draft law as an example we can 
show that it is not the minlrnal standard level that the law is refermg to Above 
specification establishes the 30 % scope of hgh school pupils to be given extra- 
cumculum education benefits At the same time the federal level document that we have 
mentioned earlier specifies the number of extra-cmculum pupils at the level 12 % (for 
chldren 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 hgh if we account for aggravated budget 
deficit and inadequate budget resources to maintain even of conventional educational 
establishments Under these conditions it w11 be necessary to reconsider approach to 
extra-cmculum education, having transferred its financing to a greater degree on 
parents It is the more reasonable since the Russian Federation law ((On Education>, the 
extra-cmculum educabon is not included into the types of education to be guaranteed 
be the state as avadable and fkee of charge Therefore, it is obviously necessary to 
reconsider the quantitative parameters of social specifications on the basis of attsumng 
the rmmmum guaranteed level 
D Appendix 2 ((The List of the Mimmal Fmancial Specifications)) is actually csaggingn 
in the adrnimstration bill, as throughout the text there is neither reference on it nor its 
financial specifications 
Accountmg for the fact that financial specifications should be referred to as a tool of 
transibon from the mmmal social specifications to specifications on the mimmal budget 
provisions, we consider it purposeful to mtroduce the followng changes into the 
admimstration bill 
1 To add, item 1 of clause 1 words cczn kznd and for cash)) after words {(ten thousand 
residents)) 
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2 , item 1 of clause 2 should be worded as follows 
((Mrnrmal sonal provzszons shall be appbed throughout the terrztory of Khabarovsk 
Kraj accordzng to Appenduc 1, mznzmal financzal speczficatrons - accordzng to 
Append= 2 N 
E The mmmal financial specifications given m Appendix 2 contradict the principle of 
uniform development of specifications and, item 1 of clause 1 of the admustration bill 
The mimmal financial specifications on public health services, physical culture and 
sport, basic lunds of culture and art are expressed in per capita figures, i e as calculated 
for a smgle potential consumer of the servlce At the same tune the mmmal financial 
specifications on common education and welfare are tailored to account for a real 
consumer of a service For example, for preschools the specification of expenditures per 
chld m is given Such a specification does not set forth the parameter of budget 
expenditures on preschool institutions per resident or for all chldren of preschool age, 
1 e it does not reflect availability of budget preschool institutions to population, it only 
indicates what average budget means can be spent per child, given the chld is accepted 
into a ((budget-funded)) institution Such an approach is counterproductive whle 
addressing the task of defimng the minlmal budget provisions to be set forth by regional 
and local budgets It also contradcts, item 1 of clause 1 of admmstration bill, where the 
social specification is determined as a specific parameter for categories of users or as a 
per capita figure A category of users of preschool institutions should compnse all 
chldren of preschool age 
We feel zt expedzent to proceed wzth settzng all finannal parameters zn the 
admrnrstratzon brll as expressed rn per capzta values rn order to ensure transztron to 
speczfcatzons on the mznzmal budget provrszons, retaznzng ungorm approach to 
calculatzon of all parameters 

Draft law "On Temporary Speclficahons on M~nlmal Budget Provlslons 1n Khabarovsk 
Kraj' 

A Clause 2 of the adrnimstration bill does not formulate the basic concepts used in the 
text n complete manner The concept of the specification of the minimal budget 
provisions mentioned in title of the law is not introduced We propose to add in clause 2 
of the draft law the fol lowg phrase 
((- speczficatzon of the mznzmal budget provrsrons shall rmply the finannal parameter, 
establrshed by the law reflectrng the mrnrmum budget provzszons requzred per 
rnhabztant expressed zn current expendrtures w 
Also, no explanation is given why the specifications on the mimmal budget provisions 
are accepted as temporary 
B We suggest add to the system of temporary specifications on the mmmal budget 
provisions (heremafter TSMBP) the specification of the rnlnlmal budget provisions for 
mu~llcipal educabon in Khabarovsk City on behalf of Kraj (m clause 3) The 
appropnate specification should be calculated 
C We consider it necessary to expand and compllrnent clause 4 The changes proposed 
will allow to give more accurate defimtion to specifications on the mimmal budget 
provisions malung their use in adml~llstrative practice more efficient 
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The text of clause 4 proposed is given below 
((1 TSMBP of Khabarovsk Kraj shall be appbed by Kraj executzve authorztzes 
durzng drafhng the draft law on the regzonal budget and calculatzon of the mznzmal 
budgets of the entztzes to consobdated budget (munzczpal enhtzes) for respectzve f ical 
year TSMBP cannot be used set out the volumes offinanczng speczfic budget-funded 
znstztutzons 
2 TSMBP establzshed by thzs law shall be used to schedule current expendztures of 
exzstzng network of budget-funded znstztutzons and zts change (phaszng out or openzng 
new establzshments) zn respectzve year accountzng for thezr profile, 
3 Drawzng up the drafls and enforcement of budgets of all levels shall be carrzed out 
wzth account for the przncple of przmary fundzng TSMBP m Khabarovsk Kraj 
I f  case fundzng TSMBP zn Khabarovsk Kraj zs not provzded zn complete volume, 
draft budget cannot contazn expendztures (budget enforcement cannot fund 
expendztures) dealzng wzth achzevzng above speczficatzons In thzs case accountzng for 
securzty of axpendztures zn branches for whzch TSMBP are not establzshed zn 
Khabarovsk Kraj, as well as fundzng regzonal and munzczpal programs)shall be 
carrzed out from the balance means left after deductzon of scheduled expendztures, 
speczfied zn TSMBP of Khabarovsk Kraj 
4 Dependzng on the revenue of consolzdated budget zn Khabarovsk Kraj, scheduled 
for the next fiscal year, rectflyzng factors confirmed by the law on the budget of 
Khabarovsk Kraj for approprzate year shall apply to TSMBP 
5 To account for the mznzmum requzred expendztures of the consolzdated budget of 
Khabarovsk Kraj and budgets of munzczpal entztzes TSMBP shall be zndexed 
applytng forecasted znflatzon rate and normatzve and legal acts wued zn the Russzan 
Federatzon and Khabarovsk Kraj)) 
D It is assumed to be expedient to introduce additional clause 5 on responsibility of 
authonties on observing TSMBP as follows 
ctClause 5 The responszbzlzty of state authorztzes and local self-management bodzes 
for obsewzng TSMBP Khabarovsk Kraj 
The state authorztzes m Khabarovsk Kraj and local self-management bodzes wzthzn 
the scope of thezr power, as well as admznzstratzons of organzzatzons provzdzng 
common free-of-charge servzces to communzty, wzthzn the lzmzts of thew authorzty 
shall bear responszbzlzty for complyzng TSMBP of Khabarovsk Kraj accordzng to 
effectzve Iegzslatzon w 
Clause 5 of the drafted administration bill becomes thereby clause 6 
E Comment on appendices No s 1 and 2 of exarmned admimstration bill 
1 Titles of both appendices do not contam term ((temporary" It is required to bnng into 
consistency the title of the appendices and the text of the law (clause 2) 
2 AccorQng to the text of the explanatory note, as well as on the basis of our analysis, 
the techque  to calculate specifications is based on the data on enforcement of regional 
and consolidated budgets in Khabarovsk Kraj in 1997 As a result the account for 
expenQtures made for h s  year's budget contam as current expenditures to fund 
institutions of budget sphere and expenditures on 
target programs, plus some expenditures on overhaulmg and purchase of equipment 
Thus, for example, to draft regional budget TSMBP of Khabarovsk Kraj contain 
specificatron on funding the program ((Development and preservation of culture and art 
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in Khabarovsk Kraj over 1998 - 2000)) Expressed in per capita per year in Kraj and 
program ((On Welfare Programs in Kraj)) per beneficiary To draft the budgets of 
mumcipal entitles Khabarovsk Kraj TSMBP also imply h d m g  the Program welfare 
during one year per person 
Such an approach is not correct since not all budget expenditures can be defined on 
normalized basis, different approach is used to evaluate expenditures on target 
programs Besides, not all above expenditures form the m~nimal budget provisions 
Thus, it is necessary to reconsider the parameters given in appendxes both as a list and 
fiom the standpoint of nurnencal values under the angle of their bemg relevant to 
forrmng the minlmal budget provisions 
3 The constitution of the Russian Federation, Russian legislation, regional regulatory- 
legal acts guarantee the nghts of the citizen to obtain services in social and social- 
mmcipal domams Witlun the framework of legislation developed the availability of 
these services to population is 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 pad basis For example, clause 5 of the Law of the 
Russian Federation ((On Educatiom guarantees nghts of citizens m education area The 
extra-cwculum education is not included in h s  clause, i e the state does not 
guarantee its common availability for fi-ee At the same item 9 of clause 40 st~pulates 
that ((the state shall create required conditions to develop a network of establishments of 
extra-cmculum education for chldren providing matenal support to these given 
establishments, funding inclusive)) Ths  implies, that extra-cumculum education can be 
mamtaned, for example, through orgamzational measures, by means of indirect 
fundmg, direct financing can be arranged only under conditions of availability of 
addihonal means m appropnate budgets Therefore, including minimal budget 
provisions of expenditures to mamtain extra-cumculum educational mstitutions mto 
specificabons, especially at such volume of funding under current c~rcurnstances, 
appears to be unreasonable The same conclusion can be made wth regard to youth 
policy, support of f a n n g ,  etc 
Thus, all expenditure-mtensive items should be analyzed once agam from the standpoint 
of their obligatory budget funding and, consequently, from the standpoint of their 
inclus~on into TSMBP 
4 In TSMBP of Khabarovsk Kraj to be used to develop budgets of municipal entities 
the spread in expenditure specifications reflecting maintenance of current municipal 
mass media sources (expressed as per year per city (or Oblast) dweller) is highly 
mconsistent Thus, the specification of expenditures on mass media m Tugur-Chumikan 
region is 217 times as hgh as that of the City of Komsomolsk, the specification of 
expenditures for Ayan-Maj region is supenor to that of Komsomolsk by a factor of 160 
Even if such expenditures were incurred in 1997, it does not mean, that the same 
proportions should be incorporated in specifications of the m m a l  budget provisions to 
be enacted as law 
The item under title ((Extra-cmculum educat~on institutions)> is another source of 
concern, since institutions of t h s  type are not broken down as advised by classification 
provided in the Law the Russian Federation ((On Educat~om Most likely, they underlay 
establishments of extra-cunculum education In t h s  case they it is expedient for merge 
them with musical schools The specifications of expenditures on the current 
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mamtenance of extra-cumculum establishments is rather hgh, they are comparable with 
expenditures set forth for boarding schools and chldren's houses and notably exceed 
expenditure specifications on current mamtenance of musical schools At the final 
streamlimng stage the law the text of item ((Extra-cumculum education institutions)) 
should be reworked 
5 Almost double difference between expenditure specifications to maintain a single 
accountant on a year in centralized book accounting department mentioned in, item 1 7 
and item 2 5 looks unsubstanbated 
m TSMBP of Khabarovsk Kraj used to develop regional budget In, item 1 7 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 if h s  corresponds actual 
&dmg in 1997, whch had been taken as a basis to denve specifications, r&mmg 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 is deterrmned per book-reader per year 
Such an approach to account for th~s  specification is unacceptable, as the number of 
readers is an ill-controlled parameter, and developing funding on the basis of such a 
stimulating parameter can result in unreasonable mcrease in expenditures to maintam 
libraries On the other hand, the requirements to fund librmes are dictated not only by 
the number of readers, but by a necessity to preserve cultural hentage of Kraj through 
funding it at the mmmum provisions level even for low number of readers Instead, to 
calculate the specification on library expenditures another parameter should be used it 
is per capita expenditure In the same manner the specification of expenditures to 
mantam show business institubons should be expressed in per spectator form Refemng 
to th s  parameter seems unreasonable, as the specification of budget funding such 
establishments should ensure their survival under cnsis conditions, whch is hardly a 
function of the audience number Expenditure specifications to maintam 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 fundlng provided by the regional budget 
to target program ((Development and preservation of culture and art m Khabarovsk Kraj 
over 1998-2000)), or expenditures on mantenance 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 in 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)) item 8 ((culture institutions)) stipulates reduction of budget 
subsidies to the State Company ((Video Rental)) by 50 % in 1998 with their complete 
phasing out m 1999 From the explanatory attached to the adrmmstration bill it does not 
follow that developed TSMBP account for decision taken Therefore, inclusion of, item 
1 4 (specification of expenditures on cmema - video services per spectator per year) 
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into the Khabarovsk Kraj TSMBP specifications to develop regional budget in the area 
of culture and art, looks doubtful 

Therefore, at the stage offinal edztzng the draft law ((On Temporary Speczficatzons on 
Mznzmal Budget Provzszons zn Khabarovsk Kraj)~ zt zs worth dzscusszng the technzque 
of calculatzon of TSMBP together wzth munzczpal entztzes, makzng relevant 
aaustment of parameters applyzng the coordznated approach, preparzng a detazled 
explanatory note and only after that gozng ahead wzth submzttzng the law for the 
second readzng zn Legzslatzve Duma of Khabarovsk Kraj 

New edltlon o f  draft laws o f  Khabarovsk Kraj 

Experts I Abanluna and E Kushtanma analyzed draft laws of Khabarovsk Kraj (ton 
Mimmal Public Social Provisions in Khabarovsk Kraj)) and ((On Temporary 
Specifications on M m a l  Budget Provisions in Khabarovsk Kraj)) and proposed new 
ed~tion of the texts of these admirustration bills The changes and addtions mtroduced 
are hghlighted m draft laws below as bold italics 

Draft law "On M n m a l  Pubhc Soclal Provlslons m Khabarovsk Kraj" 

The present Law provides for legal basis to set out and apply the mimmal public social 
provisions in Khabarovsk Kraj The purpose of the present law is to arrange for the 
mechmsm of implementation of constitutional nghts of citizens in Khabarovsk Kraj to 
obtain common, including fiee-of-charge social services rendered by state and mucipal  
orgamzations of social sphere as well as social-mmcipal services 

Clause 1 System of the mmlmalpublzc soclal provlslons in Khabarovsk Kraj 
1 The mznzmal soczalpublzc speczficatzon shall zmply the mznzmum level of soczal and 
soczal-munzczpal sewzces to be provzded to communzty as establrshed zn legrslatzon of 
Khabarovsk Kraj 
2 The system of mimmal publzc social provisions m Khabarovsk Kraj shall include the 
mirumal publzc social provisions in the area of education, public health services, 
culture, social service, physical culture and sport, social-municipal servzces expressed 
zn establzshed parameters for categorzes of users or calculated per capzta, for one 
thousand or ten thousand reszdents zn kznd or for cash 
3 The mmmal pubbc 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 comrnuty of Kraj by soc~al 
servlces accordzng to the laws and normatzve acts of the Russzan Federatzon and 
Khabarovsk Kraj 
Clause 2 The order of establrshzng, applyzng and changzng mznzmalpublzc soczal 

provrszons m Khabarovsk Kraj 
I The mznzmal publzc soczal provzszons shall be establrshed by the Law of 
Khabarovsk Kraj and the mznzmalfinanczal speczficatzons - accordzng to Appendzx 2 
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They shall be applzed throughout the terrztory of Khabarovsk Kraj accordzng to 
Appendrx 1 
2 The bodzes of local self-management shall have the rzght to establzsh at the 
terrztory of munzcpal entztzes the local soczal speczficatzons exceedzng the mznzmal 
publzc soczalprovzslons m Khabarovsk Kraj If the local entztzes have thezr own 
financzal, materzal, technzcal and human resources to support them. 
3 Regzonal budget of Khabarovsk Kraj and regzonal fund offinanczal support of 
budgets of munrczpal entltres shall be used to renderfinanera1 support in ensurrng the 
mmrmalpubhc soczalprovzszons m Khabarovsk Kraj zn munzclpal entrtzes 
4 The mznzmalpublzc socralprovlszons in Khabarovsk Kraj shallprovzde a basu for 
budget regulatzon and shall apply 
- to developing specifications on the milllmal budget provlsrons and necessary 
expendztures m regional and local budgets of Khabarovsk Kraj for a respective year, 
- to interbudgetary relations during defimtion of the size of regional fund of financial 
supporting budgets of mmcipal entities, 
- at defimtron of volumes of funding target social programs, 
- for estmation of annual level of provisions to social institutions and social service 
providers interactmg with Kraj population 
5 The mznzmal publzc soczal provzszons zn Khabarovsk Kraj shall be reexamzned at 
least once every lyears, unless the opposzte ts stzpulated m legzslatzon of the Russzan 
Federatzon 
6 Changing the system of the mznzmalpublzc soczalprovzszons m Khabarovsk Kraj 
shall be camed out through modifying and amending th~s  Law 

Clause 3 Control of complying wth the mimmal publzc social provisions at the terntory 
of Khabarovsk Kraj 

Control of complying and observing the milllmalpublzc social provisions shall be c m e d  
out in the form of the deputy, administrative and public control on the basrs of openness 
principle 

Clause 4 Commg mto force of the law 
The present law shall become valid on the date of its official publication 

Draft law "On Temporary Speclficat~ons of Mmmal Budget Prov~s~ons of 
Khabarovsk Kraj" 

Clause 1 General 

The Law shall set out the temporary specifications of the minimal budget provisions m 
Khabarovsk Kraj wth  the purpose of mplementing constitutional nghts of citizens to 
obtain a guaranteed set of common free-of-charge welfare, socral-murucipal and other 
types of services to be b d e d  at expense of regional and local budgets 
Mamtaining specifications on the mmmal budget provisions shall have pnonty dumg 
draftmg and enforcement of regional and local budgets 

Booz Allen & Hamilton 
Khabarovsk Technical Ass~stance Report 

30 



USAID/Moscow Regional Public Fmance Investment Project 
Final Report 

Clause 2 The basic concepts 

At present the followng concepts are used in the Law 
- System of specifications - it is a list of financial specifications established by the Law, 
ensmng mmmum required expenditures m budgets to render common free-of-charge 
services in social sphere and mlmmum requlred level of social-mumcipal and other 
services provided to population of Kra~ , 
- Financial specification - it is a parameter of the m i m a l  expenditures to render 
common fiee-of-charge social-culture, mumcipal-communal and other types of services 
to be compensated for cash, 
- Speczficatzon of the mlnzmal budget provzszons - zt zsfinanczalparameter, 
establzshed by the law rejlecttlng current mznzmum requzred budget expendztures per 
znhabztant 

Clause 3 System of temporary specifications of mmlmum budget provlslons m 
Khabarovsk Kraj 

To ratify the system of temporary specifications of mmmum budget provisions to 
d e t e m e  the mimmum reqcured expenditures of regional budget and budgets of 
mumcipal entities, involving 
-temporary specifications of minimum budget provisions in Khabarovsk Kraj to draft 
regional budget (appendix No l), 
- temporary specifications of mimmum budget provisions in Khabarovsk Kraj to draft 
the budgets of municipal entities (appendix No 2), 
- temporary speczficatzons of mlnzmum budget provuzons zn Khabarovsk Kraj for 
munzczpal educatzon of Ctty of Khabarovsk on behalf of functzons of the regzonal 
center (appendrx No 3) 

Clause 4 Appl~cat~on of temporary spec~ficat~ons of mlnlmum budget provlslons to 
draft the budgets ~n Khabarovsk Kraj 
1 Temporary speczficatzons of mznzmum budget provzszons m Khabarovsk Kraj shall 
be applzed by Kraj executive authorztzes to generate the draft law on the regzonal 
budget and account for the mznlmal budgets of the entztzes of consobdated budget 
(munzclpal entztzes) to be enforced zn approprzate fiscal year Temporary 
speczficatlons of mznzmum budget provzszons cannot be used to evaluate volumes of 
fundzng speczfic budget-funded znstztutzons 
2 On the b m  of temporary speczficatzons on the mznzmal budgetprovzszons, 
establzshed by tha law accountzng for actually exutzng network of budget-funded 
znstitutzons and zts change ehaszng out and openzng new znstztutzons) m relevant 
year, plannzng the current expendztures shall be carrzed out for speczfic domazns 
3 Drawzng up projects and enforczng budgets of all levels shall be carrzed out based 
on the prznczple of przorzty fundlng temporary speczficatzons of mrnlmum budget 
provzslons zn Khabarovsk Kraj 
Iffinanczng temporary speczficatzons of the mznzmum budget provzszons zn 
Khabarovsk Kraj zs notprovlded zn complete volume, expendztures zn draft budget 
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not dealzng wzth achzevzng above speczfcahons cannot be funded (there should be no 
expendltures under inadequate enforcement) In so dozng the guaranteed 
expendztures for domazns lackzng establzshed temporary speczfcatzons of mznzmum 
budget provzszons zn Khabarovsk Kraj as well as fundzng regzonal and munzczpal 
programs shall be made accountzng for the balance of funds left after deductzon of 
current planned expendltures 1n complzance wzth temporary spectficatzons of 
mznzmum budget provis~ons zn Khabarovsk Kraj 
4 Dependzng on revenue of the consobdated budget of Khabarovsk Kraj, planned for 
the nextfiscalyear, rectzjjzng factors enacted by the law on the budget of Khabarovsk 
Kraj for the appropriate year shall apply to temporary speczfcatlons of mznzmum 
budget provzszons 
5 To account for the mznzmum requtred expendztures of consolzdated budget of 
Khabarovsk Kraj and budgets of munzczpal entztles the temporary speczfcatzons of 
the mznzmum budget provzszons shall be escalated accordmg to forecasted rates of 
znflatzon and normatzve and legal acts of the Russzan Federatzon and Khabarovsk 
Kraj 

Clause 5 Responszbzlzty of state and local self-management authorztzes for observzng 
temporary speczfcatzons of mznzmum budget provzszons zn Khabarovsk Kraj 
The state authorztzes of Khabarovsk Kraj and local self-management authorztzes 
wzthzn the scope of thezr responszbzlztzes, as well as admznzstratzon of organzzatzons 
gzvzng common free-of-charge semces to the populatzon, wzthzn thezr competence 
level shall bear responszbzlzty for observing the temporary spectficatzons of the 
mznzmum budget provzszons zn Khabarovsk Kraj accordzng to effectzve legcslatzon 

Clause 6 Comlng mto force of the Kraj law 

The Kraj law shall come Into force on the date of its of%icial publication 
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Attachment 6 

LEGAL EVALUATION 
of the Draft Law of Khabarovsk Kraj <<On Minimal Public Social Provmons m 

Khabarovsk Krajbb and draft Law of Khabarovsk Kraj <<On Temporary Specificabons of 
Mmimum Budget Provwions m Khabarovsk Krajn 

0 A Zadorov 

The purpose of this Evaluation is to examine the drafts of above Laws of Khabarovsk 
Kraj on their conformity w t h  effective Russian legislation During h s  studies, the following 
questions were invesbgated in particular 

1) what is the scope of authority of representative authority bodies of federation 
constituting entities (m particular, Legislative Duma of Khabarovsk Kraj ), s t e m n g  from 
provisions of effective Russian legislation, m the area of regulation of above legal relations, 

2) do provisions of draft Laws comply wth  norms of effective federal legislation, m 
particular, w t h  Consbtution of the Russian Federation dated December 12, 1993 (hereinafter 
<<Constitubon the Russian Federation))), to the law of the Russian Federation No 154-FZ dated 
August 28, 1995 <<On general pnnciples of local self-management in Russian Federatiom 
(further ((Law No 154-FZD), to the law of the Russian Federation No 4807-FZ dated Apnl 15, 
1993 ((On basic budget nghts on forming and using extra-budget funds >) (further ((Law of the 
Russian Federation No 4807-FZD), 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 mrumal social standards to determine financial 
specificabons 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 Federatiom), reference on whch should be assumed to be arbitrary, as it comes into 
legal force only on enactment of appropriate Federal Law, other normative legal acts 

In addition to that the text of the proposed admimstration bills was analyzed from the 
standpoint of legal accuracy of defimtions used Some recommendations have been made to 
account for experience of applying slmilar normative acts in other regions of the Russian 
Federation and matenals of judicial practice relevant to above category of legal infringements 

Pnor to b e g m n g  examination of informative part of draft laws of Khabarovsk Kraj 
((On Mimmal Public Social Provisions in Khabarovsk Kraj>> and ((On Temporary Specifications 
of Mimmum Budget Provisions in Khabarovsk Kraj)), it is necessary to determme the volume 
and limits of power assigned wrth state authonties of federation constituting entities in the area 
of control of above lund of legal relations Clarifying and rectifying position on t h ~ s  issue is most 
important, as, first of all, the feedback w11 determine the volume and contents of 
recommendations to be proposed and, second, it w11 allow to prevent negative consequences 
connected w t h  development of t h ~ s  issue at the stage of enacting the appropriate normative acts 
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Above idea can be illustrated with a lengthy and complicated judicial hemng in 
Sverdlovsk regional court on declaring Oblast laws No 56 dated December 18, 1996 ((On 
Specifications of Mimmurn Budget Provisions of Sverdlovsk Oblast)) m edition dated August 21, 
1997 and No 57-02 ({On 1997 Regional Budget)) null and void The heanng was mtiated by 
representatives of Ekatennburg city The dispute deals with application of reducing factor to 
expenditures of the budgets of mu~llcipal entities of Sverdlovsk Oblast on the basis of exceeding 
authority and competence by Regional Legislative Assembly (Duma) of Sverdlovsk Oblast in the 
area of control of above legal relations After four judicial hearings w t h n  more than one year 
(including the hgh  legal supervision comttee) ,  requirements of plamtiff were satisfied, and 
above nonnative acts were recogmzed null and void retroactively from the moment of their 
enactment 

In order to illustrate the analysis and for convemence of further use we quote excerpts 
from the basic federal normative legal acts (including those refemg on the Supreme Court of 
the Russian Federation and Sverdlovsk regional court, substantiating the award made on above 
hemng) These referrals w11 allow as to determine the level of authority of state bodes of the 
Russian Federation and entihes constituting the Russian Federation in what deals mth control of 
analyzed administration bills, namely wth issues of establishmg the mlnlrnal public social 
provisions and specifymg mmmal budget provisions 

Clause 71 of the Constitution the Russlan Federation is applicable to the followmg 
issues in the Russian Federation relevant to the subject of th s  research 

- establzshzng the baszs of federal pobcy and federal programs m the area of state, 
economzc, ecolo~zcal, soczal, cultural and natzonal development the Russzan Federatzon (ztem 
( f3 ,  

- establzshzng legal baszs of un$orm market, financzal, currency, credzt, customs 
regulatzon, zssuzng money, provzdzng the basls of przce polzcy, federal economzc servzces, 
zncludzng federal bank (ztem ccg~), 

- federal budget, federal taxes and dutzes, federal h n d s  of regzonal development (ztem 
cch ') 

Clause 72 of the Const~tution of the Russian Federation establishes that the followng 
issues are bemg jointly supervised by the Russian Federahon and the Russian Federation entities 

- protectzon o f  human rights, protectzon of the rzghts of natzonal mmorztzes, law 
enforcement, observzng the establzshed border regzme (ztem ctb'l), 

- use of mzneral resources, protectzon o f  envzronment and ecologzcal safety, natural 
terrztorzes havzng speczal protectzon status, protectzon o f  hzstorzcal and culture monuments fztem 
cc e '7 . 

general zssues o f  educatzon, traznzng, sczence, culture, physzcal culture and sport fztem 

- coordznatlon o f  zssues o f  ~rovzdzng publzc health servzces, protectzon o f  famzly, 
parenthood and chzldhood, soczal protectzon, mcludzng weZfare fztem W M ) ,  

- establzshzng general prznczwles o f  taxatzon and collectzng dutzes zn the Russzan 
Federatzon (ztem (ti") 
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Above excerpts indicate that practically all aspects of t h s  study are relevant either to 
jmsdiction of the Russian Federation, or are jointly supervised by the Russian Federation and 
Russian Federation entities On the other hand, it is absolutely clear, that this conclusion does not 
provide an answer to the question initially put forward Therefore, before we proceed wth  
analysis of other federal normative acts, it is necessary to make the reference on part 5 of 
Clause 76 of the Constrtutron of the Russlan Federatlon, namely ((Laws and other normatzve 
legal acts of the entztzes constztutzng the Russzan Federatzon cannot contradzct the federal 
constltutzonal laws and federal laws accepted on the zssues under jurzsdzctzon of the Russzan 
Federatzon and zssues jozntly controlled by the Russzan Federatzon and the entztzes constztutzng 
the Russlan Federatzon)) 

Law of the Russlan Federatlon No 4807-FZ contams the followmg provisions 
Clause 1, item 1 subitem 3 crMznzma1 soczal andJinancza1 norms and speczJicatzons shall 

be specrJed accordzngly zn hnd or for cash for unform or cumulatzve spectfic parameters of 
mznzmum requzredprovzslons wzth breakdown Into major soczal - communal, soczal- cultural and 
other types of servzces)) 

Clause 7, Item 1, ((The expendzture part of the mznzmal budget shall be estzmated 
applyzng unform or cumulatzve mznzmal soczal and Jinanczal norms and speczJicatzons 
establzshed accordzngly by the Suureme Bodv o f  the Russzan Federatzon (presently, State Duma), 
other hznher - reuresentatzve authorztv bodv on the baszs of efectzve legzslatzve acts wzthzn the 
lzmzts of zts Jinanczal potentzal Development of the mznzmal soczal and Jinanczal norms and 
speclJicatzons to be enacted by the Supreme Body the Russzan Federation, shall be made by 
Councrl o f  Mznzsters o f  the Russzan Federatzon (vresentlv, bv the Government of the Russian 
Federation) 

Clause 17, ~tem 1, paragraph 5 ccExecutzve authorztatzve bodzes durzng drawzng draJt 
budgets, speczjjzng budgets durzng thezr enforcement, the re~resentatzve authorztatzve bodzes 
durzng conszderatzon of the draJt budgets, enactment of the budgets and thezr speczJicatzon 
durzng enforcement wzthzn the lzmzts of the competence shall have respectzve rzghts 

to zncrease wzthzn the lzmzts o f  avazlable means norms o f  exuendztures to provzde soczal- 
communal sewzces, mazntazn educatzonal establzshments, establzshments of publzc health 
servzces and weyare, sczence and culture, physzcal culture and sport, polrce preczncts, publzc 
safety bodzes, envzronmental protectzon commzttees and on other purposes)) 

Clause 19, Item 1 ctCouncz1 of Mznzsters of the Russzan Federatzon (the Government of 
the Russzan Federatzon) shall arrange for actzvzty on ~nformzng representatzve and executzve 
bodzes of authorzty of the entztzes constztutzng the Russzan Federatzon of the znstructzve letter on 
features of drawzng up evaluatzon of the drafr budgets for the next jkal  year, zncludzng centrally 
- establzshed soczal andjnanczal norms and spectficatzons (mmzmal ones) or thew changes no 
later than seven monthsprzor to the begznnzng Jiscal year)) 

Law of the Russlan Federatron No 154-FZ 
Clause 4 establishes, that authorzty o f  state authorztzes o f  the Russzan Federatzon zn the 

area of local self-management znvolves 
- establzshzng the state mznzmal soclal standards (ztem 6), 
- control of relatzons between the federal budget and local budgets (ztem 7), 
Clause 5 classifies the followmg issues in the area of local self-management as 

belonging to the scope of state authorities of the subiects of the Russian Federation 
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- provzdzng balanced mznzmal local budgets on the baszs o f  sueczficatzons o f  mznzmum 
budget provzszons (Item 3, 

- provzdzng the state mznzmal socral standards (item 1 O), 
Clause 37, part 2, defines that the ~~mmzmum required expendztures of the local budgets 

shall be set forth by the laws of the subjects of the Russzan Federatzon on the baszs of the 
spec@cahons on the mznzmal budget provzszons~~ 

Law of the Russian Federation No 126-FZ 
Part 4 of Clause 5 stipulates that {formatzon of the local budget shall be carrzed 

through auplvzng unzform methodolonv, reference to the state mznzmal soczal standards, soczal 
m o r t h  by bodzes o f  state authorztvw 

Part 5 of Clause 5 reads ((state authorztzes o f  the entztzes constztutzng the Russzan 
Federatzon m the course of enforczng budget regulatzon and the bodzes of local self- 
management durzng drapzng the local budgets shall be mzded by the state mznzmal soczal 
standards, soczal norms, and sueczficatzons on the mznzmal budget provzszons)) 

Decree of the President the Russlan Federatlon No 769 
Subltem 3 in Item 1 stipulates ((przor to enactment of the state mznzmal soczal standards 

to recommend bodzes of the executzve authorzty of the entztres constztutzng the Russzan 
Federatzon and the bodzes of local seEf-management to apply the soczal sueczficatzons and norms 
s~eczfied bv Government o f  the Russzan Federatzon durzng development of the approprzate drafi 
budgets)) 

Budget Code of the Russian Federatlon (detals of commg into force are given above) 
Clause 7, ~tem 1 ((zn the area of control of budget legal relatzons the Russzan 

Federahon shall be authorzzed to 
- establzsh the mznzmal state soczal standards, norms and speczficatzons o f  -financzal 

expendztures uer unzt state or munzczpal sewzces urovzded)) (Paragraph 16) 
Clause 132 contams the followmg provision with regard to the pnnciple of equity of 

budgets for the entities constituting the Russian Federation in mutual relations wth  the federal 
budget 

oSpeclficatzons ofJinancza1 expendztures on grantzng state servzces and spec@catzons of 
mznzmum budget provzszons formzng a baszs to calculate Jinanczal asszstance to the entztzes 
constztutzng the Russzan FederatzonJi.om the federal budget, shall be determzned on the baszs of 
unrform technzque accountzng for soczal - economzc, geographzcal, clzmatzc and other features of 
the entztzes constztutzng the Russzan Federatzon They shall be coordznated wzth the entztzes 
constztutzng the Russran Federatzon durzng enactment of the law on budget for the next fiscal 
year N 

Above matenal unambiguously mQcates that development, enactmg and amendmg 
the state mlnlmal soclal standards, soclal norms, fmanclal speclficabons to form the 
budgets and speclficahons on the mlnlmum budget provwons IS carned out through 
applymg a unlform methodology and IS a prerogative of federal bodles of state author~ty 
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The state authorities of entities constituting federation use the above-stated parameters 
during implementing budget regulation, bnnging in due order for consideration to a hgher-level 
state authority propositions on changing above parameters Also, the lower level entities have the 
right, provided there financial opportunities available, to increase the specifications of financial 
expenltures to cover servlces provided by the state 

Based on these conclusions the examined draft Laws of Khabarovsk Kraj ((On Mimmal 
Public Social Provisions in Khabarovsk Kraj}) and ((On Temporary Specifications of M i m u m  
Budget Provisions in Khabarovsk Kraj}) 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 m i m a l  social provisions and their quantitative parameters 
mentioned in the admirustration 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 

Accountmg for above the followmg recommendatlons are made 

1 To file a request with the Government of the Russian Federation on grantmg 
information necessary to develop the budget of Khabarovsk Kraj and calculate the m m a l  local 
budgets of mumcipal entities m Khabarovsk Kraj includmg rectified social specifications and 
norms, the mirumal financial specifications of expenditures on rendemg state services, the 
specifications on the minimal budget provisions, as well as methodical recommendations on their 
application 

2 In case there are objections concemg  providing any of above parameters to file mth 
the Government of the Russian Federation substantiated (proven) proposals on their rectification 
and coordination 

3 Instead of examined adrmmstration bills to develop the Law of Khabarovsk Kraj ((On 
Mirumal Expenditures in Local Budgets of Mumcipal Entities of Khabarovsk Kraj for Next 
Fiscal Yearn directly referred to in part 2 of clause 37 of the Law of the Russian Federation No 
154-FZ It is possible to include into the text of h s  Law changed and edited provisions of 
admirustration bills considered 

4 To develop the mlmmal expenditures of the local budgets for each mu~llcipal entity of 
Khabarovsk Kraj as an appendix to the Khabarovsk Kraj Law, specified in item 3, usmg 
necessary parameters listed in item 1 of recommendatlons herem after specifying and 
coordinating them mth 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 mmmal budget provisions are 
recommended to be issued as Appendices to the above Law as a reference matenal 

Appl~catlon of modern antl-cns~s techniques 
For reduct~on of budget expend~tures 

D L Gudkov 
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Attachment 7 
Anti-Crisis Management 

Anti-cnsis management is becomng very important in connection with recently aggravated 
financial crisis on the regional scale It includes 

Analysis of busmess environment and internal potential of competitive advantages of an 
enterpnse to choose its development strategy on the basis of forecastmg the development of 
financial status, 
Prelirmnary evaluation of causes leading to cnsis situations m economy and finance of the 
enterpnse, 
The complex analysis of financial and economc status of enterprise to set out methods of its 
financial improvement, 
Busmess - p l m g  of improvmg financial status of the enterpnses, 
Procedures of anti-cnsis management and control of thelr realization 

The problem of anti-cnsis management to be Introduced at the insolvent enterpnse follows 
from the nature of economc reforms developmg in Russia 
Implementation to enterpnses of the bankruptcy mechasm allows one to reconstruct not 
only the operations of the enterpnse, but also to mprove financial and economic climate of 
other economic subjects decreasing the volume of payment arrears The bankruptcy of 
mefficiently worlung and financially weak enterpnses provldes a basis of structural 
reorgmzation of Russian economy 
The mechmsm of bankruptcy in the whole canvass of implementing economic reforms is 
ineffective so far Ths  is proven by results of 1998 
Industrial structure is detenoratmg against the background of deepemng overall economic 
recession Gross internal product dropped by 6 % Industrial production reduced by 10 % 
Turnover of transport enterpnses, whch is the man indicator of economy status decreased 
by 7 %, capital mvestments shrank by 20 % 
These macroeconomic processes should have tnggered a wave of bankruptcy of the 
Russian enterpnses However, it did not happen Thus, one of the main reasons why 
bankruptcy mechmsm does not operate at full swing deals Mlth the absence of methodical 
provisions to apply bankruptcy procedures accounting for specificity of industrial 
economic processes and social situation in specific regions of the Russian Federation 
International expenence indicates that anti-crisis process under conditions of regional 
economy is a controlled process including two lunds of procedures anti-cnsis management 
and anti-cnsis control The optimum combmation of these two procedures allows reaching 
the maximal effect fkom unplementing the bankruptcy mechmsm 

I1 Analys~s of soc~al and economlc s~tuatron m Khabarovsk 

The problems of opt~rnizmg 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 in Kraj 
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In 1998 the soclal and economic situation m Khabarovsk was close to the crisis one T h s  
was a consequence of the negative processes that began developing in early '90s, 
substantdly influencmg the overall economic situation in the country 
The all-Russian financial crisis of 1998 has seriously undemned 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 stlrnulate 
mdustnal development 
Financial and economic status of practically all branches of mdustry, transport, capital 
construction, social-mwclpal services dropped by a good measure The deepemng 
financial cnsis is characterized by availability of 50 % of unprofitable enterpnses in the 
total number of businesses in real sector of economy Their operational status is basically 
supported at the account of payment arrears and offsets, giving nse to financial tension 
In 1998 the volume of industrial production reduced m compmson with 1997 by 12 4 % 
The rate of slow down of production volumes accelerated by a factor of 1 5 Out of 82 
basic mdustnal enterpnses of the city declmed production was detected in 51 mdustnal 
entity (1 e in 62 %) The degree of completion of capltal construction programs for the 
whole city dropped by 16 % Cornmissionmg residential buildings was only at the level of 
44 6 % if contrasted to that of 1997 
The social tension in the city continues aggravating As a result of fall m ruble exchange 
and m e  m pnces for consumer goods and services, wage arrears the living standard of 
citizens sharply decreased As a consequence, there was a decline in the total retail volume 
(by 11 %) and the volume of paid services rendered to population (by 5 5 %) Despite of 
the steps taken by the city admirustration the city budget for 1998 was not enforced in 
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 inspection by 51 7 % The total revenue from tax-payers 
into the budgets of all levels in 1998 made it 2,417 8 rnln RR Of these momes as much as 
778 4 rnln RR (or 32 1 %) were accepted by the city budget The total sum revenues into 
the city budget in 1998 decreased by 49 4 rnln RR if compared to the figures of 1997 The 
number of accomplished offsets was 3,678 amounting to 330 3 rnln RR 
In contrast wlth 1997 the volume of offsets reduced by 63 6 rnln RR, and outstandmg 
accounts payable in the city budget increased by a factor 1 5 yielding the total of 1,050 8 
rnln RR 

An indirect parameter reflecting attractiveness of Khabarovsk for mvestments is provided 
by migration balance parameters In migration exchange with all regions to the east of 
Balkal lake the city maintains the positwe balance it increases its manpower potential by 
about 2 thousand persons each year Another mportant factor to evaluate the potential of 
the city deals wth  assessment of business activity in the city 
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In the content of city business activity private enterpnses have a smaller stake in 
compmson wth  other cities in Russia On the average m Russian cities the amount of 
pnvate enterpnses of all patterns of ownershp per thousand residents makes 16 7, whereas 
in Khabarovsk h s  figure is 16 3 The data for comparison for Russian cities is taken fiom 
article by A A Vysokovskj {{Inlcator-based pl-g>) published m proceedings 
((Momtoring parameters of reform in the area of land and real estate of Russian cities)), 
published in Moscow by the fund ((Institute of city economy)), 1998 
There is distmctly depressed (agamst the background of other cities with population less 
than 500 thousand) level of businessmen who did not mcorporate company rn a formal 
way In Khabarovsk ths  parameter amounts today to 26 8 % per thousand the residents, the 
same parameter for Nat~onal cities equals to 38 5 %, whch is mdicative of rather low 
business activlty in the city 

Table 1 
The ratlo of the enterprises and firms of varlous ownership patterns m 1998 

The sigmficance of separate factors for functiomng and developrng enterpnses of vazlous 
patterns of ownershp in Khabarovsk Kraj is ranked m Table 2 Each factor in Table 2 
presented in rank form The data were obtained fiom Far East Research Institute of 
Macroeconomic Market of the Russian Federation 

Table 2 

Parameters 

Enterprises of all patterns of ownershp registered in 
city, total, includmg 
State 
NGO 
Mmcipal 
Pnvate compames (all patterns of ownershp) 
Amount per thousand residents 
Jomt ventures and foreign enterpnses 
Businessmen without forming juristic person Amount 
per thousand residents 

Mixed Russian 

Factors 

Avadability of cash resources 
Competent director 
Qualified personnel 
Consistent managing team 

Amount of 
enterpnses 
14234 

925 
81 1 
399 
10007 
16 3 
569 
17679 

28 8 
1523 

Team spint 
Reliable legislative base 

1 Availability of social guarantees 

% 

100 

6 5 
5 7 
2 8 
70 4 

3 9 

10 7 

State property Corporate 
property 
1 

Private 1 
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Most important to all enterpnses is the factor of availability of cash resources In jomt- 
stock compames, m opinion of the experts, the problem of management is quite important 
The lack of competent directors and orchestrated work in the team were also put down 
The discrepancy between the legislative base was detected, its imperfection was 
commented on by representatives of private business 
The state and pnvate enterpses badly requlre to be stuffed with qualified personnel 

Measures on optlmmng expend~tures of budget means 
1x1 the area of culture and educabon 

Under conditions of extremely complicated situation in economy issues dealing with social 
protection of population become more important 
In order to stabilize providing education services under conditions of underbudget fundmg 
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 mdustnal 
development of Khabarovsk City 
Table 3 
Measures on reduction of budget means ~n 1998 

8 
9 

8 
9 

Correct marketing and sales strategy 
Conformity of production wth 
international standards 

8 
9 

Program 

Updating lists of staff and control of compensation fund 
Closing mcomplete groups in preschool educational establishments and 

Economy, 
thous RR 
5 409 6 
208 2 

their reonentation 
Ordenng meal practice for respective school chldren 
Closing: w t h n  one vear 8 preschool educational establishments 

11 290 0 
490 6 - 

Ordering subsidies and benefit structure 
Reorgamzation through merging, reducing amount of classes via 

The final economy from implementmg these measures was about 18,515 6 thousand RR 
The plan of measures for 1999 is m place The expected economy will make 58,612 6 
thousand RR 
A network of 143 culture establishments having different departmental line of reporting 
was developed at the terntory of Khabarovsk In 1998 the network provided services to 
460 thousand citizens 
The budget funding of the culture branch is maintained at the level of 0 8 % of the c~ty 
budget wthm the last two years 

609 6 
246 9 - 

increasing the number of pupils to optlmize educational network 
Transition of groups m preschool educational establishments to 10 5 
hour stay 
TOTAL economy 
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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 is shown in Table 4 

Compensation accruals 
Office supplies, subscnption, books 

Communal services charges 
City events 
Chld rooms 
Purchase of equipment 
Overhauling 
Others 
Total 

Table 4 
Plan 1 Cash I % of 

I expenditure ( enforced I 
s (actual) 

3609 6 2961 9 75 8 

The economy of expenditure items took place because of underfunding of the branch in 
1998 
As of January 1, 1999 accounts payable amount to 2,549 0 thousand RR or 39 4 % more 
than for the same penod of the last year 
Analysis of the social and economic situation in Khabarovsk shows, that the social sphere 
in the city economy is underfunded At the same time the social sphere m budget structure 
makes 44 %, including education (26 %), public health servlces (1 1 %), culture and youth 
policy (1 %) 

To optimize budget expenditures in social sphere it is required to develop a balanced 
program consbtuting the followng elements 

1 Development and implementation of principles of self-financing 
2 Realizabon of complex inventory and evaluation of the fixed assets 
3 Development and introduction of modern technologies of anti-cnsis management, 

including 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 inefficient use of the Law of the Russian Federation on bankr~~ptcy 
can be provided by the mwcipal enterprise (Central recreation park>> 
In composition of the admmstration of Khabarovsk City there is no insolvency 
(bankruptcy) semce available, therefore the issues dealing with insolvency are addressed 
by the Department of mwcipal property of Khabarovsk adrmnlstration As a result of 

Booz Allen & Hamilton 
Khabarovsk Technical Assistance Report 

42 



USAID/Moscow Reg~onal Publ~c Fmance Investment Project 
Final Report 

missing exchange of information between the regional committee on msolvency and 
Department on mmcipal property the required measures to imtiate hearing on bankruptcy 
were not carried out with respect to above enterpnse Ths  has resulted in mcrease m 
accounts payable from 190 thousand RR m 1996 to 875 thousand RR m 1998 
Thus, the delayed replacement of inefficient management of the municipal enterpnse 
((Central recreation park>> (heremafter - SE ((CRPD) has resulted in the losses in amount of 
68 5 thousand RR 
Only on November 4,1998 by the order of the Khabarovsk mayor No 1059-r the mmcipal 
enterpnse was liquidated and setting up a liquidating commission The comrmssion worked 
for about two months before inlt~ating the court heanngs on bankruptcy 
The award made by arbitration Court of Khabarovsk Kraj dated February 24, 1999 on 
hearings No And - 73-24111 1-99 declared company SE (tCRP>) insolvent (bankrupt) and 
opened the bid for managing company Ths  decision m turn has resulted m unplanned 
expenditure of the sum of 44,283 RR from the extra-budget fund of liquidation of the 
mmcipal enterpnses on the basis of the order of the mayor No 141-r dated February 23, 
1999 
T h ~ s  situation could have been avoided, if the Regional c o m t t e e  on bankruptcy together 
wth  Department of mmcipal property control had inlt~ated court hemngs on bankruptcy 
correctly setting out the bankruptcy procedure, namely, introducing external management 
External management of enterpnse property is the procedure aimed at retsllmng operations 
of the enterpnse The external management is introduced at the enterpnse by award of 
arbitrabon court on application of the debtor, propnetor of the enterpnse or creditor, and is 
Implemented through the transfer of management fimctions to arbitration-appointed 
manager The external management is mtroduced for the term of 12 months with potential 
extensions for extra 6 months 
Advantages of introduction of external management at the enterpnse consist in the 
followng 
1 From the moment of introduction of th~s  procedure the moratonum is introduced on 
requirements of the creditors Thus, the moratorium is applicable to all debts of the 
enterpnse, whch became due before introducing the external management 
2 There is an opportun~ty to reveal all reserves associated wth business of the debtor, and 
to arrange for effective management process 
3 Ths  procedure deals with reorgamzation and does not result in liquidation of the 
enterpnse, which is an important social - psychological factor 

On the basis of above comments it is possible to propose the followng plan of measures to 
resolve SE ((CRP)) cnsis 

To change the bankruptcy procedure introducing external management 
To develop the business - plan of external management 
To examine vmants of financing, mcluding that of issumg mwcipal loan 
To apply the system of guarantees and pnvileges for potential investors 
To apply the lease approach to Install new attractions 
To carry out marketing research and exarmne the expenence of attraction business 

Under conditions of crisis economy the exceptional importance is attributed to issues 
dealing wth  o b t w g  information on activlty of enterpnses and timely t&ng measures on 
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the basis of mformahon submitted Therefore, one of top priority tasks to be resolved m 
city, and in Kraj deals with development of mform information base contaung real tlme 
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 Macroeconomc Market of the Russian Federation 

Now m majonty of enterpnses of Khabarovsk accounts payable dominate receivables 
Smilar situation should result in a wave of bankruptcy, however it does not occur In the 
whole of Khabarovsk Kraj during the term of validity of the law on bankruptcy 144 
enterpnses of vanous patterns of ownershp were subject to this procedure That number 
makes only 2 % of the overall number of enterpnses exposed to bankruptcy heamg in the 
Russm Federation as of January 1, 1998 T h s  deals mth the fact that m Khabarovsk Kraj 
the offset prachce is quite popular However, h s  approach complemented with barter 
results in increasing production cost and decreasing competit~veness of products 
Law of the Russian Federation in msolvency is meant to improve the financial status of 
enterpnses However, the real benefit from bankruptcy measures is obtamed now not by 
the budget, but rather by commercial creditors of enterpnses - debtors In many respects 
t h s  is connected mth absence of properly developed techques accompanying bankruptcy 
procedures 
Withm the framework of the long-term techca l  assistance the search of ways to reduce 
budget expenditures based on social validity and economic efficiency can be continued 
Such an approach wl l  ensure integrated approach to solving problems of management of 
public finances in Khabarovsk Kraj 

Table 5 
Accounts Payable and Receivable m Branches of Natlonal Economy of Khabarovsk 

on January 1,1998 
(bin RR) 
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Industr~al 
Branches 

Industry 
Transport 
Construction 
Amculture 

Accounts 

Excess of accounts 
payable over 
receivables 
608 3 
385 5 
101 0 
87 4 

Payable 

1204 8 
880 3 
661 3 
91 0 

Recewable 

596 5 
464 8 
560 0 
3 6 



USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Attachment 8 

Letter from the Vlce Governor of Khabarovsk Kraj 

USA Agency for International Development 
Mrs Angelina Gurkma 
Projects Manager 

Copy Mr Bharat Bhargava 
Head of project 
((Regional Public Finance and Investment)) 

On coordination wth admmstration of Khabarovsk Kraj the work on project 
((Regional Public Finance and Investment)) stayed focused on topic 
d3treamlimng the Methods to Develop and Approve Regional Mlrumal Social 
Norms)) It was in thn Oblast that the short-term techcal  assistance on the part 
of experts from Booz Allen and Hamilton was provided 

Within the framework of above project the important positive results were 
acheved Among them it is necessary to particularly mention the followmg 

1 Prachcal lmportance of the ((Round table)) conference that allowed 
To study the expenence gathered m other regions to develop and establish the 
mmmal social standards and norms of the m w a l  budget funding, specifically 
in the cihes of Ekatemburg and Tomsk The documents on julcial hstory 
involving federal entity and mayor's office in the Oblast of application of 
regional mmmal social standards were especially informative Discussion of 
experience of Ekaterinburg w~l l  allow avoilng mistakes and conflicts at the 
stage of completion of adminlstratlon bills in Khabarovsk Kraj on t h s  issue, 

To determine the pnonty direction of work aimed at completion of 
admirustration bills to be issued in Khabarovsk Kraj , 
To get access to foreign expenence in the Oblast of application of social 
standards in budgeting practice and rely on it while choosing the approach to 
develop social standards and ways of their funding in Khabarovsk Kraj 

2 The expert committee involved in the project proposed new wording to laws 
((On State Mimmal Social Norms in Khabarovsk Krajn and ((On Temporary 
Norms of Mmmal Budget Funding in Khabarovsk Krajn that calculations for 
essential changes and addihons introduced into the text of laws accepted in the 
first reading by the Legislative Duma of Khabarovsk Kraj 
As a result of analyzmg the data and generaliwng the matenal gathered 
economic expertise and legal apprsllsal was conducted relative to above 
administration bills drafted by Khabarovsk Kraj admmstration The proposals 
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were made to improve the techque to account for the minimal social norms and 
nonns of the mirumal budget funding 

3 Undoubtedly, the mformative matenals and documents reflectmg Russian and 
foreign experience in the Oblast of establishg and applying social standards 
(effective laws of Sverdlovsk, Irkutsk, Omsk, Perm and Tomsk oblasts, those 
enacted in the cities of Ekatemburg, Tomsk and Novosibirsk addressing the 
mmmal social standards and rmmmal budget funding issue, as well as similar 
practice used in a number of British and Amencan cities to account for social 
standards at the budget draibng stage) are of ultunate importance The 
documents and matenals provided by the expert c o m t t e e  involved in the 
project w11 be used m activity aimed at draftmg bills in Khabarovsk Kraj 
rendemg effective support to Kraj admirustration and Legislative Duma 

Involving hghly slulled experts familiar with different subjects made it 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 comrmttee, 
the Ahrustration of Khabarovsk Kraj was bound to proceed with work under 
the project {(Regional Public Fmance and Investment)) on the basis of long-term 
cooperation 
The Ahmstration of Khabarovsk Kraj considers the assistance m resolving 
problems dealing wth  interbudget relations between Kraj and city 
admirustrations as a major domam of the long-term cooperation The 
ahrustration of Khabarovsk Kraj supports the idea to continue the current 
activity wth  the Admimstration of Khabarovsk City essentially expandmg and 
deepemng the scope of work Simultaneously, Khabarovsk Kraj Adrnmstration 
considers it expedient to go ahead with sunilar activity in the city of 
Komsomolsk-on-Amur - the second-largest and economically unportant city of 
Kraj Compmng the results to be obtamed whle applying above approach to the 
cities of Khabarovsk and Komsomolsk-on-Amur w11 be especially interesting 

The Admimstration of Khabarovsk Kraj also proposed to investigate the budget 
process using the most typical Vamno region at example In opiruon of 
Ahrustration the process of strearnlirung budget relations should also involve 
heads of townshp and village admmstrations of the region Ths  work is second 
in rank according to the Khabarovsk Kraj Admirustration The expenence 
compiled dmng the Vmno region studies can be hghly important for the whole 
Kraj, takmg into account the opportun~ty of malung its use throughout other 
oblasts Dissemmation of expenence to be gathered can be made in the form of 
tramng semmars to be held for adrmrustrations of other oblasts, villages and 
townshps 

The overall logic of the long-term techcal  assistance is based on developing 
activity startmg wth  establishng procedures to coordinate interests of Kraj with 
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those of municipal admmstrations accounting for transparency and openness of 
the budget process wth subsequent transition to optimizing taxation retamng 
stimuli to develop further the mmcipal adrnmstrations providmg budget 
revenue Withm the framework of the project one can explore the ways to reduce 
budget costs based on social panty and economc efficiency Such an approach 
would ensure a comprehensive approach to resolving problems of managmg 
public finances in Khabarovsk Kraj 

The administration of Khabarovsk Kraj cons~ders it appropnate to continue 
worlung wth the expert committee that had proved its class w i t h  the 
framework of the short-term program of techcal  assistance <<Regional Public 
Finance and Investment)), and emphasizes, that cooperabon tnth the Unlted 
States Agency for International Development is of ultlmate practical value for 
Kraj and city adrnmstrations 

Alexander Levzntal 
Vlce Governor and 
Chalrman of Economlc Committee 
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Attachment 9 

Letter from the Mayor and Head of Finance of the City of of Khabarovsk 

USA Agency for Internabonal Development 
Mrs Angelina Gurluna 
Projects Manager 

Copy Mr Bharat Bhargava 
Head of Project 
Regional Public Finance and Investment 

Withm the framework of the short-term techmcal program to assist Khabarovsk KIaj 
under the project ({Regional Public Finance and Investment)) Booz Allen and Hamilton 
Inc expert committee was involved in streamlining methods to develop and enact 
regional m i m a l  social standards 

The expert group was composed of 
- Mrs I V Abanluna, head of group, 
- Mr David Jones (USA), 
- Mrs E V Kushtmna, 
- Mrs N I Sudakova, 
- Mr D L Guclkov 

The work of the group entailed orgamzmg and conductmg the {(Round table)) conference 
addressmg issues of shmng experience gathered in various regions of Russia on setting 
regional minimal social standards and norms of m i m a l  budget fundmg 

The ((Round table)) appeared to be very useful fiom the practical standpomt providing an 
insight into the problems faced wth development and application of social norms 
Sessions of the {(Round table)) brought about a wde 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 in 
application of social standards was attended by the audience wth hlgh interest 
Matenals and documents compiled in other oblasts (Sverdlovsk, Irkutsk, Omsk, Perm and 
Tomsk) with participation of the Association of Sibenan and Far East cities were 
distributed among the conference attendees The expenence compiled in the regions 
chosen for the reference reasons is undoubtedly of hlgh value for Khabarovsk due to 
similarity in basic charactenstics of social, economc and terntonal development 

Short hand mnutes of the ({Round table)) sessions gave an additional opportuIllty to 
analyze and study the expenence compiled m the Oblast of setting mimmal social 
standards 
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Expert group of Booz Allen and Hamilton Inc has prepared the economic and legal 
expefise of admmstration bills of Khabarovsk Kraj in the Oblast of m m a l  social 
standards and norms of the mmmal budget funding On the basis of processmg the 
information obtained essential improvements and additions to admmstration bills were 
proposed A number of suggestions to streamline the techmque to calculate and mmmize 
above norms was made These proposals are unportant to bnng down budget costs that 
today pose one of the most important issues in achevmg a balanced financially 
meliorated municipal budget 

Particularly, it is necessary to emphasize the hgh professional level of c o m t t e e  experts 
involved in the project, as well as practical mportance of results obtained We are 
interested in further worlung along the guidelines of the cooperation program on the long- 
term basis 

From our standpoint the followng oblasts of the long-term techcal  assistance withm the 
{{Regional Public Fmance and Investment)) project appear to be most important 

1 Streamlining budget process in Khabarovsk. 

- Withm the framework of tlus section the development of ways to acheve a balanced 
budget in Khabarovsk, improving budget relation between the city and constituting city 
regions, mcreasing economic responsibility of city regions, setting up conditions 
stimulating regional development on the self fund basis wthm the framework of 
coordinated umfied city financial policy is of special mportance 

- Streamlwg model relations between the city and its constituting regions as a base 
model to resolve problems of interbudget relations in Khabarovsk l k g  

- Study the expenence gained in Amencan cities on findmg solutions to the problem of 
managmg mu~llcipal finance, attributing a special attention to relations between the city 
and its admimstrative regions in budgeting process 

2 Management of financial resources 

Developing tlus topic the basic direction mght deal wth  definmg ways to reduce budget 
cost on the basis of p l m g ,  evaluatmg and analyzmg specific cost-intensive items 
Above direction can account for results obtained wthm the framework of the short-term 
techca l  assistance program auned at streamlimng methods to develop and enact the 
m i m a l  social norms 

3 Increasing budget revenues 

n s  domam is associated wth the studies of modern methods to estlmate city tax 
potenbal These studies can be conducted m reference wth available Amencan and 
Russian expenence The special interest deals wth modelmg budget revenues usmg 
economic-mathematical methods 
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From the long-term cooperation perspective it is obviously important to r e tm the 
practical side of future developments, whch was present at the short-term techca l  
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 it would be 
useful to work closely with Association of Sibenan 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 hghly mterestmg 

In order to arrange for hi t ful  cooperation on the long-term basis the a h s t r a t i o n  of 
the City of Khabarovsk is ready to set up a focus team composed of employees of 
Financial department to support the project 

Givmg hgh appraisal to results of the short-term techca l  assistance program 
accomplished w h  the scope of the {(Regional Public Fmance and Investment)) project 
and considering it as the first step towards long-term cooperation, we express gratitude to 
the USA Agency for International Development for support rendered 

V~ce-mayor of Khabarovsk czty Valer~e Kazach enko 

Head of Fmance Department Andrew Ch ukalkzn 
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Attachment 10 

PAGE 1 of the Matenal Prov~ded on 

FINANCIAL ACCOUNTABILITY FOR STEWARDSHIP 

David C Jones 

In pmciple, reqwements for financial accountability m the pubhc sector are, qute properly, 
very demandmg The law usually provldes for nahonal, state (or provmcial), local and 
pubhc ubhty authonties to provlde many important services on a near-monopoly basis 
These semces are provlded fiom funds whch have been (or w11 be) exacted from the 
public, by taxes, fees and charges Falure to pay such revenues often bmgs draconran 
penalbes, such as loss of a vltal service (e g water supply), seizure of property, fmes and 
possible mpnsonment 

In return, the public receives good, mdfferent, bad or no services, about whch, as 
mdividuals, they can do very little, except to complam 

To provlde services, public sector mshtubons comrmt revenues to the acquisihon of a 
vanety of assets, mcludmg land, permanent works, buldmgs, equipment and matenals 
Many of these assets have very long worlung lives, some may be used up qulckly 
Whatever theu nature, the public has a nght to expect that they d l  be properly mamtamed, 
used, accounted for and renewed Futed assets will often be financed by the rasmg of long- 
term loans, thus comrmttmg the public to pay hgher taxes and charges over many years, to 
service the debt 

For some governments, especially central governments, public mdebtedness is exacerbated 
by defic~t budgetary financmg This is mcreasmgly bemg revealed m the local governments 
of newly-emergmg mdependent states, such as those m Eastern Europe and the Russian 
Federation 

In addition, pubhc sector lnst~tutions obtam short-term creht from banks and suppliers, 
pledgmg, m effect, future revenues towards repayments They also grant cred~t to mdwidual 
taxpayers, semce users and staff, puthng revenues obtamed fiom the public at considerable 
nsk Sometunes, meed, h s  credt is never recovered - or else its recovery is achleved only 
at sipficant public expense, for legal fees and loss of mterest on the money comrmtted 

Fmally, funds whch remam temporarrly unused are at nsk of bemg msmanaged, poorly 
mvested, lost, stolen, or diverted to unproper or illegal purposes, by corruphon and abuse of 
power or authority 
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TECHNICAL ASSISTANCE IN 
SAKHALIN 

Sections 

I Overview 
II Techcal  Assistance Project Objective 
I11 Team Members and their Roles 
IV Techmcal Assistance Project Components 

A Mwcipal Budget Analysis to Help Balance the Budget 
B Budget Restructuring and Conflict Resolution 

V Issues and Obstacles 
VI Success in Achlevmg Overall Objectives of Techmcal Assistance 
VII Key Contacts 

Attachments 

Seminar Outlme 
Seminar Attendees 
Economc Decline m Makarov and Tomm 
Recommendations on Transparency 
Oblast Duma Recommendations 
Oblast Duma Onginal Recommendations 
Oblast Admin Recommendabons 
Oblast DOF Recornmendahons 
Yuzhno Sakhalm Recommendations 
Governor's Decree 382 
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TECHNICAL ASSISTANCE IN 

SAKHALIN 

The team of four BAH consultants and a professional translatorJinterpreter worked for 
two and a half weeks in Sakhalin Oblast to provide additional and alternative insight in 
the budget process Team members worked in three city locations Yuzhno Sakhalin, 
Makarov and Tomari The team also worked wth three categones of officials Oblast 
adrmnlstration (including several departments), Oblast Duma and city admmstrations 

The objective of the projects was to provide techmcal assistance on the protracted budget 
process and assist the regional and local governments with methods, techques and 
recommendations developed m other regions of Russia and fiom the international 
expenences of both transitional and western economies 

The team delivered ths  transference of knowledge through discussions, semmar, 
demonstrations and summary reports The issues were particularly relevant because the 
1999 budget was still bemg argued and debated everyday whde the team was there In 
addition, the team discussed and clmfied the list of longer-range techmcal needs and 
assisted integratmg these requests into a hghly feasible and useful techcal  assistance 
Pro@- 

I1 Technlcal Ass~stance Proiect Ob~ectlve 

The purpose of the techmcal 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 entenng into a three way 
political, financial and admmstrative fray that has been argued fiom the Supreme Court 
to the daly media on Sakhalin The desired outcome was to strengthen understanding on 
how the budget and finance functions could more positively contnbute to the future of 
Sakhalin and to prepare the region for the receipt of additional revenues from its offshore 
development 

111 Team Members and Them Roles 

Albert R Sharp, Jr who has extensive expenence in local government management 
and public budget reform served as team leader and focused on policy decision 
malung and transparency issues 

Manna V Maslova, an assistant professor m computer sciences, adapted and 
demonstrated the Mmcipal Budget Analysis and Transparency Model She utilized 
her extensive expenence in financial calculation and computer support, was 
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constructwe in demystifying the process of automated budget and fiscal analysis and 
demonstrated how a model could be used as a tool 

Bons 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 
expenence on budget requirements of hgher levels of government and fiscal 
decentralization, focused on the governmental mechmsm for malung the budget 
process more effective fiom a policy framework 

Vladimlr Pusharev, head of the Sibenan Academy of Science's laboratory for the 
Institute of Economcs and Industrial Engineering (IEIE SB ASR), who has extensive 
expenence m applied research, was responsible for the analysis of economc 
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 Engineemg (IEIE SB ASR), wth her broad expenence 
as a regional economist worked actively with the Novosibirsk Oblast admmstration, 
contnbuted to the analysis of the two distressed cities, and shared budgetary 
techques used in other regions of Sibena 

Irma V Moldavan, professional interpreter and translator, facilitated the flow of 
information and ideas between and among the team members and the Sakhalin 
officials 

IV Technical Ass~stance Proiect Components 

A Munzczpal Budget Analysrs 

Analyze selected mucipal  budgets in the Sakhalm Oblast to provide a basis for 
establishng whch 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 

Reci~ients There were two activities under th s  component 

1) The Cities of Makarov and Tomm 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 
Adrmnlstrations from both cities were supportive and cooperative wth  members 
of the team 

2) The City of Yuzhno Sakhalm 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 its 
wllingness to cooperate and because the existmg mmcipal model could not be 
demonstrated wth oblast financial and budgetary data 
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Delivery The two actwities were Conducted as follows, 

1) The two team members who journeyed to the two northern cities engaged the 
local adrmmstration officials in the research that they were conducting The 
primary recipients were the Oblast officials who received the information at the 
closing seminar and who received a copy of the mt ten  report and 
recommendations [See Attachment 31 

2) In Yuzhno Sakhalln any and all data needed was still m a paper format Much 
time was used seelung out appropnate information and entemg the data m 
preparation for the test demonstration The model was demonstrated at the final 
semnar and engendered a great deal of interest and discussion 

The techmcal assistance offered msight into the distressed conditions of the cities of 
Makarov and Tomari and offer recommendations on courses of actions consistent mth 
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 in the practical economc conditions of 
the oblast The report in translation is included in Attachment #3 

Value to the regiodcitv The followmg value was offered by t h s  component 

1) The value of the two-city study to the Oblast officials was to re~nforce the fact 
that there is objectwe information available even on the most distressed 
commumties and it is in the best public good to use dormation before talung 
public action 

2) On the demonstration of the model everyone m the room perceived the value of 
the tool Each admimstrative u t  asked for further dormation and additional 
demonstrations to a larger audience in their clrcles 

Feedback from Recivients Analytical budget models for both the mumcipalities and for 
the Oblast were urgently requested as part of the follow-on techca l  assistance [Note 
See attachments wrth requests from Yuzhno Sakhalin and Oblast Duma ) 

B Budget Restructurzng and Conjlzct Resolution 

To a very limited degree, analyze the current draft of the 1999 Oblast budget, being 
introduced in early March 1999, and provide input on the budget process and the uses of 
the budgetary and extra-budgetary funds, worlung wrth the oblast admmstration and 
Duma budget committee at the same ome The concepts of efficiency, effectiveness and 
transparency would be reviewed 

Recivients The recipients in a very limited basis were many of the same players in the 
ongoing budget conflict oblast admlmstration, city admmstration and oblast Duma 
representatives The fact was that they were still in contention about the law, its 
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rnterpretation, the facts, the budget figures and the cause and blame for the declimng 
fiscal resources and relationshps 

Techcal  Assistance Deliverv The limited techcal  assistance was shared through 
discussion and recommendations m the final seminar Members of the team looked at 
budget compliance issues with both Russian Federation and regional legislation Mr 
Rudmk's report found in Attachment #4 makes the case that whle the oblast budget 
meets the letter of the law, it could be more informative and useful if commentary was 
included It is symbolic that during ths  time the regional newspapers covered the budget 
arguments but no real substantive information about the proposed budget 

It was found that routine financial informatron is not readily available in any easy to use 
format Informatron rs not retamed for future retrieval and analysis There is limited 
analysis on the expenditure side of the budget and excessive attention is focused on 
allocation of revenues and transfers 

The team's presence in no way influenced the political controversy surrounding the 
passage of the budget The budget still had not been adopted by Apnl24" when the team 
left Sakhalin The team was able to mamtam contact with all parties and contmue a 
dialogue on needed changes for the future 

Value to the remonlcitv The various public officials gamed heighten awareness that there 
needed to be work on other levels rather than just on the political 

Feedback from Reci~ients Individual leaders were enthusiastic about trying to take steps 
to break the impasse 

V Issues and Obstacles 

The timing of the techcal  assistance visit was somewhat unfortunate - being r~ght in the 
middle of the final budget decisions The team m v a l  followed a protracted struggle 
over the appropnate allocation of resources and the responsibrlity for additional revenue 
generation Dunng the first half of the visit, there were sigmficant power and heat 
outages In a senes of new paper articles the Governor blamed the City and the Mayor 
blamed the Oblast for failure to pay for the coal at the generatmg plant Groups of 
citizens protested the lack of services 

There seemed to be two camps the Oblast Governor, h s  admmstration, and a sllrn 
majonty in the oblast Duma, vs the City Mayor and the minonty leadershp of the oblast 
Duma The issues centered around the competition for power, traditional vs reformist 
governance and budget, and perhaps somethmg of personality 

The team was able to function by remaimng impartial and meeting whch each of the 
parties separately The result was that the recommendations for techcal  assistance were 
delayed and more proscnbed Other departments were not so deeply mvolved m the 
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budget or its passage through the regional Duma The greatest potential impact m11 be 
sensitizing the admimstrations to the potential rewards from multi-jmsdictional 
cooperation and collaboration 

VI Achievement of the Overall Oblect~ves of Technical Assistance 

The overall project was a success in pomting out the need for greater budget 
normalization and rationalization of the process The team was able to identlfy the policy 
unplications through the studies conducted and attract the attention wth  the use of 
analytical tools 

The points that were emphasized included the follomg 

The Quality of decision malung would improve wth the use of increased and better 
analytical information 
If it were possible to agree on a factual base, the political differences would be argued 
at a policy level 
There is 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 is fueled by not only the lack of understandable 
information about the budget, but also the complete lack of appropnation control, 
momtomg and accountability for major capital investment projects 
The foundahon of local democracy is weakened when the Oblast administration 
ignored duly enacted budgetary legislation 
The era of allocation of scarce resources could be replaced by the era of opportumty, 
if the regional and local government could make structural changes in the budget and 
investment processes and practices 
These structural changes vary wth each w t  of government, but the common goal is 
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 
W l e  certam members of the government and adrnimstration understand the need for 
budgetary and fiscal reform, m-service traimng is needed to enable any policy level 
resolution 
Most specifically 
1 The Oblast Duma saw the need to tram its own members and provide them with 

better and more timely budget information 
2 The Economics Committee recogmzed the need to build oblast -mde 

understandmg and support for the mvestment and economic development 
programs 

3 The City admmstration saw the need to reform its own processes to better 
exercise local imtiative 
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Key Contacts 

Vitaly N Elizmev - Dlrector General, Department of Foreign Economc 
Relations, Admimstration of the Sakhalm Oblast 

Serge1 A Ponomarev - Deputy Charman, Sakhalin Oblast Duma 

Natalya M Novlkova - Director, Flnance Department, Sakhalin Oblast, 
Adrmrustration 

Fedor I Sidorenko - Mayor, the City of Yuzhno Sakhalinsk 

Gennady E Finkelman - Advisor to Deputy C h m a n ,  Sakhalin Oblast Duma 

Oleg P Komukh - Deputy Chsurman, Economics Committee, Sakhalm Oblast 
Admmstration, Director of the Investment Department 

Irma Zin - Chair of the Council, Dlrector of the Center for the Public Imtiative 
Support, [Sakhalm oblast public orgamzation for the support of public imtiative], 
"Open World" 

Rodion Avtonomov - Director, PR department, [Sakhalm oblast public 
orgamzation for the support of public imtiative], "Open World" 

Anna Romanova - Deputy char of the Council, chef accountant and consultant, 
[Sakhalm oblast public orgmzation for the support of public imtiative], "Open 
World" 

Michael Allen - General Dlrector, Amencan Busmess Center, Yuzhno Sakhalinsk 

Andrew Wilson - Coordinator, Regional Investment Imtiative, Russian Far East 
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Attachment 1 

Final Sem~nar Outlme 

April - 21,1999 

Reg~onal Publlc Finance and Investment Project 

USAID purpose 

Commitment through Regional Investment Imtiative (RII) 

Booz Allen & Hamilton - contractor 

Seminars m Sarnara and Khabarovsk 

Short term assistance demonstration - Catalyst 

Sakhalzn - Regzonal and Munzclpal Budget~ng 

1 Economic Analysis of two cities - Makarov and Tomm 

2 Partial demonstration of Budget Analysis and Transparency Model with Yuzhno 
Sakhalinsk data 

3 Review of current state of the budget process 

4 Recommendations for future cooperative initiatives 

Tale of two cttzes - Makarov and Tomarz 

by Vladzmzr M Pushkarev and Galzna V Zhdan, Institute of Economzcs and Industrial 
Engineerzng 

1 Evaluation of the general economic situations - current status 
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2 Understandmg the problems 

3 Evaluation of development prospects including 

evaluation of the proposed projects 

recommendations to resolve problems 

evaluation of the budget opportumties, potential revenue sources 

tax policy in terms of own tax base creabon potential 

Budget Analyszs and Transparency Model 

Background - A1 Sharp 

Demonstrabon - Manna Maslova 

Module "City" 
Input data 
Derivatwe documents 
Extrapolations 

Module "Plan" (budget projections) 
Trend analysis of mucipal  budgets 
Graphc display of data 

Use as policy decision aid and for creatlng public transparency documents 

Introduction of tools -Galma Zhdan 
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Sakhalzn oblast budget process zn terms of transparency - Borzs Rudnzk 

1 Analysis of the effective and drafted legislative and other budget regulating 
legal acts of the Sakhalin oblast 

2 Identifying problems and developmg recommendations 

PoEzcy Implzcatrons - Al Sharp 

Quality of decision m h g  

Public Suspicion and Apathy 

Foundation of local democracy 

Transience of politicians 

Allocahon of scarce resources 

Control of bureaucracy 

Key to stability, business Investment and confidence 

Recommendatzons for future cooperatzve znztzatzves 

Governor and adrnimstration 

Representatwes of Oblast Duma 

City Admimstration 

Queshons I Answers - D~scusslon 
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Attachment 2 

FINAL SEMINAR ATTENDEES 
April 2 1, 1999 

Oblast Duma Control and Audztzng Chamber 

Dutsenko, Alla Vyacheslavovna - Chau 
fiseleva, Ludmila Aleksandrovna - auditor 
Reginskaya, Antoma Vassilievna - auditor 

Duma Legal Department 

Soskova, Ludmda Stepanovna - deputy director 
Penyaz, Tatyana Ymevna - head of division 
Maltseva, Galina Petrovna - consultant 

Y d n o  Sakhalznsk Fznance Deparfment 

Kaneva, Natalla Alexandrovna - semor economist, revenue p l m g  division 

Oblast Fznance Department 

Novikova, Natalya Mrkhailovna -Director 
Rudova, Elena Mikhadovna - deputy director 

Oblast Duma 

Ponomarev, Serge1 - Deputy charrman, Oblast Duma 
Fmkelman, Gennady Emilievlch - advisor to the deputy chairman of the Oblast Duma 
Nazarova, Ludrnila Arsentyevna - consultant of the Oblast Duma Committee for budget, 
finance, taxes and banks 
Lee, Elena Valeryevna - consultant of the Oblast Duma Commrttee for budget, finances, 
taxes and banks 
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Attachment 3 

Evaluatron of Potentral to Overcome Economrc Dechne 
in Makarov and Tomari 

by V M Pushkarev and G V Zhdan 

The reglons under study belong to those havmg the lowest development status m 
Sakhalm oblast It is evidenced by economc, demographc and soc~al mdices For 
example, recession in mdustnal product~on in these regions dmng 1995-1 997 amounts to 
26 8% in Tomari and 73 8% m Makarov reglon whereas the overall reduction of 
production m the oblast totalled 1 1 % Unemployment level (expressed as a percentage to 
employable population) was 30 2% and 29 8% respectwely 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 Tomm reglon - 49% if 
contrasted to the average oblast budget D m g  the last two years the town-forrmng tax 
base m these regions was virtually dissolved mmes and cellulose-paper plants were shut 
down (These enterprises used to glve jobs to more than half of employable population 
supplymg local budget wth  revenues) Ths  tnggered 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 Admstration Makarov region, the defic~t of qualified 
managers was one of the pmcipal problems now In its turn t h s  becomes an obstacle for 
restructuring regional economy and development of new town-fonng tax base 

It should be menboned that the option to r e tm the town-forrmng tax potential, at least 
part~ally, was ava~lable in these regions First of all, it was true for cellulose paper plants 
The~r product~on due to artific~al mamtamng rouble-dollar exchange rate became non- 
competitwe at the international market As it was evident that some day the rouble would 
"sl~de down" reboundmg demand for production of these plants, the regional government 
bodies should have exempted these enterpnses from paying all taxes 2-3 years ago If it 
were accomplished about 3,000 jobs would have been saved, 2 electnc power stat~ons 
and other infrastructure facilit~es that were kept m books of the paper plant would have 
remamed operat~onal, and taxabon base would have been restored m full after the last 
August's cnsis Unfortunately, thls was not done and now reg~onal as well as local 
authorities make a lot of efforts and spend funds to find ways to overcome economc 
depression in these and some other regions In so doing, the new town-forrmng tax base 
of the regions has to be formed However, it IS extremely difficult to accomplish given 
hgh  tmffs for electnc power, rsulroad services and strong defic~t of financial resources 

The reasons lying behmd the low production efficiency m oblast and above regions can 
be div~ded ~nto those typical for all d~stant northern terntones and spec~fic ones 
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The followmg reasons can be considered as typical 

- relatively hgh regional northern hardshp coefficient applied to salmes, 
- inflated system of benefits under pension legislation, leave package, etc , 
- monopoly-set pnces for transportation and electricity 

Specific cost-intensive elements are as follows 
- monopolistic tariffs for regional radway services, 
- transportation tmffs introduced at the Mainland - Sakhalin Island shoreline 

The same reasons m our opimon bring about low production efficiency in the regions in 
question However, business closing have eliminated problems of efficiency for certam 
compames but led to even more senous problems 
- finding jobs for unemployed, 
- migration of families to more developed areas and creation of jobs under conditions of 
economic recession and unemployment 

Thus, the problem to overcome economzc depresszon zn these regzons gets reduced to the 
search, development and actwatron of the "nodes of growth ", allowzng to create a new 
town-formzng tax baszs Naturally, under current conditions only small compames can 
play the role of such "nodes", as small investment and little trme is requlred to set them 
up Moreover, they are more flexible in ever changing busmess environment, can be 
easily re-adjusted to another business It is necessary to focus the economy on processing 
raw materials, manufactwng fmshed products intended to saturate the market m the 
central and northern parts of the oblast and goods to be exported 

Analvsls of mun~clpal budget tax base of Makarov and Toman 

In 1998 the narrow tax base in Makarov region was almost halved in companson to the 
previous year because of shutting down the town-fomng compames Having only 2-year 
tax statistics we can assume that declme in Toman region took place earlier In 1998 in 
Makarov region the profit tax shrank almost by a factor of 3, implying that the company 
shut down were still profitable 

In Tomm region the drop in profit tax amounted to about 40% In 1998 in Makarov 
region collection of excise tax sharply shrank whch was indicative of decrease in 
production of excise-taxed goods, property tax was 5 times as low Talung 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 contmued in Tomm region but 
at a much slower pace In compmson to 1997 all taxable and non-taxable income in h s  
region reduced by only 2% Since 1998 budgets in these regions were more or less the 
same, one must suppose that the collapse happened earlier 
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Agamst the background of these negative trends one can mark a certam growth m income 
tax 7% in Makarov and about 30% in Tomari region despite mdenmg tax relief (2 fixed 
mirumal salaries were deducted from the taxable base if income was under 5,000 roubles) 
w th  s~multaneous increase in the mmmal taxatlon level D m g  the first quarter of t h s  
year the mcome tax collection was up in both regions, confirming the growth in 
residents' income In 1998 VAT receipt grew up in Makarov reglon and together with the 
growth in mcome tax it mdicates that either not all profit tax was collected or tax benefits 
were expanded 

Development of brewmg m Makarov region excise revenues appeared among tax receipts 
but for the time being its value is not hgh  

The analysis of tax collection allows one to judge of mdustnal onentation of Makarov 
region and its change So, in 1998 the region industry was re-shaped if in 1997 the main 
tax revenues were associated wth  fuel, timber and paper industry, in 1998 the taxes were 
basically collected fiom food (mainly fishery) and construction materials mdustnes 

The basic increase in tax revenue in 1998 m Tomm region was provlded by timber and 
woodwork mdustnes as well as by the fuel-energy complex of the region The share of 
fishery and transport is hgh  as well So timber, woodwork and fishmg industries m t h s  
region can be regarded as the man branches of specialisation 

An abrupt loss in tax flows mto Makarov budget in 1998 affected the profile of budget 
income Despite the fact that almost all taxes collected in the region remain m Makarov 
budget (1 8 billion roubles fiom 20 billion in 1997 and 1 1 9 from 12 1 billion roubles in 
1998), budget income per capita keep sliding down Nommally, the budget was reduced 
by a thud, and talung into account inflation - almost by half Reduction of transfers to the 
regional budget by approximately 25% m the nominal value had contnbuted 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 in Tomm region its own 
tax revenue base and total amount of budget funds grew up m 1998 providing a positive 
mpact on budget per capita provisions 

In 1999 the growth in nominal tax revenues in both reglons is evident Manly, it is 
caused by inflationary processes 

Poss~ble dlrect~ons to overcome economy de~resslon 
~n Makarov and Tomarl remons 

It should be mentioned that mu~llcipal bodies of the regions have worked out a number of 
promising projects whose mplementation would potentially solve the problems of 
economy depression and relieve social tension Let's bnefly outline the most mportant 
ones 
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Makarov remon 

1 Development of fishery industry JSC "Rybak" is plannmg to bmg processmg of fish 
in tlus year up to 400 ton (including 265 tons produced by the company itself) 
Processing crabs wll  amount to 30 tons As a result the total number of jobs w11 grow up 
to 60 in 2000 (now the figure is 40), and in the long-term perspective to 250 l k s  project 
has already absorbed RR 5 mln and 4 mln more are needed The project is bemg financed 
mainly from the federal program to restructure coal industry, accordmg to whch a part of 
fund is bemg directed to create new jobs 

2 Establishmg production of fish flour by the company "Ecor- Sakhalm" The cost of 
equipment to be installed is RR 3 mln Production of fish flour wl l  allow to expand feed 
base of stock rasing not only in Makarov but also m other regions of Sakhalm oblast 
improving environment situation in the region 

3 It is proposed to set up a caviar shop wth 10 jobs in Gom townshp at the expense of 
the coal industry-restructunng fund The project requlres RR 1 7 mln, 0 44 mln of them is 
planned to be used ths  year 

4 In 1998 the regional administration received a controlling stake (40%) in 
Pistchecombinat (food production company) Alcohol production lme was purchased on 
credit terms (RR 11 8 mln) It is intended to increase the output of beer, soft dmks and 
syrups made from the local feedstock There is an opportuuty to get a USD 15-20 grant 
With development of th s  company the production of excisable goods wl l  greatly 
increase, thereby mcreasing the local budget revenues 

5 It is supposed to develop "Lesnaya Compamya" (forest company) m 2 stages At the 
first stage (costing RR 4 6 mln) production of tlrnber wl l  be orgamsed and extended up 
to 14 K m3, 10 5 K m3 wll  be exported to Korea and Japan At the second stage (USD 
2 5K) sawng and production of wood products w11 be arranged for Now as many as 43 
persons are mvolved into timber cutting, t h s  figure includmg 16 mmers who lost their 
jobs when the mme operations were shut down In the future it is planned to increase the 
manpower to 60 to cut timber and 65 plus being mvolved in sawmg operations 

6 The project to set up coopenng supplying equipment and half-fimshed products from 
Khabarovsk is now under investigabon stage However, t h s  project should be well 
defined because there is already cooperage m Tomary region, moreover its capacity is big 
enough to meet demands of fishery compames all over Sakhalin 

7 The existing crushmg plant "Trud" produces about 14K m3 of crushed and quarry 
stone Its production is notable for good quality but sales are difficult due to hgh 
transportahon costs Ths  problem is proposed to be solved by constructmg cargo 
terrmnal (RR 60 mln) to go ahead wth mantime delivenes 
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8 On September 1998 the coal mme was put on stream (more than 5K tons of coal were 
produced during 3 months, it w11 Increase up to 24 K ton in 1999, wth plan in place to 
develop 2 more fields) Thls development reduced the problem of providing boiler plants 
wth  fuel 

Information of promsing projects in the region is of more general character laclung the 
degree of detail inherent to Makarov region 

1 Fishery The mam problem is shortage of fish to fill in existing processing capacities 
Now fish is bemg purchased on the eastern coast The institute "Sakhalmryba" (Sakhalin 
fish) is now estimating the potential of western coast, upon completion the quota for fish 
production w11 be granted 

2 Food industry It is supposed to re-onent the brewery to produce spint from potatoes 
(processing up to 30 tons of potatoes a day) 

3 Woodworlung industry The domestic sawng equipment is being installed in the 
h t u r e  shop to replace imported equipment to produce W t u r e  from elements to be 
exported Production of hgh quality bmber w11 allow extending export base and increase 
local budget revenues 

4 Power engineenng Unlike Makarov region, Tomm has managed to save electnc 
power station after suspension of the paper plant RR 16 rnln are required to put back on 
stream and only RR 4 mln can be contnbuted from the local budget In 1999 2 krn of hot 
water pipeline is proposed to lay down Thls w11 sigmficantly solve the problem of heat 
supply At the b e g i m g  of 2000 it is planned to complete the start up operations and 
connect the c~ty  to the power system of the electnc heat power station Th~s  w111 cover the 
regional demand for electrrc power by more than half 

Wavs to remforce local tax base of mun~c~pal ent~tles 

From the stand point of fomng  the own budget tax base, to develop enterpnses featwng 
hlgh fraction of value added operations against the background of relatively low 
production costs is most effective It is necessary to mention that added value can be split 
mto the followmg types of mcome salary, soc~al insurance deductions, profit, 
depreciation deductions and product and operation taxes 

According to investigations done in all regions, the development of the sphere of paid 
services, where value added portion amount to 62-65% is the most effective from the 
position of forming revenue 

However, the immediate and preferential development of service sphere in these 
depressive regions w11 run mto the low credible demand 
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The biggest net back m developmg local tax base in both regions can be obtained fiom 
setting up such business as production of alcoholic beverage and beer where the portion 
of costs is relatively small Technological process is slmple and tax collections are 
secured We are spealung of developmg exc~sable products The northern part of the 
island and northern part of the mainland can be used as consumption market Additional 
marketmg research is necessary to determine scale of production 

Investigations carned out by the author and based on materials provided by constituting 
entities in Siber~an region allow to mantain that only those branches of mdustry and 
enterpnses operate m the most stable manner (increasing not only the volume of gross 
output but net e m n g s  as well irrespective of economc recession) that are onented on 
satisfymg credible day-to-day demand of the population or manufactmng goods to be 
exported In Makarov and Tomari regions both woodworlung and fishery businesses are 
available Both lunds of enterpnses have their own local source of raw matenal Second, 
these enterprises are already involved in export operations However, to improve the tax 
base at the expense of these businesses certain preconditions should be mtially satisfied 
First, the quotas to catch fish and seafood should be increased Second, the compames 
requlre an assistance to open representative offices in big cities of Sibena to sell sea food 
and fish, in Pacific Asia to sell timber, because only the integral "procurement of raw 
matenal - processing - transportation - sales" chain can ensure the maximum revenue and 
hence tax collection 

It should be stressed that the b~ggest part of taxes is collected fiom revenue and VAT Its 
share is hgher not in the commodity producing industry (production of such crude oil 
and coal, timber cuttmg and production of agriculture products) but rather in processing 
industry The hgher level of processmg, the hgher level of value added, the hgher 
amount of taxes collected from a u t  output That is why it is more important not only to 
increase the production of fish in these regions or tmber cutting but to orgaruse their 
processing gradually improvmg processmg degree 

Demand of population is the most reliable and stable for essential consumer goods Since 
closing the paper plant the oblast lost its own base to produce samtary products demand 
for whch in Sakhalin and Russia is bemg saturated fiom outside (only St Petersburg 
plant produces hgh quality samtary products from cellulose) Under current conditions of 
reducbon of imported goods and cuttmg producbon costs in dollar denomination, in our 
opimon the followmg issue should be reviewed whether it is practical to restart deep 
wood processing industry in these regions accounting for locally available raw matenal 
sources and human resources, since the major wealth of Sakhalin is not wood or 011 but 
people who keep on migrating fiom Sakhalin Evidently, the restart of cellulose 
production should be based on new technologies, on equipment leased implementing the 
Production Shmng Law and attractmg capital from Pacific Asia 

Below we listed some suggestions on how to reduce production costs in Makarov and 
Tomm regions The senous factor of increasing costs in these regions deal with 
transportation and electnc power expenses One of the options to reduce power expenses 
can deal wth  mstalling wnd power generators close to Makarov as well as small-scale 
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power plants developed in Russia Such projects and prototypes are avadable in 
Novosibirsk, in Sibenan Branch of Russian Academy of Science 

The approach to the transportation problem may vary In Makarov construction of pier 
has begun to eliminate th s  problem and oblast may provlde assistance (financial, 
techcal,  orgmsational) to speed up its completion 

To solve the problem of transportation of goods fiom Tomm region to the city markets 
throughout the oblast a small piece of automobile road Chekhov - Tomm should be built 

In our opimon the major problem of these regions is that people do not believe in 
recovery of the region aganst the background of economc recession and closing 
busmess Improvement of people confidence is the most important factor of economic 
revival Investments into domestic production 1s greatly dependent on trust because 
individuals have sipficant savings in 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 Ths  figure exceeds the aggregate 
mvestments mto the region), and in Sakhalm tlus resource is even bigger because the 
nominal and real income of population here is hlgher But access to tlus resource w11 be 
avadable only when the people wll  start trusting Russian authorities as a whole and local 
ones m particular 

Fmdmgs of model calcula~ons 

Calculations were made accordmg to 2 scenanos (some findings are attached as diagrams 
and charts) The first scenano is the "optimistic" one, and it is based on assumption that 
the major projects of the regional adrmnlstration wdl be Implemented through 2003 
External conditions to develop the regions wl l  be relatively favourable general 
economc and social situation in the country and oblast over 1992 - 2000 w11 become 
stable, startmg wth 2001 the recovery of economy wll  become noticeable, the inflation 
wl l  start to reduce, credits wll  become more avadable, situation at the mtemal and 
external markets for goods manufactured in above regions w11 improve and so on Ths  
option differs from the "pessimistic" scenano by more dynamic charactenstics For 
example, the overall gross production m Makarov region wl1 increase m 2003 by 45% 
compared to 1998, the amount of mvestments w11 grow by some 20%, real income of 
population w11 be higher by a factor of 1 5, the number of employable people and not 
employed in economy w11 decrease by 3 times (true, the latter is mainly conditional upon 
reduction in the number because of migration) It is notable that mcome of Makarov 
budget m 2003 at the expense of local sources according to the first s c e m o  will be 
17 3% hlgher than in the second, budget deficit wl l  reduce by 18%, demand for transfers 
w11 also go down (by 22%) The fact that the volume of savzngs of populatzon zs 
approachzng the $gure of budget de$czt IS quzte mterestrng Thzs brzngs to the zdea that 
thzs source should be znvolved zn Jinanczng regzonal projects Ths  can be done m 
different ways by means of mu~llcipal loans, issmng secmties, etc However, as it was 
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mentioned before, tt is possible to attract available funds only when people regam trust m 
m u c ~ p a l  authonties and economlc bod~es 

The results of calculations regardlng Tomm region are approximately the same The only 
d~fference IS that t h~s  region falls behmd Makarov reglon on majonty of parameters T h s  
IS perhaps due to the fact that the project outlme IS of too general character that does not 
allow to assess them appropnately 

The prelmmary conclus~on drawn fiom analyses of opt~ons IS as follows F~rst, projects 
worked out and bemg Implemented m the region cannot sort out the problem of 
intensifying social and economc development and financial Independence to the full 
extent Second, according to pess~mistic scenmo the negabve Impact of external 
cond~tions and refusal to implement projects may lead to declmng soc~al and economc 
s~tuat~on malung ~t irreversible As our research of mucipal comparues of different slze 
shows the less m w c ~ p a l ~ t y  IS, the more ~ t s  economy IS vulnerable to external impact, the 
less ~ t s  development stabil~ty thereby requlnng larger ass~stance fiom outs~de 
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Attachment 4 

SAKHALIN REGION BUDGET TRANSPARENCY 

POSITION, PROBLEMS AND RECOMMENDATIONS 

Bons Rudn~k 

1 Avadability of the information about regional budget 

Information about regional budget is provided by 

a) publications of laws about regional budget in mass media, 
b) heanng of a project of regional budget in Regional Duma wth participation of public 

orgamzations before the first reading of th s  project 

Besides, all the people who wsh and have such an opportunity can study the texts of 
these laws in a computer mformation base of the law system "Consultant Plus" 
However, today we cannot make the conclusion that regional budget information is 
wdely obtamable First of all it concerns the penod of prepmng a project of regional 
budget, when the detemnation of budget policy, particular decisions and inlces take 
place 

Recornrnendatzon - we deem it necessary to provide a budget project to the regional 
population every year via mass meha and simultaneously to submit it to Regional Duma 

2 Budget information clearness 

The most important feature of budget Transparency is its clearness for people The 
budget -1 999 matenals submtted to Regional Duma include 
1) budget data wth  a number of appendices, 
2) explanatory note 

Explanatory note is the most important thmg to provide budget transparency As for the 
budget for 1999, the explanatory note mcludes general charactenstics of its expenses and 
profitable parts 

2 1 General Part 

It includes fundamental pmciples of law acts, whch are in the basis of budget project 
formation for 1999 %s information is really important But it is more important to 
characterize supposed conditions, peculimties of economic and social development of 
the region and main pnonties and goals of budget policy for the following fiscal year 
There is no such a charactenstic in general part of the explanatory note Without ~t the 
budget loses integrity, it is difficult to understand it as the whole document, the 
instrument of purposeful state policy At the same time it is necessary to note that on the 
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2nd of October, 1998 the Governor of Sakhalin region signed decree #382 "About 
confirmation of the conception of budget policy and the methods of formation regional 
budget for 1999" Ths  document contams descnption of the most important purposes of 
the adrnlnlstrabve work in the sphere of budget police in 1999 and the ways of their 
realization But in th s  document there are rather long-term tasks of improvmg methods 
and forms of budget policy than basic directions for the particular fiscal year 

Recommendatzon - we deem it necessary to add, b e g m g  from 2000, general part of the 
explanatory note to the project of regional budget (to rename t h s  part properly) wth  the 
statutes giving concentrated expression of the man idea of budget policy together with 
the most unportant social economc factors of regional development dmng next year It 
is unportant to stress that exactly such mformation is the most mterestmg for vmous 
sections of the population and it could be the main subject for public submttmg budget 
project 

In connection wth  k s  proposal it is necessary to pay attention to the next point 
On the 29'" of December 1998 in Regional Duma was submtted the draft law "About 
budget structure and budget process m Sakhalin region" Article 19 of th s  draft law 
includes documents and matenals that should be submitted to Regional Duma 
simultaneously wth the draft law about regional budget for the followng 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 
Ths  part of the explanatory note contams descnpbons of those data whch were used 
when revenue volumes and resources were detemned There is no charactenstic of 
regional policy in the field of budget revenue In particular, problems of tax benefits are 
not menboned, though they are extremely important both in social and economc life At 
the same time tax benefits were rather actively provided and are provided m Sakhalin 
region now They wd1 take a considerable part in future too So in the draft law of 
Sakhalin region "About regional state investment policy" (was adopted by Regional 
Duma m the first readmg on the 3d of January 1998) tax benefits are detemned as one 
of the m m  instrument to stimulate investors As for non-tax mcomes, only the volumes 
of receipts are wntten in the explanatory note to the project of regional budget 

Recommendahon - we deem it necessary to include the charactenstic of regional policy in 
the field of budget revenue for the next fiscal year into the explanatory note and the 
matenals enclosed to the project of regional budget So, as for tax and non-tax benefits, 
we deem it necessary to enclose the matenals contsumg pmciples and cntenons of 
providmg benefits, estlrnating 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 pomt to be especially 
important Its development can be difficult, that is why ll-us problem need long-term 
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techcal  assistance The possible result of such assistance is recommendations with the 
block of project of necessary regional normative law acts 

2 3 Budget expenditures 
The formation of budget expense part is always followed by the longest arguments, it 
interests the public most of all One of the most important problems in t h s  field is 
distnbuting funds between budget of operating expenditures and budget of development 
It becomes especially actual in the conditions of extreme scantmess of financial 
resources Perspective is often made a sacnfice m favor of todays needs and not only 
d m g  budget formation but also dmng its execution The possible way out is separatmg 
funds of budget of development, first of all by determmg self-revenue resources for 
it l h s  problem has already been solved m Sakhalin region Out-of-budget fund was 
formed in accordance wth  regional law dated February 2, 1996 # 20 "About the 
procedure of formmg and usmg out-of-budget fund of Sakhalin region" Its purpose is 
accumulating funds for financing of mainly mvestment programs of social, economic and 
cultural development of the region The sources of formmg funds are fixed 

The most considerable of them is the receipts fiom foreign compames developing 
Sakhalin shelf The found has rather considerable receipts So the volume of receipts m 
ths  Fund was about 600 mllion rubles m 1998 (we mean today's exchange rate) It is 
almost 50% from the size of revenue part (including transfers) of the project of regional 
budget for 1999 It is necessary to note that separation of the assignments of regional 
budget (financing of operating expenditures) and the Fund (mvestments) is not stnct 
Expenditures for development are also specified m the regional budget, bur financmg of 
operating expenditures are also specified in the Fund Such separation of functions hardly 
can be considered as a shortcommg On the contrary it nses the flexibility of system of 
regional state fmance, creates conditions for mampulatmg funds 

There is another rather senous problem The division of regional fmance into two 
relatively independent and equal parts and assumption of cross financing of investments 
and operatmg expenditures is a senous obstacle for the formation of integral budget 
policy, first of all in the fields of regional economic complex (education, medicine, etc ) 
The more important thmg is realization of such policy not only by the people who are 
interested in it but also the deputies of Regional Duma 
The law of Sakhalm region "About the procedure of fomng  and using out-of-budget 
fund of Sakhalin region" says that it is necessary simultaneously to submit projects of 
cost-benefit calculation of the Fund and the project of regional budget to Regional Duma 
because today there is no connection between these projects (explanatory notes and other 
substantial matenals are not connected) 

Recommendafions 
1 Some articles of expenditures, both capital and operatmg, must be only in regional 

budget (for example, expendtures of the section "State admirustration and local 
government"), 
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2 Preparation and submittmg on "non-separated" sect~ons substantial matenals both for 
projects of regional budget and calculation of the Fund Example - "Budget pol~cy m 
social cultural sphere" 

Other ways of solving thu problem are also possible But thelr studying demands rather 
long time and could be the subject of long-term technical assistance It is necessary to 
note that these problems are different from those ones whch are solved conformably to 
the Budget of development of federal budget because of differences m the ways of uslng 
funds of the menhoned Budget and Fund, accordmg to the law Now about Transparency, 
clearness of expenses on d~fferent sect~ons Here there is a common problem typ~cal for 
all the levels of budget system of the Russian Federation In connection wth that it is 
possible to lrmt ourselves with the words of the President of the Russian Federation from 
hls message to the Russ~an Government "About budget policy for 2000" 

"For the society it is lmportant to know not only for what and ~n what amounts state 
money is spent, but why certam ass~gnments have been chosen" The problem demandmg 
special studying 1s regional budget policy Now it is not in integral vlew in the budget 
project of Sakhalm reglon and ~ t s  materials The problems of determimng revenue 
sources of local budgets and financ~al assistance to them from the budgets of other levels 
are considered separately wthout necessary connection 

Recommendatzon to add the sect~on "Regional budget policy of Sakhalm region" to the 
explanatory note of the project of regional budget At the same tune the problems of 
estmatmg revenue and expendrtures 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 reglon could be the subject of long-term techca l  ass~stance 
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Attachment 5 

SAKHALIN OBLAST DUMA 

Mr Bharat Bhargava 
Project Director 
Booz-Allen & Hamilton 
(through Albert Sharp) 

Dear Mr Bhargaval 

The Sakhalin Oblast Duma is hereby expressmg its deep gratitude for cooperation and 
orgmzation for the visit of a group of experts to Sakhalin The recommendations 
received in the course of our joint work dmng their stay m the Oblast Duma are of a 
great value to us 

We hereby propose the followmg items to be included in the long-term techmcal 
assistance program 

1 Introduction of the relevantly adjusted computer model "Municipal budget analysis 
and planrung" to be used in the budget process in Yuzhno-Sakhalinsk wth  the further 
adjustment of h s  model for the use at the oblast level 

2 Long-term Sakhalin oblast budget projections baased on the donor enterpnses 
strategic development plans as sources to increase the oblast budget revenue 

3 Defktion of the pmciples and cntena for the development of the regional social 
norms and standards m cash and m lund 

4 Recommendations on the pmciples and the cntena for providing tax and non-tax 
relieves 

Sincerely, 

L F Shubina 
Acting Char of the Oblast Duma 
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Attachment 6 

SAKHALLN OBLAST DUMA 

Mr Bharat Bhargava 
Project Director 
"Public Finance and Investment" 
Regional Investment htiative Program 
Booz Allen & Hamilton 

Dear Mr Bhargaval 

The Sakhalin Oblast Duma is hereby extending their profound gratitude for assistance 
and orgamzabon of the regional conference "Public finance and budget" and traimg 
provlded to the deputies and the staff of the Oblast Duma 

We are fully supportive of the topics extended to you by the Sakhalin Oblast 
Admirustration to be included m the short-term and long-term techcal  assistance 
programs In addition to the above topics we hereby propose the followng 

1 Development of the regional social norms and standards in cash and m hnd 
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 

wth  the account of recommendations made whle the short-term techca l  assistance 
4 Responsibility for the v~olations of the budget laws in the Russian Federation and 

abroad (Cornparatwe analysis and recommendations on enforcement of 
responsibility) 

Sincerely, 

B N Tretyak 
Charman of the Oblast Duma 
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Attachment 7 

SAKHALIN OBLAST ADMINISTRATION 

Mr Bharat Bhargava 
Project Director 
"Public Finance and Investment" 
Regional Investment Initiative Program 
Booz Allen & Hamlton 

Dear Mr Bhargaval 

The Admmstration of the Sakhalm oblast is hereby extendmg thelr profound gratitude 
for continumg assistance, orgamzahon of the regional conference "Public finance and 
budget" and tramng the staqff of the Admmstrat~on and the Sakhalm Oblast Duma 

Please, review the followng cooperation opportuIllties w h  the long-term techca l  
assistance framework 

Development of recomrnendahons for the RF Government and the State Duma on 
arranging for the tax and finance expenment to optlmize reciprocal cash-flow withn 
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 
enhties to implement these systems and mechamsms for the purpose of providing 
budget and finance self-sufficiency for the region 
Mappmg of the Sakhalm oblast production forces, the relevant mappmg of 
employment options and the program and optimzation of re-settlement, long-term 
budget p l m n g  for the purpose of these programs implementation 
Development of structural economic policy, stlrnulating 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 legislahve basis (with the analysis of the 
already adopted laws), infrastructure and orgmzational measures for attracting 
investment to the region, creahng real guarantees for investors, mobilizahon of the 
unused tangible and non-tangible assets avalable at the terntory of the oblast 
Development of the power-savmg program for the Sakhalin oblast 
Long-term budget projections of the Sakhalm oblast based on the donor enterpnses 
strategic development p l m n g  
Comparative analysis of the budget system and economc policy of the Sakhalin 
oblast and the State of Alaska 
Development of the methodology for the mu~llcipalities budget p l m g  and analysis 
in the Sakhalm oblast with the account of specific mmcipalities perspective (lack of 
perspective) 
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10 Development of cntena for the defmtion of investment and social pnorlties m the 
structure of capital budget and implementation of vmous state-supported programs 

Dear Mr Bhargaval I am aware that the submitted list is extensive enough, yet it should 
be viewed as no more than a subject for discussion of possible cooperation opportumties 
w t h n  the long-term techcal  assistance framework 

Sincerely, 

I P Farkhutdmov, 
Governor 
Sakhalm Oblast 
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Attachment 8 

Sakhahn Oblast Administration 

DEPARTMENT OF FINANCE 

Mr Bharat Bhargava 
Project Director 
"Public F~nance and Investment" 
Regional Investment Imtiative Program 
Booz Allen & Hamilton 

Dear Mr Bhargaval 

We hereby request that you consider the perspective for cooperation withn a long-term 
techcal  assistance program on the issue of validation, with regards to the perspective 
amending the federal legislation, in part of the inter-government relations with the aim of 
reducing the reciprocal cash-flow 

N M Novikova 
Director of the Department 
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Attachment 9 

Mr Bharat Bhargava 
Project Director 
Booz Allen & Hamlton 

Dear Mr Bhargaval 

The City Assembly and the Admlrustration of the city of Yuzhno-Sakhalmsk is hereby 
extendmg their profound gratitude for assistance and orgamzation of the regional 
conference "Public finance and budget" to facilitate our mutually beneficial cooperahon 

Trailung provided to the city adrmrnstration officials allowed for a better understanding 
of certam aspects of the two levels of government, development of the cntena for 
identificahon of the regional pnonties of the spendmg part of vmous budget levels, the 
need for a long-term city budget projections wth the account of strategic perspective of 
major budget-forrmng enterprrses 

We are fully supportwe of the topics extended to you by the Yuzhno-Sakhalmsk 
Admrnstration to be included in the long term techtllcal assistance program In addition 
to the above topics we hereby propose the following 

1 Analysis of the "city of Yuzhno-Sakhalmsk" municipality budget execution and the 
off-budget fund for 1998- 1999 

2 Analysis of the draft mutllcipal budget and the draft off-budget fund for the year 2000 
wth  the account of recommendations made in the course of the short-term techca l  
assistance 

3 Inter-government relations of the federation, the federation subject and the 
mutllcipality in the Russian Federation and abroad (Comparative analysis and 
recommendations to overcome the inter-government relations cnsis) 

Sincerely, 

S N Belova 
Charman 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 pol~cy and the oblast budget format~on methodology for 1999 

1 The 1999 budget pol~cy concept 

I The major objectzves of the Sakhalzn oblast admznzstratron zn the budget polzcy 
sphere rn 1999 

- stabilization of economy and the finance and budget sphere, msuntsunmg and 
development of the existmg econormc potential of the Sakhalin oblast, 

- providing social protection to the citizens mostly in the need of such protection 

2 Ways of zmplementatron of the set up tasks 

Implementation of the tax reform based on the adopted Tax Code providing for the 
s~mplification of the tax legislation, decrease of the tax burden on the producers, 
stmulating 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 admirustration interaction with all fiscal bodies 

Secmng targeted soc~al support 
Improvement of the mter-government relations mechmsm in the Sakhalin oblast on the 
basis of combimg of the pmciples of centralization and de-centralization between the 
budget process participants 

a) a common approach to mwcipalities' budgets forecasting stimulatmg the local 
authorities to Increase own revenue, 

b) f a r  distribution of federal funds between the munmpalities in the need for 
financial support on the basis of mfied for the oblast approved generalized 
mdicators 

Improvement of the budget spendmg structure wth the account of the actual availability 
of the resources m the budget, decrease of the budget receivers number, restnctmg 
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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 establishmg tough control over 
the targeted use of the oblast budget funds directed to orgamzations and msbtutions 

Stabilization of the tmff level m the power generation sector 

Consolidation of funds allocated from the budget for capital investment for the 
completion of construction scheduled for the start-up m 1999, as well as the nearly 
fmshed facilities (above 70% readiness) and stable work rates 

I1 The oblast budget formation methodology and procedure for the distribution of 
the mu~llcipalities financial support fund for 1999 

The mu~llcipalities financial support fund shall be set up withm the oblast budget 

The source for the fund formation shall be the allocations from the transfer received from 
the federal fund for the financial support of the Russian Federabon subjects (generated 
from allocations from the total amount of the tax revenue received in the federal budget 
wth  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 

Estmates of the mmcipalities 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% wth  the account of the actual revenue dynarmcs for the 8 months of 
1998, the 1998-1 999 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 wth  the change of the tax laws 

1 The budget revenue base shall be less the amounts of 
- transporttax, 
- 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 in the Russian Federation", to be cancelled m 
connection wth  the mtroduction of the sales tax mcluding 
tax on the construction of the production purpose facilities in the resort areas, 
the nght of trade charge, 
tax on re-sale of motor vehicles, computer hardware and PCs, 
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charge on pet dog owners, 
license fees for the nght to trade liquors, 
license fees for the nght of arranging local auct~ons or lotteries, 
charge for the issuance of the apartment cert~ficate, 
parlung charge, 
charge for the local heraldry use, 
charge for participation in the horse races, 
charge for para-mutual wumngs, 
charge on persons part~cipating in horse-race betting, 
charge on stock-exchange deals wth  the exception of transactions stipulated 
by the legal acts on taxation of the transactions vvlth securities, 
charge for the nght of cinema and video shooting, 
charge for the clemng of the populated areas, 
charge for the openmg of a gambling busmess 

2 Revenue base of the budget shall increase by the amounts of 

- rela1 sales tax, 
- water use tax, 
- entering mto the oblast budget of license fees charged by the 
Sakhtransmspectorate and Gosseltekhnadzor (Agncultural techca l  
supervision authonty) 

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 indiv~dual income tax - loo%, 
- of exclses on alcohol, vodka and liquors produced in the Russ~an 

Federation - 50%, 
- of exclses on other Russian manufactured goods subject to exclse - 

1 OO%, 
- of the tax on hard currency purchases - 40%, 
- of the water use tax - 60% 

Payments for the use of natural resources shall be included in the revenue 
estimates according to the normatives established by the laws of the Russian Federation 
Also estimated as revenue shall be allocations for the replemshrnent of the rmneral 
resources base wth  regards to the common mmerals for financ~ng the geological 
prospectmg and explorat~on 

Spendmg 

The oblast budget spendmg amount shall be distnbuted between the major 
sechons based on the proportion that has formed dunng the two previous years with the 
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account of the total revenue Increase Withn the sectlon spending shall be divided 
between the munrcipalities based on the estimates made with the generalized indicators 
agreed wth  the cities and districts and the reporting data of the Sakhalm oblast state 
statistics committee 

[TABLES - deleted in English version] 

At the financial support fund allocations municipalities shall be grouped on the 
account of not only their geographcal position but also the factors that impact the budget 
revenue and spending most 

All munrcipalities shall be divided into 3 groups 
The first two shall include muIucipalities located at the K m l  islands, the 

Oklunsky and the Nogllksky dishcts with the account of the following factors 

the Far Northern status of the districts and ths  connection hgher as compared to 
the other munrcipalihes demand for the budget spending due to the legally established 
"northern" payroll benefits, 

longer heating season due to the cllmatic conditions 

The first group shall enclose munrcipalities located at the K m l  islands because of 
the total lack of own energy generation m t h n  ths  area, remoteness from the central 
areas of the oblast wth  non-existence of the radway or automobile connections and the 
lack of centralized power supplles 

The second group shall ~nclude the muIucipalities, the Oklunsky and the 
Nogliksky districts wth lugher, as compared to other munrcipalities, budget revenue 
(manly from natural resources) and hgher budget spending demands due to the low 
population density 

The h d  group shall include all the muIucipalities not included into the first two 
groups 

On each spending sections the resources shall be dishbuted pro rata to the 
generalized indicators and coefficients for the first group of mmcipalities - 1,8, for the 
second group - 1,2 and for the h d  - 1 

Included in the scope of eshmates on munrcipalities the following spending shall 
be included 

Those connected with the execution by the local self-government bodes 
of the government authonty - for the mplementahon of Federal laws 
w t h n  the resources limits allocated for these purposes in the federal 
budget, 
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Allocations m compensation of spending effected under the laws of the 
Sakhalin oblast, 

A porhon of the delayed receivables as of 1 01 98 havmg occurred as the 
result of mcomplete execution of the revenue part of the mmcipalities' 
budget adjusted for the amount of the arrears to the local budget 

DECREE 
OF THE SAKHALIN OBLAST GOVERNOR 

On amending the decree of the oblast governor of 02 10 98, No 382 

In connection wth  adjustment of the federal budget mdicators and the change in specific 
normatives of the oblast budget revenue formation I DECREE 

To amend the Budget policy concept and the Methodology for the 1999 oblast budget 
formation approved by the decree of the oblast governor bof 02 10 98, No 382 "On 
approving the Budget policy concept and the Methodology for the 1999 oblast budget 
formahon" by changmg the language of the "Revenue" section as attached 

I P Malakhov 
Flrst vice governor 
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Approved by the decree of the governor 
29 01 99mNo 33 

Amendments 
To the Budget policy concept and the Methodology of the 1999 oblast budget formation 

Revenue 

Estmates of the mmcipalities budget revenue shall be made based on the 1997 budget 
revenue execubon wth the account of revenue as of the last reporting date adjusted for 
the accrual of the arrears by specific types of taxes at the average of 20%, as well as the 
amounts of tax exemptions granted to the local self-government bodies 

The 1997 budget revenue execution wth the account of revenue as of the last reporting 
date shall be converted into the 1999 conditions based on the changes connected wth  the 
change of the tax laws 

1 The budget revenue base shall be less the amounts of 
- transporttax, 
- charge for the needs of educational insbtutions, 

a porhon of local taxes and charges established by article 21 of the law "On 
the basics of the tax system in the Russian Federation", to be cancelled in 
connection wth  the introduction of the sales tax 

2 Revenue base of the budget shall mcrease by the amounts of 

- retail sales tax, 
- water use tax, 
- entermg mto the oblast budget of license fees charged by the 
Sakhtransmspectorate and Gosseltekhnadzor (Apcultural techca l  
supervision authority) 

The normatives for the federal taxes allocations mto the oblast budget shall be 
esbmated as follows 

- of the value added tax - 25% of the tax amount to be entered into the 
budget system of the oblast in the first quarter of 1999 and 15% of the 
tax amount to be entered in the oblast budget system fiom Apnl 1, 
1999, 

- of the corporate profit tax at the rate of 19%, 
- of the individual income tax - in the amount determined by the federal 

legislation, 
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- of excises on alcohol, vodka and liquors produced m the Russian 
Federation - 50%, 

- of excises on other Russian manufactured goods subject to excise - 
1 OO%, 

- of the tax on hard currency purchases - 40%, 
- of the water use tax - 60% 

Payments for the use of natural resources shall be Included in the revenue 
estimates accordmg to the normatives established by the laws of the Russian Federation 
Also estmated as revenue shall be allocations for the replemshment of the mmeral 
resources base ulth regards to the common rmnerals for financing the geological 
prospectmg and exploration 
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FUTURE TECHNICAL ASSISTANCE 

RECOMMENDATIONS FOR SAMARA 

The imtial list of recommendations for future techmcal assistance was developed at the 
conference held in Samara m February, 1999 In April, 1999, three additional requests were 
added The Department of Economy requested a project that would encourage Investment in 
residen~al construction and a project that would lead to investment of pnvate capital in the 
provision of communal services such as housmg maintenance and utility operations The 
Department of Finance requested a project to establish a treasury function in the Oblast 

The short term techcal  assistance team developed drafts of the project descriptions and other 
information included in the attached forms based on meetings with Oblast officials These were 
then reviewed with officials and revised to reflect their intentions for potential aid The officials 
who reviewed the documents mcluded those in the Investment Resource, Capital Construction 
and Investment Projects w t s  of the Department of Economics as well as the first deputy director 
of that department The Vice Governor, who 1s head of the Department of Economics, Mr 
Gabibula Khasaev, also reviewed the list, met wth the team of BAH consultants and confirmed 
the pnonties The deputy head of the consolidated budget &vision was appointed by the vice 
governor responsible for finance to co-ordmate the Finance Department's review of the projects 

Mr Khasaev aptly summed up their objective in seelung M e r  techca l  assistance when he 
said that they wanted "to put their intellectual potential into practice " They would like techcal  
assistance to focus on practical approaches to improving the socio-economc conditions in the 
Oblast Samara is emerging as a leader in implementing innovative approaches to economic 
planrung but is constramed by a lack of resources and a lack of exposure to approaches employed 
in other countries 

The first pnonty of the Department of Economy is to develop an information and analysis 
system that w11 provide access to the basic data needed for economic and financial planrung, and 
include forecastmg and analytical tools The objective is to have ths  data shared between a 
number of departments w t h  the Oblast, includmg local and regional adrmmstrations In 
addition to providing basic data needed for p l m n g ,  it wl l  help ensure consistency in planmng 
between departments w i k  the Oblast admmstrahon as well as between the Oblast and other 
adrninlstrations The analytical tools wl l  build on the work that the department is doing now 
The first stage of thls project wl l  be cnQcal as the work must be focused if it is to produce 
results wthm a reasonable budget 

Development of the information and analysis system is the second pnonty of the Finance 
Department Their first pnonty is the development of a treasury system that w11 enable them to 
exercise better control over the Oblast funds, mcrease mvestment lncome and reduce borrowng 
costs 

The followng three projects were ranked second, tlurd and fourth by the Department of 
Economy but they indicated a much stronger preference for them than the remaimg projects In 
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other words, there is a gap between these and the projects ranked fifth and lower There is a 
strong tre between these projects and they logically build on each other 

Capital Budget and Investment Specialist T r m g  
Local Economic Development and Employment Imbative 
Develop Economic and Fmancial Strategic Plan 

The concept of treatmg these projects as a group and giving them a hgh pnonty reflects the 
pnonty given to economic development by the Oblast and their recoption that they need some 
assistance in developing a program to attract investors and m lrnprovmg thelr analytical slulls in 
evaluating potential projects It would be more effective to consider all of these tasks as one 
project rather than as four separate projects If funding is not available to completely do all of 
them, it would be better to scale each one back as each would be more effective if at least some 
of the others were carried out In particular, the Oblast's desire to put data collection and 
analysis ahead of other trsulllng could lead to cons~derable wasted effort as there must be a sharp 
focus to t h ~ s  effort Because of their lack of exposure to economic development programs in 
other countries, the Oblast officials may not fully appreciate how much they can learn from the 
proposed programs In addition, as wth most programs, more benefit wl1 come from the early 
stages than from the later stages so it would be better to do some of each of these four than to do 
one or two and ignore the others 

The differences in pnonties between the Econormcs and Finance departments reflects the 
differences in their responsibilities It is interesting, however, that both give a high pnonty to 
develop of the information and analysis system and to the trainmg of specialists The type of 
traimng that they are interested m is detaded, practical trainmg It would be best set up as a 
senes of short traimng sessions as they w11 appeal to different groups of specialists Even 
though the Department of Economy gives a low pnonty to the treasury system, it should receive 
senous consideration as a relatrvely small expenditure could produce substantial control and 
financial returns The Department of Economy sad  that their ratmg of these finance specific 
projects did not reflect thelr opmon about the importance of the projects to the Oblast but, 
rather, their own perspective However, it should not rank ahead of supporting efforts to 
stimulate economic development as these have the potential for a much higher return 

It is important to note that many of the projects depend on the purchase of computers and related 
hardware The Oblast has earnestly requested that the techmcal assistance include relatively 
small amounts of money for the purchase of equpment urgently needed to implement the 
program With the current tight budget situation, it is difficult to get money allocated for these 
purchases Th~s  is in part due to the fact that many people are not aware of the full analyt~cal 
benefits that computenzation can provide Once the i~utial systems are m place, however, it 
should be possible to demonstrate their value and secure support for additional necessary 
purchases 

The program for Pnvate Investment in Communal Service Delivery is especially promismg as 
the Oblast officials have already reached a tentative agreement wth one of the local governments 
wth  a population of about 50,000 to try a concession management approach to m n g  their 
water company 
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There is overlap between some projects to allow for selection of smaller key components of 
larger projects or because more than one project requires the same activities In the latter case, 
selection of projects that contm the same elements will result in savmgs For instance, the 
development of output and outcome measures is a part of several projects Budget analysis is 
also included in several projects 

Given below is the pnority ranlung as agreed upon with the key officials for short term and long 
term future techrvcal assistance and tramng in Samara Oblast Please see attached schedules for 
specific descriptions of the projects 

Projects I Economy 

Local Economc Development and Employment Imtiative 
Pnor~ty 

3 

Capital Budget and Investment Specialist T r a m g  2 

Develop Economic and Financial Strategic Plan 4 

Develop Information and Analysis System 1 

Establish a Treasury System 17 

Develop Program for Pnvate Investment m Communal 
Service Delivery 

5 

Improve Asset Property Management 13 

Develop Property Tax Base Data System 12 

Develop Budget Indicators and Budget Momtomg 
Techques 
Assist in Multi-year Financial P l m n g  

9 

15 

Formalize Intra-regional Budgetary Relations 6 
I 

Revenue Analysis to Improve Collections, Fairness 

Improve Efficiency Through Better Expenditure Analysis 

8 

7 

Increase Accountability, Control, Transparency in the 
Budget Process 
Develop the Budget as a Policy Instrument 

Sector in Samara I 

10 

11 

Encourage Investment in Residential Construcbon 
Evaluate the Present and Potential Impact of the Public 

I 
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Attractmg Private Investment to the Samara Oblast 

Locabon Samara I Pr~onty Ranlung Combznatzon Project 
Project DescnphodScope 
In h s  letter to USAID, Mr G R Khasaev, Deputy Governor, Director of the Department on 
Economics of Samara Oblast identified the following five projects as priorities 

1 Creation of management information systems 
2 Professional trarung m the sphere of capital improvement 
3 Local economic development and creation of new jobs 
4 Estabhshmg strategic pnonties 
5 Experience in delegated management 

The ultimate objective of these individual projects is to increase the amount of pnvate 
investment in the Oblast An efficient way to orgaruze these projects would be to focus on the 
development of a strategic economc and financial plan as the final output The other four 
components would contribute to th s  effort and produce benefits in themselves 

The project would develop recommendations for improving the socio-economic situation m the 
Oblast by improving regional financial policy to promote economic development It would 
identifl the most sutable types of economic development and strategies for attractmg it In 
addition, it would develop 

+ recommendations for changes in adrmmstratwe practices to promote economc 
development 

+ measures of socio-economic costs and benefits of economic development 
+ ways of analyvng and estlrnating these costs and benefits 
+ 

It would also assess local population abilities and traimg needs and the existing local 
industnes' capacity for development It would provide tramng and recommendations based on 
these assessments 
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Desired Result/Impact 
1 A management information system containing key economic and financial data available to all 
governmental organizations working on the socio-economic development of the Oblast Selected data 
would also be available to the public 
2 A set of cornputerrzed analyt~cal tools that can be used to analyze the trends in the Oblast, plan 
economic development and analyze the costs and benefits of lnd~v~dual projects 
3 A staff trained in the use of these data and tools 
4 A staff knowledgeable in the techniques of attractlng private investment 
5 Top level management, leg~slators and the publlc aware of the general principles of socio- 
economic plannmg and attractmg mvestrnent 
6 New jobs m the Oblast at l~vlng wages created m mdustries where there is a net benefit to the 
Oblast takln; mto account all addit~onal costs 
7 An Gvestor friendly environment 
8 A realistic strategic plan for economlc development, supported by key partmpants with a process 
for reportmg on results and updatmg the plan 
9 A successful pilot project in privat~zmg the operations of a public utility to be used as an example 
for privatlzatlon of all, or part, of other publlc utllitles or communal service management 
10 A successful pdot project in the privatization of a governmental operation, such as the 
crematorium, that is better handled by the pnvate sector 
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Pro~ect Comuonents 

A full hme team leader m Samara responsible for organuing the 
work of the short term consultants and ensuring that the output of 
this work is of high qual~ty and usable by the Oblast A local 
Russian counterpart would be trained to continue the effort after the 
project ends 

1) Collect information on plannmg in the Oblast, including 
identification of key government and non-government groups 

11) Identify current practices and policies for attractmg investors 

111) Idenh& sources of data and begln preliminary collection 

IV) Carry out a survey of existing systems and software bemg used 
for funct~ons related to socio - economlc development 

v) Ident~fy the key participants Assess their current level of 
knowledge 

C Orpanlze Task Forces 

Organue task forces on key Issues Prepare mtroductory materlal 
explaining the basics of strategic plannmg and the strategic planmng 
process Provide training on strategic plannmg to people who make 
the strategic dec~sions, to those who prepare the staff work and to 
cit~zens who will participate in the process 

D Prov~de Tramln~ to all Parhci~ants ln the Process 

1) Plan and organue a tranmg program The 
trammg program should be organued in small, complete segments 
so that the courses can be targeted to the people most likely to 
benefit, including top management, legislators and the publlc It 1s 
likely that some participants will be involved ln several of the 
segments It should range from the introduction of general 
principles to the provision of very specialized analytical techniques 

11) Carry out tralnmg Conduct traming at several levels 
Trainlng should be very specialized It should include study tours as 
well as vislts by experts to Samara Oblast 

Durahon 

9 months 

2 

2 

1 

4 

Prof LOE 
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Cont 

Project Components 

E Develop a Data Management and Analvs~s Svstem 

Develop data management and analys~s alternatwes 
Develop alternative strategies for development of data 

management and analysis systems mcluding costs of computers and 
related hardware and identification of benefits from the alternatives 
Identify possible sources of donor contributions 

11) Collect in~tlal data and develop systems for keepmg data 
current Idenhfy data requirements Develop forms and 
strategies for data collection and keeping data current Carry out 
data collection 

111) Develop data management and analysls systems 
Based on the alternative selected by the Oblast develop 

systems, including an in depth survey of user requirements, 
software, manuals and trammg 

F Preuare Stratepic Plan for At t rachn~ Investment 

1) Prepare a draft plan for attractmg investment 
Prepare a draft plan and draft planning process working with 

task forces comprising citizens and administration officials 

11) Rev~ew plan Review the plan with the community and 
with key decision makers 

111) Modify Plan Modify the plan and planning process based 
on reviews and submit the final plan for adoption 

IV) Draft legwlahon and procedures Based on agreed 
recommendations, draft legislation and procedures to implement 
plan Train staff in use 

Prof LOE 
Expat 

7 2 

7 2 

36 0 

7 2 

3 6 

2 4 

2 4 
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Cont 

Prof LOE 
Project Components 
G Carrv Out a Pdot Prowam for Pr~vahzin~ Utlhhes 

1) Preparat~on IdentifL possible areas for pilot projects 
Obtain data on staffing, costs, services provided Identify areas of 
successful lrnplementat~on 
11) Prov~de trammg, recommendabons Prov~de trainmg on 
concepts, general procedures for contracting for services and 
managing contracts, potent~al possibilities for admmstrat~on staff 
Based on early rounds of traming, narrow the possib~lit~es and 
prepare m-depth recommendations, including cost estimates 
Finalize recommendations 
111) Prowde tralning to potent~al contractors Provide 
tralnmg to potential contractors, includ~ng current staff, on business 
organization, work order management, staff management and 
general procedures applicable to a small busmess 
IV) Prov~de tramng m managmg contracts for servlce 
dellvery Train administratwe staff m managing contracts, 
settmg pnonties, quality assurance 
v) Provlde draft procurement documents, draft leglslatlon 
and draft procedures Provide a package contaming drafts of all 
documentation necessary to implement the program Tram staff in 
its use 
Recrp~ents of TAJTramng 
The recipients would primanly be in the Department of Economics of the Oblast administrat~on but it 
would also include le&ators, top management, people from other organ~zations in the Oblast 
administration and the general publ~c 
Methods of Dellvery Foreign and Russian study tours Classroom Indwidual and group meetings 
Reports 

Known Issues and Prereauis~tes Resistance of current workers 

Booz Allen & Hamilton 
Samara Future Technical Assistance Schedules 

8 



USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Local Economlc Development and Employment Inltlatrve 

Locabon Samara ) Prionty Ranlung 1 
Project Descr~pbodScope Develop recommendations for improvmg the socio-economic s~tuation In 
the bblast by improving regional financial policy to promote ec6nomic development In addition, 
develop recommendations for changes in admrnistrative practices to promote economic development 
Develop measures of socio-economic costs and benefits of economic development and ways of 
analyzmg and estmatmg these costs and benefits Identify the most suitable types of economic 
development and strategies for attracting it Assess local population abilihes and traming needs Assess 
ex~sting local mndustrres' capacity for development 
Desrred Result/Impact Attracting investment, improving budgetary revenues, improvmg socio- 
economic conditions of the uo~ulation 

Expat 
2 4 

4 8 

2 4 

Project Components 
A Preparat~on Identify current practices, sources of data 
and potential for development 
B Make recommendabons Work with Oblast officials, 
cituens and potential investors to develop recommendations for 
action plan 
C Draft lemslahon and procedures Based on agreed 
recommendations, draft legislation and procedures to implement 
plan Tram staff in use 
Recipients of TAITrainmg 

Durat~on 
2 months 

4 

2 

Russian 
4 8 

9 6 

7 2 

~e&rtment of Economv. 0blast Administration. Local Duma 
d s 

Methods of Delivery Study visits in Russia and abroad Classroom Individual meetings 

Known Issues and Prerequ~sites Willingness of Oblast to Implement admmistrative changes 
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Cap~tal Budget and Investment Spec~al~st Tramng 

Locatlon Samara I Prionty Ranlong 2 
Project Descr~phodScope This project will provide for in-depth training of selected officials in the 
Oblast administration m investment analysis as well as capital budget preparation Traming will include 
methods for evaluatmg investment and social projects emphasizing lessons from practical experience It 
will include methods of attracting and worlung with potential investors as well as introduction of 
d~fferent methods of involving the investors and methods of evaluating thelr credit-worthiness 
Deslred ResultlImpact Improvement in the use of budget funds through the development of higher 
levels of professional expertise and unproved decis~on makmg Set of cr~teria for project selection based 
on budget effic~ency, soc~al unpact and financial return Determination of growth indicators for the 
region to be used in prioritu~ng and identifying capital projects Increased understandmg of budgeting 
and analysis techniques 

Prof LOE 
Project Components 
A Preparation Identlfy the key participants Assess their 
current level of knowledge and current practices Plan and organize 
training program 
B Carrv out tramng Conduct tra~ning at several levels 
Training should be very specialized It should be organized in small, 
complete segments so that the courses can be targeted to the people 
most likely to benefit It is likely that participants w~l l  be Involved 
in several of the segments 
Rec~plents of TA/Tramlng 
Department of Economy 

Capital Investment Unlt 
Investment Resources Unit 
Investment Projects Unit 

F~nance Department 

Durat~on 
1 months 

4 

Methods of Dellvery This will rely heavdy on class room training but will include study trips abroad 
Text books, other study mater~als and software should be distributed to participants Emphasis will be on 
~ractical exDerience 
Known Issues and Prerequlsltes Participants should be suffic~ently released from current duties to 
allow t ~ m e  for preparation and attendance ~ a & c ~ ~ a n t s  should demonstrate w~lhngness to adopt new 
approaches Participants should have access to computers 
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Develop Econom~c and F~nanc~al Strateg~c Plan 

Locat~on Samara I Pr~onty Ranlung 3 
Project Descnpt~onIScope This project would introduce the concepts of financial and economlc 
strategic plannmg, develop a process for strategic plann~ng and produce the first strategic plan for setting 
governmental prlorlties as they apply to fiscal issues and reform of procedures and legislation that affect 
the budget and socio- economic development of the Oblast 

Des~red Resultflmpact A process for preparing, revising and implementing financ~al and economic 
strategic plannmg that has the support of the key governmental oficials and the public Th~s  would 
include c&ia aid procedures f& carrying out~long term planning taking into account changing socio- 
economic conditions Production of a strategic plan with wide d~stribution and a mechanism for 
reporting on results and systematically updatmg it This will contribute to the mechan~sm to provide for 
sustainable economic develo~ment 

Project Components 
A Preuarat~on Collect information on planrung in the 
Oblast, includmg identification of key government and non- 
government groups 
B Organize Organlze task forces on key issues Prepare 
introductory material explainmg the basics of strategic planning and 
the strategic planning process Provide training to people who make 
the strategic decisions, to those who prepare the staff work and to 
citizens who will partmpate m the process 
C Prevare draft vlan Prepare a draft plan and draft 
planning process working with task forces comprising citizens and 
administration officials 
D Rev~ew ulan Review the plan with the community and 
with key decision makers 
E Modlfir Plan Modify the plan and planning process based 
on reviews and submit the final plan for adoption 

Rec~p~ents of TA/Traimng 
Department of Economy 
Finance Department 

Durat~on 
1 months 

1 5  

3 

1 5  

2 

Prof LOE 
Expat 
1 2  

3 6 

7 2 

3 6 

2 4 

Russian 
4 8 

7 2 

14 4 

7 2 

3 6 

Methods of ~e1lver-y Study tour to St Petersburg and abroad Meetings Reports Mass med~a 
presentations Internet development 

Known Issues and Prerequmtes Commitment on part of government and admtnistration to take 
an active part m the process 
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Develop Informat~on and Analys~s System 

Locat~on Samara I Pr~onty Ranhng 4 
Project DescnpbodScope This project would provide systems design, software, training and 
implementation assistance for the development of automated systems m the areas of economic 
development and financial management 
Des~red Resulflmpact Providing data for economic and social analysis Improved administration of all 
financial and economic planning functions Improved communication between departments This will 
enhance decision making and control, especially with respect to urgent management and financial 
decisions 

Project Components 
A Survey exlstmg systems and hardware Carry out a 
complete survey of existmg systems and software being used for 
financial management functions 
B Develop alternatwes Develop alternative levels of 
systems development and alternative strategies Particular attention 
should be paid to costs of computers and related hardware and 
identification of benefits from the alternatives 
C Collect m~bal data and develop svstems for k e e p ~ n ~  data 
current Develop forms and strategies for data collection and 
keepmg data current Carry out data collection 
C Develop svstems Based on alternative selected by the 
Oblast develop systems, including m depth survey of user 
requirements , software, manuals and traming 

Rec~p~ents of TAtTrammg 
Department of Economy 

UNDER 
REVIEW 

Prof LOE 
Expat 
UNDER 
REVIEW 

UNDER 
REVIEW 

Finance De~artment - 

Methods of Dellvery Classroom training On the job training Visits to Russian and foreign citles 

Known Issues and Prereou~s~tes Abilitv of Oblast to finance necessary hardware 
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Establ~sh a Treasury System 

Location Samara I Prlonty Ranlung 5 
Project Descnphon/Scope Provide information necessary to establish a treasury system m the Oblast 
Provide software. traming; and vrocedures manuals 
Desired Resultnmpact Improved control over funds Increases m investment earnings Better 
management of accounts payable 

B Training Train administration officials in principles 1 2 

Project Components 
A Preparation Collect data on financial operations of 
Oblast Ident~fy comparable experiences ~n Russia and abroad 

Agree on implementation plan I 

Duration 
2 months 

legislation and procedures necessary to implement the program 
Recipients of TAtTralnlng 

- 
C ~vstem development and ~mplementahon Develop 
software, manuals and provide trainmg 
D Draft lemslahon and mocedures Draft any 

Prof LOE 

4 

2 

Expat 
2 4 

2 4 

4 8 

2 4 

Department of Finance 
Methods of Dellvery Study trips in Russia and abroad Classroom Individual and group meetings 

Known Issues and Prereau~s~tes Need for Oblast to procure necessary hardware 
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Develop Program for Pr~vate Investment In Communal Serv~ce Dellvery 

Locabon Samara I Pr~onty Ranlung 6 
Project Descnpbon/Scope Pilot project to test concepts of contracting for management services m the 

I areas of housing and communal s e r v k i  and for testing concepts of attracting private mvestments or 
I loans to communal servlces Review Russian and foreign experience Develop legislative basls, tender 

documents, procedures for contract award and admlnistration 
Deslred Resultnmpact Reduction of expenditures Increase in local pnvate businesses Experience to 
be used in lmproving public services 

I 
Project Components 
A Preparat~on Identlfy possible areas for pilot projects 

Obtain data on staffing, costs, services provided Identify areas 
of successful implementation 

B Provlde tramn~,  recommendabons Provide trainmg on 
concepts, general procedures for contracting for services and 
managing contracts, potential possibilities for administration staff 
Based on early rounds of training, narrow the possibilities and 
prepare in-depth recommendations, including cost estimates 
Fmalize recommendations 
C Provlde tramng to potenbal contractors Provide 
training to potential contractors, mcluding current staff, on business 
organization, work order management, staff management and 
general procedures applicable to a small busmess 
D Provlde tralnmg m managlnp contracts for semce 
dellverv Train administrative staff in managmg contracts, 
setting priorities, quallty assurance 
E Prov~de draft procurement documents, draft le~alahon 
and draft procedures Provlde a package conta~ning drafts of all 

I documentation necessary to implement the program Train staff in 
its use I 
Rec~p~ents of TA/Tra~nmg 

I Department of Economy 
I Capital Investment Umt 

Duratlon 
2 months 

4 

1 

1 

3 

Expat 
2 4 

9 6 

1 2  

1 2  

7 2 

Department of Construction and Architecture 
Methods of Dellvery Foreign and Russian study tours Classroom Individual and group meetlngs 

Prof 

Known Issues and Prerequlsrtes Resistance of current workers 

LOE 
Russlan 
4 8 

- 

Booz Allen & Hamilton 
Samara Future Technical Assistance Schedules 

14 



USAIDIMoscow Reglonal Publlc Finance Investment Project 
Final Report 

Improve Asset Property Management 

Locat~on Samara ( Pr~on ty  Ranlung 7 
Project Descr~pt~onIScope Develop inventory of Oblast assets and system for keeping the inventory 
current Develop recommendations on how to lrnprove the efficiency of property management including 
security, leasing, mamtenance and privatlzatlon Development of recommendations on maxlmizmg profit 
whlle meetmg social goals - - 
Des~red Result/Impact Increased revenues and more effective expenditures Improvements in 
accountme for mo&rtv owned bv Oblast 

Project Components 
A Preparabon Develop format for data gathermg and train 
Oblast officials in its use 
B Analvs~s of data and recommendatxons Analyze 
the data gathered by the Oblast and recommend system, 
C Develop and implement system Based on 
agreement with Oblast, develop and implement the system including 
software, procedures and training 
Rec~p~ents  of TAITram~ng 

Duraaon 
1 months 

Prof LOE 
Expat 
1 2  

2 4 

3 6 

- 
~ e ~ & e n t  of Economy 

Capltal Investment Untt 
De~artment of Construction and Architecture 
Methods of Dellvery Classroom, individual meetmgs, reports 

Known Issues and Prerequmtes This w~l l  require significant effort on the part of the Oblast to 
identify and provide base data on its property Oblast will need to procure computers and related 
hardware 
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Develop Property Tax Base Data System 

Locat~on Samara ( Pr~onty Ranhng 8 
Project Descnpt~on/Scope Develop data base for property tax administration for individuals and legal 
enttt~es T h ~ s  wtll lnclude design of data bases, software, tratnmg and lntt~al data entry for taxpayers 
register and cadasters It will also include procedures for keeping registers current and sharing 
information with interested parties 
Des~red Resultnmpact Improvement of property tax collections and improvement of payment 
discipline The development of t h ~ s  system will also lrnprove the operation of the private property 
market 

Project Components 
A Preparahon Identify organizations involved Rev~ew 
current procedures Define des~red output Idenbfy sources and 
characteristics of data 
B Prepare svstems d e s m  Work with users to agree 
on systems design 
C Des~gn and implement systems Design and 
implement systems including software development, manuals and 

- 
~ i n a k e  Department 
Department of Economy 

Financ~al Resources Unit 
Investment Complex 

Property Management Department 
Land Committee 

Durat~on 
2 months 

3 

5 

Pro 
Expat 
2 4 

7 2 

12 0 

LOE 
Russ~an 
48 

Methods of Dellvery Study tours in Russia and abroad Classroom trainmg Individual and group 
meetings 

Known Issues and Prerequ~s~tes Ability of Oblast to purchase hardware 
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Develop Budget Ind~cators and Budget Momtoring Techniques 

Locat~on Samara / Prlor~ty Ranlung 9 
Project DescnpbodScope Develop and introduce budget performance indicators Indicators will 
mclude efficiency, output and outcome measures The goal is to have measures that are Strateg~c, 
Measurable, Attainable, Rellable and Tune- based Measures will include socio-economic rmpacts as 
well as physical results Develop a system of budget monitoring to increase the possibility of effective 
use of budget funds 
Des~red Resultnmpact Improved budget performance efficiency and accountability for both revenue 
and expenditures Improvement in the environment for investments and in citizens' understanding of the 
governmental functions and trust in government operations 

Project Components 
A Analvze current sltuabon Collect information on current 
budget activities, including objectives of activities financed 
B Recommend measures Recommend measures that are 
strategic, measurable, attainable, reliable and time-based Staff and 
citizen groups should be consulted in the development of the 
measures Provide methods of data collection and lnitial 
calculat~ons 
C Provide tra~ning Provide training to all levels of the 
administration and the government and to citizens' groups to 
increase understanding of the meaning and use of the monitoring 
indicators Several levels of training should be provided depending 
on the target audience 
Reclplents of TAtTramng 

Durahon 
2 months 

4 

2 

Prof LOE 
Expat Russ~an FjF 

~ r ~ m a r i l ~  Finance ~ e ~ a r t m e n t  but other units of the administration will have to be tramed to Implement 
the program, including developing meaningful indicators 
Methods of Dellvery Classroom, individual and group meetmgs, reports and manuals 
Known Issues and Prerequ~s~tes Willingness of staff in administration to participate 
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Develop Property Tax Base Data System 

Location Samara I Prior~ty Ranlung 10 
Project Descnpbon/Scope Develop data base for property tax administration for ~ndiv~duals and legal 
entities This will ~nclude design of data bases, software, trainmg and initial data entry for taxpayers 
register and cadasters It will also include procedures for keeping registers current and sharing 
information with interested parties 
Desired Result/Impact Improvement of property tax collections and lrnprovement of payment 
discipline The development of this system will also improve the operation of the pnvate property 
market 

Project Components 
A Pre~aration Identify organizations involved Review 
current procedures Define desired output Identify sources and 
characteristics of data 
B Prepare systems desi~n Work with users to agree 
on systems design 
C Deswn and implement systems Design and 
implement systems including software development, manuals and 
training 
Rec~pients of TA/Traming 

Duration 
2 month 

Pro 
Expat 
2 4 

7 2 

12 0 

LOE 
Russ~an 
48 

Finance Department 
Methods of Delivery Study tours m Russia and abroad Classroom training Individual and group 
meetings 

Known Issues and Prerequis~tes Ability of Oblast to purchase hardware 
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Formahze Intra-reglonal Budgetary Relations 

Locatxon Samara / Prlonty Ranlung 11 
Project DescnpbonlScope This project would develop a formal procedure for distributing revenue 
and expenditures between the Oblast and local budgets This project would first seek broad agreement on 
the underlying principles and then draft legislation and procedures as requlred for consideration by the 
appropriate bodies 
Deslred Result/Impact The result would be a predictable, fair, stable system of revenue and 
expenditure distribution based on criterion in legislation and procedures Local and Oblast officials 
would be able to base their budgets on known factors Transfers would be based on a logical 
methodology 

Project Components 
A Preparahon Review existing Russian legislation and 
actual prachces in the Oblast over the past two years Translate key 
documents, includmg budgets, mto English Prepare description of 
current processes and results Identify key participants m the 
process 
B Descnbe alternatwes Prepare a report that presents 
alternatives for discuss~on, including estlrnates of financial Impacts 
C Organ~ze and hold dlscuss~ons Prepare materials, 
organize discussions m a vmety of formats - large groups, small 
groups, individual meetmgs 
D Preuare recommendat~ons Based on discussions, 
prepare recommendations for changes Discuss with responsible 
Oblast, local officials 
E Draft le~alahon, procedures Based on decisions by 
Oblast, local officials, draft legislation, procedures 

Rec~p~ents of TA/Trainmg 
Finance Department 
Department of Economy 

Financial Resources Urut 

Durat~on 
1 month 

2 

2 

1 

1 

Prof LOE 
Expat 
1 2  

2 4 

2 4 

1 2  

1 2  

Methods of Dellvery On the job training, meetings, production of reports 

Known Issues and Prerequlsltes Political will to reduce flexibility 
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Revenue Analysis to Improve Collections, Fairness 

Location Samara I Prlonty Ranlung 12 
Project Descnpbon/Scope Analyze the Oblast tax legislation, tax potential, tax collection practices 
including auditing and controls, potential sources of non-tax revenues, monitoring the results of tax 
collections, especially new taxes Develop procedures and methods for forecasting revenue Provide 
recommendahons for changes in procedures for tax processing The analysis will evaluate the tax system 
for equity, relation to federal taxes and capability of meeting socio-economic development objectives 
Desired ResultDmpact The results should be increased tax revenue, increased equity in the 
administration of taxes, a better understanding of forecastmg methods and improved forecasts It should 
also Identify opportumties for new sources of revenue 

Prof LOE 
Project Components 
A Analvze current s~tuabon Collect information on 
current practices and legislation Analyze effectiveness, mpacts 
B Prepare recommendat~ons for improvements 
Recommend improvements in legislation and practices Develop 
recommendations m close co-operation with the administration and 
the government 
C Develop draft legislation and procedures Prepare 
draft legislation and procedures based on accepted recommendations 

Recipients of TA/Training 
Finance Department 
Department of Economy 

Fmancial Resources Umt 

Duratlon 
3 months 

Russian 
10 8 

7 2 

9 6 

Expat 
7 2 

Methods of Delivery Study tours within Russia and abroad Intensive meetings with officials 
Classroom roundtable discussions 
Known Issues and Prerequisites Ability of local officials to spend tune Availability of data for 
analysis Ability of Oblast to finance equipment necessary to unplement recommendations 
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Improve Efficiency Through Better Expenditure Analysls 

Locatlon Samara I Pnonty Ranlung 13 
Project Descnpbon/Scope Introduce methods of analysis of expenditures to promote efficiency in the 
use of funds Th~s  will include both methods of analysis of current expenditures and methods for 
forecastmg future expenditures It will also include development of measures for efficiency and output 
and the development of minunal social norms 

Deslred Result/Impact A system of expendlture analysis and forecastmg that becomes part of the 
regular operating of all departments in the government A system of efficient; and output 
measures that will allow the public, administrators and the legislators to monitor performance Methods 
of forecasting expenditures that identify key variables A cadre of officials trained in the use and 
development of expenditure analysis and forecasting methods Optimization of budget expenditures that 
should free funds for vitally important projects in the Oblast and may result in the reduction of 
expenditures or increases in revenues in the future 

Project Components 
A Analyze current s~tuabon Collect iformation on 
current staffig, practices and legislation 
B Recommend improvements m expend~ture analys~s and 
forecastmg Analyze the effectiveness of current methods 
Identify additional methods Identify staff for training Provide 
training 
C Develor, efiic~encv and output measures 

Recommend measures that are strategic, measurable, 
attainable, reliable and tune-based Staff and citizen groups should 
be consulted in the development of the measures Provide methods 
of data collection and inibal calculations 
C Prepare necessary draft l e~a la t~on  and procedures 

Recommend improvements in legislation and procedures 
Develop recommendations in close co-operation with the 
administration and the government Prepare draft legislation and 
procedures based on accepted recommendations 

Reclplents of TAiTra~nlng 
Finance Department 
Department of Economy 

Financial Resources Umt 

Duratlon 
2 months 

1 

2 

1 

Prof LOE 

Methods of Dellvery Classroom, reports, individual meetmgs 
Known Issues and Prerequlsltes Willingness of participants to adopt new methods Willingness of 
administration to im~lement efficiencv imurovements and measures 

Booz Allen & Hamilton 
Samara Future Technical Assistance Schedules 

21 



USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Increase Accountability, Control, Transparency in the Budget Process 

Location Samara I Priority Ranlung 14 
Project DescriphodScope Develop procedures for budget preparation, approval and execution with 
opportunities for cltlzen participation Develop recommendat~ons concernmg public hearings, newspaper 
publications, television and other mass media presentations to keep people Informed about the budget and 
solicit their opinions Develop a system to provide opportunities for citizen participation with interested 
groups and NGOS 

Deslred Result/Impact Development of mutual trust and cooperation between government and 
c~tizens Improved budget performance Budget responsive to public desues Improved role of public in 
budget monitoring Reduction of Improper use of government funds 

Project Components 
A Pre~arahon Document current budget preparation 
practices, formats 
B Develop recommendat~ons Work with administration 
staff and citizen groups to agree on process 
C Draft procedures and lepislat~on Draft any 
procedures and legislation necessary to mplement the agreed 
recommendations 
Recipients of TA/Trainmg 
Finance Department 

Durahon 
1 month 

3 

2 

Prof LOE 
Expat Russlan qF 

Methods of Dellvery Classroom, individual and group meetings, written reports 

Known Issues and Prerequisites Commitment of all parties to a constructive dialogue 
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Develop the Budget as a Policy Instrument 

Locatlon Sarnara I Prionty Ranlung 15 
Project Descnphon/Scope This project would develop a process for developing the budget as a 
policy rnstrument takmg citizens' interests into account It would demonstrate how the budget's 
expenditure and revenue decis~ons can be used to further the soclo-economic development of the region 
It would emphasize medium and long term planning, communication, participation by all rnterested 
~art ies  and evaluation of trends 
Des~red Result/Irnpact Improvement of local tax and expenditure leg~slat~on, establishment of an 
atmosphere of cooperation i d  trust between citizens and the government and increased attention to 
realistic long term fiscal planning Improved political awareness of the population 

Project Components 
A Preparation Collect information on the budgets and 
soclo-economic conditions of the region for the past two years and 
document the budget process Translate key documents into English 
B Develop Alternahves Prepare a report that presents 
alternatives for discussion, lncluding estimates of socio-economic 
impacts of various types of budget decisions 
C Orpanlze and hold discuss~ons Prepare materials, 
orgamze discussions m a variety of formats - large groups, small 
groups, individual meetrngs 
D Prepare recomrnendat~ons Based on discussions, 
prepare recommendahons for changes Discuss with responsible 
Oblast, local oficlals 
E Draft leplslatxon, procedures Based on decisions by 
Oblast, local oficials, draft legislation, procedures 

Reclplents of TAITrammg 
Finance Department 
Department of Economy 

Financial Resources Umt 

Durahon 
2 months 

1 

3 

2 

2 

Expat 
2 4 

2 4 

3 6 

2 4 

2 4 

Methods of Dellvery Meehngs, written reports 

Known Issues and Prerequisites Political willrngness to open the budget process 
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Encourage Investment In Resldentlal Constructlon 

Locatlon Samara I Pnonty Ranlung 16 
Project DescnphonIScope Trainlng oficlals in new methods of encourag~ng mvestment in resldent~al 
construct~on (mortgage, housing loans, site plannmg, codes, administratwe procedures) Reviewmg 
Oblast leg~slation and procedures affectmg residential construction to identify ways of modifjmg it to 
st~mulate development This will mclude methods of property disposition, budding codes and other 
factors Identifjmg areas most attractive for development and assisting the Oblast adminlstratlon in 
preparing plans for development 
Deslred Result/Impact Increased tax base, reduced budget expenditures, unproved living conditions 

Project Components 
A Preparation Collect data on residential construction, 
laws and procedures affecting residential construchon Interview 
potential participants in resldent~al construction to identify barriers 
B Provlde Tramng Provide trainmg m methods of 
encouraglng residential construction Agree on action program 
C Draft Lep~slat~on and Procedures Draft necessary 
legislation and procedures to unplement action program 
Reclplents of TAJTramlng 

Duration 
2 months 

Prof LOE 

Department of Economy 
De~artment of Constructlon and Architecture 
Methods of Dellvery Classroom Individual and group meetings, roundtables 

Known Issues and Prerequwtes W~llingness to change local laws and procedures There is 
conslderahon for Samara to become a participant m the World Bank financed housing project If this 
happens some of this component may be available through that source 
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Evaluate the Present and Potentla1 Impact of the Publlc Sector 

Locabon Samara ( Pnonty Ranking 17 
Project Descnptron/Scope Assess the Impact of Oblast fiscal and admln~strat~ve polic~es on the 
development of the Oblast and the socio-economic condition of the population This will lead to a better 
understanding of the trends and demonstrate the best mechanism for lmprovmg socio-economic 
cond~tions 
Deslred Result/Impact A better understanding of the Oblast government's Impact on conditions in the 
Oblast and recommendations for changes that would improve conditions 

Prof LOE 
Project Components 
A Gather data Gather data on government activities and 
impact 
B Hold semlnars and workshops Hold seminars and 
workshops to d~scuss and evaluate data 
C Prepare final report Prepare final report in several levels 
of detail for distnbution 
Rec~p~ents of TAITrainmg 
Finance Department 
Managerial Staff of the Oblast Administration 
Deuartment of Economv 

Duratlon Expat Russlan q F f F  

Methods of Dellvery Classroom training and workshops, roundtables Reports 

Known Issues and Prerequisites There is a danger that this could be too unfocused and not 
contribute to policy development but this can be avoided through careful management 
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FUTURE TECHNICAL ASSISTANCE RECOMMENDATIONS 
FOR KHABAROVSK 

The overall logic of the long-term techcal  assistance is based on developing activity to 
coordinate mterests of the Kraj mth those of mmcipal admimstrations These should allow for 
transparency and openness of the budget process wth  subsequent transihon to optimzmg 
taxation They should develop further the activities of mmcipal adrnmstrations m enhancmg 
budget revenue W i t h  the framework of the project, one can explore ways to reduce 
expenditures, based on social equlty and economc efficiency Tlus would promote a 
comprehensive approach to resolvmg problems of managing public finances m Khabarovsk Kraj 
and its vanous governance entities 

Immediate techca l  assistance compnsed two distinct parts In February 1999, a three-day 
conference was held in Khabarovsk At th~s  conference the officials of the vmous regional and 
local admimstrations gave their recommendations In Apnl, the short term techca l  assistance 
team assessed the needs for future techcal  assistance whch might be provide under another 
phase of the same mtiative, should it matenalize and be funded 

The limted short-term techcal  assistance was targeted to more efficient revenue plannlng for 
the regional budget of the Khabarovsk Kraj Thls was expected to be substantially enhanced by 
the development of unproved methodology for calculation of regional social standards for the 
municipal budget of the City of Khabarovsk and the potential changes in the applicable regional 
legislahon 

However, it was the perception of the entlre team of specialists, together mth many of the local 
participants, that the issue of m m u m  social standards could not be addressed on its own Two 
additional issues immediately become clear Firstly, establishment of nunmum social standards, 
however credible and jusbfied, cannot necessarily be the sole basis for the development and 
p l m g  of revenue projections These mll be Influenced by other economic factors than only 
the demand for services and support expenditures Secondly, mmum social standards need to 
be transformed into w t  costs, for budgetary and accountability purposes Thus, these wll, 
inevitably, affect expenditure p l m g ,  wthm the budget They m11 also requlre proper 
accountmg, mcludmg cost accounting, to validate their eventual achevement and credibility 

Two further matters, of a more techcal  nature, add to these concerns Firstly, the calculation of 
mnlmum social standards must inevitably rely heavily upon samples from economc statistics 
These, however, are far from fully reliable and m11 become even less so as economic activity 
moves more and more outside of the public domam Secondly, even the most advanced and 
comprehensive accountmg systems are never fully accurate, wth  respect to cost defimtion Thus, 
neither the settmg of standards, nor the measurement of then achevement, can ever be fully 
reliable These standards and measurements, therefore, w11 need to be carefully mterpreted by 
statisticians and accountants, rather than bemg bllndly accepted 
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Geograuh~cal and Jur~sd~chonal Actlv~tv and Impact 

The A h s t r a t i o n  of Khabarovsk Kraj supports the idea to contmue the current activity wth  
the Adrmmstrabon of Khabarovsk City, essentially expandmg and deepemng the scope of work 
S~multaneously, Khabarovsk Kraj Admimstration considers it expedient to go ahead wth  simlar 
activity in the city of Komsomolsk-on-Amur - the second largest and economically important 
city of the Kraj Compmng the results obtamed whle applying the above approach to the cities 
of Khabarovsk and Komsomolsk-on-Amur wll  be especially mterestmg 

The Admimstration of Khabarovsk Kraj also proposed to mvestigate the budget process usmg 
the most typical rural region - Vamno - as an example In the opimon of the Kraj 
Admimstration, the process of streamlimng budget relations should also involve heads of 
townshp and village admmstrations of the region Ths  work is second in rank, accordmg to the 
Khabarovsk Kraj Admmstration The expenence compiled dmng the V w o  regional studies 
can be hghly unportant for the whole Kraj, talung mto account the opportuIllty of makmg its 
results avalable throughout other areas Dissemmabon of expenence to be gathered can be m the 
form of traumg seminars, held for admirustrations of other areas, villages and townshps 

The budget matters clearly impinge upon governance issues wthm the Khabarovsk Kraj, 
especially wth  reference to economics and finance Thls concerns every level of governance 
federal, regional, mmcipal and local It also concerns the relations among them, mcluding the 
mter-governmental fmancial relations Because of the massive changes takmg place at present, it 
is natural that these relations are somewhat fragmentary, clumsy and untidy Thls is, however, 
expected to gradually change, to a system that is less confrontational, more harmomous and more 
carefully structured Thls is an essential ingredient m the establishment of f m  and reliable 
fmancial relationshps To encourage and enhance these changes, it is important to establish 
clear, certam, reliable and consistent defmtions of responsibility among the vmous m t s  of 
government l h s  is especially important at dfferent herarchcal levels, such as between the 
regional and mucipal  governments 

One possible way to strengthen thls aspect is to establish a system followed in many (though not 
all) states of the U S A Thls is based on what is known as Dillon's Rule, after the judge who 
promulgated it Essentially, it mandates that every local government m a state may exercise only 
those powers and dubes that the state specifically requres or permits by law If addtional 
powers are requred, these must be granted by new state legislation Tfus practice is followed, for 
example, in the U S State of Virgima Moreover, Dillon's rule emanates fiom - and is consistent 
wth - the Bnbsh doctnne of "Ultra Vzres" or "Beyond the Powers " It is still the basis of all 
local government m Bntsun Thus, it is consistent wth  at least one Amencan state and one 
mtary national government, fiom whch examples have been taken in the short-term techca l  
assistance presentabons 

Because of the Russian tradition or practice - under both impenal and co~nrnmst rule - of 
strong central control, the use of the "Ultra Vzres" precedent may well prove to be a useful 
intern step It permits the possibility an acceptable comfort level, mstead of allowng powers 
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and duties, as at present, to become the subject of constant dispute and discord Certamly, t h s  
would place the ultimate powers wth the "subjects of the federation " 

The exercise of powers and duties by mwcipal and lower levels of government, under these 
conditions, would be consistent wth what happens now in both the Unlted b g d o m  and many 
states of the U S A , where local democracy clearly flourishes Every rnu~llcipality would be fiee 
to follow its own policies, wthm the framework only of the Russian constitution, federal law and 
the laws of the regional Duma 

The Budpet - as a Pohcv Instrument 

Every public budget has a relabonshp with an economy and a commumty It is to be presumed 
that the Russian national and local economes wl l  become increasingly robust It is also to be 
hoped that the commumty is one that cares about its fellows, especially the young, the elderly 
and the disadvantaged As the pnvate economy provides the basic resources for regional and 
local commumbes, there is a clear obligation to study it in vanous ways, for at least two 
principal purposes First, regional and local governments must discover what contributions the 
public sector can make, through their mfiastructure and public services, to the immediate and the 
long-term enhancement of the economy Second, economic statistics and other information must 
be used to determine how much ought to be spent upon vmous public services, especially those 
necessary to sustam the commumties' more disadvantaged residents, as well as providmg 
collective public services 

Concurrently, revenues to support budgetary expenditures, however essential, w11 not just 
materialize automatically They need to be planned and generated, to ensure that the budgeting is 
based upon a balancing of operational and support expenditures by adequate and appropnate 
revenues Othemse, the commu~llty may be solving problems now - only to pass them along, in 
financial (or physical) terms, to its successors, even to chldren and grandchldren Part of the 
task has been - and wl l  contmue to be - to discover, as public officials, how all of th s  may best 
be acheved Proper budgetmg process is also essential 

Revenue Analvs~s and Enhancement 

The k a j  and the Khabarovsk Mwcipality have both suffered a senous loss of revenue, in real 
terms, dmng the last several years Th~s  situation almost certanly applies to all the other local 
government u t s  as well Not only does &us curtail necessary expenditures, it also encourages 
the use of public assets for the purpose of earrung revenue, instead of providing the services for 
whch they were onginally intended1 It is urgent that there be a clear defimtion of expenditure 
and revenue authority, both in total and among the different m t s  of government Otherwise, 
there w11 be no assurance of stable and growmg resources to expand and enhance badly needed 

-- - -  

1 For example, the Khabarovsk Houslng Trust appears to be usmg ~ t s  equipment and labor force partly to earn 
revenues to supplement ~ t s  budget This suggests that the enbty 1s elther over-capltallzed (or over-supplied with 
labor) or that needed repars and mamtenance of houses and other munlclpal property are bemg curtailed or 
postponed Moreover, rudmentary accountmg systems, which tend to under-recognlze capltal cost recovery, will 
overstate the benefits from this alternative and potentially wastehl use of public resources 
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services or to fund capital investments Still less w11 the governments have the capability to 
service new debt, for capital expenditure that cannot be financed from current revenues 

Consistent wth  prachces followed in most other countries, it is to be expected that there ~111  be a 
certam flow of financial resources downwards, from hgher levels of government (e g federal, 
republic, Kraj and Oblast) to lower levels (e g municipalities) These flows should take the form 
of well-structured general or categorical grants However, democratic local government also 
depends upon specific and exclusive revenue authority belng designated to vanous levels of 
governance, especially mucipalities, for their own, unencumbered lawful use2 Most 
commonly, local government u t s  are assigned the power to levy and collect property taxes 
There is no reason why Russia, in the long run, should not follow t h s  precedent 

It is important for th s  matter to be thoroughly mvestigated Then, when the potentials are clear, 
appropnate legislation must be passed and suitable procedures mplemented, to ensure that 
revenue due to each governmental u t  is properly assessed and fully and promptly collected 

Expenditure Analysls and Mana~ement 

It might be asserted that a major function of governmental management is the allocation of 
revenues to different services and the controlling of expenditure agamst those services It is 
therefore mportant to ensure that expenditure is made only on those activities whch are urgent 
and essential and that they be made in a manner whch is consistent with the pnnciples of 
economy, efficiency and effectweness Ths  requires that every activity be reviewed with care by 
its managers and operators, as well as the central financial staff, so that only that expenditure 
whch is useful is allowed Among the potential solutions to expenditure management are 
mvestigations mto possibilities for contracting out of services to pnvate operators or for 
performmg certan functions in partnershp wth  the pnvate sector 

Informat~on Technolow 

As relationshps among the vmous levels of government become clearer and more settled, each 
level of governance wl l  need to develop mechmsms and formats to share economc and 
financial data among one another and to accurately record it There will, thus, be a need to 
develop and lmprove information technology and database management Computers will become 
more useful - and increasmgly essential - at every level of government There wl l  almost 
certainly be a need to establish local area networks wtlun each local government u t  Also, it 
w11 be important to share information openly, on all relevant matters, wth other levels of 
governance 

2 The present situahon m the U K is mstructive After the failure of the "poll tax," it was considered politically 
unpossible to re-mtroduce the domestic property tax, which the poll-tax had replaced Thus, for the tune bemg, the 
U K relies upon a "hybrid" council tax, together with a much higher level of government grants Consequently, less 
than 20% of total revenue now comes from local sources This contrasts with over 50% from local sources, before 
the domestic property tax was abolished There is now a senous "leverage" concern, because after government 
grants have been futed, every 1% Increase m local expenditure engenders at least a 5% mcrease m local taxes 
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Accountm~. Systems 

The core of a good financial information system is its accounting framework It will be necessary 
to develop and use more modern, and more comprehensive, systems than those currently in use 
These should be based upon recognized accounting standards, to whch all are requlred to 
adhere Full disclosure and explanation should accompany deviations At present, concern is 
merely upon cash receipts and payments W l e  ths  is of paramount importance, it is far from 
sufficient for a comprehensive system Such a system needs, in addition, to reflect the 
differences between capital and recurrent activities and to do h s  separately for each service or 
program The system should be capable of producmg mformation about costs of services and 
programs, mcludmg the costs of consumption, destruction and use of long-life assets Moreover, 
the value of these assets must be constantly updated, to reflect both inflation and alternative 
potential uses3 Thus, the accounting system should p m m l y  record stewardship over all public 
resources It should also be capable of helpmg to measure actual performance of activities 
aganst budgetary expectations This will require cost and management accountmg 

Fmanclal Re~ortmpr and Audltmq 

Finally, when financial statements are published, they wll  provide little assurance and 
confidence, to the public or to potential investors (includmg potential bond purchasers), unless 
they are audited, according to generally accepted auditing standards, by independent, competent 
and qualified auditors Reliance, as m the past, merely upon budget figures or cash-based 
statements wl l  prove increasingly outmoded and unsatisfactory Instead, government at all levels 
wll  need to re-establish the trust of its people for the management of commumty resources 
money, materials, machnery, and, manpower Moreover, it wll  be seen as the public trustee in 
the management of all long-term assets and for the full and timely discharge of liabilities 

In the U K , this is requlred by law and by the recommended accountmg practices for local government, 
promulgated by the Chartered Institute of Public Flnance and Accountancy 
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Recommendat~ons Summarv 

Given below is the pnonty ranlung, as agreed upon wth the key officials, of long term future 
techca l  assistance and traimng, in vmous governance w t s  wthm the Khabarovsk Kraj Please 
see the attached schedules for specifics 

Projects Pnonty 

Improve Legal and Admlmstrative Framework for Inter- 
governmental Fmancial Relations 
Develop Budget as Instrument of Policy 

1 

2 

Revenue Analysis and Enhancement 3 

Assist in Management of Expenditures 

- - 
I 

Financial Reporting and Auditing ) 7 

4 

Assist m Development, Management and Operahon of 
Modem Informahon Technology 
Introduce Comprehensive Accountmg Systems and Assist m 
adoption of Generally Accepted Accountmg Standards and 
Practrces 
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Location Khabarovsk Kraj ( Pnor~ty Ranlung 1 
Project Descnp~onlScope. This project would develop a formal procedure for identlfymg exclusive 
service and related expenditure responsibilit~es between the Kraj and the local government entlties It 
would also rationalize the system of inter-governmental financ~al transfers and establish exclus~ve 
revenue authority at each level of governance Th~s  project would first seek broad agreement on the 
underlying principles and then draft legislation and procedures, as requ~red, for consideration by the 
appropriate bodies 
Desired ResultLCmpact The result would be a system of clear, certain, reliable and consistent 
definitions of responsibility among the various units of government This would engender predictable, 
fair, stable revenue and expenditure distr~bution based on criterion in legislation and procedures Local 
and Kraj officials would be able to base their budgets on known factors Transfers would be based on a 

Prqlect Components 
A Preparation Review existmg Russian legislation and 
actual practices in the Kraj over the past two years Translate key 
documents, includmg budgets, mto English Prepare descript~ons of 
current processes and results Identify key participants m the 
process 
B Descnbe alternahves Prepare a report that presents 
alternatives for discussion, mclud~ng descriptions and estimates of 
financial Impacts 
C O r ~ a n ~ z e  and hold d~scussions Prepare materials, 
organize discussions m a variety of formats - large groups, small 
groups, individual meetings 
D Prepare recommendat~ons Based on discuss~ons, prepare 
recommendations for changes DISCUSS with responsible Kraj and 
local government offic~als 
E Draft lepdahon and procedures Based on decisions by 
Kraj and local government officials, draft legislation and procedures 
Recipients of TAITrammg: The Krai Administration and Duma 

Durabon 
1 5 months 

1 

1 

1 

1 

Prof LOE 

Methods of Dellvery On the job training, meetings, analysis and reports 
Known Issues and Prerequisites Polit~cal will to reduce flex~brlity Consistency of proposed laws 
and practices with the Russian Constitution and laws of the Russian Federat~on 
Attachments A select~on of appropriate mater~als from the Annexes of the Regional Public 
Frnance and Investment report ~dd i iona l  information and examples from ~ u s s ~ a  and other 
countnes, as appropriate 

Booz Allen & Hamllton 
Khabarovsk Future Technical Assistance Schedules 
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USAID/Moscow Regional Public Finance Investment Project 
Final Report 

The Budget as a Pollcy Instrument and Process 

Locatlon Khabarovsk Kraj and the City of I P n o r ~ t y  Ranlung 2 
Khabarovsk 
Project DescnphonfScope This project would develop a process for developing the budget as a policy 
instrument, taking citizens' interests into account It would demonstrate how the development and 
refinement of minimum social standards, and the unit costs related to these, could be used as tools to 
better assist in forecasting budgeted revenue It would also facilitate the determination of the adequacy 
and appropriateness of expenditures 
Deslred Resultnmpact Improvement of local tax and expenditure legislation Establishment of an 
atmosphere of cooperation and trust between citizens and the various government units and an increased 
attention to realistic long term fiscal planning Improved political awareness of the population This will 
facilitate decisions to deliver local services more effectively and further the socio-economlc development 
of the region It would emphasize medium and long term plannmg, communication and participation by 
all interested ~art ies  and eialuation of trends 

Project Components 
A Preparation Collect information on the budgets and 
socio-econokic conditions of the region for the past two years and 
document the budget process Translate key documents into 
English 
B Develop Alternatwes Prepare a report that presents 
alternatives for discussion, mcluding estimates of socio-economic 
information and its lrnpacts of various types of budget decisions 
C O r ~ a n ~ z e  and hold dlscuss~ons Prepare materials, 
organize discussions m a vanety of formats - large groups, small 
groups, individual meetmgs 
D Prepare recommendat~ons Based on discussions, 
prepare recommendatlons for changes Discuss with responsible 
Kraj and local government officials 
E Draft lemslat~on and procedures Based on decisions by 
Kra~ and local government officials, draft legislation, procedures 

Duratlon 
1 month 

1 

2 

1 

2 

Prof LOE 

., - - - a I 

Reclplents of TA/Tralnmg Finance, Economic Depatrments and Dl 
Methods of Dellvery Meetmgs, written reports, discussions with individual staff 
Known Issues and Prerequwtes Political willingness to open the budget process Consistency of 
proposed laws, practices i d  formats with the Russian ConsMution and laws of the Russian Federation 
Attachments A selection of appropriate materials fiom the Annexes of the Regional Public Finance and 
Investment report Additional information and examples fiom Russia and other countries, as appropriate 

Booz Allen & Hamilton 
Khabarovsk Future Technical Assistance Schedules 
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USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Revenue Analysls and Enhancement 

- - -  
among taxpayers, leading to a restorat~on of confidence in government 

Prof LOE 

Locat~on Khabarovsk Kraj and the City of 
Khabarovsk 

Project Components 
A Analyze current situahon Collect information on 
current practices and legislation Analyze effectiveness, unpacts 
B Prepare recommendations for ~mprovements 
Recommend lmprovements in legislation and revenue administration 

Prlonty Ranlung 3 

practices ~ e v e i o ~  recommenda~ions in close co-operation wlth the 
administration and government Discuss tax and charge policies with 
members of the Dumas and representatives of the general public 
C Develop draft lepislat~on and ~rocedures Prepare draft 
legislation and procedures based on accepted recommendations 

Project Descnpt~on/Scope 
Analysis of the Kraj tax legislation, tax potential, tax collection practices includmg auditmg and controls, 
potential sources of non-tax revenues, monitoring the results of tax collections, especially new taxes 
Development of procedures and methods for forecasting revenue Providing recommendations for 
changes m procedures for tax processmg The analysis will evaluate the tax system for equity, in relation 
to federal taxes and capability of meeting socio-economic development objectives 
Des~red Result/Impact The results should be increased tax revenue, increased equity in the 
administration of taxes, a better understanding of forecasting methods and improved forecasts It should 
also identify opportunities for new sources of revenue It should also create an enhanced sense of fairness 

Durat~on Expat 7 Russian 
8 

8 

6 

This project will involve leial and administratwe staff concerned with tax policy, as well as tax 
collection officials, financial analysts, budgeting and accounting staff 

Methods of Dellvery Study tours within Russia and abroad Intensive meetings with officials - 
Classroom instructi& and roundtable discussions 
Known Issues and Prerequisites Ability of local officials to spend time Availability of data for 
analysis Ability of Kraj to finance equipment necessary to implement recommendations 

Booz Allen & Hamilton 
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USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Management of Expenditure Analysis 

Deslred Result/Impact A system of expenditure analysis and forecastmg that becomes part of the 

Locatron Khabarovsk Kraj and the City of 
Khabarovsk 

regular operatmg ifal l  departments in the government A system of efficiency and output 
measures that will allow the public, administrators and the legislators to monitor performance Methods 
of forecasting expenditures that identify key variables A cadre of officials trained in the use and 
development of expenditure analysis and forecasting methods Optimization of budget expenditures that 
should free funds for vitally important projects in the Kraj and may result in the reduction of expend~tures 
or increases in revenues m the future 

Prronty Ranlung 4 

Prof LOE 

Project Descnphon/Scope Introduction of methods of analysis of expenditures to promote efficiency in 
the use of funds This will include both methods of analysis of current expenditures and methods for 
forecasting future expenditures It will also include development of measures for efficiency and output 
and the development of unit costmg methodology to evaluate achievement of mmimal social norms 

current practices, regulations and legislation Analyze effectiveness, 
impacts and limitahons of current practices 
B Prepare recommendat~ons for improvements 
Recommend lrnprovements in legislation and in budgetmg and 
accounting practices Develop recommendations in close co- 
operation with administration and government 
C Develop draft leerslation and procedures Prepare 
draft legislation, budgeting and accounting and procedures based on 
accepted recommendations Obtaln authority from federal officials, 
as appropriate 

Project Components 
A Analyze current situabon Collect information on 

Expat 
4 5 

4 5 

4 

Durahon 
3 months 

Budget and accounting staff at departmental and central levels Service managers and staff of their 
departments dealing with financially-oriented administrative procedures Members of the Dumas of the 
Kraj and Municipalities, responsible for budgetary matters 
Methods of Delrvery Study tours within Russia and abroad Intensive meetings and hands-on training 
with officials classroom in i~c t ion  and roundtable discussions 

- 

Known Issues and Prerequisites Ability of local officials to spend time Availability of data for 
analysis Ability of Kraj to finance equipment necessary to Implement recommendations 

Booz Allen & Hamilton 
Khabarovsk Future Technical Assistance Schedules 
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USAIDMoscow Regional Public Finance Investment Project 
Final Report 

Informat~on Technology 

Locat~on Khabarovsk Kraj I Prionty Ranlung 5 
Project Descr~phonfScope Automation of critcal financial and non-financial information, as well as 
administrative procedures 
Deslred Result/Impact The results should be mcreased, more accurate and more timely flow of 
infomatlon at all leiels of government and in all departments Slngle data inputs could be transformed and 
used for a variety of purposes Prompt management information, in a suitable form, could be provided to 
operational managers, senior government officials, elected representatives and the general public Faster 
and more friendly access of the public to governmental offices could be facilitated Levy and collection of 
taxes could be made more efficient and therefore fairer Eventual sharing of information among 
government entities and development of publicly-accessible web-sites - 

Prof 
Project Components 
A Analyze current sltuahon Collect information on current 

financial and other information processing practices 
Analyze effectiveness, Impacts and breakdowns 

B Prepare recommendat~ons for ~mprovements 
Recommend unprovements in information requirements and 
related processing systems Develop recommendations for 
systems in close co-operabon between Kraj administration 
and other local government units 

C Help Evaluate and Select Svstems and Software 
Companies Discuss mformation and systems requirements 
Examine and evaluate similar systems used elsewhere 
Design systems Establish schedules for system 
implementat~on Purchase hardware Install pilots and use on 
a parallel basis with current systems Gradually unplement 
tested systems into the information framework of the 
governmental units 

D Develop and ~mplmenet and procedures Progressively 
hand over tested systems to governmental units As 
confidence is developed and validated, arrange for cessation 
of manual and other systems now replaced Continue to test 
and modifi the new svstems 

4 4 

Recments of TAtTralnln~ The Budget De~artment 

,OE 
Russlan 

UNDER 
REVIEW 

- " 
Methods of Dellvery Study tours withm Russia and abroad Intensive meetings with officials 
Classroom roundtable discussions Demonstrations of system software and hardware Computer officialsf 
training m systems 
Known Issues and Prerequisites Ability of local officials to plan and spend tune Availability of data 
for analysis Ability of ~ r a j  and other government units to finance equipment necessary to lrnplement 
recommendations Concern over timely delivery, compatibility, rel~abil~ty and maintenance of equipment 

Booz Allen & Hamilton 
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USAID/Moscow Regional Publlc Finance Investment Project 
Final Report 

Accountmg Systems 

Locat~on Khabarovsk Kraj I Pr~onty Ranlung 6 
Project DescnphoniScope Introduction of comprehensive methods of analysis of income and 
expenditures together with assets and liabilities This is to promote greater efficiency and effectiveness in 
the recording and reportmg of the use of funds and assets and over the discharge of liabilities It will 
include methods of analysis of recurrent income and expenditures of capital mvestment expenditures and 
their financing It will also include development of cost accounting, leading to measures for efficiency 
and output This will, ~n turn, engender a capability to evaluate the development and use of mmunal 
social standards and expenditure norms It will also provide the mformation to produce penodic financial 
statements, for management of performance of activity and fill public accountability 
Deslred ResultlImpact Credible demonstration and record of stewardsh~p over resources and the 
measurement of performance A system of expenditure and income analysis that becomes part of the 
regular operating procedures of all departments in the various government units A system of efficiency 
and output measures that will allow the public, administrators and the legislators to monitor performance, 
based on actual results of activities Gradual accumulation of data to assist in forecasting revenues and 
expenditures A cadre of officials trained in the use and development of income and expenditure analysis 
and complete records of assets and liabilities Development of actual data on costs of services, for 
comparison with budget estimates Use of actual results should identify available funds for vitally 
important services, support expenditures and projects in the governmental unit and may result in the 
reduction of expenditures or Increases in revenues in the fiture 

Project Components 
A Analyze current situat~on Collect information on current 

accountmg and other financial mformat~on processing 
practices Analyze effectiveness, mpacts and actual or 
potential breakdowns (May be coordmated with data- 
processing study) 

B Prepare recommendations for improvements 
Recommend improvements m accounting requirements and 
related processing systems and administrative procedures 
Develop recommendations for new, unproved and expanded 
systems, in co-operation between the Kraj administration 
and other local government units 

C Evaluate and Select Svstems Discuss information and 
systems requirements Examme and evaluate similar 
accountmg systems used elsewhere Design systems 
Establish schedules for system implementation Relate the 
design and scheduling with the data-processing activity 
Gradually implement tested systems into the accounting 
framework of the government 

D Consohdate New procedures As confidence is increased 
and validated, arrange for cessation of manual and other 
systems now replaced Contmue to test and modify the new 
systems 

Durahon 
3 months 

2 

12 

(As 
needed) 

Prof LOE - - 

Expat 
3 

4 

12 

(As 
needed) 

~eckpIen& of TA/'I'ramlng The Krq Admin~stration and the above knits of local iovernmen 

Booz Allen & Hamilton 
Khabarovsk Future Technical Assistance Schedules 
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8 
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needed) 



USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Methods of Delivery Study tours within Russia and abroad Intensive meetings with officials 
Classroom round-table discussions Demonstrations of accounting system software and hardware 
Secondment of staff for training in accounting systems Formal training courses in Russia or elsewhere 
Known Issues and Prerequisites Consistency of proposed laws, practices and formats with the 
Russian Constitution and laws of the Russian Federation Essential to follow requirements (as may be 
amended) of the Federal Ministry of Finance and other authorities Necessity to cooperate and coordinate 
with other related activihes in other parts of Russia and at other levels of governance Ability of local 
officials to plan and spend time Availability of data and equipment for analysis Ability of Kraj and other 
government units to finance equipment and materials necessary to Implement recommendations Concern 
over timely delivery, compatibility, reliability and maintenance of data-processmg equipment Adequate 
training facilities and programs 

Possible Contacts Prof Prof Sergey V Lyubimov, Head, Economics and Management of 
Construction Department at the Khabarovsk State University of Technology, wlth reference to public 
ut111ty enterprises Mrs Lubov A Lakhma, Dean of the Faculty of Accounting and Auditing at the 
Khabarovsk State Academy of Economics and Law 

Booz Allen & Hamilton 
Khabarovsk Future Technical Assistance Schedules 
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USAIDMoscow Regional Public Finance Investment Project 
Final Report 

Financial Reporting and Auditmg 

Locat~on Khabarovsk Krai I Pnontv Ranlung 7 a I - 
Project DescnphonIScope Preparation, audit, presentation and dissemination of Financial Statements, 
prepared in accordance with acceptable accountmg pr~nciples - or best practices available Use of the 
same methodology to produce interm (audited or unaudited) reports 
Des~red ~esult/lmpact Credible dembnstration, permanent record and publication of stewardship over 
resources and the measurement of performance  hida at ion of published statements as a fair 
of the state of financial affairs and of the financial act~vities for the period of the statements Ability to 
use statements as part of presentations to potential lenders, mvestors or bond-rating agencies Facilitation 
thereby of lower cost and greater access to financial markets for capital mvestrnent funding General 
enhancement of the reputation of the local and regional communities as of good standing and rel~ability, 
relative to potential suspicions of corruption or mismanagement 

Prof LOE 

Analyze current situahon Collect informat~on on current 
financial and other mformation processing and reportmg 
practices Analyze effectiveness, usefulness, timelmess for 
credibility and accountability 
Pre~are  recommendahons for ~m~rovements 
Recommend ~mprovements m financial reporting formats 
and requuements and related processmg systems Develop 
recommendations for systems in close co-operation between 
Kraj administration and other local government units 
Deswn Format of F~nanc~al Revorts Discuss informat~on 
and legal requuements Examme and evaluate similar 
reports used elsewhere Des~gn reports Establish schedules 
for production of reports and implementation of audit 
arrangements 
Develou draft lemlahon and procedures Discuss legal 
requirements for production of reports, appointment of 
auditors, sanctions arising from matters revealed durmg 
audit Drafi regulations or legislation consistent with general 
laws of Russian Federation 

Reclments of TAITraming The Kra~ Administration 
~ e t h o d s  of Dellvery st;dy tours within Russia and abroad Intensive meetings with officials 
Classroom round-table discussions Demonstrations of accounting system software and hardware 
Secondment of staff for training m accounting and audit Formal training courses in Russia or elsewhere 

Booz Allen & Hamilton 
Khabarovsk Future Technical Assistance Schedules 
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Known Issues and Prerequ~s~tes Consistency of proposed laws, practices and formats with the 
Russian Constitution and the laws of the Russian Federation Essential to follow requirements (as may be 
amended) of the Federal Ministry of Finance and other authorities Necessity to cooperate and coordinate 
wlth other related actlvibes m other parts of Russla and at other levels of governance Ability of local 
officials to plan and spend time Availability of data and equipment for production of understandable and 
credible financial statements Ability of Kraj and other government units to finance equipment and 
materials necessary to implement accounting recommendations Concern about reliability of data- 
processmg equipment Adequate trainmg facilities and programs 

Booz Allen & Hamilton 
Khabarovsk Future TechnicaI Assistance Schedules 

15 
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FUTURE TECHNICAL ASSISTANCE RECOMMENDATIONS 

FOR SAKHALIN ISLAND 

The techca l  assistance team met wth each of the key officials at the b e g m g  and the end 
of the short-term techca l  assistance engagement in Sakhalm In addition to clarifying the 
expectations of the short-term conditions and requesting local involvement, the mterviews 
focused on the local economic and fiscal conditions m the Oblast and the potential for 
adhtional techca l  assistance In addition, when appropnate, the same mformation and the 
relationships between the Oblast and the local mmcipalities were discussed wth  the cities 
The pomt of departure and /or clarification was the list of long-term techca l  assistance 
needs that was developed at the February conference in Khabarovsk The diagnostic 
conference had been attended by many of the same mdividuals wth  whom we met m 
Sakhalm The lists were rewewed, further defined and amended as necessary wth  each of 
the respondents m light of the on-going engagement 

Each of the prmciple respondents identified areas of techcal  assistance, whch would 
interest and benefit them The lists may overlap, but they are not common or integrated mto 
a smgle set of pnonties In fact, at the time of the engagement many of the officials were 
involved in a protracted budget struggle, whch consumed their time and polanzed many of 
their positions 

Given below are composite ranlungs of the key officials for short term and long term future 
techca l  ass~stance and t r m g  m Sakhalm Oblast Whlle the lists are merged, the Sakhalm 
officials contmued to maintan their orgamzational perspectives We met wth  the Oblast 
officials from three departments, from the Oblast Duma and from three cities Still, many of 
the requests overlap and are so noted One of the greatest benefits from additional techca l  
assistance wl l  be to give the Oblast and mmcipal leaders new policy platforms on which to 
resolve their issues 

Please see schedules on followng page for specifics All estimates of level of effort (LOE) 
are m months (20 days per month) 

Booz Allen & Hamilton 
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USAIDLMoscow Reg~onal Public Finance Investment Project 
Fmal Report 

Sakhahn Future Techn~cal Ass~stance Summary 

Project Pnonty 

Assist in Oblast Budget Analysis and Transparency 1 

Assist in Intergovernmental Budgetary Relations 2 

Establish Regional Strategic Pnonties 3 

Assist in Capital Budget and Investment P l m n g  4 

Assist in Municipal Budget Analysis and Planrung 5 

Develop Regional Incentives to Economc Investment 

Booz Allen & Hamilton 
Sakhalin Future Technical Assistance Schedules 
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Assist in Fmancial Plamng 7 



USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Oblast Budget Analysis and Transparency 

Locat~on Sakhahn I Pnonty Ranlung 1 
Project DescnphonfScope 
Adapt a Budget Analysis and Transparency Model to the needs of an Oblast admmistration The 
Model would be a tool to assist the Finance Department of the Oblast and the finance committee of the 
Oblast Duma to analyze the trends m budget revenues and expenditures By better understanding 
patterns to provide further analysis of the Oblast tax legislation, tax potential, revenue collection 
practices, potential sources of non-tax revenues, and monitoring the results of tax collections, especially 
new taxes Development of procedures and methods for forecast~ng revenue and expenditures The 
analysis will evaluate the budget system for equity, efficiency and effectweness, in relation to federal 
taxes and responsiveness to municipal capability of meeting soclo-economic norms and objectives 

Deslred ResuMmpact 
The results should be increased understanding of revenues and expenditures, a better understandmg of 
budget plannmg and forecasting methods It should point to areas of fiscal economy and regional 
reorganization It should also create public oficials who are more confidant in thelr understanding to the 
fiscal parameters F~rst it would make the budget more analytical, and second, more transparent to the 
Duma members and then finally, prepare the Oblast officials to be more confident and prepared to share 
thls budget informat~on proactively to the media, local groups and concerned citizens 

I Profess~onal LOE 
Project Components 
A Convert the municipal budget analysis and transparency model 

to an Oblast tool that would include the budgetary legal changes 
through 1998 

B Install the Oblast Budget Analysis Model (OBA) on the 
Department of Finance and Duma systems and tram both on the 
uses and mamtenance of the model Enter five years' 
~nformation and data and demonstrate the full utility of analysis 
to adrnlnistration and legislatwe decision-makers 

C Work with the staff to prepare a users manual 
D Prepare local staff to analyze the budget trends and assist them 

in preparation in the materials and process of a budget pol~cy 
dialogue and public presentation 

Rec~p~ents of TA/Tramng Department of Fmance, Duma Finance 

Durat~on Expat 

T 
ommittee 

contact Serge1 A ~ono-ev, Deputy C h a m a n ,  Sakhalm Reglonal Duma 
Methods of Dellvery Technical assistance, on the job training, policy dialogue roundtables and desk- 
top publishing consultation 
Known Issues and Prerequ~s~tes The competition between the Duma and the Administration will have 
to be managed 

Booz Allen & Hamilton 
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Intergovernmental Budgetary Relat~ons 

Locatlon Sakhalln I Pnonty Ranlung 2 
Project DescnphodScope 
This project would develop a formal procedure for distributing revenue and expenditures between the 
Oblast and local munic~pal and district budgets It would also establish regional criteria for social norms 
and standards This project would first seek broad agreement on the underlying principles, develop a 
consensus approach to intergovernmental issues and then, assist m draft~ng regional legislation and 
procedures The project should be able to build on advances made m St Petersburg, Khabarovsk and 
Novosibirsk 

Desired Resultnmpact 
The result would be to mmimize the h~ghly politicized conflict about scarce public resources and create a 
system of more predictable, falr and stable revenue and expenditure distribution The system would be 
based on criteria m legislation and procedures, which encourages fiscal federalism at the regional level 
Local and Oblast officials would be able to base their future budgets on better-known factors and clearly 
identified reciprocal relationships Revenue transfers would be based on a logical methodology 
Responsibilities would be understood by all of the jurisdictions and transparent to the public Finally, 
resolving the issues within the region would allow Sakhalm to proposed legislative changes at the federal 
level 

Project Components 
A Review Russian legislation and the Oblast practices and 

procedures for the last three years 
B Conduct a study tour of key Oblast and municipal officials to St 

Petersburg, Novosib~rsk, and Khabarovsk to meet with their 
colleagues and administrators 

C Assist the Department of Fmance m drafting and validatmg the 
social norms for regional appl~cation 

D Vet the regulations with the study tour participants 
E Propose and draft appropriate changes to federation legislation 

to reduce the reciprocal cash flows 

2 months 

2 

2 

1 

2 

Professional LOE 
E x ~ a t  1 Russian 

~inance staff of the Oblast &d cities and the appropriate oversight committee of the Duma 

Methods of Dellvery Technical assistance, roundtables, study tours withm Russia, 

Known Issues and Prerequisites 
This issue colors all relationships between the Oblast and the municipalities and unt~l it is resolved, 
cooperahon and collaboration on economic development is improbable 

Booz Allen & Hamilton 
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Establishing Regional Strategic Priorltles 

Locatlon Sakhal~n I Prionty Ranlung 3 
Project Descr~pt~on/Scope 
This project would first introduce the concepts of intergovernmental collaboration and cooperation and 
would identify strategic planning as a concept and a process for exercising regional and local initiatives 
The process for strategic planning would be developed to involve the public, governmental, enterprise 
and business stakeholders who realue the need for a unified Sakhalin approach to optimize investment 
opportunities emerging from the new oil and gas production revenues It would produce the first strategic 
plan by setting regional priorities that are equitable, collaborative and transparent These priorities could 
be introduced into a capital Investment program and then, as shared priorities, could be Implemented 
through a multi-year capital budget process in whichever level of government is most appropriate for the 
task [See next recommendation] 
Deslred Result/Impact 
The nature of intergovernmental dialogue and regional discourse would be altered to allow for a process 
of preparing, revising and implementing strategic planning A non-local, Russian facilitator who would 
earn the respect of the key regional officials and stakeholders and who would have the skills to avoid 
existing patterns of confrontation would broker a public dialogue The strategic planning process would 
include established criteria and procedures for carrying out long term cap~tal investment planning with 
the additional revenues Production of a strategic planning document with wide d~stribution would 
include a mechanism for reporting on results and systematically updating it This intervention would 
contribute to the actual process of providing for sustainable economlc development and accountable 
utiluation of the enerw rovalties 

Profess~onal LOE 
" . 

A Specify the process with the leadership and gain the 
commitment from key stakeholders to participate in a Strategic 
Planning Taskforce 

B Agree on the problems and develop a consensus on critical 
Issues, explore alternative solutions 

C Conduct a study tour to Alaska to focus on Visioning and Goal 
setting including joint workshops with Alaska legislators and 
state government officials 

D Develop a Vision for the Sakhalin's Future with a concrete 
action plan with benchmarks that can be monitored and 
evaluated annually 

E Tram local resource people to maintain the process 
F Conduct a series of public meetings to share the vision and elicit 

public comment and feedback Revise the Plan 

1 month 

2 

1 

3 

1 

2 
I 

Rec~p~ents  of TA/Tralning Regional Leaders from within and without governmer 
I 
local resource 

trainers, legislators and ad&inisiators who are involved in policy development 
Methods of Delivery Techmcal assistance, roundtables, study tour to Alaska, mentormg, process 
momtomg, follow-up t ramng 
Known Issues and Prerequ~s~tes 
T~ming has to consider the election calendar and there needs to be full support from political and business 
leadership by the end of phase A 

Booz Allen & Hamilton 
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Capltal Budget and Investment Plannmg 

Locahon Sakhalin I Prlonty Ranlung 4 
Project Descnpbon/Scope 
This will provide for the development of a capital planning and investment program and provide in-depth 
trainmg of selected officials in the Oblast administration in investment analysis and capital budget 
preparation Trainmg will include methods for evaluating investment projects as well as social projects 
includmg lessons from practical experience By developmg a cap~tal mvestment plannmg policy, it 
would normalize the use of the energy royalties in a capital improvement program for investmg in a 
under-developed publ~c infrastructure and create a pol~tical clmate that would attract pnvate investment 
capital Fmally, lrnplementation of the policy would coordinate the capital and operational budgets for 
better util~zation of resources 

Desired Result/Impact 
Improvement in the use of budget funds through the development of higher levels of professional 
expertise and improved decision making Set of criteria for project selection based on budget efficiency, 
social impact and financial return Determinat~on of growth indicators for the reglon to be used in 
prior~tuing and identifying capital projects Attract additional private sector capital mvestment, once the 
Oblast polmes, prior~ties and procedures are established It would show how an investment policy could 
increase the pos~tive social mpact of capital improvements 

Project Components I Duratlon I 
A Review Russian Federation leg~slation, best Russ~an and 

international practices and w& local officials and staff develop 
a local strategy 

B Draft local legislation based on local strategy, multi-year best 
pract~ces, and actual and projected resources, analyze proposed 
projects to test the decision criteria 

C Assist m preparation a Capital Investment Budget and CIP 
document and tutor the officials in takmg it to the Duma and the 
public for hearings 

D Formalize practical learnmg with training that will allow the 
Oblast to sustain their process and policies 

E Develop a strategy of attractmg investment capital that would 
complement the public improvements 

1 month 

2  

2  

1  

2  

I Reclplents of TAlTralnlng Oblast Departments of Investment and Finance and 

Profess~onal LOE 
Expat 

0 6 

1 2  

1 2  

0 6 

1 2  

Russian 
- 
- 

Economics 1 Committee of the Duma Contact Oleg P Komukh, Deputy Chauman 

Methods of Dellvery Techmcal assistance, on the job t ra img,  policy dialogue, policy and 
legislative development and t r a i m g  

Known Issues and Prerequisites 
Federahon legislative framework is m flux and creative ways w l l  have to be developed to bnng 
resources Into the budget wthout  losing federal transfers 
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USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Munic~pal Budget Analysis and Plannmg 

Locatlon Yuzhno Sakhalln I Prlonty Ranlung 5 
Project DescnphodScope 
update and adapt the ~ u d ~ e t  Analysis and Transparency Model to the needs of Sakhalin municipalities 
so that the cities can better understand and analyze their budgets The pre-exsting model would be 
revised to incorporate the 1998 Russian budget changes and standardized to allow for cross-city 
comparisons The initial focus would be Yuzhno Sakhalm as the largest and most involved city The 
innovatwe practices would be disseminated to other cities and then there would be a common basis for 
explaining their budgets to the public and thev budget needs to the Oblast Admmistration The process 
now is centralized, political and reactive The revised model then needs to be installed in the municipal 
administration on existmg equipment where possible and existmg personnel trained on the analytical 
capacities, data collection and budget planning In the case of Yuzhno Sakhalin the finance department is 
completely non-automated 
Deslred ResultIImpact 
The city would have the capacity to more critically analyze its own budget and the trends It would 
encourage more municipal initiative on developing own-source revenues and considering economy, 
efficiency, effectiveness and equity in use of the municipal resources With improved budget 
performance efficiency and accountability for both revenue and expenditures there should be an 
improved quality of municipal services and in citizens' understanding of the governmental functions and 
trust in government operations 
On subsequent stages of dissemmation and training the Sakhalin Association of Cities would serve as an 
effective intermediate organization for sustainability 

Project Components 
A Adapt and update the municipal budget analysis and 

transparency model 
B Procure and install a mim-system computer system for 

Yuzhno Sakhalin 
C Install software at city level and train personnel to operate 

and mamtain, mtialize wth 5 years' data and information 
D Demonstrate the full utility of analysis to administration and 

legislative decision-makers 
E Work with the staff to prepare a users' manual 
F Prepare city staff to analyze the budget trends and assist them in 

preparation in the materials and process of a budget policy 
dialogue and public presentation 

I Rec~p~ents of TA/Tralnmg Municipal finance and budget staff for Yu 

Profess~onal LOE 
E x ~ a t  1 Russlan 

1 month 

from other cities and departments 
Methods of Dellvery Onentation seminar, on the job trainmg, mentonng and demonstration and 
trmmng of analytical computer processing slulls 
Known Issues and Prerequlsltes Project would have to buy 2-3 PCs, a jet-ink color printer and net 
work components [Commodity costs would be less than $1 5,000 plus some training] Officials of the 
Oblast Duma thought this was a key component to resolving budget and intergovernmental relations 
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USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Reglonal Incentwes to Econom~c Investment 

Locahon Sakhalm I P r ~ o n t y  Ranhng 6 
Project Descr~pt~onIScope Careful analysis of the current policies, practices and tools of regional 
mcentwes and their effectiveness Development of additional recommendations for improvement in the 
socio-economic cond~tions in the Oblast and for improving regional financial polic~es to promote 
economic development Introduction of techniques for measuring socio-economic costs and benefits of 
economic development proposals Evaluation of the critena for providing both tax and non-tax incentives 
and investment guarantees Identification and mapping of the more promising sectors of economic 
development and strategies for attracting sectoral investment and development Inventory of unused 
tanglble and non-tangible assets available in the Oblast Assessment of local labor force abilities and 
training needs Assessment of existing local industries' capacity for new development Development of 
an integrated program to promote economic development with recommendations on the organizational 
implementation 
Des~red Result/Impact More effective utilization of tax and non-tax incentives Realization of 
effectiveness investment policies Broader perspective on use of resources mcludmg existing labor force, 
properties and perspectives Establish greater confidence and support in attracting mvestment, 
improving budgetary revenues, improving socio-economic conditions of the population 

I Professional LOE 
Project Components 
A Analyze Russian, Sakhalin and international economic 

deveiopment strategies that depend on incentives 
B Gather data on economic resources available on Sakhalin 

includmg labor, property and Intangible assets and develop into 
a resource database 

C Conduct a series of roundtables identifying opportunities and 
barriers to economic development and evaluating the incentives 
and tools that are available, 

D Develop revised strategy that is more inclusive and supported by 
the different levels of government, business, community groups 
and citizens 

Durat~on 

1 month 

2 

1 

2 

1 

Methods of Delwery 
Technical assistance, on the job training, roundtables, and training in group process (consensus building) 
and mformation dissemination 

E Review the need for reglonal legislation 

Known Issues and Prerequ~sites 
The Department of Investment is working on many of these issues and is seekmg broader mtellectual 
insight and practical experience 

- 
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USAID/Moscow Regional Public Finance Investment Project 
Final Report 

Financial Planning 

Locatlon Sakhalln I Prlonty Ranlung 7 
Project Descnphon/Scope 
This project will introduce, and provide for the application of, state of the art methods of budget 
planning, including multi-year budgetmg for both capital and operating expenses It w~ l l  include analysis 
of the trends of revenues and expenditures of the Oblast and provide forecasting tools and methods The 
long-term projections will include work~ng collaboratively with "donor" enterprises and taking into 
account their strategic business development plans for future revenue perspectwes It will also include 
development of a long-term fiscal plan for the Oblast This fiscal plan will cover all sources of funding, 
including borrowing and joint venture ~nvestments It will also consider alternat~ves to government 
provision of services or government construction, such as concessions, leasing and privatization 
Deslred ResultLImpact 
Improvements in the quality of short and long term budget plans and Increase in reliability A well 
thought out long range fiscal plan that has the support of key participants in the process will be both a 
product and the means of measuring the Oblast record in financial plannlng The serious study of this 
subject will recommend the development of fiscal policies and regional legislat~on 

Project Components 
A Systematic review of representative international and Russian 

sub-national fiscal plans and financial policies which would 
yield case studies for the formal training 

B Conduct financial planning seminar using case studles and 
q a c t ~ c a l  applied pollces that would be relevant to Sakhalin stage 
of development 

C Conduct series of policy dialogues with the financial leaders of 
the major tax paying enterpnses, banks and Oblast 

D Assistance in developing the first Fiscal Plan for the Oblast 
E Assistance in drafting enabling regional legislation on fiscal 

policy 

2 months 

1 

2 
2 
2 

I Professional LOE 
Expat 

Oblast Departments of Investment and Economics, interested members of the Oblast Duma, local bankers 
and financiers 

Methods of Dellvery Technical assistance, on the job training, classroom training, roundtables, study 
tours within Russia and abroad, etc 

Known Issues and Prerequlsltes Oblast Duma has particular interest m knowing the future plans of the 
enterprises in the Oblast It is not clear why these organuations would share this information, unless they 
are either recruited or obligated into the process 

Booz Allen & Hamilton 
Sakhalin Future Technical Assistance Schedules 

9 


