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EXECUTIVE SUMMARY

The Ukrainian armed forces have made a
promise to the country’s service personnel: a
commitment to provide military housing of
good quality, free of charge, and in proximity
to military bases. That promise, however, re-
mains very far from the day-to-day reality that
service personnel and their families have to
cope with. The waiting list for defence hous-
ing includes more than 47,000 people (as for
December, 2019)", while those who have been
assigned housing often live in unregistered
buildings, sub-standard, poor quality lodgings,’
or in areas unreasonably far from the military
bases where they need to work. The unrealis-
tic defence housing promise also perpetuates
a system of bribery and fraud, often the most
reliable ways of securing housing,* while prob-
lems related to construction, misappropriation
of resources, and lack of effective control over
MOD land affects government spending and
therefore all Ukrainian citizens.

NAKO's previous analysis of defence hous-
ing in Ukraine focused on shortcomings of the
defence housing management system and gov-
ernance shortcomings that contribute to bad
outcomes. It identified corruption risks and po-
tential corruption schemes as one of the key

factors contributing to the parlous state of the
defence housing issue.” Building on that anal-
ysis, this report zeroes in on specific corrup-
tion-related schemes enabled by shortcomings
in the governance of MOD real estate, which
should be used to improve the defence housing
situation.

Three case studies featured in this report il-
lustrate gross violations in the process of con-
struction of defence housing, with old, derelict
buildings being passed off as ‘new’ housing; loss
of state resources and control over real estate
due to alleged collusion between MOD offi-
cials and contractors; and significant damages
brought on by the activity of a rogue actor with-
in the MOD able to push through unauthorised
sales of defence land. These cases, chosen for
their representative features rather than due to
being unique, help illustrate the likely corrup-
tion schemes and the governance gaps that col-
lectively enable them. All of these are arguably
underpinned by refusal to reconsider or adapt
the promise to provide housing to all defence
personnel according to the modern realities and
using new mechanisms: treating it as a given ap-
pears to block reform, freeze harmful expecta-
tions, and perpetuate old schemes.

"Ministry of Defense of Ukraine, https://bit.ly/2VgcNSD

?For instance, during an exploratory mission to Odessa in 2019, NAKO researchers explored appalling housing conditions of a young
service member’s family, with two adults and two children living in a dilapidated flat with less than the legally defined minimum of

13.65 m* per person.

%At an OSCE training session on 5 - 6 September 2019 in Kyiv, servicemen and women expressed their frustration with the system,
the sense of being trapped within it and how, at times, participation in graft can be the most dependable way of securing a place

within the defence housing queue.

“The Independent Defence Anti-Corruption Committee (NAKO), ‘Poor Governance and Corruption in Ukraine’s Defence Housing Sys-
tem: Risks and Recommendations NAKO Report’ (October 2018), p. 15. Available at: https://bit.ly/2DOjYdh (verified January 2021).



CORRUPTION RISKS
Lack of effective oversight and control, coupled with arbitrary

decision making

Based on the case studies and on the analysis of the governance gaps, we identified the main cor-
ruption risks that contributed to the violations, as shown in the table below:

Lack of Capability and Needs-based Planning
Cumbersome Defence Housing Budgeting Process

Opaque and Unregulated Tendering Process

Frequent Institutional Restructuring and Personnel Turnover

CORRUPTION SCHEMES ENABLED
Abuse of office leading to embezzlement

Collusion between officials and contractors/bidders

Fraud

Based on the research contained in this report, NAKO’s key recommendations include:

Strengthening both internal MOD con-
trols and democratic oversight of the rel-
evant institutions and processes, in the
first instance through reinforcing the role
of the Accounting Chamber and the imple-
mentation of recommendations contained
in its reports;

Adoption of need-based, strategic plans
in housing in order to curtail opportunities
for arbitrary decision making;

Adaptation of budgetary procedures
and housing sign-off processes to enable
longer-term planning and prioritise final-
isation of projects in line with identified
needs;

Revision of the construction tendering pro-
cess to tighten the formulation of require-
ments (including costs, timeframes and re-
quirements related to provision of service
housing within larger projects on MOD land)
and criteria for bid acceptance and rejection
in order to reduce embezzlement opportu-
nities. Transparency of these procedures
needs to be enhanced, including through the
use of the online Prozorro system for public
tendering of defence housing projects.

Limiting staff turnover within relevant
departments through restructuring based
on a series of audits and adapted to needs
and strategic plans.

Independent Defence Anti-Corruption Committee | NAKO
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INTRODUCTION

The defence housingissue has been a thorny
one since Ukraine’s independence. Trying to ful-
fil the promise to provide housing to all defence
service personnel, in 1999 the Ukrainian Gov-
ernment approved the Comprehensive Program
‘Construction (Purchase) of Housing for Mili-
tary Servicemen/women of the Armed Forces
of Ukraine’ 2101190 (CPCEF), aimed at provid-
ing housing to service personnel, officials of the
Customs Service, the Ministry of Internal Affairs
and their family members. According to the in-
tegrated CPCEF program 2011-2017, financed by
the state budget (UAH 6.144 billion), and other
sources not forbidden by the legislation (UAH
7.288bn) the Ministry of Defence was to receive
45,085 apartments (total area of over 2.8 mil-
lion m2).” Today, these obligations remain large-
ly unfulfilled, and the number of service person-
nel registered on the waiting lists has increased
in 2011-2017 from 44,900 to over 47,000.°

At the same time, research indicates that mil-
lions of UAH have been diverted from Ukraine’s
budget through defence housing and real estate
schemes. Some projects have been delayed; oth-
ers where buildings have been constructed for
defence housing purposes remain unfinished and
thereby uninhabitable. Between 2016 and 2017,
a total of UAH 1.2 billion (52.2% of the entire
CPCEF budget) were allotted to the program;” an
analysis by the Parliament’s Accounting Chamber

concluded that the Ministry of Defence did not
ensure the efficient management of these funds,
and as a result defence housing was not deliv-
ered, constructed or acquired in a timely and
effective manner.® In June 2018, the Accounting
Chamber published its report into the efficiency
of the defence housing system in 2016-2017. Poor
governance was identified as the cause of over
UAH 600 million (approximately $22 million) be-
ing ineffectively used or misappropriated, while
potential embezzlement was assessed to have
cost over UAH 32 million (approx. $1.2 million).’
For comparison, in 2017 only UAH 280 million
had been allotted for the provision of medicine
to military hospitals -in wartime.” Given that
the average monthly pension in Ukraine is about
UAH 2480 as for 01 January, 2018 (approx. 91
USD/month), UAH 600 million would amount to
nearly 250,000 months of pension payments for
Ukraine’s senior citizens."

Cumbersome budgeting processes, a lack of
a central authority possessing an accurate and
comprehensive understanding of Ukraine’s de-
fence housing needs and current situation, weak
governance, and an promise of free housing that
was unrealistic in the first place all combine to
create an under-performing system ridden with
corruption schemes and opportunities.

The consequences are dire, affecting a wide
spectrum of issues from waste of resources to the

° Ukraine’s Accounting Chamber, ‘Assessment of the Level of Efficiency in the Use of Budgetary Funds Allotted to the Ministry of De-
fence of Ukraine for the Construction (Acquisition) of Housing for Servicepersons of the Ukrainian Armed Forces’ (2018), Confirmed
by Decision of the Accounting Chamber on 12.06.20118 No. 14-1. Available at: http://bit.ly/20UXMEP (verified January 2021), p 18-19.

¢ Accounting Chamber 2018, ‘Assessment of the Level of Efficiency, p. 5.

7 Accounting Chamber 2018, ‘Assessment of the Level of Efficiency, p. 6. For 2016-2017, the Ministry of Defence approved the following
budget allocations for the CPCEF: in 2016 - UAH 687.3 million (UAH 600 million from the general fund, UAH 87.3 million from a special
fund); in 2017 - UAH 751 million (UAH 600 million from the general fund and UAH 151 million from the special fund). The ‘general’ and
‘special’ funds reflect different ways of allocating resources, as well as their source. At both state and local levels, the ‘general fund’
refers to resources earmarked for the fulfillment of general state and local government functions (provision of educational and medical
services, social protection, defence, and other functions). Special funds, while they are also directed toward these areas of spending,
but with one significant difference - they have specific, well-defined sources of funding and directions of use.

¢ Accounting Chamber 2018, ‘Assessment of the Level of Efficiency, 2018, p. 18.

° Accounting Chamber 2018, ‘Assessment of the Level of Efficiency, 2018, p. 54.

' Military Budget Request 2018 (p. 65), available at https://bit.ly/2568ZPv (verified January, 2021).

""Ukraine’s Pension Fund Directorate No. 6-1, dated 03 March 2018. Available at: https://bit.ly/2zkmF2o (verified January, 2021).
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rights of individual service personnel to Ukraine’s
integration into international organisations. The
long waiting lists, the incidence of bribery and
fraud in the system, and the substandard, inse-
cure living conditions for many military families
violate service personnel’s rights and impact mo-
rale, shaping their attitudes to the institutions for
which they work. That the Ministry of Defence
does not appear to exercise effective control over
either its land of the real estate built on it bodes
ill for Ukraine’s Euro-Atlantic integration pro-
cesses, as the issue has previously helped derail
at least one prospective membership. The 2010
Tallinn criteria, which guided the Bosnia-Herze-
govina accession plan, explicitly conditioned the
opening of the BiH accession negotiation process
on the all the MOD property being properly reg-
istered and accounted for'* - a complex process
hindered by political divisions and administra-
tive hiccups inside the BiH constituent parts, es-
pecially Republika Srpska.” Similar problems in
Ukraine could have a similar impact, or even be
used by stakeholders opposing the country-‘s Eu-
ro-Atlantic integration.™

This report is one in a series of issues related
to corruption risks in defence housing and man-
agement of MOD land. NAKO'’s work on defence
real estate aims to improve the system by sug-
gesting concrete changes and by raising the levels
of transparency in order to improve accountabil-
ity and facilitate reform. The first report focused
on the institutional structures, assumptions, gov-
ernance gaps and corruption risks shaping the
current defence housing system, concluding that
if the current situation continued unchanged, it
would take more than 600 years to tackle the
waiting list.” Partly in response to feedback from
stakeholders, this report focuses on specific cor-
ruption schemes in order to provide more con-

Independent Defence Anti-Corruption Committee | NAKO

crete illustrations of the significance of systemic
risks that need to be addressed.

This report is divided into four sections. Sec-
tion 1 briefly discusses the governance gaps af-
fecting delivery of defence housing in Ukraine,
utilising open-source research (including parlia-
mentary audits), previous NAKO analysis, and in-
terviews. Section 2 offers the reader insight into
common corrupt schemes and practices that can
affect defence housing projects worldwide; based
on research of the Norwegian Centre for Integri-
ty in the Defence Sector, this section adapts the
schemes identified to Ukrainian realities.” Sec-
tion 3 uses specific corruption schemes - two
related to real estate and the third to control of
MOD-owned land - to illustrate the way in which
governance gaps enable some of the schemes af-
fecting defence real estate projects. Finally, Sec-
tion 4 offers some recommendations for improv-
ing the system.

The study, while it tackles some widely-oc-
curring risks and schemes, does not claim to
be exhaustive. For example, NAKO researchers
have received signals that fluctuations in curren-
cy value can be used to pressure developers to
hand over incomplete buildings, as completion
becomes more difficult due to changing price
levels. This potential scheme, however, remains
outside of the scope of this report. Institutional-
ly, the study focuses on MOD-related issues and
does not include real estate problems affecting
Ukraine’s intelligence services (HUR). Nonethe-
less, we see the analysis and recommendations
contained herein as a blueprint for improvement
in the defence housing sector in all relevant areas
and institutions, thus improving budget manage-
ment and the situation of service personnel in all
defence-related bodies in Ukraine.

""Ukraine’s Pension Fund Directorate No. 6-1, dated 03 March 2018. Available at: https://bit.ly/2zkmF2o (verified January, 2021).
">‘Bosnia and Herzegovina Membership Action Plan,” 26 April 2010, available at: http://bit.ly/2InCnP7 (verified January, 2021).
'*‘Military Property Row Slows Bosnia’s NATO Path,” Balkan Insight, 23 December 2015. Available at: http://bit.ly/20PTQc1 (verified

January, 2021).

"“This thesis was also put forth and discussed at a conference at Kyiv's Agrarian University on 12 September 2018, which NAKO staff

participated in.

' NAKO, ‘Poor Governance and Corruption in Ukraine’s Defence Housing System, p. 15.
'®The suggestion to focus on specific schemes came from meetings with stakeholders in the autumn of 2018 in Kyiv.

' Centre for Integrity in the Defence Sector (CIDS), ‘Guide to Good Governance No.5: Managing the Risks of Real Estate Corruption and
Fraud in the Defence Sector’, June 2017. Available at https://bit.ly/2DSMOV2 (verified January, 2021).
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Poor governance and management systems
are problematic in and of themselves, as lack
of competence and procedural gaps can affect
the delivery of programmes. However, they
can also facilitate fraud, theft and corruption

POOR GOVERNANCE
AND CORRUPTION RISKS IN UKRAINIAN
DEFENCE HOUSING

schemes, and can be consciously used by cor-
rupt networks who benefit from them. This sec-
tion analyses five key governance gaps that to-
gether facilitate systemic abuses, fraud, waste
and corruption.

LACK OF CAPABILITY- AND NEEDS-BASED PLANNING

Ukraine’s defence housing planning is con-
ducted on an annual project basis, rather than
being based on long-term strategic plans ana-
lysing housing needs and best options for de-
livering them. An audit conducted by the Ac-
counting Chamber reporting to the Ukrainian
Parliament has pointed out that the annual
plans spread the funds available for the next
year into small pots assigned to numerous fa-
cilities, and in an apparently arbitrary manner,
enabling the start of new projects while existing
ones remain unfinished. It also creates incen-
tives for the MOD to approve the reception of
derelict, unfinished, or uninhabitable housing,
as resources for finishing the projects might
not be available." The distribution of resources
does not appear to be based on an analysis of
needs or capabilities, while the regional distri-
bution of resources is seemingly based on arbi-
trary decision making within the MOD’s Main
Quartering Directorate (MQD)." During the
budgeting process, the MQD also tends to redi-

rect funds budgeted for construction or recon-
struction of defence housing to the acquisition
of units on the secondary market, which can
raise the cost of acquiring housing by 100%.%°

The Accounting Chamber has also point-
ed out the lack of approved strategic and in-
vestment plans vetted by authorised bodies,”
particularly the Main Quartering Directorate.”
This could be a violation of the Ukrainian Law
on the Management of State Property, whose
Article 6 (1) subsection 6 stipulates that au-
thorised management bodies need to ‘approve
the annual financial and investment plans, as
well as the investment plans for the medium
term (3-5 years) of state-owned enterprises and
economic structures belonging to the sphere of
their management, and exercise control over
their implementation in due course.””® Overall,
this lack of specific plans creates opportuni-
ties for arbitrary decision-making and corrupt
schemes, from embezzlement to fraud to redi-
rection of resources to particular projects.

' NAKO, ‘Poor Governance and Corruption in Ukraine’s Defence Housing System, p. 36.

19 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 20 & 29.

20 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. p. 24-25.

?'The Cabinet of Ministers of Ukraine may delegate powers to manage state-owned assets to authorised bodies of government, repre-
sented by ministries, other central and local executive authorities, and the Council of Ministers of the Autonomous Republic of Crimea.
Authorised persons may be both legal entities and individuals, and an authorised person can manage one or more companies. See

Cabinet of Ministers of Ukraine, ‘Regulation No. 147 On Approval of the Order of Use of Funds Provided for in the State Budget for
Construction (Purchase) of Housing for Servicemen, Persons of Ordinary and Commanding Staff, dated February 16, 2011. Available at:

http://bit.ly/39DmrDL (verified January, 2021).

22‘Regulation No. 147 On Approval of the Order of Use of Funds Provided for in the State Budget, p. 15.
#‘Ukrainian Law on the Management of State Property 2006, (3akoH ‘TIpo ynpasniHHs ob'ekTamu fepxaBHoi BnacHocTi). Available at:

http://bit.ly/20YoXCj (verified January, 2021).
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CUMBERSOME DEFENCE HOUSING BUDGETING PROCESS

Requiring approximately UAH 54 billion
(approx. $2 billion) to resolve and with over
47,000 persons on the waiting list, Ukraine’s
defence housing question is recognised as the
largest problem facing the MoD.* In addition
to strategic planning, the budgeting process it-
self can help determine whether these resourc-
es — assuming they will be available - are used
effectively and help resolve the issues at hand.
The MQD budgeting process, based on laws
regulating the state budget and on the more
specific Procedure N2 147, does not appear to
be fit for purpose.”

To secure all the necessary approvals, the
MoD must go through 11 steps at a minimum
(the procedure is laid out in pic.1). This results
in a long, cumbersome and time-consuming
procedure which can take up to 8 months. Giv-
en that most planning processes are annual, by
the time the funds are assigned and disbursed,
effectively organising tender procedures for
purchasing or construction, or even allocating
resources to particular projects, is virtually im-
possible.” The resulting rush to spend leads to
inefficient decision and deal-making, creating
risks that facilitate already existing corruption
schemes and the creation of new ones.

OPAQUE TENDERING PROCEDURES AND LOOSELY FORMULATED CONTRACTS

The defence housing tendering process has
been criticised as opaque and ineffective, failing
to establish criteria for rejection of bids, ensure
that project delivery criteria in the final agree-
ment should not differ from those offered within
the winning bid, and prevent contract terms from
being changed after the parties agree to key ele-
ments.” A crucial gap in the tendering process is
the failure to regulate a key aspect in the MQD’s
relationship with real estate developers entrust-
ed with developing housing on MOD land. A 1993
Presidential Decree regulating the construction
and purchase of housing for service personnel
proscribed that in cases where developers are
contracted to build new housing on a particular
plot of land, up to 35% of the living space they
construct can be kept by the companies as part
of their remuneration.?® That decree, however,
expired in 2005; legally, these investments are

now covered by the Law on Investment Activi-
ties. Article 7 (paragraphs 3 & 5) provides that
the prices and conditions are to be agreed upon
and regulated in each individual contract, in ac-
cordance with the laws of Ukraine.?” Thus, com-
mercial structures are able to transfer their rights
as investors as well as offer a share of housing, at
their own discretion, without any economic justi-
fication. Neither the Main Quartering Directorate
nor the Ministry of Defence’s Central Directorate
of Capital Construction (CT DCC), have put for-
ward any criteria as to the amount of housing to
be transferred to the MoD by private developers
foreach project.* In 2015-2017, this gap was used
by officials from the Capital Construction Service
(UCB), who released land plots for construction
without specifying the proportion of housing
that needed to be made available to the MOD or
quoting specific needs the project was meeting.*'

2NAKO, ‘Poor Governance and Corruption in Ukraine’s Defence Housing System, p. 15.

%> Cabinet of Ministers of Ukraine, ‘Regulation No. 147 on Approval of the Order of Use of Funds Provided for in the State Budget for
Construction (Purchase) of Housing for Servicemen and Persons of Ordinary and Commanding Staff,’ dated February 16, 2011.

26 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 19-20.
27 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 61.

% presidential Decree 1993, ‘About investing in the construction and purchase of housing for the servicemen of the Armed Forces
of Ukraine and their families’ ( Article 3 - 240/93) (Mpo iHBecTyBaHHs OyAiBHULTBA Ta NPUAOAHHS XWUTAA ANs BiiCbKOBOCAYOOBLLB
36poiiHnx Cvn YKpainu Ta uneHis ix cimeit). Available at: http://bit.ly/2nMhAxo (verified January, 2021).

2‘Law of Ukraine on Investment Activities 1560 - XII' 1991, last amended 20 October, 2019. (3akoH Mpo iHBECTHLHY LiANbHICTD).

Available at: http://bit.ly/20zuDmr (verified January, 2021).

30 Accounting Chamber, ‘Assessment of the Level of Efficiency,’ 2018, pp. 21, 49.

5 Accounting Chamber, ‘Assessment of the Level of Efficiency,’ 2018, pp. 49-50.
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Flow chart of the distribution of funds and approval of lists of housing
construction objects under the budget program “Construction (purchase)
of housing for servicemen of the Armed Forces of Ukraine”

Preparation by the Ministry of Defense of the project of the list of objects,
construction (purchase) of which is supposed to be financed using budget funds

Preparation by the MOD of the draft resolution of the Cabinet of Ministers
—> of Ukraine “On the distribution of funds provided in the state budget under
program 2101190 “Construction (purchase) of housing for servicemenof the
Armed Forces of Ukraine” and its coordination with central executive bodies

Central executive bodies No _j\
Yes

Adoption of the draft resolution of the Cabinet of Ministers
of Ukraine “On the distribution of funds provided in the &—
state budget under program 2101190 “Construction (purchase)
of housing forservicemen of the Armed Forces of Ukraine”

~———— No Cabinet of Ministers of Ukraine

Yes

Coordination by the MOD of the resolution of the Cabinet of Ministers
“On the distribution of funds provided in the state budget under program 2101190
“Construction (purchase) of housing for servicemen of the Armed Forces of Ukraine®
with the Budget Committee of the Verkhovna Rada of Ukraine

Budget Committee of the Verkhovna Rada No ————~

Yes
e N

Approval by the MOD of the list of objects,the construction (purchase)
of which is expected to be financed from the budget

Development by the MOD and approval of the datasheet of the budget program
“Construction (purchase) of housing for servicemen of the Armed Forces of Ukraine”

. J
Ministry of Finance of Ukraine No _j\
Yes
Obtaining by the MOD of funding under the budget program “Construction
(purchase) of housing for servicemen of the Armed Forces of Ukraine”

Pic.1. This chart shows the complex procedure involving at least 11 steps the MoD must go through in order to secure funding
for the construction/acquisition of housing through the budgetary defence housing acquisition program. The institutions in-
volved in the process include the MoD, Central Organs of the Executive, the Cabinet of Ministers, the Parliamentary Budget-
ary Committee, and the Ministry of Finance. It shows that the process requires the formulation and approval of 9 documents.
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A further gap is the failure of the tendering
process to provide guidance to the tendering
committees on the content of the Project-Based
Budgetary Documentation (PBD) that should
lay out clear terms for construction projects,
delivery timelines, and provisions for penal-
ties for failure to comply with the terms of the
contracts. These omissions can have long-
term consequences: many of the contracts en-
tered into in 2003-2008 remain active as the
planned housing has not been delivered or has
not been made useable, and some projects
have been plagued by scandals (see Section 3).
These contracts frequently do not specify the
cost of land used for construction, or analyse
its location and other features. They also fail to
specify end dates for fulfilling the obligations,
and do not define the proportion of housing
within larger estates that will be provided to
the MOD.*

The shortcomings in the tendering pro-
cess are exacerbated by lack of transparency
and accountability. Despite some efforts and
a mandate from the Cabinet of Ministers,*
electronic procurement systems have not been
introduced for defence housing tenders. The
MOD has explained the delay by pointing to
long-term coordination problems on the side
of the Ministry of Economic Trade and Devel-
opment as well as the fact that the electron-
ic procurement system was not ready for ap-
plication to defence housing.** At the time of
writing, Prozorro is used by the Ministry of De-
fence in direct procurement of defence hous-
ing, with the provision that must be between

Independent Defence Anti-Corruption Committee | NAKO

95 and 100% completed by the end of the con-
tracted period.** However, the process remains
a complicated one, because Prozorro can only
be used to verify information on commitments
that are governed by the main contract (i.e. be-
tween the contracting authority and the main
contractor) and the Ukrainian Law on Public
Procurement. Unfortunately, there is no in-
formation on the agreements concluded with
partners and subcontractors on the private
market, as those are not governed by Ukraine’s
procurement legislation.*” As a result, compa-
nies participating in public procurement are not
prohibited from having contractual obligations
with other private companies of which they are
the ultimate owners or beneficiaries, nor are
they required to submit information regarding
those contracts in order to reduce the conflict
of interest risk. How this gap appears to have
enabled a corruptive scheme will be presented
in Section 3 (Case 1).

Overall, the tendering process, from draft-
ing to project completion requires a thorough
review, reform and greater transparency. An
analysis carried out for the Ukrainian Parlia-
ment concluded that due to the ineffective
and opaque procedures governing acquisition
on the secondary market, as well as to gaps in
equity contribution agreements, the MoD has
accepted housing far removed from the place
of service, units built on real state that was
under dispute in courts, and lodgings of sub-
standard quality. In 2016-2017, this amounted
to 201 apartments with a total value of UAH
168.4 million.*®

52 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 50.

% Letter No 946-02/313 from 20 March, 2018 addressed to Ukraine’s Prosecutor General by Ukrainian MP D. E. Dobrodomov. This
letter, dated November 2015, was provided to NAKO staff. While we could not find confirmation of it within its authors’ registries, the

existence of the letter was confirmed by Dobrodomov's office.

3 See Cabinet of Ministers Order no. 275-P, ‘On the continuation of the experiment during the acquisition of housing for military
personnel of the Armed Forces,’ dated 25.04.2018. Available at http://bit.ly/32GmT1i (verified January, 2021); and Accounting Chamber,

‘Assessment of the Level of Efficiency, 2018, pp. 21-22.

%5 Cabinet of Ministers Order N2 275-p; and Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 21-22.

36 Ministry of Defence of Ukraine, ‘For the first time, in a pilot experiment, the Ministry of Defence will be purchasing apartments for
servicemen though Prozorro, 31 August 2018. Available at: http://bit.ly/38ANAgx (verified January, 2021).

”NAKO, ‘Poor Governance and Corruption in Ukraine’s Defence Housing System, p. 35.
* NAKO, ‘Poor Governance and Corruption in Ukraine’s Defence Housing System, p. 57.

n
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FREQUENT INSTITUTIONAL RESTRUCTURING AND PERSONNEL TURNOVER

WITHIN THE MQD

In 2019, 103 people worked within MOD'’s
Main Quartering Directorate and the amount
of expenditures that were directed to the sal-
aries of employees in 2019 was UAH 27,2 mil-
lion.*

The MQD structure undergoes regular per-
sonnel and structural changes, with its depart-
ments and territorial directorates frequently
disbanded and restructured. All these processes
often occur behind a shroud of secrecy or opac-
ity, with minimal, if any, democratic oversight or
open communication.”® For example, in 2015-
2018, the MQD had been headed by 6 persons,
at least one of whom had been suspected in
having conducted corrupt activities.”’ One case
of receiving housing on the basis of a fraudulent
inspection report has reportedly resulted in the
payment of over UAH 32 million for 96 apart-
ments, which at the time of the audit had not yet
been received.*

Frequent personnel changes, resulting in
a lack of continuity and gaps in expertise, can
increase the likelihood of abuse of office. Suc-
cessive restructuring processes have not con-

tributed to the effectiveness of the department
and have not resulted in the creation of a clear,
vertically integrated management structure with
clear accountability and reporting lines.** During
its research, NAKO has also noted reluctance to
release any information about the MQD struc-
tures, with officials quoting national security
concerns.** For comparison purposes, the oper-
ations of similar institutions in other states- for
example, the US Department of Defence’s Hous-
ing Management - are much more transparent
and information on their structures is freely
available online.”

Based on the published administrative doc-
uments,*® since the fall of 2020 MQD is absent
in the structure of the Ministry of Defense,
which gives grounds to assume its liquidation as
a structural unit or, at | east, a change of status.
However, there is no unambiguous confirma-
tion of such a decision in open access, and no
changes have been made to the regulations that
indicate the powers of the MQD."” This situation
is not conducive to transparency and good gov-
ernance in the provision of military housing.

LACK OF EFFECTIVE OVERSIGHT AND CONTROL

Thereisarguably very little effective oversight
and control over the activities of particular MQD
officials, whether exerted by internal MQD/
MOD structures or by external institutions man-
dated with overseeing expenditures and opera-
tions of government departments. An audit by

the Parliament’s Accounting Chamber identified
numerous cases of discretionary authority and
lack of oversight resulting in abuse of office and
fraud, in some cases involving MQD officials col-
luding with private companies working on real
estate construction.

* MOD’s Main Quartering Directorate response N2303/7/1/200 dated 21.03.2020 to the NAKO Public Information Request of 03/17/20.
“0 NAKO, ‘Poor Governance and Corruption in Ukraine’s Defence Housing System, p. 40.
“I Message on the website of the National Anti-Corruption Bureau of Ukraine. Available at: https://bit.ly/3dju8Ux (verified January,

2021).

“2 Accounting Chamber, ‘Assessment of the Level of Efficiency,” 2018, p. 10.
“> Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 9-10.

“* Interview with senior MQD official, February 2019.

“> US Department of Defence Manual DoD Housing Management. Available at https://bit.ly/2PHIfwg (verified January, 2021).

“ The List of military administration bodies whose jurisdiction extends to the entire territory of Ukraine (approved by the order of
the Ministry of Defence dated 20.05.2016 N2270 as amended on 21.10.2020 N2385) https://bit.ly/3qMy3fS (verified January, 2021).
“7 Regulation on the organization of housing support of the Armed Forces of Ukraine (approved by the order of the Ministry of De-
fence of 03.07.2013 N2448) https://bit.ly/3iKvmZF (verified January, 2021)
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These abuses included:

Accepting unfinished apartments while certi-
fying their condition as ‘complete’ and in compli-
ance with sanitary and safety standards;

Accepting apartments whose size either ex-
ceeded or did not provide the specified amount
of living space per person;

Adjusting contracts to extend the delivery
time, in violation of tendering requirements/ob-
ligations and without appropriate authority;

Post-contractual increase of valuation and
therefore payment for works/services;

Payment of unlawfully increased prices (in-
cluding advances);"

Entering contracts that did not reflect the
real housing needs of Ukraine’s Armed Forces;*

Manipulating between the legal terms of
‘housing’ and ‘apartment’ in order to justify
changes to contractual obligations in favor of a
private company.*

Not only were these abuses made possi-
ble by lack of control and an excess of dis-
cretionary authority, but no accountability
measures have been implemented afterwards,
no investigations were opened, and none of
these officials have suffered consequences.”
This points to significant gaps in accountabil-
ity and oversight of defence housing projects.

Independent Defence Anti-Corruption Committee | NAKO

Shortcomings in accountability and oversight
also extend to the MQD’s and MOD'’s relation-
ships with external oversight bodies, includ-
ing the Accounting Chamber. The Chamber is
Ukraine’s financial and budgetary control institu-
tion; formed by Ukraine’s parliament, it is subordi-
nate and accountable to it. It examines key state
institutions of Ukraine for the effectiveness and
legality of spending of the budgetary funds they
manage.*” In June 2018, the Accounting Cham-
ber published its report into the efficiency of the
defence housing system in 2016-2017. Poor gov-
ernance was identified as the cause of over UAH
600 million (approximately $22 million) being
ineffectively used or misappropriated, and likely
embezzlement schemes as resulting in over UAH
32 million (approx. $1.2 million) being stolen.”

The 2018 Accounting Chamber report con-
tains over 10 references to the fact that previ-
ous recommendations had been ignored. This
suggests that not only has the MOD not been
prepared to implement the recommendations,
but also that other state institutions have not
pressed for reform in a crucial area.*

At the MOD level, the Accounting Chamber has
concluded that plans aiming at reforming the
housing system were not either formulated or
overseen in a way that would prevent or tackle

“ Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 27-28.

“*The lack of effective, needs based planning is compounded by loose adherence to the MOD Quality regulations. See Accounting Cham-
ber, ‘Assessment of the Level of Efficiency, 2018, pp. 13, 29, 34, 38, 42, 50, 54.

50 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 33.

°' At the time of writing, NAKO had met with the Head of the MQD and was told that upon formal request information would be provided
regarding the number of persons relieved from duty as well as the MQDs formal response to the Accounting Chamber’s report. A formal
request has been filed.

52 Criticism of the Accounting Chamber included possible bias in selection of cases and close ties to stakeholders within the government.
It was raised, for example, by individuals identified in the report, as well as the Head of Ukraine’s Public Council at the Ministry of De-
fence during a news brief at UNIAN 5 July 2018 (available at https://bit.ly/2BGq1i2; verified January, 2021); by an independent expert G.
Mohilniy in interview 15 November 2018, and by the former Acting Minister of Health, Ulana Suprun (They are looking for something that
they can use to open a criminal trial against me,’ 12 September, 2019, http://bit.ly/2LXRdOX, verified Janury, 2021). It is difficult for this
research to judge the objectivity of these claims.

%5 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 24-25.

> Elsewhere, recommendations from audit bodies see a higher rate of implementation by government departments. For example, the US
Government Accountability Office (GAO) reported that between 2014-2017, the Department of Defense implemented 67% of its recom-
mendations, below the government-wide rate of 77% (see GAO, ‘Status of GAO Recommendations Made to the Department of Defense
(Fiscal Years 2014-2017)', 5 February 2019, available at https://www.gao.gov/products/gao-19-245r, verified January 2021). In the UK,
the National Audit Office reported that out of 8 recommendations on the National Equipment Plan 2017-2027, all have seen a degree of
progress in implementation: 3 were assessed as ‘good’, ‘some’ progress was visible in 2 cases, and implementation of 3 was considered
flimited’. See NAO, ‘The Equipment Plan 2018 to 2028. Report by the Comptroller and Auditor General’, 5 November 2018. Available at
https://www.nao.org.uk /wp-content/uploads/2018/11/The-Equipment-Plan-2018-2028-.pdf, verified January 2021.
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deficiencies in their implementation. For example,
the plans did not name the persons responsible
for their implementation; one of the key depart-
ments responsible for implementation — the De-
partment of Capital Construction (DCC) — was
disbanded; officials who had abused office were
not held accountable; and systemic problems
in the used of funds had not been addressed.*

In 2015, six MPs from the Committee on
Preventing and Combating Corruption formal-
ly addressed the then Prosecutor General V.M.
Shokin with an inquiry into why the recommen-
dations of the Accounting Chamber issued in
June 2015 had been ignored.*® The MPs’ inquiry
referred to an estimated total of damages of
UAH 117.7 million, which, according to the re-
port, were caused by possibly criminal activi-
ties, from falsification of contracts, acceptance
of housing units that were unfit for habitation,
falsification of documents, and allocation of
apartments to MOD officials instead of service
personnel.”” Despite appeals to the Prosecu-

POOR GOVERNANCE
Lack of Capability and Needs-based planning
Cumbersome Defence Housing Budgeting Process

Opaque and Unregulated Tendering

Frequent Institutional Restructuring and Personnel
turnover

Lack of effective oversight /control /accountability

tor General and the Military Prosecutor Gen-
eral, no criminal investigations were opened.

These governance shortcomings create a
system prone to inefficiencies, abuses, fraud
and corruption. Two other issues exacerbate
them. One is a matter of policy that is out of
step with international best practice: the over-
all promise of permanent, free, generally acces-
sible housing for service personnel.”* The gap
between the promise and reality leads to the
promise itself becoming a remote mirage, while
the refusal to reconsider it leads to the petrifica-
tion of an inefficient system prone to abuses.*

The second issue is that of possible external
influence. Two out of the 17 Ministers of Defence
who had held office since 1999 - Dmytriy Salam-
atin (8 February 2012 - 24 December 2012) and
Pavel Lebedev (24 December 2012 - 27 February
2014) - have been indicted for treason in favour
of the Russian Federation. Both have been con-
nected to the selling off of MoD real estate and
movable property.*°

CORRUPTION RISK

Arbitrary Decision Making/fraud
Delays in approval/Opportunities for Graft

Opportunity to Conspire/ Embezzlement
Lack of accountability /Fraud

Abuse of office and ability to embezzle

Table 1: Relation between Poor Governance in Ukraine’s Defence Housing Related Real Estate and

Corruption Risks

% Accounting Chamber, ‘Assessment of the Level of Efficiency,’ 2018, p. 8.

°¢ This letter, dated November 2015, was provided to NAKO staff. While we could not find traces of it within its authors’ registries, the
existence of the letter was confirmed by MP DobrodomoV’s office.

*7In response to the inquiry into how highly-placed persons inside the MOD receive numerous apartments submitted separately by MP
Dobrodomov in letter No. 946 dated 20 March 2018, the Deputy MOD Prosecutor General A. Matios denied wrongdoing (see Letter
No. 10/2/1- 25315-15).

8 NAKO, ‘Poor Governance and Corruption in Ukraine’s Defence Housing System,” p. 18.

**Some have argued that changes cannot be made without a revamping of the entirety of the 1983 Housing Code. This has been ques-
tioned by interviewees pointing out that adoption of sector-specific changes was possible. For example: Interview with former Deputy
Minister of Defence, Leonid Polyakov, 18 September 2018.

%0‘Salamatin became Minister because Yanukovich is Afraid,” Gazeta, 9 February 2012. Available at http://bit.ly/2w290WI (verified
January 2021).
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The defence sector is often seen as one of
the most corruption-prone areas of govern-
ment activity, with complexity, large budgets,
and widespread secrecy all facilitating cor-
rupt schemes. One estimate of the worldwide
cost of defence corruption points to a mini-
mum of $20bn a year being lost through cor-
rupt schemes.® Defence housing, with many
high-value transactions such as acquisition/
sale, rental agreements, construction and main-
tenance projects, can be exposed to major cor-
ruption and fraud risks. Directly and indirectly,
real estate corruption and fraud schemes nega-
tively impact the national security of the state,
its institutions, people, internal culture and in-
ternational perceptions.®*

The Norwegian MOD’s Centre for Integ-
rity in the Defence Sector has identified 12

SCHEME 1. A key decision-maker in the defence sector uses his/her position
to acquire real estate sold by anentity within the defence sector at a price

significantly below real market value.

Independent Defence Anti-Corruption Committee | NAKO

COMMON CORRUPTION SCHEMES
IN DEFENCE HOUSING AND REAL ESTATE

common corruption risks affecting the hous-
ing sector; its material have been used by
the Ukrainian MOD’s Internal Audit Service
to structure training and awareness raising.®*
While this list is not an exhaustive one - NAKO
has encountered other possible schemes in the
course of its research, especially related to at-
tempts to take advantage of currency fluctua-
tions to disadvantage contractors - it nonethe-
less pinpoints the most common ways in which
corruption can affect defence housing, and is
reflected in cases analysed here. To better re-
flect realities in Ukraine, 3 of the 12 schemes
(schemes no. 7, 8, 9) have been fine-tuned to
Ukraine’s legislative and systemic realities, and
scheme no. 2 has been substituted in its en-
tirety as it was not applicable to Ukrainian sys-
tem.*

=sidl=
;@@@@
: KEY

¢ Transparency International, 70% of Governments Fail to Protect against Corruption in the Defence Sector’, 29 January 2013.

Available at https://bit.ly/2NLq7Kj:, verified January 2021.
2CIDS, ‘Guide to Good Governance No.5.".
3 CIDS, ‘Guide to Good Governance No.5.

1n scheme 7, the word ‘decision-makers’” has been added; in scheme 8, ‘or (indirect) beneficiaries’ has been added, and in scheme 9,
‘decision-makers’ has been added. The original language of Scheme 2, ‘An entity in the defence sector owns a land plot at a suitable
location for military units. An entity in the defence sector needs a land plot in connection with the establishment of a new military
base. The decision-maker influences the acquisition process so that his/her land plot is acquired by the entity in the defence sector
at a price significantly above normal market price’ has been changed to: ‘Contracts on joint construction of housing on defence
land and other sections of MOD Structures, which do not belong to the real estate of the MOD, are entered into by (unauthorized)
officials who approve construction projects that grossly violate the requirements of land and urban development legislation, state

building codes, standards and rules.’
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SCHEME 2. Contracts on joint construction of housing on defence land and
other sections of MoD Structures, which do not belong to the real estate of the
MoD, are entered into by (unauthorized) officials who approve construction
projects that grossly violate the requirements of land and urban development
legislation, state building codes, standards and rules.

Teee-

SCHEME 3. Decision-makers in the defence sector are offered and accept
compensation in the form of cash, goods, services and/or job offer from pri-
vate construction firms in order to influence the award of contracts regarding
the construction or demolition of buildings for entities in the defence sector.

V)
BOa
i

SCHEME 4. Decision-makers in the defence sector request and are given
compensation in the form of cash, goods, services (e.g. construction services
at the private houses of the decision-makers) and/or job offer from private
construction firms in order to influence the award of contracts regarding the
construction or demolition of buildings for entities in the defence sector.

SCHEME 5. Decision-makers in the defence sector are offered and accept
compensation in the form of cash, goods, services and/or job offer from private
service providers in order to influence the award of contracts regarding main-
tenance and/or other facility management services rendered to entities in the
defence sector.
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SCHEME 6. Decision-makers in the defence sector request and are given com- KEY
pensation in the form of cash, goods, services and/or job offer from private service "
providers in order to influence the award of contracts regarding maintenance and/

or other facility management services rendered to entities in the defence sector.

SCHEME 7. Decision-makers and/or personnel involved in the allocation of
housing to military personnel request and receive compensation in the form of
cash, goods or favours for granting attractive or scarce flats/houses to specific
individuals

SCHEME 8. A small group of decision-makers involved in the procurement of
construction or other real estate-related services enters into contracts with
firms for which they in reality are the ultimate owners or (indirect) beneficiaries.

5 e
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SCHEME 9. Decision-makers and/or personnel (e.g. in procurement or ac-
counting) misappropriate assets by 1) Creation of, and payments to, fictitious
vendors of construction and/or other real estate - related services or 2) Payment
of inflated or fictitious invoices for real estate-related services or 3) Payment of
invoices for real estate - related services not performed.
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SCHEME 10. Decision-makers/employees in collusion with vendors or third
parties misappropriate assets by: 1) Payment of inflated or fictitious invoices
for real estate-related services or 2) Payment of invoices for real estate —
related services not performed or 3) Using buildings or land owned by the
defence sector for personal gain (e.g. renting a warehouse owned by the de-
fence sector to a private company and keeping all or parts of the revenues).

SCHEME 11. A small group of decision-makers involved in the procure-
ment of construction or other real estate-related services enters into con-
tracts with firms for which they in reality are the ultimate owners or (indi-
rect) beneficiaries.

SCHEME 12. An employee involved in construction projects is compen- 5
sated by an external construction firm for allowing the firm to use the — ~............. ..
construction project as part of money laundering activities.
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The table below shows, how the schemes identified in this section can be enabled by
governance gaps, identified in Section 1.

_ POOR GOVERNANCE/SYSTEMIC |

CORRUPTION RISK

CORRUPTION RISK

Lack of Capability and Needs-
based planning

Cumbersome Defence Housing
Budgeting Process

Delays in approval/
Opportunities for Graft

- Opaque and Unregulated
- Tendering

Opportunity to Conspire/
Embezzlement

1} 2) 3} 4) 5) 6) 8)
9,10,11,12

Frequent Institutional
- Restructuring and Personnel
- turnover

2,4,6,8,9,10,
11,12

. Lack of effective oversight and
. control

Lack of accountability/abuse
of office to embezzle

17 27 3) 47 57 67 77
8,9,10, 11,12

Table 2: Relation between poor governance, corruption risks and defence real estate corruption

risks.
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CASE STUDIES

The 3 case studies analysed in this section
llustrate some of the main corruption risks in
the defence and security sector, and show how
collusion within corrupt networks involving
MOD officials and private-sector entities can
take advantage of governance weaknesses in
order to divert resources and enrich groups and
individuals at the cost of the state’s budget.
Case 1,, focused on the ‘Noviy Rozdil’ develop-
ment in the Lviv region, shows how remote lo-
cations and dilapidated buildings have come to

CASE 1:
Noviy Rozdil** Chornovola 14a

be used as potential service housing. In Case 2
‘Budkapitals’, a private company, and the MOD
have been at odds due to an apparently fraudu-
lent signing of acts resulting in the MOD receiv-
ing incomplete housing. The case also draws at-
tention to potential conflicts of interest within
the system, as the owner of the ‘Budkapitals’
company has been represented on civic bodies
working on housing while also performing work
for the MOD. Case 3, ‘Artema’, flags issues re-
lated to lack of control over MOD land, which
will be a subject of further research. In all three
cases, criminal proceedings and/or parliamen-
tary inquiries have been opened, and all three
have been analysed by the Ukrainian Account-
ing Chamber.

NEW CHAPTER, BUT SAME OLD STORY?

LIKELY SCHEMES:

.| SCHEME4 : |

I En o8
'\ K o ] ]

A i e
SCHEME 8 SCHEME 9 SCHEME 10

Scheme 2 - Signed contracts violate legislation, codes, standards and/or rules.
Scheme 3 - MoD decision-makers are offered and accept compensation from private construction

firms.

Scheme 4 - MoD decision-makers ask for, and accept, compensation from private construction

firms.

Scheme 8 - Decision-makers involved in procurement of real estate related construction/services
enter relationships with firms of which they are owners/beneficiaries.

Scheme 9 - Assets are misappropriated by decision-makers/personnel.

Scheme 10 - Assets are misappropriated by decision-makers/personnel in collusion with third

parties.

% In Ukrainian ‘Noviy Rozdil means ‘New Chapter or ‘New Section.
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The Noviy Rozdil case illustrates the impact
of rushed tenders, a failure to set requirements
and standards, arbitrary decision-making, and
collusion between actors in government insti-
tutions and the private sector on the MOD’s
ability to deliver desirable, high-quality hous-
ing projects. The process featured a number of
red flags:

Short bidding timelines: an MOD call
for bid for a purchase of new apartments
throughout Ukraine was published on 31
July 2015 in Ukraine’s National Army News-
paper. The overall value of the call was UAH
915,365,062.° It requested bids to be deliv-
ered by 10 August 2015, a very short term lat-
er described as ‘odd’ by courts.*

Agreed unit price: the call included an in-
vitation to construct 30 apartments in Lot#25
in the Lviv oblast (region). Lot #25 was award-
ed to a private company, LLC Yantar, which
proposed to deliver 30 apartments at a to-
tal cost of UAH 15,847,425 excluding VAT,
which amounted to UAH 10,450/m2. This
was at odds with two assessments of apart-
ment value in this area around the time that
the tender was published: the Lviv Chamber
of Commerce determined a price between
UAH 8050-8561/m?* for newly constructed
apartments in Noviy Rozdil;*® a subsequent
2018 assessment by the Accounting Chamber

Independent Defence Anti-Corruption Committee | NAKO

pegged the price at UAH 5600/m?.%° Depend-
ing on the assessment, the price requested by
Yantar LLC contained a markup between UAH
2400 and 9,542/m?.

Classification of the apartments: as indi-
cated in the decision of the Shevchenkivsky
District Court of Lviv dated 11/27/2017, the
MOU in a statement on its official website
described the notion ‘secondary market’ in
this case as ‘newly constructed apartments
owned by the bidding company.” However,
the apartments in question were not new.
The building, constructed in 1964, had been
written off by the Noviy Rozdil city council as
derelict and unfit for human habitation, and
sold in July 2006 to a LLC EvroStil for a total
of UAH 606,454. Less than two years later,
EvroStil sold the building to LLC Yantar for
a total of UAH 450,000. In December 2012,
the Noviy Rozdil City Council authorized LLC
Yantar to register the real estate as residen-
tial real estate - but only after its reconstruc-
tion.” Formally, this in itself should have dis-
qualified LLC Yantar as the apartments did
not satisfy the notion of ‘secondary market”:
they were not newly constructed, they were
reconstructions. The true nature of the ‘re-
constructed’ apartments was apparently con-
cealed by MoD decision-makers within the
Western Territorial Defence Housing Directo-
rate.”

° Announcement in the ‘Narodna Armia’ magazine (oronoweHHs y raseti «<HapogHa apmisi» Bif) N2227/1/2226-HEP, 31 July 2015,
N272 (5407). Available in Narodna Armia Archive: http://bit.ly/38ypo79 (Verified June, 2020); see also http://bit.ly/2w2gcmQ (Verified
January, 2021).

%7 Decision of the Shevchenko District Court, City of Lviv) (YxBana cygy N© 71888840, 30.01.2018, LLIeBYEHKIBCbKMIA paiOHHWIA Cya M.
JlboBa). Available at: http://bit.ly/2P6xii2 (verified January, 2021).

% Decision of the Shevchenko District Court, City of Lviv) (YxBana cyny N2 71888840, 30.01.2018, LLIeBUEHKIBCbKMIi paiiOHHWUIA Cy4, M.
JlbBoBa. Available at: http://bit.ly/2Péxii2 (verified January, 2021).

® Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 13.

70 Court Case (CnpaBa) 466,/9887/16-k, Shevchenko District Court City of Lviv. Available at: http://bit.ly/2W2gecmQ (verified January,
2021).

""Nowy Rozdil City Council Decision No. 451. See Court Case (Cnpasa) No. 466,/9887/16-k http://bit.ly/2W2gcmQ (verified January,
2021).

2 Announcement in the ‘Narodnia Armia’ magazine No. 227/1/2226-HEP (orosowweHHs y raseTi «HapogHa apmis» Big), 31.07.2015
N972 (5407. Available at Narodna Armia Archive: http://bit.ly/38ypo79 (verified January , 2021); see also http://bit.ly/2W2gcmQ
(Verified verified January , 2021).
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Despite these red flags and the overall lack
of demand for military housing in the area, the
leadership of the Ministry of Defence conclud-
ed 30 contracts with YANTAR LLC for the pur-
chase and sale of real estate on the secondary
market.” The criminal inquiry into the Noviy
Rozdil case concluded that persons employed
by the MoD, working both in Kyiv and Lviv, and
employees of the LLC Yantar, had conspired to
embezzle budgetary funds allotted to the pur-
chase of defence housing and, in turn, misap-
propriated UAH 5,071,175.7

‘From the materials of the criminal proceed-
ings it is seen that ... the officials of LLC "yan-
tar" illegally received part of the funds (over
UAH 13 million) from the Ministry of Defence

of Ukraine. These sums were transferred to
the accounts of individuals-entrepreneurs.’”

The Noviy Rozdil criminal case hinges on the
possible violation of Article 410 (3) of Ukraine’s
Criminal Code, i.e. seizure of military property
by a service person through fraud and abuse
of office. These offences carry a penalty of 3-8
years in prison, or 5-12 if committed within a
‘special period’” outside of martial law, such as
the period following the occupation of Crimea
and Donbas. At the time of writing, verdicts are
yet to be issued. However, in the summer of
2018 another criminal case involving Yantar LLC
was opened, this time pertaining to the attempt
to offer a bribe of $5,000 to a military prosecu-
tor in the first case: the individual in question
was fined a mere UAH 8500.7

CASE 2: BUDKAPITALS AND CONFLICT OF INTEREST

LIKELY SCHEMES:

1
! s N
[ |
FAKE &=
SCHEME 3 SCHEME 4 SCHEME 9

Scheme 3 - MoD decision-makers are offered and accept compensation from private construction firms.

Scheme 4 - MoD decision-makers ask for, and accept, compensation from private construction firms.

Scheme 9 - Assets are misappropriated by decision-makers/personnel.
Scheme 10 - Assets are misappropriated by decision-makers/personnel in collusion with third parties.

> Announcement in the ‘Narodnia Armia’ magazine No. 227/1/2226-HEP (oronolenHs y raseTi «<HapogHa apmisi» Bif), 31.07.2015 N972
(5407). Available in Narodna Armia Archive: http://bit.ly/38ypo79 (verified January , 2021); see also http://bit.ly/2W2gecmQ (verified

January, 2021).

7 Decision of the Shevchenko District Court, City of Lviv) (YxBana cyny N2 71888840, 30.01.2018, LLIeBUEHKIBCbKMI1 PAHOHHWI CyL, M.

JlbBoBa). Available at: http://bit.ly/2P6xii2 (verified January , 2021).

7> Court Case CnipaBa N? 466,/9887/16-k http://bit.ly/2w2gcmQ (verified January, 2021).

7® Court Decision N2 71888840, 30.01.2018, Shevchenko District Court City of Lviv; Case (CnpaBa) No. 466/9887/16-K, Shevchenko
District Court City of Lviv. Available at: http://bit.ly/2W2gcmQ (verified January , 2021).

http://bit.ly/2w2gcmQ (verified January , 2021). It should be noted that fines in Ukraine are generally rather low, thereby negatively

impacting their deterring purpose.
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The second case study focuses on 109
apartments just over 30km East of Kyiv in a
town called Mykhailivka-Rubezhivka, built by
BUDKAPITALS LLC.” BUDKAPITALS submitted
an offer to build the apartments in response to
a2014 MOD tender. The real estate was paid for
in tranches between 2014-2015, and, despite
not being finalised, the apartments in ques-
tion were received as ‘complete’ by the MOD in
March 2015.7

The contract and the work remain disputed;
they have been the topic of inquiries from the
Audit Chamber (2015) and from members of par-
liament, the latter addressed to the Prosecutor
General.””The process has raised a number of red
flags as both the MOD and the private company
have claimed damages and disadvantages from
the process. For example, the Accounting Cham-
ber has concluded that the contracts have cost
the Ukrainian taxpayers about UAH 41.6 million
in damages, plus litigation fees.®® BUDKAPITALS
has asserted damages in the order of about
UAH 800,000.%" Company representatives have
asserted that despite the building now being on
the account of the MoD and no longer belonging
to BUDKAPITALS, the company continues to pay
for the unfinished building's upkeep in order to
prevent it from deteriorating without heat and
security, and to prevent the MoD from claiming
that BUDKAPITALS had fallen short in their duty
of care, which could cause further losses.®?

To date, the building remains unfinished, de-
teriorating without ever having been inhabited.
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While the MOD has sued BUDKAPITALS over
the state of the buildings, the courts continue
to side with the company, arguing that the MOD
had formally accepted the ‘completed’ apart-
ments and ownership had formally been trans-
ferred, making the MOD the owner of the real
estate in question. In addition, the Accounting
Chamber noted in 2018 that while the MOD has
sued BUDKAPITALS in court, it had not moved
to investigate these cases internally or to have
the ownership transfer declared invalid.®*

The BUDKAPITALS case illustrates the fol-
lowing governance gaps and resulting corrupt
practices:

Falsifying documents and accepting unfin-
ished deliverables: In March 2015, the MoD au-
thorities signed an act accepting the apartment
building as complete and received it as such.
However, an MQD technical control carried
out on 2 February 2018 registered 96 apart-
ments as 87% complete, and 13 apartments
99% complete.® The Parliament’s Accounting
Chamber has found that at the time of its issu-
ance the object in question had not even been
constructed.®® The MOD did, however, transfer
a total of UAH 32.4 million in 2014-2015 and an
additional UAH 1.7 million in 2016 for the sup-
posedly obtained apartments.®®

In addition, the MOD not only did not at-
tempt to rescind the false agreements and cer-
tificates of completeness - although, according
to the agreement with BUDKAPITALS, this could

77 Accounting Chamber, ‘Assessment of the Level of Efficiency,’ 2018, p. 10.

7% In an interview with the owner of LLC BUDSKAPITAL, the tendering process was also identified as problematic, one in which fake
tenders were submitted in order to qualify. Interview conducted on 18 April 2018 in Kyiv.

7 Letter No 946-02/313 from 20 March, 2018 addressed to Ukraine’s Prosecutor General by Ukrainian MP D. E. Dobrodomov. This

letter, dated November 2015, was provided to NAKO staff.

8 Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 11 (Contract No 1/3600M).
# Decision of the Court N2910/9512/17 dated 26.07.2017 available at: http://bit.ly/31GQXrs (verified January , 2021).

® This information was asserted numerous times during NAKO interviews with representatives of BIDKAPITALS in the spring and
summer of 2019. See also: Decision of the Court N2910/9512/17 dated 26.07.2017 available at: http://bit.ly/31GQXrs (verified January,

2021).

% Accounting Chamber, ‘Assessment of the Level of Efficiency,’ 2018, p. 11 (Contract No 1/3600M).
# Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 12.

% Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 10.

% Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 10 & 11.
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have enabled it to receive some of the apart-
ments free of charge - but it concluded a subse-
quent contract for the purchase of 13 additional
apartments.®” These decisions, made in appar-
ent disregard of previous failures of the compa-
ny to deliver on its contractual obligations, have
been made against the background of frequent
staff turnover and instability: both contracts
with BUDKAPITALS were signed by acting heads
of the MQD, staff members posted to the MOD
rather than permanent officials.®® This likely im-
peded the formulation and use of institutional
memory and facilitated abuses: the Accounting
Chamber has concluded that officials most likely
colluded with companies to facilitate the signing
of false documents and overriding of the condi-
tions of original tender requirements.*

Price increases: between the 2014 and 2015
contracts, the price per square meter for apart-
ments in the same area appears to have in-
creased by UAH 4,000, and concluded that this
opened additional opportunity for the company
to make a profit.®® The company, however, has
claimed that this increase reflected the fluctu-
ations in the value of Ukrainian currency. In ad-
dition to inflation, fluctuations in currency can
affect prices; suppliers therefore frequently tie

the prices of the contracted work and material
to the exchange rate of the US dollar,’" while
Ukraine’s Law on Public Procurement allows
for fluctuations in inflation and currency val-
ue to be indexed.’” In the period between the
2014 call for tenders and the date of the last
payment from the MOD, the Ukrainian hryvnia
fell about 50% in relation to the US dollar; ac-
cording to BUDKAPITALS, this sharp fall of the
Ukrainian currency, and the resulting rise in
prices, impeded the timely construction of the
buildings.

Potential conflict of interest: at the same
time as BUDKAPITALS was carrying out con-
tractual work with the MOD, its director was
a member of the Public Council at the Ministry
of Defence. A consultative body tasked with
bringing in public participation, enhancing civil
control, and helping formulate policies within
the Ministry of Defence,” the Council has long
been plagued by accusations of incompetence,
bias, and foreign infiltration.” BUDKAPITALS
director has reportedly joined the Council be-
fore, during and after running into contracting
problems with the MoD; given the Council’s po-
tential policy-making role, this could have cre-
ated a conflict of interest.”

% Accounting Chamber, ‘Assessment of the Level of Efficiency, 2018, p. 11(Contract No 1/3600M).

%1t is important to note that the qualification of the individual as ‘non-staffer’ seems to only apply to the BUDKAPITALS case. The
same official, in his capacity as ‘Acting Director,’ entered into other questionable agreements on behalf of the MOD. See Accounting
Chamber, ‘Assessment of the Level of Efficiency, 2018, pp. 35, 37.

% Noting the following companies: TOB «bYAKAMITANIC», MAT «XK «KuiBmicbkbya», TOB «BOPUCIIIb TPOMIHBECT», TOB «CO®I¢
BY[L TPYT», MPAT «byaiBenbHuit Toprosuii OynuHok», TOB «IT IHBECT», MAT «®K «CTC-IHBECT», TOB «JOBPOBYT+»). The issue
of high staff turnover was also cited by the MOD’s former anti-corruption adviser, Ruslan Trotstynsky. NAKO Interview with Ruslan
Trostynkskiy, November 2018, Kyiv.

% Accounting Chamber, ‘Assessment of the Level of Efficiency,” 2018, p. 11.

°'Interviews with BUDKAPITALS representative, Yevhen Pinchuk, spring and summer 2019, Kyiv & Odesa.

%2Ukraine’s Law on Public Procurement, Article 36 (7) allows for the indexation of contract prices. (Mpo nybniuni 3akynisni 922-V111.
Available at: http://bit.ly/2Q28s2u (verified January, 2021).

% public Council Statute available at: http://bit.ly/33TqhFz, verified January, 2021.

‘The Minister of Defence Confirmed Anti-Ukrainian Public Council at the Ministry of Defence,” Novynarnia, 3 August 2017. Available
at: http://bit.ly/2Mxc7nG (verified January, 2021).See also: ‘Scandal with elections to the Public Council at the MOD,” Tyzhden 3 Feb-
ruary 2017. Available at: http://bit.ly/2NNcqu4 (verified January, 2021); ‘Be damned - how volunteers and ATO veterans are pushing
out pseudo veterans from Ukraine’s Budget,” Novynarnia, 14 April 2017. Available at: http://bit.ly/2PWJrgf (verified January, 2021).

% During interviews in the autumn of 2018 and spring and summer of 2019, NAKO researchers asked the BUDKAPITALS representa-
tive if he abused his power, or considered it a conflict of interest to be simultaneously an owner of a construction company building
for the MOD and the representative of non-governmental organizations focused on defence housing on the Public Council of the
MOD (which has insight and some impact on budgetary expenditures for defence housing). In interviews and later in written form,
Pinchuk denies any conflict of interest, abuse of power and provides timelines of his leadership/involvement in civil society.
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CASE 3: ARTEMA 24A
SOLD TWICE, RENAMED THRICE, OWNED BY NONE

LIKELY SCHEMES:

il v a o llE -4l Ll
=7l i M{‘ mEsR - ARt
D - SCHEME 4 » SCHEME 6 SCHEME10€

Scheme 2 - Signed contracts violate legislation, codes, standards and/or rules.

Scheme 3 - MoD decision-makers are offered, and accept, compensation from private construction
firms.

Scheme 4 - MoD decision-makers ask for, and accept, compensation from private construction firms.
Scheme 6 - MoD decision-makers request, and are given, compensation to influence the awarding
of maintenance/management contracts.

Scheme 8 - Decision-makers involved in procurement of real estate related construction/services
enter relationships with firms of which they are owners/beneficiaries.

Scheme 9 - Assets are misappropriated by decision-makers/personnel.

Scheme 10 - Assets are misappropriated by decision-makers/personnel in collusion with third
parties.

The case of the ‘Artema 243’ land plot in
Kyiv illustrates some of the challenges related
to the management of land controlled by the
Ukrainian Ministry of Defence. Contested own-
ership and dodgy sales and acquisition proce-
dures, facilitated by the MOD’s lack of effec-
tive control over its land, has led to litigation
and years of stalled development in Kyiv's city
center, created corruption risks, and resulted
in conflict between the MOD, local authorities,
and private investors.

While this case is primarily related to the
actions of one suspect within the MoD, whose
abuse of power and official position within

a few short months racked up damages over
UAH 91,300, 000 (est. $17 236 220),”* it is in-
dicative of the grand scale of defence real es-
tate problems caused by corrupt actors. The
Artema 24a case is only one of 26 connected
to the criminal activities of the same individ-
ual within the MoD, whose deeds were facil-
itated by gaps in the MOD'’s real estate sales
and valuation procedures, as well as its failure
to properly plan for and control the actions of
its officials. The court decision in this case was
brought to the attention of NAKO anonymous-
ly; despite Ukraine’s legislation stipulating that
criminal court decisions should be publicly avail-
able, this one is not.?”” NAKO reached out to the

% Shevchenko Criminal Court Rulings, Case No. 1 - 1081/2010 (accessed by researchers, not available online. See also Hearing
of Shevchenko Region Court on 20 October, 2010; Criminal Case No. 12018100000000534 date registered 11.06.2018 13:24:28.
Available at: http://bit.ly/2QOWXIF (verified January, 2021).

7 In apparent violation of Ukraine’s 2006 Law on Access to Court Decisions (https://zakon1.rada.gov.ua/cgi-bin/laws/main.
cgi’nreg=3262-15. Open-source searches related to the 26 cases noted above was possible to find and verify all references made to
each of the 26 cases in which Mr. Melnyk was found guilty of violating article 365 of Ukraine’s Criminal Code (“Excess of authority
or official powers”).
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court registrar in November 2019 with an inquiry
as to why this particular case is not available on-
line, and the answer that was given noted the
lack of time and computers to post all criminal
rulings online.”®

A month later, in December 2019, the crimi-
nal court decision was finally posted online.*

On 3 October 2018, Mohammad Zahoor,
a prominent international investor and former
owner of Ukraine’s independent, English-lan-
guage newspaper, The Kyiv Post, publicly ac-
cused actors within Ukraine’s MoD of real estate
raiding: in collusion with a private company, Za-
hoor wrote, the MOD was attempting to ‘snatch’
a plot of land legally belonging to one of his com-
panies.'”” Zahoor’s predicament has its source
in two transactions, one carried out in 2001 and
the other in 2006, both selling the same plot of
land, but to two different companies. In 2001,
the MOD apparently sold the land to a company
named ‘Vyrobnycha Firma AgroPromService-A;
five years later, the same plot was sold to a LLC
‘Ukrayina-Metal LTD."!

Both sales were ostensibly related to the
construction of defence housing, with the MOD
divesting real estate to developers in exchange
for a proportion of the apartments construct-
ed on it (in this case, 10%) being made availa-
ble to service personnel. In other words, MOD

real estate was transferred to a private company,
which will then have the right to develop it on
the condition that it delivers a certain amount of
completed construction (in this case housing) for
the MOD’s use. In order to provide real estate to
developers in exchange for completed housing,
the MOD needs to make sure that the plot has
been ‘written off, or made eligible for sale; this
decision has to be approved and registered by
the Cabinet of Ministers. During the first sale in
2001, the plot in question had not been written
off by the MoD; it was, however, written off in
time for the second transaction in 2006.'*2

However, the 2006 sale of the Artema 24A
plot was unlawfully carried out by an official
working within the MOD, Volodymyr L. Melnyk,
acting at the time under power of attorney to de-
cide upon real estate matters on behalf of ‘Ukrob-
oronbud,” a branch of the Central Specialized
Construction Directorate (CSCD) at the MoD.
Within three short months in 2006, Mr. Melnyk,
acting in the interest of third, private parties,
abused his authority and signed away MoD real
estate all over Ukraine, with the MOD losing UAH
91,300,000 in the process (est. $17 236 220).%
Notably, the Artema 24A plot is the only one
related to the Melnyk case which actually had
been written off at the time of the (second sale);
none of the remaining 25 had even gone through
the process.'”

% Based on the response of Shevchenkivskyi District Court of Kyiv N201-20/242/2019/K-301 dated 08.11.2019 to NAKO letter inquiry

dated 04.11.2019.

% Shevchenkivskyi District Court of Kyiv, Case No.1-1081/2020 (posted online in 17.12.2019, https://bit.ly/2x9PpNs).
199M. Zahoor, ‘Think before you Invest, The Atlantic Council, 3 November 2018. Available at: https://bit.ly/2FBGOIn (verified January,

2021).

19" Criminal Case No. 12018100000000534 date registered 11.06.2018 13:24:28.

192 Written communication with expert Georgiy Mohinly, dated 18 November, 2018, substantiated in the Shevchenko Criminal Court
Rulings: Case No. 1-1081/2010, Hearing of Shevchenko Region Court on 20 October, 2010 (accessed by researchers, not available
online), and Criminal Case No. 12018100000000534 date registered 11.06.2018 13:24:28.

%51t has been argued that the then Minister of Defence was also behind the unauthorised sales. Minister Grytsenko denied any
involvement, testified against Melnyk during the criminal trial and supported the guilty verdict. ‘What the voter needs to know about
Anatoliy Grytsenko’ Ukrainska Pravda (Lo Tpeba 3Hath Bubopuio npo AHatonis TpuueHka | YkpaiHcbka npasga.) * February 2019.
Available at: http://bit.ly/2whoQIn (verified January , 2021).

1% The analysis of the Melnyk case has led researchers to conclude that the real estate in question was the only plot that had
actually been formally written off by the MOD. This “writing off” is an important step that should be taken by the MOD before
effective control of the real estate is transferred away from the Ministry. This was not addressed directly by Criminal Case No.
12018100000000534, but reappeared during the 8 years of litigation by Zahoor.
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As a result of Melnyk’s activity, many of the
companies listed in Table 6, subsequent pur-
chasers of the real estate, and the MoD have
been litigating one another for over a decade.
At times the courts decide in favour of the MoD,
and in others in favour of the company.'*®

The Melnyk case also points to the occa-
sional disparity between the estimated costs
of the land prior to entering the equity partici-
pation deals and the actual damages that had
been identified by the court (see Table 6). In
one case, the difference was well over UAH 6
million (over $1 million). Despite numerous at-
tempts, it was not possible to ascertain which

Independent Defence Anti-Corruption Committee | NAKO

institutions were responsible for the valuation
prior to the sale by the MOD, nor how the sums
were calculated. NAKO was also not able to ob-
tain a clear explanation of how the valuations
have been conducted. '°°

The Artema case was enabled by the fol-
lowing gaps in MOD housing governance:

Lack of oversight and institutional memo-
ry within the MQD, which resulted in arbitrary
decisions being made and a failure to detect
wrongdoing;

The opaque and hard-to-analyse work of
the expert valuation teams.

195 Narodni Blogi, ‘Corruption of Brave Traitor,” 12 April 2018, http://bit.ly/39C3d0OZ (verified January , 2021).

19%The manner in which the valuations are conducted and by whom calls for attention and further research, particularly as it appears
that the MOD may be writing off and effectively selling more of its land in the near future, both due to the need to find additional
resources for the MOD’s defence real estate needs and the general opening of the land market.
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Value

Percent

Written off by
i MoD at time
i of contract?

Dnipropetrovsk Prospekt
i Pratsi 2-A (Area 64)

Sevastopol vul. Khmelnyts-
i koho 88 (Area B-26)

Zhytomyr vul.
Chernikhivskaho 108
Inventory 239 (Area 80)

Zhytomyr vul. Chernikh-
ivskaho 108 (Inventory 247
& 248 Area 80)

10/03/2006,
noTim
20/03/2006

520000

117%

Vikkor

Zhytomyr vul. Sayenka 54a
- (Area 109)

Zhytomyr (cmt)Huyeva

(Area 81)

Zakarpatia, (cmt) Mezhy-

hirya vul. Vatutyna 10

Sevastopol vul. Istorychna
17 (Area B-39)
Later changed to 26A

Auditorska Firma

Ehergo-Audit Plus

Private individual
Tevzadze A.D.

Sevastopol vul. Shchytova
i 40 (Area 503)

Sevastopol Vul. Naberezhna
i Nazukina & Berth #262 '

Odesa Silskohospodarskiy
- provulok 2 (Area 216)

17826000

310000

Obyednana
Torhivelna Hrupa

12

Kyiv Artema 24 (later _
renamed Artema 24a) (Area
L 43)

7258697

119553206

2001 “Vyrobnycha
Firma
‘Agropromservice”
Followed by 2006

Simferepol Vul. Mokrouso-
va/Aksakova 4/15 (Area 23)

Simferopol Vul. Zaporizhz-
- ka 2/8 (Zaporizhska 4.6)
i (Area 40)

7243634

“Sevtorko”
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: : : : : : ertten off by
Case ! Location Date  Value : Percent | Damages @ Companies : MoD attime
: : : : : : i of contract?

- PP “Filippov |

Sevastopol Liubymivka village
15 Vol Fedorovska s 120/03/2006 . 45000  311% 40417 Kyrylo N
e Dmytrovyeh”
Zhytomyr Vul. Kyivska Shose 42 L L
16 {Area 109 20/03/2006 © 181900 | 310% 564 247 Vikkor (%)
|7 Dnipropetrovsk Vul. Furmanova 12 0006 1040000 170% | 2106 430
(Area 12) /03/ ° 0

Dnipropetrovsk Vul. "Triada"
18 Symferopolska 2 (Area 11) 21/03/2006 2157 000 300% 6 461490 riada Q
jg  Dnipropetrovsk Vul. Lyash- 21/03/2006 4979000 225% 11190 020 O
- ko-Popelya (Area 14) 0

Sevastopol (Area 296)
20 ' Sevastopol South Shore Zone of : 23/03/2006 : 1218129 ;| -9%
 Crimea No.3 (kon.) Krym

Sevastopol Tavriyska Naberezhna
- Berth 248 :

| 24/03/2006 1070000 -79% 845575 Vimpel  €)

- Lutsk Vul. Vynnychenko 8 (Area - 'Zakhidna

22 g7 VRO BT 20/03/2006 2960000 190% 5636039 Produktova  €))
' ' 5 5 5 . Kompania"
) 110/05/2006 2800000 240% 6723809 . Q

- Odesa Vul. Dacha
: Kovalelevskoho 128 (Area 234)
Odesa Vul. Astashikina 29 (Area
i21)

110/05/2006 1950000 339% = 6613059 O

110/05/2006 © 970000 = 322% 3127471  'Vessayug' . €3

Dnipropetrovsk Ploshcha 1 27/05/2006 1 2145000 -61% | 130318508  "Line-M'

26 i Zhovtneva 11 (Area 15) 0
.~ Total in UAH 45 788 043 . 199% 91315 980,03
. Total in USD 8 639 253 200% | 17236 220,65

.................. Jats3exchangerate)
Table 6. The Melnyk Case: real estate and damages.
' Belonged to state enterprise of MoD “Viyzkova turystychna basa Mezhyhirya”

?Belonged to Balaklavskiy ship repair factory Metalist

> Were in the “oblik” inventory of the Kyiv Quartering Directorate and were transferred to the balance of the Directorate of Capital
Construction of the MoD in the quality of an object for joint development with a company identified as Vyrobnycha Firma Agropromservice.
This notwithstanding, the object in question was transferred to "Ykrayna-Metal LTD"

“Belonged “povnoho hospodarskoho vidannya State enterprise of the MoD “Krymviyskbud”
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CONCLUSIONS &

@

Reforming the Ukrainian defence housing
and real estate system is a daunting task, and
one that it does not seem possible to achieve
without a fundamental policy change: a rene-
gotiation of the social contract promising free
housing to service personnel, with more flexibil-
ity on how to best secure individuals’ interests.
Given that this promise can be a significant draw
to a sector with low wages and stalled careers,
this would be difficult. However, since failing to
fulfil these promises breaks service personnel’s
rights and further undermines their trust in the
institutions they serve, it is also indispensable.

Even if the key policy change is achieved,
plugging the governance gaps that enable bad
outcomes is likely to take time, effort, and re-
sources. But as the MoD continues to struggle
with fallout from old cases and enters into new
contracts, lessons from previous experiences
are too important to be ignored. While any re-
form will need to be systemic and reach into all
corners of the system, we suggest focusing first
and foremost on the following issues:

1) Introduce long-term, needs-based
planning. The cumbersome procedures and
annual planning and budgeting system lead to
situations in which buildings take unaccept-
ably long periods to be completed and remain
unfinished even as the construction of new
ones commences. The Main Quartering Direc-
torate (MQD) experts develop annual plans
which spread the funds planned by the annual
national budget into small amounts and to nu-
merous facilities under (re)construction. Lack
of long-term planning and resourcing not only
leads to the MOD receiving substandard hous-
ing; it also enables arbitrary decision-making
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that facilitates corruption, fraud, and embez-
zlement. Long-term strategic plans, based
on an audit of needs and availability of re-
sources, need to be drafted carefully, with
input from veterans’ organisations, and
made public wherever possible in order to
enable Parliament and civil society to hold
the MOD to account.

2) Simplify and streamline the budget-
ing process. The budgeting mechanism (see
pic.1) lays out a minimum of 11 steps neces-
sary to approve a budget. The length and com-
plexity of the process, in combination with
planning and budgeting conducted in annual
cycles, sets the MOD up for inefficient use of
resources: by the time the funds are allotted,
too little time remains to effectively finance
and operationalize the MOD’s own construc-
tion, let alone organize tendering and purchas-
ing processes for obtaining defence housing
on the secondary market and/or as part of
equity share participation. Improvements in
the budgeting process should to some ex-
tent follow improvements in the planning
process and the adoption of strategic plans,
however, it is necessary to revise the pro-
cesses themselves and consider introducing
longer time horizons for budgetary process-
es and approvals.

3) Strengthen the tendering and con-
tracting process and make it more transpar-
ent. The current process has too many gaps,
including the failure to set requirements, de-
fine the proportion of apartments in particular
developments that need to be offered to the
MOD, and define bid approval and rejection
criteria. It also frequently omits the conditions



for contract amendment or close-out, as well
as penalties for non-fulfillment of obligations.
The priority in this area is ensuring that
tenders fully set up the conditions of bid-
ding and contracting, and are clear about
requirements the MOD has. In order to al-
low for greater transparency and oversight,
an online tendering system such as Prozorro
needs to be used, unless a clearly defined,
national security-related exception applies.
The tendering system should also demand
the disclosure of information from compa-
nies that would enable officials to prevent
conflict of interest.

4) Reforming the MQD and fostering ex-
pertise, consistency and institutional mem-
ory. Ukraine’s key body tasked with defence
housing, the MOD’s Main Quartering Directo-
rate, is an office of mammoth size and riddled
with dysfunctionality. Frequent restructuring
and the mandating of ‘acting’ personnel to
make key decisions increases the space for ar-
bitrary decision-making not mitigated by expe-
rience or institutional memory, and therefore
creates corruption risks. Likely to be a long-
term exercise, the size, shape and reporting
structures of the MQD need to be amended
in line with the analysis of Ukraine’s strate-
gic defence housing needs; an audit of its
staffing levels, promotion policies, and staff
retention measures could be the first steps
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toward greater stability and consistency.

5) Strengthening oversight and account-
ability, internally and externally. In many
cases, staff members implicated in corrupt
schemes have not been held to account by
internal MOD structures, while parliamenta-
ry scrutiny and justice in the courts were not
demonstrated. In order to create accountabil-
ity that could deter corruption, MOD struc-
tures able to investigate breaches internal-
ly (such as the Main Inspectorate)'®” might
need to be involved, or new bodies created.
Externally, the Parliament and its Account-
ing Chamber need to consistently and per-
sistently demand on the MOD to formulate
reform plans, plan strategically, and police
itself. The Accounting Chamber reports are one
of the key tools to identify shortcomings and
equip Parliament to push for changes, but it is
not clear to what extent their recommendations
are implemented. The Chamber should utilise
international good practice in tracking the
percentage of recommendations that have
been implemented, while Parliament needs
to insist that government departments be-
ing assessed at least respond to the recom-
mendations. Unless warranted by a clearly
defined national security exemption, both
the reports and the responses need to be
publicly available.

197 See the Ukraine MOD'’s Main Inspectorate web page: http://www.mil.gov.ua/ministry/struktura-aparatu-ministerstva/gimou.html,

verified June y 2020.
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