Review of Project Implementation in 2000

by Oleg Komarov, Project Director

While reviewing the Enterprise Housing Divestiture Project implementation in the year 2000, it is necessary to note several essential distinctive features, such as: 

1) carrying out loan restructuring, which includes detailed elaboration of the content and scope for the main trends in project evolution, project duration and in the structure of project participants;

2) expanding the range of centralized consulting services and adjusting their scope subject to loan restructuring;

3) significantly increasing the scope of procurement under the investment component of the project, as well as creating the necessary prerequisites for further advance of this process in the coming year.

Let us dwell on each of these statements in detail.

* * *

The event that must be regarded as the most important distinguishing feature of the year 2000 is loan restructuring, which consists in adjusting both the content and the scope of the main trends in project development and in refining the structure of project participants, reflected accordingly in a change of the loan size in general, of the sizes of subloans to individual cities participating in the project, and also of the sizes of some disbursement categories. 

The principal outlines of the restructuring process were determined by two main factors. 

First, the practice of project implementation has revealed that in order to raise the effectiveness of energy and water saving retrofits carried out in residential buildings it is necessary to channel the investments in parallel also to the units of engineering infrastructure servicing these buildings, such as boiler houses, central heat points, pipelines, etc. All the cities participating in the project have upheld this approach, some of the cities deciding to finance the work mainly from municipal funds, with other cities deciding to do the financing from the loan funds. On this ground, most of the cities have applied with a proposal to increase the disbursement category directed at upstream retrofits, so that under the project this amount grew on the whole from 5 to 40 million USD. 

Secondly, the financial crisis of 1998 has resulted in the fact that the liabilities of project participating cities under the current and long-term service of the loan, as well as their payments under the contracts operating within the framework of the project have been growing at a faster rate as compared with the growth rate of the budgets of participating cities. These circumstances have compelled a number of cities to put forward a proposal for a significant reduction in the sizes of their subloans. After an additional study of the status of the budgets of participating cities conducted by FER, the MoF of Russia made a recommendation to cut down the total amount of subloans to the six cities by approximately 83 million USD. As to the size of the entire loan, the MoF addressed the World Bank with a suggestion to reduce it by approximately 23 million USD, so as to use the released 60 million USD for allocation to two new cities that meet the selection criteria for participation in the project. The cities of Saratov and Izhevsk were selected as such.

On December 16, 1999 the World Bank and the MoF of Russia signed an amendment to the loan agreement under which the loan size was reduced to 276.8 million USD. On February 14, 2000 subloan agreements were signed for the cities of Saratov and Izhevsk, as well as respective supplementary covenants to subloan agreements were made for the cities of Petrozavodsk, Volkhov, Cherepovets, Ryazan, Saratov and Izhevsk, and on May 15, 2000 – for Orenburg. In April 2000, already in the course of signing a supplementary covenant to the subloan agreement for the city of Vladimir to the amount of 40.0 million USD, the Administration of Vladimir reconsidered this decision and in June 2000 approached the MoF of Russia with a proposition of reducing this amount to 19.6 million USD.

Under the WB Country Portfolio Performance Review for Russia which was completed in July 2000, the MoF of Russia has coordinated with the Bank an additional reduction of the loan due to a reduction of the subloan for Vladimir. Also approval has been obtained concerning extension of the loan closing date until December 31, 2003, which was dictated by the long cycle of preparation and operation of the main investment contracts under the project, the preparation of which was started in 2000. 

Based on the understandings, on November 1, 2000, the World Bank and the MoF of Russia signed another amendment to the loan agreement, under which its size was to be reduced to 256.4 million USD, with the loan closing date put off until December 31, 2003.

It should be pointed out that in accordance with the subloan agreements for the cities of Saratov and Izhevsk, to make these agreements effective the sub-borrower Guarantors ‑ Saratovskaya Region and Udmurt Republic ‑ were expected to clear their liabilities to the MoF of Russia under other IBRD and EBRD projects. On October 25, 2000, the subloan for Saratov came into effect, and on December 25, 2000 the subloan became effective for Izhevsk.

* * *

Another event that may be considered an important feature of the year 2000 was expanding the range and augmenting the scope of centralized consulting services.

In 2000, work continued under contract with a consortium of companies Geningconsult (Russia) and Obermeyer Planen + Beraten (Germany), otherwise known as PEG-2 and providing services in the field of procurement and engineering. In July an amendment to the contract was signed, under which new cities for which the subloans had become effective joined the contract, and also the number of heat engineers operating directly in the project participating cities was increased. 

During the year, PEG-2 have conducted a survey and produced retrofit design solutions for over 700 residential multi-apartment buildings, 1489 heat and water metering units, over 55.3 km of pipelines in the district heat and water supply systems, prepared the reasons for investments into the construction of 8 district boiler houses with a total capacity of about 60.4 MW. Based on technical documentation produced by the  consultants, several tenders have been prepared and held with a total estimated value of contracts at about 54 million USD.

In parallel, PEG-2 specialists have assisted the administrations of the project participating cities in concluding investment contracts, in monitoring the quality during their operation, in preparing the required amendments to contracts. The total value of contracts monitored by PEG-2 consultants amounted to about 21 million USD.

In the year 2000, work continued under contract with a consortium of companies InnoTec Systemanalyse GmbH (Germany), The Institute for Maintenance and Modernization of Buildings (Germany) и Building Research Establishment Limited (Great Britain), otherwise known as TAG-2 and providing services in determining the effectiveness of project implementation. In October, an amendment to the contract was signed whereby new cities whose subloans had come into effect joined the contract.

During the year, TAG-2 specialists have carried out work in 6 project participating cities on establishment or modernization of the data acquisition systems for collecting data on energy and water supply to 153 multi-apartment residential buildings equipped with devices for continuous recording of heat, water, electricity and gas consumption, as well as for logging the ambient temperature in various parts of the buildings. Based on the obtained data, TAG-2 have produced a voluminous report on the condition of buildings prior to retrofit, which contains unique information on the thermal balance of Russian type buildings. At the end of 2000, data acquisition on the condition of buildings after retrofit began. For assessment of the effectiveness of building retrofits, the consultants are developing the software for automated input, statistical treatment and subsequent technical and economic analysis of the data.

In September 2000, the administrations of the project participating cities entered into a contract with the Institute for Urban Economics (USA) for provision of services in conducting reforms in the housing and utility sector. Among the tasks to be resolved with the aid of consultants, one may point out such as reforming  the housing and utility management system and the housing payments system, improving the tariff policy at the municipal level, establishing condominiums, demonopolizing heat supply, setting up a full-scale system for commercial metering and accounting of energy resources and water, accumulating budgetary funds savings derived from project implementation.

It may be regarded that the year 2000 saw the completion of forming the structure of consulting services covering all essential lines of work under project and taking into account the specific features of each city. It is necessary to underline that obtaining independent recommendations from three groups of consultants on comprehensive tasks allows the administrations of participating cities to arrive at the most weighted decisions concerning project implementation.

* * *

A third feature of 2000 is significant expansion of the volume and range of procurement under the investment component of the project, as well as creating the prerequisites for further development of this process in the following year. 

Thus, while in 1999 retrofit contracts were implemented for energy and water saving on 72 residential buildings, in 2000 this figure already was 302 buildings. Efforts continued on establishing commercial metering and accounting points for heat and water on the balance transfer line between municipal heating companies and heat producers (CHP, inspection pits, pumping stations) or consumers (lead-ins to residential buildings, IHP, etc.). A program has been deployed for construction and retrofit of boiler houses: a basement boiler plant has been put into operation in Ryazan, works are in progress to construct 11 in-house and 1 district boiler houses in the cities of Petrozavodsk, Volkhov, Vladimir, Ryazan and Orenburg. As compared with 1999, there has been a twofold rise, from 3.5 to 7.0 million USD, in the monetary volume of implemented investment contracts. 

It is important to note that the experience gained by the local specialists in the course of implementing contracts under the project and through training done by consultants and general contractors has made it possible to take a weighted approach to selecting retrofits, technologies and equipment for the subsequent stages of project implementation. In particular, an earlier tendency has remained of obtaining financial savings derived from project implementation not only through reduced consumption of energy and resources under normal operating conditions (above all, through automation of distribution and consumption of heat and water), but also through reducing the number and duration of emergency situation (for example, through timely capital repairs of the networks, establishing a dispatching system, etc.). More pronounced has also become the desire of unification of equipment and technology for its servicing in order to reduce the costs in the course of its subsequent operation.

A good beginning was made in 2000 for a considerable increase in the volume of procurement next year ‑ a contract has been concluded for the delivery of 308 heat meters and accessory equipment, tenders have been held for retrofitting 657 buildings, for replacing about 30 km of pipelines in the district heat and water supply systems, for procurement of equipment to 1167 metering units for cold water. In the concluding stage is the preparation of another series of similar tenders. This will allow in 2001 to increase substantially, by 6-8-fold, the annual volume of implemented investment contracts, bringing it to 42-56 million USD. Execution of these mutually complementing contracts will create the prerequisites for a considerable rise in the effectiveness of energy and water utilization in project participating cities along the entire way from the producer to the consumer. 

* * *

Thus, the year 2000 witnessed a continuing expansion of the scale of work in the areas traditional for the project and relating to installation of metering units for energy resources and retrofits of buildings for the purpose of heat and water saving; also first contracts were implemented on the new lines relating to upstream retrofits, where considerable development is envisaged within the framework of loan restructuring. Favorable prerequisites have been created for further advance of the project in 2001-03, during which time it is necessary to continue a substantial buildup of the scope of work so as to fulfil the procurement and disbursement plan presented at the meeting of representatives from the project participating cities on November 28-30, 2000. However, to accumulate the financial savings of budgetary resources derived from project implementation, it is necessary for the city administrations to step up activities toward establishing a full-scale system of commercial metering for heat and water, toward tariff control, toward improving the system of payments for housing and utility services by population, etc.


