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PREFACE 

Under the 1992 Freedom Support Act, the United States Congress Imtlated a program to provIde vanous forms 
of aSsIstance to new mdependent states (NIS) of the former SOVIet Union Cooperative Agreements were sIgned 
between representatives of the U S government and each country m which assIstance was to be undertaken The 
U S Agency for InternatIOnal Development (USAID) was gIven the responsIbIlIty to coordmate all U S 
government aSSIstance to the NIS under the Act 

Through competItive blddmg, USAID awarded a multI year contract to a team managed by CH2M HILL 
InternatIOnal SerVIces Inc (CH2M HILL) to support ImplementatIOn ofan envIronmental aSSIstance program to 
republIcs of the former Soviet Union Under this contract, termed the EnVironmental Policy & Technology 
(EPT) Project, CH2M HILL IS to asSiSt USAID's miSSIOns m Moscow, KYlv and Almaty undertake a program to 
promote envIronmental Improvements m the NIS The USAID miSSIon In KYlv supports envIronmental, and 
other, assistance programs to Ukrame, Belarus, and Moldova CH2M HILL establIshed an office m KYlv from 
which to perform servIces m these countries under the EPT Project 

ThiS report was prepared as a contractually reqUIred delIverable under a contract between USAID and CH2M 
HILL Although work on thiS report was conducted In cooperatIOn With the assisted governments and USAID, 
the findmgs and recommendatIOns are those of the CH2M HILL team They do not necessanly represent offiCial 
pOSitIOns ofthe governments of the assisted countries nor of the United States of Amenca 

The CH2M HILL team mcludes the followmg organizatIOns 
• Center for InternatIOnal EnVIronmental Law 
• Clark Atlanta UnIversltylHBCUMI EnVironmental ConsortIUm 

ConsortIUm for InternatIOnal Development 
• ECOjuriS 
• EnVIronmental ComplIance, Inc 
• Harvard InstItute for InternatIOnal Development 
• Hughes Technical ServIces Company 
• InternatIOnal Programs ConsortIUm 
• InternatIOnal Resources Group, Ltd 
• Interfax Newsagency 

K&M EngIneermg 
• Ogden EnVIronmental and Energy Services Company 
• Pnce Waterhouse 

World WIldhfe Fund (US) 

For addltJonal mformatlOn regardmg the EPT Project, contact the followmg 

In the Umted States of Amenca 
EnVironmental PolIcy & Technology Project Head Office 
1819 H Street NW, SUIte 700 
Washmgton, DC, 20006 USA 
Telephone (202) 835-1450 
FaCSimile (202) 835-1463 
Contact Dr James Westfield 

In Ukrame 
EnVironmental Policy & Technology Project 
Ukrame, Belarus & Moldova RegIOnal Office 
4 BohomoltsIa Street, 3rd Floor 
252024 KylV, Ukrame 
Telephone +380 (44) 247-5633/5634/5635 
FaCSImile +380 (44) 247-5637/5638 
Contact Mr Ties van Kempen 
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NOTIFICATIONS 

NOTE ON TRANSLITERATION 

UkrainIan personal, mstitutIOnal, and place names used m EPT documents are transhterated 
mto Enghsh from UkrainIan (not RussIan), accordmg to the modIfied US LIbrary of 
Congress standard for UkraInIan-to-EnglIsh translIteratIOn that has been adopted by many 
Western organIzatIOns and pubhcatIOns, mcludmg the Encyclopedza oJ Ukrazne (UnIVersIty of 
Toronto Press, 5 vols, 1984-1993) and 0 Subtelny's authontative Ukrazne A Hzstory 
(UnIVersIty of Toronto Press, 1988, 2nd edItIon 1994), as well as by the UkraInIan 
CommISSIOn on Legal Termmology (ResolutIOn No 9 dated 19 Apnl, 1996) 

NOTE ON COST ESTIMATES 

The opmIOns of cost shown, and any resultmg conclusIOns on project financIal or economIc 
feasIbIlIty or fundmg reqUIrements, have been prepared for gUIdance In project evaluatIOn and 
ImplementatIOn from the InfOrmatIOn aVailable at the tIme the OpInIOn was prepared The 
final costs of the project and resultIng feaSIbIlIty WIll depend on actual labor and matenal 
costs, competItIve market condItIons, actual SIte condItIOns, final project scope, 
ImplementatIon schedule, contInUIty of personnel and engIneenng, and other vanable factors 
As a result, the final project costs may vary from the opmIOns of cost presented herem 
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ABBREVIATIONS, ACRONYMS & GLOSSARY 

Booz, Allen and HamIlton 
CH2M HILL InternatIOnal ServIces, Inc A US-based mternatlonal 
envIronmental engmeenng consultmg fIrm under contract to USAID to 
Implement a large component of the EPT Project 
COWl Consultants (Denmark) 
Dehvery Order 
for example 
EnvIronmental PolIcy & Technology (Project) A USAID-funded 
program to provIde envIronmental assIstance to New Independent 
States of the former SovIet UnIon 
CounCIl of AssocIated Engmeers and EconomIsts (France) 
karbovanets 
Vodokanal customer account based on a water supply connectIOn 
LVIV Vodokanal (municIpal publIc water utIlIty) 
New Independent States (of the former SOViet UnIon) 
number 
numbers 
A government terntonal-admmistratlVe unIt m the former SovIet Union 
that IS stIll muse followmg Ukrame's mdependence AU S analogue 
would be somethmg between a state and a county 
Plannmg & Development CollaboratIve, Inc AU S -based consultmg 
fIrm under contract to USAID to Implement part of the U S 
government's assIstance program to Ukrame's housmg and communal 
servIces sector 
UnIted States dollar 
dollars per hour 
dollars per day 
U S Agency for InternatIOnal Development 
A quaSI-government agency responsIble for mUnIcIpal water supply 
and wastewater collectIOn and treatment A U S analogue would be a 
water utIhty 
World Bank (InternatIOnal Bank for ReconstructIOn & Development) 
A mUniCIpal entIty responsIble for operatIOn and mamtenance of 
houses and multI-apartment bUIldmgs owned by CIty admmistratIOns, 
as well as water, sewerage, gas, electncIty, and heatmg systems WIthm 
them 
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SectIOn 1 
INTRODUCTION 

- 7\s part of a UnIted States government bIlateral assIstance program, the U S Agency for 
InternatIOnal Development (USAID) IS supportmg envIronmental management m Ukrame 
Under dIrectIOn from US AID, a consortmm led by CH2M HILL InternatIOnal ServIces, Inc 
(CH2M HILL), IS Implementmg part of US AID's Envlfonmental Pohcy & Technology (EPT) 
Project by undertakIng varIOUS tasks that have been agreed to by representatlves of the 
governments of both countrIes 

Under Dehvery Order 9, Task U2, the EPT Project IS proVIdIng techrucal assIstance and 
eqUIpment to the CIty and vodokanal of LVIV m order to develop techrucal and management 
model methodologieS that wIll serve as a model for natIOnWIde ImplementatIOn of murucIpal 
water and wastewater sector economIC reforms 

Subtask 4 1 reqUIred CH2M HILL to 

draft a proposed StrategIC Pobcy for the consIderatIOn by the LVIV Vodokanal, 
the purpose of whIch shall be to define the type of organzzatzon the CIty and 
the LVIV Vodokanal want the utlizty to become, IncludIng ItS capabllmes, 
finanCIal self-suffiCIency and zts relatIOnshIps wIth other entItles, partIcularly 
the City of Lvzv [and] work wzth the officzals In the LVIV Vodokanal to 
apply a program of InstItutIOnal strengthenIng of theIr management system 

Subtask 4 2 reqUIred CH2M HILL to 

[determIne] the legal basIs for the LVIV Vodokanal, approprIateness of the 
organzzatzonal structure, Include an eXamInatIOn of the legal and hIstorIcal 
role of the Zheks In managIng the affaIrs of publzc hOUSIng unzts, evaluate 
the status and adequacy of computer hardware and software 

Subtask 4 3 reqUIred CH2M HILL to 

develop a program for msfltutzonal strengthenIng that wlll transform the L VIV 
Vodokanal Into a water supply utlbty whIch IS operated In a manner slmziar to 
commerczally and servlce-orzented bUSInesses, In accordance WIth modern 
utlizty management practIces, whIch wzll become capable of prOVIdIng a 
quabty servIce at an affordable prIce whIle bemgfinanczally self-suffiCIent 

Trus report presents the results of ImplementIng the abovementIOned reqUIrements 
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SectIon 2 
STRATEGIC POLICY 

The L VK hke every other vodokanal m Ukrame was dependent on the central government for 
Its capItal funds The operatmg and maIntenance funds were to come from the consumers In 
the commumty ThIS latter Income was heavIly weIghted towards revenues from Industnal 
enterprIses wIth the communal and resldentlal sectors paymg consIderably although tey got 
the majorIty of the servIces 

The current problem With finances and Infrastructure has occurred for a number of reasons 
F or the past 10 to 15 years there has been InSUffiCIent fundmg of rehabIlItatIOn so that much 
of the mfrastructure, under any economIC system was reachmg the end of ItS useful servIce 
hfe In addItIOn WIth the restructurIng of the economy after Independence, the central or even 
the mUnICIpal government was no longer able to prOVIde any funds for capItal Improvements 
and the mdustrIal base that formerly paid the bIlls were no longer able to support the water 
and wastewater system 

TarIffs were modIfied to move more of the burden on the communal and reSIdentIal 
consumers but these too suffered from InsuffiCIent mcome to really contnbute to the revenue 
of the LVK WIth the sillft m the revenue system, slow Improvements are bemg seen as 
reSIdents and communal organIzatIOns begIn to understand and plan to help pay for water and 
wastewater servIces 

There IS conSIderable dISCUSSIOns as to how InstItutIOnal changes could change the economIC 
SItuatIOn With the L VK To be realIstIC, It IS doubtful that Just restructurIng the L VK could 
bnng about the changes needed In fact It IS pOSSIble that a rapId change m the InstItutIOnal 
structure could make thlngs worse RestructurIng needs to be carned out thoughtfully so that 
the good parts of the old system are retained and new changes added carefully so as to 
mtroduce needed Improvements to the mstItutIOnal structure 

The key to successful operatIOn m the future IS to make mcome equal or exceed expenses 
Tills can occur, or not occur, under any orgaruzatIOnal structure The sIgmficant part of the 
conSIderatIOn of mstitutIOnal strengthenIng IS to agree upon a strategIC ObjectIve It IS 
suggested that the strategIC corporate ObjectIve for the L VK should be to have 

A vodokanal that IS orgaruzed and operated so that It can 

• PrOVIde proper water and wastewater servIce to ItS customers 
• Operate as a finanCIally self-sustamIng baSIS 

SInce the L VK currently has mfrastructure that IS phYSIcally worn-out and an orgaruzatIOn 
that IS severely undercapItalIzed It wIll mean that conSIderable funds WIll need to be Invested 
In order to proVIde proper servIce 

Only by beIng finanCIally self sustainIng can a vodokanal be assured of operatmg whIle 
provldmg SUItable servIce for ItS customers m the long term 
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The most Important pohcy should be that the vodokanalis organIzed and operated to be 
finanCially self sufficIent ThIs can be done m any of the methods of mstitutIOnal 
strengthenmg that are mentIOned m thIS report The key IS the Will to operate m thIS fashIOn 
and the leadership to carry It out 

InstItutIOnal strengthenmg should be an evolutIOnary process that develops as the system 
Improves mternally to meet the new condItIOns m the communIty In the end the strength of a 
vodokanaI wIll be dependent on the strength of the economy of the commurnty It IS aSSOCiated 
WIth as this WIll be the ultImate source of fundmg to keep It m busmess 
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SectIOn 3 
INSTITUTIONAL STRUCTURE OF LVK 

3.1 DESCRIPTION 

3 1.1 Legal BasIs 

The L vIvvodokanal Mumcipal Communal Enterpnse (L VK) IS an mdependent state self
financmg enterpnse responsIble for mamtenance and operatIOn of water and wastewater 
systems, mc1udmg water dIstnbutIOn and wastewater systems, well fields, pump statIOns, and 
a treatment plant 

CertIficate No 04174, regIstered on 26 November 1992 at the LVIV ExecutIve CommIttee, 
states that the vodokanaiis a munICIpal communal enterpnse, founded by the CIty CouncIl, m 
the person of the housmg and communal servIces department of the LVIV ExecutIve 
CommIttee Legal relatIOns between LVK and the LVIV CIty CouncIl, m the area of ownershIp 
and control of fixed assets, are speCIfied m the vodokanal' s charter 

The charter of the LVIV vodokanal speCIfies that the LVlvvodokanal MunICIpal Communal 
Enterpnse IS under the communal ownership of the LVIV CIty CounCIl (Paragraph 1 1) In 
accordance WIth Paragraph 2 1 of the charter, the mam objectIve of the enterpnse IS to supply 
the CIty WIth water, receIve and treat wastewater, and prOVIde servIces to the populatIOn, 
enterpnses, orgaruzatIOns, and mstItutIOns In ItS productIOn actIVIty the enterpnse has the 
nght to take any decIsIOn m accordance wIth current legIslatIOn of Ukrame State, pubhc, or 
cooperatIve bodIes and polItIcal partIes or movements are not allowed to mterfere wIth the 
productIOn or other actIVIty of the enterpnse, except m cases stipulated by current legislatIOn 
of Ukrame (Paragraph 6 1) Losses mfllcted on the enterpnse by other bodIes or offiCIals who 
have VIOlated the nghts of the enterpnse or performed their dutIes badly (responSlbIhtIes 
stIpulated by law) m regards to the enterpnse, shall be mdemmfied by them 

3 1.2 Management Structure 

The management structure of an enterpnse determmes the effiCIency of productIOn Therefore 
It should be SImple and economical m order to ensure 

• contmuous and rehable productIOn 
• complete momtormg and management of productIOn 
• contmuous techmcal and orgamzatIOnal upgradmg of productIOn 
• qualIty technIcal servIces and effiCIent work of aUXIlIary and servIcmg departments 
• logIcal hIerarchy of management subdIVISIOns 
• logIcal mterrelatIOns between management subdIVISIOns 
• effective cIrCUlatIOn of documents 

The management structure of LVlvvodokanalIS presented m FIgures 3-1 and 3-2 
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3 1.3 AdmInistrative Structure 

The DIrector and hIS deputIes are responsIble, WithIn theIr authonty, for overall management 
ofLVK 

The L VK DIrector IS ultImately responsIble for the results of the productIOn actiVIties of the 
vodokanal He IS In charge of momtonng and resolVIng ongoIng productIOn, economIC, and 
financial Issues, determInIng long-term development potentIal of the enterpnse, workIng With 
the staff, gIVIng orders and InstructIOns, and takmg part m CIty conferences 

The chIef engmeer IS the first deputy dIrector of the enterpnse Together With the dIrector, he 
IS responsIble for the effectIve management of productIOn and techmcal matters As chIef 
engmeer, he IS m charge of the productIOn actiVIty of the enterpnse, and responsIble for 
Implementmg progreSSIve techmcal polICIes 

The recently-establIshed department ofpubhc relatIOns IS responSIble for rapId response to 
questIOns, complamts and publIshed artIcles concemmg L VK actIVIty, It also conducts 
mformatIOnal and educatIOnal camprugns usmg the mass media 

3 1 4 RelatIOns With ZhEKs 

Until the begmmng of 1997 the reSIdents of LVIV (except those hvmg m pnvately-owned 
houses) prud for communal servIces, mcludmg L VK servIces, mto a smgle communal account 
at ZhEKs (munICIpal pubhc housmg bureaus) ThIs arrangement IS shown m FIgure 3-3 The 
L VK sales department was responSIble for bIllmg, whIle payments were collected Via the 

f""II(---------- ZhEK ~---------A 

y 

+-----~ ___ f------Jl.~l, l-----J .. ~, L VK 

Savmg Bank 
Customer 

ZhEK's 
Account 

LVK's 
Account 

~ - - - - -

BIllmg 

Payment 
CollectlOn 

FIgure 3-3 L VK BIllIng and Payment CollectIOn VIa ZhEKs 
(under a smgle account mcludmg other communal servIces) 
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banks L VK would wnte out bIlls for water and wastewater servIces for each pnmary 
customer account, and the ZhEKs were responsIble for Issumg bIlls to each mdlvldual 
consumer, and collectmg payments Dunng a monthly bIllmg procedure ZhEKs were 
supposed to provIde L VK controllers/mspectors WIth the latest data on the apartments under 
theIr authonty, so that L VK could make appropnate recalculatIOns 

Analyses carned out by L VK showed the mefficiency of tills procedure Payments for water 
and wastewater servIces mto a smgle account, together WIth other communal servIces, had the 
followmg consIderable drawbacks 

• Many famIlIes could not afford to pay a smgle large bIll for all communal servIces (of 
whIch L VK charges were about 10 percent), thus, they faded to pay for L VK servIces 

• ZhEKs dId not transfer the payments m full to the L VK bank account An audIt 
carned out by the reVlSlon department, taxatIOn mspectorate, and finanCIal bodIes 
revealed that as of 1 January 1996 the reSIdentIal sector had paId 63 7 percent of the 
amount bIlled, whIle the ZhEKs had transferred only 385 percent to the LVK bank 
account, thus, the ZhEKs were holdmg back 25 2 percent of the amount L VK bIlled 

• payments that the ZhEKs dId transfer were sIgmficantly delayed 

Therefore, m January 1997 L VK started mtroducmg customer pay-books so that the 
reSIdentIal group could pay for water and wastewater servIces dIrectly to the L VK account 
(see FIgure 3-4) Accordmg to a PADCO report, the reSIdentIal customer category consumes 
approXImately 53 percent of the total amount of water bIlled to all four groups (LVIV 
Vodokanal Improvement of Cost Recovery, pg 15/3) 

.....c::- - - - - - - - - - - - - - - - - - - - - - - - - -A 

111---------..' ---I------~ .. ~I LVK 

I I 

Savmg Bank 
Customer LVK 

Account 
.....c::- - - - - - - -

BIllIng 

PaYlTIent CollectIon 

Figure 3-4 Direct BIllIng and Payment CollectIOn by L VK Sales Department 

As a result, dunng the 1st half of 1997 LVK receIved 4,022,000 UAR from the reSIdentIal 
sector, whIch had paId only 4,015,000 UAH for the whole of 1996 
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3.1 5 L VK ComputerIzatIOn 

L VK has recently been actlvely mtroducmg computers mto Its admmistratIOn actIVIty, under 
the management of the AutomatIc Control Systems Department Presently, there are about 30 
computers m varIOUS L VK departments The computers m most departments are stand-alone, 
but m some departments the computers form a network Computers are mstalled m the 
followmg L VK departments 

• AutomatIc Control Systems 
• Sales (computenzatIOn bureau) 
• Personnel 
• Accountmg 
• DIspatch 
• Water Usage and Wastewater DIscharge Momtonng 
• Pubhc RelatIOns 

3 1 5 1 Description of Present L VK Computer FunctIOns 

Sales Department 
The sales department has 13 computers Compared WIth other L VK departments It has the 
largest number of computers because It has to process data on a large number of customers 
InstallatIOn of computers has allowed Improvement of both mamtenance of data on all LVK 
customers and of the bIllmg process DIrect access to the data also allows for Improved work 
With debtors 

Industnal enterpnses have been mamly paymg for L VK servIces by barter or mutual clearmg 
of debts AccomplIshmg these operatIOns reqUIres accuracy and efficIency, and thIS can be 
achIeved by usmg computers L VK was able to start dIrect blllmg of the reSIdential sector 
mamly due to computers Work WIth the reSIdential sector mvolves large amounts of data on 
bIllIng, payment collectIOn, and momtonng and analysIs of revenues 

Accountmg Department 
L VK accountmg processes a great amount of economIC mformatIOn, and qUIte often It IS 
necessary to obtam varIOUS data on the enterprIse's status for dIfferent documents However, 
thIS department has a shortage of computers and complete computerIZatIOn IS planned for the 
future Presently, computers are used for automatmg wage calculatIOns and accountmg 

The accountmg department has two computers for fillmg m accountmgJournals So far, only 
the fillIng of Journals 1, 2, 6, 7, 11, 12, and 15 IS done WIth computers Automated fillIng of 
the PnncIpal Book has already been started 

Two other computers form a workstatIOn for wage calculatIOns One of the computers 
contams a database, whIle the other one IS used for calculatmg wages These two computers 
are part of a network whIch also mcludes three computers m the personnel department They 
are used for automated records on personnel, and also for a database on current legIslatIOn 
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In the near future one more computer should be mstalled m the accountmg department and 
another one m the procurement department Subsequently It IS planned to set up a network 
based on these computers, connectmg L VK's three warehouses, the accountmg department, 
the procurement department, and the deputy dIrector for procurement In addItIOn, the 
network WIll also be connected WIth the sales department The purpose of creatmg such a 
network IS to Improve mventory, cIrculatIOn of matenals at the enterpnse, and then effect on 
productIOn costs 

Water Usage and Wastewater Discharges Momtormg Department 
Tlus department has SIX computers, used mamly for calculatmg fees to be charged for booster 
pumpmg, and for keepmg records of payments In addItIOn, the computers are also used to 
generate the followmg documents norms of wastewater dIscharges, agreements between 
L VK and ZhEKs on booster pumpIng, and agreements between L VK and Teplokomunenergo 
on heatmg water and pumpIng hot water to customers 

Automatic Control Systems Department 
There are three computers In thIS department (workmg closely WIth DIspatch) Presently, the 
mam ObjectIve of the ACS department IS computenzmg LVK transmIssIOn mams All 
InfOrmatIOn receIved on leakage m the transmISSIOn mams IS transferred to the dIspatcher 
department, and then to dIStrIct O&M statIOns After ehmInatIOn of the leakages, the related 
InfOrmatIOn IS transmItted back to DIspatch and the ACS Department All the mformatIOn IS 
also submItted to the ChIef Engmeer, who has a computer connected to the ACS computer 
network 

Dispatch Department 
There are SIX computers m the department They dIsplay ACS data on the water supply 
network, WIth parameters of pump statIOn performance and valve status along the 
transmISSIon mams 

- 3 1 5 2 Future Phases of L VK ComputeriZatIOn 

In the future It IS planned to connect the L VK AutomatIc Control Systems WIth those of the 
Teplokomunenergo heatmg utIlIty, m order to receIve rehable mformatIOn on water pressure 
at bOIler houses and heatIng statIOns The exchange of InfOrmatIOn WIll pennlt solvmg a 
number of long-term controverSIes between L VK and Teplokomunenergo, and WIll also 
Improve payment collectIOn by L VK 

L VK IS expectmg to receIve another three computers for Phase 2 of computenzatIOn, Ie, to 
mstall radIO communICatIOn systems at all pump statIOns Thus, an effectIve system for 
obtammg mformatIOn WIll be created, allOWIng rapId response to all the changes that occur m 
the water supply system 

Phase 3 of computenzatIOn aIms to connect the 72 most-elevated nodes of the network, WIth 
pressure sensors for automatIc control of water supply ThIS WIll allow to Improve the water 
supply of the CIty m general, and WIll allow to brmg the level of servIce to the reSIdentIal 
sector mto hne WIth demand and payment for servIces ThIS phase should sIgmficantly 
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Improve L VK's finanCIal condItIon, smce the present low payment rate by reSIdents IS 
accounted for not only by mabillty to pay but also by poor servIce on the part of L VK 

Phase 4 antICIpates settmg up a control system covermg the entIre CIty water dIstnbutIOn 
system However, LVK's finanCIal problems are currently hmdenng mtroducmg thIS system 

3 2 ADVANTAGES OF THE EXISTING LVK INSTITUTIONAL 
STRUCTURE 

L VK's eXIstmg mstItutIOnal structure IS determmed by the current legIslatIOn of the country, 
but It IS stIll m accordance WIth management regulatIOns that were m effect under the 
command economy system Under condItIOns of a stable economy and legIslatIve basIS, the 
establIshed mstitutIOnal structure had certam advantages Smce Ukrame has become an 
mdependent state, the structure has been affected by some changes m legIslatIOn L VK's 
current mstitutIOnal structure has the followmg charactenstIcs 

• momtonng of a VItally Important branch of the natIOnal economy by central 
governmental bodIes, exerted Via the State CommIttee for ConstructIOn, ArchItecture, 
and Housmg PolIcy of Ukra mel 

• ImplementatIOn of state pohcy concernmg mtegrated development ofhousmg
communal mfrastructure, mcludmg water and wastewater systems 

• development and approval of regulatIOns on operatIOn and mamtenance of communal 
faCIlItIes that are mandatory for water and wastewater enterpnses, and momtonng 
theIr observance 

• actIvIty of CIty CounCIls aImed at effiCIent usage and protectIOn of water resources 
and theIr replemshment 

• momtonng of usage and protectIOn of water resources and theIr replemshment 

• estabhshment of regulatIOns on general usage of water resources 

• reducmg or temporary banmng (haltmg) of the actIVIty of enterpnses or faCIlItIes 
vIOlatmg the proVISIOns of water legIslatIOn 

• orgamzmg work mvolved m the ehmmatIOn of after-effects of aCCIdents and natural 
dIsasters resultmg m detenoratIOn of the qualIty of water or ItS harmful effects 

• provIdmg the reSIdential sector WIth mformatIOn on the condItIOn of water resources 

1 The State CommIttee for ConstructIOn, ArchItecture, and Housmg PolIcy of Ukra me was created by Order of 
the PreSIdent of Ukrame No 773/97 of 11 August 1997, on the baSIS of the former State CommIttee for Urban 
Plannmg and ArchItecture of Ukrame and the former State CommIttee for Housmg and Communal ServIces of 
Ukrame ThIS CommIttee has mhented alI nghts and responSIbIlItIes of the elImmated commIttees 

ept IVlv1756/uh reports\mststrn\R9mstl3 wpd 3-8 20Sep97 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
• 

Current legIslatIOn does not allow the mclusIOn of capItal mvestments and loans mto 
vodokanal tarIffs for servIces The capItal mvestment funds are to be allocated by CIty 
councIls However, under the present condltlon of economIC and legIslatIVe cnSlS (laws are 
drawn and approved by the Verkhovna Rada, but not adhered to), these charactenstics have 
some dIsadvantages 

3.3 DISADVANTAGES OF THE EXISTING LVK INSTITUTIONAL 
STRUCTURE 

Under condItIons of ongomg economIC reforms m Ukrame, one of the areas wrnch has 
encountered great dIfficultIes IS the housmg and communal sector mcludmg Its water and 
wastewater subsector Followmg are the mam problems at LVK, mdicatIve of those bemg felt 
by the subsector as a whole 

• Presently L VK IS not financIally and economIcally mdependent, even whIle state 
support IS practIcally noneXIstent RelatIOns between L VK and the local governments 
are not grounded m common economIC mterests, and have not been formahzed under 
an agreement, as was stIpulated by Decree of the PreSIdent of Ukrame (dated 12 
March 1994) and by Letter No 45-11-593 of the State CommIttee for Housmg and 
Communal ServIces (SCHCS, dated 11 Apnl 1994) 

• After the law On Local CounCIls of People's Deputzes and Local and RegIOnal Self
Government was passed (26 March 1992) the eXIstmg hIerarchy was dIsrupted, and 
mteractIOns of the SCHCS With enterpnses and orgaruzatIOns weakened InformatIOn 
exchange along the cham lmkmg oblast aSSOCIatIOns or enterpnses, oblast housmg and 
communal servIces departments, and the Housmg and Communal ServIces 
Department of the SCHCS were actIvated only m emergency cases The reasons are 
based on a lack of reportmg IrregularIty m checkmg operatIOns of vodokanals and the 
lement attItude to reportmg from the field prevented the SCHCS (and ItS successor, 
the SCCAH) from Implementmg state polIcy m the water/wastewater sector 

• 

• 

• 

There IS no control over the applIcatIOn of capItal mvestments, complIance With the 
operatmg rules of water and wastewater systems, the state of fixed assets, etc 

Many years of the government pohcy of settmg economIcally unrealIstIC tanffs for 
water servIces have led to the unprofitablhty of most vodokanals TarIff raIses for 
reSIdents to 29 percent on 1 January 1996, and 76 percent on 30 July 1996, of actual 
water and wastewater servIce productIOn costs seem to have exceeded the user's 
ablhty to pay L VK' s total debt receIvables m 1996 constItuted 29 7 percent of sales 
At the same tIme, reSIdents paId only 31 percent of the bIlls Issued to them 

Part of the reSIdents' debt IS to be compensated from benefits and SubSIdIes, but tanffs 
mcrease faster than compensatIOn for SubSIdIes IS receIved In 1996 SubSIdIes were not 
repaId, and only 19 percent of reSIdentIal dISCOuntS were covered from the budget 
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Budget orgamzatIOns paId only 9 percent of their debts to L VK In 1996 ThIs IS to a 
large extent caused by the fact that the budget of these orgamzatIOns IS drawn up once 
a year, and they are not able to pay for servIces Iftanffs are Increased durIng the year 

Most of the payments ofmdustnal enterpnses are m the form of barter In 1996 76 
percent of payments to L VK were done as barter operatIOns As a result of the low 
level of payments by customers and a substantIal share of barter In these payments, 
L VK has very lIttle cash-on-hand 

LVK's large payables for energy for productIOn purposes IS explaIned by both a large 
share of energy m productIOn costs and the large receIvables debt By the end of 1996, 
the vodokanal's unpaId energy bIll amounted to 15,240,000 hryvmas UnlIke 
mdustrIal enterprIses, L VK IS not entItled to a dISCOunt tanff dUrIng the mght Such a 
tanff would allow to lower the cost of servIces sInce, on average, energy accounts for 
48 percent of the total productIOn cost 

Lack of state finanCIng for L VK system expanSIOn and techrucalImprovement of the 
water and wastewater systems leads to a great number of breakdowns and, as a result, 
to substanttallosses m the CIty dIstrIbutIOn system 

The problems mentIOned above are caused not only by defiCIenCies of the eXistIng 
mstitutIOnal system but also to a large extent by the CrISIS of the country's economy 
Therefore these problems are typIcal of all vodokanals In UkraIne, and need to be resolved at 
the natIOnal and sectoral levels WhIle Implementmg market reforms In the country, there may 
be several ways of solVIng such problems, Includmg 

• StrengthenIng state regulatIOn m the water/wastewater sector ConSIderIng the fact 
that vodokanals WIll have a monopoly on water supply for a conSIderable penod of 
tIme, the SCCAH could encourage the raISIng capItal funds and supportIng realIstIC 
regIOnal water and wastewater polICIes An InfOrmatIOn system should be set up, 
capable of momtorIng condItIOns m the sector and sharIng finanCIal and other 
techmcal InfOrmatIOn between vodokanals 

• Contractual relatIOns should be set up between owners of communal facIhties and 
tenant organIzatIOns, accordIng to whIch the enterprIses are to prOVIde reqUIred levels 
of system operatIOn and servIces, and local government authonties are to Invest m the 
development of waterlwastewater systems, as well as guarantee tImely bIll payment 

In the present SItuatIOn, when thIS extremely Important sector IS receIvmg next to no state 
support, resolvmg these problems can be aSSIsted to some degree by structural changes m 
water and wastewater systems 

34 LVK RELATIONS WITH THE CITY ADMINISTRATION 

The most Important law regulatmg relatIOns between vodokanals and local authorItIes IS the 
aforementIOned Law of Ukra me On Local Counczls (No 2234-XII dated 26 March 1992) 
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ThIS law separates responsIbIlItIes between the CIty councIls wIth then executIve and 
dIrectIve organs, on one sIde, and entItles of the housmg and communal sector, on the other 
sIde ApplIed to cItIes, thIS law gIves authorIty on certam Issues to the CIty councIls, and on 
other Issues to the CIty executIve commIttees RelatIOns between LVIvvodokanal and the LVIV 
munIcIpal admmlstratIOn are shown m FIgure 3-5 

Customers 

LVIV Oblast State 
AdminIstratIOn 

Sets Tariffs 

LVlvvodokanal 
MUniCipal Communal Enterpnse 

Transfers Assets with 
Rights of Full Economic 

Management 

LVIV City 
ExecutIve 
CommIttee 

LVIV City Council 

FIgure 3-5 EXIstmg RelatIOnshIp between L VK and the CIty AdmmistratlOn 

RelatIOns between LVlVvodokanal and the LVIV CIty CouncIl 
Accordmg to the law on self-government, the responsIbIlItIes of CIty councIls mclude 
"keepmg a lIst of local enterprIses, and approvmg a lIst of faCIlItIes under communal 
ownershIp and then status" Such a lIst can contam both faCIlItIes constructed or purchased 
from CIty funds and faCIlItIes belongmg to state executIve authorInes 

ArtIcle 10 of the Water Code of Ukra me (No 213/95-BP) adopted on 6 June 1995, 
establIshes the responsIbIlItIes of CIty councIls In the area of regulatmg water relatIOns 

• 

• 

• 

• 

• 

Implementmg measures on the ratIOnal usage, protectIOn, and renewal of water 
resources 

control over the usage, protectIOn, and renewal of water resources 

settmg rules of publIc usage of water resources, m accordance WIth the Procedure 
specified m Article 47 of the Code 

wIthm then JunsdIctIOn, temporanly banmng or haltmg actIVItIes of enterpnses and 
other enntles m cases of vIOlatIOn ofthe reqUIrements of water legIslatIOn 

organIzatIOn of relIef actIVItIes after aCCIdents or natural dIsasters, m case of water 
qualIty detenoratIOn or adverse effects 
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• InformIng the populatIOn on the state of water bodIes and facIlItIes 

The LVIV CIty CouncIl approved Temporary Rulesfor Water Usage m LVIV dated 9 Apnl 
1993 ArtIcle 4 of these rules determInes types of Water InspectIOn actIvItIes Water 
InSpectIOn staff regularly mOnItor water supply and water usage by customers, mamly 
enterpnses and organIzatIOns Apart from that, If a breakdown occurs m the water supply 
system whIch affects water supply to the populatIOn, the Water Inspectorate Informs eIther the 
ZhEK or LVK's repaIr teams, dependIng on the Slze of the breakdown 

ArtIcle 5 of the Temporary Rules Introduces a CertIficate for concludIng agreements on water 
supply The certIficate IS statement of permISSIOn (or absence of permISSIOn) from the CIty 
AdmimstratIOn for usmg water from the communal water supply maIn CertIficates are Issued 
to water customers (each connectIOn to the system) by the Water Inspectorate for concludIng 
agreements With L VK on water supply 

The owner of LVIvvodokanal's assets IS the LVIV CIty CouncIl The property IS transferred to 
L VK WIth the nght of full economIC management, IncludIng the nghts of posessIOn, usage, 
and dIsposal, at ItS own dIscretIOn 

In accordance With ArtIcle 10 of the Law On Enterprzses m Ukrame (27 March 1991), "an 
enterpnse, unless otherwIse speCIfied by law or by the Charter of the enterpnse, has the nght 
to sell, transfer to other enterpnses, orgamzatIOns, and InstItutIOns, exchange, lease, gIve free 
of charge for permanent use or lend ItS bUIldIngs, structures, eqUIpment, vehIcles, mventory, 
raw materIals, and other matenal values, as well as wrIte them off balance sheets" 

However, L VK and other vodokanals can manage assets transferred by the CIty for theIr usage 
only upon prIor agreement from the Department of MUnICIpal Communal Property 

The land on whIch vodokanal's faCIlItIes are SItuated, IncludIng protectIOn zones around well 
fields, IS transferred to vodokanal for permanent usage Vodokanal's faCIlItIes SItuated outSIde 
the CIty are under land usage regulatIOns of CounCIls or executIve commIttees of 
admInIstratIve and temtonal unIts where these faCIlItieS are SItuated In each case a State Act 
on the RIght of Land Usage IS Issued 

All Issues related to productIOn process and enterpnse operatIOns, IncludIng materIals and 
eqUIpment purchaSIng, are WIthIn the vodokanal's competence ThIS Independence IS 
reInforced by the follOWIng artIcles ofLVK's charter 

• ArtIcle 4 5 stresses that "the enterpnse Itself plans Its actIVItIes and determmes 
perspectIves for Its development, based on ItS eXIstIng facIlItIes, demand for products 
and servIces " 

• In accordance With ArtIcle 5 6, "the dIrector hImself deCIdes matters of the 
enterpnse's actIVItIes, apart from those whIch are In the competence of the Staff 
CouncIl The property owner has no nght to mterfere WIth operatIOnal actIVItIes of 
enterpnse's dIrector" 
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Accordmg to Chapter 1 of the Law of Ukra me On TaxatIOn, "Imposmg and cancellatIOn of 
taxes, deductIOns, and other oblIgatory payments to budgets and contrIbutIOns to earmarked 
funds, as well as conceSSIOns to payers, are done by the Verkhovna Rada of Ukra me, [and] 
by local councIls of people's deputIes, accordmg to thIS law and other legal acts of Ukrame on 
taxatIon Local councIls of people's deputIes can grant addItIOnal tax concessIOns, wlthm the 
measure of the sums whIch they receIve to theIr budgets" A sImIlar norm IS mcluded m 
ArtIcle 19, Paragraph 19 of the Law of Ukra me On Local Counczls (op CIt) 

In accordance With ArtIcle 6 4 of the Charter ofLvIvvodokanal, "the enterpnse shall keep 
operatmg and accountmg records, and produce statIstIcal reports, the procedure of keepmg 
accountmg and statIstIcal records IS determmed by appropnate legIslatIOn" 

Every quarter the L VK Accountmg Department prepares a quarterly accountmg report 
(balance, mformatIOn on accounts payable and debts receIvable, and mformatIOn on expenses 
and revenue) for submlttmg to the tax mspectIOn and statIstIcs board of Lychakiv dIStrIct m 
LVlV L VK also submIts a quarterly balance sheet to the bank and to the accountmg 
department of the Communal Assets AdmInIstratIOn of the CIty Engmeenng Department 

RelatIOns between L VK and the LVlv City Executive Committee 
Authonty of the LVIV CIty CouncIl's ExecutIve CommIttee m regard to the vodokanaiis 
determmed by the legIslatIOn on local self-government 

The authonty of the ExecutIve CommIttee m the area of budget and finances mcludes, 
accordmg to ArtIcle 34, Paragraph 8, fundmg from the budget of expenses related to the 
development ofhousmg and communal servIces 

The LVIV ExecutIve CommIttee ensures that deSIgn reqUlrements for housmg and communal 
faCIlItIes are observed The CommItte can termmate constructIOn If It VIolates constructIOn 
plans for the area, or approved deSIgns, or can be harmful for the enVIronment The authonty 
of the ExecutIve CommIttee m the area of communal property management and mumclpal 
development IS explamed m ArtIcle 35 and mcludes 

• management of assets whIch are under communal ownershIp, management of property 
funds of the housmg and communal sector, and other assets for satIsfymg the needs 
and reqUlrements of reSIdents 

• settlement of Issues concermng creatIOn, purchasmg, usage, lease, or free transfer of 
assets under communal ownershIp 

• ensurmg of ImplementatIOn of plans approved by the LVIV CIty CouncIl concerrung 
pnvatIzmg communal property 

Accordmg to ArtIcle 38, Paragraph 4, lithe City ExecutIve CommIttee IS m charge of 
OrganIZmg the operatIOn of water and wastewater networks and faCIlItIes, and controls the 
constructIOn and operatIOn of wastewater treatment faCIlItIes and eqUlpment" 
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In accordance wIth ArtIcle 38, Paragraph 11, "the CIty Executive CommIttee can appomt or 
dIsmISS managers of communal enterpnses, or determme dIfferent procedures for theIr 
aSSIgnment or dIsmIssal, accordmg to the Law" 

All constructIOn funded from the munIcIpal budget IS done by the CIty'S CapItal ConstructIOn 
Department DeSIgn IS done by the LVIV Communal DeSIgn & ConstructIOn InstItute After 
theIr completIOn, tlpossessIOn, management, and dIsposal" of the faCIlIties are taken over by 
the vodokanal 
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Section 4 

METHODS FOR L VK INSTITUTIONAL STRENGTHENING 

4.1 OBJECTIVES 

The Charter of the LVIV vodokanal defines that the LVlvvodokanal MunIcIpal Communal 
EnterprIse IS under the communal ownership of the LVIV CIty CouncIl LVK IS an 
mdependent economIc statutory unIt havmg the rIghts of a legal entIty The enterprIse acts 
accordmg to Its Charter as a self-financmg unIt, and has ItS own balance sheet 

At first glance, L VK and other vodokanals seem to be qillte free, havmg rIghts of posseSSIOn, 
management, and dIsposal of ItS fixed assets Nevertheless, the CIty CouncIl, bemg the 
owner, keeps control of them 

Reform ofLVK's mstitutIOnal structure IS rumed at 

• makmg L VK more finanCially mdependent, mcludmg more encompassmg powers 
over ItS own fixed assets 

• mcreasmg the effectIveness of productIOn and mternal operatIOns 

• strengtherung materIal and technIcal proVISIOns 

• meetmg the needs of the populatIOn m hIgh-quahty water supply and wastewater 
servIces 

42 POSSIBLE L VK INSTITUTIONAL STRUCTURES 

InstItutIOnal strengtherung ofLVK can be achIeved by ItS corporatIzatIOn In Ukralruan 
legIslatIOn, corporatIzatIOn IS defined as transformatIOn of state enterprIses mto Jomt-stock 
comparues In thIS defirutIOn, corporatIzatIOn IS the first step to prIVatIzatIOn PrIVatIzatIOn 
means transfer of state or communal ownershIp to a phYSIcal entIty or non-government legal 
entIty But, accordmg to the Law On PnvatlzatlOn of Assets of State Enterpnses (4 March 
1992) prIVatIzatIOn of the prInCIpal productIOn assets of enterprIses such as vodokanals IS 
forbIdden Thus, corporatIzatIOn m thIS case can be taken to mean a number of measures 
rumed at 

• mcreasmg L VK mdependence from the mfluence of local, oblast, and natIOnal 
authorItIes m makmg management deCISIOns 

• allowmg L VK to determme ItS own corporatIve management structure 

• grantmg L VK more powers m settmg tarIffs for servIces 
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• defirung the extent of control on the part of L VK over the means of productIOn that 
are m Its operatIOn but remam under the ownershIp of the LVIV CIty CouncIl 

PossIble corporatizatIOn alternatives 

• L VK remams a state utIlIty, created based on the Law On Enterpnses In Ukraine, but 
amendments allowmg the maxImum possIble corporatlzatIOn are added to Its Charter 

• A Jomt-stock company IS orgaruzed that leases the pnncipal productIOn assets and 
becomes the owner of other eXlstmg means of productIOn The new company should 
be able to lease all the means of productIOn, and would mhent all the oblIgatIOns of 
the present vodokanal 

Several optIOns for L VK restructunng were worked out by the USAID-sponsored P ADCO 
consultancy m LVIV They were reflected m the memoranda On the CorporatlzatlOn of LV1V 
Vodokanal, On the Lease oJVodokanal-Operated Assets, and On the Establzshment oj a 
Local Regulatory Body These Memoranda are based on the general prOVlSlons of the 
memorandum On LV1V Vodokanal Restructunng and Pnvate Sector PartzclpatlOn prepared by 
a World Bank consultant, Mr Leszek Stachow, and SIgned by LVIV Mayor V KUlblda, V 
KravtsIv, DIrector of the LVIV CIty ExecutIve CommIttee's Engmeenng Department, and V 
Sulypa, DIrector of LVlvvodokanal 

Each of the pOSSIble alternatives for corporattzation has ItS advantages and dIsadvantages 

43 OPTION 1. REORGANIZED STATE ENTERPRISE 

4.3 1 DeSCrIptIOn 

State enterpnse restructunng ImplIes creatIOn of corporate management, and It needs to be 
done m accordance WIth the Law On Enterpnses In Ukraine Restructunng of the 
L vlvvodokanal state enterpnse, atmed at gammg more finanCIal mdependence, would entaIl 
settIng up an agreement between the L VIV CIty AdmirustratIOn and L VK on rendenng 
servIces (a k a Performance Agreement) It would clearly define the range, pnce, and qualIty 
of servIces rendered by the vodokanal ServIce tanffs would be the same for all categorIes of 
customers, and sales revenue should ensure sustatrung productIOn The defined 
responsIbIlItIes of both partIes mIght mclude the follOWIng 

LVIV CIty AdmirustratIOn 
1 ASSISt the vodokanal In payment collectIOn 
2 Allocate money, Ifavadable, from the local budget for partIal repayment of the 

vodokanal's capItal expenses 
3 Regular transfer of SubSIdIes to the vodokanal, etc 

L vlvvodokanal 
1 Render acceptable water supply and wastewater serVIces to all customers 
2 Introduce servIce payment rates based on actual consumptIOn 
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3 Carry out projects mmed at elImmatIOn of water losses and energy savmg, m order to 
decrease productIOn costs, etc 

The agreement should also define measures to be Imposed m case the partIes do not fulfill 
theIr responsIbIlItIes The CIty'S employment contract WIth the LVK DIrector can be 
sImphfied to a smgle demand -- to execute the Performance Agreement 

In order to strengthen LVK's matenal and technIcal base, whIch IS badly needed, the 
agreement can be supplemented WIth a five-year mvestment plan for L VK, approved by both 
partIes and agreed WIth the Oblast AdmmIstratIon The plan should be based on the pnncIple 
of gettmg maXImum benefits from the funds mvested Both the Performance Agreement and 
the five-year mvestment plan should be ImtIated by L VK 

CorporatIzatIOn would entaIl addmg the followmg ArtIcles to the present Charter of L VK 

• recogmzmg the performance agreement between the CIty and the enterpnse, that 
would be revIewed and supplemented annually upon agreement between the partIes, 
after publIc hearmgs 

• defimng the general layout of the performance agreement 

• creatmg a Board of the enterpnse WIth comprehensIve management powers delegated 
by the property owner, Ie, the L VIV CIty CounCIl 

• 

• 

• 

• 

• 

• 

• 

• 

determmmg the number of Board members and how they are elected 

empowenng the Board to speCIfy company pohcy (wIthm the parameters of the 
Performance Agreement), to manage LVK operatIOns, to hIre and dISmISS the 
DIrector, etc 

creatmg a body meant to represent the mterests of employees 

creatmg other rulmg bodIes (e g , reVIew commIttee, etc) and determmmg theIr 
powers, as well as the number of theIr members, and how they are elected 

creatmg a regulatory body to control relatIOns between the CIty and the vodokanal 

definmg the powers and functIOns of the regulatory body 

determmmg the legal status of the regulatory body, the number of ItS members and 
how they are elected, who It reports to, sources of fundmg, etc 

definmg how L VK profit IS dIstnbuted 

All amendments to the Charter of the LVlVvodokanal MunICIpal Communal State Enterpnse 
should be approved by the assets owner (LVIV CIty CouncIl) and endorsed by the employees 
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If the Board eXIsts, the enterpnse duector and hIS deputIes should be elected from among the 
Board members The employees should be empowered to approve the procedure for 
appomtmg the enterpnse dIrector 

Smce the Law On Enterpnses m Ukrame does not allow vodokanals, bemg state enterprIses, 
to lease the fixed assets owned by the CIty councIls, It IS suggested to make an amendment to 
the charter concernmg vodokanal control over fixed assets, as follows 

• clarIfy LVK's nghts as to dIsposal and posseSSIOn of those assets transferred by the 
owner With the nght of full economIC management 

• stIpulate LVK's nght to lease, mortgage, or sell such assets, and also to make 
mvestments, by resolutIOn of the Board, wIthout approval of the CIty CouncIl 

• the nght of full economIC management may be canceled only m the followmg cases 
1 L VK does not fulfill the Performance Agreement 
2 Any successor of the enterpnse does not fulfill the Performance Agreement 

Reorgarnzmg L VK has Its advantages and dIsadvantages, m partIcular as compared to 
creatmg a Jomt-stock company on the baSIS of the vodokanal 

43.2 Advantages 

Advantages of reorgarnzmg L VK 

• Taktng mto conSIderatIOn the vItal Importance of the vodokanal m the every day hfe 
of the CIty, the reorganIzed state enterpnse stIll retams local government control over 
ItS operatIOn at the first stages of ItS WIthdrawal from state ownershIp 

• A reorgarnzed state enterpnse, as the first step of major mstItutIOnal reform, may seem 
more acceptable for the CIty CouncIl, the State CommIttee for ConstructIOn, 
ArchItecture, and Housmg PolIcy, and other governmg bodIes 

• A reorgarnzed enterpnse would make It pOSSIble to take certam mechanIsms of 
InstItutIOnal reform and further apply them wlthm a Jomt-stock company 

• The natIOnal government could grant state enterpnses grace pen ods for debt 
repayment, or debt cancellatIOn 

4 3 3 DIsadvantages 

DIsadvantages of reorgaruzmg L VK 

• Even a reorganIzed vodokanal enterpnse cannot lease the assets that are at ItS 
dIsposal, because Ukramian legIslatIOn (the Law On Enterpnses) reads "Assets under 
state ownershIp aSSIgned to a state enterpnse belong to It With nght of full economIC 
management" ThIS IS the eXIstmg legal status, and the only way to transfer the rIghts 
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of posseSSIOn and usage of assets under communal ownerslup to L VK allowed by the 
Law On Enterpnses Lease of these assets by vodokanals IS not allowed 

• Even a reorganIzed state enterpnse WIll remam under the complete ownershIp of the 
CIty CouncIl 

• By the Law of Ukrame On Local CouncIls ,the Vodokanal dIrector IS stlll to be 
appomted by the CIty CouncIl 

• The Law On Enterpnses regulates possIble alternatIves of restructunng and 
corporatIve management 

• The Law On Enterpnses sets lImIts on mdependence of state enterpnse management 
from the Impact of CIty, oblast, and natIOnal rulmg bodIes 

4.4 OPTION 2. JOINT-STOCK COMPANY 

4 4 1 DescriptIOn 

Accordmg to the Law On Enterpnses m Ukrame, enterpnses can be mcorporated mto 
UnIons, economIC aSSOCiatIOns, and other corporatIons based on mdustnal, temtory, or other 
features, m order to Improve the effectlveness of theIr operatIOns 

In creatmg normal condItIons for enterpnse actIVIty, speCIal conSIderatIOn should be gIven to 
the follOWIng measures (1) denatIOnalIzatIOn and (2) mvolvmg CItIzens' funds by poolIng 
then finanCIal contnbutIOns m order to perform economIC actIVItIes on a self-sustammg baSIS 
These problems can be resolved through settmg up Jomt-stock comparues 

The Law of Ukrrune On EconomIc AssoczatlOns (19 September 1991) stIpulates the 
pOSSIbIlIty to form dIfferent types of comparues The pOSSIble chOIces are the followmg 

• open Jomt-stock company 
• closed Jomt-stock company 
• company WIth lImIted habIlIty 
• company WIth addItIOnal lIabIlIty 
• company WIth full lIabIlIty 
• company WIth mIxed lIabIlIty 

The most SUItable form for corporatIzatlOn of the vodokana1Is a Jomt-stock company The 
pOSSIble management structure of a Jomt-stock vodokanal company IS depIcted In FIgure 4-1, 
and Table 4-1 shows the advantages and dIsadvantages of thIS type of mcorporatIon 
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FIgure 4-1 PossIble Management Structure ofa Jomt-Stock Vodokanal Company m LVIV 



Table 4-1 
L VK Jomt-Stock Company ConsideratIOns 

Advantages Disadvantages 

Open Jomt-stock - clear corporate structure of governance - the CIty CouncIlor other governmental 
company body cannot be a shareholder 

- free dlstnbutlOn of shares IS premature 
LVK (PADCO opmlOn) 

Closed Jomt-stock - clear corporate structure of governance - the CIty CouncIlor other governmental 
company - lImIted dlstnbutlOn of shares body cannot be a shareholder 

L VK and the CIty arummstratIOn together should choose the most sUItable type of company 
from those mentIOned above, takmg mto account these advantages and dIsadvantages 

PartIes of the possIble Lease Contract would be the LVIV CIty ExecutIve COlrumttee (Lessor) 
and the newly estabhshedJomt-stock company (Lessee) Lessor may lease all or some portIOn 
of the fixed assets operated by the enterpnse Therefore Lessor may cede to the Vodokanal 
the nght to lease ItS assets 

If all of the fixed assets are leased to the vodokanal, It ceases to eXIst as an mdependent state 
enterpnse and IS reorgamzed through JOlling WIth the Lessee In thIs case the Lessee 

• acqUIres the Vodokanal' s nghts and oblIgatIOns 
• purchases the Vodokanal' s cIrculatmg assets 
• borrows cash and secuntIeS from Lessor based on credIt terms 
• If the sum of the Vodokanal' s cash and accounts receIvable exceeds ItS accounts 

payable, the Vodokanal borrows such cash and accounts receIvable from Lessor 

Apart from the lease of all the asset complex there eXIsts the possIbIlIty to lease a structural 
subdIVIsIon In thIs case the subdIVIsIOn IS extracted from the enterpnse and allotted to the 
Lessee as of the date of Issumg the appropnate order by the body authonzed to manage the 
state property Thus, the Lessee becomes an assIgnee of the nghts and oblIgatIons of the state 
enterpnse pertammg to the actIvIty of ItS structural dIVIsIOn 

Generally, only assets charactenzed as 'fixed (or baSIC) assets' may be leased Lease of such 
assets may be granted by eIther the CIty CouncIl or, If only part of the asset complex IS the 
subject of the lease, by the vodokanal Movable assets must be purchased by the Lessee at 
pnces establIshed m accordance WIth the Law On the Lease of State Property and 
RegulatIOns on the Purchase of Circulatzng Assets by Lessee Movable assets are sold by the 
Lessor to the Lessee pursuant to a purchase contract whIch IS executed sImultaneously WIth 
the Lease agreement 

Cash and securItIes are to be loaned by the Lessor to the Lessee on credIt terms conSIstent 
WIth those establIshed by the NatIOnal Bank of Ukra me If accounts payable exceed the sum 
of cash and accounts receIvable, then only secuntles are loaned to the Lessee Cash and 
secuntles are loaned to by the Lessor to the Lessee pursuant to a credIt contract whIch IS 
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executed sImultaneously wIth the Lease agreement Interest payments are deposIted to the 
Lessor's budget 

4.4 2 Advantages 

Generally, the Jomt-stock company has sIgmficant advantages over a reorganIzed state 
enterprIse They are the followmg 

• Current UkraIman legIslatIOn (the aforementIOned Law On EconomIC AssoczatIOns) 
prOVIdes substantIal flexIbIlIty m the chOIce of corporate form and corporate 
governance of Jomt stock companIes 

• A closed Jomt-stock company may, m the future, be converted to an open Jomt-stock 
company 

• The prohIbItIOn of the CIty or any other government body to own shares m the Jomt
stock company protects from dIrect polItlCal mterference m the actIVIty of the 
company The CIty would be able to exerCIse approprIate mdirect control through the 
lease of operatmg assets and through the performance agreement With the company 

4 4.3 Disadvantages 

Makmg LVIvvodokanai mto aJomt-stock company would have the followmg dIsadvantages 

• 

• 

• 

From the CIty'S Viewpomt, It may be a dIsadvantage that no government body can be a 
founder or "owner" of a Jomt-stock company To promote the CIty'S mterest m settmg 
up a Jomt-stock company the shareholders (vodokanal management and employees, 
prIvate operators, outSIde mvestors, etc) can prOVIde m the Charter of the company 
that a speCIfied number of seats on the company's managmg body wIll be held by 
persons appomted by the CIty The owners can agree by contract With the CIty not to 
alter thIS aspect of the Charter WIthout the CIty'S approval Also the CIty would not be 
able to vote m the general meetmg of shareholders Agam, the shareholders may agree 
WIth the CIty by contract to cast a certam proportIOn of theIr votes at the general 
meetmg that wIll represent the mterests of the CIty, or they can accept a proxy for the 
CIty for a certam proportIOn of theIr votes 

A Jomt-stock company would mhent all the lIabIlItIes of the eXlstmg vodokanal, e g 
the debt for electnclty Such a company owned by prIvate mdividuais and mstItutIOns 
mIght be forced by ItS credItors mto bankruptcy It mIght also not benefit from any 
deferral or forgIveness of such mdebtedness that may granted to state enterpnses by 
the central government In the future 

Such a company WIll attract the attentIOn of the AntImonopoly CommIttee, whtch 
must reVIew any lease of property to an orgamzatIOn that would be a monopohst upon 
conclUSIOn of the lease, and whIch has contmumgJuflsdIctIOn to reVieW prIces and 
tarIffs charged by monopohsts Thus far, the Antlmonopoly CommIttee has not 
exercIsed thts JUrISdIctIOn over the vodokanals as state enterpnses, although thts lllight 
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change Ifpnvate operators are brought In Other state bodIes such as the Tax 
Inspectorate and the Oblast PncIng CommIttee (whIch plays the leadmg role In 
approvmg vodokanal tarIffs) mIght also scrutmlze a Jomt-stock company more closely 
than they would a reorgamzed state enterpnse 

• The lIcense for specIal water use now held by the eXIsting L VK would have to be 
reIssued to the new Jomt-stock company ThIs mIght open opportunItIes for ImpOSItIOn 
ofundesuable condItIOns by the Oblast office of the MInIStry of Envuonmental 
ProtectIOn and Nuclear Safety 

4.5 OPTION 3. JOINT VENTURE 

4.5 1 DeSCriptIOn 

Smce the central government lost ItS former control m many areas, the actual control over 
communal water supply and wastewater collectIOn was transferred to munIcIpal and oblast 
authontles, and to the management of vodokanals 

EconomIC dIfficultIes m the country SIgnIficantly decreased the finanCIal capabIlItIes of 
UkraIman water utilItIes Nowadays these enterpnses are suffenng from conSIderable lack of 
avaIlable funds, whIch not only Interferes WIth theIr rehablhtatIOn and replacement of fixed 
assets, but also prevents these enterpnses from dOing proper maintenance and operatIOn The 
lack of finanCIal resources has almost completely stopped mvestment m the water and 
wastewater sector There IS no reason to expect an Improvement of the economIC SItuatIOn m 
the near future ThIs IS a reason to encourage the creatIOn of a Jomt venture 

CreatIOn ofJomt ventures IS regulated by the laws of Ukra me On EconomIC Assoczatwns and 
On EnterprIses CreatIOn of a Jomt venture for vodokanals foresees the mvolvement of 
foreIgn capItal and management expenence for theIr development and capItal Improvement 
Examples of such a form of instItutIOnal strengthemng are vodokanals m Gdansk (Poland), 
Bmo (Czech Repubhc), and others 

MalO ConditIons for Creatmg a Jomt Venture 
The stages ofpreparmg proposals for creatmg ofaJomt venture are as follows 

• defirutIOn of the mam goals for creatmg a Jomt venture 
• lookmg for and selectmg a foreIgn partner 
• preparatlOn and Sigrung of letters of mtent 
• development oftechrucal aIld economical groundmg aIld calculatlOn of econOmIC 

effiCIency of a future Jomt venture 
• preparatlOn of draft documents for foundmg of the enterpnse 
• agreement of proposals on Jomt venture creatIOn WIth hIgher maIlagement authontIes 

and local government 
• sIgnmg of foundmg documents together WIth foreIgn partners 
• registenng the Jomt venture WIth the state 
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Current laws do not hmit Jomt economIC activItIes After a foreIgn partner has been chosen a 
protocol of mtentIOns IS prepared whIch has to reflect the followmg Ideas 

• ObjectIves and type of actIvItIes of a future Jomt venture 
• responsIbIlItIes of partIes mvolved 
• approXImate economIcal and organIzatIOnal reqUIrements whIch are consIdered by 

partners as necessary for Jomt venture creatIOn (such as hmit of a prospectIve 
mvestment share mto the statutory fund of an enterpnse by a foreIgn partner, etc) 

The Jomt venture's statutory fund IS created out of the partners' contnbutIOns Shares oflocal 
and foreIgn partners m the statutory fund of a Jomt venture are determmed accordmg to the 
agreement of mvolved partIes 

Issues of determmmg amounts for transferrmg mto enterpnse funds are dIscussed at the stage 
when proposals for creatIOn of a Jomt venture are prepared, smce funds formatIOn and usage 
order are stated m foundmg documents, and aJomt venture's success m future Will depend on 
It to a large extent 

FormIng and DIstrIbutIng of Jomt Venture's Profit 
Profit dIstnbutIOn IS preceded by a number of consecutIve stages calculatIOn of balance 
profit, calculatIOn of profit share to be taxed, determmmg of remammg profit and ItS 
dIstnbutIOn between partners Accordmg to the Law of Ukrame On Forelgn Investments Jomt 
ventures are free from tax over a penod of five years from the tlme of theIr announcmg profit 

Features of JOInt Venture's ActIVItIes 

• Jomt venture assets are mutually owned by Ukrame and outSIde entlty (could be a 
foreIgn company) 

• statutory fund can be supplemented from Jomt venture's profit and addItIOnal 
contnbutIOns of ItS partICIpants 

• eqmpment, matenals, and other assets brought mto Ukrame by foreIgn partICIpants m 
aJomt venture are free from customs dutIes 

• If necessary Jomt ventures can use loans, a reserve fund and other funds necessary for 
Jomt venture's actIVItIes are created 

• foreIgn partners are guaranteed that theIr share of profit funds wIll be transferred to 
the country of foreIgn partner's ongm 

• when a Jomt venture IS created, land, water and other resources are allowed to be 
temporanly used m return for an appropnate rent payment 

Jomt ventures can be termmated m cases and accordmg to procedures stlpulated by the 
foundmg documents, or by the deCISIOn of the government of Ukra me Iftheu actIVIty does 
not correspond to stated obJectlves and tasks When thIS happens (or when foreIgn partners 
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pull out) the foreIgn partners have the rIght to wIthdraw theIr contnbutIOn m cash or goods 
based on resIdual value oftheu contrIbutIOn at the moment of the company's elImmatIOn 

To establIsh a Jomt venture on the baSIS of an eXlstmg vodokanal enterprIse, L VK would 
purchase that portIOn of fixed assets whIch IS permItted by the Law of Ukrame 
On PrzvaflzatlOn of Assets of State Enterpnses from the owner - the CIty CouncIl 
SImultaneously, the vodokanal would make an agreement WIth the CIty CouncIl on the lease 
of those fixed assets not subject to pnvatizatIOn, m accordance With establIshed procedure 

Based on thIS property, the open Jomt-stock vodokanal company would be establIshed Shares 
would be Issued on the cost of purchased fixed assets, and a specified portIOn of shares would 
be bought by a foreign partner The Jomed capItal of the vodokanal and the foreign partner 
would form the baSIS to establIsh the Jomt-stock company's statutory fund 

BaSIC pnnclples of the Jomt-stock vodokanal company's actIvIty would correspond to those of 
a leased vodokanal enterprIse (see SectIOn 44) 

45.2 Advantages 

At the present stage of natIOnal economIC development the formatIOn of Jomt-venture 
companies have great advantages The mam advantages may be the followmg 

• mtroductIOn of advanced foreIgn technologIes and managmg experIence 
• utIlIzatIOn of addItIOnal matenal and financial resources 
• exemptIOn from paymg profit tax for the first five years 

4 5.3 DIsadvantages 

The followmg aspects hmder foreign mvestments mto the economy of Ukra me 

• unstable economIC SItuatIOn 
• mstabilIty of legislatIOn and legal ruhllIsm 
• worn out system mfrastructure 
• poor financial status of vodokanals (huge receivables and payables) 

Facmg these aspects, potentIal foreIgn partners, If they were mterested at all, would be lIkely 
dIctate difficult (for the muruclpahty) terms when makmg an agreement With the vodokanal 

4 6 APPLYING INSTITUTIONAL STRENGTHENING EXPERIENCE 
TOLVK 

Reform m the housmg and communal sector should be carned out gradually, because of the 
SOCial Importance attnbuted to thIS sector of SOCiety In order to maxImiZe effectiveness of 
thIs process, ImplementatIOn mechanisms for upcommg stages should be refined at each stage 
of the reform process 
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Before any sIgmficant mstItutIOnal changes are attempted m L VK, the orgamzatIOn must 
drastIcally Improve Its financIal status so that, at a mlmmum, the operatmg expendItures are 
fully met by actual mcome If thIS can be done L VK should conclude a performance 
agreement between It and the LVIV CIty admmIstratIOn, clearly defimng responsIbIlItIes of 
both partIes (see SectIOn 43) Terms of the agreement may change takmg mto conSIderatIOn 
the problems that anse m the course of It executIOn The tlmmg of thIS IS not known at thIS 
tIme If L VK decIdes to take a World Bank loan then the financIal sItuatIOn WIll need to 
Improve rapIdly and the agreement could be executed at that tIme 

After a penod of tIme (at least a year) operatmg m a POSItIve finanCial status then preparatory 
work for the transformatIOn of the state-owned enterpnse mto a Jomt-stock company could be 
started The contract for lease of the pnnclpal mfrastructure between L VK (Lessee) and the 
CIty CounCIl represented by the Executive CommIttee (Lessor) could be drawn up 

Thus, the first stage of the structural reform should be conSIdered a preparatory phase that 
would further tranSIt mto the stage of sweepmg reforms The next stage could compnse the 
creatIOn of a Jomt-stock company by means ofmakmg necessary amendments m the 
performance agreement, and concludmg a contract for the lease of fixed assets used to 
execute Its cycle of productIOn An alternative could be that L VK contmuous as an 
mdependent state enterpnse 

If It IS deCIded that a Jomt -stock company should be formed then upon the lease of all fixed 
assets, the vodokanal would cease to eXIst as a self-sustammg state enterpnse and would be 
reorgamzed mto a Jomt-stock company The part of the state-owned assets that can be 
pnvatlzed, accordmg to pnvatIzatIOn laws, can be mcluded m the statutory fund of the Jomt
stock company admmistratIve bUIldmgs, repmr shops, eqUIpment, mechanIsms, mstruments, 
etc 

It IS most expedIent to create a closed Jomt-stock company at the mltIal stage ofturmng an 
enterpnse mto a Jomt-stock venture In thIS case shares are allocated among the vodokanal 
staff, and L VK would receIve shares of the created Jomt-stock company equal m value to the 
cost of assets owned by L VK 

As new management gams expenence the closed Jomt-stock company, If needed, may be 
converted to an open Jomt-stock company by reglstenng ItS shares m accordance WIth the 
laws of Ukrame On Secm ztles and Stock Exchange (18 June 1991) and On PrzvatzzatlOn of 
Assets of State Enterprises (op CIt) AddItIOnal shares may be Issued after the open Jomt
stock company IS created The value oftlns Issue would depend on the amount of finanCIal 
resources needed for constructIOn of new faCIlItIes or IntroductIOn of new technologIes that 
could bnng a measurable Increase In the qUalIty of servIces rendered and the revenue of 
company 

4.6.1 Regulatory Body 

It IS recommended that a local regulatory body be establIshed to supervIse the relatIOnshtp and 
to settle dIsputes between the CIty and the reorganIzed enterpnse or new Jomt-stock company 
The follOWIng maJor pnnclples would govern regulatory body actIVItIes 
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keep to a reVIew (versus a management) role 

keep to legal gUIdelmes 

appropnately reflect the mterests of the pnnclpal stakeholders m water and wastewater 
servIces m LVIV 

deCIsIons should be fully bmdmg on the partIcIpants of lease contract and performance 
agreement 

The regulatory body should operate under a clear set of legal gUldelmes that define ItS powers 
and functIOns, Its deCIsIOn-makmg procedures, and the manner of enforcement of Its 
deCISIOns Mam functIOns of the regulatory body would be as follows 

• supervIse complIance by the partIes WIth theIr respectIve oblIgatIOns under the lease 

• resolve dIsputes between the partIes regardmg performance of the contract oblIgatIOns 

• supervIse complIance by the partIes With theIr respectIve oblIgatIOns under the 
performance agreement 

• resolve dIsputes between the partIes regardmg performance of these oblIgatIOns 

The membershIp of the regulatory body should be representatIve of the pnnclpal stakeholders 
III water and wastewater servIces III LVIV 

1 
2 
3 

the CIty 
the water and wastewater Jomt-stock company 
customers 

The regulatory body should have a neutral chairman who does not represent any of the 
stakeholders The members of the regulatory body should have the necessary expenence and 
skills to perform theIr functIOns In order to ensure that the regulatory body IS representatIve 
of all major stakeholders m water and wastewater servIces, and small enough to functIOn 
effectIvely, It IS suggested to have no less than SIX and no more than ten members 

4 6.2 Contracts 

In order to Include some outSIde (foreIgn) expenence In managIng and ImprOVIng 
effectIveness of the vodokanal, LVK has agreed that as a condItIOn of the World Bank loan 
that they would SIgn some type of a Management Contract ThIS 15 stated m a Memorandum 
SIgned by the LVIV CIty AdmmistratIOn together WIth LVK executIves and the World Bank, 
represented by theIr consultant, Mr Leszek Stachow The Management Contract would cover 
a penod of three to five years 

The Management Contract would prOVIde for some type of general management aSSIstance to 
the enterpnse by a pnvate company 
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The terms of the Management Contract wIll be worked out dunng the latter part of 1997 by a 
French consultmg firm, ICEA, whIch IS asslstmg the World bank 

Expenence gamed by both partIes m the course of the aSSIstance by the prIvate firm could be 
used when preparmg a possIble long-term mstltutIOnal plan such as creatIOn of a Jomt-venture 
or conceSSIOn contract 

If there was a conceSSIOn contract, a pnvate contractor would control the water supply and 
wastewater dIsposal systems, WhICh would be leased from the CIty CounCIl Lease rent would 
be paid from the funds receIved as payments for rendered servIces, accordmg to set tanffs 
The prIvate contractor would pay the lease rent to the CIty CouncIl and have the rIght to all 
profit receIved by the vodokanal for rendered servIces 

In one type of a conceSSIOn agreement CIty CouncIl would have to proVIde finanCIng and 
make all capItal repairs and constructIOn, WIth the exceptIOn of some types of repaIrs and 
capItal mvestments whIch, under terms of the agreement, are to be Implemented by the 
prIvate contractor Set tarIffs would reImburse operatmg expenses as well as loan repayment 
and depreCiatIOn deductIOns from capItal mvestments undertaken by the prIvate contractor 
Other optIOns are also pOSSIble 

Further cooperatIOn may be Implemented m the form of a Jomt venture At present, It IS not 
expedIent to create JOInt-stock company WIth foreIgn partICIpatIOn, or to concede vodokanal 
assets The reasons for thIS mclude the followmg 

• Most of the prIvate operators who would be mterested would conSIder a conceSSIon or 
other long-term agreements only after an Imtlal famIharizatIOn perIod under a less 
nsky Management Contract 

• Some local offiCIals are concerned that they would be forced to cede too much control 
over the water supply and wastewater dIsposal systems to a conceSSIOner Such an 
attItude IS backed by the example of Gdansk (Poland) vodokanal Water supply and 
wastewater dIsposal systems m Gdansk are operated by a foreIgn enterprIse under a 
conceSSIOn contract SIgmng the long-term conceSSIOn agreement deprIved the Gdansk 
vodokanal of advantages Inherent m the tranSItIon penod Thus, a short-term 
agreement lIke a Management Contract IS conSIdered to be pOSSIbly more attractIve 

• Constant changes m legIslatIOn that regulates the actIVItIes of Jomt ventures In 
Ukrame do not mspire the mterest of foreIgn mvestors to partICIpate In these forms of 
long term Investment and cooperatIOn 

46.3 Khvyha Water Utlhty In Horhvka Town 

When conductIng the reform of L VK It IS Important to look at ways of ImprOVIng ItS 
InstItutIOnal framework In order to mcrease ItS effectIveness When domg so, It would be 
expedIent to make use of the expenence gamed m the town of Horhvka (Donetsk oblast) 
when orgamzmg and managmg the Khvyha Water Utlhty as an open Jomt-stock company 
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AlongsIde other Issues that needed to be resolved when orgamzmg the open Jomt-stock 
company, a new system of InstItutIOnal relatIOnshIps between management subdIVISIons was 
formed The InstItutIOnal framework of the Khvyha Water UtIlIty compnses several 
subdIVISIOns that can be combmed, accordmg the functIOn performed, mto four major 
productIOn groups 

• mam productIOn 
• auxIlIary productIOn 
• control servIce 
• management, procurement, and sales 

Clear dIVISIon of functIOns between the subdIVISIOns IS a pOSItIve practIcal result achIeved 
from the reform m the system ofmstitutIOnal relatIOnsmps between Khvyha's management 
subdIVISIOns The structure of the subdIVISIOns formmg the productIOn groups of the Khvyha 
Water UtIlIty also underwent changes and Improvements For example, mdependent status 
was gIven to subdIVISIOns that execute clearly defined productIOn actlvities (e g , motor 
transport servIce, mechamcal repaIrs servIce, deSIgn office, etc) 

Apart from ItS maIn productIOn actIVIty, mdividual subdIVISIOns of the company render 
servIces to reSIdents and enterpnses m Horhvka ThIs practIce helps the enterpnse to survIve 
and ensures ItS development under the condItIons of a market economy The share of revenue 
YIelded by these addItIOnal orders (termed "external revenues") m the total servIce productIOn 
costs and costs for other works VarIes substantlally and depends on the subdIVISIOn The 
hIghest proportIOn IS observed m the Industnal and Trade DIVISIOn, wmch compnses 12 
mdependent subdIVISIOns, havmg dIfferent productIOn types and purposes, that are not 
dIrectly related to the mam productIOn actIVIty ofthe Khvyha Water UtIhty 

Takmg the example of the Khvyha Water UtIlIty, separate subdIVISIOns (e g, motor transport 
umt, dIStrIct mamtenance teams, etc) may be taken out of the mtegrated complex and 
converted mto mdependent enterpnses when orgamzmg LVIvvodokanal m a Jomt-stock 
company RelatIOns between such mdependent enterpnses and L VK would be regulated by 
concludmg appropnate agreements, as between a clIent (L VK) and a contractor (the gIven 
subdivisIOn-enterpnse) ThIS type of relatIOnsmp could proVIde the followmg advantages 

• responSIbIlIty of the contractor for the quahty of work WIll be mcreased 

• productIOn actIVItIes of the subdIVISIons WIll be expanded, whIch WIll also Improve 
then effectIveness, tms could be acmeved by contractmg addItIOnal work, and 
rendermg addItIOnal servIces to enterpnses, mstitutIOns, and reSIdents 

A Jomt-stock company managmg the share of fixed assets It owns has the opportumty to 
resolve techmcal, mstItutIOnal, and financIal Issues mdependently m order to Improve 
productIOn effiCIency ReductIOn m leakage, due to better operatIOn and mamtenance of the 
water supply network, WIll reduce the total water demand ThIS, m tum, WIll allow the 
reductIOn of the operatmg load on the major productIOn facIhties and dIstnbutIOn system 
More effiCIent operatIOn wIll elImmate the neceSSIty for bUIldmg new productIOn faCIlItIes 
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(for a certaIn penod of tIme) ThIS wIll reduce expendItures for the major productlOn actIvIty 
of the JOInt-stock company, and may allow a reductlOn m tanffs, or at least halt theIr mcrease 

In the eXIstIng SItuatIOn of an mcompletely formed market economy, and under current 
legIslatlOn, thIS model oftransItlOn to a Jomt-stock company WIll gIve a free hand to take 
sIgmficant mstitutIOnal and engIneenng measures m order to Improve tanff polIcy, 
accountIng for water consumptIon, and settlIng accounts wIth customers 

In order to draw on addItIOnal funds for the renewal of L VK' s fixed assets, mternal reserves 
should be found and used One of the possIble ways to make use of such reserves IS to 
conduct marketmg research that would Identrfy the groups of customers who are ready to pay 
at hIgher tarIffs for hIgher-qualIty servIces (e g , for extended hours of supply, for 24-hour 
water supply, etc) Based on thIS research, tarIffs for such groups of customers could be set at 
a level adequate to the amount and qualIty of rendered servIces 
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SectIOn 5 
CONCLUSIONS 

In the post-war years m Ukrame almost all housmg and utIhtIes, especially heat and water 
supply and wastewater facllitIes, under the responsIbIlIty of local radas, were largely 
constructed usmg state budget funds, and also some funds generated from shared partIcIpatIOn 
of mlrustnes and agencIes Enormous funds were used to create the eXlstmg mfrastructure 
Over the years thIs mfrastructure became obsolete and techrucally outdated and now, m 
addItIOn to capItal reprurs, It reqUIres extensIve reconstructIOn and constructIOn of some new 
facIlItIes In the prevIOUS centrally planned economy these Issues, although not easIly, were 
almost always resolved usmg centrahzed funds 

Nowadays tnecentrally planned economy does not eXIst Nevertheless the housmg and 
communal sector eXIsts and operates, as before, accordmg to the centralIzed economIC 
pnncIples If not restructured, the housmg and communal sector Will cease to eXIst due to the 
conflIct between ItS operatmg and finanCIal structure and the realIty of current condItIOns 

At tills tIme, when the Ukramlan economy IS transformmg Itself mto a mIxed-type economy 
based on transfernng state-owned property and pnvatIzmg mdustrIaI enterpnses The Issue of 
findmg a methodologIcal groundmg for structural changes m regIOnal mdustnal complexes, 
and determmmg an economIcally effiCIent balance of ownersillp of dIfferent types of 
productIOn means, has gamed partICular Importance Not the least Important m terms of 
mstItutIOnal change IS the Issue of partially transferrmg of state-owned mumcipal utIhtIes, 
mcludmg those mvolved m water supply and wastewater collectIOn They are among the most 
complex when It comes to determirung the future of mumcipal communal property 

Accordmg to the current Ukrmman legIslatIOn on pnvatizatIOn, most of these faCIlItIes are not 
subject to pnvatizatIOn (1 e , facIhties belongmg to engmeenng mfrastructures, mcludmg 
networks, faCIlItIes, and eqUIpment for supplymg users With water, natural gas, heat, as well 
as wastewater collectIOn and treatment), or can be only partly pnvatlzed 

In the SItuatIOn when state finanCIal support of thIS VItal sphere IS practIcally noneXIstent, the 
emergmg problems m the water and wastewater sector can be at least partIally resolved by 
mstitutIOnal changes 

The L VK IS an mdependent state self-sustrumng enterpnse whIch operates water and 
wastewater systems At first glance, L VK has conSIderable freedom In terms of posseSSIOn, 
management, and dIsposal of fixed productIOn assets However, the CIty CounCIl, as the 
actual owner, has the nght of ultImate control over LVK WIthIn these lImItIng condItIOns, 
the reform ofLVK's mstitutIOnal structure rums at gaImng It more finanCIal freedom, 
IncludIng expanded nghts over ItS fixed assets 

In LVK's case, mstItutIOnal strengthenmg could be accomplIshed by ItS corporatizatIOn 
There are the followmg optIOns for corporatIzatIOn 

• remam as It IS as a state communal enterpnse 

ept IVIV/756/uh reports\mststm\R9mstI5 wpd 5-1 20Sep97 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
• 

• remam a state communal enterpnse, whIle Its charter would be amended to mclude a 
number of pnvate servIce subdIvIsIOns 

• convert to aJomt stock-company, whIch would be a lessee of fixed assets and owner 
of other productIOn means 

• convert to Jomt venture company With financIal help from an outsIde (probably 
foreIgn) company 

Before the L VK makes any SIgnIficant change In Its InstItutIOnal structure It must make some 
IPeanmgful chal1ge III Its financlal-condltlon No matter ""hat form fif mstitutIonal structure-rt 
deCIdes to become, It cannot be successful If It IS operatmg WIth ItS expenses far exceedIng ItS 
Income The current large amounts of accounts receIvable and credItor debt would destroy 
any new orgamzatIOn before It got started UntIl that tIme there IS a lot of ment In remainIng a 
state communal enterpnse where It IS reasonably protected from bankruptcy 

The L VK IS senously consldenng undertakIng a large WB loan, In the order of 30 mIllIon 
USD that would used to repaIr part of the worn-out Infrastructure to reduce leakage and 
overall energy use As part of thIS loan agreement the L VK wIll need to agree to several 
penpheral condItIons These Include 

• BalanCIng mcome and expenses on a cash basIS 
• RaIsmg suffiCIent addItIOnal revenue to repay the loan and mterest 
• Makmg a Management Contract With an outSIde (foreIgn) organIzatIOn 

If all of these actIOns are undertaken and fulfilled, then the L VK wIll be m a new pOSItIOn 
where It Will have both a phYSIcally Improved system, a POSItIve cash flow and the potentIal 
to gam expenence m workmg In a market onented economy usmg the best of both the past In
country knowledge and practIces along With those appropnate Ideas from Western Europe or 
the USA 

It IS at thIs tIme, preferably after operatmg a number of years (at least one) m thIS condItIOn, 
that the L VK should conSIder InstItutIOnal restructurmg 

It should be remembered that any ofthe InstItutIOnal structures can work There are examples 
of all of them around the world that are successful The key to all the successes are finanCIal 
stabIlIty, a management that balances finanCIal management With water servIces, a 
management team that IS focused on POSItIve goals and an economIC and legal clImate m the 
country and mumcipalIty that Will permIt a busmess to succeed 

The key IS to have a management and chmate where the utIhty can operate as a bUSIness 
- where Income equals or exceeds ~enses (Includmg loan repayment) Eventually It must be 

done anyway If LVIV IS to have a functIOnIng water and wastewater system Although thIs 
process WIll be very pamful, once done It means that water system WIll steadIly Improve 
(mstead of steadIly degradmg) and the mUnICIpal government Will have a self-supportmg 
operatIng pubhc servIce 
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In the post-war years m Ukrame almost all housmg and utIlItIes, especially heat and water 
supply and wastewater facIlItIes, under the responslblhty of local radas, were largely 
constructed usmg state budget funds, and also some funds generated from shared partIcIpatIOn 
of mirustnes and agencIes Enormous funds were used to create the eXIstmg Infrastructure 
Over the years thIS mfrastructure became obsolete and technIcally outdated and now, m 
addItIOn to capItal repatrs, It reqUIres extenSIve reconstructIOn and constructIOn of some new 
faCIlItIes In the prevIOUS centrally planned economy these Issues, although not easIly, were 
almost always resolved usmg centralIzed funds 

Nowadays the centrally planned economy does not eXIst Nevertheless the housmg and 
communal sector eXIsts and operates, as before, accordmg to the centralIzed economIC 
prmcipies If not restructured, the housmg and communal sector Will cease to eXIst due to the 
COnflIct between ItS operatmg and finanCIal structure and the realIty of current condItIOns 

At thIS tlme, when the Ukratruan economy IS transformmg Itself mto a mIxed-type economy 
based on transferrmg state-owned property and pnvatIzmg mdustnal enterpnses The Issue of 
findmg a methodologICal groundmg for structural changes m regIOnal mdustnal complexes, 
and determmmg an economIcally effiCIent balance of ownershIp of dIfferent types of 
productIOn means, has gamed partIcular Importance Not the least Important m terms of 
mstItutIOnal change IS the Issue of partially transfemng of state-owned munICIpal utIlItIes, 
mcludmg those mvolved In water supply and wastewater collectIOn They are among the most 
complex when It comes to determmIng the future of muruclpal communal property 

AccordIng to the current UkraInIan legIslatIOn on pnvatIzatIOn, most of these faCIlItIes are not 
subject to pnvatizatIOn (1 e, faCIlItIes belongIng to engmeenng Infrastructures, IncludIng 
networks, facilItles, and eqUIpment for supplYIng users WIth water, natural gas, heat, as well 
as wastewater collectIOn and treatment), or can be only partly pnvatlzed 

In the SItuatIOn when state finanCIal support of thIS VItal sphere IS practIcally noneXIstent, the 
emergmg problems In the water and wastewater sector can be at least partially resolved by 
mstitutIOnai changes 

The L VK IS an mdependent state self-sustatrung enterpnse whIch operates water and 
wastewater systems At first glance, L VK has conSIderable freedom m terms of posseSSIOn, 
management, and dIsposal of fixed productIOn assets However, the CIty CounCIl, as the 
actual owner, has the nght ofu1tlmate control over LVK WIthIn these IImltmg condItIOns, 
the reform of LVK's mstitutIOnal structure alms at gammg It more fmanclal freedom, 
mcludmg expanded nghts over ItS fixed assets 

In LVK's case, mstltutIOnal strengthemng could be accomplIshed by Its corporatlzatIOn 
There are the follOWing optIOns for corporatIzatIOn 

• remam as It IS as a state communal enterpnse 

• rematn a state communal enterpnse, whIle Its charter would be amended to mclude a 
number of pnvate servICe subdIVISIOns 
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• convert to a Jomt stock-company, whIch would be a lessee of fixed assets and owner 
of other productIOn means 

• convert to Jomt venture company WIth financIal help from an outsIde (probably 
foreIgn) company 

Before the L VK makes any slgruficant change m Its mstItutIOnal structure It must make some 
meanmgful change m Its financIal condItIon No matter what form of mstItutIOnal structure It 
decIdes to become, It cannot be successful If It IS operatmg WIth Its expenses far exceedmg Its 
mcome The current large amounts of accounts receIvable and credItor debt would destroy 
any new organIzatIOn before It got started UntIl that tIme there IS a lot of ment m remammg a 
state communal enterpnse where It IS reasonably protected from bankruptcy 

The L VK IS senously consIdenng undertakmg a large WB loan, m the order of 30 mIlhon 
usn that would used to repaIr part of the worn-out Infrastructure to reduce leakage and 
overall energy use As part of thIS loan agreement the L VK WIll need to agree to several 
penpheral condItIOns These mclude 

• Balancmg mcome and expenses on a cash baSIS 
• Rrusmg suffiCIent addItIonal revenue to repay the loan and mterest 
• MakIng a Management Contract WIth an outSIde (foreIgn) organIzatIOn 

If all of these actIOns are undertaken and fulfilled, then the L VK WIll be m a new pOSItIOn 
where It WIll have both a phYSIcally Improved system, a POSItIve cash flow and the potentIal 
to grun expenence m workmg m a market onented economy usmg the best of both the past m
country knowledge and practIces along WIth those appropnate Ideas from Western Europe or 
the USA 

It IS at thIS tIme, preferably after operatmg a number of years (at least one) m tills condItIon, 
that the L VK should conSIder mstItutIOnal restructunng 

It should be remembered that any of the mstltutIOnal structures can work There are examples 
of all of them around the world that are successful The key to all the successes are finanCIal 
stabIlIty, a management that balances finanCIal management WIth water servIces, a 
management team that IS focused on posItlve goals and an economIC and legal cllIDate m the 
country and munICIpalIty that WIll permIt a busmess to succeed 

The key IS to have a management and clImate where the utIlIty can operate as a busmess 
where mcome equals or exceeds expenses (mcludmg loan repayment) Eventually It must be 
done anyway If LVIV IS to have a functIOmng water and wastewater system Although thIS 
process WIll be very pamful, once done It means that water system WIll steadIly Improve 
(mstead of steadIly degradmg) and the mumcipal government WIll have a self-supportmg 
operatmg publIc servIce 
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AppendlXA 

LEGISLATIVE ACTS RELEVANT TO VODOKANALS 

Law of Ukra me On Pnces and PncIng, No 507-XII of 3 December 1990 

Law of Ukra me On Property, No 697-XII of7 February 1991 

Law of Ukra me On Pnvate Enterprzses, No 698-XII of7 February 1991 

Law of Ukra me On Enterpnses m Ukrame, No 887-XII of27 March 1991 

Law of Ukra me On Securztles and Stock Exchange, No 1201-XII of 18 June 1991 

Law of Ukrame On Investment ActlVltzes of 18 September 1991 

Law of Ukra me On Economic AssocwtlOns, No IS76-XII of 19 September 1991 

Law of Ukra me On PnvatlzatlOn of Assets of State Enterpnses, No 2163-XII of 4 March 
1992 

Law of Ukrame On Local Councils of People's Deputles and Local and ReglOnal Self
Government, No 2234-XII of26 March 1992 

Law of Ukra me On the Lease of State Property, No 2269-XII of 10 Apnl1992 

Law of Ukra me On Land Lease of3 July 1992 

Cabmet of Millsters ResolutIOn On the Procedure of ISSUIng Permlts for Specwl Usage of 
Natural Resources and SettIng Limits on the Usage of Resources of NatIOnal 
Importance, No 459 of 10 August 1992 

Cabmet ofMIllsters ResolutIOn On Applymg the Contract Form of Labor Agreement With 
Management of Enterpnses under General State Ownershzp, No 203 of 19 March 
1993 

Temporary Rulesfor Water Usage In LVlv of9 Apnl1993 

Cabmet of MInIsters Decree On PnvatzzatlOn of Integrated Property Complexes 0/ State 
Enterprlses or thew Structural SubdlvlSlons, No 57-93 of20 May 1993 

Decree of the PresIdent On CorporatlzatlOn o/Enterprlses, No 210-93 of 15 June 1993 

Decree of the PresIdent On Strengthemng Economzc UnderpInmngs of Self-Government of 
Citzes of UkraIne, No 84/94 of 12 March 1994 

Cabmet of MInIsters ResolutIOn On PncIng under CondztIOns of ReformIng the Economy, 
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No 733 of21 October 1994 

Cabmet of MmIsters ResolutIOn On Approvmg BaSIC Statements of ProductIOn Costs at the 
Enterprtses and OrgamzatIOns, No 759 of 10 November 1994 

Order of the State Property Fund and the MmIstry of Economy of Ukra me On ApprovIng the 
TypIcal Charter a/the Open Jomt Stock Company, No 7871177 of 12 December 
1994 

TYPIcal Charter of the Open Jomt Stock Company approved by the Order of the State 
Property Fund and the MIlllstry of Economy of Ukra me, No 7871177 of 12 December 
1994 

Law of Ukrame On TaxatIon of the Profit of Enterprtses, No 334/94-BP of 28 December 
1994 

Cabmet of Mmlsters ResolutIOn Methodology for the ValuatIOn of Assets whIch are Subject 
to PrtVatlzatIOn, No 36 (36-95-n) of 18 January 1995 

Law of Ukra me On Amendments to the Law of UkraIne 'On the Lease of State Property', No 
98/95-BP of 14 March 1995 

Water Code of Ukra me, by Verkhovna Rada ResolutIOn, No 213/95-BP of6 June 1995 

Rules for Applymg the Law of Ukrame 'On TaxatIOn of the Profit of Enterprtses', by 
Verkhovna Rada ResolutIOn, No 247/95-BP of27 June 1995 

Rules for OperatIon of Communal Water Supply and Sewage Systems In OUes and VIllages 
In UkraIne, Issued by State Committee for Housmg and Communal ServIces of 
Ukrame 1 July 1995 

RegulatIOns on the Purchase of CirculatIng Assets by Lessee, approved by Cabmet of 
Mllllsters Decree No 629 of 10 August 1995 

Law of Ukra me On Condltlons for ForeIgn Investments, No 93/96-BP of 19 March 1996 

Law of Ukrame On Introducmg Changes to the Law of Ukrame 'On Pnvatlzatzon of Assets of 
State Enterpnses , of 19 February 1997 

Law of Ukra me On Local Self-Government m Ukrame, No 280/97-BP of21 May 1997 

Law of Ukra me On Amendments to the Law of Ukra me 'On TaxatIOn of the Profit of 
Enterpnses', No 283/97-BP of22 May 1997 

Cabmet ofMmIsters ResolutIOn On InventoryIng State Owned Assets not Included mto 
Statutory Funds of Jomt Stock Compames Establzshed m the Course of 
Corporatlzatzon and Pnvatlzatzon, No 757 of 15 July 1997 
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Decree of the PresIdent On Establzshzng the State CommIttee/or ConstructIOn, Archltecture, 
and Housmg Pohcy 0/ Ukrame, No 773/97 of 11 August 1997 

Law of Ukra me On ForeIgn Investments 
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RUSSIAN FEDERATION 

KAZAKHSTAN 

New Independent States (NIS) 
* EPT RegIOnal Offices 

The EnvIronmental PolIcy and Technology (EPT) Project EnvIronmental degradatIOn and natunl rebource ml~ 
management threaten publIc health blOdl"er~It" and economIc \ Itallty In the New Independent States (NIS) To a~~I~t the 
NIS In alle"latIng the~e problem~ the U S Agency lor InternatIonal Deyelopment (USAID) began the EPT PloJect In 1993 
EPT proYlde~ teChnICdl a"~I~tance dnd polK \ ad" Ke In the em lronmental .,ector and promote~ envIronmentally ~ound economK 
development through publIc and pmJte US llld NIS paltner~hlp" The EPT PlOJelt I'> mandged by USAID \Nlth .,upp0Jt 
trom the U S Envll on mental ProteLtIon <\genL'r (USEPL\) FOI d~~I~tJnCe III project de~lgn management ,md Implement ItlOn 
US AID ha~ agreemenb \NIth CH2M HILL InternatIonal Han Jrd In~tItute tor IntelllatlOnal Development and ISAR A~ the 
prImary EPT LOntraltor CH2M HILL Internatlondl ha~ the lead role III delI\enng technIcal d~~I~tance logl.,tlcal.,uppOlt md 
polIcy ~upport tor ~eleued prolecb EPT ReglOndl Othce., .Ire IOLated 111 Wa~hlllgton D C MO~LOW RU~~la KIev Uh.rall1e 
and Almaty Kazdh.h~tan 

CH2M HILL InternatIOnal ConsortIUm of Subcontractors Center tor InternatIOnal Em Ironmental Ld\" Clarh. 
L\tlanta Ulll"er~Jt'r/HI.,tofllally Blach. CoJJt.ge~ Ulll"er~ltle~ and l\1InOIltV In~tltutlon., Technology Con"Olt!Um Con~Ol 
t!Um tor InterndtlOnal Development ELoJum En" Iron mental ComplIance Inc Harvlrd In.,Wute tor internatlondl DL\dop 
ment Hughe., TechlllCdl Sen Ice~ COmpdn\ Interndtlondl Program., Con~ortlUm InternatIOnal Re~oUl Le~ Group Intel tax 
K&M Engll1eenng Ogden Envlronmentdl dnd Energ) Sen lee., Pnce Wlterhou.,e the World WIldlite Fund md numLroU., 
IOLdI.,ubLontraLtor., md Looperdtol., throughout the NfS 

EnVIronmental PolIcy and Technology Project 
A USAID Project ConsortIUm led by CH2M HILL 

CH2M HILL International ServIces Inc 
PO Box 24548 Denver Colorado 80224 USA 
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