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EXECUTIVE SUMMARY

The purpose of thIs project IS to provIde gUIdance on accountmg and reportmg standards for
the Natlonal ElectrIcIty Regulatory COIIlI1llSSIOn (NERC) ofUkrame to use m ItS oversIght
role of the lIcensees It regulates ThIs report IS m satlsfactIOn ofone of the Tasks under
DelIvery Order No 18, specIfically, NERC Task A (2) "Prepare report descnbmg mmunum
reqUIrements of lAS accountmg package to satlsfy regulatory needs and on recommended
unplementatIOn phases for regulatory accountmg standards"

The NERC lIcensees currently are not currently reqUIred to keep therr books or report theIr
finanCial conditlon m accordance With InternatIOnal Accountmg Standards However, several
of the generatlng compames and local electrIc compames have had lImIted restatement of
theIr accounts mto lAS NERC should encourage the entItles It regulates to follow
InternatIOnal Accountmg standards for several reasons lAS proVIdes a more transparent
system ofaccountlng and reportmg and thIs faCIlItates the regulatory and overSIght process
Also, mdividual lInes ofbusmess (for example electnc dIstnbutIOn and heatmg at an
oblenergo) are easIer to separate As the tanffprocess moves forward, lAS mcome and asset
accountmg Will make It eaSIer for NERC to be able to compute and measure return on
mvestment

In satlsfaction of another task under thIS DelIvery Order, Hagler BaIlly proVIded to the NERC
Staff a comprehensIve set ofregulatory accountmg and reportmg reqUIrements for each of
the SIX groups of lIcensees, mcludmg fonns to use to comply WIth those reqUIrements Those
reqUIrements are m accordance With UkraIman accountmg, which the enterpnses are reqUIred
to contmue to follow ThIs report prOVIdes NERC With recommendatIons on the adoptIOn of
lAS reportmg gUIdelInes for those lIcensees whIch also deCIde to keep therr accounts m
accordance WIth lAS on an ongomg basIS

The mfonnatIOn also draws on lessons learned on two other projects on thIs delIvery order 
the restatement of the accounts of two oblenergos to lAS and the analySIS of aVailable
software packages to perfonn lAS

--------------- Hagler Bailly ---------------
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CHAPTERl

INTRODUCTION

1.1 BACKGROUND ON NERC AND THE LICENSEES

The NatIOnal ElectncIty Regulatory ConmUSSIOn (NERC) IS a permanent Independent non
departmental publIc agency wluch IS responsIble for the regulatIOn ofactIvItIes In the
electncIty sector Its mISSIon IS to promote competItIOn In electncIty generatIOn,
transmISSIon, and supply wlule protectIng the Interests ofconsumers It, therefore, has a dual
oblIgatIOn to functIon In ways that WIll preserve the financIal vIabIlIty of the regulated
lIcensees whIle, at the same tIme, ensunng that consumers are protected and receIve adequate
servIce and faIr pnces

The CommISSIon Issues lIcences to entItIes In UkraIne partIcIpatIng In the follOWIng
bUSInesses In the electncIty sector

• Regulated Tanff Supply
• Low Voltage Network OperatIOn
• Electnc GeneratIOn
• Non-Regulated TarIff Supply
• Wholesale Electnc Supply
• HIgh Voltage Network OperatIon

NERC has Important responsIbIlItIes WIth respect to the control or overSIght of the lIcensed
actIVItIes The momtonng and reVIew of lIcensee actIVIty IS accomplIshed largely by the
CommISSIOn's Local Offices located In each oblast These offices are sometImes dIrected by
the CommISSIon to examme the finanCIal condItIon of an applIcant lIcensee and to report to
the ConmussIOn

NERC has full authonty over the retaIl tanffs for supply and low voltage transmISSIOn In
order to effectIvely carry out ItS role In thIS area, technIcal, econonuc, and finanCIal
InformatIon IS needed Often thIS InformatIOn IS at a low level ofdetaIl

--------------- Hagler Batlly ---------------
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INTRODUCTION .. 1-2

1.2 SCOPE OF THE PROJECT

Given the regulatory responsibilIty ofNERC, It must have relIable financIal mformatIon to
make mformed decIsions It now receives a considerable amount of data from the lIcensees
now m accordance WIth UkraIman accountmg That system IS heavIly focused on
determmmg taxable mcome and used to compute taxes due It also IS onented toward
reportmg mformatlOn to a central governmental agency whIch traditionally made most of the
deCISions Some transactIOns are recorded on a cash basiS as opposed to accrual baSIS For
example, no proVISIon IS made for bad debt losses and entIties, therefore, do not make a
proVISIOn for thIs

InternatIOnal Accountmg Standards offer benefits to the management of the enterpnse m
terms ofbetter momtonng of costs and profits and proVIde mvestors a more accurate picture
of the finanCial conditIOn ofthe enterpnse As a regulator, NERC can take advantage of the
benefits ofIAS and have a better measure of costs, assets, lIabilItIes, and profitabilIty ThIs
IS especIally Important m determlmng the cost ofprovIdmg service by lIne of busmess and m
determmmg return on mvestment for tanff settmg

Licensees WIll most lIkely migrate to lAS as they become pnvatized and NERC should take
advantage of the Improved source ofmformatlOn It IS not recommended, however, that
NERC mandate that ItS lIcensees adopt lAS m the short term smce the process IS costly and
tIme consummg Instead It should encourage enterpnses to move m that dIrectIOn and
proVIde gUIdance to those that do For those enterpnses, reportmg gUIdelInes are outlIned m
thIs report

ThIs project lmks to three other projects whIch Hagler BaIlly has worked on under thIs
delIvery order

• Determmmg regulatory reportmg requIrements for each of the SIX categones
ofNERC lIcenses (usmg statutory UkraIman accountmg)

• Restatmg the accounts of two oblenergos to InternatIonal Accountmg
standards

• Developmg recommendatIOns to the oblenergos m Ukrame as to mformatIon
systems they can utIlIze to produce both lAS and Ukralman financial
statements on an ongomg basiS

The analySIS and recommendatIOns m thIs report draw upon our work on those projects ThIS
IS especIally true m the areas of lIDtIal restatement of accounts to lAS and the reqUIrements of
mformatlOn systems and personnel resources to adopt lAS on an ongomg baSIS

--------------- Hagler BaIlly ---------------
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INTRODUCTION ~ 1-3

1.3 EXISTING REpORTING REQUIREMENTS

1 3 1 NERC RequIrements

There are SIX categones of lIcenses and the standard lIcense for each category contaIns a
SectIOn 3 "Rules for Carrymg Out the LIcensed ActIVIty" At SectIon 3 2, "ProVIsIon and
Use ofInfonnatIOn", they Include the provIsIOn that

"The LIcensee must provIde to NERC, In whatever manner or fonn and
whenever NERC may reasonably reqUIre It, any InfonnatIon relatIng to the
LIcensed ActIVIty that NERC may reasonably consIder necessary to enable
NERC to carry out ItS dutIes"

Some lIcense fonns also contam a provIsIon that

"The LIcensee shall submIt to NERC financIal reports In the fonn establIshed
by the MInIStry ofFmance and by the State StatIStICS CommIttee ofUkrame,
and addItIonal reportIng fonns adopted by NERC by standard procedure"

In addItIOn to these general reportIng gUIdelInes, the SIX standard lIcense fonns contaIn
reportIng reqUIrements umque to the type ofactIvIty For example, the lIcense for Electnclty
GeneratIOn calls for reports by IndIVIdual plant whIch contaIn operatIonal and finanCIal
InformatIOn on fuel mventones and consumptIOn The lIcense for TransmISSIon ofElectnclty
by Local Networks calls for InformatIon on costs and allocatIOn methods by voltage level

Hagler BaIlly developed NERC reportmg reqUIrements for each of the 6 lIcense categones
and they were approved by the NERC Staff Agam, those requIrements assume that the
lIcensees utIlIze only UkraInIan accountmg

1 3 2 Other ReqUirements

The State StatIstIcs COmmIttee of UkraIne and the MInIStry ofFmance Impose reportmg
reqUIrements on a broad range of entItles m UkraIne, mcludmg the electnclty sector entItles
The reqUIrements of those governmental bodIes were taken mto conSIderatIOn m developmg
the reportmg reqUIrements to NERC mentIOned above

--------------- HaglerBadly ---------------
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CHAPTER 2
ApPROACH

The approach to tlus project was smlllar to the project recently conducted to determme the
regulatory reportIng requIrements for each ofthe SIX categones ofhcensee - to msure that
NERC was provIded With the mformatIOn It needs to oversee the sector and estabhsh tanffs
and at the same time not unnecessanly burden the hcensees With unnecessary reqUIrements m
accountmg and reportmg NERC should reqUIre that mformatIOn proVided to It be accurate,
timely, and prepared m a consIstent manner and m a format whIch IS useful to It m carrymg
out ItS role ofregulatory oversIght and pncmg At the same tIme, NERC must be careful that
It does not put an unnecessary burden on the hcensed entities Smce several government
ffilillstnes Impose reportmg reqUIrements on entities throughout Ukrame, It IS useful for
NERC to have this mformatIOn avmlable to It as well We wanted to aVOid as much
duphcatIOn m reportmg as possIble and, therefore, If relevant mformatIOn IS already bemg
compIled and reported, we have recommended that the entIty be reqUIred to provIde It to
NERC as well

As dIscussed m the next chapter, lAS can proVIde benefits to

• Investors - to make mvestment and credIt deCISIons

• Management - to have better mformatIon to run the busmess

• Regulators - to assess the finanCIal condItion of regulated entItles and set
tanffs

In hght of the move toward pnvatizatIOn, NERC should encourage the hcensees to Issue
understandable reports to mvestors and potential mvestors m order to obtam capItal at a
reasonable cost

If management has good mformation sources and can obtmn that mformatIOn on a timely
basIS they wl11 be able to make more mformed deCISIOns If enterpnses acqUIre new, modern
software to perform lAS accountmg on an ongomg baSIS, they Will also have a tool for
management accountmg, budgetmg, and forecastmg Also, as enterpnses become pnvatIzed
there Will be a need to analyze and control costs m order to carry out theIr functions m an
economIC manner

--------------- HaglerBaJlly ---------------
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APPROACH ~ 2-2

The dIscussIOns of the mdividual lIcensee SItuatIOns m Chapters 4,5, and 6 are pnmanly
concerned WIth the benefits that lAS can proVIde to NERC As the pnncipal regulator of the
utIlIty enterpnses m Ukrame, NERC needs good mformatlOn to make tanffdecIsIons and
assess the overall financIal sItuatIOn ofthe mdividual enterpnses and the overall sector As
each segment of the electncity sector IS analyzed m those chapters, the degree to whIch
NERC regulates the segment and the types of InformatIon It needs WIll be addressed

-------------- Hagler Batlly --------------
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CHAPTER 3
ACCOUNTING AND REpORTING IN AN lAS ENVIRONMENT

3 1 WHAT IS lAS?

Accountmg IS often referred to as the "Language ofBusmess" It IS a system ofrecordmg
and reportmg financIal mformatIon of an enterpnse Accountmg standards are generally set
by governmental authonties or mdependent professIOnal bodIes m each country and the
accountIng pnncipies and reportmg reqUIrements are pnmanly aimed at provIdmg external
partIes With the mformatIOn they need to assess the financIal condItIon ofan enterpnse
Smce the standards m each country were developed somewhat mdependently, accountmg
methods are dIfferent, or applIed m a dIfferent manner, m each country InternatIOnal
Accountmg Standards attempt to break the language bamer by provIdmg a broad set of
gUIdelmes as to allowable methods to be used to be used to account for major categones of
mcome, expense, assets, and lIabIlItIes Smce they were developed to accommodate a global
audIence, they are generally broad and often allow for alternatIve methods so they can be
used by a broad range ofenterpnses m many countnes

lAS IS pnmanly bUIlt on "Western" accountmg pnncipies Most mvestors are famIlIar WIth
those pnncipies and the format m whIch InformatIon IS presented In order to make decIsIons
on grantmg long or short term credIt to or making mvestments m specIfic enterpnses, these
decIsIon makers need to have InformatIon whIch they understand lAS goes beyond Just the
methodology ofcompIlmg standard financIal statements (balance sheet, mcome statement,
cash flow), however The dIsclosure mformatIOn provIded With the standard statements IS as
Important, or sometImes more Important, than the statements themselves ThIS provIdes
transparency and allows analysts, mvestors, and governmental agencIes to assess the mcome
and financIal resources ofan enterpnse

3.2 WHAT DOES lAS MEAN TO UKRAINE?

UkrainIan accountmg IS bUIlt on a SovIet model and IS focused on costs of productIOn and the
determmatlOn of taxes to be paId The audIence was generally a government mInIstry that
used the mformatlOn to control the economy or a sector of the economy Two sIgnIficant
events are changmg the economIC pIcture m the country The restructurmg ofthe electnclty
sector IS movmg the mdustry away from a centrally controlled one to one that IS more
decentralIzed With mdividual entItIes operatmg on a more autonomous basIS, WithIn a set of

--------------- Hagler BaIlly ---------------
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ACCOUNTING AND REpORTING IN AN lAS ENVIRONMENT ~ 3-2

market rules PnvatIzatIOn IS begmmng to take place and the mdlvldual market entitIes WIll
be owned and operated by mvestors as opposed to the central command and control model
In ItS role as regulator, NERC should embrace these changes and make sure It IS m a positIOn
face the new market enVIronment

EntitIes m Ukrame should also take advantage of the new envrronment and restructure theIr
accountIng and reportmg m a way that they are m a posItIon to take advantage of the new
economIC model At the same tIme, governmental laws and regulatIons still require the
entities to account for and report therr actIvItIes m accordance WIth UkramIan standards
Tills pertams not only to tax determmatlon but also to other types of reportmg There IS not a
move underway to mIgrate the Ukralman standards toward lAS The State SecuntIes
ComnllssIOn conSidered IssUIng a regulatIOn willch would reqUIre large publIc compames to
report to mvestors and the COmmISSIOn on an lAS baSIS but deCided not to Issue that
regulatIon The banking mdustry, however, IS now requmng fmanclal mstItutIOns to report
on an lAS baSIS but there IS no such move underway m the electnclty sector

Enterpnses wantmg to adopt lAS are m the pOSitIOn ofhavmg to account for and report their
finanCIal results on two different bases - lAS and UkraIman Tills requrres slgmficant time
and expense and the current financial conditIon of the sector IS not such that enterpnses are
movmg qUIckly to adopt lAS The next sectIon discusses that pomt m more detaIl

3.3 WHAT DOES THIS MEAN FOR THE ELECTRICITY SECTOR?

VarIous enterpnses m the sector have performed restatements of theIr accounts to lAS
These are generally "lImited restatements" willch means that comprehensive audIts of source
transactIons are not performed and revaluatIOn ofplant and eqUIpment and other assets IS not
done A full restatement takes conSiderable tIme and effort and the cost IS often difficult to
JUStify A lImited restatement IS more cost effective and can proVide mformatIOn to mvestors
and other outSide parties so they can get a handle on the overall finanCial conditIon of an
enterpnse Hagler BaIlly, m cOnjunctIon WIth PncewaterhouseCoopers, performed lImited
restatements of two oblenergos m Ukrame The result IS a set ofIAS fmanclal statements
prepared on an accrual baSIS and detaIlmg the mdlvldual segments (dlstnbutIon, heat, and
other subSidiary actIVItIes) of the busmess Restatements have also been performed for some
generatIng compames WIth the participatIon ofadVIsors

Restatements are generally performed based on illstoncal penods of the pnor two or three
years Tills InfOrmatIOn can be used to assess the finanCial conditIon of the enterpnse as of
those penods That can be useful to potential mvestors In makIng deCISIOns and can also
proVIde useful mformatIOn to management and a regulatory body such as NERC Those
restatements are performed by accumulatIng a slgmficant amount of source data on sales,
costs, and other transactIons and compIlIng the InfOrmatIOn In accordance With lAS

--------------- HaglerBadly ---------------
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ACCOUNTING AND REpORTING IN AN IAS ENVIRONMENT .. 3-3

standards For those enterpnses wantmg to produce lAS mfonnatlOn on an ongomg basIS,
however, new mfonnatlOn systems must be acquIred and mstalled m order to efficIently
process and report transactIons on BOTH an lAS and Ukramtan accountmg basIs Hagler
BaIlly and PncewaterhouseCoopers have prepared a comprehensive report detaIlmg software
options for the oblenergos m Ukrame whtch would enable them to mamtam their accounts
and report on both an lAS and a Ukramlan accountmg basIS Thts study also mcorporated the
NERC reportmg requrrements These systems do reqIDre an mvestment to made by the
oblenergo m tenns of money for the hardware and software and personnel resources m both
the accountmg and mfonnatIon technology areas

-------------- HaglerBallly --------------
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CHAPTER 4
OBLENERGO REQUIREMENTS

The oblenergos can be thought ofas the most Inghly regulated entItIes m the newly
restructured electrIcIty sector ofUkrame As dIstrIbutIOn and supply compames, they Will
follow a tradItIonal cost of servIce methodology wInch contmues to be Implemented and
Improved upon NERC has the responsIbIlIty ofdetermmmg the costs It Will allow each
oblenergo to recover through tanffs NERC has a vested mterest 10 obtalmng the most
accurate pIcture of the cost structure of each entIty BasIC pnnclples whIch should be
followed here mclude requmng operatmg and capItal costs to be accounted for 10 the
folloWing broad categones

• ElectrIcIty transmIssIon, dIstrIbution and supply

• Combmed Heat and Power (CHP)

• Other (non-utIlIty)

The heatmg and hot water busmess conducted by the CHPs IS not regulated by NERC and the
CHPs are not part of the pnvatIzatIon process For those reasons the costs related to that
segment of the enterpnse need to be separately IdentIfied DIrect costs are generally easy to
Identify and NERC should assure that IS done IndIrect costs (shared faCIlItIes and personnel,
admmistratIOn, etc) Are difficult to determme and there are vanous methods aVailable to do
tIns Each enterpnse should be encourage to apply methods It belIeves are reasonable and
appropnate for Its SItuatIOn and apply those on a conSIstent baSIS NERC's role should be to
assure that the methods are m fact reasonable and consIstently applIed The same IS true for
non~utIhty portIOns of the busmess such as constructIon and guard servIces SOCIal Assets
such as shops, apartments, and k10dergartens add another, somewhat umque, dImenSIOn to
the pIcture To the extent these faCIlIties prOVIde benefits to employees of the oblenergo,
theIr cost should be allowed to be recovered 10 tarIffs as part ofoverall compensatIOn costs
The portIOn of costs (and revenues) pertaImng to non-employees should be separated and
treated as non-utilIty lAS can prOVIde reasonable benefits here by facilItatmg hne of
busmess reportmg Also, IfentIties acqUire new 1OformatIOn systems, more detaIled records
can be kept at relatively lIttle cost

For the electrIc utIhty portIOn ofthe busmess, NERC already IS recelvmg detaIled
mformatIOn on plant and eqUipment mvestments and operatmg costs ThIs should be

-------------- Hagler Badly --------------



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

OBLENERGO REQUIREMENTS .. 4-2

contmued m an lAS envrronment In fact, If oblenergos acqmre modern accountmg systems,
they Will be able to provIde that detailed mformatIOn on a more tImely basIS and With less
manual effort For tanff purposes, costs are separated mto the two hcense categones ofLow
Voltage Network OperatIOn (LVNO) and Supply Wlthm LVNO, costs, both operatmg and
capItal, are allocated to voltage levels Agam, drrect cost assIgnment and overhead allocatIOn
methods are unIque to mdIVIdual enterpnses NERC's role IS assure that the methods are
reasonable and consIstently apphed Modern software can make the InformatIOn eaSIer for
the oblenergo to develop and mamtam

Hagler Bal1ly, as advIsor to NERC, IS currently developmg recommendatIOns m the area of
"Return on Investment" Current tanff methodologIes allow for recovery OF capItal
mvestment m the form of depreCiatIon There IS currently no speCIfic provISIOn for return
ON mvested capItal, however Profits are determmed usmg a return on sales approach whIch
does not speCIfically conSIder the amount of mvestment requrred to generate those sales
Modern econormc prmclples dIctate that mvestors should earn a return on theIr mvestment as
a component of costs WIth pnvatlzatlon movmg along m the sector, potential mvestors are
concerned about recelvmg a return on the mvestment they make m the oblenergos Tills
mcludes the mitIal mvestment an the sIgmficant addItIonal mvestments they Will make, both
mandatory mvestments as part of the tender agreement and other voluntary mvestments to
reduce costs or Improve operatIOns NERC should address tills concern and have a more
ratIOnal way ofdetermlmng returns to mvestors The pnmary assets of the oblenergos are
plant and eqmpment and NERC may want to conSIder an accountmg requrrement that
mvestments made subsequent to pnvatIzatIOn be IdentIfied and reported m the event that a
return on those mvestments can be determmed even If the pnor mvestment IS not allowed a
return An lAS system can produce benefits by bemg able to keep track ofplant and
eqmpment on a detal1ed vmtage basIS Also, separate records can be kept to satISfy both tax
reqmrements and regulatory accountmg requrrements

Proposed lAS reportmg formats for oblenergos have been developed and are contamed m
AppendIX A Those reports take mto account the detal1ed cost and operatIOnal mformatIOn
already bemg proVIded to NERC They were developed usmg the concepts dIscussed above
and our recent expenence perforrmng the restatement to lAS at two oblenergos The formats
for the Balance Sheet and Income Statement are the ones we used to present the mformatIOn
The SUbSIdIary schedules are speCIfically for NERC's benefit

--------------- HaglerBa1l1y ---------------
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CHAPTER 5
GENERATING COMPANY REQUIREMENTS

The Generatmg Compames (Gencos) are also gomg through restructunng TheIr model IS
dIfferent from the oblenergos m that the oblenergos wIll be subject to specIfic cost based
regulatIOn m the future whIle the Gencos wIll operate m a more competItIve envIronment - as
long as the market structure IS allowed to work m the manner m whIch It was developed As
opposed to havmg to JUStIfy m detaIl ItS costs to a regulator m order to recover them, each
Genco WIll compete for sales by blddmg agaInst other entItles and WIll receIve a market
based pnce The Genco's profitabIlIty WIll be determmed by theIr level of sales and theIr
abIlIty to control costs and thereby, hopefully, make a profit

NERC snll has regulatory overSIght of the Gencos but It should treat them dIfferently from
the Oblenergos when consldenng accountmg and reportmg standards When the market IS
free to operate as deSIgned, Gencos should not have to JustIfy theIr operatmg and capItal costs
to a regulator NERC m ItS overSIght role, however, has m mterest m knOWIng the fmancIaI
status of each entIty When we worked WIth NERC to develop reportmg reqUIrements we
became aware of the mformatIOn currently bemg prOVIded by Gencos That mcludes
mformanon on plant Investment and operatIng costs for each plant as well as the standard
UkraInIan finanCIal statements Smce fuel IS the pnmary cost for the Gencos, that
mformatIOn IS also prOVIded to NERC Fuel cost mformatIOn IS broken down by type offuel
- coal, gas, mazut, and other For each of those categones cost and consumptIOn mformatIOn
IS proVIded on a per urnt baSIS and In total Other operanonal and fInanCIal InfOrmatIOn IS
also proVIded That InfOrmatIOn should allow NERC to assess the finanCIal condItIon of the
enterpnse Of course, finanCIal statements prepared In accordance WIth InternatIOnal
Accountmg Standards would prOVIde a more understandable pIcture of the finanCIal health of
the enterpnse For that reason NERC should strongly encourage the generatmg companIes to
adopt lAS on an ongoIng baSIS as was suggested for Oblenergos

Gencos are large entItles and can better afford the cost of a system wmch would allow them
to mamtam theIr accounts and report m both an lAS and UkraIman accountmg enVIronment
GIven the current status ofpnvatIzatIOn m tlus segment of the energy sector, It would not be
prudent for NERC to mandate that Gencos adopt lAS m the short term Tlus would reqUIre
them to make mvestments m eqUIpment and software to meet the reqUIrement In, hopefully,
a short penod of tIme the Gencos WIll be pnvatlzed and there IS a mgh probabIlIty that If a
strategIC mvestor acqUIres a Genco, It would Implement lAS That ImplementatIon would
probably Involve USIng a system It IS currently USIng for other segments of ItS bUSIness Even
If It does not use an eXlstmg corporate system there IS a hIgh probabIlIty that a new software

--------------- HaglerBallly ---------------
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GENERArING COMPANY REQUIREMENTS ~ 5-2

system wInch would accommodate lAS would be mstalled smce Gencos are large entItles
and the mvestor WIll have made a slgmficant mvestment In the company

-------------- HaglerBallly --------------
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CHAPTER 6
OTHER LICENSEE REQUIREMENTS

The other NERC lIcensees mclude

• Non-Regulated Tanff Supply

• Wholesale Electnc Supply

• HIgh Voltage Network OperatIOn

As dIscussed m the sectIons dealmg With oblenergos and Gencos, the accountmg and
reportmg reqUIrements NERC sets for an enterpnse should reflect the degree of regulatIOn
and oversIght that NERC exerCIse over the enterpnse ThIs IS also true m the area of
InternatIOnal Accountmg Standards As prevIOusly mentIOned, Hagler Ba111y worked With
NERC to determme reportmg reqUIrements for all categones of lIcensees, mcludmg the
above three Those were developed by revlewmg the lIcenses and the mformatIOn needs of
NERC It was mterestmg to note that the reqUIrements for entitles mvolved m the
transmISSIon of electnclty by local electnclty networks and mvolved m supply are regulated
tanff (the oblenergos) were the most extensIve The reportmg requrrements for generatmg
compames were less extensIve, but stIll SubstantIal For the Non-Regulated TanffSupply,
Wholesale Electnc Supply, and HIgh Voltage Network OperatIOn lIcensees, the reportmg
requrrements were less extensIve The determmatIOn of lAS reqUIrements should follow the
same pattern NERC should consIder Its needs for oversIght and tanff determmatIOn m
settmg the level ofdetml

Non-regulated tanff supplIers are currently reqUIred to submIt a balance sheet and profit and
loss (mcome) statement to NERC There are a sIgmficant number of lIcensees m thIs
category and they partICIpate m the market to varymg levels Some are very actIve and a
substantial part of theIr busmess IS mvolved m tills actIvIty Others are m the market only for
specIfic transactIOns or With a lImIted number customers and therr pnmary busmesses are m
dIfferent areas They are currently reqUIred by NERC to proVIde detal1ed mformatIOn by
voltage class and customer category (mdustnal, rmlway agncultural, etc) on kWh sales, rate
per kWh, and total revenue In addItIon, for each customer consummg over 150,000 kWh m
a quarter, they must proVIde kWh sales, rate, and total revenue mformatlon NERC has the
mformatIOn It needs from these entitles However, to the extent they follow lAS m theIr
busmess, NERC should reqUIre the standard lAS fmanclal statements to be proVIded

--------------- Hagler Badly ---------------
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OTHER LICENSEE REQUIREMENTS .. 6-2

In the wholesale supply area, NERC IS receIvmg extensIve mformatIOn on daIly
Energomarket actIvIty, both operatIOnal and financIal ThIs mcludes generatIon, load
dIspatch, and pncmg data Monthly InfOrmatIOn IS reqUIred on supplIer debt for electnclty
purchased from the market and debt to generatmg companIes for electrICIty sold by them
ThIs IS Important InformatIOn to NERC In ItS overSIght role and IAS would not add any value
In tlus area

HIgh voltage network operatIon IS asset mtensIve and lAS may proVIde some value Reports
on mcome and costs for the lIcensed actIVIty are already prOVIded but m an lAS enVIronment
the mformatIOn may be more transparent ThIs IS espeCIally true Ifa modem InfOrmatIOn
system IS used

--------------- Hagler Batlly ---------------
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CHAPTER 7
SUMMARY AND CONCLUSIONS

NERC has a very Important role In the oversIght of the electnclty sector In UkraIne To the
extent that the LIcensees utIlIze InternatIOnal AccountIng Standards to record and report theIr
finanCIal pOSItIOn It should benefit NERC WIth lAS there should be Improved relIabIlIty
and conSIstency of the InfOrmatIOn prOVIded by the lIcensees The finanCIal pIcture of the
IndIVIdual enterpnse becomes more transparent and this helps NERC to determIne If the
tanffs It approves are appropnate and to gauge the finanCial health of the Industry, even for
those entltles whose tanffs are not determmed by NERC

As preVIOusly dIscussed, the lrotlal converSIOn to an lAS (actually a dual lAS / UkraInIan)
system IS costly and tlme consumIng GIven the current poor fInanCial condItIOn of the
electnclty sector, It would not be appropnate for NERC to mandate that lIcensees adopt lAS
In the short term If the pace ofpnvatlzatIOn ofobienergos and Gencos pIcks up, many of
those entItles are lIkely to Implement lAS systems, most lIkely as a result of capItal mfusIOn
from a strategIc mvestor In the longer term, however, NERC should reqUIre that finanCial
mformatlon be prOVIded to It In accordance With lAS For those entItles not haVIng a system
to accommodate this, a lImIted restatement could be done This would be most appropnately
performed an annual baSIS LIcensees should be gIven suffiCIent advanced notlce of such a
requIrement

NERC may want to conSIder allOWIng the compames It regulates based on cost to recover the
cost of a new finanCIal system IncludIng hardware, software and development costs on an
accelerated baSIS as part of the tanff If an entlty knows It can recover the cost of system
over a short penod of tlme It WIll be more lIkely to make that mvestment

This report dId address the Issue of lAS reportIng for those entltles adoptIng lAS AgaIn,
NERC should encourage all entltles to adopt lAS to faclhtate ItS overSIght role and also to
encourage the enterpnses to adopt finanCIal systems wmch Will make reportIng easIer and
proVIde better and more tlmely mformatIOn to run the busmess more effiCIently

--------------- HaglerBadly ---------------
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BALANCE SHEET (PAGE 1 OF 2)

,I
AS OF

I ASSETS

I BEGINNING ENDING
LINE SOURCE BALANCE BALANCE

I 1 Long Term Assets

I'
2 FIxed Assets SCH 1
3 Less Accumulated DeprecIatIon SCH 1
4 Net FIxed Assets SCH 1

II 5 Assets Under ConstructIOn
6 Net UtilIty Plant

I Other Property and Investments

7 NonutIlIty Property and IntangIbles

I 8 Less Accumulated DepreCIatIOn
9 Net NonutilIty Property

and IntangIbles

I 10 Long Tenn FmancIaI Investments
11 Other Non-Current Assets
12 Total Other Property & Investments

I,
Current Assets

t 13 Cash and Short Tenn Investments
14 Accounts ReceIvable
15 Less Bad Debt Allowance

I 16 Net ReceIvables
17 Inventory
18 Government, Employee and

I Other ReceIvables
19 Other Current Assets
20 Total Current Assets

I
I

TOTAL ASSETS

I
1

I z"O



1 UnrealIzed dIfferences represents the unreconcI1able dIfference after converSIOn ofthe
UkrainIan accountmg system mto InternatIOnal Accountmg Standards

BALANCE SHEET (PAGE 2 OF 2)

AS OF---------

I
I
I
I
I
I
I
I
I
I
I
,I
,

a
I
I
I
I
I
I

CAPITALIZATION AND LIABILITIES

SOURCE

Stockholder's EqUIty
21 Statutory CapItal (Net)
22 AddItIonal CapItal
23 Reserve Funds
24 Retained Earmngs
25 UnrealIzed DIfferences 1
26 Total EqUIty

Other CapitalIzatIon
27 Long Term Debt
28 Other Long Term LiabIlItIes

29 Total CapItalIzatIon

Current LiabilitIes
30 Short Term Debt
31 Accounts Payable
32 Less Bad Debt Allowance
33 Net Payables
34 Wages and SOCIal Insurance Payable
35 Taxes and Non-Budget Payable
36 Government, Employee and

Other Payable
37 Advances from Customers
38 Other Current LIabIlIties

Total Current LIabIlItIes

TOTAL CAPITALIZATION AND LIABILITIES

2

BEGINNING
BALANCE

ENDING
BALANCE



1 Includes Accounts Payable wntten off and treated as mcome
2 Includes Accounts ReceIvable wntten off as bad debt expense

Total Income before Taxes and Fmanclal Costs

3

AMOUNT

SCH2
SCH 1

FormNo 5

FormNo 18
SCH2
SCH2
SCH2

Total Sales

ElectncIty
Heat
Internal Transfers
Other Revenues

Mamtenance
DepreCIatIon

SOURCE

Total all OperatIOnal Expenses

STATEMENT OF INCOME
FOR THE PERIOD _

OperatIng Income

OperatIOnal Expenses
Purchased ElectncIty
OperatIng Expenses
Fuel and Raw Matenals
Wages & SOCIal Costs

Total OperatIng Expenses

OPERATING INCOME

Taxes and Fmanclal Costs
Interest on Long Term Debt
UnrealIzed Accounts Payable 1
UnrealIzed Accounts ReceIvable 2
Taxes & Payments

Total Taxes and FInanCIal Costs

Non - OperatIng Income

Sales

Net Non-UtilIty Income

NET INCOME

11
12

16

15

13

6
7
8
9
10

17

14

I
2
3
4
5

24

18
19
20
21
22
23

I
I
I
I
I
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I
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I
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SCHEDULE 1

FIXED ASSETS AND RELATED DEPRECIATION
AS OF PERIOD ENDED _

(000 UAH)

(a) (b) (c) (d) (e)
LINE DESCRIPTION COST Accumulated Current Penod

# Depreciation DepreciatIOn

ELECTRIC UTILITY

1 Land

2 BUIldmgs

3 SubstatIOns
• Voltage Class 1
• Voltage Class 2
• Voltage Class 3

4 Lmes
• Voltage Class 1
• Voltage Class 2
• Voltage Class 3

5 Meters

6 Other Electnc

TOTAL ELECTRIC

7 Combmed Heat and Power

8 SOCIal Assets

9 Other Assets

10 TOTAL

NOTES
(l) Lme 10, Column c should agree WIth lme 2 on the Balance Sheet
(l) Lme 10, Column d should agree WIth lme 3 on the Balance Sheet
(1) Lme 10, Column e should agree WIth lme 12 on the Income Statement
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COST ALLOCATIONS
FOR THE PERIOD ENDED _

(OOOUAH)

Total Electnc

Non Electnc

I Fuel for GeneratlOn

AMOUNT

AMOUNT

SCHEDULE 23 - Oper3tmg Expenses

SCHEDULE 2b - Fuel and Raw MaterIals

FUNCTION

FUNCTION

Non Electnc

Total Other Fuel and Raw Matenals

SCHEDULE 2

Total Operatmg Expenses

II Other Fuel and Raw Matenals
Electnc

TransmIssIOn

Supply
Other Electnc

Total Electnc

III Total Fuel and Raw Matenals

Electnc

TransmIssIOn

Supply

Other Electnc

I
I
"-

I
I
I
I

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



Non Electnc
Total Mamtenance

Non Electnc

AMOUNT

AMOUNT

SCHEDULE 2d - Mamtenance

SCHEDULE 2c - Wages and SocIal Costs

FUNCTION

SCHEDULE 2
ContInued

Total Wages and SOCIal Costs

6

Electnc
TransmIssIon
Supply
Other Electnc

Total Electnc

FUNCTION

Electnc
TransnussIOn
Supply
Other Electnc

Total Electnc
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