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EXECUTIVE SUMMARY

The Scope ofWork for thIs project Includes adViSIng Local Electnc CompanIes (LECs) m
UkraIne on restatement of theIr accounts to InternatIOnal Accountmg Standards (lAS)
Specifically, Task III A (1) calls for

"Support m ImplementatIOn ofIAS, standardized reportIng and controls as
reqUIred by NERC)"

In lIne with the task, there IS a specific deltverable In the LEC sectlon

"1 Model Action Plan on ltmIted IAS, standardIZed reportmg and controls
ImplementatIOn, as requITed by NERC"

L'vlv IS 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 enterpnse and each of ItS operatIng
entItles, along WIth an analySIS of the results

L'vlv Oblenergo maIntaIns ItS accounts In accordance With UkraIman accountIng standards, as
reqUIred for tax purposes and governmental reportmg A "lumted scope" lAS restatement of
L'VIV Oblenergo's accounts was performed ThIs means that a formal audIt of transactIOns
was not conducted and that a valuatIOn ofplant and eqUIpment and other assets was not
performed A full restatement would have taken a conSIderably longer tIme and the cost
would have been prohIbitIve The restatement performed was suffiCIent to determIne the
overall finanCIal condItIOn of the Oblenergo and ItS operatIng umts AddItIOnal refinement
would add lIttle to the overall conclusIOns on operatIng performance and finanCIal pOSitIOn
An In-depth descnptIOn ofthe eXIstIng UkraIman accountIng system and the methodology of
the restatement IS contamed In AppendIx 1 of the attached report

The restatement was performed by a team ofaccountIng speCIalIsts whIch started by meetIng
WIth the semor management of the Oblenergo to understand ItS overall structure and
operatIons In depth dIScussIons were held WIth the ChIefAccountant to understand the
accountIng processes and data flows LIkeWIse, conSIderable tIme was spent WIth the Sales
Department personnel to understand the recordmg of revenue and proceSSIng of cash and
other forms ofpayment Sales and revenue data IS ImtIally recorded at the dlstnct (REM)
offices and those procedures were observed OperatIng costs are accumulated at the dIViSIon
(PEM) level so data gathenng occurred there ObViously, the maJonty of tlme was spent at
the headquarters m the offices of the ChIef Accountant

--------------- Hagler BaIlly ---------------
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DetaIled InfOrmatIOn was obtaIned from sales and cost ledgers for each of the 3 PEMs wluch
make up the electnc dIstnbutIon and supply portIOn of the busIness Two CombIned Heat and
Power (CHP) plants make up another sIgmficant portIOn of the entIre busIness It was
Important to treat them separately for accountIng and reportIng purposes SInce they are not
Included In the pnvatIzatIon process and Investors should be aware of theIr Impact on the
financIal results Other smaller SubsIdIanes are Involved In constructIOn, network technology,
secunty, adffilillstration and tradIng

The source data was gathered at the vanous entItles 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 vanous locatIOns The neceSSIty to Insure that all ledgers and
records be found became apparent, however, when the team was analyZIng the prelImInary
results of the restatement The Oblenergo transfers certaIn longer term accounts receIvable
(outstandIng debt from customers) and longer term accounts payable (debt for electncIty
purchased from generators) to a ledger In the "AdnnmstratIOn" dlVlsIOn SInce the team had
InfOrmatIOn on the apprmamate level ofoutstandIng debts, It became apparent that receIvables
and payables were understated That InfOrmatIon was proVIded by the Oblenergo when the
team asked for It and IS reflected In the consolIdated company balance sheet

The Report In the AppendIx contaInS the lAS restatement InfOrmatIOn for the consolIdated
company and each of the 3 PEMs, 2 CHPs, and the other subsIdIanes 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 lAS restatements on a quarterly
baSIS The next lOgICal step would be to acqUIre software and adopt practIces WhICh would
allow It to maIntaIn accountIng mformatIOn In accordance WIth lAS on an ongOIng baSIS, In
addItIOn to the mandatory Ukrmillan standards

--------------- HaglerBallly ---------------
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1. EXECUTIVE SUMMARY

LVIV CIty IS located m the western part ofUkrame and IS the capItal of LVIV Oblast
(one ofUkrame's hIstoncailands) The CIty was ongmallyestab1.J.shed around 1256 Smce that
tIme, the area has been m the power of Poland, the Austnan EmpIre, and, smce 1939, the
former SovIet Uruon (FSU) In 1991 It became part ofmdependent Ukrame WIth Its long
hIstory as a major trade center ofcentral Europe and penodtc status as a regIOnal capItal, LVIV
Oblast IS one of the most economIcally developed regIOns of Ukrame Along WIth ItS
tradItIonal sectors such as machme bUIldmg and fuel mdustry, the Oblast has developed food
productIOn, electrorucs, chemIcals, metal fabncatIOn, and the power supply mto major
mdustnes

The power mdustry ongmates from 1894 when the first electnc streetcar routes were
put Into operatIon m LVIV CIty Due to extenSIve mdustnahzatlon m the western part of
Ukrame after World War II, LVIV Oblast became a key mdustnal and electncity producmg
area However, thts expanSIOn was abruptly halted With the collapse of the FSU and
tradtnonal SOVIet All Druon Supply Network for exports Compoundmg the problem was the
econOmIC shock ofthe rapId nse to mternatIOnai pnces of energy, monetary mflatlon and the
contInued practIce ofpublIc admtnlstratton ofthe economy The result was an econOmIC and
monetary collapse With resultmg htgh unemployment that was (and contmues to be for the
whole ofUkrame) one of the worst cases m the FSU For LVIV, the long term effects of the
collapse were less severe (compared to other parts ofthe Ukrame) Because of ItS dIversIfied
mdustnal productIOn (mostly lIght mdustry), a developed agnculture sector, a much shorter
htstory WIth Commumsm (It was part of Poland unttl the late 1930's) and ItS natural
geographtcal alliance WIth Europe, the future econOmIC prospects of the area are good and
the region's economy IS begmmng to stabdlze

The objectlve oftrus study IS to have a realIsnc understandmg of the actual sales, costs
and cash flows that pass through the consolIdated company LVIV Oblenergo The company
ItselfconSIsts ofthe followmg mdiVIdual busmess umts, three electnc dlstnbutIOn compames
(LVIV, LVIV CIty and Drohobych), two CHP plants (1 and 2), and dIVISIOns workmg m
constructIon, network technology, secunty, admImstration and tradmg To accomplIsh thts
task four steps are reqUIred FIrst, the collectIOn ofbaSIC accountmg data from the company
In the case of LVIv, thts collectIOn process was made at the most SIgnIficant busmess umts
Second, the development ofa methodology (and computer model) that would systematIcally
convert the baSIC data collected mto Western finanCIal statements For LVIV, thIS meant
analyzmg dIfferent reportIng formats (a total of seven) and developmg a computer a1gonthm
to utlhze the dIfferent reportmg formats to restate m a conSIstent manner Thtrd, the actual
ImplementatIon of the methodology and computer a1gonthm on the data collected Fmally,
the analySIS ofthe mdtVIduai umts and the consolIdatIOn of the mdiVIdual umts mto a finanCIal
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statement of the entIre company

However, one would be naIve to state that thIs converSIOn was totally preCIse m gomg
from one system to another BeSIdes some small mternal dIfferences m the baSIC accountmg
of the two systems, the major factors preventmg preCIse conversIOn to lAS finanCIal
statements would be the attempts at understatIng cash receIved or overstatmg costs (to lower
the tax burden) and the lack ofstandard applIcatIOn of the UkraIman accountmg system For
each chIef accountant, a umque applIcatIon of the rules eXIsts Although some adjustments
have been made to overcome thIs problem, these two factors represent unsystematIc nsk that
can only be overcome by an expensIve and tIme consunnng audIt Tills was beyond the scope
of thIs study and the ObjectIves of the partICIpants

In basIC econ01TIlC pnncIples, at some pomt the margInal cost ofdomg a task exceeds
the margmal benefit denved from the cost Tills apphes to finanCIal work as well In the case
of thIS restatement, a hmIted lAS converSIOn was performed because It was both cost
effectIve and prOVIded a reasonable estImate of the company's operatmg performance m a
format western traIned Investor's could understand The maIn focus of tills restatement was
on the profitability of operatIOns WIth partIcular emphaSIS on sales and operatmg costs After
all, If the company cannot be profitable from ItS operatIOns, more refined (and expenSIve)
restatement IS an academIC exerCIse and a waste of resources that could be more effiCIently
utilized In supportIng Improvement m the problem areas ofoperatIons Based on the findmgs
m the followmg report, LVIV Oblenergo IS such a case where the most benefiCIal and cost
effectIve use of donor resources avaIlable to the reCIpIent IS supportmg management on
Improvmg baSIC operatIOns and not contmued refinement of IAS finanCIal statements

A sumrruuy ofthe finanCIal results from the restatement for the consolIdated company
IS proVIded below More detaIled analySIS of the consolIdated company, the consolIdatIOn of
the electnc compames only and each mdIVIdual umt ofthe consohdated company are proVIded
WIthm the maIn body ofthe text ofthIs report For detaIls of the methodology used to restate
the finanCIal statement mto IAS, see AppendIX One

ConsolIdated Company

Company AnalySIS

Income Statement

Table 3 1 IS the consohdated Income statement of the mne most SIgnIficant
components for LVlV Oblenergo MaInly, two trends eXIst for sales The first IS seasonal and
the second In econ01TIlC The seasonal trend IS related to the productIon of the heat plant
The second trend IS econ01TIlC Total sales for the first quarter of 1996, 1997 and 1998 are
869, 83 3lTIl1hon UAH (4 2% decrease) and 81 1 mIllIon UAH (6 4% decrease from 1996)
Both heat and electncIty are the maIn reasons for the declIne For 1996, electncIty declIned
by 6 8% and heat decreased by 5 8% The declIne, however, was less severe because other

5
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revenues doubled (although theIr overall contnbutIOn IS only 4% of total revenues) For
1997 the finanCIal pattern IS dIfferent Heat contmues Its declme by 12% whIle electnclty
Increased by 2 8% The reason for the overall declIne m electnclty concerns the rattorung that
occurred m both 1996 and to a lesser extent m 1997 ThIs constramt on the market was
caused by a lack ofenergy avaIlable for generatIOn For heat It was the lack of fuel from the
supplIer who bmIted fuel purchases because oflack ofpayment by the CHPs

As for operatmg expenses, the largest cost IS purchased energy and the general trend
and reasons for the trend are the same as for sales The second largest cost IS fuel Although
sales are declIrung, fuel purchases mcrease Although some weather consIderatIOns eXist
(longer wmter season), the mam reason IS the pnce mcreased ThIs pomt IS especIally true
m 1998

Operatmg costs are hIghly vanable The mam reason for tlns vanabIhty IS the heat
dIVISIons Two reasons eXist for tlns vanabilIty FIrst, dunng the colder months (when the
costs nse) the plants are operatmg whIle m the warmer months they are Idle In addItIOn,
CHP-l added a new network, Syklnvsky, that added to overall costs Relative to sales,
operatmg costs (other than purchased energy) are small and stable Wages are mcreasmg for
two reasons Dunng 1996 a change m accountmg (tax) polIcy allowed the company to
deduct wage bonuses Pnor to thIs the common practIce was to deduct the expense after
taxable profit was calculated In addItIOn, through 1996-1998 wages were mcreased as an
adjustment to mflatIOn

Operatmg mcome for the penod eXamIned has declIned from 11 0% of sales m the
first quarter of 1996 to negatIve 11 3% m the first quarter of 1998 From the tlnrd quarter
of 1996 the consolIdated entIty has had negatIve operatmg mcome on an lAS baSIS The
explanatIons for this performance are numerous FIrst, heat productIon (maInly CHP-2) has
consistently had losses In additIon, fuel costs have contmually mcreased m relation to sales
ThIs results m small gross profit marg}llS from heat and steam. Although electncity was either
profitable or breakeven for most quarters unttl the tlnrd quarter of 1997 (total profits of 10 9
rrullion DAR), this part ofthe busmess also started to lose money after the thIrd quater The
mam reason IS decreasmg gross margm (purchased power to sales) because of mcreasmg total
electncIty losses

Smce debt IS near zero, the mam finanCIal costs are bad debt l Most of the bad
debt wnte-offs come from heat productIOn However, the smaller dIVISions, such as guards,
constructIOn and the network, also contnbute to the conSIstent wnte-offs ofbad debt For
the most part, the electncIty busmess supports the rest of the company

Net mcome follows the same pattern as net operatmg mcome, profitable m the early
quarters WIth a gradual dechne to losses by the begmrung of 1998

I Part ofthe restatement was to calculate an agmg oftotal accounts receIvable and payable to estnnate the
amount ofbad debt

6
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Balance Sheet

Table 3 2 IS the restated balance sheet for the company Between the first and thIrd
quarter of 1996, gross fixed assets mcreased SIX tImes due to a revaluatIOn ofassets From
the begmrung of 1996 to the first quarter of 1998, current assets mcreased from 53 1 mIllIon
to 1309 nnlhon UAH Almost all the mcrease IS due to VarIOUS types of receIvables Cash
balances are small relatIve to other assets The mam reason IS low cash collectIon rates and
the transIt account that absorbs most of the cash payments from electncity The lIttle cash
the company does receIve goes to meetmg wages

EqUIty had a large nse between the second and thIrd quarters of 1996 ThIs was
due to an mcrease m Reserve Funds whIch IS the correspondmg account to the mcrease m
fixed assets under the fixed asset revaluatIOn mentIOned above The Reserve Fund was
reclaSSIfied as AddItIonal CapItal at the begmmng of 1997 Long term debt was zero for
all of the penods exammed As for current lIabIlItIes, the total balance tnpled dunng the
restatement penod Almost the entIre mcrease m short term lIabilitIes came from payables
Accounts payable mcreased from 50 mllhon to 1276 mIllIon whIle wages payable
mcreased from 1 4 mllhon to 6 0 mIlhon The mam reason behInd these mcreases IS the
low cash collectIOn rate

Statement ojChanges In FinanCIal POSItIOn

Table 3 3 eXamInes the cash flow from all finanCIal actIVItIes dunng the year Net
mcome for most years was negatIve because of poor collectIOn from heat productIOn and
mcreasmgly smaller operatIng margms III both electnClty and heat Other than the revaluatIOn
of assets, no adjustments from operatmg actIVItIes contnbuted SIgnIficantly

Comparative AnalySIS

Tables 3 5 (normahzed mcome statement) and 36 (normahzed balance sheet) eXamIne
the finanCIal relatIOnshIp between the dIfferent busmess uruts that make up LVIV Oblenergo
The electnc portIOn ofthe busmess dOmInates sales Over the rune quarters eXamIned, total
sales from electnc IS approXlffiately 85% IfCHP-l IS mcluded, the total sales accounted for
mcreases to 97% LVlv CIty PEM IS the busmess that each year earns the most conSIstent
profit The mam reason IS It has the lowest losses of the three electnc dIstnbution compames
and has a natural advantage WIth a hIgh concentratIon of consumers On the other hand,
Drohobych IS the poorest performer ofthe three for the OppOSIte reasons It has the hIghest
losses Overall, the heat plants are the least profitable They conSIstently eIther breakeven
or expenence losses In some years, the guard busmess has a large negatIve Impact because
of poor collectIOn rate on fees earned

Smce the dIVISIOns have very lIttle debt, the mam vanable detefIDlrung net mcome IS
the amount ofbad debt wntten off For the most part, the same pattern eXists for net mcome
as operatmg mcome The electnc PEMs have very lIttle bad debt from delays m collectIOn

7
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whereas both the heat plants and the smaller dIVISIons consIstently expenence overdue
accounts

Table 3 6 exanunes the components of the consolIdated balance sheet Several
mterestmg pomts are more easdy seen WIthm thIs table FIrst, the most profitable umt, the
LVIV CIty PEM represents only on average 6 3% of total asset value The reason IS It has a
natural advantage due to the hIgh concentratIon ofIts 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 WIthm the company For CHP-I, thIs
IS Justrlied smce It generates apprOXimately 12% ofrevenues However, CHP-2 IS much less
effiCIent Although ItS relatIve total asset value averages 18% ofassets, It generates less than
2% of sales By any measure thIs IS a very poor utIlIzatIon of resources

ConclUSIOns

In the final analysIs It IS dIfficult to Isolate real company performance from the
mfluence of overwhelmmg external envIronmental factors These external factors mclude a
general collapse of the natIOnal (and local) economy, hypennflatIOn from prevIOUS penods,
hIgher cost ofenergy WIthout control to pass the costs on to consumers (fixed purchase and
sellIng tanffs under the pnor tartff structure), poor cash collectIOns along WIth a de­
monetIZatIon ofthe economy (mcreasmg barter transactIOns), contmued command economy
mfluence from the State sector, mcreased competItIon from Independent Energy SupplIers
and an antIquated, mefficlent power delIvery system Under these condItIons, the abIlIty for
a company to contmue operatmg IS a major achIevement

However, some conclusIOns can be made FIrst, the electncIty portIon of the busmess
has the most promIse Although electncIty losses contmue to nse due to theft and techrucal
losses from poor eqmpment, It has supported the busmess for the last two years Even after
dISCOuntIng non-cash transactIOns, the electnc company manages to collect most of ItS sales
In addItIon, m almost all of the penods m the restatement It eIther showed a profit or broke
even m ItS operatIons LVIV CIty IS the best operatmg PEM whIle Drohobych IS the poorest
The mam dIfferences are losses and LVIV CIty'S natural advantage through a hIgh
concentratIOn of consumers m the CIty Heat productIon IS a problem area and It wIll be to
the advantage of the Oblenergo to transfer all assets to the CIty They are mefficient, have
poor collectIOn rates on sales and are a poor utIlIzatIon of resources ThIs pomt IS espeCIally
true for CHP-2, whIch on 14% of total assets generates less than 2% of total sales By any
effiCIency measure thIs IS poor The secunty guard dIVISIon IS unprofitable because It 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 promIse Its location (Western
Ukrame) and hIstoncal sIgnrlicance are a natural attractIOn for tounsm Its short hIstory WIth
the SOVIet structure will give It the same advantage that many central European countnes are
enJoymg It has a broad, well-dIVerSIfied econOmIC base WIth a nnxture of mdustnal and

8
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agnculture Several Important compames, such as Coke-Cola and SVltoch have operatIons
WIthrn the area Fmally Its close proXlITIlty to Europe WIll eventually lead to Investment from
these countnes and a close export market for local productIOn

9
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2 INTRODUCTION

General Description

The objectIve ofthIs study IS to have a realIstIc understandmg of the actual sales, costs
and cash flows that pass through the system ofdlstnbutmg electnclty, heat and other related
busmesses that make up the consolIdated company LVIV Oblenergo The constramts to
achieving thIs goal are directly related to Ukrame's mtegratlon withIn the FSU First, the
accountmg system that has been carned over from the past was based on measunng
productIon and actual cash flows for tax collectIOn Second, as with all FSU countnes, the
collapse ofthe FSU brought With It a new currency and mflatlon from attempts to support the
mfrastructure and SOCIal programs of the past FmaIly, the breakup of the FSU caused a
complete collapse of any systematic approach to collect and pay other parties beyond eIther
cash transactIOns or barter

In additIon to the constramts from the past system and current operatmg enVironment,
the restatement was further complIcated by the corporate structure of the company LVlV
Oblenergo IS not Just one company m a smgle busmess, 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 entrre company Included WithIn ItS
busmess scope are three electncity dlstnbutIOn networks (Lvlv City, LVIV DIstnct and
Drohobych), two combmed heat and power plants (CHP-I and CHP-2), a techrucal network
and metenng group (LVIvenergonaladka), a secunty servIce, a construction group
(LVlvenergobud), and a tradmg company (ZakhIdenergotorg) The analySIS presented WithIn
thIs report will examme each ofthese compames as a separate umt (thIs Includes a descnptIOn
oftherr busmess, restatement of their accounts and analySIS ofoperating results), and then a
consolIdatIOn ofall busmess as well as Just the electnclty dlstnbutIOn part

A methodology has been developed and Implemented to overcome these obstacles2

An overvIew of the restatement methodology IS pictured m FIgure 2 2 The baSIS of ItS
Implementation IS to dIrectly collect the raw data from bookkeepers and accountants ThIs
baSIC data mc1udes 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 accountmg It was mamly the system of summarIZIng these figures that
drlfers under SOCIalIStS and InternatIOnal Accounting After collectIon, these figures would
be then used as the raw matenal for re-statmg the accounts USing InternatIOnal Accountmg
Standards

2 Details are proVided m appendIX 1
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However, one would be naIve to state that tlus converSIon was totally precIse m gomg
from one system to another BesIdes some small mternal dIfferences m the basIc accountmg
ofthe two systems, the major factors preventmg accurate converSIOn to credIble lAS financIal
statements would be the understatmg ofcash receIved or overstatmg costs (to lower the tax
burden) and the lack of standard applIcatIOn of the UkramIan accountrng system For each
chIef accountant, a uruque applIcatIon of the rules eXisted Tins was espeCIally problematIc
m LVIV Oblenergo where ten busmess uruts were exammed and seven dIfferent bookkeepmg
methods were used ThIs condition eXISted even though a standard set of reportmg practIces
wlthm the energy sector was supposed to be followed by each company Although some
adjustments have been made to overcome tins problem, these two factors represent
unsystematIc nsk that can only be overcome by an expenSIve and tIme consummg audIt
EspeCially consldenng the SIZe and compleXity of tins busmess, tins was beyond the scope of
thIS study and the ObjectIves of the partICIpants

By workIng With the chIef accountant, the bookkeepmg staff, and the general ledger
of the busmess uruts for 1996-1998, a thorough understandmg of the mdlVldual
methodolOgies was achIeved at each SUbSIdIary All ofthe InformatIOn was then mcorporated
mto developmg a computer algonthm that could systematIcally restate the company's
finanCIal operatmg posItIon After the data was collected and reVIewed for accuracy, the
computer model was run and the results were mcluded wltlnn the text of tins report

General Background

LVIV CIty IS located m the western part ofUkrame and IS the capItal ofLVIv Oblast
(one ofUkrame's hIstoncallands) The CIty was ongmally establIshed around 1256 Smce that
tIme, the area has been m the power of Poland, the Austnan EmpIre, and, smce 1939, the
former SOVIet Dmon In 1991 It became part ofmdependent Ukrame WIth ItS long Instory
as a major trade center ofcentral Europe and penodIc status as a regIOnal capItal, LVIV Oblast
IS one of the most economIcally developed regions of Ukrame Along WIth ItS tradItIOnal
sectors such as machIne bUildIng and fuel mdustry, the Oblast has developed food productIOn,
electromcs, chemIcals, metal fabncatlon, and the power supply mto major mdustnes

For LVIV, the power mdustry has ItS ongms m 1894 when the first electnc streetcar
routes were established m the CIty BegInnmg m 1908, the mdustry as It looks today was
started as the first power plant (now CHP-l) was COmmISSIoned Progress contmued slowly
as the area developed under Polish occupatIon The area was fortunate that ItS mfrastructure
escaped most of the NazI destructIon from WW II and remamed largely mtact

After the war the SOVIet Dmon regaIned control over the country and the power
sector (LVIV mcluded) was developed usmg the Commumst model Dunng the penod of
SOVIet dommance, the Commumsts embarked on a maSSIve mdustnahzatlon and
modernIZatIon program ThIs mcluded expanSIOn of the power sector Due to thIs extenSIve
mdustnallZatIOn campaign, LVIV Oblast became one of the key light mdustnal areas of the
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FSU It was dunng tins penod, 1945-1991, that both the phYSICal mfrastructure and to a
large extent the operatmg structure of the power sector of today was created The structure
Itself (1 e Commurust model) IS the typICal vertIcally mtegrated command economy where at
the top IS the mam adffiIlllstrative monopoly (Mmenergo) that makes deCISIons and below It
the functIOnal umts that Implement the deCISIOns drrected to It from above In addItIOn, under
tills system, the deCISIOns themselves were focused only on productIOn (and meetmg quotas)
and dId not regard pnce as a vanable Based on tins above descnbed structure, the
UkraIruans mhented (at Its 1991 mdependence) an extremely energy mtensIve, mefficient
power mdustry WIth lIttle abilIty to respond to world market forces WIthout vast energy
reserves to utIlIZe, tms mefficiency would eventually bankrupt the economy

For the first four years after mdependence, the sector was managed as It was dunng
the SOVIet penod However, one mam dIfference eXIsted The pnce of energy had mcreased
to world pnces To sustam Itselfthe economy used both reserves and then credIt to purchase
energy Soon both ran out, the economy collapsed and the sector was forced to embark on
a masSIve market reform program Tins began m 1995 for the power sector In the process
of restructunng, the former vertIcal monopolIes were unbundled to form SIX power generatIon
comparues (Gencos), the NatIOnal HIgh Voltage TransffilssIOn Networks, and twenty seven
local electncity dIstnbutIOn comparues m each Oblast (LVIV Oblenergo IS part oftins network)
that own and operate low voltage networks and dIstnbute electncity to the customers
Concurrently, Gencos and Oblenergos became Jomt stock comparues wherem the stock
parcels are held by the Government of Ukraine, mdependent busmesses, and mdividuals
Along With Oblenergos, the low voltage supply segment ofthe electncity market also mcludes
mdependent supplIers operatmg through Oblenergo owned networks

Under the UkraIruan Electncity Law, both generators and supplIers of energy m
UkraIne operate through the Wholesale Electncity Market (WEM, or Energomarket) under
the Energomarket Members Agreement The wholesale market actIVItIes are superVIsed by
the Mlll1stry of Energy of UkraIne (Mmenergo) m terms of general polIcy-makmg and
regulated by the mdependent NatIOnal Electncity Regulatory COmmlSSIOn (NERC) that sets
tanffs on electnclty and proVIdes lIcenses for the correspondmg actlVlties

Company

LVlv Oblenergo's mam busmess IS the dIstnbutIOn of electncIty along WIth the
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productIOn of heat3 At present, Its electnc market conSIsts of apprmamately 800,000
customers Included In tlns total are 90% of the busmesses and 100% of the Oblast's
resldents4 Most major busmesses m the regIOn fall mto Its corporate customer base
However, due to the non-hqUldlty wltlnn the economy and the use of barter for many
transactIOns, the Oblenergo has faced competitIOn from mdlVldual mdependent supphers
These comparues purchase energy and sell It directly to mdustnal customers at a lower pnce
than the regulated pnce the Oblenergo IS forced to charge In return, the mdependent suppher
Will receIve cash and barter The Oblenergo receives a smaller low voltage fee for
transmIttmg the power mstead ofa normal retaIl profit margm

Currently, LVlV Oblenergo IS undergomg pnvatlZatIOn Under the plan, almost 75%
of ItS corporate stock has been scheduled for pubhc tradmg Tlns mcludes a preferential
subscnptlOn ofup to 20% ofthe stock for the Company's present and former employees (and
some others) Under Ukraunan law the State retams 25%5 plus one share As recently as July
1998, a 35% stake m the company was purchased through an auctIOn by Pnvatbank (one of
Ukrame's largest commercial banks) In addItion, Pnvatbank has been endorsed the nght to
manage the government share ofthe LVlV Oblenergo stock In effect, the management of the
company should have control Without State mterference

3 Most of the heat produced IS sold wholesale to a heat dlstnbutIOn company, LVlv
TeploEnergo

4 Source East Invest Secuntles
5 Source LVlV Oblenergo Corporate Prospectus
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3. CONSOLIDATED COMPANY

The consolIdated company LVIV Oblenergo consIsts often IndiVidual busIness urnts
However, due to the dIfficultIes Involved and the very small SIZe of one urnt, only mne are
reflected 10 the consolIdatIOn These mclude LVIV PEM, LVIV CIty PEM, Drohobych PEM,
CHP-l, CHP-2, Guard, ConstructIon, Network Adjustment and AdmIDlstratIOn The tradmg
dIVISIon IS not mcluded because ofthe dIfficultIes mvolved m obtaIDlng the necessary finanCIal
data and the very small size Its Impact on sales and the balance sheet would have less than
o5% The analysIs wIll proceed as follows, the first sectIon wIll focus on the general
operatlOn of the company for the penod 1996-1998 The second sectIon wIll eXamIne the
performance ofthe dIfferent dIVISions WIthm the company It should be noted for the reader
that a more detaIled dISCUSSIon of electnCIty IS located 10 SectIon 4 of tills study

Company AnalySIS

Income !::Jtatement

Table 3 1 IS the consohdated mcome statement for LVIV Oblenergo The operatIng
mformatIOn IS summanzed by quarter Begmmng WIth total sales, two types of trends eXIst
The first IS seasonal and the second IS economIc The seasonal trend shows a peak 10

consumptIon 10 the first quarter of each year WIth a dechne m usage 10 both the second and
thrrd quarters In the fourth quarter, a sharp nse m revenues occurs Most of the trend IS due
to the productIon at the CHP plants Dunng the colder months the CHP plants are operatmg
and sellmg heat mto the dlstnbutlon network As warmer weather comes, CHP-2 IS shut
down for lack of demand and mamtenance willie ItS customers are SWItched to the CHP-l
network However, there also eXIsts some seasonal demand for electncIty The pattern and
reasons are the same as for heat Dunng colder weather the pubhc uses more electnclty
maInly for heatmg homes

The second trend IS economIc Smce the study has three years of first quarter data,
thIs IS the pomt to examme Begmrung m the first quarter of 1996, total sales are 86 9 mIlhon
UAH The follOWIng year, 1997, sales decrease to 83 3 mIllIon UAH (4 2% decrease) and
for the same penod m 1998 the sales fall to 81 1 mIllIon UAH (6 4% decrease from 1996)
Both heat and electnclty are the maIn reasons for the dechne For 1996, electncIty declIned
by 6 8% and heat decreased by 5 8% The declIne, however, was less severe because other
revenues doubled (although theIr overall contnbution IS only around 4% of total revenues)
For 1997 the finanCIal pattern IS drlferent Heat contmues ItS declme by 12% whIle electnclty
mcreases by 2 8% Other revenues dechned back to the ongInal 1996 level The reason for
the declme m electncity
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IS the ratlOrung that occurred m both 1996 and to a lesser extent m 1997 Tills constramt on
the market was caused by a lack of energy avaIlable for generatIOn For heat It was the lack
of fuel from the supplIer lumtmg purchases because of lack of payment by the CHPs

The next sectIOn In the Income statement deals WIth operational expenses The largest
cost for dIstnbutlon IS purchased energy The general trend and reasons for the trend are the
same as for sales From 1996 to 1997 electncity purchases decrease and dunng 1998 they
Increase relatIve to 1997 The second largest cost IS fuel and, as expected, It follows a snndar
seasonal pattern as heat sales Large purchases dunng colder weather However, It IS
Important to see that a dIfferent trend eXists from year to year Costs mcrease for each of the
three first quarters mcluded In the analySIS Although some weather consIderatIOns eXist
(longer wmter season), the mam reason IS the pnce of fuel Increased Tills pomt IS especially
true In 1998

Operatmg costs are the largest cost that management has any mfluence to control
Its trend IS illghly vanable and the reason for thIs vanabIhty IS the heat dIVISIons For
example, durmg the thIrd quarter of 1996 the cost was 3 0 millIon UAR By the first quarter
of 1997 the cost had Increased to 12 0 nnllIon UAH Two reasons eXist for tills vanabIhty
First, dunng the colder months (when the costs nse) the plants are operatIng whIle the
warmer months they are Idle In addItIOn, CHP-l added a new network, SykhIvsky, that
added to overall costs RelatIve to sales, operatmg costs are small and stable

Wages are mcreasIng for two reasons Dunng 1996 a change m accountIng (tax)
pohcy allowed the company to deduct wage bonuses Pnor 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 mflatlOn

DepreCiatIOn expense IS extremely small and reflects both the old eqUIpment and
faCIlItIes m use, and tax polIcy that does not allow large deductIOns

OperatIng mcome for the penod exammed has dechned from 11 0% of sales In the
first quarter of 1996 to negatIve 11 3% In the first quarter of 1998 From the thIrd quarter
of 1996 the consolIdated has had negatIve operatIng mcome The explanatIons for thIs
performance are numerous FIrst, heat productIon (mamly CHP-2) has conSIstently had
losses In addItIOn, fuel costs have contmually mcreased m relatIon to sales Tills results In
small gross profit margms from heat and steam Although electncity was eIther profitable or
breakeven for most quarters untIl the thrrd quarter of 1997 (total profits of 10 9 mIlhon
UAH), thIs part of the bUSIness also started to lose money The mam reason IS decreaSIng
gross margm (purchased power to sales) because ofmcreasIng total electncity losses Fmally,
the other busmesses are both small and offer very lIttle profit to the mam consolIdated
company

The next sectIOn down the Income statement IS the finanCIal costs The consolIdated
company has very httle short or long term debt Therefore, Interest on debt IS near zero
However, as part of the restatement data was collected on Inflow and outflow of money to
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do an agrng ofaccounts receIvable and payable Because of the dIfficulty m gettmg tills data,
some assumptIons were used (see AppendIx One for explanatIOn), the agmg st1l1 wIll gIVe an
apprmamatIon ofthe flow of money Wnte-offs begm m the second quarter ofthe analysIs
and contmue untIl the end of the analysIs The mghest percentage comes from heat
productIon However, the smaller dIvIsIOns, such as guards, construction and the network,
also contnbute to the consIstent wnte-offs ofbad debt For the most part, the electncity part
supports the rest of the company

Net mcome follows the same pattern as net operatmg mcome, profitable m the early
quarters of 1996 wIth a gradual declIne to losses by the begmnmg of 1998

Balance Sheet

Table 3 2 IS the restated balance sheet for the company For 1998, first quarter results
are avaIlable at the tIme tms report IS bemg wntten Both account's receIvable and payable
were aged for the restatement by each busmess urnt However, the net result would have had
mSlgmficant Impact on the balance sheet and the ongmal 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 mcreased SIX tImes due
to a revaluatIon ofassets The major reason for the revaluatIon IS asset values had eroded due
to mflatIOn In addItIon, Assets under ConstructIon remained constant at around 22 mIllIon
untIl the first quarter of 1997 The balance mcreased then 47 nullIon from constructIOn
projects m Drohobych PEM and the heat plant

Current assets mcrease from 63 8 mIlhon to 131 rmlhon DAR Almost all the mcrease
IS due to vanous types ofreceIvables Combmed, they mcrease approXimately three times m
value Cash balances are small relatIve to other assets The main reason IS low cash
collectIon rates and the transIt account that absorbs most of the cash payments from
electncity The lIttle cash the company does receIve goes to meetmg wages and taxes

EqUIty had a large nse between the second and tillrd quarters of 1996 The account
Wlthm eqUIty that mcreased was the Reserve Funds which IS the correspondmg account to the
mcrease m fixed assets under the fixed asset revaluatIOn mentIOned above The reserve fund
was reclassIfied as addItIOnal capItal at the begmmng of 1997 Long term debt was zero for
the penod
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Table 3 2

Consolidated Company
Ukrame Energy Project

Balance Sheet 88 of
(000 UAHj

ASSETS 1/1196 114196 ln196 1/10196 111197 1/4197 1n197 1110197 111198 1/4198
Long Temr Assets

Fixed Assels 65815 66420 297882 605828 603935 604398 608375 612998 622014 622742
Less Accumulaled Deprecla~on 20712 29274 133951 302648 306074 308185 306216 314534 317 324 320303

Net Fixed Assets 45102 37146 163931 303180 297861 296213 302159 298464 304690 302439
Assets Under Construction 21757 22460 23849 24898 24194 45889 46966 41818 30476 31383

Nel U~lIty Planl 66859 59606 187780 328078 322055 342102 349125 340282 335166 333822

Other Property andInvestments
Nonutillty Property end Intangibles (442) (86) (146) 1261 1553 2773 1924 2513 2688 2829

Less Accumulated Deprecletion 58 116 174 365 438 468 551 603 727 800
Net Nonutllity Property end Intangibles (499) (202) (319) 896 1115 2305 1373 1910 1961 2029
Long Term Flnenclellnvesbnents 3 3 3 3 3 31 93 62 92 92
Other NOI>-Current Assets 0 0 0 0 0 0 0 0 0 322

Tala' Other Property and Inve.bnen/. (496) (199) (316) 899 1118 2336 1466 1972 2053 2443

Current Assets
Cash and Short Tenn Invesbnents 2145 930 224 687 1079 844 881 1301 2515 814
Accounts Recell/llble 23510 36013 66417 75549 86931 99546 95400 93827 91600 106548

Les. Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0
Net Recell/llbles 23510 36013 66417 75549 86931 99546 95400 93827 91600 106548

Inventory 4576 6939 3055 4642 5400 11025 11872 11849 11430 11738
Government Employee end Other Recell/llbles 14027 37320 7212 7552 28198 4173 2546 4171 8082 11618
Other ClITent Assets 8878 5224 5414 2112 8337 36 163 332 391 217

Tala' Current A••el. 53136 86426 82322 90542 129945 115624 110862 111480 114018 130935

TOTAL ASSETS 138796 145833 269786 419519 453118 460062 461453 453734 451237 467200

CAPITALIZATION AND LIABILITIES
Stockholder's Equity

staMary Cepltel (Net) 62203 75234 75469 73122 73122 73122 48493 73122 48493 48493
Adclttione' Capito' 0 0 0 0 250070 268347 300309 266992 286200 286051
Reserve Funds 22632 10448 255801 256176 3211 4461 4223 1697 2296 3201
Retained Earnings (3867) 8247 4421 (5894) (9583) (12945) (23893) (33737) (47207) (53354)
Unrealized Differences 1 0 (43972) (170116) 1862 2231 278 12384 17488 33846 39272

Tola/EqUity 80968 49957 165575 325266 319051 333263 341516 325561 323628 323663
Long Term Debt 0 0 0 0 0 0 0 0 0 0
Other Long Term Liabilities 0 0 0 0 0 0 0 0 0 0

Toral CapItalIzation 80968 49957 165575 325268 319051 333263 341516 325561 323628 323663

Current LIabIlIties
Short Term Debt 7 770 724 618 593 410 382 346 318 252
Accounts Peyebla 49981 86325 87914 78781 118899 111870 106732 110983 110940 127637

Le.. Bad Debl Allowance 0 0 0 0 0 0 0 0 0 0
Net Payables 49981 86325 87914 78781 118899 111870 106732 110983 110940 127637

Weges end Soclellnsurence Payable 1393 2110 3029 4824 6171 6926 7703 6925 5968 6024
Texes end NOI>-Budget Payeble 4048 4212 9770 8325 4334 3673 2697 7392 3451 3886
Government Employee and Other Payable 138 1785 1896 455 2764 2275 1120 1285 322 467
AdVances from Customers 8 13 4 23 20 6 25 6 8 5
Other ClITen! Llebllties 253 661 872 1227 1286 1639 1278 1236 6602 5266

Tolal Curren! Llablll~e. 55828 95876 104211 94253 134067 126799 119937 128173 127609 143537

TOTAL CAPITALIZATION AND LI,lIBILITIES 136796 145833 269786 419519 453118 460062 461 453 453734 4~1 237 467200

1 Unreakzed cifferences represents the l.JTeconcllable dEfferem:e after conversion of the Ukrainian accounting system Into International Accounbng Standards
I
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Table 3 3
Consolidated Company
Ukraine Energy Project

Statement of Cash Flows for the Penod Ending
(000 UAH)

1/4196 1n/96 1/10/96 111197 1/4/97 1/7/97 1110/97 111/98 114/98
Cash Flow from Operating Activities

Net Income 8401 (3986) (10409) (3854) (3574) (11 231) (10208) (13864) (5884)
Adjustments to Reconcile Net Income to Net Cash Flow

Change In Accounts Receivable (12503) (30016) (9132) (11382) (12615) 4146 1573 2227 (14948)
Change In Other Short Term Assets (22002) 34033 1375 (27629) 26701 653 (1772) (3551) (3670)
Change In Accounts Payable 36344 1325 (9133) 40118 (7029) (5138) 4251 (43) 16697
Change In Other Short Term Liabilities 2941 6400 (719) (279) (56) (1696) 4021 (493) (703)
Depreciation Expense 8620 102647 168889 3499 2141 (1886) 8370 2914 3052
Net Cash Provided by Operating Activities 13400 114388 151280 4327 9142 (3921) 16443 1054 428

Cash Flow from Investment Activities

Completed Plant In SelVlce (605) (228124) (307946) 1893 (463) (39m (4623) (9016) (728)
Change In ConstructIon Work In Progress (703) (1389) (1049) 704 (21695) (1077) 5148 11342 (907)
Change In Nonublity Property and IntangIbles (356) 74 (1407) (292) (1248) 787 (558) (205) (463)
Net Cash Provided by Investment Activities (1664) (229440) (310402) 2305 (23406) (4267) (33) 2121 (2098)

Cash Flow from Financing Activities

Short Term Loans (763) 46 106 25 183 28 36 28 66
Long Term Loans 0 0 0 0 0 0 0 0 0
EqUity 847 244361 (1972) (2895) 19527 7095 (11214) (4822) 756
Net Cash Provided by Financing Activities 84 244407 (1866) (2870) 19710 7123 (11178) (4794) 822

Unrealized Cash Differences • (43972) (126144) 171978 370 (1953) 12 t06 5104 16358 5427

Net Change In Cash (23751) (774) 581 277 (81) (190) 128 875 (1305)

,
Note 1 thIS account measures the unrealiZed operating losses that eXist w\thln the financial statements differences In accounting systems and

potential errors In bookkeeping due to lack of auditing
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As for current lIabilitles, the total balance doubled dunng the restatement Almost the
entIre mcrease m short term habilitles came from payables Accounts payable mcreased from
50 nulhon to 1276 nulhon wlnIe wages payable mcreased from 1 4 nnlhon to 60 rrulhon The
mam reason behmd these mcreases IS the low cash colIectlOn rate

Statement ofChanges m FmancIaI PosItIOn

Table 3 3 exarrunes the cash flow from all finanCIal actIVItIes dunng the year Net
mcome on an accrual basIS was between 8 4 and negatIve 13 9 rrulhon DAR For most years
It was negatlve Adjustments from operatmg actlVlties were highly vanable, but dId not offer
any sigrufi.cant trends Adjustments from mvestments offered only one Important change, the
revaluatiOn ofassets However, tms was mamly a non-cash transactiOn and contnbuted httle
to the real value of the company

Comparative AnalySIS

Tables 3 5 and 3 6 examme the finanCIal relatlOnship between the dIfferent busmess
umts that make up LVIV Oblenergo Table 35 focuses on the mcome statement while table
3 6 exarrunes the balance sheet

Begmnmg With the mcome statement, It can be easdy seen that the electnc portlOn of
the busmess dommates sales Over the rune penods exarruned, LVlV PEM contnbuted 32 3%
of sales, LVIV CIty PEM 25 3% and Drohobych PEM 27 7% The total IS approXimately
85% IfCHP-IIS mcluded, the total sales accounted for mcreases to 97% These four UnIts
make up almost the whole company m terms of sales

The next sectlon down Table 3 5 exarrunes operatmg mcome It IS Important to note
that the percentage could be a proportlOn of a profit or loss and It depends on the SIgn
(POSItIve or negatIve) assocIated With overall operatmg profit LVIV CIty PEM IS the busmess
that each year earns the most conSIstent profit The mam reason IS It has the lowest losses of
the three electnc dIstnbution comparues On the other hand, Drohobych IS the poorest
performer of the three for the OppOSIte reasons It has the mghest losses Overall, the heat
plants are the least profitable They conSIstently eIther breakeven or expenence losses In
some years, the secunty guard busmess has a large negatIve Impact The reason IS the poor
coIIectlOn rate on fees earned from outSIde clIents

Smce none of the dIVISIons have any debt, the mam vanable deterrrumng net
mcome IS the amount ofbad debt wntten off For the most part, the same pattern eXists for
net mcome as operatmg mcome The eIectnc PEMs have very httle bad debt from delays m
collectlOn whereas both the heat plants and the smaller dIVISIons conSIstently expenence
overdue accounts
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Tahle 34
Con~ohdated(.ompdny

I<mdncldI Rdhos

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

"hort Tenn liquidity
Current Ratio 09 08 10 10 09 09 09 09 09

CoIleetlot' Rale NA NA NA NA NA NA NA NA NA

%Accounts Reclevable Over 60 Days NA NA NA NA NA NA NA NA NA

% AeeQUols Payable Over 60 Days NA NA NA NA NA NA NA NA NA

Capital Structure and Long Tenn Solvency
Debt to Equ,ty 19 06 03 04 04 04 04 04 04

Debl 10 Tola1 AsSels 66% 39% 22% 30% 28% 26% 28% 28% 31 \I'

Tunes h'leresl Eanled (Cash)

Operating Perfonnance Ratios
Average Rallo of Sales Tan« to Purchase PlIce ([leclrlclly)

OperalUll! Profils 10 Sales 11 0% 12% 21% 63% 37% ~)8% 31% 85% 11 1%

Net Unrealized Accoo.nts to Sales 00% 67% 187% 05% '()7% 169% 188% 111% -09%

Net Income 10 Sales 90% 76% 239% 79% -48% 183% 224% 201% 82%

As~et Utilization
Sales 10 Current Assels (Aoouahzed) 40 29 2 I 19 29 23 17 2 ~ 2 ~

Sales 10 Nel Utlhly Plant (Aoouahzed) 58 13 06 08 10 07 06 08 10

~ales 10 Total Assels (Aoouahzed) 24 09 04 05 07 06 04 06 07

Common Size Income Statement (% of Total "ale~)

Purchases Energy to Sales 709% 73 9% 844% 818% 680% 686% 791% 72 1% 719r

Operatmg and MauUetW1ce (0 Sales 37% 57% 63% 142% 143% 102% 61% 152% 130%

Fuel 10 Sales 107% 122% 04% 22% 141% 105% 18% 82% 171%

Wages alld SOCial Casllo Sales 29% ~3% 73% 45% 46% 80% 96% 71% ~O%

DepreCiatIOn to Sales 09% 17% 34% 36% 26% 35% 67% H% 42%

Operatmg Income to Sales 11 0% 12% 21% 63% 37% .Q8% 31% 85% 113%

Net Income to Sales 90% 76% 239% 79% -48% 183% 224% 201% 8'%

Common SIZe Balance '>heet (% of Total A~~eh)

Accwnls Recel\ able 247% 246% 18 or 192% 216% 207% 207% 201% 2' 8?r

OJrrent Assets 593% 30 ~% 216% 287% 2~ 1% 240% 246% 2~ 3% 280?r

Nel FIXed Assets 409% 696% 782% 711% 744% 7n% HO% 743% 71 ~%

Ourent ltablhlles 6n% 386% 225% 296% 276% 260% '82r 281% 1U 7%

Loog Term L,ab,lll'es 00% 00% 00% 00% 00% 00% 00% 0117 00%

Eqully 343% 61 4% 77 ~% 704% 7' 4% 740% 718% 717% 693%
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Table 35
Consolidated Company
Ukraine Energy Project

Normalized Income Statement By Business Unltl
rOOOUAHI

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

Total Sales 86937 60635 46664 61187 83279 63881 47038 70787 81137

Electricity LVIV 301/, 371% 410/ 313% 291'/ 336/ 328% 265% 291/
Electricity City 222/ 251% 260% 247 A> 224% 250/ 302/ 273% 249%
ElectriCity Drobhobych 234% 291/ 313% 281/ 245/ 297% 3360/ 257/ 241%
Heat CHP 1 204% 66/ 02/ 127% 199/ 94/ 13/ 166/ 180/
Heat CHP 2 33/ 11% 00/ 14% 32% 14/ 00% 23% 28/
Guard 04/ 05A> 07'/ 07/ 04% 05/ 07A> 05% 04%
Network Adjustment 02A> 05/ 06% 04/ 02A> 03% 07/ 05/ 03%
Construction 00% 00'/ 02/, 07% 01/ 01% 07% 07/ 03/

Total Operallng 9533 753 (977) (3885) (3108) (500) (1480) (6027) (9194)

Electricity LVIV 135/ 2137 A> 40% 527/ 541% 2765% 494k 638/, 162%
Electricity City 265% 4372/ 2941% 4270/ 927 A> 7315% 1742% 3971 31 4 A>
Electricity Drobhobych 155% 1492/ 1109A> 992% 51/ 585/ 375% 370/ 475/
Heat CHP 1 904/ 5585% 2257/ 00% 12010/ 8993/ 1146% 173% 605/
Heat CHP 2 113/ 1163% 4100/ 86/ 52% 1699% 587 k 158% 62/
Guard 20/ 156/ 188% 71k 24% 202% 92k 01/ 03%
Network Adjustment 12% 202/ 147% 1 7/ 10k 07% 960/ 091 05%
Construction 00% 00/ 13/ 14% 34k 499k 18% 09/ 071

Total Net l 7799 (4609) (11138) (4845) (4006) (11695) (10541) (14259) (6673)

ElectriCity LVIV 261/, 229/ 31% 460'/ 4601 105% 84% 2801 2491
ElectriCity City 293% 6700/ 254k 331% 703/ 306/ 238% 164% 432/
ElectriCity Orobhobych 266/ 151% 123/ 824% 42% 25/ 132k 670% 97/
Heat CHP 1 1090/ 1574% 902'/ 40A> 957% 12480/ 781/ 85A> 871%
Heat CHP 2 136% 429/ 138% 66/ 32% 73% 199% 681 92%
Guard 25% 25k 30A> 14% 74/ 21/ 04% 1 9'/ 48k
Network Adjustment 14A> 31% 11/ 10% 68% 28/ 12/ 11% 39/
Construction 00/ 00/ 01% 09/ 27% 27% 03/ 071 02%

1 Include Internal Transfers
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Table 3 6

Consolidated Company
Ukrame Energy Project

Normalized Balance Sheet By Business Umt
(000 VAl-/)

114196 1/1/96 1110196 1/1/97 114197 117191 1110197 1/1198 114/98

Total Assets 145833 269786 419519 453118 460062 461 453 453734 451237 467200

Eleelr1c1ty Lvlv 2011 8101 5011 1851 189/ 191/ 197/ 197/ 188k
Eleelr1c1ty City 41/ 86/ 59/ 57/ 58/ 59/ 59/ 58/ 5rA
Eleelr1elty Drobhobych 181/ 455/ 305/ 282/ 315/ 314/ 3071 301/ 2911
Heal CHP 1 242/ 17 3/ 117/ 112/ 104/ 113/ 114/ 97/ 104/
Heat CHP 2 115/ 272/ 17 4/ 163/ 162/ 158/ 163/ 167/ 164/
Guard 04/ 03/ 03/ 031 031 04/ 04/ 04/ 05/
Networ!< Adjus1ment 26/ 11/ 04/ 04/ 06/ 06/ 06/ 06/ 06/
Construction 00/ 07k 05/ 05/ 05/ 05/ 06/ 06k 061

Total Fixed Assets 59606 187760 326076 322055 342102 349125 340262 335166 333622

Eleelnclty Lvlv 394/ 446/ 234/ 239/ 231/ 233/ 236/ 236/ 235/
Eleelr1elty City 63/ 111/ 651 69/ 67/ 69/ 67/ 69/ 71k
Eleelr1c1ty Drobhobyeh 407/ 640/ 379/ 362/ 409/ 401/ 393/ 369/ 369/
Heel CHP 1 242/ 132/ 63/ 64k 76/ 77/ 67/ 65/ 65/
Heat CHP 2 166/ 3641 2061 213/ 200/ 196/ 200/ 204/ 203k
Guard 00/ 00/ 00/ 00/ OOk 00/ 00/ OOk 00/
Networ!< Adjus1ment 33k 06/ 04k 04/ 04/ 04k 05/ 05/ 05k
Construction OOk 07/ 04/ 04/ 04/ 03k 03/ 04/ 05/

Total Current Assets 66426 62322 90542 129945 115624 110662 111460 114016 130935

Eleelr1elty LVlv 651 1631k 1474/ 52k 65/ 61/ 67/ 73k 64/
Eleelr1elty City 23k 26k 33k 23k 26/ 23k 32/ 21/ 16/
Eleclr1clty Drobhobych 24k 30/ 3rA 35k 41/ 42k 45/ 46/ 44/
Heal CHP 1 241/ 265/ 241/ 162/ 160/ 227/ 196/ 132/ 152k
Heat CHP 2 64k 62/ 52/ 41k 44/ 40k 54/ 62/ 65/
Guard 07/ 10/ 12/ 091 13/ 15k 17/ 16/ 16/
Networ!< Adjus1menl 21k 19/ 03/ 05/ 10k 13k 12/ 06k 06/
ConsrueUon 00/ 06/ 09/ 06/ 09/ 09/ 13/ 12/ 091

Total Equity' 49957 165575 325266 319051 333263 341516 325561 323628 323663

Eleclr1elty Lvlv 495/ 1279/ 631/ 243/ 242/ 242k 255/ 256k 25510
Eleclr1Clty City 96/ 130/ 67/ 71k 70/ 71/ 74k 74/ 75/
Eleelr1elty Drobhobyeh 500/ 731/ 367/ 391/ 426/ 415/ 417/ 411/ 411/
Heat CHP 1 296/ 152/ 65/ 6610 63/ 811 861 66/ 86/
Heal CHP 2 262/ 418/ 213k 217/ 206k 204/ 21510 217/ 216/
Guard 00/ 00/ 00/ 00/ 00/ 00/ 00/ OOk 00/
Network Adjus1ment 45/ 02/ 04/ 05/ 06/ OrA 07/ 06/ 06/
Consruebon 00/ 07/ 0410 04/ 04/ 04/ 04/ 04/ 05/

Total Current LIabilities 95876 104211 94253 134067 126799 119937 126173 127609 143537

Eleclr1elty LVlv 46/ 65/ 55/ 48/ 50/ 46/ 48/ 45/ 35/
Eleelnclty C,ty 12/ 17/ 31/ 23/ 26/ 25/ 23/ 16/ 1810
Eleclnclty Drobhobych 1510 17/ 24/ 23/ 22/ 26/ 2rA 22/ 19k
Heat CHP 1 213/ 207/ 229/ 172/ 156k 203/ 165/ 126/ 144/
Heal CHP 2 3810 41/ 401 34/ 4110 2710 321 41/ 42/
Guard 07/ 08/ 12/ 0910 12/ 14/ 15/ 14/ 16/
Network Adjus1ment 17/ 2110 02/ 02/ 03/ 05/ 04/ 05/ 05k
Construction 00/ 06/ 071 07/ 08/ 081 10/ 10/ 06/

~.
1 Includes Long Term Debl
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Table 3 6 exammes the components of the consolIdated balance sheet Several
mterestmg pomts are more easIly seen wIthm thIs table FIrst, the most profitable umt, the
LVlv CIty PEM represents only on average 6 3% of total asset value The reason IS It has a
natural advantage due to the hIgh concentratIOn ofIts 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-l, thIs IS JustIfied smce
It generates approXImately 12% ofrevenues However, CHP-2 IS very mefficlent Although
ItS relatIve total asset value averages 18% ofassets, It generates less than 2% ofsales By any
measure thIs IS a very poor utIlIzatIon of resources

Smce 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 mterestmg dIfference eXIsts
Most of the lIqUIdIty comes from the CHP-l plant However, thIs IS very TIlIsleadmg smce
most of the current assets are receIvables that should have been wntten off as bad debt

Once agam, 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 ofthe three electnclty PEMs, LVIV Oblast, Droghobych
and LVIV City The LVIV City PEM covers the City Itselfwhde Drohobych serves the north
area LVIV PEM IS responsible for the rest of the area The regIOn that the Oblenergo covers
IS econmTIlcalIy dIverse It mcludes some heavy mdustry such as several chemIcal factones
In addItIOn, several lIght mdustnal busmess (mcludmg Jomt ventures With Coke Cola and
SVldoch (candy» have establIshed operatIOns The area also mcludes sIzable agnculture
productIOn and a large resIdentIal populatIOn

Table 4 1 IS the consolIdated mcome statement for the electnclty dIstnbutIOn dIVISIOns
of LVIV Supportmg tables mclude 42 (Sales of Eleetnclty), 43 (Other Income and
Expenses), 44 (Electnclty I Fuel Purchased), 45 (MaIO ProductIon Costs), 47 (Agmg of
Accounts ReceIVable) and 48 (Agmg ofAccounts Payable)

Table 4 1 IS the 1996-1998 quarterly restated mcome statement Begmnmg WIth sales,
two types of trends eXIst The first IS seasonal and the second 10 econOIDlC The seasonal
trend shows a peak 10 consumptIon m the first quarter of each year WIth a declme 10 usage 10

both the second and thIrd quarters (due to warmer weather) In the fourth quarter, a sharp
nse 10 revenues occurred due to both colder weather and mcreased processmg of seasonal
agncultural products

The second trend IS econoIDlc Begmnmg WIth the first quarter of both 1996 and
1997, a quarter by quarter companson shows that the first quarter sales for 1997 IS lower than
1996 by 6 8% The followmg year same penod sales mcreased by 3 3% Although some of
the pattern may be assocIated WIth the general econOmIC condItIon of the area, the maJonty
ofthe pattern IS explamed by a constramt 10 power supply from the wholesale market Smce
the quarter bemg analyzed IS the WInter penod, demand IS at Its peak GeneratIOn dunng thIs
penod could not meet demand because offuel constramts ThIs shortage m generation was
passed on to dlstnbution throughout the country and was especIally acute 10 1996 The
condItIons m 1997 were Improved, but still constramed the company's abIlIty to meet demand

The next sectIon 10 the lOCOme statement deals WIth operatIOnal expenses Also of
usefulness IS Table 47, Fmanclal RatIOS In partIcular, the sectIOn refemng to the common
size mcome statement Will yIeld Important mSIghts to the analySIS The largest cost for
dlstnbutton IS purchased energy For 1996 and 1997 the ratIO ofenergy costs to sales6 are
894% and 84 9% respectIvely for each of the two years Two vanables

6 ThIs IS a very Important ratIO that IS the best mdIcator of eventual profitabIlIty It Simply
measures how much money IS left over to pay all other costs Normally, an electnc
dIstnbutIOn company would reqUIre a ratIO of 80 or lower to meet ItS expenses other
than electncIty A ratIO of 80 translates mto 20% of sales to meet all other operatmg
expenses and mvestment
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deterrnme tills ratIo, overall losses WithIn the dIstnbutlOn system and the purchase and sellmg
tanffs Increased losses would cause the ratIO to detenorate (hIgher) A larger dIfference
between the seIImg and purchasmg tanff of electncIty would cause It to Improve (lower)
From 1996 to 1997 system losses mcreased from 25% to 27 2% Ifpnces remamed constant
the ratIO would have detenorated (mcreased) by 2% However, the ratIO Improved
consIderably Therefore, the dIfference between sellmg and purchasmg mcreased However
the lffiprovement stIll places the absolute value, 84 9%, too low to sufficIently cover costs and
mvestment

For the year the quarter by quarter companson through out the year shows large
dIfferences between quarters (see Table 47) Both the }"I and 4th quarters (wmter months)
ratIos are hIgh and average around 91% ofsales However, dunng the summer months the
ratIos fall to 80% of sales Although the tanffs are set by NERC, the underlymg econOmIC
cause of the mcreased cost dunng the wmter months IS the illgher average margmal cost of
energy because of the mcrease use of fossll fuels to meet the hIgher demand Dunng the
summer months more of the demand IS met by cheaper nuclear power

Wages are the second largest cost and therr trend IS mcreasmg In 1996, labor costs
average 4 2% of sales ThIs average mcreased to 6 4% m 1997 Two reasons underlIe the
mcrease Dunng 1996 several changes were made to accountmg procedures Pnor to thIs
penods bonuses were accounted for after calculatIOn ofprofit Dunng 1996 the law changed
so that they could be mcluded was a wage expense The second reason for the mcrease IS a
reflectIOn ofthe hIgher wages reqUIred to compensate for the general eroSIOn of wages from
past mflatIOn

After wages, the next largest cost IS operatmg expenses ThIs category mcludes
matenals, spare parts, fuel (other than for generatIOn), small mvestment and servIcmg costs
Combmed WIth maIntenance (whIch IS very smaIl), these costs averaged 2 8% of sales for
both 1996 and 1997 At thIs low level, the eqUIpment IS not bemg suffiCIently maIntaIned to
operate m an effiCIent manner DepreCIatIon remaInS a very small component for two reasons
Frrst, current law allows only very small annual deductIons as an expense The second reason
IS the very low value aSSIgned to It under the old SOCIalIst finanCIal system (even after
revaluatIons)

Table 42, ElectncIty Sales, outlmes the monthly electncIty sold (m MWH), average
tanff (UAR per MWH) and revenues (000 UAR) by consumer group for the penod 1996­
1998 (PI quarter) Total electncIty sold for 1996 was 2,976,930 MWH WIth an average
tartffof72 1 UAR per MWH Total revenues for the same penod were 2149 mlllIon UAR
As for 1997, 2,882,060 MWH were sold at an average pnce of 75 9 UAR per MWH ThIs
generated total revenues of218 7 millIon UAR The year to year decrease In MWH was 3%
and the Increase m revenues was 1 7% The dIfference
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BESTAVAILABLE COpy

Table 4 2
Consolidated Electric Company

Ukraine Energy Project
Electricity Sales

10 11 12 13 14 15

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

Tot I Total Total
EI clricKy Total MW Capacity Total Eleclrfcity T Ial EI ctrtl:lty T tel EI c:frftrty Total

Sold TanlI Sale. Sold Charge Revenues Sold Tariff Siillu Sold TanlI Sales S Id Tanll Sales
~ IMWHI fUAH per MWHI 1000 UAHI IMWH! (UAHperMWI (000 UAH) IMWHI (UAH per MWH) (000 UAH\ IMWHI lUAH ptr MWH) 1000UAH) (MWHI (UAH per MWH) 1000 UAH!

Industrial >750 Industrial >750 Industrial < 150 Railroad City Transport

January (1996) 07267 636 6160 307 67167 2065 29367 660 2565 2535 707 170 2914 772 225
February 111 665 642 7166 299 69345 1979 29119 902 2336 19666 719 1429 2314 791 163
March 142479 634 9039 291 67424 1961 29495 766 2347 25610 710 1933 2766 794 220
Apr! 113621 627 7133 274 70326 1926 29069 790 2169 20963 700 1467 2619 770 217
Mey 95113 629 5970 299 66667 1926 20615 776 1600 20900 704 1465 2464 766 199
June 115734 611 7077 297 64519 1617 20341 700 1545 19116 692 1239 2610 793 190
July 116393 901 9999 301 95299 1967 19315 746 1441 1980B 971 1329 2321 739 171
August 93099 597 5016 292 63319 1959 19992 739 1401 4291 670 295 0 00 0
Sefllentber 92735 599 4997 309 63266 1954 17776 741 1319 6929 690 617 194 737 14
October 64464 607 5123 291 64564 1976 19336 747 1445 22495 690 1531 0 00 0
November 99599 637 4370 269 67679 1929 19500 799 1539 22045 704 1553 104 759 9
December 62052 642 3994 277 66549 1902 17 902 799 1409 10145 707 719 0 00 0
January (t907) 90425 642 5163 265 69302 1910 26579 903 2134 20925 709 1474 2299 704 161
February 100593 621 6242 269 67100 1905 23717 793 1661 24346 998 1699 2550 776 199
March 99090 629 9266 232 66076 1533 22399 771 1727 25416 701 1763 2692 770 205
Apr! 115524 627 7244 259 66279 1710 21967 776 1699 24614 700 1723 2576 776 200
Mey 96741 642 6341 235 66661 1,597 19922 782 1471 24013 704 1690 2067 774 160
Junt 02977 644 5992 235 66936 1573 19491 779 1440 22104 702 1552 2329 792 192
July 73295 639 4677 171 87427 1153 19352 780 1276 20095 703 1412 2169 779 169
Augusl 76015 647 4921 176 66919 1176 15679 795 1246 20433 704 1439 2244 780 175
September 92113 645 5939 199 67551 1324 17027 791 1330 22999 70S 1921 2997 790 209
October 99430 639 5717 216 6754 6 1459 19749 767 1476 26011 705 1633 2529 787 199
November 77 423 957 5090 146 6794 5 002 21570 709 1716 25909 717 1951 2591 794 205
December 62407 663 5462 174 96651 1198 29205 792 2207 26090 720 2023 1992 797 150
Janu.ry (1999) 77 979 696 5341 136 70952 975 29419 950 2502 24976 772 1927 2635 946 223
February 72677 714 5190 136 72941 992 27209 993 2401 25959 907 2070 1616 676 142
March 107125 726 7792 197 75561 1413 27599 908 2505 27062 816 2207 2672 994 239

Non..fnduitriaJ AgrlcuUure Residenlill City Resldenllal Rural Transmission

January (1SSB) 40794 772 3149 17 920 611 1095 70152 430 3019 4894 501 245 1867 773 144
February 46219 801 3704 17 930 624 1120 69179 458 3171 5439 591 316 1949 804 149
March 48987 801 3921 17606 630 1109 72730 473 3437 5664 546 309 1553 944 131
Apr! 39683 783 3106 16125 947 1044 54919 475 2803 3774 554 209 1037 1036 107
May 26063 772 2012 11697 609 710 53537 499 2620 3041 562 171 596 906 56
Jun! 29319 761 2231 10 d69 597 638 51983 512 2681 2935 555 163 495 1108 55
July 20943 510 1063 9390 594 549 57182 500 2960 2919 576 169 472 t035 49
August 20491 730 1495 9799 591 589 52156 534 2793 4237 666 282 875 581 51
September 29899 736 2126 10089 593 586 49294 626 3097 4472 718 321 963 579 50
October 30535 748 2285 10523 577 907 50930 941 3257 4900 767 376 1039 597 61
November 33702 907 2720 10761 918 667 56127 653 3665 4878 756 386 1499 614 92
December 46730 797 3725 11419 623 711 68714 645 4303 5629 753 424 1517 611 93
Jonu.ry (1997) 43643 803 3495 13392 626 939 62766 663 4162 7699 757 563 1486 626 93
February 40969 775 3166 13469 606 916 60692 944 39\0 6105 754 467 1315 593 76
March 4504\ 775 3490 12125 689 936 55953 629 3513 9394 779 731 1115 593 65
Apr! 37751 794 2997 12160 616 749 50233 639 3209 5905 772 456 1 129 903 68
Mey 27859 760 2118 9465 619 586 42509 626 2659 12188 800 975 723 609 44
June 31163 778 2425 9324 620 516 43 155 949 2800 11069 793 677 495 626 31
July 21923 779 1707 7315 621 454 49097 642 3149 9634 766 679 46. 620 29
August 22563 776 1753 8157 619 505 37665 633 2383 9561 790 676 390 615 24
S~ttmber 28527 78 I 2227 9220 620 510 41269 649 2679 9142 790 722 497 642 30
October 30111 787 2369 8192 623 510 49243 663 3264 12090 785 948 724 808 44
Novermer 36109 795 2870 9012 619 559 46069 677 3118 12323 779 959 2171 622 135
December 50167 807 4046 10452 622 650 62704 642 5278 15627 779 1217 2262 629 142
January (1998) 35723 868 3099 9996 675 675 50858 666 3396 12913 603 1637 1069 00 54
February 39287 884 3474 10266 666 704 51096 975 3447 12050 909 975 1234 794 96
Marth 42075 913 3941 10103 713 720 56219 690 3991 13639 748 1020 lnl 770 94
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between productIOn and revenue mcreases was caused by the mcrease m the average tanff

A more 1Illportant companson IS penod by penod Smce mformation IS avaIlable for
three years on the pt quarter, thIs wIll be the penod exammed Total electncity sold (m
MWH) for the I,t quarter (1996-1998) average 303,469,266,418 and 254,996 per month
respectIvely The trend m sales dunng thIs penod follows the trend of combmed mdustrlal
consumptIOn From 1996 to 1997 mdustry's consumptIOn fell by a total of 20% ThIs
decrease accounts for most of the 12% fall m total sales From 1997 to 1998 total sales
mcreased by 4%

Table 4 3 IS other mcome and mtemal transactIons Other revenues for electncity
dIstnbutIOn are fees collected for late payment, reparrs and meter mstallatIOn as well as fees
for transItmg electncity Compared WIth electncity sales, the total IS very small and averages
2-3% of monthly electnc sales The trend for the 2 years exammed IS mcreasmg mamly
because of late fees

Table 4 4 shows the monthly purchases for electncity from the mam gnd Smce thIs
represents the most sigruficant cost, It IS shown m greater detaIl by the mcluston of thIs table
As WIth sales, penod by penod analySIS wIll be used WIth the penod bemg 1st quarter Total
purchases m MWH for each quarter are as follows, 1,253,146 (1996), 1,158,699 (1997) and
1,119,892 (1998f Calculated losses attnbutable to dIstnbutIOn average over 25% ThIs
level IS extremely hIgh when compared to the 6 2% loss rate WIthIn the U S Rural Electnc
SystemS

The next table, 45, outlmes 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 m normal accountmg for Ukrame Withm
the table are all the basIC accounts used to record costs ofproductIOn However, dISCUSSIon
of costs have been made WIthIn the context of the restated mcome statement

7 It should be noted that sales m MWH dunng thIs penod are 87,809 (1996), 77,345
(1997) and 82,710 (1998) Losses would be 18 7% for 1996, 22 9% for 1997 and
202% for 1998 The company also has some selfgeneratIon from the CHP-l, but the
amount IS so small It was Ignored

8 1994 StatIstical Report Rural Electnc Borrowers, Rural Electnc ServIce, Uruted States
Department OfAgnculture (WashIngton, DC Government Pnntmg Office)
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Consolidated Electric Company
Ukraine Energy Project

Indirect Income and Expenses
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Table 4 4
Consolidated Electric Company

Ukraine Energy Project
Purchases Electricity/Fuel

(OOOHRs)

Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT/m3 HRN Cost of MT/m3 HRN Cost of

Month Purchased PerMWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel

January (1996) 397922 4587 18251 0 0 0 a a 0
February 404916 5099 20647 0 0 0 0 0 0
March 450308 5058 22777 0 0 0 0 a 0
April 338937 5047 17105 0 a 0 a 0 0
May 265898 4970 13215 0 0 0 0 a 0
June 285929 5064 14479 a 0 0 0 a 0
July 295856 5071 15003 0 a a a 0 a
August 232761 4686 10908 0 0 0 a a 0
September 285689 4713 13466 0 0 a 0 a a
October 329124 4776 15720 a 0 a a a 0
November 319611 4961 15857 0 a 0 a a a
December 367515 5022 18458 a 0 a 0 a 0
January (1997) 414340 4942 20478 0 0 a a 0 0
February 368058 4849 17846 0 0 a 0 0 0
March 376301 4858 18280 0 0 0 0 0 0
April 363679 4742 17246 0 0 0 0 a a
May 292640 4775 13972 0 0 a a 0 0
June 269658 4681 12622 0 a 0 0 a a
July 241201 4817 11619 a 0 a a 0 a
August 248098 4779 11856 0 a 0 0 a a
September 288830 4757 13741 0 0 0 a 0 0
October 351964 4685 16488 0 0 a 0 0 0
November 343265 4621 15863 a 0 0 a a 0
December 404 016 4630 18706 0 a 0 0 0 0
January (1998) 368385 4991 18385 0 0 0 0 a a
February 335487 5180 17378 0 a a a 0 a
March 416 020 5423 22563 a a 0 a 0 0
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Tahle~ 45

Consolidated Electric Company
Ukraine Energy Project

Main Production Cosh

ConsbudJII1 ~p Al:rlttait rt Low olu P p dation TtalUpurt r"," ~ "Iriur: NflQln Htmmt [),( rr d
Dptdllon MaInt" Rnr.f' Mfrllll r ri M trtll 1 n U dod< Pr d d COf''i Itm ur LV Hfll Cd [pm Opt"nUJIl IJPf'tldllll Exptt SN

~~L
__1__ --'-- __5_ --'- __7_ __8- --'- __10_ __11- __11_ __1'- __16_ ..-!L __29_ _'_0_ _,_,-
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Balance Sheet

Table 4 6 IS the restated balance sheet for the sector For 1998, first quarter results
are available at the tIme tms report IS bemg wntten Both account's receIvable and payable
were aged for the restatement by each busmess umt However, the net result would have had
an mSIgmficant Impact on the balance sheet and the ongmal values were used All other values
were taken from the Ukralman reported financIal statements

Between the first and second quarter of 1996, gross fixed assets mcreased over SIX
tImes due a revaluatIon ofassets In addItIOn, Assets under ConstructIon Increased from 9 3
mIllIon to 30 5 mIllIon dunng the first quarter of 1997 due to constructIon projects at the
Droghobych PEM

Current assets mcrease from 5 5 mIllIon UAR to 164 mIllIon UAR Cash balances
and accounts receIvable remamed comparatIvely small For most of the penod exammed
mventory was the largest current asset For an electnc dIstnbutIOn company thIs IS
unusual and IS attnbuted to the goods accumulated under barter arrangements

EqUIty had a large nse between the second and thIrd quarters of 1996 The
account WItrun eqUIty that mcreased was the Reserve Funds whIch IS the correspondmg
account to the mcrease m fixed assets under the fixed asset revaluatIOn mentIOned above
The reserve fund was reclassIfied as addItIonal capItal at the begmmng of 1997 Long
term debt was zero untIl the last penod and the mcrease was small

Current lIabilitIes mcrease 2 Y1 tImes from 4 3 mIllIon to 10 3 Most of the mcreases
IS splIt between accounts payable and wages payable Accounts payable mcreased dramatIcally
for the begmmng of 1996 untIl the second quarter of 1997

Tables 4 8 and 4 9 examme aggregate agmg of accounts receivable and payable to
determIne cash flows for the company as a whole9 The ImtIaI pomt of the analysIs was
January 1996 For accounts receIvable, the mflow ofpayments (both cash and non cash) IS
suffiCIent enough that total accounts receIvable 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 ofpayables when compared to receIvables First, the gross
margm (sales less purchases of electncIty) IS too small to cover all operatmg costs The
second reason is the value receIved may not be suffiCIently lIqUId enough to use as payment
of debts

9 It IS strongly suggested for the reader mterested m thIs mformatIOn to read the detaIled
descnptIOn m the appendIx concerrung the methodologIes of how thIs was calculated
and what assumptIon were used

35
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Table 4 6

Consolidated Electric Company
Ukraine Energy Project

Balance SheGt 8S of
(OOOUAIi)

ASSETS 1/1196 1/4196 ln196 1/10196 111197 1/4197 1n197 1110197 1/1198 114198
l.ong Tenn Assets

FIXed Assets 74 261 74807 376661 476365 479778 480096 483777 485476 487792 487931
Less Accumulated DepreCIation 22452 31219 160479 263688 266923 268572 269708 273559 275955 278040

Net Fixed Assets 51809 43588 216182 212677 212855 211524 214069 211917 211837 209891
Assets Under Construcbon 7424 7939 8972 9892 9331 30553 31106 25709 21392 22087

Net UUllty Plant 59233 51527 225154 222569 222186 242077 245 175 237626 233229 231978

Other Property and Investments
Nonulility Property and Intangibles 501 757 893 998 1247 1266 1431 1987 2085 2202

Less Accumulated Depredation 77 191 250 268 311 341 369 429 506 570
Net Nonullhty Property and Intangibles 424 566 643 730 936 925 1062 1558 1579 1632
Long Term Flnanclallnvestmenls 3 3 3 3 3 32 62 62 62 62
Other NOll-Current Assets 0 0 0 0 0 0 0 0 0 322

Tolal Olller Properly and Inveslments 427 569 646 733 939 957 1124 1620 1641 2016

Cu~ntAssets
Cash and Short Term Investments 417 475 268 262 153 234 349 781 475 309
Accooots Receivable 393 656 759 1681 1459 1549 3103 2630 2355 2327

Less Bad Debl Allowance 0 0 0 0 0 0 0 0 0 0
Net Receivables 393 656 759 1681 1459 1549 3103 2630 2355 2327

Inventory 2703 4358 4244 4301 3262 4375 4042 5193 5416 5509
Government Employee and Other Receivables 1968 2199 3100 3970 8444 7781 4259 4463 7518 7285
Other Current Assets 29 2007 130457 129526 1122 1659 2247 3011 182 1037

Tolal cUlrenr Assel. 5510 9695 138848 139740 14440 15598 14000 16078 15946 16467

TOTAL ASSETS 65172 61791 364648 363042 237565 268632 260299 255324 250816 250461

CAPITALIZATION AND LIABILITIES
Stockholder's Equity

SlaMary Capital (Net) 49507 49507 49507 49507 49507 49507 49507 49507 49507 49507
Additional Cap"al 0 0 0 0 71745 75422 78355 78801 189419 189489
Reserve Foods 11278 5109 304727 303144 103632 121068 120565 114501 999 1000
Retained Earnings 0 (1825) 3012 4129 (487) 319 5417 5648 (5561) (4984)
Unreabzed Differences 1 0 1824 (3012) (4129) 487 (319) (5417) (5648) 5649 5070

Tola/EqUity 60785 54615 354234 352651 224884 245997 248427 242809 240013 240082
Long Term Debt 0 0 0 0 0 0 0 0 0 0
Other Long Term Uab,hbes 0 0 0 0 0 0 0 0 0 0

Total Caplla/lzalJon 60785 54615 354234 352651 224884 245997 248427 242809 240013 240082

Cun-ent LIabIlitIes
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

Les. Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0
Nel Payables 1669 3377 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 NOll-Budget Payable 1143 1863 2154 2343 1968 2497 1414 1359 1157 1320
Government Employee and Other Payable 27 29 1061 58 289 64 121 577 121 193
Advances from Customers 7 13 3 22 527 6 26 6 8 5
O1I1er Current UaMbes 219 234 337 498 730 64 700 613 530 488

Total Current LIabilities 4387 7176 10414 10391 12681 12635 11872 12515 10803 10 379

TOTAL CAPITALIZATION AND LIABILITIES 65172 61791 364648 363042 237565 258632 260299 255324 250816 250461

I UrrB8t1zed differences represents the unreconcllable difference after conversion or the Ukrainian accounbng system Into International Accounbng Standards

I
~
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Table 4 7

Lonsohddted Electric Lompdny
Fmanclal Raho~

1/4196 117196 1110196 1/1/97 114197 117197 1/10197 111/98 114/98

Short Tenn L1quidlt)
Ourent Ratio I 4 133 134 II I 2 I ' 13 I ~ I 6
Collecllon Rate 100% 90r 112r 110% 73% 104% 6H% 99% 77%

%Accounts Reclc\ahle Over 60 Days or or 0% 0% or 0% 0% 0% 0%
%Accoonls rayable Over 60 Days 0% or 0% 0% 0% 0% 0% 0% 10%

Capital Structure and Long Tenn Solvency
Debt to Equity 01 00 00 01 01 00 01 00 00
Debt to Total Assets 12% 3% 3% S% ~% ~% ~% 4% 4%
Tunes blleresl Eamed (Cash) 00 00 00 00 00 00 00 00 00

Operating Perfonnance Ratlo~

Average Rallo of Sates Tariff to Purchase Price ([lectnclly) 1 4~ 143 14S I 55 I SS I ~9 157 166 I ~6

Opcraltn8 Profits to Sales -04% 10 9% 38% 82% 16% 94% 28% 6~% -47%
Net Unreahzed Accoonts to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Net Income to Sates 28% 87% 24% 90% 13% 90% 23% 69% 50%

Asset Utilization
Sales to Currenl Assets (ArDluahzed) 272 I 6 13 143 163 16 I 113 14 I IH
Sales 10 Net Utlhly Planl (AJUlUahzed) 5 I 10 08 09 10 09 08 10 II
Sales to Total Assets (AJUlUatlzed) 43 06 o ~ 09 10 09 07 09 10

Common Size Income 'ltatement (% of Total Sale~)

Purchases Energy to S..les 937% 809% 859% 972% 893% 777% 819% 90 7% 92 0%
Operatmg and MauIlen3nce to Sales 28% 23% 24% 39% 20% 28% 29% n% 41%
RIel to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%
Wages and SOCial Cost 10 Sales 31% 4~% 52% H% 44% 69% 76% 68% 44%
DepreCiation to Sales 09% 14% 2S% 33% 27% 31% 50% ~~% 19%

Operatll18 Income to \ales -04% 109% 38% 82% 16% 94% 28% 6 ~% -47%
Net Income to "iales 28% 87% 24% 90% 13% 90% 21% 6 9% ~O%

Common Size Balallle Sheet (% of Total A~\ct~)

Accounts Reccl\ahl 11% 0'% O~% 06% 06% 12% 10% 09% 09?r

Ourent Assets In% 3H 1% 38 S% 61% 60% H% 61% 64?r 66%

Net FIXed Assets 834% 617% 613% 93 ~% 936% 942% 911% 910% 92 (%
C\)rrent Llablhtles 116% 29% 29% 53% 49% 46% 49% 41% 41%
Long Tenn Ltah,htles 00% 00% 00% 00% 00% 00% 00% 00% 00%
Equity 8H 4% 971% 971% 947% 9~ 1% 9H% 9~ 1% 9~ 7% 9~ 9%

---------
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Table 4 8

Consolidated Electnc Company
Ukrame Energy Project

Determmatlon and Agmg of Accounts Receivable
(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Wnte-offs Receivable Wnte-offs

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

January (1996) 19211 20997 (1785) (1785) (1785)
February 21915 24794 (4664) 0 (4664) (4664)
March 24720 20103 (46) 0 0 (46) (46)
April 20340 18244 2050 0 0 0 2050 2050
May 17000 15361 3689 0 0 0 0 3689 3689
June 18021 16178 5531 0 0 0 0 5531 5531
JUly 16872 20914 1489 0 0 0 0 1489 1489
August 13767 15836 (580) 0 0 0 0 (580) (580)
September 15190 14353 257 0 0 0 0 257 257
October 16839 17526 (430) 0 0 0 0 (430) (430)
November 17087 19808 (3150) 0 0 0 0 (3150) (3150)
December 17555 19249 (4844) 0 0 0 0 (4844) (4844)
January (1997) 21796 16812 139 0 0 0 0 139 139
February 20971 11698 9412 0 0 0 0 9412 9412
March 20605 17748 12269 0 0 0 0 12269 12269
April 20521 22074 10716 0 0 0 0 10716 10716
May 17966 27339 1343 0 0 0 0 1343 1343
June 17902 9226 10020 0 0 0 0 10020 10020
July 15030 13004 12046 0 0 0 0 12046 12046
August 14469 6739 14469 5307 0 0 0 19776 19776
September 15931 11043 15931 8734 0 0 0 24664 24664
October 15830 13592 15830 11072 0 0 0 26902 26902
November 17 789 20508 17789 6395 0 0 0 24184 24184
December 22653 21776 22 653 2408 0 0 0 25061 25061
January (1998) 19441 14674 19441 10387 0 0 0 29828 29828
February 19830 15377 19830 14451 0 0 0 34281 34281
March 24113 18455 24113 15825 0 0 0 39938 39938

Sources (By Column)

1 Aclual fIgures provIded by company

2 Defmed as actual cash received plus NDC non payments plus (non cash receIved mmus non cash NDC payments) 75/ ThiS correction dIscounts non cash transactIOns to an equwslpnt value that

can be used to pay creditorS

3 Column 1 Column 2

4 6 Assumed that money paId goes fllst 10 the oldest unpaId balance

7 After 90 days Ihe debt Is WIlt/en off and treated as Income to the fIrm

B Sum of columns 3 4 5 and 6

9 CumulatIve accounts receIVable WIthout write-offs

I
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Table 4 9

Consolidated Electric Company
Ukraine Energy Project

Determmatlon and Agmg of Accounts Payable
(000 HRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Reahzation Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Write-Offs Receivable Write-Offs

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

January (1996) 20092 19070 1023 1023 1023
February 22564 24345 (759) 0 (759) (759)
March 25010 23158 1093 0 0 1093 1093
April 18799 22675 (2784) 0 0 0 (2784) (2784)
May 15026 17042 (4799) 0 0 0 0 (4799) (4799)
June 16705 24698 (12792) 0 0 0 0 (12792) (12792)
July 16990 31537 (27339) 0 0 0 0 (27339) (27339)
August 12805 14405 (28939) 0 0 0 0 (28939) (28939)
September 14925 13037 (27051) 0 0 0 0 (27051) (27051)
October 17683 16618 (25986) 0 0 0 0 (25986) (25986)
November 17687 14020 (22319) 0 0 0 0 (22319) (22319)
December 20734 8275 (9860) 0 0 0 0 (9860) (9860)
January (1997) 22432 16582 (4009) 0 0 0 0 (4009) (4009)
February 19807 9921 5877 0 0 0 0 5877 5877
March 20334 19774 6437 0 0 0 0 6437 6437
April 19616 23674 2379 0 0 0 0 2379 2379
May 16699 28314 (9235) 0 0 0 0 (9235) (9235)
June 14976 7324 (1583) 0 0 0 0 (1 583) (1583)
July 13758 11862 312 0 0 0 0 312 312
August 13967 4746 9534 0 0 0 0 9534 9534
September 16651 8580 16651 954 0 0 0 17605 17605
October 18659 10164 18659 7441 0 0 0 26100 26100
November 18298 17854 18298 8246 0 0 0 26544 26544
December 23209 19978 23209 6566 0 0 0 29775 29775
January (1998) 20458 10301 20458 19474 0 0 0 39932 39932
February 19431 14722 19431 20458 4752 0 0 44641 44641
March 26623 19987 26623 19431 5223 0 0 51277 51277

Sources (By Column)

1 Aclual figures proVided by company

2 Actual figures proVided by company

3 Column 1 Column 2

4 /l Assumed thaI money patri goes first 10 the oldest unpaid balance

7 After go days the debt IS wntten off and treated as Income 10 Ihe firm

8 Sum ofcolumns 3 4 5 and /l

9 CumulallVe accounts receIvable WIthout wnte-offs

~ 1..' _
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Statement ofChanges m Fmanczal PosztlOn

Table 4 10 exarrunes the cash flow from all finanCIal actiVItIes dunng the year Net
Income on an accrual baSIS ranges between negative 11 2 mIlhon and pOSItive 5 5 rrulhon
UAH No conSIstent pattern eXIsts Operatmg and Investment follow the same pattern
because they are mfluenced (m tills case) by the same transactIon, the revaluatIon offixed
assets However, tills has no matenal affect on the operatmg actIVitIes of the company It
IS merely a paper transactIOn to Increase the taxable value of assets
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Table 410
Consolidated Electric Company

Ukraine Energy Project
Statement of Cash Flows for the Penod Ending

Canso/Idated E/eclflc Company

1/4/96 1/7/96 1/10/96 1/1/97 114/97 1/7/97 1/10/97 1/1/98 1/4/98
Cash Flow from Operating Activities

Net Income (1825) 4837 1116 (4616) 806 5098 231 (11209) 577
Adjustments to Reconcile Net Income to Net Cash Flow

Change ,n Accounts ReceIvable (263) (103) (922) 222 (90) (1 554) 473 275 28
Change In Other Short Term Assets (3864) (129237) 4 124969 (987) 3267 (2119) (449) (715)
Change 'n Accounts Payable 1508 1260 (752) 529 226 (674) 1141 (159) (926)
Change In Other Short Term L,ab,ht,es 1281 1978 729 1761 (272) (89) (498) (1553) 502
DeprecIation Expense 8881 129319 103227 3278 1679 1164 3911 2473 2149
Not Cash Provided by Operating Activities 7543 3217 102286 130759 556 2114 2908 587 1038

Cash Flow from Investment Activities

Completed Plant In SelVlce (546) (301854) (99704) (3413) (318) (3681) (1699) (2316) (139)
Change In ConstructIon Work In Pr09ress (515) (1033) (920) 561 (21222) (553) 5397 4317 (695)
Change In Nonutlhty Property and Intangibles (256) (136) (105) (249) (48) (195) (556) (98) (439)
Not Cash Provldod by Investment Activities (1317) (303023) (100729) (3101) (21588) (4429) 3142 1903 (1273)

Cash Flow from Financing Activities

Short Term Loans 0 0 0 0 0 0 0 0 0
Long Tarm Loans 0 0 0 0 0 0 0 0 0
EqUity (6169) 299618 (1 583) (127767) 21113 2430 (5618) (2884) 71
Net Cash Pravldod by Financing Actlvotles (6169) 299618 (1583) (127767) 21113 2430 (5618) (2884) 71

Unrealized Cash Differences • 1824 (4836) (1116) 4616 (806) (5098\ (231) 11297 (579)

Net Change In Cash 56 (187) (26) (109\ 81 115 432 (306) (166)

Note 1 This account measures the unrealized operating losses that eXist within the financial statements dIfferences 10 accounting systems and
potential errors In bookkeepIng due to lack of auditing
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5. LVIVCITYPEM

LVlv City Electnc Network (PEM) serves the city of LVlv It IS composed offive
dlstnct networks (REMS) Gabtsky, Lychaktvsky, ZaIIzmchny, Shevchenktvsky, and
FrankIvsky Its consumer base IS compnsed of228,666 urban resIdential consumers and 259
mdustnal customers Among ItS mam mdustnal consumers are SVItoch (Ukrame's major
confectlOnary busmess), Coca-Cola and the local water supply network It employs 738
employees as ofJuly 1, 1998

Table 5 1 IS the mcome statement for the dlstnbutlOn company LVIV City PEM
Supportmg tables mclude 5 2 (Sales ofElectnclty), 5 3 (Other Income and Expenses), 54
(ElectrICIty I Fuel Purchased), 5 5 (Mam ProductIon Costs), 5 8 (Agmg of Accounts
ReceIvable) and 59 (Agmg of Accounts Payable)

Table 5 lIS the 1996-1998 quarterly restated Income statement Begmnmg WIth sales,
two types of trends eXist The first IS seasonal and the second m econOmIC The seasonal
trend shows a peak In consumptIOn m the first quarter ofeach year With a declIne m usage m
both the second and thIrd quarters (due to warmer weather) In the fourth quarter, a sharp
nse In revenues due to both colder weather The second trend IS econOmIC Begmrnng With
the first quarter ofboth 1996 and 1997, a quarter by quarter companson shows that the first
quarter sales for 1997 are lower than 1996 However, begmmng With the second of 1997,
each succeSSIve quarter shows an lffiprovement over the last The mam reason explmrnng tlus
trend was the general constramt on electnclty supplied that was Imposed on dlstnbutlOn by
generatIOn GeneratIOn could not meet demand due to fuel shortages The shortages were
caused by a lack of payment from dlstnbutlon comparnes who, m tum, had problems
collectmg from the final consumer

The next section m the mcome statement deals With operatIOnal expenses Also of
usefulness IS Table 5 7, Fmanclal Ratios In partIcular, the section refemng to the common
SIze mcome statement WIll yield Important mSIghts to the analysIs The largest cost for
dlstnbutIOn IS purchased energy Although for both 1996 and 1997 the ratio ofenergy costs
to sales IS relatively constant at 77%, the quarter by quarter companson throughout the year
shows large dIfferences between quarters Both the 1st and 4th quarters (wmter months) ratIOS
are high and average around 81-82% of sales However, dunng the summer months the
ratIOS fall to 70% of sales Smce both the purchasmg and sellmg tanffs are fixed by NERC,
the Oblenergo has very lIttle control concernmg thIs factor One factor that contnbutes to the
lugher cost IS the hIgher average margmal cost ofenergy dunng the wmter months because
of the mcreased use of fossIl fuels to meet the hIgher demand Dunng the summer months
more of the demand IS met by cheaper nuclear power
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Table 51
City PEM

Ukrame Energy Project
Income statement for the Period Ending

(OOOUAHj

OPERATING INCOME 1/4/96 1/7/96 1/10/96 1/1/97 1/4197 1/7/97 1/10/97 1/1198 1/4/98

Sales
Electricity 18990 14990 11941 14895 17374 15578 13860 18885 19865
Heat 0 0 0 0 0 a a a 0
Internal Transfers a 0 a a a a 0 a a
Other Revenues 305 235 182 234 1310 420 347 463 334

Total Sales 19295 15225 12123 15130 18684 15998 14207 19348 20 199

Operational Expenses
Purchased Electnclty (15830) (10906) (8335) (12623) (14699) (11116) (10333) (15627) (16132)
Operating Expenses (507) (531) (410) (364) (420) (324) (382) (280) (212)
Fuel and Raw Matenals 0 0 0 0 a a a a 0
Wages & Soc,al Cosls (317) (397) (396) (289) (491) (706) (636) (698) (658)

Total Operating Expenses (16653) (11833) (9141) (13275) (15610) (12145) (11351) (16605) (17 002)

Maintenance a a (1) (4) (7) (5) (11) (3) (2)
DepreCiation (111) (102) (107) (192) (186) (194) (268) (348) (311)

Total Operallonal Expenses (111) (102) (109) (195) (193) (199) (279) (351) (312)

Operating Income 2530 3290 2874 1659 2881 3654 2577 2392 2884

NON.QPERATING INCOME

Net Non Utility Operating Income 0 0 0 0 a a a a 0

Total Operating Income Before Taxes and Financial Costs 2530 3290 2874 1659 2881 3654 2577 2392 2884

Taxes and Financial Costs
Interest on Long Term Debt a a a a a a a a 0
Unrealized Accounts Receivable 1 a a a a 0 0 0 0 0
Unrealized Accounts Payable' a a 0 0 0 0 0 0 0
Taxes & Payments (247) (203) (41) (57) (64) (73) (72) (58) 0

Total Taxes and FinancIal Costs (247) (203) (41) (57) (64) (73) (72) (58) 0

NET INCOME 2284 3086 2833 1602 2817 3581 2505 2334 2884

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

2 II,s assumed that accounts payable 90 days or older are wrillen off and treated as Income
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The next largest cost IS operatmg expenses Tllis category mcludes matenals, spare
parts, fuel (other than for generatIOn), small mvestment and servlcmg costs Combmed wIth
mamtenance (whIch IS very small), these costs averaged 3% of sales dunng 1996, but have
experIenced a declme dUrIng 1997 Dunng the first quarter of 1998 they are only 1 1% of
sales The reason for the decItne IS msufficlent collectIon of lIqUId assets (cash) that IS
necessary to purchase the specIahzed parts and services needed for mamtenance of electncal
eqUIpment

Wages are the thIrd largest cost and their trend IS mcreasmg In 1996, labor costs
average 2 4% of sales Tllis average mcreased to 3 8% m 1997 and dunng the first quarter
of 1998, the rano was 3 3% ofsales The mcrease m 1996 was due to a change m accountmg
(tax) pohey The change that mcrease wages was that bonuses were allowed to be deducted
as an expense mstead of bemg mcluded as profit allocatIOn Also contnbutmg to the overall
mcrease are broad mcreases to make up for the general erOSIOn ofwages from past mflatIOn
DepreCiation remams a very small component for two reasons First, tax rates under current
tax pohcy allow for only very small deductions The second reason IS the very low ongmal
value aSSIgned to It

Although apprOXimate, the agmg m 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 IS that most of the value flowmg mto the company IS
non-cash transactions and that the PEM suffers from non-hqUIdity There IS a problem m
meetmg cash payment obhgations (for example, wages)

Fmally, how did the PEM perform m terms of profitablItty ? Overall, It made a total
of23 mUhon UAH over the 9 quarters restated That IS eqUIvalent to 15 7% ofsales ThIS
performance IS excellent and IS maInly caused by the lower losses wltllin tills system
However, It should be pomted out that LVlv City has a natural advantage over the other two
PEMs m that ItS consumer base IS much more concentrated and easIly servIced Because of
ItS locatIon more electncity could be sold per umt of mvestment and a more effiCient
operatIOn eXists because of lligher per umt sales

Table 5 2, Electncity Sales, outhnes the monthly electncity sold (m MWH), average
tanff (UAH per MWH) and revenues (000 UAH) by consumer group for the penod 1996­
1998 (1 st quarter) Total electncity sold for 1996 was 833,085 MWH WIth an average tanff
of73 1 UAH per MWH Total revenue~ for the same penod were 60 8 mIllIon UAH As for
1997,858,333 MWH were sold at an average pnce of76 6 UAH per MWH Tills generated
total revenues of 657 mIlhon UAH The year to year mcrease m MWH was 3% and m
revenues was 8% The difference between productIOn and revenue mcreases was caused by
the mcrease m the average tanff

A more lffiportant companson IS penod by penod Smce mformatlon IS avaIlable for
three years on for the 1~[ quarter, tills Will be the penod exammed Electnclty sold (m
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f::::«sr- Table 5 2
fT\
(') City PEM
0 Ukraine Energy Project
"'0 Electricity Sales"<

10 11 \2 \3 14 15

Totar ~ Total Toh" Total
Er.<trlcr!y Total I.wI capacHy Total Eledrictty Total Electricity Tot.. Electricity Total

Sold Tariff Sat.. Sold Charge Rev nues Sold Tan1f Sales Sold Tariff Sales Sold Tariff Salu

M!m!!l...- (MWHI 'UAH per MWHI (OOOUAHI (MWHI (UAHp.rMWI (000 UAHI IMWHl tUAK per M'NH) 1000UAH) (MWHI !UAN per MWHI (OOOUAHI (MWHI (UAH per MWHI (000 UAHI

Induslrlal >750 Industrial >750 Induslmll < 750 Railroad ctty Transport

January (1996) 36168 636 2300 104 87331 701 6338 \226 777 0 00 0 2914 772 225
February 26993 637 1721 102 68758 701 7812 612 618 0 00 0 2314 791 183
March 32457 628 2036 99 66656 663 7232 603 560 0 00 0 2766 794 220
Apnl 33597 627 2 \07 103 67501 695 7169 766 551 0 00 0 2619 770 217
May 20168 625 1263 92 66633 612 5773 762 451 0 00 0 2464 768 188
J..... 27392 611 1673 96 64365 618 6201 756 470 0 00 0 2610 763 198
July 28220 603 1582 97 63305 814 5416 745 403 0 00 0 2321 738 171
August 17535 593 1040 96 83173 619 4640 740 358 0 00 0 0 00 0
September 13776 542 747 93 63370 569 4013 739 297 0 00 0 184 737 14
October 15640 611 968 90 64511 581 4653 75 I 364 0 00 0 0 00 0
November 24773 637 \ 579 93 67839 631 4212 792 334 0 00 0 104 758 6
December 21965 640 1405 98 68235 669 1438 835 120 0 00 0 0 00 0
January (1997) 20030 638 1278 75 67600 507 5020 603 403 0 00 0 2288 704 161
February 29751 619 1641 62 66098 542 4692 763 363 0 00 0 2550 776 198
Mirch 29643 624 1651 83 65422 543 5136 771 396 0 00 0 2682 770 205
Ap<'l 30726 625 1924 82 65976 541 5121 773 396 0 00 0 2578 776 200
May 26042 627 1633 69 66742 594- 3903 781 305 0 00 0 2067 774 160
J..... 28084 632 1848 88 66705 597 4012 778 312 0 00 0 2328 762 162
Jtiy 25729 631 1624 79 67215 531 3511 780 274 0 00 0 2168 778 \89
August 24624 631 1566 8\ 66667 540 3400 762 266 0 00 0 2244 780 175
September 24841 635 1583 76 67105 510 4460 781 350 0 00 0 2667 760 209
O=tober 26574 637 1693 65 87785 576 4744 788 374 0 00 0 2528 767 199
November 31226 641 2003 70 67143 470 6325 797 504 0 00 0 2581 794 205
December 32473 645 2093 63 69554 569 7010 799 560 0 00 0 1882 787 150
January (1996) 28412 680 1931 62 69677 432 9509 643 602 0 00 0 2635 846 223
February 27932 693 1937 62 71290 442 9906 677 660 0 00 0 1618 678 142
March 27400 713 1954 60 75500 453 9026 999 612 0 00 0 2672 694 239

Non~duftrial Agric:ulture Residential City Residential Rural Transmission

January (1996) 15438 776 1199 606 610 37 27176 436 1165 1496 534 60 6 60000 36
February 16372 791 1295 617 621 36 29326 442 1295 1925 655 126 6 50000 30
Mudl \6455 760 1283 481 823 30 35022 425 1489 1874 542 107 7 50000 35
Apri 14571 783 \112 261 2179 61 24664 434 1076 1069 588 63 6 73333 44
May 6145 766 626 32 606 19 23144 432 999 1252 591 74 3 73333 22
J..... 10714 759 813 245 600 15 19233 466 897 1617 586 95 4 62500 25
Jtiy 7287 747 545 315 583 \6 22629 456 1033 1510 603 91 3 70000 21
August 6831 714 498 86 564 5 21040 531 1116 1460 601 99 391 564 23
September 9186 725 666 51 596 3 21655 573 1253 1950 706 138 267 580 17
October 10503 750 788 66 603 4 22916 574 1315 2125 800 170 252 587 15
Novtmber 12268 64\ 1034 341 5\ 3 21 23436 613 1437 \ 615 799 145 305 620 \9
Oec:embtr \6435 782 1469 123 769 10 29002 569 1650 1999 600 160 209 524 11
January (1997) 16956 796 1349 336 625 21 26168 60 \ 1692 4061 600 325 21 476 1
Febl1Jaf)' 15382 760 \ 167 402 597 24 25145 559 1406 1562 600 125 22 909 2
March 16626 770 1295 296 604 16 22744 523 1190 5641 798 450 20 500 1
Apri 15870 773 1227 352 511 16 21724 556 1212 2\35 901 17\ 24 417 1
May 10424 776 61\ 106 660 7 16171 544 879 4710 613 363 17 568 1
J..... 13027 778 1014 143 559 8 16260 565 916 5480 810 444 29 699 2
Jtiy 6257 779 843 44 662 3 22825 569 1297 3717 8\ 0 301 25 600 2
August 6654 760 675 \01 594 6 14346 531 762 3612 606 292 \3 769 \
Stt'tember II 73\ 762 917 94 636 6 14672 536 767 4560 810 371 13 768 1
Ol:tobtr 11802 785 927 166 663 1\ 21694 576 1249 5474 802 439 17 00 0
No'iefN)er 13635 792 1096 175 571 \0 20835 637 1327 5986 800 479 24 833 2
DelOember 20327 796 1619 347 634 22 26683 607 1632 6427 601 675 22 455 1
January (1998) 11845 659 1026 453 662 30 25096 602 1510 6394 794 505 23 670 2
Febl1Jary 12643 864 1109 488 676 33 25564 6D4 1545 5264 613 426 23 435 1
March 15300 920 1407 431 718 3\ 25139 607 \ 526 7066 683 484 21 476 I

-<;..
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Table 53
City PEM

Ukraine Energy Project
Indirect Income and Expenses
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Table 5 4
Electricity and Fuel Purchases

City PEM
Ukrame Energy Project

(OOOHRs)

Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT/m3 HRN Cost of MT/mJ HRN Cost of

Month Purchased PerMWH Electricity Purchased Per Unit --.E!!el Purchased Per Unit Fuel

January (1996) 126809 4587 5816 0 0 0 0 0 0
February 96459 5099 4918 0 0 0 0 0 0
March 100737 5058 5095 0 0 0 0 0 0
April 90836 5047 4584 0 0 0 0 0 0
May 56219 4970 2794 0 0 0 0 0 0
June 69659 5064 3527 0 0 0 0 0 0
July 66560 5071 3375 0 0 0 0 0 0
August 50858 4686 2383 0 0 0 0 0 0
September 54662 4713 2576 0 0 0 0 0 0
October 63893 4776 3052 0 0 0 0 0 0
November 86973 4961 4315 0 0 0 0 0 0
December 104662 5022 5257 0 0 0 0 0 0
January (1997) 102853 4942 5083 0 0 0 0 0 0
February 94226 4849 4569 0 0 0 0 0 0
March 103891 4858 5047 0 0 0 0 0 0
April 93174 4742 4418 0 0 0 0 0 0
May 68006 4775 3247 0 0 0 0 0 0
June 73712 4681 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 77335 4757 3679 0 0 0 0 0 0
October 96141 4685 4504 0 0 0 0 0 0
November 110469 4621 5105 0 0 0 0 0 0
December 129989 4630 6018 0 0 0 0 0 0
January (1998) 113727 4991 5676 0 0 0 0 0 0
February 96069 5180 4976 0 0 0 0 0 0
March 101 040 5423 5480 0 0 0 0 0 0
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MWH) for the }"[ quarter (1996-1998) averaged 87,904, 77,345 and 82,710 per month
respectIvely The trend m sales dunng tills penod follows the trend of combmed mdustnal
consumptIOn (both large and small consumers) From 1996 to 1997 mdustry consumptIOn
fell by a total of 16% TIns decrease accounts for most ofthe 12% fall In total sales
From 1997 to 1998 total sales mcreased by 7% Once agam, the mcrease IS explamed by
the 5 6% mcrease m large mdustnal consumptIon and 9% mcrease m smaIl mdustnal
consumptIon

In terms of usage, the mam consumer groups are large mdustnal consumers (>750
MWH), reSidentIal CIty and non-mdustnal groups Over the penod exammed, the large
mdustnal group purchased 35% (1996), 39% (1997), and 34% (ISI quarter 1998) of the total
sold whereas the reSIdential CIty customers consumptIon was 36% (1996), 29% (1997) and
31 % (1 sl quarter 1998) For non-mdustnal consumers, they remamed constant at 18% over
the entIre penod analyzed

Table 5 3 IS other mcome and mternal transactlOns Other revenues for electncity
dlstnbutlOn are fees collected for late payment, reparrs and meter mstaIlation as well as fees
for tranSItIng electncity Compared With electncity sales, the total IS very small and averages
2-3% of monthly electnc sales The trend for the 2 years exammed IS mcreasmg mamly
because of late fees

Table 5 4 shows the monthly purchases for electnclty from the Energomarket Smce
tills represents the most sIgnrficant cost, It IS shown m greater detaIl by the mcluslOn of tills
table As WIth sales, penod by penod analySIS wIll be used With the penod bemg the 1sl

quarter of each year Total purchases m MWH for each quarter are as follows 108,000
(1996), 100,300 (1997) and 103,600 (1998)10 Calculated losses attnbutable to dIstnbutIon
average over 20% Tills level IS extremely illgh when compared to the 6 2% loss rate wItilln
the US Rural Electnc System11

The next table, 5 5, outhnes the mam productIon costs assocIated With the company
The format ofthe table follows the format used wltilln the generally accepted practIces found
both WithIn the power sector and m normal accountmg for Ukrame Wltilln the table are all
the basIC accounts used to record costs ofproduction However, dISCUSSIon of costs has been
made WIthIn the context of the restated mcome statement

10 It should be noted that sales 10 MWH durmg tills penod 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 selfgeneratlOn from the CHP-l, but the
amount IS so small It was Ignored

11 1994 StatIstIcal Report Rural Electnc Borrowers, Rural Electnc Service, Uruted States
Department OfAgnculture (Wasillngton, DC Government Pnntmg Office)
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Balance Sheet

Table 5 6 IS the restated balance sheet for the sector For 1998, first quarter results
are available at the tIme trus report IS bemg wntten Both account's receivable and payable
were aged for the restatement by each busmess urnt However, the net result would have had
10Sigruficant Impact on the balance sheet and the ongmal values were used All other values
were taken from the Ukrmman reported finanCIal statements

Between the first and second quarter of 1996, gross fixed assets mcreased seven times
due to revaluatIOn of assets In addition, Assets under ConstructIon have mcreased by the
same amount Combmed, net utlhty assets have mcrease by a SImIlar amount and the major
reason IS the revaluatIOn

Current assets mcreased from 1 4 mIlhon DAB to 3 5 mIlhon UAB m the trurd
quarter of 1997 Cash balances and accounts receIvable remmn comparatively small For
most of the penod eXamIned, mventory was the largest current asset For an electnc
dIstnbutlOn company trus IS unusual and IS attnbuted to the goods accumulated under
barter arrangements

EqUIty had a large mcrease between the second and trurd quarters of 1996 The
account causmg the mcrease was Reserve Funds wruch IS the correspondmg account to
the mcrease m fixed assets under the fixed asset revaluatIon mentIOned above The
reserve fund was reclassIfied as addItIOnal capItal at the begmmng of 1997 Long term
debt was zero for the penod

As for current habilitIes, accounts payable mcreased dramatIcally for the begmmng
of 1996 untIl the second quarter of 1997 Dunng the same penod, wages and SOCIal costs
payable also mcreased from 13 mIlhon UAB to 1 mIllIon UAH Fmally, taxes and non­
budget payables doubled m value The major reason for the mcrease m each account was
the lack of lIqUIdIty witrun the system wruch caused certam accounts (not subject to barter
arrangements) to accumulate The net result IS current lIabilItIes mcreased five tImes from
7 mIllIon to 3 5 mIllIon UAH After the second quarter (1997) the balance reduced to 3 a

mIlhon and then finally leveled off at apprmamately 2 4 mIllIon UAH

Statement ofChanges m Fmanclal POSItIOn

Table 5 10 eXamInes the cash flow from all financIal actIVIties dunng the year Net
mcome on an accrual baSIS was between 1 6 and 3 6 mIllIOn UAH untIl the thIrd quarter of
1997 It then took a large drop to 5 mIlhon UAH and then went up agam to ItS preVIOUS
level WIth the exceptIon of the second quarter of 1996, cash proVIded from operatIOns IS
near zero
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Table 5 6
City PEM

Ukrame Energy Project
Balance Sheet 88 of

(000 UAH)

ASSETS 1/1196 1/4/96 1fi196 1/10196 111197 1I41!l7 1(7197 1/10197 111198 1/4198
Long Tenn Assets

Fixed Assels 5121 5174 35478 36125 36989 37270 38277 38784 39370 39761
Less Accumulated Deprecla~on 1906 1958 15166 15430 15582 15754 15930 18168 18505 18805

Net Fixed Assets 3215 3216 20312 20695 21407 21516 22347 20616 20865 20956
Assets Under Construction 371 565 599 794 903 1562 1764 2158 2416 2582

Nel Ublfly Planl 3586 3781 20911 21489 22310 23078 24111 22774 23281 23538

Other Property and Investments
Nonutillty Property and Intangibles 271 323 401 442 574 566 585 826 830 890

Less Accumulated Depreclaton 20 82 115 124 141 156 167 208 249 266
Net Nonutillty Property and Intangibles 251 241 286 318 433 410 418 618 581 624
Long Term Financial Investments 3 3 3 3 3 3 3 3 3 3
Oll1er Non-Current Assets 0 0 0 0 0 0 0 0 0 322

Tolal Other Properly and Investmenls 254 244 289 321 436 413 421 621 584 949

Cunent Assets
Cash and Short Term Investments 74 61 8 50 4 68 21 364 112 30
Accolllts Receivable 58 81 161 256 192 146 609 681 370 459

Less Bad Debt Allowance 0 0 0 0 0 0 0 0 0 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 Employea and Other Receivables 777 591 834 1844 2152 1546 204 398 628 341
Other CLlTent Assets 5 395 636 305 58 734 928 1078 8 446

Total CUTTenl Assels 1430 1981 2105 2944 3031 3287 2594 3535 2392 2373

TOTAL ASSETS 5270 6006 23305 24754 25777 26778 27126 26930 26257 26860

CAPITALIZATION AND LIABILITIES
Stockholders Equity

staMary Capllal (Netl 3222 3222 3222 3222 3222 3222 3222 3222 3222 3222
Add,tonal Capital 0 0 0 0 18834 19666 20526 20393 20202 20601
Reserve Funds 1329 1676 18265 18618 616 386 412 414 415 416
Retained Earnings 0 2284 5370 8203 9806 12623 16204 18708 21042 23926
UrveaDzed DIfferences (2284) (5370) (8203) (9806) (12623) (16204) (18708) (20954) (23840)

Tola/EqUlIy 4551 4898 21487 21840 22672 23274 24160 24029 23927 24325
Long Term Debt 0 0 0 0 0 0 0 0 0 0
Oll1er Long Term Uablkbes 0 0 0 0 0 0 0 0 0 0

Total CapItalizatIOn 4551 4898 21487 21840 22672 23274 24160 24029 23927 24325

CUtrent Liabilities
Short Term Debt 0 0 0 0 0 0 0 0 0 0
Accounts payable 83 112 345 768 683 1571 976 1430 1151 1091

Less Bad Debl Allowance
Net Payables 83 112 345 768 683 1571 976 1430 1151 1091

Wages and SoclallnslXance Payable 127 168 330 688 811 923 1007 528 562 708
Taxes and Non-BUdget Payable 436 705 846 988 1049 999 306 224 120 188
Government Employee and Oll1er Payable 4 5 5 5 3 2 3 169 5 105
Advances from Customers 1 3 2 4 21 5 5 5 4 5
Oll1er CLlTent Uab,kbes 68 115 290 461 538 4 669 545 488 438

Total Current L,abllltJes 719 1108 1818 2914 3105 3504 2966 2901 2330 2535

TOTAL CAPITALIZATION AND LIABILITIES 5270 6006 23305 24754 25777 26778 27126 26930 26257 26860

1 Unrealized dfferences represents the unreconcllable difference after conversion of the UkraInian accounting system into International Accounting Standards
I
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Table 5 7
CltyPEM

Fmanclal RatIos

114/96 1/7/96 1/10/96 111/97 114/97 117/97 1110/97 111198 1/4/98Short Tenn LiqUidity
amenl Rallo I 8 12 10 10 09 09 12 10 09Calleellon Rate 99% 102% 103% 110% 75% 113% 70% 92% 82%% Accounts RectcvabJe Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%% Accronts Payable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%

Capital Structure and Long Tenn SolvenLy
Debt 10 Eqully 02 o t 01 01 02 01 01 01 01Debl!o Total Assets 18% 8% 12% 12% 13% 11% 11% 9% 9%Tunes Interes! Earned (Cash)

Operating Perfonnance Ratios
Average RallO of Safes Tanff!o Purchase PrIce (Electrlclt}) 147 145 149 154 153 163 161 166 I~Operalmg Profits to Sales 131% 216% 237% 110% Iq% 228% 181% 124% 143%Net Unreahzed Aceronts to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%Net Income 10 Sales 118% 203% 234% 106% 151% 224% 176% 121% 143%

A,set Utilization
Sales !o Current Assets (AnnualIZed) 390 289 165 200 227 247 16 I 324 340Sales 10 Nel Uldlly Plant (AnnualIZed) 204 29 23 27 32 27 25 33 34Sales 10 Tolal Assets (AlUlUallZed) 129 26 20 23 28 24 21 29 30

Common Size Income Statement (% of Total Sale,)

Purchases Energy to Sales 820% 716% 688% 834% 787% 69 ~% 72 7% 808% 799%Opernlmg, and Mamtenance to Sales 26% 35% 34% 24% 22% 20% 26% 14% 10%fIlello Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%Wages and SOCial Cost to Sales 16% 26% 33% 19% 26% 44% 4~% 36% 33%Depreciation to Sales 06% 07% 09% 13% 10% 12% 19% 18% I ~%Operalmg Income to Sales 131% 216% 237% II 0% 154% 228% 181% 124% 1439'Net Income to SnIes II 8% 203% 234% 106% 151% 224% 176% /21% 143%

Common SIZe Balance Sheet (% of Total A"el,)

Accwnts Receivable 13% 07% 10% 07% O~% 22% 2 ~% 14% 17%CUrrent Assets 330% 90% 119% 118% 123% 96% 131% 91% 88%Net FIXed Assets 630% 897% 868% 866% 862% 889% 84 6% 887% 876%CUrrent LlabJlllles 184% 78% 118% 120% 131% 109% 10 8% 89% 94%Long Tenn L..b,htles 00% 00% 00% 00% 00% 00% 00% 00% On%EquIty 816% 92 2% 882% 880% 869% 891% 892% 911% 90 6%

I
----- ---
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Table 5 8
City PEM

Ukrame Energy Project
Determmatlon and Agmg of Accounts Receivable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month UnpaId Unpaid Unpaid UnpaId Total Without
Revenues Received Balance Balance Balance Balance Write-Offs ReceIvable Wnte-offs

Month (OOOUAHI (OOOUAH) (000 UAH) (OOOUAH) (000 UAHI (000 UAHI (000 UAHI (000 UAH) (000 UAH)

January (1996) 6644 6776 (132) (132) (132)
February 6102 7065 (1096) 0 (1096) (1096)
March 6549 5172 281 0 0 281 281
April 6023 6975 (671) 0 0 0 (671) (671)
May 4321 4600 (950) 0 0 0 0 (950) (950)
June 4881 3968 (37) 0 0 0 0 (37) (37)
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 0 0 0 (452) (452)
October 4269 4800 (982) 0 0 0 0 (982) (982)
November 5289 4822 (515) 0 0 0 0 (515) (515)
December 5571 6987 (1 931) 0 0 0 0 (1 931) (1931)
January (1997) 6528 4675 (78) 0 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
April 5844 6210 2313 0 0 0 0 2313 2313
May 4902 8283 (1068) 0 0 0 0 (1 068) (1068)
June 5252 3633 551 0 0 0 0 551 551
July 4941 4450 1041 0 0 0 0 1041 1041
August 4385 2555 2872 0 0 0 0 2872 2872
September 4881 2910 4843 0 0 0 0 4843 4843
October 5642 4220 5642 623 0 0 0 6266 6266
November 6204 5622 6204 644 0 0 0 6848 6B4B
December 7502 7927 6423 0 0 0 0 6423 6423
January (1998) 6570 5047 6570 1376 0 0 0 7945 7945
February 6606 5083 6606 2862 0 0 0 946B 9468
March 7023 6380 7023 3088 0 0 0 10112 10112

Soumes (By Column)

1 Actual figures provided by company

2 Defmed as actual cash received plus NOe non payments plus (non cash receIved mmus non cash NDC payments) 75" ThiS cOITectlon dIscounts non cash transactions to an equivalent value that

can be used to pay CreditorS

3 Column 1 Column 2

4 6 Assumed that money paid goes flfst to the old.st unpaid balance

7 AIl... !lO days the debt Is WrlNen off and treated as Income to the 'lfm

8 Sum ofcolumns 3 4 5 and 6

g CumUlatIVe accounts recelVabl. Without write-offs~._-~==-----~
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Table 5 9
City PEM

Ukrame Energy Project
Determmatlon and Agmg of Accounts Payable

(OOOHRs)

2 3 4 5
End of 30 Days 60 Days

Total Realization Month Unpaid Unpaid UnpaId
Expenses PaId Balance Balance Balance

Month (000 UAH) (000 UAH) (000 UAH) (000 UAH) (!OO UAH)

January (1996) 6177 5728 449
February 5316 5564 200 0
March 5513 4950 763 0 0
April 4990 5294 459 0 0
May 3141 3059 541 0 0
June 4012 3827 726 0 0
July 3753 4709 (230) 0 0
August 2718 3546 (1058) 0 0
September 2827 2866 (1 097) 0 0
October 3435 3728 (1389) 0 0
November 4455 4282 (1 216) 0 0
December 5643 2775 1652 0 0
January (1997) 5445 5293 1804 0 0
February 4948 3155 3596 0 0
March 5481 5852 3224 0 0
April 4882 6166 1 941 0 0
May 3677 9041 (3423) 0 0
June 3857 2977 (2543) 0 0
July 3785 4428 (3186) 0 0
August 3679 1938 (1 445) 0 0
September 4242 3406 (609) 0 0
October 5013 4011 393 0 0
November 5526 7946 (2027) 0 0
December 6478 7307 (2856) 0 0
January (1998) 6159 3682 (379) 0 0
February 5342 5066 (103) 0 0
March 5796 6205 (513) 0 0

Soumes (By Column)

1 Actual ligures provided by company

2 Actual ligures provided by company

3 Column 1 Column 2

4 6 Assumed that money paId goes flfst to the oldest unpaId balance

7 Afler go days the debt.s wnHen off and Ireated as Income to the frrm

8 Sum ofcolumns 3 4 5 and 6

9 Cumulatlva accounts receivable Without wnte-offs•
\1'\
"5"'

6
90 Days
Unpaid
Balance

(OOllUAH)

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

7

Wnte Offs
(000 UAH)

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

8 9
Receivable

Total Without
Receivable Wnte-offs
(000 UAH) (000 UAH)

449 449
200 200
763 763
459 459
541 541
726 726
(230) (230)

(1 058) (1 058)
(1 097) (1 097)
(1 389) (1 389)
(1216) (1 216)
1652 1652
1804 1804
3596 3596
3224 3224
1941 1941
(3423) (3423)
(2543) (2543)
(3186) (3186)
(1 445) (1 445)
(609) (609)
393 393

(2027) (2027)
(2856) (2856)
(379) (379)
(103) (103)
(513) (513)



- - - - - .. - - - - - .. - - - - - - -

Table 510
CltyPEM

Ukraine Energy Project
Statement of Cash Flows for the Penod Ending

Ukrame Energy Project

1/4/96 1/7/96 1/10/96 1/1/97 1/4/97 1/7/97 1/10/97 1/1/98 4/1/98

Cash Flow from Operating Activities

Net Income 2284 3086 2833 1602 2817 3581 2505 2334 2884

Adjustments to Reconcile Net Income to Net Cash Flow
Change In Accounts ReceIvable (23) (80) (95) 64 48 (463) (72) 311 (89)
Change In Other Short Term Assets (541) (97) (702) (197) (238) 1109 (526) 580 26
Change In Accounts Payable 29 233 423 (85) 888 (595) 454 (279) (60)

Change In Other Short Term LIabIlitIes 360 477 673 276 (489) 57 (519) (292) 265

Depreciation 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 Activities

Completed Plant In Servrce (53) (30304) (647) (864) (281) (1007) (507) (586) (391)

Change In Construcbon Work In Progress (194) (34) (195) (109) (659) (202) (394) (258) (166)

Change In Nonutllily Property and IntangIbles (52) (78) (41) (132) 8 (19) (241) (4) (382)

Net Cash Provided by Investment Activities (299) (30416) (883) (1105) (932) (1228) (1142) (848) (939)

Cash Flow from Financing Activities

Short Term Loans 0 0 0 0 0 0 0 0 0

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

EquIty 347 16589 353 832 602 886 (131) (190) 400

Net Cash Provided by Financing ActiVIties 347 16589 353 832 602 886 (131) (190) 400

Unrealized Cash Differences' (2284) (3086) (2833) (1602) (2817) (3581) (2505) (2246) (2888)

Net Change In Cash (13) (53) 42 (46) 64 (47) 343 (252) (82\

Note 1 This account measures the unrealized operating losses that eXist Within the financial statements differences In accounting systems and
potenhal errors In bookkeepIng due to lack 01 audItIng

~
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6. LVIVPEM

LVlV Electnc Network serves most of the LVlV Oblast It IS composed of 13 REMS
Brody, Busk, Gorodok, Zolochyv, Kammka Buska, Mostyska, Zhovkva, PeremysW,
Pustomyty, Radekhtv, Chervonograd, Sokal and Yavonv Its consumer base IS compnsed
oDll,575 resIdentIal consumers and 484 mdustnal customers Among ItS maIn mdustnal
users are the Druzhba OIl Pipehne, Yavonvska Srrka sulfur processmg plant, nunes and a coal
washIng plant m Chervonograd, It employs 1,582 employees as ofJuly 1, 1998

Table 6 I IS the mcome statement for the dIstnbutIOn dIVISIon LVIV PEM Supportmg
tables mclude 62 (Sales ofElectncIty), 63 (Other Income and Expenses), 64 (Electncity I
Fuel Purchased), 6 5 (Mam ProductIon Costs), 68 (Aging ofAccounts ReceIvable) and 6 9
(AgIng of Accounts Payable)

Table 6 I IS the 1996-I 998 quarterly restated mcome statement Begmmng wIth sales
one trend eXists and It IS seasonal ThIs trend shows a peak m consumptIOn m the first quarter
of each year WIth a declIne m usage m both the second and thIrd quarters (due to warmer
weather) In the fourth quarter, consumptIOn begms to nse for two reasons The first IS
colder weather and the second IS Increased econOIIl1C actIvIty due to agnculture harvestIng
For the most part, consumptIOn has remamed steady over the tIme penod restated and was
not effected by constramts m supply Imposed on It through generatIon's msufficient power
productIon The reason IS the small mdustnal base m proportIon to rural consumptIon

The next sectIon In the mcome statement deals WIth operatIOnal expenses Also of
usefulness IS Table 6 7, FInanCIal RatIOS In partIcular, the sectIon refemng to the common
SIze mcome statement wIll yIeld lffiportant mSIghts to the analysIs The largest cost for
dIstnbutIon IS purchased energy Over the penod exammed purchased power as a percent of
sales IS very htgh at 9 I 5% Ounng some penods, the cost nses as htgh as sales Itself Thts
trend IS seasonal and usually occurs dunng the wmter months The cause of tills pattern IS
the htgher percentage of use of rural consumers (WIth theIr lower average tanft) dunng the
wmter months as they mcrease usage to heat and hght theIr homes Ounng the summer
months, the mdustnal usage mcreases (WIth ItS htgher average tanft) and the ratIO falls

The next largest cost IS operatIng expenses Tills category mcludes matenals, spare
parts, fuel (other than for generatIOn), small mvestment and serncmg costs Combmed WIth
mamtenance (whtch IS very small), these costs averaged 2 8% of sales dunng 1996, 3 2%
dunng 1997 and 3 5% for the first quarter of 1998 In all cases tills expendIture IS very low
The reason for the low level IS the msufficient collectIOn ofhqUId assets necessary to purchase
the speCIalIzed parts and servIces needed for mamtenance ofeqUIpment
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Table 61
LVlv PEM

Ukrame Energy Project
Income statement for the Period Ending

IOOOUAH}

OPERATING INCOME 1/4/96 1/7/96 1/10/96 1/1197 1/4/97 1/7/97 1/10/97 1/1198 1/4198

Sales
Electricity 25723 22069 18784 18841 24305 21341 16119 20871 23181
Heat 0 0 0 0 0 0 0 0 0
Internal Transfers 0 0 0 0 0 0 0 0 0
Other Revenues 463 397 338 339 (57) 109 (688) (2107) 417

Total Sales 26186 22466 19122 19180 24248 21450 15431 18764 23598

Operational Expenses
Purchased Electricity (25515) (18928) (17217) (18631) (23632) (16974) (13302) (18835) (21636)
Operatmg Expenses (775) (397) (408) (817) (395) (667) (506) (1042) (742)
Fuel and Raw Materials 0 0 0 0 a 0 a a 0
Wages & SOCIal Costs (885) (1094) (1055) (1047) (1174) (1694) (1488) (1 610) (1663)

Total Opera/lOg Expenses (27175) (20419) (18680) (20495) (25201) (19335) (15295) (21488) (24041)

Mamtenance 34 (4) (28) (2) (1) 9 70 16 (79)
Depreciation (334) (435) (452) (730) (727) (743) (937) (1135) (972)

To/al Operational Expenses (300) (439) (481) (731) (728) (733) (867) (1119) (1051)

Operating Income (1289) 1608 (39) (2046) (1681) 1381 (732) (3843) (1493)

NON-oPERATING INCOME

Net Non Utility Operating Income 0 0 0 a 0 a 0 a 0

Total Operating Income Before Taxes and Financial Costs (1289) 1608 (39) (2046) (1 681) 1381 (732) (3843) (1493)

Taxes and Financial Costs
Interest on Long Term Debt 0 0 0 0 0 0 0 a 0
Unrealized Accounts Receivable I a 0 0 0 a 0 0 0 0
Unrealized Accounts Payable 2 0 0 0 0 0 0 a 0 0
Taxes & Payments (747) (552) (307) (180) (163) (152) (151) (143) (166)

Total Taxes and Fmanclal Costs (747) (552) (307) (180) (163) (152) (151) (143) (166)

NET INCOME (2036) 1056 (346) (2226) (1844) 1229 (883) (3986) (1659)

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

2 Il,s assumed that accounts payable 90 days or older are wr,lIen off and treated as mcome
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Wages are the thrrd largest cost and theIr trend IS mcreasmg In 1996, labor costs
average 4 8% of sales The mam reason for thIs Increase IS a change m tax pohcy allowmg
wage bonuses to be deducted as an expense Tlus average mcreased to 7 7% m 1997 and
dUrIng the first quarter of 1998, the ratIo was 7 0% of sales Throughout the penod,
mcreases m wages were needed to make up for the general erosIOn of wages from past
mflatIOn DepreCIatIOn remams a very small component, averagmg 3 6% of sales, for two
reasons FITst, tax pohcy allows for only small deductIOns The second reason IS the very low
value assIgned to eqUIpment under the old SOCIalISt finanCIal system It should be noted that
the average ratIO to sales IS mcreasmg over time In 1996 It was 2 3% of sales wlule m 1997
It went up to 4 6%

Fmally, how did the PEM perform m terms ofprofitablhty? Overall, It lost an average
of 1 1 mIlhon m total (5% of sales) per quarter WithIn the constramts of haVIng both
purchasmg and selhng tanffs set usmg normatIve Instead ofactual losses, the problem IS actual
losses are substantIally hIgher than the nonnative rate used m settmg tanffs Thus, the
uncovered losses are ehmmatmg any profit avaIlable Compoundmg thIs problem IS a
shortage of cash collectIons

Table 6 2, Electnclty Sales, outhnes the monthly electncity sold (m MWH), average
tanff (UAH per MWH) and revenues (000 UAR) by consumer group for the penod 1996­
1998 (Ist quarter) Total electncity sold for 1996 was 1,184,315 MWH wIth an average
tanffof72 4 UAR per MWH Total revenues for the same penod were 85 4 mtIhon UAR
As for 1997, 1,091,349 MWH were sold at an average pnce of75 6 UAR per MWH ThIs
generated total revenues of82 6 mllhon UAR The year to year decrease m MWH was 7 8%
and m revenues was 3 2% The dIfference between production and revenue mcreases was
caused by the mcrease of44% m the average tanff

A more trnportant companson IS penod by penod Smce InformatIOn IS avaIlable for
three years on the 1st quarter, thIs wIll be the penod exammed Total electncity sold (m
MWH) for the }"t quarter (1996-1998) averaged 120,758, 107,303 and 93,587 per month
respectively The trend m sales dunng thIs penod follows the trend of all sectors From 1996
to 1997, Industry consumptIOn fell by a total of 18 7%, reSIdential consumptIOn decreased by
112%, non-mdustnal fell by 11 2 and agnculture dropped 26 3% The two mam economIC
actiVIties of the area, mdustnal and agnculture, dropped over 1I4lh of Its usage m one year

In terms ofusage, the mam consumer groups are large mdustnal consumers (>750
MWH), reSIdentIal CIty, non-mdustnal groups and agnculture Over the penod examIned, the
large mdustnal group purchased 44% (1996), 38% (1997), and 32% (Ist quarter 1998) of the
total sold whereas the reSidentIal City customers consumed 21% (1996), 19% (1997) and 16%
(lst quarter 1998) Non-mdustnal consumers purchased 11% (1996), 12% (l997) and 16%
(1 st quarter), and agnculture purchased 7% (1996), 7% (1997) and 5% (I sl quarter) of total
electncity sold
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Table 6 2
Lvlv PEM

Ukraine Energy Project
Electricity Sales

10 11 12 13 14 15

Total Total T tal lotal ~
EI elrieHy Total MW Capacity Total Electricity Total Electricity Tolal Electricity Tolal

Sold Torilf Sales Sold Charge Revenues Sold Tariff Sales 5 Id Tariff Sales Sold TmfI 51.

~ IMWHI IUAH per MWHI 1000UAHI (MWHI CUAH per MWJ (000 UAHI IMWHI (UAH per MWH) (000 UAHI (MWHI (UAH per MWHI (000 UAHI IMWH! (UAH per MWHI 1000 UAHI

'ndus.rlal >750 Industrial >750 Industrial < 150 Railroad Cfty Transport

January (1996) 30033 630 1010 124 6667 a 631 11101 760 672 1480 710 105 0 00 a
February 56563 646 3654 116 66057 600 10 296 795 619 6480 710 466 0 00 0
March 72654 639 4662 t26 65594 626 10002 769 850 0576 710 609 0 00 0
April 51234 627 3214 107 65765 705 0651 779 752 7902 700 553 0 00 0
M.y 47462 620 2966 123 66792 024 6066 770 534 7210 704 500 0 00 0
Jun. 56136 611 3430 124 64626 601 6521 750 495 4820 662 329 0 00 0
July 51307 601 3002 120 63000 761 6915 747 517 6669 670 447 0 00 0
Augu1.t 47610 500 2854 121 63405 765 7030 739 564 35 737 3 0 00 0
September 41346 599 2477 116 64320 746 7133 740 526 HOO 669 100 0 00 0
October 39173 611 2394 110 64016 713 7301 752 549 0700 68 I 665 0 00 0
November 22203 630 1419 103 6648e 702 6727 760 525 o15e 712 501 0 00 0
December 20010 647 1295 110 69554 76e 7320 701 570 4127 710 206 0 00 0
January (1 997) 43000 645 2033 110 60900 750 11044 700 871 10076 716 722 0 00 0
February 40006 624 2906 109 66440 746 0117 770 702 10005 697 759 0 00 0
March 37823 033 2381 79 66076 522 8150 767 642 12071 703 649 0 00 0
April 48722 620 3062 103 60311 603 7918 770 616 11420 700 799 0 00 0
M.y 42140 650 2776 70 60795 521 7765 700 606 11942 700 045 0 00 0
J..... 34 079 050 2287 74 67508 500 7169 760 559 10060 705 752 0 00 0
JIIy 10060 004 1260 30 67000 201 5795 760 452 10121 705 714 0 00 0
August 21403 091 1464 32 06675 214 5604 778 442 10350 700 731 0 00 0
September 36099 650 2511 69 67246 464 6402 761 500 11130 700 700 0 00 0
October 40240 637 2564 63 67229 556 7226 707 569 12142 712 005 0 00 0
Novf!rrber 22260 003 1544 27 69259 167 6609 797 533 11 990 717 600 0 00 0
December 25291 70 I 1772 32 70313 225 1654 005 032 13630 720 962 0 00 0
Janu.1Y (1990) 23577 714 1603 26 71923 107 10297 057 802 14435 771 1113 0 00 0
February 21515 761 1637 26 73920 207 8248 866 731 13015 006 1121 0 00 0
March 47174 746 3519 09 7584 2 524 0635 926 692 13700 810 1123 0 00 0

Non-tnduslrlaf Agrlcutture Residential City Resldenllal Rural Tr.nsml Ion

Janu;lIrY (t996) 12659 753 960 11 571 613 709 24504 422 1034 0 00 0 1263 508 72
February 15297 613 1243 11 402 629 717 22770 403 1055 200 550 11 1195 656 78
March 10048 01 7 1540 11 247 633 712 21562 500 1090 126 550 7 944 622 59
April 13292 700 1062 10133 623 631 17284 490 858 119 500 7 605 018 37
M.y 8073 775 607 7033 000 476 16973 510 801 01 017 5 304 011 24
J..... 10202 770 790 7422 002 447 10032 528 1005 02 543 5 357 608 22
JIIy 5062 746 445 6270 509 369 19061 513 1019 79 633 5 340 598 21
August 5500 740 407 6700 501 390 10324 535 900 70 050 5 373 570 22
September 9452 740 700 6050 500 390 15906 073 1071 01 709 7 394 577 23
Oetober 9101 753 601 7151 570 413 10713 699 1107 90 770 7 494 567 20
November 10205 707 610 7140 619 442 20215 674 1362 37 611 3 052 610 52
Oet:ember 15086 000 1 207 7509 010 460 23405 703 1050 90 707 7 752 626 47
January (1997) 12295 016 1003 0470 627 531 20702 721 1402 107 740 0 750 627 47
February 13633 794 1003 0757 606 531 21103 711 1500 175 057 15 727 605 44
March 15004 701 1242 8353 725 606 10310 713 1370 05 706 6 055 01 1 40
April 11010 706 939 8029 619 407 15967 707 1129 62 006 5 570 014 35
M.y 8761 770 602 6495 619 402 16011 712 1197 196 758 15 449 001 27
J..... 0712 779 757 5764 621 350 10013 713 1 141 1696 770 132 304 625 19
JIIy 6793 779 529 5100 620 317 14542 720 1059 2100 771 160 310 001 10
AulllBt 6520 702 510 5693 019 352 13303 700 947 2000 no 102 241 022 15
September 8914 784 699 5775 022 359 14610 730 1007 1650 772 120 302 620 19
October 0000 786 777 5700 621 354 14604 75 e 1107 2610 700 204 434 022 27
November 12456 704 909 6354 620 394 14292 730 1044 3499 700 269 1690 624 100
Oecembl!f 16770 015 1366 6052 621 432 20090 1009 2142 3413 762 260 1721 028 100
J.....'Y (19901 12640 075 1100 6600 679 453 13 004 737 1017 3401 024 267 1 505 00 07
February 14222 090 1277 6036 005 460 14192 767 1008 3779 020 310 654 017 60
M.rch 10251 910 1493 0605 71 3 405 16540 777 1205 3183 014 259 722 045 01
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Table 6 3 IS other mcome and mternal transactIOns Other revenues for electrICIty
dIstrIbutIOn are fees collected for late payment, repaIrs and meter InstallatIon as well as fee
for transmIttmg electncIty Compared WIth electncIty sales the total IS very small and
averages 2-3% of monthly electnc sales The trend for the 2 years exammed IS mcreasmg
maInly because of late fees

Table 6 4 shows the monthly purchases for electrICIty from the Energomarket Smce
thIs represents the most sIgmficant cost, It IS shown m greater detaIl by the mclusIOn of thIS
table As WIth sales, perIod by penod analySIS WIll be used WIth the penod bemg the 1sl

quarter Total purchases m MWH for each quarter are as follows 515,851 (1996),483,592
(1997) and 414,671 (1998) Calculated losses attnbutable to dIstnbutIon average over 29%
ThIS level IS extremely hIgh when compared to the 6 2% loss rate WIthIn the U S Rural
ElectrIC System12

The next Table, 6 5, outlmes the maIn productIon costs assocIated WIth the company
The format ofthe table follows the format used WIthIn the generally accepted practIces found
both WIthIn the power sector and m normal accountmg for Ukrame WIthIn the table are all
the basIC accounts used to record costs ofproductIon However, dIScussIon of costs has been
made WIthIn the context of the restated mcome statement

Balance Sheet

Table 6 6 IS the restated balance sheet for the sector For 1998, first quarter results
are aVaIlable at the tIme thIs report IS bemg WrItten Both account's receIvable and payable
were aged for the restatement by each busmess umt However, the net result would have had
mSIgmficant Impact on the balance sheet and the ongmal 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 mcreased from 39 2
millIon UAH to 126 2 mIlhon UAH m the thIrd quarter of 1997 The next quarter the value
mcreased to 219 0 millIon UAR The mcrease was due to a revaluatIOn ofassets Combmed
WIth Work m Progress, whIch mcreased about four tImes over the perIod, net UtIlIty assets
have mcreased 2 5 times WIth the major reason for the mcrease bemg the fixed asset
revaluatIon

Current assets mcreased from 23 mIlhon UAH to 8 3 rmlhon UAH Dunng the
second and thIrd quarters of 1996 a large mcrease was expenenced, and then It returned to
normal levels Cash (hqUld assets) and accounts receIvable are small m

12 1994 StatIstIcal Report Rural Electnc Borrowers, Rural Electnc ServIce, Uruted States
Department OfAgnculture (WashIngton, DC Government PrIntmg Office)
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Table 6.3
LVIV PEM

Ukrame Energy Project
Indirect Income and Expenses
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Table 64
Electricity and Fuel Purchases

LVlv PEM
Ukraine Energy Project

(OODHRs)

Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT/m3 HRN Cost of MT/m3 HRN Cost of

Month Purchased PerMWH ElectrlcltL- Purchased Per Unit Fuel Purchased Per Unit Fuel

January (1996) 137738 4587 6317 0 0 0 0 0 0
February 175255 5099 8936 0 0 0 0 0 0
March 202859 5058 10261 0 0 0 0 0 0
Apnl 138054 5047 6967 0 0 0 0 0 0
May 116102 4970 5770 0 0 0 0 0 0
June 122246 5064 6190 0 0 0 0 0 0
July 119831 5071 6077 0 0 0 0 0 0
August 11088B 4686 5197 0 0 0 0 0 0
September 126114 4713 5944 0 0 0 0 0 0
October 138942 4776 6636 0 0 0 0 0 0
November 109938 4961 5454 0 0 0 0 0 0
December 130219 5022 6540 0 0 0 0 0 0
January (1997) 182944 4942 9041 0 0 0 0 0 0
February 157731 4849 7648 0 0 0 0 0 0
March 142916 4858 6943 0 0 0 0 0 0
Apnl 145372 4742 6894 0 0 0 0 0 0
May 111 859 4775 5341 0 0 0 0 0 0
June 101247 4681 4739 0 0 0 0 0 0
July 79279 4817 3819 0 0 0 0 0 0
August 8370B 4779 4000 0 0 0 0 0 0
September 115249 4757 5483 0 0 0 0 0 0
October 146614 4685 6868 0 0 0 0 0 0
November 119200 4621 5509 0 0 0 0 0 0
December 139488 4630 6458 0 0 0 0 0 0
January (1998) 132259 4991 6601 0 0 0 0 0 0
February 115523 5180 5984 0 0 0 0 0 0
March 166888 5423 9051 0 0 0 0 0 0
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LvlvPEM

Ukrame Energy Project
Main Production CO!!'s

Cood" dIm ~p r ACrirolt r Low vlllut Drp d lion T.... fIKlr't l" " S n1dna: Nm In rstn rill Ilrl'rrtd
Depnd U , MtdnlmUiR M trills ru~ M trt.a Prl UHtd< P ud d (lth r Itam rllVUilIIlS c .... E ..... (J~""IJIJhS Opt'nlllfl E .....

~~ -_%_- __3_ __5_ __6_ --'- --"- __9_ __'0_ --"- --'%- __'3_ __16_ --'"- __%9_ ---2L _ .l.L_

J;iIOlRry (1B96) 0 :l4 61 '6 0 0 0 0 0 I " II 0 0 0 0
February 130 14 5' 71 0 .6 0 0 0 • 2. 7 0 0 0 0
March 6' 14 73 '0 0 .2 0 0 0 ,

" 6 0 0 0 0
Apnl "9 0 27 ," 0 10 0 0 0 ,

" 5 0 0 0 0
M.y •• 14 ,5 '2 0 1 0 0 0 2 • 6 0 0 0 0
Jun. 227 IS 25 '5 0 " 0 0 0 • " 6 0 0 0 1
July 2'2 " 9 " 0 '0 0 0 0 0 .0 • 0 0 0 •
August '0 14 2' '" 0 19 0 0 0 • , 5 0 0 0 0
September .., 2 Z9 27 0 1 0 0 0 0 • • 0 0 0 0
October 2Jj I. " 5' 0 " 0 0 0 1 7 II 0 0 0 0
November 2'6 " ,6 " 0 .6 0 0 0 2 9 • 0 0 0 0
December 2'. 20 m Jj 0 25 0 0 0 0 7 .2 0 0 0 0
J.mnry (1991) 236 12 '" 3D 0 14 0 0 0 I 6 " 0 0 0 0
February 2'6 .2 95 30 0 14 0 0 0 • 6 " 0 0 0 0
March m " 11 2> 0 12 0 0 0 0 • • 0 I 0 0
Apnl m 21 •• 30 0 •• 0 0 0 1 II 14 0 0 0 0
M.y 2'6 IS 9J 29 0 " 0 0 0 1 .2 6 0 • 0 •
J..,. m 15 29 2. 0 11 0 0 0 1 14 5 0 • 0 0
July 2>4 " .6 " 0 II 0 0 0 1 16 6 0 0 0 1
August 0 22 '0 25 0 1 0 0 0 • , , 0 0 0 0
September 61J '0 53 ," 0 " 0 0 0 2 " , 0 0 0 0
October 0 " 53 " 0 2J 0 0 0 • "

, 0 0 0 0
November 0 '6 ,. '5 0 2" 0 0 0 0 15 2 0 I 0 ,
December 1671 " 111 41 0 " 0 0 0 2 30 , 0 0 0 0
J.mnry (199B) 0 0 .29 '" 0 '5 0 0 0 6 •• 5 0 • 0 0
Februilry 0 0 "" .9 0 52 0 0 0 2 26 0 0 0 0 I
Marth 9.6 27 '9 29 0 .9 0 0 0 2 .3 0 0 0 0 0

NonOpc'I'.Um.a 'ittlhnlml llt, Non bud,tt B d&ri r.uu.....'" e", Drbt nf 101m" Int tel put Dcp d lion

In nCnmb: E ...... e ",' Account Auount 'iliPpU n Pa,n rot P )1l1mb P}IIImt Sol .,. Altnnus edit ... SdOanm( SrftJmmll Food

--"-- __C__ _50__ __5'- --""- __60_ _6_'_ __68_ __69_ _ 7_0_ _'_1_ _1_6_ _'71__ __79_ _1_6_ _Cl'lhL

Jan....ry(199B) 0 0 7 0 21S 0 71 196 0 " 25 123 94 0
February 0 0 • 0 30' 0 62 '" 0 20 20 7 0 0
March 0 0 6 0 226 0 96 270 0 39 " 95 0 0
Apri 0 0 7 0 96 35 95 2.' 0 12 " •• 0 0
M.y 0 0 12 0 14' :l4 96 268 0 '07 16 0 0 0
J..,. 0 0 12 0 20' '5 '00 2n 0 26 11 .2 0 0
July 0 0 , 0 152 0 101 306 0 ." 20 0 0 0
August 0 0 , 0 .'" " so 221 0 ,. IS 99 0 0
September 0 0 , 0 69 " 9J 242 0 22 .. 62 0 0
October 0 0 , 0 15 52 " 247 0 II 20 0 0 0
November 0 0 2 0 11 42 '02 207 0 25 2J 22' 0 0
December 0 0 7 0 • ,5 •• '" 0 " 0 0 0 0
J.n....ry(1991j 0 0 • 0 14 ,0 '" 264 0 • 20 " u 0
February 0 0 • 0 14 '0 .. 264 0 • 21 " 0 0
March 0 0 3 0 II " 119 ,,, 0 II 17 0 0 0
Apri 0 0 , 0 , .. ." J99 0 • 14 0 0 0
M.y 0 0 5 0 10 " 15' 420 0 220 0 " 0 0
J..,. 0 0 2 0 • " 14. 420 0 " " 0 0 0
July 0 0 " 0 • 14 "' m 0 70 11 " 0 0
Augusl 0 0 , 0 8 0 .34 ". 0 81 II 0 0 0
September 0 0 • • 21 100 129 '01 0 '.. 14 0 0 0
Ottober 0 0 • 0 • ,. 129 389 0 5 0 0 0 0
November 0 0 • 0 • " .30 '0. 0 .. 0 2" 0 0
December 0 0 , 0 10 " '48 '0' 0 '" 23 '07 0 0
Jamnry (fg9B) 0 0 • 0 II '0 14. '01 0 '0 17 0 0 0
February 0 0 2 2 II " U2 '14 0 RI .7 2 0 0
March 0 0 • 0 • " ." '07 0 "" 17 J 0 0
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Table 66
LVlv PEM

Ukraine Energy Project
Balance Sheet 8B of

(OOO UAH)

ASSETS 111/96 1/4/96 lf7/96 1/10/96 1/1/97 1/4/97 lf7/97 1/10/97 1/1/91l 1/4/98
Long Term Assets

Fixed Assets 39099 39214 126183 219014 220159 220158 222727 223101 224483 224 117
Less Accumulated DepreclalJon 8272 16759 43488 143896 144455 144845 145122 145794 147996 148697

Net Fixed Assets 30827 22455 82695 75118 75704 75313 77 605 77 307 76487 75420
Assets Under Construction 870 1034 1401 1510 1280 3854 3614 3710 3172 3167

Ne, U~llty Plan' 31697 23489 84096 76628 76984 79167 81219 81017 79659 78587

Other Property and Investments
Nonutility Property and Intangibles 103 273 296 320 373 418 527 795 869 917

Less Accumulated Depreciation 33 71 92 97 113 113 120 131 153 186
Net Nonutlity Property and Intangibles 70 202 204 223 260 305 407 664 716 731
Long Tenm Ananclallnvestments 0 0 0 0 0 0 0 0 0 0
Other Non-Current Assets 0 0 0 0 0 0 0 0 0 0

Total Olher Propelty end Inves~enls 70 202 204 223 260 305 407 664 716 731

Cunent Assets
Cash and Short Tenm Investments 252 204 91 93 42 105 219 243 t33 170
Ac:coLl'lts Receivable 28 185 194 675 358 640 1379 1242 1176 1096

Less Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0

Net Receivables 28 185 194 675 358 640 1379 1242 1176 1096
Inventory 1852 3010 3128 3047 1757 2820 2387 3259 3243 3548
Government Employee and Othar Receivables 225 1250 1875 921 3589 3366 1827 1570 3 l85 3216
Other Current Assats 19 982 128972 128705 1051 629 917 1200 112 356

Total Cu""nl Asse's 2376 5631 134260 133441 6797 7560 6729 7514 8149 8386

TOTAL ASSETS 34144 29322 218560 210292 84041 87032 88355 89195 88 t24 87704

CAPITALIZATION AND LIABILITIES
Stockholder's EquIty

StaMary Capital (Net) 24020 24020 24020 24020 24020 24020 24020 24020 24020 24020
Additional Capital 0 0 0 0 62911 55756 57829 58408 58399 58030
Reserve Funds 7688 703 187726 181070 674 867 723 580 584 584
Retained Earnings 0 (2036) (980) (1326) (3552) (5396) (4167) (5050) (9036) (10695)
UlYealized DIfferences I 2035 980 1326 3552 5396 4167 5050 9036 10695

TolalEqUlty 31708 24722 211746 205090 77605 80643 82572 83008 83003 82634
Long Tenm Debt 0 0 0 0 0 0 0 0 0 0
Other Long Tenn liabilities 0 0 0 0 0 0 0 0 0 0

Tolal Capltallzaoon 31708 24722 211746 205090 77605 80643 82572 83008 83003 82634

Current LiabilitIes
Short Tenm Debt 0 0 0 0 0 0 0 0 0 0
Accounts Payable 1331 2644 3450 2105 2534 2042 1956 2598 2771 2052

Less Bad Debl Allowance
Nel Payables 1331 2644 3450 2105 2534 2042 1956 2598 2771 2052

wages and Social 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
Government 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 ClITent lIablities 53 114 0 3 4 4 2 3 3 5

Total Curren' LIabIlities 2436 4600 6814 5202 6436 6389 5783 6187 5721 5070

TOTAL CAPITALIZATION AND LIABILITIES 34144 29322 218560 210292 84041 87032 88355 89195 811724 87704

I
1 Unre8~zed differences represents the l.IVeconcllable difference after conversion of the Ukratnlan accounting system Into lntemabonal Accounbng Standards

~

~



- - - - - - - - - - - - - - - - - - -
Tdhlc 6 7
LVlv ('EM

Fmancldl RdtJOS

114196 117196 1110196 111197 114197 117197 1110197 111198 114198

Short Tenn Liquidity
Current Rallo 12 197 257 II 12 12 I 2 1\ 17

Collection Rate 102% 84% 109% 129% 81% 113% 83% 1l8% 69%

% Aeeoonts Reelevable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%

% Aeeoonts Payable Over 60 Days 09' 0% 0% 0% 0% 0% \% 0% 21%

Capital structure and Long Tenn Solvency
Debt 10 Equ,ty 02 00 00 01 01 01 01 01 01

Debt to Total Assets 16% 3% 2% 8% 7% 7% 7% 6% 6%

Tnlles hnerest Earned (Cash)

Operating Perfonnance Ratios
Average Ratio of "iales Tanffto Purchase PrIce (Electnclty) 144 141 146 157 15\ 1\8 I 56 I 67 I 18

Operatmg Profits to Sales -49% 72% -02% 10 7% 69% 64% -47% 201% 63%

Nel Unreahzoo Aeeoonts to SalO$ 00% 00% 009' 00% 00% 00% 00% 00% 00%

Nellneome to Sales 78% 47% 18% 116% 76% 57% n% 212% 70%

Asset Utilization
Sales 10 Currenl Assets (Annuahzoo) 186 07 06 113 128 128 82 90 113

Sales to Net Ullhly Plant (Arullahzoo) 45 II 10 10 12 II 08 09 12

Sales 10 Total Assets (Anl>Jahzoo) 36 04 04 09 II 10 07 08 II

Common Size Income 'itatement (% of Total Saie~)

Purchases Energy to Sales 974% 84 3% 900% 971% 975% 791% 862% 1004% 917%

Operatmg and Maintenance 10 Sates 31% 17% 20% 43% 16% 32% 37% H% 28%

l'ueltoSales 00% 00% 00% 00% 00% 00% 00% 00% 00%

Wages mI Soml Cost to Sales 34% 49% 15% 559' 48% 79% 96% 86% 70%

Depreciation to Sales 13% 19% 24% 38% 30% 35% 61% 60% 41%

Operatmg Income to \ales -49% 72% 02% 107% 69% 64% 47% 205% 639'

Net Income 10 Sales 78% -47% 18% 116% 76% 57% 57% 212% 70%

Common SIZe Balance Sheet (% of Total A~set~)

Accoonls Recel\able 06% 01% 01% 04% 117% 16% 14% 16% I ''if
Current Assets 192% 614% 635% 81% 87% 76% 84'" 94% 96'if

Net FlXoo Assets 80 1% 181% 364% 916% 910% 919% 908% 898% 896%

Currenl Llablllttes In% 31% 25% 77% 73% 61% 69% 6411' 1H'l

long Term llab,hltes 00% 00% 00% 00% 00% nO% nO% on'l 009'

Equny 84 3% 969% 9n% 923% 92 7% 931% 931% 916% 94 '9'

I
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proportion to the other assets classIfied as current The largest balance IS for Inventory
For an electnc dIstnbutIOn company tills IS unusual and IS attnbuted 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 willch IS the correspondmg account to the
Increase In fixed assets under the fixed asset revaluatIOn mentIOned above The reserve
fund was reclassIfied as addItIOnal capital at the begmmng of 1997 Long term debt was
zero for the penod

As for current habIhtles, wages and SOCial costs payable mcreased dramatIcally
from 5 rrullion DAR to 3 5 rrulhon by the end of the tillrd quarter of 1996 The balance In
the accounts then ranged from 2 - 3 rrulhon DAR for the rest of the penod exarruned
The net result IS current habilities doubled from 2 4 rrulhon to 5 0 rrullion DAR After the
second quarter (1996) the balance remaIned constant at apprmamately 60 rrulhon DAR

Statement ofChanges m Fmanclal POSitIOn

Table 6 10 exammes the cash flow from all financial actiVities dunng the year Total
net Income on an accrual baSIS between 1996 and the first quarter of 1998 at negative 10 7
mIlhon DAR The major reason for the loss was the large losses In electncity system In
most penods the losses In electnclty were over 30% of the total purchased

As for mvestment actIVities, the only meanmgful actiVity was the revaluation ofassets
that took place m 1996 Otherwise, the company had msufficlent cash generated to produce
any slgmficant Investment
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Table 6 8
LVlv PEM

Ukraine Energy Project
Determination and Aging of Accounts Receivable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Reallzallon Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Wnte-Offs ReceIVable Wnte-Offs

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

January (1996) 6628 7451 (623) (823) (823)
February 9003 10871 (2691) 0 (2691) (2691)
March 10555 8276 (412) 0 0 (412) (412)
April 7960 6476 1070 0 0 0 1070 1070
May 7050 6014 2106 0 0 0 0 2106 2106
June 7456 6455 3107 0 0 0 0 3107 3107
July 6785 7525 2367 0 0 0 0 2367 2367
August 6098 6886 1579 0 0 0 0 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 (4125) 0 0 0 0 (4125) (4125)
January (1997) 8287 8009 (3847) 0 0 0 0 (3847) (3647)
February 8413 4279 287 0 0 0 0 287 267
March 7549 7286 551 0 0 0 0 551 551
April 7600 9236 (665) 0 0 0 0 (885) (885)
May 7133 11645 (5397) 0 0 0 0 (5397) (5397)
June 6516 3271 (2151) 0 0 0 0 (2 151) (2151)
July 4817 5982 (3316) 0 0 0 0 (3316) (3316)
August 4890 2096 (522) 0 0 0 0 (522) (522)
September 5723 4719 482 0 0 0 0 482 482
October 4771 6771 (1 519) 0 0 0 0 (1519) (1519)
November 6048 11619 (7089) 0 0 0 0 (7089) (7089)
December 7945 7426 (6570) 0 0 0 0 (6570) (6570)
January (1998) 6761 4387 (4197) 0 0 0 0 (4197) (4197)
February 7023 5599 (2772) 0 0 0 0 (2772) (2772)
March 9815 6409 633 0 0 0 0 633 633

sources (By Column)

1 Actual fIgures proVIded by company

2 Defined as actual cash receIVed' plus NDC non payments plus (non cash recerved mmus non cash NDC payments) 75/ ThiS correct/on dIscounts non cash transactions to an eqUivalent value that

can be used to pay credItorS

3 Column 1 Column 2

4 6 Assumed that money paId goes fIrst to the oldest unpaId balance

7 After 90 days the debt IS wntten off and treated as Income to the fIrm

8 Sum orcolumns 3 4 5 and 6

9 CumulatIVe accounts receivable Without wtlte<Jrrs•
~
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Table 6 9
LVIV PEM

Ukraine Energy Project
Determination and Aging of Accounts Payable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month UnpaId UnpaId Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Write-Offs Receivable Write-Offs

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

January (1996) 7173 6535 638 638 638
February 9811 9691 757 0 757 757
March 11238 9295 2700 0 0 2700 2700
April 7607 7888 2419 0 0 0 2419 2419
May 6621 5821 3219 0 0 0 0 3219 3219
June 7182 6478 3922 0 0 0 0 3922 3922
July 7002 8267 2658 0 0 0 0 2658 2658
August 5957 7251 1364 0 0 0 0 1 364 1 364
September 6510 5945 1930 0 0 0 0 1930 1930
October 7354 7298 1985 0 0 0 0 1 985 1985
November 6470 5387 3068 0 0 0 0 3068 3068
December 7583 3435 7217 0 0 0 0 7217 7217
January (1997) 9856 7086 9856 130 0 0 0 9986 9986
February 8463 4560 8463 5426 0 0 0 13889 13889
March 7775 8082 7775 5807 0 0 0 13582 13582
April 7870 10624 7870 2958 0 0 0 10828 10828
May 6602 12787 4643 0 0 0 0 4643 4643
June 5750 3704 5750 939 0 0 0 6688 6688
JUly 4665 4106 4665 2583 0 0 0 7248 7248
August 4677 2120 4677 4665 463 0 0 9805 9805
September 6972 4494 6972 4677 635 0 0 12283 12283
October 7529 5823 7529 6460 0 0 0 13988 13988
November 6452 9218 6452 4770 0 0 0 11 222 11222
December 8770 7040 8770 4182 0 0 0 12952 12952
January (1998) 7476 3684 7476 8770 498 0 0 16744 16744
February 6939 4594 6939 7476 4674 0 0 19088 19088
March 10843 7446 10843 6939 4704 0 0 22486 22486

Sources (By Column)

1 Aclual figures provided by company

2 Aclual figures proVided by company

3 Column 1 Column 2

4 Ii Assumed Ihat money paid goes firsl to the oldesl unpaid balance

7 After 90 days Ihe debt IS wflUen off and /rea led as Income to the flfm

B Sum ofcolumns 3 4 5 and Ii

. 9 CumulatNe accounts receIvable Without wflte-offs

~
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Table 6 10
LVlv PEM

Ukrame Energy Project
Statement of Cash Flows for the Period Endmg

Ukraine Energy Project

1/4/96 1/7/96 1/10/96 1/1/97 1/4/97 1/7/97 1/10/97 1/1/98 4/1/98
Cash Flow from Operating Activities

Net Income (2036) 1056 (346) (2226) (1844) 1229 (883) (3986) (1659)

Adjustments to Reconcile Net Income to Net Cash Flow
Change 10 Accounts Receivable (157) (9) (481) 317 (282) (739) 137 (134) 280
Change In Other Short Term Assets (3146) (128733) 1302 126276 (418) 1684 (898) (811) (280)

Change In Accounts Payable 1313 806 (1345) 429 (492) (86) 642 173 (719)

Change In Other Short Term L,ab,ht,es 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 (99778) 99622 128402 (357) 623 326 813 83

Cash Flow from Investment ActiVities

Completed Plant In Service (115) (86969) (92831) (1145) 1 (2569) (374) (1382) 368

Change In Construction Work In Progress (164) (367) (109) 230 (2574) 240 (96) 538 5
Change In Nonullhty Property and Intangibles (170) (23) (24) (53) (45) (109) (268) (74) (48)
Net Cash Provided by Investment Activities (449) (87359) (92964) (968) (2618) (2438) (738) (918) 323

Cash Flow from Financing Activities

Short Term Loans a a a a 0 a a a a
Long Term Loans 0 a a a a 0 a 0 0
EqUity (6985) 187023 (6656) (127485) 3038 1929 436 (5) (369)
Net Cash Provided by Financing ActIVities (6985) 187023 (6656) (127485) 3038 1929 436 (51 (369)

Unrealized Cash Differences 1 2035 (1055) 346 2226 1844 (1229) 883 3986 1659

Net Change In Cash (49) (113) 2 (51) 63 114 24 (110\ 37

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
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7. DROHOBYCH PEM

Drohobych Electnc Network serves the northern part ofLVIVOblast It IS composed
of 9 REMS Drohobych, Bonslav, ZludacInv, MykolaIv, SambIr, Stavy, Skole, Stryl and
Turka Its consumer base IS compnsed of254,604 resIdentIal consumers and 505 mdustnal
customers The latter mclude such major busInesses as ZIndaclnv cellulose and paper mIll,
Halychyna (Drohobych 011 refinery), and MykolaIV Cement Plant It has 1,398 employees as
ofJuly 1, 1998

Table 7 1 IS the Income statement for the dIstnbutIOn dIVISIOn Drohobych PEM
SupportIng tables Include 72 (Sales ofElectncIty), 73 (Other Income and Expenses), 74
(Electncity / Fuel Purchased), 75 (Mam ProductIOn Costs), 78 (Agmg of Accounts
Receivable) and 7 9 (AgIng ofAccounts Payable)

Table 7 1 IS the 1996-1998 quarterly restated Income statement Begmmng WIth sales,
two types of trends eXist The first IS seasonal and the second IS econOffilC The seasonal
trend shows a peak m consumptIon In the first quarter of each year WIth a declIne m usage
dunng both the second and tInrd quarters (due to warmer weather) In the fourth quarter, a
sharp nse m revenues occurred due to colder weather The second trend IS econoffilc
BegInmng WIth the first quarter of both 1996 and 1997, a quarter by quarter companson
shows that first quarter sales for 1997 IS lower than 1996 However, m 1998 the
consumptIon ofelectncity nses almost to the preVIOUS level of 1996 The main reason for tlus
trend IS the constraint Wltlnn 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 In the Income statement deals WIth operatIonal expenses Also of
usefulness IS Table 7 7, Fmanclal RatIOS In partIcular, the sectIon referrmg to the common
SIze Income statement wIll YIeld Important mSIghts to the analySIS The largest cost for
dIstnbutIOn IS purchased energy For 1996 the ratIO of cost to sales IS 97 2% That leaves
2 8% to servIce all other costs The ratIO Improved In 1997 by fallIng to 87 2% TIns level
IS stIll unacceptable when compared to the normal 20% reqUIred, but an Improvement over
1996 The extremely small margm between sales and cost ofpower IS caused by two factors
mteractmg The first IS the purchasmg and sellmg tanffs are set usmg normatIve loss rates and
do not account for local condItIOns The second factor IS IndlVldual PEM losses Smce
Drohobych's electncIty losses are over double the normatIve, the dIVISIOn wIll expenence
large losses on tIns electncIty It cannot recover through sales

Also lIke the other PEMs IS the seasonal trend m operatIng margIn Dunng the
WInter months the margm practIcally goes to zero as addItIOnal lower reSIdential tanff
consumers use addItIonal electncIty However, durmg the summer months when the
mdustnal percentage IS greater the operatmg margIn mcreases because of the lugher
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Table 71
Drohobylch PEM

Ukrame Energy Project
Income Statement for the Period Ending

tOOO UAH)

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

Sales
ElectricIty 20032 17385 14352 16895 18666 18131 15613 17932 19260
Heat a a a a a a a a a
Internal Transfers a a a a a a a a a
Other Revenues 334 286 232 276 1774 811 179 228 326

Total Sales 20366 17671 14584 17171 20440 18942 15792 18160 19586

Operational Expenses
Purchased Electricity (20 330} (14966) (13824) (18781) (18273) (15751) (13581) (16595) (20 558}
Operating Expenses (507) (333) (307) (839) (448) (600) (373) (654) (1725)
Fuel and Raw Materials a a a a a a a a a
Wages & Social Costs (860) (985) (952) (613) (1097) (1505) (1329) (1540) (494)

Talai Operallng Expenses (21697) (16283) (15082) (20 233} (19818) (17856) (15283) (18789) (22777)

Maintenance a a a a 0 0 a 0 0
Depreclalton (151) (264) (585) (791) (779) (794) (1063) (1601) (1 172)

Talai Opera/lonal Expenses (151) (264) (585) (791) (779) (794) (1063) (1601) (1172)

Operating Income (1482) 1123 (1083) (3853) (158) 292 (555) (2230) (4363)

NON OPERATING INCOME

Net Non Utlllly Operating Income 0 a a a a a a 0 0

Total Operating Income Before Taxes and Financial Costs (1482) 1123 (1083) (3853) (158) 292 (555) (2230) (4363)

Taxes and Financial Costs
Interest on Long Term Debt a a a a a a 0 0 0
Unrealtzed Accounts Receivable 1 a 0 a 0 0 0 0 0 3722
Unrealtzed Accounts Payable' 0 0 0 0 0 a (827) (7318) 0
Taxes & Payments (591) (428) (287) (139) (10) (4) (9) (8) (8)

Total Taxes and Fmanc/al Costs (591) (428) (287) (139) (10) (4) (836) (7326) 3714

NET INCOME (2073) 695 (1370) (3992) (167) 288 (1 391) (9556) (649)

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

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

I
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Industnal tanff users In additIon to the changmg nux m consumers IS the Increased
average margInal cost of energy dunng the wmter months because of the Increase use of
fossIl fuels to meet hIgher demand Dunng the summer months more of the demand IS met
by cheaper nuclear power

The next largest cost IS operatmg expenses Tills category mcludes matenals, spare
parts, fuel (other than for generatIon), small mvestment It IS 2 6% ofsales dunng 1996 and
2 4% for 1997 At tills level the normal operatIOn and mamtenance of eqUIpment cannot be
mamtamed and the eqUIpment IS slowly depreCIatIng WIthout replacement The reason for the
low level IS msufficlent collectIOn of lIqUId assets necessary to purchase the speCIalIzed parts
and servIces needed for mamtenance of eqUIpment and the small margms the company is
allowed to charge

Wages are the thIrd largest cost and thetr trend IS Increasmg In 1996, labor costs
average 2 0% of sales ThIs average mcreased to 3 5% m 1997 and dunng the first quarter
of 1998, the ratIO IS 3 4% of sales The cause of the small mcrease IS both a change m tax
polIcy concemmg deductIbility ofwage bonuses and a reflectton of the hIgher 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 IS sIgmficantly smaller
DepreCiatIOn remams 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 ofsales and expenenced bad debt the last three quarters of the restatement
penod ThIs had a negatIve Impact on an already poor operatmg performance

The final questIOn to be answered IS profitabIlIty For Drohobych, It IS the worst
finanCIal performer ofthe three PEMs It lost a total of 18 2 nullIon on sales of 158 2 mIllIon
for the penod restated ThIs IS eqUIvalent to 11 5% ofsales The mam cause of the loss was
the extremely hIgh cost of electnclty as related to sales The hIgh cost was caused by the
large total electncIty losses the PEM sustamed

Table 7 2, ElectncIty Sales, outlInes the monthly electncIty sold (m MWH), average
tanff (UAB per MWH) and revenues (000 UAB) by consumer group for the penod 1996­
1998 (1 81 quarter) Total electncIty sold for 1996 was 959,510 MWH WIth an average tanff
of71 7 UAB per MWH Total revenues for the same penod were 68 4 mtIlIon UAB As for
1997, 932,378 MWH were sold at an average pnce of75 4 UAB per MWH Tills generated
total revenues of70 4 mtIlIon UAB The year to year decrease m MWH was 28% and the
Increase m revenues was 24% The dIfference between the productIon decrease and the
revenue Increase was caused by an mcrease In the average tanff of 5 2%
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Table 7 2
Drohobylch PEM

Ukraine Energy Project
Electricity Sales

10 11 12 13 14 15

Total To1if~ Toilill Totat Total
Electrtttly Total MW Capacity Total Eledrlcfty Total Electricity Total Efectrfcttv Total

Sold T&ll!I Sall!~ Sold Charge Revenues Sold Tariff Sales Sold Tariff Sales Sold Tlrill Sales

~ (MWHI IUAH pa' MWHI (000 UAHI (MWHI IUAHp"MWI (000 UAHI (MWHI (UAH pa' MWHI 1000 UAHI IMWHI (UAH per MWH) (000 UAHI IMWHI (UAH per MWHI 1000UAHI

Industrill >750 Industrial 150 Industrial < 750 Railroad City Trant-port

January (1 996) 31000 033 1969 79 67496 533 11658 709 935 1055 703 74 0 00 0
February 28009 830 1792 70 8022 e 475 11210 003 900 13300 719 962 0 00 0
MarGh 37180 631 2345 06 72105 472 11 371 798 900 17234 710 1224 0 00 0
Apnl 20BBO 625 1812 84 02571 526 11249 709 887 13061 690 913 0 00 0
May 27462 627 1721 74 66501 489 7976 770 614 13590 705 957 0 00 0
J..,a 32206 613 1974 77 64537 496 7619 781 560 13298 602 907 0 00 0
July 30968 80 I 2335 85 89678 592 6992 746 521 13139 671 662 0 00 0
August 18035 596 1122 43 63394 272 6513 735 479 4226 669 203 0 00 0
September 27813 595 1843 100 62012 619 8630 744 484 6241 700 437 0 00 0
October 29451 590 1762 91 64373 503 7162 740 531 12729 660 666 0 00 0
November 21612 635 1372 74 67093 495 0561 791 877 13006 700 972 0 00 0
December 20077 840 1284 69 67307 465 0844 799 707 6018 700 421 0 00 0
January (1997) 10495 838 1052 00 68125 545 10514 010 860 10747 700 752 0 00 0
February 22826 616 1405 78 66202 517 9700 820 798 13461 698 840 0 00 0
March 32733 620 2054 70 68057 468 8105 757 689 13347 700 934 0 00 0
Apri 36076 626 2258 73 88575 406 8028 775 684 13184 700 924 0 00 0
May 30559 632 1932 60 68471 452 7154 703 590 12071 700 845 0 00 0
JllI1a 32014 843 2057 73 66575 488 7310 778 569 11438 700 800 0 00 0
July 20400 827 1787 62 87903 421 7046 701 550 ll"974 700 898 0 00 0
August 29720 629 1871 63 66984 422 6795 792 538 10075 703 700 0 00 0
September 29073 634 1844 51 68627 350 6145 781 400 11860 701 831 0 00 0
October 22616 848 1460 40 67708 325 6776 707 533 13069 698 968 0 00 0
November 23929 845 1543 49 60367 335 0556 794 879 13812 717 991 0 00 0
December 24843 848 1597 59 68475 404 13341 781 1015 lH50 720 1041 0 00 0
January (1990) 25609 872 1727 50 71200 356 9612 051 818 10541 772 814 0 00 0
February 23230 696 1616 46 74565 343 9150 005 010 11743 808 949 0 00 0
Mard\ 32551 709 2309 58 7517 2 436 8926 897 001 13302 015 1084 0 00 0

Non-lndustrlal Agricutture ResIdential City Resldenllal Rural Transmlnlon

January (1996) 12497 706 902 5741 607 349 16472 433 000 3396 400 165 590 612 37
February 14550 801 1166 5911 615 384 17 063 481 621 3313 540 179 840 622 40
March 13563 004 1090 5600 624 367 10146 520 052 3584 547 195 602 620 37
Apri 11820 709 033 5711 615 351 12671 526 667 2606 538 139 426 612 26
May 9045 773 699 3513 600 214 13420 551 740 1708 530 92 169 609 10
J..,a 0343 752 627 3022 563 176 13710 553 750 1226 514 83 134 599 0
July 7584 90 74 2005 573 161 14802 550 800 1330 541 72 123 585 7
August 8160 736 601 2001 582 174 12702 535 685 2881 701 100 111 500 6
September 10261 742 761 3179 588 187 11533 882 763 H31 724 178 102 583 11
October 10651 743 607 3304 576 190 11201 692 775 2685 741 109 292 587 17
November It 119 788 076 3300 617 204 12474 694 866 3026 720 218 342 610 21
Oer;ember 13209 001 1050 3727 626 233 14227 705 1003 3540 726 257 557 623 35
January tt997) 14292 800 1143 4586 626 207 13916 703 978 3530 700 250 715 620 45
February 11874 771 916 4310 606 261 14444 695 1004 4450 734 327 566 565 32
Marr;h 12311 774 953 3474 610 212 13789 686 947 3858 752 275 440 545 24
Apr! 9971 033 631 3780 619 234 12542 691 087 3708 755 260 534 599 32
May 6674 721 625 2664 810 177 9527 612 503 7260 793 577 257 823 16
J..,a 0424 776 654 2417 621 150 10082 601 741 3890 774 301 162 617 10
July 6073 778 535 2162 620 1:14 11720 877 793 2737 767 210 127 630 8
August 1409 767 568 2363 622 147 9034 670 674 2661 776 222 136 580 8
Seplembtr 7882 775 611 2351 617 145 It 976 609 825 2904 768 223 152 658 10
Oaober 6429 789 665 2328 623 145 12945 701 900 3990 784 305 273 623 17
November 9818 BOO 765 1463 620 154 10942 603 747 2848 744 212 449 601 27
Dec:tmber 13062 012 1061 3153 622 196 15725 956 1504 3787 745 282 510 636 33
Ja",ary (1908) 11132 869 967 2875 668 192 11958 718 059 3060 799 245 494 628 31
February 12222 000 1060 2842 690 203 It 330 710 014 3007 768 237 557 604 37
Mart.h 10524 8U B41 2867 712 204 14532 736 1070 3365 023 277 478 669 32
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A more Important companson IS penod by penod Smce InformatIOn IS aVaIlable
for three years for the 1sl quarter, tills wIll be the penod exammed Total electncity sold
(m MWH) for the }"I quarter (1996-1998) averaged 94,808, 81,770 and 78,698 per month
respectIvely The trend m sales dunng tills penod follows the trend of the large mdustnal
and resIdentIal consumers From 1996 to 1997 large mdustnal consumptIOn fell by a total
of25% Smce tills sector used over 40% ofthe electncity sold, tills large decrease caused
most of the declIne m total sales dunng the penod In addItIOn, resIdentIal consumptIOn
fell by 18% over the same penod

In terms ofusage, the maIn consumer groups are large and small mdustnal consumers
(both >750 and <750 MWH), resIdential CIty and non-mdustnal groups Over the penod
exammed, the mdustnal groups purchased 36% (1996),35% (l997), and 34% (lSI quarter
1998) of the total sold whereas the resIdentIal CIty customers consumed 14% (1996), 13%
(1997) and 14% (1 sl quarter 1998), and for non-mdustnal consumers, they remamed constant
at 17% over the entire penod

Table 7 3 IS other Income and mternal transactIOns Other revenues for
electncity dIstnbutIOn are fees collected for late payment, repaIrs and meter mstallatIOn as
well as fee for transItmg electncity Compared With electncity sales, the total IS very small
and averages 2-10% ofmonthly electnc sales

Table 7 4 shows the monthly purchases for electncity from the mam gnd Smce tills
represents the most sigruficant cost, It IS shown m greater detaIl by the mclusIOn of tills table
As With sales, penod by penod analYSIS Will be used With the penod bemg lSI quarter Total
purchases m MWH for each quarter are as follows, 413,290 (1996),374,138 (1997) and
394,385 (1998)13 Calculated losses attnbutable to dIstnbution were 31% (199&1- 1
quarter), 34% (1997 - }"I quarter) and 40% (1998 - }"I quarter) The losses are both very
hIgh and mcreasmg Tills level IS extremely hIgh when compared to the 6 2% loss rate WithIn
the U S Rural Electnc SystemI4

The next table, 75, outhnes the mam productIon costs associated With the company
The format ofthe table follows the format used Wlthm the generally accepted practIces found
both witilln the power sector and m normal accountmg for Ukrame WIthIn the table are all
the basiC accounts used to record costs ofproductIOn However, dISCUSSIOn ofcosts has been
made Withm the context of the restated mcome statement

13 It should be noted that sales m MWH dunng tills penod are 87,809 (1996), 77,345
(1997) and 82,710 (1998) Losses would be 187% for 1996,229% for 1997 and
20 2% for 1998 The company also has some self generation from the CHP-l, but the
amount IS so small It was Ignored

14 1994 StatIstIcal Report Rural Electnc Borrowers, Rural Electnc ServIce, Umted States
Department Of Agnculture (Washmgton, DC Government Pnntmg Office)
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Table 73
Drohobylch PEM

Ukraine Energy Project
Indirect Income and Expenses

Indirect Income Other Expenses
Other Outside Internal

Revenue~ ~hles

Month

Janurary (1996) 956 0 0 0
February 1120 0 0 0
March 1263 0 0 0
Apnl 103 1 0 0 0
May 909 0 0 0
June 917 0 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 0 0
February 3206 0 0 0
March 3836 0 0 0
Apnl 2814 0 0 0
May 1633 0 0 0
June 3660 0 0 0
July 1362 0 0 0
August 356 0 0 0
September 72 0 0 0
October 91 4 0 0 0
November 639 0 0 0
December 73 I 0 0 0
Janurary (1998) 101 8 0 0 0
February 1036 0 0 0
March 1209 0 0 0
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Table 7 4
Electnclty and Fuel Purchases

Drohobylch PEM
Ukrame Energy Project

(OOOHRs)

Electricity Purchased Fuel Purchased Fuel Purchased
MWH HRN Cost of MT/m3 HRN Cost of MT/m3 HRN Cost of

Month Purchased PerMWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel

January (1996) 133376 4587 6117 0 0 0 0 0 0
February 133202 5099 6792 0 0 0 0 0 0
March 146713 5058 7421 0 0 0 0 0 0
Apnl 110047 5047 5554 0 0 0 0 0 0
May 93577 4970 4651 0 0 0 0 0 0
June 94024 5064 4761 0 0 0 0 0 0
July 109464 5071 5551 0 0 0 0 0 0
August 71015 4686 3328 0 0 0 0 0 0
September 104913 4713 4945 0 0 0 0 0 0
October 126289 4776 6032 0 0 0 0 0 0
November 122700 4961 6088 0 0 0 0 0 0
December 132634 5022 6661 0 0 0 0 0 0
January (1997) 128543 4942 6353 0 0 0 0 0 0
February 116101 4849 5629 0 0 0 0 0 0
March 129494 4858 6291 0 0 0 0 0 0
Apnl 125133 4742 5934 0 0 0 0 0 0
May 112774 4775 5384 0 0 0 0 0 0
June 94699 4681 4433 0 0 0 0 0 0
July 92163 4817 4440 0 0 0 0 0 0
August 95481 4779 4563 0 0 0 0 0 0
September 96246 4757 4579 0 0 0 0 0 0
October 109209 4685 5116 0 0 0 0 0 0
November 113596 4621 5250 0 0 0 0 0 0
December 134539 4630 6229 0 0 0 0 0 0
January (1998) 122399 4991 6109 0 0 0 0 0 0
February 123894 5180 6418 0 0 0 0 0 0
March 148092 5423 8032 0 0 0 0 0 0
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Drohflbyieb PEM
Ukrame Fnergy ProJeLt

M..in I roduction CO'its

CllIstncttllO 'p re A~ricullu Low oh DprdUIII inn pnrt r"", r,; ,.,.Idne Nnn In n1mmt On ..
n p d tbn Mahlman M t~.... r.t M InRI P~ Uf'SfMk Pod" 'Hh IhhlS tlLVllm Ii Cd E ....u Oprntlon Opn.Unn [_pm r-s

~
__1__ __3_ --'- __0- __7_ __8_ __9_ __'0_ __"- __11_ __13_ __10_ __'S_ _1_9_ __'0_ ~I-

Janurary (1996) 0 0 8 17 0 0 0 0 0 0 0 0 .. 0 0 0
February 75 0 29 'S 0 0 0 0 0 0 0 0 11 0 0 0
March 16 0 .. .0 0 0 0 0 0 0 0 0 so 0 0 0
Apnl 10 0 12 20 0 0 0 0 0 0 0 0 'S 0 0 0
M,y 17 0 20 21 0 0 0 0 0 0 0 0 21 0 0 0
June III 0 24 20 0 0 0 0 0 0 0 0 5' 0 0 0
July III 0 9 25 0 0 0 0 0 0 0 0 42 0 0 0
August 231 0 31 26 0 0 0 0 0 0 0 0 09 0 0 0
September 211 0 1 21 0 0 0 0 0 0 0 0 2S 0 0 0
October 204 0 25 23 0 0 0 0 0 0 0 0 S' 0 0 0
November 204 0 17 29 0 0 0 0 0 0 0 0 "0 0 0 0
December 201 0 " 21 0 0 0 0 0 0 0 0 .. 0 0 0
J,..nry(1897) 317 0 11 18 0 0 0 0 0 0 0 0 • 0 0 0
February m 0 21 22 0 0 0 0 0 0 0 0 81 • • 0
March 111 0 30 21 0 0 • 0 • 0 0 0 " 0 • 0
April .., 0 22 2> • 0 0 0 0 • 0 0 ,. • 0 •
M,y 26.1 0 23 20 • • 0 • 0 0 0 0 '01 • • •
June 161 0 11 24 • 0 • 0 • 0 0 • 81 0 0 0
July 171 0 32 24 • 0 • 0 0 0 0 0 27 0 • 0
August 311 0 20 33 • 0 0 0 0 0 0 0 120 • • •
September 321 0 22 30 0 0 • • • 0 0 0 2< 0 0 0
Otlober 151 0 20 22 • 0 0 0 • 0 0 • 11 • 0 0
No ember "2 0 '9 27 0 0 • • 0 • • 0 83 • • •
December "" • 10 2> • 0 • 0 • 0 0 • 119 0 • 0
J.n....ry (1990) ,. 0 '0 0 • 0 0 0 0 • 0 0 120 • 0 •
February • 0 '" 24 0 0 0 0 0 0 0 0 01' 0 • •
March 1128 0 11 21 • 0 0 0 0 • 0 0 116 • 0 0

Non ()~ntlnn.a SrUlfttimt lHh Non h de" 8 cicci. Insunnee C... Othl aI lnt=oI lntttd pw,rt UprdUm

In ntmmt E po< .. em to. ...,1 Auou.lI ' Ii ppll rs P}1I1mt r ,",mI. PJ11ml <01 ..., Adnn ell Cr<d!t n 'iHflftlttlts lirtlJllnttlt. r",d
__3_'_ __43__ __50_ __51_ __'5_ --'"- __05_ __68_ __69_ _7_0_ _7_1_ _7_0_ _78__ _7_9_ __8L Oth r

Janllnlry (t996l 0 • • 0 192 0 61 183 0 93 0 • • 0
February 0 0 0 • .., • " Il3 0 11 • 0 0 •
March 0 • • 0 211 0 lOS 292 0 .. 0 0 • 0
April 0 • 0 • 122 0 S. 243 0 " 0 0 0 0
M,y 0 0 0 0 143 0 S, 241 0 7 0 • 0 •
June • 0 • 0 104 0 .. 243 0 1S 0 • • 0

July 0 0 • 0 110 • ". 219 0 7 0 0 • 0

Au!llJst 0 0 0 0 Il8 0 11 192 • 18 0 • 0 0

September 0 0 0 0 22 0 .. 244 0 " 0 • 0 0
October 0 0 0 • 72 0 .. "0 0 !7 0 • 0 II

November 0 0 0 0 34 0 19 .6 0 ,. 0 0 0 •
December • 0 • 0 32 0 as ". 0 ". • 0 0 •
J......ry (1991) 0 • 0 0 , 0 '3 211 0 .. 0 • • II

February 0 0 0 0 , 0 SI m • o. 0 0 0 0
March 0 0 • 0 2 0 lOS 292 0 !l • • 0 0
April 0 • 0 0 0 0 m 'M • 41 0 II 0 II

M.y 0 0 0 0 I • IJj 3'" Q 's 0 0 0 0

J",e 0 0 0 0 , 0 .,. m 0 11 0 • 0 0
July 0 • 0 0 , • 1.' 28. 0 " 0 0 • II

August 0 0 0 II , 0 110 146 0 27 0 0 0 II

Seplember 0 0 0 0 1 0 121 321 0 '" 0 • 0 •
October • 0 • 0 0 0 III "' 0 1I 0 ) 0 •
November 0 0 0 0 j 0 140 174 0 " 0 II 0 0
Oel:ember 0 0 0 0 , 0 '" 101 II " 0 I II II

J.....ry(1998) • • II 0 0 0 III '0' 0 0 0 I 0 II

Febro ry 0 0 0 II , • 0 0 0 6 • II 0 0
March 0 0 0 II , II II 0 II 0 0 0 II 0
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Balance Sheet

Table 7 6 IS the restated balance sheet for the sector For 1998, first quarter results
are aVaIlable at the time thIs report IS bemg wntten Both account's receIvable and payable
were aged for the restatement by each busmess urnt However, the net result would have had
mSIgmficant Impact on the balance sheet and the ongmal 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 mcreased seven tImes
due to a revaluatIOn of assets In addItion, Assets under ConstructIOn have doubled
Combmed, net utIhty assets have mcreased by a factor of 6 (whIch IS apprmamately the same
as gross assets) The major reason for the mcrease IS fixed asset revaluatIOn

Current assets mcreased from 1 7 mIllIon UAR to 5 7 mlllion UAR dunng the
penod exammed Cash balances and accounts receIvable remaIned comparatIvely small
The largest current asset was ReceIvables from Government, Employee and Other
ReceIvables ThIs account mcreased from 1 0 mIllIon at the begmmng of 1996 to 3 7
mIllIon m 1998 UnlIke the other two networks, mventory IS not as sIgmficant

EqUity had a large nse between the second and thrrd quarters of 1996 The
account that caused the mcrease was the Reserve Funds whIch IS the correspondmg
account to the Increase m fixed assets under the fixed asset revaluatIon mentIOned above
The reserve fund was reclassIfied as addItIOnal capItal at the begmmng of 1998 Long
term debt was zero untIl the first quarter of 1998 when It mcreased to 24 mIlhon UAH

As for current lIabIlItIes, the company expenenced an mcrease In short term debt of
145 UAH mtlhon the same quarter as the mcrease m long term debt Therefore, ItS total
debt dunng that quarter mcreased by almost 39 mtlhon UAR In addItion, dunng the same
quarter of 1998, Government, Employee and Other Payables mcreased from almost zero
to 11 3 mIlhon

Statement ofChanges m Fmanclal PosltlOn

Table 7 10 exammes the cash flow from all finanCIal actIVItIes dunng the year Net
mcome totaled negatIve 3 3 mtlhon UAH for the 2 lI4 year penod exammed The extent of
the quarterly profit or loss was seasonal Dunng the colder months the dIVISIon's margms
were much smaller and It lost money Dunng the summer months the margms were larger
and a small profit was created

As for mvestment actIVItIes, Work m Progress took a large Jump m the first quarter
of 1997 ThIS created a use of cash of approXImately of almost 17 mIlhon UAR In
addItIon, the gross plant mcreased due to the revaluation
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Table 7 6

Drohobylch PEM
Ukraine Energy Project

Balance Sheet as of
(OOOU411)

ASSETS 1/1/96 1/4/96 117/96 1/10/96 1/1197 1/4197 117/97 1/10197 1/1198 1/4/98
Long Tenn Assets

Fixed Assels 30041 30419 215000 221226 222630 222668 222773 223591 223939 224 053
Less Accumulated Depreclabon 12274 12502 101825 104362 106886 107973 108656 109597 109454 110538

Net Fixed Assets 17 767 17917 113175 116864 115744 114695 114117 113994 114485 113515
Assets Under Construcbon 6183 6340 6972 7588 7148 25137 25728 19841 15804 16338

Net UUMy Planl 23950 24257 120 147 124452 122892 139832 139845 133835 130 289 129853

Other Property and Investments
NonutJllty Property and Intangibles 127 161 196 236 300 282 319 366 386 395

less AccumUlated Depreciation 24 38 43 47 57 72 82 90 104 118
Net NonutJllty Property and Intanglblas 103 123 153 189 243 210 237 276 282 277
Long Term Flnanclallnvastmenls a a a a a 29 59 59 59 59
Olher Nor>-Current Assets a a a a a a a a a a

Total Other Property ana Investments 103 123 153 189 243 239 296 335 341 336

Current Assets
Cash and Short Tarm Investments 91 210 189 119 107 61 109 174 230 109
Accounts Receivable 307 390 404 750 909 763 1115 707 609 772

Less Bad Debt Allowance a 0 a a a a a a a a
Net Receivables 307 390 404 750 909 763 1115 707 609 772

Inventory 335 495 650 765 880 762 823 920 899 864
Government Employee and Olher Receivables 966 358 391 1205 2703 2869 2228 2495 3405 3728
Other Current Assets 5 630 849 516 13 296 402 733 62 235

Total Current Assels 1704 2083 2483 3355 4612 4751 4677 5 029 5205 5708

TOTAL ASSETS 25758 26463 122783 127996 127747 144822 144818 139199 135835 135897

CAPITALIZATION AND LIABILITIES
Stockholder's EquIty

StaMary Capital (Net) 22265 22265 22265 22265 22265 22265 22265 22265 22265 22265
Adcl1tlonal Capital a a a a a a a a 110818 110858
ReseNeF\J1ds 2261 2730 98736 103456 102342 119815 119430 113507 a a
Retained Earnings 0 (2073) (1378) (2749) (6740) (6908) (6620) (8011) (17567) (18215)
Unrealized Differences 2073 1378 2749 6740 6908 6620 8011 17567 18215

TolalEqUlIy 24526 24995 121001 125721 124607 142 080 141695 135772 133 083 133123
Long Term Debt a a a a 0 a a a a a
Olher long Term L1ablhbes a a a a a a a a a a

Total CaplfallzalJon 24526 24995 121001 125721 124607 142 080 141695 135772 133 083 133123

Current L,abllities
Short Term Debt a 0 a a a a a a a 0
Accounts Payable 455 621 842 1012 1197 1027 1034 1079 1026 879

Less Bad Debl Allowance
Nel Payables 455 621 842 1012 1197 1027 1034 1079 1026 879

Wages and Social Insurance Payable 454 518 662 966 1311 1444 1639 1773 1297 1428
Taxes and Nor>-Budget Payable 220 321 229 260 206 197 387 441 328 371
Government Employee and Olher Payable 5 3 2 3 238 18 34 69 62 51
Advances from Customers a 0 0 a a a a 0 a a
01l1er ClITenl Liabilities 98 5 47 34 188 56 29 65 39 45

Total Current Llabl/,Ues 1232 1468 1782 2275 3140 2742 3123 3427 2752 2774

TOTAL CAPITALIZATION AND LIABILITIES 25758 26463 122783 127998 127747 144822 144818 139199 135835 13~ 897

I Unreahzed chfferences represents the unreconcllable difference after conversion of the Ukrainian accounting system into Intemational Accotmbng Standards

~
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T.thle 7 7
DrohohYlch PEM
Fm.tncml Ratios

1/4/96 117196 1/10/96 111197 1/4/97 117197 1110/97 1/1/98 1/4/98Short Term Liquidity
CUrrent Ratio 14 14 I ~ 15 17 I ~ I ~ 19 2 ICollectton Rate J(Hl% 87% 122% 89% 62% 86% ~f% 68% 80%'% Accounls Reclevable Over 60 Days 0% 0% 09" 0% 0% 0% 43% 2~% 36%%Accamls Payable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 27% 31%

Capital 'Jtructurc and Long Term Solvency
Debllo Eqully 01 00 00 00 00 00 00 00 00Debt to Total Assets 6% 1% 2% 2% 2% 2% 2% 2% 2%Tunes blterest Eanloo (Cash)

Operatmg Performance Ratios
Average Ratio of ~aJes Tanff to Purchase PrIce (ElectrIcity) 143 142 142 I ~5 156 I 57 I 55 165 I ~7Operaung Profits 10 .!Jales 73% 64% 74% 224% .o8'10 15% 35% 123% 223%Net Unreahzed Aceoonls to Sales 00% 00% 00% 00% 00% 00% 52% -403% 00%Ntllncome to Sales lO 2% 39% 94% 232% .o8% 15% 88% ~2 6% 33%

As~et Utilization
Sales to amelll Assets (Anralahzoo) 39 I 285 174 149 172 162 126 140 137Sales 10 Nel Ullhly Planl (AruNahzoo) 34 06 05 06 06 05 05 06 06Sales 10 Tolal Assels (Anralahzoo) 3 I 06 05 05 06 05 05 05 06

Common Size Income 'Jtatement (% of Total Sale~)

Purchases Energy 10 Sales 998% 84 7% 948% 1094% 894% 832% 860% 914% HlH%Operatmg am MaUitenance to Sales 25% 19% 21% 49% 22% 32% 24% 36% 88%Puel to Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%Wages and Soc,al ("osllo Sales 42% 56% 65% 36% 54% 79% 84% 85% 2~%Depreclat.lOn to ~i11es 07% 15% 40% 46% 38% 42% 67% 88% 60%Operatmg mcome to 'iales 73% 64% 74% 224% .o 8% I ~% 35% 123% 221%Net Income to ~al~ 102% 39% 94% 232% .o 8% I ~% 88% ~2 6% n%
Common 'Jize Balance Sheet (% of Total A~~et~)

Accounts Recel\ahle f ~% 03% 06% 07% O~% 08% 05% 04% 06%Current Assets 79% 20% 26% 36% 13% 32% 36% 18% 429"Nel fIXed Assets 91 79" 9799" 972% 962% 966% 96 6% 96 1% 9~ 99" 9~ 6%Current Liabilities 55% /5% 18% 2 ~% 19% 22% 2 ~% 211% 20%LOI18 Tenn Ll8h,hhes 00% 00% 00% 00% 00% 00% 00% Oil%> 00%EqUtl) 945% 985% 982% 97S% 9R 1% 97 R% 97 ~% 980% 9R 0%



.. - - - .. - .. - .. .. - - - - - - - - -
Table 7 8

Drohobylch PEM
Ukrame Energy Project

Determmatlon and Agmg of Accounts Receivable
(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid UnpaId Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write-Offs Receivable Write-Offs

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

January (1996) 5939 6769 (830) (830) (830)
February 6810 6858 (878) 0 (878) (878)
March 7617 6654 85 0 0 85 85
April 6358 4792 1651 0 0 0 1 651 1 651
May 5629 4748 2532 0 0 0 0 2532 2532
June 5684 5755 2461 0 0 0 0 2461 2461
July 5539 8660 (659) 0 0 0 0 (659) (659)
August 3873 4709 (1 495) 0 0 0 0 (1 495) (1 495)
September 5171 4414 (738) 0 0 0 0 (738) (738)
October 5822 5606 (522) 0 0 0 0 (522) (522)
November 5796 3957 1317 0 0 0 0 1317 1317
December 5553 5659 1 211 0 0 0 0 1 211 1 211
January (1997) 6981 4129 4064 0 0 0 0 4064 4064
February 6519 2913 6519 1 152 0 0 0 7670 7670
March 6940 5571 6940 2100 0 0 0 9039 9039
April 6877 6628 6877 2411 0 0 0 9288 9288
May 5930 7410 5930 1878 0 0 0 7808 7808
June 6134 2322 6134 5486 0 0 0 11620 11620
July 5272 2571 5272 6134 2915 0 0 14321 14321
August 5194 2088 5194 5272 6134 827 0 17427 17427
September 5326 3414 5326 5194 5272 2720 827 16512 19339
October 5417 2601 5417 5326 5194 2671 2720 18608 22155
November 5537 3267 5537 5417 5326 1927 2671 18207 24425
December 7206 6423 7206 5537 4320 0 1927 17063 25208
January (1998) 6111 5240 6111 7206 4617 0 0 17934 26079
February 6201 4695 6201 6 111 7129 0 0 19440 27585
March 7275 5667 7275 6201 6111 1462 0 21048 29193

Sourres (By Column)

1 Actual figures proVided by company

2 Defmed as actual cash received ptus NDC non payments phIS (non cash received mmus non cash NDC payments) 7/jAJ ThiS cOiTectlon discounts non cash transactions to an eqUIvalent value that

can be used to pay CreditorS

3 Column 1 Column 2

4 6 Assumed that money paid goes first to the oldest unpaid balance

T After 90 days the debt Is wntten orr and treated as mcome /0 the fIrm

8 Sum of columns 3 4 5 and 6

g Cumu/a/lve accounts receIvable WIthout wntl>-Orrs

~

~ ..., ---------------------------------------
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Table 7 9

Drohobylch PEM
Ukrame Energy Project

Determmatlon and Agmg of Accounts Payable
(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total RealizatIon Month Unpaid UnpaId Unpaid Unpaid Total Without
EKpenses 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) 6743 6806 (64) (64) (64)
February 7437 9090 (1 716) 0 (1 716) (1 716)
March 8259 8913 (2370) 0 0 (2370) (2370)
April 6201 9493 (5662) 0 0 0 (5662) (5662)
May 5265 8161 (8559) 0 0 0 0 (8559) (8559)
June 5511 14393 (17441) 0 0 0 0 (17441) (17441)
July 6236 18562 (29767) 0 0 0 0 (29767) (29767)
August 4130 3609 (29245) 0 0 0 0 (29245) (29245)
September 5588 4226 (27884) 0 0 0 0 (27884) (27884)
October 6893 5592 (26582) 0 0 0 0 (26582) (26582)
November 6761 4350 (24171) 0 0 0 0 (24171) (24171)
December 7509 2065 (18728) 0 0 0 0 (18728) (18728)
January (1997) 7132 4203 (15800) 0 0 0 0 (15800) (15800)
February 6396 2205 (11 609) 0 0 0 0 (11 609) (11 609)
March 7079 5840 (10370) 0 0 0 0 (10370) (10370)
April 6864 6884 (10390) 0 0 0 0 (10390) (10390)
May 6420 6486 (10455) 0 0 0 0 (10455) (10455)
June 5369 643 (5729) 0 0 0 0 (5729) (5729)
July 5307 3329 (3750) 0 0 0 0 (3750) (3750)
August 5611 688 1174 0 0 0 0 1174 1 174
September 5438 680 5438 494 0 0 0 5931 5931
October 6117 330 6117 5438 164 0 0 11719 11719
November 6320 690 6320 6117 4911 0 0 17349 17 349
December 7961 5630 7961 6320 5398 0 0 19679 19679
January (1998) 6822 2934 6822 7961 6320 2464 0 23567 23567
February 7150 5062 7150 6822 7961 1258 2464 23191 25655
March 9984 6336 9984 7150 6822 1625 1258 25582 29304

Sources (By Column)

1 Actual figures provided by company

2 Actual figures proVided by company

3 Column 1 Column 2

4 6 Assumed Ihat money paid goes f"sl to the oldest unpaid balance

7 After 90 days the debt IS written off and treated as Income to the firm

8 Sum ofcolumns 3 4 5 and 6

. 9 CumulatIVe accounts receIVable without Write-offs

~
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Table 710
Drohobylch PEM

Ukraine Energy Project
Statement of Cash Flows for the Penod Ending

Ukrame Energy Project

1/4/96 1/7/96 1/10/96 1/1197 1/4/97 1/7/97 1/10197 1/1/98 4/1/98
Cash Flow from Operating Activities

Net Income (2073) 695 (1370) (3992) (167) 288 (1391) (9556) (649)
Adjustments to Reconcile Net Income to Net Cash Flow

Change In Accounts Receivable (83) (14) (346) (159) 146 (352) 408 98 (163)
Change In Other Short Term Assets (177) (407) (596) (1110) (331) 474 (695) (218) (461)
Change ,n Accounts Payable 166 221 170 185 (170) 7 45 (53) (147)
Change In Other Short Term LIabIlitIes 70 93 323 680 (228) 374 259 (622) 169
Depreclalton Expense 242 89328 2541 2534 1102 693 949 (129) 1098

Net Cash Provided by Operating Activities 218 89221 2092 2130 519 1196 966 (924) 496

Cash Flow from Investment ActiVities

Completed Plant In Sell/ICe (378) (184581) (6226) (1404) (38) (105) (818) (348) (114)
Change In Construction Work In Progress (157) (632) (616) 440 (17 989) (591) 5887 4037 (534)
Change In Nonulillty Properly and Intangibles (34) (35) (40) (64) (11) (67) (47) (20) (9)
Net Cash Provided by Investment Activities (569) (185248) (6882) (1028) (18038) (763) 5022 3669 1657)

Cash Flow from Financing Activities

Short Term Loans a 0 a a a 0 0 0 a
Long Term Loans a a a 0 a a a 0 0
Equity 469 96006 4720 (1114) 17473 (385) (5923) (2689) 40
Net Cash Provided by Financing Activities 469 96006 4720 (1114) 17473 (385) (5923) (2689) 40

Unrealized Cash Differences • 2073 (695) 1370 3992 167 (288) 1391 9556 649

Net Change In Cash 118 (21) (70) (12) (46) 48 65 56 (121)

Note 1 This account measures the unrealized operating losses that eXIst Within the financIal statements dIfferences In accountmg systems and
potent,al errors In bookkeepIng due to lack of auditing
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Eqmty dIsplayed very httle vanatIOn dunng the penod wIth the exceptIOn of an
Increase of96 ITIllhon UAR from the fixed asset revaluatIOn
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8. CHP-l

The CHP-l combmed heat and power plant IS located next to both the mam LVlv
Oblenergo bUIldIng and the headquarters ofthe LVlV CIty Oblenergo Both are withm the city
hmIts ofLVlv It IS the oldest power plant m the regIOn that was ongmally built m 1908 Its
present structure was constructed dunng the penod between 1946 and 1954 The plant IS
eqUIpped WIth 5 steam boilers manufactured m RussIa WIth 4 turbogenerators that were
produced m the 1930's by the engmeenng firm SIemens of Germany The eqUIpment was
acqUIred after World War II as war mdemmty The fuel used WithIn the plant IS natural gas
With mazut held m reserve The heat plant mstalled capacIty IS 800 Gcal, whIle Its workmg
capacity currently amounts to 515 Gcal In addItIOn, the electnc plant has mstalled capacIty
of3 I 3 MW and workmg capacIty of 17 MW The actual electncity output IS neglIble, and
the plants pnmary functIon IS for the generatIOn ofheat for the dlStnct heat system Smce May
1998 CHP-l has been leased to the mumcipahty Once the lease came mto 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% IS sold to a mumcipal heat dIstnbutlOn company
LVlvTeploEnergo whIch acts as a retaIl dIstnbutor The balance of20% IS sold directly mto
the mdustnal sector The mam mdustnal customers are "Pohtron", and "Karat" Currently,
the mam problem IS arrears from both LVlvTeploEnergo and dIrect heat and hot water
customers Because oftills problem With collectIOns, the company IS overdue paymg ItS fuel
bill

Table 8 1 IS the mcome statement for the CHP-l Supportmg tables mclude 82
(Sales of Heat), 83 (Other Income and Expenses), 84 (Electncity I Fuel Purchased), 8 5
(Mam ProductIOn Costs), 8 8 (Agmg ofAccounts ReceIvable) and 8 9 (Agmg of Accounts
Payable)

Table 8 1 IS the 1996-1998 quarterly restated mcome statement Begmmng WIth sales,
two types of trends eXist The first IS seasonal and the second m econOmIC The seasonal
trend shows a peak m consumptIon m the first quarter of each year WIth a declme m usage m
both the second and thIrd quarters (due to warmer weather) In the fourth quarter, a sharp
nse In revenues occurs due to colder weather The second trend IS economIc Begmmng WIth
the first quarter of 1996, 1997 and 1998, there has been a steady declIne m revenues that total
17 6% Dunng thIs penod arrears WIth the natural gas supplIer caused penodic hmItatlOns
ofgas delIvery from the supplIer WIthout the reqUIred natural gas, the company could not
meet demand and the resultmg sales were lower In addItIOn, the company began eIther
lImItIng or stoppmg delIvery ofheat to several mdustnal consumers who were not paymg for
the heat delIvered Payables m natural gas have mcreased because of the lack of payment
from the heat dtstnbutlOn company Therefore, the CHP plant has only been able to purchase
fuel on a cash baSIS
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Table 81
LVlv CHp·1

Ukrame Energy Project
Income Statement for the Period Ending

raaaUAH)

OPERATING INCOME 1/4/96 117/96 1/10/96 1/1197 1/4/97 117/97 1/10/97 1/1198 1/4/98
Sales

Electnclty 0 0 0 0 0 0 0 0 0Heat 17769 3996 114 7759 16611 5977 592 11736 14637Internal Transfers 0 0 0 0 0 0 0 0 0Other Revenues 0 0 0 0 0 0 0 0 0
Total Sales 17769 3996 114 7759 16611 5977 592 11736 14637
Operational Expenses

Purchased Electnclty 0 0 0 0 0 0 0 0 0Operating Expenses (1160) (1744) (1284) (6078) (10123) (4425) (895) (7764) (7288)Fuel and Raw Matenals (7850) (6152) (205) (1256) (9684) (5466) (851) (4254) (12244)Wages & SOCial Costs (84) (203) (547) (247) (316) (406) (359) (373) (384)Tolal Operalmg Expenses (9094) (8099) (2036) (7581) (20123) (10296) (2105) (12390) (19916)
Mamtenance (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 (4203) (2205) (1) (3734) (4492) (1695) (1044) (5559)
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 8615 (4203) (2205) (1) (3734) (4492) (1695) (1044) (5559)
Taxes and Financial Costs

Interest on long Term Debt 0 0 0 0 0 0 0 0 0Unrealized Accounts Receivable I 0 0 0 0 0 0 0 0 0Unrealized Accounts Payable' 0 (2987) (7638) 0 0 (10058) (6467) 0 0Taxes & Payments (116) (66) (197) (192) (100) (40) (72) (172) (251)Total Taxes and Fmanclal Costs (116) (3053) (7836) (192) (100) (10 098) (6539) (172) (251)

NET INCOME 8500 (7256) (10041) (193) (3834) (14590) (8234) (1216) (5810)

1 illS assumed that accounts receivable 90 days or older are wntten off as bad debt expense
2 illS assumed that accounts payable 90 days or older are wntten off and treated as mcome

~

~



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

However It should be pomted out that total sales m 1997 were actually higher than 1996
Tms was due to a colder wmter

The next sectlOn m the mcome statement deals with operatlOnal expenses Also of
usefulness IS table 8 7, Fmanclal Ratios In partIcular, the sectiOn refemng to the common
size lUcome statement will yIeld Important mSIghts to the analysIs The largest cost for
dlstnbutlOn IS purchased fuel For 1996 the ratio of cost to sales IS 98 3% That leaves 2 7%
to servIce all other costs The ratIo Improved m 1997 by fallmg to 82 4% ThIs level IS stIll
unacceptable when compare to the nonnal20% requIred, but an Improvement over 1996 As
for 1998, It IS too soon to draw any mearungful conclUSiOns because of the large degree of
seasonally What IS clear IS that the ClIP IS not collectmg suffiCIent revenues to cover costs
the past two years

The next largest cost IS operatmg expenses Tms category mcludes matenals, spare
parts, fuel (other than for generatlOn) and small mvestment A companson of quarterly
operatmg cost shows a seasonal pattern For the first three quarters of 1996, costs range
from 1 2 to I 6 milliOn UAH ThIs IS expected smce many of the costs to mamtam a boIler
are fixed In the fourth quarter of 1996 thIs cost nses sIgmficantly to 6 1 mIlllOn UAH and
for the first quarter of 1997 to 10 1 millIon UAH Thereafter, the quarterly average costs are
at a much mgher level than 1996 The explanatiOn for tms pattern IS dunng tms penod the
SykhIvsky heat network was refurbIshed and several new addItIons were made to extend It

Fmally, wages mcreased from 08 millIon the first quarter of 1996 to 5 mIllIon by the
tllird quarter, and thereafter are mostly hIgher averagmg 35 mIllIon per quarter The unusual
behaVIOr ofthIs cost, especially m 1996, IS explamed by reportmg pohcy For the first quarter
of 1996, only wages are recorded m accounts 69 and 70 and any bonuses are expenses after
profit In the second quarter, wages and bonuses are expensed before profit and counted as
expense ThIs practIce IS contmued for the rest of the restatement penod For the thIrd
quarter of 1996, an annual bonus IS also mcluded as an expense In addItiOn to changes m
accountmg pohcy, wages also nse due to adjustments m the cost oflIvmg

Table 8 2 IS Heat Sales The largest consumer for heat and steam m table 8 3 IS
clasSIfied as Other In realIty thIs IS the retaIl dIstnbutiOn network LVlVTeploEnergo whIch
purchases 74% (or 125 Gcal) ofproductlOn for resale A dIstant second IS mdustnal usage
WIth 17% of the total As expected, the sales trend dunng the year IS hIghly seasonal The
peak usage occurs dunng the wmter months and gradually declInes untIl July where sales are
zero Begmmng m October sales nse along With colder weather

Table 8 3 IS other mcome and mternal transactlOns For the heat plant there are no
other revenues reported

88



- - - - - - - - - - - - - - - - - - -
Table 82

Lvlv CHP-1
Ukraine Energy Project

Heat Sales

10 tt 12 13 14 15

Total ------roTaI T tal T tal Total
Heat Total Heat Total Heat Total Heat Tot..1 Heat T lal
Sold Tariff S~1es Sold Tard' Sales sold Tariff Sales Sold Tariff Sales Sold Tarill Sales

M .!!!!!.-- (000 okal! {UAHperm J fOOD UAH) (000 ohl! fUAH per m)) (000 UAH) (000 okal) (UAH per mJ, (OOOUAH! (000 ohl) (UAHper m)) fOOD UAH! (000 okal! fUAH per mJ
) 1000UAHI

Industry Hot water Residential Hot Water Cooperative H t Water Green House H t Wat r Other Hoi Water

JanuJry (19S6) 31 4133971 1279 16 2221997 349 0 22217 74 6 0 4133671 10 125 3751616 4676
Febru1.f)l 20 4H1672 653 15 2215364 334 0 22217 57 5 0 4133764 12 119 3753257 .ot 444
Milrch 20 4130329 637 17 2203616 365 0 2221961 6 0 4133742 7 tt2 3729494 4159
Apnl 10 4146152 406 tt 2221993 254 0 2220096 5 0 4133696 5 66 3741617 2479
May 0 4050302 20 1 2221666 32 0 2235294 1 0 000 0 13 3749009 497
Jill. 0 ODD 0 10 ODD 0 0 DOD 0 0 ODD 0 0 000 0
J~ 0 DOD 0 0 000 0 0 000 0 0 DOD 0 0 ODD 0
August 0 DOD 0 0 000 0 0 000 0 0 000 0 0 000 0
September 0 ODD 0 0 000 0 0 000 0 0 000 0 0 000 0
October 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Noventler 5 4290116 201 5 2964966 149 0 2955556 3 0 4272 73 1 37 3667579 1421
December 27 4261017 1172 16 2959037 466 0 2957695 6 0 000 \ 111 3615746 4023
January (1991) 26 4279601 1127 16 2959302 465 0 2626655 6 0 5714266 2 127 3677262 4026
FebNary 16 4264027 669 14 29554 60 426 0 3100775 6 0 34 462 76 1 101 3662263 3916
March 13 4262639 577 15 2956699 442 0 2996255 6 0 34 462 76 1 97 36621 39 3751
April tt 4276264 494 14 2961977 423 0 3225606 6 0 4000000 1 96 3665127 3420
May 1 4365079 22 2 29734 97 46 0 000 0 0 000 0 15 3645904 593
Jill. 1 41964 73 22 4 2962346 107 0 29 4tt 78 1 0 000 0 16 3649746 816
J~ 0 000 0 0 2873583 5 0 000 0 0 000 0 1 3612638 35
August 0 000 0 0 2777776 3 0 000 0 0 000 0 3 3B417 10 133
September 0 2439024 I 0 29411 78 9 0 000 0 0 000 0 10 3632347 395
Ot\abtr 2 42664 69 79 4 2954246 113 0 4000000 2 0 DOD 0 33 3656039 1261
November 14 4266772 561 15 2956619 454 0 29661 02 7 0 34 462 78 1 79 3894795 3052
December 22 4276652 952 15 2959957 445 0 2616901 8 0 34 482 76 1 107 39077 74 4166
Ja,..,a'Y (1996) 18 4260132 701 14 2963067 422 0 2952030 6 0 3703704 1 106 3669197 4139
February 14 4264559 563 13 29524 25 366 0 36461 54 1 0 36461 54 1 86 369\995 3334
March 13 4276115 560 15 2959989 454 0 2970297 9 0 3646154 1 100 3660629 3667

Induftry steam Ruidentil1 Stum COOP_IraU,. Stum Green Houn Steam Other steam

Janu;lry (1996) 9 4161649 397 0 000 0 0 ODD 0 0 000 0 0 000 0
February 0 4191059 15 0 000 0 0 000 0 0 000 0 0 000 0
March 0 4133624 14 0 000 0 0 000 0 0 000 0 0 000 0
April 3 41494 35 126 0 000 0 0 000 0 0 000 0 0 000 0
May 1 4120609 61 0 000 0 0 000 0 0 DOD 0 0 000 0
Jill. 3 4147692 106 0 000 0 0 000 0 0 000 0 0 000 0
J~ 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
August 2 4305417 67 0 000 0 0 000 0 0 000 0 0 000 0
September 1 4265054 26 0 000 0 0 000 0 0 000 0 0 000 0
Ottober 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
November 1 4314003 31 0 000 0 0 000 0 0 000 0 0 000 0
Oecember 7 4316175 263 0 000 0 0 000 0 0 000 0 0 000 0
January (1997) 6 4326064 242 0 000 0 0 000 0 0 000 0 0 000 0
FebNa'Y b 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Marth 0 000 0 0 000 0 0 DOD 0 0 000 0 0 000 0
April 1 42311 66 41 0 000 0 0 000 0 0 000 0 0 000 0
May 2 4279279 76 0 000 0 0 000 0 0 000 0 0 000 0
Jill. 3 42694 44 115 0 000 0 0 000 0 0 000 0 0 000 0
J~ 0 44 176 71 11 0 000 0 0 000 0 0 000 0 0 000 0
August 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Seplember 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
October 3 4266626 \34 0 000 0 0 000 0 0 000 0 0 000 0
November 4 4295125 163 0 000 0 0 000 0 0 000 0 0 000 0
Oecember 7 43 055 96 297 0 000 0 0 000 0 0 000 0 0 000 0
January (1998) 1 426632\ 47 0 000 0 0 000 0 0 000 0 0 000 0
February 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
March 2 4295246 103 0 000 0 0 000 0 0 000 0 0 000 0

1 m'ucN~ CoopMlI'bve S.1e~ Cooperab~ G.nrge.s .00 Aro!ts WM.thop.s lind Communa' Cu.tfom"f'$
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Table 8 3
LVIV CHP-l

Ukraine Energy Project
Indirect Income and Expenses
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Table 8 4
Electricity and Fuel Purchases

LVlv CHP-1
Ukrame Energy Project

(OOOHRs)

Electricity Purcha,sed Fuel Purchased Fuel Purchased
MWH HRN Cost of MT/m3 HRN Cost of MT/m3 HRN Cost of

Month Purchased PerMWH Electricity Purchased Per Unit Fuel Purchased Per Unit Fuel

January (1996) 0 000 0 27266 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 14598 0 2262 0 0 0
May 0 000 0 3384 0 390 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 0 9 136 1196 0 0 0
December 0 000 0 24681 0 3381 0 0 0
January (1997) 0 000 0 26910 0 3668 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 0 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 1 211 0 0 0
November 0 000 0 17212 0 2681 0 0 0
December 0 000 0 22317 0 3499 0 0 0
January (1998) 0 000 0 20523 0 4400 0 0 0
February 0 000 0 16823 0 4345 0 0 0
March 0 000 0 20072 0 2440 0 0 0
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Table 8 4 shows the monthly purchases for fuel The pattern of purchases IS the same
as sales Large fuel purchases m the wmter, declImng to very small ones dunng the summer
months On a quarter by quarter basIs, total fuel purchases were 11,351 (1996), 8,936
(I 997) and 11,186 (I 998) cubiC meters for the first quarter ofeach year The exception to thIs
occurred dunng January 1998 when a very small value was recorded

The next table, 8 5, outlInes the mam productIOn costs associated with the company
The format ofthe table follows the fonnat used wlthm 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 ofproduction However, diScussIon of costs wIll be
made wIthIn the context of the restated Income statement and IS presented here for
mformatIOnal purposes for the reader needmg more detaIl

Balance Sheet

Table 8 6 IS the restated balance sheet for the sector For 1998, first quarter results
are avaIlable at the time this report IS bemg wntten Both account's receIvable and payable
were aged for the restatement by each busmess urnt However, the net result would have had
mSIgmficant Impact on the balance sheet and the ongmal values were used AIl other values
were taken from the Ukralman 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 It declIned Combmed, net utilIty assets have
mcreased by a factor of2 The major reason for the mcrease IS fixed asset revaluatIOn

Current assets mcrease from 104 mIllIon UAH to 199 mIllIon UAH dunng the
penod 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% ofcurrent assets

EqUIty had a large nse between the second and thIrd quarters of 1996 The
account that caused the mcreased was the Reserve Funds whIch IS the correspondmg
account to the Increase In fixed assets under the fixed asset revaluation mentIOned above
The reserve fund was reclaSSIfied as addlDonal capital at the begmmng of 1997

As for current lIabIlities, the company expenenced an mcrease by a factor of2 for
accounts payable Accounts payable represents most of short-term lIabIlIties

Tables 8 8 and 8 9 examme the aggregate cash flows of the ClIP plant The first
pomt that becomes apparent In accounts receivable IS the poor collectIOn rates For
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LVlv ClIP)
Ukrolme Energy I rojett

Main Production ("osts

CIll,dndl", ~por Al:rlrollu Low olu n p d UWl Tr'UI port {' .. C; "Idtle Nun In rsfnl••d 11« '"o.p d UlQ Malnlmanee Mt rial r rI I\ftrtlll Prl U ~ d< Pr d t1 (~J Um, 11\ Itms C~ E .... " 0(W'raU", OptAtb E pm ,

~
__1__ __3 _ __5_ __6- __7_ __8_ __9_ __10_ __11_ __11_ __13_ __16- __18_ _-1L- __'0_ -_'1-

JanUfllry (1996) 0 0 102 0 0 2 0 0 0 I 1 , 0 0 0 0
Fe.bruafY .. 0 " 0 0 2 0 0 0 II 2 , 0 0 0 0
March 16 0 02 0 0 2 0 0 0 , , , 0 0 0 0
Apnl 16 0 102 0 0 , 0 0 0 8 1 3 0 0 0 0
May 0 0 " 3SiO 0 • 0 0 0 I , , 0 0 0 0
June " 0 1I2 91 0 " 0 0 0 1 , • 0 0 0 0
July 41 0 •• 2' 0 2 0 0 0 I 2 2 0 0 0 0
August 14 0 II. ~. 0 , 0 0 0 1 0 2 0 0 0 0
September 172 0 41 12 0 18 0 0 0 • 1 " 0 0 0 0
Oelober .. 0 96 .. 0 7 0 0 0 1 • 3 0 0 0 0
NDvember 59 0 142 1196 0 2 0 0 0 1 2 , 0 0 0 0
December .2 0 '" 3 381 0 • 0 0 0 0 , I 0 0 0 0
JanUfJI)' (t997) " 0 ll3 , 6/'8 0 48 0 0 0 1 0 II 0 0 0 0
Febru,ry " 0 130 2635 0 • 0 0 0 0 , • 0 0 0 0
March ,.. 0 117 Z 614 0 • 0 0 0 0 2 , 0 0 0 0
Apri ,.. 0 96 2322 0 7 0 0 0 0 I • 0 0 0 0
M.y '3 0 "'. SO, 0 2 0 0 0 , 1 '7 0 0 0 0
June " 0 ... 681 0 , 0 0 0 0 2 • 0 0 0 0
July " 0 •• 45 0 , 0 0 0 1 , , 0 0 0 0

AugtrS' 71 0 •• 125 0 " 0 0 0 0 1 3 0 0 0 0
September 30 0 94 3., 0 • 0 0 0 1 1 , 0 0 0 0
Ot;tober 22. 0 7' 1211 0 0 0 0 0 0 2 2 0 0 0 0
No embl;r " 0 •• 268' 0 0 0 0 0 1 3 , 0 0 0 0
Oet.ember 8' 0 " " .. 0 • 0 0 0 0 • 2 0 0 0 0
Janurary (1996) 100 0 02 • 0 I 0 0 0 0 , 2 • • • •
Febru.uy 7. 0 .. .,45 0 1 0 0 0 I 3 2 0 0 0 2
March 08 0 68 2440 0 , • 0 0 1 2 3 0 0 0 0

Non ()pt'ntlnn" Srldmmt (~h Non h d&rl 8 dCoi hun...." C,," Dthl HI Infmal tnt d put Dpd1lnn

rn ntnmt E pm... C,," A~",t Au.oont I , ppll " P JIIlrnl PJIIlml P ]'IOrnt Sol '1 Ad..." C eIIt n 'irUJanml Srltlrmml r~d

__3_3_ __43__ __50_ --"- --"- __60- --"- __68_ __6'- __70_ __71_ _7_6_ _78__ _7_'_ ---!.~- ...JMh ..

JanUl"ary (1996) 0 0 I 183 39 10 " 0 0 18 " 0
"

0
February 0 0 1 3IS 27 7 13 " 1 22 17 0 0 0
Mafeh. • 0 0 ,,,

" 10 23 0 0 2Z " 0 0 0
April 0 • , 2,.. 2. S ,. 0 0 18 18 0 0 0
May 0 0 I '07 "

0 27 n 0 2' I 0 ,. •
June 0 0 1 ,.. • 7 21 •• 0 \7 '2 • 0 0
JIAy 0 0 0 278 " 7 2. " 0 22 • 0 0 0
August 0 0 I m • 10 18 •• • \7 I. 0 0 0
September • 0 I ,SS IS2 • 10' 301 0 48 7 0 32 0
OF;fober 0 0 0 284 13 II " .3 0 17 2 0 0 0
November 0 0 0 ". " '0 32 .. 0 2J S • • 0
December 0 0 I 340 2. 96 21 .. 0 2• '0 0 0 0
Jamnry (1997) 0 0 0 134 17 II 16 '0 0 20 18 0 0 0
February 0 0 2 m .2 10 18 " 0

" • • 0 0
March 0 0 0 ". 10 II " •• 0 32 " 0 0 0
Apri 0 0 0 "0 0 " 38 100 0 2. • 0 0 0
May • 0 0 \70 " II 12 86 0 20 n • 0 0

Jun 0 0 • 16> " " 41 lin 0 18 11 0 U II

JIAy 0 0 0 128 21 • ,. 82 • 18 • 0 • 0
August 0 0 I 102 • 2 32 SiO 0 20 S II 0 0

September 0 0 0 162 • 2. 33 92 0 .. 2 "' 0 •
October 0 0 0 I • 'S " •• 0 • 2 • 0 II

November 0 0 2 • 32 " 33 92 0 2. 0 0 0 "December 0 0 I '7 8. IS " .. • " • 0 • ,
Jillmnry (1998) 0 0 0 S' SiO " 14 93 0 '0 0 0 0 0
February 0 0 0 "" .7 " 34 94 0 22 0 0 0 •
March. 0 0 0 28 .. \7 37 'J • .. U • II U

---\:)
",..,.. .................. -

--'-.
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Table 86

LVlv CHP-1
Ukrame Energy Project

Balance Shoot as of
(000 U"1)

ASSETS 1/1/96 1/4/96 lf7/96 1/10/96 1/t/97 1/4/97 lf7/97 1/10/97 1/1/98 1/4/98
Long Tenn Assets

Fixed Assets 5193 6283 36859 39372 38990 39006 39233 42123 48592 48668
Less Accumulated DepreclaUon 3114 3163 24638 24754 24620 24783 25003 25158 25584 25820

Net Fixed Assets 2079 2120 12221 14618 14370 14223 14230 16965 23008 22848
Assets Under Construcbon 12159 12331 12606 12716 12592 12624 12674 12703 5587 5606

Nel UUllty Planl 14238 14451 24827 27334 26962 26847 26904 29668 28595 28454

Other Property ..ndInvestments
Nonutlilly Property and Intangibles 55 67 69 80 98 108 115 132 149 167

Less AccumUlated Depredatfon 23 29 28 26 34 33 36 37 46 52
Nat NonU1lhly Property and Intangibles 32 38 41 54 64 75 79 95 103 115
long Tenn Flnanclallnveslments 0 0 0 0 0 0 0 0 0 0
Olher Non-Current Assets 0 0 0 0 0 0 0 0 0 0

Total Other Property and 'nveslmenls 32 38 41 54 64 75 79 95 103 115

Current Assets
Gash and Short Term Investments 966 223 17 5 69 14 28 14 28 32
Accounts Receivable 1413 1353 949 1258 1150 939 1334 1167 1016 1089

Less Bad Debl Allowance 0 0 0 0 0 0 0 0 0 0
Net Receivables 1413 1353 949 1258 1150 939 1334 1167 1016 1089

Inventory 2838 3600 4092 4522 1206 5248 6164 4174 4611 4903
Government Employee and Olher Receivables 5207 15065 16295 15757 17 300 14422 17 287 16009 9390 13676
Olher Current Assets 9 546 478 243 3890 171 299 475 20 232

Tolal CUlTenl Assels 10433 20787 21831 21785 23615 20794 25112 21839 15065 19932

TOTAL ASSETS 24703 35276 46699 49173 50641 47716 52095 51602 43763 48501

CAPITALIZATION AND LIABILITIES
Sloc~hold.r's EqUIty

StaMary Capital (Net) 14146 14146 14146 14146 14146 14146 14146 14146 14146 14146
Addlbonal Capital 0 0 0 0 13040 13257 13424 13565 13309 13437
Reserve Funds 578 725 10943 13449 335 257 187 184 186 231
Retained Earnings 0 8500 1244 (8797) (8990) (12824) (27414) (35648) (36864) (42673)
Unrealized Differences (8500) (1244) 8797 8990 12824 27414 35648 36930 42737

TolalEqUlty 14724 14871 25089 27595 27521 27660 27757 27895 27707 27878
long Tenn Debt 0 0 0 0 0 0 0 0 0 0
Olher long Tenn lIabtlibes 0 0 0 0 0 0 0 0 0 0

Tolal Cap/lal/zaUon 14724 14 871 25089 27595 27521 27660 27757 27895 27707 27878

Current Llabl1,tles
Short Tenn Debt 0 0 0 0 0 0 0 0 0 0
Accounts Payable 9830 20147 21233 21172 22629 19554 23661 22998 15428 20173

Less Bad Debt Allowance
Net Payables 9830 20147 21233 21172 22629 19554 23661 22998 15428 20173

Wages and Social Insurance Payable 60 94 175 263 242 204 388 442 316 211
Taxes aM Non-Budget Payable 83 157 196 137 243 291 280 256 297 224
Government Employee and Olher Payable 6 7 0 6 6 7 8 11 15 14
Advances from Customers 0 0 0 0 0 0 0 0 0 0
OIher Current lIablhbes 0 0 6 0 0 0 1 0 0 t

Tolal CUlTenl LlablllUes 9979 20405 21610 21578 23120 20056 24338 23707 16 0~6 20623

TOTAL CAPITALIZATION AND LIABILITIES 24703 35276 46699 49173 50641 47716 52095 51602 43761 48~01

.,.,..Q
. I Urreakzed differences represents the unreconcilable difference after conversion of the Ukrainian accounbng system Into Intemabonal Accounbng S1andards\,
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lablL 87

LVlv LHP-l
FmanClal RatJo~

114/96 117196 1/10/96 111197 114/97 1/7/97 1110/97 111/98 1/4/98

'>hort Tenn LiqUidity
Current Ratio 10 10 10 10 10 10 09 09 10

Collection Rate 14% 91% 1309% 28% '2% 83% 607% ~7% ~6%

%Accounts Recle\ able Over 60 Days 6r 92% or 0% 47% 81% 0% 0% 'or
% Accounts Payable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%

Capital Strulture and Long Tenn Solvency
Debt to EqUity 14 09 08 08 07 09 08 06 07

Debt (0 Total Assets 58% 46r 44% 46% 42% 47% 46% 37% 43%

TImes Inleresl F-"med (Cash)

Operating Perfonnance Ratios
Average Ratio of Sales Tanff to Purchase Pnce ([Iectrlclty)

Operatmg Profils 10 ~ales 485% 1052% 19272% 00% 22 ~% 752% '864% 89% 380%

Net Unrealized Accoollts to Sales 00% 747% 66748% 00% 00% 1683% 1092 4% 00% 00%

Net hlcome to Sales 478% 1816% 87746% 25% 231% 2441% 1390 9% 104% 197%

As~et Utilization
Sales to Currenl Assels (Aru..ahzedl 34 07 00 I 3 32 10 01 31 29

Sales 10 Net UllIny Planl (Armuahzedl 49 06 00 12 25 09 01 16 2 1

Sales 10 Tolal Assets (Armuahzedl 20 03 00 06 14 05 00 II 12

Common Size Income Statement (% of Total '>ale~)

PurcllaSes Energy 10 Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%

Operatmg and Mamtenance to ~ales 65% 431% 1102 2% 782% 60 6% 739% 1474% 662% 498%

l-\1el10 Sales 442% 1540% 1789% 162% 583% 914% 1437% 362% 817%

Wages and Socll1l Cost to Sales 05% ~ 1% 477 7% 32% 19% 68% 607% 12% 26%

Depreclahon to c;ales 03% 20% 2283% 22% 10% 27% 269% 34% 19%

Operatmg Income to 'iales 485% 1O~2% 1927 '% 00% 225% 7~ 2% 2864% 89% 180%

Net hlcOInc to Sales 478% 1816% 87746% 251" 231% 244 1% 1390 9% 104% 197%

Common Size Balanle '>heet (% of Totdl A~~et~)

Accounts Recel\ Jble 38% 20% , 6% 23% 20% 26% 23% 21% "%

Current Assets ~8 9% 467% 443% 466% 436% 48 '% 423% 14 4r 41 17

Nel F1lCed Assets 410% 532% 556% 532% ~6 3% ~I 6% ~71% 6njf ~8 7"1

Current Liabilities ~7 8% 461% 419% 457% 420% 467% 4~ 9% 167% 42 ~%

Long Term Liabilities 00% 00% 00% 00% 00% 00% 00% 00% 00%

EquIty 422% ~3 7% 56 1% ~3% ~8 0% ~13% ~4 1% 611% ~7 ~%

I
- --- -- - -------

...£)
~
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Table 88

LVlv CHP·1
Ukrame Energy Project

Determmatlon and Agmg of Accounts Receivable
(OOOHRs)

2 3 4 5 6 7 8 9End of 30 Days 60 Days 90 Days ReceivableTotal Realization Month Unpaid Unpaid Unpaid UnpaId Total WithoutRevenues Received Balance Balance Balance Balance Wnte-offs Receivable Wnte-offsMonth (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAHI
January (1996) 6718 3256 3463

3463 3463February 5664 953 5664 2510 8173 8173March 5387 1 811 5387 5664 699 11750 11 750April 3277 2539 3277 5387 3824 0 12488 12488May 611 837 611 3277 5387 2987 0 12262 12262June 108 275 108 611 3277 5112 2987 9109 12096JUly 0 1272 0 108 611 2005 5112 2724 10823August 87 90 87 0 108 521 2005 716 10820September 28 136 28 58 0 0 521 86 10712October 0 669 (583) 0 0 0 0 (583) 10043November 1804 584 638 0 0 0 0 638 11264December 5955 926 5668 0 0 0 0 5668 16293January (1997) 6792 650 6792 5018 0 0 0 11810 22435February 5040 2203 5040 6792 2816 0 0 14648 25273March 4779 747 4779 5040 6792 2069 0 18680 29305Apnl 4377 1665 4377 4779 5040 5127 2069 19323 32017May 737 2178 737 4377 4779 2862 5127 12755 30576June 863 1124 863 737 4377 3655 2862 9632 30315July 51 1565 51 863 737 2812 3655 4463 28801August 136 1312 136 51 288 0 2812 475 27624September 405 714 166 0 0 0 0 166 27315October 1589 715 1040 0 0 0 0 1040 28189November 4258 2106 3192 0 0 0 0 3192 30342December 5889 3833 5248 0 0 0 0 5248 32398January (1998) 5318 3525 5318 1723 0 0 0 7041 34191February 4305 2812 4305 4229 0 0 0 8534 35684March 5014 1837 5014 4305 2392 0 0 11 711 38861-
Sources (By Column)

1 Actual figures proVIded by company
2 Defmed as actual cash received pluS NOe non payments plus (non cash received mmus non cash NDe payments) 75/ ThiS correction discounts non cash transactions to an eqUiva/pnt value thatcan be used to pay CfeeJltors
3 Column 1 Column 2

4 6 Assumed that money paId goes first to the oldest unpaid balance
7 Arter 90 days the debt is written orr and treated as Income to the flfm
8 Sum of columns 3 4 5 and 6
g Cumulative accounts receIVable Without wrIte-offs•

~--



- - - - - - - - - - - - - - - - - - -
Table 8 9

LVIV CHP·1
Ukraine Energy Project

Determmatlon and Agmg of Accounts Payable
(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid UnpaId Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Wnte-offs Receivable Wnte-offs

Month (000 UAHI (000 UAHI (OOOUAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) (000 UAH) -----.JQQ.g UAH)

January (1996) 414 3713 (3299) (3299) (3299)
February 552 1499 (4246) 0 (4246) (4246)
March 454 2302 (6094) 0 0 (6094) (6094)
April 488 2989 (8595) 0 0 0 (8595) (8595)
May 941 1252 (8907) 0 0 0 0 (8907) (8907)
June 684 573 (8796) 0 0 0 0 (8796) (8796)
JUly 558 1580 (9818) 0 0 0 0 (9818) (9818)
August 579 417 (9657) 0 0 0 0 (9657) (9657)
September 1176 481 (8962) 0 0 0 0 (8962) (8962)
October 629 1028 (9361) 0 0 0 0 (9361) (9361)
November 1929 850 (8281) 0 0 0 0 (8281) (6261)
December 4136 1211 (5354) 0 0 0 0 (5354) (5354)
January (1997) 4189 725 (1 890) 0 0 0 0 (1890) (1890)
February 3264 2341 (947) 0 0 0 0 (947) (947)
March 3288 947 1394 0 0 0 0 1394 1394
April 2810 1741 2463 0 0 0 0 2463 2463
May 1154 2405 1 154 57 0 0 0 1212 1212
June 1079 1327 964 0 0 0 0 964 964
July 459 1712 (289) 0 0 0 0 (289) (289)
August 525 1526 (1 289) 0 0 0 0 (1 289) (1 289)
September 524 661 (1 646) 0 0 0 0 (1646) (1646)
October 1660 595 (581) 0 0 0 0 (581) (581)
November 3085 2098 406 0 0 0 0 406 406
December 3988 3799 595 0 0 0 0 595 595
January (1998) 502 3498 (2400) 0 0 0 0 (2400) (2400)
February 4855 2632 (378) 0 0 0 0 (378) (376)
March 2646 1924 544 0 0 0 0 544 544

Source. (By Column)

1 Aclual figure. proVided by company

2 Actual figure. proVided by company

3 Column 1 Column 2

4 6 A••umed that money paid goes flr.t 10 the oldest unpaid balance

7 Aller 90 day. the debt IS wff/ten off and treated as Income to Ihe firm

8 Sum ofcolumn. 3 4 5 and 6

. g Cumulative accounl. receivable Without wnle<>ff•

~
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1996, total sales were 296 rrulhon UAR Of the total, 10 6 rrulhon UAR aged over 90
days and should have been wntten off as bad debt For 1997 the condItIon detenorated
on total sales of34 9 rrulhon UAR Oftlus total sales, over 16 rrulhon UAR aged beyond
90 days That IS eqUIvalent to a non-payment rate ofalmost 50% Smce money was not
bemg reahzed from sales, large amounts of accounts payable went unpaId

Statement ofChanges m Fmanczal POSllIOn

Table 8 10 exarrunes the cash flow from all financIal actIvItIes dunng the year Total
net mcome for the entIre penod totaled negatIve 426 rrulhon UAB for the 2 ~ years
exammed The mam reason for the loss was under-utIhzatIon of the plant and lugh fixed
costs As for mvestment actIVItIes, both gross assets and work m progress took a large Jump
III the second quarter of 1996 The mcrease m fixed assets was caused by the Illcrease m
revaluatIon EqUIty dIsplayed very httle vanatlon durmg the penod WIth the exception ofan
Illcrease of 10 rrulhon from the fixed asset revaluatIon of fixed assets

98
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Table 810
LVlv CHP-1

Ukraine Energy Project
Statement of Cash Flows for the Penod Ending

Ukraine Energy Project

1/4/96 1/7/96 1/10/96 1/1/97 1/4/97 1/7/97 1/10/97 1/1/98 4/1/98
Cash Flow from Operating Activities

Net Income 8500 (7256) (10041) (193) (3834) (14590) (8234) (1216) (5810)
Adjustments to Reconcile Net Income to Net Cash Flow

Change In Accounts ReceIVable 60 404 (309) 10B 211 (395) 167 151 (73)
Change In Other Short Term Assets (11157) (1654) 343 (1 B74) 2555 (3909) 3092 6637 (4790)
Change In Accounts Payable 10317 10B6 (61) 1457 (3075) 4107 (663) CT 570) 4745
Change In Other Short Term Liabilities 109 119 29 B5 11 175 32 (B1) (17B)
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 SelVlce (90) (31576) (2513) 3B2 (16) (227) (2B90) (6469) (76)
Change In Construction Work In Progress (172) (275) (110) 124 (32) (50) (29) 7116 (19)
Change In Nonutllity Property and Intangibles (12) (2) (11) (1 B) (10) (7) (17) (17) (1 B)
Net Cash Provided by Investment Activities (274) (31853) (2634) 488 (58) (2M) (2936) 630 (1131

Cash Flow from Financing Activities

Short Term Loans 0 0 0 0 0 0 0 0 0
Long Term Loans 0 0 0 0 0 0 0 0 0
Equity 147 10216 2506 CT4) 139 97 136 (254) 173
Net Cash Provided by Financing Activities 147 10218 2506 (74) 139 97 138 (254) 173

Unrealized Cash Differences t (8500) 7256 10041 193 3834 14590 8234 1282 5808

Net Change In Cash (743) (206) (12) 64 (55) 14 (14) 14 4

Note 1 This account measures the unrealized operating losses that eXist wlth,n the financial statements differences In accounting systems and
potential errors In bookkeeping due to lack of auditing
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9 CHP-2

The CHP-2 combmed heat and power plant, located 10 kIn north ofLVIVIn the VIllage
ofMurovane, was cormrussIOned III 1983 WIth an Installed capaCIty of 227 GCal servIced by
4 steam and 2 water heat boliers produced III the 1980's ill RussIa Its project deSIgn Included
the mstallatIOn of an electnc plant However, the project was first delayed and then
abandoned due to the econOmIC cnSIS m the FSU At present, CHP-2 IS operatIng at 1171h of
Its capaCIty and only produces heat In summer the demand for heat goes below economIcally
practIcable figures and the plant IS closed Its customers are SWItched to the
LVlvTeploEnergo networks Of the heat produced, 80% IS sold to the heat dIstnbutlon
company LVIVTeploEnergo and the balance IS sold dIrectly to 27 mdustnal and reSIdentIal
consumers The dIvISIon had 228 employees as ofJuly 1998

The plant uses natural gas as pnmary fuel WIth mazut as the alternatIve Currently the
mam problem IS the lack ofpayment from the dtstnbution company The lack pf payment has
caused the plant to be ill arrears to fuel supphers As ofAugust 1998, LVlvTeploEnergo owed
5 4 mIllIon UAR to CHP-2 willIe the company's fuel debt amounted to apprmamately 2 5
mIllIon UAR

UnlIke CHP-1, the company has not been leased to the muruclpalIty and IS stIli under
the Oblenergo auspIces A dIScussIon IS currently underway to transfer CHP-2 mto murucipal
ownersillp

Table 9 1 IS the mcome statement for the CHP-2 SupportIng tables Include 92
(Sales of Heat), 93 (Other Income and Expenses), 94 (Electncity / Fuel Purchased), 95
(MaIn ProductIon Costs), 9 8 (Agmg of Accounts ReceIVable) and 9 9 (AgIng of Accounts
Payable)

Table 9 I IS the 1996-1998 quarterly restated Income statement FIrst, It should be
noted that III terms of revenues CHP-2 IS sIgruficantly smaller than CHP-1 (to be exact 1I61h

the SIze) LIke CHP-l, Its operatIons follow the same financIal operatIng pattern As
expected, a seasonal trend eXIsts The seasonal trend shows a peak In consumptIon m the first
quarter of each year WIth a declIne In usage In both the second and tillrd quarters (due to
warmer weather) In the fourth quarter, a sharp nse In revenues occurs due to colder
weather It IS InterestIng to note that sales In 1997 actually went up when compared to 1996
Tills Increase IS probably due to an Increase In money collected and paId to the fuel supplIer
rather than normal weather demand SInce most of the market IS constramed by supply rather
than demand

The next sectIOn In the mcome statement deals WIth operatIOnal expenses Also of
usefulness IS Table 9 7, FInanCIal RatIos In partIcular, the sectIOn refernng to the

100
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Table 91
LVlv CHP2

Ukrame Energy Project
Income Statement for the Period Ending

(aaaUAH)

OPERATING INCOME 114/96 1/7196 1110196 111197 114197 1/7/97 1110197 111198 114198

Sales
Electricity a a a a a a a a a
Heat 2826 676 3 866 2700 907 a 1602 2254
Internal Transfers a a a a a a a a a
Other Revenues a a a a a a a a a

Total Sales 2826 676 3 866 2700 907 a 1602 2254

Operational Expenses
Purchased ElectriCity a a a a a a a a a
Operating Expenses (44) (59) (167) (48) (50) (42) (48) (198) (399)
Fuel and Raw Materials (1463) (1219) (2) (111) (2041) (1240) a (1537) (1604)
Wagas & SOCial Costs (167) (160) (88) (107) (182) (209) (173) (182) (191)

T01a1 Operatmg Expenses (1673) (1438) (257) (266) (2273) (1491) (221) (1917) (2194)

Maintenance a a a a a a a a a
Depreciation (73) (114) (147) (268) (265) (264) (648) (639) (630)

T01a1 Operatlona1 Expenses (73) (114) (147) (268) (265) (264) (648) (639) (630)

Operating Income 1080 (875) (401) 332 162 (848) (869) (954) (570)

NON-oPERATING INCOME

Net Non Utility Operatmglncome a a a a a a a a a

Total Operating Income Before Taxes and Financial Costs 1080 (875) (401) 332 162 (848) (869) (954) (570)

Taxes and Financial Costs
Interest on Lang Term Debt a a a a a a a a a
Unrealized Accounts Receivable \ a a a a a a a a a
Unrealized Accounts Payable 2 a (1080) (1102) a a a (1219) a a
Taxes & Payments (18) (22) (37) (14) (33) (8) (11) (22) (44)

T01a1 Taxes and Fmancla1 Cos1s (18) (1103) (1139) (14) (33) (8) (1230) (22) (44)

NET INCOME 1062 (1978) (1540) 318 129 (856) (2 099) (976) (614)

1 illS assumed thai accounts receivable 90 days or older are written off as bad debt expense

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



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

common sIZe mcome statement will YIeld Important mSIghts to the analysIs The pnmary cost
for heat productIOn IS purchased fuel For 1996 the ratIo of cost to sales IS 75 5% At thIs
level, a sufficIent margIn eXIsts to servIce most operatIOnal and admmistratIOn costs
However by 1997 the ratIo had chmbed to 102 8% At thIs level, revenues do not even cover
the cost offuel The large mcrease m fuel cost was the mam reason the operatmg profit for
1997 IS much lower that the comparable penod m 1996

Wages are the second largest cost and theIr trend has been nsmg Companng the
absolute level for each ofthe first quarters (1996, 1997 and 1998), the expendIture has gone
up by 9% between 1996 and 1997 For the penod from 1997 to 1998 It rose by 5 5% As
outlIned earlIer, changes m accountmg polIcy and mflatIOn explam the reasons for the
mcrease

After wages, the next expense IS for operatIOns For the first quarter of 1996 and
1997, the expendIture IS extremely small at approXImately 1 8% of sales At thIs level the
operatIOn of the eqUIpment cannot be mamtamed The reason for such low expendItures IS
lack of suffiCIent cash generatIOn to meet the needs of operatIOn and very small operatmg
margms

Table 9 2 IS Heat Sales The table baSIcally Illustrates that 80% of productIon IS sold
for resale (mcluded m Other Hot Water) whIle 6% ofthe remammg hot water goes to mdustry
and 14% IS drrect sales to reSIdentIal consumers The figures are conSIstent over all penods
WIthIn the restatement Total sales m 1996 equaled 114 GCai whIle for 1997 sales were
hIgher at 140 GCai The cause ofthe mcreased sales was more heat supplIed to meet demand
rather than tradItIOnal weather factors The average tarIfffor 1996 was approxImately 37,000
UAH per GCal and for 1997 only slIghtly hIgher at 38,000 GCaI

Table 9 3 IS other Income and mternal transactIOns For the heat plant there are no
other revenues reported

The next two tables, 94 and 9 5, outlIne the maIn productIOn costs assocIated WIth
the company Smce purchases offuel are the most sIgruficant cost, they are shown separately
m table 9 4 As for 9 5, the format of the table follows the format used withm the generally
accepted practIces found both WIthm the power sector and In normal accountmg for Ukrame
WIthIn the table are all the baSIC accounts used to record costs of productIOn However,
dISCUSSIon of costs Will be made wIthm the context of the restated mcome statement and are
presented here as supplemental data

Balance Sheet

Table 9 6 IS the restated balance sheet for the sector For 1998, first quarter results
are avaIlable at the tIme this report IS bemg wntten Both account's receIvable and

102
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Table 9 2
Lvlv CHP2

Ukraine Energy Project
Heat Sales

10 11 12 13 14 15

Total Total Tohll Total Total
Heat Total Heat T lal Heat Tota\ Heat Total Heal Tolal
Sold TanI! SAles Sold Toni' Sales Sold Tartft Sales Sid Tonti Sates S Id Tonll Sales

M..!ill!...- 1000 Gk II fUAHperm I 1000 UAHl fOOOGhli (UAH per mJ) {OOO UAHl 1000Ghli (UAH per mJ) (000 UAHl 1000 Ghll (UAH perm' 1000 UAH\ \000 Gkall (UAH perm1
) (000 UAHI

Industry Hoi Water Resldenllat H t Waler Cooperative Hot Water Green Hou e Hot Water Other Hot Waler

J.nuary (tDD6) 2 4133670 66 4 22217 64 86 0 000 0 0 000 0 22 3704596 619
February 1 4016203 69 4 2221996 63 0 000 0 0 000 0 22 3704584 799
March 1 4275614 52 4 22 2t9 98 80 0 000 0 0 000 0 21 3704684 765
Apnl 1 4134986 24 4 2221881 87 0 000 0 0 000 0 11 3704828 403
May 0 000 0 0 000 0 0 000 0 0 000 0 4 3708099 161
June 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
August 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
September 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
October 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
November 0 000 0 0 29611 11 5 0 000 0 0 000 0 3 3835977 106
December I 4280822 44 4 29588 \0 124 0 000 0 0 000 0 5 11157001 585
J.nu.ry (1997) \ 4290857 62 4 2954937 \20 0 000 0 0 000 0 24 3836094 924
February 1 4280510 47 3 2984169 9\ 0 000 0 0 000 0 20 3836702 765
March 1 4137931 24 2 2970711 71 0 000 0 0 000 0 \5 36 36t 68 591
April 0 44 910 18 15 2 2926829 48 0 000 0 0 000 0 18 3834261 620
May 0 3896104 3 1 2994652 28 0 000 0 0 000 0 5 3842285 191
June 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
August 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
September 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
October 0 4109589 3 0 000 0 0 000 0 0 000 0 4 3834880 \57
November 1 4306220 36 3 2988120 81 0 000 0 0 000 0 t2 3833579 469
December 1 4289733 61 4 2970041 115 0 000 0 0 000 0 17 3836033 658
Jlnulry (\ 998) 2 4285529 64 4 2953813 1\0 0 000 0 0 000 0 17 3833333 644
Februiiuy 1 4270987 58 3 2956830 100 0 000 0 0 000 0 14 3843999 549
Marth 1 4317289 43 3 2969715 10\ 0 000 0 0 000 0 15 3834265 583

Industry Steam Residential Steam Cooperative steam Green Hou.e Steam Other Sleam

J.nulry (1996) 0 41304 35 1 0 000 0 0 000 0 0 000 0 0 000 0
February 0 41 33982 2 0 000 0 0 000 0 0 000 0 0 000 0
March 0 4132941 4 0 000 0 0 000 0 0 000 0 0 000 0
April 0 4133333 0 0 000 0 0 000 0 0 000 0 0 000 0
MlY 0 41304 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 0 000 0
July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
August 0 42791 87 2 0 000 0 0 000 0 0 000 0 0 000 0
September 0 4264516 1 0 000 0 0 000 0 0 000 0 0 000 0
O~ober 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
November 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
December 0 4291667 I 0 000 0 0 000 0 0 000 0 0 000 0
January (1997) 0 4000000 1 0 000 0 0 000 0 0 000 0 0 000 0
February 0 4166067 1 0 000 0 0 000 0 0 000 0 0 000 0
March 0 4615385 3 0 000 0 0 000 0 0 000 0 0 000 0
Apnl 0 4444444 2 0 000 0 0 000 0 0 000 0 0 000 0
MIY 0 000 0 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 0 000 0
July 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
August 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
September 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
October 1 2918792 23 0 000 0 0 000 0 0 000 0 0 000 0
Novembl!f' 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Oecembef 0 4166687 1 0 000 0 0 000 0 0 000 0 0 000 0
JanUlry{1998) 0 7692306 1 0 000 0 0 000 0 0 000 0 0 000 0
Febnl>ry 0 000 0 0 000 0 0 000 0 0 000 0 0 000 0
Marth 0 3333333 1 0 000 0 0 000 0 0 000 0 0 000 0

f Includes Coopwabv. S.1o$ C~t1V1taaragf!ls .nd Arons Wo,*Shops and Communal Customers

"-.}
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Table 93

LVIV CHP2
Ukrame Energy Project
Indirect Income and Expenses
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Table 9 4
Electricity and Fuel Purchases

LVIV CHP2
Ukrame Energy Project

(OOOHRsJ

Electricity Purchased Fuel Purchased Fuel Purchased

MWH HRN Cost of MT/m3 HRN Cost of MT/m3 HRN Cost of
Month Purchased PerMWH Electrlclt~ Purchased ~Unlt Fuel Purchased Per Unit Fuel

January (1996) 0 000 0 4956 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
Apnl 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 4295 0 657 0 0 0
January (1997) 0 000 0 5335 0 812 0 0 0
February 0 000 0 3800 0 572 0 0 0
March 0 000 0 3690 0 560 0 0 0
Apnl 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 NA 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 95
Lvlv CI1P2

Ukraine Energy Project
Main Production Costs

Cunstn.u:UlYI sp Agdroll Low 01 D p d Uon l'rWUpllrl (" D Ii n1dnc NlUlnntn11lt Dol rr<d
IIf.pr d Ulm Malntnlll1 M Itrf" r " M'-rlal r .. U'" d< r ... d OIl r IlftilS of LV 11ft f e.. E ....... Op"hUon. n~...Unnf r ......

~
__2__ __3__ __5_ __6_ __7_

__8_ --'- __1._ __11- __u_ __13_ __'6_ -~ __1'_ --'.- __'_1_
Janurary (1996) 1. • 14 • • • • • • • • • • • • •February Z. • II • • • • • • • • • • • • •Mareh 1. • 13 • • • • • • • • • • • • •
Aplll 1. • 12 • • • • • • • • • • • • •M.y 2< • 2< • • • • • • • • • • • • •June 63 • 13 • • • • • • • • • • • • •
July 22 • I. • • • • • • • • • • • • •August 63 • • • • • • • • • • • • • • •September 63 • 13' • • • • • • • • • • • • •
October 63 • 14 • • • • • • • • • • • • •
November 116 • 11 • • • • • • • • • • • • •December •• • n • • • • • • • • • • • • •
Jill urary (1997) 8. • 11 • • • • • • • • • • • • •
February •• • '6 • • • • • • • • • • • • •
March 81 • 17 • • • • • • • • • • • • •
Apnl 88 • I. • • • • • • • • • • • • •
M.y .. • 12 • • • • • • • • • • • • •J",. .. • ,. • • • • • • • • • • • • •
July 149 • 16 • • • • • • • • • • • • •
August 14. • '8 • • • • • • • • • • • • •
Seplernbll!r 330 • 14 • • • • • • • • • • • • •October • • 16 • • • • • • • • • • • • •November • • 91 • • • • • • • • • • • • •
Otcember 6.1. • .. • • • • • • • • • • • • •JonuOIIY (1998) 21. • I3l • • • • • • • • • • 0 0 •Februlry II. • 121 • • • • • • • • • • 0 • •
Mirch 2'. • 121 • • • • • • • • • • • • •

Non 0Ptr.tlnnlll 'irtUfttlm' OIhr Non h dCd. B ded. Insunnce em Prht rsI Inlmal Inl rd part n p d linn
Innfnntt E ...... em A ~t

A """.
C;upplf rs P rnml r ymmt P )'!tUnb Sol '" Ad ""en Cred«. n StolUanm1 SttUetnmt Fund

__3_3__ __olJ__ _30__ __'1- __55_ __60_ __65_ __68_ __6'_ __7._ __71_ __76_ __78_ __7'_ -!L_ _(J!!I _

Janur.uy (1996) • • • • • 6 \9 23 • • • 0 • tl
FebruafY • • • • 2 2 23 .1 • • • 0 • 2.
March • • • • 2 6 2. " • • • 0 • 39
Apnl • • • • • 3 14 31 • • • • • ••M.y • • • • • 6 1. <3 • • • • • 13
J",. • • • • 1 3 14 32 • • • 0 • 13
July • • • • , 3 11 28 • • • • • 11
August • • • • 3 I 2. n • • • • • ..
September • • • 0 21 • • • • • • 0 • ,.
October • • • • 1 6 22 •• • • • 0 • '2.
November • • • • • 6 17 28 • • • • • 3'
Cee.e.mb r • • • • • • • • • • • • • "Jamnry (1991) • • • • 8 1 23 36 • • • 0 • n
February • • • 0 • 3 16 39 • • • • • .7
MiUCh ~ • • • 2 1 ,. •• • • • • • 69
Apol • • • • 2 6 11 " • • • • • 88
M.y • • • • • 8 2< 3. Q • • • • "J",. • • • • ,. • " <1 • • • • • J2
July • • • 0 • 6 11 3. • • • • • 11
August • • • • • • 11 4. • • • • • 78
S~pl~mber • ~ • • • > 16 39 • • • II • .,
October • 0 • • • • 12 " • • • • • '"Navemll~r • • • • 3 6 23 .. • • • 1I • "D~cember • • • 0 11 1 11 33 • • • • • 141
Jonunuy (1998) • • • • 14 6 2. >3 • • • • • '8
February • • • • 6 3 1. " 0 • • • II "Mlrch • • 1I • 1 6 20 11 • · • • • ,.

~~--_ .....-,
1..-

~
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Table 9 6
LvlV CHP2

Ukraine Energy Project
Balance Sheet 8S of

(000 UAH)

ASSETS 1Il1!l6 1141!l6 lnl!l6 1110196 1111!l7 1141!l7 lnl!l7 1/101!l7 111198 1141!l8
Long Term Assets

Fixed Assets 10462 10465 77083 77083 77 339 77 343 77 340 77353 77 353 77 353
Less Accumulated Depreclallon 1391 1464 10941 11089 11379 11646 11909 12556 12562 13106

Net Fixed Assets 9071 9001 66142 65994 65960 65697 65431 64797 64791 64247
Assets Under Construction 2173 2189 2270 2290 2546 2711 3094 3206 3497 3671

Nel UVlIly Plant 11244 11190 68412 68284 68605 68408 68525 68003 68288 67918

Other Property and Investments
Nonutiltty Property and Intangibles 21 38 49 56 56 1128 58 86 79 82

Less Accumufated Depreciation 7 14 16 22 23 21 21 20 32 30
Net Nonutiltly Property and Intangibles 14 24 33 34 33 1107 37 66 47 52
Long Tenn Flnanclallnveslments 0 0 0 0 0 0 0 0 0 0
Other NOll-Current Assets 0 0 0 0 0 0 0 0 0 0

Tolal Other Properly and Investmenls 14 24 33 34 33 1107 37 66 47 52

Current Assets
Cash and Short Term Investments 317 94 3 7 19 0 8 3 10 11
Accounts Receivable 10 14 19 13 16 16 6 27 0 780

Less Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0

Net Receivables 10 14 19 13 16 16 6 27 0 780
Invantory 385 404 612 641 413 450 530 1274 838 817
Government Employee and Other Receivables 1628 3740 1721 4010 4878 4474 3628 3979 6054 6661
Other Current Assets 1140 1254 2714 63 1 123 317 714 151 220

Total Current Assets 3480 5506 5069 4734 5327 5063 4489 5997 7053 8489

TOTAL ASSETS 14738 16720 73514 73052 73865 74578 73051 74066 75388 76459

CAPITALIZATION AND LIABILITIES
Stockholder s Equity

StaMary Capital (Net) 10349 10349 10349 10349 10350 10349 10349 10349 10349 10349
AddlUonal Capital 0 0 0 0 0 59030 59417 59524 59819 59993
Reserve Foods 2746 2747 58889 58914 58906 36 35 35 35 77
Retained Earnings 0 1062 (916) (2456) (2138) (2009) (2866) (4965) (5941) (6555)
Unreabzed Differences I (1062) 916 2456 2138 2009 2866 4965 5941 6555

Total EqUIty 13095 13096 69238 69263 69256 69415 69801 69908 70203 70419
Long Tenn Debt 0 0 0 0 0 0 0 0 0 0
Other Long Tenn UablltUes 0 0 0 0 0 0 0 0 0 0

Tofal CapitalIzatIOn 13095 13096 69238 69263 69256 69415 69801 69908 70203 70419

Current LiabIlities
Short Tenn Debt 0 0 61 0 93 0 41 70 100 80
Accounts Payable 1567 3537 4078 3561 4229 4934 2747 3423 4276 5592

Less Bad Debl 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 NOll-Budget Payable 14 15 2t 52 63 35 54 83 121 37
Govemmenl Employee and Other Payable 0 0 0 1 0 0 2 107 151 60
Advances from Customers 0 0 0 0 0 0 0 0 0 0
Other ClITent UablkUes 7 7 3 11 1 4 107 22 13 24

Tolal Cunenr Llabl/lbes 1643 3624 4276 3789 4609 5163 3250 4158 5185 6040

TOTAL CAPITALIZATION AND LIABILITIES 14738 16720 73514 73052 73865 74578 73051 74066 75388 764'9

. UlYea'zed differences represents the unreconcllable dIfference after conversion of the Ukrau1lsn accounting system Into International AccounUng Standards

~
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Tahle 9 7

LVlv CHfl2
Fmancldl Ratios

1/4/96 117/96 1/I0196 1/1197 1I4197 117197 1/10/97 1/1/98 1/4/98Short Term liquidIty
CUrrent Rallo 15 /2 /2 12 10 14 14 14 14Colleclton Rate 21% 43% NA 2% 31% 201% NA 113% 23%%Accoonts ReclcvabJe Over 60 Days 17% 89% 0% or 31r 84% 0% 0% 0%% Accoonts Payable Over 60 Days 0% 0% 0% 0% or 0% 0% 0% 41%

Capital Structure and Long Term Solvency
Debt to !!quIll' 03 01 01 01 01 00 01 01 01Deblto Total ASSllS 22% 6% 5% 6% 7% 4% 6% 1% 8%Tmles Interest Eanloo (Cash)

Operating Performance Ratio~

Average Ratio of Sales Tartff to Purchase PrIce (Electricity)
Operatmg Profits to Sales 382% 1294% NA 384% 60% 915% NA 195% 213%Net Unreahzed Accounts to Sales 00% 1591% NA 00% 00% 00% NA 00% 00%Net Income to Sales 376% 2924% NA 361% 48% 944% NA 60 9% 273%

Asset Utilization
Sales 10 Current Assets tArul\lallZed) 2 I 05 00 07 21 08 00 09 IISales to Nel Utlhty Plant (AorIUallZed) 10 00 00 01 02 01 00 01 01Sales to Total Assets (AorIUallZed) 07 00 00 00 01 00 00 01 01

Common Size Income Statement (% of Total Sale~)

Purchases Dtergy 10 Sales 00% 00% NA 00% 00% 00% NA 00% 00%Operatmg and MaUitenance to Sales 16% 87% NA 55% 19% 46% NA 124% 111%RIel to Sales 518% 1802% NA 128% 156% 1368% NA 919r 112%Wages and SOCIal Cost 10 Sales 59% 231% NA 124% 61% 230% NA lJ 4% 85%Depreclallon to Sales 26% 168% NA 309% 98% 291% NA 399% 280%Operatuag Income to Sales 382% 1294% NA 384% 60% 935% NA 195% 213%Net Income to Sales 316% 2924% NA 361% 48% 944% NA 6119% 271%

Common SIZe Balance Sheet (% of Total As~et\)

Accwnts Reccl\ ahle 01% 00% 00% 00% 00% 00% 00% 00% Ill%OJrrent Assets 329% 69% 61% 72% 68% 61% 81% 94% II 1%Net FIXed Assets 669% 931% 931% 927% 911% 938% 91 8% 90 f% 888%CUrrent uablhlJes 217% 58% 52'1> 62% 69% 44% 16% 69% 79%Long Tenn Ll8h,hlJes 00% 00% 00% 00% 00% 00% 00% l)n~ 00%!!quill' 183% 942% 948% 938% 931% 916% 944% 911 % 92 1%

I
----
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payable were aged for the restatement by each busmess umt However, the net result
would have had mSIgruficant Impact on the balance sheet and the ongmal 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 mcreased seven tImes
due to a revaluatIOn ofassets In addItIon, Assets under ConstructIOn remamed the same untIl
the last quarter of 1996 went It started to steadIly mcrease untIl 1998 Management
confirmed that some of the plant was bemg rehabIlItated, but progress had been slow due to
lack of funds to pay for It

Current assets mcrease from 3 3 mIllIOn DAR to 8 5 mIllIon DAR dunng the
penod exammed Compared to the SIze of other assets WIthIn the current account, cash
balances are almost zero Thts reemphasIzes the seventy 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 DAR

EqUIty had a large nse between the second and thtrd quarters of 1996 The
account withtn eqUIty that mcreased was the Reserve Funds whtch IS the correspondmg
account to the Increase In fixed assets under the fixed asset revaluatIon mentIOned above
It should be noted that the nse was much more sIgmficant m the case of thts plant when
compared to the other busIness WIth the others, the nse In the reserve fund
approXImately correspondent WIth the Increase m fixed assets Long term debt was zero
for the entIre penod

As for current lIabIlItIes, they mcreased by three tImes dunng the penod of the
restatement Almost all the mcrease was due to an Increase m accounts payable Most of
the Increase m accounts payable IS arrears to the fuel supplIers

Statement ofChanges m FmancIal POSItIOn

Table 9 10 exammes the cash flow from all financIal actIvItIes durIng the year Total
net Income for the entIre penod totaled negatIve 5 4 mIllIon UAR for the 2 If4 year examIned
The maIn reason for the loss was the htgh cost offuels m relatIOn to the sales It generated

As for mvestment actIVItIes, both gross assets and work m progress had a large
Increase In the second quarter of 1996 The Increase In fixed assets was caused by the
mcrease m revaluatIOn Other than thts correctIOn for mflatIOn, very lIttle Investment
occurred

EqUIty dIsplayed very lIttle vanatlon dunng the penod WIth the exceptIOn of an
mcrease by 10 mIllIon from the fixed asset revaluatIOn
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Table 9 8
LVIV CHP2

Ukraine Energy Project
Determination and Aging of Accounts Receivable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid Unpaid Total WIthout
Revenues Received Balance Balance Balance Balance Write Offs Receivable Write-Offs

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

January (1996) 972 132 840 840 840
February 944 249 944 591 1535 1535
March 911 220 911 944 372 2226 2226
April 514 118 514 911 944 254 2622 2622
May 162 117 162 514 911 827 254 2414 2667
June 0 56 0 162 514 854 827 1531 2611
July 0 267 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
October 0 20 (300) 0 0 0 0 (300) 1882
November 112 0 (188) 0 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 689 233 689 904 717 0 0 2310 4492
April 685 1 107 685 689 514 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 3401
September 0 93 (93) 0 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 (By Column)

1 Actual figures provided by company

2 Defined' as actual cash rece,."ed plus NDe non payments plus (non cash received minus non cash NDC payments) 75' ThiS correctIon discounts non cash transaclfons to an eqUivalent value that

can be used to pay CredItorS

3 Column 1 Column 2

4 6 Assumed that money paid goes 'ITsl to the oldest unpaid balance

1 An., 90 days the debt IS .,,-tlten off and treated es Income to the ftrm

8 Sum 01 columns 3 4 Sand 6..- I 9 CumulatIVe accounts receivable without Write-offs.,.....
.---
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Table 9 9
LVlv CHP2

Ukraine Energy Project
Determination and Aging of Accounts Payable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Wnte Ofts Receivable Wnte-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)
April 136 129 (130) 0 0 0 (130) (130)
May 148 119 (101) 0 0 0 0 (101) (101)
June 212 116 (6) 0 0 0 0 (6) (6)
July 165 87 72 0 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 0 181 181
November 235 67 235 114 0 0 0 349 349
December 152 251 152 98 0 0 0 250 250
January (1997) 255 311 194 0 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)
April 265 614 (387) 0 0 0 0 (387) (387)
May 249 159 (297) 0 0 0 0 (297) (297)
June 187 94 (204) 0 0 0 0 (204) (204)
July 289 64 21 0 0 0 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 0 73 73
December 963 439 597 0 0 0 0 597 597
January (1998) 492 109 492 488 0 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 Aclua' f,gures provided by company

3 Column 1 Column 2

4 6 Assumed fhat money pa,d goes first to the oldest unpa,d balance

7 After!lO days the debt IS wntten off and treated as Income to the firm

B Sum 01 columns 3 4 5 and 6

9 Cumulat,ve accounts rece,vable without wnte-offs

I
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Table 910
LVlv CHP2

Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Ukrame Energy Project

1/4/96 1/7196 1110/96 1/1197 1/4/97 1/7/97 1110197 111198 411198

Cash Flow from Operating Activities

Net Income 1062 (1978) (1540) 318 129 (856) (2099) (976) (614)
Adjustments to Reconcile Net Income to Net Cash Flow

Change In Accounts Receivable (4) (5) 6 (3) a 10 (21) 27 (780)
Change 'n Other Short Term Assels (2245) 351 333 (578) 245 572 (1492) (1076) (655)

Change In Accounts Payable 1 970 541 (517) 668 705 (2187) 676 853 1316

Change In Other Short Term L,ab,lllies 11 50 91 59 (58) 233 203 144 (441)

Depreciation Expense 80 9479 154 291 265 263 646 18 542

Net Cash Provided by Operating Activities (188) 10416 67 437 1157 (1109) 12 (M) (18)

Cash Flow from Investment Activities

Completed Plant In SelV,ce (3) (66618) a (256) (4) 3 (13) a a
Change In Construction Work In Progress (16) (81) (20) (255) (166) (383) (112) (291) (174)

Change In Nonutility Property and Intangibles (17) (11) (7) 0 (1072) 1070 (28) 7 (3)

Net Cash Provided by Investment Activities (36) (66710) (27) (511) (1242) 690 (153) (284) (177)

Cash Flow from Financing Activities

Short Term Loans a (61) 61 (93) 93 (41) (29) (30) 20

Long Term Loans a a a a a a a a a
Equity 1 56142 25 (7) 159 386 107 295 216

Net Cash Provided by Financing Activities 1 56081 86 (100) 252 345 78 265 236

Unrealized Cash Differences' (1062) 1978 1540 (318) (129) 856 2099 976 614

Net Change in Cash (223) (213) 126 (174) 167 (74) (63) (53) 41

Nole 1 ThiS account measures the unrealized operating losses that eXIst within the financial statements differences In accounting systems and
polenllal errors 'n bookkeeping due 10 lack of auditing
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10. CONSTRUCTION

The dIvIsIOn LVIvEnergoBud works on constructIOn projects OrgmallyestablIshed
to build the CHP - 2 plant m 1980, the dIVISIon was mamtamed to contmue on other projects
both mSIde and outsIde LVIV Oblenergo Only m October 1996 was the dIVisIon transferred
mto the operatIons of LvIVObIenergo and the restatement reflect thIs transfer Pnor to thIs
date it was owned by the Mtmstry of Energy Types of constructIon projects the dIVISIon
speCIalIzes m mclude mdustnal, housmg complexes, roads and heat networks

At the wntmg of thIs report Its mam outSIde consumer IS the DobzotvlzEnergoBud
(a dIVISIon ofZakhIdenergo generatmg plant) Other than that, most of the mtemal work IS
at the CHP- 1 smce the CHP - 2 has been closed down from lack of fuel A major problem
WIth the work m the past has been the lack ofcash payments for work completed Although
some payments have been made usmg barter arrangements, most of the accounts receIvable
has been lIqUIdated by transferrmg the amount owed to promtssory notes At present there
are 213 employees and wage arrears are 1-2 months

Table lOlls the mcome statement for the constructIOn dIVISIon Supportmg tables
mclude 102 (Other Income and Expenses), 103 (Mam ProductIOn Costs), 106 (Agmg of
Accounts ReceIvable) and 107 (Agmg ofAccounts Payable)

Table lOlls the 1996-1998 quarterly restated mcome statement Although sales are
erratIC, they have normally ranged around 1 to 6 mIllIon OAR The truth may be sales (and
costs) are hIgher However, due to the extenSIve use ofbarter (from electnc and heat sales)
m supplymg constructIon matenals, some data concernIng these transactIOn has been
undoubtedly lost Based on the SIze of the dIViSIon and ItS relatIve Importance when
compared to electncIty, It was deterrrnne that the tIme reqUIred to find the answers was not
worth the addItIonal expense

The next sectIon m the mcome statement deals WIth operatIOnal expenses Operatmg
expenses are the largest expense In a normal quarter, the expense ranges from 2 - 3 mtllIon
OAR Wages are the second largest cost and they normally range between 06 - 1 mIllIon
per quarter The one exceptIon IS the first quarter of 1997 when the expense had a large drop
to 05 rrnlhon DAR Smce the preVIOUS quarter had a large mcrease the reason for the erratIC
behaVIOr IS labor was prepaid

Based on overall profitabIlIty, the company earned a small total profit accordmg
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Table 101
LVIV Construction

Ukrame Energy Project
Income Statement for the Period Ending

(OOOUAH)

OPERATING INCOME 1/4/96 117196 1/10/96 1/1197 1/4/97 1/7/97 1/10/97 1/1198 1/4/98

Sales
Electnclty 0 0 0 0 0 0 0 0 0
Heat 0 0 0 0 0 0 0 0 0
Internal Transfers 0 0 31 143 2 76 65 75 110
Other Revenues 0 0 100 413 114 69 345 489 283

Total Sales 0 0 131 556 116 145 410 564 393

Operational Expenses
Purchased Electnclty 0 0 0 0 0 0 0 0 0
Operating Expenses 0 0 (79) (262) (165) (249) (258) (319) (151)
Fuel and Raw Matenals 0 0 0 0 0 0 0 0 0
Wages & SOCial Costs 0 0 (32) (90) (48) (63) (77) (79) (65)

Tolal Operatmg 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)

Total Operational Expenses 0 0 (1) (6) (5) (6) (38) (37) (5)

Operating Income 0 0 18 198 (102) (173) 38 129 173

NON-ClPERATING 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 0 0 0 0 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 0 (3) (9) (5) (6) (6) (7) (9)

Total Taxes and Fmanclal Costs 0 0 (3) (9) (5) (65) (6) 47 (51)

NET INCOME 0 0 15 188 (107) (239) 32 176 122

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

2 It IS assumed that accounts payable 90 days or older are wntten off and treated as Income
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to the restatements As stated previOusly, consldenng the amount ofnon-cash transactions
mvolved It IS dIfficult to say wIth any certamty 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 pnmary focus on electnclty and heat, tills IS where revenues from the other,
non energy bUSIness revenues are reported

The next table, 10 3, outhnes the mam productIOn costs assocIated with the company
The fonnat ofthe table follows the fonnat used wtthIn the generally accepted practIces found
both withIn the power sector and In nonnal accountmg for Ukrame WIthIn the table are all
the baSIC accounts used to record costs of productiOn However, dIScussion ofcosts wIll be
made Wlthm the context ofthe restated Income statement Most of the dIScussion concerrung
cost was completed above when dlscussmg the mcome statement and the table IS provided
for mformatIOnal purposes

Balance Sheet

Table 104 IS the restated balance sheet for the sector For 1998, first quarter results
are avaIlable at the tIme thIs report IS bemg wntten Both account's receIvable and payable
were aged for the restatement by each busmess urnt However, the net result would have had
mslgmficant Impact on the balance sheet and the ongmal values were used All other values
were taken from the Ukrannan reported financIal statements

Between the first and second quarter of 1996, gross fixed assets mcreased seven times
due to a revaluation ofassets In additiOn, Assets under ConstructIOn remamed the same untIl
the last quarter of 1996 went It started to steadIly mcrease untIl 1998

Current assets mcrease from 8 rntllton UAR to 1 2 rntlhon UAR dunng the penod
exarntned Compared to the sIZe of other assets wlthtn the current account, cash balances
are almost zero They range from almost zero to 05 rntlhon Tills reemphasizes the
seventy of the lack of suffiCient cash flow generated The largest and fastest growmg
account IS accounts receivable Startmg m 1996, the balance grew by a factor of 5 from 2
to 8 rntlhon UAH

EqUIty had a large nse between the second and thtrd quarters of 1996 due to the
fixed asset revaluation As for current habdltles, the company's total mcreased from 7 to
1 2 rntllion All of the mcrease was due to arrears accumulatmg to short term creditors
These creditors range from supphers to labor

Tables 10 5 and 10 6 are the agmg ofaggregate receIvables and payables
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Table 10.2

LVlv Construction
Ukrame Energy Project
Indirect Income and Expenses

_.... - - -

---~

Indirect Income Other Expenses
Othl..r OutsIde Interndl

Revenues ~ales

Month

Janurary (1996) 00 0 0 0February 00 0 0 0March 00 0 0 0Apnl 00 0 0 0May 00 0 0 0June 00 0 0 0July 00 0 0 0August 00 0 0 0September 998 31 0 0October 1278 0 0 0November 1530 0 0 0December 131 8 143 0 0Janurary (1997) 38 0 0 0February 180 2 0 0March 922 0 0 0Apnl 126 0 0 0May 238 36 0 0June 325 40 0 0July 00 4 0 0August 1605 26 0 0September 184 8 35 0 0October 1945 8 0 0November 1422 66 0 0December 1518 1 0 0Janurary (1998) 412 12 0 0February 1260 66 0 0March 1160 32 0 0
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fables 10 3

I vlv Con~trudlon

Ukraine Energy Project
Main I roduclion Co,ls

Conrlnadlnn ~. Acrtmll Low 01 J)rpr d Uon Tnnspori ~",,, ~ nldno Non tnl'rJbnmt Uti' rr d
DpdUon Mllintman M I rllII rd M I dol r 11. lJs-.ock P HI ds "'h, It... I'LVltftt Cst [prnH OprntJon OJH'rIIUms [prnH

Month_ __1__ __3__
--<- __6_ --'- __8_ __9_ __10_ __11_ __11_ __13_ __16_ __18_ _.!L- -~- -ll._

Janurary (1996) 0 0 0 0 • • • • 0 0 0 0 0 0 0 0

Febru ry • 0 0 0 0 0 0 0 • 0 0 • 0 • • •
March • • • • • • • • 0 0 0 0 0 • 0 0

Apnl 0 0 0 0 • 0 0 0 • • • 0 0 0 0 0

May • • • 0 0 0 0 0 • 0 • • • 0 • •
June 0 • • 0 • • 0 0 0 0 0 0 0 0 u •
July • 0 0 0 • 0 0 • • 0 • 0 0 0 0 0

Augusl 0 • • 0 0 0 0 0 • 0 • • 0 • 0 •
September 0 • " 1 • • 0 0 0 0 0 0 0 • 0 0

October 0 0 " I • • 0 • • • • 0 0 0 0 0

No ember • 0 79 0 0 0 0 0 • • • • • 0 • 0

December 0 • 66 2 • 0 0 0 0 I 2 0 0 0 0 0

Janurary (1 g97) 1 0 32 0 • 0 0 0 0 I 0 0 0 0 0 0

Febru,'Y I 0 " 0 0 0 0 • 0 1 1 0 0 0 0 0

Miuch 1 0 4. 0 0 0 0 0 0 0 0 0 0 0 0 0

Aplil I 0 '" I 0 0 0 0 0 2 1 0 0 0 0 0

M.y 1 0 .. 0 0 0 0 0 0 I 0 0 0 0 0 0

June I 0 55 0 0 0 0 0 0 I 0 • • • • 0

July 0 0 81 2 • • 0 0 0 0 1 0 0 • 0 0

August 36 0 4. 1 • • • • 0 0 0 0 0 0 0 0

September • 0 ,. I 0 0 0 • • I • • • • • •
October " • 105 I • • 0 0 0 1 I • 0 0 0 0

November 0 0 8. I 0 0 • • • 1 • 0 0 0 0 0

December 4 0 '" I 0 • 0 • • I • 0 • • • •
JanUI"Jry (f99B) • • 10 I 0 0 • 0 • t • • • • • •
February 0 • 45 I • • 0 0 0 1 0 0 0 • 0 •
Mareh 3 0 .. 2 0 • • • • I I 0 0 0 0 0

NOQO~nU~ 'itUlmmt oth, Non h deet B deet Insunnee Coh Dr-ht nl Int mill tnlrdprt Oprdtlnn

In f'Stmmb [ .....H C•• I
Au~ud Accounts S pplf n P Il1unt P)1tIml P )1tImli Sol " Aclnlle:t:l Credif n CiriUemmt. Srillflnmt run.

__3_3_ __43__ __<0_ __51_ __55_ -_..- _ 6_5_ _68__ __69_ _ '_0_ _'_1_ _'_6_ __78_ __'9_ ~~- .-!"h

Jantnry (1966) • 0 0 • • • 0 • • 0 • 0 0 0

Febru,ry • 0 0 0 0 0 • 0 0 • • 0 • 0

Much 0 • • 0 0 0 0 0 0 0 0 0 0 0

Aplil 0 0 0 • • 0 • • • • 0 0 0 n
M.y • 0 0 0 0 0 • 0 0 • 0 0 • 0

June • 0 0 0 0 0 0 0 0 0 0 • 0 0

July 0 0 0 • • 0 0 • • 0 0 0 n 0

August • 0 0 0 • 0 • 0 • • • • 0 •
September • • • I. I 3 12 20 0 10 0 0 1 0

October 0 0 0 12 I 3 II 21 I 0 0 0 I 0

No ember • 0 • " 0 3 II 20 • • • • I •
December 0 0 • 2. 0 2 10 n 1 • 0 0 I 0

Janurary (1997) 0 0 0 7 • I 4 • 0 I • 0 n 0

February • 0 • II 0 I 5 II 0 • 0 • 0 •
March 0 • 0 It • 2 • 13 • 2 0 0 0 0

Aplil 0 0 0 II 0 2 8 17 • • 0 0 n 0

May 0 0 0 12 0 2 • 13 q 0 0 0 n 0

June 0 0 0 I. I 2 • 13 0 3 0 0 0 0

July 0 0 0 H 0 2 8 22 1 0 0 n 0 0

August 0 • 0 II 0 2 1 I. 0 0 0 n 0 0

September 0 0 0 II 0 2 8 11 0 " 0 0 0 0

O~ober 0 0 0 .. 0 2 • .. 0 0 0 0 0 0

November • 0 0 11 0 2 8 I. 0 0 0 0 n 0

Dteember 0 0 0 H 0 2 • 21 I 1 0 0 0 0

J.nurary (1996) • • 0 12 0 1 4 1 0 0 0 n 0 0

February 0 0 0 II 0 2 8 18 1 0 0 0 0 0

Ma d1 0 0 0 18 , , • I. 0 0 0 0 0 0

- I '-- ...-........... -,
if:>
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Table 10 4

LvlV Construction
Ukrame Energy Project

Balance Sheet as of
(000 UAH)

ASSETS 111/96 1/4/96 lf7/96 1110/96 1/1/97 1/4/97 lf7/97 1/10/97 1/1/98 1/4/98
Long Term Assets

Fixed Assets 0 0 3338 3338 3338 3338 3337 3339 3340 3711
Less Accumulated Deprec/aUon 0 0 2081 2091 2104 2113 2122 2168 2152 2208

Net Fixed Assets 0 0 1257 1247 1234 1225 1215 1171 1188 1503
Assets Under Construction 0 0 0 0 0 0 0 0 0 0

Net UYllty Plant 0 0 1257 1247 1234 1225 1215 1171 1188 1503

Other Property and Investments
Nonu1lbty Property end Intangibles 0 0 14 14 14 15 9 23 24 25

Less Accumulated Depreciation 0 0 7 7 6 7 6 6 6 5
Net Nonu1lbty Property and Intangibles 0 0 7 7 6 8 3 17 18 20
Long Tenn 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 Properly and Inveslments 0 0 7 7 6 8 3 17 16 20

Current Assets
Cash and Short Tenn Investments 0 0 0 0 0 0 2 0 48 7
Accounts Receivable 0 0 388 431 658 300 496 918 699 834

Less Sad Debt Allowance 0 0 0 0 0 0 0 0 0 0
Net Receivables 0 0 388 431 658 300 496 918 699 634

Inventory 0 0 123 188 187 189 206 222 216 191
Government Employee and Other ReceIvables 0 0 106 174 184 555 335 283 362 164
Other Current Assets 0 0 0 0 0 1 1 0 1 3

Tala' Currenl 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
Sloc~"order s Eqully

5taMary Capital (Net) 0 0 236 236 236 236 236 236 236 236
Add,bonal Capital 0 0 0 0 0 0 0 0 1083 1398
Reserve Funds 0 0 991 1116 1094 1112 1084 1102 14 0
Retained Earn/ngs 0 0 0 15 203 96 (142) (110) 66 168
UnreaHzed Dltlerences 0 0 (15) (219) (128) 117 110 (94) (290)

Total EqUity 0 0 1227 1352 1314 1316 1295 1338 1307 1532
Long Tenn Debt 0 0 0 0 0 0 0 0 0 0
Other Long Tenn Uabll,bes 0 0 0 0 0 0 0 0 0 0

Tolal Cap,tallzabon 0 0 1227 1352 1314 1316 1295 1338 1307 1532

CU1ll.!nt liabilities
Short Tenn Debt 0 0 0 0 0 0 0 0 0 0
Acco",ts Payable 0 0 264 236 272 274 338 528 573 515

Less Sad Debl Allowance
Nel Payables 0 0 264 236 272 274 338 528 573 515

Wages and SOCial Insurance Payable 0 0 157 166 223 221 224 178 114 102
Taxes and Non-BUdget Payable 0 0 112 116 172 168 147 108 176 153
Government Employee and Other Payable 0 0 0 0 165 141 216 247 344 418
Advances from Customers 0 0 0 0 0 0 0 0 0 0
Other Currenlllab,bbes 0 0 123 167 123 158 40 212 18 22

Tolal Current Uab,f,Ues 0 0 656 695 955 962 965 1273 1225 1210

TOTAL CAPITALIZATION AND LIABILITIES 0 0 1883 2047 2269 2278 2260 2611 2 '532 2742

Unreaized lifferenc.es represents the unreconcilable difference after conversion of the Ukrainian accounting system into Inlematlonal Accountmg Standards

I
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Table 10 5

LVlv Construction
Ukraine Energy Project

Determination and Aging of Accounts Receivable
(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write Offs ReceIVable Write-Offs

Month (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAHI (OOOUAHI (000 UAHI (000 UAHI (000 UAHI

January (1996) 0 0 0 0 0
February 0 0 0 0 0 0
March 0 0 0 0 0 0 0
April 0 0 0 0 0 0 0 0
May 0 0 0 0 0 0 0 0 0
June 0 0 0 0 0 0 0 0 0
JUly 0 0 0 0 0 0 0 0 0
August 0 0 0 0 0 0 0 0 0
September 131 70 61 0 0 0 0 61 61
October 128 93 95 0 0 0 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 0 282 282
February 20 18 20 4 260 0 0 284 284
March 92 201 92 20 4 59 0 175 175
April 13 11 13 92 13 0 59 118 177
May 60 116 60 2 0 0 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 0 125 185
September 220 73 220 53 0 0 0 273 332
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 0 74 319 481

Sources (By Column)

1 Actual fIgures provIded by company

2 Defmed &0$ actual cash receIved plus NDG non payments plus (non cash received mmus non cash NDC payments) 75/0 This correction discounts non cash transactions to an eqwvalent value that

can be used 10 pay credllors

3 Column 1 Column 2

4 6 Assumed thaI money paId goes flfsl to the oldesl unpaId balance

7 Af/er flO days the debt IS writ/en of/and trealed as ,"come to the flfm

8 Sum of columns 3 4 5 and 6

g CumulatIve accounts receIVable without wntEHJffs
I

't



Table 10 6
LVIV Construction

Ukraine Energy Project
Determmatlon and Aging of Accounts Payable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance 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 0 0 0 0
February 0 0 0 0 0 0
March 0 0 0 0 0 0 0
April 0 0 0 0 0 0 0 0
May 0 0 0 0 0 0 0 0 0
June 0 0 0 0 0 0 0 0 0
July 0 0 0 0 0 0 0 0 0
August 0 0 0 0 0 0 0 0 0
September 116 70 46 0 0 0 0 46 46
October 110 93 62 0 0 0 0 62 62
November 130 131 62 0 0 0 0 62 62
December 127 71 118 0 0 0 0 118 118
January (1997) 58 43 58 75 0 0 0 133 133
February 79 18 79 58 57 0 0 194 194
March 86 201 79 0 0 0 0 79 79
April 95 11 95 68 0 0 0 163 163
May 130 116 130 47 0 0 0 177 177
June 99 152 99 25 0 0 0 125 125
July 152 45 152 80 0 0 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 Actual figures prOVIded by company

3 Column 1 Column 2

4 6 Assumed that money paid goes first to the oldest unpaid balance

7 After 90 days the debt IS written of( and treated as Income 10 Ihe '/fm

8 Sum of columns 3 4 5 and 6

9 CumUlative accounts receivable without wflte-offs

- - - - - - - - - - - - - - - - - -
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Although revenues are small, the money expected from them IS very slow m bemg
receIved from the debtors Based on table 10 6, It takes between 6-8 months to obtam
compensatIOn

Statement ofChanges m FmanclGl PositiOn

Table 10 8 exammes the cash flow from all financIal activItIes dunng the year Total
net Income for the entIre penod totaled 2 mIllIon UAH wlule under ownerslup of the
Oblenergo As for Investment actIVItIes, gross assets had a large mcrease In the second and
thrrd quarter of 1996 The Increase In fixed assets was caused by the mcrease m revaluatIOn
Other than thIS correctIOn for mflatIOn, very lIttle mvestment occurred EqUIty dIsplay very
lIttle vanatIOn dunng the penod With the exceptIon ofan mcrease by 3 nullIon from the fixed
asset revaluatIOn that was added to the reserve account

121



- - - - - - - - - - - - - - - - - - -

--
~

Table 10 7
LVlv Construction

Ukraine Energy Project
Statement of Cash Flows for the Period Ending

Ukrame Energy ProJecl

1/4196 1/7/96 1/10/96 1/1/97 1/4/97 1/7/97 1/10197 1/1/98 4/1198
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) 219 (135)
Change 'n Other Short Term Assets (131) (9) (374) 201 39 (74) 201
Change In Accounts Payable (28) 36 2 64 190 45 (58)
Change ,n Other Short Term L,ab,ht,es 67 224 5 (61) 118 (93) 43
Depreciation Expense 10 14 8 8 46 (16) 55
Net Cash PrDvlded by Operating Activities (125) 38 (1) 16 (29) 81 106

Cash Flow from Investment Activities

Completed Plant In Service 0 0 0 1 (2) (1) (371)
Change In Construction Work In Progress 0 0 0 0 0 0 0
Change In Nonutlhty Property and Intangibles 0 0 (1) 6 (14) (1) (1)
Net Cash Provided by Investment Activities 0 0 (1) 7 (16) (21 (372)

Cash Flow from Financing Activities

Short Term LDans 0 0 0 0 0 0 0
Long Term Loans 0 0 0 0 0 0 0
EqUIty 125 (22) 18 (28) 18 (3) 299
Net Cash Provided by Financing ActIvities 125 (22) 18 (28) 18 (31 299

Unrealized Cash Differences' (15) (204) 91 246 (7) (2041 (196)

Net Change In Cash 0 0 0 2 (2) 48 (41)

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 10 lack of audlllng
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11. GUARD

Tlus dIVISIOn IS responsIble for provIdIng the secunty forces for both the Oblenergo
and Mmenergo m the 5 Western Oblasts The regIons are LVIV, IVIanorrankIvsk, Zakarpatya
(Vzhgorod), Yolyn (Lutsk) and RIvne

From a practIcal standpoIDt, the secunty dIVIsIOn reaches an agreement WIth the other
facilitIes on an mdIVIdual baSIS to provIde secunty at a gIven plant There are approXImately
I0-12 agreements However, many of the other firms are m arrears concermng fees for
secunty and the company IS currently In arrears 4 months WIth wages

Table I I I IS the mcome statement for the secunty guard dIVISIOn Supportmg tables
Include I I 2 (Other Income and Expenses), 1I 3 (Mam ProductIon Costs), I I 6 (Agmg of
Accounts ReceIvable) and II 7 (AgIng ofAccounts Payable)

Table 11 1 IS the 1996-1998 quarterly restated Income statement Although sales
vary, they have normally ranged between 4 - 5 mrlhon DAR The one exceptIon IS the last
quarter of 1996 when revenues Increased to 6 rmIhon

The next sectIOn m the mcome statement deals WIth operatIonal expenses For the
most part, the expenses are wages WIth a very small amount of operatmg cost Wages
normally average around 15 - 25 rmIhon DAR each quarter

Table 11 2 reports the other revenues In the general context of the restatement
model, WIth ItS pnmary focus on electncIty and heat, tlus IS where revenues from the other,
non energy busmess revenues are reported Table I 1 3 are the mam costs Cost were
dIscussed above wItlun the context of the Income statement

Balance Sheet

Table 11 4 IS the restated balance sheet for the sector For 1998, first quarter results
are aVaIlable at the tIme thIs report IS bemg wntten Both account's receIvable and payable
were aged for the restatement by each busmess urnt However, the net result would have had
InSIgruficant Impact on the balance sheet and the ongInal values were used All other values
were taken from the UkraIman reported finanCIal statements

FIXed assets are matnly an office and some office furmture Therefore, the values are
very small Current assets Increase from 2 mrlhon DAR to 23 mrlhon DAR dunng the
perIod examIned 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 IS accounts receivable Startmg m 1996,
the balance grew from 2 to 2 2 mrlhon DAR All of It IS arrears due for servIces rendered
to outSIde consumers
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Table 111
LVlv Guard

Ukraine Energy Project
Income statement for the Period Ending

(OOOUAH)

OPERATING INCOME 114196 1/7/96 1110196 111197 114197 1/7/97 1110197 111/98 114198

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) (7) (7) (3) (7) (3) (1) (10) (3)
Fuel and Raw Materials 0 0 0 0 0 0 0 0 0
Wages & Soc,al Costs (96) (202) (153) (142) (251) (182) (178) (285) (285)

Tofal Operatmg 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)

Total Operational Expenses (33) (2) (0) (0) (15) (55) (8) (19) (3)

Operating Income 329 241 320 442 202 223 252 122 144

NON-CPERATING INCOME

Net Non Utility 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 Receivable I 0 0 0 0 0 0 169 82 112

Unrealized Accounts Payable' 0 0 0 (194) (355) (349) (332) (329) (321)
Taxes & Payments 0 (0) (515) (14) (18) 5 (15) (33) (139)

Total Taxes and Fmanclal Costs 0 (0) (515) (209) (373) (345) (177) (279) (348)

NET INCOME 330 241 (195) 233 (171) (122) 75 (158) (203)

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

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

q~'-,
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Table 11.2
Lviv Guard

Ukrame Energy Project
Indirect Income and Expenses

- - - - - - -

~

Indirect Income Other Expenses
Other Outside Internal

Revenues ~dles

Month

Janurary (1996) 799 38 0 0
February 1068 50 0 0
March 1372 49 0 0
Apnl 1134 41 0 0
May 1134 41 0 0
June 1014 41 0 0
July 1146 46 0 0
August 1146 46 0 0
September 1146 46 0 0
October 1407 55 0 0
November 1407 55 0 0
December 1407 55 0 0
Janurary (1997) 1210 44 0 0
February 1140 41 0 0
March 1140 41 0 0
Apnl 113 4 41 0 0
May 1134 41 0 0
June 1134 41 0 0
July 1078 39 0 0
August 1078 39 0 0
September 1068 39 0 0
October 1068 39 0 0
November 1068 39 0 0
December 1068 39 0 0
Janurary (1998) 1090 39 0 0
February 1057 38 0 0
March 1057 38 0 0
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Tahle~ 11 3
LvIV ('uard

Ukrame Fnergy Project
Main Produclion Costs

COII'dnuil' 'p ACr1alll r Low ... o P dUm Tran pol1 r " "i nldnJ: Non In ntmmt p,r .... d
Il p d lion Malnttnan Mtrf.r. Fd l\f trrlal r" Unf"'" Prrdtrt nth 11m of LV thl1L1 Col [ pft... Opt'nU ... Up nllon [pm

~ --'-- --'-- __5_ __6_ __7_ --"- --"- __'0- __11- ---lL- __1'_ __16_ _IL --'"- _'_0- -~-

J.nurary (f99B) 0 • • • • • • • • • • • • • • •
February n • • • • • • • • • 1 • 0 • • •
March • • • • • • • • • • 31 • • • • •
April • • • • • • • • • • 1 • • • • •
M.y • • • • • • • • • • • • • • • •
Jun. • • • • • • • • • • 1 • • • • •
July • • • • • • • • • • • • 0 • • •
August • • • • • • • • • • • • • • • •
September • • • • • • • • • • • • • • • •Oclober • • • • • • • • • • • • • • • •
November • • • • • • • • • • • • • • • •
December • • • • • • • • • • • • • • • •
J.nurary (1997) • • • • • • • • • • .. • • • • •
Fl!!bruilry • • • • • • • • • • • • • • • •
March • • • • • • • 0 • • 2 • • • • •
April • • • • • • • • • • " • • • • •
M.y • • • • • 0 • • • • 1 • • • • •
J.... 0 • • • • • • • • • 0 • • • • •
July • • • • • • • • • • • • • • • •
August • • • • • • • • • • " • • • • •
September • • • • • • • • • • • • • • • •
October • • • • • • • • • • 2. • • • • •
November • 0 • • • • • • • • J • • • • •
December • • • • • • • • • • 2 • • 0 • •
J...nry (199B) • • • • • • • • • • • • • • • •
February • • • • • • • • • • 1 0 • • • •
March • • • • • • • • • • 2 • • • • •

Non 01H'...UooIII SdOanmt OIh r Non h deft Budc:d Inst r.tlet: Cm Utbt n/ Intm.s Int d put [lprdUm

In rIQnmb [on .. Cm A GIll"'!. ,\~\ 0;; ppU n P ynmt P )'tuftd. P 1JI1rnt ,,, IT AdYiWletI C tdlt rs 'irlUmml 'i~Ucnmt Fund

--'-'- --""-- __30_ __51_ __55_ __60_ __65_ __68- __6"_ _7_0_ __71_ _7_6_ __71_ __7"_ -~ 'Wh

Jamnry(1SS6) • • • • • • 0 0 0 0 • • 0 •
February • • • • • '7 7 " • • I • • •March 0 • , • • 17 19 49 0 • , • • •
April • • I • • 7 2' 54 • • , 0 • •
M.y 0 • • • • " I" .7 0 3 1 • • •
J.... 0 • • • • IS 19 ., • • • • • •
July • • • • • • • • • • 0 • • •
August 0 • • 0 0 2 03 I" 0 , I 0 • •
September 0 • • • • SI3 19 52 • 5 1 • • •
October • • • • • 7 22 56 • 0 • • • •
No ember 0 • • • • 0 • 0 0 0 • 0 • •December • 0 • • • " 17 .7 • 2 , • • •
Jan rary (1997) • • • • • • 21 5. 0 • I 0 • •February 0 • • • • • 24 69 0 • • 0 n •
March • 0 0 • • , 2J '" • • • • • •
April • • • • • I 25 •• 0 • • n • •
M.y • • • • • • 19 •• • 2 • • • •
J.... • • • • 0 0 • • • • • 0 0 •
July • • • 0 • " 22 59 • • • • • 0
August • • 0 0 • 1 '< 7. 0 • 0 II • 0
Seplember • • • • • • • " 0 0 0 0 • •
Ot\obtf 0 • • • 3 • 25 •• • • 0 0 0 0
November • • 0 • 2 • 25 7. • • • " • •
December • 0 • • 5 • 25 7' 0 • • " 0 0
Janun.ry (19gB) 0 • 0 • 107 • 2S 7. 1 • 0 " 0 ''7
Fl!!bru ry • • • • 3 7 2S ,. • • 0 • m
March • • • • • 10 ,. 70 • 2 II ( 0 ''7
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Table 114
LVlv Guard

Ukraine Energy Project
Balance Shoet a8 of

(000 UAHj

ASSETS 111/96 114/96 117/96 1110/96 1/1/97 1/4/97 117/97 1110/97 1/1/96 1/4/98
Long Term Assets

Fixed Assels 4 4 6 6 6 6 6 6 6 6
Less Accumulated DeprecJatJon 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 UbIIly Plan' 3 3 6 6 5 5 5 5 5 4

Other Property and Investments
Nonu1lllty Property and Intan!lbles 8 18 18 34 44 148 200 183 222 214

Less Accumulatad Depreciation 3 6 8 8 21 20 70 60 82 80
Net Nonutillty Property and Intanglblas 6 12 10 25 23 128 130 123 140 134
Long Term Flnanclallnvesbnents 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 Properly and Investments 6 12 10 25 23 128 130 123 140 134

Current Assets
Cash and Short Tenm Investments 30 23 4 0 0 45 3 6 11 5
Accounts Recalvable 192 454 580 743 1021 1406 1569 1777 1734 2170

Less Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0
Net Receivables 192 454 580 743 1021 1406 1569 1777 1734 2170

Inventory 0 0 0 0 0 0 0 0 0 0
Govemment Employee and Other Receivables 25 17 1 178 101 12 33 15 29 92
Other Current Assels 1 137 228 184 20 0 48 87 1 51

Total Cu""nt Assels 247 631 812 1105 1142 1463 1653 1885 1775 2318

TOTAL ASSETS 256 646 827 1136 1171 1596 1788 2013 1920 2456

CAPITALIZATION AND LIABILITIES
Stockholders EqUIty

Slatutary Capital (Net) 11 11 11 11 17 11 11 11 11 11
Additional Capital 0 0 0 0 0 0 0 0 114 115
Reserve Funds 11 11 13 30 8 119 119 119 7 8
Retained Earnings 0 330 570 375 609 438 316 392 234 31
Unrealized Differences 1 (330) (570) (375) (609) (438) (316) (392) (234) (33)

Total EqUiIy 23 23 25 41 25 131 130 130 132 132
Lang Tenm Debt 0 0 0 0 0 0 0 0 0 0
Other Lang Tenm UablUties 0 0 0 0 0 0 0 0 0 0

Total CapItalization 23 23 25 41 25 131 130 130 132 132

Current Liabilities
Short Tenm Debt 0 0 0 0 0 0 0 0 0 0
Accounls 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 SoclallnsLrance Payable 109 187 209 347 484 552 603 664 617 647
Taxes and Nan-Budget Payable 12 21 39 76 102 124 117 131 121 625
Govemment Employee and Other Payable 0 0 0 0 32 266 0 1 0 0
Advances from Customers 0 0 0 0 0 0 0 0 0 0
Other Cooent Liabilities 10 8 4 106 13 8 10 7 16 18

Tolal Cu""n' Liabilities 233 623 802 1 095 1146 1 466 1658 1883 1 788 2 324

TOTAL CAPITALIZATION AND LIABILITIES 256 646 827 1136 1171 1596 1 788 2013 1920 2 4~6

, UlYeoued cifferences represents the In"econcllable cifference atter conversion of the Ukramlan accounting system Into International Accounting Standards

I.-
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Tahle 115

LVIV Conard
FIO.lDeml Rah()~

114/96 1/7/96 1110/96 111/97 114/97 1/7/97 1/10/97 1/1198 1/4/98

Short Tenn Liquidity
OJrrenl Rallo 10 10 10 10 10 10 10 10 10

CollectIOn Rate 80% 61% 50r 39% 42% 27% 34% 27% 20%

% Accwnls Rectcvable Over 60 Days 0% 0% 38% 42% 48% 47% 46% 46% 49%

% ACCOOIIIS Payable Over 60 Days 0% 0% 0% 0% 0% 68% 31% 269' 260%

Capital Structure and Long Tenn 'lolvency
Debllo Eqully 276 325 267 457 112 128 14 \ 115 176

Debt to Total Assets 97% 97% 96% 98% 92% 93% 94% 93% 95%

Tunes Inlerest EantOO (Cash)

Operating Perfonnante Ralio~

Average Ratio of Sales Tariff 10 Purchase Price (Electricity)

Operatmg Profits to Sales 714% 533% 666% 712% 425% 482% 574% 279% 331%

Net Unrealized. Accoonts to Sales 00% 00% 00% 331% 747% 75\% 756% 754% 736%

Net Income to Sales 7I 5% 533% -406% 397% 359% 263% 171% 362% -466%

A~set Utilization
Sales 10 CUrrelll Assels (Annlahzoo) 29 22 17 2 I 13 II 09 10 08

Sales to Net Utlhly Plant (Annlahzoo) '1442 3264 3493 4357 3589 3700 3510 1487 4362

Sales 10 Tolal Assels (Annuahzoo) 29 22 17 20 12 10 09 09 07

Common Size Income 'llalement (% of Total Sale~)

Purchases Energy 10 Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%

Operatmg and Mawlenance to Sales 06% 16% 15% 05% 15% 06% 02% 23% 08%

Puello Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%

Wages and SOCial ('ml to Sales 208% 44 6% 318% 242% 528% 194% 40 \% 6\4% 61'1%

Deprecl8110n to Sales 72% 05% 01% 01% 32% 118% 18% 44% 08%

Operatmg Income to "iales 714% 533% 666% 752% 425% 482% 574% 279% 33 1%

Net hlcome to Salcs 71 \% 533% -406% 197% 359% 263% 171% 362% -466%

Common Size Balanle 'lheet (% of Totdl A~~et~)

Accoonts Recel\ ahle 703% 701% 6\4% 872% 8& 1% 878% 883% 903% 884%

Current Assets 977% 981% 973% 97 \% 916% 924% 936% 92 4% 944%

Net FIXed Assels 0\% 07% 05% 0\% 03% 03% 02% 01% 02%

Current Llablhtles 96 \% 970% 964% 979% 918% 927% 93 \% 91 1\{ 946%

Long Tenn Llabthtles 00% 00% oor 00% 00% 00% 00% Oll% 00%

EquIty 3\% 30% 36% 21% 82% 73% 6\% 69% 14%

- --~--
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EqUIty Increased between the second and tlurd quarters of 1996 because of the
asset revaluatIOn As for current habIhtIes, the company's total Increased from 2 to 2 3
1UI1Iion All of the Increase was due to arrears accumulatIng to the short term credItors
These credItors range from supplIers to labor

!:Jtatement a/Changes m Fmancial POSitIOn

Table 11 8 exammes the cash flow from all finanCIal actIVItIes dUrIng the year
Total net Income for the entIre perIod totaled 3 IUIlhon DAR for the 2 Y4 years exalUIned
III the restatement As for Investment actIVItIes, gross assets had a large Increase In the
second and tlurd quarter of 1996 due to the revaluatIon EqUIty dIsplayed very httle
VarIatIOn dUrIng the perIod WIth the exceptIon ofan Increase by 3 IUIlhon from the fixed
asset revaluatIOn that was added to the Reserve Account
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Table 11 6
LVlv Guard

Ukrame Energy Project
Determmatlon and Agmg of Accounts Receivable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Revenues Received Balance Balance Balance Balance Write-Offs Receivable Write-Offs

Month (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAHI (000 UAH) 1000UAH) (000 UAHI (000 UAHI

January (1996) 118 123 (5) (5) (5)
February 157 128 24 0 24 24
March 186 117 93 0 0 93 93
Apnl 155 112 136 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 0 351 351
August 160 75 160 160 116 0 0 436 436
September 160 84 160 160 160 32 0 513 513
October 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 1066
March 155 75 155 155 165 121 148 597 1146
Apnl 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 98 102 534 2093
January (1998) 148 24 148 145 145 121 98 560 2218
February 144 44 144 148 145 101 121 539 2316
March 144 21 144 144 148 124 101 560 2441

Sources (By Column)

1 Actual fIgures proVIded by company

2 Defmed as actual cash receIved piUS NDC non payments pIus (non cash receIved minus non cash NDe paymentsj 750/ ThIS correct/on discounts non cash transactIons to an eqUivalent value that

can be used to pay credItors

3 Column 1 Column 2

4 6 Assumed that money paId goes first to the oldest unpaId balance

7 Arter 90 days the debt Is 'MIlten 0" and treated as Income to the firm

8 Sum of columns 3 4 5 and 6. 0' CumUlative accounts receIVable without INr1te.offs---'->'"
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Table 11 7
LVIV Guard

Ukraine Energy Project
Determination and Aging of Accounts Payable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days ReceIVable

Total Realization Month UnpaId UnpaId UnpaId Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Wnte-offs Receivable Wnte-offs

Month (000 UAH) lOOO UAH) 1000 UAH) (000 UAHI (000 UAH) (000 UAH) (000 UAHI (DOD UAH) lOOO ~AI::I)

January (1996) 0 123 (123) (123) (123)
February 13 128 (238) 0 (238) (238)
March 119 117 (236) 0 0 (236) (236)
April 86 112 (263) 0 0 0 (263) (263)
May 79 95 (278) 0 0 0 0 (278) (278)
June 46 68 (300) 0 0 0 0 (300) (300)
JUly 0 79 (379) 0 0 0 0 (379) (379)
August 85 75 (370) 0 0 0 0 (370) (370)
September 591 84 137 0 0 0 0 137 137
October 85 82 85 55 0 0 0 140 140
November 0 76 0 64 0 0 0 64 64
December 75 74 66 0 0 0 0 66 66
January (1997) 98 75 88 0 0 0 0 88 88
February 101 48 101 40 0 0 0 141 141
March 92 75 92 66 0 0 0 159 159
April 148 53 148 92 13 0 0 254 254
May 86 39 86 148 67 0 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 0 49 86 251 371
September 0 48 0 106 48 0 49 153 323
October 125 26 125 a 106 22 0 253 422
November 102 45 102 125 0 61 22 288 479
December 120 47 120 102 78 0 61 300 552
January (1998) 54 24 54 120 102 54 0 330 581
February (51) 44 (51) 54 120 58 54 180 487
March (43) 21 (43) (51) 54 99 58 59 422

Soun:es (By Column)

1 Aclual ligures provided by company

2 Aclual ligures provIded by company

3 Column 1 Column 2

4 (; Assumed Ihat money paId goes lirst to the oldest unpaid balance

7 After 110 days the debt ,s wntlen off and /reated as mcome to the lirm

8 Sum orcolumns 3 4 5 and (;

9 CumulatIve accounts receIVable without WTlle-olfs

~I
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Table 11 8
LVlv Guard

Ukrame Energy Project
statement of Cash Flows for the Period Endmg

Ukraine Energy ProJBCt

114196 117196 1110196 111197 114197 117197 1110197 111/98 411198

Cash Flow from Operating Activities

Net Income 330 241 (195) 233 (171) (122) 75 (158) (203)

Adjustments to Reconcile Net Income to Net Cash Flow

Change In Accounts Receivable (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 In Accounts Payable 304 143 16 (52) 1 412 152 (46) a
Change In Other Short Term Llabllilles 86 36 277 102 318 (220) 73 (49) 536

DepreCiation Expense 4 2 a 13 (1) 51 (10) 22 (1)

Net Cash Provided by Operating Activities 3 (19) (4) 27 43 11 (141 42 (14)

Cash Flow from Investment Activities

Completed Plant In SeNlce a (2) a 0 a a a a a
Change In Construcllon Work In Progress a a a a a a a a a
Change In Nonutll,ty Property and IntangIbles (9) (0) (16) (11) (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 a a a 0 a 0 a a a
Lon9 Term Loans a 0 a 0 0 a a a a
EqUity a 2 16 (16) 108 (1) a 2 2

Net Cash Provided by Financing Activities 0 2 16 (16) 106 (1) 0 2 2

Unrealized Cash Differences 1 (330) (241) 195 (234) 171 122 (75) 158 201

Net Change In Cash (6) (20) (4) 0 45 (42) 3 5 (6)

Note 1 ThiS account measures the unrealized operatmg losses that eXist wIthin the flnanc13i statements differences In accounting systems and
potential errors ,n bookkeeping due to lack of audIting
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12. NETWORK ADJUSTMENT

ThIS dIvIsIon has three functIOns, the first IS the adjustment of electnc factlIties and
eqUIpment, the second IS to desIgn htgh voltage mstallatlOns and the thtrd to fix and regulate
electnc meters to the fmal consumer Its revenues come from both mternal contracts and
outSIde chents The outSIde chents consIst ofwestern Ukrannan oblasts who formally were
part ofthe regIOnal network The dIvIslOn IS also responsIble for research and development
One of the projects they have been expenmentmg wIth IS wmdmtlls The dIVIsIOn has
approXImately 120 employees

Table 12 lIS the mcome statement for the network adjustment dIvIslOn Supportmg
tables mclude 12 1 (Other Income and Expenses), 122 (MamProductIon Costs), 125 (Agmg
of Accounts ReceIvable) and 126 (Agmg of Accounts Payable)

Table 12 1 IS the 1996-1998 quarterly restated mcome statement Although sales
vary, they have nonnally ranged between 2 - 7 rntllton UAR Smce the dIVISIon serves both
mternal needs and outSIdes chents, the ratIo ofthe revenues from each IS Important Over the
restatement penod, outSIde chents nonnally contnbute 2/3'sand mternal transfers 1/3 of
revenues However, thts relatIOnshtp IS htghly vanable from quarter to quarter

The next sectIon 10 the mcome statement deals WIth operatIOnal expenses As
expected for a techmcal dIVISIOn, the major expenses are wages and operatmg cost Wages,
nonnally a stable cost, has been htghly vanable Begmmng m 1996, the labor costs were 02
mI1hon UAR Throughout the next eIght quarters absolute costs has mcreased unttl the 1sl

quarter of 1998 the cost grew to 14 mIllIOn The cause of the mcrease IS both accountmg
procedures and adjustments for the cost ofhvmg (mflatlOn)

Table 12 2 IS other mcome and mternal transactlOns In the general context of the
restatement model, WIth ItS pnmary focus on electncIty and heat, thts IS where revenues from
the other, non-energy busmess revenues are reported

The next table, 123, outlmes the mam productIon costs assocIated WIth the company
The fonnat ofthe table follows the format used wIthtn the generally accepted practIces found
both wIthtn the power sector and 10 normal accountmg for Ukrame WIthtn the table are all
the basIC accounts used to record costs of productIon However, dIscusslOn ofcosts wtll be
made WIthIn the context ofthe restate mcome statement DIscusslOn of these costs was made
under the mcome statement sectIon above
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Table 121
LVlv Adjustment

Ukrame Energy Project
Income Statement for the Period Ending

(OOOUAHj

OPERATING INCOME 114196 117196 1110196 111197 114197 117197 1110197 111198 114/98

Sales
Electrlc,ty a a a a a a a a a
Heat a a a a a a a a a
Internal Transfers 69 188 204 427 88 90 22 65 44
Other Revenues 172 273 273 246 133 199 348 367 259

Total Sales 241 461 477 673 221 289 370 433 303

Operational Expenses
Purchased Electricity a a a a a a a a a
Operating Expenses (21) (58) (38) (53) (46) (48) (32) (134) (43)
Fuel and Raw Materials a a a a a a a a 0
Wages & Soc,al Costs (22) (55) (BO) (112) (106) (142) (139) (16B) (144)

Total Operallng Expenses (43) (113) (119) (165) (153) (189) (171) (302) (187)

Maintenance (4) (2) (3) (1) a a (2) (5) (1)
Deprec,allon (6) (6) (8) (14) (13) (13) (33) (8) (26)

Total Operational Expenses (10) (8) (11) (15) (13) (13) (35) (13) (26)

Operating Income 188 340 347 493 55 87 164 117 89

NON-oPERATING INCOME

Net Non Utility Operating Income a a a a a a a a 0

Total Operating Income Before Taxes and Financial Costs 188 340 347 493 55 87 164 117 89

Taxes and Financial Costs
Inlerest on Long Term Debt a a a a 0 a a a 0
Unrealized Accounts Rece,vable a a a a a a a a 0
Unrealized Accounts Payable' 0 a a (102) (229) (314) a (189) (295)
Taxes & Payments (7) (10) (17) (12) (12) (12) (13) (15) (14)

Total Taxes and Fmanclal Costs (7) (10) (17) (113) (241) (327) (13) (204) (30B)

NET INCOME 181 330 330 380 (186) (240) 151 (87) (219)

1 It,s assumed that accounts rece,vable 90 days or older are written off as bad debt expense

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

':-1
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Table 12 2
LVIV Adjustment

Ukrame Energy Project
Indirect Income and Expenses

Indirect Income Other Expenses
Other OutsIde Internal

Revenues ~dles

Month

Janurary (1996) 534 16 0 0
February 563 38 0 0
March 620 16 0 0
April 882 24 0 0
May 935 38 0 0
June 91 3 125 0 0
July 888 34 0 0
August 91 7 102 0 0
September 930 67 0 0
October 857 67 0 0
November 773 66 0 0
December 835 293 0 0
Janurary (1997) 41 3 17 0 0
February 45 I 64 0 0
March 468 7 0 0
April 548 II 0 0
May 302 24 0 0
June 1142 56 0 0
July 336 IS 0 0
August 1042 I 0 0
September 210 7 6 0 0
October 1145 2 0 0
November 973 7 0 0
December 1556 57 0 {)

Janurary (1998) 730 4 0 0
February 939 1 0 0
March 923 39 0 0
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Lvlv Adjmtment
Ukraine Energy Projelt

Main I"rOflucllon ('o,ts

COisinJdton "ipue Acrindl 1.Mo-olu n p f'd tlon TIlDl port C " iii nldlll: Nm. In estnlmt Drr rr d
(J ptf'd Uon MalnltllaJlN' Mal rf" ru~ M trial P ~ U"'od< P ad do' (Xb 11m oftVHm "" E ..... 0pfr.Uan (J1"'"Um E ..... "

~
__2__ --'-- __5_ __6_ __7_ __8- __9_ --!L --"- __'2_ __n_ __'6_ -!!- _.!L- -------lO_

-~-
J,mnry(1996) 0 0 I 0 0 0 0 0 0 0 I 0 • 0 • 0
F~bru1ry I • 0 0 0 4 0 0 0 0 , 0 • 0 0 0
Marth , 0 0 0 0 0 0 0 0 0 0 0 0 • 0 0

April , 0 0 0 0 0 0 • 0 0 0 0 0 0 0 0
May I 0 I • 0 2 0 0 0 0 0 0 • 0 0 •
June 3 0 0 0 0 • 0 0 • 0 0 • 0 0 0 •
July 2 • I • 0 3 • 0 • • 0 0 • • 0 0

August 3 • 0 0 0 0 • 0 0 0 0 • • • • •
September 3 0 0 0 • • • • • 0 0 • • 0 • •
October 4 0 , • 0 • • • 0 • 0 0 • • 0 •
November 4 0 0 0 0 I 0 0 • 0 • 0 • • • 0
De(:ember 4 • 3 0 • 0 0 • • 0 0 • • 0 • •
Jamnry (t997) 4 • • • 0 • 0 • 0 • 0 0 • • • 0
February 4 0 0 0 0 0 0 0 0 0 0 0 0 • • •
M rch , • • • • 0 • • • 0 0 • • 0 • •
April 4 • 0 0 0 • 0 0 0 • 0 0 • 0 0 0

May 4 0 0 0 0 0 • 0 0 0 0 0 0 0 • 0

'\01. 4 • 0 0 • 0 0 0 0 0 • 0 0 • • •
July 4 0 • 0 • • 0 • • 0 • 0 • • 0 0
August 6 • 3 • 0 2 • 0 0 • 0 • 0 0 0 •
September 12 0 0 • 0 0 • • 0 0 • • 0 0 • 0

October 4 0 • 0 • 0 0 0 • • 0 0 • • • 0

November 2 2 3 • 3 • 0 0 • • 0 0 • • 0 0
December 2 0 2 0 0 3 0 0 0 0 0 0 0 0 • 0
J,nwry (t996) " • 0 0 • 0 0 0 • 0 0 • 0 0 • 0

Febru.uy 7 • • 0 0 • 0 0 • 0 0 • • 0 0 •
March • 0 0 • • I 0 0 • • • 0 0 0 0 •

Nan OpenUonlll lI;jritlcmmt uti r Non buded R d,tt lnm...", c.... IJtht ts1 IIItm." Inltrd p rl Dtrrtd.Unn
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__3_'- -_...._- __$0_ --"- __5'_ __60_ __65_ --'"- __69_ __70_ __71_ __76_ __71_ _7_'_ --!6__ _(Hh L

Jamnry (1996) • 0 2 4 • 0 7 0 0 4 0 0 , •
February • • 2 0 0 • , 0 , 6 0 • 0 0

March 0 0 2 0 0 7 • I 0 0 • 0 0 ,.
April • • 2 0 0 3 • I • " • 0 • 0
May 0 0 , I 0 • ,. 0 , • 0 0 • 0

J",. 0 • , • 0 3 • 2. 0 " 0 • • 0
July • 0 3 • 0 • 9 23 0 II 0 0 0 0
Augusl • 0 I • 0 • • 21 0 ,. 0 , 0 •
September • 0 0 0 3 4 , 14 0 • • 0 n n
October 0 0 • 0 I , ,. 2. • '0 0 • • n
November 0 • 0 I 2 • II '0 0 22 • 0 n 0

Oeeember 0 0 0 2 0 • II 21 • 17 , • 0 •
Janurary(1997) • 0 • 0 I • '0 24 • • 0 • • •
February 0 0 0 I I , '0 23 0 21 • • n 0
Marth 0 0 • • • • '0 21 0 14 0 • • 0

April • • • 0 • • " 3' 0 17 0 • 0 •
M,y 0 • 0 • 0 • 11 " • 11 • 0 n 0
JIlll. • 0 I 0 0 , 14 " • " 0 • 0 "July • 0 • 0 0 2 II 3. 0 II • 0 n 11
August 0 • 0 0 0 n " " 0 " 0 0 • 0
September 0 0 I • I 10 " 3. • 2 0 0 0 0
Oetoblr • • 0 0 , • " 33 0 " 0 0 0 "'November 0 0 0 0 I , 22 70 0 lU 0 II 0 ]\0
Dectmber 0 0 0 0 • ,

" " 0 0 • n 0 ".J,nwry (1996) 0 0 0 • 0 • " " • • • n • 7l
February 0 0 • 0 I • 13 3. 0 " 0 " 0 "March • • 0 • • ,

" 3. 0 17 • n n 71
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Balance Sheet

Table 124 IS the restated balance sheet for the sector For 1998 first quarter results
are avaIlable at the time thIs report IS beIng wntten Both account's receIvable and payable
were aged for the restatement by each bUSIness umt However, the net result would have had
mSIgruficant Impact on the balance sheet and the ongInal values were used All other values
were taken from the Ukrarruan reported financIal statements

Current assets Increase from 2 mIllIon UAR to 1 8 mIllIon UAH dunng the penod
examIned Compared to the SIze ofother 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 IS accounts receIvable StartIng In
1996, the balance grew from 2 to 2 2 mIllIon UAH All of It IS arrears due for servIces
rendered to outsIde consumers

EqUIty Increased due to the revaluation Most ofthe Increase was Included In the
Reserve Funds whIch IS the correspondIng account to the Increase In fixed assets under the
fixed asset revaluatIon mentIOned above 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 ofChanges m FmancIal POSItiOn

Table 128 exammes the cash flow from all finanCIal actIVitIes dunng the year Total
net Income for the entIre rune quarters totaled 6 nullIon UAH As for Investment actIVitIes,
gross assets had a large Increase In the second and thrrd quarter of 1996 The Increase In
fixed assets was caused by the Increase In revaluatIon Other than thIS correctIon for InflatIOn,
very httle Investment occurred EqUIty dIsplay very lIttle vanatIOn dunng the penod WIth the
exceptIon ofan Increase by 3 nullIon from the fixed asset revaluatIOn that was added to the
reserve account
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Table 124

LVIV Adjustment
Ukraine Energy Project

Balance Sheet a8 of
(000 UAHj

ASSETS 1/1/96 1/4/96 117/96 1110/96 111/97 1/4/97 117/97 1110/97 111/98 1/4/98Long Tenn Assets
Fixed Assels 2702 2706 2049 2053 2053 2053 2055 2059 2245 2269Less Accumulaled Depreciation 680 717 638 647 660 673 686 718 595 621Net Fixed Assets 2021 1989 1411 1406 1394 1380 1370 1341 1650 1668Assels Under Construction 0 0 0 0 0 0 93 201 0 19Nel UMty Plant 2021 1989 1411 1406 1394 1380 1463 1542 1650 1687

Other Property and Investments
Nonu1JlIly Property and Intangibles 115 108 137 13 15 18 20 22 24 23Less Accumulated Depreciation 6 14 17 1 2 3 3 3 6 6Net Nonu1Jllly Property and Intangibles 110 94 120 12 12 15 17 19 18 17Long Term Flnanclallnvesbnents 0 0 0 0 0 0 0 0 0 0Other Non-Current Assets 0 0 0 0 0 0 0 0 0 0Tolal Other Property and Investmenls 110 94 120 12 12 15 17 19 18 17

Current Assets
Cash and Short Term Invesbnents 104 89 95 10 30 13 47 37 1 33Accounts Receivable 909 1094 500 181 161 205 264 385 565 660Less Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0Net Receivables 909 1094 500 181 161 205 264 385 565 660Inventory 167 155 200 23 260 676 819 879 191 203Government Employee and Diller Receivables 0 4 0 0 144 256 266 24 133 74Other Current Assets 9 439 754 45 2 32 39 59 1 22Tolal Current Assels 1189 1780 1549 259 598 1181 1434 1384 891 992

TOTAL ASSETS 3320 3863 3080 1677 2004 2577 2914 2945 2559 2696

CAPITALIZATION AND LIABILITIES
Stochholders EqUity

staMary Capital (Net) 1422 1422 142 142 142 142 142 142 142 142Additional Capital 0 0 0 0 0 0 0 0 0 0Reserve Funds 827 840 130 1304 1558 1994 2220 2271 1800 1811Retained EarnIngs 0 181 511 841 1220 1034 794 946 858 639Unrea6zed Differences' (181) (510) (841) (1220) (1035) (794) (945) (872) (639)TolalEqUity 2249 2262 273 1446 1700 2136 2362 2413 1928 1953Long Term Debt 0 0 0 0 0 0 0 0 0 0Diller Long Term liabilities 0 0 0 0 0 0 0 0 0 0Total CapllallZa~on 2249 2262 273 1446 1700 2136 2362 2413 1928 1953
Current Liabilities

Short Term Debt 0 0 0 0 0 0 0 0 0 0Accounts Payable 624 958 1654 30 40 178 265 228 265 291Less Bad Debl Allowance
Net Payables 624 958 1654 30 40 178 265 228 265 291Wages and Social Insurance Payable 29~ 546 909 144 176 209 215 219 237 289Taxes and Non-Budget Payable 66 85 208 38 52 54 52 55 54 100Government Employee and Diller Payable 9 11 10 1 1 0 0 1 1 1Advances from Customers 0 0 0 0 0 0 0 0 36 0Oll1erCunent liabilities 78 1 27 18 35 1 20 29 38 62TOlal Cu""n! Liablll~es 1072 1602 2807 231 304 441 552 532 631 743

TOTAL CAPITALIZATION AND LIABILITIES 3320 3863 3080 1677 2004 2577 2914 2945 2559 2696

Unrealized differences represents the \l"lreconcilable difference after conversion of the Ukrainian accounting system Into International AccolXltJng StandardsI-~
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LVlv AdJustmlnt
"manclal Rdhos

1/4/96 1/7/96 1/10/96 1/1/97 1/4/97 1/7/97 1110/97 1/1/911 1/4/98'lhort Tenn Liquidity
Ouren! Ratio II 06 11 20 27 26 26 14 I 3CaJlcellon Rate 135% 53% 44% 30% 1101" 77% 43% 36% 38%% Aceronts Reclcvable Over {to Days 0% 0% 11% 33% 69% 181" 14% 4~% ~2%% Aeeoonts Payable Over 60 Days 0% 0% 0% 0% 0% 0% 0% 0% 0%

Capital Strudure and Long Tenn Solven~y

Debllo Eqully 07 103 02 U2 02 02 02 01 04Debt to Total Assets 41% 91% 14% 15% 17% 19% 18% 25% 281"Tunes hlteresl Earned (Cash)

Operating Perfonnanle Ratlo~

Average Ratio of Sales Tariff to Purchase Pru::e (ElectriCity)
Operal1llg Profits 10 Sales 780% 73 8% 72 7% 73 3% 249% 300% 44 3% 271% 295%Net Unreahzed AccounlS to Sales 00% 00% 00% 151% 1036% 1087% 00% 437% 974%Net mcome to Sales 752% 715% 691% ~6 5% 84 3% 830% 409% 202% 72 4%

A~set Utilization
Sales to Current Assets (Anm1altzed) 05 12 74 45 07 08 II 19 12Sales to Net UIJllly Planl (Anm1ahzed) 05 13 14 19 06 08 10 10 07Sales 10 Tolal Assets (AnnualIZed) 02 06 II 13 03 04 05 07 04

Common Size Income Statement (% of Total Sales)

Purchases Energy 10 Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%OperatUl& and Mamtenance to Sales 72% 122% 74% 78% 210% 165% 81% 298% 139%Fucito Sales 00% 00% 00% 00% 00% 00% 00% 00% 00%Wages and 50<181 Cost 10 Sales 92% 120% 169% 166% 481% 490% 376% 389% 477%DepreCiation to Sales 25% 13% 17% 20% 60% 45% 90% 19% 85%OperalUlg Income to Sales 780% 73 81" 72 7% 733% 249% 3UO% 441% 271% 29 ~!!'Net blcome (0 Sal~ 752% 71 ~% 691% 565% 843% 810% 4U 9% 202% 72 4'1f

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

Accounts Receivable 283% 162% 108% 81% 79% 90% 131% 221% 24 ~%Current Assets 46 1% 50 3% 154% 298% 458% 492% 470% 348% 168%Nel FIXed Assets 51 5% 4H% 838% 695% 536% <;Q2% ~2 4% 60% 626%Current LlabllllIes 415% 911% 138% 152% 171% 189% 181% 247% 276%Long Tenn Llablhtles 00% 00% 00% 00% 00% OU% 00% 00% UO%Eqully 585% 89% 862% 84 8% 82 9% 811% 819% 7\ 1!!' 72 4%
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Table 12 6
LVIV Adjustment

Ukraine Energy Project
Determination and Aging of Accounts Receivable

(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid UnpaId Total WIthout
Revenues Received Balance Balance Balance Balance Write Ofts ReceIvable Write-Offs

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

January (1996) 69 108 (39) (39) (39)
February 94 113 (58) 0 (58) (58)
March 78 104 (84) 0 0 (84) (84)
April 113 94 (66) 0 0 0 (66) (66)
May 132 84 (18) 0 0 0 0 (18) (18)
June 216 65 134 0 0 0 0 134 134
July 123 66 123 68 0 0 0 191 191
August 194 66 194 123 2 0 0 319 319
Seplember 160 80 160 194 45 0 0 399 399
October 153 72 153 160 167 0 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 71 170 54 48 0 16 272 917
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 1 129
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 eolumn)

1 Actual fIgures proVIded by company

2 Defined as actual cash received plus NDC non payments plus (non cash received mmus non cash NDC payments) 75% ThiS correction dIscounts non cash transactions to an eqwvalent value that

can be used to pay Credllors

3 Column 1 Column 2

4 6 Assumed thai money paId goes ftrst 10 the oldest unpaid balance

7 A/ter!lO days the debt IS wntten olf and lrealed as mcomelo lhe ftrm

8 Sum of columns 3 4 5 and 6

g Cumulative account.s receivable without 'Mlte-ot'fS
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Table 12 7

LVIV Adjustment
Ukrame Energy Project

Determmatlon and Agmg of Accounts Payable
(OOOHRs)

2 3 4 5 6 7 8 9
End of 30 Days 60 Days 90 Days Receivable

Total Realization Month Unpaid Unpaid Unpaid Unpaid Total Without
Expenses Paid Balance Balance Balance Balance Wnte-Offs Receivable Wnte-Offs

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)
Apnl 42 94 (308) 0 0 0 (308) (308)
May 28 84 (364) 0 0 0 0 (364) (364)
June 62 65 (367) 0 0 0 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 0 (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) 0 0 0 0 (482) (482)
February 64 72 (490) 0 0 0 0 (490) (490)
March 63 78 (505) 0 0 0 0 (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 0 0 (617) (617)
August 78 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 0 (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 Actual figures proVIded by company

3 Column 1 Column 2

4 6 Assumed that money paid goes first to the oldest unpa,d balance

7 Afler 90 days the debt IS wntten off and treated as Income to the firm

8 Sum ofcolumns 3 4 5 and 6

. 9 Cumulative accounts receivable without wllte-offs
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Table 12 8
LVlv Adjustment

Ukrame Energy Project
Statement of Cash Flows for the Penod Ending

Ukraine Energy Project

1/4/96 1/7/96 1/10/96 1/1/97 1/4/97 1/7/97 1/10/97 1/1/98 4/1/98
Cash Flow from Operating Activities

Net Income 181 330 330 380 (186) (240) 151 (87) (219)
Adjustments to Reconcile Net Income to Net Cash Flow

Change ,n Accounts Receivable (185) 594 319 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 (1624) 10 138 87 (37) 37 26
Change In Other Short Term lIablhlles 196 510 (953) 63 (1) 24 17 62 86
Depreciation Expense 45 (76) (7) 14 14 13 33 (120) 26
Net Cash Provided by Operating Activities (32) 1367 (1377) (232) (450) (95) 53 436 69

Cash Flow from Investment Activities

Compleled Plant In SeMce (4) 657 (4) (0) 0 (2) (4) (186) (44)
Change In Construcl,on Work In Progress 0 0 0 0 0 (93) (108) 201 (19)
Change In Nonut,hty Property and Intan9,bles 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 0 0 0 0 0 0 0 0
Long Term Loans 0 0 0 0 0 0 0 0 0
Equ,ty 13 (1989) 1174 254 437 226 51 (471) 11
Net Cash Provided by Financing Activities 13 (1989) 1174 254 437 226 51 (471) 11

Unrealized Cash Differences 1 (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 10 accounting systems and
potenllal errors 'n bookkeepmg due to lack of aud,tmg
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13. ADMINISTRATION

ThIs diVIsion has the functIOn ofoverseemg the entire range ofbusmesses under LVlv
Oblenergo It IS mamly an adrrumstratlve body where the seruor management and central
accountmg functIOns are performed It does not generated any mcome

Table 13 I IS the consohdated mcome statement for adrntrustratlOn diVISion
Supportmg tables mclude 13 2 (Other Income and Expenses), 13 3 (Mam ProductIon Costs)
13 6 (AgIng of Accounts Receivable) and 13 7 (Agmg ofAccounts Payable)

Table 13 1 IS the 1996-1998 quarterly restated mcome statement Revenues consist
only ofmternal transfers to cover costs From the begmrung of 1996 untIl the last quarter of
1997 the mternal transfers needed to cover costs declIned from 4 rntlhon UAH to 14
mIllIon For the first quarter of 1998 the money requIred Increased to 5 mIlhon

The next sectIOn In 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 mto two separate tIme penods For 1996, the cost average around 09 rntlhon UAH
Begmrung m 1997, the cost mcreased to 16 rntIlIon and then gradually declIned to Its
prevIous level In 1996 The reason for the changes In wage levels are accountmg changes
(1996) and mflatlOn (throughout the entIre restatement penod)

As for operatmg costs, for most of the quarters the cost averaged around 3 rntlhon
UAH Three quarters were the exceptIOn where It 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 ItS pnmary focus on electncity and heat, thIs IS where revenues from the other,
non-energy busmess revenues are reported For adrntrustratlon all the revenues are Internal
transfers

The next table, 13 3, outlInes the mam productIon costs assocIated With the company
The format ofthe table follows the format used WIthIn the generally accepted practIces found
both WithIn the power sector and m normal accountIng for UkraIne
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Table 131
LVlv Admmlstratlon

Ukrame Energy Project
Income Statement for the Period Ending

rOOOUAHI

OPERATING INCOME 1/4/96 111196 1110/96 111197 1/4/97 117197 1/10/97 1/1198 1/4/98

Sales
ElectriCity 0 0 0 0 0 0 0 0 0
Heat 0 0 0 0 0 0 0 0 0
Internal Transfers 396 311 357 255 216 175 130 139 520
Other Revenues 0 0 0 0 0 0 0 0 0

Total Sales 396 311 357 255 216 175 130 139 520

Operational Expenses
Purchased ElectriCity 0 0 0 0 0 0 0 0 0
Operatmg Expenses (147) (350) (309) (273) (346) (144) (320) (36B) (54)
Fuel and Raw Materials 0 0 0 0 0 0 0 0 0
Wages & Social Costs (81) (9B) (109) (B7) (160) (184) (125) (71) (149)

Total Operating Expenses (228) (448) (41B) (360) (505) (328) (445) (439) (203)

Maintenance 0 0 0 0 (2) 0 (0) (1) (7)
DepreCiation (5) (11) (18) (13) (10) (6) (11) (20) (20)

Tolal Operallonal Expenses (5) (11) (lB) (13) (13) (6) (11) (21) (27)

Operating Income 163 (148) (79) (118) (302) (159) (327) (321) 290

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 163 (148) (79) (118) (302) (159) (327) (321) 290

Taxes and Financial Costs
Interest on Long Term Debt 0 0 0 0 0 0 0 0 0
Unrealized Accounts Receivable I 0 0 0 0 0 0 0 0 0
Unrealized Accounts Payable' 0 0 0 0 0 0 0 0 0
Taxes & Payments (9) (12) (16) (47) 90 (124) (37) (74) (26)

Total Taxes and Fmanc,al Costs (S) (12) (16) (47) 90 (124) (37) (74) (26)

NET INCOME 154 (160) (95) (165) (212) (283) (364) (395) 264

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

2 It IS assumed that accounts payable 90 days or older are written off and treated as mcome
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Table 13 2
LVIV AdlDllllstratIon

Ukrame Energy Project
Indirect Income and Expenses
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Tahle~ 13 3

LVlv AdmlDl~trahon

Ukr.line Energy Project
Main Production Costs

ClJIIstrodJnn ~p r AJ:,rtr:ul1 Low oIu D p d lion Tran purt ~r .. fi no1dnC Nota In nt:n mt IJtll'ffd
D p d tlon MalnlmlU1 Mt rf-lt F rI Mat rf" r .. U"'od< Produd IHb If", rI LV lien C,"" [pm" Opt'ntlnn Opt'nUon [pm

~ --~-
__3__ __5_ __6_ __7_ --"- __9_ __10_ __11- __11_ __1'_ __16_ __18- _~9_ ~!- __31_

Janurary (1996) 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
February 0 0 5 0 0 0 0 0 0 0 0 0 0 0 0 0
March 0 0 5 0 0 0 0 0 0 0 • 0 0 0 0 0

Ap'" 0 0 1 0 0 0 0 0 0 0 0 0 0 0 0 0
M,y 0 0 11 0 0 0 0 0 0 0 0 0 0 0 0 0
June 0 0 II 0 0 0 0 0 0 0 10 0 0 0 0 0
July 0 0 9 0 0 0 0 0 0 0 • 0 0 0 0 0
August t 0 10 0 0 0 0 0 0 0 12 0 0 0 0 0
September 0 0 5 0 0 0 0 0 0 0 0 0 0 0 0 0
O~ober 2 0 0 0 0 0 0 0 0 0 , 0 0 0 0 1
November 2 0 6 0 0 0 0 0 0 0 0 0 0 0 0 0
Oetember 3 0 " 0 0 0 0 0 0 1 , 0 0 0 0 0

J'n1nry(1997) 2 0 7 0 0 0 0 0 0 0 0 0 0 0 0 0

February 2 0 7 0 0 0 0 0 0 0 3 0 0 0 0 0
March 2 0 3 0 0 2 0 0 0 0 t 0 0 0 0 0
Apr! 2 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
M,y I 0 0 0 0 0 0 0 0 0 I 0 0 0 0 0

June I 0 • 0 0 0 0 0 0 0 t 0 0 0 0 0
July 0 0 2. 0 0 0 0 0 • 0 I 0 0 0 0 0
August 5 0 0 0 0 0 • 0 0 0 0 0 0 0 0 0
September • 0 20 0 0 0 0 0 0 0 I 0 0 0 0 0
Oetober • 0 0 0 0 1 0 0 0 1 2 0 0 0 0 0
No ember 5 0 0 0 0 0 • • 0 0 0 0 0 0 0 0
December 9 0 0 0 0 0 0 0 0 0 0 0 0 0 0 3
Jan....ry (1996) • 0 t 0 0 1 0 0 0 0 2 0 0 0 0 0
February • 0 \ 0 0 3 0 0 0 0 1 0 0 0 0 0
March • 0 2 0 0 • 0 0 0 0 • 0 0 0 0 0

Non Opt'ntlnn.l Sddlmmt OIb r Non budCd. 8 dCet Jmu..,~ C.... DdJt n/ Inltmal Inl d IMrt [l prrd tlon

In rsbnmb ["""'... em A""""\ A""""t. 'i ppU n P pnffll P :rmmfJI P fnlmh Sol 'J A.dm~ Cr«!« n SrifJft\mu 'lirUlmlnd fund

--"-- __43__ __50_ __51_ --"- __60_ __65- __68_ __'9_ __70_ __71_ _7_6_ _ 78__ _7_9_ _8_6_ ~hr_

Janurary (1996) 0 0 0 1 0 0 • 17 0 3 0 0 0

February 0 0 0 • I • , \, 0 13 0 0 0
March 0 0 0 • I • 10 29 0 104 0 0 0

Apr! 0 0 0 • 0 , 7 21 0 ., 0 0 0
M,y 0 0 0 11 \ • II 23 0 I •• 0 0 0
Jun. 0 0 0 '0 \ 3 9 27 0 (;7 \2 0 0
July 0 0 0 19 1 5 '0 2. 0 ., 1 0 0

August 0 0 0 2 • 1 " 21 0 6<S " • 0
S ptember 0 0 0 1. I , 10 11 0 10. 0 0 0

October 0 0 0 11 • • 12 " 0 7. 0 0 0
November 0 0 0 " 12 • II 31 0 50 0 0 0

Decembl!r 0 0 0 .. 10 , 0 I 0 54 0 0 0
Janmry (1997) 0 0 0 " " • 12 34 0 " 0 0 0

February 0 0 0 , 41 , " 45 0 22 0 0 ,
March 0 0 0 12 2. • " 40 0 257 5 0 0

April 0 0 • 21 • • 15 42 0 21 0 0 0
M.y 0 0 0 15 •• 0 I' 44 q 1< 0 0 0

Jun. 0 0 0 7 0 II 17 4' 0 .. • 2 0
July 0 0 0 • 18 • " 3' 0 95 II 0 0
August 0 0 0 12 1 • 15 4. 0 .7 \2 0 0

Seplember 0 0 0 )( 4 • \4 • 3 .~ 0 0 0
October 0 0 0 II 9 0 0 , 0 •• 0 0 0

Novemb~ 0 0 0 •• 0 • 0 , 0 • 0 0 0
December 0 0 0 15 56 • 1. ." 2 191 • 0 0
J.n....ry (1996) 0 0 0 " 19 0 0 • 0 43 " 0 0
February 0 0 0 • • • 21 '1 0 •• 12 0 0
March 0 0 0 12 0 7 I~ .. 0 2• 0 2 0

~ .............-.-
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Table 13 4

LVIV Administration
Ukrame Energy Project

Balance Sheet 88 of
(000 UAH)

ASSETS 1/1/96 1I41!l6 1171!l6 1/10/96 1/1/97 1/4/97 117/97 1/10/97 1/1/98 1/4/98
Long Tenn Assets

Fixed Assets (26807) (26845) (198114) 7611 2431 2556 2627 2642 2686 2784
Less Aceumulated Depff!ClaUon (6925) (7289) (64826) 379 388 398 (3213) 374 475 506

Nel Fixed Assets (19881) (19555) (133288) 7233 2043 2158 5839 2268 2211 2278
Assets Under Construction 1 1 1 0 (274) 1 (1) (1) 0 0

Net UUifly Planl (19BBO) (19554) (133287) 7233 1769 2159 583B 2267 2211 2278

Other Property and Investments
NonutJllty Property and Intan91bles (1142) (1074) (1325) 66 79 90 91 80 105 116

less AccumUlated Depreciation (58) (13B) (152) 33 39 44 46 48 49 57
Net NonU1lllty Property and Intangibles (1085) (936) (1173) 34 40 47 45 33 56 59
long Term Financial Investments 0 0 0 0 0 (1) 31 0 30 30
Other Non-Current Assets 0 0 0 0 0 0 0 0 0 0

Tolal Other Propetty and Investments (1085) (936) (1173) 34 40 46 76 33 86 89

Current Assets
Cash and Short Term Investments 311 26 (183) 403 808 538 444 460 1942 417
Accounts Recefvable 20593 32442 63222 71242 82466 95131 88629 86923 85231 98688

Less Bad Debt Allowance 0 0 0 0 0 0 0 0 0 0
Net Receivables 20593 32442 63222 71242 82466 95131 88629 86923 85231 98688

Inventory 1517 1578 6216 5033 72 87 109 107 158 115
Government Employee and Other Receivables 5199 16295 (14013) (16537) (2853) (23327) (23262) (20601) (15404) (16354)
Other Current Assets 7690 842 (129216) (127949) 3302 (1950) (27B8) (4014) 35 (1348)

Tala/ Current Assets 32277 48027 (86406) (77874) B3794 70480 63132 62874 71962 81518

TOTAL ASSETS 28607 27537 (220866) (70608) 86603 72685 69046 65173 74259 83885

CAPITALIZATION AND LIABILITIES
Sloc~hotd.r s EqUIty

StaMary Capital (Net) (13232) (201) 1077 (1269) (1276) (1269) (25898) (1269) (25900) (25898)
Addltional Capita' 0 0 0 0 165285 120638 149113 115102 22456 21619
Reserve Funds 7192 1016 (119892) (121781) (162322) (120126) (119987) (116515) (745) 74
Retained Earnings (3867)
UnrealIZed Dillerences (35724) (165695) (4032) (7335) (12635) (11484) (162501 (13473) (14128)

TolalEqUity (990B) (34909) (284510) (127082) (5648) (13392) (8257) (18932) (17662) (18333)
long Term Debt 0 0 0 0 0 0 0 0 0 0
Other long Term liabilities 0 0 0 0 0 0 0 0 0 0

Total CapltaltzatJon (9908) (34909) (284510) (127082) (5648) (13392) (8257) (18932) (17 662) (18333)

Current LIabilIties
Short Term Debt 7 770 663 618 500 410 341 276 218 172
Accounls Payable 35989 57899 55499 49331 86801 81774 74827 77619 84416 96010

Less Bad Debt Allowance
Nel Payables 35989 57899 55499 49331 86801 81774 74827 77619 84416 96010

Wages and SOCial Insurance Payable (248) (4421 (756) 135 69 186 329 116 121 177
Taxes and Non-Budget Payable 2730 2070 7040 5563 1734 505 633 5400 1525 1427
Goverrvnent Employee and Other Payable 96 1738 827 389 2271 1797 773 341 (310) (219)
Advances from Customers 1 0 1 1 (507) 0 (1) 0 (36) 0
Other Currenl liabilities (61) 411 372 437 384 1404 400 353 5987 4651

Tolal Currenl L,.bJlll/es 38514 82446 63645 56474 91252 86076 77 302 84105 91921 102218

TOTAL CAPITALIZATION AND LIABILITIES 28607 27537 (220865) (70608) 85603 72685 69046 65173 74 l~9 83885

I UlV'ealized differences represents the t.nreconcllable dtfference after c.onJers\on of the UkrainIan accounbng system Into International Accounhng Standards

I ---- ----
r""')
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Withm the table are all the basIc accounts used to record costs of productIon However
dIscussIOn of costs WIll be made withIn the context of the restated mcome statement The
costs have been dIscussed m the mcome statement sectIOn

Balance Sheet

Table 13 4 IS 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 IS made publIc Therefore, the balance sheet present here IS actually a summary of the
lITlpact of these adjustments Although there are several mmor adjustments, only three have
had a sIgmficant Impact on the financIal posItIOn of the company The first were adjustments
to the gross fixed asset account pnor 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, m the quarter of the fixed assets revaluatIOn, the adjustment to
the value offixed assets decreased by 198 mIllIon UAH After thIs pomt, the adjustments m
value are posItIve and average around 2 7 rrulhon UAH

The second and thIrd major adjustments are m both the accounts receIvable and
payable account Dunng the restatement penod large amounts of debt from consumers and
to credItors were transferred to the adrntnlstration Begmmng wIth accounts receIvable, the
value transferred mcreased from 206 to 98 7 mIllIon UAH from the begmmng to the end of
the restatement penod For accounts payable, the value mcreased from 36 to 96 mIllIon
UAH
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14. TRADINGCOMPANY

This divIsIOn IS a residual from the old Soclahst regime when the company was
reqUIred to supply everythmg from housmg to recreatIOn centers In this case a separate
divISion was set up to purchase food and supphes 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 questlOnsl5 Therefore, due to ItS
small Size, the chaotIc condition of ItS records and the lack of avmlable personal to answer
questIons the restatement of ItS accounts was detemuned to be Impractical

15 After about Y2 hour walt someone (by aCCident) showed up
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15. APPENDIX ONE: METHODOLOGY OF
RESTATEMENT

In tIns sectIOn, an overvIew of the methodology used to convert SOCIalIst based
financIal statements mto statements that use InternatIonal Accountmg Standards (lAS) wIll
be dIscussed The reader must understand, however, that a restatement IS not the sImple
applIcatIon of an accountmg algonthm WIth clear mputs entered mto a standard model and
the lAS finanCIal statements forthcommg once the data has been fully mcorporated Tills
VIew IS much too SImplIstIC and the range of the determmmg vanables too WIde to
accomplIsh the task WIth such ease In the text below IS an outlIne descnbmg the dIfferent
levels ofrestatmg accounts towards lAS 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 lIabIlIty accounts), accounts receIvable and
payable were partIally adjusted to determme the effects ofbad debt on the mcome
statement The reason a more detailed restatement was not performed was cost
effectIveness The degree of restatement descnbed above was suffiCIent to determme the
finanCIal condItIOn of the company and any addItIOnal refinement would add lIttle to the
overall conclUSIons of the Oblenergo operatIng performance tIme willIe at the same
drastIcally mcreasmg the cost ofperformmg the work

INTRODUCTION

The SOVIet accountmg system IS drrectly related to the cost accountmg system of
the West The mam purpose of SOCIal Accountmg was to understand the costs of
productIon (usually on a per UnIt baSIS), how much was delIvered and how much taxes IS
owed on delIvered productIOn whereas lAS accountmg IS concerned WIth determInIng
ultImate profit from sales Although each FSU country has adapted the old system to fit
ItS own needs, the SOCIalISt Accountmg System IS founded on a senes of accounts from
1996 The baSICS wltilln each FSU country remain the same Each account represents
eIther an asset, lIabIlIty, eqUIty/fund, sales or cost For example, account 0 I IS for fixed
assets, account 20 summanzes main productIOn costs, accounts 51-59 are cash accounts
and so on The baSICS are straightforward, easy to understand and perfectly acceptable
way to account for the finanCIal transactIons mSIde a smaller company usmg manual
accountmg technIques

The major dIfference between the two systems, SOCIalISt and lAS, IS the actual
reportmg FIrst, m most SItuatIOns the SOCIalISt system reports on a cash baSIS whereas the
lAS reportmg system IS accrual The SOCIalISt reportmg system counts only what was
both delIvered and paId for whereas the lAS system counts what IS sold Second, the
SOCIalISt system main ObjectIve IS calculatIng (and to some degree maXImIZmg) taxes
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whereas the lAS system IS used for determtmng profit from operatiOns Under the
SocIalIst system a very large, complex and dynamIc set of rules eXists on what costs can be
Included before and after taxable profit For example durIng 1996 the rule was changed
concermng wage bonuses Pnor to the rule change, wages bonuses were to be deducted
after the profit was calculated The Idea behInd such a rule IS to force taxable profit to be
a larger value After the rule change the compames were allowed to Include bonuses as
wage expense and deduct before taxable profit was detenmned To overcome such a
large obstacle, the actual SOCIalIst Income statement IS Ignored and the raw data based on
the ledgers IS collected and used By follOWIng such a procedure, much of the reportIng
biaS IS elImmated and a more accurate pIcture of sales and costs can be determIned

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

DEGREES OF LAS RESTATEMENT

As stated before, an lAS restatement IS not a SImple procedure Too many vanables
eXIst concermng the actual apphcation of the SOCIalISt rules to allow It to be a standard
methodology Therefore, as With most thIngs, baSIC econOmIC pnnclples apply to finanCial
restatements as well At some pomt WIthIn the analySIS, the margmal cost of domg a task
exceeds the margmal benefit denved from the cost Because of thIs, an lAS restatement can
be thought of as a matter of degree and descnbed below IS a general outlIne the dIfferent
levels (or degrees) of restatement For tllustratlve purposes, four levels of mcreasmg
compleXity wtll be dIscussed

The first (and SImplest) level would be to adjust the sales and costs to an accrual baSIS
It IS also the most cost effectIve In SItuatiOns where the company IS eIther margmally
profitable or losmg money, thIs would be appropnate course to take smce IncreaSIng the
scope ofthe restatement will only mtensIfY the problem (unprofitablhty) that has already been
IdentIfied by a lImIted restatement When the problem ofunprofitabilIty has been IdentIfied,
It IS a waste of resources to more preCIsely measure the loss The avatlable resources can be
used m more benefiCial ways
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However, If the firm IS profitable on an accrual basIs the restatement can go to the
second level by examInIng the asset and lIabIlIty accounts In partIcular, the value of fixed
assets needs to be assessed and In most cases Increased to near faIr value Under the old
system, extremely low values were gIven to fixed assets that under today's current econOmIC
SItuatIon have lIttle 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 WIll
sigruficantly overstate profit In addItIon, both accounts receIvable and payable need to be
evaluated and all accounts on an IndIVIdual baSIS need to be aged Bad debt should be
charged agaInst earrungs If the account IS not collectable FInally, Inventones need to be
evaluated usmg a clear mventory costmg strategy All of thIs addItIOnal work IS very tIme
mtensIve and should only be completed once the company has been establIshed as profitable
wIth excellent future prospects

If the bUSIness contInues to be profitable after exarmnatIOn of the mcome, expenses
and the balance sheet, the thrrd level should be the applIcatIOn of the current taxes wIthm 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 promISIng profit potentIal OtherwIse,
It would be a waste of resources

The fourth and final level ofa restatement IS both the most complete, labor mtensIve
and expenSIve of the four chOIces It IS an audIt ofthe company finanCIal records WIthIn the
SOCIalIst system, a finanCIal team would have to reconstruct the entIre finanCIal hIstory for a
penod oftIme In essence, all accountmg transactIOns for the penod under evaluatIOn would
have to be competed a second tIme under lAS In addItIOn, IrutIal traIl balances would have
to be created

RESTATEMENT OF SALES

The ObjectIve of restatmg sales IS to convert them to an accrual baSIS In pnnciple,
thIs IS accomplIshed by deterrrumng how much electncIty was delIvered at what pnce
WIthIn the context of the Oblenergo restatement, form 46 was used to accomplIsh thIs
part of the task Form 46 IS the monthly report to MInnenergo of electncity sales by
consumer group It has both the tanffused and amount sold In addItIOn, the company
generates fees and other mcome for vanous reasons Late fees and transmISSIon fees are
example ThIs InformatIOn IS taken from the CombIned Report on Sales submItted to
MInnenergo on a monthly baSIS For the busmess umts not mvolved m the marketmg of
eIther electncity or heat, sales are taken from the general ledger account 45 (goods
delIvered) or 46 (servIces)

FInally, SInce the restatement was completed for each mdivIduaI busmess umt
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mSIde the Oblenergo consolIdated company, some Internal transactIOn adjustments were
reqUIred The data for Internal transfers was supplIed by the accountmg staff at each
busIness umt However, when the actual consolIdatIon of the mdIvldual busmess 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 IS relatIvely easy to
collect from account 20, maIn productIOn costs, wlthm the general ledger However, for
the Oblenergo, thIs was not the case The first problem IS that the electnclty sector has Its
own IndIVIdual accountIng system that was sIgruficantly dIfferent from what IS normally
found mother comparues To further compound the problem was each busIness umt that
used the energy accountIng system actually used Its own vanation In addItIOn, some of
the non-electncity busIness umts used a general ledger The result IS that Internally the
company had no conSIstent applIcatIOn ofaccountmg procedure

To overcome thIs problem ofInCOnsIstent accountIng and reportmg, It was
determme that certaIn accounts were baSIC cost accounts whIle other summanzed the baSIC
costs by functIOn For example, account 2 (deprecIatIOn), account 6 (fuels) or account 70
(wages) are baSIC cost accounts They represent an actual cost for productIOn However,
account 26 (general expenses) summanzed the baSIC cost accounts assocIated WIth the
management and support staff In almost all the busmess umts the data was collected
USIng the baSIC cost accounts The only exceptIOn was the CHP-2 umt For thIs busmess
umt, the Mmnenergo cost forms were used for three reasons FIrst, the system they were
usmg was ImpossIble to lOgIcally follow Second, they changed theIr procedures for
accountmg and reportmg In 1997 ThIs means that tfthe large amount of tIme and
resources had been corrurutted to learnIng theIr present system, It would have only applIed
to Y2 of theIr data A sirntlar amount of resources would have to be corrurutted to learn
what they actual dId pnor to the change Fmally, a large amount of the reqUIred hIstoncal
data was mIssmg SInce the SIze of the bUSIness was small and the MInnenergo forms had
proved to be accurate m the other parts of the busmess, the most cost effectIve path to use
were the Mmnenergo Report Forms were used
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PURCHASED ENERGy/FuEL

Because of Its Importance and relatIve SIze when compared wIth other costs of
productlOn, more detal1ed stanstlcs was collected on both electnclty purchases (for
electnclty dlstnbutlOn) and fuel purchases (heat) The addltlOnal data mcluded amount of
electnclty/fuel purchased, the average pnce for the month and the total amount of the
cost The mam reason for collectmg more detailed data for the largest cost IS to provIde a
more transparent VIew of the busmess for the mterested reader

MONEY IN / MONEY OUT

The purpose of collectmg such data IS twofold, first, to complete an aggregate
agmg of both accounts receIvable and payable The second reason IS to more closely
examme the structure of the flow of funds through the company Money In can be defined
as the amount ofvaluel6 collected from a consumer that WIll offset the outstandmg
accounts receIvable of the consumer Money Out IS the amount ofvalue paId out to
credItors that offsets an outstandmg accounts payable Because of the nature of the
payments system (or lack thereof) m UkraIne, attemptmg to follow the value passmg
through a company IS at best an ImprecIse SCIence The combmatlOn ofbarter deals and
the uncertain pnces assocIated wIth them, and multI-party offsets would reqmre a hIgWy
SOphistIcated system of accountmg that IS far exceeds the capabilitIes of the hand wntten
ledgers normally kept at the lower levels ofthe company To compound the problem even
more are the cash collectlOn procedures (transIt account) that returns only a small portlOn
of actual cash collected to the Oblenergo, and the regressIve and complex tax system and
the constant threat of mflatlOn which erodes the actual value of money collected

As for Money In, the data was collected m two forms, cash and non cash
payments Based on these figures, certam assumptlOns relatmg to ItS value m satlsfymg
credItors was used Cash was assumed to have 100% value m payment to credItors As
for the non cash payments receIved, It was assumed to have 100% value up to the amount
owed for electnclty Any amounts above this were dIscounted 25% to account for the
transactlOn cost of dIsposmg ofthe non cash Item The three amounts - cash, non cash
used to pay electncIty and non cash (discounted) were added together to obtam an
estImate of the amount of value actually receIved agamst sales for the same penod and IS
the figure used m the aggregate agmg ofaccounts receIvable

Money Out was collected wlthm four types of categones, cash paid for electnclty,
non-cash paid for e1ectncIty, cash paid to other credItors and non cash paid to other

The term value IS used because what IS actually collected from consumers can be m the
form ofcash, barter, and offsets
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credItors These four figures were added up and compared wIth the total expenses from
the general accounts to determme the aggregate agIng of accounts payable Also SInce
the Oblenergo IS allowed to recover book value deprecIatIOn on wlthm theIr tanffs, the
value of the asset IS equal to the amount of future cost recovery Therefore, the enterpnses
largest asset, plant and eqUIpment, IS already stated somewhat close to the fatr value
wlthm the tanff structure

The matn purpose for exammIng the aggregate flow of money IS to broadly
calculate the agmg of accounts receIvable and payable to estImate how much (If any) bad
debt should be wntten off agatnst mcome and to compare It WIth the trend In each account
on the balance sheet In additlOn, the growth m each account as calculated WIthIn the
agIng was approXimately equal to the actual growth on the balance sheet Because tms
close relatlOnsmp between calculated and actual, the ongtnal balances were used m the
restated Balance Sheet However, It should be pOInted out that for some of the mdividual
busmess uruts bad debt dId eXist and was charged off agaInSt earmngs

BALANCE SHEET

WIth the exceptIOn of accounts receIvable and payable, no other account on the
balance sheet was exammed m detatl Two reasons eXist for not extendIng to assets and
lIabIlItIes FIrst, as a gomg concern17

, the real value of a bUSIness comes from ItS abIlIty to
earn a profit and not from ItS lIqUIdatIon ofassets Therefore, the most Important
vanables to examIne are sales and costs and m tms case most of the major problems where
IdentIfied The second reason IS cost effectIveness As stated above, most of the major
problems were IdentIfied after restatmg sales and costs Smce restatIng the balance sheet
accounts IS a tIme consumIng (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 categonzed accordmg to lAS accounts that
Western mvestors 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 certatn set of
assumptIOns that are dIfferent under lAS As expected, under these assumptlOns the
assets WIll equal lIabIlItIes plus eqUIty However, the mcome statement IS restated and the
results must be mcorporated mto the balance sheet as part of retatned eammgs Once tms
IAS step IS performed the assets equal lIabIlItIes plus eqUIty reiationsmp does not eXist any
more To correct for tms situatlOn, a new account, UnrealIzed DIfferences, IS Introduced
to the balance sheet to atd 10 reestablIsmng balance wlthm the statement The account
Itself can be approXimately VIewed as an eqUIty account siffillar to retaIned earnIngs For

Tms IS an assumptIOn of lAS accountmg
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this restatement, it becomes the offset to the accumulated restated net 1Ocome mcluded 10
retamed earn10gs
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