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A, Program Activities — Russian Federation

We continue the process of vetting and getting agreement on the new USAID-Russian
Government agreement for the Housing Sector Reform Project. First Deputy Minister
of Finance Andre Vavilov and Deputy Minister of Economy Sergei Vasiliev are ready
to sign. Gosstroi Chairman E. V. Basin's comments are still pending.

Notable Developments

On April 1st, Gosstroi Chairman E. V. Basin signed the Regulation "On the
Procurement of Competitive Housing Maintenance in the Russian Federation." This
regulation introduces our procurement procedure as the model for the procurement
of competitive maintenance services by all public and private housing owners,
including municipal, cooperative, condominium, individual, and other forms of
ownership. An owner may not use non-competitive maintenance for a term exceeding
one year, at which time Gosstroi recommends competitive procurement of
maintenance using our procedure. The one-year limitation on non-competitive
maintenance is seen as an incentive for owners to switch to longer-term competitive
maintenance. This regulation, coupled with the earlier mandate that all state
maintenance organizations be commercialized by the end of 1994, establishes
competitive maintenance as the favored form of housing inaintenance in the Russian
Federation.

This month 30,000 units from South Orekhevo-Borisovo were added to the private
maintenance demonstration bringing the total number of units in Moscow under
private maintenance to 40,000. As a result of a strong publicity effort, nine private
contractors firms submitted bids for the maintenance of apartments in South
Orekhevo-Borisovo by April 8. For example, an article publicizing the RFP was
published on the front page of the April 4th Evening Moscow. At the bid opening, bids
were accepted for ten packages of approximately 3,000 units each: for each package
two or three bids were received making for a real competition. Interviews with the
bidders were held at South Orekhevo-Borisovo on Apfil 12 following the usual forimat;
four firms were selected and the results were anngunced.

This month the military housing voucher program was launched in Pskov and
Novgorod with extensive press coverage in both cities. Eighty officers returned from
the Baltics received "housing certificates" with which they can purchase a unit in the
open market. The certificates were distributed by the municipal administrations in
Pskov and Novgorod. The officers will take the certificates to the local banks
administering the program and receive a letter confirming that the bank stands ready
to make a payment up to a maximum amount for a qualifying unit.
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Staff from the Urban Institute and Quadel Consulting were instrumental in the
launch of the program. They worked intensively this month with the staff in the
banks and municipalities to prepare them for operating the program. In addition, the
Urban Institute has contracted with KPMG to review all proposed cash disbursements
by the banks to insure that they meet all standards of the program.

Legal and Policy Developments

1. In the first week of April, Steve Butler (Ul Legal Advisor) met with Anvar
Shamousofarov of Gosstroi to discuss the organization of work on the housing
code.

2. Butler had a meeting with Andre Lazarevsky, Head of Legislative Development
at GKI, to discuss the progress of the mortgage law and land reform legislation
at which time Butler agreed to undertake an analysis of the pending Land
Code legislation. He worked intensively in mid-April with Roskomzen on the
Code. Apparently the agency has decided to take a more reformist stance on
the development of this key legislation. He also met with Deikun of AID to
discuss land reform issues and the planned work with various ministries on
land reform legislation.

3. At the request of the Ministry of Economy, Butler's draft of the mortgage law
was released and circulated to the branches of government for comment.
Butler met with Attorney Oxana Yunia to review her comments on the draft
several of which will be incorporated into the next draft. Butler, Nadezhda
Kosareva (CCN Consultant), a Russian lawyer, and others then met to perfect
the Russian language in the draft. At the end of the month, Kosareva and the
Russian lawyer, completed further refinements to the Russian version of the
draft and sent it to Leonid Paydiev, the official at the Ministry of Economy
responsible for piloting the law through the government's review process.

4. In mid-April Butler and O’Leary completed the semi-annual update on legal
developments in the housing sector of the Russian Federation.

5. By the end of the month the policy development process had slowed noticeably
because many higher level officials were on holiday for some time.

6. This month Minister Basin signed a Gosstroi regulation on the procedures for
holding competitions for the acquisition of services for maintaining state rental
housing. The Ministry of Justice has declined to officially register it on the
ground that enterprises and municipalities own the housing stock--not the
national government. Gosstroi has decided that the issuance of the regulation
stands; however, it will only constitute a recommendation to the stock owners.
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7. The Ministry of Finance and Sberbank have drafted the regulation on housing
lending required to be issued by the Presidential Decree on non-budget
sources of finance. We made major substantial amendments to the draft,
trying to preserve as much of the original as possible in order to speed the
process of adoption.

Housing Finance

1. In the first week of April, the draft of the Presidential Decree on housing
certificates (formerly called housing debentures) was signed by Chairman
Basin and First Deputy Minister of Finance Vavilov. The draft is now under
review by the Central Bank.

2. Kosareva met with M. Belobabchenko, Chief Attorney of the Central Bank, to
discuss the main provisions of the plans for the Agency for Mortgage Lending.

3. The board of Menatep, a very large commercial bank which is included among
those rated as an "international standard bank" by the World Bank, formally
agreed to establish a new section of the bank to launch a residential mortgage
lending program. The bank has recruited a manager from outside the firm and
we will meet with him to discuss the program of assistance once he is on
board.

4. The Central Bank has begun publishing an official series on the interbank
lending rate. We argued last year that an official series was important for the
implementation of our indexed instruments. The Central Bank agreed to
assemble and publish the index in response to a request from First Deputy
Minister of Finance Vavilov.

5. A "Union of Constructors" has been formed as the trade association for
financial firms who sell "housing certificates"--a form of real estate investment
trust. There are seventeen founding firms and they expect eventually to have
from forty to fifty members drawn from the eighty financial firms now selling
these instruments.

6. We were contacted mid-month by Michael Cuddy, who heads a three person
team of economists working with the municipality of Voronezh as part of the
ED Tacis program, about possibly working with a local bank to initiate
mortgage lending operations. We said that there was a possibility that we
could do this but any decision had to await the arrival of our new resident
housing finance advisor.
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7. In late April, Struyk and Andrei Suchkov (CCN Consultant) met with Vladimir
Orlov, President of the Association of Mortgage Banks, and Vladimir
Chernayev, President of the Krasnodar Mortgage Bank, to finalize plans for the
one-week mortgage banking training course that will be held the week of June
6 in Sochi. The Mortgage Bank is handling all of the logistical arrangements.
Letters requesting nominees for the course were sent to AID resident advisors
in the Ukraine, Armenia, and Kazakhstan.

8. UI consultants Andrei Suchkov. Yelena Klepikova, and Nadezhda Kosareva
departed for Philadelphia on April 25 to attend the three week housing finance
course offered by the Fels Center of the University of Pennsylvania.

Housing Allowances

There continue to be signs that rent increases and housing allowance programs are
being implemented beyond Moscow. The press has reported on programs in many
cities and regions. For example, the krai in which Vladivostok is located raised rents
to 20 percent of total operating costs ‘about a 17 times increase) on March 1 and
initiated housing allowances. In addition, Sasha Puzanov (CCN Consultant) continues
to field questions from various cities about how to design their allowance programs.
He advised Jaroslavl and Vladimir among others this month. He also prepared a full
set of simulations for Ryazan which had provided us with the necessary data.

Condominiums

1. This month we hired an experienced housing analyst, Tanya Belkina, to work
with Carol Rabenhorst (Ul Washington) in implementing condominium
demonstration projects in the six World Bank cities plus Jaroslavl and the
oblast of Nizhni Novgorod. Belkina began by organizing a preliminary schedule
for Rabenhorst’'s mid-May visits to Nizhni and three other cities. We finished
translating the condominium training manual developed by Rabenhorst and
Belkina worked on editing it to make it more specific to Russian
circumstances.

2. Verbal agreements were received from Tver, Rostov on Don, Jaroslasvl,
Novgorod and St. Petersburg regarding the implementation of the
condominiuim demonstration proje.ts in those cities.

3. We received an update from Bain Link about the possible transfer of the
Jaroslavl condominium demonstration to us. In short, no decision has been
made by GKI.
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4. Mark Brown requested and we provided copies of the draft condominium
charter in English and Russian from us for use by the OKM team in
Ekaterinburg.
Land

1. Struyk and Butler met with Alan Decker of the Eastern European Real
Property Foundation to brief him on our work, in light of the training program
on the principles of land markets that the Foundation and GKI will be
undertaking in Russia. The materials developed for our January and May
seminars should save the Foundation significant time in getting started.

2. Preparations are underway for the "Seminar on Land Privatization" which will
be part of the World Bank/AiD Six City Program in Land and Developinent.
The seminar will be held in Nizhni Novgorod May 16-18. Logistical
arrangements are in hand and invitees are being contacted. Steve Butler has
developed the agenda and is recruiting the faculty. Mark Brown has agreed
to participate and make a presentation on his successful project in
Ekaterinburg.

B. Program Activities — City of Moscow

The draft of the 1new 2-year technical cooperation agreement between USAID and the
City is still under review by various branches of city government. Progress on the
signing was slow because, Nikolai Maslov, the coordinator for the Moscow program,
was in the hospital with back problems for several days.

Housing Maintenance Pilot Project

This month an additional 30,000 units were added to the private maintenance
demonstration.  (Please see notable developments above). In addition, the
Timiryazevsky District entered the program pledging over 6000 units.

In early April, Angus Olson (Ul Moscow) met with Gennady Sidorov, Sub-Prefect of
the Timiryazevsky District to explain privatization of maintenance and to explore their
interest in participating in the program. Sidorov committed an entire RAU consisting
of 6,616 units to the program and requested that we start immediately. Training
bcgan in the last week of April which marked the start of our expanded training effort
using MosLift Training Center. MosLift will augment the limited training capacity of
the IHE and allow for the simultaneous training of several owners. Much time was
spent in the training of MosLift's trainers and in assisting with the development of
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their training business plan. Four sessions were presented this week, and the quality
of the training was very high. With inflation, the cost of training for 2 class of fifteen
is now up to 1.2 million rbl.

In the third week of April a meeting was held between Struyk, Kosareva, Shapiro and
Tikhomirova (CCN consultants) and Aleksey M. Bryachikhin, Prefect of the West
Administrative District, to discuss the deteriorating relations between the "owner"
(the two local DEZs) and the three firms. The pilot originated in his district, with
three contracts signed in March 1993. The DEZs have been late in making
payments to the firms which has resulted in a substantial arrears totaling rub. 155
million in April of which the first rub 55 million was due in 1993. In addition the
DEZs have been negligent in performing the necessary on-site inspections. At the
time for renewal of the one year contracts last month, one firm quit and the DEZs
sent termination letters to the other two firms without having ever documented
deficiencies in performance.

At the meeting Mr. Bryachikhin was combative. He was clearly upset that although
he had sponsored the initial demonstration, Alexander Matrosov. Chairman of the
(municipal level) Department of Engineering and Communal Services, had held a
press conference without him to announce the positive results of the initial
evaluation. He also stated that the funding shortfall was Matrosov's fault: if
Matrosov’'s office had been serious about insuring the payments to the private firms,
he wouid have set up a separate account with which the DEZs would pay the firms.
Finally, he argued that until the tenants are truly responsible for policing the quality
of maintenance no lasting change would occur. (This was the first time we had heard
this argument from him or anyone in the district.) At the same time, he readily and
cheerfully acknowledged that the private firms had done a better job than the REUs.

The main conclusions of the meeting were as follows:
(1) The prefecture promised to pay the firms what is owed.

(2) The prefecture will determine whether or not to conduct competitions to
select firms to continue maintenance at the pilot sites. To date there had been
no discussion of this possibility. At the same time, it is possible that at least
one of the firms will ultimately have its contract renewed. (There is
disagreement among the DEZs and the deputy prefect on this point.)

(3) We agreed to consider Mr. Bryachikhin's request for further
experimentation in which the tenants would have greater responsibility for
overseeing the quality of maintenance. We think we have to do this with a
condominium association, but the prefect would try even in the absence of a
formal association.
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(4) Under the current circumstances we will not bring more housing in the
district into the private maintenance program.

In one hand the case of the Western Administrative District is special: the prefect's
ego is bruised because he did not get sufficient credit. On the other hand, some
problems could be common to the whole program. Their seems to be a common
reason for the DEZ's lack of interest in working with new finns. From their
perspective, new firms simply require more work (competitions, on-site inspections
and review meetings) and unless the firms are willing to make side-payments to the
DEZ there is no real benefit for the DEZ (happier tenants are not very important).
Given the negative incentives to the DEZ, the DEZ will first try to discourage the
firms by delaying payments and ignoring their good work and, second, will terminate
the contract with the firms when they have the opportunity. The firms will be
replaced with the old REUs or more pliant private firms. In short, at least in the
Western Administrative District, bureaucrats are poor substitutes for real owners.

Based on this experience our plans are threefold:

(1) to request Alexander Matrosov create a segregated account for the payment
of private maintenance firms so that the DEZ does not have discretion over
these payments. Before the reorganization of the payment system last fali,
segregated payments were made through the District-level Ukaha and there
were no problems;

(2) to closely monitor the experience in other geographic areas and to alert
Mrs. Kuznetsova and Mr. Matrosov early on to resolve problems; and

(3) to attempt to organize a pilot maintenance project with a condominium
association.

Other activity in the privatization project this month included:

). In mid-April Shapiro and Tikhomirova met with city officials from Nizhny
Novgorod to discuss the Moscow demonstration project (at their request) and
to train them in the contracting procedures. The officials also were shown one
of the demonstration sites (Mitino) and attended the interview sessions for the
South Orekhevo-Borisovo competition.

2. Shapiro and Tikhomirova continued working with Ms. Terokhino from the
Department of Municipal Housing on preparing a letter to Deputy Mayor
Nikolsky on the demonstration’s funding difficulties.
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3. Tikhomirova and with Karen Angelici (Ul Moscow) completed the final analyses

of the results of the long-term tenant satisfaction surveys in mid-April.

Struyk, Olson, Jo Ann Goyne (AID) and the privatization of maintenance team
briefed IREM representatives Bob Crane and Frank Livingstone on the pilot
program. The briefing was followed by a tour of the Kashtoyantsa site and
meetings with the contractor (San Technica Complex). Using background
information gathered from their visit, IREM will begin to plan the upcoming
privatization training tour for private housing maintenance firms. A list of
potential Moscow participants was given to AID.

Housing Allowances

There finally appears to be determined effort underway to launch the program of rent
increases and housing allowances by the June 1rst start date in the Moscow Duma's
decree.

1.

Funds for housing subsidies and for setting up the housing allowance center
and offices are included in the approved budget for the second quarter.
Calculations made by the Department of Communal Services were based on
our models, including the staffing model.

The regulation officially creating the City Center for Housing Subsidies, which
will administer the program, has been signed with Mrs. Romakina confirmed
as its head.

The development of the program software has gotten underway under Mrs.
Romakina'’s personal direction, using programmers available to her in her old
post as deputy director of the housing computing center. (The contract for the
development o software with the City's Information Computing Center (ICC)
was canceled because of inordinate delays in delivery of the product).

Puzanov participated in three meetings with Duma deputies and city officials
to finalize the supplement to the City's November decree on allowances. Major
changes include an increase in the new maintenance fees effective the first of
June from 24 to 38 rubles per square meter of space.

Straznikov reviewed Gene Rizor's (Quadel) draft work plan for housing
inspection technical assistance and made no substantial changes.

Angelici reran the simulations for the Moscow housing allowance program with
the new tariffs and fees and found that overall the changes are small.
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7. Puzanov updated the calculations in the materials being given to the media to

explain the program. He also prepared examples for the materials to be given
to every tenant which will help the tenant determine if he or she is eligible for
a housing allowance.

C. Nizhni Novgorod Program

1. Governor Nemstov has decided that he wants to accelerate the introduction of
private maintenance for municipal and rayon housing. His staff visited
Moscow this month for intense meetings with our team and to observe the
procurement procedure for our units. The oblast will adopt the contract we
have developed and will probably engage IHE to conduct its training course.
Until our core adviser for housing assistance arrives, we will do our best to
help the oblast with the Moscow team.

2. Governor Nemstov has also signed a decree on housing finance, which among
other provisions authorizes the experiment in mortgage lending with the N.N.
Land Bank.

3. Valeri Novochrishnov and Olga Goltseva visited Moscow mid-month and spent

the day working with various members of our team on mortgage lending,
housing allowances, and private maintenance and Struyk, Puzanov and
Tikhomorova spent two days in Nizhni working on the same topics.

D. World Bank/USAID Housing Construction Loan

In the first week of April, at John Pickard's request, Daniell, Angelici and
Tikhomirova completed (on a crash basis) the effective housing demand analyses for
the cities of St. Petersburg, Novgorod, Nizhni Novgorod, Tver, Rostov on Don, and
Barnaul.

Data and reports continued to flow in from the four Russian firms doing the survey
work. All of the contractors have fallen several weeks behind schedule and we do not
expect final reports until early/mid May. In addition, Struyk once again pressed
Ul/Washington to complete their contracts because the firms are quite upset about
working so long without a firm contract.
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The draft report for housing indicators in St. Petersburg was reviewed and
comments were sent. Angelici found very few problems with the information
- only a few numbers needed clarification. The final report was received later
and reviewed by Struyk and Angelici. The report was excellent and should
prove useful to the World Bank.

The developer survey data for Nizhny Novgorod, Barnaul, Novgorod and St.
Petersburg were received on disk. Angelici reviewed the data and sent out
comments. The data was satisfactory except for a few variable labels which
had been done in Russian.

Angelici reviewed the data for Tver and Rostov-on-Don and found that most
numeric data (ie. data on incomes, expenses, prices) had been provided in
intervals, rather than as cxact figures. The data was returned and Polis-3
provided a new data set with the needed specific figures. However, the new
survey data had serious problems with important descriptors such as income
and living space. In fact, a majority of the data was simply missing. Angelici
returned the data and had a long conversation with Polis-3's programmer. The
data had to be re-entered and the corrected data sets arrived at the end of the
month.

The final household survey data for Barnaul and Nizhny Novgorod was
received. This time, the fragmented data sets had been united and variable
and value labels were added.

Angelici reviewed the draft report for housing indicators in Tver and Rostov-on
Don and sent comments.

E. Expanded Military Housing Program

The first certificates for the expanded military housing program were distributed this
month. (Please see notahle developments). The final steps towards implementation
included:

1.

In early April as a result of Struyk and Aristova's visits to Pskov and N ovgorod,
agreements were signed with Pskovakobank and Novobank. The contracts for
the Urban Institute to manage the project were signed in Washington. The final
charge per certificate is $1,100--down from the bank'’s prior bids of $1,425 and
$1,804, respectively.

Final versions of the English and Russian manuals for the banks, municipal
housing offices, and pricing centers were completed.
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F. Other

Training

In mid-April, Struyk met with Joann Goyne and Tom Chapman (USAID /Washington)
to map out specific training activities over the next several months that will be
supported by NET funds. There was agreement on the following U.S.-based courses:

(1) Mortgage finance training for bankers. This would be a four week course
for 25-30 bankers whose banks have concrete plans for initiating mortgage
lending operations. TkLe course will consist of classroom lectures, training in
basic accounting and computer skills (including Lotus), completing practical
problems (e.g., underwriting loans) and visits to observe U.S. mortgage
banking practices. The course will use many of the materials developed in
Russia for use by Russian banks. It is to be offered in September.

(2) Training of trainers course. This would be a two week course for 15 senior
staff or principals of training institutions and will focus mainly on the business
aspects of running a training program, such as cost estimation (including
amortization of development costs), methods for controlling costs, marketing
(including creating and tailoring courses for clients’ needs), and similar topics
as well as selected teaching techniques. It is also to be offered in September.

(3) "Privatization"--training tour for private housing maintenance firms. This
would be a two week training tour for about 12 members of senior
management of experienced private housing maintenance/ management
companies. The goal will be to improve the efficiency of these firms by showing
participants the procedures used by exemplar residential property
management firms who manage large multifamily buildings i the U.S.

Struyk submitted preliminary lists of attendees for the three courses the
following week.
Dissemination/Seminars/Presentations

1. Puzanov gave consultations on housing allowances to officials from Yerevan
(Armenia), Belograd, Vladimir and Rostov on Don.

2. Suchkov participated in the training series on mortgage loan servicing
sponsored by Menatep Bank. He also finisiicd editing the sixth manual on
underwriting.
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3. Kosareva met with L. Chernisov, a top Gosstroi official, to discuss the

methodological material included in the UI's booklet on Housing Allowances.
It was agreed that he will circulate the booklet to all regions of the Russian
Federation

4. Struyk, Kosareva, Suchkov and Kopeykin made presentations at the two-day
seminar on housing finance organized in Irkusk. About 140 officials and
bankers attended the event organized by the local realty firm "Vincent." and
the mortgage subsidiary of the East Siberian Commercial Bank. This was our
first foray so far to the east and for this group the material presented was quite
fresh, although it is now quite standard in Central Russia.

5. This winter we engaged a Russian film company to produce a 13 minute video
on housing reform in the Russian Federation and the role of the AID program
in shelter sector reform. This week about 120 Russian officials, bankers, and
realtors attended a social event at which the video had its official debut. We
have had several requests for film, and are discussing the presentation of the
video on a national real estate program carried on Channel 1. The video is
available in Russian and English in European and U.S. formats. In addition,
we were notified that the video was already shown on national television in
Belarus last week. It is unclear how the film got there, but we are happy for
the publicity. Copies of the video were delivered to AID/Washington in early
April.

Evaluation/Monitoring

Angelici, Struyk and Tikhomorova completed a draft of the evaluation of the impact
of the introduction of competitively selected private maintenance firms on housing
quality in the projects brought under contract in March and September 1993 (a total
of 7,000 units). In capsule, the results show a clear improvement in maintenance in
both sets of buildings. This is particularly impressive given the high quality of the
housing placed under contract in September. Nevertheless, there are reasons to be
concerned about whcether these strong results are sustainable over the longer term,
because of the poor performance of the DEZs which are acting as the owners.
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G.  Budget and Level of Effort Summary
“Budget (Actual expenditures, excludirg Ul fee)
April 1994 $280,676.47

Project to date
Levei of Effort (person-months)

April 1994
Project to date

$3,219,585.05

8.5 person months
115 person months
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The Office of Housing and Urban Programs of the Agency for
International Development (USAID) addresses the shelter and
urbanization needs of developing and formerly planred economies
In addition to administering the USAID Housing Guaranty Program,
the Office supports a broad spectrum of urban activities in program
planning, management and capital investment to benefit low-income .

urban families.

Office of Housing and Urban Programs
U.S. Agency for International Development
Washington, D.C. 20523

The Urban Institute’s International Activities Center extends the
Institute’s expertise on the domestic policy front to help solve similar
problems in other countries. Institute staff have now provided policy
analysis and policy implementation assistance to 23 nations.
International activities focus on three main issues: housing and
housing finance; urban development and management, including
infrastructure and municipal finance; and human resources, including
health care financing and family planning. intemational Activities -
project papers can be obtained from:

The Research Paper Sales Office
The Urban Institute

2100 M Street, NW

Washington, D.C. 20037
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