Lutsk: A Case Study of Ukraine's Municipal Energy Efficiency Best Practice
Systematic approach to improving the payments collection in communal sphere

Lutsk is the capital of Volyn' Region in Western Ukraine, with a population of approximately 200,000. As everywhere in Ukraine, non-payment problems had a serious impact on the financial state of communal utility providers and the city budget. The municipality has taken firm and unwavering stand on this issue, and invested systematic efforts to improve billing and collection of payments for communal services. Major steps included establishment of a city-wide information and billing system, creation of a special commission by the municipality and targeted work with non-payers.

Creation of comprehensive information and billing system for communal services started in May 1995. This system is similar to those operating in Kiev and several other Ukrainian cities and is based on a single billing center that maintains city-wide databases with necessary information for calculation of utility bills, residential subsidies, monitoring of payments, etc. Operation of the system had expedited payment processing, improved the subsidy allocation and payment process, accelerated informational and financial flows, and provided reliable and updated statistical data on payment completion, providing useful information to the local decision-makers.

To coordinate the efforts in improving the payments level, the Lutsk municipality created a special Commission on Liquidation of Debts for Communal Services. Information from the billing center and social surveys was collected, and the structure of payments and existing arrears was analyzed. Residential sector payments from summer of 2000 amounted to 50-60 percent. The accumulated debt for utility services at the end of 2000 comprised approximately Hr 35 million. Only 11 percent of that number came from enterprises and organizations, with several enterprises struggling for survival amounting to almost half of the 11 percent.

The indebtedness of the general public was the greatest problem. What is particularly striking is the fact that almost half of the debt (~ Hr 15 million) was generated by only 6 percent of population. These major debtors included two main groups:

· Low-income households who could not afford to pay the entire bill. Many of these did not arrange the subsidy on time, and who ceased to obtain the subsidy. 
· Deliberate non-payers, often well-to-do and well informed in legal matters. Easy evasion is attributed to a court system which is overwhelmed with the quantity of law suits against such non-payers, and to the difficulties with implementing court decisions.

The following actions were undertaken and coordinated by the Commission:

1. Improvement needed to originate with the municipality. Data provided by the billing center revealed that many of municipality's own employees delayed their payments on utility services for 0.5-1 year. To have a moral stand for enforcing payment discipline in the city, the problem had to be first solved in the municipality. After issuing official warning to the employees, non-payments were practically eliminated there.

2. Utilization of billing center data to check payment discipline of other officials, including regional administration staff, deputies of all elected bodies etc. The process went on to determine all persistent non-payers, and if they did not start repaying their debts, their names were publicized. Lists of non-payers, regardless of their position, were printed out and pasted at buildings' entrances etc. This produced a perceptible impact at the beginning.

3. Commencement of involvement of non-payees’ employers (enterprises, organizations etc.). At the municipality’s request, the lists of employees was provided by local enterprises/organizations and entered into a separate database. This enabled the billing center to map existing debt for communal services against various city entities, and to provide them with information on their employees' debts along with the names of non-payees. It was hoped that internal pressure from such a procedure would ensure full payment on ongoing bills and gradual repayment of debts. The managers of non-payees had to establish the reasons for employees' non-payment on individual basis and agree to an acceptable repayment scheme. Heads of relevant municipality structures were made responsible for providing the information and supervising the progress, which was reported to the Commission on a regular basis.

4. Low-income households that failed to arrange the subsidy on time and accumulated debts were helped to perform quickly the necessary procedures for subsidy allocation. As a result, those who previously did not pay, started to pay minimum required amount of monthly bills, and the municipality started to pay the corresponding subsidies to service providers.

5. Service providers offered the opportunity of debt restructuring to the public. Under this scheme, past debts could be restructured for the period from two to five years upon the condition of full and timely payments on current bills.

6. In parallel to these activities, an informational campaign was conducted through the mass media to explain the problems of communal services and their vital dependence on timely and full payments. Throughout the past, newspaper articles addressed mostly individual cases and lacked broad view and depth of analysis. The informational campaign emphasized the support of municipal infrastructure as a general concern and responsibility of all citizens. Also, public hearings on various issues such as tariff formation and level of service were conducted to contribute to general awareness and obtain feedback from population.

7. Usual measures such as disconnection of non-payers were tried. For example, a water supplier used to disconnect the buildings with largest non-payment level for a 3-day period. However, this practice was withdrawn as most buildings had conscientious payers who justly complained about not receiving the services they properly paid for. 
Overall, the consistent and persistent position of the municipality and its measures brought impressive results to solving the non-payment problem of Lutsk. The following figures support the success: 
· In 2000, full payment by public on current utility bills was achieved
· During 2000-2001 heating season, past debts were reduced by Hr 1 million
· During 2001, past debts were reduced by Hr 3 million. This process is gradual, as many households used the opportunity to restructure repayment of their debts for 2-3 years.

· During 2001, the number of residential consumers without any arrears on communal payments reached about 60 percent.

· According to results of 2001, level of payments reached 91%.

· For the first two months of 2002, the level of payments was 80%.

� Overall annual results were negatively impacted by the law which allowed writing-off past debts for low-income households. The law was adopted by the Parliament (as a populist measure in view of 2002 parliamentary elections) in November 2001, and had to be vetoed by the President after the wave of complaints from utilities throughout the country, as it triggered quick and significant drop in payments from population.


� This level is also impacted by March 2002 elections, and existing uncertainty about future national policy on pricing of communal services.





