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EXECUTIVE SUMMARY

The Scope of Work for this project includes advising Local Electnc Compames (LECs) n
Ukraine on restatement of their accounts to International Accounting Standards (IAS)
Specifically, Task II1 A (1) calls for

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

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

“1 Mode] Action Plan on lumited IAS, standardized reporting and controls
implementation, as required by NERC”

L’viv 1s one of two Oblenergos for which a restatement of accounts 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 detailed financial statements for the consolidated enterpnise and each of its operating
entities, along with an analysis of the results

L’viv Oblenergo maintains its accounts in accordance with Ukraiman accounting standards, as
required for tax purposes and governmental reporting A “lumited scope” IAS restatement of
L’viv Oblenergo’s accounts was performed This means that a formal aud:t of transactions
was not conducted and that a valuation of plant and equipment and other assets was not
performed A full restatement would have taken a considerably longer time and the cost
would have been prolibitive The restatement performed was sufficient to determine the
overall financial condition of the Oblenergo and its operating units Additional refinement
would add Iittle to the overall conclusions on operating performance and financial position

An m-depth description of the existing Ukraintan accounting system and the methodology of
the restatement 1s contained in Appendix 1 of the attached report

The restatement was performed by a team of accounting specialists which started by meeting
with the senior management of the Oblenergo to understand 1ts overall structure and
operations In depth discussions were held with the Chuef Accountant to understand the
accounting processes and data flows Likewise, considerable time was spent with the Sales
Department personnel to understand the recording of revenue and processing of cash and
other forms of payment Sales and revenue data 1s imitially recorded at the district (REM)
offices and those procedures were observed Operating costs are accumulated at the division
(PEM) level so data gathering occurred there Obviously, the majonty of time was spent at
the headquarters in the offices of the Chief Accountant
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Detailed information was obtained from sales and cost ledgers for each of the 3 PEMs which
make up the electric distribution and supply portion of the business Two Combined Heat and
Power (CHP) plants make up another significant portion of the entire business It was
important to treat them separately for accounting and reporting purposes since they are not
included in the privatization process and investors should be aware of their impact on the
financial results Other smaller subsidianies are involved n construction, network technology,
securtty, administration and trading

The source data was gathered at the various entities and then processed and analyzed by the
team It was important that the team be given full access to the financial records in order to
make an accurate restatement The Oblenergo was very cooperative in providing access to
personnel and records at the various locations The necessity to insure that all ledgers and
records be found became apparent, however, when the team was analyzing the prelimmary
results of the restatement The Oblenergo transfers certain longer term accounts recervable
(outstanding debt from customers) and longer term accounts payable (debt for electricity
purchased from generators) to a ledger 1n the “Admimstration” division  Since the team had
information on the approximate level of outstanding debts, 1t became apparent that recervables
and payables were understated That information was provided by the Oblenergo when the
team asked for 1t and 1s reflected in the consohdated company balance sheet

The Report 1n the Appendix contains the IAS restatement information for the consohidated
company and each of the 3 PEMs, 2 CHPs, and the other subsidiaries Financial statements

and an analysis of the results for each quarter of 1996 and 1997 and the first quarter of 1998
are contained therein

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

Lviv City 1s located in the western part of Ukraimne and 1s the capital of Lviv Oblast
(one of Ukrame’s historical lands) The city was ongmally established around 1256 Since that
time, the area has been 1n the power of Poland, the Austnian Empire, and, since 1939, the
former Soviet Union (FSU) In 1991 1t became part of independent Ukraine With 1ts long
history as a major trade center of central Europe and peniodic status as a regional capital, Lviv
Oblast 1s one of the most economucally developed regions of Ukraine Along with its
traditional sectors such as machine building and fuel industry, the Oblast has developed food

production, electronics, chemicals, metal fabrication, and the power supply into major
industries

The power mdustry ongnates from 1894 when the first electric streetcar routes were
put into operation in Lviv City Due to extensive industrialization 1n the western part of
Ukrame after World War II, Lviv Oblast became a key industnial and electricity producing
area However, this expansion was abruptly halted with the collapse of the FSU and
traditional Soviet All Umon Supply Network for exports Compounding the problem was the
economic shock of the rapid nise to mternational prices of energy, monetary inflation and the
continued practice of public admimstration of the economy  The result was an economuc and
monetary collapse with resulting high unemployment that was (and continues to be for the
whole of Ukramne) one of the worst cases in the FSU For Lviv, the long term effects of the
collapse were less severe (compared to other parts of the Ukraine) Because of its diversified
industnial production (mostly Light industry), a developed agriculture sector, a much shorter
history with Communmism (it was part of Poland until the late 1930’s) and its natural
geographical alhance with Europe, the future economic prospects of the area are good and
the region’s economy 1s beginning to stabilize

The objective of this study 1s to have a realistic understanding of the actual sales, costs
and cash flows that pass through the consohdated company Lviv Oblenergo The company
itself consists of the following individual business units, three electric distribution compamies
(Lviv, Lviv City and Drohobych), two CHP plants (1 and 2), and divisions working m
construction, network technology, security, administration and trading To accomplish this
task four steps are required First, the collection of basic accounting data from the company
In the case of Lviv, this collection process was made at the most significant business units
Second, the development of a methodology (and computer model) that would systematically
convert the basic data collected into Western financial statements For Lviv, this meant
analyzing different reporting formats (a total of seven) and developing a computer algorithm
to utihze the different reporting formats to restate in a consistent manner Third, the actual
implementation of the methodology and computer algorithm on the data collected Finally,
the analysis of the individual umits and the consolidation of the individual units into a financial



statement of the entire company

However, one would be naive to state that this conversion was totally precise i going
from one system to another Besides some small mnternal differences 1n the basic accounting
of the two systems, the major factors preventing precise conversion to IAS financial
statements would be the attempts at understating cash received or overstating costs (to lower
the tax burden) and the lack of standard application of the Ukraiman accounting system For
each chief accountant, a unique application of the rules exists Although some adjustments
have been made to overcome this problem, these two factors represent unsystematic nisk that
can only be overcome by an expensive and time consuming audit This was beyond the scope
of this study and the objectives of the participants

In basic economuc principles, at some point the marginal cost of doing a task exceeds
the margmnal benefit derived from the cost This apples to financial work as well In the case
of this restatement, a hmited IAS conversion was performed because 1t was both cost
effective and provided a reasonable estimate of the company’s operating performance 1n a
format western tramed mnvestor’s could understand The main focus of this restatement was
on the profitability of operations with particular emphasis on sales and operating costs After
all, 1f the company cannot be profitable from 1ts operations, more refined (and expensive)
restatement 1s an academic exercise and a waste of resources that could be more efficiently
utthzed 1n supporting improvement 1n the problem areas of operations Based on the findings
in the following report, Lviv Oblenergo is such a case where the most beneficial and cost
effective use of donor resources available to the recipient 1s supporting management on
improving basic operations and not continued refinement of IAS financial statements

A summary of the financial results from the restatement for the consolidated company
1s provided below More detailed analysis of the consolidated company, the consolidation of
the electric companies only and each individual untt of the consolidated company are provided
within the main body of the text of this report  For details of the methodology used to restate
the financial statement into IAS, see Appendix One

Consolidated Company
Company Analysis

Income Statement

Table 3 1 1s the consolidated income statement of the nine most significant
components for Lviv Oblenergo  Maunly, two trends exist for sales The first 1s seasonal and
the second m economic The seasonal trend 1s related to the production of the heat plant
The second trend 1s economic Total sales for the first quarter of 1996, 1997 and 1998 are
86 9, 83 3 milhon UAH (4 2% decrease) and 81 1 million UAH (6 4% decrease from 1996)
Both heat and electricity are the main reasons for the decline For 1996, electricity declined
by 6 8% and heat decreased by 5 8% The decline, however, was less severe because other



revenues doubled (although their overall contnibution 1s only 4% of total revenues) For
1997 the financial pattern 1s different Heat continues its decline by 12% while electricity
increased by 2 8% The reason for the overall dechine i electricity concerns the ratiomng that
occurred 1n both 1996 and to a lesser extent in 1997 This constraint on the market was
caused by a lack of energy available for generatton For heat 1t was the lack of fuel from the
supplier who limited fuel purchases because of lack of payment by the CHPs

As for operating expenses, the largest cost 1s purchased energy and the general trend
and reasons for the trend are the same as for sales The second largest cost 1s fuel Although
sales are declining, fuel purchases increase Although some weather considerations exist

(longer winter season), the main reason 1s the price increased This point 1s especially true
in 1998

Operating costs are highly variable The main reason for this variability 1s the heat
divisions Two reasons exist for this variability First, duning the colder months (when the
costs rise) the plants are operating while 1n the warmer months they are 1dle In addition,
CHP-1 added a new network, Sykhivsky, that added to overall costs Relative to sales,
operating costs (other than purchased energy) are small and stable Wages are increasing for
two reasons During 1996 a change 1n accounting (tax) policy allowed the company to
deduct wage bonuses Prior to this the common practice was to deduct the expense after
taxable profit was calculated In addition, through 1996-1998 wages were increased as an
adjustment to inflation

Operating income for the period examimed has dechined from 11 0% of sales in the
first quarter of 1996 to negative 11 3% 1n the first quarter of 1998 From the third quarter
of 1996 the consolidated entity has had negative operating income on an IAS basis The
explanations for this performance are numerous First, heat production (mainly CHP-2) has
consistently had losses In addition, fuel costs have continually increased in relation to sales
Thus results 1n small gross profit margins from heat and steam. Although electrnicity was erther
profitable or breakeven for most quarters until the third quarter of 1997 (total profits of 10 9
mulllon UAH), this part of the busmess also started to lose money after the third quater The

main reason 1s decreasing gross margmn (purchased power to sales) because of increasing total
electricity losses

Since debt 1s near zero, the man financial costs are bad debt! Most of the bad
debt wnite-offs come from heat production However, the smaller divisions, such as guards,
construction and the network, also contribute to the consistent write-offs of bad debt For
the most part, the electricity business supports the rest of the company

Net income follows the same pattern as net operating income, profitable 1n the early
quarters with a gradual dechne to losses by the beginning of 1998

! Part of the restatement was to calculate an aging of total accounts receivable and payable to estimate the
amount of bad debt



Balance Sheet

Table 3 2 1s the restated balance sheet for the company Between the first and third
quarter of 1996, gross fixed assets increased six times due to a revaluation of assets From
the beginning of 1996 to the first quarter of 1998, current assets increased from 53 1 mulhon
to 130 9 mullion UAH Almost all the increase 1s due to various types of recervables Cash
balances are small relative to other assets The main reason 1s low cash collection rates and
the transit account that absorbs most of the cash payments from electricity The little cash
the company does receive goes to meeting wages

Equity had a large nise between the second and third quarters of 1996 This was
due to an increase in Reserve Funds which 1s the corresponding account to the increase in
fixed assets under the fixed asset revaluation mentioned above The Reserve Fund was
reclassified as Additional Capital at the beginning of 1997 Long term debt was zero for
all of the periods exanmuned As for current hiabilities, the total balance tnipled during the
restatement period Almost the entire increase 1n short term labilities came from payables
Accounts payable increased from 50 million to 127 6 million while wages payable

increased from 1 4 mullion to 6 0 million The mamn reason behind these increases 1s the
low cash collection rate

Statement of Changes in Financial Posttion

Table 3 3 examunes the cash flow from all financial activities during the year Net
income for most years was negative because of poor collection from heat production and
increasingly smaller operating margms 1n both electricity and heat Other than the revaluation
of assets, no adjustments from operating activities contributed sigmficantly

Comparative Analysis

Tables 3 5 (normalized income statement) and 3 6 (normalized balance sheet) examine
the financial relationship between the different business umts that make up Lviv Oblenergo
The electric portion of the busmess dominates sales Over the nine quarters exammned, total
sales from electric 1s approximately 85% If CHP-1 1s included, the total sales accounted for
increases to 97% Lwviv City PEM 1s the business that each year earns the most consistent
profit The main reason s 1t has the lowest losses of the three electric distribution companies
and has a natural advantage with a high concentration of consumers On the other hand,
Drohobych 1s the poorest performer of the three for the opposite reasons It has the highest
losses Overall, the heat plants are the least profitable They consistently either breakeven

or expenience losses In some years, the guard business has a large negative impact because
of poor collection rate on fees earned

Since the divisions have very little debt, the main vanable determining net income 1s
the amount of bad debt wntten off For the most part, the same pattern exists for net income
as operating ncome The electric PEMs have very little bad debt from delays 1n collection



whereas both the heat plants and the smaller divisions consistently experience overdue
accounts

Table 3 6 examines the components of the consohidated balance sheet Several
interesting points are more easily seen withun this table First, the most profitable unit, the
Lviv City PEM represents only on average 6 3% of total asset value The reason 1s 1t has a
natural advantage due to the high concentration of its consumers Second, the largest relative
value belongs to Drohobych PEM with on average 32% of the total value of the assets
Third, bBoth the CHP plants have large relative values within the company For CHP-1, this
1s justified since 1t generates approximately 12% of revenues However, CHP-2 1s much less
efficient Although 1ts relative total asset value averages 18% of assets, 1t generates less than
2% of sales By any measure this 1s a very poor utilization of resources

Conclusions

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

However, some conclusions can be made Furst, the electricity portion of the business
has the most promuse Although electricity losses continue to rise due to theft and techmcal
losses from poor equipment, 1t has supported the business for the last two years Even after
discounting non-cash transactions, the electric company manages to collect most of its sales
In addition, 1n almost all of the periods 1n the restatement 1t either showed a profit or broke
even 1n 1ts operations  Lviv City 1s the best operating PEM while Drohobych 1s the poorest
The main differences are losses and Lviv City’s natural advantage through a high
concentration of consumers 1n the city Heat production 1s a problem area and 1t will be to
the advantage of the Oblenergo to transfer all assets to the city They are inefficient, have
poor collection rates on sales and are a poor utilization of resources This point 1s especially
true for CHP-2, which on 14% of total assets generates less than 2% of total sales By any
efficiency measure this 1s poor The secunty guard division 1s unprofitable because 1t cannot
collect fees earned The network adjustment provides a valuable service However,
collections need to be improved

In addition to the company, the area also has great promuse Its location (Western
Ukraine) and historical significance are a natural attraction for tourism Its short history with
the Soviet structure will give 1t the same advantage that many central European countries are
enmoying It has a broad, well-diversified economic base with a mixture of industrnial and
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agriculture Several important companues, such as Coke-Cola and Svitoch have operations
within the area Finally 1ts close proximity to Europe will eventually lead to investment from
these countries and a close export market for local production
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2 INTRODUCTION

General Description

The objective of this study 1s to have a realistic understanding of the actual sales, costs
and cash flows that pass through the system of distnibuting electricity, heat and other related
businesses that make up the consolidated company Lviv Oblenergo The constraints to
achieving this goal are directly related to Ukraine’s integration withun the FSU  Furst, the
accounting system that has been carried over from the past was based on measuring
production and actual cash flows for tax collection Second, as with all FSU countrnies, the
collapse of the FSU brought with 1t a new currency and inflation from attempts to support the
infrastructure and social programs of the past Fimally, 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 constraints from the past system and current operating environment,
the restatement was further complicated by the corporate structure of the company Lviv
Oblenergo 1s not just one company 1n a single business, but a consolidated business with
several distinct operations Figure 2 1 summanzes the corporate structure of the company
and also provides a framework for the analysis of the entire company Included within its
business scope are three electricity distribution networks (Lviv City, Lviv District and
Drohobych), two combmed heat and power plants (CHP-1 and CHP-2), a techmcal network
and metering group (Lwvivenergonaladka), a security service, a construction group
(Lvivenergobud), and a trading company (Zakhidenergotorg) The analysis presented within
this report will examune each of these compames as a separate umt (this includes a description
of their business, restatement of their accounts and analysis of operating results), and then a
consolidation of all business as well as just the electricity distnibution part

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

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

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

By working with the chief accountant, the bookkeeping staff, and the general ledger
of the busmess umts for 1996-1998, a thorough understanding of the mdividual
methodologres was achieved at each subsidiary  All of the information 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 included within the text of this report

General Background

Lviv City 1s located n the western part of Ukramne and 1s the capital of Lviv Oblast
(one of Ukrame’s historical lands) The city was onginally established around 1256 Since that
tume, the area has been 1n the power of Poland, the Austrian Emprre, and, since 1939, the
former Soviet Union In 1991 1t became part of independent Ukramne With its long history
as a major trade center of central Europe and penodic status as a regional capital, Lviv Oblast
1s one of the most economically developed regions of Ukramne Along with 1ts traditional
sectors such as machine building and fuel ndustry, the Oblast has developed food production,
electronics, chemicals, metal fabrication, and the power supply mto major industries

For Lviv, the power mndustry has its onigins in 1894 when the first electrc streetcar
routes were established in the city Beginning 1n 1908, the industry as 1t looks today was
started as the first power plant (now CHP-1) was commussioned Progress continued slowly
as the area developed under Polish occupation  The area was fortunate that its infrastructure
escaped most of the Nazi destruction from WW II and remained largely intact

After the war the Soviet Umon regained control over the country and the power
sector (Lviv included) was developed using the Communust model During the period of
Soviet dominance, the Communists embarked on a massive industriahization and
modermization program This included expansion of the power sector Due to this extenstve
industrialization campaign, Lviv Oblast became one of the key hght industnal areas of the
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FSU It was dunng this period, 1945-1991, that both the physical infrastructure and to a
large extent the operating structure of the power sector of today was created The structure
itself (1 ¢ Communist model) 1s the typical vertically integrated command economy where at
the top 1s the main admmstrative monopoly (Minenergo) that makes decisions and below 1t
the functional units that implement the decisions directed to 1t from above In addition, under
this system, the decisions themselves were focused only on production (and meeting quotas)
and did not regard price as a variable Based on this above described structure, the
Ukrammans nherited (at its 1991 mndependence) an extremely energy intensive, nefficient
power industry with little ability to respond to world market forces Without vast energy
reserves to utilize, this mefficiency would eventually bankrupt the economy

For the first four years after independence, the sector was managed as 1t was during
the Soviet period However, one main difference existed The price of energy had increased
to world prices  To sustain itself the economy used both reserves and then credit to purchase
energy Soon both ran out, the economy collapsed and the sector was forced to embark on
a massive market reform program This began m 1995 for the power sector In the process
of restructuring, the former vertical monopolies were unbundied to form six power generation
companies (Gencos), the National High Voltage Transmussion Networks, and twenty seven
local electricity distbution companies 1n each Oblast (Lviv Oblenergo 1s part of this network)
that own and operate low voltage networks and distribute electrnicity to the customers
Concurrently, Gencos and Oblenergos became joint stock compames wherein the stock
parcels are held by the Government of Ukramne, independent businesses, and individuals
Along with Oblenergos, the low voltage supply segment of the electricity market also includes
independent suppliers operating through Oblenergo owned networks

Under the Ukrainian Electricity Law, both generators and suppliers of energy
Ukraine operate through the Wholesale Electricity Market (WEM, or Energomarket) under
the Energomarket Members Agreement The wholesale market activities are supervised by
the Minustry of Energy of Ukraine (Minenergo) 1n terms of general policy-making and
regulated by the independent National Electnicity Regulatory Commussion (NERC) that sets
tariffs on electricity and provides licenses for the corresponding activities

Company

Lviv Oblenergo’s main business 1s the distribution of electricity along with the
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production of heat’ At present, its electric market consists of approximately 800,000
customers Included in this total are 90% of the businesses and 100% of the Oblast’s
residents’ Most major businesses in the region fall into its corporate customer base
However, due to the non-hquidity within the economy and the use of barter for many
transactions, the Oblenergo has faced competition from mdividual independent supphers
These companies purchase energy and sell 1t directly to industnal customers at a lower price
than the regulated price the Oblenergo 1s forced to charge In return, the independent supplier
will receive cash and barter The Oblenergo receives a smaller low voltage fee for
transmutting the power instead of a normal retail profit margin

Currently, Lviv Oblenergo 1s undergoing pnivatization Under the plan, almost 75%
of 1ts corporate stock has been scheduled for public trading This includes a preferential
subscniption of up to 20% of the stock for the Company’s present and former employees (and
some others) Under Ukraiman law the State retains 25%” plus one share As recently as July
1998, a 35% stake in the company was purchased through an auction by Privatbank (one of
Ukrame’s largest commercial banks) In addition, Privatbank has been endorsed the nght to
manage the government share of the Lviv Oblenergo stock In effect, the management of the
company should have control without State interference

? Most of the heat produced 1s sold wholesale to a heat distnbution company, Lviv
TeploEnergo

* Source East Invest Securities
’ Source Lviv Oblenergo Corporate Prospectus
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3. CONSOLIDATED COMPANY

The consolidated company Lviv Oblenergo consists of ten individual business units
However, due to the difficulties involved and the very small size of one unit, only mne are
reflected 1n the consolidation These include Lviv PEM, Lviv City PEM, Drohobych PEM,
CHP-1, CHP-2, Guard, Construction, Network Adjustment and Admunstration The trading
division 1s not included because of the difficulties involved 1n obtaining the necessary financial
data and the very small size Its impact on sales and the balance sheet would have less than
0 5% The analysis will proceed as follows, the first section will focus on the general
operation of the company for the period 1996-1998 The second section will examine the
performance of the different divisions within the company It should be noted for the reader
that a more detailed discussion of electricity 1s located in Section 4 of this study

Company Analysis

Income Statemenrnt

Table 3 1 1s the consohdated income statement for Lviv Oblenergo The operating
information 1s summarized by quarter Beginning with total sales, two types of trends exist
The first 1s seasonal and the second 1s economic The seasonal trend shows a peak n
consumption n the first quarter of each year with a decline i usage 1n both the second and
third quarters In the fourth quarter, a sharp rise 1n revenues occurs Most of the trend 1s due
to the production at the CHP plants During the colder months the CHP plants are operating
and selling heat into the distribution network As warmer weather comes, CHP-2 1s shut
down for lack of demand and mamntenance while its customers are switched to the CHP-1
network However, there also exists some seasonal demand for electricity The pattern and

reasons are the same as for heat During colder weather the public uses more electricity
mainly for heating homes

The second trend 1s economic  Since the study has three years of first quarter data,
this 1s the pomt to examune Beginning n the first quarter of 1996, total sales are 86 9 million
UAH The following year, 1997, sales decrease to 83 3 mullion UAH (4 2% decrease) and
for the same period 1n 1998 the sales fall to 81 1 million UAH (6 4% decrease from 1996)
Both heat and electricity are the main reasons for the decline For 1996, electricity declined
by 6 8% and heat decreased by 5 8% The decline, however, was less severe because other
revenues doubled (although their overall contribution 1s only around 4% of total revenues)
For 1997 the financial pattern 1s different Heat contmues its decline by 12% while electricity

mcreases by 2 8% Other revenues declined back to the original 1996 level The reason for
the decline 1n electricity

16
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1s the ratioming that occurred 1n both 1996 and to a lesser extent in 1997 This constraint on
the market was caused by a lack of energy available for generation For heat 1t was the lack
of fuel from the supplier imiting purchases because of lack of payment by the CHPs

The next section in the income statement deals with operational expenses The largest
cost for distnbution 1s purchased energy The general trend and reasons for the trend are the
same as for sales From 1996 to 1997 electricity purchases decrease and during 1998 they
ncrease relative to 1997 The second largest cost 1s fuel and, as expected, it follows a similar
seasonal pattern as heat sales Large purchases during colder weather However, it 1s
important to see that a different trend exusts from year to year Costs increase for each of the
three first quarters included 1n the analysis Although some weather considerations exist

(longer winter season), the main reason 1s the price of fuel increased This point 1s especially
true m 1998

Operating costs are the largest cost that management has any influence to control
1ts trend 1s highly vanable and the reason for this vanability 1s the heat divisions For
example, during the third quarter of 1996 the cost was 3 0 million UAH By the first quarter
of 1997 the cost had increased to 12 0 milhon UAH Two reasons exist for this vanability
First, during the colder months (when the costs rise) the plants are operating whie the
warmer months they are idle In addition, CHP-1 added a new network, Sykhivsky, that
added to overall costs Relative to sales, operating costs are small and stable

Wages are increasing for two reasons During 1996 a change in accounting (tax)
policy allowed the company to deduct wage bonuses Pror to this the common practice was
to deduct the expense after taxable profit was calculated In addition, through 1996-1998
wages were Increased as an adjustment to mnflation

Depreciation expense 1s extremely small and reflects both the old equipment and
facilities 1n use, and tax policy that does not allow large deductions

Operating income for the period examned has declined from 11 0% of sales in the
first quarter of 1996 to negative 11 3% 1n the first quarter of 1998 From the third quarter
of 1996 the consolidated has had negative operating income The explanations for this
performance are numerous First, heat production (mainly CHP-2) has consistently had
losses In addrtion, fuel costs have continually increased 1n relation to sales Thus results in
small gross profit margins from heat and steam Although electnicity was either profitable or
breakeven for most quarters until the third quarter of 1997 (total profits of 10 9 mullion
UAH), thus part of the business also started to lose money The main reason 1s decreasing
gross margmn (purchased power to sales) because of increasing total electricity losses Finally,

the other businesses are both small and offer very little profit to the mamn consolidated
company

The next section down the income statement 1s the financial costs The consohdated
company has very little short or long term debt Therefore, interest on debt 1s near zero
However, as part of the restatement data was collected on inflow and outflow of money to
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do an aging of accounts receivable and payable Because of the difficulty in getting this data,
some assumptions were used (see Appendix One for explanation), the aging still will give an
approximation of the flow of money Write-offs begin in the second quarter of the analysis
and continue until the end of the analysis The highest percentage comes from heat
production However, the smaller divisions, such as guards, construction and the network,
also contribute to the consistent wnte-offs of bad debt For the most part, the electricity part
supports the rest of the company

Net income follows the same pattern as net operating income, profitable in the early
quarters of 1996 with a gradual decline to losses by the beginning of 1998

Balance Sheet

Table 3 2 1s the restated balance sheet for the company For 1998, first quarter results
are available at the time this report 1s being written Both account’s recervable and payable
were aged for the restatement by each business umt However, the net result would have had

nsignificant impact on the balance sheet and the onigmal values were used All other values
were taken from the Ukraiman reported financial statements

Between the first and third quarter of 1996, gross fixed assets increased six times due
to a revaluation of assets The major reason for the revaluation 1s asset values had eroded due
to inflation In addition, Assets under Construction remained constant at around 22 million
until the first quarter of 1997 The balance increased then 47 mullion from construction
projects in Drohobych PEM and the heat plant

Current assets increase from 63 8 mullion to 131 milhon UAH  Almost all the increase
1s due to various types of recervables Combined, they increase approximately three times in
value Cash balances are small relative to other assets The mamn reason 1s low cash
collection rates and the transit account that absorbs most of the cash payments from
electricity The little cash the company does receive goes to meeting wages and taxes

Equity had a large rise between the second and third quarters of 1996 The account
within equity that increased was the Reserve Funds which 1s the corresponding account to the
ncrease 1n fixed assets under the fixed asset revaluation mentioned above The reserve fund

was reclassified as additional capital at the beginning of 1997 Long term debt was zero for
the period
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ASSETS

Long Term Assets
Fixed Assets
Less Accumulated Depreciation
Net Fixed Assets
Assets Under Construction
Net Utility Plant

Othar Property and Investments
Nonutility Property and Intangibles
Less Accumulated Depreciation
Net Nonutility Property and intangibles
Long Tem Financial Investments
Other Non-Current Assets
Tolal Other Property and Investments

Current Assets
Cash and Short Tenn Investments
Accounts Receivable
Less Bad Debl! Aliowance
Net Receivables
Inventory
G

1t Employee and Other Rec

Other Current Assets
Tolal Cumrent Assels

TOTAL ASSETS

CAPITALIZATION AND LIABILITIES

Stockholder’s Equity
Statutary Capital (Net}
Additional Capitat
Reserve Funds
Retained Eamings
Unrealized Differences '
Tolal Equity
Long Term Debt
Other Long Tem Liablites
Total Capitahzation

Current Liabihities
Short Term Debt
Accounts Payable
Less Bad Debt Aliowance

Net Payables
Wages and Soclal insurance Payable
Taxes and Non-Budget Payable
Govemment Employee and Other Payable
Advances from Customers
Other Curent Liabiities

Total Current Liabiibes

TOTAL CAPITALIZATION AND LIABILITIES

1/1/36

65 B15
20712
45 102
21757
66 859

(442)
58
(499)
3

0
(496)

2145
23510
0
23510
4576
14 027
asg7a
53 136

138 796

62 203
0

22632
(3 867)

0
80968
0

0
80968

7
49 981

0
49 981
1393
4048
138
8
253
65828

136 796

Table 3 2
Consolidated Company
Ukraine Energy Project

Balance Sheet as of

(000 UAH)

114196 117196 111096
66 420 297 a82 605 828
29274 133951 302 648
37 146 163931 303 180
22 460 23 849 24 898
53 606 187 780 328078

(86) (146) 1261

116 174 365

(202) (319) 896
3 3 3
0 0 0

(199) (316) 899

930 224 687
36013 66 417 75549

0 0 0
36013 66 417 75 549

6939 3085 4642
37 320 7212 7552
5224 5414 2112
86 426 82322 90542
145 833 269 786 419519
75234 75 469 73122

0 0 0
10 448 255 801 256 176

8247 4421 (5 894)
43972) (170 116) 1862
49 957 165 575 325 266

0 0 0
0 0 0
49 957 165 575 325266

770 724 618

86325 87914 78781
0 0 0
26326 a7 914 78 781

2110 3029 4824
4212 9770 8325

1785 1898 455

13 4 23

661 872 1227

95876 104 211 94 253

145833 269 786 419 519

nm?

603 935
306074
297 861
24194

322055

1553
438
1115
3
0
1118

1079
86931
0
86931
5400
28 198
8337
129 945

453 118

73122
250 070
3211
(9583)
2231
319051
[

0
319051

593
118 899
0
118 899
6171
4334
2764
20
1286
134 067

453 118

174137

604 398
308 185
296 213
45889
342 102

2773
468
2305
31
0
2336

844
99 546
0
99546
11025
4173
36
115 624

460 062

73122
268 347
4461
(12 945)
278
333263
0
0
333263

410
111870
0
111870
6926
3673
2275
6
1639
126 799

460 062

17797

608 375
306 216
302 159
46 966
349 125

1924
551
1373
e x]
o
1466

881
95 400
0
95 400
11872
2546
163
110 862

461 453

48 493
300 302
4223
(23 893)
12384
341516
0

341516

382
106 732
0
106 732
7703
2697
1120
25
1278
119937

461453

110/87

612998
314 534
298 464
41818
340 282

2513
603
1910
62
0
1972

1301
93827
0
93 827
11849
4171
332
111480

453734

73122
266 992
1697
(33737)
17 488
325561
0
0
325561

346
110983
0

110983
6925
7392
1285

6
1236
128 173

453 734

11/98

622014
317324
304 690
30 476
335 166

2688
727
1961
92
0
2053

2515
91600
0
91 600
11430
8082
391
114018

451237

48 493
286 200
2296
(47 207)
33846
323628
[}

0
323628

38
110940
0
110940
5968
3451
322
8
6602
127 609

451237

1/4/98

622742
320303
302 439
31383
333822

2829
800
2029
92
322
2443

814
106 548
0
106 548
11738
11618
217
130935

467 200

48 493
286051
3201
(53 354)
38272
3236863
0
0
323663

252
127637
0

127637
6024
3886

467
5
5266
143537

467 200

! Unreakzed ditferences reprasents the unreconcitable ddference after conversion of the Ukrainian accounting system into Internahonal Accounting Standards




Table 3 3
Consolidated Company
Ukraine Energy Project
Statement of Cash Flows for the Period Ending
{000 UAH)
114/96 117i96 1110196 111197 114197 17197 1110197 1/1i98 1/4/98

Cash Flow from Operating Activities
Net Income 8401 {3 986) (10 409) (3 854) (3 574) {11 231) {10 208) (13 864) (5884)
Adjustments to Reconcile Net Income to Net Cash Flow

Change in Accounts Receivable {12 503) {30016) (9132) (11 382) (12 615) 4146 1573 2227 (14 948)

Change in Other Short Term Assets (22 002) 34033 1375 (27 629) 26 701 653 (1772) (3551) (3 670)

Change in Accounts Payable 38 344 1325 {9 133) 40118 {7 029) {5138} 4251 (43) 16 697

Change in Other Short Term Liabilities 2941 6 400 {719) (279) (56) {1696) 4021 (493) {703)

Depreciation Expense 8620 102 847 166 889 3 499 2141 (1 886) 8370 2914 3052

Net Cash Provided by Operating Activitles 13 400 114 388 151 280 4327 9142 (3921) 16 443 1084 428
Cash Flow from Investinent Actlvities

Completed Flant In Service (605) (228 124) (307 946) 1693 (463) (3977 {4 623) (9016} (728}

Change In Construction Work In Progress {703) (1389) {1049) 704 (21 695) (1077 5148 11342 {907)

Change in Nonutlity Property and Intangibles {356) 74 {1 407) (292) (1 248) 787 (558) (205) (463)

Net Cash Provided by investment Activities {1 664) {229 440) (310 402) 2 305 (23 406) (4 267) {33) 2121 {2 098}
Cash Flow from Financing Activities

Short Term Loans (763) 46 106 25 183 28 36 28 66

Long Term Loans a 0 0 0 o] 0 0 0 0

Equity 847 244 361 (1972) (2 895) 19527 7095 (11 214) {4822) 756

Net Cash Provided by Financing Activities 84 244 407 {1 866) {2 870) 19710 7123 {11178} {4 794) 822
Unrealized Cash Differences * 43972) {126 144) 171 978 37o (1953) 12106 5104 16 358 5427
Net Change in Cash (23 751} (774} 581 277 (e1) {190) 128 875 (1 3085)
Note 1 This account measures the unrealized operating losses that exist within the financial statements differences in accounting systems and

potential errors in bookkeeping due to lack of auditing




As for current habilities, the total balance doubled during the restatement Almost the
entire mcrease 1n short term habilities came from payables Accounts payable increased from
50 mullion to 127 6 mullion while wages payable increased from 1 4 mullion to 6 0 mullion The
main reason behind these increases 1s the low cash collection rate

Statement of Changes in Financial Position

Table 3 3 examines the cash flow from all financial activities during the year Net
mncome on an accrual basis was between 8 4 and negative 13 9 mulhon UAH For most years
1t was negative Adjustments from operating actrvities were highly vanable, but did not offer
any significant trends  Adjustments from investments offered only one important change, the
revaluation of assets However, this was mainly a non-cash transaction and contributed little
to the real value of the company

Comparative Analysis

Tables 3 5 and 3 6 examune the financial relationship between the different business
units that make up Lviv Oblenergo Table 3 5 focuses on the income statement while table
3 6 examunes the balance sheet

Beginning with the income statement, 1t can be easily seen that the electric portion of
the business dominates sales Over the nine peniods examined, Lviv PEM contrnibuted 32 3%
of sales, Lviv City PEM 25 3% and Drohobych PEM 27 7% The total 1s approximately
85% If CHP-1 1s included, the total sales accounted for increases to 97% These four units
make up almost the whole company 1n terms of sales

The next section down Table 3 5 examines operating income It 1s important to note
that the percentage could be a proportion of a profit or loss and 1t depends on the sign
(posttive or negative) associated with overall operating profit Lviv City PEM 1s the business
that each year earns the most consistent profit The main reason 1s 1t has the lowest losses of
the three electnic distribution companies On the other hand, Drohobych is the poorest
performer of the three for the opposite reasons It has the highest losses Overall, the heat
plants are the least profitable They consistently either breakeven or experience losses In

some years, the security guard business has a large negative impact The reason 1s the poor
collection rate on fees earned from outside clients

Since none of the divisions have any debt, the main vanable determining net
mcome 1s the amount of bad debt written off For the most part, the same pattern exists for
net income as operating income The electric PEMs have very little bad debt from delays in

collection whereas both the heat plants and the smaller divisions consistently experience
overdue accounts
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Tahle 3 4
Consolidated Company
Fmancial Ratios
1/4/96 1/7/96 1/10/96 19 1/4/97 1/7197 1/10/97 1/1/98 1/4/98
Short Term I iquidity
Current Ratio 09 [i}] 1o 10 [12Y 09 09 09 a9
Collection Rate NA NA NA NA NA NA NA NA NA
% Accounts Recievable Over 60 Days NA NA NA NA NA NA NA NA NA
% Accounts Payable Over 60 Days NA NA NA NA NA NA NA NA NA
Capital Structure and Long Term Solvency
Debt to Equity 19 06 03 04 04 04 04 04 04
Debt 1o Total Assets 66% 9% 2% 0% 28% 26% 28% 28% Az
Tumes Interest Eamed (Cash)
Operating Performance Ratios
Average Ratio of Sales TanfY to Purchase Price {Elecirieity)
Operating Profits to Sales 110% 12% 21% 63% 371% L 8% 3% 85% 113%
Net Unrealized Accounts to Sales 00% 67% 187% 03% 07% 169% 188% 1% 09%
Net Incorne to Sales 90% 76% 239% 79% 48% 183% 24% 201% B2%
Asset Utilization
Sales to Current Assets (Anmualized) 40 29 21 19 29 23 17 25 25
Sales o Net Utility Plant (Anmualized) 58 13 06 0g 10 a7 06 08 10
Sales to Total Assels (Anmualized) 24 09 04 0s 07 06 04 06 07
Commoen Size Income Statement (% of Total Sales)
Purchases Energy to Sales 9% 139% B44% 818% 680% 68 6% 1% T21% ey
Operaling and Mauitenance to Sales 37% 57% 63% 142% 143% 102% 61% 152% 130%
Fuel to Sales 107% 122% 04% 22% 141% 10 3% 18% 82% 171%
Wages and Social Cost to Sales 29% $3% 73% 45% 46% 80% 96% 71% S0%
Depreciation to Sales 09% 17% 34% 36% 26% 5% 67% 59% 42%
Operating Income to Sales 110% 12% 21% 63% 371% 08% 3% 85% 113%
Net Income to Sales 0% 76% 239% 79% 48% 183% 224% 201% 8%
Common Size Balance Sheet (% of Total Assets)
Accounts Recenable 247% 246% 1807 192% 216% 207% 207% 203% 27 8%
Current Assets 593% 30 5% 21 6% 287% 251% 240% 246% 253% 200%
Net Fixed Assels 409% 69 6% 182% Nni% TM4% 57% 750% 3% 71 8%
Current Liabilities 657% B6% 225% 296% 276% 260% IR27 281% W%
Long Term Liabilities 00% 00% 00% 00% 00% 00% nog nny no%
Equity 3% 614% 175% 70 4% 4% 140% 71 8% n% 69 3%




Table 3 5
Consolidated Company
Ukraine Energy Project
Normalized Income Statement By Business Unit'
{000 UAH)

1/4/96 117196 1/110/96 11197 114197 17197 110197 1/1/98 114198

Total Sales 86 937 60635 46 664 61187 83279 63 881 47 038 70787 81137
Electricity Lviv 3014 371% 410/ 313% 2917 336/ 328% 26 5% 291/
Electricity City 222/ 251% 26 0% 2474 22 4% 250/ 302/ 27 3% 24 9%
Electricity Drobhobych 23 4% 291/ 313% 281/ 245/ 297% 336% 257/ 24 1%

Heat CHP 1 20 4% 66/ 02/ 127% 189/ 94/ 137 166/ 180/

Heat CHP 2 33/ 11% 0o/ 14% 32% 14/ 00% 23% 28/

Guard 04/ 054 07% 07/ 04% 05/ 074 05% 04%
Network Adjustment 024 05/ 06% 04/ 024 03% 07/ 05/ 03%

Construction 00% 0o0Y 024 07% 01/ 01% 07% 07/ 03/
Total Operating 9533 753 (977) (3 885) (3108) (500) (1 480) (6 027) (9 194)
Electricity Lviv 135/ 21374 4 0% 527/ 54 1% 276 5% 4944 6384 16 2%
Electricity City 26 5% 4372/ 294 1% 427Y 9274 731 5% 174 2% 397/ 3144
Electricity Drobhobych 15 5% 1492/ 11094 99 2% 51/ 585/ 37 5% 370/ 475/

Heat CHP 1 904/ 558 5% 257/ 00% 1201¥ 8993/ 1146% 17 3% 605/

Heat CHP 2 113/ 116 3% 4107 86/ 52% 169 9% 5874 158% 62/

Guard 20/ 156/ 18 8% T1A 24% 202% 924 01/ 03%
Network Adjustment 12% 202/ 14 7% 177 104 07% 96%7 09/ 05%
Construction 00% 00/ 137 14% 344 4994 18% 08/ 07/
Total Net! 7799 (4609) (11138) (4 845) (4 006) (11 695) (10 541) (14 259) (6 673)
Electricity Lviv 214 229/ 31% 46 07 460/ 10 5% 84% 280/ 248/
Electricity City 293% 67 0¥ 2544 331% 703/ 306/ 238% 16 4% 432/

Electricity Drobhobych 266/ 151% 123/ 82 4% 42% 25/ 1324 67 0% 87/

Heat CHP 1 1090/ 157 4% 90 2% 404 95 7% 124 8% 781/ 854 87 1%

Heat CHP 2 136% 429/ 138% 66/ 32% 73% 199% 68/ 82%

Guard 25% 254 304 14% 74/ 21/ 04% 197 48B4

Network Adjustment 144 31% 117 1 0% 6 8% 28/ 12/ 11% 39/
Construction 00/ 00/ 01% 09/ 27% 27% 03/ 07/ 02%

1 include internal Transfers




Table 36
Consolidated Company
Ukraine Energy Project
Normalized Balance Sheet By Business Umit
(000 UAH)

114198 1Tige 11096 1nis7 114197 1187 11097 11198 1/4/198

Total Assets 145833 269 786 419519 453118 460 062 461 453 453734 451237 467 200
Electricity Lviv 201/ 810/ 501/ 185/ 189/ 191/ 1897/ 197/ 1884
Etectriclty City 41/ 86/ 59/ 57/ 58/ 59/ 59/ 58/ 574
Electricity Drobhobych 181/ 455/ 305/ 282/ 3157 314/ 07/ 301/ 291/

Heat CHP 1 242/ 1737 17/ 12/ 104/ 113/ 14/ 97/ 104/

Heat CHP 2 1157 272/ 174/ 163/ 162/ 158/ 163/ 167/ 164/

Guard 04/ 03/ 03/ 03/ 03/ 04/ 04/ 04/ 05/
Network Adustment 26/ 11/ 04/ 04/ 06/ 06/ 067 06/ 06/
Construction 00/ 074 05/ 05/ 05/ 05/ 06/ 064 06/

Total Fixed Assets 59 606 187 780 328078 322055 342 102 349125 340 282 335 166 333822
Electncity Lviv 394/ 448/ 234/ 239/ 231/ 233/ 2387 238/ 2357
Electricity City 63/ 1m1 65/ 69/ 67/ 69/ 677 69/ 714
Electriclty Drobhobych 407/ €640/ 379/ 382/ 409/ 401/ 393/ 389/ 389/

Heat CHP 1 242/ 132/ 83/ 844 78/ 71/ 87/ 85/ 85/

Heat CHP 2 88/ B4/ 208/ 2137 200/ 196/ 200/ 204/ 2034

Guard 00/ 0o/ oo/ 00/ 004 00/ 00/ 004 00/
Network Adustment 334 a8/ 044 04/ 04/ 044 05/ 05/ 054
Constructon 004 07/ 04/ 04/ 04/ 034 03/ 04/ 05/

Total Current Assets 86426 82322 90 542 129945 115624 110 862 111 480 114018 130935
Electricity Lvv 65/ 16314 1474/ 524 65/ 61/ 67/ 734 64/
Electricity City 234 264 334 234 28/ 234 327 21/ 18/
Electricity Drobhobych 244 30/ 374 364 417 424 45/ 46/ 44/

Heat CHP 1 241/ 2657 241/ 182/ 180/ 227/ 196/ 1327 1524

Heat CHP 2 644 62/ 527 414 44/ 404 54/ 62/ 65/

Guard 07/ 10/ 127 08/ 13/ 154 17/ 16/ 187
Network Adustment 214 197 03/ 05/ 104 134 12/ 084 08/
Construction 00/ oas 09/ 08/ 09/ 09/ 13/ 12/ 098/
Total Equlty' 49957 165575 325266 319 051 333263 341516 325561 323628 323663
Etectricity Lviv 495/ 12797 631/ 243/ 2427 2424 255/ 2564 2554
Electriaty Ciy a8/ 130/ 67/ 714 70/ 717 T44 74/ 75/
Etectricity Drobhobych 500/ 731/ 387/ 391/ 426/ 415/ 7/ M1/ 411/

Heat CHP 1 298/ 1527 85/ 864 83/ Bi/ 86/ 86/ 86/

Heat CHP 2 262/ 418/ 2134 2177 2084 204/ 2154 2177 218/

Guard 00/ 00/ 00/ 0o/ 00/ a0/ 00/ 004 00/

Network Adjustment 45/ Q2/ 04/ 05/ 06/ 074 07/ 06/ 06/
Construction 00/ 07/ 044 04/ 04/ 04/ 04/ 04/ 05/
Total Current Liabiiities 95876 104211 94253 134 087 126 799 119 937 128 173 127 509 143537
Electricity Lviv 48/ 65/ 55/ 48/ 50/ 487 48/ 45/ 35/
Electnclty City 127 17/ 31/ 237 28/ 25/ 23/ 18/ 184
Electnclty Drobhobych 154 17/ 247 237 22/ 26/ 274 22/ 194

Heat CHP 1 2137 207/ 229/ 172/ 1584 203/ 185/ 126/ 1447

Heat CHP 2 384 41/ 40/ 34/ 414 274 32/ 41/ 42/

Guard Q77 08/ 12/ 094 12/ 147 156/ 147 167
Network Adustment 177 274 02/ 02/ 03/ 05/ 04/ 05/ 054
Construction 00/ a6/ 07/ 07/ 08/ 08/ 10/ 10/ 08/

¥ inchudes Lang Term Debt




Table 3 6 examines the components of the consolidated balance sheet Several
interesting points are more easily seen within this table First, the most profitable unit, the
Lviv City PEM represents only on average 6 3% of total asset value The reason 1s 1t has a
natural advantage due to the high concentration of its consumers The largest relative value
belongs to Drohobych PEM with on average 32% of the total value of the assets Both the
CHP plants have large relative values within the company For CHP-1, this 1s justified since
1t generates approximately 12% of revenues However, CHP-2 1s very mefficient Although
its relative total asset value averages 18% of assets, 1t generates less than 2% of sales By any
measure this 1s a very poor utihzation of resources

Since total fixed assets are a large portion of total assets, all of the above statements
on total assets apply to fixed assets As for current assets, an interesting difference exists
Most of the iquidity comes from the CHP-1 plant However, this 1s very musleading since
most of the current assets are receivables that should have been written off as bad debt

Once again, equity patterns follow the same pattern of total assets and current
liabilities follow the pattern of current assets
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4. CONSOLIDATED ELECTRIC DISTRIBUTION

The Lviv Oblenergo consists of the three electricity PEMs, Lviv Oblast, Droghobych
and Lviv City The Lviv City PEM covers the city itself while Drohobych serves the north
area Lviv PEM 1s responsible for the rest of the area The region that the Oblenergo covers
1s economucally diverse It includes some heavy mdustry such as several chemucal factones
In addition, several ight industnial business (including joint ventures with Coke Cola and
Svidoch (candy)) have established operations The area also includes sizable agriculture
production and a large residential population

Table 4 1 1s the consohdated mncome statement for the electricity distribution divisions
of Lviv  Supporting tables include 4 2 (Sales of Electricity), 4 3 (Other Income and
Expenses), 4 4 (Electricity / Fuel Purchased), 4 5 (Main Production Costs), 4 7 (Aging of
Accounts Recervable) and 4 8 (Aging of Accounts Payable)

Table 4 1 1s the 1996-1998 quarterly restated income statement Begmning with sales,
two types of trends exist The first 1s seasonal and the second 1n economic The seasonal
trend shows a peak 1n consumption 1n the first quarter of each year with a decline in usage in
both the second and third quarters (due to warmer weather) In the fourth quarter, a sharp

rise 1n revenues occurred due to both colder weather and increased processing of seasonal
agricultural products

The second trend 1s economuc Beginning with the first quarter of both 1996 and
1997, a quarter by quarter comparison shows that the first quarter sales for 1997 1s lower than
1996 by 6 8% The following year same penod sales increased by 3 3% Although some of
the pattern may be associated with the general economic condition of the area, the majority
of the pattern 1s explamed by a constraint in power supply from the wholesale market Since
the quarter being analyzed 1s the winter period, demand 1s at its peak Generation during this
peniod could not meet demand because of fuel constraints Thss shortage in generation was
passed on to distribution throughout the country and was especially acute in 1996 The
conditions i 1997 were improved, but still constrained the company’s ability to meet demand

The next section 1n the income statement deals with operational expenses Also of
usefulness 1s Table 4 7, Financial Ratios In particular, the section referring to the common
size mcome statement will yield important insights to the analysis The largest cost for
distribution 1s purchased energy For 1996 and 1997 the ratio of energy costs to sales® are
89 4% and 84 9% respectively for each of the two years Two varniables

® This 1s a very important ratio that 1s the best indicator of eventual profitability It simply
measures how much money 1s left over to pay all other costs Normally, an electric
distibution company would require a ratio of 80 or lower to meet its expenses other

than electricity A ratio of 80 translates into 20% of sales to meet all other operating
expenses and investment
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determune this ratio, overall losses within the distribution system and the purchase and selling
tariffs Increased losses would cause the ratio to deteriorate (hugher) A larger difference
between the selling and purchasing tanff of electricity would cause 1t to improve (lower)

From 1996 to 1997 system losses increased from 25% to 27 2% If prices remained constant
the ratio would have deteriorated (increased) by 2% However, the ratio improved
considerably Therefore, the difference between selling and purchasing increased However

the improvement still places the absolute value, 84 9%, too low to sufficiently cover costs and
investment

For the year the quarter by quarter comparison through out the year shows large
differences between quarters (see Table 4 7) Both the 1¥ and 4™ quarters (winter months)
ratios are high and average around 91% of sales However, during the summer months the
ratios fall to 80% of sales Although the tanffs are set by NERC, the underlying economic
cause of the increased cost during the winter months 1s the higher average marginal cost of
energy because of the increase use of fossil fuels to meet the lugher demand Durning the
summer months more of the demand 1s met by cheaper nuclear power

Wages are the second largest cost and their trend 1s increasing In 1996, labor costs
average 4 2% of sales Thus average increased to 6 4% m 1997 Two reasons underlie the
increase During 1996 several changes were made to accounting procedures Prior to this
pertods bonuses were accounted for after calculation of profit During 1996 the law changed
so that they could be included was a wage expense The second reason for the increase 1s a

reflection of the higher wages required to compensate for the general erosion of wages from
past inflation

After wages, the next largest cost 1s operating expenses This category includes
materials, spare parts, fuel (other than for generation), small investment and servicing costs
Combined with maintenance (which 1s very small), these costs averaged 2 8% of sales for
both 1996 and 1997 At this low level, the equipment 1s not being sufficiently maintained to
operate in an efficient manner Depreciation remains a very small component for two reasons
First, current law allows only very small annual deductions as an expense The second reason

1s the very low value assigned to 1t under the old Socialist financial system (even after
revaluations)

Table 4 2, Electricity Sales, outhines the monthly electricity sold (in MWH), average
tanff (UAH per MWH) and revenues (000 UAH) by consumer group for the period 1996-
1998 (1* quarter) Total electncity sold for 1996 was 2,976,930 MWH with an average
taniff of 72 1 UAH per MWH Total revenues for the same period were 214 9 million UAH
As for 1997, 2,882,060 MWH were sold at an average price of 75 9 UAH per MWH This
generated total revenues of 218 7 million UAH The year to year decrease in MWH was 3%
and the increase 1n revenues was 1 7% The difference
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BEST AVAILABLE COPY
Table 4 2
Consolidated Electric Company
Ukraine Energy Project
Electricity Sales
1 2 3 4 5 8 7 8 9 10 1 12 13 14 15
Total Total Tot'§ Total Total
El ctricity Total ww Capaciy Tatal Electriciy T tal El ctricity T tal El ctricty Total
Sold Tanfl Sales Sold Charge Revenues Sold Taritf Sales Sold Tanfl Sales sid Tandf Sales
Month (MWH) (UAH per MWH) {000 UAH) (MWH) {UAH per MW) {000 UAH) (MWH)} {UAH per MWH) {000 UAH} {MNH) {UAH per MWH) {000 UAH) {MWH) {UAH per MWH) {000 UAH}
Industrial >750 industrial >750 Industrial < 750 Railroad CHy Transport

January (1886} a7 287 838 6168 307 87187 2085 20 387 88 0 2585 2535 707 179 2014 772 228
Febnary 111 865 6842 7168 289 8835 1878 28 118 80 2 2338 19 868 ne 1428 2314 791 183
March 142479 634 0038 201 67424 19881 20405 %8 2347 25810 710 1833 2766 794 220
Apri 113824 827 71 274 70328 1028 28009 70 2189 20 683 700 1487 2819 e 27
May 95 113 820 5070 209 66667 1928 20 815 774 1600 20 800 704 1485 2464 68 180
June 115734 611 7077 297 G451 8 1947 20 344 780 1545 8118 882 1238 2610 763 109
Sy 116 202 601 6000 301 85269 1967 19 315 748 1444 18 808 671 1328 231 e 17

August 83 8BB 567 Sote 282 83318 1856 18 092 78 140t 4 261 670 285 0 0o 0
September 082735 568 4687 aoe 63280 1954 17778 41 1318 8929 L1 817 194 n7 14

October B4 404 807 5123 201 64584 1078 18338 47 1445 22 4985 680 151 0 00 1]

November 60 588 837 4370 269 67e70 1828 18 500 788 1536 22045 704 1553 104 758 8

December 62052 842 1984 m 8054 0 1802 17 602 70 1408 10 145 707 718 o 0o 0
January (1897) 80425 642 5183 285 88302 1810 26579 803 21 20025 708 1474 2268 704 181
February 100 583 821 8242 269 687100 1805 23717 m3 1881 24 348 698 1608 2550 778 198
March 09069 820 8208 232 66078 1533 22399 71 1727 25 418 701 1783 2862 70 205
Apri 115 524 627 7244 258 96279 17110 21 887 78 1608 24 614 700 1723 2578 78 200
May 90 741 842 8 M1 235 8660 1 1567 16 822 782 147 24013 704 1690 2067 774 180
June 82977 644 5002 215 869186 1573 18 481 7798 1440 22 104 702 1552 2320 82 182
Juy 73205 838 48677 171 87427 1153 16 352 700 1276 20 085 703 1412 2160 70 189
August 76015 847 4921 178 XTI 1174 15870 785 1248 20433 704 1439 2244 70 175
Seprember 02113 845 5830 198 87551 1324 17027 781 1330 22 po8 705 18621 24067 190 200
October 89 420 638 § 717 218 67548 1459 10 748 m7 1478 26011 705 183 1528 w7 109
November 77423 857 5080 148 87045 802 21570 798 1718 25808 ni 1851 2561 794 205
December 82407 883 5462 174 60851 1198 28 205 792 2207 26080 720 2022 18082 %7 150
January (1808) 77678 Goe 5341 138 70852 975 20418 850 2502 24976 72 1927 2835 LX) 223
February 12877 74 5100 138 72041 802 27 208 [:[: I 2401 25 658 807 2070 18618 e7e 142
March 107 128 728 7702 187 75561 1443 27 589 soe 2505 27082 1K) 2207 2872 864 239

Nondndustrial Agriculture Resldential City Residentlal Rura) Transmission

January (1896) 40784 72 3140 17 820 611t 1085 70 152 420 019 4894 50t 245 1867 772 144
February 48218 801 3704 17 920 624 1120 82179 458 EREA 5438 581 316 1849 a4 148
March 48 967 801 3921 17 608 830 1108 727%0 473 347 S 884 548 308 1553 B44 19
Apri 39 883 73 3108 16125 847 1044 54 819 475 2603 a774 554 208 1037 1038 107
May 26 063 772 2012 11 667 608 7o 53637 489 2820 3041 582 i 568 a6 58
June 29318 781 224 10 689 587 838 51883 512 2661 2935 555 163 485 1108 55
July 20843 §10 1063 9380 504 540 57 182 500 2860 2918 578 168 472 1035 49
August 20 491 730 1495 @ 788 581 568 52156 534 2783 4237 688 282 975 501 51
September 20099 71186 2128 10 0as 812 588 48 204 826 3087 4472 e kil 863 579 50
October 30 535 408 2285 10523 577 807 50 830 841 3257 4 900 767 378 1038 587 81
November 33702 607 2720 10 799 610 667 56 127 653 3865 4878 750 386 1499 814 22
December 48730 07 2725 11418 623 m 66 714 645 4303 5620 7513 424 1517 811 83
January (1997) 43543 8021 3485 13392 826 639 62786 663 4162 74600 57 583 i 488 6286 [::}
Febrary 40 B89 75 3168 13 469 a0 816 60 682 844 g 8185 54 467 135 503 8
March 45 041 ns 3490 12125 60 & 838 §5 853 629 Asn 82384 78 m 1115 582 85
Apri 37 751 704 2897 12160 616 748 50233 630 3208 5905 772 456 1128 603 €8
May 27 859 780 2118 9 485 6t9 588 42 509 6248 2659 12 188 a0 0 875 723 609 44
June 31 162 178 2425 8324 620 518 43 155 849 2600 11 066 793 877 495 628 N
July 21023 79 1707 7315 621 454 48 087 642 3 140 08634 786 879 468 820 20
August 22583 778 1753 8 157 619 §05 37 685 832 2383 8 561 700 878 390 (1K 24
September 28 527 701 2227 8220 620 510 41 268 849 2870 8142 790 722 467 642 0
October 30111 77 2369 81902 6213 510 49 243 8613 32684 12 080 785 848 724 808 44
November e 108 795 2870 9012 810 558 486 069 877 ERAL] 12323 7e 850 217 622 135
December 50167 807 4048 10 452 622 650 62 704 842 5278 15 627 79 127 2262 (.7]:] 142
January (1998) 35723 g8 3088 8998 675§ 875 50 858 66 @ 3306 12813 803l 1037 1088 []1] 54
February 39 287 80 4 3474 10 268 €86 704 51 088 875 3447 12 050 808 875 124 74 [}
March 42075 13 J 844 10103 nl 720 56 219 690 3esl 11638 748 1020 1224 7o 4

A%




between production and revenue increases was caused by the increase in the average tanff

A more 1mportant companson 1s period by period Since information 1s available for
three years on the 1¥ quarter, this will be the period exammed Total electricity sold (in
MWH) for the 1* quarter (1996-1998) average 303,469, 266,418 and 254,996 per month
respectively The trend 1n sales during this peniod follows the trend of combined industrial
consumption From 1996 to 1997 mndustry’s consumption fell by a total of 20% This
decrease accounts for most of the 12% fall in total sales From 1997 to 1998 total sales
increased by 4%

Table 4 3 1s other income and internal transactions Other revenues for electnicity
distribution are fees collected for late payment, repairs and meter nstallation as well as fees
for transiting electnicity Compared with electricity sales, the total 1s very small and averages
2-3% of monthly electric sales The trend for the 2 years examined 1s increasing mainly
because of late fees

Table 4 4 shows the monthly purchases for electricity from the main gnd Since this
represents the most significant cost, it 1s shown 1n greater detail by the inclusion of this table
As with sales, period by period analysis will be used with the penod being 1* quarter Total
purchases tn MWH for each quarter are as follows, 1,253,146 (1996), 1,158,699 (1997) and
1,119,892 (1998)” Calculated losses attributable to distnbution average over 25% This

level 1s extremely high when compared to the 6 2% loss rate within the U S Rural Electnic
System®

The next table, 4 5, outlines the main production costs associated with the
company The format of the table follows the format used within the generally accepted
practices found both within the power sector and m normal accounting for Ukraine Within
the table are all the basic accounts used to record costs of production However, discussion
of costs have been made within the context of the restated income statement

71t should be noted that sales n MWH durnng this period are 87,809 (1996), 77,345
(1997) and 82,710 (1998) Losses would be 18 7% for 1996, 22 9% for 1997 and
20 2% for 1998 The company also has some self generation from the CHP-1, but the
amount 1s so small 1t was ignored

¥ 1994 Statistical Report Rural Electric Borrowers, Rural Electric Service, United States
Department Of Agniculture (Washington, DC  Government Printing Office)
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Table 4 3
Consolidated Electric Company
Ukraine Energy Project

Indirect Income and Expenses

Indirect Income

Other Expenses

Other Qutside Internal
Revenues Sales
Month
Janurary (1996) 3179 0 0 0
February 366 7 0 0 0
March 4170 0 0 0
April 338 1 0 0 0
May 281 1 0 0 0
June 298 9 0 0 0
July 2770 0 0 0
August 22717 0 0 0
September 2472 0 0 0
October 2772 0 0 0
November 2822 0 0 0
December 290 4 0 0 0
Janurary (1997) 18819 0 0 0
February 709 0 0 0 0
March 435 8 0 0 0
Apri 470 3 0 0 0
May 354 6 0 0 0
June 5142 0 0 0
July 324 8 0 0 0
August 171 3 0 0 0
September 658 3 0 0 0
October 19889 0 0 0
November 2950 0 0 0
December 278 3 0 0 0
Janurary (1998) 329 8 0 0 0
February 3367 0 0 0
March 4106 0 0 0




Table 4 4

Consolidated Electric Company

Ukraine Energy Project
Purchases Electricity/Fuel

(000 HRs)

Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT I m® HRN Cost of MT /m® HRN Cost of
Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 397 922 4587 18 251 0 0 0 0 0 0
February 404 916 5099 20647 0 0 0 0 0 0
March 450 308 50 58 22777 0 ] 0 0 o} 0
April 338937 5047 17 105 0 0 0 0 0 0
May 265 898 4970 13215 0 0 0 0 0 0
June 285929 50 64 14 479 ¢! 0 0 0 0 0
July 295 856 50 71 15003 0 0 0 0 0 0
August 232761 46 86 10908 0 0 0 0 0 0
September 285 689 4713 13 466 0 0 0 0 0 0
October 329124 4776 15720 0 0 0 0 0 o]
November 319611 49 61 15 857 0 0 0 0 0 0
December 367 515 50 22 18 458 0 Q 0] 0 0 0
January (1997) 414 340 49 42 20 478 0 0 0 0 0 ¢!
February 368 058 48 49 17 846 0 0 0 0 0 0
March 376 301 48 58 18 280 0 0 0 0 0 0
Apnl 363 679 47 42 17 246 0 0 0 0 0 0
May 292 640 4775 13972 0 0 0 0 0 0
June 269 658 46 81 12622 0 0 0 0 0 0
July 241 201 4817 11619 0 0 0 0 0 o]
August 248 098 4779 11 856 0 0 0 0 0] 0
September 288 830 47 57 13741 0 0 0 0 0 0
October 351 964 46 85 16 488 0 0 0 0 0 0
November 343 265 46 21 15 863 0 0 0 0 0 0
December 404 016 46 30 18 706 0 0 0 0 0 0
January (1998) 368 385 4991 18 385 0 0 0 0 0 0
February 335487 5180 17 378 0 0 0 0 0 0
March 416 020 54 23 22563 0 0 0 0 0 0
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Tables 4 §
Consolidated Electric Company
Ukraine Energy Project
Main Production Casts

Constructi Sp Aprtcudt re Low sl P p drilan Transport Cross S reichig Nen In estnent Defre d

D ped tion Malnier ance M { sl Fd Mt rial | 3} U stock Prdd cors Iten of LV #ey Cn E pm Operelim Operstlm Expes sr3
__Manth 1 3 E] [ 7 ] 9 to 11 12 13 16 m 29 30 A
Janurary (1698) 0 0 34 0 130 ] 5 0 0 ] [ ° ° 0 o ] 0 0 2 0 23 0 1 0 56 [ 0 [ [ [ 0
February 222 0 14 [ 150 4 120 [ [ 0 16 0 [ 0 [ ] [ 0 1 [ L) [ 7 [ 27 0 0 0 o 0 0
March 156 0 1 o 164 [} 57 ] [ 0 12 0 [ [ 4 o 0 0 4 ° 20 0 1 [ €0 o ) o [ 0 0
April 1.3 0 a o 01 [ 59 [ 0 (4 10 0 [ [ [} 0 0 0 4 [} 13 0 [ 4 a8 [ 0 [ 0 0 0
May 183 0 it 0 [l 0 L [ ] 0 7 [} 0 [ 0 ] ] 0 4 [ 12 [ 6 0 21 0 0 0 [ 0 o
June 77 [} 18 [ 129 [ 61 ] [ 0 18 [ ] [ o o o 0 ® © 25 ] B ] s ] ] 0 [ 0 1
Juty k73 o 13 0 61 4 70 0 o 0 30 0 ] 0 [ 0 0 0 0 0 17 0 7 0 a2 0 0 0 0 0 1
August 296 0 14 0 124 0 58 ] 0 [ 20 ] 0 [} [ ] 0 ] 1 0 3 [ 7 [ 69 0 0 o ] ] 0
September a4 ] 2 [ 13 ] 52 [ [ [ 3 [ ] 0 0 0 [ 0 1 0 E [ K] 0 28 o 0 o 0 0 0
October 558 0 16 [ 105 0 7 0 [ 0 1 ] [ 0 ] ° 0 0 2 o ] ] 12 0 89 ] 0 0 ] ] 0
November 3s8 0 13 o 91 0 73 o 0 0 17 o [} o [} [ 0 [ 3 Q 36 o 7 o 156 [ o 0 o 0 o
December 561 ] 20 [ 408 [} 57 0 ] 4 7 [ 0 [ [ [ 0 [ 1 0 30 [ 57 [ %0 [ 0 [ [ [ 0
Janurary (1897) 613 [ 71 0 170 ] 51 0 0 ] 17 0 [} ¢ 0 [ ] ] 1 [} 7 0 13 0 4 ] 0 0 ] 0 0
February 304 0 12 [} 197 4 s 0 [ [ 17 o o o 0 0 0 0 2 [ 13 [ 17 o 37 0 0 4 [ [ [
March s [ 15 0 17 [} L 0 (4 ° ] ° 0 [ [ 0 0 0 1 0 12 0 54 [ n [ 1 a 0 0 0
Apni 560 0 21 [ 150 0 58 4 0 0 19 0 [ 0 0 0 4 ] 2 [ 15 ] 3 Q 19 o 0 0 0 ] 0
May 561 0 1 o 178 0 n ° ] 0 1 [ 0 [ 0 0 [ 0 2 0 15 0 1 0 207 0 1 0 0 ] 1
June 561 0 15 [ 119 (] 3 [ o 0 13 ] 0 [} 0 0 0 ] 1 [ 19 0 [ [ 85 [ 1 [} ] 0 4
Juty 568 4 37 [ 110 0 L] 0 [ ] 14 [ 0 0 [ 9 [ 0 1 0 13 [ 7 0 27 0 ] ] 0 0 1
August L1 [} 22 0 123 0 ] 0 0 0 7 0 [ [ [} 0 0 ] 1 0 [ [ 4 ] 120 [ a 0 0 ] 0
September 1098 0 40 [ 147 [ 7 0 [} 0 19 [ 0 [} 0 0 0 0 2 0 4s 0 3 [ 2% ] ] 4 9 ° o
Octaber 510 [ n [ us 0 59 [ o o 2 0 ] [ [ 0 [ [ 2 4 2 0 3 ] ” [ 0 a 0 0 0
November 435 [ 13 0 153 [ 69 0 [ 0 29 0 4 [ [} [ 0 0 1 0 27 0 k] 4 LE] 0 1 0 0 o 3
December 2053 0 3 [ 254 [ 7 0 [ 0 35 4 ° [ [ ° [ 0 2 0 39 o 4 ° 159 0 ] 0 ] [ 1
Jaourary (1998) 101 [ ] ] 25 [ ] 0 0 ° s ] ] [ [ ] 0 0 6 0 20 0 7 0 120 0 1 [} 0 [ 0
February o [ [ [ n 0 57 4 ° [ Ll 0 [} ¢ [ [ 0 [} 2 (4 n 0 2 0 639 4 ] 0 0 o 1
March 209 ] 27 0 178 [ 34 0 ] 0 ©w o [ [ o 0 ] ° 2 [} 2] 0 1 0 76 0 o [} 0 0 ]

Non Operatio of Settlanent COGS Non b dget Budget Insurance C sh Debt s Int mal Ini rd part epr d Him
In rstmmts Expenars [ A ount A vuntx Suppll rv P yment P ymenis Payments Sal 1y Adven ex Credif rs Settleamer ¢ Settlanent Fund

n 4 ) 51 ] & 65 8 & 70 n 7% 78 79 _ 86 _ _cors
Janurary (1998) 0 0 7 13 486 L] 16 449 0 123 102 121 n s
February o 0 1 13 sa2 7 140 91 0 113 9 7 o 4
March 0 0 L3 2 309 12 M2 616 0 M HE] 95 0 5
Apri 4 0 7 38 280 46 214 599 [ 58 50 51 o 2
May [ [ 13 1" 341 45 216 @9 0 120 % t [ 1
June [ 4 12 13 424 47 228 613 ] 86 139 12 [ 2
July 0 0 4 1 g 15 242 674 [ 13 7 H [ 1
August 0 0 4 1" 35 42 180 457 0 ] ] 107 0 7
September 0 0 4 u 124 0 221 588 0 7 s1 52 0 3
October [ 0 4 19 %0 7 28 618 0 %0 2 k) [ 3
November 4 ] L] 12 52 58 7% 224 ] ] 2 202 0 1
De ember 0 [ 7 13 41 L] 218 596 0 160 7 [ 0 3
Janurary (1997) 0 1] 7 1 20 «© 239 628 0 107 46 11 o 2
February 0 [ [ 10 22 57 220 6357 ] "% 46 13 0 1
March ° [ 3 28 1 €3 261 5t 0 73 18 [ 0 3
Apri 0 [ s 0 3 k7] 349 952 ] 8 0 [ 0
May L] a 8 12 9 iz 347 2350 [} 2M 18 ) L] 1
June 0 [ 2 [ 16 k] g 90 [ » 43 1 [ [
Joy ° [ 8 11 1 40 m 763 1 1 " ] o ]
August ] 0 4 1 16 1 320 883 0 123 27 0 [ 1
September 0 0 6 2 24 » 3 %01 0 147 ] 0 0 3
Octtober 0 0 1 1 L3 57 22 Sl [} ] 0 (] o 0
No ember [ 3 4 4 9 58 228 942 () 65 0 2% 0 1
December 0 0 3 4 14 58 361 %2 [} 152 20 107 ] 1
Janurary (1998) 0 [ 1 1 1 4 35 929 0 I8 17 0 (] 4
February 0 0 z 1 15 41 20 s 0 103 17 2 0 6
March 0 0 9 1 14 “ 199 L0 [ 121 1 ) o 6

Amowe tedwed i mriued 5 seass 9]
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Balance Sheet

Table 4 6 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time this report 1s being written Both account’s recetvable and payable
were aged for the restatement by each business umit However, the net result would have had

an msignificant impact on the balance sheet and the ongmal values were used All other values
were taken from the Ukrainian reported financial statements

Between the first and second quarter of 1996, gross fixed assets increased over six
times due a revaluation of assets In addition, Assets under Construction increased from 9 3

million to 30 5 mullion dunng the first quarter of 1997 due to construction projects at the
Droghobych PEM

Current assets increase from 5 5 million UAH to 16 4 million UAH Cash balances
and accounts recervable remained comparatively small For most of the period examned
mventory was the largest current asset For an electric distribution company this 1s
unusual and 1s attributed to the goods accumulated under barter arrangements

Equity had a large nise between the second and third quarters of 1996 The
account within equity that increased was the Reserve Funds which 1s the corresponding
account to the mcrease 1n fixed assets under the fixed asset revaluation mentioned above
The reserve fund was reclassified as additional capital at the beginning of 1997 Long
term debt was zero until the last period and the increase was small

Current hiabilities increase 2 %2 times from 4 3 million to 103 Most of the increases
1s split between accounts payable and wages payable Accounts payable increased dramatically
for the beginning of 1996 until the second quarter of 1997

Tables 4 8 and 4 9 examine aggregate aging of accounts receivable and payable to
determine cash flows for the company as a whole’ The mitial point of the analysis was
January 1996 For accounts receivable, the inflow of payments (both cash and non cash) 1s
sufficient enough that total accounts recervable ages only to 30 days the last eight months of
the analysis For accounts payables, the last two months age to 60 days Two reasons exit
for the detenorating performance of payables when compared to receivables First, the gross
margin (sales less purchases of electricity) 1s too small to cover all operating costs The

second reason 1s the value received may not be sufficiently liquid enough to use as payment
of debts

® It 1s strongly suggested for the reader nterested 1n this information to read the detailed

description 1n the appendix concerning the methodologies of how this was calculated
and what assumption were used
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Table4 6
Consolidated Electric Company
Ukraine Energy Project
Balance Sheet as of
(000 UAH)
ASSETS 171/96 1/4/36 177136 1/10/6 nmQ7 11437 117m7 1710197 171798 1/4r38
Long Term Assets
Fixed Assets 74 261 74 807 376 661 476 365 479778 480 096 483 777 485 476 487 792 487 931
Less Accumulated Depreciation 22 452 31219 160 479 263 688 266 923 268 572 269 708 273559 275955 278040
Net Fixed Assets 51809 43588 216 182 212677 212855 211524 214 069 211917 211837 202 891
Assets Under Construction 7424 7933 8972 9892 9331 30553 31106 25709 21392 22087
Net Ulility Plant 59233 51527 225154 222 569 222 186 242077 245175 237626 233229 231978
Other Property and Investments
Nontility Property and Intangibles 501 757 893 998 1247 1266 1431 1987 2085 2202
Less Accumulated Depreciation 77 191 250 268 3an 341 369 429 506 5§70
Net Nonutility Property and Intangibles 424 566 643 730 936 925 1062 1558 1579 1632
Long Term Financial Investments 3 3 3 3 3 32 62 62 62 62
Other Non-Cuent Assets 0 0 0 0 0 0 0 0 0 322
Total Other Property and Investments 427 569 646 733 939 957 1124 1620 1641 2016
Current Assets
Cash and Short Term Investments 417 475 288 262 153 234 349 781 475 309
Accounts Receivable 393 656 759 1681 1459 1549 3103 2630 2355 2327
Less Bad Debt Allowance [¢] [¢] 0 0 0 o] 0 0 0 0
Net Recelvables 393 656 759 1681 1459 1549 3103 2630 2355 2327
Inventory 2703 4358 4244 4301 3262 4375 4042 5193 5416 5509
Govemment Employee and Other R 1968 2199 3100 3970 8444 7781 4259 4463 7518 7285
Other Curent Assets 29 2007 130 457 129526 1122 1659 2247 3011 182 1037
Toltal Current Assets 5510 9695 138 848 139 740 14 440 15598 14 000 16078 15 946 16 467
TOTAL ASSETS 65172 61791 364 648 363042 237 565 258632 260 299 255 324 250 816 250 461
CAPITALIZATION AND LIABILITIES
Stockholder’s Equity
Statutary Capital (Net) 49 507 49 507 49 507 49 507 49 507 49 507 49 507 49 507 49 507 49 507
Additiona! Capital 0 0 0 0 71745 75 422 78 355 78 801 189 419 189 489
Reserve Funds 11278 5109 304727 303 144 103 632 121068 120 565 114 501 939 1000
Retained Eamings 0 (1.825) 3012 4129 (487) 319 5417 5648 (5561) (4 984)
Unreabized Differences ' 0 1824 (3012) (4 129) 487 (319) (5417) (5 648) 5649 5070
Total Equity €0 785 54615 354234 352 651 224 884 245997 248 427 242 809 240013 240 082
Long Term Debt 0 0 0 0 0 [} 0 0 0 0
Other Long Term Liabiltes 0 0 [o] [o] 0 [o] 0 0 0 0
Total Capilaiization 60 785 54615 354 234 352651 224 884 245997 248 427 242 809 240013 240082
Current Liabiliies
Short Term Debt 0 0 0 0 0 0 0 0 0 0
Accounts Payable 1869 3377 4637 3885 4414 4640 3966 5107 4948 4022
Less Bad Debt Aliowance 0 0 0 0 0 0 0 0 0 0
Net Payables 1869 33 4637 3885 4414 4640 3966 5107 4948 4022
Wages and Social Insurance Payable 1122 1660 2222 3585 4753 5364 5645 4853 4039 4351
Taxes and Non-Budget Payable 1143 1863 2154 2343 1968 2497 1414 1359 1157 1320
Govemment Employee and Other Payable 27 29 1061 58 289 64 121 577 121 193
Advances from Customers 7 13 3 22 527 [ 26 6 8 5
Other Current Liabiktes 219 234 337 498 730 64 700 613 530 488
Tolal Current Liabilites 4387 7176 10414 10391 12681 12635 11872 125615 10803 10379
TOTAL CAPITALIZATION AND LIABILITIES 65172 61791 364 648 363 042 237 565 258632 260 299 255324 250816 250 461
' Unreshzed differences represents the unreconcilable difference after conversion of the Ukrainlan accountng system into Interational Accounting Standards
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Short Term Liquidity
Current Ratio
Collection Rate
% Accounts Recievable Over 60 Days
% Accounts Payable Over 60 Days

Capital Structure and Long Term Solvency
Debt to Equity
Debt to Total Assets
Tumes Interest Earned (Cash)

Operating Performance Ratios
Average Ratio of Sales Tan(Y to Purchase Price (Clectricity)
Operating Profits to Sales
Net Unrealized Accounts to Sales
Net Income to Sales

Asset Utllization
Sales to Current Assels (Anrualized)
Sales to Net Uthly Plant (Anmalized)
Sales to Total Assets (Anmualized)

Common Size Income Statement (% of Total Sales)

Purchases Energy to Sales
Qperating and Mamtenance to Sales
Fuel to Sales

Wages and Social Cost to Sales
Depreciation to Sales

Operating Income to %ales

Net Income to Sales

Common Size Balance Sheet (% of Total Asscts)

Accounts Recenabl
Current Assels

Net Fixed Assels
Current Liabitities
Long Tenm Liabthities
Equity

1/4/96

14
100%

0y

0%

01l
12%
a0

145
04%
00%
28%

272
51
43

937%
28%
00%
31%
09%
04%
28%

1%
157%
834%
116%
00%
BB 4%

Table 4 7
Consolidated Electric Company

177196

133
907
07
o7

00
3%
00

143
109%
00%
87%

16
10
06

80 9%
23%
00%
45%
14%
109%
87%

0%
BI1%
61 7%
29%
00%
971%

Fmancial Ratios

1/10/96

134

n2y
0%
0%

00
3%
00

145
38%
00%
24%

13
08
0%

B85 9%
24%
00%
52%
25%
3I8%
24%

05%
385%
61 3%
29%
00%
971%

171197

1
1o%
0%
0%

0l
5%
00

155

82%
00%
90%

143
09
09

972%
39%
00%
38%
33%
82%
90%

06%
61%
93 5%
53%
00%
94 7%

1497

12
3%
1} 4
0%

01
5%
00

155
16%
00%
13%

163
10
10

893%
20%
00%
44%
27%
16%
13%

06%
60%
936%
49%
00%
95 1%

177197

17
104%
0%
0%

00
%
00

159
94%
00%
90%

161
09
09

177%
28%
00%
69%
3%
94%
90%

12%
54%
94 2%
46%
00%
954%

1/10/97

13
68%
0%
0%

01
5%
00

157
28%
00%
23%

13
08
07

819%
29%
00%
76%
50%
28%
2%

10%
631%
931%
49%
00%
951%

1/1/98

fs
99%
0%
0%

no
4%
00

166
6 5%
00%
69%

141
1o
09

90 7%
35%
00%
6 8%
$5%
65%
69%

0D9%
64%
93 0%
41%
0n0%
95 7%

1/4/98

16

1%
0%
10%

00
4%
00

156
47%
00%

50%

154
11
10

N20%
41%
00%
44%
19%
47%
S0%

09%
66%
92(%
41%
0 0%
95 9%




Table 4 8
Consolidated Electric Company

Ukraine Energy Project
Determination and Aging of Accounts Receivable

{000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write-Offs Receivable Write-Offs
Month {000 UAH) (000 UAH) (000 UAH) {000 UAH) {000 UAH) __ (000 UAH) (000 UAH) (000 UAH) {000 UAH)
January (1996) 19211 20997 (1 785) (1785) (1785)
February 21915 24794 (4 664) 0 (4 664) (4664)
March 24720 20103 (46) 0 0 (46) (46)
April 20340 18 244 2050 0 0 0 2050 2050
May 17 000 15 361 3689 0 0 0 [¢] 3689 3689
June 18 021 16178 5531 0 0 0 0 5531 5531
July 16 872 20814 1489 0 0 0 0 1489 1489
August 13767 15836 (580) 0 0 0 0 (580) (580)
September 15190 14 353 257 0 0 0 0 257 257
QOctober 16 839 17 526 (430) 0 0 4] 0 (430) (430)
November 17 087 19 808 (3 150) 0 0 0 0 (3 150) (3150)
December 17 555 19 249 (4 844) 0 0 0 0 (4 844) (4844)
January (1997) 21796 16812 139 0 0 0 0 139 139
February 20971 11698 9412 0 0 0 0 9412 9412
March 20605 17 748 12 269 0 0 0 0 12 269 12 269
Apnil 20521 22074 10716 ] 0 ] 0 10716 10716
May 17 966 27 339 1343 0 0 0 0 1343 1343
June 17 902 9226 10 020 0 0 0 0 10 020 10 020
July 15030 13 004 12 046 0 0 0 0 12 046 12 046
August 14 469 6739 14 469 5307 0 0 0 19776 19776
September 15931 11043 15 931 8734 0 0 0 24 664 24 664
October 15 830 13592 15 830 11072 0 0 0 26 902 26 902
November 17789 20 508 17 789 6395 0 0 0 24 184 24184
December 22653 21776 22 653 2 408 0 0 0 25 061 25061
January (1998) 19 441 14674 19 441 10 387 0 0 0 29 828 29828
February 19830 15377 19 830 14 451 0 0 0 34 281 34 281
March 24113 18 455 24113 15825 0 0 0 39938 39938

Sources (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 cormechion discounts non cash transactions to an equivalent value that
can be used lo pay creditors
3 Column 1 Column 2
46 Assumed that money paid goes first to the oldest unpaid balance
7 Afer 80 days the debt is written off and treated as income 1o the firm
8 Sumofcolumns3 4 5 and 8
92 C f ble withaut write-offs
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Table4 9

Consolidated Electric Company

Ukraine Energy Project
Determination and Aging of Accounts Payable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Pard Balance Balance Balance Balance Write-Offs Receivable Write-Offs
Month (000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH) {000 UAH)
January (1996) 20092 19 070 1023 1023 1023
February 22 564 24 345 (759) 0 (759) (759)
March 25010 23158 1093 0 o] 1093 1093
Apni 18799 22 675 (2 784) 0 0 0 (2784) (2 784)
May 15026 17 042 (4799) 0 o] 0 0 (4 799) (4799)
June 16 705 24 698 (12 792) 0 o] 0 0 (12792) (12792)
July 16 990 31 537 (27 339) 0 0 0 0 (27 339) (27 339)
August 12 805 14 405 (28 939) 0 0 0 0 (28 939) (28 939)
September 14925 13037 (27 051) 0 0 0 0 (27 051) (27 051)
October 17 683 16 618 (25 986) o] 0 o] 0 (25 986) (25 986)
November 17 687 14 020 (22 319) o] o] 0 0 (22 319) (22 319)
December 20734 8275 (9 860) 0 0 o] 0 (9 860) (9 860)
January (1997) 22 432 16 582 (4 009) 0 0 0 0 (4 009) (4 009)
February 19 807 9921 5877 o] o] 0 0 5877 5877
March 20334 19774 6437 0 0 0 0 6 437 6 437
April 19616 23674 2379 0 0 o] 0 2379 2379
May 16 699 28314 (9 235) 0 0 0 0 (9 235) (9 235)
June 14 976 7324 (1583) 0 o] 1] 0 (1583) (1 583)
July 13 758 11 862 312 0 0 0 0 312 312
August 13 967 4746 9534 0 1] 0 0 9534 9 534
September 16 651 8 580 16 651 954 0 0 0 17 605 17 605
October 18 659 10 164 18 659 7441 0 1] 0 26 100 26 100
November 18 298 17 854 18 298 8 246 0 0 0 26 544 26 544
December 23209 19 978 23 209 6 566 0 0 0 29775 29775
January (1998) 20 458 10 301 20 458 19 474 0 0 0 39932 39 932
February 19 431 14 722 19 431 20 458 4752 0 0 44 641 44 641
March 26 623 19 987 26 623 19 431 5223 1] 0 51277 51277

Sources (By Column)

1 Aclual figures provided by company
2 Actual figures provided by company

3 Column 1 Column 2

46 Assumed that money pard goes first lo the oldest unpaid balance
7 Afler 90 days the debt 1s written off and treated as income o the firm

8 Sumofcolumns3 4 5 and 6

9 Cumulative accounts receivable without wnite-offs




Statement of Changes in Financial Position

Table 4 10 examines the cash flow from all financial activities during the year Net
income on an accrual basis ranges between negative 11 2 mullion and positive 5 5 mullion
UAH No consistent pattern exists Operating and investment follow the same pattern
because they are influenced (in this case) by the same transaction, the revaluation of fixed
assets However, this has no matenal affect on the operating activities of the company It
1s merely a paper transaction to increase the taxable value of assets
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Table 4 10
Consolidated Electric Company
Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Consolidated Electric Company

1/4/96 117196 1/10/96 11197 114197 147197 110/97 1/1/98 1/4/98
Cash Flow from Operating Activities
Net Income {1825) 4837 1116 (4 616) gos 5008 21 {11209} 577
Adjustments to Reconcile Net income to Net Cash Flow
Change in Accounts Receivable (263) (103) (922) 222 (20) (1 654) 473 275 28
Change in Other Short Term Assets (3 864) {129 237) 4 124 969 (987) 3267 (2119) (449) (719)
Change in Accounts Payable 1508 12680 (752) 529 226 674) 1141 (159) {926)
Change in Other Short Term Liabitities 1281 1978 729 1761 (272) (89) (498) {1553) 502
Deprectation Expense 8 881 128 318 103 227 3278 1679 1164 3911 2473 2149
Net Cash Provided by Opetating Activitles 7543 3217 102 206 130 759 556 2114 2908 587 1038
Cash Flow from Investment Actlvitles
Completed Plant In Service (546) (301 854) (99 704) {(3413) (318) (3 681) (1699) (2316) (139}
Change In Construction Work in Progress (515) (1033) (920) 561 (21 222) (553) 5397 4317 (695)
Change In Nonutiity Property and Intangibles (256) (136) (105) (249) (48) (195) (556) (98) (439)
Net Cash Provided by Investment Activities (1317} (303 023) (100 729) {3 101) (21 588) {4 429) 3142 1903 {1273)
Cash Flow from Financing Activities
Short Term Loans 0 0 0 0 o} 0 0 0 0
Long Term Loans [} Q 0 0 0 0 0 0 0
Equity {6 169) 299 618 (1 583) (127 787) 21113 2430 {5618) (2 884) 7
Net Cash Provided by Financing Activities (6 169) 299 618 (1583) (127 767) 21113 2430 (5 618) {2 884) M
Unrealized Cash Differences * 1824 (4 B36) (1116) 4616 (806) (5 098) (231y 11297 {579}
Net Change in Cash 56 (187) (26) (109) 81 115 432 {306} (168)
Note 1 This t the lhized operating losses that exist within the financial statements differences in accounting systems and

potential errors in bookkeeping due to lack of auditing




5. LVIVCITYPEM

Lviv City Electric Network (PEM) serves the city of Lviv It 1s composed of five
district networks (REMS) Galitsky, Lychakivsky, Zalizmichny, Shevchenkivsky, and
Frankivsky Its consumer base 1s compnised of 228,666 urban residential consumers and 259
industrial customers Among its mam industrial consumers are Svitoch (Ukraine’s major
confectionary business), Coca-Cola and the local water supply network It employs 738
employees as of July 1, 1998

Table 5 1 1s the income statement for the distribution company Lviv City PEM
Supporting tables include 5 2 (Sales of Electricity), 5 3 (Other Income and Expenses), 5 4
(Electricity / Fuel Purchased), 55 (Mamn Production Costs), 5 8 (Aging of Accounts
Recervable) and 5 9 (Aging of Accounts Payable)

Table 5 1 1s the 1996-1998 quarterly restated income statement Beginmng with sales,
two types of trends exist The first 1s seasonal and the second in economic The seasonal
trend shows a peak 1n consumption 1n the first quarter of each year with a decline 1n usage in
both the second and third quarters (due to warmer weather) In the fourth quarter, a sharp
nise m revenues due to both colder weather The second trend 1s economic Beginming with
the first quarter of both 1996 and 1997, a quarter by quarter comparison shows that the first
quarter sales for 1997 are lower than 1996 However, beginmng with the second of 1997,
each successive quarter shows an improvement over the last The mam reason explaiung this
trend was the general constramt on electricity supplied that was imposed on distribution by
generation Generation could not meet demand due to fuel shortages The shortages were

caused by a lack of payment from distribution companies who, in turn, had problems
collecting from the final consumer

The next section 1n the income statement deals with operational expenses Also of
usefulness 1s Table 5 7, Financial Ratios In particular, the section referring to the common
size income statement will yield important insights to the analysis The largest cost for
distribution 1s purchased energy Although for both 1996 and 1997 the ratio of energy costs
to sales 1s relatively constant at 77%, the quarter by quarter comparison throughout the year
shows large differences between quarters Both the 1% and 4™ quarters (winter months) ratios
are high and average around 81-82% of sales However, during the summer months the
ratios fall to 70% of sales Since both the purchasing and selling tanffs are fixed by NERC,
the Oblenergo has very little control concerning this factor One factor that contributes to the
higher cost 1s the higher average marginal cost of energy during the winter months because
of the increased use of fossil fuels to meet the ligher demand During the summer months
more of the demand 1s met by cheaper nuclear power
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OPERATING INCOME
Sales
Electricity
Heat
[nternal Transfers
Other Revenues
Total Sales

Operational Expenses
Purchased Electricity
Operating Expenses
Fuel and Raw Matenals
Wages & Soctal Costs
Total Operafing Expenses

Maintenance
Depraciation
Tolal Operational Expenses
Operating Income
NON-OPERATING INCOME
Net Non Utility Operating Income
Total Operating Income Before Taxes and Financial Costs
Taxes and Financial Costs
Interest on Long Term Debt
Unrealized Accounts Receivable *
Unrealized Accounts Payable 2

Taxes & Payments
Total Taxes and Financial Costs

NET INCOME

1/4/96

18 990
0
1]
305

19295

(15 830)
(507)
0
(317)
(16 653)

0
(111
(1)

2530

(247)
(247)

2284

Table 5 1
City PEM
Ukraine Energy Project
Income Statement for the Period Ending
(000 UAH)

17196 1110/96 1197
14990 11941 14 895
0 0 0
0 0 0
235 182 234
15225 12123 15130
(10 906) (8 335) (12623)
(531) (410) (364)
o 0 0
(397) (396) (289)
(11833) (9141) (13275)
0 (1) (4)
(102) (107) (192
(102) (109) (195)
3290 2874 1659
0 0 0
3290 2874 1659
0 0 0
0 0 0
0 0 0
(203) (41) (57)
(203) (41) 67
3086 2833 1602

14197

17 374
0
(]
1310

18 684

(14 699)
(420)
0
(491)
(15 610)

@)
(186)
(193)

2881

(64)
(64)

2817

117197

15578
0
0
420

15998

(11 118)
(324)
0
(706)
(12 145)

(5)
(194)
(199)

3654

(73)
@3)

3581

1110/97

13860
0
0
347

14207

(10333)
(382)
0
(636)
(11351)

(11)
(268)
(279)

2877

(712)
{72)

2505

1/1/98

18 885
0
0
463

19348

(15 627)
(280)
0
(698)
(16 605)

3
(348)
(351)

2392

(58)
{58)

2334

1/4/198

19 865
0
0
334

20 199

(16 132)
(212)
0
(658)
(17 002)

(2)
(311)
(312)

2884

2884

oo OO

2884

¥ it 15 assumed that accounts receivable 90 days or alder are written off as bad debt expense

2 jt1s assumed that accounts payable 90 days or older are written off and treated as income




The next largest cost 1s operating expenses This category includes matenals, spare
parts, fuel (other than for generation), small investment and servicing costs Combmed with
maintenance (which 1s very small), these costs averaged 3% of sales during 1996, but have
experienced a decline during 1997 Durnng the first quarter of 1998 they are only 1 1% of
sales The reason for the decline 1s msufficient collection of hquid assets (cash) that 1s
necessary to purchase the specialized parts and services needed for maintenance of electrical
equipment

Wages are the third largest cost and their trend 15 increasing In 1996, labor costs
average 2 4% of sales This average increased to 3 8% 1n 1997 and duning the first quarter
of 1998, the ratio was 3 3% of sales The increase m 1996 was due to a change in accounting
(tax) policy The change that increase wages was that bonuses were allowed to be deducted
as an expense instead of being included as profit allocation Also contributing to the overall
ncrease are broad increases to make up for the general erosion of wages from past inflation
Depreciation remains a very small component for two reasons First, tax rates under current

tax policy allow for only very small deductions The second reason 1s the very low onginal
value assigned to 1t

Although approximate, the aging in Tables 5 8 and 5 9 shows that the total money
flow has been sufficient to cover sales and expenses so that no bad debts are necessary
However, what the tables do not show 1s that most of the value flowing into the company 1s
non-cash transactions and that the PEM suffers from non-hquidity There 1s a problem 1n
meeting cash payment obligations (for example, wages)

Finally, how did the PEM perform m terms of profitability ? Overall, it made a total
of 23 mullion UAH over the 9 quarters restated That 1s equivalent to 15 7% of sales This
performance 1s excellent and 1s mamly caused by the lower losses within this system
However, 1t should be pointed out that Lviv City has a natural advantage over the other two
PEMs n that 1ts consumer base 1s much more concentrated and easily serviced Because of
its location more electricity could be sold per unit of nvestment and a more efficient
operation exists because of higher per unit sales

Table 5 2, Electricity Sales, outlines the monthly electricity sold (in MWH), average
tanff (UAH per MWH) and revenues (000 UAH) by consumer group for the period 1996-
1998 (1" quarter)  Total electricity sold for 1996 was 833,085 MWH with an average tanff
of 73 1 UAH per MWH Total revenues for the same period were 60 8 million UAH As for
1997, 858,333 MWH were sold at an average price of 76 6 UAH per MWH This generated
total revenues of 65 7 million UAH The year to year increase in MWH was 3% and 1n
revenues was 8% The difference between production and revenue increases was caused by
the increase in the average tanff

A more important comparnson 1s period by period Since information 1s available for
three years on for the 1* quarter, this will be the period examined Electricity sold (in
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™ Table 5 2
o City PEM
o Ukraine Energy Project
3 Electricity Sales
1 2 3 4 5 ] 7 ;] [} 10 11t 12 13 14 15
Total Total Total Total Total
Electricty Total MW Capacity Total Electricity Total Electricty Total Efectricly Total
Sald Tarift Safes Sold Charge Rev nues Sold Tanft Sales Sold Tarift Sales Sold Tarift Sales
Month {MWH) {UAH per MWH) (000 UAH) {MWH)| {UAH per MW) {000 UAH} {MWH) {UAH per MWH) {000 UAH) (MWH) {UAN per MWH) {008 UAH) (MWH) (LUIAH per MWH) {000 UAH)
industrial >750 Industrial >750 Industnal < 750 Railroad City Transport
January (1998) 38 168 (<X ] 2300 104 87331 701 6338 1228 m 0 oo 0 2814 72 225
February 26083 a7 172 102 86756 0 1612 812 618 0 00 0 2314 701 183
March 32457 620 2036 80 66656 883 71232 603 580 1] 00 ) 2768 794 220
Apnl N 507 627 2107 103 87501 695 7160 %8 551 0 oo ] 2618 770 27
May 20 169 as 1263 22 66633 612 EREE] 762 451 0 oo 0 2484 788 189
June 27392 811 1673 1] 64365 L] 8201 758 470 0 [} 0 2610 63 108
July 26220 603 1562 o7 83305 8i4 5418 745 40 1] oo 1] 232 18 in
August 17 535 503 1040 L] 63173 618 4840 740 356 [ 00 0 0 00 0
September 13776 54 2 47 a3 83370 580 4013 739 2097 1] 00 a 1984 n7 14
October 15 640 811 960 1] 84511 581 405 751 64 0 090 L] 1) 00 a
November 24113 a7 1579 23 87839 834 4212 %2 M 0 a0 0 104 758 8
December 21985 a0 1405 L] 86235 L1 1438 a5 120 0 00 0 D 00 0
January (1087) 20030 6le 1278 75 87600 507 5020 603 403 0 oo 1) 2208 704 181
February 28751 619 1841 82 66008 542 4802 73 363 0 oo 0 2550 78 108
March 20 643 824 1851 a 85422 542 5136 7 308 Q a0 0 2602 770 205
Apri 0726 828 1024 82 85078 541 S121 73 308 0 00 0 2578 778 200
May 28042 627 1633 89 66742 584 3803 781 305 0 0o o 2087 774 160
dune 26084 832 1848 1] 66705 507 4012 7s 312 ) 00 0 22328 702 1602
July 25720 [ <R 1824 78 ar21s 53 351t 700 274 [ ao 0 2168 e 1680
August 24 624 a1 1568 a adea7 540 1400 102 268 o 00 ] 2244 780 175
September 24 041 615 1583 76 67105 510 4480 761 350 0 00 0 2867 780 208
Oclober 26 574 837 1803 85 87765 576 4744 7880 74 0 0o ] 2528 797 100
November 31226 841 2003 70 87142 470 8325 w7 504 o oo 0 2581 704 205
December 32473 845 2093 -] 66554 560 7010 9 580 1] o0 [} 1882 n7 150
Janvary (1898) 18 442 880 184 62 840677 432 9509 843 602 0 0o 0 2635 846 223
February 27 932 492 1837 82 71200 442 9 008 17 060 [ 00 [ ia18 878 142
March 27 400 n 1654 60 75500 453 8026 :LX:] 812 1] 00 0 2872 B85 4 23
Non-ndustrial Agriculture Residential City Residential Rural Transmission
January (1996) 15438 78 1108 608 610 ki 27 178 438 1185 1408 534 80 (] 80000 a8
Febnuary 16372 w1 1205 617 821 36 20 326 442 1205 1825 655 126 8 50000 b))
March 18455 60 1283 491 823 30 35022 425 1468 1074 542 107 ? 50000 a5
Aprd 14511 7823 1112 281 2479 81 24 864 434 1078 1080 568 9 (] 73113 44
May 8 145 760 626 32 6086 19 23144 42 008 1252 501 4 3 7332 22
June 10714 59 813 245 600 15 19233 488 807 1617 568 a5 4 6250 0 25
July 7287 47 545 k1L 5023 19 22020 458 : \;)33 1510 (D5 )] 3 70000 2
August 6831 714 468 -] 564 5 21 040 531 18 14680 601 89 k1) 504 23
September 9106 25 866 51 596 3 21055 572 12583 1850 0e 138 2a7 560 17
Oclober 10 503 50 786 ;] 802 4 22918 574 1315 2125 800 170 252 587 15
November 12 286 841 104 M1 813 0 23420 813 1437 1 6t5 700 145 05 820 19
December 18435 792 1480 kPx] %9 10 26 002 5690 1650 1988 800 180 208 524 1
January (1997) 16 956 796 1340 336 825 21 26 168 801 1802 4001 800 25 21 4786 1
February 152382 80 1167 402 587 24 25145 558 1 408 1562 800 12§ 22 809 2
March 16 826 70 1285 298 604 10 22744 523 1180 5841 98 450 20 500 1
Apri 15670 m 1227 352 St 1B 21724 5580 1212 2135 8014 17 24 a7 1
May 10424 e 811 108 660 7 1617 544 678 410 813 k[:k) 17 588 1
June 13027 78 t0t4 1423 550 [:] 18 260 565 818 5480 810 444 20 680 2
Juty 8287 78 843 44 ga 2 3 fz 825 :g 8 1207 Inz 810 0 25 800 2
Auvgust 08854 780 675 101 04 ] 4 346 1 782 3812 808 292 13 768 1
September M7 |2 17 94 636 9 14 672 538 787 4580 810 n 13 8 1
Oclober 11 602 705 27 166 863 " 21 604 578 1248 5474 602 439 17 o0 [
November 13635 M2 1098 175 5Tt 10 20835 837 137 5086 800 479 24 833 2
December 20327 796 1619 M7 634 22 26 883 807 1832 B427 BO1 675 22 455 1
January (1998) 11 045 859 1026 45 662 30 25 086 802 1510 6384 94 505 223 870 2
Febniary 12843 064 1108 408 678 k] 25584 804 1545 5284 812 428 23 as 1
March 15300 820 1407 49 nsg N 25139 67 1528 7088 683 484 21 476 1




Table 53
City PEM
Ukramne Energy Project

Indirect Income and Expenses

Indirect Income Other Expenses
Other Qutside Internal
Revenues Sales
Month
Janurary (1996) 105 1 0 0 0
February 955 0 0 0
March 104 1 0 0 0
April 942 0 0 0
May 656 0 0 0
June 75 4 0 0 0
July 69 6 0 0 0
August 562 0 0 0
September 564 0 0 0
October 652 0 0 0
November 824 0 0 0
December 86 7 0 0 0
Janurary (1997) 790 8 0 0 0
February 3516 0 0 0
March 167 2 0 0 0
Apni 154 0 0 0 0
May 1290 0 0 0
June 136 8 0 0 0
July 96 6 0 0 0
August 102 4 0 0 0
September 148 1 0 0 0
October 174 1 0 0 0
November 108 0 0 0 0
December 180 9 0 0 0
Janurary (1998) 108 5 0 0 0
February 109 0 0 0 0
March 116 2 0 0 0




Table 5 4
Electricity and Fuel Purchases
City PEM
Ukraine Energy Project

(000 HRs)

Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT/m® HRN Cost of MT/m® HRN Cost of
Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 126 809 45 87 5816 0 0 0 0 0 0
February 96 459 5099 4918 0 0 0 0 0 0
March 100 737 5058 5095 0 0 0 0 0 0
Apri 90 836 5047 4584 0 0 0 0 0 0
May 56 219 4970 2794 0 0 0 0 0 0
June 69 659 5064 3527 0 0 0 0 0 0
July 66 560 5071 3375 0 0 0 0 0 0
August 50 858 46 86 2383 0 0 0 0 0 0
September 54 662 4713 2576 0 0 0 0 0 0
October 63 893 4776 3052 0 0 0 0 0 0
November 86 973 4961 4315 0 0 0 0 0 0
December 104 662 5022 5257 0 0 0 0 0 0
January (1997) 102 853 49 42 5083 0 0 0 0 0 0
February 94 226 48 49 4 569 0 0 0 0 0 0
March 103 891 4858 5047 0 0 0 0 0 0
April 93174 47 42 4418 0 0 0 0 0 0
May 68 006 4775 3247 0 0 0 0 0 0
June 73712 46 81 3450 0 0 0 0 0 0
July 69759 4817 3360 0 0 0 0 0 0
August 68910 4779 3293 0 0 0 0 0 0
September 77 335 47 57 3679 0 0 0 0 0 0
October 96 141 46 85 4504 0 0 0 0 0 0
November 110 469 46 21 5105 0 0 0 0 0 0
December 129 989 46 30 6018 0 0 0 0 0 0
January (1998) 113727 4991 5676 0 0 0 0 0 0
February 96 069 51 80 4976 0 0 0 0 0 0
March 101 040 54 23 5480 0 0 0 0 0 0

by



Tables 55
City PEM
Ukraine Energy Project
Main Production Costs

Construction Spare Agdailf r Low sh Depr d tion Transporl C ome f rvidnp KmIn estnent Nef rrd

Dp dion  Malntenan Mt ral Fud M € Ha T Lt estodk Prod ds o r Itan of LV ita cs Epncs Op raflons Operstion E prnses
Manth 2 3 5 6 7 8 9 to 11 n 13 16 18 19 30 3n
Janurary (1986) ] [] 60 1 [ a 0 [ ] 0 10 0 0 0 Q L]
Febnary 17 ] n 1 0 0 ° 0 [ 0 43 0 o L] 0 0
Mareh 1”7 0 63 1 0 0 0 [} (] 1 1 1 0 [ o [
Apnl 17 [ 1 ] Q o [ L] 1 s 1 [ 0 0 0
May 17 [ s 1 o [ 0 0 [} 2 1t 1 4 [ 0 0
June s 0 81 1 o [ 0 ° 0 10 14 2 0 [ 0 [}
Juty 19 0 “ 1 [ 0 [ 0 0 1 7 1 0 o o 1
August 19 0 59 L] o 1 [ 4 o 0 1 2 [ (1] ] [
Sepiembar 40 [ 30 2 0 1 0 [ a 0 3 68 [] 0 0 0
October 59 0 46 2 0 [ 0 0 0 1 1 1 0 0 [ 0
November £ [} 38 1 [ 1 [ 0 [ 1 47 1 4 ] 0 0
December 63 0 59 2 0 2 ] [ [ 0 n 45 0 0 o 0
Janurary {1887} -1 0 [ 3 0 3 0 o 0 1 1 2 [ 0 0 0
February 35 0 nn 3 0 3 0 0 ] 1 7 4 [] 0 ] [}
March 39 0 10 4 o 1 [ [} 0 1 3 53 0 [ (] [
Aprd ] a L 3 0 2 0 o 0 1 4 1 ] Q o 0
May &1 0 [ 4 ° 2 0 [ o 1 3 1 0 0 [ 0
June [ 0 59 4 0 1 0 0 [ 1 s 1 [ [ 4 o
July 3 4 4 [} 3 ° [ [ [ 3 1 0 0 0 0
August 63 0 63 3 0 [ [} [ [ 0 3 [} [] 0 0 [
September 103 L] n 1 a 1 o ] ] 1 34 2 0 0 1] (1]
Oetober 153 0 [ [ [ t 0 0 0 0 B 1 0 0 0 [
November ] 0 ™ H 0 t ] 0 [} 1 12 1 [ 0 0 [
December L] 0 ] 7 0 2 o 0 0 1 9 1 o [ 0 1
Janurary (1998) 157 0 66 7 [] [ [ [] a ° 4 2 0 [ o 0
February 7] 0 ] 1 0 1 0 ° 0 1 [ 2 0 0 [ 0
March 49 0 12 13 0 0 0 [ 0 [ 1 3 [ 0 [ [

Nan Operalinna) Seltlanmt Other Non budget B dget Inn rance Ch Deit rf Int mal Interd part D predstlon
In estment E penscs C &' Account Accaumt Suppll rs P yments Puyn enis P memt Sul ry Ad anees Credit rs Settim ents Sellenmis Fund
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MWH) for the 1* quarter (1996-1998) averaged 87,904, 77,345 and 82,710 per month
respectively The trend in sales during this period follows the trend of combned industrial
consumption (both large and small consumers) From 1996 to 1997 industry consumption
fell by a total of 16% This decrease accounts for most of the 12% fall in total sales

From 1997 to 1998 total sales increased by 7% Once again, the increase 1s explamed by
the 5 6% increase 1n large industnal consumption and 9% increase 1n small industral
consumption

In terms of usage, the main consumer groups are large industrial consumers (>750
MWH), residental city and non-industnial groups Over the period examined, the large
industrial group purchased 35% (1996), 39% (1997), and 34% (1¥ quarter 1998) of the total
sold whereas the residential city customers consumption was 36% (1996), 29% (1997) and

31% (1* quarter 1998) For non-industrial consumers, they remamed constant at 18% over
the entire period analyzed

Table 5 3 1s other income and nternal transactions Other revenues for electricity
distribution are fees collected for late payment, repairs and meter installation as well as fees
for transiting electnicity Compared with electricity sales, the total 1s very small and averages

2-3% of monthly electric sales The trend for the 2 years examined 1s increasing manly
because of late fees

Table 5 4 shows the monthly purchases for electricity from the Energomarket Since
this represents the most sigmficant cost, 1t 1s shown 1n greater detail by the inclusion of this
table As with sales, period by period analysis will be used with the period being the 1
quarter of each year Total purchases in MWH for each quarter are as follows 108,000
(1996), 100,300 (1997) and 103,600 (1998)!° Calculated losses attributable to distribution

average over 20% This level 1s extremely ngh when compared to the 6 2% loss rate withun
the U S Rural Electric System"'

The next table, 5 5, outhnes the main production costs assoctated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and 1n normal accounting for Ukramne Within the table are all
the basic accounts used to record costs of production However, discussion of costs has been
made within the context of the restated income statement

11t should be noted that sales n MWH during this period are 87,809 (1996), 77,345
(1997) and 82,710 (1998) Losses would be 18 7% for 1996, 22 9% for 1997 and

20 2% for 1998 The company also has some self generation from the CHP-1, but the
amount 1s so small 1t was ignored

'1'1994 Statistical Report Rural Electric Borrowers, Rural Electric Service, United States
Department Of Agriculture (Washington, DC  Government Pninting Office)
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Balance Sheet

Table 5 6 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time ths report 1s being written Both account’s recervable and payable
were aged for the restatement by each business umt However, the net result would have had
msigmficant impact on the balance sheet and the original values were used All other values
were taken from the Ukramian reported financial statements

Between the first and second quarter of 1996, gross fixed assets increased seven times
due to revaluation of assets In addition, Assets under Construction have increased by the

same amount Combined, net utility assets have increase by a simular amount and the major
reason 1s the revaluation

Current assets increased from 1 4 million UAH to 3 5 mullion UAH 1n the third
quarter of 1997  Cash balances and accounts recervable remain comparatively small For
most of the period examined, inventory was the largest current asset For an electric

distribution company this 1s unusual and 1s attributed to the goods accumulated under
barter arrangements

Equity had a large increase between the second and third quarters of 1996 The
account causing the increase was Reserve Funds which 1s the corresponding account to
the increase mn fixed assets under the fixed asset revaluation mentioned above The

reserve fund was reclassified as additional capital at the beginning of 1997 Long term
debt was zero for the period

As for current hiabilities, accounts payable increased dramatically for the beginning
of 1996 until the second quarter of 1997 Duning the same peniod, wages and social costs
payable also increased from 13 mulhon UAH to 1 million UAH Finally, taxes and non-
budget payables doubled in value The major reason for the increase in each account was
the lack of hquidity within the system which caused certain accounts (not subject to barter
arrangements) to accumulate The net result 1s current liabilities increased five times from
7 mullion to 3 5 million UAH  After the second quarter (1997) the balance reduced to 3 0
mullion and then finally leveled off at approximately 2 4 milhon UAH

Statement of Changes in Financial Position

Table 5 10 examines the cash flow from all financial activities during the year Net
income on an accrual basis was between 1 6 and 3 6 milion UAH until the third quarter of
1997 1t then took a large drop to 5 mullion UAH and then went up again to its previous

level With the exception of the second quarter of 1996, cash provided from operations 1s
near zero
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Table§ 6
City PEM
Ukraine Energy Project
Balance Sheet as of
(000 UAH)
ASSETS 171196 1/4/96 117196 1/10/96 11197 11497 1797 110197 1/1/38 1/4/98
Long Term Assats
Fixed Assets 5121 5174 35478 36125 36 983 37270 38277 38784 392370 39761
Less Accumulated Depreciation 1906 1958 15 168 15 430 16582 16754 15930 18 168 18 505 18 805
Net Fixed Assets 3215 3216 20312 20 695 21407 21516 22347 20616 20865 20 956
Assets Under Construction 371 565 599 794 803 1562 1764 2158 2416 2582
Net Utility Plant 3586 3781 20911 21489 22310 23078 24 111 22774 23281 23538
Other Property and Investments
Nonutility Property and intangibles 271 323 401 442 574 566 585 826 830 890
Less Accumulated Depreciation 20 82 115 124 141 156 167 208 249 266
Net Nonutiity Property and Intangibles 251 241 286 318 433 410 418 618 581 624
Lang Term Financial Investments 3 3 3 3 3 3 3 3 3 3
Other Non-Current Assets 0 0 0 0 0 0 0 0 o 322
Tolal Other Properiy and Investments 254 244 289 321 436 413 a1 621 584 949
Current Assets
Cash end Short Term Investments 74 61 8 50 4 68 21 364 112 30
Accounts Receivable 58 81 161 256 192 146 609 681 370 459
Less Bad Debt Aliowance 0 0 0 o 0 0 o 0 o 0
Net Receivables 58 81 161 256 192 146 609 681 370 459
Inventory 516 853 466 489 625 793 832 1014 1274 1097
Government Empioyee and Other Recelvables 777 591 834 1844 2152 1546 204 398 628 L3
Other Curent Assets 5 395 636 305 58 734 928 1078 a 448
Total Current Assels 1430 1981 2105 2944 3031 3287 24694 3536 2392 2373
TOTAL ASSETS 5270 6006 23305 24754 25777 26778 27126 26 930 26 257 26 860
CAPITALIZATION AND LIABILITIES
Stackholder s Equity
Statutary Capital (Net) 3222 3222 3222 3222 3222 3222 3222 3222 3222 3222
Additional Capital 0 a 0 [ 18 834 19 666 20526 20393 20 202 20601
Reserve Funds 1329 1676 18 265 18618 616 386 412 414 415 418
Retained Eamings 0 2284 5370 8203 9 806 12623 16204 18708 21042 23926
Unrealized Differences (2284) (5 370) {8 203) {9 806} (12 623) {16 204) (18 708) (20 954) {23 840)
Tolal Equity 4551 48398 21487 21840 22672 23274 24 1860 24029 23927 24325
Long Term Debt o] 0 0 0 0 [ 0 0 0 [
Other Long Term Liabiites 0 0 0 0 0 0 0 0 [ 0
Total Capitalizaion 4551 4898 21487 21840 22672 23274 24 160 24029 23927 24 325
Current Liabilities
Short Term Debt 0 0 0 0 0 0 0 0 0 0
Accounts Payable a3 112 345 768 683 1571 976 1430 1151 1091
Less Bad Debt Allowance
Net Payables 83 112 345 768 683 1571 976 1430 1151 1091
Wages and Soclal insurance Payable 127 168 330 688 811 923 1007 528 562 708
Taxes and Non-Budget Payable 436 705 846 988 1048 999 306 224 120 188
Government Employee and Other Payable 4 5 5 5 3 2 3 169 5 105
Advances from Customers 1 3 2 4 21 5 5 5 4 5
Other Current Liabittes 68 115 250 461 538 4 669 545 488 438
Tolal Current Liabiibes 719 1108 1818 2914 3105 3504 2966 2901 2330 2535
TOTAL CAPITALIZATION AND LIABILITIES 5270 6006 23305 24754 25777 26778 27 126 26930 26 257 26 860
! Unreakized differences represents the unreconcilable difference after conversion of the Ukrainian accounting system into (ntemational Accounting Standards
&




Table 57
City PEM
Fmancial Ratios
1/4/96 17196 1/10/96 1/1/97 1/4/97 117197 1/10/97 1/1/98 1/4/98
Short Term Liquidity
Current Ratio 18 | ] 10 10 09 09 12 10 09
Collection Rate 9% 102% 103% 110% 5% H3% T0% 2% 2%
% Accounts Rectevable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%
% Accounts Payable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%
Capital Structure and Long Term Solvency
Debt to Equity 02 0t 0l 01 02 01l 01 [ 01
Debt to Total Assets 18% 8% 12% 12% 13% 1% H% 9% 9%
Times Interest Eamed (Cash)
Operating Performance Ratios
Average Ratio of Sales TandT to Purchase Price {Electricity) 147 145 149 154 153 163 161 166 14
Operating Profils to Sales 131% 216% 237% 110% 154% L2 8% 121% 124% 143%
Net Unrealized Accounts (o Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Net Income to Sales 118% 203% 234% 106% 151% 224% 176% 121% 143%
Asset Utilization
Sales to Current Assels (Anmalized) 390 289 165 200 217 247 161 324 Mo
Sales to Net Uity Plant {Anmalized) 204 29 23 27 32 27 25 i3 34
Sales to Tolal Assets (Anmalized) 129 26 20 23 28 24 21 29 30
Common Size Income Statement (% of Total Sales)
Purchases Energy to Sales 820% 71 6% 688% 834% 7m.I1% 69 5% ”71% 80 8% 799%
Operating and Manlenance to Sales 26% 35% 34% 24% 22% 20% 26% 14% 10%
Puel to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Wages and Social Cost to Sates 16% 26% 33% 19% 26% 44% 45% 16% 33%
Deprectation to Sales 06% 07% 09% 13% 10% 12% 19% 18% 15%
Operating Income to Sales 131% 216% 237% 110% 154% 228% 181% 124% 1439
Net Income to Sales 11 8% 203% 234% 10 6% 151% 24% 176% 121% 4 3%
Common Size Balance Sheet (% of Total Assets)
Accounts Receivable 13% 07% 10% 7% 05% 22% 25% 14% 17%
Current Assets 330% 90% 119% 118% 123% 96% 131% 21% BR%
Net Fixed Assets 630% 89 7% 86 8% 86 6% 862% 889% 84 6% 88 7% 876%
Current Liabthues 184% 78% 118% 120% 131% 109% 108% 89% 94%
Long Term Lisbilties 00% 00% 00% 00% 00% 00% 00% n0% 00%
Equity 81 6% 9R22% 882% 880% 869% B9 1% 892% 9M1% N6E



Table 58
City PEM
Ukraine Energy Project
Determination and Aging of Accounts Receivable

(000 HRs)
1 2 3 4 5 6 7 8 ]
End of 30 Days 60 Days 90 Days Receivable
Total Reahization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write-Offs Receivable Write-Offs
Month (000 UAH) (000 UAH) {000 UAH) (000 UAH) {000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH)
January (1996) 6644 6776 (132) (132) (132)
February 6102 7 065 (1096) 0 (1 096) (1 Q96)
March 6549 5172 281 0 0 281 281
Apnl 6023 6975 671) 0 0 0 (671) 671)
May 4321 4600 (950) 0 0 0 0 (950) (950)
June 4881 3968 @n ] 0 v v 37 37N
July 4548 4730 (219) 0 0 0 0 (219) (219)
August 3796 4241 (664) 0 0 0 0 (664) (664)
September 3780 3568 (452) 0 o 0 o 452) (452)
October 4 269 4 800 (982) 0 0 0 (4] (982) (982)
November 5289 4822 (515) 0 0 0 0 (515) (515)
December 5571 6 987 (1931) 0 0 0 0 (1931) (1931)
January (1997) 6528 4675 (78) 0 (] 0 0 (78) (78)
February 6040 4507 1455 0 0 0 0 1455 1455
March 6116 4892 2679 0 0 0 0 2679 2679
Aprd 5844 6210 2313 0 0 0 0 2313 2313
May 4902 8283 (1 068) 0 0 0 0 (1 068) (1 068)
June 5252 3633 551 0 0 0 (4] 551 551
July 4941 4 450 1041 0 0 0 0 1041 1041
Augtist 4385 2555 2872 0 0 0 0 2872 2872
September 4881 2910 4 843 0 0 0 0 4 843 4843
October 5642 4220 5642 623 0 0 0 6 266 6 266
November 6204 5622 6204 644 0 0 0 6848 6848
December 7 502 7927 6423 0 0 0 0 6423 6 423
January (1998) 6570 5047 6570 1376 0 0 ] 7945 7945
February 6 606 5083 6 606 2862 0 0 0 9468 9 468
March 7023 6380 7023 3088 0 0 4] 10112 10 112

Sources (By Column)
1 Actual figures provided by company
2 Defined as aclual cash received plus NOC non payments plus {non cash received minus non cash NDC payments) 754 This correction discounts non cash transactions (o an equivalent value that
can be used to pay creditors
3 Column 1 Column 2
48 Assumed that money paid goes first to the oldest unpa:d balance
T After 90 days the debt is wnften off and treated as income to the firm
8 Sumoicolumns3 4 5 and 6
¢ C 1t ble without write-offs




Table 59
City PEM
Ukraine Energy Project
Determination and Aging of Accounts Payable
{000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Reahzation Month Unpaid Unpaid Unpaid Unpad Total Without
Expenses Paid Balance Balance Balance Balance Write Offs Receivable Write-Offs
Month (000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH)
January (1996) 6177 5728 449 449 449
February 5316 5564 200 0 200 200
March 5513 4950 763 0 0 763 763
Apnl 4990 5294 459 0 0 0 459 458
May 3141 3059 541 0 0 0 0 541 541
June 4012 3827 726 0 0 0 0 726 726
July 3753 4708 (230) 0 0 0 0 (230) (230)
August 2718 3546 (1 058) 0 0 0 0 (1 058) (1 058)
September 2827 2 866 (1097) 0 0 0 0 (1097) (1097)
October 3435 3728 (1 389) 0 0 0 0 (1 389) (1 389)
November 4 455 4282 (1216) 0 0 0 0 (1 216) (1218)
December 5643 2775 1652 0 0 0 ] 1652 1652
January (1997) 5445 5293 1804 0 0 0 0 1804 1 804
February 4948 3155 3 596 0 0 0 0 3 596 3 596
March 5481 5852 3224 0 0 0 0 3224 3224
April 4882 6 166 1941 0 0 ] ] 1941 194
May 3677 9041 (3 423) 0 0 0 0 (3 423) (3 423)
June 3857 2977 (2543) 0 0 0 0 (2 543) (2 543)
July 3785 4428 (3 186) 0 0 0 0 (3 186) (3 186)
August 3679 1938 (1 445) 0 0 0 [t} (1 445) (1 445)
September 4242 3406 {609) 0 0 (] 0 (609) (609)
QOctaber 5013 4011 393 0 0 0 0 393 393
November 5526 7 946 (2027) 0 0 0 0 (2 027) (2 027)
December 6 478 7 307 (2 856) 0 0 0 ] {2 856) (2 856)
January (1998) 6159 3682 (379) ] 0 0 0 (379) (379)
February 5342 5066 (103) 0 0 0 0 (103) (103)
March 5796 6 205 (513) 0 0 0 0 (513) (513)

Sources (By Column)
1 Actual figures provided by company
2 Actual figures provided by company
3 Column 1 Column 2
46 Assumed that money paid goes first lo the oldest unpard balance
7 Afler 90 days the debt is wntlen off and treated as income to the firm
8 Sumofcolumns 3 4 § and 6
9 C laty t: ble withou! wrife-off:
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Table 5 10
City PEM
Ukraine Energy Project
Statement of Cash Flows for the Period Ending
Ukraine Energy Project
1/4196 117196 1/10/96 11197 114197 117197 1/10/97 111/98 4/1/98

Cash Fiow from Operating Activities
Net income 2284 3086 2833 1602 2817 3581 2505 2334 2884
Adjust ts to R ile Net Income to Net Cash Flow

Change in Accounts Receivable (23) (80) (95) 64 48 (463) (72) an (89)

Change 1n Other Short Term Assets (541) ©7n (702) 197) (236) 1109 (526) 580 26

Change in Accounts Payable 29 233 423 (85) 888 (595) 454 (279) {60)

Change in Other Short Term Liabilities 360 477 673 278 (489) 57 (519) {292) 265

Degprectation Expense 114 13241 273 169 187 187 2279 378 317

Net Cash Provided by Operating Activities {61) 13774 572 227 394 295 1616 698 459
Cash Flow from Investment Activitles

Completed Plant in Service (53) (30 304) (647) (864) (281) (1007) 507 (586) (391)

Change In Construction Wotk In Progress {184) (34) (195) {109) (659) (202) {394) (258) (166)

Change In Nonutility Property and Intangibles (52 (78) 41) (132) 8 {19) (241) (4) (382)

Net Cash Pravided by Investment Activities (299) (30 416) (883) {1105) (932) (1228) (1142) (848) {939)
Cash Flow from Financing Activities

Short Term Loans 0 0 [¢] o} 0 0 0 0 [}

Long Term Loans 0 0 0 ¢] 0 a aQ ¢! 0

Equity 347 16 589 353 832 802 886 (131) (190) 400

Net Cash Provided by Financing Activities 347 16 589 353 832 602 886 (131) {190) 400
Unrealized Cash Differences * (2 284) (3086) (2833) {1 602) (2817) (3581) {2 505) (2 246) {2 886)
Net Change In Cash 13) (53) 42 (46) 64 47 343 (252) 82)
Note 1 This account the unrealized operating losses that exist within the financral statements differences in accounting systems and

p | errors in bookkeeping due to tack of auditing




6. LVIVPEM

Lwiv Electric Network serves most of the Lviv Oblast It 1s composed of 13 REMS
Brody, Busk, Gorodok, Zolochyv, Kaminka Buska, Mostyska, Zhovkva, Peremyshl,
Pustomyty, Radekhrv, Chervonograd, Sokal and Yavoriv Its consumer base 1s comprised
of 311,575 residential consumers and 484 industnal customers Among its main industnal
users are the Druzhba Oil Pipeline, Yavonvska Sirka sulfur processing plant, mines and a coal
washing plant in Chervonograd, It employs 1,582 employees as of July 1, 1998

Table 6 1 1s the income statement for the distribution division Lviv PEM  Supporting
tables include 6 2 (Sales of Electricity), 6 3 (Other Income and Expenses), 6 4 (Electricity /

Fuel Purchased), 6 5 (Main Production Costs), 6 8 (Aging of Accounts Recervable) and 6 9
(Aging of Accounts Payable)

Table 6 1 1s the 1996-1998 quarterly restated income statement Beginning with sales
one trend exists and 1t 1s seasonal This trend shows a peak in consumption 1n the first quarter
of each year with a decline n usage n both the second and third quarters (due to warmer
weather) In the fourth quarter, consumption begins to rise for two reasons The first 1s
colder weather and the second 1s increased economuic activity due to agriculture harvesting
For the most part, consumption has remained steady over the time period restated and was
not effected by constraints 1n supply imposed on 1t through generation’s insufficient power
production The reason 1s the small industrial base 1n proportion to rural consumption

The next section in the mcome statement deals with operational expenses Also of
usefulness 1s Table 6 7, Financial Ratios In particular, the section referring to the common
size income statement will yield important msights to the analysis The largest cost for
distnbution 1s purchased energy Over the peniod examumed purchased power as a percent of
sales 1s very high at 91 5% During some periods, the cost rises as high as sales itself This
trend 1s seasonal and usually occurs during the winter months The cause of this pattern 1s
the mgher percentage of use of rural consumers (with their lower average tanff) durning the
winter months as they increase usage to heat and hight their homes During the summer
months, the industrial usage increases (with 1ts lugher average tanff) and the ratio falls

The next largest cost 1s operating expenses This category includes materials, spare
parts, fuel (other than for generation), small investment and servicing costs Combined with
maintenance (which 1s very small), these costs averaged 2 8% of sales during 1996, 3 2%
duning 1997 and 3 5% for the first quarter of 1998 In all cases this expenditure 1s very low
The reason for the low level 1s the msufficient collection of hiquid assets necessary to purchase
the specialized parts and services needed for maintenance of equipment
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Table 6 1
Lviv PEM
Ukraine Energy Project

Income Statement for the Period Ending

{000 UAH)
OPERATING INCOME 114196 117196 1/10/96 1197 114157 1is7 1110197 1i1/98 114198
Sales
Electneity 25723 22069 18784 18 841 24 305 21341 16 119 20871 23181
Heat 0 0 0 0 0 0 0 0 0
Internal Transfers 0 a 0 0 0 0 0 0 0
Other Revenues 463 397 338 339 {57) 109 {688) (2107) M7
Tatal Sales 26 186 22 466 19122 19180 24248 21 450 15431 18764 23 598
Qperational Expenses
Purchased Electricity (25 515) (18 928) (17 217) (18 631) (23 632) (16 974) (13 302) (18 835) {21 636)
Operating Expenses (775) (397) (408) (817) (395) (667) (506) (1042) (742)
Fuel and Raw Materials Q 0 0 Q 0 0 0 1] 0
Wages & Sacial Costs (885) (1 094) {1055) (1047) (1174) (1694) (1 488) (1610) (1 663)
Total Operaling Expenses (27 175) (20 419) (18 680) (20 495) (25 201) (19 335) (15 295) (21 488) (24 041)
Maintenance 34 {4) {28) (2) ) 9 70 16 {79)
Depreciation (334) (435) (452) (730) (727) (743) (937) (1135) (972)
Total Operational Expenses (300) (439) (481) (731) (728) (733) (867) (1119) (1051)
Operating Income (1 289) 1608 (39) (2 046) (1 681) 1381 (732) (3843) (1 493)
NON-OPERATING INCOME
Net Non Utility Operating Income 0 4] 0 0 0 0 [¢] 0 0
Total Operating Income Before Taxes and Financial Costs (1 289) 1608 (39) (2 046) (1681) 1381 {732) {3843) (1 493)
Taxes and Financial Costs
Interest on Long Term Debt 0 Q 0 0 0 0 0 0 0
Unrealized Accounts Recetvable ' 0 0 0 0 0 0 0 (] 0
Unrealized Accounts Payable ? 0 0 0 0 0 0 0 0 0
Taxes & Payments (747) (552) (307) (180) {163) (152) (151) (143) {166)
Total Taxes and Financial Costs (747) (552) (307) (180) (163) {152) (151) (143) (166)
NET INCOME (2036) 1056 (346) (2226) (1 844) 1229 (883) {3 986) {18589)

itis assumed that accounts recelvable 90 days ar older are written off as bad debt expense
s assurned that accounts payable 90 days or older are written off and treated as income
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Wages are the third largest cost and therr trend 1s increasing  In 1996, labor costs
average 4 8% of sales The man reason for this increase 1s a change m tax policy allowing
wage bonuses to be deducted as an expense This average increased to 7 7% m 1997 and
during the first quarter of 1998, the ratio was 7 0% of sales Throughout the period,
increases i wages were needed to make up for the general erosion of wages from past
mflation Depreciation remains a very small component, averaging 3 6% of sales, for two
reasons First, tax policy allows for only small deductions The second reason 1s the very low
value assigned to equipment under the old Socialist financial system It should be noted that
the average ratio to sales 1s increasing over time In 1996 1t was 2 3% of sales while mm 1997
1t went up to 4 6%

Fnally, how did the PEM perform mn terms of profitability? Overall, 1t lost an average
of 1 1 mulhon in total (5% of sales) per quarter Within the constramts of having both
purchasing and selling tanffs set using normative instead of actual losses, the problem 1s actual
losses are substantially higher than the normative rate used in setting tariffs Thus, the
uncovered losses are ehminating any profit availlable Compounding this problem 1s a
shortage of cash collections

Table 6 2, Electricity Sales, outlines the monthly electricity sold (in MWH), average
tanff (UAH per MWH) and revenues (000 UAH) by consumer group for the pertod 1996-
1998 (1% quarter) Total electricity sold for 1996 was 1,184,315 MWH with an average
tanff of 72 4 UAH per MWH Total revenues for the same period were 85 4 mullion UAH
As for 1997, 1,091,349 MWH were sold at an average price of 75 6 UAH per MWH This
generated total revenues of 82 6 mulion UAH The year to year decrease in MWH was 7 8%
and 1n revenues was 3 2% The difference between production and revenue increases was
caused by the increase of 4 4% in the average tanff

A more important comparison 1s period by period Since information 1s available for
three years on the 1* quarter, thus will be the period examumed Total electricity sold (in
MWH) for the 1* quarter (1996-1998) averaged 120,758, 107,303 and 93,587 per month
respectively The trend m sales during this period follows the trend of all sectors From 1996
to 1997, industry consumption fell by a total of 18 7%, residential consumption decreased by
11 2%, non-industnal fell by 11 2 and agniculture dropped 26 3% The two main economic
activities of the area, industnal and agriculture, dropped over 1/4™ of its usage mn one year

In terms of usage, the mamn consumer groups are large industrial consumers (>750
MWH), residential city, non-industnal groups and agriculture Over the period examined, the
large industnial group purchased 44% (1996), 38% (1997), and 32% (1* quarter 1998) of the
total sold whereas the residential city customers consumed 21% (1996), 19% (1997) and 16%
(1* quarter 1998) Non-industrial consumers purchased 11% (1996), 12% (1997) and 16%
(1% quarter), and agnculture purchased 7% (1996), 7% (1997) and 5% (1* quarter) of total
electncity sold

59



Table 6 2
Lviv PEM
Ukratne Energy Project
Electricity Sales
1 2 3 4 5 8 7 8 8 10 i1 12 13 14 15
Total Tatal T tal Total Total
El ctricity Tatal MW Capacity Total Efectricity Total Electrickty Total Electricity Total
Sold Tarf Sales Sold Charge Revenues Sold Tariff Sales Sid Tarlff Sales Sold Tanf? sS1s
Month {MWH) {UAH per MWH) (000 UAH) (MWH) {UAH per MW) {000 UAH) {MWH) {UAH per MWH) {000 UAH) (MWH) {UAH per MWH) {000 UAH) (MWH) {UAH per MWH) {000 UAH}
industdal >750 Industrial >750 Industrial < 750 Railroad CHy Transport
January (1896) 30 033 61 1818 14 66070 a1 s 780 872 1480 7no 105 1) 0o 0
February 56 503 G648 lesq 118 68057 800 10 206 795 819 6480 718 466 0 00 0
March 720854 839 4652 126 65584 820 10802 709 959 8578 710 608 0 00 0
April 512 6827 3214 107 85765 705 9651 78 752 7802 700 553 0 00 [
May 47 482 828 2998 1223 66702 824 6 886 78 5M 7210 704 S08 0 00 0
June 56138 811 3430 124 64628 801 6521 %50 495 4620 682 320 0 00 0
July 51307 801 3082 120 63600 701 8915 747 517 6869 870 447 ] 00 Q
August 47 818 588 1954 124 83405 765 7800 18 584 35 n7 3 0 o0 0
September 41246 599 2477 118 64320 748 710 740 528 2608 668 180 0 00 0
October P17 811 2384 110 64818 713 72301 752 549 8768 681 665 1] 0 0
November 22203 619 1418 103 86488 702 8727 70 525 8158 M2 591 0 oo 1]
December 20010 647 1205 1o 68554 768 7320 701 579 4127 718 296 0 op 0
January (1997) 43 000 845 2803 110 88308 750 11044 7m0 87 10078 M8 722 1) 0p 0
Febnary 48 008 824 2986 100 88440 748 8117 770 702 10 885 8a7 759 0 00 0
March 7623 633 2081 70 66076 522 8158 707 842 1207 703 849 0 0o 0
Apri 48722 6828 3062 103 88311 683 74018 778 618 11 420 700 700 0 00 L]
May 42 140 659 2776 78 88795 521 7765 700 808 11842 708 845 0 00 0
June 34679 456 2287 4 67568 500 7188 780 550 10 668 705 752 0 0o 0
July 18 068 864 1266 30 87000 201 5795 780 452 10121 708 714 0 00 0
August 21463 601 1484 32 68075 214 5684 778 442 10 358 708 731 0 Qo 0
September 38 089 659 254 88 87248 464 8402 781 S00 11138 708 %0 0 0o 0
QOctober 40 240 87 2564 a3 87229 558 7228 w7 568 12142 n2 865 ] 0 0
November 22 269 8983 1544 27 60259 187 8609 707 533 11 686 nz 860 0 00 1]
December 25201 701 1772 R 70313 225 7854 ans 632 13830 720 a2 0 0o 0
January (1998) 23577 714 1883 28 71823 1687 10 207 B57 082 14 435 71 1113 0 [} L]
Febnsary 21615 781 1637 28 73020 207 8248 886 ™ 13015 808 111 0 0o 0
March 47174 s 3519 69 75942 524 9635 028 892 13760 818 1123 0 00 0
Nan-ndustrial Agriculture Residentiat City Resldential Rural Transmi jon
January (1988) 12859 753 968 1157 813 708 24 504 422 1034 ] [} 0 1283 588 72
February 15 207 8113 1243 11402 628 717 22770 4631 1085 200 550 1" 1105 858 78
March 18 040 817 1548 11 247 831 M2 21 562 Soe 1008 128 556 7 044 622 59
Apri 13202 788 1062 10133 823 k)] 17 284 498 858 118 588 7 805 [3N:] 3
May ae7s 775 887 7833 Goe 478 16973 519 a1 a1 617 5 364 811 24
June 10 262 770 790 7422 602 447 18032 628 1005 82 543 5 357 608 22
July 5062 746 445 6270 509 368 18 B61 513 1018 78 833 E] 348 598 i)
August 5500 740 407 8708 581 390 18324 S35 980 78 658 5 n 570 22
September 9452 740 700 6858 580 388 15 808 673 107¢ 2t 768 7 384 577 23
October 9181 751 691 7151 578 413 16713 858 1167 <[] 778 T 404 87 2
November 10 285 707 810 7140 819 442 20215 874 11382 7 8t 3 852 610 52
December 15 088 800 1207 7580 618 468 23485 703 1650 62 7 7 752 826 47
January (1887) 12 285 81 1003 8470 627 51 20702 721 1402 107 748 8 750 827 47
Febnyary 1363 794 1083 8757 606 531 21103 AR 1500 175 857 16 77 605 44
March 15 904 701 1242 8353 725 608 18310 713 112378 8s 708 6 655 811 40
Aprit 11 810 7086 938 8028 618 487 15 067 707 1120 a2 6806 5 570 614 35
May 8761 778 682 6485 810 402 168 811 2 1197 188 758 15 449 601 27
June 8712 779 757 5764 621 358 16013 n3 114 1696 778 132 304 825 10
July 6733 779 528 5109 620 a7 14 542 728 1058 2180 71 169 [l 801 19
August 6520 782 S10 5603 [3N:] 352 13383 08 947 2088 176 162 241 822 15
September 8814 784 690 5775 822 359 14 618 730 1087 1 658 772 128 302 629 19
October 9 660 786 m 5700 621 54 14 604 58 1107 2616 700 204 434 622 27
November 12 456 704 989 8354 620 304 14 292 710 1044 3408 768 268 1698 824 108
December 18778 15 1368 8052 8214 432 20 008 1088 2142 3413 762 260 12 628 108
January (1998} 12 646 875 1106 6668 874 453 13 804 737 1047 REL)] 624 287 1565 o0 87
February 14 222 898 1277 8838 685 468 14 182 %7 1088 378 B20 3o 654 017 60
March 16 251 019 1493 6805 73 485 16 548 n7 1285 3183 814 259 722 B45 a1




Table 6 3 1s other income and nternal transactions Other revenues for electricity
distnibution are fees collected for late payment, repairs and meter 1nstallation as well as fee
for transmitting electricity Compared with electricity sales the total 1s very small and
averages 2-3% of monthly electric sales The trend for the 2 years examined 1s increasing
matnly because of late fees

Table 6 4 shows the monthly purchases for electricity from the Energomarket Since
this represents the most sigmificant cost, 1t 1s shown n greater detail by the inclusion of this
table As with sales, period by period analysis will be used with the period being the 1
quarter Total purchases n MWH for each quarter are as follows 515,851 (1996), 483,592
(1997) and 414,671 (1998) Calculated losses attributable to distribution average over 29%

This level 1s extremely high when compared to the 6 2% loss rate within the U S Rural
Electric System*?

The next Table, 6 5, outhines the mam production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and 1n normal accounting for Ukraine Within the table are all
the basic accounts used to record costs of production However, discussion of costs has been
made within the context of the restated income statement

Balance Sheet

Table 6 6 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time this report 1s being written Both account’s recervable and payable
were aged for the restatement by each busmess umt However, the net result would have had
msignificant impact on the balance sheet and the oniginal values were used All other values
were taken from the Ukrainian reported financial statements

Between the first and second quarter of 1996, gross fixed assets increased from 39 2
muliion UAH to 126 2 muthon UAH 1n the third quarter of 1997 The next quarter the value
increased to 219 0 mulion UAH The increase was due to a revaluation of assets Combined
with Work 1n Progress, which increased about four tunes over the peniod, net utility assets

have increased 2 5 times with the major reason for the increase being the fixed asset
revaluation

Current assets increased from 2 3 mullion UAH to 8 3 milion UAH During the
second and third quarters of 1996 a large increase was expernienced, and then it returned to
normal levels Cash (liquid assets) and accounts receivable are small 1n

12 1994 Statistical Report Rural Electric Borrowers, Rural Electric Service, Umited States
Department Of Agriculture (Washington, DC  Government Printing Office)
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Table 6.3
Lviv PEM
Ukramne Energy Project
Indirect Income and Expenses
Indirect Income Other Expenses
Other Qutside Internal
Revenues Sales
Month
Janurary (1996) 1172 0 0 0
February 1592 0 0 0
March 186 6 0 0 0
April 140 7 0 0 0
May 124 7 0 0 0
June 1318 0 0 0
July 1200 0 0 0
August 107 8 0 0 0
September 110 3 0 0 0
Qctober 1193 0 Q 0
November 106 1 Q 0 0
December 1137 0 0 0
Janurary (1997) 216 0 0 0
February 369 0 Q 0
March 1150 Q 0 0
April 348 0 0 0
May 623 0 0 0
June 113 0 0 0
July 921 0 0 0
August 333 0 0 0
September 813 6 0 0 0
October 22545 0 0 0
November 1231 0 0 Q
December 243 0 0 0
Janurary (1998) 1195 0 0 0
February 1242 0 0 0
March 1735 0 0 0




Electricity Purchased

Table 6 4

Electricity and Fuel Purchases

Lviv PEM
Ukraine Energy Project

(000 HRs)

Fuel Purchased

Fuel Purchased

MWH HRN Cost of MTIm® HRN Cost of MT I m® HRN Cost of
Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 137738 45 87 6317 0 0 0 0 0 0
February 176 255 50 99 8936 0 0 0 0 0 0
March 202 859 5058 10 261 0 0 0] 0 0 0
Apnl 138 054 50 47 6967 0 0 0 0 0 0
May 116 102 4970 5770 0 0 0 0 0 0
June 122 246 50 64 6 190 0 0 4] 0 0 0
July 119 831 5071 6077 0 0 0 0 0 0
August 110888 46 86 5197 0 0 0 0 0 0
September 126 114 4713 5944 0 0 0 0 0 0
October 138942 47 76 6636 0 0 0 0 0 0
November 109938 49 61 5454 4] 4] 4] 0 4] 0
December 130219 5022 6 540 0 0 0 0 0 0
January (1997) 182 944 49 42 9041 0 0 0 0 0 0
February 157731 48 49 7648 0 0 0 0 0 0]
March 142916 48 58 6943 0 0 0 0 0 0
Apnl 145372 47 42 6 894 0 0 0 0 0 0
May 111 859 4775 5341 0 0 0 0 0 0
June 101 247 46 81 4739 0 0 0 0 0 0
July 79279 48 17 3819 0 0 0 0 0 0
August 83708 4779 4000 0 0 0 0 0 4]
September 116 249 47 57 5483 0 0 0 0 0 0
October 146 614 46 85 6 868 0 0 0 0 0 0
November 119 200 46 21 5509 0 0 0 0 0 0
December 139 488 46 30 6 458 0 0 0 0 0 0
January (1998) 132259 4991 6 601 0 0 0 0 0 0
February 115523 51 80 5984 0 0 0 0 0 0
March 166 888 5423 9 051 0 4] 0 0 0 0

Y




Tables 6 5
Lviv PEM
Ukramne Energy Project
Main Production Casts

Constr dlon Spr Agricult ¢ Low value Dep o tion Tras sporl C s S rvidng Koo In estn mt Def rred

Depred U Mudntenuce Mt Hals Fud Mt Pr Lol ok Podd Oth r Itans of 1V Ueus C s E pen es Operutions Operatim E pmex

Month 2 3 s 6 7 8 9 10 1 12 n 16 18 29 30 _ 3
Janurary (1696) [ 1 1] 46 0 [ 0 [ 0 1 1”3 1n 0 [ ] 0
February 130 14 5 n ° 15 ] 0 [ 1 11 7 [ [ [ [
March ] Y ] 40 [ 12 0 ° 0 3 13 [ 0 0 [ 0
Apnl ] [ 27 38 [ 10 0 ] 0 3 s s ° 0 0 []
May ] 1 48 12 [ 7 [ 0 0 2 8 ] ¢ 0 [ 0
dune 227 18 24 13 0 18 0 0 0 1 15 [ ° [ ] 1
July 232 13 9 43 o o 0 1] 0 (1] 10 6 0 0 0 1
August 40 14 23 0 0 19 o 0 0 1 4 3 0 o [ 0
September 163 2 29 27 0 7 0 ] o [ 1 6 (] [ [ (1]
October 235 16 n (7] ] 11 0 4 0 1 7 1 0 0 0 0
November 236 13 16 4 0 15 [ 0 0 2 9 6 [ o ° 0
December 216 20 24 k1] ] 28 ¢ 0 o ° 7 12 0 0 [ ]
Janurary (1987) 236 12 [N 30 [] 2] 0 ] [] 1 6 13 L] [} L] 0
February 236 12 95 30 [ 1] [ 0 ] 1 [ 13 [ [ [ ]
March 238 15 17 23 ] 12 0 0 0 [ 9 1 [ 1 [ ]
Apnl 235 21 69 L [] 16 0 0 0 1 i “ [ ° 0 0
May 236 1’ 9 29 [ i ] 0 0 1 12 [ 0 1 0 1
dune 238 15 29 26 ° 17 [ 0 0 1 14 s 0 3 0 °
July 234 k)] (] £} 0 1 L] [ [ 1 16 [ o 0 [ 1
August [ 22 40 28 [ 7 0 o [ 1 3 4 0 0 0 0
September 613 40 53 18 0 1 ] 0 0 2 1 3 0 [ 0 n
October 0 i 53 3 [ 23 0 0 0 1 13 3 ] ° o [
November [ 6 36 s 0 28 0 [ ] ] 15 2 ° 1 0 3
December 1478 13 1?7 a1 [ kL] [ 0 [ 2 2 3 ] [ 0 0
Janurary (1888) ] ] 129 @ 0 35 L] [] [ 6 16 3 0 1 L] 0
February ° 0 138 19 ] 52 [ 0 ° 2 26 0 [ ° 0 1
March 916 27 [ 29 [ 19 0 0 [ 2 13 [ 0 0 0 [

Non Operslionad Setilanient [s.4] Non budget B dgel Insurance Csh Debt rs/ Int mal Int rd part Dep d tion
In cstn mits E penses C ! Account Account Suppll s Payn mt P yments P ymmt Sal 1y Advmces C dire Selllanmi Settlen enle Fund

3 ] s 5 55 60 65 [ 69 70 n 76 b ] 1 86 Oh ¢
Janurary (1998) ° [ 7 0 218 o n 196 ° 2 23 123 ™ [
February [ [ 1 [ 304 [ [~ 183 [] 28 20 7 o 0
March ° ° [ o 226 [ 96 278 0 39 a 98 0 [
Aprl ] 0 7 0 96 33 98 263 0 12 1 61 0 [
May o ] 12 0 144 k7] 96 268 ° 107 16 0 0 0
June 0 [ 1 [ 208 s 100 m 0 26 17 12 0 0
duy [ [ 4 0 132 0 107 06 ° 13 20 0 0 0
August ] [ 4 0 150 18 50 227 [] 36 18 89 [ 0
September 0 ° 4 ] 69 37 9 U2 0 n o5 L] 0 0
October 0 [ 4 0 15 5 LI 247 [ 11 28 o [ [
November [} 0 2 [ 17 4?2 102 287 [ 28 23 228 o [
December 0 0 7 0 ] 43 85 243 0 k1) 0 0 [} 0
Janurary (1997) ] 0 [ 0 " 40 ] 264 0 4 20 13 0 0
February ] ] [ [ I 40 o 264 0 L] 21 13 0 0
March ] 0 k] 0 1 a5 ng 34 0 11 17 [ 0 [
Aprl ] 0 s ] 48 145 399 o L 14 [ 0 [
May 0 0 3 4 10 5 1% a8 0 228 [ M 0 [
June 0 [ 2 0 L] [Tt 420 0 s ® [ o [
July 0 0 B ] ] " Hn 331 [ 70 17 [ 0 [
August ] 0 4 (] (] 134 379 L] 81 n [ [ (]
September [ [ [ 1 21 100 129 01 4 ] 14 o [ 0
October [ ° 1 0 6 9 129 89 0 5 o 0 0 0
November 0 0 1 ] s a1 130 406 [ 19 0 2% 0 0
December 0 0 3 ] 10 43 148 408 ] % b3 ] 07 0 °
Janurary (1896) 0 0 1 0 1n 40 146 401 [ 10 17 [ 0 0
Febrary [ o 2 2 11 a1 152 a1 0 L 17 2 [ 0
March [ ° L 0 9 5 143 407 o 110 17 ) 0 0

At cont el nd wcludeld w accmex |




Table 6 6
Lviv PEM
Ukrane Energy Project
Balance Sheet as of
(000 UAH)
|
ASSETS 1/1/96 1/4/96 117/96 110/96 1197 1/4/97 1137 1110/97 17188 1/4/98
Long Term Assets
Fixed Assets 39099 39214 126 183 219014 220 159 220158 222727 223101 224 483 224 117
Less Accumulated Depreciation 8272 16759 43488 143896 144 455 144845 145 122 145 794 147 996 148 697
Net Fixed Assets 30827 22 455 82 695 75118 75704 75313 77 605 77307 76 487 75 420
Assets Under Construction 870 1034 1401 1510 1280 3854 3614 3710 3172 3167
Net Uulity Plant 31697 23489 84 096 76628 76984 79167 81219 81017 79859 78 587
Other Property and investments
Nonutility Property and Intangibles 103 273 296 320 373 418 527 795 869 917
Less Accumulated Depreciaion 33 ral 92 97 13 113 120 131 153 186
Net Nonutiity Property and Intangibles 70 202 204 223 260 305 407 664 716 731
Long Tenn Financlal Investments 0 [} 0 0 0 0 [} 0 0 [}
Other Non-Current Assets 0 0 0 0 0 0 0 0 0 0
Total Other Property end investments 70 202 204 223 260 305 407 664 716 731
Current Assets
Cash and Short Term Investments 252 204 91 93 42 105 219 243 133 170
Accounts Recelvable 28 185 194 675 358 640 1379 1242 1376 1096
Less Bad Debt Allowance 0 0 0 0 [} 0 0 0 0 0
Net Recejvables 28 185 194 675 358 640 1379 1242 1376 1096
Inventory 1852 3010 3128 3047 1757 2820 2387 3259 3243 3543
Govemment Employee and Other Receivabl 225 1250 1875 a1 3589 3366 1827 1570 3185 3218
Cther Curent Assets 19 982 128 972 128705 1051 629 917 1200 12 356
Tolal Current Assets 2376 5631 134 260 133 441 6797 7560 6729 7514 8 349 8386
TOTAL ASSETS 34 144 29322 218 560 210292 84041 87032 88 355 89 195 88 ?24 a7 704
CAPITALIZATION AND LIABILITIES
Stockholder’s Equity
Statutary Capital (Net) 24020 24020 24 020 24020 24020 24020 24020 24020 24020 24020
Additional Capital 0 0 0 0 52911 55 756 57 829 58 408 58 399 58030
Reserve Funds 7688 703 187 726 181070 674 867 723 580 584 584
Retalned Eamings 0 (2036) (980) (1326) (3552) (5 396) (4167) (5 050) {9 036) (10 695)
Unreslized Differences ' 2035 980 1326 3552 5396 4167 5050 9036 10695
Total Equity 31708 24722 211746 205090 77 605 80643 82572 83008 83003 82634
Long Term Debt 0 0 0 0 0 [} 0 0 0 0
Other Long Term Liabihties 0 0 0 0 0 0 0 0 0 0
Tolal Capitalzatron 31708 24722 211746 205 090 77 605 80643 82572 83 008 83003 82634
Current Liabilities
Short Term Debt 0 0 0 0 0 0 0 0 [} ]
Accounts Payable 1331 2644 3450 2105 2534 2042 1956 2598 271 2052
Less Bad Debt Allowance
Net Payables 1331 2644 3450 2105 2534 2042 1956 2598 27N 2052
Wages and Soctal insurance Payable 541 974 1230 1931 2631 2997 2999 2552 2180 2215
Taxes and Non-Budget Payable 487 837 1079 1095 713 1301 721 694 709 761
Govemnment Employee and Other Payable 18 21 1054 50 48 44 84 339 54 37
Advances from Customers 6 10 1 18 506 1 21 1 4 0
Other Cuent Ltablities 53 114 0 3 4 4 2 3 3 5
Total Current Liabihties 2436 4600 6814 5202 6436 6389 5783 6187 5721 5070
TOTAL CAPITALIZATION AND LIABILITIES 34144 29322 218 560 210292 84041 87032 88 355 89 195 83724 87704
! Unreakzed differences represents the unreconcilable difference after conversion of the Ukrainlan accounting system into Intemational Accounting Standards
T
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Table 6 7
Lviv PEM
Fmancial Ratios

1/4/96 1/7/96 1/10/96 111797 1/4/97 1/7197 1/10/97 1/1/98 1/4/98
Short Term Liquidity
Current Ratio 12 197 257 11 12 12 12 15 17
Collection Rate 12% 84% 109% 129% 81% 113% 33% 138% 69%
% Accounts Recievable Over 60 Days 0% 0% 0% 0% 0% 0% 0% % 0%
% Accounls Payable Over 60 Days [} 4 0% 0% 0% 0% 0% % 0% 21%
Capital Structure and Long Term Solvency
Debt to Equuty 02 00 00 0l 01 01 01 01 01
Debt to Total Assels 16% % 2% 8% 1% 7% 7% 6% 6%
Tunes Iiterest Eamed (Cash)
Operating Performance Ratios
Average Ratio of Sales Tan{T to Purchase Price (Electricity) 144 141 145 157 155 158 156 167 158
Operating Profits to Sales 49% 72% 02% 107% 69% 64% 47% 20 5% 63%
Net Unrealized Accounts to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Net Income to Sales 78% 47% 18% 116% 76% 57% 1% 212% 70%
Asset Utilization
Sales to Current Assets (Anmalized) 186 07 06 H3 128 128 82 90 "3
Sales to Net Utility Plant (Antmalized) 45 1 10 10 12 11 08 09 12
Sales to Total Assets (Anmalized) 36 04 04 09 [ 10 07 08 11
Commeon Size Income Statement (% of Total Sales)
Purchases Energy to Sales 974% 84 3% 90 0% 971% 975% 1% 862% 1004% NT%
Operating and Mamtenarice to Sales 31% 17% 20% 43% 16% 32% 37% 56% 28%
Fuel to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Wages and Social Cost to Sales 34% 49% S5% 557 48% 79% 96% 86% 70%
Deprecaation to Sales 13% 19% 24% 18% 30% 315% 61% 60% 41%
Operating Income to Sales 49% 72% 02% 107% 69% 64% 47% 205% 637
Net Income to Sales 78% 47% 18% 116% 76% 57% 57% 212% T0%
Common Size Balance Sheet (% of Total Assets)
Accounts Recenvable 06% 01% 01% 04% 7% 16% 14% 16% 17°%
Current Assels 192% 614% 635% 81% 87% 76% 847 94% 96%
Net Fixed Assels 80 1% 8BS 364% 91 6% 91 0% 919% 90 8% 89 8% RO 6%
Current Liabilities 157% 31% 25% 77% 73% 65% 69% 64% SHY
Long Tenn Liabilities 00% 00% 00% 00% 00% 00% 00% nog 00y
Equity 84 3% 96 9% 97 5% 923% 9N27% 93 5% 931% 936% WUy




proportion to the other assets classified as current The largest balance 1s for inventory
For an electric distribution company this 1s unusual and 1s attributed to the goods
accumulated under barter arrangements

Equity had a large increased between the second and third quarters of 1996 The
account that increased was the Reserve Funds which 1s the corresponding account to the
increase 1n fixed assets under the fixed asset revaluation mentioned above The reserve

fund was reclassified as additional capital at the beginning of 1997 Long term debt was
zero for the penod

As for current hiabilities, wages and social costs payable increased dramatically
from S mullion UAH to 3 5 mullion by the end of the third quarter of 1996 The balance 1n
the accounts then ranged from 2 — 3 mullion UAH for the rest of the perniod examined
The net result 1s current liabilities doubled from 2 4 mullion to 5 0 milion UAH  After the
second quarter (1996) the balance remained constant at approximately 6 0 nullion UAH

Statement of Changes n Financial Posttion

Table 6 10 examunes the cash flow from all financial activities during the year Total
net income on an accrual basis between 1996 and the first quarter of 1998 at negatrve 10 7
millon UAH The major reason for the loss was the large losses 1n electnicity system In
most periods the losses in electricity were over 30% of the total purchased

As for mvestment activities, the only meanmgful activity was the revaluation of assets

that took place in 1996 Otherwise, the company had insufficient cash generated to produce
any significant investment
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Table 6 8
Lviv PEM
Ukraine Energy Project
Determination and Aging of Accounts Receivable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write-Offs Receiwvable Write-Offs
Month {000 UAH) {000 UAH) {000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH)
January (1996) 6628 7 451 (823) (823) (823)
February 9003 10 871 (2 691) 0 (2 691) (2 691)
March 10 555 8276 (412) 0 0 412) 412)
April 7 960 6478 1070 0 0 0 1070 1070
May 7 050 6014 2106 0 0 0 0 2106 2106
June 7 456 6 455 3107 0 0 0 0 3107 3107
July 6785 7525 2 367 0 0 0 0 2 367 2367
August 6098 6886 1579 0 0 0 Q 1579 1579
September 6239 6371 1447 0 0 0 0 1447 1447
October 6747 7120 1074 0 0 0 0 1074 1074
November 6002 11029 (3952) 0 0 0 0 (3952) (3952)
December 6431 6603 (4 125) 0 0 0 0 (4 125) (4 125)
January (1997) 8287 8 009 (3 847) 0 0 o] o] (3 847) (3 847)
February 8413 4279 287 0 0 0 0 287 287
March 7549 7286 551 0 0 0 0 551 551
Apnil 7 800 9236 (885) 0 0 0 0 (885) (885)
May 7133 11 645 (5397) 0 0 0 0 (5397) (5397)
June 6516 3271 (2 151) 0 0 o o] (2 151) (2 151)
July 4817 5982 (3316) 0 0 0 0 (3316) (3 316)
August 4890 2096 (522) 0 0 0 0 (522) (522)
September 5723 4719 482 0 0 0 0 482 482
October 4771 6771 (1519) 0 0 0 0 (1519) (1519)
November 6048 11619 (7 089) 0 0 Q 0 (7 089) (7 089)
December 7 945 7 426 (6 570) 1] 0 0 0 (6 570) (6 570)
January (1998) 6761 4387 (4197) 0 0 0 0 (4197) (4 197)
February 7023 5599 (2772) 0 0 0 0 (2 772) (2772)
March 9815 6 409 633 0 0 0 0 633 633

Sources (By Column)
1 Aclual frgures provided by company
2 Defined as actual cash received plus NDC non payments plus (non cash recewved minus non cash NDC pay is} 75/ This tion di non cash transactions to an equivalent value that
can be used to pay creditors
3 Column 1 Colfumn 2
46 Assumed that money paid goes first to the oldest unpard balance
7 Afler 90 days the debt is written off and treated as income lo the firm
8 Sumofcolumns3 4 5 and6
9 Ci 1 ! without write-offs




Table 6 9
Lviv PEM
Ukraine Energy Project
Determination and Aging of Accounts Payable
(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpard Unpaid Unpad Unpad Total Without
Expenses Paid Balance Balance Balance Balance Write-Offs Receivable Write-Offs
Month (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH) {000 UAH) {000 UAH) {000 UAH) {000 UAH)
January (1996) 7173 6535 638 638 638
February a811 9691 757 0 757 757
March 11238 9295 2700 0 0 2 700 2700
Apnl 7607 7 888 2419 0 0 0 2 419 2419
May 6621 5821 3218 (4] 0 0 0 3219 3219
June 7182 6478 3922 0 0 0 0 3922 3922
July 7 002 8 267 2 658 0 0 0 0 2 658 2 658
August 6857 7 251 1364 0 0 0 0 1364 1364
September 6510 5945 1930 0 0 0 2] 1930 1930
October 7 354 7 298 1985 0 0 0 0 1985 1985
November 6 470 5387 3068 0 0 0 0 3068 3 068
December 7583 3435 7217 0 0 0 0 7 217 7217
January (1997) 9 856 7086 9 856 130 0 0 0 9 986 9 986
February 8 463 4 560 8 463 5426 0 0 0 13 889 13 889
March 7775 8082 7775 5807 0 0 0 13 582 13 582
Apni 7870 10 624 7 870 2958 0 0 0 10 828 10 828
May 6 602 12787 4643 0 0 0 0 4 643 4 643
June 5750 3704 §750 939 [¢] (4] 0 6 688 6 688
July 4 665 4106 4 665 2583 0 0 0 7 248 7 248
August 4677 2120 4 677 4 665 463 0 0 9 805 9 805
September 6972 4494 6972 4677 635 0 0 12 283 12 283
October 7529 5823 7 529 6 460 0 0 0 13 988 13 988
November 6 452 9218 6 452 4770 0 0 0 11 222 11 222
December 8770 7 040 8770 4182 0 0 0 12 952 12 952
January (1998) 7 476 3684 7 476 8770 498 0 0 16 744 16744
February 6939 4594 6939 7 476 4 674 0 0 19 088 19 088
March 10 843 7 446 10 843 6939 4704 ¢} 0 22 486 22 486

Sources (By Column)
1 Aclual figures provided by company
2 Actual figures provided by company
3 Column 1 Column 2
46 Assumed that money paid goes first to the oldest unpard balance
7 Afler 90 days the debt 1s written off and treated as income fo the firm
8 Sumofcolumns 3 4 5 and 6
9C lat) 1. ble without write-offs




Table 6 10
Lviv PEM
Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Ukraine Energy Project
114196 17196 1/10/96 11197 114197 117197 1110197 1/1/98 4/1/98

Cash Flow from Operating Activities
Net Income (2 036) 1056 (346) (2226) (16844) 1229 {883) {3 986) {1 659)
Ad) ents to Reconcile Net | to Net Cash Flow

Change In Accounts Recewahle {157) 9 (481) 317 (282) {739) 137 (134) 280

Change in Other Short Term Assets (3 146) (128 733) 1302 126 276 (418) 1684 (898) 811) (280)

Change in Accaunts Payable 1313 806 (1 345) 428 (492) (86) 642 173 {719)

Change in Other Short Term Liabilities 851 1408 {267) 805 445 (520) (238) {639) 68

Depreciation Expense 8525 26750 100 413 575 390 284 683 2224 734

Net Cash Provided by Operating Activities 7386 (99 778) 99 622 128 402 (357) 623 326 813 83
Cash Flow from Investment Activities

Completed Plant In Service (115) {86 969) (92 831) (1 145) 1 (2 569) (374) (1382 366

Change In Construction Work In Progress (164) {367) {109) 230 (2574) 240 (96) 538 5

Change In Nonutiity Property and [ntangibles (79 (23) (24) 53) (45) (108) (268) 74 (48)

Net Cash Provided by Investment Activities (449) (87 359) (92 964) (968} (2618) (2438) {738} (918) 323
Cash Flow from Finaacing Activities

Short Term Loans 0 0 0 0 [} o] 0 0 a

Lang Term Loans 0 0 0 0 0 o 0 a 0

Equity (6 885) 187 023 (6 856) (127 485) 3038 1929 436 {5) {369)

Net Cash Provided by Financing Activities (6 985) 187 023 {6 6586) (127 485) 3038 1929 436 {5) {369)
Unrealized Cash Differences 2035 (10585) 346 2226 1844 (1229) 883 3986 1659
Net Change in Cash (49) (113} 2 {51) 63 114 24 (110) 37
Note 1 This t the unrealized op g losses that exist within the financial statements differences in accounting systems and

potential errors in bookkeeping due to lack of auditing




7. DROHOBYCH PEM

Drohobych Electnic Network serves the northern part of Lviv Oblast It 1s composed
of 9 REMS Drohobych, Borislav, Zlndachiv, Mykolarv, Sambir, Stavy, Skole, Stry1 and
Turka Its consumer base 1s comprised of 254,604 residential consumers and 505 industnal
customers The latter include such major busmesses as Zhidachiv cellulose and paper mull,

Halychyna (Drohobych o1l refinery), and Mykolaiv Cement Plant It has 1,398 employees as
of July 1, 1998

Table 7 1 1s the income statement for the distribution division Drohobych PEM
Supporting tables include 7 2 (Sales of Electricity), 7 3 (Other Income and Expenses), 7 4
(Electricity / Fuel Purchased), 75 (Mam Production Costs), 7 8 (Aging of Accounts
Receivable) and 7 9 (Aging of Accounts Payable)

Table 7 1 1s the 1996-1998 quarterly restated income statement Beginning with sales,
two types of trends exist The first 1s seasonal and the second 1s economic The seasonal
trend shows a peak mn consumption in the first quarter of each year with a decline in usage
dunng both the second and third quarters (due to warmer weather) In the fourth quarter, a
sharp rise in revenues occurred due to colder weather The second trend 1s economic
Beginning with the first quarter of both 1996 and 1997, a quarter by quarter comparison
shows that first quarter sales for 1997 1s lower than 1996 However, in 1998 the
consumption of electricity nises almost to the previous level of 1996 The main reason for this
trend 1s the constraint within the power supply system It was especially acute in 1996 and

was caused by a lack of fuel at the generation level to produce enough power to meet
demand

The next section 1n the income statement deals with operational expenses Also of
usefulness 1s Table 7 7, Financial Ratios In particular, the section referring to the common
size income statement will yield important insights to the analysis The largest cost for
distribution 1s purchased energy For 1996 the ratio of cost to sales 1s 97 2% That leaves
2 8% to service all other costs The ratio improved mn 1997 by falling to 87 2% Ths level
1s still unacceptable when compared to the normal 20% required, but an improvement over
1996 The extremely small margin between sales and cost of power 1s caused by two factors
mteracting The first 1s the purchasing and selling tanffs are set using normative loss rates and
do not account for local conditions The second factor 1s individual PEM losses Since
Drohobych’s electricity losses are over double the normative, the division will experience
large losses on this electricity it cannot recover through sales

Also like the other PEMs 1s the seasonal trend in operating margin During the
winter months the margin practically goes to zero as additional lower residential tanff
consumers use additional electricity However, during the summer months when the
industnal percentage 1s greater the operating margin increases because of the higher
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Table 7 1
Drohobyich PEM
Ukraine Energy Project

Income Statement for the Perlod Ending

{000 UAH)
OPERATING INCOME 114196 117196 1/10/96 11197 114197 117197 1M10/37 1/1/98 1/4/98
Sales
Electricity 20032 17 385 14352 16 895 18 666 18 131 15613 17 932 19 260
Heat 0 ] ] 0 0 0 0 0 0
Internal Transfers 0 0 0 0 0 0 0 0 0
Other Revenues 334 286 232 276 1774 811 179 228 326
Total Sales 20 366 17 671 14 584 171714 20 440 18942 15792 18 160 19 586
Operational Expenses
Purchased Electricity (20 330) (14 966) (13 824) (18 781) (18 273) (15 751) (13581) (16 595) (20 558)
Operating Expenses (507) (333) (307) (839) (448) (600) (373) (654) {1 725)
Fual and Raw Materials a 0 0 0 0 0 1} 0 0
Wages & Social Costs (860) (985) (952) (613) (1097) (1 505) (1329) {1 540) {494)
Tofal Operating Expenses (21 697) (16 283) (15082) (20 233) (19 818) (17 856) (15 283) (18 789) (22777)
Maintenance 0 0 ] 0 0 0 0 0 0
Depreciation (151) (264) (585) (791) (779) (794) (1063) (1601) (1172)
Total Operational Expenses (151) (264) (585) (791) (779) (794) (1063) (1601) {1172)
Operating Income (1482) 1123 (1 083) (3 853) (158) 292 (655) (2 230) (4 363)
NON OPERATING INCOME
Net Non Utility Operating Income 0 0 0 0 0 0 [} 0 0
Total Operating Income Before Taxes and Financial Costs (1482) 1123 {1083) (3 853) (158} 292 (555) (2 230) (4 363)
Taxes and Financial Costs
interest on Long Term Debt 0 0 0 0 0 0 0 [} 0
Unrealized Accounts Recervable ' 0 0 0 0 0 D D 0 3722
Unrealized Accounts Payable ? 0 0 0 ] ] 0 (827) {7 318) 0
Taxes & Payments (591) (428) (287) (139) (10} (4) (9) (8) (8)
Total Taxes and Financial Costs (591} (428) (287) (139) (10} (4) {836) {7 328) 3714
NET INCOME (2073) 695 (1370) (3992) (167) 288 (1391) (9 556) (649)

' It 1s assumed that actounts receivable S0 days or older are wntten off as bad debt expense
2 It 1s assumed that accounts payable 80 days or older are written off and treated as income




industnal tariff users In addition to the changing mix in consumers 1s the increased
average marginal cost of energy during the winter months because of the increase use of
fossil fuels to meet hugher demand Dunng the summer months more of the demand 1s met
by cheaper nuclear power

The next largest cost 1s operating expenses Thus category includes matenals, spare
parts, fuel (other than for generation), small investment 1t 1s 2 6% of sales during 1996 and
2 4% for 1997 At thus level the normal operation and maintenance of equipment cannot be
marntamed and the equipment 1s slowly depreciating without replacement The reason for the
low level 1s msufficient collection of hiquid assets necessary to purchase the specialized parts

and services needed for mamntenance of equipment and the small margins the company 1s
allowed to charge

Wages are the third largest cost and their trend 1s increasing  In 1996, labor costs
average 2 0% of sales This average increased to 3 5% 1n 1997 and during the first quarter
of 1998, the ratio 1s 3 4% of sales The cause of the small increase 1s both a change n tax
policy concerning deductibility of wage bonuses and a reflection of the lugher wages required
to make up for the general erosion of wages from past inflation However, when compared
to the other two networks the proportional amount spent on wages 1s sigmificantly smaller

Depreciation remains a very small component for two reasons First, the tax deductions
allowed by law

As opposed to the other two PEMs, Drohobych has not been able to collect a
sufficient amount of sales and experienced bad debt the last three quarters of the restatement
period This had a negative impact on an already poor operating performance

The final question to be answered 1s profitability For Drohobych, 1t 1s the worst
financial performer of the three PEMs It lost a total of 18 2 mullion on sales of 158 2 mullion
for the penod restated Thus 1s equivalent to 11 5% of sales The main cause of the loss was
the extremely ligh cost of electricity as related to sales The high cost was caused by the
large total electricity losses the PEM sustamed

Table 7 2, Electricity Sales, outlines the monthly electricity sold (in MWH), average
tariff (UAH per MWH) and revenues (000 UAH) by consumer group for the period 1996-
1998 (1 quarter) ~ Total electricity sold for 1996 was 959,510 MWH with an average tanff
of 71 7UAH per MWH Total revenues for the same period were 68 4 million UAH  As for
1997, 932,378 MWH were sold at an average price of 75 4 UAH per MWH Thus generated
total revenues of 70 4 mullion UAH The year to year decrease :n MWH was 2 8% and the
Increase In revenues was 2 4% The difference between the production decrease and the
revenue increase was caused by an increase in the average tanff of 5 2%
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Table 7 2
Drohobyich PEM
: Ukraine Energy Project
Electricity Sales
1 2 3 4 5 8 7 8 8 10 " 12 13 14 15
Total Total Tatal Tatal Total
Elulrlclly Total MW Capacly Total Electricity Total Electricity Total Ele:m:lly Total
Sald Sales Sold Charge RAevenues Sold Sales Sold Tariff Sales Sold Tariff Sales
Month {MWH) (UAH per MWH| {000 UAH) {MWH) (UAH per MW) {000 UAH) (MWH) |UAH Eer MWH[ (000 UAH) (MWH) {URH per MWH) {000 UAH) (MWH) {UAH per MWH) {000 UAH)
Industrial >750 Industrial 750 Industrial < 750 Rallroad City Transport
January (1986) 31 066 833 19068 70 B749 6 533 11658 80 835 1055 703 74 0 00 0
February 26 089 axe 1792 70 668228 4715 11 210 803 000 13 388 78 9682 0 o 0
March 37 168 811 2M5 ] 72105 472 1IN 768 808 1724 "o 1224 0 o0 9
Apri 20 800 825 1812 &4 82571 528 11248 709 ee7 13 081 [:LX:] a3 1] oo Q
May 27482 827 1721 74 68501 489 7878 70 Bi4 13580 705 857 0 ao 0
June 32 200 8113 1074 n 64537 408 1810 61 580 13 288 602 007 0 o0 0
duty 38 088 801 2335 a5 80876 592 6 862 48 521 1313 871 882 0 00 0
August 18 835 596 1122 43 6304 272 8513 ns 479 4226 [L¥:] 283 [1} 0o 0
September 27613 505 16843 100 62012 819 8630 44 404 6 241 700 437 0 a0 0
October 29 451 508 1782 a1 84373 583 71682 40 531 12720 80 [::1:] ] a0 0
November 21812 as 1372 4 87083 485 B &6t 781 an 13888 700 872 0 bo 0
December 20077 40 1284 89 87387 465 8844 708 707 6018 700 421 0 oo 0
January (1987) 16 405 []] 1052 80 68125 545 10514 aie 060 10 747 700 752 0 [} 0
February 22026 616 1405 78 648202 517 o708 820 708 13 461 L] 840 L] ao 0
March 127 628 2054 70 56857 460 8105 757 €89 1347 700 oM o oo 0
April 38 078 628 2258 n 66575 4068 80820 75 684 13184 700 024 0 a0 0
May 30 559 812 19832 [1:] 88471 452 7154 |3 560 120011 700 845 ] 00 [
June 32014 a4 2057 n 868575 488 730 78 560 11436 700 800 0 00 a
July 28 480 827 1787 a2 687003 A2 7048 81 550 F74 700 608 0 00 o
August 28720 820 1871 63 66084 422 8705 w2 538 10 075 703 708 ] oo 0
September 28073 814 1844 51 60827 350 6145 81 480 11 860 701 831 0 00 0
Octaber 22618 848 1480 48 817708 325 arre 787 533 13860 (1] ELL) 0 00 0
November 23928 645 1543 48 6837 35 0556 04 870 13812 n7 881 0 oo 0
December 484 848 1587 58 68475 404 13344 781 1015 14450 720 1041 [ (] 0
dJanuary (1898) 25 689 e72 1727 50 71200 350 8612 851 8ie 10 541 72 814 ] 0o 0
February 2320 606 1616 48 74585 343 8150 8835 810 11 743 B0 B 848 0 00 Q
March 32551 mne 2308 8 15172 438 Bo28 887 801 13 302 Bis 1084 0 09 0
MNon-ndustrial Agriculture Residentlal City Residential Rural Trantmission
January (1806) 12497 708 092 5741 607 g 18472 433 ;1] 3306 488 165 508 a12 37
February 14 550 801 1168 5011 615 364 17083 481 821 3313 540 179 848 622 40
March 13583 804 1080 58680 624 387 16 148 528 52 35684 547 105 802 820 kY
Apri 11 920 %69 k] 571 a1s 351 12671 528 667 2506 538 138 428 632 28
May 9045 773 698 3513 608 214 13420 551 740 1708 5319 82 168 [R:] 10
Jine 8343 752 827 3022 583 178 13718 553 758 1228 S14 a 1M 509 [:]
July 7564 98 74 2805 573 18 14 602 550 808 1330 544 72 23 585 7
August B 160 738 a01 2991 582 174 12702 535 685 2081 701 160 i 580 8
September 10 264 42 ri)] 3178 560 187 11533 aa2 763 241 724 176 182 5813 1"
Ottober 10 851 743 807 3304 578 180 11 20t 692 775 2885 741 108 282 587 17
November 1119 M8 B76 32300 817 204 12474 604 aas 3028 120 218 342 ae il
December 13 209 801 1058 77 626 Fak) 14227 05 1003 3540 728 257 557 623 35
January (1987) 14 262 800 1143 4 586 628 287 13818 03 a78 3530 708 250 715 829 45
February 11874 A 916 41310 L)} 261 14 444 895 1004 4 458 734 327 566 565 32
March 12311 774 853 1474 6§10 212 13789 (3 47 3858 752 275 440 545 24
Aprl X:Th1 811 83t 3780 8tg 24 12542 st 867 3708 755 200 534 508 32
May 8674 721 625 2864 818 1m 9527 612 583 7280 703 577 257 621 14
June B424 e 654 247 821 150 10 BB2 81 4 3 880 774 01 162 617 10
July a7l 778 538 2162 620 124 11720 877 73 217 787 210 127 630 8
August 7408 787 568 238 822 147 803 678 674 286t 176 222 138 588 8
September 7082 7s 81t 2354 8t7 145 11 978 [i:X] 825 2904 168 22 152 858 10
October 6420 7.9 865 2326 623 145 12845 01 808 3800 764 305 27 a213 17
November esie 0o 785 2483 820 154 10942 6823 47 2840 744 212 449 601 2
December 13062 812 1081 3153 822 188 15725 958 1504 3707 745 282 518 638 1
January (1898) 11132 (L] 967 2075 ;X3 182 11858 na 859 3 060 708 245 484 628 3N
February 12222 80 1088 2942 690 20 11330 ne 814 3407 ms 237 557 864 k)
March 10524 894 841 2867 n2 204 14532 e 1070 3385 821 277 478 660 32




A more important comparison 1s period by period Since information is available
for three years for the 1% quarter, this will be the period exammed Total electricity sold
(in MWH) for the 1* quarter (1996-1998) averaged 94,808, 81,770 and 78,698 per month
respectively The trend 1n sales duning this period follows the trend of the large industnal
and residential consumers From 1996 to 1997 large industnial consumption fell by a total
of 25% Since this sector used over 40% of the electricity sold, this large decrease caused
most of the decline 1n total sales during the period In addition, residential consumption
fell by 18% over the same period

In terms of usage, the mam consumer groups are large and small industnal consumers
(both >750 and <750 MWH), residential city and non-industnal groups Over the period
examined, the mdustnal groups purchased 36% (1996), 35% (1997), and 34% (1* quarter
1998) of the total sold whereas the residential city customers consumed 14% (1996), 13%
(1997) and 14% (1¥ quarter 1998), and for non-industnal consumers, they remained constant
at 17% over the entire period

Table 7 3 1s other income and mternal transactions Other revenues for
electricity distnibution are fees collected for late payment, repairs and meter installation as
well as fee for transiting electricity Compared with electricity sales, the total 1s very small
and averages 2-10% of monthly electric sales

Table 7 4 shows the monthly purchases for electricity from the main gnd Since this
represents the most significant cost, 1t 1s shown 1n greater detail by the inclusion of this table
As with sales, period by period analysis will be used with the period bemng 1% quarter Total
purchases in MWH for each quarter are as follows, 413,290 (1996), 374,138 (1997) and
394,385 (1998)" Calculated losses attributable to distnbution were 31% (1996"- 1
quarter), 34% (1997 - 1* quarter) and 40% (1998 — I quarter) The losses are both very
high and increasing Thus level 1s extremely lugh when compared to the 6 2% loss rate within
the U S Rural Electric System'*

The next table, 7 5, outhines the mam production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and 1n normal accounting for Ukraine Within the table are all
the basic accounts used to record costs of production However, discussion of costs has been
made within the context of the restated income statement

3 1t should be noted that sales in MWH durning this period are 87,809 (1996), 77,345
(1997) and 82,710 (1998) Losses would be 18 7% for 1996, 22 9% for 1997 and
20 2% for 1998 The company also has some self generation from the CHP-1, but the
amount 1s so small 1t was 1gnored

141994 Statistical Report Rural Electric Borrowers, Rural Electric Service, Umted States
Department Of Agriculture (Washington, DC  Government Printing Office)
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Table 7 3
Drohobyich PEM
Ukraine Energy Project

Indirect Income and Expenses

Indirect Income

Other Expenses

Other Outside Internal
Revenues Sales
Month
Janurary (1996) 95 6 0 0 0
February 1120 0 0 0
March 126 3 0 0 0
April 103 1 0 0 0
May %9 0 0 (]
June 917 0 0 (\]
July 875 0 0 0
August 637 0 0 0
September 805 0 0 0
October 926 0 0 0
November 937 0 0 0
December 900 0 0 0
Janurary (1997) 10695 0 ] (\]
February 3206 0 0 0
March 3836 0 0 0
Apnil 2814 0 0 0
May 163 3 0 0 0
June 366 0 0 0 0
July 136 2 0 0 0
August 356 0 0 0
September 72 0 0 0
October 914 0 0 0
November 639 0 0 0
December 731 0 0 0
Janurary (1998) 101 8 0 0 0
February 103 6 0 0 0
March 1209 0 0 0




Table 7 4

Electricity and Fuel Purchases

Drohobyich PEM
Ukraine Energy Project

{000 HRs)
Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT I m® HRN Cost of MTIm® HRN Cost of
Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 133376 4587 6117 0 0 0 0 0 0
February 133 202 5099 6792 4] 0 0 4] 0 0
March 146 713 5058 7 421 0 0 0 0 0 0
Apni 110 047 50 47 5554 0 0 0 0 0 0
May 93577 4970 4651 0 0 0 0 0 0
June 94 024 5064 4761 0 0 0 0 4] 0
July 109 464 5071 5 551 0 0 0 0 0 0
August 71015 46 86 3328 0 0 0 0 0 0
September 104 913 4713 4 945 0 0 0 0 0 0
October 126 289 4776 6032 0 0 0 4] 0 0
November 122700 49 61 6088 o} 0 0 0 0 0
December 132634 5022 6 661 0 0 0 0 0 ¢}
January (1997) 128 543 49 42 6353 0 0 0 0 0 0
February 116 101 48 49 5629 0 0 0 0 0 ¢}
March 129 494 4858 6 291 0 0 0 0 0 0
April 125133 47 42 5934 0 0 0 0 0 0
May 112774 4775 5384 0 0 0 0 0 0
June 94 699 46 81 4 433 0 0 0 0 0 0
July 92 163 48 17 4 440 0 0 0 0 0 0
August 95 481 4779 4 563 0 0 0 0 0 0
September 96 246 47 57 4 579 0 0 0 0 0 0
October 109 209 46 85 5116 0 0 0 0 0 0
November 113596 46 21 5250 0 0 0 0 0 0
December 134 539 46 30 6229 0 0 0 0 0 0
January (1998) 122 399 4991 6109 0 0 0 0 0 0
February 123 894 51 80 6418 0 0 0 0 0 0
March 148 092 5423 8032 0 0 0 0 0 0




Tables 7§
Drohohyich PEM
Ukrame Fuergy Projedt
Main Iroduction Costs

Cot st ction Sp re Agdeuliv Low ah Dprdtim Tran por Cruss S rvidng Non In estment Def ed

Dp dilm Mali trmun Mt Hals Fd M ¢t rlal Prt 1 estock Pod o th Itens of LViten's cCs E pmse Operxtion Oprratin Expen rs

Month 2 3 _ 5 & 7 8 9 10 1 12 13 (] 18 29 hi)) I}
Janurary (1996) [ o [} 17 o 0 [ o o 0 0 ¢ 66 ] o ]
February 15 0 29 48 o o ] o o o [] Q 21 o [ o
March 16 [ 26 [ [ 0 0 0 0 [ 0 ] L] [} 0 0
Apnl 76 o 12 20 0 0 0 0 0 0 [ 0 4z 0 0 ]
May n ] 20 21 0 [ 0 0 0 [} 0 [ 2 [ 0 0
June u [ 24 26 0 ] 0 0 [ 0 0 o s ] 0 0
July 1 [ 9 25 o [ o [ o 0 [ 0 a o [ 0
August 231 [ a1 26 0 o 0 L] o o [ o 49 o ° L]
September iy ° 7 7 0 [ [} 0 [ 0 0 0 28 0 0 0
October 264 o 28 23 o 0 0 0 [} 0 [ [ 89 o o [}
Naovember 264 0 17 29 o 0 o 0 0 [ [ 0 156 o [} L]
December 261 [ 15 21 0 0 0 [ 0 0 0 ] %0 [ 0 [
Janurary (1897) 317 o 15 18 o ] [ 0 o 0 0 [} 4 ] 0 ]
February 212 o 21 22 [ L] 0 L] 1] a [] ] 87 [} [ []
March 28 0 3 21 ¢ 0 ] [ 0 0 0 o n 0 0 0
Aprit 265 0 22 23 o 0 0 o 0 ] [ [ 19 [} 0 [
May 268 [ 23 20 0 0 0 0 Q 0 [ [ 207 [ [ 0
June 268 0 kL 24 [} 0 [} [ ] 0 o [} [1] 0 0 0
July 3n 0 32 24 0 ] 0 0 0 0 0 o 27 [ [} 0
August m o 20 kx] o [ 0 0 [ [} L] 0 120 L} o 0
September 2t ] 2 30 [} [} [} [} 1] [} [} 0 24 [} 0 [}
Ottober 357 0 26 22 0 0 4 0 o 0 o o 7 [ ] 0
No ember 152 [ 49 27 o 0 0 0 0 0 0 ] L] ] o 0
December 173 o % 25 o o 0 [} o o 1) o 159 o o o
Janurary (1986) 44 0 56 o 0 0 0 L] 0 L] o 0 120 0 ] []
February o ¢ @ 24 0 0 0 o 0 [ 0 0 619 o Q o
March 1128 a n 21 0 [} o 0 [ 0 0 0 e o 0 ]

Nont Operntional Setilament th Non b dpet B dget Insursnce Cash Debt o Tnt mal Interd purt 0 pr d tim
In estment Epn e Cash A ot Accovnt 1 S ppllrs P yment P ymenis P ment Sal ry Advan es Credt ox Settlen ents Seitlanents Fund

»n P s 5 55 50 [1] ] 69 10 n 16 73 79 86 Oth r_
Janurary (1988) L] L] o 0 192 0 &7 183 0 9 0 [ L] [
February 0 [ 0 o 188 0 58 153 0 n [} ° 0 0
March [ [} ° 0 215 0 108 29 0 26 0 0 0 0
April ¢ o [ [} 122 0 84 243 ] 4 0 o 0 v
May 0 ¢ 0 0 143 0 8 241 0 7 0 [ 0 [}
June o L] o ] 154 o €« 243 0 kL) o 0 [ [}
Juy 0 0 0 0 150 0 96 259 0 7 o ° 0 [
August L] o ] o 158 [} 7N 192 0 18 0 o 0 ]
September [ 0 o [ 2 [ %0 244 0 1 [ 0 0 0
October ¢ o 0 o k73 o b 256 ¢ kH L] L] o o
November 0 0 0 [ £l 0 19 45 0 19 0 ° 0 []
December [} 0 0 0 32 0 88 240 0 [T [} 0 [ 0
Janurary (1887) ¢ o [} 0 4 o 93 251 [} 85 1} o 0 o
February 1] L] 1] 0 4 ] 81 F17] L] [ ] 0 [ [
March o [ 0 ] 2 4 108 171 0 5 ° o ] ]
Apri o ° 0 0 0 0 133 kL] 0 41 0 ] [ [
May o 0 [ [ 1 0 133 360 Q 8 [ 3 o 0
June 0 ] 0 [ 1 o 139 318 ] ts 0 0 0 0
Juty 0 o ] [ 3 0 107 289 [ 15 ] 0 0 o
August o 0 [} 0 3 0 130 46 0 27 [ 0 [ ]
September 0 0 0 [ 1 o 128 313 Q %0 [ o 0 L]
October o [ ° [ Q 0 13 135 0 n [ ) 1] 0
November [ 0 o 0 3 [ 140 k] 0 43 0 n o [
December 0 o ] o 4 Q 7 9 0 k) o i [ 0
Janurary (1999) [ [ o 0 o 0 13 363 0 o o ) n ]
Febru 1y o 0 0 [} 4 [ [ [} [ L [ 0 0 0
March 0 o o [} 1 0 o o [} [ 0 0 n n

AN i e




Balance Sheet

Table 7 6 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time this report 1s being written Both account’s receivable and payable
were aged for the restatement by each busimess umt However, the net result would have had

msignificant impact on the balance sheet and the onginal values were used All other values
were taken from the Ukraiman reported financial statements

Between the first and second quarter of 1996, gross fixed assets increased seven times
due to a revaluation of assets In addition, Assets under Construction have doubled
Combined, net utility assets have increased by a factor of 6 (which 1s approximately the same
as gross assets) The major reason for the increase 1s fixed asset revaluation

Current assets increased from 1 7 mullion UAH to 5 7 mullion UAH during the
period examined Cash balances and accounts receivable remained comparatively small
The largest current asset was Receivables from Government, Employee and Other
Receivables This account increased from 1 0 mullion at the beginning of 1996 to 3 7
million 1n 1998 Unlike the other two networks, inventory 1s not as sigmficant

Equity had a large nise between the second and third quarters of 1996 The
account that caused the increase was the Reserve Funds which 1s the corresponding
account to the increase in fixed assets under the fixed asset revaluation mentioned above
The reserve fund was reclassified as additional capital at the beginning of 1998 Long
term debt was zero until the first quarter of 1998 when 1t increased to 24 milhlon UAH

As for current lhiabihities, the company experienced an increase in short term debt of
14 5 UAH mulhon the same quarter as the increase n long term debt Therefore, its total
debt during that quarter increased by almost 39 mulhion UAH In addition, durning the same

quarter of 1998, Government, Employee and Other Payables increased from almost zero
to 11 3 mllion

Statement of Changes in Financial Position

Table 7 10 examunes the cash flow from all financial activities during the year Net
income totaled negative 3 3 million UAH for the 2 % year period examined The extent of
the quarterly profit or loss was seasonal During the colder months the division’s margins

were much smaller and 1t lost money During the summer months the margins were larger
and a small profit was created

As for mvestment activities, Work in Progress took a large jump 1n the first quarter
of 1997 This created a use of cash of approximately of almost 17 milion UAH In
addition, the gross plant increased due to the revaluation
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ASSETS
tong Term Assets
Fixed Assets
Less Accumulated Depreciation
Net Fixed Assets
Assets Under Caonstructon
Net Uity Plant

Other Propernty and Investments
Nonutility Property and Intangibles
Less Accumulated Depreciation
Net Nonutllity Property and Intengibles
Long Tenm Financlal investments
Other Non-Current Assets
Total Other Property and invesimenls

Current Assets
Cash and Short Term Investments
Accounts Receivable
Less Bad Debt Aliowance

Net Recelvables
Inventory
Government Employee and Other Recelvabl
Other Curent Assets

Total Current Assets

TOTAL ASSETS

CAPITALIZATION AND LIABILITIES
Stockholder's Equity
Statutary Capital (Net)
Additonal Capital
Reserve Funds
Retained Earnings
Unrealzed Differences
Totai Equily
Long Term Debt
Other Long Term Liabilties
Tolal Capialization

Current Liabilities
Short Term Oebt
Accounts Payable
Less Bad Debt Allowance

Net Payables
Wages and Sociat Insurance Payable
Taxes and Non-Budget Payable
Government Emplayee and Qther Payable
Advances from Customers
Other Current Liabifities

Tolal Current Liabtiities

TOTAL CAPITALIZATION AND LIABILITIES

11796
30041
12274
17 767

6183
23 950

127
24
103

103

9
307
307

335
966

1704

25758

22265

Q
2261
24526
24 526

455

455
454
220

98
1232

25758

Table7 6
Drohobyich PEM
Ukramne Energy Project
Balance Sheet as of
(000 UAH)

1/4/96 177196 110/96
30 419 215000 221226
12502 101825 104 362
17917 113175 116 864

6340 6972 7588
24257 120 147 124 452
161 196 236

as 43 47

123 153 189

0 [} 0

0 0 o

123 153 189
210 189 119
390 404 750

0 [} 0

390 404 750
495 650 765
358 391 1205
630 849 516
2083 24383 3355
26 463 122783 127 996
22265 22265 22265
1] 0 0
2730 98736 103 456
(2073) (1378) (2749)
2073 1378 2749
24995 121 001 125721
0 0 0

0 0 1]

24 995 121001 125721
0 0 0

621 842 1012
621 842 1012
518 662 966
321 229 260

3 2 3

0 0 0

5 47 34
1468 1782 2275
26463 122783 127 996

1197

222 630
106 886
115744

7148
122 892

300
57
243
0

0
243

107

909

4]

909
880

2703

13

4612

127 747

22265

o
102342
(6 740)
6740
124 607
0

0

124 807

o
1197

1197
1311
206
238
0
188
3140

127 747

1/4/97

222 668
107 973
114695

25137
139 832

282
72
210
29
0
238

€1

763

0

763
762

2869

298

4751

144 822

22 265
0

119 815
(6908)
6908
142080
0

0
142 080

0
1027

1027
1444
197
18

0

56
2742

144 822

1797

222773
108 656
114117
25728
139845

g
82
237
59
0
296

109
1115
0
1115
823

2228
402
4677

144 818

22265
0

119 430
{6 620)
6 620
141 695
0

0
141695

4]
1034

1034
1639
387
34

0

23
3123

144 818

11087

223561
109 597
113994

19 841
133835

366
90
276
59
0
335

174
707

0

707

920

2495
733
5029

139 199

22265
0
113507
(8 011)
8011
135772
0

[}
135772

0
1079

1079
1773
441
69

0

65
3427

139 199

1/1/98

223 939
109 454
114 485

15804
130 289

386
104
282
59
0
n

230

609

0

609
a93

3405

62

5205

135835

22265
110818
0
(17567)
17567
133083
0
o
133 083

0
1026

1026
1297
328
62

4]

39
2752

135835

1/4/98

224053
110 538
113515

16 338
129 853

395
118
277
59
0
336

109
772

0

772
864
3728
235
5708

135 897

22265
110858

o
{18 215)
18 215
133123
o

0
133 123

4]
879

ars
1428
3
51

0

45
2774

134 897

' Unreakzed differences represents the unveconcilable difference after conversion of the Ukrainian accounting system into Intemational Accownting Standards




Table 7 7
Drohohyich PEM
Fmancial Ratios

1/4/96 1/7/96 1/10/95 1197 1/4/97 177197 1/10/97 1/1/98 1/4/98
Short Term Liquidity
Current Ratio 14 ta IS 15 17 15 15 19 21
Collection Rate 100% 87% 122% 89% 62% 86 % % 68% 0%
% Accounts Recievable Over 60 Days 0% 0% 07 0% 0% 0% 443 % 25% 6%
% Accounts Payable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 27% Nn%
Capital Structure and Long Term Solvency
Debt to Equity 01 00 00 00 00 00 00 00 00
Debt to Fotal Assets 6% 1% 2% 2% 2% 2% 2% 2% 2%
Tunes Interest Eamed (Cashy
Operating Performance Ratios
Aversge Ratio of Sales Taniff to Purchase Price (Electricity) 143 142 142 155 156 157 155 165 157
Operatng Profits to Sales 73% 64% 74% 224% 0 8% 15% 315% 12 3% 223%
Net Unrealized Accounts to Sales 00% 00% 00% 00% 00% 00% 52% -0 3% 00%
Net Income to Sales 102% 39% 94% 232% 08% 15% 38% 26% 33%
Asset Utilization
Sales to Qurrent Assels (Anmahzed) 391 285 174 149 i72 162 126 140 137
Sales to Net Uttty Plant (Anmalized) 34 06 0Ss 06 06 05 05 06 06
Sales to Total Assels (Anmialized) 3t 06 05 05 06 (U] 05 05 06
Common Size Income Statement (% of Total Sales)
Purchases Enetgy to Sales 99 8% 847% 94 8% 109 4% 89 4% 832% 86 0% 914% 1sox
Operating and Maulenance to Sales 25% 19% 21% 49% 22% 32% 24% 36% 88%
Fuel to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Wages and Social Cost to Sales 42% 56% 65% 36% 54% 79% 84% 5% 235%
Depreciation to Sales 07% 15% 40% 46% 38% 42% 67% 88% 60%
Operating Income to Sales 73% 64% 74% 224% 08% 15% 35% 123% 2%
Net Income to Sajes 102% 39% 94% 232% 08% 15% 88% 526% 13%
Common Size Balance Sheet (% of Total Assets)
Accounts Recenvable 15% 3% 06% 07% 0s5% 08% 05% 04% 06%
Current Assets 79% 20% 26% 36% 13% 32% 3I6% I8% 427
Net Fixed Assets 9177 97979 972% 96 2% 96 6% 96 6% 96 1% 9597 956%
Current Liabihities 55% 15% 18% 25% 19% 22% 25% 20% 0%
Long Ferm Liabilimes 00% 00% 00% 00% 00% 00% 00% 0% 00%

Equity 94 5% 98 5% 9B 2% 97 5% 9B I1% 978% 97 5% MO% 9B o%




Month

January (1996)
February
March

April

May

June

July

August
September
October
November
December
January (1997)
February
March

April

May

June

July

August
September
October
November
December
January (1998)
February
March

Table 7 8
Drohobyich PEM
Ukraine Energy Project
Determination and Aging of Accounts Receivable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Recejvable
Total Realization Month Unpatd Unpaid Unpaid Unpaid Total Without
Revenues Recejved Balance Balance Balance Balance Write-Offs Receivable Write-Offs
{000 UAH) {000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH)
5939 6769 (830) (830) (830)
6810 6858 (878) 0 (878) (878)
7617 6654 85 0 0 85 85
6358 4792 1651 0 0 0 1651 1 651
5629 4748 2532 Q 0 0 0 2532 2532
5684 5755 2 461 [¢] Q [¢] 0 2461 2 461
5539 8660 (659) 0 0 o 0 (659) (659)
3873 4709 (1 495) 0 0 1} 0 (1 495) (1 495)
5171 4414 (738) 0 0 0 0 (738) (738)
5822 5 606 (522) 0 0 0 0 (522) (522)
5796 3957 1317 0 0 0 0 1317 1317
5553 5659 1211 0 0 0 0 1211 1211
6981 4129 4064 0 0 0 0 4064 4064
6519 2913 6519 1152 0 [} 0 7670 7 670
6940 5571 6 940 2100 0 (] o} 9039 9039
6877 6628 6877 2411 0 0 0 9288 9288
5930 7410 5930 1878 (] 0 0 7808 7 808
6134 2322 6134 5486 1} 0 0 11 620 11 620
5272 2571 5272 6134 2915 0 0 14 321 14321
5194 2088 5194 5272 6134 827 0 17 427 17 427
5326 3414 5326 5194 5272 2720 827 18512 19338
5417 2601 5417 5326 5194 2671 2720 18 608 22 155
5537 3267 5537 5417 5326 1927 2671 18 207 24 425
7 206 6 423 7206 5537 4320 0 1927 17 063 25208
6111 5240 6111 7 206 4617 0 0 17934 26 079
6201 4695 6201 6111 7129 0 0 19 440 27 585
7275 5667 7275 6 201 6111 1462 0 21048 29193

Sources (By Column)

-

w

~

© @

Actual figures provided by company

Defined as actual cash received pius NDC non payments plus (non cash received minus non cash NDC payments) 754 This comection discounts non cash transactions o an equivalent value that
can be used to pay creditors

Coiumn 1 Column 2

Assumed that monay paid goes first to the oldest unpard balance

After 90 days the debt Is written off and treated as income (o the frm

Sum of cofumns 3 4 5 and 6

Cumulalive accounts receivabla without write-oiTs




Month

January (1996)
February
March

Apni

May

June

July

August
September
October
November
December
January (1997)
February
March

April

May

June

July

August
September
October
November
December
January (1998)
February
March

Table7 9
Drohobyich PEM
Ukraine Energy Project

Determination and Aging of Accounts Payable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Pad Balance Balance Balance Balance Write-Offs Receivable Write-Offs
(000 UAH) (000 UAH) {000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH)
6743 6 806 (64) (64) (64)
7 437 9090 (1716) 0 (17186) (1716)
8 259 8913 (2 370) 0 0 (2370) (2 370)
6 201 9 493 (5 662) 0 0 0 (5 662) (5 662)
5 265 8161 (8 559) 0 0 0 0 (8 559) (8 559)
5511 14 393 (17 441) 0 0 0 1] (17 441) (17 441)
6236 18 562 (29 767) 0 0 0 0 (29 767) (29 767)
4130 3609 (29 245) a 0 0 0 (29 245) (29 245)
5588 4226 (27 884) 0 0 0 0 (27 884) (27 884)
6 893 5592 (26 582) 0 0 0 0 (26 582) (26 582)
6 761 4 350 (24 171) 0 0 0 0 (24171) (24 171)
7 509 2 065 (18 728) 0 0 0 0 (18 728) (18 728)
7132 4203 (15 800) 0 0 0 0 (15 800) (15 800)
6 396 2205 (11 609) 0 0 0 0 (11 609) (11 609)
7079 5840 (10 370) 0 ] 0 0 (10 370) (10 370)
6 864 6 884 (10 390) 0 0 0 0 (10 390) (10 390)
6 420 6 486 (10 455) 0 0 0 0 (10 455) (10 455)
5 369 643 (5729) 0 0 0 0 (5729) (58729)
5307 3329 (3 750) 0 0 0 0 (3750) (3750)
5611 688 1174 0 0 0 ] 1174 1174
5438 680 5438 494 0 0 0 5931 5931
6117 330 6117 5438 164 0 0 11719 11719
6 320 690 6320 6117 4911 0 0 17 349 17 349
7 961 5630 7 961 6320 5398 0 0 19 679 19679
6 822 2934 6822 7 961 6 320 2 464 0 23 567 23 567
7 150 5062 7150 6 822 7 961 1258 2 464 23191 25655
9 984 6 336 9 984 7150 6822 1625 1258 25 582 29 304

Saurces (By Column)

1 Actual figures provided by company
2 Actual figures pravided by company

3 Column 1 Column 2

46 Assumed that money pad goes first to the oldest unpard balance
7 Afler 90 days the debl is wrilten off and keated as income to the firm
8 Sumofcolumns3 4 5 and 6

9 Ci ! accounts

",

without write-offs




Table 7 10
Drohobyich PEM
Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Ukraine Energy Project
1/4/96 117196 1/10/96 111197 114197 sy 1i10/87 111198 411198

Cash Flow from Operating Activities
Net Income (2073) 695 {1370) (3992) (167) 288 (1391) {9 556) (649)
AdJustments to Reconcile Net Income to Net Cash Flow

Change in Accounts Receivable (83) 14) (346) (159) 146 (352) 408 g8 (163}

Change n Other Short Term Assets 77y (407} {596) (1110) (331) 474 (695) (218) {461)

Change in Accounts Payable 166 2221 170 185 (170) 7 45 (53) (147)

Change in Other Shart Term Liabilities 70 93 323 680 (228) 374 259 (622) 169

Depreciation Expense 242 89 328 254 2534 1102 693 949 {129) 1098

Net Cash Provided by Operating Activities 218 89 221 2092 2130 519 1196 966 {924) 496
Cash Flow from Investment Activities

Completed Plant In Service (378) (184 581) (6 226) (1 404) (38) (105) (818) (348) (114)

Change In Construction Work In Progress 57 (632) 616) 440 (17 989) (591) 5 887 4037 (834)

Change In Nonutility Property and Intangibles (34) (35) (40) (64) (11) (Glg) 47 (20) )

Net Cash Provided by Investment Activities (569) (185 248) (6 882) (1028) (18 03B) (763) 5022 3669 {657)
Cash Flow from Financing Activities

Short Term Loans 0 0 0 0 0 0 0 o] 0

Long Term Loans 0 a a 0 0 0 0 0 0

Equity 469 96 006 4720 (1114) 17473 (385) (5 923) (2 689) 40

Net Cash Provided by Financing Activities 469 96 006 4720 {1 114) 17 473 (385) (5923) (2 689) 40
Unrealized Cash Differences ! 2073 (695) 1370 3892 167 {288) 1394 9556 649
Net Change in Cash 118 (21) (70) (12) (46) 48 65 56 (121)
Note 1 This account the u lized operating losses that exist within the financial statements differences in accounting systems and

potenhiat errors in bookkeeping due to lack of auditing

<h




Equity displayed very little vanation during the period with the exception of an
increase of 96 mullion UAH from the fixed asset revaluation

85



8. CHP-1

The CHP-1 combined heat and power plant 1s located next to both the main Lviv
Oblenergo building and the headquarters of the Lviv City Oblenergo Both are within the city
limits of Lviv It 1s the oldest power plant in the region that was origmally built in 1908 Its
present structure was constructed during the period between 1946 and 1954 The plant 1s
equipped with 5 steam boilers manufactured in Russia with 4 turbogenerators that were
produced 1n the 1930’s by the engineering firm Stemens of Germany The equipment was
acquired after World War II as war indemmty The fuel used within the plant 1s natural gas
with mazut held in reserve The heat plant installed capacity 1s 800 Gceal, while its working
capacity currently amounts to 515 Geal In addition, the electric plant has installed capacity
of 31 3 MW and working capacity of 17 MW The actual electricity output 1s neglible, and
the plants primary function 1s for the generation of heat for the district heat system Since May
1998 CHP-1 has been leased to the municipahity Once the lease came into effect, the CHP

payroll was reduced from 353 to 84 employees while the released workers were transferred
to the mumcipality staff

Of the total heat produced, 80% s sold to a municipal heat distribution company
LvivTeploEnergo which acts as a retail distributor The balance of 20% 1s sold directly into
the industnal sector The main industnal customers are “Politron”, and “Karat” Currently,
the mamn problem 1s arrears from both LvivTeploEnergo and direct heat and hot water

customers Because of this problem with collections, the company 1s overdue paying its fuel
bill

Table 8 1 1s the income statement for the CHP-1 Supporting tables include 8 2
(Sales of Heat), 8 3 (Other Income and Expenses), 8 4 (Electricity / Fuel Purchased), 8 5

(Mam Production Costs), 8 8 (Aging of Accounts Receivable) and 8 9 (Aging of Accounts
Payable)

Table 8 1 1s the 1996-1998 quarterly restated income statement Beginning with sales,
two types of trends exist The first 1s seasonal and the second 1n economic The seasonal
trend shows a peak i consumption n the first quarter of each year with a decline in usage in
both the second and third quarters (due to warmer weather) In the fourth quarter, a sharp
nise m revenues occurs due to colder weather The second trend 1s economic Beginning with
the first quarter of 1996, 1997 and 1998, there has been a steady decline in revenues that total
17 6% During this period arrears with the natural gas supplier caused periodic limitations
of gas delivery from the suppher Without the required natural gas, the company could not
meet demand and the resulting sales were lower In addition, the company began either
hmiting or stopping delivery of heat to several industrial consumers who were not paying for
the heat delivered Payables 1n natural gas have mcreased because of the lack of payment

from the heat distribution company Therefore, the CHP plant has only been able to purchase
fuel on a cash basts
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Table 8 1
Lviv CHP-1
Ukraine Energy Project
Income Statement for the Period Ending
(000 UAH)
OPERATING INCOME 1/4/96 117196 1/10/96 111/97 114197 17197 1710197 11/98 1/4/98
Sales
Electricity 0 0 0 0 0 0 o] 0 0
Heat 17 769 3896 114 7759 16611 5977 592 11736 14637
Internal Transfers 0 0 0 0 0 0 0 1] 0
Other Revenues 0 0 0 1] 0 0 0 0 0
Total Sales 17 769 3996 114 7759 16 611 5977 592 11736 14637
Operational Expenses
Purchased Electricity 0 0 0 0 0 0 0 0 0
Operating Expenses (1 160) (1744) (1 284) (6078) (10 123) (4 425) {B895) (7 764) {7 268)
Fuel and Raw Maternials (7 850) {6 152) (205) (1 256) (9684) (5 466) {851) (4 254) (12 244)
Wages & Social Costs (84) (203) (547) (247) (316) {406) (359) (373) (384)
Total Operating Expenses (9 094) {8 099) (2 036) (7 581) (20123) {10 296) (2 105) {12 390) (19 916)
Maintenance (6) (22) (23) (13) (56) (10) (23) 5 (5)
Depreciation (54) (78) (261) (167) (166) (163) (160) (395) (276)
Total Operational Expenses (60} (100) {284) (180) (222) (173) (182) (390) (280)
Operating Income 8615 (4 203) (2 205) (O] (3734) (4 492) (1 695) {1044) (5 559)
NON-OPERATING INCOME
Net Non Utility Operating Income V] V] 0 0 0 0 0 0 o]
Total Operating Income Befare Taxes and Financial Gosts 8615 (4203) (2 205) (1) (3 734) {4 492) (1 695) (1044) (5 559)
Taxes and Financlal Costs
Interest on Long Term Debt 4] 0 0 o] 0 0 0 o] o]
Unrealized Accounts Receivable ' 0 0 0 0 0 0 0 0 0
Unrealized Accounts Payable 2 0 {2 987) (7 638) 0 0 (10 058) {6 467) 0 0
Taxes & Payments (116) (66) (197) (192) (100) (40) (72) (172) (251)
Total Taxes and Financial Costs {116) (3 053) {7 836) (192) {100) (10 098) (6 539) (172) (251)
NET INCOME 8500 (7 256) (10 041) (193) (3 834) {14 590) {8 234) (1216) (5 810)
Titis assumed that accounts receivable 90 days or older are written off as bad debt expense
2 s assumed that accounts payable 90 days or older are written off and treated as income




However 1t should be pointed out that total sales in 1997 were actually tugher than 1996
Thus was due to a colder winter

The next section 1n the ncome statement deals with operational expenses Also of
usefulness 1s table 8 7, Financial Ratios In particular, the section referring to the common
size income statement will yield important insights to the analysis The largest cost for
distnibution 1s purchased fuel For 1996 the ratio of cost to sales 1s 98 3% That leaves 2 7%
to service all other costs The ratio improved mn 1997 by falling to 82 4% Ttlus level 1s still
unacceptable when compare to the normal 20% required, but an improvement over 1996 As
for 1998, 1t 15 too soon to draw any meanmngful conclusions because of the large degree of
seasonally What 1s clear 1s that the CHP 1s not collecting sufficient revenues to cover costs
the past two years

The next largest cost 1s operating expenses This category includes matenials, spare
parts, fuel (other than for generation) and small investment A companson of quarterly
operating cost shows a seasonal pattern For the first three quarters of 1996, costs range
from 12 to 1 6 milhlon UAH Thus 1s expected since many of the costs to maintain a boiler
are fixed In the fourth quarter of 1996 this cost rises significantly to 6 1 mlhion UAH and
for the first quarter of 1997 to 10 1 milhon UAH Thereafter, the quarterly average costs are
at a much higher level than 1996 The explanation for this pattern 1s during this period the
Sykhivsky heat network was refurbished and several new additions were made to extend 1t

Fmally, wages increased from 08 mulhon the first quarter of 1996 to 5 mullion by the
third quarter, and thereafter are mostly higher averaging 35 mullion per quarter The unusual
behavior of this cost, especially m 1996, 15 explained by reporting policy For the first quarter
of 1996, only wages are recorded 1n accounts 69 and 70 and any bonuses are expenses after
profit In the second quarter, wages and bonuses are expensed before profit and counted as
expense This practice 1s continued for the rest of the restatement period For the third
quarter of 1996, an annual bonus 1s also included as an expense In addition to changes in
accounting policy, wages also rise due to adjustments in the cost of living

Table 8 2 1s Heat Sales The largest consumer for heat and steam 1n table 8 3 1s
classified as Other In reality this 1s the retail distribution network LvivTeploEnergo which
purchases 74% (or 125 Gcal) of production for resale A distant second s industrial usage
with 17% of the total As expected, the sales trend during the year 1s highly seasonal The
peak usage occurs during the winter months and gradually dechines until July where sales are
zero Beginning in October sales rise along with colder weather

Table 8 3 1s other income and internal transactions For the heat plant there are no
other revenues reported
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Table 8 2
Lviv CHP-1
Ukraine Energy Project
Heat Sales
1 2 3 4 5 ] 7 -] 9 10 1" 12 12 14 i5

Tata Total T tal T tal Total

Heat Total Heat Total Heat Total Heat Tolal Heat T tal

Sald Tarift Sales Sald Tardt Sales Sold Tarit Sales Sold Tart Sales Sold Tarift Sales

M_nth {000 Ghal) {UAH per m ) {000 UAH) {000 Gkal) {UAH per m)) {000 UAH) (000 Gkal) {UAH per m') (000 UAH) {000 Gkal) (UAH per m') {000 UAH) {000 Gkal) (UAH per m) (000 UAH
industry Hot Water Residential Hat Water Cooperative H t Water Green House H tWat ¢ Other Hot Water
January (1898) at 41007 1279 16 221997 349 0 221774 8 0 4108 N 10 125 3751616 4670
February 20 42341872 853 15 2215384 i) 0 2221757 5 0 4123764 12 118 3753257 4444
March 20 4130328 837 17 22018 18 365 0 2221081 6 0 41337 42 ? 112 37204 04 4159
Aprd 10 4148152 408 1 2221993 254 L) 22 200 69 5 0 4123896 S 68 3741617 2479
May 0 40502 02 20 1 2221888 2 [ 22352¢4 1 0 000 0 13 37 490 08 497
June 0 000 (1] 10 000 0 0 000 0 1] 000 Q 0 000 0
July 0 0600 0 0 000 Q 0 000 ] 1] 000 0 1] 000 0
August 0 000 ] 0 000 0 1] 000 0 0 000 0 0 000 o
September 0 000 0 0 000 0 0 000 0 1] 000 a L] 000 0
October 0 000 ] Q aee 1] 0 000 ] 0 000 1] 0 000 0
November 5 4280118 201 5 20 840 60 149 [ 20 555 58 3 0 42127 1 37 3867579 1421
December 27 4201017 1172 18 2858037 468 0 20578 05 8 0 aog 1 " 36 157 48 4023
January (1997) 28 42706 01 1127 16 26 583 02 485 0 28 260 §5 8 1] 57 142 86 2 127 977202 4928
Febnuary 18 4284027 689 14 20 554 80 426 0 300775 -] 0 3448278 1 101 383022 8 3oaie
March 17 4202639 517 15 29 568 99 442 0 29 962 55 [} Q 3448278 1 a7 30 821 39 IS
April 1 4278264 434 14 WB1077 42 0 32256 08 8 0 40000 00 1 1] 38851 27 3420
May 1 4385078 22 2 20734 97 40 0 000 0 1] 000 1] 15 8450 04 503
June 1 41984 73 2 4 2062148 107 0 2041178 1 0 000 0 16 30 407 48 818
July [} 000 0 0 2673503 5 ) 000 0 0 000 0 1 36 126 38 35
August 0 000 0 0 2171778 3 0 000 1] 0 000 1] 3 18417 10 ARk}
September 0 2430024 1 0 2041178 1] 0 a00 0 0 000 0 10 3§ 321 47 385
Qetober 2 42 B84 BD 79 4 2854248 13 0 40 000 00 2 0 000 0 k] 38 500 39 1284
November 14 42087 72 561 15 29 506 18 454 1] 26 661 02 7 0 3446276 1 79 Jag47 05 1052
December 22 4276852 952 15 20 580 57 445 0 28 168 01 ] 0 3440278 1 107 3907774 4 188
Jaruary (1998) 10 4280122 101 14 2063087 422 0 2952030 8 0 37037 04 1 108 Jg 601 87 410
February 14 4284559 563 1 20524 25 288 1] I8 461 54 1 1] 38461 54 1 a8 Jgotoes 334
March 13 4278115 560 15 20 59 80 454 0 2070297 ] 0 36 461 54 1 100 36 808 28 Jsa7
Industry Steam Residential Steam Cooperative Steam Green House Steam Other Steam
January (1986) ] 4101649 87 0 000 0 0 000 0 0 000 0 L] 000 0
Febniary 0 41 81050 15 Q 000 0 D 000 0 1] 000 0 0 000 0
March 0 4133824 14 0 000 0 0 000 0 0 000 1] [} 000 ']
Apri 3 4149435 128 0 000 0 0 000 [} 0 000 0 0 ooo 0
May 1 41208 00 (] Q 000 0 0 000 0 0 000 0 0 000 0
June 3 41478 92 108 0 000 0 0 000 0 0 000 0 1] 000 0
July [} 000 0 0 000 0 0 000 [1] Q 000 0 1] 000 o
August 2 43054 17 87 0 000 0 0 000 0 0 oog 0 0 000 0
September 1 42 850 54 20 0 000 0 0 000 0 0 000 0 0 000 0
Orctober 1] 000 0 0 000 0 0 000 0 1] 000 1] 0 000 1]
Naovember 1 4314003 3 0 000 0 0 000 0 0 000 0 0 000 1]
December 7 4116175 283 0 a 00 0 0 000 0 0 000 0 1] o000 Q
January (1997) 8 43 260 64 242 0 000 0 0 age 0 0 000 0 0 000 0
February b} 000 0 0 000 0 ] 000 0 0 000 0 [¢] 000 0
March 0 000 0 0 Q00 0 ) 000 0 0 000 [ 1] 000 g9
Apri 1 42168 41 0 000 [1} Q 900 [1] 0 000 0 0 000 0
Way 2 4270278 78 0 000 ] 0 000 0 0 000 1] 0 000 [¢]
June 3 42834 44 115 ] 000 0 0 000 0 0 000 0 a 000 ]
July (] 4417870 1 0 000 Q 0 000 0 1] 000 0 [} 000 0
August 0 000 0 0 000 0 0 000 0 0 000 0 1] 000 0
September 1] 000 0 ] 000 0 0 ooo0 [1] 0 ao0o0 ] 0 o000 0
October 3 42066 28 1u 0 00 0 0 000 0 0 000 0 0 000 0
Navember 4 4205125 1683 0 000 0 0 000 0 0 000 0 0 000 0
December 7 43 055 86 207 0 o000 0 0 000 0 0 000 0 1] o000 0
January (1988) 1 42683 21 47 o 000 0 0 000 0 0 ooo 0 0 000 [1]
February 0 000 [ 0 000 [ 0 000 0 0 000 0 0 000 0
March 2 4295248 10 0 000 0 0 000 ] 0 000 1) Q ao0 Qo
1 C Sales T gos and Arbists Worksh and C C




Table 8 3
Lviv CHP-1
Ukraine Energy Project
Indirect Income and Expenses
Indirect Income Other Expenses
Other Qutside Internal
Revenues Sales
Month
Janurary (1996) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
April 00 0 0 0
May 00 0 0 0
June 00 0 0 0
July 00 0 0 0
August 00 0 0 0
September 00 0 0 0
October 00 0 0 0
November 00 0 0 0
December 00 0 0 0
Janurary (1997) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
Apnl 00 0 0 0
May 00 0 0 0
June 00 0 0 0
July 00 0 0 0
August 00 0 0 0
September 00 0 0 0
October 00 0 0 0
November 00 0 0 0
December 00 0 0 0
Janurary (1998) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
)
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Table 8 4
Electricity and Fuel Purchases
Lviv CHP-1
Ukraine Energy Project
(000 HRs)
Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Costof MT/m? HRN Cost of MT/m® HRN Cost of
Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 0 000 0 27 266 0 4132 0 0 0
February 0] 000 0 23252 0 3718 0 0 0
March 0 000 0 22396 0 3501 0 0 0
April 0 000 0 14 598 0 2262 0 0 0
May 0 000 0 3384 0 330 0 0 0
June 0 000 0 1 139 97 0 0 0
July 0 000 0 1 24 24 0 0 0
August 0 000 0 1 168 84 0 0 0
September 0 000 0 0 61 12 0 0 0
October 0 000 0 0 160 48 0 0 0
November 0 000 4] 9 136 1196 0 0 0
December 0 000 0 24 681 0 3381 0 0 0
January (1997) 0 000 0 26 910 0 3 668 0 0 0
February 0 000 0 19775 0 2635 0 0 0
March 0 000 0 19628 0 2634 0 0 0
April 0 000 0 17138 0 2322 0 0 0
May 0 000 0 4033 0 509 0 0 0
June 0] 000 4] 5039 0 681 0 0 0
July 0 000 0 0 150 45 0 0 0
August 0 000 0 1 125 125 0 0 0
September 0 000 0 1 258 361 0 0 0
October 0 000 0 8 150 1211 0 0 0
November 0 000 0 17 212 0 2681 0 0 0
December 0 000 0 22317 0 3499 0 0 0
January (1998) 0 000 0 20523 0 4 400 0 0 0
February 0 000 4] 16 823 0 4 345 0 0 0
March 0 000 0 20072 0 2440 0 0 0




Table 8 4 shows the monthly purchases for fuel The pattern of purchases 1s the same
as sales Large fuel purchases in the winter, declining to very small ones during the summer
months  On a quarter by quarter basis, total fuel purchases were 11,351 (1996), 8,936
(1997) and 11,186 (1998) cubic meters for the first quarter of each year The exception to this
occurred during January 1998 when a very small value was recorded

The next table, 8 5, outlines the main production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and 1n normal accounting for Ukraine Within the table are all
the basic accounts used to record costs of production However, discussion of costs will be
made within the context of the restated income statement and 1s presented here for
informational purposes for the reader needing more detail

Balance Sheet

Table 8 6 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time this report 1s being wnitten Both account’s recervable and payable
were aged for the restatement by each busmess unit However, the net result would have had
nsignificant impact on the balance sheet and the onigmnal values were used All other values
were taken from the Ukraiman reported financial statements

Between the first and second quarter of 1996, gross fixed assets increased seven times
due a revaluation of assets In addition, Assets under Construction has remained the same
until the last two quarters evaluated when 1t declmed Combined, net utility assets have
increased by a factor of 2 The major reason for the increase 1s fixed asset revaluation

Current assets increase from 10 4 million UAH to 19 9 million UAH dunng the
period examined Cash balances decline from almost 1 million to near zero  The largest

current asset was Government, Employee and Other Receivables This account represents
approximately 65% of current assets

Equity had a large nise between the second and third quarters of 1996 The
account that caused the increased was the Reserve Funds which 1s the corresponding
account to the increase 1n fixed assets under the fixed asset revaluation mentioned above
The reserve fund was reclassified as additional capital at the beginning of 1997

As for current liabilities, the company expernienced an increase by a factor of 2 for
accounts payable Accounts payable represents most of short-term habilities

Tables 8 8 and 8 9 examune the aggregate cash flows of the CHP plant The first
point that becomes apparent 1n accounts recervable 1s the poor collection rates For
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Fables 8 §
Lviv CHP 1
Ukramne Cnergy 1 roject
Main Production Costs

Cutysin eti Spar Agdailty Low ahu Dp dtin Tran port Com S rvldng Non In estiment Def o4

Dep d il Maintenance Mt nal Fd Mt rial Pr L st & Prdd (2.1} Item flVitns C E pet s Operatl m Operuttm E pm 3

Manth 3 a_ s 6 7 8 9 10 1 12 13 16 18 29 10 .
Janurary (1998) [ [ 102 (] 0 2 ] [ [ b 1 3 0 1] [ 1]
February 13 [] 8t [] ] 2 0 a [] 1 2 s ] ] o []
March 16 L] 2 ] o 2 [ L] 0 1 3 3 o o o )
Apni 16 o 173 0 0 k] 0 0 [ 8 1 3 0 0 0 [
May [ 0 81 %0 0 4 0 [ [ 1 1 3 0 0 [ 0
June “ 0 uz 91 ] 1% [ [} ()] 1 1 4 o 0 4 [
July 41 o 5 2] 0 2 0 [ 4 1 2 2 0 0 ° [}
August u 0 114 84 ] 3 ] o a 1 [ 2 1] ] o []
September m [} 41 1 0 18 0 0 0 [] 1 1% 0 0 [ [
Octaber 58 [ % 43 [ 1 0 0 0 1 4 3 0 0 4 [
November 59 o 142 1196 o 2 o o L] 1 2 s L] L] L] L]
December 42 0 123 31381 0 4 0 0 < o 3 1 0 0 0 [}
Janucary (1987) 3 [ 13 3668 0 48 [ ()] 0 1 4 1" 0 0 0 ]
February 34 L] 130 263§ 0 4 o 4 o @ 3 4 0 o L] L]
March 54 o 17 26M o 4 0 0 0 L] 2 3 L] L] o L]
Apri 1] [ 96 2322 [} 7 [ ()] ()] 0 1 L] o ] 0 [
May 9 ()] 06 309 ()] 2 [} 0 [ 1 1 37 0 [ 0 [}
June 5 [ 44 681 [ 1 o o 0 [ 2 6 [} 0 o o
July 33 0 69 as [} [} o [ 0 1 3 1 0 0 0 [
August n o 49 25 [ 13 0 0 4 ¢ 1 3 0 0 e 0
September 30 0 ] 16t 0 8 o o 0 1 1 3 ] [] o o
Ottober 24 o bii 1 0 ] 0 @ o o 2 2 ] L] o []
No ember 81 [} s 2 681 o ] ] 0 o 1 3 1 0 0 0 [
December L1 [} L) 3499 0 5 o [ 0 [ 4 2 0 [] 0 [}
Janurary (1098) 106 [ ” 4 [ 1 0 o o o 3 2 0 o (] []
February K [ 0 443 [ 1 0 ¢ 0 1 3 2 [ [ 0 2
March 11 L] 68 2 440 o 3 o ] ] 1 2 3 ° o o a

Non Operailons Scitln et Oth Non b dgel B dget Insursnce C sh Debl rsf Int enal Int d part Dp dim
In cstn mt E penses C A comnt Accoont ! S ppli rs P yment P ymemt P yment Sl iy Advan C dit rs Setllament Setlloment Fund

3 ° 50 5 ] 50 65 6 & 70 7 76 7 79 86 _Ohr
Janurary (1988) ] 0 1 183 39 10 15 [ [ 18 24 [ 1% 0
February 0 0 1 318 27 7 13 » 1 22 17 [ [ [
Mareh L] [ 0 234 21 10 23 [} 0 22 " o 0 L]
Apri o L] 3 24 29 L} 24 o o 18 13 ] o o
May [} L] 1 307 16 o 27 n o 21 1 o 16 L]
June 0 0 1 249 [ 7 21 59 0 17 2 [ [ 0
July ] o [ 2718 15 7 20 5 0 2 4 0 0 [
August [} 0 1 253 4 10 18 49 o 17 w o 0 ]
September o o 1 255 1352 2 10% 301 ] 48 7 o 32 o
October o L] 0 264 13 1 23 63 ] 17 2 [} Q o
November [ [} 0 359 n 10 32 18 [ 23 ] 0 [/ 0
December a o 1 340 29 "% 2 5t 0 26 20 [ 0 [
Janurary (1887) 0 1] ] ] 17 u 26 0 ] 20 18 o o v
February 0 4 2 278 42 10 38 7 0 19 4 [} [ 4
March [ 0 a 219 10 1 k3 85 o 32 2% o L] a
Al [ o ] 140 0 15 k1 100 [ 20 9 [ [ [
May [ 0 0 170 e] 1n k7] 85 [} 10 " ] [ o
Jun 0 [ [ 163 14 14 41 110 [ 18 k1] 0 [ 0
July 0 ()] 0 128 2 4 10 B2 [} " 4 9 0 0
August [ 0 1 102 9 2 n %0 ] 20 5 0 0 0
September o o L] 162 9 29 Ex » ] 18 2 ann L] o
Octobar 0 0 ] 1 8 1% 3 86 [ 3 2 ] [ ]
November ] 0 2 6 2 1 1 73 0 w 0 ] [ n
December 0 o 1 61 88 15 » ” 0 19 [} [ [} 1
Janurary (1998) [ 0 0 52 90 14 u £l 0 20 (] [ [ [
February [ 0 0 ne 67 14 n “ [ 2 0 [ [ 0
March o o [} 8 " 17 7 21 [ 18 ] ] 0 )
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Table 8 6
Lviv CHP-1
Ukraine Energy Project
Balance Sheet as of
(00D UAH)
ASSETS 11136 1/4/96 17196 1/10/96 11197 114197 177197 171097 171/98 174798
Long Term Assets
Fixed Assets 5133 5283 36 859 39372 38 990 39 006 39233 42123 48 592 48 668
Less Accumulated Depreciation 3114 3163 24638 24754 24 620 24783 25003 25 158 25584 25820
Net Fixed Assets 2079 2120 12221 14618 14370 14223 14 230 16 965 23008 22848
Assels Under Construction 12159 12331 12 606 12716 12592 12624 12674 12703 5587 5 606
Net Ulility Plant 14238 14 451 24827 27334 26 962 26 847 26 904 29668 28 595 28 454
Other Property and Investments
Nonutiity Property and Infangibles 55 67 69 80 98 108 115 132 149 167
Less Accumulated Depreciation 23 29 28 26 34 a3 36 37 46 52
Net Nonutiity Property and Intangibles 32 38 41 54 64 75 79 95 103 115
Long Term Financial Investments 0 0 0 0 0 0 0 0 0 0
Other Non-Current Assets 0 0 0 0 0 0 0 0 0 0
Tolal Other Property and Investments 32 as 41 54 64 75 79 95 103 115
Current Assets
Cash and Short Term Investments 966 223 17 5 69 14 28 14 28 32
Accounts Recelvable 1413 1353 949 1258 1150 939 1334 1167 1016 1089
Less Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0
Net Recelvables 1413 1353 949 1258 1150 939 1334 1167 1016 1089
Inventory 2838 3600 4092 4522 1206 5248 6164 4174 4611 4903
Government Employee and Other Receivables 5207 15 065 16295 15757 17 300 14422 17 287 16 009 9390 13676
Other Current Assets ] 546 478 243 3890 171 299 475 20 232
Total Current Assels 10433 20787 21831 21785 23615 20794 25112 21839 15 065 19932
TOTAL ASSETS 24703 35276 46 699 48173 50641 47716 52095 51602 43763 48 501
CAPITALIZATION AND LIABILITIES
Stockholder's Equity
Statutary Capital (Net) 14 146 14 146 14 146 14146 14146 14 146 14 146 14 146 14 146 14 146
Addibonal Capital 0 0 0 0 13040 13257 13424 13565 13309 13 437
Reserve Funds 578 725 10943 13 449 335 257 187 184 186 23t
Retained Eamings 4] 8500 1244 (8797) {8990) {12824) (27 414) (35 648) (36 864) (42673}
Unrealized Differences (8 500) (1244) 8797 8990 12824 27 414 35648 36 930 42737
Total Equity 14724 14 871 25089 27 595 27521 27 660 27757 27 895 27707 27 878
Long Term Debt 0 0 0 0 0 0 0 0 0 0
Other Long Term Liabtities 0 [} 0 [} 0 [} 0 0 o] 0
Total Capialization 14724 14 871 25089 27 595 27521 27 660 27757 27 895 27707 27878
Current Liabiiities
Short Term Debt o] 0 0 0 0 0 o] o] 0 0
Accounts Payable 9830 20147 21233 21172 22629 19 554 23661 22998 15428 20173
Less Bad Debt Allowance
Net Payables 9830 20 147 21233 21172 22629 19554 23661 22938 15428 20173
Wages and Social Insurance Payable 60 94 175 263 242 204 ass 442 316 21
Taxes and Non-Budget Payable 83 157 196 137 243 M 280 256 297 224
Government Employee and Other Payable 6 7 0 6 6 7 8 1 15 14
Advances from Customers 0 0 0 0 0 0 0 0 0 0
Other Current Liebiktes 0 0 6 0 0 0 1 0 0 1
Total Current Liabiires 9979 20 405 21610 21578 23 120 20 056 24338 23707 16 056 20623
TOTAL CAPITALIZATION AND LIABILITIES 24703 35276 46699 49173 50641 47716 52095 51602 43763 48 501
! Unreakzed differences represents the umreconcilable difference after conversion of the Ukrainian accounting system info Intemational Accaunting Standards
LN




Tablc 8 7
Lviv CHP-1
Fmancial Ratios
1/4/96 1/7/96 1/10/96 1/1/97 1/4/97 1/7/97 1/10/97 1/1/98 1/4/98
Short Term Liqudity
Current Ratio 1o to 10 10 10 1o 09 09 10
Collection Rate 4% 9% 1309% 28% 2% 83% 607% 571% 6%
% Accounts Recievable Over 60 Days 67 N% 0y 0% 7% 81% 0% 0% 0y
% Accounts Payable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%
Capital Structure and Long Term Solvency
Debt to Equity 14 09 08 08 07 09 08 06 07
Debt to Total Assets 58% 467 4% 46% 2% 47% 46% 7% 443%
Times Interest Eamed (Cash)
Operating Performance Ratios
Average Ratio of Sales Tanff to Purchase Price (Llectricity)
Operating Profits (o Sates 48 5% 1052% 19272% 00% 25% 152% 7864% 39% 3B0%
Net Unrealized Accounts to Sales 00% M7% 6674 8% 00% 00% 168 3% 10924% 00% 00%
Net Income to Sales 478% 181 6% 8774 6% 25% 231% 244 1% 13909% 104% PVI%
Asset Utilization
Sales to Current Assets (Anmmahzed) 34 07 00 13 32 10 ol 3t 29
Sales to Net Utihity Plant (Anmualized) 49 06 00 12 25 09 01 16 21
Sales to Total Assets (Anmmalized) 20 03 G0 06 14 0s 00 11 12
Common Size Income Statement (% of Total Sales)
Purchases Exnergy lo Sales 00% 00% 00% 00% 00% 00% 00% 00% 40%
Operating and Mamtenance to Sales 65% 431% 11022% 782% 60 6% 739% 147 4% 66 2% 498%
Fuel to Sales 42% 154 0% 178 9% 162% 583% 914% 143 7% 362% 83 7%
Wages and Social Cost to Sales 05% S1% 4777% 32% 19% 68% 60 7% 12% 26%
Depreciation to Sales 03% 20% 2283% 22% 10% 27% 269% 34% 19%
Operatug Incote to Sales 48 5% 1052% 19277% 00% 25% 752% 286 4% 39% WOR
Net Incotne to Sales 47 8% 181 6% 8774 6% 259 231% 2441 % 1350 9% 104% 97%
Common Size Balance Sheet (% of Total Assets)
Accounis Recenable 38% 20% 76% 23% 20% 26% 23% 21% 1%
Current Assels 89% 46 7% 44 3% 466% 43 6% 487% 42 3% 47 4117
Net Fixed Assets 41 0% 532% 556% 532% $63% 516% $74% 65 I% S8T%
Current Liabilities 578% 46 3% 439% 45 7% 420% 46 7% 45 9% 67% 42 5%
Long Term Liabilities 0o0% 00% 00% 00% 00% 00% 00% 00% no%
Equity 22% 37% 56 1% 543% 80% 53 3% 41% 6313% 57 4%
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Table 8 8
Lviv CHP-1
Ukraine Energy Project
Determination and Aging of Accounts Receivable
(000 HRs)
1 2 3 4 5 B 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaud Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write-Offs Receivable Write-Offs
Month (000 UAH) {000 UAH) {000 UAH) __ (000 UAH) __(000 UAH) __{000 UAH) (000 UAH) ___(000 UAH) {000 UAH)
January (1996) 6718 3256 3463 3463 3463
February § 664 953 5664 2510 8173 8173
March § 387 1811 5387 5664 699 11750 11 750
April 3277 2539 3277 5387 3824 0 12488 12 488
May 611 837 611 3277 5387 2987 0 12262 12 262
June 108 275 108 611 3277 5112 2987 9109 12 096
July 0 1272 0 108 611 2005 5112 2724 10 823
August 87 90 87 0 108 521 2005 716 10 820
September 28 136 28 58 0 0 521 86 10 712
October 0 669 (583) 0 0 0 0 (683) 10 043
November 1804 584 638 0 0 0 0 638 11 264
December 5955 926 5668 0 0 0 0 5668 16 293
January (1997) 6792 650 6 792 5018 0 0 0 11810 22 435
February 5040 2203 5040 6792 2816 0 0 14648 25273
March 4779 747 4779 5040 6792 2069 0 18 680 29 305
April 4377 1665 4377 4779 5040 5127 2069 19323 32 017
May 737 2178 737 4377 4779 2862 §127 12 755 30 576
June 863 1124 863 737 4377 3655 2862 9632 30315
July 51 1 565 51 863 737 2812 3655 4 463 28 801
August 136 1312 136 51 288 0 2812 475 27 624
September 405 714 166 0 0 0 0 166 27 315
QOctober 1589 715 1040 0 0 0 0 1040 28 189
November 4258 2106 3192 0 0 0 0 3192 30 342
December § 889 3833 5248 0 0 0 0 5248 32 398
January (1998) 5318 3525 5318 1723 0 0 0 7041 34 191
February 4305 2812 4305 4229 0 0 0 8534 35 684
March 5014 1837 5014 4305 2392 0 0 11711 38 861
Sources (By Column)
1 Actual figures provided by company
2 Defined as actual cash received plus NDC non payments plus (non cash recerved minus non cash NDC payments) 75/ This correction d non cash tr to an eg lent value that
can be used to pay creditors
3 Column 1 Column 2
4 6 Assumed that money paid goes first o the oldes! unpaid balance
7 After 60 days the debt is written off and treated as income to the firm
8 Sumofcolumns3 4 5 and6
9 C [ ble without write-offs
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Table 8 9
Lviv CHP-1
Ukraine Energy Project
Determination and Aging of Accounts Payable
{000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpatd Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Write-Offs Recewable Wnite-Offs
Month (000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH)

January (1996) 414 3713 (3 299) (3 299) (3 299)
February 552 1499 (4 246) 0 (4 246) (4 248)
March 454 2302 (6 094) 0 0 (6 094) (6 094)
April 488 2989 (8 595) (] (] Q (8 595) (8 595)
May 941 1252 (8 907) 0 0 0 0 (8 907) (8 907)
June 684 573 (8 796) 0 (] 0 (] (8 796) (8 796)
July 558 1 580 (9818) 0 0 0 0 (9 818) (9 818)
August 579 417 (9 657) 0 ] 0 0 (9 657) (9 857)
September 1176 481 (8 962) 0 0 0 4] (8 962) (8 962)
October 629 1028 (9 361) 0 0 0 0 (9 361) (9 361)
November 1929 850 (8 281) 0 0 0 0 (8 281) (8 281)
December 4138 1211 (5 354) 0 0 0 0 (5 354) (5 354)
January (1997) 4189 725 (1 890) 0 0 0 0 (1890) (1 890)
February 3284 2341 (947) 0 0 0 0 (947) (947)
March 3288 947 1394 0 0 0 0 1394 1394
Apnil 2810 1741 2 463 0 0 0 0 2463 2 463
May 1154 2 405 1154 57 0 0 1] 1212 1212
June 1079 1327 964 0 0 0 0 964 964
July 459 1712 (289) ] 0 Q ] (289) (289)
August 5§25 1526 (1 289) 0 0 0 0 (1 289) (1289)
September 524 881 (1 648) ] ] 0 0 (1 646) (1 646)
Octaber 1 660 5§95 (581) 0 0 0 0 (581) (581)
Navember 3085 2098 406 0 0 0 0 4086 406
December 3988 3799 595 0 0 0 0 595 595
January (1998) 502 3498 (2 400) 0 Q 0 (] (2 400) (2 400)
February 4 855 2832 (378) 0 0 0 0 (378) (378)
March 2846 1924 544 0 0 0 0 544 544

Sources (By Column)
1 Aclual figures provided by company
2 Actual figures provided by company
3 Column 1 Column 2
46 Assumed that money paid goes first to the oldest unpard balance
7 ARer 90 days the debt 1s written off and treated as income fo the firm
8 Sumofcolumns3 4 5 end G
9 Cumulative accounts receivable without wnte-offs




1996, total sales were 29 6 mullion UAH Of the total, 10 6 mullion UAH aged over 90
days and should have been written off as bad debt For 1997 the condition detenorated
on total sales of 34 9 million UAH Of this total sales, over 16 mullion UAH aged beyond
90 days That 1s equivalent to a non-payment rate of almost 50% Since money was not
being realized from sales, large amounts of accounts payable went unpaid

Statement of Changes in Financial Position

Table 8 10 exarmunes the cash flow from all financial activities durning the year Total
net income for the entire period totaled negative 42 6 mullion UAH for the 2 % years
examimed The main reason for the loss was under-utilization of the plant and hgh fixed
costs As for investment activities, both gross assets and work 1n progress took a large jump
in the second quarter of 1996 The increase in fixed assets was caused by the increase in
revaluation Equity displayed very little vaniation during the period with the exception of an
increase of 10 mullion from the fixed asset revaluation of fixed assets
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Table 8 10
Lviv CHP-1
Ukraine Energy Project

Statement of Cash Flows for the Period Ending

Ukraine Energy Froject
114196 117196 1110/96 11197 1/4197 17197 1110197 111198 411/98

Cash Flow from Operating Activities
Net income 8 500 (7 256) {10 041) (193) {3 834) (14 590) (8234) {1216) (5 810}
Adjusti ts to R Hle Net Income to Net Cash Flow

Change In Accounts Receivable 60 404 (309) 108 211 (385) 167 151 {73)

Change in Other Short Term Assets {11 157) (1 654) 343 (1874) 2555 (3 909) 3092 6637 {4 790)

Change in Accounts Payable 10317 1086 (61) 1457 {3 075) 4107 (663} (7 570) 4745

Change in Other Short Term Liabilities 109 119 29 85 1 175 32 (81) (178}

Depreciation Expense 55 21474 114 (126) 162 223 156 435 242

Net Cash Provided by Operating Activities (616) 21429 116 (350) (136) 201 2784 (428) {54)
Cash Flow from Investment Activities

Completed Plant in Service (90) (31 576) (2513) 382 (16) {227y {2 890) {6 469) {76}

Change In Construction Work In Progress (172) (275) (110) 124 (32) (50) (29) 7116 19)

Change In Nonutility Property and Intangibles (12) 2 (G} (16) (10) {7} 7) 17 (18)

Net Cash Provided by Investment Activities (274} (31 853) {2 634} 488 {58) (284) (2 936) 630 {113)
Cash Flow from Financing Activities

Shont Term Loans 0 0 0 0 0 0 0 0 0

Lang Term Loans 0 0 0 0 0 0 0 0 0

Equity 147 10 218 2508 74) 139 87 138 (254) 173

Net Cash Provided by Financing Activities 147 10218 2506 74) 139 97 138 (254) 173
Unrealized Cash Differences ' (8 500) 7 256 10 041 193 3834 14 590 8234 1282 5 808
Net Change in Cash (743) (206) {12) 64 {55} 14 (14) 14 4
Note 1 This account the unrealized op g losses that exist within the financial statements differences in accounting systems and

potential errors 1n bookkeeping due to lack of auditing
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9 CHP-2

The CHP-2 combined heat and power plant, located 10 km north of Lviv 1n the village
of Murovane, was commuissioned 1 1983 with an installed capacity of 227 GCal serviced by
4 steam and 2 water heat boilers produced n the 1980’s in Russia Its project design included
the nstallation of an electric plant However, the project was first delayed and then
abandoned due to the economic crisis in the FSU At present, CHP-2 1s operating at 1/7" of
its capacity and only produces heat In summer the demand for heat goes below economucally
practicable figures and the plant 1s closed Its customers are switched to the
LvivTeploEnergo networks Of the heat produced, 80% i1s sold to the heat distribution
company LvivTeploEnergo and the balance 1s sold directly to 27 industrial and residential
consumers The division had 228 employees as of July 1998

The plant uses natural gas as pnmary fuel with mazut as the alternative Currently the
main problem 1s the lack of payment from the distnbution company The lack pf payment has
caused the plant to be in arrears to fuel supplers As of August 1998, LvivTeploEnergo owed

5 4 million UAH to CHP-2 while the company’s fuel debt amounted to approximately 2 5
nmullion UAH

Unlike CHP-1, the company has not been leased to the municipality and 1s still under

the Oblenergo auspices A discussion s currently underway to transfer CHP-2 into municipal
ownership

Table 9 1 1s the income statement for the CHP-2 Supporting tables include 9 2
(Sales of Heat), 9 3 (Other Income and Expenses), 9 4 (Electricity / Fuel Purchased), 9 5

(Main Production Costs), 9 8 (Aging of Accounts Receivable) and 9 9 (Aging of Accounts
Payable)

Table 9 1 1s the 1996-1998 quarterly restated income statement First, it should be
noted that in terms of revenues CHP-2 1s significantly smaller than CHP-1 (to be exact 1/6"
the size) Like CHP-1, 1ts operations follow the same financial operating pattern As
expected, a seasonal trend exists The seasonal trend shows a peak 1n consumption 1n the first
quarter of each year with a decline 1n usage 1n both the second and third quarters (due to
warmer weather) In the fourth quarter, a sharp nise in revenues occurs due to colder
weather It 1s nteresting to note that sales in 1997 actually went up when compared to 1996
Ths mncrease 1s probably due to an increase in money collected and paid to the fuel suppher

rather than normal weather demand since most of the market 1s constrained by supply rather
than demand

The next section in the income statement deals with operational expenses Also of
usefulness 1s Table 9 7, Financial Ratios In particular, the section referring to the
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Table 91
Lviv CHP2
Ukraine Energy Project

Income Statement for the Period Ending

(000 UAH)
OPERATING INCOME 114136 117196 1/10/96 111197 14/97 117197 1/10/97 1/1198 1/4/98
Sales
Electricity 0 a 0 a 0 0 a 0 0
Heat 2826 676 3 866 2700 907 0 1602 2254
Internal Transfers 0 0 0 0 0 0 0 0 0
Other Revenues 0 0 0 (1] 4] (1] 0 0 0
Total Sales 2826 676 3 866 2700 907 ] 1602 2254
Operational Expenses
Purchased Electricity 0 0 0 4] [«] 0 0 0 0
Operating Expenses (44) (59) (167) (48) (50) (42) {48) (198) (399)
Fuel and Raw Materials (1 463) (1219) (2) (111) {2041) {1240) 0 (1537) (1 604)
Wages & Social Costs (167) (160} (88) (107) (182) (209) {173) (182) (191)
Tolal Operating Expenses (1673) (1 438) (257) (266) (2273) {1 491) (221) (1917) (2 194)
Maintenance 0 0 0 0 0 0 0 0 0
Depreciation (73) (114) (147) (268) (265) (264) (648) (639) (630)
Tofal Operational Expenses {73) (114) (147) (268) {265) (264) (648) (639) (630)
Qperating Income 1080 (875) (401) 332 162 (848) {869) (954) (570)
NON-OPERATING INCOME
Net Non Utility Operating Income 1] 0 0 4] 0 0 0 0 0
Total Operating Income Befare Taxes and Financial Costs 1080 (875) (401) 332 162 (848) (869) (954) (570)
Taxes and Financial Costs
Interest on Long Term Debt 0 0 0 0 4] 0 0 0 0
Unrealized Accounts Recelvabte ' 0 0 0 0 0 0 0 0 0
Unrealized Accounts Payable ? 0 (1080} (1102) 0 0 a (1219) 0 0
Taxes & Payments (18) (22) (37 (14) (33) (8) 1) (22) (44)
Total Taxes and Financial Costs (18) (1 103) {1 139) (14) (33) (8) (1230) (22) {44)
NET INCOME 1062 (1978) (1 540) 318 129 (856) (2 099) (976) (614)

T 1s assumed that accounts recetvable S0 days or older are written off as bad debt expense
2 1t 1s assumed that accounts payable 50 days or older are wntten off and treated as income

A0



common size mcome statement will yield important insights to the analysis The primary cost
for heat production 1s purchased fuel For 1996 the ratio of cost to sales 1s 75 5% At thus
level, a suffictent margmn exists to service most operational and admunistration costs
However by 1997 the ratio had chmbed to 102 8% At thus level, revenues do not even cover
the cost of fuel The large increase in fuel cost was the main reason the operating profit for
1997 1s much lower that the comparable period i 1996

Wages are the second largest cost and their trend has been nising Comparing the
absolute level for each of the first quarters (1996, 1997 and 1998), the expenditure has gone
up by 9% between 1996 and 1997 For the period from 1997 to 1998 it rose by 5 5% As

outlined earher, changes n accounting policy and mflation explain the reasons for the
increase

After wages, the next expense 1s for operations For the first quarter of 1996 and
1997, the expenditure 1s extremely small at approximately 1 8% of sales At this level the
operation of the equipment cannot be maintained The reason for such low expenditures 1s
lack of sufficient cash generation to meet the needs of operation and very small operating
margins

Table 9 2 1s Heat Sales The table basically illustrates that 80% of production 1s sold
for resale (included in Other Hot Water) while 6% of the remaining hot water goes to industry
and 14% 1s direct sales to restdential consumers The figures are consistent over all periods
within the restatement Total sales in 1996 equaled 114 GCal while for 1997 sales were
hugher at 140 GCal The cause of the increased sales was more heat supplied to meet demand
rather than traditional weather factors The average tartff for 1996 was approximately 37,000
UAH per GCal and for 1997 only shightly higher at 38,000 GCal

Table 9 3 1s other income and nternal transactions For the heat plant there are no
other revenues reported

The next two tables, 9 4 and 9 5, outline the main production costs associated with
the company Smnce purchases of fuel are the most significant cost, they are shown separately
mntable 94 As for 9 5, the format of the table follows the format used within the generally
accepted practices found both within the power sector and 1n normal accounting for Ukraine
Within the table are all the basic accounts used to record costs of production However,
discussion of costs will be made within the context of the restated income statement and are
presented here as supplemental data

Balance Sheet

Table 9 6 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time this report 1s being wntten Both account’s receivable and
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Table 9 2
Lviv CHP2
Ukraine Energy Project
Heat Sales
1 2 3 4 5 6 7 8 9 10 H 12 1 14 15
Total Total Total Total Total
Heat Total Heat T tal Heat Totat Heat Total Heat Total
Sotd Tanft Sales Sold Tanff Salea Sold Tardft Sales S Id Tanft Sales Sid Tarnf Sales
M nth {000 Gk 1) {UAH perm ) {000 UAH) {000 Gkal) (UAH per m’) {000 UAH) (000 Gkal) (UAH per m') {000 UAH) {000 Gkal) (UAH per m ) {000 UAH) {000 Gkal) {UAH per m’l {000 UAH)
Industry Hot Water Residential H t Water Cooperative Hot Water Green Hou e Hot Water Other Hot Water
January (1998) 2 4122870 a8 4 2221784 88 0 000 0 0 000 0 22 37045 98 a18
February 1 40 16203 59 4 22219 86 83 0 000 0 0 000 0 22 37045 B4 709
March 1 42758 14 52 4 2221990 80 0 000 0 ) 000 0 2 37 046 B4 765
Aprd 1 41 24068 24 4 2221991 87 0 000 0 0 000 0 1 37048 20 403
May 0 000 0 [ 000 0 0 000 0 0 000 0 4 37 080 98 161
June 0 000 0 (] 000 0 a00 0 1) 000 0 0 0oo Y
Juty [} 000 0 0 000 0 0 000 0 0 000 0 0 oo 0
August 0 0oo 0 0 000 0 1] 000 0 0 000 0 0 L D] 0
September 0 000 0 0 000 a 0 000 L] 0 000 0 0 aoo 0
October 1] 000 0 a 000 0 0 000 0 0 000 0 0 [1h]1) [1]
November 0 000 0 0 208611 1 5 0 000 0 0 000 0 3 38358 77 108
December 1 42008 22 44 4 20588 10 124 0 (14} 0 0 000 [1] 5 111570 01 585
January {1987) 1 42006 57 82 4 29548 37 120 0 000 0 0 000 1] 24 38 260 94 024
February 1 42 605 10 47 3 20641 69 i 0 000 0 0 00q g 20 38287 02 765
March 1 4137901 24 2 20707 14 " 0 ooo 0 e 000 0 15 a8 361 68 591
Apri 0 4491018 15 2 208268 28 48 0 000 0 0 000 1] 10 38242 81 620
May 0 3068104 3 1 20948 52 28 0 000 0 0 [LXe] 0 5 18422 85 191
dune a 000 Q ¢ 000 1] 0 0oq 0 1] 000 0 0 000 0
July 0 000 0 0 000 0 0 000 0 0 000 1] 0 o000 0
August 0 000 0 0 000 o 0 000 (] [\] 000 0 0 000 0
September 0 (1) 0 0 000 0 0 000 a 0 000 0 0 oo 0
Qctober 0 4109589 3 0 000 0 0 000 0 0 000 1] 4 38348 80 157
November 1 43006220 kL] 3 20 68120 81 0 0an 1) [ 000 0 12 3823570 468
December 1 42897 13 a1 4 28700 41 115 1] 000 0 0 000 0 17 28360 856
January (1808) 2 4265520 64 4 29538 13 110 0 000 0 1] 000 0 17 1/NN1IN 844
February 1 42709 87 58 3 20 566 30 100 ¢ 0400 0 0 000 0 14 38439 B9 540
Warch 1 4117288 41 3 20607 15 101 0 000 a 1] 000 0 15 38 342 65 ELR]
industry Steam Residential Steam Cooperative Steam Green House Steam Qther Steam
January (1996) 0 41304 35 1 ) 000 0 0 000 0 0 000 0 0 000 0
February 0 41230 62 2 0 000 0 0 000 0 0 000 1] 0 000 0
March 0 4132041 4 0 000 0 0 000 0 Q 000 Q9 0 000 ]
Aprit 1] 4130 0 [ 000 0 a 000 0 [] 000 0 0 ooo 1]
May 0 41104 35 1 0 000 0 0 000 0 0 000 0 0 000 0
June 0 000 0 0 000 0 0 000 0 0 000 ] 0 ooo a
Juy [ 000 0 0 000 0 0 oo0o 0 0 000 0 0 000 0
August Q 427901 67 2 0 000 0 0 000 0 0 000 0 0 000 Q
September 0 42845 16 1 0 000 0 0 000 1] 0 000 0 0 000 1]
October ] 000 0 0 000 0 0 000 0 0 000 0 [ 000 0
November 0 000 0 0 000 0 0 000 0 0 000 0 0 000 o
December 0 42916 67 1 0 Q00 Q Q 000 0 0 000 0 0 000 ¢
January {1897) 0 40 000 00 1 0 000 0 0 000 0 [ 000 0 ] oon a
February [} 41666 67 1 0 000 0 0 000 0 0 000 0 0 0oo 1)
March 0 46 153 85 3 0 080 0 0 000 0 0 000 1] 0 000 0
Aprd [] A4 444 44 2 0 000 0 0 000 0 0 000 0 0 000 a
May 0 o000 0 0 000 0 0 000 0 Q [Rle) ¢ L] 000 0
June 0 000 Q ) 000 0 0 000 0 0 o000 0 a 000 ]
July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 Q
August 0 000 0 0 000 0 0 000 ] Q 000 0 0 000 0
September [\] 000 0 0 000 0 0 000 0 0 000 0 0 000 L]
Qctober 1 28 187 82 23 0 000 0 0 000 0 0 000 0 0 Qoo Q
November 0 000 0 0 000 0 0 [L3v) [ 0 000 0 [ 000 1]
Oecember ¢ 41 888 87 ) 0 000 0 0 000 0 0 (1]} 0 0 000 0
January (1988) 0 76923 08 1 0 000 0 0 000 0 0 000 0 Q 000 0
February 0 000 0 0 000 1] 0 000 1] 0 000 0 0 000 a
Wareh 0 3131123 1 0 Q00 ] 0 000 1] 0 000 0 0 000 0

1 Inciudes Cooy Sales C ges and Artists W and Ci C




Table 9 3
Lviv CHP2
Ukrame Energy Project
Indirect Income and Expenses
Indirect Income Other Expenses
Other Outside Internal
Revenues Sales
Month
Janurary (1996) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
April 00 0 0 0
May 00 0 0 0
June 00 0 0 0
July 00 0 0 0
August 00 0 0 0
September 00 0 0 0
October 00 0 0 0
November 00 0 0 0
December 00 0 0 0
Janurary (1997) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
April 00 0 0 0
May 00 0 0 0
June 00 0 0 0
July 00 0 0 0
August 00 0 0 0
September 00 0 0 0
October 00 0 0 0
November 00 0 0 0
December 00 0 0 0
Janurary (1998) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
>
N




Electricity Purchased

Table 9 4

Electricity and Fuel Purchases

Lviv CHP2
Ukraine Energy Project

(000 HRs)

Fuel Purchased

Fuel Purchased

MwWH HRN Cost of MTIm® HRN Cost of MT/Im® HRN Cost of
Month Purchased Per MWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel
January (1996) 0 000 0 4 956 0 753 0 0 0
February 0 000 0 4604 0 710 0 0 0
March 0 000 0 4573 0 695 0 0 0
Aprl 0 000 0 2810 0 417 0 0 0
May 0 000 0 718 0 107 0 0 0
June 0 000 0 13 0 2 0 0 0
July 0 000 0 0 NA 0 0 0 0
August 0 000 0 0 NA 0 0 0 0
September 0 000 0 0 NA 0 0 0 0
October 0 000 0 150 0 23 0 0 0
November 0 000 0 581 0 88 0 0 0
December 0 000 0 4 295 0 657 0 0 0
January (1997) 0 000 0 5335 0 812 0 0 0
February (] 000 0 3800 0 572 0 0 0
March 0 000 0 3690 0 560 0 0 0
Apnil 0 000 0 3381 0 510 0 0 0
May 0 000 0 1136 0 170 0 0 0
June 0 000 0 0 NA 0 0 0 0
July 0 000 0 0 NA 0 0 0 0
August 0 000 0 0 N A 0 0 0 0
September 0 000 0 915 0 168 0 0 0
October 0 000 0 3153 0 583 0 0 0
November 0 000 0 4220 0 785 0 0 0
December 0 000 0 3863 0 731 0 0 0
January (1998) 0 000 0 2837 0 362 0 0 0
February 0 000 0 3938 0 512 0 0 0
March 0 000 0 1419 0 190 0 0 0

Note For the summer months the pant shuts down
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Tables 9 §
Lviv CHP2
Ukraine Energy Project
Main Production Costs
Construcilon Sp Agtcul( Low al Dp dtln Transport Cn S rvidnp Nw In eetnent Def rred
Dhepr d Uon Maintet un M terial Fd Mat ol Pu Loest Pod d o r Tiems of LVite ¢ Cod E pemses Operations Opersilony Fpner
Month 2 3 ] 6 7 8 4 10 11 13 13 16 .18 29 30 1\
Janurary (1096) 2 ] " [ ° [ 0 [ ] [ 0 [ 0 [ [ [
February 24 0 1" [ 0 0 0 0 0 0 0 ] 0 0 [ 0
March 24 [ 13 [ [ a ] 0 0 [ [ 0 [ o 0 0
Apnt 24 0 22 [ o 0 0 0 0 0 0 0 0 1] 1] 0
May 2] [ 4 [ [ ] [ [ ] [ [ o ] [ 0 0
June 3] ] 13 0 [ 0 [ o 0 o [ [ [ [ 0 0
July 2 0 20 [ ¢ 0 0 [ ] 0 0 [ ] [ 0 o
August 6 a 9 [ 0 0 [ [} 0 0 0 [ ] [] [] ]
September 63 0 139 0 o ] o o (] [ 0 0 (] ] 0 (]
Qctober 63 [ 14 [ 0 [ 0 o 0 [ a 0 [ 0 0 0
November s 0 12 o [ [ 0 [ 0 [ [ 0 ] [ 0 [
December 89 [ 2 o 0 0 e [ [ 0 0 [ [ o a [}
Ja urary (1997} 89 [ 17 0 0 0 0 ¢ ° o o 0 0 0 0 0
February 1 0 16 0 [ [ 4 [ [ [ 0 [ ] [ 0 [
March 87 0 17 0 0 [ 0 ] 0 [ 0 [ 0 0 [ 0
Apnl 88 0 10 [ [ 0 [ 0 [} 0 [] [} 0 ] 0 [
May L] [ 7 [ 0 [ [ [ [ [ 0 0 ] 0 0 [
June 28 0 10 4 [ [ [ [ 0 ° ] [ [ [ 0 [
Juy 149 3 16 0 o 0 (] 0 (1] (1] 0 0 (1] [} 0 0
August 149 0 1" o 0 0 [ [ 0 0 [ 0 ] [ [ [
September 150 [} 7] a [ 0 0 0 [ 0 0 0 [ [] [ []
October ] 0 15 [ [ ] [ 0 0 [ [ [ ] [} 0 [
November 1] [ 2 0 ] 0 0 4 ° 0 0 (1] 0 0 [ 0
December 6% 0 %« [ 0 [ 0 0 [ o o 0 [ o 0 0
Janurary (1998} 210 0 151 o [] o [ [ [ 0 0 Q [ ° 0 L]
February 210 0 127 ] ] o 0 [} [} [] [ 0 o [ ] [
March 210 [ 121 [ [ [ ° 0 [ [ 0 0 0 [} 0 0
Hon Operstional Selilanent Oth r Non b dget B dget Insurance Csh Deht ra/ Int rnal It rd part Dp dfien
In esinetts E pemnoes C sh A oml A mmt Suppll rx P ywmt P yment P yments Sal ry Ad enicer Credil v Sellanml Settiemient Fund
3 « 50 i 58 & 63 &8 1 70 n 76 i) il 86 _ _th
Janurary (1898) 0 0 [ ] ° [ 19 23 [ 0 [ 3 0 12
February 0 o 0 0 2 2 23 a1 [ [ [ ° 0 b
March 0 [ [ 0 2 (] 20 41 0 [ o [ [ k1)
Apnl 0 0 0 ° 0 ] " n 0 0 0 o 0 40
May [ 0 0 ° [ [ u 43 0 [ ] 0 0 ]
June [ ] 0 [ 7 H 14 n ] [ 0 [} [ 78
duty 0 0 [ 0 1 5 17 28 o [ ] o 0 7
August 0 ] [ 0 3 1 20 22 [ ¢ Q 0o ] 44
September 0 0 a [ 27 0 0 0 0 0 [ [} [ 0
October [ [ [ [ 2 6 22 40 ] [ ] 0 0 120
November 0 [} [ 0 o [ 17 28 [ o [ 0 [ 3
Decemb ¢ ] [ o [ o 0 0 [ [\ o [ [ o 41
Janurary (1997) 0 0 [ ] 8 7 23 36 [ [ a ° ] EAl
February 0 o a o 4 3 15 39 0 [ [ ] o 97
March [ [ [ [ 2 7 19 49 o 0 0 o o 69
Aprl 0 0 [ ¢ 2 6 17 44 ] ] 0 [ 0 L]
May [ [ [ 0 0 ] 24 39 [ ] 0 0 o 8
June [ 0 [ 0 16 5 18 47 [ 0 0 [} 0 32
July [ 0 ] 0 [ 6 22 39 ] 0 ] [ [ $7
August o 0 [ [ [ 0 17 a0 [ ] 4 [ 0 7
September 0 0 0 0 ] 5 16 39 Q 0 0 [ 0 9t
October [} ° 0 0 [ 0 12 M [ 0 0 ] o a
Navember ] [ [ [ 1 6 23 39 ] [ ° o n 5
December o o 0 0 11 2 21 35 [ o [ 0 o 147
Janurary (1998) 0 0 0 0 14 4 20 53 0 0 (] o o k1]
February [ ] 0 [ (] 5 16 45 [ 0 0 0 0 38
March ] ] L] (1] 7 ) 20 7] 0 o a [} 1] L]
A ot el d mchdad m et )
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Table 9 6
Lviv CHP2
Ukramne Energy Project
Balance Sheet as of
(000 UAH)
ASSETS 1/1/96 174196 177136 1/10/96 1187 14197 11797 110137 1/1/98 1/4138
Long Term Assets
Fixed Assets 10 462 10 465 77083 77083 77 339 77343 77 340 77353 77 353 77 353
Less Accumulated Depreciation 1391 1464 10941 11089 11379 11646 11909 12 566 12 562 13 106
Net Fixed Assets 9071 9001 €6 142 65 994 65 960 65697 65431 64 797 €4 791 €4 247
Assets Under Construction 2173 2189 2270 2290 2545 27 3094 32086 3497 3671
Net Utility Plant 11244 11190 68412 68284 68 505 68 408 68 525 68 003 68 288 67918
Other Property and Investments
Nonutiity Property and [ntangibles 21 38 49 56 56 1128 58 86 79 82
Less Accumulated Depreciation 7 14 16 22 23 21 21 20 32 30
Net Nonutiity Property and Intanglbles 14 24 33 34 33 1107 37 66 47 52
Long Term Financial Investments 0 0 0 0 0 0 0 0 0 4]
Other Non-Current Assets 0 0 4] 0 0 0 0 0 0 0
Total Other Property and Investments 14 24 33 34 33 1107 37 66 47 52
Current Assets
Cash and Short Term Investments 317 94 3 7 19 0 ) 3 10 "
Accounts Recelvable 10 14 19 13 16 16 6 27 0 780
Less Bad Deb! Allowance 0 0 0 [o] 0 4] 0 0 0 0
Net Receivables 10 14 19 13 16 16 6 27 0 780
Inventory 385 404 612 641 413 450 530 1274 838 817
Government Employee and Other Recelvabl 1628 3740 1721 4010 4878 4474 3628 3979 €054 €661
Other Current Assets 1140 1254 2714 €3 1 123 317 714 151 220
Total Current Assets 3480 5506 5069 4734 5327 5063 4489 5997 7053 8 489
TOTAL ASSETS 14738 16720 73514 73 052 73 865 74578 73051 74 066 75 388 76 459
CAPITALIZATION AND LIABILITIES
Stockholder s Equity
Statutary Capital (Net) 10 349 10 349 10349 10 349 10 350 10 349 10349 10349 10 349 10 349
Additionat Capital 0 0 0 0 [} 59 030 59417 59524 59 819 59 993
Reserve Funds 2746 2747 58 889 58 914 58 906 36 35 35 35 77
Retalned Eamings 0 1062 (9186) (2 456) (2138) (2 009) (2 866) (4 965) (5941) (6 555)
Unreatzed Differences ' (1062) 916 2456 2138 2009 2866 4 965 5941 6 555
Total Equity 13 095 13 096 69 238 69 263 69 256 69 415 69 801 69 908 70203 70 419
Long Term Debt 0 0 0 0 0 0 0 0 0 0
Other Long Term Liabllities 0 [} 0 [} 0 0 0 4] 0 [}
Tolal Capitahization 13095 13 096 69238 69263 69 256 69 415 69 801 69308 70 203 70419
Current Liabilitles
Short Term Debt 0 0 61 0 93 [} 41 70 100 80
Accounts Payable 1567 3537 4078 3561 4229 4934 2747 3423 4276 5592
Less Bad Debt Allowance
Net Payables 1567 3537 4078 3561 4229 4934 2747 3423 4276 5592
Wages and Social Insurance Payable 55 65 113 164 223 190 299 453 524 247
Taxes and Mon-Budget Payable 14 15 21 52 63 35 54 83 121 37
Govemment Employee and Other Payable 0 [} 0 1 [} 0 2 107 151 60
Advances from Customers 0 4] 0 0 0 0 0 0 0 0
Other CurTent Liabikties 7 7 3 1 1 4 107 22 13 24
Total Current Liabiiies 1643 3624 4276 3789 4 609 5163 3250 4158 5185 6040
TOTAL CAPITALIZATION AND LIABILITIES 14738 16 720 73514 73052 73865 74578 73051 74 066 75 388 76 459
Urreaized differences represents the unreconcilable difference after conversion of the Ukrainian accounting system into Intemationa! Accounting Stendards




Table 9 7
Lviv CHP2
Financial Ratios
1/4/96 1/7/96 1/10/98 1/1/97 14197 797 1/10/97 1/1/98 1/4/98
Short Term Liquidity
Current Ratio 15 12 12 12 10 14 14 14 14
Collection Rate 21% 43% NA 2% 35% 205% NA 113% 23%
% Accounts Recievable Over 60 Days 17% 89% 0% 07 iy B4% 0% 0% 0%
% Accounts Payable Qver 60 Days 0% 0% 0% 0% (114 0% 0% 0% 47%
Capital Structure and Long Term Solvency
Debt to Equity 03 01 01 01 01 00 01 01 01
Debt to Tota] Asscts 2% 6% 3% 6% 7% 4% 6% 1% 8%
Times Interest Eamed (Casl)
Operating Performance Ratios
Average Ralio of Sales TanfT to Purchase Price (Electrieyty)
Operating Profits to Sales 382% 1204% NA 384% 60% 93 5% NA 595% 293%
Net Unrealized Accounts to Sales 00% 159 7% NA 00% 00% 00% NA 00% 00%
Net Income to Sales 376% 2924% NA 367% 48% 94 4% NA 609% 273%
Asset Utilization
Sales to Current Assels {Anmalized) 21 035 [+ X1] a7 21 08 00 09 11
Sales to Net Utility Plant (Anmalized) 10 00 00 01 02 01 00 01 01
Sales to Total Assets {Anmalized) a7 00 00 00 01 00 00 01 01
Common Size Income Statement (% of Total Sales)
Purchases Cnergy to Sales 00% 00% NA 00% 00% 00% NA 00% 00%
Operating and Mawtenance to Sales 16% 87% N A 55% 19% 46% NA 124% 171%
Fuel to Sales 518% 180 2% N A 128% 156% 136 8% NA 9597 2%
Wages and Social Cost 10 Sales 59% 237% NA 124% 67% 230% NA 114% B5%
Depreciation to Sales 26% 168% NA 309% 98% 291% NA 399% 280%
Operatinig Income to Sajes 382% 129 4% NA 384% 60% 935% NA 5% 253%
Net Incomme to Sales 376% 2924% NA 367% 48% 94 4% NA 60 9% 273%
Common Size Balance Sheet (% of Total Assets)
Accounts Receivahle 01% 00% 00% 00% 00% 00% 00% 00% 10%
Current Assets 329% 69% 65% 72% 68% 6% R1% 94% 1%
Net Fixed Assels 66 9% 93 1% 93 5% 27% 9N7% 938% 9t 8% MR HRR%
Current Liabilities 21 7% 58% 52% 62% 69% 44% 56% 69% 19%
Long Term Liahilities 00% 00% 00% 00% 00% 00% 00% 0nn%g 00%
Equaty 783% 942% 94 8% 938% 93 1% 996% 94 4% i NI1%F
J




payable were aged for the restatement by each business umt However, the net result
would have had insigmficant impact on the balance sheet and the original values were
used All other values were taken from the Ukraiman reported financial statements

Between the first and second quarter of 1996, gross fixed assets increased seven times
due to a revaluation of assets In addition, Assets under Construction remained the same until
the last quarter of 1996 went 1t started to steadily increase until 1998 Management
confirmed that some of the plant was being rehabilitated, but progress had been slow due to
lack of funds to pay for 1t

Current assets increase from 3 3 mullion UAH to 8 5 mullion UAH duning the
period examined Compared to the size of other assets within the current account, cash
balances are almost zero This reemphasizes the severity of the lack of sufficient cash flow
generated As with many of the other segments with the business, the largest current asset
was Government, Employee and Other Receivable It grew from 1 6 to 6 6 million UAH

Equity had a large rise between the second and third quarters of 1996 The
account within equity that increased was the Reserve Funds which 1s the corresponding
account to the increase 1n fixed assets under the fixed asset revaluation mentioned above
It should be noted that the rise was much more significant in the case of this plant when
compared to the other business With the others, the nise in the reserve fund

approximately correspondent with the increase in fixed assets Long term debt was zero
for the entire pertod

As for current liabilities, they increased by three times duning the period of the
restatement Almost all the increase was due to an increase 1n accounts payable Most of
the increase 1n accounts payable 1s arrears to the fuel suppliers

Statement of Changes in Financial Position

Table 9 10 exanunes the cash flow from all financial activities during the year Total
net income for the entire period totaled negative 5 4 million UAH for the 2 Y year examined
The main reason for the loss was the high cost of fuels 1n relation to the sales 1t generated

As for investment activities, both gross assets and work in progress had a large

increase 1n the second quarter of 1996 The increase n fixed assets was caused by the

increase 1n revaluation Other than this correction for inflation, very little investment
occurred

Equity displayed very little vanation durning the period with the exception of an
increase by 10 mullion from the fixed asset revaluation
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Table 9 8
Lviv CHP2

Ukraine Energy Project
Determination and Aging of Accounts Receivable

(000 HRs)
1 2 3 4 5 6 7 8 g
End of 30 Days 60 Days 80 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Totat Without

Revenues Received Balance Balance Balance Balance Write Offs Receivable Write-Offs

Month {000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH) _ {000 UAH)
January (1996) 972 132 840 840 840
February 944 249 944 591 1535 1535
March 911 220 911 944 372 2226 2 226
Apni 514 118 514 911 944 254 2622 2622
May 162 117 162 514 911 827 254 2414 2 667
June 0 56 0 162 514 854 827 1531 2611
July o] 267 0 0 162 247 854 409 2344
August 2 243 (79) 0 0 0 247 (79) 2103
September 1 202 (279) 0 0 0 0 (279) 1903
QOctober 0 20 (300) 0 0 0 0 (300) 1882
November 112 0 (188) ] 0 0 0 (188) 1994
December 754 0 566 0 0 0 0 566 2748
January (1997) 1107 483 1107 83 0 0 0 1190 3372
February 904 240 904 950 0 0 0 1854 4036
March 689 233 689 904 77 0 0 2310 4 492
April 685 1107 685 689 514 0 0 1888 4070
May 222 679 222 685 524 0 0 1431 3613
June 0 70 0 222 685 455 0 1362 3543
July 0 57 0 0 222 629 455 851 3487
August 0 86 0 0 0 136 629 136 3 401
September 0 93 (93) 1] 0 0 136 (93) 3308
October 183 134 (44) 0 0 0 0 (44) 3357
November 586 711 (169) 0 0 0 0 (169) 3232
December 833 972 (308) 0 0 0 0 (308) 3093
January (1998) 819 295 217 0 0 0 0 217 3618
February 707 144 707 73 0 0 0 780 4181
March 728 75 728 705 0 0 0 1433 4834

Sources (8y Column)
1 Actual igures provided by company
2 Defined as actual cash received pius NDC non payments plus (non cash received minus non cash NDC payments} 759
can be used o pay creditors
3 Cofumn 1 Column 2
4 6 Assumed that money paid goes first to the oldest unpaid balance
T Afier 90 days the debt 1s written off and trealed as income to the firm
8 Sumofcolumns3 4 5 and 6
9 Cumulat 15 7 ble without write-offs

This correction discounts non cash transactions to an equivalent value that




Table 99
Lviv CHP2
Ukraine Energy Project
Determination and Aging of Accounts Payable
(000 HRs)
1 2 3 4 S 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Reahization Month Unpad Unpaid Unpaid Unpaid Toatal Without
Expenses Paid Balance Balance Balance Balance Wnite Offs Receivable Write-Offs
Month {000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH)
January (1996) 99 184 (85) (85) (85)
February 134 166 (117) 0 (117) (117)
March 144 164 (137) 0 0 (137) (137)
Apni 136 129 (130) 0 0 0 (130) (130)
May 148 119 (101) 0 ¢} 0 0 (101) (101)
June 212 116 (6) 0 0 0 0 (6) (6)
July 165 87 72 0 0 ¢} 0 72 72
August 161 101 132 0 0 0 0 132 132
September 300 125 300 7 0 0 0 306 306
October 267 392 181 0 ¢} 0 0 181 181
November 235 67 235 114 0 0 0 349 349
December 152 251 152 a8 0 0 0 250 250
January (1997) 255 311 194 0 ¢} 0 0 194 194
February 266 260 200 0 0 0 0 200 200
March 250 488 (38) 0 0 0 0 (38) (38)
Apnil 265 614 (387) 0 0 0 0 (387) (387)
May 249 159 (297) 0 0 0 s} (297) (297)
June 187 94 (204) 0 ¢} 0 0 (204) (204)
July 289 64 21 0 0 o] 0 21 21
August 302 78 245 0 0 0 0 245 245
September 515 56 515 189 0 0 0 704 704
October 124 47 124 515 142 0 0 781 781
November 216 924 73 0 ¢} 0 0 73 73
December 963 439 597 0 0 0 0 597 597
January (1998) 492 109 492 488 0 ¢} 0 980 980
February 447 102 447 492 386 0 0 1325 1325
March 439 91 439 447 492 295 0 1673 1673
Sources (By Column)
1 Actual figures provided by company
2 Actusi figures provided by company
3 Column 1 Column 2
4 6 Assumed that money pard goes first lo the oldest unpaid balance
7 Afler 90 days the debl is wniten off and treated as income fo the frm
8 Sumofcolumns3 4 5 and 6
9 Cumulalive accounts receivable without wnte-offs




Table 910
Lviv CHP2
Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Ukraine Energy Project
144196 47196 1110196 41197 114197 17197 110197 1/1/98 4/1/98
Cash Flow from Operating Activities
Net Income 1062 (1978) (1540) 318 129 (856) (2 099) (976) (614)
Adjustments to Reconclie Net Income to Net Cash Flow
Change in Accounts Receivable {4) (5) 8 3) 0 10 21) 27 (780)
Change in Other Shoit Term Assets (2245) 351 333 (578) 245 572 {1 492) (1076) (655)
Change in Accounts Payable 1970 549 517) 668 705 (2187) 676 853 1318
Change in Other Short Term Liabilittes " 50 91 59 (58) 233 203 144 {441)
Depreciation Expense a0 9479 154 291 265 263 846 18 542
Net Cash Provided by Operating Activities (188} 10416 67 437 1157 (1109) 12 {34) {18)
Cash Flow from Investment Activities
Completed Piant In Service 3) (66 618) 0 {256) (4) 3 (13) [} 0
Change In Construction Work In Progress (16) (81} (20) {255) {168) (383) (112} (291) (174)
Change in Nonutility Property and Intangibles (7 1) @ 0 (1072) 1070 (28) 7 3)
Net Cash Provided by Investment Activities {(36) (66 710) (27) (511) (1242) 690 (153) (284) (477
Cash Flow from Financing Activities
Short Term Loans 0 (61) 61 (93) 93 (a1) (29) (30) 20
Lang Term Loans 1] 0 0 o] 1] 0 0 0 o]
Equity 1 56 142 25 @ 159 386 107 295 216
Net Cash Provided by Financing Activities 1 56 081 86 (100} 252 345 78 265 236
Unrealized Cash Differences * (1062) 1978 1540 (318) (129) B56 2099 976 614
Net Change in Cash {223} {213y 126 {174) 167 (74) (63) (53) 41
Note 1 This t the hzed operating losses that exist within the financial statements differences in accounting systems and
P | errors in bookkeeping due to lack of auditing




10. CONSTRUCTION

The division LvivEnergoBud works on construction projects Orginally established
to build the CHP — 2 plant in 1980, the division was mamtained to continue on other projects
both nside and outside Lviv Oblenergo Only in October 1996 was the division transferred
mto the operations of LvivOblenergo and the restatement reflect this transfer Prior to this
date 1t was owned by the Mimstry of Energy Types of construction projects the division
speciahizes 1n include industrial, housing complexes, roads and heat networks

At the writing of this report 1ts main outside consumer 1s the DobzotvizEnergoBud
(a division of Zakhidenergo generating plant) Other than that, most of the internal work 1s
at the CHP- 1 since the CHP — 2 has been closed down from lack of fuel A major problem
with the work m the past has been the lack of cash payments for work completed Although
some payments have been made using barter arrangements, most of the accounts receivable
has been liquidated by transferring the amount owed to promussory notes At present there
are 213 employees and wage arrears are 1-2 months

Table 10 1 1s the income statement for the construction division Supporting tables
include 10 2 (Other Income and Expenses), 10 3 (Main Production Costs), 10 6 (Aging of
Accounts Recervable) and 10 7 (Aging of Accounts Payable)

Table 10 1 1s the 1996-1998 quarterly restated income statement Although sales are
erratic, they have normally ranged around 1 to 6 milhion UAH The truth may be sales (and
costs) are higher However, due to the extensive use of barter (from electric and heat sales)
in supplying construction materials, some data concerming these transaction has been
undoubtedly lost Based on the size of the division and its relative importance when

compared to electricity, 1t was determune that the time required to find the answers was not
worth the additional expense

The next section in the income statement deals with operational expenses Operating
expenses are the largest expense In a normal quarter, the expense ranges from 2 — 3 mullion
UAH Wages are the second largest cost and they normally range between 06 - 1 million
per quarter The one exception 1s the first quarter of 1997 when the expense had a large drop

to 05 milion UAH Since the previous quarter had a large increase the reason for the erratic
behavior 1s labor was prepard

Based on overall profitability, the company earned a small total profit according
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Table 10 1
Lviv Construction
Ukraine Energy Project
Income Statement for the Period Ending
(000 UAH)
OPERATING INCOME 114196 117196 1/10/96 111197 1/4197 17197 1/10197 1/11/98 1/4198
Sales
Electricity 4] 0 0 0 0 0 0 0 0
Heat 0 0 0 0 0 0 0 0 0
[nternal Transfers \] 0 3 143 2 76 65 75 110
Other Revenues 0 0 100 413 114 69 345 489 283
Total Sales 4} 0 13t 556 116 145 410 564 393
Operational Expenses
Purchased Electricity 0 0 0 0 0 0 0 0 0
Operating Expenses 4} 0 {79) (262) (165) (249) (258) (319) (151)
Fuel and Raw Materials 0 0 0 0 0 0 0 a 1}
Wages & Social Costs 0 0 (32) (90) (48) (63) (77) (79) (65)
Total Operating Expenses 0 0 (111) (352) (213) (312) (335) (398) (216)
Maintenance 0 0 0 (0} (0} (0} {0) {0) 0
Depreciation 0 0 (1) (6) (5) (6) (37) (36) (5)
Tolal Operational Expenses 0 0 [§)] (6) (5) (6) (38) 37 5)
QOperating Income 0 0 18 198 (102) (173) 38 129 173
NON-OPERATING INCOME
Net Non Utility Operating Income 0 0 0 0 0 0 0 0 0
Total Operating Income Before Taxes and Financial Costs 0 0 18 198 (102) (173) 38 129 173
Taxes and Financial Costs
Interest on Long Term Debt 0 0 0 g [ a a 0 0
Unrealized Accounts Receivable 0 0 0 0 0 0 0 54 60
Unrealized Accounts Payable * 0 0 0 0 0 (59) 0 0 (102)
Taxes & Payments 0 o 3) 9 (5) (6) (6) 7 (9)
Tolal Taxes and Financial Cosis 0 0 (3) 9) {5} {65) (6) 47 {51)
NET INCOME 0 0 15 188 (107) (239) 32 176 122
1 It 1s assumed that accounts receivable 90 days or older are written off as bad debt expense
2 |t 1s assumed that accounts payable 90 days or older are written off and treated as income
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to the restatements As stated previously, considering the amount of non-cash transactions

mnvolved 1t 1s difficult to say with any certainty whether the results represent a true financial
picture of the division

Table 10 2 reports the other revenues In the general context of the restatement

model, with its pnimary focus on electricity and heat, this 1s where revenues from the other,
non energy business revenues are reported

The next table, 10 3, outlines the main production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and in normal accounting for Ukraine Within the table are all
the basic accounts used to record costs of production However, discussion of costs will be
made within the context of the restated mncome statement Most of the discussion concerning

cost was completed above when discussing the income statement and the table is provided
for informational purposes

Balance Sheet

Table 10 4 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time thus report 1s being written Both account’s receivable and payable
were aged for the restatement by each business umt However, the net result would have had
nsignificant 1mpact on the balance sheet and the oniginal values were used All other values
were taken from the Ukraiman reported financial statements

Between the first and second quarter of 1996, gross fixed assets increased seven times
due to a revaluation of assets In addition, Assets under Construction remained the same until
the last quarter of 1996 went 1t started to steadily increase until 1998

Current assets increase from 8 mullion UAH to 1 2 million UAH during the period
examuned Compared to the size of other assets within the current account, cash balances
are almost zero They range from almost zero to 05 muillion This reemphasizes the
severity of the lack of sufficient cash flow generated The largest and fastest growing

account is accounts receivable Starting in 1996, the balance grew by a factor of 5 from 2
to 8 milion UAH

Equity had a large nise between the second and third quarters of 1996 due to the
fixed asset revaluation As for current habilities, the company’s total increased from 7 to

1 2 million All of the increase was due to arrears accumulating to short term creditors
These creditors range from suppliers to labor

Tables 10 5 and 10 6 are the aging of aggregate receivables and payables
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Table 10.2
Lviv Construction
Ukraine Energy Project
Indirect Income and Expenses
Indirect Income Other Expenses
Other Outside Internal
Revenues Sales
Month
Janurary (1996) 00 0 0 0
February 00 0 0 0
March 00 0 0 0
April 00 0 0 0
May 00 0 0 0
June 00 0 0 0
July 00 0 0 0
August 00 0 0 0
September 99 8 31 0 0
October 127 8 0 0 0
November 1530 0 0 0
December 1318 143 0 0
Janurary (1997) 38 0 0 0
February 180 2 0 0
March 922 0 0 0
April 126 0 0 0
May 238 36 0 0
June 325 40 0 0
July 00 4 0 0
August 160 5 26 0 0
September 184 8 35 0 0
October 194 5 8 0 0
November 142 2 66 0 0
December 151 8 1 0 0
Janurary (1998) 412 12 0 0
February 126 0 66 0 0
March 116 0 32 0 0
e
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Tables 10 3
I viv Construction
Ukraine Cnergy Project
Maln I roduction Costs

Canstrudion Sp Agraht Low Depr d tlon Transport Cross S rvidng Non Invrstmmt Def rr d

Dp dtm Mutntenan Mt dul Fd Mt riel s LI stock P s h r Tten ALV e Cd E pmes Operation Operatlmns E pm et

Month__ 2 3 [} 6 7 8 9 10 1 [+ &) 16 13 _ _ 3 n _
Janurary (1998) 0 ] ] [ [ 0 0 0 ] 0 0 ] (] [ [ o
Febry ry 0 0 [ [ [ 0 0 ] 1] 0 ] ] 0 0 [ 0
March [ [ [ [ ] o 0 0 1] (1] [ o [ 0 0 0
Apnl [} [] o 0 [} ] ] [] 0 [] 0 [] [] [} [ ]
May ] 0 [ [ [} 0 0 [ 0 0 0 ] 0 [ [} [3
June [ 0 0 [ 0 0 [} 0 [} [} 0 [ [} [ [} 0
July 0 [ L] [] ] ] [ [ [ ] [ o o (] 0 0
August 0 [} 0 < [} 0 [ [ 0 [ 0 L] [ [} 0 [
September 0 L] 38 1 ] [ 0 [ [ (] (] [ ] 0 0 ]
October [} [ 58 1 0 ] 0 0 0 0 0 0 [ 0 [ 0
No ember 0 0 79 [ [ o [} 0 0 0 0 0 0 0 [ 0
December [ 0 & 2 0 [ [ o [} 1 2 [ ° 0 o [
Janurary (1997) 1 L] 2 [ [ [ 0 0 0 1 [ a [ 1] [ o
February 1 0 47 [} [} [ 0 0 0 1 1 0 0 0 0 0
March 1 o 49 0 0 o [} a a o o 0 0 0 0 o
Apri 1 [] 30 1 0 0 0 0 0 2 1 a L] [] a [
May 1 0 94 o 0 0 [} 0 0 1 [ 0 0 0 0 °
June 1 Q 55 o L] a a o L] 1 L] o 0 0 o L]
Suty [ [ 31 2 0 0 [ [ [ 0 1 [ 0 ] [} 0
August 16 ] 49 1 ] 0 0 [ 0 1] ] 0 [} o a a
September 0 L} 19 1 ° o 0 1] 0 1 [} [] 0 [ 0 [
October n 0 108 1 e [} [ 0 ] 1 1 [ 0 [} o [}
November 0 [ 19 1 0 [ 0 o e ] 0 o [ [ [ [
December 4 [} 1) 1 [ [ 0 0 0 1 0 [ 0 0 0 0
Janurary (1898) [ 0 10 1 0 [] 0 [ 0 1 [ [ [ 0 ] []
February [ [} 43 1 ] ] [} L] 0 1 [} o [} [ [} o
March 3 0 16 2z [ 0 0 0 0 1 1 0 0 0 [ 0

Non Operationat Seitlen mt Oth r Non b dget B dget Insursnce Csh Debt ra/ Inl mal Intedprl D pr d tinn
In estments E penses Cash! Accamnt Accmmts S ppt rr P ymmt P yment P yments Sd 1y Advances Credit rs Settiaments Setllement Fund

n 8 2] st 1] 60 &8 8 6 70 n 76 78 7. 8 oh _
Janurary (1986) ] ] ] [] [} 0 0 [} 0 [} [ [} L] L]
February 0 [ 3 o [ [ 0 [ [ [} 0 0 0 [
March [ 0 0 [} 0 [ ] [ 0 [ [ [ 0 0
April [ ] [ 0 [ 0 0 [ 0 ] ] [ 0 n
May [ o [ [ [ [ 0 0 [ 0 0 [} 0 0
June 0 o [ 0 o [} 0 0 [ [} [ [ [ °
July [ 0 0 9 [} ° L] o ] [} [ o n ]
August 0 0 0 [ 0 0 0 [ 0 0 0 [} 0 0
September [ 0 ] 10 1 3 12 20 o 10 ° ° 1 [
October L] [ [\ ” 1 3 n 21 1 o [] L] 1 L]
No ember [ 0 0 135 [ 3 11 20 [} [ o 0 1 0
December 0 L} 0 20 0 2 w 17 1 3 [} 0 1 o
Janurary (1887} Q o [ 7 0 1 4 9 0 1 0 0 0 0
February 0 o 0 1 o 1 s u 0 0 0 0 c [
March o o 0 1t 4 2 6 13 0 2 L] ] L] L]
Aprl 0 0 [ 1 0 2 8 17 0 0 0 [ 0 [
May 0 3 0 ” [ 2 6 13 qQ o 0 0 o 0
June 0 ° ° 19 1 2 5 1 [ E] 0 0 0 0
July 0 [ 0 33 [ 2 L] 22 ] [ 0 [ v 0
August 0 0 ] 11 [] 2 7 16 L] [ ] ] o a
September [} ] [} n 0 2 8 17 [] 5 [] [} 0 0
October [ 0 [ ] 0 2 9 1 [ 3 e 9 [ v
November [ o e 1n o 2 ] 19 0 o 0 [ n 0
December 0 o 0 23 ] 2 ] 21 1 7 0 0 0 0
Janurary (1996) [ ] [ 172 0 1 4 7 [ ° o n o 0
February ] 9 ] 1 ] 2 [} 18 1 [} 0 [] L] 0
Ma ch ] o 0 18 3 3 9 19 0 4 [ 0 ] [}
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Table 10 4
Lviv Construction
Ukraine Energy Project
Balance Sheet as of
(000 UAH)
ASSETS 1/1/96 1/4/96 117196 1/10/96 1N1m7 1/4/137 1797 110/97 1/1/98 1/4/98
Long Term Assets
Fixed Assets 0 0 3338 3338 3338 3338 3337 3339 3340 3TN
Less Accumulated Depreciation 0 0 2081 2091 2104 2113 2122 2168 2152 27208
Net Fixed Assets 0 0 1257 1247 1234 1225 1215 171 1188 1503
Assets Linder Construction 0 0 0 0 0 0 0 0 0 0
Net Uty Plant 0 0 1257 1247 1234 1225 1215 1171 1188 1503
Other Property and Investments
Nonutiity Property and Intangibles 0 0 14 14 14 15 9 23 24 25
Less Accumulated Depreciation 0 0 7 7 8 7 3 3 & 5
Net Nonutility Property and intangibles 0 0 7 7 6 8 3 17 18 20
Long Term Financial Investments ] o] 0 0 0 0 0 0 0 0
Other Nan-Current Assets 0 ] 0 0 0 0 0 [} 0 0
Tolal Other Property and Investments 0 0 7 7 6 8 3 17 18 20
Current Assets
Cash and Short Term Investments 0 0 0 0 ] 0 2 0 48 7
Accounts Receivable 0 o] 388 431 658 300 496 918 699 834
Less Bad Debt Allowance 0 o 0 0 0 Q 0 0 ] 0
Net Recelvables 0 0 388 431 658 300 496 918 699 834
Inventory 0 0 123 188 187 189 208 222 216 191
Government Employee and Other Recelvables 0 0 108 174 184 555 335 283 362 184
Other Current Assets 0 0 0 0 0 1 1 0 1 3
Tolal Cumrent Assets 0 0 619 793 1029 1045 1042 1423 1326 1219
TOTAL ASSETS 0 0 1883 2047 2269 2278 2260 2611 2532 2742
CAPITALIZATION AND LIABILITIES
Stockholder s Equity
Statutary Capltal (Net) 0 0 236 236 236 236 236 236 238 236
Additional Capltal 0 0 0 Q 4] 0 0 0 1083 1398
Reserve Funds 0 0 991 1116 1094 1112 1084 1102 14 0
Retained Eamings 0 0 [ 15 203 96 (142) (110) 66 188
Unrealzed Differences 0 0 (15) (219) (128) 17 110 (94) (290)
Total Equily 0 0 1227 1352 1314 1316 1295 1338 1307 1532
Long Termn Debt 0 0 0 0 0 0 0 0 0 0
Other Long Temn Liabiltes 0 0 0 ] 0 0 0 0 0 0
Total Caprialization 0 0 1227 1352 1314 1316 1295 1338 1307 1532
Current Liabilities
Short Term Debt [} 0 0 0 0 0 ] 0 0 0
Accaunts Payable 0 0 264 236 272 274 338 528 573 515
Less Bad Debt Allowance
Net Payables 0 a 264 236 272 274 338 528 573 515
Wages and Social Insurance Payable 0 0 157 186 223 221 224 178 114 102
Taxes and Nan-Budget Payable ] 0 112 118 172 168 147 108 176 153
Government Employee and Other Payable 0 0 4] 0 165 141 216 247 344 418
Advances from Customers 0 0 0 0 0 ] 0 0 0 0
Other Current Liabihhes 0 0 123 157 123 158 40 212 18 22
Total Current Liabiliies [} 0 656 695 a55 962 965 1273 1225 1210
TOTAL CAPITALIZATION AND LIABILITIES 0 0 1883 2047 2269 2278 2260 2611 2532 2742
Unrealized differences represents the unreconcilable difference after conversion of the Ukrainian accounting system into Intemnational Accounting Standards
-
o
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Table 105
Lviv Construction
Ukramne Energy Project
Determination and Aging of Accounts Receivable
(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write Offs Receivable Write-Offs
Month {000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH)
January (1996) ] 0 4] 0 0
February 0 0 0 0 0 0
March 0 0 0 0 4] 0 0
Apri 0 o 4] 0 0 0 0 0
May 0 0 0 0 0 0 0 0 0
June 0 4] 0 0 0 o 0 0 0
July 0 0 4] 0 0 0 0 0 0
August 0 0 h] 0 0 4] 0 0 0
September 131 70 61 0 0 0 0 61 61
QOctober 128 93 a5 0 0 1} 0 95 95
November 153 131 117 0 0 0 0 117 117
December 275 71 275 46 0 0 0 321 321
January (1997) 4 43 4 275 3 0 v 282 282
February 20 18 20 4 260 0 0 284 284
March 92 201 92 20 4 59 0 175 175
Apnl 13 11 13 92 13 0 59 118 177
May 60 116 60 2 0 (4] 0 62 121
June 72 152 (18) 0 0 0 0 (18) 42
July 4 45 (59) 0 0 0 0 (59) 1
August 186 2 125 0 0 )] 0 125 185
September 220 73 220 53 0 0 v 273 332
October 202 148 202 125 0 0 0 327 387
November 208 77 208 202 47 0 0 458 517
December 153 144 153 208 106 0 0 467 526
January (1998) 53 78 53 153 208 28 0 442 502
February 192 134 192 53 153 74 28 472 560
March 148 227 148 171 0 4] 74 319 481
Sources (By Cofumn)
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) 754 This correction non cash tr to an equivalent value that
can be used to pay creditors
3 Column 1 Column 2
4 6 Assumed thal money paid goes furst to the oldest unpaid balance
7 After 90 days the detit is written off and treated as income o the firm
8 Sumofcolumns3 4 5 and 6
9C ! ble without write-offs
© ]




Table 10 6
Lviv Construction
Ukraine Energy Project
Determination and Aging of Accounts Payable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 80 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Pad Balance Balance Balance Balance Write-Offs Receivable Write-Offs
Month {000 UAH) (000 UAH) (000 UAH) (000 UAH) ____ (000 UAH) {000 UAH) {000 UAH) (000 UAH) {000 UAH)
January (1996) 0 4} 0 4} 0
February 0 0 0 0 0 0
March 0 0 1] 4] 0 0 0
Aprit 0 0 0 0 0 0 0 0
May 0 0 0 0 0 0 4] 0 0
June 0 0 4] 0 0 0 0 4] 0
July 0 0 0 0 4] 0 0 4] 0
August [} 4} 0 0 [} 0 0 [} 0
September 116 70 46 0 0 0 0 46 46
October 110 93 62 0 0 0 1] 62 62
November 130 131 62 0 [} 0 0 62 62
December 127 71 118 0 0 0 0 118 118
January (1997) 58 43 58 75 0 4] 0 133 133
February 79 18 79 58 57 0 0 194 194
March 86 201 79 0 0 0 0 79 79
Apnl 95 11 95 68 0 0 0 163 163
May 130 116 130 47 0 0 1] 177 177
June 99 152 99 25 0 0 0 125 125
July 152 45 152 80 0 1] 0 231 231
August 123 2 123 152 77 0 0 352 352
September 104 73 104 123 152 5 0 383 383
October 178 148 178 104 123 4 5 409 413
November 132 77 132 178 104 46 4 460 468
December 132 144 132 132 138 0 46 402 456
January (1998) 36 78 36 132 132 60 0 360 414
February 88 134 88 36 130 0 60 254 368
March 105 227 105 27 0 0 0 132 246

Sources (By Column)
1 Actual figures provided by company
2 Aclual figures provided by company
3 Column 1 Column 2
46 Assumed lhat money pard goes first lo the oldest unpard balance
7 After 90 days the debl 1s wnilen off and treated as income o the firm
8 Sumofcolumns3 4 5 and 6§
9 Cumulative accounts ¢ ble without write-offs




Although revenues are small, the money expected from them 1s very slow 1n being

recerved from the debtors Based on table 10 6, 1t takes between 6-8 months to obtain
compensation

Statement of Changes in Financial Position

Table 10 8 exammes the cash flow from all financial activities during the year Total
net income for the entire period totaled 2 mullion UAH while under ownership of the
Oblenergo As for investment activities, gross assets had a large increase 1n the second and
third quarter of 1996 The increase 1n fixed assets was caused by the increase 1n revaluation
Other than this correction for inflation, very little investment occurred Equuty display very

little variation duning the period with the exception of an increase by 3 mullion from the fixed
asset revaluation that was added to the reserve account
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Table 10 7
Lviv Construction
Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Ukraine Energy Project
114196 17196 1110196 11197 114197 17197 1110197 111198 411198
Cash Flow from Operating Activities
Net Income 15 188 {107) (239) 32 176 122
Adjustments to Reconcile Net Income to Net Cash Flow
Change in Accounts Receivable (43) {227 358 {196} (422) 218 (135)
Change in Other Short Term Assets 131) (9) (374) 201 39 (74) 201
Change in Accounts Payable (28) 38 2 B84 190 45 (58)
Change in Other Short Term Liabilittes 67 224 5 (61) 118 (93) 43
Depreciation Expense 10 14 8 8 48 {16) 55
Net Cash Provided by Operating Activities {125) as (1) 16 29) 81 106
Cash Flow from Investment Activities
1
Completed Plant In Service 0 0 0 1 2 (1) {371)
Change In Constructian Work In Progress 0 0 0 4] 4] 0 0
Change in Nonutility Property and Intangibles 0 0 (1) 6 (14) m )}
Net Cash Provided by Investment Activities ] 0 (1) 7 (16) 2) (3723
Cash Flow from Financing Activities
Short Term Loans 0 0 0 0 ] 0 0
Long Term Loans 0 0 0 0 0 0 1]
Equity 125 (22 18 (28) 18 3) 298
Net Cash Provided by Financing Activities 125 (22) 18 (28) 18 (3) 299
Unrealized Cash Differences ' (15) (204) 91 246 7N (204) (196)
Net Change in Cash Q [} 0 2 2) 48 41)
Note1 This t the lized operating losses that exist within the financial statements differences in accounting systems and

p | efrors 1 bookkeeping due to lack of auditing
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11. GUARD

This division 1s responsible for providing the securty forces for both the Oblenergo
and Mmenergo n the 5 Western Oblasts The regions are Lviv, Ivianorrankivsk, Zakarpatya
(Vzhgorod), Volyn (Lutsk) and Rivne

From a practical standpomt, the secunty diviston reaches an agreement with the other
facilities on an indvidual basis to provide security at a given plant There are approximately
10-12 agreements However, many of the other firms are in arrears concerming fees for
securnity and the company 1s currently in arrears 4 months with wages

Table 11 1 1s the ncome statement for the security guard diviston Supporting tables
include 11 2 (Other Income and Expenses), 11 3 (Mamn Production Costs), 11 6 (Aging of
Accounts Recervable) and 11 7 (Aging of Accounts Payable)

Table 11 1 1s the 1996-1998 quarterly restated mncome statement Although sales
vary, they have normally ranged between 4 - 5 million UAH The one exception 1s the last
quarter of 1996 when revenues increased to 6 million

The next section 1n the income statement deals with operational expenses For the
most part, the expenses are wages with a very small amount of operating cost Wages
normally average around 15 - 25 mullion UAH each quarter

Table 11 2 reports the other revenues In the general context of the restatement
model, with 1ts primary focus on electricity and heat, this 1s where revenues from the other,
non energy business revenues are reported Table 11 3 are the main costs Cost were
discussed above within the context of the income statement

Balance Sheet

Table 11 4 1s the restated balance sheet for the sector For 1998, first quarter results
are available at the time this report 1s bemng wnitten Both account’s recervable and payable
were aged for the restatement by each busmess umt However, the net result would have had
nsignificant impact on the balance sheet and the onginal values were used All other values
were taken from the Ukramman reported financial statements

Fixed assets are mamnly an office and some office furmture Therefore, the values are
very small Current assets increase from 2 mullion UAH to 2 3 million UAH during the
pertod examuned Compared to the size of other assets within the current account, cash
balances are almost zero This reemphasizes the seventy of the lack of sufficient cash flow
generated The largest and fastest growing account 1s accounts recervable Starting 1n 1996,

the balance grew from 2 to 2 2 million UAH All of 1t 1s arrears due for services rendered
to outside consumers
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Table 11 1
Lviv Guard
Ukraine Energy Project
Income Statement for the Period Ending
(000 UAH)
OPERATING INCOME 114196 117196 1/10/96 11197 114197 17197 1110197 111198 114/98
Sales
Electricity 0 0 0 0 0 0 0 0 0
Heat 0 0 0 0 0 0 0 0 0
Internal Transfers 137 124 137 166 127 122 116 116 116
Other Revenues 324 328 344 422 349 340 322 320 320
Total Sales 461 452 480 588 476 463 439 436 436
Operational Expenses
Purchased Electricity 0 0 0 0 0 0 0 0 0
Operating Expenses 3 (] @) 3) N (3 (1) (10) (3)
Fuel and Raw Materals 0 0 0 0 0 0 0 0 0
Wages & Social Costs (96) (202) (153) (142) (251) (182) (178) (285) (285)
Total Operaling Expenses (99) (209) (160) (145) (258) (185) (179) (295) (288)
Maintenance 0 0 0 0 0 0 0 0 0
Depreciation (33) (2) {0) (0) (15) (55) (8) (19) 3)
Tolal Operalianal Expenses (33) (2) (0} 0) {15) {55) 8) {19) {3)
Operating Income 329 241 320 442 202 223 252 122 144
NON-OPERATING INCOME
Net Non Utllity Operating Income 0 0 0 0 0 0 0 0 0
Total Operating Income Before Taxes and Financial Costs 329 241 320 442 202 223 252 122 144
Taxes and Financial Costs
Interest on Long Term Debt 0 0 0 0 0 0 0 0 0
Unrealized Accounts Recevable ! 0 0 0 0 0 0 169 82 12
Unrealized Accounts Payable ? 0 o] 0 (194) (355) (349) (332) (329) (321)
Taxes & Payments 0 (0) (515) (14) (18) 5 (15) (33) (139)
Tolal Taxes and Financial Costs 0 {0) (515) (209) (373) (345) (177) (279) (348)
NET INCOME 330 241 (195) 233 (7 (122) 75 (158) (203)
Tits assumed that accounts receivable 90 days or older are wnitten off as bad debt expense
2 It1s assumed that accounts payable 90 days or older are written off and treated as income




cjfl‘a

Table 11.2
Lviv Guard

Indirect Income

Ukraine Energy Project

Indirect Income and Expenses

Other Expenses

Other Qutside Internal
Revenues Sales
Month
Janurary (1996) 799 38 0 0
February 106 8 50 0 0
March 1372 49 0 0
April 113 4 4] 0 0
May 113 4 41 0 0
June 1014 4] 0 0
July 114 6 46 0 0
August 114 6 46 0 0
September 114 6 46 0 0
October 140 7 55 0 0
November 140 7 55 0 0
December 140 7 55 0 0
Janurary (1997) 1210 4 0 0
February 114 0 41 0 0
March 114 0 41 0 0
April 1134 41 0 0
May 1134 41 0 0
June 113 4 41 0 0
July 107 8 39 0 0
August 107 8 39 0 0
September 106 8 39 0 0
Qctober 106 8 39 0 0
November 106 8 39 0 0
December 106 8 39 0 0
Janurary (1998) 109 0 39 0 0
February 105 7 38 0 0
March 105 7 38 0 0




Tahles 11 3
Lviv Cuard

Ukraine Fnergy Project

Maln Production Costs

Construdl 1 Sp Agrdailt ¢

Dp dtlon Maintenen Mt rials Fd M teriad P LU estock Pruhd Oih
Month 2 3 s (] 7 ] 9 10 1n
Janurary (1896) 0 L] 0 0 0 0 0 0 0
February o 0 0 0 0 0 [ L] 0
March o [ [ [} [ [ 0 o o
ApHl 0 0 0 0 0 0 [ 0 0
May L] o 0 0 0 0 0 0 0
June 0 [ [ 0 0 0 0 0 0
July o 0 0 [ 0 0 0 ¢ 0
August 0 0 0 0 0 0 0 0 ]
September [ 0 o [] 0 o 0 0 0
October o 0 o L] 0 0 0 [ 0
November 0 ] o 0 L] 0 o 0 a
December o 0 o 0 [} [] [ 0 L]
Janurary (1087) 0 0 0 a 0 0 (] 0 o
February o [} 0 0 0 [ 0 0 0
March [ 0 o 0 0 0 0 0 L]
April 0 0 0 0 [ [} (1] [ 0
May o ° o 0 0 o 0 o 0
June o o 0 0 o 0 0 0 o
Juty 0 0 0 [ 0 [ [ 0 [
August 1] 0 L] 0 4 o [ 0 0
September [} [} 0 0 [ 0 0 0 [
October 0 0 [ o [ 4 [ 0 0
November [ 0 o [ 0 0 o 0 L4
December 0 0 0 0 [ 0 0 o [}
Janurary (1928) [ 0 o 0 0 0 ] 0 o
February [ [3 [ [ 0 [ [ 0 [
March a ° 0 o 0 o 0 o 0

Non Operstional Setanmt Oth r Non b dget Budget Inn rance

In estments Epn es Cah A ool Accmmt S ppli Pment P ymenis P ymeni
N o S0 51 55 ] 65 2] 69
Janurary (1928) L] 0 0 0 0 o 0
February 0 0 0 0 [ 17 7
March 0 0 1 (1] [ 17 19
Aprit 0 [ 1 0 0 7 2t
May 0 [ ] 0 [ 9 19
June o 0 L] L] 0 15 19
July ° [ [ 0 0 0 0
August 0 a 0 L4 0 2 L1}
September 0 0 [ (1] 0 513 19
October 0 0 o [ 0 7 22
No ember 0 0 0 ] 0 0 a
December 0 0 0 [ 0 ] 17
Jan rary (1687) 0 0 0 0 0 L b1
February 0 [ 0 [ 0 8 24
March 0 0 ° 0 0 1 23
Apnl 0 o 0 [ a ] 23
May 0 0 0 a 0 s 19
June o 0 o 0 [} o [
Juy 0 0 0 [ 0 14 22
August 0 0 0 (] 0 1 2
September 0 0 (] 0 0 0 0
October o 0 0 0 3 8 25
November L4 0 ¢ 0 2 B 23
December 0 o [ [} 3 8 25
Janurary (1998) 0 e ° 0 107 8 28
Febru ry 0 0 o 0 3 7 25
March 0 [} 0 o 4 10 2%
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Table 11 4
Lviv Guard
Ukraine Energy Project
Balance Sheet as of
(000 UAH)
ASSETS 1117196 1/4/36 1/7/36 1/10/96 1197 1/4137 17797 1/10/97 1/1/98 1/4/98
Long Term Assets
Fixed Assets 4 4 6 & 6 6 6 6 6 6
Less Accumulated Depreciation 0 0 0 1 1 1 1 1 1 2
Net Fixed Assets 3 3 6 6 5 5 5 5 5 4
Assets Under Construction 0 0 0 0 0 0 0 0 0 0
Net Uity Flant 3 3 6 6 5 5 5 5 5 4
Other Property and Investments
Nanutiity Property and Intanglbles 8 18 18 34 44 148 200 183 222 214
Less Accumutated Depreciation 3 6 8 ] 21 20 70 60 a2 a0
Net Nonutiity Property and Intangibles 1 12 10 25 23 128 130 123 140 134
Long Term Financial Investments 0 0 0 0 [ 0 o 0 0 0
Other Non-Current Assets 0 0 o 0 0 0 0 0 o 0
Total Other Property and Invesiments 6 12 10 25 23 128 130 123 140 134
Current Assets
Cash and Short Term Investments 30 23 4 0 0 45 3 6 1 5
Accounts Receivable 192 454 580 743 1021 1406 1569 1777 1734 2170
Less Bad DeblAllowance 0 0 0 0 0 [ [1] 0 0 4]
Net Receivables 192 454 580 743 1024 1406 1569 1777 1734 2170
Inventory 0 0 0 0 0 4] 0 0 0 ]
Government Employee and Other Recelvables 25 17 1 178 101 12 33 15 29 92
Other Current Assets 1 137 228 184 20 [} 48 a7 1 51
Total Current Assels 247 631 812 1105 1142 1463 1653 1885 1775 2318
TOTAL ASSETS 256 646 827 1136 1171 15696 1788 2013 1920 2456
CAPITALIZATION AND LIABILITIES
Stockholder's Equity
Statutary Capital (Net) 11 1" 1" 11 17 1 11 1 11 11
Additional Capital 0 0 0 0 0 4] o 0 114 115
Reserve Funds " 1" 13 30 ] 119 119 119 7 8
Retained Eamings 0 330 570 375 609 438 316 392 234 31
Unrealized Differences ' (330) (570) (375) (609) (438) (316) (392) (234) (33)
Tolal Equity 23 23 25 41 25 131 130 130 132 132
Long Term Debt 0 0 0 0 0 0 0 0 o [
Other Long Term Liablities 0 0 0 0 0 [ 0 0 0 0
Total Capitaization 23 23 25 La] 25 131 130 130 132 132
Current Liabilities
Short Term Debt 0 0 0 0 0 0 0 0 0 0
Accounts Payable 103 407 550 566 514 516 928 1080 1034 1034
Less Bad Debt Allowance
Net Payables 103 407 550 566 514 516 928 1080 1034 1034
Wages and Social Insurance Payable 108 187 209 347 484 552 603 664 617 647
Taxes and Non-Budget Payable 12 21 39 76 102 124 17 131 121 625
Govemment Employee and Other Payable 0 0 0 0 32 266 o 1 0 0
Advances from Customers 0 0 0 0 0 0 0 0 0 0
Other Current Liabiites 10 3 4 106 13 ] 10 7 16 18
Tolal Current Liabihties 233 623 802 1095 1146 1466 1658 13883 1788 2324
TOTAL CAPITALIZATION AND LIABILITIES 256 646 827 1136 1171 1596 1788 2013 1920 2456
! Unreakzed differences represents the unreconcilable difference after conversion of the Ukratian accounting system into Internationat Accounting Standards
-




Table 11 5
Lviv Guard
Financial Ratios
1/4/96 1/7/96 1/10/96 1/1/97 1/4/97 172197 1/10/97 1/1/98 1/4/98

Short Term Liquidity

Current Ratio 1o 10 10 10 10 Io 10 10 10

Collection Rate 0% 61% 509 9% 2% 271% % 21% 20%

% Accounts Recievable Over 60 Days 0% 0% 8% 2% 48% 7% 46% 46% 49%

% Accounits Payable Over 60 Days 0% 0% 0% 0% 0% 68% 3% 269 260%
Capital Structure and Long Term Solvency

Debt to Equity 276 325 267 4517 112 128 145 115 176

Debt to Total Assets 7% 9% %% 98% 92% 93% 9% 93% 95%

Times Interest Earned (Cash)
Operating Performance Ratios

Average Ratio of Sales TanfT to Purchase Price (Electricity)

Operating Profils to Sales 714% 533% 66 6% 792% 425% 48 2% 574% 279% 331%

Net Unrealized Accounts to Sales 00% 00% 00% 331% 74 7% 755% 756% 754% 136%

Net Income to Sales 5% 533% 40 6% 7% 359% 263% 171% 362% 46 6%
Asset Utilization

Sales to Current Assets (Anmalized) 29 22 17 21 13 11 09 10 [1F ]

Sales to Net Utility Plant (Anmualized) 442 3264 3493 4357 358 9 3700 3510 3487 436 2

Sales to Total Assets (Annualized) 29 22 17 20 12 10 09 09 07
Common Size Income Statemnent (% of Total Sales)

Purchases Encrgy (o Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%

Operating and Mawntenance to Sales 06% 16% 15% 05% 15% 06% 02% 23% 08%

Fuet to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%

Wages and Soctal Cast to Sales 20 8% 446% 318% 242% 528% 9 4% 40 5% 654% 651%

Depreciation to Sales 72% 05% 01% 01% 32% 11 8% 18% 44% 08%

Operating Income to Sales T14% 533% 66 6% 752% 425% a82% 574% 279% 31w

Net Income to Sales 5% 533% 40 6% ®¥1% 359% 263% 171% 362% 46 6%
Common Size Balance Sheet (% of Total Assets)

Accounts Recervable 703% 011% 654% 872% 1% 87 8% 88 3% 3% HR 4%

Current Assets 971% 98 1% 973% 97 5% 91 6% 9N4% 93 6% 924% 94 4%

Net Fixed Assels 0 5% 07% 05% 05% 03% 03% 02% 0% 02%

Current Liabilities 96 5% 0% 96 4% 979% 91 8% 927% 935% 9% 9 6%

Long Term Liabilities 00% 00% 007 00% 00% 00% 00% 0n% 00%

Equity 35% 30% 36% 21% 82% 73% 65% 69% 54%

——




Equity increased between the second and third quarters of 1996 because of the
asset revaluation As for current liabilities, the company’s total increased from 2 to 2 3
million All of the increase was due to arrears accumulating to the short term creditors
These creditors range from suppliers to labor

Statement of Changes in Financial Position

Table 11 8 examnes the cash flow from all financial activities during the year
Total net income for the entire period totaled 3 mullion UAH for the 2 % years examined
in the restatement As for investment activities, gross assets had a large increase n the
second and third quarter of 1996 due to the revaluation Equity displayed very little

variation during the period with the exception of an increase by 3 mullion from the fixed
asset revaluation that was added to the Reserve Account
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Table 11 6
Lviv Guard
Ukrame Energy Project
Determination and Aging of Accounts Receivable
{000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write-Offs Receivable Wnite-Offs
Month (000 UAH}) (000 UAH) (000 UAH) (000 UAH) __{000 UAH) {000 UAH) {000 UAH) ___ {000 UAH) _(000 UAH)
January (1996) 118 123 (5) (5) (5)
February 157 128 24 0 24 24
March 186 117 a3 0 0 g3 93
Apnl 153 112 136 0 0 0 136 136
May 155 95 155 41 0 0 0 196 196
June 143 68 143 128 0 0 0 270 270
July 160 79 160 143 49 0 [¢] 351 351
August 160 75 160 160 116 0 0 436 436
September 160 84 160 160 160 32 0 513 513
QOctober 196 82 196 160 160 78 32 594 627
November 196 76 196 196 160 84 78 636 747
December 196 74 196 196 196 86 84 674 869
January (1997) 165 75 165 196 196 121 86 678 958
February 155 48 155 165 196 148 121 664 1 066
March 155 75 155 155 165 121 148 597 1146
April 154 53 154 155 155 112 121 577 1247
May 154 39 154 154 155 116 112 580 1363
June 154 33 154 154 154 122 116 585 1484
July 147 62 147 154 154 92 122 547 1568
August 147 37 147 147 154 117 92 565 1678
September 145 48 145 147 147 106 117 545 1776
October 145 26 145 145 147 121 106 558 1895
November 145 45 145 145 145 102 121 538 1995
December 145 47 145 145 145 o8 102 534 2093
Januaty (1998) 148 24 148 145 145 121 98 560 2218
February 144 44 144 148 145 101 121 539 2318
March 144 21 144 144 148 124 101 560 2441
Sources (By Column)
1 Actual figures provided by company
2 Defined as actual cash received pius NDC non paymenls plus (non cash received minus non cash NOC payments) 75% This correction {s non cash tr to an equivalent vajue that
can be used to pay crediors
3 Column 1 Column 2
48 Assumed that monay paid goes first to the oldest unpaid balance
7 After 90 days the debt is written off and treated as income to the firm
8§ Sumofcolumns3 4 5 end6
9 Ci ble without wrnte-offs
PR
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Table 11 7
Lviv Guard
Ukraine Energy Project
Determination and Aging of Accounts Payable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable
Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Write-Offs Recetvahle Write-Offs
Month {000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 LAH) {000 UAH) (000 UAH) {000 UAH)
January (1996) 0 123 (123) (123) (123)
February 13 128 (238) ] (238) (238)
March 119 117 (236) 0 4] (236) (236)
April 86 112 (263) 4] 4] a (263) (263)
May 79 95 (278) ] ] (] 0 (278) (278)
June 46 68 (300) Q 0 0 0 (300) (300)
July 0 78 (379) 0 0 4] 1} (79 (379)
August 85 75 (370) 0 Q 0 0 (370) (370)
September 591 84 137 4] 4} [¢] 0 137 137
October 85 82 85 55 0 0 0 140 140
November 0 76 4] 64 0 a 0 64 64
December 75 74 66 0 4] 0 0 66 66
January (1997) 98 75 88 0 0 4] 0 88 88
February 101 48 101 40 0 0 0 141 11
March 92 75 92 66 0 s} 0 159 159
Apnl 148 53 148 92 13 [4] 0 254 254
May 86 39 86 148 67 o] 0 301 301
June 0 33 0 86 148 34 0 268 268
July 96 62 96 0 86 86 34 268 302
August 106 37 106 96 [¢] 439 86 251 371
September 0 48 0 106 48 0 49 153 323
QOctaober 125 26 125 [¢] 106 22 0 253 422
November 102 45 102 125 [} 61 22 288 479
December 120 47 120 102 78 ] 61 300 552
January (1998) 54 24 54 120 102 54 ] 330 581
February (51 44 (51) 54 120 58 54 180 487
March (43) 21 (43) (51) 54 99 58 59 422

Sources (8y Cofumn)
1 Aclual figures provided by company
2 Aclual figures pravided by company
3 Cofumn 1 Column 2
46 Assumed that money pard goes first {o the oldest unpaid balance
7 After 90 days the debt is wntten off and treated as income to the firm
8 Sumofcolumns 3 4 § and 6

9cC lative accounts rec bie without wrife-offs




Table 11 8
Lviv Guard
Ukraine Energy Project
Statement of Cash Flows for the Period Ending

potential errors in bookkeeping due to lack of auditing

Ukraine Energy Project
1/4/96 117196 1/10/96 11197 14197 17197 110187 1/1/98 4{1198
Cash Flow from Operating Activities
Net Income 330 241 (195) 233 “71) (122) 75 (158) (203)
Adjustments to Reconcile Net Income to Net Cash Flow
Change in Accounts Recetvable {262) (126) (163) (278) (385) (163) (208) 43 (436)
Change in Other Short Term Assets (128) 75) (134) 241 109 (69) 21) 72 (113)
Change n Accounts Payable 304 143 16 {52) 1 412 152 (46) 0
Change in Other Short Term Liabilities 86 36 277 102 318 {220) 73 (49) 536
Depreciation Expense 4 2 0 13 (0] 51 (10) 22 (O]
Net Cash Provided by Operating Activities 3 19 4) 27 43 1" {14) 42 {14)
Cash Flow from Investment Activities
Completed Plant in Seivice 0 2) 0 0 0 0 0 0 4}
Change In Construction Work in Progress 0 0 0 0 0 0 0 0 0
Change In Nonutitity Property and Intangibles (9) {0) (16} (1) {103) (52) 17 (39) 8
Net Cash Provided by Investment Activities (9) (3} (16) (11} (103) (52) 17 (39) 8
Cash Flow from Financing Activities
Short Term Loans 0 0 0 o} 0 0 0 o} 0
Lang Term Loans 0 0 0 ] s] 0 0 o} b}
Equity 0 2 16 (16) 108 ) 0 2 2
Net Cash Provided by Financing Activities 0 2 16 {16) 106 n 0 2 2
Unrealized Cash Differences ! (330) (241) 195 (234) 171 122 (75} 158 201
Net Change In Cash {8) {20) ) 0 45 (42) 3 s (6)
Note1 This t the unrealized of g losses that exist within the financial statements differences in accounting systems and
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12. NETWORKADJUSTMENT

This division has three functions, the first 1s the adjustment of electric facilities and
equipment, the second 1s to design high voltage installations and the third to fix and regulate
electric meters to the final consumer Its revenues come from both internal contracts and
outside chients The outside clients consist of western Ukraiman oblasts who formally were
part of the regional network The division 1s also responsible for research and development

One of the projects they have been experimenting with 1s windmulls The division has
approximately 120 employees

Table 12 1 1s the income statement for the network adjustment division Supporting
tables include 12 1 (Other Income and Expenses), 12 2 (Mawn Production Costs), 12 5 (Aging
of Accounts Recervable) and 12 6 (Aging of Accounts Payable)

Table 12 1 1s the 1996-1998 quarterly restated income statement Although sales
vary, they have normally ranged between 2 - 7 milhlon UAH Since the division serves both
internal needs and outsides chents, the ratio of the revenues from each 1s important Over the
restatement period, outside clients normally contribute 2/3°s and internal transfers 1/3 of
revenues However, this relationshup 1s hughly vaniable from quarter to quarter

The next section mn the income statement deals with operational expenses As
expected for a technical division, the major expenses are wages and operating cost Wages,
normally a stable cost, has been highly variable Beginning in 1996, the labor costs were 02
million UAH Throughout the next eight quarters absolute costs has increased until the 1*
quarter of 1998 the cost grew to 14 mullion The cause of the increase 1s both accounting
procedures and adjustments for the cost of living (inflation)

Table 12 2 1s other income and internal transactions In the general context of the

restatement model, with 1ts pnmary focus on electricity and heat, this 1s where revenues from
the other, non-energy business revenues are reported

The next table, 12 3, outlines the maimn production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and in normal accounting for Ukrame Within the table are all
the basic accounts used to record costs of production However, discussion of costs will be
made within the context of the restate income statement Discussion of these costs was made
under the income statement section above
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Table 121
Lviv Adjustment
Ukraine Energy Project

Income Statement for the Period Ending

(000 UAH)
OPERATING INCOME 1/4/96 117196 1/10/96 11197 114197 117197 1110197 1198 1/4/198
Sales
Electricity 0 0 0 0 0 0 1] 0 0
Heat 0 1] 1] 0 0 1] 0 0 0
Internal Transfers 69 188 204 a27 a8 a0 22 865 a4
Other Revenues 172 273 273 246 133 189 348 367 259
Total Sales 241 461 477 673 221 289 370 433 303
Operational Expenses
Purchased Electricity 0 0 0 0 0 0 0 0 0
Operating Expenses 21 {58) (38) (53) (48) (48) (32) (134) (43)
Fyel and Raw Materials a 0 1] 0 0 0 0 0 0
Wages & Social Costs (22) (55) (80) (112) {1086) (142) (139) (168) (144)
Total Operating Expenses (43) {(113) (119) {165) {153) {189) (171) (302) (187)
Maintenance (4) (2) (3) (1) 0 0 (2) (5) (1)
Depreciation (6) 6} (8) (14) {13) {13) (33) (8} (26)
Tolal Operational Expenses (10) (8) {11) (15) {13) (13) (35) (13) (26)
Operating Income 188 340 347 493 55 a7 164 117 89
NON-OPERATING INCOME
Net Non Utility Operating Income 1] 0 0 0 0 0 0 0 0
Total Operating income Before Taxes and Financial Costs 188 340 347 493 55 87 164 117 89
Taxes and Financial Costs
Interest on Long Term Debt 1] 0 1] 0 0 Q a o 0
Unrealized Accounts Receivable 1] 0 0 1] 0 0 0 0 0
Unrealized Accounts Payable 2 0 0 0 (102) (229) (314) 0 (189) (295)
Taxes & Payments 1] (10) un (12) (12) (12) (13) (15) (14)
Total Taxes and Financial Cosls (7 (10) (17) (113) (241) (327) (13) (204) {308)
NET INCOME 181 330 330 380 (186) (240) 151 {87) (219)

' It 1s assumed that accounts receivable 90 days or older are written off as bad debt expense

2 It 1s assumed that accounts payable S0 days or older are written off and treated as income
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Table 12 2
Lviv Adjustment

Ukrame Energy Project
Indirect Income and Expenses

Indirect Income

Other Expenses

Other Outside Internal
Revenues Sales
Month
Janurary (1996) 534 16 0 0
February 56 3 38 0 0
March 620 16 0 0
April 882 24 0 0
May 935 38 0 0
June 913 125 0 0
July 888 34 0 0
August 917 102 0 0
September 930 67 0 0
October 857 67 0 0
November 773 66 0 0
December 835 293 0 0
Janurary (1997) 413 17 0 0
February 451 64 0 0
March 46 8 7 0 0
April 54 8 11 Q 0
May 302 24 0 0
June 114 2 56 0 0
July 336 15 0 0
August 104 2 | 0 0
September 210 7 6 0 0
Octaober 1145 2 0 0
November 97 3 7 0 0
December 155 6 57 0 0
Janurary (1998) 730 4 0 0
February 939 1 0 0
March 923 39 0 0




Tables 12 3
Lviv Adjustment
Ukraine Energy Project
Main Production Costs
Cot struction Spare Agrcult Low- alu D ped tlon Tren port C = S midng Nen In estment Def rd
D pred ton Malntenanee Mat rial Fuel M ¢t rad P U estock Pod ds ok Htm o 1V Hem C st E pen Operatlon Operation Epnes
Month 2 3 $ 6 7 ] 9 __ 10 1 12 n 16 1’ _1» 0 M
Janurary (1996) [] [} 1 [ Q [ ] ] [} [] 1 o ] [] 0 [}
February 1 [ 0 0 0 4 0 0 [ [ 3 0 ° [ [} [
Mareh 1 0 [) 0 o 0 0 [ 0 0 0 0 0 0 0 [}
April 1 [ [ [ 0 0 0 0 0 [} [ [ [} 1 0 0
May 1 [ 1 0 0 2 0 ° [} 0 0 [ [ 0 0 [
June 3 [} [) 0 [ [ 0 ] [ 0 0 (4 [ [ 0 0
July 2 [ t [ [ 3 0 0 0 [} [} [} 0 0 ] °
August 3 [ ° ° [ 0 o 0 [ 0 0 [ 0 0 0 0
September 3 ] [] [ 1] [ [ L] 0 0 [ 0 0 o 0 a
October 4 0 1 [ 0 [ [ 0 0 [ 0 0 0 [ 0 [}
November 4 0 0 [ a 1 ° ° 0 [} 0 [ 0 0 [ [
Dacember q [4 3 [ [ 0 [ [ [ 0 [ ¢ ] 0 0 0
Janurary (1897) 4 0 0 [ 0 o 0 0 0 [ [ 0 0 [ ] 0
February 4 [ 0 0 [ 0 ] 0 e ° 0 [ [ [} [} 0
M rch 5 0 [ 0 0 0 0 [ 0 0 [ [} [ [ [} 0
Apri ] 0 0 0 [} 0 0 0 0 0 o [ [ 0 [ [
May 4 ] [] ] 0 [] 0 0 0 [ [} o 0 ] [} 0
June 4 0 [ [ o 0 [ 0 [ 0 0 [ 0 0 [} 0
July 4 ] 0 [ [ [ [ 0 4 [ [ [} 0 [ 0 °
August [ 0 3 [] 0 2 0 Q 0 ] [} [] L] [} ? ]
September o) [ o ] 0 [ [ 0 [] L] o 0 0 [ a 0
October 4 0 0 0 [ 0 4 ] 0 [ 0 0 0 0 0 0
November 2 2 3 [ k] 0 0 0 0 [ [} 0 0 0 0 [
December 2 0 2 Q ° 3 ] [} 0 0 [ 0 0 0 0 0
Janurary (1898) 1t a [ [ o 0 0 0 0 0 [ a 0 0 Q L]
February 7 0 [ ] [ 0 0 [ o ] [] 0 a o L] 0
March L] [ 0 0 0 1 L} ] o [ 0 0 0 0 [ 0
Non Operational Seltlanmt ol r Non hudget R dget Invurance Cesh Teht ro/ Int mat Inlerd p st Depredailon
In estn ent E pm C &' A count Account Suppl re P ynent P ymmta P ymels Salary Advances C cdit Settlar ent Seftlanent Fund
3 o s 51 55 60 63 & 6 70 7 7% 7 7 86 _Othy_
Janurary (1896) ] [ 2 4 [ 0 7 0 L] 4 0 L] 1 0
Febrvary [} [] 2 ] ] [] s ] 1 [ 0 0 0 ]
March [ [} 2 [ 0 7 9 1 0 0 ] [ [ 10
Aprd o o 2 0 0 3 9 1 [ 28 o o L] L]
May 0 ° 1 1 [ 4 10 0 1 [ [ [ 0 0
June ] o 3 o D] 3 9 26 0 18 [ 0 o o
July [} ] 3 L] o L] 9 21 o 11 Q9 a A i+
August 1] Q 1 [ [ 4 1 2 [ 10 o 5 ] a
September [] ] ] [ 3 4 5 “u ] 8 ] 0 L] n
October [ 0 0 0 1 3 10 29 0 10 0 [} Q a
November 0 0 [ t 2 a 1 30 0 2 [} 0 n [\
December 0 [ 0 2 0 4 1 b3 0 17 1 0 0 0
Janurary (1997) e 0 [] 0 1 4 10 29 [] 8 0 n a n
February [ [ ¢ 1 1 3 10 23 0 21 0 [ 0 0
March [ 0 0 o [} 4 10 28 [} 15 [ 0 [} [
Apri 0 0 0 0 o 4 12 3s 0 17 [ 0 0 6
May 0 [ 0 0 0 4 1 13 o n 0 0 0 [
June [ 0 1 0 0 ] 14 17 0 18 0 0 0 75
July [ [ o 0 0 2 n a1 o n [ 0 o 1
August [ [ 0 0 0 n 13 18 o 1" L] o [ 0
September Q 0 1 0 1 10 12 3 [] 2 0 0 [] 0
October 0 [ ] [] 1 4 13 3 1] 12 0 [] 0 114
November [ 0 0 0 1 ] n 70 0 12 0 @ ° M
December q [ [ 0 [ 3 18 12 0 o L] n o 159
Janurary {1688) 0 [ 0 [} [ 4 13 3 [ 9 0 0 a 73
February o 0 o 0 1 4 17 36 0 1 0 o ) 3
March e 0 a [ [ 3 n 36 o 17 [ 0 0 "
! A oot it bt o §
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Balance Sheet

Table 12 4 1s the restated balance sheet for the sector For 1998 first quarter results
are available at the time this report 1s being written Both account’s receivable and payable
were aged for the restatement by each business unit However, the net result would have had
msignmficant impact on the balance sheet and the onginal values were used All other values
were taken from the Ukraiman reported financial statements

Current assets increase from 2 mullion UAH to 1 8 millon UAH during the pertod
exammed Compared to the size of other assets within the current account, cash balances
are almost zero This reemphasizes the seventy of the lack of sufficient cash flow
generated The largest and fastest growing account 1s accounts receivable Starting in

1996, the balance grew from 2 to 2 2 million UAH All of it 1s arrears due for services
rendered to outside consumers

Equity increased due to the revaluation Most of the increase was included in the
Reserve Funds which 1s the corresponding account to the increase in fixed assets under the
fixed asset revaluation mentioned above As for current habilities, the company’s total
mcreased from 2 to 2 3 mullion All of the increase was due to arrears accumulating to
the short term creditors These creditors range from suppliers to labor

Statement of Changes in Financial Position

Table 12 8 examunes the cash flow from all financial activities during the year Total
net income for the entire nine quarters totaled 6 milhon UAH As for investment activities,
gross assets had a large increase in the second and third quarter of 1996 The increase in
fixed assets was caused by the mncrease in revaluation Other than thts correction for inflation,
very hittle mvestment occurred Equity display very little vanation during the period with the

exception of an increase by 3 mullion from the fixed asset revaluation that was added to the
reserve account
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Table 12 4
Lviv Adjustment
Ukraine Energy Project
Balance Sheet as of
(000 UAH)
ASSETS 11/96 1/4/96 17196 1/10/96 1197 14197 1737 1110/97 1/1/98 1/4738
Long Term Assets
Fixed Assels 2702 2706 2049 2053 2053 2053 2055 2059 2245 2289
Less Accumulated Depreciation 680 77 638 647 660 673 686 718 595 621
Net Fixed Assets 2021 1989 1411 1406 1394 1380 1370 1341 1650 1668
Assets Under Construction 0 0 0 0 [¢] 0 k] 201 0 19
Net Uliiity Plant 2021 1989 1411 1406 1394 1380 1463 1542 1650 1687
Other Property and Investments
Nonutility Property and Intangibles 115 108 137 13 15 18 20 22 24 23
Less Accumulated Depreciation 6 14 17 1 2 3 3 3 6 6
Net Nonutility Property and Intangibles 110 94 120 12 12 15 17 19 18 17
Long Term Financial Investments 0 0 0 0 0 [¢] [¢] 0 0 0
Other Non-Cument Asssts 0 0 0 0 0 0 0 0 0 o}
Total Other Property and Investments 110 94 120 12 12 15 17 19 18 17
Current Assets
Cash and Short Term Investments 104 89 a5 10 30 13 47 a7 1 33
Accounts Recelvable 909 1094 500 181 161 205 264 385 565 660
Less Bad Debt Allowance [¢] 0 0 0 [¢] 0 0 0 0 0
Net Receivables 909 1094 500 181 161 205 264 385 565 660
inventory 167 155 200 23 260 676 819 879 191 203
Govemment Employee and Other Receivables 0 4 0 0 144 256 266 24 133 74
Other Current Assets 9 439 754 45 2 32 a9 59 1 22
Total Current Assets 1189 1780 1549 259 598 1181 1434 1384 891 892
TOTAL ASSETS 3320 3863 3080 1677 2004 2577 2914 2945 2559 2696
CAPITALIZATION AND LIABILITIES
Stockholder s Equity
Statutary Capital {Net) 1422 1422 142 142 142 142 142 142 142 142
Additional Capltal o} 0 0 0 0 0 0 0 0 0
Reserve Funds 827 B40 130 1304 1558 1994 2220 221 1 800 1811
Retained Eamings 0 181 511 841 1220 1034 794 946 858 639
Unrealized Differences ' (181} (510) (841) (1220) (1035) (794) (945) (872) (639}
Tatal Equity 2249 2262 273 1446 1700 2136 2362 2413 1928 1953
Long Term Debt 0 0 0 o} 0 0 0 0 0 0
Other Long Term Liabiities 0 0 0 0 0 0 0 0 0 0
Tolal Capilalizalion 2249 2262 273 1446 1700 2136 21362 2413 1928 1953
Current Liabilities
Short Term Debt 0 0 0 0 0 0 0 0 0 0
Accounts Payable 624 958 1654 30 40 178 265 228 265 291
less Bad Debt Allowance
Net Payables 624 958 1654 30 40 178 265 228 265 291
Wages and Social Insurance Payable 295 546 09 144 176 209 215 219 237 289
Taxes and Non-Budget Payable 66 85 208 38 52 54 52 55 54 100
Government Employee and Other Payable 9 1" 10 1 1 0 0 1 1 1
Advances from Customers 0 [¢] 0 0 0 [+] 0 [¢] 36 [¢]
Qther Current Liabiites 78 1 27 18 a5 1 20 29 38 62
Total Current Liabiliies 1072 1602 2807 23 304 441 552 532 631 743
TOTAL CAPITALIZATION AND LIABILITIES 3320 3863 3080 1677 2004 2577 2914 2945 2559 2696
Unreakized differences represents the ueconcilable difference after conversion of the Ukrainian accounting system into International Accounting Standards
3
)




Table 12 5
Lviv Adjustment
Fmanacial Ratios
1/4/96 1/7/96 1/10/96 11197 1/4/97 171197 1/10/97 1/1/98 1/4/98
Short Term Liquidity
Current Ratio tl 06 11 20 27 26 26 14 13
Collection Rate 135% 53% 4% 30% 1oy 7% 43% 36% 38%
% Accounts Recievable Over 60 Days 0% 0% "% 3% 69% 187 % 45% 2%
% Accounts Payable Qver 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%
Capital Structure and Long Term Solvency
Debt to Equity 07 103 02 02 02 02 02 01 04
Debt to Total Assets 41% 9% 4% 15% 17% 19% 18% 25% 287
Tunes Interest Eamed (Cash)
Operating Performance Ratlos
Average Ratio of Sates TanfT to Purchase Price {Electricity)
Operating Profits to Sales 780% 738% 7% 733% 249% 300% 43% 271% 29 5%
Net Unrealized Accounts to Sales 00% 00% 00% 151% 103 6% 1087% 00% 437% 974%
Net Income to Sales 752% 5% 69 1% 56 5% 843% 830% 40 9% 202% 724%
Asset Utilization
Sales to Current Assels (Anmualized) 05 12 74 45 07 08 11 19 12
Sales to Net Utility Plant (Anmualized) 05 13 14 19 06 08 10 1o 07
Sales to Tolal Assets (Anmalized) 02 06 11 13 03 04 0s 07 04
Common Size Income Statement (% of Total Sales)
Purchases Energy to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Operatig and Masntenance to Sales 72% 122% 74% 78% 210% 165% 81% 29 8% 139%
Fuel to Sales 00% 00% 00% 00% 00% 00% 00% 00% 0%
Wages and Social Cost to Sates 92% 120% 169% 166% 481% 490% 376% 389% 47 7%
Depreciation to Sales 25% 13% 17% 20% 60% 45% 90% 19% B5%
Operatug Income to Sales 780% 7387 27% 733% 249% 300% 44 3% 271% 29 5%
Net Income to Sales 752% 5% 69 1% 56 5% 843% 8310% 409% 202% T24%
Commeon Size Balance Sheet (% of Total Assets)
Accaunts Receivahle 283% 162% 108% 81% 9% 90% 131% 21% 24 5%
Current Assels 46 1% 503% 154% 29 8% 458% 492% 470% M8% 6 8%
Net Fixed Assets 51 5% 458% 838% 69 5% 536% 02% 24% 64 5% 626%
Current Liabilities 41 5% 1% 138% 152% 171% 1B9% 181% 247% 27 6%
Long Term Liabilities 00% 00% 00% 00% 00% 00% 00% 00% nog
Equity 58 5% 89% B62% 84 8% 829% R 1% 819% 753% 724%
s
=
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Table 12 6
Lviv Adjustment
Ukraine Energy Project
Determination and Aging of Accounts Receitvable

(000 HRs)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Recejvable
Total Realization Month Unpaid Unpaid Unpad Unpard Total Without
Revenues Received Balance Balance Balance Batance Write Offs Recelvable Write-Offs
Month {000 UAH} (000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH) (000 UAH) {000 UAH)
January (1996) 69 108 (39) (39) (39)
February 94 113 (58) a (58) (58)
March 78 104 (84) 0 0 (84) (84)
April 113 94 (66) [4] 0 0 (66) (66)
May 132 84 (18) 0 0 0 0 (18) (18)
June 216 65 134 a 0 4] 0 134 134
July 123 66 123 68 0 0 0 191 191
August 194 66 194 123 2 0 0 318 319
September 160 80 160 194 45 0 0 399 399
October 153 72 153 160 167 0 [} 480 480
November 144 65 144 153 160 102 0 558 558
December 376 62 376 144 153 98 102 771 873
January (1997) 58 94 58 376 144 59 98 637 837
February 109 72 109 58 376 72 59 615 874
March 54 78 54 109 58 298 72 519 850
April 66 93 66 54 74 0 298 194 822
May 54 58 54 66 54 16 0 189 818
June 170 7 170 54 48 0 16 272 17
July 49 51 49 170 51 0 0 270 915
August 105 53 105 49 168 0 0 322 967
September 216 54 216 105 49 114 0 484 1129
October 116 51 116 216 103 0 114 436 1195
November 104 28 104 116 216 75 0 512 1271
December 212 75 212 104 116 141 75 574 1408
January (1998) 77 34 77 212 104 82 141 475 1451
February 95 33 95 77 212 71 82 455 1513
March 131 48 131 95 77 164 71 467 1596

Sources (By Column)
1 Actual figures provided by company
2 Defined 8s actual cash received plus NDC non payments plus (non cash received minus non cash NDC paymenis) 75% This correction discounts non cash transactions io an equivalent value that
can be used to pay creditors
3 Column 1 Column 2
46 Assumed that money pard goes first to the oldest unpaid balance
7 After 90 days the debt 1s wnitlen off and trealed as income to the firm
8 Sumorcolumns3 4 § and 6
g C le without write-offs




Table 127
Lviv Adjustment
Ukraine Energy Project
Determination and Aging of Accounts Payable
(000 HR's)
1 2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Recelvable
Total Reahzation Month Unpaid Unpaid Unpaid Unpard Total Without
Expenses Paud Balance Balance Balance Balance Wriite-Offs Receivable Wite-Ofts
Month {000 UAH) (000 UAH) (000 UAH) {000 UAH) (000 UAH) {000 UAH) (000 UAH) (000 UAH) {000 UAH)
January (1996) 19 108 (89) 89) (89)
February 20 113 (182) 0 (182) (182)
March 31 104 (255) 0 0 (255) (255)
April 42 94 (308) 0 0 0 (308) (308)
May 28 84 (364) 0 0 0 0 (364) (364)
June 62 65 (367) 0 0 4] 0 (367) (367)
July 58 66 (375) 0 0 0 0 (375) (375)
August 52 66 (389) 0 0 0 0 (389) (389)
September 37 80 (432) 0 0 0 0 (432) (432)
October 60 72 (443) 0 0 0 [1] (443) (443)
November 70 65 (438) 0 0 0 0 (438) (438)
December 61 62 (439) 0 0 0 0 (439) (439)
January (1997) 51 94 (482) [1] 0 0 0 (482) (482)
February 64 72 (490) 0 0 [1] 0 (490) (490)
March 63 78 (505) 0 0 0 [1] (505) (505)
Apnl 67 93 (531) 0 0 0 0 (531) (531)
May 64 58 (526) 0 0 0 0 (526) (526)
June 3 71 (593) 0 0 0 0 (593) (593)
July 27 51 617) 0 0 [1] 0 (617) 617)
August 73 53 (592) 0 0 0 0 (592) (592)
September 81 54 (564) 0 0 0 0 (564) (564)
October (47) 51 (662) 0 0 0 0 (662) (662)
November 351 28 (339) 0 0 0 0 (339) (339)
December 117) 75 (531) 0 0 0 0 (531) (531)
January (1998) (2) 34 (567) 0 0 0 o] (567) (567)
February 3 33 (597) 0 0 0 0 (597) (597)
March 8 48 (637) 0 0 0 0 (637) (637)
Sources (By Column)
1 Actual figures provided by company
2 Aclual higures provided by company
3 Column 1 Column 2
4 6 Assumed that money paid goes first to the oidest unpaid balance
7 After 90 days the debf is written off and treated as icome (o the firm
8 Sumofcolumns3 4 5 and 6
9 C lat ts s ble without write-offs
=
S
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Table 12 8
Lviv Adjustment
Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Ukraine Energy Project
1/4196 117196 1/10/96 111197 14197 117197 1/10/97 111198 4i1/98
Cash Flow from Operating Activities
Net Income 181 330 330 380 (186) {240) 151 {97) (219)
Adjustments to Reconciie Net Income to Net Cash Flow
Change in Accounts Receivable (185) 504 319 20 (43) (59) (122) (180) (95)
Change in Other Short Term Assets {421) (357) 886 (339) {557) (160} 162 637 26
Change in Accounts Payable 334 696 (1 624) 10 138 87 (37 37 26
Change in Other Shart Term Liabihties 196 510 (953) 63 ()] 24 17 62 86
Depreciation Expense 45 (76) @) 14 14 13 33 (120) 26
Net Cash Provided by Operating Activities {32) 1367 {1317) {232) {450) {95) 52 436 69
Cash Flow from Investment Activities
Completed Plant In Sevice 4 657 (4) () 0 @ @) (186) (44)
Change In Construction Work In Progress Q 0 0 0 0 (93) (108) 2m (19)
Change In Nonutility Property and Intangibles 7 (28) 124 2 {4) (2) 2 2) 1
Net Cash Provided by Investment Activities 3 628 120 {2} (4) (97) {114) 13 {62)
Cash Flow from Financing Activities
Short Term Loans 0 v} 0 a 0 a a 0 0
Long Term Loans [+} 0 0 0 0 a 1} 0
Equity 13 (1 989) 1174 254 437 226 51 {471)
Net Cash Provided by Financing Activities 13 (1589} 1174 254 437 228 81 471)
Unrealized Cash Differences * (181) (329) (330) {380) 186 240 (151} 73 233
Net Change in Cash (16) 6 (85) 20 {17) 34 (10} (36) 32

Note 1 This account measures the unrealized operating losses that exist within the financial statements differences in accounting systems and
potential errors In bookkeeping due to lack of auditing

™




13. ADMINISTRATION

Thus division has the function of overseeing the entire range of busmesses under Lviv

Oblenergo It 1s mainly an admimstrative body where the senior management and central
accounting functions are performed It does not generated any income

Table 131 1s the consohdated income statement for admumstration division
Supporting tables nclude 13 2 (Other Income and Expenses), 13 3 (Mam Production Costs)
13 6 (Aging of Accounts Receivable) and 13 7 (Aging of Accounts Payable)

Table 13 11s the 1996-1998 quarterly restated income statement Revenues consist
only of internal transfers to cover costs From the begmning of 1996 until the last quarter of
1997 the nternal transfers needed to cover costs declined from 4 mulhon UAH to [4
mullion For the first quarter of 1998 the money required increased to 5 mllion

The next section 1n the income statement deals with operational expenses For the
most part, the expenses are wages and operating cost Wages, normally a stable cost, can be
divided into two separate time periods For 1996, the cost average around 09 mullion UAH
Beginning 1n 1997, the cost increased to 16 mullion and then gradually declined to 1ts
previous level in 1996 The reason for the changes in wage levels are accounting changes
(1996) and inflation (throughout the entire restatement period)

As for operating costs, for most of the quarters the cost averaged around 3 mullion
UAH Three quarters were the exception where 1t was lower by at least half All other costs
were small

Table 13 2 reports the other revenues In the general context of the restatement
model, with 1ts pnimary focus on electricity and heat, this 1s where revenues from the other,

non-energy business revenues are reported For admumstration all the revenues are internal
transfers

The next table, 13 3, outhnes the mawmn production costs associated with the company
The format of the table follows the format used within the generally accepted practices found
both within the power sector and in normal accounting for Ukraine
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OPERATING INCOME

Sales
Efectrcity
Heat
Internal Transfers
Other Revenues

Total Sales

Operational Expenses
Purchased Electricity
Operating Expenses
Fuel and Raw Matenals
Wages & Social Costs
Tofal Operating Expenses

Maintenance
Depreciation
Tolal Operalional Expenses

Operating Income
NON-OPERATING INCOME
Net Non Utility Operating Income
Tatal Qperating Income Before Taxes and Financial Costs
Taxes and Financial Costs
Interest on Long Term Debt
Unrealized Accounts Receivable '
Unrealized Accounts Payable

Taxes & Payments
Total Taxes and Financial Costs

NET INCOME

114196

386

owoo

396

(187)

(81)
(228)

(5)
5)

163

T oo

(8)

154

Table 13 1

Lviv Administration

Ukraine Energy Project
Income Statement for the Period Ending

(00D UAH)
10796 111096
0 0
0 0
3 357
0 0
3n 357
0 0
(350) (309)
0 0
(98) (108)
(448) {418)
0 0
(1 (18)
(1) (18)
(148) (79)
0 0
(148) (79)
0 0
0 0
0 0
(12) (16)
(12) (16)
(160) (95)

11197

(273)
(87)
{360)
{13)
(13)

(118)

(47)
(47)

(165)

114197

6

o=00

216

(346)
0

(160)
(505)

2)
(10)
(13)

(302)

(302)

@ w
88000

(212)

117197

5

o~NOOo

175

(148)
(184)
(328)
(6)
(6)
(158)

(124)
(124)

(283)

1/10/97

(320)

(125)
(445)

(0)
(1)
(11

(327)

(37
(37)

(364)

111198

g

owoo

139

(368)
[

{71)
{439)

(1)
(20)
(21)

(321)

(74)
(74)

(395)

14198

0

oNO O

520

(54)
0

(149)
(203)

(7
(20)
27

290

(26)
(26)

264

it 1s assumed that accounts recelvable 90 days or older are written off as bad debt expense

2 it 1s assumed that accounts payable 90 days or older are written off and treated as income




Table 13 2
Lviv Admimstration
Ukramne Energy Project

Indirect Income and Expenses

Indirect Income

Other Expenses

Other Outside Internal
Revenues Sales
Month
Janurary (1996) 00 129 0 0
February 00 117 0 0
March 00 150 0 0
April 00 117 0 0
May 00 139 0 0
June 00 55 0 0
July 00 87 0 0
August 00 153 0 0
September 00 117 0 0
October 00 98 0 0
November 00 89 0 0
December 00 68 0 0
Janurary (1997) 00 62 0 0
February 00 71 0 0
March 00 83 0 0
April 00 67 0 0
May 00 71 0 0
June 00 37 0 0
July 00 40 0 0
August 00 56 0 0
September 00 34 0 0
October 00 51 0 0
November 00 31 0 0
December 00 57 0 0
Janurary (1998) 00 164 0 0
February 00 210 0 0
March 00 146 0 0




Tables 13 3

Lviv Admimstration
Ukraine Energy Project

Main Produciion Costs

Consiruction Spr Apriculi Low alu Dp dilon Tran port
Dp dtln Main(enan M t Hals Fd Mat rial Prt U estock Produc Oth Ttem of LV lten C stc
Month 2 3 5 ] 7 8 9 10 11 12 3 1{]
Janurary (1986) 0 0 0 0 [] o o [ ] [ 0 a
February [ [ 3 o [ ] L] [ [ o 0 0
March [3 0 5 [ 0 0 [ 0 0 [ 4 [
Apnd 0 ] 1 a Q [ o ] 0 ] ] 1]
May [ ] 17 0 [ 0 0 ] [ ] (1] []
June 0 o u [} 0 o ° 0 [ 0 Hy [
July 0 [ 9 [ ] [ [ 0 [} [ 4 [}
August t Q 10 o o 0 0 0 [ [] 12 [
September a [ 3 o [ o 0 [ 0 [ o 0
October 2 [ 0 a 0 0 0 0 [ [ 3 0
November 2 0 6 0 [} 0 [ [} 0 ] 0 o
December 3 0 ] 0 0 [ ] 0 o 1 3 [
Jamsary (1987) 2 0 7 0 0 [ o ] ] ] 0 a
February 2 0 7 0 0 0 0 0 0 ] 3 0
March 2 0 3 ] 0 2 [} 0 ] 0 1 °
Aprit 2 0 [ 0 0 ] 0 0 [} [ [} [
May 1 o 0 0 o ] L] [ 0 [ 1 ]
June 1 0 9 ] 0 0 0 0 0 0 1 [
July 0 0 26 [ [ o Q 0 a 0 1 [
August s [} 0 0 0 0 0 0 [ [ 0 [}
September 4 0 20 0 0 [ 0 0 [ 0 1 0
October 4 0 [} 0 [] 1 0 0 [ 1 2 [
No ember s 0 [ o ¢ 0 ° [] L] 0 0 o
December 9 0 0 0 [} 0 o 0 0 o 0 o
Janurary (1998) 3 0 1 [ L] 1 ] ] 0 0 2 [
February 4 0 1 0 o k] o ° 0 L] 1 0
March L] Q 2 L} o 4 [ 0 [ [ 4 [}
Non Operationad Sritlonemt Oth ¢ Won budget B dget Insursnce Cash Debt v/
In cstmmts Expenses C sh Aceount Accounis S ppl P yment P ymemls P yments Sal ry Ad moex Credit s
pr] o 50 51 5 60 65 & (1) 70 7t 76
Janurary (1898) 0 L] 0 1 o 0 [ 17 [ 3
February L] o o L] 1 4 5 15 o &
March o 0 [ 9 1 4 10 29 [ 104
Apri 0 [ [} 6 ] 3 7 21 (] 6
May [} 0 o 17 1 4 11 1] [ 146
June [ [ 0 w 1 3 9 27 ] 2]
July [ [ 0 19 1 s 10 29 [ 63
August 0 0 ] 2 4 1 8 21 ] 64
S ptember 0 0 0 19 1 3 10 n 0 108
October 0 o a 11 9 6 12 1 0 3
November [ 0 0 14 12 6 1 3l 0 50
December [ 0 0 “ 10 5 [} 1 o 34
Janurary (1887) [ 0 L] 1“4 k1 4 12 34 [ 13
February [} o 0 s 41 3 13 a3 0 2
March [ 0 ] 12 26 [ i 40 0 257
Aprl o [ L] 21 9 3 13 42 o 21
May 0 0 0 [H] 98 0 16 a4 q 1%
dune o 0 a 7 o n 17 49 [ 45
July 0 0 ] ] 18 6 14 16 ] 95
August [] [} 0 12 1 4 15 46 0 57
September 0 0 o N 4 4 " ° 3 46
Octaber [} 0 [ 11 9 0 [ 3 [ .13
November 0 0 [} 45 [} 4 0 3 0 6
December [} 0 o 15 56 H 18 48 2 n
Janurary (1898) L] 0 0 18 19 0 o 4 ] 43
February 0 Q 0 9 s 5 21 61 [} 89
March [ 0 0 2 4 7 14 L 0 29
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Table 13 4
Lviv Administration
Ukrame Energy Project
Balance Shest as of
(000 UAH)
ASSETS 11796 1/4196 1/7/96 1/10/96 fatirg 14137 117137 11037 1/1/98 1/4/38
Long Term Assets
Fixed Assets (26 807) {26 845) (198 114} 7611 2431 2556 2627 2642 2686 2784
Less Accumulated Depreciation (6 925) {7 289) (64 826) 379 388 398 (3213) 74 475 506
Net Fixed Assets {19831) {19 555} (133 288) 7233 2043 2158 5839 2268 2211 2278
Assets Under Construction 1 1 1 0 (274) 1 Q)] n 0 0
Net Utility Plant {19 880) {19554) (133 287) 7233 1769 2159 5838 2267 2211 2278
Other Property and Investments
Nonutiity Property and Intangibles {1142) {1074) (1325) 66 79 90 91 a0 105 116
Less Accumulated Depreciation {58) {138) {152) 33 39 44 46 48 49 57
Net Nonutilty Property and Intangibles (1085) {936) (1173) 34 40 47 45 33 56 59
Long Term Financlal Investments 0 0 0 0 0 (1) 31 0 30 30
Other Non-Current Assels 0 0 0 0 [+] 0 0 0 0 [}
Tolal Other Property and Investments (1085) (936) {1173} 34 40 46 76 33 a6 89
Current Assets
Cash and Short Term Investments 3N 26 (183) 403 808 538 444 460 1942 417
Accounts Receivable 20593 32442 63 222 71242 82 466 95 1314 88 629 86923 85231 98 688
Less Bad Debt Allowance 0 0 a 0 0 0 0 0 a 0
Net Recelvables 20693 32442 63222 71242 82 466 95 131 88 629 86 923 85231 98 688
Inventory 1517 1578 6216 5033 72 87 109 107 158 115
G Employee and Other Recelvabl 5199 16295 (14 013) (16 537) (2853) (23327) (23 262) (20 601) (15 404) (16 354)
Other Current Assets 7 690 842 (129 216) (127 949) 3302 (1950) {2788) (4 014) 35 (1348)
Toltal Current Assets 32277 48027 {86 406) (77 874) 83794 70480 63 132 62874 71962 81518
TOTAL ASSETS 28 607 27 537 (220 865) (70 608) 86 603 72685 69 046 65173 74 259 83 885
CAPITALIZATION AND LIABILITIES
Stockholder s Equity
Statutary Capital (Net) (13232) (201) 1077 (1269) (1276) (1269) (25 898) (1269) (25 900) {25 898)
Addinonal Capital o 0 [+] 0 165 285 120 638 149113 115 102 22456 21619
Reserve Funds 7192 1016 (119892)  (121781)  (162322)  (120126)  (119987)  (116515) (745) 74
Retained Eamings {3867)
Unrealized Differences (35724) (165 695) (4032) (7 335) (12 635) (11 484) (16 250} (13473) (14 128)
Total Equity (2 908) (34903)  (284510)  {127082) (5 648) (13 392) (8 257) (18932) (17 662) (18 333)
Long Term Debt 0 0 [} ] 0 0 0 0 [¢] ]
Other Long Term Liabities 0 0 0 [¢] 1} 0 0 0 0 0
Total Capitahzation (9.908) (34909)  (284510)  (127082) (5648) (13 392) (8 257) (18932) (17 662) (18 333)
Current Liabiities
Short Term Debt 7 770 663 618 500 410 kL] 276 218 172
Accounts Payable 35989 57 899 55499 49331 86801 81774 74 827 77619 84 416 96 010
Less Bad DebtAllowance
Net Payables 35989 57899 55499 49 331 86801 81774 74827 77619 84416 96 010
Wages and Social insurance Payable {248) (442) {756) 135 69 186 329 116 121 177
Taxes and Non-Budget Payable 2730 2070 7040 5563 1734 505 633 5 400 1525 1427
Government Employee and Other Payable 96 1738 827 383 2271 1797 773 341 {310) (219)
Advances from Customers 1 0 1 1 (507) ] (4] 0 (36) 0
Other Current Liabilities (61) a1 372 437 384 1404 400 353 5987 4651
Total Current Liabilities 38514 62446 63 645 56 474 91252 86 076 77 302 84105 91921 102 218
TOTAL CAPITALIZATION AND LIABILITIES 28 607 27537 (220 865) (70 608) 85603 72685 69046 65173 74 259 83885
! Unrealized ditferences represents the unreconcilable difference after conversion of the Utratnian accounting system into International Accounting Standards




Within the table are all the basic accounts used to record costs of production However
discussion of costs will be made within the context of the restated income statement The
costs have been discussed in the income statement section

Balance Sheet

Table 13 4 1s the restated balance sheet for the sector Although officially this division
has no balance sheet, several adjustments occur at this level before the consolidated balance
sheet 1s made public Therefore, the balance sheet present here 1s actually a summary of the
impact of these adjustments Although there are several minor adjustments, only three have
had a significant impact on the financial position of the company The first were adjustments
to the gross fixed asset account prior to the revaluation Both the last quarter of 1995 and
the first quarter of 1996 the value of fixed assets were adjusted downward by approximately
27 million UAH However, 1n the quarter of the fixed assets revaluation, the adjustment to
the value of fixed assets decreased by 198 millhion UAH After thus point, the adjustments in
value are positive and average around 2 7 mulion UAH

The second and third major adjustments are m both the accounts receivable and
payable account During the restatement period large amounts of debt from consumers and
to creditors were transferred to the administration Begmnning with accounts recervable, the
value transferred increased from 20 6 to 98 7 mullion UAH from the beginmung to the end of

the restatement period For accounts payable, the value increased from 36 to 96 million
UAH
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14. TRADING COMPANY

This division 1s a residual from the old Socialist regime when the company was
required to supply everything from housing to recreation centers In this case a separate
division was set up to purchase food and supplies for both the canteens and company stores

The team visited the site of its headquarters to collect the financial data and found
very little of an actual operation or people to answer any questions'® Therefore, due to 1ts
small size, the chaotic condition of its records and the lack of available personal to answer
questions the restatement of 1ts accounts was determuned to be impractical

I3 After about ¥ hour wait someone (by accident) showed up
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15. APPENDIX ONE: METHODOLOGY OF
RESTATEMENT

In this section, an overview of the methodology used to convert Socialist based
financial statements into statements that use International Accounting Standards (IAS) will
be discussed The reader must understand, however, that a restatement 1s not the simple
application of an accounting algorithm with clear mputs entered into a standard model and
the IAS financial statements forthcoming once the data has been fully incorporated This
view 1s much too simplistic and the range of the determuning vanables too wide to
accomplish the task with such ease In the text below 1s an outhine describing the different
levels of restating accounts towards IAS standards For the restatement of Lviv
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 determune the effects of bad debt on the income
statement The reason a more detailed restatement was not performed was cost
effectiveness The degree of restatement described above was sufficient to determune the
financial condition of the company and any additional refinement would add little to the
overall conclusions of the Oblenergo operating performance time while at the same
drastically increasing the cost of performing the work

INTRODUCTION

The Soviet accounting system 1s directly related to the cost accounting system of
the West The main purpose of Social Accounting was to understand the costs of
production (usually on a per unit basis), how much was delivered and how much taxes 1s
owed on delivered production whereas IAS accounting 1s concerned with determining
ultimate profit from sales Although each FSU country has adapted the old system to fit
its own needs, the Socialist Accounting System 1s founded on a series of accounts from
1996 The basics within each FSU country remain the same Each account represents
either an asset, hability, equity/fund, sales or cost For example, account 01 1s for fixed
assets, account 20 summarizes matn production costs, accounts 51-59 are cash accounts
and so on The basics are straightforward, easy to understand and perfectly acceptable

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

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

large obstacle, the actual Socialist income statement 15 ignored and the raw data based on
the ledgers 1s collected and used By following such a procedure, much of the reporting
bias 1s eliminated and a more accurate picture of sales and costs can be determuned

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

DEGREES OF IAS RESTATEMENT

As stated before, an IAS restatement 1s not a simple procedure Too many variables
exist concermng the actual apphication of the Socialist rules to allow i1t to be a standard
methodology Therefore, as with most things, basic economic principles apply to financial
restatements as well At some point within the analysis, the marginal cost of doing a task
exceeds the margmal benefit derived from the cost Because of this, an IAS restatement can
be thought of as a matter of degree and described below 1s a general outline the different

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

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

it 15 a waste of resources to more precisely measure the loss The available resources can be
used 1n more beneficial ways
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However, if the firm 1s profitable on an accrual basis the restatement can go to the
second level by examuning the asset and hiability accounts In particular, the value of fixed
assets needs to be assessed and 1n most cases increased to near fair value Under the old
system, extremely low values were given to fixed assets that under today’s current economuc
sttuation have Iittle association with replacement cost To compound the problem, very low
depreciation rates are allowed by tax law  All of this combined has the result of vastly
understating the fixed charges of a company For capital intensive industry this waill
significantly overstate profit In addition, both accounts recetvable and payable need to be
evaluated and all accounts on an mdividual basis need to be aged Bad debt should be
charged agamst earnings 1f the account 1s not collectable Finally, mventories need to be
evaluated using a clear inventory costing strategy All of this additional work 1s very time

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

If the business continues to be profitable after examination of the mcome, expenses
and the balance sheet, the third level should be the application of the current taxes within the
country As with the examination of assets and liabilities, this can be a labor intensive task

and should only be undertaken on business that have promusing profit potential Otherwise,
1t would be a waste of resources

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

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

RESTATEMENT OF SALES

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

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

Finally, since the restatement was completed for each individual business unit
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nside the Oblenergo consolidated company, some internal transaction adjustments were
required The data for internal transfers was supplied by the accounting staff at each
busmess unit However, when the actual consohdation of the individual business umts was
made, the amounts for internal transfers were not included as part of sales

RESTATEMENT OF COSTS

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

To overcome this problem of inconsistent accounting and reporting, it was
determine that certain accounts were basic cost accounts while other summarized 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 business units the data was collected
using the basic cost accounts The only exception was the CHP-2 umt For this business
unut, the Minnenergo cost forms were used for three reasons First, the system they were
using was impossible to logically follow Second, they changed their procedures for
accounting and reporting 1n 1997 This means that if the large amount of time and
resources had been commutted to learning their present system, 1t would have only apphed
to /2 of their data A similar amount of resources would have to be commutted to learn
what they actual did prior to the change Finally, a large amount of the required historical
data was mussing  Since the size of the business was small and the Minnenergo forms had

proved to be accurate in the other parts of the business, the most cost effective path to use
were the Minnenergo Report Forms were used
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PURCHASED ENERGY / FUEL

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

MONEY IN/MONEY QUT

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

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

Money Out was collected within four types of categories, cash paid for electricity,
non-cash paid for electricity, cash paid to other creditors and non cash paid to other

The term value 1s used because what 1s actually collected from consumers can be 1n the
form of cash, barter, and offsets
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creditors These four figures were added up and compared with the total expenses from
the general accounts to determine the aggregate aging of accounts payable Also since
the Oblenergo 1s allowed to recover book value depreciation on within their tanffs, the
value of the asset 1s equal to the amount of future cost recovery Therefore, the enterprises
largest asset, plant and equipment, 1s already stated somewhat close to the farr value
within the tanff structure

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

BALANCE SHEET

With the exception of accounts receivable and payable, no other account on the
balance sheet was examuned 1n detail Two reasons exist for not extending to assets and
habilities First, as a going concern'’, the real value of a business comes from 1ts ability to
earn a profit and not from 1ts iquidation of assets Therefore, the most important
vartables to examne are sales and costs and in this case most of the major problems where
identified The second reason 1s cost effectiveness As stated above, most of the major
problems were 1dentified after restating sales and costs Since restating the balance sheet
accounts 1s a time consumung (and expensive) process, the value of extending the
restatement was small For the most part, the values from Form #2 (Socialist Balance
Sheet) were taken without adjustment and categorized according to IAS accounts that
Western investors are familiar with and understand

Although the values are the same, the restated Balance Sheet has one major
difference that needs explanation Form #2 was compiled using a certain set of
assumptions that are different under IAS As expected, under these assumptions the
assets will equal habilities plus equity However, the income statement 1s restated and the
results must be mcorporated into the balance sheet as part of retained earnings Once this
IAS step 1s performed the assets equal habilities plus equity relationship does not exist any
more To correct for this situation, a new account, Unrealized Differences, 1s introduced
to the balance sheet to aid 1n reestablishing balance within the statement The account
itself can be approximately viewed as an equity account simular to retained earmngs For

This 1s an assumption of IAS accounting
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this restatement, 1t becomes the offset to the accumulated restated net income included m
retained earnings
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