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CHAPTER 1
Cooperation with the IMF:

Progress and Challenges in the
Privatization of State-Owned
Enterprises and Banks



Over the past ten years of cooperation between Ukraine and the IMF, the issue of
privatization of SOEs has been raised in almost every program. Most often, IMF
representatives emphasize the inefficiency of the operations of Ukrainian SOEs and
the slow progress in the privatization process.

Significant attention was given to SOE privatization during the IMF technical mission
in 2015, which ultimately prepared the Technical Assistance Report - Reforming the
Management and Oversight of State Assets (hereinafter the “2015 Report”). In the
2015 Report, IMF experts stated the following.

Historically, privatization efforts in Ukraine have yielded limited success. The
underlying causes of this outcome are institutional, structural, and procedural.
The regulatory framework governing privatization is highly complex, creating
scope for implementation practices that deviate from competitive principles. As
a result, the mechanisms intended to secure the highest possible price or the
most favorable investment conditions have often been undermined.

Privatization regulations should be simplified and aimed at creating a level-
playing field to allow the state to obtain the best price and/or most
advantageous investments conditions. Further attention should be given to
the governance of the privatization process itself, to ensure that it is carried
out in a transparent and accountable manner that maximizes value for the
state.

In addition, in the 2015 Report, IMF representatives also outlined a number of other
issues hindering to the privatization process.

Key issues of the privatization process according to the IMF 2015 Report

e Conditions imposed on potential participants in privatization often served to
exclude categories of investors that might otherwise have been interested in
participating!

e A key constraint has been the lack of transparency and the non-disclosure of
essential information regarding privatization objects, which limited bidders’
capacity to conduct thorough due diligence. This was compounded by
insufficient communication concerning upcoming privatization proc:esses.2

T An example of this was the conditions set for potential investors during the privatization of Ukrtelecom in 2013. These
conditions included the exclusion of any investors with a government ownership stake exceeding 25%, which
prevented the participation of many large international telecommunications companies. Additionally, they required
that domestic revenues from telecommunications services in Ukraine not exceed 25% of the total revenue of the
participant in Ukraine, thus excluding all domestic telecommunications service providers.

2A typical example was the limitation of privatization announcements to the official government newspaper in Ukrainian
language or announcements on days when the market was likely to be inactive (for example, Christmas Eve).
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e Absence of the practice of appointing advisors to assist with privatization,
which led to a decrease in international investors’ trust in the openness of
the process.

* The privatization process has also been hindered by limited resources for
investment and asset development, insufficient pre-privatization financing,
and inadequate preparation of assets to make them viable for investment.

According to the Fund’s experts, the completion of the reform process will inevitably
require upfront costs, and this should be considered in any approved strategy.

Some state-owned enterprises may require significant preliminary investments
to prepare them for privatization or ensure their viability as commercial entities
in the public sector.

As a result, the IMF provided the following key recommendations for improving SOEs
management in the context of privatization:

* Review the allocation of legal title for assets currently operated by SOEs
but owned by the state, with a view to incentivizing more efficient asset
utilization, enhancing financial and fiscal discipline, and increasing the value
and attractiveness of SOEs as potential candidates for future privatization.

* Reassess the role of the SPF in managing the privatization process within
the broader reform strategy, including consideration of merging privatization
and ownership functions.

In the context of privatization, the 2015 Extended Fund Facility program played a
key role, as under this program, the government, in May 2015, in consultation with
IMF experts and World Bank staff, adopted a strategy for reforming the state-
owned enterprise sector. This strategy, among other things, envisaged
conducting transparent privatization in the medium term.

In the Staff Report dated July 22, 2015, IMF experts noted that since the approval
of the program, the government had made progress in implementing the SOE
reform. Specifically, in May, the government approved a list of approximately 350
state-owned assets to be privatized in 2015, and the SPFU prepared a
privatization strategy for ten state-owned enterprises from this list.



https://www.imf.org/en/Publications/CR/Issues/2016/12/31/Ukraine-First-Review-Under-the-Extended-Arrangement-Press-Release-Staff-Report-and-Statement-43152

Despite some successes in privatization, IMF experts note that SOEs in Ukraine
still account for a significant share of the economy, with their assets equivalent
to approximately 50% of GDP. The sector remains highly inefficient,
characterized by weak governance and legal structures. Moreover, fiscal risks
stemming from SOEs are significant. A comprehensive reform agenda is needed
to tackle these deep-seated problems.

As part of the 2015 EFF program, the first annual report on the 100 largest state-
owned enterprises in Ukraine was prepared and published. Similar reports were also
prepared for the years 2016, 2017, and 2018. However, there is no evidence that the
practice of preparing such reports has been sustained.

© TOP-100 Overview of the Largest State-Owned Enterprises of Ukraine 2015

© TOP-100 Overview of the Largest State-Owned Enterprises of Ukraine 2016

© TOP-100 Overview of the Largest State-Owned Enterprises of Ukraine 2017

© TOP-100 Overview of the Largest State-Owned Enterprises of Ukraine 2018

Within the framework of the 2015 Extended Fund Facility (EFF), Ukraine pledged to
privatize several large SOEs - including PJSC “Odesa Portside Plant” and PJSC
“Centrenergo”. Despite repeated commitments, these enterprises were not privatized
in 2016-2017, underscoring the government’s long-standing difficulties in meeting
privatization targets under successive IMF-supported programs. Annex 1 provides an
overview of the major SOEs that Ukraine has committed to privatize over the past
decade of cooperation with the IMF.

In the Staff Report from March 7, 2017, representatives of the Fund stated the following.

Important parts of the economy are dominated by oligarchs and inefficient
SOEs, deterring competition and contributing to corruption. Despite some
efforts, no large SOE has been privatized in recent years.

The weak progress in privatization is also confirmed by IMF data on privatization
revenues.
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According to the Fund’s estimates for the 2017-2022 period, the program anticipated
privatization revenues at 0.5% of GDP per year, which is lower than the historical
average of 0.9% occurred between 2006 and 2016.

Large SOEs have not yet been privatized, and the unsuccessful privatization of
the Odesa Port Plant revealed significant flaws in the process.

Given the above, the IMF recommended that Ukraine, in order to stimulate the
privatization process, which has thus far been largely unsuccessful, privatize the first
group of large companies through a transparent process and prepare a list of
companies to be sold, transferring their shares from the relevant ministries to the
SPFU. Only a limited number of state-owned enterprises classified as strategic should
remain under state ownership, with their governance further strengthened through
measures such as the appointment of independent supervisory boards.

Overall, the results of the 2015 EFF program, which lasted until 2017, cannot be
considered successful, as the Ukrainian side was unable to fulfill some of its
commitments and launch full-scale privatization. The Cabinet of Ministers did not
approve the classification (grouping) of all state-owned enterprises, and the
Verkhovna Rada failed to adopt amendments to the privatization law to increase
transparency and introduce protective mechanisms, as well as further optimize the
privatization process.

As a result of the 2015 EFF program, in the Staff Report from December 7, 2018, IMF
experts noted that despite some initial success, certain reforms faced increased
resistance (particularly privatization of SOEs), leading to delays in completing the
reviews.
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In the post-program assessment of the 2015 EFF, IMF experts also stated that:

Also, the authorities, in cooperation with the EBRD, prepared amendments to
the privatization law, albeit with major shortcomings? The legislation to reduce
the number of companies banned from privatization remained stuck in
parliament. By the time the EFF was cancelled, the authorities had enacted a new
privatization law and started the preparations for the sale of six large SOEs in line
with international best practices.

In the Technical Assistance Report - Medium-Term Budget Framework and Fiscal Risk
Statement from June 2017, IMF experts noted that the CMU had approved a list of
enterprises to be privatized and planned to privatize 18 large companies, which,
according to estimates, would attract UAH 17 billion in 2017. These include companies
from the coal, electricity, transport, and other sectors (among them, PJSC
“Centrenergo” is mentioned more than once). The full list can be found in Annex 1.

At the same time, IMF representatives noted that privatization revenues were
unsatisfactory. Achieving the targets for 2017 and the following years would
require joint efforts at both the political and technical levels.

Within the framework of the next two Stand-By Arrangement programs in 2018 and
2020, IMF representatives, in their reports, mainly noted moderate progress in
privatization, not expecting significant projected revenues from privatization.

In the Technical Assistance Report — State-Owned Enterprises - Fiscal Risk Management
from April 2019, IMF experts stated the following:

Delays in the planned privatization of state assets would reduce expected
privatization revenues, thereby increasing government debt relative to budget
projections.

At the same time, the report noted some progress in the privatization process,
specifically mentioning that preparations for the sale of large assets would be carried
out with the help of consultants. This would increase foreign investor interest in
domestic enterprises and ensure a fair and transparent privatization. Furthermore,
measures are being taken to restructure and prepare designated enterprises for

3n particular, the draft amendment provided the Cabinet of Ministers with discretion on when to use reputable advisors
for large SOEs.
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