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FORE\VORD
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of 1997.

Like the other individual vodokanal reports, this report presents the results of
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enhance its debt repayment capabilities
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Chapter I - Executive Summary and Action Plan

1.1 Executive Summary

The current institutional and economic environment have a negative effect on the
ability of the Smolensk Municipal Enterprise "Gorvodokanal" (SYK) to be self..
sustainable. 1 While SYK is a separate legal entity from the local administration, it is
unable to recover all of its operating costs through its tariff structure which is limited
by both the local tariff approval process and existing Federal tax legislation. In 1996.
'it was only able to collect 62% of what it was owed2

, including VAT and other
services. Almost 57% of the user charges it was able to collect was in non-cash form
Lastly, SYK does not utilize the mechanisms available to it related to service shut-otl
and metering, and its contractual relations do not encourage improved performance
nor cash payments from its customers.

A brief overview of the financial and institutional elements of the vodokanal indicate
that:
• SYK is currently working without a service agreement and SYK's Director IS

working without a contract.
• SYK's current corporate structure is outdated by the Russian Civil Code.
• SYK's reorganization can only be initiated by the Mayor of Smolensk and only

after the approval by SYK's Labor Collective.
• SYK pays scant attention to increasing utility efficiency (reducing losses/leakage)

since their tariff structure is based on water produced and not billed.
• At present, most capital improvements and expansions are financed by the city

budget. As a result, there is little or no incentive for the vodokanal to engage in
capital budgeting.

• SYK includes depreciation in its tariff calculation. The majority of system wide
capital investment activities are however, financed through the municipal budget.

• The carrying cost for accounts receivable (amounts owed by customers to the
service provider) are currently not identified as a normal business expense item nor
as a reserve fund category.

SYK currently operates under a constant state of "emergency." The vodokanal uses
its available funds and resources for mainly urgent repairs and essential maintenance
Most of its facilities, pipe network, and equipment are in need of repair or replacement
SYK has taken some steps to improve its financial situation, namely, billing general
population customer directly. This seems to have had an immediate positive impact on
revenue.

I A vodokanal can be considered 10 be financially sustainable if it is able to collect enough revenue
from its user charges, and other sources. to allow it to continue provide satisfactory service
indefinitely. For SVK, this involves paying for all operating and maintenance expenses.
rehabilitating and replacing capital equipment. and extending and expanding their service as
necessary.
C This includes both 1996 billings and the accounts receivable starting balance (as of January I.
1996.)



At the same time there may be opportunities to reduce SVK's operational costs "hi'::1
have yet to be analyzed For example, SVK's work force has increased over the LlSt
two years. Management has also not conducted cost-accounting analysis to determi:1e
potential cost-saving operating strategies. Additional opportunities to improve C.1~h

collections may exist; for example, charging a service charge for non-cash payments c'r
increased use of service shut-off for non-payment Other cost saving strategies relatd
to improved production or transmission activities have not been explored c'r
developed. Lastly, demand management strategies, including customer meter
installation, have not been fully considered or acted upon.

1.2 Action Plan

Based on this review, Table 1. I and Chart I. Ishow an "Action Plan" ("Plar.")
developed for SVK to assist the vodokanal to improve its operational and financ\2,1
autonomy. This Plan works in concert with the Action Plan presented in the
accompanying "Overview" Report. In addition, the below Plan considers actions to
overcome institutional limitations which confront SVK that are described in fuller
detail in Section 2.3 of the "Overview" Report entitled, "Limitations to Operational
and Financial Autonomy."

The goal of the Plan is to promote SVK's financial sustainability for current and future
operation. The Plan is divided into the following six categories:

1. Corporate Governance;
2. Regulatory;
3. Management Improvement;
4. TarifflFinance;
5. Operation Efficiency Issues; and
6. Demand Management.

Table 1.1
Smolensk "Gorvodokanal" Action Plan

SVK's current structure is outdated by the Russian Civil Code. S\1\.
should reorganize itself as a municipal unitary enterprise. The nell
Charter should grant to SVK and its director as much operatiol13l
autonomy as possible under applicable law, including the power to:

Create and revise internal management structures. appoint and
dismiss management and other personnel:
Adopt and implement operating plans and policies:
Adopt and implement personnel policies:
Adopt and implement capital repair and capital investment plans and
policies, etc.: and
Detennine the disposition of all profits.

The Charter should include a clear statement of SVK's purposes and
should accurately define its ser,ice area The Charter should prolllbit
SVK from enga 'ing in business and acti\itics not reasonabh ncccssall t,.



DESCRIPTION
its principal goal of pro\'iding water and wastcwater scn'ices to customers
in its scn'ice arca.

Once reorganizcd. the following three action itcms can take place:
• Conclude New Agreement on Propcrty Transfer;
• Conclude New Sen'ice Agreement: and
• Conclude New Contract with SYK's Director.
After reorganization. a property transfer agreement bctwcen SVK and the
Administration should be concluded. Under RF Law, municipally-owned
property may be allocated to a municipal unitary enterprise only by right of
"economic jurisdiction". To clarify and expand as much as possible.
within the existing framework of RF law. the degree to which SVK can
control the disposition of these assets, SYK and the Administration should
enter into a legally-enforceable property transfer agreement with the
following elements:

• A broad statement of the intended use of the assets;
• A complete inventory of the assets transferred. and a description and

other documentation of their physical condition and depreciable value
at the time of transfer;

• Transfer of the property for a definite ternl, restricting the right of the
Administration to withdraw the right of "economic jurisdiction"
before the end of the term to the case of use of the property for
purposes other than those permitted by the property transfer
agreement, or failure to comply \\1th the requirements of the sen'ice
agreement;

• Periodic revaluation of the transferred assets for purposes of
depreciation, in accordance with applicable law, and corresponding
amendments to the property transfer agreement to reflect these
revaluations:

• Periodic amendments to the imentory of the assets transferred to
reflect dispositions and acquisitions: and

• The term of the a reement should be from five to ten vears.
SYK has been working without a service agreement since April 1996.
Once SYK is reorganized, a service agreement between SVK and the
Administration should be concluded which describes the rights and
obligations of each party with respect to levels of service, tariffs, capital
investment planning and execution, and other aspects of SYK' s operations
and local government support. The Administration and SYK should
negotiate this agreement themselves, and its implementation should be
monitored by the Administration department (Regulatory Body - see

1Ft••••••••••••••••••••••••••••••••• <.•..•••••..••.•..•..••.i )1 below) that will set tariffs. The service agreement should project tariff andII service levels for three to five years, but should be subject to periodic
(perhaps annual) review and revision by mutual agreement. The service
agreement should include the following major elements:

in > i••••••••••• L••••••••••••••••••••••••••••••••••••••••••••••• l· A statement of the purposes of the agreement:< • A general statement of the rights and obligations of SYK. including
the rights to set its own operating. management. personnel. and other
business policies: to take all reasonable and necessary steps to bill and
collect tariffs from customers: and to deliver sen'ices at a level
consistent with revenues. and the obligations to operate as a
financially-sustainable enterprise. to take all actions reasonably
required to enable it to deliver the agreed level of sen·ices. and to
resolve all disputes regarding non-compliance with the sen'ice
agreement in proceedings before the local independent regulatory
body:

• A Jcncral statcmcnt of the rights and obligations of thc

I
J



influence or interferencc by the Administration or the City Soviet, to
support a lcvel of tariffs appropriate to thc agrced level of sef\ice, and
to dclegate to an indepcndcnt local regulatory body the power to set
tariffs and to resolve all disputes regarding non-compliance with the
sef\'ice agreement;

• Statements of long-tcnn and short-tenn goals for watcr and
wastewater service levcls, including objective measures and specific
schedules, Such goals could include impro\ ed water supply ser,ice
duration and pressurcs, reduced water supply system leakage.
increased water supply metering, impro\ed water and wastewater
system maintenance, rcduccd energy use, and improved water and
effiuent quality;

• A requirement for SYK to prepare and execute a capital repair and
capital imestment plan. in coordination with the City's overall plan
for social and economic development:

• A requirement for SYK to develop and undertake (and for the
Administration to support) a program of customer education and
improved customer relations:

• Requirements for improved accounting by SVK. and for period
publication of its financial results;

• Requirements for periodic reporting by the Administration and by
SYK on performance (or non-performance) of their respective
obligations under the sef\'ice agreement;

• Statements of any conditions of the Administration's or SVK's
obligations. including availability of funding for required capital
repairs and capital investments, absence of material adverse changes
in law, and absence offorce majeure:

• A statement that the sen'ice levels called for by the agreement will be
periodically reviewed and revised by mutual agreement: and

• A general statement of intent by the Administration and SVK to
cooperate with one another, use their best efforts to fulfill their
respective obligations and to allow the other party to exercise its rights
under the service a reement.

SVK's Director has been working without an contract since he started in
April 1996, Once SVK is reorganized, a new contract with the Director
should be concluded with the newly created independent regulatory body 
see below, The contract should include financial incentives for achieving
written realistic erformance and efficiency benchmarks.

In order to separate the Administration's role as owner of SVK and of its
assets from its role as tariff and sef\'ice regulator. the local City Charter
should be amended (with or without authorizing legislation by the
corresponding RF subject) to create a special independent local
government body to act as tariff and sef\'ice regulator. with as much
independence as possible from the Administration and Soviet. The
applicablc RF subject legislation. if any, and the Charter amendmellt
should dcscribc the regulatory body's tariff-setting and service monitoring
procedures. including provisions stating that:

SCf\'icc levels are depcndent on tariff levels and collcction rates: that
all dceisions of the regulatory body must bc made based only on the



ACTION ITEM DESCRIPTION
specified percentage of SVK' s revenues (perhaps with a limitation on
the frequency of tariff changes):

• The regulatory body will review compliance with the sef\ice
agreement at the request of the Administration, SVK, or upon request
of a substantial proportion of SVK's customers if they provide some
evidence that either party is not in compliance:

• All interested parties will have the right to have access to infonnation
submitted to the regulatory body, at no cost (copies to be provided at
actual cost);
All decisions of the regulatory body regarding new tariffs or
compliance with the sef\'ice agreement wili be made only after a
public hearing (preceded by publication of adequate prior written
notice of the hearing), at which all interested parties will have the
right to be heard and to present relevant evidence:

• All decisions of the regulatory body will be in writing, stating the
evidence presented and the reasons for its decision:
All decisions of tile regulatory body will be published in the local
mass media and \\ill be available to all interested parties at no cost
(copies to be provided at actual cost);
So long as the regulatory body acts within its jurisdiction, according to
the procedures described in the Charter and according to applicable
law, the Administration and the City Soviet will not interfere with its
operations; and
The Administration, SVK and (to the extent pennitted by RF law)
other parties affected by the regulatory body's decisions will have the
right to appeal to the court or the arbitration court. in accordance' lith
a Iicable law, based on s ecified. limited rounds

The tariff approval process mutually agreed to in the new service
agreement should include an automatic inflation escalator mechanism,
This mechanism would allow SVK to adjust water and wastewater tariffs
on their O\m, without further approval of the tariff regulator. to reflect
inflationary increases in the cost of major inputs, especially energy costs,
according to inflation indices issued periodically (e.g.. quarterly) by the
a ro riate overnment a encv.

The Accounting, Economics. and Customer Billing Departments. should
meet on regular basis to discuss joint operation and co-operation. Hiring a
Chief Financial Officer (CFO) to co-ordinate these groups, stream-lining
these financial operations should improve the quality of the financial
reporting, The CFO should be at the same reporting level as the Chief
En ineer.
Monthly reports should include Trial Balance. Monthly Cash Flow. and
Profit and Loss statements. All financial statements should have columns
comparing forecast versus actual (not adjusted for revenues received),
Accounts receivable should be analyzed (bad debt expense) on a monthly
basis. SVK should annuallv undergo an external audit.
SVK should: review the nature of its current and future data
requirements. and decision making processes: review the nature and
current capabilities of its staff in providing necessary data: hire computer
system specialists to design a comprehensive (complete) management
infonnation and reporting system (t-.lIS): train staff on how to usc the ne\\
reporting system: and sign a sef\ice agreement with the i\llS - sef\'ice I
rovider for re ular system maintenance and II grading as \yell as!

1



ACTION lTEM

Implement Public · · · ····.···.
Informationc:aiitf#iiiiltt6
Explain SVKTaii/f .

DESCRIPTION

continued trainin for staff.
The Accounting Department has an ineffective cost accounting system in
place. Where computers exist, financial accounting software systems are
not linked resulting in numerous bookkeeping errors. Installing a
consolidated accounting computer program will greatly enhance the
productivity of numerous operations. In addition. SVK managers will be
able to more fully understand its roduction costs
Until federal legislation changes. SVK should begin to write-off those bad
debts which it can - i.e., three years and older. Before writing off such
debts however, SVK, working with the support of the Independent
Regulatory body, should try to collect all debts before writing them off.
The writing-off of uncollectable recei\ables should be viewed only as a last
attempt to be compensated for sen·ices already pro\ided. The Regulatory
body and SVK should develop a written procedure for pursuing debt
collection.

Direct general population billing/collection for enterprise housing
customers and direct collection, by-passing the ZhEK, for municipal
housing customers began in January 1997. SVK should: review how these
two billing/payment initiati\es have been evoh-ing since January: and
consider further program developments, including competitively bidding
the ri ht to bill and collect from eneral 0 ulation customers.
SVK should resist all attempts for non-cash payments. If however. this is
deemed impractical, SVK should develop standardized guidelines /
procedures for accepting non-cash payments including additional
surcharge, interest payment. transactions fees, and clearly defined debt
re avment schedule.

In accordance with existing legislation, SVK should levy fines to the
maximum amount permissible. Fines should occur however, only when it
is determined cost effective: i.e .. additional revenues collected through
fines are reater than the additional administrative costs of collection.
In accordance with existing legislation, SVK should develop standards and
procedures for shutting off sen'ice for non-payment. Standards and
procedures should be approved by newly established regulatory board - see
above.

SVK should recalculate full cost recovery water and sewer tariffs for each
customer category and set the tariffs for all customer categories to equal
these full cost tariffs. 3

SVK should include all costs related to billing and collection of population
as a separate expense category in the tariff calculation.

The tariff structure includes a depreciation value \\ hich underestimates the
real economic cost of wear and tear of the fixed assets which SVK uses in
its operation. SYK should increase this value in order to reflect full
de reciation in its tariff structure.
The Administration and SVK should develop and carry-out a public
education program (including public hearings) which will explain the
necessity for and benefits from tariff increases. (At the same time. the
Administration needs to romote its HASP rOgr:.lIn),

Oncc thc cross-subsidy is climinated, thc city should bc prcrarcd to handle thc nc\\ lIKOmC hascd llollsin);

.\Ilowance Subsidy Program (HASP) case load. Currently. kss than I% of the falllllIes in the city receive H.·\5P
subsidics. Such income-bascd subsidlcs should bccomc thc onh ronn or SOCIal asslst.UKC l()f making hOllSIl1':

,1Ild sen'icc paymcnts.



ACTIONlTEM

V. Opcratillo Efficiency
Issues·· . .

DESCRIPTION

Measuring all production by meters should be considcr<.:d a top priority for
SVK. This should be considered one of the primar: condillons in the
service agreement between SVK and the Administration
SVK should compare current actual production with factory designed
nameplate capacity and de\elop a production efficiency program that \\Ill
be included in the new senxe a reement with the AdIlllnistration.

SVK should detennine the magnitude of delivery loses and de\elop a loss

reduction program that will be included in the new ser\lce agreement \\ith
the Administration.

SVK management should e\aluate total staff requirements to detemline if
possible staff redundancies and production inefficienCIes exist. Where I

ossible. mana ement should reduce staffin re uirements.

I
SVK should follow the guidelines provided by existing legislation: i.e. I
customers shall install meters on their own or face being billed the!
maximum amount of water and wastewater they technically could use. I
Apartment building owners should be able to satisfy these guidelines by
installing meters in at building level. Indi\'idual apartment owners.
however. should be encouraged to install their own meters.

A substantial portion of S\"K delivered water is lost due to poor internal
plumbing of most apartment buildings; the majority of which are still
O\vned by the Administration or by enterprises. The Administration
should encourage active maintenance of plumbing to reduce water leaks as
specified by existing "Housing Fund Teclutical Exploitation 'Rules and
Norms. '" Municipal management and maintenance companies are
currently not being held accountable for failing to enforce these "Rules and
Norms." The Administration should introduce incentives into the
mana ement sen'ice a reements to enforce existin "Rules and ~orms."



Chapter 2 - Institutional Review

2.1 Assessment of Present Institutional/Regulatory Environment

2.1.1 Legal Status/Charter

The Smolensk Municipal Enterprise "Gorvodokanal" (SVK) was founded in
accordance with Decision No. 743 of the ~fayor of Smolensk dated November :0,
1992 and on the basis of the Russian Federation law, "On Enterprises and Business
Activity." The Mayor of Smolensk was S\1('s founder (Founder). SVK's charter
("Charter") was approved by SVK's Labor Collective on March 13, 1993 and
registered by the Decision of the Mayor of Smolensk No. 182 of April 4, 1993 - see
Appendix I-A.

SVK was established as an independent legal entity and as such can enter into
contracts, assume bank loans, sue and be sued, and generally conduct its business as
any other enterprise would. According to its charter, the Founder is not responsible
for SVK's obligations. Conversely, SVK is not responsible for the Founder's
obligations. SVK's Founder has the exclusive competence to:

• Change and approve the charter, "jointly" with the labor collective;
• Appoint, conclude agreements with, and fire SVK's Director, "jointly" with

the labor collective; and
• Make decisions on terminating S\1('s activity (with the agreement of the

labor collective) and on allocating its balance,

SVK's charter states that its goal is to operate the municipally owned water and sewer
system and selling its water and wastewater services on the basis of voluntarily entered
contract agreements. SVK, through its water and wastewater user charges, i.e., tariffs,
is suppose to receive enough revenue to be economically self-sufficient for its
operation, production, capital repair and replacement Until recently, SVK looked to
the Administration or oblast budget, or the Oblast Environmental Fund to pay for large
capital improvements. After paying necessary taxes, fees. or fines from its "profit."
SVK independently decides how to use the remaining profit. SVK, however. is
obliged by their Charter to place 5% of their net profit into a Reserve Fund. This Fund
is intended to be used by SVK for covering production related losses

According to SVK's Director, another major governing document that affects SVK's
operation is the August 22, 1995 Decree of the Ministry of Construction No. 937,
"Rules for the Provision of Communal Ser,ices of Water and Wastewater in the
Russian Federation" ("Rules,") The Rules provide the legally based framework for
the relationship between vodokanals and their customers. This document provides the
rights and obligations of customers and vodokanals \vith respect to their contractual
relationship; the procedure of water and \vastewater connections; water meter
installation and the consequences for failure to install meters; payment requirements.



and the available mechanisms for fulfilling their obligations. There are no additional
active legal documents between SYK and the municipal government

SYK's current legal form. municipal enterprise, is outdated by Russia's Civil Code.
SYK will need to reorganize itself either as a municipal unitary enterprise

4
or some

form of private company. SYK' s Director has stated that the vodokanal is currently
considering its options.

2.1.2 SVK Director

SYK's Director has been v.;orking without a contract since assuming the position in
April of 1996. The Director believes that he will soon reach agreement with the
Administration about his contract Depending on SYK's status after reorganization,
the Director would sign a contract either with the Founder, i.e., in case SYK is
reorganized as a municipal unitary enterprise, or with the joint-stock company.

Under the charter, SVK's Director is given the power of attorney to act on behalf of
SYK. The Director can represent SVK's interests with customers and can conclude
contracts with them. The Director can dispose of SVK property (in accordance with
the charter), issue power of attorney to a third party, open bank accounts, approve,
hire, and fire staff, issue orders and instructions, and defines the form, system, and
condition of payment to SVK employees. PADCO was not made aware of any
incidents where the Director was not allowed to carry-out these rights.

2.1.3 SVK Property

The Charter states that SVK received from the Smolensk City Administration Property
Management Committee (Committee) an authorized fund of municipal property equal
to 462 billion rubles to use for their water and wastewater activity. This includes all
administrative, production, and treatment facilities and equipment, and pipe network
(except for internal apartment building plumbing) which is owned by the
Administration but relates to SVK's activities. The Committee gave SVK full
economic jurisdiction over this property (i.e., SVK includes these assets on its balance
sheet) Between 1994 and 1996, SYK further received from the local government 19
billion rubles for capital investments, roughly half of the 34 billion rubles that they
originally requested. SYK has not financed any capital improvements, other than
repair, from its own budget.

PADCO was given the 1995 "Agreement No. 48," signed between the Committee and
the former SVK Director, to review. This agreement, which is no longer active, acted
as a service and asset transfer agreement - see Appendix I-B. It was "an addendum to
the contract with SVK Director" and its validity coincided with the last Director's
contract with the Administration. While the Charter refers to the transfer of property
to SVK, this agreement is the actual legal document which regulates the transfer. It

4 Undcr the Civil Code. a municipal unitary enterprise is a municipal enterprise which has recei\cd
thc right of economic jurisdiction over municipally owned assets Like the current municipal
enterprise arrangcment. the municipal government rcmains the owner of the assets. however. via a
legal agreement the unitary enterprise receives the assets on their balance to lise and dispose of in
accordance \\ith the aforementioned agreement



duplicates the Charter's discussion of rights and obli~Jtions The Director stated that
SVK will not sign a new service agreement until it is n:,~rganized.

2.1.4 Tariff Approval Process

In April of 1997, the City Government Structure uderwent a reorganization which
potentially affects SVK's tariff approval process5 Before the recent city changes,
SVK received tariff approval for general population customers from the Mayor of
Smolensk. Tariffs for budget organizations and enterprises are set by SVK itself. In
both instances, the procedures used did not imol\e open hearings nor was it
transparent to the public

Like other Russian vodokanals, a cross~subsidy exists between enterprise and general
population customers where the former paid much larger tariffs while the latter paid
much smaller tariffs. Table 2.1 shows that the cross-subsidy rates for water and
wastewater tariffs between enterprises and general population customers are factors of
31 and 24 times respectively. A smaller cross-subsidy also exists between
federal/oblast budget organizations and the general population. Note: unlike other
vodokanals visited by PADCO, SVK has established different tariffs for city budget
organizations from other budget organizations Table 2.1 shows that the former is
charged lower tariffs than the latter.

The general population customer category has not had a tariff increase since February
1996. SVK officials believe that its general population customers have the lowest
tariffs in Smolensk Oblast. SVK and some Administration officials explained that the
recent local elections prevented any general population customer tariff increases.

Table 2.1
Water and Wastewater Present and Proposed Tariffs by SVK Customer Categories

(inc. VAT) (Rubles/m3)

Customer Present'" Proposed Change Present" Proposed Change
Category Water Water (%) Wastewater \Vastewater (%)

Tariff Tariff Tariff Tariff
General 154 533 246 13 rJ 458 252
Population
City Budget 1044 3953 278 922 3077 234
Organizations
FederaVOblast 2984 3953 32 2128 3077 45
Budget
Organizations
Enterprises 4744 3953 -17 3077 3077 0

* As of May 1, 1997.

The tariff approval process with the new Soviet in place is unclear. According to the
new City Charter, the Soviet and the Head of the Administration jointly approve tariff

5 The Mayor's Office was abolished by the newly created Smo12nsk City Soviet of People's Deputies
The Soviet replaced the City Duma. The SO\'iet also created the post of "Head" of the Administration
to replace the formerly elected Mayor. This Head is chosen b: ;j majority \'ote of the So\'ict.



proposals. If taritl increases will require a majority Soviet vote, many municipal and
SVK officials fear that the populists in the Soviet will not be in favor of any additional
tariff increases. SVK Director has initiated discussions with the Head of the
Administration over possible tariff increases for all customer groups except for
enterprise customers. Table 2.1 shows that SVK's proposal would increase water and
wastewater tariffs for general population customers by 246 and 252% respectively.

2.2 Assessment of SVK Management and Operations

2.2.1 Organization and Management

SVK' s Director is responsible for determining the structure, selecting, hiring and firing
personnel, and concluding employment contracts - see Appendix I-C for organizational
chart. In the number two position is the Technical Director. The two work closely
together and oversee all aspects of SVK's operation. The Administration Capital
Construction Department ("UKS") was the contractof for all construction activities in
the city prior to 1991. Since that time, SVK's Deputy Director for Construction plays
this role with funds which are received from the Administration, their own capital
repair or depreciation funds or out of their profit.

According to the Director, SVK is working in a state of "emergency." SVK
experiences a large number of water and sewer pipe breaks and they do not have
enough equipment and materials to handle them all. Every morning the Director and
his top management, with the exception of the Chief Accountant and Chief Economist,
meet at 7:50 AM to be updated and to determine which requires the most urgent
attention. Factors such as weather condition, importance of client, and impact on
other customers are considered and acted upon.

2.2.2 Personnel and Manpower

SVK presently has 647 employees (or roughly 538 general population customers per
employee). Of the 647 employees, 96 are management or administration and 551 are
workers (Appendices I-D and E). Over the last two years SVK has increased its work
force by 46 employees or 8%. Table 2.2 shows that when compared to the average
Russian, European or Latin American water utility, SVK has a higher work force ratio
to customers. SVK's average employee salary·in 1996 was 828,328 Rubles per month,
including bonuses. This is roughly 20% higher than the average salary for Smolensk
working residents of 683,500 Rubles per month. SVK's 1996 average salary is also
nearly double their average salary for 1995,464,027 Rubles per month.

SVK fills positions on a competitive basis. The candidates' professional level are
reviewed by a Labor Collective Board which determines whether or not they are
qualified for the position. Position qualifications follow those established for water
and wastewater positions throughout the Russian Federation.



Table 2.2
Total # of Employees per Persons Sened (Water) of SVK and Other Countries

Entity Total # of # of Employees per Persons

Employees Served (Water)

SYK 6.+7 I per 538 persons

Average Russian Water Utilir;. * -- I per 380 persons

Average European Water -- I per 2,000 persons
Utility**

Average Latin American Wakr -- I per 1,500 persons
Utility**

*Source: USAIDIPADCO, Orenburg Vodokanal Improving Cost Recovery, Tariff Reform,
and Metering Demonstration Project, 1996. **Source: World Bank, 1997. Note: averages
for non-Russian cities do not include work which is contracted out by the utility to a third
party, including, repair work, emergency work. operation, maintenance, transportation, billing,
collection and enforcement.

2.2.3 Administration

SVK bills and collects from all of its customers except for those living in municipal
apartments. General population customers living in private individual homes,
condominiums, or cooperatives pay their bills at SVK's cashier window. If it is a cash
payment, budget organizations and enterprises pay their bills via bank transfer. Barter,
off-set, promissory note and other non-cash payments are made on case-by-case basis
with an agreement generally being drafted for each transaction. All customers except
for private housing are billed monthly. Private housing is billed quarterly.

SVK's billing and accounting departments are computerized, however, they are not
linked intra- nor inter-departmentally. The Accounting Department follows the
Russian Federal Government regulations on accounting and guidelines issued by the
Russian Ministry of Finance. In accordance with current Russian legislation, the
Accounting Department produces revenue adjusted monthly and annual balance
statements; i.e., the expenses which they report for tax purposes are adjusted to reflect
income received.6 The Economics Department currently carries out some cost

6 The Russian usc and application of profit is different than in the West. The Western concept of
profit suggests a return on investment to investors after expenses have been paid. According to
Section 2, Paragraph 13 of the Regulation for Expenses Incurred in the Production and Sale of
Products (Works, Services) Included in the Cost-Price ofProducts (Works, SenJices) andfor the
Orders ofForming Financial Results Accounted in Profit Taxation (Approved by the Decision of the
Gmcrnment of the Russian Fedcration No 552. dated August 5. 1992. of the same namc). howc\·er.
"Profit (loss) from the sale of products (works. scrvices) and goods shall be detenllincd as the
differcnce betwcen thc revenues receivcd from the salc of products (works. serviccs) in currcnt priccs
without the valuc-added tax and cxcises and the cxpenses on their production and sale." Further.
..... For the purposes of taxation re\cnues receivcd from the sale of products (works. sCf\'ices) shall bc
detefImned cither as thcy arc paid for (in clearing paymcnts moncy is rcccived for goods. works.
scrvlces by the bank institutions on their accounts and in cash paymcnts monc\' is rccei\'cd by the P:l\



accounting analysis and broad work order allocation (ie., attributing to the appropriate
cost centers their respective expenses).

2,2.4 Customer Relations

Table 2.3 indicates that enterprise customers in 1996 received 54% of SVK's total
water and wastewater billings; the highest for a customer category. Budget
organizations and general population customers were billed 36% and 10% of the total
SVK billings, respectively. The Administration budget in 1996 additionally was to pay
SVK on behalf of general population customers who receive privileges, i.e., "lgoti,"

and/or income-based Housing Allowance Subsidy Program (HASP) subsidies.
According to Administration officials, 45% of all Smolensk residents receive
privileges; i.e., the Administration subsidizes from 30 to 50% of their water and
wastewater bill. Thus, government related funds most likely accounted for nearly 40
to 45% of the total water and wastewater billed by SVK for 1996. Currently less than
1% of the families in Smolensk receive HASP subsidies, however, this will certainly
grow as SVK increases the tariff for general population customers.

Table 2.3
WaterlWastewater Services Billed By Customer Category for 1996 (inc. VAT)

Customer Category WaterlWastewater Services % of Total
Billed (OOOs Rubles)

General Population 6,038.218 10
Budget Organizations 20,707,062 36

Enterprises 30,961,094 54

Total 57,706,374 100

General population customers, however, receive the most water and wastewater
service; i.e., cubic meters of delivered water and received wastewater treated. Table
2.4 shows that for 1997, the general population is to receive 76 and 71 % of SVK's
water and wastewater services respectively. Two sub-categories, municipal and
enterprise housing, together are to receive close to 70% of SVK's estimated
production and treatment. Budget organizations and enterprises are projected to
receive roughly the same amount of water and wastewater service. Table 2.4 also
shows that for 1997, SVK plans to sell 12% more cubic meters of wastewater service
than cubic meters of drinking water. This difference is related to the expectation that
customers, particularly enterprises, will use additional water sources for their water
consumption needs; i.e., water wells.

dcsk) or as goods arc shipped (works. serviees are perfonned and rcndered) and as paymcnt
documcnts are submitted to the buycr (customer)." SVK chooscs to base their profit on the fonncr.
i.c.. as thcy rcceive paymcnt for thcir scrviccs. In this way. thcy can claim profitability evcn if thcy do

not rcccivc cnough rcvcnucs to pay for all opcrational costs. SVK does this in ordcr to minimil.c its
tax obligations and to usc its "profit" to pay for "ollt-of-profit" bonuses and othcr non-production
cxpcnscs. as discusscd carlicr.

I
"P



Table 2.4
Customer Category and Annual Water Use and Wastewater Treated

(1997 Projected)*

Customer Category CustomersfUsers Projected Annual Water Use /
Annual Wastewater Treated

I\umber of Number of t.m3/t.m3 % of Total
Agreements Persons Volume/
(Customers) % of Total

Volume
General Population

-municipal apartments 17 148)03 11,898/11,998 39/35
-enterprise apartments I-U80 147,761 9,708 / 10,873 31 /32
-military apartments 7.903 22,280 249/249 0/0

-private homes 7.104 29.767 I.750/ 1.426 6/4

Sub-Total 29.80'+ 3'+8.1lJ 23.605 2'+,5'+6 76/71

Budget Organizations
-Federal 84 -- 2,011/2,210 7/6
-Oblast 66 595/616 1 /2
-Citv 161 1,430/ 1.430 5/4

Sub-Total 3lJ -- {036/ {256 13/12

Enterprise/lndustry
Sub-Total 667 -- 3. 256 / 5. 632 11/17

Total -- -- 30,897 / 34,434 100

* As of March 1, 1997.

2.2.4.1 Customer Billing

SVK bills based on metered consumption and collects from all of its customers directly
except the general population who live in either municipal or enterprise housing. For
the latter two cases, Table 2.5 shows the Administration established norms and the
average monthly bill, which are used by SVK. SVK does not bill these general
population customers directly, but instead bills a municipal or enterprise housing and
maintenance and management company, i.e., a ZhEK, and the ZhEK in turn bills
individual general population customers. Eighty five percent of all of SVK's
residential customers live in either municipal or enterprise housing. Using norms, the
maximum amount one such customer would pay for water and wastewater service is
2,599 Rubles per month.



Table 2.5
Present City Water and Wastewater Combined Norm and Average Monthly Water and

Wastewater Bill Based on Norm By Housing Characteristic*

General Population Housing Characteristics Present City Average
Norm Monthly Water

(m3/person/da) & Wastewater
Bill (per person)

(inc. VAn
(Rubles)

Apartmcnt wlbath (water. sewcr, gas, hot water) OJ 2,599

Apartment wlbath (water, sewcr, gas, gas wata heatcr) 0.22 1,906

Apartmcnt wlbath (water, sewcr. gas, solid fud water 0.1 866
heater)
Apartment. no bath (water, scwer, gas) 0.11 953

Apartment, no bath (water, sewer, no gas) 0.035 303

Consumption using street tap 0.025 217

* As of May 1, 1997

2.2.4.2 Customer Collection

Table 2.6 illustrates the problems which SVK has collecting from its customers. Of the
three groups in 1996, SVK has had a particularly difficult time collecting from ZhEKs.
According to SVK officials, in 1996 SVK only received payment for 25% of the water
and wastewater services biIled to enterprise housing ZhEKs. SVK believes that 85%
of the general population which lives in such housing paid the ZhEK and the ZhEK
simply did not pass along the coIlected moneys. For municipal housing, SVK received
close to 70% of what it biIled ZhEKs. Similarly, general population customers who
live in municipal housing paid roughly 85% of what they were billed. To try to correct
this situation, SVK notified a large number of enterprise ZhEKs that as of January 1,
1997, it would stop using their services as an intermediary and begin to bill enterprise
housing residents directly. SVK reports that it is now directly biIling over 10,000
families and have noticed a significant improvement in coIlections. Depending on its
success, SVK plans to expand this initiative to cover all 44,579 households which live
in enterprise housing.

Table 2.6
Collection Rates for Water and Wastewater Services

per Customer Category for 1996 (inc. VAT)

Customer Category Collected/Billed (%) for Collected/Billed (%) for
Water Services Wastewater Services

General Population 40 36
Budget Organizations 53 56

Entcrpriscs 7S 71

Total 63 6/



SVK also plans to change its current arrangement with municipal housing ZhEKs
Instead of billing general population customers who live in this type of housing
directly, SVK will continue to bill the ZhEK on behalf of the customers they serve. It
is planned that such customers will pay SVK directly through a special SVK account at
the SberBank.

2.2.5 Operations and Maintenance

The maintenance and operations system of SVK is closely integrated with its
workshops. According to SVK officials, their preventative and regular maintenance
has suffered over the last few years due to insufficiency of funds provided by the
current tariff structure. Most of the current maintenance and repair effort are geared
towards reducing water loss when lines break or pollution when a sewer line breaks.

All water production and wastewater treated is metered except for water received from
artesian wells. SVK estimates water production from artesian wells using actual
electricity consumed and pump capacity. Water flow is not metered at any additional
points of distribution. As a result, SVK does not have accurate water loss data.
However, SVK officials have undertaken water loss analyses and believe that it looses
from 15 to 40% of the water it produces.

Much of the city's municipal housing stock that was built in the 1970s have non
functioning meters already installed at the building level. There are a total of 937 such
buildings. Currently, there are no plans to repair these meters nor are there current
plans to meter apartments, either at the building or individual apartment level, in the
near future. SVK expressed an interest in developing a comprehensive plan for
consumption reduction. To date, neither SVK nor the Administration have undertaken
any public information programs regarding the reduction of consumption.

2.2.6 Water and Wastewater System

SVK receives water from three water supply stations - "Verhniy Yasiniy", "Babya
Gorsky," and "Rachevskiy" - 30 artesian wells, and purchases water from the Pasavsky
Auto Part factory.7 Table 2.7 shows that SVK's water production capacity is 150,000
m3 per day and their wastewater treatment capacity is 132,600 m3 per day. According
to SVK officials, in 1996, they produced on average 93,100 m3 of water per day,
purchased an additional 6,700 m3 of water per day and treated 136,000 m3 of
wastewater per day. The difference between water produced and purchased and
wastewater treated is due to i) infiltration and inflow and ii) enterprises that use SVK' s
wastewater services but have their own water source. SVK officials estimate that 30%
of the wastewater they treat is as a result of infiltration.

The Administration has taken the factol)' to court claiming that they illegally pri\ati/ed the watcr
field and production facilities. If the city is victOrIOUs. SVI\. would receive economic JUrISdiction o\cr
this propcl1y The coul1 decision is imminent.



Table 2.7
Smolensk "Gorvodokanal" Water and Wastewater Facility Technical Description

Facility Namc Function Capacity A\'erage
(tm3/day) Production for

1996 (t.mJ/da\')
Babya-Gorsky Water Supply Water sourcc, watcr 29 - 30 22.1
Station trcatment
Rachevskiy Water Supply Water source, water 28 - 30 21.5
Station treatment
Verhniy Yasiniy Water Supply Water source, water 28 - 30 18..+
Station treatment
30 Artesian Wells Water source 60 31.1
Pasavsky Auto Part Factol)' Purchased water na 6.7

source
City Wastewater Treatment Wastewater 130 136
Plant Treatment
Krasniy Bar Wastewater Wastewater 2.2 3.5
Treatment Plant Treatment
Sheinovka Wastewater Wastewater 0.6 0.7
Treatment Plant Treatment

Table 2.8
Technical Parameters of the Smolensk "Gorvodokanal"

System Component Age (years) Length (km) Diameter (mm) Material

Water Mains: 3 to 65 13.7 50 to 630 Steel
1 to 96 251.4 100 to 600 Cast Iron

43 to 67 1.9 100 to 300 Asbestos/Cement
I to 26 6.5 110 to 160 Pohurethane

Water Distribution Lines and I to 67 14 50 Steel
Hook-Ups: 1 to 67 87 50 to 200 Cast Iron

60 0.5 100 Asbestos/Cement
I to 8 1.9 110 to 160 Pol\urethane

Sub-Total: -- 376.9 -- --

Waste Water Lines (e.g., I to 60 189 150 to 450 Ceramic
apartment building to main): 2 to 36 8.6 100 to 200 Cast Iron

I to 30 6.8 150 to 300 Asbestos/Cement
2 to 9 I.3 250 Steel
I to 2 3.2 160 Pol\urethane

Wastewater Main Lines 1 to 41 55.6 350to 1500 Iron
7 to 34 12.8 200 to 400 Ceramic
4 to 35 18.6 150 to 600 Cast Iron
4 to 29 2.7 400 Asbestos/Cement
5 to 17 9.6 300 to 800 Steel

Sub-Total: -- 308.1 -- --

Total: - 685.1 - -

SVK's water lines have a capacity to handle 119,000 m3 of water per day Table 2.8
shows that SVK water and wastewater pipe network is approximately 685 kilometers



long. The water network is 377 kilometers long and the wastewater network is 308
long. Table 2.8 also indicates that sections of SVK's network ,are almost 70 years old
According to SVK officials, a significant percentage of the pipes should be
immediately replaced. Priority areas include the historical central part of the city.

SVK's current lack of funds prevents the vodokanal from undertaking ne\v
technologies, acquiring more efficient equipment, as well as replacing equipment in its
water and wastewater systems. SVK has not developed any industrial pre-treatment of
wastewater requirements, i.e., paid for by enterprises themselves, which could assist
the vodokanal reduce the overall amount of money needed for upgrading their
wastewater treatment capability. Lastly, SVK has not developed any plans or
strategies to reduce energy consumption, improve network flow control or
improvement of wastewater treatment activities



Chapter 3 - Financial Review

3.1 Introduction - Challenges Facing the Smolensk "Gorvodokanal'·

Declining macro-economic conditions in Russia has affected the Smolensk water
supply and wastewater sector in a number of ways. Over the past several years, fiscal
constraints have prevented the government (national/oblast/local) from providing large
subsidies to keep the water and wastewater systems operating efficiently. The
resources available to SVK have declined so dramatically that the system has rapidly
deteriorated. The loss of subsidies, combined with locally induced limits on domestic
tariffs, and an alarming deterioration of collections (substantial reduction in cash
payments) has led SVK to a financially untenable position.

Total 1996 SVK collections as a percent of what they were owed (including billings
and accounts receivable starting balance) is 62%. Over the past two years, non-cash
collections as a percent of what was collected has doubled, increasing from 30% in
1995 to almost 57% in 1996 (Chart 3.1). This upward trend in non-cash collections
continues unabated through the first quarter of 1997. The financial condition of SVK
is comparable to all other vodokanals investigated by PADCO financial consultants 
the vodokanals are unable to pay many of their bills in a timely manner and unable to
collect for sen'ices rendered in a timely manner.

Chart 3.1 - Smolensk -
Total Cash Versus Non-Cash Collections
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SVK has reacted to their declining financial position by reducing maintenance funding
and by delaying payments to some of their service suppliers. Investments in new
capacity, or upgrading of older capacity, are strictly limited S\1( has resorted to
bartering, and receiving promissory notes, and securities8 as a means of collections and
payments (Chart 3.2).

8 Securities were isslled to SVK by the department of defense



Chart 3.2 - Smolensk - Total Collections for 1995 and 1996
Rubles
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To transform itself into a financially viable business, that can support borrowing for
capital investment, SVK needs to address some of the following issues, including:

• The existing tariffs do not reflect true economic costs of providing services. A
substantial tariff increase is required to bring tariffs in line with true operating and
capital expenses.

• The nature of the domestic subsidies and domestic tariff regulation has obligated
SVK to recoup costs by charging high prices to its local industrial customers where
there is increasingly limited ability to repay. Higher charges on enterprises also
translate into higher costs of local goods and services borne by the local
consumers.

• A common efficiency loss caused by charging industrial consumers higher than
marginal cost prices under the existing system is exacerbated by uneconomic (and,
wasteful consumption) of water on the part of households, as the existing tariff and
billing structure which is based on city established norms does not encourage water
conservation behavior on the part of residential consumers.

• SVK pays scant attention to increasing utility efficiency (reducing losses/leakage)
since their tariff structure is based on water produced and not billed (i.e. customers
pay for the inefficiency). SVK should make significant efforts to reduce the level
of unaccounted-for-water.

• If SVK is to become financially viable, they need to move towards a new model of
service provision. This model would be based on market relationships between the
Vodokanal and their customers; improving collection and phasing out tariff
differentials between different groups of customers for the same quality of service
Over the medium term, pricing of services should be contingent on improving the
quality of service.

• SYK must pro-actively resist all forms of non-cash payments. If discontinuing
non-cash payments is not possible, SVK should develop standardized guidelines



and procedures for accepting the non-cash payments including attaching
surcharges, interest payments and transactions fees.

• SVK also faces a large number of operation issues, including:

• The need to include all operational expenses on malntenance of assets and
infrastructure in the tariff structure; and,

• A need to redefine internal and external accounting systems to bring cost and
revenue data in line with requirements of supporting management decision
making.

3.2 Financial Overview

The condensed profit and loss statement below suggests that SVK incurred significant
operating losses in 1995 and 1996.9 Steep increases in operating expenses contributed
to the significant deterioration in SVK financial condition. Using the PADCO adjusted
profit and loss, which includes a line item for bad debt expense, the 1996 estimated
loss (after depreciation) was 122% higher than in 1995.

Table 3.1
PADeO Adjusted Smolensk Profit and Loss Statement

(For the Years Ended December 31, 1995, '96) (000 Rubles)

1995 1996 %
CHANGE

+ Water supplv revenue 11,723.388 23.78·1-.883 103%
+ Waste water revenue 11,77·U47 22.764.833 94%
+ Other income 302.493 2.019.058 567%

= Net Income 23.800.128 48.568.774 104%

- Total Expenses (excluding (28.796,860) (60.694.858) 111%
depreciation)

= Net Income before depreciation (4.996.732) (12.126.084) 143%

- Depreciation (2.960.060) (5.568.973) 88%
= Net income after depreciation (7,956.792) (17.695.057) l22%

Note: All income shown without VAT.

3.2.1 Sales Revenues

Total billed revenue, including other income, increased 103% to 48.6 billion Rubles in
1996 from 23.8 billion Rubles in 1995. Most of the revenue gains were a result of
inflation rather than in increase in service deliveries. The largest percentage revenue
gains (567%) were in the other income category. Other income associated with
hookup fees and other services increased to 20 billion Rubles in 1996.

'I See Appendix III-Table 5. Profit and Loss Statements for I<)<)5 and 1<)%



3.2.2 Cost of Sales

Total expenses consist of operating and non-operating expenses, the primary expense
categories summarized in the table below 1o

. The cost of sales has more than doubled
over the past year, increasing from 31. 7 billion Rubles in 1995 to 66.2 billion Rubles in
1996.

Table 3.2
Total SVK Operating Expenses for 1995 and 1996

(000 Rubles)

1995 Share % 1996 Share %

+ Personnel Costs (wage related expenses) '+.703.65'+ 1.+.8 9'-+06.981 1.+.2

+ Energy 8.22U79 25.9 15.275.0'+8 23.1

+ Materials and Chemicals (production 2.025.517 6.+ 6.192.961 9.-+
materials)

+ Repairs (materials and subcontractors 5'+0.583 1.7 9.070.051 13.7
work)

+ Interest Payments for Received Loans 161.616 OJ 0 0

+ Taxes (excluding labor related) 6.0'+'+.269 19.0 12.715.862 19.2

+ Other Expenses 7.099.7'+3 22 ..+ 8.033.955 12.1

= Subtotal Expenses 28.796.860 60.694.858

+ Depreciation 2.960.060 9.3 5.568.973 8.3

= Total Expenses (Including Depreciation) 31.756.920 66.263.831

The cost of electricity, depreciation, labor, and taxes all doubled since the end of 1995.
The depreciation charge increased by 88% compared to the 1995 figure. This high
level of depreciation is caused by several re-evaluations undertaken over the 1995
1996 period. SVK's total assets were re-evaluated by a multiplier of 2.69. Repairs
and maintenance spending increased over the past two years due to several reasons
including: an actual spending increase and due to a restatement of other expenses.

3.2.3 Collections and Payments - Aging of Accounts Receivable

While SVK's financial difficulties are related to their low tariffs, the most urgent
problem is their poor collection of outstanding bills. PADCO estimated that as of f\lay
1997 SVK has more than 30 billion Rubles (including VAT) in outstanding
receivables11 The outstanding receivable is close to 6-7 months of billings.

As of January, 1997, SYK installed a system of direct population billing. The utility
was having difficulty obtaining population payment from the housing financial
intermediary (ZhEK). As a result, the utility engaged in direct billing. Preliminary
results indicate that population collections are approaching 90-95%.

III See Appendix 1II- Tables 17 and IS "Opcrating Expcnscs for ]l)tJ) and ItJ%." respccti\c1y. for
additiOlU1 dctail.
II See .~ppendix [II - Tables 7. X. tJ and 1() for additional detai1

/)j~



PADCO engaged in the task of aging of receivables. Receivables reviewed over a two
year period, and separated into the categories "less than 180 days", "181' days to 365
days" and "over 365 days". A criteria was considered to give an approximate aging 12

Using this aging technique, the estimated bad debt reserve increased by more than
400% over the 1995 - 1996 period (see Appendix III - Tables 11 and 12 "Aging of
Receivables Analysis for 1995 and 1996, respectively)

3.3 Tariff - Excluded Expenses

The PADCO revie\v of SVK's financial performance over the past two years, shows a
systematic exclusion of certain costs that should have been included in the tariff
These tendencies largely reflect Federal regulations (and to a lesser extent, local
prerogative) that govern the normal functions of an economic enterprise. The
exclusion of these cost items preyent SVK from recovering their costs from monthly
user charges.

Capital costs. At present, most capital improvements and expansions are financed by
the city budget. As a result, there is little or no incentive for the vodokanal to engage
in capital budgeting. Because of the increasing strain on municipal budgets, very few
municipal resources have been allocated for system extension and expansion. Under
the present tariff system, SVK includes planned costs related to capital repair and
depreciation for the assets under its control. The latter is intended to provide for
capital rehabilitation and replacement. However, these two items are insufficient to
satisfactorily repair/replace capital items. Further, SVK is not able to include the
interest for loans associated with capital costs as direct costs into the tariff structure. 13

As a result, SVK has not taken out loans to pay for any capital improvements or
expansion.

Depreciation. SVK includes depreciation in its tariff calculation. The majority of
system wide renewal and replacement activities are however, financed through the
municipal budget. The share of maintenance expenses in the production cost structure
has been inherently low - less than 3% of the total cost structure. However, SVK is
beginning to increase maintenance cost outlays. In 1996, maintenance as a percent of
total costs increased to 13.6%.

Fixed assets for all service providers were revalued in 1995 and 1996. A revaluation
was necessary because of the significant depreciation of the ruble over the past six
years. Fixed assets were revalued based on the guidelines issued by the Ministry of

12 (a) Determination of collection ratio as a percent of sale: (Total Collections)/ (Sales + Y.A. T.) x
100 = ratio. (b)Uncollected Sales = Collection Ratio - 100; (c) This ratio is then applied to age the
debtors; and. Cd) In addition. PADCO had the opportunity to review a cross section of debtors to
provide additional aging of receivables verification.
13 Gamota. Alexander P.. and. Alexander Y. Krishtop. "Communal Services Pricing. Novgorod
Teploenergo and Pskov Vodokanal: Towards A New Model of Communal Service Provision; Tariff.
Technical and Institutional Assessments and Recommendations to Improve Cost Recovery and
Financial Sustainability" USAIDIP ADCO. Inc., April 1997; and. Section II B) L of the Supplement
"Composition of Expenses Included into the 'Sebestoimoist' of Communal Services. Their
Characteristics and Contents" to Order No. 56, states "Expenses for the interest rate on loans which
supplement the insulliciency of one's own working capital in order to purchase fixed assets and nOIl

material assets ...are paid from a company's profit after taxatioll and other obligatory payments."



Finance (MoF). In the guidelines, MoF indicated multipliers to be applied to the
original cost of the asset. Different multipliers were given for:

• Assets depending on the year purchased;
• Different categories of assets (e.g. motor vehicles, fixed assets); and,
• Different types of assets in the same category (e.g. heavy duty trucks under motor

vehicles).

The multipliers given for various periods are as follows:

• 1980 and previous years;
• 1981 through 1994; and,

• Multipliers for each quarter in 1995.

The multiplier range for different years and for different categories of assets is
illustrated in Table 3.3 below. There is no explanation given in the MoF guidelines as
to why or how the various multipliers are determined.

Table 3.3
General Asset Multipliers By Year

·.· ..~yk.d~.i .•...•.·•.•·.?/>?iMULl .> •.•• .......

1980 1.2 to 1.4
1981-1994 1.3 to 4.6
1995 Q I 1.3 to 4
1995 QII 1.2 to 2.9
1995 QIII 1.1 to 2. I
1995 Q IV I to 1.3

Including a revaluated depreciation component substantially increases water and
wastewater tariffs. PADCO was not able to determine the accuracy of the revaluation.
A more realistic value of fixed assets, and hence depreciation schedule, could be
obtained by conducting on site physical valuation by a professional valuation expert.

Bad debt expense. The carrying cost for accounts receivable (amounts owed by
customers to the service provider) are currently not identified as a normal business
expense item or reserve fund category. However, under current Russian law,
communal service providers can deduct written off debt receivables from their taxable
income. 14 In brief, Russian law allows all enterprises to write off debt which is more
than 3 years outstanding. Notwithstanding, the utility is reluctant to write off any bad
debt or establish a reserve fund for estimated bad debt. SVK has written off only 2 I
million Rubles in bad debt. The 21 million Rubles represents an insignificant

14 Ibid.: and, Section 2. Paragraph 15 of the regulation (Approvcd by Decision No. 552) states, " In
the composition of the extra-realization expcnscs there shall be includcd .. sums of doubtful dcbts in
scttlcmcnts with othcr enterprises, and also individuals subJcct to reserYation in conformity with
lcgislation: losses from writing off debt receivables. for which the period of limitation has expired,
and other debts which cannot be recovered."



percentage of all recei\ables. The largest debtors are the local industries and the
budgetary organizations In most cases, the utility converts the outstanding budgetary
organization debt into a tax (or other type) of offset.

Cost of bill / collection. SVK has not, in the past, included the cost of bill collection
as part of the normal cost of service. In part, the ZhEK acted as an intermediary
between the communal service provider and the general population. In effect, these
government collection intermediaries performed a service which was crucial to the
operation of the communal service provider. However, these local government
financial intermediaries have had their own difficulties and have been consistently late
in paying the utility. As of January I, 1997 the vodokanal has started direct residential
population billing.

3.4 SVK Debt Capacity

In determining SVK's debt capacity, PADeO considered SVK's estimated future
revenue requirements and related tariff projections associated with two loan scenarios.
This section describes operational and financial projections for SVK over a 7 year
period. The scenarios underlying the financial projections are detailed below, followed
by a review of SVK's current and future annual revenue requirements. The loans
projections follow the principles and assumptions described in the accompanying
"Overview" Report.

3.4.1 Loan Scenarios

For Russian Water and Wastewater Project comparison purposes, this study
considered two basic loans for SVK: 1) a loan for U.S.$13 million; and, 2) a loan for
u.s. $7 million l5

. Under both loan scenarios, modest efficiency gains are realized
from the improvements in its operations and water and wastewater provided decreases
as demand management programs (i.e., billing metered consumption) are implemented.
The details of the tariff cash flow for the two loans can be found in the Appendix II:
Loan Scenarios and Tariff Requirements. In the section below, a tariff schedule for the
two loan scenarios.

3.4.2 Tariff Projections

In computing a new tariff level sufficient to cover production costs, debt service, and
bad debts, it is worth drawing a distinction between the constant and variable
components of the tariff cost structure. The distinction is made due to substantial
differences in volatility of the two components. While the cost of the debt component
can be projected into the future and will remain fixed with little variation over the life
of the loan, other costs may vary within a considerably broader range depending on the
overall production level of SVK, internal operational efficiency, input costs, and the
ability to collect payments. As long-term projections of marginal production costs are
impractical and generally difficult to make, annual adjustments to the existing tariff
levels should be made to reflect the variations in marginal production costs.

15 See Appendix II for further details



Tables 3.4 and 3.5, below, present the 7-year financial projections and a discussion of
the average cost recovery tariff level for both scenarios Additional tariff details and
debt service requirements are set out in Appendix II.

Table 3.4 shows that by incorporating a debt of U.S.$ 7 million into SVK tariff
structure, the tariff will rise by about 258% over a seven year period. The two ne\v
components added to the structure of the tariff - debt service payments and bad debts 
account for a significant portion of this tariff increase. It is worth emphasizing, that
the allowance for bad debts reduces the amount available for debt service interest
repayment. Should SVK improve its current collection practices, more out-of-profit
moneys would be available for interest repayment.

Table 3.4
Estimated Average Tariff For U.S. $7 million loan

(Rubles)

ESTIMATED 1997 2000 2003
FULL COST
RECOVERY

1996
Estimated Total 66,310,114 75,388,645 114,656,705 184,796,131
Expenses ('000)
Average Cost per 1,015 1,154 2,390 3,630
m3 of Water /
Wastewater
Full Cost Tariff 1,401 1,592 3,298 5,009
per m3 of Water /
Wastewater
Notes:
1) Estimated Total Expenses does not include out-of-profit expenses such as bad debt write
offs, profit tax, and debt service interest payment.
2) Average cost of 1 m3 of water/wastewater does not include VAT.
3) Full cost average water/wastewater tariff includes 15% profitability and 20% VAT.

The projected rise in the average tariff would translates into tariff increases for all
customer groups. Since the ability of enterprises and commercial organizations to
cross subsidize residential consumers is already constrained by relatively high tariff
levels, the most drastic increase would have to be borne by residential consumers. The
scenario incorporating the tariff schedule for a debt ofU.S.$13 million indicates similar
findings. Table 3.5 shows that by incorporating the debt service for such a loan into
SVK's tariff structure, the tariff will rise by about 275% over a seven year period.

As SVK steps up water loss reduction efforts and demand management is improved
through metering and billing by actual consumption, a reduction in residential
consumption is expected. An immediate tariff increase is still needed to achieve full
cost-recovery. However, over the medium term, as the collection ratio improves, a
gradual leveling of the tariff increase takes place. By the year 2003, the combined
water/wastewater tariff under the two scenarios will be 5,009 and 5,251 Rubles per
m3, respectively.



Table 3.5
Estimated Average Tariff - U.S. $13 million loan

(Rubles)

ESTIMATED 1997 2000 2003
FULL COST
RECOVERY

1996

Estimated Total 66,310,114 75,388.645 114,656,705 193,725.515
Expenses ('000)
Avcrage Cost Jlcr 1,015 1,154 2.390 3,80:-
m3 of Water /
Wastcwatcr
Full Cost Tariff 1,401 1.592 3.298 5,251
Jlcr m3 of Water /
Wastcwater
Notes:
I) Estimated Total Expenses does not include out-of-profit expenses such as bad debt write
offs, profit tax, and debt service interest pa~ment.
2) Average cost of I m3 of water/wastewater does not include VAT.
3) Full cost average water/wastewater tariff includes 15% profitability and 20~'O VAT.

3.4.3 Loan Feasibility

As stated above, two possible loan scenarios to SVK were analyzed: U.S. $7 million
and U.S. $13 million. The enlarged charts in Appendices II-A and -B map the
proposed tariff schedule against the forecast net after tax profit of SVK. Under the
assumptions provided, i.e., 95% full collection and cash collection of at least 50% of
billings, SVK appears able to afford loans of $7 and $13 million. 16 If SVK is able to
improve their collection performance, the crucial net after tax profit in both loan
scenarios remain positive, indicating that there remains some upward flexibility with
respect to loan size.

16 Thc Ovcrvicw Rcport providcs a dctailcd discllssion of immcdiate :lCtioll itcms required by all
vodokanals in ordcr rcalize thclr debt capacity abilitics
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CHARTER

of the Smolensk Municipal Enterprise

"Gorvodokanal"

Legal Address ofthe Enterprise: 5, Soboleva Str., Smolensk. Russian Federation

I. General Provisions

1.1 The Municipal Enterprise "GorvodokanaL" is a member of the Housing - Communal
Services system of the Smolensk City Administration. It was founded pursuant to the decision
of the Mayor No.743 of 20.11.92. The Enterprise is a legal entity, has separate prop-:rty. an
independent statement of assets and liabilities. settlement and other accounts in banks. an
official stamp. other stamps and letter head with its name.

1.2 The Founder of the Enterprise is the Mayor of Smolensk.
I 3 The Enterprise is founded and functions pursuant to the la\V of the Russian Federation "On
Enterprises and Business Activity," other nonnati\'t~ acts \vhich regulate the activities of the
entities. and this Charter.

1.-1 The Enterprise has property and non-property personal rights and bears r-:sponsibilities.
and can be a plaintiff and defendant in court and arbitration court

1.5 The Enkrprise. on voluntary basis. has the right to merge \\ith other -:nterprises on
sectoral. territorial or other principles \\ith the purpose of co-ordinatll1g its actiVIties and
pro\'lding its legal protection

!6 The Enkrprise may carry out any deals that do not contradlc( legislatIon and (IllS Charter

I 7 Th-: CI(\ Propcrty Management Commitke in order to pro\ Ilk th-: Ent-:rpnse's actl\lt\



prmides the Enterprise \\ith an authorized fund in the amount equal to 402.32:"\ thousand
rubles at the expense of the municipal property. The Enterprise has the right of operati\e
management for the municipal property that it has received.

I 1\ The Enterprise is responsible for its obligations \\ ith all its property The Founder is
not responsible for the Enterprise' s obligations like\\ise the Enterprise is not responsible
for the Founder's obligations

2. Gmls and Aims of the Enterprise

2. I The goal of the Enterprise is the operation of the \vater-supply and waste water systems
that arc in the municipal property. as \vell as the technical operation of the customer' s system
\\hich arc not municipal property on the basis of contract agreements.

2.2 The main aims of the Enterprise are:

satisfaction of needs in drinking water for the general population. enterprises and
organizations. connected to the city water-supply net\vork:

treatment of wastewater and conditionally pre-treated industrial wastewater recein:d
from customers connected to the city sewerage net\vork and their transportation to
\vaste\vater treatment facilities:

• \vaste\\·ater treatment at the city waste\vater treatment facilities up to the limits
deteonined by design specifications, with the actual conditions of the facilities' work:

• the construction of water supply and sewerage facilities.

3. Production-Economic Activity

3.1. The Enterprise operates on the basis of this Charter according to contracts it signs \\ith
economic partners.

3.2. The Enterprise independently develops and approves plans of production-economic
activity with resources and opportunities available at the moment of development (appron:d
resources of industrial water collection, capacities of facilities for production. distribution of
\\·ater and wastewater).

3.3. To fulfill its Charter goals the Enterprise:

creates self-supporting structural departments, ser;ices, other industrial, trade.
procuring, transport, infonnation and service departments, subsidiary agricultural
production:

enters into relationships on a voluntary basis only. The Enterprise signs agreements
and contracts with any state enterprises, enterprises of any pattern of o\\TIership. and
conmlercial bodies for providing both industrial acti\·ity of the Enterprise and the
consumer goods and agricultural production for its workers:

3.4. The \vork at the Enterprise is carried out by its employees. hired on labor contracts. The
labor agreements can be signed on a contract system. within the limits of the RUSSian
Federation laws at the moment of signing the contracts.

35 The Enterprise keeps book keeping and statistical reports and reports \vithin the tenns in
accordance with f00115 established for \vater-supply and sewerage enterprises.

3 (,. The prices for services rendered and production made at the Enterprise arc defined by the
EnterpriSe independently on a contractual basis if the other is not defined by the tariffs. :1l1

approval llf \\hich is in the competence of the Oblast administration and the l\ layor's office

4. Financial Management

4 I The Enterprise fomls and develops its own material-technical base from the profit of its

economic actiVity. means from liquidation of fixed capital. other revenues from the Enterpme

actlvit\



-l 2 The Enterprise independently manages the profit that remains at its disposal after
payments to the budget made \\ith obligatory deductions no kss than 5 percents into the
Reserve Fund The Reserve Fund is created for financing a lack of o\\n current assets.
covering losses from price n:duction. partial payments for labor and other purposes.

-l.3 The Enterprise independently forms funds in accordance to existing legislation

5. The Enterprise Rights and Liabilities

5. The Enterprise has the right:

to acquire fixed assets and working capital. to rent the property only after receiving the

pem1ission of the city Property Management Committee. both as a \vhole and partially.

not to alienate it. not to sell it to other legal and physical entities without the People's
Deputies Soviet pennission:

to rccei\'e loans from any credit establishments on a contractual basis. to buy shares
and other valuable papers:

to realize or recei\'e goods, services, \vorks on the prices and tariffs established on a
contractual basis with the contractors, except the cases regulated by legislation:

• to be engaged in commercial activity, to create in the Enterprise' s structure necessary
divisions and services. to run shops, kiosks, depending on a direction and amount of
production:

to be a member of other commercial and noncommercial unions. associations. funds.
etc., to be a founder of other enterprises:

• to be engaged in foreign trade activities and open the currency accounts in accordance
with the existing legislation.

5.2. The Enterprise is obliged:

to carry out the liabilities. following from the legislation of the Russian Federation and
agreements signed by the Enterprise:

to pay off the salaries for the employees in a full size according to the labor contracts:

5.3. The Enterprise collective has the right to privatize the Enterprise in accordance \vith the
legislation.

6. The Enterprise Management

6.1. The Founder has the highest management authority over the Enterprise

6.2. The Founder's exclusive authorities include:

• to change and approve the Charter together with the labor collective:

• to appoint and recall the Enterprise' s Director together \vith the labor collective:

• to accept the decision to tenninate the Enterprise' s activity (with the labor collectin:
consent), assignment of a liquidation commission. approval of a liquidation balance.

6.3. The Enterprise independently detennines the structure of the management bodies and
expenses on their maintenance.

6A The Enterprise is headed by the Director appointed by the Founder or the body authorized
by the Founder. The director of the Enterprise acts as per the contract.

6.5. The Director of the Enterprise acts on a one-man management basis. \\'ithout power of
attorney. presents its interests in state organizations and in mutual relations \\ith other
enterprises: concludes the contracts including labor contracts. The Director is in charge of the
Enterprise's property. he issues powers of attorney, opcns the accounts in banks. apprO\cs

staff issues the orders and gives instmctions obligatory for all employees of the EnterprIse.

hires and dismisses the personnel. defines the fom1s. system and condItIon of salary payments

for thc cmploYees

I":}

"J/



Ii () The employees of the Enterprise have the rIghts. privileges and duties in accordance \vith

the current legislation. the collective agreement and this Charter

7. Records :md Control over the Enterprise Activity

7 I The Enterprise keeps accounting and statistical records in the order set by la\\

7 2 The Enterprise submits necessary statistical and accounting reports to the Founder and to
other :lddresses \vithin the tem1S defined by the Regulation on the order of submitting reports
\\ith a secrecy guaranteed.

7.3 Audit of the Enterprise's financial and economic activity is done by the Founder or a body
appolllted by the Founder. not less than once a year

74 T:lx and other state bodies responsible for checking of some parts of the Enterprise's
:lctivity, may carry out monitoring of the enterprise within the limits of their authority. The
Enterpnse has the right not follo\v the requirements of these bodies, on questions which are not
in their authority, and the Enterprise might not give them materials \vhich are not related to a
subject of the control.

8. Tem1ination of the Enterprise Activity

8. I The Enterprise ceases its activity by its liquidation or reorganization

92(sic) Liquidation and reorganization of the Enterprise is done after the Founder and
arbitration court decisions, as well as on other basis stipulated by legislation.

93(sic) Termination of the Enterprise's activity is done in a procedure stipulated by the la\v
"On Enterprises and Business Activity".



Information from protocol No :'

General meeting of the labor collecti\e of the EnterprISe "Gof\odobnal" from 13 03 1992

314 persons \\ere present

The agenda:

Acceptance of the Charter of the muniCipal Enterprise "Gof\'odobnal",

Listcncd: thc Manager of the Enterprise Sviridenko\' V,A.. which has acquainted the collecti\e
with thc content of the Enterprise' s Charter and has offered it to discuss,

Spoke the head of the shop Slesareva T.S,. engll1eer Aidelnant S.L dmer Osipov V ~.

mechanic Tereshchenkov Y.N., and have approwd the Charter and ha\c brought in thc offer to
accept it.

Decided to accept the Charter of the municipal Enterprise "Gof\'odobnal.

Voted unanimously.

Chaimlan

Secretary

N.A Lepesheva

V,ASmorodina



LEGAL AGREE\IE\T No -1-X

of January h. IL",;

The Sll10knsk Property \lanagement Committee. in the person of the Chalmlan Anatol~ hano\ kll
Sirotin. hereinafter referred to as "Conilllittee", on the one hand. and the municIpal enterprISe \lP
"Gor\odobnal". ilL the person of the Manager Victor Vasilye\ich StnrostenkO\' e:-.:ecuting ,he:

Enterprise management according to the contract of employment of "__" 199 \0
__ h.;reinafter referr.;d to as "Enterprise", on the other hand. in accordance \\ith art. 47. and 4x 'Jf
the CI\d Legislation Pronsions of the USSR and Republics. art.38 of the La\\ of the Russ:J.11

Federation "On Local Seif-Govemme'nt in the Russian Federation" and the ResolutlOn of the Head:~f

Local Sdf-Gon;mment - the Mayor of Smolensk - of 21.09.9-1- No 700 "On Account ':l!10
Registration of the Municipal Property Being On the Balance Of t\lul1lcipal EnterprISes .:1:,0
Establishments," signed the present Agreement about th..: follO\ving:

1. Subject of The Agreement
The Conilllittee gives to the Enterprise the property on the right of full operati\'e managem..:nt. ThIS
property is on the balance of the Enterprise As of 107.93. the authorized capital IS equal to

23932200 mbles (t\venty three million nine hundred thirty two thousand t\VO hundred mbks) Th-:
fi:-.:ed assets after revaluation and depreciation are 496.982.700 mbles (four hundred ninety si:-.: mtlL2n
nine hundred eighty t\yO thousand seven hundred mbles). according to the attachments \0.1 and .::
enclosed to the Agreement.

2. General Pro\'isions
2. I. The Agreement regulates the mutual obligations of the parties, restrictions of the right of Ill-:
property usc, procedure of financial responsibility with respect to the property of the Enterprise, beth
mo\'abk and inilllO\'able. The Agreement is the attachment to the Director's contract of employm-::1t
The period of validity of the above mentioned contract and the Agreement coincide
2.2. The contract is not redrafted at the disposal or purchase of the property
In these cases. in the inventory sheet a special note about the assets flow is made.

3. Rights of the Parties
3.1 The Enterprise (establishment) has the right to possess, use the property, and execute any
kind of acti\'ity not forbidden by the legislation. The Enterprise is not allowed:
3. 1. 1. to lease the inmlOvable property;
3.1.2. to alienate. transfer the property on other ci\'il-Iaw terms \vithout the written Committee
apprO\'aL
3.13. to lease the property, partially or as a whole. for the term of more than one year \\ithout
the \\Titt..:n Committee permission;
3 1.-1- to lease the property, partially or as a whole, without the \\Titten Committee pemlission:
3.2 The Committee has the right to withdraw the property given to the Enterprise or
redistribute this property between other judicial entities under the initiative of the Committee or
undcr thc initiati\'c of the City Administration Departments.

4. Obligations
"" I. TIlL' Enterprise is obligcd:
-1-.1 I T u requcst the Committee' s approval in casc of renting, alienating, and transferring the
property un other civil-Ia\\ terms:
-1- 12 In case of renting the property for the tenll of up to one year the EnterprISe has to

prescnt tL) the Committee a copy of the lease contract. no bter than I() days from thc date of Its

COllclUSIl1I1. and infonll about the contract's tcmlinatlon Il1 a \\Titkn forlll:



4.1 3 To USe the prl'~'_'rty for the acti\itl~~ stipulated by th,-' Chartcr oftk Enterprise:
4.14 To mamtain th~ property (fixed a~~~ts) in good condltkln:
4.1.5 To prO\'ide ~.1fcty for the prq'~rty To sign ':l.'ntracts for complete Indi\ldual
(collectivc) financial r,-'sponsibllity:
4.1.0 To execute a ~\ ~tel11atic propert:- Ill\entory no less than once a year \\Ith particIpation
of the Commincc rep,':~entatives. The lJl\entory results ha\c to be reflected 1I1 the Inventor:
sheet:
-U.7. On the Commlr:~~ demand, to ex~.:ute an imentor:. not prm'ided by th.: plan. to present
accounting data and ot:lcr documentation required:
4.1.8 To keep track l'Tthe flo\\' of the fi\:ed assets.
4.19 To include a ,cprescntati\'c of the Conuninee in the .:ommiSS10:1 for writing-off fixed
assets:
41 10. To present to the Comminee inventory acts of the systematic Im'entories and
imcntorics not providd by the plan. To present information about all the changes of the assets
compared to the infom1.1tion in the attachmcnts to the Agreemcnt before the 1.5 -th of the month
follo\\ing the report quarter.
4.1.11. To agree to thc calculation of its annual fixed asset needs \\ith the Comminee while
developing the city budget.

5. Liabiltties of the Enterprise
5.1. If the Enterprise Director does not provide the safety of the property (commodities), he is
liable for the damage caused to the Enterprise for this reason and carnes the financial
responsibility in the full size of the damage.
5.2. In case the Enterprise violates the conditions envisaged by items 3.1.1 - 3.14 of this
Agreement the aliened property is recogl1lzed um'alued, and the property as a subject of an
unjustifiable deal is subject to be alienated and redistributed.

5.3. If the Director does not execute his duties listed in this Agreement. he can face discipline
action and it can be a reason to cancel his contract.

6. Validity ofthe Agreement
6.1. The validity of the contract begins January 23.1995. The contract comes into force from
the moment of its signmg.
6.2. The contract termmates its activity:
6.2.1. after the expiration of the Agreement term:
6.2.2. in case of liquidation (reorganization) of the Enterprise (establishment):
6.23. in case of the Enterprise's privatization.

7. Other Conditions
The Agreement is made in duplicate, both Parties receive one copy.

8. Legal Addresses of The Parties
The Property and Economy Management The Enterprise
Committee MP "Gorvodokanal"
II2 OctyabrskJ.ya Re\olution Str., 5 Soboleva str
Smolcnsk, 214016 Smolensk. 214016

Sign:nUfes of The Parties:

The Property and Economy
!\.1anagel11ent C L~l11mittcc Head

Slrotin .-\ I
-----

!\.lP "Gof\odokanal"
Director

Starostcnko\ \' V----
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,k Gorvodokanal COMPUTATION OF TARIFF LEVELS Appendix II-A

Scenario I $7 Million
(in thousands of Rubies)

1996 1997 1998 1999 2000 2001 2002 2003 20C

Expenses:

9,406,981 10,818,028 12,440,732 14,306,842 16,452,869 18,920,799 21,758,919 25,022,756 28,77E

15,275,048 17,566,305 20,201,251 23,231,439 26,716,154 30,723,578 35,332,114 40,631,931 46,72f

,'ld Malenals 6,192,961 7,121,905 8,190,191 9,418,720 10,831,527 12,456,257 14,324,695 16,473,399 18,94-'

9,070,051 10,430,559 11,995,142 13,794,414 15,863,576 18,243,112 20,979,579 24,126,516 27,74:

. Than Profit (not Labor related) 11,790,770 12,969,847 14,915,324 17,152,623 19,725,516 22,684,343 26,086,995 30,000,044 34,50C

'ses 8,033,955 9,239,048 10,624,905 12,218,641 14,051,438 16,159,153 18,583,026 21,370,480 24,57f

alfectlOns 971,375 1,117,082 1,284,644 1,477,341 1,698,942 1,953,783 2,246,851 2,583,878 2,971

,n (including) 5,568,973 6,125,870 7,044,751 8,101,463 9,316,683 10,714,185 12,321,313 14,169,510 16,29-'

lation for Principle Debt Coverage 0 0 0 0 0 6,291,560 7,046,547 7,892,133 8,83~

'epreciatlon of the 10% VKL Match 629,156 704,655 789,213 883 '

preciation of VA T on Investments 1,384,143 1,550,240 1,736,269 1,944

Total Expenses 66,310,114 75,388,645 86,696,941 99,701,482 114,656,705 140,160,069 160,934,934 184,796,131 212,20

Nater / Sewerage Sold (tm3) 65,330 65,330 58,797 47,038 47,978 48,938 49,917 50,915 51 "

,st of WaterlWastewater per m 1,015 1,154 1,475 2,120 2,390 2,864 3,224 3,630 4,1

verage Tariff per m3 (Including
bility) 1,167 1,327 1,696 2,438 2,748 3,294 3,708 4,174 4,7

. with VAT 1,401 1,592 2,035 2,925 3,298 3,952 4,449 5,009 S,f.

:Jnue 76,256,632 86,696,941 99,701,482 114,656,705 131,855,210 161,184,080 185,075,174 212,515,550 244,03
'/rite-Off 3,812,832 4,334,847 4,985,074 5,732,835 6,592,761 8,059,204 9,253,759 10,625,778 12,20

c Interest Payment 1,805,613 4,044,574 4,529,923 5,073,514 5,682,335 6,364,216 5,1.'

Itability 6,133,686 6,973,450 8,019,467 9,222,387 10,605,745 12,964,806 14,886,481 17,093,642 19,621

"rofit Tax (After Capital

Credit) 1,073,395 1,220,354 1,403,407 1,613,918 1,856,005 2,268,841 2,605,134 2,991,387 3,435

Including Capital Improvement
,dit) 3,986,896 4,532,742 4,039,005 3,365,578 3.949,284 5,129,340 5,982,695 6,974,127 9,035

~Iated With billing and collections estimated to be equal to 2% of general population billings.

,deration law allows for depreciation to be used to repay principle for capital related loans if the item purchased has been placed on the balance sheet as an asset. This computation assumes that this is the case.

>VK match and the VAT assOCiated with the project expenditures are amortized over the life of the loan,

,deration law allows for bad debt wrlte-ofts to be deducted from taxable income (5% of gross revenue is assumed to be written-off).

,jeratlon law reqUires that capital related interest be paid out of profit.

,f'A,t tell" "et at 35% " cap,tallnve"tment credit IS given to cover the debt service interest payment up to 50% of the pre-credit profit tax Thus, the IIIveslment C1edlt reduces the profit tax liability up to 50%

·.f1ect an ,,,,llal drop In water and wastewater volumes as a result of effiCienCies and Illeterrnq 1998-10%,1999-20%, and 2':.'u annual growth thereafter to reflect Illcrea"ed enterprrse deilland

Prepared by PADCO, Inc



Loan Assumptions Appendix II-I

Smolensk Gorvodokanal Scenario I $7 Million

Vodokanal Revenue
Water Revenue
Sewerage Revenue
Other Income

1996
23,784,883
22,764,833
2,019,058

1997 1998 1999 2000 2001 2002 2003 2004

Ruble Exchange Rate r==Yoo---1
Vodokanal Profitability
VAT
10% VK - Matching
Profit Tax
Investment Tax Credit

15% 15% 15% 15% 15% 15% 15% 15% 15%

20% 20% 20% 20% 20% 20% 20% 20% 20%

10% 10% 10% 10% 10% 10% 10% 10% 10%

35% 35% 35% 35% 35% 35% 35% 35% 35%
1B% 18% 1B% 18% 18% 18% 18% 18% 18%

1996 1997 1998 1999 2000 2001 2002 2003 2004
Expenses
Personnel
Energy
Chemicals and Materials

Repairs

Other Expenses
Taxes Other Than Profit (not Labor related)
Depreciation
Billing/Collection Fee

Total

Value
9,406,981 15% 15% 15% 15% 15% 15% 15% 15%
15,275,04B 15% 15% 15% 15% 15% 15% 15% 15'\'1,

6,192,961 15% 15% 15% 15% 15% 15% 15% 15%

9,070,051 15% 15% 15% 15% 15% 15% 15% 15%

8,033,955 15% 15% 15% 15'Yo 15% 15% 15% 15%
11,790,770 15% 15% 15% 150ft, 15% 15% 15% 15GJi,

~8,973 1~.~~~-~~
~~ ...._~

--~
.~.~---- ~--~_._..

10'M. ~~ 15lVcl 1~/% 1 ~.-ll'l'(I 1~/~,

2% --;20;.;---- ~_...._~---._- ---_ .._-"---- -~ ----~-

____~ _ ___._. ___ r __

0 2% 2'Yo 2'MI :2% 2 1XJ LOA,

65,338,739

Exchange Rate:
Ruble Exchange Rate
Russian Inflation Forecast
U.S. Inflation Rate Forecast
Ruble Forecast

5,100
15% 15% 15% 15% 15% 15% 15% 15% 15'
3% 3% 3% 3% 3% 3% 3% 3% :1(

5,712 6,397 7,165 8,025 8,9BB 10,066 11,274 12, r,:

2002003200220012000199919981997

5%

1996

I
-~-

30,897 30,~97 27,B07 22246 22,691 23,145 23,607 24,080 24,56

I 34,433 34,433 30,990 24,792 25,288 25,793 26,309 26,835 26,83

0% 10% 20% -2% -2% -2% -2% -2%
0% 10% 20% -2% -2% -2% -2% -2%

Volume of Water and Sewerage Sold (000 m3)
Water Volume
Sewerage Volume
% Change Water
% Change Sewerage
Bad Debt Reserve

Debt MUltiplier
Corl'lerSlon Factor - '000 Rubles

1,000,000
1,000

,-- I I 100°0°;
1000

~
p"\P'j1I,rj tl\} fll\n(~n Inr



Combined Tariff Projection Appendix II-A

Combined Tariff With Net After Tax Profit For Loan of $7 Million
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Appendix II-B
msk Gorvodokanal COMPUTATION OF TARIFF LEVELS

Scenario If $13 Million

(in '000 Rubles) 1996 1997 1998 1999 2000 2001 2002 2003 2004

:tion Expenses:
'7el 9406981 10818028 12440732 14306 842 16452869 18920799 21758 919 25022756 287761-

15275048 17566 305 20 201251 23231439 26716154 30723578 35332114 40631931 46726 7:
t!)

als and Matenals 6192961 7121905 8190191 9418720 10831527 12456257 14324695 16473399 18944 4,
~ 9070051 10430559 11995 142 13794414 15863576 18243112 20979579 24126516 27745 4......

~)ther Than Profit (not Labor related) 11790 770 12969847 14915324 17152623 19725516 22684343 26 086 995 30000 044 34500 0'h
§ _'penses 8033955 9239048 10624905 12218641 14051 438 16159153 18583026 21370480 24576 O·

r:: Jnd CollectIOns 971375 1 117082 1284644 1477341 1698942 1953783 2246 851 2583878 29714t

h :iation (including) 5568973 6125870 7044 751 8101463 9316683 10714185 12321313 14169510 162949
ttl Jepreciation for Principle Debt Coverage 0 0 0 0 0 11684325 13086 444 14656818 164156l""-n, - Depreciation of the 10% VKL Match 1 168433 1308644 1465682 1641St
C') - Depreciation of VA T on Investments 2570552 2879018 3224 SOD 3611 4-1
0
"tI Total Expenses 66310114 75388645 86696941 99701482 114656705 147278520 168907599 193725515 2222039
~

e of Water / Sewerage Sold (tm3) 65330 65 330 58 797 47038 47978 48 938 49917 50915 51397
]e Cost of WaterlWastewater per m 1015 1 154 1475 2120 2390 3009 3384 3805 4323

)s t A verage Tariff per m3 1167 1327 1696 2438 2748 3461 3891 4376 4972
- with VAT 1401 1592 2035 2925 3298 4153 4670 5251 5966

Revenue 76256632 86696941 99701482 114656705 131855210 169370298 194243738 222784342 2555345
·?bt Write-Off 3812832 4334847 -1985074 5732835 6592761 8468515 9712187 11 139217 127767:
ervice Interest Payment 3611227 7511 352 8412714 9422240 10552909 11819258 106373

Profitability 6133686 6973450 8019467 9222387 10605745 13623263 15623953 17 919 610 205538t

jted Profit Tax (After Capital 1073395 1220354 1403407 1 613918 1856005 2384 071 2734192 3135932 359692

ofit (Including Capital 3986896 4532742 2865356 97117 337026 1 816952 2336852 2964421 631960

, associated with billing and collections estimated to be equal to 2% of general population billings

,~n Federation law allows for depreCiation to be used to repay principle for capital related loans If the Item purchased has been placed on the balance sheet as an asset This computation assumes that thiS IS the ca

)':" S VK match and the VA T associated with the prolect expenditures are amortized over the life of the loan

H1 F"deration la\·, allows lui bad debt Vlnte-offs to be deducted from taxable Income (5% of gross revenue is assumed to be written-off)

,:' Federation 13\·, reqlllres that capital related Interest be paid out of profit

'" [,rutlt td' IS Sd at 35"" a capltallnvestmenl credit IS given to cover the debt service interest payment up to 50% of the pre-credit profit tax TilliS. tile IIlvestmenl credit reduces the profit tax liability up 1050':"
. ··fl.- • ~r' If IltL"-11 Jr· !r, In \':alp.r rmd \'/a'::ltewater \/ClhJlllf'S as i1 resllit of efflclPnclPs ClnrllllPtprtnl1 1gqR- 1Ol~, 1qqq-70'~, Clnd ~l~ • .1nntj;~l l1rnv,11'1 t1ll'~r t',~ftt'r In It·fl"I'! Hlr rf~,lc;prj ~'nt.'r r'f I' .-' ,-1. 0'" -u..,1

.J-.

'---



Loan Assumptions Appendix 11-£

Smolensk Gorvodokanal Scenario II $13 Million

Vodokanal Revenue
Water Revenue
Sewerage Revenue
Other Income

1996
23,784,883
22,764,833

2,019,058

1997 1998 1999 2000 2001 2002 2003 2004

15% 15% 15% 15% 15% 15% 15% 15% 15%
20% 20% 20% 20% 20% 20% 20% 20% 20%
10% 10% 10% 10% 10% 10% 10% 10% 10%
35% 35% 35% 35% 35% 35% 35% 35% 35%
18% 18% 18% 18% 18% 18% 18% 18% 18%

9,406.981 15% 15% 15% 15% 15% 15% 15% 15%
15.275,048 15% 15% 15% 15% 15% 15% 15% 15%
6,192,961 15% 15% 15% 15% 15% 15% 15% 15%
9,070.051 15% 15% 15% 15% 15% 15% 15% 15%
8,033,955 15% 15% 15% 15% 15% 15% 15% 15%
11,790,770 15% 15% 15% 15% 15% 15% 15% 15%
5,568,973 10% 15% 15% 15% 15% 15% 15% 15"A>

0 2% 2% 2% 2% 2% 2'}'0 2% 2%

I 65,338.739

~
CJ;....
):,.

§
~
~
",
C")
a
"\)
,~

Ruble Exchange Rate

Vodokanal Profitability
VAT
10% VK - Matching
Profit Tax
Investment Tax Credit

Expenses
Personnel
Energy
Chemicals and Materials
Repairs
Other Expenses
Taxes Other Than Profit (not Labor related)
Depreciation
Billing/Collection Fee

Tota

IU5160 I

1996
Value

1997 1998 1999 2000 2001 2002 2003 2004

Exchange Rate:
Ruble Exchange Rate
Russian Inflation Forecast
U,S. Inflation Rate Forecast
Ruble Forecast

5,100
15% 15% 15% 15% 15% 15% 15% 15% 15°;;
3% 3% 3% 3% 3% 3% 3% 3% 3 D/..'

5,712 6,397 7,165 8,025 8,988 10,066 11,274 12,62;

200420032002200120001999199819971996

5%

- -

I 30,897 30,897 27,807 22,246 22,691 23,145 23,607 24,080 24,561

I 34,433 34,433 30,990 24,792 25,288 25,793 26,309 26,835 26,835
0% 10% 20% -2% -2% -2% -2% -2%
0% 10% 20% -2% -2% -2% -2% -2%

Volume of Water and Sewerage Sold (000 m3)
Water Volume
Sewerage Volume
% Change Water
% Change Sewerage
Bad Debt Reserve

Debt MUltiplier
Conversion Factor - '000 Rubles

1,000,000
1,000

1,000 000
1000

.s-.
~

PrPncHPrl bv PA[)t,() Inr.



Combined Tariff Projection Appendix II-B

Comhined Tariff With Net After Tax Profit For Loan of $t3 Million
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Smolensk Vodokanal (SVK) Accounting Notes

General Observations

• In 1995. and in previous years. there were gross nolations of the accounting procedures
As a result the accounts listed in the trial balance. in many cases, do not correspond to the

ledger data.
• Account balances at the end of November 1995 do not correspond with the account

balances at the beginning of December 1995. The same practice, where monthly closing

balances, do not correspond with monthly opening balances carried over into the first

quarter of 1996.
• The inability to match the monthly closing balance \vith the corresponding monthly opening

balance has resulted in an error in the January L 1996 trial balance. The ending debit and
closing balance differ by R504.0 million.

• Starting in mid-1995 and through tl _first three quarters of 1996, SVK has attempted to
computerize its accounting operations. The lack of adequate soft\vare capability and
computer skills within the "MIS" staff ofvodokanal, and the accounting department
personnel, have significantly contributed to general bookkeeping errors - there are
substantial mismatches between the general ledger and the monthly closing balances.
Financial figures were entered into the computer' s accounting soft\'.;are without
ackno\vledging, or properly identifying, the corresponding transaction.

• Furthermore, no one at the accounting department, customer service department or
economics department can give a single (and, precise) figure of the 1995 annual income. or
the sum of charged and paid taxes. In brief, SVK has approximately 647 personnel - the
PADCO consultants estimate that there are at least this many variations in the final tally on
taxes and 1995 annual income. (See Connecting Table - Table 3).

• Sales accounting is performed as money is paid to the enterprise settlement account, cash
account, or after barter or other offsetting transactions.

• Cost and sales accounting are not carried out separately - per each type of service provided
by the enterprise on the various appropriate sub-accounts. Revenue collected for water and
\vastewater services are recorded on a single account.

• In January, 1997 - the vodokanal started to directly bill population customers for their
servIces.

Fixed Assets

• Fixed assets are comprised of building, equipment. transportation and machinery.
• Since 1992, (and, in compliance with the Russian Federation of Government Resolutions)

the enterprise has re-valued its assets several times.
• Approximately 50% of the total fixed assets are pipe networks (i.e. passive fixed assets)
• Fixed asset accumulated depreciation is charged in accordance with the nom1S approved by

the Russian Federation of Government Resolutions.
• The re-evaluation of fixed assets has resulted in a significant increase in the depreciation

expense.
• Assets were re-evaluated by an estimated multiplier 0£2.69 in 1995.
• It is practically impossible to track accumulated depreciation by fixed asset category.
• Dcprcciation expense covers larger cross sections of assets such as: fixed assets used for

\vater intake: fixed assets for water transmission: and fixed assets for \vater storage.



VAT

• In general. the SVK follO\\s the generally excepted Russian method for VAT accounting.
VAT is \\Titlen to the accounts payable budget only when it receives the payment for its
products

Cost Accounting

• Administrative expenses are recorded on alc 26, workshop expenses on alc 25. These
costs are distributed between the two primary production operations of the VodokanaI
activities in direct proportion to the salary of the production workers.

• Alc 26 general economic cost is closed into alc 20 basic utility production at the end of
each month.

• Alc 29 non-production records costs related to the enterprises social obligations including
the upkeep of the medical center, sauna and hostel.

• Alc 31 future expenditures are comprised of expenses that are characterized by the time
factor in which their use expires. For example, the annual subscription of newspapers is
paid at the beginning of the year, but is written off as it is used - in the course of receiving
the publication.

Accounting Process - Consumer Bills and Collection

• After the customer is billed, the accounting department makes an entry from alc 20 (credit)
into alc 46 (debit). In this particular case, the debit in alc 46 reflects only SVK's cost of
providing the billed service - excluding profitability and VAT.

• Alc 46 is closed into alc 62 (debit). Since VAT is charged on such accounts that receive
revenue, e.g. alc 50, alc 51, alc 60, the accounting for billed services in alc 62 is entered
without VAT. Notwithstanding, the accounting for billed services reflected in alc 62
includes a credit for profitability (or, debit in case ofloss). Alc 62 apparently reflects not
only the cost of the sold product, but also the expected profit/loss as a result of SVK' s
activities.

• Alc 62 also records the advance payments of consumers and prepayments to suppliers. As
a result, the net balance of alc 62, detailed in the ledger and trial balance, does not allo\\
for any precise analysis of the profitability of the company. This reconfirms the previous
conclusions that the enterprise's accounting operations, and understanding, are
significantly wanting.

Errors in Accounting

• As stated in the introductory section, there are numerous and significant bookkeeping
errors.

• The accounting department has failed to maintain the system of double entry bookkeeping.
• Corrections made in various accounting documents (i.e. monthly trial balance) where not

correspondingly adjusted in the original ledger entries.

Inventory Accounting

• SVK does not usc either FIFO or LIFO accounting practices The 1l1ventory accounting
approach is much more ad hoc - sometimes it is done on the basis of average cost: and,
other times it is based on the purchase price.



Appendix III

Table 1 - Trial Balance for 1995

Smolensk Gorvodokanal
('000 Rubles) Opening balance Closing balance

Debit Credit
, 1 Fixed assets --82,847,807,818 594,857,3231 109,696,09S,52
,2 Accumulated Depreciation 12,938,193,909 144,720,133 41,465,016,389 I 54,258,490,165
18 Capital investment 703,167,129 842,700,015
10 Raw Material and Inventory 2,025,516,989 1,713,991,918
12 Low Value Consumable 357,772,150 205,153,151
13 Depreciation of Low value assets 8,459,816 10,990,128 I 47,169,455

'9 VAT. 36,791,696 2,311,413,554 1,881,530,488
.0 Basic production 20,734,490,808 20,734,490,808
.3 Shop operation 2,570,379,660 2,570,379,660
.5 General Production Costs 591,825,097 591,825,097
.6 General Economy Cost 12,709,860,981 12,709,860,981
.9 Non production 109,577,161 109,577,161 0

1 Future expenditure 121,500,000 121,500,000
: 0 Finished Goods 35,694,6991 I 35,694,699
.6 Sale of Products 15,563,898,793 15,563,898,793
.7 Sale of fixed assets 26,186,198 26,186,198
,8 Other revenue 231,039,723 213,888,111

0 Cash(on hand) 3,131,494,448 3,131,465,318
1 Cash in bank 13,781,768,406 13,674,109,640
8 Promissory Note 401,666,667 301,666,667

.0 Settlements w/Suppliers-Contract. 705,489,999 9,556,674,457 12,861,391,5281 I 4,010,207,070
2 Settlements w/Customer 24,278,565,938 19,465,822,657
5 Settlements wi Personal Insurance 133,473 1,645,900 1,804,377 291,950

.8 Taxes 137,866,240 5,741,673,818 6,044,268,708 407,793,108
,9 Settlements w/Social funds 83,961,187 1,133,905,749 1,228,730,184 163,910,738

0 Settlements wlpersonnel 208,198,214 3,141,140,399 3,325,810,580 392,868,395
o ·2 Deposit wage in a Bank 2,119,215 18,146,568 21,730,813 5,703,460
1 Settlements w/Mgt.Personnel 100,295 341,275,222 341,302,182 S()3,289
6 Settlements wi Debtors & Creditors 245,634,603 4,339,479,353 5,187,546,820 I 900,763,824
0 Profit & loses 250,061,402 250,061,402 0
1 Use of profit 766,913,252 766,913,252 0
3 Revenue of future periods 73,465,667 117,256,667 43,791,000
5 Authorized Capital 23,932,142 23,932,142
5 ·1 Additions to Capital 14,041,220,430 14,041,220,430
7 - 1 Additions to Capital 38,249,585,701 81,759,315,199 43,509,729,498
8 Retained Profit 1,343,321 ,271 1,121,844,441 83,100,833 224,079,534
9 Future expenditure reserve 260,877,256 249,114,013
6 Target financing and receipts 87,150,000 85,921,843 1,228,157

Total 29,862,572,490 247,736,252,809 248,241,661,399 117,561,465,035 118,066,873,625

adustment factor ale 40 credit added to accounts payables

35,694,699

rrPIlCHP<! hv rl\nr'n Inc
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05
06
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1 2
1 3
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23
25
26
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3 1
40
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5 °
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57
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6 °
62
65
67
68
69

7 °
7 0-2
7 1
76
80
8 1
83
85
85 - 1
B 7 - 1
88

B 9
96

Smolensk Gorvodokanal
('000 Rubles)

t'ixed assets
Accumulated Depreciation
Intangible assets
Accumulated Depreciation
Investments
Capital investment
Raw Material and Inventory
Low Value Consumables
Depreciation of Low value assets
VAT.
Basic production
Shop operation
General Production Costs
General Economy Cost
Non production
Future expenditures
Finished Goods
Sale of Products
Sale of fixed assets
Other revenue
Cash (on hand)
Cash in bank
Cash in transit
Promissory Note
Settlements w/Suppliers-Contracl.
Settlements wlCustomer
Settlements wi Personal Insurance
Settlements wi
Taxes
Settlements wlSocial funds
Settlements w/personnel
Deposit wage in bank
Settlements w/Mgl.Personnel
Settlements wldebtors & creditors
Profit & loses
Use of profit
Revenue of future periods
Authorized Capital
Additions to Capital
Additions to Capital
Retained Profit
Future expenditure reserve
Target financing and receipts
Total

Table 2 - Trial Balance for 1996

Opening balance Closing balance
Debit Credit Debit Credit

187,654,952,867 1,815,522,304 295.535,528,090
54,258,490,1651 -89,632,007,086 5,568,972,638 I 149,459,469,889

3,198,000 3.198,000
165,016 I 165,016

20,000,000 20.tlotl,OOO
1,590,388,623 1,590,388,623
6,192,961,434 4,400,017,774 2,217,530,747

823,035,474 647,368,193 360.168,083

47,169,4551 51,166,743 125,375,814 I 121,378,526

5,666,102,176 4,280,257,603 1.778.935,943
43,840,784,730 43,840,784,730

5,478,276,957 5,478,276,957
1,934,360,552 1,934,360,552
6,055,203,764 6,055,203,764

157,998,521 157,998,521
99,768,072 100,621,87°1 I 853,798

35,694,699 1 28,255,608 15,394,135 22,833,226

29,996,610,336 29,996,610,336
119,452,237 148,686,2441 1 29,234,007

1,533,861,872 1,533,861,872
5,953,929,020 5,953,621,347

14,334,672,741 14,275,516,249
57,848,184 57,848,184
85,020,091 185,020,091

4,010,207,0701 21,035,958,730 28,263,400,638 I 11,237,648,978

50,000,514,551 33,693,566,312 22,760.812,717
291,9501 413,569 122,497 878

447,844,180 1,775,082,732 1,327,238,552

407,793,108 10,910,520,831 12,715,861,783 2,213,134,060

163,910,738 2,233,088,719 2,347,498,670 278,320,689

392,868,395 5,848,988,874 6,267,679,147 811,558,668

5,703,460 14,464,127 17,576,575 8,815,908

528,939,716 522,319,038 7,423,967
900,763,8241 7,389,931,537 8,533,531,849 I 2,044,364,136

1,202,707,744 3,860,018,158 2,657,310,414

3,161,820,236 504,509,777 2.657.310,459
43,791,000 86,412,668 38,975,001 3,646,661

23,932,142 23,932,142

14,041,220,430 14,041,220,430

43,509,729,498 -2,627,318,291 93,230,144,879 139,367,192,668

224,079,534 1,:156,652,1S2 2,949,460,396 1,Blfj,887,778

52,538,95QI 352,847,963 791,803,150 386,416,331

1,228,157 316,204,800 317,432,957

117,561~465-:O35--1-18,066,873,625 323,989,628,222 323,989,628,219 325.660,000,470 326,165,409,057

;,dlllslillent ,,!C 4H lip-hit Cidd"d to "/r his

adJllstment alc 31,40, 47 credit drld add to accounts paYdl)I""



Smolensk Gorvodokanal
('000 Rubles)

Accounting Items

(For the Years Ended December 31,1995, '96)

1995 1996 % Change

11,237,648,978 180%

878
1,327,238,552
2,213,134,060 443%

278,320,689 70%
811,558,668 107%

8,815,908 55%

2,044,364,136 127%

853,798
22,833,226
29,234007

17,974,002,900 204%
17,974,002,900

23,932,142
14,041,220,430

139,367,192,668 220°;',

153,408,413,098 167%
153,432,345,240 166%

71, 078 378,751 433~c

238,757, 942 297,914,434 25°/,

238,829, 020 298,293,185 25%

1
22,760,812717 253%

1,778,935,943 353%
17,151,612

24,556,900,272 258%
7,423967 824%

2,217,530747 422%
360,168083 9<;01....-/0

(121,378,526)

2,456,320 304 337%
27,318,937,728 252%

20,000,000

295,535,529,090 169%

3,032,984
149,459,469,889 175°/,

173,418,029,913 174%

57,550,949,928
57,574,882,070

Current Liabilities:
Settlements w/Suppliers-Contraet. ale 60

Settlements w/Customer ale 62
Settlements w/Personallnsuranee ale 65
Settlements wi ale 67
Taxes ale 68

Settlements w/Soeial funds ale 69

Settlements w/personnel ale 70
Deposit wage in a Bank ale 70-2
Settlements w/Mgt.Personnel ale 71

Settlements w/Debtors & Creditors ale 76

Future expenditures 31
Finished Goods ale 40
Sale of fixed assets 47
Accounts Payables ale 60,62,65,67,68,69,70,70-2,71,76,31,40,47
Total Liabilities

Liabilities and Equity

Less: Accumulated Depreciation ale 02

Total Assets

Fixed assets ale 01
Capital Investment ale 08
Intangible Assets ale 04

Long-term investment ale 06

Total Current Assets

Equity
Authorized Capital ale 85
Additions to Capital ale 85-1
Additions to Capital ale 87-1
Additions to Capital ale 85-1, 87-1

Total Equity

Assets
Current Assets:
Cash (on hand) ale 50
Cash in bank ale 51

Cash ale 50, 51
Marketable Securities ale 58

Settlements w/Customer ale 62

VAT ale 19

Other revenue ale 48
Accounts Receivables ale 62,48,19

Prepaid Expense ale 71

Raw Material and Inventory ale 10

Low Value Consumable ale 12

Depreciation of Low value assets ale 13

Inventory ale 10,12,-13

Total Liabilites and Equity 63,492,115,314 171,406,348,140



Table 4 - Balance Sheets for 1995 and 1996

Smolensk Gorvodokanal
('000 Rubles)

Accounting Items

(For the Years Ended December 31,1995, '96)

1995 1996 % Change

Assets
Current Assets:
Cash ale 50, 51

Marketable Securities ale 58

Accounts Receivables ale 62,19"

Prepaid Expense ale 71 (d)

Inventory ale 10,12'"

Total Current Assets

Long-term investment ale 06

Fixed assets ale 01

Capital Investment ale 08
Intangible Assets ale 04....

Less: Accumulated Depreciation ale 02

,

.

'.

I ....

. ..

.....

:If

r

..
..

298,293,185

24,556,900,272
7,423,967

2,456,320,304
27,318,937,728

20,000,000

295,535,529,090

3,032,984
149,459,469,889

25%

258%

337%

252%

169%

175%

Total Assets

Liabilities and Equity
Current Liabilities:

Accounts Payables ale 60,68,69,70s'
Total Liabilities

Equity

Authorized Capital ale 85

Additions to Capital ale 85-1, 87-1

Total Equity

Total Liabilites and Equity

Reserve ale 83, 88, 89, 96

Difference

•.~6-3,2ID31;~66,,56!)1

••••

I

.

6 I. 'I _,3"

'.

H

.', . ' .

.:. '. -'

.. ' ."
'U.l:i7 .. :.

173,418,029,913

17,974,002,900
17,974,002,900

23,932,142
153,408,413,098
153,432,345,240

171,406,348,140

2,517,090,405

(505,408,632)
-029%

174%

204%

167%

170%

Note: 1. In 1996, all VKL assets were re-evaluated by a factor of 2.69% (approximate). The 1996, depreciation

refers to the revised depreciation schedule for the revalued assets. All balance sheet assets refer to VKL

controlled assets and not waterlsewerage related assets that the city owns. 2. The VKL includes depreciation

in its tariff calculation. The SVKL depreciates only the assets which they themselves possess - approximately

5-10% of all of the assets which they use. Current Russian law does not allow the SVKL to depreciate

all of the fixed assets involved in their production. Instead the majority of system wide renewal and

replacement activities are financed through the municipal bUdget

• alc 40 - credit was added to accounts payables (1995). In 1996, we added the credits from alc 31,40 and 47.

•• alc 48 Other Revenues debit side was added to accounts receivables.

'''alc 10 and 12 minus alc 13 - accrued depreciation on the low value assets .

....ale 04 minus ale 05 accrued depreciation on intangible assets (credit)
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Table 5 - Profit & Loss for 1995 and 1996

Smolensk Gorvodokanal
('OOOs Rubles)

1995 1996 % Change
+ Water supply income 11,723,388 23,784,883 102.9%
+ Waste water income 11,774,247 22,764,833 93.3%
+ Other income 302,493 2,019,058 567.5%
= Net income 23,800,128 48,568,774 104.1%
- Total Expenses (excluding depreciation) (28,796,860) (60,694,858) 110.8%
= Net income before depreciation (4,996,732) (12,126,084) 142.7%
- Depreciation (From Expense Table) (2,960,060) (5,568,973) 88.1%

= Net profit after depreciation (7,956,792) (17,695,057) 122.4%

['r('pared hy PADt:O, inc

Appendix II,



Table 6 - Source and Uses for 1995 and 1996

Smolensk Gorvodokanal
('000 Rubles)

Sources. and Uses ..... 1995 ... 1996

Sources

Net profit (reserve) after depreciation ale 83,88,89,90

Increase in depreciation ale 02'

Target Financing ale 96

Increase In Accounts Payables ale 60, 62,65,68,69,70s"

Re-evaluation of the main assets ale 87-1 (credit)....

Total

Uses

Increase in main assets ale 01

Decreasellncrease in capital investments ale 08

Increase in inventories ale 10, 12

Increase in intangible assets ale 04

Increase in accounts receivables ale 62, 19·"

IncreasefDecrease in promissory notes ale 58

Increase in Cash ale 50, 51

Re-evaluation of depreciation ale 87-1 (debit)*···

Total

Suspension Factor

215.559,841

41.320.296,256

1,228,157

4.';"74,338,425

80.';"59.315,199

127,071,737,878

82.252.950,495

-139,532,886

464,144,070

o
5.242,626,347

100,000,000

107,687,896

38.249.585,701

126,277,461,623

-794.276,255

-0.63%

2,517,090,405

95,201,144,740

316,204,800

17,913,657,902

87,230,144,879

203,178,242,726

185,839,430,563

20,000,000

1,968,610,941

3,198,000

17,669,874,811

-100,000,000

59,464,165

-2,627,318,291

202,833,260,189

-344,982,537

-0.17%

·In 1996, includes ale 05 accumulated depreciation.

··Debits found in accounts payables were subtracted from the credits

···a/c 19 VAT added debit VAT to credit (1995). In 1996, included ale 83.

····Padco consultants believe that there is an error in the booking of the revaluatior, and the depreciation

of main assets. The problems include: 1. The revaluation of depreciation cannot ce negative.

It is however booked as a negative. 2. With respect to ale 02 - financial statements can not have

such a significant negative activity on the debit side.
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Table 7 - Accounts Receivable Analysis for 1995 (Water)

Smolensk Gorvodokanal

('000 RuMes)
1995 Population Budgetary organizations Enterprises Others

+ Accounts RecewtllJles - Beginning 01 fhe

Puiod 1.096.319 53.721f 269,1170 773.125 0

+ VAT RecewtllJles 235.306 9,831 57,923 167,552 0

+ Wlltlr Services Billed 11.723.388 2,308,1175 If, 095, If66 5,319.#7 0

+ other Income 302,lf93 0 0 302,1(.93 0

+ VAT 2.261f. If11 239,lf51 881,279 1.1lf3,681 0

- Recewed on Btln/( Accounts or Ctlsh 6.212.222 1,087.670 2.098.987 3.025,565 0

- Received VAT (Ctlsh) 1,351f.572 199,0# If90.113 665. If15 0

- Received viti oil-sets 1,066.272 0 #.566 1.021.706 0

- Received viti VAT oil-sets 93.30lf 0 15.332 77.972 0

- Received viII IJllrter 1,701.576 0 0 1.701.576 0

- Received viII VAT Btlrter 2lf9.989 0 0 21f9.989

- Received TIIK Offset 569,530 0 259.876 309.651f 0

- Received viII TIIK Btlrter 0 0 0 0 0

- Rtctived Promisstlry NofeslT-Notes 703.881 0 667.lf70 36.lf11 0

= Accounts recewtllJle (wlo VAT) - end 01
plr/od 3.lf38,2lf9 1,271f,529 1,553,913 609.807 0

= Accounts rlcewltlJle - VAT only - end 01
per/od 232,322 50,238 173,881 8,203 0

Note: Other income include~ hookup fees lind some small services. Otlter income was not allocated hy type of customer (allocation is an estimate).

Prppoll'd by PAlKO, Inc.

Appendix 11/
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Table 8 - Accounts Receivable Analysis for 1995 (Wastewater)

Smolensk Gorvodokanal

('000 KuIJles)
119S Population Budgetary organizations Enterprises Others

+ ,fccOUhts Receiwthles - Belinninl 01 tile
Period 738,895 #,697 201,118 t,93,080 0

+ VAT Receivdles 158,831 9,008 t,3,25t, 106,569 0

+ SeWU(/le Services Billed 11,77t,,2t,7 2,156,913 3.259,109 6,358,225 0

+ OtIIer Income 0 0 0 0 0

+ VAT 2,26t" 297 211.150 686.129 1,367,078 0

- Received on 811nk Accounts or CtlslI 5,000,882 959,888 7,506,283 2,53t,, 717 0

- Received VAT (Cl1sll) 1,081,796 175,660 359,399 5t,6,737 0

- Received vil1 oil-sets 850,966 0 98,067 752,905 0

- Received vil1 VAT oil-sets 93,305 0 75,332 77,973 0

- Received vi(/ /Jl1ffer 2,593,598 0 0 2,593.598 0

- Received Tl1x onset 1,087,258 0 288,581 798,677 0

- Received Promisstlry Notes/T-Notes 6lf1,838 0 629,957 "11,881 0

="ccounts receiwthle (w/o V,fT) - end 01
period 3.lf25.858 1.21f1.722 1.225.926 958,210 -0

="ccounts reCliwtIJle - II,fT only - end 01
period 160,769 #,1,98 66,071 50.200 0

PfPMfPd htl PATJrn Inr

Appendix 11/
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Table 9 - Accounts Receivable Analysis for 1996 (Water)

Smolensk Gorvodokanal

('000 Rub/es)
1996 Population Budgetary organizations Enterprises others

+ ,fccounts Receil'd/es • lelinninl 01 tile
Period 3,*38,2*9 1,27*,529 1,553,913 609,807 0

+ V,fT Receiwtbles 232,322 50,238 173,881 8,203 0

+ Water Services lilletl 23,78*,883 2,7*2,791 9,886,137 11,155,955 0
+ Other Income (Estimqfe lor 11 mos) 2,019,058 0 0 2,019,058 0
+ V,fT *,665,6*' *57,223 1,977,227 2,231,191 0
- Kecewed on Iqn/( ,fccounts Dr Cqsll 7,51fO,856 1,509,913 3,*07,265 2,623.678 0
- Kecei~ed V,fT (Cqsll) 2,095.163 30*,789 881,138 909,236 0
- Recei~ed ~iq DR-sets *.120,611 0 226,297 3.89*,31* 0

- Kecei~ed ~ia VAT DR-sets 1,5*7,6*3 0 687,810 859,833 0
- Recei~ed ~iq bqrter

3,*32,639 0 1,888 3-"30,751 0

- Recewed ·Tqx Offsets 361,982 0 361,982 0 0
- Received (Promissqry IT-Note) 2,If87,*75 0 1,638,*'9 8*9,056 0

=,fcco"nts I'eceil'dle (wlo VAT) - ~ntl 01
period 11,660,610 2,507,'107 6,166,182 2,987,021 .0

=Acco",," recliI'dll - VAr only - Ind 01
period 893,175 202,672 220,178 *70,325 0

PrpMrPd bv PADro Inr

Appendix III
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Table10 - Accounts Receivable Analysis for 1996 (Wastewater)

Smolensk Gorvodokanal

('000 /(uhles)
1196 Population Budgetary organizations Enterprises Others

+ IIccounts Receivttbles - leginning 01 tile
Period 3/125,858 1.2lt1.722 1,225,926 958,210 0

+ VIIT ReceivttlJles 160,769 #/198 66.071 50,200 0

+ Sewerage Sel'Yices lilled 22,761t.833 2,lt32,677 7,369,71f8 12,962,W8 0

+ Otller Income 0 0 0 0 0

+ VIIT It,lt71.959 W5.527 1.lt73,950 2,592,If82 0

- Rueived Dn lank Accounts or Casll 5.9lt2,771 1,235,785 2.515.lt78 2,191,508 0

- Received VIIT (Cash) 1,706,337 251,968 696,663 757,706 0

- Received via oil-sets
2.829, It21t 0 125,lt22 2,70lt,002 0

- Received via VIIT oil-sets 1.7lt7,6lt3 0 537,810 1.209,833 0

- Received via baiter It. 100,069 0 1.068 It,099, 001 0

- Received Tax OIIset 292.012 0 292,012 0 0

- Received VIIT (Promissary Note) 2.218,223 0 1.1f83.215 735,008 0

=IIccounts receivttbl, (wiD VIIT) - end DI
p,riod 11.100.205 2.lt38,611t It. It70. It92 It.191.099 '0

=IIccDunts rec,ivttbl, - VIIT Dnly - end DI
period 886,736 198,057 13,536 675,1lt3 0

Prepared by PAlJCO, Inc.

Appendix 1/1
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Table 11 - Aging of Receivables Analysis for 1995 (including VAT)

Smolensk Gorvodokanal

('000 Rllbles)

> 365 days 181· 36S days < 181 dl/Vs Total

+ ~cc6I1nf1 ncewttblts

inclllding:

PQPUhtt/QII 1,077.466 1.229.654 303.867 2,610.987
Jut(ret QtTtflliFtfltQ/If 459,705 1.229,009 1.331.077 3,019,791

EtttetpriFn 541,866 754,011 330,543 1,626,420
Qltfet:T 0 0 0 0

Subtotal 2,079,037 3,212,674 1,965,487 7,257.198

- 'lfd debf1 (estimlfte)

inclllding:

pQpultfl/QII 754.226 0 0 754.226
Jut(rel QtTtflliFtfl/P/If 455.108 491,604 0 946,712

EttletpriFn 216,746 301.604 0 518.351
Qltfet:T 0 0 0 0

Subtotal 1,426,081 793,208 0 2,219,289
= ~CC6t1nf1 /{ecewttblts Witll If

/{usMdle 'f'()bttbility 6f C6//ectiM

inclllding:

PQPultfl/PII 323,240 1,229,654 303,867 1,856,761
Jut(ret QtTtflliFtft/p/If 4,597 737,405 1.331.077 2,073.079

EttletpriFn 325,120 452,407 330,543 1,108.069
Qltfet:T 0 0 0 0

Subtotal 652,956 2,419,466 1,965,487 5.037,909

Total Accounts Receivable 5,037,909

Note A court was appointed to monitor the debt of organizations! firms that owe the SVK funds

Through the court, the SVK was able to obtain a partial repayment schedule agreement With some of Its debtors

P'I'(l(UI',( "" PAfl('n /",'

Appendix 11/
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Table 12 - Aging of Receivables Analysis for 1996 (including VAT)

Smolensk Gorvodokanal

('000 KlIlJles)

> 365dflYS 181· 365 dflrs < 181 ti4ys Tbtlll

+ ~ccollnts f6CewttIJllS

inclllding:
,Po'pqltt/I~/I 1,807,869 1,51~.191 1M89 5,3~6,750

4qofel iJ/fll/lirll/I~flJ" 6,115.110 1.~36,761 1,318,506 10,870,388

EII/~;;prirn M35.099 1.310,385 1,578,10~ 8,313,588

iJlI1~ff 0 0 0 0
Subtotal 13,358,088 7,261,339 3,921,299 1~,5~O,716

- 'ltd ddts (estimltte)
inclllding:

'piJ'pqIttIfM 1,965,508 0 0 1,965,508
4qofel iJ'2't7/1irlllfolU 6,053,969 97~,705 0 7,O18,67~

EII/~;;prirn 1,77~.OW 9U.15~ 0 1,698,19~

iJlI1i'ff 0 0 0 0
Subtotal 9,793,517 1,898,859 0 11,691,376

'" ~ccollnts Iteceivdles Witll It

ltusonttIJle 'rolJttlJility of Collection

inclllding:
'piJ,pq/II/IM 8~1,361 1,51~.191 1'1,689 3.381,1~1

4qofel iJ/flll/irll/lM.!' 61,151 1,'161,057 1,318,506 3.8~1,71'1

EII/i';;priru 1,661,059 1,386,131 1.578.1~ 5,615,39'1
iJlI1i'ff 0 0 0 0

Subtotal 3,564,571 5,362,480 3,921,299 11,8~,351

Total Accounts Receivables 12,848.351

Note A court was appointed to monitor the debt of organizations! firms that owe the SVK funds

Through the court, the SVK was able to obtain a partial repayment schedule agreement With some of Its debtors

PrPDnrpd hv PATV"n /"'-

Appendix 11/
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Table 13 - Aging of Payables Analysis for Year Ended December 31,1995 (including VAT)

Smolensk Gorvodokanal

('000 Kubles)
>J65days 181 - 365 days < 181 days Total

+ Account p.ytlbles (tot./)
including:

1!'/l1!'/)'J' 723,775 5'13.583 912.582 2.179,9'10
/I?..ru (I!'..rCI!',N /I?h/ /I?..ru) 51,900 251.900 97,200 '101.000

/tfh//tf..res 26.'100 110.500 800.563 937,'163
AftfMtf/(}/}''ptfj//III!'/Ih /() /AI!' /lM-

Pf/tff'I!'/tf/}' /iI/lqf l!'..rcl!',N /AaJ"1!' /1!'/tf/1!'11'/()

+ MP(}f// cam 26,900 0 10.900 37,800

Aftf/ltl'tf/(}/}',Ptfj//III!'/Ih /() /AI!' /lM-

+ Pf/t(fl!'/tf/}' /iI/lqf /I!'M/I!'tl'/(} Mhf// cam 69,086 56.600 107.300 232,986
tJ/AI!'I" 662.681 7'12.379 722.98'1 2,128.0#

Total 1,560,7'12 1.70'1.962 2.651.529 5,917.233

Note: MandatoIY payments include payments for r()(/ds. transportation (Accounts 67 and 68). police agriculture.
education. urban tax. water rights and employment fund.

p,,.,..,,,,.,, ",' Ptfnrn f ••

Appendix III
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Table 14 - Aging of Payables Analysis for Year Ended December 31,1996 (including VAT)

Smolensk Gorvodokanal

('000 I?ub/es)
> 36S detys 181 - 36S dttys < 181 dttys Tottt/

+ ~cc()unt pt/yllbles (tott/I)
including:

t'/lt'{fY 4,492,1,99 2,266,216 3.046,168 9,804,882

Ilf-ru (t'Nm'*kr Itrh;-J 2,987,678 2.2.5If,OOO 2.000,358 7,2'12.036
IIf.PtJ/ IIf-r~ 0 2'1.000 568,'100 592.'100

dll1e/ 0
tlflfllglfld/)/"'lfJ'/I!t'/lQ Id /'l1e /ld/I-

pqt(rt'IIf/}/kiln uce,N IAtift' /t'llflt'g10

+ Ilfhq/ ctiJt.J 0 131.514 187,747 319.261

tlflf/lglflo/}/"'lfJ'/I!t'1I1':>10 IAt' IId/1-

+ pqt(rt'IIf/}/ kiln /t'llfleg10 Itrhq/ ctiJt.J 0 0 15,'f22 15,'122
tJlAe/ 0

Total 7,'f80.177 4.675.730 5,818,095 17,974,002

Note: Mandatory payments include pttyments lor rottds, trttnsportation (Accounts 67 and 68), po/ice ttgrieu/ture.
education, urban tttX, wttter rights and employment lund.

f"pa"d bv fAvro. Inr

Appendix III
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Table 15 - Tax Payment Analysis for 1995

Appendix 11/

Smolensk Gorvodokanal

('000 Rubles)

1995 T6X'S DtI'
Profit t6X

inc/titling:
kHrg/pqoV6'~ 366.667 I 25/530 I 191J,.5'1-

t'PCg/pqoVC'. 619.#5 0

VAT
kHrg/pqoV6'~ 1.651,120 I 1.'117.603 I 0

OtII,r t6)('S (,xcltltlint tIIos, r,16tetl to
Idotlr)

SubtotalI 2,1,.19.1'1-7
1

2,133,
016

1
125,136

5,056,379 3,810,149 316,590
M6ntl6tory p6ym,nfs to til, non-
Dtlt!I,t6ry funtls r,'6fetl to tile 16IJotlr
costs I 1.778.839 I 1.61'1-.93'1- 0

6,835,218 15,425,083 316,590

o
o

o

o
o

o

o

es-'

Other faxes inc/utles: environment. wafer. property tax. hotlsing. roads. anti resource t4X. Mantl4fory payments to non
incltltle fr4nsportation 4ntl etlucation taxes.

Preparetl by PAPCO. Inc.



Table 16 - Tax Payment Analysis for 1996

Appendix /II

Smolensk Gorvodokanal

COOO Rubles)

1996 Ttlx,s lu,
PriJlit ttlX

ineluding:
kiM/"g/PI/t(rl!.

!Peg/PI/t(rl!.
Subtotal

1I,f'
kiM/"gnl/t(r1!.

Subtotal
OtII,r tt/xu (,xc!udinl tIIos, r,llIt,,/ to
l4IJorJ

269,320 3'11,385 0 0

655,772 625,671 0 0

925,092 967,056 0 0

3,398,If07 1,682.13'1 I 22'1,806 I 0

3,398,407 1,682,134 224,806 0

including:
kiM/"gnl/t(r1!.

!PeglPI/t(rl!.
Subtotal

Mtlntltltory ptlym,nfs to til, non
lJutll,ttlry funtls r,ltlt,tI to IttlJor
P,nttlti,s

2,093,63'1 1,389,221 263,500

2,991,965 1.965.190 95,571

5,086,599 3,354,461 309,071

'1.260,328 3,969,920 '19,817

353,255 353,255 0

o
o

°
o
o

·••··.·1·4~{)23;681 •• >1 ••########.1 •••••»;583j694•••••···········

~

Other taxes includes: environment, water etc. Mandatory payments to nonbudgetary funds
includes the transporttttion, eductttion tttx.

Prepared bv PA[)('O. Inc.



Table 17 - Expenditure Summary for 1995

Appendix 11/

Smolensk Gorvodokanal
Water and Wastewater

('000 /(ubles)

+ ',rsMnll Cflsts:
JII"f~.f (;itc/I/~.f qtt'lfIlitlr/;-qI/M)

f'~A'.flbA', JOCI;'/m.fl/;-q/lce, EIfI'p/PYIfI~/l1, H~q/cq/ ~/c.

Elflp/()y~~ LPIfI,PM.fql/t)/l A'eJ"e/Ye

+ tnl'lY
+ Mat,rials and CII,micals (Pf'{JductiM Mat,rials)
+ Il,pairs (matlrials and subcMtractflrs wflrk and misc.

IIxp,nslIs)

+ Intllrllst paymlnts (fir Ifill loans rlclived

+ TaxIIs (lIxc/udilllldour rllltltlld)
+ Otlltr ExPIIIISIIS

Water From Other Sources
Account 25 other production costs
Mechanics Workshop
Capital Repair

Federal Environmental Leasing

Other*

G&A

=

+ DeprecitttiM

Subtottll exp,nsIs

W_i~; i/ )"t~fiIY. Wid~Jti'" /»".fiif~l> ••·•• " ' ....

1.368.191t It.8% 1,857.616 6.5% 3.225,810
1t87.027 1.7% 7lt1,703 2.6% 1,228.730
123,957 0"'% 125.157 0"'% 2'19,11'1

5. 115.7lt2 17.8% 3,105,737 10.8% 8,221,'179
1,079,263 3.7% 9If6,251t 3.3% 2,025,517

363,285 1.3% 177,298 1.3% 51fO.583
69,lt95 0.1% 91.111 0.7% 161,616

2,978,515 10.3% 3,065,754 23.1% 6,0#.169

1,OlfO,563 3.6% 0 0.0% 1.01fO,563

75.1f00 0.3% 75,If00 0.3% 150.799
388.731 1.3% 338,982 1.1% 727.711t
301,361 1.0% 400,805 1"'% 703,167
667,638 1.3% 390,610 1.It% 1.058.258

1.368.1lt9 It.8% 1.813.593 6.3% 3. 181,7lt1
101.115 0"'% 135,375 0.5% 237.500

15.530,11'16 5~" 13.266.~15 ~6" 28.796.860

1,100,6lt1 1,859,lt19 2,960,060

~

=T(jfll'tip,n$t$(htcliltilltliJtirtCilf/~~j.>··· »<··<>··16;.t31)086.... Y ••·•····· .·······.···.··151125,834.··<·.··,··,··,·····

Other": includes some items that related to tile mechanics worksllop, transportation. and maintenance of wastewater.

Note:/)istrihution tax ratio (50/50) between water and wastewater represented f/ best estimf/te.

Interest payment expense is actually a discount ptrid for f/ promissf/ry note/lof/n.

Prepared by PA/)CO. Inc.

. ········'31,156,920·
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Table 18 - Expenditure Summary for 1996 (Estimate)

Appendix /1/

Smolensk Gorvodokanal
Water and Wastewater

('000 I(ubles)

+ P,nDnn,1 CDsts:

Wt{fd'f lIite/tltlef IIt/III/itidrqt/Ph)

..Pd'N/Ph, JOCI;';IIJftlrqllCt!', ElllP/oY/lJ6'/lt:Afd't1Ii;ql, etc

Elllployd'd' tPIII'pd'lIfllIIPII ,fefd'1W

+ bIllY
+ Mttfllrillls 11M CllllmicIIls (Production Ittlltuillls)

+ Ileptlin (mlltllrillls lind subcMtrllctDn wDrk)

+ Intlrlsf p((ymllnts lor tlJI IDllhS rlclwfft!

+ '"XIS r/lxcludingldour relllted)

+ Offllr Drplnsls

Water From Other Sources
Road Maintenance

Mechanics Workshop

Transportation

Federal Environmental Leasing

Other
G&A (Administration, Overhead)

'wJi;; ?I:'::I:?%t~6ii" .·IWJjf;~!{I::%t~6ii:·f

=

+ Dlprlci((f;Dn

SubtDtlll ffxpensls

2.91fO.216 5% 3.327.'163 5%

1.067.260 2% 1.280,239 2%

330.019 1% '161.78'1 1%

9,591.012 16% 5.68'1.036 9%

3.131.392 5% 3.061.569 5%

'1,035.613 7% 5.03'1. '138 8%

0 0% 0 0%

5,373,022 9% 7,342,840 12%

1.799.315 3% 0 0%

821.370 1% 953.713 2%

18'1.071 0% 177.330 0%

692-"62 1% 667.098 1%

1.2'12.26'1 2% 805,302 1%

0 0% 0 0%

281,223 0% 1f09.807 1%

31.'189.239 52% 29.205.619 48%

2.916.5'19 2,652-"2'1

6.267.679

2.3'17,'199

791.803

15,275,01f8

6.192,961

9.070,051

o
12.715.862

1.799.315

1.775,083

361.1f01

1.359,560

2.0If7.566

o
691.030

60,694,858

5.568.973

~

···;;TDttlEXpehsis(lltclullnlDej,fi;iiitDitj' ····:·:·········:··«··44~405;i8ii<j1;858,i)4j·· ·68.163,8.11·

Otller": includes SDme items tMt relt/ted to tile mecht:Jnics workslJop. transportation. find mflil1tenfll1Ce of Wflsfewflter,

Note:/)istribution tqX rqtio (50/50) between water find Wflsfewflter represented flbest estimflte.

/J,.,..,ftl"f,.,..,rl h" lJi1nl'/) In,..


