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EXECUTIVE SUMMARY

The Scope ofWork for tlns project Includes adVISIng Local Electnc Comparues (LECs) m
Ukrame on restatement oftheIr accounts to InternatIOnal AccountIng Standards (lAS)
SpecIfically, Task III A (1) calls for

«Support In ImplementatIOn of lAS, standardIZed reportIng and controls as
reqUIred by NERC)"

In hne wIth the task, there IS a specIfic dehverable In the LEC sectIOn

«1 Model ActIOn Plan on llIDlted lAS, standardIZed reportIng and controls
ImplementatIOn, as requIred by NERC"

Khmelmtsky IS one oftwo Oblenergos for whIch a restatement ofaccounts to InternatIOnal
AccountIng Standards was made for thIs DelIvery Order The comprehensIve report In
AppendIx A explaIns the methodology employed to accomplIsh the restatement and presents
very detal1ed financIal statements for the consohdated enterpnse and each of ItS operatIng
entItles, along WIth an analysIs ofthe results

Khmelmtsky Oblenergo mamtaInS ItS accounts In accordance wIth Ulmuruan accountIng
standards, as requIred for tax purposes and governmental reportIng A "hrmted scope" lAS
restatement ofItS accounts was performed ThIs means that a formal audIt of transactIOns was
not conducted and that a valuatIOn ofplant and eqUIpment and other assets was not
performed A full restatement would have taken a consIderably longer tIme and the cost
would have been prohIbItIve The restatement performed was suffiCIent to deterrmne the
overall financIal condItIon ofthe Oblenergo and Its operatmg uruts AddItIonal refinement
would add httle to the overall conclusIOns on operatIng performance and finanCIal pOSItIOn
An In-depth descnptIon of the eXIstIng Ukratman accountIng system and the methodology of
the restatement IS contaIned In AppendIX 1 ofthe attached report

The restatement was performed by a team of accountIng speCIalIsts whIch started by meetmg
WIth the semer management of the Oblenergo to understand ItS overall structure and
operatIons In depth dISCUSSIOns were held WIth the ChIefAccountant to understand the
accountmg processes and data flows LIkeWIse, conSIderable tIme was spent WIth the Sales
Department personnel to understand the recordmg ofrevenue and processmg of cash and
other forms ofpayment Sales and revenue data IS Irutxally recorded at the dIstnct offices and
those procedures were observed Operatmg costs are accumulated at the dIVISIOnal level so
data gathenng occurred there ObVIOusly, the maJonty of tIme was spent at the headquarters
In the offices ofthe ChIefAccountant

-------------- HaglerBaIlly --------------
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DetaIled mformatlOn was obtaIned from sales and cost ledgers for the 2 PEMs which make up
the electnc dlstnbutlOn and supply portlOn ofthe busmess The Combmed Heat and Power
(CHP) plant makes up the other slgruficant portlOn of the entIre busmess It was Important to
treat the CHP separately for accountmg and reportIng purposes smce It IS not mcluded m the
pnvatIzatlOn process and mvestors should be aware of ItS lffipact on the financial results
Another smaller SUbSidIary IS Involved In constructlOn

The source data was gathered at the VarlOUS entItIes and then processed and analyzed bv the
team It was Important that the team be given full access to the financial records m order to
make an accurate restatement The Oblenergo was very cooperatIve m provIdmg access to
personnel and records at the varlOUS locatlOns Work space was provided by the ChIef
Accountant who made sure that the accountIng staff promptly comphed With data requests

The Report m the AppendiX contaIns the lAS restatement mformatlOn for the consohdated
company, the total electnc operatlOns, the CHP and the ConstructlOn subSidiary FmancIaI
statements and an analySIS of the results for each quarter of 1996 and 1997 and the first
quarter of 1998 are contamed thereIn

The Oblenergo should contmue the process ofprodUCIng lAS restatements on a quarterly
baSIS The next logical step would be to acqUIre software and adopt practices whIch would
allow It to mamtaIn accountIng Information In accordance WIth lAS on an ongomg baSIS m
addItIon to the mandatory UkraIlllan standards

--------------- HagierBa1l1y --------------_
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1 EXECUTIVE SUMMARY

Khmelmtsky City, a strategIc mIlItary area dunng the SOvIet era IS located on the
border between Central and Western Ukrame The CIty was ongmally establtshed m a ferule
agnculture region m the 14th century under the name ofProskunv Smce that tIme the area
has been under the control of the RussIan Emprre, Poland and, between 1917-1991 the
former SovIet Umon (FSU) In 1991 It became part of mdependent Ukrame Prosh.ufl\
became the capItal of the Oblast m the 1930's and was renamed Khmelmtsky m 1954 It
contmues as the capItal ofKhmelrutsky Oblast (provmce) today It IS mterestmg to note that
the Khmelmtsky area IS the bIrthplace of Mosche Dayan, Israehan Defense MImster dunng
the 1967 Seven Day War WIth the Umted Arab RepublIc

Khmelmtsky Oblast hes m the mIddle of a vast rural area tradItIOnally based on
agnculture and ItS related processmg However, m 1970's and 1980's the area embarked on
an extenSIve mdustnaltzatton and rnthtanzatlon program The CatIon Plant (one of the FSU's
largest manufacturers ofcondensers), the UkrElectroApparat and the Novator (the later two
producmg electromc eqUIpment) are examples of strategIc mdustnes added to the local
economy Thts expanSIon program, along WIth ItS supportmg mfrastructure, was the mam
force behInd the expansIOn and development ofthe electnc sector (whtch m pnor years only
served a less developed rural sector) Wlthtn the command economy the oblast started to
both expand and upgrade Its electnclty supply and dehvery network to meet the growmg
needs ofthe area For example, the Khmelmtsky Nuclear Power Plant (NPP) was buIlt and
comrmssloned thts penod Because ofthe strategic tmportance of the Atr Force bases, mIssIle
launchmg SItes and manufactunng plants that supported the mIlItary complex the CIty and
sUIToundmg areas were deSIgnated a "closed CIty" by the SOVIet regIme

As mentIOned above, the power mdustry of the Oblast receIved a strong Impetus m
December 1987 when the 1,000 MW Umt 1 of Khmelmtsky NPP was COmITIlssioned WIth
three more umts plarmed WIthtn the forthcommg ten years However thIs expanSIon was
abruptly halted WIth the collapse of the FSU Smce the mIlItary complex was the most
mtegrated mdustnal sector wlthtn 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 detenoratlOn of the SOVIet mIlItary mdustnal complex was
lllitlated as newly natlOnaltzed republIcs struggled WIth mdependence, the mefficlencles carned
over from the old command economy and the breakdown of the tradluonal All omon Supply
Network With ItS recently developed econOmIC dependence on the mIhtary Khmelmtsky was
more adversely affected by the collapse than other areas WIth a more dIverSIfied economIC
base As a result of tills collapse, the Khmelmtsky NPP umts m progress were never
completed and the constructIon that had begun lIes unfimshed due to lack of funds
Compoundmg the sudden eltmmatlOn ofthe area's econOmIC base, the mIlItary and aSSOCIated
mdustnes, the local economy expenenced addItIonal econOmIC shocks from the rapId nse to
mtematIOnal pnces of energy, monetary mflatlon and the contmued practIce of pubhc
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adrntrnstratlOn of the economy The result (both for UkraIne and the area) was an econonuc
and monetary collapse With resultIng hIgh unemployment that was (and contmues to be) one
ofthe worst cases m the FSU For Khmelmtsky, the longer term effects of the collapse were
especially severe due to Its recent expansIOn and ultimate dependence on the nuhtary and
related mdustnes that artIficially supported itS econonuc base

The obJecttve ofthis study IS to have a reahstlc understandmg of the actual sales, costs
and cash flows that pass through the consohdated company Khmelrutsky Oblenergo The
company itself consists of the folloWing mdivldual busIness uruts, two electnc distnbut!on
compames (North and South PEM), a CHP plant and a small constructiOn diVIsion To
accomphsh thIs task four steps are reqUired First, the collectIOn ofbasic 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
Khmelrutsky, tills meant analyzmg different reportIng formats (a total of two) and developIng
a computer algonthm to utihze the different reportmg formats to restate In a conSistent
manner Thrrd the actuallIDplementatlOn ofthe methodology and computer algonthm on the
data collected FInally, the analySiS of the IndlVldual uruts and the consohdatiOn of the
IndIVidual umts mto a finanCial statement of the entIre company

However, one would be naive to state that thIs conversIOn was totally preCise m gomg
from one system to another BeSIdes some small mternal dIfferences m the baSIC accountmg
of the two systems, the major factors preventIng precIse converSion to lAS finanCial
statements would be the attempts at understating cash received or overstatIng costs (to lower
the tax burden) and the lack ofstandard apphcatlOn of the Ukratruan accountmg system For
each cruef accountant, a uruque apphcation ofthe rules eXists Although some adjustments
have been made to overcome this problem, these two factors represent unsystematIc nsk that
can only be overcome by an expensive and tlIDe consummg audIt ThIs was beyond the scope
of thIs study and the objectives ofthe partICIpants

In basiC econonuc pnnciples, at some POInt the margInal cost of domg a task exceeds
the margmal benefit denved from the cost Tills apphes to finanCIal work as well In the case
of thiS restatement, a hnuted lAS converSIon was performed because it was both cost
effective and prOVIded a reasonable estimate of the company's operatmg performance m a
format western tramed Investors could understand The matn focus of thiS restatement was
on the profitability ofoperations With partIcular emphaSIS on sales and operatmg costs After
all, if the company carmot be profitable from ItS operatiOns, more refined (and expenSive)
restatement is an acaderruc exerCIse and a waste of resources that could be more effiCIently
utlhzed m supportmg trnprovement m the problem areas of operatIOns Based on the findmgs
m the followmg rfport, Khmelmtsky Oblenergo is such a case where the most benefiCIal and
cost effecttve use ofdonor resources avatlable to the reCIpient is supportmg management on
improvmg baSiC operatIons and not contInued refinement of lAS finanCial statements

A summary ofthe finanCIal results from the restatement for the consohdated company
is proVided below More detatled analYSIS ofthe consohdated company, the consohdatIOn of
the eleetnc compames only and each mdiVIdual urnt ofthe consolidated company are proVided

4
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WIthIn the mam body ofthe text oftlus report For detaJ1s of the methodology used to restate
the financIal statement mto lAS, see AppendIX One

Consohdated Company

Company AnalysIs

Income Statement

Table 3 1 IS the consolIdated mcome statement of the two most sigruficant
components for Khmelrutsky Oblenergo, electncIty and heat Mamly two trends eXist for
sales The first IS seasonal and the second m econonuc The seasonal trend IS mostly related
to the productIon ofthe heat plant wlule the second trend IS a product ofboth Total sales for
the first quarter ofI996, 1997 and 1998 are 41 5,355 nulhon UAR (14 5% decrease) and
374 milhon UAR (9 9% decrease from 1996) Both heat and electncIty contnbute to the
declme For 1996, eleetncIty sales declmed by 15 6% and heat sales mcreased by 1 2% For
1997 the finanCIal pattern IS dIfferent Heat sales declIned by 44 6% whIle electncity sales
mcreased by 9 8% The reason for the dechne and subsequent Increase In electncity sales
concerns the supply ratIOnmg that occurred In both 1996 and to a lesser extent m 1997 ThIs
constramt on the retail market was caused by a lack of energy available from the wholesale
market because ofshortages In energy and the lack of resources to purchase fuel The large
decrease m 1997 was caused by a fall by 50% ofreSIdentIal consumptIOn

As for operatmg expenses, the largest cost IS purchased energy and the general trend
and reasons for the trend are the same as for sales The second largest cost IS fuel Although
sales at first mcreased and then declIned, fuel purchases only mcreased Smce It IS a very old
plant there may be declIrung effiCIencIes WithIn the productiOn ofheat causmg more fuel to
be utIhzed per output ofheat

Operatmg costs are lughly vanable and range from 7 to 1 3 mIllIon UAH The mam
reason for thIs vanability IS the heat dIVISIOn and ItS seasonal operatIOn based on the
productIon cycle ofthe sugar plant and the demand for hot water Wages mcreased between
the 1st and 2nd quarters of 1996 for two reasons Dunng 1996 a change m accountmg (tax)
polley allowed the company to deduct wage bonuses Pnor to thIs the common practIce was
to deduct the expense after taxable profit was calculated

Operatmg mcome for the penod exanuned has expenenced WIde swmgs m profitabIhty
WIth no apparent pattern The two profitable quarters are the first m 1996 and the thIrd m
1997 For three quarters the company broke even and the rest of the tIme It lost money Part
ofthe vanability IS due to the heat plant It operates at full capaCIty for only part of the year
and closes the rest ofthe tIme A second part ofthe vanability comes from the random levels
that the purchase and sellmg electncIty tanffs are set Based on the histoncal pattern
established the absolute levels ofeach are arbItrary To have gross margms actually decrease
dunng the summer months when a greater percentage of the supply IS generated usmg

5
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cheaper nuclear power does make econorruc sense

The data shows that collectlOns have exceed sales smce the begmrung of the 1996
Although tins may be a real possibIlity, It IS the analyst's view that the realizatIOn corrung m
from consumers on a non cash baSIS may be overvalued to a large extent and the real value
when vIewed from lIqUIdatmg costs of operatlOns IS much smaller

Balance Sheet

Table 3 8 IS 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 begmnmg of 1996 to the first quarter of 1998, current assets mcreased from 24 6 rrullion
to 396 rrulhon UAH Almost all the mcrease IS due to vanous types of receivables Cash
balances are small relatIve to other assets The mam reason IS low cash collectIOn rates and
the transIt account that absorbs most of the cash payments from electnclty sales The little
cash the company does receive goes to meetmg wages

EqUity had a large nse between the second and thrrd quarters of 1996 Tills was
due to an mcrease m Reserve Funds willch is the correspondmg account to the mcrease m
fixed assets under the fixed asset revaluatlOn mentIOned above The Reserve Fund was
reclaSSified as AdditIonal Capital at the begmrung of 1997 Long term debt was zero for
all of the penod As for current lIabilIties, the total balance doubled dunng the
restatement penod Almost the entire mcrease m short term hablhties came from payables
Accounts payable mcreased from 24 4 rrullIon to 463 rrullIon UAH willIe wages payable
mcreased from 9 to 2 3 rrullion UAH

Statement ofChanges m Fmanclal POSItiOn

Table 3 11 exarrunes the cash flow from all finanCial actlVlties dunng the year Net
mcome for most quarters was negatIve because ofpoor colIectlOn from heat productIOn and
mcreasmgly smaller operatIng margms m both electncity and heat Other than the revaluatIOn
of assets no adjustments from operatIng actIVIties contnbuted sigmficantly

ConclUSIOns

In the final analySiS it IS difficult to Isolate real company performance from the
mfluence of overwhelrrung external enVironmental factors These external factors mclude a
general collapse of the natlOnal (and local) economy, hypennflatlOn from prevIOus penods,
Ingher cost ofenergy Without control to pass the costs on to consumers (fixed purchase and
sellIng tanffs under the pnor tanff structure), poor cash collectIOns along With a de
monetIzatIon ofthe economy (mcreasmg barter transactIOns), contmued command economy

6
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mfluence from the State sector mcreased competItIOn from Independent Energy SupplIers
and an antIquated, InefficIent power delivery system Under these condItIons the abIlIty for
a company to contmue operatIng IS a major achIevement

However, some conclUSIOns can be made FITst, the electncity portIOn of the busmess
has the most promIse Electncity losses are fallIng Even after dIscountIng non-cash
transactIOns the electnc company manages to collect most of Its sales Although vanable the
company manages to earn a profit (on an accrual basIS) However tills IS limIted because they
lack the reqUITed control to pass on costs to the consumer The company IS also taking very
pOSItIve steps to become more efficIent They are In the process of combInIng the operatIOns
of the two dIVIsIons (PEMs) mto one umt

Although the company Itself IS tryIng very hard to Improve theIr operatIons It faces
a difficult SItuatIOn because ofthe area and ItS economIc conditIon The mass IndustnalIzatIOn
and militanzation program from the 1970's has become an unsustamable SituatIOn considenng
the econOmIC hardshIp the country IS currently expenenCIng after the collapse of the FSU
It IS not pOSSIble that Industnal productIon wtll contInue at anywhere near the level as dunng
the SovIet penod WIth an Infrastructure (and In fact CIty) buIlt around tills prevIOUS
expanSIOn the area wIll contInue to suffer as It readjusts back to an agranan economy with
some lIght Industry to support It

7
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2. INTRODUCTION

General DescriptIOn

The objectIve ofthIs study IS to have a realIStIc understandmg of the actual sales costs
and cash flows that pass through the system of dIstnbutIng electncIty, heat and other related
busmesses that make up the consolIdated company Khmelmtsky Oblenergo The constramts
to achIevmg thIs goal are directly related to Ukrame's mtegratlOn wIthIn the FSU FIrst the
accountIng system that has been carned over from the past was based on measunng
productIOn and actual cash flows for tax collectIOn Second, as wIth all FSU countnes the
collapse ofthe FSU brought WIth It a new currency and mflatlon from attempts to support the
mfrastructure and SOCIal programs of the past Fmally, 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 constramts from the past system and current operatIng enVironment,
the restatement was further complIcated by the corporate structure of the company
Khmelmtsky Oblenergo IS not Just one company In a smgle bUSIness, but a consohdated
busmess With several distInct operatIons Figure 2 1 summanzes the corporate structure of
the company and also proVIdes a framework for the analysIs ofthe entIre company Included
withm ItS busmess scope are two e1ectnclty dlstnbutlOn networks (North and South), a
combmed heat and power plant (CHP), and a constructIOn matenals umt The analySIS
presented WIthIn tms report wIll examIne each of these compames as a separate umt (tms
mcludes a descnption oftherr busmess, restatement oftherr accounts and analySIS of operatIng
results), and then a consolIdation of all busmess

A methodology has been developed and Implemented to overcome these obstacles l

An overvIew of the restatement methodology IS pIctured In FIgure 22 The baSIS of Its
Implementation IS to drrectly collect the raw data from bookkeepers and accountants ThIS
baSIC data mcludes the amount of the product delIvered (sales), the cost associated WIth
dehvery, and the actual cash InflOWS and outflows For the most part a cost was the same In
both systems of accountIng It was maInly the system of summanZIng these figures that
dIffers under SOCIaliStS and InternatIOnal Accountmg After collectIOn these figures would
be then used as the raw matenal for re-statIng the accounts usmg InternatIonal AccountIng
Standards

DetaIl:> are proVIded 10 appendIX 1

8
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However, one would be naIve to state that tlns converSIOn was totally preCIse In gOIng
from one system to another BeSIdes some small Internal dIfferences In the baSIC accountIng
ofthe two systems the major factors preventmg accurate converSIon to credIble lAS finanCIal
statements would be the understatmg of cash receIved or overstatmg costs (to lower the tax
burden) and the lack of standard applIcatIOn of the Uknuruan accountmg system For each
chIef accountant, a uruque applIcatIon of the rules eXisted Tlus was especially problematIc
In Khmelmtsk Oblenergo where two bUSIness uruts were exammed and two dIfferent
bookkeepIng methods were used Tills condItIOn eXisted even though a standard set of
reportmg 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 nsk that can only be overcome by an expensIve and time consumIng
audIt EspeCIally consIdenng the SIze and compleXity of tlus bUSIness, tills 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 bUSIness urnts for 1996-1998, a thorough understandIng of the IndIVIdual
methodolOgIes was achIeved at each SUbSIdIary All ofthe mformation was then Incorporated
Into developmg a computer algonthm 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 mcluded WIthIn the text of thIs report

General Background

Khmelrutsky CIty IS located on the border of Central and Western UkraIne and IS the
capItal of Khmelrntsky Oblast (provmce) TradItIOnally an agnculture area the CIty was
ongtnally establIshed In the 14th century under the name ofProskunv SInce that time the area
has been III the power of the RUSSIan EmpIre, Poland and between 1917-1991, the former
SOVIet Urnon (FSU) In 1991 It became part ofmdependent UkraIne Proskunv became the
capItal ofthe Oblast m 1930's, and It was renamed mto ItS present name m 1954 The Oblast
has a populatIOn of 1 5 mrllion, WIth over 250,000 IIvmg m Khmelrutsky CIty Itself

Khmelrutsky Oblast lIes In the mrddle of a vast rural area Major commodIties
produced m the area mclude sugarbeets and sugar processmg (for whIch the CHP sells most
of ItS steam), daII)' and beefalong WIth ItS related fodder productIOn, wheat and a number of
tradItIOnal VIllages Involved WIth SubSIstence farmrng Begmrnng In the 1970's the
Commurusts embarked on a maSSIve mdustnahzatIOn and modernIzatIOn program In the
regIOn ThIs program mcluded buddmg and operatmg a number of machIne buddmg and
electrornc mdustnes WIthIn the prOVInce along WIth the constructIOn and establIshment of
military bases and mrssIle launchIng CItes throughout the regIOn Along WIth the mdItary and
ItS related mdustry, a dramatIC expanSIOn ofthe power sector took place ThIs expanSIOn was
hIghlIghted when m 1987 a 1,000 MW Urnt of Khmelmtsky Nuclear Power Plant was
commrssIOned It was dunng thIs penod, 1970-1990, when both the phySIcal Infrastructure
and to a large extent the operatmg structure of the Oblast's power sector of today was
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created ThIs structure was an mtegral part of the overall Commurust model of the power
sector wluch was the typIcal vertIcally mtegrated command economy where at the top was
the mam admIrustratIve monopoly (Mmenergo) that made deCISIOns and below It the
functIOnal uruts that Implemented the deCISIons dIrected to them from above In addItIon
under tlus system, the deCISIons themselves were focused only on productIOn (and meetmg
quotas) and dId not regard pnce as a vanable Based on thIs above descnbed structure the
UkraIruans Inhented (at Its 1991 Independence) an extremely energy IntenSIve InefficIent
power Industry WIth lIttle abulty to respond to world market forces WIthout vast energy
reserves to utIlIze trus IneffiCIency would eventually bankrupt the economy

For the first four years after Independence, the sector was managed as It was dunng
the SOVIet penod However, one mam dIfference eXIsted The pnce of energy had Increased
to world pnces To sustam Itselfthe 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 Tlus began In 1995 for the power sector In the process
ofrestrueturmg, the former vertIcal monopolIes were unbundled to form four fossIl and two
hydro power generatIOn comparues (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 electnclty dlstnbutlon comparues In each Oblast
(Khmelmtsky Oblenergo IS part oftrus network) that own and operate low voltage networks
and dlstnbute electnclty to the customers Concurrently, Gencos and Oblenergos became Jomt
stock comparues wherem the stock parcels are held by the Government of Ukrame
mdependent busmesses, and mdlVlduals Along WIth Oblenergos, the low voltage supply
segment of the electnclty market also mcludes mdependent supplIers operatmg through
Oblenergo owned networks

Under the UkraIman Electnclty Law, both generators and supplIers of energy m
Ukrame operate through the Wholesale Electnclty Market (WEM, or Energomarket) under
the Energomarket Members Agreement The wholesale market actIVItIes are supervIsed by
the MiruStry of Energy of UkraIne (Mmenergo) m terms of general pollcy-makmg and
regulated by the mdependent NatIonal Electnclty Regulatory COmmISSIOn (NERC) that sets
tanffs on electnclty and proVIdes lIcenses for the correspondmg actIVItIes

12
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Company

Khmelnytsky Oblenergo, one of the Ukrame s 27 jomt stock energy-supplymg
comparues, servIces Khmelmtsky Oblast It IS the successor offormer Vmrutsaenergo, a state
owned vertIcal monopoly that operated throughout Central Ukrame pnor to the extensIve
market reform m the power sector commenced 10 1995 UntIl that tIme vmmtsaenergo
operated m Khmelmtsky Oblast through two electncIty dIstnbutIOn dIvIsIOns (PEM s) One
was located on the North (Northern PEM) and the second was responsIble for servIce m the
South (Southern PEM) Another major Vrnrutsaenergo asset was a combmed heat and power
plant (ClIP) located around 70 kIlometers to the southwest ofKhmelrutsky Oblast s second
largest CIty, Karruanets Podilsky In the course ofthe 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 mam busmess mcludes supplymg
electncIty purchased from the Wholesale ElectncIty Market through the electnc networks
wIth voltages from 0 22-110 kV In addItIOn, the Oblenergo dIstnbutes heat produced at
the CHP and local boIler statIOns and subsequently sold eIther dIrectly or through the
wholesale murucIpal heat dIstnbutIon network, TeploKomunEnergo The company also
generates a small output ofelectnclty at five dIfferent power statIons wIth a total mstalled
capaCIty of8 4 MW For these three major actIVItIes Khmelmtsky Oblenergo holds
hcenses from the NERC Fmally, a small constructIon and repaIrs eXIsts wlthm the
structure of Its Southern PEM

Over the years of the market reform m the power sector, the local electnc supply
compames' monopoly has been eroded wIth the advent of the hcensed mdependent energy
supphers allowed by the NERC to render theIr sefV1ces natIOnwIde to any wIlhng customer
Normally, mdependent supphers purchase electncIty dIrectly from generators and sell It to the
customers for cash than under barter arrangements, thus takmg away the solvent customers
from the Oblenergos, dtlutmg theIr chent base and reducmg theIr cash collectIOn potentIal
Compoundmg the problem mdependent supphers enjoy the full profit margm on theIr
operatIons whIle the Oblenergos only receIve a tranSIt fee from the Energomarket ThIs IS
typICal to the entIre energy supply sector ofUkrame mcludmg Khmelmtsky Oblenergo

13
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3. CONSOLIDATED COMPANY

The consolIdated company Khmelmtsky Oblenergo consIsts of three mdIvldual
busmess umts These mclude the North PEM, South PEM, and CHP The analysIs will
proceed as follows the first sectIon Will focus on the general operatIOn of the campan) for
the penod 1996-1998 The second sectIon wIll examIlle the performance of the dIfferent
dIVISIons wIthm the company It should be noted for the reader that a more detailed
dISCUSSIon of electnclty IS located III SectIOn 4 of thIs study

Income Statement

Table 3 1 IS the 1996-1998 quarterly restated mcome statement MaInly, two trends
eXist for sales The first IS seasonal and the second m econOffilC The seasonal trend IS related
to the productIOn of the heat plant The second trend IS economIc Total sales for the first
quarter of 1996, 1997 and 1998 are 415,355 mIllIOn UAR (14 5% decrease) and 374
millIon UAR (9 9% decrease from 1996) Both heat and electnclty sales are mam reasons for
the declme For 1996, electncity sales declmed by 15 6% and heat sales mcreased by 1 2%
For 1997 the financIal pattern IS dIfferent Heat sales declIned by 446% whIle electncIty

sales mcreased by 9 8% The reason for the declme and subsequent Illcrease m electnclty
sales concerns the supply ratlOnmg that occurred m both 1996 and to a lesser extent m 1997
ThIs constramt on the retaIl electncIty market was caused by a lack of energy avaIlable from
generatIon Heat sales decreased because consumptIOn (or supply) dropped by 50%

The next sectIOn III the mcome statement deals WIth operatIOnal expenses Also of
usefulness IS Table 3 7, Fmanclal RatIOS As for operatmg expenses the largest cost IS
purchased energy and the general trend and reasons for the trend are the same as for
electncity sales The second largest cost IS fuel Although sales at first mcreased and then
declIned, fuel purchases only mcreased SInce It IS a very old plant there may be declImng
effiCIenCIes WithIn the productIon ofheat causmg more fuel to be utIlIzed per output ofheat

Operatmg costs are hIghly vanable and range from 7 to 1 3 ffillbon UAR The mam
reason for thIs vanablbty IS the heat dIVISIOn and ItS seasonal operatIOn based on the
productIOn cycle of the sugar plant and the demand for hot water Wages have Increased
between the 1sl and ld quarters of 1996 for two reasons Dunng 1996 a change m
accountmg (tax) pobcy allowed the company to deduct wage bonuses PrIor to thIS perIod
the cornmon practIce was to deduct the expense after taxable profit was calculated In
addItIOn, through 1996-1998 wages were Increased as an adjustment to mflatlon

14
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Table 31
Consolidated Khmelmtsk Oblenergo

Ukraine Energy Project
Income Statement for the Penod Ending

flJOOUAIf)

OPERATING INCOME 411196 711196 1011196 1/1197 411/97 7/1/97 1011197 111198 1/4198
Sal98

Electrtclty 38504 22446 25562 33131 32495 23899 29807 34916 35749He.t 2963 748 (244) 3433 3009 391 79 2922 1655Internal Transfers 0 0 0 0 0 0 0 0 0Other Revenues 0 0 0 0 0 0 0 0 0
Total Sales 41467 23194 25318 36564 35504 24290 29886 37838 37404
Operational Expenses

P..-ch.sed Electrtclty (28792) (19577) (21432) (30332) (32502) (22694) (19290) (29464) (341991Operating Expenses (1038) (749) (710) (785) (808) (753) (683) (1252) (829)Fuel and Raw Materials (2210) (787) (3) (1620) (2705) (748) 0 (1865) (1876)Wages &Social Costs (1222) (2600) (2335) (2541) (2967) (2675) (3230) (2996) (3172)Tola/ DpenlUng Expenses (33262) (23713) (24480) (35277) (38982) (26870) (23203) (35578) (40076)
Malntel')ance (117) (171) (119) (144) (150) (157) (136) (270) (235)Depreciation (653) (526) (1045) (1097) (1153) (1198) (1386) (1875) (1855)Total OperalJonal Expenses (770) (697) (1164) (1241) (1303) (1355) (1522) (2145) (2091)

Operating Income 7435 (1215) (326) 45 (4781) (3936) 5161 115 (47631
NONoOPERATING INCOME

Net Non Utility Operating Income 0 0 0 0 0 0 0 0 0
Total Operating Income Before Taxe8 and Financial Coats 7435 (1215) (326) 45 (4781) (3936) 5161 115 (47631Ta)C.. and Financial Cost.

Interest on Long leon Debt 0 0 0 0 0 0 0 0 0UnreBized Accolllts Payable 0 0 0 0 0 0 0 0 0Unreahzed Accounts Receivable' 0 0 0 0 0 0 0 0 0Taxes & peyments (683) (6351 (778) (755) (446) (88) (6591 (1043) (3011)Total Taxes and Fmanclal Costs (6831 (635) (778) (755) (446) (88) (659) (1043) 130111

NET INCOME 6751 (1851) (1103) (709) (5227) (40231 4503 (928) (7774)

, It Is assumed that BCCO\llts payable 90 days or older are written off as Income
2 It 15 Bssll11ed that accolllts recelvable 90 days or older are \W1l1en off bad debt expense
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Operatmg mcome for the penod exammed has expenenced WIde sWIngs In profitabIlltv
WIth no apparent pattern The two profitable quarters are the 1sl 1996 and the thIrd In 1997
For three quarters the company broke even and the rest If the tIme was unprofitable Part of
the vanabIhty IS due to the heat plant It operates at full capacity part of the vear and shuts
down the rest ofthe tIme A second part ofthe vanabIhty comes from the random levels that
the purchased and seIlIng electncIty tanffs are set Based on the exhtbIted pattern the two
levels are arbItrary To have electncIty gross margInS actually Increase dunng the summer
months when a greater percentage ofIt IS supphed through cheaper nuclear power does mak.e
econorruc sense However, for the penod exammed the Oblenergo managed to approximately
break even accordIng to accrual profitabIhty

The data shows that collectIons have exceed sales SInce the begInrung of the 1996
Although thts may be a real possIbIhty, It IS the analyst VIew that the realIzatIon comIng In
from consumers on a non cash baSIS IS overvalued to a large extent and the real value when
VIew from hqUIdatmg costs of operatIons IS much smaller As for accounts payable, the low
gross margms from electncity and the lack of suffiCIent cash payments make It ImpOSSIble to
meet all the necessary costs and still maIntaIn the eqUIpment

Table 32, ElectncIty Sales, outlInes the monthly electncIty sold (In MWH) average
tanff (UAH per MWH) and revenues (000 UAH) by consumer group for the penod 1996
1998 (1'1 quarter) Total electncIty sold for 1996 was 1,939,631 MWH WIth an average
tanff of 61 2 UAH per MWH Total revenues for the same penod were 119 rrullIon UAH
As for 1997, 1,875,839 MWH were sold at an average pnce of65 3 UAH per MWH ThIS
generated total revenues of 121 1 mrIhon UAH The year to year decrease In MWH was
33% 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 IS Heat Sales The largest consumer for heat IS classIfied as Other In reahty
thIS IS the retaIl dIstnbutIOn network TeploKomunEnergo The CHP's heat market IS the
town ofKannanets PodI1sky As for steam, the largest consumer IS a sugar proceSSIng plant
Industnal consumers however, IS hrruted to three Industnal plants located In the CIty
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Table 3 2
Consolidated Khmelmtsk Oblenergo

Ukrame Energy Project
Electricity Sales
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Table 3 3
Consolidated Khmelmtsk Oblenergo

Ukraine Energy Project
Heat Sales
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Table 34
Khmelmtsk Oblenergo

Ulirame Energy Project
Indlrelt Income and Expenses

Indirect Income Other Fxpense~
Other Oul..de Internal

Revenues 8.1••

~
I Month

C/) Janurary (1996) 00 00 00 00
"""I February 00 00 uo ou
h
§

March 00 00 uo 00
Apnl 00 00 00 00

t::: May 00 00 00 00
:t June 00 00 00 00

~ July 00 00 00 00
11l August 00 00 00 00
(") September 00 00 00 00
a October 00 00 00 00
"tJ 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
Apnl 00 uo 00 00
May 00 00 00 00
June 00 00 00 00
JUly 00 00 00 00
August 00 00 00 uo
September 00 00 00 00
October 00 00 00 00
November 00 00 00 00
December 00 00 00 00
Janurary (1998) 00 00 00 00
February 00 00 00 00
March 00 00 00 00
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Table 3 5
Electricity and Fuel Purchases

Consolidated Khmelmtsk Oblenergo
Ukrame Energy Project

(000 HR.)

03

~ Electricity Purchased Fuel Purchased Fuel Purchased

""'+ MWH HRN Cost of MT/m3 HRN Cost of MT/m3 HRN Cost of

::b Month Purchased PerMWH ElectriCity Purchased PerUmt Fuel Purchased PerUmt Fuel

§
January (1996) 2883780 379 10 918 0 31220 272 9 8520 1 1360 1813 2U60

~ February 362011 0 266 96156 26680 2804 7480 2165 U 1866 404 0
h
to March 2674310 309 82580 28600 1517 4340 3880 1572 610

r- Apnl 21U 7810 393 82840 17590 1501 264 0 180 U 1556 280
n, May 1516440 389 58980 00 00 00 00 00 00
C") June 1355390 398 53950 00 00 00 00 00 00
0 July 1424450 446 63560 00 00 00 00 00 00'"t:>
-.::; August 153 1490 444 6805 0 200 1500 30 00 00 00

September 1761480 470 82709 620 1484 92 00 00 00
October 1974270 464 9 ISS 3 22140 1486 3290 18380 2089 384 0
November 2087230 483 10 0745 41120 1520 6250 1310 0 2084 2730
December 2488620 446 11 101 8 54670 1513 8270 t 1690 2087 2440
January (1997) 2681490 461 123590 62490 1525 9530 7710 1984 1530

February 2200930 452 99580 35490 1488 5280 00 00 00

March 2226960 457 10 1850 28360 1499 4250 00 UO 00

Apnl 2052830 460 9446 U 21610 1495 3230 00 00 00
May 1489570 468 69690 00 00 00 00 00 00
June 1349990 465 62790 00 00 00 00 00 00
July 124511 0 469 58420 00 00 00 00 00 00

August 1394140 450 62670 00 00 00 00 00 00

September 1590250 452 71810 2930 1536 450 00 00 00
October 1970240 451 88840 44230 1546 6840 800 0 2038 1630
November 210 666 0 452 95280 58930 1563 9210 1760 2955 520
December 2238200 494 11 0520 48380 ISS 8 7540 1330 30B 3 410
January (1998) 2238200 494 11 0520 43420 1317 572 0 00 00 00

February 2075980 520 10 788 0 37390 1361 5090 00 O(J 00

March 2193570 563 123590 39370 1270 5000 DO O(J 00

9-,:)V"
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Table 37
Con~ohdatedKlunelnit~kOblenergo

Fmanclal Ratl,,~

-4'119iS 711/96 1011196 1'1/91 ..111m 71t1tn 1011/97 1/1/98 11""91

Short Term L1quld,ly
C'urnut Ratio o. o. o. 08 08 08 08 08 08

C Ua:tiIlR.3tC ..:< J14~ 157,. 102';( ..:< U3'1O 1l2!l' 12S,. IOl"

.,. Aa. lW1 Red vable Over 60 D:iy 0:< 0:< 0:< 0:< 0:< 0:< 0:< 0:< 0:<

... Acr.. lWI Pay.abl a er 60 Day 0:< 0:< 0:< 0:< 0% 0% 0:< 0% 0%

Capital Structure and Long Term ~olvency

Debt I 8qlly o. 02 02 0' 0' 0' 0' 02 0'
Debt I ToW Allefl 48:< 20% ,,:< 21% 2'% 22% 20% 20% 24%

nrne. Wtt.l F.mm (Caw)

Opendlng Perrotman~eRatios
Avena R:itl rSale. Tariffl PwdJ,1 Price(Elcctrllly) 206 144 134 '" 1 " ," ,<7 1 '6 '33
Operalhla: Pr fil t Sale. 119'10 ,,% ,,% 0'% 13.'1'" 162.,. 17'" 0'% 127'li

~
Net Uureallud Ac4.0W1J. f SaJea 00% 00% 00'; 00'; 00'; 00:< 00'; 00'; 00';

f1) N't&:w:cmel Sale. 163" 80'; -44'; ,.,; 147" 166'" 1.'11'" 2)'; 208%

CJ')
Asset UIiU...t1on-t

h 8m.. t CUm:ar. Aud.J (AlDAllud) " 2' 32 42 '4 28 ,.
4' "

§
Salel t Net UUllIY Pbnt. (AomIiudI 4 , 06 06 O. O. 06 01 o. o.
Sale. I ToW. AntU (A1DDlwd) 24 0' 0' 0' 0' 0, 06 08 0'

~ Common ~Ize Income "\tatement (CJ" of Total Sale"i)h
~ I'urdJaIC Ear: fyt sat. 694% 844% 84'% l<\ 0:< .",; 934,. 64 ,:< n.,; 914"

f1) Oper:ltln& m:1 Milill.r:IJ:woe.ll) Sale, 2'" ,,:< 2''; 18'; I''; 2)'; ,,:< 26'; 16';

(')
Pllelt ~ea ,,% , 4'; 00'; 44'; 16'; ,,:< 00'; 4.% '0:<

a Wal: ,and SocbJ Coat t S1J 29% 112" .'" 6 .% 84'; tlO~ 10 a... 19'; 8'';

'"tJ Dtprccbtlw.t S3.lea 16'; ,,:< 41% ,.,; , 2'; 4'" 46" ,.% '0';

"'"
Oper.uiul b: me t Salea 179,. "" ",; 01'; IJ'" 162" 173" 0,,; 121%

Nct.lnccrneloSaJ • ItD% 80'; -44'; ,.,; 141'5 166'$ UI~ n,; 20 R%

Common Size Balance "heet «(If or Total Assets)

'\.u: IUJ RecciV2bl 280'1 132'$ 112'; 12 3~ 1".5~ 112$ 82" ,,~ 114%

C'urn:nt" IotU 413" 176'" 163~ 17.5~ 201'" 113';( l' 6',( \64" 191"$

N tFucdAJ,selt jj 4" R12~ 824'; 812'$ 786'" 813" 82 9'; 821% 19 ~"

C'um:nl.UalnlJUe 418'" 199$ 180$ 106$ 249" 223% 201$ 199$ 241"
LIl&TennL.u.lnllel 00" OO~ 00'< 00% 00:< 00" 00'< 00" 00';

"""y U2'Ji "'I" 82 0'; 794~ 7H" na 799" '" I~ ns'Ji

----------
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Table 3 4 IS other mcome and mternal transactions Thts mcome mamly comes
from the small constructIOn umt and additIOnal fees generated through electnclty and heat
sales

Table 3 5 shows the montWy purchases for electncity and fuel The CHP plant
utlhzes both natural gas and mazut The pattern ofpurchases IS the same as sales For
electnclty It IS htgher m the wmter months For fuel, large purchases m the wmter and
dechmng to zero dunng the summer months On a cost basIs, the plant uses mostly
natural gas with mazut as a secondary source

The next table, 3 6 outlmes the mam production costs associated with the company
The format ofthe table follows the format used WithIn the generally accepted practices found
both wlthtn the power sector and m normal accountmg for Ukrame Wtthtn the table are all
the baSIC accounts used to record costs ofproductIOn However, dIscussIOn of costs Will be
made wlthtn the context of the restated mcome statement and IS presented here for
mformatlonal purposes for the reader needmg more detaIl

Balance Sheet

Table 3 8 IS the restated balance sheet for the company Between the first and thtrd
quarter of 1996, gross fixed assets mcreased almost seven tImes due to a revaluatIon of assets
From the begmmng of 1996 to the first quarter of 1998, current assets mcreased from 24 5
millIOn to 39 6 mIllIon UAR Almost all the mcrease IS due to vanous types of receivables
Cash balances are small relative to other assets The mam reason IS low cash collection rates
and the transIt account that absorbs most of the cash payments from electnclty The httle
cash the company does receive goes to meetmg wages

EqUIty had a large nse between the second and thtrd quarters of 1996 Thts was
due to an mcrease m Reserve Funds whtch IS the correspondmg account to the mcrease m
fixed assets under the fixed asset revaluatIOn mentIOned above The Reserve Fund was
reclassIfied as AddItIOnal Capital at the begmmng of 1997 Long term debt was zero for
all of the penod As for current lIabIlItIes, the total balance doubled dunng the
restatement penod Almost the entire mcrease m short term lIablhtles came from payables
Accounts payable mcreased from 24 4 mIllIon to 46 3 mIllIon whtle wages payable
mcreased from 9 mIllIon to 2 3 mdhon The matn reason behtnd these mcreases IS the low
cash collectIOn rate

Statement ofChanges zn Fznancial POSitiOn

Table 3 11 exarmnes the cash flow from all finanCial activIties dunng the year
Net mcome for most quarters was around zero Although some Improvement m electnclty
occurred, the Improvements were offset by a declIne m the finanCial performance of heat

23

@f31AvAILABLE COPy
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Table 3 8
Consolidated Khmelnltsk Oblenergo

Ukraine Energy Project
Balance Sheet a f

P'}} HI

ASSETS 111196 41119B 111196 10/1196 11t1B7 4/1197 71t/a7 101f/97 1I119a 114/98
L ngTermAsse-fS

Filled Assefs 46556 46675 318713 317 219 321160 321216 322731 322810 323263 328875
L ~ Accumulated D pr J lion 11645 12014 166706 162832 163769 164 764 165942 167177 166772 170 537

Net Fixed Assets 34911 34 961 152007 154387 157391 156432 156769 155633 154491 159336
Assets Under Con tructl n 2557 3946 5148 5090 3982 5064 5568 6154 6306 6667

Net Ut /tty Plant 37468 38 B09 157155 159467 161373 161496 162357 f61787 t60799 HiS 025

Olher Prop rty .nd fnWsfmenb
N nUldlty Property and Inta gbit 2216 2601 2675 2603 2902 3269 3387 3428 340' 3569

Less Ac:c:um laleet DepreCIation 76 326 309 375 364 526 590 597 613 639
Nel Non~ll~y Prop rty nd IntangIbles 2140 2275 2366 2428 2538 2743 2807 2831 2966 2929
La g Tenn Flnanclallnvtstm nls a a a a a 2 2 0 2 2
Other Non-Curr nl Assets a a 0 a 0 a a 0 0 0

Tot., Other Prop rty and lnveslments 2140 2275 2366 2428 2538 2745 2809 2831 2970 2931

Cu"enrA.ssets
Cash and Short Term In fm Is 662 422 499 314 310 309 269 293 460 224
Account. R e mble 17891 19628 25559 21748 24461 29702 22362 16 022 16576 23706

Le$$ BId D bt Allow ce a 0 a a a 0 a 0 0 0
Net Ree lvable 17 691 19628 25559 21749 24461 29702 22362 16022 16576 23706

Inventory 4131 5936 65Q1 13143 3945 8656 9734 11324 12969 12 B63
G mment Employee and oth Rece/V;1bles 2061 1767 1151 1311 2377 2574 2109 2909 2132 2607
Olher Curr nf A sets 16 1202 205 15 3647 9 9 11 9 8

Tal/Curr mAnoll 24561 28955 34004 31531 34 740 41250 34 4BJ 30459 32145 39608

TOTAL ASSETS 64 169 70039 193525 193426 108651 205491 109649 195 077 195814 207564

to
CAPITALIZATION AND LIABILITIESrt]

(I) StocMo/der'& EquIty..., Sf Iul ry Caprtal (Net) 34 501 34 501 34 501 34 501 33639 33838 33639 33636 33638 33639
Addlllonal C pit I 0 0 a a 120106 120562 120474 120491 12Q 498 124 CO'3

h. R s Nil: Funds 3728 .. 191 122726 126338 7907 8086 9000 9 008 8912 8911

~
Retained Earn gs (2152) 4599 2749 1645 936 (4291) (9315) (3812) (4740) (12514)
Un hl d Differences (346) (6752) (4905) (3799) (4938) (3699) 224 (3541) (1523) 3132

~
To!.' Equity 35731 36540 155071 158665 157640 154 307 155029 1557B-4- 156783 157250

long Term 0 bt 0 0 0 0 0 0 a 0 a a
l:- Oth long Term lIab III 0 0 a a a 0 0 a a 0

to Tot., C.pila' z t n 35731 36540 155071 158685 157648 154 307 155 029 155764 156793 157250

r-- Current U blfltl
rt] Short Term 0 bt 2 000 750 0 140 30 415 107 a a a
C') Accounts Payabl 24376 30956 34945 29656 34 508 43748 38991 204168 35069 46314

a l I BId Debt Allow.
Net P y bl 5 24376 30956 34 045 29856 34 509 43748 38991 34 166 35069 46314

"lJ W ges and Social I lJl1I e Payable 971 379 1270 2507 3260 3612 3762 3129 2504 229B

"" Taxes d NOll-Budget P yabl 700 669 HieS 1194 1660 20t5 1467 1746 966 t 432
Go ernm nl Employee and Oth r P V bl 452 672 767 822 623 1388 296 14 329 4
Advances from Cust m n- O 0 0 0 0 0 0 0 0 0
Dlh rC rrentllablllles 39 53 444 232 921 8 5 236 264 266

Total Current Lab lit $ 28438 33499 38454 34741 41002 51184 44620 39293 39031 50314

TOTAL CAPITALIZATION AND LIABILITIES 6~ 169 70019 '9.3525 193426 198651 205491 199649 195 077 '95814 207564

lh1realLZed drl'fer n es rep ennIs the unrecon ~ bl ddre e ce after c nv rs n of the UkraInian accounl g system Into Intern t I A counting St d rds



- - - WI - - - .. - - .. - - - .. .. - .... -

~

Table 3 9
Consolidated Khmelmtsk Oblenergo

Ukraine Energy Project
Determination and Aging of Accounts Receivable

(OOOHRs)

2 3 4 5 6 7 8 9End of 30 Days 60 Days 90 Days ReceivableTotal Realization Month Unpaid Unpaid Unpaid Unpaid Total WithoutRevenues Received Balance Balance Balance Balance Write-Offs Receivable Write-OffsMonth 1000 UAHI \000 UAHI 1000 UAHI \000 UAH} 1000 UAH} \000 UAH} \000 UAH} \000 UAHI \000 UAHI
January (1996) 15564 8265 7299

7299 7299February 14353 12097 9555 0 9555 9555March 11550 7006 11550 2548 0 14098 14098Apr" 8481 8349 8481 5749 0 0 14230 14230May 7355 8466 7355 5764 0 0 0 13119 13119June 7360 9624 7360 3495 0 0 0 10855 10855July 7900 11831 6924 0 0 0 0 6924 6924August 8671 17023 (1427) 0 0 0 0 (1427) (1427)September 8750 10903 (3581) 0 0 0 0 (3581) (3581)October 11289 13312 (5604) 0 0 0 0 (5604) (5604)November 11608 11866 (5862) 0 0 0 0 (5862) (5862)December 13671 12284 (4475) 0 0 0 0 (4475) (4475)
tIJ January (1997) 12622 10975 (2827) 0 0 0 0 (2827) (2827)
n"t February 11428 12159 (3558) 0 0 0 0 (3558) (3558)
CI)

March 11464 11982 (4077) 0 0 0 0 (4077) (4077)
-l

April 9142 13584 (8519) 0 0 0 0 (8519) (8519)
h May 7986 12264 (12797) 0 0 0 0 (12797) (12797)§ June 7174 11277 (16900) 0 0 0 0 (16900) (16900)July 9454 10669 (18115) 0 0 0 0 (18115) (18115)
~ August 9497 12353 (20971) 0 0 0 0 (20971) (20971)
h September 10966 10473 (20478) 0 0 0 0 (20478) (20478)tl:l October 11800 13596 (22273) 0 0 0 0 (22273) (22273)
r-... November 12952 14367 (23689) 0 0 0 0 (23689) (23689)
n"t

December 13103 20355 (30940) 0 0 0 0 (30940) (30940)
n January (1998) 12505 13122 (31557) 0 0 0 0 (31557) (31557)a February 13008 12440 (30989) 0 0 0 0 (30989) (30989)
"tl March 11905 12991 (32076) 0 0 0 0 (32076) (32076)'" ---

Sources (By Col m J
1 Actual fguflts plTJVldod by cornp ny
2 Derned.., .. til 1 ash l'e'Ce ve<i plu NDC p,ym/mls plus (n n sh co Wid minus n c h NDC parm nt) 7S'J{, Thl C rr'ecllOfl dISC nf cash tranu r , ,1n~Vlfent~1 th"cln be used to ply meiffors
3 C I mn 1 Cofumn2

4-6 A umrtd Ih,t money pa d goes (,st to thfJ oldest unp. d b I ce
7 All r90d,ysthedebflswntt n "I dfrttltlodulncom fotherrm
8 Sumofe lumns3 4 5 'nd6
9 Cumuf.r 10'* e- nts racelVlbl. with ut wnt&-Offs
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Table 310
Consolidated Khmelmtsk Oblenergo

Ukrame Energy Project
Determmatlon and Agmg of Accounts Payable

(000 HRs)

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

MDnth (000 UAH\ (000 UAH\ (OOOUAH) 1000UAH) (000 UAH) (000 UAHI (000 UAH) (000 UAH) ~UAH)

January (1996) 12155 5975 6180 6180 6180
February 10598 7148 9630 0 9630 9630
March 9752 9798 9584 0 0 9584 9584
April 9919 5312 9919 4271 0 0 14190 14190
May 7208 7018 7208 7173 0 0 0 14381 14381
June 7131 7996 7131 6385 0 0 0 13516 13516
July 7907 10010 7907 3506 0 0 0 11413 11413
August 8543 14940 5016 0 0 0 0 5016 5016
September 9968 9739 5245 0 0 0 0 5245 5245
October 11021 11999 4267 0 0 0 0 4267 4267
November 11570 10401 5436 0 0 0 0 5436 5436
December 13064 10073 8427 0 0 0 0 8427 8427
January (1997) 14263 8769 13920 0 0 0 0 13920 13920
February 11969 10120 11969 3801 0 0 0 15770 15770
March 11814 10397 11814 5373 0 0 0 17187 17187
April 11230 12142 11230 5046 0 0 0 16276 16276
May 8610 10686 8610 5590 0 0 0 14199 14199
June 7730 8912 7730 5287 0 0 0 13017 13017
July 7841 7674 7841 5343 0 0 0 13184 13184
August 8210 9814 8210 3371 0 0 0 11581 11581
September 9335 8769 9335 2811 0 0 0 12146 12146
October 11014 11805 11014 341 0 0 0 11355 11355
November 12155 11753 11757 0 0 0 0 11757 11757
December 13868 17075 8551 0 0 0 0 8551 8551
January (1998) 14154 11048 11657 0 0 0 0 11657 11657
February 13879 10389 13879 1268 0 0 0 15147 15147
March 15452 11046 15452 4101 0 0 0 19553 19553

SOtICl.!S (By Column)

1 Actual figlNl.!S proVided by company

2 Actusl figtx'es proVIded by company

3 Column f Column 2

of 6 Auumed that money paid goes firsl to the oldest unpaid balance

7 After 90 days the debr Is ","lften orrsnd treated 8.$ Income fa the firm

B Sum ofcolumns 3 4 5 and 6

9 Cumufaflve accounts recelvab(e Without wrlle.ol"ts
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Table 311
Consolidated Khmelmtsk Oblenergo

Ukraine Energy Project
Statement of Cash Flows for the Period Endmg

Ukraine Energy ProjOCl

4/1198 7/1198 1011198 1/1/97 4/1197 7/1197 10/1/97 1/1/98 411198
Cash Flow from Oporatlng Actlvltlos

OJ Net Income 8751 (18511 (1 1031 (709) (5227) (40231 4503 (9281 (7774\

~
Adjustments 10 Reconcile Net Income to Net Cash Flow

Change In Accounts Recelvabfe (1937) (5931) 3811 (2713) (5241) 7340 8340 (554) (7130).... Change In Olher Short Term Assets (2697) 958 (1522) (500) (1270\ (GI3) (2292) (985) (589)

b. Chang& In Accounts Payable 8580 3989 (5089) 4652 9240 (4757) (4823) 901 11245

§ Change In other Short Term L1abl~lJes (289) 1718 1238 1719 557 (1499) (397) (1183) 39
Depreciation Expense 619 154675 (3808) 928 1177 1212 1252 1611 1791

r::- Nat Cash Provided by Operating ActlvKJe$ 2298 155407 (53721 4084 4483 1883 80 (1701 5375

b.
OJr--- Cash FloW from Investment ActivitIes
!"Tl
<") Completed Plant In SeNlce (319) (271838) 1494 (3941) (56) (1515) (79) (453) (5612)

a Change In Construction Work In Progress (1391) (1200) 68 1096 (1082) (504) (586) (154) (379)

~ Change In Nonutl6ty Property Bnd Intangibles (385) (74) (128) (99) (389) (118) (39) (55) (87)

~ Net Cash Provided by Inveslm.nt Acllvttle$ (209S1 (2731121 1434 (29421 (15071 (21371 (7041 (662\ 16078\

Cash Flow from Financing Activities

Short leon loans 1250 750 (140) 110 (385) 308 107 a 0
Long Term Loans a a 0 0 a 0 a 0 0
Equity 463 118535 3612 812 635 834 17 (91) 3586
Net Cash Provided by Financing Acflvltlu 1713 119285 3472 922 250 1142 124 (91) 3588

Unrealized Cash Dlfferenees 1 (84061 1847 1105 (11391 1250 3911 (3765) 2018 4655

Net Change In Cash 2260 1576 (4841 218 {ml 576 238 167 (2361

Nole 1 This BCCOoot measures !fte lIlrealized operating losses that eXIst w.thm the flne.r.c1e.I stl!l\emems dfferences In accounting systems and
polenllal errors in bookkeeping due to IBck of auditing
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4. CONSOLIDATED ELECTRIC DISTRIBUTION

The Khmelrutsk Oblenergo consIsts of the two electncity PEMs North and South
The Northern PEM servIces the northern part ofKhrneIrutsky Oblast It consists of 11 dIstnct
dlstnbution networks (REM's) BIIogrrsky, VolochIsk, Izyaslav, Krasylrv LetvchI\, Polonsky
Slavuta, Starokostyantyruv, Stara Syruava, TeophIpol, and ShepetIvka Along with the
REM's, Its orgarnzatIOn also mcludes a small scale electnc eqUipment repaIrs shop m
Medzhyblzh Its customer base IS compnsed of 221,234 customers WithIn this group
mcIudes 218,674 urban and rural resIdentIal customers, 403 mdustnal entItIes (of WhICh 46
are large mdustnal consumers (>750 MWH», 1,616 non-mdustnal consumers and 495
agncultural entities The largest mdustnal consumers mcIude the Khmelrutsky NPP s
ConstructIOn Company, Krasyltv MachIne Buddmg Plant, and the ShepetIvka Meat
Processmg Factory The PEM employs 1,086 persons

The Southern PEM servIces the southern part ofKhmelrutsky Oblast and the City of
Khmelmtsky Itself It consists of 11 REM's VmkIvcI, Gorodok, Derazhnya DunaYlvcl
KamIanets Podilsky, KamIanets Podilsky City, Khmelrutsky, Khmelrutsky CIty, Nova UshIca,
Chemerovetsky, and Yarmohnetsky Along with these local networks a construction and
repalfS divIsIOn m Stara Syruava IS mcIuded At present, Oblenergo management IS for
transformmg thIs dIvIsion mto a separate entIty Its customer base IS compnsed of326 631
customers Included m tros total are 308,970 urban and rural resIdential customers 2975
mdustnal entitles (of whIch 484 are large mdustnal consumers (>750 MWH», 9 769 non
mdustnal consumers, and 4,432 agncultural entItles The largest mdustnal consumers mcIude
the major electroruc eqUIpment plants m KhmeIrutsky City (UkrElectroApparat Novator and
Cation) as well as a cement factory m KamIanets Poddsky The PEM employs 1 81 1 persons
With 113 of these people workIng m the Stara Syruava ConstructIOn and Repairs DIVISIon

Table 4 1 IS the consolIdated mcome statement for the electnclty dlstnbutIOn diVISIOns
ofKhmelrutsk Supportmg tables mclude 4 2 (Sales ofElectncIty) 43 (Other Income and
Expenses), 44 (Electncity / Fuel Purchased), 4 5 (Mam ProductIOn Costs), 47 (Agmg of
Accounts Receivable) and 48 (Agmg ofAccounts Payable)

Table 4 1 IS the 1996-1998 quarterly restated mcome statement Begmrung WIth sales
two types of trends eXist The first IS seasonal and the second m economic The seasonal
trend shows a peak m consumptIOn m the first quarter of each year With a dechne m usage m
both the second and third quarters (due to warmer weather) In the fourth quarter, a sharp
nse m revenues occurred due to colder weather and mcrease usage to heat homes, busmesses
factones and government buddmgs

The second trend IS economIc Begmrung With the first quarter of both 1996 and
1997, a quarter by quarter companson shows that first quarter electnclty sales for 1997 IS
lower than 1996 by 15 6% The folIowmg year same penod sales mcreased by 9 8%
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Table 41
Khmelmtsk Oblenergo

Ukraine Energy Project
Income Statement for the Period Ending

lO"O UAH)

OPERATING INCOME 1/4/96 117/96 1/10/96 1/1197 1/4/97 117/97 1/10/97 111/96 1/4/96
Sales

Electrlclly 38504 22446 25562 33131 32495 23899 29807 34916 35749
Heat 0 0 0 0 0 0 0 0 0
Internal Transfers 0 0 0 0 0 0 0 0 0
Other Revenues 0 0 0 0 0 0 0 0 0Total Saln 38504 22446 25562 33131 32495 23899 29807 34916 35749

Operational Expenses
P(J"chased Becbiclty (28792) (19577) (21432) (30332) (32502) (22694) (19290) (29464) (34199)
Operating f)(penses (981) (716) (670) (740) (765) (726) (644) (1226) (742)
Fuel and Raw Materials 0 0 0 0 0 0 0 0 0
Wages & Social Costs (1148) (2493) (2223) (2398) (2808) (2553) (3121) (2870) (3017)Total Operating Expenses (30921) (22786) (24325) (33470) (36075) (25973) (23055) (33561) (37958)Maintenance (117) (171) (119) (144) (106) (139) (114) (237) (235)Depredation (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 (1545) (4803) (3376) 5310 (697) (4245)NON-oPERATING INCOME

Net Non Ulility Operating Income 0 0 0 0 0 0 0
Tot81 Operating Income Before Taxes and Financial Costs 6826 (1024) 100 (1545) (4803) (3376) 5310 (697) (4245)Taxe8 and Financial Cost.

Inferest on long Term Debt 0 0 0 0 0 0 0 0 0Unrealzed Accolllls Receivable 0 0 0 0 0 0 0 0 0Unreakzed Accounts Payable 2 0 0 0 0 0 0 0 0 0
Taxes & Payments (668) (622) (764) (738) (374) (81) (642) (846) (2922)Total Taxes and Fmanc/al Costs (668) (622) (764) (738) (374) (81) (642) (846) (2922)

NET INCOME 6158 (1646) (665) (2283) (5177) (3456) 4669 (1542) (7168)

1 Ills asslI'l1ed that 8CCOlXltS receivable 90 days or order are wntten off as bad debt expense
2 It Is assuned that accoll1ts payable 90 days or older are wntten off and treated as Income
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Although some ofthe pattern may be associated With the general economIC conditIOn
ofthe area, the maJonty of the pattern IS explamed by a constramt m power supply from the
wholesale market Smce the quarter bemg analyzed IS the Winter penod demand IS at ItS
peak GeneratIon dunng tills penod could not meet demand because of fuel constramts ThIS
shortage III generatIOn was passed on through the wholesale market to dIstnbutIOn throughout
the country and was especIally acute m 1996 The condItIOns m 1997 were Improved (as
demonstrated by the mcrease m sales), but stIll constramed the company s ablht} to meet
demand

The next sectIOn m the mcome statement deals wIth operatIOnal expenses Also of
usefulness IS Table 4 6 Fmanctal RatIos In particular, the sectlOn refernng to the common
SIze Illcome statement wIll yIeld Important mSlghts to the analysIs The largest cost for
dlstnbutlOn IS purchased energy For 1996 and 1997 the ratio of energy costs to sales2 are
843% and 86 0% respectIvely for each ofthe two years Two vanables
determme tills ratio, overall losses WItrun the dlstnbutlOn system and the purchase and seIlmg
tanffs Increased losses would cause the ratIO to detenorate (illgher) A larger dIfference
between the selhng and purchasmg tanff of electnclty would cause It to Improve (lower)
From 1996 to 1997 electnclty system's losses decreased from 21% to 15% Both the absolute
level and dIrectlOn ofthe losses are posItIve factors

Although the absolute levels ofthe ratlO of energy costs to sales remam constant the
trend dunng the penod (1996-1997) was not From the begmrung to the end of 1996, the
ratIo mcreased from 74 8% to 91 6% As for 1997, the level began once agam at the illgh
level It ended 1996 With, 100 0% and then decImed back to 84 4% Tills unusual pattern does
not match the normal seasonal pattern ofillgh ratIos dunng the wmter months wIth a declme
as warmer weather develops and can be best explamed by cross SUbSIdIzatIOn wlthm the tanff
structure rather than any underlymg econOmIC trends

Wages are the second largest cost Labor costs Illcreased from 7 5% of sales to 9 5%
between 1996 and 1997 because of changes III accountmg procedures Pnor to tros penod
bonuses were accounted for after calculatIon ofprofit Dunng 1996 the law changed so that
they could be mcluded was a wage expense

After wages, the next largest cost IS operatmg expenses ThIS category mcludes
matenals, spare parts, fuel (other than for generatIon), small mvestment and servIcmg costs
Combmed With mamtenance (whIch IS very small), expendItures are very erratIc throughout
the year However, III both years the total average 2 3% of sales per year At thIS low level,

Tills IS a very Important ratIO that IS the best mdlcator of eventual profitabIlIty It SImply
measures how much money IS left over to pay all other costs Normally an electnc
dlstnbutIOn company would reqUIre a ratIO of 80 or lower to meet ItS expenses other
than electncity A ratIO of 80 translates mto 20% of sales to meet all other operatmg
expenses and mvestment
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the eqUipment IS not beIng sufficIently maIntaIned to operate m an efficIent manner
DepreCiatIOn remams a very small but mcreasmg component FIrst Its low level IS due to
current tax law that allows for only very small annual deductIOns as an expense The reason
for the mcreasmg trend IS new eqUIpment IS bemg purchase at a much hIgher cost than dunng
SovIet tImes Therefore the hIgher cost results m illgher depreCiatIOn expense

Table 4 2, Electncity Sales, outhnes the monthly electncity sold (m MWH) average
tanff (DAR per MWH) and revenues (000 DAR) by consumer group for the penod 1996
1998 (I sl quarter) Total electncity sold for 1996 was 1,939,631 MWH wIth an average
tanff of 61 2 DAR per MWH Total revenues for the same penod were 119 mIllton UAB
As for 1997 1,875839 MWH were sold at an average pnce of65 3 DAR per MWH Tills
generated total revenues of 121 I mtlhon DAR The year to year decrease m MWH was
3 3% and the mcrease m revenues was I 7% The drlference between productIon and revenue
mcreases was caused by the mcrease m the average tanff

A more Important companson IS penod by penod Smce mformatIon IS avaIlable for
three years on the lSI quarter, tills WIll be the penod exammed Total electnclty sold (m
MWH) for the lSI quarter (1996-1998) was 588,217, 535,255 and 510,596 per month
respectIVely The trend m sales dunng tills penod follows the trend of the four largest
consumers, mdustnal, agnculture, resIdentIal CIty and resIdentIal From 1996 to 1998 total
electncity that passed through the system fell by a total of 13% Although the four mam
consumers ranged m decreased consumptlOn from 13-40%, the total decrease was not as
large because ofa nearly 12 tImes mcrease m tranSmISSlOn through the system to other areas

Table 4 3 shows the monthly purchases for electncity from the mam gnd Smce thIS
represents the most sigruficant cost, It IS shown m greater detaIl by the mclusIOn of thIS table
As With sales, penod by penod analySIS Will be used With the penod bemg 1sf quarter Total
purchases III MWH for each quarter are as follows, 917,820 (1996), 710,938 (I997) and
650,775 (I998) Calculated losses attnbutable to dIstnbution average over 18% ThIS level
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Table42
Khmelmtsk Oblenergo

Ukrame Energy Project
Electricity Sales
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IS extremely lugh when compared to the 6 2% loss rate witlun the U S Rural Electnc
System3

The next table, 4 4, outlInes the mam productIon costs assocIated wIth the
company The format of the table follows the format used wttlun the generallv accepted
practIces found both WIthIn the power sector and In normal accountmg for Ukrame
Witlun 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 mcome statement

The final two tables, 4 6 And 4 7, are an aggregate agIng of accounts receIvable and
payable The realIzatIon receIved 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 IS the collectIon of overdue accounts The second reason IS overvaluatIon of the value
of goods eIther m barter or offset transactIons The answer to tlus questIOn would be
extremely dIfficult to determme Without a detaIled analySIS of the transactIOns of the past two
years Tlus analySIS IS beyond the scope ofthe project

1994 StatIstIcal Report Rural Electnc Borrowers Rural Electnc ServIce, Umted States
Department OfAgnculture (Waslungton, DC Government PnntIng Office)
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Table 4 3
Electricity and Fuel Purchases

Khmelnltsk Oblenergo
Ukrame Energy Project

(000 HR.}

Electricity Purchased Fuel Purchased Fuel Purchased

MWH HRN Cost of MT/m3 HRN Cost of MT/m3 HRN Cost of
Month Purchased PerMWH ElectriCity Purchased Per Unit Fuel Purchased PerUmt Fuel

January (1996) 288378 3786 10918 0 0 0 0 0 0

February 362011 2656 9616 0 0 0 0 0 0
March 267431 3066 6256 0 0 0 0 0 0
April 210781 3930 6264 0 0 0 0 0 0
May 151644 3689 5698 0 0 0 0 0 0

June 135539 3980 5395 0 0 0 0 0 0

July 142445 4462 6356 0 0 0 0 0 0
August 153149 4443 6605 0 0 0 0 0 0

September 176146 4695 6271 0 0 0 0 0 0

October 197427 4637 9155 0 0 0 0 0 0
November 208723 4827 10075 0 0 0 0 0 0
December 248662 4461 11102 0 0 0 0 0 0

January (1997) 268149 4609 12359 0 0 0 0 0 0

February 220093 4524 9956 0 0 0 0 0 0

March 222696 4573 10165 0 0 0 0 0 0

Apnl 205283 4601 9446 0 0 0 0 0 0

May 148957 4679 6969 0 0 0 0 0 0

June 134999 4651 6279 0 0 0 0 0 0

July 124511 4692 5642 0 0 0 0 0 0

August 139414 4495 6267 0 0 0 0 0 0
September 159025 4516 7181 0 0 0 0 0 0

October 197024 4509 8884 0 0 0 0 0 0

November 210666 4523 9526 0 0 0 0 0 0

December 223820 4938 11052 0 0 0 0 0 0

January (1996) 223820 4938 11052 0 0 0 0 0 0

February 207596 5197 10766 0 0 0 0 0 0

March 219357 5634 12359 0 0 0 0 0 0
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Tables 44
Khmelnltsk OblenergD
Ukraine Energy PrDJect

Main Production Cosls
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Table 4 6
Khmelmtsk Oblenergo

Ukrame Energy Project
Determmatlon and Agmg of Accounts ReceIVable

(OOOHRs)

2 3 4 5 6 7 8 9
End a! 30 Days 60 Day. 90 Day. Receivable

Tota' ReallzaUon Month Unpaid Unpaid Unpaid Unpaid Tolal Wilhout
Revenues Received Balance Balance Balance Salance Write Off. Receivable Wrote Off.

Month (000 UAHI (000 UAH) (000 UAHI (000 UAHI (000 UAH) (000 UAHI (000 UAHI (000 UAHI (000 UAHI

January (1996) 14432 7982 6449 6449 6449
February 13398 11909 7938 0 7938 7938
March 10674 5812 10674 2127 0 12800 12800
April 8043 8348 8043 4452 0 0 12495 12495
May 7043 8337 7043 4158 0 0 0 11201 11201
June 7360 9519 7360 1682 0 0 0 9042 9042
July 7900 11718 5224 0 0 0 0 5224 5224
August 8670 16998 (3104) 0 0 0 0 (3104) (3104)
Saplember 8992 10773 (4885) 0 0 0 0 (4885) (4885)
Oelober 10456 11971 (6400) 0 0 0 0 (6400) (6400)
November 10351 11213 (7262) 0 0 0 0 (7262) (7262)
Oecember 12324 12130 (7069) 0 0 0 0 (7069) (7069)
January (1997) 11047 10795 (6816) 0 0 0 0 (6816) (6816)
February 10554 11776 (8038) 0 0 0 0 (8038) (8038)
March 10895 11615 (8759) 0 0 0 0 (8759) (8759)
April 8750 12857 (12866) 0 0 0 0 (12866) (12866)
May 7983 12054 (16937) 0 0 0 0 (16937) (16937)
June 7166 10890 (20661) 0 0 0 0 (20661) (20661)
July 9451 10331 (21541) 0 0 0 0 (21541) (21541)
Augusl 9495 12220 (24267) 0 0 0 0 (24267) (24267)
September 10861 10326 (23732) 0 0 0 0 (23732) (23732)
October 10943 12799 (25588) 0 0 0 0 (25588) (25588)
November 11727 13086 (26947) 0 0 0 0 (26947) (26947)
December 12246 18973 (33674) a 0 0 0 (33674) (33674)
January (1998) 12437 12144 (33380) 0 0 0 0 (33380) (33380)
February 12247 12226 (33360) 0 0 0 0 (33360) (33360)
March 11065 12313 (34608) 0 a a 0 (34608) (34608)

Soutt s (ByC' m)

, A til , ffgu~s proVIded by camp y

2 D Ii d fu Ie sh recelVf!d plus NDe p;m t pI ( ash received m,nu h NDr; p.yme IS) 75% 1'h trechon d !counts n htno • to an equ v,/ent v I rh t

c.nb dtopay redtf 1"3

J Corumn 1 CoT mn 2

4-5 AllIumedth.tmoneyp dgo fir.sltoth ld sf unp. dbel,nce

7 AItt! 90 d.j'3 the debt Is I+TJtte tr dim ted n mlttothefinn

SSm fclmns345 .ndS

gem 1 rJw counts reee Vlbr" wrthout mit •
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Table 4 7
Khmelmtsk Oblenergo

Ukrame Energy Project
Determmatlon and Agmg of Accounts Payable

(OOOHRs)

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 WriteOfts Receivable WriteOfts

Month (000 UAH! (000 UAHI (000 UAHI (000 UAHI (000 UAH! (000 UAH! (000 UAH! (000 UAHI (000 UAH!

January (1996) 12103 5693 6411 6411 6411
February 10554 6960 10004 0 10004 10004
March 9688 8603 9688 1401 0 11089 11089
April 9848 5312 9848 5777 0 0 15625 15625
May 7153 6889 7153 8737 0 0 0 15890 15890
June 7091 7891 7091 7153 846 0 0 15090 15090
July 7847 9897 7847 5193 0 0 0 13040 13040
August 8495 14915 6620 0 0 0 0 6620 6620
September 9885 9609 6896 0 0 0 0 6896 6896
October 10955 10658 7193 0 0 0 0 7193 7193
November 11490 9748 8935 a a 0 0 8935 8935
December 12971 9919 11986 0 a 0 0 11986 11986
January (1997) 14150 8589 14150 3397 0 0 0 17547 17 547
February 11827 9736 11827 7811 0 0 0 19638 19638
March 11715 10030 11715 9608 a 0 0 21323 21323
April 11144 11414 11144 9909 0 a a 21053 21053
May 8554 10476 6554 10577 a 0 0 19131 19131
June 7662 6526 7662 8554 2051 a a 18267 18267
July 7765 7336 7765 7662 3269 a a 18696 18696
August 6129 9681 8129 7765 1250 a 0 17144 17144
September 9247 8622 9247 8129 393 a a 17 769 17 769
October 10912 11009 10912 6760 0 0 0 17673 17673
November 11980 10471 11980 7201 0 0 0 19181 19181
December 13703 15693 13703 3488 0 0 0 17191 17191
January (1998) 14 022 10070 14022 7121 0 0 0 21143 21143
February 13749 10175 13749 10968 0 0 0 24716 24716
March 15328 10368 15328 13749 600 0 0 29676 29676

s '" (Bye fumnJ
1 A tu I figums proVIded by e mpa y

2 A tu Il'igureJprovrd dbycomp y

3elm JColumn2

4-6 A m dftl.tmoneYP'dgoesfi~ttoth td tunp.dba/'nc:
7 A~ gO d yl ff1e debt IS ""lten off dim t d u mcome to th firm

B 8m f tmnsJ4S .ndS
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5. CHP

The combmed heat and power plant constructed m the early 1960 S m Kamlanets
Podlisky (70 ktlometers southwest of the Oblast's capItal) IS the only large energy producmg
facility m the region The CHP only sefV1ces the CIty The plant's eqUipment IS RussIan made
and consIsts of5 steam boliers (ofwlnch three were mstalled ongmally) and two added m the
1970's and a turbogenerator manufactured m 1959 The fuel used WIthm the plant IS natural
gas wIth mazut held m reserve The actual electncity output IS neghble, and the plant s
pnmary functIon IS the generatIOn ofheat for the CIty'S heat system The heat plant mstalled
capaCIty IS 222 Gcal and the average monthly heat output m 1997 equaled 28 700 Gcal The
CHP employs 187 persons

Ongmally the ClIP was owned by the sugar processmg factory m KalTIlanets
PodI1sky It stIll IS the only dIrect customer and consumes around 52% of total output
Another 48% IS sold to TeploKomunEnergo, the wholesale heat dIstnbutIOn network owned
by the CIty Under the UkramIan law, heat generatIon faCIlItIes and networks are excluded
from pnvatizatIOn Tlns fact bnngs about numerous Issues, both operatIOnal and legal In
some Oblasts of Ukrame (e g, LVlV) the steps have already been made towards the
streamhrung operatIOns by leasmg the CHP to the CIty However, m Khmelmtsky the problem
remams unsolved

Table 5 I IS the mcome statement for the CHP Supportmg tables mclude 5 2 (Sales
of Heat) 5 3 (Other Income and Expenses), 54 (Electncity / Fuel Purchased) 5 5 (Mam
ProductIOn Costs), 5 8 (Agmg ofAccounts ReceIvable) and 59 (Agmg of Accounts Payable)

Table 5 I IS the 1996-I 998 quarterly restated Income statement Begmnmg WIth sales,
two types of trends eXist The first IS seasonal and the second m econOlTIlC The seasonal
trend shows a peak m consumptIon m the first quarter of each year WIth a declme m usage m
both the second and thIrd quarters (due to warmer weather) In the fourth quarter a sharp
nse m revenues occurs due to colder weather The second trend IS economIC Begmmng WIth
the first quarter of 1996, 1997 and 1998, there has been a small nse m sales between 1996
and 1997 and then a sharp declIne In 1998

It should be noted that sales m the thIrd quarter 1996 are negatIve As explamed by
the staffat the Oblenergo, the cost ofheat IS based on an estImate of fuel costs the begmmng
ofeach year For 1996 the cost offuel was overestImated and the negatIve figure represents
an adjustment to consumers for overpaymg

40
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Table 51
Khmelmtsk Oblenergo CHP

Ukraine Energy Project
Income Statement for the Period Ending

(OOOUAH)

OPERATING INCOME 1/4/96 1/7/96 1/10/96 1/1197 1/4/97 1/7/97 1/10/97 1/1198 1/4/98

Sale.
ElectnClty 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

Total Sale. 2963 748 (244) 3433 3009 391 79 2922 1655

Operational Expen.e.
Purchased ElectriCity 0 0 0 0 0 0 0 0 0
Operating Expenses (57) (33) (40) (44) (43) (27) (39) (26) (87)
Fuel and Raw Matenals (2210) (787) (3) (1620) (2705) (748) 0 (1865) (1876)
Wages & SOCial Costs (75) (108) (111) (143) (159) (122) (109) (126) (155)

Talai Operatmg Expenses (2341) (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)

Talai 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

Total Operating Income aefore Taxe. and Financial Cost. 608 (192) (425) 1590 22 (560) (149) 812 (518)

Taxe. and Financial Cosls
Interest on Long Term Debt 0 0 0 0 0 0 0 0 0

Unrealized Accounts Receivable' 0 0 0 0 0 0 0 0 0

UnrealIZed Accounts Payable 0 (292) (1381) 0 0 (1488) (230) 0 0
Taxes & Payments (15) (13) (13) (17) (72) (7) (17) (197) (11)

Totaf Taxes and Fmanclal Costs (15) (305) (1395) (17) (72) (1495) (247) (197) (11)

NET INCOME 593 (497) (1820) 1574 (50) (2055) (396) 6t5 (529)

1 It IS assumed that accounts receivable 90 days or older are wntten off as bad debt expense

2 It IS assumed that accounts payable 90 days or older are written off and treated as mCome

I
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The next sectlOn m the mcome statement deals WIth operatlOnal expenses Also of
usefulness IS table 5 6 FmancIaI RatIos In partIcular the sectlOn refemng to the common
SIze Income statement WIll yIeld Important mSIghts to the analysIs The largest cost for
dIstrIbution IS purchased fuel For 1996 the ratio ofcost to sales IS 66 1% The ratIo dechned
m 1997 by fallmg to 83 0% The cause of the declme was higher pnce of mazut and the less
efficIent usage of the plant per urnt ofheat produced

The next largest cost IS operatmg expenses This category Includes matenals spare
parts fuel (other than for generatlOn) and small Investment The total spent dunng each
quarter IS very low and only once exceeds 60,000 OAR per quarter It IS drfficult to see ho\\
thIS small amount IS sufficIent to operate and mamtaIn the boIler

FInally, wages illcreased from 08 nn1hon the first quarter of 1996 to 14 mIlhon UAR
by the third quarter 1996 and thereafter range from 1 2 to 1 5 mtllton UAR per quarter The
unusual behavIOr ofthis cost, especially ill 1996, IS explamed by reportmg pohcy For the first
quarter of 1996, only wages are recorded ill 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 IS contmued for the rest ofthe restatement penod For the thIrd
quarter of 1996, an annual bonus IS also mcluded as an expense In addItIon to changes III

accountmg pohcy wages also nse due to adjustments In the cost of hVIng

Table 52 IS Heat Sales The largest consumer for heat IS classIfied as Other In reahty
thIS IS the retaIl dlstnbutIOn network TeploKomunEnergo whIch serves the town of
Kamlanets Poddsky As for steam, the largest consumer IS a sugar proceSSIng plant The
CHP plant only deltvers steam to three mdustnal plants located m the area

Table 5 3 IS other mcome and Internal transactlOns For the heat plant there are no
other revenues reported
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Table 52
Khmelnitsk Oblenergo CHP

Ukraine Energy Project
Heat Sales

10 11 12 13 14 IS

f I~ T tal Total Total TolaJ
Heat Total Heat T Ial Heat Total H 1 T Ial H.a1 T tal
Sold Tariff S I Sold T;r,rKf S.,.. SId Triff Sales Sold Tariff S les S Id Tariff Sales

M..n!!!...-- (DDDGkall (UAHperm) '''OUAHI (ODD Gk " (UAHp rm I 1000UAHI lOaOGkall (UAHp m
'
) 'DOD UAHI 1000 Gk II (UAHperrn I 1000UAH! 1000 Ghl) (UAHp rm') 'OOOUAHI

to Industry Hoi Water Resldenllal Hot W t r cooperative H I W t r Gr n Houn Hot Water OlherH IW t

~
January(199SI 3 3217391 III 0 000 0 0 000 0 0 000 0 31 3218969 999
F bruilry 3 3317763 101 0 000 0 0 000 0 0 000 0 25 33 17878 644.... March 3 3318033 101 0 000 0 0 000 0 0 000 0 23 3318026 773

h
April 2 33264 52 52 0 000 0 0 000 0 0 000 0 12 JJ 195 98 30'
My 0 000 36 0 000 0 0 000 0 0 000 0 0 000 275

§ Jun. 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0

r::: Augu, 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
September 0 000 244 0 000 0 0 000 0 0 000 0 0 000 0

h October 0 000 0 0 000 0 0 000 0 0 000 0 3 2096146 57

~
Nit mb t 0 000 0 0 000 0 0 000 0 0 000 0 16 2400670 367
December 0 000 0 0 000 0 0 000 0 0 000 0 29 26 020 00 755
January (t997) 4 3211268 114 0 000 0 0 000 0 0 000 0 32 3210981 1041

"l F bru ry 3 3254902 63 0 000 0 0 000 0 0 000 0 24 3255144 791

8
March 2 3140900 69 0 000 0 0 000 0 0 000 0 16 31020 08 494
April 1 3042657 43 0 000 0 0 000 0 0 000 0 II 3056140 346
My 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0

"tl Jun. 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0

-..;; July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
AlIllLlst 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
September 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
October 0 000 0 0 000 0 0 000 0 0 000 0 4 2760231 106
No mber 0 000 0 0 000 0 0 000 0 0 000 0 12 2972951 363
December 3 2961536 77 0 000 0 0 000 0 0 000 0 23 29608 to 699
January (1998) 2 2626067 65 0 000 0 0 000 0 0 000 0 0 000 0
hbru ry 2 3150000 63 0 000 0 0 000 0 0 000 0 22 31 64545 666
M ,h 3 31923 08 63 0 000 0 0 000 0 0 000 0 23 3224136 746

Industry Sleam Residential Sleam C p ratlve steam GreenH u Sleam OlherSlum

Janu ry(lg9S) I ..2740 00 21 0 000 0 0 000 0 0 000 0 0 000 0
F bruary 0 3-460714 10 0 000 0 0 000 0 0 000 0 0 000 0
March 0 3396226 2 0 000 0 0 000 0 0 000 0 0 000 0
Apli 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
My 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Jun. 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Jtiy 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
August 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
September 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Oelob r 25 3117103 77S 0 000 0 0 000 0 0 000 0 0 000 0
No ember 16 47464 48 669 0 000 0 0 000 0 0 000 0 0 000 0
Dec mb 16 36100 00 592 0 000 0 0 000 0 0 000 0 0 000 0
J uaryl1(97) 11 3634775 416 0 DOD 0 0 000 0 0 000 0 0 000 0
February 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
M h 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
April 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
May 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
J.... 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
AuOU" 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Septemtler 2 3757143 79 0 000 0 0 000 0 0 000 0 0 000 0
October 23 3213974 736 0 000 0 0 000 0 0 000 0 0 000 0
No ember 26 3301016 662 0 000 0 0 000 0 0 000 0 0 000 0
December 3 30600 DO 77 0 000 0 0 000 0 0 000 0 0 000 0
Jan ry(199B) 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
F bruary 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
March 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0

1 Inc'udos CoopM8lr"" S.les CoopltfllbVlt G rag"s and Attl~ Worfl:shOPS .00 Commun f CustomM3
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Table 53
Khmelmtsk Oblenergo CHP

Ukrame Energy Project
IndIrect Income and Expenses

Indirect Income
Other OutsIde Internal

Revenues Sales

Other Expenses

~

Janurary (1996)
February
March
Apnl
May
June
July
August
September
October
November
December
Janurary (1997)
February
March
Apnl
May
June
July
August
September
October
November
December
Janurary (1998)
February
March

00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00

o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o

o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o

o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
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Table 5 4
ElectricIty and Fuel Purchases

Khmelmtsk Oblenergo CHP
Ukraine Energy Project

(OOOHRs)

Electricity Purchased Natual Gas Purchased Mazut Purchased

MWH HRN Cost of MT/m' HRN Cost of MT/m' HRN Cost of
Month Purchased PerMWH Electricity Purchased Per Umt Fuel Purchased Per Unit ~

January (1996) 0 000 0 3122 027 852 1136 181 206
February 0 000 0 2668 028 748 2165 187 404
March 0 000 0 2860 015 434 388 157 61
Apnl 0 000 0 1759 015 264 180 156 28
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 20 015 3 0 0 0
September 0 000 0 62 015 9 0 0 0
October 0 000 0 2214 015 329 1838 209 384
November 0 000 0 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 0 000 0 3549 015 528 0 0 0
March 0 000 0 2836 015 425 0 0 0
April 0 000 0 2161 015 323 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 0 000 0 4838 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
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Table 5 4 shows the monthly purchases for fuel The plant utilizes both natural gas and
mazut The pattern of purchases IS the same as sales Large fuel purchases III the wInter
declImng 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 55, outhnes the mam productIOn costs assocIated with the company
The format ofthe table follows the format used witlun the generally accepted practices found
both withm the power sector and m normal accountmg for Ukrame Wlthm the table are all
the basIc accounts used to record costs ofproductIOn However, dISCUSSIOn of costs will be
made wlthm the context of the restated mcome statement and IS presented here for
mformatIonal purposes for the reader needmg more detaIl
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rdhle56
KhmelDlt~kOhlenergo CHI)

I< manclal Raho~

1/4/96 117196 1110/96 1/1/97 1/4/97 117197 1110/97 1/1/98 1/4/98

Short Tenn LiquidIty
Current Ratio

Collecuon Rate

% Accounts Reclevable Over 60 Days

%Accoonls Payable Over 60 Days

Capital Structure and Long Tenn Solvency
Debt to Equity

Debt to Total Assets
Times Interest Earned (Cash)

Operatmg Perfonnance Ratios
Average RatiO or Sales Tanff to Purchase Pnce (Electnclty)

Operalmg Profits to Sale:t

~ I Net Unreahzed Accoonts to Sales

~
Nel Income to Sales

""'if Asset Utilization
h Sales (0 CUrrent Assets (ArullJahzed)

§ Sales to Net Ultltty Plant (Ama1ahzed)

~ Sales to Total Assets (Annuahzoo)

h
~ Common Size Income Statement (% of Total Sale~)
1"'"rr,

I
Purchases Dtergy to Sales 00% 00% NA 00% 00% 00% 00% 00% 00%

(")
a Operalulg uxl Mamtenance to Sales 19% 44% NA 13% 00% 23% 215% .0 2% n%

"t:J FUel to Sales 746% 1012% NA 472% 899% 1913% 00% 638% 1111%... Wages and SOCial Cost to Sales 25% 144% NA 42% 53% 112% 1381% 43% 94%

Deprccuilion to Sales 01% t7% NA 10% 12% 92% 731% 21% 31%

Operalmg Income to Sales 205% 216% NA 463% 07% 1432% 1890% 278% 111%

Net Income (0 Sales 200% 664% NA 458% 17% 1256% 5020% 210% 12 o?f

Common Size Balance Sheet (% of Total A~~ets)

Accounts Reccl\-ahle
Current Assets

Net FIXed Assets

OIrrent Llablhtles

L0118 Tenn Liabilities

Equity

I
- --- -- ----------- - -- -
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Table 5 7

Khmelmtsk Oblenergo CHP
Ukrame Energy Project

Determmatlon and Agmg of Accounts Receivable
(000 HRs)

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 Ofts Receivable Write Ofts

Month (000 UAH) (OOOUAH) (OOOUAH) (OOOUAH! (OOOUAH) (OOOUAH) (000 UAH) (000 UAH) (000 UAH)

January (1996) 1132 283 849 849 849
February 955 188 955 661 1616 1616
March 876 1195 876 422 0 1298 1298
Apnl 438 1 438 876 421 0 1735 1735
May 310 129 310 438 876 292 0 1916 1916
June 0 105 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 0 (885) 788
November 1255 652 (282) 0 0 0 0 (262) 1391
December 1347 154 911 0 0 0 0 911 2584
January (1997) 1571 180 1571 731 0 0 0 2302 3975
February 874 384 874 1571 347 0 0 2792 4465
March 564 367 564 874 1551 0 0 2989 4662
Apnl 391 727 391 564 874 824 0 2653 4326
May 0 210 0 391 564 664 824 1619 4116
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
September 79 147 (201) 0 0 0 0 (201) 3190
October 844 797 (154) 0 0 0 0 (154) 3238
November 1225 1281 (210) 0 0 0 0 (210) 3181
December 853 1381 (739) 0 0 0 0 (739) 2653
January (1998) 65 978 (1652) 0 0 0 0 (1652) 1740
February 759 214 (1106) 0 0 0 0 (1106) 2285
March 831 678 (953) 0 0 0 0 (953) 2438

SOU""" (By Column)

1 Actual figures proVIded by company

2 Defined as actual cash received plus NDC non payments plus (non cash received minus non cash NDC payments) 75% ThiS correctIon d scounls non cash transactions to an eqUIvalent value that

can be used to pay credltOf3

3 Column 1 Column 2
4 6 Assumed that money paId goes first to the oldest unpaId balance

7 Ana! 90 days the debt IS wntten on and treated as Income to the firm

8 Sum of columns 3 4 5 and 6

~
I 9 CumulatIVe accounts fffCftlvabls without wnte-oHs
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Table 5 8
Khmelmtsk Oblenergo CHP

Ukrame Energy Project
Determmatlon and Agmg of Accounts Payable

(000 HRs)

2 3 4 5
End of 30 Days 60 Days

Total Realization Month Unpaid Unpaid Unpaid
Expenses Paid Balance Balance Balance

Month (000 UAH) (000 UAH) (OOO UAH) (OOO UAH) (OOO UAH)

January (1996) 52 283 (231)
February 44 188 (375) 0
March 64 1195 (1505) 0 0
Apnl 71 1 (1 435) 0 0
May 55 129 (1 509) 0 0
June 40 105 (1574) 0 0
JUly 60 113 (1 627) 0 0
August 49 26 (1 604) 0 0
September 83 130 (1 651) 0 0
October 67 1 341 (2926) 0 0
November 80 652 (3499) 0 0
December 93 154 (3559) 0 0
January (1997) 113 180 (3627) 0 0
February 142 384 (3868) 0 0
March 99 367 (4 136) 0 0
Apnl 86 727 (4777) 0 0
May 56 210 (4931) 0 0
June 68 387 (5250) 0 0
July 76 338 (5512) 0 0
August 81 133 (5563) 0 0
September 88 147 (5623) 0 0
October 102 797 (6317) 0 0
November 175 1281 (7423) 0 0
December 165 1 381 (8640) 0 0
January (1998) 107 978 (9511) 0 0
February 105 214 (9620) 0 0
March 97 678 (10201) 0 0

Sources (By Column)

1 Actual ngures proVided by company

2 Actual figures proVided by company

3 Column 1 Column 2

4 6: Assumed' that money paId goes flTsf 10 the oldest unpaId balance

7 Afler 90 days the debt IS wntten offand treated as mcome to the firm

8 Sum of columns 3 4 5 and 6

9 CumulatIve accounts receIVable Without wnte-offs

~

6
90 Days
UnpaId
Balance

(000 UAH)

o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o

7

Write Offs
(O~OUAH)

o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o
o

8 9
Receivable

Total WIthout
Receivable Write affs
(000 UAH) (000 UAH)

(231) (231)
(375) (375)

(1505) (1 505)
(1 435) (1435)
(1 509) (1 509)
(1 574) (1 574)
(1 627) (1 627)
(1604) (1 604)
(1 651) (1 651)
(2926) (2926)
(3499) (3499)
(3559) (3559)
(3627) (3627)
(3868) (3868)
(4 136) (4 136)
(4777) (4777)
(4931) (4931)
(5250) (5250)
(5512) (5512)
(5563) (5563)
(5623) (5623)
(6317) (6317)
(7423) (7423)
(8640) (8640)
(9 511) (9511)
(9620) (9620)

(10201) (10201)
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APPENDIX ONE METHODOLOGY OF RESTATEMENT

In thIs sectIOn an overvIew of the methodology used to convert SovIet based
financial statements mto statements that use InternatIOnal Accountmg Standards (lI\S) wIll
be discussed The reader must understand, however, that a restatement IS not the sImple
applIcatIon of an accountmg algonthm With clear mputs entered mto a standard model and
the lAS financIal statements forthcommg once the data has been fully mcorporated ThiS
view IS much too sImplistIc and the range of the determtmng vanables too wide to
accomphsh the task wIth such ease In the text below IS an outlme descnbmg the dIfferent
levels ofrestatmg accounts towards lAS standards For the restatement ofKhmelrutsky
Oblenergo a level one restatement (adjustment to accrual baSIS) was completely achIeved
As for level two (adJustment of asset and habilIty accounts), accounts receIvable and
payable were partially adjusted to determtne the effects ofbad debt on the mcome
statement The reason a more detailed restatement was not performed was cost
effectIveness The degree of restatement descnbed above was suffiCIent to deterrrune the
financIal condItIOn of the company and any addItIOnal refinement would add little to the
overall conclUSIOns of the Oblenergo operatmg performance tIme whIle at the same
drastIcally mcreasmg the cost of performtng the work

INTRODUCTION

The SOVIet accountmg system IS dIrectly related to the cost accountmg system of
the West The mam purpose of SOVIet Accountmg was to understand the costs of
productIon (usually on a per umt baSIS), how much was delivered and how much taxes IS
owed on dehvered productIOn whereas lAS accountmg IS concerned WIth determmmg
ultImate profit from sales Although each FSU country has adapted the old system to fit
ItS own needs, the Soviet Accountmg System IS founded on a senes of accounts from I 
86 The baSICS WIthm each FSU country remain the same Each account represents either
an asset, habilIty, eqUIty/fund, sales or cost For example, account 01 IS for fixed assets
account 20 summanzes 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 mSIde a smaller company usmg manual accountmg
techruques

The major dIfference between the two systems, SOVIet and lAS IS the actual
reportmg First m most SItuatIOns the SOVIet system reports on a cash baSIS whereas the
lAS reportmg system IS accrual The SOVIet reportmg system counts only what was both
dehvered and paId for whereas the lAS system counts what IS sold Second the Soviet
system's mam objective IS calculatmg (and to some degree maxtmlZlng) taxes whereas the
lAS system IS used for determtmng 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 mcluded before
and after taxable profit For example dunng 1996 the rule was changed concemmg wage
bonuses Pnor to the rule change wages bonuses were to be deducted after the profit was
calculated The Idea behmd such a rule IS to force taxable profit to be a larger \ alue
After the rule change the comparues were allowed to mclude bonuses as \\- age expense
and deduct before taxable profit was determmed To overcome such large obstacles the
actual SovIet mcome statement IS Ignored and the raw data based on the ledgers IS
collected and used By followmg such a procedure, much of the reportmg biaS IS
elImInated and a more accurate pIcture of sales and costs can be determmed

The most sIgmficant problem IS not the SovIet Accountmg System Itself, but Its
apphcatIOn Although a stnct set of rules eXists as to how the accountmg system should
be applIed the range of applIcatIOns are as many as the number of chIef accountants that
apply them In effect everybody does It dIfferently To compound thIs problem wlthm
the power sector they used a vanatlon on the old system and ItS applIcatIon was Just as
vaned Therefore, one had to first understand how the accountmg procedures should have
been applIed and then examme the records to see how they actually were applIed Wlthm
thIS context, m some CIrcumstances chIef accountants (and theIr staff) would use
mtermedIary accounts whereas others would not Therefore, the threat of either double
countmg or not mcludmg the cost at all always eXisted and the only way to prevent such
an occurrence would be to understand the specIfic applIcatIOn on an mdlvldual baSIS
These actIOns, m Itself, were extremely tIme consumIng

DEGREES OF LAS RESTATEMENT

As stated before, an lAS restatement IS not a SImple procedure Too many vanables
eXist concerrung the actual apphcatIOn of the SOVIet rules to allow It to be a standard
methodology Therefore as WIth most thIngs baSIC econOffilC pnnclples apply to finanCial
restatements as well At some pomt WIthm the analYSIS, the margmal cost of domg a task
exceeds the margmal benefit denved from the cost Because of thIs an lAS restatement can
be thought of as a matter of degree and descnbed below IS a general outlme the different
levels (or degrees) of restatement For IllustratIve purposes, four levels of mcreasmg
compleXity WIll be discussed

The first (and SImplest) level would be to adjUst the sales and costs to an accrual baSIS
It IS also the most cost effective In sltuatlOns where the company IS eIther margmally
profitable or losmg money, thIs would be appropnate course to take smce mcreasmg the
scope ofthe restatement will only mtenslly the problem (unprofitablhty) that has already been
Identified by a ltmtted restatement When the problem ofunprofitabllIty has been Identified
It IS 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 is profitable on an accrual basis the restatement can go to the
second level by exanurung the asset and babilIty accounts In particular the value of fixed
assets needs to be assessed and In 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
sItuatlon have httle assocIatIOn WIth replacement cost To compound the problem very lov.
depreCIatIOn rates are allowed by tax law All of thIs combmed has the result of vastIv
understatmg the fixed charges of a company For capItal mtensive Industnes thIS WIll
sIgmficantly 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 agamst earrungs If the account IS not collectable Fmally, Inventones need to be
evaluated usmg a clear mventory costmg strategy All of tlus addItIOnal work IS very tIme
mtensive and should only be completed once the company has been establIshed as profitable
WIth excellent future prospects

If the bUSIness contmues to be profitable after examInatIOn of the mcome, expenses
and the balance sheet, the third level should be the applIcatIon of the current taxes witlun the
country As With the exammatIOn of assets and lIabIlItIes, tills can be a labor mtensIve task
and should only be undertaken on busmess that have promIsmg profit potentral OtherwIse
It would be a waste of resources

The fourth and final level ofa restatement IS both the most complete labor IntenSIve
and expenSIve ofthe four chOices It IS an audtt of the company finanCIal records Witilln the
Soviet system a finanCIal team would have to reconstruct the entire finanCIal history for a
penod oftnne In essence all accountlng transactIOns for the penod under evaluation would
have to be competed a second tIme under lAS In addItIon Imtml traIl balances would have
to be created

RESTATEMENT OF SALES

The ObjectIve of restatIng sales IS to convert them to an accrual baSIS In pnnciple
tills IS accomplIshed by deterrntmng how much electncity was delIvered at what pnce
Witilln the context ofthe Oblenergo restatement, form 46 was used to accomplIsh thiS
part of the task Form 46 IS the monthly report to Mmnenergo ofelectncIty sales by
consumer group It has both the tanffused and amount sold In addItIOn, the company
generates fees and other mcome for vanous reasons Late fees and transmISSIOn fees are
example Tills mformatIOn IS taken from the Combmed Report on Sales submItted to
Mmnenergo on a monthly baSIS For the busmess uruts not Involved In the marketmg of
eIther electncIty or heat sales are taken from the general ledger account 45 (goods
delIvered) or 46 (servIces)

Fmally, SInce the restatement was completed for each IndiVidual busmess umt
mSIde the Oblenergo consolIdated company, some mternal transactIon adjustments were
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reqUIred The data for lOtemal transfers was supphed by the accountlOg staffat each
buslOess umt However, when the actual consoltdation of the mdIvldual busmess uruts was
made, the amounts for mtemal transfers were not meluded as part of sales

RESTATEMENT OF COSTS

Under normal SovIet accountmg procedures, thIs mformatIOn IS relatIvely easy to
collect from account 20, mam productIOn costs, wIthm the general ledger However for
the Oblenergo, thIs was not the case The first problem IS that the electncIty sector has ItS
own IndIVIdual accountmg system that was sIgruficantly dIfferent from what IS normally
found In other comparues To further compound the problem was each busmess umt that
used the energy accountmg system actually used ItS own vanatIOn In addItIon, some of
the non-electnclty busmess umts used a general ledger The result IS that mternally the
company had no conSIstent applIcatIOn of accountmg procedure

To overcome tills problem ofmconsIstent accountIng and reportmg, It was
determlOe that certam 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 productIon However
account 26 (general expenses) summarIZed the baSIC cost accounts assocIated WIth the
management and support staff In almost all the busmess umts the data was collected
USlOg the baSIC cost accounts

PuRCHASED ENERGY / FuEL

Because of Its Importance and relatIve SIze when compared WIth other costs of
productIOn, more detaIled statIstIcs were collected on both electnclty purchases (for
electncIty dIstnbutIOn) and fuel purchases (heat) The addItIonal data meluded the amount
of electncIty/fuel purchased, the average pnce for the month and the total amount of the
cost The mam reason for collectmg more detailed data for the largest cost IS to prOVIde a
more transparent VIew of the busmess for the mterested reader

MONEY IN / MONEY OUT

The purpose of collectmg such data IS twofold, first, to complete an aggregate
agmg ofboth accounts receIvable and payable The second reason IS to more closely
examme the structure ofthe flow offunds through the company Money In can be defined
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as the amount ofvalue4 collected from a consumer that WIll offset the outstandmg
accounts receIvable of the consumer Money Out IS the amount ofvalue paId out to
credItors that offsets an outstandmg accounts payable Because of the nature ofthe
payments system (or lack thereof) In Ukrame, attemptmg to follow the value passmg
through a company IS at best an ImpreCIse SCIence The combmatlOn ofbarter deals and
the uncertaIn pnces assocIated wIth them, and multI-party offsets would reqUIre a htghly
sophIstIcated system of accountIng that IS far exceeds the capabIhtIes of the hand wntten
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 onlv a small portIon
of actual cash collected to the Oblenergo, and the regreSSIve and complex tax system and
the constant threat ofmflatIOn willch erodes the actual value of money collected

As for Money In, the data was collected m two forms, cash and non cash
payments Based on these figures, certaIn assumptlOns relatIng to Its value m satlsfYmg
credItors was used Cash was assumed to have 100% value In payment to credItors As
for the non cash payments receIVed, It was assumed to have 100% value up to the amount
owed for electnclty Any amounts above tills were dIscounted 25% to account for the
transactIOn cost of dlsposmg ofthe non cash Item The three amounts - cash non cash
used to pay electnclty and non cash (dIscounted) were added together to obtam an
estImate of the amount ofvalue actually receIved agamst sales for the same penod and IS
the figure used In the aggregate agmg ofaccounts receIvable

Money Out was collected WIthIn four types of categones, cash paId for electnclty,
non-cash paId for electncIty, 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 agmg of accounts payable

The matn purpose for exarntmng the aggregate flow ofmoney IS to broadly
calculate the agIng of accounts receIvable and payable to estImate how much (If any) bad
debt should be wntten off agaInst Income and to compare It WIth the trend m each account
on the balance sheet In addItIOn, the growth m each account as calculated wlthm the
agmg was apprmamately equal to the actual growth on the balance sheet Because thIS
close relatIOnshtp between calculated and actual, the ongmal balances were used m the
restated Balance Sheet However, It should be pomted out that for some of the mdlvldual
busmess umts bad debt dId eXIst and were charged offagaInst earnmgs

BALANCE SHEET

WIth the exceptIOn of accounts receIvable and payable, no other account

The term value IS used because what IS actually collected from consumers can be m the
form ofcash, barter, and offsets
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