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Introduction
This document, A Reform Strategy for Ukraine’s Business Permit System, aims to activate the mechanism of implementing reform in the permit system by explaining the methods and means of carrying out the reform. 
The document includes an analytical overview of the subject, based on results of sociological and expert surveys, a study of the legal framework, an analysis of international reform expertise, including one of the best examples – a reform of controlling authorities in Latvia (1999-2003) – as well as practical recommendations for reforming the permit system in Ukraine. 
The International Finance Corporation and the Ukraine SME Development Project would like to thank for assistance in producing this document members of the Ukrainian business community, the Commercial Law Center and personally its director Valentyna Danishevskaya, the State Committee of Ukraine for Regulatory Policy and Entrepreneurship and personally deputy chairman Sergey Tretyakov, the State Committee of Ukraine for Labor Safety, personally chairman Sergey Storchak and head of the department of scientific and technical support to labor safety Georgiy Bolman, the State Committee for Fire Safety under the Ukrainian Ministry of Emergencies and personally the first deputy chairman Ivan Krysa, the Central Sanitary and Epidemiological Service under the Ukrainian Ministry of Health and personally deputy chief physician Vitaly Kononenko, as well as everyone else who helped us in conducting this survey. 
It should be mentioned that this document has received the endorsement and approval of all the above government agencies and non-governmental organizations and represents a unified opinion about the necessity and strategy of reforming Ukraine’s permit system to facilitate business activity. 
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1. Executive Summary
The International Finance Corporation conducted a comprehensive survey of the Ukrainian permit-issuing system in the sphere of economic activity over the course of 2003 and 2004. 

Main survey findings indicate that the permit-issuing system is obsolete, presents an administrative barrier to starting new and running existing businesses, and encourages corruption among authorities that issue permits, approvals, opinions, findings, examinations, and so forth. 
The survey formed the basis of A Reform Strategy for Ukraine’s Business Permit System, a strategy whose implementation should ultimately result in the emergence of a clear-cut, modern, inexpensive, and informative permit system. To accomplish this, the following steps should be taken:

· adopt the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity”, which would define: 
· the principles of formulating and implementing state policy in the sphere of permit issuance; 
· the terms of reference of national and local government authorities in performing permit functions; 
· requirements that regulations defining permit procedures must meet; 
· the terms of reference of government authorities in reforming the permit system;

· establish national government structures that will be authorized to carry out reform of the permit-issuing system;

· adopt an action plan for reforming the permit system on the basis of implementing the concept of the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity”.

Key Terms and Concepts 
A permit is an endorsement by national authorities or local government of a specific act or specific activities carried out by firms and entrepreneurs 
.

	The goal and purpose of permits 
	The state’s function 
	Kinds of permits/examples in EU countries

	Preventing risk and danger
	Controlling – to check compliance with established standards and rules 
	1. Administrative preventive
(in the sphere of environmental protection)

2. Registration and notification
(in the sphere of labor and fire safety)

	Distribution of limited resources 
	Managing – to decide on possible kinds and forms of activity 
	1. Administrative preventive 
(in the sphere of construction)


The main difference between administrative and notification permits is that in the case of the former, an appropriate decision is made by the authorities before the entrepreneur begins an activity, and in the case of the latter, the decision is made by the entrepreneur, while authorities oversee and supervise the activity.  
The Necessity of Reform. A Characteristic of the Existing Permit-Issuing System in Ukraine. 
The urgency and necessity of reform are confirmed by findings of a survey of private sector representatives
, a survey of public officials involved in the permit-issuing process
, expert consultations, and an analysis of existing legislation. 
The characteristic features of the permit-issuing system in place in Ukraine are as follows:

1. Pervasive:

· any new business must obtain at least one permit – from fire safety authorities; 
· a minimum of 40% of firms in Ukraine deal with the permit system at least once every year, while 25% face it more than once; 

· most often permits are issued by fire safety authorities (24% of firms that obtained permits in 2003), sanitary and epidemiological authorities (21%), and labor safety authorities (14%);

· the maximum percentage of refusals to issue the most popular permits in 2003 did not exceed 3% for fire safety authorities, 2% - for sanitary and epidemiological authorities, and was virtually zero in regard to labor safety authorities.

2. Complex and confusing :

· according to the State Committee of Ukraine for Regulatory Policy and Entrepreneurship, there are approximately 1,200 permits in Ukraine, almost half of them unjustified
.

· half of firms that obtained permits in 2003 called existing procedures rather complex, while every fourth firm considered the permit process to be very complex;
· for entrepreneurs using existing regulations as reference material it is virtually impossible to develop a clear and uniform picture of: all stages of obtaining a permit or an approval; all the authorities that are involved in the process; the cost of the process; or requirements with regard to lists of and preparation of documents that are required in order to obtain a permit. 
3. Obsolete:

· a considerable number of state building standards (SBS), sanitary standards and regulations (SSR), and other regulations were adopted under the Soviet regime, when state ownership was the predominant form of ownership and large state-owned corporations still existed. These standards and regulations are still used as benchmarks when deciding on issuing or refusing a permit. 
· out of 100% of firms that obtained permits from fire safety authorities, 91% receive temporary permits, since meeting all the requirements is impossible.
 

4. Creating unofficial payments:
-
from 15 to 35 percent of surveyed firms reported making unofficial payments when obtaining permits (the percentage varies depending on which authorities issue the permits). 
Entrepreneurs cited the following as major problems in obtaining permits:

Chart. Difficulties in Obtaining Permits 
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The cause of these problems is the deficiency of legislation regulating the issuance of business permits. 
A Comparative Analysis of Permit-Issuing Systems in the EU and Ukraine 
Like many former Soviet Union countries, Ukraine is a transitional economy, characterized by an incomplete status of the administrative reform. This affects the performance of the government apparatus and the quality of legislation regulating permit-issuing procedures. The fundamental principles of EU members’ legislation could be used as a reference point for reforming the permit system.  
	Permit issuance in the EU 
	Permit issuance in Ukraine 

	The necessity of obtaining a permit is stipulated by law. 
A permit is required only if this is directly stated by law.
	The necessity of obtaining a permit is usually stipulated by law.

There is no legal ban, and it is extremely common for departments, local authorities, and local governments to prescribe their own permits. 

	Laws stipulate mainly:

-
objects and kinds of business that require a permit;

-
material and procedural criteria;

-
permit fees;

-
revocation conditions;

-
sanctions for disregarding consideration deadlines;

-
appeal procedures. 

The law grants the government authority to handle specific permit-issuing aspects. 
	In most cases, laws do not regulate procedural aspects of permit issuance. 
The terms of permit issuance (material and procedural criteria, the cost of the process, document requirements, etc.) are stipulated by regulations issued by the Cabinet of Ministers, government agencies, and local authorities. 

	Permit-issuing procedures are set forth mainly in the Administrative and Procedural Code. 

	The Administrative and Procedural Code is not adopted. A draft is available. 

	Permit-issuing procedures are always public, being defined in laws and government regulations. 
	A considerable portion of permit-issuing procedures are not public, being stipulated by regulations of government agencies, local authorities, and local governments.  

	A system of notification permits exists, making it enough for the firm to inform the controlling authority about its intention to begin a specific activity.
	Notification permits do not exist.


Reform Objectives and Impact 
The object of reforming the permit-issuing system in Ukraine is not a limited list of different kinds of permits but the multitude of all regulatory procedures and existing standards (sanitary and epidemiological and veterinary regulations, fire safety regulations, building standards and regulations, and other regulatory documents). 
A reform of the permit system will accomplish the following objectives and have an anticipated effect both for the public and private sectors:
	Objectives
	Anticipated effect for the public sector 
	Anticipated effect for the private sector 

	Streamline the number of existing permits 
	· improved quality of oversight
· increased number of small and medium-sized businesses 
· increased tax revenues 
	- lifting barriers to doing business 


	Create transparent and high-quality permit procedures 
	· improved performance of government agencies 
· reduced corruption 
· increased number of small and medium-sized businesses 
	· increased awareness 
· better business planning opportunities 
- creating a supportive environment for fair competition 

	Reduce the number of authorities that issue the same kinds of permits 
	· budget funds saved
· reduced corruption 
	· saving time 
· lifting barriers to doing business 

	Address problems with official payments in the course of completing permit procedures 
	· reduced corruption

	·  saving money
·  eliminate barriers to ding business 

	Streamline and harmonize sanitary and epidemiological, veterinary, fire safety regulations, building standards and other regulations with EU legislation and WTO standards 
	· create a favorable investment climate for international and local investors 

	· saving time and money 
· more opportunities to use modern technology and materials 
· broaden access to EU market 


Key Success Factors of Reform Implementation
The Ukrainian government fully recognizes the need for reforming the permit system. But many transitional economies and developing countries have experienced problems in ensuring coordination among various government agencies, when implementing similar reform initiatives. Their experience shows that, to make a reform successful, the following elements need to be put in place:

	Latvia’s1 experience in reforming controlling authorities 
	Implementing permit-issuing reform in Ukraine 

	A consensus of political forces in society 
	A general idea about the nature of existing problems and ways of reforming key policy makers – the Ukrainian Parliament and the Cabinet of Ministers 

	A government which supports the reform and has a clear implementation plan 
	Designating a national-level authority in charge of formulating and carrying out state policy in the sphere of permit issuance 

	The presence of a proactive and reform-minded bloc of public officials in the government, ensuring the continuity of reform, contributing intellectually, and working through all elements of the reform process
	Forming a national-level collegial body - comprised of key permit-issuing officials and members of entrepreneurial public organizations – to be in charge of monitoring the impact of existing permit procedures and developing recommendations for their improvement and application 

	The presence of a powerful, well-organized, and creative private sector, willing to assist in designing, implementing, and monitoring reform initiatives 
	Active participation of entrepreneurial associations in the implementation of reform by contributing to the work of the collegial body, establishing an on-going dialogue between the private and the public sectors, and monitoring the impact of reform on the development of the business sector


The Main Stages of Reform 
The main components of the proposed Reform Strategy take a comprehensive approach to reforming the permit system and include:

1. Adopting the law "On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity", establishing a regulatory framework for performing permit functions in the sphere of economic activity.
2. Creating a central government apparatus of organizational structures with a mandate to reform the permit-issuing system, by means of:

2.1. Conferring the authority to implement the reform on the Cabinet of Ministers of Ukraine.

2.2. Setting up a Steering Committee – a collegial body whose terms of reference and composition would be determined by the Cabinet of Ministers, based on equal quotas distributed among key central government agencies which issue permits, members of entrepreneurial public organizations, and experts. 


Decisions made by the Steering Committee within its terms of reference must be binding for government authorities and local self-government authorities.

3. Approving and following an action plan of government authorities taking concrete steps to reform the permit-issuing system. Essentially, that would be a plan of implementing the concept of the Law “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity".

The implementation of the concept set out in the Strategy will:
· Lay down a legislative framework for formulating and pursuing a consistent and effective state policy in the sphere of permit issuance, as well as a legal basis for reforming the permit-issuing system which is already in place;
· Create an effective policy tool for performing permit-issuing functions in the sphere of economic activity, suitable for constantly improving the regulatory framework of the permit system and for simplifying and streamlining permit application practices.
The following sections take a closer look at the shortcomings of the existing permit system in the sphere of economic activity in Ukraine and a comprehensive approach to reform. 
2. The Ukrainian Permit-Issuing System. The Need for Reform 
This section explains, summarizes, and shows the adverse effect of the main deficiencies of the permit-issuing system on the performance of enterprises and government agencies.  

The permit-issuing system currently in place in the sphere of economic activity in Ukraine embraces all enterprises and presents a serious administrative barrier. 
All new businesses must obtain at least one permit from fire safety authorities. Surveyed enterprises reported that they need to obtain an average of 5 permits to begin operation, spending an average of 33 days and 690 UAH on each. 
The chart below shows the most commonly obtained permits; however there are much more permits in Ukraine - about 1,200 – of which more than half are unjustified2 and some are obviously rudimentary.3
Chart. The Most Common Permits in 2003 
(by organization and type of permit)
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In 2003, permits were obtained by 40% of firms, 70% of which considered permit-issuing procedures to be complicated and very complicated. The reasons for that are:

· before getting a specific permit, an entrepreneur must usually go through a long process of obtaining approvals, which requires submitting a multitude of documents, getting expert assessments, and conducting inspections; 
· existing legislation does not set any consistent requirements for the content of legal and standard acts regulating permit-issuing procedures.
Chart. Main Problems Cited by Entrepreneurs in Obtaining Permits 
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Given a lack of consistent rules or requirements in the sphere of permit issuance, many departments get a free hand in setting their own rules and changing them later. The role of a bureaucrat in making a decision about issuing a specific permit increases, thus fostering corruption. 

The deficiencies of the existing Ukrainian permit-issuing system are rooted mainly in the level of the quality of applicable legislation. 

Permit issuance is regulated by a multitude of isolated regulations, including 167 laws, 150 resolutions of the Cabinet of Ministers of Ukraine, and 1,500 regulations of national and local authorities.  

An analysis of that legislation reveals the following main shortcomings of permit-issuing procedures, proving that existing problems are universal.
1) A lack of legal provisions stipulating the content of regulations that deal with legal aspects of permit-issuing procedures. 
This shortcoming is intensified by the prevalence of the so-called functional approach to adopting regulations. It means that wherever the law does not stipulate mandatory requirements which regulations that define permit-issuing procedures must meet, the policy maker focuses mainly on describing the way in which the permit-issuing authority should perform the procedure.  
A negative effect of this approach is a problem common to almost all regulations – the impossibility of drawing a consistent picture of all stages of obtaining the permit or approval, all the authorities that are involved in the process, the cost of the process, or requirements with regard to lists and preparation of documents that are required to obtain the permit, and so forth.

2) Duplication of functions assigned to permit-issuing authorities, resulting in a situation where permits for the same kind of activity are issued by different agencies and regulations are issued by different agencies to address the same problems.
One example of such duplication is the issuance of permits to begin operation by fire safety and labor safety authorities. Labor safety authorities, though, issue permits to begin operation only to those firms that deal with operating high-risk projects, machinery, tools, and equipment, whereas state fire safety authorities issue permits to begin operation to any start-up business.

One major factor responsible for this problem is the incompletion of the Administrative reform in Ukraine, showing through as a lack of coordination among local self-government authorities, local government administrations, and local branches of national government agencies in permit issuance. 
3) Unclear definitions of the authority of permit-issuing authorities 
In most cases, policy makers limit themselves to stating that these authorities have a right to issue permits, leaving many questions open with regard to various legal aspects of such issuance. 
This is particularly true for local self-government authorities whose terms of reference include a great deal of permit functions. Often it is unclear which authority is to establish permit-issuing procedures. 
If it is local self-government bodies, then it is unclear how to ensure the consistency of observing these procedures across the country; acceptable quality of regulations issued by village and township self-government authorities, the binding force of regulations issued by local self-government authorities for local branches of national executive power authorities, local state administrations, and other units that are required by law to participate in the permit-issuing process, and so forth. If those regulations must be approved by other authorities, the scope of their powers must be clearly defined by law. 
4) An unjustifiably long list of permits, often of rudimentary nature. 
It is difficult to account for a ban, established more than 10 years ago by Article 10 of the Law of Ukraine “On Fire Safety” No. 3745-ХІІ of 17 December 1993, for any new business to begin operation without a permission of fire safety authorities, especially considering that this Article prescribes that the same authorities should issue permits “to put in operation new and renovated production … and other facilities, introduce new technology…”. 
It is just as difficult to explain why the above law requires that any newly formed business should obtain a permit to begin operation from state fire safety authorities – while the Law of Ukraine “On Labor Safety” No. 2694-ХІІ of 14 October 1992 stipulates that a permit from state labor safety authorities to begin operation and specific activities is required only for enterprises that deal with operating and running high-risk projects, machinery, tools, and equipment. 
In that regard, the assertion that the object of regulation by fire safety authorities should be not the companies’ business but fire safety seems quite logical. 
5) The ambiguity of the legal nature and method of interaction between business entities authorized to participate in completing permit-issuing procedures and applicant firms, government agencies, and local government authorities. 
In practice, business entities participate in permit procedures in two ways. In the first case, it means that companies like Vodokanal and Oblenergo – utility companies – essentially take part in permit issuance. 
For instance, the Procedure For Issuing Development Requirements And Target Specifications For Development Project Engineering And Determining Fees, approved by the Resolution of the Cabinet of Ministers of Ukraine of 20 December 1999 No. 2339-ІІІ, prescribes that business entities should provide applicants with specifications, an integral part of output data for designing a development project, which are issued by designated local departments for construction and architecture under executive committees of local city councils and state administrations. 

In the second case, participation of business entities in permit procedures is limited to performing specific services for a fee in preparing documents like opinions; status evaluations; examinations, inquiries, inspections, testing findings; expert assessments, and so forth in order to obtain a specific permit. 
For instance, in accordance with the Procedure for Issuing Permits by the State Committee for Labor Safety and Its Local Branches, approved by the Resolution of the Cabinet of Ministers of Ukraine of 15 October 2003 No. 1631 or the Procedure for Issuing Permits to Begin Operations and Lease Premises by State Fire Safety Authorities, approved by the Resolution of the Cabinet of Ministers of Ukraine of 14 February 2001 No. 150.

6) The complexity, inaccessibility, and inconsistency of regulations setting forth mandatory requirements for sanitary, fire, environmental, and other safety for objects and processes pertaining to business activity, i.e. requirements consistency with which is certified by a specific permit. 
This includes state building standards (SBS), sanitary standards and regulations (SSR), and other regulations, most of which were adopted under the Soviet regime, when state ownership was the predominant form of ownership and large state-owned corporations still existed. These standards and regulations are still used as benchmarks when deciding on issuing or refusing a permit. Almost all of such standards are approved by departmental regulations, not laws. This substantially increases the risk of their being at variance or inconsistent with other regulations. 
7) Problems in determining exact fees for services of a permit-issuing authority in preparing documents required in order to obtain a permit. 
This can be accounted for as follows. A list of paid services that may be performed by relevant central executive power authorities is usually made by the Cabinet of Ministers of Ukraine
. A fee for the services is usually set by the central executive power authority performing the services in coordination with the Ministry of Finance and the Ministry of Economy and European Integration of Ukraine
. 
Often fees are set in man-hours depending on the kind of services performed. Regulations setting fees in karbovantsi (Ukrainian currency abolished in 1996), which should be adjusted according to inflation, are still in place.  

Most firms (58%) that obtained permits in 2003 reported that the cost of permit-issuing procedures currently in place in Ukraine is high.

Chart. Firms’ Assessment of A Final Amount Spent on Obtaining A Permit 
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Existing legislation does not indicate what kind of services should be performed to get a document necessary for obtaining a permit, not to mention the number of man-hours to be spent. As the law does not set any limits on the cost of services performed by government authorities, it becomes very difficult for the recipients of the services to predict what the cost will be.

The cost of specific services is determined on a case-by-case basis, since existing legislation does not indicate what kind of services should be performed to receive a document necessary for obtaining a permit or how many man-hours should be spent. No wonder that most firms (58%) that obtained permits in 2003 found the cost of permit-issuing procedures too high. 

8. A lack of a national authority to formulate and implement a comprehensive state policy with regard to issuing business permits, as well as a lack of a legal basis for creating such an authority. 
It is important to create a national-level executive power authority in Ukraine, with enough powers to improve the legal framework for issuing permits and simplifying and streamlining their application practices. 
The terms of reference of such an authority could include: designing main activities for developing the policy mechanism of performing permit functions in the sphere of economic activity; drafting regulations on permit issuance; summarizing application practices of existing regulations; overseeing compliance of permit-issuing authorities with legislation; providing methodological guidance, informational support to permit-issuing authorities, etc.

An overview of the main deficiencies of the existing system suggests that a reform of the business permit system should take a comprehensive and transparent approach with the support of the legislative and executive power in Ukraine at the national level. 

3. Reform Content. Latvia’s Successful Experience 
This section provides an overview and analysis of the process of designing and implementing permit reform and highlights critical aspects of strategic and operational management of the reform, drawing upon the experience of a reform of controlling authorities in Latvia (1999-2003)
.

The goal of the reform is to lift administrative barriers hampering the development of small and medium-sized businesses and to improve investment climate in Ukraine. One major barrier in Ukraine is the existing system of issuing business permits. 
In Latvia, an effective and sustainable mechanism was introduced to detect and reduce administrative barriers to investment by establishing well-regulated communication among stakeholders, following a “reform cycle” which consisted of:

1. identifying problems on an on-going basis;

2. establishing a well-organized dialogue between the government and the business community to prioritize reform initiatives and develop an Action Plan;

3. adopting the plan of action and reform implementation by policy makers;
4. monitoring the business environment and the impact of reform. 

Target reforms of the business-enabling environment, which were launched in 1999, had a tangible impact and earned praise of the business community and international organizations for their innovative and effective approach. Since 1999, the most progress was made in areas such as streamlining inspections, firm registration, tax management, customs and border issues, real estate, and immigration. 

A key element and a functional aspect of the reform cycle in general and this reform in particular is a legal instrument - An Action Plan for Improving the Business Environment adopted by the government. The Action Plan is an interdepartmental planning document, originally designed in 1999 and regularly updated afterwards. It outlines:

· problems identified by entrepreneurs;

· concrete steps needed to resolve the problems, approved by technical experts from the public and private sector by means of well-regulated communication;

· executing agencies;

· requirements and timelines. 


The Action Plan provides for amending and supplementing regulations, reviewing and simplifying procedures, improving coordination among various organizations, preparing and publishing information, and training government and municipal officials. It is a “living” document, regularly updated to add new and delete accomplished objectives. By 31 December 2003, 91 of 106 objectives set in the Action Plan were accomplished successfully. Therefore the success indicator is quite high (88 %).

The example of the reform of controlling authorities in Latvia demonstrates how a successful reform did not go directly from one point to another but was wave-like, from development to implementation to assessment and to the next round of formulation. Often development and implementation happened at the same time. 
The comprehensive reform led to policy and administration changes adopted by the government and specific controlling authorities:


	· Add transparency to terms of reference and methods of documenting internal processes and procedures 
	
	· Apply consistent procedures 

	
	· Focus on activities aimed at ensuring the understanding of safety and labor hygiene regulations 

	· Make operating procedures and forms consistent for all controlling authorities 
	
	· Clearly define rights and responsibilities of inspectors with regard to firms 
	
	· Ensure an increased number of constructive consultations for firms.

	· Apply performance evaluation indicators 
	
	· Introduce customer surveys and questionnaires 
	
	· Introduce strategic and operational planning

	· Create a forum facilitating regular information exchange among controlling authorities 
	
	· Increase openness and transparency of controlling authorities and their tolerance to change 
	
	· Apply performance indicators and evaluation methods to reduce the amount of time firms spend on communicating with government officials 

	· Provide training for a broad range of controlling authorities officials on various aspects of administrative procedures and the “customer focus”;
Initiate strategic planning and structural changes needed to implement it 
	
	· A dramatic drop in the number of sanctions applied. At the same time, the general level of accidents, health care and compliance with safety regulations did not deteriorate. 

	· Inspectors’ satisfaction with their working environment (salaries not included!) increased 
· Level of firms’ compliance with regulations increased 
· Controlling authorities’ performance improved (increased number of firms supervised using the same amount of human resources) 


The experience of reforming controlling authorities in Latvia demonstrates the importance of taking a flexible approach, encouraging different groups of stakeholders to participate, and having the capacity to make interim performance evaluations at different stages of implementation, and to reformulate and redesign reform activities as needed.

Factors listed below were critical to the success of the reform of controlling authorities. Some of these factors are unique to Latvia, while others may be replicated elsewhere:

1. External motivation: accession to the European Union and binding conditions of the World Banks’ Program Loan for restructuring. 
This gave an impetus to reform initiatives aimed at improving the business climate, lifting administrative barriers, and strengthening the country’s investment appeal.
2. A critical role of technical experts in the government. 
When governments change, the role of public officials inevitably increases, as they are the ones ensuring the uninterrupted and smooth operation of governance machinery. This meant that the reform, driven by technocrats, took the direction from bottom to top and lost its dependence on political changes at the top. 
3. An institution responsible for managing the administrative reform. 
In order to implement the reform of controlling authorities, a government institution was needed to claim ownership of the reform and manage it like other administrative initiatives. The Bureau for Government Reform (BGR), subordinate to the Ministry of Government and Municipal Reform, had prestige with and respect of controlling authorities. This gave the Bureau a leading role in carrying out the reform of controlling authorities.
4. Involvement of entrepreneurs. 
Feedback from entrepreneurs turned into an important mechanism of monitoring the process by putting pressure on the government and the business community. Keeping the government accountable, the involvement of entrepreneurs through business associations became a dynamic component of the process.
5. Well-regulated communication inside the government. 
A lack of communication among controlling authorities was a key restraint which had to be removed in order to address their problems, especially in terms of giving up the view that there are no similarities among different controlling authorities. Quite understandably, at the start of the process many controlling authorities argued that they are responsible for completely different aspects of overseeing compliance (sanitary standards, workplace safety regulations, fire safety regulations, and so forth). 

Communication within the government, established through the Bureau for Government Reform and the Steering Committee for inspections, made the inspectors understand that some aspects are common to all controlling authorities.
6. Internal motivation to achieve change. 
An extremely important factor of ensuring the success of the reform at the implementation stage was the motivation of the leaders of controlling authorities to achieve change.  

That motivation was hard to get; it was born out of lengthy debates and discussions about the underlying causes of the problems and their solutions. At first it was necessary to gain the support of one or two leaders of controlling authorities who helped to break the ice. 

Thanks to the support of their leader, the Labor Inspectorate played a particularly important role as a testing ground and a resonator in designing and implementing the reform. Leaders of some controlling authorities, when interviewed later, would say that their motivation was based on:

· being aware of external changes, such as EU accession, and the resulting need to monitor the introduction of a new set of standards and regulations;

· the reform program gave them new powers, provided training, and helped to hone skills necessary for working with a rapidly changing business environment. 
7. “Winners” and “losers”. 
When making an assessment of the Latvian experience in reform implementation, it is necessary to examine a general issue of who won and who lost, i.e. who benefited from the reform and who did not. 

But the Latvian example is not based on a clear paradigm “winners vs. losers” because of two factors: first, the nature of the consensus in reform implementation, and second, the fact that most activities were neither too radical nor too expensive for any stakeholder groups to notice, therefore none of them could claim to be a “victim” of the potential reform – which would inevitably create a source of resistance – that would definitely “lose” if the reform were successful. 

Both factors relate to inspectors who might have been interested to keep the status quo and could have resisted the reform.
4. The Stages of Reform, Participants, and Resources 
The object of reforming the permit-issuing system in Ukraine is not a limited list of different kinds of permits but the multitude of all regulatory procedures and existing standards (sanitary and epidemiological and veterinary regulations, fire safety regulations, building standards and regulations, and other regulatory documents). 
When reforming the permit-issuing system in the sphere of economic activity, it is necessary to: 

1. Delineate activities that require permits. Entrepreneurs will not have to obtain permits in order to do all other kinds of business that are not included in the list. 
2. Divide all permits into two categories by law: 
· one – permits to do business that present a high risk to human health, public security, or the environment; and 
· two – permits required to do most kinds of business, including those that are designed to avert public security danger.  

3. Introduce a notification (application) principle of obtaining permits included in the second group, which should meet the following requirements:

· the entrepreneur decides independently whether s/he can meet the requirements and standards clearly stipulated by legislation;

· the entrepreneur can begin the activity immediately upon notifying all relevant authorities;

· the entrepreneur’s activity is monitored by a relevant agency overseeing compliance with requirements and standards clearly set out in legislation. 
In a limited number of cases specified in applicable legislation, the agency may initiate banning this kind of activity if it presents a risk to human health, public security, or the environment, e.g. public catering facilities, grocery business, and so forth.  

4. Delineate binding and consistent requirements for the content of regulations that define legal aspects of permit issuance.
5. Make the authority to adopt regulations establishing permit-issuing procedures exclusive to the Cabinet of Ministers of Ukraine. 
6. Define the legal nature and method of interaction between business entities authorized to participate in completing permit-issuing procedures and applicant firms, government agencies, and local government authorities.

The first step in reforming the permit-issuing system must become the enactment of the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity”
, to define the organizational and legal principles of permit issuance comprehensively and consistently, including: general principles of state policy in respect of permit functions in the sphere of economic activity; the terms of reference of national and local government authorities in issuing business permits and approvals; regulations addressing the issue of performing permit functions in the sphere of economic activity; and requirements that regulations defining permit-issuing procedures must meet.  

The main objectives of the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity” are as follows:

	Objectives
	Actions

	Streamline the number of existing permits
	- make the authority to specify in which cases which permits should be issued exclusive to the Ukrainian Parliament, i.e. strictly by law, which will automatically stop new kinds of permits from being prescribed by departmental regulations, local authorities’ and self-governments’ regulations;

-
ban permits that are not required by Ukrainian law;

-
keep records of all issued permits by means of a single permit register.

	Create transparent and high-quality permit procedures
	-
remove the authority of departments, local authorities, and local governments to regulate the permit-issuing process, making it exclusive to the Cabinet of Ministers of Ukraine;

-
introduce consistent requirements for the content of permit-issuing regulations;

-
secure the principle of mandatory adoption of a single regulation in respect of a specific permit and all approvals required to obtain it;

-
create an opportunity to introduce simplified permit-issuing procedures for activities which are not related to operating high-risk projects, machinery, mechanisms, or equipment.

	Reduce the number of authorities issuing the same kinds of permits
	-
secure the principle of mandatory adoption of a single regulation in respect of a specific permit and all approvals required in order to obtain it, automatically banning the issuance of individual regulations on approvals - a practice multiplying the number of permit-issuing authorities ad infinitum;

-
make the authority to regulate the permit-issuing process exclusive to the Cabinet of Ministers of Ukraine, eliminating the possibility of duplicating permit-issuing powers of national authorities, in light of the special collegial manner in which decisions of the Ukrainian Government are made.

	Address problems with official payments in the course of completing permit procedures
	-
secure the principle of issuing permits for free except in instances specified in applicable legislation;

-
lay down a principle stipulating that a permit fee, if it is expressly required by law, must not exceed the costs of issuing a permit incurred by relevant authorities;

-
make the authority to set tariffs for services of government agencies in preparing documents required in order to obtain a permit exclusive to the Cabinet of Ministers of Ukraine, removing it from departmental jurisdiction;

-
secure a principle stipulating that the cost of services in preparing documents required in order to obtain a permit that are provided by individual self-sustaining units of permit-issuing authorities, state-owned and municipal enterprises must not exceed the marginal cost of the appropriate services prescribed by law for permit-issuing authorities.

	Streamline and harmonize sanitary and epidemiological, veterinary, fire safety regulations, building standards and other regulations with EU legislation and WTO standards
	-
make the Cabinet of Ministers of Ukraine responsible for reviewing standards, sanitary and epidemiological and veterinary regulations, fire safety regulations, building standards and regulations, and other standards – i.e. requirements compliance with which is certified by issuing a permit – within a timeframe defined by law.


Adopting the law will check the uncontrolled growth of the number of businesses permits, eliminate duplication of the powers of executive power and local self-government authorities, increase transparency of permit-issuing procedures, and improve the consistency of permit fees. 
Establishing a special national-level authority to monitor the effectiveness of existing permit-issuing procedures and formulating recommendations for their improvement and application will become the next step in reforming the permit-issuing system. This implies that, as required by the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity”, the Ukrainian Government must approve a regulation
 on such an authority and define its composition. 

It appears reasonable to establish equal representation quotas for experts, public entrepreneurial organizations, the State Committee of Ukraine for Regulatory Policy and Entrepreneurship as a national-level authority in charge of formulating and carrying out a comprehensive state policy in permit issuance, as well as for national government agencies which issue permits most often, such as the Ukrainian Ministry of Emergencies, the State Committee for Labor Safety, the Ministry of Health, and the Ministry of Ecology and Environmental Protection. 
To ensure greater independence and better performance of this authority:

· the regulation on the authority and its composition must be approved by the Cabinet of Ministers of Ukraine;

· members should include not only public officials but also academics, professionals, and members of public organizations;

· independent experts and members of entrepreneurial organizations must have a substantial representation quota;

· the scope of powers should be enough to have a real impact on the situation.

The third step in carrying out an all-embracing reform of permit-issuing policies and practices should be the adoption and implementation of an action plan for reforming the permit-issuing system on the basis of the concept of the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity”. This involves approving and implementing a plan of specific actions of concrete Ukrainian executive power authorities aimed at improving the system of issuing permits to businesses. (Table 1).  
Table 1.
A Program of Action for Improving State Policy in the Sphere of Issuing Permits and Approvals to Businesses for 2005-2006 
	No.
	Activity
	Executing Agency 
	Timeframe

	1.
	Make a preliminary analysis of and develop proposals for streamlining existing legislation in the sphere of business permits and approvals 
	State Committee of Ukraine for Regulatory Policy and Entrepreneurship and other national government agencies 
	February – March 2005

	2.
	Create a single permit register 
	State Committee of Ukraine for Regulatory Policy and Entrepreneurship
	February – March 2005

	3.
	Form a systematized database on permits and approvals that exist in Ukraine 
	State Committee of Ukraine for Regulatory Policy and Entrepreneurship
	February – July 2005

	4.
	Draft the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity” and submit to the Cabinet of Ministers which will propose the bill to the Verkhovna Rada of Ukraine 
	State Committee of Ukraine for Regulatory Policy and Entrepreneurship
	February – April 2005

	5.
	Adopt the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity”
	Verkhovna Rada of Ukraine 
	May -December 2005

	6.
	Establish a Steering Committee for Business Permits and Approvals (further – the Steering Committee) and approve a regulation on the Committee.
	Cabinet of Ministers of Ukraine 
	January
2006


	7.
	Design a training program for officials of permit-issuing organizations 
	Interested national government agencies 
	January – February
2006

	8.
	Develop consistent procedures for issuing permits and approvals 
	The Steering Committee along with permit-issuing authorities 
	February – December
2006

	9.
	Conduct monitoring of regulations and terms of reference of permit-issuing authorities; formulate clarification proposals 
	The Steering Committee, national government agencies, local authorities 
	On-going

	10.
	Prepare publication of a regularly updated reference book on existing permits and approvals, including an electronic version 
	The Steering Committee, State Committee of Ukraine for Regulatory Policy and Entrepreneurship, ministries, local authorities 
	On-going


Implementation of the activities listed above will create a policy vehicle for reforming the permit-issuing system, which will automatically ensure the following:

· the Ukrainian Government approving regulations which define permit-issuing procedures, proposed by national-level government agencies;

· reviewing existing, mainly departmental, standards, sanitary and epidemiological regulations, veterinary regulations, fire safety regulations, building standards and regulations, and other regulations with the aim of streamlining and harmonizing them with European Union legislation and the World Trade Organization policies and securing in Ukrainian laws;

· defining the legal nature, principles, and method of interaction between business entities authorized to participate in completing permit-issuing procedures and applicant firms, government agencies, and local government authorities;

· establishing the procedure for executive power and local self-government authorities, as well as business organizations providing paid services for preparing documents – such as opinions, status evaluations, examination findings, appraisals, inspections, testing findings, expert assessments – which are required in order to obtain permits, and establishing the principles of determining the fee for such services.

At the same time, a sweeping reform of existing legislation and permit-issuing practices does not rule out the possibility of improving specific areas of permit issuance by reviewing legal procedures and permit-issuing practices of specific government agencies and local executive power authorities, local governments, e.g. state labor safety authorities.  



Key tasks





Functions 





Identify problems in the sphere of permit issuance;


Develop a uniform view of existing problems and approaches to addressing them;


Serve as a communication channel among key agencies, experts, and business representatives;


Provide a substantiation of decisions made;


Ensure pre-testing of policy decisions by experts and business representatives 





Manage the reform through its powers in the Steering Committee (convene and prepare meetings);


Receive operational information about any initiatives carried out by the public and private sectors that is available to central government authorities. 





Ensures a review of regulations which set requirements the conformity with which is certified by appropriate permits 


Simplifies permit-issuing procedures 





On average, the percentage of permits refused in 2003 does not exceed 3%, suggesting a possibility of introducing an application or notification-based principle of permit issuance.








Fire safety authorities give 91% of firms temporary permits, as meeting all the requirements to obtain a permanent permit is impossible.


A public official





Obtaining a permit is a very complicated procedure... It is difficult even for those who specialize in it. It would be convenient if regulations spelled things out clearly and consistently so that entrepreneurs could obtain justified decisions.


A business survey participant





фокус группы








Plays a key role in reforming the permit system;


Has all the powers necessary to implement the reform.





 An extremely ambiguous, unclear legislation...


A business survey participant 








Steering Committee  








Cabinet of Ministers 








Positive changes in the ADMINISTRATIVE CULTURE of working with customers (enterprises) 








Development and improvement of KEY MANAGEMENT SYSTEMS and work methods 





Gradual shifting from PUNISHING FOR VIOLATION to ensuring compliance 








The Prime Minister was the first to lend support to the reform in Latvia at the political level. After the government was replaced in 1999, political leadership passed to the Minister of Economy and later to his successors. But the support of the Prime Minister, voiced openly and comprehensively at the start, played a key role. 


But it was technical experts of the Latvian Development Bureau who formulated the concept, developed strategic direction, designed options, and carried out day-to-day management of the reform, and later, when carrying out the reform of controlling authorities – experts of the Bureau for Government Reform. 


This business-like approach to the reform by technical staff and pressure from business associations explain how the efforts directed at improving the business environment could survive 4 or 5 governments from 1999 to 2002. 








4. 


Monitor the impact of implemented reform initiatives 











3. 


Introduce and implement the Action Plan 








2. 


Reach an agreement on reform priorities and develop an Action Plan 








1. 


Identify problem
































� This kind of endorsement may take a variety of forms, including a permit, an approval, registration, an opinion, findings, an evaluation, an expert assessment, and so forth. For the purposes of this survey, Ukraine’s permit system is defined as the whole range of forms of government endorsement.


� Conducted by the International Finance Corporation (IFC) with the financial support of the Kingdom of Norway in spring 2004 . A survey of entrepreneurs was conducted in 23 oblast centers in Ukraine, as well as in the cities of Kyiv and Simferopol in spring 2004. The sample was 2,500 firms. 


� The survey was conducted during July and August 2004 among officials of the State Committee for Labor Safety, the Department of Fire Safety under the Ministry of Emergencies, and the Sanitary and Epidemiological Service of the Ministry of Health of Ukraine. 


� S. Tretyakov “Reforming the Business Permit System – A Prerequisite for Creating A Business-Enabling Environment in Ukraine” Prioritety, # 12 (18) 2004, p. 6


� P.G. Afanasiev, deputy head of the State Department of Fire Safety under the Ministry of Emergencies of Ukraine; an Internet conference on reforming the Ukrainian permit-issuing system, May 2004.


1 The Latvian experience is considered here, because it appears to be the most relevant for Ukraine, from being a Soviet republic to entering the European Union.  





2 S. Tretyakov “Reforming the Business Permit System – A Prerequisite for Creating A Business-Enabling Environment in Ukraine” Prioritety, # 12 (18) 2004, p. 6.


3 This is illustrated by the existence of mandatory permits such as a permit to begin operation and lease any kind of premises that any new business must obtain from fire safety authorities, as required by Article 10 of the Law of Ukraine “On Fire Safety” of 17 December 1993 No. 3745-ХІІ.


� Article 10 of the Law of Ukraine “On Fire Safety” No. 3745-ХІІ of 17 December 1993 and Article 21 of the Law of Ukraine “On Labor Safety” of 14 October 1992 No. 2694-ХІІ


� See: A List of Paid Services That May Be Performed by State Fire Safety Departments under the Ministry of Emergencies and Affairs of Population Protection from Consequences of Chornobyl, approved by the Resolution of the Cabinet of Ministers of Ukraine of 15 June 2000 No. 798;  A List of Paid Services That May Be Performed by the State Committee for Labor Safety and Its Local Branches, approved by the Resolution of the Cabinet of Ministers of Ukraine of 1 April 1999 No. 524; Tariffs/Rates for Works and Services That Are Performed For a Fee by Organizations and Departments of the State Sanitary and Epidemiological Service, approved by the Resolution of the Cabinet of Ministers of Ukraine of 27 August 2003 No. 1351


� See: Tariffs for Works and Services Performed by Expert and Technical Centers, approved by the Order of the State Committee for Labor Safety of 21 November 1994 No. 116; Tariffs for Works and Services Performed by State Fire Safety Departments under the Ministry of Internal Affairs of Ukraine, approved by the Order of the Ministry of Internal Affairs of Ukraine, Ministry of Finance of Ukraine, Ministry of Economy of Ukraine of 7 September 2000 No. 611/215/194


� A full report on the reform of controlling authorities in Latvia is given in Annex 3.


� See Annex 1


� See Annex 2


� If the Law of Ukraine “On the Organizational and Legal Principles of Performing Permit Functions in the Sphere of Economic Activity” is enacted 
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