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Good morning ladies and gentlemen,
My name is Peter Goliaš and I am Director of the institute INEKO which is an economic think-tank based in Slovakia. Together with the International Centre for Policy Studies (ICPS) based in Kyiv we have been running a project in Ukraine which is closing with this video conference presenting fresh transparency and financial health ratings of the biggest state-owned enterprises (SOEs) in Ukraine. In my presentation I will briefly inform you about this project and I will present key principles on corporate governance of public enterprises as well as some examples of bad and good practices from Slovakia.
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The title of our project is „Strengthening democratic resilience of key public institutions in Ukraine”. We started to implement it in July 2020 and we are closing this September. The project is funded by The U.S. Embassy in Ukraine and the SlovakAid and it builds on previous projects that we were running in Ukraine together with our partner ICPS since 2015.
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Our main goal is to support democracy in Ukraine by evaluating and strengthening the independence of key regulatory and judiciary institutions as well as by evaluating the transparency and financial health and supporting the implementation of anti-corruption measures in state-owned companies and local governments in Ukraine. All activities are based on transferring know-how from similar projects implemented in Slovakia.
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Among our key outputs we published in June this year a Report on the independence of 17 regulatory and judiciary institutions in Ukraine and displayed the results and recommendations on a newly created internet portal. Also, we have updated the transparency and financial health evaluations of public enterprises and local governments. You can check the results on special internet portals that we developed together with the ICPS. As you can see in the table, our transparency ratings show significant improvement for cities, regions and public enterprises over past few years which we believe is at least partially thanks to a positive impact of our project. My colleagues will give you more details on this.
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In my presentation, I would like to focus on a specific topic of corporate governance of public enterprises. This conference presents the transparency and financial health ratings of the biggest public companies in Ukraine. These ratings reflect part of their corporate governance. However, I will show you that the topic is much broader. 
First of all, it is important to notice why actually should we care about public enterprises. The reason is that the corporate governance of public companies determines the quality of democracy. Badly governed companies can become a source of huge corruption and inefficiency that destroys ethical standards and democratic values. This goes hand-in-hand with delivering low quality products to citizens and impeding quality of their lives. Moreover, the inefficiency often results in low dividends and high subsidies which is a burden for the state budget.  
Before I talk about principles I would like to briefly describe current situation in Slovakia. We have dozens of public enterprises which include major firms in many different economic sectors. These companies are important for the State budget as well as for municipal budgets. Every year they pay 4-5 hundred million euro on dividends and take up to 2 billion euro on transfers and subsidies from the State Budget. They have mostly autonomous governance at specific ministries, typical is lack of transparency as well as lack of social and financial responsibility. So far there has been no concentrated effort to improve their corporate governance on central level. This should change in following years as the Ministry of Finance plans to implement the Corporate Governance principles defined by the OECD and it has also started a due diligence process in some railway companies. 
The missing effort by state has been partially compensated by activities of NGOs. One of them is the Transparency International in Slovakia which has been regularly publishing a transparency rating of 100 biggest public companies. The rating that we are publishing today in Ukraine is based exactly on the methodology of rating produced by the Slovak branch of Transparency International. Another active NGO is INEKO institute which has recently published the first evaluation of openness of selection procedures for top managers of the biggest public firms in Slovakia. Currently, we are working on a complex assessment of the financial health of all Slovak public enterprises. 
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The transparent selection of top managers belongs to the most important principles of Corporate Governance of public enterprises. Let me present a few examples from Slovakia. I will start with bad practice. Over past two years, the Ministry of Transport selected 11 members of the Boards of Directors in 4 major enterprises active in highway construction, personal and cargo railway transport, and Bratislava airport. For these 11 positions only 14 candidates met basic criteria. There was almost zero competition. Often no CVs were published and some changes were announced only weeks after selection process ended. Generally, there was very low transparency. One local journalist commented clearly that the „Eligible candidates appear to be either unaware of the interviews or are convinced that the winners have been decided in advance.“
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On the other hand, we have also examples of good practice. Over past two years, the Ministry of Finance selected 8 members of the Boards of Directors in 2 major enterprises – it was the electricity transit, and the Slovak guarantee and development bank. There was total pool of 118 candidates and 52 of them met basic criteria. The Ministry created expert committees that helped to assess top candidates. The Minister presented the winners in a press conference where he said: "I wanted to make sure I really picked the best ones… No political nominations, we selected quality managers."
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As a third example here is the best practice from the Bratislava City. In 2019 the City Council selected 4 Chairpersons of the Boards of Directors in 4 major enterprises owned by municipality active in transport sector, waste disposal, water supply, and management of municipal forests. From total pool of 104 candidates 74 met basic criteria and 16 candidates participated in public hearings. The expert committees helped to assess top candidates. All CVs and final evaluations were published. The City had also adopted clear methodology for selecting top managers and has used it as a standard in all subsequent tenders.
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By now I have mentioned several features of a good governance of public enterprises – general transparency, financial health and open selection procedures for top managers. Now I will give you a more detailed overview by using the OECD guidelines on corporate governance of state-owned enterprises that the Ministry of Finance plans to implement in Slovakia. This list of principles is not complex, I have selected those that I find the most relevant. 
In the first place, the public enterprises should be governed transparently. The activities performed in the public interest should be compensated in a transparent way and separated from commercial activities. There should be no cross-subsidies. The enterprises should inform about any support from the state whether in form of subsidies, transfers or guarantees. The managers should be remunerated in a transparent way, their salaries should not be a secret. The state should enforce transparency by regular evaluation and awarding the most transparent companies – which is actually the practice we have developed in this project together with the ICPS. As I mentioned before, there should be open selection procedures for top positions. Independent experts should be involved in evaluating top candidates for big and important enterprises. 
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Further, the operation of public companies should be protected from any political interference. They should operate autonomously without interventions from the government officials. Their operation should be clearly separated from regulation and economic policy. The government officials should not be nominated as top managers. High-ranked government officials should even not be members of the supervisory boards and boards of directors.  The supervisory boards should have the right to elect or dismiss the CEO and other top managers without any political interference.
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The autonomous operation does not mean that the Government lacks the oversight. On the contrary – instead of being isolated at different ministries, the governance of state-owned enterprises should be coordinated at the central level.  The central entity should monitor and update the objectives followed by every company as well as the key performance indicators showing the degree of fulfillment of these objectives. The indicators should be both financial and non-financial and the summary on their fulfillment should be published in annual reports. Every year, the Government should approve a central report including summary on meeting the KPIs of major enterprises. The public companies should also adopt Codes of Ethics including rules for protecting whistleblowers. Funding of political campaigns should be prohibited. And finally, a high-quality independent external audit of financial statements of every state-owned enterprise should become a standard practice.
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As an inspiration, I will show you the plan for implementation of these principles in Slovakia. In near future, the Slovak Government should approve the OECD Principles and their implementation. The Ministry of Finance should publish on its webpage the list of public enterprises, their legal form, ownership structure, description of economic activity as well as datasets with time series on key financial indicators, dividends and subsidies. The Ministry will also collect information on objectives followed by specific enterprises, definitions of key performance indicators as well as data on their fulfillment. They have already started due diligence process in selected companies. After collecting all information, the Ministry will monitor and report on compliance of all companies with defined principles.
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Ladies and gentlemen, I hope this presentation helped you to understand better why it is important to care about good governance of state-owned enterprises and how to do it. As you could see we started to implement several activities in Ukraine and also in Slovakia but there is much more to be done. I hope that the Ukrainian Government will be open to implement the OECD principles and the experts of the ICPS or other NGOs will have an opportunity to take part in this process. Thank you for your attention! Good Bye!







