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EXECUTIVE SUMMARY

The Scope of Work for this project includes advising Local Electrnic Compames (LECs)

Ukraine on restatement of their accounts to International Accounting Standards (IAS)
Specifically, Task III A (1) calls for

“Support 1n implementation of IAS, standardized reporting and controls as
required by NERC)”

In line with the task, there 1s a specific deliverable in the LEC section

“1 Model Action Plan on limited IAS, standardized reporting and controls
mmplementation, as required by NERC”

Khmelmtsky 1s one of two Oblenergos for which a restatement of accounts to International
Accounting Standards was made for this Delivery Order The comprehensive report 1n
Appendix A explains the methodology employed to accomplish the restatement and presents
very detailed financial statements for the consolidated enterprise and each of its operating
entities, along with an analysis of the results

Khmelmtsky Oblenergo mamtamns its accounts i accordance with Ukramnian accounting
standards, as required for tax purposes and governmental reporting A “hunited scope” IAS
restatement of 1ts accounts was performed This means that a formal audit of transactions was
not conducted and that a valuation of plant and equipment and other assets was not

performed A full restatement would have taken a considerably longer time and the cost
would have been prolibitive The restatement performed was sufficient to determine the
overall financial condition of the Oblenergo and its operating umits  Additional refinement
would add Iittle to the overall conclusions on operating performance and financial position

An in-depth description of the exusting Ukraiman accounting system and the methodology of
the restatement 1s contained 1n Appendix 1 of the attached report

The restatement was performed by a team of accounting specialists which started by meeting
with the senior management of the Oblenergo to understand 1ts overall structure and
operations In depth discussions were held with the Chuef Accountant to understand the
accounting processes and data flows Likewise, considerable time was spent with the Sales
Department personnel to understand the recording of revenue and processing of cash and
other forms of payment Sales and revenue data 1s imtially recorded at the district offices and
those procedures were observed Operating costs are accumulated at the divisional level so

data gathening occurred there Obwviously, the majority of time was spent at the headquarters
in the offices of the Chief Accountant
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Detailed information was obtamed from sales and cost ledgers for the 2 PEMs which make up
the electric distribution and supply portion of the business The Combined Heat and Power
(CHP) plant makes up the other significant portion of the entire business It was important to
treat the CHP separately for accounting and reporting purposes since 1t 1s not included 1n the
privatization process and investors should be aware of its impact on the financial results
Another smaller subsidiary 1s involved in construction

The source data was gathered at the various entities and then processed and analyzed by the
team It was important that the team be given full access to the financial records in order to
make an accurate restatement The Oblenergo was very cooperative in providing access to
personnel and records at the various locations Work space was provided by the Chief
Accountant who made sure that the accounting staff promptly comphed with data requests

The Report in the Appendix contains the IAS restatement information for the consolidated
company, the total electric operations, the CHP and the Construction subsidiary Financial
statements and an analysis of the results for each quarter of 1996 and 1997 and the first
quarter of 1998 are contained therein

The Oblenergo should continue the process of producing IAS restatements on a quarterly
basis The next logical step would be to acquire software and adopt practices which would
allow 1t to maintamn accounting information 1n accordance with IAS on an ongoing basis 1n
addition to the mandatory Ukraimian standards
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1 EXECUTIVE SUMMARY

Khmelnitsky City, a strategic military area during the Soviet era 1s located on the
border between Central and Western Ukraine The city was onginally established 1n a fertile
agriculture region in the 14" century under the name of Proskuriv - Since that time the area
has been under the control of the Russian Empire, Poland and, between 1917-1991 the
former Soviet Unton (FSU) 1In 1991 1t became part of independent Ukramme Proshurn
became the capital of the Oblast in the 1930’s and was renamed Khmelnitsky in 1954 It
continues as the capital of Khmelmitsky Oblast (province) today It 1s interesting to note that
the Khmelnitsky area is the birthplace of Mosche Dayan, Israehian Defense Miruster during
the 1967 Seven Day War with the Unuted Arab Republic

Khmelmtsky Oblast lies in the muddle of a vast rural area traditionally based on
agriculture and 1ts related processing However, 1n 1970’s and 1980’s the area embarked on
an extenstve industrialization and militanzation program The Cation Plant (one of the FSU’s
largest manufacturers of condensers), the UkrElectroApparat and the Novator (the later two
producing electronic equipment) are examples of strategic industries added to the local
economy This expansion program, along with its supporting infrastructure, was the mamn
force behind the expansion and development of the electric sector (which in prior years only
served a less developed rural sector) Within the command economy the oblast started to
both expand and upgrade 1its electricity supply and delivery network to meet the growing
needs of the area For example, the Khmelmtsky Nuclear Power Plant (NPP) was built and
commussioned this period Because of the strategic importance of the Air Force bases, mussile
launching sites and manufacturing plants that supported the military complex the city and
surrounding areas were designated a “closed city” by the Soviet regime

As mentioned above, the power industry of the Oblast received a strong impetus 1n
December 1987 when the 1,000 MW Unit 1 of Khmelmtsky NPP was commuissioned with
three more units planned within the forthcoming ten years However this expansion was
abruptly halted with the collapse of the FSU Since the military complex was the most
integrated industnal sector within the Soviet command structure and most of the support
came from Moscow, the collapse brought an abrupt end to monetary subsidies and other
support As a result, a rapid deterioration of the Soviet mulitary industrial complex was
imtiated as newly nationalized republics struggled with independence, the inefficiencies carned
over from the old command economy and the breakdown of the traditional All Union Supply
Network With 1ts recently developed economic dependence on the military Khmelnitsky was
more adversely affected by the collapse than other areas with a more diversified economic
base As a result of this collapse, the Khmelnitsky NPP units 1in progress were never
completed and the construction that had begun hes unfimished due to lack of funds
Compounding the sudden elimnation of the area’s economuc base, the military and associated
industrnes, the local economy expenenced additional economuic shocks from the rapid nise to
mternational prices of energy, monetary imnflation and the continued practice of public
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adrmnstration of the economy The result (both for Ukraine and the area) was an economic
and monetary collapse with resulting hugh unemployment that was (and continues to be) one
of the worst cases 1n the FSU For Khmelnitsky, the longer term effects of the collapse were
especially severe due to its recent expansion and ultimate dependence on the mulitary and
related industries that artificially supported its economic base

The objective of this study 1s to have a realistic understanding of the actual sales, costs
and cash flows that pass through the consohdated company Khmelmtsky Oblenergo The
company itself consists of the following individual business units, two electric distribution
companies (North and South PEM), a CHP plant and a small construction division To
accomphsh this task four steps are required First, the collection of basic accounting data
from the company Second, the development of a methodology (and computer model) that
would systematically convert the basic data collected into Western financial statements For
Khmelmitsky, this meant analyzing different reporting formats (a total of two) and developing
a computer algonithm to utilize the different reporting formats to restate in a consistent
manner Third the actual implementation of the methodology and computer algonthm on the
data collected Finally, the analysis of the individual uruts and the consolidation of the
individual units 1nto a financial statement of the entire company

However, one would be naive to state that this conversion was totally precise in going
from one system to another Besides some small internal differences in the basic accounting
of the two systems, the major factors preventing precise conversion to IAS financial
statements would be the attempts at understating cash received or overstating costs (to lower
the tax burden) and the lack of standard application of the Ukrainian accounting system For
each chief accountant, a unique application of the rules exists Although some adjustments
have been made to overcome this problem, these two factors represent unsystematic risk that
can only be overcome by an expensive and time consumung audit This was beyond the scope
of this study and the objectives of the participants

In basic economic principles, at some point the marginal cost of doing a task exceeds
the margnal benefit derived from the cost Thus applies to financial work as well In the case
of this restatement, a imited IAS conversion was performed because it was both cost
effective and provided a reasonable estimate of the company’s operating performance 1n a
format western trained investors could understand The main focus of this restatement was
on the profitability of operations with particular emphasis on sales and operating costs After
all, if the company cannot be profitable from its operations, more refined (and expensive)
restatement 1s an academic exercise and a waste of resources that could be more efficiently
utiized m supporting improvement 1n the problem areas of operations Based on the findings
1n the following report, Khmelmitsky Oblenergo 1s such a case where the most beneficial and
cost effective use of donor resources available to the recipient 1s supporting management on
improving basic operations and not continued refinement of IAS financial statements

A summary of the financial results from the restatement for the consolidated company

1s provided below More detailed analysis of the consolidated company, the consolidation of
the electric companies only and each indrvidual unit of the consolidated company are provided
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within the mam body of the text of this report For details of the methodology used to restate
the financial statement into IAS, see Appendix One

Consohdated Company
Company Analysis

Income Statement

Table 3 1 1s the consolidated income statement of the two most sigmificant
components for Khmelnitsky Oblenergo, electricity and heat Mainly two trends exust for
sales The first 1s seasonal and the second 1n economic The seasonal trend 1s mostly related
to the production of the heat plant while the second trend 1s a product of both Total sales for
the first quarter of 1996, 1997 and 1998 are 41 5, 35 5 mullion UAH (14 5% decrease) and
37 4 million UAH (9 9% decrease from 1996) Both heat and electricity contribute to the
decline For 1996, electricity sales declined by 15 6% and heat sales increased by 1 2% For
1997 the financial pattern 1s different Heat sales declined by 44 6% while electricity sales
increased by 9 8% The reason for the decline and subsequent increase 1n electricity sales
concerns the supply ratiomng that occurred in both 1996 and to a lesser extent in 1997 This
constraint on the retail market was caused by a lack of energy available from the wholesale
market because of shortages 1n energy and the lack of resources to purchase fuel The large
decrease 1n 1997 was caused by a fall by 50% of residential consumption

As for operating expenses, the largest cost 1s purchased energy and the general trend
and reasons for the trend are the same as for sales The second largest cost 1s fuel Although
sales at first increased and then declined, fuel purchases only increased Since 1t 1s a very old

plant there may be dechining efficiencies within the production of heat causing more fuel to
be utilized per output of heat

Operating costs are highly vanable and range from 7to 1 3 mullon UAH  The main
reason for this vanability 1s the heat division and its seasonal operation based on the
production cycle of the sugar plant and the demand for hot water Wages increased between
the 1¥ and 2™ quarters of 1996 for two reasons During 1996 a change in accounting (tax)
policy allowed the company to deduct wage bonuses Prior to this the common practice was
to deduct the expense after taxable profit was calculated

Operating income for the penod examimed has experienced wide swings in profitability
with no apparent pattern The two profitable quarters are the first in 1996 and the third 1n
1997 For three quarters the company broke even and the rest of the time 1t lost money Part
of the variability 1s due to the heat plant It operates at full capacity for only part of the year
and closes the rest of the tme A second part of the vanability comes from the random levels
that the purchase and selling electnicity tanffs are set Based on the historical pattern
established the absolute levels of each are arbitrary To have gross margins actually decrease
during the summer months when a greater percentage of the supply 1s generated using



cheaper nuclear power does make economic sense

The data shows that collections have exceed sales since the beginung of the 1996
Although this may be a real possibility, 1t 1s the analyst’s view that the realization coming in
from consumers on a non cash basts may be overvalued to a large extent and the real value
when viewed from hiquidating costs of operations 1s much smaller

Balance Sheet

Table 3 8 1s the restated balance sheet for the company Between the first and third
quarter of 1996, gross fixed assets mcreased seven times due to a revaluation of assets From
the begmning of 1996 to the first quarter of 1998, current assets increased from 24 6 million
to 39 6 mulhlon UAH Almost all the increase 1s due to vanous types of receivables Cash
balances are small relative to other assets The main reason 1s low cash collection rates and
the transit account that absorbs most of the cash payments from electricity sales The little
cash the company does recerve goes to meeting wages

Equity had a large rise between the second and third quarters of 1996 This was
due to an increase 1n Reserve Funds which 1s the corresponding account to the increase mn
fixed assets under the fixed asset revaluation mentioned above The Reserve Fund was
reclassified as Additional Capatal at the beginming of 1997 Long term debt was zero for
all of the period As for current hiabilities, the total balance doubled during the
restatement period Almost the entire increase in short term liabilities came from payables

Accounts payable increased from 24 4 million to 46 3 mullion UAH while wages payable
increased from 9 to 2 3 mullion UAH

Statement of Changes in Financial Position

Table 3 11 examines the cash flow from all financial activities duning the year Net
mncome for most quarters was negative because of poor collection from heat production and
increasingly smaller operating margins n both electricity and heat Other than the revaluation
of assets no adjustments from operating activities contributed significantly

Conclusions

In the final analysis 1t 1s difficult to 1solate real company performance from the
nfluence of overwhelming external environmental factors These external factors include a
general collapse of the national (and local) economy, hypennflation from previous periods,
higher cost of energy without control to pass the costs on to consumers (fixed purchase and
selling tanffs under the prior tanff structure), poor cash collections along with a de-
monetization of the economy (increasing barter transactions), continued command economy
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influence from the State sector increased competition from Independent Energy Suppliers
and an antiquated, inefficient power delivery system Under these conditions the ability for
a company to continue operating 1s a major acluevement

However, some conclusions can be made First, the electricity portion of the business
has the most promuse Electricity losses are fallng Even after discounting non-cash
transactions the electric company manages to collect most of its sales Although variable the
company manages to earn a profit (on an accrual basis) However this 1s limited because they
lack the required control to pass on costs to the consumer The company is also taking very

positive steps to become more efficient They are 1n the process of combiming the operations
of the two divisions (PEMs) into one umit

Although the company 1tself 1s trying very hard to improve their operations 1t faces
a difficult situation because of the area and its economic condition The mass industrialization
and militanization program from the 1970’s has become an unsustainable situation considering
the economuc hardship the country 1s currently expeniencing after the collapse of the FSU
It 1s not possible that industrial production will contmue at anywhere near the level as during
the Soviet period With an infrastructure (and 1n fact city) built around this previous

expansion the area will continue to suffer as 1t readjusts back to an agranan economy with
some light industry to support 1t



2. INTRODUCTION

General Description

The objective of this study 1s to have a realistic understanding of the actual sales costs
and cash flows that pass through the system of distributing electricity, heat and other refated
businesses that make up the consolidated company Khmelmtsky Oblenergo The constraints
to achieving this goal are directly related to Ukramne’s integration within the FSU  First the
accounting system that has been carried over from the past was based on measuring
production and actual cash flows for tax collection Second, as with all FSU countries the
collapse of the FSU brought with 1t a new currency and wnflation from attempts to support the
infrastructure and social programs of the past Finally, the breakup of the FSU caused a

complete collapse of any systematic approach to collect and pay other parties beyond either
cash transactions or barter

In addition to the constramnts from the past system and current operating environment,
the restatement was further complicated by the corporate structure of the company
Khmelnitsky Oblenergo 1s not just one company 1n a single business, but a consolidated
business with several distinct operations Figure 2 1 summanizes the corporate structure of
the company and also provides a framework for the analysis of the entire company Included
within 1ts business scope are two electricity distribution networks (North and South), a
combined heat and power plant (CHP), and a construction materials umt The analysis
presented within this report will examime each of these compames as a separate unit (this
includes a description of their business, restatement of their accounts and analysis of operating
results), and then a consolidation of all business

A methodology has been developed and implemented to overcome these obstacles’
An overview of the restatement methodology 1s pictured in Figure 22 The basis of its
implementation 1s to directly collect the raw data from bookkeepers and accountants This
basic data includes the amount of the product delivered (sales), the cost associated with
delivery, and the actual cash mflows and outflows For the most part a cost was the same 1n
both systems of accounting It was mainly the system of summarizing these figures that
differs under Socialists and International Accounting After collection these figures would

be then used as the raw matenal for re-stating the accounts using International Accounting
Standards

Details are provided in appendix 1
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However, one would be natve to state that this conversion was totally precise in going
from one system to another Besides some small internal differences 1n the basic accounting
of the two systems the major factors preventing accurate conversion to credible IAS financial
statements would be the understating of cash received or overstating costs (to lower the tax
burden) and the lack of standard application of the Ukrainian accounting system For each
chief accountant, a unique application of the rules existed This was especially problematic
in Khmelnitsk Oblenergo where two business umits were examuned and two different
bookkeeping methods were used This condition existed even though a standard set of
reporting practices within the energy sector was supposed to be followed by each company
Although some adjustments have been made to overcome this problem these two factors
represent unsystematic risk that can only be overcome by an expensive and time consuming
audit Especially considering the size and complexity of this business, this was beyond the
scope of this study and the objectives of the participants

By working with the chief accountant, the bookkeeping staff and the general ledger
of the busmess umts for 1996-1998, a thorough understanding of the individual
methodologies was achieved at each subsidiary  All of the information was then incorporated
into developing a computer algornithm that could systematically restate the company’s
financial operating position After the data was collected and reviewed for accuracy, the
computer model was run and the results were included within the text of this report

General Background

Khmelmtsky City 1s located on the border of Central and Western Ukraine and 1s the
capital of Khmelnitsky Oblast (province) Traditionally an agriculture area the city was
origmally established in the 14™ century under the name of Proskurtv Since that time the area
has been 1n the power of the Russian Empire, Poland and between 1917-1991, the former
Soviet Unton (FSU) In 1991 it became part of independent Ukraine Proskuriv became the
capital of the Oblast n 1930’s, and 1t was renamed 1nto its present name m 1954 The Oblast
has a population of 1 5 mullion, with over 250,000 living in Khmelnitsky City itself

Khmelmtsky Oblast lies in the muddle of a vast rural area Major commodities
produced 1n the area include sugarbeets and sugar processing (for which the CHP sells most
of 1ts steam), dairy and beef along with 1ts related fodder production, wheat and a number of
traditional willages involved with subsistence farmung  Begmming in the 1970’s the
Communsts embarked on a masstve industrialization and modernization program in the
region This program included building and operating a number of machine building and
electronic industries within the province along with the construction and establishment of
military bases and mussile launching cites throughout the region Along with the military and
its related mdustry, a dramatic expansion of the power sector took place This expansion was
highlighted when i 1987 a 1,000 MW Umit of Khmelmtsky Nuclear Power Plant was
commussioned It was during this period, 1970-1990, when both the physical infrastructure
and to a large extent the operating structure of the Oblast’s power sector of today was
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created This structure was an integral part of the overall Communist model of the power
sector which was the typical vertically integrated command economy where at the top was
the main admumistrative monopoly (Minenergo) that made decisions and below 1t the
functional units that implemented the decisions directed to them from above In addition
under this system, the decisions themselves were focused only on production (and meeting
quotas) and did not regard price as a variable Based on this above described structure the
Ukraimans mhented (at 1ts 1991 independence) an extremely energy intensive mefficient
power ndustry with little ability to respond to world market forces Without vast energy
reserves to utilize this mefficiency would eventually bankrupt the economy

For the first four years after independence, the sector was managed as 1t was dunng
the Soviet pennod However, one marn difference existed The price of energy had increased
to world prices To sustan itself the economy used both reserves and then credit to purchase
energy Soon both ran out, the economy collapsed and the sector was forced to embark on
a massive market reform program This began m 1995 for the power sector In the process
of restructuring, the former vertical monopolies were unbundled to form four fossil and two
hydro power generation companies (Gencos), the state-owned Energoatom company which
owns Ukrame’s five nuclear power plants (NPP’s), the National High Voltage Transmission
Networks, and twenty seven local electnicity distmbution compames in each Oblast
(Khmelnitsky Oblenergo 1s part of this network) that own and operate low voltage networks
and distribute electricity to the customers Concurrently, Gencos and Oblenergos became joint
stock compames wherein the stock parcels are held by the Government of Ukrame
independent businesses, and individuals Along with Oblenergos, the low voltage supply

segment of the electricity market also ncludes mdependent supphers operating through
Oblenergo owned networks

Under the Ukramman Electricity Law, both generators and suppliers of energy in
Ukrame operate through the Wholesale Electricity Market (WEM, or Energomarket) under
the Energomarket Members Agreement The wholesale market activities are supervised by
the Ministry of Energy of Ukrame (Minenergo) mn terms of general policy-making and
regulated by the independent National Electricity Regulatory Commission (NERC) that sets
tanffs on electricity and provides licenses for the corresponding activities
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Company

Khmelnytsky Oblenergo, one of the Ukraine s 27 joint stock energy-supplying
companses, services Khmelmtsky Oblast It 1s the successor of former Vinmtsaenergo, a state
owned vertical monopoly that operated throughout Central Ukraine prior to the extensive
market reform i the power sector commenced 1n 1995 Until that time Vinnitsaenergo
operated in Khmelnitsky Oblast through two electricity distribution divisions (PEM s) One
was located on the North (Northern PEM) and the second was responsible for service in the
South (Southern PEM) Another major Vinnitsaenergo asset was a combined heat and power
plant (CHP) located around 70 kilometers to the southwest of Khmelmitsky Oblast s second
largest city, Kamuanets Podilsky In the course of the reform process the three divisions went
to the newly established Oblenergo to form its present structure (see Fig 1)

The Company’s staff totals 3,165 employees Its main business includes supplying
electricity purchased from the Wholesale Electricity Market through the electric networks
with voltages from 0 22-110 kV In addition, the Oblenergo distributes heat produced at
the CHP and local boiler stations and subsequently sold either directly or through the
wholesale mumnicipal heat distribution network, TeploKomunEnergo The company also
generates a small output of electricity at five different power stations with a total installed
capacity of 8 4 MW For these three major activities Khmelmitsky Oblenergo holds
licenses from the NERC Finally, a small construction and repatrs exists within the
structure of its Southern PEM

Over the years of the market reform 1n the power sector, the local electric supply
companies’ monopoly has been eroded with the advent of the licensed independent energy
supphers allowed by the NERC to render their services nationwide to any willing customer
Normally, independent supphers purchase electnicity directly from generators and sell 1t to the
customers for cash than under barter arrangements, thus taking away the solvent customers
from the Oblenergos, diluting their client base and reducing their cash collection potential
Compounding the problem 1ndependent suppliers enjoy the full profit margm on therr
operations while the Oblenergos only receive a transit fee from the Energomarket This 1s
typical to the entire energy supply sector of Ukraine including Khmelnitsky Oblenergo

13



3. CONSOLIDATED COMPANY

The consohdated company Khmelnitsky Oblenergo consists of three individual
business umits These include the North PEM, South PEM, and CHP The analysis will
proceed as follows the first section will focus on the general operation of the company for
the period 1996-1998 The second section will examine the performance of the different
divisions within the company It should be noted for the reader that a more detailed
discussion of electricity 1s located 1n Section 4 of this study

Income Statement

Table 3 1 1s the 1996-1998 quarterly restated income statement Mainly, two trends
exist for sales The first 1s seasonal and the second m economic The seasonal trend 1s related
to the production of the heat plant The second trend 1s economic Total sales for the first
quarter of 1996, 1997 and 1998 are 41 5, 35 5 mullion UAH (14 5% decrease) and 37 4
mullion UAH (9 9% decrease from 1996) Both heat and electricity sales are main reasons for
the decline For 1996, electricity sales declined by 15 6% and heat sales increased by 1 2%
For 1997 the financial pattern 1s different Heat sales dechined by 44 6% while electricity
sales increased by 9 8% The reason for the decline and subsequent increase 1n electricity
sales concerns the supply ratiomng that occurred 1n both 1996 and to a lesser extent in 1997
This constramt on the retail electricity market was caused by a lack of energy available from
generation Heat sales decreased because consumption (or supply) dropped by 50%

The next section 1n the income statement deals with operational expenses Also of
usefulness 1s Table 3 7, Financial Ratios As for operating expenses the largest cost 1s
purchased energy and the general trend and reasons for the trend are the same as for
electnicity sales The second largest cost 1s fuel Although sales at first increased and then
dechned, fuel purchases only increased Since 1t 1s a very old plant there may be declining
efficiencies within the production of heat causing more fuel to be utilized per output of heat

Operating costs are highly vanable and range from 7 to 1 3 milllon UAH  The main
reason for this vanability 1s the heat division and 1ts seasonal operation based on the
production cycle of the sugar plant and the demand for hot water Wages have increased
between the 1% and 2° quarters of 1996 for two reasons During 1996 a change in
accounting (tax) policy allowed the company to deduct wage bonuses Prior to this period
the common practice was to deduct the expense after taxable profit was calculated In
addrtion, through 1996-1998 wages were increased as an adjustment to inflation
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OPERATING INCOME

Sales
Electricity
Heat
Intemat Transfers
Other Revenues
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Oparational Expenses
Purchased Electricity
Operafing Expenses
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Total Operaling Expenses
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Operating Income

NON-OPERATING INCOME

Net Non Utility Operating Income

Total Operating Income Before Taxes and Financial Costa

Taxes and Financlal Costs
Interest on Long Tem Debt
Unrealized Accounts Payable
Unreahzed Accounts Receivable ?
Taxes & Payments
Total Taxes and Financial Costs

NET INCOME

Table 3 1
Consolidated Khmelnitsk Oblenergo

Ukramne Energy Project
Income Statement for the Period Ending
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10/4/87

29 807
79
0
0

29 886

(12 290)
(683)
[}
(3230)
{23203)

(136)
(1 386)
(1522)

5161

(659)
(659)

4503

11198

34916
2922
0
0

37838

(29 464)
{1252)
(1865)
(2 996)

(35578)

(270)
(1875)
(2 145)

115

(1043)
(1043)

(928)

1/4/98

35749
1655
0
0

37 404

(34 199)
(829)
{1 876)
(3172)
{40 076)

(235)
(1 855)
(2 091)

{4763)

0

(4 763)

0
0
0
(3011)
(3011)

(7774)

! Htis essumed that accounts payable 90 days or older are wnitten off as income

2 us assumed that accounts receivable 90 days or older are written off bad debt expense




Operating income for the pertod examned has expenenced wide swings 1n profitability
with no apparent pattern The two profitable quarters are the 1¥ 1996 and the third in 1997
For three quarters the company broke even and the rest if the time was unprofitable Part of
the variability 1s due to the heat plant It operates at full capacity part of the vear and shuts
down the rest of the time A second part of the vaniability comes from the random levels that
the purchased and selling electricity tanffs are set Based on the extubited pattern the two
levels are arbitrary To have electricity gross margins actually increase during the summer
months when a greater percentage of 1t 1s supplied through cheaper nuclear power does make
economuc sense However, for the period examuined the Oblenergo managed to approximately
break even according to accrual profitability

The data shows that collections have exceed sales since the beginming of the 1996
Although this may be a real possibility, 1t 1s the analyst view that the realization coming in
from consumers on a non cash basis 1s overvalued to a large extent and the real value when
view from liquidating costs of operations 1s much smaller As for accounts payable, the low
gross margins from electricity and the lack of sufficient cash payments make 1t impossible to
meet all the necessary costs and still mamtain the equipment

Table 3 2, Electricity Sales, outlines the monthly electricity sold (in MWH) average
tariff (UAH per MWH) and revenues (000 UAH) by consumer group for the period 1996-
1998 (1* quarter) Total electricity sold for 1996 was 1,939,631 MWH with an average
tanff of 61 2 UAH per MWH Total revenues for the same period were 119 milhon UAH
As for 1997, 1,875,839 MWH were sold at an average price of 65 3 UAH per MWH This
generated total revenues of 121 1 million UAH The year to year decrease in MWH was
3 3% and the increase in revenues was 1 7% The difference between production decreases
and revenue increases was caused by the increase in the average tanff

Table 3 3 1s Heat Sales The largest consumer for heat 1s classified as Other In reality
this 1s the retail distribution network TeploKomunEnergo The CHP’s heat market 1s the
town of Kamanets Podilsky As for steam, the largest consumer 1s a sugar processing plant
Industnal consumers however, 1s limited to three industrial plants located in the city

16
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M_nth

3 nu 1y {1996)
F brusry

Navember

D m
January {1938)
F bru ry

Mai h

January {1996}
F brusty
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S pl mber
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Novembd

D smber
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Febru 1y
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Table 3 2
Cansalidated Khmelnitsk Oblenergo
Ukraine Energy Project
Electricity Sales
1 2 3 4 5 6 7 8 9 10 1" 12 17 14 15
T tal T i T T ta) T ta}
H ticky Yotal MY C pa ity Tt El w T ta} El bl Ny T tal El tl Ry T tat
L B} Tart Sal s 4d Charge Ry nu Sd Tanfy Sales 8 1d Tantfy 1 s Tariy 3!
[MWH) {UAHp MWH) {098 UAH] IMAH| (URHE WW) 1008 UAH)Y [MwH) {UAHpP _BIWH} 000 UAH] [MWH) [UAHp MWH) {000 UAH} (MWH) [UAHp MWH} (400 UAH]
1 d strial 750 Indu trla) 750 td trial 750 RY & CHy T pt
36 464 [1] 21335 9 6839 636 9958 bl 87 ¢ 0 a 1698 19 134
36 220 64 2321 9% 6990 [14] 22965 79 1809 )] 0 0 17701 79 134
45789 63 2884 101 6624 669 13778 79 1564 ] 0 0 1643 kL] 120
ray9 47 1755 9% 6646 638 16 145 77 1289 0 [ o 1688 ki iF:]
20432 63 1718 HH 6311 812 15 260 i1 1151 2 0 L] 12399 76 106
31253 60 1887 L] 6629 $30 15601 T4 1162 o Q 0 1398 75 105
892 61 2115 92 6957 640 15 663 1 1148 ] [ 0 1349 ™ 100
40726 &0 2444 98 6122 600 15 367 % 113 0 L] o 0 0 ]
Masd st 2104 oo 6382 (2] 15341 7% 1152 o 0 Q 100 80 L]
33652 [+] 2138 98 €116 €64 18 833 k] 1460 [ o L] "e L) 12
25311 €5 1666 99 6778 (241 20016 13 1984 0 a o 209 80 16
2% 409 4 1872 az T049 8T8 24 702 79 1961 [ 0 ] 1670 L1} 135
27239 61 1649 81 6494 526 22564 78 1693 L] 0 L] 1992 74 118
29117 (3] 1032 80 6663 833 20 480 ki) 13892 0 0 0 1840 n 142
Nl 3 2129 [L] 6636 564 22600 7 1766 [ L] o 1727 ” 133
M iT0 " 2419 a7 6675 589 1543 18 1200 o e L] 1628 78 126
HmMs 63 2011 a6 €674 874 13936 79 1061 k] o 0 139 70 109
20 587 B4 1344 [1] 6311 388 14 285 76 1092 0 L] a 1449 78 "3
20059 (2] 1624 11 5385 409 14397 78 1124 o Q L] 1785 70 139
are1s &4 2402 89 6742 00 18 839 76 1184 [ o 0 1698 78 1
35 208 63 228 67 6§73t (1)) 15734 73 1242 0 ¢ o 11 79 135
315435 (1] 2041 [1:] 6750 439 21662 79 1719 0 L L] 13H4 79 110
20929 65 1862 &4 §828 437 18 291 80 1481 L] o -] 1499 2 113
19467 67 1303 46 7109 327 21 906 84 103 ] a 0 1801 L1} 152
26 235 70 1828 35 7258 399 21633 a7 1871 [ 0 L] 1696 87 147
22292 " 1882 9 743 397 20 225 90 1814 o 0 0 10899 30 170
22020 n 1617 87 7509 428 17 530 [0 1876 0 o 0 1748 k] 157
N dndustrial Agricutty Re id  Hal CRy Re id H FRura) Teanml I n
27 906 a0 213 40357 B2 2497 41642 % 1444 M8 123 4253 1320 66 a7
26625 19 2118 non 62 2283 45 168 46 en 48 097 40 13902 1220 3 a3
22407 77 114 32000 61 1954 30 986 kL) 1089 W 677 22 533 M4 (1] B3
18 356 1% 1172 220014 61 147 3332 37 1238 22607 2 486 446 61 27
13761 i 1025 19817 50 967 22176 3 248 20 683 23 812 403 (1] kL
12917 76 979 18423 89 1080 FAEL a7 872 28619 26 670 237 €3 1
10 895 88 938 23726 56 1318 2534 kY HHE 25018 7 877 Mé 61 19
16 860 5 1241 12 290 10 1M6 23980 49 1114 24 007 n k113 462 56 26
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22196 n 1720 28I 62 16M 39351 43 1767 29904 M 1003 S07 (13 B
22654 78 1784 2934 62 1809 Medd 46 1608 31428 a8 1114 R} 28 19
wo13 80 2141 38475 €3 2408 IT 976 4 1680 35 887 40 1441 J 406 30 102
29908 b 1928 36028 89 2107 8879 51 1018 30 M9 M 1042 2887 n L1}
24 40 I 1B49 32302 3] 1966 M 660 44 1526 0T n 1005 8264 21 109
23 666 77 1848 31328 62 1071 310 47 1479 26 033 n 013 3708 12 66
17399 76 1319 25 948 60 1557 19710 47 920 17 639 36 633 2507 -4 "
13498 18 1052 17972 63 114 23113 55 1266 18813 a0 745 3339 3 Rl
12916 76 985 17467 0 1042 21018 LR 1150 19219 46 8az 9811 20 198
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18893 70 147t 1271 62 1403 28294 il 2013 21812 81 1704 8242 26 1M
22467 79 1774 27492 62 1707 307y S0 1681 24 285 47 113 13596 W™ I
21653 an 1730 27 495 62 1707 43 784 52 11290 3702 49 1764 14755 kL) kLY
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Table 33
Consolidated Khmelnitsk Oblenergo
Ukraine Energy Project
Heat Sales
1 2 3 4 5 [ 7 ] 9 10 " 92 12 " 15
U T T tal Tot t T Tt
Hoat Tl Mot Tt Hat Total Rt Tt Hot T
m S8 Tarir Sals s e Tatr st su T iy Saje s T oy s S 14 ¥ X
» M_th {098 Gkal) (UAHp v ) {808 UAM) {000 ak §) UAHP rem 008 UAH {000 Ok 1) [UAHp m ) {008 UAH) {088 QK 1} UAHP rm 008 UAH| {608 Qkal) [UAHp m) {008 UAH)
-~ du ity H twW t Re jd nt IH tW t 1 C p I Hotwt G nHu HtWwtry ath rH twW t
> J nu ry (1936) 3 az1 " [] [ [} ] 0 0 ) ] 0 3 32130 999
=~ F bruary 3 0178 101 [ ] [} [ 0 ] 0 a [} 25 a3 B4
E M h 3 33 180 101 [] ° U 0 [} ] ] 0 0 2 23 180 LE]
e Apri 2 33265 [ [ 0 0 [} 0 [ 0 0 0 12 33 196 85
-~ My a o 3 0 o 0 0 0 o 0 ] 0 ) o 275
b S e o 0 [] 0 0 o o ] 0 0 0 o 0 0 L]
™ oty 0 ] 0 ] ° 0 ] o 0 o ] [ 0 0 0
August 0 0 0 0 0 0 0 ] [] [ 0 0 [ ] []
r~ Septambe o 0 244 0 o 0 0 0 o 0 0 I 0 o [
™m od br 0 0 [] 0 ] [ 0 ] 0 0 0 ] 3 20901 57
N mh 0 0 0 0 ] 0 [ o 0 0 0 0 16 24 003 387
(] Decomb 0 0 0 0 ° 0 0 0 ] [ [ ] 29 26020 755
Q January (1997) 4 2113 14 [ 0 0 0 0 [ ° o ] 32 3z 110 1041
Fbury 3 32349 0 ] 0 0 [ 0 [} ] [ o u 32851 91
) March 2 31409 ] ° 0 o [} 0 0 [ ] 0 16 31020 a9¢
- Aprd 1 0429 PH 0 0 0 0 0 o [ [ 0 " 30 561 us
My ° [} 0 ° 0 ° 0 0 [} [] 0 ] ] ] []
un 0 ] 0 ] 0 [] 0 ] [ [ ° 0 [ ] ¢
July o [} [ ° 0 0 ° 0 0 [ ] 0 0 [ []
August ] [ 0 ] ] [ 0 [} 0 [ [ o 0 [ ]
5 pt mb 0 ] [ 0 0 0 0 0 [ [} [] ] 0 [ 0
Ociobe ] [ 0 [} 0 o ] [] ] 0 [ 0 4 27632 108
N amber [ 0 0 o 0 ] 0 0 0 0 o 0 12 29730 363
D mbr 3 29618 i 0 [] 0 0 [} 0 0 0 0 2 29 808 699
Januery (1938) 2 28261 [ ° [ [} 0 ] 0 o 0 0 ] [] 0
Februsry 2 31 800 6 0 ] 0 o 0 ] [] 0 0 2 3 e4s 836
M rh F] 392 () 0 [ 0 [} o [ [ ° o 2 2241 T8
ndu try 8t m R [d ntisist m Copratt St m 9 nHus t m Oth r Stesm
January (1938) 1 42140 H] [} [} [] ] ° [] [ ] [] ° [ []
F b ry ° 34 607 10 ] ] o [ o ] [] 0 ] 0 ] 0
™ reh 0 33962 2 ° 0 0 [ [ [ [ 0 0 2 0 0
Apn [ ] o [} 0 ° [} 0 0 [] ] 0 ° 0 ]
May ] 0 0 [ [} 0 0 0 0 0 0 [ 0 0 [}
an o [ 0 0 0 [ ° ] [ [} [] ] [ [ 0
Juy [} [} ] [ 0 [} 0 0 0 [ [ 0 [ 0 ]
August ° 0 0 [} [} [ o [ [} 0 o 0 0 ] ]
S pl mber 0 0 0 ] [} ] 0 0 [ [ 0 0 ] ° 0
od b kL i 75 ] 0 ° 0 0 [ [} ] 0 0 ] 0
November 18 AT4E4 [13] [ o a ° 0 ] [} ] 0 ° 0 ]
D smber 16 36 100 92 ] [] 0 o ] 0 0 ° ] [ 0 ]
J iy een " 36 348 46 [ 0 [ ] 0 [ 0 0 o [ 0 0
Fotru 1y ° 0 [] ] ] [} 0 0 [} ] ] 0 o [ ]
March o 0 ] 0 0 ] o [ 0 [ 0 [ [ ] ]
Aprt ° 0 0 0 [} o [ [} [} ] ] o 0 0 a
My 0 [ [} [} ] ] [} 0 0 0 0 0 [ [ [}
June ] ] ] 0 ] [ ° [ [ a ] 0 o 0 0
Joy ] 0 0 [] ] ] [] 0 [} ] 0 [ 0 0 0
A gun 0 0 0 0 0 ° ° o o 0 0 ] [ 0 ]
S pt mb 2 37571 79 [} [] [} 0 ] 0 [} [} [ 0 ] 0
od b 23 32 10 136 0 0 0 0 o 0 o 0 0 o [ 0
Novambe 26 33019 862 [] [ [] 0 0 0 0 [] 0 0 [] 0
D moer 3 0 800 7 0 0 0 0 0 ] 0 ] [] [ 0 0
J nusry (1996) 0 [ [ 0 [} 0 0 ] [ [} 0 [ 0 ] 0
Fabruary o ] 0 0 0 0 0 0 0 0 0 0 0 0 0
March 0 [} 0 o 0 [ 0 [ [] [} o 0 0 o 0
1 Includes Cooparative Sales Cooparat ve Garages and Art st Worksh p and Commun 1 Cust mers
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Table 3 4
Khmelmtsk Oblenergo

Ukrame Energy Project
Inchrect Income and Expenses

Indirect Income Other Fxpenses
Other Outside Internal
Revenuey Sales
Month

Janurary (1996) 00 00 00 00
February 00 00 00 0u
March 00 00 00 00
Apnit 00 Qo 00 00
May 00 00 00 00
June 0o 00 00 00
July 00 00 00 00
August 00 00 00 00
September 00 00 00 00
October 00 00 00 00
November 00 00 00 00
December 00 00 00 00
Janurary (1997) 00 00 00 00
February 00 00 00 00
March 00 00 00 00
Aprtl 00 0o 00 00
May 00 00 00 00
June 00 00 00 00
July 00 00 00 00
August 00 00 00 00
September 00 00 00 00
October 00 00 00 00
November 00 0o 00 00
December 0o 00 ao 00
Janurary (1998) 00 00 (] ou
February a0 00 0u 00
March 0o 00 00 (K]
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Table 35
Electricity and Fuel Purchases
Consolidated Khmelnitsk Oblenergo
Ukraine Energy Project
(000 HRs)
o
m Eiectricity Purchased Fuel Purchased Fuel Purchased
E’} MWH HRN Cost of MT/m’ HRN Cost of MTim’ HRN Costof
T Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
N
= January (1996) 288 378 0 379 109180 31220 2729 8520 11360 1813 206 0
!; February 362011 0 26 6 96156 26680 280 4 748 0 21650 186 6 404 0
o March 267431 0 309 82580 2 860 0 151 7 4340 3880 1572 610
~ April 210 781 0 393 82840 17590 150 1 264 0 180 0 1556 280
m May 151 644 0 389 58980 00 00 00 00 00 00
o June 135 539 0 398 53950 00 00 00 00 00 00
% July 1424450 46 6356 0 00 00 00 00 00 00
~ August 153 1490 44 4 68050 200 1500 30 00 00 00
September 176 148 0 470 82709 620 148 4 92 00 00 00
Qctober 197 427 0 46 4 91553 22140 148 6 3290 18380 208 9 3840
November 208 723 0 483 10074 5 41120 1520 6250 13100 208 4 2730
December 248 862 0 446 11101 8 54670 1513 8270 11690 208 7 2440
January (1997) 268 149 0 46 1 123590 62490 1525 9530 7710 198 4 1530
February 220093 0 452 99580 35490 148 8 5280 00 ao 00
March 222 696 0 4517 10 1850 28360 149 9 4250 00 00 00
Apni 205 283 0 46 0 94460 21610 149 5 3230 00 00 oo
May 148 957 0 468 6969 0 00 00 00 00 00 00
June 134 999 0 46 5 62790 00 00 00 00 00 0o
July 124 5110 469 58420 00 00 00 00 00 0o
August 139 414 0 450 62670 00 00 00 00 0o 0o
September 159 025 0 452 71810 2930 153 6 450 00 00 00
October 197 024 0 451 8 884 0 44230 154 6 684 0 800 0 203 8 163 0
November 210 666 0 452 95280 58930 156 3 921 0 176 0 295 5 520
December 223 820 0 49 4 110520 48380 155 8 754 0 1330 308 3 41 0
January (1998) 2238200 49 4 110520 43420 1317 5720 00 00 00
February 207 598 0 520 10788 0 37390 136 1 5090 00 0o (]
March 2193570 563 123590 39370 1270 500 0 0o 0o 0o
o9
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Tables3 6
Conyolidated Khimelnrtsk Oblenergo
Ukraine Energy Project
MainP od U nCosle
wru loan Spur Aglouhur Loty Tupreed ton Trawpn Grom Sev) g Naon Eveamen DetaTed
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Table 3 7
Consohdated Khmelnitsk Oblenergo
Financial Ratins
annms 1196 10/1/96 g Ao mm 1011197 19 158
Short Term Liquiduty
Curret Rado 09 09 09 08 08 08 08 (Y] 08
C lecti m Rate 6% 114% 157% 102% % 153% 12% 128% 103%
% Ace nmt Reci vable Qver 60 Day 0% 0% % 0% 0% 0% 13 (33 o%
% Accamt Payah! O er 60 Day 0% 0% 0% 0% 0% 0% 0% 0% 0%
CapHtal Structure and Long Term Solvency
Debtt Baq ty 09 02 02 03 03 03 (R 02 03
Debt 1 Total Assets 48% 0% 18% 21% 25% 7% 0% 20% 24%
Thnes Tutereat Barnad (Cashy)
Operating Performance Ratios
Averag Rati  [Sales Tarifft Purcha  Price (Electrl ity) 206 144 1M 133 133 118 R 136 [R5
Operatiug Pr fit ¢ Sales 179% $2% 13% 01% 133% 162% 173% 03% 127%
() Net Unrealized Accounta v Sales 00% 0a% 00% 00% 00% wo% 00% 00% 00%
m N ticamet Sales 163% 80% 44% 19% M7% 16 6% 151% 25% 20 8%
(:3 Asset Utilization
* Sales t Curreat Asscts (Armunlized) 57 27 32 42 34 28 39 47 g
< Saleat Net Ullity Plant (Asmnlized) 43 06 06 09 09 06 a7 (¥ 09
N Salest Total Assets (Avounlired) 24 0s 0s 07 07 0s 06 or a7
oy
g C Size | Stat I (7 of Tolal Sales)
FE Purclase Ene gyt Sal s 69 4% 844% B47% 81 0% ot $% 934% 543% 9% 9 4%
m Operating and Maintemuce to Sales 22% 23% 23% 18% 19% 25% 18% 26% 16%
o Prlt Sales 53% 34% 00% 44% 76% 1% 00% 49% sox
0 Wag 2 and Socia] Cost t Sal 29% 2% 91% 8 9% 84% 1% 10 8% 19% 8%
< Depreciationt Sales 16% 3% 41% 0% 32% 49% 46% so0% 50%
~ Operatig Inc wne t Sales 17 9% $2% 13% 01% 133% 162% 17 3% 03% 127%
Net Income to Sal ¢ 163% 80% 44% 19% 1% 166% 131x 25% 20 8%
Common Size Balance Sheet (% of Total Assets)
awc wus Receivabt 80% 132% 12% 123% 145% 1% 82% 83% 14%
Current & s a13% 17 6% 163% 17 5% 01% 113% 116% 164% 191%
N t Fuxed Assers 35 4% 812% B2 4% 811% 6% 81 3% 8 9% 21% 9 %%
Current Liatnlitie 47 8% 19 9% 180% 20 6% 24 9% 22 3% 01% 199% 242%
L g Tern Luatnl t es 00% 00% (113 00% 00% 00% 00% 00% 00%
Equiy 22% m1% & 0% 79 4% 1% % 799% 0% 758%

L’L
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Table 3 4 1s other income and internal transactions This ncome mamly comes

from the small construction unit and additional fees generated through electnicity and heat
sales

Table 3 5 shows the monthly purchases for electricity and fuel The CHP plant
utilizes both natural gas and mazut The pattern of purchases 1s the same as sales For
electricity 1t 1s higher in the winter months For fuel, large purchases in the winter and
declining to zero during the summer months On a cost basts, the plant uses mostly
natural gas with mazut as a secondary source

The next table, 3 6 outlines the main production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and 1n normal accounting for Ukraine Within the table are all
the bastc accounts used to record costs of production However, discussion of costs will be
made within the context of the restated mcome statement and 1s presented here for
informational purposes for the reader needing more detail

Balance Sheet

Table 3 8 1s the restated balance sheet for the company Between the first and third
quarter of 1996, gross fixed assets increased almost seven times due to a revaluation of assets
From the beginning of 1996 to the first quarter of 1998, current assets increased from 24 5
mullion to 39 6 milllion UAH  Almost all the increase 1s due to various types of recervables
Cash balances are small relative to other assets The main reason 1s low cash collection rates
and the transit account that absorbs most of the cash payments from electricity The little
cash the company does recerve goes to meeting wages

Equity had a large nse between the second and thurd quarters of 1996 This was
due to an increase 1n Reserve Funds which 1s the corresponding account to the increase 1n
fixed assets under the fixed asset revaluation mentioned above The Reserve Fund was
reclassified as Additional Caputal at the beginning of 1997 Long term debt was zero for
all of the perod  As for current hiabilities, the total balance doubled during the
restatement period Almost the entire increase in short term habilities came from payables
Accounts payable increased from 24 4 mullion to 46 3 mullion while wages payable

increased from 9 mullion to 2 3 mullion The main reason behind these increases 1s the low
cash collection rate

Statement of Changes in Financral Position
Table 3 11 examines the cash flow from all financial activities during the year

Net income for most quarters was around zero Although some improvement 1n electricity
occurred, the improvements were offset by a decline in the financial performance of heat

23
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Table 38
Consalidated Khmelnitsk Oblenergo
Ukraine Energy Project
Balance Sheeta
REFE
ASSETS 11198 471196 1/88 10/1/88 1mmer 4197 mine? 1041187 11198 1/4/89
L ng Term Assets
Fixed Assefs 46 558 48875 e 713 7218 321160 321 218 2 322810 323261 328875
L 3 Accumulated D pr i tion 11 645 12014 166 708 162032 183 769 184 784 165 942 167 17 168772 170 537
Net Fixed Assets 3491 34 86t 152 007 154 287 157 381 158 432 1568 7890 155633 154 494 158 228
Assets Under Con truct! n 2557 3848 5148 5080 3982 5084 5568 8154 8308 6687
Neot LA iy Plant 37 468 38 809 157 155 159 467 161373 1681 408 1621357 161787 160 788 165 @25
Other Prop rty and Investments
N nutity Property and Inta gble 2218 2801 2675 2803 2902 3269 32387 3428 3481 3568
Less Accum lated Depreciation 7% 326 308 375 364 528 580 597 813 839
Net Nonutity Prop nty nd Intangtbles 2140 2275 2368 2420 2538 2743 2807 283 2088 2929
Le g Term Financial Investm nts 0 0 0 0 0 2 2 0 2 2
Other Non-Curr nt Assets 0 Q 0 0 [} a 0 0 L} 0
Tolal Othsr Prop rty and Invesiments 2140 2275 21388 2428 2538 2745 2808 2831 2870 28
Current Assels
Cash and Short TermIn  tm ts 652 422 499 4 ae 308 280 203 460 224
Accourt R c© wable 17 894 18 628 25559 21 748 24 481 20 7202 221382 16 022 18578 23708
Less BadD btAllow co 0 0 0 1] 0 [ 0 1] 0 0
Net Rec hable 17 661 10628 25 550 21748 24 481 20702 22382 18 022 18578 23708
Inventory 4131 583§ 8 501 8 143 3 945 8858 8734 11324 12 860 12863
G mment Employee and Oth  Recelvables 2081 1787 1151 1311 2377 2574 2tog 2808 2132 2607
Other Curr ntA sets 16 1202 205 15 3647 q L] 1" 9 8
Tot | Cur nt Assels 24 561 28 955 34 004 3153 3740 41250 34483 30459 32145 20 808
TOTAL ASSETS 64 169 70 039 181525 183428 188 854 205 494 188 849 185017 195814 207 584
|5
m CAPITALIZATION AND LIABILITIES
c,) Stockholder's Equity
St ut ry Capral (Net) 34 50t 34 501 34 501 X 501 33838 838 33638 338238 33188 336838
~ Addhional C pit 1 ] 0 a [] 120 108 120 562 120474 120491 120 408 124 083
L R/ s ve Funds 3728 419 122728 126 338 7007 8086 2008 9 008 8912 ag1t
< Retained Eam gs (2152) 4508 2748 1645 938 (4 291) (8 315) (3812 (4 740) (12514)
h Un  hz d Differences (346) (8 752) (4 805) (3789) (4 930) (3 608) 224 (3 541} (1523) 3132
- Total Equity 357 38 540 155071 150 685 157 849 154 307 155 028 155784 156 783 157 250
™~ Long Term D bt [ [] 0 0 0 [ [] [} [ [}
b Oth  Long Term Liab it 0 0 0 0 0 0 [} 0 [ [
m Total Capatz t n kLR A 36 540 155 071 150 685 157 848 154 307 155 028 155 764 156 783 157 250
~ Current Lt bititt
m Short Term D bt 2000 750 0 140 30 415 107 0 a 0
Oy Accounts Payabl 24 376 10 858 34 945 29 858 34 508 43748 38 881 24168 35 089 48314
O L s Bad Debt Altowa
NetP y bl s 241378 J0 856 M 045 2D 858 34 500 43 48 38 88t 34 188 35060 48314
‘U W ges and Social | ura e Payable 871 79 1270 2507 3260 382 3762 1129 2504 2208
~ Taxas  d Non-Budget P yabl 700 680 1008 1184 1860 2015 1467 1748 866 t432
Go emm nt Employee and Oth 1 P y bl 452 872 787 822 823 11388 280 14 a8 4
Advances from Cust m rs 0 o 0 0 o 0 0 L] 0 0
Qth r C rent Liabiit es k] 53 444 232 621 ] 5 228 264 286
Totsi Curerd L ab fit s 28418 3 498 38 454 W 41002 51184 44 820 38 281 Wy 50 214
TOTAL CAPITALIZATION AND LIABILITIES 64 169 70029 181525 183426 188 854 205 494 198 649 195077 1856814 207 584
Unrealized dffer n es rep esents the unrecon i bl diffe e ce after e nv rs nof the Ukrainian account g systeminto litem t 1A counting St d rds
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Table 39
Consolidated Khmelnitsk Oblenergo
Ukraine Energy Project
Determination and Aging of Accounts Receivable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Bafance Balance Balance Write-Offs Receivable Write-OH's
Month {000 UAH) {000 UAH) (000 UAH) {000 UAH) (000 UAH)  _ (000 UAH) {000 UAH) {000 UAH} {000 UAH)
January (1996) 15 564 8265 7299 7299 7299
February 14353 12097 9555 0 9555 9555
March 11550 7006 11550 2548 0 14 098 14 098
Aprit 8481 8349 8481 5749 0 0 14 230 14230
May 7355 8466 7355 5764 0 0 0 13 119 13119
June 7360 9624 7360 3495 0 0 0 10 855 10855
July 7900 11831 6924 0 0 0 0 6924 6924
August 8671 17023 (1427) 0 0 1} 1} (1427) (1427)
September 8750 10903 (3 581) o 0 0 0 (3 581) (3581)
October 11289 13312 (5 604) 0 0 o 0 (5 604) {5 604)
November 11 608 11 866 (5862) 1} 0 0 0 (5862) (5 862)
December 13671 12284 (4 475) 0 0 1] 1] (4 475) (4 475)
Janbary (1997) 12622 10975 (2827) 0 0 0 0 {2827) (2827)
February 11428 12159 {3 558) 0 0 ] 0 (3 558) (3 558)
March 11 464 11982 (4077) 1} 0 1] 1} {4077) (4 077)
Apnl 9142 13584 {8 519) 0 0 ] 0 (8 519) (8 519)
May 7986 12264 {12797) 1} 0 1} 1] (12 797) (12797)
June 7174 11277 (16 800) 0 1} 0 0 (16 900) (16 900)
July 9454 10 669 (18 115) o 0 0 ] (18 115) (18 115)
August 9497 12353 (20 971) 0 0 1} 0 (20 971) {20971)
September 10 966 10 473 (20 478) 0 0 0 1} (20 478) (20478)
October 11 800 13596 (22273) 0 0 0 0 (22273) (22273)
November 12952 14367 {23 689) 0 ] 0 0 {23 689) (23 689)
December 13103 20 355 (30 940) 0 0 0 0 (30 940) (30 940)
January (1998) 12505 13122 (31 557) o 0 1} 0 (31 557) (31 557)
February 13 008 12 440 (30 989) 0 0 0 0 (30 989) {30 989)
March 11905 12991 (32076) ] 0 0 0 (32076) (32076)

Sources (By Cof m )

1 Aclual fgures provided by comp ny
2 Defnedasa tu | ashrece vedplu NDC paymenisplus (n 0 sh cevedminusn ¢ hNDC paym ot} 75% Thi ¢ macliondise nt cashiransa !
can bs used to pay redfors
3 Cimnt Column2
46 A umed that monay pa d goas frst to the oidest unpadb | ca
7 AR 190 daysthe dobtis wntt n # s dirsated as incom to the
8 Sumafe lumns3 4 5 and &
9 Cumulatve ¢ rts raconvable with ut write-offs

t an oqu valent val

that
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Month

January (1996)
February
March

April

May

June

July

August
September
October
November
December
January {1997)
February
March

April

May

June

July

August
September
October
November
December
January (1998)
February
March

Table 3 10
Consolidated Khmelnitsk Oblenergo
Ukraine Energy Project
Determination and Aging of Accounts Payable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Recelivahie
Total Realization Month Unpaid Unpaid Unpald Unpaid Total Without

Expenses Paid Balance Balance Balance Balance Write-Offs Receivable Write-Qffs

(000 UAH) (000 UAH) (00D UAH) (DD UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH)
12 155 5975 6180 6 180 6 180
10 598 7148 9630 0 9 630 9630
9752 9798 9584 0 4] 9 584 9584
9919 5312 9919 4271 0 0 14 190 14 190
7 208 7018 7208 7173 0 0 0 14381 14 384
7131 7996 7131 6 385 0 1] 0 13516 13516
7907 10010 7 907 3506 i} 0 0 11413 11413
8543 14 940 5016 0 0 0 0 5016 5016
9 968 9739 5245 1] 1] 0 0 5245 5245
11021 11999 4267 0 1] ) 0 4267 4267
11570 10 401 5436 0 0 1] 0 5436 5436
13 064 10073 8427 0 0 0 0 8 427 8 427
14 263 8769 13920 0 0 1] 0 13920 13920
11 969 10120 11 969 3801 0 0 0 15770 15770
11814 10 397 11 814 5373 1] 0 0 17 187 i7 187
11 230 12 142 11230 5046 0 0 0 16 276 16 276
88610 10 686 8610 5590 0 4] 0 14199 14 199
7730 8912 7730 5287 0 1] 0 13017 13017
7 841 7674 7 841 5343 0 o} 0 13 184 13184
8210 9814 8210 337 0 0 0 11 581 11581
9335 8769 9335 2811 0 0 0 12 146 12 146
11014 11 805 11 014 341 0 0 0 11 355 11 355
12155 11753 11757 0 0 0 0 11757 11757
13 868 17 075 8551 0 i} i} 0 8 551 8 551
14 154 11048 11 657 0 0 0 0 11 657 11 657
13879 10 389 13 879 1268 0 0 ) 15147 15147
15 452 11046 15 452 4101 0 1] 0 19553 19553

Sources (By Golumn)

1 Actual figires provided by company
2 Aclual figres provided by company
3 Golumn1 Column2
4 6§ Assumed that money paid goes first lo the oidest unpaid balance
7 ARer 90 days the debl is wrillen off and trealed as income fo the firm
8 Sumofcolumns3 4 5 and 6
9 G without write-off:




Table 3 11
Consolidated Khmelmtsk Oblenergo
Ukraine Energy Project
Statement of Cash Flows for the Period Ending
Ukraine Energy FProject
41198 71196 10/1/98 11197 4197 7 101/97 11798 4i1/98
Cash Flow from Operating Actlvitles
jard Net Income 6751 {1851) (1103) (709) (5227 (4 023) 4503 (928) {T778)
™m Adjustments to Reconcile Net Income to Net Cash Flow
c’) Change in Accounts Receivable {1937) (5931) 381 {2713) (5 241) 7340 61340 {554) (7 130)
~ Change in Other Short Term Assets (2697) 958 {1522) (500) 1270y {613) {2292) (865) (569)
h Change in Accounts Payable 6580 3989 (5 089) 4652 9240 {#757) (4823) 9201 11245
< Change In Other Short Term Liabilties (269) 1716 1236 1719 557 (1499) (397) (1163) 38
E Depreciation Expense 619 154 675 (3 808) 928 1177 1212 1252 1611 1791
[~ Net Cash Provided by Operating Activiles 2296 155407 {51372} 4084 4463 1683 80 {170} 5375
I
o]
rr; Cash Flow from Investment Activities
(') Completed Plant In Sendce (219) (271 830) 1434 (3941) {56) (1515) (79) (453) (5612)
O Change In Construction Work In Progress (1391) (1.200) 68 1098 {1082) (508) (588) (154) (379)
R+ Chenge in Nonuiiity Property and Intangibles (385) (74) (128) {99) (389) (118) 39 (55) {87)
< Net Cash Provided by vestment Activilas (2 035) 273112} 144 (2942) {1507) (213n) (704} (662) {6 078)
Cash Flow from Financing Activities
Short Term Loans 1250 750 (140) 110 (385) 308 107 [} 0
Long Temm Loans 0 o] 1] 0 Q o [] [} 0
Equity 463 118 535 3612 812 835 834 17 [¢:11) 3586
Nat Cash Provided by Financing Activities 17113 119 285 lan 922 250 1142 124 91) 3586
Unrealized Cash Differences ' {6 4086) 1847 1105 {11429) 1250 3gd (3765) 2018 4 655
Net Change In Cash 2 260 1576 (464) 216 1) 576 238 167 (236)
Nota 1 This account measures the unreakzed operating losses that exst wittun the financial d s n systems and
potential errors in bookkeeping due to lack of audding
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4. CONSOLIDATED ELECTRIC DISTRIBUTION

The Khmelnitsk Oblenergo consists of the two electricity PEMs North and South
The Northern PEM services the northern part of Khmelmitsky Oblast It consists of 11 district
distribution networks (REM’s) Bilogirsky, Volochisk, Izyaslav, Krasyliv Letvchiv, Polonsky
Slavuta, Starokostyantyniv, Stara Symava, Teophipol, and Shepetivha Along with the
REM’s, 1ts organization also includes a small scale electric equipment repairs shop in
Medzhybizh Its customer base 1s compnsed of 221,234 customers Within this group
includes 218,674 urban and rural residential customers, 403 industnial entities (of which 46
are large industnal consumers (>750 MWH)), 1,616 non-industnal consumers and 495
agricultural entities The largest industrial consumers include the Khmelmtsky NPP s
Construction Company, Krasyllv Machine Building Plant, and the Shepetivka Meat
Processing Factory The PEM employs 1,086 persons

The Southern PEM services the southern part of Khmelmtsky Oblast and the City of
Khmelnitsky itself It consists of 11 REM’s Vinkivel, Gorodok, Derazhnya Dunayivci
Kamuanets Podilsky, Kamianets Podilsky City, Khmelmitsky, Khmelmtsky City, Nova Ushica,
Chemerovetsky, and Yarmolinetsky Along with these local networks a construction and
repairs division 1n Stara Symava is included At present, Oblenergo management 1s for
transforming this division into a separate entity Its customer base 1s comprised of 326 631
customers Included 1n this total are 308,970 urban and rural residential customers 2 975
industnial entities (of which 484 are large industnial consumers (>750 MWH)), 9 769 non-
industrial consumers, and 4,432 agricultural entities The largest industrial consumers include
the major electromc equipment plants in Khmelnitsky City ( UkrElectroApparat Novator and
Cation) as well as a cement factory in Kamuanets Podilsky The PEM employs 1 811 persons
with 113 of these people working n the Stara Symava Construction and Repairs Division

Table 4 1 1s the consolidated income statement for the electricity distribution divisions
of Khmelmtsk Supporting tables include 4 2 (Sales of Electricity) 4 3 (Other Income and
Expenses), 4 4 (Electncity / Fuel Purchased), 4 5 (Mamn Production Costs), 4 7 (Aging of
Accounts Receivable) and 4 8 (Aging of Accounts Payable)

Table 4 1 1s the 1996-1998 quarterly restated mcome statement Beginning with sales
two types of trends exist The first 1s seasonal and the second in economic The seasonal
trend shows a peak 1 consumption in the first quarter of each year with a decline 1n usage 1
both the second and third quarters (due to warmer weather) In the fourth quarter, a sharp
nise mn revenues occurred due to colder weather and increase usage to heat homes, businesses
factories and government buildings

The second trend is economic Beginmng with the first quarter of both 1996 and
1997, a quarter by quarter comparison shows that first quarter electricity sales for 1997 1s
lower than 1996 by 15 6% The following year same period sales increased by 9 8%
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Table 4 1
Khmelnitsk Oblenergo
Ukraine Energy Project
Income Statement for the Period Ending
{000 UAH)
OPERATING INCOME 1/4196 17198 1/10/96 1197 114197 197 110/97 1/1/98 1/4/98
Salea
Electricity 38 504 22446 25562 3331 32495 23899 29 807 34916 35749
Heat 1] 0 0 0 [} 1] 0 0 0
Internal Transfers 0 0 0 0 0 0 ] 0 0
Other Revenues 0 0 0 0 0 0 0 0 ]
Total Sales 38 504 22446 25562 33131 32 495 23 899 29 807 34916 35749
Operational Expenses
Purchased Electricity (28 792) (19 577) (21432) {30 332) {32502) (22694) (19.290) (29 464) (34 199)
Operating Expenses (981) (718) (670) (740) (765) (726) (644) (1226) (742)
Fuel and Raw Materials 1] 0 ] 0 0 0 0 0 0
Wages & Soclal Costs (1 148) (2493) (2 223) (2398) (2808) (2553) (3121) (2870) (3017)
Tolal Operating Expenses (30 921) (22 786) (24 325) (33 470) (36 075) (25973) (23 055) (33561) {37 958)
Maintenance (117 (171) (119) (144) (106) (139) (114) (237) (235)
Depreciation (639) (513) (1018) (1062) (1117) (1162) (1328) (1815) (1801)
Total Operational Expenses (756) (684) (1137) (1206) (1223) (1301) (1442) (2052) (2036)
Operating Income 6826 (1024) 100 {1 545) {4 803) {3376) 5310 (697) (4 245)
NON-OPERATING INCOME
Net Non Utility Operating Income 0 0 0 0 0 0 1] 0 0
Total Operating Income Before Taxes and Finanelal Costa 6826 (1024) 100 (1545) {4803) (3376) 5310 {697) (4 245)
Taxea and Financial Coats
Interest on Long Term Debt o 0 0 ] 0 o 0 0 0
Unrealized Accounts Recelvable 0 1] 0 0 0 0 0 0 0
Unreakzed Accounts Payable ? 0 0 0 0 0 0 0 0 0
Taxes & Payments (668) (622) (764) {738) {374) (81 (642) (846) {2922)
Total Taxes and Financial Costs {668) (622) (764) (738) (374) 81) (642) (B46) 2922)
NET INCOME 6158 (1648) (665) (2283) (5177) (3 456) 4669 (1542) (7 168)
it Is assumed that accounts receivable 90 days or older are witten off as bad debt expense
2 ltis assumed that accounts payable 90 days or older are wntten off and treated as income
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Although some of the pattern may be associated with the general economic condition
of the area, the majority of the pattern 1s explained by a constraint in power supply from the
wholesale market Since the quarter being analyzed 1s the winter period demand 1s at 1ts
peak Generation dunng this penod could not meet demand because of fuel constramnts  This
shortage i generation was passed on through the wholesale market to distnbution throughout
the country and was especially acute 1n 1996 The conditions in 1997 were improved (as

demonstrated by the increase in sales), but still constrained the company s ability to meet
demand

The next section in the income statement deals with operational expenses Also of
usefulness 1s Table 4 6 Financial Ratios In particular, the section referrng to the common
size income statement will yield important nsights to the analysis The largest cost for
distribution 1s purchased energy For 1996 and 1997 the ratio of energy costs to sales’ are
84 3% and 86 0% respectively for each of the two years Two variables
determune ths ratio, overall losses within the distribution system and the purchase and selling
tariffs Increased losses would cause the ratio to deteriorate (ugher) A larger difference
between the selling and purchasing tanff of electricity would cause 1t to improve (lower)
From 1996 to 1997 electricity system’s losses decreased from 21% to 15% Both the absolute
level and direction of the losses are positive factors

Although the absolute levels of the ratio of energy costs to sales remain constant the
trend duning the period (1996-1997) was not From the beginmng to the end of 1996, the
ratio increased from 74 8% to 91 6% As for 1997, the level began once again at the hugh
level 1t ended 1996 with, 100 0% and then declined back to 84 4% This unusual pattern does
not match the normal seasonal pattern of high ratios during the winter months with a decline
as warmer weather develops and can be best explamned by cross subsidization within the tanff
structure rather than any underlying economuic trends

Wages are the second largest cost Labor costs mcreased from 7 5% of sales to 9 5%
between 1996 and 1997 because of changes 1n accounting procedures Prior to this period

bonuses were accounted for after calculation of profit During 1996 the law changed so that
they could be included was a wage expense

After wages, the next largest cost 1s operating expenses This category includes
matenals, spare parts, fuel (other than for generation), small investment and servicing costs
Combined with maintenance (whuch 1s very small), expenditures are very erratic throughout
the year However, in both years the total average 2 3% of sales per year At this low level,

Thus 1s a very important ratio that 1s the best indicator of eventual profitability 1t simply
measures how much money 1s left over to pay all other costs Normally an electric
distribution company would require a ratio of 80 or lower to meet 1ts expenses other

than electricity A ratio of 80 translates mto 20% of sales to meet all other operating
expenses and mvestment
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the equipment 15 not bemng sufficiently maintaned to operate 1n an efficient manner
Depreciation remains a very small but increasing component  First 1ts low level 1s due to
current tax law that allows for only very small annual deductions as an expense The reason
for the increasing trend 1s new equipment 1s being purchase at a much higher cost than during
Soviet times Therefore the higher cost results in hugher depreciation expense

Table 4 2, Electricity Sales, outlines the monthly electricity sold in MWH) average
tanff (UAH per MWH) and revenues (000 UAH) by consumer group for the period 1996-
1998 (1* quarter)  Total electricity sold for 1996 was 1,939,631 MWH with an average
taniff of 61 2 UAH per MWH Total revenues for the same period were 119 mulion UAH
As for 1997 1,875 839 MWH were sold at an average price of 65 3 UAH per MWH This
generated total revenues of 121 1 mullion UAH The year to year decrease n MWH was
3 3% and the increase n revenues was 1 7% The difference between production and revenue
increases was caused by the increase in the average tariff

A more important comparison 1s period by period Since information 1s available for
three years on the 1* quarter, thus will be the period examined Total electricity sold (in
MWH) for the 1¥ quarter (1996-1998) was 588,217, 535,255 and 510,596 per month
respectively The trend in sales during this period follows the trend of the four largest
consumers, industral, agriculture, residential city and residential From 1996 to 1998 total
electricity that passed through the system fell by a total of 13% Although the four main
consumers ranged 1n decreased consumption from 13-40%, the total decrease was not as
large because of a nearly 12 times increase 1n transmission through the system to other areas

Table 4 3 shows the monthly purchases for electricity from the main gnd  Since this
represents the most significant cost, 1t 1s shown m greater detail by the inclusion of this table
As with sales, peniod by period analysis will be used with the penod being 1% quarter Total
purchases in MWH for each quarter are as follows, 917,820 (1996), 710,938 (1997) and
650,775 (1998) Calculated losses attributable to distribution average over 18% This level
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Table4 2
Khmelnitsk Oblenergo
Ukramne Energy Project
Electricity Sales
1 2 3 4 5 7 B 9 1) n F 13 1 5
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1s extremely high when compared to the 6 2% loss rate within the U S Rural Electric
System’

The next table, 4 4, outhnes the main production costs associated with the
company The format of the table follows the format used within the generally accepted
practices found both within the power sector and in normal accounting for Ukrame
Within the table are all the basic accounts used to record costs of production However
discussion of costs have been made within the context of the restated income statement

The final two tables, 4 6 And 4 7, are an aggregate aging of accounts recetvable and
payable The realization recerved was reported by the company in the form of cash and non
cash basis From about July 1996 the amount taken into the company exceeds sales on a
monthly basis In some cases by a large amount Two reasons exist for this imbalance The
first 1s the collection of overdue accounts The second reason 1s overvaluation of the value
of goods either in barter or offset transactions The answer to this question would be
extremely difficult to determe without a detailed analysis of the transactions of the past two
years This analysis 1s beyond the scope of the project

1994 Statistical Report Rural Electric Borrowers Rural Electric Service, United States
Department Of Agniculture (Washington, DC  Government Printing Office)
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Table 4 3
Electricity and Fuel Purchases
Khmelnitsk Oblenergo
Ukraine Energy Project
{000 HRs)
Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT/m’ HRN Cost of MT/m’ HRN Cost of
Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 288 378 3786 10918 0 0 0 0 a 0
February 362 011 26 56 9616 0 0 0 0 0 0
March 267 431 3088 B 258 0 0 0 0 0 0
April 210781 39130 8 284 0 o} 0 0 0 0
May 151 644 38 89 5898 0 0 0 0 0 0
June 135 539 3980 5395 0 0 0 1] 0 0
July 142 445 44 62 6 356 0 a 0 0 0 0
August 153 149 44 43 6 805 0 0 0 0 0 0
September 176 148 46 95 8271 s} o} 0 0 0 0
October 197 427 46 37 9 155 0 0 0 0 0 0
November 208 723 48 27 10 075 0 0 1] 0 0 0
December 248 862 44 61 11102 0 0 0 0 0 0
January (1997) 268 149 46 09 12 359 0 0 0 0 0 0
February 220 093 4524 9 958 0 0 o 0 0 0
March 222 696 4573 10 185 0 0 0 0 0 0
Apnl 205 283 46 01 9 446 0 1] 0 0 0 0
May 148 957 46 79 6 969 0 0 0 0 0 0
June 134 999 46 51 6279 0 0 0 1] 0 0
July 124 511 46 92 5842 0 0 Q 0 0 0
August 139 414 44 95 6 267 0 0 0 0 0 0
September 159 025 45 16 7181 0 0 0 0 0 0
October 197 024 45 09 8 884 0 0 0 0 0 0
November 210 666 4523 9 528 0 0 a 0 0 0
December 223 820 49 38 11 052 0 0 0 0 0 0
January (1998) 223 820 49 38 11052 0 0 0 0 0 0
February 207 598 5197 10788 0 0 1} 0 0 0
March 219357 56 34 12 359 1] 1] 1] 0 0 0
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Tables 4 4
Khmelnitsk Oblenergo
Ukraine Energy Project
Main Production Costs

C tue Sp Agl M Lw | D pecl ) T pont s Srkig Nondvetmest DI wd
0 p ecil Mal t a1 Fl Mat 11 Pant U tock P oduct Other Hem 1LV ftem c €pe Opa fion Oper 4 Epe
Ma_th 1 2 5 e R t + Ry _n_ _m 13 " . o ELI 1
4t ry (1996) 126 20t 7 62 ° -] [ [ [ [ 1" 0 [ [ ] [
Fbury 128 178 3 n [ 27 ° e 0 1 17 0 0 0 0 o
Mah e u 8 7 0 15 0 0 0 1 12 o o o o [
Aprh 168 u 3 n o M 0 0 0 ° 9 0 0 0 0 o
My 143 a Fl ™ 0 8 0 ° 0 ° 8 0 0 [ ° 0
Jum 148 5% s 76 0 [ 0 ° 0 [ M [ ° o [ 0
Juy 0 a 1 74 0 3 [ [ ° 0 8 0 [ [ ° [
August m i 8 7 [ s 0 [ 0 1 1 ] 0 0 ° 0
S pl mbe Er 2 4 ” ° 7 [ 0 0 1 12 0 0 0 0 a
Oct be %7 2 2 n 0 18 0 0 ° 0 19 0 [ ° ° 0
N mbe 282 N 8 7 0 " a 0 a 1 2 ° [ 0 ] o
D mbe 35 n 2 [ [ 2 ] 0 [ 3 18 ° 0 ° 0 ]
I woryqean 354 2 ‘ “ 0 0 ° o 0 1 2 ° 0 0 [ 0
F bruary 81 " 7 o7 0 15 0 0 0 1 a2 0 0 0 0 o
Mach 38 16 1 55 0 £ [ [ ° 1 n 0 0 0 [ 0
Aprk 3t 18 7 » ° 2 0 0 a 2 17 0 0 0 0 [
May w2 “ - [ ° EY ° 0 0 0 ) 0 0 0 0 ]
1 ne 364 14 10 70 a kil a o o 1 o o o 0 L] [
duty 5 ] 7 65 0 » 0 0 ° 2 17 ° 0 [ 0 o
August 383 7 ” 54 0 15 [} a 0 ' k1l ° o 0 ] 0
S pt mbe S » 18 78 [ 19 0 [ e 1 18 o [} 0 0 0
Oct be 585 “ 25 75 o 2 [] 0 o 2 » 0 0 0 ° o
Nov mbe 578 “ 13 ] a 27 0 0 0 1 20 0 ° ° [ o
O b 574 54 s a 0 2 [ [ ° 2 M [ 0 [ o [
doa oy ( B98) se5 3 12 5 0 n [ 1 0 1 2 0 0 [ 0 [
F bruary 518 ot n s [ n 0 [ 0 1 2 ° [ [ 0 0
March 568 » ” 57 0 12z ° 0 0 1 F) [ 0 0 ° 0
N Ope 11 1 Settieme t oih N b dgst [ DR v [ Ttrdpat D prciti
I tment € penta C sh A ount A S ppll P yment Biry Ad ne C wditor Setfleme t S Hiema ¢ F nd
_n a3 % 5 " © 1] n n 76 " m_ _ _Other
3o ey (1996) [ [ 4 128 13 4] u2 17 Q a 2 [ [
F by 0 ° 3 "7 155 106 a2 w 2 b « o o
March ° o 4 "t 199 107 80 18 3 w0 4 0 [
Aprk 0 [ s o0 15 244 o4t 18 n [} [ ° 0
May ° 0 3 6 14 168 9 ] 0 0 % 0 [
June 0 ° a 53 136 285 08 12 3 s 3 0 0
Juy a 0 2 “ 187 188 54 " » 70 2 0 0
Augusl ° 0 2 s m 188 506 10 s 104 3 0 [
Sapt mbe 0 ° 2 5 85 s 862 ” a2 a8 2 0 °
Ocl be ] 0 3 105 166 05 807 It “ 2 3 0 1
N e 0 0 4 ™ 138 264 %5 1u w Y 3 ° \
o mbr o 0 [] 10t 133 %4 T4 12 n ] 3 0 1
3 rarary (1997) ° 0 5 138 114 249 L] 10 55 2 ] 0 14
F bruary o o a 152 122 257 898 14 64 '] 2 0 1
Mah [ 0 3 85 a7 247 o7 15 4 4 3 0 2
Aprd ° 0 4 0 4 253 636 15 £y 15 3 0 4
My 0 0 4 7 199 278 743 n 57 a4 3 [ [
im ° ° 5 126 12 320 m 10 4 [ 3 ] 1
Iy 0 0 s 57 107 2 788 " k2 0 2 o 2
Auguat o 0 [ s6 151 m 75 [ 4 ° 1 ° 1
S5 pt mbe o ] 8 &6 12 268 750 12 » W 5 o 1
Olbe [ o 6 0 115 29 L) 7] “ 10 3 [ H
N e 0 [ [ 168 mn 228 705 ? M [ 5 0 ar
De mber 0 0 & 135 185 28 757 1 58 29 * 0 &
4 omaoy{ 998 o L] & m 186 255 ™m " 43 o ) L] 81
Foony a ° 5 "4 194 263 79 7 » 0 s 0 6
Mach 0 0 7 18 172 268 s [ 3 0 4 0 6

R ]




[
ty1 13n
(L] 2
V ¥Yrxad N
By
] ¥ v

(S13SSY |EIOL, JO 95) 12 adUE|BY ITI LOUIWOY

BO 0T ¥ BLSH %S ki X6 §1 ®69 92 bEL B0 91 1s1wWw NN
56 11 07 E¥ Ll Blel KH ¥1 i Bro b BLLl 1§ woud do
x0s Bly i34 Bo ¥ 149 BTE oy BET EL1 1§ uwup dog
By xTY B0 xL01 94 BTL LY B BOE 151 21 s dpm
K00 EDO B0 00 B0 0 %00 A 00 00 tsd
14 E 1 R4 B¥ L BST 1¢5 4 B8 E 124 By T BLT fgs w wm ¥ o
BLSH bbby EL Ky BUSH B0 00t %916 o8 BT BH L 1s1dba ny g
{5985 [EIOL JO %) JUIMIIEIS IUOIU] AZ|S WOWILOYy
(prpEnuy) >y (1L 3 1S
b aenuy) b AN 1SS
Manuy) aym 393 1§
- uenBzININ) 2SSY
oot b1 4 BLsl x5 vt 86§51 %69 97 XEL %041 1§ ) waiy
%00 %100 0o 00 ®00 00 B0 0 00 %00 1§11y wyp | AN
TR B0l B LR B8 ¥ BLy vo 290 e it 1§11 4%  do
el 9T sl BE L €@t EEL LB bl ) @ dmodng oy Lo1s) 14 ¥y
sopey duenUojg Junesadp
W Jypau ey 1 w1
myliliga
Ainbg 1193q
£ouaajoeg uag Buey pur anpnag fepde)y
4 ro b kll o E1Y 0 5y L Aaqww 0 MAd1 \&]
B 50 bo B0 B0 B0 0 %0 j2] faw om B vy
Beol By 1 Bull xogl hsoi xeol bisl Leut hiy Syun i >
LR L .
Anpinbyy ua g, poyg
(1141} 86/1/1 L6/08/1 LEILIT Le/vit wnn 26/0111 6L 6hi1

sonjey [eroueuly
013U Yonupayy
S ¥ IqeL




Table 4 6
Khmelnitsk Oblenergo
Ukraine Energy Project
Determination and Aging of Accounts Receivable
(000 HRs}
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Recelvable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Bal Bat Bal Bal Write Offs Receivable Write Offs
Month ___(000 UAH) {000 UAH) {000 UAH} {000 UAH) (000 UAH) {000 UAH) {000 UAH) (000 UAH) (000 UAH)
January (1996) 14 432 7982 6449 6 449 6449
February 13 398 11909 7938 0 7938 7938
March 10674 5812 10674 2127 0 12 800 12 8OO
April 8043 8348 8043 4452 0 0 12 495 12 495
May 7043 8337 7043 4158 0 [} 0 11201 11204
June 7 360 9519 7 360 1682 0 [} 0 9042 9042
July 7 900 11718 5224 o 0 [} 0 5224 5224
August 8670 16 998 (3104) o 0 0 0 (3104) {3 104)
September 8992 10773 (4 885) 0 0 [} 0 (4 885) (4 885)
Qctober 10 456 11971 (6 400} [} 0 [} 0 {6 400) (6 400)
November 10351 11213 (7 262) [} 0 0 0 (7 262) (7 262)
December 12324 12130 (7 069) 0 [} 0 0 (7 069) (7 069)
January (19397) 11047 10795 (6 816) o 0 o 0 (6816} (6 816)
February 10 554 11776 {8 038) 0 0 o 0 {8.038) (8 038)
March 10895 11615 {B 759) o o 0 0 (8759) (8 759)
April 8750 12 857 {12 866) 0 0 [} 0 (12 866) (12 866)
May 7983 12054 {16 937) 0 0 o 0 {16 937) (16 937)
Juns 7 166 10 830 {20 661) 0 0 o 0 {20 661) {20 661)
duly 9451 10331 (21 541) o 0 [} 0 (21 541) (21 541)
August 9495 12220 (24 267) 0 [} [} [} {24 267) (24 267)
Seplember 10 861 10 326 {23732) 0 0 0 0 {23732) (23 732)
Qctober 10943 12739 (25 588) [} 0 0 0 (25 588) (25 588)
November 11727 13086 (26 947) [} 0 0 [} {26 947) (26 947)
December 12246 16973 {33674) 0 0 [} [} (33674) {33674)
January (1998} 12 437 12144 (33 380} 0 0 0 o (33 380) {33 380)
February 12 247 12 226 (33 360) [} 0 0 [} (33 360) (33 360)
March 11065 12313 (34 608) 0 0 0 0 {34 608) (34 608)
Sourc 8 (ByCim)
1 A tu !figures provided by comp y
2D0f( d tu fc shreceived plua NDC pym tp ash received minu h NDCT payme t3) 75% Th mechon d scounts n him b foanequvalentv ! tht
canbd dto pay redi 3
3 Columnt Col mn2
48 Assumedthatmoneyp dyo fixttath Id stunpad balsnce
7 Afte S0daysthedebtiswntte X dire ted n metothe frm
8§Sm fcimns3 45 and6
9 Cmitve countsrece vable withoutwnt o




Table 47
Khmelnitsk Oblenergo
Ukraine Energy Project
Determmation and Aging of Accounts Payable

(000 HRs)
1 2 3 4 ] 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Tatal Realization Month Unpaid Unpaid Unpaid Unpaid Total Without

Expenses Paid Balance Balance Balance Balance Write Offs Recejvable Write Offs

Month (000 UAH) __(000 WAH) (000 UAH) {000 UAH) {000 UAH) {000 UAH) (000 UAH) (000 UAH) {000 UAH)
January (1996) 12103 5693 6411 6411 6411
February 10 554 6960 10 004 0 10 004 10 004
March 9688 8603 9688 1401 0 11089 11089
April 9848 5312 9848 5777 0 o] 15625 15625
May 7153 6 889 7153 8737 0 0 0 15890 16 830
June 7091 7 891 7091 7153 846 0 0 15090 15 080
July 7847 9897 7 847 5193 0 0 0 13 040 13 040
August 8495 14915 6 620 0 0 a o 6 620 6 620
September 9885 9609 6 896 0 0 0 0 6 896 6 896
October 10955 10658 7193 0 0 0 [1] 7193 7193
November 11490 9748 8935 o] 0 0 0 8935 8935
Dacember 12971 9919 11 986 0 0 0 0 11 986 11986
January (1997) 14150 8589 14150 3397 0 0 0 17 547 17 547
February 11827 9736 11827 7811 0 0 0 19638 19638
March 11715 10030 11715 9608 0 0 0 21323 21323
April 11 144 11 414 11144 9909 0 0 0 21053 21083
May 8554 10476 8554 10577 0 0 0 19131 19131
June 7662 8526 7 662 8 554 2051 0 0 18 267 18 267
July 7765 7336 7765 7662 3269 0 0 18 696 18 696
August 8129 9681 8129 7765 1250 0 0 17 144 17 144
September 9247 8622 9247 8129 393 0 0 17 769 17 769
Octaber 10912 11009 10912 6760 0 0 o] 17 673 17 673
Navamber 11980 10 471 11 980 7201 0 0 0 19181 19181
December 13703 15693 13703 3488 0 0 [1] 17 191 17 191
January (1998) 14 022 10070 14 022 7121 0 0 o] 21143 21143
February 13749 10175 13749 10 968 0 0 0 24716 24716
March 15328 10 368 15328 13749 600 a o] 29676 29676

S m (ByC lumn)

9Cmitvea

1 A tu I figures provided by c mpa y
2 A tu I figures provid dbycomp y
3Cim 1 Column2

46 A m dthatmoney padgoes first fo th
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5. CHP

The combined heat and power plant constructed in the early 1960 s 1n Kamianets
Podilsky (70 kilometers southwest of the Oblast’s capital) 1s the only large energy producing
facility in the region The CHP only services the city The plant’s equipment 1s Russian made
and consists of 5 steam boilers (of which three were installed onginally) and two added in the
1970’s and a turbogenerator manufactured in 1959 The fuel used within the plant 1s natural
gas with mazut held in reserve The actual electricity output 1s neglible, and the plant s
primary function 1s the generation of heat for the city’s heat system The heat plant installed

capacity 1s 222 Geal and the average monthly heat output 1n 1997 equaled 28 700 Gcal The
CHP employs 187 persons

Onginally the CHP was owned by the sugar processing factory in Kamianets
Podilsky It still 1s the only direct customer and consumes around 52% of total output
Another 48% 1s sold to TeploKomunEnergo, the wholesale heat distribution network owned
by the city Under the Ukraiman law, heat generation facilities and networks are excluded
from privatization This fact brings about numerous 1ssues, both operational and legal In
some Oblasts of Ukramme (e g, Lviv) the steps have already been made towards the

streamhning operations by leasing the CHP to the city However, in Khmelnitsky the problem
remains unsolved

Table 5 1 1s the income statement for the CHP Supporting tables include 5 2 (Sales
of Heat) 5 3 (Other Income and Expenses), 5 4 (Electricity / Fuel Purchased) 5 5 (Main
Production Costs), 5 8 (Aging of Accounts Recervable) and 5 9 (Aging of Accounts Payable)

Table 5 1 1s the 1996-1998 quarterly restated mcome statement Beginning with sales,
two types of trends exist The first 1s seasonal and the second in economic The seasonal
trend shows a peak i consumption 1n the first quarter of each year with a decline 1n usage n
both the second and third quarters (due to warmer weather) In the fourth quarter a sharp
nise in revenues occurs due to colder weather The second trend 1s economic Beginning with

the first quarter of 1996, 1997 and 1998, there has been a small rise 1n sales between 1996
and 1997 and then a sharp decline in 1998

It should be noted that sales in the thurd quarter 1996 are negative As explained by
the staff at the Oblenergo, the cost of heat 1s based on an estimate of fuel costs the begmmng

of each year For 1996 the cost of fuel was overestimated and the negative figure represents
an adjustment to consumers for overpaying
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Table 5 1
Khmeinitsk Oblenergo CHP
Ukraine Energy Project
Income Statement for the Period Ending
{000 UAH)
OPERATING INCOME 114196 17196 110/96 111197 114197 117197 1110197 111/98 114198
Sales
Electricity 0 0 0 0 0 0 0 0 0
Heat 2963 748 (244) 3433 3009 391 79 2922 1655
Internal Transfers 0 0 0 0 0 0 0 0 0
Other Revenues 0 0 0 0 0 0 0 0 0
Totat Sales 2963 748 (244) 3433 3009 391 79 2922 1655
Operationat Expenses
Purchased Electricity 0 0 0 0 0 0 [¢] 0 0
Operating Expenses {57) (33) {40) (44) (43) (27) (39) (26) (87)
Fue! and Raw Maternals (2210) (787) (3) (1 620) (2 705) (748) 0 (1865) (1876)
Wages & Social Costs (75) (108) (111) (143) (159) (122) {109) (126) (155)
Tolal Operating Expenses (2 341) (927) {154) (1807) (2907) {897) {148) (2017) (2118)
Maintenance 0 0 0 0 {44) {18) {22) (33) 0
Depreciation (14) (13} (27) (35) (36) {(36) (58) (60} {54)
Tolal Operational Expenses (14) (13) (27} (35} (80) (54) (80) (93) (54)
Operating Income 608 (192} (425) 1590 22 {560) (149) 812 (518)
NON-OPERATING INCOME
Net Non Utility Operating Income 0 0 0 0 0 0 0 0 0
Total Operating Income Before Taxes and Financial Costs 608 {192) (425) 1590 22 (560) (149) 812 (518)
Taxes and Financial Costs
Interest on Long Term Debt 0 0 0 0 0 0 0 0 0
Unrealized Accounts Recevable * ] 0 0 0 0 0 0 0 0
Unrealized Accounts Payable 0 (292) {1381) 0 0 (1 488) {230) 0 0
Taxes & Payments (15) (13) (13) (17) (72) (7) (17) (197) (1)
Total Taxes and Financial Cosls (15) (305) (1395) (17) {72) {1 495) (247) (197) {11}
NET INCOME 593 (497) {1 820} 1574 {50} {2055) (396) 615 {529)
1 It1s assumed that accounts recervable 90 days or older are written off as bad debt expense
s assumed that accounts payable 90 days or older are wnitten off and treated as income




The next section 1n the income statement deals with operational expenses Also of
usefulness 1s table 5 6 Financial Ratios In particular the section refernng to the common
size income statement will yield important insights to the analysis The largest cost for
distribution 1s purchased fuel For 1996 the ratio of cost to sales 1s 66 1% The ratio declined
i 1997 by falling to 83 0% The cause of the decline was higher price of mazut and the less
efficient usage of the plant per unit of heat produced

The next largest cost 1s operating expenses This category includes matenals spare
parts fuel (other than for generation) and small investment The total spent during each
quarter 1s very low and only once exceeds 60,000 UAH per quarter It 1s difficult to see how
this small amount 1s sufficient to operate and maintain the boiler

Finally, wages increased from 08 mullion the first quarter of 1996 to 14 mulion UAH
by the third quarter 1996 and thereafter range from 1 2 to 1 5 mulion UAH per quarter The
unusual behavior of this cost, especially m 1996, 1s explained by reporting policy For the first
quarter of 1996, only wages are recorded 1n accounts 69 and 70 and any bonuses are expenses
after profit In the second quarter wages and bonuses are expensed before profit and counted
as expense This practice 1s continued for the rest of the restatement period For the third
quarter of 1996, an annual bonus 1s also included as an expense In addition to changes in
accounting policy wages also rise due to adjustments in the cost of living

Table 5 2 1s Heat Sales The largest consumer for heat 1s classified as Other In reality
this 1s the retail distribution network TeploKomunEnergo which serves the town of
Kamuanets Podilsky As for steam, the largest consumer 1s a sugar processing plant The
CHP plant only delivers steam to three industnal plants located in the area

Table 5 3 1s other ncome and internal transactions For the heat plant there are no
other revenues reported
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Table 5 2

Khmelnitsk Oblenergo CHP
Ukraine Energy Project

Heat Sales
1 2 3 4 5 8 7 a 8 10 1t 12 13 14 15
T T tal Total Total Total
Heat Total Heat T tal Heat Total H t T tat Heat T tat
Sold Tarllt st Sald Tact Sales Sid T an Sales Sold Tarkt S les s Tari( Sales
(00D Gkal) {UAH perm ) {900 UAH) {003 Gk _[) {UAHp rm ) {000 UAH) {000 Gkal) {UAHp m’[ {000 UAH) {000 Gk 1) {UAH perm ) {000 UAH) {000 Gkal) 000 UAH)
Industry Hot Water Residential Hot W t r Cooperative H tW t r Gr  nHouse Hot Yater OtherH tW t
3 21739 111 0 000 0 0 000 0 a 000 1) K]l 32 188 69 6gs
3 3317763 101 0 000 0 0 000 0 0 000 0 25 31878 844
1 218033 101 0 000 0 Q L] 0 L] 000 [ 23 33 160 28 m
2 13 764 52 52 0 000 0 0 000 0 0 0ao 0 12 33 195 88 a8g
0 000 38 0 000 0 0 ooa 0 0 Q00 0 ] 000 275
[} 000 0 ] 000 0 0 000 0 0 000 0 a 00 0
0 ooo 0 a 000 0 0 000 L] 0 000 1] 1) 000 0
1] 000 0 0 000 0 0 000 0 0 000 0 a ao0 0
] 000 244 1) 030 0 ) 000 0 1) 000 0 [ ago 1]
0 000 0 ] 000 0 0 000 0 0 o oo 1] 3 20 883 48 57
@ o900 o 0 000 0 0 000 0 [} 000 0 18 24 008 70 387
] 000 0 0 000 4 0 000 0 0 000 0 29 26 020 00 755
4 3211260 113 0 000 0 0 090 0 Q aoo 0 2 3210881 1041
3 32 549 02 B3 ] 000 0 0 g a0 0 0 000 0 24 32551 44 781
2 31 400 08 69 0 000 0 0 000 0 1) 000 0 18 3102000 484
1 0428 57 42 0 000 0 0 090 0 0 000 0 " 30 561 40 348
0 000 o [ 000 0 [ 000 0 [ 000 0 L] aqgo 1]
0 000 0 0 aqs g 8 00D 0 1) 000 [ 0 0g0 0
0 000 0 0 000 0 0 000 0 [1} 000 ] 1] 000 []
[ 000 [} [ 000 0 0 000 o [} 000 [ 0 000 1]
0 000 0 0 000 0 0 000 0 0 Qa0 ] ] 000 0
0 a0n 0 0 000 0 0 000 0 0 000 0 4 276023 108
[} 000 0 0 000 0 0 000 0 0 000 1) 12 28729 5¢ 38
a 2861538 7 0 000 0 0 000 ] 0 000 0 23 26608 10 889
2 20 260 87 85 0 000 0 0 000 ) 1] 000 ] ] auo ]
2 31 500 00 [:x] 0 000 0 [} 000 a a aoo 1) 22 3184545 698
a 31982308 B3 ] o 00 0 0 oo 0 0 000 (] Fal 3224138 748
Industry Steam Residential Steam C p rative Steam GreenH u  Steam Other Steam
1 42740 00 2 0 000 0 0 000 0 0 000 Q [ 10 0
[} 34607 14 10 1] o900 0 0 000 0 0 0oo0 1) 0 000 o
o 3386228 2 0 000 0 0 000 0 [] 000 Q Q oao 0
0 000 0 0 000 0 0 000 0 0 000 0 Q ao0o 0
0 000 ] ] 000 0 0 000 ] 0 000 0 0 000 0
[} 000 [ 0 oono 0 0 000 1] [ 000 0 0 000 0
o 000 0 0 000 0 0 000 0 1) 000 0 0 000 0
0 o000 0 0 000 0 0 000 0 0 000 0 0 Qoq [
0 000 0 [} 000 [} a 900 0 1) 000 0 0 000 a
25 Mo 775 0 000 0 0 000 0 0 000 0 0 000 1)
18 47 464 48 868 0 000 [ 0 000 0 0 000 a [} 000 0
18 36 100 00 592 0 000 0 0 000 0 0 000 a o QoD o
it A8MT TS 418 L] 000 ] 0 Qo0 [} 0 000 0 0 000 B
[ 000 0 0 000 0 0 000 4 0 000 0 0 000 0
[ 000 0 [} 000 0 0 0g0 0 0 (1) Q [} 000 0
0 000 0 1] 000 [} 0 0300 [ [ ooo 0 0 000 0
0 00D 0 0 000 L] 0 000 0 0 000 0 0 000 0
1] 000 0 [} 000 0 0 ooo [] 0 000 0 0 000 ]
0 000 ] 0 000 0 0 000 1) 0 000 0 0 000 )
1] 000 0 1) ao0 L] ) 000 [1] 0 000 0 [} 000 []
2 3157143 79 0 000 0 o 000 0 0 000 0 ] ¢o00 0
23 3213874 736 0 000 0 0 000 0 0 000 [ ] 000 1)
26 2101918 862 0 000 0 0 000 0 0 ano L] 0 000 0
3 30 800 a0 7 o 00D 0 0 000 ] ] 000 0 ] 000 ]
0 000 0 [ 000 0 [) o0oo 0 0 000 0 L] 000 []
0 0go [} [ 000 0 0 000 Q 0 000 0 0 aoo 0
0 000 0 0 000 ] 0 000 0 g 000 [1] [} 000 1}

1 inclucles Coopensiive Ssies Cooperalive G rages and Arist Workshops and Commun { Customars




Table 5 3
Khmelmitsk Oblenergo CHP
Ukramme Energy Project
Indirect Income and Expenses
Indirect Income Other Expenses
Other Outside Internal
Revenues Sales
Month
Janurary (1996) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
April 00 0 0 0
May 00 0 0 0
June 00 0 0 0
July 00 0 0 0
August 00 0 0 0
September 00 0 0 0
October 00 0 0 0
November 00 0 0 0
December 00 0 0 0
Janurary (1997) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
April 00 0 0 0
May 00 0 0 0
June 00 0 0 0
July 00 0 0 0
August 00 0 0 0
September 00 0 0 0
October 00 0 0 0
November 00 0 0 0
December 00 0 0 0
Janurary (1998) 00 0 0 0
February 00 0 0 0
March 00 0 0 0




b

Table 54
Electricity and Fuel Purchases
Khmelnitsk Oblenergo CHP
Ukraine Energy Project

{000 HRs)

Electricity Purchased Natual Gas Purchased

Mazut Purchased

MWH HRN Cost of MT/m? HRN Cost of MT/m? HRN Cost of

Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 0 000 0 3122 027 852 1136 181 206
February 0 000 0 2 668 028 748 2165 187 404
March 0 000 0 2 860 015 434 388 157 61
April 0 000 0 1759 015 264 180 156 28
May 0 000 0 0 000 0 0 0 o]
June 0 000 0 0 000 0 1] 0 0
July 0 000 0 0 000 0 0 0 0
August 0 000 0 20 015 3 0 0 o]
September 0 000 0 62 015 9 0 0 0
October 0 000 0 2214 015 329 1838 209 384
Novernber 0 000 o] 4112 015 625 1310 208 273
December 0 000 0 5467 015 827 1169 209 244
January (1997) 0 000 0 6249 015 953 771 198 153
February D 000 0 3549 015 528 0 0 0
March 0 000 0 2 836 015 425 0 0 0
April 0 000 0 2161 015 k7] 0 0 0
May 0 000 0 0 000 0 0 0 0
June 0 000 0 0 000 0 0 0 0
July 0 000 0 0 000 0 0 0 0
August 0 000 0 0 000 0 0 0 0
September 0 000 0 293 015 45 0 0 0
October 0 000 0 4423 015 684 800 204 163
November 0 000 0 5893 016 921 176 295 52
December 4] 000 o] 4833 016 754 133 308 41
January (1998) 0 000 0 4342 013 572 0 0 0
February 0 000 0 3739 014 509 0 0 0
March 0 000 0 3937 013 500 0 0 0




Table 5 4 shows the monthly purchases for filel The plant utiizes both natural gas and
mazut The pattern of purchases 1s the same as sales Large fuel purchases in the winter
declining to very small ones dunng the summer months On a cost basis the plant uses
mostly natural gas with mazut as a secondary source

The next table 5 5, outhines the main production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and 1 normal accounting for Ukraine Within the table are all
the basic accounts used to record costs of production However, discussion of costs will be

made within the context of the restated mcome statement and 1s presented here for
informational purposes for the reader needing more detail
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AdOD F1GVTIVAY 1838

Short Term Liquidity
Curtent Ratio
Collection Rate
% Accounts Recievable Over 60 Days
% Accounts Payable Over 60 Days

Capital Structure and Long Term Solvency
Debt to Equity
Debt to Total Assets
Tunes Interest Eamed (Cash)

Operating Performance Ratios
Average Ratio of Sales Tanff to Purchase Price (Electnicity)
Operalung Profits to Sales
Net Unreahzed Accounts to Sales
Net Income to Sales

Asset Utilization
Sales to Current Assets (Antmalized)
Sales to Net Utility Plant (Anmialized)
Sales to Total Assets (Antmalized)

Common Size Income Statement (% of Total Sales)

Purchases Energy to Sales
Operaling and Mawtenance to Sales
Ruel to Sales

Wages and Soctal Cost 1o Sales
Depreciation to Sales

Operalung Income to Sales

Net Income to Sales

Common Size Balance Sheet (% of Total Assets)

Accounts Receivable
Current Assets

Net Fixed Assels
Current Liabihties
Long Term Liabilities
Equity

1/4/96

00%
19%
TMM6%
25%
05%
205%
200%

Table 5 6
Khmelnitsk Oblenergo CHP

Fmancial Ratios

1/7/%6

00%
44%
1052%
144%
17%
296%
664%

1/10/96

NA
NA
NA
NA
NA
NA
NA

1/1/97

00%
13%
472%
42%
10%
463%
458%

1/4/97

00%
00%
899%
53%
12%
07%
17%

1/7/%7

00%
23%
1913%
312%
92%
1432%
5256%

1/10/97

00%
21 5%
00%
138 1%
5%
189 0%
50620%

1/1/98

00%
02%
63 8%
43%
21%
278%
210%

1/4/98

00%
5%
1111%
94%
313%
3 1%
ROF




Table 57
Khmelnitsk Oblenergo CHP
Ukraine Energy Project
Determination and Aging of Accounts Receivable
(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write Offs Receivable Write Offs
Month {000 VAH) (000 VAH) (000 UAH) (000 UAH) (000 UAH) {000 VAH) (000 VAH) {000 UAH) {000 VAH)
January (1998) 1132 283 849 849 849
February 955 188 955 661 1616 1616
March 876 1195 876 422 0 1298 1298
April 436 1 438 876 421 0 1735 1735
May 310 128 310 438 876 292 0 1916 1916
June 0 108 0 310 438 771 292 1520 1812
July 0 113 0 0 310 325 771 635 1699
August 0 26 0 0 0 285 325 285 1673
September (244) 130 (375) 0 0 0 285 (375) 1298
October 831 1341 (885) 0 0 0 [} (885) 788
November 1255 652 {282) 0 0 0 0 (282) 1391
December 1347 154 911 0 0 0 [} 911 2584
January (1997) 1571 180 1571 731 0 0 [} 2302 3975
February 874 384 874 1571 347 0 0 2792 4 465
March 564 367 564 874 1551 0 0 2989 4 662
April 301 727 391 564 874 824 0 2853 4 326
May 0 210 0 391 564 664 824 1619 4 116
June 0 387 0 0 391 177 664 568 3729
July 0 338 0 0 0 53 177 53 3391
August 0 133 (133) 0 0 0 53 (133) 3259
Septernber 79 147 (201) 0 0 0 0 (201) 3190
October 844 797 (154) 0 0 0 0 (154) 3 238
November 1225 1281 (210) [} 0 0 0 (210) 31814
Decemnber 853 1381 (739) 0 0 0 0 (739) 2653
January (1998) 65 978 (1652) 0 0 0 [} (1652) 1740
February 759 214 (1 106) 0 0 0 0 (1 106) 2285
March 831 678 (953) 0 0 0 0 (953) 2438
Sources (By Cofumn)
1 Actual figures prowided by company
2 Defined as actual cash received plus NDC non payments plus (non cash received minus non cash NDC paymenls) 75% This comection d scounts non cash fransactions to an equivalent value that
can be used to pay creditors
3 Column 1 Column 2
46 Assumed thal money paid goes first to the oldes! unpaid balance
7 Afer 90 days the debt is wntien off and treated as income fo the firm
8 Sumofcolumns3 4 5 and 6
(@ 9 Ci I without wnle-offs




Table 5 8
Khmelnitsk Oblenergo CHP
Ukraine Energy Project
Determination and Aging of Accounts Payable
(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Write Offs Receivable Write Offs
Month (000 UAH) (000 UAH) {000 UAH) {000 UAH) {000 UAH) {000 UAH) {000 UAH) {000 UAH) {000 UAH)
January (1996) 52 283 (231) (231) (231)
February 44 188 (375) 0 (375) (375)
March 64 1195 (1 505) 0 0 (1 505) (1 505)
Apnt 7 1 (1 435) 0 0 0 (1 435) (1435)
May 55 129 (1 509) 0 0 0 0 (1509) (1 509)
June 40 105 (1574) 0 0 0 0 (1574) (1574)
July 60 113 (1627) 0 0 0 0 (1627) (1627)
August 49 26 (1 604) 0 0 0 4] (1 604) (1 604)
September 83 130 (1651) 0 0 0 0 (1651) (1651)
October 67 1341 (2 926) 0 0 0 0 (2 926) (2 926)
November 80 652 (3 499) 0 0 0 0 (3 499) (3 499)
December 93 154 (3 559) 0 a 0 0 (3 559) (3 559)
January (1997) 113 180 (3627) 0 0 4] [} (3 627) (3 627)
February 142 384 (3 868) 0 0 0 0 (3 868) (3 868)
March 99 367 (4 136) 0 0 0 0 (4 136) (4 136)
Apnil 86 727 4777) 0 0 0 0 4777) @777
May 56 210 (4931) 0 0 0 0 (4 931) (4931)
June 68 387 (5 250) 0 0 0 0 (5 250) (5 250)
July 76 338 (5512) a 0 0 4] (5512) (5512)
August 81 133 (5 563) 0 0 0 0 (5 563) (5 563)
September 88 147 (5 623) 0 0 0 0 (5 623) (5 623)
Octaber 102 797 (6 317) 0 0 0 0 (6 317) (6317)
November 175 1281 (7 423) 0 0 0 0 (7 423) (7 423)
December 165 1 381 (8 640) 0 0 0 0 (8 640) (8 640)
January (1998) 107 978 (9511) 0 0 a 0 (9 511) 9511)
February 105 214 (9 620) 0 0 0 0 (9 620) (9 620)
March 97 678 (10 201) 0 0 0 0 (10 201) (10 201)
Sources (By Column)
1 Actual figures provided by company
2 Aclual figures provided by company
3 Column 1 Column 2
46 Assumed that money paid goes firsi lo the oldest unpaid balance
7 Afler 90 days the debi 1s wnlten off and trealed as income lo the firm
8 Sumofcolumns3 4 5 and 6
9 Ci lat: r without wrile-offs
=




APPENDIX ONE METHODOLOGY OF RESTATEMENT

In this section an overview of the methodology used to convert Soviet based
financial statements into statements that use International Accounting Standards (IAS) will
be discussed The reader must understand, however, that a restatement 1s not the simple
application of an accounting algorithm with clear nputs entered into a standard model and
the IAS financial statements forthcoming once the data has been fully incorporated This
view 1s much too simplistic and the range of the determining variables too wide to
accomplish the task with such ease 1In the text below 1s an outline describing the different
levels of restating accounts towards IAS standards For the restatement of Khmelnitsky
Oblenergo a level one restatement (adjustment to accrual basis) was completely achieved
As for level two (adjustment of asset and liability accounts), accounts receivable and
payable were partially adjusted to determine the effects of bad debt on the income
statement The reason a more detailed restatement was not performed was cost
effectiveness The degree of restatement described above was sufficient to determine the
financial condition of the company and any additional refinement would add little to the
overall conclusions of the Oblenergo operating performance time while at the same
drastically increasing the cost of performing the work

INTRODUCTION

The Soviet accounting system 1s directly related to the cost accounting system of
the West The main purpose of Soviet Accounting was to understand the costs of
production (usually on a per umit basis), how much was delivered and how much taxes 1s
owed on delivered production whereas IAS accounting 1s concerned with determining
ultimate profit from sales Although each FSU country has adapted the old system to fit
its own needs, the Soviet Accounting System 1s founded on a sertes of accounts from 1 -
86 The basics within each FSU country remain the same Each account represents either
an asset, hability, equity/fund, sales or cost For example, account 01 1s for fixed assets
account 20 summarizes main production costs, accounts 51-59 are cash accounts and so
on The basics are straightforward, easy to understand and perfectly acceptable way to

account for the financial transactions inside a smaller company using manual accounting
techmques

The major difference between the two systems, Soviet and IAS 1s the actual
reporting First in most situations the Soviet system reports on a cash basis whereas the
IAS reporting system 1s accrual The Soviet reporting system counts only what was both
delivered and paid for whereas the IAS system counts what 1s sold Second the Soviet
system’s main objective 1s calculating (and to some degree maximizing) taxes whereas the
IAS system 1s used for determunung profit from operations Under the Soviet system a
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very large, complex and dynamic set of rules exists on what costs can be included before
and after taxable profit For example during 1996 the rule was changed concerning wage
bonuses Prior to the rule change wages bonuses were to be deducted after the profit was
calculated The 1dea behund such a rule 1s to force taxable profit to be a larger value

After the rule change the companies were allowed to 1nclude bonuses as wage expense
and deduct before taxable profit was determied To overcome such large obstacles the
actual Soviet Income statement 1s ignored and the raw data based on the ledgers 1s
collected and used By following such a procedure, much of the reporting bias 1s
elimmnated and a more accurate picture of sales and costs can be determined

The most significant problem 1s not the Soviet Accounting System itself, but 1ts
application Although a strict set of rules exists as to how the accounting system should
be applied the range of applications are as many as the number of chief accountants that
apply them In effect everybody does 1t differently To compound this problem within
the power sector they used a variation on the old system and 1ts application was just as
varied Therefore, one had to first understand how the accounting procedures should have
been applied and then examine the records to see how they actually were applied Within
this context, in some circumstances chief accountants (and therir staff) would use
intermediary accounts whereas others would not Therefore, the threat of either double
counting or not including the cost at all always existed and the only way to prevent such
an occurrence would be to understand the specific application on an individual basis
These actions, 1n 1tself, were extremely time consurng

DEGREES OF IAS RESTATEMENT

As stated before, an IAS restatement 1s not a simple procedure Too many variables
exist concerning the actual application of the Sowviet rules to allow 1t to be a standard
methodology Therefore as with most things basic economic principles apply to financial
restatements as well At some point within the analysis, the marginal cost of doing a task
exceeds the margmal benefit derived from the cost Because of this an IAS restatement can
be thought of as a matter of degree and described below 1s a general outline the different

levels (or degrees) of restatement For illustrative purposes, four levels of increasing
complexity will be discussed

The first (and simplest) level would be to adjust the sales and costs to an accrual basis
It 1s also the most cost effective In situations where the company 1s either margnally
profitable or losing money, this would be appropriate course to take since increasing the
scope of the restatement will only intensify the problem (unprofitability) that has already been
1dentified by a limuted restatement When the problem of unprofitability has been 1dentified

1t 1s a waste of resources to more precisely measure the loss The available resources can be
used m more beneficial ways
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However if the firm 1s profitable on an accrual basts the restatement can go to the
second level by examining the asset and liability accounts In particular the value of fixed
assets needs to be assessed and 1n most cases increased to near fair value Under the old
system, extremely low values were given to fixed assets that under today s current economic
sttuation have hittle association with replacement cost To compound the problem very low
depreciation rates are allowed by tax law Al of this combined has the result of vastly
understating the fixed charges of a company For capital intensive industries this will
sigmificantly overstate profit In addition, both accounts receivable and payable need to be
evaluated and all accounts on an individual basis need to be aged Bad debt should be
charged against earmings 1f the account 1s not collectable Finally, inventories need to be
evaluated using a clear inventory costing strategy Al of this additional work 1s very time

ntensive and should only be completed once the company has been established as profitable
with excellent future prospects

If the business continues to be profitable after examunation of the mncome, expenses
and the balance sheet, the third level should be the application of the current taxes within the
country As with the examination of assets and liabilities, this can be a labor mtensive tash
and should only be undertaken on bustness that have promsing profit potentral Otherwise
it would be a waste of resources

The fourth and final level of a restatement 1s both the most complete labor intensive
and expensive of the four choices It 1s an audit of the company financial records Within the
Soviet system a financial team would have to reconstruct the entire financial history for a
period of ime In essence all accounting transactions for the period under evaluation would

have to be competed a second time under IAS In addition 1nitial trail balances would have
to be created

RESTATEMENT OF SALES

The objective of restating sales 1s to convert them to an accrual basis In principle
thus 1s accomplished by determurung how much electricity was delivered at what price
Within the context of the Oblenergo restatement, form 46 was used to accomplish this
part of the task Form 46 1s the monthly report to Minnenergo of electricity sales by
consumer group It has both the tariff used and amount sold In addition, the company
generates fees and other income for various reasons Late fees and transmisston fees are
example This information 1s taken from the Combined Report on Sales submutted to
Minnenergo on a monthly basts For the business units not involved in the marketing of

erther electricity or heat sales are taken from the general ledger account 45 (goods
delivered) or 46 (services)

Finally, since the restatement was completed for each individual business unit
nside the Oblenergo consolidated company, some internal transaction adjustments were
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required The data for internal transfers was supplied by the accounting staff at each

busmness unit However, when the actual consolidation of the individual business units was
made, the amounts for internal transfers were not included as part of sales

RESTATEMENT OF COSTS

Under normal Soviet accounting procedures, this information 1s relatively easy to
collect from account 20, main production costs, within the general ledger However for
the Oblenergo, this was not the case The first problem 1s that the electricity sector has 1ts
own individual accounting system that was sigmficantly different from what 1s normally
found 1n other companies To further compound the problem was each business unt that
used the energy accounting system actually used its own vanation In addition, some of
the non-electricity business umits used a general ledger The result 1s that internally the
company had no consistent application of accounting procedure

To overcome this problem of inconsistent accounting and reporting, it was
determine that certain accounts were basic cost accounts while other summanzed the basic
costs by function For example, account 2 (depreciation), account 6 (fuels) or account 70
(wages) are basic cost accounts They represent an actual cost for productton However
account 26 (general expenses) summarized the basic cost accounts associated with the

management and support staff In almost all the business units the data was collected
using the basic cost accounts

PURCHASED ENERGY / FUEL

Because of 1ts importance and relative size when compared with other costs of
production, more detailed statistics were collected on both electricity purchases (for
electrictty distribution) and fuel purchases (heat) The additional data included the amount
of electnicity/fuel purchased, the average price for the month and the total amount of the
cost The man reason for collecting more detailed data for the largest cost 1s to provide a
more transparent view of the business for the interested reader

MONEY IN/MONEY OUT

The purpose of collecting such data 1s twofold, first, to complete an aggregate
aging of both accounts receivable and payable The second reason is to more closely
examune the structure of the flow of funds through the company Money In can be defined
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as the amount of value® collected from a consumer that will offset the outstanding
accounts recetvable of the consumer Money Out 1s the amount of value paid out to
creditors that offsets an outstanding accounts payable Because of the nature of the
payments system (or lack thereof) in Ukraine, attempting to follow the value passing
through a company 1s at best an imprecise science The combination of barter deals and
the uncertain prices associated with them, and multi-party offsets would require a hughly
sophisticated system of accounting that 1s far exceeds the capabilities of the hand wnitten
ledgers normally kept at the lower levels of the company To compound the problem even
more are the cash collection procedures (transit account) that returns only a small portion
of actual cash collected to the Oblenergo, and the regressive and complex tax system and
the constant threat of inflation which erodes the actual value of money collected

As for Money In, the data was collected in two forms, cash and non cash
payments Based on these figures, certain assumptions relating to its value in satisfying
creditors was used Cash was assumed to have 100% value in payment to creditors As
for the non cash payments recetved, it was assumed to have 100% value up to the amount
owed for electricity Any amounts above this were discounted 25% to account for the
transaction cost of disposing of the non cash item The three amounts — cash non cash
used to pay electnicity and non cash (discounted) were added together to obtain an
estimate of the amount of value actually recerved against sales for the same period and 1s
the figure used 1n the aggregate aging of accounts recervable

Money Out was collected within four types of categortes, cash paid for electricity,
non-cash paid for electricity, cash paid to other creditors and non cash paid to other
creditors These four figures were added up and compared with the total expenses from
the general accounts to determine the aggregate aging of accounts payable

The main purpose for examining the aggregate flow of money 1s to broadly
calculate the aging of accounts recervable and payable to estimate how much (if any) bad
debt should be written off aganst income and to compare 1t with the trend m each account
on the balance sheet In addition, the growth 1n each account as calculated withmn the
aging was approxtmately equal to the actual growth on the balance sheet Because this
close relationship between calculated and actual, the ongnal balances were used in the
restated Balance Sheet However, 1t should be pointed out that for some of the individual
business units bad debt did exist and were charged off against earnings

BALANCE SHEET

With the exception of accounts recervable and payable, no other account

The term value 1s used because what 1s actually collected from consumers can be in the
form of cash, barter, and offsets
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