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Sect~on 1 Overv~ew and Summary 

1 1  OBJECTIVE 

The objectrve of the Assessment and Analysls of the Electrical Distribution Subsidiary at Brasov 
(Brasov2) is to establish a basis for the development and sustamability of commercially viable 
distribution companies in Romania 

Brasov is one of 42 dlstnbution subsid~aries throughout Romania, one for each of Romma's 42 
countles 3 With the restructuring of REW,L, decreed on July 3", 19984, it is expected that these 
distribuhon entities will be combined into one or more distnbutlon companies Brasov was 
selected by the management of RENEL to be the subject of t h s  pilot comrnercialization/pre- 
privatrzatlon project under the operating assumption that it would succeed as the central un~ t  of a 
restructured Istribution company Therefore, thrs analysis of Brasov is intended to provide 
guidelines for transfomng the distnbutlon subsldlanes m Romania, either individually or in 
combinations, to that of a pnvately owned and operated business entity 

T h s  analysis was conducted for the Umted States Agency for International Development 
(USAID) by Bechtel Consulting and its subcontractor, Arthur Andersen, between June and 
November 1998 T h s  effort supports USAID Strategic Objective 1 5, "A More Econormcally 
Sustanable and Environmentally Sound Energy Sector" by contributing to the accomplishment 
of Intermediate Result 2, "A Competrtlve Electnc Power System Established " 

1 2 CONCLUSIONS AND RECOMMENDATIONS 

The Assessment and Analysis of Brasov includes three man  subtasks 

Financial assessment 

Management assessment 

Customer service assessment 

Each of these subtasks is the subject of a separate sectron in t h s  report The conclusions and 
recornrnendahons drawn from each of those subtasks is summarized below 

I Electnca IS the successor of the RomanIan Electnc Authonty, "RENEL" Throughout this report, RENEL refers 
to the company that was In existence pnor to the decree of 3 July 1998 
"Brasov," which is also the name of a c~ty  and of a county m Romania, when used alone in th~s  'report refers to 
the Electnca Distribution Subs~dlary at Brasov after 3 July 1998 and to the RENEL Transmss~on and 
D~stnbut~on Subsid~ary at Brasov pnor to 3 July 1998 
Statistics on Brasov are set forth In Appendix B 
See Sectlon 1 3 "Restructuring of the Romanian Power Sector" for a description of the power sector s structure 
following the decree of 3 July 1998 
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Section 1 Ovelv~ew and Summary 

1 2 1 F~nanc~al Assessment (See Sect~on 2) 

1 2 1 1 Objective of Financial Assessment 

The objective of thls subtask was to establish an analytical basis for evaluating Brasov and its 
component business enterpnses and functions As expected, Brasov has in place one or more 
accountlng systems that reasonably served its needs as a subsidiary of RENEL However, it was 
necessary to detemne whether those systems could accurately and Independently provide 
management and Investors wrth reliable information on whlch to base commercial business 
decisions The assessment of Brasov's extant accountlng systems was the s t m n g  point for this 
subtask Accountants from Arthur Andersen in Bucharest, proficient with Romanlan as well as 
internabonal accounting standards (IAS), worked with the Accounting Department at Brasov to 
create a set of financial statements and, in that process, conducted a comprehensive assessment 
of Brasov's accounbng capabilihes 

1 2 1 2 Summary of Prrncrpal Conclusrons and Recommendatrons from the F~nancral Assessment 

Brasov already has in place an accrual based system in accordance wlth Romanian accounting 
standards (RAS) However, there are significant differences between the RAS statements as 
drafted by Brasov and statements in accordance with IAS Some of the most significant are in 
the following areas 

Representation of cost informabon 

Unbilled revenue adjustment 

Lack of hypennflahonary treatment 

Lack of economc meaning for plant, property and equipment 

Generally longer depreciable lives in RAS than in IAS 

Ownerslup of land 

Inconsistent apphcation of the prudence principle 

For the purpose of drafhng financial statements In accordance with IAS, Brasov Distnbukon will 
have to 

Perform an independent revaluation of the fixed assets, including defimtion of technically 
relevant lifetimes 

Tran personnel in issulng IAS financial statements Traning in hypennfl ationary 
accounting is a special area of concern 

Clmfy the major issues related to land ownershp 

Introduce conservative guldelinesvfor the creation of doubtful receivables provisions 

To better manage avalable resources, management should put systems in place to 

Achieve significant improvement in cash management, including cash dsbursement 
approval 
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Sect~on 1 Overv~ew and Summary 

Identify activities that do not add value and should be divested T h s  is a prerequisite for 
management to elimnate, or at least reduce, performance gaps described in the 
benchmarlung section 

Assurmng that Brasov could be the center of a would-be &stribution company, Brasov 
distribution management should 

Focus on the financial statements consolidation procedures, by introducing a procedures 
manual 

Introduce a specialized controller, focused on ensunng that branches adhere to consistent 
procedures and comply with the procedures manual 

Decide what procedures should be kept at headquarters and what procedures should be 
decentralized 

1 2 2 Management Assessment (See Sect~on 3) 

1 2 2 1 Oblectrve of Management Assessment 

The objective of this subtask was to help prepare the Brasov distribution umt, as an example of 
distribution units in Romania, for commercial operahon and eventual pnvatlzahon in a 
cornpetitwe, market environment Work completed as part of t h s  subtask is organized into the 
following three areas 

Orgamzational issues 

Human resources development 

1 2 2 2 Summary of Prrnc~pal Conclusrons and Recommendatrons from the Management 
Assessment 

Organrzational Issues 

Management will need to develop broader, more comrnerclally-focused managerial slulls for 
Brasov to be run compehtively In addition, management 

Should look to "best practices" at commercially viable utllibes around the world in 
settlng pollcy objectives (including "nght sizing") 

Will need to focus close attention on the needs of its customers and foster a spmt of 
competitiveness throughout the distribubon urut 

Should establish an econormc and financial analyses function to support least-cost 
purchasing and supply acquisition 

* 
Should establish a financial management group to rase capital and manage major 
expenditures and investments 

Should address the need to consolidate functions as distribution subsidiarres are 
combined into one unit 
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Sectton 1 Ovew~ew and Summary 

Should contlnue to focus on its core strength the efficient management of an electnc 
utility 

Human Resources Development 

Final staffing levels of the Brasov dlstributlon company will depend, in part, on the form 
of the final restructunng, the responslblliaes transferred from CONEL to the indlvldual 
dlstribuhon companies, and decisions by the newly formed regulatory entity 

Options for downsizing - including early rehrements, shorter workweeks, layoffs, and 
attrition - should be developed to accommodate both the company's needs in a 
competitive envlronment as well as social concerns 

Downsizing policies should Include programs for retraning, counselmg, and meaningful 
assistance in finding other jobs Such employee assistance programs will mnlmze 
adverse employee morale that could affect the attitude of the remaning workers towards 
the restructunng 

Development of the downsizing program must be coordmated with representatives of all 
affected parties 

Brasov's traning program -now focused almost enhrely on technical issues - must begln 
to develop commercial management slulls throughout the company 

a A traning course for upper management should be developed and dehvered as soon as 
practicable The course should give a broad overview on a range of topics, such as 
contemporary management techniques, leaderslup in a changing environment, 
orgamzahonal structures, business vision, financial structures, and ame-value of money 

a A more speclallzed traning program should be developed and delivered for the next layer 
of managers The tramng program should Include courses on (a) human resource 
management and development, (b) management of an electnc dlstnbuhon company in a 
competitive envlronment, (c) tariffs and cost of servlce methodologies, (d) bllling and 
collection techniques, (e) customer relations, ( f )  economc evaluation techmques, (g) 
deallng wlth financial institutions, (h) bid solicitation and evaluation, (I) negohahng 
power purchase agreements and related contracts, 0) project financing, and (k) demand- 
side management 

An IAS traning program related to the management of an electnc utility should be 
delivered in the near future It should cover (a) financial accounting, (b) management 
accounting, and (c) how to relate existing Romanian accounting standards to IAS 

The CONEL Tranmg Center has traning facilities in Bucharest, including computer 
facilities Private Romanian companies also are avalable to provide traning m modem 
management and accounting concepts Romanian instructors could be integrated with 
foreign instructors to provlde an effective tramng-of-traners program 
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1 2 3 Customer Serv~ce Assessment (See Section 4) 

1 2 3 1 Objective of Customer Service Assessment 

The objective of thls subtask was to ~denhfy ways by which Brasov's interactions with ~ t s  
customers can be improved toward the goal of being a successful service provider in a 
compehtlve environment In general this assessment denves from the analyses conducted under 
the financial and management assessments Under t h s  subtask, lessons learned - 1 e , how 
management can organlze Itself to be more successful in a competitive environment - are now 
assessed with respect to Brasov's abllity to reallze revenue from its customers This subtask will, 
therefore, assess the issue of accounts receivable and address the ways by whch customer service 
systems can ensure complete and hmely collechons 

1 2 3 2 Summary of Prrncrpal Conclusions and Recommendatrons from the Customer Serv~ce 
Assessment 

w Consider methods to decrease the metering, invoicmg, and cash collechon cycle for small 
consumers and household customers The possibility of issuing meter readers with portable 
computers and pnnters, so that invoices can be immediately issued to the customer, should be 
inveshgated as thls would facilitate the immediate payment of that penod's energy 
consumphon 

Undertake a statistical analysis of old meters to measure the average vanance of recorded 
versus actual consurnptlon and build-in t h s  average error in the tmff charged to consumers 

Develop integrated computenzed databases to include 

- Customer contract informahon 

- Customer contacts (1 e , informahon requested, verbal / wntten complants) 

- Customer metemg and invoice hlstory 

- Faults 

- Complants specific to meters 

w Develop procedures to integrate these databases with the operations at the customer servlce 
centers These databases should be avalable to, and assessable from, each of the Customer 
Service Centers 

Formalize procedures to deal with customer ~nformation requests and verbal complants in a 
consistent manner, one that demonstrates high standards of service and concern 

Establish fault notification and fault repar services (low-voltage and medium-voltage) on a 
24-hour basis at each Customer Service Center 

Ensure that Customer Service Centers, including the Cash Collection Centers, are open at 
hmes that are convenient to the customer In prachce, t h s  will mean opening bmes beyond 
the standard office hours of 7 AM to 3 PM, so as to allow customers to visit Customer 
Service Centers before or after work 
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w Evaluate service dehvery, Including 

- Determning areas of servlce delivery that should be monitored 

- Developing procedures to quanhfy service delivery 

- Settlng targets for servlce delivery 

- Monitoring actual service delivery aganst the targets 

Introduce demand-side management initiatives for small consumers and household 
customers Such imtiabves may Include 

- Leaflets avalable at Customer Servlce Centers or delivered by meter readers 

- Advice avalable from the Customer Servlce Centers or meter readers 

- Showrooms displaying the latest developments in demand-slde management 

- Onsite energy au l t s  

1 3 RESTRUCTURING OF THE ROMANIAN POWER SECTOR 

Pnor to its restructunng, the Romman Electnclty Authority (RENEL) was a vertxally integrated 
electricity and heat generatlon, transmssion and distnbutlon company It was created in 
November 1990 to succeed the Mmstry of Electnclty, and In 1996 and 1997, produced 97% and 
98% of Romania's electnclty and 60% of ~ t s  distnct heatlng It is still wholly owned by the 
state 

The GOR has enacted the lntenm restructunng plan for RENEL (Ordmances 364 and 365) The 
ordrnances require separation of the generatlon, transrmssion, and distnbutlon functions but 
provlde little clmfication on the future roles and responslbilihes of the new business entitles 
The ordrnances took effect 60 days after the July 3, 1998 publication date The rntenm 
organlzahonal structure for major power sector enhties 1s bnefly discussed below 

1 3 1  CONEL 

The core activity of CONEL will be operatlon of the national transmssion and dlspatch system 
As part of the GOR restructunng plan, the transrmssion acbvitles of the RENEL transmssion 
and dstnbuhon group (GTDEE) wlll become the responslbillty of CONEL Specifically, 
CONEL wlll control the transmssion network that consists of 220,400, and 450 kV lines 
Transmssion network activibes will be c m e d  out by eight man  units, including five regional 
dispatchng centers and three new transmsslon centers These eight transrmssion and dispatch 
centers wlll be established as affiliates wlthout legal status 

1 3 2 Electnca, S A q 

The distnbutlon activlhes of GTDEE will be c m e d  out by Electnca The new subsidrary will 
consist of 42 reg~onal dlstnbution units (41 countles plus Bucharest) responsible for the 
operation of low- and medium-voltage llnes (1 10 kV and below) Hlstoncally, the 1 10 kV lines 
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were considered to be part of the transmssion system However, GTDEE recently transferred 
the operational control of the 110 kV llnes from the transrmss~on to the dlstnbution units 

Under the new organizational structure, the RENEL Group for Generation of Electrical and 
Thermal Energy (GPEET) will be separated into two new subs~diaries, one of which, 
Termoelectrica, will be established as a separate business unit responsible for the operation of 24 
thermal electric power plants 

The portlon of GPEET responsible for the operahon of hydroelectnc power plants will be 
established as a subsldary called Hldroelectnca, organized into 10 units comprising numerous 
hydroelectric power plants 

Each of the newly restructured entihes descnbed above will have an adrmnistrative board An 
lnlvidual may not serve on more than two admmstrahon boards at the same time 
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Section 2 F~nanc~al Assessment 

2 1 OVERVIEW AND SUMMARY 

This sectlon presents a review of Brasov's financial management systems and offers speclfic 
recommendatlons for improvement that can be applied to Brasov as well as to other distr~butlon 
companies The impllcit assumption of thls analysis is that Brasov would become the central 
management enhty of a post-restructured distribution company This company could be the 
consolidation of other existlng dstr~butlon subsidiaries Thls 1s a worlung assumption and does 
not necessarily represent CONEL'S plans for restructuring 

The man  targets for the financial assessment of Brasov were the following 

Draftlng a detsuled and hlly annotated flow-chart that will design an lnternationally 
acceptable methodology for a baslc accrual system of accounting by Brasov transmsslon 
and dlstnbuhon branch 

Brasov does have a baslc accrual system m place We provlde a list of recommendations 
for procedures to be implemented for the branch to be able to produce IAS statements 

Drafhng pro-forma unaudited IAS financial statements for the financial years 1996 and 
1997 

We drafted pro-forma IAS financial statements for the branch (please see Appenhx A ) 
However, because of the hrmtahons m the lnformation avalable, the pro-forma 
statements are only partially m compliance with IAS 

An analysls supporting cost of service calculation 

We also performed an extensive analysls of the cost of service (understood as the cost of 
transmssion and dlstnbution for the electricity supplled by the branch to its consumers) 
Because of the limtations in the lnformation avalable, we were not able to calculate a 
meaningful cost of service However, in order to put the Brasov T&D branch in a 
commercial context, we performed a benchmark analysis based on publlcly avalable and 
Arthur Andersen internally-generated efficiency data from other electncity companies 

An evaluahon of Brasov's man  fixed assets to the extent that such an evaluation can be 
developed from the analysls of the existlng data Wlule ~t is understood that a full asset 
evaluahon cannot be provided In the framework of ths  contract, we are requested to 
provide recornrnendahons for conducting an lnternationally recognized evaluahon 

We discussed with Brasov T&D personnel the possibilities to group core fixed assets into 
technically homogeneous categories as a starting point for an ~ndependent valuation We 
jolntly developed a reporting schedule for these fixed assets The results of the work done 
by Brasov T&D are expected by the end of September 
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2 2 COST OF SALES ANALYSIS 

2 2 1 The Consol~dat~on Process W ~ t h ~ n  RENEL 

The purpose of this section is to build a foundation for understanding the cost allocation 
procedures within RENEL 

2 2 1 1 RENEL Structure 

As of the date of thls report (June 15, 1998), RENEL is still organized as a vertically integrated 

monopoly with "groups" as the key organizational element 1 There are three man groups, as 
follows 

w The generation group (GPEET) Consolidates the trial balances for 36 branches The 
generation branches are generally defined around bigger power plants 

w The transmssion and distribution group (GTDEE) Consolidates the trial balances for 42 
branches, ~ncludmg Brasov The transmssion & distribution (T&D) branches are county 
based 

w The nuclear group (GEN) Mission focused Contms the nuclear power plant in 
Cernavoda, the nuclear fuel plant in Pitesh and the heavy water plant in Turn Sevenn, as 
well as two research inshtutes 

Alongside these three groups, the mddle management level in the orgmzation also includes a 
Development and Rehabilitat~on Group (in charge of managing the foreign loans from 
international financing orgmzations) as well as some other &visions of lesser importance 

The branches issue tnal balances in accordance with the Romatllan accounhng legislation 
Romanian accounhng is in principle accrual-based but it lacks many of the features of a full- 
fledged accrual-based accounhng system (see the chapter on proposed improvements in 
accounhng procedures to support the drafting of IAS financ~al statements) 

The branch tnal baIances are (as already mentioned above) serm-consolidated at group level The 
serm-consolidated trial balances of the groups are consolidated into a final tnal balance by the 
RENEL Executive (the top of the organizahon in charge with strategic management, 
relationships with fiscal authonhes, management of cash, some of the foreign loans and, 
generally, resource allocahon) 

2 2 1 2 Record of Internal Transactrons 

For consolidahon purposes the internal transfers are recorded as follows 

w The generation branch "sells" the electricity produced to GPEET and records revenue and 
an intercompany (K) rece~vable 

In September 1998 RENEL was restructured and renamed as CONEL 
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w GPEET resells the power to GTDEE GPEET records an I/C payable to the generatlon 
branch and an I/C receivable from GTDEE 

w GTDEE resells the power to the T&D branch GTDEE records a receivable from the 
T&D branch and a payable to GPEET 

w The T&D branch sells the electr~c~ty to the consumers and invorces them at the tariffs 
spec~fied by the center The tmff covers the cost of generatron, transportatron and 
dlstnbution plus a profit margin The T&D branch records as revenue the d~fference 
between total rnvolced and the value of the power "sold" by GTDEE The value of the 
power purchased from GTDEE IS recorded only as an I/C payable and not as a cost item 

2 2 2 Cost  Allocation W~thin RENEL 

Accordmg to the esbmated electncrty demand, the Natlonal Electricity Drspatcher (adv~sed by 
GPEET) Issues the annual electricity production plan The planed productron is split between 
generatron plants (thermal, nuclear, and hydro) based on several cntena 

w Productron capacibes 

w Electricity demand of different regrons 

w Repar schedules of generatron plants, etc 

Every month, the generabon (mcludmg nuclear) and T&D branches submt thelr costs to the 
Executrve The T&D branches also submt thelr sales in the month Profitfloss is Istnbuted 
between generaQon (mcludmg nuclear) and T&D groups based on therr total costs 

The revenues of a generabon branch are calculated as the costs of the branch plus the profitiloss 
margm agreed centrally T h s  allocation of the "revenue" also includes a discret~onary 
component, whch was explaned as follows 

w Some branches are allocated more revenue to make them more attractive to financ~al 
lnstrtut~ons and facll~tate access to short term bank loans when the company faces overall 
cash shortages 

Some branches are supposed to undergo r epus  or are compelled to suspend operatlons 
because there are cheaper sources avalable (e g , hydropower) As a result, to match 
annual revenues to expenses, these branches are allocated more revenues in those months 
they are worlung, to offset llmted or no revenues dunng months when repars are 
performed GPEET belleves it is unfar for these branches to show a loss slnce it 1s not 
the~r fault if therr operatlons are suspended or they undergo repars 

The profit allocated to GTDEE IS allocated to T&D branches based on therr sales GTDEE 
deducts the costs reported by each T&D branch and the profit allocated &d arrrves at a cost of 
the energy purchased from the system to be booked by T&D branches The T&D branch records 
the cost of the energy received from the grld as a payable to GTDEE As a result of thls 
procedure, the cost of the electr~clty purchased from the gnd is cornrnerc~ally meaningless It is a 
mere accounting figure that offers no ~nformatron about the cost of transmss~on or generatlon 
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2 2 3 Segregation of Generat~on, Transmlsslon, and D~strlbutlon Costs 

Calculating the cost of service for the electricity delivered by Brasov T&D to ~ t s  cllents would 
requlre it to 

Identlfy the amount of electnclty received from specific plants 

Calculate the transrmssion costs for each route between every specific generation plant 
and the Brasov T&D network 

Add the transrmssion and distribution costs for Brasov T&D itself 

Based on our understanding of the internal cost accounhng procedures, T&D branches do not 
keep records for the energy translted from a speclfic source As a result, identifying the amount 
of energy comng from speclfic plants does not appear to be posslble 

Even ~f the amount of electricity comng from specific sources could be identlfied, the lack or 
doubtful quality of the data would hamper computation of the transmssion cost for each transit 
route Starting with October 1997, the T&D branches have to segregate distnbutlon and 
transmssion acbvities on the statements submtted to GTDEE Currently, each T&D branch 
sends three monthly trial balances to the Distnbution Group 

General tnal balance 

Transmsslon tnal balance 

Distnbution trial balance 

For the ~mtial separation of activities, fixed asset value and depreciation expenses related to 
distnbuhon and transportation were estimated For the remaning balance sheet positions and for 
the P&L, Brasov T&D used estimated percentages of transrmssion and dlstnbution in total 
branch achvity As a result, 10% of the branch trial balance was considered transmssion and the 
remaning 90% as distnbubon balance sheet and P&L accounts For the Items where t h s  
allocation key was used, the transrmssion trial balance includes accounts that are related only to 
the lstnbution achvity (e g , A/R for the electricity sold) and vlce-versa 

T h s  arbitrary procedure was systematically used up to the current date by Brasov T&D We have 
no reason to exclude its use by other T&D branches Consequently, even if the amount of 
electricity from a specific source could be identlfied, computing the transrmsslon cost for each 
route translted would be impossible 

From t h s  point forward, separation of transmssion and distribution costs for each T&D branch 
could be based on the cost accounhng headings suggested by the Coopers & Lybrand report (see 
below) However, t h s  information could only be used for computing the cost of service if ~t were 
detaled for each electricity source 

Even if it were technically and economcally posslble to segregation transmssion and 
dlstnbution costs for each source, the resulting cost of service would still be doubthl since the 
calculated transmssion cost would be merely an accounhng cost, having little to do with the cost 
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of servlce that would presumably be obtaned under a competitive system Under a competihve, 
profit-oriented system, the profit rate in generation and transmssion (whlch ultimately means the 
price of electr~city generated and the transrmssion fee) would have to remunerate investors at 
levels comparable to cornparues operating under sirmlar conditions 

For the purposes of the IAS financial statements, we reclassified the payable to the distr~bution 
group (calculated by GTDEE based on the procedure explaned above) as a cost We adjusted the 
revenue wlth the same amount 

2 2 4 F~xed Versus Var~able Costs 

Grven the specific activity of Brasov T&D, there are two major vanable costs that can be 
Ishnguished 

Total transmsslon costs, whlch vary in relabon to electricity sales 

Invoic~ng-related costs, whlch vary in relation to the number of customers 

As indicated above, the cost of transmssion from the source to the border of Brasov T&D cannot 
be calculated for the hme being, so the evolution of t h s  vanable is not predictable Even if this 
cost could be calculated, once RENEL is divided into several enhties and each operates as a 
commercial enterpnse, the track record for transrmssion costs would probably be of little use as 
an indicator of future trends 

Invoicing-related costs could have been calculated only if the structure of the cost accounting 
system allowed it Unhl 1997, the branch had a sectlon-focused cost accounhng system, whch 
rlld not allow separation of invoicing-related costs The following sectlons were used as cost 
centers 

Superstructure 

Distnbuhon 

High voltage 

Repars and mantenance 

Hydropowerplants 

m Electnclty supply 

m EDP 

Transportation (three sections) 

m Design 

m Canteen 

Coopers & Lybrand supplied RENEL, as part of their restructuring contract, a list of activitres to 
be used for configunng the cost accounhng system Thls list of achvitles was used to reconfigure 
the cost accounting system beginning in March 1998 For each category of consumer (large, 

- - -  -- 
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small, household), thls llst provldes the information needed to detemne what var~able costs are 
related to expanslon of the cllent base for the following activltles 

Contract admnistration 

Consumer notificahon, limtatlon, and lsconnection 

New connections 

Meter mantenance 

As a result, beginning wlth 1998 it should be posslble to identify the vanable costs related to the 
expanslon of the customer base 

2 2 5 Losses In the Transm~sslon and Dlstrlbutlon Network 

Losses in the network are not exphcltly shown as expenses They hlt the IAS P&L via the cost of 
the energy purchased from the p d  The overall loss in the Brasov network is deterrmned as a 
hfference between the total electricity received In branch T&D system (from the gnd, IPPs, own 
produchon, net imports from nelghbonng T&D branches) and the total consumption in the 
lstnbuhon network (chent consumphon, self consumption, generating plant consumphon, etc ) 
Total consumphon is calculated as the total lnvolced in the penod 

Thls IS current practlce in electricity companies For the purpose of projechng cost of service, 
network losses are to be treated as a hstlnct Item Losses m the Brasov T&D network are 
monitored d~stmctly for transmsslon and distribution, as follows 

Meters installed at the county border and at the llnk wlth the distnbution network monitor 
the losses in the transmssion network The lfference between these two measurements, 
over a fixed penod (month), represents the losses related to the transmsslon actlvlty of 
the Brasov T&D branch 

w The losses related to the distnbution actlvlty are deterrmned as a difference between the 
overall losses and the losses recorded in Brasov transportation network 

There are two man categones of losses technical and cornrnerclal (or non-technical losses) 
Technical losses are recorded in both transportation and dlstnbutlon, they are dlrectly 
proportional to cable quality and inversely proporhonal to the voltage Commercial losses are 
present only in the hstnbuhon network The man  causes of commercial losses are 

w Losses related to energy consurnptlon but not recorded or rms-recorded by the company 
billlng system 

Fraud (e g , illegal connechon to the dlstnbution network) 

Accorlng to international experts, 4 to 5% represents a reasonable cumulative loss figure for the 
distr~butlon network The maxlmum internationally acceptable level of losses m the distnbutlon 
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network is 10% Currently, the company is unable to segregate commercial and technical losses 
in the distribution network 

The Brasov branch losses on the distribution network for 1997 varied between 4% and 17%, with 
an annual average of 1 1 % (see table below) 

I Total 273141 1 234839 1 201077 1 2009 84 1 

According to branch management, losses for RENELYs T&D branches range from 4% to 25%, 
therefore, Brasov T&D is at an average level The Brasov branch management clams that losses 
are manly of a technical nature 

Meter reading procedures, especially in the case of households, distort the correlation between 
sales and commercial losses The average interval between two meter readings for households is 
around 70 days A meter read at the end of May refers to consumption in May, April and ten days 
of March The invoice for t h ~ s  penod 1s issued by the branch and the revenue recorded a few days 
before the next meter readmg (1 e , roughly at the beginning of August) 

Due to thls calculahon procedure, monthly figures for commercial loss do not correlate with sales 
in the month (hgher sales should result in lower loss percentages and not vice versa), although 
for longer penods the distortions compensate and the reported losses become meaningful 

A forecasted decrease in electricity consumphon for 1998 over 1997 should produce increased 
loss percentages 

2 2 6 Losses Due to Old Meters 

A speclal type of commercial loss is the loss that results from the use of old meters Techmcal 
staff report that, in the vast majonty of cases where a meter is out of order because of lts age, lt 
records lower electricity consumption Thls Increases RENELys commercial losses This type of 
commercial loss should also be considered for the purpose of projecting the cost of sales 

Until Apnl 1997, the normal usage life for meters was 5 years for mono-phase and 3 years for tn- 
phase electricity Star~ng with Apnl, 1997, based on a government decision, the usage penods 
increased, on average, from 5 to 10 years and from 3 to 5 years, respectively According to 
technical personnel, the increase in the useful life was not based on a technical evaluation of 
meter performance 

Ninety percent of the meters for Brasov T&D's big consumers are in the normal usage period h 
the last penod, state-of-the-art electronic meters were installed, with a low error rate 
Unfortunately, these meters could not be used at their real value because the additional 

lmplementat~on of Restmctunng of the Romantan Power Sector 
Assessment and Analysls of the Brasov D~stnbutron Subsrdrary 



Sect~on 2 F~nanc~al Assessment 

equipment required in the measurement process (reduchon equipment, transformers) 1s still old, 
with a large margin of error that distorts the final result of meter reading 

Technical personnel confirm that 40% of small consumers and households have meters that are 
over the normal usage penod (talung into account the longer llfehmes introduced m 1997) Thls 
situation is due to the high number of household consumers and the relatively small number of 
branch personnel m-charge of meter replacements According to technical personnel, by the end 
of the year, the percentage of meters exceeding the new (longer) fiscal lifetlme will rise to 80 or 
90% 

2 2 7 Cost of Support Serv~ces Provlded by Other RENEL Entitles 

Some of the support activities needed by the Brasov T&D branch are provided by other RENEL 
entihes, as follows 

The Distribution Group (GTDEE) 

- Handles large procurement contracts 

- Provides the branches with specific operating and financial reporting methodologies 

- Handles the settlement with GPEET and GEN (1 e , the generation side) 

- Assures loglshcs, communications, and supervision between T&D branches 

H The Group for Development and Rehab~litatlon (GDR) and the Group for Studies, 
Research, and Engineenng provldes 

- Procurement assistance 

- Adrmnlstrahon of the credlt lines received from international financial mst~tutions 

- Technical assistance for pre-investments and investments studies 

- Technical assistance for implementahon of development and restructunng programs 

The Nahonal Electricity Dispatcher provides services such as 

- Programmng the electrrclty produchon plan for the next year (together with the 
Generahon Group), based on eshmated electricity demand uslng several cntena 
production capacihes, regional electricity demand, generating plant repar schedules, etc 

- Supervising the Natlonal Energy System for conformty with the normal range of 
technical parameters 

All these support servlces impact bnly the consol~dated RENEL P&L and have no impact at the 
branch level Assurmng Brasov T&D becomes an Independent company, some of these support 
services wlll need to be either developed Internally or purchased externally and their cost 
recognized as an operahng cost 

-- 
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At present, there is no meaningful cost data allowing us to separate the cost of all these support 
achvities by T&D branch In practice, starting with 1998, GTDEE recharges its costs to T&D 
branches uslng branch monthly sales as the allocation key As a result, this cost component is not 
meaningful from a business viewpoint 

2 2 8 Cost of Development Tax 
T h s  tax is attached as a fixed item per MWh in the electricity tmff applied to business 
consumers (there IS no development tax appl~ed to households) The development tax collected is 
accumulated in a development fund dedicated to investment projects in the electncal energy 
system RENEL acts as a tax collector for the government As a result, the collechon of this tax 
should not be booked in the P&L but only in the balance sheet 

However, the Mlnistry of Finance imposed an accounhng treatment where the branch records the 
development tax segment in the tmff as a receivable and in income and in the same time it 
records an equivalent cost, as well as the corresponlng liability Thus, the second hghest cost 
item in the P&L of the branch is the development tax 

Both expenses and revenues for the T&D branch have to be elimnated with the amount 
equivalent to the development tax T h s  amounts to 38 billion lei in 1997 and approximately 15 
billion ROL in 1996 

T h s  overstatement of revenues and expend~tures due to the development tax should disappear 
after the corporatization of the company and the autonomous accumulahon and management of 
investment resources 

2 2 9 Cost of flnanclng the Value Added Tax and the profit tax 

The Value Added Tax is pad based on the invoiced sales For the t ~ m e  being, the VAT is pad  
via one single point - the RENEL Executive Informahon about the VAT payable is aggregated 
at the top of RENEL and the cost of financing the cash needed to pay before the actual collection 
appears explicitly only m the books of the headquarters 

Once the activity wlll be decentrallzed, t h s  cost of finance shall probably also appear explicitly 
in the books of Brasov T&D The major difficulty related to a prelirmnary calculation of the 
financial cost of VAT is detemmng what is the value actually added by the Brasov branch As 
already menhoned, the lack of segregahon between generation, transmssion, and distribution 
results in the adrmnistratlve allocation of the most Important cost components 

We have performed, however, a prelirmnary calculation of the cost of finance for VAT for 1997, 
based on the following assumphons 

* 
m We considered as value added the equivalent of Brasov T&D operating costs (excluding 

the cost of the energy purchased from the gnd) 

We considered that Brasov T&D has to finance only 30 days of gap between the monthly 
payment of the VAT and the 60 days m average for receivables collection 
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We considered a 40% annual interest rate 

Based on these assumptions, the cost of financing the gap between the VAT payment and 
receivables collection is about 2 5 billion ROL for 1997 

As far as the financial cost of profit tax is concerned, the variables involved in a prelimnary 
computahon are hghly unreliable, because of the already described admnistrative allocat~on of 
costs As a result, we decided the uncertanty is too hgh  to make any reasonable assumption and 
dld not perform such a computahon 

2 2 10 Flnanc~al Cost of Development Tax P a ~ d  rn Advance 

The development tax has to be transferred to the government when the invoices it relates to are 
collected As a result, as long as the receivables have a debit balance (1 e , there are receivables 
left to be collected), the Brasov T&D branch must record a liability for development tax due the 
government and the account shows a credIt balance 

However, Brasov T&D repeatedly shows a debit balance for t h~s  liabihty account, ind~cating it 
lends money to the government We calculated the financial cost using the following approach 

Calculate the number of days outstanlng for trade receivables 

Allow for tax hability turnover Since the payment of the development tax to the 
government is linked to actual collections, we assumed that the turnover of development 
tax liability (as number of days) is equal to the turnover of trade receivables 

Calculate a predichve credit balance for the development tax liability, based on the credit 
movements in the development tax liability account and turnover of the trade payables 

Calculate the lfference between the actual balance and the predicted balance 

Apply a compounded interest rate calculation to these differences to calculate their 
financing cost 

For the latter calculation we used the following assumphons 
Thls payment in advance resulted in an excess cash outflow that under normal condihons 
should have been procured from a bank Accordingly, we calculated costs using the 
monthly mterest rates for loans extended by commercial banks 

We ignored the fact that no development tax is charged to the involces for households 

Based on our calculahon, we concluded that the financial cost for the amounts transferred to the 
Mrmstry of Industry in advance amounts to at least 9 billion ROL for 1997 and 2 5 billion ROL 
for 1996 

T h s  cost does not show up in the books of Brasov T&D Even more surprisingly, in spite of its 
posihon vis-a-vis its suppliers, Brasov T&D pays its own suppliers (generation not included) 
very fast the average turnover of trade payables is around 36 days in 1996 and slightly over 15 
days in 1997 The explanation we see is manly the fact that the man supplier for this 
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distribution business is RENEL itself As a result, the financial cost is pushed upstream towards 
the generatlon business and the cash shortage only becomes obvious at the top of the company 
Thus, the financial cost of the development tax pad  in advance becomes indirectly part of the 
cost of service, via RENEL overheads This behavior will not be possible once the distribution 
business is commercialized and such financial costs will have to show up in the books explicitly, 
although commercialization and privatization of the electricity industry will probably make this 
government-controlled development tax disappear 

2 2 11 Potentlal Impact of Restructurlng 

Under any scenario, the restructuring of RENEL leads to a significant decline in employment 
levels (see also Section 2 3, Benchmarlung Analysis) Redundancy payments will result in a 
significant cost for the company that will have to be passed into the cost of service 

Per the collective labor contract, if the labor contract is temnated for reasons that are not the 
responsibility of the employee, RENEL has to pay a redundancy benefit in relation to seniority in 
the company, as follows 

6 months to 5 years 2 months gross salary 

5 to 10- years 3 months gross salary 

10 to 20 years 4 months gross salary 

Over 20 years 5 months gross salary 

An employee cannot be made redundant if he has less than 3 years before rehrement (or less than 
5 years if he has been with RENEL more than 20 years) There are some exceptions to the rule 

We cannot perform a tentahve calculahon of total redundancy payments, since no clear 
redundancy plan was announced for RENEL The table below presents the number of persons for 
each personnel category (as specified by the collective labor contract) as a starting point for 
predictwe calculations on the potenhal cost of restructunng 

15 to 10 years 3 490 780 16 
I6 vears to 

11 0 to 20 years 4 240 466 I 19 

I 238 I 337 I l 4  I 

When redundancy plans for the would-be distribution companies become clear, provision for 
redundancy costs should be made in a conservative fashon Two factors should be taken into 
account 

lover 20 years 5 354 756 

Predicted percentage of redundancies 

2 1 
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Redundancy cost for personnel that must be replaced due to lack of profit-orrented 
busmess qualificahons 

One way to reduce redundancy payments would be to spin-off, as distinct companles, actlvlties 
such as mantenance and repars, construction, transportation etc 

2 2 12 Cost of Doubtful Accounts 

For the purposes of calculating the cost of a provision for doubtful receivables, we selected the 
first 26 client companres, whlch account for over 8 1% of total trade receivables For these 26 
companies we asked the company to provide an aging schedule, structured as shown in the table 
below 

We calculated a 1,993 rmllion ROL provision for doubtful receivables as of December 3 1, 1996, 
supplemented by 6,127 mlllon ROL m 1997, to reach an 8,010 mllion ROL provision as of 
December 3 1, 1997 

Brasov T&D has a certarn number of clrents that cannot legally be disconnected The most 
important of these clients are the Ralroad Company, the Brasov Water Company and the Brasov 
Distnct Heating Company, whlch cover over 80% of the balance for the non-disconnectable 
clients We performed a dstmct analysis of these three companles to see whether there is any 
contradiction wlth our overall analysls The computation table follows 

1 Percentage m each agmg category 

Ra~lroad Company 
Brasov Water Company 
Brasov District Heating 
Comoanv 
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The analysis shows that the payment performance of the Ralroad Company is better than for the 
total sample in both 1996 and 1997, whlle the water and distnct heating companies perform 
worse than the sample The Brasov Water Company improved its payment performance in 1997 
whle the Brasov Dlsmct Heating Company did the reverse The analysis suggests that only the 
District Heating Company could be considered to have a high nsk of non-collection The 
receivables from the Distr~ct Heatrng Company are however far smaller than the provision we 
calculated As a result, we consider the provlslon to be reasonable 

Brasov D~str~ct Heatrng 
Company 

We ~nvest~gated whether there are cases when there are clients that cannot be disconnected for 
technical reasons Based on our experience, there are cases where late paylng industrial 
companies cannot be disconnected because there IS no separate connection for them Such 
situations appear manly where large companies split into smaller unlts However, the marketing 
manager of the branch stated there are no such cases in the area 

2 2 13 F~nanc~al Cost of Late Payments 

1252 

Under the present structure, the T&D branches collect the money and transfer it to the center, so 
that any type of financial cost only shows up at the top of RENEL One type of financial cost IS 

the cost of financing the receivables from slow-paylng clients For the trme being this cost does 
not directly impact the cost of service for Brasov T&D It only hits the RENEL consolidated 
P&L and is passed into the electricity tariff If Brasov T&D becomes an autonomous busmess, 
this financial cost will become visible 

Percentage in each aging category 

lmplementat~on of Restructunng of the Romantan Power Sector 
Assessment and Analysts of the Brasov D~stnbutlon Substdtary 

609 

All 26 companies 
Ra~lroad Company 
Brasov Water Company 
Brasov D~str~ct Heatlng 
Company 

1 744 

64% 
100% 
54% 
21% 

2325 

16% 
0% 
7% 

29% 

15% 
0% 

20% 
loo/O 

5930 

4% 
0% 
13% 
39% 

1% 
0% 
6% 
0% 
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There are internal RENEL procedures to pass tlus financial cost to the slow-paying clients A 
0 2% penalty is charged per day of delay The penalty involce is issued and the revenues from 
penalty recorded only when the base invoice is pad, to avoid the negative cash effect from 
recording the revenue imrned~ately (which would trigger VAT payable long before the penalty 
invoice is actually collected) The penalty is calculated at the value of the payment Therefore, if 
an invoice is partially pad, the penalty is calculated only for the portion pad  and a penalty 
invoice is issued The lnvoices have to be pad wlthn 10 calendar days by big consumers and 
with~n 5 worlung days (1 e , in practice, 7 calendar days) in the case of small consumers The 
computation of the penalty 1s simple, not compounded If the payment of the penalty is delayed, 
further penalties for late-pad penalties cannot be charged 

The procedure descnbed above shows that the accounting treatment of the revenues from the late 
payment penalties could be cons~dered accrual-based, as the company is recording unreal~zable 
receivables, whch would need to be reserved We estimated the amount of late payment 
penalties as if the account~ng treatment grossed-up the receivables and reserve balances 

m We calculated, for every Invoice Issued to a list of 26 big consumers, the number of days 
that exceed the days allowed for payment 

We applied a 72% (I e 0 2% per day penalty non-compounded) annual interest rate to the 
amounts overdue, for the days they have been overdue 

Thls cornputahon could only be calculated for 1997, since the invoice databases for 1996 were 
partly lost 

The Brasov T&D branch prov~ded us w~ th  the database of all 1997 lnvoices issued to the 26 big 
compmes and the detals of their collechon, including the dates of partial payments, as well as 
invoices issued for late payment penalhes 

Per the trial balance, the amount of revenues from late payments invoiced amounted to 7,620 
ml l~on  ROL The revenues from late payment penaltles in the year are distorted by the fact that 
penaltles are involced at the moment the base Invoice 1s pad The 1997 revenues from penalties 
are overeshmated, with the 1996 pornon of the penalties calculated in 1997 for lnvoices issued in 
1996 and undereshmated with the 1997 portion of the penalties calculated in 1998 for invoices 
issued in 1997 Because the database provided to us mantamed no relahonshp between the 
penalty invoiced and the date of the base Invoice it refers to, we were unable to properly adjust 
the 7,620 rmllion ROL 1997 revenues from penalbes (as per trial balance at December 3 1,1997) 
and produce a realistic cutoff for these revenues 

We performed (by using the database of base lnvoices issued In 1997) a predictive calculabon of 
the late payment penaltles that should have been lnyolced in 1997 We used the same calculation 
procedure as Brasov T&D 0 with one single difference we used compounded rates to calculate 
the penalty, while Brasov T&D calculated the penalty by uslng simple rates As a result, our 
calculation underestimated the value of cumulated penalties, given that the target annual penalty 
rate is the same (72%) 
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Based on our calculation, revenues from late payment penalties invoiced in 1997 should have 
amounted to almost 24 billion ROL, as compared to the 7,620 million ROL as per the December 
3 1st trial balance Even if we assume that the 8,068 million ROL invoiced as penalties between 
January 1-Apnl30, 1998 accounted only for base invoices dating back to 1997 and even if we 
added them to the 7,620 rmllion ROL recorded in the trial balance, the difference would still be 
about 9 billion ROL This difference could be explaned by a discretionary invoicing of late 
payment penalties (1 e , for big clients, penalties are a matter of negotiation in order to increase 
collectibility of the base invoice) 

However, the chef accountant and the officers in the EDP division insist that late payment 
penalties are treated uniformly, without any discretionary involvement from management 

2 3 BENCHMARK ANALYSIS 

Given the scarcity of information avalable to detemne a reliable cost of service, a comparative 
analysis of the financial performance of Brasov T&D as a separate company is not possible 
Nevertheless, we tned to use other parameters to place Brasov T&D in a commercial context and 
evaluate its performance 

Ths  was done based on publicly avalable data as well as data generated internally by Arthur 
Andersen For obvious reasons, in the case of internally generated data, we did not indicate the 
name of the compmes Brasov T&D was benchmarked agmnst 

For the following reasons, we focused our benchmark analysis on electncity companies from 
Span and Portugal (especially in the case of internally-generated data) 

The electricity industry in these countries involved integrated monopolies sirmlar to 
Romma's and was opened to compebbon relatively recently (early 1980s for Span and 
late 1980s to early 1990s for Portugal) 

Before restructunng, the efficiency of the Spanish and Portuguese electncity companies 
was low by West European standards 

The Spanish and Portuguese electncity companies were state-owned and had similar 
difficulbes adjustmg to commercial operaQon 

In spite of adverse conltions, the Spanish and Portuguese electncity companies made 
impressive efficiency gans after restructunng, commercialization, and pnvatization, 
suggesong that the Romanian electncity industry may acheve sirmlar results 

2 3 1 GWh Sold per Employee 

To benchmark the performance of the Brasov T&D branch aganst other electricity compmes for 
t h s  parameter, we used the 1997 Power Companies Yekbook published by the Financial Times 
The data for the companies aganst whlch Brasov was benchmarked is for 1996, whle the data 
for RENEL is for 1995 For Brasov itself, we used GWh sold and average number of employees 
for 1996 
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We selected European elechcity companies from the companles presented In the yearbook The 
selected companles do not have identical structures, they range from companles havlng 
distrlbuhon wrth relatively llttle generatlon to companles that are vertlcally Integrated (such as 
Elechclt6 de France, ENEL in Italy or Electncldade de Portugal) Some of the firms have 
dlverslfied into other ~ndustries, such as water distnbutlon, telecommun~cat~ons, waste 
management, or cable TV 

Number employees per GWH sold 

In the group analyzed, wlth 2 2 employees per GWh sold, RENEL has by far the lowest 
performance It is followed by MVM (a Hungarian company that retaned most of the staff that 
could not be transferred to the pnvatlzed electnclty companies, malung ~t a speclal case) and 
PPC, the Greek vertically-integrated electrrcal utlllty that uses only 0 89 employees per GWh 
sold Other vertlcally Integrated companles that are more relevant for a benchmarlung analysls 
are Electncldade de Portugal (EdP), wlth 0 63 employees per MWh sold, and the Itallan ENEL 
with 0 46 employees per GWh sold ENEL 1s a very useful point of reference because ~ t s  
generatlon 1s denved from classic plants, due to closure of Italy's nuclear plants following a 
referendum The glant Elechclt6 de France, whlch was used as a model for configuring present- 
day RENEL, uses only 0 26 employees per GWh sold, however, most of its energy IS generated 
from nuclear power plants Most of the other companles have dlverslfied Into other ~ndustr~es, as 
a result, the number of employees per GWh sold is slgnlficantly lower 

After Brasov T&D 1s Introduced Into the chart (usmg 1996 figures for personnel and quantlhes 
sold), it IS clear that the only companles uslng more employees per GWh sold are the Hungarm 
MVM and the Greek PPC All other companles m the sample use far fewer employees Brasov 
T&D would have to cut employment by about 30% to reach the level of EdP, the next hlghest- 
ranlung company However, EdP IS a vertically-mtegrated company, havlng a slgnlficant number 
of people employed in generatlon and executrve management 
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Employees per Gwh sold ~n e~ght Span~sh companies as compared to 
BrasovT&D 

P I Employees per Gwh sold 

5: ' 1  5 0 8  
U 0 6  
\ g 0 4  

6 0 2  - 
E a o  
W 1 2 3 4 5 6 7 8 Brasov 

T&D 

We 
repeated the same analysls, using as benchmarks elght Spanish electnclty companies The data 
for the Spanlsh companies dates back to 1994 Brasov T&D has more than four tlmes the number 
of employees per GWh sold than the lowest performng Spanish company Moreover, some of 
the Spanish companies also have generabon activibes Thls analysls suggests that a commercial 
dlstnbution operation could result m significant downazing and outsourcing of many of 
Internally performed services 

2 3 2 Network Losses 

Wlth respect to network losses, Brasov T&D ranks among RENEL's best performng branches 
However, d Brasov 1s commercialized, investors and bankers will thoroughly scrutinize its 
lstnbubon activibes in compmson wlth other lstnbution companies For reference, the chart 
beIow illustrates network loss performance for selected Spanlsh and Portuguese companies 

Energy losses (%) 

Brasov T&D Average Spanlsh Best Span~sh corrpany Portuguese conpany 
corrpany 

Note that Brasov T&D is relatively close to the performance of the Portuguese company used for 
our analysis but its losses are almost double those of the best-perforrmng Spanish company 
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2 3 3 Collectron Performance 

We analyzed the Brasov branch's collection performance in comparison with RENEL's other 
T&D branches The table below shows the top 10 performers plus Brasov, which ranks 22nd 

We also analyzed the performance of Brasov T&D in compmson with other compames (please 
see chart below) 

Average nurrber of days for turnover of accounts recewable 

Brasov T&D Best Span~sh company krtuguese company 

The performance of the Portuguese company used for the benchmark analysis is in llne with the 
collection performance of RENEL's best four T&D branches Nevertheless, the average RENEL 
fac~lity underperforms relafive to its peer group 

Although Brasov T&D is overstaffed based on the quantity of energy sold, we analyzed its 
collection performance relative to the number of clients served As the chart below demonstrates, 
Brasov T&D has four times the number of employees per thousand clients than the lowest 
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performer in a group of eight Spanlsh companies, underscoring the suggestion that personnel 
shortages should not be an issue 

Nuther errployees per 000 cl~ents n 8 Spanlsh corrpanles vs Brasov T&D 
V) .- 
5 

That leaves only two factors to explan the performance gap 

Quality of the client portfolio 

Quality of collection management 

Although the Romman economy underperforms relahve to the Spanish and Portuguese 
economes (resultmg in a lower quality client portfolio), the apparent correlation between the 
quality of collection management and the quality of cash management (see Section 2 3 4, Cash 
Management), suggests that collection management IS a factor in the performance gap 

2 3 4 Cash Management 

The manner in whlch the development tax is pad  is a good lndicatlon of the quality of cash 
management We therefore recomputed the predlcbve balance of the development tax due 
government for all branches (please refer to Section 2 2 9, F~nancial Cost of Development Tax 
Pad  in Advance) 

The table below demonstrates that although it ranks as a second-tier collechon performer, Brasov 
T&D ranks first in excess development tax pad, with Bucharest T&D a &stant second 
Moreover, only two of the branches listed in the top ten best collection performers (Baa Mare 
and Plolesti) can be found on the list of the top ten development tax payers Thls appears to 
indlcate a correlahon between relatively better collection performance and tighter cash 
management In a cornmerclal environment, Brasov T&D would need to improve its 
management of cash and trade receivables s~gnificantly 

RANKING OF T&D BRANCHES BY EXCESS AMOUNT OF 
DEVELOPMENT TAX PAID 

Branch 

Brasov 25,561 
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On a consolidated basis, the development tax pad in advance is not a s~gnificant Issue for a 
company the size of RENEL, since the excess development tax pad  (per our calculat~on) is only 
24 billion ROL as of December 3 1, 1997 However, the fact that the excess development tax 
payment 1s not made by branches ranlung better m collechons but instead by branches with poor 
collection performance lnlcates that loose cash management could be a weakness of the 
organization on a wider scale 

2 3 5 Reconnectlon T~me After Damage to the Network 

The company could not provide a computation of the average reconnechon time, however, we 
were gven an esbmate of the average reconnecbon hme for aerial lines and underground lines 
following damage in urban and rural areas The chart below shows that the reconnechon t~me  for 
urban underground lines and aenal lines is closer to Span~sh and Portuguese companies, whlle 
performance in rural areas is signrficantly worse, resulhng m lost revenues and customer 
&ssatlsfachon 

Average time needed for reconnectlon (mnutes) 

Brasov T&D Brasov T&D Brasov T&D Brasov T&D brtuguese Average Best Ractice 
aerial llne aer~al line rural undrgr line undrgr llne corrpany Spanlsh ~n Spaln 

urban urban rural conpanles 

Desp~te lirmted rural area revenues, h s  situation mght change with the development of small- 
and medium-s~zed rural companles 

C 

2 3 6 Other Factors Ensuring Revenue Securlty and Growth 

We have ~nternally generated data for Spanish and Portuguese electr~city companles covering the 
average time needed for malung new connections and resolving complants Unfortunately, 
Brasov T&D could not generate simlar lnformat~on for further benchmark analysis Havlng t h s  

lmplementat~on of Restructuring of the Rornan~an Power Sector 2-20 
Assessment and Analysls of the Brasov Dlstnbut~on Subs~d~ary 



Sectlon 2 Financ~al Assessment 

type of information avalable in the near future would help improve Brasov T&D's relationships 
with its client base 

2 4 PROPOSED IMPROVMENTS IN ACCOUNTING PROCEDURES 

As previously discussed, the branch already has an accrual-based system in place that operates in 
accordance with RAS However, there are significant differences between the RAS statements as 
drafted by the branch and statements produced in accordance with U S  Some of the most 
significant differences are 

Accuracy of cost information As mentioned earlier, the cost of energy purchased from 
the grtd, which is the major cost item, has no economc meaning because of RENEL's 
cost allocation procedures, which have no real connection with the cost of generation and 
transrmssion 

Unbilled revenue adjustment The branch uses the billed revenue method to account for 
the revenues attached to a specific financial year Due to invoicing procedures, the 
unbilled revenue adjustment 1s significant and would requlre development of a specific 
methodology for its calculation to allow Brasov T&D to secure the proper revenue cutoff 

Lack of hypennflationary treatment Romania meets the requirements specified by IAS 29 
for the application of hypennflatlonary accounting However, Romanian tax authontles 
do not allow application of hypemflationary accounting As a result, current costs and 
taxable revenues are senously distorted and hstonc values lose then economc meaning 
Fixed assets, whlch represented 80% and 56% of Brasov T&D7s total assets in 1996 and 
1997 respechvely, would be the most chstorted 

Lack of econormc meanlng for plant, property, and equipment Fixed assets should be 
carned at cost or at f a r  value, m accordance wlth LAS 16 Brasov T&D does not comply 
wlth thls requirement 

Generally longer depreciable lives in RAS than in IAS 

Ownership of land RENEL does not own the land on whlch some of its equipment is 
installed, and current financial statements do not take into account any future liability that 
may anse as a result of t h s  fact 

Inconsistent appllcatlon of the prudence principal Untll very recently, these 
provisions were optlonal As a result, since they were non-deduchble, most accountants 
did not calculate them Moreover, to increase taxable profits, the tax authontles 
~ntroduced exotic tax instruments such as the "utilization degree2" 

* The utll~zat~on degree bas~cally connected the amount of deductible deprec~ation cost to the level of sales 
(calculated In real terms) as compared to a reference year In RENEL s case, the reference year was 1990 After 
1990, the slump In sales was dramat~c As a result, notw~thstandlng the eroslon of the deprec~at~on cost in real 
terms, RENEL was only allowed to pass on ~ t s  costs at a fractlon of the statutory depreclatlon cost 
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Based on the problems encountered in the process of drafting IAS statements, as summarlzed 
above, we believe that Brasov T&D should adapt its information systems using the methodology 
described below 

2 4 1 Property, Plant, and Equipment 

2 4 I I Accountrng for Gross Value of Property, Plant, and Equipment 

Under IAS, fixed assets should be carried either at cost or at a revalued amount Such 
reevaluations are usually based on a comblnat~on of depreciated replacement cost and market 
value In add~tion, IAS 29, "Financial Report~ng in Hyperinflationary Economes," requires that 
such hstorical costs or revalued amounts be adjusted for the effects of hyperinflation 

In accordance with GOR requlrements, tangible fixed assets at Brasov T&D have been revalued 
twice through December 3 1, 1997 and are stated at neither h~stoncal cost nor f a r  value as is 
required by IAS 16, "Accounting for Fixed Assets " 

According to IAS 16, when any item of property, plant, and equipment is revalued, the ent~re 
class of property, plant and equipment to whch the asset belongs should be revalued at farr value 
at the date of revaluahon Ordinmly, t h s  f a r  value should be detemned by an apprasal 
undertaken by professronally qualified valuators Brasov T&D &d not fulfill t h s  latter 
requirement, since no external or professional work was done to assess f a r  value, understood as 
market value or depreciated replacement cost of the assets revalued 

Brasov T&D's property, plant, and equipment has not been restated according to U S  29, whch 
requires that hypennflationary accounting be applied to the primary financial statements of any 
enterpnse that reports in the currency of a hyperinflationary economy 

According to IAS 29, most non-monetary items are carned at cost or cost less depreciation 
Hence, they are expressed in amounts current at their date of acquisihon Each item's restated 
cost (or cost less deprecrabon), is determned by applying the change (from the acquisihon date 
to the balance sheet date) in a general pnce index to the item's hstorical cost and accumulated 
depreciahon Thus, property, plant, and equipment must be restated from the purchase date or 
from the date that Brasov T&Dys fixed assets were revalued The restated amount of an item of 
property, plant, or equipment is then reduced when it exceeds the amount recoverable from the 
item's future use (defined as net realizable value and detemned once agan by an appraxsal 
normally undertaken by professionally qualified valuators) Because the reevaluations performed 
by Brasov T&D are not acceptable under IAS criteria, restatement of the financial statements 
under hypennflationary economc conditions should have been computed using the pnce index 
from the date of acquisition, and then compared to the previously defined market value Brasov 
T&D was not able to prepare or get all the information needed to fulfill these requlrernents 

2 4 I 2 Accounting for Depreciation 

Under IAS, the depreciable amount of an item of property, plant, and equipment should be 
allocated on a systemahc b a s  over its useful l ~ f e  The depreciation method used should reflect 
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the pattern m which the asset's economc benefits are consumed by the enterprise The 
depreciation should be recognized as an expense Any change in the lifetimes has to be applied 
unlforrnly to all fixed assets m a given category 

Brasov T&D property, plant, and equipment is depreciated uslng the straght-line method over a 
composite rate of the previous and current statutory life for each asset class Law 15 of 1994 
revlsed the depreclation lives on January 1, 1994, and the company uses a composite rate based 
on a formula detemned by the Ministry of Finance As a result of RENEL's statutory pohcy, 
both useful lives and current deprec~atlon expense cannot be accepted under IAS as reasonable 
because 

Useful lives are not representative of economc and technical lives 

Different lifetimes are used for simlar fixed assets 

Annual depreclation expense is partly booked in off-balance accounts For the IAS 
financial statements, off-balance sheet depreciatlon was fully adjusted 

2 4 1 3 Accountrng for Cap~talrzatron of lnterest 

Under IAS, the cost of an item of property, plant, and equipment compnses its purchase pnce, 
Including Import dubes and non-refundable purchase taxes, and any dlrectly attnbutable costs of 
bnnging the asset to worlung condition for its intended use Any trade lscounts and rebates are 
deducted In amvlng at the purchase pnce Additionally, IAS 23 perrmts capitalization of 
borrowing costs that are dlrectly attributable to the acquls~tion, construchon, or production of a 
qualifjing asset as an allowed alternative treatment to the preferred approach of expensing 

borrowing costs 

2 4 1 4 Realrzabrl/ty of Property, Plant, and Equrpment 

Under IAS, the carrying amount of an item or a group of idenhcal items of property, plant, and 
equipment should be revlewed penodically to assess whether the recoverable amount has 
declined below the carrylng amount When such a decline has occurred, the carrying amount 
should be reduced to the recoverable amount, whlch is s ~ m l a r  to f a r  value F a r  value can be 
defined as the amount for whch an asset could be exchanged between knowledgeable, willing 
p m e s  in an arm's length transacbon The recoverable amount can be defined as the amount 
whch the company expects to recover from the future use of an asset, lncludlng its resldual value 
on lsposal 

The cost or revalued amount of an item of property, plant, and equipment 1s normally recovered 
on a systematic basls over the useful life of the asset T h s  is not the situation with Brasov T&D 
because, as discussed earller, depreciatlon 1s not recorded in accordance with accepted economc 
or technical cntena At Brasov, useful llves do not appear to fit what expenence shows to be 
reasonable llves for electnc utility facilities, reevaluations were not performed according to 
market value crltena, and hypennflationary accounting was not implemented Fmally, a 
wntedown may also be necessary when an item of property, plant, and equipment has remaned 
idle for a considerable penod either pnor to putting it into use or durlng ~ t s  useful life 
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Management has noted almost 2 billion ROL worth of installations that are unusable and were 
proposed - but not approved - for lsposal Also, two hydro power plants with a carrying value 
of an approximately 300 mllion ROL, started before 1989, were abandoned, because they were 
no longer needed 

Given Brasov T&D7s commercialization goals, we strongly recommend that it (or the 
distribution company that incorporates Brasov's distnbution) adopt the first of the two following 
alternative recommendations 

Alternatrve Recommendatron I 

Brasov T&D should hire a professionally qualified valuation firm to perform an apprasal of all 
of its facilities, on an installahon-by-installation basis, and record the necessary adjustments to 
present the assets at their f a r  value The apprasal firm should also estimate the expected 
remaning life of facilities and base its conclusions on vmous scenarios for energy pnces, 
evoluhon of electnc and heating demand, etc Ths  analysis should include construction-in- 
progress, idle assets, future investments to mantan operations, cost of fuels, and rates of return 
on investments 

If thls procedure were properly performed, all five IAS exceptions would be corrected 

Having received a valuation of the assets from a qualified apprasal firm, Brasov T&D should 
seek government approval to record the valuation in the statutory accounts so as to set electnc 
and heating rates on a more realishc econormc basis (to the extent that rates were set on a 
contractual basis) T h s  will allow Brasov T&D to recover the cost of these assets through its 
rates, whch does not now occur In addiuon, the change to economc rates is essential if the 
government wishes to further the privatization process, as prospective investors will demand a 
reasonable rate of recovery for their investments Basing the rates on professional apprasals that 
investors can rely on may give the government the incentive to return the distnbution businesses 
to an econormc-based accounting system in compliance with IAS 

T h s  alternative would partially resolve the issues descnbed above, as follows 

Re-evaluat~on 
Starting from the adrmnistrahve re-evaluations performed in accordance with Romanian 
accounhng regulations, ensure that revalued figures do not exceed fair value and record 
the required reserve If Brasov T&D does not get an external apprasal for its fixed assets 
for the purposes of drafting IAS financial statements, auditors would st111 qualify 
property, plant, and equipment and the related revaluation surplus * 

Hyperrnflatlonary accounting 
We recommend that Brasov T&D prepare the necessary information to present the 1997 
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financial statements in accordance wlth IAS 29 for hypennflatlonary accounting The 
following are some cons~deratlons regarlng thls issue 

- The restated cost, or cost less depreclatlon of fixed assets, IS deterrmned by applying to 
the hlstoncal cost and accumulated depreciat~on the change in a publicly avalable general 
price index from the date of acquisition to the balance sheet date 

- Detaled records of the acquisihon dates of items of property, plant, and equipment may 
not be avalable or capable of estlmatlon IAS would allow (m these rare circumstances 
and if needed just for the first application of thls rule) an Independent profess~onal 
assessment of the value of the items as the basls for thelr restatement In the absence of 
an external apprasal for ~ t s  fixed assets, Brasov T&D/the distr~butron company wlll be 
forced to prepare a detaled record of the acqulsitlon date and amount of each of its fixed 
assets 

- The gan  or loss in the net monetary position should be included In net profifloss and 
separately Qsclosed 

The final step would be to ensure that the new figures do not exceed the amount 
recoverable from the ltem's future use (mcluding sale and other disposal), so as to record 
a reserve, if required However, without an external apprasal for fixed assets, an aultor 
would st111 qualify fixed assets at Brasov T&D, as well as the gan  or loss recorded after 
hypennflationary accounting However, d fixed assets and equlty were converted into 
hyperinflatlonary accounting, an audltor would then be able to convert all other items of 
the balance sheet and the Income statement m accordance with hypennflatlonary 
accountmg, and the concern over the lack of hypennflatlonary accounting could be 
elirmnated 

Accountlng for depreclatlon 
We recommend that Brasov T&D recompute its accumulated depreclation accorlng to 
the hlstoncal roll-forward method for fixed assets and remanmg useful faclllty llfe Thls 
can be prepared by the Engineenng Department of the branch in the event an external 
apprasal is not obtaned Because statutory regulations differ from IAS, the company 
may need to keep track of thls lnformatlon in off-balance sheet accounts by major fixed 
asset categories We would st111 recommend that Brasov T&D/the dlstrrbuhon company, 
wlth the permssion of the government, record the new depreclation figures either as 
accumulated depreclatlon or as a speclfic reserve in order to include the depreclation m 
the rates as descnbed above 

m Accountlng for capltal~zatlon of Interest 
We recommend that Brasov T&D recompute all pnor capltahzation of Interest 
consistently, so that all subsidlanes capitalize interest using the same critena and the 
premses descnbed below (we also point out that under IAS, the preferred approach IS to 
expense borrowing costs, so the company rmght also consider removlng all previously 
recorded capitallzed interest and lscontlnue further capitalization) 
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- Brasov T&D should capitalize only those borrowing costs that are directly attnbutable to 
the acquisition, construction or production of an asset 

- Such borrowrng costs are only to be capitalized as part of the cost of the asset when it IS 

probable that they will result in future economc benefits to Brasov T&D and the costs can 
be measured rel~ably 

- The borrowing costs that are directly attnbutable to the acquisition, construction, or 
production of a qualifying asset are those borrowing costs that would have been avorded rf 
the expenditure of the qualifying asset had not been made 

- Capitalization of borrowing costs should be suspended dunng extended penods in whch 
active development is interrupted 

- Capitalization of borrowing costs should cease when substantially all the activities 

necessary to prepare the qualify~ng asset for its use or sale are complete 

- The carrying amount or the expected ultimate cost of the qualifying asset cannot exceed its 
recoverable amount or net realizable value In the absence of an external apprasal for its 
fixed assets or construction-in-progress assets, auditors would qualify the auditors7 report 
related to the recoverability of property, plant, and eqmpment 

2 4 1 6 Title to Land 

The local government owns some of the land on whch the company's facrlities are located 
RENEL rnhented t h s  situation because of its former status as part of the GOR The land that is 
used but not owned by the RENEL enhQes 1s recorded off the books The state obtaned the land 
through expropnation, nahonalizatron, or transfers from other state-owned companies 

In view of the impending reorganization, land ownershrp will became a cnhcal issue, especially 
for T&D branches, whlch have the electricity lines and transformers spread throughout the 
country 

Status of RENEL-Occuped Land 

RENEL's land nghts are protected by Law 18/1990, whrch prohbrts rehumng land contaning 
energy facilities to the onginal owners In most cases, land used by the T&D branches 1s not 
recorded (tabulated) m the land register (cartea funciara) as being used by RENEL T h s  situation 
is due manly to lack of documentation, legal support, and the mnlmal importance previously 
attached to t h s  issue Land used by T&D branches can be grouped into the followrng categones 

Adrmnrstrative bulldings 

Specral construction (transformation points and statrons) 

Transmssron cable plllars 
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In addition to the land effectively used by branches, potential conflicts with the owners of the 
land affected by the distnbution cable network should be considered Land crossed by an electric 
cable cannot be used for construction (except for a flat building) This restriction could be 
considered as lirmtlng property nghts Therefore, especially m urban areas or In relatively 
expensive tourlst areas, investments for underground transrmsslon cables should be considered in 
certan cases 

The status of land records in the reglster (cartea funciara) for Brasov T&D IS as follows 

Houses - 5 out of 5 

Admnlstrative buildings - 5 out of 10 

Special construction 

- Transformahon stahons - 18 out of 42 

- Transformabon polnts - 4 out 1,800 

- Micro-hydro power plants - 7 out of 68 plots of land 

- Cable-supporting pylons - 7 out of 30,000 

Recommendatron on Land Status 
We recommend that Brasov T&D resolve the land status Issue, wlth the help of the central and 
local governments, either by acqulrrng legal htle to these properties and their use by changing the 
current property law or by negohating with local municipalities to secure indefinite use of the 
sites Although at the moment thls issue does not seem urgent and no liabilities or sigmficant 
payments are projected, operahng with thls type of uncertanty may become an obstacle for 
Brasov T&D 

Moreover, Brasov T&D (and the successor distribution company) will need to realisbcally assess 
~ t s  chances of winning potential lihgabon contesting ownership of certan plots of land 

2 4 2 Unb~lled Revenue 

2 4 2 1 Current Billmg Procedure 

At year-end, Brasov T&D will have supplied, but not yet billed, power to customers It IS 

impracbcal to invoice all customers on the last day of the period for all consumpbon in the 
penod Normally, billings are Issued as follows 

Big consumers The meters are read once a month and invoices ~ssued twice a month At 
the end of the current month an invoice is issued for the estimated consumphon for the 
next month At the beginning of the next month, after the meters were read, another 
rnvoice is drafted for the difference between the actual consumption and the esbmated 
consumptlon invoiced at the end of the previous month 

Small consumers They are divlded in two groups monthly reading at the end of the 
month and reading of meters every 2 months on an ongoing basis Every Invoice contans 
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half of the estimated consumption for the following penod plus the difference between 
actual and invoiced for the preceding period 

Households Household meters are read every 2 months The meter readings are entered 
into so called "reading books" where a certan number of streets with detailed addresses 
are listed The invoice is brought for payment to the consumer by RENEL readlng 
officers, when the meter is read for the subsequent 2-months penod 

The primary issue is that all the expenses of the service have been recognized, but all the 
revenues have not L4S requires revenues to be recognized when a service is rendered and an 
accrual should be made to account for the electncity supplied but not yet bllled to customers 
RENEL's billlng method is not acceptable under IAS because it does not comply with the accrual 
pnnciple of matchng revenues and expenses 

2 4 2 3 Recommendation on Brliing Procedures 

For the purpose of draftlng IAS financial statements, we recommend that Brasov T&D calculate 
unbllled energy using one of the methods suggested below We can work with management to 
implement a more soph~sQcated and accurate procedure for detemning unbilled revenue should 
Brasov T&D (or the successor distribution company) see the need for more accurate estimation 

Subsequent to year-end Analysis of energy billing in the next year to detemne the power 
suppl~ed but not billed in the previous year T h s  method estimates the value of unbilled 
energy after a certan penod has elapsed in the following year (up to 2 months for big and 
small consumers and up to 4 months for households) Two assumptions must be valid to use 
t h s  method (1) consumption follows a linear distnbution and (2) consumption by group is 
the same in each penod 

T h s  method is the most accurate method of accruing unbilled revenue presented It takes all 
customers in a specific category and accrues all amounts for billing penods that have ended 
but that have not yet been bllled (as well as billing penods that overlapped year-end) An 
accrual 1s made for the pro rata portion of the consumption through year-end as compared to 
the amount billed for the entire billing penod T h s  calculation would have to be done 
separately for big consumers, small consumers, and households for each billing period 

Calculation on the bas~s of power recelved from the grld T h s  method of calculating 
unbilled revenue takes the total amount of power received by Brasov T&D from the branch, 
reduces it by the amount consumed internally or lost in the system, and arrives at the total 
amount of power prov~ded to customers The amount of power billed in the current penod 
related to the cuwent year consumption is deducted to m v e  at the unbllled revenue to be 
accrued This calculation 1s depicted as follows 

+ Total net purchases 
+ Own production 
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+ Recelved from network system 
- Power transmtted 
= Power sold 
- Consumed by the branch 
- Losses in the svstem 
= (a) Power consumptron by customers rn the year 

Consequently, zinbzlled energy = (a) less power bzlled zn the czirrent year 

Extrapolat~on of power consumption Thls thud method is the simplest to calculate, 
however it IS the least accurate method It is calculated by determning the average period 
not billed and multiplying it by the amount of consumption calculated on the above 
power-received-fr~m-~pd basis, represented as unbzlled revenue = average penod not 
bzlled x power consumptzon 

2 4 3 Accounts Rece~vable 

2 4 3 1 H~storic Reserves 
For statutory statements, Romman companies only record a provlslon for uncollectable 
receivables when there is a court decision mlhating bankruptcy of a customer Brasov T&D IS no 
excephon Under IAS, Brasov T&D should record a provision based on a specific review of 
large receivables and a general revlew of smaller receivables According to our review of 
accounts receivable, a reserve of 1,993 mlllon ROL was recorded in the IAS statements as of 
December 3 1, 1996 and 8,010 ml l~on  ROL in the IAS statements as of December 3 1, 1997 

2 4 3 2 Recommendatron for Future Reserves 
We recommend that Brasov T&D establ~sh the necessary procedures to begin recording required 
reserves durlng 1998 in preparaQon for IAS financial statements 

We believe that management should use ~ t s  knowledge of customers and the collectab~lity of 
receivables to record a reserve that reduces receivables to the amount that will likely be collected 
Thls reserve figure should be updated every 3 months to increase the accuracy of budget 
compmsons, facilitate forecasting, and ensure consistency of externally reported lnformatlon 

The procedures for the treatment of receivables should be uniform for all the branches of the 
future d~stnbution company Therefore, development of such procedures by Brasov T&D should 
be coordinated with the headquarters of the future distribuhon entity (in the event that ~ t s  
headquarters are not in Brasov) We also recommend that management supervise and revlew 
application of the new procedures in the branches to ensure proper and consistent 
~mplemen tabon * 
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2 5 PROPOSED ACTIONS REGARDING IAS FINANCIAL STATEMENTS 

2 5 1 General Framework 

On July 3,1998, the ordinance creating the National Electricity Company, the National Company 
Nuclearoelectnca SA, and the Regie Autonome for Nuclear Achvities 0 through reorganization 
of the Electricity Regie Autonome RENEL O was published in the Officlal Gazette 

The National Electricity Company has a holding structure It is the owner of three other joint- 
stock companies 

m Hidroelectrica SA - compnslng all hydropower generation capacities 

Termoelectrlca SA - compnslng all thermal power generation capacities 

Electrica SA - comprising the distnbution activlhes 

The ordinance also lays the groundwork for creation of a grid company, in charge of dispatchng 
and hgh-voltage transmssion, by providing for the equity that is to be transferred to the grid 
enhty T h s  will allow the hstnbution activity to become a transparent transrmssion cost in rts 
books 

Though not stated in the ordnance, we understand that Electnca SA, the hstnbuuon company, 
will be split into several smaller dstnbuhon companies3 that will be pnvabzed at a later date 
Our subsequent recommendations are based on the assumphon that the Brasov distnbubon 
branch will become the headquarters for one of the hstnbutlon compames 

2 5 2 Redes~gn~ng the Branch-Center Relat~onsh~p 

Based our experience with RENEL, a large part of the distomons are due to inconsistencies m 
accounhng treatment by the vanous branches The man accounting and internal control 
weakness wlthin RENEL is related to consolidation issues and lack of uniforrmty between branch 
accounting policies In addihon, it also has been noted that the controls at many locations are 
weak These inconsistencies and weaknesses, whch affect almost all accounts, are a detriment to 
developing IAS statements 

Some examples of inconsistent accounts are trade receivables (doubtful accounts), stock 
evaluation (valuahon methods), fixed assets (capitalization of costs and reevaluations), accounts 
payable (guarantees from household consumers O not updated in all branches, which mean a loss 
in financial posltion for the company), equity (capltal accounts), and cash (guarantees from 
warehouse managers) 

It is reasonable to assume that the problems encountered with respect to the consolidated 
financial statements for RENEL as a whole wlll be replicated to a large extent in the would-be 
distnbuhon company based in Brasov, dlmnish~ng the representat~vity of the consolidated 

Restructuring the Power Sector In Romania - paper presented by Aurel~u Lecca pres~dent of RENEL, at the 
Energy Semnar held in Prague on 10 July 1998 
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financial statements Moreover, the current system, where the same activities are replicated at 
the level of each branch, is very labor-intensive The reduction of labor cost will definitely be a 
key segment of any cost-cuthng strategy to be implemented after cornrnercialization Cost 
efficiency and msstatement control are the focus of the recommendations below 

The ideal cure to rmsstatements and labor-mtens~ve procedures would be to concentrate 
accounting procedures at headquarters The most advanced companies use a system where entnes 
are made at the plant level, contnbuhng data to one global trial balance Regardless of where the 
journal entry is made it h t s  the same trial balance Thls 1s a global system (SAP is an example) 
Where entnes should be made (centrally or locally) is shll undecided, although most companies 
wlth a global system have decentralized accounting 

Under such a system consistent accounting treatment of a specific item is ensured to a large 
extent by the very rouhnes of the system Any change in the structure of the accounts has to be 
approved centrally However a procedures manual is essential, to ensure consistent accounting 
treatment between branches Such a system would result in 

Elimnabon of reconcibahon procedures at the branch level 

Reduchon in accounbng personnel because data-entnes would be made at the transaction 
point 

Lower operabng costs 

Employment of less expensive and less slulled data-processing personnel 

Centrally implemented procedures to generate data for IAS financial statements 

Concentration of hgher qualified personnel at headquarters This will ensure that the 
procedures for generatrng data for the IAS statements are properly developed, and 
uniformly implemented and adhered to throughout the organization The same hghly 
slulled professionals would also be in charge of draftlng the IAS statements The current 
system requires the presence of hlghly qualified accounting personnel at each branch, 
whch is a waste of resources A global system would elirmnate the need to deploy highly 
qualified personnel to the branches 

However, t h s  system requlres 

f i gh  upfront investment, includmg traning of all personnel involved in any type of data- 
entry having any relationshp to accounting 

A consolidahon manual that incorporates standard accounting treatments for specific 
items to avoid conflichng interpretations 

Highly qualified internal controllers in charge of improving and ensunng uniformty of 
procedures throughout the organization 
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It is clear a global system should be the target of the newly created distribution company for the 
melum and long term 

For the near future, improvements to the current system (where tnal balances are done locally 
and transmtted electronically to headquarters for consolidahon) are a more reasonable target, 
especially considenng that the restructuring process is already lsruphve enough 

An add~tional solution a m n g  at cuthng costs would be to have all of the documentation sent to 
Brasov headquarters to be input by accountants Trial balances could be mantained for each 
plant to assess its profitability There would be cost savings from a reduction in personnel, 
systems, and admnistratlon and increased costs due to the need to ship all documents (with 
potenhally hgh  losses from lost documentation) 

2 5 3 Internal Controller 

A pnority for the short term should be manly improving the consistency of procedures 
throughout the organlzahon by the introduction of a specialized controller He should have 
responsibility over all subsidianes' accounting processes and on the consolidation process itself, 
inclulng 

Inter-company accounts Should be balanced on a monthly basis, with all differences 
reconciled and instructions issued on corrective procedures There is no apparent 
jushficabon for unbalanced accounts if a detaled follow up is established All inter- 
company transactions should be recorded only in inter-company accounts 

Accounting policies The controller should review accounhng procedures to detect the 
effects of newly introduced procedures on the financial statements 

Urufomty of procedures The controller should specifically focus on the detection of 
non-uruforrmty in accounting processes or valuation methods at dfferent subsidianes and 
take the required steps to ensure umforrmty 

Consolidation Controller should take responsibility in consolidatmg processes, 
inclulng 

- Elirmnahon of all mter-company accounts 

- Elirmnation of all internally generated revenues and incomes 

- Uniforrmty of all accounting policies before consolidahon (e g , if a subsidiary is 
using LIFO while the Company has adopted weighted average, LIFO inventones 
should be first valued at weighted average and then consolidated) Under IAS, the 
valuahon methodology for vanous categones of inventories should be applied 
consistently 

Internal control m subs~d~aries As already mentioned, weaknesses in internal controls 
at many accounting centers were detected dunng our audit fieldwork Many of the 
weaknesses and inconsistencies underrmne management's ability to understand actual 
costs and revenues, which is a publicly stated goal In many cases existing internal control 
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is focused on irnrnatenal items and loses sight of serious flaws in internal controls 
Current internal controls have no matendity concept and its major focus seems to be on 
asset msapproprratlon No matter how legrtimate thrs concern may be, if internal 
procedures are weak the damages to the organrzation by well-intended persons mght be 
much more important than potential losses produced by intended asset msappropriation 

At an early stage following rts creation, the drstribuhon company based in Brasov should seek 
professronal advrce to properly design and rmplement the internd controller function 

2 5 4 Management and Controller Training 

As prevrously suggested, and discussed in greater detarl below, a future drstrrbutron company 
with headquarters in Brasov will need to rapidly assirmlate the key concepts for drafting IAS 
financial statements T h s  target IS achevable by tranmg and on-the-job work wrth the external 
audrtors of the company Ths  tratning does not need to be extended to all levels of accounhng, 
but ~t should include management of the accounhng and fmancial lvlsions, as well as top 
management Adapting the internal informatron systems to produce the data for IAS statements 
requires time, effort, and money and top management must understand and be convrnced of the 
need to allocate these resources to that effort 

The controllers are the key participants rn IAS tramng We believe that hmng controllers from 
outsrde the company would expelte improvements in procedures, srnce these indrviduals would 
not be hlndered by predetermned views or establrshed connechons w i t h  the company 

In ad lhon  to proper IAS tramng, accounbng and finance management, as well as top 
management, should be traned to understand the tune-value of money and be able to quantify it 
T h s  suggestion is based on the sigmficant losses we belleve the company Incurs due to the 
advance payment of development tax and what appears to be drscrehonary management of late 
payment penaltres The new drstnbuhon company will no longer be able to cushlon its losses by 
spreading them throughout a vertically integrated enoty lrke RENEL, and the cost of loose 
financial management wlll show up very clearly in its books 

An understanding of cosbng must be developed very rapidly, and the instruments to measure 
costs must be present in all emsong or future divisions of the distribution company 

2 6 OTHER PROPOSED IMPROVEMENTS IN PROCEDURES 

2 6 1 Develop Instruments to Decide on Outsourcing 

Once RENEL is drsmantled, some of the services provided by GTDEE, RENEL Executive, and 
other top-level drvis~ons in RENEL will have to be outsourced or repllcated withln the successor- 
companres Management will need instruments to fully understand the 'cost implrcations of such 
decisions 

Management will need to analyze its outsourcing options Marntenance and repars is probably a 
prime target, as ~t is very labor-intensive Spinning-off this activity as an independent 
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commercial company and putting it on an equal footing with other service providers would result 
in significant cost reductions for the newly created distribution company Moreover, as 
previously discussed, spinning-off some internal services could avoid payment of significant 
redundancy benefits 

The cost accounting system proposed by Coopers & Lybrand and already implemented by Brasov 
T&D could be a good start However, the system would have to be updated to incorporate the 
new activihes undertaken by the would-be Brasov distribution company 

2 6 2 Revenue Enhanc~ng and Cost-Cutt~ng Measures 

As a first step, the Brasov distribution company should adjust its consumer tariffs by statistically 
analyzing old meters to measure the variance in average recorded consumption versus actual 
consumption 

The company should also adopt a plan to routinely update guarantees from household consumers 
to reduce the financial cost of household receivables In addition, Brasov distribution should 
expand the self-reading system for households to reduce the 2-month gap between reading meters 
and invoicing and collectmg bills 

Meter reading is a very labor-intensive achvity Brasov T&D could reduce labor costs 
significantly by installing radio-equipped meters, the signals from whch could be read by 
specially equrpped vehicles 

2 7 FIXED ASSETS 

2 7 1 Preparation of Schedules for Segregatrng Fixed Assets ~nto Homogeneous Groups 

As a starting point for any valuahon effort, Arthur Andersen asked the branch to provide 
schedules of fixed assets grouped in homogeneous categorres We only focused on the core fixed 
assets, whlch are dlrectly connected to exishng operations - namely, transmssion and 
distnbuhon lines and transformers After discussions with branch techmcal personnel, we 
arnved at the following homogeneous groups for whch schedules had to be prepared by the 
branch 

Aerial lines 

- High and medium voltage - number of km of line for 
Each cable dlameter class 
Degree of wear and tear 

- Low voltage - number of km of line for 
Each diameter of cable 
Constructive technology - classic or modernized 
Degree of wear and tear 

a Underground lines - same structure as the aenal lines 

a Transformers 
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- High-voltage (from 400 kV to 110 kV) and me&um voltage (fiom 110 kV to low 
voltage), classified accordng to power circulated 

- Low voltage - there are two types 
Aenal- classified according to the power circulated and degree of wear and tear 
Walled - classified according to 
+ Power circulated 
+ Interrupters used either old technology or new 
+ For new interrupters, specify number (from 1 to 8) 

We also asked the branch staff to estlmate the replacement effort that mght reasonably be 
expected during the next 3 years, assurmng sufficient resources were avalable Classifying the 
number of interrupters is important because thelr cost exceeds that of transformers Information 
systems are not now in place to provide thls information 
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3 1 OBJECTIVE 

The objechve of this subtask was to help prepare the Brasov distribution unit, as a model for 
Romanian distribution units, to operate commercially in a compehtive market environment, with 
a view to eventually privatizing the unit Work completed as part of thls subtask is organized 
into the following three areas 

Organizational issues - a comprehensive assessment of Brasov's management 
organization, its structure and functions, intended to meet the needs of a distribution 
company in a competihve environment 

Human resource development - an analysis of human resource policies and procedures 
to facilitate the nght-slzing of company staff to achleve greater efficiency and 
competitiveness 

Tra~ning - an analysis of Brasov's traning and retrming needs, along with an action 
plan for implemenhng tranmg recommendations 

3 2 ORGANIZATIONAL ISSUES 

3 2 1 Analys~s 

Figure 3-1 shows Brasov's organizational structure as a transrmssion and distribution subsidiary 
pnor to the September 1998 restructmng At that time, Brasov had a hierarchical organizational 
structure with four man functional departments Finance, Markehng, Energy and Commercial 
Operations, and Operations, Mantenance, and Development The dlrectors of each of these 
departments report to the Brasov's General Dlrector, other direct reports are the heads of the 
Legal, Human Resources, Civil ProtecQon, Computer, and Labor Safety departments The 
General Director at Brasov reported to the President of RENEL in Bucharest 

At the bme, the company's functions were appropnate, given its role as a unit of the government 
authority (RENEL) responsible for adrmnistenng and providing electrical service to the county of 
Brasov However, this situation is now changing, as Brasov becomes accountable, as a 
costiprofit center, for more market-focused and commercially-viable operations, and, as is likely, 
Brasov becomes part of a larger distribution company through the consolidation of one or more 
adjacent distnbuhon subsidlanes The character of that larger company, with its different mx of 
customers, and a service terntory that will may span two or more county boundmes, will dictate 
changes to the exishng organizahonal structure that cannot be foreseen with any certanty at this 
bme 
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F~gure 3-1 RENEL's Brasov Transm~ss~on and Dlstr~but~on Subs~diary Pre- September 1998 

Figure 3-2 shows Brasov's organizatronal structure as a distribution subsidiary of Electnca in 
October 1998 (1 e , imme&ately following the restructunng of RENEL) A hierarchical 
organizatronal structure remans in place, with four restructured functronal groups Finance- 
Assets, Operahons-Mantenance-Development, Commercial Operations, and a fourth group 
focused on technical operahons under the supervision of a Chef Engineer Three deputy 
directors and the chef englneer are variously responsible for these groups, they report directly to 
Brasov's Dlrector Other dlrect reports are the heads of the Legal, Human Resources, Civil 
Protechon, and Computer departments along with the newly-created functrons of Public 
RelaUons and Financial Operahons Control The Dlrector of Brasov reports to the General 
Dlrector of Electnca in Bucharest 

T h s  restructunng presents several important opportunities for Brasov to sharpen its focus on 
customer service and management information systems We have the following observahons 

Recognizing the importance of informahon management, the Computer department, 
along with newly-created funcQons to monitor financial and tecbca l  operahons, are 
clrect-reports to the Director The queshon mses whether these areas will grow in 
importance to the extent that a special deputy &rector should be responsible for them 
Nonetheless, &rector-level oversight of these essential func~ons, dunng ~s inltml 
penod, is a commendable focus 

f he positron of Marketing Director has been elimnated, but its functions are now 
combined into a Sales-Mantenance-Development group under one Deputy Director 
Ths  group includes a strategic development function to ensure the proper economc and 
financial analysis of new projects The group also has a funchond relationshp with the 
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F~gure 3-2 Electr~ca's Brasov D~strrbutron Subsrdrary After September 1998 

newly-created posihon of Chef Engineer If properly mantaned, this functional 
relahonshp can ensure that intelligence on customer service needs, as well as good 
business prachces, is integrated into Brasov's strategic planning and developmental 
process 

The position of Chef Engineer has been established as a direct report to the Director of 
Brasov The Chef Engineer is responsible for the technical operahon of the subsidiary 
through supervision of three key organizational groupings distnbuhon, hgh-voltage, and 
PRAM, which, among other functions, operates a telecommunications center controlling the 
transrmssion of electron~c information between areas of the service terntory and the central 
dispatch center in Brasov The Chief Engineer is also responsible for the transportation 
sechon and Brasov's small hydroelectric generating plants 
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m The financial group now includes important cost center accounting processes The use of thls 
group's financial performance monitoring systems, along wlth accounting recommendations 
presented In Secbon 2 of ths  report, should ensure that Brasov's management will have the 
tools to make financially responsible business decisions 

Elements of the former marketmg group have been restructured withn a Commercial 
Operations group having two important new functions market forecasting and customer 
servlce The separation of commercial from purely techmcal operations marks a sharpemng 
of focus on customer needs from the vantage point of cornrnerclal viability 

Figure3-3 presents Brasov's proposed structure on January 1, 1999 The principal change is that 
by 1999, the Chef Engineer wlll have direct supervision of each distribution and hgh  voltage 
service center as well as the individual funchons withn the current PRAM group 

Publrc Relatrons 
Flnanclal Controls 
Techn~cal Info 
Legal 
Human Resources 

Admlnlstratlve Munlclpal Servlces 

Forecastrng 
Property Codlea Strategy Measurement 
Cost Controls Fagaras Techn~cal Customer Relatrons 

Rasnov Rehabrlltatlon Procurement 
Rupea Retall Sales Customer Serv~ce 
Sacele 
Brasov Mun~ 
Brasov Ext 
Brasov North 
Fagaras 
Protectlon 
Repair 
Telecommun~cat~ons 
Laboratory 
Transportatlon 
Hydroelectnc 

Brasov Munl 
Brasov Ext 
Fagaras 

F~gure 3-3 Electnca's Brasov Distr~but~on Subs~d~ary Proposed for January 1999 

The intent is to ellmnate a layer of management and bring deputy-director-level attention closer 
to the customer T h s  intenhon is hghly commendable, however, it must be noted that the 
change will increase the number of direct reports to the Chef Engineer from 5 to 17 T h s  may 
prove unmanageable, and considerahon should be glven to retaxning the current structure whle 
giving managers sufficient delegation of authority so that customer service goals can be met 
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The following recommendahons are amed at improving Brasov's management organization to 
enhance ~ t s  commercial viab~lity in a competitive market 

1 Management will need to develop broader, more commercially-focused managerial 
skills for Brasov to be run competitively Brasov's management and staff do not have 
extensive commercial expenence outside the field of utility management and techmcal 
operations For the existing management team, this presents an important career challenge 
Attenhon must be turned at once to focused managerial traning, so that those with the 
important expenence of running Brasov from a technical point of view can take leadership 
positions in a management team that must be customer-focused and commercially viable 
Brasov's traning program - whch is now focused almost enhrely on technical issues - must 
begin to develop the slulls of commercial management throughout the company 

2 Brasov's management should look to ''best practices'' at commercially-viable utilities 
around the world in setting policy objectives (including "right-sizingT') Brasov 
compares well with other Romanian utdities In many important performance measurement 
areas Yet, not unlike the other CONEL subsidiaries, performance indicators such as staffing 
are significantly hgher at Brasov than at comparably-sized utillhes in competitive markets 
around the world Adophng international best pract~ces should be one of Brasov's ch~ef near- 
term targets 

3 Brasov's management is rightly focusing its attention and management organizational 
structure on anticipating the needs of its customers and fostering a spirit of 
competitiveness throughout the distribution unit Brasov's management recognizes that, 
throughout the company, there needs to be an evolution of attitude from that of a service- 
adrmnistrator to that of a competitor who seeks to provide service to customers Marketing 
and customer functions already exlst and many steps are being taken to move management 
dec~sions closer to the customer These actions are necessary if Brasov IS to become a viable 
commercial entity in a competitive environment The goal of anhcipating as well as 
sahsfylng customer needs must become the pnmary motivation behnd work at all levels 
throughout the company 

4 An economc and financial analysis function is needed to support strateg~c decision 
making Achevlng the objective of offenng competitive services to customers will requlre 
that management's decisions be supported by ngorous economc analyses of costs, pnces, 
market trends, and alternatives The newly-created economc analysis funchon is needed and 
its development should be supported 

5 A financial management group needs to be established to raise capital and manage 
major expenditures and investments , With separation from central planning a control, 
there will also be a rapidly growing need for the distnbu~on entity to rase cap~tal and 
manage its own Investments A financial management group is needed withn the finance 
department for t h s  purpose and should be supported 
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6 Combining one or more distribution subsidiaries will require consolidation of 
management funct~ons Combining existing CONEL distribution units into new 
cornmerclally vlable business entlties would help achieve target sector objectives, including 
the eventual privatization of electrlc power sector assets It is unlikely, however, that the 
level of management detal present at Brasov will be required at each of the subsidiaries once 
they are consolidated Into a single business unit Although it will be important to mantan 
suffic~ent access to the customer base - for example, mantaning or even expand~ng the 
number of customer service centers to meet the local needs of customers - senior and most 
rmd-level managenal funchons will need to be centralized for the sake of cost-efficiency 

7 Management should contlnue to focus on ~ t s  core strength: the efficient management of 
an electrlc utillty Brasov's management and staff are forward-loolung professionals who, 
in the man, are eager to enjoy the benefits of restructunng In the numerous interviews that 
were conducted at vmous levels of the company, the common theme was an interest in 
ganing autonomy from central planning and control and, in that process, better utilizing 
corporate resources in a more commercial manner Ideas expressed about the future course 
of Brasov's success include a broad range of ventures that would expand Brasov's 
commercial base into new lines of business Whle ths  expression of entrepreneurial interest 
1s commendable, unrelated business ventures, however promsing, are at this stage penpheral 
to establishng Brasov as a viable commercial entity Attention should not be Iverted from 
the commercialization of the exlsting business 

3 3 HUMAN RESOURCES AND DEVELOPMENT PROGRAM 

3 3 1 Staff~ng Levels 

Before Brasov was split into separate Istribution and transmssion compmes, the Istributron 
company consisted of approximately 1,300 employees Of these, 8 1 were transferred to the 
transmssion entity and 47 were transferred to other CONEUElectnca units, leaving a 
complement of approximately 1,200 employees at the hme of restructunng Table 3-1 shows the 
distribuhon of employees by job classification on January 1, 1997 and 1998 

Foreman 

As noted earlier (see Section 2), these levels are significantly higher than those at comparable 
utilities throughout Europe Reasons for the high staffing levels posslbly include a wlder range 
of services performed at Brasov than at the comparable util~ties Nonetheless, it must be 
observed that Brasov will need to compete with those other utilities and their lower cost 
structures This will likely requlre various downsizing measures, as described below Table 
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illustrates staff turnover during 1997, and Table 3-3 indicates the educational/slulls levels of 
Brasov's employees as of January 1, 1998 

I Un~vers~ty Graduates 183 1 

I TOTAL 
- 

1 1 .34d 

H~gh School Graduates 1 Vocat~onal qual~f~cat~on 
Skrlled workers 
Unsk~lled workers 
Other 

3 3 2 Personnel Pol~c~es 

154 
971 
25 
9 

3 3 2 1 Labor Relations 

All personnel polic~es are detemned pursuant to the labor contract entered into between RENEL 
(w~th Brasov as a signatory) and the two labor unlons The first contract was negotiated m 1991, 
and it has been renegohated on an annual basis Despite these renegohatlons, the contract has 
remaned v~rtually unchanged over the past 7 years The contract addresses a wide range of 
issues relating to management and labor, including hnng and finng policies, salmes, conduct by 
employees, annual leave, holidays, and other such topics 

With the restructunng of RENEL, the status of the contract and the nghts of the labor unions IS a 
top~c of dlspute between management and labor Labor units have led national demonstrations 
aganst the reform and a legal action is pending in an attempt to stop the d~smtegrahon of 
RENEL The outcome of t h s  action is uncertan, however, it is clear that there must be a 
constructive involvement of the labor union in any decisions involving further restructunng at 
Brasov 

As noted above, all employee/employer relatlonshps are controlled by the contract Two hnng 
polic~es are used, depending on the level of the posltion For lower level workers, the avalability 
of such pos~t~ons IS made avalable through public postlngs and notlces such as the newspaper 
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Positions for higher level managers (e g , chermcal engineer, economst, etc ), follow a more 
ngorous process Notlce of the poslhon is published in various forums Fifteen days after 
publication of the notlce, an exam is admnistered to deterrmne the number of qualified 
canddates An exarmnatlon board reviews the exam results to make a final selection of the 
candidates As discussed more fully below, all employees, inclulng new employees, are 
reqmred to undergo psycholog~cal testlng and a melcal  exam before the hnng process is 
completed 

3 3 2 3 Employee Benefit Packages 

The labor contract specifies the benefit packages avalable to employees Such benefits include 
bonuses, holiday premums, annual leave, maternity leave, slck leave, and disablhty 

Employees are eligible for up to 17 categories of bonuses Besldes performance, bonuses are 
avalable for the type of work that is performed For example, bonuses are avalable for 
dangerous jobs such as climblng poles used for hgh-voltage wires Employees perfonrung jobs 
involving use of toxic chemcals are also ellgible for bonuses 

Holiday premums include extra pay for worlung on holidays such as Christmas, Easter, and 
slrmlar holidays Annual leave vanes, depending on seniority wlth the company Employees are 
ehgible for between 21 and 28 days annual leave (workdays) Employees w~th  severe work 
conditions may be eliglble for extended annual leave 

Matemty leave provldes recent mothers with 2 years p a d  leave after having a baby Slck leave 
depends on seniority Employees recelve between 65% and 100% of their salary, depenlng on 
seniority, up to 180 days After 180 days, the company benefits explre and the employee must 
resign if he does not return to work However, lf the employee IS able to work, but not able to 
work in h s  prevlous job, the company will make an effort to place the employee according to his 
capabillhes Other than for these clrcumstances, the company has no obligation to hre  the 
handicapped 

Health insurance is provlded by the state, so the company does not provide health Insurance plans 
for ~ t s  employees However, a general practitioner is avaxlable at the company Presumably, his 
purpose is more to cemfy the acceptable melcal cond~tion of the employee for pmcular job 
responsibilihes than to provlde medical services 

Brasov is one of the most industrial reglons in Romanla, whch has led to a shortage of housing 
To help managers find housmg, the company built about 200 apartments on company premses, 
whlch are avalable for sale or lease To date, about 135 apartments have been sold to managers, 
the rest wlll be rented to employees 

3 3 2 4 Downsrzrng Polrcies 

Restructunng can and often does result in a more efficient work force by elimnating job 
duplication, merging job responsibilities into fewer departments, and streamlining the workforce 
With the restructung of the company, many job positions wlll be ellmnated or changed, and 
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new job descriptions will be developed Downsizing can be achieved by employee layoffs, forced 
retirement, early retirement buyouts, or shorter workweeks, etc 

At Brasov, the labor contract provides speclfic procedures for reducing the workforce through 
employee layoffs or earlier-than-normal retirement Outright drsrmssal is used in very limted 
circumstances, such as extremely poor conduct Under the labor contract, a disrmssed employee 
is given 20 days notice of temnation and is also given a severance package of between 3 and 8 
month's salary, depenlng on seniority with the company 

For layoffs, the company detemnes which employees should be asked to resign based on a 
number of factors set forth in the labor contract, including quality of work, educational levels, 
sources of income other than wages, and additional considerahons 

In general, outplacement programs are designed to assist lsplaced employees by providing job- 
hunhng help, limted traning to develop new slulls, and counseling The company does not have 
an outplacement program m place, and the lack of such a program will create a hardshp for 
employees who are lsplaced due to restructuring 

3 3 2 5 Recommendations for Right-S~zmng the Company 

aght-sizing the company for market conltions is imperative to improve the efficiency of the 
company's operations The statistical evidence suggests that a distribution company like Brasov 
will be overstaffed in comparison to other companies that operate in a competlhve market 
environment For example, the Financial Analysis (Sechon 2)  notes that Brasov's staffing levels 
are approximately 30%hgher than levels at Electncidade de Portugal (0 63 employees per MWh 
sold) 

aght-sizing - or in t h s  case, downsizing - the company can be acheved in several ways As 
previously stated, options include early retirements, layoffs, reductions through attrition, shorter 
workweeks, etc The exisbng collective labor contract addresses a number of these issues and 
may l i n t  the company's ability to implement any of these downsizing options Indeed, we were 
told that the labor unions have initiated litigation under that collechve agreement Whatever 
form the final program for downsizing takes, it should be carefully reviewed by management, 
labor leaders, and all affected p m e s  

As noted in Sechon 2 of tlus report, the collechve labor contract requires RENEL to provide a 
severance package for employees that are temnated for reasons other than performance The 
payment is based on senionty, as summarized below 

Length of Serv~ce Severance Package 

6 months to 5 years 2 months gross salary 
5 to 10 years 3 months gross salary 
10 to 20years 4 months gross salary 
Over 20 years 5 months gross salary 

- 
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Reducing staffing levels by t h s  method will need to be balanced against other options 
Reduction by attntion is one ophon, but its effectiveness is uncertan given existlng economc 
conQtions in Romania However, a combinahon of these approaches, possibly along with 
shorter workhours for some employees, may produce the appropnate number of reductions 

In any event, a successful downsizing program needs to achieve not only its reduced staff level 
objectives, but must also address employee morale Poorly implemented downsizing programs 
can adversely affect the attitude of the remaning employees, creahng a sense of negahvism 
towards the restructurrng and uncertanty about their own future with the company Therefore, 
the final program should demonstrate consideration for displaced employees and attempt to 
smooth the~r transition 

Employee assistance programs should prov~de retrsuning, counseling and job placement support 

Retralnlng Programs 

Retraning programs can assist in relocating employees by giving them new job slulls that are 
required in other markets For example, we were told that Bell Helicopter is building a new plant 
near Brasov, a retramng program could build on employee slulls in the electric uhlity sector and 
re&rect those sldls to a different industry, such as aviation 

Counsel~ng Programs 

Counseling programs allow employees to discuss thelr situation with an experienced professional 
to help them deal with emotional stress, financial pressures, perceptions of self-worth and 
success, etc In particular, such sessions can help employees look favorably on developing new 
opportunities, and understand the strengths they have to offer in other work environments 

Placement Programs 

Company placement programs can actlvely offer displaced employees access to information 
about job opportunihes Placement officers should gather information about job opportunities 
and coordinate dissemnahon of that information Moreover, it is possible that as other electric 
companies restructure, those companies will develop job opportunities For example, dunng our 
interviews at Brasov, we encountered a perceived need for addihonal managers and lawyers to 
help with restrucctunng Thus, placement efforts should focus on opportunities not only outside 
the utility sector, but also withn that sector 

We were told that more lawyers would be needed to negotiate an ~ncreased number of contracts that would follow 
restructuring The use of outslde law firms 1s not w~despread m Romanla, and most lawyers are hrred as company 
employees 
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3 4 TRAINING 

3 4 1 lntroductron 

Assessing Brasov's existing tramng program and ensuring that it is effective is crucial to a 
successful trans~bon dunng restructunng An effective traning program promotes several 
important objectives 

w Ensures that employees know how to perform their new jobs 

Creates a sense of confidence in employees that in turn supports the transibon 

Establishes requlred competence so that important corporate functions are performed 
correctly 

w Reaffirms to employees that the transition is actually occumng and requlres new 
approaches that are supported by the company 

Our revlew sought to detemne whether the existing traning programs are effective, and whether 
any new traning programs are required to support the transition T h s  review included a review 
of trming programs avalable to Brasov from the CONEL T r a m g  Center, tranmg programs 
provided by outside commercial establishments, and a review of exlstmg and potential traning 
sites We focused on tranlng programs on management, economc analysis, accounting, and 
other related topics dealing with managing a company in a compebtive and commercial 
environment 

3 4 1 I Exlstmg Tra~nmg Programs 

Basically, the Brasov Distnbut~on Company has at least two tramng program providers 
avalable the CONEL T r a m g  Center, with headquarters in Bucharest, and outside pnvate 
contractors such as the Center for Open Distance Education (CODECS) 

CONEL Tra~nrng Center 

Tra&tionally, the CONEL Traning Center has prov~ded most of the tramng for employees The 
Traning Center headquarters include classroom, lodging, and computer traning facilities and 
modern computer equipment/software for simulation of electric equipment, etc The classrooms 
have blackboards, large-screen TVs, and other instrucbonal equipment Lightmg and heating is 
good, and a r  condihoning will be installed by next summer 

Other tranlng facilities are located outside of Bucharest, such as those in Brasov A tour of the 
Brasov facilihes revealed typical classroom arrangements, with desks, blackboards, etc , as well 
as a number of older simulators and other pieces of equipment used for traning in mamtenance, 
repar, and other technical operations Trad~tionally, most technical traning was conducted in 
field traning centers, and Ganagement traning was conducted in Bucharest 

Once a year, the CONEL Traning Center distributes a catalogue of courses avalable to 
supervisors (managers recommend employees for appropriate courses) The catalogue includes 
approximately 126 courses, hsting course objectives, intended parhcipants, course surnrnarles, 
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course levels (introductory, mterrnediate, and advanced), rmnimum and maxlmum enrollments, 
and course duratlon and dates Most of the courses are designed to tran techmcians, engineers, 
and workers Only one section of the catalogue lists courses on management (1 1 courses), as 
follows 

Management for Managers 

Management for Human Resource Directors 

Management of Audits 

Management of Investments 

Management for Promoting Workers 

Management of Supplying Customer Services 

Operating a Company m a Market Environment 

Basic Course in Accounting 

Basic Financial Management 

w Operating Cost and Profit Centers 

Basic Economc Concepts 

Although some of the course titles sound appropnate, it was not posslble to evaluate actual 
content, or whether courses encompass modem economc and management concepts 

The CONEL Tramng Center also offers other services such as text translahons, pnnting, 
aulovisual support, etc 

Outside Tralnlng Program Prov~ders 

Brasov sends some employees to outs~de traning organizations, but such traning is extremely 
limted because it is expenslve However, it was generally feIt that outside traning programs 
were well organized and provided informahon on modern management and economc concepts 

One outside provider is CODECS, a Romanian corporation founded in 1993 that provides 
traning to companies doing business in Romama CODECS was founded by 25 students who 
completed a management course offered by The Open University from England CODECS has 
its headquarters in Bucharest, and has approximately 12 offices throughout Romania, including 
Brasov CODECS now offers several certificate programs, such as a Professional Certificate in 
Management, a Professional Diploma in Management, and a Master of Business Admnistration 
Most courses are self-taught over a penod of 6 months, using manuals designed for programmed 
self-instruchon This allows full-"time employees to reman on the job whle they study at night 
and on the weekends Students meet with mentors about once a month to discuss topics, ask 
queshons, and relate the material to their job responsibilities To complete the course, students 
are required to apply what they have learned in the course to a particular problem at their 
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worksite and take a final exam Generally, mentors and instructors are former CODECS 
students Some of the courses offered by CODECS are 

i The Effectlve Manager 

i Managing Customer and Client Relations 

i Accountmg for Managers 

i Managing Development and Change 

i Managing Resources for the Market 

Higher level courses required for an MBA are 

i Creative Management 

i Corporate Financial Strategy 

i The International Enterpnse 

CODECS also offers short courses in a number of areas, includng management, marketing, and 
financial management The courses are offered in either a classroom envrronment or a &stance 
education system 

As with the CONEL Tramng Center, it was not possible to detemne the content and quality of 
the courses, (1 e , whether the courses included modem management and economc concepts) 
However, unllke CONEL, the courses cover more general concepts and are not specifically 
related to the energy sector CODECS has traned some RENEL employees Other typical 
cllents of CODECS include foreign companies doing business in Romma, such as Coca-Cola, 
Pepsi, Henkel, and DHL 

CODECS has produced tramng matenals in conjunction with other organizations For example, 
it has developed self-teaching traning manuals and a 1-year course for the fishng industry, based 
on funlng from the Bnhsh Know How Fund 

3 4 1 2 Proposed Tra~nmng Programs 

Tralnrng Oblecflves 

A successful restructuring transition requires a traning program capable of retraning employees 
in a number of new areas Objectives of such a traning program include 

Burlding the necessary slulls to operate the company in a competitive environment 

Ensuring implementation of proper management techniques and organizational structures 
to encourage opbmal use of resources (including the workforce itself) 

Buillng employee confidence in themselves and in the success of the restructured 
company 

- -- - - - -  
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The restructuring process is currently under way, and traning in some topics is more urgent than 
others The more urgent topics relate to management, international accounting standards and 
their relahonship to Romanlan accounting standards, tariffs and rate methodologies, human 
resource management and development, and billing and collection procedures As restructuring 
progresses, other toplcs will take on increased importance bid solicitation and evaluation, 
contract negotiation, power purchase agreements, project finance, and economc evaluation 
techniques 

The proposed traning program mght include a series of semnars (2 to 3 days in duration) as 
well as longer tranlng courses (1 to 2 weeks) Study tours to the United States could be designed 
so that participants can observe commercial utilities in operation and speak directly with utility 
managers 

Proposed Tra~nrng Topics 

Suggeshons for longer traning courses (some of whch can be adapted to semnars) include the 
following 

General management of electrlc dlstnbutlon companies Provides upper management 
with an overview of important toplcs, such as organizahonal structure, development and 
execuhon of a business vision, management techniques, financial structure of a pnvate 
enterprise, internahonal accountrng concepts, tmffs, and economc evaluation techniques 
Partzclpants top-level management (general &rectors, dlrectors) 

Leadership m a changlng environment. Teaches dlrectors, HR managers, and managers 
how to lead their orgmzation through the difficult changes that occur dunng corporate 
restructuring Focuses on in&vidual leadershp slulls, theones of change in management, and 
skrlls needed to motrvate staff to embrace new approaches and techniques Particzpants 
senlor- and md-level managers, HRD managers 

Human resource management and development programs Teaches HR managers how 
to (1) use workforce, performance, and salary revlew procedures, (2) develop and use 
incenhve mechmsms, (3) design and establish workforce traning programs (with an 
ad&tlonal focus on adult learning and motivation), (4) perform workforce planning and 
strategic planrung, (5) manage the interview and selection process, (6) improve productrvity, 
and (7) employ total quality management techniques effectively Partzcipants human 
resource managers 

Organlzlng and staffing electrlc utllrtles Demonstrates how to structure and staff an 
organization to &vide the workload appropriately and facllltate efficient workflows, whlle 
simultaneously allowing a utility to fulfill its strategic plan Particpants m d  -and high- 
level executives wlth management responsibility, human resource managers 

I Half-day workshops also could be des~gned, but such workshops are usually too short to cover enough in-depth 
information to be useful 
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Frnanclal accountrng for electrrc utllltles Teaches internahond accounting techniques and 
their relationshp to Romanian accounting practices to help participants create financial 
assessments for external evaluation Participants financial managers and chef accountants 

Management accountlng for electrrc utrlltles Teaches international accounting techniques 
and then relationship to Romanian accountlng practices, allowing participants to assess darly 
operating cash flow needs, manage debt financing, and rase capital from other sources 
Partlclpants financial managers and chef accountants 

Tarlffs and cost of servlce methodologles Provides understanlng of methodologles for 
setting rates, based on cost and other policy considerations, including time-of-day rates, 
customer class rates, and related issues Covers cost of service concepts (so that companies 
understand their costs and manage resources accordingly), revenue requirements, marginal 
distribution costs, and peak-load pricing options Partlczpants accountants, financial 
managers, and managers of rate departments 

Bllllng and collechon methodologles Covers billing procedures, bill design, meter reading, 
collechon procedures (~nvoices, self-assessment, prepayment), service cutoffs, cutoff notices, 
theft-of-service abatement, reconnection procedures, customer relations, metenng equipment 
protection, and billing and collechon department operations Parhczpants managers of 
billing and collection departments 

Econormc evaluation technrques Demonstrates use of the "time value of money7' concept 
to evaluate different economc options (e g , repar versus replace, investment decisions, 
uncertanty and nsk analysis, payback calculations, borrowed money impacts, etc 
Partzclpants hgh- and md-level operahons managers, financial managers 

The need for other trarning topics should be evaluated as restructmng evolves Some suggested 
topics that should be addressed are summanzed below 

Brd preparation, solrc~tat~on, and evaluatron Covers how to deterrmne system needs 
though planning cntena and costs, define evaluahon cntena, prepare bids to solicit 
appropriate informahon for evaluation, develop RFP contents, evaluate bids, and score pnce 
and non-price cntena Partlczpants operations managers 

m Contract negotlatlons and prlvate power project financing Covers power project 
contract negotxations, standard contract provisions, nsk consideratxons, lender considerations 
in evaluahng contracts for financing, financial projecbons, nsk analysis, financial source 
reviews, and public/private partnershps (BT, BOT, BLT, BOOT) Partrclpants upper 
management, financial managers, lawyers 

Demand-slde management Covers end-use efficiency programs, data collection, econormc 
analysis, managing demand-side management activities, energy service companies, and 
program monitoring Partlclpants markehng managers, especially those serving large 
industrial users 
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4 1 OVERVIEW AND SUMMARY 

The efficiency and effectiveness of the company's interactions with its customers is of primary 
importance to its future success Customer interactions may occur m a number of ways, those 
considered are 

Customer service standards 

Electricity losses 

Demand-side management (DSM) 

Billlng practices and collections 

T h s  report exarmnes each of these areas and offers recommendations for mprovlng the services 
offered The work undertaken in the execuhon of t h s  subtask Includes 

Interviews conducted at Brasov7s man office 

Slte visits to the Brasov customer service centers in the clty of Brasov, in the area known 
as "Extenor Brasov" and at the regional centers of Fagaras and Rupea 

Assimlabng other data collected m the execution of t h s  project 

4 1 1 Effects of Changes on Customer Serv~ces 

Recent changes associated wlth the restructuring of REMEL are likely to impact the functionality 
and resources of a number of departments withn the Brasov However, as of September 1998, 
the extent of these Impacts IS uncertan as changes are still belng implemented However, the 
lunds of changes being made are likely to have only rmnimal impact on customer servlce 
departments (pnmmly the marketing and operations groups) 

4 2 CUSTOMER SERVICE STANDARDS 

4 2 1 lntroduct~on 

Customer service standards are formal procedures through whch the dlsimbuhon company 
interacts with its clients T h s  section looks at the company's customer service standards, and 
how the company meets these standards and interacts with customers 

4 2 1 I Provrdrng Customer Servrces 

Customer servlces are provided through the disimbution company's customer service centers1 
These customer servlce centers are located in the following locations 

? 

w Brasov 

The customer servlce centres at Brasov, Sacele, Risnov, Codlea, Fagaras, and Rupea were vislted dunng the field 
v~sit  In September 1998 
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w Exterior Brasov (mcludes centers in Sacele, Predeal, Prejmer, fisnov, Codlea, and 
Feldiora) 

Fagaras (mcludes centers in Fagaras and V~ctoria) 

Rupea 

Customer service centers are staffed with operations staff involved wlth scheduled mantenance 
and fault repars, and marketing staff responsible for metering, delivering mvoices, collecting 
cash, handling public relahons, and contrachng for new business 

4 2 1 2 Defining the Scope of Customer Servrces 

For the purposes of this report, customer services (examned m the follow~ng sections) Include 
procedures related to 

w Repanng faults 

w Collecting cash at customer service centers 

w Provilng information to customers 

Handling customer complants 

w Contrachng for new business 

w Disconnecting service 

4 2 1 2 1 Repalrrng Faults 

Faults in the melum- and low-voltage elecmcity networks are Brasov's responsibility The 
exact procedure depends on whlch network the fault occurs in 

Low-voltage network faults When reported to the customer servlce center, t h s  type of 
fault 1s manually recorded In a lsturbance fault ledger When repared the ledger is 
updated with detals of the fault and how it was repared At month-end, a summarized 
report is prepared detalmg faults by cause for the month 

Medmm-voltage network faults Ths  type of fault is manually recorded in an incident 
fault ledger On completion of the repar 

- The incldent ledger IS updated with detals of the fault and how it was repared 

- A shift ledger is completed, recording actions taken and changes to the network 

- An incident report IS completed in duplicate, one copy is for the customer service 
center, the other is for the Brasov operations department 

Monthly meetings are held to discuss medium-voltage network faults2 and to analyze the 
incident reports After the meetings, the Brasov computer department enters the incident reports 

If tlme permlts, low-voltage faults may be d~scussed 
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and forwards the data to RENEL m Bucharest This computerized fault data is analyzed annually 
by equipment type, cause, efficiency of repar etc 

Targets No targets are set for repar times to elther the low- or medmm-voltage networks As 
shown in Figure 4-1, Arthur Andersen was given average reconnection times for repars to 
damaged above-ground and underground llnes (both urban and rural) 

F~gure 4-1 Average Reconnectlon Tlmes 

Rural 
Urban 

These reconnection times are slgnlficantly longer than the reconnection times recorded for 
Portuguese and Spanish dlstnbubon companies 

Data Collectedfrom Customer Servzce Centers Customer service centers were visited dunng 
the September 1998 field tnp to exarmne fault repar policies The data collected shows wide 
disparities between customer service centers, as illustrated in Figure 4-2 and summarlzed below 

Between 300 - 400 mlnutes 
Between 100 - 200 mlnutes 

Some service centers operate on a 24 hour basis, others do not 

The number of faults recorded vanes between the customer service centers3 

Between 400 - 500 mlnutes 
Between 0 - 100 m~nutes 

Average reconnection bmes I f fef l  

F~gure 4-2 Fault Repalr Data 
? 

Compl~ance wlth 
procedure 
Faults per week 
Average tlme to 
reconnect 

Data should not be seen as accurate - these were estlrnates based on the experience of the intervlewee 
Data should not be seen as accurate - these were est~rnates based on the experience of the intervlewee 

- -- - -- - - 
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4 2 1 2 2 Collect~ng Cash 

Invoices not settled with the meter reader are settled at the customer service centers Small 
consumers and household consumers not in when the meter reader visits, or unable to pay the 
meter reader, are left a note detaling the amount owed and the address of the customer servlce 
center To settle the invoice, the customer vlsits the customer service center and pays the cashier 

Targets There are no targets relating to cash collections at the customer service centers 

Data Collectedfi.om Customer Servzce Centers Customer servlce centers were visited during 
the September 1998 field trip to exarmne the cash collection offices Data obtaned is shown in 
Figure 4-3 

F~gure 4-3 Cash Collectton Data 

Number of customers per 
week5 
Cashiers accept payments for 
set areas only 

The limtted openlng hours of cash collection offices severely lirmts the times when customers 
can pay their electricity bills There are further restrictions in Brasov and Codlea, where 
customers are required to make payments to specific casluers 

The number of customers malung payments at the Brasov customer service center is significantly 
higher than at the other customer service centers Thls is probably due to its longer hours of 
service, larger householder customer base, and more accessible location 

9000 

Yes 

4 2 1 2 3 Prov~ding information to Customers 

Although customer quenes are answered at customer service centers, there appears to be no 
procedure governing t h ~ s  service 

30 

Yes 

Targets There are no targets 

Data Collectedfrom Customer Servzce Centers Customer service cgnters were visited during 
the September 1998 field tnp to determne the number of questions being asked Data collected 
is presented in Figure 4-4 

250 

No 

Data should not be seen as accurate - these were estimates based on the experience of the Interviewee 
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Figure 4-4 lnformat~on Provided to Customers 

Queshons can usually be answered during the standard office hours of 7 AM to 3 PM, except for 
Brasov and Rupea, where times are more restrictive None of the cash collection centers log the 
questions being asked 

4 2 1 2 4 Handlrng Cusfomer Complarnfs 

Customers can make complants at the customer service centers Wntten complamts must be 
logged and answered withn a defined period Meter complarnts are recorded m a ledger, and an 
electmian then makes a visit to replace the defective meter 

Targets There are no targets except for the time to reply to wntten complarnts 

Data Collectedfiorn Customer Servzce Centers Customer service centers were visited during 
the September 1998 field tnp to determne how many complants were being made (see Figure 
4-5) 

F~gure 4-5 Complaints 

Complants are of two types, metenng compliunts and general compliunts 

Data should not be seen as accurate - these were estimates based on the experience of the Interviewee 
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a Metering complants Involve faulty meters and are recorded in a ledger They usually 
result In an electrician replacing the customer's meter 

General complants are usually always verbal and are not recorded Written general 
complants are very rare 

4 2 1 2 5 Contract~ng for New Business 
Customers requinng electnc~ty servlces m excess of lOkW must contract directly with the head 
office in Brasov, customer service centers can make contracts for less than lOkW 

Customer contracts are of two types, the first being a new customer for an ex~s t~ng  connect~on, 
the second is a new customer and a new connection Due to current economc conditions in 
Romania, contracts involving new connections are very rare There are procedures m place 
governing new customer actrvities 

Targets None 

Data Collectedfram Customer Servzce Centers Customer service centers were v~sited during 
the September 1998 field tnp to gather data on the number of new contracts being entered Into 
(see Figure 4-6) Customers signing a new contract must visit the customer servlce center dunng 
the cash office opening hours as a license fee has to be pad  

Number of new 50 15 5 10 8 22 
contracts per week 

F~gure 4-6 New Busmess Data 

4 2 1 2 6 Disconnecting Service 

Contracts for households and small consumers must be temnated at the customer servlce center 
Households and small consumers that have not pad  their bills are cut off by the customer servlce 
center All customers are required to termnate their contracts on moving However, In practice, 
very few consumers actually temnate the~r contracts, most leave w~thout infomng the 
distribution company The contract with the customer sets out the cond~tions under whlch the 
consumer will be cut off 

Targets None 

Data Collectedfrom Customer Servzce Centers Customer servlce centers were vis~ted during 
the September 1998 field t r~p  to gather data on the number of voluntary and Involuntary 
d~sconnectlons the customer service centers processed (Figure 4-7) 

- -- 
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, Small consumers 

F~gure 4-7 D~sconnect~on Data 

4 2 2 Recommendations for lmprovlng Customer Serv~ce 

There are several improvements that can be ~mplemented to improve both the efficiency of 
customer servlce dellvery and the qual~ty of servlce dehvery, as discussed below 

4 2 2 1 Avallabrl~ty of Services 

Customer services are only avalable at certan tlmes, as surnrnanzed in Figure 4-8 

F~gure 4-8 Recommendations on Availab~lrty of S e ~ ~ c e s  

4 2 2 2 Informatron and Complarnt Procedures 
q 

Fault Report~ng 
Not all customer service centers operate a 
24-hour fault reporting service Where a 24- 
hour service is not available, customers can 
leave messages on an answering machine, 
although electricity will not be reconnected 
until the next day 

Fault Repa~rs 
Not all customer service centers operate a 
24 hour fault repair service Where 24 hour 
setvice is not available, the customer 
remains without electricity until the next day 
Cash Collect~on 
Customer Service Centers, and especially 
the cash collection offices, have l~rnited 
opening hours This restricts the customers 
In obtain~ng services and paylng invoices 

There appear to be no uniform procedures on how to process informat~on requests and verbal 
cornplants (Figure 4-9) 

A 24 hour fault reporting setvice should be maintained Two 
alternatives are potentially available 

The creation of a centralized fault reporting service for the 
entire district of Brasov All faults would be reported to thls 
center, which would then notify the respective customer service 
center The centralized fault reporting center would be open 24 
hours a day 
Customer service centers not operating a 24 hours fault service 
should either operate this servlce, or divert calls to a customer 
service center which does operate on a 24 hour basis 

A 24 hour fault repair service should be maintained Where the 
service is not currently available, a 24-hour setvice should be 
introduced 

Customer service centers and cash collection offices should have 
opening hours convenient to the customer, not the distribution 
company The customer service centers should be open outside 
the normal working hours to allow the customers to visit before or 
after work - 
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Frgure 4-9 Recommendatrons on lnformatron and Complaint Procedures 

4 2 2 3 Need for Customer Informat~on Databases 

lnformatlon Requests 
There appears to be no unrform procedure on how to 
process rnformatron requests The process appears to be 
handled on an ad hoc basrs 
Verbal Complalnts 
There appears to be no unrform procedure on how to 
process verbal complalnts The process appears to be 
handled on an ad hoc basrs 

There appears to be very llttle electronic information recorded in respect to customers and 
contacts with customers (Figure 4- 10) 

A procedure should be developed and ~mplemented at 
customer servlce centers to process lnformatlon requests 
eff~c~ently and competently 

A procedure should be developed and ~mplemented at 
customer servlce centers to process verbal compla~nts 
eff rcrently and competently 

Frgure 4-10 Proposed Customer lnformat~on Databases 

Contract lnformatlon 
New household and small consumer contracts are not 
computerrzed There 1s no access to the contract 
outsrde the customer servlce center, and lmmed~ate 
access to customer detarls IS dlffrcult 

Fault Information 
lnformatron on low voltage and med~um-voltage faults 
IS lnrtrally recorded n manual ledgers Thls 
lnformatlon IS rnrt~ally unavailable outslde the customer 
servlce center, and analysls IS rmpossrble wrthout frrst 
computerlzlng the data 
Meter Complalnts 
Complarnts rn respect to meters are recorded rn 
manual ledgers Thls rnformatron 1s unavarlable 
outsrde the customer servlce center, and analysls a 
~mpossrble wrthout first computerrzrng the data 

lnformatlon Request Processlng 
Requests for wformatlon, and how these requests are 
processed, are not recorded The company 1s 
therefore not n a posltron to analyze data to determrne 
whether actlons need to be taken 
Verbal Compla~nt Processlng 
Verbal complarnts, and how these complalnts were 
processed, are not recorded The company IS 

therefore not n a posrtlon to analyze data to determ~ne 
whether actrons need to be taken 

- - 
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A centralized computerlzed customer database should be 
developed that has the flexrbrlrty to record all the customer's deta~ls, 
rncludlng contractual rnformatron, brlllng rnformatron, customer 
contacts, wrrtten complarnts etc 

Any rnteract~ons with the customer, such as blllrngs, querles 
and complarnts, should be recorded on the database so as to 
marntarn an up to-date customer frle 

Wrth thls ~nformat~on qulckly accessible, a better, more 
rnformed servce, can be provlded 

A centralrzed computerrzed fault database should be developed to 
supersede the manual ledgers Data should be cross referenced 
wrth the customer database where appropriate 

The computerrzed fault database should be able to analyze all 
the fault data and be accessrble to all those who require access 

A centralrzed computerized meter database should be developed to 
supersede the manual ledgers Data should be cross referenced 
wrth the customer database where approprrate 

The computerized meter database should be able to analyze 
all the fault data, and be accessrble to all those who requrre access 

Requests for rnformatron, and the steps taken to servrce the 
customer, should be recorded ~n the computer~zed customer 
database The data should update the customers frle, and also be 
separately available to be analyzed 

Verbal compla~nts, and the steps taken to satisfy the customer, 
should be recorded n the computer~zed customer database The 
data should update the customer's frle, and also be separately 
ava~lable to be analyzed 
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4 2 2 4 Customer Serv~ce Targets 

Targets to monitor the quallty of customer services are not set (Figure 4-1 1) 

developed to analyze the performance ~ndlcators aga~nst 
the targets 

Customer Serv~ce Targets 
Targets are not set w~th respect to the number of 
compla~nts per thousand employees, targets In 
respect to the trme ~t takes to reconnect a customer, 
etc 

F~gure 4-1 1 Customer Servrce Targets 

4 3 ANALYSIS OF ELECTRICITY LOSSES 

Performance ~nd~cators of service dellvery should be 
~dent~f~ed Procedures should be developed to collect the 
lnformat~on requ~red to quant~fy these performance 
rnd~cators Targets should be set Procedures should be 

4 3 1 lntroductlon 

Electr~clty losses in the Brasov network are determned to be the difference between total 
electricity received by the transmsslon and dlstnbuhon system and total consumptlon, as 
calculated by total electnclty invoiced 

These losses can be defined as elther technical or commercial Technical losses apply to both the 
transmsslon and dlstributlon networks, and include transmssion losses Commercial losses 
apply to the distnbubon network only, and are the result of 

Losses related to unrecorded or incorrectly recorded energy consumphon 

Fraud (illegal connections to, or appropriations from, the distribuhon network) 

4 3 1 I System Losses 

Losses are monitored separately for the transmssion and distnbution networks For 1996 and 
1997, system losses were estimated by Arthur Andersen as shown in Flgure 4-12 

1 Total I 147 1 128 1 
Flgure 4-1 2 System Losses 

Systemlosses for distr~buhon are approxlmately 11% According to international experts, 4 to 
5% represents a reasonable percentage for losses m a distribution network, with the maximum 
internationally acceptable level of losses being approxlmately 10% The 11% loss for the 
distnbuhon system cannot be further broken down by commercial or technical losses However, 
Brasov management clams that the loss is manly technical in nature 
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4 3 1 2 Reducrng Drstrrbutron Network Losses 

Losses m the d~stribution network are as a result of both technical and commerclal losses 
Potenha1 ways to reduce these losses Include 

Technical loss reductions These losses can be reduced by (1) upgradlng obsolete, 
inefficient equipment (1 e , transformers and conductors), (2) upgradlng the quallty of 
dlstrlbution network cabllng, and (3) monitoring the distnbutlon network by installing real- 
hme morutonng equipment to manage the system effectively 

Thus, technical losses can be reduced through Increased capital expenditure on modem, 
efficient equipment The Brasov branch recogruzes the need to upgrade its dlstributlon 
network, however, owlng to insufficient resources, t h s  is long-term objective 

Comrnerc~al loss reductions These losses can be reduced by 

- Replaczng old meters A sigrzlficant proportion of the electnclty meters7 are shll in 
operaQon well beyond their technical lifespans The techca l  department clams that, 
In most cases where a meter is out of order as a result of old age, recorded elecmcity 
IS either reduced or zero Replacing old electncity meters, especially for customers 
with hgher electricity consumption, could reduce these commerclal losses 

- Usang more accurate meters Commercial losses result from uslng meters with a low 
degree of accuracy The technical department estimates that up to 2% of losses result 
from using such meters Upgrading these meters with more accurate models, 
especially for those customers with higher electrrclty consumphon, could reduce these 
losses 

- Reduclng electnclty thefts Theft of electricity was lnslgnificant when electnclty 
pnces were low However, with the mtroductlon of market reforms and Increases In 
the pnce of electr~city, the incidence of theft of electrrclty has Increased T h s  has 
been made easier by the use of electnclty metenng equipment that was not deslgned 
to prevent fraud 

Meter readers currently report susp~cious wmng, enabling electnclans to vlslt 
customers to investigate T h s  practice should be continued Additionally, meters 
should be upgraded to be more secure aganst fraud T h s  should help reduce 
electncity thefts 

4 3 1 3 Conclusrons 

Reducing technical and commercial losses of Brasov GTDEE will significantly increase lnvolced 
revenues of the company Significant room for improvement exists, as Brasov7s distrlbutlon 
losses are approximately 11%, whereas the ~ndustry's acceptable loss levels are closer to 5% 

F o r  a l l  consumer classes (large company small  company, household) 
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Electtrcity losses are also covered in the Arthur Andersen report 

4 4 ANALYSIS OF DEMAND-SIDE MANAGEMENT OPTIONS 

4 4 1 lntroduct~on 

The Brasov d~strlbution company can directly control the supply of electnclty to ~ t s  customers 
Addihonally, it can also influence the demand for electricity through electricity pricing policles 
and advice given to customers on how to best utilize electricity The latter is called demand-slde 
management (DSM) 

Reduclng overall electricity consumption through DSM techniques, or flattening the electricity 
load curve, is beneficial because it 

Frees generahng capacity for other customers 

Better ublizes baseload electricity throughout the day 

Reduces the amount of peak-load electncity used 

Therefore, DSM can be economcally beneficial, not only for the distnbution company, but also 
for the consumer if these benefits result in lower electtrcity pnces 

4 4 2 DSM - Small Consumers and Households 

As of September 1998, there were no DSM programs in operation for small consumers and 
households Therefore, there are significant opportumhes to influence the electncity 
consumpbon of these customers, as outlined below 

A leafleting campsllgn was in operation up to 2 years ago In t h s  campagn, a leaflet was 
produced offenng customers advice on how to better utihze their electtrcity consumption 
However, when all the leaflets were distnbuted, the campagn ended due to lack of funds for 
additional print-runs 

T h s  leaflebng campagn should be recommenced The onginal leaflet should be reviewed and 
updated to reflect the latest in domestic and small consumer DSM techniques They should be 
avslllable at customer service centers and delivered directly to customers by meter readers 

The company's customer service centers have public relations assistants who answer customer 
questions With appropriate traning, and notificahon to the customer that the service is avalable, 
advice can be given to customers on appropnate DSM issues 

Staff traning requirements should be detemned and the appropnate traning programs should 
be developed The tranlng programs should be targeted to those employees responsible for 
answenng customer questions at customer service centers 
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4 4 2 3 Showroom D~splays 

The Markehng department intends to open a showroom, creating opportunities for static displays 
demonstrahng the potenhal benefits of DSM techniques 

4 4 2 4 Onsrte Energy Audrts 

Currently, no onsite energy au l t s  of households or small consumers are conducted However, an 
opportunity for onsite energy audits exists, as meter readers already visit these customers every 
month or every other month Traning requirements for meter readers should be detemned and a 
traning program developed The meter readers would then be avalable to give onsite advice to 
customers on how to improve energy efficiency 

4 4 3 DSM - Large Consumers 

DSM advice is already provided to large consumers, as discussed below 

4 4 3 1 Analysrs of Load Curves 

Large consumers prepare a 10-day electncity loalng curve on a monthly basis These are 
analyzed by the markehng department and then discussed with the client so as to determne ways 
of flattening the load T h s  is advantageous to the customer as those cornparues with flatter load 
curves have an average electncity pnce that is lower than those with more peaked load curves 

4 4 3 2 Site Vrs~ts 

On request, engineers and elecmcians from the Brasov GTDEE subsilary visit customer 
facilities and offer advice on energy usage 

4 4 3 3 Regular Customer Meetings 

The Markehng department holds quarterly meetings with large customers to inform them of 
changes in electncity prices or regulations Addihonal meetings are held on ways to reduce 
electncity consumphon 

4 4  4 Summary 

For large consumers, electncity consumption is a significant expense that the Marketing 
department believes is already well-controlled by most customers However, the company does 
conhnue to offer a significant level of advice on how to reduce electncity consumption and on 
how to flatten electricity load curves 

For small consumers and households, no DSM advice is glven However, through a limted 
investment in leafleting, employee traning, and a showroom, the company can offer these 

* customers significant levels of advice on how to better manage their elecmcity consumption 
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4 5 ANALYSIS OF BILLING PRACTICES AND COLLECTIONS 

4 5 1 lntroductlon 

Metering, billlng and collections are important business processes, affecting the financial 
performance of the subsidiary and involving significant client contact 

4 5 2 Metering, Bllllng, and Collectrons 

Metering, billlngs and collechons procedures vary depending on the type of customer 

4 5 2 1 Large Consumers 
Large consumers are those consumers with a requirement m excess of lOOkW For these 
customers, meters are read monthly, with invoices being issued twice monthly as follows 

At the end of the month, a first invoice is issued for the contracted consumption for the 
following month 

At the beginning of the following month, after the meter has been read, a second invoice 
1s Issued for the difference between the actual consumpoon (as recorded by the meter 
realngs) and the contracted consumption whch was invoiced at the beginning of the 
previous month 

These invoices are forwarded to the customer's bank for payment withln 14 days Payments are 
then made directly to the distribution company's bank account 

4 5 2 2 Small Consumers 
Small consumers are those customers, other than households, with a requirement of less than 
lOOkW Meters are read monthly for these customers As well as reading the meter, the meter 
reader also issues the previous month's invoice to the customer, who then either 

Pays the invoice irnrne&ately, giving the money to the meter reader 

Pays the invoice later (If the customer is not in, or does not pay immediately, the meter 
reader leaves a note detaling the amount to be pad, and the times at whch payments can 
be made at the customer service center) 

4 5 2 3 Household Customers 
Meters of household customers are read every 2 months, at whch Qme the meter reader also 
issues the previous month's invoice to the customer, the invoiced amount being calculated as the 
actual consumption as recorded by the previous meter reading The customer either 

Pays the invoice immediately, givlng the money to the meter reader 

a Pays the involce later (If the customer ;s not m, or does not pay immediately, the meter 
reader leaves a note detailing the amount to be pad, and the times at whlch payments can 
be made at the customer servlce center) 
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4 5 3 Weaknesses and Recommendat~ons 

The weaknesses of the metering, billing and collections business processes, and the options 
avalable to the distribution company, are as follows 

4 5 3 1 Large Consumers 

Large consumers have their meters read monthly and are invoiced twice monthly, the first 
invoice be~ng an advance payment of the contracted electncity and the second being an adjusted 
invoice The system has the advantage that, as large consumers pay for thelr contracted 
electncity in advance, worlung capital is avalable immediately to pay for the electricity 
distributed 

A potential improvement would be automated meter reading of large consumer electncity 
consumption T h s  would reduce the delay in prepamg the adjusted invoice as meter readers 
would no longer be required to make site visits Addihonally, another benefit of remote, real- 
time meter reahng is that all electricity consumption could be momtored, thereby allowing a 
better allocahon of electncity withn the distnbution network 

4 5 3 2 Small Consumers and Households 

The weaknesses in the metering, billing and collections business processes for these customers 
are 

Delays in invoicing There is a sipficant delay in invoicing current period electncity 
consumphon, as meter readngs are the basis for invoicing actual electricity consumption 
in the following period The invoice that is issued, charging for actual electncity 
consumed, is based on the previous meter readmg The consequences are that (1) for 
small consumers metered monthly, the invoice for actual electncity consumed relates to 
the penod from 2 months to 1 month past, and (2) for households metered once every 2 
months, the invoice for actual electncity consumed relates to the period from 4 to 2 
months past 

Meter readers have responsibility for large quantities of cash Meter readers collect 
significant amounts of cash from both the small consumers and households, creating a 
nsk of theft by ~ r d  parhes and, because meter readers also read the meters, of fraud 

Solutzons There are several potenhal options avalable to the distnbution company 

8 Immediate issuing of lnvoices through the use of portable computers Meter readers 
are equipped with portable computers As the meters are read, the readings are entered 
into the computer and an invoice pnnted using a portable pnnter The invoice is then 
issued, and the cash collected 

The advantage of ths  approach is that delays in invoicing are elirmnated For small 
consumers, the invoice IS calculated on the electricity consumed in the previous month, 
and for household consumers, the invoice is calculated on the electricity consumed in the 
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previous 2 months However, tlns approach rases several issues that will need to be 
addressed 

- Regulations d~ctate znvozce format Regulations define the format of the invoice 
including size, which must be A4 Either an A4 pnnter w ~ l l  be required, which increases 
size of the computer equipment needed, or the regulations must be changed, allowing for 
lnvoices to be generated by smaller hand-held computers and printers 

- No d~vzszon of dutles Under thls proposed approach, the meter readers will have 
respons~b~lity for both Invoice preparatron and collect~ons However, the potential threat 
of fraud through luckbacks (from under-readng customer meters) can be reduced through 
random meter aud~ts 

Postzng of lnvozces Under this approach, meter readers take reahngs and transnut data, 
either electronically or by fax, to the customer service centre responsible for generatrng 
invoices Invoices are then pnnted and sent to the customer by post Customers make 
payments either at a customer service center by post, or by using the banlung system 

The advantage of thls approach is that delays in invoicing are ehmnated For small 
consumers, the invoice is calculated on the electricity consumed m the prevlous month, 
and for household consumers, the involce is calculated on the electrrc~ty consumed in the 
previous 2 months Another advantage is that meter readers are no longer respons~ble for 
cash collections, reducing the possibility of theft and fraud However, several issues mse 
that will need to be addressed 

- Unrelzab~hty of postal system The Marketing department considers the postal system to 
be insufficiently reliable to guarantee the delivery of invoices to the customer Also, as 
few customers have bank accounts and access to checks, any payments sent by post will 
probably be in cash Agan, doubts reman as to the rehabihty of the postal system for 
payments submtted by post 

- Underdeveloped bankzng system The banlung system is underdeveloped when compared 
with Western Europe and the United States There are very few banks outside central 
Brasov, and very few customers have bank accounts Therefore, payment of invoices at 
banks is considered unrealistic for most customers at &us time 

- More cashzers requzred As payments are unlikely to be made via the bankrng system or 
by post, collectrons will need to be handled at customer service centers It is likely that 
more cashiers w~l l  be needed to cope with the increased volume of payments made at the 
centers 

- Monthly household meter readzng Instead of household meters being read once every 2 
months, household meters would be read monthly Tlns has the advantage of reducing 
the invoicing delay to 1 month However, invoicing for small consumers and household 
customers would shll be delayed for at least 1 month, and the number of meter readers 
would need to be increased significantly 
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Delays in invoicing of small consumers and households customers is the most sigmficant 
weakness 

However, as a result of the perceived Inadequacies of the postal system, underdevelopment of the 
banlung system, and the small percentage of customers who have bank accounts, the scope for 
change is limted Of the ophons considered, havlng meter readers issue invoices using portable 
computers appears the most viable Thls should be senously considered 
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Thls Appendlx contans Romanian Electr~clty Authority Brasov Transmsslon and Dlstnbution 
Branch financial statements prepared in accordance w ~ t h  international accounting standards as of 
December 3 1,1997 and 1996, unaudited 
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ROMANIAN ELECTRICITY AUTHORITY 
BRASOV TRANSMISSION AND DISTRIBUTION BRANCH 

BALANCE SHEETS 
AS OF DECEMBER 31,1997 AND 1996 

UNAUDITED 
RomanIan l e ~  In thousands 

Assets 
Property plant & equ~pment 

Plant In servlce 
Less Accumulated deprec~at~on 

Construct~on work In progress 
Total property, plant and equ~pment 

Other noncurrent assets 
Current assets 

Cash 
Accounts receivables, net 
Inventor~es, net 
Unbllled revenues 

Total current assets 
Total assets 

L~ab~l~tres and equ~ty 
Owners' equlty 

Cap~tal 
Accumulated deflcrt 
Revaluat~on surplus 

Total owners' equlty 
Other noncurrent l~abllrt~es 
Long-term l~abllrt~es 

Customer depos~ts 
Total long term l~abrl~t~es 

Current l~ab~l~ties 
Accounts payable 
Accrued llabrl~t~es 
Other l~abll~t~es 

Total current lrabllrt~es 

Note 1997 

Total l~ab~l~t~es and equ~ty 305,277,234 223,515,525 
The accompany~ng notes are an lntegral part of these financ~al statements 
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ROMANIAN ELECTRlCllY AUTHORITY 
BRASOV TRANSMISSION AND DISTRIBUTION BRANCH 

STATEMENTS OF OPERATIONS 
FOR THE YEAR ENDED DECEMBER 31,1997 

UNAUDITED 
RomanIan let In thousands 

Revenues 
Commerclal and industrial revenue 
Sales to railways 
Residentral revenue 
Public streets llght~ng 
Sales to publrc authorities 
Other revenues 

Total revenues 51 1,051,461 

Operatlng expenses 
Purchased power 
Materials and supplles 
Salarres and wages 
Repalrs and maintenance 
Depreciation and amortrzatlon 
Taxes other than Income 
Other operation expenses 

Total operating expenses 

Operating income (loss) (4,151,331) 

Other income (expense) 
Dlsposal of property, net 
Other, net 

Total other income (expense) 

Net loss before income taxes (2,889,518) 

income taxes 

Net Income (2,889,518) 

The accompanying notes are an integral part of these fmanc~al statements 
* 
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ROMANIAN ELECTRICITY AUTHORITY 
BRASOV TRANSMISSION AND DISTRIBUTION BRANCH 

STATEMENT OF CASH FLOW 
FOR THE YEARS ENDED DECEMBER 31,1997 

UNAUDITED 
Roman~an l e ~  In thousands 

Operat~ng actlv~tles 
Net proflt (loss) 
Adjustments to reconcile net loss to net 

cash provlded by operating actlvltles 
Deprec~at~on and amortizat~on 
Gain on dlsposal of fixed assets 
Changes In current assets and llabllltles 

Accounts receivable, net 
Inventor~es, net 
Unbllled revenues 
Accounts payable 

Accrued liabllltles 
Other current llablllt~es 

Net cash provrded by (used In) operating actlvrtres 

lnvest~ng actlvltles 
Addltlons to property, plant and equ~pment 

Add~tlons to other assets 
Guarant~es recelved 
Proceeds from fixed assets disposals 

Net cash used m investing actrvrtres 

Flnanclng activ~t~es 
Proceeds from customer deposlts 

Net cash provided by financrng activitres 

Net ~ncrease (decrease) rn cash 2,004,883 

Cash at beg~nnlng of year 660,970 

* Cash at end of year 2,665,853 

The accompanyrng notes are an rntegral pad of these f~nanclal statements 
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ROMANIAN ELECTRICITY AUTHORITY 
BRASOV TRANSMISSION AND DISTRIBUTION BRANCH 

PRO FORMA STATEMENTS OF CHANGES IN OWNERS' EQUITY 
FOR THE YEARS ENDED DECEMBER 31,1997 AND 1996 

UNAUDITED 
Rornan~an l e ~  In thousands 

Accumulated Revaluation 
Cap~tal def~clt Surplus Total 

Balance at January 1,1996 3,205,760 (6,072,007) 193,464,483 190,598,236 

Net loss 

Balance at December 31,1996 3,205,760 (13,541,550 0 183,128,693 

Net loss (2,889,518) (2,889,518) 

Balance at December 31,1997 3,205,760 (1 6,431,068 0 180,239,175 

The accompany~ng notes are an rntegral part of these financral statements 
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A 1 ORGANIZATION AND OPERATIONS 

BRASOV TRANSMISSION AND DISTRIBUTION ("The Company") is one of the 42 branches 
of the Electricity Distribution and Transmission Group of the Romanian Electricity Authority 
(RENEL) RENEL IS a regie autonome established as a state owned public entlty by a 
Governmental Act In November 1990 as the successor of the prior Ministry of Electricity, which 
was established in 1959 As of December 3 1, 1997, RENEL remans wholly owned by the State 
The distribut~on and transrmssion (D&T) network is operated by these branches 

Retal electricity rates for RENEL are established by the Compet~tlon Protection Council under 
the direction of the Ministry of Finance The branch relies upon RENEL to establish rates, 
approve budgets, provide capltal for investment and many other tasks 

Rate increases approved by RENEL in 1996 and 1997 are as follows 

Electrlclty Rates 
January 1 to July 1, 1996 80,600 42 4 
July 2, 1996 to February 28,1997 127,300 42 4 
March 1,1997 to November I, 1997 365,000 50 0 
November 2,1997 - 385,075 50 0 

Electricity rate increases approved m 1997 and 1996 have not been adequate to fully cover 
Increases m the Company's costs Due to a favorable m x  of comrnerclal and residential 
customers, the average rate per megawatt hour bllled during 1997 was about 52 USD per 
megawatt 

Competibon is expected to be introduced in at least the generation sector In addition, certan 
achvities, particularly generation and chstnbution, may ulhmately be partially or fully pnvahzed 
It IS not possible at thls hme to determne the effects of such restructuring, and accordingly it has 
not been considered in the preparation of the accompanying financlal statements 

A 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A 2 1 Basls of Accountlng 

FRE BRASOV mantans lts books and records in accordance with accounhng pnnclples and 
pracbces mandated by the Romanlan Government The accompanying financial statements 
reflect certan adjustments and reclassifica~ons not recorded m the accounting records of the 
Company in order to conform the Romman statutory accounts to financlal statements prepared 
in accordance with International Accounting Standards ("IAS") Issued by the International 
Accountlng Standards Comrmttee 

A 2 2 Hyperlnflat~onary Economy Accountlng 

IAS 29 ("F~nancial Reporting in Hyperinflationary Economies") requlres that financral 
statements of enterprises that report In the currency of a hyperinflatlonary economy be stated in 
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terms of the measuring units current at the balance sheet date IAS 29 indicates that reporting 
operating results and financial posihon in the local currency without restatement is not useful 
because the money loses purchasing power at such a rate that the comparison of amounts from 
transactions and other events that occurred at different times, even within the same accounting 
period, is msleading 

L4S 29 suggests that economes should be regarded as hyperinflationary if they meet certan 
criteria, one of which is if the cumulative inflation rate over a period of three years exceeds 
100% The general pnce inflation rates for the years ended December 31, 1997 and 1996, were 
152% and 57%, respectively, and 404% over the three years ended December 3 1,1997 and 224% 
over the three years ended December 3 1, 1996 Therefore, the provisions of IAS 29 would 
normally be required in the preparation of these financial statements 

As discussed later in thls Note, property, plant and equipment in the accompanying financial 
statements have not been restated in accordance with IAS 16 ("Property, plant and eqmpment") 
and IAS 29 As property, plant and equipment represent approximately 5 1% and 80% of total 
assets as of December 31, 1997 and 1996, respectively, hypennflahonary accounting has not 
been applied to these financial statements 

A 2 3 Property, Plant and Equipment 

In accordance with requirements of the Romanian Government, tangible property, plant and 
equipment have been revalued twlce through December 3 1,1997 and in the accompanying 
financial statements are stated at neither historical cost nor f a r  value as is reqwred by IAS 16 
IAS 16 p e m t s  the revaluahon of property, plant and equipment to fau value by an apprasal of 
market value or if there is no evidence of market value, the assets can be valued at their 
depreciated replacement cost The revaluations recorded by the company were primanly 
calculated as noted below by multiplying the net asset value by a multiplier deterrmned by the 
Government No professionally qualified valuers were engaged and the multiplier was not 
necessarily related to market value or depreciated replacement cost In addition, such carrying 
values would need to be adjusted for the effects of hypennflation (IAS 29) as discussed earlier in 
thls Note As the initial carrying values are not stated in accordance with IAS 16, the Company 
has not adjusted the carrying values of property, plant and equipment for the effects of 
hyperinflabon The adjustments required for restatement in accordance with IAS 16 and 29 are 
not readily detemnable 

The first statutory revaluation came into effect on February 1, 1992 and revalued the property, 
plant and equipment using a combination of replacement cost, if detemnable, and factors, which 
ranged from 1 to 14 3 times the assets' historical cost for assets purchased prior to that date Thls 
revaluation did not change the h~stoncal accumulated depreciation 

The second statutory revaluation came into effect on October 1, 1994 and used factors by asset 
class whch ranged from 1 to 15 1 times the assets' historical cost for assets purchased prior to 
that date, including the assets previously revalued This revaluation did not change the hstoncal 
accumulated depreciation 
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Additions subsequent to the revaluations are recorded at cost, and include matenals, labor and 
payroll related costs The cost of mantenance, repars, and replacement of rmnor items is 
charged to mantenance expense as incurred Renewals and betterments are generally capitalized 
if the efficiency of the asset is increased and the financing for the renewal or betterment was 
primmly from external sources If the renewal and betterment was internally financed, the costs 
may be expensed when incurred Upon sale or retirement of property, plant and equipment, the 
cost and related accumulated depreciation are removed from the accounts Any resulting gans or 
losses are included in the detemnation of net income 

Grants FRE Brasov, as a branch of RENEL's Distnbution and Transmssion company, receives 
grants from the Government of Romania Prior to October 1994, RENEL collected, as a pornon 
of a tanff, amounts from customers designated for development and RENEL invested these 
amounts in accordance with the investment program approved In September 1994, the 
government decreed that amounts collected from customers for development are to be remtted to 
the government and each year the government would budget for a distribution to RENEL 
Generally, the funds rermtted to the government are returned to RENEL when expenditures on 
the designated projects are incurred There is no requirement that the amounts collected have to 
be returned to RENEL and the amounts distributed to RENEL are restricted for investment in 
designated projects 

A 2 4 Depreciation 

Property, plant and equipment is depreciated using the straght line method over a composite rate 
of the previous and current statutory lives for each asset class The statutory depreciable lives 
were revised on January 1, 1994 by Law 15 of 1994, and the Company uses a composite rate 
based upon a formula as detemned by the Ministry of Finance 

According to Romanian law, the depreciable lives in years used for property, plant and 
equipment, classified in accordance with Romanian Accounting Standards ("RAS") under the 
previous and current requirements, are as follows 

Note Prev~ous Current 
Bu~ld~ngs 1 15-100 6-60 
Special construct~ons 2 8-1 50 3-60 
Machinery 3 5-50 3-20 
Instruments and tools 4 5-30 5-20 
Transportat~on 5 4-40 4-20 
Off ~ c e  Equ~prnent 6 4-25 3-1 5 
Others 10 

Notes 
1 Deprec~able llfe ("DL") depends on the type of the building For admlnistratlve bulldlngs the DL was 90 - 100 years 

under prevlous law and IS 50 - 60 years under the new law 
2 For speclal construct~ons for transport of electrlclty the DL is 10 - 60 years under the previous law and 12 - 40 years 

under the new law Hydro power plants have a DL of 60 - 120 years under the previous law and 50 years under the new 
law 
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3 Machinery used by Brasov branch consist~ng of transformers and motors, have 10 - 40 years DL under the prevlous law 
and 8 - 20 years under the new law 

4 Equipment for electr~c measurements and for process control has a 20 year DL under the previous law and 10 years 
under the new law Computers are deprec~ated over 8 years under the previous law and 6 years under the new law 

5 Under the prevlous law some transportat~on categor~es were deprec~ated over number of kilometers Automobiles are 
deprec~ated over a per~od of 5 - 6 years under the new law 

6 Coplers, phones, faxes are deprec~ated over 15 years under the previous law and 5 years under the new law 

The average effechve depreclation lives used for major classes of property, plant and equ~pment 
were as follows 

Bulld~ngs 
Spec~al construct~ons 
Machlnery 
Instruments and tools 
Transportat~on 
Others (~ncludlng offlce equ~pment) 

Average Deprec~at~on 
L~fe (years) 

1997 1996 
32 99 
27 55 
10 26 
10 20 
9 22 
6 4 

Overall, depreciahon expense was equivalent to an average annual hfe of 20 years or 5% and 46 
years or 2 18% in 1997 and 1996, respectively Not included in the lives above or in the 
composite rate for 1996 IS 14 blllion lel of accumulated depreciation not recorded in the statutory 
accounts as Instructed by the Mlnlstry of Fmance, but recorded in the accompanying financial 
statements Including the 1996 portion of that 14 bllhon lei expense (5 7 billion lei), the overall 
effechve DL for 1996 was 20 years representing a composite depreclatlon rate of 5% of the gross 
value 

According to IAS 16, the depreciable amount of an Item of property, plant and equipment should 
be allocated to expense on a systemahc basis over its useful life The depreciation method used 
should reflect the pattern in whch the asset's economc benefits are consumed by the enterprise 
The depreciable lives uhlized by the Company are not representative of the economc and 
technical life of the underlying assets Although the Company cannot detemne the amount of 
accumulated depreclation requlred in accordance with U S ,  such amount would s~gnificantly 
exceed the 22 9 billlon lel and 12 7 bllllon lel of accumulated depreclatlon as of December 3 1, 
1997 and 1996, respectively, recorded in the accompanying financial statements 

Cash Cash includes cash in l e ~  on hand and in current accounts wlth banks 

A 2 5 Inventories 

Under IAS, a Company should generally select one inventory valuation method for each type of 
stock and use it consistently 
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The FIFO (first input first output) is the official method of stock valuation used by the Company 
The Company is not able to detemne the impact of inconsistently using the valuation method 
The most common departure from the FIFO method is the usage of other price category than it 
should In most of the cases, the stock valuation is not starting wlth the first (oldest) input price 
but w~th  the price category that fit the quantity requested 

Spare parts, materials and supplies are pnnclpally composed of transmssion and distribution 
networks mantenance materials Cost is detemned based on actual invoiced costs These 
matenals and spare parts are recorded in inventory when purchased and then expensed or 
capitahzed to plant, as appropriate, when installed 

A 2 6 Income Taxes 

Current income taxes are provided on statutory income, as adjusted for certan Items by tax 
legislation, at a rate of 38% Losses have a three-year carry forward penod 

A 2 7 Employee Beneflts 

Contnbuhons are made by the Company to the Government's health, retirement benefit and 
unemployment schemes at the statutory rates in force dunng each year, based upon gross salary 
payments The cost of these payments is charged to the income statement in the same period as 
the related salary cost 

The Company has no liability under Romman law with respect to future pension costs for its 
employees 

A 3 PROPERTY, PLANT AND EQUIPMENT 

The movements of property, plant and equipment from December 3 1, 1996 to December 3 1, 
1997, are as follows, in thousands of lei 

Gross book value 1996 Addltrons Retirements 1997 
Bulldlngs 13,504,782 1,960 396 13,506,346 
Spec~al ~nstallat~ons 150,779,511 1,320,860 152,100,371 
Mach~nery 35,599,667 53,230 238,982 35,413,915 
Instruments and tools 904,734 361,638 1,266,372 
Transportat~on 1,517,212 1,077,949 2,480 2,592,681 
Other 127,299 13,262 9 140,552 

202,433,205 2,828,899 241,867 205,020,237 
Accumulated deprecrat~on 1996 Prov~s~on Retirements 1997 
Bulld~ngs 273,349 41 8,295 396 691,248 
Spec~al ~nstallat~ons 8,465,945 5,687,027 14,152,971 
Machinery 3,747,427 3,720,092 104,690 7,362,829 
Instruments and tools 63,917 128,505 192,422 
Transportat~on 137,468 297,220 2,480 432,209 
Other 3,006 25,252 9 28,249 
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41 7,561,514 10,276,391 2,489 432,904,396 
IAS addltlonal deprec~at~on 14,077,703 14,077,703 

26,768,815 10,276,391 107,575 36,937,631 
26,768,8 15 10,276,391 107,575 36,937,63 1 

I The movements of property, plant and equipment from December 3 1, 1995 to December 3 1, 
1996, are as follows, in thousands of lel 

Gross book value 1995 Addrt~ons 
Bulldrngs 13,507,693 
Speclal lnstallatrons 150,362,946 41 8,195 
Mach~nery 37,511,409 42,548 
Instruments and tools 775,787 193,737 
Transportat~on 1,257,997 264,601 
Other 1 15,586 51,293 

203,533,413 970,374 

Ret~rements 1996 
2,911 13,504,782 
1,630 150,779,511 

1,954,290 35,599,667 
64,790 904,734 
5,386 1,517,212 

39,580 127,299 
2,068,587 202,435,201 

Accumulated deprec~at~on 1995 Prov~s~on Ret~rements 1996 
Bulldlngs 139,948 136,312 2,911 273,349 
Specla1 ~nstallatlons 5,728,811 2,738,764 1,630 8,465,945 
Machinery 2,651,158 1,395,143 298,874 3,747,427 
Instruments and tools 83,992 44,715 64,790 63,917 
Transportatton 76,416 66,438 5,386 137,468 
Other 1 1,003 31,583 39,580 3,006 

8,693,323 4,412,955 413,171 12,693,108 
IAS add~t~onal depreclation 8,368,998 5,708,705 14,077,703 

17,060,326 10,121,660 413,171 26,768,815 

I As discussed in Note 2, the IAS addihonal depreciation in the tables above consists of 

I 
accumulated depreciation not recorded in the statutory accounts as instructed by the Minlstry of 
Finance, but recorded in the accompanying financial statements 

I 
The composition of construchon in progress ("CIP) as of December 3 1, is as follows (in 
thousands of lei) 

New connect~ons 
Grld network ma~ntenance 
M~cro hydro plants 
Bulld~ngs 
Others 

I 
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A significant pomon of the CIP balance has been in construction for a number of years Idle 
construction for facilities that may never become operational are estimated at 294 rmllion lei 
Due to the uncertxnty regarding the future utilization of these assets, no write down of these 
assets has been recorded in the accompanying financial statements 

As discussed in Note 2, the Company has recorded two revaluations in accordance with RAS, 
whlch inflated the balances of all major classes of property, plant and equipment The objective 
of the revaluations was to establish a more realistic view for the tangible property, plant and 
equipment of Romanian enhties, considering the effects of inflation 

The Increase in the property, plant and equipment accounts for the two revaluations performed, in 
thousands of lei, is shown below 

Carry~ng Accumulated Net Value 
Value Deprec~at~on 

F~rst revaluat~on 28,847,457 28,847,457 
Second revaluat~on 164,617,026 164,617,026 
Cumulat~ve effect of Revaluat~ons 193,464,483 193,464,483 

A 4 ACCOUNTS RECEIVABLE 

The composition of accounts receivable, as of December 3 1, respectively, is as follows (in 
thousands of lei) 

Trade receivables 
Other receivables 
Total rece~vables 
Provision for doubtful accounts (8,010,836) (1,993,619) 

Accounts receivables, net 121,003,574 40,596,489 

A substanhal portion of the accounts receivable balance was past due as of December 3 1, 1997 
and 1996 Based on recorded sales amounts and the year-end gross receivable balances, there 
were 6 1 and 59 days of electricity sales in accounts receivable as of December 3 1, 1997 and 
1996, respectively 

A provision for doubtful accounts is not deductible, and generally not recorded under RAS, 
unless the customer has been declared bankrupt in a court of law IAS requires assets to be 
carried in the financial statements at an amount expected to be realized An allowance for 
doubtful accounts has been recorded in the accompanying balance sheet to reduce accounts 
receivable to estimated net realizable value 
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A 5 INVENTORIES 

The composition of inventories m thousands of lei as of December 3 1, IS as follows 

1997 1996 
Plant mater~als and operat~ng suppl~es 4,593,330 1,504,153 
Merchandise 21,879 2,912 
Other materials and suppl~es 1,327,403 949,277 

Total ~nventorres 5,942,6 12 2,456,342 

A 6 OWNERS' EQUITY 

The components of equity, in thousands of lei, as of December 3 1, are as follows 

Capital 
Accumulated deflc~t 
Revaluatron surplus 

Total 180,239,175 183,128,693 

The capital account represents the net assets transferred upon reorganizahon from the Romanian 
Government to the Company on December 1, 1990 See Notes 2 and 3 for d~scussion of the 
revaluations of property, plant and eqmpment 

The effect on net income (loss) of differences in IAS and RAS is as follows (in thousands of lel) 

Net lncome per RAS 
Adjustments to RAS net lncome 

Provlslon for doubtful accounts 
Customer connectron 
Cap~tal loss on f~xed assets d~sposals 
RAS deprec~atron not recorded 

Total adjustments to RAS net lncome 
Net loss per IAS 

Note 1997 1996 
d 3,245,806 1,888,197 

A reconciliation of RAS capital accounts to IAS capital accounts is as follows (Certan RAS 
accounts were summarized in the following presentation), in mllions of lei 

Retamed Revaluation 
Note Caprtal Earnrngs Surplus Total 

December 31,1997 
Balance per RAS 198,981,544 3,245,806 202,227,351 
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Reclass~f~cation of capital to 
revaluat~on surplus 3 (1 93,464,483 193,464,483 

Reclass~f~cat~on of Items from 
) 

capital to accumulated def~cit (2,311,301) 2,311,301 - - 
RAS deprec~at~on not recorded 3 (1 4,077,703) - (1 4,077,703) 
Prov~s~on for doubtful accounts 4 - (8,010,836) - (8,010,836) 
D~v~dends to parent company 1,889,071 1,889,071 
Cap~tal loss on f~xed assets (1,789,707) (1,789,707) 

d~sposals 

Balance per IAS 

Balance per RAS 
Reclass~flcat~on of cap~tal to 

revaluat~on surplus 
Reclass~flcat~on of Items from 

cap~tal to retained earnings 
RAS depreciat~on not recorded 
Provis~on for doubtful accounts 
Capital loss on f~xed assets 

d~sposals 
Balance per IAS 

December 31,1996 
198,967,234 1,888,197 - 200,855,431 
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A 7 ACCOUNTS PAYABLE 

The composition of accounts payable (including the payables to affiliates), in thousands of lei, is 
as follow 

1997 1996 
Payables to affiliates for power purchased 11 3,909,422 11,941,665 
Other suppl~ers 2,419,065 3,050,810 

Total accounts payable 11 6,328,487 14,992,475 

A 8 ACCRUED LIABILITIES 

The composltlon of accrued liabilities, in thousands of lei, is as follows 

VAT payable to government 
Accrued payroll 
Other employee benef~ts 
Other liabll~t~es to government 
Accrued taxes 

Total accrued ltabll~t~es 

A 9 INCOME TAXES 

Under Romanian tax law, losses can be carned forward for three years The Company has not 
recorded the RAS tax carry forward or the carry forward resulhng from the deductible IAS 
adjustments as the generahon of income in the next three years is dependent upon adequate 
electric power rate increases to be approved by the Ministry of Industry and Commerce and the 
Council for Compeltion, the likelihood of whch cannot be predicted 

A 10 COMMITMENTS AND CONTINGENCIES 

Year 2000 

The Year 2000 issue is the result of computer programs being wntten using two digits rather than 
four to define the applicable year As the century date change occurs, date-sensitive systems may 
recognize the year 2000 as 1900, or not at all Thls could potentially result in a major system 
falure or mscalculations of financial and operational information systems 

The Company presently utilizes software and related technologies throughout its businesses that 
may be affected by the date change in the year 2000 The Company believes that, with current 
"Year 2000" compatible software, modifications to existing software and converting to new 
software, the Year 2000 issue will not pose significant operational concerns for the Company's 
information systems However, if such modrfications and conversions are not completed on a 
tlmely basis, there is the potential that the Year 2000 issue may have an adverse Impact on the 
performance of the information systems of the Company 
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As of December 3 1, 1997, the Company has not assessed the impact of the Year 2000 issue on its 
operahons, including the development of cost eshmates for and the extent of programrmng 
changes requlred to address ths  issue It is anticipated that these Year 2000 costs will likely 
result in an increase to Company expenses during 1998 and 1999 

Other 

The Company is and may become a party to certan lawsuits or governmental actions before 
various courts and governmental agencies msing from the course of normal business and 
involving personal injury, environmental issues, profit and value added taxes, salary taxes, other 
taxes, rates and other matters 

The titles to the land on which certain constructions are located are held by the respective municipalities 
and Romanian law prevents the Company from obtaning these titles 

The impact upon the company from these and certan other matters cannot be estimated and may 
have a significant impact upon the Company's financial posihon or results of operations 

A 11 SUBSEQUENT EVENTS 

On July 3, 1998 the Government of Romama issued Government Decislon no 35 that 
restructured RENEL into three separate companies the Natlonal Electncity Company, the 
Nuclearelectnca SA and the Regie Autonome for Nuclear Activities The National Electncity 
Company will be comprised of three subsldlanes &droeIectrrca Company, Termoelectnca 
Company and Electr~ca Company The Hidroelectna Company will operate 10 hydroelectric 
plants The Termoelectnca Company will operate 24 thermal electnc plants The Electnca 
Company will provide dstnbution services at 42 branches The Nuclearelectnca SA will 
provide elecmc power through nuclear energy production and engage in nuclear fuel produchon 
The Regie Autonome for Nuclear Achvihes will engage in heavy water produchon and related 
nuclear energy research and development 
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This Appendix e x m n e s  the ch;lracterist~cs of the Brasov subsldlary in respect to the other 
subsidiarles 

B 1 CUSTOMERS 

Brasov has approximately 228,000 customers, the majorlty of these being households This is 
fewer than the other non-Bucharest Trmsmission and Distribution subsidiaries, but the difference 
is not significant The division of these customers between large and small users, and between 
household, social and industrial customers, is approximately the same 

The Transmssion and Distribution subsidianes have more customers, on average, than the 
Distribution subsidianes, although, because there are more distnbut~on subsidiarles, the Iatter 
have, in total, more customers 

Table 8-1 Number of Customers, by category 

Brasov's customer base is comparable in both numbers and make-up to the other subsidiaries 

B 2 DISTRIBUTION NETWORK 

B 2 1 Transmrss~on Electric Lrnes 

The Transmssion and Distnbutlon subsidiary at Brasov has less transmss~on line (86 1 5km) 
than the average (1,442km) Of this transmission line, there is significantly less 1 lOKV llne, 
and sllghtly more 400KV line Thrs results in Brasov having a higher proportion of the higher 
voltage 400KV Ime, which may be expected to affect the amount of electricity lost through 
transmrssion 

' Average euclud~ng Bucharest [June 19981 

Average excluding Bucharest [June 19981 
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Table 0-2 Kilometres of Electr~c Lines 

Brasov 
Average exclud~ng Bucharest 
Total all electr~c l~nes 

B 2 2 Transformer Substat~ons 

Brasov has fewer transformer statlons than the average non-Bucharest Transrmss~on and 
D~stnbutlon subsld~ary, w ~ t h  a higher proportlon of these transformer substat~ons be~ng of higher 
voItage Thls is to be expected as Brasov has less transrmssion l ~ n e  than the other subs~dlaries 

9 
154 

Table 8-3 Number of Transformer Substat~ons 

277 
233 

4,392 

Brasov 
Average exclud~ng Bucharest 
Total transformer substat~ons 

B 2 3 Medlum Voltage Dlstr~but~on Network 

Brasov has a shorter medium voltage distr~butlon network than the averase non-Bucharest 
Transrmsslon and D~stnbutlon subsidiary However, the proportion of underground cabIe (40%) 
is slgnlficantly hgher than the average (23%) 

205 
3,562 

1 

The average non-Bucharest Transmss~on and D~strlbution subsidiary has a larger medlum 
voltage dlstnbutlon network, with a greater proportlon being underground, than the average non- 
Bucharest Distnbuhon company 

1 Brasov 1,648 1 28 1 485 1 631 1 631 1 

575 
985 

17,716 

2 
1 

21 

Table 8-4 K~lometres of Med~um Voltage Dlstr~but~on Network 

9 
7 

279 

3 
46 

Average T&D company 
Average D company 
Total all electric llnes 

Transformer Points 
9 

As to be expected Brasov has fewer transformer points w ~ t h  a h~gher proportion of these 
transformer polnts being of lower voltage, than the average non-Bucharest Transmsslon and 
Distr~butlon subsidiary Thls 1s a reflection of Brasov's smdIer, lower voltase distrlbutlon 
network 

861 
1 439 

26,103 
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39 
46 

867 

2,441 
2,008 

40,211 

41 
50 

935 

52 
11 

843 

327 
238 

5,639 

148 
2 

2 370 

29 1 
83 

4,667 

3,259 
2,342 

53,730 



The average non-Bucharest Transrmssion and D~stribution subsidiary has more transformer 
points than the average non-Bucharest D~stnbution subsidiary Agcun, thls is a reflection of the 
"average" medium voltage dstrrbuhon networks 

I Brasov 911 1 I 405 1 405 1 

Table B-5 Number of Transformer Polnts 

Average T&D company 
Average D company 
Total transformer pornts 

B 2 4 Low Voltage D~str~butlon Networks 

Brasov has a shorter low voltage distnbutlon network, with the network being proportionately - 
more underground, than the average non-Bucharest Transmsslon and Dlstnbution subsidiary 

1,622 
1,172 

55,791 

The average non-Bucharest Transrmssion and Distnbuhon subsilary's low voltage network is 
Ionger and w~th a hlgher proportion of underground lines than that for the average dlstnbuoon 
subsl&ary 

Table 0-6 K~iometres of Low Voltage D~str~but~on Network 

101 
12 

5,086 

RENEL's Transrmsslon and Distribubon subsidlay at Brasov IS representative of the other non- 
Bucharest Transrmssron and Distnbu~on subsldlaries However firstly, the transrmsston gnd IS 

shorter than the average, with a greater propomon of lugher voltage hnes, and secondly, the 
medurn and low voltage networks are aIso shorter than average, w~th  a hgher proportion being 
underground 

8 3 OPERATING AND FINANCIAL COMPARISONS 

207 
52 

4,607 

The following table shows operating statistics for the Brasov GTDEE sub~~d~ary ,  for the 
'average' GTDEE subsidiary and Brasov's ranlung with the other D~stnbution and Transrmssion 
subsrdlanes (between 1 and 42) 

1,930 
1,236 

65,484 
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Table 8-7 Operat~ng and F~nancial Statlstlcs 

Brasov sells more electricity than the average, with a greater proportion berng sold to medium 
voltage customers The electincity tanffs are tugher than average for the tugh and medium 
voltage customers, and less for the low voltage and household customers 

System losses are greater than the average 

Brasov appears relatively efficient Although it employs more people than the average, whch in 
part 1s related to the size of the operabon, costs per MWHr for transport and distrrbution, and 
materials, are less thm the average Payroll expenses are more, but not agnificantly 

Therefore, as the Brasov subsidiary ranks neither consistently at the top or bottom of the 
ranlungs, it appears comparable with the other subsidlanes 
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