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Russian roulette continues to spin

The government, municipalities and the market are sending contradictory messages about the direction of water

sector reform in Russi

he Eurasian Water Partnership, a
Tprivate water group set up by former

employees of Russian Communal
Systems (RKS), has signed a 25ear lease
agreement to manage the Rostov-on-
Don water utility. The deal takes the total
number of people served by private water
in Russia to 9.5 million.

The move towards PPP has been driven
by several laws passed by the national
Duma in 2003-2004 which required that all
water utilities from municipal companies
(so-called MUP) be reorganised into
joint stock companies or to be privatised
by January 2006. This reorganisation
supposedly involves the full inventory of the
assets and the network, establishment of

the governing body and official registration
of the new company.

By November 2005, this process has
been completed in a few large cities and
where the private operators are actively
involved in this process: about 20 long-
term management contracts were signed
by private operators and municipal water
utilities by 1 December 2005. There
have also been a number of instances in
which utilities have been taken over by
stealth despite opposition from the elected
municipality. The model is similar to that
used during the privatisation fever of the
1990s.

An operator concludes a BOT contract
with the municipality and builds several

PPP in Russia: major contracts so far

. The privatisation process is continuing apace - but it has become less visible.

kilometres of the network. At the same time
the municipality (as the only shareholder
of the utility) conducts an inventory of the
assets of the water utility. The operator
and the municipality then set up a joint
venture with the shares split according to
the BOT investment and residual value of
the utility assets evaluated at the inventory.
This gives the private operator a substantial
shareholding, which is then leveraged
into full control by the private operator, as
additional costs ate consolidated into the
holding company.

At the same time, the future of water
revolution is now more unclear than
ever. On the one hand, the Russian
federal construction agency Rosstroi has

city Population  Contract  Contract type Private transaction
(thousand) term (years) participant
Novokuznetsk 548 Indefinite_ Privatisation Local business
Syzran 186 5 Management contract Consortium of local
industrial enterprises
Perm 1,000 49 Lease contract Novogor-Prikamye (affiliate
of Interros)
Orenburg 549 20 Lease contract Alpha-Rosvodokanal
Tambov 290 20 Lease contract Tambov Communal
Systems
Tomsk 488 1 Renewable lease contract RKS (combined with heating and
electricity distribution)
Tumen 510 1 Renewable lease contract (the agreement Sibirian Urals Power Company
has been litigated by the Federal
Anti-monopoly Agency)
Volgograd 1,013 1 Renewable lease contract RKS (combined with heating and
electricity distribution)
Novorossyisk 231 1 Renewable lease NOVOTEK (consortium with
contract Zarubezhneft) (with district heating
and electricity distribution)
Kirov 457 15 Lease contract RUS
Berezniki 120 25 Lease contract Novogor-Prikamye (affiliate
of Interros)
Petrozavodsk 266 20 Concession RKS
Omsk 1134 25 Alease contract combined with an investment  Eurasian Water
agreement to be implemented in two years Partnership Ltd. (EWP)
followed by a long-term investment programme
orsk 249 1 Renewable lease contract Alpha-Rosvodokanal
Barnaul 636 1 Renewable lease contract Alpha-Rosvodokanal
Rostov-on-Don 1,070 25 Alease contract combined with a long-term EWP

investment programme (US$36 million)

Region of Kaluga About700 1

Renewable lease contract

Alpha-Rosvodokanal

Krasnokamsk 54 1

Renewable lease contract
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[image: image2.png]drawn up legislation which establishes
an infrastructure  development fund
and simplifies construction of the
infrastructure network for new housing.
On the other hand, many water utilities
are reversing the reform process. In St
Petersburg, the water utility reform was
put on hold following the recommendation
of the Baker & McKenzie audit results. In
Vladivostok, the city council excluded the
local municipal water utility from the 2006
privatisation list.

This is significant because a year and
a half ago Vladivostok was the first city to
see its operations taken over by Russian
Communal Systems (RKS) and the first
RKS dropped, when it began pulling out
of the majority of its water operations. RKS
has formally withdrawn from Tambov and
is replaced by its former daughter company
Tambov Communal Systems (TKS). The
Moscow water utility's privatisation plans
are still unclear despite widely publicised
privatisation plans and announcement last
month of a committee to develop a strategic
plan for the privatisation of Moscow water
utility (see PPP tracker p29).

The difficulties for municipal water
reform became more visible in early
autumn, when Putin announced his
desire to halt the growth of communal
services tariffs (rumours concerning
the introduction of national water tariff
regulation persist). This was interpreted by
many operators and IFIs as a clear threat
to the water services balance of payment
because all other services are already either

privatised or provided by utilities that are
outside the power of municipal authorities.
In addition, many small cities and towns do
not have the money to conduct an inventory
of the assets and have asked to postpone
the reforms in municipal ownership.

But despite the pressure to hold
back tariff increases, many utilities have
announced tariff increases of 15%-20% for
the new year. This may make water more
attractive to private investors, but further
institutional reform is required. There are
still no incentives for long-term investment
or operations improvements; the tariff
Setting system remains undeveloped and
services are deteriorating, For how much
longer will the revolution continue?
® The Eurasian Water Partnership which
signed the agreement to take control of
water services for the city of Rostov-on-
Don was established last year by Sergei
Yashechkin, the former chairman of RKS.

The company specialises in long-term
contracts and claims to have attracted
investment of $30 million to improve
services in Omsk and Rostov. Half of this
amount is said to have been spent already.
The company's stated intention is to be
a national operator of municipal water
infrastructure, serving at least 5 million
people by 2007.

With a view to attracting additional
capital OmskVodokanal i being assessed by
Moody’s, the ratings agency. The company
is also in talks with potential partners who
swould bring operating expertise as well as
capital into the business.





