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situation in the USSR, on restructuring process in econemic
management, on investment plannine measures and policy as well as
we tried to g¢give our evaluaticns of the market that is being
established in this country. Also we covered some questicns
dealing with finance system and price policy in the Soviet Union.
When compesing these Reports, we tried to cover present situation
end metheds but we .-assumed that historical development and future
Y

progress may be of some interest for the readers. Moreover we
considered it very useful to differenciate the concepts that
reflect official point of view and are or would be adopted and
those of our recommendations and theories.

Each of the three successive Reports is a separate study

although they are legically and conceptuall
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In these three Revorts we followed the same system of terms




Report No.1
Preface

Report No.1 is composed in compliance with the WNIDO's

requirements. In_&peﬁsame time we tried to observe requests of our
.

Chinese counterparts if they did not run counter to the prior

requests of the UNIDO. According to the Chinese recommendaticns we

JSSR,

partially we dealt with planning system of the Soviet Unicn (these

-

covered some vroblems of economic restructuring in the

C

ct

topics are presented in Report No.2). And we covered the
significance of the Project Evaluations and tecnhnical-and

-aconomic czlculations here, in the Soviet Unicn. We descrilzed

1

valuation meihods applied in this country, scme

vl

roject

narticular features of the large-scale projects and otner prediems




Under the presert rolicy of sccio-economic development and

its acceleration we see a certain trend in cur investment policy.

We seek the solution of our strategic and tactica®! economic

prcblems and their organic combination in our investiment sector of
Ap

econcmy. Here we can see a new kind of scientific approach to the

problems; they are being investigated and solved by all sectors of

econony, and nol by sevarate branches of eccnomy, enterprises, and
ragions. Tactical prodlems transform into the stages cof

strategical goals and where vpossible we try to overstep the

increase in labour pdroductivity and in industrial ouftpul. Bul we
think that it is an indusirial entify that is to medernize this
equipment and technological flow, because almest all industrial
enterprises have to be medernized (if its preduction is needed cn
the market). Bub basic condition for successful solution of the
proclem is effective opsration of machinery engineering branch of
economy, which has to be reequipped &s soon as possible and in
compliance with international standards. And here we expect not

only modern equipment, but nigher standard quality cf the machines

by

that are being vroduced today. Of cocursse, each

($)

ranch of eccnemy
sets up its own priority tasks and terms of receonstruction and

restructuring policy, because here we must take into account the




size of enterprises, industrial concerns and branches of econony.
Some enterprises and other economic entities can find commercial
ways for economic restructuring and use their own assets for
financing the construction and erecticn projects.

Investment activity of an entity seems to e teking its

proper bplace in the Soviet economic 1iffe. The critsriz of tre

b

T

investment efficiency of the entily is an insrease in tolal socio-
economic © efficiency of the Soviet econemy, higher quality
standards of consumer gcods, higher competitiveness of the

preducts.

c
accumulation for thse XII five-year veriod. This type of investiment
a

policy was designed

tter uwse of numan facltor in
progduction process and not to restrict sccial funds. TS
theoreticai thesis was backed up by asprovr:iate measures. We Tr:ied
to enlarge preduction of varicus consumer goOCGS  together with
impreving their quality and restrict the production  of
less-demanded and specialty goeds. Tren we atlempted to  increase
the proportion of  consumer demand that i1s satisfied by
non-vroductive accumulation funds. We tried to improve labour
conditions and to minimize manual lebour. We tried to improve
industrial equibment in order to meet consumer demand (here we
used practice of conversion of the military-industrial complex).
But the main point here i3 that a substantial share of
capital spendings is directed to the social sector (or at least

as3ists in solving social problems). Here are several top priority




pregrams £o be cbserved and implemented. Food Programme, Complex

Programme of consumer goods ovroduction and Housing Construction
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o
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(this programme is effected by the funds for industrial
construction partially directed to housing construction).

Human factor is displayed at the level of gocds-producing
economic entity - one of the participants in the investment cycle.

The scheme here is {ollowing. Wages and moral incentives force the
%

workers to increase labour oroductivity, the entify increeses
vroduction of the necessary goods, rencvates and recdernizes the
vroducts, increases duality stendards and reduces ceost per unit by
way of investment, renovetion, reconstruction and industrial and
social construction. This enables the entity to ensure social
needs and requests of the workers by way of spending extra income
gained a3 a result of mere erfective perfermance of the entity.
Investment activity invelves stale enterprises, collective
farms, ccoperztive firms, individuals, jcini-ventures., And state
enteryrises now cegin LS use specialized forms of sreperty
nallow to overceme the preblem of state pregerty bkeing "no
man’s land’ (contracts, leasing, joint-stock companies and otner
But the essential propblem here i

to accelerats inve:
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process, reduce construction period 2-3 times. If we turn out tc
be uneble to resolve the problem of our investments being spent on
tne projects which are in compliance with the highest
international standards,then 6ur S0Ci0-economic programmes are
doomed, because of the inefficiency of the investment sphere of

the Soviet economy.:Capital becomes dead money and projects appear




to be cutdated before the fime of completion because cof the
rate of scientific progress. They demand extra capital spendings
for their reconstruction and rebuilding. And mcrecver, the
installed equipment ages rapidly end does nct meet the highest
standards of international markets. Investr:nt policy must ensure
scientific-and-technological bprogress of the country, rperpetual

renovation ¢f the ecuncmic petential. This process is to be a

major factor of labour productivity increase. It will result in
higher rates of economic development and in meore  thorough
satisfacticn of the consumer demands. OQOptimisation of the goods
structure and quality may result in greater increase in econcmic
efficiency due to successful realization of invesiment golicy. [t
is neccessary to change industrial structure of <The eaccnermy
order to vrovide pefter distributicn of eccnomic rescurces getiween
manufacturing and non-manufacturing branches of econcmy regarding
priorities of the former.

Today, a dramatic reconstructicn of the eccnemic siruciure
seems to be inevitable. This fact must De regardsd when investment
policy (s being formed and effected. There may be scme priority
topics in investment oolicy but this does net exclude combined and
coordinated changes in economic structure. There are two aspects
of the problem When we used to sef up national priorities, we
tended to supress the local initiatives and independency c¢r the
enterprises because under the administrative-and-bureaucratic
system all ministries, all regions wanted tc accumulate state
capital spendings and invest in huge amcunt of objects under their

supervision. There were no good barriers to stop this practice.




This investment programme that used priority topics included in
econonic and social development plans systemetically was not
fulfilled. At the beginning of the RII five-year-pericd capital

constructicn appearsd to be in a recession stage. During the last

4]

0-25 years there was 15-20%7 lag between the Capital construction
plans and reality, but at the same time material, labour and
financial resourges .. were spent according to state plans and
erection works weré also in compliance with plans. Every five
years there was 60-80 billicn roubles deficit in finished
construction due to inefficiency of construction.

The average time span of constructicen during X and XI
five-years-periods expanded from 8,3 to 12,3 years. This resulted

in zccelerated ageing of industrial equipment of the nhew

XK a leng veriod of time Ffor the newly built entersrises
tCc reach the slanned level cf preduction.  Althcugh we cr:iticise

the opricrity tovics system for investment sector of the Sovie

(ad

economy, we must say that even in this great and rich country it
seems impessible te effect rapid changes in all spheres of
economic life, scientific-and-technological progress and social

life simultaneously. That’s why it is crucial for us to formulace

1) Refer to the Report "Radical reconstruction of the
economic mechanism in construction and some prorlems of the
investment policy implementation”, Moscow, 1988, p. 6. The report

was prepared by the research group neaded by prof. Rybin.




a number of priority programmes and provide their implementation
backed by material, labour and financial resources of the
country. We think that programme-target planning and mansgement is
the most effective measure for this task. Here we reiterate these
priority programmes. Food Programme, Housing Prcgramme, Machincoy
Programme, Resources-saving programme (and it seems useful Lo add
here Complex Programme of Consumer Goods Preduction).
£

Investment policy snould serve the interests of the
Programmes (including the system of governmental construction
contracts). As these Programmes reach their final stages there
should "be a new bpackage of priority precgrammes ready for
implementation. This will ensure a continious basis of econcmic
changes in all spheres of national econcemy.

Investment Prcgrammes, based on earned revenues of the
enterprises, cooperative firms, regions and branches of ecchomy

would e supplementary to the Major Programmes of naticnal

~el
13

Development economy. hese investment urogrammes would regard
local interests and supply-demand situation on the  merkei,
Centralized system of priority Prcgrammes will gradually change
into commercial system regulated by society where strategic
interests of the nation are taken into account. This type of
commercial system that regards the major role of economic entity
(enterprise), major strategic programmes and other conditions and
incentives of economic life, gives an opportunity tc exercise full
-scale resources-saving practice, to restrict the huge investment
demand and to correlate the investment process of the capital
reproduction with the industrial procuction process. When alil

economic entities are able to effect investment according to the




volume of the profiit earned during production process and runneied
to the social funds of the entity, when they become the
inCependent producers of ¢@oods, then investment cycle of
renovation and expanding will become an in-born part of their
simple and expandad reproduction. When consumer market in this
country is established and developed, and wholesale trade in
capital goods is introduced, there may emerge an oppert” “y to
terminate-suppliégé' dictatorship, because this dictator .- o is
harmful for a supplier tco, &as he in his turn plays _ consumer
role. This situaticn stems up from certain "naturalizat:on” of the
economy, when all economic entities try to diversify their
activities because they do not trust their contractors. These
diversified additional shops tend to be very costly and
inefficient. But we hope that this situation will sease Lo exist

£

in the near ~future due to the integration processes hemre and
abroed. Coordinated operations in investment secter of economy
start playing major role kecause of environmental problems. Here
we must unite efforts in order to prevent dangerous leakages.
Investment activity c¢an effect environmental problems and
improve situation in this spnere. Complicated problems that
investment sector of economy has to solve demand its orientatiorn
on the final results of investment activity. Unforturately it is=
not achieved up to now. Inspite of the thesis that the final
result of the construction is an operating enterprise producing
goods, a lot cf major elements in national economy are still
oriented at the gross volume approach, at the intermidiary gros:

volume coefficients and indexes of building industry. That is the




reason for profound changes in management, planning, [inance and
credit systems in order to provide better results in production
sphere. We think that it is ultimately useful to regard as a final
result of building contractors’ activity the operating
enterprises, plants and factories, ready to work at the planned
level of output.

Today, due bO the new approach to the design stage of
investment orOJects we must revise the relations between science
and investment sector of economy and allocate
scientific-and-technical achievements to the correspending
investment projects. Direct ties between research organizations
and vproject-and-develcobment bodies may pe very beneficial. Early
stages of research and designh secures petter results ¢f the
investment project, that is why we need prcject informat:cn ¢f the
highest quality for all levels ¢f investment activiiy 1in nat:cnal
ecenomy.

To serve these goals, we have t¢ establish certzain preperticn
catween early stages of investment project and socio-econcmic
efficiency of the capital spendings alloted to the project.
Research organizations’ responsibility for correctly assessed
actual investment effiicisncy must be also established in a due
course. It is important to set up a tight coordination of
construction costs calculation and investment efficiency of the
projects. Prime contractors and supplyers should feel the
profitability of the job which is done under the nighest standards
of quality but the customers, in their turn, are obliged to regard

any kKind of commer@ial risk that can emerge for contractors.




But a successful and highly efficient implementation of the
huge investment programme is a deadly burden for national economy
and this fact explains why we seek a way-out in quantitative
apvroach to the capital spendings mastering regardless of their

socio-economic efficiency. Intreducticn c¢f a state controlling
body in construction industiry does not eliminate the prehlem of
quality and leaxgg_,it at the same as vreviously low level. The
problem of qualit;'here can be solved only by economic measures.
First of all, we have to stop excessive allotting of the financial
resources from state budget. Then we must develop a system of bank
loans for building centractors. Another measure deals with
investment funds drawn from enterprises’ profits. And, of course,
there must be a free market of custcmeis and contractors, where é

client will be able to checese the bkest project and the mest

"y

efficient centractor. Profits and losses, as well a3 economi

effect and damege must Serve a3 an  instrument for naticnal
economy. Iff contractor breaks the investment cycle coerdinatsac
with a bank (or banks) which is crecditing 2 preject, it may b
forced by the bank to repay the lcan before its maturily date.
Also banks will be able to stop investment credit, increas:
interest rates, or (if there is no other way out) to immobil:
assets of the contractor. But there must be a developed system o
privileges for those contractors who secure high project
efficiency.

We consider it usefull to broaden the sphere wher
collective contract is used in order to create better incentive

for productive anq efficient labour and for establishing specifi




relations between the members of investment cycle. Multilateral
contracts can successfully TrTulfil these goals. But all this
sectoral measures must be backed up by macro-level decisions on
radical changes in naticnal eccnomy. Prices zand wholesale trade of
capital goods, public finances and barking system, managerial
bodies of different levels - all this must be introduced,
restructured and g@anged according to the requests of modern
planned-market ec&%émy.

We think that pubiic {inances should drop its fiscal bias and
develcp financial incentives for effective preocducers. Execut:ive
bodies of public finances should activelv involve rational
taxation. They have to ensure that larger share of state budget is
involved in reaching the macroeconomic propvortions outlined. State

budgets of Unicn Republics alongside local municipal pudgets

-

shculd be engaged in solving regional nrobilems. The latler is vers

important btecause of the regional investment complexes thal are
being formed today. Thess regionel invesiment compiexes inciude
all types of self-acccunting entities (enterprises, crgan:zations,
cceperative firms) and the second, supericr level of The complexes
includes municipal assets, that can ke invested in varicus
enterprises and infrastrustures. Investment poiicy must be aimed
at the formation of regional socic-econcmic ccmplexes based on
self-financing of the region.

Banking syétem reform enfisages regulation in money flow
(cash and by written order/non-cash), currency stabilization, All

these monetary measures are badly arfected by the activity of

building contractors due to the huge volume of capital spendings




and half-finished projects which serve as a factor o
disequilibrium between money in curculation and goods and labou
in curculation.

Banks should be commercial egents and play an equal part i
investment cyclie, organize advances management Ffor investmen
projects. Banks should compete for clients, for credit resource
by way of inter§§t’rates. It is important to increase and at tr
same time dive;gify interest rates. Interest rates for long ter
investment credits are to be the first in a row, because it wil
help to evaluate the price of the c¢redit, supply-&demand rati
for mohetary resources and other things. There must be advance
integration between mcnetary resources of the banks, :1ndustrie
enterprises and bhuiiding contractors. Banks are tc be ver
flexible in client interrogation and finencial evaluation of tt
projects. Banks should be granted the right to credit investmer
project, supervise it and take share in future vprofits of tt
project.

Price referm will enable economic agents to use limited &
contract prices of finished product of building indusiry. Limite
prices should reflect costs of the product with obligatory rega
for value in use, quelity of the prodict, conditions of futw
operation and factors of scientific progress.

Prices in building construction should be aimed 2t the fina
product of the construction sector of economy. When standard cos
for production are being evaluated they must be thoroughly check
up and revised in order to eliminate excessive expenditures

materials, labour and energy. Contract prices may be based on li




prices and other standardized prices.

Various combinations of different forms of menagement seem to
ke favoursble for more efficient constructicn, as well eas
different forms of economic entities can operate under one
investment project.

During the XIII five-year-period investment process 1S to be
enlarged and enr;qheg by varicus forms of investment activity. All
this will contrfgﬁte to creating economic equilibrium between
material and monetary structure of naticnal eccnemy and this in
due course will help to effictively exercise economic methods of

management.




1.1. Main Particular Features of the Cost-Benefit
Analysis (CBA) Methodology for Investment
Projects Appiied in the USSR.

1.1.1. The Investment Projects Evaluation.
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-
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Here in the USSR under Investment Project we understand =

project that demands certain amcunt of design and survey work,

construction werk or a voprofound reconstructicn of operating

=

ndustrial and/or civil entities. Investment Projects (hereafter

IB) are designed for various entarprises and branches cf eccnomy

)

5 well as for the cities and other municipal units, bkesic and

—

3 “."rap'

cial inf tructures etc. [Ps differ according to the volume of

n
(@]

casital spendings, complexity and time span of censtruction.

-
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Nevertheless in the Soviet Union wwe nhave standard principles

[

of the analysis methodolegy, so0-called Project Evaluaticn

(hersafter PE). Scope of its detail

=N

Saticn may vary signilicantiy

depending on IP’5 oparareters. PE 15 aimed at the prefounc

[

assessment of the I[P covering all stages of the proiect’s 1if
cycle. An accurate and fullscale estimation of the productive
forces and thier deployment parallel to the assessment (where
feasible) of national and regional efficiency - all these topics
are in the scope of the PE. Simultaneously we try to combine
absolute and relative economic efficiency by using a discount
method during PE elaboration. We concentrate our efforts on the
assessment of the initial steges of project execution, but further

detailisation fellows this initial assessment during design and
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construction stages of IP. The CBA analysis ends up with a
profound aralysis of actual economic efficiency of the project
(ROI analysis). There are following particular features in this
CBA system.

First we elaborate general plans/schemes (drafts) of the
industry/service deployment and development for the time span of
10 or more yearsstjfn case or working out the plans we outline the
main perspectives of the development of the industry and the
regional prosperity. During this stage cof werk we discuss

alternatives and compose srecial integrated evaluations. The

n
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Evaluations are known in the USSR as Eveiuation Reperis. Afte

ct
"3

development-and-depleyment plans and schemes are zdepted we launch

&

a new stage of PE. This stage is characterized by dee

&
[0 %

an

vrofound investigation of different parameters and dimensions ¢

Yy

the IP, such as its size, structure, the selected site.

Then we must say that if the sum of capiftal spendings exceeds
4 mln. roubles or this IP is of great importance we corduct the
full scape PE. And if IP is 1less costly we conduct special

maller

Ui

tecnnical-and-econcmic conputation (TEC).. This TcC is of
scale than PE; TECs are not és srofound as PE and TECs are not
accompanied with construction costs estimate calculation (CCEC).

Branch and territecrial schemes contain targets and ma:in
indexes of development of branches and regions, <omplex use of
natural resources, rational combination of branch and territorial
development.

Following problems are pointed out when ineking evaluation
recort of branch and territorial schemes:

- nomenclature, volumes cof preduction or services on the




basis of balance sneet of all accounts, characterizing quality of
the vroduction;

- optimal octput capacity of an enterprise;

- calculation of integrated indexes of raw meterial and other
resources demancd integrated indexes;

- calculation of the optimal version of development and
deployment of thg§branch, which takes into account current and
forecasted restrictions and limitations;

- calculation of infrastructural parameters

- calculation of construction costs;

- cerrelaticn of unit investment and other final indexes and
coefficients;

- systems ¢f indexes and sackground data cn preduct:ive and

3 s = AL -
non-preductive entities iy

i

t de nol principally differ [reom esach
L
other.

The main indexes, given in beckground data of the territorial

- population and manpower;

- gross national product;

national income produced;

structure of the economic entity; cepital spendings (with
construction-installaticn works singled out);

- productive fixed capital;

- growth rates;

- industrial and agricultural output  (commedity  anc
standartized net output);

- output of the most significant industrial and agricultural




prodvction;

- main indexes, coefficients and rates of develcrment, of
construction, transportation, non-productive sectors c¢f economy;

- new construction objects of greater importance;

- changes and shifts in the deployment of productive forces
in the region.

So, the whgig*‘economy of the region is investigated. All
these problems are interconnected and influence construction
economy, e.¢. it’s impossible to choose optimum version of
deployment and construction or reconstruction of this or that
particular object if th2se vproblems are not szalved and
cecordinated. For example, to evaluate regional productive forces,
problems of the rational interconnected deployment of the various
entercrises must ke elaborated. Here one must take intc account
fermation and  development  of industrial centires and
territorial-industrial cemplexes.

It means that devloyment of various enterpr:ses, compoesec
according to branch schemes is being analyzed on This 3tage and
proposals for their proper grouping are being given.

Deployment cf the enterprises as parts of industrial centres
instead of isclated ones reduces censtruction costs, running costs
areas of industrially used land. Grouping of enterprises provides
organic connection between industrial and public construction.
Problems of rational use of land, water-supply, bprotection of
water a~1 air may be solved with greater success.

E: 2ction of powerful engineering construction in industrial

cer..res instead aof numercus local facilities improves culture c¢rf




explocitation and lessens environmental tension. Analysis of
constructed and alrsady functioning industrial centres proves
that city objects and residential districts connected to the basic
facilities reduce investment costs and save up a lot of money and
labour.

Greaticin of industrial centres makes it pessible to improve
the composition gf fixed capital because cof ¢greater share of
machines and equipﬁent. It also reduces number of auxilliary
objects and facilities, creation of complex repair service,
unifyed transport system

Advanced introduction of industrial centres into practice
provides favourable conditicns for urban development, of small and
med.um-size towns. Following advantages appear:

- possibility to regulate planning, building and city
econemy;

o effect complex construction of industrial

cr

- possibility

(9]

enternrises, modern comfortable houses, social ocjects.

All the above-mentioned provides significant econcmic effect.

Practice has proved that united into indusirial centres
enterprises, provided with common objects of  infrastructure,
results in investment saving of average 2 - 3 per cent, and
sometimes even more.

These conclusions may be generalized in a following way.
Economic essence of industrial centre means that its economic
efficiency is higher than total efficiency of separate
enterprises. It accounts for the joined capacities , stable

connections, effeCtive management. 3o, in order to raise
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efficiency of investment we have to observe and take into account
all possible opportunities to use combined industrial ccrplexes.

We have investigated method of economic evaluation of project
decisions on the first stage of elaboration of project -
calculation pepers.

Let’s investigate methods of this evaluation on the second
stage of the first part (elaboration of proiect evaluation and
calculation evaluélion) and first stage of the second vpart
(elaboration of project or approved part of working project of
cne-stage planning).

These documents - project evaluation, technical-and-econcmic
computation (TEC) and vproject (working vroject) are clesely
connected in composition and essence.

Characteristics of technical levels and quality of project
evaluation (PE), TEC and projects are peing done by the method of
comparative analysis of the indexes, vresented in these documents
and settled in the target for their elaboration. Evaluation of PE
(TEC) and prolects is done by the authority which approves and
adopts these documents, taking into account conclusions of the
corresponding expert authorities.

As an example of nomenclature of indexes used for evaluation
of technical level and quality of PE (EZ) and cof projects (and
correspondently for economic evaluation, because of each technical
-economic index and index of quality influence, as we Knhow, the
economic efficiency of the projects), we shall mention
nomenclature, proposed by the specialists of the Central
Scientific-research’ institute of Gosstroy of the USSR (Table 1.1).




Table 1.1
Indexes used toc evaluate quality of presented

documents on erection of industrial enterprise.

PE :
&%n'd e X : (CE): Project
1 2: 3

1. Share of output comparable with

international quality standards. + +
2. Labour preductivity per employee

in natural and cost terms. + +
3. Cecefficient of equipment stand by. - +
4, Level of automatization. - +
5. Share cf hand labour workers, 7%

in main production, - +

in auxillary production - +
6. Labour intensivity of construction

works, ( man-day per capacity unit,man-day

/mln. roubles of erection-installation

works (hereafter EIW) - +
7. Unit consumption of construction

materials: cement, metal, timper,

placed-in units/ mln roubles of EIW - +
8. Funds recoupment / roubles - +

Unit investment roubles / capacity units

including - those on EIW + +
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10. Poriod of recoupment of investment,

in years + +
12. Costs per 1 rouble of commonodity

output, in cgggcks + +
13. Production costs (service) rouble

per capacity / unit + +
14. Material intensity of main production

thousand of end production units

per capacity unit - +
15. Energy intensity of tens of aggregated

fuel / per end production unit - +

18, Index of equipment shif work - +

Appendix: 1. [Indexes I[-Il are obligatory, indexes 12-13

[$V]
3
[¢)]

recommended.
2. Sign (+) means necessity of this very index for

evaluation of these particular documents.

Authorities which demand elaboration of documents may add if
necessary some other indexes and coefficients to above mentioned
nomenclature in order to get information on some specific features
of the planned enterprises, if the above given nemenclature
doesn’t completely comply with the requirements of planned
enterprises’ technical level, indexes nomenclature of transport

enterprises, enterprises of communications, agriculture and water
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ways branches of economy are introduced to the corresponding
central administrative bodies.

List of indexes for evaluaticn of technical level and quality
oft PE (TEC) and projects of envircnmental objects, connecting
enterprises with centralized sources of thermal and electricity
supply, extension of existing or construction of new services and
auxilliary objecEg_,etc., is introduced by the authcrities which

give the tasks for this elaboration of necessary documents.

1.1.2. Particular Features c¢f the Project Evaluaticn (FE).

The main features of the PE are as felliows:

- Project Evaluation preceeds concept approval stage of the
prcject. This leaves our executives free to reject ineffective and
too cos*! pvrejects.

- PE secures detailed analysis of the [P (construction or
reconstruction project).

- PE is ccncentrated on the estimation of tne vroducticn

capacity cf the entity, its flexibility and throughput capacity

r

(for parts, railways etc.).

- PE is interested in ccmprenensive analysis ¢f the qual:ly
and variability of" the products or services, their ccmpetitiveness
as well as in the markets and sources of manpcower, energy, fue.l
and raw materials.

- PE takes into scepe a number of possible alternatives. PE

helps to range the variants and select the best among them (1)

1) K. G. Romanova, E. P. Zharkovskaya, G. L. Isaeva,

Standardization of labour and estimate. Moscow, Stroyizdat, 1988.
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- PE estimates planned construction costs.

Before we start PE the offiicial persons look into the reason:
for the project to be effected, the necessity of the I[P. Thai
means that industry is unzble to cope with increasing demand for
the product/ service without the IP in question even if &all th
available resources of the industry are utilized.

o
-~

1.1..3. Main‘_fjomts outlined by the PE.

We can outline the following topics covered by the PE:

-assessment of the economic efficiency of the technical an
technological ovtions; (1)

- basic data for the IP;

‘G

reduct cempetitiveness and comparali:ve gual:ty data 1ce
=
cY.

During this stage of thne research work cur experts encounte

[N

future ent

w

with many difficulties caused by lack of appropriate informatio
on foriegn analogue products, price and exchange questions an

"window dressing" offered by managers.

1) Certainly we need socioc-economic efficiency computation
but in reality we face some troubles caused by informatio

scarcity and poor methodology.




1.1.4. PE Requirements.

PE elaboration should be oriented at the progressive modern
technologies in construction and production.
PE has to ensure high rate of investment effiiciency (return

on investments). _ ..

-~
= .

PE has to envisage IP graduate implementation (this form is
traditionally used). It enebles the experts to control the
schedule of construction.

PE has to define main technical-aand-economic data,
cecefficients and indexes for the full length of construction
period and for each stage of construction.

[f gradual implementation of the IP appears to be impossible
there must be hard reasons for this presented by experts

PE has to remain in compliance with the decis:ons zadepted
during the initial p#ricd.

PE has to ensure land and other natural resources
conservation.

PE has to include a bunch of measures aimed at the pest IP
implementation.

PE has to envisage apropriate infrastructure compatible with
the major entity.

PE has to take into account environmental problems along with
seismic, fire and explosion requirements.

PE has to view the budget costs calculation as an upper limit
for the whole peridd of IP implementation.

There may be cases when real data deviates from the prepesed




calculations effected during the conceptual stage (stage when
development plan 1is being elaborated). In this case we have to
show out the degree of deviation and find out the real reasons
that bring about extra spendings. We consider this to be a flaw if
PE data is less accurate and precise than planned data published
in technical-and-economic Repcrt (a2lso evaluation Repert). A great
deal of the IPs i §~not effected in the framework of the general
=3

plan/scheme. If this is the case we are ready to take into account
all the particular features of the region and branch of econony.
That are to be coordinated with the IP.

Then this situaticn is the subject for the detailed and
precise extra arzalysis. Some tight limitaticns applied to the
industrial objects in the cities of the USSR and other principles
of industrial construction must e thorcughly cbserved.

Today we use 2 contest form for the IPs. Various contractors

compete for the IPs. We wani to introduce this contest system for

IPs as general practice in the USSR.
“.1.8. Ccntext ¢f the PE

- initial data and regulaticns (legisiative acts and other
documents);

- full information that covers present position of the entity
to be expanded/reconstructed (data covers last 3 activity year);

- basic output of the entity (before IP implementation);

- revised output of the entity in compliance with market
demand after [P implementation;




- product or service output parameters;

- product/service competitiveress evaluation;

- preduct/service exgort capacity;

- import substitution capacity;

- trenspert services, tourist and other aspects;

- specialization and cooperaticn definitions for the entity,

its managerial superstructure;

-~
x

- possibilitiés to use residual and by-products of the
enterprise, opportunities to utilize resiaduals (if wasteless
technology is not available);

- full data on raw materials supply, bpresent pesition ¢f raw
material base and its prcspects;

- ra¥v material demand assessment, raw material’s quality,
ways of transportation and pre-factory performance;

- Spare parts, semi-manufactured vreducts demand evaiuation,
sources of supply;

-

- energy consumpticn, sources cf sup

-

DLy; |
ele

- energy censumers (if [P considers electric power stations);
- water supply (if [P considers cities and industrial
complexes);
- initiel and final manpower demand;
- manpcwer development staff training and professicna.

improvement;

recommended technology expert assesswment;

equipment expert assessment (including imported equipment)

automatization rate requirements;

entity’s structure expert assessment; its succomplexes an




Vi
auxilliary services;
- structure of auxilliary manufactures and services;
- computer services development;
- selected constructicn areas eassesswrent;
- construction sites assessment;
- principal data on volume/design values and parameters;

- gradual construction scheme, construction time sSpan

—

.

reduction;

- construction site map with noted special external
buildings;

- general constructiocn scheme of the object;

- public transport requirements;

- varticular features and schedule of the construction
(standard schedules are used for gevernmentel 835 and fer
commercial IPs. fror IPs budgeted by the enterprises scheduiss are
elapcrated according to the agreements.);

- management plan for the constructicn;

- sub-contractors’ services;

- environmental parameters and reqguirements; pollution

rotection measures and their efficiency;

- environmental costs assessment pollution compensation
(according to the present Soviet legislative acts and current
methodology of calculation).

There is an important part cf PE dealing with planned

construction costs and we are induced to think that tnis part is

)

of the most importance because it tackles the preplem of

"construction and production ecocnomics and main




technical-and-economic data".

This part of PE namely deals with following problems:

- investment efficiency (hereafter IE) (generally known as
ROD);

- unit rate of capital spendings (including erection and

equipment installation works);

planned standard costs of products/services;
.1-';

unit energy, raw material, fuel etc consumpt:i:on;

labour productivity rate;

comparative data provided by operating entities (home and
abrcad) and forecast data for the entities being designed).

PE results in conclusions and suggections:

- PE assesses entity construction’s efficiency;

- PE secures conformity with the advanced methods awvplied in
the USSR and abrced for menagement, technclegy and equipment of
the entity;

o

- PE provides data for the design stage cf the [P accerding

(/2]

to the cocmprehensive requirements of Soviet Constructicn Ministr
(Gosstroi);

- PE prepares a research work sheet for the 1initial design
stage of the IP. (This sheet includes descriptions of the research
-and-development works to be effected during design, construction
and equipment menufacturing stages of the IP).

PE includes following types of supplements:

- construction site plan;

- general plan and its scheme;

- dimension plans and schemes of large and complicated




objects;

- full construction costs estimation;

- costs roster (if needed).

Today we effect PEs in compliance with social demands, so we
combine and integrate industrial and public objects. Sometimes
this kind of work is completed before we set up industrial PE and
sometimes social factors turn out to be prior to purely economicC

a5
factors (1). We try to resolve problems of basic infrastructure in
combination with industrial complexes’ vroblems, as a part

(=3

innerent to any industrial complex.
1.2. National Paremeters for PE. (2)

1.2.1. National and regicnal apprcach based on

self-accounting.

IS5 in the USSR are viewed from different soints of view.
This means national, regional and separate enterprise’s appreach
(38). Therefore we point out types of efliciency: nationzl
efficiency, regional efficiency and individual enterprise

efficiency. Some years ago national approach dominated tre rest

1) Refer to Part No.1.7.

2) This tepic is covered in Report 2.

3) Hereafter and in the following reports the term "region"
refers to Soviet republics, autonomous republics, provinces.
Accordingly the term "local (regional) municipal unit” includes

such territories as cities and districts.




two and national interests were considered to be &absorbing

interests of an enterpri and these cf the working pecple.
Histery proved this thesis to be a wreng or at least to be

argued. Today we try to cut this general thesis and we hope that
sooner or later this thesis will be applied only to the
centralized governmental investments. IPs help us to resolve
strategic probleqﬁ_in various sectors of socialist economy that
attract -profound research-and-develovment work and closely
connected with naticnal defence problems. IPs assist in exploring
new regions and exploiting new deposits of natural resources. IPs
accelerate develovment cf new branches of economy, based con the

achievements cof scientific prograss. Judging oy this we think tha
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the I7 ¢on The naticnal s0C:i0-econcmic targeis.

in the long run PS5 essess [P's influence on the rates of
increase and vclumes ¢f the GNP and Neticrnal inccme. PE is aimed
at the accurate and precise imation of the raw mater
utilization. PE trelps o find betler ways for saving resources
during stages of extracticn, transpertaticn, storing and
manufacturing. We find it very ccnvenient to use PE when social
infrastructure of industrial cbjects and new regions is being
created.

So here we deal with the IPs cenductad under governmental
centralized investments. And now we tackle the problem of the IP3
that are affected under local investment. These [Ps turn Lo e
beneficial for the local territory (region). These IPs are assumed
to minimize or terminate all kinds of economic dispreportions in

the region. Thesa regional IPs assist to change "export-import"




balance of the region and they affect environmental balance of the
territory, etc. Regional IPs can advance socic-economic
develoopment of the locality and improve migration ratio and so on
and so forth.

As tc [Ps effected under enterprise’s invesiment we may sSay
that PE of this IPs are definitely aimed at the most accurate
assessment of the integrated costs of the enterprise involved.

=
This is "true for all types of enterprises, including
joint-ventures. But it is wrong to simplify our approach to the
problem. We are deeply convinced that one should compute all types
of effects no matter who is a donor for the 'P. For instance, if
the [P is budgeted by the centralized governmental funds managed
by Central Administrative bodies of the Soviet Union it would set
to construction in a certain region. And that is the reasen to
take regicnal efficiency of the IP into consicderation. The reverse

Ncids true as far as regicnal IPs are cencerned, because they have

=~ 3

an effect over both naticnal interests and the inter

<«

505 ¢f
employees of IP. The same censiderations may be attributed to the
IP budgeted by the funds allocated by an enterprise. The
enterprises are oriented at their private economic interests, but
regional and national interests must be observed as well. But it
would be a mistake to think that due to restructuring policy in
capital spendings we have lessened control over national
parameters. On the contrary: if control functions in the past
years had been effected by the administrative bedies, now the
minicipal and Soviet legislative bodies excercise control

functions enterprises show particular interest in this type of




control over the IP.
1.2.2. General (Absolute) Efficiency of the IP.

National control over the parameters of the IPs is primaril
effected by the unified investment efficiency methodology. Thi
methodology is u§§dain case of elaboration of the concept of th
major trends in sccioc economic develcpment of the USSR and Scvie
Socialist Republics. It is used when we prepare vroject an
pre-project documents together with plan documents and othe
preliminary papers. Major forms of the latter methodology ar
so-called ‘''development alternatives” for branches of nationa
economy and for separate industrial complexes. This methedolce
concerns newly formed enfities, optimal ratio of spendings flowe
to the major forms of capital repreducticn as a Top pricrit
topics. The methcdology employs general (absolute) efficiency as
starting voint of analys:is. Absolute efficiency (hereafier AE) i
determined as an effect-invesiment ratio. Spena:ings and effact ar

calculated with time facior assessment for both values as far

ny

there is certain time lag tetween capital sgendings and economi
effect gained as a result of these capital spendings.

At the macroeconomic (national) level the investmer
effiéiency is characterized by the share of nationel incor
increment caused by such investments either for the USSR or f¥
one 6f the Soviet Republics. At the level of enterprise the IE ¢
the 6bject is estimated by vrofits’ increment,

" AE i3 computed and analysed in order to determine ti
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effiiciency of these capital spendings.

This question appears to be a basic one if we are to
establish whether future capital spendings are expedient. That is
the reason for us to start with the initial determination of IE
carly stages of" the decision-making. If we come to the conclusicn
that planned capital spendings are absolutely ineffective we may

drop following iqxgstigation because it looses its sense.
1.2.2. Relative Efficiency (RE).

Unlike AE we calculate R for several independent var:ants of
the [P in order to select the most effective one.

We calculate RE using this formula:
C+EnxK---min (1.1),

winere

i

u

investment ver vroject,

,_.
03

K
C iz cost of preduction of annual output,

n is standard IE rate.

M

Gained effect should provide iormal (standard) E rate and
other coefficients and rates vredetermined by the methcdolegy
(e.g. construction time, unit investment rate etc.). I these
rates are not obtained there must be additional analysis cf tne
presented alternatives and selection be based on a system of
individual indexes as criteria. This is made to achieve better
results in project selection and special coefficients and indexes

play important role now. When we use standard costs methcd we must




bear in mind that there are some flaws in this method because when
reconstruction process is underway we sell out or ligu:date
certain share of fixed capital (equipment) that can still be
active. And its residual value is added to the  cecnstruction and
equipment costs. Therefore investment and equidment costs
partially compensate initial costs of instruments and equipment
that are ousted Qgpnkproduction cycle.

Present order gives certain preferences to the objects that
keep worked-out machinery and equipment. This situation runs
counter to the prior task of advanced restructuring of the Soviet
economy. If we Keep old, worked-cut equipment and register it in
the ledgers we will definitely hinder accocunt data on renovated
fixed capital. This fact will bke hazardous for the RE of the

technical development prcjects. Therefcre we wen't e 2atle

cr
O

andaré co:

I}
(el

estimate correctly rencvation erffect. [T we Zake s

Ct

method we can see that this method deals w:ith costs ¢ the
production only when we compute RE of the IP. This method.dces net
suite our requirements if we want to work on caepital intensivity
of production provided by the [P’s versions. Capital intensivity
coefficient seems Lo be disconnected with the IP’s efficiency. It
is not true. This coefficient is closely connected with the IP’s
efficiency. When we invest:zate IP versions we prefer to deal

with less investment intensive projects, though they may turn out
to be more capital intensive ventures because major part of the
outdated fixed capital remains active. And here we would lixke to
bring the last argument against standard costs methed. Standard
costs indexes are. highly relative and they are almest absolutely
disconnected with real self-accounting, moreover these indexes anc

coefficients may slow down the scientific and technical progress




in this country. But we must note that RE can not replace or
submit AE completely and vice versa. You can not select the best
possible version of the IP if you do not compute RE indexes and
you c¢an not be sure that the selected version is itself effective
if you do not test this version with AE method. ,

As we consider the foregoing statement to be crucial so we
have to combine gboth AE and RE investigations in order to
facilitate accurate results. Uafortunately we must note that in
real life this complex analysis is not always done. Sometimes AE
indexes are used for PE estimation. This leads to mistakes and

wrong assumptions.

1,2.4. Scme Particular Features of Economic Efficiency

Determination Applied to Large Industrial Complexes

We have already numerated major common features fer all PEs

e

of different [P5 in Chapter 1.1. But hrere we have to confess that

p—-

if large industrial conglomerates are subject to the [P3, there
may appear some difficulties in distinguishing economic effects
attributed to various elements of the [P. For example this may
concern a complex of water facilities of different Kinds
(including hydroelectric power station, irrigation network, river
locks, basic and social infrastructure), created under one IP,

In order to simplify computation we distribute total

efficiency of the IP among the objects comprising the project




proporticnally to their costs. To obtain more accurate computation
we try another approach. We calculate separately elements’
efficiency and correlats this effiiciency with the share of capital
spendings for the element. But here we face a - severe drawback.
While we use this besicayly accurate method we are uneble to
calculate total (summary) effect of the system

As industriagtf‘production grows more complicated we are
obliged to compute IE cf the IPs of multisectorzal significance.
This Kkind of investigation is effected by way of cemparison with
the projects which could reach the analogecus results for each
sector of economy independently. Some diffiiculties emerge when we
investigate economic efficiencj for large-scale projects and
especially if these IPs are planned for a long period of time. For
the purecses of accurate assessment in these cases we use special
method worked out by pref. Krasovsky N.P. in ccliapboration with
other economists. 3y Krasovsky economic efficiency i3 st:ipulated
py total economic effect calculated for the cptimisaticn pericd of
time. And time span exeeds 1 year. Integrated effect estimation
seems to ke very important if we have ser! of successive
investments in diversified sectors of the industrial corplex. COne
of the most acute problems here is ncw to determine ovtimal t
span for economic efficiency calculation. We must btear in mind

that every one of successive investments will broaden the sphere

1) Refer to: Khachaturov T.S. "Efficiency of Investment” -

Moscow, '""Economica'”, 1979, pp.17-18.




of the economy the I[P affects. And all previously effected
investments are not able to enjoy their effect at full scale. If
this situation becomes real we recommend to prolong EE assessment
period.

The conception of "correction lag" is introduced in order to
take possible deviations and fluctuations in assessment.

The correctg%p»aperiod follows the optimization period.
Integrated economic effect of total investments manifests itself

during correction leag.
1. 2.5, Unit Investment.

Unit investment is an important element of the EZ cf" the IP.
[t’s an ultimately important element under the economic system
which had functioned for a considerable period of time. Its
calculation was being effected by way of natural values and
special indexes.

Today we have revised Unit Investment indexes. As far as
centralized public capital spendings are concerned we are forced
to retain these indexes for a time being. But they serve as a
recommended values for any other IP.

We compute Unit Investment indexes (if we can provide
comparable data on basic conditions of the IPs) and compare these
indexes with [E indexes and rates.

Our economists understand that in case of macroeconcmy unit
investment per production increment is equal to relation of profit

increment of output’ increase multiplied by the ratg of return or

investment.
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efficiency attributed to the branches of economy. This syster
takes into account capital structure, renovation rates,
profitability of enterprises and other factors. These standards
are coordinated with State Planning Committee (Gosplan) of the
USSR. During IX, X, X! five year pericds Soviet Ministries anc
other executive_\bqﬂies estimated standard efficiency rate at the
level of .0.12. =

During the period of 1986-1990 we fellow this standard rate.
But profound economic analysis disclosed tre fact that these
standard rates slow down thé socio-economic development of the
country. It has been established that this standard rate is les:
progressive than the same rate in developed countries. First, oul
economists have to revise present standard rates of IE and secend
and not the least, sSocialist economy must maxe new standard rate
real.

Standard rates of efficiency tend tc  lcese the:
significance. Standard rates of efficiency computed f'or commercia
IPs (IPs with funds allocated by the enterprises) today serve a

statistic data.
1.2.6. Contingency spendings (CS).

When we are engaged in selecting the best version of capite
spendings we must be aware of secondary costs attributed to Tixe
and floating capitals of the adjacent industrial cbjects.

Contingency spendings attributed to floating capital a



accounited ftor wnen o5 sShare related TO thne investiment volume
directed to the major object and secondary spendings on bprevious
concenters is not 1less than 5% As to contingency spendings
attributed to fixed capital, they are accounted for at the first
concenter, i.e. within the framework of the branches of econcmy

supervising the construction and exploitation of the object.(1)

base, energetic and rcad building etc. This Lype <of sgendi:
facilitate the creation of basic infrastructure, wnich serves the
needs of industrial objects, etc.

Contingency spendings include environmental costs that can b
attributed to the construction of bkasic infrastructure, P
realisation is closely connected with infrastructure investment.

IE in this case (when secondery and contingency sperdings are

taken into account) resulis in the formula:

1) Refer to: Handbock of industrial Manager Mescew,

"Economica', 1G85, vol.1, vart II.




Ki

where: En - investment efficiency;

Ki - infrast.,ucture investment;

Pi

profit increment, including increment due to
the gg;ts reduction for industrial or
infrastructure object;

Ce - consumer effect, or compatible effect of the
infrastructure services;

n - number of the ceonsuming branches of econcmy.

Costs computation for adjacent branches of economy and for
all tyves of infrastructure is effected according to the standard

rates or by analogy (if any). There are certain limitations

r 13

impesed con the IP’s versicns. These limitations exist due (¢
social, technical-and-economic, environmental and industrial
safety regulations. The latter two are of the mest importance
today, because we have recently suffered some severe industrial
accidents and industrial traumatism rate is rather high in this
country.

As we have already noted we seek to attract tne best version:
of the IPs and in order to secure the choice we check the selectet
version and compare it with the best analogues made in the USSt
and abroad. Although this verification is not an easy deal becaus:
of the scarce information on the analogous projects designe:

abroad. Moreover there are some other reasons for this task to b




a hard one. First we encounter with monopolistic traditions in

~F
i

investment sector of our economy and second, a lion snare
capital spendings by State budget.

Today we painstakingly revise this abclutely inappropriats
situation. All particulars of the prroduction cycle are artected by
this inappropriate situation, customers suffer from [P2's liow
efficiency becau§g it is pregnhant with bankrupcy and contractors
and sub-contractof;_risk the clientele. And hereto we must add
that we suffer from shertage of specialists who are expert in
multiversion PE elaborations, optimization and imitation model
building. To resalve all these management prcblems we seek feor
better information services computer systems, and gualified
experts in the area of business forecasting and internaticnal

-

economic medelling. But it turns out To De only a
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f the problem resides :n

system which we have tc restructure in compliance w:lh wmecern

3

requirements. Main factor for success here is a censumer criented

enterprise.
1.2.7. Time factor.
When we compute efficiency we have to deal with construction

lag (lag between capital spendings and industrial effect). This

lag is computed by standard project time values applied in the

-

USSR feor construction stage of the [IPs. There we cens:ide

O

'3
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gestaticn lag too. These two lags stiongly affect absolute {tctzl)

efficiency index. ~Generalized IE indexes are computed 1n variCus



ways. There are two popular methods of calculation widely used ir
this country.

First method esiablishes a2 ratio between effect incremen!
(taken for planned pericd) and capital spendings (zalso taken fo
planned period) with certain time displacement which cover:
preceding years.

Second methgg sets a ratic between future erfact accumuiate:
after lag vears a;d capital spendings (taken for planned per:cd).

Thecretically second methed is more accurate, but it require:
extra investigation and computation of the future period effect.

Censtructicon and  investment ffects are dynamic an

sophisticated phenomena. IT we intend {0 correlate these tw

things we have to view them as an average index of this statisti
totality. Correizz:icn ccefficient 15 ccomputed iike This:

where:

Z - correlation ccefTicient,

K - capital spendings effected during corresponding time span i
years,

- preduct increment during corresponding years,

x| ©

- average index of capital spendings effected during n numker ¢

years:




- EK
n

P - average value of product increment for n years period,

i.e.
EP
P
=
n
K - mean product of carital spendings and product increment
values.

If we are unable to get maximel correlation ccefficient by
this computaticon we should mitigate these values and later find
out the maximum of dependancy between correlation coefficients anc
time lag. When we have meximal correlation coefficient computed we
verify its perfectness i.e. this coefficient must e <The most
accurate and precise value. It should reflect close correlaticr
between the selected values. In general timing operations
conducted during I[P mean that we have to standartize [P’s values.
This is achieved by full scale reprcducticn process mocdels basec
on discount computations.

Efficiency indexes computed under conditions of accurate
timing seem to be more precise as far as real IE is concerned.
Although in real life one can’t frequently face the situation whel
efficiency indexes are computed Withogt accurate timing or whe

timing operation are involved only partially.




The thing is that though timing computaticn brings abcut more
accurate results we must ncte that eccnomic assessments turn ous

to be pccrly cennected with real cormerc:

v
)i

rasults of the
entity’s activity. Commercial data is pcorly related to standard
costs efficiency assessment. Besides, it is common truth that
index computation is not so complicated if it doces nct invclve
time factor. Algpst all standard methods of IE assessment,
including- the staﬁéard methodclegy of 1988, recommend computatiocn
of IE without involving time facter. Computation dealing witn
partial timing sometimes is used very succussfully.

Computetion with partieal timing stands for z2nnual prefit

compared with cepital spendings (standart:ized oy time,

standartization is effected 3y discouniing methed and day of

...... 23 2SLi.C &l i
standartizatio i3 The Fimal day af construoTicn Stase) Se we can
Standaartizacion s The finel gay S COnSTTUCTiICh stgge,. =C can

annuzal profit of the entity is considered to te predetermined by
volume.

When we execute ¢this type of computation (with partial
timing) we can note that commercial results of the entily are not

L2 4

distorted by time factor. For instance, let’s take equal annual

!

profit cof the entity. If we tak

404

e factor intic account we may

‘V
(VY

face decreasing efficiency indexes thecugh £&the ent:ty enjcys
stability and recieves substancial arnual profiz. This fact
indicates that if we nave constant denominater, index numerators

decrease progressively because first years prcfit is more




benefitial for the economy than profit of the following vyears.
This sentence vresents macroeconcmic approach towards capital
spendings. And as to enterprise itself it enjcys stability and
here we understand whv [E computation with partial timing is
essential. This type of computation refliects 1local apprcacn
towards It and competation of IE without timing reflects
simiified locagﬁ§pproach. But there is cne thing to add. We use
simple interest for partial timing computation while compound
interest is used for the computation involving full scale timing.

In this country present methods of efficiency standartization
do not tell standartized indexes computed with full scale timing
from those that are computed with partial timing and without
timing at all. This is due to the fact that standartized

efficiency index is considered tc be a marginal value and real

[228)
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values exceed marg:nal leve

roilowing vears ccsts are standardized dy the fornulas

Hn

where: B - standartization index,

cr

- standartization time span (in years),

E - standartization value for time displace dn costs.




Table 1.2 shows standartization indexes for time

displace costs.

|
|
|
|
Standartization : tandartization index B

time span ikttt
x. - £ =0.08 E =0.01
0 1 1
1 1. 0799 1.1
2 1.883 1.21
3 1.2894 1.331
@ 4 1, 3605 1, 4641
3 1.4884 1.8105
3 1.2873 1.7718
7 1, 7153 1.39487
8 1.8318 2.1436
g 2.C 2. 3755
10 2.1268 2.8837




We can distinguish following types of lags:

1 - construction lag - lag between 1initial stege of
construction and final stage.

2 - tecnnologicel lag - lag between initial stage of
designing and initial stage of entity’s productive
activity.

3 - eccncmgg_ lag - a2 time between capital spendings and
reaching the planned level of output.

4 - comblex lag - inciudes all types of lags for integrated

cbject.

a
[

naticnal economy lag - lag peiween cepital stend:ngs and

preducticon increment.

fach lag can be descrited by graphic and functicnal eguation.
Lags end tTo cverliay and first two lags are estimated cnly for

separate cbjects. They are nof
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computations
cecause a great numcer of the IFs 13 being annually eftected.

Full lag is calculated as a sum of construction lag  anc
ecchomic lag computed in standartized dimensions. Each lag is
measured as mean weighted value according to budgetl c¢osts anc
terms of constructicn and explcitation ¢f the industrial ccmplexes

included in basic totality. (1)

1) Refer to:Methods and practice of EE evaluation fol

investments. Moscow, Nauka, 1974, iss. 18.



1.2.8. Regional parameters of IPs. (2)

Regional parameters do not differ greatly from naticnzal ones.
They pay great attention to absolute and relative efficiency,
secondary and contigency spendings, timing and other problems that
ererge during E?-‘ Main distinction here 1is that all IPs are
investigated from the regional point of view. And as to national
parameters reflecting economic efficiency of the IPs they ar
investigated as supplementary for regional IPs. Regional capita.
spendings acquire special functions.

Function 1 - Regional capital spendings tend to be zimed a

structure coecerdinatsae

—

the creation of the pregressive ragiona

with other economic structures of un:ien repudl:i:cs, &aULancmcu:

O.

republics and other {erritorial units {srovinces,.

function 2 - Regicnal investments are suspcesed Lo create wer
viaces and promote effective employment Structure in the regicn.

runction 3 - Regicnal investrent exercises comgensater
function. RI helps to restructure regional ecoromy and intreduc
pregressive technolcegies to  local industrial complexes. Tni
policy requires heavy flew of investment, that is the reason t
call them compensatory.

Regional investment efficiency appears to be a ccordinate

investment efficiency considering naticnal and regional interests

2) Refer also to Report No. 2.




It reflects economic ties between national and local economy and
relations between main and auxilliary branches of regional
econcmy, basic and social infrastructures. These diversified
relations serve for the purpese of coordinated management of
different sources of capital spendings, including branch and
regional funds.

Industrial gomplexes of various branches of econcmy and
autherity levels, public  infrastructure alongstage basicC
infrastructure are subject to regional investment efficiency
assessment.

Here efficiency is calcuiated as a totality of the effects in
consumption sphere gained within the borders of the region and as
a result of egual trade with other territories of the country.
Eccnomic efficiency calculaticns are leng term project and its
term is stipuiated by thne ferms cf farget vlans and pregrammes.

Ecencmic erfficiency ¢f capital spendings directed tTo the
majer kranch of regicnal econcmy is estaplished n consumpltior
spnere of other territories where the preduct ¢ff this pranch  1s
consumed (utilized). Quantitative evaluation of the awaited or
real effects comprises econcmic contribution of the region o the
GNP of the country.

Non-marufacturing services’ effect is calculated as a total
increment of the effects in manufacturing and consumer spheres of
the regicn.

Social infrastructure also creates certain social effect thaf
in its own turn affects industrial efficiency. Regional investment
efficiency indexes are computed on every stage of conceptua.

pelicy-meking and on every stage of planned and programme



economic measures designed for regions.

At conceptual stage desirable sccio-economic effects are
established and computed per investment unit necessary for
socio-eccnomic need satiation.

On the initial stage of the IP relative economic efficiency
is being evaluated. This job appears to be completed when the best
version of the Ig;is picked up by experts and general coefficient
of programmed efficiency is computed. At the stege of programme
elaboration we coordinate capital spendings and other relevant
measures with all Kkinds of material rescurces. In order to
minimize regicnal costs we elaborate special charis zleng with
plan on resources.

Several years ago we estimated deviation from EE standard
according to the erection costs estimate revised in accordance
with specific regional conditions (prices, vpreduction cestis,
etc.). Now we do not use this principal any more pecause c¢f the

restructuring policy in the USSR.
1.2.9. Self-acccunting efficiency.

As it has already been mentioned, the main gpart cf
investments in the near future will be carried out by enterprises
in accordance with the financial resources at their disposal.
It’ 11 take place thanks to the influence of a certain number of
factors. In our opinion, two factors have the leading meaning:
general tendency to fast develooment of decentralized investments
and constant increase of the share aimed at reconstruction and
other forus of enterprises’ development at the total amount of the

investments. .
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- extension of the functioning enterprises which means
construction of additional powers on the functicning enterprises
(structures), and construction of new ones and extension of
separate shops;

- reconstruction of the functioning enterprises - a complex

of measures aimed at technical-economic level increase on the

Y

basis of achievements of scientific-technical progress and being
realized according to complex project of the reconstruction of
enterprises in general in order to enlarge producticn powers,
improve quality and change outbut without increasing the number of
employees, in general, with simultanecus improvement of labour
conditions and environmental protecticn;

¥ v ' - = 7 - ™ o~ -
- technical re-equipment of functicning enterprises

(4

complex of measures aimed at increasing technical-econcmic level

Self-accounting effect is usuaily defined during £Lechnicail
provisicn, reconstruction and extension of enterprises ang

organizations (Ee) as the index of oprofit PI (decrease of
production cost) to investments:

Pl

investments
As to the new constructions of shops, cother departiments,

separate measures, including new constructicn of enlerprises,
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planning profit to investments (budget costs):

cr
-3

where: T - are the total budgeted costs of the enterprises in
construction according to project;
P - is the annual output in wholesale prices of enterprises
(without turnover tax) according to project. (1)
Simultaneously with the account of E investments the period
of investment return of the profit increment (P ...) and profit (P

.) i3 determined:

1) Turnover tax in the USSR turns out to be distinctly
defined payments to state budget. As distinct from profit of
enterprises, which depends on a certain number of factors and
which in the main part remains at the disposal cf enterprise, tax

amounts per unit of taxed production are distinctly fixed.

Turnover tax is an important source of state budget.




pi P p P -T

The profit increment is defined as the difference between
amounts of the end years of previous and analysed periods, and in
agriculture - assaverage annual profit increment, - in accordance
with Methods of investment efficiency (1388).

Productive investments in calculations are acccunted in
comnparable prices totally without any deductions.

Saving of production specialization development is determined

by the formila:

PC - preductive cost of 3eparate puproducts, transferred for
production to specizlized enterprise
WP - wholesale price, this product will De delivered f(rom
specialized enterprise;
A - amount of transportation costs per one productive unit;
Q - quantity of goods which will be delivered under cooperation
from specialized enterprises.
Saving of new types of raw materials adoption:
S = (NP - N P)xN (1.9,
rm 0 d 11



where: N and N - norm of a certain type of raw
materials spending before and after
taken measures;
P and P - price for unit of a certain type
of raw materials and fuel consumed
before and after taken measures.
Economic efigcfency, concluding saving of carrying out other

measures, is defined by analogy.
1.2.10. Investigation of actual investments efficiency.

Practice of long standing of investigation of eactueal
efficiency by State Committee of statistics has existed in tre
USSR, On large prejects such investigatien is carried cut by
Separate projects, and selectively on medium and smell cnes.

-
1

lecting ebsoliute

"3
)

Index investments return  pericd, e
efficiency, is most frequently used during such investigaticen.
Taking into account all advantages of this attitude one must sSee
its deficiencies, if return pericd is investigated as a total
ratio of efficincy.

Return period is one of two compenent parts of complete

[

investment c¢ycle, which characterizes the meximum durat:cn cf
investments turnover and period of construction. For example, 7
return period is equal to 3 years, and construction period - 4
years, the whole investments cycle is 7 years.

Date of complete investments cycle duration is called for

planning of both idvestments and sources of their budgeting if



investigate capital ccnstruction as a process, the amount of
orplete investments cycle will show the duration cof the
enterprise debt (cdebt of the enterprise wnich carries cul

construction works) to the econcmy. =Reducticn of the dedt perisc
itself doesn’t mean increase of investments efficiency, but under
other equel conditions, for sure, contributes to it.This index,
though aLX1llvary, plays an important role.

Further, actual duration of return pericd can be fixed only

after nmore or less long pericd after the end of the censtructicn.

r—
ct
o
I

the main practical deficiency of return vericd from the

feol
(o}
.
jo |
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of view of its practical employment.

Frequently, actual return period is difficult tc e define

Y
0O

r reason of the centinuity of investment orecess. As  ¢hie

é > - ~ - - - . -~ - I
reconstruction cor extension of the entersrise 5 gver (anc
scmetimes - i35 not over yel), anciher one Zeg:ins. [T 135 a558C:izl s
characteristic feature ¢f machinery eniersrises, -¢r Lhe reasen of

quantitative length of return is difficull (¢ ze defined.

In cur cpinicn, statistics okservaiion cver the actual
efficiency of investments must te of censtant characier. We shculc
analyze actual result of capital construction continicusly, frot
the first year of operation, that will make it possible to revea
in due course factors, influencing the level cn efficiency, &I
take measures aimed at its increasing, preventing develcpment Ol
negative processes.

cfficiency index with:n the separately taken enlsersrise C

installation are ‘quite suitable for it., After putiing In



operation they can be calculated yearly and compared with project
and other valuing - analytical ratios and indexes and the reasons
for deflections from each other can be revealed. As a matter of
fact, the return of investment is continued -during the time of
existense of the enterprise, being unstable on a large range.

Cne must see the difference in compariscn of actual indexes
with the planned_ onmes and other ratics under cenditiens cf
functioning previously and forming now, during perestroika,
management systems. Under administration system a complicated
system of standards observation over vwhich is being done by
Ministry, QGosstroy, Gosplan etc. was elaborated. Under conditions
of new forming system standards of construction, return, mastering
(if it is necessary), are drawn on the basis of agreement betfween
custcmer and executosr. S0, the control is peing dene not by the
autnorities, bul by tne negetiating vartners themselves, which is
mere erfective and rel:able.

~ o .
e CNCl1Ce Ot
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sturn pericd a3 the index of actual efficiency
can e sometimes explzained tecause cif| the desire tc differentiate
the conceptions of invesiments efficiency and efficiency cf
capital production funds employment.

Such approach, in specialists’ opinion, is of simplified
character. Investments turn out to be the future funds, and
capital funds - as a matter of fact are considered to be former
investments.

For sure, it is not the total volume of capital spendings,
that is reflected in funds cost. But, in principle, investments

and capital funds are considered to be though not identical, but




still clcse conceptions. It's unlikely legitimately to counterpcse
investment efficiency as a totality of two factors” influence:
potential estabiished capital funds and extent of efficiency of
their employment.

The more sucessfull are solutions taken during planning
period and the quicker investments are realized, the higher
potential efficiency is, e.g. capacity of capital funds to give
effective return, which is to be realizecd.

Real efficiency to large extent (and sometimes to the

decisive extent) depends on the crganization of

4

manegement, qualification el emnigyees, cend:ticns of
material-technical supply and scale markets. The extent of capital
funds employment brings about actual return of investments, but
the volume of such return is determined 2y pcotential efficiency of
funds. Under other equal conditicns, the higher potential
efficiency of funds 1is, the higher actual efficiency of
investments will be. Invesiments in capitel funds wiih nigh
pctential efficiency but badly used can’it give much more resultls
than investments in cepital funds with small potential efficiency,
pbut used skilfully and completely.

[1lustrations of efficiency index snow charge

n
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efficiency of investments. Their dynamics make it possitle tc
appraise efficiency dynamics and actively influence it.

At present calculation of actual indexes of efficiency is
included in programme of statistical investigations. At the same
time equipment periods of investments are preserved. Alongside

with usual formula of index>s (annual profit divided by



investments) two its medifications are employed: compensaticn
indexes and average indexes.

Installation put into operaticns is usuaily investigated in
details by statistical authorities three years after the beginning
of its exploitation. If it has not been returned, it will be
investigated cnce again six years later. If the results are still
not satisfactoryskinvestigation will be carried out 9 years later.

fter this moment investigation of this very Pl stops and the

final conclusion is mede. (1) During every investigation
efficiency indexes and their modifications are calculated for all
pravious years, that makes it possible to use the dynamics of the
process.

I -~ 5 2 - & CX NP N
At presen above mentioned gpregramme  of stziistica

investigaticns contains the guestion of reausns for deflaclicn ¢
actual ratios, used for celculiation cf efficiency indexes
(investments, veclume of creducticn, price, production cest, returr
of funds, profit, capital turncver, lekcur preductivity) taking
into acccunt corresgonding project date, and  appropriats
reccmmendations are being elabcrated.

There may be some cases when deflecticn of actual ratics fror
planned ones can be btrought abkout by unreality, artificial
overstating of planned ratios. It is usually revealed in th

ceginning of exploitaticn. Though active influence on increasinyg

1) We descripe the real procedure, in future iL’s supposed U
be changed from the point of view of strengthening the examinatic

of fulfilled projects.



efficiency level c¢n this particular enterprise in such case is
practically equal to zero, conclusion can be used for presenting
claims, and significant econcmic senctions to  planning

crganizations in future. Xealizaticn of

new concerticn of eccnomic
mechanizm will meke it pessible to caiculate end contract rrice,
coordinated by the customer with projectmakers depending cn th

level of preoject afficiency and degree of efficiency’s reality.

1.3. The "shadow" prices of skilied and unskilled iabcur.
3

1. General considerations.

Cfficially there is nc unemployment in the USSR. So there is
ne regulations of material a2id to the unempioyed. IL is foreseen,
That discherced vecvle may receive Their average wage Curing three

L R R Vs R T A MNVATE Y “o oA ISR IN - sl gy g T AP
mentins, Assistance n previs:cn of 2M0LCYTenT nClUCIng 2551372nee

- . - - -1 - M ' E =
N relraining, 1S5 glven ¢ Tngse Decrie.  Neverineliess pracl:ice
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shews, that a certain excess ¢f .abour grges 1o mater:.al
. s . . i e S
nrecauction  sphere  sysiemat:icalliy appears in Lhe ecenemy. AT The

same time, in our opinion, signifiicant unemployment is unlikely to
te expected in the USSR, In the first place, a large nurber of
free working nlaces exists ncw. So, people discharged from th
ecenemy, specifically from the construction, may work af other
enterprises. In the second place, creation of farms, ccoperatives
may "retract” non-limited labcur forces.

Soviet government has planred “or 1991-1965 a certain numder
of measures of more raticnal employment of labour forces, oprimun
combination of production interests with interests c¢f populat:en,

and measures aimed at increasing c¢f scc:al pretection




citizens. Those measures are as follows: elaboration of
repuiblican programmes of provision of complete and effective
employment of pcpulation taking into account schemes of region
development and deployment of productive forces, for latour-excess
regions - maximum possible transfer of enterprises to many-shifts
regime of work, development of labcur - intensivity pcwers etc.

In case of eglcllation of labour force spendings average
wage for each group of employees is usualiy counted; rterscneil

training expenses; housing and sccial sphere expenses; wages of

O

employees over the limits of state sector.

In case cof the project evaluaticn one shculd take inte
account the average wcrker’'s wage in construction. It is equeal for
qualified workers appreximately to 4 thousand reoubles a year; for

non-qualifyed workers - appreximately 3 theousand roubles. Training

Yy

cf serscnell is usually dene in special technical schcols, general

-

technical schools, enginesrs are trained in higher educational

; L . . - na § i - -~ -
roubles, this payment s being made by enterzrise 3o higher

0}

ecucaticn scheocl according Lo the agreement.
this amount we’d like to mention that actual expenses in 3chcels
of general education are equal to 280-3C0 roubles a year per one
pupil; in specialized schools of general education - about GCC

roubles a2 year, in higher education schools - 1300-18C0 roubles

(4}



year. (1)

Besides of this fact, labocur expenses contain payment for
labour forces. According to this rule, each enterprise, either
industrial or construction, pays 300 roubles & year for each
worker (irrespective of his qualification) to the budget, in
regions with excess labour forces (e.g. in Uzkekistan) - 200
roubles a year, sfor each administration empleoyee - 600 roubles.
Social insurance expenses, which share has the trend tcwards fast
increase, are also included. A system of cooperatives is widely
spread in constructicn sthere. The number cf working people in
censtruction coceperatives already now exceeds, accerding 6 our
estimates, 1200 thousand peovle, and in the near Juture may exceed

CC
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2 million people. The average wage in ccoperatives :s equal to
-700 roubles. It is rather difficult to estimate the level cf
labour vroductivity. But selective investigaticn, made by the
authers, shows, that individual outbul in cooperatives i35 higher
only by 20-30%. Cutput per one employee is much higher (thanks ta
the absense of excessive office personell, which exists at state
constructicn and industrial enterprises).

cxpenses, connectaed with social service installations, may be

also related to labour force expenses. Thus, :in Mescow, central

administrative bedies Ltransfer limits of investments in official

order to Moscow city executive committee for censtruct:cn of

1) Planned economy, 1889, No. 1, pp. 81-88.

We’d like to mention for one’s orientation, that from 1960 tc
1987 educational expenses have increased 5 times, achieved 4,¢
billion rouktles. Trend to rather intensive increase of those

expenses is being observed.



social service installations. Central administrative bodies also
transfer limits of construction-essembly, contract and planning
works on a scale of 10Z of means aimed at preductional
censtruction cof their departmental enterprises ‘and crganizations,
and also 3% of limits of public centralized investments
censtruction-assembly, contract and planning works, allocated to
productive constQuction with direction to create installations of
culture, health, protection, educaticn etc. Those installations
have nation-wide importance.

In a number of cities a system of economic payments to local
authorilies for each new worker in case of new workers’ migration

has been introduced. For reason of absense cf dwelliings sometimes

n
fer the drawn workers in private sector (or I & deals wiin

1.2.3. Payment for 1lzabour.

Let’s investigate payment for labour in details. Payment for
labour is directly accounted in integrated and elaborated project
evaluations. Tariff indexes and rates are used in construction
sphere; ©-grade system is also used. An hour tariff rate
fluctuates from 0.59 rouble for the first grade to 1.06 rouble
for the sixth one, correspordently the month rate fluctuates
from 102 roubles to 183 roubles; (higher actual wage 135 brought
about by the significant overfulfillment of targets, additional




charges and bonus rewards).

System of increasing indexes, established from 1,5 to 2 for
regions with severe living conditions, is considered to be an
instrument of interregion wage adjustment.

Territorial indexes are calculated to the amcunt of actual
employees’ earnings, excluding so-called ncrinern bonuses (spread
in the regions wi%h Severe northern climate), personal bonuses and
payments,.calculated on the basis of average earnings.

Two main forms of payment for labour are used in construction
sphere: payment by the piece (more than 807 of workers are drawn
by this form) and payment by the hour. At present system of
payment by the piece has been developing very quickly.

According to this system, the total amount of earnings is
defined at once for the complex of werks (for example, for
assembly of  industrial building framework) or for the
installations as a whele. In crder to eachieve this  goal,
production calculations are composed. These calculations contain
complete labour costs and wage in accordance wilhh  adcpted
progressive technology and methods of constructicn-assembly works.

Counting wages one shculd take into account additional
payments for mobile job character in the Far North (within the
limits of 40%), in other regions (30%) - one should kear in mind
tariff rates, additional payments for works connected with
travels; additional payments for the workers in business trips

within more than 2 mornths period etc.



1.3.3. Salaries of engineering and technical employees.

In calculations connected with the evaluation of the
engineering and technical employees’salaries; the following
practice, oreated in the USSR, 1is taken into account: all posts
are united into three groups: heads, specialists, employees.

Each of thesgroup is divided into sub-groups. Titles of posts
are classified depending on the character of fulfilled functions
(specialists, executive engineers, economists etc.) and divided

into categories of qualification’s level (specialists of I,

—t

I,
[IT categories).

Post salaries of the head and engineering-technical employees
are differentiated depending onh their category. Vclumetric
qualificat:ecn - annual volume of construction-assenmcly works
fulfilled by the organization by general contract - is the basis
for relating to this or that groud of payments.

Correcting decreasing indexes are introduced in addition to
corresponding volumetric qualifications for the eaccounting of
specific character and labour intensity of the works, fulfilled by
construction-assembly organizaticns.

At present we need more objective criteria and methods of
relating to some categories of construction-assembly organizations
and more effective system of payment to high-rank executives ir
order to make it more precise, objectively reflecting labour
intensity, complexity of adjustment and results of econcmic

activity.




1. 4. The "shadow" rate of foreign exchanges.

1.4.1. General considerations.

Soviet rouble is not convertible. A serious work aimed at
step-by-step intgg@uction of rouble convertibility has been done
in the USSR in recent vyears. Special rouble exchange rate was
introduced officially. This exchange rate is used in case of
foreign exchange services (non-trade payments) of Soviet and
foreign citizens (table 1.3.).

In the near future revision of official fcreign exchange rate

is expected. According to our assumptions, doliar official 7
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exchange rate will be equal to about 4 rcuples., Rezl markel dol!l
foreign einchange rate is considerably higher. Thus, in Novemper,
1989, on the first auction in the USSR dellar was equal to

15,2-15,3 roubles. There are facts of selling dellars on the

"black" markets at the rate of 20 roubles,




Teble 1.3
State bank of the USSR
Bulletin of special exchange rates -
(on January 3, 199C)
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.
: Official : Special
Foreign exchange : For : foreign ex- : foreign ex-
: change rate : change rate
’ Australian dollars 100 48,03 480, 30
British pound sterlings 100 97,87 975,70
German marks of FRG 10C 35,99 329,60
Dutch guilders 100 32,87 328,70
[talian lyres 1GCCC 4,80 48,CC
Canadian cdollars 100 52,2 £25,06
US dollars 100 60,72 807,2
Finnish marks 100 15,03 150,30
French franks 100 10,53 105,30
Sweedish crowns 100 9,79 97,90
o Jepanese yens 1000 4,23 42,30

ECU 100 72,30 -
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1.4.2. Foreign exchange problems in case of joint ventures’

creation.

Currency problems appear more and more frequently in
connection with increasing number of joint ventures. According to
the present Sovigghpegulations, foreign partner’s fee is valued at
the official rate of State Bank of the USSR at the moment of
signing an agreement on joint venture’s creation or other data,
settled by the partners. It’s necessary to emphasize that in spite
of these conditions, which may seem unprofitable for the foreign
partners, creation of joint ventures in the USSR has proceeded
very rapidly.

We can mention {ollowing moments when exchange of currencies
in joint venture is necessary:

- when volume of jointly financed investments is settled in
transferable roubles or hard currency in case of joint ventures
creation in order to define guotas of Lhe partners;

- when bulk purchase of raw materials, equipment 2and other
goods-material values necessary for the joint venture aciivily (s
being done in the countries of the joint venture partners’origin
or in other countries;

- when foreign exchange received from exports is exchanged

into roubles;




- when profits and other sums are transferred to the
joint venture partner’s country during the distribution cf net
balance profit at the end of the year under review exceeding
current requirements of joint venture in a year; which follows the
year under review;

- in case of compensations of possible losses on account of
additional paymeggs-of members to initial fund;

- when carrying cut settlements between joint venture and its
subsidiary out of the Soviet territery.

Problem of the foreign exchange rate appears on the stage of
preliminary calculation of comparative efficiency c¢f joint
investments as a criteria for meking optimum dec:is:on in case of

creation of jocint installat:on.

x * x

The sovie gevernrent has werked out a set of measures aimed
at the improvement of Joreign exchange positicn in 19980-1592. The
target is to stabilize foreign indebtedness and to begin
restructuring exports’ and imgorts’ structure. following measures
are taken in order to fulfill these targets:

- sharp reduction or bulk purchases of the gocds (currently
imported) which can be effectively produced iﬁ the USER;

- exports’ development and changing: its raw mater:a.s
orientation;

- introduction in 1880 of new regulations on creation of
foreign exchange funds of enterprises. |

Standards of “payments are to be put in:direct dependence on

the volume of exports and exports’ structure.
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1.5. The shadow price cf land.
=

P

1. Integrated evaluation of land.

Economic evaluation of lands allocated to P must ke
thoroughly examined in case of project evaluation.

Integrated ezsluation of municipal territories has been
elaborated in the USSR. It is used on the stage of decision making
to compare construction versions, to evaluate architecture and
planning draft projects of industrial centres and districts
allocated to industrial construction etc. Such  integrated
evaluations may be used in case of absense of corresgending worked
out plans for certain city in the project operating in the city.
Reccmmended methods of the eccnomic evaluation ¢f lands =z2llgcatad
Lo censtructicn have Dbeen elagerated n e CSER inese
recommended metnods have zeen in use for a numger of years,

cconomic evaluation of above mentioned lands centains
fcllowing indexes: kasic infrastructure  costs; econcmic
consequences as a result of chranges in use c¢f land, sccic-ecsnomic
value of the land; capital spendings fcr rehabiiitation of
environment in the district.

Both rent and full (covering all tcpics) indexes are used for
calculation. Rent indexes snow difference hetween indexes cf
relevant compared versions.

Differentiated indexes for five groups of cit:es depending on
population of these cities have bpeen elaborated :(n the USSR
Inside each group indexes are differentiated depending on the

Qistance from the centre of the city (Table 1.3). Great cities
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250-500 thousand; big ones - 100-250 thousand; middle ones -
50-100 thousand; smz2ll ones - up to 50 thousand (Table 1.4).

Table 1.4
Gasegory ot : Bistane trom the centre of the clty in
the cities : parts of medium city radius for every
division

L Lot mo: o v
restar cities 045 0,15-0,80.30.5 0,607 over 07
large cities c,2 0,2 -C,4G,4-C,7 over 0,7 -

big cit:es 3,2 0,2-C,4 0,4-0,7 over 0,7 -
middle cities 0,2 0,2-0,4 over 0,5 - -
small cities 0,2 0,2-0,5 over (0,5 - -

Correcting indexes are used in various regions for integrated

evaluation of municipal territories.




Evaluations of basic infrastructure in case of complete
development of the territory, of costs and losses due to
allottment of good land have been elaborated. But compensation for
aliottment of agricultural lands is paid according to the standard
payments accepted for development of virgin lands instead cf thcse
taken for construction etc.

Investment ;g development of viregin lands is effected
according to the standard development costs =accepted for new
agricultural lands instead of those taken for nen-agriculiiral
needs, adecpted by Councils of Ministers of the un:on republics.

Evaluation of compensation feor allocated weodiands :1s dene
with account of following costs:

- costs of creation of new lands for reprcduction of
forests;

- costs of compensation of net lcsses in case of forest
liquidation in the regions, where forest is considered L¢ De the
source of timber and a2 numgcer of stand by preducts during the
pericd of Limpber rescurces recreation., Economic and recreative
importance of the forest in suburban areas is assessed.

Socio-economic importance of the territcery is determined 2%
functional services of urken districts.

Accounting of urban land value by introduction of eccnomic
evaluation of territories in calculations of comparative econcmic
efficiency of investment will contribute to the adoption of more
compact deployment plans and all in all will provide zptimur

decision for deployment.




1.5.2. Calculaticn of comparative investment eflfic:ency w:iih

account of lands evaitaticn.

Calculaticn of ccmparative economic efficiency with account
of economic evaluation of land is being done with the help of

marginal standartized expenditures (Es). They are equal to the

>3

amount of current cbsts lum sum expenditures, atiracted by the
construction version, with unified accounting units complying with
established efficiency standard index and economic evaluation of
iand, allotted to construction site.

Land evaluaticn may te current and casic cne:

3 =0 + 11 ¢ Sn+7Z: xSn ===> mn (1,11
cr £s = i1t + Ci ¥ Tn+ 7t ===> min {(1.12),
where: Ci - current preducticn costs and running cests of sccial
infrascrucoure atcriputed to relevant version  cf
constructicn;

~—
—
)

lump-sum expenditures (investment by versions);

En - standardized investment efficiency index;

7i - eccnomic (cost) evaluation of land, allccated to
censtruction;

Tn - standard time of investment recoupment,

1

T = ---
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compared versions (unit values may &e related to number of
inhabitants, erected hcuses, etc.). According to avove rentioned
formula we select version, wnere standartized expenditures ars
low.

Tn case of provision of more raticnal use of land, eccnomc
efficiency of thgﬁyersions may be calculated through estimated
pericd of extra inQestment. This investment saves up lands (Ti).

Ti = ( Ii-Zi ) xCi
where: Ii - difference in volumes investment for between examined

versions;
7i - cost value of land saving due to new version;

C1 - difference in current expenditures.

= 5= - A y + o ] i & T bl
Version is considered to be effective ir 11 <= 1.
- P L - 1 - -7 R . - I (antage! jond
Cost of lands hes been constanlly growing it Lhe Loon. cor
& = Y g 1 (= s = = WA T sy
the pericd of 15-20 years :n nas nCreased 1,35- 2 Times. (1)

1) For details - to refer the above mentioned guidebook.

- . D o mn b
i

[11 e,
LConomy o

onsSorucTion’, oo




1.5.3 Example cf rent calculation in Mcscow

Annual rent is supposed %to be paid by all enterprises and
organizations as far as land at their disposal is concerned,
municical territories, including sanitary and other protective
zones of enterpr;ggs, railway branch lines, lines of electrical
transmission, gas .mains, vlaces for ash-keeping and other
territories, which are under the authority of the enterprises and
organizations.

On the basis of econcmic evaluation of municipal territories
the following rent chert has been drafted (1). Moscow is divided

in 5 zones.

-

sliowing:

l')

Rent raymenis are
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Y zone - 7
Rent payments and zones division are corrected every & years.
Rent also depends cn the access to  communication and
transportation lines. Thus, when the distance from large city
rouds and  underground stet.ons is up to 500 metres, index 1,5 is
used in order to calculite the amount of payment for territory and

the annual rent amount. This index is used from the second zone

1) Above mentioned indexes are not adcpted yet, they are

submitted to further revision.
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and further from the centre, except dwelling nouses, rea

Pl

cultural, servicing, education, trade, canteens, municipal
services, sports objects and constructions.

Project of economic incentives has been elaborated. Thus, in
case of deployment on the lands of enterprises producing consumer
gocds, enterprises which can’t be considered as safle, indexes of
tables No. 1’5'55'6 are supposed to be used in order to calculate

the amount of rent'payment.

Table 1.5
indexes elzhorated for enterprises, procucing

Differentiated
s (CG) for Moscow.

ceonsumer good

Snare of CG, : Share of CG in total output

in Moscow e e
8C-1CC 40-78 5-39 less vnan o

100 0,5 g,o 0,3 0.6

8C-89 0,5 0,5 0,8 0,7

40-79 0,5 0,8 0,7 ,8

5-3% 0,8 0,7 0,8 0,3

less than 3 0,7 g,8 G,9 1

--——-_----—-———_---_————_——_---_-——--_—-———-_-——-------—_




Table 1.8

Differentiated indexes or payments for urban land

NN. : Classification of enterprises, : Coefficient

:buildings for. sanitary control zones :

- A ) —— = D S WD = - - S G S = . = S RSB W e W e e e e A e

1 Class I 2,0
2 Class II 1,7
3. Class III 1,5
4 Class IY 1,3
S Class Y 1,2
3! Clean entersrises 1,0




Report 2
. Control over Observance & Change of the National Parameters

of Investment Projects in the USSR.




[ntroduction

According tc the requirements here we investigate
national and regional parameters applied for Investment
Projects (IPs) p§§paration and evaluation, institutions
involved, "time parameters relevant to the IPs alongside
Value Analysis applied to the IPs. As we have rapidly
changing economic situation in this country - from
administrative management to socialist markel - some tobics
of the Reports may be somehow inadequate. So, we try to give
critical analysis of the metheds and approaches adepted in
the USSR for IPs. In this Report we express official points
of view and opinions alongside other recommendations and
developments dealing with investment activity (herearter IA)
and control over the investment parameters. GSometimes we
present experts’ assessments in order to give a wider range
of opinions.

Wnenever it was feasible and didn’t contradict the
UNIDO requirements we tried to meet the requests of our
Chinese counterparts.

This was done according to the agreement reached during

the Moscow meeting in the beginning of 1990,




2.1. National and Regional Parameters for Project

Preparation and Evaluation.
2.1.1. General Scheme of IPs Planning.

Capital sgenqug‘in this country are considered to be a
certain totality of social expenditures that are needed for
creation and renovation of the fixed cepital of the naticnal
economy. Capital spending seems to be a kroader term then
capital construction. Capital spending include acjuisition
of the equigment, agriculture machines etc.; these Lyve of
capital spendings do not need installation works or another
type of construction or erection activity. By way of cepital
spendings (hereafter CS) economic preperticns and

approvriate rates of ecencmic develovment may be achieved as

=,

ell as rational deployments of vproductive feorces and
advanced economic development of the regions.

As far as agricultural CS are concerned they include CS
allocated to the Research and CDCevelooment  (R8D]
organizations, to entities processing raw agriculture
products, to the producers of constructicn elements and to
the building contractors which operate in agriculture etc.

Capital spendings absorb expenditures al.ocated to the
new ouilding construction, to recenstruction, to rencvaticn
and expansion of the industrial enterprises as well as
expenditures allocated to the housing, B and

infrastructure construction and so on. Capital spendirgs
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cover acquisition of the equipment, machines and
instruments.

Fixed cepital includes buildings, constructions,
machines and equipment, vehicles, tools, cattle and cther
types of fixed capital. Precductive fixed capital includes
industrial means of labour that are repeatedly involved in
the process of praguction. These assets depreciate during
their life and gredually transfer their value to the
products via amortization.

Fixed capital that 1is. not directly involved ir the
process of production is c¢censidered to ke nenpreductive
fixed capital.

Cn the mecroeconcmic scale fixed capital covers fixed
capital of the state, cocrerative and social entities and
organizaticns, collective farms and individual owners., Tcday
individuals can pessess eccnomic entit:es ¢f a smaller
(where no employed labour is exercised), either :ndustrial
cr nenpreductive.

Fixed capital’s dynamics and structure are ccmputed by
means of adjusted prices teken at the end of the financial
year. )

Expenditures for drilling, excavaticn and expleraticns
of natural resources are not considered Ltc e capital
spendings under the present metheds applied in the USSR if
these expenditures are effected by state budget cor by
special funds. State and public organizations may purchase

equipment and other items but this deal would not ©be
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considered an investment (capital spendings) as well as

funds allccated for rehebilitaticen works, re

s
o
-y
i

)
5
a

restoration of the puklic and state organizations’ buiidings
because these operzations are fiinanced by state budget or by
loceal budgets.

Naticnal control over the parameters of the IPs in this
country has speaific features and is effected during the
planning Stage at the national, regional and sectorial
levels.

Total amount of Capital spendings includes investments
backed by all financial sources: state limited investrent
Soviet Scocizlist Republics and autcnomous  territcries’
limited investment, lccal Limited investment commercial
investrent The las3f Tyvre c¢f investmenl :inc.udes :nvesiment
composed Yy sSpec:al investrent funds of The ndustirial
én:ity and by atiracted pzenk leans. Tctal amount el
investment  takes inlc cepsiceration rencvat.on Cccs
exgcansicn costs, recenstructicon  cests  and costs cof
inccmpleted (carry-over) consctruction.
equipment acquisition costs (if the list of the equipment is

not stipulated by calculation of costs of constructicn) and

5

other costs of vroductive and nenproductive objects.
Five year plan of capital construction covers
centralized and decentralized capital spendings. Five year

plan of capital censtruction is tased on the planned values

»,

(so-called ’‘contrel figures’), long-term eccnomic stancards,

governmental centracts, investment funds of the enterprises
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materials supply and balance of fixed assets and productive
capacities. Planned values and coefficients include output
of preduct, profit, profit in foreign exchange, main R&D

figures, volume of contracts for installation and erection

Large IPs are governed by Gosplan (State Planning
Commitiee of thes; USSR) and these projects are duly
supervised’ oy  state bodies and through governmental
contracts. This type of contract includes erection of
industrial entities and environmental entities,
sociceconomic infrastructure. (1)

Other objects are supplied with target values and
ceefficients which are derived by way cof extrapolation,

intrespective estimaticns, rorognoses, valid informaticn
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These figures, values and indexes were rigid and every

unit of the economic-administrative chain got certain values

(1) Refer to 2.1.4,




- f =
to e achieved and observed during the five-year period
(there could be 2 types of chain: ministry-enterprise one or
Soviet republic - local municipal unit).

So territorial units had their own values and
coefficients. Today this system of vertical administraticn
is being eliminated due to its inefficiency.

Now expansionsinvestment of the enterprises, ministries
and other administrative bedies is backed up by investment
reserves of the entities and bank locans. All eccnemic
entities plan for themselves volumes of investment, timing,
erection schemes, installation obtions and other things.

Centralized investment planning covers two areas of
plan computations, i.e. computation of demand and
distribution computation. Here we use s3pecial methed of
computation which we call standard-balance methed. It is
exvloited to define the demand for centralized investment.

Demand for productive <cepital spendings may be
established by way of varions methods. Econcmetric modelling
is successfully used for this case as well as direct cest
computations used on objects eand on directicns of
investment. Demand computation before 1689 was b;sed cn
planned balance of productive capacity, output vciumes,
fixed capital assessments and standards of varicns Kinds.

(1) Teday Gosvlan deces not have full information covering

1) Refer to 2.2. of the Report.
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this activity and due to this lack of information planned
balance appears Lo be approximete and may be used fer
prognesis and analysis. Partially standard-talance method is
used for computation of demand for centralized capital
spendings. Real basis methed is widely used =&zlongside
extrapolation cf the proportions that existed during the
later years withghe values corrected due to the scientific
vrogress. This method takes into consideration the larger
share of investment that is allocated to social sector of
national economy.

But here we must say that extrapolation method is valid
when we work with so called inertizal systems. Today we have
rapidly changing system of parameters due To the ecconomic
restructuring. Now Lhese dparameters are aimed at social
needs of people, envircnmental problems, and at the
develcpment of consumer goods producing industries. Due
to all this we have T0 be very cautious wnen applying
extrapclaticn methed and we must check and recheck our
computaticns, estimations and assessment by way of cother
methods.

Approximate investment now is computed for gnalytic
purncses with the help of generalized stendard units cf
investment., It is compuﬁed as tetal sum of investment per
production increment and investment increment; is
established with the help of specific calculations (or with
the help of specific coefficients of investment effected for

industrial purposes).
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Barallel to this computation we effect another type of
investment based on standard rates of economic efficiency.
Volume of investment here can be found out as a ratio
between the values of increment of economic results and
corresponding standard rate of absolute economic efficiency.

Jifferent methods facilitate allocation of centralized
capital spendingss Three versions of allocation can be
identified by economic-mathematical model: minimum version,
maximum version and medium version (i.e. compromising
version between the latter two). We find it difficult to
formalize factors of investment allocation.

That’s why the foregoing factors are formulated on
preliminary basis and later are subject to verificaticn by
several iterations during ccmnutation stage of work.

Algorithm of iterations =2re is as follows (if we run a
dialogue pattern): we sSet down the priority topics bracketed
petween maximum and minimum limits of the investment volume
and establish rational medium version of investment
allocation in compliance with economic criteria and other
limitations.

Basic algorithmic steps here are: we grade economic
programmes and objects according to their importance. Each
programme and object scores points and is placed in the
special importance range.

So, the '"place in the queue”" for each ocbject and
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programme is introduced according to the scores, which the
team of experts granted each project. Then the range is
adjusted by other practical factors (e.g. production
conditions, expansion forecast, time limitations, foreign
exchange reserves etc.). Basing on this we estimate volume
of investment for each project, regarding all possible
limitations. Herqgthe place in hierarchy may be changed due
to any reasonable amendment. When this stage of work is
completed, we compare the investment resources available and
investment demand, in order to analyze every IP and to
investigate all Kkinds of relationships that may appear
between the IPs.

Constructicn in precess is cne of the mest important
natiocnal parameters of investment activity. According to the
Government Decree there must be a full list of construction
in process before March 1, 1880. All objects that enjoy
centralized capital spending are subject to this listing.
This is5 done in order to restrain capital construction in
process because it affects badly economic situation in the
country. System of bank loans and credits must be introcuced
and secure petter efficiency of capital constructiop. 1990
ic a starting point for the credit expansion of the banks in
the sector of capital construction.

We would like to point out the group of parameters that
is connected with the introduction of impcrt-substituting
enterprises or export-oriented plants, especially when high-

tech production is_ involved. GShare of “turnkey’ objects




apvears to be one of the mest important national parameters
for a2 time being. As we know 'turnkey’ objects are being
constructed by one contracter, which is responsible for all
functions of the object. The contracter secures complex flow
of investment and construction. The contractor covers all
stages of investment, erection and installation of equipment
as well as preparation of the entity for productive
activity.' General contractor spvends its own money and
attrects bank loans in order to finish the turnkey object.
Banks and other relevant institutions feed the general
contractor during the whole time of the IP in compliance
with the plan of construction and cther terms. Thne customer
nays accerding to the contract price after special Act of
Acceprtance is signed.

The customer provides contractor with accepted
municipal constructicn plans. technical-and-economic
computations, calculations for industirial objects, separate
buildings. The customer transfers limit investment values tq
general contractor.

Other national parameters include number of investment
agents in the country, building construction contractors and
construction design organizations operating in the Soviet
Union. Volume of the enterprises’ investment reserves may ke
also accounted for.

Botn economic and sociceconomic efficiency of the IPs
are also undoubtedly major national parameters of IPs.

Future development of national parameters may follow
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this pattern. First and foremost we must loox forward to
inquiring into the relaticnships between the existing
parameters but not to scoring new ones. So, we must develop
an advanced system of different preliminary and precject
indexes, coefficients and other analytic figures that can
help us to comprehend investment process as a whole.

Second, we hmye to pay more attention to the indexes
that reflect precesses of mutual correlation in investment
activity (i.e. scientific research, design, economic
environment, especially market, social sectdr of econony,
education, training) and all other phenomena that can affect
investment in the Soviet Union.

Third, we must pay due attention to the aggregated
indexes of expanded reprcduction precess cn the basis of

investment processes.

2.1.2. Standard Apvlicaticns for Centrol Measures over

Capital Spending.

There is a system of nermals and standards applied for
the procedure of planning and project evaluations of
building construction effected in industrial sector of
economy as well as in social sector. It is used for budget
costs calculation, investment projects effects assessment,
etc.

Standard parameters and standard timing for [Ps

comprise an important share of normals and standards used in




building construction. As we have already mentioned all
these standards were obligatory for economic entities before
restructuring policy had been launched. Today the
overwhelming majority of the standards "is  being
decentralized due to the decentralized investment policy in
this country. Some standards remained unchanged but ncw they
are pbeing used ordy “for centralized investment and Cfor
investment effected with the help of Central Bank (Gosbank)
loans. In all other cases these standards appear to be of
recommended nature. None the less we hope that these normals
and standards may be of great importance due tc the rfact
that all economic entities that effect capital spending
expect high rate of efficiency. That’s why they may be
inclined to observe these recommended normals and standards.
wWe have already covered some proplems dealing with standards
in Report 1, but we think it important to dwell upcen the
problem in this Report too.

Here we can distinguish normals of capital spending{
investment cycle standards, and cutput normals.

Specific index normals stand for input values allotted
to fixed capital development related to the unit of output
and/or output increrent. In this country we deal with
normals covering unit investment allocated to erection and
installation works and equipment acquisition. Also we
distinguish special type of expenditures for ’fastening the
object in place’ (landing). Besides we operate with

generalized normals of investment composed for branches of
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economy and sectors. These generalized normals are based on
long-term practice and take into consideration all types of
econcmic proportions (industrial, territorieal, sectorial).

Compdund normals are used for types of branch
industries. when we use specific (unit) investment normals
and standards we bear in mind limit of investment. It is
defined as a prod&uct of industrial output capacity and unit
investment normal.

Individual normals and standards are used for
individual objects and for output capvacity values of these
objects.

There is a special Handbook in the USSR devised and
adcpted by State Committee for Building Construction of the
USSR (Gosstroi). This Handbock cevers all investment nermals
and standards. There are investment normals and standard for
environmental objects erected in the framework of industrial
cbjects.

Time standards of investment cycle cover time standards
for design, for initial stage of erection works, standards
for construction in process and time of completion of the
object. Normals for ©project development of  planned
industrial output capacity, economic coefficients, standard
basic industrial output capacity, standard labour
productivity, profitability, etc.

Investment standards and normals as well as normals and
standards for fixed capital are used for forecasts and short

-term and long-term. programmes. Investment standards and
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normals are used as a base for contract price estimation and
as a measure of control over commercial activity of
industrial self-acccunting entities.

Time standards of investment cycle have been widely
exploited up to 1988 for capital construction planned
indexes and coefficients. These time standards facilitated
assessment and edgbcration of the limits for project and
development works, for erection and installation
expenditures, for investment allocations spent over the
erection veriod vyears. Today these time standards are
regarded as investment normals and standards which we
described earlier in this Report.

Standard indexes applied for reaching planned level of
industrial output have been recently used Ffor government
centracts formulation and for elaboration of checking points
for industrial entities. The enterprises worked under the
pburden of estimated by plan labour productivity indexes,
output volumes, profitability and other rigidly planne@
indexes and coefficients. All these check normals and
standards were used during the initial stage of productive
activity in order to control different spheres of
enterprise’s activity.

When five-year-plan preparation is underway specific
(unit) investment values are used to form basic grounds for
investment forecasts, construction project evaluations. They
are used for preparation of the lists of building

construction projects and individual objects.




Social normals and standards are exploited when we
want to describe and generally assess national economy
investment demand. These social normals and standards ere
viewed as successive and gradual values. Approximate demand
for material resources is subject to computation based on
standard specific (unit) investment defined with a certain
attention paid to ggyanced technical-and-econcmic features
of the objects in question.

Standard efficiency rates are used fer total efficiency
assessment of the object as well as for assessment of the
plan versions and plan computaticns effected in order to
award the contract to the best contractor. Especially this
may be used when government contracts are subject to the
tenders.

There are several normels and standards that are taken
into account when investment sources are being defined
(whether for <centralized invesiment or commercial
investment, i.e. effected by enterprises themselves).

These standards and normels are following. Standard
rate of profit deductions that are allocated tc the
expansion and develooment funds. Standard rate of operation
profit deductions that are allocated to the centraliéed fund
of expansion and development and to the ministerial reserve
funds.

Technical-and-economic normals and standards for
investment resources evaluation that includes material and

labour standards. Material standards are needed for better




allocation of limited material resources, for precise
corputation of demand rate for materials, especially when
investment is effected by centralized funds of capital
spending.

Labour standards facilitate 1labour force demand
computation in order to secure full coverage when possible.
Labour standardsﬁggrve analytic purposes when investment is
not effected by centralized funds.

Scientific research institutes alongside relevant
ministries and other administrative bodies established a
profound system of normals and standards that can be applied
for investment activilty in the Soviet Union. But we must
confess that this huge and complicated system of standards
and normals leaves much to be desired if we compare it with
international analogues. This is true for eall types cf
parameters national as well as regional, which deal with
specific climate and weather conditions in the North and in
the South of the USSR.

2.1.3. Government contract.

Government contract (hereafter GC) envisages -turnkey
contract financed by government from centralized investment
funds. This type of contract sets up some terms and
conditions for contractor and for customer:

- installation and productive operation of the equipment;

- installation of environmental facilities;




- construction and creation of social infrastructure.

In order to achieve adjusted and matching development
of investment activity all investment objects under
centralized investment funds are specially listed- in State
Plan of Development in the Article dealing with *limited
resourcas’.

Special analyg%g-ds done in order to estimate initial
construction position that deteggines the situation with
indusirial output capacity: Special coefficients, indexes
and quantitative values reflecting situation with
construction in process are verified and detailed. We define
and adjust list of construction objects that are to be
completed during the following years. This is done by way of
version selection. Project evaluations of these objects and
their technical-and-economic features are analyzed and
thoroughly scrutinized in order to have detailed victure of
the objects. _

Ministries and other administrative bodies, Soviet
republican Councils of ministers elaborate and present Five
year plans of development covering investment policy of
these bodies. These plans include information about
industrial enterprises that will start their proauctive
activity during this five-year period. Five year plans
define the objects that would be created under centralized
government investment allotted according to the CGCs;
investment funds and reserves of individual enterprises and

organizations. This is done for statistic purposes and for




the purposes of materials supply and for subcontractors
information.

Plans for new productive economic entities are comcosed
for national economy, for ministries and cther
administrative bodies, for branches and sectors of eccncmy.
Centralized and non-centralized investment are  being
regarded separatelg:é -

Centralized pubiic investment allocated to GCs aimed at
advanced technologies and scienti:fic research appears to be
one of the mest important spheres where  centralized
investiment can be successfully effected.

Such [Ps are designed to facilitate implementation of
the most advantageous programmes of scientific  and
technological progress in the Soviet Union. This i3 done in
order to conduct united scientific and technological policy
in the ccuntry. Government contract is aimed at new
technologies, high-tech products, meterials, services, etc.
Contracters ccmpete for the GCs. GCs are adjusted in
cenfermity with the 1life c¢ycle stages of scientific
developmenrn:s sSo as to secure most effective exploitation of
the economic results of scientific research.

GC covers development of material base and ihcludes
contracts providing better equipment and applications for
scientific research aimed at innovation in industrial sector
of economy. This embraces all Kkinds of laboratories and
research certers, advanced technical installations and other

types of research-and-development structures that are




created and operated under centralized public investment.

GC facilitates accelerated development of material
base, supporting delivery of new products according to
complex GCs that secure installation and productive activity
of the important enterprises engaged in R & D projects and
pregrammes.

As we have ag%peady mentioned there is ccmpelition
between contractors for government contract and :t is
absolutely clear that the mest effective version is adopted
as a basic one and the winner organization, enterprise or
plant is granted this contract. All government contiracts
become 2a substantial and major part of the develcpment
plans, and are executed in the framework of these plans. GCs
are regarded as major elements and basic targets of the
development plans. Covernment contracts form ceriain network
of contracts including all eccnomic agents engaged.
Contracts include job assessment, Liming, contract grices,
penalties, and other provisions.

Research and development are budget-supporzad. State
Science and Technic Committee receives budget funds and
supports scientific research affecting government contracts
implementation in all fields. ‘

State Planning Committee (Gosplan) is one of the
sponsors for new enterprises and units producing new types
of equipment and goods and operating under governmen:
contracts. If investment is effected by &a republican

government then it is backed mainly by republican investment




fund. Soviet Republics pay great attention to environmental
investment in the area and we may consider following
investment as environmental ones:

design of territorial industrial complexes -aimed at
creating better industrial structure of the region. This
includes residue processing plants and factories. Output
product of these ﬁiaﬂts can be utilized as raw materials by
regional industry. Environmental projects may envisage
erection of (closed) reserved manufacturing cycle plant in

order to preserve clean nature in the region.
2.1.4. Industrial Expansion Investment.

Decentralized (commercial) investment are effected by
enterprises and vrovide new plants construction, renovation
of the enterprises, reconstruction and expansion. This
investment is effected by way of investment funds ¢f the
enterprises and by atfracting bank loans and sometimes
municipal funds. Preliminary limits of investment funds are
elaborated and established by ruling bodies of Soviet
Republics, ministries and departments. These administrative
bodies take into consideration various topics and éeek To
implement socioeconomic proportions and ratios, to find
petter ways for acceleration and intensification policy as
well as establish total amount of capital spending
(centralized CS). Alongside this work republican

admin:strative bodies work out guidelines for government




contracts and send them over to State Planning Committee,
where these guidelines are analyzed, verified and zadcpted as
guidelines for new five-year-plan of investment policy.

Here we must say once again that plannfng stege of
investment policy begins at the 1level of economic entity
(enterprise, trust, concern, amalgamation, association,
joint-stock compaﬁ#reic.). These economic units estimate the
demand fof investment that can be allocated to industrial
expansion of these economic entities. Then investment that
would be allocated to renovation and reconstructicn is
estimated. This estimation is based on the volume of
industrial development funds and reasonable volumes of bank
loans.

Computation of the demand for invesiment, that can Je
allocated to expansion activity of the entervrise is
effected this way.

First, we assess industrial capacity of the enterprises
that will be operative in ths analyzed period due to
finishing construction in process. Here we compute extra
investment demand for these enterprises taking into acccunt
balances of the previous investment. ter this value is
estimated we may start computing the amount of extra
industrial output capacity that should be introduced during
the analyzed (planned) period. Version selection in this
case is effected by way of investigation of zll
major technical and economic values of the versions

presented “or assessment. Now we will try to demonstrate in




Eandhd

short how social infrastructure objects are developed in
compliance with the State law regulating activity of the
Enterprises. An enterprise allocates major share of its
social funds to construction of the objects serQing social
needs of the werking people. [t facilitates and organizes
residential cooperative construction, parallel to this it
helps workers to bd%ld‘individual houses. (We hope that this
activity of the enterprise will increase greatly in the near
5-10 years). The enterprise develops network of
kindergarters and other children’s facilities, erect rest
houses, sanatoria and other recreation facilities.

Local budget’s funds are widely attracted when social
infrastructure is being created. They are taken into
consideration when investment that can be allotted to social
infrastructure is estimated.

Planning of nonproductive construction is  usually
effected by local municipal authorities and these
authorities appear to be single customer of the social
objects. '

Planning of invesiment policy when contracts constitute
lion share of investment activity was hard to intrecduce.
Major trouble here was that government contracts were not
precisely defined by terms and a lot of smaller scale
objects were considered to be for government contracts.
There were many discrepancies between customers and
contractors as far as contract volumes designed for both of

them were not adjusted and put in conformity. Government




contracts turned to be obligatory for general contracters
but subcontractors were not responsible for its fulfillment.
In 1988 government contract’s share exceeded 90% of
industrial output capacity of contractors. This fact has
restrained commercial flexibility of contractors. They could
not operate according to the new rules of economic
development in th¥& Séviet Union, they could not form their
economic pblicy and commercial operations.

In 1980 government contracts’ share decreased
substantially and was at the restrained level of 158%2 of

investment.
2.1.5. Investment Activity of the Enterprises.

Today soviet enterprises in their investment activity
are oriented at their own investment funds that can be used
for expansion and development of the enterprise. Each
enterprise devises five year plan for renovation and renewal
investment according to its financial and material
resources. Due to those plans it becomes easy to adjust and
reconcile development strategy cf the enterprise with its
investment policy. Moreover this plan helps to ébrm the
limits of economic efficiency of newly introduced advanced
equipment and machines. Economic associations, concerns and
other industrial conglomerates compete with Dbranch
ministries and force them to step away in structure

competition. These- types of economic entities (i.e.




concerns, associations, consortia and other amalgamations)
assist renovation and technical renewal of the enterprises
vithin the framework of the amalgamation.

National and republican ministries and other
authoritative bodies used to design and back up target
programmes of development, but today because of restrained
investment policykthese bodies exercise recommendations and
expert aséessments for individual enterprises, though these
recommendations are not at all obligatory.

As far as an enterprise has to invest by itself, it is
going to make a market research for it to estimate
investment options. Expert team of the enterprise gathers
and analyzes market information deéling with the goods
produced by this enterprise. Present and ferecast demand for
the product is evaluated. Tnen, basing on this data, experts
forecast input-output data for the enterprise as well as
manufacturing capacity. Tcday we cherish the idea that the
enterprise should have a part of its manufacturing capacity
free in order to be capable to switch rapidly to the new
type of commodity.

The enterprises present evaluated market information to
their superior organizations for them to form iﬁdicative
plans of output. The information presented by the
enterprises includes assessment of government contracts
awvarded to the enterprise and other relevant figures and
estimations. After this the enterprise sets down to

investment planning bearing in mind that it must operate its




own investment resources. The enterprise can apply for bank
if its investment funds are not large enough to cover
planned investment.

Renewal and development construction works afe effected
according to contracts signed with external contractors and
with the help of non-zsontracted plant constructicn.

Local departmdnts of State Committee of Supplies
envisage distribution of materials and equipment for the
entervrises (if this equipment and materials are not of
foreign origin, i.e. if they are not imported or scarce.) It
is a little bit more difficult for the enterprise to acquire
imported equipment if it does not have current eaccount in
hard currency with Ynesheconombenk of the USSR. Distribuﬁion
of equipment is effected according to project Dapers
presented by the enterprise.

As we have already mentioned the enterprises often
stick to recommended standards and normals for i1nvesiment.
They tend to observe standards covering timing and specifig
(unit) investment in order to secure the highest possible
investment efficiency. It is done although the enterprises
are free in choice when they operate their own investment
funds or loans granted by commercial banks. All terms and
conditions of projected construction are envisaged in the
Contract which stipulates rights and liabilities of the
counterparts and settles down time of construction and all
other conditions. No third person is engaged in contracting

and no one is to control and supervise construction except




customer. But all aforesaid does not include environmental
norms and standards, fire-safety controls and some other

national standard applications.
2.2. The Sources of Data Relevant to the Calculations.

2.2.1. The Sources of Information about

National Evaluaticn of the I[Ps Parameters.

Statistic data and aggregated statistic standards are
used to evaluate IPs’ parameters. There are two main sources
of information: accounts, records and selected statistics,
(seldom nationwide statistics). Most important data is
provided by the first one, i.e. by records and accocunts
covering investment policy. These records and accounts are
presented by customers, and cover actual volumes of
investment, construction in process, Lypes ¢r constructicn
projects. These data are presented in quantitative and in
value meanings. Quantitative figures play greater role wheh
introduced industrial capacity as well as social
infrastructure objects are evaluated. Statistic records give
information about investment limits, about fixed capftal and
manufacturing capacity introduction. (Renovated and
reconstructed cepacity is also recorded.)

Special census of construction in process is
periodically conducted as well as inventory stock listing,

rgsidential construotion listing and other types of records.




These measures facilitate full coverage of economic activity
in investment sector of economy.

Other sources of information on parameters are:

- balance of productive capacities and fixed assets in
buiiding construction,

- records and reports that describe renovation and
reconstruction p¥ecésses at the enterprises,

- actual eduipment balance,

- actual material balance,

- data on investment structure.

Specific (unit) investment standards and other normals
and standards, retrospective comparison data, actual data on
productive capacity gains due to renovation of operating
enterprises, actual data on productive capacity gains due to
reconstruction of cperating enterprises.

Let us dwell wupon the basic methods of "statistic
computations. The term "Gross Netional Product” (CGNF) was
introduced in the USSR sihce 1988 although it is a generally
accepted term for other countries. GNP is estimated in
addition to other. aggregated nationwide coefficients ard
values. GNP value defines the result of economic activity in
material and nonmaterial sector of economy and aliows to
make comparison between economic standards cof different
countries and to make these comparisons more accurate and
precise.

GNP value covers economic results of all eccnomic

entities, manufacturing and non-manufacturing, productive
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and nonproductive.

GNP value is computed as ’gross added value’ produced
by all sectors of economy. GNP value does not cover
expenditures included in finished goods costs (réw material,
fuel energy and other material resources processed) and it
does not cover services rendered to economic entities. When
we assess.income,5§wé evaluate total revenue of economic
entities and individuals stemming up from commercial
operations (economic activity) and we take into
consideration annual depreciation (prices comparable). Index
of fixed capital renovation is computed as ratio between
liquidation value of replaced assets and asséts value at the
beginning of the year (livestock is not included).

Mcdern economic develcpments, liperalized planning
system require profound economic analysis and advanced
forecasts of investment policy. To be more precise we must
say that now we do not have single investment sector of
econcmy, Today it is deceniralized to a certain extent.

Aggregated statistic data must include follcwing itens;
total investment and divisions of investment ( centralized,
commercial, budgets etc.), bank loans allocated to
investment of various types. Advanced investment poiicy in
the USSR demands for a comprehensive data bank covering
information on investment in this country and abroad. There
may exist two basic approaches to the problem of data bank
of investment. First approach describes this data bank as

dialogue pattern system with easy access to the data
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satisfying users’ reauests, but the second approach is aimed
at proficient users and envisages new functions of
administrator of the data bank. He would be entitled to
define structure of the data bank, keep it operative and
flexible. Moreover he would be entitled to training and
consulting users. Clients will be able to work with the daté
bank and receiveﬁtréquested records, accounts and other
informatioh. Time spent by user to 1learn contrel over
system would be beneficial because of extraordinary
opportunities to expioit the system. This approach has
already proved to be advantageous with the data bank on
scientifiic-research developments in the Soviet Union. Basic
information might be presented in form of tables and charts
composed of data taken from various sources home and abroad.
This information will describe rollowing items: investment

policy of the country, design and constructing =sSkilled

3

parsonnel, indexes and coefficients of investment, <ciner

topics.

2.2.2. The Sources of Information about Parameters

Evaluation at the level of Economic Entity.

Bookkeeping records are one of inost important sources
of information on investment. There are two types cf
account: general accounts and analytic (separate) accounts.

General accounts are following: "Erection and

installation works - in process’, ’Complementary  works’,
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"Machines and equipment in work’, ’'Overheads’, ’Wages and
salaries”, ’Cash’, ’'Bank accounts’, ’Bank loans’, ’Stocck
capital’, ’Profits’, etc. Balance sheet is compcsed
quarterly and at the end of the financial year. '

Price information cecnstitutes another source of
commercial infarmation. Price informaticn may be used for
micro-economic levd és well as for macro-economic level.

ThereAexist various price lists and basic contract
prices and tariffs for all kinds of works and services
rendered by contractors to customers (erection works,
installation works, nrice of equipment, toocls and
instruments prices, etc.).

Ageregated source of infermation is Contractor’s list
of Construction (so0-called "titul'); budget and cost
calculations are widely usec¢ for information too.

All documents compossd of future construction
(projects, calculeticns, etc.) should be regarded as an
information source for successful assessment of the IP.
These documents should reflect all technical—and-economid
results that have been obtained due to constructicn of the
object by stages.

Cne must take into consideration all costs and
expenditures incurred during object erection, in order to
improve standards apolicable to investment projects. Local
conditions should be taken into account because of
diversified investment. All peculiar features of the region

must be investigated and thoroughly regarded during project
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stage of the IP. Normals and standards applicable to the
certain IP have to be adjusted and verified for them to be
comparable with reality.

Basic data preparaticn embraces General calculation
analysis and object cost calculation analysis.

Construction costs cover all types cf works and are
fully reflected»idicéét calculation under relevant articles.
These artiéles of the Costs calculation absorb such items as
’Site preparation’, ’Erection of main industrial buildings’,
"Energetic facilities erection’, ’“Transmission facilities’,
"Transportation facilities’, ’Water facilities” and other
overhead facilities construction.

Here we would like to present data scurces for costs
and expenses grouped according to the chapters of financial
calculation.

1. Lana allotment costs computed by price of land and
price lists for land allotment works, project leases control
sizing, étc. There are special price lists or cherts
covering land allotment prices in various regions of thé
Soviet Union.

2. Compensation for allotment of the private houses
located on the allotted land. Replacement costs. ‘

3. Compensation for allotment is computed in accordance
with estimated value of the allocated cbjects or balance
value of the objects if these cobjects are owned by
cooperatives. Land cadasters are used for value estimation

of private houses and constructions if they’are to be moved,
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replaced or dismantled. Special estimation acts may be
cemposed where depreciation of the obiect is calculated and
if replacement work is expedient.

4. There may emerge some problems with dismantling and
disintegrating of existing buildings and censtructions when
reconstruction work is txderway as well as problems with new
buildings and cofistructicn that should be erected. Then
there must.be extra investigation and estimation of costs.

Financial calculations of the objects are effected in
the same way as General Financial calculation. Financial
calculation is based on job-operation calculation.

Wnen project task for contractor is designed, there
must be Financial calculation computed by way of generalized
values and ccefficients and this is to be compared with
other analogues (if any) and duly adjusted in accordance
with individual terms and cenditions of the construction.
Price lists are uéed when it is necessary to estimate
environmental costs and cost of site rehabilitation as well
as cost of wall or fence put in place around the territor?
of the object. This cost is calculated by price list
regarding one meter as a unit of calculation.

For estimate miscellaneous <costs (e.g. cdst of
provisional building and constructions) one can use
'Standard miscellaneous costs guidebook’ where all thece
costs are listed. One can find there all costs of
provisional buildings and constructions and costs of

construction base expansion. There is another Handbook
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covering standard costs of winter works because winter works
are more costly than the summer works. This Handbook is
called ’Standards of extra costs of winter-time construction
and erection works’. -

Project costs are based on calculations computed with
the help of special Handbooks, Guides and Reference bocks
issued by State % Committee of Building Construction
(Gosstroi):

Extraordinary and unscheduled costs are computed as
actual costs and these costs are added to final costs
calculation and to Financial calculation.

In order to estimate final costs of construction we
compute following types of costs: erection costs,
installation costs, equipment costs, costs of tools and
instruments, other capital costs directly connected with
building construction process.

But there may emerge some problems in overheads
estimation. We define administration overheads, general
overheads, manufacturing overheads and other types of
overheads that can be incurred during the construction
period. 4

Ceneral overheads stand for total general serv{ces and
administratior expenses and indirect shop labour expenses
(overtime costs). Service expenses cover extra wages of
labour force directly engaged in erection and installation
works, social security taxes, welfare expenses, health
expenditures and others.
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Main expenditure items in building construction are
depreciation of equipment and tools, provisional buildings
and constructions, research-and-development costs, project

costs, material test costs, site preparation costs, etc.

r—

t is very important to have all basic data on the
object because then it can be described, timing may be set
as well as volumess: partners, construction site location and
other distinctive features of the object. To obtain all
basic data one must have technologic rules and standards,
construction map and card of the object, typical projects,
schedules, schemes and plans covering all possible cases and
options of construction works.

Scientific research information is used when Project
Evaluations are composed esvecially patents for inventions,
all kinds of licences, other data on advanced experience and
skills in the area. Catalogues, Hanabeoks, Guides,
Glossaries and Research Papers supply this type of

information.

2.3, Institutions Supervicing National and Regional
Parameters in the Soviet Union, their Functicns

and Responsibilities.

There are many economic units and other organizations
which are involved in investment policy and which actively
form it. This bunch is comprised of economic departments and

ministries, R & D centers and institutes, design institutes,
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enterprises and other customers and contractors. All these
organizations involved are investigated in detail in the
Report N 3. Here we would like tc dwell upon the headlines

of their activities in investment sector of economy.

2.3.1. State Planning Committee (Gosplan).
5

Gosplén is an economic research Headquarters of the
Soviet Government.'lt exercises main functions by conducting
socioeconomic develooment policy of the USSR, oy
facilitating economic changes in the country (switching to
market economy), by putting pvlanned investment in conformity
with newly formed economic structures, by estimating total
amount of investment expenditures and by evaluating pianned
sectorial distribution of investment, by fecrecasting
distribution of investment; by establishing long -term
standards designed for better investment effects; by
elaborating investment ratio between centralized and
commercial investment expenditures, by planning the
structure and volume of centralized public (government)
investment (bearing in mind that this ratio must envisage
fulfillment of all majcr economic tasks as well as sécurity
goals of the ocountry), by facilitating technologically
advanced investment projects.

State Z.perts Commission investigates all major
econor > problems including General Plan of Productive

Forces Deployment, -other Plans of Development, Project
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Evaluations of major economic objects to be erected. It
elaborates and works out instructions, standards and
normals. It condusts investigation of other pre-plan and pre
-project documents, including papers of offshore bbjects and
joint ventures. Two departments comprise State Expert
Commission. First department evaluates and investigates all
presented .data. Tﬁel second department (consists of
expert-members of Expert Council) is academic group of the
Commission. Experts of this group are recognized independent
scientists from academic and training bodies of the Soviet
Union.

There is a new procedure for expert assessment of the
investment projects which was elaborated and established in
1987. This preccedure allows To investigate large-scale
investment projects in order to vrevent negative effects of
these »projects such as pollution and other environmental
damage that may occur due to the development c¢f" the
projects.

That’s why Gosplan is vested with the power to analyzé
and estimate all possible negative effects stemming up from
running of the projected large-scale economic units. Gosplan
has the right and opportunities to provide complete énalysis
of the productive forces development plans, in order to
secure environmental requirements when expert evaluation of

various development plans is conducted.
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2.3.2. State Committee for Building Construction

(Gosstroi) and Other Authoritative Bodies
in the Area.

State Committee for Building Construction (Gosstroi) is
a Union-republican administrative body, a constant body of
Council of ministé%s"of the USSR that egoverns building
construction in the Soviet Union. Gosstroi is responsible
for implementation of the decisions adopted by the highest
governing bodies of the Soviet Union in capital constructicn
sector of economy. At the end of 1889 functions and power
vested with Gosstroi have been verified and checked for the
purpose of more precise distinction between the
authoritative bodies engaged in building construction
activities in the country. It controls government contracts
fulfillment together with other authoritative bodies of
Council of Ministers and republican governments; conducts
technical policy in building construction area. Cosstrei
does the work of aggregation of the data on starting-up of
the objects (together with State Committee for Statistics,
Goscomstat) and processes other data relevant to puilding
construction. Gosstroi analyses technical-and-economic
situation in building construction sector of economy,
investigates and evaluates trends in development, elaborates
and devises appropriate measures in order to improve
construction activity in the country. Gosstroi controls

fulfillment of the programmes of reconstruction and erection
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of the o¢bjects and industrial complexes. Consultant’s
investigation (experts’ investigation) mainly depends on
budget costs calculation (i.e. 1its amount). [t also depends
upon what authoritative body is superior to the customer.
Gosstroi investigates if the construction is on the large
scale and if the object is of great importance to the
national economy;ﬁ%if‘ project of the object is endorsed by
Council of'Ministers of the USSR or by Council of Ministers
of the Union Republic. State Committee for Science and
Technoleogy takes part together with State Committee for
Prices.

Aggregated report on the resulis of investigation
is issued by CGosstroi.

If budgeted <costs are over 4 mln roubles, then
consultant’s investigation is effected by ministerial
advisory group together with experts attracted from
Republican Councils of ministers. If budget costs
are less thean 4 mln Rbls then investigation is conducted in
accordance with ministerial rules and applications. i

Here exists this pattern: if the project should be
.confirmed and adopted by republican Council of Miqisters,
then Republican Committee for Building Construction
investigates the project. If only ministerial confirmaticn
is needed then ministerial expert crews investigate the
projects.

All relevant vpapers, computations, calculations and

other documents are verified under this consultant’s
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investigation. All these papers must be in conformity with
National standards and parameters. Budget costs calculations
are most thoroughly verified. After consultant’s
investigation is over expert *eam issues special account
where following items are exposed: General assessment of the
Project, Technical-and-economic coefficients describing
budget costs calgulation, Recommendations and advisory
remarks, Qdality assessment of the project.

All recommendations and advisory remarks must be taken
into consideration and effected in order to obtain
confirmation of the authoritative body. Expert crew usually
follows all stages of correction and conveys its evaluations
over to organization in charge of confirmation.

Consultant’s investigation turned out to be very
effective especially when material input is concerned. Due
to consultant’s investigation it was possible to save up
to 250000 tons of steelworks and 464000 tons or cement. 470
objects have been investigated during 1987-1988. (See:
"Economics of Construction”, 1983, N 8, p. 58).

But in this country we are looking forward to
establishing completely independent experts organization
where recognized professionals would be able to work on
investment projects’ investigation.

Building construction ministries do not exercise full
power today and we think that in 1990-1995 administrative
system in building construction sector of economy will cease

to exist. We think that ministries will transform into
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administrations of newly formed asscciations, concerns and
other economic conglomerates that are coming into being in
this country. Administrative functions of the transformed
ministry will be absolutely different from the previous
ones. Soviet republics may establish one Department of
building censtruction for it to coordinate construction
throughout the republic. This department would be engaged in
elaborating different juridical papers and special s:andards
facilitating advanced development and successful policy in
construction sector of republican economy. This department
may define structure of investment and republican priorities
in :nvestment sector.

Regional and local administrative bodies effect
regulation of relevant building construction industiry by way
of planning of capital expenditures, coordinating activities
of leccal contractors. They control plans fulfillment and
quality of erected cbjects as well as facilitate development
of industrial base of construction firms.

For example, in Byelorussia complex measures are
devised by Republican Government in order to facilitate
switching to new economic structures. As far as investment
pclicy is concerned only upper limits of centralized
investment would be obligatory for the republican investment
sector. These 1limits would be defined by the OSoviet
Government as well as allocated materials and government
contracts awarded to Byelorussia. Byelorussian Government

will independently . establish priorities for investment




spending financed by Republican budget. It can award
~ contracts to republican building construction contractors as
well as sign contracts for social infrastructure cbjects.
So, Byelorussia is vested with freedom to operate its own
investment resources regardless of construction costs and
expenditures. Similar rights are granted to Volgograd
regional administration. [t can use all regional investment
funds to create all kinds of objects including
non-manufacturing public objects. But all these investment
expenditures must be financed by regional budget. Volgograd
regional administration has rights to attract contractors
(except all —union-contractors)‘ if these contractors have
idle capacities after government contract is awarded.
Regional administration projects are aimed at expansion and
development of local broductive capacities, basic and social
infrastructures, transportation facilities, etc.
Environmental measures are planned and executed by
enterprises and local administrations and funded from local
budgets and funds of the enterprises. We think that during
1991-1995 we may expect further strengthening of the
executive functions of local administrations. They will
beneficially influence buildihg construction  industry,
taxation, banking system and other spheres of economic life

of the Soviet Union.




2.3.3. Banks in the USSR.

There are special banking institutions in the USSR that
facilitate development of industrial construction. Major
role here 1is played by the Industrial Construction Bank of
the USSR which is called Promstroibank (PSB). The special
banks and their Rranches issue loans and credits for
industrial ‘investment. Their activities cover all sectors of
economy. As it 1is stipulated by bank laws in the Soviet
Union Promstroibank and other special banks issue long-term
loans and finance investment of state, cooperative
enterprises and public organizations. They allow short-term
loans and settle payments feor various entities eﬁgaged in
building construction and geology. The banks provide finance
for operational expenditures, for repair works on capital
goods owned by building construction firms and other
relevant firms and organizations (e.g. installation firms,
project firms, drilling firms). These banks raise money for
capital spending, form reserves and effect other kinds of
banking operations. As a matter of fact these banks
facilitate credit operations in investment sector of
economy.

Today special banks are oriented at credit operations
development within the framework of investment cycle. They
have an opportunity to control financial soundness of their

clients and supervise material and labour balance.
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But we are convinced that some of these functions are
stale and hinder future development of these banking
institutions. We think that special banks should become
independent credit institutes in order to exercise credit
functions and drop other, not relevant to banking
operations. We are deeply convinced that special banks can
exercise their codkrol functions by way of loans and credits
i.e. by commercial means. They have to drop administrative
measures that have proved to be absolutely ineffective.
There may be merits and credits granted to efficient
building contfactors and this way will lead to increase in
efficiency of building contractors’ work. Interest rates are
the best possible lever to operate contractors’ activity.
For example if project is completed before scheduled time
and its quality is appropriate then interest rate may be
reduced down to 50% of initial rate.

I[f a contractor 1is behind planned schedule, the bank
can cut back a loan or cancel a credit.

Today banks have the rights to allow loans for new
objects with construction cycle exceeding standard time of
construction computed for these types of objects as well as
for the objects in process which have limits of investment
or volumes of erection and installation works less than is
needed for finishing them in scheduled time. Enterprises and
organization which want to start construction or
reconstruction works on industrial objects have to provide

funds completely covering planned investment costs and
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perfect time schedule of construction. At the same time a
wide network of commercial banks is being created in the
Soviet Union. These banks attract spare capital of
enterprises and pay interest, by this way commercial banks
receive an opportunity to take active part in investment. We
hope that all banks of the USSR will become commercial and
will be able to compefe for clients.

2.3.4. Enterprises.

In accordance with the State Law on State Enterprise
adopted by the Soviet parliament in 1987 enterprises
formulate programmes of continuous modernization and
renovation of materiel-and-technical base (i.e. fixed
assets), concentrate available reserves for proper
reconstruction and re-equivment of their productive
capacities. These measures may be backed up by development
and expansion funds, other funds and reserves. Bank loans
mey be also attracted for these purpcses. As far as
government centralized investment tends to shrink in volume,
enterprises will be able to operate greater material and
money rescurces, investment projects of enterprises would be
sufficiently provided with materials and contractors’ bids.
Today all enterprises have an ultimate right to develop
projects and strike relevant contracts with project design
and research organizations and estimate construction costs

of industrial building construction. An enterprise has an




opportunity to work out relevant papers (budget costs
calculation, project npapers, other documents) if
construction of industrial and social objects is financed by
enterprise itself or by bank loans and credits. Time
schedule of erection works is designed by customer and
coordinated with contractor.

By act of law “an enterprise ensures standard time of
constructién, other normals and standards (profitability,
introduction of industrial capacities in due course, etc.)

An enterprisé can have contract covering full time of
construction. Moreover, customer, general contractor and
subcontractors ensure starting up of productive capacities
in due time and bear responsibility for its quality.

The law on enterprise is considered to be subject Lo
several amendments which will secure broader cpportunities
for enterprises in the sphere of investment. Present version
of the law envisages centralized investment e:penditures if
an enterprise is going to launch large-scale reconstruction
and expansion works and if it 1is going to erect social
objects though this activity of an enterprise may not
attract centralized investment expenditures provided by
state budget. Projected version of the law omits this
opportunity for an enterprise to enjoy budget investment

(Special provisions applied).
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2.4. Timing of changes.

Timing is a great thing when investment policy is
assessed and evaluated, because a lot of investment projects
are not finished in due time.

We think that many investment projects are not finished
in time because there“was too little of fundamental research
work and applied research. Often there are no alternative
versions of investment project and it seems impossible to
select the best alternative. There are flaws in material
supply and we suffer from incompetent and unskilled manpower
as well as from labour shortage. Time schedule of
construction is being prolonged and distorted by various
reasons.

Sometimes we face overestimated project efficiency and
underestimated construction Time computed by designers. It
becomes especially vivid when centralized capital spending
are projected. But we hope that these factors will become
less adverse due to the switch to commercial investment
policy, when investment projects would be backed up by
investmeﬁt funds of enterprises, regions and localities.

Losses incurred due to ’‘freezing’ of investment, badly
affect general situation in construction. Construction
process may be stoppei if standard time (contract time of
construction) has expired. Losses incurred may be computed

this way.
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Where (2.1) stand for annual investment expenditures

after expiration of contract time of construction;

i%% - overtime construction,

/( - final year investment expenditures,

é?;n - efficiency standard rate (computed on the basis of
profit increase).

Alongside these losses one may encounter with
intangible losses (i.e. production potential losses due to
deffered start-up of productive activity of an enterdrise
and due to moral depreciation of would be goods and
commodities). Moreover these adverse circumstances hinder
contractual relationships between customer, contractor and
subcontractors and some juridical problems may emerge and
become a stumbling block for all members of investment
projects.

By act of law there would be severe penalties for
nonperformance of contract and tardiness penalty if customer
failed to ensure productive activity of an enterprise in
good time. This is done when investment is budgeted by
centralized investment funds. Customer would be charged 3%
of the suh constitutiﬁg incomplete investment.

Investment contract is signed Dby customer and

contractor for full time of investment project. According to
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the law customer should present package papers on project to
contractor within 15 days since annual State plan of
economic and social development was adopted. General
contractor must send over to customer a draft contract and
time schedule of works. Customer in its own turn
investigates this draft contract, signs it, and sends back
within 10 days. Csntradictions are infrequent, but if they
occur contractor tries and settles the problem within 15
days since reception of the letter, where customers’ remarks
and recommendations are listed. In case of failure the
problem is presented at superiors (if any).

General flow of contractual activity in investment
sector of economy looks like following: customer sends over
to contractor 2all relevant papers before July 1 of the year
preceding planning year (all required documents are listed
in special instructions issued by Gosstroi of the USSR).

We would 1i%e to stress once again that there are
severe penalties for nonperformance of contract envisaged by
new bills and acts of law. Tardiness penalties of all Kinds
would become widely exercised by both sides. There are
penalties for delay in project papers or PE delivery,
penalties for delay in draft contract presentation and for
delay in supplementary contracts presentation, etc. For all
kinds of delay guilty party pays 250 roubles a day during
the whole time of delay.

Penalty of 0.05% of annual turnover of erection and
installation works is paid by guilty party if contract is
not signed in due course (but not more than 1000 Rbls per
day).




2.5. Miscellaneous Features.

(Value Analysis Applied to the Control over

Economic Parameters).

Highly effective method of Value Analysis (hereafter
VA) is used for parameters control in some regions of the
Soviet Union. VA_gppears to be a combined and comprehensive
method of Special measures introduced in order to expose, to
predict and to reduce excessive costs by way of
investigation of the functions inherent to the scrutinized
object and those costs that facilitate these functions.

The design stage of construction plays a major part
during the whole life cycle of the erection of the cbject.
Although only 2% of the capital spendings allocated to the
project may by attributed tc the design stage this ict
secures the future successful work of the object.

That is why VA is mostly important during this stage of
IP.

The qualitative functions and special features of the
object are being assessed by certain coefficients that
stipulate technical and technological qualities of the
object.

Combined analysis of these main features and conditions
allows investigators to enjoy benefits of the VA, giving an
opportunity to assess not only economic factors but social,
environmental, architectural and design factors as well.

To impose certain structure upon the process of

construction we have to expose its main elements and try,




having these elewents as a base, to comprehend the
sophisticated erection process. Moreover, we have to screen
all possible versions of the erection stage of the project
and to reflect the succession of the stages.” It seems
important to draw attention to the stages, components and
versions of the construction building object and parallel to
this we have to xestimate relative costs of these stages,
components, etc.

Each case of analysis of the certain object must be
supplied with preéise assessment and revision of all the
components and versions of this building construction
project. We have to underiine the fact that not only
components but stages as well have certain succession in
implementation. The succession of stages is determined for
each case independently.

Each component of the building construction project has
several versions. For instance, different equipment and
machines can be used for excavation works. This equipment
may diffeer in quality as well as in quantity., Amount of work
that should be completed and its types are closely connected
with the final purpose of the object under construction. If
there are several versions of development for each component
they should be elaborated not only by way of plain selective
search, but by way of combined version assessment correlated
with other construction stages and components.

dee we would like to introduce some symbols:

}(777 - stands for amount of work placed in certain hierarchy

system expressed in enlarged standardized units on




the ’i’-th stage of construction under ’j’-component
and version of the separate component of the project

erection process.
building construction works

acquisitionsof “the equipment and materials needed for
the object to start its productive activity

installation of the equipment

other works

direct estimate costs per unit of the relative

general works

a variable value that facilitates selection of the
construction versions under different components (§)
and versions (m); at the same time it rejects ill

versions and adopts feasible versions

Minimization model of direct estimate cosis will be

formed in this way:

/}7 /'//r | (1)
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Where (~ is the limit sum of expenditures that

can be allocated to the i-stage of building construction.

Cf - is limit sum of investment allocated to the project

‘é?l - is the minimal limit sum that can be allccated tc the
i stege of building construction. This minimal limit
sum is imposed for us to get a selection of optimal
expense budget version for relative building

construction versions.

Limitations under numbers 2,3,4 describe the election
procedure of the versions that can be adopted for
implementation with certain regard of the limit sum of
investment allocated to each stage of building construction
project and to the project as a whole.

We can facilitate further step from direct expense
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budget estimate to calculation of costs of the selected

version of building construction with the following formula:
/555//\/ /(z
/L

where -4/ is =.cdlculation of costs of building

construction;
/(,;-,/k/,;/[-, /(n;-,'- coefficients which allow to take into
consideration overheads, capital spendings according to the
adepted plan, miscellaneous (limited) expenses allotted to
the i stage and to the j component of building construction
accordingly. '

There is a special list of expenses which covers the
whole 1life cycle of building construction. We can list
expenses by commercial elements: wages and salaries,
materials, depreciation, miscellaneous expenses, but there
may exist another grouping of the expenses more or 1less
aggregated. As each combination of separate versions and
components of the puilding construction project brings us to
a certain version of construction process, we have to list
the expenses allocated to the 1life cycle of the process
according to the adopted version of construction object. To
clarify the forecoming let us examine the Chart ?Jf where we
distinguish the first two stages of building censtruction
process. (i=1,2).

As it proceeds. from the Chart 2 7 several different
combinations of component versions are available. For
instance the combination

4 7 / 2
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Chart 2.7.

Separate versions’ selective examination.

Stages (i) ' Components !° Versions, or ! Symbol

-
! (j) ! ccmponent ! ( 3;/‘zm
! & T t combinations !
1 ! (m) !
1 ! 2 ! 3 ! 4
i=1 t j=1 ! Replacement of !

Erection ! Preparation ! the existing !

works ! of the con- | buildings !

(buildings ! struction ! !
& con- ! site ! !
structions)! ! !
! ! m=1 - manual ! y///
! ! labour and one !
! ! type of equip- !
! ! ment. !
! ! m=2 - machines’! %;
! ! work !
r I med - mem2 1y

! ! combination !




! j=2 ! !
! Auxiliary ! m=1 moving in ! yz;
t objects ltand installation!
! ersction tof the prepared !
S ! building and !
! ! constructions !
! ! m=2 Erection of! yz;
! ! the temporary !
! tobjects in placel
! tmed - mam2 1y
! ! combination !
| oot !
! j=5 ! !
! Elaboration ! m=1 Concrete ! y;;
! of the ! blocks. !
! evaluations ! m=2 liquid ! Yr;
! ! concrete of onel
! ! sort (brand) !
! ! me3 liquid ! ysg
! ! concrete of !
! ! another sort !

! ! (brand) !



i=2 ! =1 & 7 ! m=1 Generators ! y,/Z‘
Acquisition ! Acquisition ! m=2 Carburator ! %2
of equip- 1 of electric ! engines !
ment, and ! power equip- ! m=3 Diesels ! yli
other in- ! ment !
ventories ! ! !
to start ! =2 ! m=1 Other ! yzf
the enter- ! Electric I types of A
prise ! power ! equipmentLi{!
operating ! supply ! m=2 ! yéi

! ! !

This combination gives us certain version of the
building construction, where the preparation of the
construction site is made by menual labour, auxiliary
construction objects are erected in site, industrial
buildings are made of concrete blocks, carburator engines
are supplied and the 1-st type of electric equipment. We
think that it is most useful to attract experts to
facilitate selection of the best version and reject less
advantageous versions. The expert team establishes
K = number of all possible versions, i.e. K=1,2,... K-

all possible combinations y ? .
/ Yau




Every combination under i, j, mhas its own direct
budget costs. These direct budget costs have symbol C,.

According to the adopted system of symbols éfk» ‘may be
showed as follows:

Ckzggg;‘. X z; (2.2)
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for K-=1,2... n of possible combinations ’i’

For each K=1,2...n we distinguish figures
ZZA{ - life cycle costs of the erected object (without
depreciation).
72; - operational period of industrial object can be

established by version selection with

G 2,

/ w
taken as a criteria with imposed limitations 2 - B.

Under optimization problem formulation the target
function takes into consideration total direct budget costs
and life cycle costs per year of the object’s activity. This

function can be expressed as follows:

) FEES Y P2




For us to exercise detailed analysis we may introduce
costs structure of 1life cycle cf the cbject due to costs
elements. Then we substitute Zik,fbr .25:5 , Where

&€ - are corresponding elements of the ’e’ costs.
ZE:? allows us to work on the problem having certain costs
allocated to the =life cycle of the object and limitations
imposed on the individual elements of the costs.

We know that each erected object has its own
destination and purpose. Its destination is expresséd ty the
functions (main and supplementary). There are socme major
problems when we try to evaluate function execution. They
are: undefined nature of the functions and their elements,
measurement of the distinguished functions eand their
elements, methodological evaluation of thé complex
assessment of the correspondence of the objects’ destination
and planned level. When we assess destination of the object
we use qualitative ~features and qualified experts are
attracted to the job at this stage. Later we will try to put
the procedure in detail and describe qualitative analysis of
the erected (designed) object.

Here we may distinguish some parameters (approximately)
of the industrial object being under erection: industrial
parameters: output capacity, labour productivity, level of
automatization and mechanization, quality of the products,
etc.; socioeconomic parameters: creativeness of the labour,
rational utilization- of labour force, industrial and
architectural design etc. Environmental problems: residuals

processing and level of pollution by industrial residues,
etc.




Experts can specify particular functions attributed to
every separate object. If we expect quantitative assessment
of the object’s correspondence to its destination by the VA
method, we have to work on the following research stages:

1. ¥We must assess and evaluéte each separate function’s
importance and impsrtdnce of every individual element.

2. We nust assess individual elements of the functions
for each version of building construction. Special scale is
used. |

3. We involve aggregation procedure for the estimates
we got for separate versions of construction and cecmbine
them into complex quantitative estimation.

In order to evaluate the importance of the
distinguished function and its elements, we have to 1list
functions and their elements according to the adopted
targets and under several levels of hierarchy of the
individual elements.

By expert’s evaluation we verify the list cof the
functions and their elements placed in the certain levels cf
hierarchy. Then we assess every element and function at each
level of hierarchy, i.e. we try to estimate the weight of
the function or element in the bunch. General requirement
here for all weights is that the sum of different weights
should be equal to 1 at every conjunction of the branch in
the level of chosen hierarchy. This requirement facilitates

the work on aggregation of individual estimations.
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The next step for us, after we have built a system of
weights for building construction objects, is computation of
estimations for every analyzed obiect (Chart Z2.2).

In this Chart we show how we can assess each
indivicdugl version as a whole. There may be another type of
assessment, whersswe use smaller steps, stages, components
and even component versions of the constructiop process.
This will make qualitative assessment procedure more
precise. But at the same time it is not always useful to
assess qualitative parameters of smaller ingredients of the
project.

Chart 2. 2.

Template-chart for expert cpinions fixing

Yersions ! The highesi grade elements’ assessment

of puilding !------------------eoommommm e

construction 11 2 ..., ffn
1 B// Bla --------------- B/ yn
2 By, Boz civiiiiiniia... B, 5»
T e h et eree e
K By, Bip crreereeinienes B, 7

Zach version is assessed by the expert team and graded
according to the special grading system. The best possible

project wins the best score and, bearing this in mind, <the




expert team judges every version by the highest-grade
elements. Zero score is given when the object doesn’t
possess the function. Complex assessmentss of the
distinguished construction versions may be effected by one
or another type of aggregation. I{ seems most convenient to
use aggregation rrg_};hod based on Euclid’s distance. In this
case the obtained assessments can be standardized by maximum
of scores got by the individual constructicn object
(version). Chart 2.2clarifies the foregoing.

For every column j ( j=1,2,....n ) of score B{/'
(i=1,2,...n) we choose maximal value :”Eirand divide it by all

elements of the volumes.

Standardized values are:
/7 _ /8 zo'/'
Y B

7<) (/3)
max/'

Aggregated assessment of the i-object is composed with
the assistance of the following formula:

= 5 S 2’

7

where /f/) - is a weight of the j-element of the highest grade

Here we must stress that aggregation process should be
conducted (see £(14)) according to the target tree, which is
depicted in Chart 2.2, i.e. we use the successicn of

the elements being united down to the first level. And the




aggregated assessment effected py the distinguished
functions of the individual version would be a complex
assessment of the destination of the object. By other words
this will be a complex qualitative assessment of the
building construction object. |

Selection of =gonstruction version with the relatively

highest quélity could be expressed the following formula:

L (7)) = Ay = max

(18)
A A= N '
fEZ/ - /Z; =/ ’ #;} (18)
2 7
7 —2/ P [7=r7,
4 f Y 4 g,) , Ve, (17)
fz, =f/5) 7/ (18)
where
/i;)_gf' - upper and lower limits of the standardized

qualitative assessment of the object by
individual elements of the highest grade
_f?/zﬁ) - costs function
These costs facilitate the achievement of the certain
qualitative level by j element of the highest grade.
In order to have the best version of construction we
usually combine three major elements, i.e. budget costs of
construction, life cycle costs and successful functioning of

the object. This enables us to work with combinations of the




first two features (minimum costs - maximum quality of the
object) or we can work with individual features put
together. The combination of the features 1,2,3 can be
effected by formula (9) as the target function and
limitations 2 - 6 and 16.

It seems véry interesting to work with version

solutions.estimated under various limitations of é;/ / 22/,
and A‘-(i= 1,2... 1.

These limitations have been presented earlier, and they
may enable us to exercise euristic methods for us to select
the pest construction version. Moreover it will give us an
opvortunity to take into consideration not only eccnomic,
but sccial and envircnmental features of the project.

Value analysis may save 10 to 18% of IP costs, reduc:ing

construction period as well.
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Report 3

Organizational set-up for project planning in the USSR



Plan of the Report

3.1 The relationship between the national development plan
and project preparation and evaluation.

3.2 The procedure of investment decision making especially
in cases of the proj:ggts financed by the government, private
investment, joint veh;:ure projects.

3.3 The role of the agencies involved (government, banks,

consulting companies, investors, promoters, intermediaries
etc.).

. 3.4 Other relevant topics.



Foreword
This report ends up the succession of three- independent
reports and it is prepared in compliance with UNIDO’s task

received through ’ITC Inter Trade Consult’ (Vienna, Austria)
consulting firm -

-
~
oy

The authors did\their best to cover all topics that are
of interest to Chinese experts from the Research Institute for
Standards and Norms, Beijing, when it did not run counter to
UNIDO’s requirements. So we presented a piece of Standard
Project Evaluation and filled blank of General Budget Costs
Calculation. We tried and paid great attention to the
procedure of coordination of project decisions and Project
Evaluation.

As far as this Report is the last in a row and because of
some changes that took place :n cur economy just in the past
few weeks, we tried to expose some new trends and tendencies
that are developing in the USSR. We are aware that this fact
forced us to repeat some items of the previous Reports but in

the Report 3 we focused our attention on the near future of
Investment Policy in the USSR.



3.1. The Relationship between the National Deveiopment
Plan and Project Preparation and Evaluation.

3.1.1. Macroeconomic planning in the USSR.

Soviet economic planning is the oldest system of economic
planning in the worlg. _The USSR combines current planning and
long-run planning <2%d ensures its persistent and successive
basis. It is done by way of The Guidelines of Social and
Economic Development which are being designed for the period of
15 years and by State five-years Plans ( with annual plans
within the five-year plan).

A Concept of social and econcmic development of the USSR
is being elaborated as an independent pre-plan strategic
document. This document precedes The Guidelines of Social and
Economic Develcpment and is designed for the period of 15
years.

When plans are worked out several approaches are taken
into consideration: intersectoral, sectoral, territorial,
programme and functional. The init:al stage of plans’
elabcration is concept stage of plannirng. This stage serves &s
a political and economic basis for the planning process and
includes long-term strategic goals, means and methods. Targets
and priorities are established at this stage, shifts in
the structure of national economy and in investment policy as
well as in scientific progress. Today we recognize social and

environmental problems as the hottest ones, at the same time we




pay dte attention to defence capacity of the USSR which is
based on the principle of sufficient defence.

The Concept is revised and prolonged every five years and
if it is recessary some changes may be introduced..

Draft of the Concept is based on the Complex programme of
scientific progress in the USSR, on the long-term economic
programmes, stateé&grget scientific-and-technical programmes,
socioeconomic draftg and forecasts of executive bodies of Union
Republics, of trade-unions, ministries and other authoritative
bodies as well as on the forecasts made-up by scientists and
sociologists.

The Concept covers following parameters: macroeconomic
(rates and proportions of economic development), functional
(investment, environment etc.), sectoral, material resources
and organisational management. Today we think that foreign

rade and informational parameters may be added.

State Planning Committee (Gosplan) tcgether with State
Committee for Science and Technology and Acade. ; of Science
work out the Draft of the Concept. Today more Soviet scientists
are participating in this prccess. When this Draft is examined
and investigated by the Soviet Government (we think that
Supreme Soviet will exercise this function together with
relevant bodies of Union Republics) it serves as a basic
document for the elaboration cf the Draft or the Guidelines of
Economic and Social Development of the USSR.

The Guidelines of Social and Economic Development of the
USSR are woriked out for the period of 15 years. There the
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details and targets are set for each five-year-period and the
first five-year-period targets are set more definitely, with
executive hodies listed. _

During the elaboration of this document Gosplan goes hand
in hand with Supreme Soviet Commissions, and executive bodies
of Council of Ministers, Gosplan attracts to this work leading

s

research, project aﬁd scientific organizations, institutes and
scientists.

Today we see the new problem of planning system of the
USSR in the relationships between the Central bodies and
operating enterprises. During the last few years the
enterprises compose economic plans for themselves and exercise
contractual activity seeking most beneficial contracts in
accordance with recommended planned values, direct consumer
contracts and contracts with supplying bodies
(material-and-technical suppliers).

Enterprises send over ‘through superior organizaticns
(concerns, asscciations, ministries, republican autheoritative
bodies) generalized economic information to Gosplan for this
body to process it and work out state plans of social and
economic development by way of sectoral and territorial plans.

Gosplan elaborates the State plan of social and economic
development of the USSR based on the data presented by
concerns, associations, ministries, republican planning bodies
etc. This plan defines economic coefficients, indexes and other

economic values for each year of five-year pericd. Gosplan pays




greal  attention TO uUne prodiems emerging when daillerent
economic complexes are concerned and when their interests are
entangled. The Draft of the State Plan of Economic and Social
Development prepared by Gosplan is sent over to. Council of
Ministers. Then the Soviet Government introduces this Draft to
the Supreme Soviet of the USSR.

All economic eg&ities (enterprises, organizations, firms,
etc. ) independently-élan production output (output of goods and
services) basing on the wmarket situation and five-year
development plan of the entity.

Basic planning data is being used to form the five-year
plan of the enterprise. This data covers government contracts,
constant economic standards and norms. Controlling (indicative)
values reflecting more or less exactly national demand for the
product of the enterprise and marginal industrial efficiency
are the data on total output (in money terms), profit in
foreign exchange, achievements of the enterprise in sccial
sphere, etc. As we have already stated these vaiues are nct

cbligatory, they appear as recommended ones.

3.1.2. Investment Policy & Investment Activities.

Project preparation and evaluation occupy substantial
place in planning and management system of the USSR, All
financial and material spendings effected in order to gain
economic and social effect are considered to be investment. One
can invest Soviet roubles, foreign currency or any Kkind of
property (materials, equipment etc).
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Capital spendings may be effected in the form of financial
investment and in the form of equipment and materials in order
to ensure reproduction of fixed capital and other elements of
national wealth. Investment may be effected in all sectors of
national economy and all objects disregarding the character of
property may enjoy }pvqstment excluding those dangerous objects
that may be hazaragus to people’s health and to environment.
These objects can not be created under the investment projects
if they may violate civil rights, ownership etc.

As we want to exercise indirect ways and methods of
macroeconcmic management i.e. no direct interference of state
into the economic life of the enterprises, which envisages only
decentralized and credit facilities for investment, territorial
and local investment markets and other radical changes in
investment  policy; we have to forecast some charges in
relaticonships between national plan of social and eccnomic
development and project preparation and evaluation.

Governmental management of investment concentrates on
investment policy formulating, on strategic goals and targets
of this policy and on creating beneficial conditions for
achieving these goals and targsts.

Alongside this process new indirect economic methrods are
being intreduced into practice of investment management. These
metheds embrace taxation, credit facilities, depreciation
rates, competitive government-financed contract allocation,

price limits, licences and quotas for production of goods,




creaits and benefits for intersectoral and internatiocnal
investment, etc.

National planning of investment sector looks like this.
National investment policy is stipulated and evaluated in The
Concept of social and economic development of the USSR and
construction sector of economy is evaluated in this document
tco. Targets and gpals of investment policy as well as sources
of investment and'§§pected economic results of the programmes
are detailed in The Guidelines of Social and economic
Development of the USSR. Guidelines for Construction Sector of
economy and priorities for government contractual activity are
also defined in this document. Five-year plans establish
controlling values of scale and structure of investment and
contractual activity.

Sources of investment and objects are cefined tcgether
with government contracts on industrial objects and sccial
infrastructure which are to bte financed by state pudget. At
this stage of planning certain limitations are impcsed on
centralized investment and allccated material back-up. Sysiem
of corrections of planned values is also imposed at this stage
of planning.

Annual control data is subject to correction as annual
plans are peing fulfilled.

Methods of investment and contracts management can be
corrected too if they run counter to economic reality. Planned

investment reserves are allocated to the objects according o
the selected priorities.
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combined investment backed up by state republican and regional
(local) budgets as well as by sectoral centralized investment
funds and by investment unds of the enterprises, firms and
organizations.

So, we must say, that in the framework of the naticnal
strategy of economig“deyelopnent, total volume of investment is
defined and it is based on profourd investigation of national
income allocated to consumption and accumulation funds,
depreciation fund and other sources of reproduction. Total
volume of investiment is defined and its structure is also
evaluated and estimated in order to select the best version of
allocation to incustrial and social sectors of econcmy as well
as to compute the volume of investment allccated to the
industrial complexss cperaling in the eccnomy.

—~ & vy - . - S . -
Volumes ¢f fulure investment are ccmputed 1n such a way
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that they wilil ersure pregressive structure of nat:icnal eccnenmy
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and will pe aple Tc secure planned rates cof econcmic growth and
rates of public welfare.

Here we must say that investmeni snhould te coordinated
with otner econcmic values especially with material re:
allocated to cepital construction industr ané with
constructicn capacities of the industry based on the Ceneral
plan of Development of Construction and Construction Materials
producticn Industries.

So, let us dwell upon the accumulation fund. This

accumulation fund of national economy is a part of social




towvnea Dy S0Ciely aS a wnolile) ProaQuct wnicil 1S used LO ensure
increment in manufacturing and non-manufacturing fixed capital,
current capital and to increase state reserves.

We may use forthcoming scheme in order -to estimate
accumulation of fixed capital (cattle excluded) and increase in
value of work-in-progress.

1. Investment _in building construction.

2. Acquisition‘ of equipment and tools effected by

budget-financed organizations.

3. Writing off of the investment.

4. Repair works (including repair works in process).

5. Total investment increasing fixed capital estimate
(1 +2+ 3+ 4),

(@)]

Fixed capital put-in-place.

~

Acguisiticn of  equivment and tcols effected by

hudget-Tinanced organizations.

8. Toctal fixed capital put-in-place (& + 7).

g. Repair works of fixed  capitzl (“inished).
1C. Depreciation cf fixed capital.

11, Residual value of liquidated fixed capital.

12. Totel eccumulaticn (5 - 10 - 11)

including:
fixed capital (8 + 9 - 10 - 11)
construction in process (3 - 8 - 9)

repair works in process (4 - 9).

Estimation of fixed capital accumulaticn (cattle excluded)




for the pianned period may De effected with the help or
fixed-capital balance where {ixed capital is registered in full
value minus depreciation. OCOne should first draft a baiance
reflecting full value of fixed capital (without - regard for
depreciation) in order to estimate elements of the former
balance (volume of repair works, depreciation rate, etc.)

' Estimates of aggumilated current capital and inventories
of branches of economy are coordinated with current capital
calculations.

Volume of investment is cleosely connected with national
welfare balance. Fixed capital balance exposes reproduction
process defined by branches of economy and by forms of
property. Original balance of fixed capital (without regard for
depreciation) describes pnys:cal conditicns ¢f fixed capital,
and the balance of fixed capital minus depreciaticn descritces

> ot

the precess of fhe transfer cf value of fixed capital.

Balance cf fixed cegital withoutl regard for depreciaticn
is computed like this: fixed capital at the peginning of tre

year, plus projected (ferecasted) rixed capital put-in-place,
minus written-off (deprecizted cor other reascns) fixed capital

-

at the end of the year eguals to fixed capital a. the end cf
the year,

rractice of planning and macrcecenomic analys:s shews that
it is necessary to develcp advanced system of generalized
indexes, coefficients and values reflecting social-and-economic
growth of the country. It turns out to be more vivid in

investment sector of. economy. In order to cope with this task




10 Lhis couniry we started to compute GNP vaiue since 1vouo.
This value adds up to the values of national income, social
preduct and others and is considered to be an advancement in
macroeconomic management.

Today we start to reassess present methodology used to
compute indexes of accumulation fund. This methodology is
widely used when pL@n and analytic works are conducted in order
to estimate basic proportions of national economy, investment
efficiency, etc (using the French accounting system). But here
in the USSR we still use some methods of estimation of
accumulation that are to be improved because they are based on
pure investment volumes (i.e. annual depreciation of fixed
capital is excluded). These methods are loosely connected with
allocation of investment resources for simple and increasing
reproduction processes in the USSR. (1)

As there i3 a widening gapb in absolute output vclumes cof
investment products and fixed capital put-in-plece, *the
estimates that are being obtained due to these methods become
more and wmere invalid because accumulation fund estimates are
based on the volume of means of labour in industry and relevant

economic estimates of their annual consumption (depreciation).

(1) Refer to: Vodyanov A.A., Zamaraev B.A. Methcdologic
probhlems of national economy development generalized indexes
corputation. - Transactions of the Academy of Sciences of the

USSR (’ Isvestya AN SSSR’), ser. Econecmica, # 5, 1889, bpp.
23-35.
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radical changes in proportions of accumulation fund and
sometimes these changes run ccunter to the real trends in
economy.

Peculiar features of investment viewed as advanced value
display themselves in the fact that basic macroeconomic
proportions are shagngwhen accumulation fund is being planned.
Efficiency parameteré of naticnal economy and turnover time of
resources during the whole cycle of reproduction are being
formulated and planned as well. Gross national investment
demand shouid be computed with full account of capital
intensity of capital goods production.

Today investment planning ¢reatly depends on structure
shifts which take place in the USSR ard which are caused by
social changes in the Soviet Union.

Several figures may be very nelpful to bring accut the

-

in 1683 the share of national income spgent for

.klv.L'\o

situation.
consumption and non-manufacturing building constructicn reached
83% (82.3% in 1988).

The share of the accumuiation fund is Gteing reduced
according to the plans. Sc in 1886 consumption fund was 74.2%
of naticnal income and accumulation fund reached up to 20%.
Here we can distinguish certain trend in national income

spending. It seems to be quite beneficial as far as social
needs are concerned.




Table 2.1. Social parameters of economy.

(%)
Indexes ! 19851 1990 1t 1995
! ! (plan) ! (plan)
Current consumption and social ! t !

building construction share inthe !t 8 t 88.7 ! 87-90
national income ! t !

Consumer goods industry share in ! ! !

total amount of industrial output 1 26 1 28 ! 31-33

Imported consumer durable goods in ! ! !
total amount of imported goods ! 15.4 ! 18 ! 23-24
Share of nonindustrial investment in ! ! !

total amount of investment financed ' 23.3! 28.7 ' 38-36

by all organizations (5-year pericd)! ! !
Share of construction-installaticn ! ! !
works done for non-industrial ! 37.7 1 44 t &2-57
objects in total amount of works ! ! !

----------------------------------------- Y - - - ——.— - - -




Today we seek improvement in investment policy in the
framework of general changes in Soviet economy.

The Soviet government stated that in 1991-92 it will take
measures to reduce the number of industrial objects under
construction by 20-25% of the total number; to cut short
construction in peocess, to liquidate its extra volumes, to
reduce construction cycle by way of resource concentration.

The Soviet government will introduce optimal proportions
to budgeted construction with the help of long-term bank loans
granted to the contractors on the competitive basis. Other
measures will deal with industrial capacities of building
construction industry. They are to be renovated and
reconstructed.

Building construction ministries should be reshaped into
commercial concerns, consortia, corporaticns. Leasing and
cooperative firms and entities will be also favoured.

Small constructions shops will be created and protected by
the economic entities where there is no need in powerful
construction firms.

Enterprises, eassociations and self-accounting intermediary
firms will acquire 2 lot of coordinating functions because
state bodies will be reoriented and restructured.

And here we must say that the Soviet government set dewn
to elaborate new Act of law regulating investment activities in

the Soviet Union. It is due to be issued by the Supreme Soviet
in 1990.




3.1.3. How investment plan is elaborated and adopted

¥hile in Moscow, Chinese experts expressed their wish to
goet some additional information on large investment projects.
They considered it to be of great interest to examine this
problem in detail. So, in spite of the fact that this problem
has been investigated in the Reports 1 and 2, we found it
possible to dwell upon the problem in separate chapter and
bring about the government contracts for huge investment
objects. The forthcoming procedure will come into life in 1991-
1992 with some minor changes.

So here we would like to say it once again that
centralized government all-union investment is effecced in the
form of government cecntract.

A certain construction cobject may be subject to government
contract and its budget cost calculation is presented by state
bodies a5 well as all other terms and conditicns ¢ff the object
(per annum) including social and environmental objects relevant
to the main one.

Government contract is financed by centralized public
investment and by current assets of all other investors.
Investment resources of all other investors are attracted on
the basis of joint stock. All members of joint-stock company
are free and have access to the project according to the share
of the paid-in capital.

There may be no free investors if the object is ultimately
governmental and the government exercises full power over its




construction. Government contract will be placed on
competitiveness basis (contractors will have tc compete for the
contract). As we have already said this contract will be
avarded to the best contractor. But some objects that are
considered to be very important ones won’t be subject to
contractors’ contest. The contractor will be obliged to accept
the contract. The g3Qviet government will choose the form of
contract placement taking into account specific features of the
object.

It’s proposed that the government contract should be
directly awarded to the investors or to republican bodies
vested with the power to effect investment. This is done
irrespective of the form of the contract (either competitive or
obligatory). The Soviet government, the government of the Union
Republic or other bodies or organizations vested with relevant
power should exercise supervising functions and bear all
responsibility for the effective construction of the object.

Construction objects effected under the relevent
government contract must be provided with all kinds of material
resources. Investors’ interests are secured by acts of law
adopted by the Soviet Union or by the Union Republics.

Final quality control should be effected by the customer,
local authorities, and State Controlling bodies. All general
standards accepted in the country as well as contract terms and
conditions should be met by the contractors.

Terms of payment are stipulated by Dbilateral or
multilateral contracts.




Payment for industrial objects must be effected to prime
contractor only when environmental and social objects which
should be created according to the contract are finished and
examined by the experts.

And here we would like to bring about some particular
features of the investment policy conducted in the regions
where environmental._ problems are acute and where there is
higher rate of danger for environment or of natural disaster.

It is planned to allocate funds in the framework of
centralized public investment for the works to be done in the
regions with high rate of environmental danger. These funds
alongside people’s contributions and contributions of the
public organizations and charitable funds would be allocated to
construction-installation works in the regicns with higher rate
of environmental danger. Local municipal authcrities are rested
with the power Lo effect these works in order to improve
environmental conditions in the region. These works are done in
the framework of centralized and municipal public investment.

Centralized public (all-union, republican, municipal)
investment will be effected in the form of government contract
for environmental objects in certain regions, i.e. government

-t

contract will envisage a package of measures aimed at better
environment in the region.

We expect that these kinds of investment projects, as well
as investors and contractors participating, would enjoy tax
allowances and certain grace period.

Special insurance investment reserve is expected in the
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attracted money (contributions) will back up rescue and
restoration works conducted in the Soviet Republics which
suffered from natural disasters or accidents. This reserve will
help to reduce negative consequences of the catastrophes.

Centralized investment backed up by this reserve would ke
effected as an obligatory government contract.

All contractors engaged in restoration works would enjoy
tax allowances and other privileges, such as special
compensating payments for extra expenditures connected with
restoration works (e.g. emergency compensation for urgent
transportation of labour and material resources to the area
from other regions of the country).

3.1. 4. How construction lists are designed and adopted

Construction 1lists and other object papers are censidered
to be most important documents where planned tasks and volume:s
are detailed. These papers serve as a major source of
construction and project data for the contractors.

Five-year plans include lists of objects constructed on
the new sites and enterprises and economic objects where large-
scale reconstruction and expansion works would be effected
during the five-year-period according to the plan of public
centralized investment. Councils of Ministers of Union
republics, ministries, concerns, intersectoral Research &
Development complexes send the 1list over to Gosplan (State

Planning Committee ¢ the USSR) and outline reasons for the




required volume of investment.

This list covers construction-in-progress started in the
previous years and projected objects which would be constructed
during this five-year-period. This 1list usually embraces
industrial objects but sometimes social objects are also
included in this 1list if they are of great importance
irrespective of thedr budget costs.

Construction lists of the objects set up definite tasks
for contractors as far as time and volume of industrial
capacities to be put-in-place are concerned. These lists define
volume of investment, erection and installation works,
construction period, prime contractors, and manufacturers of
the equipment.

New investment projects are designed in accordance with
the Development plans of national economy and the Development
plans designed for regions with relevant Project Evaluations
(Refer to the Report 1).

An adcpted object list serves as a ground to consider the
object under construction planned for the next five-year-period
as an object in progress.

[ the cbjects listed as financed by the government do not
have appropriate adopted projects and project evaluations then
major technical-and-economic values should be supported by
other relevant ©papers (e.g. sectoral and territorial
development plans, technical-and-economic Reports).

Gosplan takes into consideration all recommendations of

the ministries, republican governments and other authoritative




bodies and formulate government contracts that would be later
adopted by the Soviet Government. These contracts estimate
industrial capacities that should be put in place in due
course. These contracts are distributed between construction
sites, enterprises and objects and Gosplan fix these contracts
in the State five-year plan of social and economic development.

Indexes and other economic values relevant to the projects
listed for the government contract are adopted be the Council
of Ministers of the Union republics, by ministries, concerns
and other authoritative bodies and should be coordinated with
State Planning Committee of the USSR.

Indexes and other economi¢c values for the objects where
large-scale reconstruction works should be done are adopted
almost in the same way.

General directors and other high ranking executives of the
enterprise which is going to invest its own money in
reconstruction or expansion examine and adopt relevant indexes
and econocmic values as far as this investment project is
concerned.

In accordance with the adopted Lists of objects the
Construction 1lists (or sheets) are worked out. They are
elaborated for the whole construction cycle of the cbject.

The Construction lists of the new objects are elaborated
in compliance with the adopted project and costs calculation
documents which give all necessary information on industrial
capacities that should be put in place, on objects, volumes of

investment, erection and installation works and estimated data




on construction-in-progress.

Construction time is calculated with the help of time
standards and if there are no such standards construction time
is computed according to the time period estimated in procject.
Standard efficiency of investments and requirements for
advanced technological development must be observed in the
investment projecta;

The Construction list of the new object includes data on
budget costs of construction, on time schedule of construction,
on customers and contractors, on project-and-design
organization and on procuring organization.

Investment and volumes of erection and installation works
done by foreign (capitalist) firms according to the
ccmper.sation agreements as well as for the objects created by
joint venture are ‘ettled due to the terms of the contracts.

When investment objects are designed for imported
equipment time of construction is computed and estimated so
that when installation works and testing of equipment 1is over
the guarantee period of the imported equipment is far from its
expiry date.

The Construction lists of the new industrial objects are
subject to the following procedure of adoption.

1. When construction of the object is financed by
investment fund of the enterprise or if it is partially
financed by the 1local, municipal or regional budgets, or
centralized investment funds and reserves of the ministry, the
Construction 1list -is adopted by the executives of the



enterprise or/and relevant organization.

2. If construction of the object is financed by
centralized funds and reserves of the ministry, then they
establish this procedure by themselves.

3. If construction of the object is financed by
centralized public investment, ther the Councils of Ministers
of the Union republics, all-union ministries and other
authoritative bodies adopt these lists in accordance with the
accepted procedure.

The Construction lists of the objects for
R & D organizations, Academy of Sciences of the USSR and for
Academies of Sciences of the Union Republics as well as the
underground transport facilities are adopted in the same way as
for industrial objects.

The Construction lists of the objects where foreign
capital is involved are adopted in compliance with the
procedure designed for the relevant industrial and social
objects.

But we are inclined to think that in the near future the
obligatory planned regulation of contractual activity

(incliding the Construction lists) wil. oe cancelled.
3.2. The Procedure of Investment Decisinn-Making
3,2.1. The Procedure of Investment Decision-Meking for

Investments Effected by the Enterprise.

The Enterprise .formulates the programme of perpetual



modernization of its material and technical base, concentrating
its efforts and resources on the technological renovation and
reconstiruction based on advanced projects.

It estimates resources available tfor this purpcse and
evaluates the means that can be attracted from expansion fund,
other funds and with the help of bank loans and credits. The
enterprise estimates reasonable demand for materials and amount
of contract works.

The enterprise works out itself or strikes contract with
project organizations for project and costs documents.

The enterprise examines and adopts these documents and the
Construction 1lists of industrial and social objects projected
and financed by the enterprise.

The enterprise coordinates the time schedule of the works
with the contractor. It accepts (or does not accept) project
papers presented by the designers.

The enterprise is free to choose the method of
construction, whether to find a construction firm or use its
own construction shop or department. If it strikes a ccntract
the latter must cover the whcle t:me of construction.

A constructor together with the customer should ensur:
construction schedule and bear responsibility for the quality

of erection and installation works.



Soretimes, government centract may be awarded for
industrial and social objects finenced by enterprises or by
other organizations if these objects are of great importance
and if they are put forward by enterprises, 1local municipal
authorities and ministries. Ministries and other authoritative
bodies of the USSR do not have the right to make any changes in
government contracts. when they are adopted by Gosplan.

We would like to state it once again that in this country
we are looking forward to introducing comprehensive system of
competitive contracts. Some contracts are already competitive
put this must bacome common practice.

Government contracts for consumer goods production are
estimated in money value. Volumes of production should ensure
certain eguilibrium between commodity turnover and commodity
resources (inventories). Government contracts cover only hasic
products that are produced by manufacturing  tranches,
agriculture and other branches of economy.

Surnlus consumer gocds produced by the enterprises goc €0
the market and are not reguliated by government contracts. All
preducts produced by the enterprises according to other
contracts also go to the market. Moreover, government contracts
tend to decrease in volumes in order to facilitate market
relations and commercial activities of producers. As far as
government contracts are being rationalized producers should
demonstrate higher rate of responsibility when working under
gevernment contracts.

System of penalties is supposed to be introduced in order

to secure fair work of the producers. This system will envisage




penalties for the enterprise if the latter rejected government
contract without valid reasons or if it failed to observe the
terms of the contract. Penalties will be charged and
paid out of the consumption fund of the producer.

This measure seems to be necessary because restructuring
of investment policy goes rather slowly and meets some
obstacles. a7

In 1989 government plans for capital assets to be put in
place were only 92 Z fulfilled. And only 50 % of planned
industrial capacities were operative in 1983. Only 145 objects
of total 395 (about 40 %) proved to be ready to operate in 1989
(in 1988 - 59 %Z). As to the total volume of effected government
investment, in 1982 it was 27.6 billion roubles more than fixed
capital put in place. That means that a ict ¢f meney was wasted
and investment was inefficient. That 15 why we think that the
sooner we reform the national economy the better. And this
reform must be besed on new principles of self-accountance,
profitability, market relations, economic equilibrium

A new Act of law is reported to be underway. This Act of
law will cover all kinds of activity of socialist enterprise
(and not only that of state enterprise). We expect that there
won’t be any regulations imposed on profit distributicn. All
enterprises will be able to create special funds for expanding
their operations and providing better social welfare for
the employees. And what is more important there would be no
standard rates obligatory for the enterprise when the latter 1s

creating these special funds. The State will be able to




regulate commercial activity of the enterprise only with the
help of taxation.

3.2.2. How joint ventures are established

During last few years we vwitnessed active process of
establishing joint ventures in this country. Now it becomes
clear that free e&onomic zones will be introduced as well. As
investment'policy has its particular features for joint
ventures we would like to dwell upon the problem.

There are several successive stages of this procedure. You

will find the structure of the procedure and executive
authorities .n the Chart 3.2,




Chart 3.2. How joint venture is established

Stages Executives
1. Goal and targets of joint Enterprise or other
venture = 7 economic entities
2. Research work done in order to Enterprise or
find the best feoreign partner intermediary firm
3. Business talks and joint venture Enterprise

proposal formulation

e ——  ——— — - - — D T D D WD - e - D - . vm a

4. Joint venture efficiency evaluation Same
5. Elaboration of joint venture evaluation Seme
6. Coordination work and establishment Sharehclders

of the joint venture

- — — — ————  —— —  — ————— " - > - - - . - " s e - = ——

7. Business talks. Final agreement. Enterprise or other
Bocuments signed. economic entities &

foreign partners
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In fact joint venture proposals are prepared by partners
where one of them is a Soviet enterprise or organization. This
preparation work results in the package of documents including
Establishment Agreement, Status of new joint venture and
evaluation of joint venture.

As a2 matter of fact one must do a lot of work in order to
establish a new joint venture in the USSR because it is
necessary to examine and analyze all juridical, managerial,
economic and other problems which emerge when a new joint
venture is due to appear.

In order to find foreign partne; one may take the
following steps in the research work.

First, one may examine and investigate a wider circle of
potential partners (including smaller firms and companies)
producing the ccmmodity or service in question.

Then one should do some research work in order to find out
whether these candidates are eligible (if commodities they
produce are competitive) and whether they are willing teo

cooperate.

Economic evaluation of joint venture should be based on
the follewing topics.

Costs of importing of goods must be compared with the
costs of the analogue product produced in the USSR by joint
venture,

Quality standards of the goods to be produced must be

evamined, evaluated .and compared with the imported products of
the same Kind.




@ WMwitkesa VW ylas WWWTEe eV ANV R A i SART LS w v — L= B

compliance with the national standards, as well as that of the
import-substituting products manufactured by the joint venture.

Export output of the joint venture is considered to be an
important feature due to the fact that all _iint ventures
should be profitable as far as foreign exchange 1is concerned
because foreign p@;tners are interested in profits in hard
currency. 1

Analysis of all relevant data according to this scheme
should be conducted by the enterprise which is going to
establish new joint-venture together with ministries.

Problem of joint-venture feasibility may be solved when
profound and accurate analysis of basic economic values and
coefficients of the enterprise is effected.

This analysis covers quality of produced gecods end their
competitiveness, technical-and-eccromic parameters c¢f the
enterprise. It helps to decide whetrer the enterprise can
effect its capital centribution in the form of capital gecods.
Buildings and constructions ownec by the enterprise are also
analyzed in order to find out whether these buildings and
constructions may comprise fixed capital of the new joint
venture. Comparable evaluation of the enterprises propcsed by
foreign partners also may be usefu..

Prognosis analysis of the future joint venture and
long-term cooperation with the foreign partner seems to be
beneficial as well.

Final partner Selection should be based on this analysis

because it provides comprehensive evaluation of the




opportunities.

Ownership capital of the joint-venture is furnished by
partners. Ownership capital is furnished according to the
regulations imposed on the activity of the joint-venture. And
so, ownership <capital has definite natural and money
composition. In natural form ownership capital consists of
natural resources,  land, equipment, buildings and
constructions, communication and transportation racilities.
Ownership capital composition in money terms is based on
money worth of its elements, which in its turn is based on
contract prices and international market prices. Capital
composition in money terms may be analyzed from different
angles. For example ownership capital may be compared with
total costs of the project; partners’ shares may be compared;
elements of partners’ contribuiions may be analyzed as well as
cwn stock and debt capital of the jcint-venture.

Profit gained by the joint-venture may be allocated to
ownership capital and partners can make extra contributions to
ownership capital of the joint-venture.

Partners estimate total output of products of the future
joint-venture enterprise and estimate costs and expenditures
covering the initial stage of joint-venture’s activity.
Partners then coordinate their shares and time schedule of
allocations that would secure the break-in period. When it is
necessary to estimate soviet enterprise contribution or other
problems with foreign exchange emerge the official exchange
rate established by State Bank of the USSR is applied.




Partners coordinate the date of fixing the exchange rate used
to estimate Soviet ce& 11 contribution. Date of signhing
contract may be this date but partners are free to choose.

Price of land, price of natural resources or rights to use
land or natural resources are considered to constitute Soviet
contribution to ownership <capital. Estimation of this
contribution is conducted in accordance with mutually accepted
method and is based on the principle of mutual benefits.

Basic approach to these methods is presented in special
document "Estimation of land, natural resources, buildings and
constructions allocated to ownership capital of joint-ventures
or leased to joint-ventures by the Soviet side".

Price of buildings, basic infrastructure, communication
facilities and social infrastructure allocated tc ownership
capital of the joint-venture as Soviet contribution is
estimated in accordance with contract prices of objects of this
Kind constructed in the USSR by foreign contractors.
Depreciaticn of operating buildings, constructions and
facilities should be estimated and deducted from the initial
price of the object.

Average unit values published in international reflerence
books on  construction may be used to estimate price of
buildings and other objects according to their class and
quality. International price 1lists and market prices are used
when price of equipment must be estimated or when partners want
to purchase equipment using their own or attracted capital.

Each partner must estimate his resources in order to know
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whether he would be able to invest his own money or capital
goods or he would be forced to borrow. Joint venture recognizes
no liabilities for loans attracted by a partner in order to
provide his paid-in capital.

When total amount of raised capital is estimated and if it
is not sufficient to start business activity joint-venture may
apply for credit to-the banks. And therefore it accepts certain
liabilities.

Today there is a 1lot of new opportunities for Soviet
people and foreign investors in the USSR.

In March 1990 the Supreme Soviet of the USSR adopted new
Property Law regulating ownership relations in the Soviet
Union. This Law will come into life on July 1, 1990. According
to this Law there are three types of proverty: state property,
collective property and property of soviet citizens. There may
exist property of foreign states, international organizations,
foreign corporations and private persons. Mixed property is
also allowed. From now on Soviet people can o small shops and
other small business if they work there. The Soviet government
will protect property rights of all these proprietors.

We think that alongside joint-ventures other forms of
economic activity of foreign investors may Dbe rather
beneficial. And we are sure that it is important to work out an
advanced system of privileges, credits and guaranties in order
to attract more foreign investors. [t seems to be rather good
to create special investment zones and free econor -~ of

coenstruction industry where international economic ...er would




be feasible.

We think that it would be very beneficial for Soviet and
foreign partners to concentrate construction activity on the
objects where imported equipment and technologies will be used.

Export capacities may also be in the scope of this
business as well as import-substituting production. This will
lead to broader competitive contracts which will be awarded to
foreign contractors and government will definitely support this
kind of commercial activity. These contracts may be awarded to
construction firms or to procurement firms supplying equipment,
materials or technologies. Acquired experience and skill may be
successfully used for joint export operations in the third
countries.

Property rights of foreign investors are proctected by
Soviet law. And we would like to say that there soon will be a
package of bills which would previde extra protection for
foreign investors. For instance, if an invester is fcrced <o
stop his business because of some circumstances that do nct
depend on his will he will be able to claim refunding of
actually effected investment.

And now we find it useful to dwell wupon the precblem cf
foreign investors on government contracts. Today the majority
of soviet experts is inclined to solve the problem in the
following way.

Government contracts should be awarded to foreign firms
and companies which win international tenders organized by the

Soviet side in order -to secure the hest possible contractor.




3.2.4. A Draft scheme of coordination procedure applied to
projects and project evaluations.
Here we present procedure of coordination of projects and

project evaluations applied in the USSR in detail.




Tabhle 3.1. Coordination procedure applied Lo projects and project evaluations
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So as you may see this procedure is rather difficult
and painstaking. That is why now this procedure i3 being
rationalized and simplified since a lot of bureaucratic
bodies are eliminated and reorganized.

One of Moscow research institutes has developed a new,
advarced procedure which may be widely used by State
Committees, republican governments, ministries and by other
authoritative bodies of the USSR for prOjedi evaluation.
Thiz procedure was named “Complex analysis of project
decisions and project evaluations" - CAPD. It i3 bazed on
computer processing of basic inrormaticn necessary ror the
project. decizsion making.

CAPD iz aimed at higher investment eiricfiency. Anolhe

or

v
e P

target for

Lu

precedure iz the development of material

) - - 3 . -
nase of industrial construction as W

w
.—-—l
r.—-l

as  improvement  of
living conditions.

- B -~ &5 IR Xl g 1 - | s 2 v sy
This means that project decisionz made wilh the help

>
13

O

this procedure will ensure concentration on quality and on
efficiency of construction. It will lead to putting emphasis
on reaching final results of construction process instead of
controlling the intermediate results and 1t will rationalize
utilization of material resources.

CAPD will concentrate on the design 3=tage off the
project., especially on the stage of Development schemez and
plans. PrOject' evaluations and technical-and-economiC
computation will oecome an efficient tocl of decision
mak ing.
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CAPD will sSecure observance of industrial development
priorities even at the initial stages of design works.

Application software gives  perfect opportunity to
examine following functions of the project:

- it becomes possible to survey the object on the
landscape (to “put’ it on the landscape),

- it is possible to generalize and decompose functions
of the object and analyse its external ties with environment
as well as to examine construction requirements,

- it iz possible to forecast its behaviour,

.....a

- it iz possib

e to evaluate several versions O~

Ly

project decisions as far as guantitative values are

Dialogue pattern i3 used and all operations of Lh

= e
users are displaved by computer
Information may be displaved in varicus rorme:
- data lists,
- spreadsheets with variables Lhat can be processad in
rows/columns,

- analytic computations of Trragments of construction
and other components of elaborated object.

[terative subprogram “econcmic eficiency - guality”
plays substantial part in this procedure.

This subprogram allcws the users to  3eb planned
investment volume, set expected time of "doubling the
capital” of investment (i.e. period of time which i3 needed

(
for return of the invested capital and profit gain equal Lo
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invested capital). Then the user can evaluate versions

(9]
-

development, reconstruction, eXxpansion or hew construction
etc and choose the best version of planned investment. This
subprogranmme provides users with full information about
erection-installation works, construction costs, profits,
contract price of construction, price of design works etc.
User may alter any of his previous operations with variables
and rix new economic values displayed by the computer.
"Economic effTiciency - quality"” =ubprogranime allows to

alter investment =et-ups, tactic:

]

and acquire the best

possible versions orf investment,
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Acencies Involved

(Functions and Relations)

A lot of agencies and oreganizations fLakes parft in

investment projects realization. We have al

"(

eady  covered

some of the (questions dealing with agencies involved in

Report 2. In this Report we would like to dwell upon the

problems we failed Lo cover in the previous Reports. 50 we
t

must state the

w

authoritative bodies of the Communizt Party

off the USSR exercized ultimate power as far as investment

policy was concerned. Party Congresszes, Plenary meetings,
Politburo made decisions over main problems of investment
policy. The Supreme Soviet of the USZR played no important
part in these 4uestions. It was a formal supplement to Party

decisions. And the 3ZSoviet government remained executive




body.
Teday this situation is changing and as the Act of law
on investment is being worked out, the roles of different

authicritative bodies are being outlined.

§

think that the Supreme Soviet of the USSR will
probably accept some additional functions. Beginning from
1991-1932 this legislative body will exercise following
functions as rar as investment policy is concerned.

The Supreme 3Soviet of the USSR will work on the

investient, target compleX nationwide programmes and it will
: - = L . A a5 Sy ; e
dotk oubl Lhe lizsh of the o b_. achts  Financed t"_y' the Soviet

adogtion of State Plan of Zocial and Economic Development

and Shate  budeet of the Soviehl Union at Lthe Sessions of the

Experts consider it to be advisable for the Supreme

L
d
<

iel to annocunce national referandums on  large target
complex programmes of nationwide importance.

Investment Policy will be formulated by national and
republican governmental bedies, Academies of Sciences or the
USSR and Union republicz under cloze guidance  and
supervision of the ZSupreme ZSoviet of the USSR and Supreme
Sovietz of Union Republics.

The Supreme Soviet of the USZR will compose the list of
target complex péogrammes of nation-wide importance Lhat

will be launched in planned period and local ZSoviet:

U
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together with republican governments will work out these
programmes in detail.

The Supreme Soviet will examine volumes and structures
of centralized public investment and target complex
programmes with the help of specially established Experts’
Commission of the Supreme Soviet. I this Commissio
approves volumes and structures of plarned ceniralis .
public investment and targel complex programmes, then these
projects will be sent over Lo the Supreme Soviet of the USSR
ror approval.

The Soviet Governrment is not vested with the right to

attract foreign investaent, loans or

&

cept other

w
(13}

liabilities if this i35 not approved by Lhe Supreme Soviet.
The Supreme Soviet of the USSR according to the
propesal= put rTorward by Republican Supreme Soviels delines
e =

the 1ist of LI

-
3

D

gions where environmental danger ex:istis.

ot

t defines volumes of investment and other relevant topics.

The Republican Zupreme Soviets have the right to grant
privilegezs and credits to economic entities which are
directly invoived in investment projects financed by
government. and aimed at environment protection.

The Supreme Soviet of the USSR will demand regular
reportz of Zupreme Soviets of Union Republicz dealing with
the problem of centralized public investment allocated to
environment projects in the regionz with nigher
environmental danger. -

The Supreme Soviet of the USSR will probably be the one




Lo approve Insurance Investment Fund budget which is
reporiad to be created in the framework of State 3ystem of
Stocks and Reserves.

So, respectively we should dwell upon the Functions of
the Soviet government as far as investment policy is
concerned.

The Council of Ministers of the USSR will issue orders

and decrees securing further improvement of investiment

poliay, the development of building co onstruction industry

and otter relevant problems. The Sovieb  government will

= . T - +
ouildi e g e ruction and o LI’C/Llf,;'.‘h State Plany il Committee
(CGozplarni

conztructed under government contracts, which will Dbe

owposed by State Planning Comnmitte The Sovieb government

capital construction worked out  Logelther withi  Academy of’

ror centralized public investment if the government is short
of funds. The Council of Ministers of the USZR will be able
to apply to the Zupreme Joviel in order to get permizsion Lo

artract international capital to finance centralized public

We assume that the government is unlikely to have the




right to attract foreign investors without permission of the
Supreme Soviet of the USSR.

Council of Ministers of the USSR iz expected Lo
formulate principles of establishment of joint stock
companies which can be engaged in ¢ vernment contracts.
Certain privileges for these joint-stock companies will be
also worked out.

Councils of Ministers will establish regulations and
the order of awarding government competitive contracts. Then
Councils of Ministers of the USSR and Union Republics will
nave to name administrative bodies bearing responsibililty
ror material procurement.

Council of Ministers of the USSR and republican
governments together with all other involved agencies and
public organizations elaborate drafts of targebl

programme= of nation-wide importance  that  should be
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in planned peri
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Council of Minizster i
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take the

Q
W

responsibility for the equilibrium between planned volumes
of centralized public investment and volumes or investment
allocated to objects-in-progress and launched constructions
according to target complex programmes, their feasibility
and coordination of investment.

Republican and local administrative bodies according to
this scheme execute following functions.

They take part in the elaboration of national

development plans and in coordination of planned decizions
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dealing with these republ cs and regicns. They mav grant
priviieges and impose  limitationz on  investors  and
contractors including restrictions on land allotment and
deplovment of industrial enterprizes. Thev supervise labour
force balance in the region, secure social and environmental
standards. They allocate local and regional budget funds to
various projects. These bodies work out and approve plans of
capital construction in the region. The scope of directly

planned proijects (s restrained and include republican and

T

municipal construction objschts effected under republican and
municipal contracts and rinanced by regional budgets and/or
supsidized by state budget.

Special investoent tark 13 expected Lo ke created. This
bhank will Tfinance and grani loans Lo crganizations engaged

ehegis  investment and nnovaticn projechts which are

policy and building construction industry.

We aszume that this hank will take active part in
international integration projects, joint-ventures, and we
hope that this bank will work on fthe problems of analyzis of
the capital markefs.

Regional bodiez begin to play more active role in Lhe
formulation of investment policy. Councils of Ministers of
Union Republics,. regional executive bedies actively

participate in elaboration of Development planz (15 year
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perspective plans) and participate in other long-term
projects.

These administrative bodies compose regional and
intersectoral target programmes. prepare recommendations on
regional industrial complexes and centres.

They compose programmes of contract construction works
for industrial objects of republican and local subordination
and for social objects irrespective of their subordination.
Aforesaid does not refer to investment financed by

enterprises and organizations (share of this type of

Lu

investment totalling to 497 of gross volume of investment in
1989 (40% in 19388). As we have already said the Gosstroi
(State Committee for Building Construction) should drop some
of its Tunctions and concentrate its work on control over
architecture and building construction. It should work out
tachnical policy and management system, Iorecasts and

zurveys of construction  bus

&
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should
participate in elaboration of legislative acts on
construction. Gosstroi will be probably engaged in
elavoration of the following standards and normals: sarety
standards, quality standards applied to construction
materials and erected Dbuildings (detailing standards
regulated and approved by the Zupreme Soviet of the USZR).

Thi

w

committee may work out recommended regulationz and
standards, design standards, =standards for erection and
installation works, quality control standards. regulations

applied to competitive confracts, generally accepted terms
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and conditions of contracts, price estimations, and other
standards.

At the same time Gosstroi should issue following
recommended additional and complimentary standards and
regulations that may be applied to construction firms as
reference data:

- unit investiment rates

investment erficiency target rates

- investment cycle longevity

typical rates of rixed capital per worker

—
7/
F‘

f_"
construction rirms

- typical management systems

25 v o JLATIY i, Ty e ™ e [ SR [ ™ rvree . . R
Bepublican Commitiees for Building Construction (if

LY N v Sty e SR =t dh) =3 L S o 4
Lhiey do not ceaze Lo eXxist) mav work oul some  standards and

regulabions for construction Firme Loo, 3uch as the guality

standards for construction materials, [rinished objects and
erection and inztalliation works.

Republican Committees [or Building Construction may
elaborate rules for construction works, quality control
rules and regulations, issue regulationz for contractors and
customers, contractors and subcontractors, barks, etc.

They may establish rules for competitive contracts,

)

estimation of contract prices, 3standard rates of inveztment
efficiency applied to the region, construction cycle and all

other standards and normals that can be under the
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supervision of thess bodies. Regicnal executive bodies will
be bprobably engaged in control over land allotment
environment protection, leasing rates, tax rates, prices of
construction materials and some other problems.

in fact Ministr:23 of building construction will cease
to exist. Large construction entities will be reformed intc
corporations. Large building corporations and amalgamations
will show certain flexibility in order Lo provide their
departments, 3subsidiaries and branches with commerci
spirit. Intersectoral cooperation and coordination may be

shaped in the form of associations, consortia, groups,

Ly R e A | ¥ T A3 vere  vips b ol 3 o S TR B | - L IR SR R e |
SPRCiLI3L1ZE0 bui daing Minlisul’i2z Ziioura oe - TR Rl g tf -
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into selr-accounting corporate sLruchures and
T L Y Tt AP N G P R N Yooy We s ST 3N = = 2T S R by * v ;-v-",—.»vp'l
bl i zel de 1UNS O LiiRZE ilnlouil 185 Shidudlia e S RS Gt~

ensure the transfer to  competition  between  building

corporations together with decentralization of building

General budget cozts calculation iz computed to
eztimate full construction costs and ale AR or
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eraction-installation works envisaged by the project in Lh
framework of two-stage design or by the draft project il one
-stage designing i5 applied. General budget  costs
calculation (herearter GBCC) is considered to be the basic
document used for planning and Tinancing of the construction
works, for effecting payme .3, and for other relevant

+ oAry s A VTSV A ATRE U AT s AT A s aal Aamaioia
LOpieD. Moreover acgonomic ellicienCy O projeCi 4asCisidns
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GECC iz composzed  according Lo generally accepted
procedure described in  "instructions on  compositions

elaborat ions, cocrdination and approval of project and

rudget ooshts documents on tuilding construction”. Classified
nowencla of various tLypes of buildings, constructions
and  other chijects has Leen worked out and now 13 used or
budget costs  calculaticns. Homogeneous costs and

expenditures  are accrued and treated in the same aggregated

article (item) of expenditures. Refsr to Table 2.2,




e —
®
Table 3. 2. ‘

General budget costs calculation

in the sum of 2730710 roubles

with 7950 roubles refunded.

General budget costs calculation of industrial building (shop)
Prices of 1984

INN | Names df articles | Budgeted coats ( thousands of roubles) | OL
7|77 | objects, works | | N

| | and costs | | !

| | | erection | installation | equipment, | other | Total |

| | | works | works | furniture, | expeditures | |

| I I I tools I | I

I l I

I 2 I 3 I 4 I 5 I B8 I 4 I

I |

| 1 | Article 1.Prepara- | I | | | I

~ 1 | tion of construc- | l | I | |
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tion site

Preparation ol

construction site
Total Article 1
Article 2. Basic
manuracturing
objeacts
Industrial
building (shop)
Total article &
Article 3.
Supplementary

cbjects and

service racilities

Administrative

147

147.

.92

o
(]

2. 64
2. 64

102,
103.

6022,
602,

19

19

0.18
0.18

148. 1
148. 1

1388. 69
13868, 69

-49 -
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building

Scrap metal
storehouse

Total Article 3
Article 4. Energy
racilities
In-site
low-voltage cables
Qut-site
high-voltage
cables

Total Article 4
Article 5.
Transportation
facilities

Asphalt roads

Q0 8(-‘

Cubabon

3.01

o
5«
0y

10. 76
11.59

27,13

19

0.

47,

€

(2%

Y

46

11

.99

LY

45, 3

64. 64

286, 88

3. 47
411. 88

45. 35
48. 26

27.13

- 29 _



1 2 I 3 4 5 | | 7

|

| | Total Article 5 | 56. 24 2.39 - | | 58. 63
| | Article 6. | | |

| | Basic infra- | I |

| | structure | | |

| | facilities I | |

| | (water mains, [ | |

| | sewerage, gas | l |

| | pipelines etc.) | | |

| | Water refining | | |

| | system | 47, 92 ! .87 | | 5g. 69
| | Total Article 6 | 278.6 B, &3 4. 04 | | 290, 87
| | Article 7. I | |

| ] Rehabilitation | | I

| | of the territory | | |

| | Vertical landscape | | |

| | rehabilitation | 5. 38 - - | | 5. 3%

-£9-



| 1 piA | 3 4 5 6 | 7

I

| Total Article 7 | 33.05 2.1 0.1 - | 35.25

| Total Articles 1-7 | 1510.1% 200. 36 670, 37 0.18 | 2381,68

| Article 8. | |

| Temporary | |

| buildings and l |

| constructions l |

| Tenporary l |
buildings and | |

l constructions - | |

| 3.12 | 46, 82 6. 21 - - | 53. 03

| Total article 8 | 46. 82 6.1 - - | 53. 03

| Total Articles 1-8 | 15586, 949 206, 5% 670, 97 0.18 | 2434.71

| Article 9. Other | |

| relevari. | |

| axpendilures I |

| winter prices of | |




| 1 2 | 3 4 5 | 6 7
|-

| vorks - &.12 | 3z, 7 4. 34 - | - 37.04
| Total Article 9 | 32, 4. 24 - | 53. 08 96. 12
| Total Articles 1-9 | 1589.69 210,91 /870.97 | 89,77 2661, 34
| Article 10. | |

| Administration | I

| costs and | |

| supervision costs | |

| Supervision costs - | |

| 0. 2% ol total | |

| sum 1-9 | - - - | 5.12 5.12
} Article 11. | |

Personnel training |

Article 12. |
Design and |

development works |

~ }Z



|1 o | 3 | 4 | 5 | 6 | 7

l

| Design works | - l - | - | 84.72 | 84.72

| Total Articles 1- | | | | l

| 12 | 1589, €69 | 210. 51 | &70. 9% | 173.6 .| 2651.17

| Energency reserves | | | | |

| -3 | 4v.69 | 6.33 | 2013 | 5.3 | 79.54

| Total GBCC | 1637.39 | 217,24 | 691.1 | 184. 99 | 2730.71

| Contract price | 1588.69 | 210. 91 | - | - | 1948.78
| - I - I - | - l 7.95

Refunded money

Refer to: Romanova K., Zharkovskaya E., Isaeva G.

calculations. - Moscow,

*Stroiizdat’,

Labour standards and budget costs

1989, pp. 266-260.
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Epilogue

Here we would 1like to dwell upon the probiem of
rormulating new investment policy in this country. A lot of
scientistzs take part in this process and authors of the
presented paper also investigate this problem

It is supposed that in 1990-1991 the investment sector
ol economy will manage to overcome current crisis and the
economic situation will be more stable. New legiclative acts
regulating investment and building construction will be

adopted and we hope that grounds for market relations in

Y,
[y

thiz zechor of economy would be established.

It is now being planned and we hope that these plans
will come frue, that pasic elements of market relations in
investment sector of economy will be created by 1992-93.
National and regional investment markets will be coordinated

and clozely bonded with each oth

O

r and with the
nternational inveshiment market.

Contractors’ market iz also expected Lo be establizshed
by thiz time. VYarious forms of property will help to rorm
thiz market. Competitive contracts as well as contracts on
delivery of materials and equipment will play an important
role in boosting investment market. Investment banks and
credit agencies are being established today by enterprises,
cooperative firms.and by other economic entities in order Lo
have free investment funds. 3ZState banks are not alien to

this procezs and actively participate in it  Seeking
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cooperation with roreign banks.

Different intermediary rirms and agencies will play
positive role in supplving information to <clientele
operating in the investment sector of economy. Insurance
firms in building construction are also favoured.

"General terms of contracts” are being prepared in
order to rationalize contractual activity in compliance with
the new economic system

This document envisages higher status of contract,
partners’ independence and combetence to enter into
contracts. We think that these "General terms of contractzs"
will be designed in compliance with the internationally

accepted Lerms and conditions.

It zeems Feasible to take into account the interest
rates when investwent demand i3 Deing planned muuu:'-xpal and
governmernt bords system Jor rinancing capital spendings  is
likely to be introduced. 3Secured bonds (secured with the

commodities which will be produced by the enterprizse when if
starts production) as well as credit privileges may be al=zo
used Lo raise capital for centralized public investment.
Corporate profit=s of the enterprizes using thizs form of
attracting capital may be tax exempt for the period of
loans repayment.. There may be centrally establizshed uniform
borrowing rate for long-term investment loans in order Lo
increase investment efficiency. This borrowing rate may be
computed for each year depending on the economic 3situation

in Lthe country.




Price policy in building construction is expected to be
altered and prices will be Trformed on the market by all
members of investment process.

We think that domestic prices of construction works and
materials will be adjusted in compliance with the
international prices. During the next 1-2 vyears a
comprehensive system of compensations for risks is likely to
be elaborated. Customers and contractors will include risk
compensations in terms of contracts and thus they will
secure their profits and stable rates of construction costs.

National quality control inspecticn is expected 1o

&

established in order to ensure quality control over erected
objects. This inspection will be absolutely independent and

it will eXercizse control over national and republican

It iz very important to get over tLthe monopolistic
trends in building conztruction zector of econcmy. That’s
why the establishment of amalgamated building concerns
covering residential, public and industrial building is
discouraged. Thuzs, we think that creation of =maller
construction firms must be encouraged by way of tax credits,
privileges and government contracts, local and municipal
contractz awarded to theze zmaller firms. We assume that
large assoctatioﬁs of building contractorz that are able to

cover half of building contracts in the region must be
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refused registration.

Information on competitive contracts proposed by the
sovernment or by the local authorities must be available for
any contractor in the rield.

All contractors applying Tor competitive contracts
should have equal rights and opportunities irrespective of
the form of property, 3izZe and place of registration.

Free investment 32ones and areas are likely to be
established in the Soviet Union and internationally accepted
regulations should be adopted for these zZones and areas.

Here in the USSR Lthe =status of these Zohes i3 being.

Soviel Tirme and corporations that will operate in Lhnese

investments.

Soviet Union has accumulated proround experience in the
area of investment process and Loday the reforme are
underway in order toc change the cut-dated approaches and
methods.

We hiope that this edperience and tLheoretical outlooks

r

will be beneficial for ou






