
KEY CORRUPTION RISKS 
IN THE ACTIVITY OF MOD STATE-OWNED ENTERPRISES

AND WAYS TO MINIMIZE THEM



State-owned enterprises are one of the weakest parts 
of Ukraine’s MoD management. This info is mentioned 

in the Activity Program of Ukraine’s Cabinet of 
Ministers in 2019. 

Why?



114 enterprises

As of January 2020 the Ministry of Defence manages 

Most of them are not involved in satisfying the 
needs of the Ministry of Defence or the Armed 

Forces of Ukraine, whereas their financial 
situation worsens year by year



Aggregated financial results of MoD state-owned enterprises 
constantly get worse

Year 2016 
+UAH 136 thousand

Year 2017
-UAH 22,4 mln

Year 2018
-UAH 8,2 mln 

Year 2019
-UAH 38,7 mln



103 
Main Property and Resource 

Directorate  

6 
Main Housing Directorate 

3 
Main Intelligence Directorate 

2 
Main Military and Medical 

Directorate   

These MoD structural units manage SOEs



Out of 103 SOEs managed by the Main Assets and Resource 
Directorate only 59% are working. The others are under 
liquidation, reorganization, or bankrupt



Services provided by MoD state-owned enterprises



2 828 people 
were officially employed by MoD state-owned enterprises in 2019:

40 
managers

768 
administrative managerial staff

2020 
employees

Labour expense reached 

UAH 274,6 mln



Total value of SOE assets is
UAH 1,2 bln 

Total debt and liabilities of SOEs is
UAH 636 mln  



At many SOEs, full financials reports are not prepared at all or provided 
much later than should be.

 The  MARD explains it with chronic financial problems at all SOEs, lack 
of appointed directors at some of SOEs, and the loss of some founding 

and accounting documents. 



Most SOEs under MoD management are unable to satisfy the needs of 
Ukraine’s Armed Forces 

In 2019, only one MoD state-owned enterprise fully executed the MoD 
statutory tasks (data of the Accounting Chamber) 

 Reasons for that are: 
● negative results of the financial and business activity; 
● unsatisfactory condition of the key assets; 
● accumulation of the different type of debts; 
● economic inability to compete with the private sector. 



The perspective scheme to reform the SOEs stipulates transfer for privatization 
of 6 SOEs.

The selection criteria is the inability to satisfy the needs of the Armed Forces. 

In fact, the majority of MoD state-owned enterprises do not fulfill their tasks 
(according to the materials of the Accounting Chamber and the MoD internal control bodies)

Perspective scheme to reform the SOEs

This gives a reason to think that the number of SOEs selected for privatization 
was set too low. 



Lack of strategy to manage SOEs, reorganization and liquidation processes 
which have lasted for years, and ineffective MoD human resources policy lead to 

accumulation of SOE debts and loss of SOE assets and resources.

This is why the Ministry needs to review the SOE management 
policy 



Lack of strategy of managing the SOEs and ineffective human resources policy 
lead to:

● Losses of immovable and movable property which belonged to MoD enterprises. 
● Illegal transfer for lease of immobile and mobile property for cash, and 

sometimes of the part of the whole property complex.
● Illegal use of key assets and personnel of SOEs for the benefit of private 

businessmen. 

Key corruption risks in SOE functioning



The current SOE doesn’t take part in MoD 
tenders for construction. According to the 
management of this enterprise, the reason is 
because these procedures were not announced 
within this oblast through Prozorro system. 

In fact, there were such tenders but the SOE 
didn’t partake because the management didn’t 
want to move the equipment and the personnel 
within the limits of the oblast. 

This enterprise didn’t receive orders from the MoD and the Armed Forces from 
2009.
 

Example: SOE “Vinnytsa Engineering and Construction Bureau”



SOE reorganization and liquidation can be a positive practice but this practice doesn’t 
work for the Ministry of Defence. The risks are as follows: 

1. Liquidation and reorganization commissions are headed by the directors of these SOEs 
who are interested in hiding the results of their ineffective activity.

2. There are sometimes no representatives of the management body (ex., of the MARD) in 
liquidation and reorganization commissions. 

3. Orders on SOE reorganization or liquidation sometimes don’t include the definite date of 
finishing the reorganization or liquidation procedure.  

Risks of liquidation and reorganization



In 2015 the liquidation commission of SOE ‘Army of Ukraine’ was headed by Zavalenko 
I.V., who was the director of this enterprise in 2013 - 2015.

During the liquidation process, the 
commission made a serious mistake, as a 
result of which the MoD management 
body was unable to have full control over 
SOE assets. 

Liquidation of this SOE lasted for three 
years but was never finished. 

  

Example: SOE “Army of Ukraine”



In 2018, the Minister of Defence issued the Order on reorganization of this enterprise 
through its merger with another state-owned enterprise. Zavalenko again joined the 
reorganization committee. 

In the process of reorganization, it was found out that the key assets of SOE ‘Army of 
Ukraine’ were not guarded, it was impossible to define the volumes of property as the 
primary accounting documents were missing, and the hard disk drive with the 
accounting and tax materials was deleted by unknown people.  

Zavalenko was unable to explain the reasons of why the documents and the hard 
disk drive were missing. 

  

Example: SOE “Army of Ukraine”



Typical characteristics of the Ministry’s HR policy: 
● SOEs are widely headed by interim directors. 
● Lack of open and transparent selection processes for SOE directors.  

Typical situation: MoD state-owned enterprise is headed not by a full director but by 
an interim director whose interim character is continued year by year without 
clear tasks and responsibility.  

In 2019, the MoD Internal Audit Department found out that out of 11 working SOEs 7 
ones were headed by interim directors. 

  

Risks of HR policy 



Negative results of non-appointment of directors and non-signing contracts with them:

● Lack of responsibility for non-execution of financial plans, loss of assets and 
violation of labour legislation. 

● Lack of MoD control over the process of acceptance and transfer of assets from 
one director to another which creates risks of losing the assets. 

● Lack of control over accumulation of accounts payable and accounts receivable. 

Transparent and competitive selection competitions are ignored. This leads to the 
situations when the positions are occupied by directors with questionable 
professional achievements. 

Risks of HR Policy



The reason of the ineffective policy lies in unclear norms of the MoD regulatory acts 
which regulate the appointment of SOE directors. 

SOE directors are appointed: 
● under the contract terms by the State Secretary’s order upon the results of the 

competition 
● or on the basis of the substantiated proposal by the MoD structural unit 

managing the SOE. 

Ukraine’s Ministry of Defence prefers the second option. In this case, the decisive 
factor for the appointment can be the personal loyalty of the candidate to the 
Head of the MoD structural unit. 

Risks of HR Policy



NAKO’s Recommendations



To reform MOD state-owned enterprises according to the OECD Guidelines on 
Corporate Governance of State-Owned Enterprises.

To introduce complex changes to the current legislation and MoD regulatory acts to 
reformat the activity of SOEs. 

How overcome corruption risks in managing the SOEs? 



To define the real business situation at the enterprises managed by the MoD:
● availability of primary documents; 
● business results; financial and economic indicators; 
● availability and condition of movable and immovable property;
● personnel resource.

These measures should be taken with the involvement of independent bodies, 
organizations or experts in the form of audits, checks, monitoring, to collect the 
trustworthy data which will be used to make managerial decisions. 

I stage



Division of enterprises into 2 groups: working enterprises and those for 
privatization.

Possible criteria:
● executors of the State Defence Order for the MoD, Ministry of Interior, the 

Security Service of Ukraine, and other customers; 
● tender contractors for the MoD and the Armed Forces; 
● availability of assets and resources necessary to implement the functions of the 

MoD and the Armed Forces.  

Those enterprises which don’t meet any of the criteria could be privatized. This will help 
to lessen the burden of the Ministry of Defence from unnecessary managerial functions 
as for unnecessary enterprises and property. 

ІІ stage



Adoption of the new and redrafting the existing regulatory acts of the Ministry of 
Defence of Ukraine:
● adoption of the Strategy of Managing the Legal Entities under the MoD Management 

with taking into account of the OECD Guidelines on Corporate Governance of 
State-Owned Enterprises;

● introduction of the competitive selection for the positions of directors of  MoD 
state-owned enterprises;

● fixation of the competence of the MOD management to appoint the SOE directors 
taking into consideration the current legislation, the terms of the contract, 
performance indicators, and the clear responsibility of directors for non-execution of 
financial plans and violation of labor legislation;

● solving the problems in the process of reorganization and liquidation of legal entities 
by stipulating the clear terms of the procedure end; a prohibition for the director of 
the legal entity to head the liquidation/reorganization commission; it should be 
obligatory for the MARD representative to take part as the head of the commission.   

ІІІ stage 



Adoption of the two laws on:
1. write-off of desperate debts of MoD state-owned enterprises to state bodies.  
2. opening a special account in Ukraine’s state budget where 100 percent of funds 

received upon the sale of SOEs will be transferred. The account could be used to 
provide housing to the MoD servicemen and women.

This will enable the financial recovery of those enterprises that will remain under the 
MoD management and will spark the interest of MoD officials in privatization measures 
which are traditionally unpopular with them. 

ІV stage



To read the full NAKO’s report, please use this link:

[https://nako.org.ua/publication/]


